STATE FARM FIRE & CASUALTY CO. v. TASHIRE

Supreme Court of the United States, 1967.
386 U.S. 523, 87 S.Ct. 1199, 18 L.Ed.2d 270.

MR. JUSTICE FORTAS delivered the opinion of the Court.

Early one September morning in 1964, a Greyhound bus proceeding northward through
Shasta County, California, collided with a southbound pickup truck. Two of the passengers
aboard the bus were killed. Thirty-three others were injured, as were the bus driver, the
driver of the truck and its lone passenger. One of the dead and 10 of the injured passengers
were Canadians; the rest of the individuals involved were citizens of five American States.
The ensuing litigation led to the present case, which raises important questions concerning
administration of the interpleader remedy in the federal courts.

The litigation began when four of the injured passengers filed suit in California state
courts, seeking damages in excess of $1,000,000. Named as defendants were Greyhound
Lines, Inc., a California corporation; Theron Nauta, the bus driver; Ellis Clark, who drove
the truck; and Kenneth Glasgow, the passenger in the truck who was apparently its owner as
well. Each of the individual defendants was a citizen and resident of Oregon. Before these
cases could come to trial and before other suits were filed in California or elsewhere, peti-
tioner State Farm Fire & Casualty Company, an Illinois corporation, brought this action in
the nature of interpleader in the United States District Court for the District of Oregon.

In its complaint State Farm asserted that at the time of the Shasta County collision it
had in force an insurance policy with respect to Ellis Clark, driver of the truck, providing for
bodily injury liability up to $10,000 per person and $20,000 per occurrence and for legal rep-
resentation of Clark in actions covered by the policy. It asserted that actions already filed in
California and others which it anticipated would be filed far exceeded in aggregate damages
sought the amount of its maximum liability under the policy. Accordingly, it paid into court
the sum of $20,000 and asked the court (1) to require all claimants to establish their claims
against Clark and his insurer in this single proceeding and in no other, and (2) to discharge
State Farm from all further obligations under its policy-including its duty to defend Clark in
lawsuits arising from the accident. Alternatively, State Farm expressed its conviction that
the policy issued to Clark excluded from coverage accidents resulting from his operation of a
truck which belonged to another and was being used in the business of another. The com-
plaint, therefore, requested that the court decree that the insurer owed no duty to Clark and
was not liable on the policy, and it asked the court to refund the $20,000 deposit.

Joined as defendants were Clark, Glasgow, Nauta, Greyhound Lines, and each of the
prospective claimants. Jurisdiction was predicated upon 28 U.S.C. § 1335, the federal inter-
pleader statute, and upon general diversity of citizenship, there being diversity between two
or more of the claimants to the fund and between State Farm and all of the named defen-
dants.

An order issued, requiring the defendants to show cause why they should not be re-
strained from filing or prosecuting “any proceeding in any state or United States Court af-
fecting the property or obligation involved in this interpleader action, and specifically against
the plaintiff and the defendant Ellis D. Clark.” Personal service was effected on each of the
American defendants, and registered mail was employed to reach the 11 Canadian claim-
ants. Defendants Nauta, Greyhound, and several of the injured passengers responded, con-
tending that the policy did cover this accident and advancing various arguments for the posi-
tion that interpleader was either impermissible or inappropriate in the present circum-
stances. Greyhound, however, soon switched sides and moved that the court broaden any
injunction to include Nauta and Greyhound among those who could not be sued except
within the confines of the interpleader proceeding.

When a temporary injunction along the lines sought by State Farm was issued by the
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United States District Court for the District of Oregon, the present respondents moved to
dismiss the action and, in the alternative, for a change of venue—to the Northern District of
California, in which district the collision had occurred. After a hearing, the court declined to
dissolve the temporary injunction, but continued the motion for a change of venue. The in-
junction was later broadened to include the protection sought by Greyhound, but modified to
permit the filing—although not the prosecution—of suits. The injunction, therefore, pro-
vided that all suits against Clark, State Farm, Greyhound, and Nauta be prosecuted in the
interpleader proceeding.

On interlocutory appeal, the Court of Appeals for the Ninth Circuit reversed. The court
found it unnecessary to reach respondents’ contentions relating to service of process and the
scope of the injunction, for it concluded that interpleader was not available in the circum-
stances of this case. It held that in States like Oregon which do not permit “direct action”
suits against insurance companies until judgments are obtained against the insured, the in-
surance companies may not invoke federal interpleader until the claims against the insured,
the alleged tortfeasor, have been reduced to judgment. Until that is done, said the court,
claimants with unliquidated tort claims are not “claimants” within the meaning of § 1335,
nor are they “[plersons having claims against the plaintiff” within the meaning of Rule 22 of
the Federal Rules of Civil Procedure.3 In accord with that view, it directed dissolution of the
temporary injunction and dismissal of the action. Because the Court of Appeals’ decision on
this point conflicts with those of other federal courts, and concerns a matter of significance to
the administration of federal interpleader, we granted certiorari. Although we reverse the
decision of the Court of Appeals upon the jurisdictional question, we direct a substantial
modification of the District Court’s injunction for reasons which will appear.

