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The recent attention received by the Supreme 
Court’s decision in Matrixx Initiatives v. Sir-
acusano1 has centered almost exclusively on 
the standard for assessing the sufficiency of ma-
teriality allegations in securities fraud actions. 
Little attention has been given to the Court’s 
ruling otherwise. However, the recent decision 
Frank v. Dana Corp.2 demonstrates that Ma-
trixx also provides an example of the Court’s 
thinking on how scienter allegations should be 
evaluated in Rule 10(b) cases using the holistic 
approach set forth in Tellabs.

Tellabs & the Holistic Approach to 
Facts Alleged

In Tellabs, Inc. v. Makor Issues & Rights, 
Ltd.,3 the Supreme Court attempted to clarify 
the pleading standard under the Private Secu-
rities Litigation Reform Act (PSLRA), which 
requires a securities fraud plaintiff to allege 
“facts giving rise to a strong inference” of 
scienter. The Court held that when determin-
ing whether plaintiffs’ allegations constitute a 
“strong inference” of scienter under the PSL-
RA, the proper inquiry is a holistic one (i.e., a 
court should consider “whether all of the facts 
alleged, taken collectively, give rise to a strong 
inference of scienter, not whether any individ-
ual allegation, scrutinized in isolation, meets 
that standard.”) (emphasis added). 

Even though the Court’s intent was to clarify, 
the Tellabs decision has generated considerable 
confusion among the lower courts because it 
conflicts with the more traditional judicial ap-
proach of reviewing each scienter allegation 
separately and then concluding whether the 
plaintiff has met its pleading burden. Following 
Tellabs, many courts continued to apply the tra-

ditional approach. Until Matrixx, the Supreme 
Court offered no additional guidance on wheth-
er the traditional application was a proper ap-
plication of Tellabs’ holistic inquiry.

Matrixx Streamlines the Scienter 
Analysis

Defendant Matrixx Initiatives, Inc. originally 
moved to dismiss the complaint on the ground 
that plaintiffs failed to plead scienter, and the 
U.S. District Court for the District of Arizona 
agreed. The Ninth Circuit Court of Appeals 
disapproved, reasoning that “[w]ithholding re-
ports of adverse effects of and lawsuits concern-
ing the product responsible for the company’s 
remarkable sales increase is ‘an extreme depar-
ture from the standards of ordinary care’ giving 
rise to a strong inference of scienter.”

Even though the Court’s intent 
was to clarify, the Tellabs decision 
has generated considerable 
confusion among the lower 
courts because it conflicts with 
the more traditional judicial 
approach of reviewing each 
scienter allegation separately 
and then concluding whether 
the plaintiff has met its pleading 
burden.

On appeal, the Supreme Court conducted 
a holistic review of the scienter allegations in 
their entirety, without first considering each al-
legation individually. Under this abbreviated 
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analysis, the Court, affirming the Ninth Circuit, 
held that the scienter allegations when “‘taken 
collectively’ give rise to a ‘cogent and compelling’ 
inference that Matrixx elected not to disclose the 
reports of adverse events not because it believed 
they were meaningless but because it understood 
their likely effect on the market.”

The Supreme Court’s refusal in Matrixx to con-
sider each scienter allegation individually before 
conducting its holistic review is the very guidance 
that courts have been looking for since Tellabs 
was decided. The recent decision in Frank v. Dana 
Corp. is the first decision to follow suit.

Frank v. Dana Corp.
The Sixth Circuit noted that, prior to Matrixx, 

it reviewed scienter allegations individually and 
then concluded with a comprehensive approach. 
But in Frank v. Dana Corp., the Sixth Circuit con-
ducted the simplified scienter analysis prescribed 
by Matrixx. 

The court was distinctly impressed with how 
Justice Sonia Sotomayor “expertly addressed the 
[scienter] allegations collectively, did so quickly, 
and, importantly, did not parse out the allegations 
for individual analysis.” The Sixth Circuit wrote 
that “this is the only proper approach following 
Tellabs’s mandate to review scienter pleadings 

based on the collective view of the facts, not the 
facts individually” because “conducting an indi-
vidual review of myriad allegations is an unneces-
sary inefficiency” and, more importantly, “risks 
losing the forest for the trees.” (emphasis added). 

Takeaways
While not initially viewed as a directive on how 

courts should evaluate scienter allegations, Ma-
trixx is just that. The Court’s streamlined scienter 
analysis—which does not consider each allegation 
independently—provides insight into how the Su-
preme Court views the application of the Tellabs 
holistic review. It may also provide courts—like 
the Sixth Circuit in Frank v. Dana Corp.—with 
more subjective wiggle room for plaintiffs to over-
come a motion to dismiss and therefore provide 
plaintiffs with the precious discovery that drasti-
cally alters the tenor of settlement negotiations in 
securities fraud cases.
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