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INTRODUCTION TO SMALL BUSINESS FUNDING

Funding Your Business: The Basics


All businesses start with, ideally, a good idea. Unfortunately, many businesses are actually based on concepts that are not fully viable or just simply poor in character. The point is that getting funding for your business is a lot easier if the fundamental business concept is sound and the underlying premise is viable. Of course, most entrepreneurs and would-be business owners believe their business concepts to be promising and we all wish this were actually the case. However, judging from the number of startups and new businesses that fail each year, this is hardly the reality. According to the Small Business Administration (SBA), only 69% of new companies tend to last more than two years and this number drops to some 51% over five years. Thus, starting a small business with even the best of business propositions is a difficult undertaking and one of the most significant reasons that these new businesses fail is because of insufficient capitalization or a lack of cash flow at startup. In this regard, even with the best of concepts, lacking sufficient capital can undermine your phenomenal business concept even before you open your doors, conceptually speaking, to your consumer. 


The SBA is an organization that is supported by the federal government and is one that is designed to offer you a variety of support in order to get your business off the ground. One of the more important services and resources offered through the SBA is its small business funding function. One of the more common misconceptions regarding the SBA is that it, as an organization, makes small business loans. The SBA actually makes no loans at all. Rather, the SBA acts as a loan guarantor in which you approach a local lending institution that actively participates in small business lending and begin the small business loan application process through that institution. The lending institution and the SBA must both approve the small business loan application and the SBA provides its guarantee that it will repay a portion of the small business loan should you default on the loan amount from the lending institution. As you can begin to see, the SBA loan process and the small business funding process in general is a complex affair that can be intimidating and disheartening all at once. But, take heart because if you truly have a great business concept and familiarize yourself with the SBA loan and funding process discussed in detail within this manual, your chances of funding your business will be greatly enhanced. Now, it’s time for a reality check. Below are a few points that you should be aware of at the outset so that your expectations regarding SBA funding are more realistic:

1. Virtually all small business loans, SBA or otherwise, are CREDIT-DRIVEN in that they require not only the personal credit reports of the business owner and key personnel but also that this credit be relatively good in character

2. A new business startup must be based on not only a good idea but must be backed up with REALISTIC financial projections rather than pie-in-the-sky estimates which tend to reveal the inexperience of the entrepreneur

3. You need not just startup capital but SUFFICIENT startup capital

4. Virtually funding methods mandate or require that YOU contribute a substantial amount of capital to the business endeavor

5. You need a well-written business plan BUT a well-written business plan is not all it takes to get an SBA loan or to get business funding (see the previous points) 
Realistically speaking, if you have an issue with any of these points you may want to consider delaying or re-examining your business startup efforts. However, if you recognize the importance of these points, you can now move forward with your funding efforts for your new business by reviewing the rest of the material in this pamphlet. While all of this material is available in various sites on the web and in various publications, we have compiled it into one succinct and explanatory document. This makes the small business funding process through the SBA much more palatable so that you can concentrate on what you should be focusing on which is starting and running your new business. 

Identifying Capital Requirements


One of the first aspects of a new business startup or loan application that lenders examine is the amount of capital you are requesting and how this amount of capital relates to the particular requirements of the business. Thus, when completing an SBA loan application or when applying for some sort of small business funding you need to accurately assess just how much capital you should be asking for and be prepared to validate the rationale that leads you to this amount. Some of the questions that you should answer in arriving at this amount of capital are those such as the following:

1. Is this a new business startup or is this for a growth or expansion effort?

a. New business startups typically require more capitalization in order to cover startup costs AND operating costs for at least the first 12 months

2. Is this capital required for immediate use or is it for some future strategy?

a. Applying for an SBA loan or business funding for cash flow purposes gives the appearance that your business is in trouble and it is less likely to be approved

3. What is the state of the market in which you intend to compete (healthy or in decline)?

a. SBA loans and small business funding is more difficult when markets in which the business competes in are stagnant or contracting

Whatever the response is to these questions you should then be able to arrive at some type of reliable estimate in terms of a loan or funding amount that incorporates the status of the business as well as the health of the market in which the business competes. Addressing these points demonstrates that you are practical in arriving at a reasonable loan or funding request and that you have examined both internal and environmental factors in determining a loan amount. 
SBA FUNDING STRATEGIES

