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91% of business owners say they can’t get 
the credit they need. 41% of small business 
owners cannot obtain financing.
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If small business is the engine that drives the 
economy, capital is the fuel. You can’t run 
without capital. You can’t drive around the 
corner to the 7-Eleven and back for a Slurpee 
without a tank of gas. 

American small business owners need fuel. 

They’re standing in line at the gas station of 
banks and credit unions begging, near dy-
ing to get their business moving. Washington 
knows it. They know without capital, our 
economy will continue to slump, as it has 
for the last four years. Washington has tried 
boosting the lending market, of course, with 
a flop, a belly-dive into that empty pool that’s 
left Main Street still asking, “Where are the 
funds?” 

where are the funds? 

They’re out there. Believe it or not, they’re out 
there. Not around a dark corner, or in a dark 
alleyway from some shady dealer, they’re in 
the swamp of misinformation. 

The funds are out there. In many ways, there 
is more funding available than ever. Business 
owners merely need to know where to find it.

While there is no question that securing 
financing has changed over the last few years, 
other forms of financing have emerged to help 
business owners. 

Business owners just need to know their op-
tions, the types of capital they can pursue, 
and how to position themselves to grab those 
funds. 

This eBook will help business owners seek out 
the right types of financing so they can secure 
the capital that will grow their business. It 
outlines and compares 12 different forms of 
capital and the qualifications of each. 

Graphic by Vector Open Stock

There’s a podcast about this whitepaper
listen to the business financing podcast 
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friends, family, fools
When all else fails, hit up people you know, 
right?

Maybe. 

Borrowing money from friends and family 
can be tricky if not done right. If things go 
sour, the last thing you want is to have more 
conflict at next year’s Thanksgiving. 

“For the safety of the rela-
tionship you have, you want 
to make sure that the loan 
from family and friends 
is well documented,” said 
Brock Blake, Lendio CEO. 
“You want to make sure that 
you’ve defined on paper the 
terms, structure, interest 
rate, expectation, payment 
amount; whether it was a 
gift, equity or debt.  

“That documentation safeguards the relation-
ship between you and someone you have a lot 
of trust with. The last thing that you want to 
have happen is, because you didn’t structure it 

well in the beginning, you create miscommu-
nication where your friend or family member 
thought thought it was one thing and you 
thought it was another. That can really sour 
the relationships you have.”

With friends and family, make sure to set 
everything up clearly in the beginning. You’ll 
be glad you did. Also be careful of any guaran-
tees when it comes to making a return on the 

investment.  

“Don’t ever guarantee,” Blake 
said. “It’s so difficult to be a busi-
ness owner and an entrepreneur 
and to be successful. If you guar-
antee something, you’re basically 
setting yourself up for some-
thing negative to happen. Make 
sure to communicate that there 
is risk. Say something like, ‘Hey, 

Mom or Dad or Aunt Martha or Whoever it 
is, there is risk here. You know, I’m going to 
do everything that I possibly can to make this 
successful and produce your return, but I do 
want you to know that there’s risk here.’”

if things go sour, 
the last thing you 
want is to have more 
conflict at next 
year’s thanksgiving.

1. What’s your motivation behind doing this? 
2. Are you doing this because you’re doing me a favor? 
3. Are you hoping to make money off it? 
4. Is this an investment, a gift, or a loan?

Questions to ask family and friends before getting funds4

1
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Large sba up to $5 million

Since 1953, 20 million businesses have re-
ceived direct or indirect help from the Small 
Business Administration. 

In 2011, the SBA approved a record number 
and record amount of lending to small busi-
nesses; approving 61,689 loans, totaling $30.5 
billion, through its two largest lending pro-
grams. 

Especially in this economy, the SBA has given 
banks the confidence to extend loans across 
the country. It could be argued that in many 
cases, those funds would never have been 
made without the SBA backing those loans.
     
Even with those numbers, the SBA has been a 
source of controversy. 

“The SBA has always been criticized that it 
doesn’t do that much,” said Bob Coleman, 
small business lending expert, and owner 
of Coleman Publishing, on a recent Lendio 
podcast. “But 6 percent of this year’s INC 500 
companies started with an SBA loan. Only 4 
percent got a conventional loan. SBA financ-
ing has become very, very important to the 
entrepreneur.”

