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The Honorable C.T. Wilson, Chair 
The Honorable Brian Crosby, Vice Chair  
Economic Matters Committee 
Room 231 
House Office Building 
Annapolis, Maryland 21401 
 
February 16, 2024 
 
RE: HB 574 – Opposed Unless Amended 
 
Dear Chair Wilson and Vice Chair Crosby, 
 
The Revenue Based Finance Coalition (“RBFC”) respectfully opposes HB 574 as currently drafted. RBFC 
members are responsible finance companies that provide needed capital to small and medium sized 
businesses nationwide. Our member companies offer fair and innovative financing and have filled the void 
created by the decline in small business lending by larger, traditional banks. Our members are committed 
to providing clear and accurate cost of capital disclosures to our small  business customers. 

 
HB 574 Will Prevent Small Businesses from Accessing Needed Capital 

 
Five state legislatures to date have adopted a “Total Cost of Capital” model of disclosure for commercial 
financing products instead of “APR” disclosures.  

● Connecticut, Virginia, Utah, Florida, and Georgia have all adopted “Total Cost of Capital” 
disclosure models for commercial financing in their states because that is an appropriate metric 
for commercial financing.  

● As an example, we have included with this letter a copy of Connecticut 2023 SB 1032 (approved 
June 28, 2023), which requires the following disclosures: 

1. The total amount of the commercial financing 
2. The disbursement amount, which is the amount paid to the recipient or on the recipient’s 

behalf.  
3. The finance charge. 
4. The total repayment amount, which is the disbursement amount plus the finance charge. 
5. The estimated time period required for the periodic payments to equal the total 

repayment amount. 
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6. The payment amounts, either fixed or variable, and the corresponding payment schedule 
or description of the method used to calculate the schedule of payments.  

7. A description of all other potential fees and charges not included in the finance charge, 
included but not limited to draw fees, late payment fees, returned payment fees, etc.  

8. Any charges for early repayment and any charges not already included in the finance 
charge. 

9. A description of any collateral requirements, if any. 
10. Any compensation a provider will pay directly to a broker out of the financed amount.  

● Virginia, Utah, Florida, and Georgia have also codified these same, or very similar, disclosure 
requirements.   

● “Annualized Percentage Rate” (“APR”) is not an appropriate metric for a revenue-based finance 
(“RBF”) product because there is no maturity date or fixed term of repayment. Instead, RBF 
payments to the provider are tied to actual business receipts. If revenue decreases, the business 
can require the funder to accept smaller payments until revenue increases.  

● APR is an appropriate metric for certain consumer financial products such as credit cards or 
mortgages that have a fixed term, compounding interest, and usually carry over year to year.  

● Revenue-based financing, invoice factoring, and other types of commercial financing do not have 
fixed terms or compounding interest; the costs are fixed at the time of closing and are not based 
on the time period it takes for the business to pay its obligations.  

● Therefore, calculating an APR, or estimated APR, for these commercial financing products does 
not give a small business owner a clear indication of how much money they will pay back to a 
funder. In fact, if forced to calculate and publish an APR on disclosure forms, the APR will likely be 
misleading and inaccurate due to the variability of daily revenue generated by a business.  

HB 574 would require commercial financing providers to provide a misleading “Estimated APR” disclosure. 

● An “Estimated APR” disclosure can be manipulated to make more expensive financing choices 
appear less costly. 

 
● HB 574’s proposed methods to calculate an “Estimated APR” will not result in a reliable and 

consistent APR that can be compared among other financing providers.  
 

● Because the actual repayment amounts of a revenue-based financing transaction are based on 
the economic and market realities of each small business customer, an “Estimated APR” 
disclosure that is based on historical estimates and assumptions is of little value.   

 

What is Revenue Based Financing? 

RBFC members help meet the needs of American small business entrepreneurs by providing financing to 
qualified small businesses. Revenue-based financing (“RBF”) is a form of flexible financing in which 
payments are adjusted as a percentage of business revenue. RBF allows businesses to access funds for, as 
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an example, a seasonal inventory surge or to replace an unexpected major equipment failure.   

In an RBF agreement: 
 

● As opposed to traditional lending products, the business remits a contractually specified 
percentage of its future revenue. If revenue decreases, then the business has the right to 
correspondingly decrease its remittances.   

