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C H A P T E R  1

How Merchant Cash Advances Work
If you are a small business owner who needs capital fast, you have probably come across the term
“merchant cash advance.” MCAs have become one of the most popular forms of alternative business
funding in the United States, with the industry providing over $19 billion in capital annually. But
they are also one of the most misunderstood — and most expensive — funding options available.

This guide covers everything you need to know: how MCAs work, what they really cost, who qualifies,
and how to avoid bad deals. Whether you are considering your first advance or evaluating a renewal,
this is the resource to read first.

1. What Is a Merchant Cash Advance?

A merchant cash advance is not a loan. Legally and structurally, it is a purchase of your future
credit card receivables (or future revenue) at a discount.

Here is how the basic concept works:

An MCA provider gives you a lump sum of capital upfront
In exchange, you agree to remit a fixed percentage of your daily sales until a predetermined
amount is repaid
The total amount you repay is determined by a factor rate, not an interest rate

This structure is important because MCAs are not subject to the same regulations as traditional
loans. There are no usury caps, and disclosure requirements vary by state. That said, several states
including New York, California, Virginia, and Utah have enacted or are considering MCA-specific
regulations requiring APR-equivalent disclosures.

Key difference from a loan: With a loan, you make fixed monthly payments regardless of
revenue. With an MCA, your daily payment fluctuates with your sales. Slower day, smaller payment.
Stronger day, larger payment.

For a quick overview of the process, see our How It Works page.

2. How MCAs Work: The Mechanics

Understanding the mechanics of an MCA requires knowing four key terms:
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Factor Rate

The factor rate is a decimal multiplier (typically 1.10 to 1.50) that determines your total repayment
amount. Unlike interest rates, factor rates do not compound — your total cost is locked in from day
one.

Example: $50,000 advance x 1.30 factor rate = $65,000 total repayment

For a deeper dive, read our complete guide to factor rates.

Holdback Percentage

The holdback (or retrieval rate) is the percentage of your daily credit card sales or bank deposits that
the provider deducts as repayment. Typical holdbacks range from 10% to 25%.

Daily Remittance

Each business day, the provider automatically deducts the holdback percentage from your sales
through either:

Split withholding: Your credit card processor splits transactions, sending the holdback directly
to the provider
ACH withdrawal: The provider withdraws a fixed or variable amount from your bank account
daily

Repayment Term

The term is not fixed — it depends on your sales volume. Faster sales mean faster repayment. Most
MCAs are repaid within 4 to 18 months.

Worked Example: The Full Math

Let’s walk through a complete example:
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Detail Amount

Advance amount $40,000

Factor rate 1.28

Total repayment $51,200

Cost of capital $11,200

Holdback percentage 15%

Average daily card sales $2,000

Daily payment $300

Estimated repayment term ~171 business days (~8.5 months)

Effective APR ~40%

On days when sales drop to $1,200, the payment drops to $180. On a strong $3,000 day, the
payment rises to $450. The total repayment of $51,200 remains the same regardless.

Use our MCA calculator to run the numbers for your specific situation.

3. MCA Costs Explained

The cost of an MCA is primarily determined by the factor rate. Here is what the range looks like in
practice:

Factor Rate Ranges

Factor Rate Risk Profile Total Cost on $50K Effective APR (6-mo term)

1.10 - 1.20 Low risk, strong revenue $55,000 - $60,000 20% - 40%

1.20 - 1.30 Moderate risk, average $60,000 - $65,000 40% - 60%

1.30 - 1.40 Higher risk $65,000 - $70,000 60% - 80%

1.40 - 1.50+ High risk, newer business $70,000 - $75,000+ 80% - 150%+

Hidden Costs to Watch For

Beyond the factor rate, watch for these additional fees:

Origination fee: 2-5% of the advance amount, sometimes deducted before funding
ACH return fees: $25-$50 per failed withdrawal

The Merchant Cash Advance Guide · mcaguide.ai 4

https://mcaguide.ai/calculator


Underwriting fee: $100-$500 (less common with reputable providers)
Administrative fees: Monthly account maintenance charges
Prepayment terms: Some contracts offer no discount for early payoff

Total cost example: A $50,000 advance at 1.30 factor rate with a 3% origination fee means you
receive $48,500 in your account but repay $65,000. The true cost is $16,500 on $48,500 — not
$15,000 on $50,000.

For a detailed cost breakdown, see How Much Does an MCA Cost?.

4. Who Qualifies for an MCA?

MCA qualification is based primarily on revenue, not credit scores. Here are the typical
requirements:

Minimum Requirements

Requirement Typical Threshold

Time in business 6+ months (some require 12+)

Monthly revenue $10,000 - $15,000 minimum

Credit score 500+ (some accept lower)

Bank account Active business checking

Industry Most industries accepted

What Providers Actually Look At

When underwriting your application, providers focus on:

1. Monthly bank deposits: Consistency matters more than total amount
2. Average daily balance: Shows you are not running on empty
3. Negative days: How often your balance drops below zero
4. Existing obligations: Other MCAs, loans, or liens
5. Industry risk: Some industries (restaurants, retail) are preferred
6. Time in business: Longer track record = better terms

Who Gets the Best Rates

The best factor rates (1.10-1.20) typically go to businesses with:
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2+ years in operation
$25,000+ monthly revenue
No existing MCAs
Consistent bank deposits with minimal negative days
Good (but not necessarily excellent) personal credit

Visit our MCA requirements page for a full breakdown, or take our quiz to check your likely approval.

