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The Road That Led To Standard Fire V. Knowles

Law360, New York (April 09, 2013, 12:58 PM ET) -- Less than 10 years ago, the 109th 
United States Congress passed and President George W. Bush signed into law the Class 
Action Fairness Act of 2005. One of the act’s stated purposes was “to restore the intent of 
the framers of the United States Constitution by providing for Federal court consideration 
of interstate cases of national importance under diversity jurisdiction.”[1]

The act addressed the call for expanding federal jurisdiction over class action cases of 
national import, noting that without it, matters would continue to evade federal review and 
leave unaddressed the endemic state court bias against out-of-state defendants. 
Accordingly, the act amended “the procedures that apply to consideration of interstate 
class actions to assure fairer outcomes for class members and defendants.”[2]

Today, CAFA grants district courts original jurisdiction to hear class actions “in which the 
matter in controversy exceeds the sum or value of $5,000,000, exclusive of interest and 
costs” and “in which any member of a class of plaintiffs is a citizen of a State different 
from any defendant.”[3]

In the years since its enactment, both federal district and circuit courts have made CAFA 
the focus of laborious efforts in statutory interpretation. At the heart of such efforts are the 
removal provisions of the act, namely, whether a class-plaintiff may thwart federal review 
by merely stipulating to damages less than the jurisdictional threshold. The circuit courts 
are split on the issue of whether such stipulations are colorable defenses to federal 
removal.

The United States Court of Appeals for the Eighth Circuit has consistently held that a class-
plaintiff may evade federal review by stipulating to damages less than CAFA’s required 
amount in controversy.

In Bell v. Hershey Company, the Eighth Circuit observed that “[i]n order to ensure that 
any attempt to remove would [prove] unsuccessful, [plaintiff should] have included a 
binding stipulation with his petition stating that he would not seek damages greater than 
the jurisdictional minimum upon remand.”[4] The Bell court relied on a Seventh Circuit 
opinion observing, “[l]itigants who want to prevent removal must file a binding stipulation 
or affidavit with their complaints.”[5]

Similarly, in 2012, the Eighth Circuit in Hargis v. Access Capital Funding LLC held that “[a] 
plaintiff may ... avoid removal by including a binding stipulation with his petition stating 
that he would not seek damages greater than the jurisdictional minimum.”[6] Rowling v. 
Nestle Holdings Inc. reaffirmed that a “binding stipulation limiting damages sought to an 
amount not exceeding $5 million [could] be used to defeat CAFA jurisdiction.”[7]

Conversely, the United States Court of Appeals for the Tenth Circuit held in Frederick v. 
Hartford Underwriters Insurance Company[8] that a proposed class action representative’s 
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“attempt to limit damages in the complaint [was] not dispositive when determining the 
amount in controversy.”[9]

Five years earlier, the United States Court of Appeals for the Sixth Circuit opined that “[a] 
disclaimer in a complaint regarding the amount of recoverable damages” did not preclude 
a defendant’s right to remove the action to federal court “upon a demonstration that 
damages are ‘more likely than not’ to ‘meet the amount in controversy requirement,’ but it 
can be sufficient absent adequate proof from defendant that potential damages actually 
exceed the jurisdictional threshold.”[10]

In 2011, the Seventh Circuit presented an interesting consideration in reviewing the use of 
damages stipulations to frustrate federal jurisdiction. The court noted that a class action 
plaintiff has “a fiduciary duty to its fellow class members,” and as such, whatever a class 
representative “is willing to accept ... does not [necessarily] bind the class and therefore 
[cannot] ensure that the stakes fall under [CAFA’s] $5 million [jurisdictional 
minimum].”[11]

Accordingly, the Seventh Circuit’s view was that “a [class] representative [could not] throw 
away what could be a major component of the class’s recovery.”[12] The circuit court 
clarified that it was not holding that “a federal judge should take steps to keep suits in 
federal court, but that class representatives’ fiduciary duty might ensure that the amount 
in controversy exceeds $5 million no matter where the litigation occurs.”[13]

On Jan. 7, 2013, the United States Supreme Court entertained oral argument in what was 
poised to be an opinion that would resolve the circuit split. The question presented before 
the court in Standard Fire Insurance Company v. Knowles[14] was whether a named class 
plaintiff may defeat a defendant’s right of removal under CAFA by filing with a class action 
complaint a stipulation that limits the damages he seeks for the absent putative class 
members to less than the $5 million threshold for federal review.

