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:·'IcmorandUll! 76-66 

Suoject, Study 77.25:> - llonprofit Corporations (Conversion) 

Attached to this memorandum is a draft of a procedure for convert­

ing nonprofit into business corporations and business into nonprofit 

corporations, "hich aas been drafted in response to the Commission's de­

cision at tne aay meeting. A copy of the Pennsylvania conversion stat­

ute is attached as an exhibit. 

The draft is based on the Pennsylvania conversion provisions. Some 

procedural matters follow tae pattern of Chapter 11 (Herger and Consoli­

dation). The conversion provisions have Leen placed in Division 4 (Pre­

visions Applicable to Cor:)orations Generally) since they apply to both 

nonprofit and business corporations. 

Several additional questions are considered under the discussion of 

particular sections: 

§ 14JuO. Conversion authorized 

Section 14800 makes clear that only nonprofit corporations that are 

neither organized for charitable purposes nor hold assets on charitable 

trust may be converted into business corporations. This differs from 

the Pennsylvania approach; Section 7956(b) (see Exhibit I) provides that 

after conversion the business corporation is entitled to all assets it 

had as a nonprofit corporation except that property cournitted to chari­

table purposes may not be diverted. It should also be remembered that 

fundamental changes under Pennsylvania nonprofit corporation law are 

superviseu by a court. The discussion at the 11ay meeting indicated that 

the Commission was not inclined to recommend a statute permittin~ the 

conversion of nonprofit corporations organized for charitable purposes 

or holding assets on charitable trust even if notice to the Attorney 

General was required. The draft of Section 14JOO reflects this view. 

It should be noted that a nonprofit corporation holding assets on 

charitable trust could follow the procedures of Chapter 12 in ord'Or to 

divide into a nonprofit corporation holding assets on charital Ie trust 

and a nonprofit corporation lIot holding such assets. Then the conver­

sion procedures of this chapter (Chapter 0 of Division 4) could be 

utilized to convert the new nonprofit corporation resulting from the 
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division into a business corporation. If the division and conversion 

provisions are acceptable, this prospect does not seen, objectionable. 

Should Section 14300 be revised to permit a nonprofit corporation to 

conduct the division and conversion proceedings simultaneously? This 

would, in effect, permit the division of a nonprofit corporation other 

than one organized for charitable purposes into a nonprofit corporation 

(perhaps one holding assets on charitable trust) and a business corpora­

tion. 

§§ 14807, 14808, 14814-14816. Notice; dissenters' rights; action 
to enjoin or rescind conversion 

Consistent with the Commission's decisions at the ;my meeting con­

cernin~ the rights of members who dissent from a merger or consolida­

tion, ~ection 14807 provides that notice of the approval of the conver­

sion must be given to members of a nonprofit corporation that converts 

to a business corporation. A member whose property rights would be in­

fringed could bring an action to enjoin or rescind the conversion as 

provided in Section 14615. There would be no dissenting member's right 

to require the convertin~ nonprofit corporation to purchase his member­

ship at its fair market value. However, a shareholder of a converting 

business corporation would be afforded the right to require the corpora­

tion to purchase his shares at their fair fu8rket value by Section 14803 

whicn incorporates the dissenters' rights provisions of the General 

Corporation Lau. Under those provisions, only certain dissenting share­

holders would receive notice of approval of the plan of conversion. 

Such shareholders .. ould not be permitted to bring an action to enjoin or 

rescind the conversion except pursuant to Section 14(;14 to test whether 

the plan was approved by the proper number of shares. 

Respectfully submitted, 

Stan G. Ulrich 
Staff Counsel 
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(3) A reslalement of Ihe arlides of the "esulting corpora­
tion, wbkh artidos .hall comply with the requirements of: 

(i) the Busitte", Curporation Law,' if the resulting 
corporatiun i~ to Lc a ·husjllc~~ corpuration; or 

(U) this artiel., if the re,ulting corporation is to he a 
nonprofit corporation. 

(4) SucJi other details al1.1 pro..;.iull! as arc deemed de­
sirable. 

(b) Proposal and adoptlon.- -The plan of cOIwcrsion shall be 
prol'0SC<l and a,toplc,l. and Illa). ue Irrntinated, in tlte manner 
provided for the proposal. adopti,,!! a.HI trrminati.on ofa plan of . 
hlcrger in Article 1 X of the lHlSillc," Cutporati()h J~'lw' (rdating 
to ","'ger atH! consolidation). in the. case of a husincs.s rorpora­
tion u'hkh pruposc~ to CQnVl'rt into a tlOnpr'nfit corporntiQut or- in 
Subchapter Il of this chapter (rdl\lin~ to merger. consolldation 
and sale of a.~ct.). in the cn,e. of" nnnprofit ror\'Or:ltion which 
proposes to COllvett into a bu~in.5s c,,'potation. 

