
The Wonderful World of 
Financial Fraud
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hello!

I’m Aaron
▣ BIG Analyst since my Freshman Year Fall Semester

▣ Interned at a Short-Only Hedge Fund
▣ Three Whistleblower Complaints to the SEC
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Different Forms of 
Aggressive Accounting 

1. Recording Revenues Before Earning Them
2. Capitalizing Expenses Longer Than Useful Life

3. Inflating Revenues by Including Non-Revenue Items
4. Reclassifying Cash Flow Items to Make FFO Higher

5. Reclassifying Items to Report Higher Margins
6. Using One-Time Gains to Show Higher Profits
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Blah blah blah...boring!



Open Your Eyes!
Fraud is elementary.
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1. The Pump and Dump

5

🎈



(NASDAQ: HEAR)
In April 2018, SG VTB Holdings owned 5,172,282 shares of common 
stock. As of November 2018, SG VTB Holdings owned 2,083,192 shares. 
Stock sales were between $15.46 and $25.12. This private equity group 
has made more than $60 million off of stock sales. The board of 
directors have all sold shares around $30. 
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Stripes Group also owned the subordinated debt and finangled interest rates.
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1600% increase in a little 

more than a summer!



2. Related Party Transactions
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(NASDAQ: CATS)
In 2008, Dr. Weinstein became the sole shareholder of the renamed 
Center to Overcome Addiction; moreover, in the company’s 2011 Proxy 
Statement, CATS disclosed that “Under the terms of a management 
services agreement with Center to Overcome Addiction, we provide and 
perform all non-medical management and administrative services for 
the medical group. We also agreed to provide a working capital loan to 
the Center to allow for the medical group to pay for its obligations, 
including our management fees...As of November 30, 2010, the amount 
of loan outstanding was approximately $10.2 million.” 
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Dr. Weinstein also conducted 

Catasys’ only positive study while 

Chief Medical Officer at Humana.

https://www.sec.gov/Archives/edgar/data/1136174/000113617411000004/proxydef.htm
https://www.sec.gov/Archives/edgar/data/1136174/000113617411000004/proxydef.htm


3. Lying in Press Releases  
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(NASDAQ: FLNT)
“Adjusted net income was $2.2 million compared to a loss of $9.8 
million.” - First Quarter Earnings Press Release

Adjusted net income in the 1Q2018 was overstated by $5.4 
million because of misclassified G&A. The company would have 
reported a ($0.18) net loss compared to its $0.03 adjusted profit. 
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The same company spun out a half data fusion, half blockchain half-demon.

https://www.sec.gov/Archives/edgar/data/1460329/000165495418004847/flnt_ex991.htm


4. Spinning Success Stories
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(NASDAQ: CATS)
“We have continued to successfully deliver on treating and 
improving the health of patients, saving both members and insurers 
on healthcare costs, through our OnTrak program.”

Catasys, Inc. has to show a 16,374 basis point improvement in 
operating margins in 4Q18 (from -222% in 1Q18 to -59% in 4Q18) 
in order to stay solvent, according to models that the company’s 
own paid-off analysts, have created.
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Saving members and insurers 

money by losing money itself?



Turtle Beach 
(NASDAQ: HEAR)

“The slide on Page 12 of our earnings presentation represents the 
value creating nature of these transactions for our shareholders, with 
approximately 60% of our enterprise value now being held by our 
common stockholders versus just 26% at the end of 2017.”

- q1 Turtle Beach Conference Call Transcript
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Based on this reasoning, CEO is saying 
that insiders selling out is positive for 
shareholders.

https://seekingalpha.com/article/4172037-turtle-beachs-hear-ceo-juergen-stark-q1-2018-results-earnings-call-transcript?part=single


Case Study

(NASDAQ: LOOP)
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Skyrocketed 300%
in just nine months on no substantial news.
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“
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*Pumped and raised $19.6 
million on February 28th, 2018.



“
“Loop™ disruptive depolymerization technology 
up-cycles even the lowest quality PET plastic and 
polyester fibers into high purity FDA-approved food 
grade plastic” (Loop Industries Investors Q&A).
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*Company made materially 

misleading statements and 

paid off FDA opinion.

https://www.loopindustries.com/en/investors/qa


“
Service Provider [Loop Industries] acknowledges that 
Buyer [Drinkfinity] intends to communicate to 
consumers that “everything that gets mailed back will 
be recycled” or similar messaging.

19

🐍

*Company broke its 

contractually-bound 

service agreement.



Gen II Depolymerization
“In June 2018, the Company announced that it had 
successfully activated the next generation of their waste PET 
and polyester fiber upcycling technology which now allows 
for the continuous production of Loop™ PET products. Loop 
noted the Generation II technology is significantly more 
streamlined and efficient than the Generation I process, 
including a considerable reduction in energy use and the 
complete elimination of water.”
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*Company spins a failure as a success that’ll trick anyone but a chemist.



Tips to Screen For Frauds
1. Stock price that has increased more than 

200% within the year.
2. Accumulated losses of more than $30 million.
3. Follow the people.
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thanks!

Any questions?
Contact me if you think investing is cool:

aaronchow@berkeley.edu
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