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Post-Cyan Update: Connecticut Trial Court Finds 
PSLRA Discovery Stay Applies to Securities Act 

Claims Filed in State Court 

By Barry G. Sher, Kevin P. Broughel, Anthony Antonelli & Zachary S. Zwillinger 

In its 2018 landmark decision in Cyan, Inc. v. Beaver County Employees Retirement Fund, the 

U.S. Supreme Court unanimously held that state courts have concurrent subject matter jurisdiction 

over class actions that exclusively allege claims under the Securities Act of 1933 (“Securities Act”), 

and such claims cannot be removed to federal court.1 Since then, plaintiffs have continued flooding 

state courts around the country with Securities Act lawsuits in an attempt to circumvent the  fede ral 

procedural requirements of the Private Securities Litigation Reform Act (“PSLRA” or “Reform Act”), 

including, in particular, the automatic stay of discovery before a motion to dismiss is decided. 

Recently, however, in City of Livonia Retiree Health and Disability Benefits Plan v. Pitney Bowes Inc., 

the Connecticut Superior Court held that the PSLRA’s automatic discovery stay applie s to  Securit ie s  

Act claims filed in both state and federal courts.2 This decision should be helpful authority for 

defendants—including public companies, their officers and directors, and underwriters—when seeking 

to stay discovery during the pendency of a motion to dismiss Securities Act claims brought in state 

court. 

The City of Livonia Decision 

In City of Livonia, plaintiff filed a purported securities class action under the Securities Act on behalf of 

purchasers of two series of notes offered in connection with the initial public offering of Pitney Bow es 

Inc. Plaintiff alleged harm arising from misrepresentations and omissions contained in the relevant 

registration statement and prospectus.3 Although defendants informed plaintiffs of their intent to  file  

motions to strike the complaint,4 plaintiff served a series of requests on defendants and non-partie s 

seeking discovery.5 Defendants then moved for a protective order to enforce the PSLRA’s  automatic 

stay of discovery, 15 U.S.C. § 77z-1(b)(1), during the pendency of their motions to strike.6 

The key question for the court was whether the PSLRA automatic stay of discovery—which plaintiff 

agreed would have applied to its case had it been filed in federal court—applied to plaintiff’s Securities 

Act case in Connecticut state court. The Court examined the relevant language of the PSLRA, 

Section 77z-1(b)(1), which provides: 
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[i]n any private action arising under this subchapter, all discovery and other 

proceedings shall be stayed during the pendency of any motion to dismiss, unless  the 
court finds, upon the motion of any party, that particularized discovery is necessary to  

preserve evidence or to prevent undue prejudice to that party.7 

Judge Charles T. Lee held that the plain meaning of the phrase “any private action arising under this  

subchapter” compels the conclusion that the PSLRA discovery stay applies to Securities Act claims 

brought in state court. The Court found that “this subchapter” refers to the Securities Act of 1933, 

which confers “concurrent jurisdiction on state and federal courts.”8 Judge Lee contrasted the above  

language with another provision of the PSLRA, which (unlike Section 77z-1(b)(1)) applies to each 

private action “arising under this subchapter that is brought as a plaintiff class action pursuant to the 

Federal Rules of Civil Procedure” and “makes clear” it applies only to actions commenced in federal 

court.9 

The Court also found its interpretation was supported by Cyan’s holding that the PSLRA’s safe harbor 

provision applies to both state and federal court proceedings.10 Specifically, Section 77z-2(c)(1) of the  

PSLRA provides a safe harbor for forward-looking statements in “any action arising under this 

subchapter” and directs a stay of discovery during the pendency of a summary judgment motion by a  

defendant. Because the Supreme Court in Cyan found this provision—which contains “identical” 

language to Section 77z-1(b)(1) and also provides for a stay of discovery—applies in state court, 

Judge Lee found there was a “strong” inference that the discovery stay provided for in 

Section 77z-1(b)(1) was also intended to apply in state court proceedings.11 

Ramifications 

The City of Livonia decision represents a significant addition to the collection of developing case law 

regarding the applicability of the PSLRA’s automatic discovery stay to Securities Act lawsuits 

commenced in state court. Although other state courts have considered this issue, City of Livonia 

appears to be the only ruling that has grappled with the actual statutory language of the  PSLRA and 

its interplay with the Cyan decision.12 As a result, the decision will be persuasive authority—both 

within Connecticut and, potentially, other jurisdictions—as the applicability of the PSLRA’s  d iscove ry 

stay is expected to remain a battleground in Securities Act lawsuits filed in state courts throughout the 

United States. 
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1 583 U.S. __, 138 S. Ct. 1061 (2018). 

2 No. X08-FST-CV-18-6038160-S, slip. op. at 8 (Conn. Super. Ct., May 15, 2019). 

3 Id. at 2. 

4 As the Court recognized, a motion to strike under Connecticut procedure is the equivalent of a motion to dismiss under 

federal procedure—both are “challenge[s] to the merits of the claim based on the pleading contained in the complain t.”  

City of Livonia, slip op. at 8. 

5 See Pitney Bowes’ Motion For A Protective Order To Enforce The Automatic Stay Of Discovery Under The 1933 Act , 

Dkt. 135, at 3. 

6 City of Livonia, slip op. at 2. 

7 15 U.S.C. § 77z-1(b)(1) (emphasis added). 

8 City of Livonia, slip op. at 5-8 (applying the “Plain Meaning Rule,” which provides that the “meaning of a statute shall, in 

the first instance, be ascertained from the text of the statute itself and its relationsh ip  to o ther s tatutes.  I f,  af ter 

examining such text and considering such relationship, the meaning of such text is plain and unambiguous and does not 

yield absurd or unworkable results, extratextual evidence of the meaning of the statu te s hal l  n ot b e considered.” ) 

(citing Conn. Gen. Stat. § 1-2z). 

9 City of Livonia, slip op. at 6 (citing 15 U.S.C. § 77z-1(a), Private Class Actions) (emphasis added). 

10 City of Livonia, slip op. at 7. 

11 Id. For this reason, the Court also rejected plaintiff’s contention that Connecticut state law should have governed the 

applicability of the PSLRA’s automatic stay of discovery. Id. at 8-9 (finding the “court is bound by the decision in  Cyan 

approving the application to a state court action of [the safe harbor] provision of the Securities Act that stays discovery 

during the pendency of a substantive pre -trial motion”). 

12 Judge Lee cited two post-Cyan decisions—one from California and another from Michigan—that reached contrary results 

under different circumstances or without considering Cyan. See City of Livonia, slip op. at 9 n .2.  I n Switzer v.  W.R.  

Hambrecht & Co., LLC, a California state court “held in a one-paragraph ruling that the [PSLRA s tay] a ppl ies on ly to  

actions pending in federal court, [but Cyan was not] brought to the Court’s attention.” Id. (ci t ing  2018  WL 4704776  

(Cal. Super. Ct., Sept. 19, 2018)). Similarly, in  In re Ally Financial Securities Litigation, a Michigan state court denied a 

motion to stay discovery because the events at issue occurred more than four years ago. The Court noted the P SLRA’s 

exception allowing for particularized discovery “necessary to preserve evidence or to prevent undue prejudice to that 

party,” but ultimately concluded that “state law, and the circumstances of [the] case,” did not support the re ques ted  

stay. Id. (citing Case No. 2016-013616-CB, slip op. at 3-4 (Aug. 1, 2018)). 
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