CALIFORNIA LAW REVISION COMMISSION

Study J-111

Memorandum 2004-50

Statute of Limitations for Legal Malpractice
(Draft of Tentative Recommendation on General Issues)

Attached is a draft of a tentative recommendation proposing revisions of the
statute of limitations for legal malpractice (Code Civ. Proc. § 340.6). This draft
does not address issues relating to estate planning malpractice, because that
portion of the Commission’s study is on hold, pending further investigation and
consideration by the State Bar. In reviewing the attached draft, the Commission
should consider whether to make revisions, and whether to approve the draft for

circulation for comment.

ISSUES ADDRESSED

The attached draft addresses three points:

(1)

(2)

Actual injury and simultaneous litigation. Under Section 340.6,
the alternate one-year-from-discovery and four-years-from-
occurrence limitations periods for legal malpractice are tolled until
the plaintiff sustains actual injury. The definition of actual injury
thus affects when the plaintiff must bring suit and whether the
plaintiff must simultaneously litigate both the malpractice case
and an underlying lawsuit that could affect the outcome of the
malpractice case. The draft draws on the concept of equitable
tolling to address the problems associated with the definition of
actual injury and the need for simultaneous litigation. It
incorporates changes suggested by the Commission in response to
a previous draft. See Memorandum 2000-43 (available at
www.clrc.ca.gov); Minutes (June 2000) (available at
www.clrc.ca.gov). As previously directed, the draft does not take a
position on whether (1) tolling should continue only until an initial
decision is made in the underlying proceeding, or (2) until the
appellate process is completed and the underlying proceeding is
fully and finally resolved. Instead, the draft presents these
alternative approaches and solicits input on which one is
preferable.

Burden of proving time of discovery. Section 340.6 does not
specify who bears the burden of proof on the time of discovery of
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the facts constituting the alleged malpractice. The California
Supreme Court has interpreted the statute to place this burden on
the attorney defendant. Samuels v. Mix, 22 Cal. 4th 1, 989 P.2d 701,
91 Cal. Rptr. 2d 273 (1999). The attached draft proposes to
reallocate the burden to the plaintiff, because the pertinent facts
are peculiarly within the plaintiff's knowledge and control. This
would implement a tentative decision previously reached by the
Commission. Minutes (March 29-30, 2001), pp. 11-12.

(3) Action on written instrument effective on occurrence of future
act or event. Section 340.6 contains a specific provision pertaining
to “an action based upon an instrument in writing, the effective
date of which depends upon some act or event of the future.” As
recommended by legal malpractice expert Ronald Mallen, the
attached draft proposes to delete that provision as unnecessary
and potentially confusing. The Commission has not previously
considered this point. We have included it in the draft because it
appears to be a minor improvement that is unlikely to be
controversial.

The draft also mentions that the Commission has looked into the area of estate
planning malpractice, but is not currently proposing any reform specific to that

area.

BALANCED PACKAGE

As best the staff can determine based on current information, the attached
draft is not one-sided, benefiting attorneys exclusively to the detriment of clients,

or vice versa. It appears to be a reasonably balanced package:

e The proposed new provision based on the doctrine of equitable
tolling would benefit a client by unambiguously tolling the
limitations periods until an underlying proceeding is concluded,
sparing the client from the burdens of simultaneously conducting
a malpractice case and an underlying proceeding. To some extent,
the reform would also benefit courts and attorneys, by providing a
clear, predictable rule and eliminating unnecessary malpractice
litigation.

e The proposed reallocation of the burden of proof on the time of
discovery would benefit an attorney by placing that burden on the
client, who typically has better access to the evidence bearing on
whether that burden is satisfied.

e The proposed deletion of the special provision pertaining to “an
action based upon an instrument in writing, the effective date of



which depends upon some act or event of the future” would help
everyone by deleting confusing and unnecessary language.

TYPES OF CASES COVERED BY SECTION 340.6

Among the issues we suggested exploring in this study is whether Section
340.6 should be revised with regard to the types of cases to which it applies. See
Memorandum 2002-13, pp. 20-21 (available at www.clrc.ca.gov). This suggestion
was prompted by an article in a legal newspaper criticizing the court’s decision
in Knoell v. Petrovich, 76 Cal. App. 4th 164, 90 Cal. Rptr. 2d 162 (1999). See Boyd,
Unclear Application: Court May Review Statute of Limitations for Claims Against
Attorneys, S.F. Daily J. 5 (March 7, 2000).

In Knoell, Joan Johnson sought to extinguish an easement across her property
in favor of Michael Knoell. She believed that Knoell might have forged her
signature on the easement deed. In connection with that dispute, her attorney,
Susan Petrovich, sent a letter to the City Attorney stating that “Ms. Johnson takes
the position that the easement was obtained by fraud and deception and has sent
a recission letter to Mr. Knoell.” Based on that comment and similar statements,
Knoell sued Petrovich for defamation.

The trial court denied the claim on the grounds that it was barred by the
litigation privilege (Civ. Code § 47) and the limitations periods of Code of Civil
Procedure Sections 339 and 340. The court rejected Knoell’s contention that the
claim was timely because the applicable statute of limitations was Section 340.6.

That decision was upheld on appeal. In explaining its decision, the court of
appeal stated:

“Section 340.6 provides that the statute of limitations for legal
malpractice commences when the client discovers, or should have
discovered, the cause of action. The period is tolled during the
times, inter alia, (i) the client ‘has not sustained actual injury,” (ii) the
negligent attorney continues to represent the client, (iii) the attorney
willfully conceals facts constituting the negligence, or (iv) the

plaintiff is under a disability that ‘restricts the plaintiff’s ability to
commence legal action.””