5. The Application Process

Getting an MCA is significantly faster than traditional financing. Here is the typical timeline:

Step 1: Application (15 minutes)

Complete a simple online application with basic business information: business name, revenue, time
in business, funding amount needed, and how you plan to use the funds.

Step 2: Document Submission (same day)

Upload or send these documents:

3-6 months of business bank statements (most important)
Credit card processing statements (if applicable)
Voided business check
Driver’s license
Business license or registration
Tax returns (for larger advances over $100K)

See our complete application checklist for details.

Step 3: Underwriting Review (4-24 hours)

The provider reviews your bank statements and revenue history. Automated systems can return a
decision in minutes; more complex applications take up to 24 hours.

Step 4: Offer and Negotiation (1-2 hours)

You receive an offer with the advance amount, factor rate, holdback percentage, and repayment
terms. This is the time to negotiate. Get quotes from 3-5 providers and use competing offers as
leverage. Read our negotiation guide for specific tactics.
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Step 5: Signing and Funding (24-48 hours)

Review and sign the agreement. Funds are typically deposited within 24-48 hours of signing. Some
providers offer same-day funding.

Total timeline: 1-3 business days from application to cash in your account.

For more on what to expect, see How Long Does MCA Approval Take?.

6. Pros and Cons: An Honest Assessment

Advantages

Speed: Funded in 24-72 hours vs. weeks or months for bank loans
Approval rates: 80-90% of applicants are approved vs. 20-30% for bank loans
Credit flexibility: Minimum scores of 500 vs. 680+ for most bank products
No collateral required: No real estate or equipment liens
Revenue-based payments: Daily payments flex with your sales
No restriction on use: Use the funds for any business purpose

Disadvantages

High cost: Factor rate of 1.30 on a 6-month term equals roughly 60% APR
Daily cash drain: Holdback deductions reduce daily operating cash
No compounding benefit: Paying early may not reduce total cost significantly
Personal guarantee: You are personally liable in most agreements
Renewal temptation: Easy to fall into a cycle of stacking advances
Less regulation: Fewer protections than traditional lending products
UCC filing: Provider files a lien that shows up on your business credit

When an MCA Makes Sense

An MCA is a reasonable choice when:

You need capital within 1-3 days for a time-sensitive opportunity
You have strong daily sales that can absorb the holdback
You cannot qualify for cheaper traditional financing
The funds will generate revenue that exceeds the cost of capital
You have a specific plan for the money (not general cash flow)
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When to Avoid an MCA

Do not take an MCA if:

You can qualify for an SBA loan, line of credit, or other cheaper option
Your margins are thin and the holdback will cause cash flow problems
You already have one or more MCAs (stacking is dangerous)
Your revenue is declining or unpredictable
You do not have a clear revenue-generating use for the funds

Still on the fence? Our honest “Is an MCA worth it?” verdict walks through the exact cost math, three
real-money scenarios, and a clear YES/NO checklist. See also when not to get an MCA.

7. Industries That Use MCAs Most

MCAs are used across nearly every industry, but some sectors rely on them more heavily due to their
revenue patterns and difficulty accessing traditional credit.

Top MCA Industries

Restaurants and Food Service — The most common MCA users. High daily card volume,
seasonal fluctuations, and frequent equipment needs make restaurants a natural fit. A typical
restaurant MCA: $30,000-$80,000 at 1.25-1.35 factor rate. MCA for restaurants.

Retail Stores — Seasonal inventory purchasing is the primary driver. Retailers often need
$20,000-$100,000 ahead of holiday seasons or new product launches. MCA for retail.

Healthcare and Medical Practices — Dental offices, clinics, and medical practices use MCAs for
equipment purchases, office buildouts, and cash flow gaps from insurance payment delays. MCA for
healthcare.

Construction and Contractors — Project-based cash flow gaps are common. Contractors use
MCAs to cover materials and payroll between project payments. MCA for construction.

E-commerce — Online sellers use MCAs for inventory purchases, advertising spend, and seasonal
scaling. The growth of e-commerce MCAs has been rapid. MCA for ecommerce.

Trucking and Transportation — Fuel costs, fleet maintenance, and expansion needs drive
trucking MCA usage. MCA for trucking.

Salons and Beauty — Chair rent, supplies, and buildouts for new locations. Consistent daily card
volume makes salons strong MCA candidates. MCA for salons.
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8. MCA vs. Other Funding Options

How does an MCA compare to other business financing products? Here is a side-by-side
comparison:

Feature MCA SBA Loan Business Line of
Credit

Invoice
Factoring

Equipment
Financing

Funding
speed

1-3 days 30-90 days 1-3 weeks 1-7 days 1-2 weeks

Typical cost 40-150% APR
equiv.

6-10% APR 10-25% APR 1-5% per
invoice

6-16% APR

Amount
range

$5K-$500K $50K-$5M $10K-$250K Invoice value Equipment value

Credit
required

500+ 680+ 620+ Varies 600+

Collateral None (PG required) Often required Sometimes Invoices Equipment

Repayment Daily % of sales Fixed monthly Draw/repay flexible On invoice
payment

Fixed monthly

Best for Emergency capital,
speed

Long-term
growth

Ongoing cash flow B2B receivables Specific
equipment

MCA vs. SBA Loans

SBA loans are dramatically cheaper (6-10% vs. 40-150%+), but they take 1-3 months to fund and
require strong credit (680+), collateral, and extensive documentation. If you can wait and qualify, an
SBA loan is almost always the better choice. Full comparison.

