UNITED STATES COURT OF APPEALS FOR THE THIRD CIRCUIT

NYLife Distributors, Inc. v. The Adherence Group, Inc.

NYLife - No. 94-5725 - Decided December 21, 1995

SUMMARY

The Third Circuit addresses whether the Brillhart discretionary standard or the Colorado River

exceptional-circumstances test governs dismissal of a statutory interpleader action under 28 U.S.C. §

1335 in favor of parallel state proceedings. The court holds that the district court has discretion to

determine whether the unresolved dispute over the interpleaded fund should proceed in federal or state

court. Tt vacates the district court’s termination order and remands for that determination, explaining

that the second stage of the interpleader action remained within the court’s original jurisdiction.
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QUESTIONS PRESENTED

1. Whether the district court erroneously concluded that the federal claims were eliminated after

completing the first stage of the statutory interpleader proceeding.

2. Whether the district court improperly dismissed the claimants' cross-claims under 28 U.S.C. § 1367(c)

(3) on the ground that no claims within its original jurisdiction remained.

3. Whether the Brillhart discretionary standard or the Colorado River exceptional-circumstances test
governs a district court's decision to defer a statutory interpleader action under 28 U.S.C. § 1335 to

parallel state-court proceedings.

4. What matters the district court must consider on remand in deciding whether to dismiss or stay the
interpleader action in favor of the state proceeding.

HOLDINGS

1. A statutory interpleader action under 28 U.S.C. § 1335 ordinarily proceeds in two stages, and completion
of the first stage—determining that the statutory requirements are met and discharging the stakeholder—
does not eliminate the federal court's original jurisdiction over the second stage, which adjudicates the

claimants' competing rights to the fund.

2. The district court erred in dismissing Gerasolo's and Bleach's cross-claims under § 1367(c)(3) because it
mistakenly believed that all claims within its original jurisdiction had been dismissed; the unresolved

second stage of the interpleader remained within original federal jurisdiction.

3. The Brillhart discretionary standard governs a district court's decision whether to dismiss a statutory
interpleader action under 28 U.S.C. § 1335 in favor of parallel state-court proceedings; the Colorado

River exceptional-circumstances test is not invariably applicable.

4. Before deciding whether to dismiss or stay the interpleader action, the district court must determine
whether the state proceeding is truly parallel and should assess which forum can better protect the
stakeholder and provide claimants with an efficient, convenient, and expeditious resolution, including

whether procedural fencing, forum shopping, or gamesmanship is present.

KEY QUOTATIONS

“We hold that a motion to dismiss a federal statutory interpleader action during the pendency of a parallel
state court proceeding is addressed to the sound discretion of the district court.” (at 3)

“We thus hold that the district court's conclusion that all federal claims had been dismissed by virtue of its
May 19, 1994 order was in error, and that its October 26, 1994 decision to terminate the case in favor of

TAG's pending state court action on this basis was as well erroneous.” (at 11-12)



“We thus hold that the discretionary standard enunciated in Brillhart governs a district court's decision to
dismiss an action commenced under the interpleader statute during the pendency of parallel state court
proceedings.” (at 29)

FACTUAL BACKGROUND

NYLife, the alleged administrator of the Mainstay Mutual Fund, received conflicting demands concerning
approximately $215,489.50 held in accounts associated with employees of The Adherence Group. NYLife
deposited the funds into the federal court's registry and sought interpleader, asserting no interest in the money.
After the district court discharged NYLife, The Adherence Group filed a related New Jersey state-court action
alleging that former employees had misappropriated company assets, including the deposited funds. The district
court terminated the federal case and retained the fund pending the state litigation without adjudicating the

claimants' competing rights.

PROCEDURAL HISTORY

NYLife filed a statutory interpleader action under 28 U.S.C. § 1335 concerning competing claims to funds held
in Mainstay Mutual Fund accounts. The district court entered judgment in interpleader, discharged NYLife,
deposited and retained the fund, and later terminated the case after concluding that no federal claims remained
and that the remaining cross-claims were subject only to supplemental jurisdiction. The Third Circuit held that
the second stage of the interpleader proceeding—the adjudication of the claimants' competing rights to the fund
—remained within the district court's original jurisdiction, vacated the termination order, and remanded for
consideration of whether to defer to the parallel New Jersey action under the proper discretionary standard.

DISPOSITION

vacated

REMAND INSTRUCTIONS

Vacate the district court's October 26, 1994 order and remand for further proceedings on The Adherence Group's
motion requesting deference to the New Jersey state-court proceeding and dismissal of Gerasolo's and Bleach's
cross-claims. The district court must first determine whether the state proceeding is parallel, then exercise its
sound discretion under Brillhart, considering where the competing claims can better be settled, the protection of
the stakeholder and claimants, efficiency, convenience, expeditiousness, litigation conduct, and whether a stay
rather than dismissal is appropriate.
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