Id. at 169, quoting Laird v. Blacker, 2 Cal. 4th 606, 609, 828 P.2d 691, 7 Cal. Rptr. 2d
550 (1992), quoting Section 340.6 (footnote omitted; emphasis in Knoell). The court
of appeal then pointed out that Knoell had “cited no authority for the novel claim

that a third party (i.e., a nonclient) may invoke Code of Civil Procedure section



340.6 to toll the statute of limitations when suing an attorney for defamation.”
Knoell, 76 Cal. App. 4th at 169. The court of appeal thus rejected the argument
that Knoell could sue Johnson “for defamation, obtain a $120,000 judgment, and
file a new action against Attorney Petrovich based on the same publication.” Id.
Knoell could be construed to stand for the proposition that Section 340.6 only

applies to an action by a client, not to an action by a nonclient. The legal news
article criticized it on that basis:

The holding of Knoell, while seemingly beneficial to Petrovich, is

potentially damaging to attorney defendants in general.

An attorney can be held liable to a non-client for negligence-

based malpractice if the nonclient is found to be an intended
beneficiary of the attorney’s services. See, e.g., Goodman v. Kennedy,
18 Cal. 3d 335 (1976). Therefore, the rule articulated in Knoell
distinguishing between clients and non-clients risks the creation of
two different limitations periods for negligence causes of action
asserted against an attorney: Section 340.6 for clients and Section
339(1) for nonclients.

The revival of Section 339(1) as a limitations period for attorney
malpractice would appear to substantially undermine the
Legislature’s goals in enacting Section 340.6 to supersede that
provision. It would appear difficult to justify such a rule based
upon the flimsy rationale, unsupported by any legislative intent,
that when the Legislature used the term “plaintiff” in the statute it
meant “client.”

Boyd, supra, at 5.

But Knoell does not have to be interpreted as drawing a line between clients
and nonclients. The court of appeal did not state that Section 340.6 is inapplicable
to any action by a nonclient. Rather, it said that Knoell had “cited no authority
for the novel claim that a third party (i.e., a nonclient) may invoke Code of Civil
Procedure section 340.6 to toll the statute of limitations when suing an attorney for
defamation.” Knoell, 76 Cal. App. 4th at 169 (emphasis added). At issue was a
claim by an adversary of the client against an attorney, not a claim by an intended
beneficiary of the attorney’s services. The staff believes that Knoell is properly
understood as limiting Section 340.6 to a claim “against an attorney for a
wrongful act or omission, ... arising in the performance of professional services,”
made by a person to whom the attorney owed a professional duty, or a successor in
interest of such a person.



This construction would be consistent with the plain language of Section
340.6, which repeatedly refers to a “plaintiff,” not to a “client.” It would also be
consistent with case law interpreting Section 340.6 to apply to a malpractice
action by a decedent’s children against the law firm that prepared the decedent’s
estate plan, Sindell v. Gibson, Dunn & Crutcher, 54 Cal. App. 4th 1457, 63 Cal. Rptr.
2d 594 (1997), and to a malpractice action by an estate against a law firm that
represented the decedent in a personal injury case, Gailing v. Rose, Klein & Marias,
43 Cal. App. 4th 1570, 51 Cal. Rptr. 2d 381 (1996). Additionally, this construction
would conform to the common understanding of the concept of legal
malpractice, which does not encompass harm allegedly sustained by a person
who was not intended to be benefited by the legal services rendered.

If so interpreted, then Knoell does not pose the specter of applying a different
limitations periods to (1) a claim by a client for breach of a professional duty, and
(2) a claim by a nonclient for breach of the same professional duty. Thus,
although the language in the case might lead to some confusion, the result
appears sound. Unless and until problems arise, it does not seem necessary to

try to clarify the types of cases to which Section 340.6 applies.

TRANSACTIONAL M ALPRACTICE

Another issue that the Commission touched on in previous discussions was
whether Section 340.6 should be revised to establish special rules for
transactional malpractice (i.e.,, malpractice that occurs in conducting a
transaction, as opposed to malpractice that occurs in conducting litigation). At
the time, the California Supreme Court was considering whether the causation
standard should be different in a transactional malpractice case than in a
litigation malpractice case. The Court has since ruled that the same standard
applies in both contexts. Viner v. Sweet, 30 Cal. 4th 1232, 70 P.3d 1046, 135 Cal.
Rptr. 2d 629 (2003). The staff is not aware of any concrete suggestions for revision
of Section 340.6 to establish special rules for transactional malpractice.
Consequently, the attached draft does not propose any reform specific to this
area. Unless someone raises a particular suggestion, we are not inclined to

further pursue the idea of special rules for transactional malpractice.



RETROACTIVITY

A further issue is whether the reforms proposed in the attached draft should
be applied retroactively. This is discussed at page 24 of the attached draft. The
Commission should consider whether the proposed treatment of retroactivity
is satisfactory.

