AMENDED IN SENATE APRIL 22, 2014

SENATE BILL No. 1301

Introduced by Senator DeSaulnier

February 21, 2014

An act to amend Sections 107, 158, 171.08, 1100, 1112.5, 1113,
1151, 1152, 1155, 1201, 2500, 2501, 2502, 2502.01, 2502.03, 2502.04,
2502.05, 2502.06, 2503.1, 2504, 2506, 2507, 2509, 2510, 2510.1, 2511,
2512, 2513, 2514, 2515, 2516, 2517, 2600, 2600.5, 2601, 2602, 2603,
2604, 2605, 2700, 2701, 2702, 2800, 2900, 3000, 3001, 3002, 3100,
3200, 3201, 3202, 3203, 3300, 3301, 3302, 3303, 3304, 3305, 3400,
3401, 3500, 3501, 3502, and 3503 of, and to amend the heading of
Divison 1.5 (commencing with Section 2500) of Title 1 of, the
Corporations Code, relating to corporations.

LEGISLATIVE COUNSEL’S DIGEST

SB 1301, asamended, DeSaulnier. Corporate Flexibility Act of 2011
Seetaly-Respensible Social Purpose Corporations Act.

The Corporate Flexibility Act of 2011 authorizes and regulates the
formation and operation of flexible purpose corporations.

This bill would rename the act as the-SeetalyRespensible Social

Purpose CorporationsAct and rename the type of corporation authorized
and regulated under that act as a-seetraly—+espensible social purpose
corporation.

Under the act, an existing business association organized as a trust
under the laws of this state or of aforeign jurisdiction may incorporate
under the act upon approval by itsboard of trustees or ssimilar governing
body and approval by the affirmative vote of a magority of the
outstanding voting shares of beneficial interest, and thefiling of articles
with a certificate.
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This bill would revise the approval by the affirmative vote of a
majority of the outstanding voting shares of beneficial interest
requirement to approval by the affirmative vote of %, of those shares.

Under the act, the articles of incorporation are required to set forth
specified statements, including the name of the corporation.

Thishill would revisethe statementsthat are required to be contained
in the articles of incorporation. This bill would provide that any
referenceto a“flexible purpose corporation” or any abbreviationin the
articles of incorporation of a corporation formed pursuant to this act
before January 1, 2015, is aso a reference to—seetaly—+respensible

“ social purpose corporation.” Thishbill would providethat acorporation
formed pursuant to this act as a “flexible purpose corporation” before
January 1, 2015, continuesiits existence as aseetaly-respensible social
purpose corporation.

This bill would require, for corporations organized on and after
January 1, 2015, a statement that the corporation is organized as a
social purpose corporation under the Social Purpose Corporations Act.

Under the act, the director, in discharging his or her duties, may
consider those factors, and give weight to those factors, as the director
deems relevant, including the short-term and long-term prospects of
the corporation, the best interests of the corporation and its shareholders,
and the purposes of the corporation as set forth in its articles.

This bill would require the director to consider those factors.

Under the act, certificates representing the shares of a corporation
formed under the act are required to contain specified statements.

This bill would revise the statements required to be on those
certificates. This bill would provide that the certificates representing
shares of acorporation formed pursuant to thisact asa*“ flexible purpose
corporation” before January 1, 2015, continue to be valid, and that any
reference to a “flexible purpose corporation” or any abbreviation of
that term in those certificatesis al so areference to~seeraly-respensible
“ social purpose corporation.”

Under the act, a corporation formed under the act may, by amendment
of itsarticles as specified in the act, convert to a domestic corporation.

This bill would provide that if the conversion is approved,
shareholders with dissenting shares may exercise dissenters’ rights set
forth in the General Corporation Law.

Under the act certain mergersrequire approval by an affirmative vote
of at least #; of the outstanding shares of each class, or a greater vote
if required in the articles, regardless of whether that classis entitled to
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vote thereon by the provisions of the articles, of the disappearing
corporation.

This bill would provide that if the merger is approved, shareholders
with dissenting shares may exercise dissenters rights set forth in the
General Corporation Law.

Under the act, a corporation formed under the act may be converted
into a domestic other business entity if specified conditions are met.
The act requires the approval of a plan of conversion.

Thishbill would providethat if the plan is approved, shareholderswith
dissenting shares may exercise dissenters' rights set forth in the General
Corporation Law.

Under the act, the principal terms of areorganization are required to
be approved by the outstanding shares of any class of a corporation
formed under that act that is a party to a merger or sale-of-assets
reorganization if holders of shares of that class receive shares of the
surviving or acquiring corporation formed under that act or parent party
having different rights, preferences, privileges, or restrictions than those
surrendered.

Thishill would instead requirethe principal terms of areorganization
to be approved by the affirmative vote of at least 7; of each class, or a
greater vote if required in the articles, of the outstanding shares of any
class of a corporation formed under that act that is a party to a merger
or sale-of-assets reorgani zation if holders of shares of that classreceive
shares of the surviving or acquiring corporation formed under that act
or parent party having different rights, preferences, privileges, or
restrictions than those surrendered.

This bill would make other changes to correct erroneous—eress
referenees cross-references.

Vote: majority. Appropriation: no. Fiscal committee: no.
State-mandated local program: no.

The people of the Sate of California do enact as follows:

1 SECTION 1. Section 107 of the Corporations Codeisamended
2 toread:

3 107. No corporation,—sectay—respensitble social purpose
4 corporation,-asseetation association, or individual shall issue or
5 putincirculation, as money, anything but the lawful money of the
6 United States.
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SEC. 2. Section 158 of the Corporations Code is amended to
read:

158. (@) “Close corporation” means a corporation, including
a close-soetay—+espensible social purpose corporation, whose
articles contain, in addition to the provisions required by Section
202, a provision that al of the corporation’s issued shares of all
classes shall be held of record by not more than a specified number
of persons, not exceeding 35, and a statement “ This corporation
isaclose corporation.”

(b) Thespecia provisionsreferred to in subdivision (a) may be
included in the articles by amendment, but if such amendment is
adopted after the issuance of shares only by the affirmative vote
of al of the issued and outstanding shares of all classes.

(c) Thespecial provisionsreferred to in subdivision (a) may be
deleted from the articles by amendment, or the number of
sharehol ders specified may be changed by amendment, but if such
amendment is adopted after the issuance of shares only by the
affirmative vote of at least two-thirds of each class of the
outstanding shares; provided, however, that the articles may
provide for a lesser vote, but not less than a mgjority of the
outstanding shares, or may deny avote to any class, or both.

(d) Indetermining the number of shareholdersfor the purposes
of the provision in the articles authorized by this section, ahusband
and wife and the personal representative of either shall be counted
as one regardless of how shares may be held by either or both of
them, atrust or personal representative of adecedent holding shares
shall be counted as one regardless of the number of trustees or
beneficiaries and a partnership or corporation or business
association holding shares shall be counted as one (except that any
such trust or entity the primary purpose of which was the
acquisition or voting of the shares shall be counted according to
the number of beneficial interests therein).

(e) A corporation shall ceaseto be a close corporation upon the
filing of an amendment to its articles pursuant to subdivision (c)
or if it shall have more than the maximum number of holders of
record of its shares specified in its articles as a result of an inter
vivostransfer of shares which isnot void under subdivision (d) of
Section 418, the transfer of shares on distribution by will or
pursuant to the laws of descent and distribution, the dissolution of
a partnership or corporation or business association or the
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termination of a trust which holds shares, by court decree upon
dissolution of a marriage or otherwise by operation of law.
Promptly upon acquiring more than the specified number of holders
of record of its shares, a close corporation shall execute and file
an amendment to its articles deleting the specia provisionsreferred
to in subdivision (@) and deleting any other provisions not
permissible for a corporation which is not a close corporation,
which amendment shall be promptly approved and filed by the
board and need not be approved by the outstanding shares.

(f) Nothing contained in this section shall invalidate any
agreement among the shareholders to vote for the deletion from
the articles of the special provisions referred to in subdivision (a)
upon thelapse of aspecified period of time or upon the occurrence
of acertain event or condition or otherwise.

(g) Thefollowing sections contain specific references to close
corporations. Sections 186, 202, 204, 300, 418, 421, 1111, 1201,
4800 1800, and 1904.

SEC. 3. Section 171.08 of the Corporations Code is amended
to read:

171.08. “Seetaty—+espensible” Social purpose corporation”

means any-seetaty+espensiblte social purpose corporation formed
under Division 1.5 (commencing with Section 2500).

SEC. 4. Section 1100 of the Corporations Code is amended to
read:

1100. Any two or more corporations may be merged into one
of those corporations. A corporation may merge with one or more
domestic corporations (Section 167), socialy responsible
corporations (Section 171.08), foreign corporations (Section 171),
or other business entities (Section 174.5) pursuant to this chapter.
Mergersin which aforeign corporation but no other business entity
IS a constituent party are governed by Section 1108, mergersin
which a-seetatyrespensible social purpose corporation but no
other business entity isaconstituent party are governed by Section
11125, and mergers in which an other business entity is a
constituent party are governed by Section 1113.

SEC. 5. Section 1112.5 of the Corporations Code is amended
to read:

1112.5. If a disappearing corporation in a merger is a
corporation governed by thisdivision and the surviving corporation
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is a-sectaly+respensible social purpose corporation, both of the
following shall apply:

(8 The merger shall be approved by the affirmative vote of at
least two-thirds of each class, or a greater vote if required in the
articles, of the outstanding shares (Section 152) of the disappearing
corporation, notwithstanding any provision of Chapter 12
(commencing with Section 1200).

(b) The shareholders of the disappearing corporation shall have
all of therightsunder Chapter 13 (commencing with Section 1300)
of the shareholders of a corporation involved in a reorganization
requiring the approval of its outstanding shares (Section 152), and
the disappearing corporation shall have all of the obligations under
Chapter 13 (commencing with Section 1300) of a corporation
involved in the reorganization.

SEC. 6. Section 1113 of the Corporations Code is amended to
read:

1113. (@ Any one or more corporations may merge with one
or more other business entities (Section 174.5). One or more
domestic corporations (Section 167) not organized under this
division and one or more foreign corporations (Section 171) may
be parties to the merger. Notwithstanding the provisions of this
section, the merger of any number of corporationswith any number
of other business entities may be effected only if:

(1) Inamerger in which a domestic corporation not organized
under this division or a domestic other business entity is a party,
it is authorized by the laws under which it is organized to effect
the merger.

(2) In amerger in which aforeign corporation is a party, it is
authorized by the laws under which it is organized to effect the
merger.

(3) In a merger in which a foreign other business entity is a
party, it is authorized by the laws under which it is organized to
effect the merger.

(b) Each corporation and each other party that desiresto merge
shall approve, and shall be a party to, an agreement of merger.
Other persons, including a parent party (Section 1200), may be
parties to the agreement of merger. The board of each corporation
that desires to merge and, if required, the shareholders shall
approve the agreement of merger. The agreement of merger shall
be approved on behalf of each party by those persons required to
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approve the merger by the laws under which it is organized. The
agreement of merger shall state:

(1) Thetermsand conditions of the merger.

(2) Thename and place of incorporation or organization of each
party to the merger and the identity of the surviving party.

(3) The amendments, if any, subject to Sections 900 and 907,
to the articles of the surviving corporation, if applicable, to be
effected by the merger. If any amendment changes the name of
the surviving corporation, if applicable, the new name may be,
subject to subdivision (b) of Section 201, the same as or similar
to the name of a disappearing party to the merger.

(4) The manner of converting the shares of each constituent
corporation into shares, interests, or other securities of the surviving
party. If any shares of any constituent corporation are not to be
converted solely into shares,+aterests interests, or other securities
of the surviving party, the agreement of merger shall state (i) the
cash, rights, securities, or other property which the holders of those
sharesareto receive in exchangefor the shares, which cash, rights,
securities, or other property may be in addition to or in lieu of
shares,traterestsinterests, or other securities of the surviving party,
or (ii) that the shares are canceled without consideration.

(5) Any other details or provisions required by the laws under
which any party to the merger is organized, including, if a public
benefit corporation or a religious corporation is a party to the
merger, Section 6019.1, or, if a mutual benefit corporation is a
party to the merger, Section 8019.1, or, if aconsumer cooperative
corporation is a party to the merger, Section 12540.1, or if an
unincorporated association isaparty to the merger, Section 18370,
or, if a domestic limited partnership is a party to the merger,
Section 15911.12, or, if a domestic partnership is a party to the
merger, Section 16911, or, if adomestic limited liability company
isaparty to the merger, Section 17710.12.

(6) Any other details or provisions as are desired, including,
without limitation, a provision for the payment of cashin lieu of
fractional sharesor for any other arrangement with respect thereto
consistent with the provisions of Section 407.

(c) Each share of the same class or series of any constituent
corporation (other than the cancellation of shares held by a party
to the merger or its parent, or awholly owned subsidiary of either,
in another constituent corporation) shall, unless all shareholders
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of the class or series consent and except as provided in Section
407, be treated equally with respect to any distribution of cash,
rights, securities, or other property. Notwithstanding paragraph
(4) of subdivision (b), the unredeemable common shares of a
constituent corporation may be converted only into unredeemable
common shares of a surviving corporation or a parent party
(Section 1200) or unredeemable equity securities of a surviving
party other than a corporation if another party to the merger or its
parent owns, directly or indirectly, prior to the merger shares of
that corporation representing more than 50 percent of the voting
power of that corporation, unless al of the shareholders of the
class consent and except as provided in Section 407.

(d) Notwithstanding its prior approval, an agreement of merger
may be amended prior to the filing of the agreement of merger or
the certificate of merger, as is applicable, if the amendment is
approved by the board of each constituent corporation and, if the
amendment changes any of the principal terms of the agreement,
by the outstanding shares (Section 152), if required by Chapter 12
(commencing with Section 1200), in the same manner as the
origina agreement of merger. If the agreement of merger as so
amended and approved isa so approved by each of the other parties
to the agreement of merger, the agreement of merger as so amended
shall then constitute the agreement of merger.

(e) Theboard of aconstituent corporation may, initsdiscretion,
abandon amerger, subject to the contractual rights, if any, of third
parties, including other partiesto the agreement of merger, without
further approval by the outstanding shares (Section 152), at any
time before the merger is effective.

(f) Each constituent corporation shall sign the agreement of
merger by itschairperson of the board, president or avice president,
and also by its secretary or an assistant secretary acting on behalf
of their respective corporations.

(9) (1) If the surviving party is a corporation or a foreign
corporation, or if aseeralhyrespensible social purpose corporation
(Section 171.08), a public benefit corporation (Section 5060), a
mutual benefit corporation (Section 5059), areligious corporation
(Section 5061), or a corporation organized under the Consumer
Cooperative Corporation Law (Section 12200) is a party to the
merger, after required approvals of the merger by each constituent
corporation through approval of the board (Section 151) and any
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approval of the outstanding shares (Section 152) required by
Chapter 12 (commencing with Section 1200) and by the other
parties to the merger, the surviving party shall file a copy of the
agreement of merger with an officers’ certificate of each constituent
domestic and foreign corporation attached stating the total number
of outstanding shares or membership interests of each classentitled
to vote on the merger (and identifying any other person or persons
whose approval is required), that the agreement of merger in the
form attached or its principal terms, as required, were approved
by that corporation by avote of anumber of shares or membership
interests of each class that equaled or exceeded the vote required,
specifying each class entitled to vote and the percentage vote
required of each class and, if applicable, by that other person or
persons whose approval isrequired, or that the merger agreement
was entitled to be and was approved by the board aone (as
provided in Section 1201, in the case of corporations subject to
that section). If equity securities of a parent party (Section 1200)
are to be issued in the merger, the officers certificate of that
controlled party shall state either that no vote of the shareholders
of the parent party was required or that the required vote was
obtained. In lieu of an officers’ certificate, a certificate of merger,
on aform prescribed by the Secretary of State, shall be filed for
each constituent other business entity. The certificate of merger
shall be executed and acknowledged by each domestic constituent
limited liability company by all managers of the limited liability
company (unless a lesser number is specified in its articles of
organization or operating agreement) and by each domestic
constituent limited partnership by all general partners (unless a
lesser number is provided in its certificate of limited partnership
or partnership agreement) and by each domestic constituent general
partnership by two partners (unless alesser number isprovided in
its partnership agreement) and by each foreign constituent limited
liability company by one or more managers and by each foreign
constituent general partnership or foreign constituent limited
partnership by one or more general partners, and by each
constituent reciprocal insurer by the chairperson of the board,
president, or vice president, and by the secretary or assistant
secretary, or, if a constituent reciprocal insurer has not appointed
those officers, by the chairperson of the board, president, or vice
president, and by the secretary or assistant secretary of the
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constituent reciprocal insurer’s attorney-in-fact, and by each other
party to the merger by those persons required or authorized to
execute the certificate of merger by thelaws under which that party
isorganized, specifying for that party the provision of law or other
basis for the authority of the signing persons. The certificate of
merger shall set forth, if a vote of the shareholders, members,
partners, or other holders of interests of the constituent other
business entity was required, a statement setting forth the total
number of outstanding interests of each class entitled to vote on
the merger and that the agreement of merger in the form attached
or its principal terms, as required, were approved by a vote of the
number of interests of each classthat equaled or exceeded the vote
required, specifying each class entitled to vote and the percentage
vote required of each class, and any other information required to
be set forth under the laws under which the constituent other
business entity is organized, including, if a domestic limited
partnership is a party to the merger, subdivision (a) of Section
15911.14, if a domestic partnership is a party to the merger,
subdivision (b) of Section 16915, and, if adomestic limited liability
company is a party to the merger, subdivision (a) of Section
17710.04. The certificate of merger for each constituent foreign
other business entity, if any, shall also set forth the statutory or
other basis under which that foreign other business entity is
authorized by the laws under which it is organized to effect the
merger. The merger and any amendment of the articles of the
surviving corporation, if applicable, contained in the agreement
of merger shall be effective upon filing of the agreement of merger
with an officer’'s certificate of each constituent domestic and
foreign corporation and a certificate of merger for each constituent
other business entity, subject to subdivision (c) of Section 110 and
subject to the provisions of subdivision (j), and the several parties
thereto shall be one entity. If a domestic reciprocal insurer
organized after 1974 to provide medical malpractice insurance is
a party to the merger, the agreement of merger or certificate of
merger shall not be filed until there has been filed the certificate
issued by the Insurance Commissioner approving the merger
pursuant to Section 1555 of the Insurance Code. The Secretary of
State may certify acopy of the agreement of merger separate from
the officers’ certificates and certificates of merger attached thereto.
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(2) If the surviving entity is an other business entity, and no
public benefit corporation (Section 5060), mutual benefit
corporation (Section 5059), religious corporation (Section 5061),
or corporation organized under the Consumer Cooperative
Corporation Law (Section 12200) is a party to the merger, after
required approvals of the merger by each constituent corporation
through approval of the board (Section 151) and any approval of
the outstanding shares (Section 152) required by Chapter 12
(commencing with Section 1200) and by the other parties to the
merger, the parties to the merger shall file a certificate of merger
inthe office of, and on aform prescribed by, the Secretary of State.
The certificate of merger shall be executed and acknowledged by
each constituent domestic and foreign corporation by its
chairperson of the board, president or a vice president, and also
by its secretary or an assistant secretary and by each domestic
congtituent limited liability company by all managers of the limited
liability company (unlessalesser number isspecified initsarticles
of organization or operating agreement) and by each domestic
constituent limited partnership by all general partners (unless a
lesser number is provided in its certificate of limited partnership
or partnership agreement) and by each domestic constituent general
partnership by two partners (unless alesser number isprovided in
its partnership agreement) and by each foreign constituent limited
liability company by one or more managers and by each foreign
constituent general partnership or foreign constituent limited
partnership by one or more general partners, and by each
constituent reciprocal insurer by the chairperson of the board,
president, or vice president, and by the secretary or assistant
secretary, or, if a constituent reciprocal insurer has not appointed
those officers, by the chairperson of the board, president, or vice
president, and by the secretary or assistant secretary of the
constituent reciprocal insurer’s attorney-in-fact. The certificate of
merger shall be signed by each other party to the merger by those
persons required or authorized to execute the certificate of merger
by the laws under which that party is organized, specifying for
that party the provision of law or other basis for the authority of
the signing persons. The certificate of merger shall set forth al of
the following:

(A) The name, place of incorporation or organization, and the
Secretary of State’sfile number, if any, of each party to the merger,
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separately identifying the disappearing parties and the surviving
party.

