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How to Finance a Start-Up 
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What are the steps and tools needed to finance your new business?What are the steps and tools needed to finance your new business?

How to Finance a Start-up Business by Illinois workNet is licensed under a Creative Commons Attribution-Non-Commercial 4.0 International License.
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Ms. Parker has over 20 years experience managing successful start-up businesses, where she played a key role 
designing and marketing software products that are in use nationwide today.  

In addition to her role with the Illinois SBDC, she also is co-owner of HubTack, Inc. a web-based business serving land 
surveyors and engineers.  Ms. Parker actively supports the local business community through her involvement on 
numerous boards and committees. 
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What we will discuss:What we will discuss:

• Identify financing options for a business:

• Debt

• Equity (Investors, Self)

• Grants/Awards

• Define business costs:

• Start-up

• Fixed

• Variable

• Understand financial statements:

• Balance Sheet

• Income Statement (or Profit & Loss Statement)

• Cash Flow Statement
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Equity FinancingEquity Financing

Funder options
• Owners
• Friends & Family (equity position vs. gift or loan)
• Angel Investors
• Venture Capitalists

Equity Funding notes
• Owner funds should be tracked and accounted for as a business 

investment to assure owner receives full credit for equity 
investment.

• When taking equity funding from Friends and Family, an attorney 
should be consulted so the investment is structured properly.

• Equity funding involves giving up a percentage ownership of your 
business.

• Outside investors rarely fund start-up  or “life-style” businesses.
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Definition: 
Funds provided 
in exchange for 
full or partial 
ownership of the 
business.

Debt FinancingDebt Financing

Definition: Funds 
provided by a bank or 
other entity, to be paid 
back by the borrower 
over some period of 
time, plus interest 
(usually). The funder 
has the right to 
enforce repayment, 
and typically takes 
some form of collateral 
at surety.

Definition: Funds 
provided by a bank or 
other entity, to be paid 
back by the borrower 
over some period of 
time, plus interest 
(usually). The funder 
has the right to 
enforce repayment, 
and typically takes 
some form of collateral 
at surety.

Loan types
• SBA Loans

• 7(a)
• 504

• Term loan
• Line of Credit

• Credit Cards
• Alternative/Micro-Loans

• Accion Chicago
• Duman Center
• Justine Petersen
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Debt Financing – Qualifying CriteriaDebt Financing – Qualifying Criteria

5 C’s of Credit
 Credit – Your credit score and related credit history is the first thing evaluated by a lender.  It signifies 

level of risk and can disqualify you regardless of the strength of the other C’s.
 Collateral – Assets pledged that can/will be liquidated if you fail to honor the repayment conditions 

of the loan.  A start-up must usually pledge personal assets, since the business does not yet have 
assets.

 Cash Flow (aka Capacity) – Existing sources of income that will be used to make the loan payments 
as well as cover your personal living expenses.  Lenders assume that a start-up business will not 
generate positive cash flow in the short term.

 Conditions – Economic, industry or other external conditions that impact a lender’s willingness to 
make a loan. 

 Character – Borrower’s expertise or experience/ability to successfully execute the business plan.  For 
example, someone with restaurant operations experience has a better chance of procuring a loan 
for a restaurant than someone who has a great recipe and likes to cook.
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Debt Financing – Required DocumentsDebt Financing – Required Documents

Before you walk into a 
bank to request 
financing, BE PREPARED.  
Your thorough 
preparation in advance 
of a loan request may 
not result in a loan, but it 
will make the loan 
officer more receptive 
to your inquiry.

Before you walk into a 
bank to request 
financing, BE PREPARED.  
Your thorough 
preparation in advance 
of a loan request may 
not result in a loan, but it 
will make the loan 
officer more receptive 
to your inquiry.
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Documents required:
• Business plan
• 3 year detailed (monthly) financial forecast 
• 3 years personal tax returns
• 3 years financial statements (if existing business)
• Articles of incorporation
• Legal documents for any contracts, franchise 

agreement, lease agreement, etc.
• Personal financial statement
• Personal credit report (bank may pull this)
https://www.sba.gov/content/business-loan-checklist
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GrantsGrants

• Grant funds are almost never available to fund the general expenses of a start-
up business:
• https://www.sba.gov/blogs/government-grants-small-business-think-you-qualify

• Federal research grant programs:
• SBIR, STTR

• Local government grants
• ETIP (State) training grants.
• SBIF (Small Business Improvement Fund) – uses TIF revenues to help owners of commercial or 

industrial properties repair or remodel their facilities.
• City grants:  façade and other special subsidy programs.
• Grant “contests”.
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Other Financing ConsiderationsOther Financing Considerations

• Crowdfunding
• Examples: Kickstarter, IndieGoGo

• The Crowdfunding company provides the platform for you to hold your funding campaign, and handles the 
collection and transfer of monies.

