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or more than fifteen years clients
F have retained Cornerstone Research

in complex matters involving finan-
cial institutions. Our clients have included
counsel for financial institutions as well as
for officers, directors, auditors, and other
professional advisors of those institutions.
We have substantial experience addressing
issues related to banks, savings and loans,
insurers, mutual funds, private equity
firms, securities firms, and other types of
financial institutions.

Cornerstone Research staff draw on
expertise in financial industry economics
and regulation, asset valuation, securities
analysis, accounting, and real estate
markets. We have developed specialized
databases containing comprehensive finan-
cial information, regulatory and legal doc-
uments, stock price information, as well as
merger and failure data on financial insti-
tutions. We also maintain databases on
financial institution-related macroeco-
nomic and real estate data.

We provide our clients with a unique
“partnership” of our consulting staff and
renowned faculty and industry experts.
The faculty are drawn from leading busi-
ness schools, law schools, and economics
departments. Industry experts have long-
standing experience as managers, directors,
and regulators of financial institutions.

Cornerstone  Research ~staff have
advanced degrees in finance, accounting,
economics, and business, as well as experi-
ence with the litigation process and its
demands for timeliness, accuracy, and
reliability. Our firm maintains state-of-the-
art information and computer resources,
including the most current statistics,
graphics, and database software.

The following pages provide brief
descriptions of a few of our several hundred
financial institutions case assignments. As
these summaries show, we are prepared to
support multiple experts and provide for-
mal written reports, demonstrative exhibits,
and authoritative testimony.
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Auditor Liability

Antitrust

Lender Liability

NationsBank, et al. v. KPMG
Peat Marwick

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 Model Tmperial, a
discount perfume retailer. The line of
credit was secured by Model Imperial’s
accounts receivables and perfume inven-
tory. After Model Imperial filed for Chap-
ter 11 bankruptcy protection, the banks
claimed they had based their credit deci-
sions on Model Imperial’s financial state-
ments and therefore KPMG, as Model
Imperial’s auditor, was responsible for
their losses. We were able to demonstrate
that the banks” professed reliance on the
audited financial statements was inconsis-
tent with the typical practice of secured
lenders. Moreover, our analysis of the
banks’ collateral examinations demon-
strated that they had ignored warnings of
Model Imperial’s financial difficulties that
would have allowed the banks to mitigate
their losses.

David Wagner, KPMG Associate General
Counsel, credited Professor James’s testi-
mony as key to his firm’s success at trial.
He noted that plaintiffs’ counsel “went
out of his way in his closing argument to
try (plainly without success) to under-
mine your testimony—always a telling
indication of the damage you inflicted on
his clients’ claims.”

Leary, et al. v.
Wells Fargo, et al.

Retained by Heller Ehrman White &
McAuliffe and by O’'Melveny & Myers

Cornerstone Research evaluated plain-
tiffs” claims of price fixing in the bank
credit card industry. We examined market
definition issues as well as the economics
of the pricing of credit card services. Our
findings helped to demonstrate that the
defendants’ pricing practices were incon-
sistent with the plaintiffs’ allegations.

Financial Derivatives

In a dispute between a bank and a
former corporate client, counsel for the
bank retained Cornerstone Research in a
matter involving over-the-counter deriva-
tives transactions. In preparation for trial
we worked with three financial economics
experts: Professors William Sharpe of
Stanford University; Mark Rubinstein of
the University of California, Berkeley; and
René Stulz of Ohio State University. With
Professor Sharpe we developed an overview
of derivatives and how corporations use
them in managing risk; with Professor
Rubinstein we developed models to deter-
mine the prices of certain derivatives; and
with Professor Stulz we examined risk
management activities undertaken by the
plaintiff and assessed various pricing
models for the derivatives in question. In a
series of pre-trial rulings, the court dis-
missed most of the plaintiff’s claims. The
case settled shortly thereafter.

In a lender liability case involving a
large European bank and its merchant
banking subsidiary, we assisted the banks’
counsel. With Professor Anthony Santo-
mero of the Wharton School, we analyzed
the value over time of two failed leveraged
buyouts financed by the bank and evalu-
ated the information provided to bank
executives. Based on this analysis, we
showed that the decisions made by the
bankers were consistent with industry
standards for managing loan pricing,
lending portfolios, and balance sheet risk.

