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SMALL BUSINESS ASSET FINANCING 
GUIDE 

Annual Percentage Rates, Loan Terms & Key Conditions 

 

A Practical Reference for Startup and Early-Stage Small Business Owners 

Covering Tangible and Intangible Asset Classes  •  Updated March 2026 

⚠  IMPORTANT DISCLAIMER 

 

APR ranges in this guide reflect current market conditions as of early 2026 and are provided for planning 
and budgeting purposes only. Actual rates offered by any lender will depend on your credit score, business 
history, collateral quality, loan-to-value ratio, and prevailing Federal Reserve benchmark rates. 

 

This document does not constitute financial, legal, or tax advice. Always engage a licensed lender, CPA, 
and/or attorney before executing any financing agreement. 

 

How to Use This Guide 
This reference document is organized in two parts: 

• Part 1 — Master Summary Table: A single at-a-glance view of APR ranges, loan terms, and down 
payment requirements across all 10 asset classes. 

• Part 2 — Asset-by-Asset Detail Sections: Each asset class gets its own section covering APR drivers, 
loan structure, lender sources, insurance/collateral requirements, and common pitfalls. 

Key terms used throughout: 

Term Definition 

APR Annual Percentage Rate — the true annualized cost of borrowing, including interest and lender 
fees. Always compare loans using APR, not stated interest rate alone. 

Useful Life The IRS-defined period over which a business depreciates or amortizes the asset for tax purposes. 
Loan terms often (but not always) align with useful life. 

LTV Loan-to-Value ratio — the loan amount as a percentage of the asset's appraised value. A lower 
LTV (higher down payment) typically earns a better APR. 

SBA Loan Small Business Administration guaranteed loan — government-backed, lower rates, but slower 
processing and more documentation than conventional loans. 

Amortization The schedule by which loan principal is paid down over time. Fully amortizing = paid off by term 
end. Balloon = large lump sum due at end of term. 

Collateral Asset(s) pledged to secure the loan. If you default, the lender can seize collateral. For asset loans, 
the purchased asset is typically the primary collateral. 



Small Business Asset Financing Guide  |  APR & Loan Terms Reference 

Prepared for Informational Purposes Only  •  Consult your lender, CPA, or financial advisor before committing to any financing arrangement.   

 

Part 1 — Master APR & Terms Summary 
The table below provides a consolidated reference for all asset classes covered in this guide. For detailed terms, 
conditions, and lender guidance, see Part 2. 

 

Asset Category Asset Type IRS Useful 
Life 

Typical APR 
Range 

Typical Loan 
Term 

Typical Down 
Payment 

Tangible Real Estate – Land Indefinite 6.5% – 9.5% 10–25 years 20%–35% 

Tangible Real Estate – Building 39 years 6.0% – 9.5% 15–25 years 10%–30% 

Tangible Furniture & Fixtures 7 years 7.0% – 20.0% 3–7 years 0%–20% 

Tangible Vehicles 5 years 5.5% – 14.0% 3–7 years 0%–20% 

Tangible Equipment & Machinery 6 years 
(MACRS 5-
yr) 

6.0% – 20.0% 3–10 years 0%–20% 

Tangible Leasehold Improvements 15 years 6.5% – 15.0% 5–10 years 10%–30% 

Tangible Computers / Laptops / 
Servers 

5 years 8.0% – 25.0% 1–5 years 0%–10% 

Intangible Patents 15 years 8.0% – 25.0%* 3–10 years 20%–50% 

Intangible Trademarks 15 years 9.0% – 30.0%* 3–7 years 30%–60% 

Intangible Goodwill 15 years 7.0% – 12.0%** 5–10 years 10%–30% 

* Intangible assets are difficult to collateralize. Rates shown are for IP-backed financing or loans secured by other business assets. 
Many lenders require a personal guarantee. 

