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LEGISLATIVE DIGEST

[Labor and Employment Code - Small Business Workers’ Right of First Offer/First Refusal to
Purchase Business]

Ordinance amending the Labor and Employment Code to create a right of first offer and
a right of first refusal for certain small business employees to purchase that business
via a worker cooperative.

Existing Law

Under existing law, small business owners are generally free to sell their businesses to
whomever they wish, and on whatever terms they wish.

Amendments to Current Law

The proposed ordinance would provide certain workers at small businesses with a right of first
offer and a right of first refusal to purchase the businesses at which they work, if the owner
decides to sell the business. Workers would need to form a cooperative to buy the business.

The ordinance defines a “Worker” as a person who has provided at least 800 hours of labor or
services to the business in the preceding twelve months. And the ordinance defines a “Small
Business” as an entity that pays at least three Workers and has gross receipts of $5,000,000
or less in the City in the past tax year. The ordinance does not apply where the owner sells
the business to members of their immediate family. Nor does the ordinance apply to the sale
of real property located outside of San Francisco.

The ordinance refers to a majority of the Workers at a Small Business as a “Qualified Worker
Group” (QWG). A QWG may exercise a right of first offer by expressing interest in buying the
business if the owner decides to sell. If no QWG exists or expresses interest, an “Other
Worker Group” (OWG), consisting of less than a majority of Workers, may exercise the rights
of a QWG. In this digest, we refer to QWGs and OWGs as “Worker Groups” or “WGs.”

Step 1: Right of First Offer. Under the right of first offer, the ordinance would require the
owner to give all Workers a notice of intent to sell the business. The notice would trigger a
45-day period for a WG to express interest in buying the business. If no WG timely expresses
interest, the owner may offer to sell the business to the buyer of its choice, subject to the right
of first refusal provision described below.

If the owner receives such an expression of interest, it may not proceed to sell the business to
another buyer and must disclose certain financial information about the business to the WG.
The WG then has an additional 45 days to offer to purchase the business. The owner may
choose to negotiate the sale with the WG or may reject the offer. If the owner chooses to
negotiate and reaches an agreement with the WG, the WG has 180 days to form a
cooperative, obtain financing, conduct due diligence, and buy the business.
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Step 2: Right of First Refusal. If the owner rejects the WG’s offer, it may proceed to
entertain offers from other potential buyers. But before accepting a third party’s offer, the
owner must allow the WG to exercise a right of first refusal. If the owner receives a third-party
offer to buy the business, the owner must offer to sell the business to the WG that previously
exercised a right of first offer. This sale would be on the same terms and conditions as those
acceptable to the third party. If the WG wishes to exercise this right, it then has 45 days to
form a cooperative and for the cooperative to accept the offer. If the cooperative does not
timely accept, the owner may immediately sell to the buyer of its choice on those same terms
and conditions. But if the owner wishes to sell the business on materially different terms, the
owner must allow the WG the opportunity to exercise a right of first refusal as to that new
offer.

A Worker, QWG, OWG, or business owner may file a civil action in San Francisco Superior
Court to enforce the ordinance.
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