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Preview

» This presentation is of interest primarily to solos and
small firm lawyers.

* Lawyers in larger firms have different issues, and many
have already addressed these issues from a firm
standpoint.

* |s your practice a business, a job, or a lifestyle?

* SPOILER ALERT: Rare to see a lump sum payout for a
small practice — more often, an “earn-out” over time.
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General Thoughts about Valuation

» Slee’s Concept of “Value Worlds” (see article).

* Same issues for our practices as when a client
seeks a valuation of their business.

 What is the PURPOSE of the valuation.
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Possible Purposes (not a complete list)

Sale/transfer to a third party.

Buy/sell planning.

Estate planning.
Value as collateral to secure a loan.

Divorce value.
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What's the Value of Your Practice?

Think about: What are the VALUE DRIVERS?

-  Where to focus effort to increase the
value of the practice?

We will conclude with some remarks about HOW
to think about succession and “retirement.”
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A Business or a Job?

“Law is an honorable profession, and it
IS also a business.”

Edward Poll, The Business of Buying, Selling, Merging or Closing a Law Practice

... orajob. And jobs aren’t saleable!
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Selling a Law Practice

* Many lawyers would opt out of their practice (perhaps
this afternoon?) if they were able to “cash in” on their
years of toil.

* Attorneys are continuously transferring from one firm to
another, taking their practice or “book of business” with
them.

Edward Poll, The Business of Buying, Selling, Merging, or Closing a Law Practice.

But can and do they get paid for it?
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Maine Bar Rules and Maine Rules of

Professional Conduct

* In general, Maine practitioners can sell a law
practice, subject to the Maine Bar Rules.

* Relevant rules and ethical considerations will be
addressed in last session here today.
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Does Your Firm Have Value?

Some small law practices may have transferrable value.

Likely not in the form of upfront cash.

This is because a recurring revenue stream is difficult to
build and transfer.

Different than other professional practices (e.g.,
accounting firms or dental practices).

The success of a law practice is significantly driven by
personal relationships and the skills of the attorney.
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Challenge with Small Practices

* Some (perhaps most) practices are so small and
personal in nature that, without the involvement of
originating attorney, a new attorney could not be
assured of retaining clients.

* But the practice may be saleable for the right price and
under the right terms.

— When buyer is assured they would receive a certain
volume of revenue or a client base that will remain with the
firm for a period of time.
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Who are Potential Buyers?

» Established law firm or competitor.

* Your successor.
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What are Your Options?

* Find and groom a successor for your practice.

 Build a practice with recurring cash flow that can
exist without your personal involvement — at
least on a daily basis.

* Merge your existing practice into another firm.
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Groom Your Successor

* To help assure continuation of your practice . . .
and as a service to your clients, employees, and
the community you serve.

* For very small practices — especially in rural
areas — this may be best/only option.

 CAVEAT: Don't delay the transition until the
successor may have own clients and thus be
less willing to pay for your clients.
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Build Your Practice

 Into something beyond you.

* Add attorneys, staff, practice areas, especially a
specialty or a practice niche.

» Consider steps to minimize risk that clients
and/or employees may leave after sale.

* Value still most likely in form of earn-out.
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Merge Existing Practice into Another Firm

» Transfer your practice and reputation to the “new” firm.

» Allows you to reduce overhead/increase profitability of your
practice.

* Acquirer can likely absorb small practice with minimal/no
impact on fixed costs.

« Still unlikely to receive any upfront cash.

* Most likely value in form of enhanced earnings or back-end
retirement plan.

» Collateral Benefit: increased confidence clients will be well-
served should you become unavailable.
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Timeline for Selling Your Practice

* First, determine if you have something to sell.

* If not, decide if you want to build something to
sell —and have the time to do it!

* Not necessarily looking for an appraisal of your
practice.

* Rather, appraiser can help you assess how to
enhance the value of your practice.
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What Do We Mean By VALUE?

* Today, we're talking about value in the
context of transitioning a solo practice or
small firm.

* Not the same as a formal business valuation
performed for litigation or estate purposes,
which are performed under legal contexts and
with definitions of value for a particular
purpose.
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What Assets Might You Have?

e Cash

» Accounts receivable

« Work in process, not yet billed

» Furniture, fixtures, equipment (FF&E)
» Supplies

e Law library

» Real property or leasehold interest (transferrable
below-market lease)
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What Assets Might You Have?

Phone number

Proprietary software/systems/procedures
Goodwill (practice vs. personal)
Contingency fee agreements/cases

But also consider liabilities, such as

o Accounts payable or debt

o Costs advanced on behalf of clients
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What Assets Might Transfer?

e Tangible assets — FF&E, supplies, law library
* Proprietary software/systems/procedures

* Practice goodwill
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Goodwill...Where the Rubber Meets the Road

* Practice Goodwill
— The intangible value associated with the firm.

— Translates into transferrable cash flow to extent it
can be successfully earned without you.

* Personal Goodwill

— The intangible value associated with the individual
practitioner in the law firm.
— Not transferrable to a buyer.
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Practice vs. Personal Goodwill

» Buyer hopes to acquire your Practice Goodwill,
and use it to retain your clients and continue the
success of your practice.

* Buyer’s biggest fear: your practice consists only
of Personal Goodwill, which will disappear when

you do!
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Price Assumes Non-Competition

 Virtually any deal which places value on transfer
of clients and staff relationships will contain
provisions restricting seller from competing for
those relationships for reasonable period
following sale.

» Seller’s direct involvement in transition of
relationships usually key to transferring loyalty.
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Value Drivers

* Nature of the practice

— Diversified client base in variety of practice areas vs.
narrow focus — niches may be more valuable.