(B) If the approval of the outstanding shares of a constituent
corporation wasrequired by Chapter 12 (commencing with Section
1200), a statement setting forth the total number of outstanding
shares of each class entitled to vote on the merger and that the
principal terms of the agreement of merger were approved by a
vote of the number of shares of each class entitled to vote and the
percentage vote required of each class.

(C) The future effective date or time, not more than 90 days
subsequent to the date of filing of the merger, if the merger is not
to be effective upon the filing of the certificate of merger with the
office of the Secretary of State.

(D) A statement, by each party to the merger which isadomestic
corporation not organized under thisdivision, aforeign corporation,
or an other business entity, of the statutory or other basis under
which that party is authorized by the laws under which it is
organized to effect the merger.

(E) Any other information required to be stated in the certificate
of merger by the laws under which each party to the merger is
organized, including, if adomestic limited liability company isa
party to the merger, subdivision (a) of Section 17710.14, if a
domestic partnership is a party to the merger, subdivision (b) of
Section 16915, and, if adomestic limited partnership is a party to
the merger, subdivision (a) of Section 15911.14.

(F) Any other details or provisions that may be desired.

Unless afuture effective date or timeis provided in acertificate
of merger, in which event the merger shall be effective at that
future effective date or time, a merger shall be effective upon the
filing of the certificate of merger in the office of the Secretary of
State and the several parties thereto shall be one entity. The
surviving other business entity shall keep a copy of the agreement
of merger at its principal place of business which, for purposes of
thissubdivision, shall bethe officereferred toin Section 17710.13
if a domestic limited liability company, at the business address
specified in paragraph (5) of subdivision (a) of Section 17710.14
if aforeign limited liability company, at the office referred to in
subdivision (a) of Section 16403 if adomestic general partnership,
at the business address specified in subdivision (f) of Section 16911
if aforeign partnership, at the office referred to in subdivision (a)
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of Section 15901.14 if a domestic limited partnership, or at the
business address specified in paragraph (3) of subdivision (a) of
Section 15909.02 if aforeign limited partnership. Upon the request
of a holder of equity securities of a party to the merger, a person
with authority to do so on behalf of the surviving other business
entity shall promptly deliver to that holder, a copy of the agreement
of merger. A waiver by that holder of the rights provided in the
foregoing sentence shall be unenforceable. If adomestic reciprocal
insurer organized after 1974 to provide medica malpractice
insurance is a party to the merger the agreement of merger or
certificate of merger shall not be filed until there has been filed
the certificate issued by the Insurance Commissioner approving
the merger in accordance with Section 1555 of the Insurance Code.

(h) (1) A copy of an agreement of merger certified on or after
the effective date by an official having custody thereof has the
same force in evidence as the original and, except as against the
state, is conclusive evidence of the performance of all conditions
precedent to the merger, the existence on the effective date of the
surviving party to the merger, and the performance of the
conditions necessary to the adoption of any amendment to the
articles, if applicable, contained in the agreement of merger.

(2) For all purposes for amerger in which the surviving entity
isadomestic other business entity and the filing of a certificate of
merger is required by paragraph (2) of subdivision (g), a copy of
the certificate of merger duly certified by the Secretary of Stateis
conclusive evidence of the merger of the constituent corporations,
either by themselves or together with the other parties to the
merger, into the surviving other business entity.

(i) (1) Upon a merger pursuant to this section, the separate
existences of the disappearing parties to the merger cease and the
surviving party to the merger shall succeed, without other transfer,
to all therights and property of each of the disappearing partiesto
the merger and shall be subject to al the debts and liabilities of
each in the same manner as if the surviving party to the merger
had itself incurred them.

(2) Allrightsof creditorsand all liensupon the property of each
of the constituent corporations and other partiesto the merger shall
be preserved unimpaired, provided that those liens upon property
of a disappearing party shall be limited to the property affected
thereby immediately prior to the time the merger is effective.
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(3) Any action or proceeding pending by or aganst any
disappearing corporation or disappearing party to the merger may
be prosecuted to judgment, which shall bind the surviving party,
or the surviving party may be proceeded against or substituted in
its place.

(4) If alimited partnership or agenera partnershipisaparty to
the merger, nothing in this section isintended to affect theliability
ageneral partner of adisappearing limited partnership or general
partnership may have in connection with the debts and liabilities
of the disappearing limited partnership or genera partnership
existing prior to the time the merger is effective.

() (1) The merger of domestic corporations with foreign
corporations or foreign other business entitiesin amerger inwhich
one or more other business entities is a party shall comply with
subdivision (@) and this subdivision.

(2) If the surviving party isadomestic corporation or domestic
other business entity, the merger proceedings with respect to that
party and any domestic disappearing corporation shall conform to
the provisions of this section. If the surviving party is a foreign
corporation or foreign other business entity, then, subject to the
requirements of subdivision (c), and of Section 407 and Chapter
12 (commencing with Section 1200) and Chapter 13 (commencing
with Section 1300), and, if applicable, corresponding provisions
of the Nonprofit Corporation Law or the Consumer Cooperative
Corporation Law, with respect to any domestic constituent
corporations, Article 11 (commencing with Section 17711.01) of
Title 2.6 with respect to any domestic constituent limited liability
companies, Article 6 (commencing with Section 16601) of Chapter
5 of Title 2 with respect to any domestic constituent general
partnerships, and Article 11.5 (commencing with Section 15911.20)
of Chapter 5.5 of Title 2 with respect to any domestic constituent
limited partnerships, the merger proceedings may bein accordance
with the laws of the state or place of incorporation or organization
of the surviving party.

(3) If the surviving party isadomestic corporation or domestic
other business entity, the certificate of merger or the agreement of
merger with attachments shall be filed as provided in subdivision
(g9) and thereupon, subject to subdivision (c) of Section 110 or
paragraph (2) of subdivision (g), asis applicable, the merger shall
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be effective as to each domestic constituent corporation and
domestic constituent other business entity.

(4) If the surviving party is a foreign corporation or foreign
other business entity, the merger shall become effective in
accordance with the law of the jurisdiction in which the surviving
party is organized, but, except as provided in paragraph (5), the
merger shall be effective as to any domestic disappearing
corporation asof thetime of effectivenessin theforeignjurisdiction
upon the filing in this state of a copy of the agreement of merger
with an officers certificate of each constituent foreign and
domestic corporation and a certificate of merger of each constituent
other business entity attached, which officers' certificates and
certificates of merger shall conform to the requirements of
paragraph (1) of subdivision (g). If one or more domestic other
business entities is a disappearing party in a merger pursuant to
this subdivision in which a foreign other business entity is the
surviving entity, a certificate of merger required by the laws under
which that domestic other business entity is organized, including
subdivision (@) of Section 15911.14, subdivision (b) of Section
16915, or subdivision (&) of Section 17710.14, asis applicable,
shall also be filed at the same time as the filing of the agreement
of merger.

(5) If the date of the filing in this state pursuant to this
subdivision is more than six months after the time of the
effectiveness in the foreign jurisdiction, or if the powers of a
domestic disappearing corporation are suspended at the time of
effectiveness in the foreign jurisdiction, the merger shal be
effective asto the domestic disappearing corporation as of the date
of filing in this state.

(6) Inamerger described in paragraph (3) or (4), each foreign
disappearing corporation that is qualified for the transaction of
intrastate business shall by virtue of the filing pursuant to this
subdivision, subject to subdivision (c) of Section 110, automatically
surrender its right to transact intrastate business in this state. The
filing of the agreement of merger or certificate of merger, as is
applicable, pursuant to this subdivision, by adisappearing foreign
other business entity registered for the transaction of intrastate
business in this state shall, by virtue of that filing, subject to
subdivision (c) of Section 110, automatically cancels the
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registration for that foreign other business entity, without the
necessity of thefiling of a certificate of cancellation.

SEC. 7. Section 1151 of the Corporations Code is amended to
read:

1151. (a) A corporation may be converted into a domestic
other business entity, including, but not limited to, a limited
liability company,—a—partnership—oer—a—soetally—respensiblte
partnership, or social purpose corporation, pursuant to this chapter
if, pursuant to the proposed conversion, (1) each share of the same
class or series of the converting corporation shall, unless all the
shareholders of the class or series consent, be treated equally with
respect to any cash, rights, securities, or other property to be
received by, or any obligations or restrictions to be imposed on,
the holder of that share, and (2) nonredeemable common shares
of the converting corporation shall be converted only into
nonredeemabl e equity securities of the converted entity unlessall
of the shareholders of the class consent; provided, however, that
clause (1) shall not restrict the ability of the shareholders of a
converting corporation to appoint one or more managers, if the
converted entity is a limited liability company, or one or more
genera partners, if the converted entity is a limited partnership,
in the plan of conversion or in the converted entity’s governing
documents.

(b) Notwithstanding this section, the conversion of acorporation
into a domestic other business entity, including, but not limited
to, a limited liability company,—a—parthership—or—a—soetay
respensible partnership, or social purpose corporation, may be
effected only if both of the following conditions are complied with:

(1) Thelaw under which the converted entity will exist expressy
permits the formation of that entity pursuant to a conversion.

(2) Thecorporation complieswith any and all other requirements
of any other law that appliesto conversion to the converted entity.

SEC. 8. Section 1152 of the Corporations Code is amended to
read:

1152. (a) A corporation that desires to convert to a domestic
other business entity shall approve aplan of conversion. The plan
of conversion shall state all of the following:

(1) Thetermsand conditions of the conversion.
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(2) Thejurisdiction of the organization of the converted entity
and of the converting corporation and the name of the converted
entity after conversion.

(3) The manner of converting the shares of each of the
shareholders of the converting corporation into securities of, or
interestsin, the converted entity.

(4) Theprovisionsof the governing documentsfor the converted
entity, including the partnership agreement or limited liability
company articles of organization and operating agreement, to
which the holders of interests in the converted entity are to be
bound.

(5 Any other detailsor provisionsthat are required by the laws
under which the converted entity is organized, or that are desired
by the converting corporation.

(b) The plan of conversion shall be approved by the board of
the converting corporation (Section 151), and the principal terms
of the plan of the conversion shall be approved by the outstanding
shares (Section 152) of each class of the converting corporation.
The approval of the outstanding shares may be given before or
after approval by the board. Notwithstanding the foregoing, if a
converting corporation isaclose corporation, the conversion shall
be approved by the affirmative vote of at least two-thirds of each
class, or a greater vote if required in the articles, of outstanding
shares (Section 152) of that converting corporation; provided,
however, that the articles may provide for a lesser vote, but not
less than amgjority of the outstanding shares of each class.

(c) If the corporation is converting into a general or limited
partnership or into alimited liability company, then in addition to
the approval of the shareholders set forth in subdivision (b), the
plan of conversion shall be approved by each shareholder who will
become a general partner or manager, as applicable, of the
converted entity pursuant to the plan of conversion unless the
shareholders have dissenters’ rights pursuant to Section 1159 and
Chapter 13 (commencing with Section 1300).

(d) If the corporation is converting into a-seetaly—respensible
social purpose corporation, both of the following shall apply:

(1) Notwithstanding subdivision (b), the plan of conversion
shall be approved by the affirmative vote of at |east two-thirds of
each class, or a greater vote if required in the articles, of
outstanding shares (Section 152) of that converting corporation.
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(2) The shareholders of the converting corporation shall have
all of therightsunder Chapter 13 (commencing with Section 1300)
of the shareholders of a corporation involved in a reorganization
requiring the approval of its outstanding shares (Section 152), and
the converting corporation shall have al of the obligations under
Chapter 13 (commencing with Section 1300) of a corporation
involved in a reorganization, without regard to whether the
conversion constitutes a reorganization requiring a shareholder
vote under Chapter 12 (commencing with Section 1200).

(e) Upon the effectiveness of the conversion, al shareholders
of the converting corporation, except those that exercise dissenters
rights as provided in Section 1159 and Chapter 13 (commencing
with Section 1300), shall be deemed parties to any agreement or
agreements constituting the governing documentsfor the converted
entity adopted as part of the plan of conversion, irrespective of
whether or not a shareholder has executed the plan of conversion
or those governing documents for the converted entity. Any
adoption of governing documents made pursuant thereto shall be
effective at the effective time or date of the conversion.

(f) Notwithstanding its prior approval by the board and the
outstanding shares or either of them, aplan of conversion may be
amended before the conversion takes effect if the amendment is
approved by the board and, if it changes any of the principal terms
of the plan of conversion, by the shareholders of the converting
corporation in the same manner and to the same extent as was
required for approval of the original plan of conversion.

(g) A plan of conversion may be abandoned by the board of a
converting corporation, or by the shareholders of a converting
corporation if the abandonment is approved by the outstanding
shares, in each case in the same manner as required for approval
of the plan of conversion, subject to the contractual rights of third
parties, at any time before the conversion is effective.

(h) The converted entity shall keep the plan of conversion at
(2) the principal place of business of the converted entity if the
converted entity is a domestic partnership or (2) at the office at
which records are to be kept under Section 15901.11 if the
converted entity is a domestic limited partnership or at the office
at which records are to be kept under Section 17701.13 if the
converted entity isadomestic limited liability company. Upon the
reguest of ashareholder of aconverting corporation, the authorized
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person on behalf of the converted entity shall promptly deliver to
the shareholder, at the expense of the converted entity, a copy of
the plan of conversion. A waiver by a shareholder of the rights
provided in this subdivision shall be unenforceable.

SEC. 9. Section 1155 of the Corporations Code is amended to
read:

1155. (a@) To convert a corporation:

(1) If the corporation is converting into a domestic limited
partnership, a statement of conversion shall be completed on the
certificate of limited partnership for the converted entity.

(2) If the corporation is converting into adomestic partnership,
a statement of conversion shall be completed on the statement of
partnership authority for the converted entity, or if no statement
of partnership authority is filed then a certificate of conversion
shall be filed separately.

(3) If the corporation is converting into a domestic limited
liability company, a statement of conversion shall be completed
on the articles of organization for the converted entity.

(4) If the corporation is converting into i
social purpose corporation, a statement of conversion shall be
completed on the articles for the converted entity.

(b) Any statement or certificate of conversion of a converting
corporation shall be executed and acknowledged by those officers
of the converting corporation as would be required to sign an
officers’ certificate (Section 173), and shall set forth all of the
following:

(1) The name and the Secretary of State’s file number of the
converting corporation.

(2) A statement of the total number of outstanding shares of
each class entitled to vote on the conversion, that the principal
terms of the plan of conversion were approved by a vote of the
number of shares of each classwhich equaled or exceeded the vote
required under Section 1152, specifying each classentitled to vote
and the percentage vote required of each class.

(3) The name, form, and jurisdiction of organization of the
converted entity.

(c) For the purposes of thischapter, the certificate of conversion
shall be on aform prescribed by the Secretary of State.

(d) The filing with the Secretary of State of a statement of
conversion on an organizational document or a certificate of
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conversion as set forth in subdivision (a) shall have the effect of
the filing of a certificate of dissolution by the converting
corporation and no converting corporation that has made thefiling
isrequired to file a certificate of election under Section 1901 or a
certificate of dissolution under Section 1905 as a result of that
conversion.

(e) Upon the effectiveness of a conversion pursuant to this
chapter, a converted entity that is a-seetaly—+respensible social
purpose corporation, domestic partnership, domestic limited
parthership partnership, or domestic limited liability company
shall be deemed to have assumed the liability of the converting
corporation (1) to prepare and file or cause to be prepared and filed
all tax and information returns otherwise required of the converting
corporation under the Corporation Tax Law (Part 11 (commencing
with Section 23001) of Division 2 of the Revenue and Taxation
Code) and (2) to pay any tax liability determined to be due pursuant
to that law.

SEC. 10. Section 1201 of the Corporations Code is amended
to read:

1201. (a) The principal terms of a reorganization shall be
approved by the outstanding shares (Section 152) of each class of
each corporation the approval of whose board is required under
Section 1200, except as provided in subdivision (b) and except
that (unless otherwise provided in the articles) no approval of any
class of outstanding preferred shares of the surviving or acquiring
corporation or parent party shall be required if the rights,
preferences,—privileges privileges, and restrictions granted to or
imposed upon that class of shares remain unchanged (subject to
the provisions of subdivision (c)). For the purpose of this
subdivision, two classes of common shares differing only as to
voting rights shall be considered as a single class of shares.

