
SUMMARY 
Over the last 10 years, using 1-month holding period returns, the top AGR® group(scores 90-100) has outperformed the 
bottom AGR® group (scores 1-8) by 6.0% per annum* using compounded annual growth.  
* Market Cap Range >=$2B; CAGR from 7/31/02 - 8/31/12.  Details available upon request. 
 
 
 But the question is why does AGR® work for equity returns?  And the answer is, Black Swans. 
 
 
BLACK SWANS 
The group of companies in the bottom AGR® (~145 per month) have 4.1 times the propensity for large stock declines 
(defined as 60% or more within 6-months) as the top AGR® group. Once the large stock declines are removed, the 
outperformance narrows by 62% (notice how the return difference diminishes from 6.0% to 2.3%, below). 
 

Population Top AGR® Bottom AGR® Return Difference 

All returns 13.7% 7.8% 6.0% 
70% drops taken out 14.0% 8.6% 5.4% 
50% drops taken out 14.8% 10.7% 4.1% 
30% drops taken out 17.8% 15.5% 2.3% 
 
 

Even when comparing the bottom AGR® (scores 1-8) to the remaining 90+% of companies, 95% of the outperformance can 
be explained by Black Swan stock declines (a return difference of 0.1% vs. 2.2%). 
 
 

Population All Stocks (ex -bottom 8%) Bottom AGR® Return Difference 

All returns 10.0% 7.8% 2.2% 
70% drops taken out 10.6% 8.6% 2.0% 
50% drops taken out 12.0% 10.7% 1.3% 
30% drops taken out 15.6% 15.5% 0.1% 
 
 
 

BLACK SWANS IN THE BOTTOM AGR® GROUP 

  

 

 

CONCLUSION 
The bottom AGR® companies have anywhere from 4x-6x the 
likelihood of a stock loss greater than 60% within a 6-month 
holding period.  Avoiding just a small population of stocks 
immunizes a portfolio from a large proportion of Black Swans.   



THE FINGER PRINT OF A BLACK SWAN 
The AGR® model examines hundreds of forensic accounting and governance metrics – and each metric is then tested in 
three different ways to capture annual changes, industry comparisons and volatility in the reported numbers that are similar 
to prior frauds.   It’s the culmination of this quantitative process across 15 years of data, thousands of SEC Enforcement 
Actions (frauds) and tens of thousands of companies that creates “the finger print of fraud.” 
 
When examining the Black Swan companies (stock declines of 60% or more in less than six-months) a unique pattern of 
behavior reveals itself.  Specifically, eight accounting metrics and eight high-risk/governance metrics tend to repeat in these 
companies before the Black Swan event.  Below is the list of common metrics in Black Swan stock declines prior to the stock 
drop: 
 
   

The Finger Print of a Black Swan 
Accounting Governance/High Risk Events 
Asset Turnover Compensation: CEO /CFO Total Comp 
Cost of Goods Sold/Revenue Compensation: Incentive/Total Comp, CEO & CFO 
Goodwill/Total Assets Divestitures 
Intangible Assets/Assets Mergers-Acquisitions 
Leverage Ratio: Debt/Equity Officer Changes 
Accounts Receivable/Sales Officer: Chairman is also CEO 
Depreciation Expenses/PPE Share Repurchases 
Operating Revenue/Operating Expense Restructuring 

 
 
The bottom group of AGR® companies have substantially higher incidence of catastrophic stock declines.  When examining 
this group even more closely, we have found a subset of metrics that uniquely define this risk prior to the event. 


