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Jdenoranduny 76-70

Subject: Study 77.330 - Yonprofit Corporations (Cenforming Changes—-
Cooperative and "utual Corporations}
This memorandum considers the subject of cooperative corporations
and proposes several conforming changes. Attached as Ixhibit T is a
copy of the Cooperative Corporation Law, Part 2 (comsencing with Section
12200) of bivision 3 of Title 1 of the Corporatioms lode. Also attached

is a draft of conforming chanies sugpested by the staff.

I. COOPEGATIVE CORPORATIOQNGS

Background
lature of cooperative corporations. Cocperative corporations are a

distinct form of organization. A cooperative corporation may be orga-
nized with shares or with memberships or both. The shareholders or
menbers characteristically have o common interest in marketing or pur-
chasing products, and the corporation is democratically comtrolled
(i.e., frequently one vote per shareholder or member), may pay interest
on investments in a limited awount (five or eight percent in Califor-
nia), and way return net profits to the members in the form of limited
dividends per share or membership on the basis of thedr participatiom in
the activities of the cooperative. Jee U.S. Bureau of Labor 5Htatistics,

Dep't of Labor, Bull. Yo. 1211, Consumer Cooperatives 2 (1957).

Cooperatives resemble nonprofit corporations in that they are
frequently membership orgarizations and the cooperative does not seek a
profic for itself. lience, Section 54033 of the Yood and Agricultural

"*nonprofit’, since they

Code states that agricultural cooperatives are
are not orpanized to make profit for themselves, as such, or for their
members, as such, but only for their nmembers as producers.” TFor a
similar section, see Corp. Code . 132033 (fish marketing cooperatives}.
Degpite these statutory exhortations, it is generally understood that
cooperatives are a variety of business entity. OGee, e.p., Jensen, et.

al., Report of Part of tha Committee on Classification and Terminolegy,

1948, in {ooperative Corporate Association Lav—-1950), at 75-76 (Anerican

Institute of Cooperation 1950}, Jaenke, Cooperatives: The Clear Alter-

native, in Proceedings of the Hatjional Symposium on Cooperatives amd
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the Law 2-3 (dadison, Wisc., April 23=25, 1974): Couper, urgamnizing

Cooperatives, in California Farm & Ranch Law 5 li.l (Cal. Cont. Id. far

1867). Wew York and Pennsylvania, which both have enacted modern non-
profit corporation laws, placed cooperatives under the business corpora-
tion law or corporation for profit law rather than under the nonprofit
corporation law,

Cooperatives may be exempt from income taxes. GSection 521 of the
Internal Revenue Code of 1354 provides an exemption for farmers’ cooper-
ative orpanizations., 9ne gqualification for the exewption is that orga-
nizations having capital stock may not pay dividends exceeding the
state's legal rate of interest or eight percent, whichever is greater.
Exemptions are also provided for certain credit unions, cooperative
banks, mutual savings banks, and mutual insurance companies. Int. Tev.
Code of 1954, 5 5Cil(e)(14), (15).

California statutes. Califormia has three significant statutes

pursuant to which cooperatives may he formed:

1. Cooperative corporations. Corporations Code Sections 12200-

12950 (2 copy of these provisions is attached as Exhibit I), Part 2 of
Division 3 of Title 1, relates to cooperative corporations “composed of
ultinate producers or consumers, or both, organized for the purpose of
conducting any lawful business prinarily for the mutual benefit of its
shareholders." This law will be referred to in this memorandum as the
Cooperative Corporation Law.

2. Fisli marketing cooperatives. The Fish darketing Act, Corpora-

tions Code Sections 13200-13356 (Part 3, Division 3, Title 1), nrovides
for the organization of "associations” of persons engazed in the pro-
duction of fishery products.

3. Agricultural cooperatives, TFood and Agricultural Code Sections

54001-54294 (Chapter 1, Division 20) provides for the formation of "as-

sociations™ of producers of farm products. The chapter is entitled
“nonprofit cooperative associations’’: this meworandum will refer to such
corporations as agricultural cooperatives.

These bordies of law are largely self-sufficient; however, they each
incorporate portions of other laws. The Agricultural Cooperative Law

and the Fish *larketingz Act incorporate only the General Corporation Law.
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The Cooperative Corporation Law incorporates both the Ueneral Corpora-
tion Law and the General sonprofit Corporation Law. Of course, where
each of these special laws contains provisions that vary from the provi-
sicns found in the general laws, the speclal provisiens prevail.

While there are many similair cr idenitical provisions in the three
cooperative corperation laws, each has its unique provisions. Accord-
ingly, it is difficualt to generalize when it comes to describing the
detailed provisions governing cooperative corporations. The state of
the law is all the wore confusing when the enactment of the new General
Corporation Law and the prospective enactment of a new General Nenprofit
Corporation Law are taken into account. 7The extent of necessary or
advisable conforuing revisions to be Iincluded in the Comaission's recom-
mendation is a difficnlt and cowmplex matter to decide.

Ideally, the entire subject of cooperative corporations should re-
celve separate study. CI course, that is nnt a topic specifically in-
cluded on the Commission's agenda and would be a substantial and impor-
tant undertaking. however, we should do something about the Cooperative
Corporation Law inesmuch as it incorporates the existing Ceneral on-~
profit Corporation Law, which we plan to repsal. It is arguable that
the Commission study should cover the other major cooperative laws since

they declare by statuce that they are of z nonprofit rature.