(b) No approval of the outstanding shares (Section 152) is
required by subdivision (@) in the case of any corporation if that
corporation, or its shareholders immediately before the
reorganization, or both, shall own (immediately after the
reorganization) equity securities, other than any warrant or right
to subscribeto or purchase those equity securities, of the surviving
or acquiring corporation or a parent party (subdivision (d) of
Section 1200) possessing more than five-sixths of the voting power
of the surviving or acquiring corporation or parent party. In making
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the determination of ownership by the shareholders of a
corporation, immediately after the reorganization, of equity
securities pursuant to the preceding sentence, equity securities
which they owned immediately before the reorganization as
shareholders of another party to the transaction shal be
disregarded. For the purpose of this section only, the voting power
of a corporation shall be calculated by assuming the conversion
of all equity securities convertible (immediately or at some future
time) into shares entitled to vote but not assuming the exercise of
any warrant or right to subscribe to or purchase those shares.

(c) Notwithstanding subdivision (b), the principal terms of a
reorganization shall be approved by the outstanding shares (Section
152) of the surviving corporation in amerger reorganization if any
amendment is made to its articles that would otherwise require
that approval.

(d) Notwithstanding subdivision (b), the principal terms of a
reorgani zation shall be approved by the outstanding shares (Section
152) of any class of a corporation that is a party to a merger or
sale-of-assets reorganization if holders of shares of that class
receive shares of the surviving or acquiring corporation or parent
party having different rights, preferences,privileges privileges, or
restrictions than those surrendered. Sharesin aforeign corporation
received in exchange for shares in a domestic corporation have
different rights, preferences,priviteges privileges, and restrictions
within the meaning of the preceding sentence.

(e) Notwithstanding subdivisions (@) and (b), the principal terms
of areorganization shall be approved by the affirmative vote of at
least two-thirds of each class, or a greater vote if required in the
articles, of the outstanding shares (Section 152) of any close
corporation if the reorganization would result in their receiving
shares of a corporation that is not a close corporation. However,
the articles may provide for a lesser vote, but not less than a
majority of the outstanding shares of each class.

(f) Notwithstanding subdivisions(a) and (b), the principal terms
of areorganization shall be approved by at |east two-thirds of each
class, or agreater voteif required in the articles, of the outstanding
shares (Section 152) of a corporation that is a party to a merger
reorganization if holders of shares receive shares of a surviving

seetathyrespensible social purpose corporation in the merger.
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(g9) Notwithstanding subdivisions(a) and (b), the principal terms
of a reorganization shall be approved by the outstanding shares
(Section 152) of any class of a corporation that is a party to a
merger reorganization if holders of shares of that class receive
interests of a surviving other business entity in the merger.

(h) Notwithstanding subdivisions(a) and (b), the principal terms
of areorganization shall be approved by all shareholders of any
class or series if, as aresult of the reorganization, the holders of
that class or series become personally liable for any obligations
of a party to the reorganization, unless al holders of that class or
series have the dissenters’ rights provided in Chapter 13
(commencing with Section 1300).

(1) Any approval required by this section may be given before
or after the approval by the board. Notwithstanding approval
required by this section, the board may abandon the proposed
reorganization without further action by the shareholders, subject
to the contractual rights, if any, of third parties.

SEC. 11. The heading of Division 1.5 (commencing with
Section 2500) of Title 1 of the Corporations Code is amended to
read:

DIVISION 1.5. SOStALLY-RESPONSHBEE SOCIAL
PURPOSE CORPORATIONSACT

SEC. 12. Section 2500 of the Corporations Code is amended
to read:

2500. This division shall be known and may be cited as the
Seetaly-Respensible Social Purpose CorporationsAct.

SEC. 13. Section 2501 of the Corporations Code is amended
to read:

2501. Except as otherwise expressly stated, the provisions of
Divison 1 (commencing with Section 100) shal apply to
corporations organized under this division, and references in that
divisionto theterms* close corporation,” “constituent corporation,”
“corporation,” “ disappearing corporation,” “domestic corporation,”
“foreign corporation,” “surviving corporation,” and similar terms
shall be read to apply, in the same manner, to include the similar
“sgetaly+respensible “ social purpose corporation.”

SEC. 14. Section 2502 of the Corporations Code is amended
to read:
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2502. Thisdivision appliesonly to-seeraly-respensible social
purpose corporations organized expressly under this division
whether organized or existing under this division or merged or
converted into a-seeraly—respensible social purpose corporation
in accordance with Chapter 11 (commencing with Section 1100)
of Division 1 or Chapter 11.5 (commencing with Section 1150)
of Division 1.

SEC. 15. Section 2502.01 of the Corporations Codeisamended
to read:

2502.01. Every-sectalhy-respensible social purpose corporation
organized under the laws of this state or similar foreign-secialy
f&epensh’re social purpose corporation, all of the capital stock of
which is beneficially owned by the United States, an agency or

instrumentality of the United States or any-seetatly+espensible
social purpose corporation or similar foreign-seetalty-respensible

social purpose corporation the whole of the capital stock of which
isowned by the United States or by an agency or instrumentality
of the United States, isconclusively presumed to be an agency and
instrumentality of the United Statesand isentitled to all privileges
and immunities to which the holders of all of its stock are entitled
as agencies of the United States.

SEC. 16. Section 2502.03 of the Corporations Code isamended
to read:

2502.03. A-soetalhy—respensibte social purpose corporation
may be sued in the same manner as a corporation as provided in
the Code of Civil Procedure.

SEC. 17. Section 2502.04 of the Corporations Codeisamended
to read:

2502.04. A—see'raHy—m&%e’ere social purpose corporation

formed under this division shall, in respect of its property, as a
condition of its existence as a-secialy-+espensible social purpose
corporation, be subject, in the same manner as a corporation, to
the provisions of the Code of Civil Procedure authorizing the
attachment of corporate property.

SEC. 18. Section 2502.05 of the Corporations Codeisamended
to read:

2502.05. The fees of the Secretary of State for filing

instruments by or on behalf of-seetaly-respensible social purpose
corporations shall be the same fees prescribed for corporationsin
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Article 3 (commencing with Section 12180) of Chapter 3 of Part
2 of Division 3 of Title 2 of the Government Code.

SEC. 19. Section 2502.06 of the Corporations Codeisamended
to read:

2502.06. (@) Provisions of the articles described in paragraph
() of subdivision (e) of Section 2602 and subdivisions (a) and (b)
of Section 2603 may be made dependent upon facts ascertainable
outside of the articles, if the manner in which those facts shall
operate upon those provisionsis clearly and expressly set forth in
the articles. Similarly, any of the terms of an agreement of merger
pursuant to Section 1101 may be made dependent upon facts
ascertainable outside of that agreement, if the manner in which
those facts shall operate upon the terms of the agreement isclearly
and expressly set forth in the agreement of merger.

(b) Notwithstanding subdivision (@), when any provisions or
terms of articles or an agreement of merger are made dependent
upon facts ascertainable outside of the filed instrument through a
reference to an agreement or similar document, the-seetahy
respensible social purpose corporation filing that instrument shall
maintain at its principal executive office acopy of that referenced
agreement or document and all amendments, and shall provide to
its shareholders, in the case of articles, or to shareholders of any
constituent corporation or other business entity, in the case of an
agreement of merger, a copy of them upon written request and
without charge.

(c) For the purposes of this section, “referenced agreement”
means an agreement or contract to which the-seetaly-respensible
social purpose corporation is a party. An amendment or revision
of areferenced agreement shall require shareholder approval, in
addition to any other required approvals, upon any of thefollowing
circumstances:

(1) If the amendment or revision of the referenced agreement
would result in a material change in the rights, preferences,
privileges, or restrictions of a class or series of shares, the
amendment or revision shall be approved by the outstanding shares,
as defined in Section 152, of that class or series.

(2) If the amendment or revision of the referenced agreement
would result in amaterial changein therightsor liabilities of any
class or series of shares with respect to the subject matter of
paragraph (1), (2), (3), (5), or (9) of subdivision (a) of Section
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2603, the amendment or revision shall be approved by the
outstanding shares, as defined in Section 152, of that classor series.

(3) If the amendment or revision of the referenced agreement
would result in amaterial change in the restrictions on transfer or
hypothecation of any class or series of shares, the amendment or
revision shall be approved by the outstanding shares, as defined
in Section 152, of that class or series.

(4) If the amendment or revision of the referenced agreement
would result in a change of any of the principal terms of an
agreement of merger, the amendment or revision shall be approved
in the same manner as required by Section 3504 for a change in
the principal terms of an agreement of merger.

SEC. 20. Section 2503.1 of the Corporations Code is amended
to read:

2503.1. “Close—seetally—respensible social purpose
corporation” means a—secialy—respensible social purpose
corporation that is also a close corporation.

SEC. 21. Section 2504 of the Corporations Code is amended
to read:

2504. *“Constituent—seetaly—respensible social purpose
corporation” means a—seeialy—respensible social purpose
corporation that is merged with or into one or more corporations
or one or more other business entities and includes a surviving

i ible social purpose corporation.

SEC. 22. Section 2506 of the Corporations Code is amended
to read:

2506. “Disappearing—seetaty—respensible social purpose
corporation” means a constituent socially responsible corporation
that is not the surviving entity.

SEC. 23. Section 2507 of the Corporations Code is amended
to read:

2507. “Domestic—seetally—respensible social purpose
corporation” means a corporation organized under this division.

SEC. 24. Section 2509 of the Corporations Code is amended
to read:

2509. “Seeraly—respoenstble-* Social purpose corporation,”
unless otherwise expressly provided, refers only to a corporation
organized under this division.

SEC. 25. Section 2510 of the Corporations Code is amended
to read:
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2510. “Seeially-respensble” Social purpose corporation subject
to the Banking Law” means any of the following:

(a) A-seetalhyrespensible social purpose corporation that, with
the approval of the Commissioner of Financial Institutions, is
incorporated for the purpose of engaging in, or that is authorized
by the Commissioner of Financial Institutions to engage in, the
commercia banking business under the Banking Law (Division
1 (commencing with Section 99) of the Financial Code).

(b) Any-seetally—+espensible social purpose corporation that,
with the approval of the Commissioner of Financial Institutions,
isincorporated for the purpose of engaging in, or that is authorized
by the Commissioner of Financial Institutions to engage in, the
industrial banking business under the Banking Law (Division 1
(commencing with Section 99) of the Financial Code).

(© Any#seeraler—Feipensere social purpose corporation, other

than a-seetally—respensible social purpose corporation described
in subdivision (d), that, with the approval of the Commissioner of

Financial Institutions, isincorporated for the purpose of engaging
in, or that is authorized by the Commissioner of Financid
Institutionsto engagein, the trust business under the Banking Law
(Division 1 (commencing with Section 99) of the Financial Code).

(d) Any-seetaty-respensible social purpose corporation that is
authorized by the Commissioner of Financial Institutions and the
Commissioner of Insuranceto maintain atitleinsurance department
to engage in title insurance business and a trust department to
engage in trust business.

(e) Any-secialhy—+respensible social purpose corporation that,
with the approval of the Commissioner of Financial Institutions,
isincorporated for the purpose of engaging in, or that is authorized
by the Commissioner of Financia Institutions to engage in,
business under Article 1 (commencing with Section 3500) of
Chapter 19 of Division 1 of the Financial Code.

SEC. 26. Section 2510.1 of the Corporations Code is amended
to read:

2510.1. “Seeialy—respensible “ Social purpose corporation
subject to the Insurance Code as an insurer” means a-soctaly
respensible social purpose corporation that has met the
requirements of Sections 201.5, 201.6, and 201.7.

SEC. 27. Section 2511 of the Corporations Code is amended
to read:
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2511. “Reorganization” means a merger reorganization, an
exchange reorganization, or a sale of assets reorganization.

(& “Merger reorganization” meansamerger pursuant to Chapter
11 (commencing with Section 1100) of Division 1 and Chapter 8
(commencing with Section 3200), of this division, other than a
short-form merger.

(b) “Exchange reorganization” means the acquisition by one
domesti c-sectaty-respensible social purpose corporation, foreign

seeralﬁhfapeﬂerbke social pur pose corporation, or other business
entity in exchange, in whole or in part, for its equity securities, or

the equity securities of adomestic socially responsible corporation,
a foreign socially responsible corporation or an other business
entity that isin control of the acquiring entity, of equity securities

of another domestic—seetaly—+respensible social purpose
corporation, foreign—seetaly—respensible social purpose

corporation, or other business entity if, immediately after the
acquisition, the acquiring entity has control of the other entity.
(c) “Sale-of-assets reorganization” means the acquisition by

one domestic-seetaly—respensibte social purpose corporation,
foreign-seetatty-respensibte social purpose corporation, or other
business entity in exchange in whole or in part for its equity
securities, or the equity securities of adomesti cseeraler—Fe@en&ble
social purpose corporation, a foreign socially responsible
corporation, or an other business entity that is in control of the
acquiring entity, or for its debt securities, or debt securities of a

domesti c-sectaty-respensible social purpose corporation, foreign

seerdﬁLF%peH&bPesoual purpose corporatlon or other business
entity that is in control of the acquiring entity, that are not

adequately secured and that have amaturity date in excess of five
years after the consummation of the reorganization, or both, of all
or substantially all of the assets of another domestic—seeialy
respensible social purpose corporation, foreign-seetatty-respensible
social purpose corporation, or other business entity.

SEC. 28. Section 2512 of the Corporations Code is amended
to read:

2512. “Share exchangetender offer” meansany acquisition by
one-seetalty-respensible social purpose corporation in exchange
inwholeor in part for its equity securities, or the eqwty securities
of a corporation or a—seeral—l—y—F%peﬂaJeFe social purpose

corporation that isin control of the acquiring -seeialy-respensible
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social purpose corporation, of shares of another corporation or
soetalty—+espensible social purpose corporation, other than an
exchange reorganization (subdivision (b) of Section 2511).

SEC. 29. Section 2513 of the Corporations Code is amended
to read:

2513. “Specia purpose” means the specia purpose set forth
in a—seeral—l—y—mﬁpensble social purpose corporation’s articles
pursuant to subdivision (b) of Section 2602.

SEC. 30. Section 2514 of the Corporations Code is amended
to read:

2514. *“Speciad purpose current report” means the report
required of a—sectaly—respensible social purpose corporation
pursuant to Section 3501.

SEC. 31. Section 2515 of the Corporations Code is amended
to read:

2515. “Specia purpose MD&A” means the management
discussion and analysis required of a socially responsible
corporation pursuant to subdivision (b) of Section 3500.

SEC. 32. Section 2516 of the Corporations Code is amended
to read:

2516. “Special purpose objectives’ means those objectives set

forth by management and the directors of a—seeral—l—y—FapeﬂsbPe
social purpose corporation for purposes of measuring the impact

of the-sectaly—respensible social purpose corporation’s efforts
relating to its special purpose in accordance with Section 3500.

SEC. 33. Section 2517 of the Corporations Code is amended
to read:

2517. “Surviving—seetay—respensible social purpose
corporation” means a—secialy—respensible social purpose

corporation into which one or more other corporations or one or
more other business entities is merged.

SEC. 34. Section 2600 of the Corporations Code is amended
to read:

2600. (a) One or more natural persons, partnerships,

associ ations,-seetathy-respensible social purpose corporations, or

corporatlons domestic or foreign, may form asoetaly-respensible
social purpose corporation under this division by executing and

filing articles of incorporation.
(b) If initial directors are named in the articles, each director
named in the articles shall sign and acknowledge the articles. If
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initial directors are not named in the articles, the articles shall be
signed by one or moreincorporatorswho shall be persons described
in subdivision (a).

(c) Thecorporate existence beginsupon thefiling of the articles
and continues perpetually, unless otherwise expressly provided by
law or in the articles.

SEC. 35. Section 2600.5 of the Corporations Code isamended
to read:

2600.5. (@) An existing business association organized as a
trust under the laws of this state or of aforeign jurisdiction may
incorporate under this division upon approval by its board of
trustees or similar governing body and approval by the affirmative
vote of two-thirds of the outstanding voting shares of beneficial
interest, or a greater proportion of the outstanding shares of
beneficia interest or the vote of those other classes of shares of
beneficial interest asmay be specifically required by itsdeclaration
of trust or bylaws, and the filing of articles with a certificate
attached pursuant to this chapter.

(b) In addition to the matters required to be set forth in the
articles pursuant to Section 2602, the articlesfiled pursuant to this
section shall state that an existing unincorporated association,
stating its name, is being incorporated by thefiling of the articles.

(c) Thearticlesfiled pursuant to this section shall be signed by
the president, or any vice president, and the secretary, or any
assistant secretary, of the existing association and shall be
accompanied by a certificate signed and verified by those officers
signing the articles and stating that the incorporation of the
association has been approved by the trustees and by the required
vote of holders of shares of beneficial interest in accordance with
subdivision (a).

(d) Upon the filing of articles pursuant to this section, the
seetaly—respensible social purpose corporation shall succeed
automatically to al of the rights and property of the association
being incorporated and shall be subject to all of its debts and
liabilities in the same manner as if the socially responsible
corporation had itself incurred them. The incumbent trustees of
the association shall constitute the initial directors of the-seeialy
respensible social purpose corporation and shall continuein office
until the next annual meeting of the shareholders or their earlier
death, resignation, or removal. All rights of creditorsand all liens
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upon the property of the association shall be preserved unimpaired.
Any action or proceeding pending by or against the association
may be prosecuted to judgment, which shall b| nd the—seeratky
respensible social purpose corporation, or th

social purpose corporation may be proceeded against or substituted
inits place.

(e) Thefiling for record in the office of the county recorder of
any county in this state in which any of the real property of the
associationislocated of acopy of thearticlesfiled pursuant to this
section, certified by the Secretary of State, shall evidence record
ownership in theseeralw—rﬁpensrb’re social purpose corporation
of al interests of the association in and to thereal property located
in that county.