Respectfully submitted,

Barbara Gaal
Staff Counsel
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legal malpractice is often memorialized in a pleading, transcript, or other written
recordsd

[Alternative B Tolling under the proposed law would not continue during the
pendency of an appeal in the underlying proceeding or other review p#oldss.
true that the outcome of the underlying proceeding remains to some extent
uncertain pending determination of an ap@@al.he appeal process can be
lengthy, however, so a malpractice claim may be very stale by the time the appeal
is finally resolvec®® Although each side can take steps to preserve evidence
relating to the alleged malpractice pending resolution of the appeal, this may not
fully safeguard against deterioration of the evidence. Because most decisions are
affirmed$g? this risk outweighs the benefits of awaiting the appellate outcome. In
addition, if the circumstances warrant, the court or other tribunal can stay the
malpractice case pending the outcome of the appeal or other effort to reverse the
initial determination. Alternatively, the potential parties can enter into a tolling
agreement, making it unnecessary to file the malpractice case until the appeal is
resolvedd]

85. Id. at 627 (Mosk, J., dissenting); see also Neel v. Magana, Olney, Levy, Cathcart & Gelfand, 6 Cal.
3d 176, 193 n.33, 491 P.2d 421, 98 Cal. Rptr. 837 (1971).

86. A majority of the jurisdictions that have considered this point have similarly concluded that tolling
should end when the trial court or other initial tribunal renders its decision, regardless of whether an appeal
is taken. Dvorakldaho’s Statute of Limitations and Accrual of Legal Malpractice Causes of Action: Sorry,
But Your Case Was Over Before It Beddn|daho L. Rev. 231, 255 (1994); see, d.gird, 2 Cal. 4th at
609 (appeal); Pompilio v. Kosmo, Cho & Brown, 39 Cal. App. 4th 1324, 46 Cal. Rptr. 2d 409 (1995)
(attempt to set aside settlement agreement); Safine v. Sinnott, 15 Cal. App. 4th 614,, 19 Cal. Rptr. 2d 601
(1993) (attempt to obtain corrected judgment in trial court); see also Beesley v. Van Doren, 873 P.2d 1280
(Alaska 1994); Brunacini v. Kavanagh, 117 N.M. 122, 869 P.2d 821 (N.M. 1994); but see International
Engine Parts, Inc. v. Fedderson & Co., 9 Cal. 4th 606, 623, 888 P.2d 1279, 38 Cal. Rptr. 2d 150 (1995)
(Mosk, J., concurring) (tolling should not be deemed to occur until taxpayer has exhausted administrative
and judicial remedies);aird, 2 Cal. 4th at 559-64 (Mosk, J., dissenting) (tolling should continue through
appeal); Hughes v. Mahaney & Higgins, 821 S.W.2d 154, 60 U.S.L.W. 2435 (Tex. 1991) (same); Semenza
v. Nevada Medical Liability Ins. Co., 765 P.2d 184 (Nev. 1988) (same); Amfac Distribution Corp. v.
Miller, 673 P.2d 792 (Ariz. 1983) (same). In Murphy v. Campbell, 41 Tex. Sup. Ct. J. 193, 964 S.W.2d 265
(1997), the Texas Supreme Court appears to have limited tolling during the appellate process to situations
in which the allegedly negligent attorney continues to represent the client in the appeal).

87. International Engine Parts, Inc. v. Fedderson & Co., 9 Cal. 4th 606, 622-23, 888 P.2d 1279, 38 Cal.
Rptr. 2d 150 (1995) (Mosk, J., concurring).

88. Ochoa & Wistrichsupranote 44, at 23; see alsaird, 2 Cal. 4th at 618 (tolling pending appeal
would undermine legislative goal of resolving cases while evidence is fresh, withesses are available, and
memories have not faded).

89. Laird, 2 Cal. 4th at 617; Ochoa & Wistrickpranote 44, at 24.

90. According to legal malpractice expert Ronald Mallen,
most lawyers are willing to stipulate to toll a statute of limitations on the hope that the existence or
extent of an injury will be minimized or eliminated by subsequent revelation. Lawyers usually prefer
that alternative to being named in a lawsuit that must be defended at cost to themselves or their
insurers.
Mallen, Limitations and the Need for “Damages” in Legal Malpractice ActiinBef. Couns. J. 234, 248
(1993).
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The proposed new tolling provision will not entirely eliminate disputes over the
meaning of actual injury as used in Section 340.6. Such disputes will arise less
frequently, because in most cases it will be clear that tolling continues until the
underlying proceeding is resolved, making it unnecessary to decide the time of
actual injury. In some cases, the new provision will not apply, such as when there
is no underlying proceeding (pending or potential) or when a client fails to give an
attorney reasonable notice of a malpractice claim. In those circumstances, it might
still be important to determine the time of actual injury in deciding whether the
statute has run.

In general, however, the necessity of simultaneous litigation will not depend on
the time of actual injury. Thus, in most cases, courts will be able to award damages
for legal malpractice unhampered by concerns relating to simultaneous litigjation.

BURDEN OF PROVING TIME OF DISCOVERY

Under Section 340.6, one of the alternate limitations periods is “one year after
the plaintiff discovers, or through the use of reasonable diligence should have
discovered, the facts constituting the wrongful act or omission....” The statute does
not specify which party bears the burden of proof on the time of discovery of the
facts constituting the alleged malpract¥éeRelying primarily on the statutory
language and legislative history, the California Supreme Court has interpreted the
statute to place that burden on the defendant attorney. As a matter of policy, the
Law Revision Commission proposes to reallocate that burden to the client.

