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CALIFORNIA CHARITABLE FRAUD PREVENTION ACT

CALIFORNIA
- CHARITABLE FRAUD
'PREVENTION ACT

PART 1: PURPOSE AND DEFINITIONS

SECTION 1. TITLE
This chapter shall be known as the "California Charitable Fraud Prevention Act."
SECTION 2. FINDINGS AND PURPOSE

(a) The People of California find that:

(1) Under the common law doctrine of parens patriae, the Attorney General represents the
" interests of the public as the ultimate beneficiary of all charitable trusts and assets held by
charitable organizations operating in California. This authority is fundamental to California's
legal framework and has been exercised for over a century.

(2) Charitable trust obligations attach to the assets held for charitable purposes, not merely
to the corporate form of the trustee. This principle ensures that charitable assets remain
dedicated to their intended purposes regardless of corporate restructuring.

(3) California law has long required that charitable assets be protected and that public
benefit commitments be honared. The Supervision of Trustees and Fundraisers for
Charitable Purposes Act (Government Code Section 12580 et seq.) and related statutes
reflect this longstanding commitment.

(4) However, developments in corporate structure, technology, and the scale of charitable
assets have outpaced traditional enforcement mechanisms, creating opportunities for
charitable fraud and mission abandonment that existing law was not designed to address.

(5) Charitable research organizations receive substantial public benefits, including tax

exemption and charitable donations, based on commitments to serve the public good.
Donors, employees, and the public rely on these commitments.
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CALIFORNIA CHARITABLE FRAUD PREVENTION ACT

(6) When charitable organizations convert to for-profit status, there is significant risk that
charitable assets will be diverted and public benefit commitments will not be honored. Such
diversions constitute a form of fraud upon the public beneficiaries who were promised that
assets would serve charitable purposes.

(7) Where conversions create structures in which a nonprofit entity retains control over a
for-profit entity, those structures are effective only if the nonprofit actually exercises its
control faithfully and its directors are genuinely independent from the management of the’
for-profit entity. Captured or conflicted governance enables charitable fraud.

(8) Traditional charitable trust law, while providing a sound foundation, requires
modernization to address situations where: 1

~ (A) A nonprofit entity exercises control over a for-profit or public benefit subsidiary through
board appointment and removal powers;

(B) Directors of the controlling nonprofit have financial relationships with the controlled entity
that may compromise their independence;

(C) The charitable mission encompasses benefits to broad classes such as "humanity" or
"the public," requiring interpretation through a transparent process; :

(D) The assets controlled include advanced technologies capable of sign‘iﬂcant societal
impact; and .

(E) Commitments such as "benefit humanity"” or "prevent concentration of power" are
inherently general and must evolve as circumstances change.

(9) When a charitable organization controls a commercially valuable enterprise, particularly
one developing technologies with potential global impact, there is heightened risk that the
charitable mission may be subordinated to private financial interests or that control may be
unduly concentrated in the hands of a single individual or small group. Without modernized
oversight, existing law provides insufficient protection against such outcomes.

(10) When a nonprofit entity retains control over a for-profit entity to ensure mission
compliance, the control relationship itself constitutes a charitable asset impressed with a
-charitable trust. Abandonment .or dilution of such control without appropriate safeguards
constitutes waste of charitable assets.

(11) Any entity that receives approval to convert charitable assets to for-profit use, or that
operates in California using assets derived from charitable organizations, does so subject to
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CALIFORNIA CHARITABLE FRAUD PREVENTION ACT

ongoing charitable trust obligations that may be enforced through contractual and regulatory
mechanisms. '

(12) Existing enforcement mechanisms, while sound in principle, are insufficient in practice
to ensure that charitable assets are protected and public benefit commitments are honored

in the modern context. Modernization is necessary to prevent charitable fraud and protect
California's residents as beneficiaries of charitable trusts.

(b) The purposes-of this chapter are:
(1) To modernize California's charitable trust framework to address the unique challenges
presented by organizations developing transformative techriologies and by complex

conversion transactions;

(2) To prevent charitable fraud by ensuring that public benefit commitments are honored
and charitable assets are not diverted to private benefit;

(3) To create a board of experts to oversee compliance with charitable missions, appointed
through a process that ensures both democratic accountability and technical expertise;

(4) To establish a transparent process for determining what public benefit commitments
require in practice, drawing upon the best ideas of the public;

(5) To give conversion agreements with the Attorney General the force of law, ensuring that
commitments made to obtain approval are enforceable;

(6) To ensure nonprofit control entities exercise their charitable trust duties faithfully through
directors who are genuinely independent, preventing governance capture;

(7) To create meaningful enforcement mechanisms, including private enforcement with
appropriate incentives, contractual remedies, and recapture of charitable value when

entities abandon their commitments;

(8) To prevent evasion of charitable trust obligations through corporate restructuring,
jurisdictional maneuvering, or other mechanisms; and

(9) To protect California residents and the public as the uitimate beneficiaries of charitable
trusts operating in this state.

SECTION 3. DEFINITIONS

As used in this chapter:
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CALIFORNIA CHARITABLE FRAUD PREVENTION ACT

(a) "Appointing Authority" means the Governor, Attorney General, Secretary of State,
Controller, or Treasurer, as applicable to a particular Board member appointment under
Section 6.

(b) "Board" means the California Charitable Trust Oversight Board established under Part 2
of this chapter.

(c) "California Nexus" means, with respect to an én_tity, that the entity satisfies one or more
of the following criteria:

(1) Is incorporated or organized in California;
(2) Has its principal executive offices in California;
(3) Has one hundred or more employees in California;

(4) Has annual revenues from California sources exceeding ten million dollars
($10,000,000); or

(5) Holds assets in California with a fair market value exceeding fifty million dollars
($50,000,000).

(d) "Charitable Assets" means assets developed, acquired, or held by a Charitable
Research Organization, or derived therefrom, including but not limited to:

(1) Intellectual property, technology, research, and data;

(2) Equity interests received in connection with a Conversion;

(3) Control Rights over other entities;

(4) Contractual rights to ensure mission alignment;

(5) Real and personal property; and

(6) Financial assets.

(e) “Chgritable Research Organization" means a nonprofit entity that:

(1) Was exempt from federal income taxation under Section 501(c)(3) of the Internal
Revenue Code;
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(2) Was registered with the California Attorney General or held Charitable Assets in
California; and

(3) Engaged in research, development, technology creation, or similar activities, or whose
assets were derived from such activities.

(f) "Control Rights" means rights retained by a nonprofit entity over a for-profit entity or
public benefit corporation following a Conversion, including but not limited to:

(1) Rights to appoint or remove directors, managers, or officers;

(2) Voting rights or share ownership conferring governance authority;
(3) Veto rights over specified decisions;

(4) Consent rights over material actions;

(5) Rights to access information or attend board meetings; or

(6) Any other mechanism providing governance authority or influence over management,
direction, or policies.

(g) "Control Relationship Asset” means the Control Rights themselves, considered as a
charitable asset separate from any underlying equity interest. The People find and declare
that, consistent with existing charitable trust principles, when a Nonprofit Control Entity
holds Control Rights for the purpose of advancing a charitable mission, those Control Rights
constitute Charitable Assets impressed with a charitable trust.

(h) "Conversion" means any transaction or series of transactions by which a Charitable
Research Organization: '

(1) Converts to for-profit status;
(2) Transfers. substantial assets to a for-profit entity or public benefit corporation;

(3) Creates a structure in which a nonprofit entity retains Control Rights over a for-profit
entity or public benefit corporation; or

(4) Otherwise changes its structure such that activities previously conducted for charitable
purposes are conducted for private profit.
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(i) "Conversion Agreement" means any memorandum of understanding, agreement,
consent, or commitment made fo the Attorney General as a condition of, in connection with,
or following a Conversion, including any representations made to the Attorney General in
connection therewith.

(j) "Covered Entity" means:

(1) Any Charitable Research Organization that has undergone a Conversion;

(2) Any for-profit entity or public benefit corporation that received substantial assets or
operations through a Conversion;

(3) Any Nonprofit Control Entity;

(4) Any entity that has received Charitable Assets exceeding one hundred million doltars
($100,000,000) from a Charitable Research Organization;

(5) Any successor, assign, or affiliate of the foregoing that has agreed to be bound by this
chapter or a Conversion Agreement; and

(6) Any entity that acquires Charitable Assets or Control Rights from a Covered Entity and
has agreed to be bound by this chapter or a Conversion Agreement.

(k) "Expert Pool Committee' means the committee established under Section 5 to certify
Qualified Candidates for Board membership.

(1} "Material Financial Relationship™ means any relationship involving:

(1) Compensation, payments, or benefits exceeding ten thousand dollars ($10,000) in any
twelve-month period;

(2) Equity ownership, options, warrants, or other financial interests in a for-profit Covered
Entity or an entity that is a significant customer, vendor, investor, or business partner of a
for-profit Covered Entity;

(3) Indebtedness, loan guarantees, or similar financial arrangements;

(4) Business dealings representing more than one percent of the gross revenues of either

party;

(5) Employment of, or consulting arrapngements with, a family member by a for-profit
Covered Entity; or
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(6) Any other arrangement that a reasonable person would conclude could affect a
director's independence of judgment regarding the charitable mission.