I

Before considering the issues presented by the petition for certiorari, we find it necessary
to dispose of a question neither raised by the parties nor passed upon by the courts below.
Since the matter concerns our jurisdiction, we raise it on our own motion. The interpleader
statute applies where there are “Two or more adverse claimants, of diverse citizenship * * * .”
This provision has been uniformly construed to require only “minimal diversity,” that is, di-
versity of citizenship between two or more claimants, without regard to the circumstance
that other rival claimants may be co-citizens. The language of the statute, the legislative
purpose broadly to remedy the problems posed by multiple claimants to a single fund, and
the consistent judicial interpretation tacitly accepted by Congress, persuade us that the stat-
ute requires no more. There remains, however, the question whether such a statutory con-
struction is consistent with Article III of our Constitution, which extends the federal judicial
power to “Controversies * * * between citizens of different States * * * and between a State,
or the Citizens thereof, and foreign States, Citizens or Subjects.” In Strawbridge v. Curtiss,
(1806), this Court held that the diversity of citizenship statute required “complete diversity”:
where co-citizens appeared on both sides of a dispute, jurisdiction was lost. But Chief Justice
Marshall there purported to construe only “The words of the act of congress,” not the Consti-
tution itself. And in a variety of contexts this Court and the lower courts have concluded
that Article III poses no obstacle to the legislative extension of federal jurisdiction, founded
on diversity, so long as any two adverse parties are not co-citizens. Accordingly, we conclude

3 We need not pass upon the Court of Appeals’ conclusions with respect to the interpretation of interpleader
under Rule 22, which provides that “(1) Persons having claims against the plaintiff may be joined as defendants and
required to interplead when their claims are such that the plaintiff is or may be exposed to double or multiple liabil-
ity * * *” First, as we indicate today, this action was properly brought under § 1335. Second, State Farm did not
purport to invoke Rule 22. Third, State Farm could not have invoked it in light of venue and service of process limi-
tations. Whereas statutory interpleader may be brought in the district where any claimant resides, Rule inter-
pleader based upon diversity of citizenship may be brought only in the district where all plaintiffs or all defendants
reside. And whereas statutory interpleader enables a plaintiff to employ nationwide service of process, service of
process under Rule 22 is confined to that provided in Rule 4. * * *
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that the present case is properly in the federal courts.
II.

We do not agree with the Court of Appeals that, in the absence of a state law or contrac-
tual provision for”direct action” suits against the insurance company, the company must wait
until persons asserting claims against its insured have reduced those claims to judgment be-
fore seeking to invoke the benefits of federal interpleader. That may have been a tenable
position under the 1926 and 1936 interpleader statutes. These statutes did not carry for-
ward the language in the 1917 Act authorizing interpleader where adverse claimants “may
claim” benefits as well as where they “are claiming” them. In 1948, however, in the revision
of the Judicial Code, the “may claim” language was restored. Until the decision below, every
court confronted by the question has concluded that the 1948 revision removed whatever re-
quirement there might previously have been that the insurance company wait until at least
two claimants reduced their claims to judgments. The commentators are in accord.

Considerations of judicial administration demonstrate the soundness of this view which,
in any event, seems compelled by the language of the present statute, which is remedial and
to be liberally construed. Were an insurance company required to await reduction of claims
to judgment, the first claimant to obtain such a judgment or to negotiate a settlement might
appropriate all or a disproportionate slice of the fund before his fellow claimants were able to
establish their claims. The difficulties such a race to judgment pose for the insurer, and the
unfairness which may result to some claimants, were among the principal evils the inter-
pleader device was intended to remedy.!5

IIIL.

The fact that State Farm had properly invoked the interpleader jurisdiction under § 1335
did not, however, entitle it to an order both enjoining prosecution of suits against it outside
the confines of the interpleader proceeding and also extending such protection to its insured,
the alleged tortfeasor. Still less was Greyhound Lines entitled to have that order expanded
so as to protect itself and its driver, also alleged to be tortfeasors, from suits brought by its
passengers in various state or federal courts. Here, the scope of the litigation, in terms of
parties and claims, was vastly more extensive than the confines of the “fund,” the deposited
proceeds of the insurance policy. In these circumstances, the mere existence of such a fund
cannot, by use of interpleader, be employed to accomplish purposes that exceed the needs of
orderly contest with respect to the fund.

