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Chairmen Winfield and Lesser, Ranking Members Martin and Simanski and 

Distinguished Members of the Banking Committee, the American Legal 

Finance Association (ALFA) appreciates the opportunity to submit testimony 

today to express our concern with the definition of ‘small loan’ set forth in 

Section 1 of House Bill 5572 - An Act Concerning Small Loan Licensees. 

 

By way of introduction, ALFA is a trade association that represents leading 

consumer legal funding companies across the United States. Formed in 2004, 

ALFA is dedicated to ensuring fair, ethical and transparent funding standards 

within the legal funding industry. 

 

Our concern relates to the inclusion of “or proceeds from lawsuits” in the 

definition of “small loan” and would respectfully request your consideration 

to remove the phrase “or proceeds from lawsuits” from the “small loan” 

definition set forth in Section 1 of the bill.  

 

The reason for our request to strike “or proceeds from lawsuits”, is to avoid 

the unintended consequence that the provision of this section could apply to 

such entities that provide non-recourse funds to plaintiffs involved in civil 

ligation.   

 

Consumer legal funding is very different from a loan; it is a non-recourse 

transaction, there is no guarantee of repayment, consumers put up no 

collateral, and there is no credit impact if they aren’t able to pay the money 

back. Because legal funding is non-recourse it does not have to be repaid if 

the consumer loses their case or the case settles for substantially less than 

expected. Legal funding is risky, if the plaintiff loses their case, the consumer 

owes nothing. 

 



 

 

Legal funding fills a void in the financial products arena. It is a once in a 

lifetime product that never puts a consumer in a cycle of debt or impacts their 

credit. Consumers are never worse off after receiving legal funding. 

 

Consumer legal funding is used by victims of accidents who are struggling to 

make ends meet while they wait for a resolution in their case who have 

typically exhausted other financial options and often do not have access to 

traditional forms of credit such as home equity lines, bank loans, etc. 

 

Consumers use legal funding to pay for basic life needs such as preventing a 

foreclosure, paying utility bills, or putting food on the table. The money is 

not used to pay for legal expenses. 

 

Classifying CLF transactions as loans would have a negative impact on 

consumers. In the event that they were unable to pay the money back, the 

CLF company would be required to report the loss to the federal government 

creating and additional financial obligation and burden for the consumer. 

 

The provisions set forth in HB 5572 are intended to address small cash 

advances and other limited line loans - loans that are to be repaid. The 

inclusion of “or proceeds from lawsuits”  is not suitable for the 

circumstances cited above, as such loans are not used to provide non-recourse 

funding for plaintiffs. 

  

In conclusion, ALFA would strongly urge the committee to adopt the 

following amendment: 

 

Section 1 definitions to strike and amend as follows; 

  

1)      "Small loan" means any loan of money or extension of credit, or the 

purchase of, or an advance of money on, a borrower's future income, where 

the following conditions are present: (A) The amount or value is fifteen 

thousand dollars or less; and (B) the APR is greater than twelve per cent. For 

purposes of this subdivision, "future income" means any future potential 

source of money, including, but not limited to, a future pay or salary, 

pension, tax refund or proceeds from lawsuits. For purposes of sections 36a-

555 to 36a-573, inclusive, as amended by this act, "small loan" shall not 



 

 

include: (i) A retail installment contract made in accordance with section 36a-

772; or (ii) a loan or extension of credit for agricultural, commercial, 

industrial or governmental use; 

  

Thank you for your consideration of this important matter. 


