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10.2: Types of Resources

By the end of this section, you will be able to:
Distinguish between tangible and intangible resources
Determine the venture’s tangible and intangible resource needs and how to attain them
Describe the various funding resources available to entrepreneurs and discuss the pros and cons of each

You have learned about many opportunities for entrepreneurs to explore and the processes that ensure their success. This discussion
focuses on the various resources that entrepreneurs need to start, maintain, and grow an enterprise, and, in general, how to procure
those assets. Many entrepreneurs make the mistake of moving forward in their business endeavor without taking enough time to
research their industry and determine what resources are required to help their business not only get off to a positive start but also
the resources needed for its continued operation. In an earlier chapter, we covered primary and secondary sources of information
and how to make use of the information gleaned from them for marketing purposes. Much of that research also applies to questions
surrounding resource allocation. But before we delve into allocation, let’s examine the general categories of resources needed in
just about every new venture: tangible, intangible, and financial.

Tangible Resources

As you can imagine, resources needed for the enterprise are varied and can have different attributes. These assets are essential in
the operation of the business enterprise. Assets are property or resources that create a benefit to the person (or company) who owns
them. They can be tangible or intangible. Tangible resources are assets that have a physical form. They can be seen, touched, and
felt. Tangible resources differ between product-based and service-based businesses. A product-based business uses tangible
resources in the production of goods sold to customers, such as raw materials, land, facilities, buildings, machinery, computers,
supplies, and vehicles. The warehouse shown in (Figure 10.2.1) would be considered a tangible resource for a tire (product-based)
company.

Figure : Facilities, machinery, and other equipment are necessary tangible resources for a product-based company. (credit:
“forklift warehouse machine worker” by “pashminu”/Pixabay, CC0)

Tangible resources for a service-based business include buildings such as a doctor’s office, bank, movie theater, amusement park,
retail store, or restaurant, which are enterprises that include both products and services (Figure 10.2.2). Facilities and resources that
the business needs to provide its services and run operations may include computers, office equipment, furniture, and technological
resources. As Figure 10.2.2 shows, the equipment and decor need to be taken into consideration because they become part of the
product offerings, even if the core product is a service.
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Figure : Resources needed for a doctor’s office include (a) furniture, decorations, and amenities for a waiting room and
check-in areas, as well as (b) rooms with medical equipment and supplies in which to see and treat patients. (credit (a):
modification of work by “icethim”/Flickr, CC BY 2.0; credit (b): modification of work by “osseous”/Flickr, CC BY 2.0)

Place of Operation

Your facility needs will depend on the type of product or service you are offering and vary in scope from office space to a food
truck to a manufacturing facility to a storefront for sales. Knowing the limit of your budget (discussed in the next section) should
help you focus on locations that you can afford. Experts recommend that you allocate only a certain percentage of your sales to
your lease or purchase; some businesses use industry averages as guidelines. Factors to assess are location, visibility, foot traffic
(how many potential customers walk by), how well the building has been maintained, the maintenance it will need in the future,
how long you would want to stay in that location, and the insurance, property tax, and renovation costs, or the cost to build a new
building. One approach is to make an assessment of your sales per square foot and compare those to sales of similar companies in
the same industry or market. These data can be found through local commercial realtor offices, city or county government offices,
and local associations.

Machinery/Equipment

Machinery and equipment are critical assets to helping launch a business. For service businesses, such as restaurants, dry cleaners,
print shops, etc., the equipment can be expensive. In recent years, however, a larger reseller market has emerged for many types of
equipment that are still serviceable. It is important for tax purposes to report the current asset value of used equipment and have an
accountant confirm its useful life for your income statement and tax returns.

For companies that manufacture products, you may have to order customized tooling and assembly equipment. Again, if you must
acquire new equipment, you will need to understand what its useful life is and determine whether you must procure or acquire the
equipment from a supplier who charges a “piece price” on top of each component or finished product they supply to you. If you
choose this second approach, your supplier may insist on a long-term manufacturing agreement to manage their risk.

Vehicles

For some businesses, vehicles are necessary equipment to run day-to-day operations. You can use your own, which can be cost-
effective, or you can purchase or lease one. If purchasing a used vehicle, it is best to check the Kelley Blue Book (www.kbb.com),
a reference guide that lists market prices, before purchasing it from a dealership; make sure that there are no defects or negotiate a
lower price if you find them; and make sure to secure documentation on warranties. Other reliable valuation sources are
carfax.com, nada.com, and edumunds.com.

Many small business owners are undecided as to whether buying or leasing a business vehicle nets better benefits. Let’s assume for
the purposes of this discussion that the vehicle is primarily a business vehicle and is not used a majority of the time for personal
use. Relevant considerations include both tax and cost-related issues.