Existing Law on the Burden of Proving the Time of Discovery Under Section 340.6

Samuels v. MB8 is the key decision on the burden of proving the time of
discovery of legal malpractice. The plaintiff@amuelsad retained an attorney to
represent her in a personal injury lawsuit against a drug manufacturer. She
accepted a settlement offer on the advice of her attorney. Thereafter, however, her
medical condition worsened. She met briefly with a second attorney about the

91. See “Recovery of Damagesipra

92. The Evidence Code distinguishes between the burden of proof and the burden of producing
evidence. The burden of proof means a party’s obligation to convince the trier of fact as to the existence or
nonexistence of the fact. Evid. Code § 115; see also Evid. Code § 500 Comment. For example, in a criminal
case the prosecution must prove each element of the crime beyond a reasonable doubt. The burden of proof
never shifts during trial.

The burden of producing evidence means a party’s obligation to introduce evidence sufficient to avoid
a ruling against that party on the matter in question. Evid. Code § 110. At the start of a trial, this burden
will coincide with the burden of proof. Evid. Code § 500 Comment. But the burden of producing evidence
may shift during trial. For example, if the party with the initial burden of producing evidence establishes a
fact giving rise to a presumption in favor of that party on the issue, the burden of producing evidence shifts
to the other partyld.

The focus of this discussion is on the burden of proof, not on the burden of producing evidence.

93. 22 Cal. 4th 1, 989 P.2d 701, 91 Cal. Rptr. 2d 273 (1999). The Commission is not aware of any other
published California decision addressing this point.

—16 —
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possibility of reopening her case against the drug manufacturer. Just over one year
after that meeting, she brought suit against the first attorney, alleging that he had
negligently advised her to settle for an inadequate amount.

The attorney defendant asserted that the plaintiff's claim was time-barred,
because she filed it more than one year from when she discovered, or through
reasonable diligence should have discovered, the facts constituting the alleged
malpractice. At trial, the judge instructed the jury that the plaintiff had the burden
of proving that the lawsuit was timely filed. The jury specially found that she had
failed to commence her suit within the one-year period, and the trial court entered
judgment accordingl$4 The court of appeal reversed and the California Supreme
Court granted review.

Majority Opinion in Samuels

The Supreme Court affirmed the judgment of the court of appeal. It held that for
purposes of applying the one-year limitations period of Section 34@.@&ttorney
defendantbears the burden of proving when the plaintiff discovered, or through
the use of reasonable diligence should have discovered, the facts constituting the
alleged legal malpractic®. The Court advanced a number of reasons for its
decision, mostly focusing on the statutory language and legislative history, rather
than on policy considerations.

The Court’s first and foremost argument was based on the plain language of
Section 340.6 and Evidence Code Section 500. The Court pointed out that Section
340.6 establishes an affirmative defense of the statute of limiteidosder
Evidence Code Section 500, the defendant normally bears the burden of proof on
an affirmative defens®. The Court thus concluded that the attorney defendant
bears the burden of proving the time of discovery, because Section 340.6 must be
construed “in accordance with its plain language ... and the normal allocation of
the burden of proof established by the Legislature®s...”

The Court next considered the defendant’s contention that Section 340.6 merely
codifies the common law discovery rule, under which the plaintiff bears the
burden of proving the time of discovery of the facts giving rise to a cause of
action?® The Court rejected that idea, pointing out that the statute differs from the

94. Id. at 6.
95. Id. at 5.
96. Id. at 7.

97. Section 500 states that “[e]xcept as otherwise provided by law, a party has the burden of proof as to
each fact the existence or nonexistence of which is essential to the claim for relief or defense that he is
asserting.”

98. Id. at 7-8.

99. Id. at 9, 10; see, e.g., April Enterprises, Inc. v. KTTV, 147 Cal. App. 3d 805, 832-33, 195 Cal. Rptr.
421 (1983).

- 17 -
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common law discovery rule in significant respects, such as its tolling
provisionstoo

Similarly, the Court rejected the defendant’s attempt to draw an analogy between
Section 340.6 and the statute of limitations for fraud claims, which requires the
plaintiff to prove the time of discovery of the frat¥d Noting differences between
the two provisions, the Court said that Section 340.6 has to be construed “on its
own terms” and according to its plain language, rather than by reference to the
statute of limitations for fraud clainig2

The Court then turned to a policy issue: Whether it is fair for a defendant
attorney to have to prove when the client discovered, or should have discovered,
the facts constituting malpractice. The Court pointed out that the one-year
limitations period under Section 340.6 benefits the defendant as the shorter of the
alternate limitations period43 Because the rule benefits the defendant, the Court
deemed it fair for the defendant to bear the burden of proving its requirements,
including the time of discoverip4

Finally, the Court considered whether the burden of proof should be placed on
the plaintiff because information regarding the time when the plaintiff discovered,
or should have discovered, the facts constituting the malpractice is likely to be
peculiarly within the plaintiff's access and control. The Court declined to weigh
this policy consideration on its merits, because that is a legislative prerogative, not
within the authority of the judiciari> The Court considered itself bound by the
plain language of Section 340.6 and Evidence Code Sectio#%0be Court also
said that there was no showing in the record that the plaintiff had superior access
to evidence on the time of discovery, and there was no apparent reason that a
plaintiff would be better able than a defendant to determine when the plaintiff
should have discoveredlde facts constituting the malpracti€g.

Justice Baxter’s Dissent itfamuels

Justice Baxter authored a vigorous dissentSamuels He criticized the
majority’s “semantic analysis” of Section 340.6 as *“overliteral and
exaggeratedi®® In his opinion, the legislative history and statutory language

100. Id. at 12-13.
101. Id. at 14.
102. Id. at 17.
103. Id. at 18.

104. The Court viewed this as an example of the general rule that “He who takes the benefit must bear the
burden.”ld. at 18; see Civ. Code § 3521.

