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Corporate accounting practices have become increasingly prominent in business 
litigation. For example, restatements of financial information and allegations of 
improper accounting practices have become common elements of securities law-

suits and are often associated with significantly higher settlements. Accounting issues 
are also important in non-litigation matters, such as internal investigations and actions 
taken by accounting and securities regulators.

Cornerstone Research has become recognized as a leading firm involved in com-
plex accounting matters, including financial accounting and reporting, auditing, cost 
accounting, causation and damages, and taxation. Our cases have included allegations 
against accounting firms, investment banks, corporations, directors, and officers. We 
have experience in such diverse industries as financial institutions, pharmaceuticals, 
healthcare, energy, telecommunications, high technology, traditional manufacturing, 
and retailing. 

Cornerstone Research is uniquely positioned to analyze accounting issues that arise 
in litigation, internal investigations, and regulatory actions. We have an extensive network 
of faculty and industry experts who are renowned in their fields and are qualified to 
opine on a broad range of accounting issues. These experts include leading academics 
as well as former members of standard-setting bodies and public accounting firms. Our 
staff includes CPAs as well as individuals with advanced degrees in accounting who 
have experience in industry and public accounting. Cornerstone Research has extensive 
experience supporting multiple experts across our practices, which enables us to provide 
effective analyses in accounting-related and other types of litigation. The following pages 
summarize some of Cornerstone Research’s accounting expertise and case experience.
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The Enron, WorldCom, and other accounting scandals caused regulators and shareholders to increase their scrutiny of 
financial accounting and auditing. Although the 2002 Sarbanes-Oxley Act was intended to curb abusive financial accounting 
practices in publicly held companies, it also created new avenues for litigation—particularly against officers and directors as 
well as auditors who opine on management’s assessment of internal controls over financial reporting. Significant industry 
and economic events, such as those associated with the subprime crisis and credit crunch, have resulted in increased litiga-
tion that challenges corporate financial accounting and reporting practices and the work of auditors. 

Cornerstone Research has addressed a wide variety of financial accounting and reporting issues in litigation and other 
matters, including revenue recognition, fair value measurements, the timing of and amount of asset write-offs, the level of 
reserves and allowances, contingent liabilities, pensions, consolidations, and transfers of financial assets. We have pre-
pared “but-for” financial statements in the context of financial restatements and in light of accounting allegations. We have 
assessed materiality and evaluated the adequacy of accounting disclosures contained in offering documents and other 
Securities and Exchange Commission (SEC) filings. ¢

In re AOL Time Warner Inc. Securities Litigation
Retained by Cravath, Swaine & Moore

In class action–related securities litigation brought by opt-out plaintiffs, Cornerstone Research supported Timothy Lucas, former direc-
tor of research and technical activities at the Financial Accounting Standards Board and former chairman of its Emerging Issues Task 
Force. Mr. Lucas evaluated the plaintiffs’ claims about AOL’s financial accounting and reporting. The plaintiffs alleged that AOL had 
inappropriately recognized revenue on various transactions in which it sold advertising and, in some cases, concurrently purchased 
services or equipment from or invested in the counterparties.

As part of his work, Mr. Lucas reviewed AOL’s restatement of its financial statements and assessed findings by the SEC and an inde-
pendent examiner. Mr. Lucas determined that, based on the relevant authoritative accounting guidance and evidence available to AOL’s 
accounting staff at the time of the transactions, it would have been reasonable to conclude that the original accounting treatment was 
in accordance with Generally Accepted Accounting Principles (GAAP). The case settled.

In re Williams Securities Litigation
Retained by Gibson, Dunn & Crutcher

Counsel for The Williams Companies (Williams) retained Cornerstone Research and four experts in this securities class action. Professor 
William Holder of the University of Southern California opined on accounting issues. The additional experts addressed industry and 
valuation issues, Rule 10b-5 claims, and Section 11 claims. 

The plaintiffs alleged that Williams inflated earnings by overstating the fair value of its energy trading contracts and that Williams 
failed to disclose material changes to its valuation approaches and methods during the class period (July 2000 through July 2002). 