S5taff Hecommendaticns

Aosricultural cooperatives and fish warketing cooperatives. The

staff recomwmends that the laws relating to azricultural cooperatives and
fish marketing cooperatives be left alone since they do not incorporate
the General donprofit Corporation Law. Tuis wmeans that they will con-
tinue to cperate under their own law and, to the extent incorporated or
cenerally applicable, they will be szoverned by the old General Corpora-
tion Law in effect on December 21, 1976, See Assembly Bill 2349,

5 43.5, proposing to amend Cal. Stats. 1975, Ch. 682, & 1%6; Assembly
£ill 2849, 5 1.3, proposing to amend Corp. Code & 132, as enacted by
Cal. Stats. 1975, Ci. GEZ, 2 7 (operzctive Jan, 1, 1377). (We would also
leave £ivil Code Sections 653aa 2nd ¢53ee untouched. These sections,
leftovers from the 1923 act that was codified in the Azricultural Code

in 1933, are almost identicsl to Sections 54031 and 54032 of the Food

and Agricultural Code.)
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Cooperative corporations under Jorporations Code. lie decision

rezarding cooperative corporations under Tart 2 of Division 3 of Title I
of the Corporations Code is more complicated. Section 12295 provides
that Dvision ? (the General Jdonprofit Corporation Law) applies to
cooperative corporations Torued under Part 2 absent a conflicting provi-
sion in Part 2. Cection 12206 provides for an amendment of articles in
the manner provided in the Geneval Corporation lLaw by a corporation
desiring to be governed by Part ?. Section 12900 provides that a coop-
erative corporation may amend its articles in the wpanner prescribed by
the General Corporation Law. ‘'The remainder of Part 2 docs not incorpo-
rate any other law. "The existing Ceneral sonpreofit Corporation Law
refers over to the General Corporation Law, thus picking up provisions
apulicable to cooperative corporations that have shareholders. This
feature of the old Seneral Corsoration Law will be eliminated in the new
law, which will apply ounly to membershin corporations.

Other than a complete revision of this area of the law, the staff
notes the following alternative dispositions of the Cooperative Corpora-
tion Law:

1. Leave cooperative corporations under the old General Honprofit

Corporation Law. The obvious dravbacks of this alternmative are that two

nonprofit corporaticn laws remain in force for different types of cor-
porations and that practitioners have to retain old codes. One zoal of
the staff is to repeal the existiug Seneral onprofit Corporation Law
and to have ne corporation thereaiter subject to the repealed statute.
This alternative vould defear that goal. The berefits of this alterna-
tive are that the law governing cooperative corporations remains the
same and that any unforesesn or undesirable consequences of patting them
under a different body of law are avoided. There will accordingly be
some impetus for those interested in cooperative corporations to revise
the law iu order to avoid the need to refer to the repealed statute.

2. Put cooperative corporations under the existing General Cor-

poration Law. This alternative, like the first, would require the

retention of old codes after the new General Corporation Law goes into
effect. It way have some undesirable consequences as well, However, it
should be remewmbered that, althoupgh cooperative corporations are now

under the existing General Yonprofit Torporation Law, Jectiom 9002 of
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the General wonprofit Corporation Law incorporates the provisions of the
Ceneral Corporation lLaw. ience, in many respects, cooperative corpora-
tions are nowv governed Ly the General Corporation Law. To directly
incorporate the existing General Corporation Law would continve this
feature and make the Cooperative Corporation Law consistent with the
Asricultural Cooperative Law and the ¥Fich rarketing Act, both of which
incorporate the old Henmeral Corporation Law. The existing General
lonprofic Corporation iaw would cease to have any force.

3. Put cooperative corporations under thie new Gemeral Corporation

Law.

(a) Without making any technical revisions. If one believes

that all cooperative corporations should be governed by the business
corporation laws and that the new General Zorporation Law is an improve-
ment over the old law, this alternative has considerable appeal. low-
ever, tie mere substitution of a reference to the new Jeneral Corpora-
tion Law might have unanticipated consequences. Does it make sense to
put cooperative corporations under the new General Corporation Law
without making technical amendments in the Cooperative Corporation Law
to conform it to the new law to rthe extent that the unique provisions in
the Cooperative Corporation Law are merely reflections of provisions the
old General Corporation Law that were not retained and are not impertant
toc cooperative corporations?

{b) With technical revisions. The problem with proceeding

througn the Cooperative forporation Law at this stage in an attempt to
conform it to the new Seneral Corperation Law ic that it would be a sub-
stantial undertaking to determine wvhat changes should be made. For
example, Section 12400 requires five or more incorporators—-~Section 230
requires ouly one; Section 1240! requires the articles to state the
nanes and addresses of the gubscribers for shares=-~no such provision
appears in the new law:; CJection [2402 requires the articles to state the
par value of shares if they have any--fection 205 has a different rule:
Section 12600 permits a majority of shareholders to remove directors—-
Section 395 provides much more complex rules.

4. Put cooperative corporations without shares und-r the new

General Honprofit Corporation Law and cooperative corporations vith

shares under the new General Corporation Law. This alternative too
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would be a substantial undertalking, an undertakin: that would be even
more difficult than altermacive 3(b).

The stafl seeks puidancs from the Cownission before proceeding
further on this wmatier.

tlectrical cooperatives. The provisicns in the Tublic urilities

S 3]

Code relating to electrical cooperatives, 3Sectious 2783-2733 (as added
by Cal. Stats. 1975, Ch. 43!, § l--different sections with the sane
numbers were enacted at the same saoscion), merely recoznize the exist-
ence of such corporacions Torpenized for the uurposes of transmitting or
distributing clectricity ezclusively tno ite stockholders or menbers at
cost” and provide ~ertain excenzions from the rzpgulatory authority of

the Public Utilities Commudission. o anendment is needed.

II. MUTUAL CORPORATIONS

Background

Tue terwm “conparative corporstien’™ is imprecise. Iwn the first part
of this memorandua, it was used to describe corporations organized under
Part 2 of livision 3 of Title 1 of the forporations Cede. liowever,
features wnich distinguish th=se coopegratives are alsc characteristic of
corporations organizes cn o wiotnal basis-—-typically financial, insur-
ance, and utility cowmpanies., Ffee U.S. “ureau of Labor Statistics, Dep't

of Labor, Pull. :fio. 1211, Corsumer Cooperatives, passim {1957).

