Small Business Funding
by August Trevino

Financing a small business is a journey fraught with complexities, often requiring entrepreneurs to
navigate a landscape far removed from conventional lending models. As a funding consultant with three
decades of experience, I've witnessed firsthand the aspirations and challenges of countless small
business owners. While the dream of a traditional bank loan remains prevalent, the reality is that such
avenues are often predicated on stringent criteria—high credit scores, substantial non-homestead real
estate collateral, and proof of income sufficient to cover personal living expenses alongside loan
repayments. For the vast majority, these benchmarks are simply unattainable, necessitating a strategic
pivot towards alternative funding solutions.

This article delves into the nuances of small business financing, offering actionable insights and exploring
the diverse funding avenues available beyond the conventional. Keep in mind this not financial or legal
advice, but a study into subject matter.

The Conventional Loan Conundrum: A Reality Check
The bedrock of traditional small business loans rests on three pillars: creditworthiness, repayment
capacity, and collateral.

Creditworthiness: Lenders scrutinize personal and business credit scores as a primary indicator of
financial responsibility. A high credit score signals a reliable borrower, but many aspiring entrepreneurs,
particularly those just starting out or with past financial setbacks, may find their scores fall short of the
mark.

Repayment Capacity: Beyond credit, lenders assess your ability to make consistent loan payments. This
typically involves a thorough review of your existing income, both personal and, if applicable, business-
related. The crucial caveat here is that a new business, by its very nature, often doesn't generate
immediate income. This creates a challenging paradox: you need funds to start, but you need income to
get funds. This is where personal income or a spouse's income becomes vital to demonstrate the
capacity to cover living expenses and potential loan payments during the lean initial months or years.

Collateral: Perhaps the most significant hurdle is the collateral requirement. Conventional loans often
demand collateral equivalent to 50% to 100% of the loan request. Crucially, the acceptable form of
collateral is almost exclusively non-homestead real estate. This means your primary residence, the place
you call home, is generally off-limits. For many, lacking investment properties or other substantial real
estate assets, this requirement alone can be a deal-breaker.

These stringent requirements mean that while traditional bank loans offer lower interest rates and
longer repayment terms, they are often out of reach for new ventures or individuals without significant
existing assets and high personal liquidity.

Beyond the Bank: Alternative Routes to Funding

When conventional doors close, a multitude of alternative pathways open. These options, while diverse,
often demand creativity, persistence, and a willingness to explore unconventional structures.
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1. Strategic Phasing: The Power of Incremental Growth

One of the most valuable tips for any entrepreneur is to break down your business plan and associated
costs into manageable phases. Instead of seeking a large lump sum upfront, consider a phased approach
to funding and development.

Detailed Insight: This strategy aligns with the "bootstrapping" philosophy, where you leverage internal
resources and generate revenue as you grow. For instance, instead of buying all necessary equipment
and supplies at once, consider purchasing them incrementally as funds become available or as
immediate needs arise. This could mean acquiring essential machinery for a core service first, then
expanding to additional tools as client demand grows. It forces a lean operation, prioritizing critical
expenditures and minimizing upfront capital needs. It also allows you to test market demand with
minimal risk before making significant investments. This approach demonstrates fiscal prudence to
potential investors later on, showing you can manage resources efficiently.

2. Elevate Your Credit Score: A Foundation for Future Opportunities
Your credit score, both personal and business (if established), is a critical component of financial health.
Improving it can unlock doors to more favorable lending terms, even with alternative lenders.

Detailed Insight: This isn't just about avoiding late payments; it's about strategic credit management.
Engage with reputable credit repair services if necessary, but also take direct action. Focus on reducing
existing debt, especially high-interest credit card balances. Ensure all bills are paid on time, every time,
as payment history is a significant factor. If you have business vendors, inquire if they report to business
credit bureaus; building positive trade lines can significantly bolster your business credit profile.
Maintain a low credit utilization ratio (ideally below 30% of your available credit). Avoid closing old credit
accounts, as the length of your credit history positively impacts your score. Consistent, disciplined credit
management signals responsibility and reliability, making you a more attractive candidate for various
funding opportunities, even if they aren't traditional bank loans.