105. Id. at 20.

106. Id.

107. Id.

108. Id. at 24 (Baxter, J., dissenting).

- 18 —
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demonstrate no intent to deviate from the traditional allocation of the burden of
proof under the common law discovery rife.

More importantly, he pointed out that although the defendant normally bears the
burden of proof on an affirmative defense, Evidence Code Section 500 allows
courts to deviate from that allocation in the interest of fairness and sound public
policy.110 Courts consider a number of factors in deciding to depart from the
normal allocation, including the knowledge of the parties concerning the particular
fact and the availability of the evidence to the parftiédn Justice Baxter’s
opinion, those factors call for reallocation of the normal burden of proof in the
context of legal malpractice, because an attorney should not have to defend a
malpractice claim by proving facts peculiarly within the opponent’s knowl&dge.

He explained that an attorney would face unique and unfair difficulties if forced
to prove when a client discovered, or through the use of reasonable diligence
should have discovered, the facts constituting the malpractice:

This is because discovery of one lawyer’'s malpractice will most often arise, as it
did here, from the substance of the client’s consultations avitither attorney
Proof of the time of discovery will thus depend, as it did here, on the content of
those interviews. But such attorney-client communications are confidential and
privileged by law. (Evid. Code, § 954.) Unless the client waives the privilege,
neither he nor the attorney he consulted can be compelled to disclose the
substance of their discussions.

If the client bears the burden of proving when the malpractice claim was
discovered, as the trial court ruled here, he may feel obliged, as plaintiff Samuels
did here, to present evidence about the timing and nature of his consultations with
a second lawyer. But if, as the majority hold, that burden rests with the attorney
sued, there is no necessity, and no incentive, for the client to waive the privilege
to aid his adversary in establishing a limitations defense. No lawyer worth his salt
would allow his client to do so. Thus, it is unclear at best how an attorney sued for
malpractice will be able to sustain his burden of proving when the client’s
discussions with a second lawyer led to actual or constructive discovery of the
malpractice claini13

In short, Justice Baxter maintained that the time of discovery of legal malpractice
often will depend on what information the plaintiff obtained at what time in
confidential and absolutely privileged consultations with another attéthawnis

109. Id. at 23-24 (Baxter, J., dissenting).
110. Id. at 26 (Baxter, J., dissenting).

111. Evid. Code 8 500 Comment. Other relevant factors are “the most desirable result in terms of public
policy in the absence of proof of the particular fact, and the probability of the existence or nonexistence of
the fact.”ld.

112. Samuels22 Cal. 4th at 23 (Baxter, J., dissenting).
113. Id. at 27-28 (Baxter, J., dissenting) (emphasis added).
114. Id. at 23 (Baxter, J., dissenting).

—-19 —
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may leave the attorney without any meaningful opportunity to show that the
plaintiff's claim is untimely11s

Rebuttal to Justice Baxter's Dissent fBamuels

The Samuelsmajority made five points in attempting to rebut Justice Baxter’s
dissent:

. It should not be assumed that a malpractice plaintiff would misrepresent the
time of discovery under oath.

. The lawyer-client privilege does not protect the time, date, and names of
participants in a confidential communication. That information may be
sufficient to establish the time of discovery.

. If a plaintiff exposes a significant part of a privileged communication, the
privilege is waived.

. If an attorney is contacted by another attorney who seeks malpractice
remedies on behalf of a client, that communication is not privileged. That
information might help to establish the time of discovery.

. If an attorney provides an expert opinion in the malpractice case, the
attorney may be cross-examined to the same extent as any other Wigness.

The court further explained that any remaining difficulty in proving the time of
discovery is a consequence of the existing legislative policy balance embodied in
Section 340.817

Policy Analysis

The role of the courts is to interpret existing law by discerning the legislative
intent underlying the current version of Section 340.6. In contrast, the role of the
Legislature is to balance the competing policy considerations in the manner that
best serves the public.

Thus, in deciding whether to revise the statute, 3aenuelsanalyses of the
statutory language and legislative intent are comparatively unimportant. The focus
must be on the policy arguments relating to fairness and access to evidence.

Guiding Principles

As a general matter, an affirmative defense based on the statute of limitations is
neither favored nor disfavored!®8 The competing interests in repose and in
disposition on the merits are considered equally stt&hdhus, the field is
presumptively level, favoring neither the client nor the attorney defendant.

115. Id.

116. Id. at 20 n.5.

117. Id.

118. Norgart v. Upjohn Co., 21 Cal. 4th 383, 397, 981 P.2d 79, 87 Cal. Rptr. 2d 453 (1999).
119. Id.

- 20—
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Further, basic considerations of fairness are of paramount importance in
allocating a burden of pro&#° There is no one formula to apply in all cas&dt
IS a question of policy and fairness to be decided based on experience in the
particular situation under consideration or in analogous situdéns.

Party Who Benefits

With regard to fairness, there is some merit to the concept of requiring the party
who benefits from a legal doctrine to bear the burden of proving its application. As
Section 340.6 is presently worded, the one-year-from-discovery limitations period
appears to benefit the defendant attorney, because the statute establishes alternate
limitations periods and the one-year-from-discovery period only applies when it is
the shorter of the two possibilities.

Access to Evidence

Justice Baxter's concerns regarding access to evidence appear to be well-taken.
Even theSamuelsnajority did not contend that an attorney defendant has as much
access as a malpractice plaintiff to evidence of when the plaintiff discovered, or
should have discovered, the facts constituting the malpractice. The majority
merely identified circumstances in which evidence bearing on the time of
discovery is accessible to the defendant, and attributed any remaining proof
difficulty to the existing legislative policy balant&.