Recently, in a short opinion, a unanimous court held that a class action plaintiff’s 
stipulation that he and the class he seeks to represent will only seek damages less than 
CAFA’s jurisdictional threshold did not prevent federal jurisdiction under the act because 
such stipulation was necessarily not binding on a class that has yet to be certified.

Greg Knowles filed a class action alleging that when Standard Fire Insurance Company 
“had made certain homeowner’s insurance loss payments, it had unlawfully failed to 
include a general contractor fee.”[15] Knowles further sought to certify a class of 
“hundreds, and possibly thousands,” of purportedly similarly harmed Arkansas 
policyholders.[16] The complaint stipulated that Knowles and the class would seek “to 
recover total aggregate damages of less than five million dollars.”[17]

A month later, Standard Fire, relying on CAFA’s jurisdictional provision,[18] removed the 
case to federal court. The plaintiff refuted Standard Fire’s effort contending that the federal 
court lacked jurisdiction because the “sum or value” of the “amount in controversy” fell 
below the $5 million threshold.

The district court found that in the absence of the stipulation, the “sum or value” of the 
“amount in controversy” would exceed the jurisdictional requirement. Nonetheless, the 
court found that the stipulation was sufficient to impede Standard Fire’s removal efforts 
and remanded the matter to the state court.[19]

Standard Fire appealed the district court’s remand, but the Eighth Circuit declined to hear 
the matter. In light of the “divergent views in the lower courts,” the Supreme Court 
granted Standard Fire’s writ of certiorari.[20] 

On review, the court noted that CAFA tasks district courts with determining whether it has 
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jurisdiction by determining whether the “[aggregate] value of the claim of each person 
who falls within the definition of [the plaintiff’s] proposed class ... exceeds $5 million.”[21]

The district court below had made that precise determination and concluded that for the 
plaintiff’s stipulation, the aggregate claim assessment surpassed the minimum 
jurisdictional dollar value. The Supreme Court narrowed its review to whether the 
stipulation makes a “critical difference”[22] to the district court’s consideration and 
concluded that it does not.

Associate Justice Stephen Breyer, writing for a unanimous court, reasoned that the 
stipulation could not be considered in assessing proper jurisdiction because the plaintiff’s 
proffered stipulation did not speak for the entire class he purported to represent. Relying 
on its 2011 decision in Smith v. Bayer Corporation, the court concluded that “plaintiff[s] 
who file[] a proposed class action cannot legally bind members of the proposed class 
before the class is certified.”[23]

Essentially, because a “precertification stipulation does not bind anyone [but the party 
proffering the stipulation],” the district court erred in finding that the plaintiff’s stipulation 
“reduced the value of the putative class members’ claims."[24] The plaintiff, the court 
held, “lacked the authority to concede the amount-in-controversy issue for the absent 
class members.”[25]

Standard Fire settles the circuit split on whether precertification damages stipulations are a 
colorable way of preventing federal removal. The Supreme Court’s opinion breathes 
strength into CAFA’s congressional intent and, in the process, ensures defendants the 
viability of federal removal at a time when class-plaintiffs scour the country for favorable 
state forums.

Impartial federal forums for state class actions remain available. Defendants continue to 
possess the promise of a just review that does not succumb to local susceptibilities after 
Standard Fire.

--By Elizabeth J. Sher, Elliot D. Ostrove and Andrés Acebo, Day Pitney LLP

Elizabeth Sher and Elliot Ostrove are partners, and Andrés Acebo is an associate in the 
firm's Parsippany, N.J., office.

The opinions expressed are those of the author and do not necessarily reflect the views of 
the firm, its clients, or Portfolio Media Inc., or any of its or their respective affiliates. This 
article is for general information purposes and is not intended to be and should not be 
taken as legal advice.
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