{m) "Nonprofit Control Entity" means a nonprofit entity that retains Control Rights over a for-
profit entity or public benefit corporation following a Conversion.

(n) "Public Benefit Commitments" means:

(1) Wiritten public statements by a Covered Entity or its predecessors.regarding the use of
Charitable Assets or technology for public benefit, the benefit of humanity, or similar
charitable purposes:

(2) Statements of mission or purpose contained in articles of incorporation, certificates of
formation, bylaws, charters, or similar governing documents;

(3) Commitments made to the Attorney General in any Conversion Agreement; and
{(4) Representations made in solicitations for charitable donations.

(o) "Qualified Candidate" means a person who has been certified by the Expert Pool
Committee as meeting the qualifications for Board membership under Section 5.

(p) "Qualified Independent Director" means a director of a Nonprofit Control Entity who
satisfies all of the following conditions:

(1) Is not, and has not been within the preceding three years, an officer, employee, or
consultant of any for-profit Covered Entity or any entity that is a significant customer,
vendor, investor, or business partner of a for-profit Covered Entity;. .

(2) Does not have, and has not had within the preceding three years, any Material Financial
Relationship with any for-profit Covered Entity or any officer, director, or significant
shareholder or equity holder of a for-profit Covered Entity;

(3) Is not a family member (as defined by Section 4946(d) of the Internal Revenue Code) of
. any person who would not qualify as a Qualified Independent Director under this
subdivision;

(4) Has not received, and is not entitled to receive, any compensation from any for-profit

Covered Entity except for reasonable compensation for service as a director of the
Nonprofit Control Entity approved by the Board or a court of competent jurisdiction;
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(5) Does not serve, and has not served within the precéding three years, as a director,
officer, or employee of any for-profit Covered Entity;

(6) Was not appointed to the board of the Nonprofit Control Entity at the recommendation,
suggestion, or request of any officer or executive of a for-profit Covered Entity; and

(7) Does not have any other relationship or interest that a reasonable person would
conclude could compromise the director's ability to exercise independent judgment in
furtherance of the charitable mission.

(q) "Safety and Security" means, for purposes of evaluating Mission Compliance by a
Covered Entity whose Public Benefit Commitments reference benefits to "humanity,” "the

public," "society," or similar broad beneficiary classes:

(1) Physical safety from harms that may result from technologies developed or deployed by
Covered Entities;

(2) Economic security, including:
(A) Protection from economic displacement without adequate mitigation;

(B) Equitable distribution of economic benefits derived from Charitable Assets or
technologies developed therefrom; and

(C) Prevention of undué economic concentration;

(3) Protection of democratic institutions, processes, and governance;
(4) Privacy, data protection, and informational security;

(5) Prevention of discrimination and promotion of equity;

(6) Environmental sustainability;

(7) Preservation of human agency, autonomy, and dignity;

(8) Prevention of undue concentration of power or control in any individual, small group,
corporation, or other entity;

(9) National security and protection from misuse by hostile actors; and
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(10) Any other considerations necessary to ensure that the charitable mission of benefiting
humanity or the-public is achieved.

(r) "Transformative Technology" means technology with potential to fundamentally aiter
economic, social, political, or governance structures, including but not limited to artificial
general intelligence, advanced artificial intelligence systems, and technologies capable of
automating a substantial portion of human labor or decision-making.

PART 2: OVERSIGHT BOARD

SECTION 4. ESTABLISHMENT

(a) There is hereby established the California Charitable Trust Oversight Board as an
agency in state government, to modernize and strengthen the enforcement of charitable
trust obligations in California.

(b) The Board shall exercise its powers and duties independently in accordance with this
chapter. .

(c) The Board shall be subject to the California Public Records Act (Government Code
Section 6250 et seq.) and the Bagley-Keene Open Meeting Act (Government Code Section
11120 et seq.).

SECTION 5. EXPERT POOL COMMITTEE AND QUALIFIED CANDIDATES

(a) Within sixty days of the effective date of this chapter, the Attorney General shall convene
an Expert Pool Committee consisting of nine members as follows:

(1) Three deans, directors, or senior faculty members of California university programs.in
relevant fields, including technology, artificial intelligence, computer science, public policy,
economics, philosophy, ethics, or law, selected by the Academic Senate of the University of
California or its designee;

(2) Three leaders or senior staff members of recognized organizations focused on
technology safety, artificial intelligence safety, technology ethics, existential risk, or public
interest technology policy, selected by a process established. by the Attorney General in
consultation with such organizations; and

(3) Three persons with demonstrated expertise in nonprofit governance, charitable trust law,

fiduciary duties, or public benefit corporation law, selected by the State Bar of California or
its designee.
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(b) The Expert Pool Committee shall establish and maintain a list of Qualified Candidates
for Board membership, which shall include at least thirty qualified persons at all times.

(c) To be certified as a Qualified Candidate, a person must:

(1) Have demonstrated expertise in at least one relevant field, including but not limited to:
artificial intelligence or machine learning; technology policy; technology safety or alignment;
economics or labor economics; philosophy or ethics; nonprofit law or governance; charitable
trusts or fiduciary duties; public interest advocacy; or public policy;

(2) Not be employed by, or have Material Financial Relationships with, any Covered Entity
or any entity that is a significant competitor, customer, vendor, investor, or business partner

of a Covered Entity;

(3) Not have served as a director, officer, or employee of any Covered Entity within the
preceding five years;

(4) Submit a statement of qualifications and a comprehensive disclosure of potential
conflicts of interest; and

(5) Affirm a commitment to act in the interests of the public and the charitable missions of
Covered Entities.

(d) The Expert Pool Committee shall evaluate candidates based on:

(1) Depth and relevance of expertise;

(2) Independence from Covered Entities and their affiliates;

(3) Demonstrated commitment to public interest;

(4) Diversity of perspective, background, and expertise; and

(5) Ability to exercise independent judgment.

(e) The Expert Pool Committee shall certify as Qualified Candidates only those persons
who meet all criteria in subdivision (c) and who the Committee determines are qualified to
serve as Board members.

(f) The list of Qualified Candidates shall be refreshed at least every two years, with the

Expert Pool Committee adding new candidates and removing candidates who no longer
meet the criteria or who decline to continue,
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(g) The Expert Pool Committee shall maintain a public list of Qualified Candidates and their
qualifications.

(h) A person who is not certified as a Qualified Candidate may be appointed to the Board
only in accordance with Section 6(b).

(i) If an Appointing Authority requests additional Qualified Candidates because the Authority
finds the current candidates unsuitable, the Expert Pool Committee shall, within sixty days,
certify additional Qualified Candidates meeting the qualifications in subdivision (c). The
Appointing Authority shall state in writing the reasons additional candidates are needed.
This process may be repeated, but no Appointing Authority may unreasonably delay
appointment by repeatedly requesting additional candidates.

(j) Expert Pool Committee members shall serve four-year terms and may be reappointed. A
Committee member may be removed by the entity that appointed the member for cause,
including malfeasance, conflict of interest, or neglect of duty.

SECTION 6. BOARD SELECTION

(a) The Board shall consist of seven members appointed as follows:

(1) The Governor shall appoint two members;

(2) The Attorney General shall appoint two members;

(3) The Secretary of State shall appoint one member;

{(4) The Controller shall appoint one member; and

(5) The Treasurer shall appoint one member,

(b) Each Appointing Authority shall give primary consideration to Qualified Candidates
recommended by the Expert Poo! Committee. An Appointing Autherity may appoint a
person not on the Expert Pool Committee's list only if that person meets all qualification
criteria set forth in Section 5(c) and Section 6(f). If an Appointing Authority appoints a
person not on the list, they must issue a written finding explaining how the appointee meets

the statutory qualifications and why they were selected over the recommended candidates.

(c) Initial appointments shall be made within one hundred twenty days of certification by the
Expert Pool Committee of the initial list of Qualified Candidates.
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(d) If an Appointing Authority fails to make an appointment within one hundred twenty days
of a vacancy, the Expert Pool Committee shall nominate a candidate who shall be deemed
appointed if the Appointing Authority does not reject the nomination within thirty days.

(e) The Board shall include members with diverse expertise. The Appointing Authorities
shall coordinate, to the extent practicable, to ensure the Board collectively includes
expertise in at least three of the following areas: (1) technology or artificial intelligence; (2)
law; (3) economics or publi¢ policy; (4) ethics or philosophy; and (5) public interest
advocacy. ‘

(f) No person may serve on the Board who:

(1) Is employed by, or has a Material Financial Relationship with, any Covered Entity;

(2) Has served as a director, officer, or employee of any Covered Entity within the preceding
five years;

(3) Has an immédiate family member who is a director, officer, or senior-employee of any
Covered Entity; or

(4) Has any other conflict of interest that would prevent the person from acting
independently in the public interest.

