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Twelve Steps to a Successful Business Plan
Step 9: Determine Funding Needs

In this step, you will identify your funding requirements, identify potential sources of funds, and revise your development plan.

Funding Requirements: Determine funding needs and possible funding sources

Financial Ratio Analysis: Compare and contrast critical financial ratios from your plan with industry ratios.

Funding Requirements

From your cash flow statement, determine the required amount and timing of investments needed to execute your plan.

In the CashFlow spreadsheet of the Financials workbook:

· Review the monthly cash flow profile of your business during its first year and the annual cash flow profile for the subsequent five years.

· Determine the amount and timing of cash infusions needed to prevent cash balances from going negative.

· Add a cash safety cushion to anticipated cash needs to protect against unexpected expenses or delayed income.   A cushion of twenty-five percent is a good starting point in many situations.

· Develop a funding strategy that is consistent with your cash needs.  For example, if you need cash in year one and again early in year two, it may make sense to seek funding in one lump sum in year one.  Alternatively, if cash is needed in year one and again late in year two or year three, it may make better sense to seek funding in two tranches: one in year one and a second in year two.

Determine the type of funding most suitable for your business: equity, debt, or non-traditional financing.

· Equity funding is appropriate for most start-up businesses with moderate to large cash needs.

· Debt may be appropriate for existing businesses with a financial track record and assets, or for start-up businesses with modest cash needs.  In the latter case, credit card or other consumer debt may be appropriate. 

· Non-traditional financing may be appropriate when customers or vendors are willing to participate in the business.

Determine the most appropriate source(s) for the type of funding you seek

· Sources of equity funding
· Venture capitalists – suitable for potentially large businesses with large cash needs, extraordinary growth potential, and a clear exit strategy (e.g., will go public or will be acquired)

· Angel investors – suitable for moderately sized business with moderate cash needs, excellent growth potential, and a clear exit strategy

· Friends and family – suitable for smaller businesses with modest cash needs, and that will eventually be able to pay dividends or buy back shares.

· Sources of debt financing
· Banks – suitable for businesses with established credit records, ongoing operations, and/or physical assets to use as collateral.

· Credit cards, second mortgages, consumer debt – may be suitable when cash requirements are small and the business will quickly begin to through off cash.

· Friends and family – may be suitable for small businesses with modest cash needs, and with the ability to make loan payments on a timely basis

· Sources of non-traditional financing
· Leases – lease rather than purchase equipment; cash flow must permit regular lease payments.

· Customer advances – customers pay for merchandise or service at time of order in order to assist business and secure needed product.

· Customer participation – customers purchase an equity stake in the business to secure need product and reliable source of supply.

· Vendor participation – vendors furnish equipment and/or supplies in return for an equity stake in the business to secure initial and follow-on sales.

· Other creative arrangements – sources of non-traditional financing are limited only by the creativity and ambition of the entrepreneur.

Ratio Analysis

Compare critical financial ratios from your plan to those of your industry.  Be able to explain and justify significant differences.  Adjust financial statements if necessary.

In the Financials Excel workbook review the Analysis worksheet

· Compare Ratios, Profitability, and Returns figures for your industry with your figures

· Understand where and why there are differences – differences are perfectly acceptable if they can be explained and justified.

· If you cannot justify significant differences, adjust your financial statements to bring them more into line with your industry.

Action Items

A. Determine your Funding Requirements as described above

B. Write a succinct two or three paragraph description of your funding needs.  This description will become the Capital Requirements section of the Financial Summary of your plan.  Additionally, complete the Financial Risks and Exit Strategies subsections of your plan.

Financial Summary

· Financial Assumptions

· Financial Forecasts

· Funding Requirements

· Financial Risks

· Exit Strategies

C. Undertake the Ratio Analysis describe above.
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