As indicated in the backgreun: discussion in the first part of this
meimorandum, tax eucrpbtions may be avalilable to certain types of mutual
companies, incledinr credit unions.

He have found the following veferences o mutuzl companies in Cali-
fornia statutes:

1. Hutual water companies are provided for in Civil Code Section
330,24, Corporations Code Seatlona S00{a) ard 703(d}(in the new General
Corporation Law), and Fublic Ttiiities Code Seciions 2702, 2705, and

27253 et seq.

Z. iltual savipngs ard logn associations are recognized in Finan-

clal Code SCection 55902 which provides that the word "wutual” shall not
be used in the name cf any association organized after 193] unless it is

organized without stosk. FHowever, the law relating to borrowers' mutual
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savings and loan associations, Tinancial Code Hections 10000-13609, was
repealed in 1971. The information we obtained from the lepartment of
Savinzs and Loan is that it has been a very long time since they have
received any applications for the formation of mutual savings and loan
associations but cnat, if an application were received, they would have
to evaluate it on an individual basis. 1Iu any event, Financial Code

“powers and privileges

Section 5500 provides that associatiens have the
provided ty the General Corporation Law’ except where the Savings and
Loan Association Law is inconsistent.

3. Credit unions (Fin. Ceode 34 14200-16007) are described by Sec-

tion 14000 as “cooperative' corporations "eorganized for the purposes of
promoting thrift amonp its mewbers and creating a source ofi credit for
them at legal rates of interest for provident purposes.’” However, the
Cooperative Corporation Law (Corp. Code ¥ 12200 et seq.) is not incor-
porated by reference. Two sections refer to the General Corporation
Law, See Sections 14200 (credit unions incorporated under Credit Union
Law Iin the same manner as corporations imder the Seneral Corporatien Law
eXcept as otherwise provided), 14807 {credit union has reneral powers
conierred upon corporations by the General Corporation Law unless re-

stricted}.

4. mtual insurers include preneral mutual insurers {Ins. ode

5 4010 et seq.), countv mutual fire insurers {(Ins. Code § 5050 et seq.),
county wmutual fire reinsurers (Ins. Code % 7080 et =eq.), and general
mutual 1ife and disability insurers (Ins. Code | IM442). ioparently,
these mutual insurers are governed for certain purposes by the Ceneral
Corporation Law. See Ins. Code 3§ 1140 {except as otherwise provided,
incorporated insurers subject ito provisions of the zeneral corporation
lauw), 4012 (Section 1140 applies to general mutual insurers except that
provisions of "Corporatriom law refsrring to sharcholders or members
shall be applied as though such provisions referred to the policyholders
or members of a mutual®), 403 (nerger provisions of Ganeral Corporation
Law, 5 430V et sec., not applicable to merger of mutual insurers), 5053
{(county rmutual fire insurers file articles in conformity with Corp. Code
§ 308), 5080 (county mutual fire insurers have “usual powers' anu are

subject to ‘‘usual duties” of corporations), 7040 {merger of county



mutual fire insurers notwithstanding Corp. Code 5 3602}, 7046 {(transfor-
mation to general wutual insurer notwithstanding Corp. Code [ 3602},
7083 (articles of county uutual fire reinsurer ackoowledged as required
by the 'peneral corporation law™), 801! ("usual powers,' “usual du-
ties™), 10442 (domestic mutual life or disability insurer governed by
Jivision i of Title 1 of the Corporations Code}, and 11529 (filing
articles pursuant to Corp. Code [ 3670 et seq. in acgquisition of stock
in conversion of reserve insurer with capital stock to mutual insurer).

-

3. Traternal insurers include fraternal fire insurers (Ius. Code

§ 9080 et seq.), fraternal benefit societies {Ims. Code § 10970 et
seq.), and firemea's, policemen's, or peace officers' benefit and relief
associations (Ins. Code . 11400 et seq.). These corporations or associ~
ations are mutual in nature and are declared to be nonprofit or chari-
table., Gee Fin. Code 55 2081, 2000 (fraternal fire insurers bind them-
selves to contribute to each other's loss by fire), 9096 {(fraternal fire
insurers declared to be charitable and benevolent institutions exsmpt
from taxes), 10990 (fraternal benefit society is conducted solely for
benefit of its members and not for profit}, and 10993 (fraternal benefit
society declared to be charitable and benevolent institution exempt from
taxes): see also Fin. Code 3% 11400 {purpose of benefit and relief
associations), 11402 {(incorporated benefit and relief associations may
not issue shares of stock), and 11406 (benefits only to nembers and

beneficiaries).

Staff Hecommendations

The provisions concerning mutual water companies in the Civil Code
should be relocated in the vart of the Public Utilities Code where it
deals with water companies. (See the attached draft of conforming
changes.)

do amenduents are needed to deal with mutual savings and loan as-
sociations, credit unions, or mutual insurers since they are governed
either by their particular laws or the General Corporation Law. deeded
amendments should be made by the persons affected by these laws or by
those in charge of amending the General Corporation Law.

The law relating to fratermal insurers does not specifically in-

corporate the General Honprofit Corporation Law; the general nature of

.
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these insurers and the cross—references contained in the annotated code
indicate that they would be poverned, where appropriate, by the law
relating to nonprofit corporations. The staff does not recommend that

we attempt to clarify this situation.