SECTION 7. 'I;ERMS, COMPENSATION, AND REMOVAL

(a) Members shall serve four-year terms. Initial terms shalli be staggered such that terms do
not expire simultaneously, with initial term lengths determined as follows:

(1) One member appointed by the Governor: two years;

(2) One member appointed by the Governor: four years;

(3) One member appointed by 'the Attorney General: three years;
(4) One member appointéd by thg‘ Attorney General: four years;
(5) The member appointed by the Secretary of State: three years;
(6) The member appointed by the Controller: two years; and "

(7) The member appointed by the Treasurer: four years.
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(b) No member may serve more than two terms.

(c) Members shall receive compensation at a rate equal to the daily salary of a Superior
_ Court judge for each day engaged in Board business, plus actual and necessary expenses.

(dY A member may be removed by the Appointing Authority that appointed the member, or
by the Attorney General, only for cause, inciuding:

(1) Malfeasance or willful misconduct in office;

(2) Neglect of duty or failure to perform duties;

(3) Violation of conflict of interest requirements;

(4) Incapacity preventing performance of duties; or

(5) Conviction of a felony or crime involving dishonesty.

(e) Removal shall not be based on policy disagreements, votes cast in official capacity, or
decisions made in the good faith exercise of the member's duties under this chapter.

(f) Before removal, the Appointing Authority or Attorney General shall provide written notice
to the member specifying the grounds for removal and an opportunity to respond in writing
within thirty days.

(9) A member who is removed may appeal the removal to thé Superior Court within thirty
days of the removal. The court shall review whether the removal was supported by cause
as defined in subdivision (d). If the court finds that the removal was not supported by cause,
the court shall order reinstatement.

(h) A member may be suspended by the Appointing Authority that appointed the member
pending resolution of removal proceédings or appeal, upon a showing of probable cause
that grounds for removal exist..

' (i) A former Board member may not accept efnployment, consulting arrangements, or
compensation from any Covered Entity for three years after the conclusion of service on the
Board.

(j) Vacancies shall be filled by the original Appointing Authority within sixty days of the
vacancy, selecting from among Qualified Candidates or in accordance with Section 6(b). If
the Appointing Authority fails to fill a vacancy within sixty days, the procedure in Section
6(d) shall apply.
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SECTION 8. OPERATIONS

(a) The Board shall elect a chair from among its members. The chair shall serve a two-year
term and may be re-elected.

(b) The Board sﬁall meet at least quarterly, and more frequently as necessary to fulfill its
duties.

_ (c) Four members constitute a quorum for the transaction of business.

(d) The Board acts by majority vote of members present, except that:

(1) Adoption of compliance standards under Part & requires five affirmative votes;
(2) Revocation of Mission Compliance Cettification reqL‘Iires five afﬁrmative votes;

(3) Issuance of temporary cease and desist orders under Section 38 requires five
affirmative votes; and

(4) Amendment of Board regulations requires five affirmative votes.

- (e) Meetings shall be open to the public in accordance with the Bagley-Keene Open
Meeting Act, except for closed sessions permitted under that Act.

(f) Members shall disclose any potential conflicts of interest before any matter in which the
conflict may be relevant and shall recuse themselves from matters involving actual conflicts.

(g) The Board shall adopt bytaws governing its operations, which shall be made public.

(h) The Board may hire staff, retain consultants and experts, and contract for services
necessary to fulfill its duties. '

SECTION 9. GENERAL AUTHORITY
(a) The Board shall have authority to:
(1) Conduct the Public Beneﬁt Compliance Process under Part 5;

(2) Promulgate regulations implementing this chapter, in accordance with the Administrative
Procedure Act (Government Code Section 11340 et seq.);

(3) Issue, deny, and revoke Mission Compliance Certifications;
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{(4) Review capability expansion proposals under Part 7;

(5) Investigate potential violations of this chapter, including potential charitable fraud;
(6) Issue temporary cease and desist orders under Section 38;

(7) Refer matters to the Attorney Ge;neral for enforcement;

(8) Request that the Attorney General petition courts for injunctive or other relief;

(9) Issue interpretive guidance and advisory opinions;

(10) Conduct public hearings and receive testimony;

(11) Issue subpoenas for documents and witnesses in connection with investigations,
subject to judicial enforcement;

(12) Impose administrative penalties as authorized by this chapter, subject to judicial
review;

(13) Maintain a public database of Covered Entities, their compliance status, and relevant
filings; and

(14) Such other actions as necessary to implement this chapter and prevent charitable
fraud.

(b) The Board shall establish and maintain a confidential channel for reporting potential
violations by employees, former employees, contractors, and members of the public.

(c) The Board shall publish an annual report on the state of charitable trust compliance in
California, including:

(1) An assessment of compliance with this chapter;

(2) ldentified trends, concerns, and emerging issues;

(3) Recommendations for legislative or regulatory action;
(4) Summaries of public input received; and

(5) Financial information regarding Board operations.
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PART 3: COVERED ENTITIES
SECTION 10. IDENTIFICATION

(a) The Board shall identify Covered Entities based on the criteria in Section 3(j).
(b) An entity may petition the Board for a determination of whether it is a Covered Entity.

(c) The Board shall publish and maintain a list of Covered Entities and update it as
necessary.

{(d) An entity identified as a Covered Entity may challenge that determination by petition for
writ of administrative mandate in the superior court within thirty days of publication, in

accordance with Code of Civil Procedure Section 1094 .5.

(e) Failure to appear on the Board's list does not preclude a determination that an entity is a
Covered Entity if it meets the criteria in Section 3(j).

SECTION 11. CONDITIONAL APPLICATION

(a) The provisions of this chapter apply based on the structure and circumstances of each
Covered Entity.

(b) Part 6, regarding Nonprofit Control Entity accountability, applies only where a
Conversion has resulted in a Nonprofit Control Entity retaining Control Rights over a for-

profit entity or public benefit corporation.

(c) Part 7, regarding capability expansion review, applies only to Covered Entities
developing Transformative Technology.

(d) The scope of each Covered Entity's obligations under Part & shall be determined by
reference to that Entity's specific Public Benefit Commitments.

(e) Part 9, regarding contractual enforcement and compliance assurance, applies to all
Covered Entities that have entered into a Conversion Agreement or that have agreed to be
bound by this chapter as a condition of acquiring Charitable Assets.

PART 4: CONVERSION AGREEMENTS

SECTION 12. STATUTORY FORCE
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(a) Compliance with any Conversion Agreement entered into between a Covered Entity or
its predecessor and the Attorney General is a statutory obligation under this chapter. A
material breach of a Conversion Agreement constitutes a violation of this chapter and
charitable fraud upon the public beneficiaries.

(b) The terms. of a Conversion Agreement shall be binding upon:

(1) The Covered Entity;

(2) Its successors, assigns, and affiliates that have agreed to be bound;

(3) Any entity that acquires Charitable Assets or Control Rights from the Covered Entity and
has agreed to be bound; and

(4) Directors, officers, and persons with authority over Charitable Assets who have agreed
to be bound.

(c) Violation of a Conversion Agreement constitutes a violation of this chapter and shall be
subject to all enforcement mechanisms provided herein.

(d) A Conversion Agreement shall be interpreted in a manner consistent with the charitable
mission and the protection of public béneficiaries. Any ambiguity shall be resolved in favor

of the charitable mission.

(e) As a condition of approval of any Conversion, the Attorney General shall require the
Covered Entity to-agree:

(1) To be bound by this chapter;

(2) That any suecessor, assign, or acquirer of Charitable Assets shall agree to be bound by
this chapter as a condition of any fransfer,;

(3) To submit to the jurisdiction of California courts for enforcement of the Conversion
Agreement and this chapter;

(4) To pay the Charitable Asset Recapture Fee under Section 39 if the entity fails to
maintain compliance or if Control Rights are relinquished without approval; and

(5) To such other terms as the Attorney General determines necessary to protect the
charitable mission and prevent charitable fraud.

SECTION 13. MODIFICATION
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(a) A Covered Entity may not unilaterally terminate, modify, or waive any provision of a
Conversion Agreement.

(b) A Conversion Agreement may be maodified only upon:
(1) Written consent of the Attorney General;

(2) Approval of the Board, upon finding that the modification is consistent with or in
furtherance of the charitable mission; and

(3) Approval of the superior court, upon finding that the modification is consistent with the
charitable mission, is in the best interests of public beneficiaries, and does not constitute

evasion of this chapter.

(c) Any modification, termination, or waiver without compliance with this section is void and
unenforceable.

(d) Notice of any proposed modification shall be provided to the Board and made available
to the public at least sixty days before the Attorney General may consent.

PART 5: PUBLIC BENEFIT COMPLIANCE PROCESS
SECTION 14. PURPOSE

The purpose of this Part is to establish a process by which the meaning of each Covered
Entity's Public Benefit Commitments shall be determined and continuously refined, drawing
upon the best ideas of the public and ensuring that compliance standards evolve as
circumstances change. This process modernizes the enforcement of charitable trust
obligations by providing clarity on what general commitments require in practice.
SECTION 15. BOARD CONDUCTS PROCESS

(a) The Board shall conduct an ongoing process to determine what each Covered Entity's
Public Benefit Commitments require in practice.

