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New Law Amends Limited Liability Company Act 

 
This Bulletin was prepared by Peter Munoz,
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partner with the law firm of Reed Smith in San 

Francisco and member of the CBA’s Legal 

Affairs Committee. 

 

The State Legislature enacted AB 506, which 

amends certain provisions of the California 

Revised Uniform Limited Partnership Act (“LLC 

Act”). Many of the revisions will make it easier 

for lenders making a loan to a limited liability 

company or to a member of limited liability 

companies secured by liens on the borrower's 

membership interest. One recurring theme is that 

the statute gives greater deference to the LLC's 

operating agreement. 

 

Association and Disassociation of Members 
 

The LLC Act authorizes one or more persons to 

form a limited liability company ("LLC") by, 

among other things, signing and delivering 

articles of organization to the Secretary of State. 

Existing law also authorizes a person to 

disassociate as a member of a LLC at any time by 

withdrawing as a member by express will and 

deems a person to be disassociated from a LLC 

upon the occurrence of certain events, including, 

among others, an individual's death.  

 

Existing law specifies the effects when a person 

is disassociated from a LLC and limits the 

application of the provisions of an operating 

agreement which are contrary to statutory law. 
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This bill specifies that a person’s right to vote as 

a member in the management and conduct of the 

LLC's activities terminates upon disassociation 

however the timing of the disassociation is 

delayed.  

 

The bill authorizes (if a member dies, or a 

guardian or conservator of the estate is appointed 

for the member, or a member's interest is being 

administered by an attorney-in-fact under a valid 

power of attorney) the member's executor, 

administrator, guardian, conservator, attorney-in-

fact, or other legal representative to exercise all of 

the member's rights for the purpose of settling the 

member's estate or administering the member's 

property, including any power the member had 

under the articles of organization or an operating 

agreement to give a transferee the right to become 

a member. 

 

Therefore, there will not be an immediate 

termination of the member's interest. This 

provision will help protect the lien rights of a 

lender who takes a lien on a borrower's LLC 

membership interest if the loan documents 

include an effective power of attorney.  

 

Consent for Merger or Modification of 

Operating Agreement 
 

Existing law requires the consent of all members 

of the LLC to approve a merger or conversion 

and to amend the operating agreement. This bill 

will eliminate that requirement. 
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This change will simplify the due diligence 

required for any lender doing business with a 

merged LLC or reviewing a revised LLC 

operating agreement and seeking to confirm the 

legitimacy of the merger or the enforceability of 

the revised LLC operating agreement. Under 

existing law a lender dealing with a merged LLC 

has been required to confirm that every LLC 

member had agreed to the merger or required a 

legal opinion to this effect.  This will no longer be 

required. 

 

Dissolution and Certificate of Cancellation 
 

Under existing law, the persons who filed the 

certificate of dissolution are required to sign and 

file with the Secretary of State a certificate of 

cancellation of articles of organization upon the 

completion of the winding up of the affairs of the 

LLC, except as specified. Existing law requires 

the certificate of cancellation of articles of 

organization to include, among other things, that 

upon the filing of the certificate of cancellation, 

the LLC is required to be canceled and its 

powers, rights, and privileges are required to 

cease. However, an LLC that is otherwise 

dissolved, nevertheless, continues to exist for the 

purpose of, among other things, winding up its 

affairs and prosecuting and defending actions by 

or against it in order to collect and discharge 

obligations. 

 

This bill will instead change the emphasis of the 

law and provide that a LLC that has filed a 

certificate of cancellation is not automatically 

dissolved but continues to exist for those 

purposes, as specified. 

 

As under existing law, after cancellation the LLC 

will remain bound by actions of persons 

authorized to wind up the LLC's affairs and by 

actions of persons who before cancellation had 

the authority to bind the LLC provided that the 

other party to the transaction did not have notice 

of the cancellation. 

This bill will limit applicability to transactions by 

a LLC or by the members or managers of the 

LLC occurring, or an operating agreement or 

other contracts entered into by the LLC or by the 

members or managers of the LLC, on or after 

January 1, 2014. 

 

Conversion of LLC 
 

The bill provides that if the LLC is converted to 

another form of entity (partnership, limited 

partnership, corporation, or foreign limited 

liability company) a certificate or statement of 

conversion must be filed separately with the 

Secretary of State (except for a domestic 

partnership which has filed a relevant statement 

of partnership authority with the Secretary of 

State). 

 

The certificate must be signed by all members of 

a member-managed LLC or by all managers of a 

manager-managed LLC unless the operating 

agreement provides otherwise. 