MCA vs. Business Line of Credit

A business line of credit offers revolving access to capital at 10-25% APR — far cheaper than an MCA.
The catch: you typically need 1+ years in business, $50K+ annual revenue, and a 620+ credit score.
Full comparison.

MCA vs. Invoice Factoring

If you have outstanding B2B invoices, factoring lets you sell them at a 1-5% discount for immediate
cash. It is usually cheaper than an MCA and does not create daily holdback pressure. Full
comparison.
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MCA vs. Equipment Financing

For specific equipment purchases, equipment financing offers 6-16% APR with the equipment itself
as collateral. If your funding need is equipment-specific, this is almost always cheaper. Full
comparison.

For more comparisons, visit our compare page or read about all MCA alternatives.

9. Red Flags and How to Avoid Bad Deals

The MCA industry includes both reputable providers and predatory operators. Knowing the warning
signs can save your business.

Major Red Flags

Confession of Judgment (COJ): A clause that allows the provider to obtain a court judgment
against you without notice or a hearing. Several states have banned COJs, but they still appear in
some contracts. Never sign an agreement with a COJ clause without attorney review.

Upfront fees before funding: Legitimate providers deduct fees from the advance — they never
charge upfront application or processing fees before disbursing funds.

Pressure to sign immediately: Reputable providers give you time to review terms. If someone
pressures you to sign “today or the offer expires,” walk away.

Factor rates above 1.50: While rates vary, anything above 1.50 is extremely expensive and often
predatory. Even businesses with poor credit rarely need to pay above 1.45.

Vague cost disclosure: If the provider cannot clearly explain your total repayment amount,
holdback percentage, and estimated term in plain language, that is a red flag.

No physical address: Legitimate MCA companies have verifiable offices. A PO Box or no address
at all is concerning.

How to Protect Yourself

1. Get 3-5 quotes — Never accept the first offer. Use our compare tool to evaluate multiple
providers

2. Read the entire agreement — Every page, every clause, every fee
3. Have an attorney review — Worth the $500-$2,000 for advances over $25K
4. Calculate the true total cost — Including origination fees, not just the factor rate
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5. Ask about early payoff — Get discount terms in writing
6. Check references — BBB, Trustpilot, and industry forums
7. Understand the UCC filing — Know that a lien will be placed on your business

For a complete list, read MCA Red Flags to Watch For.

10. How to Choose the Right Provider

With hundreds of MCA companies operating in the US, choosing the right one requires systematic
comparison.

What to Compare

When evaluating providers, create a comparison table with these columns:

Factor rate offered (lower is better)
Holdback percentage (impact on daily cash flow)
Estimated term (based on your revenue)
Total repayment amount (the real bottom line)
Origination and other fees (hidden costs)
Early payoff terms (discount available?)
Funding speed (same-day vs. 2-3 days)
Customer reviews (BBB, Trustpilot, Google)
Renewal terms (for future funding needs)

Questions to Ask Every Provider

Before signing, ask these specific questions:

1. What is the exact total amount I will repay?
2. What is the holdback percentage, and is it fixed?
3. Is there an origination or processing fee?
4. What happens if my sales drop significantly?
5. What discount do I get for early payoff?
6. Do you file a UCC lien?
7. Is there a confession of judgment clause?
8. Can I see a sample contract before I apply?
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Use Our Tools

Provider Directory: Compare vetted MCA companies side by side
MCA Calculator: Model costs with your specific numbers
Provider Quiz: Get matched with providers based on your profile
Compare Tool: Head-to-head provider comparisons

For a detailed walkthrough, read How to Choose an MCA Provider.

Frequently Asked Questions

Is an MCA a good idea for my business?

An MCA is a good idea when you need capital quickly, have consistent daily sales that can absorb the
holdback, cannot qualify for cheaper financing, and have a specific revenue-generating purpose for
the funds. It is not a good idea if your margins are thin, revenue is declining, or you could qualify for
a traditional loan.

How do I calculate the effective APR of an MCA?

Use this formula: ((Total Repayment / Advance Amount) - 1) / (Term in Days / 365) x 100. For
example: $50,000 advance, $65,000 total repayment, 180-day term = (($65,000 / $50,000) - 1) /
(180 / 365) x 100 = 60.8% effective APR. Our calculator does this math for you.

Can I negotiate MCA terms?

Yes. The most negotiable elements are the factor rate and holdback percentage. Getting competing
quotes from 3-5 providers gives you leverage. Businesses with strong revenue, good credit, and no
existing MCAs have the most negotiating power. Read our negotiation guide.

What is a UCC lien and should I worry about it?

A UCC-1 filing is a public notice that the MCA provider has an interest in your business assets. Most
MCA providers file one as standard practice. It can affect your ability to get additional financing
while it is active. The lien is removed after full repayment.
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How many MCAs can I have at once?

Technically, some providers allow stacking (multiple simultaneous MCAs), but we strongly advise
against it. Two MCAs with 15% holdbacks each means 30% of daily revenue goes to repayments. This
frequently leads to cash flow crises and business failure. If you need more capital, explore
refinancing options first.

Next Steps

Ready to explore your options? Here is what to do:

1. Calculate your costs — Model the total cost with your specific revenue and funding amount
2. Take our quiz — Get matched with providers based on your business profile
3. Compare providers — See how top MCA companies stack up on rates, speed, and terms
4. Browse the directory — Read detailed reviews of individual providers
5. Apply for funding — Start your application when you are ready

Whatever you decide, go in informed. The more you understand about how MCAs work, the better
deal you will negotiate — and the more confidently you can decide if an MCA is right for your
business.

