Jordan Talbot

Starting the Business

When starting a business, it is important to understand how and what it takes to be successful.  I can’t start up a business unless I understand how to finance that business. Without the ability to finance, there is no company.  

Each business is different and has its own specific cash needs at different stages of development; therefore there is no generic method for estimating your startup costs. Some businesses can be started on a shoestring budget, while others may require considerable investment in inventory or equipment. It is vital to know whether I will have enough money to launch your business venture.

To determine your startup costs, I must identify all the expenses my business will incur during its startup phase. Some of these expenses will be one-time costs, such as the fee for incorporating your business and the price of a sign for your building. Some expenses will be ongoing, such as the cost of utilities, inventory, insurance, etc.

While identifying these costs, I will decide whether they are essential or optional. “A realistic startup budget should only include those elements that are necessary to start the business. These essential expenses can then be divided into two separate categories: fixed (overhead) expenses and variable (related to business sales) expenses. Fixed expenses will include figures like the monthly rent, utilities, and administrative and insurance costs. Variable expenses will include inventory, shipping and packaging costs, sales commissions, and other costs associated with the direct sale of a product or service.”(newbusiness.com)
The most effective way to calculate my startup costs is to use a worksheet that lists the various categories of costs that I will need to estimate prior to starting your business. 
Borrowing money is one of the most common sources of funding for a small business, but obtaining a loan isn't always easy.  Before I approach my banker for a loan, it is a good idea to understand as much as I can about the factors the bank will evaluate when they consider making me a loan. This discussion outlines some of the key factors a bank uses to analyze a potential borrower. Also included is a self-assessment checklist at the end of this section for me to complete. 



The ability to repay must be justified in my loan package. Banks want to see two sources of repayment -- cashflow from the business, plus a secondary source such as collateral. In order to analyze the cash flow of the business, the lender will review the business's past financial statements. Generally, banks feel most comfortable dealing with a business that has been in existence for a number of years because they have a financial track record. If the business has consistently made a profit and that profit can cover the payment of additional debt, then it is likely that the loan will be approved. If however, the business has been operating marginally and now has a new opportunity to grow or if that business is a start-up, then it is necessary to prepare a thorough loan package with detailed explanation addressing how the business will be able to repay the loan.

One of the first things a bank will determine when a person/business requests a loan is whether their personal and business credit is good. Therefore, before you go to the bank, or even start the process of preparing a loan request, you want to make sure your credit is good.

First I am going to get my personal credit report. I can obtain a report by calling TransUnion, Equifax, TRW or another credit bureau. It is important that I initiate this step well in advance of seeking a loan. Personal credit reports may contain errors or be out of date. In many cases, people find that they paid off a bill but that it has not been recorded on their credit report. It can take 3 to 4 weeks for this error to be corrected -- and it is up to you to see that this happens. You want to make sure that when the bank pulls your credit report that all the errors have been corrected and your history is up to date.

The following should help me in interpreting and checking your personal credit report. 

First I need to check my name, social security number, and address at the top of the page. Make sure these are correct. There are people who have found that they have credit information from another person because of mistakes in their identification information.

On the rest of my credit report I will see a list of all the credit I have obtained in the past - credit cards, mortgages, student loans, etc. Each credit will be listed individually with information on how I paid that credit. Any credit where I have had a problem in paying will be listed towards the top of the list. These are the credits that may affect my ability to obtain a loan.

If I have been late by a month on an occasional payment, this probably will not adversely affect my credit. However, if I am continuously late in paying my credit, have a credit that was never paid and charged off, have a judgment against me, or have declared bankruptcy in the last 7 years, it is likely that I will have difficulty in obtaining a loan.

In some cases, a person has had a period of bad credit based on a divorce, medical crisis, or some other significant event. If I can show that my credit was good before and after this event and that I have tried to pay back those debts incurred in the period of bad credit, I should be able to obtain a loan. It is best if I write an explanation of my credit problems and how I have rectified them and attach this to my credit report in my loan package.

Each credit bureau has a slightly different way of presenting someones credit information. You can get specific information on "how to read the report" form the appropriate company, but here's a few tips to get you started:

In the last few years TRW has prepared credit reports with words and not numbers. Good credits should read "Never Late", "Paid as Agreed".

“On the right side of the page on the credit report are number and letter combinations. "I" means installment credit. "R" means revolving credit. The key information is in the numbers. A "1" means perfect credit since you have always paid your bills on time. "2" or "3" means you have been 2 to 3 months late in paying your bills. Too many of theses will hurt your chances in obtaining credit. A "9" means delinquency in paying your bills and a charge off. This could make it difficult in obtaining a loan.”(financinglo.com)

If you need assistance in interpreting or evaluating your credit report you can ask your accountant or a friendly banker. If your credit report has a few problems on it, you may find that another bank may evaluate your credit report differently.

Financial institutions want to see a certain amount of equity in a business. Equity can be built up in a business through retained earnings or the injection of cash from either the owner or investors. Most banks want to see that the total liabilities or debt of a business is not more than 4 times the amount of equity. (Or stated differently, when you divide total liabilities by equity, your answer should not be more than 4.) Therefore if I want a loan I must ensure that there is enough equity in the company to leverage that loan.


The balance sheet indicates the amount of equity or net worth of a business. The net worth of the business is often a combination of retained earnings and owner's equity. In many cases, owner's equity will be shown as a loan from shareholders and therefore a liability. If a business owner wishes to obtain a loan, he or she will be obligated to pay the bank back first and not him or herself. “Consequently, it may be necessary to restructure the liability so that it becomes owner's equity or subordinate the loan. If the current debt to net worth is 4 or over it is unlikely that the business will be able to obtain additional debt/loan.”(bankloans.com)

Financial institutions are looking for a second source of repayment, which often is collateral. Collateral are those personal and business assets that can be sold to pay back the loan. Every loan program, even many micro-loan programs, requires at least some collateral to secure a loan. If a potential borrower has no collateral to secure a loan, she/he will need a co-signer that has collateral to pledge. Otherwise it may be difficult to obtain a loan.

The value of collateral is not based on the market value. It is discounted to take into account the value that would be lost if the assets had to be liquidated.

