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OPTIONS ARE AVAILABLE
TO FINANCE ALL KINDS AND
SIZES OF LAW PRACTICES

There’s probably nothing as exciting to a litigator as obtaining a big jury verdict,
unless it’s having a case thrown out before trial or winning on appeal. Transactional
lawyers just love their closing binders — not to mention the plastic “deal toys.”
And, let’s face it, every lawyer is thrilled when a new client signs a retainer agree-
ment or even when someone who has not previously retained the firm simply calls
for information or requests a copy of the firm brochure.

It’s all good, right? Any positive development that leads to new business, higher
revenue or more fees is wonderful news and becomes the topic to talk about at
lunch, after work or at home.

But then there’s the other stuff to consider, the more mundane side of law firm
practice. Secretaries, receptionists, paralegals and associates are entitled to receive
their salaries twice a month. They work on computers that the firm has to provide,
and they use paper and ink. And stamps. The rent has to be paid. And the udlity
bills! Not to mention the other invoices that a law firm, as a business, has to meet
on a regular basis.

In a perfect world, a firm’s income would be sufficient to pay its expenses (with a
satisfactory profit left over). The timing would be right, too, so that salaries and
invoices could be paid on time. Unfortunately, as is apparent, we do not live in

a perfect world. There are, however, a number of ways that law firms can handle
their costs.

A CAPITAL IDEA

The call to a law firm partership,
which so many young lawyers avidly
seek, typically comes with a bill: the
requirement to make a capital contrib-
ution to the firm. Some law firms are
able to finance their practices on their
own by relying primarily on their
partners’ capital contributions.

For example, Barley Snyder LL.C. isa
business law firm with about 70 lawyers
in seven offices in Pennsylvania. Accord-
ing to Paul G. Mattaini, a partner in the
firm’s Lancaster office, the firm is “pretry
conservative” in how it finances its
practice, generally relying on capital
contributions from equity partners,

as well as cash flow.

Matraini suggests that smaller firms

of between, say, one and 10 attorneys,
might find it more difficult to self-
finance because their capital contributions
are smaller in the aggregate (and perhaps
smaller individually) and because their
cash flow may be more unpredictable.
There are several other financing options
available for these firms.

A LINE

One option is obtaining a short-term line
of credit from a bank. Richard A. Zendel,
a principal with New York City-based
Citrin Cooperman & Company L.L.P,

a tax, accounting and business consulting
firm that handles the accounting and
business consulting work for many law
firms and routinely helps firms with
financing options for their practices,
states that a bank will provide a line of
credit to a law firm when the firm has a
reladonship with the bank and the bank
is knowledgeable about the firm. He adds
that one law firm that he works with has
three partners, all of whom had to give
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Some law firms are
able to finance their
practices by relying on
partners’ capital
contributions.

A bank will provide a
line of credit when the
firm has a relationship
with the bank and the
bank is knowledgeable
about the firm.
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personal guarantees to
the bank for the line of
credit. Toward that end,
they also had to provide
personal financial state-
ments to the bank that
his firm reviewed; audited
statements were not required.

The amount of a line of credit
needed by a law firm will differ

depending on its obligations and other
requirements, but Zendel says that a
small firm might need a line of credit of
between $50,000 and $100,000, which it
will draw upon from time to time to meet
its expenses. (Paul Mattaini of Barley
Snyder says that his firm has a line of
credit with a bank, bur that it has been
“rarely used, if at all.”)

Personal guarantees, even when they are
for a limited amount, can be a sticking
point for some partners. Where that is the
case, they may want to shop around until
they find a bank willing to extend a line
of credit without their having to provide
those guarantees. Indeed, Mattaini says
that partners in his firm have not provid-
ed guarantees for their line of credit.

In other cases, Zendel adds, some but

not all partners might be asked to provide
personal guarantees. For instance, if a
firm has 20 to 25 parmers, with four
partners owning 60 percent of the equity,
those four partners might have to sign,
while the others might avoid incurring
that obligation.