SBA Loans

SBA Loan Overview


The SBA itself, as mentioned previously, does not itself actually lend funds. Rather, the SBA acts as a loan guarantor in that any participating financial institution can make an SBA loan to which the SBA guarantees that it will pay back a percentage of the principle loan amount should the small business owner default on the loan. This SBA guarantee reduces the risk exposure of the lending institution and makes the lending institution’s approval of the small business loan more likely. The SBA itself oversees a number of different small business loan programs which are detailed below:

1. Loans for Starting or Expanding a Business (most common)

a. The Basic 7(a) Loan Program: This loan program is the SBA’s most popular and widely utilized small business loan program and consists of a small business loan with a long-term financing and a fixed percentage interest rate

b. The 504 Loan Program for the Certified Development Company or CDC: This loan program provides small businesses with access to long-term, fixed rate loans for major fixed assets such as structures, property or capital equipment

c. Microloans: These loans are typically smaller, short-term loans made at the community level and are limited to $50,000 but only average $13,000

2. Disaster Oriented Loans (less common)

a. Disaster Assistance Loans: These are very specific loans targeting existing small businesses that have been harmed from some type of disaster such as a hurricane or similar

b. Economic Injury Loans: These are very specific loans for small businesses that have suffered economically due to some form of disaster

3. Export Assistance Loans (fairly common)

a. Export Express Loan: This is a specific loan that targets businesses that require access to a working line of credit for export purposes and is made in amounts up to $250,000

b. Export Working Capital: This loan provides small businesses working capital for existing exports sales but only for those businesses that have been adversely affected by importation from other markets

c. International Trade Loan: This loan targets existing businesses that wish to expand international sales or new startups that wish to target international sales and the SBA will guarantee up to $1.75 million

4. Veteran and Military Oriented Loans (less common)

a. Patriot Express Pilot Loan Initiative: This loan targets existing small businesses that have incurred expenses due to an employee being called for active military service

b. Military Reservists Economic Injury Loan: This loan targets existing small businesses that have incurred expenses due to military reservists being called for active military service

5. Special Purpose Loans (less common)

a. CAPLines: this loan is specifically for small businesses that must install some type of pollution control apparatus

b. CAIP: These loans are for small businesses that have been adversely affected by NAFTA

Regardless of your specific business need, there is likely an SBA loan program that suits your needs and requirements. By far, the most common loan application received by SBA loan participants and by the SBA are the applications for the 7(a) business startup or acquisition, the 504 CDC Loan Program for fixed assets, and the community based Microloan program. Doubtless one of these will likely meet your particular requirements necessary for startup funding. 

The Loan Application


The SBA loan application itself is actually rather simple in both form and function. The application process may vary from lending institution to lending institution but the SBA application portion of the SBA lending process is uniform in character. Each lending institution may have its own small business loan application that it utilizes in conjunction with the SBA loan application which must also be completed. In terms of the actual SBA loan applications that must be completed, these are detailed in the following points:

1. The Application for Business Loan, SBA Form 4

2. Lenders Application for Guaranty or Participation, SBA Form 4i

3. Statement of Personal History, SBA Form 912

4. Personal Financial Statement, SBA Form 413

These forms are all required in order to apply for an SBA loan regardless of which lending institution is utilized since any participating financial institution must conform to the SBA’s requirements. However, in addition to the previous SBA forms, most small business loans and loan applications also require the following documentation:

1. Your business’ financial statements such as balance sheet, profit and loss (P&L), income statement, and statement of cash flows

2. Projected financial statements that detail at least one year’s worth of income accounting

3. Any other business ownership or business affiliations of the small business loan applicant

4. The appropriate business certificate or license

5. Any loan application history 

6. All business tax returns for at least three years

7. Personal tax returns of all principles for at least three years

8. All principle resumes or CVs

9. An overview of the business, its history and an explanation of how the SBA funds will be utilized

10. A copy of an appropriate business lease for any facilities listed

11. For the purchase of an existing business the application must include the following as well:

a. The business’ current financial statements

b. At least two years of prior income tax returns

c. A copy of the proposed bill of sale and corresponding terms of sale

d. Selling price which should include a report of equipment, inventories and fixed assets

Clearly, applying for and receiving a small business loan is a much more involved process than applying for a personal car loan for example. Applying for an SBA loan adds an additional layer of complexity over the entire small business loan application process although if you qualify the SBA approval usually eases the terms of the small business loan itself. 