** Goodwill financing typically arises in business acquisitions (SBA 7(a) loans). Standalone goodwill financing is extremely rare. 
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Part 2 — Asset-by-Asset Financing Detail 
Each section below covers the financing landscape for a specific asset class. Sections follow a consistent format: 
APR Range, Loan Structure, Lender Types, Key Requirements, and Common Pitfalls. 

 

A.  Real Estate — Land 

IRS Classification: Tangible Asset  |  Useful Life: Indefinite (Not Depreciated) 

 

Financing Factor Details 

Typical APR Range 6.5% – 9.5% (conventional); 6.0% – 8.5% (SBA 504 with land + improvement 
package) 

Loan Term 10 to 25 years; shorter terms are more common for raw/unimproved land 

Down Payment 20% – 35% of purchase price; raw land requires 30–35% due to higher lender 
risk 

Amortization Fully amortizing or balloon payment at 5–10 years with refinance required 

Primary Collateral The land parcel itself; lenders may also require blanket lien on business assets 

Personal Guarantee Almost always required for startup businesses with limited operating history 

 

Lender Sources 

• Community banks and regional banks — most active in raw land lending for local businesses 

• SBA 504 Program — available only when land is purchased with a building or improvement project 
attached 

• Credit unions — competitive rates for owner-occupied commercial real estate 

• Commercial mortgage brokers — can access multiple lenders simultaneously 

Key Requirements and Conditions 

• Property appraisal required — ordered by the lender; cost typically $1,500–$5,000 borne by borrower 

• Environmental Phase I assessment may be required, especially for industrial or previously developed 
land 

• Title search and title insurance required at closing 

• Flood zone determination; if in a FEMA flood zone, flood insurance is mandatory 

• Most lenders require the land be for business use (not speculative investment) for favorable terms 

⚠  Lender Caution — Raw Land 

Raw land (no building, no improvements, no income-producing activity) is the hardest real estate category 
to finance. Many conventional lenders and SBA programs prefer land with an associated construction or 
improvement plan. Expect a shorter loan term (5–10 years), higher down payment (30–35%), and higher 
APR compared to improved commercial real estate. 

 

B.  Real Estate — Building 

IRS Classification: Tangible Asset  |  Useful Life: 39 Years (Nonresidential Real Property) 
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Financing Factor Details 

Typical APR Range 6.0% – 9.5% (conventional); 5.5% – 7.5% (SBA 504 — fixed rate debenture 
portion) 

Loan Term 15 to 25 years; SBA 504 debenture is 20 or 25 years fixed 

Down Payment 10% – 20% conventional; as low as 10% with SBA 504 for owner-occupied 
properties 

Amortization Typically fully amortizing; some conventional loans have 25-year amortization 
with 10-year balloon 

Primary Collateral The building and underlying land; deed of trust or mortgage lien 

Personal Guarantee Required for businesses with less than 3 years of operating history 

Insurance Required Property & casualty insurance; flood insurance if in FEMA flood zone; lender is 
named additional insured 

Lender Sources 

• SBA 504 Loan Program — the premier program for owner-occupied commercial real estate; two-lender 
structure (bank covers 50%, CDC/SBA covers 40%, borrower puts in 10%) 

• SBA 7(a) Loan — more flexible, up to $5M, but variable rate; useful for businesses that also need working 
capital alongside the purchase 

• Conventional commercial mortgage — banks, life insurance companies, CMBS lenders 

• USDA B&I Loan — for businesses in rural areas; competitive rates with government guarantee 

Key Requirements and Conditions 

• Property must be at least 51% owner-occupied for SBA 504 eligibility 

• Commercial appraisal required (MAI-certified appraiser); cost $3,000–$8,000 

• Environmental Phase I assessment required; Phase II may be required if contamination risk is identified 

• Title insurance, survey, and legal review of deed required 

• Property and casualty insurance with replacement cost coverage; lender named as mortgagee/additional 
insured 

• For SBA 504: borrower must demonstrate job creation or community development goals 

• Prepayment penalty: SBA 504 debentures carry a declining prepayment penalty (typically 3% in year 1, 
declining over 10 years); negotiate prepayment terms on conventional loans 