In addition to analyzing case issues,
our staff provided support during all phas-
es of the litigation, including document
discovery, expert selection, deposition of
opposing witnesses, and preparation of
affidavits of experts’ findings. We worked
with counsel to prepare for direct exami-
nation and cross-examination of fact and
expert witnesses. Our staff created trial
exhibits and provided research in support
of closing arguments and post-trial and
appellate briefs.




Supervisory Goodwill/
Breach of Contract

Glendale Federal Bank, FSB
v. The United States

Retained by Kirkpatrick & Lockhart
and by Sidley & Austin

Glendale Federal Bank sought recovery
for damages because certain accounting
practices previously guaranteed by the
government were later disallowed by the
Financial Institutions Reform, Recovery
and Enforcement Act (FIRREA).

Cornerstone Research initially identi-
fied and supported rebuttal experts. Our
role later expanded to include supporting
the direct experts as they developed their
damage theories, providing analyses and
exhibits for both fact and expert witnesses,
and helping attorneys prepare their cross-
examination and rebuttal of government
experts. After a fourteen-month trial and
two appeals, the Federal Circuit affirmed a
judgment of $381 million to Glendale.
Ron Stevens of Kirkpatrick & Lockhart,
the lead counsel for Glendale, stated,
“Cornerstone Research was terrifically
helpful and extremely responsive in a trial
with very demanding deadlines.”

Securities Fraud

ACC/Lincoln Savings
Securities Litigation

Retained by Heller Ehrman White
& McAuliffe

In a suit brought by security holders
against the officers and professional advi-
sors of a bankrupt Arizona thrift holding
company, we were retained by counsel for
certain of the professional advisors to
assess liability and damage claims.

Cornerstone Research staff assisted
four experts with their analysis of alleged
damages and their assessment of the eco-
nomic and regulatory environments. We
worked with Professor Mark Wolfson of
Stanford University and with Professor
Roman Weil of the University of Chicago
to analyze damages and evaluate the
plaintiffs’ damage calculations; with real
estate expert Elliott Pollack to assess the
thrift’s real estate portfolio; and with Dr.
Dan Brumbaugh to evaluate industry and
regulatory conditions. The case settled
during trial.

Officer and Director Liability

Retained by Husch & Eppenberger

Defense counsel retained Cornerstone
Research in a Resolution Trust Corporation
(RTC) lawsuit against the former officers
and directors of a savings and loan, in
which the RTC claimed that defendants
had imprudently conceived and directed
the institution’s diversification strategy.

We supported Dr. Dan Brumbaugh in
evaluating the economic conditions fac-
ing the savings and loan at the time the
diversification decisions were made and
created a model that demonstrated that
the savings and loan would have become
insolvent at a much earlier time had it
continueda traditional lending strategy.
We also worked with Professor Robert
Edelstein to evaluate the real estate mar-
kets into which the institution diversified
and showed that the lending decisions
were justified given demographic and
property-specific market conditions.

Auditor Negligence

First Columbia Financial
Corp. v. Price Waterhouse

A holding company alleged that the
negligence of the auditor of its savings and
loan subsidiary resulted in an accounting
misstatement and claimed damages related
to activities it would not have pursued had
it known the true financial condition of
the subsidiary.

The audit firm retained Cornerstone
Research, Professor John McConnell of
Purdue University and Professor James
Barth of Auburn University to evaluate the
plaintiff’s claims. Our research with
Professor McConnell showed that the sav-
ings and loan’s use of financial derivatives
for purposes of risk management would
have been generally suitable even if the
thrift’s financial results had been presented
differently. Our work with Professor Barth
showed that the parent would have had to
provide a capital infusion, even under a
restatement of the firm’s financial results,
given management’s growth plans for the
savings and loan and the changing
economic and regulatory environments
affecting thrifts.




Business Coverage Liability

Securities Fraud

Valuation

A major property-casualty insurer and
a large corporate client were engaged in a
dispute over approximately $100 million
in settlement costs and legal fees incurred
in nearly two dozen product liability suits
brought by industrial customers against
the corporate client.

Counsel for the insurer retained
Cornerstone Research to assess the eco-
nomics of the original product liability
cases and of the corporate client’s claim
against the insurer. We developed critical
reviews of opposing experts’ findings,
examined replacement costs associated
with the product failures, and evaluated
industry and financial factors affecting
lost profits. We applied a variety of models
to predict product failure and assessed the
impact of product warranty terms on
claimed damages. Counsel used our find-
ings in depositions of opposing witnesses
and in settlement negotiations.

