
 

 

 

 

Portfolio Media. Inc. | 860 Broadway, 6th Floor | New York, NY 10003 | www.law360.com 
Phone: +1 646 783 7100 | Fax: +1 646 783 7161 | customerservice@law360.com 

    

GM Ducks Investor Suit Over Puffed-Up Sales Numbers 

By Kat Greene 

Law360, Los Angeles (September 04, 2014, 9:43 PM ET) -- General Motors Co. won the dismissal of a 
class action alleging the automaker misled investors about its sales and inventory, with a New York 
federal judge ruling Thursday that by looking at public disclosures, the shareholders could have 
determined GM had been making more cars than it was selling. 
 
U.S. District Judge Laura Taylor Swain threw out the suit, finding that the shareholders, who accused GM 
directors of hiding the company's “channel-stuffing” — putting out excess inventory to pump up sales 
numbers — could have learned of these problems by reading the news, according to the decision. 
 
The fundamental flaw of the amended complaint was that it reflected public knowledge of the inventory 
problems “at all relevant times,” through news stories and GM’s own disclosures, the judge found. 
 
“Lead plaintiff alleges in a conclusory fashion that GM utilized ‘channel-stuffing’ in order to inflate 
revenue figures by accelerating revenue recognition that was unrelated to sales,” Judge Swain wrote 
Thursday. “The allegations of misstatements and omissions as to GM’s inventory practices are 
supported neither by plausible factual allegations nor by the quoted passages from the registration 
statement, however.” 
 
GM had also moved to dismiss the suit on the grounds that the statute of limitation had run out on the 
plaintiffs’ claims, but Judge Swain said she needn't address that issue. 
 
In what at the time was the biggest initial public offering in U.S. history, GM went public Nov. 18, 2010, 
as a new company, after completing bankruptcy proceedings financed partially by the U.S. Department 
of the Treasury. 
 
The automaker sold 478 million shares of its common stock to the public at $33 per share, for a total of 
$15.7 billion, which GM did not receive since the shares were owned by the U.S. government and other 
stockholders, GM said. The company also made 87 million shares of preferred stock available at $50 
each. 
 
The plaintiffs sued in June 2012 and amended the complaint in February 2013, alleging that after the 
IPO, the automaker devolved to prebankruptcy tactics by channel-stuffing — the practice of providing 
dealers with excessive inventory to create the impression that sales and revenues are on the rise since 
GM records these transactions as sales. The IPO raised more than $23 billion, but by November 2011 
inventory was 3.5 times as great as the total sales, the plaintiffs said. 
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GM countered that the company disclosed extensive information to the U.S. Securities and Exchange 
Commission about its production levels and sales in the quarter preceding the IPO, as well as prior, 
including that its production exceeded its sales in a nine-month period ending in September 2010, 
according to the motion. GM also conceded that it had said it would manage production levels, but 
stated in the motion that this language amounted to "vague, loosely optimistic statements that are not 
actionable as a matter of law." 
 
Attorneys for the parties did not immediately respond to requests for comment after business hours 
Thursday. 
 
Plaintiffs are represented by Mario Alba Jr. of Robbins Geller Rudman & Dowd LLP. 
 
GM is represented by Lauren O. Casazza and Robert J. Kopecky of Kirkland & Ellis LLP. 
 
The underwriter defendants are represented by William G. McGuinness, Israel David and Samuel P. 
Groner of Fried Frank Harris Shriver & Jacobson LLP. 
 
The case is Scott et al. v. General Motors Co. et al., case number 1:12-cv-05124, in U.S. District Court for 
the Southern District of New York. 
 
--Additional reporting by Kathryn Brenzel. Editing by Edrienne Su. 
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