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Small Business Financing,

Commercial Lending & Alternative
Funding

A comprehensive briefing on SBA programs, bank and online debt products, receivables
financing, high-velocity alternative capital, and what lenders need to see before they say

yes.

Executive Summary

Navigating the commercial finance landscape requires a clear understanding of the trade-offs
between cost, speed, underwriting requirements, and capital structures. Small business funding
options range from government-backed programs with single-digit interest rates to high-velocity
alternative capital tools designed for rapid deployment.

The primary federal vehicle, the U.S. Small Business Administration (SBA) 7(a) program, offers up to $5
million in general working capital and real estate financing, complemented by the 7(a) Working Capital Pilot
(WCP) monitored lines of credit up to $5 million. For major fixed asset acquisition and real estate, the SBA
504 program provides up to $5.5 million in long-term, fixed-rate financing through Certified Development
Companies (CDCs). While SBA loans deliver lower interest rates (typically 5.5% to 9.75%), their processing
times range from 2 to 12 weeks and demand rigorous documentation, including a Debt Service Coverage
Ratio (DSCR) of at least 1.25.

Conversely, private and alternative lenders address short-term liquidity, working capital gaps, and lower
credit profiles through business lines of credit, equipment financing, accounts receivable (AR) financing,
invoice factoring, revenue-based financing (RBF), and merchant cash advances (MCAs). Alternative
mechanisms trade higher capital costs—such as factor rates from 11 to 1.5 or effective APRs exceeding 45%—
for speed, often approving and funding applications within 24 to 72 hours using daily cash-flow analysis
rather than personal FICO scores.

Preparing a successful commercial loan application requires systematic documentation—spanning tax
returns, balance sheets, accounts receivable aging, and beneficial ownership disclosures. Meanwhile,
alternative underwriting—specifically for MCAs—relies on automated bank statement scrubbing, paper
grading (Grades A through D), and checking for cash-flow red flags such as non-sufficient funds (NSFs) and
position stacking.
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01. Federal Small Business Administration (SBA) Loan Programs

The SBA provides loan guarantees to participating lenders to mitigate credit risk and expand funding access
for small businesses that cannot secure standard credit on reasonable terms.

SBA LOAN PROGRAMS AT A GLANCE

SBA 7(a) Program SBA 504 Program
Maxamount $5.0M Maxamount $5.5M

Guarantees Upto85% Structure 50/ 40 /10 split
Term Short & long-term Term 10,20, 25 years
USES USES

e Working capital * Realestate

e Debtrefinancing * Fixedasset construction

* Equipment/Al e Long-term machinery

e Businessacquisition « Debtrefinancing (qualified debt)

» WCPlines of credit

SBA 7(a) Loan Program & Working Capital Pilot (WCP)

The 7(a) program is the SBA's primary funding vehicle for small businesses, delivering maximum loan amounts
up to $5 million.

Approved use of funds: Acquiring, refinancing, or improving real estate/buildings; short- and long-term
working capital; business debt refinancing; purchasing machinery and equipment (including Al-related
expenses); furniture, fixtures, and supplies; and complete or partial ownership changes.

Borrower eligibility standards: Must be a profit-driven, U.S.-based operating entity classified as small
under SBA size guidelines. The borrower must demonstrate creditworthiness, character, repayment
capability, and an inability to obtain desired credit on reasonable terms from non-federal/state/local
government sources. Ineligible entities include non-profits, passive real estate holding companies, and
Speculative businesses.

Application & repayment mechanics: Borrowers apply directly through participating private lenders
(facilitated via SBA Lender Match or local District Offices). Repayment occurs monthly via principal and
interest funded by business cash flow. Existing borrowers utilize Pay.gov or the SBA Loan Portal for direct
servicing.

7(a) Working Capital Pilot (WCP): Offers monitored revolving lines of credit up to $5 million with maturity
terms up to 60 months. Tailored for businesses with at least 1 year of operating history in sectors like
manufacturing, wholesale, or professional services to support contract fulfillment, accounts receivable, or
inventory financing.

SBA loan guarantees: 85% for loans = $150,000; 75% for loans > $150,000.
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LOAN AMOUNT INTEREST RATE CAP (ABOVE BASE RATE)

=$50,000 Base Rate + 6.5%

$50,001-$250,000 Base Rate + 6.0%

$250,001-$350,000 Base Rate + 4.5%

»$350,000 Base Rate + 3.0%
SBA 504 Loan Program

The 504 program delivers long-term, fixed-rate capital financing up to $5.5 million focused on economic
development and job creation.

