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Business Judgment Rule: Comments of Attorney General

Attached as Exhibit pp. 1-3 is a letter from Carole Ritts Kornblum, Assistant

Attorney General, commenting on the proposed codification of the business

judgment rule. The Attorney General is concerned because of its involvement

with supervision of charitable trusts, and “it is likely given legislative history in

California” that statutes involving liability of directors and officers of for-profit

corporations will subsequently be recommended for charitable nonprofit

corporations as well.

Ms. Kornblum states that it is the view of the Attorney General’s Charitable

Trusts Section staff that the proposed codification “would significantly weaken

the fiduciary standards applied to officers and directors in order to solve a non-

existent problem.” Exhibit p. 1.

The letter goes on to elaborate how the business judgment rule interacts with

fiduciary duties and standards of care. However, the letter fails to demonstrate,

in the staff’s opinion, any particular harm that would result from codifying the

rule. The letter merely makes the conclusory statement, without giving specifics,

that the proposal “seems to create several possible problems, both in creating

new standards that are not legally defined and in creating potential uncertainties

regarding the duties of officers and directors.” Exhibit p. 2.

It was actually our hope that a precise codification of the business judgment

rule would clarify uncertainties and define legal standards that are presently

unclear and undefined in existing California case law statements of the rule. We

will ask the Attorney General’s office to elaborate its concerns.

Respectfully submitted,

Nathaniel Sterling
Executive Secretary
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