Department of Financial Protection and Innovation
Chapter 594, Statutes of 2023 (SB 54) Venture Capital Companies Reporting
Draft Trailer Bill Language

SECTION 1. Chapter 40 (commencing with Section 22949.85) of Division 8 of
the Business and Professions Code is repealed.

SEC. 2. Division 2.5 (commencing with Section 27500) is added to Title 4 of
the Corporations Code, to read:

DIVISION 2.5. FAIR INVESTMENT PRACTICES BY VENTURE CAPITAL COMPANIES
Chapter 1. Fair Investment Practices by Venture Capital Companies

27500. For purposes of this chapter, the following definitions apply:

(a) *Commissioner” means the Commissioner of Financial Protection and
Innovation.

(b) “Covered entity” means a venture capital company that meets both of
the following criteria:

(1) The venture capital company primarily engages in the business of
investing in, or providing financing to, startup, early-stage, or emerging growth
companies.

(2) The venture capital company meets any of the following criteria:

(A) The venture capital company is headquartered in California.

(B) The venture capital company has a significant presence or operational
office in California.

(C) The venture capital company makes venture capital investmentsin
businesses that are located in, or have significant operations in, California.

(D) The venture capital company solicits or receives investments from a
person who is a resident of California.

(c) Department” means the Department of Financial Protection and

Innovation.

(d) “Diverse founding team member” means a founding team member
who self-identifies as a woman, nonbinary, Black, African American, Hispanic,
Latino-Latina, Asian, Pacific Islander, Native American, Native Hawaiian, Alaskan
Native, disabled, veteran or disabled veteran, lesbian, gay, bisexual, fransgender,
or queer.

(e) "Founding team member” means either of the following:

(1) A person who satisfies all of the following conditions:

(A) The person owned initial shares or similar ownership interests of the business.

(B) The person contributed to the concept of, research for, development
of, or work performed by the business before initial shares were issued.

(C) The person was not a passive investor in the business.

(2) A person who has been designated as the chief executive officer or

president.

(f) “Primarily founded by diverse founding team members” means a
founding team for which more than one-half of the founding team members
responded to the survey described in paragraph (1) of subdivision (b) of Section
27501 and at least one-half of the founding feam members are diverse founding
team members.

(g) “Venture capital company” has the same meaning as defined in
paragraph (4) of subdivision (a) of Section 260.204.9 of Title 10 of the
California Code of Regulations.

(h) “Venture capital investment” has the same meaning as defined in
paragraph (5) of subdivision (a) of Section 260.204.9 of Title 10 of the

California Code of Regulations.



27501.

(@) (1) Commencing March 1, 2026, a covered entity shall submit to the
depariment the following information in a manner prescribed by department guidance:
Covered entity name, point of contact name and title, point of contact email address,
designated email address, phone number, physical address, and website.

(2) The covered entity shall keep this information up to date and submit changes
to the required information upon filing the report required by subdivision (c).

(3)(A) If a covered entity fails to update this information in the report required by
subdivision (c) by April 1 of a given year, the department shall notify the covered entity
that the covered entity has 60 days to submit the updates without penalty within 60 days
of the notification.

(B) If a covered entity has not submitted the updated information, after the 60-
day period described in subparagraph (A) has elapsed, the department may pursue
all remedies provided under this section.

{a) (b) Commencing Mareh-April 1, 2026, and annually thereafter, a
covered entity shallreport to the department all of the following information about
its funding determinations:

(1) At an aggregated level, all of the following information for the founding
teams of all of the businesses in which the covered entity made a venture capital
investment in the prior calendar year to the extent the information was provided
pursuant to the survey described in paragraph (1) of subdivision (b):

(A) The gender identity of each member of the founding team,
including nonbinary and gender-fluid identities.

(B) The race of each member of the founding team.

(C) The ethnicity of each member of the founding team.

(D) The disability status of each member of the founding team.

(E) Whether any member of the founding team identifies as LGBTQ+.