“Due to the Small Business Jobs Act and a 
return to pre-recession lending levels, over 
61,000 small businesses had access to capital,” 
said SBA Administrator Karen Mills. “SBA 
has provided small businesses with the tools 
they need so they can grow and create jobs. As 
SBA lending levels continue to indicate a re-
bound in small business lending, we will work 
through new programs to fill the gaps created 
in the marketplace.”

The truth is, in many cases, businesses that 
wouldn’t have otherwise secured financing, 
were able to because of SBA-backed loans. 

sba loan details
Small SBA loans are generally unsecured or 
lightly secured loans that provide the lender 
with government guarantees of up to 90% 
(reducing the lender’s risk should a borrower 
default).

A small SBA loan is unsecured or lightly se-
cured and ensured by the government. There 
are no restrictions on the number of small 
SBA loans you can get, except you can only 
have one community express loan. 

sba loan reQuirements
Generally speaking, a borrower must have 
good credit, an accurate business plan, 2+ 
years in business, up-to-date financial projec-
tions, revenue, collateral, and not fall under 
restricted business industries.

2
to Qualify

To Qualify: 2+ years in biz, collater-
al, documentation, revenues; profits;
Interest Rates: 5.8-8.5%
Time to Funding: 1-6 months
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Peer-to-Peer Loans

what is a p2p loan?

A peer-2-peer loan is an alternative to tradi-
tional lending, in which the borrower receives 
a loan from another 
individual(s) rather than 
a lending institution. 
Those with money to 
invest-for-profit can join 
a P2P lending network 
and give out loans to 
those who may not 
qualify elsewhere.

Lenders compete with 
each other to make loans 
in an eBay manner. It often results in lower in-
terest rates for borrowers than are available on 
unsecured loans from financing institutions. 

P2P loans, also known as person-to-person, 
or social lending, has been around since 2005. 
P2P websites profit from fees that charge the 
lenders and borrowers for their service. They 
also perform credit checks, and contract with 
third parties to collect on bad loans.  

growth of the industry by 2013
The Gartner Research Company reports that 
by 2013, there will be $5 billion in outstanding 
business loans. That’s up 66 percent.

“Growth in P2P lending will be driven by 
investors seeking higher returns and borrow-
ers shunning (or being shunned by) banks,” 
according to the Gartner Research Company.

what can you use a p2p loan for?
It can be used for personal use, small business 
funding and debt consolidation.

“Really, (P2P Lending) is a nice outlet for both 
borrowers and lenders, and it’s going to be 
more and more prevalent in the future,” said 
Michal Herzenstein, professor of marketing at 

University of Delaware.

how much can you 
typically get
P2P loans don’t need to be 
huge amounts of money. 
Leading P2P loan compa-
nies, such as our partners 
Lending Club and Prosper, 
offer $1,000 to $35,000 for 
personal loans. They offer 
up to $35,000 for small 

business loans, and debt consolidation up to 
$35,000. Current interest rates can range from 
just less than 6% all the way up to just over 35 
percent.

are there fees with p2p loans?
P2P loans carry several fees charged to the 
borrower. Typically, fees for these loans are 
lower than traditional loans. Transaction fees 
are usually 1% of the sale price. Loan origina-
tion fees, which are usually included in the 
rate, range from 0.5% to 5.00%.

3 To Qualify: Good credit above 
640, consistent income, no col-
lateral required

“growth in p2p lending 
will be driven by investors 
seeking higher returns and 
borrowers shunning (or 
being shunned by) banks.”
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Crowdfunding
Crowdfunding is the next evolution of peer-
to-peer lending, and the latest in the concept 
of microlending to the Internet. Crowdfund-
ing is a term used to describe individuals 
coming together to support -- and directly 
fund -- projects by other 
individuals and organiza-
tions. 

There are two kinds of 
crowdfunding: equity 
based and reward based. 
Equity is trading funds 
for ownership in your 
company. Rewards-based 
crowdfunding is trading 
funds for various types of rewards. 

