



How to Be a Better Borrower
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Experts reveal seven ways to find desirable terms for practice and equipment loans.

With predatory lenders running rampant, it can be difficult to find the best equipment loan or line of credit for your medical practice. So we asked attorneys, bankers and financial experts to share advice on what you should look for in a loan agreement, how to protect your assets and how to stay out of trouble if you fall behind in your payments.

1. TALK TO YOUR CERTIFIED PUBLIC ACCOUNTANT.
If you're a solo or small-group-practice physician, get some help before shopping for a loan from your CPA, suggests Gary L. Barr, JD, partner in Alpert & Barr, a law firm in Encino. Because CPAs are experts in financial matters, they can offer good advice on how to choose a loan that fits the needs of your practice.

"Each lending institution, finance company or bank has separate requirements when it comes to the cost of the loan, the interest rate or the term of the loan," Barr says. "You want your accountant to help you structure the loan to meet your cash flow needs and give you the greatest tax benefit."

2. START WITH YOUR OWN LENDING INSTITUTION.
When Paul Kirz, MD, CFP, a Whittier orthopedic surgeon and certified financial planner, needed an equipment loan for his medical practice, he called his own bank, Bank of America. At the time, Dr. Kirz had been doing business with BofA for three years.

"I needed an X-ray machine, exam tables and a cast saw for my medical practice, which totaled about $100,000," Dr. Kirz says. "When I went to Bank of America to ask for the equipment loan, the loan officer asked for the equipment purchase order and information on my business assets and income. After I faxed my returns for the past three years, the bank gave me $80,000, which I thought was very generous."

Bank of America financed Dr. Kirz's loan based on the purchase value of the equipment and accepted the equipment itself as collateral. The interest rate was 13 percent; he paid off the loan in 18 months.

"That was my first experience borrowing for my medical practice," Dr. Kirz. "I believe it went so smoothly because I had a longstanding relationship with my bank."

3. SHOP AROUND.
Sometimes the best loan deal isn't with your own bank. So don't hesitate to shop around at other lending institutions.

"In general, smaller community banks will bend over backwards compared with large retails banks," Barr says. "On the other hand, the pricing of the community banks may not be as good. However, even if the potential lender does have a higher interest rate, it may be negotiable. It is important to explore your opportunities and perform your due diligence."

If you don't have time to shop, consider hiring a loan broker to perform the due diligence for you, Barr says. Loan brokers are typically paid a commission by the lender, not you.

4. USE YOUR LEVERAGE.
Steven Shapiro, senior vice president of City National Bank in Beverly Hills, says there are two types of physicians--established and new. Most lending institutions prefer to lend to the former. So, if you're an established physician, use that leverage in discussions with lenders.

"Physicians who have two to three years of good financial performance, good income and good net worth are much more likely to get traditional banking products, such as equipment loans and lines of credit," Shapiro says. "Physicians starting out have a much harder time obtaining start-up practice loans, because they have virtually no net worth. All they have on their balance sheet is a huge amount of student loans."

5. NEGOTIATE THE TERMS.
Even if you have loan documents in hand, it does not mean the terms can't be changed before you sign, Barr says. One primary factor to negotiate on: the interest rate. The current market and your practice needs will determine whether you want a fixed interest rate or a variable one.

"If you think interest rates are going to go down, then you want a variable rate," Barr says. "If you think interest rates are going to go up, you want a fixed one. I don't think you can say watch out for a variable rate or watch out for a fixed rate. You need to analyze your particular loan and needs."

6. AVOID PUTTING UP PERSONAL ASSETS AS COLLATERAL.
Dr. Kirz recommends you avoid putting up your personal assets as collateral. With equipment loans, that can be easy, but it is more difficult when securing start-up practice loans or lines of credit.

"Financial institutions and lenders will try to take security on everything, for example, your accounts receivable, your medical equipment or your bank account," Barr says. "Avoid this as much as possible. Some lenders will negotiate, some won't and others will compromise. Having a global security to another lender will limit your availability of credit later."

7. BE PROACTIVE IF YOU GET BEHIND ON PAYMENTS.
Don't wait until the lender sends you a late notice. Call the company and be honest about your cash crunch. When you are proactive, lenders will more than likely work something out with you.

"Working it out could be everything from putting a moratorium on your payments, if it looks like it's going to be a temporary situation, or a restructuring of the loan," Barr says. "The finance company will try to put itself in a better position than it is now, without you making the payments. If it can't be placed in a better position, then the company will file a lawsuit."

Overall, finding the best loan for your medical practice doesn't have to be daunting. If you shop around, use your leverage and negotiate carefully, you can be a better borrower.
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