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Plan ahead

number of entrepreneurs wait until the last

moment to seek financing. By then, their
desperation shows through—making potential
lenders leery.

This may sound obvious, but a surprising

The fact that a company needs money urgently
makes no difference whatsoever to financial insti-
tutions or investors. What they do care about is the
credibility of the company’s business plan and the

- character and commitment of its managers. And
they will take their time doing what they call their
“due diligence,” which basically means calling
around to check on your background and evalu-
ating financial viability.

The length of time required to evaluate and
approve a loan or investment varies from source to
source. In general, this period is shorter if the risk
is lower or if an established relationship exists with
the borrower. Government agencies, such as the
Federal Small Business Administration, tend to
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take longer than commercial lenders with the
paperwork, but their terms are generally more
attractive and well worth the wait.

A general rule of thumb is to get the financing
wheels in motion at least six months before you
actually will need the money. Planning ahead like
this will give you the luxury of meeting and eval-
uating a broad range of financiers to find out if
you fit their criteria and, if you do, to choose
among their offers.

There is a right way and a wrong way to make
contact. The wrong way is the cold call: “Hi, my
name is Sarah and I'd like some of your money.”
The right way is an introduction from a financial
professional that the financier is sure to respect,
such as an accountant, an attorney, a financial
consultant or another entrepreneur. Investors
often receive thousands of business plans over the
course of their careers, but meet with fewer than
20 percent of the people who pitch them. The
surest way to count yourself among the elite fifth
is to get a personal introduction.

What if you don’t need financing in the foresee-
able future? Our advice is the same: Plan ahead;
better yet, plan way ahead. Developing positive
relationships with potential financiers should be
an ongoing process; you never know when you’ll
suddenly be short of cash.

Having the right management team in place is cru-
cial. Financiers like to work with companies whose
management is experienced in the industry, who
have had high-level responsibility in their previous
jobs and who have a solid track record of success.
No matter how dazzling your business plan or how
promising your product, they will balk at thought of
“training” your management with their money.

710 W NYT POCKET MBA SERIES



Venture capitalists prefer to invest in businesses
that are managed by a team rather than an indi-
vidual. They are even happier if the team has
worked together successfully in the past.

If you do not have the sort of training financiers
look for, you should immediately:

4 go and get it; or
4 find a partner who does have it.

One last tip: You won't get very far with financiers
if you haven’t made a serious financial commit-
ment to your business. Are you willing to risk most
or all of your net worth to see your venture
through? Are you willing to take a pay cut from
your previous salary until it becomes profitable?
You had better be; financiers expect you to share
in the pain for the promised gain.

KEyONE B 11



Know how much cash you’ll

need, when you’ll need it
and how you’ll use it

cier will ask you, and you need to have spe-

cific, detailed answers to show your
credibility. The information can help you, too, by
pointing you in the right direction in your search
for financing. For example, many financial institu-
tions have minimum and maximum limits on
lending to any one business, and borrowers may
choose to avoid a particular source because the
amount of funding is small when compared with
the level of paperwork needed.

Those are the first three questions any finan-

In calculating how much you need, you should
follow one cardinal principle: Be totally honest in
all your projections, whether they be for your
expenses, your revenue or your market share. You
should acknowledge the hard fact that some of
your customers will be a few days or even a few
weeks late in paying their bills, for example,
Likewise, you should give a realistic assessment of
how quickly you will be able to pay your sup-
pliers. As for taxes and wages, these must be paid
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on time; there is no wiggle room, so don't try to
create any.

To get the size of the loan you are requesting right:

*

L 4

Evaluate the assumptions used to make the
projections and make sure they are realistic.

Find the right time horizon. You obviously
don’t want to have to keep going back to
financiers every few months. On the other
hand, you shouldn’t borrow so much
money from venture capitalists that you
end up with a negligible stake in your
company.

Do not add excessive ““cushions” of cash to
your calculation of what you actually will
need. Many financiers assume that entre-
preneurs will spend all the money available
to them and will balk at giving you too
much of a margin for error. in fact, if you
make a request for a disproportionate
cushion they might be less inclined to do a
deal with you. On the other hand, you
should create some sort of cushion to
absorb unexpected expenses. Otherwise,
you’ll be making a return trip to your finan-
cier sooner than you think, and the greeting
you get may not be the friendliest in the
world.

If your business isn’t a startup, make sure
your projections conform to its history and
management record and that it take into
account current market conditions such as
orders on hand and the number and size of
your competitors. In other words, show
your financiers where the company has
been and where it expects to go.
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If a little money does not go,

much money can not come.

\_,/D

Chinese and Japanese saying

Many conservative financiers (such as bankers)
will only fund companies with strong historical
statements. Venture capitalists are more con-
cerned about projections for revenue and profit
growth because only by meeting or exceeding
them will they achieve their targeted returns.
Weaker, or new, companies are not likely to get
very far with either banks or venture capitalists
and will probably have to look for Government
financing.

This brings us to the final question: How will you
use the money you raise? Lenders will want to
know how much you plan to invest in real estate
and easily resold facilities and equipment; how
much in specialized facilities and equipment and
how much in working capital and executive
salaries. They are more likely to lend money for
the first categories, and may require that special-
ized” gguipment and all or a portion of working
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capital be financed by raising equities. Most fin-
anciers will require that executives’ cash compen-
sation be held to a minimum until the business
proves its viability.

Here are answers to some key questions often
asked by entrepreneurs:

€ How far into the future should | make pro-
jections? It depends on your financing
source. Most commonly, lenders will ask
you to look ahead either for one year, two
years or five years. And investors want to
know how much you need for each stage.

¢ Will | be making monthly, quarterly or
annual statements to my lenders? Usually,
they will expect to see monthly statements
for the first year, and monthly statements
thereafter until your company goes into the
black. Once it does, many lenders will
require quarterly statements during the first
year of profitability and annual statements
after that.

& Which statements will lenders expect me to
provide? The key documents are the bal-
ance sheet, the income statement and the
cash-flow statement. For many businesses,
of course, the actual level of cash and
hence the cash-flow statement is the most
important because that can influence sur-
vival.

4 Who should do the projections? You or
your management should do them because
it is your business. You can have your out-
side accountants check them for accuracy,
if needed. If you delegate this task to your
outside accountant, make sure you know
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enough that you can answer questions
when asked. And make sure you know
enough about your statements and projec-
tions that you know when you have missed
your projections and need to make
changes.
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