Vesta Insurance Group, Inc.
Securities Litigation

Retained by Hogan and Hartson
Following its disclosure of accounting
irregularities and other restatements to its
historical financial statements, an insur-
ance company’s stock fell more than 46
percent. Shareholders sued the company
and its auditors for securities fraud,
claiming that the stock price was artifi-
cially inflated for the prior three years.
Retained by defense counsel, we worked
with Professor Kenneth Lehn of the
University of Pittsburgh to determine how
the company’s stock price would have dif-
fered given its restated financial state-
ments, to analyze the differential impact
of the accounting irregularities, and to
evaluate the damage analysis of the plain-
tiffs” expert. After experts from both sides
submitted reports, the case settled.

Monona Wire Corporation v.
Code, Hennessey &
Simmons I, LP, et al.

Retained by Kirkland & Ellis

A leveraged buyout fund sued a venture
capital firm, claiming an operating com-
pany sold to the plaintiff had been valued
inappropriately and alleging failure to dis-
close material information about the oper-
ating company. Retained by defense coun-
sel, we worked with Professor Paul Gompers
of the Harvard Business School to assess the
custom and practice of due diligence in
venture capital transactions, to consider
the materiality of information in such
transactions, and to examine the valuation
analysis prepared by the plaintiff’s expert.
After both experts submitted reports and
were deposed, the case settled.




Breach of Fiduciary Duty

Market Timing

High-Yield Debt

Jack Green, et al. v. Nuveen
Advisory Corporation

Retained by Jenner & Block

Nuveen Advisory Corporation served as
advisor to six closed-end, leveraged, tax-
exempt municipal bond funds. Certain
plaintiff shareholders of these funds, on
behalf of a class, charged Nuveen with
breach of fiduciary duty, alleging a conflict
of interest arising out of Nuveen’s fee agree-
ments because the agreements allegedly
created an incentive to maintain leverage
in the funds during periods when leverage
resulted in larger net asset value declines.

Working with counsel for Nuveen,
Cornerstone Research supported Professor
Mark Grinblatt of UCLA's Anderson School.
Professor Grinblatt was asked to review
Nuveen's compensation arrangement and
the funds’ leverage decisions. Based on a
review of relevant documents and thorough
empirical analyses, Professor Grinblatt
concluded that the funds’ leverage decisions
were consistent with the funds’ investment
objectives and were not driven by any
alleged conflict of interest.

In granting Nuveen's Motion for
Summary Judgment, U.S. District Judge
Ronald A. Guzman wrote “[t]his Court
holds that any conflict of interest between
the interests of the funds and shareholders
and Nuveen’s interest arising out of the
compensation agreement at issue is mini-
mal at best and fails to establish a breach
of the fiduciary duty imposed under
Section 36(b) of the ICA.”

The U.S. Court of Appeals for the
Seventh Circuit affirmed the decision of
the district court.

Cornerstone Research has worked with
a number of clients to investigate mutual
fund and insurance product concerns such
as market timing, management fees, and
best execution. We have assisted mutual
fund and insurance complexes in a wide
range of roles relating to “market timing,”
including internal investigations, negotia-
tions with the Securities and Exchange
Commission and state attorneys general,
and the distribution of settlement funds.

Working with finance experts such as
Christopher James of the University of
Florida, Allan Kleidon of Cornerstone
Research and Stanford University,
Kenneth Lehn of the University of
Pittsburgh, and Erik Sirri of Babson
College, we have developed approaches to
identify frequent traders, stale price
traders, and late traders that have allowed
our clients to understand how the behav-
iors of short-term traders may have affected
long-term investors.

Cornerstone Research worked with
Professor Edward Altman of New York
University and Professor Christopher
James of the University of Florida in
addressing allegations regarding an
investment bank’s role in the failure of a
Florida life insurance company.

The investment bank was alleged to
have conspired to engage in year-end
transactions aimed at concealing the
insurance company’s insufficient capital
and to have contributed to the company’s
failure by purchasing highly illiquid
assets at a fraction of their value. The alle-
gation of concealment of the capital defi-
ciency centered on whether year-end
trades of high-yield securities were con-
ducted at “market prices.” We constructed
a database of high-yield debt prices that
validated the prices of the year-end trades.
We also analyzed highly illiquid securities
purchased by the bank to refute the plain-
tiff’s claim that these securities were pur-
chased from the insurance company at a
fraction of their value. The case settled
prior to trial.
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