Respectfully submitted,

‘

Stan G. Ulrich
Staff Counsel
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” ‘Memorandum 7670
| EXHIBIT T
Title 1 of ;’u;t-. 2 '_¢f'5'mﬂa;an-'j'5_' of .c-arpam'm.. Coﬂe :_irﬁ.'lﬁi-z"qh—';z?ss o

‘ § 12200 Dﬂﬁnﬂmnq- mslmman. Uniless. thu cor.ltcxt uﬂmr-
wise requires, the definifions and peneral provisions. st forth in thjs

chanter nmma the constrtiction of this part. R

S

) § 12201 - Cnnpcmme cor lumt.un. A“mnpmaiiw cmnbmtinn":-
" means- a cerporalion compaese -of ultimate protucers ot donsumers,
- or both, organ!zed for the purpose of canducling oy ]uwrui bua.:mss'

B primurily for the mufunl bebefit of its slmrchnlders who may be nat-
‘ural or logal persons, and the car rﬁngs, savings,-or-bencefits of which
are used - for the geheral welfare of (lie sharcholders or palvons or -
are distiibutad in the form of eash, sfock, evidences of llﬂkl)tt‘qus,' _
gooils, or services, nrnpm-ﬁunut: AR equitab!y nnuﬂg the porsons . -
for which 3t does business upon the basis of the mrourit of umir frins.

~ actions or particimtmn in: production, or both: Howevar, zmy wich .
corporalion mity jmy out of iis not surpios carnings, savings, or bene- -
ﬂts not ta. exm;:d *i pcrcert intmmt upan its c.,unta! stvﬁli ;' Sl

N

: § 12202 {}anps,rullvr wrpomﬁmr em(r-:l urg:mi:mmm "'('.‘u-
- operutive cnrnomilnn" inclikles any central or :rn'mum cnnumcd ,

wholly or 1 part. nf mommtivo mrpnr.mcm

§ 122{1‘ - (}nﬂmrditm SYROTNIIS, “Cm‘rnumhnu“ "mmp m}r .
" “gssociation,” “exchange, " "suuvl}ﬁ" “Jeasue” and "union" ave syn-

onymuus. _
'§ 12204, Sli:irc; sh*srélmlﬂvr. "Sh e’ mr-nm fi sharv n{ siock .
.. ora mcmhership share, and includes. “n‘l(‘ml_lelbhlp "‘-hm‘g:holdor"
- mmns. clthm a lmidm of a sh.u‘c of stod», ot~ it mmﬁmr. L

§ 12205 Apphr-aﬁmt of gcnemi :mupmﬁl; or':tlnn Inw. The -
provisions of Division 2 of 'Fitlc 11 of this code, 1olating to nonproft -~ *
© corporations, apply 16 cooporative mrpmaimns i'ﬂrrncd untley- this T
- part,- txcept: whire such provisions ufe i conflict: with: those of fhis
part. . Corpgrations formed undey: this part. Have and cnjoy all, rigm';,.
powers, and. privilegub grantetl gener: ally to t:orpc:rnuons by (he Lnvs
of this State, e\copt as may be ineonustvnt wilh thc pm'.nslons uf

this purt.




ing its articles of Jacorporatien int {be manncr proseribed-by the Gep-
- r_eml chporaﬁnn Lawl 10 cm;fmm to the Iil'wislmm of ﬂdﬂ part . ST
. - Whenever any '=cm pm;atian hos -unended its articles of n Ho = 0

- 'mrmoré thanm‘"

§ 12206. Tringing uorpomiian wnder provisions of part; aniend-
ment of aﬂiclcs. Any corpordlion vrianized wider any other law of
this Siate may bring ftself under the provislons of this part by amend-

't_md gxisting lmdur. :md euut!ml tn tl‘tahvm*ht"nf, :
ek 4o ik provisions of, this part for tlll mu" s
__.:___allv ms,niﬁzed undw thls Fmt,

{d) Tiie numrm- of H& mi-&emm, ,thia.h‘

Ty - mend: of Rh'mm nml mamrﬂﬁ;‘
%uiﬁoﬁ‘lﬁhﬂ- the‘r orbo!.hnf{hcfy}kﬂvlng {ps
(u} Thc tuftm nmnhbr ﬂf slmmk which Wi

- funa the par watus of eachslm,,
 without pas vamc 5

saz03 ok ol
T Wb i 'imuﬁﬂmpﬂ.al. ’l'hﬂ urlk‘k sl_mi
'_:.;_ i o5 ] \ . A




C " ' § 12404. Cinssos of ﬁh.wm, sfatz ament of pm- value tuul prvl‘--
R creaves, privileges, and restrietions; mithority of borrd (o eliango, o
Ifthecorpnmtlnn Is uutlwx_-:zcd__to j;qngqnumthan one. cmssof'mnres.;_ﬂ_ S e e
dm:d ratn; euhverﬁia igh
' m tar tﬁe !zmlidau

-- § 12405.\.: Voting .‘ri-*hh In ematml;_ smau?mﬂm, .
- of ineorporstion of o cniril m%ﬂ*“'m*““’" il ol




R -':'mrpor&lm‘ ndy provide for the purchase of

(d} *Fhe purchase of slmros us uulhowoﬂ
(@) (‘Hlling ef mc-vlim's of :».hamhulﬂmse
.. §f): I’!nctian of thrc(.lurs

(g) Tﬁe numlmr uf shamhﬁldm
rum, _

12452 Pumlsn.sn uf shimns.l The by»la?ws )
| -ﬂmmlfb!dr:r , ‘hci fzrﬂs i& pdll umm ﬂm mnﬁnmthn ar !

or tiore de]eﬁalm .t‘o" x‘eprmcrn
‘ meetiﬂgq ,of uw t:m pm'atimt in a mam‘

;. _.’muted tb : ﬂi s}nm}mklers

"_-§ IZEQQ "Mamsgommt of mwpurntinn h\- bimr{l-, foe -
 reglorgy  termiof ofiiee; _femoval, Every: mmmnvo cm‘pemlln'
- shall bo- managed by & Banrd. of fhlwton e ﬁirﬂcleﬂs shalt b <

