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Memorandum 76-42 

Subject: Study 77.50 - Nonprofit Corporations (Corporat. Finances) 

The existing General Nonprofit Corproation Law contains few pro

visions epecifically regulating the finances of nonprofit corporatioas; 

the statutes relating to supervision by the Attorney General (Section 

9505) snd common trust funde (Sections 10250 and 10251, technically not 

a part of the General Nonprofit Corporation Law) are notable exceptions. 

Most provisions relating to finanees consist of general authorizations 

to impose dues and asaessments and regulate memberships (Sections 9301, 

9402, 9403, 9608, 9611). 

The extent of the applicetion (through Section 9OO2) of the finance 

provielous of the General Corporation Law (chiefly Part 4, Sections 

1100-1910, and Chapter 3 of Part 5, Sections 2700-2714) to nonprofit 

corp~at1oaa hal not been delineated by cas.law 01' other authorities. 

Because of the dafinition of shares of atock to include memberships 

(Section US), it is reaaonable to conclude that tbe General CorpouUon 

Law prov1a1ons relating to i.suance of ahares and liabilities in aonne;-

tion therawtth. redemption authority and procedure, and ...... m·nt 

procedure. apply to ftCIDIl~ ~!oy hsutl, ..... PIlipa with 

&Saocutad propc1.eu~ righte, at least in the abseuca lJt the. adQptiO'l 

of specifio byl .... ,,'If' artic:laa in theae aH88. See 56 Opa. Atty. Gen. 

317 (1973). In viev of the nature of and legal limitations upon DOnr 

profit corporations, it seema equally clear that the provieions relaC!ng 

to dividenda, atated capital, aud capital reduction are inapplicable, 

The corporate finance provisions of the new General Corporatioll Law 

are contained in Chaptsrs 4 (isauance of sbarss. redemption, oonvertible 

shares, Dptions. pre-emptive rights. employee .tock plaos, considera

tion, aubaeription and transferee liability, sbare certificates, trana

fer agset, and sues_til) and :; (proeedure and finad,al. requiftlle11ts 

for dividenda aud corporate acquieition of its ova shares). These 

sections generally continue existing CaUf.orDia st.atutes, witb most 

changes intended simply to increase the clsrity or flexibility of the 

former sections. The significant exception to this rule occurs in 

Section 500, in which new fiMnc1a1 requtremeDts for the pa}'!llllllt of 



dividends or the reacquisition of shares are imposed on corporations. 

This section substitutes for the prior general requirement (former 

Section 1500, l706-1707) that such payments be made out of "earned 

surplus" a new rule that the corporation' s financial statements _t 

demonstrate its financial ability (by way of retained earnings or net 

worth and current liquidity) before making the payments. The changes 

made by the new General Corporation Law have been followed in preparing 

the attached staff draft of Chapter 5. 

General Organiz .. !:io(: of C:ldpter 5 

Article ~ General Provisions. The sections concerning dues and 

assessments have been taken from existing l~ or drafted in response to 

Commission request. The remaining sections relating to lost or de

stroyed certificates are adapted from the General Corporation Law. 

Certain topics which are found in Chapters 4 and 5 of the new 

General Corporation Law and which might have been placed in this article 

(or in an additional article in this chapter) have been omitted. Be

cause of their inapplicability to nonprofit corporations, provisions 

concerning employee 

bility are miasing. 

stock purchase plans and atock transfer agent 1ia

Also omitted are provisions regulating classes of 

stock, conversion rights. options. pre-emption rights. transfer of stock 

and associated liabilities, share fractions. and stock certificates; 

these items. where applicable to memberships or securities of nonprofit 

corporations. should be covered in Chapter 4 (Kembers) or Articles 2. 3. 

and 4 (Capital Contributions, Subventions, and Debt, respectively) of 

Chapter 5. 

Articles 1. (Capital Contributions) , 1 (Subventions) , .!!!!!.!. (Debt). 

The contents of these articles are entirely new to the lew of califor

nia. except to the extent that general authorization to issue member

ships, require assessments and incur debt bas been granted to nonprofit 

corporations. The capital contribution snd subvention concepts and thB 

specific debt limitations are taken from the lew of New York and Penn

sylvania; the relevant statutes from those states are attached as Exhib

its I and II to this memorandum. 

Article 2 authorizes a nonprofit corporporation to require members 

to make capital contributions which may be repaid to the members (with

out interest or appreciation) under certain circumstances; in effect, 

-2-



this is a particular kind of assessment. Article 3 authorizes the 

issuance of subventions, a type of subordinated debt. A subvention may 
• 

esrn interest, be redeemable at the option of the corporation or the 

holder, be transferable, and be repaid (with interest) upon dissolution: 

the rights of a subvention holder are always subordinate to those of 

creditors of the corporation. Article 4 places certain restrictions 

upon the issuance and repayment of evidences of indebtedness. 

Two somewhat conflicting purposes are ascribed to the New York 

ststutes governing nonprofit corporation finsnce from which Articles 2, 

3, and 4 are derived: the enhancement of financing opportunities for 

nonprofit corporations through authorization of such new devices as 

capital contributions and subventions, and the strict regulation of any 

such financing in order to prevent the misuse of the nonprofit eorporate 

ferm. See N.Y. Not-for-Profit Corp. Law i5 502, 504, 506( McKinney 

1970); Note. !!! York's New Not-for-Profit CorporatioD Law, 47 N,Y.U. L. 

Rev. 761, 783-784 (1972). The staff does not believe, as ~la1Qed 

below, that these reasons justify the inclusion of such prov1&1oDB in 

the California General Nonprofit Corporation Law. Neverthelesa, in 

order to provide the Commission with a version of these ftnancing ~ovi

stons adapted to the scheme of the new Law, Articles 2, 3, and 4 4re 

ineluded in the staff draft of this Chapter. 

The staff doubts that the explicit authorization of capital contri

butioas and subventions will expand the financing capabil1ties of non

profit corporations. These devices consist of specialized vera10as of 

membership assessments and debt instruments, both of Which may presently 

be issued by California nonprofit corporations under the authority of 

Sections 9301, 9402, 9403, 9501(f), and 9611. This authority will be 

continued by Sections 5230, 5410, and 5500. The specific requirements 

contained in the capital contribution and subvention provisiona would 

actually limit the range of financing devicea directly, and thea. arti

cles might alao do so indirectly by implying that no other such apecial

ized devices are authorized. 

It is also doubtful whether California requires further regulation 

of the finances of its nonprofit corporations; at least, there is a 

paucity of existing case law or other authority indicating that either 

nonprofit corporation members or other citizens are being injured by the 

financial misdeeds of nonprofit corporations. Through their control 



over the contents of the articles and bylaws, members can regulate the 

levies upon themselves. The public's interest in the proper use of the 

nonprofit form, particularly as respects the custody and utilization of 

charitable property, is protected both by the prohibiition on the dis

tribution of profits and the investigatory and regulatory power of the 

Attorney General. 

Article ~ Redemption. Existing law contains no redemption pro

cedures specifically for nonprofit corporations. This article is an 

adaptation of Section 509 of the General Corporation Law, a continuation 

of former Sections 1700-1703. If Articles 2, 3, and 4 are not approved, 

the language of this article should be chsnged to delete the references 

to capital contributions and subventions while some language covering 

"other securities" should be added. 

Article ~ Payments ~ members. This article is an adaptation of 

Section 500 (Distributions to shareholders). The language of its pro

visions should slso be changed if Articles 2, 3, and 4 are not apProQed. 

Article ~ Trust Property. Collected in this article are provi

sions of the existing General Nonprofit Corporation Law, certain provi

Sions regulating corporations for charitable or eleemosynary purposes 

(Ssctions 10200 ~~), and existing case law, all concerned with the 

acquisition and management of property specifically held upon a chari

table trust, donated for expressed charitable purposes, or received by a 

corporation organized for or conducting itself in furtherance of chari

table purposes. 

Article ~ Common Trust Fund. The sections in this article con

tinue the provisions of existing Sections 10250 and 10251 which author

ize nonprofit corporations with charitable purposes to form and inveet 

in common trust funds and which authorize certain educational organiza

tions to join nonprofit corporations for the purpose of participating in 

such funds. While these sections are not now in the General Nonprofit 

Corporation Law, their broad application to nonprofit corporations makes 

such placement in the new General Nonprofit Corporation Law desireahle. 

Discussion of Individusl Sections 

§ 5500. Levy of dues and assessments 

This section was tentatively approved as Section 5510 in February 

1976. 
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§ 5501. Levy of assessments 

At the February 1976 meeting, the Commission directed the staff to 

consider possible approaches to permitting members to avoid burdensome 

assessments, including the requirement of class approval for asaessments 

or the right of withdrawal from membership. The staff draft utilizes 

the latter approach. 

The right of withdrawal is conditioned upon the imposition of an 

assessment three times greater than regular annual dues or assessments. 

This requirement is intended to prevent a member from using the section 

to avoid payment of assessments in amounts bearing some reasonable 

relationship to the normal financial burdens of membership. It establishes 

for both corporate management and members a clear limit to the coeecive 

financial power of the corporation. 

The staff believes that this type of standard is prefersble to a 

requirement that the assessment be for future liabilities because of the 

difficult fact questions and the opportunities for financial manipulation 

inherent in "future liabilities" language. Further, it is probable that 

as..asments significantly greater than normal annual payments (whether 

in the form of dues or annual assessment) will in fact be for the purpose 

of incurring new liabilities rather than for current operating defie1ts; 

at a minimum, this should become the case as management learns that it 

may be difficult to cover large deficits with extraordinary asseasments. 

Subdivision (b) provides for notice of such assessments to be given 

to members. Without such notice, action by the nonprofit corporation 

giving rise to the right of withdrawal might not be known to members. 

Existing statutes and case law do not provide any specific prntection 

for members upon whom extraordinary financial burdens are impoaed. 

Those states which have enacted legislation concerning the imposition of 

assessments by nonprofit corporations all have provisions similar to 

existing California law (Section 9301) simply authorizing the adoption 

of articles, bylaws, or board resolutions governing assessment amounts 

and procedures. Some states have enacted specific limitations on the 

imposition of fines and penalties. E.g., Conn. Gen. Stat. Ann. tit. 33, 

§ 33-446 (1960)(limited to amount of annual dues or assessment, or 

initiation fee). 
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No California cases on this question were located. Existing deci

sions from other states uphold the right of a nonprofit corporation to 

collect an assessment from a member who attempts to escape liability by 

resignation. See Locust Club ~ Einstein, 129 Pa. Super. 338, 195 A. 

432 (1937) (and cases cited therein). 

Californis cases involving other rights of members exhibit a cer

tain ambivalence. On the one hand, the courts have adopted the theory 

that an implied contract based upon the articles and bylaws exists 

between member and corporation, binding the member in sdvance to abide 

by the rules of the corporation (including imposition of assessments). 

See DeMille ~ American Fed. of Radio Artists, 31 Cal.2d 139, cert. 

denied, 333 U.S. 876 (1947)(expulsion from membership for failure to pay 

one dollar asseasment upheld, although resulting in termination of 

employment with value of almoat $100,000 annually). In contraat, Cali

fornia decisions also guarantee certain "rudimentary rights" to members 

and seek to protect them from "unreasonable or arbitrsry" acts by the 

corporation. See Cason ~ Glass Bottle Blowers Assn., 37 Cal.2d 134 

(1951)(expulsion from union); Haynes ~ Annendale Golf Club, 4 Cal.2d 28 

(1935)(acceptance of resignation from club); Taboada ~ Sociedad 

Espanola, etc., 191 Cal. 187 (1923)(expulsion from mutual benefit socie

ty). Recent cases have emphasized both the increased concern of the 

courts for the rights of members of private orgsnizations and the prin

ciple that the extent of judicial scrutiny of the treatment of members 

will vary according to the significance of the member's interests at 

stake and the nsture of the organization involved. See Erickson ~ 

Gospel Foundation of Calif. , 43 Ca1.2d 581, 585 (1954); Ascherman ~ ~ 

Francisco Medical Society, 39 Cal. App.3d 623, 647-650 (1974). 

Given these cases, it is quite possible that the courts would 

refuse to allow a corporation to collect an assessment not arising from 

past operations from a member who resigns upon learning of the assess

ment. Cf. Griffiths ~ Sprague Steve. ~~ Waterfront Emp. Assn., 162 

Fed.2d 1017 (9th C. 1947) (upholding right of nonprofit corporation to 

levy assessments upon nonvoting members under California law, with 

dictum implying that member's failure to resign might have been a factor 

in the decision). The proposed Section 5501 may thus be unnecessary. 
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The draft section does not attempt to deal with the future rela

tionship between the nonprofit corporation and the withdrawing member; 

for instance, should the former member be allowed to rejoin later with

out paying the assessment? The Comment to the section points this out. 

In conformity with the general grant of authority to nonprofit corpora

tions to regulate themselves, the staff believes that no attempt to 

provide specific solutions to such questions should be made. 

Another possible approach to protecting members in the general area 

of assessments is the enactment of tight procedural rules for the entire 

assessment process. Such provisions are presently contained in Sections 

2700 through 2714 and are continued in new Section 423; included are 

rules for notice of the levy of assessments, service and publication of 

notice, time periods for payment and delinquency, assessment lien upon 

shares, late payment penalties, notice of and procedures for sale of 

delinquent shares, and forfeiture of shares. Such proviSions are not 

presently applicable to nonprofit corporations (Section 2700 limits the 

application of the chapter to "shares issued by stock corporations"). 

Such procedural regulation should not be extended to nonprofit 

corporations for two reasons. First, it is unlikely to be effective 

with regard to the problem of members burdened by assessments for future 

liabilities; no opportunities for withdrawal are given. Second, these 

detailed procedures are appropriate for stock corporations in which an 

assessment is an extraordinary occasion but not for nonprofit corpors

tions for which assessments are a common and necessary method of fi

nancing. 

~ 5513. Capital certificates 

The drsft section follows the lead of Pennsylvania rather than that 

of New York in making the issuance of certificates optional and in 

allowing for transferability if the nonprofit corporation desires. 

Compare Pa. Stat. Ann. tit. 15, § 7541 (c) and (d) (1972) ~ N. Y. i~ot

for-Profit Corp. Law § 502 (McKinney 1970). The staff sees no substan

tial reason to require certificates or to limit the transfer of certif

icates. 
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§ 5515. Officers' certificate 

Neither the Pennsylvania nor New York statutes contain a section 

comparable to this although the effect of the New York requirement 

(Section 502) that authority for imposing capital contribution requirements 

be in the articles is the same. However, given the substantial financial 

burden which may be involved, it is reasonable that the authority for 

and terms of capital contribution requirements be of public record. 

~ If Section 5501 is approved to provide members with a proce
dure for avoiding burdensome assessments, consideration should be given 
to drafting a similar section relating to the imposition of capital 
contribution requirements. 

§ 5523. Periodic payments 

This section authorizes payment of interest upon subvention certif

icates. Like the Pennsylvania statute (Section 7542) but unlike that of 

New York (Section 504) no maximum rate is set forth. The maximum allowed 

by New York is two-thirds of the usury rate (which varies between six 

and eight percent). 

The staff does not believe a maximum is necessary or appropriate. 

A nonprofit corporation is presently free to negotiate for financing 

within the constraints of the usury law and should continue to have this 

capability. There is no reason why a person who is willing to furnish 

money or other property to a nonprofit corporation subject to the prior 

rights of all other creditors should also have to accept minimal interest 

payments although he is free to agree to such a scheme with the nonprofit 

corporation. Finally, payment to holders of subvention certificates who 

are a1ao members is limited by the strictures of Sections 5236. 5551. 

and 5552. 

§ 5527. Transfer 

As with capital certificates, the proposed section would allow 

transfer at the option of the nonprofit corporation. Both Pennsylvania 

(Section 7543(d» and New York (Section 503(a» allow the corporation to 

provide for transfer rights. 

§ 5529. Officers' certificate 

See discussion of Section 5515. 



§ 5530. Debt 

The requirement of apecific consideration for the issuance of 

evidences of indebtedness is new. Neither existing law nor the new 

General Corporation Law extend the specific requirement of particular 

types of consideration for the issuance of shares to the issuance of 

debt instruments (although the definition of shares (Section 184) as 

divisions of proprietarJ interest in the corporation would make such 

requirements applicable to debt instruments with equity features). The 

Pennsylvania (Section 7543) and New York: Section 506) statutes both 

specify acceptable consideration. 

The two major types of consideration excluded from the terms of 

this section are future services and promissory notes of the issuee. 

The prohibition against issuance for future consideration of equity 

certificates evidencing present rights is understandable, but the need 

to guard against issuance of debt instruments containing rights maturing 

only in the future in exchange for the promise of future performance on 

the part of the issuee is not as clear. 

i 5531. Interest 

Existing California law places no limits upon the interest rate to 

be paid by a nonprofit corporation other than the usury prohibition and 

the general rule against distribution of profits. The Pennsylvania 

Corporation Not-for-profit Code is similar (Section 7543), as are the 

laws of most states. The exception is New York, which allows payment 

only of "reasonable" interest, premiums, and discounts, and further 

limits interest payments to debt holders who are also members to the 

higher of the usury rate: between six and eight percent) and one percent 

over the prime rate in the Federal Reserve District of New York. N.Y. 