There are situations, of a type not present here, where the effect of interpleader is to con-
fine the total litigation to a single forum and proceeding. One such case is where a stake-
holder, faced with rival claims to the fund itself, acknowledges-or denies-his liability to one
or the other of the claimants. In this situation, the fund itself is the target of the claimants.
It marks the outer limits of the controversy. It is, therefore, reasonable and sensible that
interpleader, in discharge of its office to protect the fund, should also protect the stakeholder
from vexatious and multiple litigation. In this context, the suits sought to be enjoined are
squarely within the language of 28 U.S.C. § 2361 * * * [ ]

But the present case is another matter. Here, an accident has happened. Thirty-five
passengers or their representatives have claims which they wish to press against a variety of
defendants: the bus company, its driver, the owner of the truck, and the truck driver. The
circumstance that one of the prospective defendants happens to have an insurance policy is a
fortuitous event which should not of itself shape the nature of the ensuing litigation. For
example, a resident of California, injured in California aboard a bus owned by a California

15 The insurance problem envisioned at the time was that of an insurer faced with conflicting but mutually ex-
clusive claims to a policy, rather than an insurer confronted with the problem of allocating a fund among various
claimants whose independent claims may exceed the amount of the fund.
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corporation should not be forced to sue that corporation anywhere but in California simply
because another prospective defendant carried an insurance policy. And an insurance com-
pany whose maximum interest in the case cannot exceed $20,000 and who in fact asserts
that it has no interest at all, should not be allowed to determine that dozens of tort plaintiffs
must be compelled to press their claims—even those claims which are not against the in-
sured and which in no event could be satisfied out of the meager insurance fund—in a single
forum of the insurance company’s choosing. There is nothing in the statutory scheme, and
very little in the judicial and academic commentary upon that scheme, which requires that
the tail be allowed to wag the dog in this fashion.

State Farm’s interest in this case, which is the fulcrum of the interpleader procedure, is
confined to its $20,000 fund. That interest receives full vindication when the court restrains
claimants from seeking to enforce against the insurance company any judgment obtained
against its insured, except in the interpleader proceeding itself. To the extent that the Dis-
trict Court sought to control claimants’ lawsuits against the insured and other alleged tort-
feasors, it exceeded the powers granted to it by the statutory scheme.

We recognize, of course, that our view of interpleader means that it cannot be used to
solve all the vexing problems of multiparty litigation arising out of a mass tort. But inter-
pleader was never intended to perform such a function, to be an all-purpose “bill of peace.”!”
Had it been so intended, careful provision would necessarily have been made to insure that a
party with little or no interest in the outcome of a complex controversy should not strip truly
interested parties of substantial rights—such as the right to choose the forum in which to
establish their claims, subject to generally applicable rules of jurisdiction, venue, service of
process, removal, and change of venue. None of the legislative and academic sponsors of a
modern federal interpleader device viewed their accomplishment as a “bill of peace,” capable
of sweeping dozens of lawsuits out of the various state and federal courts in which they were
brought and into a single interpleader proceeding. * * *

In light of the evidence that federal interpleader was not intended to serve the function
of a “bill of peace” in the context of multiparty litigation arising out of a mass tort, of the
anomalous power which such a construction of the statute would give the stakeholder, and of
the thrust of the statute and the purpose it was intended to serve, we hold that the inter-
pleader statute did not authorize the injunction entered in the present case. Upon remand,
the injunction is to be modified consistently with this opinion.18

Iv.
The judgment of the Court of Appeals is reversed, and the case is remanded to the

17 There is not a word in the legislative history suggesting such a purpose. And Professor Chafee, upon whose
work the Congress heavily depended, has written that little thought was given to the scope of the “second stage” of
interpleader, to just what would be adjudicated by the interpleader court. We note that in Professor Chafee’s own
study of the bill of peace as a device for dealing with the problem of multiparty litigation, he fails even to mention
interpleader. In his writing on interpleader, Chafee assumed that the interpleader court would allocate the fund
“among all the claimants who get judgment within a reasonable time * * *.”

18 We find it unnecessary to pass upon respondents’ contention, raised in the courts below but not passed upon
by the Court of Appeals, that interpleader should have been dismissed on the ground that the 11 Canadian claim-
ants are “indispensable parties” who have not been properly served. The argument is that 28 U.S.C. § 2361 provides
the exclusive mode of effecting service of process in statutory interpleader and that § 2361—which authorizes a dis-
trict court to “issue its process for all claimants” but subsequently refers to service of “such process” by marshals “for
the respective districts where the claimants reside or may be found”—does not permit service of process beyond the
Nation’s borders. Since our decision will require basic reconsideration of the litigation by the parties as well as the
lower courts, there appears neither need nor necessity to determine this question at this time. We intimate no view
as to the exclusivity of § 2361, whether it authorizes service of process in foreign lands, whether in light of the limi-
tations we have imposed on the interpleader court’s injunctive powers the Canadian claimants are in fact “indispen-
sable parties” to the interpleader proceeding itself, or whether they render themselves amenable to service of proc-
ess under § 2361 when they come into an American jurisdiction to establish their rights with respect either to the
alleged tortfeasors or to the insurance fund.
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United States District Court for proceedings consistent with this opinion.
It is so ordered.
MR. JUSTICE DOUGLAS, dissenting.