Your Resume or Detailed CV


The inclusion of your resume or CV (curriculum vitae) is considered mandatory as part of any SBA lending program. The resume/CV serves a number of purposes for the lending institution as well as the potential private investor. At a fundamental level, loan officers in charge of reviewing small business loan applications and SBA loan officers all review the entrepreneur’s professional and educational background in order to see if the entrepreneur has the requisite experience or training required to not only offer a particular product or service but also to effectively manage a business. Firstly, if the entrepreneur’s resume or CV does not indicate that the individual has specific or direct experience in the product or service offered then the lending officers reviewing the application then review the resumes and CVs of the other key personnel in the SBA loan application to see if anyone else possesses such experience. If no-one in the application can demonstrate any material experience with the product or service being offered then there is little likelihood that the application will be approved. SBA loan officers prefer to see a solid mix of direct product or service experience with some form of management and operational experience among the various backgrounds of the key personnel involved in the new business startup. After all, running a business is not just about selling a product or service but it is also about such activities as personnel management and training, sales and marketing, and vendor relations, among other important activities. So get your resume or CV in order and ensure that the cumulative background and experience of all the key personnel provides this mix of direct product or service experience combined with the appropriate level of managerial knowledge and training. 

The Business Plan


Every small business and would-be entrepreneur should have a business plan. Business plans serve a variety of purposes. At a basic level, simply organizing and writing a business plan will force you to examine both your business concept and your market in a more realistic and objective manner. Anyone can come up with a great business idea but once an individual sits down and begins to try and plan out how to actually put this great idea into action the real difficulties begin to arise. Formulating a business plan forces you to consider seemingly minor details like where you will actually place your business and what type of commercial lease you will be able to negotiate; identify reliable vendors and suppliers that will extend you the appropriate level of credit; the design of your business layout or marketing collateral; who you will hire to work for you and how you will manage and train them; how much all of these and a myriad other factors will cost both at startup and over time; and finally how much cash flow you must generate in order to fund all of this and how much income you must have personally in order to survive. 

Suddenly, the importance of the business plan becomes much more apparent when these and similar points are considered. However, the business plan also works to convey the business concept to the lending institution and potential investors as well. While you may have a clear understanding of the business concept and you know intuitively what a good idea it is and how you will run it, others do not have such a clear understanding of this. It is your responsibility to provide such a clear understanding of the business concept and this is what the business plan is for. It is a document that educates investors about the business concept, provides a rationale about why it is a worthwhile investment and relates clearly why you are the person to own and manage the business. That said, writing a business plan should not be intimidating because you can find a business plan template, a prewritten business plan or custom write one completely from scratch. Each of these options has their advantages but the point is that you must put time and effort into ensuring that the final business plan document accurately reflects your business concept, the underlying business rationale and provides accurate financial projections. In this regard, all business plans generally conform to the same general format and as such can be approached one section at a time in order to make the business plan formulation more palatable. 

What’s in a Business Plan


As previously discussed, the business plan is a very important, highly detailed document that offers lending officers and investors deep insight into the character of your business concept and how much thought you have put into its planning and development. Lack of planning and development in your business plan will likely be taken to mean by most lenders and investors that you will also manage your business in the same manner and they will avoid funding your company. Therefore, pay attention to your research, development and organization of the business plan and adhere to the following business plan structure or one similar to it: 
1. Appropriate Cover sheet
2. Executive summary (statement of the business purpose)
3. Table of Contents
4. Business Concept Overview

a. Description of the business
b. Marketing
c. Competition
d. Operations

e. Personnel Management

f. Business Insurance & Licensing

5. Financial Data and Information

a. Loan Applications
b. Capital Equipment & Inventories

c. Balance Sheet
d. Breakeven Analysis
e. Profit & Loss Statements (P&L)

