FINANCING YOUR BUSINESS
Before seeking financing review your Business Plan to determine that every item of cost has been included, that you actually require every item of startup expense listed and that you have made adequate provision for working capital to carry the business through the period of initial losses normally expected.

Most lenders will require a Loan Application and a Business Plan when considering a business loan.  They also evaluate other factors:
How much the owner is investing in the business.  Normally lenders like the owner to provide at least 20 to 25% of startup funds.  However, this is not a hard rule.  
The owner’s experience.  Experience in a similar business, managerial experience and previous business ownership are factors.  Experience of key employees can also be a consideration.

The borrower’s credit record.  Some lenders want a credit score above 620, some want a higher score and others will go down to 600.  There is not a hard cut off point, but the borrower must have a good credit history.  A recent history of bankruptcy, overdrawn bank accounts, credit card arrears, student loan defaults, etc. makes obtaining a loan very difficult.

How will the money be used.  This should be clearly explained in your Business Plan.  Details should show each major item or category.

How the money be repaid.  Your Business Plan Financial Statements must show principal and interest payments on the proposed loan.  Plan to repay the money in a reasonable time.  Don’t expect thirty year financing to start a business.  One to five years is more realistic.  Thirty years may be possible when buying a building or something similar with long term residual value.
What collateral and guarantees are available, if the business does not prosper as expected.  Equity in property, savings and other sources of income are important considerations.
A prospective lender will consider your Loan Application and Business Plan in assessing  the prudence of a loan.  Failure to meet all of the requirements does not mean a loan is impossible, just more difficult.  Prepare yourself to discuss perceived deficiencies should the subject be raised.

There are a number of funding sources for starting a business.  Banks are usually considered the prime source of business financing.  Sometimes when the borrower does not quite meet all of the lenders requirements a bank will obtain a Small Business Administration loan guarantee and make the loan.  Some banks do not want to consider small business loans, below $20,000 or $25,000.  However they may consider a small personal loan.
In addition to banks there are a number of other funding sources available to small businesses.  These are not listed in any particular order.
Personal Funds – Use of personal funds does not require justifying matters to outsiders.  This can be an advantage and a disadvantage.  The business must still be operated on sound financial principles with a solid Business Plan.  You cannot afford to operate on emotion and intuition just because a banker is not looking over your shoulder.  This would be a good way to lose your money.

Community Express Loans – This SBA program offers loans from $5,000 to $50,000.  Approval of an SBA Technical Provider is required.  SCORE Chapter 194 is authorized to make this approval.

Economic Development Corporations – These organizations are a good source of funding.  They make smaller loans than most banks will consider and can also handle large loans.

Credit Unions – Some credit unions will make personal loans that can be used to start a business.  Also loans may be obtained to purchase vehicles.

Credit Cards – Some small businesses are successfully started by purchasing necessary equipment with credit cards.  You must use very good business judgment with this type of financing.  Be careful not to overspend just because the money does not have to be repaid immediately.  Also credit card interest rates are usually high compared to bank borrowing and go even higher, if a payment is missed.
Refinancing Real Estate – Equity in a home or other real estate may serve as collateral for a loan to start or expand a business.  A home mortgage may offer lower interest and longer repayment terms than other types of financing. 

Friends and Family – This borrowing may seem simple, but can be very expensive.  Unforeseen circumstances may result in the loss of a good friend or family animosity.

Customer Advances – Advance payments and progress payments are common in some industries.  However, caution is advised.  You don’t want to appear as being in financial difficulty.

Accounts Payable – Businesses are frequently extended terms, usually 30 days, by their suppliers when purchasing inventory.  Sometimes longer terms are available in special cases, but good credit is mandatory.  Such terms amount to borrowing from a supplier.
Leases – Major equipment and vehicles are frequently available on commercial lease plans.  These differ from normal automobile leases.   
Other loan programs – There are loan programs for first time farmers, disabled veterans and many others.  If you look hard enough there may be one that includes you.

When the funding picture appears bleak take another look at your startup costs.  
Determine what is really necessary.  Have you considered every lending source.  The individual truly destined to become an entrepreneur will usually find a way.   

