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Franchise Ownership
Buying a franchise business offers people a chance 
to own their own business. Franchise owners have 
the advantage of offering goods or services that 
have instant name recognition. But purchasing a 
franchise does not guarantee success. In this project 
you will investigate franchise opportunities to 
decide whether owning a franchise is right for you. 
You will learn about your obligations as a franchise 
owner, how to shop for opportunities, and how to 
ask the right questions before you invest. 

Internet 
Project

Log on to fi nance07.glencoe.com. Begin 
by reading Task 1. Then continue on your 
WebQuest as you study Unit 6. 
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Cycling Back to the 
Future

When Gary Boulanger decided to 
open an independent bike shop in Day-
ton, Ohio, he sought inspiration from 
hometown heroes: Orville and Wilbur 
Wright. The famous brothers had built 
a bicycle company there in the 1890s 
before garnering greater fame as avia-
tion pioneers.

So in January 2003, timed to coin-
cide with the 100th anniversary of the 
Wright brothers’ first flight, Boulanger 
introduced modern versions of the 
Wrights’ Van Cleve and St. Clair models, 
opening Cycles Gaansari in downtown 
Dayton. Instead of going head-to-head 
with big manufacturers and retailers, 
Boulanger [created] his own niche with 
a retro line of cycles.

Boulanger says [his] shop brought 
in $140,000 in sales during its first year, 
$250,000 last year, and he expects rev-
enue to double this year.

Boulanger stresses customer ser-
vice. In turn, he says “our customers are 
brand loyal.” To that end, he has begun 
selling a line of clothing and accesso-
ries with the Gaansari logo. And he 
began marketing a signature brand of 
coffee. Like the Wright Brothers before 
him, Gary Boulanger’s business has def-
initely taken flight.

—By Rod Kurtz

Write About It How has 
Gaansari’s inventory helped the 

business succeed?

Log On To read the complete 
BusinessWeek article and do 

the BusinessWeek Extension activity 
to help you learn more about inven-
tory, go to fi nance07.glencoe.com.
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CHAPTER
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When you have completed this 
chapter, you will be able to:

Section 19.1

• Explain the role of entrepreneurs.
• Differentiate between start-up 

costs, operating costs, and 
reserve funds.

• Identify sources of personal and 
private financing.

• Discuss the options available 
through bank funding.

• Identify the factors banks con sider 
to approve commercial loans.

Section 19.2

• Describe the function of the 
Small Business Administration.

• Identify alternative sources of 
funding for a business.

$ What You’ll Learn

19
Sources of 
Funding

To get the most out of your reading:
Predict what you will learn in this chapter. 
Relate what you read to your own life.
Question what you are reading to be sure 
you understand.
React to what you have read.

Reading Strategies



ASK
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In the Real World . . .

Clive Lee has dreamed of opening a bicycle shop that serves 

amateur and professional cyclists. He has found a good location, distri-

butors who can provide him with specialized supplies, and a great mechanic. 

He has also determined how much money it will take to get the business off the 

ground. Clive saved money from his current job for many years and has good credit. 

However, this will not be enough for him to open the shop he has planned. Clive will 

need to get a loan from a bank or work with an outside investor. To obtain money 

from a bank, the Small Business Administration, private investors, commercial 

fi nancing, or other sources of funding, Clive will need a good business plan.

As You Read Consider some some sources and organizations 

that might agree to lend start-up capital to an 

entrepreneur?

Fast Cash
Q: My family runs a small business. Recently a 

lot of unexpected expenses came up, and now we 
need $4,000 in a hurry. We just expanded our business, so we have no cash in re-

serves. How can we obtain the money?

A: If you have outstanding (unpaid) invoices from customers whom you have billed 

for your products, you can take those invoices to a bank and borrow against those 

receivables. If you have orders to fill but need money for supplies, you can speak to a 

lender about a short-term commercial loan.

Ask Yourself How can a business prepare for unexpected expenses?

Go to finance07.glencoe.com to complete the Standard & Poor’s Financial 

Focus activity.

http://finance07.glencoe.com
http://finance07.glencoe.com
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Analyzing Financial 
Needs

Starting a New Business
What do you need to start a new business?

Jenny, age 8, and Matt, age 7, are going into business. They are 
going to set up a lemonade stand—called J & M Lemonade—in front 
of Matt’s house. A lot of people walk down that street, which is close 
to a school and a park. Jenny and Matt figure that their location will 
provide plenty of customers. It is summer, and people are thirsty. 
Cold lemonade will be in demand.

Before they begin selling lemonade, however, Jenny and Matt 
must decide what things they will need to get their business started. 
In addition to lemonade, Jenny says they will need a large pitcher, a 
stand or table, and some cups. Matt adds a large sign, a box for their 
money, and some ice cubes to the list. They agree that they will also 
need coins to make change for customers.

As with all business operations, Jenny and Matt will need cash, 
equipment, and supplies, as well as goods or services to sell. How do 
you think they will get these items? They will probably do what you 
did when you were their age: They will go home and see what they 
can find. Their families may help them find a pitcher, a table, and 
some cardboard to make a sign. They may give them some coins to 
use for change and buy the lemonade and cups.

Soon Jenny and Matt have all the items they need, and they set 
up their stand. J & M Lemonade is now an active player in the free 
enterprise system.

Business Entrepreneurs
What does it take to become an entrepreneur?

When you were younger, you may have had a small business 
similar to Jenny and Matt’s lemonade stand. Like Jenny or Matt, 
you were an entrepreneur. An entrepreneur is an individual who 
takes the risk of starting a new business. Entrepreneurs are highly 
motivated people who transform ideas for products or services into 
real-world businesses. About 80 percent of the 23 million business 
operations in the United States are run by one owner. Entrepreneurs 
are the backbone of the American economy.

Section 19.1

Focus on
Reading

Read to Learn
• How to explain the role 

of entrepreneurs.

• How to differentiate 
between start-up costs, 
operating costs, and 
reserve funds.

• How to identify sources 
of personal and private 
financing.

• How to discuss the 
options available through 
bank funding.

• How to identify the factors 
banks consider to approve 
commercial loans.

Main Idea
To start or expand a busi-
ness, you must ac cu rately 
estimate the amount of 
funding you will need.