Key Insight — SBA 504 vs. Conventional Mortgage 

 

For most startup businesses purchasing their first commercial building, the SBA 504 program offers the 
best combination of low down payment (10%), long fixed terms (20–25 years), and competitive rates on the 
CDC debenture portion. The trade-off is processing time (60–90 days vs. 30–45 days conventional) and 
owner-occupancy requirements. If speed is critical or you plan to lease out the majority of the building, a 
conventional commercial mortgage may be preferable. 
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C.  Furniture and Fixtures 

IRS Classification: Tangible Asset  |  Useful Life: 7 Years (MACRS 7-Year Property) 

 

Financing Factor Details 

Typical APR Range 7.0% – 20.0%; best rates for businesses with 2+ years of history and strong 
credit 

Loan Term 3 to 7 years; commonly aligned with the 7-year IRS useful life 

Down Payment 0% – 20%; many vendors and lenders offer $0-down programs for creditworthy 
borrowers 

Amortization Fully amortizing, equal monthly payments 

Primary Collateral UCC-1 lien on the furniture/fixtures purchased; may include blanket lien 

Personal Guarantee Required for most startup businesses 

Lender Sources 

• Vendor/manufacturer financing — often the most accessible; many furniture suppliers partner with finance 
companies 

• SBA 7(a) Loan — useful when furniture/fixtures are part of a larger startup package (alongside equipment 
and working capital) 

• Equipment finance companies (e.g., Balboa Capital, Crestmont Capital) — specialize in asset-based 
lending for personal property 

• Business line of credit — for smaller furniture purchases under $25,000; avoid using revolving credit for 
long-lived assets 

Key Requirements and Conditions 

• Itemized invoice required; lender may fund directly to vendor rather than borrower 

• For higher loan amounts, a UCC search will be conducted to verify no prior liens on the assets 

• No specific insurance requirement for most furniture loans, though business owner's policy (BOP) is 
recommended 

• Resale value of furniture/fixtures is low — lenders apply conservative advance rates (60–70% of invoice 
value) 

• Section 179 expensing or bonus depreciation may make financing less attractive vs. a full cash purchase 
— evaluate with your CPA 

 

D.  Vehicles 

IRS Classification: Tangible Asset  |  Useful Life: 5 Years (MACRS 5-Year Property) 

 

Financing Factor Details 

Typical APR Range 5.5% – 14.0%; fleet vehicles and commercial trucks may be 6.5% – 16.0% 

Loan Term 3 to 7 years for commercial vehicles; 2–5 years for passenger vehicles used in 
business 

Down Payment 0% – 20%; $0 down available from manufacturer captive lenders for strong-credit 
buyers 

Amortization Fully amortizing equal monthly payments 

Primary Collateral Vehicle title (lender holds lien until loan paid off) 
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Personal Guarantee Required for startup businesses; established businesses with credit history often 
exempt 

Lender Sources 

• Manufacturer captive finance companies (Ford Motor Credit, GM Financial, etc.) — often best rates for 
new vehicles with promotional offers 

• Bank or credit union commercial auto loans — competitive for used vehicles and fleets 

• SBA 7(a) — available but rarely the best option for vehicles alone; useful when vehicles are part of a 
larger startup package 

• Commercial truck lenders (specialty) — for heavy trucks, semi-trailers, and specialized vehicles over 
10,000 lbs GVWR 

Key Requirements and Conditions 

• Commercial auto insurance is mandatory — minimum liability limits required by lender (often $1M CSL for 
commercial vehicles); lender listed as loss payee 

• Comprehensive and collision coverage required by lender if vehicle value exceeds a threshold 

• For vehicles over 26,000 lbs GVWR: CDL driver requirements and DOT registration may affect insurability 
and financing 

• Vehicle must be titled in the business name (or co-signed by business owner personally) for commercial 
loan treatment 

• IRS luxury vehicle limitations ($12,200 first-year depreciation cap for vehicles under 6,000 lbs in 2026) — 
discuss with CPA before purchase 