This guide is updated regularly. Last update: March 2026. The information provided is for
educational purposes and does not constitute financial advice. Always consult with qualified
professionals before making financing decisions.

Related Reading

mca-for-ecommerce
How MCA Repayment Works
How to Get Out of a Bad MCA Deal
MCA Red Flags: Warning Signs Before You Sign
MCA Stacking Risks and Alternatives

Online version: mcaguide.ai/blog/complete-mca-guide-2026/
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C H A P T E R  2

Understanding Factor Rates and True Cost
Factor rates are the pricing mechanism that makes merchant cash advances different from every
other type of business financing. Unlike interest rates that compound over time, factor rates are
simple multipliers applied once to your advance amount. According to NerdWallet’s 2025 small
business lending survey, MCA factor rates in the U.S. typically range from 1.10 to 1.50, with the
median at 1.28.

What Is a Factor Rate?

A factor rate is a decimal number, typically ranging from 1.10 to 1.50, that determines the total cost
of your merchant cash advance. When multiplied by your advance amount, it produces your total
repayment obligation.

The formula is straightforward:

Advance Amount × Factor Rate = Total Repayment

Real-world example:

You receive a $40,000 advance
Your factor rate is 1.30
Total repayment: $40,000 × 1.30 = $52,000
Your financing cost: $12,000

This $12,000 cost does not change regardless of how quickly or slowly you repay. Pay it back in 3
months or 12 months—the total remains $52,000.

How Factor Rates Differ from Interest Rates

Understanding this difference is critical for making informed financing decisions.

Factor Rate Interest Rate

Fixed cost—total never changes Variable cost—depends on repayment speed

No amortization schedule Principal reduces over time

No savings from early repayment (usually) Early repayment saves interest

Calculated once at funding Calculated continuously on remaining balance
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Example comparison:

A $50,000 traditional loan at 24% APR paid over 12 months costs approximately $6,600 in interest.
The same $50,000 as an MCA at a 1.25 factor rate costs $12,500—nearly double. However, if you
need the money in 48 hours and cannot qualify for bank financing, the MCA may still be your best
option.

What Are Typical Factor Rates by Industry?

Factor rates vary significantly based on your business type, credit card sales consistency, time in
business, and risk profile.

Low-Risk Industries (1.10–1.20 factor rates)

Medical practices with consistent insurance receivables
Established restaurants with 3+ years of stable sales
Retail stores in high-traffic locations
Auto repair shops with strong repeat customer bases

Example: A dental practice seeking $100,000 with predictable $40,000/month insurance
collections might receive a 1.15 factor rate. Total repayment: $115,000 on a $100,000 advance.

Medium-Risk Industries (1.20–1.35 factor rates)

E-commerce businesses with fluctuating sales
Construction companies with project-based revenue
Seasonal businesses (holiday retail, summer tourism)
Newer businesses with 6–18 months of history

Example: An online boutique with $25,000/month average sales but significant seasonal variation
might receive a 1.28 factor rate on a $35,000 advance. Total repayment: $44,800.

Higher-Risk Industries (1.35–1.50+ factor rates)

Restaurants with less than 12 months operating history
Businesses with previous MCA defaults
Trucking companies with irregular freight contracts
Businesses with inconsistent daily deposits

Example: A startup food truck with 8 months of operation and sporadic weekend-only sales might
face a 1.42 factor rate on a $20,000 advance. Total repayment: $28,400—representing $8,400 in
financing costs.
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How Do You Calculate Your Effective APR from a Factor Rate?

While factor rates simplify cost calculation, they obscure the true annualized cost of borrowing.
Converting to APR allows meaningful comparison with other financing options.

The calculation:

(Factor Rate - 1) × (365 / Estimated Repayment Days) × 100 = Approximate AP

Example 1: Fast repayment (4 months)

$30,000 advance at 1.25 factor rate
Total cost: $7,500
Repaid in 120 days
APR: (0.25) × (365/120) × 100 = 76% APR

Example 2: Slow repayment (10 months)

Same $30,000 advance at 1.25 factor rate
Same $7,500 total cost
Repaid in 300 days
APR: (0.25) × (365/300) × 100 = 30% APR

Notice the same factor rate produces dramatically different APRs depending on repayment speed.
This is why businesses with strong, consistent sales often benefit most from MCAs—they repay
quickly, reducing their effective APR.

Factor Rate Calculation Worksheet

Before accepting any MCA offer, complete this calculation:

The Merchant Cash Advance Guide · mcaguide.ai 16



Component Your Numbers

Advance Amount $__________

Factor Rate __________

Total Repayment $__________

Financing Cost $__________

Estimated Daily Sales $__________

Holdback Percentage __________%

Estimated Daily Payment $__________

Estimated Repayment Days __________

Calculated APR __________%

Worked example:

Component Numbers

Advance Amount $50,000

Factor Rate 1.28

Total Repayment $64,000

Financing Cost $14,000

Estimated Daily Sales $2,000

Holdback Percentage 14%

Estimated Daily Payment $280

Estimated Repayment Days 229

Calculated APR 44.6%

When Does a Higher Factor Rate Still Make Sense?