The gquestion is whether that existing legislative policy balance should be
changed. As Justice Baxter pointed out, discovery of legal malpractice may hinge
on consultations between a client and a second atté?A&yhe timing of such
conversations is not privilegéék but the content of the conversations is. There is
no client-litigant exception to the lawyer-client privilegé When a client sues an
attorney for malpractice, conversations between the @dmuhthat attorneyare not
privilegedi27 But that exception applies only to a communication between the
client and the attorney accused of malpractiéét does not abrogate the privilege

120. Evid. Code § 500 Comment; see also Adams v. Murakami, 54 Cal. 3d 105, 119-20, 813 P.2d 1348,
284 Cal. Rptr. 318 (1991); Galanek v. Wismar, 68 Cal. App. 4th 1417, 1425-28, 81 Cal. Rptr. 2d 236
(1999).

121. Evid. Code § 500 Commentjoting9 Wigmore, Evidence § 2486, at 275 (3d ed. 1940).

122. 1d.

123. Samuels22 Cal. 4th at 20 n.5.

124. |d. at 27 (Baxter, J., dissenting).

125. id. at 20 n.5.

126. Schlumberger, Ltd. v. Superior Court, 115 Cal. App. 3d 386, 393, 171 Cal. Rptr. 413 (1981).
127. Evid. Code § 958.

128. Schlumbergerll5 Cal. App. 3d at 392.
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as to a communication between the client and another lawyer, such as the attorney
representing the client in the malpractice &&t.

Further, establishing the date when a client first contacted another attorney may
not be sufficient to show when the client discovered, or through the use of
reasonable diligence should have discovered, the facts constituting the
malpractice. That date may not be determinative. The client might have been
aware of, or on notice of, crucial facts well before then. Conversely, the client
might not have learned of the malpractice until after the second attorney
investigated the situation to some extent and conveyed key findings to the client.

Thus, at least in some cases, determining when a client knew or should have
known the facts constituting legal malpractice may turn on what transpired in
privileged conversations between the client and a second attorney. If the burden of
proving the time of discovery were on the client, the client might elect to waive the
privilege to establish the time of discovery. As Justice Baxter points out, however,
if the burden of proof is on the attorney defendant, the client has no need or
incentive to waive the lawyer-client privilege and thereby aid the attorney in
establishing a limitations defen&®.

The attorney defendant is thus put in an untenable position. It is the attorney
defendant’s burden to establish the time of discovery, yet the critical evidence on
that point may be shielded by the lawyer-client privilege. That is a fundamentally
unfair predicament3! In assessing who should bear the burden of proof, this
consideration overrides the general principle that the party who benefits from a
legal doctrine should bear the burden of proving its applicatton.

Reallocation of the Burden of Proof

The Law Revision Commission proposes to amend Section 340.6 to provide that
if an attorney defendant raises the one-year-from-discovery limitations period as
an affirmative defense, the plaintiff bears the burden of proof on the time of
discovery of the facts constituting the wrongful act or omissigithat would be
consistent with how the common law discovery rule has been interpreted in other
contexts. It would also address the concerns regarding access to evidence, ensuring
that the party with greater access bears the burden of Proburther, the
proposed rule would not compel the plaintiff to waive the lawyer-client privilege

129. Id.
130. Samuels22 Cal. 4th at 28 (Baxter, J., dissenting).

131. See generally McDermott, Will & Emery v. Superior Court, 83 Cal. App. 4th 378, 99 Cal. Rptr. 2d
622 (2000); Steiny & Co. v. Cal. Elec. Supply Co., 79 Cal. App. 4th 285, 93 Cal. Rptr. 2d 920, 925 (2000).

132. Civ. Code § 3521.
133. See proposed Section 340.6(a.

134. See Thomas v. Lusk, 27 Cal. App. 4th 1709, 1717, 34 Cal. Rptr. 2d 265 (1994) (burden of proving
element of case is more appropriately borne by party with greater access to information).
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as to communications with a second attorney. It would be left up to the plaintiff to
decide whether to waive the privilege to satisfy the burden of proof.

ACTION ON WRITTEN INSTRUMENT EFFECTIVE ON
OCCURRENCE OF FUTURE ACT OR EVENT

Section 340.6(b) states that “[ijn an action based upon an instrument in writing,
the effective date of which depends upon some act or event of the future, the
period of limitations provided for by this section shall commence to run upon the
occurrence of such act or event.” The effect of this provision is unclear. There do
not seem to be any cases interpreting it.

The provision was included in the initial version of the bill that became Section
340.6135 That version did not include a provision tolling the limitations periods
until the client sustains actual inju¥§g It is likely that Section 340.6(b) “was
intended to toll the statute in common delayed damage situations, such as claims
by beneficiaries of wills who are not damaged and whose causes of action do not
arise until their testators dié3”

But the provision does not effectuate that intent. A mistake in preparing a will
results in an action “for” negligence, not an action “upon” the WllThus, the
provision would not help the beneficiary of a will if the term “upon” were
interpreted literally. Moreover, it would not add anything to existing contract law.
As legal malpractice expert Ronald Mallen explains, “[o]bviously, where a cause
of action is upon a writing which depends upon some future event for its
effectiveness, a cause of action cannot accrue, and the limitations period does not
start to run until the event occur8? Section 340.6(b) would therefore be
meaningless if the term “upon” were interpreted literally.

