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New Commercial Financing Laws Take Effect in
Connecticut, Kansas

Connecticut and Kansas recently joined California, New York, Florida, Utah, Virginia, and Georgia in
enacting laws requiring lenders to provide consumer-like financing disclosures for certain commercial
financing transactions. Like other jurisdictions’ so-called “Business Truth in Lending” laws, Connecticut
and Kansas’s newly enacted laws cover, at a minimum, accounts receivable financing, factoring, and
merchant cash advances.

Both laws took effect July 1, 2024, but Connecticut took a “no-action position” on companies providing
the required disclosures until Sept. 30, 2024.

This GT Alert is intended to remind industry participants of the changes in these state laws requiring such
disclosures and, potentially, registration with a state regulatory agency.

Connecticut
SB 1032, a commercial financing registration and disclosure law, requires providers of “sales-based
financing” to provide disclosures to commercial borrowers beginning July 1, 2024, and register with the

Connecticut Department of Banking by Oct. 1, 2024.

The law defines “sales-based financing” as “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
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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.” At a minimum, the term brings accounts receivable financing,
factoring, and merchant cash advances within its scope.

Significantly, the disclosure and registration requirements only apply to sales-based financing amounts
up to $250,000. Moreover, the law exempts the following entities from the requirements:

¢ Any bank, out-of-state bank, bank holding company, Connecticut credit union, federal credit union,
out-of-state credit union, or any subsidiary or affiliate, as defined in applicable Connecticut law;

e Any person acting as a technology services provider to an entity exempt under SB 1032, as long as the
technology services provider is not involved in or profiting from the commercial financing transactions
made by the exempt entity;

e Alender regulated under the federal Farm Credit Act;

e Any person or provider who extends or brokers a commercial financing transaction secured by real
property;

e Any person or provider who extends or brokers a lease, as defined in applicable Connecticut laws;

e Any person or provider who extends or brokers a purchase-money obligation, as defined in applicable
Connecticut laws;

e Any person or provider who extends not more than five commercial financing transactions in
Connecticut in a 12-month period;

e Any 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
$50,000, in which the recipient is (i) a dealer, as defined in applicable Connecticut laws, or an affiliate
of such a dealer, or (ii) a motor vehicle rental company, or an affiliate of such company; or

e Any person or provider who extends or brokers a commercial financing transaction relating to 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.

Disclosure Requirement

Since July 1, 2024, non-exempt commercial financing providers and commercial financing brokers have
been required to provide the following disclosures when extending a specific offer of financing in
Connecticut:

e The total amount of the financing;

e The disbursement amount;

e The finance charge;

o The total repayment amount;

e The estimated time period required for periodic payments;

e The payment amounts and frequency, or a payment schedule and the amount of the average projected
payments per month;
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e A description of all other potential fees and charges not included in the finance charge;

e Any finance charge the recipient is required to pay if the recipient prepays the repayment amount, with
some exclusions;

¢ Any additional fees, not already included in the finance charge, if the recipient prepays the repayment
amount;

e A description of collateral requirements or security interests;

e Whether the provider will pay compensation directly to a commercial financing broker out of the
financed amount and, if so, the amount of the compensation; and

o If the provider requires the recipient to pay off the balance of an existing commercial financing from
the same provider, the amount of the new commercial financing that is 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.

The Connecticut Department of Banking published guidance and a commercial financing disclosure form
a few weeks prior to the July 1, 2024, effective date and issued a “no-action position,” stating that it will
not take enforcement action for a provider’s failure to provide the required disclosures for specific offers
of commercial financing issued from July 1 to Sept. 30, 2024. Providers have until Oct. 1, 2024, to comply
with the disclosure requirement, which coincides with the date upon which such providers must be
registered with the Department of Banking for such activities.

Please note that the exact disclosures required may vary based on the specifics of the financing
transaction. To ensure compliance, market participants should consider reviewing the entire text of SB
1032 and consulting with legal counsel to ascertain the exact disclosures required with respect to any
applicable financing transaction.