A 1.40 factor rate sounds expensive—and it is. But context determines whether it’s justified:

Scenario: Emergency HVAC Replacement

Your restaurant’s air conditioning fails in July
Repair estimate: $25,000
Without AC, you close doors and lose $2,500/day in revenue
MCA offer: $25,000 at 1.38 factor ($34,500 total repayment, $9,500 cost)
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Alternative: Wait 3 weeks for SBA loans processing, lose $52,500 in revenue

The $9,500 MCA cost saves $52,500 in lost revenue. Even at a high factor rate, the MCA is the
financially rational choice.

What Factor Rate Red Flags Should You Watch For?

Rates Above 1.45 Without Clear Justification

Unless your business has recent bankruptcies, ongoing lawsuits, or extremely volatile sales, factor
rates above 1.45 suggest predatory pricing. On a $40,000 advance, 1.45 means $58,000 total
repayment—$18,000 in costs.

Failure to Disclose Factor Rate in Writing

Reputable MCA provider directory clearly state your factor rate in the offer letter and contract.
Vague language like “based on your sales” or “determined at funding” indicates potential bait-and-
switch tactics.

Confusing Factor Rate with Interest Rate

Some unscrupulous providers describe a 1.30 factor rate as “30% interest.” This is misleading. A 1.30
factor rate paid over 6 months equals approximately 60% APR—not 30%. Always convert to APR for
accurate comparison.

How Can You Negotiate a Better Factor Rate?

Most business owners do not realize factor rates are negotiable. Providers typically pad their initial
offer, expecting counteroffers.

Strategies for rate reduction:

1. Get competing offers. Nothing motivates a provider like seeing a competitor’s quote. A 1.32
offer often drops to 1.25 when they see a 1.28 competitor quote.

2. Increase your holdback percentage. Providers care about repayment speed. Offering 18%
holdback instead of 12% reduces their risk and can lower your factor rate by 0.05–0.10 points.

3. Reduce the advance amount. Asking for less than the maximum offered demonstrates
financial discipline. A $45,000 request when offered $50,000 often results in better terms.
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4. Highlight your best months. If your 6-month average is $30,000/month but your last 3
months averaged $38,000, emphasize the upward trend. Recent performance matters more than
historical averages.

How Should You Use Factor Rates in Your Decision?

Use this framework to evaluate whether a factor rate makes sense for your situation:

Step 1: Calculate total dollar cost
Don’t focus on the factor rate number—focus on the dollar amount you’ll pay. A 1.35 rate on $20,000
costs $7,000. Is the benefit you’re funding worth $7,000?

Step 2: compare MCA providers side-by-side to alternatives
Can you get a business credit cards at 25% APR? A business line of credit at 18%? Factor those
options first.

Step 3: Evaluate speed requirement
If you need funds within 72 hours, the premium factor rate may be unavoidable. If you can wait 2
weeks, explore other options.

Step 4: Assess revenue impact
Will the funded initiative generate revenue that exceeds the financing cost? If the MCA funds
inventory that produces $15,000 in profit, and the MCA costs $8,000, the math works.

Final Takeaway

Factor rates are neither good nor bad—they are a tool with specific use cases. A 1.15 factor rate for
emergency equipment repair that prevents business closure is reasonable. A 1.45 factor rate for non-
essential office renovations is not.

The key is understanding exactly what you’re paying, calculating your effective APR, and ensuring
the financing serves a strategic purpose that justifies the cost. When used correctly, MCAs with
transparent factor rates solve urgent funding needs that other financing cannot address. When used
poorly, they become expensive traps that strain cash flow for months.

Always know your numbers before you sign.

Use our MCA Cost Calculator to model different factor rates and repayment scenarios before
making your decision.
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Ready to Get Funded?

Ready to Explore Your Options?

Compare MCA providers side-by-side, calculate your costs, or take our 60-second quiz to find the
best funding match for your business.

Related Reading

mca-for-ecommerce
How MCA Repayment Works

Online version: mcaguide.ai/blog/understanding-factor-rates/
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C H A P T E R  3

Red Flags to Check Before You Sign
Merchant cash advances (MCAs) can provide quick funding when you need it, but not all providers
operate ethically. Some use complex terms, hidden fees, and aggressive tactics that can trap your
business in a cycle of debt. Knowing the red flags before you sign can save you thousands—and
protect your cash flow.

In this guide, we’ll walk through 10 critical red flags to watch for, complete with real‑world
examples, dollar‑amount breakdowns, and actionable steps to verify a provider’s legitimacy.

Is the Provider Unclear About Their Factor Rates?

The red flag: A provider quotes a “understanding factor rates” without explaining how it translates
to total repayment, or they advertise a “starting at” rate that doesn’t reflect your actual offer.

Why it matters: Factor rates determine how much you’ll repay. A rate of 1.25 on a $50,000
advance means you owe $62,500. If the provider won’t give you a clear, written breakdown of the
total repayment amount, walk away.

Real example: A restaurant owner in Atlanta was quoted a “factor rate of 1.18–1.35.” After
submitting documents, the offer came back at 1.32—adding $7,000 to the total cost. The fine print
allowed the provider to adjust the rate based on “risk assessment” after seeing bank statements.

What to do: Always ask for the total repayment amount in writing before you proceed.
Calculate the effective APR using an online MCA calculator (like the one at /calculator). If the
provider hesitates, consider it a major warning.

Are There Hidden Fees Beyond the Factor Rate?

The red flag: Additional fees buried in the contract—underwriting fees, processing fees, wire fees,
or early‑repayment penalties that weren’t mentioned upfront.

