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SUMMARY

The California Court of Appeal held that a settlement resolving derivative claims on behalf of a
limited liability company required judicial review and approval. Because the trial court did not
independently determine whether the settlement was fair and reasonable and free from fraud,
overreaching, or collusion, the court reversed and remanded for the required review, with notice to
shareholders to the extent practicable.
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QUESTIONS PRESENTED

1. Whether the complaint included derivative claims requiring judicial approval of any settlement and
dismissal.

2. Whether the settlement was judicially reviewed and approved as required for a derivative action
settlement.

3. Whether the trial court's failure to conduct the required review was harmless error or was forfeited by
Norman's failure to raise the issue when the settlement was placed on the record.

HOLDINGS

1. At least the claims alleging mismanagement of Intersango, self-dealing with company assets, and failure
to monetize company assets were derivative claims. Because the settlement purported to resolve all
claims, those derivative claims were included in the settlement.

2. A shareholder plaintiff may not settle and dismiss a corporation's derivative cause of action without
judicial review and approval. The court must determine whether the settlement is fair and reasonable to
the corporation and its shareholders and is not the product of fraud, overreaching, or collusion.

3. Neither the settlement judge's participation in recording or mediating the agreement nor the trial judge's
abbreviated consideration of the enforcement and set-aside motions constituted the required independent
judicial review and approval.

4. The failure to conduct meaningful judicial review was not harmless, and Norman did not forfeit or invite
the error by failing to raise the approval requirement when the settlement was placed on the record.

KEY QUOTATIONS

“A shareholder plaintiff in a derivative action must obtain court approval before settling and dismissing the
corporation’s cause of action.” (at 8)

“In sum, derivative claim settlements require judicial review and approval, evaluating factors similar to those
considered in class action settlements.” (at 17)

“Accordingly, enforcing the settlement, without first reviewing whether the settlement was fair and
reasonable, constituted an abuse of discretion.” (at 17)

FACTUAL BACKGROUND

Norman, Patrick Strateman, and Amir Taaki established Intersango LLC, a cryptocurrency exchange. After
Patrick closed the exchange, Norman filed claims alleging mismanagement, breach of fiduciary duty, self-
dealing, conversion, and failure to return company assets; Patrick filed related cross-claims against Norman. The
parties later settled all claims and cross-claims on the record, but the settlement was not independently reviewed
and approved by the court before the trial court enforced it and dismissed the action.

PROCEDURAL HISTORY



During trial, the parties placed settlement terms on the record before a settlement judge. Norman later challenged
enforceability and moved to set aside the settlement, arguing that the derivative claims required judicial
approval. The trial court granted the Stratemans' motion to enforce, denied Norman's motion, and entered
judgment dismissing the claims with prejudice. The Court of Appeal vacated the order and judgment and
remanded for judicial review and approval of the settlement.

DISPOSITION

vacated

REMAND INSTRUCTIONS

The order granting the motion to enforce, the order denying the motion to set aside, and the subsequent judgment
are vacated without prejudice. The trial court must conduct the necessary review of the settlement, including
whether it is fair and reasonable and not the product of fraud, overreaching, or collusion, and should provide
notice of the review hearing to all shareholders to the extent practicable. If the court later approves the
settlement, it may reinstate its prior orders at its discretion. The parties shall bear their own costs on appeal.
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