While I agree with the Court’s view as to “minimal diversity” and that the injunction, if
granted, should run only against prosecution of suits against the insurer, I feel that the use
which we today allow to be made of the federal interpleader statute is, with all deference,
unwarranted. How these litigants are “claimants” to this fund in the statutory sense is in-
deed a mystery. If they are not “claimants” of the fund,? neither are they in the category of
those who “are claiming” or who “may claim” to be entitled to it.

This insurance company’s policy provides that it will “pay on behalf of the insured all
sums which the insured shall become legally obligated to pay.” To date the insured has not
become “legally obligated” to pay any sum to any litigant. Since nothing is owed under the
policy, I fail to see how any litigant can be a “claimant” as against the insurance company. If
that is doubtful the doubt is resolved by two other conditions:

(1) The policy states “[n]o action shall lie against the company * * * until the amount of
the insured’s obligation to pay shall have been finally determined either by judgment against
the insured after actual trial or by written agreement of the insured, the claimant and the
company.”

(2) Under California law where the accident happened and under Oregon law where the
insurance contract was made, a direct action against the insurer is not allowable until after a
litigant receives a final judgment against the insured.

Thus under this insurance policy as enforced in California and in Oregon a “claimant”
against the insured can become a “claimant” against the insurer only after final judgment
against the insured or after a consensual written agreement of the insurer, a litigant, and
the insured. Neither of those two events has so far happened.+

This construction of the word “claimant” against the fund is borne out, as the Court of
Appeals noted, by Rule 22(1) of the Federal Rules of Civil Procedure. That Rule, also based
on diversity of citizenship, differs only in the district where the suit may be brought and in
the reach of service of process, as the Court points out. But it illuminates the nature of fed-
eral interpleader for it provides that only “[plersons having claims against the plaintiff [in-
surer] may be joined as defendants and required to interplead.”

Can it be that we have two kinds of interpleader statutes as between which an insurance
company can choose: one that permits “claimants” against the insurer (“persons having
claims against the plaintiff”) to be joined and the other that permits “claimants” against the
insured to be joined for the benefit of the insurer even though they may never be “claimants”
against the insurer? I cannot believe that Congress launched such an irrational scheme.

The Court rests heavily on the fact that the 1948 Act contains the phrase “may claim,”
while the 1926 and 1936 interpleader statutes contained the phrase “are claiming.” From

2 Under the policy issued by State Farm, it promises “[t]lo pay on behalf of the insured all sums which the in-
sured shall become legally obligated to pay as damages because of (A) bodily injury sustained by other persons * * *
caused by accident arising out of the ownership, maintenance or use, including loading or unloading, of the owned
automobile * * * ” The insured will “become legally obligated to pay” only if he has been found to be at fault for the
accident, or if the victim’s claim has been settled in accord with the policy terms. The claim against the insurance
company is thus contingent on a finding that the insured was at fault or a settlement. This is unlike the situation
where the insurance company has issued a policy such as a workmen’s compensation policy which insures the in-
sured for liability imposed in the absence of fault.

4 In those States having a direct-action statute, allowing an action against the insurer prior to judgment
against the insured, interpleader jurisdiction can be sustained absent a judgment against the insured. The direct-
action statute gives the injured party the status of a “claimant” against the insurer.
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this change in language the Court infers that Congress intended to allow an insurance com-
pany to interplead even though a judgment has not been entered against the insured and
there is no direct-action statute. This inference is drawn despite the fact that the Reviser’s
Note contains no reference to the change in wording or its purpose; the omission is dismissed
as “inadvertent.” But it strains credulity to suggest that mention would not have been made
of such a drastic change, if in fact Congress intended to make it. And, despite the change in
wording, under the 1948 Act there must be “adverse claimants * * * [who] are claiming or
may claim to be entitled to such money * * * | or to any one or more of the benefits arising by
virtue of any * * * policy * * * .” Absent a direct-action statute, the victims are not “claim-
ants” against the insurer until their claims against the insured have been reduced to judg-
ment. Understandably, the insurance company wants the best of two worlds. It does not
want an action against it until judgment against its insured. But, at the same time, it wants
the benefits of an interpleader statute. Congress could of course confer such a benefit. But it
is not for this Court to grant dispensations from the effects of the statutory scheme which
Congress has erected.

I would construe its words in the normal sense and affirm the Court of Appeals.
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