
BUSINESS FINANCING
FINANCE ARTICLE 20



BUSINESS FINANCING IS CRUCIAL FOR THE GROWTH AND SUSTAINABILITY OF ANY
BUSINESS. IT REFERS TO THE VARIOUS MEANS BY WHICH A BUSINESS ACQUIRES
THE CAPITAL NEEDED TO START, RUN, AND EXPAND ITS OPERATIONS.
UNDERSTANDING BUSINESS FINANCING HELPS ENTREPRENEURS AND BUSINESS
OWNERS MAKE INFORMED DECISIONS ABOUT THE BEST WAYS TO FUND THEIR
BUSINESS VENTURES.

INTRODUCTION

EQUITY VS DEBT FINANCING
EQUITY FINANCING1.

EQUITY FINANCING INVOLVES SELLING A PORTION OF THE BUSINESS TO
INVESTORS IN EXCHANGE FOR CAPITAL. THIS MEANS GIVING UP SOME
CONTROL AND A SHARE OF FUTURE PROFITS.
PROS: NO REPAYMENT OBLIGATION, NO INTEREST PAYMENTS, INVESTORS
CAN BRING VALUABLE EXPERTISE AND CONNECTIONS.
CONS: DILUTION OF OWNERSHIP, POTENTIAL LOSS OF CONTROL, SHARING
OF PROFITS.
EXAMPLE: A STARTUP OFFERS 20% OF ITS EQUITY TO AN INVESTOR FOR
$200,000. THE INVESTOR NOW OWNS A PORTION OF THE BUSINESS AND
SHARES IN ITS PROFITS AND DECISION-MAKING.

DEBT FINANCING2.
DEBT FINANCING INVOLVES BORROWING MONEY THAT MUST BE REPAID
WITH INTEREST. IT DOES NOT DILUTE OWNERSHIP BUT REQUIRES REGULAR
REPAYMENTS.
PROS: FULL CONTROL RETAINED, TAX-DEDUCTIBLE INTEREST PAYMENTS,
FIXED REPAYMENT SCHEDULE.
CONS: REPAYMENT OBLIGATION, INTEREST COSTS, POTENTIAL FINANCIAL
STRAIN IF CASH FLOW IS INSUFFICIENT.
EXAMPLE: A COMPANY TAKES OUT A $100,000 LOAN WITH A 5% INTEREST
RATE TO EXPAND ITS OPERATIONS. THE COMPANY MUST MAKE REGULAR
PAYMENTS TO REPAY THE LOAN WITH INTEREST.



SOURCES OF BUSINESS FINANCE
PERSONAL SAVINGS1.

MANY ENTREPRENEURS START THEIR BUSINESSES USING THEIR PERSONAL
SAVINGS. THIS METHOD IS STRAIGHTFORWARD BUT CARRIES THE RISK OF
PERSONAL FINANCIAL LOSS.
EXAMPLE: JANE USED HER SAVINGS TO OPEN A SMALL BAKERY. SHE DIDN’T HAVE
TO WORRY ABOUT PAYING BACK ANY LOANS, BUT IF THE BUSINESS FAILED, SHE
WOULD LOSE HER PERSONAL SAVINGS.

FAMILY AND FRIENDS2.
BORROWING MONEY FROM FAMILY AND FRIENDS IS A COMMON WAY TO FINANCE A
NEW BUSINESS. IT’S IMPORTANT TO TREAT THIS AS A FORMAL BUSINESS
TRANSACTION WITH CLEAR TERMS AND CONDITIONS.
EXAMPLE: JOHN BORROWED $5,000 FROM HIS UNCLE TO START HIS LANDSCAPING
BUSINESS. THEY AGREED ON A REPAYMENT PLAN TO AVOID ANY
MISUNDERSTANDINGS.

BANK LOANS3.
BANKS OFFER VARIOUS TYPES OF LOANS FOR BUSINESSES. THESE CAN BE SHORT-
TERM OR LONG-TERM LOANS WITH FIXED OR VARIABLE INTEREST RATES.
EXAMPLE: MARIA SECURED A BANK LOAN TO BUY NEW EQUIPMENT FOR HER
PRINTING BUSINESS. SHE HAD TO PROVIDE A BUSINESS PLAN AND COLLATERAL TO
GET THE LOAN.

CREDIT CARDS4.
BUSINESS CREDIT CARDS CAN PROVIDE QUICK ACCESS TO FUNDS. HOWEVER, THEY
OFTEN COME WITH HIGH-INTEREST RATES, SO THEY SHOULD BE USED CAREFULLY.
EXAMPLE: TIM USED HIS BUSINESS CREDIT CARD TO PURCHASE INVENTORY. HE
MADE SURE TO PAY OFF THE BALANCE QUICKLY TO AVOID HIGH-INTEREST
CHARGES.

ANGEL INVESTORS5.
ANGEL INVESTORS ARE INDIVIDUALS WHO PROVIDE CAPITAL TO STARTUPS IN
EXCHANGE FOR EQUITY OR CONVERTIBLE DEBT. THEY OFTEN BRING VALUABLE
EXPERIENCE AND CONNECTIONS.
EXAMPLE: EMMA RECEIVED $50,000 FROM AN ANGEL INVESTOR WHO TOOK A 10%
EQUITY STAKE IN HER TECH STARTUP.