SEC. 36. Section 2601 of the Corporations Code is amended
to read:

2601. (a) The Secretary of State shall not file articles setting
forth a name in which “bank,” “trust,”—trustee™ “ trustee,” or
related words appear, unless the certificate of approval of the
Commissioner of Financia Institutionsis attached to the articles.
This subdivision does not apply to the articles of any socially
responsible corporation subject to the Banking Law on which is
endorsed the approval of the Commissioner of Financia
Institutions.

(b) (1) The Secretary of State shal not file articles that set
forth anamethat islikely to mislead the public or that isthe same
as, or resembles so closely as to tend to deceive, the name of a
domestic corporation, the name of adomesti csoetaly-respensible
social purpose corporation, or the name of a foreign corporation
that is authorized to transact intrastate business or has registered
its name pursuant to Section 2101, a name that a foreign
corporation has assumed under subdivision (b) of Section 2106, a
name that will become the record name of a corporation or-seeiaHy
respensible social purpose corporation or a foreign corporation
upon the effective date of afiled corporate instrument where there
is a delayed effective date pursuant to subdivision (c) of Section
110 or subdivision (c) of Section 5008, or a name that is under
reservation for another corporation or socialy responsible
corporation pursuant to thistitle, except that
social purpose corporation may adopt aname that is substantially

the same as an existing corporation or-seetaly-respensible social
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purpose corporation, foreign or domestic, which is authorized to
transact intrastate business or has registered its name pursuant to
Section 2101, upon proof of consent by the domestic or foreign
corporation or socially responsible corporation and a finding by
the Secretary of State that under the circumstances the public is
not likely to be misled. The use by a-seetaly-—respensibte social
pur pose corporation of aname in violation of this section may be
enjoined notwithstanding the filing of its articles by the Secretary
of State.

(2) A corporationformed pursuant to thisdivisionasa“flexible
purpose corporation” before January 1, 2015, shall continue its
existence as asectahy+espensible social purpose corporation. A
corporation formed pursuant to this division before January 1,
2015, may, but is not required to, change its name to replace
“flexible purpose corporation” with-seetalyrespensible “ social
purpose corporation” and may, but is not required to, amend its
articles of incorporation to replace the term “flexible purpose
corporation” with—seetally—respensible “ social purpose
corporation” as applicable in any statements contained in the
articles. Any reference to a “flexible purpose corporation” or any
abbreviation of that term in the articles of incorporation of a
corporation formed pursuant to this division before January 1,
2015, shall also be a reference to—secialy—respensible “ social
pur pose corporation.”

(c) Any applicant may, upon payment of the fee prescribed in
the Government Code, obtain from the Secretary of State a
certificate of reservation of any name not prohibited by subdivision
(b), and upon the issuance of the certificate the name stated in the
certificate shall be reserved for aperiod of 60 days. The Secretary
of State shall not, however, issue certificates reserving the same
name for two or more consecutive 60-day periods to the same
applicant or for the use or benefit of the same person, partnership,
firm, corporation, or—seeraly—respensible social purpose
corporation. No consecutive reservations shall be made by or for
the use or benefit of the same person, partnership, firm,-cerperation
corporation, or-sectathy-respensibte social purpose corporation
of names so similar asto fall within the prohibitions of subdivision
(b).

SEC. 37. Section 2602 of the Corporations Code is amended
to read:
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2602. Thearticles of incorporation shall set forth:

(& The name of the—seeraly—respensible social purpose
corporation that shall contain the words “socialy responsible
corporation” or an abbreviation of those words.

(b) (1) Either of the following statements, as applicable:

(A) “The purpose of this—see'raHy—r&epens’ere social purpose
corporation is to engage in any lawful act or activity for which a
seetaly-respensible social purpose corporation may be organized
under Division 1.5 of the California Corporations Code, other than
the banking business, the trust company business or the practice
of a profession permitted to be incorporated by the California
Corporations Code, for the benefit of the long-term and the
short-term interests of the-seetaly—+respensible social purpose
corporation and its shareholdersand in furtherance of thefollowing
enumerated purposes____

(B) “The purpose of this-seetaty—+espensible social purpose
corporation is to engage in the profession of _ (with the
insertion of a profession permitted to be incorporated by the
California Corporations Code) and any other lawful activities,
other than the banking or trust company business, not prohibited
to a-seetaty+respensible social purpose corporation engaging in
that profession by applicable laws and regulations, for the benefit
of the long-term and the short-term interests of the —seeialy
f&epensih’re social purpose corporation and its shareholders and
in furtherance of the following enumerated purposes _ ”

(2) A statement that a purpose of the socialy respons ble
corporation isto engage in one or more of the following purposes,
in addition to the purpose stated pursuant to paragraph (1):

(A) One or more charitable or public purpose activities that a
nonprofit public benefit corporation is authorized to carry out.

(B) The purpose of promoting positive short-term or long-term
effects of, or minimizing adverse short-term or long-term effects
of, the-seetaly+espensible social purpose corporation’s activities
upon any of the following:

(i) The—soetaly—respensible social purpose corporation’s
employees, suppliers, customers, and creditors.

(i) The community and society.

(iif) The environment.

(3) A~(A) For corporations organized before January 1, 2015,
a statement that the-seetaly+espensible corporation is organized
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as a-sectraly-respensible flexible purpose corporation under the
Corporate Flexibility Act of 2011.

(B) For corporations organized on and after January 1, 2015,
a statement that the corporation is organized as a social purpose
corporation under the Social Purpose Corporations Act.

(4) If the—seeraIer—F&epeH&bPe social purpose corporation is a

social purpose corporation subject to the

Banking Law (Division 1 (commencing with Section 99) of the
Financial Code), the articles shall set forth a statement of purpose
that is prescribed by the applicable provision of the Banking Law
(Division 1 (commencing with Section 99) of the Financial Code)

(5 If the-sectay+respensible social purpose corporation is a
seetaly—+respensible social purpose corporation subject to the
Insurance Code as an insurer, the articles shall additionally state

that the business of the-seeraly—+espensible social purpose
corporation isto be an insurer.

(6) If the-seetay—respensible social purpose corporation is
intended to be a professional corporation within the meaning of
the Moscone-Knox Professional Corporation Act (Part 4
(commencing with Section 13400) of Division 3), the articles shall
additionally contain the statement required by Section 13404. The
articles shall not set forth any further or additional statement with
respect to the purposes or powers of the socialy responsible
corporation, except by way of limitation or except as expressly
required by any law of this state, other than this division, or any
federal or other statute or regulation, including the Internal Revenue
Code and regulations thereunder as a condition of acquiring or
maintaining a particular status for tax purposes.

(7)) If the—seeraH—y—r%pensrb’re social purpose corporation is a

close-seetraly+espensible social purpose corporation, a statement
asrequired by subdivision (a) of Section 158.

() The name and street address in this state of the —seetalty
respensible social purpose corporation’s initial agent for service
of process in accordance with subdivision (b) of Section 1502.

(d) Theinitial street address of the corporation.

(e) Theinitia mailing address of the corporation, if different
from the initial street address.

(f) If the-seetraly—respensible social purpose corporation is

authorized to issue only one class of shares, the total number of
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shares that the-seetaly-respensible social purpose corporation is
authorized to issue.

(g) If the-sectaly—+respensible social purpose corporation is
authorized to issue more than one class of shares, or if any class
of sharesisto have two or more series, the articles shall state:

(1) The total number of shares of each class that the -sectaty
respensible social purpose corporation is authorized to issue and
the total number of shares of each series that the—soetay
respensible social purpose corporation is authorized to issue or
that the board isauthorized to fix the number of shares of any such
series.

(2) The designation of each class and the designation of each
seriesor that the board may determine the designation of any such
series.

(3) Therights, preferences, privileges, and restrictions granted
to or imposed upon the respective classes or series of sharesor the
holdersthereof, or that the board, within any limitsand restrictions
stated, may determine or ater the rights, preferences, privileges,
and restrictions granted to or imposed upon any wholly unissued
classof sharesor any wholly unissued series of any class of shares.
Asto any seriesthe number of shares of which isauthorized to be
fixed by the board, the articles may also authorize the board, within
the limits and restrictions stated in the article or in any resolution
or resolutions of the board originally fixing the number of shares
constituting any series, to increase or decrease, but not below the
number of shares of such series then outstanding, the number of
shares of any series subsequent to theissue of shares of that series.
If the number of shares of any series shall be so decreased, the
shares constituting that decrease shall resume the status which they
had prior to the adoption of the resolution originally fixing the
number of shares of that series.

SEC. 38. Section 2603 of the Corporations Code is amended
to read:

2603. The articles of incorporation may set forth:

(@ Any or all of the following provisions, which shall not be
effective unless expressly provided in the articles:

(1) Granting, with or without limitations, the power to levy
assessments upon the shares or any class of shares.

(2) Granting to shareholders preemptive rights to subscribe to
any or all issues of shares or securities.
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(3) Specid qualifications of persons who may be shareholders.

(4) A provisionlimiting the duration of the seetatty-respensibte
social purpose corporation’s existence to a specified date.

(5) A provisionrequiring, for any or all corporate actions, except
as provided in Section 303, subdivision (b) of Section 402.5,
subdivision (c) of Section 708, and Section 1900, the vote of a
larger proportion or of al of the shares of any class or series, or
the vote or quorum for taking action of alarger proportion or of
al of the directors, than is otherwise required by Division 1
(commencing with Section 100) or this division.

(6) So long as consistent with the purpose of the—seetaly
f&epensih’re social purpose corporation as set forth in the articles
in accordance with subdivision (b) of Section 2602, a provision

[imiting or restricting the businessin which the seetaly-respensible
social purpose corporatl on may engage or the powers which the

seetaly-respensible social purpose corporation may exercise, or
both.

(7) A provision conferring upon the holders of any evi dences
of indebtedness, issued or to beissued by th
social purpose corporation, the right to vote in the election of the
directors and on any other matters on which shareholders may
vote.

(8) A provision conferring upon shareholders the right to
determine the consideration for which shares shall be issued.

(9) A provision requiring the approval of the shareholders
(Section 153) or the approval of the outstanding shares (Section
152) for any corporate action, even though not otherwise required
by Division 1 (commencing with Section 100) or thisdivision.

(10) Provisions eliminating or limiting the personal liability of
adirector for monetary damages in an action brought by or in the
right of the-seetaly—+espensible social purpose corporation for
breach of adirector’sdutiesto the socially responsible corporation
and its shareholders, as set forth in Section 2700, subject to the
following:

(A) The provision may not eliminate or limit the liability of
directors (i) for acts or omissions that involve intentional
misconduct or a knowing and culpable violation of law, (ii) for
acts or omissions that adirector believesto be contrary to the best

interests of the-seetaly-respensible social purpose corporation or
its shareholders and its corporate purposes as expressed in its
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articles, or that involve the absence of good faith on the part of the
director, (iii) for any transaction from which a director derived an
improper persona benefit, (iv) for acts or omissions that show a
recklessdisregard for the director’sduty to theseeraler—Fapeﬁsere
social purpose corporation or its shareholdersin circumstancesin
which the director was aware, or should have been aware, in the
ordinary course of performing a director’s duties, of a risk of
serious injury to the socially responsible corporation, its
shareholders, or its corporate purposes as expressed in its articles,
(v) for acts or omissions that constitute an unexcused pattern of
inattention that amounts to an abdication of the director’s duty to
the—soctally—respensible social purpose  corporation, its
shareholders, or its corporate purposes as expressed in its articles
pursuant to Section 2602, or (vi) under Section 310 or 2701.

(B) The provision shall not eliminate or limit the liability of a
director for any act or omission occurring prior to the date on which
the provision becomes effective.

(C) Theprovision shall not eliminate or limit the liability of an
officer for any act or omission as an officer, notwithstanding that
the officer isaso adirector or that his or her actions, if negligent
or improper, have been ratified by the directors.

(11) A provision authorizing, whether by bylaw, agreement, or
otherwise, the indemnification of agents of the-seetaly+espensible
social purpose corporation for breach of duty to the-seeraHy
respensible social purpose corporation and its shareholders,
provided, however, that the provison may not provide for
indemnification of any agent for any acts or omissions or
transactions from which adirector may not be relieved of liability
asdescribed in subparagraphs (A), (B), and (C) of paragraph (10).

Notwithstanding this subdivision, bylaws may require, for all
or any actions by the board, the affirmative vote of a mgority of
the authorized number of directors. Nothing contained in this
subdivision shall affect the enforceability, as between the parties
thereto, of any lawful agreement not otherwise contrary to public
policy.

(b) Reasonable restrictions upon the right to transfer or
hypothecate shares of any class or classes or series, except that no
restriction shall be binding with respect to shares issued prior to
the adoption of the restriction unless the holders of those shares
voted in favor of the restriction.

98



— 37— SB 1301

(c) The names and addresses of the persons appointed to act as
initial directors.

(d) Any other provision, not in conflict with law, for the
management of the business and for the conduct of the affairs of
theseeraler—FeqseH&bPe social purpose corporation, including any
provision that isrequired or permitted by this division to be stated
in the bylaws.

SEC. 39. Section 2604 of the Corporations Code is amended
to read:

2604. Subject to any limitation contained in the articles, to
compliance with any other applicable laws, and to consistency

with the special purpose of theseeraler—F&epeﬂste social purpose

corporation, any-seetaty-respensible social purpose corporation
other than aseetaly-respensible social purpose corporation subject
to the Banking Law or a professional-seeiatty-respensibte social
purpose corporation may engage in any business activity. A
seetaly—respensible social purpose corporatlon subject to the
Banking Law or a professiona socially responsible corporation
may engage in any business activity not prohibited by the
respective statutes and regulations to which it is subject.

SEC. 40. Section 2605 of the Corporations Code is amended
to read:

2605. Subject to any limitations contained in the articles, to
compliance with other provisions of this division and any other
applicablelaws, and to consistency with the special purpose of the
soetalty—respensible social purpose corporation, a—seetalty
respensible social purpose corporation shall have all the powers
of anatural personin carrying out its business activities, including,
without limitation, the power to:

(@) Adopt, use, and at will alter acorporate seal. Failureto affix
aseal does not affect the validity of any instrument.

(b) Adopt, amend, and repeal bylaws.

(c) Qualify to do business in any other state, territory,
dependency, or foreign country.

(d) Subject to the provisions of Section 510, issue, purchase,
redeem, receive, take or otherwise acquire, own, hold, sell, lend,
exchange, transfer or otherwise dispose of, pledge, use, and
otherwise deal in and with its own shares, bonds, debentures, and
other securities.
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(e) Makedonations, regardless of specific corporate benefit, for
the public welfare or for a community fund, hospital, charitable,
educational, scientific, civic, or similar purposes.

(f) Pay pensions, and establish and carry out pension,
profit-sharing, share bonus, share purchase, share option, savings,
thrift, and other retirement, incentive, and benefit plans,—trusts
trusts, and provisions for any or al of the directors, officers, and
employees of the-seetayrespensible social purpose corporation
or any of its subsidiaries or affiliates, and to indemnify and
purchase and maintain insurance on behalf of any fiduciary of
these plans, trusts, or provisions.

(g) Subject to the provisions of Section 315, assume obligations,
enter into contracts, including contracts of guaranty or suretyship,
incur liabilities, borrow and lend money and otherwise use its
credit, and secure any of its obligations, contracts, or liabilities by
mortgage, pledge, or other encumbrance of al or any part of its
property,franehises franchises, and income.

(h) Participate with othersin any partnership, joint venture, or
other association, transaction, or arrangement of any kind, whether
or not that participation involves sharing or delegation of control
with or to others.

SEC. 41. Section 2700 of the Corporations Code is amended
to read:

2700. (a) A director shall perform the duties of a director,
including duties as amember of any committee of the board upon
which the director may serve, in good faith, in amanner the director
believes to be in the best interests of the socially responsible
corporation and its shareholders, and with that care, including
reasonable inquiry, as an ordinarily prudent person in a like
position would use under similar circumstances.

(b) In performing the duties of a director, a director shall be
entitled to rely upon information, opinions, reports, or statements,
including financial statements and other financial data, in each
case prepared or presented by any of the following:

(1) An officer or employee of the socially responsible
corporation whom the director believes to be reliable and
competent in the matters presented.

(2) Counsel, independent accountants, or other persons as to
matters which the director believes to be within that person’s
professional or expert competence.
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(3) A committee of the board upon which the director does not
serve, as to matters within its designated authority, which
committee the director believesto merit confidence, so long asthe
director actsin good faith, after reasonable inquiry when the need
therefor isindicated by the circumstances and without knowledge
that would cause that reliance to be unwarranted.

(c) In discharging his or her duties, a director shall consider
those factors, and give weight to those factors, as the director
deems relevant, including the short-term and long-term prospects

of the-seetaly—+respensible social purpose corporation, the best
interests of theseetaly-respensible social purpose corporation and

its sharehol ders, and the purposes of theseetalyrespensible social
purpose corporation as set forth inits articles.

(d) A personwho performsthe duties of adirector in accordance
with subdivisions (a), (b), and (c) shall have no liability based
upon any alleged failure to discharge the person’s obligations as
adirector. The liability of a director for monetary damages may
be eliminated or limited by a-seetaly-respensible social purpose

corporation’s articles to the extent provided in paragraph (10) of
subdivision (a) of Section 2603.
(e NotW|thstand| ng any of the purposes set forth initsarticles,
social purpose corporation shall not be
deemed to hold any of its assets for the benefit of any party other
than its shareholders. However, nothing in this division shall be
construed as negating existing charitable trust principles or the
Attorney General’ sauthority to enforce any charitable trust created.

(f) Nothing in this section, express or implied, is intended to
create or grant or shall create or grant any right in or for any person
or any cause of action by or for any person, and a director shall
not be responsibleto any party other than the-seetalyrespensibte
social purpose corporation and its shareholders.

SEC. 42. Section 2701 of the Corporations Code is amended
to read:

2701. (&) Subject to Section 2700, directors of a—seeialy
respensible social purpose corporation who approve any of the
following corporate actions shall be jointly and severally liableto
the-seetattyrespensibte social purpose corporation for the benefit
of all of the creditors or shareholders entitled to institute an action
under subdivision (c):
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(1) The making of any distribution to its shareholders to the
extent that it is contrary to the provisions of Sections 500 to 503,
inclusive.

