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The Situation
When the stock market reopened after 11 September 2001, 

shares of CompuDyne Corporation (CDCY), a company 

in the public safety and security businesses, rose sharply. 

CompuDyne engaged Friedman, Billings, Ramsey & Co., Inc. 

(FBR) to assist it in raising capital. Under the private investment 

in public equity (PIPE) transaction that FBR underwrote, on 8 

October 2001 high net-worth investors contracted to buy CDCY 

shares at a price of $12, a 31% discount from that day’s $17.38 

market close. As expected, the offering took place some weeks 

later when the registration statement covering those shares 

became effective. 

Defendant John F. Mangan, then an FBR registered 

representative, arranged to purchase 80,000 shares in the PIPE. 

Before the market opened on 9 October, Mr. Mangan instructed 

his broker to sell short 25,000 shares of CDCY. CDCY’s price 

plummeted in early trading, such that when the order was 

executed, at 9:54 am, it was for a price of $14.16. At 11:44 am, 

with the stock at $14.51, CompuDyne publicly announced the 

pending PIPE transaction. CDCY closed that day at $14.25. 

The SEC alleged that the sale in question was a violation of 

Section 10(b) of the Exchange Act and Rule 10b-5 thereunder, 

claiming that Mr. Mangan intended to fraudulently take 

advantage of material non-public information concerning the 

PIPE offering. The SEC sought disgorgement of the $54,000 

in “ill-gotten profits” that Mr. Mangan received by shorting 

25,000 shares at $14.16 and later covering at $12 in the  

private placement. 

The baseline issue before the Court was as of when the 

materiality of non-public information about the PIPE offering 

must be determined. The SEC argued for doing so as of the time 

(pre-open) when Mr. Mangan placed his order, and endorsed 

the 8 October–to–9 October close-to-close “event window” 

employed by its expert. Finding CDCY’s $17.38-to-$14.25 price 

drop during that one-day period to be statistically significant, 

the SEC’s expert concluded that news of the PIPE had a 

negative impact on the price of the stock. 

NERA’s Role
NERA Senior Vice President Dr. Marcia Kramer Mayer was 

retained by King & Spalding’s George Covington and Cory 

Hohnbaum, Mr. Mangan’s counsel, as the defendant’s expert 

for purposes of assessing materiality, evaluating the SEC’s 

expert’s report, and calculating the amount gained as a result of 

the allegedly premature sale. 

Dr. Mayer conducted a battery of event studies covering the 

one-day window examined by the SEC’s expert and found the 

evidence to be mixed and therefore insufficient to conclude that 

the drop was statistically significant. The principal reason for 

the experts’ differing opinions in this regard is that Dr. Mayer 

estimated her market models over the weeks that immediately 

followed the terrorist attacks, when volatility was high, whereas 

the SEC’s expert’s estimation period extended forward into 

months of reduced volatility.  



Dr. Mayer supplemented her one-day event studies with 

intraday event studies focused on the interval from just prior 

to CompuDyne’s 9 October announcement to that day’s close. 

Here, the evidence was unambiguous: every model showed 

the drop over that window—from $14.51 to $14.25—to be 

statistically insignificant. Dr. Mayer concluded that the PIPE 

news was not material when publicly disclosed. 

With respect to profits gained as a result of the alleged bad 

behavior, Dr. Mayer opined that the relevant differential is  

not between sale price and purchase price, as the SEC 

contended, but rather between actual sale price and but-for 

sale price had the sale been delayed until a reasonable period 

after the news was publicly disseminated. Measuring the but-

for price as the volume-weighted average price over the post-

announcement portion of the 9 October trading day ($14.64), 

she determined that Mr. Mangan reaped no gain by trading in 

advance of the announcement.

The Result
On 20 August 2008, the Honorable Judge Graham C. Mullen of 

the US District Court for the Western District of North Carolina, 

Charlotte Division, granted Defendant Mangan’s motion for 

summary judgment. Judge Mullen ruled that the materiality 

of information about the PIPE must be assessed as of the 

time of the trade, 9:54 am. Noting that both experts agreed 

that the market in CDCY fully impounded the PIPE news by 

the 9 October market close, he adopted Dr. Mayer’s opinion 

in her deposition “that the most appropriate and relevant 

event window to measure the materiality of the information 

concerning the PIPE at the time of the trade at issue starts at the 

time of the trade on October 9th and ends at the close of market 

on the same day.” 

Judge Mullen contrasted Dr. Mayer’s testimony “that the 

negligible price movement of CDCY stock [during the relevant 

event window] was immaterial” with the fact that the SEC’s 

expert did not analyze post-trade price movements, rendering 

the behavior of post-trade prices undisputed. Judge Mullen 

held, “Because the efficient market of reasonable investors did 

not devalue CDCY after the trade at issue and because the SEC 

fails to otherwise raise a genuine issue of fact as to materiality, 

summary judgment in favor of the Defendant is appropriate.” 

Expert Involved
Dr. Mayer is a Senior Vice President in NERA’s Securities and 

Finance Practice. She has examined issues of market efficiency, 

class certification, liability, materiality, damages, settlement 

prediction, and claiming rates in hundreds of shareholder 

class actions. Cases involving accounting restatements, public 

offerings (Section 11 and 12 claims, laddering allegations, stock 

acquisitions), cross-border trading, and options backdating are 

areas of special expertise. Dr. Mayer has done significant work 

in formulating measures of 10b-5 damages that are consistent 

with the Supreme Court’s Dura ruling, decisions about netting 

of gains and losses, and alternative interpretations of PSLRA’s 

bounce-back rule. 

An expert on transactions data and market microstructure, Dr. 

Mayer developed the empirically-based Multi-Sector, Multi-

Trader Model for estimating aggregate damages in securities 

class actions. A second-generation version of this model that 

she is now developing would utilize investor-specific trade 

records subpoenaed from a central source, an approach that 

would replace much of the guess-work in aggregate damages 

calculations with uncontestable data. Dr. Mayer has also 

investigated trading patterns in cases involving IPO allocation, 

execution quality, mark-ups, commissions, manipulation, penny 

stock fraud, short-swing profits, illegal short selling, insider 

trading, and future-priced securities. 
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