For financial accounting and reporting purposes, Williams was required to estimate the fair value of its energy trading contracts 
and to recognize gains or losses resulting from increases or decreases in fair value in its earnings. Professor Holder demonstrated that 
Williams’ financial statements were not materially misstated and that the types of changes Williams made to its valuation methods did 
not require disclosure for financial reporting purposes. 

Professor Holder also reviewed the plaintiffs’ allegations relating to weaknesses in internal controls. Based on his evaluation of pro-
fessional auditing standards, as well as communications between Williams and its financial statement auditor, he concluded that there 
was no evidence to support an opinion that internal controls were inadequate and ineffective during the class period. The case settled.
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Allegedly Improper Revenue Recognition and Reserves

In a class action suit against a leading technology firm, Cornerstone Research supported four experts: Professor Roman Weil of the  
University of Chicago, a corporate governance expert, an industry expert, and an executive compensation expert. Professor Weil exam-
ined allegations that the firm had inappropriately recognized revenue related to its vendor financing programs and held insufficient 
reserves for inventory obsolescence and product returns.

Professor Weil reviewed the company’s revenue recognition on sales made concurrently with leases and loans to qualifying cus-
tomers. Although some of those customers later went bankrupt and were unable to repay the company in line with the terms of their 
leases or loans, Professor Weil concluded that the company’s revenue recognition was proper and its reserve for uncollectible leases 
and loans was appropriate when the financial statements were filed. Professor Weil also examined the company’s reserves for inventory 
obsolescence and product returns and found that the methods used to estimate reserves were reasonable throughout the class period. 
The case settled. 

In re Omnicom Group Inc. Securities Litigation
Retained by Latham & Watkins 

Counsel for Omnicom retained Cornerstone Research in a case stemming from Omnicom’s stock price decline following a 2002 Wall 
Street Journal article. The plaintiffs claimed that the article was a class-period-ending corrective disclosure that revealed allegedly 
improper accounting for Omnicom’s investments in certain interactive advertising companies. The plaintiffs alleged damages in the 
billions of dollars.

Cornerstone Research supported three experts, including Professor William Holder of the University of Southern California. Profes-
sor Holder reviewed Omnicom’s accounting for its investments in interactive advertising companies and concluded that the accounting 
judgments of Omnicom’s management were reasonable. Cornerstone Research also supported a loss causation expert who examined the 
role that the article played in Omnicom’s stock price decline and an industry expert who discussed typical business practices in venture 
capital transactions. 

The U.S. District Court of Southern New York granted summary judgment in favor of Omnicom, rejecting the claims in their 
entirety because the plaintiffs had not proven loss causation. The court found that the plaintiffs had failed to “distinguish the alleged 
fraud from ‘the tangle of [other] factors’ that affect a stock’s price,” as required by the Supreme Court’s Dura ruling. 

Restatement and Accounting Change
Retained by Jones Day 

Counsel for a major firm involved in a securities class action retained Cornerstone Research to support two experts: Professor J. Richard 
Dietrich of The Ohio State University, who addressed accounting issues, and an expert who addressed materiality. The accounting 
issues arose partly because the firm’s financial statements were restated to delay recognition of a litigation settlement and because the 
firm changed its accounting approach for cash discounts from manufacturers. To assess the company’s decision to delay recognition 
of the settlement, Professor Dietrich reviewed authoritative guidelines on gain contingencies. He also explained the two acceptable 
accounting methods for recognizing cash discounts, and argued that the firm’s change in accounting involved moving from one 
method to the other. The case settled.
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AUDITING

Restatements of financial information and allegations of improper accounting practices are often associated with claims 
against a company’s external auditor. The auditor’s opinions on a company’s financial statements and on its internal control 
over financial reporting can be important in litigation, such as securities lawsuits and bankruptcy cases, and in regulatory 
matters as well.

