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Main Topics

CHAPTER 1

Lending
Landscape
(Modules 1 - 4)

CHAPTER 2

Underwriting 
Basics
(Modules 5 - 8)

CHAPTER 3

The Best 
Version of the 
Business
(Modules 9 - 14)

CHAPTER 4

Preparing for 
the Next Level
(Module 15)

CHAPTER 5

Resources for 
Professional 
Development
(Module 16)
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CHAPTER 3

Best Version of the Business
(Modules 9 - 14)

Quality Applications (Module 9)

Startups vs. Existing Businesses (Module 10)

Loan Ready vs. Not Qualified (Module 11)

Improving Credit (Module 12)

Improving Debt Service Coverage (Module 13)

Collateral (Module 14)
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Improving Debt Service Coverage: 
What You’ll Learn
• Why cash capacity – also know as debt service coverage (DSC) –

is central to capital access.

• What are the biggest cash capacity challenges faced by clients 
generally not served by conventional lenders.

– How lenders decide whether a business owner 
can ‘afford’ a loan.

– How to help a client improve their debt service 
coverage to qualify for a business loan.
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Microloan vs. Large Loan

Micro Loan Under $50k
Large Loan Up to $250k
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• Can the Borrower pay back the loan?

• Use bank statements from the past 
four months and/or projections

• Include personal and business 
financial information

• Can the Business pay back the loan?

• Use information from past 2-3 years

• Rely on business financial statements
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Cash Capacity: Debt Service Coverage 
• One of the five C’s of Credit used in underwriting.

• It is a measure of the cash flow available to pay 
current debt obligations.

• It is calculated as a ratio of cash to debt payments.

• Lenders like to see historic ability to pay new loan.

• Some mission-based lenders will work with projections.

• We don’t want clients taking on debt they can’t afford.
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Debt Service Coverage for Larger Loans
• Most small business lenders use 2-3 years 

of historical business financial information to 
calculate debt service coverage.

• This means using Profit and Loss statements, 
Balance Sheets, and tax returns.
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Debt Service Coverage for Microloans

• Microlenders use 3-4 months of historical business 
financial information to calculate debt service coverage.

• This means using banks statements when accurate 
Profit and Loss statements are not available. 

• Some microlenders will use projections to calculate 
DSC, particularly for start-ups.
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Cash capacity challenges
Lack of:

• Profits / excess cash, sometimes a result of 
being low-income.

• Proper documentation.

• Good cash management.

• Recognizing sales.

• Understanding of how to use debt – cash might have 
been used in less-than-optimal ways.
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Improving Cash Capacity
What if your clients don’t have sufficient cash coverage 
to qualify for a loan? 

There are four areas that can help strengthen their position:

Improve profitability

Manage cash wisely

Improve documentation

Capture all sales
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Improving Profitability/Excess Cash
Many business owners simply have insufficient profits. 

Increase sales through marketing and improved product/service quality.

Increase prices and maintain/increase gross profit margins.

Improve efficiency.

Reduce expenses.

Include other sources of income.

1

2

3

4

5

All of these strategies could increase excess cash.
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Cash Management Strategies
USE CASH WISELY
• Sales and collections: sell for cash or collect 

receivables quickly.

• Inventory: turn inventory quickly and keep it lean.

• Payables: don’t prepay, look for credit, shop for deals.

• Financing: use cash for operations, finance 
fixed assets.

• Owners Draw: analyze how much the 
business can afford to pay.



14LISC BDO ACCESS TO CAPITAL TRAINING  // 

s

14BRIDGING THE CAPITAL ACCESS GAP  //  CH. 3 BEST VERSION OF THE BUSINESS  //  MODULE 13: IMPROVING DEBT SERVICE COVERAGE

Improve Documentation
Most microenterprise owners have informal 
documentation practices.

• Explore options for tracking income and expenses.

• Many new business bookkeeping systems have mobile 
functionality for documenting sales and expenses.

• Train owners to separate business and personal 
expenses in two bank accounts.

• Support clients to digitize required documents for 
loan applications.
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Capture all sales
• It’s common for microbusiness owners to collect sales 

and pay for expenses in cash.

• This can undermine their ability to demonstrate 
financial capacity.

• Encourage microbusiness owners to deposit all sales 
in their business bank account.

• Keep business checking debits to legitimate 
business expenses.

• Consolidate checking accounts, if there are several.
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Key Takeaways
• Businesses of all sizes need capital to grow.

• Cash capacity (DSC) is a central analysis for lenders.

• Larger loans require formal financial statements to determine DSC.

• Microloans use bank statements and household financial information to determine DSC.

• Business coaches can help business owners estimate and improve DSC.
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CHAPTER 3

Best Version of the Business
(Modules 9 - 14)
Quality Applications (Module 9)

Startups vs. Existing Businesses (Module 10)

Loan Ready vs. Not Qualified (Module 11)

Improving Credit (Module 12)

Improving Debt Service Coverage (Module 13)

Collateral (Module 14)
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LISC Capital Access Training Modules

18
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