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PRIVATE EQUITY CRUSADER James Zhang spearheaded an effort by the website NerdWallet to help borrowers avoid the trap
of high-interest payday loans and reveal the public pension and university endowment funds that invest in the lenders.

Companies, if granted the leeway,
will surely present their financial
results in the best possible light.
And of course they will try to per-
suade investors that the calcula-
tions they prefer, in which certain
costs are excluded, best represent
the reality in their operations.

Call it accentuating the positive,
accounting-style.

What’s surprising, though, is
how willing regulators have been
to allow the proliferation of phony
financial reports and how keenly
investors have embraced them. As
a result, major public companies
reporting results that are not based
on generally accepted accounting
principles, or GAAP, has grown into
a mammoth problem.

According to a recent study in
The Analyst’s Accounting Observer,
90 percent of companies in the Stan-
dard & Poor’s 500-stock index re-
ported non-GAAP results last year,

up from 72 percent in 2009.
Regulations still require corpo-

rations to report their financial re-
sults under accounting rules. But
companies often steer investors in-
stead to massaged calculations that
produce a better outcome. The gulf
between reality and make-believe
in these companies’ operations is so
wide that it raises critical questions
about whether investors truly un-
derstand the businesses they own.

Among 380 companies that were
in existence both last year and in
2009, the study showed, non-GAAP
net income was up 6.6 percent in
2015 compared with the previous
year. Under generally accepted
accounting principles, net income
at the same 380 companies in 2015
actually declined almost 11 percent
from 2014.

Another fact: 30 companies in the
study generated losses under ac-
counting rules in 2015 but magically
produced profits when they did the
math their way. Most were in the
energy sector, but health care com-
panies and information technology

businesses were also in this group.
How can a company turn losses

into profits? By excluding some of
its costs of doing business. Among
the more common expenses that
companies remove from their calcu-
lations are restructuring and acqui-
sition costs, stock-based compensa-

tion and write-downs of impaired
assets.

And the study found that almost
10 percent of the companies in the
S.&P. 500 that used made-up figures
took out expenses that fell into a
category known as “other.” These
include expenses for a data breach
(Home Depot), dividends on pre-
ferred stock (Frontier Communica-
tions) and severance (H&R Block).

But these are actual costs, noted
Jack T. Ciesielski, publisher of The
Analyst’s Accounting Observer.

“Selectively ignoring facts can
lead to investor carelessness in
evaluating a company’s perfor-
mance and lead to sloppy invest-
ment decisions,” he wrote.

It puzzles some accounting ex-
perts that the Securities and Ex-
change Commission has not been
more aggressive about reining in
this practice. As it happens, the
commission is in the midst of re-
viewing its corporate disclosure
requirements and considering ways
to improve its rules.

But such work does not appear to
rank high on the S.E.C.’s agenda.

Kara M. Stein, an S.E.C. commis-
sioner, expressed concern about this
in a public statement on April 13.
Among the questions the S.E.C. was
not asking, she said: “Should there
be changes to our rules to address
abuses in the presentation of supple-
mental non-GAAP disclosure, which
may be misleading to investors?”

The bottom line for investors,
according to Mr. Ciesielski, is to ig-
nore the allure of the make-believe.
Real-world numbers may be less
heartening, but they are also less
likely to generate those ugly sur-
prises that can come from accentu-
ating the positive.
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Spinning Losses
A study in The Analyst’s Accounting
Observer examined 380 companies
that were in existence both last year
and in 2009.

11%
Approximate percentage that net
income at those companies declined
in 2015 compared with 2014, based
on generally accepted accounting
principles.

6.6%
Percentage that non-GAAP net
income at those companies was up in
2015 compared with 2014.

Talking Points

When the Base Model
Just Won’t Do
An onslaught of new S.U.V.s is in the
development pipeline or showing up
in dealer showrooms. That’s true es-
pecially for the high-end segment. A
Mercedes G65 AMG can easily cost
more than $220,000. Range Rover,
which has long dominated the mar-
ket, has teamed with Holland & Hol-
land, the London maker of sporting
guns, on a model that sells for about
$245,000 — including a built-in gun
storage compartment. New S.U.V.s
are on the way from Rolls-Royce,
Lamborghini and Aston Martin.

The Working Crowd Gains
In the last couple of years, workers
have claimed a bigger piece of the
nation’s economic pie. At the start of
2013, 61 percent of national income
went to pay and benefits for workers,
but by the end of 2015, the figure was
62.6 percent. That translates into a
difference of about $1,900 a year per
household. Meanwhile, corporate
profits’ share of national income has
fallen, to 12.1 percent at the end of
2015 from 14.2 percent in mid-2014.

So Many Online Friends
Users spend an average of 50
minutes a day on Facebook and its
Messenger and Instagram platforms,

the company
says. According
to the Bureau
of Labor Statis-
tics, that’s more
time than people
spend reading
(19 minutes);

participating in sports or exercise
(17 minutes); or social events (four
minutes). It’s almost as much time
as people spend eating and drinking
(1.07 hours).

Danger in the Hospital
If medical errors were considered
a disease, a new study has found, it
would be the third-leading cause of
death in the United States. Report-
ing in BMJ, researchers defined a
medical error as any health care
intervention that caused a prevent-
able death, such as diagnostic errors.
Using studies published since 1999,
they estimated that medical errors
cause an average of 251,454 deaths
per year.
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ACCENTUATING THE POSITIVE Major
public companies are reporting
results that are not based on generally
accepted accounting principles.