For example, if you own a pizza restaurant and 
were looking for rewards-based crowdfund-
ing, you could ask for $500 in exchange for 
a year’s supply of pizza, or naming a signa-
ture pizza after the investor. In equity-based 
crowdfunding, you would ask for $500 in 
exchange for part ownership in the company.

For many small businesses and startups, 
crowdfunding can be the ideal solution to get-
ting financing -- especially when nothing else 
works.

Crowdfunding is only looking to get more 
popular in the future. Congress passed The 
Entrepreneur Access to Capital bill in No-
vember, 2011, which will allow equity capital 
raises of up to $1 million annually ($2 mil-
lion if the  issuer provides audited financial 
statements), from an unlimited number of 
non-accredited investors. The one limitation is 
that individual investments will be limited to 
the lesser of $10,000 or 10% of the investor’s 
annual income.

David Lavinsky, founder of Growthink, talked 
about the good news from this bill:

“The good news is that the bill will dramati-
cally increase the number of potential equity 

investors in your company 
by 30 TIMES.

Before this bill, In the 
United States you could not 
use Crowdfunding to raise 
equity for your business, 
because equity transactions 
are regulated by the Securi-
ties and Exchange Com-
mission. 

“Currently, there are approximately 1.7 mil-
lion US households that meet the criteria 
of being accredited investors. But there are 
51.7 million US households with household 
income of $50,000 or above (that will be able 
to write equity investment checks for $5K or 
more),” Lavinsky said. “So, the good news is 
that the number of potential friends and fam-
ily, and angel investors will grow dramatically 
once this bill is passed.”

Lavinsky tells the story of Scott Wilson, who 
had an idea for a product that turned an iPod 
Nano into a multi-touch watch. He offered 
the product on a Crowdfunding site for a $25 
donation.  Lavinsky said more than 13,500 
people funded Scott, giving him a total of 
$942,578.

Not only can crowdfunding generate funds, 
but by pre-selling your product, you are 
simultaneously marketing it and gathering re-
search about how well it sells. You can use that 
information to make your product or service 
more appealing to your audience. 

4
for many small businesses 
and startups, crowdfunding 
can be the ideal solution to 
getting financing -- especial-
ly when nothing else works.
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3 tips for successful  
crowdfunding
asses your financial goals
In order to start your Crowdfunding project 
it is important to assess what your financial 
goal is. Gauging your first and second-degree 
networks is vital for determining the scope 
of your project goal. Can your immediate 
network be galvanized to fund a $500 or a 
$5,000 or a $10,000 project? Create a simple 
barometer based on the number of people in 
your network – i.e. Facebook friends, Twitter 
followers, mailing list participants, etc. If each 
person gave $20-60, what would be the total?

This figure gives you ballpark indicators for 
building reasonable expectations. Make the 
goal the lowest amount possible to success-
fully pull the project off. The bigger your audi-
ence size and the more it is energized with a 
deeper connection to you and each other, the 
bigger your potential goal can be.

compelling description
A written description provides the most de-
tailed information about you and your project. 
This should introduce who you are, the back-
story of your project, include an intro to how 
crowdfunding works and most importantly 

have a clear call to action — i.e. the purpose 
of your project. When describing your project 
be sure to describe why it’s important to you. 
If the why is powerful enough for you, it will 
likely resonate with others. Be clear on the 
why. Make it the best project possible. A com-
pelling project takes both emotional and intel-
lectual effort. Remember you are not reaching 
out to customers you are reaching out to your 
community who may also be customers.

launch
Once you have your project outlined with a 
story to tell, and your strategy in place, you 
are ready launch. Handpick 15 to 25 people 
in your network that love what you do and 
know what you are all about. These should 
be your “loyalists” — the friends, family, and 
fans that trust you. It is very important to 
have your first followers primed and ready to 
contribute to you right after you launch your 
project. This sets the stage for the next steps 
and provides the public social proof of your 
credibility.

Take ownership of your crowdfunding cam-
paign. It is an active process, and you need 
to keep galvanizing your community around 
your goal.

Funding is limited to the amount you can personally raise. Most crowdfunding re-
sults do not mirror Scott above. Most are less than $20,000.

