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What lenders actually care about

Traditionally, many banks have been pretty protective of their credit criteria — the list 
of factors that go into deciding whether to approve or deny your loan application. But 
for small business owners like you, this black box approach can be the beginning of 
an endlessly frustrating experience. Imagine applying for a job without seeing the job 
description first. Or auditioning for American Idol without meeting the judges. 

At Funding Circle, we believe you should understand exactly what you’re getting into 
from the very beginning. That’s why we’ve put together this credit criteria guide for all 
small business owners. In the pages that follow, you’ll get an inside look at the five 
categories of criteria most commercial lenders consider when evaluating a business for 
a loan. 

Some lenders might value one or two characteristics more than some of the others, so 
if you’re shopping around between a few different lenders it’s a good idea to ask them 
which ones are most important to them. 

The Funding Circle difference

As you’ll discover, Funding Circle takes a holistic view of every loan application — which 
is part of the reason so many businesses choose to work with us instead of a traditional 
bank when it comes to financing their growth.

More than 32,000 small businesses around the world have received over $4 billion 
in affordable financing through our marketplace. See how we stack up against the 
competition in terms of rates, fees, and time to funding.  
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The 5 Cs of Credit

Capacity

Your business’ ability to repay a loan

When a lender evaluates your business, they’re typically trying to answer one big 
question: Will your business be able to repay the loan plus the additional interest?

The most obvious way to answer this question is to look at your business’ cash flow 
and see how your typical monthly revenue compares to your typical monthly debts. At 
Funding Circle, we break your cash flow evaluation into two parts:

1. The recurring nature of your cash flow. It’s always a good sign when your net cash 
flow is positive, month over month. We look for fairly consistent sales, a steady 
flow of contracts, and regular reinvestment of cash to keep growing your business.

2. Your future cash flow projections. We don’t just care how your business has 
performed in the past — we also want to know how it’s going to perform in the 
future. Are you landing a big contract soon? Is your busy season just around the 
corner?

To get a simple, objective view of your business’ capacity, a lender will often calculate 
your Debt Service Coverage Ratio (DSCR). Lenders vary in what metrics they include in 
this calculation, but Funding Circle uses a Global DSCR, which takes into account your 
personal assets and debt obligations. Ask your accountant for help calculating and 
interpreting your own DSCR, or use the formula below to calculate it yourself. 

A large DSCR (greater than 1.5) tells a lender you have a greater capacity to repay your 
outstanding debts, while a low DSCR (lower than 0.75) might indicate difficulty making 
regular repayments.

personal debt + business debt + new debt
DSCR = 

personal cash flow + business cash flow
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Capital

How much “skin in the game” do you have?

The second thing a lender may consider when evaluating your business is how 
committed you are to the success of your business. This sounds like a fairly subjective 
question, but it is often measured by how much capital you have personally invested in 
your business to date.

When a business owner invests their own money in their company and continues to 
reinvest profits in its continued success, it is a strong signal that they will use a new 
loan to keep the business on the right path. 

At Funding Circle, we don’t have a minimum capital require for eligible businesses, 
but we do take this characteristic in context with other measurements to develop an 
understanding of your business’ potential.
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Conditions

The overall environment in which your business operates

No business is an island, and your lender will likely consider at least a couple external 
factors when evaluating your business. A good lender will already know about recent 
trends in your industry, and will focus on the things that you’re doing to react to these 
changes. 

Here are three areas to think about when applying for financing — acknowledging them 
during the application process can help you position yourself as a worthy applicant.

1. The competitive landscape. Who is your competition, and how do you differentiate 
yourself? How could more capital help you improve your business’ weak points so 
you can get an edge.

2. Customer relationships. Do any of your customers represent more than 10% of 
your revenue? If so, how do you protect those relationships? Could additional 
capital be used to help you diversify your revenue base? 

3. Industry-specific risks. Are there any macroeconomic or political factors that 
could affect your business? Will any of the capital be used to address these trends 
or more abrupt changes?

TIP FROM AN UNDERWRITER

Whenever you apply for capital, it’s always helpful to show you know exactly how 
you plan to spend your funds. Will you be purchasing new equipment? Hiring a new 
salesperson? Covering an accounts receivables gap? Let us know, and don’t be afraid to 
be specific.
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Collateral

Any property or asset that a lender might ask of you to 
secure a loan

Generally, loans with sizable collateral — like a mortgage or a car loan — are easier to 
qualify for and come at lower rates. If you miss too many payments on your loan, the 
lender can seize the collateral to make up for its lost investment. In contrast, unsecured 
working capital and other business loans often come with higher rates because the 
lender has little recourse if the borrower defaults. 

At Funding Circle, our term loans are secured by a lien on your business’ assets and 
with a personal guarantee from the owner(s) of the business. A personal guarantee 
is a document that states you will be liable if your business is unable to meet its debt 
obligation.

The fact that we use a personal guarantee on our commercial loans means even asset-
light businesses that may be rejected by traditional banks due to their limited collateral 
may qualify for a Funding Circle loan.
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Character

An overall assessment of your trustworthiness and 
credibility

The final category most lenders judge applicants on is their character and credibility. 
Most lenders quantify this seemingly subjective concept by looking at your credit score. 
The general principle is that a borrower’s previous actions are indicative of their future 
actions — if you were late or defaulted on previous loans, they’re going to think it’s more 
likely you’ll have trouble paying back their loan. 

For this reason, it’s critical that you understand and track both your personal credit 
score and your business credit score.

But a good lender should understand that your business is more than just a series of 
financial statements. When Funding Circle evaluates your “character,” we also consider 
how long you’ve been in business and how much experience you have in your industry. 
We might look at your reputation with your customers and your community — even 
taking into account your business’ social media footprint.

Small business lending is literally all we do, and we 
think you deserve a better loan experience than the 
banks can provide you.

Apply for something better

Apply now

*If your business is organized as as general partnership, your credit score may be impacted when you 
submit your application.

Applying won’t affect your credit score!*

https://www.fundingcircle.com/us/resources/business-owners-personal-credit-karma/?utm_source=borrower-doc&utm_campaign=5csofcredit&utm_medium=PDF
https://www.fundingcircle.com/us/resources/business-owners-personal-credit-karma/?utm_source=borrower-doc&utm_campaign=5csofcredit&utm_medium=PDF
https://www.fundingcircle.com/us/resources/small-business-credit-score/?utm_source=borrower-doc&utm_campaign=5csofcredit&utm_medium=PDF
https://www.fundingcircle.com/us/resources/how-to-use-social-media-marketing-to-get-a-better-business-loan/?utm_source=borrower-doc&utm_campaign=5csofcredit&utm_medium=PDF
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We hope this guide has  
been useful!

If you have any questions, please get in touch.

support@fundingcircle.com
855.385.5356
8am - 8pm PT, M-F except federal holidays

Get more financing tips and advice from expert entrepreneurs on best practices for 
small businesses. Visit the Funding Circle Small Business Resource Center.

Loans are made by FC Marketplace, LLC a licensed lender in California, North Dakota, South Dakota and Vermont. FC Marketplace, LLC lends to businesses in every 
state except Nevada.
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