(b) This process shall establish:
(1) The interpretation of the Entity's Public Benefit Commitments;
(2) Operational requirements for fulfilling those commitments;

(3) Benchmarks and metrics for measuring compliance; and
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{(4) Procedures for demonstrating compliance.

(c) The process shall be conducted separately for each Covered Entity, though common
standards may he applied where Public Benefit Commitments are substantially similar.

SECTION 16. PUBLIC PARTICIPATION

(a) Any person may submit proposals to the Board regarding:

(1) The interpretation of a Covered Entity's Public Benefit Commitments;
(2) Operational requirements for fulfilling those commitments; |
(3) Benchmarks and metfrics for measuring compliance;

(4) Improvements to existing standards; and

(5) Evidence of compliance or non-compliance.

(b) The Board shall provide an accessible method for any person to submit proposals,
including an online portal.

(c) The Board shall consider all proposals submitted and shall not dismiss a proposal
without explanation.

(d) The Board shall conduct public hearings at least annually to receive testimony and input
regarding each Covered Entity's compliance with its Public Benefit Commitments.

SECTION 17. ENTITY PARTICIPATION

(a) The Covered Entity may submit its own proposals regarding compliance with its Public
Benefit Commitments.

(b) The Board shall give fair consideration to the Entity's proposals alongside all other
proposals.

(c) The Covered Entity shall have an opportunity to respond to proposals submitted by
others before the Board adopts standards.

(d) The Covered Entity may request a hearing before the Board regarding any proposed
standard.

Page 19 of 52



CALIFORNIA CHARITABLE FRAUD PREVENTION ACT

SECTION 18. BOARD ADOPTS STANDARDS
(a) The Board shall evaluate all proposals against the following criteria:

(1) Faithfulness to the Entity's stated Public Benefit Commitments and their underlying
purposes;

(2) Effectiveness at achieving those purposes;

(3) Measurability and enforceability;

" (4) Feasibility of implementation;

(5) Protection of public beneficiaries;

(6) Consistency with the definition. of Safety and Security in Section 3(q); and
(7) Adaptability to changing circumstances.

(b) The Board shall adopt the proposal that best satisfies these criteria, or shall synthesize
elements of multiple proposals into a standard that best satisfies the criteria.

(c) Where two or more proposals substantially equally satisfy the criteria, the Board shall
adopt the Entity's proposal if it is. among them.

(d) The Board shall state reasons for its decision in writing, including:
(1) The standard adopted;

(2) Why the adopted standard satisfies the criteria;

(3) Why alternative proposals were not adopted; and

(4) How the standard advances the charitable mission.

(e) Standards shall be limited to matters reasonably necessary to fulfill the Entity's own
Public Benefit Commitments.

SECTION 19. FEASIBILITY

(a) The Board shall not adopt standards that are not reasonably feasible to implement.
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(b) If the Entity claims a proposed standard is not feasible, it shall submit a written
explanation with supporting evidence within thirty days of the proposal.

(c) The Board shalt consider such explanation and may:

(1) Accept the feasibility objection and decline to adopt the standard;

(2) Modify the standard to address feasibility concerns;

(3) Convene independent experts to evaluate the feasibility dispute; or

{(4) Reject the feasibility objection if it is not supported by substantial evidence.

(d) The burden of demonstrating infeasibility is on the Entity.

(e) A standard is not infeasible merely because it would reduce profits, require investment,
or impose costs. Infeasibility requires a showing that the standard cannot be implemented
with reasonable effort given available technology, resources, and expertise.

SECTION 20. CONTINUOUS IMPROVEMENT

(a) The Board shall consider new proposals on an ongoing basis.
(b) The Board shall update standards when:
(1) Materially better approaches are demonstrated,

(2) Circumstances change such that existing standards no longer adequately protect the
charitable mission;

(3) Technology evolves in ways that create new opportunities or risks; or
(4) Evidence demonstrates that existing standards are insufficient.

(c) The Entity shall have reasonable time to adjust to updated standards, as determined by
the Board based on the nature and scope of the change.

(d) Emergency changes to standards may be made with shortened adjustment periods
upon a finding of urgent necessity.

* (e) The Board shall promulgate regulations governing the process, including:
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(1) Procedures for submitting and evaluating proposals;
(2) Timelines for Board action;

(3) Criteria for evaluating proposals;

(4) Procedures for hearings; |

(5) Adjus:tment periods for changed standards; and

(6) Procedures for emergency changes.

PART 6: NONPROFIT CONTROL ENTITY ACCOUNTABILITY

SECTION 21. APPLICABILITY

This Part applies where a Conversion has resulted in a Nonprofit Control Entity retaining
Control Rights over a for-profit Covered Entity or public benefit corporation. This Part
modernizes existing charitable trust law to ensure that governance structures designed to
protect charitable missions actually function as intended.

SECTION 22. DIRECTOR INDEPENDENCE REQUIREMENTS

(@) A Nonprofit Control Entity shall maintain a board of directors of which at least three-
quarters are Qualified Independent Directors.

(b) No person may simultaneously serve as a director of both a Nonprofit Control Entity and
any for-profit Covered Entity or public benefit corporation over which it exercises Control
Rights, except that: :

(1) One director may serve on both boards if such director:

(A) Is a Qualified Independent Director of the Nonprofit Control Entity;

(B) Recuses from any matter involving potential conflicts between the charitable mission
and the interests of the for-profit entity; and

(C) Is not an officer or employee of the for-profit entity; and

(2) The Nonprofit Control Entity may designate non-director observers to attend meetings of
the for-profit entity's board.
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(c) No person who serves as an officer, employee, or consuitant of a for-profit Covered
Entity or public benefit corporation may serve as a director of the Nonprofit Control Entity.

(d) No person who has served as a director, officer, or employee of a for-profit Covered
Entity or public benefit corporation may become a director of the Nonprofit Contro! Entity
until at least three years after termination of such service.

(e) Failure to satisfy the requirements of this section shall create a rebuttable presumption
that the Nonprofit Contral Entity is not in compliance with its charitable trust obligations.

() A Nonprofit Control Entity that does not satisfy the requirements of this section on the
effective date of initial regulations under this chapter shall have eighteen months to achieve
compliance, during which period the presumption under subdivision (e) shall not apply,
provided the Entity files a compliance plan with the Board within ninety days of such
effective date.

SECTION 23. FIDUCIARY DUTIES

(a) Directors of a Nonprofit Control Entity owe fiduciary duties to the charitable mission and
to public beneficiaries. These duties take precedence over duties to any for-profit Covered
Entity, its shareholders, or its management. These duties are consistent with and modernize
existing charitable trust law.

(b) These duties include:

(1) Actively exercising Control Rights to ensure the for-profit entity operates consistent with
the charitable mission and any Conversion Agreement;

(2) Using Control Rights to install and maintain leadership of the for-profit entity that is
committed to the charitable mission;

(3) Exercising veto, consent, or other rights to block actions inconsistent with the charitable
mission;

(4) Prioritizing the charitable mission over the interests of for-profit management,
shareholders, or investors;

(5) Removing directors or officers of the for-profit entity who demonstrate disregard for the
charitable mission;

(6) Regularly evaluating whether the charitable mission is being achieved and implementing
improvements where feasible;
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(7) Preventing undue concentration of control over Charitable Assets or Transformative
Technology in any individual or small group; and

(8) Taking affirmative steps to ensure that the benefits of Charitable Assets and
technologies derived therefrom are distributed consistent with the charitable mission.

{c) In any proceeding alleging breach of fiduciary duty under this section, a director shall
bear the burden of demonstrating that any action or inaction was in the best interests of the
charitable mission, where the challenger makes a prima facie showing of potential conflict
between the director's interests and the charitable mission.

SECTION 24, PRESUMPTIONS

(a) In any proceeding alleging breach of fiduciary duty, there shall be a rebuttable
presumption of breach if:

(1) The for-profit entity has taken action inconsistent with the charitable mission or any
Conversion Agreement;

(2) The Nonprofit Control Entity had Control Rights that could have prevented such action;
and

(3) The director failed to exercise, or voted against exercising, such Control Rights to
prevent the action.

(b) There shall be a rebuttable presumption of breach if:
(1) The director does not satisfy the definition of Qualified Independent Director;

(2) The director has Material Financial Relationships with the for-profit entity or its affiliates;
and

(3) The director has consistently voted in alignment with for-profit management on matters
where the charitable mission may be at stake.

(¢) There shall be a rebuttable presumption that a director is not a Qualified [ndependent
Director if the director:

(1) Was appointed at the recommendation, suggestion, or request of any executive or
officer of a for-profit Covered Entity;
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(2) Has accepted compensation, benefits, or other things of value from a for-profit Covered
Entity (other than reasonable compensation for service as a director of the Nonprofit Control
Entity); or

(3) Has business relationships with executives or officers of a for-profit Covered Entity.
(d) These presumptions may be rebutted by clear and convincing evidence.