VENTURE CAPITAL6.
VENTURE CAPITAL FIRMS INVEST IN HIGH-POTENTIAL STARTUPS IN EXCHANGE FOR
EQUITY. THEY TYPICALLY LOOK FOR BUSINESSES WITH HIGH GROWTH POTENTIAL.
EXAMPLE: A VENTURE CAPITAL FIRM INVESTED $1 MILLION IN A BIOTECH STARTUP
IN EXCHANGE FOR A 20% EQUITY STAKE.

GRANTS AND SUBSIDIES7.
GOVERNMENTS AND ORGANIZATIONS OFFER GRANTS AND SUBSIDIES TO SUPPORT
BUSINESSES, ESPECIALLY IN SPECIFIC SECTORS OR FOR SPECIFIC PURPOSES.
EXAMPLE: TOM’S RENEWABLE ENERGY STARTUP RECEIVED A GOVERNMENT GRANT
TO DEVELOP SOLAR TECHNOLOGY.

CROWDFUNDING8.
CROWDFUNDING PLATFORMS ALLOW BUSINESSES TO RAISE SMALL AMOUNTS OF
MONEY FROM A LARGE NUMBER OF PEOPLE, OFTEN IN EXCHANGE FOR REWARDS
OR EQUITY.
EXAMPLE: A FASHION STARTUP RAISED $20,000 ON A CROWDFUNDING PLATFORM
BY OFFERING EARLY ACCESS TO THEIR NEW CLOTHING LINE.

TRADE CREDIT9.
TRADE CREDIT IS WHEN SUPPLIERS ALLOW BUSINESSES TO PAY FOR GOODS OR
SERVICES AT A LATER DATE. THIS HELPS MANAGE CASH FLOW.
EXAMPLE: A RETAIL STORE ORDERS GOODS FROM A SUPPLIER WITH AN
AGREEMENT TO PAY IN 30 DAYS, ALLOWING THE STORE TO SELL THE GOODS
BEFORE PAYING FOR THEM.



CHOOSING THE RIGHT FINANCING
OPTION

CONCLUSION

ASSESSING NEEDS AND GOALS
DETERMINE HOW MUCH CAPITAL IS NEEDED AND FOR WHAT PURPOSE. CONSIDER
THE BUSINESS’S GROWTH STAGE, INDUSTRY, AND FINANCIAL HEALTH.
EXAMPLE: A TECH STARTUP NEEDING RAPID GROWTH MIGHT OPT FOR VENTURE
CAPITAL, WHILE A SMALL LOCAL BUSINESS MIGHT PREFER A BANK LOAN.

EVALUATING COSTS AND RISKS
COMPARE THE COSTS (INTEREST RATES, FEES, EQUITY DILUTION) AND RISKS
(REPAYMENT OBLIGATION, LOSS OF CONTROL) ASSOCIATED WITH EACH FINANCING
OPTION.
EXAMPLE: A BUSINESS MIGHT CHOOSE DEBT FINANCING IF IT WANTS TO MAINTAIN
CONTROL AND CAN HANDLE THE REPAYMENT SCHEDULE.

CONSIDERING FLEXIBILITY AND CONTROL
DETERMINE HOW MUCH CONTROL YOU ARE WILLING TO GIVE UP AND HOW FLEXIBLE
THE FINANCING TERMS ARE.
EXAMPLE: AN ENTREPRENEUR MIGHT CHOOSE EQUITY FINANCING IF THEY VALUE THE
INVESTOR’S EXPERTISE AND DON’T MIND SHARING CONTROL.

RESEARCHING AND SEEKING ADVICE
RESEARCH DIFFERENT FINANCING OPTIONS AND SEEK ADVICE FROM FINANCIAL
ADVISORS, MENTORS, OR OTHER BUSINESS OWNERS.
EXAMPLE: A BUSINESS OWNER CONSULTS WITH A FINANCIAL ADVISOR TO
UNDERSTAND THE BEST FINANCING OPTIONS AVAILABLE FOR THEIR SPECIFIC
SITUATION.

UNDERSTANDING BUSINESS FINANCING IS ESSENTIAL FOR ANY ENTREPRENEUR
OR BUSINESS OWNER. BY KNOWING THE DIFFERENT SOURCES OF FINANCE AND
THE PROS AND CONS OF EQUITY AND DEBT FINANCING, YOU CAN MAKE INFORMED
DECISIONS THAT SUPPORT YOUR BUSINESS’S GROWTH AND SUSTAINABILITY.
WHETHER YOU CHOOSE PERSONAL SAVINGS, BANK LOANS, ANGEL INVESTORS, OR
VENTURE CAPITAL, THE RIGHT FINANCING STRATEGY CAN HELP YOUR BUSINESS
SUCCEED.



F R O M :  T A R U S H

Thank you for all you've done by reading this article on
Business Financing. Try to apply it wherever you can.

ENJOY!

Thank
You!