Your business idea is exposed to the public. While this may be good in many ways, 
you do risk creating copycats. 

Funds may be subjet to the SEC, pending the status of the new bill mentioned 
above. 

An Intuit study says that 21% of projects don’t receive any pledges, and 43% of all 
projects are successful. 

before you jump in to the crowdfunding game, consider
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on Deck -- up to $150,000

On Deck Capital is a business-to-business 
lender that looks at risk a little bit different 
than a bank. Credit isn’t an issue. Cash flow is. 

On Deck will still pull credit, but it will give 
a loan for $100,000 to someone with a 550 
credit score that a bank would never touch. 
On Deck gauges risk based on things like the 
past six months of deposits into the checking 
account and credit card swipes. 
 
on deck looks at cash flow and an-
swers Questions like:
•	 Is the business gaining customers or losing 

customers? 
•	 Are deposits going up or down? 
•	 Does the business have enough money to 

pay us back? 
•	 Is there enough cash flow?” 

To mitigate risk, On Deck takes a daily pay-
ment out. So, if it’s a one year term, every 
single day a small payment comes out. This 
enables them to fund businesses with low 
credit. 

“If the business goes through the whole month 
and they’re short on money at the end of the 
month, and they have a big payment they have 
to pay, that’s maybe the payment that’s going 
to go late,” said Levi King, president of Lendio. 
“But if it’s just a small amount that comes out 
every day, and they’ve looked at all the bank 
statements and can see that no matter what, 
they’ve always got $5,000 in their account. 
And we’re only taking out a hundred bucks a 
day, again, it’s just a different way of doing a 
loan that mitigates risk for someone that has a 
lower credit score.”

On Deck interest rates are usually higher than 
a traditional bank loan. But for many busi-
nesses, On Deck makes perfect sense. 

“As a business, you may choose to take on 
some financing at a high interest rate because 
you have an opportunity in front of you where 
you can easily pay for that, plus have an ad-
ditional return,” King said. “The business that 
says yes to an alternative loan that is higher 
cost, let’s say a retail shop that needs to stock 
up for the holidays, if they’re buying goods 
from China or somewhere for 13 cents and 
marking them up for $2, and they now have 
to factor in an extra few cents per product in 
high interest rate, they can cover it.”

5 To Qualify: 1 year of constant 
revenue. Credit doesn’t matter. 
High volume deposits. Good for 
restaurants, retail, etc.
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superior -- funding up to 0-$25,000

In recent years, startups have had the most 
difficult time getting financing. Without time 
in business, without revenue, without any 
credit, many lenders say, “No way!”

The other real pain point 
for business owners has 
been getting a loan for 
$25,000 or less. For most 
traditional banks, smaller 
loan amounts are just not 
worth it. 

“Banks don’t have an un-
derwriting process that’s quick and accurate,” 
said Brett Child of Lendio, who works directly 
with alternative lending partners. “The overall 

costs for a bank is cost prohibitive and just 
don’t make sense. But Superior can do it; they 
can do small business loans quickly, and well.”

Superior, one of our most valued partners, has 
become the answer for startups and for those 
looking for smaller amounts of financing up 
to $25,000. In 2010, they were the leading SBA 
lender in the nation in terms of total number 
of loans funded. One of Superior’s main man-
tras is to help the little guy that nobody else 
will take a risk on. 

Superior offers SBA-backed 
loans, and in 2012 will be 
coming out with a small 
business product called 
Community Express. It’s a 
rapid scoring system that 
takes data from 25 ques-
tions and offers immediate 
approval.

“You can be approved up to $25,000 on the 
spot,” Child said. “This fills a huge gap that 
other banks can’t.”

6 To Qualify: 650+ credit. Good 
for startups and small amounts 
of capital

“you can be approved up 
to $25,000 on the spot. 
this fills a huge gap 
that other banks can’t.” 
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equipment financing -- no limit

Equipment Financing is used exclusively to 
acquire business-use equipment, but can also 
be used to obtain cash on paid-off equipment.
 
Approvals are typically based on credit score, 
collateral, financial history, and value of the 
equipment.

