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SUMMARY

In a securities fraud class action under Section 10(b) and Rule 10b-5, the Second Circuit held that
when a complaint alleges that statements were rendered false or misleading through the nondisclosure
of illegal activity (here, an antitrust conspiracy), the facts of those underlying illegal acts must be
pleaded with particularity under Rule 9(b) and the PSLRA. The court affirmed dismissal because
plaintiffs failed to allege the basic elements of an antitrust conspiracy—such as an agreement, restraint
of trade, or effect on interstate commerce—with sufficient particularized facts, relying instead on
conclusory allegations of parallel conduct and opportunities to conspire. The decision clarifies that the
heightened pleading standard applies to predicate illegal conduct that forms the basis of the securities
fraud claim.
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QUESTIONS PRESENTED

1. Whether, in a securities fraud action based on the nondisclosure of illegal activity, the facts of the
underlying illegal acts must be pleaded with particularity under Rule 9(b) and the PSLRA.

2. Whether appellants sufficiently pleaded the underlying antitrust conspiracy with particularity.

HOLDINGS

1. When a securities fraud complaint claims that statements were rendered false or misleading through the
nondisclosure of illegal activity, the facts of the underlying illegal acts must be pleaded with
particularity in accordance with Rule 9(b) and the PSLRA.

KEY QUOTATIONS

“For the foregoing reasons, we hold that when a securities fraud complaint claims that statements were
rendered false or misleading through the nondisclosure of illegal activity, the facts of the underlying illegal
acts must be pleaded with particularity in accordance with the requirements of Rule 9 and the PSLRA.
Because appellants have failed to meet this pleading standard for the underlying allegations of illegal
antitrust conspiracy, their complaint was deficient. Accordingly, we affirm.” (28)

“The pleadings are typically subject to Federal Rule of Civil Procedure 8, requiring a 'short and plain
statement of the claim.' This is understood to require 'more than an unadorned, the defendant-unlawfully-
harmed-me accusation' but does not require 'detailed factual allegations.' Iqbal, 556 U.S. at 678.” (16)

“Under Rule 9(b) and the PSLRA, the circumstances of a fraud include 'the basis' for that contention. First, in
this matter, the alleged fraud and the facts of the alleged anticompetitive conspiracy are inseparable and the
clear language of the statute requires that underlying facts be pleaded with particularity.” (17-18)

“Applying that standard here, appellants were required to plead with particularity sufficient facts to support
their contention that Sanderson Farms' financial disclosures were misleading. This necessarily requires that
facts of the underlying anticompetitive conduct be pleaded with particularity.” (23-24)

FACTUAL BACKGROUND

Sanderson Farms is a poultry processing company. The chicken industry is vertically integrated and has an
inelastic market, historically marked by boom-and-bust cycles. Appellants alleged that from 2008, Sanderson
Farms and other large chicken producers colluded to inflate chicken prices by coordinating supply reductions
and manipulating the Georgia Dock price index. They alleged that Sanderson Farms destroyed breeder hens and
eggs, exported eggs, and dumped excess inventories in foreign markets. They also alleged that the conspiracy



was facilitated through Agri Stats data sharing and industry meetings. The nondisclosure of this alleged
conspiracy rendered Sanderson Farms' SEC filings and public statements false and misleading.

PROCEDURAL HISTORY

Appellants filed a putative class action in the Southern District of New York, were appointed lead plaintiffs, and
filed an amended complaint. After pre-motion letters, they filed a second amended complaint. The district court
granted appellees' motion to dismiss with prejudice, concluding that appellants failed to support their allegation
of a chicken supply reduction conspiracy with particularized facts. This appeal followed.
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