Key Terms
• entrepreneur
• operating costs
• reserve fund
• private financing
• commercial debt 

financing
• commercial loan
• line of credit
• secured loan
• unsecured loan
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High School Entrepreneurs
Would you like to be an entrepreneur? Most high school students 

would. In a recent Gallup poll, seven out of every ten high school stu-
dents said that they would like to start a business. It is possible for a 
high school student to start his or her own business. For example, 
Fred DeLuca is one successful entrepreneur who started his business 
shortly after graduating from high school. In 1965, DeLuca borrowed 
$1,000 from a friend and opened Pete’s Super Submarines, a sandwich 
shop in Bridgeport, Connecticut. Today you may know DeLuca’s busi-
ness as Subway. As of June 2005, Subway had over 23,000 restaurants 
in 82 countries.

Funding a Business
Why do many entrepreneurs need to find outside 
sources for funding?

One of the major concerns when starting a business is how it 
will be financed. People who take on new business ventures usually 
need far more money than they realize.

Jenny and Matt started their lemonade stand with nothing. They 
had no lemonade, supplies, or cash. They funded their business with 
cash and other assets that their families provided. They hoped to sell 
several cups of lemonade and take in some money. Do you think that 
they made a profit? Chances are that the money they took in did not 
cover the cost of the lemonade and other supplies.

� THE AMERICAN DREAM  
Anyone can start a small 
business. What do you think 
you would need to start your 
own business?

PREDICT

Before 
You Read

Is every business owner an 
entrepreneur?
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Family members supported J & M Lemonade financially, but 
they did not expect to make a profit on their investment. They just 
wanted to help provide an educational and fun experience for Jenny 
and Matt. If it were not for their financial support, Jenny and Matt 
could not have started their business because other sources of funds 
were not available.

As a young adult, you would require funding if you decided to 
start your own business. Unfortunately, it is not easy to get funding 
for a new business from an outside source. Banks and other financial 
institutions are very selective about who receives loans. They also 
expect to get a good return on their investment.

Determining Needed Capital
Why is it so important to know how much money is 
needed to start up a business?

When you are starting a business, the first thing you must do is 
make a realistic estimate of how much capital you will need. As you 
know, capital is the money you need to establish a business, to oper-
ate it for the first few months, and to expand the business. Determin-
ing the capital needed to start up your business is one of the steps of 
developing a financial plan.

RELATE

As You 
Read

Do you or your friends 
dream of owning your own 
business? What steps will it 
take to make those dreams 
come true?

� FUNDING CONCERNS  Successful busi-
nesses such as this one needed money to start 
their operations. Where do you think you might be 
able to obtain money for a new business venture?
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Start-Up Costs
The first goal in determining needed capital is to identify start-

up costs. Start-up costs usually require a large amount of cash. If you 
attempt to estimate the costs without careful analysis, your estimate 
will probably be too low.

To analyze your costs, you should list everything you will require to 
begin to operate. Most businesses have some common start-up costs:

• Inventory needed to open the business
• Equipment, fixtures, and display cases
• Security deposit for rented space
• Advertising and promotions
• Insurance
• Professional fees (such as lawyers’ fees)
• Remodeling costs (such as creating office space)
• Legal permits and licenses
• Supplies

Your next task is to assign an estimated cost to each item. Unless 
you list every anticipated cost, your total estimate will not be realistic.

Landscaping firms and convenience stores are different types of 
businesses, and each has different requirements for operating. Start-
up costs vary among businesses and industries. Make sure that you 
research and explore the industry you are entering.

Careers in Finance

Jenny Tanner gains satisfaction from helping small businesses and corporations become big ones. 
She tends to businesses and corporations that need to borrow money for new equipment or to buy 
property. She meets with the customers to explain the different types of loans available. After receiv-
ing a loan application from a business, she requests a credit report from a credit bureau, consults 
with her manager, and decides whether or not to approve the loan. As a commercial loan officer, 
Jenny is expected to seek out new customers.

SKILLS: Sales, presentation, communication, math, problem-solving, and 
organizational skills

PERSONAL TRAITS: Likes working with people and numbers, detail oriented, and self-motivated

EDUCATION: High school diploma or equivalent; bachelor’s degree in finance, economics, 
business, or accounting; a minimum of three years’ experience in a banking 
environment

ANALYZE How might a commercial loan officer’s job differ from a personal loan officer’s job?

To learn more about career paths for commercial loan officers, visit fi nance07.glencoe.com.

Jenny Tanner
Scott Watson & Associates, Inc.

CREDIT ANALYSTCOMMERCIAL 
LOAN OFFICER

fi nance07.glencoe.com       Chapter 19      Sources of Funding
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Operating Costs
Besides determining your start-up costs, you must also estimate 

your operating costs for the first 90 to 120 days. Operating costs are 
the ongoing expenses for operating a business.

Start-up costs and operating costs are separate cost categories. It 
is critical that you estimate both types of costs as accurately as pos-
sible. If you use all of your money for start-up costs, then you will not 
have any money available to pay your operating costs. When you 
start a new business, the amount you earn usually will not be enough 
to cover your expenses. If you cannot pay your suppliers, rent, or util-
ity bills, your business will be in serious trouble.

When you prepare your budget for the first 90 to 120 days of 
business, you will include your expected income as well as your esti-
mated monthly costs. Businesses have a number of common operat-
ing costs:

Franchise Ownership
Evaluate your personality 
and find out if owning a 
franchise business makes 
sense for you. 

To continue with 
Task 2 of your 

WebQuest project, visit 
fi nance07.glencoe.com.

• Payroll
• Rent
• Insurance premiums
• Utility bills

• Office expenses
• Advertising
• Delivery charges
• Bank charges and other fees

Reserve Fund
Before starting a business, you will also have to estimate the amount 

of money you may need at a later date for growth. A reserve fund 
is money that can be made available for the future expansion of a 
business. You may need additional money to purchase merchandise 
or equipment, or perhaps to lease a truck. This money will allow for 
growth and help you avoid having to borrow additional capital.