Why it matters: Fees can increase your cost of capital by 10–20% or more. A $50,000 advance
with a 1.25 factor rate might seem to cost $62,500, but a 3% underwriting fee ($1,500) and a 2%
funding fee ($1,000) bring the real total to $65,000.

Real example: A construction company in Denver agreed to a $75,000 advance at a 1.28 factor rate
($96,000 total). After funding, they discovered a $2,250 “documentation fee” and a $1,500
“processing fee” deducted from the advance, leaving them with only $71,250.
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What to do: Request a complete fee schedule before signing. Ask: “Are there any other fees,
charges, or deductions that will apply to this advance?” Get the answer in email, not just verbally.

Will the Daily Holdback Strain Your Cash Flow?

The red flag: The provider proposes a daily holdback (repayment) percentage that’s too high for
your business’s average sales volume, risking cash‑flow shortages.

Why it matters: If your daily sales average $2,000 and the holdback is 20%, you’ll pay $400 per
day. During a slow week where sales drop to $1,200, that same $400 represents 33% of your
revenue—making it hard to cover payroll, rent, or inventory.

Real example: A retail store in Miami with seasonal swings took an MCA with a 15% holdback. In
the off‑season, daily sales fell to $800, meaning the $300 daily payment consumed 37.5% of
revenue. The owner had to use personal savings to keep the business afloat.

What to do: Model your cash flow under worst‑case sales scenarios before agreeing to a
holdback percentage. Use our free cash‑flow worksheet (linked at the bottom of this article) to
simulate different repayment scenarios.

Is the Provider Pressuring You to Sign Immediately?

The red flag: The broker or representative says the offer is “only good for today” or urges you to
sign before you’ve had time to review the contract with a lawyer or accountant.

Why it matters: Legitimate providers want you to understand the terms. High‑pressure tactics are
often used to prevent you from discovering unfavorable clauses or comparing offers.

Real example: A tech startup founder in Austin received an MCA offer at 9 p.m. on a Friday, with a
“midnight deadline.” He signed without reading the fine print, later discovering a clause that allowed
the provider to take 25% of his credit‑card sales indefinitely if he missed a single payment.

What to do: Never sign under pressure. Tell the representative you need 24 hours to review
the documents with your financial advisor. If they threaten to withdraw the offer, let them—it’s a
clear sign they’re not trustworthy.

Is the Provider Disclosing Their UCC-1 Filing?

The red flag: The provider doesn’t mention they’ll file a UCC‑1 lien on your business assets until
after you’ve signed.
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Why it matters: A UCC‑1 filing gives the provider a security interest in your business assets
(equipment, inventory, accounts receivable). It can affect your ability to get other financing and, in
some cases, allows the provider to seize assets if you default.

Real example: A manufacturing company in Ohio took a $100,000 MCA. Six months later, when
they applied for an SBA loans, the bank discovered the UCC‑1 filing and denied the loan until the
MCA was paid off—forcing the company into a costly refinancing scramble.

What to do: Ask upfront: “Will you file a UCC‑1 lien as part of this agreement?” If yes, request a
copy of the filing language and understand which assets are covered. Consider whether you’re
comfortable with that level of security.

Are Aggressive Collection Practices in the Contract?

The red flag: The contract includes clauses that allow the provider to withdraw funds directly from
your bank account without notice, charge exorbitant late fees, or contact your customers if you fall
behind.

Why it matters: Some MCA contracts include “confession of judgment” clauses that let the
provider obtain a judgment against you without going to court. Others permit daily phone calls,
emails, and even reaching out to your clients—damaging your business relationships.

Real example: A restaurant in Philadelphia missed a single $450 daily payment because of a bank
holiday. The provider immediately withdrew $1,800 (four days’ worth) the next day, causing an
overdraft fee and disrupting payroll.

What to do: Read the collection section carefully. Look for phrases like “confession of
judgment,” “remittance without notice,” or “right to contact third parties.” If you see them,
negotiating MCA terms their removal or walk away.

Are the Contract Terms Vague or Contradictory?

The red flag: Key terms—like the factor rate, holdback percentage, or term length—are worded
ambiguously or differ between the summary sheet and the actual contract.

Why it matters: Ambiguity gives the provider room to interpret terms in their favor later. For
example, a contract might say “factor rate: 1.25” but later define the factor rate as “adjustable based
on sales performance.”

The Merchant Cash Advance Guide · mcaguide.ai 23

https://mcaguide.ai/blog/mca-vs-sba-loans
https://mcaguide.ai/blog/how-to-negotiate-mca-terms


Real example: A trucking company in Dallas signed an MCA that stated a “factor rate of 1.22.”
Three months in, the provider claimed the rate was “1.22 plus a 0.05 monthly service fee,” increasing
the total cost by $3,750.

What to do: compare MCA providers side-by-side every number and definition between
the term sheet and the final contract. If anything is unclear, ask for a written clarification as an
addendum to the agreement.

8. “Stacking” Encouragement or Lack of Stacking Checks

The red flag: The provider suggests you can take another MCA from a different company to cover
the first one’s payments, or they don’t ask whether you have existing MCAs.

Why it matters: “Stacking” multiple MCAs leads to a debt spiral where you’re using new advances
to pay old ones, often at progressively worse terms. Ethical providers always check for existing MCAs
(via UCC filings or bank statements) and will decline to fund if you’re already stacked.

Real example: A salon owner in Chicago took a $30,000 MCA. When she struggled with payments,
the broker connected her with a second provider for a $40,000 advance to pay off the first. Within a
year, she had four stacked advances totaling $150,000 and was paying 45% of her daily revenue
toward MCA repayments.

