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FUNDING YOUR BUSINESS
BUSINESS START-UPS

When approaching a bank for a small business loan for a startup venture, it’s important to understand the bank will be as least as interested in your personal financial condition as in the validity of your Business Plan.

Your first step should be to obtain a personal financial statement form from your bank, or use the SBA form available from a SCORE counselor or download one from www.score.org by clicking on the “Business Toolbox”, then click on “Template Gallery” and scroll down to “Personal Financial Statement”.  Whatever form you use be sure it is complete and accurate.  Your SCORE counselor can assist you if you have never filled out a personal financial statement before.

It stands to reason that banks are more cautious about lending to startups than to businesses with established track records. Therefore, they will want to look carefully at the individuals involved. For startups, banks usually require the principals invest a portion of the total needed capital including start-up expenses and working capital, usually in the range of 25% to 35% depending on other aspects of the loan package. It’s important to understand all banks are individual, as are all small businesses, and you may have to visit several banks before you find a fit.

In addition, banks may require collateral to secure the loan in the event the venture fails as well as personal guarantees from all individuals owning 20% or more of the enterprise. Collateral is defined as equity in a home, other viable real estate, stocks and bonds, retirement funds, and other personal property. An SBA Loan Guarantee may help reduce the collateral required, all other factors being equal. As a first step it’s important to determine if your bank participates and is certified in the SBA Loan Guarantee Program, and if not, to start looking for a bank that does.  The SBA’s “Small Business Resource Guide” lists such participating banks.  Call the SCORE office at 615-736-7621 for a copy.  A good credit rating is another important ingredient in your ability to finance the business. It’s important to know what your credit score is before approaching the bank. You are entitled to one free credit report per year which you can obtain at www.annualcreditreport.com . Your credit score is available on line at several sources including www.myfico.com and www.freecreditreport.com. Credit scores depend on a number of factors: the way you pay your bills, the amount of outstanding bills you have in relationship to your income, the number of credit inquiries that have been reported in a given period of time, delinquencies and bankruptcies. Credit scores are expressed numerically, and a score of at least 650 is generally needed to obtain a business or personal loan.

This is where the five C’s of credit come into play:

· Character: This is demonstrated by your resume (experience) and your credit history and rating.

· Capital (equity): This is the amount of money you intend to invest in the business.

· Collateral: This is what you are pledging to make sure your loan will be repaid. An optimistic cash flow forecast in your Business Plan is not sufficient since it has not yet been proven.

· Conditions: The purpose of the loan and how the funds will be allocated.

· Capacity: This refers to your ability to pay the loan back without necessarily having to forfeit your collateral.

 If you intend to bring in a guarantor, the bank will require a copy of his or her personal financial statement along with a personal guarantee.  These conditions also apply to any person owning 20% or more of the enterprise.
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THE ROLE OF THE SBA

The Small Business Administration (SBA) does not make direct loans.  The SBA does provide guarantees to certain banks on behalf of their borrowers. Banks are usually reluctant to make startup loans without SBA guarantees. The 7(a) Loan Guaranty Program is the primary SBA loan support program. This and other loan programs are fully described at www.sba.gov, click on “Financing your Business” and navigate to 7A Loan Guarantees. If your loan requirements are $35,000 or less, you may qualify for a Microloan. This is an SBA-backed loan program administered by non-profit intermediaries. In Middle Tennessee (Nashville) the micro lender is Southeast Community Capital (615-254-6113). Requirements are generally the same as those set by local SBA Certified banks.  
COMMUNITY EXPRESS SBA (SOHO) LOANS

Community Express SBA loans are available for small entrepreneurs and start ups in Tennessee.  Details can be viewed at www.strategiesforsmallbusiness.com, www.innovativebank.com and www.blx.com.  This is an experimental program and it may be discontinued at any time.  Loans start at $5,000., then in $2,500. increments to $15,000. plus $20,000. and $25,000.  Terms are up to10 years.  No business plan required.  Interest rates are prime (as published in the Wall Street Journal) + 3.99%, plus nominal fees.  Special terms for veterans.  There is no prepayment penalty, though 30 day notice or prepayment is required.  Free descriptive workshops are held periodically throughout Tennessee where assistance with completion of loan applications is offered.  Call SCORE at 615-736-7621 for dates, locations and other details.  No reservations required.      

BUSINESS PLAN

Many people think that the Business Plan is the most important factor in obtaining a loan. While it is essential to obtain SBA participation, a small business startup borrower must be aware of the importance of the above financial and credit conditions and requirements. The Business Plan by itself is simply not enough!

Many SCORE chapters hold business Plan workshops. In Nashville, call 615-736-7621 weekday mornings to register for “How to Really Do a Business Plan”, a 3 hour workshop held once a moth. You can see the schedule for all our workshops at www.scorenashville.org. 

There are also numerous books available at the public library on the subject of writing a business plan, and an excellent on-line workshop can be viewed at www.score.org. Click on Business Tools, then click on Workshops.  For Business Plan instructions, go to the Template Gallery for further information.

EXISTING BUSINESSES

For an existing business, the job of obtaining credit for expansion or other purposes is much easier, assuming the business has maintained adequate records and the business is profitable. The SBA is also willing to assist existing businesses with their Loan Guarantee Programs. Assuming you have maintained a good relationship with your banker from the start, and are maintaining proper records, you can either put together a new Business Plan or use the bank’s application form to apply for financing. Your SCORE counselor can help you with this phase of applying for funding.  One useful device is to present a 3 year history of actual annual cash flows on the left hand side of the page with 3 years of projected annual cash flows on the right hand side of the page.  If the business has not been in existence for 3 years show what cash flow history you have, but do show 3 years of annual cash flow projections.  The comparisons of real vs. projected cash flow figures on the same page could be powerful support to your loan request.  In addition, you will need the most recent Income Statement and Balance Sheet and other documents that may be requested by the bank.
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