Jenny and Matt’s lemonade stand stayed in business for only two 
hours. They did not plan to operate an ongoing business. Of course, 
you hope that your business will have a much longer life. Therefore, 
careful financial planning for the future is critical. Consider other 
expenses when looking ahead and estimating a reserve fund:

• Additional equipment for increased business
• Advertising and other promotional costs
• Capital for any unexpected costs or decreased sales
• Maintaining a positive cash flow
• Expansion of facilities
• Getting and keeping the right amount of inventory

When you have estimated the amounts of your start-up and 
operating costs and your reserve fund, you will have a good idea of 
your business’s financial needs. You will see what your cash flow will 
look like during the first months of operation. Then you can estimate 
the total amount of capital you will need to establish your business 
and begin to operate.

Unit 6      Business Finance Basics fi nance07.glencoe.com

http://finance07.glencoe.com
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Learn to identify and understand the standard 
financial documents you will use in the real world.

Key Points: In order to be granted a 
loan by the SBA, you need to provide 
a personal fi nancial history, inform 
them of the amount of the loan you are 
requesting, and describe how you intend 
to use the funds. The example represents 
just a small portion of the full Application 
for Business Loan.

Find the Solutions
1. How many employees will this company 

have if the loan is approved?
2. How will this company utilize the funds?
3. What is the total amount of the loan?
4. How much does this company owe the SBA 

for a previous loan?
5. What is the requested term of the loan?

Investigate: An Application for 
Business Loan
An application for a loan from the Small 
Business Administration (SBA) contains:

• Name and contact information
• Amount requested
• Intended use of loan
• Other outstanding federal loans or debt

Your Motive: By applying for a loan 
through the SBA, you will have a better 
chance of receiving the funding you need 
to start your business.

U.S. Small Business Administration

APPLICATION FOR BUSINESS LOAN

Individual Full Address

New Construction/
Expansion Repair
Acquisition and/or Repair
Machinery and Equipment

Inventory Purchase

Working Capital (including
Accounts Payable)
Acquisition of Existing
Business

Use of Proceeds
(Enter Gross Dollar Amount
Round to the Nearest Hundreds)

Loan Requested

PREVIOUS SBA OR OTHER FEDERAL GOVERNMENT DEBT: If you or any principles or affiliates have 1) ever requested Government Financing or 2 ) are delinquent on the
repayment of any Federal Debt complete the following:

Name of Agency
Original Amount

of Loan

$

$

$

$

SBA 100,000 12,500 Current6/28/20-- Approved

Jason True
Name of Applicant Business

True Business Forms
Tax I.D. No. or SSN

Tel. No. (inc. A/C)

Number of Employees (Including
subsidiaries and affiliates)

At Time of Application

If Loan is Approved

14
22

Subsidiaries or Affiliates
(Separate for above)

480-672-1853
Full Street Address of Business

5743 Sun Palm Lane
City

Phoenix
County

Maricopa
Type of Business

Business to Business
Date Business Established

Bank of Business Account and Address

First Merit
# 3006482-1      

$ 150,000
$ 250,000

 5812 Tuskan Lane
 Phoenix, AZ 85001

1647 west Alvarez, Phoenix, AZ 85001

State

AZ
Zip

85001

10

Land Acquisition

Pay off Bank Loans (Non
SBA Associated)
Other Debit Payment (Non
SBA Associated)

All Other

Total Loan Requested

Term of Loan (Requested Mat.) Yrs.

Use of Proceeds
(Enter Gross Dollar Amount
Round to the Nearest Hundreds)

Loan Request

$ 400,000

Pay off SBA Loans

Date of
Request

Approved or
Declined Balance

Current or
Past Due
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Personal and Private Financing
What is the difference between personal 
and private financing?

After you have determined the amount of money you require, 
you will need to figure out how you will get it. Getting affordable 
and sufficient financing is often a major problem when starting or 
expanding a business. However, there are many sources of funding 
available for businesses. Initially, you will probably explore the pos-
sibility of personal financing.

Personal Financing
Many people begin small businesses with funds from their own 

personal assets. In fact, personal assets make up a large part of the start-
up funding for most new business ventures in the United States.

The primary reason for using this method is that new small busi-
nesses often have difficulty getting affordable funding. Banks and 
other financial institutions are not interested in risky or unproven 
business ventures. You cannot just walk into a bank and tell them 
that you have a great idea for a new business and expect the loan 
officer to hand you money.

Banks are more interested in funding existing businesses that 
have reported profit over a period of time. These businesses are safer 
investments and provide banks and other financial institutions with 
the assurance of a good return on their money.

When starting a small business, you may have to rely on your 
own assets to finance the start-up and operating costs. You might use 
your personal savings or investments such as stocks or bonds. 

Business Credit 
Cards Tips
1. Choose a credit card 

with no annual fee 
and low interest 
rates.

2. Do not mix your 
business and person-
al purchases on your 
business credit card.

3. Use your year-end 
statements from 
your credit card 
company that track 
and categorize your 
business expenses 
for the year.

4. Take advantage of 
special rewards and 
discounts for office 
supplies and travel 
if available.

5. Avoid using cash 
advance options 
because interest 
rates are higher.

� LOCATION, LOCATION 

Besides having a great idea 
for a business, you must also 
find somewhere to operate it. 
What features would you look 
for when choosing a location 
for a local business?
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You might also use loans from family members and friends to 
help finance the business. However, with these sources of capital, you 
may not have enough cash to get the business going.

Consumer Loans In order to get the funds you need, consider 
applying for a consumer, or personal, loan. Most financial institutions 
require that consumer loans be secured with collateral. Collateral is 
a form of security (usually an asset such as a car or home) that helps 
guarantee that a loan will be repaid.

When you pledge collateral for a loan, the risk to the bank is 
reduced. As a result, you have a much better chance of getting fund-
ing and can receive better interest rates. If you cannot pay back the 
loan, the financial institution can take the property that you have 
pledged as collateral.

Home Equity Loans A home equity loan is a loan based on the 
difference between the current market value of a home and the 
amount still owed on the mortgage. A home equity loan may also 
be called a second mortgage. Home equity loans are fairly safe for 
financial institutions because they are secured by property. As a re sult 
these loans are usually easier to get than consumer loans, and some 
entrepreneurs who own homes use this source.

To determine the maximum amount of this type of loan, the finan-
cial institution will find out the current market value of a home and its 
equity. Equity is the value of the home less the current balance on the 
home’s mortgage loan.

Suppose a house has a present market value of $175,000, and the 
mortgage has a balance of $65,000. The equity in the house is $110,000 
($175,000 − $65,000 = $110,000).