Equipment loans and leases can be obtained as 
an SBA or Sale-Leaseback. Typically they re-
quire collateral. Approvals are based on credit 
score, collateral, financial history and strength, 
and the market value of the equipment.

Some equipment financing programs may 
help replenish cash flow, and more closely 
match the monthly revenue and expense as-
sociated with the purchase. Many equipment 

leaseback programs are good options for those 
who have purchased equipment and wish 
to use the proceeds from new financing as a 
source of additional working capital, or to pay 
off existing high interest debt

Cash-starved businesses may want to consider 
leasing equipment to get access to things like 
computers, copy machines, fax machines, 
trucks, and more. Securing financing for your 
equipment, instead of buying, can reduce the 
amount of cash you’ll need to operate, start or 
raise funds for your business.

When you lease equipment, a manufacturer, 
dealer, or lender either buys or already owns 
the equipment you want. In exchange, you 
make monthly payments to the owner (les-
sor). The monthly payment structure allows 
you to treat the payments as tax-deductible 
business expenses.

Short-term leases might cost you less than 
buying new equipment every year, and some 
even have yearly computer upgrades built into 
them.

7 To Qualify: good credit, downpay-
ment of 10%
Interest Rates: 8-25%
Time to Funding: 1-3 months

Photo by Jeff Golden
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aR and Po financing --
Minimum of $50,000

Account Receivable Factoring and/or Pur-
chase Order Financing may be the best option 
to receive the capital you need for your busi-
ness. Those categories serve as collateral for 
short term working capital loans that you can 
obtain fast and cost effectively. Credit rating of 
the orderer is key in determining eligibility for 
this loan category.

Accounts Receivable Financing (or Purchase 
Order Financing) is selling purchase orders 
or accounts receivables for cash now, or using 
purchase orders as a source of collateral. This 
type of financing is valuable when a contract 
for products or services is received, but the 
business lacks the cash to fulfill on the con-
tract. 

purchase order financing
Lenders will often look at your margins more 
than personal credit when determining ap-
proval. 

For example, let’s say you’re selling 1,000 office 
chairs to XYZ company. You have a purchase 
order for a thousand chairs. 

To get an idea of the gross margin, the lender 
will look at and ask, “What do you need to 
acquire the chairs for? What’s your shipping 
costs going to be?”

Let’s say your gross margin is 40%. The lender 
might give you an advance of 50% and you’ll 
have to come up with 10% on your own to 
cover all your costs. And then when you get 
paid by XYZ, then that’s obviously your gross 
profit.

There are many options to secure A/R or P.O. 
financing that may be available for you now 
and a good fit for your business. 

8
Interest Rate: 8%-30%
Time to Funding: 1-6 Months
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1. P.O. Finance companies like situations where all the parts have worked previ-
ously. A new start-up with their very first purchase order is riskier than a company 
who has been selling the same product from the same supplier over and over, 
this time just happens to be a significantly larger order.

2. The P.O. finance company must be paid in full when the customer accepts the 
shipment, which means the borrower will also be using an invoice factoring com-
pany. The factoring company lets the P.O. finance company know the customer 
has credit, then when the shipment is accepted, an invoice is produced and the 
advance from the factor goes directly to pay the outstanding amount to the P.O. 
finance company.

3. The client borrower must have at least 30% profit margin on the transaction to 
qualify.

4. Most PO finance companies require the goods to go directly to the end user. It 
is rare they will allow the client borrower time to accept the goods, work on the 
product (add things, put it together) and then re-ship the order.

things to know about purchase order financing4

the typical p.o. financing 
scenario is: 
•	 A creditworthy customer who issues a 

bona fide P.O. – an obligation to purchase 
once the goods have been delivered.

•	 The client borrower who needs PO financ-
ing then negotiates with a supplier to 
fulfill the order.

•	 The supplier is asking for cash up front or 
a guarantee of payment.

•	 The borrower has the order they are try-
ing to fill but lacks the capital to guarantee 
payment to the supplier.