* Magnitude of repeat business

— Commercial clients vs. litigation.

« Strength of client and professional relationships

— More revenue from direct referrals is better; reflects solid
relationships which you may be able to transfer.
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Value Drivers

Number of clients served — historically and
currently

Transferability of client relationships

Age of practice
— Long history more attractive.
Work habits of practitioner

— Does it take 70 hours per week to generate the cash
flow or 45?2
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Value Drivers

* Profitability

— Hourly billing rate, fixed fee arrangements, contingent
fee arrangements.

« Competitive environment

— How many lawyers in same practice area in population
served; again, niche practice may have more value.

» Location of practice

— Practice in rural area may find it more difficult to attract
buyers.
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Valuation Methodologies

— Earnings—Based Approach

» Value is determined by estimating the present value of future economic
benefits that are expected as the result of on-going operations. Values
transferrable cash flow.

— Market—Based Approach

» Value is based on a multiple of operating results, typically profits or revenue.
* Limited data for law firms.

— Asset—Based Approach

+ Determining value of practice based on the value of tangible and intangible
assets net of liabilities. If no intangible value, this is liquidation value.
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Market Transaction Analysis

* Entire universe of transactions for last 10 years from 3
databases typically employed by valuation
professionals resulted in . . . a total of 16 transactions.

* Many industry codes (including accounting practices
and dental practices, for example) have dozens to
hundreds of deals.

* Evidence that small law firms rarely sell for upfront
cash.
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Terms of Transaction Impact Ultimate Price

e Goal: Maximize after-tax dollars.

< All cash upfront —difficult to obtain; more likely, some cash as a
“down-payment.”

e Minimize number of years over which remaining payments will be
made.

< Consider period during which payments are subject to adjustment
for retention of acquired clients and extent of total possible
adjustment — usually in form of earn-out, which may look like
enhanced earnings capacity.

e Consider tax treatment of payments.

The more these favor the seller —that is, the lower the risk to the

seller —the lower the price.
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Ultimately Determining Value

* We have touched on some of the complexities
surrounding the valuation of a law practice.

* Itis necessary to understand the practice’s
operations and key influences on its value.

* Then the appropriate financial methodologies
are applied to best determine its value.

MEYERS, HARRISON g
Tl})p&l.’m.u.c Harvest

63 ASSET GROUP - LLC

Chapter 3 - MSBA Page #3-17

15



Thinking about Succession

Planning/Retirement

» First step is usually “downshifting” vs. traditional
(complete) retirement.
* Itis all about cash flow.
0 What are your realistic lifestyle expenses?
0 What are the available sources of income?

The shortfall (if any) is the amount you need to make
from your practice — or other earned income — in your
“downshift” years.
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Cash Flow Analysis is More Complex

A detailed analysis typically considers:
* All sources of income.

* Projected growth of current and future savings (i.e.,
reasonably anticipated investment returns).

* Assumed inflation rates.

» Date on which you will need to begin tapping the “nest-
egg.”
» Health and life expectancy.

Use CONSERVATIVE assumptions!
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Thinking about Downshifting

* When to do it?
» Health dependent.

* For planning purposes, realistically how long do
you want to/can you continue to practice?
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Key to a Successful Succession/Retirement is

... Plan Ahead!

* Never too soon (or too late) to plan.

* Rare that a retirement is successful without
planning.

* You plan because you care about your clients,
your employees, your family . . . or some
combination.
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Questions?

Thank You!
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Barry L. Kohler, JD, CFP®, CLU
kohler@harvestassetgroup.com

Barry Kohler graduated from the University of Pennsylvania (cum laude with Honors
in Philosophy) and did graduate work in Philosophy at Cornell University before
transferring to the Cornell Law School.

After passing the bar and a brief stint in the Maine Attorney General’s office, Barry
opened his own office in Brunswick for the general practice of law. In 1997, Barry left
the active practice of law and began his career in financial services, earning the
coveted Certified Financial Planner™ (CFP®) designation in 2000.

His current practice is fee-only, with a focus on planning to assist individuals and
families with the financial aspects of life transitions (e.g., retirement, sale of a
business, death of a spouse). He has a special interest in helping lawyers and judges
think through retirement planning.
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Heidi P. Walker, CPA, ABV, ASA
hwalker@mhpcbv.com

Heidi Walker is a Director in the Business Valuation and Litigation Support Group
at Meyers, Harrison & Pia, LLC. She specializes in business valuations for
litigation purposes such as matrimonial dissolutions and shareholder disputes, as
well as for non-litigation purposes such as estate and gift tax planning and filing.
She has significant experience as a jointly-retained financial expert in litigation.
She has also performed valuations of business interests for business damages,
buy-sell agreements, mergers and acquisitions, and breach of contract.

Ms. Walker regularly speaks to local and national organizations on various

business valuation topics, and is a frequent contributing author for legal and
business valuation journals.

“}111;& T e

6: ASSET GROUP - LLC

Contact Information

BARRY L. KOHLER
HARVEST ASSET GROUP, LLC
50 Portland Pier ¢ Portland, ME 04101

Office (207) 775-1151
Mobile (207) 838-3300

www.harvestassetgroup.com
Kohler@harvestassetgroup.com
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Contact Information

MEYERS, HARRISON & PIA, LLC
Business Valuation and Litigation Support

One Audubon Street, 3 Floor « New Haven, CT 06511
Tel (203) 789-1040 « Fax (203) 789-4455

100 Commercial Street, Suite 300 « Portland, ME 04101
Tel (207) 775-5111 « Fax (207) 775-5101

521 Fifth Avenue, 15" Floor « New York, NY 10175
Tel (212) 273-0415 « Fax (212) 320-0664
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