Cornerstone Research has experience with a wide range of auditing issues in the context of SEC and Public Company 
Accounting Oversight Board (PCAOB) inquiries, investigations, and litigation. In connection with our work, we have addressed 
auditor independence; the responsibilities of management and auditors; and the nature, scope, and purpose of an audit 
or quarterly review. We have determined whether audit and review procedures complied with Generally Accepted Auditing 
Standards (GAAS) and assessed the effectiveness of audits of internal controls over financial reporting (known as SOX 
404 audits, after Section 404 of the 2002 Sarbanes-Oxley Act). In addition, we have addressed the auditor’s responsibilities 
regarding fraud, communication of internal control weaknesses, and other auditor communication responsibilities. ¢

Auditor Independence

Cornerstone Research was retained by defense counsel for a national accounting firm in a case involving an audit of a large company. 
The plaintiffs claimed that the independence of the auditor had been impaired. We supported an accounting expert addressing issues 
related to the independence, both in fact and appearance, of the auditor. Our analysis of the audit workpapers and facts of the case 
revealed that no impairment of independence had occurred and that the plaintiffs’ expert had misinterpreted the relevant accounting 
and auditing authoritative guidance in developing his opinions.

In re DPL, Inc. Securities Litigation
Retained by Kirkland & Ellis

For a case involving both federal and state claims, Cornerstone Research supported Professor J. Richard Dietrich of The Ohio State  
University, who reviewed how DPL, a large Ohio electric utility, accounted for its investments in financial assets, including a large 
portfolio of private equity and venture capital investments. 

Professor Dietrich also reviewed the plaintiffs’ allegation that DPL’s auditor, PricewaterhouseCoopers, provided significant non-audit 
services to DPL and, as a result, lacked independence. Based on an analysis of the nature of the non-audit services provided, Professor 
Dietrich concluded that there was no evidence to support a lack of independence. 

Professional Malpractice
Retained by Latham & Watkins

Cornerstone Research was retained to support two experts on behalf of a national accounting firm against claims of professional mal-
practice and breach of contract before a three-arbitrator panel. Professor Christopher James of the University of Florida addressed dam-
ages issues, and A. Sami Siddiqui, formerly a senior executive of Citigroup, assessed industry developments. The claimant, the trustee of 
a bankrupt financial institution, alleged that the auditors’ failure to conduct a proper audit and quarterly reviews caused regulators to 
take actions that triggered the collapse of the company, resulting in nearly $500 million in damages reflecting the “lost value” of the 
business. In a unanimous decision following an eight-day hearing, the arbitration panel rejected the entire “lost value” damages claim, 
finding that the alleged audit failures had not caused any harm and that no measure of “lost value” had been proven.
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Cornerstone Research staff and experts provide consulting and expert testimony in commercial litigation involving complex 
cost estimation and justification. Our expertise extends to both liability and damages issues. Our expertise in cost estimation 
has been critical in determining appropriate measures of lost profits and disgorgement of unjust enrichment in certain intel-
lectual property matters. For example, calculating lost profits necessarily involves estimating revenues “but for” the alleged 
harmful act as well as estimating the costs involved in earning those revenues. In matters where the cost component of 
the profitability equation makes a significant difference in the damages calculation, Cornerstone Research’s expertise in 
assessing the appropriate costs to include and exclude—as well as the magnitude of those costs—is crucial in determining 
appropriate measures of lost profits and disgorgement of unjust enrichment.

In addition, our cost accounting expertise is a major element of cost justifications in a variety of other matters. These include 
predatory pricing cases, cost-plus reimbursement disputes, and litigation involving claims of excessive mutual fund fees. 
Our cost accounting expertise is also used in non-litigation matters to assist clients in determining break-even prices as well 
as appropriate cost allocation methods in assessing fully allocated costs. ¢

Robert L. Baker et al. v. American Century Investment Management, INC. ET Al.
Retained by Milbank, Tweed, Hadley & McCloy

Counsel for American Century retained Cornerstone Research in an action alleging that the investment management company had 
charged excessive fees to its mutual fund customers. Cornerstone Research supported two experts: Christine Hammer, a cost account-
ing expert and senior advisor with Cornerstone Research, and an industry expert who discussed the differences between retail and 
institutional markets.

Ms. Hammer reviewed American Century’s cost accounting system and the reasonableness of the mutual funds’ profitability. Just 
before the trial was to begin, plaintiffs agreed to a dismissal with prejudice and without costs. The dismissal eliminated claims involv-
ing several hundred million dollars in annual fees associated with more than $30 billion in managed assets.

