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FOREWORD

This Guide is one of a series for smaller businesses, entrepreneurs and their
advisors. It deals with financing the business, getting funds either for a start-up
situation, for the operations of a going concern or for expansion. It tells you
where to go to get the funds, what you must know about your business to get
it, how you can prepare to get it and what it will cost. It answers the basic
questions, leading off with a self-assessment chart rating your business'’s
ability to get funds.

This Price Waterhouse series is the result of pooling our experience and
knowledge in helping thousands of smaller businesses, entrepreneurs, and
their advisors over the years.

For further information or assistance, please write or call me or any one of
the partners listed at the back of this Guide.

Donald Rappaport, National Director
Smaller Business Services

Price Waterhouse

1801 K Street N.W.
Washington, D.C. 20006
(202) 296-0800



Additional copies of this Guide are available
from Price Waterhouse offices at $5 a copy.

©1984 Price Waterhouse, 1251 Avenue of the Americas,
New York, New York 10020
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INTRODUCTION

Financing is an essential and continuing need for any business. The degree
of need and how it can be satisfied will vary with the economic times and the
individual situations you face. Day to day needs can generally be satisfied
through familiar sources and methods. However, there are urgent times, so
critical as to make the difference between success and failure, that will require
you to seek out very unfamiliar sources. Some of these critical times are natural
occurrences in a developing business.

These natural occurrences may be described as ‘rites of passage” through
which your business must be guided. The number and titles vary by
economist. It is safe to say that there are at least three: start-up, growth, and
maturity.

At start-up there are significant costs that must be incurred before any
business can open its doors. You will face inevitable losses until sufficient
revenue levels can be achieved. Until then, the needed financing must come
from outside your business. You must convince others that your business
concept is sound and likely to be viable.

Growth is generally perceived as good. Sometimes it is a necessity;
otherwise a critical advantage or important opportunity will be lost. Even
though your business has achieved some level of success, the costs and risks
associated with growth can be beyond your present resources. Funding
sources must again be convinced, this time, that growth is achievable and
your business is likely to succeed.

Maturity does not mean financial independence. Plant and products must be
modernized or replaced. Markets change and so must your business. Success
has been achieved but you may not want to risk everything on a new
undertaking. Others must be sought to share in that risk. Funding sources must
be convinced of the benefits and of your business's ability to successfully
retrench if the new undertaking fails.

Businesses must compete in order to survive. Competition is not limited to
sales markets but extends to all resources used by the business. Money is
among those resources and it too is in limited supply. You will face extensive
competition for available funds not only from other businesses but also from
the government sector.

When you find that old familiar sources are unwilling or unable to provide the
needed funds, a new and increasingly complex process begins. New sources
must be actively sought. You will not be able to casually ask for the funds; you
must formally request them, justifying both the need and the business ifself.

You may be surprised that funding sources cite lack of management, not
lack of financing, as the main reason for business failure. Simply, it is your
responsibility to assure that financing is available as needed and on an



economic basis satisfactory for your business. Smaller businesses generally
lack the in-house financial managers present in larger businesses. You may
not have the time or expertise to personally deal with complex financial
matters. Instead, you may use a number of legal, accounting, or financial
advisors to assist you. Assistance cannot replace management.

IT IS ESSENTIAL THAT ALL FACTORS CRITICAL TO THE SUCCESS OF
A BUSINESS BE MANAGED AND THE PROCESS OF GETTING FINANCING
IS CHIEF AMONG THEM. THIS GUIDE IS INTENDED AS AN AID TO
MANAGING THE CRITICAL PROCESS BY WHICH BUSINESS FINANCING
NEEDS ARE TO BE SATISFIED. THE INTENDED READER IS THAT
INDIVIDUAL BUSINESS OWNER OR ADVISOR WHO HAS ALREADY
IDENTIFIED THE GENERAL NEED AND IS READY TO SEARCH FOR AND
EVALUATE ALTERNATIVES.

This guide outlines the facts of life in financing a smaller business as
experienced by thousands of smaller businesses each year. A self-assessment
questionnaire helps you rate your business's ability to get funds. We tell you
where the funds are, the process of preparing, requesting, and getting them,
what you can do and who can help, the costs, the pitfalls, and the benefits.



HOW DO | RATE?
» a self-assessment

The self-assessment questionnaire which follows is a rough and ready way
to assess those elements in your business that lenders and investors will look
at in considering whether to lend money or invest. Self-assessment is a never-
ending task. You will be seeking money at the best possible terms at every
stage of your business's development.