(2) Thedistribution of assetsto shareholders after institution of

dissolution proceedings of the-seetaly+espensible social purpose

corporation, without paying or adequately providing for all known
liabilities of the-seetaly—+espensible social purpose corporation,
excluding any claims not filed by creditors within the time limit
set by the court in a notice given to creditors under Chapter 18
(commencing with Section 1800) of Division 1, Chapter 20
(commencing with Section 1900) of Division 1, and Chapter 20
(commencing with Section 2000).

(3) The making of any loan or guaranty contrary to Section
2715.

(b) A director who is present at a meeting of the board, or any
committee of the board, at which an action specified in subdivision
(a) istaken and who abstainsfrom voting, shall be deemed to have
approved the action.

(c) Suit may be brought in the name of th
social purpose corporation to enforce the liability as follows:

(1) Under paragraph (1) of subdivision (a) against any or all
directors liable, by the persons entitled to sue under subdivision
(b) of Section 506.

(2) Under paragraph (2) or (3) of subdivision (a) against any or
al directors liable, by any one or more creditors of the—seeralw
respensible social purpose corporation whose debts or claimsarose
prior to the time of any of the corporate actions specified in
paragraph (2) or (3) of subdivision (a) and who have not consented
to the corporate action, regardless of whether they have reduced
their claims to judgment.

(3) Under paragraph (3) of subdivision (a) against any or all
directorsliable, by any one or more holders of shares outstanding
at the time of any corporate action specified in paragraph (3) of
subdivision (a) who have not consented to the corporate action,
without regard to the provisions of Section 2900.

(d) The damages recoverable from adirector under this section
shall be the amount of the illegal distribution, or if the illegal
distribution consists of property, the fair market value of that
property at thetime of theillegal distribution, plusinterest thereon
from the date of the distribution at the legal rate on judgments until
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paid, together with all reasonably incurred costs of appraisal or
other valuation, if any, of that property or loss suffered by the
seetraly-respensible social purpose corporation as a result of the
illegal loan or guaranty, respectively, but not exceeding the
liabilities of the-seetaly—+espensible social purpose corporation
owed to nonconsenting creditors at the time of the violation and
the injury suffered by nonconsenting shareholders.

(e) Any director sued under this section may implead all other
directorsliable and may compel contribution, either in that action
or in an independent action against directors not joined in that
action.

() Directors liable under this section shall also be entitled to
be subrogated to the rights of the socially responsible corporation:

(1) With respect to paragraph (1) of subdivision (a), against
shareholders who received the distribution.

(2) With respect to paragraph (2) of subdivision (a), against
shareholders who received the distribution of assets.

(3) With respect to paragraph (3) of subdivision (a), against the
person who received the loan or guaranty.

Any director sued under this section may file a cross-complaint
against the person or persons who are liable to the director as a
result of the subrogation provided for in this subdivision or may
proceed against them in an independent action.

SEC. 43. Section 2702 of the Corporations Code is amended
to read:

2702. (a) For the purposes of this section:

(1) “Agent” meansany person who is or was a director, officer,
empl oyee, or other agent of the socially responsible corporation,
or isor was serving at the request of the-seetaty+espensible social
pur pose corporation as a director, officer,-empteyee employee, or
agent of another foreign or domestic corporation, partnership, joint
venture, trust, or other enterprise, or was a director, officer,
employee, or agent of a foreign or domestic corporation which
was a predecessor corporation of the-seetaly—respensible social
purpose corporation or of another enterprise at the request of the
predecessor corporation.

(2) “Proceeding” means any threatened, pending, or completed
action or proceeding, whether civil, criminal, administrative, or
investigative.
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(3) “Expenses’ includes without limitation attorneys fees and
any expenses of establishing a right to indemnification under
subdivision (b).

(b) Subject to the standards and restrictions, if any, set forth in
its articles or bylaws, and subject to the limitations required by
paragraph (11) of subdivision (a) of Section 2603, a-soetaHy
respensible social purpose corporation may indemnify and hold
harmless any agent or any other person from and against any and
all claims and demands whatsoever.

(c) Expenses incurred in defending any proceeding may be
advanced by the-seetaly—+espensible social purpose corporatl on
prior to the final disposition of the proceeding. The provisions of
subdivision (a) of Section 315 do not apply to advances made
pursuant to this subdivision.

(d) A—seeialty—respensible social purpose corporation may
purchase and maintain insurance on behalf of any of its agents
against any liability asserted against or incurred by the agent in
that capacity or arising out of the agent’s status as an agent
regardless of whether the-seetalty—respensibte social purpose
corporation would have the power to indemnify the agent against
that liability under this section. Thefact that
social purpose corporation owns all or a portion of the shares of
the company issuing a policy of insurance shall not render this
subdivision inapplicable if either of the following conditions are
satisfied:

(1) The insurance provided by this subdivision is limited as
indemnification is required to be limited by paragraph (11) of
subdivision (a) of Section 2603.

(2) (A) Thecompany issuing theinsurance policy isorganized,
licensed, and operated in amanner that complieswith theinsurance
laws and regulations applicable to itsjurisdiction of organization.

(B) The company issuing the policy provides procedures for
processing claims that do not permit that company to be subject
to the direct control of the-seetaly—+espensible social purpose
corporation that purchased that policy.

(C) Thepolicy issued providesfor some manner of risk sharing
between the issuer and purchaser of the policy, on one hand, and
some unaffiliated person or persons, on the other, such as by
providing for more than one unaffiliated owner of the company
issuing the policy or by providing that a portion of the coverage
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furnished will be obtained from some unaffiliated insurer or
reinsurer.

(e) This section does not apply to any proceeding against any
trustee, investment manager, or other fiduciary of an employee
benefit plan in that person’s capacity as such, even though the
person may also be an agent as defined in subdivision (a) of the

employer—seetally—respensible social purpose corporation. A

seetalyrespensible social purpose corporation shall have power
to indemnify atrustee, investment manager, or other fiduciary to

the extent permitted by subdivision (f) of Section 2605.

SEC. 44. Section 2800 of the Corporations Code is amended
to read:

2800. (a) All certificates representing shares of a-seetaly
respensible social purpose corporation shall contain, in addition
to any other statements required by this section, the following
conspi cuous language on the face of the certificate.

“Thisentity is asectaty-respenstble social purpose corporation
organized under Division 1.5 of the California Corporations Code.
Thearticlesof this corporation state one or more purposes required
by law. Refer to the articles on file with the Secretary of State, and
the bylaws and any agreements on file with the secretary of the
corporation, for further information.”

(b) There shall aso appear on the certificate, the initial
transaction statement, and written statements, unless stated or
summarized under subdivision (a) or (b) of Section 417, the
statementsrequired by all of the following, to the extent applicable:

(1) The fact that the shares are subject to restrictions upon
transfer.

(2) If thesharesare assessable or are not fully paid, a statement
that they are assessable or the statements required by subdivision
(d) of Section 409 if they are not fully paid.

(3) The fact that the shares are subject to a voting agreement
under subdivision (a) of Section 706 or anirrevocable proxy under
subdivision (e) of Section 705 or restrictions upon voting rights
contractually imposed by the-seetaly-respensible social purpose
corporation.

(4) Thefact that the shares are redeemable.
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(5) The fact that the shares are convertible and the period for
conversion.

Statements or references to statements on the face of the
certificate, theinitial transaction statement, and written statements
required by paragraph (1) or (2) shall be conspicuous.

(c) Unless stated on the certificate, the initial transaction
statement, and written statements as required by subdivision (a),
no restriction upon transfer, no right of redemption and no voting
agreement under subdivision (@) of Section 706, no irrevocable
proxy under subdivision (e) of Section 705, and no voting
restriction imposed by the—seeral—l—y—Fﬁpeﬁsbte social purpose
corporation shall be enforceable against atransferee of the shares
without actual knowledge of the restriction, right, agreement, or
proxy. With regard only to liability to assessment or for the unpaid
portion of the subscription price, unless stated on the certificate
asrequired by subdivision (a), that liability shall not be enforceable
against a transferee of the shares. For the purpose of this
subdivision, “transferee” includes a purchaser from the-soetraly

ible social purpose corporation.

(d) All certificates representing shares of a close—seeiaHy
respensible social purpose corporation shall contain, in addition
to any other statements required by this section, the following
conspi cuous legend on the face thereof:

“Thissoetatty-respensible social purpose corporation isaclose

social purpose corporation. The number of
holders of record of its shares of all classes cannot exceed
(a number not in excess of 35). Any attempted voluntary inter
vivos transfer which would violate thisrequirement isvoid. Refer
to the articles,-bytaws bylaws, and any agreementson filewith the
secretary of the-seetalty-respensible social purpose corporation

for further restrictions.”

(e) Any attempted voluntary inter vivos transfer of the shares
of a cIose—seeraHy—F&qeeH&bPe social purpose corporation that
would result in the number of holders of record of its shares
exceeding the maximum number specified initsarticlesisvoid if
the certificate contains the legend required by subdivision (c).

(f) Notwithstanding any other subdivision, the certificates
representing shares of a corporation formed pursuant to this
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divison as a “flexible purpose corporation” before January 1,
2015, shall continue to be valid even if the certificates reference
a “flexible purpose corporation.” A corporation formed pursuant
to this division before January 1, 2015, may, but is not required
to, reissue certificates to replace “flexible purpose corporation”
with—soetaly—respensible” social purpose corporation” as
applicable. Any reference to a “flexible purpose corporation” or
any abbreviation of that term in certificates representing shares of
a corporation formed pursuant to this division before January 1,
2015, shall also be a reference to—secialy—respensible “ social
purpose corporation.”

SEC. 45. Section 2900 of the Corporations Code is amended
to read:

2900. (a) Asusedin thissection:

(1) “Seetayrespensible’ Social purpose corporation” includes
an unincorporated association.

(2) “Board” includes the managing body of an unincorporated
association.

(3) “Shareholder” includes a member of an unincorporated
association.

(4) “Shares” includes memberships in an unincorporated
association.

(b) No action may be instituted or maintained in right of any

domestic or foreign-seetalty+espensible social purpose corporation
under this section by any party other than a shareholder of the

soetatty-respensible social purpose corporation.

(c) No action may be instituted or maintained in right of any
domestic or foreign-seetathy-respensible social purpose corporation
by any holder of sharesor of voting trust certificates of thesoetay
respensible social purpose corporation unless both of the following
conditions exist:

(1) The plaintiff alleges in the complaint that plaintiff was a
shareholder, of record or beneficialy, or the holder of voting trust
certificates at the time of the transaction or any part thereof of
which plaintiff complains or that plaintiff’s shares or voting trust
certificates thereafter devolved upon plaintiff by operation of law
from a holder who was a holder at the time of the transaction or
any part thereof complained of. Any shareholder who does not
meet these requirements may nevertheless be allowed, in the
discretion of the court, to maintain the action on a preliminary
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showing to and determination by the court, by motion and after a
hearing, at which the court shall consider the evidence by affidavit
or testimony, as it deems material, of all of the following:

(A) There is a strong prima facie case in favor of the claim
asserted on behalf of the-seetaly—+espensible social purpose
corporation.

(B) Noother similar action hasbeen or islikely to beinstituted.

(C) Theplaintiff acquired the shares before there was disclosure
to the public or to the plaintiff of the wrongdoing of which plaintiff
complains.

(D) Unless the action can be maintained the defendant may
retain again derived from defendant’swillful breach of afiduciary
duty.

(E) The requested relief will not result in unjust enrichment of

the—seerally—respensible social purpose corporation or any

sharehol der of theseeralﬂ'—Faseﬁsb’re social purpose corporation.
(2) The plaintiff alleges in the complaint with particularity

plaintiff’s efforts to secure from the board the action as plaintiff
desires, or thereasonsfor not making that effort, and alleges further
that plaintiff has either informed the socialy responsible
corporation or the board in writing of the ultimate facts of each
cause of action against each defendant or delivered to the-seetalty
respensible social purpose corporation or the board atrue copy of
the complaint which plaintiff proposesto file.

(d) Inany actionreferredto in subdivision (b), at any timewithin
30 days after service of summons upon the socially responsible
corporation or upon any defendant who is an officer or director of
the-seetaly—+espensible social purpose corporation, or held that
office at the time of the acts complained of , the secialhy+espensible
social purpose corporation or the defendant may move the court
for an order, upon notice and hearing, requiring the plaintiff to
furnish abond as hereinafter provided. The motion shall be based
upon one or both of the following grounds:

(1) There is no reasonable possibility that the prosecution of
the cause of action alleged in the complaint against the moving
party will benefit the—soetaly—respensible social purpose
corporation or its shareholders.

(2) The moving party, if other than the socially responsible
corporation, did not participate in the transaction complained of
in any capacity.
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The court on application of the socially responsible corporation
or any defendant may, for good cause shown, extend the 30-day
period for an additional period or periods not exceeding 60 days.

(e) Atthehearing upon any motion pursuant to subdivision (c),
the court shall consider the evidence, written or oral, by witnesses
or affidavit, as may be material to the ground or grounds upon
which the motion is based, or to a determination of the probable
reasonable expenses, including attorney’s fees, of the—seetally
respensible social purpose corporation and the moving party that
will beincurred in the defense of the action. If the court determines,
after hearing the evidence adduced by the parties, that the moving
party has established a probability in support of any of the grounds
upon which the motion is based, the court shall fix the amount of
the bond, not to exceed fifty thousand dollars ($50,000), to be
furnished by the plaintiff for reasonable expenses, including
attorney’s fees, which may be incurred by the moving party and
the-soetathy-respensible social purpose corporation in connection
with the action, including expenses for which the—sectaly
respensible social purpose corporation may becomeliable pursuant
to Section 2702. A ruling by the court on the motion shall not be
adetermination of any issue in the action or of the merits thereof.
If the court, upon the motion, makes a determination that a bond
shall be furnished by the plaintiff asto any one or more defendants,
the action shall be dismissed as to the defendant or defendants,
unless the bond required by the court has been furnished within
such reasonabl e time as may be fixed by the court.

(f) If the plaintiff, either before or after a motion is made
pursuant to subdivision (c), or any order or determination pursuant
to the motion, furnishes a bond in the aggregate amount of fifty
thousand dollars ($50,000) to secure the reasonable expenses of
the parties entitled to make the motion, the plaintiff shall be deemed
to have complied with the requirements of this section and with
any order for a bond theretofore made, and any motion then
pending shall be dismissed and no further or additional bond shall
be required.

(g) If amotionisfiled pursuant to subdivision (c), no pleadings
need befiled by theseeialy-respensibte social purpose corporation
or any other defendant and the prosecution of the action shall be
stayed until 10 days after the motion has been disposed of.
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SEC. 46. Section 3000 of the Corporations Code is amended
to read:

3000. (a) A proposed amendment to the articles of aseeialy
respensible social purpose corporation shall be approved by the
outstanding shares of a class, regardless of whether that class is
entitled to vote thereon by the provisions of the articles, if the
amendment would:

(1) Increase or decrease the aggregate number of authorized
shares of that class, other than an increase as provided in either
subdivision (b) of Section 405 or subdivision (b) of Section 902.

(2) Effect an exchange, reclassification, or cancellation of all
or part of the shares of that class, including a reverse stock split
but excluding a stock split.

(3) Effect an exchange, or create aright of exchange, of all or
part of the shares of another classinto the shares of that class.

(4) Change the rights, preferences,—priviteges privileges, or
restrictions of the shares of that class.

(5) Create anew class of shares having rights, preferences, or
privileges prior to the shares of that class, or increase the rights,
preferences, or privileges or the number of authorized shares of
any classhaving rights, preferences, or privilegesprior to the shares
of that class.

(6) Inthecaseof preferred shares, dividethe sharesof any class
into series having different rights, preferences, privileges, or
restrictions or authorize the board to do so.

(7) Cancel or otherwise affect dividends on the shares of that
class that have accrued but have not been paid.

(b) A proposed amendment shall be approved by an affirmative
vote of at least two-thirds of the outstanding shares of each class,
or agreater vote if required in the articles, regardiess of whether
that classisentitled to vote thereon by the provisions of the articles,
if the amendment would materially alter any specia purpose of
the-soetaly+espensible social purpose corporation stated in the
articles pursuant to paragraph (2) of subdivision (b) of Section
2602, regardless of whether that purpose, as amended, would
comply with the provisions of that paragraph.

(c) Different seriesof the same class shall not constitute different
classes for the purpose of voting by classes except when a series
isadversely affected by an amendment in a different manner than
other shares of the same class.
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(d) Inadditionto approval by aclassasprovided in subdivisions
(a) and (b), a proposed amendment shall also be approved by the
outstanding voting shares (Section 152).

SEC. 47. Section 3001 of the Corporations Code is amended
to read:

3001. (a) A-seetraly-respensible social purpose corporation
may, by amendment of its articles pursuant to this section, convert
to anonprofit public benefit corporation, nonprofit mutual benefit
corporation, nonprofit religious corporation, or cooperative
corporation.

(b) The amendment of the articles to convert to a nonprofit
corporation shall revise the statement of purpose, delete the
authorization for shares and any other provisions relating to
authorized or issued shares, make other changes as may be
necessary or desired, and, if any shares have been issued, provide
either for the cancellation of those shares or for the conversion of
those shares to memberships of the nonprofit corporation. The
amendment of the articlesto convert to a cooperative corporation
shall revise the statement of purpose, make other changes as may
be necessary or desired, and, if any shares have been issued,
provide for the cancellation of those shares or for the conversion
of those shares to memberships of the cooperative corporation, if
necessary.

(c) If shares have been issued, an amendment to convert to a
nonprofit corporation shall be approved by all of the outstanding
sharesof al classesregardless of limitations or restrictions on their
voting rights and an amendment to convert to a cooperative
corporation shall be approved by the outstanding shares of each
classregardless of limitations or restrictionson their voting rights.

(d) If an amendment pursuant to this section is included in a
merger agreement, the provisions of this section shall apply, except
that any provision for cancellation or conversion of shares shall
be in the merger agreement rather than in the amendment of the
articles.

(e) Notwithstanding subdivision (c), if a socially responsible
corporation is a mutual water company within the meaning of
Section 2705 of the Public Utilities Code and under the terms of
the conversion each outstanding shareis converted to amembership
of anonprofit mutual benefit corporation, an amendment to convert
to anonprofit mutual benefit corporation shall be approved by the
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outstanding shares of each class regardiess of limitations or
restrictions on their voting rights.