Banks will usually allow an owner to borrow up to 80 percent of 
the current market value of the home. In this example, the maximum 
amount the bank would loan on a home worth $175,000 would be 
$140,000 ($175,000 × .80 or 80% = $140,000). However, there is an 
existing mortgage with a current balance of $65,000. Therefore, to fig-
ure out the amount that the bank would loan, subtract the mortgage 
 balance from $140,000. In this example, the loan cannot exceed $75,000 
($140,000 − $65,000 = $75,000).

This type of loan is available only 
if there is a substantial amount of equity 
in the property. In other words, a home 
must be worth a lot more than the 
amount owed on the mortgage.

The negative aspect of a home 
equity loan is that if the business fails, 
the owner could lose his or her home. 
A recent study found that more than 
one-half of new businesses fail during 
the first five years. Considering this 
high failure rate, you should think seri-
ously before you finance your business 
with a home equity loan.

� HOME SWEET HOME A 
home equity loan can be an 
easy source of financing for 
an entrepreneur. What risk is 
involved in using a home equity 
loan to finance a business?
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Private Financing
If you cannot get enough capital through personal financing, 

you must look to other sources. The next option might be private 
financing. Private financing is borrowing money from family or 
friends. This type of funding is attractive because it involves little 
paperwork and often requires no collateral and low, or no, interest 
payments. The disadvantage is that it can lead to personal conflicts if 
the business is unsuccessful, and you are unable to repay a loan.

Bank Funding
What is the difference between a secured 
and an unsecured loan?

If personal and private financing are insufficient, you may have 
to apply for a business loan to get additional money. One of your first 
sources for such financing is your local bank.

Commercial debt financing is borrowing money from 
a bank or other financial institution to fund a business. Another 
option is a commercial loan, which is a loan that finances a new 
or ongoing business. Larger banks give out commercial loans, but 
they are often interested in larger, more established business oper-
ations with revenues of millions of dollars. Therefore, when small 
businesses need money, smaller, local banks are their logical source. 

A HOME EQUITY LOAN
Synopsis: Home equity loans are based on the differ-
ence between the current market value of a home and 
the amount still owed on the mortgage.

Example: Drew wants to apply for a home equity 
loan at Wilton Bank to start his new Internet com-
pany. He presently owns a home that has a market 
value of $160,000. He has an existing mortgage bal-
ance of $90,000. What is the maximum amount the 
bank will lend to Drew for a home equity loan?

Formula: 
Adjusted Market � Existing Mortgage � Home Equity
Value of Home         Balance         Loan

Solution:
A. Find the adjusted market value of the home.

Market Value � .80 or 80% � Adjusted Market 
       Value of Home
$160,000 � .80 or 80% � $128,000

The adjusted market value of the home is $128,000.

B. Find the maximum amount of the home equity loan.

 Adjusted � Existing � Home 
 Market Value  Mortgage  Equity Loan
 of Home  Balance
 $128,000 � $90,000 � $38,000

Wilton Bank will lend Drew up to $38,000 for  a 
home equity loan.

FIGUREGO FINANCIAL MATH

If the adjusted market value of your home is 
$220,000 and the existing mortgage balance 
is $142,000, how much would you be allowed 
to borrow for a home equity loan?

FIGUREYOU
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A small bank can better relate to small business needs, and it can offer 
advice and assist you with other services.

Getting funding from local banks has both advantages and dis-
advantages. Advantages might include:

• They are highly experienced in dealing with small businesses.
• They offer a wide variety of loan plans.
• They offer advice and other business services.
• They are community-oriented and are interested in seeing local 

businesses succeed.

Global Financial Landscape

Standard and Poor’s publishes the globally recognized 
S&P 500® financial index. It also gathers financial statis-
tics, information, and news, and analyzes this data for 
international businesses, governments, and individuals 
to help them guide their financial decisions. 

After enduring Viking occupation in the 10th 
century and gaining independence from Russia in 
1991, Estonia has come into its own. Only twice the 
size of the state of New Hampshire, this small coun-
try boasts one of the fastest-growing economies in 
Europe. An independent spirit sets the stage for suc-
cess, as indicated by the fact that more than 90 per-
cent of Estonia’s businesses are privately owned. 

One area of business that is experiencing rapid 
growth in Estonia is information technology. Govern-
ment support has helped to encourage entrepreneurs 
to start businesses in this industry. In fact, the gov-

ernment has created a 
program called “Tiger 
Leap” that has con-
nected every school in 
Estonia to the Inter-
net. The government 
has also funded hun-
dreds of public Internet 
access points to make 
sure its citizens are 
“plugged in.”

DATABYTES

Capital Tallinn

Population 1,353,000

Languages Estonian, Russian, and Ukrainian

Currency Estonian kroon

Gross Domestic 
   Product (GDP) $17.3 billion (2003 est.)

GDP per capita $12,300

Industry:  Engineering, electronics, wood and wood 
products, and textiles

Agriculture:  Potatoes, vegetables, livestock, dairy 
products, and fish

Exports:  Machinery and equipment, wood and paper, 
textiles, food products, and furniture

Natural Resources:  Oil, shale, peat, and phosphorites

Think Globally
How does government funding of telecommunication 
services benefit the entire country of Estonia?

ESTONIA
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Disadvantages might include:

•  They are closely regulated by the government. As a result, there 
is extensive paperwork, investigation, and documentation 
involved in the loan process.

•  They are conservative by nature and may reject your loan if 
your business appears too risky.

If you and your local bank are interested in establishing a work-
ing relationship, you should know what loan options are available. 
All banks offer a wide variety of loans, and a good banker will recom-
mend the loan that is best for you and your business.

Short-Term Commercial Loans
A short-term commercial loan is a business loan that is usually 

made for a term of one year or less. Most are written for 30-, 60-, or 
90-day periods. These loans are typical for small businesses. They are 
designed to help the business meet short-term financial obligations 
and help with cash flow during a specific time or season. You could 
use the money for purchasing merchandise before a peak sales period, 
acquiring equipment, or paying unexpected bills.

For example, during the summer months, Durango’s Ski Shop 
begins to prepare its inventory for the upcoming winter season. The 
owner, Sabrina, decides that she needs a large quantity of new skis. 
Because the ski shop’s sales are typically low in the summer, she has 
to apply for temporary financing. With a short-term commercial 
loan, Sabrina can purchase the inventory she needs now and repay 
the loan with the profits from winter ski sales.