(c) Rights of di.sentinl!' lihareholders.'-lf any shareholder of a 
Lus;nes5 corpottltion which. atlqpl~ ~t--pl.nn of cnn'n~rsjon into a non ... 
prDfit corpo,ation .1",lIol>j<ct tns"ch plan of com:;'rsiun and shall 
<,on1(>ly with the pr'),';';""' of 5ccti"" 515 ofthe Ilusin.s. Corpora­
tion Law' (reiating to r~ltts of dis..,nting shareholder. h such 
shareholder shall he entitled!o the.ri;:hts and. remedies of dis­
senling shar.chol,lcrs ·thcrcin l'royi,lc<I. notwithstanding anything 
to the cont'nry in subsedion r.of ' .... id secti"".. There shall be 
inc\udt'<l in. 0;' <'nclose,1 with. the n,rt1ce "r meeting of shaft'holders 
of the ';usiu('Ss c"l"por~tiOli ut1c,j toad \11'011 the plan ofcf)I1\'ersioll 
a (OI'Y or a summary of the "Inn and a CO['y of this subsection alld 
or section SI5 of Ihe Jll1sin"ss Curl"Jration Law. I 

I Jr. J.t-,M. 1'91 to !it"l • 
'1& r.8. {I 10111.10 UI13. 

• n "'."8. ,~r;J.6. . 

§ 7953. ArUelll8 OrCOhV~l'liton 

Upon the O1.tit-lpliHn (,f :1 pt~tt.l 1A {"nlwersi'ot'J- hy lilt: C~)f}lOt ... .ti~n dc:::~ 
siring to cnn,"t·ttt.'-u. pf'}\'i<lctl in this subchapter. arli-dcs-.o[ ~1jn\',e .. -
sion "hall ·hc c,;e"ul,',1 un.ter lltt' ,t." "j tlt~ corl'<Jrnlinll by Ii~'o' duly 
authori?ed orrircr< then·u£. anol ,hall ,<'1 (, .rtlt: 

(1) TIle Ilarnc,(Jf t11~' n'rpt~ralit'1:' a,tHI th-c a(ltIres,:;;. iU1.:lulling 
.treet arid nltmtH.:t, if .an,v, (,r its I'·rg-it.;t,crc-d tAii(c. 

(2) The st:ttull! un·l.·r whifh till~ corl'nration. was incorf1o~ 
rated and the datt: t)f lBl'tJrpfll;.di u ll, 

(3) If tl", I'l.1n is to> he df",j;,,' Hit" "1.,·,·;(;",1 .Ial<" thcltul1r. 
if. ~U1yj- .,lu1 tI\t.~ -m"nth, day alld ~·.l~;.-L" (.'f ~ut'h ('it"I.:di\·c date. 
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( (oi) The !!1.ktult'r fl,l whidt .lIw lll<1l1 wa~ ;l'loph..:tI hy _lhe rr~r~ 
·l><>ration. 

." 

'. ,.' (5) The.l.l,,,, .. 1,:"n"'h:'JII~ 
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404/162 § 14800 

DIVISIOi'l 4. PROVISIONS APPLICABLE TO 

CORPORATIONS GENERALLY 

CHAPTER 3. CONVERSION 

§ 14800. Conversion authorized 

14300. A domestic nonprofit corporation which is not organized for 

charitable purposes and does not hold assets on charitable trust may be 

converted into a domestic business cor?oration and a domestic business 

corporation may be converted into a domestic nonprofit corporation as 

provided in this chapter. 

Comment. Section 14JOO is new. Prior law did not provide for the 

conversion of corpurations. Chapter 8 is based in large part on Sec­

tions 7951-7956 of the Pennsylvania Honprofit Corporation Law of 1972, 

Pa. Stat. Ann., Tit. IS, §§ 7941-7946 (Supp. 1975). 

404/163 § 14801 

§ 14801. Converting corporation 

14801. As used in this chapter. "converting corporation" means the 

nonprofit or business corporation which intends to convert into a busi­

ness or nonprofit corporation, respectively. 

Comment. Section 14801 defines "converting corporation" as used in 

this chapter. 