SEC. 48. Section 3002 of the Corporations Code is amended
to read:

3002. (a) A-seetaly—+espensible social purpose corporation
may, by amendment of its articles pursuant to this section, convert
to a domestic corporation.

(b) The amendment of the articles to convert to a domestic
corporation shall revise the statement of purpose to delete any
provisions in the articles that are permitted by Section 2602, but
that are not permitted to bein the articles of adomestic corporation.

(c) If shares have been issued, an amendment to convert to a
domestic corporation shall be approved by an affirmative vote of
at least two-thirds of the outstanding shares of each class, or a
greater vote if required in the articles, regardless of whether that
classis entitled to vote thereon by the provisions of the articles.
If the conversion isapproved, shareholderswith dissenting shares,
as defined in subdivision (b) of Section 1300, may exercise
dissenters rights pursuant to Section 3305 and Chapter 13
(commencing with Section 1300) of Division 1.

(d) If an amendment pursuant to this section is included in a
merger agreement, the provisions of this section shall apply, except
that any provision for cancellation or conversion of shares shall
be in the merger agreement rather than in the amendment of the
articles.

SEC. 49. Section 3100 of the Corporations Code is amended
to read:

3100. (a) A-seetaly—+espensible social purpose corporation
may sell, lease, convey, exchange, transfer, or otherwise dispose
of all or substantially al of its assets when the principal terms of
the transaction are approved by the board and are approved by an
affirmative vote of at least two-thirds of the outstanding shares of
each class, or a greater vote if required in the articles, regardless
of whether that classis entitled to vote thereon by the provisions
of the articles, either before or after approval by the board and
before the transaction. A transaction constituting a reorganization
shall be subject to Chapter 12 (commencing with Section 1200)
of Division 1 and Chapter 10 (commencing with Section 3400) of
this division and shall not be subject to this section, other than
subdivision (d). A transaction constituting a conversion shall be
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subject to Chapter 11.5 (commencing with Section 1150) of
Division 1 and Chapter 9 (commencing with Section 3300) of this
division and shall not be subject to this section.

(b) Notwithstanding approval of two-thirds of the outstanding
shares, the board may abandon the proposed transaction without
further action by the sharehol ders, subject to the contractual rights,
if any, of third parties.

(c) The sale, lease, conveyance, exchange, transfer, or other
disposition may be made upon those terms and conditions and for
that consideration as the board may deem in the best interests of
the—seerally—respensible social purpose corporation. The
consideration may be money, securities, or other property.

(d) If theacquiring party in atransaction pursuant to subdivision
(a) or subdivision (g) of Section 2001 is in control of or under
common control with the disposing socialy responsible
corporation, the principal terms of the sale shall be approved by
at least 90 percent of the voting power of the disposing-secialy
respenstble social purpose corporation unlessthe dispositionisto
adomestic or foreign other business entity or-seetaly-respensible
social purpose corporation, the articles of incorporation of which
specify materially the same purposes, in consideration of the
nonredeemable common shares or nonredeemabl e equity securities
of the acquiring party or its parent.

(e) Subdivision (d) shall not apply to a transaction if the
Commissioner of Corporations, the Commissioner of Financial
Institutions, the Insurance Commissioner, or the Public Utilities
Commission has approved the terms and conditions of the
transaction and the fairness of those terms and conditions pursuant
to Section 25142, Section 696.5 of the Financial Code, Section
838.5 of the Insurance Code, or Section 822 of the Public Utilities
Code.

SEC. 50. Section 3200 of the Corporations Code is amended
to read:

3200. If any disappeari ng—seeraler—FeﬁpeHsere social purpose
corporation in a merger is a cl ose—seeral—l—y—reqseﬁerb’re social
pur pose corporation and the surviving-seetaly-respensible social

purpose corporation is not a close-seetaly—respensible social
purpose corporation, the merger shall be approved by an

affirmative vote of at least two-thirds of the outstanding shares of
each class, or a greater vote if required in the articles, regardless

98



SB 1301 —52—

OCO~NOUITPA,WNE

of whether that classis entitled to vote thereon by the provisions
of the articles, of the disappearing-seetaty—respensible social
purpose corporation. The articles may provide for a lesser vote,
but not lessthan amagjority of the outstanding shares of each class.

SEC. 51. Section 3201 of the Corporations Code is amended
to read:

3201. If any disappearing corporation in amerger is aseetaty
respensible social purpose corporation and the surviving entity is
not a-seeraly—+respensible social purpose corporation, or is a

seetaly—+respensible social purpose corporation the articles of
incorporation of which set forth materialy different purposes, the

merger shall be approved by an affirmative vote of at least
two-thirds of the outstanding shares of each class, or agreater vote
if required in the articles, regardless of whether that classisentitled
to vote thereon by the provisions of thearticles, of the disappearing
seetaly-respensible social purpose corporation. If the merger is
approved, shareholders with dissenting shares, as defined in
subdivision (b) of Section 1300, may exercise dissenters rights
pursuant to Section 3305 and Chapter 13 (commencing with
Section 1300) of Division 1.

SEC. 52. Section 3202 of the Corporations Code is amended
to read:

3202. If a disappearing-seeialy—+espensible social purpose
corporation in a merger is a-soetaly-respensible social purpose
corporation governed by thisdivision and the surviving corporation
isanonprofit public benefit corporation, anonprofit mutual benefit
corporation, or a nonprofit religious corporation, the merger shall
be approved by all of the outstanding shares of all classes of the
disappearing—secialy—respensible social purpose corporation,
regardless of limitations or restrictions on their voting rights,
notwithstanding any provision of Chapter 10 (commencing with
Section 3400).

SEC. 53. Section 3203 of the Corporations Code is amended
to read:

3203. (a) Any one or moresecialy-respensible social purpose

corporations may merge with one or more other business entities.

One or more domestic—seetaly—respensible social purpose

corporations not organized under this division and one or more
foreign corporations may be partiesto the merger. Notwithstanding

this section, the merger of any number of-seeialy—respensible
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social purpose corporations with any number of other business
entities may be effected only if:

(1) In a merger in which a domestic socially responsible
corporation not organized under this division or a domestic other
business entity is aparty, it is authorized by the laws under which
it is organized to effect the merger.

(2) In amerger in which aforeign corporation is a party, it is
authorized by the laws under which it is organized to effect the
merger.

(3) In a merger in which a foreign other business entity is a
party, it is authorized by the laws under which it is organized to
effect the merger.

(b) Each-seetraly—+espensible social purpose corporation and
each other party that desires to merge shall approve, and shall be
a party to, an agreement of merger. Other persons, including a
parent party, may be partiesto the agreement of merger. The board
of eachseeraHJy'—Feepeﬁsb’re social purpose corporation that desires
to merge, and, if required, the shareholders, shall approve the
agreement of merger. The agreement of merger shall be approved
on behalf of each party by those persons required to approve the
merger by the laws under which it is organized. The agreement of
merger shall state:

(1) Thetermsand conditions of the merger.

(2) Thenameand place of incorporation or organization of each
party to the merger and the identity of the surviving party.

(3) The amendments, if any, subject to Sections 900, 902, 907,
and 3002 to the articles of the surviving-seetaly-respensible social
purpose corporation, if applicable, to be effected by the merger.
If any amendment changes the name of the surviving-seetaty
respenstble social purpose corporation, if applicable, the new name
may be, subject to subdivision (b) of Section 2601, the same as or
similar to the name of a disappearing party to the merger.

(4) The manner of converting the shares of each constituent

soetaly—respensible social purpose corporatlon into shares,

interests, or other securities of the surviving party. If any shares
of any constituent-sectaty-respensible social purpose corporation
are not to be converted solely into shares, interests, or other
securities of the surviving party, the agreement of merger shall
state (A) the cash, rights, securities, or other property that the
holders of those shares are to receive in exchange for the shares,
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which cash, rights, securities, or other property may bein addition
to or inlieu of shares, interests, or other securities of the surviving
party, or (B) that the shares are canceled without consideration.

(5) Any other details or provisions required by the laws under
which any party to the merger isorganized, including, if adomestic
corporation is a party to the merger, Section 3203, if a public
benefit corporation or a religious corporation is a party to the
merger, Section 6019.1, if amutual benefit corporation is a party
to the merger, Section 8019.1, if a consumer cooperative
corporation isaparty to the merger, Section 12540.1, if adomestic
limited partnership is a party to the merger, Section 15911.12, if
a domestic partnership is a party to the merger, Section 16911,
and if adomestic limited liability company isaparty to the merger,
Section 17551.

(6) Any other details or provisions as are desired, including,
without limitation, a provision for the payment of cash in lieu of
fractional sharesor for any other arrangement with respect thereto
consistent with the provisions of Section 407.

(c) Each share of the same class or series of any constituent

social purpose corporation, other than the
cancellation of shares held by a party to the merger or its parent,
or a wholly owned subsdlary of ether, in another constituent

social purpose corporation, shall, unless all
shareholders of the class or series consent and except as provided
in Section 407, be treated equally with respect to any distribution
of cash, rights, securities, or other property. Notwithstanding
paragraph (4) of subdivision (b), the nonredeemable common

shares of a constituent—seeialy—respensible social purpose

corporation may be converted only into nonredeemable common
shares of a surviving—seeraly—+respensibte social purpose
corporation or a parent party or nonredeemable equity securities
of asurviving party other than a socially responsible corporation
if another party to the merger or its parent owns, directly or
indirectly, prior to the merger shares of that corporation
representing more than 50 percent of the voting power of that
sectayrespensible social purpose corporation, unless all of the
shareholders of the class consent and except as provided in Section
407.

(d) Notwithstanding its prior approval, an agreement of merger
may be amended prior to the filing of the agreement of merger or
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the certificate of merger, as is applicable, if the amendment is
approved by the board of each constituent-seetaty—respensible
social purpose corporation and, if the amendment changes any of
the principal terms of the agreement, by the outstanding shares, if
required by Chapter 10 (commencing with Section 3400), in the
same manner asthe original agreement of merger. If the agreement
of merger as so amended and approved is aso approved by each
of the other parties to the agreement of merger, the agreement of
merger as so amended shall then constitute the agreement of
merger.

(e) Theboard of aconstituent-seetaHy-respensible social purpose
corporation may, in its discretion, abandon a merger, subject to
the contractua rights, if any, of third parties, including other parties
to the agreement of merger, without further approval by the
outstanding shares, at any time before the merger is effective.

(f) Each constituent—soetaly—respensible social purpose
corporation shall sign the agreement of merger by its chairperson
of the board, president, or avice president and also by its secretary
or an assistant secretary acting on behaf of their respective
corporations.

(9) (1) If thesurviving party isadomestic-seectatty-respensibte
social purpose corporation, or if adomestic corporation or aforeign
corporation, a public benefit corporation, a mutual benefit
corporation, a religious corporation, or a corporation organized
under the Consumer Cooperative Corporation Law (Part 2
(commencing with Section 12200) of Division 3) isaparty to the
merger, after required approvals of the merger by each constituent
seetaly+espensible social purpose corporation through approval
of the board and any approval of the outstanding shares required
by Chapter 10 (commencing with Section 3400) and by the other
parties to the merger, the surviving party shall file a copy of the
agreement of merger with an officers’ certificate of each constituent

domestic-seetaty—respensible social purpose corporation and

foreign-seetraly+espensible social purpose corporation attached
stating the total number of outstanding shares of each class entitled

to vote on the merger, and identifying any other person or persons
whose approval is required, that the agreement of merger in the
form attached or its principal terms, as required, were approved

by that-seetaly-respensible social purpose corporation by a vote
of a number of shares of each class that equaled or exceeded the
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vote required, specifying each class entitled to vote and the
percentage vote required of each class and, if applicable, by that
other person or persons whose approval is required, or that the
merger agreement was entitled to be and was approved by the
board alone, as provided in Section 3401, in the case of aseetalty
respenstble social purpose corporation subject to that section. If
equity securities of a parent party are to be issued in the merger,
the officers certificate of that controlled party shall state either
that no vote of the shareholders of the parent party was required
or that the required vote was obtained. In lieu of an officers
certificate, a certificate of merger, on a form prescribed by the
Secretary of State, shall befiled for each constituent other business
entity. The certificate of merger shall be executed and
acknowledged by each domestic constituent limited liability
company by all managers of the limited liability company, unless
a lesser number is specified in its articles or organization or
operating agreement, and by each domestic constituent limited
partnership by all general partners, unless a lesser number is
provided in its certificate of limited partnership or partnership
agreement, and by each domestic constituent general partnership
by two partners, unless a lesser number is provided in its
partnership agreement, and by each foreign constituent limited
liability company by one or more managers and by each foreign
congtituent general partnership or foreign constituent limited
partnership by one or more general partners, and by each
constituent reciprocal insurer by the chairperson of the board,
president, or vice president, and by the secretary or assistant
secretary, or, if a constituent reciprocal insurer has not appointed
those officers, by the chairperson of the board, president, or vice
president, and by the secretary or assistant secretary of the
constituent reciprocal insurer’s attorney-in-fact, and by each other
party to the merger by those persons required or authorized to
execute the certificate of merger by thelaws under which that party
isorganized, specifying for that party the provision of law or other
basis for the authority of the signing persons. The certificate of
merger shall set forth, if a vote of the shareholders, members,
partners, or other holders of interests of the constituent other
business entity was required, a statement setting forth the total
number of outstanding interests of each class entitled to vote on
the merger and that the agreement of merger in the form attached
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or its principal terms, as required, were approved by avote of the
number of interests of each classthat equaled or exceeded the vote
required, specifying each class entitled to vote and the percentage
vote required of each class, and any other information required to
be set forth under the laws under which the constituent other
business entity is organized, including, if a domestic limited
partnership is a party to the merger, subdivision (a) of Section
15911.14, if a domestic partnership is a party to the merger,
subdivision (b) of Section 16915, and, if adomestic limited liability
company isaparty to the merger, subdivision (a) of Section 17552.
The certificate of merger for each congtituent foreign other business
entity, if any, shall also set forth the statutory or other basis under
which that foreign other business entity is authorized by the laws
under which it is organized to effect the merger. The merger and
any amendment of the articles of the surviving-seetalty-respensible
social purpose corporation, if applicable, contained in the
agreement of merger shall be effective upon filing of the agreement
of merger with an officer’s certificate of each constituent domestic
corporation and foreign corporation and a certificate of merger for
each constituent other business entity, subject to subdivision (c)
of Section 110 and subject to the provisions of subdivision (j), and
the several parties thereto shall be one entity. If a domestic
reciprocal insurer organized after 1974 to provide medical
malpractice insurance is a party to the merger, the agreement of
merger or certificate of merger shall not be filed until there has
been filed the certificate issued by the Insurance Commissioner
approving the merger pursuant to Section 1555 of the Insurance
Code. The Secretary of State may certify acopy of the agreement
of merger separate from the officers' certificates and certificates
of merger attached thereto.

(2) If the surviving entity is an other business entity, and no
public benefit corporation, mutual benefit corporation, religious
corporation, or corporation organized under the Consumer
Cooperative Corporation Law (Part 2 (commencing with Section
12200) of Division 3) is a party to the merger, after required
approvals of the merger by each constituent-seeraly—+espensible
social purpose corporation through approval of the board and any
approval of the outstanding shares required by Chapter 10
(commencing with Section 3400) and by the other parties to the
merger, the parties to the merger shall file a certificate of merger
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inthe office of, and on aform prescribed by, the Secretary of State.
The certificate of merger shall be executed and acknowledged by
each constituent domestic and foreign-seetaly+espensible social
purpose corporation by its chairperson of the board, president, or
avice president and also by its secretary or an assistant secretary
and by each domestic constituent limited liability company by all
managers of the limited liability company, unless alesser number
is specified in its articles of organization or operating agreement,
and by each domestic constituent limited partnership by all general
partners, unless a lesser number is provided in its certificate of
limited partnership or partnership agreement, and by each domestic
constituent genera partnership by two partners, unless a lesser
number is provided in its partnership agreement, and by each
foreign constituent limited liability company by one or more
managers and by each foreign constituent general partnership or
foreign constituent limited partnership by one or more general
partners, and by each constituent reciprocal insurer by the
chairperson of the board, president, or vice president, and by the
Secretary or assistant secretary, or, if aconstituent reciprocal insurer
has not appointed those officers, by the chairperson of the board,
president, or vice president, and by the secretary or assistant
secretary of the constituent reciprocal insurer’s attorney-in-fact.
The certificate of merger shall be signed by each other party to the
merger by those persons required or authorized to execute the
certificate of merger by the laws under which that party is
organized, specifying for that party the provision of law or other
basis for the authority of the signing persons. The certificate of
merger shall set forth all of the following:

(A) The name, place of incorporation or organization, and the
Secretary of State'sfile number, if any, of each party to the merger,
separately identifying the disappearing parties and the surviving
party.

(B) If the approval of the outstanding shares of a constituent
seetraly—respensible social purpose corporation was required by
Chapter 10 (commencing with Section 3400), a statement setting
forth the total number of outstanding shares of each class entitled
to vote on the merger and that the principal terms of the agreement
of merger were approved by avote of the number of sharesof each
class entitled to vote and the percentage vote required of each
class.
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(C) The future effective date or time, not more than 90 days
subsequent to the date of filing of the merger, if the merger is not
to be effective upon the filing of the certificate of merger with the
Secretary of State.

(D) A statement, by each party to the merger that is a domestic
corporation not organized under thisdivision, aforeign corporation
or foreign other business entity, or an other business entity, of the
statutory or other basis under which that party isauthorized by the
laws under which it is organized to effect the merger.

(E) Any other information required to be stated in the certificate
of merger by the laws under which each respective party to the
merger is organized, including, if a domestic limited liability
company isaparty to the merger, subdivision (a) of Section 17552,
if adomestic partnership is a party to the merger, subdivision (b)
of Section 16915, and, if adomestic limited partnership isa party
to the merger, subdivision (@) of Section 15911.14.

(F) Any other details or provisions that may be desired.