Not-for-Profit Corp. Law, § 506 (McKinney 1970). 

The draft section is based upon Section 506(b) of the New York law, 

with the deletion of the "reasonable" standard for interest, premiums, 

and discounts, and the deletion of the specific interest ceiling for 

membera. In addition, the New York prohibition against receipt by any 

holder of income or profit of the nonprofit corporation has been modified 

to provide that no interest, premium, or discount shall be calculated or 

contingent upon such income or profit. 
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The staff does not believe that specific interest maximums sre 

appropriate: a nonprofit corporation should not be hamstrun8 in its 

attempts to obtain financing. The general prohibition on distribution 

of profits and the specific requirement in this section that the rate of 

return on debt investment not be d~pendant upon corporate income or 

profits are sufficient safeguards against exploitation of the nonprofit 

corporation to the detriment of either its members or the public. 

§ 5550. Payments to members 

§ 5551. Requirements for payments 

Existing law contains no specific prohibitions on payments to 

members of nonprofit corporations; the general prohibition on the dis

tribution of gains or profits stands alone. By incorporation, however, 

the General Corporation Law limits on repurchase of shares (Sections 

1706-1708) should apply to repurchase of memberships. These sectioQ8 

generally require that such paymenta be made from earned surplus. 

Section 500 embodies new standards for payment of dividends and 

purchase or redemption of shares: the existence of retained earninga or 

a combination of net worth and current liquidity. With some language 

changes in order to conform to general accounting practicea for non

profit corporations, these provisions have been adopted for Sections 

5550 and 5551. Since the general purpose of these provisions--the 

protection of creditors--is the same, the use of similar standards i. 

also appropriate. 

This section does not apply to tbe repayment of debt instrument. 

held by members in conformity with existing law and tbe scheme of tbe 

new General Corporation Law. Both the Pennsylvania (Section 7553) and 

New York (Sections 506 and 515, as to interest) statutes place similar 

financisl prerequisites upon payments to members holding evidences of 

indebtedness, as psrt of the general policy of guarding against exploi

tation by members. 

§ 5562. Institutional trustee 

Subdivision (c) requires the periodic payment of income by tbe 

trustee to the nonprofit corporation. This type of requirement is also 

found in Sections 5563, 5574, and 5575. The rule that prohibits accumu-
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lation of income on charitable assets (for varying periods of time) 

appears regularly in state s~stutes and -the Internal Revenue Code 

(Section 504). 

The historic basis for such rules is the prohibition on "unreason

ably long" accumulations by trusts (originally related to the applica

tion of the Rule Against Perpetuities to private trusts), designed to 

protect life beneficiaries. M. Fremont-Smith, Foundations-and Govern

~ (1965) 90, 128. It is not clear how such a general requirement has 

resulted in an inflexible rule for the twice-annual distribution of 

income. 

Since One duty of a trustee (Section 5562} is the accompliahment of 

the charitable purpoaes for which he holds funds, which cannot occur 

without the distribution of income, the ataff is of the opinion that 

such specific requirements for periodic distributions are unneceasary. 

§ 5564. Attorney General supervision 

Section 5564 is the same as existing Section- 505 (other than the 

arrangement in subdivisions) except for the deletion of property held 

subject to any "public" trust from the language. No case or other 

authority haa been found indicating that any distinction of substance 

exists between public and charitable trusts. This is not surprising in 

view of the current judicial definition of "charitable" as "promoting 

the welfare of mankind at la"ge, or of a community, or of some class 

forming a part of it indefinite as to numbers and individusls." LYnch 

~ Spilman, 67 Cal.2d 251, 260-261 (1967). 

The staff also considered changing existing language to limit the 

scope of the Attorney General investigation to the extent necessary to 

ascertain whether the nonprofit corporation has failed to comply with 

its trusts or has dq)arted from its purpo~e(l. However, the Attorney 

General is vested at common law with a broad power to superintend man

agement of all charities. People ~ Cogswell, 113 C. 129 (1896). The 

enactment of the predecessor of Section 9505 did not limit that power 

but merely restated it with regard to nonprofit corporations and added 

the mandatory duty to commence an action against corporations in certain 

situations. Brown ~ Memorial ~ ~ Foundation, 162 Cal. App.2d 

513, 537 (1958). In light of this history, the change was not made. 
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The Commission has requested the staff to consider the relationship 

of this section to the Uniform Supervision of Trustees for Charitable 

Purposes Act (Govt. Code §§ 12580-12597, attached as Exhibit III to this 

memorandum)("the Act"), the expansion of the section to cover entities 

other than nonprofit corporations, and relocation of the section. 

The inherent supervisory powers of the Attorney General over chari

table assets are not limited to nonprofit corporations. See People ~ 

Cogswell. 113 C. 129; 1896); Estate of Quinn, 156 Cal. App.2d 684 

(1958). It would thus be po~sible to expand the coverage of this sec

tion to, for example, "all individuals, groups, corporations, or other 

legal entities holding assets subj!ct to a charitable trust" (see Gavt. 

Code § 12582) without increasing the existing scope of the Attorney 

Genersl's authority. 

Were this change made, placement of the expanded section in the 

General Nonprofit Corporation Code would be inappropriate. As no general 

collection of statutory provisions relating to charities or charitable 

trusts exists in any code, it would be logical to place the section with 

the Act, or adjacent to it, in that portion of the Government Code 

dealing with the Attorney General (Govt. Code §§ 12500-12612). 

The primary purpose of the Act is to provide information to the 

Attorney General regarding charitable fund management. W. Howland, The 

History of the Supervision of Charitable Trusts and Corporations ~ 

California, 13 U.C.L.A.L. Rev. 1029, 1032 (1966). The Act applies only 

to those entities already subject to the supervision of the Attorney 

General (Section 12581), specifically exempts certain types of organizs

tions from its coverage( Section 12583: religious, educational. govern

ment, hospital, cemetary corporation), and provides for discretionary 

rather than mandatory enforcement action by the Attorney General (Sec

tion 12' 1). In short, tte Act is simply a reporting procedure to aid 

the Attorney General in exercising existing substantive supervisory 

authority (see Section 12591). 

Because of the limited nature of the authority granted (to require 

disclosure of information) and the coverage exceptions; Qf entities for 

whom reporting to the Attorney General would be either unnecessary or 

inappropriate) in the Act, the staff does not recommend placement of 

existing Section 9505 in the Act itself. If the Commission determines 
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that the section should be expanded and moved, the staff believes that 

it should become Section 12598 (Supervisory authority) and 1259 ~ En

forcement proceedings) of a new Article 7.5 of Chapter 5, Part 2, Divi

sion 3, Title 2 of the Government Code. 

The staff does not believe that expansion of the section is neces

sary. The common law power of the Attorney General over all charities 

appears to be uncontested; there have been no successful contentions 

that the enactment of Section 9505 (and its predecessor) has reduced the 

scope of that inherent authority. If there is no expansion, there 

should be no relocation. 

The section, as now worded, does represent a codification of only a 

portion of the authority of the Attorney General. The staff does not 

view such incompleteness as a defect of sufficient significance to 

compel revision and relocation of the section, but it also has no objec

tions to a Commission decision to revise and move the statute. While 

some future reader of legislative intent might be tempted to see in the 

revised section a limitation on the inherent common law powers of the 

Attorney General, this could be avoided by an appropriate Comment. 

§ 5570. Establishment 

This section continues the authority (Section 10250) to set up 

common trust funds only for nonprofit corporations with charitable 

purposes and to allow investments only on behalf of the establishing 

corporation and affiliated organizations. Some states extend the estab

lishing authority to all nonprofit corporations and yet restrict the 

investment power to the establishing corporation alone. Pa. Stat. Ann. 

tit. 15, § 7581 (1972). 

Proposed Section 5570 neither widens nor restricts the existing 

authority to establish and utilize such funds as there are no apparent 

significant reasons to change the status quo. The language of Section 

10250 has been simplified in the new section. 

Respectfully submitted, 

Peter A. Whitman 
Staff Attorney 
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Memorandum 76-4:: 

LXdlilI'j I 

r,p§C5~1~--;::r~' :~,"-"iW:': !>mki::; me,.bersh;p cel'llfl· 
!ot..:' t1lJ~h~rlleo. 

A tor: Qff::tkdl shedl roi i1~va stoc"" 01 lh"nr;:5. or c.,rf'ficlire:'> 

I ~o-r stock or ~,)!' shdr';~, ~;ut may h-s~1J t'hJ'-lfr .. nsferahlc mem~ 

I 
be"hip cortifrc.t., ," odd, lowid.ncc m.mb."t,'p, whether 
(';; -;d rC-r"'iI'-7:::":,7r;' -, 'ft;, (ilY tina.IH ie.l (' . .,."l:ki,iJ·utior to 1he cor ... 
pa,aHo:" en p OVIGQrJ ,a ::;l_tdton b:": :h1~mborii. T!,a f~ct 
thar thQ corpOfllttC!l iolj <l "ot-~fot'.~rofi~ corpor~tiotl, <1i1d thlilt 
i·he membe,s~ll) .c.ertificdio N ~~r-d ;1; non-tre:nd£!'~dblt! shull 
h9 nofeo {;Onspicllt:uS['y Uri the fi!r.:,~' f;j ba;;;k u{ o.!c.h su;:." 
certifi('.,{!, -.)f c/~rd. 

·PCL,--·--------

• 502. Members' capllal contribullon •• 

(al The certific.te of incorporotion moy provlda Ihat mom
be .. , upon or ",b •• quen! to .dmi,,;on, 'holl make copit.1 
contribution, In the amount .peciflod thoro'n. tho requ"emenl 
01 • c~plt.1 contribution ""r "pply 1o .11 memb ... , or 10 
tho membe" of • ,in91. daIS, ?r b mambo .. of clifFerent 
d."., in dlff"rent ~"'0"nh or proporiioo,. 

(b) A mor,'teris capital ~~()rdrh)dh,," shall c:.on$ld nf money 
or ct~er propedy: fl!tl"'lgible f)r ir.htigro;e l or lr,bor or servicBs 
oeillolly rcceivod by or pu/c,m,.d ior :ho corpor.tlon or lor 
its ben~fH or in its f~rMfl:tio'1 c,~ rp(:~g ... rltziltionl or e combina. 
tion thereof. In the ob"nce d',.ud .0 ti,~ Iron •• etlon, tho 
ludgmeot of the board 0 Ie th. value of tho co .... id.,.tlon 
reeeived by f::') Cf"fpor,"".':._.:'i ~.hal! b~ coneiush'e. 

Ic) Nolther Q~'iq.For., of I~. r"."~"r lor f,.lu,. payment. 
no' fuluro ,",vice, ,hail COMlitut. pay."ent or port perm.nt 
of lJ mumbtr's; e,:::p!~r! ~o.,tdb~tlio". 

lei) l .. ",.mi" ,', e'pH'"i c""/dbt!,,, .h.11 be e"ldenced 
by d ~"p;t-,~- CO;-tl.lc..'l1" 'flhi:h r,h.:.Il G·:) r')l)ri .. h-"Insfer~bl~. except 
th~t th~ cortine.~" 01 incorpo.dion of • Typ. A corporation 
mey proviel. thot ", capil.1 certific.to" or 'Orne of them, 
""'Y b. t,"n,l.robl. to other ",ember. ",Ith consont of the 
corporation upon ,pedli.cI tetm, and cond.tion" 

{oj A mom b.,', "pitol "onhibut'on ,hall not be ,epald 
0' ,.d.Gm.d by the <.orpor.tlon .xcopl "PO" dl .. dulion of 
Ih. cO'porotion or upon r.d.motion of the <.pital ccrtlflroto 
.. p"ovl".d in thl. chopt.", A corporation may provlcl. In 
1Is ,",Hllt.t. 01 I"corporalion th.t tI, cOFitol certilk.te,. or 
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.ome "f th.'n, ,hail b. ,ed.em.blo, In whole or in part, .t 
the option of the COl j:wraiiI.J(j Qt'dy! lit :;uen price or prices 
\:1ot to oX('5~d the am01Jtlt of -;'hc capUa! contrlbutioni. wHhin 
fuch perlod OJ :Jer1od~t and \)ii ~,u~h term:; f.lnd ct:rnd~Horu,! not 

hccnsh!.h! with this chapter, ., .m d.'ed 'n tho certilkola 
01 incorpocallon. 

r
-pCL----

I 503. CapU .. 1 <e,flfl",! ••. 

(a) t.d, tnpll.1 earline.t. ,f.11 b. ,ish.d b) the chairmon 
Oi "{ice.chotrm.an of th!3 botlrd or } he prosident or II vice .. 
preddenl .nd the secretory or on ... i,t.nt ,ecretory ot the 
treaSLll'9t or an a!;sl5tanf heasurer of the corporation, and may 
be Iuled with tho , •• 1 01 the corporation or 0 fac.lmll. 
thereof. The signetur •• of the officers upon 0 certiflcet. may 
be le.!lmil., if the cortificote II count."ign.d by • Iron,f.r 
agont or togi.t","t.! by il rogistrM other th.n the corporation 
Iiself or its employee. In co,. any officer who has 'i9ned or 
who,e fdSd",iI. slgn.!u,e hul be." placed upon a certificate 
.1..11 hove ceased to be 'UCM office, bofore such certilie.to i, 
l'$Oed II may be ' .. ued by the corporation wilh Ihe •• mo 
effect ., if he .... ro such officer .t the dale of 1"u9. . 

(b) E.ch copllol certifle.t. ,hall when h,.ed slale upon 
Ih. faco theroof, 

(I) Th.llhe corpor.tion i •• Typo corporation un· 
der leetian 113 or section 402 of the Now York Not.for. 
Prolll Corporation Lew. 

(2) Th. nom. of Ih. mombor 1o whom luuoc!. 

13} The amount of the member', c~pilal contribution 
evidenced by .uch cerllflcat •• 

(4) If appropriate. that the corporation Is ft Type A 
corporallofl, ond th.t its corlille.l. of lnco.poration pro
vide, th.t the ceplt.1 c.,lllie.to Is t,.n.ferable to other 
membe .. with tho eOMont of the corporation. 

(c] The f.d that th. corpo,alion i •• not-for-prom cor· 
poration, and Ihot the capit.1 .erlille.lc is non·lransl.rabl. 
or i. I,on,fer.bl. to other mamb.", with tho co",onl of the 
corporation, sholl b. noted conspicuously on th. face or b.ck 
of .ach such c.rtiflc.t~. 

- /)-,A 



·PCL-----~------------------~ 

• 504. Subvention •. 

fa) The c.,tlficale 01 Incorpo,.tlon may provide th.I the 
corporation ,1..11 he aulhori.ed by r •• olution of Ih. b".rd to 
act-apt subve.,.tioils from -nembeti or nor.~member' un terms 
end condition, nol inco",:,lon! with this chapklr, and to ,,,ue 
ce,tificat., th.r.lor. Subvention cedific.!., ,h.11 be non
I,.n.fer.ble unl ... ,uch rosolution pro,ida, thd they ,h.1I be 
Ir.n"et.ble, .ilh.r et will or subiect to .pacified r •• triclion •• 

Ib) A ,ubyention .holl co",I,I of money or other property, 
tat!£fiblo Of inlilNq;ble, ~ctu",!ly receivN:l by th~ corporation 
or e,pMded lor its benefit or 10. its forma lion or reorgantte
Iton, or 0 combinolion thor.of. In th" .b.ence of {'oud in 
the t,o",.clion, tho iudgment of !h~ board 8' to the .aluQ 
of tho consideration reoeived by Ih~ e~rporatlM ,h.1i be 
c.ondusivu. 

{cJ The right. 01 holdo .. of ,ubyention c.rtTficale •• h~1I at 
.11 Hmos be .ubordlnate 10 the rights ef credilo" of the cer
poratlen. 

(d) The re.olution of the board may provide th.t holders 
of .ubvention certillcat •• ,hall be entitl.d 10 a fbed or con
I1ng"nt porlodlc pay","nt out 01 the corporate ... eh e<;u81 
to • percenlage of the original amount or v.lue of the .ub. 
Yenlt.n, but such poymenl .h.1I rot e.c ... d two-thirds 01 the 
m .. llnum int.resl rate ,ulnorlt.d pu"uan! to .ection >-501 
of the gener.1 obligation. low. ' 

(e) Til. re.olutlen of the hoard mey provide th.t • sub
venl10n ,h.11 be r.deen,.ble, In whole or In pari, at Ih. oplion 
01 the corpora lion .t ,uch price or pric". lno! to exceed the 
original omrount or •• Iue of th. sub,notion plu. any periodic 
paymonts due or accruod theroon 1, within .uch period or 
pe,lod" ond on ,uch tet!~' and conditions, net ir.consi.tent 
with thl. ch.~lar, as are elated in the ,~.olution. 

