
 
 

 

BENEFIT CORPORATIONS AND FLEXIBLE PURPOSE CORPORATIONS 

 
CALIFORNIA’S NEW “PUBLIC BENEFIT” ENTITIES  

 
This is a brief introduction to benefit corporations and flexible purpose 

corporations (collectively, “social purpose corporations” or SPCs), which enable for-
profit companies to pursue social objectives rather than focusing solely on 
shareholder profits.   

 
There are many attractive features to the benefit corporation.  The costs are 

higher accountability through more stringent reporting and compliance.  
 

Introduction. Benefit and Flexible Purpose corporations (renamed “Social 
Purpose Corporations” in 2014) are corporate entities which allow for-profit entities to 
pursue environmental and social goals as well as profits for its shareholders.  The 
change is pursuant to California’s Social Purpose Corporations amendment to the 
Corporate Flexibility Act of 2011.   

 
This legislation was designed to meet the needs of entrepreneurs who wish to 

pursue social welfare within traditional corporate models.  Companies seeking to 
include a positive social impact in the company mission will need to consider one of 
these two types of corporations.   
 

Not surprisingly, a public benefit purpose is required to become a Benefit or 
Social Purpose corporation.  A public benefit means that the corporation provides a 
material positive impact on the environment, society, or both.  A for-profit tech 
company, for example, might include indigent access to technology as part of its 
mission.  This general societal benefit would qualify for status as a benefit 
corporation.   

 
Benefit vs. Social Purpose Corporation.  Both benefit and social purpose entities 

are formed under the California Corporations Code and are governed by the general 
corporate law.  A “benefit” corporation is required to pursue a general public benefit 
while a “social purpose” corporation only need to pursue a specific positive impact.  
This may be directed towards its employees, customers, the community, society or the 
environment, granting it much greater flexibility than the benefit corporation.   

 
Benefit corporations are required to use the ‘independent third-party’ standard 

to show their benefit results, while the social purpose corporation does not.  
   
Protections. Directors have been permitted to consider the company’s mission 

when making corporate decisions for many years.  Their decisions, however, are 
limited by a fiduciary duty that systemically makes profits the paramount goal of 
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the company.  This amendment now requires directors to pursue the social 
mission, protecting directors from legal challenges for breach of fiduciary duties.  A 
well-crafted mission statement will therefore enable directors to have greater 
control of company objectives and allow companies to prioritize environmental and 
social concerns alongside profits seeking. 
 

Accountability Obligations. Benefit corporations and social purpose corporations 
have substantially equal corporate protections for its officers and directors.  Benefit 
corporations, however, have higher obligations for compliance transparency and 
accountability.    

 
Specifically, in addition to financial reports, benefit corporations must annually 

report non-economic performance to its shareholders by a ‘third-party standard’, 
meaning a standard developed by an independent source for reporting, defining and 
assessing corporate, social and environmental performance to the shareholders.  The 
additional attestation and reporting is expected to increase compliance costs for 
companies formed as California benefit corporations.   

 
Social purpose corporations, on the other hand, are only required to publish 

annual reports on how the company is advancing the company’s social mission, 
resulting in fewer fees and third party costs.  
 
 
 
 

 