Registration Requirement

The Connecticut Department of Banking recently released applications through the Nationwide Multistate
Licensing System & Registry (NMLS) for a Commercial Financing Broker Registration and Commercial
Financing Provider Registration. The applications are relatively light and do not require providers to
submit much supplementary information beyond what is contained in the company MU1 Form. Providers
may wish to submit their applications in short order, as the state will require all non-exempt providers to
register with the Department of Banking by Oct. 1.

Kansas

Kansas enacted SB 345, a commercial financing disclosure law that took effect July 1, 2024. Like the laws
of predecessor states, the Kansas law requires a commercial financing provider to disclose to a business
receiving a “commercial financing transaction” the terms of such financing before or at the time of
consummating the transaction. The law defines “commercial financing transaction” as “any commercial
loan, accounts receivable purchase transaction and commercial open-end credit plan when the
transaction is a business purpose transaction.” As is the case with the Connecticut law, at a minimum, the
term appears to bring accounts receivable financing, factoring, and merchant cash advances within its
scope.
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Importantly, SB 345 only requires disclosures for commercial financing transactions in amounts of
$500,000 or less, and it does not include a registration requirement. Moreover, the law exempts the
following entities and transactions from the disclosure requirement:

e Any provider that is a depository institution, as defined in applicable Kansas law, or its parent
company or a subsidiary or service corporation that is (1) owned and controlled by a depository
institution and (2) regulated by a federal banking agency;

e Any provider that is a lender regulated under the federal Farm Credit Act;
e Any provider that is licensed as a money transmitter in accordance with applicable Kansas law;

e Any provider that consummates not more than five commercial financing transactions in Kansas in a
12-month period;

e A commercial financing transaction that is (1) secured by real property; (2) a lease; or (3) a purchase
money obligation that is incurred as all or part of the price of the collateral or for value given to enable
the business to acquire rights in or the use of such collateral if such value is so used; and

e A commercial financing transaction in which the recipient is a motor vehicle dealer or a vehicle rental
company, or an affiliate of a motor vehicle dealer or vehicle rental company or an affiliate of such a
company pursuant to a commercial loan or commercial open-end credit plan of at least $50,000 or a
commercial financing transaction offered by a person in connection with the sale or lease of products
or services that such person manufactures, licenses, or distributes or whose parent company or any of
such parent company’s directly or indirectly owned and controlled subsidiaries manufactures, licenses,
or distributes.

Disclosure Requirement

Since July 1, 2024, entities engaging in “commercial financing transactions” in Kansas must provide the
following disclosures to prospective borrowers:

e The total amount of funds provided;

e Total amount of funds disbursed;

e Total payments;

o Total dollar cost of financing;

e Manner, frequency, and amount (or estimated amount) of each payment; and

e Whether there are any costs or discounts associated with payment.

If the transaction constitutes a “commercial financing facility,” then only one disclosure must be provided.
SB 345 defines the term “commercial financing facility” to mean a provider’s plan for purchasing multiple
accounts receivable from the recipient over a period of time pursuant to an agreement that sets forth the
terms and conditions governing the use of the facility.” As a result, certain factoring or accounts receivable
financing transactions may require only a single disclosure, depending upon the structure of the
transaction.

The state has not released a template disclosure form, and SB 345 does not require the disclosures to be
signed by the recipient. Accordingly, it appears that commercial financing disclosure templates utilized to
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comply with similar requirements elsewhere may satisfy the requirements of SB 345, so long as the
template contains the minimum information described above.

Takeaways

Enhanced regulation of commercial financing transactions remains a focus for many states, and more
states may enact laws like those enacted by Connecticut and Kansas in the upcoming legislative sessions.
The next “Business Truth in Lending” laws may be enacted in Illinois, Maryland, and Missouri, as such
laws have been proposed for the upcoming legislative sessions. Given the developments across other
states, these bills may pass with language similar to laws enacted by predecessor states.
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