404/164 § 14302 

a 14302. Plan of conversion 

14302. A plan of conversion shall be prepared which states the 

following! 
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(a) The terms and conditions of the conversion. 

(b) The name of the converting corporation. 

(c) The manner of converting melliberships into shares or shares into 

memberships. 

(d) a restatement of the articles of the converting corporation 

which, in the case of the conversion of a nonprofit corporation into a 

business corporation, shall satisfy the requireffients of Section 202 and, 

in the case of a conversion of a business corporation into a nonprofit 

corporation, shall satisfy the requirements of Section 5250. 

(e) Other details and ~rovisions as are desired, if any. 

Comment. $ection 14302 is based on the Pennsylvania Nonprofit Cor­

poration Law of 1972, Pa. Stat. Ann., Tit. IS, § 7952(a) (Supp. 1975). 

Compare Sections 6111 (agreement of merger or consolidation) and 6212 

(plan of division). 

404/165 § 14803 

§ 14303. Aperoval of plan of conversion by board 

14~03. (a) The board of the converting corporation shall approve 

the plan of conversion. 

(b) Upon approval, the plan of conversion shall be signed on behalf 

of the converting corporation by (1) the chairman of the board, presi­

dent, or a vice president and (2) the secretary, chief financial officer, 

treasurer, an assistant secretary, or an assistant treasurer. 

Comment. Section 14303 is similar to the first sentence of Section 

1101 and Section 1102 of the General Corporation Law and Section 6120 of 

the General lIonprofit Corporation Law. 
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404/166 § 14804 

§ 14804. Approval of plan of conversion by members or shareholders 

14H04. (a) Except as provided by Section [6122], the plan of con-

version shall be approved by the members of a converting nonprofit cor-

poration entitled to exercise a majority of the voting power. 

(b) The plan of conversion shall be approved by the outstanding 

shares of each class, regardless of limitations or restrictions on the 

voting rights thereof, of a converting business corporatioq. 

Corument •. Section 14804 is derived from the provisions pf Divisions 

1 and 2 concerning approval of a merger agreement. See Sec~~pns 1201 
" 

(shareholder approval of reorganization of budnelill cPrpo'.t~on) and 

6121 (member approval of merger or consolidation of non~t@fi~ Aorpora­

tion). Compare Pa. Stat. Ann., 'fit. IS, § 7952(b) (supp~ l~7S). 

404/167 ~ 14805 

§ 14805. Members' or shareholders' approval before or a,fter 
board's approval 

14305. The approval of the plan of conve~~!~n by the membef~ ?r 

the shareholders of the converting corporation may be given either 

before or after the approval of the plan by the board. 

Comment. Section 14aOS is analogous to the firatse~tence of sub­

division (f) of Section 1201 and to Section 6123. 

404/168 § 14006 

§ 14H06. Execution of certificate of fpproval; FonteRts 

14306. (a) After the plan of conversion has been approved as pro-

vided in Sections 14803 and 14804, the officers shall execute an offi-

eel'S' certificate of approval. 
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(b) The officers' certificate of approval shall set forth the fol­

lowing: 

(1) A statement that the plan of conversion was approved by the 

board. 

(2) A statement that the plan of conversion was approved by tIle 

vote of the members or shareholders which equaled or exceeded that 

required. 

Comment. Section 14H06 is comparable to Sections 1103 (certificate 

of approval of merger of business corporation) and u124 (certificate of 

approval of merger or consolidation of nonprofit corporation). 

404/169 5 14807 

§ 14807. tlotice of approval of plan of conversion 

14807. When the plan of conversion has been approved by the board 

and the members of a converting nonprofit corporation, notice of the ap-

proval sball be given each member in the manner provided for giving 

notice of meetings. 

Comment. Section 14807 corresponds to Section 6125 (notice to 

members of nonprofit corporation of approval of agreement of merger or 

consolidation). 

404/170 § 14808 

§ 14808. Rights of dissenting shareholders 

14808. (a) In the case of a converting business corporation, dis­

senting shareholders may, by complying with Chapter 13 (commencing with 

Section 1300) of Division I, require the converting business corporation 

to purchase the dissenting shares. 

-4-



· . 

(b) The converting business corporation shall follow the applicable 

procedures provided in Chapter 13 (commencing with Section 1300) of 

Division 1. 

(c) For the purposes of this section, "reorganization" as used in 

Chapter 13 (commencing with Section 1300) of Division 1 means a conver-

sion pursuant to this chapter. 