 
● The RBF funder agrees up front to take the risk that the business’s revenue will be generated 

slower than expected and the risk that the business will    fail or go bankrupt.   
 
 Example. If an RBF company purchases 10% of a business’s future revenue up to a purchased 

amount of $10,000, the transaction would be completed whenever the business succeeded in 
generating $100,000 in revenue, and remitted 10% of that revenue to the RBF funder. This 
milestone could be achieved in a month, a year, or never. 

 
Advantages of Revenue Based Financing 
 
RBF has many advantages for small businesses: 
 

● Unlike traditional consumer loans, or other loan products, there is no absolute obligation to pay.  
If, in the ordinary course of doing business, the business fails, then the RBF funder will have no 
recourse against the business. 
   

● Funds can be provided to the business in as little as 24 hours. 
 

● The incentives of the RBF funder and the business are aligned because the RBF funder’s  
compensation is contingent on the business’s continued success. 

 
● Unlike most Small Business Association loans, the business owner does not need to use his or her 

house as collateral. 
 

● The business owner does not enter into a partnership, nor does it give up control of the business. 
 

Thank you for the opportunity to provide comments. We look forward to participating in discussions 
regarding this legislation. 

Sincerely, 
 
 
 
Mary Donohue 
Executive Director 
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Public Act No. 23-201 
 

 
AN ACT REQUIRING CERTAIN FINANCING DISCLOSURES. 

Be it enacted by the Senate and House of Representatives in General 
Assembly convened: 
 

Section 1. (NEW) (Effective July 1, 2024) As used in this section and 

sections 2 to 12, inclusive, of this act: 

(1) "Commercial financing" means any extension of sales-based 

financing by a provider in an amount not exceeding two hundred fifty 

thousand dollars, the proceeds of which the recipient does not intend to 

use primarily for personal, family or household purposes; 

(2) "Commercial financing broker" means a person, other than a 

financer, who, for compensation or the expectation of compensation, 

offers, or offers to obtain, commercial financing for a recipient from a 

provider that is not exempt; 

(3) "Finance charge" means the cost of financing expressed as a dollar 

amount, including (A) any charge payable directly or indirectly by the 

recipient and imposed directly or indirectly by the provider as an 

incident to, or a condition of, the extension of financing, and (B) all 

charges that would be included under the definition of "finance charge" 

in 12 CFR 1026.4, as amended from time to time, as if the transaction 

were subject to said section; 
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(4) "Financer" means a person who provides, or will provide, 

commercial financing to a recipient; 

(5) "Person" means an individual, corporation, partnership, limited 

liability company, joint venture, association, joint stock company, trust 

or unincorporated organization, including, but not limited to, a sole 

proprietorship; 

(6) "Provider" means a person who extends a specific offer of 

commercial financing to a recipient and includes, unless otherwise 

exempt under this section, a commercial financing broker, but does not 

include any (A) bank, out-of-state bank, bank holding company, 

Connecticut credit union, federal credit union, out-of-state credit union 

or any subsidiary or affiliate of the foregoing, as those terms are defined 

in section 36a-2 of the general statutes, (B) person acting in such person's 

capacity as a technology services provider to an entity exempt under 

this section for use as part of the exempt entity's commercial financing 

program, provided such person has no interest, arrangement or 

agreement to purchase any interest in the commercial financing 

extended by the exempt entity in connection with such program, (C) 

lender regulated under the federal Farm Credit Act, 12 USC 2001 et seq., 

as amended from time to time, (D) person or provider who extends or 

brokers a commercial financing transaction secured by real property, (E) 

person or provider who extends or brokers a lease, as defined in section 

42a-2A-102 of the general statutes, (F) person or provider who extends 

or brokers a purchase-money obligation, as defined in section 42a-9-

103a of the general statutes, (G) person or provider who extends not 

more than five commercial financing transactions in this state in a 

twelve-month period, (H) person or provider who extends or brokers a 

commercial financing transaction entered into pursuant to a commercial 

financing agreement or commercial open-end credit plan of at least fifty 

thousand dollars, in which the recipient is (i) a dealer, as defined in 

section 14-1 of the general statutes, or an affiliate of such a dealer, or (ii) 
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a motor vehicle rental company, or an affiliate of such a company, or (I) 

person or provider who extends or brokers a commercial financing 

transaction in connection with the sale of products or services that such 

person or provider manufactures, licenses or distributes, or whose 

parent company, subsidiary or affiliate manufactures, licenses or 

distributes; 