(I) The r.,olutiol1 of the bo.rd m~y provld. thel holders 
of .11 or ,omo ,ubvention cartifil.te, ,h.1I have the right to 
require tho corpo,oliol1 .fI.r a .pecified period of tim. to 
redeem such cortWeote" In whole or in part, at a price or 
prlc., that d~ nol exceed tho original 6mounl 0' v.lue of 
the subyenllon plu. any I>0rlodle peymsnh due 0' accrued 
Ihereon, upon an ./f"mative .howing thaI the linanclal con· 
ditlon 01 th. corporation will permit the required payment 
10 be mode wilhout imp. irmenl of ils oporations or inlu,y 
10 Its credilors. Th. right 10 ,equire redemption may In 
.ddltlon be conditioned upon the occurrence of e .peeified 
event. Fa. the purpose 01 enforcing thei, rights undor this 
parag.aph, holders of ,ubyention certificate •• hell b. entitled 
to In.poct the book, and records of tho corporation. 
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!<11 Hold." ~! ,,,bvonlion ee,Hr,c.t~,. u"on dlssolutlcn of 
th-b corporllt;onr $hat! Lo entltfed! nHer the cl~ims of c:reditors 
have beer sdthfic,d. to i'!, ,epdymE'!lt of the orlginl!!ll "mount 
c' v.lu" 01 !h. ,ubvonlioo ply. "ny poriocllc paymonts dUB 
or accrued thN~Of"i. c.mles~ ~ les§er 1:Uh'~ is- !pecH1cd jn the 
cedlllo.te of inco'poro'ion '" tilo co>olution <>' the board 
cD-nc.8rnln~ such SUb"f:JlI ;ion. 

N·P C L-----------------. 

! 50S. 5ubv~"tI"n <e,tifl,ota •. 

(~) E.ch .ubv£·ntion cedified!o .hall b •• ;good by Ihe choir. 
men or ll. vke4cnatrmdtl of the bo~rd or ,the president or a 
vlce.presidonf L1fld tho- sscrohry or an asshtf!rtt sGcretery or 
H11) ttuds-urer or I!In as!.h.tdnt heasurer of the c.orporation, and 

. may be ,eoled wllh the ••• 1 cl the corporation cr a I •• eimil. 
Ihoreof. Tho ,ign.tu,., of Ihe officer. upon e certificate may 
be f •• eimil., jf Iho certifoeate i. countersigned by • I,onsl.r 
agent or reg;,tored by • registr.r oth.r th.n the corporolion 
ilself or its employee,. In CO," any offic.r who h.s signed 
or whOle 'oscimil. ,i9n.tu,o ha, been placod upon a tertii!
oal. ,h.1I have ee.,ed to be ,uch office, bolore such certifi. 
cote I. issued, it may be ;"ued by tho co,poraticn with Ih. 
10m. eflect os if h. were ,uch officer .t the dat. 01 Iss.a. 

Ibl Each ",bve.tion co,tille.t. ,hall when issued .t<ite upon 
the hre thereof: 

I I) Th.t Ihe co'po,dion is a Type corpor.tlon 
und., •• ction ; 13 or ,.ction 402 01 Ihe Now York Nol-ior. 
Profit Corpo,.tion low. 

(2) Tho n.me of the pe""" or persons to whom Issued. 

(3) Th •• mounl of the subvention ovldenced by such 
certificate. 

(4) ,he amount 01 the periodic paymont th.roon, if any. 
euthorit.d by the , •• aluticn of the boord. 

(5) II epp,opriate, th.t the ce.tiflcate i, redeem8bl. 
end e ,umm •• y 01 th. condition. lor redemption 01 the 
option of Ih. corporation or of the holder. 

(6) If app,opriate. th.t th. certificate is Iran,lorable, 
elther 01 will or subiect 10 specified ""tricticns. 

101 Th. I.d that the corporetion is • not.for.profit cor· 
po,elion and, wher~ • pp'oprl.te, th.t the cerlificate i, Iran,· 
I.r.bl •• t will or .ubied to ,.striction., ,h.11 be nol.d CO"· 

,pkuously on Ihe foce or bad 01 •• ch luch certificet •. 



N·pe 1.--"-----. -------------... 
• 506. Bondi und '1f:(tirhy ~,'l:hH~S;-5 

(a) No. torporl!flo" shtdl i~iiui; be rich f3"}!:Cl':?t for- money or 
other propr1rty, tanqjbte or jntar.glbl r • or I&bor or s&t¥ices 
actually teGeiv&d by 0-1' pHfcrn'H3ci for tho co-rpor~Hon ot for 
Its benefit or- in its formdion or reo(gantufion, o~ G comb, ... 
nation th ••• d. In thn .be" •• of 'roud in the tr.n, •• lion, the 
ludqment of tho bo",d .s to !he vabe of the c~".id.r.tion 
,eceived by the corp"".tion ,h .. lI b. conclu,ive. 

{bl A corpor.Hon moy pay rC410n.bi. inlor •• 1 on it. bond., 
m~y I!'i.t.lo its bonds tot d. r"o:;on,sbi8 discount 03nd may pay It 

rOeUot;?!!(,la p(umiwfI for thl!! :,odcmpfkm he.reof prior to 
m.lurlf,/, but th. holdo" "f ils bond, ,hal! not be .nlill.d 
at an}' tim/) to recel~~ 6:1y rad '')~ t:u~ ir-comn O-~ profit of 
thQ corporation ner l5t rn~tur!ty to rec.e;V(l roore them th(! prin
dptll !>dM thtH~\of plus fr.h.'tf.:!'s.t dtle ~nd dcctuf!od thorooft. In 
the atncmc1! of fr l!Jd b tha tra:m;~c-tkn. 1he judgmont of the 
boerd os to the roesonob!en." of any ,uch intere.t, discounl o. 
premium ,h.11 bo conelu.ive. However, wilh' respect to bond. 
nol 4 pert of • public offering, nofwith.tondinq the term. 
olin. in.trument, no member of a co.por~tion .h.1I be entitled 
to receive, directly Qr indirectly, as • holder or beneficiary 
of such bond, prior to maturity or re<lemplion more than .im· 
pie inl •• e.t th.reon .t a r.f·. equal to the higher 01 (I) the 
maximum int.r •• t authori.e<l pursuant to .eclion 5-50 I of the 
g8ne •• 1 obligations I.", or (2) one potcenl OYOr Ih. prime 
rate 01 intere.t then g.ner.lly pr.vailing on Ih. int.re.t due 
date in tho Feder.1 Roserve District 01 New York, ncr 01 
matu.ity or redemption, nlore then the principal sum the,eol 
plus any Inlo,.,I, n<>t .xceGJing the m •• imum inlerest herein 
.patilled, due end accrued thoreon. 

(c) A corpor.llon moy, in lis c.rtilie.le 01 incorporation or 
by.!.,.." confer upon th~ hold ... 01 .. y bond. issuad at to be 
Issued by th. co'por.lion. rights to in'pecl the corporate books 
and racord. Ind, upon def.ult "I iot.,.,t or principal, to 
vole In !·he election of diroctors. The certineat. 01 lncorpor •• 
Hon or the by.lows moy apporllon tho numb.r 01 vol •• Ihal 
may be casl with r.spod 10 bond. on the ba.i. of the amount 
of bond. held. 

(d) The board may a.thorlte any mortgage or pledge 01, or 
the cr •• tion 01 ••• curily inter •• t in, .11 or any parl of the 
corporation', p."onal properly, or any inlerest therein. Un. 
181S the eertillcale of incorporation provide. olherwie, no vole 
or con.ent of the member< .hall be required 10 approve ,uch 
action by Iho bo.rd. 
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§ 507. F!lSSr dues end c-uobmenh.; fine l!t1d pt~naHtes. 

(a) 11 .ulhori,.d by its cerl;f,cate of incorpor.tion and 
subject to any limitations dated o11her rn thO" cerHfkatQ or in 
Ih. by.lo,." • ccrpo,.ticn may levy 'nW.tion f •• " due, ond 
l!J'ueumeds on Its member, I whethet- or 1101 they a.t voting 
memben, end may impose '-ees.oMbl(~ fiflE:s or other tJsnaitias 
upon 1h members for violations of ih rules and rcgul,3tloni. 

(b) Inili.tion lec<, due, or M,."menis may 60 I •• ied on all 

dauc~ of members i; l:ke or in different irmounh or propor~ 

Horn; for d:ffert'tlt cl.:ts.ros of men-ber's. as the certificate of 
rncorporation or tho oy·taws. May provide, but in all Cdses the 
feast dues. dnd l.'lSSeSsFifcnh. ~rlY~"'te by m{'mbers of OflO cia!;.:; 
~hall be ddorrnihod upon the 5af~e bBSis., 

t r.: ~ The certlfica-tfJ' of lncor~ord+!o'1 or the by-lnws- may con
hin $uc.h provisions as ore deemed n~(;.eS~43ry to enforce the 
collec.tion of foes, d'-les, 6$SeSsmcnts., fine5- or "Other penaities l 

including provrsions for the termination oOf tnc-mbors~ip. upon 
reasonable notice. for- non-payment of siJch fees, dues. assess
ments l fines or other penatties f and provi<;,~ons for reinstate
ment 01 membership, 

(d) Subied to the provision. of this chaoler, the cortificat. 
of incorporation mily provide Htdt Members pdy;ng initiation 
fees. dues. or AS~e55m{!nh; s.haH, upon di5~olution of the c.orpora~ 
tion, have disttibutive rights in its .".Is, The distributive 

rights may b. different lor difforo"1 d."e, of memb.", bul 
in .11 ca' •• the rights oi m.mbo" 01 one cia" ,hall be the 
samo. 

N·PCL,--------------. 

I 514. Transfer 0' <orpotat. property to a tr"sI.e. 

(.) Any corpor.lion holding or receiving ."el. undor ,ec
tlon 513 ,Admini,tration 01 .... is received lor .pecific pur
po,e.) may, by oppropriate .clion of ils board, tran,f.r any 
.uch .".h 10 • corporate tru.tee, which .h.1I be • b.nk .nd 
ttu.1 company ot • It",t company or fund incorpotoled under 
the I.w, of the ,tate 01 New Ycri. .r a notional bonking ."0. 
ct.llon having fiduciary pow." end having it, principe I oWce 
In this ,I.te, e. It",tee and with like inve,lmenl r.ddcllons, 

(I) UpON ,uen h.n,f.r, which may b. tevocable or ir
rovocable, the boatd of tho corporation ,h.11 be relieved of.1I 



Ilability for the ;'ldmlr.i~t'n .. d Ir::U', on! ~lIch dSsoh for liS long as 
the It. t·: ~~r ue adl''iin.:~.brt;'1J :..,: tli(' ("-")i ~()Hlh", +r1..!'}fee~. 

(2} :~ur.;h ccrp":!'r~;·f.' t~d~:~')o sh~·F f ':11 et 'c:a~f S'!jm1~tH1nUaUy 
or at 1110ru frsquunf inier 'ids. ff ~o .esr~CdL 7he net tl1come of 
such es~eht Nhk~ may ."".'~"JOI~ .in :nucn of thIJ r~l::-rfzed ap~ 
predation of principal, wHhrn the BfT:ifet!ons. spedfitd in 
pa'"9""ph, (eI) .,d {" i ,} SOCt'M 51:' wit:, '"'poci to .".t. 
rsta.lnt.d by the corp;::.rv}.lon l 1!Ii~ tht:l corporate trl.istCCl' may 
deem prudont. {-r) +nf; COl ~)oratiotl for L!~O 6nd appitc8tion to 
H,a ~r('!cif1c pwpo~r bf purposo~: for which the I.aseh. were 
receive.j by th'~ ccrporoHon. 

{bj The car!lfie.t. of ;nco'poration ",oy provIde for the 
appointment of individ".1 or torpor.l" truste.. fOf any 
o •• 11 of the corporalo P'''P'''Y. Such appoint",en' may be 
nlade by an insin.rm&nt w~lrch sha:1 also shota fhe purpose~ of 
the corpor.tion for which ,uch properly !~ to bo held, and 
may confor on ,uch tr".lee. ,uch 01 tho powers. dutie, or 
obligation, of the directors in rel.tion to tho c .... euslody 
or m~""9.",ent of slICh property as may b. deamed .p
propriolp. 

(e) Th. d •• lgnolion of on indivIdual or eorporat. !ruslee 
lor corporate prop.rly ,holl not reli.,e any director of his 
duly to tho co'porotion und~r soction 717 {Duty 01 directors 
and office"} to .,.ro;,. duo CoOr. in the ,.I.ction of Ihe 
,,,,,t •• end in the conliru.fion of t.rmin.lion 01 the t,u,t. 

N·PCL--------------------------~ 

'515. Dividendi prohIbited, <erlo'n dl.,rlbutlons of 
ca,h or pt,,"erty authorized. 

(oj A corporation sh.11 not pay dividend, 0' dlot.;bu!. Any 
part of it. income or profit to it. memb.". directors. er 
officers. 

{bJ A eo'poration mey poy tampon",llo" in • reasenabl. 
amount to members. dirodors l or officers for ~ervlce~ tend::ned l 

and may mal.. di,tributlon, 01 e.,~ er properly to members 
upon dissoiution or fine I liquidation ft, permittod by thl. 
ch.pler. 

(c) A corpof6tion "'.Y conf.r benefits upo. me",b." er 
non~membQrs in conforrnity with its purposes. may redeem its 
t<lpllol certilicates or ,ubv"nlion eerlHie.t ... and may make 
other distribution, of cB,h or property to it. membo" or 
for-mer memborsi diredors t m offi(;;~n prior to dlss.olutiQn or 
flnel liquldalion, e. euihori,ed by Ihis artiele, except when 
the cerpo,ation i. e,m"nlly in,olvent 0' would thereby b. mad. 
inlOiyo"! or rendered unobl. to carryon ils corporate pur
poses l or when tho fak value of the- eorporation1s assets reo 
malnlng .h ... ',ch conf.rring 0 1 bonefits. or ,.demption, or 
ether dl,trlb"Hon would b. in,uffici"nt 10 ",eet its lIabilitio •. 

-7--
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• 516, Diol,lbution. Ie m~"b." upon termination of 

memb.,.ltlp. 

r.) Except.s provided in Ihi' choplnr "r the certificate 01 
Incorporation "r tho by.,.,." the inlore.t 01 • memb.r in the 
property of a corporalion ,holl termi""!. upon tho lormin.tlon 
01 hi, momb."hlp, whether by e.piration of the term 01 
membership, "r by the deo'ih, volunlory withdrewal. or •• pul
slon 01 the member, or oli,.rwi, •. Such termlnaHon ,hell be 
wlthoul prejudice to hi> rights, if any .• s holder of • ce pit. I 
lOr subvention certificolto. 

(b I In 'he evenl of • '.rmiMlioo of memb."hip. wheth.r 
voluntary or Invelu,of.ry, .nd ,ubiect to .oY ro,trletion. con
tftlned it! this du.!ptct or th& certfficate of incorporation or
tho by. lew •• d corporation may at il< oplion thereafter call 
fot redemption OMY copilel certificate or certlficole, held by 
,Utn formor member, 6".1 rodeom tho ~mD upon poyment of 
• ,um 01 money cGuel to the r.demption ptice th.reof If ,uch 
corlificat .. , .re by tnoir term. rede.moble, or upon payment 
of. ,urn of money equal to the omounl of the cepit.J conlrlbu· 
tlon ovld.nced by .uch certificat., If they .re nol by Iheir •• -
pt ... lerm, ted.em.ble. 

(oJ If. member who would upon dissolution of Ih. corpo
ration h ••• di,tributive righl< in ils mots under per. graph (d) 
of ,.etion 507 (Foe,. Jus. end ."essments: fln ••• nd pen.ltie,) 
I, expelled oth.r thM lor cou,. pu"uenl to • provi.ion of the 
cerillicot. of Incorporotion or by.lo .. , outhorll;n'! ,uch .xp"l. 
&ion, and Ihe corporotion i, dissolv.d within 0 period' of five 
yM" .ft.r Iho d.t. of .uch expu"ion, the •• pelled member 
,h.1I bo enlltl.d to ,h.rc in the di.trlbution of ... els In the 
,omo mannor .s other members 01 the ume do" enliH.d to 
shore el th.t time, .,copllhel his ,hare ,holl be chargod with 
any .r,.arog.' .nd oil du ••• nd ."."menls which he would 
have paid if h. hod remoined • member, plus Interesl on .11 
such Items. 

(dj Nolhln<J In this ,.clion ,hall au/horr .... co'porellon 10 
make a di,lribulion 01 co.h or proporty to • former member 
In eontravention of the provi,ion, of ,eetion 515 (Dividends 
p,ohibitod: cert.in di,lribution, 01 cosh or property eu
Iho .. ed) . 