f. Three-year Financial Summary
i. Details by month, first year

ii. Details by quarters, & then second and third year
g. Financial Assumptions

h. Pro-Forma Cash Flow Projections

6. Supporting Documentation

a. Tax returns for all principals for last three years

b. Personal financial statements 
c. Copy of franchising contracts & all supporting documents provided by the franchisor (if applicable)

d. Copy of the proposed lease or purchase agreement for building space
e. Copy of all relevant business and professional licenses and other legal documents
f. Copy of resumes or CVs for all company principals
g. Copies of letters of intent from all suppliers and vendors

Grants Exist But Are Hard to Get


In brief, the SBA does not offer, fund or guarantee any form of grant for the startup or the expansion of any small business. Thus, obtaining grants for small business purposes through the SBA is simply not a funding option for the small business owner or the would-be entrepreneur. With that said, there are a host of federal and private grants available that can be utilized for a variety of business purposes. However, grants themselves usually come attached with numerous requirements regarding how the grant funding can be utilized as well as limitations on the types of activities that can receive the actual grant monies. For instance, if you have an existing small business that is engaged in some type of industry or activity related to scientific, technological or medical research there are likely numerous federal grants to which you can apply for but these are typically managed through the appropriate federal agency to which the activity of a small business would most closely relate. However, most states offer a variety of grants and grant programs to fund small business growth within their borders such as Florida’s Procurement and Technical Assistance Center (PTAC) Program which targets small businesses within the state that desire to engage in government contracting. These grants and grant programs can be sought out through your individual state websites and must be applied to individually. 

Using Bonds for Growth

What is a Bond?


A bond is nothing more than an IOU that a company gives to investors in which investors essentially loan money to the company and investors receive a bond as an IOU for this debt. Thus, people that own bonds in a company do not own shares in the company as shareholders do but rather they are creditors of the company. In this regard, any company can decide to issue bonds as a means to fund growth but finding enough people to effectively lend the company money by buying these bonds may be problematic if the company lacks sound financials or a history of success. By deciding to issue bonds in order to fund your business expansion, you should consider the long-term financial expectations of your firm because you will likely have to pay interest payments at some pre-determined amount at least twice annually on each bond and then pay the bondholder back in full at the predetermined maturity date of the bond. 

A Surety Bond


The SBA actually offers several forms of bond programs designed for the small business owner in order to help grow the small business. The most prominent SBA operated bond program is its surety bond program in which the SBA acts as a kind of guarantor of a small business’ bond issues should the small business default on its bond payment obligations. A surety bond makes reference to the introduction of a 3rd party into the bond issuance process. A surety bond is a bond that is supported or guaranteed by a Surety Company which signs the bond issues along with the principal company or issuer of the bond in order to guarantee payment of the bond should the principal party default. The surety bond offered through the SBA essentially has the SBA acting as the Surety Company for the small businesses that qualify for the bond issue program so that potential investors can feel fairly safe regarding their investment in the target company. Since the SBA acts as a guarantor of a small business’ bonds, this allows small business owners and entrepreneurs to gain access to funding strategies that are typically only available to larger and more established firms. Of course, the surety bond program will cost small business owners but this amount is negligible, about .729% of the overall issue price, when compared to the amount of capital that the surety bond program gives the small business access to.  However, the bond program is still managed through local financial institutions and requires the small business and the institution to complete the appropriate SBA forms. 

The Tax-Exempt Bond


Another type of bond program that may be available to the small business or entrepreneur is the tax-exempt bond which is not typically mediated through the SBA. This type of bond is managed through local and state agencies that receive federal funding for targeted development purposes. The tax-exempt bond essentially has state or local governments acting as a kind of surety company in which a small business applies for a tax-exempt bond issue through the local or state agency and the local or state agency issues the bonds for the small business and these are usually for large amounts of capital up to approximately $10 million. The attractiveness of this program is that those investors who purchase the bonds receive tax-free interest income from those bonds which makes finding investors much easier. The difficulty with tax-exempt bonds for small businesses is that these are usually for targeted purposes such as community redevelopment of manufacturing for example.  
Non-SBA Supported Funding Strategies