(F) Whether any member of the founding teamis a veteran or a disabled

veteran.

(G) Whether any member of the founding team is a resident of California.

(H) Whether any member of the founding team declined to provide any of
the information described in subparagraphs (A) to (G), inclusive.

(2) (A) During the prior calendar year, the number of venture capital
investments to businesses primarily founded by diverse founding team members, as
a percentage of the total number of venture capital investments the covered
entity made, in the aggregate and broken down into the categories described in
subparagraphs (A) to (H), inclusive, of paragraph (1).

(B) The information provided pursuant to this subparagraph shall be
anonymized to the extent possible. necessaryto-protectbusinessconfidential-
information.

(3) During the prior calendar year, the total amount of venture capital
investments to businesses primarily founded by diverse founding team members, as
a percentage of venture capital investments made by the covered entity, in the
aggregate and broken down into the categories described in subparagraphs (A) to
(H), inclusive, of paragraph (1).

(4) The total amount of money in venture capital investments the covered
entity invested in each business during the prior calendar year.

(5) The principal place of business of each company in which the covered
entity made a venture capital investment during the prior calendar year.

{b)}{e) (1) A covered entity shall obtain the information required by subdivision
(a) by providing each founding feam member of a business that has received
funding from a covered entity with an opportunity to participate in a survey for the
purpose of collecting the information.

(2) The survey described in paragraph (1) of subdivision (a) shall be provided
pursuant to a standardized form specified by the department. The survey shall



include a “decline to state” option for each question on the survey.

(3) A covered entity shall provide a written disclosure to each founding
team member prior to, or concurrently with, the survey described in paragraph
(1) of subdivision (a) that states all of the following:

(A) The founding team member’s decision to disclose their
demographic information is voluntary.

(B) No adverse action will be taken against the founding team member if
they decline to participate in the survey.

(C) The aggregate data collected for each demographic category will be
reported to the department.

(4) A covered entity shall not provide the survey described in paragraph (1)
of subdivision (a) and the disclosure described in paragraph (3) to a founding team
member until after the covered entity has executed an investment agreement with
the business and made the first fransfer of funds.

(5) Neither a covered entity nor the department shall in any way
encourage, incentivize, or attempt to influence the decision of a founding
team member to participate in the survey described in paragraph (1) of
subdivision (q).

{e) (d) A covered entity required to conduct the survey described in
paragraph (1) of subdivision (b) shall do both of the following:

(1) Collect survey response data from the founding team members in a
manner that does not associate the survey response data with an individual
founding tfeam member.

(2) Report the survey response data pursuant to paragraph (1) in a manner
that does not associate the survey response data with an individual founding team
member.

(3) A covered entity may satisfy the requirements of this chapter by
providing a report prepared by a business that controls each covered entity at
any time during the prior calendar year if the report contains all of the information
required by subdivision ().

27502. (a) (1) The department shall make the reports received pursuant
to subdivision (a) of Section 27501 readily accessible, easily searchable, and
easily downloadable on the department’s internet website.

(2) The department may publish aggregate results or aggregate information
based on the information received pursuant to this chapter.

(b) The department may use any information collected pursuant fo this
chapter in furtherance of its statutory duties, including, but not limited to, using the
information in a civil action brought by the department under this chapter or other
law.

(c) (1) A covered entity shall make and keep records related to its obligation
under this chapter. All records related to a report delivered to the department
pursuant to subdivision (a) of Section 27501 shall be preserved for at least five years
after the covered entity delivers the report.

(2) The department may examine the records of a covered entity to
determine their compliance with this_section ehapter. using powers set forth in
Sections 11180 to 11191, inclusive, of the Government Code and may further
require a covered entity to:

(A) Produce documentary material for inspection and copying or reproduce
in the form or medium requested by the department.

(B) File written reports or answers to questions.

(d) The department shall charge and collect fees from covered entities to
cover the expenses incurred in the administration of this chapter, not fo exceed the
reasonable costs of that administration.