• YOU are responsible for developing a social network and promotional materials to entice your followers to back you 
financially.

• The SEC does not currently permit Crowdfunder to take an equity position in your company.  

• Predatory lenders
• The current tight credit market has resulted in a growing number of predatory lenders and merchant cash advance 

providers who offer quick access to cash, but charge exorbitant interest rates.

• Beware of funding that seems “too good to be true”.

• Do your homework before signing for  a loan. 

• http://us.accion.org/business-resources/articles-videos/what-predatory-lending
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Business Cost TerminologyBusiness Cost Terminology

Start-up costs (Project cost)
• All the one-time expenditures needed to open the business.

Working capital
• Cash on hand available to pay ongoing business expenses.

Cost of Goods Sold (COGS) (a.k.a. Direct or Variable costs)
• Expenses that are directly related to generating a sale of product or services.
• Examples: Food costs for a restaurant; contract or hourly labor; inventory for a retail store.

Fixed costs (a.k.a. Indirect or G&A costs)
• Expenses that occur regardless of sales made.
• Examples: rent, marketing, utilities, Administrative payroll.

Gross Profit – the money made from a sale after Cost of Goods Sold.
Net Profit (Loss) – the amount of money made (or lost) after all business expenses are paid.
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$$$$$$$$$$
Numbers are 
behind all smart 
strategic and 
tactical business 
decisions!

Three Basic TruthsThree Basic Truths

1. You don’t need a degree in finance to understand 
financial statements.

2. Your business will be stronger if you make management 
decisions based on your financial data.

3. Garbage in, Garbage out – if you aren’t keeping an 
accurate, complete accounting of your business 
transactions, then you will have a difficult time 
managing and growing your business.
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financial statements.
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Financial StatementsFinancial Statements

• Balance Sheet
• Transactions related to assets and liabilities.
• Net value of the business.
• At that moment in time.

• Profit & Loss or Income Statement
• Transactions related to revenue and expenses.
• Profitability of the business.
• Over a period of time.

• Cash Flow Statement
• Money in and out of the business.

• Balance Sheet
• Transactions related to assets and liabilities.
• Net value of the business.
• At that moment in time.
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• Cash Flow Statement
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Assets (Own)
• Current assets
• Non-current assets
• Fixed assets 

• (less depreciation)

Liabilities (Owe)
• Current liabilities
• Long term liabilities
• Fixed assets 

• (less depreciation)

Net Worth
• Owner Investment
• Retained Earnings

BALANCE SHEET
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Revenue (Sales)
• Less returns/allowances

Cost of Goods Sold
• Expenses related 

directly to 
generating sales

• Variable

Gross Profit (Margin)
Fixed (Operating) 
Expenses
• a.k.a. overhead
• Fixed (or increase in 

step fashion)

Net Profit
• Added to Retained 

Earnings on the 
Balance Sheet

Percentages are 
used to benchmark 
and compare 
performance to 
prior periods.

INCOME STATEMENT (P&L)
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Planning for: 
• Seasonality
• Periodic or one-

time expenses
• Debt servicing

A business can 
be profitable 
and still fail if 
they don’t 
manage cash 
flow!

CASH FLOW 
STATEMENT
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Next StepsNext Steps

• Meet with a Small Business Development Center (SBDC), SCORE volunteer, Business 
Services Team (BST) or other mentor regularly to help you evaluate your business idea, 
prepare a business plan, explore regulatory requirements, and understand financing 
options.

• Services are free

• Advisors have business expertise

• Talk to other business owners to learn what they would have done differently.

• Take classes and learn fundamental business skills that can be put to use in the 
business.
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https://www.illinois.gov/dceo/SmallBizAssistance/BeginHere/Pages/SBDC.aspx
https://www.score.org/chapters-map
https://www2.illinoisworknet.com/Connect/Pages/LocationSearch.aspx - Search for 
Partners Serving Employers

And more…And more…

• Develop a complete business plan, including a detailed financial forecast, to 
make sure that your concept will be profitable, and to identify all costs involved. 

• Don’t rush, and don’t skip steps!  If the pieces of your plan don’t seem to be 
coming together, keep working the plan, or put it aside for a while until the time is 
right.  Starting a business is a big decision and a major commitment.  

• Don’t sign contracts or make other commitments until you are completely ready, 
and financing has been finalized.

• Even if you don’t move forward with your idea, don’t be discouraged.  What you 
have learned will be valuable in the future.
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QuestionsQuestions
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Sponsored by the Illinois Department of Commerce and Economic Opportunity (DCEO)

Harriet Parker, Manager
Small Business Development Center
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Thanks to Harriet Parker for sharing her expertise!Thanks to Harriet Parker for sharing her expertise!