DMX Music, Inc. v. CVS Pharmacy, Inc. and Muzak LLC
Retained by Sheppard Mullin Richter & Hampton

DMX sued CVS and Muzak in California over an agreement to provide music programming services to the CVS drugstore chain. 
Muzak’s counsel retained George Strong, a managing director of Cornerstone Research, as the damages expert. 

DMX claimed that Muzak had engaged in predatory pricing to win a contract to provide music programming services to CVS. Under 
California law a company cannot price a product or service below its fully allocated costs (which include both fixed and variable costs). 
Mr. Strong was asked to determine whether any damages should be awarded to DMX. After analyzing Muzak’s cost structure and con-
structing a pricing model based on fully allocated costs, Mr. Strong opined that Muzak appropriately priced CVS’s contract above both 
its fixed and variable costs. The case settled in mediation. 

Mylan Pharmaceuticals v. The ProctEr & Gamble Company;  
ProctEr & Gamble Pharmaceuticals, Inc.; Watson Pharmaceuticals, Inc.
Retained by Shearman & Sterling

In an alleged predatory pricing matter, Mylan Pharmaceuticals, a generic drug manufacturer, claimed that Procter & Gamble, the 
brand manufacturer, and Watson Pharmaceuticals, an authorized generic manufacturer, were selling competing products below cost. 
The matter was filed in California State Court, claiming violation of the California Unfair Practices Act. 

Counsel for Watson Pharmaceuticals retained cost accounting expert Christine Hammer, a senior advisor with Cornerstone 
Research. Ms. Hammer opined on the correct method for calculating product profitability over the period by determining net product 
revenues and fully allocated costs. The case settled.

cost accounting



6

Cornerstone Research staff and experts have extensive experience in evaluating class certification, market efficiency, and 
loss causation and damages issues in cases with accounting allegations. We have addressed causation and damages in a 
wide range of securities cases, including those involving publicly traded equities, debt securities, derivatives, and other 
complex financial instruments, as well as breach of contract and failures of privately held firms.

In Rule 10b-5 and Section 11 and 12 cases, we have extensive experience in analyzing restatements, developing “but-for” 
financial statements, analyzing the materiality of financial statement items, and evaluating information available to market 
participants to determine whether the accounting issues had a material effect on share prices. Drawing on decades of aca-
demic research on security price formation, we have developed innovative approaches to evaluating alternative per share 
damages scenarios and modeling settlement outcomes in securities cases. In addition, our analyses have contributed to 
successful summary judgment motions. 

In cases involving companies in financial distress or bankruptcy, we have analyzed the extent to which economic, industry, 
and other company factors caused declines in economic value. We have extensive experience evaluating whether allegedly 
improper accounting practices and the auditor’s alleged failure to uncover those practices enabled the company to enter into 
transactions that ultimately increased losses or caused its failure. ¢

ESG Re Limited v. Deloitte & Touche LLP ET al.
Retained by Latham & Watkins

Cornerstone Research supported experts testifying on damages and reinsurance issues and assisted counsel in their defense of Deloitte 
& Touche against claims of malpractice and breach of contract in both U.S. and Irish courts. The plaintiff, an international reinsur-
ance company, alleged that it had been misadvised with respect to foreign currency translation accounts, internal controls, auditor 
independence rules, NASDAQ listing requirements, and various reinsurance industry issues. The plaintiff claimed damages in excess of 
$60 million. Proceedings originally filed in the U.S. were dismissed on forum non conveniens grounds. The case settled during the 
first week of trial in Ireland.

Reliance on audited financial statements
Retained by KPMG

Cornerstone Research and Professor Christopher James of the University of Florida were retained to assist KPMG in a dispute with a 
syndicate of banks over a secured line of credit for a retailer. The line of credit was secured by the retailer’s accounts receivables and 
inventory. After the retailer filed for Chapter 11 bankruptcy protection, the banks claimed they had based their credit decisions on the 
retailer’s financial statements and therefore KPMG, as the auditor, was responsible for their losses. Professor James demonstrated that 
the banks’ professed reliance on the audited financial statements was inconsistent with the typical practice of secured lenders. Moreover, 
his analysis of the banks’ collateral examinations demonstrated that they had ignored warnings of the retailer’s financial difficulties 
that would have allowed the banks to mitigate their losses.