Memorandum 76-42 

E",Hhit n 

jPennsylvania Corporation Not-for-profit Code} 

§ 7541. CIlI)It:il cOIlLl'iIJUHollS of members 

(8) General rule.--,;\ tWHprofit corpoLation ol",J:!"[wizcd on a non· 
stock basis 11L~ly provide in ils bylaws (hal m{:mbcr~. upon or sub· 
sequent tu ~l(ill1L5k'!', ~t1al! lllaL:t' (.]pital ronlfiL~l1UoJlS. The amount 
shaH Lc ~p('cifi('{t iH t ,-or fixeu hy the board of ~!ircct(lrs or other 
pody llltf,'Hl.'lnt to al!titt'rity gr,utcd Ly, the hylaws. The rcrluirc
tncnt of a fapital conhil)utioll ma)' apply to all mcmlJ('TS, or to the 
memuers of n sing-k d,f"i~, of to inc-miters of different das5cs in 
different aniGullis or propmtiolls. 

'(b) Conslderation recdvable.--The capital contribution of a 
tncmhcr ;.:haH ron~i5t of tnOII{.'.V or other ptoperty, tan~~jbll! or in~ 
tangilJle, or {alJot or sen icC's ad tw,lly fr:civcJ tty or pcrformc(1 for 
the corporJ.tif-;'n or for ils lwudit or in its fllrm:ltion or reorgani1.a~ 
tion, or ::1 comLil1;}(iof! thereof. In Ihe ;\h:--e!1cc of {ratHl in the 
transaction, the jwlg'l11cnl of t'ie hoard of directors or olhl"r h04.Jy 
ns to the value of Ihc considcl'ution reccive,] by the corporation 
shall be conclusive. 

(c) Evidence of contribuHon.-The capital coltlribuliotl 01 n 
member .shall be tl;coruc(l on the hook., of the (orporarioll ilnu mny 
be evidenced hy a written ill~trtHl1Cnt delivcred to the tnclnhcr, Lut 
such instrument shalt not be denominateu a "sku"c ccrtifi-catc" or by 
any otJlI~r word or term implying- tlmt the instrumcn t is n share 
certi(icatc suhject to sed ion ii'52 of tbis title (relating to (Jq;~U1L7.a~ 
lion on a slock share basL<). 

(d) Transferability of interest.-,-Unless othorwise I'I'O"i'oo<1 in 
the bylaws, the capital contribution of a member shall nol he tralts
ferable. 

(e) Repayment of contribution.--The (;'I,il.ll contrihution of a 
member shall nut he repaid by the corporatiun except upon dissolu
tion of the corporation or as provided in lI,is art ide. A corpora
tion may provi<lc in its Lyl.aw~· that its C','pltal cOIltduutions, or 
some of th~r.~, shall L.c rq'ayal)lc. in wh(tk or ilL paCt, .tt Un: uptiUiL 
of the corpor.ntioll Duly, at such amount or amollnt~ (liot to exec-cd 
the amount 01 the capital contribution), within such period or peri
ods, and on stich terms ant! conditions, nut iuconsist('nt with this 
article, as arc slateo in, or fixed by the Loard of directurs or other 
body pursuant to authodty gmnteu by, tI,e bylaws. 

§ 7542. 
(a) General rulc.-The bybws may provitle that the corporation 

shall he authorized by resolution 01 the board of directors or olher 
body to accept subventions from nlcmucn; or nonmembers on 
terms and ('onJitions not itl(Onsistcl1t with this article, .and to is~ 

sue certificates lherefor. The resolution of the hoaru or other body 
may provide that holders 01 sl1[,\'cntion certificates shall be en
titled to a fixed ur conlingent periodic payment out ul the cotpO
ratc assets rIlual to a pcrcentag-c of t~c ol'ig-inal amount or value 
of the suuITlltion. The rights of hol,]crs of slILve!l!ion C{'rlificates 
shall at all (imes be subonlimlc to the rig!Jts of credilurs 01 ()e 
.corporation. 

(b) Consideration ,.cteivable,-·~A sul.,'cnfion shall 'l~nn~isf of 
luoncy ot other properly. tangit,le nr intangiblc, actunlly received 



by the corporalion or ~xpcllded ror its bendit or in its formation 
or tcorgani1.ation, or a combination thereof. In the absence of 
fraud in the transaction, tbe judg:mcllt of the hoard of directors or 
other body as to lhe vallie of the consideration received by the 
corporation ~halt be cnnc1usiyc. 

(0) Form of cert!£lcate.-,Each subventiun certHicalc shall be 
signed by two duly authorized officers of tbe curporation, and may 
be scaled with the seal of the corporation or a facsimile thereof. 

. The signatures n[ the o£rieet"s upon a certificate may be facsimiles. 
if the certificate is CDlltltcrsigncd hy a transfer .agent or registered 
hy a regislrar other than lhe corporation ii-.:;clf or its employees. 
In case tiny officer who has ,l..,igllcd ur 'vho~c fac:stmite signature has 
heen ptncrtl upon a ccrtifiG..Iic !-O!Jati have ('cascrl to be such officer 
before such ccrlifif;ltc j:-; is.';'llC.-\, it nli1:'{ Lc i~~1tcd by the corporation 
'"lith the same err t'd Wi if he were ~.uc:h offitcr at the tlatc of iss lie" 
The fact tktt the (or] lora titln is a nonprofit corpot:ltion shaH he 
noted conspicuously on the face or Lack of each· certificate. 

(d) Transferability of slIbven\lol1.-S"IJVentioll certificates shalt 
be nontrun:stcrahlc ullless the resolution of the hoan.l of dir('ctors 
or other body shall tmwirlc that they shaU be trallsfnable either 
at will or sulljcct to sp{"cifictl f(~strjr:tions. 

(e) Redetnption at option of corporation.,-The resolution of the 
board of directors or other j,ody may provide that a suhvention 
shan be rcJcetnable. in , .. ..twk or in partJ a.t the option of the corpo· 
ration nt .such price or prices (lJul to exceed the odginal amount or 
value of the subvention plus any periodic p.ayUl('nl~-; tIue or ~~~crucd 
thereon), within such prriod or {ll:rinds j and on ~;l1c:h terms an41 C011-
ditions, not incol1si"tcllt with this at·lide, as arC' stah."(1 in the ·rrsolu ... 
lion. 

(f) Redemption at option of holdors.- -The res< ,luti'Hl "f the honed 
of directors (It" atllt.'r u~.ldy may pruvide that holders of all or some 
suhvcuUon tl"tlific;ttes ~ltail han~ the right 10 rrquire tile cnrpot"a·· 
tion after on specjfied period of til11e to t'cd('cll1 ~UC""t, Ct,rtificalc:", in 
whole or in part) rtt a price or pricrs that do not cx:c('cll the (Irig:inal 
amount or vOlluc of the suLvcn1ion ptus allY periodic payme11t~ (luc 
or accrued tht'H'(!l1, ulJOn ;tn affirllliLlivc shmvjng that the nnancia! 
c.O!Hlition of the corporation will pcrtntt the rC'quircd payment to IH~ 
nlade without iHlp~tirtncllt (If il"s fllwraJiolls or injury to it~ crcdiitm:;. 
The right to require rcdcmptiull 111ay itl ndditinn he comtition('u 
upon the OCCtllTt'nrc of a ~lH"""(:irietl event. For Ihe purpose of ell

forcing their rig-Ilts under this suhsec.tion, holders of SUIJ\'l'l1tion ccr4 

tiHr~ltc.s sfmH be l'lltilftd to inspcd the bou!..::s allfl rt.'co1""ds of the {"or· 
pomtion. 

(g) Rights of holders on dissolution.-"Hotdets of subvontion cer
tificates, upon uissQlulion of the corporal ion, shall Le entitled, after 
the claims of creditors tla\'c h(,l~ll ~atisHc(t, to repaymcnt of the 
otic-illal amo1111t Of" va!uc of IIIe. suh"cntino plus ;J,ny prriodk pay~ 
meats due (.if Ll.CCfltC"d thtrcon, unless a. lcss>:'r :-:.Ulll is spC'dficd in the 
rcsolulic'll {If tht: board of dirl..""rtors (Ir other umly concC'rtling ."iuch 
subvention. 



§ 7543. ]}rbl RIIlI sffnrlty IlItel'rst~ 

(a) General rule.· -.'J('I corporation shaH issue bnmls or other CVt

dct1ccs of iI1l1dJtfdtH'f.s except for mOl1C'Y U1' other properly! tangible 
or inbtllgihlc, or labor or St,t"icl..~s adl1afly rcct'lvcd by or performed 
{ot" the t'fll por<1tiull or for its ')cnelit ur in it" [ornmtir)n 01" r{'organ~ 

i1.atlult, or a C'umlJinatioll thc-rcof. Tn the ;tOSCI1CC of fr;mu in the 
transactiun, 1hc jwtgm(,llt of the bU:J.rd of directors or oth·or body as 
to tile vOllu(' of thc consideration rcct'in.'d hy the corporation shall 
be conclusive. 

(b) Creation of He.n on personal property.-The Lo,,",l of direc
tors or olhr-r bud)" Inay authorize any mnrt{!.:tgc or plcugc of, or the 
creation of J. ,"{"cur-it), illterc~t in t all or ilny part of the personal 
property of the r:orporatioll, or allY itllcl"C'st therein. Unless other
wise restricted in the hylaws no yote or consent of the mcmbt!fS 
shall be required to make effect"·c sudt adinn by the board or other 
body. 

§ 7544.' Usury lIot 11 defellse 
(a) General rule.-No nonprofit corporntiol1 sh:t'\1 plead or set up 

usury, or the taking of 'Hare tl,an the lawful rate of il1terest, as a 
de(C'"nsc to any actiotl br01.1ght :1g.11nst it to recover dama.ges on l or to 
el1force paymcnt of, or to enf01Tc any olh{"l' rCnlt!dy on, ~my mort· 
gage, bo",l, note or other oLligation execute,] or effected by the cor
poration. 

(b) Ncnqualified foreign corporatiolls.-The provisions 01 this 
s('"clion ~hatl extend to :111 ruurlg-ages, UOlld,"i, nrJtcs or other obliga
tions cxC'cutrrl or cffected in tl1is Crmlll1om\'C'atth by a nonqualiflcd 
fOl'cigl1 ('clrlH Ifat ion alHt to mor! ~a~es ,!lld (",Ithcr olrligat iOllS ("x~llted 
by nonqt1aJified foreign corpo!-ation~; affecting real properly situated 
in this Cummunwealth. 

§ 7545. Fees, dues and H .. sesSlllent~ 

(a) General rule.-·-.. \ nonprorit ':OIporaliun tnay levy dues or as
sC'5smcn!~, or both, on its. tm.::lI1hrr:::;,. if <luthorily to tlo so is conferred 
v.v the hyl:lws, subjC'd to any lilllilatiulls thcrtin contained. Such 

UUC5 or assessments, or hoth) may be lmpo,"ied upon all members of 
the same class either ;JUke or in different .amounts or IJI"oportions, 
and upon ~ different l,"ois lIpon different closses of members. l'IIem· 
bers of one or more CbS.Sl'5 rnay he made rxcmpt from either dues 
or nss('-~smcT1tSt or boUl) in ll1e mann~1" 01' to the extent provided in 
the bylaws. 

(b) Amount and method of collcction.--The amount of the levy 
and method of eollrcUon of sltch dues or as~cssm("nts, or bot.h, may 
be fixed in the oylawo, or the Lylaw, m,y authorize the board of 
directors or other body to fix tlte altl(ount thereof [rom lime to time, 
and make Ihell1 payaLlc at 5\1clt tiltlc and or ,"eh metho"s of collec
tion as the L":lrd of directors or other body may prcsc,·iLe. 

(0) Enforcement of p~yment.--A nonprofit corporation may 
make byJaw3 nCCC~S.,'lry to enforce lhe colledion of such dues or 
asscssntcnl~1 indwltng provisimls fur the termination of member
ship, upon tt'usonautc not iu~. for nonpaymcnt of 5urh tlues or as
sesstnel1t~, and for rcillsta il'!nCllt of mr~11lbcrship. 



§ 7551. Transfer of trnst or other as.ets 10 Instltutlollal 
trllst(,e 

(a) General rule.--Any nonprufit corporation holding or rCl"ch'~ 
:g assct~ HrHlcr S<:ctiOll 75·19 of this dUe (rVratlng to a lihotity to 

take and hold trust propt'rty) may, fly apPl"()prliltc .anion of its 
board of di1"c'ctur;, or othr-r hod:,~. tr;ms(cr, whic!L i;"an:-;fcr nwy be 
either rcv(J(';(h!c or irrcvu('~Llc, allY ~t1('h .1ssrts t·.1 a l'Orpofatc trus
tee. which sJ!.:lll he a b:llIk and trust comp;lny 01" a trw;t cnlHp~ny ill
corpornt~d unu.cr the laws of this COlllm01I\\Talth or a n~:li0n.11 bank
ing- associaiillil ha\,trJ~ fidufhry powers and hadt1J-~ it..., principal 
office ~n tbis Commonwealth, 015 tru.,,;,tcc atd willI like in\'('stment rc· 
strictiuJ1~. In like m'ltllH'.r the corporaton 1l1a,,~ transf('r, ".!tich tr;tt1s
fer shall ue n_·\"oc~llJtt\ :Hly utfioer part of i!~ as_~etg lu stKh a l'orporatc 
tru~tc(", subjcd to fhe ~~1tIW powers, restl-idi"'-)!1s and ohligatiolls 
with respect tn iIlYc:sim('tll as ~trc applicllhlc to the corporation itself. 

(b) Relic! from Iiavility,--Dpon ,uci! transfer the boaru of ditee
tors: or other body of tbe corpOrUt1Ull ~hall Lc n.:liL'\tu of aU liability 
for the admini:.ttation of $uch assets fot- as long as such assets arc 
adminislered by the eorpurate trLlstee, 

(c) Amollnt and frequency of payment.-- Such corporate trustee 
shall pay, at least getni-allilualiy or at more frrqucnt intervals if 
so agreed, the !lct incolHe' from such a.'iscis, Wflich may include so 
much of t.he rc .. lizeu appreciation uf priLlcil'al "5 the hoard of di
rectors or other bOlly of the corporalion may deem prudent, to the 
corporation for usc au,1 application to the pl1rposc or purp()s~s for 
whicb tbe ns~.:c! s werc rt'cch~l2d hy the COl poratiotl. ; 

§ 7553. DJ\'ldclltTs JlrohllJlte,i; eOIl1!.eIlSittion Dud «-rlftin 
JIllymcnts IwlhorJzl'tl 

CA) General l·u1e.--- A nonptorit ~·(JI-llOl·ati(.lI1 ~h:1!l not It;L\- diyi
d('nds 01' dislrilHltc any part o( it: income or pt-ufLt::; to its 'n~mhc:r'-:'J 
(tircdol's, or oHiccrs. 

(b) Reasonable compensation for servkes.- - ,\ ",,"pror.t rnrpom
tion may pay (()mrH..'n!"at'i()n ill a IT'lsrltl.1ble amount to II1cnlucr!!i. 
uiu'dors, or officers [ot" .'.;c'r\'ict''S .'llclcrcd. 

(c) Certain payments ,authori7.ecl.--A tlOlll)l'ufit fl-jrpQrntioll Illay 
cou(cr lJencflts ttpO!l In("tnhers or tlfJntncJnIJcr-~ in con{orl11~iy \vith 
its purJlo5('~, t11a~' repay (-apital [ontriiJutiotIS, atHI nlay n'decm it:.:. 
subvention cerUficaks or c'd(1cncl's of indciJtrt1m::.;;:-;, :ts i1ulhl .. 1 i .. :c,l 
by this artidt', ('xc<'pt 'Whl'll tIIC t:flrpuratinn is cl1fn·ntly itL"O]VC'l1t 
or would therehy be made insul vent or rCl1cl, . .'rcd U[1.1 hlc to r,lny 011 

i1s l-otpotatc pUqlOS(,S, or whctl tl1c fair valtle III the a~::'.ds of the 
corpur:ttion temainitl,q- after slIC'h confcrring- of h{'!ldit~. paymcnt or 
redcmption ,,",Qutd Lc insufficient to mel't its lial.ifili('_~" A nOll]lrofit 
corporntion lIlay make dtstribu1 iOllS of cash or properly to memhers. 
'llpOtl dissolution or final iiql1ldatioll a~ permitted by this article. 