We have assigned point scores rather arbitrarily. If your business does not
score well, all is not lost. You can quickly see where you need help and
improvement. By working on bringing your score up, your chances of getting
funds will be greatly improved.

Self-assessment Questionnaire Rating Your Business’s
Ability to Get Funds

Points
What is the purpose for the funds?
Expanding the business (growth capital) ............... ... .. .. ... 20
Operating the business (working capital) ...................... ... 10
Starting a new business (seed money or risk capital) . .......... ... . 0
How long have you been in business?
Three or more years . ......... ... ... 20
Onetothreeyears ........... .. . . ... . . ... 10
Start-up .. 0

Do you have any established banking or other fund source relationships?

Several connections with banks and other sources .............. ... 20
Account at local bank .. ... .. 10
NONE oo 0
Are you known in your community?
High Profilel was c s 15 s amemmes 5555 6 60000885 6 nsmmmmns s o nmmmos 20
Known to some extent . ... ... ... ... ... 10
UnNKnown ... 0
How does your business'’s return on investment, profitability, compare with
the average for your industry?
ADOve average .. ... .. 20
AVETAGE . . .o 10
Below average .. ... .. 0
Does your business have a history of and prospects for continued
profitability?
Strong trend ... .. 20
Steady ... 10
Inconsistent or losses .......... ... . 0



How does your business’s current ratio (current assets divided by current
liabilities) compare with others in your industry?

ADOVE GVETATE  : s 565 6 6 8 1 s d@ums i 65505 chbimmiosrenmmunss s nmon 20

AVEIAOE . oo 10

Below average . ... . . 0
Do you have a business plan?

Formal . . 20

Informal . ... 10

INGOFIE ¢ s nmnd ¢ 88 5 5 5 0 ftmiomme s 0 s § o sinmmmn a s o 6 o ommmn s s s o nmas 0

How many of these key functions do you directly manage yourself:
production, marketing, finance, administration, policy, personnel?

TWO 20
Three or four . ... . 10
Most or all . .. 0

Do you have adequate business insurance?

On all important areas, including “key man” coverage .............. 20
Average for your industry ... ... 10
Little ornone ... 0

How are your financial and internal accounting controls?

Formal ... . 20

Informal in some areas .......... ... ... ... 10

Little or none . ... . 0
How would your business’'s key employees be evaluated as to loyalty,
competence and experience by an objective outside observer?

ADOVE average .. .. .. ... 20

AAEOUBLE ;i ¢ icrvmmmues s65855 s 4EOmPEE 38 4§ FSUES § S EEBEEGFE D 00 10

Below average ... ... . 0
What is your personal and business general credit standing?

GOOd . 20

Fair 10

Poorornotrated . ...... . . . . ... . 0

If you scored 200 points or more in this questionnaire, your chances of
securing the kind of funds you need and at a reasonable cost are above
average. A score below 100 means you will have difficulty. There are other
aspects of your business and its prospects that funding sources will consider
but those indicated are the ones commonly evaluated. This Guide's chapter
“What Are My General Alternatives” discusses these and other factors in
greater detail.

4



WHERE ARE THE FUNDS?
* major funding sources

The sources of debt and equity financing described in this section are the
major funding sources for smaller businesses and entrepreneurs. We provide
two summary charts which will give you a bird’s eye view of all of these
sources together with the kind of loans or investment they make, the purposes
for which they will lend or invest, amounts available, applicable regulations,
cost factors, other terms (covenants, guarantees or security), required
documents and whether they will deal with start-ups or other stages of
business development. We have also included a listing of organizations that
provide information on potential funding sources.
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Organizations Providing Funding Source Information

*National Association of Small Business
Investment Companies

618 Washington Building

Washington, D.C. 20005

202-638-3411

*National Venture Capital Association
1655 North Fort Myer Drive, Suite 700
Arlington, VA 22209

703-528-4370

Office of Chief Counsel for Advocacy
U.S. Small Business Administration
1441 L Street, N.W.

Washington, D.C. 20416
202-653-6533

Office of Small Business Policy

U.S. Securities and Exchange Commission
450 Fifth Street N.W.

Washington, D.C. 20549

202-272-2644

202-272-7460 (Publications Section)

* Membership directories are available with investment size and other
objectives indicated.

For information about various government programs you can obtain a copy
of Price Waterhouse's Guide for Smaller Businesses and Entrepreneurs —
Getting Government Help. A copy may be obtained for $5 from any of the
Price Waterhouse offices listed in the rear of the Guide.
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