What to do: Be honest about existing debt. A provider that doesn’t ask is either negligent or
predatory. If a broker suggests stacking, end the conversation immediately.

Does the Provider Have a Verifiable Track Record?

The red flag: The provider operates entirely online with no published street address, no listed
phone number, or no reviews on trusted third‑party sites (BBB, Trustpilot, Google Business).

Why it matters: Fly‑by‑night operators can disappear after funding, leaving you with no recourse
if problems arise. Legitimate companies have a physical presence and a history you can verify.

Real example: A freelance designer in Seattle funded a $15,000 MCA through a website that listed
a P.O. box in Delaware. When she tried to renegotiate terms, the phone number was disconnected
and the website had vanished.

What to do: Verify the provider’s identity. Look up their address on Google Maps, check their
BBB rating, and search for “[provider name] + lawsuit” or “[provider name] + complaint.” If you
can’t find a trace of them offline, steer clear.
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Will the Broker Disclose Their Commission?

The red flag: The broker won’t tell you how much they’re earning from your deal, or they claim
their fee is “paid by the provider” without detailing the amount.

Why it matters: Broker commissions are typically built into your factor rate—meaning you pay for
them. A high commission (10–15% of the advance amount) can push your factor rate up
significantly.

Real example: A retail store owner in Nashville was quoted a factor rate of 1.30. After digging, he
discovered the broker’s commission was 12% of the advance ($9,600 on an $80,000 deal). When he
asked the provider directly, they offered a rate of 1.23 if he worked with them directly.

What to do: Ask the broker point‑blank: “What is your commission on this deal, and how is it
paid?” A reputable broker will disclose this information. If they refuse, consider finding another
broker or going directly to a provider.

How Can You Protect Yourself Before Signing an MCA?

1. Read the entire contract—every page, every clause. If something is unclear, hire a lawyer who
specializes in commercial finance to review it (cost: $500–$1,500, but it can save you tens of
thousands).

2. Use our free MCA cost calculator (/calculator) to model the total repayment under
different sales scenarios.

3. Check the provider’s reputation on the Better Business Bureau (BBB), Trustpilot, and
Google Reviews. Look for patterns in complaints.

4. Compare at least three offers before deciding. Use our provider comparison table
(/compare) to see side‑by‑side rates, terms, and customer ratings.

5. Consult your accountant or financial advisor—they can help you evaluate whether an MCA
is the right choice for your situation.

Conclusion

Merchant cash advances can be a useful tool for businesses that need fast capital, but the industry
has its share of bad actors. By recognizing these 10 red flags and taking the time to verify terms, you
can avoid predatory deals and secure funding that supports—rather than sabotages—your business
growth.
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Remember: If something feels off, it probably is. Trust your instincts, ask the hard questions, and
never sign until you’re 100% confident you understand every detail of the agreement.

Need help evaluating an MCA offer? Our free provider comparison guide includes a checklist of
red flags and a negotiation script. Download it here.

Page last updated: March 2026 | Author: Director

Ready to Get Funded?

Ready to Explore Your Options?

Compare MCA providers side-by-side, calculate your costs, or take our 60-second quiz to find the
best funding match for your business.

Related Reading

mca-for-ecommerce
How MCA Repayment Works

Online version: mcaguide.ai/blog/mca-red-flags/
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C H A P T E R  4

Application Checklist
Getting approved for a merchant cash advance (MCA) starts with having the right paperwork ready.
MCA lenders move quickly—most can approve and fund within days—but only if you submit a
complete application. Missing a single document can push your funding back by a week or more.

This checklist covers every document, detail, and preparation step so you can submit a clean
application the first time. Follow it, and you’ll be in the fast lane for funding.

Documents You’ll Need (Gather Before Starting)

Having these documents ready upfront is the single biggest factor in how fast you get funded.

3–6 months of business bank statements — This is the most important document. Lenders
verify revenue, cash flow patterns, and daily balances. Most require the last 4 months at
minimum. Tip: Download full PDF statements directly from your online banking portal—no
screenshots or missing pages.
Valid driver’s license or government‑issued ID — A clear copy of front and back. The
name must match your business registration exactly.
Voided business check — Confirms your bank account and routing number for the deposit.
Some lenders accept a bank letter instead.
Business tax returns (most recent 1–2 years) — Not every MCA MCA provider directory
requires these, but having them ready prevents delays if they do.
Credit card processing statements (3–6 months) — If your business accepts card
payments, these statements show daily and monthly processing volume. Lenders use this to
structure your repayment terms.
Business license or registration — Proof that your business is legally operating in your state.

Information You’ll Need on Hand

Most MCA applications ask for the following details. Look them up before you sit down to apply so
you don’t have to stop halfway through.

Employer Identification Number (EIN) — Your federal tax ID. If you’re a sole proprietor
without an EIN, some lenders accept your SSN.
Business start date — Month and year your business began operating. Most MCA providers
require at least 4–6 months in business.
Average monthly revenue — Gross monthly deposits. Be accurate—lenders will verify this
against your bank statements.
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Existing debts and obligations — Current loans, outstanding MCAs, lines of credit, or any
other debt tied to the business. Lenders use this to calculate your MCA stacking risks risk and
overall debt load.
Business address and contact information — Must match what’s on your bank statements
and business registration.
Landlord contact (if applicable) — Some lenders verify your business location, especially for
retail or restaurant businesses.