•	 When the supplier feels confident they 
will get paid, they produce the product 
and drop ship it to the end user who 
placed the initial order.

http://www.lendio.com/
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accounts receivable (ar) financing
This is also known as factoring and is often 
used for B2B businesses. There are situations 
where a company may be billing only tens 
of thousands of dollars today, but hundreds 
of thousands of dollars within a few months. 
Factoring allows the potential of future pay-
ments to be used today to make payroll, pay 
expenses for operations. Lenders will lend a 
certain percentage of accounts receivable.  

For example, Lendio President Levi King once 
owned an electric sign company, manufac-
turing electric signs and awnings for other 
companies. 

“They would usually pay us 50% to start the 
project,” King said. “We would manufacture 
and install, invoice them, net 30%. And so we 
would always have a pile of accounts reciev-
able, of money that other businesses owed us, 
and that’s pretty solid collateral.”

Lenders will look at that collateral and de-
termine whether it’s good or bad accounts 
receivable, and then they’ll lend on a certain 
percentage of that number. 

reasons to use factoring to get funding3
1. Credit
The decision to fund a borrower is based on the creditworthiness of their 
customers (in this case a government agency or large Prime contractor.) 
They are the ones writing the check that pays off the advance and closes 
out each transaction. So the borrowers Financial Statements (or lack of any) 
is not an impediment to getting access to working capital.

2. Speed
With a minimal amount of paperwork, a factoring account can be set up 
usually in a week to 10 days. Once the factoring agreement is in place you 
can wait for the contract to start and have the ability to make payroll.

3. Availability
Unlike qualifying for a line of credit from a bank, a factoring relationship does 
not have a top end. You do not have to come back and re-qualify for a larger 
line. The factoring relationship grows as your company’s revenues grow.
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business Credit -- 0-$20,000

“Many businesses across the United States 
were built on the back of business credit 
cards,” said Brock Blake, Lendio CEO, in a 
recent interview on K-Talk Radio. 

Business credit doesn’t have the ring of ven-
ture funding, financing, or even a business 
loan. But for a large majority of small busi-
nesses, it is the best -- or only -- option. 

A line of credit can provide a lot of freedom, 
and quick access to badly needed funds. 

Business credit usually comes in the form of 
business credit cards or bank account over-

drafts, ranging from a few thousand dollars 
up to $100,000, in some cases. Approvals are 
typically driven by credit score, debt ratios, 
and credit inquiries. Small lines of credit gen-
erally refer to overdraft credit lines or busi-
ness credit cards. Rates vary based on type of 
financing and a client’s profile.

“You can write checks from it and do wire 
transfers,”   Blake said. “If you’ve got really 
good credit, you can combine several startup 
cards to get up to $50,000 in credit lines. You 
want to be careful, but for some people this 
is your only option. Use it but be disciplined 
with it.”

9
Interest Rate: 8%-24%
Time to Funding: 1-2 Months

“you want to be careful, 
but for some people this 
is your only option. use it 
but be disciplined with it.” 

Photo by Fortyseven
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Corporate Turnaround
Corporate Turnaround is another of our part-
ners that is making a huge difference for small 
business owners. 

what do they do?

Get business out of debt. Mainly through debt 
consolidation and restructuring. They take 
what you can afford monthly and use that to 
negotiate with your creditors.  

Now, before you stop reading right here, we 
know you’re probably saying, “This isn’t about 
getting financing!”

Sure there’s a preconceived notion that debt 
consolidation is like the dentist chair. You 
probably have already gotten a bad taste in 
your mouth when you first read the words, 
“debt consolidation.”  

While it’s not exactly a way to get financing, 
it is a way for businesses to save more money, 
and in many ways is better than getting a loan. 
With Coporate Turnaround, you can create a 
lot of breathing room by extending terms and 
lowering payments. 

“This will alleviate stress for many businesses,” 
said Brett Child, who oversees alternative 
financing for Lendio. “It’s a good solution for 
those with good credit and might save them 
more money than getting another loan and 
adding another burden.”

Corporate Turnaround handles most business 
debts, including vendors, credit cards, and 
many leases and loans. 