SECTION 25. PROTECTION OF CONTROL RIGHTS

(a) Control Rights are Charitable Assets impressed with a charitable trust and may not be
relinquished, transferred, diluted, waived, or otherwise disposed of without approval of the
superior court.

(b) The court shall approve only upon finding that:
(1) The relinquishment or transfer is consistent with the charitable mission;

(2) The relinquishment or transfer is in the best interests of public beneficiaries,

(3) Fair value is received and dedicated to charitable purposes, or the Charitable Asset
Recapture Fee under Section 39 is paid,;

(4) The relinquishment or transfer is not for the purpose of evading this chapter or the
Nonprofit Control Entity's charitable trust duties; and

(5) Alternative means of protecting the charitable mission are adequate.

(c) The Nonprofit Control Entity shall provide ninety days written notice to the Board and
Attorney General before petitioning the court under this section.

(d) The Board and Attorney General rﬁay appear and be heard in any proceeding under this
section.

(e) Any rélinquishment, transfer, dilution, waiver, or other disposition of Control Rights
without court approval under this section is void and unenforceable and shall trigger the
Charitable Asset Recapture Fee under Section 39.

(f) Any action that has the purpose or effect of reducing the Nonprofit Control Entity's ability

to ensure compliance with the charitable mission shall be deemed a relinquishment of
Control Rights subject to this section, including but not limited to:
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(1) Amendments to governing documents that reduce Control Rights;
(2) Issuance of securities that dilute Control Rights;

(3) Contractual limitations on the exercise of Control Rights; and

(4) Agreements to refrain from exercising Control Rights.

SECTION 26. NOTICE OF MAJOR DECISIONS

(a) A Nonprofit Control Entity shall provide sixty days written notice to the Board before:
(1) Appointing or removing any director of the Nonprofit Control Entity;

(2) Appointing or removing any director of any for-profit Covered Entity or public benefit
corporation over which it exercises Control Rights;

(3) Exercising or waiving any veto, consent, or approval right;

(4} Amending any governing document of the Nonprofit Control Entity or any for-profit
Covered Entity;

(5) Taking any action that would materially affect Control Rights or the charitable mission; or
(6) Entering into any agreement that would affect the exercise of Control Rights.

(b) The notice shall include:

(1) A description of the proposed action;

(2) The reasons for the proposed action;

(3) An analysis of the impact on the charitable mission; and

(4) Any dissenting views of directors.

(c) The Board may request additional information and may hold a hearing regarding any
noticed action.

(d) Any person may petition the superior court to enjoin an action noticed under this section
on grounds that it would:
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(1) Harm the charitable mission;

(2) Violate this chapter or any Conversion Agreement;

(3) Constitute a breach of fiduciary duty; or

(4) Constitute evasion of charitable trust obligations under this chapter.

(e) The Board may extend the notice period by up to an additional sixty days upon finding
that additional time is necessary to evaluate the proposed action.

PART 7: CAPABILITY EXPANSION REVIEW

SECTION 27. APPLICABILITY
This Part applies to Covered Entities developing Transformative Technology.
SECTION 28. PURPOSE

For Covered Entities developing Transformative Technology, review of capability expansion
is an important compliance mechanism under this chapter. Capability expansion shall be
reviewed to ensure consistency with the charitable mission and public safety. This Part
modernizes charitable trust oversight to address the unique risks presented by
transformative technologies.

SECTION 29. REVIEW REQUIRED

(a) A Covered Entity subject to this Part shall provide notice to the Board and obtain a
determination of consistency before materially expanding its technological capabilities.

(b) The Board shall promulgate regulations defining material capability expansion, which
shall include:

(1) Development or training of systems significantly more capable than existing systems
along dimensions relevant to the charitable mission or public safety;

(2) Deployment of systems with capabilities not previously deployed or deployment to
substantially larger populations;

(3) Acquisition of computational resources, data, or other resources materially exceeding
current holdings;
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(4) Development of new categories of capabilities, including but not limited to autonomous
operation, recursive self-improvement, or capabilities that could pose catastrophic risks;

(5) Mergers, acquisitions, or partnerships that would substantially expand capabilities; and
(6) Such other expansion as the Board determines appropriate.

(c) An Entity shall apply for a consistency determination before undertaking any material
capability expansion.

(d) The Board shall establish expedited procedures to avoid unreasonable delay for
compliant Entities.

SECTION 30. REVIEW STANDARDS

(a) For Entities with valid Mission Compliance Certification in good standing, the Board shall
issue a determination of consistency unless it finds:

(1) The proposed expansion would create unacceptable risks to Safety and Secilrity;
(2) The proposed-expansion would be inconsistent with the charitable mission;

(3) fhe Entity has failed to implement adequate safety measures; or

{4) The expansion would not be in: the public interest.

(b) For Entities without valid Mission Compliance Certification, or with Certification under
review, or found to be in material non-compliance with this chapter:

(1) The Board shall not issue a determination of consistency until compliance is achieved;
or

(2) The Board may issue a determination of consistency upon a showing of substantial
progress toward compliance and a binding commitment to achieve full compliance within a
specified period.

(c) The Board may issue a determination of consistency subject to conditions, including:

(1) Enhanced monitoring and reporting;

(2) Limitations on deployment;
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(3) Safety measures;
(4) Third-party audits; and
(5) Such other conditions as the Board deems appropriate.

(d) An Entity denied a determination of consistency may seek judicial review under Section
43.

(e) Determinations shall be made within ninety days of a complete application, unless the
Board determines that additicnal time is necessary and provides written explanation.

(f) Capability expansion without a determination of consistency, or in violation of conditions
imposed, shall constitute a material breach of any Conversion Agreement and a violation of
this chapter, subject to enforcement under Part 8.

SECTION 31. ANNUAL CAPABILITY REVIEW

(a) Each Covered Entity subject to this Part shall submit an annual capability report to the
Board describing:

(1) Current capabilities;

(2) Capability expansions undertaken during the preceding year;
(3) Planned capability expansions for the coming year;

(4) Safety measures in place;

(5) Incidents or near-misses related to Safety and Security; and
(6) Compliance with any conditions on prior determinations.

(b) The Board shall review annual capability reports and may:
(1) Require additional information;

(é) ‘Conduct audits or inspections;

(3) iImpose additional conditions; or

(4) Initiate enforcement proceedings.
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PART 8: ENFORCEMENT

SECTION 32. MISSION COMPLIANCE CERTIFICATION

(a) Each Covered Entity must obtain and maintain a Mission Compliance Certification from
the Board.

(b) The Board shall issue Certification upon finding the Entity is in substantial compliance
with: '

(1) Applicable standards adopted under Part 5;

(2) Any Conversion Agreement;

(3) The requirements of Part 6, if applicable;

(4) The requirements of Part 7, if applicable; and

(5) Other requirements of this chapter.

(c) Certification shall be renewed annually upon a showing of continued compliance.
(d) The Board may revoke Certification for material non-compliance, after:

(1) Written notice specifying the grounds for potential revocation;

(2) Reasonable opportunity to cure, which shall be at least sixty days unless the violation
creates imminent risk of harm; and

(3) A hearing, if requested by the Entity.
(e) An Entity without valid Certification:
(1) Shall not receive a determination of consistency for capability expansion under Part 7;

(2) Shall be in breach of any Conversion Agreement requiring maintenance of Certification;
and

(3) Shall be subject to enhanced monitoring and reporting.

(f) The Board shall promulgate regulations governing Certification procedures, including:
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(1) Application requirements;

(2) Evaluation criteria;

(3) Renewal procedures;

(4) Revocation procedures; and

(5) Procedures ;‘or reinstating revoked Certification.

SECTION 33. ATTORNEY GENERAL ENFORCEMENT

(a) The Attorney General may bring civil actions to enforce this chapter, including actions on
behalf of public beneficiaries. Such actions are consistent with and supplement the Attorney
General's existing authority over charitable trusts under the common law doctrine of parens
patriae and the Supervision of Trustees and Fundraisers for Charitable Purposes Act
(Government Code Section 12580 et seq.).

(b) The Board may refer matters to the Attorney General for enforcement and may request
that the Attorney General petition courts for injunictive or other relief.

(c) Upon finding a violation, the court may order:

(1) Temporary, preliminary, or permanent injunctive relief;

(2) Specific performance of obligations under this chapter or any Conversion Agreement;
(3) Civil penalties as provided in Section 36;

(4) Disgorgement of benefits obtained through violation;

(5) Restitution to the Nonprofit Control Entity or to.charitable purposes;

(6) Removal of directors who have breached their fiduciary duties;

(7) Appointment of a receiver or monitor;

(8) Rescission of transactions undertaken in violation of this chapte‘r; .

(9) Imposition of a constructive trust on Charitable Assets; and
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(10) Such other relief as the court deems appropriate to remedy charitable fraud or breach
of charitable trust obligations.

(d) In any action to enforce this chapter:

(1) The court shall give substantial weight to the public interest in protecting charitable
assets, preventing charitable fraud, and enforcing Public Benefit Commitments; and

(2) Bonds shall not be required of the Attorney General.