Private Funding Options


All small business owners and entrepreneurs have the opportunity to source their own private funding from a variety of different sources. Private funding is capital that is sourced from entities or institutions that are non-public or non-governmental in nature. These are funds that are garnered from private or public firms that wish to invest in a promising growth opportunity, funds borrowed from the Three F Bank (discussed below), and those that are obtained from traditional venture capital firms and angel investors are usually more willing to take on risk. However, private funding opportunities also extends into the realm of personal funding opportunities such as making use of home equity lines of credit or HELOCs as they are commonly referred to, selling some personal assets such as homes or cars, and utilizing credit cards for instance.  

Venture Capital


Venture capital and venture capital firms refer to institutional investment in new startups or established small firms that show great promise but are also accompanied by a great deal of risk. Venture capital firms invest in startups and small businesses and in return expect ownership positions in these firms that is usually accompanied by some degree of input into their management and oversight if not some type of representation on their management team or board of directors or similar. Venture capital firms are companies that are organized to make these investments on behalf of investment funds that have been collected from still other private investors who expect the venture capital firm to make the appropriate investment decisions. The downside for small businesses and new startups for utilizing venture capital is that in return for adopting the risk associated with investing in new or small businesses this investment is accompanied by higher return expectations in the form of equity ownership and dividend payments. Thus, if you have an attractive, growth oriented business concept or established small business and cannot qualify for a traditional SBA loan then approaching the venture capital market may be a more viable option to gain funding for your business. Another complication of adopting the venture capital funding route is that venture capital firms also usually expect a business to eventually go public which ensures that the business will become complex in structure and organization at some point in time in the future. If this is not an outcome that you desire or prefer then venture capital is probably not the funding strategy that you would want to pursue.  

Angel Investors


Angel investors are investors that prefer to retain considerably more control over their investment funds than do those investors who invest in venture capital funds. Angel investors are individual investors who seek out unique investment opportunities in order to grow their wealth. As such, they are keen to find promising young startups or individuals with sound business concepts that they believe in. While many angel investors remain individually oriented many also choose to arrange themselves into what are termed angel networks in order to improve their research and investigatory resources as well as to increase the size of their potential investments. Furthermore, angel investors are more often than not entrepreneurs in their own right and as such can readily relate to the small business owner or entrepreneur seeking business funding.  

The Three F Bank (Friends, Fools & Family)


Many entrepreneurs may have very limited options with respect to funding their new business startups or in buying an established business. For a variety of reasons, gaining access to funding for a new business through traditional and established channels such as an SBA loan or through venture capital may be not be realistic. In these cases, getting capital through more informal networks may be the only feasible option available to the entrepreneur. Even when one has access to SBA loans and venture capital, both of these small business funding sources require that the entrepreneur and small business owner contribute a percentage of the startup or purchase capital as discussed previously. Getting access to this initial seed capital can prove to be a substantial barrier to many individuals. This is why, in many cases, entrepreneurs and small business owners access what we like to call the Three F Bank which refers, rather humorously but quite accurately to your friends, family members and fools that might see some promise in your business concept. These are the people that are most likely to take a risk by investing in your enterprise but in most cases they do so because of the relationship that they have with you or the fact that they appreciate a good gamble. So don’t overlook the Three F Bank as a means to gain that initial seed capital that you will need in order to even apply for an SBA loan or to present a proposal to a venture capital firm. 

The Top Ten Funding Tips


Every new startup business owner and entrepreneur should explore all of these funding options through the SBA as well as the private funding opportunities regardless of the business type. Having access to sufficient capital both during startup and during a business’ foundational years is critical and, in essences, can be considered synonymous with success. As such, when formulating funding strategies through the SBA and through private funding options, pay attention to the following top ten funding tips and increase your arsenal of funding strategies:

1. Prepare several different business plans because the SBA and governmental lenders prefer to see more conservative, safe financial estimates that demonstrate a stable approach to the marketplace where as many private investors such as venture capital firms and angel investors view rapid growth projections and high valuations as more promising return opportunities