10

• Current revenues are below  
break even

• Taking less than a full salary
• Past due with one or more loans
• Using credit cards for the  

business
• Receiving collection calls or  

letters

If this sounds like you, 
corporate turnaround may be your best option:

• Cash flow is tight
• Can’t get financing
• Can’t work on business and 

debts at the same time
• Want to avoid bankruptcy
• Already tried negotiating on 

your own
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acquisition Loan -- 
Up to $5 million

If you need funds to buy another business, this 
is your option. 

Acquisition Loans can be used to acquire, 
refinance, or purchase a business or franchise. 
There are several eligibility factors which can 
include the value of the business, experience 
of the owner, and the past performance of the 
business.

A business acquisition loan is used for financ-
ing a new acquisition, refinancing, or fran-
chise purchase. Oftentimes an SBA guarantee 
is used to secure the funding for the lender. 
The lender will examine the business’s perfor-
mance, the experience of the borrower, and 
the value of the business. Lenders generally 
want to see a new business plan and financial 
projections.

4 things to know about an acQuisition 
loan:
•	 Lenders are looking so see if you have in-

dustry experience
•	 Need down payment (more the better, but 

minimum of 10%)
•	 Lenders will look at cash flow of business 

you’re trying to buy
•	 A lot of moving parts since you’re buying a 

new business

11
To Qualify: Industry experience, 
down payment of 10% and good 
credit. 
Interest Rates: 4.75%-6%
Time to Funding: 1-9 months

Photo by Ben Daltin
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Merchant Cash advance -- 
$0-$100,000

It is important to note that this capital is avail-
able to business’s of many profiles:

•	 Personal credit score down to 500
•	 In business’s for 3 months
•	 Industries that are considered high risk
•	 Minimal profitability
•	 Certain open lien’s and judgments

This type of financing will allow a business to 
borrow against future earnings. Requirements 
for this type of financing are extremely lenient 
due to the nature and terms of the loan. Cash 
Advance purely borrows against credit card 
swipes that your business has. 

Repayment is unique. A withdrawal is made 
daily from the bank or merchant account in 
small amounts. The repayment terms are usu-
ally 6 months to a year.

This type of financing is innovative, unique, 
and easy to qualify for, but must be used in the 
right situations. Generally, credit is not pulled 
and financial documents are not required for 
approval.

The merchant cash advance industry provides 
working capital to small and mid-sized busi-
nesses in need of financing for reasons such as 
the purchase of new equipment or inventory, 
expansion or remodeling, payoff of debt or 
taxes, or emergency funding. 

The merchant advance industry has been 
rapidly growing in recent years as the credit 
crisis has lead to businesses not being able to 
tap conventional sources such as banks and 
commercial finance firms.

advance
The nature of the merchant cash advance 
product requires business owners to have a 
positive need for this alternative financing 
product. While a merchant cash advance is 
not a loan product, the SBA (Small Business 
Administration) does cater to a similar audi-
ence as the MCA (Merchant Cash Advance) 
industry. A traditional advance product un-

12
To Qualify: Consistent monthly 
credit card volume, no credit, fund-
ing in 24 hours
Interest Rates: 18%-22%
Time to Funding: 1 month

flexibility and speed in delivering 
as little as $2k and up to $500k of 
unsecured funding. higher interest 
rates due to the nature of the risk 
for the lender. overall the program 
is helping many merchants that 
have been turned down by conven-
tional means.
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derwrites the average visa/master card volume 
over a four month basis. Unless a cyclical busi-
ness the same monthly average will apply the 
twelve most recent months of processing. 

The guts of this product are the factoring of 
future credit card receivables. Typically there 
are no personal guarantees, or collateral. 
Because this is not a loan, there are no terms 
associated with the purchase agreement. The 
business effectively agrees to sell a portion of 
their future credit card swipes today for a dis-
count. The agreements are usually structured 
in assumptions of repayment, usually esti-
mated in a six to nine month repayment cycle. 
Payoff is very simple. The merchant agrees to 
a small withhold of their future credit card 

swipes. This process takes place until the prin-
cipal is paid down.