• Odometer and VIN verification required for used vehicle loans; age and mileage limits apply (many 
lenders will not finance vehicles over 150,000 miles) 

⚠  Lease vs. Loan — Vehicles 

A commercial vehicle lease (operating lease) keeps the vehicle off your balance sheet and may offer lower 
monthly payments, but you build no equity and face mileage penalties. A loan builds equity and allows full 
depreciation deductions. For startups preserving cash, leasing can make sense short-term — but analyze 
total cost of ownership over 5 years before committing. 
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E.  Equipment & Machinery 

IRS Classification: Tangible Asset  |  Useful Life: 5–7 Years (MACRS 5 or 7-Year, depending on type) 

 

Financing Factor Details 

Typical APR Range 6.0% – 20.0%; heavy industrial equipment is lower (6–12%), specialty/soft 
equipment is higher (12–20%) 

Loan Term 3 to 10 years; typically matches or is slightly shorter than useful life 

Down Payment 0% – 20%; $0 down available from many equipment lenders for new or nearly-
new equipment 

Amortization Fully amortizing; seasonal payment structures available for agriculture/seasonal 
businesses 

Primary Collateral UCC-1 lien on equipment; lender may file a blanket lien on all business assets 

Personal Guarantee Almost universal for startups and businesses under 2 years old 

Lender Sources 

• Equipment finance companies — most efficient path; specialize by industry (medical, construction, 
manufacturing, restaurant) 

• Manufacturer captive finance (Caterpillar Financial, John Deere Financial, etc.) — best for new heavy 
equipment; promotional 0% periods available 

• SBA 7(a) and SBA 504 — excellent for large capital equipment purchases over $250,000; SBA 504 best 
for real estate + equipment combinations 

• Community banks — relationship-based lending; useful when you have an existing banking relationship 

• Equipment leasing — an alternative to a loan; operating leases preserve capital; finance leases (capital 
leases) are economically similar to a purchase 

Key Requirements and Conditions 

• Equipment appraisal or invoice required; used equipment may require independent appraisal 

• Property insurance covering equipment at replacement cost; lender named as loss payee 

• Serial number, model, and year documented in security agreement 

• For specialized equipment (cranes, medical devices, food processing): lender may require proof of 
operator certification or regulatory compliance 

• End-of-term options on leases: understand purchase option (FMV vs. $1 buyout), renewal, or return terms 
before signing 

Key Insight — Section 179 and Bonus Depreciation for Equipment 

 

Under current tax law, businesses may elect to deduct the full cost of qualifying new or used equipment in 
the year placed in service (Section 179 deduction, up to $1.22M in 2026) or apply 60% bonus depreciation. 
These deductions dramatically reduce the after-tax cost of equipment. Consult your CPA before structuring 
the financing — in some cases, a shorter-term loan or even full cash payment maximizes the tax benefit. 

 

F.  Leasehold Improvements 

IRS Classification: Tangible Asset  |  Useful Life: 15 Years (Qualified Improvement Property — QIP) 

 

Financing Factor Details 
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Typical APR Range 6.5% – 15.0%; depends heavily on whether improvements are financed with a 
broader loan package 

Loan Term 5 to 10 years; rarely exceeds remaining lease term 

Down Payment 10% – 30%; harder to collateralize due to improvements being attached to 
someone else's property 

Amortization Fully amortizing; lender will not extend term beyond remaining lease 

Primary Collateral Difficult — lender cannot repossess permanently affixed improvements; relies 
heavily on business cash flow and personal guarantee 

Personal Guarantee Virtually always required 

Lender Sources 

• SBA 7(a) — the most common financing vehicle for standalone leasehold improvements 

• Tenant Improvement (TI) allowance from landlord — negotiate upfront; landlord funds improvements and 
may offer lease concessions in exchange for longer lease commitment 

• Business term loans from community banks — relationship-based; better for established businesses 

• Construction loan converting to permanent financing — if improvements are substantial (e.g., full build-out 
of restaurant or medical suite) 