Unless afuture effective date or timeis provided in acertificate
of merger, in which event the merger shall be effective at that
future effective date or time, a merger shall be effective upon the
filing of the certificate of merger with the Secretary of State and
the several parties thereto shall be one entity. The surviving other
business entity shall keep a copy of the agreement of merger at its
principal place of businesswhich, for purposes of this subdivision,
shall bethe officereferred to in Section 17057 if adomestic limited
liability company, at the business address specified in paragraph
(5) of subdivision (a) of Section 17552 if aforeign limited liability
company, at the office referred to in subdivision (a) of Section
16403 if a domestic general partnership, at the business address
specified in subdivision (f) of Section 16911 if a foreign
partnership, at the office referred to in subdivision (a) of Section
15901.14 if a domestic limited partnership, or at the business
address specified in paragraph (5) of subdivision (a) of Section
15911.14 if aforeign limited partnership. Upon the request of a
holder of equity securities of a party to the merger, a person with
authority to do so on behalf of the surviving other business entity
shall promptly deliver to that holder, a copy of the agreement of
merger. A waiver by that holder of the rights provided in the
foregoing sentence shall be unenforceable. If adomestic reciprocal
insurer organized after 1974 to provide medica malpractice
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insurance is a party to the merger the agreement of merger or
certificate of merger shall not be filed until there has been filed
the certificate issued by the Insurance Commissioner approving
the merger in accordance with Section 1555 of the Insurance Code.

(h) (1) A copy of an agreement of merger certified on or after
the effective date by an official having custody thereof has the
same force in evidence as the original and, except as against the
state, is conclusive evidence of the performance of all conditions
precedent to the merger, the existence on the effective date of the
surviving party to the merger, and the performance of the
conditions necessary to the adoption of any amendment to the
articles, if applicable, contained in the agreement of merger.

(2) For all purposes for amerger in which the surviving entity
isadomestic other business entity and thefiling of a certificate of
merger is required by paragraph (2) of subdivision (g), a copy of
the certificate of merger duly certified by the Secretary of Stateis
conclusive evidence of the merger of the constituent corporations,
either by themselves or together with the other parties to the
merger, into the surviving other business entity.

(i) (1) Upon a merger pursuant to this section, the separate
existences of the disappearing parties to the merger cease and the
surviving party to the merger shall succeed, without other transfer,
to all therights and property of each of the disappearing partiesto
the merger and shall be subject to all the debts and liabilities of
each in the same manner as if the surviving party to the merger
had itself incurred them.

(2) All rightsof creditorsand al liensupon the property of each
of the constituent-seetaty+espensible social purpose corporations
and other parties to the merger shall be preserved unimpaired,
provided that those liens upon property of a disappearing party
shall belimited to the property affected thereby immediately prior
to the time the merger is effective.

(3) Any action or proceeding pending by or against any
disappearing-seeialy—+espensible social purpose corporation or
disappearing party to the merger may be prosecuted to judgment,
which shall bind the surviving party, or the surviving party may
be proceeded against or substituted in its place.

(4) Nothing in this section shall be construed to affect the
liability ageneral partner of adisappearing limited partnership or
genera partnership may have in connection with the debts and
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liabilities of the disappearing limited partnership or general
partnership existing prior to the time the merger is effective.

() (1) The merger of domestic—sectaly—+espensible social
purpose corporations with foreign corporations or foreign other
business entities in a merger in which one or more other business
entities is a party shall comply with subdivision (a) and this
subdivision.

(2) If the surviving party is a domestic socially responsible
corporation or domestic other business entity, the merger
proceedings with respect to that party and any domestic
disappeari ngeeeralﬁ'—F%peH&b’re social purpose corporatl on shall
conform to the provisions of this section. If the surviving party is
aforeign corporation or foreign other business entity, then, subject
to the requirements of subdivision (c), Section 407, Chapter 10
(commencing with Section 3400), and Chapter 13 (commencing
with Section 1300) of Division 1, and, if applicable, corresponding
provisions of the Nonprofit Corporation Law (Divison 2
(commencing with Section 5002)) or the Consumer Cooperative
Corporation Law (Part 2 (commencing with Section 12200) of
Division 3), with respect to any domestic constituent corporations,
Chapter 13 (commencing with Section 17600) of Title 2.5 with
respect to any domestic constituent limited liability companies,
Article 6 (commencing with Section 16601) of Chapter 5 of Title
2 with respect to any domestic constituent general partnerships,
and Article 11.5 (commencing with Section 15911.20) of Chapter
5.5 of Title 2 with respect to any domestic constituent limited
partnerships, the merger proceedings may be in accordance with
the laws of the state or place of incorporation or organization of
the surviving party.

(3) If the surviving party is a domestic—soeraly—respensible
social purpose corporation or domestic other business entity, the
certificate of merger or the agreement of merger with attachments
shall befiled as provided in subdivision (g) and thereupon, subject
to subdivision (c) of Section 110 or paragraph (2) of subdivision
(9), asapplicable, the merger shall be effective asto each domestic
constituent-seetaly-respenstble social purpose corporation and
domestic constituent other business entity.

(4) If the surviving party is a foreign corporation or foreign
other business entity, the merger shall become effective in
accordance with the law of the jurisdiction in which the surviving
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party is organized, but, except as provided in paragraph (5), the
merger shall be effective as to any domestic disappearing-seciatty
respensible social purpose corporation as of the time of
effectivenessin theforeign jurisdiction upon thefiling in this state
of a copy of the agreement of merger with an officers’ certificate
of each constituent foreign and domesti c-seeraty-respensible social
pur pose corporation and acertificate of merger of each constituent
other business entity attached, which officers certificates and
certificates of merger shall conform to the requirements of
paragraph (1) of subdivision (g). If one or more domestic other
business entities is a disappearing party in a merger pursuant to
this subdivision in which a foreign other business entity is the
surviving entity, a certificate of merger required by the laws under
which that domestic other business entity is organized, including
subdivision (a) of Section 15911.14, subdivision (b) of Section
16915, or subdivision (a) of Section 17552, asis applicable, shall
also be filed at the same time as the filing of the agreement of
merger.

(5) If the date of the filing in this state pursuant to this
subdivision is more than six months after the time of the
effectiveness in the foreign jurisdiction, or if the powers of a
domestic disappearing—seeialy—respensible social purpose
corporation are suspended at the time of effectivenessin theforeign
jurisdiction, the merger shall be effective as to the domestic
disappearing-seeialy-respensible social purpose corporation as of
the date of filing in this state.

(6) Inamerger described in paragraph (3) or (4), each foreign
disappeari ng—seeraH—y—F%peﬂsrb’re social purpose corporation that
isqualified for the transaction of intrastate business shall by virtue
of the filing pursuant to this subdivision, subject to subdivision
(c) of Section 110, automatically surrender its right to transact
intrastate business in this state. The filing of the agreement of
merger or certificate of merger, as is applicable, pursuant to this
subdivision, by a disappearing foreign other business entity
registered for the transaction of intrastate business in this state
shall, by virtue of that filing, subject to subdivision (c) of Section
110, automatically cancel the registration for that foreign other
business entity, without the necessity of the filing of a certificate
of cancellation.
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SEC. 54. Section 3300 of the Corporations Code is amended
to read:

3300. For purposes of this chapter, the following definitions
shall apply:

(@ “Converted-secialty+espensible social purpose corporation”

means aseeral+y—reqseﬂsbtesoual purpose corporation that results
from a conversion of an other business entity or a foreign other

business entity or aforeign corporation pursuant to Section 1158.
(b) “Converted entity” means a domestic other business entity
that results from a conversion of a-secialy—+espensible social
purpose corporation under this chapter.
(c) “Convertingseetathy+espensibte social purpose corporation”
means a-seetaly—+espensible social purpose corporation that

converts into adomestic or foreign other business entity pursuant
to this chapter.

(d) “Converting entity” means an other business entity or a
foreign other business entity or foreign corporation that converts
into aseeralyrespensible social purpose corporation pursuant to
Section 3607.

(e) “Domestic other business entity” has the meaning provided
in Section 167.7.

(f) “Foreign other business entity” hasthe meaning provided in
Section 171.05.

(g) “Other businessentity” hasthe meaning providedin Section
174.5.

SEC. 55. Section 3301 of the Corporations Code is amended
to read:

3301. (a) A-seetally—+espensible social purpose corporation
may be converted into a domestic other business entity pursuant
to this chapter if, pursuant to the proposed conversion, each of the
following conditions is met:

(1) Each share of the same class or series of the converting
soetraly—+espensible social purpose corporation shall, unless all
the shareholders of the class or series consent, be treated equally
with respect to any cash, rights, securities, or other property to be
received by, or any obligations or restrictions to be imposed on,
the holder of that share.

(2) Theconversionisapproved by an affirmative vote of at |east
two-thirds of the outstanding shares of each class, or agreater vote
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if requiredinthearticles, regardless of whether that classisentitled
to vote thereon by the provisions of the articles.

(3) Nonredeemable common shares of the converting-seciatty
respensible social purpose corporation shall be converted only
into nonredeemabl e equity securities of the converted entity unless
all of the shareholders of the class consent.

(4) Paragraph (1) shal not restrict the ability of the shareholders
of a converting-seetatty+espensible social purpose corporation to
appoint one or more managers, if the converted entity isalimited
liability company, or one or more genera partners, if the converted
entity is alimited partnership, in the plan of conversion or in the
converted entity’s governing documents.

(b) Notwithstanding subdivision (a), the conversion of aseeially
respensible social purpose corporation into a domestic other
business entity may be effected only if both of the following
conditions are met:

(1) Thelaw under which the converted entity will exist expressy
permits the formation of that entity pursuant to a conversion.

(2) Thesseialyrespensible social purpose corporation complies
with any and all other requirements of any other law that applies
to conversion to the converted entity.

SEC. 56. Section 3302 of the Corporations Code is amended
to read:

3302. () A-seeray-respensiblte social purpose corporation
that desires to convert to a domestic other business entity shall
approve a plan of conversion. The plan of conversion shall state
all of the following:

(1) Thetermsand conditions of the conversion.

(2) Thejurisdiction of the organization of the converted entity
and of the converting—seeraly—respensibte social purpose
corporation and the name of the converted entity after conversion.

(3) The manner of converting the shares of each of the
shareholders of the converting-seetaly+espensible social purpose

corporation into securities of, or interestsin, the converted entity.

(4) Theprovisionsof the governing documentsfor the converted
entity, including the articles and bylaws, partnership agreement
or limited liability company articles of organization and operating
agreement, to which the holders of interestsin the converted entity
are to be bound.
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(5 Any other detailsor provisionsthat arerequired by thelaws
under which the converted entity is organized, or that are desired

by the converti ngeeeral+y—|=wpeﬁsrb}e social purpose corporation.
(b) The plan of conversion shall be approved by the board of

the converting-seetaly—respensible social purpose corporation,
and the principal terms of the plan of the conversion shall be
approved by at least two-thirds of the outstanding shares of each
class, or a greater vote if required in the articles, regardless of
whether that classis entitled to vote thereon by the prowsons of
the articles of the converting-seeraly+espensible social purpose
corporation. The approval of at least two-thirds of the outstanding
shares may be given before or after approval by the board. If the
plan is approved, shareholders with dissenting shares, as defined
in subdivision (b) of Section 1300, may exercise dissenters’ rights
pursuant to Section 3305 and Chapter 13 (commencing with
Section 1300) of Division 1.

(o) If the—seetaly—+espensible social purpose corporation is
converting into a general or limited partnership or into a limited
liability company, then in addition to the approval of the
shareholders set forth in subdivision (b), the plan of conversion
shall be approved by each shareholder who will become a general
partner or manager, as applicable, of the converted entity pursuant
to the plan of conversion unless the shareholders have dissenters
rights pursuant to Section 3305 and Chapter 13 (commencing with
Section 1300) of Division 1.

(d) Upon the effectiveness of the conversion, al shareholders
of the converting-secialy+espensible social purpose corporation,
except those that exercise dissenters’ rights as provided in Section
3305 and Chapter 13 (commencing with Section 1300) of Division
1, shall be deemed parties to any agreement or agreements
constituting the governing documents for the converted entity
adopted as part of the plan of conversion, regardless of whether a
shareholder has executed the plan of conversion or those governing
documents for the converted entity. Any adoption of governing
documents made pursuant thereto shall be effective at the effective
time or date of the conversion.

(e) Notwithstanding its prior approval by the board and the
outstanding shares, or either of them, aplan of conversion may be
amended before the conversion takes effect if the amendment is
approved by the board and, if it changes any of the principal terms
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of the plan of conversion, by the shareholders of the converting
social purposein the same manner
and to the same extent aswas required for approval of the original
plan of conversion.
(f) A plan of conversion may be abandoned by the board of a

converting-sectathy+espensible social purpose corporation, or by

the sharehol ders of a converting-seeraly-+espensible social purpose
corporation if the abandonment is approved by the outstanding

shares, in each case in the same manner as required for approval
of the plan of conversion, subject to the contractual rights of third
parties, at any time before the conversion is effective.

(9) The converted entity shall keep the plan of conversion at
the principal place of business of the converted entity if the
converted entity isadomestic partnership, or at the office at which
records are to be kept under Section 15901.14 if the converted
entity is a domestic limited partnership, or at the office at which
records are to be kept under Section 17057 if the converted entity
is a domestic limited liability company. Upon the request of a
shareholder of a converting flexible purpose corporation, the
authorized person on behalf of the converted entity shall promptly
deliver to the shareholder, at the expense of the converted entity,
acopy of the plan of conversion. A waiver by a shareholder of the
rights provided in this subdivision shall be unenforceable.

SEC. 57. Section 3303 of the Corporations Code is amended
to read:

3303. (a) After the approval, as provided in Section 3302, of
aplan of conversion by the board and the outstanding shares of a

seetalyrespensible social purpose corporation converting into a

domestic other business entity, the converting-secialy-respensible
social purpose corporation shall cause thefiling of all documents

required by law to effect the conversion and create the converted
entity, which documents shall include a certificate of conversion
or astatement of conversion as required by Section 3304, and the
conversion shall thereupon be effective.

(b) A copy of the statement of partnership authority, certificate
of limited partnership, or articles of organization complying with
Section 1155, duly certified by the Secretary of State on or after
the effective date, shall be conclusive evidence of the conversion

of the-seeiraly+espensible social purpose corporation.
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SEC. 58. Section 3304 of the Corporations Code is amended
to read:

3304. (a) To convert a-seetaly—+espensible social purpose
corporation:

(1) If the-seetaly—respensible social purpose corporation is
converting into a domestic limited partnership, a statement of
conversion shall be completed on the certificate of limited
partnership for the converted entity.

(2) If the-sectaly—+respensible social purpose corporation is
converting into a domestic partnership, a statement of conversion
shall be completed on the statement of partnership authority for
the converted entity, or if no statement of partnership authority is
filed, then a certificate of conversion shall be filed separately.

(3) If the-sectaly—+respensible social purpose corporation is
converting into a domestic limited liability company, a statement
of conversion shall be completed on the articles of organization
for the converted entity.

(4) If the soetalhy—+espensible social purpose corporation is
converting into a domestic corporation, a statement of conversion
shall be completed on the articles for the converted entity.

(b) Any statement or certificate of conversion of a converting

i ible social purpose corporation shall be executed
and acknowledged by those officers of the converting-seetaty
respenstble social purpose corporation as would be required to
sign an officers’ certificate, and shall set forth all of thefollowing:

(1) The name and the Secretary of State’s file number of the
converting-seeiatty-respensible social purpose corporation.

(2) A statement of the total number of outstanding shares of
each class entitled to vote on the conversion, that the principal
terms of the plan of conversion were approved by a vote of the
number of shares of each classwhich equaled or exceeded the vote
required under Section 3602, specifying each classentitled to vote
and the percentage vote required of each class.

(3) The name, form, and jurisdiction of organization of the
converted entity.

(c) The certificate of conversion shall be on a form prescribed
by the Secretary of State.

(d) The filing with the Secretary of State of a statement of
conversion on an organizational document or a certificate of
conversion as set forth in subdivision (a) shall have the effect of
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the filing of a certificate of dissolution by the converting-seeiaHy
respensible social purpose corporation and no converting-seetaty
respensible social purpose corporation that has made thefiling is
required to file a certificate of election under Section 1901 or a
certificate of dissolution under Section 1905 as a result of that
conversion.

() Upon the effectiveness of a conversion pursuant to this
chapter, aconverted entity that isadomestic partnership, domestic
limited—parthership partnership, or domestic limited liability
company shall be deemed to have assumed the liability of the
converting—secialy—+espensible social purpose corporation to
prepare and file or cause to be prepared and filed al tax and
information returns otherwise required of the converting socially
responsible corporation under the Corporation Tax Law (Part 11
(commencing with Section 23001) of Division 2 of the Revenue
and Taxation Code) and to pay any tax liability determined to be
due pursuant to that law.

SEC. 59. Section 3305 of the Corporations Code is amended
to read:

3305. The shareholders with dissenting rights, as defined in
subdivision (b) of Section 1300, of a convertin i
respensible social purpose corporation shall have al of the rights
under Chapter 13 (commencing with Section 1300) of Division 1
of the shareholders of a corporation involved in a reorganization
requiring the approval of its outstanding shares, and the converting

social purpose corporation shall have al of
the obligations under Chapter 13 (commencing with Section 1300)
of Division 1 of acorporation involved in the reorganization. Solely
for purposes of applying the provisions of Chapter 13 (commencing
with Section 1300) of Division 1, and not for purposes of this
chapter, a conversion pursuant to Section 3301 or 1157 shall be
deemed to constitute a reorganization.

SEC. 60. Section 3400 of the Corporations Code is amended
to read:

3400. A reorganization or a share exchange tender offer shall
be approved by the board of all of the following:

(8 Each constituent—seetaly—respensible social purpose

corporatlon in amerger reorganlzatl on.

(b) The acqumng—seeraler—F%peﬂsbPe social purpose

corporatlon inan exchange reorganlzatlon
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(c) The acquiring—seetally—respensible social purpose
corporation and the seetaly-respensible social purpose corporation
whose property and assets are acquired in a sale-of-assets
reorganization.

(d) The acquiring—seeialy—respensible social purpose
corporation in a share exchange tender offer.