* Program structure & Certified Development Companies (CDCs): 504 projects are originated through
CDCs—SBA-certified and regulated community-based non-profit partners—working alongside senior
private lenders. A typical funding structure involves a senior lender loan (50%), a CDC/SBA debenture
(40%), and a borrower equity contribution (10%).

* Approved use of funds: Buying land or existing buildings; constructing, modernizing, or renovating
facilities; purchasing long-term equipment/machinery with a minimum remaining useful life of 10 years
(including project-related Al manufacturing equipment); and debt consolidation/refinancing under
specific guidelines (13 CFR 120.882 paragraphs e and g).

¢ Prohibited uses: Working capital, inventory purchases, debt consolidation non-compliant with 13 CFR
120.882 rules, and speculative or rental real estate investments.

e Terms and pricing: Maturity terms are available at 10, 20, and 25 years. Interest rates are pegged to a
margin above current market yields for 10-year U.S. Treasury issues. Program fees equal approximately 3%
of the debt and can be financed directly into the loan amount.

02. Commercial Bank & Online Debt Products Matrix

Selecting the right commercial loan structure requires balancing speed, rate, credit score requirements, and
term length.

FINANCING TYPICAL RATE / MIN. SPEED TO

TERM LENGTH PRIMARY USE CASE
PRODUCT PRICING CREDIT FUNDS

SBA7(a) Loan 6.5%-9.75% Upto25years 680+ 2-8weeks  Establishedbusinessgrowth,
debt refinancing

SBA 504 Loan 55%-8.5% 10-25years 680+ 6-12weeks Commercial real estate, major
long-term equipment

BankTermLoan 7% -14% 1-10years 660+ 1-4weeks Expansion, working capital,
acquisitions
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FINANCING TYPICAL RATE / MIN. SPEED TO

TERM LENGTH PRIMARY USE CASE
PRODUCT PRICING CREDIT FUNDS
Online TermLoan 9% - 45% 3months -5 600+ 1-3days Fast capital needs, lower credit
years profiles
Business Line of 8% -36% Revolving (1- 620+ 1-5days Ongoing working capital,
Credit 5yrs) seasonal cash gaps
Equipment 4% -20% 2-7years 620+ 1-3days Machinery, commercial vehicles,
Financing technology
Invoice Financing 1% -5% per 30 Until invoice 550+ 24-48 B2B operations with slow-paying
days paid hours clients
Merchant Cash Factorrate 1.1- 3-18 months 500+ 24 hours High card-volume retail, urgent
Advance 1.5 liquidity

Traditional Bank vs. Online Term Loans

 Traditional bank loans: Provide lower rates (7%-14%) for established enterprises with over 2 years in
business, annual revenues exceeding $250,000, and personal credit scores of 660+. Approval takes up to
amonth and requires exhaustive tax and financial disclosures.

¢ Online term loans: Account for over 40% of small business lending volume. They leverage automated
underwriting technology to deploy capital within 24 to 72 hours for borrowers with credit scores starting
at 600, albeit at higher interest rates (9%-45%).

Working Capital Lines of Credit

* Revolving structure: Borrowers access a pre-approved credit ceiling, pay interest strictly on drawn
principal, repay, and re-borrow as operational needs require.

» Secured vs. unsecured: Secured lines require pledging assets (accounts receivable, inventory, real
estate) to obtain lower interest rates and higher credit limits. Unsecured lines require no collateral but
carry higher rates and reduced credit ceilings.

e Operational covenants: Standard bank lines often mandate an annual “rest period,” requiring the balance
to be paid down to zero for at least 30 consecutive days every year.

Equipment Financing vs. Equipment Leasing

e Equipment loans: Cover 80% to 100% of an asset’s purchase price using the equipment itself as self-
collateralizing security. Rates range from 4% to 209 across 2- to 7-year terms. Borrowers retain
ownership and equity.

e Equipment leases: Operate as rental agreements suited for rapidly depreciating technology or assets
needing frequent upgrades, preserving short-term working capital without building asset equity.
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05. Accounts Receivable (AR) Financing vs. Invoice Factoring

B2B businesses facing liquidity bottlenecks due to 30- to 90-day client payment terms can monetize
outstanding receivables using AR financing or invoice factoring.