� BANK ON IT A local bank may be the 
source of funding your business needs. 
Why might a small local bank be better 
prepared to help a new business than a 
larger bank?

QUESTION

As You 
Read

What is the purpose of a 
short-term commercial 
loan?
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Long-Term Commercial Loans
A long-term commercial loan is a business loan that is made for 

a term of one to five years. These loans are normally used by larger, 
established businesses that require great amounts of funding. Because 
these are large loans, the businesses will need more time to pay them 
back. They may use the funds for expensive equipment, the relocation 
of facilities, the expansion of storage areas, or other major expenses.

New or smaller businesses might have trouble getting these loans. 
Banks consider such businesses to be less stable. Therefore, banks do 
not want to take the risk that the loan will not be repaid.

Lines of Credit
A line of credit is an arrangement in which bank customers 

can borrow a certain amount of money from the bank immediately. 
This makes funds available for unexpected costs or routine expenses. 
A store owner can borrow all or part of that money at any time and 
for any purpose. For example, if the plumbing breaks and costs $8,000 
to repair, money is available.

The main advantage of this type of funding is that you do not 
pay any interest unless you access the funds. But once you borrow an 
amount from the line of credit, the bank will charge you interest.

The bank will review your available credit every so often. Based 
on your history of accessing the account and on your repayment pat-
tern, the bank may increase or decrease the amount of credit. This 
type of funding is intended for short-term costs that your business 
may not be able to handle. For this reason, the bank also expects you 
to repay the money in a short period of time.

Internet Finance 
Education In order to 
take advantage of the 
many loans available 
to entrepreneurs, you 
need some basic finan-
cial management skills. 
There are many books 
and resources available. 
You can also sign up for 
online courses and com-
plete them in your spare 
time. Each online course 
is sent to you via e-mail 
on a daily or weekly basis 
and is designed to help 
you learn a specific skill 
or solve a particular prob-
lem. There are no grades 
or degrees, but many 
courses are free.

View a list of money- 
and business-related 

courses and list those you 
would like to take through 
fi nance07.glencoe.com.

TechByte

� FULL INVENTORY A 
business that depends on 
seasonal sales will prepare 
its inventory in advance of 
the busy season. What type 
of loan might such a business 
require?

fi nance07.glencoe.com       Chapter 19      Sources of Funding
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Secured and Unsecured Loans
A secured loan is a loan that is backed by collateral. Most 

short-term and long-term loans must be backed by collateral. Banks 
will hold the title to the equipment, facility, or merchandise used as 
collateral until the loan is repaid. Because banks must be conservative 
in their loan policies, most business loans are secured. Only a well-
established, profitable business that has a good relationship with a 
bank can obtain unsecured loans. An unsecured loan is a loan that 
does not require collateral from the borrower. If an unsecured loan is 
approved, it is usually short-term. Because of the increased risk to the 
creditor, the interest rate on an unsecured loan is usually higher than 
on a secured loan.

Commercial Loan Applications
What are the five C’s of credit?

New and expanding small businesses often have difficulty get-
ting necessary funding. Banks use certain standards to judge a compa-
ny’s financial position and determine how much risk to accept. Banks 
are conservative and selective as to which businesses they approve for 
financing.

You have already learned about the criteria banks and credit card 
companies use to determine your creditworthiness (see Chapter 6). 
When you fill out an application for credit, you must answer questions 
regarding your credit history, your annual income, and your valuable 
assets. These institutions want a complete financial picture of you.

When evaluating commercial loan applications, banks will 
examine these same factors as well as other information. They want a 
financial picture of both you and your business.

LANGUAGE ARTS
Successful entrepreneurs 
are risk takers, are goal 
oriented, and are inde-
pendent. They also know 
how to secure financing 
to transform their ideas 
into products or services 
that will sell. Imagine you 
are ready to open your busi-
ness and you need to bor-
row $10,000 to get started. 
Write a letter requesting the 
funding from either your 
parents, a friend, or a bank. 
Be sure to describe the type 
of business you are going to 
open and why you think it 
will be successful.

� THE FIVE C’S A loan 
officer will look carefully at 
the information you provide 
before deciding to grant you 
a commercial loan. What 
criteria does a bank use to 
evaluate a loan request?
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The Five C’s of Credit
If you apply for a commercial loan, the bank will first examine 

the five C’s of credit: character, capacity, capital, collateral, and credit 
history. (See Figure 19.1.)

Character Banks want to make sure that you are capable of paying 
off the loan on time. They will consider your business experience 
and your dealings with other local businesses. Your prior history 
with the bank, your reputation in the local business community, and 
comments from your creditors will also be important. In addition, 
proof of your skills as a manager will be essential.

Capacity The bank will determine whether your business has or 
will have enough cash to repay the loan on time. It will also examine 
your sales history, statements of cash flow, and profits reported by 
your business.

Capital The bank will look to see whether you have invested a 
considerable amount of your personal assets in the business. Some 
financial institutions require that you use your personal assets for at 
least 30 percent of the capital needed to start your business.

Collateral The bank will make sure that you have enough business 
assets to secure the loan. Does your business own office equipment, 
machinery, delivery equipment, or real estate? Good collateral is also 
an important element for approval.

Credit History The bank will review both your personal credit his-
tory and your business credit history. It will also consider your payment 
history on any consumer and commercial loans you may have.

Paid in Full
When you get your first 
credit card, use it wisely. 
Decide how much you 
can afford to charge 
each month and stick to 
that budget. Be sure to 
pay your bill in full every 
month. If you do, you will 
avoid high interest charges 
and save. How would good 
use of personal credit cards 
help you in starting up a 
business in the future? 

CommonCommon
CENTSCENTS
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Business Plan
The bank will also examine your business plan to make sure that 

your business is financially sound. It looks to see whether you have a 
clear vision of where you want your business to go and whether you 
have identified the necessary steps to achieve your goals. Then the 
bank can better measure your financial needs.