- f--



§ 7581. J~,tahlishmpl1t or u", of ""Olll1on j,nlst fmuls nu
fhorlzed 

(a) General rule --L,'cry t.onpll.11it r::orpol'ttUoll h::1y ('~t"hlish 
nnd tuait1t~lill one :'t more t:ullllnr:·1L tru~t :ltnd~~J tt,c at;scts of ,dlkh 
slw.1t L(' bddJ in,'{'~ted and n~;m_T~;tf'lJ by the corpora non itsdf or hy 
a corporate trustee {n which ~hC" as:-:ds have been transferred pur
sunnt to section 7551 of this. 1itf~ (r(.'labm!' to tranSfCl" of lrtt~t or 
other assds to it1sUtulioTlal trl1sler). IIp on the pay mcnt hy the 
corpo,""k tn)..:ke it) the: a:)1l1n"'lfit (or~)(!j :-tUOli nf thf~ net itlCOmc 
from such .assets, hr usC" atld aJ!plir~tion to tht, several parlicip:l.ting 
intcn.'~ts in sttch iJ)I:1I11011 trust fUlld, the proportionilte pariicipa
tion of each j1l1crc.,·,t in stlch l1('t income" shall he clesignOlt("(i hy the 
corpol-ate trll~kr, TIle :nonjH"ufit corpuratioJ1 maYJ .at 0l11j' lime', 
wlthdra ... "o' l11c ,drolc or part of any panilirli\1ing' inicrest ttl :itteh 
com moll trus)' fUlid for distrilmtion by it .as pruvided. in this suh
chapter. 

(b) 1.imitations in trust instrumcnt.--l\ 01 h;"g' colltaill('d ;n this 
section .shall he t.:unstru('fi to i.lHihorizc the cQl"poraliol1 to invest 
assets of a trust or f11m1 in any :-;uch common trust [lInd rontrar"v tu
any specific limitation or rl'5Iric-t iun ('ollt:tirwtl in the t.ru~t i11Slrll
men., nor to limit flf rc.;trirt tlte all1IlfJrity cunfrrrnl11pon the cor
poration with rrSpt'rl to invcsimcnb.;. hy any sHch trust iB~tnW1{·llt. 

(c) Effett 01 good faith mistakes.---No mislak," ,,,,,,ie in 1':,,,,,1 
faith, anu in I he.: c-xcrdsc r ~f (lite rarc and pnrdcf1rc] in c:otUh.'dirJJl 

with tile ;utlnint~~ra!jon of any s(t('h cu1111110n trusf. fund,' shall he 
held to exceed allY power grant("(l to or violate allY duty impos('"d 
upon the curporaHotl, if, promptly aftrl- the diSt'u\'cry of the mistake. 
the corporatIon takt,s :.;udl aftion ifS may lie Prtlctic-'lt,le under the 
circu111stanccs to I"cIH('dy t[1C mislakc. 



Memorandum 76-42 

IiXIlIBIT 11: 

,\RT'CL£ 7 

Uniform Supervision of TrustL..,' fur Ch"ril.blc Purposes Act 

(Added by Slats 19~9 ch 12~g § 2, dfcctov.' June .10, 1 ';~9.1 

Fonner Article 7, con".hng of §§ 12~1!(t-121%, was added by Slats 19~5 ch 1820 § I ond 
repealed by Slats 19~9 ch lZS8 § t, dle..'1i" June 30, 1959. 

§ 12580. Citation of article 
§ 12581. Corporations ""d trust"'" t<) which article applicable 
§ 12582. "Tru.t .. ·· 
I 12S82.1. "ChAritable "orporahon" 
f 12583. (/overnmenl.al entities, corporallon", org.niLalions and pe .. on, 10 which 

article inapplicable 
f 12584. Eetablishment and maintenance of register of charitable corporalion.o and 

trusteeo: Investisation 
§ 1258S. Duty of charitable corporation or truSI .. to file copy of instrument 

providing for title, powers or dulies 
§ J 2586. Duty of charitable corporation or trustee 10 81. reports: Rules and 

regulations: Copy of account filed in court a. report: Tim. for filing 
lint report 

f 12587. Attorney General', power to make additional rules and regulations 
§ 12588. investisation of trlUlBllCtKmS and relationships of corporations and trust

... : Requiring appearance and production of booD, etc. 
f 12589. Order for attendance: Cootenlll: Review 
§ 12590. Availability of register, copies of instrument. and report. for public 

inspection 
§ 12591. Proceedings to secure compliance with article and to invoke jurisdiction 

of court; Additional powers and duties of Attorney General; Etrect of 
article on court'. jurisdiction 

§ 12592. Appltcation of article rtgardle!ls of contrary provision of instrument 
§ 12591 Furnishing Attorney Uelleral with copies of documents 
§ 12594. Piling with Attorney General Ii.! of applications for exemption from 

tuation 
§ 12595. Construction of act 
§ 125%. Time within which Anomey General may bring action to enforce 

charitable trust 
§ 12597. Provi.ion ill judgment for payment of expen.., incurred by state 

§ 12580. Citation or uticle 
This article may be cited as the Uniform Supervision of Trustees for 
Chari table Purposes Act. 



" 

§ 1l582. "TraIt." 
"Trustee" means (a) my individUlll group of individuals, corporation. 
or other legal entity holding property in trust pursuant to any 
clwitable trust, (b) any corporation which has accepted property to 
be uSed for a particular chari table corpOrate purpose as distinguished 
from the general purposes of the corporation. and (c) a corporation 
formed for the administration of a chari table trust, pursuant to the 
directions of the settlor or at the instance of the trustee. 

§ 12582.1. "Charitable corporation" 

"Charitable corporation" means any nonprofit corporation organized 
under the .la~s of th!s State for ~haritable or eleemosynary purposes 
and ~ny ~lmllar foreIgn corporation doing business or holding prop. 
erty In thiS State for such purposes, 

§ 12583. Go-.ernmentsl entities, corporations, organizatiOlll 8Dd per
IODS to which a.P!iele illllpplieable 
This artide does not apply to thf United States. any state, territory, 
or possession of lhe Unit",d StUif'S. ,he District of Columbia, the 
Commonwealth of Puerto Rico, or to any of their agencies or 
governmental subdhlsionl;. til any reJigious corporation sole or other 
religious corporatiOl; or ,)rganization which hold.\ property for reli
gious purposes, or to any officer, director, or trustee thereof who 
holds property for lik" pUfJ'OSI-'S, to a cemetery corporation regulated 
under Chapter 19 of DivislOn :1 of the Busi!less and Professions Code, 
or to a charitable corporation org<mized and operated primarily as a 
religious organization, educational institution or hospital. 

§ 12584. Estahllahment and mailltenlillce of register of charitable 
eorponatioDS and truitees: Investigation 
The Attorney General shall establish and maintain a register of 
charitable corporations and trustees subject to this article and of the 
particular trust or other relationship under which they hold property 
for charitable purposes and, to that I:nd, may conduct whatever 
investigation is necessary. and shall obtai IJ from public records, court 
officers, willg authorities. trustees, and other sources. whatever 
information, copies of instruments. reports. and records are needed 
for the establishment and maintenance of the register. 



• 

§ 1l58!. Duty of elwitalile <1tIrporation or trustu to file ropy tlf 
i1uItrIImoot providing for title, pcl'lfern Of' dutil)S 
Bvery charitable corporation lind tf1lBtee subject to this article who 
Jw; re<.:dved prop<:'1iy for charitable purposes shail file with tbt' 
Attorney General, within six montlt~ lifter !U1y part cf the income or 
principel ia !1uthorb:ed or retph a:I to be applied to a charitable 
purpose, II; copy of the. article. of incorporation or other instrument 
providing for his title,. powe,'S or duties. If any 1l81t of the income or 
principal ia autltori:rA'!d 0: required to be applied to Ii charitable 
purp!.l!le at th.e tim", this article t.aka! efi'a..'t, the lUing sball be made 
within Jlix rr,onth~ ther~:. 

§ U586, Du,~ of d£ritlihle corporation or trustee to rue reports: 
Rrue. _ ~i:lIlll:~ ('4)~y ot ilieer;\mt rued in com u report: Time 
for iilliIg 11m 111pol1 

(a) Except as otherwise provided and except corporate trustees which 

are subject to the jurisdiction onile Superintendent of Banks of the 
State of California or to the Comptroller of Currency of the United 
States, every charitable corporation and .trustee subject to this article 
shall, in addition to filing copies of the instruments previously 
required, ftle with the Attorney General periodic written reports, 
under oath, setting forth information as to the nature of the assets 
held for charitable purposes and the administration thereof by the 
corporation or trustee, in accordance with rules and regulations of the 
Attorney General. 
(b) The Attorney General .ball make rules and regulations as to the 
time. for filing reports, the contents thereof, and the manner of 
executing Ilnd filing them. He may classify tl'USts and other relation
ships concerning propertjl held for a charitable purpose .. to purpose, 
nature of assets, duration of the trust or other relationship, amount of 
_ts, amounts to be devoted to charitable purposes. nature of 
trustee, or otherwise, and may establish different rules for the ditTerent 
classes as to time and nature of the reports required to the ends (1) 
that he shall receive reasonably current, periodic reports as to all 
charitable trusts or other relationships of a similar nature, which will 
enable him to a.~rtain whether they are being properly administered, 
and (2) that periodic reports shaH not unfealiOlUlbly add to the 
expense of the administration of charitable trusts Md similar relation
ships. The Attorney General may suspend the filing of reports as to a 
~cu.lar. c~table tl'1JS~ or relati?DS~ip for a reasonable, s~ftcally 
deslgnatoollme upon wntten applic.atlon of the truatee iiled with the 
Attorney General and after the Attorney General has rued in the 
register of charitable trusts a written statement that the interests of 
the beneficiaries will not be prejudiced thereby and that periodic 
reports are not requited for proper supervision by his office. 
(c) A copy of an acwunt flled by the trustee in any court having 
jurisdictiun of the trust or other relationship, if the account substan
tiaHy complies with the rules and regulations of the Attorney Gen
eral, may be filed liS 1\ report required by this section. 
(d) The Ilrst report for II trust or similar relationship hereafter 
established, unless the filing thereof is suspended It:> herein provided, 
shall be filed not later than four (4) months and fifteen (IS) days 
following the close of the firsl calendar or fiscal year in which any 
part of the income or principal is authorized or required to be applied .. - - . 
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to· II charitable purpose, rr allY part 01 the tncome or principal of a 
ttUst pfeviOtt.~ly established is authoriz,~n or required to be applied to 
Ii charitable purpose at the dme this fir!ide takes effect, the first 
report shall be filed at the close of the cal;:,ndar or fiscal year in which 
it was registered with the Attocney Gcn<::rai or not hi~ than four (4) 
monthg and fifteen (15) days following the cI~ of such calendar or 
fis.cal period. 

§ 12587. Attorney C.eneral'!l power to make additional rules and 
reauJatJons 
TIle Attorney Generlli may make additional rules and regulations 
necessary fOf the adminj~!ration of this article. 

§ 11m. hlTertiptian of traftsadiclIIl and n1a\:l.ollllhlp!l of eorpora· 
tlORS IIId trulteI!c: Reqldrina appearance and pro;iuctlon of boob, 
ete. . 

The Attorney General may investigate transactions and relationships 
of corporations and !rU!ltees subject to this article for the purpose of 
uoertaining whether or not the purposes of the corporation or trust 
are being carried out in accordance with the tenDs and provisions of 
the articles of incorporation or other instrument. He may require any 
qent, trustee, fiduciary, beneficiary, institution, association, or c0rpo
ration. or other person to appear, at a named time and place, in the 
county desiJnated by the Attorney General, where the person resides 
or is found, to give infonnation under oath and to produce boob, 
memoranda, papers. documents of title, and evidence of assets, 
liabilities, receipts, Qr dil!bursemenls in the possesslon or control of 
the penon ordered to appearo 

§ 12589. Order for attendanc{.! Contents: .Rel'iew 
When. the. Attot~ey General n:qllires tbe attendance of any person, as 
"Tovlded III Section 12588, be shall issue an order setting forth the 
time when and the place where attendance is required and shall cause 
the same to be delivered to Of sent by registered mail to the person Itt 
lellSt i" days belore the date fixed for attendance. Such order shall 
have the same.!orcc ~i!d. etr~t as a suhpoe!UI and, upon application of 
the A~torney G~nera" obe<lIence to the order may be enforced by the 
Supenor COUI1 111 the county where the person receiving it resides ot 
is foUlld, in the same manner as though the notice were a subpoena. 
The court, after hearing, for cause, and upon application of any 
pery<>n aggrieved by the order, shall have the right to alter, amend, 
reVise, suspend or postpone all or any part of its provisions. 

§ 12590. Availability of register, copir.s of Instruments BIId reports for 
public inspection 
Subject to reasOllabie ruics and regulations adopted by the Attorney 
General, the register, copies of instruments. and the reports filed with 
the Attorney General shall be open to public inspection. The Attor
ney General shaH Withhold from public inspection any instrument so 
med whose \(Onten! is n01 exclusivdy forcharitab!e purposes. 
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§ llSlH. FW-l:Celt;ng~ t~ IiCCUi1,i t{ompillUltt willi rid!) and to Invoke 
JlirlIdlct!OIl. ~t ~1I.1:. Additi()o~ j)(1WClts !I!lrl duties of Attorney 
G{:enrN"al: Effttl fJ:::, f,lO,t-!~ (~'1 tiH.irt~ir ;:~.ds-'i.:tht-ii 
...... At' G ' ... . . • ue. tOmey . '"nera, [nay mScltuk ;1.pp'n"n3.t~ proceedmgs to secure • 
eompilance with das ",,,ide M.d il.' i1lldu: the jurisdiction of the 
c...otirt. The powers az--,d dDJ;es of ~be AnG!T(,;.!Y· Crel,~ral provided in 
this article IIfC! In'''JiHio!1 to hi, eX[slia'i' powers and duties. Nothing 
in this article "hall \TI!'Xl", or re,.tlicl the jurisdiclion of liny court with 
respect to' any {if the. ilUtlU'f\ c0ve~ed by it. ei(n~pt that no court shan 
have juri.'idiction to modify or termina:t any trust of property for 
charita~le pl.lrpolle5 unless the Attorney General is a party to the 
proc-eeCmg~< 

§ U592. AppliclI.tiol'! of artlc:l€ re:-~dle$!i Ilt clliltrar~ "fomioG of 
instrument .. 

l1ds article shaH ap. ,D!,'0' {"t'>.t_·ard~ess of aT",' '0 't-""'--.,.. . - f 
!. L .. ~l -~a"-i prO\TS-tOns {j any instrument -

§ 1l!93. Furnishing Attorney ('rilIIerru with copies of documents 
E'lefy person who oirer<! for probate any instrument which establishes 
a testamentary trust of property for charitable purposes or who 
records in any coumy or city and county any inter vivos transfer of 
property for charitable purposes shall furnish 11 copy of such docu
ment to the Attorney GeneraL The custodian of the records of a 
c{)urt having jurisdiction of probate matters or of charitable trusts 
shall furnish such copies of papers, records and files of his office 
relating to the subject of this article as the Attorney General requires. 

§ 1l594. Ftllng with Attorney General lilt. of applicatimis for exemp· 
tkm from taxation 
Every officer, agency, board, or commission of this State receiving 
applications ~or, exemption fr?m, taxa~on"Of any cofP?fation, charit~
ble trust or similar relationship 1Jl wlllch the corporatli)fi or trustee IS 

subject to this article shall l:iI1l'1uEHy file with the Attorney General a 
list of all applications received during the y~, 

§ 12595. C.oostruction of act 

This act shall be so construed as to effectuate its general purpose to 
make uniform the law of those shtcs which enact it. 

§ 12596. Time within which Attorney General may bring action to 
enforce charitable trust 
Any action brought by the Attorney General against trustees or other 
persons holding property in trust for charnable" purylOSes or agamst 
anY cha.ritabk corporation or any director or, offi"er tnereof to e":force 
a ~haritable trust or to impress property With II trust for chan~bie 
purposes or to recover property or the l'foceem thereof for an on 
behalf of any charitable trust or corporatlOn, may be brought at any 
time within ten (10) ye:L""S aftcr the cause of actlOn shall have accrued. 
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§ 12591. Provision ill Judgment for payment of expMSe incurred by 
!itate 

In any proceeding brought by the Atlorm!y General to secure compii. • 
ance with the provisions of Section. ; 2.'584 10 12587 inclusive. or any 
regulation issued pursuant thereto, the Judgment. if in favor of the 
state, shall previde that the peT;,on having the re,p,-msibility or duly 
to comply with such provisions ,)fl behalf of any charitable trust or 
charitable corporation, shall pay the reasonable expense necessarily 
incurred by the state in the investigalion and prosecution of such 
action. 
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043/169 

Rough Outline 

GEi~EP.AL NONPROFIT CORPORATION LAW 

§ 5500, 

§ 5501. 