. elumted by the &hamhuide:s at #uch timc ;.md i'or qwh iﬁmls nhot = o

ceeding o years as- Alie by:Yaivs ming: pres::f‘!_ht!; and _
fice urtil thdr suac:zssaam are vlected anﬂ_cnmrm thealisg

| "vueam:y,' o

l I!ﬂ-!.ll uﬂmm: eiect!on by ﬂmntors TR IR M
' ‘l'!m niﬂmrs «l uerv m«:mrnﬁvt-’ (-nnnruiimi slmll ‘Im A m'pﬂ!m:ut. oiie By mom' JE
! ylen presldwils, Wl chsdi te. dfirer anil i m-rulxr;s Tk, nrﬁnarkﬂm*. -WHE nined .
‘not e divietors,. all of nbu!ﬂ J:Jl*ﬂ, i Jiy b the diréctorh, | Bine LG
gon inity  Bold) 4k 0ilicr 6f Botreta rs i ircarures; 1F e forpornibin cmlﬁnyn 6
manszer who JA ol 1 directos, the Hirodkory mﬂy also ﬂuﬂ. mm 'i'iEL prualdu:l. (M-
amended. ﬁtaw’lﬂm‘.n .ani i ﬂ‘*ﬂ. rz; : _ G
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§ 12700, Bpecial mecllng pt request of shareholdors.  Upon
writlon request of at least 20 pereent of the shareholders, the seere-
.tary shall call a special meeting ol the sharcholders for the purpose
to which the request relafes.

1 12700, Quorsm

At any mecting of the shareholdvrs, the presence in person of 250 holders of
sharea baving votlvg vighis, or such lesser nnber of such persons as ehall egunl
8 pereent of all of the heldars of surh «hiares, constilities n gioruta for the frans-
scilon of Lusioess, unless the by-laws reqoire o grenter numlies, or percentgpe, (An
amended Siais, 1957, ¢ 301, p. 2774, £1) '

§ 12702. voting nights. Any holder of shares having votlng
rights is entitled to enst one vote and no miore, regurdless of the
number of shares or memberships held Ly him, except as provided in
Scctlon 12405. _

§ 12703. Proxies. There shalt be no voting by proxy, except
as provided in Sectinn 12:153. . SR

§ 12704. Vbling Ly nbsent sharcholders, At any mecting of

. the sharcholders the wrilien vote of an absent sharcholder, signed

by him, shall be reeeived and counted i€ (a) he has been previously
notifizd, in writing, of the cxact motion, resglution, or nominalion
upon which the volte s iaken, and (b) o copy of the motion, resolu-
tion; or nominaticn has been forwarded with, and altached by hin to,
the written vote.

§ 12705. Referendum. The secretary shall eause a referendum
vote to be {aken by mail upon any action or recommendation pro-
posed in writing by 20 percent of the shavchoklers of the corpora-
tion. ‘

§ 12800. Prometion expenses; HmHaffon on payment, None
of the funds of any corporation organized under this part shall be
used nor shall any shares of stock or memberships of such corpora-

tion he used in payment of any promotion of the corporation for
cominission, salaries, or expenses of any kind whatsoever, in excess
of 10 percent of the paid-up capital stock., TITowever, {his scclion
docs not authorkze any act prohibited by any peovision of the corpo-
ration laws of this Stale placing restrietions upon {he issue of stock,
certiflicates of interest, or other securitios, or uponn the payment. of
promolien cxpenses or compensaiion for promotion.

-

§ 12801, Stock certifienfes; Issuance when fully pald, Cer-
Uficates of stock shall not be jssucd to any subscriber until fully paid.




§ 12802, Purchase of bu'mmﬁ of another; payment o shares
or membershipy; approval by shaveholders. When a cooperative cor-
poration purchases the business of any other association, corporation,
or person, it may pay for the puichase wholly or partly by the isstie of
shures ol iis eapilal stock or memberships 1o an amotat whieh at phs
value would equal the air market value of Al business purchased,

. or wholly or parily in goods anél sorvices. equal 10 {he foir market
vahie of the bisiness ptrehased, or by any cmnhumtmu nf slmrcs, :

memlwm}u[m froods, .mrl services (o that amount,
No such purchaku shall be mm}n until the prnpnﬂ! tht.-rofm' lm,t:

" been submitied by the divectors (o a mecting of the sharcholders -

duly convened,; with nolice of 1he proposed action, and with an item-
fzed statement of aszots and Habilitics of the Business pmwwd tn e
purchiased which shall inelude the value of the gacd will, patents, and
oihu‘ idangilde assets as a separaie itemy, and-{he jus I!}fﬁ.ll ims bm.-n
mtlﬂcd by & m.ljunly \'ni{- 03‘.' the shar z-] .otd:-rs. ' :

§ 12803 l'nrcha\r of own h’l'll‘{“i or mmnlwr&hms. The: t'mrlu- 7

ration his the right to purchase; at book value.as conelusively deter-
mined by the direclors, any of ils shares or mcmhorships offered for

"'tmnq[r-r or ihe stock ov mc-mhouhlp uf ‘my dccmsr.d bhdl‘l.htﬂdl‘i‘

§ 12804 lnw-.hnwtt n q!m.-m aF mnmhcrshi]rs nf aﬂmr cor-
: pnrnfmm. Tho corporation may, by a mafority vote of the shute-
holders, invest hot to cxcved 25 pereent of its capital, in the cupn[alr

slm'k shares, or mcnlhm'slups of any nthm' covpmuhnn.

