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10th Circ. Affirms Chesapeake Win In $1B Investor Suit 

By Jeff Sistrunk 

Law360, New York (July 08, 2014, 3:49 PM ET) -- Chesapeake Energy Corp. beat a more than $1 billion 
shareholder class action in the Tenth Circuit on Tuesday, as the appellate court agreed with a lower 
court that the plaintiffs failed to state compelling claims that the company and its brass tried to defraud 
investors over a $1.1 billion loan made by its former CEO. 
 
In a brief ruling, a three-judge panel affirmed Chief U.S. District Judge Vicki Miles-LaGrange's decision 
tossing the investors' suit against Chesapeake. The district judge ruled in April 2013 that the investors 
hadn't assembled an argument with enough facts to sufficiently allege the company broke the law, and 
the appellate panel agreed. 
 
"In this case, plaintiffs have not shown anything more than alleged knowledge of arguably material 
facts," Judge Monroe G. McKay wrote for the panel. 
 
Chesapeake's lead counsel, Robert P. Varian of Orrick Herrington & Sutcliffe LLP, told Law360 that the 
Tenth Circuit's ruling is "a vindication," noting that the lawsuit garnered a lot of negative media 
attention when it was filed. 
 
"From that perspective, it's a great result," Varian said. "The plaintiffs' allegations weren't well-founded 
and certainly didn't form the basis of a securities fraud claim." 
 
An attorney for the investors didn't immediately respond to a request for comment Tuesday. 
 
The investors, led by Dvora and Steven Weinstein, sued Chesapeake in April 2012, claiming the 
Oklahoma-based energy company and its executives misled them by not disclosing co-founder Aubrey 
McClendon’s $1.1 billion in person loans secured by stakes he had in the firm’s thousands of oil and 
natural gas wells. 
 
McClendon had an option to buy a 2.5 percent working interest in every well Chesapeake drills. 
Although approved by shareholders in 2005 and disclosed in proxy materials, the option raised concerns 
about potential conflicts of interest, the complaint said. 
 
The investors also alleged that Chesapeake concealed that a type of natural gas transaction called a 
volumetric production payment, which generates immediate cash in exchange for production over time, 
would lead to $1.4 billion in future production costs. 
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When Chesapeake asked the court to dismiss the action in December 2012, it called all of the 
“significant facts” in the complaint “dead wrong.” The company said the allegations of securities fraud 
were just general conclusions reached from piecing together various public statements and media 
reports without pointing to any specific questionable actions or practices. 
 
Judge Miles-LaGrange found that the investors' claims didn't give rise to a strong inference that 
Chesapeake and its co-defendants acted with intent to defraud or recklessness, as required by the 
Private Securities Litigation Reform Act. Among other things, the judge said the complaint only showed 
that McClendon knew about his loans, not that he knew keeping them private could be viewed as 
dishonest. 
 
The investors appealed to the Tenth Circuit, contending that the district judge erred in holding that their 
complaint failed to allege with particularity facts supporting an inference of intent or knowledge of 
wrongdoing. But the appellate panel was unconvinced.  
 
"[T]aking all of the alleged facts in this case collectively, we are not persuaded these facts give rise to a 
'cogent and compelling' inference, 'at least as compelling as any opposing inference one could draw 
from the facts alleged,' that defendants acted with the requisite level of scienter," Judge McKay wrote in 
Tuesday's decision.  
 
Judges Harris L. Hartz, Monroe G. McKay and Scott Matheson Jr. sat on the Tenth Circuit panel. 
 
The plaintiffs are represented by Joseph Alberto Fonti, Jonathan M. Plasse, Javier Bleichmar, Serena P. 
Hallowell and Jeffrey R. Alexander of Labaton Sucharow LLP and Sean Connelly of Reilly Pozner LLP. 
 
Chesapeake is represented by Robert P. Varian, M. Todd Scott and Alexander K. Talarides of Orrick 
Herrington & Sutcliffe LLP and Spencer F. Smith of McAfee & Taft. 
 
The case is Weinstein et al. v. McClendon et al., case number 13-6121, in the U.S. Court of Appeals for 
the Tenth Circuit. 
 
--Additional reporting by Matt Chiappardi. Editing by Philip Shea. 
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