CHAPTER 5. CORPORATE FINANCE 

Article 1. General Provisions 

Levy of dues and assessments 

Levy of assessments 

§ 5504. Replacement of lost, stolen, or destroyed instruments 

Article 2. Capital Contributions 

5 5510. Capital contributions authorized 

5 5511, Consideration 

§ 5512. Redemption 

§ 5513, Capital certificates 

§ 5514. Contents of certificate 

'551~ nff 1cars , certificate 

Article 3. Subventi~s 

§ 5520. .sw.-n.t:l.oDs authotized 

§ ,521. Consideration 

§ 5522. Subordination 

§ 5523. Periodic payments 

§ 5524. Redemption at option of nonpr.ofti. ~rat1on 

§ 5525~ Redemption at option of holder 

§. 5526. Payment upon dissolution 

§ 5527. Transfer 

§ 5528. Contents of certificate 

§ 5529. Officers' certificate 

Article 4. Debt 

~ 5530. Consideration 

§ 5531. Interest 

§ 5532. Payments to members 

Article 5. 
§ 5540. Definition of certificate 

§ 5541. Method of redemption 

§ 5542. lIotice of redemption 
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§ 5543. Mailing of notice 
§ 5544. lJeposit of redemption price 

Article 6. PaI!!!ents to Hembers 

§ 5550. Payments to members 

§ 5551- P~quirement for payments 

§ 5552. Payments to members prohibited 

§ 5553. Effect of termination of membership 

; 5554. Payment upon termination of membership 

Article 7. Trust Property 

§ 5560. lJanagement of charitable property 

§ 5561. Indefinite purposes 

§ 5562. Institutional trustee 

i 5563. Private foundations 

§ 5564. Attorney General supervision 

§ 5570. 

§ 5571. 

§ 5572. 

§ 5573. 

§ 5574. 

§ 5575. 

§ 5576. 

§ 5577 • 

Article S. Common Trust Fund 

Establishment 

Investment 

Administration 

Dividends 

Educational institution 

l~ership in nonprofit corporation for maintenance of common 
trust fund 

Distributions to educational institution 

Application of Corporate Securities Law 

APPE,mIX 

Part 1 of Division 2 of the Corporations Code (repealed) 

General ,~onprofit Corporation Law (§ § 9000-9802) 

-11-



101/143 § 5500 

Tentatively Approved 
February 1976 
Renumbered ~~y 1976 

CHAPTER 5. CORPORATE FINANCE 

Article 1. General Provisions 

§ 5500. Levy of dues and assessments 

5500. (a) The articles or bylaws may authorize dues or assessments 

or both to be levied upon all members or classes of membership alike. or 

in different amounts or proportions or upon a different basis upon 

different members or classes of membership and may exempt so~e members 

or classes of membership from either dues or aasessments or both. 

(b) The articles or bylaws may fix the amount and ~thod of ~ollec-

tion Df dues or assesaments or both, or may authorf.z.e the boai:d. of 

directors to fix the amount; tlwr:eof from. time to time, and III/lke them 

payable at such times or intervals and upon 8uch notice and by such 

methods a.~ 41rectors may prescribe. 

(c) The articlea or .bojJlawa maY' fix ths a~ and method of coilec-

tion Df charges owed to the nonprofit corPGtation. 

(d) Dues, assessments, or charges. or all of th~ may be made en-

forceable by action or by sale or forfeiture of membership, or botb. 

upon reasonable notice. 

Comment. Section 5500 aUgments Sections 5261 (d) (liability of 

members to dues and assessments) and 5410 (authority of nonprofit cor

porations to levy dues and asaesaments). 

Subdivision (a) continues the substance of the third sentence of 

former Section 9301. 

Subdivision (b) continues the substance of the fourth sentence of 

former Section 9301. 

Subdivision (e) is new. 
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~ 5501 

Subdivision (d) continues the substance of the last sentence of 

former Section 9301 with the addition of a provision for the collection 

of charges o"ed to the nonprofit corporation in the manner of dues or 

assessments. 

968/978 § 5501 

~ 5501. Levy of assessments 

5501. (a) This section applies where a nonprofit corporation 

levies an assessment upon its members or any class of members in an 

amount in excess of three times the annual dues or regularly recurring 

annual assessment, whichever is greater, fixed for such members or class 

of members. 

(b) A nonprofit corporation shall give ~rritten notice of an assess

ment described in subdivision (a) to each member subject to the assess

ment by mailing a copy of the articles, bylaw, or resolution of the 

board fixing the amount and terms of the assessment to the member at the 

address of the member appearing on the books of the nonprofit corpora

tion for the purpose of notice. 

(c) Each member subject to an assessment described in subdivision 

(a) may withdraw from membership by delivering to the nonprofit corpora

tion at its principal executive office written notice of withdrawal 

within a period of 15 days from the giving of written notice of assess

ment by the nonprofit corporation pursuant to subdivision (b). The 

withdrawal shall be upon the same terms and conditions established by 

the nonprofit corporation for withdrawal from membership in the absence 
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of such an assessment and, upon withdrawal, the withdrawing member shall 

not be liable for such assessment. 

Comment. Section 5501 is new, 

The section protects a member from liability for extraordinary 

assessments, typically for major property, construction, or program 

additions by the nonprofit corporation. The limitation stated in sub

division (a) provides the nonprofit corporation with the opportunity to 

fix assessments in amounts bearing some reasonable relationship to 

annually recurring financial burdens of membership (such as for unex

pected operating defid.ts) >11thout the requirement that members be 

allowed to escape liability by withdrawal. The binding nature of assess

ments below the limitation is appropriate because the amount involved 

will necessarily be within the member's concept of the general financial 

consequences of membership. 

This section does not prohibit a nonprofit corporation from adopt

ing a bylaw restricting the right of a former member, after exercising 

his withdrawal right, to rejoin the organization. 

968/979 § 5504 

g 5504. Replacement of lost, stolen, or destroyed instruments 

5504. (a) This section applies to a membership, capital, or sub-

vention certificate, or a bond or other evidence of indebtedness which 

was issued by the nonprofit corporation or by any nonprofit corporation 

of which it is the lawful successor and which is alleged to have been 

lost, stolen, or destroyed. 

(b) A nonprofit corporation may issue a new instrument to replace 

an instrument described in subdivision (a) and may require the owner of 
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the instrument describeJ in subdivision (a) or the owner's legal repre

sentative to giv~ the nonprofit corporation a bond (or other adequate 

security) sufficient to indemnify it against any claim that may be made 

against it (including any expense or liability) on account of the al

leged loss, theft, or destruction of the instrument described in subdi

vision (a) or the issuance of the new instrument. 

(c) If the nonprofit corporation refuses to replace an instrument 

described in subdivision (a), the owner of the instrument or the owner's 

legal representative may bring an action to require the nonprofit cor

poration to replace the instrument, subject to the following procedure: 

(1) The action shall be brought in the superior court of the proper 

county. 

(2) The court shall make an order requiring the nonprofit corpora

tion to issue and deliver to the plaintiff a replacement instrument if 

the court is satisfied that (i) the plaintiff is the lawful owner of the 

instrument described in the complaint, (ii) the instrument has been 

lost, stolen, or destroyed, and (iii) no sufficient cause has been shown 

why a replacement instrument should not be issued. 

(3) In its order, the court shall direct that, prior to the issu

ance and delivery to the plaintiff of the new instrument, the plaintiff 

give the nonprofit corporation such a bond (or other adequate security) 

as to the court appears sufficient to indemnify the nonprofit corpora

tion against any claim that may be made against it (including any ex

pense or liability) on account of the loss, theft, or destruction of 

the instrument described in subdivision (a) or the issuance of the new 

instrument. 
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Comment. Section 5504 is the same in substance as Section 419 

(General Corporation Law). It continues provisions of former Sections 

2481-2485, which were applicable to nonprofit corporations through 

former Section 9002.(/1) 
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405/827 J 5510 

Article 2. Capital Contributions 

§ 5510. C?pital contributions authorized 

5510. (a) The articles or bylaws may provide that a nonprofit cor

poration is authorized by resolution of the board to require members, 

upon or subsequent to admission, to make capital contributions in the 

amount specified therein. 

(b) The requirement of a capital contribution may apply to all mem-

bers, or to the members of a single class, or to members of different 

classes in different amounts or proportions. 

Comment. Sections 5510 through 5515 are new. 

Former Section 9611 (General !lonprofit Corporation Law) authorized 

a nonprofit corporation to require contributions from its members, and 

that authority is continued in Section 5500 (levy of dues and assess

ments). Section 5510 authorizes a nonprofit corporation to require the 

payment by members of specific capital contributions; the following 

sections provide rules governing capital contributions (Sections 5511-

5514). The concept and the rules are derived from Section 502 of the 

New York Not-for-Profit Corporation Law and Section 7541 of the Pennsyl

vania Corporation Not-for-profit Code. 

405/828 § 5511 

§ 5511. Consideration 

5511. A member's capital contribution may consist of such consid

eration as is determined from time to time by the board, or by the 

members if the articles or bylaws so provide, consisting of any or all 
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of the following, money paid, labor done, services actually rendered to 

or for the benefit of or in the formation or reorganization of the 

nonprofit corporation, debts or securities conceled, and tangible or 

intangible property 'actually received by the nonprofit corporation. 

Neither promissory notes of the member nor obligations for future serv

ices shall constitute full or part payment of a member's capital contri

bution. In the absence of fraud in the transaction, the judgment of the 

board as to the value of the consideration received by the nonprofit 

corporation shall be conclusive. 

Comment. See the Comment to Section 5510. 

Section 5511 is adapted from Section 409, defining valid considera

tion for the issuance of shares by a corporation, which is a revision of 

former Section 11~9 (General Corporation Law). 

968/976 5 5512 

§ 5512. Redemption 

5512. A member's capital contribution shall not be repaid or 

redeemed by the nonprofit corporation except upon dissolution of the 

nonprofit corporation or upon redemption of the capital contribution as 

provided in this chapter. The resolution of the board requiring the 

capital contribution may provide that the capital contributions, or some 

of them, are redeemable in whole or in part, at the option of the non

profit corporation only, at such price or prices (not to exceed the 

amount of the capital contribution), within such period or periods, and 
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on such terms and conditions, not inconsistent with this chapter, as are 

stated in the resolution of the board. 

Comment. See the Comment to Section 5510. 

This section provides that redemption may occur only at the option 

of the nonprofit corporation; for similar provisions concerning redemp

tion of stock in the General Corporation Law, see Section 402(b) and 

former Section 1101. It should be noted that this section incorporates 

by reference the protective provisions of Sections 5551 and 5552. 

406/479 § 5513 

§ 5513. Capital certificates 

5513. (a) The capital contribution of a member shall be recorded 

on the books of the nonprofit corporation and may be evidenced by a 

written capital certificate delivered to the member. 

(b) Unless otherwise provided in the resolution of the board re

quiring the capital contribution, neither the capital contribution of a 

member nor the capital certificate evidencing such contribution shall be 

transferable. 

Comment. See the Comment to Section 5510. 

This section provides for optional issuance and transferability of 

capital certificates evidencing contributions. Sections 5513 and 5514 

are derived from Section 503 of the New York Not-for-Profit Corporation 

Law and Section 7541 of the Pennsylvania Corporation Not-for-profit 

Code. 
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908/977 " 5514 

§ 5514. Contents of certificate 

5514. There shall appear upon the face of each ca~ital certificate 

the following information: 

(a) That the issuer is a nonprofit corporation. 

(b) That the capital contribution is nontransferable, if applicable. 

(c) That the capital contribution is redeemable, if applicable. 

Comment. See the Comment to Section 5513. 

For comparable provisions, see Section 5405 (membership certifi

cates); see also Section 418(a) and former Sections 2401 and 2403 (Gen

eral Corporation Law). 

101/197 ~ 5515 

§ 5515. Officers' certificate 

5515. Before a nonprofit corporation issues a capital certificate, 

an officers' certificate setting forth a copy of the resolution author-

izing the capital contribution and the terms and conditions thereof 

shall be filed. 

Comroent. See the Comment to Section 5510. 

This section is adapted from Section 401(a) of the General Corpora

tion Law, a revision of former Section 1102. For definitions of "offi

cers' certificate" and "filed," see Sections 5173 and 5169. 
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404/344 " 5520 

Article 3. Subventions 

~ 5520. Subventions authorized 

5520. The articles or bylaws may provide that a nonprofit corpora-

tion shall be authorized by resolution of the board to accept subven-

tions from members or nonmembers on terms and conditions not inconsis-

tent ,qith this article, and to issue certificates therefor. 

Comment. Sections 5520 through 5529 are new. 

The sections in this article establish for California nonprofit 

corporations a new concept for long-term investment combining elements 

of equity and debt financing. The subvention device first appeared in 

Section 504 of New York's ;lot-for-Profit Corporation Law and later in 

Section 7541 of Pennsylvania's Corporation :lot-for-profit Code. In 

exchange for issuing subventions, a nonprofit corporation may receive 

funds which are to be repaid only upon the occurrence of a specified 

event, such as the accomplishment of the purpose for which the funds 

were contributed or the lapse of a specified period of time, subject 

always to the prior rights of creditors and the financial health of the 

nonprofit corporation. 

Section 5520 requires that a nonprofit corporation be authorized to 

accept subventions both by its articles and by board resolution. The 

resolution must be filed with an officers' certificate in the office of 

the Secretary of State (Section 5529). 
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404/345 ~ 5521 

§ 5521. Consideration 

5521. A subvention may consist of such consideration as is deter

mined from time to time by the board, or by the members if the articles 

or bylaws so provide, consisting of any or all of the following: money 

paid, labor done, services actually rendered to or for the benefit of or 

in the formation or reorganization of the nonprofit corporation, debts 

or securities canceled, and tangible or intangible property actually 

received by the nonprofit corporation. ~either promissory notes of a 

member nor obligations for future services shall constitute full or part 

payment of a subvention. In the absence of fraud in the transaction, 

the judgment of the board as to the value of the consideration received 

by the nonprofit corporation shall be conclusive. 

Comment. See the Comment to Section 5520. 

Section 5511 is adapted from Section 409, defining valid considera

tion for the issuance of shares by a corporation, which is a revision of 

former Section 1109 (General Corporation Law). 

404/349 ~ 5522 

§ 5522. Subordination 

5522. The rir,hts of holders of subvention certificates shall at 

all times be subordinate to the rights of creditors of the nonprofit 

corporation. 

Comment. See the Comment to Section 5520. 
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404/350 j 5523 

§ 5523. Periodic payments 

5523. The resolution of the board authorizing acceptance of the 

subventions n~y provide that the holders of the subvention certificates 

are entitled to a fixed or contingent periodic payment out of the assets 

of the nonprofit corporation equal to a percentage of the original 

amount or value of the subvention. 

Comment. See the Comment to Section 5520. 

Periodic payments to Members pursuant to this section are subject 

to the requirements of Sections 5551 and 5552. 

404/351 § 5524 

§ 5524. Redemption at option of nonprofit corporation 

5524. The resolution of the board authorizing acceptance of the 

subventions may provide that subventions shall be redeemable, in whole 

or in part, at the option of the nonprofit corporation, at such price or 

prices (not to exceed the original amount or value of the subventions 

plus any periodic payments due or accrued thereon), within such period 

or periods, and on such terms and conditions, not inconsistent with this 

chapter, as are stated in the resolution. 

Comment. See the Comment to Section 5520. 

Comparable provisions in the General Corporation Law are Section 

402(b) and former Section 1101. 

Redemption payments to members pursuant to this section are subject 

to the requirements of Sections 5551 and 5552. 
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404/352 : 5525 

~ 5525. Redemption at option of holder 

5525. The resolution of the board authorizing acceptance of the 

subventions may provide that holders of all or some subvention certifi

cates shall have the right to require the nonprofit corporation after a 

specified period of time to redeem the certificates, in whole or in 

part, at a price or prices that do not exceed the original amount or 

value of the subventions plus any periodic payments due or accrued 

thereon, upon an affirmative showing that the financial condition of the 

nonprofit corporation will permit the required payment to be made with-

out impairment of its operations or injury to its creditors. The right 

to require redemption may in addition be conditioned upon the occurrence 

of a specified event. For the purpose of enforcing their rights under 

this paragraph, holders of subvention certificates shall have the same 

right as an authorized member to inspect the books and records of the 

nonprofit corporation. 

Comment. See the Comment to Section 5520. 

Redemption of a subvention certificate at the option of its holder 

is consistent with the partial debt character of this device and with 

the concept of a subvention as a means of financing particular projects; 

this procedure is inconsistent with normal rules for redemption of 

equity interests. See Section 402 and former Section 1101 (General 

Corporation Law). 

Payments to members pursuant to this section are subject to the 

requirements of Sections 5551 and 5552. 

"Authorized member" is defined in Section 6620. 
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404/353 C 5526 

:i 5526. Payment lIpon dissolution 

5526. Upon dissolution of the nonprofit corporation, holders of 

subvention certificates shall be entitled, after satisfaction of the 

claims of creditors, to a repayment of the original amount or value of 

the subvention plus any periodic payments due or accrued thereon unless 

a lesser sum is specified in the resolution of the board authorizing the 

acceptance of the subventions. 

Comment. See the Comment to Section 5520. 

This section establishes a general rule for repayment of subven

tions upon dissolution, subject to contrary provisions in the authoriz

ing resolution of the board. 

404/354 § 5527 

§ 5527. Transfer 

5527. Subvention certificates shall be nontransferable unless the 

resolution of the board authorizing acceptance of the subventions pro

vides that they are transferable, either at will or subject to specified 

restrict ions. 

Comment. See the Comment to Section 5520. 