The provision would also be unnecessary if “upon” were interpreted to mean
“relating to” or “concerning” a will. When malpractice occurs in preparing a
document that is only effective on occurrence of a future event, the document
cannot cause damages until that event ockir3.he provision tolling the
limitations periods until actual injury occurs (Section 340.6(a)(1)) already protects
the plaintiff in those circumstances. Section 340.6(b) would add nothing in that
situation.

135. See AB 298 (Brown), as introduced, Jan. 25, 1977.
136. Id.

137. Mallen,An Examination of a Statute of Limitations for Lawy®&f Cal. State Bar J. 166, 168
(1978).

138. Id.
139. Id.
140. Id.
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Section 340.6(b) is thus a useless and potentially confusing vestige of the
legislative drafting procesd! The Law Revision Commission proposes that it be
deleted.

ESTATE PLANNING MALPRACTICE

Numerous estate planning attorneys have expressed concerns regarding how
Section 340.6 applies to estate planning malpractice. Those concerns stem from
the provision tolling the limitations periods until actual injury occurs. In the
context of estate planning, decades can elapse between the time an attorney drafts
an estate plan and the time the client dies, triggering the estate plan and perhaps
causing damages to a beneficiary. Because the limitations period for a legal
malpractice claim is tolled during that time, an estate planning attorney can be
sued for work performed many years in the past. This lengthy period of exposure
might be related to the cost of malpractice premiums, which reportedly have
increased dramatically in recent years.

The Law Revision Commission does not propose any reforms to address these
concerns at this time. Any solution must be fair to clients and beneficiaries as well
as attorney$42 The Commission has suggested that the State Bar examine the
situation with that principle in mind, because the Bar can explore a wide variety of
solutions, not just legislative actidf®2 The Commission may propose legislation
on this topic in the future.

RETROACTIVITY OF THE PROPOSED REFORMS

In revising a statute of limitations, it is important to consider how the reform will
apply to a malpractice case that was filed before the operative date of the reform,
or to a malpractice incident that occurred before the operative date but has not yet
resulted in litigation. It is well-established that a party does not have a vested right
in the time for commencement of a lawsyd#tLikewise, a party does not have a
vested right in the running of the statute of limitations prior to its expir&tidi.
the Legislature shortens a limitations period, however, it must give parties a
reasonable time to bring suit before the reform takes éffect.

141. 1d.; see also Mallen & Smitlsupranote 67, at § 21.5, p. 741 & n. 32.

142. “[W]hen an attorney raises the statute of limitations to occlude a client’s action before that client has
had a reasonable opportunity to bring suit, the resulting ban of the action not only starkly works an injustice
upon the client but partially impugns the very integrity of the legal profession.” Neel v. Magana, Olney,
Levy, Cathcart & Gelfand, 6 Cal. 3d 176, 192, 491 P.2d 421, 98 Cal. Rptr. 837 (1971).

143. The role of the Law Revision Commission is to study topics assigned by the Legislature and
recommend legislative reforms to the Legislature and the Governor. See Gov't Code §§ 8280-8298.

144. See, e.g., Carlson v. Blatt, 87 Cal. App. 4th 646, 650, 105 Cal. Rptr. 2d (2001).
145. See, e.qgid.
146. See, e.gid.
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None of the reforms proposed here would shorten a limitations period. The
proposed new tolling provision would provide an additional means of extending
the time in which to sue, avoiding the need for simultaneous litigation. The
proposed reallocation of the burden of proving the time of discovery would benefit
an attorney asserting the one-year limitations period as a defense, but would not
change the length of that period. The deletion of unnecessary Section 340.6(b)
would not have any substantive impact.

Nonetheless, the Law Revision Commission proposes that the operative date of
the proposed reforms be delayed until one year after the new law becomes
effective. That would give parties a reasonable time to take responsive action
before the law changes. The Commission further proposes that the proposed
reforms apply only in an action commenced on or after the operative date.
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PROPOSED LEGISLATION

Code Civ. Proc. § 340.6 (amended). Limitations period for legal malpractice

SEC. . Section 340.6 of the Code of Civil Procedure is amended to read:

340.6. (a) An action against an attorney for a wrongful act or omission, other
than for actual fraud, arising in the performance of professional services shall be
commenced within one year after the plaintiff discovers, or through the use of
reasonable diligence should have discovered, the facts constituting the wrongful
act or omission, or four years from the date of the wrongful act or omission, or
whichever occurs first.

(b) If the attorney raises the one-year limitation as an affirmative defense, the
plaintiff bears the burden of proof of the time of discovery of the facts constituting
the wrongful act or omission.

(c) In noevent shall the time for commencement of legal action exceed four
years except that the period-shall isetolled during the time that any of the
following exist:

(1) The plaintiff has not sustained actuahknjunyury.

(2) The attorney continues to represent the plaintiff regarding the specific subject
matter in which the alleged wrongful act or omissien-eceupeclirred.

(3) The attorney willfully conceals the facts constituting the wrongful act or

omission when-sucthose facts are known to the-atterney,—execept-that this
subdivision-shall-toll-only the four-year limitation;-aattorney. This paragraph

tolls only the four-year limitation.

(4) The plaintiff is under a legal or physical disability which restricts the
plaintiff's ability to commence legal action.