3. Monetize Unconventional Assets: Unlocking Hidden Value

While the conventional wisdom dismisses personal assets like life insurance, artwork, jewelry, stocks,
and bonds as collateral for typical business loans, they represent potential pools of capital if approached
creatively.

Detailed Insight: This tip is about looking beyond traditional collateral and considering how "non-
conventional" assets might be leveraged.

Life Insurance Policies: Certain types of life insurance policies (like whole life or universal life) accumulate
cash value. You might be able to take a loan against this cash value, which often comes with favorable
interest rates and no credit check. Alternatively, you could surrender the policy for its cash value, though
this has long-term implications for your financial planning.

Artwork, Jewelry, and Collectibles: While not directly accepted as collateral by banks, these can be sold
through auction houses, specialized dealers, or online platforms to generate immediate cash. It's crucial
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to get professional appraisals to ensure you receive fair market value. Alternatively, some pawn shops or
specialized lenders might offer loans against such high-value items, though at higher interest rates.

Stocks, Bonds, and Investment Portfolios: Unlike real estate, these are often liquid assets. You could sell
portions of your portfolio to raise capital, though this comes with capital gains tax implications and the
risk of missing out on future growth. Another option is a "securities-backed line of credit," where you
borrow against your investment portfolio. These loans typically offer lower interest rates than unsecured
loans and fast access to funds, as they are secured by your marketable securities. However, be aware of
margin calls if the value of your investments drops.

Other Personal Assets: Consider other valuable personal assets that could be sold or rented, such as
luxury vehicles, recreational equipment, or even intellectual property rights (e.g., patents, copyrights) if
they have commercial potential. The key is to assess the true market value and the impact of liquidating
or leveraging these assets on your personal financial stability.

Other Funding Sources: The Frontier of Capital
Beyond personal asset monetization and credit score optimization, a dynamic landscape of funding
sources exists for the intrepid entrepreneur.

1. Private Placement Offerings: Strategic Investor Partnerships

Private placement offerings involve selling securities (equity or debt) directly to a select group of
investors, rather than through a public stock exchange. This method is often used by startups and
growing companies to raise significant capital without the extensive regulatory hurdles and public
scrutiny of an Initial Public Offering (IPO).

Detailed Insight: This avenue is typically for businesses seeking larger sums and involves sophisticated
investors. A private placement allows a company to sell shares or bonds to accredited investors
(individuals with high net worth or institutions). The benefits include faster execution, less regulatory
burden compared to public offerings, and the ability to customize terms. However, it requires a well-
structured private placement memorandum (PPM) outlining the business, its financials, and the terms of
the offering. It also means giving up a share of ownership (equity) or taking on debt with specific
repayment terms. The investors often bring not just capital but also valuable industry expertise and
connections, making them strategic partners rather than just lenders. Due to the complexity, legal and
financial advisory is essential.

2. Investment from Relatives: Navigating Personal and Professional Waters

Often overlooked but incredibly powerful, family and friends can be a vital source of early-stage capital.
This funding can take various forms: a loan (with or without interest), a gift, or an equity investment
(where they receive a percentage of the business).

Detailed Insight: While seemingly simple, involving family and friends requires immense care. The key is
to treat it as a formal business transaction, even if it's with loved ones.

Formalize Everything: Always put the terms in writing. A clear agreement (loan agreement or equity
agreement) should outline the amount, repayment schedule (if a loan), interest rate (if any), equity
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percentage (if an investment), and what happens if the business succeeds or fails. This protects both
parties and prevents misunderstandings that could strain personal relationships.

Transparency and Risk Disclosure: Be completely transparent about the risks involved. Your family and
friends should understand that investing in a small business is inherently risky and they could lose their
money.

Define Roles: If they are investing equity, clarify their involvement (or lack thereof) in business
operations. Is it purely a financial investment, or do they expect a say in decisions? Clear boundaries are
crucial.

Seek Independent Advice: Encourage them, and yourself, to seek independent legal and financial advice
before finalizing any agreement. This professional input can ensure fairness and compliance.

