FINANCING YOUR BUSINESS

Personal Funds. Whnile S ho.\éﬁ?ays possible, outside
investors and lenders like to ki ¢ & that the entrepreneur
has some personal investment in the enterprise beyond
their labor.

Family and Friends. This is a potential source of start-up
capital with litle or no paperwork or legal issues.
However, money issues can be a major source of conflict
in rejationships, so give serious thought to your ahility and
timetabie for repayment of these types of funds.

Credit Card. While it is never recommended to carry large
credit card debt, there are many anecdotal examples of
entrepreneurs who used credit cards to successfully start their
enterprise. This may be a viable option if the interest rates are
reasonable and a reasonable pay-off schedule is likely.

Loans. According to the Small Business Administration,
commercial banks are the largest suppliers of debt
capital to small firms. See below for more information on
commercial foans.

What is the bottom line when it

comes to my business finances?

As always. the bottom line is whether the business will
turn a profit. Will the income from the business exceed
the expenses and allow the entrepreneur to mest his or
her basic and longterm needs? This is hard to predict,
particularly for new entrepreneurs. The business plan is

the instrument that allows you to make this prediction in
an objective manner.

How do I fund my new business

enterprise?

Lack of capital is among the leading causes of smal

business failure. % is essential to have & business plan

that details start-up and Cngoing capital needs and their
sources. Outside financing usually comes in these forms:

* Debt financing does not give the lender ownership
control, but the principal must be repaid with interest.
Length of the loan, interest rates, security, and other
terms depend on what the loan is being used for.

* Commercial bank joans may offer a variety of loans
and terms for small business.

* Real estate financing s typically financed over a fairly
fong term, 10 to 30 years, Expect a down payment of
about 20 percent.

* Agccounts receivahle financing is money loaned
against accounts receivable pledged as collateral.

* Equity financing is money put into a business by the
owner, private investars, and/or venture capitalists.
Equity gives an investor ownership and possibly some
controt of the business,

While new entregreneurs sometimes expect “frae money”
in terms of grants or sther sources, the reality is that
grants {outside funds that do not require repayment or an
ownership stake) are almost never avaitable to for-profit
enterprises.

Equity financing is more often available for technoiogy or
innovation-driven enterprises with prospects for greatly
increased earnings in the long term, based on rapid growth
or a technological or other type of innovation. However,
there are some investors with other, more specialized
interests, so this may be worth exploring if you are wijling
to provide outside investors with a financial ownership
stake in the business, Selling shares or stock in a business
is another possible option. An attorney and investment
banker should be consulted for more information.

Smaller start-ups or home-based enterprises sometimes
have difficulty securing funding through traditional lending
institutions or programs, However, there may be loan
programs or organizations in your area that provide loans
for microenterprise or Specific types of business owners
or business activities for which you may qualify, These
include federal and state loans, community micro-lending
programs, minority lending programs, and agriculture-
related loans. Sometimes these sources may not always
be widely known.
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