ASK SCORE

Your First Business Loan
By John C. Kelly, PhD, SCORE Counselor

The most common question we are asked as SCORE counselors is, “how can I get a business loan?”  The simple answer requires that the loan applicant be able to answer the following questions: 

· What are you going to do with money?

· Where will you get the down payment?

· What will you use for collateral?

· How will you pay it back?

First, you must have a valid reason for the loan. Valid reasons include equipment purchases, real-estate acquisition, balancing cash flow due to seasonality, meeting payroll when accounts receivable are uneven, and business expansion. Banks do not loan money just in case you might need. There must be a clear business need. This need must be described and documented in a well-written business plan. 
You will be expected to invest some of your own money in your business venture, usually at least 20% of total investment. Combined with this investment, you must have collateral equal in value to the balance of the loan. You cannot expect to borrow money to pay your first year’s salary. It doesn’t happen that way. In addition, you will most certainly be personally responsible for the loan. Very likely, the bank will want to place a lien on your personal residence. If you are just starting out, you might find it easier to just get a home equity loan. Either way, you will be borrowing against the equity in your house, and you will always be held personally responsible for the loan balance.
Finally, you must clearly demonstrate in your business plan how you will generate the cash flow needed to pay the loan back. A well-written, believable business plan is key – no plan, no loan. You will need to show cash flow projections capable of repaying the loan. 
At a recent SCORE meeting, Claudia Krokos, Vice President of Small Business Banking at Provident Bank, emphasized that collateral and cash flow were the hallmarks of all business loans. Provident Bank requires seven items in all commercial loan packages:
· Business Plan

· Monthly income projections for first year

· Annual income projections for second and third years

· Opening balance sheet

· Loan application

· Personal financial statement

· Three years of personal tax returns

These requirements are typical of all commercial lenders like Provident Bank and Commerce First, each of whom provide business loans in the local area. Notice that the business loan process begins with a business plan. The income statements and balance sheet will normally be part of the business plan. An excellent business plan outline can be found at www.score.org. It is also worth noting that the local SCORE chapter offers a workshop on business plans. See our local site at www.score390.org. 
As a final note, I want to say a word about Small Business Administration (SBA) loans. The SBA does not make loans; it only guarantees loans, thus reducing the risk to commercial lenders, like Provident Bank and Commerce First, who actually make the loans. If you are an Anne Arundel County business, you can also find SBA guaranteed money at the Anne Arundel Economic Development Corporation (AAEDC), http://www.aaedc.org. When considering an SBA loan, don’t think that the loan approval process is easier or less strict. You will still be expected to gather all the above data, and then some, for an SBA guaranteed loan. 
There is no getting around it; if you want a business loan, you must have a business plan and all the supporting documentation - no plan, no loan. 

SCORE, “Counselors to America’s Small Business,” is an organization of volunteers who help small businesses, at no charge, achieve success. To request a confidential meeting with a SCORE counselor or for information about SCORE, call the Chamber at 410-266-3960 or visit WWW.SCORE390.ORG. John can be reached at john@focusware.com. 

