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Study L-1064 May 28, 2004

Memorandum 2004-32

Multiple Party Accounts:  Ownership of Amounts on Deposit
(Comments on Tentative Recommendation)

In February 2004, the Commission circulated for public comment its tentative
recommendation relating to ownership of amounts withdrawn from a joint
account.

The recommendation would revise the California Multiple-Party Accounts
Law to make clear that ownership of funds withdrawn from a joint account is
based on the proportionate contributions of the parties to the account. This
would reverse the rule of Lee v. Yang, 111 Cal. App. 4th 481, 3 Cal. Rptr. 3d 819
(2003), which holds that a party who withdraws funds from a joint account owns
the funds regardless of their source.

The recommendation would also clarify the rule that withdrawal of sums on
deposit in a joint account severs the right of survivorship in the amounts
withdrawn to the extent of the withdrawing party’s ownership interest in them.
This codifies existing law.

Attached to this memorandum are the following materials:

Exhibit p.
1. California Bankers Association ................................. 1
2. Granberg, What’s Yours is Mine, in Joint Bank Accounts, ‘Lee’ Decides..... 3

GENERAL REACTION

We received little new input on the tentative recommendation. Both the
Executive Committee of the State Bar Trusts & Estates Section and the Executive
Committee of the State Bar Family Law Section have written to say that they
support the proposals. See First Supplement to Memorandum 2004-10
(1/28/2004) (available at www.clrc.ca.gov).

The California Bankers Association is generally supportive of the thrust of the
tentative recommendation, but has some concerns. Exhibit p. 1. Their concerns
are discussed below.

The attached article — Granberg, What’s Yours is Mine, in Joint Bank Accounts,

‘Lee’ Decides, S.F. Daily Journal 5 (May 14, 2004) — while it does not address the
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tentative recommendation, is critical of the decision in Lee v. Yang, which the
tentative recommendation would reverse. The article calls the decision
“surprising” and refers to the dissent in the case as “compelling.” Exhibit p. 3.

IMMUNITY OF FINANCIAL INSTITUTION

The California Bankers Association is concerned that the law might be
construed to impose a duty on a financial institution to monitor deposits or
withdrawals to an account for the purpose of determining the proportionate
contributions of parties to the account. “With myriad deposits and withdrawals
on an account, financial institutions would have no way to determine the level of
contributions made by each individual party to the account.”

CBA suggests addition of the following language to each section of the
tentative recommendation to address their concern:

This section shall not impose any obligation or impose a duty on
financial institutions to monitor deposits or withdrawals to the
account or any other account activity. A financial institution is not
required to do any of the following:

(1) Inquire as to the source of funds received or deposit to an
account, or inquire as to the proposed application of any sum
withdrawn from an account, for purposes of establishing net
contributions.

(2) Determine any party’s net contribution.
(3) Limit withdrawals or any other use of an account based on

the net contribution of any party, whether or not the financial
institution has actual knowledge of each party’s contribution.

The staff agrees with the CBA position in principle. The Multiple-Party
Accounts Law is designed to facilitate transactions and expressly authorizes a
financial institution to honor a withdrawal by an authorized party, leaving it to
the parties to straighten out their rights as among themselves.

However, the staff does not think we need to repeat the same language in
every section where the term “net contribution” is used. The Multiple-Party
Accounts Law already includes a general provision essentially identical to the
language CBA proposes for inclusion in the individual sections. The staff would
rely on the general provision, with a specific cross-reference to the sections that
concern CBA:
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Prob. Code § 5401 (amended). Rights of financial institution
5401. (a) Financial institutions may enter into multiple-party

accounts to the same extent that they may enter into single-party
accounts.  Any multiple-party account may be paid, on request and
according to its terms, to any one or more of the parties or agents.

(b) The terms of the account or deposit agreement may require
the signatures of more than one of the parties to a multiple-party
account during their lifetimes or of more than one of the survivors
after the death of any one of them on any check, check
endorsement, receipt, notice of withdrawal, request for withdrawal,
or withdrawal order. In such case, the financial institution shall pay
the sums on deposit only in accordance with such terms, but those
terms do not limit the right of the sole survivor or of all of the
survivors to receive the sums on  deposit.

(c) A financial institution is not required to do any of the
following pursuant to Section 5301, 5303, or any other provision of
this part:

(1) Inquire as to the source of funds received for deposit to a
multiple-party account, or inquire as to the proposed application of
any sum withdrawn from an account, for purposes of establishing
net contributions.

(2) Determine any party's net contribution.
(3) Limit withdrawals or any other use of an account based on

the net contribution of any party, whether or not the financial
institution has actual knowledge of each party's contribution.

(d) All funds in an account, unless otherwise agreed in writing
by the financial institution and the parties to the account, remain
subject to liens, security interests, rights of setoff, and charges,
notwithstanding the determination or allocation of net
contributions with respect to the parties.

Comment. Subdivision (c) of Section 5401 is amended to state
expressly that a financial institution has no duty with respect to
tracing net contributions of a party under either Section 5301
(ownership during lifetime) or 5303 (right of survivorship and
terms of account). This is not a change in, but is declarative of,
existing law.

We have sent this language to CBA for review, but have not yet heard back
from them.

CONCLUSION

There appears to be general consensus that the rule of Lee v. Yang is not a
good one, and that the corrective language proposed in the tentative
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recommendation is appropriate. The staff recommends that the Commission
approve the draft as its final recommendation, for submission next legislative
session, with the clarifying language set out above relating to financial
institutions.

Respectfully submitted,

Nathaniel Sterling
Executive Secretary