Key Requirements and Conditions 

• Copy of lease required; lender will confirm lease term exceeds loan term 

• Landlord consent or non-disturbance agreement may be required 

• Builder's risk insurance during construction phase; property insurance after completion 

• City/county building permits and certificates of occupancy required 

• Lien waivers from contractors and subcontractors required at loan closing and upon draw requests 

• Improvements revert to landlord at lease end — this affects residual collateral value 

⚠  Tax Note — QIP & Bonus Depreciation 

Qualified Improvement Property (QIP) is eligible for 60% bonus depreciation in 2026, meaning a business 
could deduct 60% of leasehold improvement costs in the first year. This significantly changes the cash flow 
math. Weigh the tax benefit of faster write-offs against the cash need to self-fund — financing may not be 
necessary if tax savings are substantial. 
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G.  Computers, Laptops, and Servers 

IRS Classification: Tangible Asset  |  Useful Life: 5 Years (MACRS 5-Year Property) 

 

Financing Factor Details 

Typical APR Range 8.0% – 25.0%; vendor/manufacturer financing may offer 0% promotional APR for 
12–24 months 

Loan Term 1 to 5 years; rarely beyond 3 years for desktop hardware due to rapid 
obsolescence 

Down Payment 0% – 10%; technology lenders are often aggressive with $0-down programs 

Amortization Fully amortizing monthly payments 

Primary Collateral UCC-1 lien on hardware; low residual value means lenders rely heavily on 
business cash flow 

Personal Guarantee Required for startups and most small businesses 

Lender Sources 

• Manufacturer financing (Dell Financial Services, Apple Financial Services, CDW) — best for new 
hardware; 0% APR promotional periods common 

• Equipment finance companies — handles mixed technology/hardware packages 

• Business credit card (for small purchases under $5,000) — convenient but highest effective APR if not 
paid monthly 

• SBA 7(a) — rarely used for technology alone; consider as part of a broader startup package 

Key Requirements and Conditions 

• Technology depreciates rapidly — avoid over-financing; loan term should not exceed 3 years for most 
hardware 

• For server infrastructure: consider whether cloud/SaaS alternatives (monthly OpEx) are more cost-
effective than owned hardware (CapEx with financing cost) 

• Software licenses and SaaS subscriptions are not financeable as assets; they are operating expenses 

• 0% promotional APR offers: read terms carefully — deferred interest charges (full retroactive interest if 
not paid by period end) are common with vendor financing 

• Business property insurance covers hardware; cyber liability insurance recommended separately for data 
security 

 

H.  Patents (Intangible Asset) 

IRS Classification: Intangible Asset  |  Useful Life: 15 Years (Section 197 Amortization) 

 

Financing costs for patents are unique: costs typically consist of attorney fees, USPTO filing fees, and 
prosecution costs rather than a traditional asset purchase. The resulting patent has value as IP collateral, but 
financing the creation or acquisition of patents is specialized. 

 

Financing Factor Details 

Typical APR Range 8.0% – 25.0% for IP-backed loans; 15%–30%+ for revenue-based IP financing 

Loan Term 3 to 10 years; tied to remaining patent life and commercial revenue projections 

Down Payment 20% – 50%; lenders are conservative due to difficulty valuing and liquidating IP 
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Amortization Term loan or revenue-share structure; some IP financiers take royalty streams as 
repayment 

Primary Collateral The patent itself (assignment of patent rights to lender as security); often requires 
blanket lien on business 

Personal Guarantee Almost always required 

Lender Sources 

• SBA 7(a) — available for patent attorney costs as part of startup financing; IP itself cannot be primary 
collateral for SBA loans 

• IP-backed lenders (Brevet Capital, Acacia Research, IP Finance Group) — specialty lenders that 
underwrite patent value 

• Venture debt / growth capital lenders — often pair IP financing with equity-like warrants 

• Business owner credit/personal loan — practical option for attorney fees under $50,000 