SECTION 34. PRIVATE ENFORCEMENT

(a) Any of the following persons may bring a civil action to enforce this chapter:
(1) Any California resident;

(2) Any person who donated to a predecessor Charitable Research Organization;
(3) Any current or former employee of a Covered Entity;

(4) Any organization with a mission related to the Covered Entity's Public Benefit
Commitments; and

(5) Any person who would benefit from fulfillment of the Covered Entity's Public Benefit
Commitments.

(b) A private plaintiff shall provide written notice to the Board and Attorney General at least
sixty days before filing suit. The notice shall describe the alleged violation and the relief

sought.

(c) A private action may not be maintained if:

~ (1) The Board or Attorney General has commenced and is diligently prosecuting an action

against the same defendants for the same violations; or

(2) The Attorney General certifies to the court that the suit would interfere with an ongoing
investigation.

(d) A private plaintiff may seek:

(1) Declaratory relief;
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(2) Injunctive relief;

(3) An order requiring compliance with this chapter;

(4) Civil penalties as provided in Section 36; and

(5) Reasonable atiorney's fees and costs.

(e) Allocation of Penalties and Awards:

(1) If a private plaintiff prevails in an action under this section, the court shall award the
plaintiff between twenty-five percent (25%) and fifty percent (50%) of any civil penalties or
monetary recovery. collected from the defendant, depending upon the extent to which the

plaintiff substantially contributed to the prosecution of the action.

(2) The remainder of the penalties shall be deposited in the California Charitable Trust
Protection Fund.

(3) A prevailing plaintiff shall be awarded reasonable attorney's fees and costs. A prevailing
defendant may recover fees and costs only if the court finds the action was frivolous,
unreasonable, or without foundation.

(f) Private enforcement is independent of Board or Attorney General action. A private
plaintiff need not wait for government enforcement beyond the notice period in subdivision

(b).

(g) No bond shall be required of a private plaintiff {o obtain preliminary injunctive relief,
unless the court finds that the plaintiff has no reasonable probability of success on the
merits.

SECTION 35. PERSONAL LIABILITY

(a) Directors of a Nonprofit Control Entity who breach fiduciary duties under this chapter are
personally liable for: ‘

(1) Damages to the charitable mission caused by the breach;

(2) Disgorgement of all compensation received from the Nonprofit Control Entity or any for-
profit Covered Entity during the period of breach; and

(3) Costs and attorney’s fees incurred by the prevéiling party.
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(b) Upon finding breach, the court may:

(1) Order removal of the director from the board of the Nonprofit Control Entity and any
Covered Entity;

(2) Prohibit the person from serving as a director, officer, or fiduciary of any California
nonprofit or any Covered Entity for a period up to ten years; and

(3) Impose civil penalties as provided in Section 36.

(c) A Covered Entity may not indemnify a director, officer, or other person for liability arising
from:

(1) Breach of fiduciary duties under this chapter;
(2) Willful violation of this chapter;

(3) Personal liability under this section; or

(4) Criminal penalties under this chapter.

(d) Any indemnification in violation of subdivision (c) is void and constitutes a breach of
fiduciary duty by the directors who authorized it.

SECTION 36. CIVIL PENALTIES

(a) Violations of this chapter are subject to civil penalties as follows:

(1) Failure to register or maintain registration: up to fifty thousand dollars ($50,000) per
month;

(2) Failure to file required reports: up to twenty-five thousand dollars ($25,000) per month;

(3) Material misstatement in any filing: up to five hundred thousand dollars ($500,000) per
misstatement;

(4) Capability expansion without required determination or in violation of conditions: up to
ten million dollars ($10,000,000) per violation, plus disgorgement of any commercial benefit;

(5) Violation of a Conversion Agreement: up to five million dollars ($5,000,000) per violation;
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(6) Breach of fiduciary duty by a director: up to five hundred thousand dollars ($500,000)
per violation;

(7) Violation of director independence requirements: up to one million dollars ($1,000,000)
per month of non-compliance;

(8) Unauthorized relinquishment of Control Rights: up to ten million dolfars ($10,000,000)
per violation, in addition to the Charitable Asset Recapture Fee;

(9) Evasion of this chapter or charitable fraud: up to twenty million dollars ($20,000,000) per
violation; and

(10) Other violations: up to one hundred thousand dollars ($100,000) per violation.
(b) In determining the amount of any penalty, the Board or court shall consider:

(1) The severity of the violation;

(2) The culpability of the violator;

(3) Harm to public beneficiaries and the charitable mission;

(4) Any benefit obtained through the violation;

(5) The violator's history of compliance;

(6) The violator's ability to pay; and

(7) The need for deterrence.

(c) Civil penalties shall be deposited in the fund established under Section 47, except for
any portion awarded to a private plaintiff pursuant to Section 34(e).

SECTION 37. CRIMINAL PENALTIES

(a) Willful violation of this chapter, including willful evasion, charitable fraud, false
statements made with knowledge of their falsity, or willful obstruction of Board proceedings
or investigations, is a misdemeanor punishable by:

(1) Imprisonment in the county jail for up to one year;

(2) A fine of up to one hundred thousand dollars ($100,000); or
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(3) Both such imprisonment and fine.
(b) Each day of a continuing willful violation constitutes a separate offense.

(c) A person who willfully makes a false statement under penalty of perjury in any filing,
certification, or proceeding under this chapter is guilty of perjury.

SECTION 38. TENMIPORARY CEASE AND DESIST ORDERS

(a) Upon determining that circumstances pose imminent risk of serious harm to the public or
irreversible violation of a Covered Entity's Public Benefit Commitments, the Board may
issue a temporary cease and desist order requiring the Entity to:

(1) Halt specified activities;

(2) Suspend deployment of specified technologies;

(3) Preserve documents and evidence; and

(4) Maintain the status quo pending further proceedings.

(b) A temporary cease and desist order shall expire within ten calendar days unless:

(1) The Board petitions the superior court for a temporary restraining order or preliminary
injunction to continue the restraint; and

(2) The court grants such relief.

(c) Before issuing a temporary cease and desist order, the Board shall, where practicable:
(1) Provide notice to the affected Entity;

(2} Allow the Entity an opportunity to respond; and

(3) Consider less restrictive alternatives.

{d) Where advance notice is not practicable due to the imminence of harm, the Board may

issue a temporary cease and desist order effective immediately and shall provide notice and
an opportunity to be heard within three business days.
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(e) An Entity subject to a temporary cease and desist order may seek expedited judicial
review by filing a petition for writ of mandate within five days of the order. The court shall
hear the petition within ten days of filing.

(f) Violation of a temporary cease and desist order shall be grounds for:

(1) Immediate revocation of Mission Compliance Certification;

(2) Denial of determinations of consistency for capability expansion;

(3) Civil penalties of up to five hundred thousand dollars ($500,000) per day; and

(4) Contempt proceedings if the Board has obtained a court order,

{g) The Board shall promulgate regulations defining circumstances warranting temporary
cease and desist orders.

PART 9: CONTRACTUAL ENFORCEMENT AND COMPLIANCE ASSURANCE
SECTION 39. CHARITABLE ASSET RECAPTURE FEE

(a) A Covered Entity shall agree to pay the Charitable Asset Recapture Fee in the
circumstances described in this section.

(b) The Charitable Asset Recapture Fee shall be triggered if:

(1) The Covered Entity or any successor relinquishes, transfers, dilutes, or otherwise
disposes of Control Rights without court approval under Section 25;

(2) The Covered Entity or any successor materially breaches any Conversion Agreement
and fails to cure within the applicable cure period;

(3) The Covered Entity or any successor ceases to maintain California Nexus and fails to
maintain compliance with this chapter through alternative means approved by the Board

and Attorney General;

(4) The Covered Entity or any successor takes action to evade this chapter or commits
charitable fraud; or

(8) The Mission Compliance Certification of the Covered Entity is revoked and not
reinstated within one year.
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(c) The amount of the Charitable Asset Recapture Fee shall be the greater of:

(1) The fair market value of all Charitable Assets at the time of the triggering event;

(2) The fair market value of all equity interests r_elceived by any nonprofit entity in connection
with the Conversion-and the value of any control interest it holds, valued at the time of the
triggering event; or

(3) An amount specified in the Conversion Agreement.

(d) The fair market value shall be determined by an independent appraiser selected by the
Board, with costs borne by the Covered Entity.

(e) The Charitable Asset Recapture Fee shall be paid to the California Charitable Trust
Protection Fund established under Section 47 and shall be used exclusively for charitable
purposes consistent with the charitable mission of the original Charitable Research
Organization.

(f) The obligation to pay the Charitable Asset Recapture Fee shall:

(1) Be a condition of the Conversion Agreement enforceable by the Attorney General;

(2) Run with the Charitable Assets and bind any successor er acquirer;

(3) Be secured by a lien on Charitable Assets, which the Attorney General may record; and

(4) Be enforceable by court action, including judgment for the amount due.

(g) Payment of the Charitable Asset Recapture Fee shall not excuse compliance with other
provisions of this chapter or relieve any person of liability for violations.