business
Business Loans are getting more challenging 
and so the emergence of the Merchant Cash 
Advance industry is booming. Business cash 
advances are accompanied by fast approval 
and even faster cash in merchant’s bank ac-
count. Underwriting is very simple. The 
advance doesn’t show up on personal credit 
of the owner. Businesses continue to show the 
need for the Merchant Cash Advance product. 
“Business Week” reports that the size of the 
merchant cash advance industry jumped 50% 
in 2007, to around $700 million.

interested in a merchant cash advance? 
Answer these questions first:

1. Are you incorporated? With a business bank account and processing 
credit cards?

2. Do you have 3-4 months of operating history on the processing 
account?

3. Is the credit card volume averaging over ($2,000/month starter pro-
gram) ($5,000/month conventional program)?

4. What potential open credit issue’s are there? Foreclosure, bankruptcy, 
judgments, tax liens, less-than 1-year ownership and other rules apply to the 
conventional program (although funding still capable, it becomes more chal-
lenging and mostly falls into the starter program).

5. Do you have 3 months of business bank statements? Bank cash 
flow underwriting requires 3 months of business bank statements to value 
cash flow for an advance on the bank activity alone. No credit card process-
ing necessary. Repayment through daily debit on business banking day via 
ACH (automated clearing house).
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merchant
Merchants want to know how it works and 
what it will mean for them. The business 
owner must use the providers’ credit card 
processor because the advance is paid back 
automatically as a percentage of each batch’s 
proceeds. Business cash advances are unques-
tionably more costly than traditional bank 
loan financing; it is simply an alternative to 
strenuous applications to banks looking for all 
sorts of collateral on the business and person-
ally on the owner. 

This is a rapid financing option that utilizes 
future sales, hence no collateral on the ad-
vance. Cash providers contend that they can 
continue to collect from credit card receipts 
even after a business has filed for bankruptcy 
(when the automatic stay protects the business 
from most loan collection efforts). Credit card 
funding is becoming one of the fastest grow-
ing financing niches in the US. Cash advances 
are not just for little merchants programs are 
available up to $5 million dollars.

This program recently started providing an 
alternative to a split on the credit card receiv-
ables. Its underwritten on the bank cash flow. 
Repayment as well out of the bank account, 
with a fixed debit daily on business banking 
days.

The program also funds nontraditional SIC 
codes of different business types like attor-
neys, accountants and other business that 
don’t conventionally process credit cards.

The starter market has evolved rapidly over 
the course of the last three years. It essentially 
covers all of the fall out of the conventional 
credit card advance program. This programs 
is geared to business’s that can’t qualify for 
a traditional advance. Less than one year in 
business is, open liens, bankruptcies, foreclo-
sure, judgments and high risk industry are 
funded in the program.

As long as there are business’s in need of fast 
money, reliable and unsecured capital, the 
cash advance industry will continue to grow 
and evolve. The cash advance industry is only 
about 10 years old, and has about 400,000 
businesses funded nationally.

However, before you go start submitting your 
information to a merchant cash advance 
provider, make sure you have all your ducks in 
a row. 
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How do you decide which type 
of financing is best for you?
Many business owners think of only two ways 
to get business financing today: get an angel 
investor or go to the local bank and apply for 
a loan. 

That thinking is partly why so many small 
businesses are not getting the capital they 
need. It’s why business loan approval rates 
hover around 10%. Many business owners are 
trying to get capital from the wrong sources. 

Today there are many ways to pursue financ-
ing. But to secure the right financing, each in-
dividual, and each individual business, needs 
to pursue the types of financing that will best 

fit their own unique situation -- whether that’s 
getting the best interest rate and other terms, 
or quick capital.

That’s where Lendio comes in. Business own-
ers can use Lendio’s system for two things: to 
be matched to the lenders they have the best 
chance of qualifying for, and to shop and com-
pare different types of loans and lenders. 

There are more than 3,000 active banks, credit 
unions and other lenders in Lendio’s system. 
Sign up for Lendio now to find the right fi-
nancing for you.

• Understand the 5 C’s: credit, character, collateral, capital, conditions

• Be fully documented (showing tax returns, profits, revenues, financial 
statements, etc.)

• Have a well-written business plan 

• State purpose of loan amount

• Understand what loan will cost you in the end

things to know before applying for a business loan5

connect

Lendio is now free
get funding for your business >
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