This section establishes the control of the nonprofit corporation 

Over the transferability of subvention certificates, with nontransfer

able status in the absence of a specific resolution to the contrary. 
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404/355 § 5528 

5 5528. Contents of certificate 

5528. There shall appear upon the face of each subvention certifi

cate the following information: 

(a) That the issuer is a nonprofit corporation. 

(b) That the certificate is transferable, either at will or subject 

to specified restrictions, if applicable. 

(c) That the certificate is redeemable, if applicable. 

(d) That periodic payment may be made thereon, if applicable. 

Comment. See Comment to Section 5520. 

For comparable provisions of the General Corporation Law, see Sec

tion 41ti(a) and former Sections 2401 and 2403. 

405/461 ~ 5529 

§ 5529. Officers' certificate 

5529. Before a nonprofit corporation issues a subvention certifi

cate, an officers' certificate setting forth a copy of the resolution 

authorizing acceptance of the subventions and the terms and conditions 

thereof shall be filed. 

Comment. See the Comment to Section 5520. 

This section is adapted from Section 401(a) of the General Corpora

tion Law, a continuation of former Section 1102. 

For definitions of "officers' certificate" and "filed," see Sec

tions 5173 and 5169. 
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406/462 J 5530 

Article 4. ~ebt 

~ 5530. Consideration 

5530. A nonprofit corporation shall not issue bonds or other evi

dences of indebtedness except in exchange for consideration consisting 

of any or all of the following: money paid, labor done, services actu

ally rendered to or for the benefit of or in the formation or reorgani

zation of the nonprofit corporation, debts or securities canceled, and 

tangible or intangible property actually received by the nonprofit cor

poration. In the absence of fraud in the transaction, the judgment of 

the board as to the value of the consideration received by the nonprofit 

corporation shall be conclusive. 

Comment. Sections 5530 and 5531 are new. 

Former Section 9501(f) authorized nonprofit corporations to issue 

its notes, bonds, and other obligations. That general authority is 

continued in Section 5230. Sections 5530 and 5531 provide certain 

restrictions upon the issuance of debt instruments by nonprofit corpora

tions which are derived from Section 506 of the :lew York ;,ot-for-Profit 

Corporation Law and Section 7543 of the Pennsylvania Corporation Not

for-profit Code. 

Section 5530 is adapted in part from Section 409(a) of the General 

Corporation Law, a revision of the provisions of former Section 1109. 
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406/463 ~ 5531 

§ 5531. Interest 

5531. A nonprofit corporation may pay interest on its bonds or 

other evidences of indebtedness, way issue them at a discount, and may 

pay a premium for the redanption thereof prior to maturity, but the 

amount of such interest, discount, or premium received by holders there

of shall not be determined by or contingent upon the income or gain of 

the nonprofit corporation, nor shall such holders of bonds or other 

evidences of indebtedness receive at maturity more than the principal 

sum thereof plus interest due and accrued thereon. 

Comment. See the Comment to Section 5530. 

969/049 § 5532 

§ 5532. Payments to members 

5532. A nonprofit corporation may repay the principal of, pay 

interest upon, issue at a discount, and pay a premium for the redemption 

prior to maturity of its bonds or other evidences of indebtedness held 

by members, subject to the provisions of Section 5531. llo such payment 

of principal or interest, discount, or premium shall be deemed to be a 

distribution of gains, profits, or dividends. 

Comment. Section 5532 is new. The general prohibition against 

distribution of gains, profits, or dividends to members is found in 

subdivision (a) of Section 5236. Section 5532 adds the payment upon 

evidences of indebtedness to members to the list of valid distributions 

set forth in subdivision (b) of Section 5236. 

It should be noted that the restrictions of Sections 5551 and 5552 

do not apply to such debt payments. 



404/655 ~ 5540 

Article 5. Redemption 

§ 5540. Definition of certificate 

5540. As used in this article, "certificate" shall mean any mem

bership, capital, or subvention certificate. 

Comment. Certificates which may be subject to redemption include 

membership certificates (Section 5405), capital contributions and cer

tificates (Section 5510), and subvention certificates (Section 5520). 

404/672 j 5541 

§ 5541. Uethod of redemption 

5541. A nonprofit corporation may redeem any or all certificates 

which are redeemable at its option by (1) giving notice of redemption 

and (2) payment or deposit of the redemption price of the certificates 

as provided in its articles, bylaws, or board resolution authorizing 

issuance of the certificates, or deposit of the redemption price pursu-

ant to Section 5544. 

Comment. Sections 5541, 5542, 5543, and 5544 are adaptations of 

the provisions of Section 509 which continue the requirements for re

demption of shares stated in former Sections 1700, 1701, 1702, and 1703 

(General Corporation Law). 

-18-



405/3~4 § 5542 

§ 5542. '-1otice of redemption 

S542. (a) Subject to any provisions in the articles, bylaws, or 

the board resolution authorizing issuance of the certificates with 

respect to the notice required for redemption of certificates, a non

profit corporation may give notice of the redemption of any or all 

certificates subject to redemption by causing a notice of redemption to 

be published in a newspaper of general circulation in the proper county 

at least once a week for two successive weeks, in each instance on any 

day of the week, commencing not earlier than 60 nor later than 20 days 

before the date fixed for redemption. 

(b) The notice of redemption shall set forth all of the following: 

(1) The certificates to be redeemed. 

(2) The date fixed for redemption. 

(3) The redemption price. 

(4) The place at which payment of the redemption price will be made 

upon surrender of the certificates. 

Comment. See the Comment to Section 5541. "Proper county" is 

defined in Section 5177. 

405/386 ~ 5543 

,5543. Hailing of notice 

5543. If the nonprofit corporation gives notice of redemption pur

suant to Section 5542, it shall also mail a copy of the notice of re

demption to each holder of record of the certificates to be redeemed as 
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of the date of mailing or record date fixed in accordance with Section 

[7011, addressed to the holder at the address of such holder appearing 

on the books of the nonprofit corporation or given by the holder to the 

nonprofit corporation for the purpose of notice or, if no such address 

appears or is given at the place where the principal executive office of 

the nonprofit corporation is located, not earlier than 60 nor later than 

20 days before the date fixed for redemption. Failure to comply with 

this section does not invalidate the redemption of the certificates. 

Comment. See the Comment to Section 5541. 

Note. The proper section number relating to fixing a record date 
will be provided at a later date; that section will correspond to Sec
tion 701 of the General Corporation Law. 

405/462 § 5544 

§ 5544. Deposit of redemption price 

5544. (a) If, on or prior to any date fixed for redemption of re-

deemable certificates, the nonprofit corporation deposits with any bank 

or trust company in this state as a trust fund a su.~ sufficient to re-

deem, on the date fixed for redLmption thereof, the certificates called 

for redemption, with irrevocable instructions and authority to the bank 

or trust company to publish the notice of redemption thereof (or to 

complete such publication if theretofore commenced) and to pay. on and 

after the date fixed for redemption or prior thereto, the redemption 

price of the certificates to their respective holders upon the surrender 
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of their certificates, then from and after the date of the deposit 

(although prior to the date fixed for redemption) the certificates so 

called shall be redeemed and periodic payments on those certificates. if 

any, shall cease to accrue after the date fixed for redemption. 

(b) The deposit shall constitute full payment for the certificates 

to their holders and, from and after the date of the deposit. the cer

tificates shall no longer be outstanding and the holders thereof shall 

have no rights with respect thereto except the right to receive from the 

bank or trust company payment of the redemption price of the certifi

cates without interest upon surrender of their certificates therefor. 

Comment. See the Comment to Section 5541. 
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405/465 ~ 5550 

Article 6. J'aymen ts to l"lembers 

j J550. fayments to members 

5550. Subject to the provisions of Section 5502 and this article, 

and to any further lil'litations in its articles or bylaws, a nonprofit 

corl'oration may :oake payments to members in order to purchase or redeem 

memberships, carital contributions, or subvention certificates. 

Comment. Sections 5550 and 5551 are new. 

Former Sections 1706 through 1708 (General Corporation Law) gener

ally required the existence of earned surplus sufficient to rrake distri

butions. Section 500 now requires a corporation to have retained earn

ings or laeet certain net worth and liquidity standards before making 

payments to shareholders. Sections 5550 and 5551 are adapted from 

Section 500. 

Section 5550 provides for the purchase or redemption of memberships 

(Section 5262), capital contributions (Sections 5510-5515), and subven

tion certificates (Sections 5520-5528), thus enlarging the list of 

authorized distributions to nembers set forth in Section 5236(b). 

405/466 § 5551 

§ 5551. Requirement for payments 

5551. The payments provided in Section 5550 may be Made only if 

either of the following requirements is met: 

(a) The amount of the nonprofit corporation's fund balance of 

excess of revenues over expenditures immediately prior thereto equals or 

exceeds the amount of the ~roposed payment. 
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(b) Im~ediately after giving effect to the proposed payment: 

(1) The sum of the assets of the nonprofit corporation (exclusive 

of goodwill, capitalized research and development expenses, and deferred 

charges) would be at least equal to 1-1/4 times its liabilities (not 

including deferred taxes, deferred incoille, and other deferred credits), 

and 

(2) The current assets of the nonprofit corporation would be at 

least equal to its current liabilities or, if the average of the excess 

of revenues over expenses of the nonprofit corporation before taxes on 

income and before interest expense for the two preceding fiscal years 

was less than the average of the interest expense of the nonprofit 

corporation for such fiscal years, at least equal to 1-1/4 times its 

current liabilities. This paragraph is not applicable to a nonprofit 

corporation which does not classify its assets into current and fixed 

under generally accepted accounting principles. 

(c) In determining the amount of the assets of the nonprofit cor

poration for the purposes of subdivision (b): 

(1) No appreciation in value not yet realized shall in any event be 

included, except with respect to readily marketable securities, and 

profits derived from an exchange of assets shall not be included unless 

the assets received are currently realizable in cash. 

(2) "Current assets" may include net amounts which the board has 

determined in good faith may reasonably be expected to be received 

during the 12-month period used in calculating current liabilities 

pursuant to existing contractual relationships obligating the parties to 

the contracts to make fixed or period payments during the term of the 
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contracts, or, in the case of public utilities~ pursuant to service 

connections with custoruers~ after in each case giving effect to future 

costs not then included in current liabilities but reasonably expected 

to be incurred by the nonprofit corporation in performing such contracts 

or providing service to utility customers. 

(3) The amount of any payment in the form of property shall be 

determined on the basis of the value at which the property is carried on 

the nonprofit corporation's financial statements in accordance with 

generally accepted accounting principles. 

Comment. See the Comment to Section 5550. 

The specific standards contained in Section 5551 have been adapted 

from Section 500 to conform to generally accepted accounting principles 

for nonprofit corporations. These standards are augmented by the gener

al solvency requirement of Section 5552. 

405/468 § 5552 

§ 5552. Payments to members prohibited 

5552. A nonprofit corporation shall not make payments to members 

in order to purchase or redeem meffiberships, capital contributions, or 

subvention certificates as authorized by this chapter if the nonprofit 

corporation is, or as a result of such payment would be, likely to be 

unable to meet its liabilities (except those ~Those payment is otherwise 

adequately provided for) as they mature. 

Comment. This section is adapted from Section 501 (General Corpo

ration Law), which continues the substance of former Section 1708. 
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405/469 § 5553 

~ 5553. Effect of termination of membership 

5553. Termination of membership in a nonprofit corporation, for 

any reason, shall be without prejudice to the terminated member's rights 

as a maker of a capital contribution, the holder of a subvention certif

icate, or the holder of a bond or other evidence of indebtedness. 

Comment. Section 5553 is new. This section is adapted from Sec

tion 516 of New York's ilot-for-Profit Corporation Lal. (1970). 

This section distinguishes the property rights of a member in the 

nonprofit corporation from the rights he may have as a contributor of 

capital or holder of subvention certificates or evidences of indebted

ness. The member's rights arising out of membership, financed by dues, 

assessments, and other charges, may cease upon membership termination 

(Section 5406), but his property rights (however limited) generated by 

the financing deVices authorized by Articles 2, 3, and 4 of this chapter 

continue. 

405/474 " 5554 

~ 5554. Payment upon termination of membership 

5554. Unless otherwise provided in the resolution of the board 

authorizing the capital contribution, a nonprofit corporation may at its 

option in the event of a termination of membership redeem any capital 

contribution or certificate of the former T.lember upon payment of a sum 

of money equal to the redemption price thereof if such contribution or 

certificate is by its terms redeemable, or upon the payment of a sum of 

money equal to the amount of the capital contribution if it is not by 

its express terms redeemable. 
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Comment. Section 5554 is new. It is adapted from Section 516 of 

New York' s Not-for-Profit Corporation Law (1970) • 

Payments made pursuant to this section remain subject to the re

quirements of Sections 5551 and 5S52. 
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405/475 ~ 5560 

Article 7. Trust Property 

~ 5560. 'Ianagement of charitable property 

5560. (a) This section is applicable to all property received by a 

nonprofit corporation for charitable purposes and to all property, 

unless the donor or instrument transferring the property provides other-

wise, received by a nonprofit corporation which is organized for chari-

table purposes. 

(b) In acquiring, purchasing, investing, reinvesting, exchanging, 

selling, and otherwise managing property described in subdivision (a), a 

nonprofit corporation and its directors shall be subject to the obliga-

tions of a trustee set forth in Section 226i of the Civil Code. 

Cornwent. Section 5560 is new. 

This section states existing case law that the t.mnagement duty of 

the corporation holding charitable assets is that of the private trust

ee. Lynch ~ John !:!:.. Redfield Foundation, 9 Cal. App. 3d 293, 298 

(1970). lfuether a corporation is organized for charitable purposes is a 

fact question determined by reference to both its articles and the 

manner of conducting its activities. See Lynch ~ Spilman, 67 Cal.2d 

251 (1967). 

Section 2261 of the Civil Code requires a trustee to exercise the 

judgruent of a 'prudent investor," subject to the specific directions of 

any document creating the trust and to the orders of an appropriate 

court. The obligations of a trustee are in addition to those imposed 

upon directors by Section 5370. 
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405/763 ~ 5561 

~ 5561. Indefinite purposes 

5561. Ho bequest, devise, gift, or transfer of property to a non-

profit corporation for a charitable purpose is invalid because of in-

definiteness or uncertainty as to the purposes or the beneficiaries 

thereof, but, to the extent to which such indefiniteness or uncertainty 

exists, it shall be resolved by the nonprofit corporation in the manner 

which, in its judgment, is most consonant with the purpose of the donor 

and most conducive to the public welfare. 

Comment. Section 5561 continues the substance of a portion of 

former Section 10206(b). 

This section establishes the principle that charitable gifts shall 

not fail because of uncertainty as to the donor's intentions and the 

rule that a nonprofit corporation has the authority to resolve any such 

ambiguities. Charitable purposes are not defined by statute but are 

left to judicial development. 

405/771 § 5562 

§ 5562. Institutional trustee 

5562. (a) Any nonprofit corporation may transfer, by appropriate 

action of its board, any or all of its assets, including property held 

upon a charitable trust, to an institutional trustee, which shall be an 

entity entitled under Section 1500 of the Financial Code to engage in 

the trust business as, trustee and with like investment restrictions. 

(b) Upon such transfer, -the board shall be relieved of all liabil-

ity for the administration of such assets for as long as tbe assets are 
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administered by the institutional trustee. 

(c) The institutional trustee shall pay, at least semiannually, the 

net income from the transferred assets, which may include so much of the 

realized appreciation of principal as the board determines to be pru-

dent, to the nonprofit corporation for use and application to the pur

pose or purposes for which-the assets were received by the corporation. 

Comment. Section 5562 is new. 

This section continues and expands the authority given to chari

table corporations by former Section 10204 to delegate management of 

investments. See also Civil Code § 2290.5. It is derived from and 

similar in substance to provisions of the nonprofit corporation laws of 

Pennsylvania and Hew York. Pa. Stat. Ann. tit. 15, § 7551 (1972); i~.Y. 

Not-for-Profit Corp. Law § 514 (NcKinney 1970). 

Subdivision (a) limits the choice of institutional trustee to an 

entity qualified under Section 1500 of the Financial Code, which in

volves approval of the Superintendent of Banks, certain capital and 

surplus requirements, and a required deposit with the State Treasurer. 

Subdivision (b) exempts the directors from all further liability 

for mismanagement of such transferred assets. This protection does not 

relieve the directors from their duty to exercise due care in the selec

tion of the institutional trustee and in the continuation or termination 

of the trust. See Sections ____ , 1560). 

Subdivision (c) requires the institutional trustee to pay over 

income periodically to the nonprofit corporation, which is consistent 

with general policy against excessive accumulation of income in chari

table trusts. 

-29-



405/772 ~ 5563 

§ 5563. Private foundations 

5563. (a) This section applies to a nonprofit corporation during 

any period or periods the nonprofit corporation is deemed to be a "pri

vate foundation" as defined in Section 509 of the Internal Revenue Code 

of 1954, and any provision contained in its articles or other governing 

instrument inconsistent with this section or to the contrary thereof 

shall be without effect. 