• R&D tax credit bridge financing — if your patent work qualifies for R&D tax credits, some lenders advance 
against the credit 

Key Requirements and Conditions 

• Patent valuation by a certified IP appraiser is required by most lenders; cost $2,000–$10,000 

• Assignment of patent rights to lender (security interest) filed with USPTO; must be released upon loan 
payoff 

• Freedom-to-operate (FTO) opinion from a patent attorney confirms no infringement risk — lenders may 
require this 

• Patent prosecution costs (attorney fees) are amortized over 15 years under Section 197 — different from 
expensing; confirm treatment with CPA 

• Insurance: patent infringement insurance and R&D insurance are available but expensive; lenders may 
require errors & omissions coverage for the IP attorney 

⚠  Patent Financing Reality for Startups 

Most traditional lenders will not lend against patents alone for startup businesses. The most practical 
approach is to include patent prosecution costs within an SBA 7(a) startup loan covering multiple asset 
classes. Standalone IP-backed financing is generally only available once the patent has an established 
revenue or licensing history. 

 



Small Business Asset Financing Guide  |  APR & Loan Terms Reference 

Prepared for Informational Purposes Only  •  Consult your lender, CPA, or financial advisor before committing to any financing arrangement.   

 

I.  Trademarks (Intangible Asset) 

IRS Classification: Intangible Asset  |  Useful Life: 15 Years (Section 197 Amortization) 

 

Trademarks protect brand identifiers (names, logos, slogans). For startups, the primary financing need is attorney 
fees for registration and any brand acquisition costs. Established trademarks (particularly well-known consumer 
brands) can carry significant value and serve as collateral in specialized financing structures. 

 

Financing Factor Details 

Typical APR Range 9.0% – 30.0%; varies widely; established brands with licensing revenue may 
qualify for 9–15% 

Loan Term 3 to 7 years; trademarks renew indefinitely with continued use — term less 
constrained than patents 

Down Payment 30% – 60%; lenders are highly conservative on trademark collateral for new 
brands 

Amortization Term loan or royalty-based repayment 

Primary Collateral Trademark registration; brand licensing revenue streams (if any) 

Personal Guarantee Required for startups; may be waived for established brands with demonstrable 
licensing income 

Lender Sources and Key Conditions 

• For startup trademark registration costs (typically $3,000–$15,000 in attorney + USPTO fees): include in 
SBA 7(a) startup loan rather than seeking standalone trademark financing 

• For trademark acquisition (purchasing an existing brand): SBA 7(a) supports IP acquisition as part of a 
business purchase 

• Brand/trademark valuation required for significant financings; methods include relief-from-royalty, income 
approach, and market comparables 

• USPTO registration filing is required for federal trademark status; lender security interest filed with 
USPTO 

• Trademark maintenance — the mark must be actively used and renewals filed every 10 years; failure to 
maintain voids the mark and the collateral 

Key Insight — Trademark vs. Patent Financing 

 

Trademarks are theoretically indefinite in life (as long as maintained), which can make them more valuable 
long-term collateral than patents (which expire). However, startup/new trademarks have minimal 
demonstrable value. Focus on getting trademark registration done correctly (invest in experienced IP 
counsel), and include the cost in your startup financing package rather than treating it as a standalone 
borrowing need. 

 

J.  Goodwill (Intangible Asset) 

IRS Classification: Intangible Asset  |  Useful Life: 15 Years (Section 197 Amortization) 

 

Goodwill arises in a business acquisition when the purchase price exceeds the fair market value of identifiable net 
assets. It represents the premium paid for customer relationships, brand reputation, workforce, and going-concern 
value. Goodwill is never self-created for accounting purposes — it only appears in the books after an acquisition. 
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Financing Factor Details 

Typical APR Range 7.0% – 12.0% (within SBA 7(a) acquisition loans); standalone goodwill financing 
does not exist as a separate product 

Loan Term 5 to 10 years; SBA 7(a) for business acquisition allows up to 10 years 

Down Payment 10% – 30% of total acquisition price (which includes goodwill value) 