(1) The fee per report shall be at least one hundred seventy five fifty dollars

($17550).

(2) The department may adjust this fee as necessary to meet the reasonable

costs of administration. efthis-chapter.

(e) If a covered entity fails to file a report required by subdivision (b) by April 1 of
3




a given year, the department shall notify the covered entity that the covered entity has
60 days to submit the report without penalty.

() (1) If a covered entity has not submitted a report, after the 60-day period
described in_subdivision (f) has elapsed, the depariment may pursue all remedies
provided under this section.

27503. (a) With respect to the investigative powers of the commissioner and
the department under this chapter, all of the following apply:
(1) The commissioner may do the following at their discretion:

A} Make public or private investigations within or outside of this state as they
deem necessary to determine whether a covered entity has violated or is about to
violate any provision of this chapter, any rule or order pursuant to this chapter or to
aid in the enforcement of this chapter in the prescribing of rules and forms pursuant to
this chapter.

{B} Publish information concerning any violations of this chapter or of any rule
or order pursuon’r ’ro Thls chop’rer

(a), the commissioner mdy, for a redsondble hme not exceedrng 30 ddys tdke
possessron of the books, records dccounis and other papers pertdrnrng to 1he

employee of the covered entity may examine dny of the books records occounts or
other papers. Any employee of the covered entity shall be permitted to make entries

covered enhty or person the superror court upon dpplrcdhon by the commrssroner
mcry issue io the covered enhiy or person an order requmng fhem to crppecrr before




27504. (a) With respect to the enforcement powers of the commissioner and
the department under this chapter, all of the following apply:

(1) The department may take any action authorized by this chapter against
a covered entity who fails to file a report required by subdivision (a) of Section

27501 by-April-1-2026,-and-annually-thereafter, and does not satisfy the

requirements of subdivision (g) or who makes an untrue statement of a material
fact in any report filed with the commissioner.

(2) Relief under this chapter may include, but is not Ilml’red to, any of
the following:

(A) Anorderrequiring the covered entity to desist and refrain from the violation.

(B) An order requiring costs, representing reasonable attorney’s fees and
investigative expenses for the services rendered, for deposit info the Financial
Protection Fund for use by the department.

(C) An order requiring the payment of monetary penalties, as set forth
by subdivision (b).

(b) (1) In any civil or administrative action brought pursuant to this chapter in
which the commissioner orders penalties, the following penalty amounts apply:

(A) Forany violation of this chapter, rule or final order pursuant to this chapter,
or condition imposed in writing by the department, a penalty shall not exceed five
thousand dollars ($5,000) for each day during which the violation or failure to pay
continues.

(B) Notwithstanding subparagraph (A), for any reckless violation by a
covered entity subject to this chapter, rule or final order pursuant to this chapter, or
condition imposed by the department, a penalty that is sufficient to deter the
respondent from fqh_nq to comply with this section, and exceeds the penalty
amount provided in paragraph (1), shall-net-exceedtwenty-five thousand-dollars-
{$25,000) for each day during which the violation continues.

(C) Notwithstanding subparagraphs (A) or (B), for any knowing violation by a
covered entity subject to this chapter, rule or final order pursuant to this chapter, or
condition imposed by the department, a penalty that is sufficient to deter the
respondent from failing to comply with this section, and exceeds the penalty
amount provided in paragraph (2), shallhotexceedthelesseroflpercent-ofthe-
person’s-total-asseis-or-one-million-dollars{$1,000,000) for each day during which
the violation continues.

(2) In determining the amount of any penalty ordered under this chapter,
the commissioner shall take into account mitigating factors and the
appropriateness of the penalty with respect to all of the following:

(A) The financial standing of the covered entity.

(B) The number of assets under management by the covered entity.

(C) The nature of the covered entity’s failure to comply with this chapter.

(D) The amount of financial resources available to the covered entity.

(E) The covered entity’s history of previous violations.