Yale. Morgan Stanley. Private eq-
uity. James Zhang has collected
plenty of prestigious stamps on
his résumé in the nine years since
he graduated from high school and
pursued a career in high finance.
But he’s also an immigrant, the
grandson of an illiterate rice farmer
who did not have indoor plumbing
until the late 1990s.

So perhaps he was the most like-
ly person to find and then shame
the many state pension funds and
university endowments that invest
in the payday lending industry. It
is an industry that has millions of
struggling Americans paying sky-
high interest rates for what are sup-
posed to be small loans. Because of
his efforts, New Jersey rid itself of a
stake in the industry this year. And
through a new guide on the website
NerdWallet, Mr. Zhang hopes to re-
direct as many people as possible
who are seeking these loans.

NerdWallet is a natural home for
these efforts. The people who work
there are search engine ninjas. The
company posts content and guides
aimed at attracting people looking
for, say, a new credit card. Search
for “best rewards credit cards” on
Google, and you’ll find the company
right away, in spots below the ads on
the first page of results that would
cost piles of money if NerdWallet
had to pay for them. The company
makes money through referral fees
when people sign up for new credit
cards and other financial services
through its site.

Mr. Zhang said he hoped to put
the company’s anti-payday-lending
efforts in top search engine spots,
too, though he landed at NerdWal-
let almost entirely by chance. His
parents brought him to the United
States from China when he was 2
years old. Mr. Zhang said his father
had known as a boy what it meant
to go hungry, but his parents’ fru-
gality kept him from ever having
to go without. Still, he worked as a
babysitter and a busboy, while still
achieving enough in the classroom
to earn acceptance to Yale.

After college, Mr. Zhang spent
two years at Morgan Stanley on a
team that analyzed the firm’s own
strategy and transactions. He fol-
lowed that up with two years in pri-
vate equity, where firms use money
from high-net-worth individuals
and others to invest in companies.
Eventually, it would try to sell those
companies at a profit.

In early 2015, he got a message on

LinkedIn from a recruiter at Nerd-
Wallet, the first time he had heard of
the company. But when he learned
more about it, the move made per-
fect sense to him.

“I spent two years helping the
bank make more money and two
years helping high-net-worth peo-
ple make more,” he said. “For the
foreseeable future, I could help ev-
eryday consumers think smarter
about their money.”

He was hired to help think
through the company’s approach
to student and personal loans. The
site already had some information
about the perils of payday loans. A
representative from the N.A.A.C.P.
in Alabama had noted NerdWallet’s
interest in the topic and invited Mr.
Zhang to speak at a conference.

Meeting people who were up to
their ears in such loans got him
thinking. Somebody had to be in-
vesting money in these lenders. But
who were they? “I had lived in that
world and was familiar with how
deals get done,” he said. “Some in-
secure overachiever tries to find a
deal, writes a memo, builds a model,

and then a vice president or partner
goes and pitches it.”

His instincts were right: A private
equity firm called JLL Partners had
put money into ACE Cash Express,
a payday lender that had just paid
$10 million in refunds and penalties
in the wake of a Consumer Finan-
cial Protection Bureau enforcement
action. And who was investing in
JLL? University endowments and
state pension funds.

Mr. Zhang said he didn’t think the
financial aid recipients who benefit
from endowment earnings and re-
tired state workers would feel good
about it. So he and his colleagues
passed their findings on to various
media organizations.

Beverly Brown Ruggia, an orga-
nizer with New Jersey Citizen Ac-
tion, first read about it in Fortune.

“I was incredulous,” she said.
Her organization and several oth-
er policy, advocacy and faith-based
groups banded together and helped
persuade the state to get out of the
investment.

Next, Mr. Zhang turned to fig-
uring out a way to keep more con-

sumers away from the ACEs of the
world. He and his colleagues knew
from a Pew Charitable Trusts report
on payday lending that about one-
third of borrowers got their loans
online. So NerdWallet set about try-
ing to attract them to its site first.

A small experiment intended to
draw borrowers to the site drew
hundreds of clicks from Google each
day from people looking for cheap
payday loans. Lenders approached
NerdWallet with an offer to pay it
$60 in commission on a $200 loan,
knowing that many borrowers re-
peatedly roll their loans over into
new loans and pay effective annu-
al interest rates well into the three
figures. “I asked them whether they
would take the $60 and give that
discount to the borrower, but they
wouldn’t,” Mr. Zhang said.

NerdWallet settled on a pro bono
effort whereby it would earn no
commission and send consumers
only to nonprofit lenders with low-
er interest rates or to governmental
organizations that offer short-term
assistance. It links to 44 entities in
California and Texas and plans to
add more over time.

NerdWallet will make no money
in the short term from its payday
lending redirection.

“If we do this well, we can reha-
bilitate people in a tough spot,” Mr.
Zhang said. “In six months, when
she needs a credit card or wants to
start investing, she’ll come back.
That’s the best type of bet that we
can make.”
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A Wall Street alumnus
shames those who invest
in a predatory business.

Guide to Better Payday Lenders

“If we do this well, we can rehabilitate people in a tough spot.
In six months, when she needs a credit card or wants to start

investing, she’ll come back.”

JAMES ZHANG,

who is leading NerdWallet’s anti-payday-lending efforts
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