MONETIZING ACCOUNTS RECEIVABLE

Invoice Factoring AR Financing

Structure Legal sale of invoices Structure Line of credit / loan
Collections Factor collects payments Collections Business collects payments
Customer knowledge Public Customerknowledge Private

Advancerate 80% -90%+ Advancerate Based onledger

Fees 1% -5% [ month Fees Monthlylinerate
RECOURSE TYPE BORROWING BASE

e Recourse e Revolving credit

* Non-recourse * Whole ledger

INVOICE FACTORING WORKFLOW — EXAMPLE

Sellerissuesinvoice Sells to factor, receives Customer pays factor Factorreleasesreserve
advance directly ($1,000) minus fee
$10,000 N N - ($400)
$9,000 $10,000
90% $600

Invoice Factoring (Sale of Asset)

e Mechanics: A business sells individual unpaid invoices to a third-party factor. The factor advances 80% to
90%+ of the invoice value upfront. The factor assumes direct collection responsibilities from the end
customer. Upon collection, the factor remits the remaining reserve balance minus a factoring fee (typically
1% to 5% per month or 1% per week).

e Customer relationship & transparency: Factoring arrangements are non-confidential. End customers are
formally notified to remit payments directly to the factoring company.

e Recourse vs. non-recourse factoring:

o Recourse factoring: The selling business remains financially liable if the end customer fails to pay the
invoice.

o Non-recourse factoring: The factoring company absorbs the bad debt loss if the customer defaults
due to insolvency, making non-recourse factoring more expensive.

Accounts Receivable (AR) Financing (Collateralized Loan)

* Mechanics: The business uses its entire accounts receivable ledger as collateral to back a revolving
credit line or borrowing base. The business draws funds against the ledger, retains full management of
collections, and repays the lender as customers pay their accounts.
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e Privacy: AR financing arrangements remain confidential; customers are unaware of the lender’s
involvement and continue paying the business directly.

04. High-Velocity Alternative Capital: RBF & MCAs

When conventional lenders decline applications due to poor personal credit, brief operating histories, or
urgent timelines, businesses often turn to revenue-contingent capital alternatives.

Revenue-Based Financing (RBF)
e Structure: Lenders provide an upfront capital lump sum in exchange for a fixed percentage of ongoing
gross monthly revenue.

* Repayment dynamics: Payback totals range from 11x to 1.5x the advanced principal over 12 to 24 months.
Remittance amounts fluctuate directly with top-line monthly income, reducing debt service burden during
slow business cycles. RBF is widely adopted by SaaS, e-commerce, and subscription companies.

Merchant Cash Advances (MCAs)

¢ Legal structure: An MCA is legally framed as a purchase of future receipts, not aloan. The business sells
a set amount of future sales revenue at a discount in exchange for immediate cash.

» Cost metrics & factor rates: MCAs do not utilize interest rates (APRs). Pricing is determined by a fixed
factor rate (typically 11t0 1.5).

Total Repayment = Advance Amount x Factor Rate

Example: A $50,000 advance at a 1.3 factor rate requires a total payback of $65,000 ($50,000 x 1.3).
Depending on payback speed, effective annualized rates can exceed 100%.

¢ Remittance methods: Payments are collected daily or weekly via automated ACH bank account debits or
direct percentage holdbacks from daily credit card processing volumes.

MCA Underwriting, Risk Scoring & Paper Grades

MCA underwriting evaluates daily bank balances and credit card volume rather than tax returns or credit
scores.

PAPER GRADING MATRIX

A Strong, steady card processing volume; clean bank statements with fewer than 2 NSFs in 90 days;
LowesT consistent positive ending daily balances; stable/growing revenue. Receives the highest advance

RISK
percentages and lowest factor rates.

B Solid mid-range card volume; limited NSFs in 90 days; occasional low balances; stable revenue with
moperaTE Minor fluctuations.
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Reduced card volume; several NSFs in 90 days; frequent low or negative daily balances; declining or
r erraticrevenue. Results in smaller advance sizes and higher factor rates.

Am

Under $5,000 in monthly card volume; under 4 months in business; widespread NSFs, negative
daily balances, and evidence of existing MCA stacking. Frequently declined; if approved, receives
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m
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maximum factor rates and minimal funding amounts.

ITICALUNDERWRITING RED FLAGS

Underwriters review 3 to 6 months of bank statement PDFs to flag high-risk behavior:

Bank statement warning signs: More than 3 NSF items in 90 days; frequent negative daily ending
balances; unexplained large round-dollar deposits or transfers; deposits from non-business accounts.
Fintech bank conflict: Use of online-only banks (e.g., Chime, Varo) that block or conflict with daily
automated ACH debiting protocols leads to frequent automatic rejections.