(7) "Recipient" means a person, or the authorized representative of a 

person, who applies for commercial financing and is made a specific 

offer of commercial financing by a provider, but does not include a 

person acting as a commercial financing broker; 

(8) "Sales-based financing" means a transaction that is repaid by the 

recipient to the provider over time (A) as a percentage of sales or 

revenue, in which the payment amount may increase or decrease 

according to the volume of sales made or revenue received by the 

recipient, or (B) according to a fixed payment mechanism that provides 

for a reconciliation process that adjusts the payment to an amount that 

is a percentage of sales or revenue; and 

(9) "Specific offer" means the specific terms of commercial financing, 

including, but not limited to, a price or amount, that is quoted to a 

recipient based on information obtained from or about the recipient, 

which, if accepted by the recipient, would be binding on the provider, 

subject to any specific requirements stated in such terms. 

Sec. 2. (NEW) (Effective July 1, 2024) For purposes of determining 

whether financing is commercial financing, a provider may rely on any 

statement of intended purpose made by the recipient. The statement 

may be (1) a separate statement signed by the recipient, (2) contained in 

the financing application, financing agreement or other document 

signed or consented to by the recipient, or (3) provided orally by the 

recipient if such oral statement is documented in the recipient's 

application file by the provider. Electronic signatures and consents are 
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valid for purposes of this section. A provider shall not be required to 

ascertain that the proceeds of commercial financing are used in 

accordance with the recipient's statement of intended purpose. 

Sec. 3. (NEW) (Effective July 1, 2024) A provider shall provide to a 

recipient, when the provider extends a specific offer for sales-based 

financing, the following disclosures in a format prescribed by the 

Banking Commissioner: 

(1) The total amount of the commercial financing. 

(2) The disbursement amount, which is the amount paid to the 

recipient or on the recipient's behalf, excluding any finance charges that 

are deducted or withheld at disbursement. 

(3) The finance charge. 

(4) The total repayment amount, which is the disbursement amount 

plus the finance charge. 

(5) The estimated time period required for the periodic payments to 

equal the total repayment amount. 

(6) The payment amounts as follows: 

(A) For payment amounts that are fixed, the payment amounts and 

frequency; or 

(B) For payment amounts that are variable, a payment schedule or a 

description of the method used to calculate the amounts and frequency 

of payments, and the amount of the average projected payments per 

month. 

(7) A description of all other potential fees and charges not included 

in the finance charge, including, but not limited to, draw fees, late 

payment fees and returned payment fees. 
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(8) (A) Any finance charge the recipient will be required to pay if the 

recipient elects to pay off or refinance the commercial financing prior to 

full repayment, other than interest accrued since the recipient's last 

payment, and the percentage of any unpaid portion of such finance 

charge and the maximum dollar amount of such finance charge the 

recipient will be required to pay; and 

(B) Any additional fees, not already included in the finance charge, 

the recipient will be required to pay if the recipient elects to pay off or 

refinance the commercial financing prior to full repayment. 

(9) A description of collateral requirements or security interests, if 

any. 

(10) Whether, in connection with the specific offer of sales-based 

financing, the provider will pay compensation directly to a commercial 

financing broker out of the financed amount and, if so, the amount of 

such compensation. 

Sec. 4. (NEW) (Effective July 1, 2024) If as a condition of obtaining 

commercial financing the provider requires the recipient to pay off the 

balance of existing commercial financing from the same provider, the 

provider shall disclose to the recipient: 

(1) The amount of the new commercial financing used to pay off the 

portion of the existing commercial financing that consists of prepayment 

charges required to be paid and any unpaid interest expense that was 

not forgiven at the time of renewal. For financing for which the total 

repayment amount is calculated as a fixed amount, the prepayment 

charge is equal to the original finance charge multiplied by the amount 

of the renewal used to pay off existing financing as a percentage of the 

total repayment amount, minus any portion of the total repayment 

amount forgiven by the provider at the time of prepayment. 

(2) If the disbursement amount will be reduced to pay down any 
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unpaid portion of the outstanding balance, the actual dollar amount by 

which such disbursement amount will be reduced. 

