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Casting a long shadow on Wall Street

Short-seller Manuel
Asensio makes
alot of people mad

By AMANDA LANG

NEW YORK + As he talks, he
keeps an eye on his computer
screen where the numbers flash
in constant motion, and at one
point cuts himself off mid-sen-
tence to grab the phone and bark
out a buy order. At another point,
he kicks the desk.

Manuel Asensio, president of
short-selling investment firm
Asensio & Co., is at this moment
displeased with the price move-
ment of one of his stocks.

Dialing a number, he asks with-
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out a greeting: “Are you talking to
anybody today?” His tone is
slightly menacing. “Who have
you spoken to today? Don't talk to
anyone.” Then he effortlessly
picks up the conversation where
it left off, explaining the role his
firm plays in uncovering what he
calls “fraudulent” companies.

This is Mr. Asensio’s business
model, in a nutshell: Isolate what
he believes is a fraud, do the de-
tailed research to try to prove it,
take a short position in the stock,
and then tell anybody who will
listen why he thinks the stock is
overvalued. He makes a lot of
money doing it, and he makes a
lot of people mad.

Short-sellers are not popular on
Wall Street, let alone with com-
pany management, They borrow
stock which they consider highly
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priced and sell it, hoping to deliver
it at a later date, after its price has
fallen, and pocket the difference.

One might expect a man who
makes a living bringing compa-
nies down — to bankruptcy, if at
all possible — who is anathema
to his peers and sued as a matter
of course, to look a little less re-
fined. But desk-kicking aside, re-
fined is the word that springs to
mind. Close-cropped hair and
fashionable horned-rim glasses
meet designer suit and Gucei
shoes in a combination that is
less underworld than visiting
Ttalian diplomat.

Sometimes portrayed as rene-
gades who deal in realms just this
side of illegal, short-sellers like
Mr. Asensio believe they perform
an invaluable service to investors.

See ASENSIO on Page D6
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Manuel Asensio: exposing frauds.



No stranger to lawsuits, Manuel Asensio says: “No matter how many times we do this, we are always the villain.”



The short-seller who casts
alongshadow on Wall Street
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“We aren’t saying these things
because we are short. We are short
because these things are true.”

Perhaps, but some of the com-
panies involved beg to differ, and
are doing so in court. They and
others charge that Mr. Asensio’s
practice of publishing his opin-
ions is akin to market manipula-
tion. Although he’s never been
successfully sued, some lawsuits

are still before the courts.

Over six years in business, he has
“targeted” 20 companies.

On this December day, a com-
puter screen in his unprepos-
sessing Manhattan office dis-
plays a legal document related to
a lawsuit launched against his
company — and him personally
— by Solv-Ex Corp.

Mr. Asensio targeted the firm
more than two years ago, and has
published 27 reports on Solv-Ex.
The New Mexico company says it
has technology to extract oil from
tar sands, but detractors say it has
yet to prove it has an economically
viable product.

Pressure on Solv-Ex’s stock and
a volley of negative reports about
the company made it next to im-
possible for it to raise additional
capital to finance its project in
Fort McMurray, Alta. Solv-Ex’s
market valuation plummeted and
it was eventually delisted from the
Nasdaq stock market.

Solv-Ex recently raised
$807,000 (all figures in U.S. dol-
lars) privately to fund lawsuits
against short-sellers and Deutsche
Bank, and it personally names Mr.
Asensioin one complaint.

Jack Butler, a former president
of Solv-Ex, said in 1997 that Mr.
Asensio was “misinformed and
trying to discredit the company.”
He added at the time that this was
a deliberate understatement of
his feelings about the short-seller.

But Mr. Asensio makes no
apologies for his role in bringing
Solv-Ex low, and no apologies for
trying to unearth other cases of
what he calls fraud.

“These companies need igno-
rance” on the part of investors in
order to continue to raise capital
in the face of serious questions
about their businesses, he says.

Anyone who tries to show a
stock is overvalued “is always con-
troversial,” says John Coffee, a
professor at Columbia Universi-
ty’s law school. But short-sellers
should be free to publicize their
claims, he says, if they have come
by the information honestly and
believe it to be true.

“That is the only way you are go-
ing to get the market to adequate-
ly police and pierce through over-
Iy hyped claims by management.”

There is little doubt Mr. Asensio
believes his claims to be true. He
says his information is based on
careful and extensive research. At
least three of the companies he
has targeted claim otherwise. “We
take an adversarial position
against public companies,” Mr.
Asensio says. “No matter how
many times we do this, we are al-
ways the villain.”

And the deals are there, stacked
now in boxes in the file room next
door. There are the live files, in-
cluding Solv-Ex, Diana Corp,,
Able Telecom Holding Corp., Bio-
vail Corp. International, and
Coinmach Laundry Corp.

And there are the boxes labelled
“done deals,” which include names
like Alpha Hospitality Corp. ($9 in
1993, about $1 on Thursday), Har-
Cor Energy Inc. (the stock fell
{from $6 in March, 1997, to $1 ear-
lier this year, when it was ac-
quired), and the list goes on, many
ofthem since obtained by rivals.

