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Self-Financing Has Its Rewards…and Risks  

Bank loans are hard to come by these days.  The news is filled with stories of businesses, both large and small, that are not being successful in obtaining needed financing even though they are dealing with financial institutions where they have been good customers for years and meet the qualifications of being a “good risk”.  Banks and other lending institutions have been hurt by the economic conditions of the last couple of years and are being very cautious with their lending commitments.

The fact remains, however, that loans are a great, affordable way to get a small business off the ground.  But they’re not the answer for every need, and in today’s world they may not be obtainable even if a loan fits well with the business plan.  Businesses are finding that personal sources of financing can work just as well, and may be the entrepreneur’s “Plan B” if attempts to secure a commercial loan are unsuccessful.

Although self-financing options may provide more control and flexibility over the start-up capital, special care is essential to make sure they are used wisely.  A misstep puts more than the small business at risk.  It can also endanger the long-term security of the entrepreneur and his or her your family.

Before dipping into savings or tapping the equity in a house, an aspiring business owner needs to make sure to have a realistic plan to meet existing obligations, such as mortgage, utility bills, vehicle payments, insurance, and daily living expenses.   In assessing that it is necessary to consider “worst-case” scenarios, such as a spouse losing his or her job, major car repairs, or serious health issue.  The likelihood of such events may be remote, but the consequences on financial security will be very real if they do occur.

A good preventive measure is to designate certain funds as “off-limits” for use in the business.  Certain retirement accounts may also be “untouchable” due to the tax consequences and heavy penalties associated with early withdrawals. 

Friends and family members can be good sources for start-up capital.  However, it is paramount that these transactions be written, clearly defined, and signed by both parties to minimize the chance of lost friendships or family strife if the business does not develop as envisioned (realistically or unrealistically) by the investing friend or relative.  History is full of stories of ruined businesses and/or personal relationships because money was not repaid as expected, or the investor demanded a say in how the business was run.  

Credit cards can also be a source of quick cash for a business, but low limits and high interest rates usually make them useful only as a last resort, or as a short-term cash flow bridge.  They should not be used to fill long term capital needs.  Also equipment financing offers from retailers and manufacturers can be a pitfall.  Their terms may be more restrictive and expensive than credit cards.

To get an insightful, objective look at your small business financing options, contact SCORE "Counselors to America's Small Business."  SCORE is a nationwide nonprofit association of experienced business people who provide free, confidential business counseling to small business owners. The Sandhills Chapter is active in counseling, mentoring and presenting free business seminars.  If you wish to speak to SCORE about your business, please register as a client by entering your information at www.edmisscore.org/0364 and one of our counselors will contact you.  

In addition to counseling by appointment, the Sandhills chapter of SCORE has drop-in service for those who have registered on www.edmisscore.org/0364  from 10am to noon Tuesdays and Fridays at the Moore County Chamber of Commerce building on Hwy 15/501 in Southern Pines and on Wednesdays from 10am to noon at the SCORE office located in the Workforce Development Center on the campus of Robeson Community College in Lumberton.  The phone number in Southern Pines is 910-692-3926 and in Lumberton is 910-272-3690. 

More information on SCORE’s counseling activity and a complete description of each seminar can be found at the Sandhills SCORE website, www.sandhillsscore.org.