Sec. 5. (NEW) (Effective July 1, 2024) The provider shall obtain the 

recipient's signature, which may be fulfilled by an electronic signature, 

on all disclosures required to be presented to the recipient pursuant to 

sections 1 to 6, inclusive, of this act before authorizing the recipient to 

proceed further with the commercial financing transaction application. 

Sec. 6. (NEW) (Effective July 1, 2024) Nothing in this section or sections 

1 to 5, inclusive, of this act shall prevent a provider from providing or 

disclosing additional information concerning commercial financing 

offered to a recipient, provided such additional information shall not be 

disclosed as part of any disclosure required pursuant to this section or 

sections 1 to 5, inclusive, of this act. 

Sec. 7. (NEW) (Effective July 1, 2024) If the Banking Commissioner 

determines that the laws of another state require commercial financing 

disclosures that meet or exceed the commercial financing disclosure 

requirements established under sections 1 to 6, inclusive, of this act, any 

commercial financing disclosure form that such other state approves for 

the purposes of complying with such other state's commercial financing 

disclosure laws may be used for the purposes of complying with the 

commercial financing disclosure requirements established under 

sections 1 to 6, inclusive, of this act. 

Sec. 8. (NEW) (Effective July 1, 2024) No commercial financing contract 

entered into on or after July 1, 2024, shall contain any provision waiving 

a recipient's right to notice, judicial hearing or prior court order under 

chapter 903a of the general statutes in connection with the provider 

obtaining any prejudgment remedy, including, but not limited to, 

attachment, execution, garnishment or replevin, upon commencing any 

litigation against the recipient. Any such provision in a commercial 

financing contract entered into on or after July 1, 2024, shall be 
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unenforceable. 

Sec. 9. (NEW) (Effective July 1, 2024) (a) A provider shall not revoke, 

withdraw or modify a specific offer made on or after July 1, 2024, until 

midnight of the third calendar day after the date of the specific offer. A 

specific offer may be revoked, withdrawn or modified (1) based on 

information obtained in the underwriting process, including, but not 

limited to, verification of any information provided by the recipient, or 

(2) at the request of the recipient. 

(b) A specific offer may state that it is based on the provider's 

preliminary review of application information only and is not a final 

approval or commitment to provide sales-based financing. 

Sec. 10. (NEW) (Effective July 1, 2024) (a) Not later than October 1, 

2024, each provider and commercial financing broker shall: (1) Register 

with the Banking Commissioner in a manner prescribed by the 

commissioner; and (2) unless such provider or broker is organized 

under the laws of this state or is otherwise not required to obtain 

authority to transact business in this state as a foreign entity, shall obtain 

authority to transact business in this state. 

(b) An application for registration by a provider or commercial 

financing broker shall disclose any judgment, memorandum of 

understanding, cease and desist order or conviction that involves a 

crime or an act of fraud, breach of trust or money laundering with 

respect to such provider or broker or any officer, director, manager, 

operator or individual who otherwise controls the operations of such 

provider or broker. 

(c) Each provider and commercial financing broker shall pay an 

initial registration fee of one thousand dollars and an annual 

registration fee of five hundred dollars by the fifteenth of September 

each year thereafter. If a provider or commercial financing broker fails 
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to timely pay any such annual registration fee, its registration shall 

automatically expire by operation of law. 

Sec. 11. (NEW) (Effective July 1, 2024) The Banking Commissioner may 

adopt regulations, in accordance with the provisions of chapter 54 of the 

general statutes, to carry out the provisions of sections 1 to 12, inclusive, 

of this act. 

Sec. 12. (NEW) (Effective July 1, 2024) (a) Any provider who violates 

any provision of sections 1 to 10, inclusive, of this act or any regulation 

adopted pursuant to section 11 of this act shall be liable for a civil 

penalty pursuant to section 36a-50 of the general statutes. 

(b) In addition to any civil penalty imposed under subsection (a) of 

this section, if the Banking Commissioner finds that a provider has 

knowingly violated any provision of sections 1 to 10, inclusive, of this 

act or any regulation adopted pursuant to section 11 of this act, the 

commissioner may seek an injunction in a court of competent 

jurisdiction, and may exercise the powers granted to the commissioner 

under section 36a-50 of the general statutes, on behalf of any recipient 

affected by the violation. 

Approved June 28, 2023 
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