(5) The attorney’s liability depends on the outcome of a pending or potential
civil or criminal action, administrative adjudication, arbitration, tax audit, or other
proceeding affecting the client’s rights or obligations, and that proceeding has not
been settled or fully resolved [by the trial court or other initial tribunal]. This
paragraph only applies if the plaintiff acts reasonably and in good faith, the
plaintiff gives the attorney reasonable notice of the potential action for a wrongful
act or omission, and the attorney is not unreasonably prejudiced in gathering
evidence to defend against the potentlal act|on for a wrongful act or_omission.

A 0 ve-da which

0 3 , neri imitationsprovided
ion h or event.

Comment. New subdivision (b) is added to Section 340.6 to reallocate the burden of proof on
the issue of discovery. It overturBamuels v. Mix22 Cal. 4th 1, 989 P.2d 701, 91 Cal. Rptr. 2d
273 (1999), which held that the attorney defendant bears the burden of proving when the plaintiff
discovered, or through the use of diligence should have discovered, the facts constituting the
defendant’'s malpractice. For background on allocating the burden of proof to the plaintiff, see
Section 500 (listing factors to be considered in allocating burden of p&mf)juels22 Cal. 4th
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at 22-30 (Baxter, J., dissenting) (burden of proving time of discovery of legal malpractice should
be on plaintiff because pertinent facts are peculiarly within plaintiff's knowledge and control).

Paragraph (5) is added to subdivision (c) (formerly the second sentence of subdivision (a)) to
address the problem of simultaneous litigation. When an underlying proceeding bears on a
malpractice incident, the tolling provided by this paragraph spares the client from having to
simultaneously pursue both the underlying proceeding and a malpractice action. See generally
ITT Small Business Finance Corp. v. Niles, 9 Cal. 4th 245, 257, 885 P.2d 965, 36 Cal. Rptr. 2d
552 (1994) (“it would be a waste of judicial resources to require both the adversary proceeding
and the attorney malpractice action to be litigated simultaneously”); Elkins v. Derby, 12 Cal. 3d
410, 412, 525 P.2d 81, 115 Cal. Rptr. 641 (1974) (awkward duplication of procedures is not
necessary to serve fundamental purpose of statute of limitations, which is to insure timely notice
to adverse party so that party can assemble defense while facts are fresh); Ochoa & Wistrich,
Limitation of Legal Malpractice Actions: Defining Actual Injury and the Problem of
Simultaneous Litigation24 Sw. U. L. Rev. 1, 3 (1994) (simultaneous litigation of malpractice
suit and underlying action “can raise a host of legal and practical problems, including collateral
estoppel, inconsistent outcomes, and waiver of attorney-client privilege”).

[Alternative A Tolling under the proposed law would continue during the pendency of an
appeal in the underlying proceeding or other review process. For background on this approach,
see Laird v. Blacker, 2 Cal. 4th 606, 621-28 (Mosk, J., dissenting).]

[Alternative B Tolling does not continue during the pendency of an appeal, motion to overturn
a settlement, or other review process. Laird v. Blacker, 2 Cal. 4th 606, 828 P.2d 691, 7 Cal. Rptr.
2d 550 (1992). If the circumstances warrant, however, the court or other tribunal can stay the
malpractice case pending the outcome of the appeal or other effort to reverse the initial
determination. Alternatively, the potential parties can enter into a tolling agreement, making it
unnecessary to file the malpractice case until the appeal is resolved.]

For guidance on the tolling requirements codified in this paragraph, see, e.g., Addison v. State
of California, 21 Cal. 3d 313, 317-19, 321, 578 P.2d 941, 146 Cal. Rptr. 224 (1978); McMahon v.
Albany Unified School Dist., 104 Cal. App. 4th 1275, 1292-93, 129 Cal. Rptr. 2d 184 (2003),
review deniedMarch 19, 2003)cert. denied  U.S. |, 124 S.Ct. 155 (2003); Waterman
Convalescent Hosp., Inc. v. State Dep't of Health Services, 101 Cal. App. 4th 1433, 1441, 125
Cal. Rptr. 2d 168 (2002); Mitchell v. Frank R. Howard Memorial Hosp., 6 Cal. App. 4th 1396,
1406-08, 8 Cal. Rptr. 2d 521 (1992); Ochoa & Wistrglmpra at 51-53.

Former subdivision (b), concerning the limitations period where an instrument in writing is
effective on occurrence of a future act or event, is deleted as unnecessary and potentially
confusing. See R. Mallen & J. Smith, Legal Malpract@&tutes of Limitation§ 21.5, p. 741 &

n. 32 (4th ed. 1996); Malle®\n Examination of a Statute of Limitations for Lawye&s3 Cal.
State Bar J. 166, 168 (1978).

The amendment of this section does not affect the limitations periods or tolling rules for other
types of professional malpractice.

Section 340.6 is also amended to make nonsubstantive, stylistic revisions.

[1 Note. The Law Revision Commission solicits comment on whether tolling pursuant to
proposed subdivision (c)(5) should continue until the underlying proceeding is fully resolved,
including completion of any appeal or other review process (Alternative A), or should end when
the trial court or other initial tribunal renders its decision (Alternative B).

Uncodified (added). Operative date

SEC. 2. (a) This act becomes operative on January 1,

(b) This act applies only in an action or proceeding commenced on or after
January 1,

[] Note. The Law Revision Commission proposes that the operative date of the proposed
reforms be delayed until one year after the new law becomes effective, so as to give parties a
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1 reasonable time to take responsive action before the law changes. The Commission further
2  proposes that the proposed reforms apply only in an action commenced on or after the operative
3 date. The Commission solicits comment on this approach.
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