Comment. Section 14808 adopts the principle of the Pennsylvania 

.lonprofit Corporation Law of 1972, Pa. Stat. Ann., Tit. 15, § 7952(c) 

(Supp. 1975). Subdivision (a) provides dissenting shareholders with the 

right to require the converting business to purchase their shares. 

Subdivision (b) requires the corporation to follow the provisions of 

Chapter 13 of DiVision 1 relating, for example, to notice (Section 

1301(a» and to the payment of the agreed price (Section 1303(b». 

404/171 ~ 14S09 

; 14809. Amendment of plan of conversion 

14809. An amendment to the plan of conversion may be adopted and 

approved and shall be signed and the approval of the board and of the 

members or shareholders shall be certified in the same manner as the 

original plan. 

Comment. Section 14809 is similar to Sections 1104 (amendment to 

agreement of merger of business corporation) and 6130 (amendment of 

agreeruent of merger or consolidation of nonprofit corporation). 

404/172 & 14810 

§ 14810. Abandonment of conversion 

14810. The board of the converting corporation may, in its dis­

cretion, abandon the conversion, subject to the contractual rights of 
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third parties, without any action by the members or silareholders, at any 

time before the conversion has become effective. 

Comment. Section 14810 is similar to Sections 1105 (abandonment of 

merger by business corporation) and Gl31 (abandonment of merger or con­

solidation by nonprofit corporation). 

404/173 § 14811 

§ 14811. Filing copy of plan of conversion and officers' certificate 

14811. (a) A copy of the plan of conversion and the officers' cer­

tificate of approval shall be filed. 

(b) Subject to Section [14831], the conversion is effective upon 

filing the copy of the plan of conversion and the officers' certificate 

of approval. 

(c) The Secretary of State may certify a copy of the plan of con­

version separate from the officers' certificate attached thereto. 

Comment. Section 14811 is similar to portions of Section 1103 

(filins copy of agreement of merger by business corporation) and Section 

6140 (filing copy of agreement of merger or consolidation by nonprofit 

corporation). Compare Pa. Stat. Ann., Tit. 15, 5; 7954, 7955 (Supp. 

1975). 

404/174 ~ 14812 

§ 14312. Effect of conversion 

14312. On the effective date of a conversion: 

(a) A corporation which has been a nonprofit corporation becomes a 

business corporation for all purposes and ceases to be a nonprofit cor-

poration. 
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(b) A corporation which has been a business corporation becomes a 

nonprofit corporation for all purposes and ceases to be a business cor­

poration. 

Comment. Section 14812 is derived from the Pennsylvania Nonprofit 

Corporation Law of 1972, Pa. Stat. Ann., Tit. 15, ~ 7956 (Supp. 1975). 

404/175 t 14813 

§ 14813. Rights of creditors and liens preserved 

14813. The rights of creditors against, and liens upon the prop­

erty of, a corporation which converts pursuant to this chapter are 

preserved unimpaired. 

Comment. Section 14813 is analogous to subdivision (b) of Section 

1107 and the first sentence of Section 6145. 

404/176 § 14814 

§ 14814. Limitation on action to test validity of conversion 

14814. Except as provided in Section 14815, no member of a non­

profit corporation or shareholder of a business corporation has a right 

in law or in equity to attack the validity of a conversion or to have 

the conversion set aside or rescinded except in an action to test wheth­

er the number of memberships or shares required to approve the plan of 

conversion have been legally voted in favor thereof. 

Comment. Section 14314 is comparable to a portion of subdivision 

(a) of Section 1312 and Section 616u. 
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404/177 § 14815 

§ 14J15. Action to enjoin or rescind conversion 

14815. An action to enjoin or rescind a conversion of a nonprofit 

cor,>oration into a business corporation ",hich is rumifestly unfair to 

the property rights of a member or a class of members of the nonprofit 

corporation may be brougat by a member whose rights are or will be af­

fected and who holds a membership that sstisfies both of the following 

requirements: 

(a) The membership was held of record on the date for the determin­

ation of memberships entitled to be voted on the plan of conversion. 

(b) The membership was not voted in favor of the plan of conversion. 

Comment. Section 14315 is analogous to Section 6161. 

404/178 • 14816 

§ 14816. Limitation on action 

14316. No action pursuant to ~ection 14815 to enjoin or rescind a 

conversion may be commenced more than 60 days after the effective date 

of the conversion. 

Comment. Section 14816 is analogous to Section 6162. 
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