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Shkreli Cuts $1.5M Deal T o End KaloBios Investors'
Suit
By Dorothy Atkins

Law360 (March 22, 2018, 2:03 PM EDT) -- KaloBios Pharmaceuticals Inc. shareholders asked a
California federal judge on Wednesday to approve a $1.5 million deal to resolve claims against former
KaloBios CEO Martin Shkreli, marking an end to a securities class action over Shkreli’s legal woes.

 
The shareholders argued the deal is fair since investors would receive $1.5 million in cash from
Shkreli on top of the $1.5 million and 300,000 shares that KaloBios and two executives have already
agreed to pay, following KaloBios' bankruptcy.

 
“These figures compare very favorably against the $20 million dollar classwide proof of claim that
plaintiffs filed in KaloBios’s bankruptcy case,” the investors said.

 
If approved, the deal would resolve multiple putative securities class actions investors launched
against KaloBios, Shkreli, its executive chairman Ronald Martell and Chief Financial Officer Herb Cross
in December 2015 , shortly after Shkreli was fired from the rare disease biopharmaceutical
company. At the time, Shkreli had been arrested on securities fraud charges related to his work with
drug company Retrophin Inc. and his hedge fund MSMB Capital Management LLC.

 
The lawsuits accused KaloBios and its executives of making material misstatements and omissions
regarding Shkreli’s legal woes between Nov. 19, 2015, and Dec. 16, 2015, during the month that
Shkreli served as its CEO. The suits claimed the company hid the fact that Shkreli was the subject of
a criminal investigation in violation of securities laws.

 
Shortly after the suits were filed, KaloBios filed for Chapter 11 bankruptcy and the actions were
consolidated before a California federal judge. In January 2017 , a judge preliminarily approved a
deal under which KaloBios, Cross and Martell agreed to shell out $1.5 million and 300,000 shares to
settle the claims against them, while the investors reserved the right to continue litigating against
Shkreli. The shares have since been cashed in for about $250,000 to be distributed to the investors
and KaloBios emerged from bankruptcy under a new name, Humanigen Inc.

 
Meanwhile, Shkreli filed a motion to dismiss  the claims against him, which the judge granted in
June 2017 with leave to amend. Weeks later, Shkreli faced the criminal charges at trial, and in
August  a jury convicted him on two counts of securities fraud and one count of conspiracy. He was
later sentenced to seven years in prison.

 
After his conviction, the investors filed an amended complaint against Shkreli, which Shkreli also
asked the court to toss. But before the judge held a hearing on the motion, the parties reached the
settlement.

 
In their brief supporting the deal Wednesday, the investors argued that the settlement is fair,
considering the costs and risks associated with continuing litigation. The investors argued that if they
continued to pursue the claims, there’s a possibility that they would be unable to collect any recovery
due to Shkreli’s “rapidly evaporating” personal resources.

 
The investors noted that last summer Shkreli asked the judge overseeing his criminal trial to release
half his bail money, or $3 million, to pay the IRS, his defense counsel and accountants addressing his

https://www.law360.com/companies/kalobios-pharmaceuticals-inc
https://www.law360.com/articles/740379
http://www.law360.com/articles/739181/pharma-bad-boy-martin-shkreli-kaye-scholer-partner-arrested
https://www.law360.com/companies/retrophin-inc
https://www.law360.com/articles/883699/kalobios-investors-take-1-5m-deal-but-still-target-shkreli
https://www.law360.com/articles/829764
https://www.law360.com/articles/949283/shkreli-convicted-on-3-counts-in-securities-fraud-trial
https://www.law360.com/agencies/internal-revenue-service


2/2

tax problems.
 

At the time, Shkreli’s trial counsel stated that he “doesn’t have any cash,” has no bank accounts and
has a net worth composed mostly of an "illiquid stake" in a privately held company.

 
More recently, earlier this month, Shkreli was forced to forfeit more than $7.3 million dollars in
valuable assets, the shareholders said.

 
“Indeed, had plaintiffs not reached this significant settlement now, plaintiffs strongly believe that the
cost of further litigation would have substantially depleted existing insurance coverage while Shkreli’s
own resources continued to diminish as he begins his 7-year prison sentence,” the investors said.

 
A hearing on the deal is set for March 29.

 
Counsel for the investors, Matthew L. Tuccillo of Pomerantz LLP, told Law360 on Thursday that this
settlement, in combination with the prior settlement with the company, offers a very good recovery
for the investors under the challenging circumstances of the company’s bankruptcy.

 
Counsel for Shkreli declined to comment Thursday.

 
The investors are represented by Jennifer Pafiti, Marc I. Gross, Jeremy A. Lieberman, Matthew L.
Tuccillo and Patrick V. Dahlstrom of Pomerantz LLP, Lionel Z. Glancy, Robert V. Prongay and Ex Kano
S. Sams II of Glancy Prongay & Murray LLP and William B. Federman and A. Brooke Murphy of
Federman & Sherwood.

 
Shkreli is represented by Keith Chrestionson, Scott L. Vernick, William H. Stassen and Peter C.
Buckley of Fox Rothschild LLP.

 
The case is In re: KaloBios Pharmaceuticals Inc. Securities Litigation, case number 5:15-cv-05841, in
the U.S. District Court for the Northern District of California.

 
--Editing by Kelly Duncan.

 
Update: This story has been updated to indicate that Shkreli's counsel declined to comment.
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