8§ 12805 Peqervo fmfis and divstlmnls |

: (a} burp!s.s—mviugs :Lml carnings; Toserve Imul ﬂhﬁitlt"m‘l' The
~direciors shall -gpporlion any net vur;llm-&wiugs amd ‘carnings by
first setting oside. at least 10 percent thereof for dl u!nc,we fund uniit-

the roserve fund eguals 30 pervent of the paid-up shares, wnd {lvere-

after the divectors may contiiue to sct aside 10 percent of the not -

surpius-sav!ngs for @ veserve fund, Tha dizeclors “maythen dm.lum
dividend upon 1he prdd-up shates at a yearly rate ;mt. tn excec:? per-
cent. Nosuch dividpnd sn.ﬂl De cu'rmﬂau ve. ' _

(b) Ltlumhmm i‘und The divectors mmr ’thcn sc-'r aﬂsiﬂo such'. o
an amount of the remaining surphn-savings op efrnings as may be

provided in the .}y-mws as an edacailonnl fur.-t‘ lﬂ be used In tnm,lnng
cooperation, ' R

{c). Ilhzli!om!s o ]nfmm' use of sur]..m-mwingq i‘ur ;vrm‘ml m-l-'_
- fﬂl’l" ~The ﬁimi,!.ars mnay distribule. wll resiaining am'lﬁura-savinpq or -
esxvnln;'b unifmmly 0 putmna of the corporaiion wlm are sharchold--
“ors, and in the disvretion of the muam ation,: iln-v may.ilso distribute
- uniform sur pmmmwm,'q to patrons who are not’ ‘-lhu*elm!dm'ﬁ, brawetd

in amotnt upon the volume of business transacfed with the corpora-
tion by such pattons. The rale of such distribution, and the ratio of
savings returns to sharelolders andd nonsharcholdors shall be deter-

mined by resolution of the divectors,  However, surplusssavings or.

cirnings shall not be disir :!mt‘c_ﬂ 1o nousharehalder pidrons unlers at
least 5C pereent of suich aim Wount is applicd toward purchase of shares
in the eor por an ' ' o ,
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- § 12953 I‘armqn emfmra!lmls- '-jusu. pl' cﬂo:n-raﬂw m nnmc-.

_Any forvign eorpoialion; Orginizctt fnder - and complyine with the | 0,
'cnopm'alwc law of the Blale or alher jusisdicton o0 s u‘c-:iim:, may g

use the term “cooperative” in {his Siate -1t has eontplied with the | ‘

laws of thiy Staie applicable’ to foreign C:OT]KH‘JUW&; 50 Tur as -

" those la.ws are. .mphcabh, 1o it, s if it is ﬂoingr husuncss on il co-

,operuti\.fe basis, a5 defined in thls. pnv S _




§ 12554, Unauthosiznd business. It is unlwwful for any cor- _ ‘
poration formed under this parl lo corry on business contrary . to ot S
outside of ﬂm [iuurppsc for .which -it,i:s_fm'mc_d. {,Sidlb 1947, -¢. 1038, o

. §.12955. Injuupﬁcm. Any pmmn ﬂrm pm tnorshm irmt do-"::_
- mestic ccrpqrnrinn, f{:m.ign wrmr,ttmn -or d‘;sccnntm miay ;x. Oﬂ-: R
. ‘Jﬂmﬂi fmm Vo ‘;timr ihe I}Lo\’]mmm of Secimn 1‘*{; 50 ot Smﬂm 129 540 0

Tiess; or ather sccunﬁoa. :is:,ucd by h:m or tum-m-niug hl:; bnsimmé or L
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MeANor, l}tllﬂ‘-.h-,ﬂﬂ(’ by a-tihe of hot more: {han' five. humiwd dolfava
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of selling, distributing, supplylng or dellvering water For frelgation

pursoses, or [or domesidie we . may provide e Lty artileles or hy-i ws

that water shall be sold, distylbored, supplicd or deltivered only o
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(RSN At

owners of 1ts shares aond that svoh zhares shall be appuricnant
tadn lands when the gsame dre doseosibed lp the vertiflente fasued thore-

ALL For; and when such certifleate ds wo lusged and a cevrifled copy of such

articles or by-laws vecorded 2 the office of the county recorder in the

o county where sucli Tauds are sivosied ibe shores af ateck shall become

too the said fands and shal b opty e orapstoried therewith,
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except after sale or fovicllure Tor deilpguend asseasment s Dheroon as
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provided in Section 3D of thits tirie,  Notwltphstg-ading suweh provision
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State, or any departaent of sgeocy thereod, o B0 oauy sohool districet,

P e e o et

or to any public apgency, or, 0 @ny SlLier @multall waior cempany or
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during any emerpency resudtdng Trom fere or other disaster involving

dattgeyr to public healtly or safory, e sy derson s the same rates as bo
B . Y o

hRelders of shares of sorh corperaiions: and prevdded fuarcliver, fhat any

girch corposration may epter inte o conbract with o countly Tlee protection

fire suppressten orv

district to Turnish woter o Tire vedrents and Tor
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ALL i .

bonurehaserd by zhe Staie, or any denartsent ar oagency thereol, or any

¥ i-
* I school district, 0 pubd i pgeiey, rmnch stock shall bo csneceled by the

B }
STRIEEONT . N . .
/ gecrefary, bot shall be roefssued e oany persos later aeoguirbeg ticke Lo

sueh-iand-fppm-thenppbe —deparemort s oG Eete v pen e gehoat~dlaseiet p-an

publde-pperoy

Comment .  Heetlon 230,04 iu contimend as Pablic Ytilities Code Sec-

tdon 2713,

045/ 167 Civii code § 330,25

Clvil Code § 530,25 (repesied,

S, 127, Section 335 of (he ©7vl! Code is vepealed,
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STRIKECUT / Such corporation chall ot distribute any galns, veoblltn; or divi-
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e ————,