Banks often base loan decisions on the business plan. It is vital 
that your plan be clear, accurate, and well planned. Include the three 
basic parts of a business plan that focus on a strategic plan, a market-
ing plan, and a financial plan. As you learned in Chapter 17, a busi-
ness plan can include a variety of components, such as an executive 
summary, mission statement, company description, product and ser-
vice plan, management team plan, industry overview, market analysis, 
competitive analysis, marketing plan, operational plan, organization 
plan, financial plan, growth plan, contingency plan, and support-
ing documents, as well as a cover page, title page, and table of con-
tents. Spending extra time to make sure that your business plan has 
accurate information could mean the difference between getting the 
money you need or not.

Section 19.1 Assessment

QUICK CHECK
1. What is the difference between start-up 

costs and operating costs?
2. What are several sources of personal 

financing?
3. What are two ways in which a small busi-

ness might use a line of credit?

THINK CRITICALLY
4. Choose the best source of funding for a 

new business owner: a consumer loan, a 
home equity loan, or private financing. 
Explain your reasoning.

USE MATH SKILLS
5. Cost of Borrowing Mario has estimated 

start-up costs for a cappuccino stand to be 
$8,900. He projects that his operating costs 
for the first six months will be $6,300. He 
also wants to have $10,000 in his reserve 
fund. Mario has saved $20,000 for his new 
business.

Calculate How much money will 
Mario need to borrow? What percent-

age of his total costs will he borrow?

SOLVE MONEY PROBLEMS
6. Sources of Funding Christa has oper-

ated a résumé writing service out of her 
home for the past two years. Because she 
has many new customers, her added equip-
ment and supplies will no longer fit in her 
extra bedroom. Christa is looking for a new 
location for the business, but she realizes 
that the change will bring additional costs.

Analyze Identify sources of fund-
ing that Christa may be able to access. 

Which sources of funding do you think she 
should avoid? Which sources do you think 
would be best?
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Sources of Funding

Small Business Administration
What kinds of services does the Small Business 
Administration provide?

No matter how good your business may look on paper, banks 
might not provide necessary financing. This is especially true for 
new or start-up businesses. As a new or start-up business owner, you 
may not have a sound credit history or enough collateral, managerial 
experience, or profit from operations. Therefore, you will need some 
help to get your loan. To whom do you turn? Your best alternative 
may be the federal government.

The federal government recognizes the importance of small 
businesses in the American economy and, therefore, provides assis-
tance to them. The Small Business Administration (SBA) is an 
independent agency of the federal government that offers assistance 
to people who are starting small businesses and to those who want 
to expand existing businesses. Its services include management train-
ing, organizational guidance, and assistance in getting funding.

Almost 99 percent of American business operations are consid-
ered “small businesses” under the SBA guidelines. Thousands of busi-
nesses take advantage of services offered by the SBA every year. If the 
SBA did not exist, many small businesses would never get the money 
they need.

The SBA offers many loan programs to small businesses that have 
a hard time getting the funding they need through other methods. 
If you cannot convince the bank that you are a good loan candidate 
and that your business will be successful, you might try one of the 
SBA loan programs.

SBA Guaranteed Loans
What is the benefit of receiving an SBA 
guaranteed loan?

The most common type of SBA loan is obtained through the 
Guaranteed Loan Program. To get an SBA guaranteed loan for your 
small business, you apply to a bank or other financial institution for a 
commercial loan. If the bank denies your request, you can then com-
plete an application for an SBA loan. Your bank submits your applica-
tion to the SBA under the Guaranteed Loan Program.

Focus on
Reading

Read to Learn
• How to describe the 

function of the Small 
Business Administration.

• How to identify alterna-
tive sources of funding 
for a business.

Main Idea
Entrepreneurs can get fund-
ing through the help of the 
Small Business Administra-
tion and other sources.

Key Terms
• Small Business 

Administration (SBA)
• LowDoc Program
• business credit card
• private investor
• commercial finance 

company
• venture capital firm
• Small Business Invest-

ment Companies 
(SBICs)

PREDICT

Before 
You Read

What advantages might 
the federal government 
receive by operating the 
Small Business Administra-
tion (SBA)?

Section 19.2
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The SBA examines your application. If it approves the loan, it 
authorizes the bank to give you the funding. The SBA then guaran-
tees a major portion of the loan. At present the SBA will guarantee up 
to 85 percent of a bank loan for $150,000 or less and 75 percent of a 
loan for more than $150,000. The repayment period usually cannot 
exceed seven years.

With this guarantee by the federal government, banks are more 
willing to grant funding to a small business. The bank knows that if 
you default on the loan, the SBA will repay the majority of the money 
you owe. Remember, you do not borrow money from the SBA. You 
get your loan from a bank or some other financial institution, but the 
SBA guarantees a large portion of the loan.

In the past many people were frustrated by the amount of paper-
work and the time it took to process loan applications through the 
SBA. In response, the SBA introduced the LowDoc (Low Documenta-
tion) Program in 1993. The LowDoc Program is a government loan 
program that allows businesses applying for loans of less than $150,000 
to submit a one-page application with a small amount of documenta-
tion. They receive a reply within 36 hours. This program also features 
electronic loan processing. Loan maturity is usually 5 to 10 years or up 
to 25 years.

The SBA also offers a variety of other loans for specific groups or 
business endeavors. It has special guaranteed loan programs for inter-
national trade, pollution control, exporters, and businesses entering 
markets in economically depressed areas. Today the SBA is still the 
primary source of assistance in getting small business funding. Every 
year banks and other financial institutions lend billions of dollars to 
small business operations with SBA guarantees.

� FEDERAL ASSISTANCE  
The federal government pro-
vides help for entrepreneurs 
through the Small Business 
Administration (SBA). How 
does the SBA’s Guaranteed 
Loan Program work?
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Other Sources of Funding
Why might a new business need to obtain 
funding from other sources?

Some business owners use personal resources or funds from fam-
ily members or friends to expand their businesses. Many others use 
short-term commercial loans, which are often guaranteed by the SBA. 
However, you can also get funding through a business credit card, pri-
vate investors, commercial finance companies, venture capital firms, 
and state and local governments.

Business Credit Card
In recent years financial institutions have developed alterna-

tive funding options to try to meet the needs of a wide variety of 
businesses. One of these options is to offer a line of credit through a 
business credit card. A business credit card is a credit card that is 
issued to a business rather than to an individual. The use of business 
credit cards has become a major source of short-term financing for 
small businesses. Commercial loans from financial institutions are 
another common source of funding.