(b) A nonprofit corporation described in subdivision (a) shall dis

tribute its income (and principal, if necessary) for each taxable year 

at such time and in such manner as not to subject it to tax under Sec

tion 4942 of the Internal Revenue Code of 1954. 

(c) A nonprofit corporation described in subdivision (a) shall not 

do any of the following: 

(1) Engage in any act of self-dealing as defined in subdivision (d) 

of Section 4941 of the Internal )\evenue Code of 1954. 

(2) Retain any excess business holdings as defined in subdivision 

(c) of Section 4943 of the Internal P~venue Code of 1954. 

(3) Hake any investments in such manner as to subject it to tax 

under Section 4944 of the Internal Revenue Code of 1954. 

(4) ,lake any taxable expenditure as defined in subdivision (d) of 

Section 4945 of the Internal Revenue Code of 1954. 

Comment. Section 5564 is the same in substance as former Section 

9501.1. 
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405/773 ~ 5564 

§ 5564. Attorney General supervision 

5564. (a) A nonprofit corporation which holds property subject to 

any charitable trust is subject at all times to examination by the At-

torney General, on behalf of the state, to ascertain the condition of 

its affairs and to what extent, if at all, it !Gay fail to comply with 

trusts which it has assumed or may depart from the general purposes for 

I~hich it is formed. 

(b) In case of any such failure or departure, the Attorney General 

shall institute, in the name of the state, the proceedings necessary to 

correct the noncompliance or departure. 

Comment. Section 5564 continues the substance of former Section 

9505. Cf. former Section 10207 (supervision of charitable corpora

tions). 

The Attorney General has inherent power at common law to superin

tend the management of all charities. People ~ Cogswell, 113 Cal. 129, 

136 (1896). Additional procedures for supervision by the Attorney 

General are available under the Uniform Supervision of Trustees for 

Charitable Purposes Act (Govt. Code §§ 12580-12597}. 

Interested individuals other than the Attorney General may also 

have standing to compel proper utilization of charitable property held 

by a nonprofit corporation. See Section 5232; ~~ College of Osteo

pathic Physicians & Surgeons, 61 Cal.2d 750 (1964); San Diego ~ Boy 

Scouts of America ~ City of Escondido, 14 Cal. App.3d 189 (1971); In!! 

Veterans' Industries, Inc., 3 Cal. App.3d 902 (1970). 
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405/774 ~ 5570 

Article 3. Common Trust Fund 

§ 5570. istablishment 

5570. If authorized to do so by its articles or bylaws, a nonprof

it corporation organized for charitable purposes ""y establish one or 

more common trust funds for the purpose of furnishing investments to 

such corporation and to any other nonprofit corporation or organization 

organized for charitable purposes affiliated with it or to any organiza

tion, society, or corporation holding funds or property for the benefit 

of any of the foregoing, whether holding such funds or property as 

fiduciary or otherwise. 

Comment. Section 5570 continues in substance a portion of former 

Section 10250(a), authorizing a nonprofit corporation with charitable 

purposes to create one or more common trust funds. The former defini

tion of organizations which may also invest in the fund has been simpli

fied to include any affiliated organization with charitable purposes and 

any organizations holding funds for such entities. 

405/775 ~ 5571 

§ 5571. Investment 

5571. Notwithstanding the provisions of any general or special law 

in any way limiting the right of any corporation, organization, or 

society, described in Section 5570, or the directors thereof, as fiduci

ary or othen.ise, to invest funds held by them, it shall be lawful for 

any such corporation, organization, or society, or the directors there-
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of, to invest any or all of their funds or property in shares or inter-

ests of common trust funds established pursuant to this article; pro-

vided that, in the case of funds or property held as fiduciary, such 

investment is not prohibited by the wording of the will, deed, or other 

instrument creating such fiduciary relationship. 

Comment. Section 5571 continues the provisions of a portion of 

former Section 10250(a). 

405/777 § 5572 

§ 5572. Administration 

5572. The directors or trustees of any common trust fund, orga-

nized pursuant to this article, may do all of the following: 

(a) Employ such officers or agents as they think best, define their 

duties, and fix their compensation. 

(b) Appoint as custodian of the trust estate an entity entitled 

under Section 1500 of the Financial Code to engage in the trust business. 

(c) Employ an investment adviser or advisers, define their duties, 

and fix their compensation. 

(d) Deposit securities which constitute part or all of the trust 

estate in a securities depository, as defined in Section 30004 of the 

Financial Code, which is licensed under Section 30200 of the Financial 

Code or exempted from licensing thereunder by Section 30005 or 30006 of 

the Financial Code. The securities may be held by the securities depos

itory in the manner authorized by Section 775 of the Financial Code. 
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Comment. Section 557) is the same in substance as former Section 

10250(b). General authority to convey charitable assets to an institu

tional trustee is contained in Section 5563. 

405/778 " 5573 

§ 5573. Dividends 

S573. The directors or trustees of any common trust fund estab

lished pursuant to this article shall pay ratably among the holders of 

shares or beneficial certificates then outstanding, semiannual dividends 

which shall approximately equal, in each fiscal year, the net income of 

the trust. 

Comment. This section is substantially the same as former Section 

lU250(c) • 

405/781 § 5574 

§ 5574. Educational institution 

5574. "Educational institution,"' as used in this article, means 

both: 

(a) A nonprofit corporation organized under the provisions of Chap-

ter 1 (commencing with Section 29001), the Education Code, or under this 

division for the purpose of establishing, conducting, or maintaining an 
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institutiDn Dffering CDurses beYDnd high school and issuing or confer-

ring a diploma or fDr the purpose of offering or conducting private 

schDol instruction on the high school or elementary school level and any 

charitable trust organized for such purpose or purposes. 

(b) The University of California, the ~tate colleges, the state 

community colleges, and any auxiliary organization, as defined in Sec-

tion 24054.5 of the Education Code, established for the purpose of 

receiving gifts, property, and funds to be used for the benefit of a 

state college. 

Comment. Section 5574 is the same in substance as former Section 

10251(a). 

405/786 § 5575 

5 5575. ,~mbership in nonprofit cDrporation for maintenance of common 
trust fund 

5575. It shall be lawful for any educational institution to become 

a member of a nonprofit corporation incorporated under the laws of any 

state for the purpose of illaintaining a cowoon trust fund or similar com-

mon fund in which nonprofit organizations may commingle their funds and 

property for investment and to invest any and all of its funds, whenever 

and however acquired, in such common fund or funds; provided, that, in 

the case of funds or property held as fidu~iary, such investment is not 

prohibited by the wording Df the will, deed or other instrument creating 

such fiduciary relatiDnship. 

Comment. Section 5575 is the same as former ~ection 10251(b). 
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§ 5576. Distributions to educational institution 

5576. An educational institution electing to invest in a COffiffion 

fund or funds under the provisions of this article may do the following: 

(a) Elect to receive distributions from each such fund in an amount 

not to exceed for each fiscal year the greater of the income, as defined 

in Section 730.03 of the Civil Code, accrued on its interest in such 

fund or 10 percent of the value of its interest in such fund as of the 

last day of its next preceding fiscal year. 

(b) Expend such distribution or distributions for any lawful pur

pose notwithstanding the provisions of any general or special law char

acterizing such distribution, or any part thereof, as principal or 

income; provided, that, in the case of funds or property invested as 

fiduciary, such expenditure is not prohibited by the wording of the 

will, deed, or other instrument creating such fiduciary relationship. 

No such prohibition of expenditure shall be deemed to exist solely 

because a will, deed, or other such instrutnent, whether executed or in 

effect before or after the effective date of this section, directs or 

authorizes the use of only the "income;' or "interest," or "dividends," 

or "rents, issues, or profits," or contains words of similar import. 

Comment. Section 5576 is the same in substance as former Section 

10251 (c) • 
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§ 5577. Application of Corporate Securities Law 

5577. The provisions of the Corporate Securities Law do not apply 

to the creation, administration, or tenaination of common trust funds 

created under this article, or to participation therein. 

Comment. Section 5577 is the same in substance as former Sections 

10250(d) and 10251(d). 
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APPllNDIX 

Corporations Code § 9301 (repealed) 

Corp. Code § 9301 

Tentatively Approved 
February 1976 

9301. The authorized number and qualifications of members of the 

corporation, the different classes of membership, if any, the property, 

voting, and other rights and privileges of members, and their liability 

to dues or assessments and the method of collection thereof, shall be 

set forth either in the articles or in the by-laws, which shall not, 

however, provide for the issuance of ~ore than one membership to any 

member. 

If the voting, property or other rights or interests, or any of 

them, be unequal, the articles or by-laws shall set forth the rule or 

rules by which the respective voting, property or other rights or in-

terests of each member or class of members are fixed and determined. 

The articles or by-laws may authorize dues or assessments or both 

to be levied upon all members or classes of membership alike, or in 

different amounts or proportions or upon a different basis upon dif-

ferent members or classes of membership and may exempt some members or 

classes of membership from either dues or assessments, or both. 

The articles or by-laws may fix the amount and method of collection 

of dues or assessments or both, or may authorize the board of directors 

to fix the amount thereof from time to time, and "mke them payable at 

such times or intervals, and up~n such notice, and by such methods as 

the directors may prescribe. Dues or assessments or both may be made 

enforceable by action or by the sale or forfeiture of membership, or 

both, upon reasonable notice. 
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Comment. The first two sentences of former Section 9301 are con

tinued in Section 5261 with the exception of the proviso relating to 

more than one ruembership, which is superseded by Section 5400. The 

third and fourth sentences are continued in Section 5500. 

045/185 Corp. Code § 9501.1 

Corporations Code § 9501.1 (repealed) 

9501.1. bvery nonprofit corporation, during any period or periods 

such corporation is deemed to be a "private foundation" as defined in 

Section 509 of the Internal aevenue Code of 1954 as amended by Section 

101 of the Tax Reform Act of 1969 (all references in this section to the 

Internal Revenue Code shall refer to such code as amended by such act), 

shall distribute its income for each taxable year (and principal, if 

necessary) at such time and in such manner as not to subject such cor

poration to tax under Section 4942 of such code (as llIOdified by para

graph (3) of subsection (1) of Section 101 of the Tax Reform Act of 

1969), and such corporation shall not engage in any act of self-dealing 

as defined in subsection (d) of Section 4941 of such code (as modified 

by paragraph (2) of subsection (1) of Section 101 of the Tax Reform Act 

of 1969), retain any excess business holdings as defined in subsection 

(c) of Section 4943 of such code, make any investments in such manner as 

to subject such corporation to tax under Section 4944 of such code, or 

make any taxable expenditure as defined in subsection (d) of Section 
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4945 of such code (811 modified by paragraph (5) of subsection <.!) of 

Section 101 of the Tax Reform Act of 1969). 

This section shall apply to any such corporation and any provision 

contained in ita articles of incorporation or other lQVern10a instrument 

inconsistent with thia section or to the contrary thereof shall be with

out effect. 

Couaent. Former Section 9501,1 ia continued in Section 5563. 

04511.86 Corp. Code I 9.505 

Corporations Code § 9505 (repea1ecl) 

9505. A nonprofit ~U= lIhi.cIl.bold. ~opct)' ...,~ to 1Ul)' 

pubUc Dr chal:ltable trust 18 llubject at all tDea CD p"fnstion by the 

Attorney Genexal.. OQ heba]f of the 9tate. to. aacert&1D the CODdition pi 

itll affairs and to what extent, if at sll. it may fail to cOIIIpl), with 

trusta which it has 8IISumee! ot may depart frOll! the .... aral purposes for 

which it. is formed. In case of anyauch faflure ~ d~ur. the Atto%

ney General shall 1Datitute. in the name of the State, the proceedin,. 

neces8ary to' conact the noncompliance or d.eparture. 

Coaaent. Former Sec.tion 9505 i8 continued in Section 5564. 
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Corporations Code § 10250 (repealed) 

10250. (a) Any corporation organized under the provisions of or 

for the purposes set forth in Part 2 (commencing with Section 10000) or 

Part 3 (commencing with Section 10200) of this division may, if author

ized so to do by its articles of incorporation, establish one or more 

common trust funds for the purpose of furnishing investments to such 

corporation or to any church, parish, congregation, society, chapel, 

mission, religious, beneficial, charitable or educational institution 

affiliated with it, or to any organization, society or corporation 

holding funds or property for the benefit of sny of the foregoing, or 

holding funds for the purpose of supporting a bishop, priest, religious 

pastor, or teacher or any building or buildings used by or owned by any 

of the foregoing, whether holding such funds or property as fiduciary or 

otherwise. Notwithstanding the provisions of any general or special law 

in any way limiting the right of any of the foreeoing or the officers or 

directors thereof, as fiduciary or otherwise, to invest funds held by 

them, it shall be lawful for any of the foregoing to invest any or all 

of their funds or property in shares or interests of such common trust 

fund or trust funds; provided, that, in the case of funds or property 

held as fiduciary, such investment is not prohibited by the wording of 

the will, deed or other instrument creating such fiduciary relationship. 

(b) The directors or trustees of sny such common trust fund, or 

trust funds, so organized. may employ such officers or agents as they 

think best. define their duties. and fix their compensation. They may 

also appoint a trust company or bank as custodian of the trust estste 

and may employ an investment adviser or advisers. define their duties, 
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and fix their compensation. Securities which constitute part or all of 

the trust estate may be deposited in a securities depository, as defined 

in Section 30004 of the Financial Code, which is licensed under Section 

30200 of the Financial Code or exempted from licensing thereunder by 

Section 30005 or 30006 of the Financial Code, and such securities may be 

held by such securities depository in the L1anner authorized by Section 

775 of the Financial Code. 

(c) The directors or trustees of any such common trust fund, or 

trust funds, shall pay ratably among the holders of shares or beneficial 

certificates then outstanding, semiannual dividends which shall approxi

mately equal, in each fiscal year, the net income of the trust, or 

trusts. 

(d) The provisions of the Corporate Securities Law shall not apply 

to the creation, administration, or termination of common trust funds 

created hereunder, nor to participation therein. 

Comment. The first sentence of subdivision (a) of former Section 

10250 is continued in Section 5570. The second sentence is continued in 

Section 5571. Subdivision (b) is continued in Section 5572. Subdivi

sion (c) is continued in Section 5573. Subdivision (d) is continued in 

Section 5577. 
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Corporations Code § 10251 (repealed) 

10251. (a) ":lducational institution," as used in this section, 

means any nonprofit corporation organized under the provisions of Chap

ter 1 (commencing with Section 29001), Division 21, of the Education 

Code or under the provisions of Part 1 (commencing with Section 9000) or 

Part 3 (commencing with Section 10200) of this division for the purpose 

of establishing, conducting or maintaining an institution offering 

courses beyond high school and issuing or conferring a diploma or for 

the purpose of offering or conducting private school instruction on the 

high school or elementary school level and any charitable trust organ

ized for such purpose or purposes. "Educational institution," as used 

in this section, also means the University of California, the state 

colleges, the state community colleges and any auxiliary organization, 

as defined in Section 24054.5 of the Education Code, established for the 

purpose of receiving gifts, property and funds to be used for the bene

fit of a state college. 

(b) It shall be lawful for any educational institution to become a 

member of a nonprofit corporation incorporated under the laws of any 

state for the purpose of maintaining a common trust fund or similar 

common fund in which nonprofit organizations may commingle their funds 

and property for investment and to invest any and all of its funds, 

whenever and however acquired, in such common fund or funds; provided, 

that, in the case of funds or property held as fiduciary, such invest

ment is not prohibited by the wording of the will, deed or other instru

ment creating such fiduciary relationship. 
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(c) An educational institution electing to invest in a common fund 

or funds under the provisions of this section may elect to receive dis

tributions from each such fund in an amount not to exceed for each 

fiscal year the greater of the income, as defined in Section 730.03 of 

the Civil Code, accrued on its interest in such fund or 10 percent of 

the value of its interest in such fund as of the last day of its next 

preceding fiscal year. The educational institution may expend such 

distribution or distributions for any lawful purpose notwithstanding the 

provisions of any general or special law characterizing such distribu

tion, or any part thereof, as principal or income; provided, that, in 

the case of funds or property invested as fiduciary, such expenditure ia 

not prohibited by the wording of the will, deed or other instrument 

creating such fiduciary relationship. No such prohibition of expendi

ture shall be deemed to exist solely because a will, deed or other such 

instrument, whether executed or in effect before or after the effective 

date of this section, directs or authorizes the use of only the "in-

come," or "interest,," or Hd1vidends" or "rents, issues or profits," or 

contains words of similar import. 

(d) The provisions of the Corporate Securities Law of 1968 shall 

not apply to the creation, administration or termination of common trust 

funds authorized under this section, or to participation therein. 

Comment. Subdivision (a) of former Section 10251 is continued in 

Section 5574. Subdivision (b) is continued in Section 5575. Subdivi

sion (c) is continued in Section 5576. Subdivision (d) is continued in 

Section 5577. 
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