One difference between the purchase and lease of the vehicle relates to the tax deduction for depreciation. When you own a
business vehicle, you can deduct a depreciation value over the life of the vehicle. Generally, you are not eligible to deduct
depreciation on a leased vehicle. However, there is a corresponding difference with regard to the deductibility of monthly
payments. With a leased vehicle, the monthly lease payments are tax-deductible, whereas if the vehicle is purchased with a car
loan, only the interest on the car loan is deductible as a business expense. Ultimately, the decision to lease or buy is one that an
entrepreneur should make in concert with a tax advisor.
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There are also useful online calculators that can help small entrepreneurs explore the pros and cons of leasing versus buying a
vehicle to inform these important business decisions.

Technology

No matter what business you are in, you must invest in technology to support your day-to-day operations. This typically includes
computers and software, as well as Internet service and intranet/network functionality. The following list includes most of the basic
investments you will need to make for your business:

Computers: Laptops, desktops, and tablets are an obvious necessity for day-to-day tasks, communication, and even production
of products or services. Think about the performance and attributes needed to operate the business for insight about what brand
and quality to buy. A good operating system that can process calculations and requests faster can make your business operations
smoother and more efficient.
Internet: Every business must have strong and reliable Internet service to ensure connectivity of computers, routers, and
peripherals. Communication in today’s environment cannot happen without this technology, and there are many providers that
have good packages for businesses to get the bandwidth necessary to operate a business and/or to provide connectivity to
customers.
Router: If you are using multiple computers, laptops, and printers that need to be connected to each other, you will need a
wireless router. A wireless router will help you keep documents and printers accessible from anywhere in your office, even if
it’s a small home office. You can also have a hard-wired router, which blocks outside signal interference.
Printer: Most businesses need a good quality printer for printing documents, marketing materials, and forms. Most printers now
use color ink and come with the ability to scan and copy documents. They also vary in quality, so you will need to consider
your printing needs and the costs of toner/ink to determine the level of quality you need.
Server: If you need to store and retrieve data—such as customer profiles, emails, and sales information—you will likely need a
server. The server is a hardware system with software that performs various functions that cannot be done from one computer.
Cloud computing: Cloud services have emerged as a cost-effective way to process, store, and use data for company operations.
Rather than host your data and systems on your own hardware services, many large companies like Amazon, Verizon, and
Microsoft offer web services hosted on a network of computers. This option provides ongoing data integrity and security, while
lowering the cost of IT services and equipment.
Software: There are many software applications and tools that are essential for business operations. These tools support day-to-
day tasks. Common software needs include accounting and billing software like QuickBooks, customer relationship
management tools such as Salesforce or Marketo, word processing and spreadsheet software like Microsoft Word and Microsoft
Excel, presentation software such as Microsoft PowerPoint, diagram tools like Draw.io, email marketing tools like Constant
Contact or Mail Chimp, file management systems like Dropbox, online phone/meeting apps like Skype and Zoom, social media
management systems such as Hootsuite, project management tools like Bootcamp, and more. Some of these tools are free.
Others carry a cost but may have free trial periods if you need to test them before investing. Most offer easy subscription
payment schedules that can be set up monthly or yearly, and include ongoing software updates.

Supplies

There are many other supplies needed to operate the business, mostly basic items that you might take for granted but that need to be
expensed: paper, toner, files, staplers, writing utensils, cleaners, and so on. You will likely need basic office furniture too. You may
also want to invest in certain amenities that create a working environment and set the stage for your envisioned company culture—
whether that’s a coffeemaker, a dartboard in a break area, or whiteboards for meetings and brainstorming.

Licenses and Permits

What types of licenses might be required to operate your business? You may need a basic business license or permit provided by
the government for the business to be valid, such as registering as an LLC, partnership, or company. These licenses let the
government know what kind of activities the business performs and ensure taxes are collected properly. They also make your
business a legal entity and prove that it exists in case you need funding or permits. Some businesses require a sales tax license for
products and services, whether they are tangible or digital.

Other considerations include professional certifications that pertain to the industry you are working in, such as certifications in
accounting (CPA), financial advising, cosmetic services, or healthcare. Many industries require licenses before you can begin to
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operate; such industries include healthcare, financial services, construction, real estate, insurance, transportation, and engineering.
If you will be receiving customers in your home office or storefront, you may be required to undergo a home inspection, especially
from the health department if you are in a foodservice industry. Signage outside your business location may also require a permit or
compliance with local regulations.