In re MicroStrategy, Inc. Securities Litigation
Retained by Arnold & Porter

In March 2000, MicroStrategy, Inc. announced that it was restating its 1997, 1998, and 1999 financial results. Subsequently, the com-
pany and its auditor, PricewaterhouseCoopers, were named in a class action lawsuit that alleged that the announcement had caused 
a one-day $11 billion drop in the market capitalization of MicroStrategy’s common stock. According to an estimate by the plaintiffs’ 
expert, this resulted in damages to class members in excess of $600 million. Cornerstone Research worked with Professor William Beaver 
of the Stanford Graduate School of Business, who conducted an event study and determined that changes in MicroStrategy’s market 
capitalization were largely unrelated to its reported financials. He also evaluated the opposing expert’s report.

causation And damages



Anglo American Security Fund, L.P. et al. v. S.R. Global International Fund, L.P. et al.

Counsel for Ernst & Young retained Cornerstone Research in a case arising from losses incurred by hedge fund investors. The plaintiffs 
claimed that the hedge fund’s annual financial statements, audited by Ernst & Young, failed to disclose the general partner’s with-
drawal of its incentive compensation fee. The plaintiffs further alleged that had they been aware of such information, they would have 
withdrawn their assets from the fund in time to avoid losses incurred by the fund the following year.

Cornerstone Research supported Professor René Stulz of The Ohio State University, who served as a testifying expert in the case. He 
found that the alleged omission was not material to the plaintiffs. Through an analysis of the fund’s financial statements and the tim-
ing of plaintiffs’ receipt of them, Professor Stulz showed that the plaintiffs suffered no damages. After expert discovery was completed, 
the court granted the defendants’ motion for summary judgment on all counts. 

SEC/DOJ Investigation of Foreign Corrupt Practices ACT (FCPA) Violations
Retained by Baker Botts

Cornerstone Research and Professor Roman Weil of the University of Chicago were retained to assist a large provider of energy-related 
products and services in SEC and DOJ investigations regarding a former subsidiary’s alleged violations of the FCPA. The SEC and DOJ 
alleged that a joint venture, in which the subsidiary and three other venturers each owned approximately 25 percent, had bribed foreign 
government officials to win multi-billion dollar construction contracts in Nigeria. Cornerstone Research supported Professor Weil in 
calculating profits from the joint venture, which the SEC demanded the company and its former subsidiary disgorge, and which were 
relevant to the DOJ’s penalty analysis for the subsidiary. As part of his analysis, Professor Weil reviewed the financial statements, cost 
reports, dividend distributions, foreign exchange gains and losses, and intercompany revenue and cost allocations of both the subsidiary 
and the joint venture. Professor Weil also estimated the company’s cost of capital in acquiring and owning the joint venture. Professor 
Weil’s analysis provided significant support for the company’s settlement negotiations with the SEC and DOJ. Cornerstone Research pro-
vided counsel representing the company with real-time analysis throughout the negotiations. Our client settled with the SEC and DOJ.
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TAXATION
Cornerstone Research has supported experts and consulted with attorneys in commercial litigation and other matters 
involving a variety of tax accounting issues:

Cornerstone Research has evaluated the fundamental requirements for tax-advantaged transactions to be sustained if •	
challenged by the IRS or by the courts. In connection with our work, we have evaluated the responsibilities and duties 
of taxpayers and tax advisors and the importance of the representations and assumptions underlying tax-advantaged 
transactions. We have also calculated the expected value of tax-advantaged transactions given the contemplated tax 
benefits, up-front costs, risk of audit, chance of disallowance if audited, and potential penalties.

Cornerstone Research has analyzed complex company structures and derivative transactions in several tax-related •	
matters to determine whether there was sufficient potential in these entities for “economic benefit.” 

In mergers and acquisitions, Cornerstone Research has provided analysis and valuation of the tax implications for both •	
buyers and sellers.

Cornerstone Research has analyzed corporate and individual tax treatments of employee stock options related to stock •	
option backdating allegations. 

In estate tax disputes, Cornerstone Research has provided valuation of a privately held company and expert analysis •	
in tax court related to the appropriate tax treatment of a partnership. 
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