
   
   

 
 

Independent Academic Study Validates Value of CFRA Research  
 

Academic Paper discusses economic benefits of detecting early signs of financial shenanigans 
 
New York, NY (June 28, 2011) ‐ The value of research by the Center for Financial Research and Analysis (CFRA), a 
leader in forensic accounting research, was highlighted in a recent study, “A Penny Saved is a Penny Earned: 
Avoiding Investment Losses through the Early Detection of Financial Shenanigans,” by Professors Scott Below and 
James Nelson of East Carolina University.   
 
The study, which will appear in the Journal of Applied Finance later this year, examines CFRA’s work in identifying 
companies that may be engaged in financial shenanigans. CFRA utilizes an exception‐based forensic accounting 
methodology and publicly available financial information to uncover companies believed to have significantly poor 
quality of reported financial results, operational metrics and/or corporate governance issues not fully appreciated 
by the financial markets.  CFRA’s proprietary “Biggest Concerns List” is comprised of those companies for which 
CFRA analysts have the highest level of conviction around these issues. 
 
 The study pinpoints significant opportunities, both short‐ and long‐term, for investors who avoid or who short 
companies on the flagship Biggest Concerns List.  Among the findings of the study: 
 

  “[The] Biggest Concerns firms underperform firms matched on both size and industry by an annualized 
rate of 8.28%.” 

 
In the study, Professors Below and Nelson analyze companies appearing on CFRA’s Biggest Concerns list between 
2005 and 2008 to determine whether early detection of potential financial shenanigans can help investors avoid 
losses.    The study demonstrates both the short and long‐term risk‐adjusted underperformance of these 
companies utilizing various Russell indices as well as the performance of comparable firms as benchmarks.    
 
Furthermore, the study compares various financial ratios as well as the governance structures of the Biggest 
Concerns names as compared to their matched comparable firms and finds no significant difference, thus 
reinforcing the value of the more detailed in‐depth forensic analysis performed by CFRA in its detection of 
apparent financial shenanigans.   
 
“We are pleased to have independent academic validation of how forensic accounting research can add value for 
investors,” said Dan Mahoney, CFRA’s head of research. “Our own research has shown that companies on CFRA’s 
Biggest Concerns list have significantly underperformed the broader market since 2005.” CFRA recently published 
a report entitled “Biggest Concerns:  Review of 2010 Performance and Themes” that details the underperformance 
of the companies on the Biggest Concerns list in comparison to the equal‐weighted ValueLine Composite 
Arithmetic Index.   The report illustrates that the North American Biggest Concerns list meaningfully 
underperformed the benchmark for the five years ending December 2010, as it declined 23.6% as compared to an 
increase of 49.5% in the ValueLine Index.   Furthermore, 2010 was a standout year for CFRA research as the 
companies on the North American Biggest Concerns list underperformed the same benchmark index by over 1,800 
basis points.     
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About CFRA 
 
Founded as the Center for Financial Research & Analysis in 1994, CFRA is a global independent research 
business that provides high‐value financial research and solutions to institutional investors, 
underwriters, and other financial institutions.  CFRA is the recognized leader in Forensic Accounting 
Research and develops unique exception‐based research products that help clients sift through the 
noise and assess the quality of inputs into their models and processes. For more information, visit 
www.cfraresearch.com. CFRA research is delivered by Institutional Shareholder Services Inc. (“ISS”). ISS 
is an indirect wholly‐owned subsidiary of MSCI Inc. (“MSCI”). 
 
 

This document and all of the information contained in it, including without limitation all text, data, graphs, charts 
(collectively, the "Information") is the property of ISS, or in some cases third party suppliers. The Information may 
not be reproduced or redisseminated in whole or in part without prior written permission of ISS. 

The Information has not been submitted to, nor received approval from, the United States Securities and Exchange 
Commission or any other regulatory body. None of the Information constitutes an offer to sell (or a solicitation of 
an offer to buy), or a promotion or recommendation of, any security, financial product or other investment vehicle 
or any trading strategy, and ISS does not endorse, approve or otherwise express any opinion regarding any issuer, 
securities, financial products or instruments or trading strategies. 

The user of the Information assumes the entire risk of any use it may make or permit to be made of the 
Information. 

ISS MAKES NO EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION AND 
EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF 
ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A 
PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE INFORMATION. 

Without limiting any of the foregoing and to the maximum extent permitted by law, in no event shall ISS have any 
liability regarding any of the Information for any direct, indirect, special, punitive, consequential (including lost 
profits) or any other damages even if notified of the possibility of such damages. The foregoing shall not exclude 
or limit any liability that may not by applicable law be excluded or limited.  

 
                                      