L earporatiens

Comment . Sectlon 130.2% is conginved as Pubidc Uttlivies Code Sce-

tion 2714,

tih i 1BY Divil Code §& 330,26

SEC. {31, Sectlon 33576 of the Clvid Code is repened.
/f 348 rdbr——Whenever-khe —awasr-ab-Fes t-properky-to-whish-watur-phoak
f by the terms of the certifi-ate thoereo! is sattached or appurienant at
ALL | the bime of conveyende, by tropurly cxroevnted copvevapes, transfers to

) another the real proserty with the aspurienances belonpling Lo the prop-

{oerty, oy whenever title to e preperiy passes by execocton sale, or by

J !
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STRIKEDUT ‘.i foreelosure ur probate nroceedings, the secretdry oF the water company
f
f

/ which fssued Che stack shelb, apen cxbibitdon to hiim ot a dead ol the
/ land duly recorded, or the necessary couri ordey duely recordsd, lusoe ko

the srantec named fn the copveyapco o now cosdtilfeate of wtock tor the
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cwner of the shares of stock awmd shall ciicel on che hooks the nomhor of
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former shares ol stock ga ot fached or appurtenant to Lhe

STRIKEQOUT
tnnda-asanda—tp-the-name -nf-phe-prenter—or-ni-any-peeviond--awnee—et-rhe

/
f
[
|
!
\\ tandr-apr-mfonnyp-ather-gerson

Socsion 33 A0 is contloued oo Fublife Utifitles Code Seo-

tion 2715,
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the Civil Code [as amended by Assembly

SFL. T4, Secvion 330 of
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0454170 Corp. Code 5 602

Corporations Code & 602 (amended)

SEC. [5]. Section 602 of the Corporatlons Code is amended to read:

602, {a) Unless otherwise provided in the articles, a majority of
the shares entitled to vote, represented in person or by proxy, shall
constitute a guorum at a meeting of shareholders, but in no event shall
a quorum consist of less than one-third {er; im the ease ef g mutuai

watet esmpanyy 29 pereentd of the shares entitled to vote at the
meeting or, except In the case of a close corporation, of more than a
majority of the shares entitled to vote at the meeting. If a quorum is
present, the affirmative vote of the majority of the shares represented
at the weeting and entitled to vote on any matter shall be the act of
the shareholders, unless the vote of a greater number or voting by
¢lasses is required by this division or the articles and except as
provided in subdivision {b).

(b} The shareholders present at a duly called or held meeting at
which a quorum is present may continue to transact business until ad-
journment notwithstanding the withdrawal of enough shareholders to leave
less than a quorum, if any action taken (other than adjournment) is ap~
proved by at least a2 majority of the shares required to constitute a
quorum.

{c} In the absence of a guorum, any meeting of shareholders may be
adjourned from time to time by the vote of a majority of the shares
represented either in person or by proxy, but no other business wmay be
transacted, except as provided in subdivision (b).

Comment. Subdivision (a) of Section 602 is amended to delete the

reference to mutual water companies. The substance of the deleted lan~

guage is continued in Public UGtilities Code Section 2717.

e



045/175 vorp. Code 3 703

Corporations Code 5 708 (amended)

SEC, {é¢]. SBaction 708 of the Corperations Code is amended to read:

703. ({a) Every shareholder complying with subdivision (b) and en-
titled to vote at any election of directors may cumulate such share-~
holder's votes and give one candidate a number of votes equal to the
number ¢f directors to be elected wultiplied by the number of votes to
which the shareholder’s shares are entitled, or distribute the share-
holder's votes on the same principle among as many candidates as the
shareholder thinks fit.

(b} Ho sharehoclder shall be entitlied to cumulate votes (i.e., cast
for any one or more candidates a number of votes greater than the number
of the shareholder’s shares) unless such candidate or candidates' names
have been placed in nomination prior to the voting and the shareholder
has given notice at the meeting prior to the voting of the sharsholder's
intention to cumulate the shareholder's votes. If any one shareholder
has given such notice, all shareholders may cumulate their votes for
candidates in nomination,

{c) In any zlection of directors, the candidates receiving the
ulghest number of votes of the shares entitled te be voted for them up
to the number of directors to be elected by such shares are elected.

£d) Subdivicsien {o} appliies te the sherchelders of amy nmutusl
waker eempeny erganized ev existins fer the purpese eof delivering
wateF &0 $ts shareheldere s+ eost er lards teeated within the beundaries
of eme or mere reclsmation distriets new o¥ hereafser legally enisting

in this seate aund ereated by er fermed umder the previsioms eof any



Pub. Util. Code § 2713

statute ef £his staeer bu:s dees net echerwise appiy e the shareheolders
ef putuat water eowpsanies uptess thedr eredetes er byiaws se previder
e} (d) Elections for directors need not be by ballot unless a
shareholder demands election by ballot at the ueeting and before the
voting begins or unless the bylaws so require,
Comment. Section 708 is amended to delete the reference to mutual

water companies. The substance of subdivision (d) is continued as Pub-

lic Utilities Code Section 2718.