Amortization Fully amortizing; SBA 7(a) requires no balloon payments 

Primary Collateral Goodwill itself is NOT acceptable collateral on its own — the entire acquired 
business (tangible assets + cash flow) secures the loan 

Personal Guarantee Always required for the full loan amount by SBA 

Lender Sources 

• SBA 7(a) — the dominant financing vehicle for small business acquisitions involving goodwill; will finance 
up to $5M 

• Seller financing (seller carry-back note) — very common for a portion of the goodwill value; seller may 
take a subordinated note at 5–8% for 3–5 years 

• Conventional business acquisition loans — offered by banks; typically require stronger collateral 
coverage and larger down payments than SBA 

Key Requirements and Conditions 

• Business valuation by a Certified Valuation Analyst (CVA) or similar credentialed appraiser required by 
lender 

• Quality of earnings (QoE) analysis — lender will scrutinize 3 years of financial statements; may require 
accountant-prepared or audited financials 

• Purchase agreement review by an attorney; asset purchase vs. stock purchase structure has significant 
tax implications (discuss with CPA) 

• Seller non-compete agreement typically required as loan condition — protects the goodwill value being 
purchased 

• Under GAAP, goodwill is not amortized for financial reporting but IS amortized over 15 years for income 
tax purposes — creates a deferred tax consideration 

• SBA requires that seller financing be on full standby during the SBA loan term if seller note represents 
more than 10% of purchase price 

⚠  Overpaying for Goodwill — A Common Startup Mistake 

Goodwill is the most subjective component of any business acquisition. Sellers often place a high value on 
their customer relationships and reputation; buyers must validate this with hard data (customer retention 
rates, revenue concentration, contract length, owner dependency). Before financing goodwill, ask: How 
much of the revenue leaves with the selling owner? If significant, the goodwill value may be impaired from 
Day 1. 
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Part 3 — Working With Lenders: What You Need to Have 
Ready 
Regardless of asset type, lenders will evaluate four core criteria — often called the Four C's of Credit. 
Understanding what lenders look for allows you to prepare a stronger loan package and potentially negotiate 
better rates. 

 

The Four C's What Lenders Evaluate 

1.  Capacity Your ability to repay — measured by Debt Service Coverage Ratio (DSCR). Lenders 
typically require DSCR of 1.25x or higher (i.e., $1.25 of net income for every $1.00 of 
annual debt service). 

2.  Capital Your equity stake — down payment and existing net worth. More skin in the game = 
lower lender risk = better rate. 

3.  Collateral Assets pledged to secure the loan. Lenders apply advance rates (% of appraised 
value) based on liquidity. Real estate = 70–80%; equipment = 50–70%; intangibles = 
20–50%. 

4.  Character Your credit history and business reputation. Personal credit score (minimum 680 for 
most SBA loans; 720+ for best conventional rates) plus business credit profile. 

Documents Typically Required for a Business Loan Application 

Document Purpose 

Personal financial statement Establishes personal net worth and liquidity as secondary repayment source 

Personal tax returns (3 years) Validates income; lenders use Schedule C or K-1 income, not W-2 

Business tax returns (3 years) If existing business; shows profitability trend and actual cash flow 

Business plan with financial 
projections 

Required for startups with no operating history; 3-year pro forma P&L and 
cash flow 

Business bank statements (12 
months) 

Shows actual cash flow and operating patterns 

Asset purchase agreement or 
invoices 

Establishes the cost basis for the asset being financed 

Accounts receivable/payable 
aging schedule 

For existing businesses; shows liquidity quality 

Organizational documents Articles of incorporation, operating agreement, EIN confirmation 

Resume of owner(s) Demonstrates industry experience and management capability 

APR Negotiation Tips 

• Get competing offers from at least 3 lenders before accepting any term sheet — APR differences of 1–2% 
on a $500,000 loan represent $5,000–$10,000+ in annual interest cost 

• Offer additional collateral — cross-collateralizing with other owned real estate or equipment can lower 
your rate 

