
Money to Grow On! 
Financing may be the answer, but business owners should ask some questions first. 

 
By Ed Fritsch 

 
What company wouldn’t want more capital? 
 
While infusing more money into your company may seem like a “no-brainer,” there are some 
questions you should ask before you make the financing decision.  What do I need the money 
for?  How much money do I need?  How and when will I repay the money? Can I afford the cost 
of the money? 
 
Once you have answered those questions and decided that you do, in fact, need additional 
capital, there are three main types of financing to pursue: debt, asset and equity. 
 
To choose which is best for your business, consider the following questions: 

1. Why does the company require additional capital? 
2. What stage of development is the company at? 
3. What is the financial condition of the company? 
4. What restraints will the new money put on the operations of the company? 
5. What effect will the new money have on the ownership of the company? 
6. How much money can owners contribute to the company? 
7. How strong and committed is the management team? 
8. What other assets might be available? 
9. What obstructions to the financial marketplace exist? 

Debt 
 
Debt must be repaid at a specific time. Lending sources include banks, companies, factoring 
companies and individuals. These sources look at two aspects of the financial profile:  1) How 
risky is the loan?, and 2) Can the company generate the cash needed to pay interest and repay 
the principal? Financial history and the status of the current assets of the company are the 
most important factors for the lender. The growth potential of the company is secondary. 
 
Assets 
 
Asset-based financing refers to alternative or creative financing strategies you can use to create 
funding for your business when traditional lending institutions don’t offer a reasonable 
solution. An asset is defined as anything tangible or intangible with commercial value such as 
equipment, receivables or goodwill. 
 
 
 



Types of asset-based financing include: 

1. Convertible debt is a loan that can be converted to equity in your company under 
certain circumstances. This option sometimes helps attract a potential lender. 

2. Factoring is selling your accounts receivable to a third party for a discounted price. By 
selling your invoices, you can generate cash sooner than if you waited to collect money 
on your own. After paying you a discounted amount, the factoring resource takes title to 
your invoices and then collects them when they are due. Commercial finance 
companies, some banks and other financial companies will purchase receivables. 

3. Equipment financing is leasing equipment, rather than buying it. This kind of financing is 
available from banks, finance companies and from equipment manufacturers and 
retailers. 

4. Financing from customers and suppliers are loans and/or equity investments from the 
people who buy your goods and services or sell you theirs. This method can be used 
when you sell something that is unique or hard to find elsewhere, or because you've 
become a crucial link in their distribution network. 

5. Strategic partnerships are alliances with other companies whose business expansion 
goals are similar to yours. Strategic partnerships can offer benefits beyond cash. 

Equity 
 
Equity is money given for a share of ownership in your company. Equity resources can be from 
individual investors, sometimes known as “angels,” venture capital companies, joint venture 
partners, and capital contributions from the company owners. Equity sources are more 
interested than lenders in the growth potential of the company. Their objective is to invest now 
and reap the rewards in years to come. Growth potential is based on the quality of 
management of your company, product brand strength, barriers of entry to competitors and 
size of the market for the product. 
 
Equity investors include the following: 

1. Angel investors are wealthy individuals who routinely provide seed capital to early-stage 
companies or start-ups. Angel investors are usually found through personal or 
professional contacts. 

2. Venture capitalists are individuals or venture capital firms that raise funds from wealthy 
individuals and institutional investors who want to assign a portion of their holdings into 
potentially high return investments. Venture capitalists like to invest in companies that 
are successful and that have potential for substantial growth. Usually venture capitalists 
want management and/or board positions so they have some control over their 
investment. 

3. Small Business Investment Companies (SBICs) are allied with the Small Business 
Administration (SBA). SBICs direct private investors' money, sometimes combined with 
government money or guarantees, to small, successful, fast-growing businesses. 



4. Initial public offerings (IPOs) happen when shares of your company are sold to the 
public in the form of stock. IPOs are open to scrutiny from the Securities and Exchange 
Commission (SEC), state regulators and the finance community. When publicly traded, 
company finances and internal operations become public knowledge. 

5. Private placements are a way to sell company shares, not on the open public market, 
but to individuals. Using private placements gives the business the ability to maintain 
levels of control. 

Before jumping into the search for financing, small business owners should first determine if 
financing is really necessary and whether the company can afford it. Then, evaluate and decide 
what is the best type of financing for your situation. 
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