Business credit cards require the business to have a good credit 
history. They are suitable for businesses that want to expand or 
cover unexpected costs, but they are generally not issued for start-
up financing. A credit limit on a business credit card is usually under 
$15,000. The disadvantage of this quick source of funding is high 
interest rates, similar to those on personal credit cards. Business credit 
cards are good for emergencies, but balances should be paid as quickly 
as possible.

Visa, MasterCard, and American Express all offer small busi-
ness credit cards. These cards provide discounts on travel, car rentals, 
and insurance. Credit card issuers also provide advice and assistance 
through small business publications.

Private Investors
A private investor is a person outside an entrepreneur’s cir-

cle of friends and relatives who provides funding because he or she 
is interested in helping a new business to succeed. Typically called 
“angels,” private investors will usually leave the management of the 
business to the owner. However, they are also interested in getting a 
good return on their money. This means that you may have to give 
them a share of ownership.

If you cannot locate private investors in your area, you can turn 
to the SBA. The SBA has set up the Angel Capital Electronic Network 
(ACE-Net), which is a Web site that lists small businesses that are 
looking for investors. The SBA screens both entrepreneurs and inves-
tors to assure reliability. Approved investors can access information 
on thousands of businesses. An investor chooses a business, and then 
the business owner and the investor can negotiate a deal.

RELATE

As You 
Read

Would you consider apply-
ing to the SBA for assis-
tance if you were starting a 
business? Why, or why not?
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Commercial Finance Companies
A commercial finance company is a firm that lends money 

only to businesses. Commercial finance companies insist that all 
loans be secured with collateral, such as equipment or inventory. 
These companies are helpful to existing businesses that need short-
term financing.

The government does not regulate commercial finance compa-
nies as closely as it does banks, so these companies accept more risk 
in granting loans. However, if a finance company grants you a riskier 
loan, it will charge you a higher interest rate. It is easier to get this 
kind of loan, but you will pay more for it.

Venture Capital Firms
A venture capital firm is a company that provides private 

funding for small businesses that need a substantial amount of imme-
diate cash. Because these small businesses are high-risk in terms of 
ability to repay loans, they cannot always get adequate funding from 
lenders such as banks and commercial finance companies. Venture 
capital firms take the risk, but in turn, they often expect a large return 
of 25 to 40 percent on their investment.

Venture capital firms usually seek to make investments of at least 
$500,000. Keep in mind that the venture capital firm is not merely 
lending money; it is also investing in your business. Therefore, ven-
ture capital firms expect to have a voice in major business decisions 
and will examine a business’s financial position carefully throughout 
the year.

Most venture capital firms are private, but the SBA created a pub-
lic venture capital program—the Small Business Investment Com-
pany Program. Small Business Investment Companies (SBICs)
are private investment firms that work with the SBA to provide 
longer-term funding for small businesses. The advantage in dealing 
with the SBIC program is that the SBA regulates lenders, and financ-
ing terms must meet SBA guidelines. If small businesses need venture 
capital, they usually go to SBIC firms first.

State and Local Funding
Why do state and local governments provide 
funding opportunities for small businesses?

Many states provide opportunities for small businesses to get 
funding through a variety of programs. These funding programs are 
available in cities where local and state governments are encouraging 
individuals to open businesses in economically depressed neighbor-
hoods. Local chambers of commerce or regional offices of the SBA 
can assist you.

QUESTION

As You 
Read

What are the disadvantages 
of borrowing money from 
a commerical finance 
company?

Put on 
Your 
Financial
Planner’s 
Cap

Imagine you have success fully 
started your new business, 
and you have completed six 
months of operations with 
a respectable profit. Conse-
quently, you have decided 
to expand your business, but 
you will need an additional 
$125,000 in capital. Would 
you choose to seek this fund-
ing through a commercial 
finance company, a venture 
capital firm, or an SBIC?
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REACT

After You 
Read

Based on what you have 
learned in this chapter, 
how would you raise start-
up capital for a new 
business?

Funding Your Dreams
Why are small businesses essential to 
the American economy?

The American economy has been built by entrepreneurs who 
were willing to take risks and explore new ventures. Ray Kroc was 
52 years old when he purchased the rights to a hamburger stand 
owned by the McDonald brothers in San Bernardino, California. 
His venture would revolutionize the food industry. Robert Pittman 
was only 26 years old when he combined video and music and 
created MTV.

The funding of small businesses is essential to the American 
economy. Almost all of the nation’s Fortune 500 companies started 
as small businesses. They began with little capital and obtained addi-
tional funds by using creativity. Today you can get funds through a 
variety of sources. Through private and public funding, you can pur-
sue your dreams and own your own business.

Section 19.2 Assessment

QUICK CHECK
1. What is the primary function of the Small 

Business Administration?
2. What are some alternative sources of fund-

ing for business owners?
3. How might you find venture capital for 

your business?

THINK CRITICALLY
4. For what types of expenses do you think a 

business should use a business credit card? 
For what expenses should a business not use 
a credit card? Explain.

USE COMMUNICATION SKILLS
5. Loan Questions Your friend Ashley is 

having trouble getting a loan to finance the 
start-up costs of her collectibles shop. Her 
local bank turned her down because her 
business idea seemed too risky.

Write About It Write a paragraph 
telling Ashley about alternative means 

of getting approval for a commercial loan. 
Also explain how the federal government 
might be able to help her.

SOLVE MONEY PROBLEMS
6. Financing Options Kimo owns a print 

shop. He offers a variety of services, includ-
ing printing brochures and letterheads. He 
wants to expand his business by offering 
multimedia services. To do this, he needs 
$50,000 to $60,000. Kimo has decided to 
investigate a bank loan guaranteed by the 
SBA, private investors, and venture capital 
firms as sources of money for his expansion.

Write About It In a small group, 
analyze Kimo’s prospects of receiv-

ing funding from a bank, a private investor, 
and a venture capital firm. Write a one-page 
report to help Kimo decide which funding 
source to explore further.
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• An entrepreneur is a person who takes 
the risk of starting a new business.

• Start-up costs include money for 
the purchase of assets needed to 
run a business, including inventory, 
equipment, furnishing, supplies, and 
utilities; costs such as legal, professional, 
and banking fees; licenses; permits; 
insurance; marketing costs; and 
remodeling and maintenance costs. 
Operating capital is the money needed to 
operate a business for the first few years. 
Reserve capital is money set aside for 
unexpected costs or opportunities.