• Increase your down payment — moving from 10% to 20% down reduces lender risk and often triggers a 
rate improvement of 0.5–1.0% 

• Shorten the loan term — a 5-year loan typically carries a lower rate than a 10-year loan for the same 
amount 

• Establish a banking relationship first — maintaining operating accounts, payroll, and merchant services at 
the lending bank often earns relationship pricing discounts 
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• Fix vs. float — if interest rates are near cycle highs, locking in a fixed rate provides certainty; in a falling 
rate environment, a variable rate tied to Prime or SOFR may be advantageous 

 

Part 4 — Special Topics for Startups 

When You Have No Operating History 

Startups face the classic chicken-and-egg problem: lenders want financial history, but you need the loan to create 
that history. Strategies to overcome this: 

• Lead with a strong business plan — detailed market analysis, realistic revenue projections with 
assumptions clearly documented, and a demonstrated customer pipeline 

• Maximize personal creditworthiness — a personal credit score of 720+ and personal net worth/liquidity 
significantly strengthens your application 

• Use SBA programs — SBA 7(a) and 504 are specifically designed for situations where conventional 
lenders might hesitate; the government guarantee reduces lender risk 

• Consider CDFI lenders — Community Development Financial Institutions specialize in underserved small 
business markets and often have more flexible underwriting standards 

• Industry experience matters — demonstrating 5–10 years of experience in the industry you are entering 
partially compensates for lack of business operating history 

Loan Packaging — Combining Multiple Assets 

Many startups need to finance multiple asset classes simultaneously (e.g., equipment + leasehold improvements 
+ vehicles + working capital). Rather than separate loans for each, consider: 

• SBA 7(a) — can package multiple asset types plus working capital into a single loan up to $5M; 10-year 
maximum term for mixed-use loans 

• SBA 504 — best when real estate is the largest component; pairs with a bank loan for other assets 

• Equipment and term loan bundle — many community banks will offer an equipment loan alongside a 
working capital line of credit under a single master credit agreement 

• Be aware that combining short-lived assets (computers, furniture) with long-lived assets (building, land) in 
a single loan forces an averaging of loan terms — ensure the blended term makes sense for your cash 
flow 

Total Cost of Financing — A Simple Framework 

APR alone does not tell the complete financing story. When evaluating any loan, calculate the Total Financing 
Cost (TFC): 

Cost Component How to Estimate 

Interest (APR × Loan Balance) Use an amortization schedule to sum total interest paid over the full loan term 

Origination/closing fees Typically 0.5% – 3.0% of loan amount; add to first-year cost 

Appraisal, title, legal fees Direct out-of-pocket; estimate $1,500 – $15,000 depending on asset type 

Insurance premiums Annual cost of required insurance coverages over loan term 

Prepayment penalty (if 
applicable) 

Review term sheet carefully; can be 1%–5% of remaining balance 

Lost tax deductions Financing cost may reduce the timing benefit of Section 179/bonus 
depreciation — model with CPA 

Total Financing Cost (TFC) Sum of all above over loan term; compare to the income or operational benefit 
the asset generates 

 

Final Guidance — The Most Important Question to Ask 
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Prepared for Informational Purposes Only  •  Consult your lender, CPA, or financial advisor before committing to any financing arrangement.   

 

Before committing to any asset financing, ask: Does the annual economic benefit (revenue generated, cost 
reduced, or productivity gained) from this asset exceed its total annual financing cost by a sufficient margin 
to justify the debt? 

 

A piece of equipment that costs $2,400/year to finance but generates $20,000/year in additional revenue is 
an excellent investment. An asset that barely covers its own financing cost puts your business at risk if 
revenue is slower than projected. 

 

Always model a downside case (what if revenue is 20% below projection?) before signing any loan 
agreement. 

 

 

This document is intended as a practical planning guide for small business owners. It does not constitute legal, tax, or financial 
advice. 

Engage a qualified CPA, SBA-approved lender, and/or business attorney before executing any financing transaction. 