 

The certificate shall set forth: (i) the name, form, 

and jurisdiction of the converted entity, (ii) the 

name street address and mailing address of agent 

for service of process and the street address of the 

entity's chief executive office. Filing of the 

certificate will have the effect of the filing of the 

certificate of cancellation by the converting 

entity. It is unclear whether the certificate of 

conversion shall constitute a Public Organic 

Document for the remaining entity under UCC 

Article 9. 

 

Electronic Communications 
 

Prior law provided that electronic transmissions 

by an LLC to an individual member is not 

authorized unless in compliance with the 

Electronic Signatures in Global and National 

Commerce Act or ESIGN Act.  

 

The new bill eliminates this provision in part this 

is to make the bill consistent with AB 432 signed 
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into law on June 30, 2015. AB 432 allows for 

electronic signatures without requiring 

compliance with the ESIGN Act. 

 

Expansion of "Person" 
  

The bill expands the definition of "person" to 

include the trustee of a trust. This will allow the 

trustee of a family trust to have rights in 

connection with a dissolution of the LLC.  

 

Distributions 
   

Existing law requires that any distributions made 

by an LLC before its dissolution and winding up 

be among the members in accordance with the 

operating agreement. This bill will further require 

that the profits and losses of a LLC be allocated 

among the members, and among classes of 

members, in the manner provided in the operating 

agreement or be allocated in proportion to the 

value of the contributions from each member if 

the operating agreement does not otherwise 

provide 

 

Indemnity and Payment of LLC Obligations 
 

Existing law requires an LLC to indemnify and 

reimburse for any payment made and indemnify 

for any debt, obligation, or other liability incurred 

by a member of a member-managed LLC or the 

manager of a manager-managed LLC in the 

course of the member's or manager's activities on 

behalf of the LLC, if, in making the payment or 

incurring the debt, obligation, or other liability 

the member or manager complied with its 

specified duties. 

 

This bill will require the LLC to indemnify any 

"agent" of a LLC to the extent that the agent has 

been successful on the merits in defense or 

settlement of any claim, issue, or matter if the 

agent acted in good faith and in a manner that the 

agent reasonably believed to be in the best 

interests of the LLC and its members, as 

provided. 

The term "agent" is added and expands the class 

of persons indemnified to include not just a 

member of a member-managed LLC or the 

manager of a manager-managed LLC but also any 

officer, employee or other agent. This change will 

indirectly benefit any third party dealing with 

such an agent, such as a lender.  Such lender can 

be assured that the LLC will be bound to 

indemnify the agent for any obligation created or 

agreement entered into by the agent if the agent 

acted in good faith and in a manner that the agent 

reasonably believed to be in the best interests of 

the LLC and its members. This will bolster any 

claim that the lender might have against the LLC 

based upon the apparent authority of the agent to 

enter into the subject agreement. 

 

Fraud and Material Misrepresentations of 

Value 

 

The bill adds liability for civil penalty not to 

exceed $1,000,000 for any member, officer or 

agent of an LLC who (i) provides information 

that contains a material misrepresentation or 

omission that is false or misleading and intended 

to give membership shares that have either a 

materially greater or materially less apparent 

market value than they really have; (ii) refuses to 

make a book entry or post any notice required by 

law; (iii) misstates or conceals information from 

any regulatory body; (iv) upon discovery of the 

foregoing conduct fails to inform the Attorney 

General and its members of such discovery. 

 

This provision does not appear to allow any 

equity holder to file suit against the particular 

member, officer or agent of the LLC who failed 

to comply with the statutory requirement under 

this statute. However the statute appears to create 

a duty upon the particular member, officer or 

agent to notify the members. Based upon such a 

duty the aggrieved members might be able to 

fashion a breach of duty claim against the 

particular member, officer or agent if the required 

notification is not provided. 
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The bill appears to provide assistance to any 

lender intending to take a lien on a member's 

equity interest and looking for reliable 

information regarding that equity interest. It will 

be prudent to have an assignment of any claims 

that the member might have arising from 

misinformation provided contrary to this statute. 

  

Provision for Judgment Creditors 

 

Existing law contains very explicit provisions for 

judgment creditors to levy on a member's LLC 

interest and possibly take over a judgment 

debtor's interest. This bill eliminates the 

provisions for levying creditors and allows other 

law to address the rights of levying creditors. 

 

AB 506 is effective on January 1, 2016. Kevin 

Gould is CBA’s lead lobbyist on the bill. If you 

have any questions, please contact the author 

Peter Munoz at pmunoz@reedsmith.com. 

 
The information contained in this CBA Regulatory Compliance 

Bulletin is not intended to constitute, and should not be received as, 

legal advice.  Please consult with your counsel for more detailed 

information applicable to your institution. 

 
 

 