3687263 Pub, Util, Code § 2713

Public Utilities Code . 2713 (added)

SEC. [7]. Section 2713 is added to the Public Utilities Code, to
read:

2713. Any corporation organized for or enpgaged in the business of
selling, distributing, supplying or delivering water for irrigation
purposes, or for domestic use, may provide in its articles or bylaws
that water shall be sold, distributed, supplied or delivered only to
owners of its sheres and that such shares shall be appurtenant to cer—-
tain lands when the same are described in the certificate issued there-
for:; and when such certificate is so issued and a certified copy of such
articles or bylaws recorded in the office of the county recorder in the
county where such lands are situated the shares of stock shall become

appurtenant to the said lands and shall only be transferred therewith,



Pub. Util, Code & 2714

except after sale or forfeiture for delinquent assessments thereon as
provided in Sectiomn 2716. [Totwithstanding such prowvision 1n its arti-
cles or bylaws, any such corporation nay sell water to the state, or any
department or agency thereof, or to any school district, or to any
public agency, or, to any other mutual water company or, during any
emerzency resulting from fire or other disaster involving danger to
public health or safety, to any person at the same rates as to holders
of shares of such corporations; and provided further, that any such
corporation may enter into a contract with a county fire protection
district to furnish water to fire hydrants and for fire suppression or
fire prevention purposes at a flat rate per hydrant or other comnection.
In the event lands to which any such stock is appurtenant are owned or
purchased by the state, or any department or agency thereof, or any
school distriet, or public agency, such stock shall be canceled by the
secretary, but shall be reissued to any person later acquiring title to
such land from the state department, agency, or school district, or
public agency.

Comment. Section 2713 is substantively identical to former Civil
Code Section 330.24,

368/261 Pub. Util Code I 2714

Public Utilities Code ) 2714 {added)

SEC. [8]. Section 2714 is added to the Public Utilities Code, to
Tead:

2714, (a) Any corporation, Including a nonprofit corporation erga-

-



Pub, Util. Code 3 2714

nized for or engaged in the business of developing, distributing, sup-
plying, or delivering water for irrigation or domestic use or both, may
provide in its articles, or may amend its articles to provide, that its
only purpose shall be to develop, distribute, supply, or deliver water
for irrigation or domestic use or both to its members or shareholders,
at actual cost plus necessary expenses.

(b) The amendment of the articles nmay be accomplished by:

(1) The passage by a three~fourths vote of the wembers of the board
of directors of the corporation of a resolution adopting as the purpose
of the corporation the purpose set forth im this section.

(2} The signing, verification, and filing in the manner prescribed
in Chapter " (coumencing with Section 900} of the General Corporation
Law or Chapter 9 {(commencing with Section 5910) of the General Wonprofit
Corporation Law, whichever is applicablie, of a certificate getting forth
the resoluticn and the wanner of its adopticn.

(¢} Such corporation ghall nat distribute any pgains, profits, or
dividends to its members or sharecholders cxcept upon the dissclution of
the corporation.

Comment. Section 2714 is the same in substance as former Civil
Code Section 330.25. Subkdivisicn (b}(2} providss that the signing,
verification, and filing of the certificate of amendment shall be accom—
plished in the manner provided by the Gensral Corporation Law or the

General Honprofit Corporation Law, depending con which provisions normal-

ly apply to the water company amendipg its articles.



4047333 Fub., Util. Code § 2715

Public Utilities Code § 2715 {added)

SEC. [9]. Section 2715 is added to the Public Urilities Code, to
read:

2715, ‘henever the owner of real property to which water stock by
the terms of the certificate thereof is attached or appurtenant at the
time of conveyance, by properly executed conveyance, transfers to
another the real property with the appurtenances belonging to the prop-
arty, or whenever title to the property passes by execution sale, or by
foreclosure or probate proceedings, the secretary of the water company
which issued the stock shall, upon exhibition to him of a deed of the
land duly recorded, or the necessary court order duly recorded, issue to
the grantee named in the conveyance a new certificate of stock for the
number of shares attached or appurtenant to the land as showm by the
books and records of the company. The secretary of the water company
shall enter the name of the grantee upon the books of the company as the
owner of the shares of stock and shall cancel on the books the number of
former shares of stock so attached or appurtenant to the land though the
lands stands in the name of the grantor or of any previocus owner of the

land, or of any other person.

Comment. Section 2715 is identical te former Civil Code Section
334. 26.

-]l



G45/190 Fub. Util, Code & 2716

Public Utilities Code 7 2716 (added)

SEC. [10]. Section 2716 is added to the Public Utilities Code, to
read:

2716, Any corporation organized for or engaged in the business of
selling, distributing, supplying or delivering water for irrigation pur~
poses or domestic use, and not as a public utility, may levy assessuents
upon its shares, whether or not fully paid, unless otherwise provided in
its articles or bylaws. If any shares of any such corporation which
have been wade appurtenant to any land as provided in Sectiomn 2713,
become delinquent in the payment of assessments, the right to receive
water or dividends thereon may be denied, and they may be sold and
transferred without sald lands as if not appurtenant thereto, and the
purchaser shall acquire the right to receive water as provided in the
articles or bylaws of the corporation, or they may be forfeited to the
corporation.

Comment. Section 2716 is substantively identical to subdivision
(2) of former Civil Code Sectiom 331.

4459 Pub, Util. Code § 2717

Public Vitilities Code & 2717 (added)

SEC. [11}. GSection 2717 is added to the Public Utilities Code, to

2717. A quorum at a meeting of shareholders of a mutual water com—
pany may not consist of less than 20 percent of the shares entitled to

vote at the meeting.

-12-



Pubk., Util, Code % 2713

Comment., Section 2717 continues the substance of a porcion of sub-

division (a) of Section 642 of the Corporations Code.

4460 Pub. Util. Code § 2713

Public Utilities Code § 2718 {added)

SEC. [12]., Lection 2718 is added to the Public Utilities Code, to
read:

2718. Subdivision (a) of Section 708 of the Corporations Cede, re-
lating to cumulative voting, applies to the shareholders of any mutual
water company organized or existing for the purpose of delivering water
to its shareholders at cost on lands located within the boundaries of
one or more reclamation districts now or hoseafter legally existing in
this state and created by or formed under the provisions of any statute
of this state but does not otherwise apply to the sharcholders of mutual
water companies unless their articles or bylaws so provide.

Comment. Sectlon 2718 is substantively identical to forper subdi-

vision {d) of Section 708 of tlhie Corporations fode.
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