(3) The department eommissioner may compromise, modify, or remit any
penalty that may be ordered or that has already been ordered.

27505. (a) (1) If, ofter an order has been served pursuant to Section 27504, a
request for hearing is filed in writing within 30 days of the date of service of the order
on the covered entity, a hearing shall be conducted in accordance with the
Administrative Procedure Act (Chapter 5 (commencing with Section 11500) of Part
1 of Division 3 of Title 2 of the Government Code), and the commissioner shall have
all of the powers granted under that chapter.

(2) If a covered entity fails to file a written request for a hearing within 30 days
from the date of service of the order, the order shall be deemed a final order of
the commissioner and is not subject to review by any court or agency,




notwithstanding subdivision (b).

(b) Every final order, decision, or other official act of the commissioner is subject
to judicial review in accordance with law.

(c) The commissioner may file a certified copy of the final order with the clerk
of the superior court or any court of competent jurisdiction. The final order filed has
the same effect as a judgment of the court and may be recorded, enforced, or
satisfied in the same manner as a judgment of the court.

(d) (1) If a covered entity does not comply with an order under this chapter,
the commissioner may petition the superior court or any court of competent
jurisdiction to enforce the order.

(2) The court shall not require the commissioner to post a bond in an action
or proceeding under this chapter.

(3) If the court finds, after service and opportunity for hearing, that the
covered entity was not in compliance with the order, the court may adjudge the
covered entity in civil contempt of the order. The court may impose a further civil
penalty against the covered entity for contempt and may grant any other relief the
court determines is just and proper under the circumstances.

(e) When a covered entity, including a nonresident of this state, engages in
conduct prohibited or made actionable by this chapter or any rule or order
pursuant to this chapter, whether or not the covered entity has filed a consent to
service of process, and personal jurisdiction over the covered entity cannot
otherwise be obtained in this state, that conduct shall be considered equivalent to
the covered entity’'s appointment of the commissioner or the commissioner’s
successor in office to be the covered entity’s attorney to receive service of any
lawful process in any noncriminal suit, action, or proceeding against the covered
entity or the covered entity’s successor, executor, or administrator that grows out
of that conduct and that is brought under this chapter or any rule or order pursuant
to this chapter, with the same force and validity as if served on the covered entity
personally. Service may be made by leaving a copy of the process in the office of

the commissioner, but it is not in effect unless the following conditions are met:
(1) The plaintiff, who may be the commissioner in a suit, action, or

proceeding instituted by commissioner, sends notice of the service and a copy of
the process by registered or certified mail to the covered entity at the covered
entity’s last known address or take other steps that are reasonably calculated to
give actual notice.

(2) The plaintiff's affidavit of compliance with this chapter is filed in the case
on or before the return day of the process, if any, or within such further time as
the court allows.

27506. (a) The commissioner may make, amend, and rescind any rules, forms,
and orders as are necessary to carry out the provisions of this chapter, including rules
and forms governing applications and reports, and defining any terms, whether or
not used in this chapter, insofar as the definitions are not inconsistent with the
provisions of this chapter.

(b) Moneys collected pursuant to this chapter shall be deposited in the
Financial Protection Fund established pursuant to Section 12895 of the Government
Code. It is the intent of the Legislature that the moneys collected pursuant to this
chapter be appropriated in the annual Budget Act to the department for
administration of this chapter.

SEC. 3. Section 12907 of the Government Code is amended to read:

12907. (a) The Civil Rights Enforcement and Litigation Fund is hereby
established in the State Treasury, to be administered by the Civil Rights Department.

5} The £ I ot of both of : e

(b) The fund shall consist of attorney’s fees and costs awarded by a court to

the Civil Rights Department when the department is the prevailing party in a civil
action brough’r under the Collformo F0|r Employmen’r and Housing Act.




Code:
(c) Upon appropriation by the Legislature in the annual Budget Act, moneys
in the fund may be used to offset the costs of the department.