• Sources of personal financing include 
personal assets, consumer loans, and 
home equity loans. Sources of private 
financing include family and friends.

• Some of the options available through 
bank funding are short- and long-term 
commercial loans, lines of credit, and 
secured and unsecured loans.

• The factors banks consider to approve 
commercial loans include the five C’s: 
character, capacity, capital, collateral, 
and credit history.

• The Small Business Administration 
(SBA) is a major source of funding for 
new small businesses. This agency can 
also help with management training 
and organizational guidance.

• Other sources of funding for a business 
include business credit cards, private 
investors (angels), commercial finance 
companies, venture capital companies, 
and state and local agencies.

CHAPTER SUMMARY

Chapter 19 Review & Activities

Communicating Key Terms
You are an entrepreneur talking with a bank loan officer about a Small Business Administration 

loan. Use as many of the terms below as you can to explain why the bank should give you a loan.

• entrepreneur
• operating costs
• reserve fund
• private financing
• commercial debt 

   financing
• commercial loan

• line of credit
• secured loan
• unsecured loan
• Small Business 

   Administration (SBA)
• LowDoc Program
• business credit card

• private investor
• commercial finance 

   company
• venture capital firm
• Small Business 

Investment Companies 
   (SBICs)

Reviewing Key Concepts 
1. Explain why entrepreneurs are considered part of the backbone of the American economy.
2. Identify some differences between start-up costs, operating costs, and reserve funds.
3. Explain the pros and cons of taking out a home equity loan to start a business.
4. List one advantage and one disadvantage of secured loans, unsecured loans, and lines of credit.
5. Describe the five C’s of credit and how they apply to a business loan.
6. List one reason that loans guaranteed by the Small Business Administration are a win-win 

situation for the entrepreneur and the lending institution.
7. Explain the role of a venture capital firm.
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Chapter 19 Review & Activities

Start-Up Costs The following is a list of some of the start-up costs for a 
new, home-based word-processing business.

Computer  $1,200
Printer $700
Office supplies $100
Office furniture $500

1. Calculate the start-up costs for this business. What percentage of the 
total start-up costs listed here is the computer?

2. Compute  by using spreadsheet software to make these calculations.

Connect with Economics Imagine that you are starting your own 
business after working in graphic design for an advertising agency for a 
number of years. You must take out a home equity loan to cover the $20,000 
of your start-up and initial operating costs.

1. Research Use an Internet search engine to fi nd interest rates for home 
equity loans in your area.

2. Think Critically Under what circumstances is a home equity loan the 
best choice for funding a new business?

Economics Assume you are a trained bookkeeper and you want to start 
a home-based business handling bookkeeping and tax preparation for small 
companies.

Write About It List the start-up and operating costs you think you will 
need to cover your new business.

Small Business Administration The Small Business 
Administration (SBA) is a government agency that offers assistance to small 
start-up businesses.

Log On Use an Internet search engine to fi nd businesses in your 
area that are associated with the SBA. Answer the following questions:

1. Why do businesses become associated with the SBA?

2. What is the advantage of securing a loan from a fi nancial source that is 
associated with the SBA?

Newsclip: Finding Capital To be your own boss, you need to fi nd 
capital for starting up your business. There are more options available to 
entrepreneurs today than in the past.

Log On Go to fi nance07.glencoe.com and open Chapter 19. 
Learn about different options to help you fi nd the funding needed 

to start a new business. Write a paragraph about which option you would 
choose and why.

O N L I N E

http://finance07.glencoe.com
http://finance07.glencoe.com
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ARE YOU A GO-GETTER?
Finding the money to start a business and keep it going can seem 
like a huge obstacle. Just for fun, take the following quiz to see if 
 you are a go-getter who can find funding. Write your answers on a 
separate sheet of paper.

1. I am willing to defer getting paid in or der to see my vision succeed.

 _______  Yes  _______  No

2. I am willing to ask everyone I know if they want to invest in my enterprise.

 _______  Yes  _______  No

3. I am investigating every possibility I can think of for financing.

 _______  Yes  _______  No

4. I have spoken to at least one person who is a successful entrepreneur.

 _______  Yes  _______  No

5. I have the perseverance to reach my goals.

 _______  Yes  _______  No

6. My ideas are so clear that I can convince others to help me make them a reality.

 _______  Yes  _______  No

7. I am flexible and can readily adapt to change.

 _______  Yes  _______  No

Scoring: 

The more “yes” answers you have, the more likely it will be that you will find funding.

Chapter 19 Review & Activities
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Your Financial Portfolio

Tanya’s Toys

Tanya’s mother brings home rejects and remnants of towel fabric from the mill where 
she works. Tanya’s grandmother taught Tanya how to sew the cloth into animal shapes 
and stuff them. Tanya and her family give these little stuffed animals as presents. 
She has also sold 25 of them at $8 each to raise money for the high school football 
team. Tanya and her friend, Lisa, have decided to start a business making and selling 
“Tanya’s Toys.” Tanya has listed the expenses of making 100 stuffed animals and the 
sources of funding.

Item Cost Source of Funding

Toweling $25  She spoke directly to the manager at the mill, 

who offered a special deal of $25 payable after

the animals were sold.

Sewing machines $430  Tanya was already using the sewing machine she 

had at home and located another used industrial

machine. She and Lisa decided they would buy

the second machine after they sold 500 toys.

Other sewing equipment: $45 Tanya’s grandmother offered to loan them the

Sewing shears, tape   money to buy good sewing shears.

measure, patterns

Supplies: Thread, eyes,  $25 Tanya and Lisa decided to fund the purchase of

buttons, ribbon, and felt  supplies from their savings.

to decorate the animals 

Wages 0  Tanya and Lisa will not pay themselves wages until

they have all the equipment and supplies.

Chapter 19 Review & Activities

Research

What kind of business could you launch that would require minimal start-up costs? 
On a separate sheet of paper, use the guidelines shown above to describe and name 
your business and list what equipment and supplies you would need. Also indicate how 
you would fund your enterprise. How much would your equipment and supplies cost? 
How could you persuade family or friends to participate in your business?
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