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As central banks head toward negative interest rates, the geo-political environment becomes increasingly unstable - witness Brexit, ‘President’
Trump and Turkey in lock-down - and capital markets become more volatile, where does one invest? Well, progressive investors are looking
beyond traditional investment vehicles into more esoteric and non-correlated asset classes, such as litigation nance.

History
The business of litigation nance dates back to Roman times. However, it was brought to an end through old common law doctrines such as
champerty, maintenance and barratry which have been in place since medieval times. Now, judiciaries have increasing concerns about access
to justice and the aforementioned doctrines are being set aside in an e ort to ensure access to recourse for plainti s with meritorious cases.

One could argue that litigation nance has been in practice for decades in markets that allow for conditional fee arrangements (i.e. contingency
fees), although it has been the sole activity of the legal profession. With the wider acceptance of commercial litigation nance, the returns
inherent in this form of nance are now no longer limited to those practicing law.

The Asset Class
Today, the asset class is multi-faceted providing investors with a number of di erent ways to invest with di erent risk/return pro les. The asset
class is generally segmented between consumer nance such as personal injury and family law and commercial nance. This is any dispute
between two commercial parties.
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The asset class further segments between law rm loans, individual litigation loans, settlement/award factoring, litigation equity investments
and derivatives thereof. There are also credit-type opportunities that derive from litigation but don’t have associated litigation risk, which
provide investors with di erent risk/reward outcomes.

The “why”
The real bene t of commercial litigation nance lies in the fact that it provides nancing to corporations to allow them to e ectively ‘level the
playing eld’ such that both plainti and defendant are equally armed in terms of nancing. The result is that settlement discussions ensue
more often than not and meritorious plainti s prevail.

The commercial litigation nance market has also started to evolve to include not only nancing ‘David vs. Goliath’ cases, but has recently taken
the form of o balance sheet nancing for large corporations and investments in a law rm’s contingent case portfolio to allow them to de-risk
their portfolio by giving them the nancial capacity to assume more cases.

Growing Demand, Growing Supply
The litigation nance market is in the early stage o
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The litigation nancier typically has priority in the proceeds waterfall, such that they are ‘ rst money out’ and often with a preferred return. An
individual case typically provides a realization in 2-3 years and so the asset class cycles through capital much more rapidly than other
alternative assets, such as private equity or venture capital.

It has been argued that litigation nance is an expensive source of capital, however one needs to consider that the possibility of a negative
outcome on an individual case is real and pricing is re ective of that outcome. As a result of outcome risk on an individual case, the application
of portfolio theory is critical to successfully investing in this asset class.
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The nancial world is changing fast – AltFi.com
aims to re ect those rapid changes within the
Alt(ernative) Finance sector, giving everyone
involved in this exciting and fast growing
space a unique insight into the very latest
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