The key question around short-
sellers is how they came by their
information, says Prof. Coffee.
“There is nothing in itself wrong

with being a short-seller, and if
you are doing it based on a belief
there is fraud going on, it could
well be a public service”

In fact, the treatment of short-
sellers in the market — such as the
rule they can sell only on a rising
share price — provides a kind of
legal buffer for companies, Prof.
Coffee said, the merit of which is
debatable. John Dorfman, vice-
president at Dreman Asset Man-
agement, also defends the role of
short-sellers. Though they may be
unpopular, short-sellers tend to
do better research than most oth-
er market players, he says.

This is the kind of talk Mr. Asen-
sio likes to hear.

“This is a fine point that gets lost.
Market participants are taking a
gamble on the future of a compa-
ny when they buy its shares,” he
says. “When we take an adversari-
al position, it is a similar gamble.
If we are wrong, we lose money.”

Glaring at his computer screen,
he grabs the phone and dials a
number, still unhappy with this
stock. “Don’t tell me a story,” he
says to someone named Elliott.
“Just tell me a price and an
amount.”

Short-sellers don’t often publi-
cize their positions, since compa-
nies can and do try to squeeze
them out by driving the share
price up temporarily. But valuable
service or not, firms such as Asen-
sio can get rich by playing the
short end of the market.

The lion’s share of Asensio’s as-
sets are in short positions, and it
is there the firm gets most of its
investment return. The company
does not disclose how its $100-
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million performs, but Mr. Asensio
says the performance of his bro-
kerage account is a good indica-
tor. It turned $1-million of equity
into a $2-million trading profit in
1998.

To prove fraud involves a team of
six full-time research analysts
who can earn up to $250,000
each. Nothing is published by the
company that Mr. Asensio does
not personally approve. “It’s a
painful process,” he says. “When
you see how the sausage is made,
you see it’s not easy””

His attempts to “prove that
Diana was a fraud” cost Asensio
$1-million. But at the end of the
day, Asensio made between $20-
million and $30-million on the
position. There is no general rule
on when to take profit from a po-
sition. When Able Telecom fell as
low as $1, thanks in part to Asen-
sio’s research, the firm didn't cov-
er the position, and the stock is
backat $6.

“That was a mistake,” Mr. Asen-
sio allows, but “the degree of cer-
tainty on this one is so high. Able
is bankrupt,” so the stock should
ultimately go to zero. These kinds
of statements help explain why
lawsuits fly like donut crumbs
around Mr. Asensio’s office. Able
has not filed for bankruptcy.
Diana was never proved to be a
fraud, although Mr. Asensio
claims its technology didn’t work,
and a promised contract didn’t
materialize.

The first lawsuit came from

Hemispherx Biopharma Ine. Mr,
Asensio says in that case the stock
promotion was obvious, in part
because of the involvement of in-
dividuals who have a long career
of promoting penny stocks. “This
was the most fraudulent company
we've ever gone after, and they
sued us first.”

He believes that lawsuit was
prompted by a television report
on his firm that singled out Hemi-
spherx. But within a short period,
others had followed suit, includ-
ing Solv-Ex, Biogen Inc., and Tur-
bodyne Technologies Inc. These
suits are without merit, Mr. Asen-
sio says, and while they are a nui-
sarnce, are part of the cost of doing
business.

The investment firm does buy
some stock long, but it looks for
companies that are undervalued,
Mr. Asensio says. In a market like
this one, that means companies
that are in some distress.

As if in evidence, Mr. Asensio’s
phone rings, and with barely a
greeting he issues a volley of ad-
vice to a company chairman on
the other end of the line.

“Forget about raising money, you
need to team up with [Internet
service providers]. Don’t take
calls from Wall Street. You're good
at building things, so build some-
thing. In three months you'll have
something you can feel satisfied
with”

That business dispensed with,
he turns back and continues his
thought: “We have influence with
management or we don’t golong.”

Contrarian positions are noth-
ing new to the 44-year-old. After
graduating from the Wharton
School of Business at the Univer-
sity of Pennsylvania in the 1970s,
he moved to Venezuela at a time
when the economy of the oil-pro-
ducing country was doing incredi-
bly well.

Within two years he was a chief
financial officer, living well and
married into a prominent family.
But he spotted corruption and
fraud among the elite of the coun-
try, and worried about long-term
fundamentals.

When he left, it was at great cost
— personal and financial — but
history has proved that gamble to
be right, too.

“Many things can change in a
man or woman over time. But cer-
tain character traits are always
there,” he says of the pattern of his
life that favours difficult calls.

There is little question that Mr.
Asensio is intent on his work. The
accusations of wrongdoing bother
him, but is something he has
learned to accept. “I have no am-
bitions or expectation that our
track record will ever be respect-
ed,” he says.

He has been called “abrasive”
and “brusque” by those who know
him, and at one point hands a file
to a staffer who probably has at
least one college degree, asking for
“thoselittle tabs” to be puton it.

The office, which houses just
three on-site staff (the analysts
are elsewhere), is about 100
square feet, but many brokers
would like to get a glimpse of the
stocks he is watching (which
include Yahoo! and America
Online Inc.).

The telephone doesn’t stop ring-
ing, and even in the midst of a
long conversation, he has his eye
on that computer screen — and no
doubt on his next short position.

“Windstar is the next project,” he
tells someone on the line, For the
sake of Windstar Energy and
Windstar Resources, let’s hope
he’s talking about a minivan.
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