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APR For All!

HB 744 HA#1 (Canty-Mayfield)

APR LETS BUSINESS OWNERS ACCURATELY COMPARE PRODUCTS

Annual Percentage Rate (APR) is a measure of the “all-in” cost of financing. It enables people to compare
the prices of their financing options in an apples-to-apples way when financing companies offer different

amounts, fees, interest, lengths, and structures.

The Truth in Lending Act of 1968 established APR as the “unit cost” of financing, just as dollars-per-

gallon is the “unit cost” of gasoline and miles-per-hour is how we compare vehicle speeds. Even if a loan is
used for only six months, APR is still the best measure. By comparison, if you drive for only 30 minutes, we
still use miles per hour to understand how fast you’re going.

Scientific opinion polling commissioned by Small Business Majority reveals that nearly 8 in 10 small
business owners support legislation that would require disclosure of APR and other key terms.

WITHOUT APR, SMALL BUSINESS OWNERS DON’T GET AN APPLES-
TO APPLES COMPARISON

Because small business financing products aren’t covered by the federal Truth in Lending Act, finance
providers can legally mislead business owners to take on debt with hidden fees and APRs as high as 350%,

without ever disclosing these rates to the borrower. 2

The table below is from Federal Reserve research. In order to compare between a “1.15 factor rate,” a “4%

fee rate,” and “9% simple interest,” the Federal Reserve shows that you would use an Estimated APR.

Estimated APRs for select online products

Rate Advertised on . Estimated APR
Website Product Details Equivalent

Total repayment amount $59,000
Fees: 2.5% set-up fee; $50/month administrative fee
Term: none (assume repaid in six months)

1.15 Factor Rate

Approx. 70% APR

Daily payments (assume steady payments five days/week)

* Total repayment amount $56,500
e Feerate: 4% (months 1-2), 1.25% (months 3-6)

4% fee rate o Fees: none Approx. 45% APR
*  Monthly payments

e Term: six-month term

* Total repayment amount $54,500

9% simple interest o Pezs Sl oigiion e Approx. 46% APR
*  Weekly payments

e Term: six-month term
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APR CAN BE CALCULATED FOR ANY FINANCING PRODUCT

Even revenue- or sales-based products can provide an APR. For example, CSBLT member Allies for

Community Business already discloses APR in advertising its revenue-based product.

Recent Ad That Discloses APR for Revenue-Based Financing

Allies for Community Business offers loans up to

‘ Apply TOday $500,000! A4CB’s revenue-based financing (RBF) is

Revenue-Based Financing
up to $500,000

available to established businesses who have a clear plan for

furth th. RBF Eligibilit
P — urther grow igibility

* Revenues of at least $250,000 during the past year

At least two years of business bank transaction history.

No bankruptcies, judgments, tax liens, collection activities, or charge offs in the last 24 months.
Gross margin (revenue less direct costs divided by revenue) of at least 33% over the past year.

Net margin (profit divided by revenue) of at least 5% over the past year.

Revenue-based financing does not require a fixed repayment amount each month; instead, borrowers

repay a fixed percentage of revenues earned each month. Personal collateral is not required for loans

up to $250,000.

Your estimated Annual Percentage Rate will be between

APR CAN BE DISCLOSED FOR

5.2% and 19.5% depending on how quickly you repay.

ANY FINANCING PRODUCT

For questions, contact Louis Caditz-Peck, Executive Director, Responsible Business Lending Coalition,

louis(@borrowersbillofrights.org

! Small Business Majority. “State Opinion Polls: Small business owners say government doesn’t understand their concerns, need help with healthcare costs and other challenges.” Poll conducted

by Chesapeake Beach Consulting for August 13, 2019. https://smallbusinessmajority.org/our-research/entrepreneurship-freelance-economy/small-business-owners-say-government-doesn-t-
understand-their-concerns-need-help-healthcare-costs-and-other-challenges

? Accion Opportunity Fund. Unaffordable and Unsustainable: The New Business Lending. 2016 https://aofund.org/news/unaffordable-and-unsustainable-new-business-lending/

Page 2 of 2


mailto:louis@borrowersbillofrights.org
mailto:louis@borrowersbillofrights.org
https://smallbusinessmajority.org/our-research/entrepreneurship-freelance-economy/small-business-owners-say-government-doesn-t-understand-their-concerns-need-help-healthcare-costs-and-other-challenges
https://smallbusinessmajority.org/our-research/entrepreneurship-freelance-economy/small-business-owners-say-government-doesn-t-understand-their-concerns-need-help-healthcare-costs-and-other-challenges
https://aofund.org/news/unaffordable-and-unsustainable-new-business-lending/