MCA stacking: The presence of concurrent daily ACH debits from multiple alternative lenders. Stacking
drains daily revenue, elevates default risk, and triggers automatic rejections.

05. Application Requirements & Financial Metrics

Securing commercial debt approval requires structured documentation and clear performance metrics.

Document Checklist

Business verification: Active company website, social media, articles of incorporation, partnership
agreements, operating agreements, EIN verification, and active state licenses.

Beneficial ownership info: Mandatory federal disclosures establishing personal identity details for all
individuals owning or controlling 20% or more of the entity.

Tax documentation: Signed business tax returns for the past 2 to 3 consecutive years, alongside
personal tax returns for primary owners.

Financial statements:

o Balance sheet: Assets, liabilities, and equity structure.

o Income statement: Profitability, gross margins, and operational costs.
o Cash flow statement: Cash inflows and outflows.

o Projections: Monthly projections for 12 months, followed by 3-year annual projections.

Aging reports:

o Accounts receivable (A/R) aging: Outstanding customer invoices, explicitly highlighting any individual
client accounting for more than 10% of total sales volume.

o Accounts payable (A/P) aging: Itemized outstanding business debt obligations and due dates.

Collateral supporting docs: Real estate deeds, vehicle titles, equipment appraisals, inventory lists, and
executed Letters of Intent (LOI) or Purchase Agreements for business acquisitions.
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Primary Underwriting Ratios

DEBT SERVICE COVERAGE RATIO

DSCR

The foundational ratio used by traditional banksand
SBA lenders to measure a company’s capacity to

DEBT-TO-INCOME RATIO

DTI

Evaluatestotal monthly business debt commitments
against total gross monthly revenue.

service proposed debt obligations from net operating

earnings. Total Monthly Debt Obligations

Total Gross Monthly Revenue
Net Operating Income (NOI)

Total Debt Service (Principal + Interest) Threshold: 36% or lower is the maximum generally

targeted by commercial and alternative underwriters.
Threshold: 1.25 is the minimum baseline required by
most institutional lenders ($1.25 of net income for
every $1.00 of total debt obligation). Aratio below 1.0
indicatesaninability to cover debt service from
operating earnings.

06. Strategic Decision Framework

IDENTIFY YOUR PRIMARY FINANCING NEED

IMMEDIATE CASH GAP / BAD
CREDIT

MAJOR FIXED ASSETS / REAL
ESTATE

ONGOING WORKING CAPITAL

Check qualification: 620+ credit
Check qualification: B2B

invoices? - card sales volume?

Check qualification: 680+ credit score - Steady cash flow

Secured LOC
+ Rate: 8-36%

score - 2+ years operating history

SBA 504 Loan Invoice Factoring

* Rate:55-8.5% , * Fee:1-5%/mo
* Revolving

e Term:10-25yrs . Speed:1-5days e Fastcash

e Speed: 6-12 wks e Speed: 24-48 hrs

Unsecured LOC

SBA 7(a) Loan _ MCA / RBF
* Rate: higher

e Rate:6.5-9.75% . e Factor:11-1.5
e Lowlimits

e Term:upto25yrs . Speed: 1-5 days e Daily ACH

e Speed: 2-8 wks e Speed:24hrs

1. Match assets to debt maturities: Use long-term debt (SBA 504, 10-25 year terms) for long-term fixed
assets and real estate. Match short-term needs (inventory, seasonal payroll) with short-term borrowing
mechanisms (lines of credit, 12-month online term loans).

2. Evaluate total payback cost over stated rates: Convert all quoted costs into total dollar payback figures.
A short-term advance using a 1.3 factor rate appears simpler than an 18% APR term loan, but its effective
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cost over a 6-month repayment period is significantly higher.

3. Audit cash-flow patterns before applying: Clear up negative daily ending balances, eliminate non-

sufficient fund occurrences, and ensure bank accounts are free of unauthorized daily ACH debits before
submitting formal business financial packages to lenders.

Find the right capital for your business.

P&LCapital structures equipment lending, working capital, SBA loans, lines of credit, receivables factoring

and more—matched to how your business actually earns. A short call, no application yet.

Web plbusinesscapital.com Phone (727) 336-0680 Email peter@plbusinesscapital.com

Hours Mon-Fri-9a-6p ET - St. Petersburg, Florida

This document is for general educational purposes only and is not legal, tax, or financial advice. Rates, terms, program limits, and qualification criteria are

typical ranges, change over time, and vary by lender. Loan products subject to credit approval and underwriting. PSL Capital is the financing brand of P&L
Insurance LLC.
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