
FAQs On Demand

What is the difference between
revenue-based loans and straight
loans?

Revenue-based loan repayments and typical loan repayments on a straight schedule differ in
how the repayments are structured and calculated.

Let's explore the differences between the two:

1. Typical Loan Repayments on a Straight Schedule:
• Structure: With typical loan repayments on a straight schedule, borrowers are

required to make fixed payments consisting of both principal and interest at
regular intervals (e.g., monthly, quarterly, or annually) over the term of the loan.

• Repayment Amounts: The repayment amounts remain constant throughout the
loan term, with a portion of each payment allocated to principal reduction and the
remainder to interest expense.

• Calculation: The loan amortization schedule is established at the outset, outlining
the specific payment amounts, payment dates, and allocation between principal
and interest for each payment period.

• Risk: Borrowers bear the risk of meeting fixed repayment obligations regardless of
their revenue or cash flow fluctuations. If revenue declines or operational
challenges arise, borrowers may face difficulties in meeting their repayment
obligations.

2. Revenue-Based Loan Repayments:
• Structure: Revenue-based loan repayments are structured based on a percentage

of the borrower's revenue rather than fixed amounts. In this model, borrowers
repay the loan based on a predetermined percentage of their gross revenue until a
certain repayment cap or total repayment amount is reached.

• Repayment Amounts: Repayment amounts fluctuate based on the borrower's
revenue performance. During periods of high revenue, repayment amounts
increase, and during periods of low revenue, repayment amounts decrease
accordingly.

• Calculation: The repayment percentage and repayment cap are negotiated
between the lender and borrower and are typically based on the borrower's
historical revenue, growth projections, and risk profile. Repayment terms may also
include a minimum payment floor to ensure a baseline level of repayment.



• Risk: Revenue-based loan repayments align with the borrower's revenue
generation capacity, reducing the risk of default during periods of revenue volatility
or economic downturns. Borrowers benefit from more flexible repayment
obligations that adjust with their revenue performance.

Key Differences:
• Payment Structure: Typical loan repayments consist of fixed principal and interest

payments, while revenue-based loan repayments are based on a percentage of the
borrower's revenue.

• Repayment Amounts: Fixed loan repayments remain constant throughout the loan
term, while revenue-based repayments fluctuate based on the borrower's revenue
performance.

• Risk Mitigation: Revenue-based loan repayments provide more flexibility and align
repayment obligations with the borrower's revenue generation capacity, reducing the risk
of default during revenue downturns.

In summary, while typical loan repayments follow a fixed schedule of principal and interest
payments, revenue-based loan repayments adjust based on the borrower's revenue
performance, offering greater flexibility and risk mitigation for borrowers.
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