How to Prepare Your Bank Statements

Your bank statements carry more weight than any other document in an MCA application. Lenders
aren’t just checking your revenue—they’re reading the full picture of how you manage cash flow.
Here’s what they look for and how to put your best foot forward.

Consistent Deposits Matter Most

Lenders want to see regular, predictable income flowing into your account. Daily or weekly deposits
from card processing, invoices, or sales show that your business has steady demand. Large gaps
between deposits raise questions. Aim for at least 20–25 deposit days per month.

Overdrafts and Negative Balances Are Red Flags

Even a single NSF (non‑sufficient funds) charge can hurt your application. If you’ve had overdrafts
in the last few months, consider waiting until you have 3–4 clean months of statements before
applying. Some lenders decline applications with more than two overdrafts in a 90‑day period.

Average Daily Balance Signals Financial Health

Lenders calculate your average daily balance across the statement period. A higher average balance
relative to your revenue shows that your business retains cash and can handle repayment. If your
balance regularly drops near zero, that’s a concern—even if your monthly deposits are strong.

Watch for Large, Unexplained Withdrawals

If you made a big equipment purchase or transferred funds between accounts, be prepared to explain
it. Lenders may ask for a brief written explanation for any withdrawal that looks unusual relative to
your normal spending patterns.
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Common Mistakes That Slow Down Approval

These are the issues MCA providers see every day that delay funding—sometimes by days, sometimes
indefinitely.

Submitting Incomplete Bank Statements

Every page matters. If your bank statement is 5 pages and you upload 4, the lender will ask for the
missing page. Download full PDF statements directly from your online banking portal rather
than scanning paper copies.

Applying with Multiple Active MCAs Undisclosed

Lenders will find your existing advances through UCC filing searches. If you don’t disclose them
upfront, it looks like you’re hiding something and can result in an automatic decline. Be
transparent about your current obligations.

Bank Statements That Don’t Match the Business Name

If your DBA name differs from your legal entity name, make sure the application reflects both.
Mismatches between your application and your bank account trigger manual review, which adds
time.

Applying on a Friday Afternoon

MCA underwriters work standard business hours. Submit your application Monday through
Wednesday morning for the fastest turnaround. A Friday submission often sits until Monday.

Not Having Your Landlord’s Contact Ready

This one catches people off guard. Many lenders verify your business location before funding. If you
can’t provide landlord contact information quickly when asked, it stalls the process.

What to Expect After You Submit

The MCA MCA approval timelines timeline is significantly faster than traditional bank loans. Here’s
a realistic breakdown.
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Hours 1–4: Initial Review

An underwriter reviews your application and bank statements. If anything is missing, they’ll reach
out by phone or email. This is why having everything ready matters—a complete application can
clear this stage in under an hour.

Hours 4–24: Approval Decision

Most MCA providers issue approvals within 24 hours of receiving a complete application. Many
approve within the same business day. You’ll receive an offer outlining your advance amount,
understanding factor rates, and repayment terms.

Days 1–3: Funding

Once you sign the funding agreement, money typically hits your business bank account within 1–3
business days. Some providers offer same‑day funding for an additional fee.

The entire process—from application to cash in your account—commonly takes 2–4 business days
when your documents are in order. Businesses that prepare everything on this checklist before
applying consistently get funded at the faster end of that range.

Understanding Merchant Cash Advance Approval Rates

Merchant cash advances have an average approval rate of 70–85% for applicants who meet the
basic requirements. Your odds improve dramatically with:

Consistent daily deposits (minimum $2,000–$3,000/day)
No recent overdrafts (clean bank statements)
At least 4 months in business
Transparency about existing debt

Industry‑specific approval rates:

Restaurants: 75–90% (high card sales volume)
Retail stores: 70–85% (steady daily revenue)
Service businesses: 65–80% (can vary with payment method)
E‑commerce: 60–75% (depends on payout consistency)
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Real Statistics & Numbers: What to Expect

Metric Typical Range What It Means for You

Advance amount $5,000 – $250,000 Most businesses receive 1–2 months of card sales

Factor rate 1.15 – 1.55 Determines total repayment; lower is better

Holdback percentage 10% – 20% Daily repayment rate; lower eases cash flow

Approval timeline 24 – 72 hours Faster with complete documents

Funding speed 1 – 3 business days Some offer same‑day for a fee

Cost of capital (effective APR) 40% – 150% Depends on factor rate and repayment speed

Example: A restaurant with $30,000/month in card sales might qualify for a $45,000 advance at a
1.30 factor rate. Total repayment: $58,500. Holdback: 15% of daily sales. If daily sales average
$1,500, daily repayment is $225.

Bottom Line

A merchant cash advance is one of the fastest ways to access working capital—if your paperwork is in
order. Use this checklist to gather every document and piece of information before you start an
application. Doing so will cut days off your funding timeline and increase your chances of approval.

Ready to apply? Compare top MCA providers side‑by‑side with our comparison tool to find the
best rates and terms for your business.

Ready to Get Funded?

Ready to Explore Your Options?

Compare MCA providers side-by-side, calculate your costs, or take our 60-second quiz to find the
best funding match for your business.

Related Reading

mca-for-ecommerce
How MCA Repayment Works

Online version: mcaguide.ai/blog/mca-application-checklist/

The Merchant Cash Advance Guide · mcaguide.ai 31

https://mcaguide.ai/compare
https://mcaguide.ai/compare
https://mcaguide.ai/calculator
https://mcaguide.ai/quiz
https://mcaguide.ai/blog/mca-application-checklist/