3. Internet Resources: The Rise of Crowdfunding

Platforms like GoFundMe, Kickstarter, Indiegogo, and other specialized crowdfunding sites have
revolutionized how small businesses raise capital. Crowdfunding involves raising small amounts of
money from a large number of people, typically via the internet.

Detailed Insight: There are several types of crowdfunding, each with unique characteristics:

Rewards-Based Crowdfunding (e.g., Kickstarter, Indiegogo): This is popular for product launches or
creative projects. Backers receive a non-financial reward in exchange for their contribution, such as early
access to the product, merchandise, or a unique experience. This also serves as powerful market
validation and can build a loyal customer base before a product even hits the market.

Donation-Based Crowdfunding (e.g., GoFundMe): Primarily used for charitable causes or social ventures,
where contributors make donations without expecting any direct return. While less common for profit-
driven businesses, it can be suitable for social enterprises or community-focused ventures.

Equity Crowdfunding: This allows businesses to sell small equity stakes in their company to a large
number of investors. This is a regulated space (e.g., under Regulation Crowdfunding in the US) and
allows ordinary individuals to invest in startups and small businesses, often for much smaller amounts
than traditional angel or venture capital investments.

Debt Crowdfunding (Peer-to-Peer Lending): Individuals lend money to businesses with the expectation of

repayment plus interest. Platforms facilitate these loans, connecting borrowers directly with multiple
lenders.

Campaign Strategy: A successful crowdfunding campaign requires a compelling narrative, a clear pitch
video, well-defined rewards, and a strong marketing strategy to reach potential backers. It's not just
about asking for money; it's about building a community and generating excitement around your vision.

Additional Funding Avenues Explored:
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SBA Loans: While often facilitated by traditional banks, Small Business Administration (SBA) loans are
government-backed, making banks more willing to lend. They offer favorable terms and are designed to
help small businesses that might not qualify for conventional loans.

Business Credit Cards: For smaller, short-term funding needs or to manage cash flow gaps, business
credit cards can be useful. However, they typically come with higher interest rates and should be used
judiciously to avoid accumulating high-interest debt.

Business Line of Credit: Similar to a credit card but often with more flexible terms, a business line of
credit provides access to a revolving pool of funds up to a certain limit. You only pay interest on the
amount you draw, making it ideal for managing fluctuating working capital needs.

Grants: Non-repayable funds awarded by government agencies, foundations, or corporations, often for
specific purposes or to businesses in particular sectors (e.g., technology, social impact). Grants are highly
competitive and often come with strict eligibility criteria and reporting requirements.

Angel Investors and Venture Capital: For high-growth potential businesses, angel investors (wealthy
individuals who provide capital for startups) and venture capital firms (companies that invest in high-
growth businesses in exchange for equity) can provide substantial funding and strategic mentorship.
These investors typically seek significant returns and a clear exit strategy.

Invoice Factoring/Financing: If your business has outstanding invoices from creditworthy customers, you
can sell these invoices (factoring) or use them as collateral for a loan (invoice financing) to get immediate
cash. This helps manage cash flow without waiting for customers to pay.

The Entrepreneur's Mindset: Perseverance and Adaptability

The journey to fund a small business is rarely a straight line. It demands a resilient entrepreneurial spirit,
an unwavering commitment to your vision, and an unparalleled degree of adaptability. The 30-year
career of a funding consultant teaches one profound lesson: the most successful entrepreneurs are not
necessarily those with the deepest pockets initially, but those with the deepest well of determination.

Understanding the limitations of traditional financing is not a setback; it's an invitation to innovate. By
meticulously breaking down your business plan, diligently improving your financial standing, ingeniously
leveraging every available asset, and exploring the dynamic world of alternative funding, you transform
challenges into opportunities. Each "no" from a conventional lender becomes a redirection to a more
suitable path.

The future of small business funding is increasingly democratized and diversified. The internet has
opened up unprecedented avenues for capital, connecting entrepreneurs with a global pool of potential
investors and supporters. While the path may be less conventional, the destination—a thriving, self-
sustaining business—remains within reach for those willing to learn, adapt, and relentlessly pursue their
entrepreneurial dreams. Embrace the journey, for in its twists and turns lie the greatest lessons and the
ultimate triumphs.
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