





Nikola Fraud and Fallout

Background
EV trucks and transportation may be the road to the future, though it may not be now. The Nikola corporation, and electric truck start up, describes itself as “Globally transforming the transportation industry.” To do this, the company has a stunning ambition: “to revolutionize the economic and environmental impact of commerce as we know it today.” To achieve this, the company operates “as a designer and manufacturer of zero-emission battery-electric and hydrogen-electric vehicles, electric vehicle drivetrains, vehicle components, energy storage systems, and hydrogen station infrastructure.”  The company was established in 2015 in Phoenix, Arizona. The story of Nikola and its leader, Trevor Milton, is one of too far too fast and too loose. 
Founded upon innovative and forward-looking principles, the company’s vision is: “We’re building a future that has a tangible effect on the world we live in. Together, we have the ability to create new solutions to decades-old problems and lead us to a better tomorrow.” The approach suggests a long-term dedication to shaping the transportation industry including all the beneficial secondary effects. It’s likely this long-term view, along with the solid foundation for technology advancement, that lures investors to the company and fans hopes for fast and futuristic development. 
Company Values “Drive Forward”
The company’s values are clear: “Drive Forward. Disrupt and innovate. Constantly pursue progression and improvement. Push yourself and others to think broadly, go further and achieve more. Move Fast. Work quickly and get things done. Value simplicity and cut red tape. Take risks and learn from mistakes. Work Outward. Safety, quality, integrity and attitude. Take personal behavior seriously and put the success of the team above your own. Think about how your work affects others. Act as Owners. Treat the company and its resources as if they’re your own. Trust other’s capabilities. Understand that as the organization succeeds, you succeed.”
Driving the future thinking is the pressure from companies like Tesla, valued at over $400 billion, for the traditional automakers also to expand electric vehicle technology and production. GM’s strategy to partner with companies like Nikola undergirds this ambition. GM’s stake in Nikola was 11%.
Fraud Takes Nikola Too Far Too Fast
The company’s business and technology are at the core of its future and have been proven to have been misrepresented. The founder and former executive chairman of the company was found guilty for wire fraud and securities fraud including lying to investors and others about the state of the company’s innovations. Milton may face up to 20 years in jail. Using Twitter and podcasts, and other media channels, Milton fabricated advances in the company’s technology to gain support and lift the company’s stock including claiming the company powered its headquarters on solar energy (no panels were found at the site), owned its own natural gas wells (no documentation of ownership was discovered), and built over 700 hydrogen gas stations (not in existence).
An “Elaborate Ruse”
In 2020, the SEC started an investigation based on a public accusation from Hindenberg Research (a short seller) on the performance of the new electric semi product. Deemed an “elaborate ruse,” the company circulated a video showing the truck moving fast against a landscape suggesting the vehicle’s performance was solid. Later evidence, revealed by an employee whistle-blower, showed the truck had been hauled to the top of a hill in an unpopulated area and then filmed rolling down the hill. This action resulted in Milton stepping down from the company immediately, and the company paying $125 million in a settlement with the SEC the following year. The defense that the video showed “special effects” led to the investigation of other claims made by the founder via his Twitter account and through other media channels. The statement that the company had produced “green hydrogen” and other statements going back to 2019 including truck orders and battery power were found to be false. Business partners who had worked with Milton prior to Nikola commented on his tendency to exaggerate and expressed doubts about his character and integrity. 
Billions Wiped Out, No Rebound Until 2033
Despite the future looking enthusiasm of the legal defense team, the fall out from the false statements plunged the company’s stock resulting in billions in losses for investors. Nikola’s stock reached a high of $65 per share in mid-2020 before falling approximately 95% to around $2.97 per share. The stock again surged 30% when Milton stepped down and new leadership took place and then continued to drop. Forecasters project the stock will rise to $5 by 2023 and possibly to $10 through 2025 and possibly to $20 in 2033. A long time to recoup a partial investment. The lesson is to beware of “pre-revenue” investments with experimental technology before it has a proven market value as a stable revenue generator. 
 (This story has been and will continue to be updated as new information is available.)
Discussion Questions:
1. Based on the facts presented, assess Nikola’s current culture. Be sure to identify values and underlying assumptions.

