Ways to fund your business

1. Loans – most have interest rates, some are halal or occasionally have no interest charged.

2. Venture capital

3. Grants

4. Overdraft facility

5. Own funds

The first rule is to always focus on why the funder/lender is funding and what they are looking to get out of the arrangement.

For most sources of funding you will need to show in some form that you have:

· A written comprehensive business plan – including market research, financial projections, SWOT.

· A list of items /services you wish to purchase (with costs and supplier details) and how they will improve your business / get it started.

· Quotes for each item (if for a grant), sometimes up to 3 per item.

· Often you will need to present your business idea / development in front of a panel – practice pitching in front of friends.

1) Loans

Available from large range of sources including banks, government agencies and charitable organisations.

Will require longer term planning (2-3 years) and financial projections to include the period during which the loan is granted.

Check the cost at which you are returning the loan and compare against other providers of funding.  Costs can be quite high, dependant on the source of funding and you will normally have to pay back the money despite how well / poorly your business does.  Loans usually require a number of guarantors or can be secured against assets.

Your personal and any business credit history will be checked to ensure the money will be returned and reduce any risk on the part of the lender.

Loans are not suitable for all businesses e.g. not-for-profit organisations who do not have regular earned income. 

2) Venture capital

Venture capitalists is a type of private equity capital typically provided to new, high-potential, growth companies in the interest of generating a return through an eventual realization event such as an trade sale of the company. Venture capital investments are generally made as cash in exchange for shares in the invested company.

Venture capital is most attractive for new companies with limited operating history that are too small to raise capital in the public markets and are too immature to secure a bank loan or complete a debt offering. In exchange for the high risk that venture capitalists assume by investing in smaller and less mature companies, venture capitalists usually get significant control over company decisions, in addition to a significant portion of the company's ownership (and consequently value) e.g. Dragon’s Den
3) Grants 

Grants are normally given through national, regional or local government and publicly funded agencies. They are therefore usually allocating tax payers money or lottery funds.

Grants can be applied for particularly when a business delivers a clear public benefit – normally for social enterprises and not-for-profit arts organisations.  A project idea must be well thought through including timelines, project partners, project finances etc.  Grants normally fund these sort of activities between a few months and several years, depending on the funding source.  Check www.governmentfunding.org.uk  for a list of recent or upcoming grants.

Check the aims of the grant funder and their conditions of funding before you agree to them (eg public benefit, business development). Although these are directed by the funder there may be opportunities to negotiate specific rules during contract negotiation.

Grants are not sustainable. It’s very time consuming to apply for them and you may not be successful.  Always worth considering other business opportunities and sources of income to ensure you are not solely beholden to funders.

Grants are not to be confused with contracts for delivery of projects/work packages. Many local authorities are contracting out work to deliver on their aims. You often need to be a more established business to gain longer-term public funded contracts. An example might be to deliver workshops for young people at risk of offending.  You will need clear policies and procedures in place including environmental sustainability, equal opportunities, staff disciplinary procedures.  You may need to take on temporary staff / freelancers to assist in the delivery of the contracts – consider in advance how you will select the best person/organisation for the job.  Also useful to consider partnership working to assist in the delivery of the project and to give your bid a better chance of success.  However, they are also usually highly competitive and 
4) Overdraft facility

Some businesses may be able to negotiate a short-term overdraft facility to cover short-term cashflow problems.  There may be charges incurred for this facility and it will depend from bank to bank.  However, it’s likely you will need to cultivate a good relationship with your bank and a good track record.  You may need a business plan to prove you will be able to pay back any overdraft.

5) Own / Family Funds
Some start-ups / SMEs won’t want to use the finance options above, and prefer instead to dip into their own or friends or family’s savings to start or grow their business.  This can be recorded as a loan to the business to ensure it is paid back as and when the company makes any profits.

It is reasonable to set in place an agreement of terms of this investment.  You may also want to consider this wisely – what are the risks and what could go wrong?  The business plan will be critical here to prove that you will be able to pay someone’s pension back.  And what expectations will they have of you as a result of this investment?  How would you feel if something went wrong and you lost all the money invested?

Particularly for start-ups investors will expect some level of investment from you.  This could be time or money but money certainly proves you have faith in your product or service.   The amount of money can be relevant to how much you have.  It may also lead you to consider trialling your business before leaping in.