SECTION 40. SUCCESSOR LIABILITY AND TRANSFER REQUIREMENTS

(a) As a condition of approval of any Conversion, the Covered Entity shall agree that any
. transfer of Charitable Assets exceeding one hundred million dollars ($100,000,000), or any
transfer of Control Rights, shall require:

(1) Written agreement by the acquirer to be bound by the Conversion Agreement and this
chapter;

(2) Written agreement by the acquirer to submit to the jurisdiction of California courts for
enforcement;
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(3) Written agreement by the a_cqﬂirer to pay the Charitable Asset Recapture Fee if
triggered; and

(4) Ninety days prior notice to the Board and Attorney General.

(b) Any transfer without compliance with subdivision (a) shall.:

(1) Trigger the Charitable Asset Re;:apture Fee;

(2) Constitute a material breaéh of the Conversion Agreement; and

(3) Be voidable at the option of the Attorney General.

(c) Any acquirer that takes Charitap]e Assets or Control Rights with actual or constructive
notice of the obligations under a Conversion Agreement or this chapter shall be bound by

such obligations.

(d) A Covered Entity may not escape this chapter by transferring assets, Control Rights, or
operations to another entity that does not agree to be bound.

(e) Any person who assists. a Covered Entity in evading this chapter through a fransfer,
restructuring, or similar transaction is jointly and severally liable for violations of this chapter
and for any Charitable Asset Recapture Fee triggered thereby.

SECTION 41. NOTICE OF TRANSACTIONS

(a) A Covered Entity shall provide ninety days written notice to the Board and Attorney
General before:

(1) Any change of control;

(2) Any merger, acquisition, or similar transaction;

(3) Any sale, transfer, license, or éther disposition of Charltable Assets exceeding fifty
million dollars ($50,000,000);

(4) Any material change to governance structure;
(5) Any transaction that would result in a new entity becoming a Covered Entity; or

(6) Any transaction the Board has desigjnated as requiring notice by regulation.
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(b) The notice shall include:

(1) A detailed description of the proposed transaction;

(2) The parties involved;

(3) The consideration to be paid or received,;

. (4) An analysis of the impact on the cﬁaritab[e mission;

(5) Evidence that any acquirer has agreed to be bound as required by Section 40; and
(6) Any information reasonably requested by the Board.

{(c) The Board may:

(1) Request additional information;

(2) Investigate any not';ced transaction;

(3) Hold hearings r_egarding any noticed transaction;

(4) Extend the notice period by up to an additional ninety days; and

{5) Recommend conditions on any transaction.

(d) The Board or Attorney General may petition the court to enjoin a fransaction that would:
(1) Harm the charitable mission;

(2) Violate this chaptér or any Conversion Agreement;

(3) Constitute evasion of this chapter or charitable fraud; or

(4) Result in transfer to an entity that has not agreed to be bound.

(e) A transaction completed without required notice is voidable at the option of the Attorney
General.

SECTION 42. PERSONAL LIABILITY FOR EVASION
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(a) Any director, officer, or person who knowingly participates in any action intended to
evade this chapter or to commit charitable fraud is personally liable for:

(1) Penalties that would apply to the Entity;

(2) Any Charitable Asset Recapture Fee triggered by the evasion;

(3) Damages to the charitable mission;

(4) Costs and attorney's fees; and

(5) Disgorgement of any benefit received.

(b) Willful evasion of this chapter is a misdemeanor under Section 37.
(c) Participation in evasion includes:

(1) Planning, authorizing, or executing transactions designed to avoid obligations under this
chapter or any Conversion Agreement;

(2) Advising a Covered Entity on methods to evade this chapter;
(3) Providing false information to the Board, Attorney General, or courts;
(4) Destroying or concealing documents relevant to this chapter; and

(5) Obstructing investigations or proceedings under this chapter,
PART 10: JUDICIAL REVIEW

SECTION 43. STANDARD OF REVIEW

(a) Final Board actions may be challenged by petition for writ of administrative mandate filed
in the superior court within thirty days of the action, in accordance with Code of Civil
Procedure Section 1094.5.

(b) The court shall exercise its independent judgment on questions of law.
(c) The court shall review the Board's findings of fact in accordance with Code of Civil
Procedure Section 1094.5. In cases involving fundamental vested rights, the court shall

exercise its independent judgment on the evidence. In all other cases, the court shall uphold
findings supported by substantial evidence.
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(d) In reviewing Board actions, the court shall consider:

(1) The public interest in protecting charitable assets: and preventing charitable fraud;

(2) The purposes of thi;s. chapter; and

(3) The need for effective enforcement.

(e) The filing of a petition for judicial review shall not sta;ly the effectiveness of the Board
action unless the court orders a stay upon a showing of likelihood of success on the merits

and irreparabie harm.

(f) Nothing in this chapter shall be construed to limit the court's authority to grant any relief
authorized by law.

PART 11: CHARITABLE ASSET TRACKING
SECTION 44. ASSET INVENTORY

(a) A Covered Entity shall maintain and file annually with the Board a current inventory of all
Charitable Assets, including:

(1) All equity interests in other entities, including value and percentage ownership;

(2) All Control Rights -over other entities, including description of the rights and the entities
controlled,;

(3) All intellectual property material to the charitable mission, including patents, copyrights,
trade secrets, and know-how;

(4) All contractual rights that further the charitable mission;

(5) All real and personal property exceeding one million dollars ($1,000,000) in value; and
(6) Any other assets material to the charitable mission.

(b) A Covered Entity shall report to the Board within thirty days:

(1) Any transfer, sale, license, or encumbrance of Charitable Assets;

(2) Any change in the entity holding legal title to Charitable Assets;
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(3) Any significant change in the value of Charitable Assets;

(4) Any new Charitable Assets acquired or developed; and

{5) Any action that affects the Covered Entity's California Nexus.

(c) Once an asset is identified as a Charitable Asset, that status shall continue unless:

(1) The Board determines in writing.that the asset is no longer a Charitable Asset; -

" (2) A court of competent jurisdiction orders that the asset is no longer a Charitable Asset; or

(3) The asset has.been distributed in accordance with the charitable purposes with Board
and Aftorney General approval.

PART 12: BOARD REGULATORY AUTHORITY

SECTION 45. REGULATIONS

(a) The Board shall promulgate regulations implementing this chapter in accordance with
the Administrative Procedure Act (Government Code Section 11340 et seq.). '

(b) Regulations shall include, but are not limited to:

(1) Procedures for the Public Benefit Compliarice Process under Part 5;
(2) Standards for Mission Compliance Cértiﬁcation and renewal;

(3) Definition of material cabability expansion under Part 7;

(4) Requirements for Covered Entities developing Transformative Technology, including
safety, oversight, and control requirements;

(5) Reporting and transparency requirements;

(6) Procedures for investigations and enforcement;
(7) Penalty amounts and procedures;

(8) Temporary cease and desist order protocols;

(9) Charitable alsset tracking requirements;
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(10) Procedures for notices and approvals required under this chapter; and

,,(1 1) Such other matters as necessary to implement this chapter.

(c) The Board shall promulgate initial regulations within one year of the Board being seated.
(d) Regulations may be updated as circumstances require.

SECTION 46. TECHNOLOGY.AND SAFETY REQUIREMENTS

(a) For Covered Entities developing Transformative Technology, the Board shall promulgate
regulations addressing safety, oversight, and public protection.

(b) Where a Covered Entity has committed to preventing concentration of power or control,
the Board shall promulgate regulations ensuring that no individual or small group has
unchecked control over Transformative Technology developed by such Entity, including:
(1) Requirements for distributed governance and decision-making;

(2) Limitations on the authority of any individual over critical systems;

(3) Requirements for oversight by genuinely independent persons;

(4) Mechanisms for intervention if control becomes. unduly concentrated; and

(5) Transparency requirements regarding control structures.

(c) The Board shall promulgate regulations establishing safety oversight mechanisms,
including:

(1)' Procedures for requesting temporary cease and desist orders under Section 38;
(2) Requiremenis for safety testing and evaluation;

(3) Requirements for incident reporting;

(4) Standards for safe deployment; and

(5) Mechanisms for independent safety review.

(d) In promulgating regulations under this section, the Board shall consider:
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(1) The definition of Safety and 'éecuﬁ_ty in Section 3(q);

_ (2) The Entity's speciﬁc Public Beneﬁt.Commitments;

(3) The current state of technology and evolving capabilities;
(4) Input from experts, the public, and affected partiés; and

(6) The need for regulations to evolve as techriology advances.

(e) Regulations under this section shall be updated at least évéry two years to address
evolving technology.

PART 13: GENERAL PROVISIONS
SECTION 47. FUNDING

{a) There is hereby created in the State Treasury the California Charitable Trust Protection
" Fund.