ASSET-BASED
FINANCING

Law firms with a track record have

accounts receivable that they may be

able to rely on to obtain financing from

lenders. Zendel says that some firms with

«w . » . .
substantial” receivables can obtain an

asset-based loan from a bank, where the

firm receives a loan and grants a lien on
its receivables to the bank as security.
Also, a firm making a purchase of a large
capital item such as a computer system
may be able to use that asset to secure a
loan — from the seller or a bank — over
the life of the asset.

Where a firm owns its building, it
should be able to obtain a mortgage

from a lender. Barley Snyder’s Paul
Matrtaini points out that his firm owns
some of its locations and that those
buildings are secured by mortgages.
Banks look to the value of the underlying
real estate and the lease, often requiring
an assignment of the lease and sometimes
insisting on personal guarantees from the
firm’s parters when making such a loan.

PRIVATE LENDING

A firm that is too small, too under-
capitalized or that has a receivables trail
that is too inconsistent, perhaps because
it is a plaindffs’ or class-action firm, may
have to go another financing route and
seek out a company specializing in law
firm financing. Doing so will be costly,
with high or perhaps extremely high

interest rates.

It pays for firms in this position to

shop around, two. Some law firm finance
companies offer non-recourse loans, with
payback completely contingent on victory
in an underlying case or appeal. Others
offer loans on terms similar to loans
offered by banks, except for the higher
interest rate, based on a firm’s practice.
Keep in mind that interest costs might
be a rax-deductible business expense or
perhaps an expense that is even recover-
able from clients.

There are different types of finance
companies that specialize in offering
different ﬁnancing to law firms. Some



solely finance post-jury verdicts, some
offer financing before verdicts based on
an evaluation of a case and some finance
complete litigation practices. Mass torts
cases have their own group of lenders,
including venture capital funds.

RD Legal Funding L.L.C., based in
Englewood, N.J., has a special niche:

It buys attorneys’ fees earned in
settlements. As explained on its Web

site, RD Legal Funding purchases fees
from matters relating to personal injury,
workers’ compensation, malpractice,
discrimination, debt collection, corporate

defense and transactional matters, among

other things. RD Legal Funding provides

up to $3 million of legal fees from a
proposed settlement.

Why would a firm that has obtained a
settlement and is waiting for payment
need to discount its fees? As RD Legal
Funding explains, “You don't have to
wait months for final settlement and
distribution of your fees. You can use
these funds from your older cases o
take on new cases or allocate more
resources to cases likely to have the
highest multiplier.”

The cost, or discount, for turning to
finance companies can be significant.

At RD Legal Funding, the discount is

Receivables can be used
to obtain an asset-based
loan, where the firm
grants a lien on its
receivables to the

bank as security.

You can seek out a
company specializing in
law firm financing, but it
can be costly, with high
or perhaps extremely
high interest rates.
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Good asset management
should deliver numbers,
not treat you like one.

Hence,
our name.

Dick and Joan

Hopper place
their trust in us.

PEOPLEsBank

what’s next.

Trust is everything when it comes to investment

services at PeoplesBank. That's why no one on our
seasoned team works on commission and why we
offer highly customized strategies that are both tax-
aware and risk-resistant. Our experience spans more
than a quarter century, and we manage over $120
million in assets for more than 500 dients. Every single
one trusts us fo treat both their portfolios and their

persons with the very deepest of respect.

s PeoplesBank, A Codorus Valley Company Member FDIC

visit peoplesbanknet.com

or call 1.888.846.1970 for more information.
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usually in the range of 3 to 10 perceng
discounts are lower where it believes that
the payor is creditworthy and will pay
quickly and where the firm’s fee is higher.
As an example, suppose that a firm setdles
a case for $60,000 and would be receiving
a $20,000 legal fee in a month. RD Legal
Funding states that its discount “would
only be $600.”

Is paying such a fee worth it to a firm
that has gone to the very point where a
lawsuit is concluded and it needs only
to await payment, especially when many
settlements are paid out by good credit
risks such as insurance companies?
That’s a decision an individual firm has
to make, based on its own economics
and an analysis of its financial posture.

At the least, it’s nice to know that there
are options available to help finance all
kiﬂds and SiZCS Of laW Prac[ices. @
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