2. Remember that the executive summary of your business plan should be a concise and condensed version of all the important details within the overall plan—if possible, treat the executive summary as its own independent document and keep it to a single page

3. Imagine yourself as an investor and therefore you will structure your business and business plan to account for risk more appropriately

4. Become an expert on your market by becoming familiar with trade associations and publications, various government reports and statistics and being aware of consumer data

5. Don’t just show what your company’s profit margin is but rather present your company’s profit margin by comparing it to industry averages since profit margins that considerably lag a company’s industry are likely to be ignored by every type of investor but ones that lead the market average are far more attractive for potential investors and lending institutions

6. Be upfront about the risks that your business faces and the macroeconomic forces that affect your overall market and put these within your business plan and business funding proposal. This indicates to investors and lenders that you have done your homework, know your competitors and are aware of the pitfalls that can undermine your business case

7. Speed-up your product or service development process so that you are seeking funding with a ready product or service or close to a market ready product or service

8. Ensure that all financial projections, tables and assumptions are accompanied by appropriate explanations

9. Indicate how you intend to apply the funds obtained and be specific when doing so as this imparts an air of accountability to potential investors and lenders

10. Develop a reliable and measurable set of milestones that effectively inform investors and lenders where your company is on the path to financial success

Adhering to these ten key funding tips ensures that your SBA loan application or private lending effort receives the attention it deserves from lending institutions or investors. 

LIST OF WEBSITE RESOURCES

SBA and Related Sites

The SBA: The Small Business Administration is supported by the federal government. The SBA website offers a slew of worthwhile information and access to funding applications. This should be the first site you visit in your journey to establishing your small business:

http://www.sba.gov/
Business.GOV: This site houses the original material found on the SBA website and still hosts abundant information for business startup, funding and growth: 

http://www.business.gov
Federal Business Opportunities: The federal government offers a host of federal contracting opportunities that target small businesses or, alternatively, that offer small businesses advantages in the federal bidding process. This website allows small business owners to search for federal contracts by a variety of terms such as date, region and agency among others:

https://www.fbo.gov/
Small Business Management Sites

Entrepreneur.com: This general management site offers a host of information related to starting, managing and growing a small business. Of particular importance is the site’s “Guides for Management” which offer lessons and advice on how to simplify businesses, select a management team and find a location among other important managerial decisions related to maintaining a small business:

http://www.entrepreneur.com/management/index.html
The New Entrepreneur: This is a website that is maintained by Bloomberg BusinessWeek which covers all issues faced by small business owners and entrepreneurs. These are issues such as finding a competent intern for a business, contingency planning, and recruiting new employees from the military and many, many more important topics relevant to the entrepreneur:

http://www.businessweek.com/smallbiz/running_small_business/archives/small_business_management/
Consulting Sites

SCORE: This acronym stands for the Service Corps of Retired Executives and this organization is aligned with the SBA through its various resource and mentoring programs. SCORE provides entrepreneurs and new business owners with access to a variety of business consultation services as well as resources to help in applying for funding and identifying growth opportunities:

http://www.score.org/
Business know-how: This consulting site is a comprehensive site that has compiled reference material on virtually every small business topic one could think of. It has a business calculator for determining startup costs for a new business, labor law information and business document templates:

http://www.businessknowhow.com/
Funding Sites

Grants.GOV: This website includes the majority of information and application material for all manner of government supported grants. This site makes it very clear that government grant monies are not generally available to individuals and for personal uses and as such this limits the availability of grants for small business funding since much of small business funding is based on the individual qualifications of the entrepreneur. However, if you have an established business and are looking to grow your enterprise then you may find a grant that can allow you to do this:

http://www.grants.gov/aboutgrants/eligibility.jsp
GoBIGnetwork: This site is a compilation of virtually every private funding source and method that one would need in order to startup and expand a business. The site offers funding request tutorials, access to potential investors and networking opportunities with other small business owners and entrepreneurs:

http://www.gobignetwork.com/funding
Angelsoft.net: This website is a proprietary, web-based software application that allows both investors and entrepreneurs to access comprehensive investment and funding opportunities based on business type, risk and location among a host of other factors:

http://angelsoft.net/