(e) Thesoeraty-respensibtesocial purpose corporation in control
of any constituent or acquiring domestic or foreign—seeialy
respensible social purpose corporation or other business entity
under subdivision (@), (b), or (c) and whose equity securities are
issued, transferred, or exchanged in the reorganization, hereafter
a“parent party.”

SEC. 61. Section 3401 of the Corporations Code is amended
to read:

3401. (a) The principal terms of a reorganization shall be
approved by the outstanding shares of each class of each-seeialy
fespeHsHa’re social purpose corporation the approval of whose
board is required under Section 3400, except as provided in
subdivision (b) and except that, unless otherwise provided in the
articles, no approval of any class of outstanding preferred shares
of the surviving or acquiring-seeraly+espensible social purpose
corporation or parent party shall be required if the rights,
preferences, privileges, and restrictions granted to or imposed upon
that class of shares remain unchanged, subject to the provisions
of subdivision (c). For the purpose of this subdivision, two classes
of common shares differing only as to voting rights shall be
considered as asingle class of shares.

(b) No approval of the outstanding shares is required by
subdivision (a) if the—seetally—respensible social purpose
corporation, or its shareholders immediately before the
reorganization, or both, shall own, immediately after the
reorganization, equity securities, other than any warrant or right
to subscribeto or purchase those equity securities, of the surviving

or acquiri ng—seeraler—F%peﬁsere social purpose corporation or a

parent party posseﬁs ng more than five-sixths of the voting power

of the surviving or acquiring-seetalyrespensible social purpose

corporation or parent party. In making the determination of

ownership by the shareholders of a-seetaly—+espensible social
pur pose corporation, immediately after the reorganization, of equity
securities pursuant to the preceding sentence, equity securitiesthat
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they owned immediately before the reorgani zation as shareholders
of another party to the transaction shall be disregarded. For the
purpose of this section, the voting power of

social purpose corporation shall be calculated by assuming the
conversion of all equity securities convertible, immediately or at
some future time, into shares entitled to vote but not assuming the
exercise of any warrant or right to subscribe to or purchase those
shares.

(© Notvvithstanding subdivisions(a) and (b), the principal terms
of areorganl zation shall be approved by the outstanding shares of
the surviving-seeialy+espensible social purpose corporationin a
merger reorganization, as otherwise required by Chapter 10
(commencing with Section 3400), if any amendment is made to
its articles that would otherwise require that approval.

(d) Notwithstanding subdivisions(a) and (b), the principal terms
of areorganization shall be approved by the affirmative vote of at
least two-thirds of each class, or a greater vote if required in the
articles, of the outstanding shares of any class of a—soeraly
respensible social purpose corporation that is a party to a merger
or sale-of-assets reorganization if holders of shares of that class
receive shares of the surviving or acquirin
social purpose corporation or parent party having different rights,
preferences, privileges, or restrictions than those surrendered.
Sharesin aforeign corporation received in exchange for sharesin
a domestic-seetaty-respensible social purpose corporation shall
be deemed to have different rights, preferences, privileges, and
restrictions within the meaning of the preceding sentence.

(e) Notwithstanding subdivisions () and (b), the principal terms
of areorganization shall be approved by the affirmative vote of at
least two-thirds of each class, or a greater vote if required in the
articles, of the outstanding shares of any socialy responsible
corporation that is a close socialy responsible corporation if the
reorganization would result in the holders receiving shares or other
interests of acorporation or other business entity that isnot aclose
socialy responsible corporation. The articles may provide for a
lesser vote, but not less than a mgjority of the outstanding shares
of each class.

(f) Notwithstanding subdivisions(a) and (b), the principal terms
of areorganization shall be approved by avote of at least two-thirds
of the outstanding shares of each class, or agreater voteif required

98



OCO~NOUITPA,WNE

— 71— SB 1301

inthe articles, of aseetay+espensible social purpose corporation
that is a party to a merger reorganization, regardless of whether

that classisentitled to vote thereon by the provisions of the articles,
if holders of shares of that class receive interests of a surviving

other business entity inthe merger that is not &seeralﬁ'—FespeﬁsbPe
social purpose corporation, or receive interests of a surviving

seetaly—+respensible social purpose corporation the articles of
incorporation of which specify a materialy different purpose as
part of the reorganization.

(g) Notwithstanding subdivisions(a) and (b), the principal terms
of areorganization shall be approved by all shareholders of any
class or seriesif, as aresult of the reorganization, the holders of
that class or series become personally liable for any obligations
of a party to the reorganization, unless al holders of that class or
series have the dissenters’ rights provided in Chapter 13
(commencing with Section 1300) of Division 1.

(h) Any approval required by this section may be given before
or after the approval by the board. Notwithstanding approval
required by this section, the board may abandon the proposed
reorganization without further action by the shareholders, subject
to the contractual rights, if any, of third parties.

SEC. 62. Section 3500 of the Corporations Code is amended
to read:

3500. (@) The board of a-sectathy+espensible social purpose
corporation shall cause an annua report to be sent to the
shareholders not later than 120 days after the close of the fiscal
year. The annual report shall contain (1) a balance sheet as of the
end of that fiscal year and an income statement and a statement of
cashflows for that fiscal year, accompanied by any report thereon
of independent accountants or, if thereis no report, the certificate
of an authorized officer of the-seeraly+espensible social purpose

corporation that the statements were prepared without audit from
the books and records of the corporation, and (2) the information
required by subdivision (b).

(b) Theboard shall causeto be provided with the annual report,
a management discussion and analysis (specia purpose MD&A)
concerning the-seetalhy-respensible social purpose corporation’s
stated purpose or purposes as set forth in its articles pursuant to
paragraph (2) of subdivision (b) of Section 2602, and, to the extent
consistent with reasonabl e confidentiality requirements, shall cause
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the special purpose MD&A to be made publicly available by
posting it on the-seetaly-respensible social purpose corporation’s
Internet Web site or providing it through similar electronic means.
The special purpose MD& A shall include the information specified
in this subdivision and any other information that the-seetalty
respenstble social purpose corporation’s officers and directors
believe to be reasonably necessary or appropriate to an
understanding of the—soeiatty—respensibte social purpose
corporation’s efforts in connection with its specia purpose or
purposes. The specia purpose MD&A shall aso include the
following information:

(1) Identification and discussion of the short-term and long-term
objectives of the-soetaly-respensible social purpose corporation
relating to its special purpose or purposes, and an identification
and explanation of any changes made in those special purpose
objectives during the fiscal year.

(2) Identification and discussion of the material actions taken
by the-soetaHyrespensible social purpose corporation during the
fiscal year to achieve its special purpose objectives, the impact of
those actions, including the causal relationships between the actions
and the reported outcomes, and the extent to which those actions
achieved the specia purpose objectives for the fiscal year.

(3) Identification and discussion of material actions, including
the intended impact of those actions, that the-soetaHy+espensible
social purpose corporation expects to take in the short term and
long term with respect to achievement of its special purpose
objectives.

(4) A description of the process for selecting, and an
identification and description of, thefinancial, operating, and other
measures used by the—seetaly—respensibte social purpose
corporatlon during the fiscal year for evaluating its performance
inachieving its special purpose objectives, including an explanation
of why the-seetalfy+espensible social purpose corporation selected
those measures and i dentification and discussion of the nature and
rationale for any material changesin those measures made during
the fiscal year.

(5) Identification and discussion of any material operating and
capital expenditures incurred by the socialy responsible
corporation during the fiscal year in furtherance of achieving the
special purpose objectives, agood faith estimate of any additional
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material operating or capital expenditures the-ssetaly-respensible
social purpose corporation expects to incur over the next three

fiscal yearsin order to achieve its specia purpose objectives, and
other material expenditures of resources incurred by the-seeialy
respensible social purpose corporation during the fiscal year,
including employee time, in furtherance of achieving the specid
purpose objectives, including a discussion of the extent to which
that capital or use of other resources serves purposes other than
and in addition to furthering the achievement of the special purpose
objectives.

(c) Except asmay otherwise be excused pursuant to subdivision
(h) of Section 1501.5, the reports specified in subdivisions (a) and
(b) shall be sent to the shareholders at least 15 days, or, if sent by
bulk mail, 35 days, prior to the annual meeting of shareholdersto
be held during the next fiscal year. Thisrequirement shall not limit
the requirement for holding an annual meeting as required by
Section 600.

(d) If no annual report for the last fiscal year has been sent to
shareholders, the-seetaty-respensible social purpose corporation
shall, upon the written request of any shareholder made more than
120 days after the end of that fiscal year, deliver or mail to the
person making the request within 30 days following the request,
the statements required by subdivisions (@) and (b) for that fiscal
year.

(e) A shareholder or shareholders holding at least 5 percent of
the outstanding shares of any class of a socially responsible
corporatl on may make awritten request to the-seeially-respensible
social purpose corporation for an income statement of the-seetalty
fespeHsHa’re social purpose corporation for the three-month,
six-month, or nine-month period of the current fiscal year ended
more than 30 days prior to the date of the request and a balance
sheet of the-seeialyrespensible social purpose corporation as at
the end of that period and, in addition, if no annual report for the
most recent fiscal year has been sent to the shareholders, the
statements referred to in subdivisions (a) and (b) relating to that
fiscal year. The statements shall be delivered or mailed to the
person making the request within 30 days following the request.
A copy of the statements shall be kept on filein the principal office
of the-seeialy—+espensible social purpose corporation for 12
months and shall be exhibited at al reasonable times to any
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shareholder demanding an examination of the statements or acopy
shall be mailed to the sharehol der. The quarterly income statements
and balance sheets referred to in this subdivision shall be
accompanied by the report thereon, if any, of any independent
accountants engaged by the-seetaly—+espensible social purpose
corporation or the certificate of an authorized officer of the-seetaty
respensible social purpose corporation that thefinancia statements
were prepared without audit from the books and records of the
i ible social purpose corporation.

SEC. 63. Section 3501 of the Corporations Code is amended
to read:

3501. (& Theboardshall causeaspecia purpose current report
to be sent to the shareholders not |ater than 45 days following the
occurrence of any one or more of the events specified in
subdivision (b) or (c), and, to the extent consi stent with reasonable
confidentiality requirements, shall causethe specia purpose current
report to be made publicly available by posting it on the-seetalty
respenstble social purpose corporation’s Internet Web site or
providing it through similar electronic means.

(b) Unlessprevioudly reported in the most recent annual report,
the special purpose current report shall identify and discuss, in
reasonable detail, any expenditure or group of related or planned
expenditures, excluding compensation of officers and directors,
made in furtherance of the specia purpose objectives, whether an
operating expenditure, a capital expenditure, or some other
expenditure of corporate resources, including, but not limited to,
employee time, whether the expenditure was direct or indirect,
and whether the expenditure was categorized as overhead or
otherwise where the expenditure has or islikely to have amaterial
adverse impact on the—seetalhy—respensibte social purpose
corporation’s results of operations or financial condition for a
quarterly or annual fiscal period.

(c) Unlesspreviously reported in the most recent annual report,
the special purpose current report shall identify and discuss, in
reasonable detail, any decision by the board or action by
management to do either of the following:

(1) Withhold expenditures or a group of related or planned
expenditures, whether temporarily or permanently, that were to
have been made in furtherance of the specia purpose as
contemplated in the most recent annual report, whether those
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planned expenditures were an operating expenditure, a capital
expenditure, or some other expenditure of corporate resources,
including, but not limited to, employee time, whether the planned
expenditure was direct or indirect, and whether the planned
expenditure to be made would have been categorized as overhead
or otherwise, in any case, where the planned expenditurewaslikely
to have had a material positive impact on the-seetalyrespensible
social purpose corporation’s impact in furtherance of its special
purpose objectives, as contemplated in the most recent annual
report.

(2) Determine that the special purpose has been satisfied or
should no longer be pursued, whether temporarily or permanently.

SEC. 64. Section 3502 of the Corporations Code is amended
to read:

3502. (a) Nothing containedin subdivision (b) of Section 3500
or Section 3501 shall require a detailing or itemization of every
relevant expenditure incurred, or planned or action taken or
planned, by the corporation. Management and the board shall use
their discretion in providing that information, including the
reasonable detail that a reasonable investor would consider
important in understanding the corporation’s objectives, actions,
impacts, measures, rationale, and results of operations as they
relate to the nature and achievement of the special purpose
objectives.

(b) Where best practices emerge for providing the information
required by subdivision (b) of Section 3500 or Section 3501, use
of those best practices shall create a presumption that the-seetalty
respensible social purpose corporation caused all the information
required by those provisionsto be provided. This presumption can
only be rebutted by showing that the reporting contained either a
misstatement of a material fact or omission of a material fact.

(c) Notwithstanding subdivision (b) of Section 3500 and Section
3501, under no circumstances shall the socialy responsible
corporation be required to provide information that would result
inaviolation of state or federal securitieslaws or other applicable
laws.

(d) Theseetalyrespensible social purpose corporation and its
officersand directors are expressly excluded from liability for any
and all forward looking statements supplied in the report required
by subdivision (b) of Section 3500 and Section 3501, so long as
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those statements are supplied in good faith. Statements are deemed
to be forward looking as that term is defined in the federa
securities laws.

(e) Thespecia purpose MD& A and any specia purpose current
report shall be written in plain English and shall be provided in an
efficient and understandable manner, avoiding repetition and
disclosure of immaterial information.

(f) Unless otherwise provided by the articles or bylaws, and if
approved by the board of directors, the reports specified in
subdwrseﬂ—éb)—ef—SeeHeﬁ—Ssee—aﬁd—SeeﬁeH Sections 3500 and
3501 and any accompanying material sent pursuant to this section
may be sent by electronic transmission by the corporation.

(g) The financial statements of any socialy responsible
corporation with fewer than 100 holders of record of its shares,
determined as provided in Section 605, required to be furnished
by—SeeHeH—BSGG—aad—SeeHeﬁ Sections 3500 and 3501 are not
required to be prepared in conformity with generally accepted
accounting principles if they reasonably set forth the assets and
liabilities and the income and expense of the-sectaly-respensible
social purpose corporation and disclose the accounting basis used
in their preparation.

(h) Any corporation with fewer than 100 holders of record of
its shares, determined as provided in Section 605, shall not be
required to prepare and furnish the reportsrequired by subdivision
(b) of Section 3500 and Section 3501, if and only if, the-seetaly
respensible social purpose corporation holds unrevoked waivers
of such compliance executed by shareholders holding two-thirds
of the outstanding shares. That waiver shall remain valid and in
effect for each fiscal year that the—seetaly—+espensible social
pur pose corporation provides each waiving sharehol der with notice,
prior to the end of that year, that the shareholder may revoke the
waiver and, on the 30th day following the end of the fiscal year,
theseeialhy-respensible social purpose corporation holds unrevoked
waivers to that compliance executed by shareholders holding
two-thirds of the outstanding shares. The shareholder notice may
be sent by electronic transmission pursuant to Section 20.

() Therequirementsdescribed in Section 3500 shall be satisfied
if a corporation with an outstanding class of securities registered
under Section 12 of the Securities Exchange Act of 1934 both
complies with Section 240.14a-16 of Title 17 of the Code of
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Federal Regulations, as amended from time to time, with respect
to the obligation of a corporation to furnish an annual report to
shareholders pursuant to Section 240.14a-3(b) of Title 17 of the
Code of Federal Regulations, and includesthe information required
by subdivision (b) of Section 3500 in the annual report.

() Therequirementsdescribed in Section 3501 shall be satisfied
if a corporation with an outstanding class of securities registered
under Section 12 of the Securities Exchange Act of 1934 both
complies with Section 240.13a-13 of Title 17 of the Code of
Federal Regulations, as amended from time to time, with respect
to the obligation of a corporation to furnish a quarterly report to
shareholders, and includesthe information required by subdivision
(b) of Section 3501 in the quarterly report.

(k) Inaddition to the penalties provided for in thisdivision, the
superior court of the proper county shall enforcethe duty of making
and mailing or delivering theinformation and financial statements
required by-subdivisien-{b)-ef-Section-3500-and-Seetion Sections
3500 and 3501 and, for good cause shown, may extend the time
therefor.

(1) Inany action or proceeding with respect to Section 3500 or
3501, if the court finds the failure of the socially responsible
corporation to comply with the requirements of those sections to
have been without justification, the court may award an amount
sufficient to reimburse the sharehol der for the reasonabl e expenses
incurred by the shareholder, including attorney’ sfees, in connection
with the action or proceeding.

(m) Subdivisien{b)-of-Section 3500 and Section 3501 apply to
any domesti c-seetaly+espensible social purpose corporation and
asotoafore gn—seeral+y—|=espeﬁsrb+e social purpose corporation

having its principa executive office in this state or customarily
holding meetings of its board in this state.

(n) All reports and notices required by-subdivisien{b)-of Section
3500 and Section 3501 shall be maintained by the—soetaly
respensible social purpose corporation, in an electronic form for
aperiod of not lessthan 10 years.

SEC. 65. Section 3503 of the Corporations Code is amended
to read:

3503. Any officers, directors, employees, or agents of aseetalty

ible social purpose corporation who do any of thefollowing
shall be liable jointly and severally for all the damages resulting
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therefrom to the-seeialy-respensible social purpose corporation
or any person injured by those actions who relied on those actions

or to both:

(8) Make, issue—deliver deliver, or publish any prospectus,
report, including the reports required pursuant to-subdivisien-{b)
oef-Seetion Sections 3500 and-Seetion 3501, circular, certificate,
financial statement, balance sheet, public notice, or document
respecting the-seetaly—respensible social purpose corporation or
its shares, assets, liabilities, capital, dividends, business, earnings,
or accounts which is false in any material respect, knowing it to
be false, or participate in the making, issuance, delivery, or
publication thereof with knowledge that the same is false in a
material respect.

(b) Make or cause to be made in the books, minutes,-recerds
records, or accounts of a—seeraly—respensible social purpose
corporation any entry that is false in any material particular
knowing it to be false.

(c) Remove, erase, dlter, or cancel any entry in any books or
records of the-soetaly—+espensible social purpose corporation,
with intent to deceive.

(d) With respect to the reports required pursuant to subdivision
(b) of Section 3500 and Section 3501, omit to state any material
fact necessary in order to make the statements contained therein,
in light of the circumstances under which those statements were
made, not misleading in amaterial respect, knowing the omission
to be misleading.
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