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SUMMARY

The United States District Court for the District of Delaware dismissed with prejudice an amended
shareholder derivative complaint against Stem, Inc. and its directors. The court held that the plaintiffs
failed to plead demand futility with particularity under Federal Rule of Civil Procedure 23.1 and
Delaware law, particularly as to one director, thereby defeating derivative standing. The court declined
to exercise supplemental jurisdiction over the remaining state-law claims and denied the individual
defendants’ motion to dismiss as moot.
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DISPOSITION other

PROCEDURAL POSTURE Plaintiffs brought a shareholder derivative action alleging violations of
Sections 10(b), 11(f), 14(a), and 21D of the Securities Exchange Act,
along with state-law claims. After the court dismissed the prior
complaint, plaintiffs filed an amended complaint asserting a Section
14(a) claim and related state-law claims. Defendants moved to dismiss
under Federal Rule of Civil Procedure 12(b)(6) and Rule 23.1(b).

STANDARD OF REVIEW On a Rule 12(b)(6) motion, the court accepts well-pleaded factual
allegations as true and determines whether the complaint states a
facially plausible claim for relief. Under Rule 23.1(b), demand-futility
allegations in a derivative action must be pleaded with particularity.

PRECEDENTIAL VALUE Unpublished district court memorandum opinion; persuasive authority
only within the district and not binding precedent outside applicable
rules.
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QUESTIONS PRESENTED

1. Whether plaintiffs adequately pleaded demand futility under Federal Rule of Civil Procedure 23.1(b) and
Delaware law for their derivative Section 14(a) claim.

2. Whether the court should exercise supplemental jurisdiction over plaintiffs' state-law claims after
dismissal of the federal claim.

3. Whether the amended complaint stated a viable federal cause of action under Section 14(a).

HOLDINGS

1. Plaintiffs failed to plead demand futility with particularity because they did not adequately allege that
Director Defendant Laura D’Andrea Tyson received a material personal benefit, lacked independence, or
faced a substantial likelihood of liability under Section 14(a). Because plaintiffs alleged futility as to
only four directors, failure to establish futility as to Tyson meant they did not plead futility as to a
majority of the board.

2. The court dismissed the derivative Section 14(a) claim because plaintiffs failed to satisfy the derivative-
action demand-futility pleading requirement. The court expressly declined to decide whether Section
14(a) independently authorizes a derivative cause of action.

3. The court declined to exercise supplemental jurisdiction over plaintiffs' state-law claims after dismissing
the federal claim.

KEY QUOTATIONS

“As a result, Plaintiffs have failed to plead futility, the Amended Complaint fails to reach the pleading
requirement for derivative actions, and the Section 14(a) claim must be dismissed.”

“Because the remaining federal claim fails the Court will decline to exercise supplemental jurisdiction over
Plaintiffs’ state law claims.”

FACTUAL BACKGROUND

Stem, Inc. is a Delaware corporation that resulted from the April 28, 2021 merger of Star Peak Energy Transition
Corp., a special purpose acquisition company, and Legacy Stem, Inc. The plaintiffs are Stem shareholders who
sued derivatively on behalf of Stem, while the individual defendants were current or former directors, officers, or



affiliates of Stem or Star Peak. Plaintiffs alleged that defendants made misleading statements in connection with
the merger and asserted a Section 14(a) claim, but their demand-futility allegations focused on only four
directors, including Laura D’Andrea Tyson.

PROCEDURAL HISTORY

The action was filed in the Northern District of California on August 26, 2023, and transferred by agreement to
the District of Delaware on September 13, 2023. The Delaware court dismissed most claims with prejudice and
dismissed the Section 14(a) claim without prejudice, permitting amendment. Plaintiffs filed an amended
complaint, and defendants renewed their motions to dismiss. The court granted Stem's motion, dismissed the
amended complaint with prejudice, and denied the Individual Defendants' motion as moot.
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