2. Based on the Nikola case, why is ethical action critical to good business?

3. Discuss how a dysfunctional culture gets perpetuated in an organization.

4. Create a plan to reshape Nikola’s culture to be ethical and high performing.

Appendix A: Hindenberg Report on Nikola Fraud 2020
· Today, we reveal why we believe Nikola is an intricate fraud built on dozens of lies over the course of its Founder and Executive Chairman Trevor Milton’s career.
· We have gathered extensive evidence—including recorded phone calls, text messages, private emails and behind-the-scenes photographs—detailing dozens of false statements by Nikola Founder Trevor Milton. We have never seen this level of deception at a public company, especially of this size.
· Trevor has managed to parlay these false statements made over the course of a decade into a ~$20 billion public company. He has inked partnerships with some of the top auto companies in the world, all desperate to catch up to Tesla and to harness the EV wave.
· We examine how Nikola got its early start and show how Trevor misled partners into signing agreements by falsely claiming to have extensive proprietary technology.
· We reveal how, in the face of growing skepticism over the functionality of its truck, Nikola staged a video called “Nikola One in Motion” which showed the semi-truck cruising on a road at a high rate of speed. Our investigation of the site and text messages from a former employee reveal that the video was an elaborate ruse—Nikola had the truck towed to the top of a hill on a remote stretch of road and simply filmed it rolling down the hill.
· In October 2019, Nikola announced it would revolutionize the battery industry. This was to be done through a pending acquisition, but the deal fell through when Nikola realized (a) the technology was vaporware and (b) the President of the battery company had been indicted months earlier over allegations that he conned NASA by using his expense account to procure numerous prostitutes.
· Nikola has never walked back claims relating to its battery technology. Instead, Trevor continued to publicly hype the technology even after becoming aware of the above issues. The revolutionary battery technology never existed – now, Nikola plans to use GM’s battery technology instead.
· A spokesman for Volvo spin-off Powercell AB, a hydrogen fuel cell technology company that formerly partnered with Nikola, called Nikola’s battery and hydrogen fuel cell claims “hot air”.
· In addition to now using GM’s battery technology, Nikola seeks to use the automaker’s production and fuel cell capabilities. Nikola seems to be bringing nothing to the partnership but concept designs, their brand name and up to $700 million they will be paying GM for costs related to production.
· Inexpensive hydrogen is fundamental to the success of Nikola’s business model. Trevor has claimed in a presentation to hundreds of people and in multiple interviews to have succeeded at cutting the cost of hydrogen by ~81% compared to peers and to already be producing hydrogen. Nikola has not produced hydrogen at this price or at any price as he later admitted when pressed by media.
· Trevor has appointed his brother, Travis, as “Director of Hydrogen Production/Infrastructure” to oversee this critical part of the business. Travis’s prior experience looks to have largely consisted of pouring concrete driveways and doing subcontractor work on home renovations in Hawaii.
· Claims of owning energy producing assets is not new for Nikola. Trevor claimed that Nikola’s headquarters has 3.5 megawatts of solar panels on its roof producing energy. Aerial photos of the roof and later media reports show that the supposed panels don’t exist.
· At one point Nikola claimed to own its own natural gas wells. There is no evidence in company filings to support this. The claims were eventually quietly removed from Nikola’s website.
· Trevor claims Nikola designs all key components in house, but they appear to simply be buying or licensing them from third-parties. One example: we found that Nikola actually buys inverters from a company called Cascadia. In a video showing off its “in-house” inverters, Nikola concealed the Cascadia label with a piece of masking tape.
· In a July 2020 podcast, Trevor said of Nikola’s “Tre” truck: “We have five of them coming off the assembly line right now in Ulm Germany.” A spokesperson for Bosch, the manufacturing partner building the trucks, confirmed this month that they haven’t made any trucks yet.
· The company’s Nikola One “reveal” was a total farce. We corroborate Bloomberg’s earlier work debunking Trevor’s claims regarding its semi-truck that “this thing fully functions and works…this is a real truck” and provide new evidence.
· We present behind-the-scenes photos showing that Nikola had an electricity cable snaked up from underneath the stage into the truck in order to falsely claim the Nikola One’s electrical systems fully functioned.
· We learned through emails and interviews with former partners that Trevor had an artist stencil “H2” and “Zero Emission Hydrogen Electric” on the side of the Nikola One despite it having no hydrogen capabilities whatsoever; it was built with natural gas components.
· We also present evidence that subsequent “reveals” were fictitious. In 2019, Nikola revealed a “next generation” version of its off-road vehicle. We learned that it was scrapped within weeks of the unveiling due to manufacturing challenges. The redesign work was then quietly outsourced.
· Nikola’s much-touted multi-billion dollar order book is filled with fluff. U.S. Xpress reportedly accounts for a third of its reservations, representing ~$3.5 billion in orders. U.S. Xpress had only $1.3 million in cash on hand last quarter.
· Nikola’s key partners and backers have been cashing out aggressively. Worthington, Bosch and ValueAct have all sold shares. Worthington sold $237 million shares over a 2-day span in July and another $250 million in August. We think they know exactly what type of company Nikola is, and we expect that as Nikola’s GM “partnership” boosts the stock price, key holders will continue to exit.
· We think Trevor Milton, through dozens of outright lies, was able to form partnerships with some of the largest legacy auto companies in the world in their desperation to catch up to Tesla’s EV leadership status.
· Trevor has ensured he is not going down with the ship.  He cashed out $70 million around the IPO and amended his share lock-up from 1-year to 180 days. If he is fired, his equity awards immediately vest and he is entitled to collect $20 million over two years. Milton has laid the groundwork to extract hundreds of millions from Nikola years before ever delivering on his promises.
· Every now and then a story comes around that exposes how little the “experts” really know. Theranos inked partnerships with Walgreens, Safeway, and Cleveland Clinic and staffed its board with luminaries. We think Nikola’s partners did not do their homework.
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Only 47 days away from the @nikolamotor ONE electric semi unveiling! Live
stream on our website for those not able to attend in person.
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