(b) The Fund shall consist of:

| (1) Registration and filing fees;
(2) Miss;ion Compliance Certification fees;
(3) Cabability expansion determination fees;
(4)‘Transacti0n- notice aﬁd approval fees;
(5) Annual oversight fees;

(6) Civil penalties collected under this chapter, except for any portion awarded to a private
plaintiff pursuant to Section 34(e);

(7) Charitable A‘sset Recapture Fees collected under Section 39; and
(8) Any other fees or amounts collected under this chapter.’
(c) Moneys in the Fund shall be available, upon appropriatidn by the Legislature, for:

(1) Operations of the Board;
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(2} Enforcement of this chapter;

(3) Public education regarding charitable accountability and prevention of charitable fraud;
and

(4) Charitable purposes consistent with the charitable missions of Covered Entities, as
determined by the Board with approval of the Attorney General.

(d) The Board shall establish fee schedules as follows:

(1) Registration and annual renewal: based on the value of Charitable Assets, not to exceed
one hundred thousand dollars ($100,000) annually;

(2) Mission Compliance Certification and annual renewal: based on the value of Charitable
Assets, not to exceed two hundred fifty thousand dollars ($250,000) annually;

(3) Capability expansion determination: not to exceed one hundred thousand dollars
($100,000) per application;

(4) Transaction notice and approval: not to exceed fifty thousand doltars ($50,000) per
fransaction; and

(5) Such other fees as reasonably necessary to fund Board operations.

{(e) Fees shall be set at levels reasonably calculated to cover the costs of administering this
chapter and shall not be excessive.

(f) Covered Entities shall pay an annual oversight fee based on the value of Charitable
Assets. The Board shall promulgate regulations establishing the fee schedule, which shall:

(1) Be graduated based on the value of Charitable Assets;

(2) Be sufficient to fund Board operations and enforcement; and

(3) Not be excessive in relation to the regulatory burden imposed.

(g) The Attorney General shall provide initial administrative support for the Expert Pool
Committee and Board establishment from existing resources until the Board is operational

and funded through fees.

(h) The Board may accept grants and donations for its operations, provided that:
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(1) No grant or donation may be accepted from any Covered Entity, any affiliate of a
Covered Entity, or any person with a Material Financial Relationship with a Covered Entity;

(2) All grants and donations shall be disclosed publicly; and
(3) No grant or donation may be conditioned on any action or forbearance by the Board.

SECTION 48. SEVERABILITY

(a) If any provision of this chapter is held invalid, the remaining provisions shall continue in
full force and effect.

(b) Each provision of this chapter is severable and intended for independent operation.

(c) If application of this chapter to any Covered Entity is held invalid, application to other
Covered Entities remains effective.

(d) If application of this chapter to a particular category of Covered Entities is held invalid,
application to other categories remains effective.

(e) If any application of this chapter to Conversions occurring before the effective date is
held invalid, that particular application to future Conversions remains effective.

(f) If any enforcement mechanism is held invalid, other enforcement mechanisms remain
effective.

(9) If the capability expansion review provisions of Part 7 are held invalid, all other
provisions remain effective.

(h) If the Charitable Asset Recapture Fee provisions are held invalid, other enforcement
provisions remain effective.

(i) If the director independence requirements of Section 22 are held invalid, the fiduciary
duty provisions of Section 23 and the presumptions of Section 24 remain effective.

(i) If private enforcement under Section 34 is held invalid, enforcement by the Attorney
General under Section 33 remains effective.

(k) If criminal penalties under Section 37 are held invalid, civil penalties under Section 36
remain effective.
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() The People of California declare that they would have enacted this chapter even if any
particular provision, application, or enforcement mechanism were held invalid.

(m) Specifically, if the requirement to select Board members from the Expert Pool
‘Committee list in Section 6 is held invalid, it is the intent of the People that the Appointing
Authorities shall still appoint members who meet the qualification criteria in Section 5(c),
and that the Board shall continue to operate with members so appointed.

SECTION 49. RELATIONSHIP TO OTHER LAW

(a) This chapter supplements and modernizes the Attorney General's authority over
charitable trusts under common law and the Supervision of Trustees and Fundraisers for
Charitable Purposes Act (Government Code Section 12580 et seq.).

(b) This chapter does not limit any other enforcement authority of the Attorney General,
inciuding authority under the Corporations Code, Civil Code, or Probate Code.

(¢) In case of conflict between this chapter and other law:

(1) The provision more protective of Charitable Assets and public beneficiaries shall govern;
and

| (2) This chapter shall be interpreted to maximize protection of charitable missions and
prevention of charitable fraud.

(d) Nothing in this chapter shall be construed to limit the rights of any person under other
law.

(e) Compliance with this chapter does not relieve any person of obligations under other law.
SECTION 50. RELATIONSHIP TO FEDERAL LAW

(a) Nothing in this chapter shall be construed to regulate matters exclusively within federal
jurisdiction.

(b) This chapter regulates the protection of Charitable Assets and the fu[ﬁllment of
charitable missions—matters within the traditional police powers of the State of California.

(c) If any provision of this chapter is found to be preempted by federal law as to any
particular matter, application of this chapter to other matters shall not b_e affected.
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(d) This chapter shall be construed to complement, not conflict with, federal tax law
regarding exempt organizations. .

(e) Nothing in this chapter shall be construed to create any right or remedy under federal
iaw.

SECTION 51. CONSTRUCTION

(a) This chapter shall be liberally construed to effectuate ifs purposes, including the
prevention of charitable fraud and the protection of public beneficiaries.

(b) Any ambiguity in this chapter shall be resolved in favor of:
(1) Protecting Charitable Asseté;

(2) Enforcing Public Benefit Commitments;

(3) Protecting public beneficiaries;

(4) Preventing cl‘1aritable fraud; and

(5) Preventing evasion.

(c) This chapter shall be interpreted consistently with the cemmon law of charltable trusts, to
the extent not inconsistent with its express provisions.

(d) References to "this chapter” include all regulations promulgated hereunder.

SECTION 52. EFFECTIVE DATE AND TRANSITION

(a) This chapter becomes operative upon approval by the voters.

(b) Within sixty days of the effective date, the Attorney General shall convene the Expert
Pool Committee under Section 5.

(c) Within one hundred eighty dayé of the effective date, the Expert Pool Committee shall
certify the initial list of Qualified Candidates.

(d) Within three hundred days of the effective date, the Board shall be seated under Section
6.
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(e) Within one year of the Board being seated, initial regulations shall be promulgated under
Section 45.

(f) Covered Entities shall have twelve months from promulgation of initial regulations to
achieve compliance with governance requirements under Part 6.

{(g) During the period before the Board is seated:

(1) The Attorney General shall have authority to enforce existing law and any Conversion
Agreements;

(2) The Attorney General may seek court orders preventing actions by Covered. Entities that
would be inconsistent with their charitable missions or any Conversion Agreement; and

(3) Covered Entities shall comply with existing obligations under Conversion Agreements
and applicable law.

(h) During the period before initial regulations are promulgated:

(1) Covered Entities shall not materially expand capabilities without providing ninety days
notice to the Attorney General and the Board (once seated);

(2) The presumptions and fiduciary duties under Part 6 shall apply; and
(3) The contractual enforcement and compliance assurance provisions of Part 9 shall apply.
(i) The Board may extend transition periods upon a showing of good cause.

SECTION §3. AMENDMENT

(a) This chapter may be amended by the Legislature by a statute passed by a two-thirds
vote of each house and signed by the Governor.

(b) Any amendment must be consistent with and in furtherance of the purposes of this
chapter as stated in Section 2. ’

{c) An amendment that would:
(1) Eliminate the requirement that Board members be selected from Qualified Candidates;

(2) Reduce the independence requirements for directors of Nonprofit Control Entities;
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(3) Eliminate the capability expansion review requirement;

(4) Eliminate or substantially weaken the Charitable Asset Recapture Fee;

(5) Eliminate or substantially weaken the enforcement mechanisms; or

(6) Eliminate or substantially restrict private enforcement,

shall not be deemed consistent with and in furtherance of the purposes of this chapter.

(d) The Legislature may expand or strengthen the protections of this chapter by majority
vote.

SECTION 54. ADDITIONAL DEFINITIONS

(a) "Family member" means a spouse, domestic partner, parent, grandparent, child,
grandchild, sibling, or the spouse or domestic partner of any such person.

(b) "Person” includes any individual, corporation, partnership, limited liability company,
association, trust, or other legal entity.

(c) "Willful" means with knowledge that the conduct is unlawful or with reckless disregard for
whether the conduct is unlawful.

(d) "Material" means significant or important in the context of the matter at issue; a fact is
material if there is a substantial likelihood that a reasonable person would consider it
important.

(e) "Substantial evidence" means evidence that a reasonable person might accept as
adequate to support a conclusion.

(f) "Clear and convincing evidence" means evidence that leaves no substantial doubt and is
sufficiently strong to command the unhesitating assent of every reasonable mind.

(g) "Good faith" means honesty in fact and the observance of reasonable standards of fair
dealing.

(h) "Charitable fraud" means any act or omission by which charitable assets are diverted
from their intended charitable purposes, public benefit commitments are abandoned or
materially violated, or the public beneficiaries of a charitable trust are deprived of the
benefits to which they are entitled.
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