
 

 BORROWERSBILLOFRIGHTS.ORG 

How Estimated APR is Computed for Merchant Cash Advances 

Small business price transparency legislation asks merchant cash advances (or “MCAs”)1 to disclose an 
Estimated APR, recognizing that the computation for MCAs includes an estimate of the business’s future 
revenues. That estimation is readily available and is often printed right in the financing contract. (See the 
example below, where the MCA company has labeled it “Average Monthly Sales”).  
 
MCA companies rely on their estimate of a small business’s future revenue to decide whether to extend 
financing. They rely on this estimate to set the terms of the financing, and to establish their own estimate of 
what rate they expect to earn. If these revenue estimates can be relied on by the financing company on 
decisions that put their capital at risk, they can be relied on for price disclosures to the small business as well.  
 
After all, the Estimated APR the business owner will pay is also the annualized rate the finance company 
expects to earn. Financing companies generally do not give out financing without an expectation of what rate 
they will earn. Merchant cash advance companies sometimes advertise their high estimated annualized rates 
to the hedge funds whose money they borrow and re-lend to small business owners. Surely the small business 
owner who is paying that rate deserves to know it as well. 
 

Real Example: Computing the Estimated APR of a Merchant Cash Advance Contract 

To demonstrate how an Estimated APR is calculated, below is an excerpt from a typical merchant cash 
advance contract. As you can see, the Estimated APR is not disclosed. However, everything the financing 
company would need to compute the Estimated APR is printed in the contract.  
 

 
 
Here how the Estimated APR for this transaction can be easily computed in software like Microsoft Excel, 
using numbers that already appear in this merchant cash advance financing contract: 
 

 

 
1 Merchant cash advances, or MCAs, are also someƟmes described as sales-based financing or revenue-based financing. 