Other permits that may be required for a building include a certificate of occupancy, fire, electrical, HVAC, plumbing, and
hazardous materials such as gasoline, diesel, oil, or compressed gas cylinders. Check the laws and regulations of your local and
state governments to ensure your business meets the legal requirements for licensing and permits. You can do this by contacting the
secretary of state in your state and also by contacting your local chamber of commerce. Importantly, these licenses and permits
often carry a cost and should be part of your startup costs with renewals included in your operational budget.

Service-Based versus Product-Based Resources

Go to bizjournals.com and select one of the small businesses profiled in the listings of current local business news. Select one
service-based enterprise and one product-based enterprise. Make a list of all the different types of tangible resources they each
need to start their enterprise and sustain it. How do the resource needs of each enterprise differ and how are they similar? What
did you learn about resources from this activity?

Intangible Resources
Intangible resources are assets that cannot be seen, touched, or felt. Intellectual property—which includes creative imaginings
such as formulas, designs, brands, and inventions—is an intangible resource, and so are the patents, trademarks, and copyrights that
protect the intellectual property. For example, if you are a small business owner, you might want to protect your logo, company
name, website, slogan, new product prototype, or maybe a newly developed manufacturing process that allows you to shorten
production time.

In our current technological era, intellectual property has become more important than ever. Intellectual property protection is an
important measure to safeguarding creativity. Entrepreneurs must protect their ideas for as long as possible to sustain a competitive
advantage. A competitive advantage for a business could be a formula for a product, like the recipes Kentucky Fried Chicken or
Coca-Cola use for their food and beverage products. They protect their formulas so other companies do not replicate them and
profit from them. Smaller companies can also invent new products, methods, and branding that will need to be protected. Patents,
trademarks, and copyrights are three protections for this type of intangible resource.

Patents

A patent grants the owner the right to claim the ability to exclude others from making, selling, using, and importing a product or
process to the United States for a period of time. This time is usually twenty years from the date the application was first submitted
to the US Patent and Trademark Office (USPTO). This allows the inventor to recuperate the costs of researching and developing
the novelty before competitors can copy it. Types of patents include utility, business process, design, and plant patents.

A utility patent is granted to an individual who invents or discovers something novel and purposeful such as a machine, a process, a
product, an improvement to any of these, or even a composition of matter. Most patents awarded to inventors are utility or plant
patents. The USPTO receives more than half a million applications each year.

The application and approval process can take several years and can involve a substantial investment that can range from a couple
thousand dollars to over $15,000, depending on the complexity and type of patent, as well as the fee for a patent lawyer. Lawyers
can help with conducting a patent search and ensuring that the invention doesn’t yet exist, while providing guidance on the
application process. Patent attorneys are often expensive, charging between $200 and $800 an hour, but they can make the process
easier.

Usually, the first application an inventor files is for provisional twelve-month patent protection, which covers the invention for the
first year while the inventor waits for the approval of a final, nonprovisional patent. A patent examiner processes the application
and determines whether to award the protection or not. Having the help of a patent lawyer is not necessary, but it usually makes the
process easier and increases the odds of receiving the patent. Not having a lawyer can delay the process or prevent the inventor
from getting the patent, especially if the inventor is not familiar with the process, or if the invention is complex. Choosing a lawyer
carefully is important, as experience and knowledge of the process matters. If the patent is awarded, the final patent goes into effect
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retroactively to the filing date of the provisional patent, and the inventor has twenty years of protection against other companies
copying the design. Figure 10.2.3 shows an example of a patent for the well-known 3-D printer, which was awarded in 1986 to its
inventor Chuck Hull.

Figure : Here is an example of a schematic from Chuck Hull’s 3-D printer patent provided by the US Patent and Trademark
Office. (credit: modification of “US Patent US4575330A” by Charles W. Hull/Google Patents, Public Domain)

A business process patent is a type of utility patent granted to someone who develops a new business method, and just like a
tangible product, the method must be new and nonobvious, and it must employ an equipment or type of technology to be valid.
Non-obviousness is a legal requirement for a patent acquired under federal law (35 U.S.C. § 103), and generally means something
that is not readily apparent. A proposed invention is obvious if someone of ordinary skill in a relevant field could easily make the
invention based on prior art and thus would not be patentable, whereas a nonobvious invention is capable of being patented. The
application must include a description of how the method works with the technology or equipment, and it must have a real-world
application and not just be an idea. An example is Amazon’s 1-Click shopping cart that enables people to store credit card and
shipping information to enable speedy purchases.

A design patent is granted to an individual who creates something original and novel as an ornamental design. A design patent
involves the actual design of an invention. For example, Apple has hundreds of design patents for its iPhone, and Samsung has
hundreds of patents for its various products. (Figure 10.2.4) shows a patent granted to Apple in 2011. Read the “Abstract” portion.
Does it describe something familiar? Every design element, like the LCD screen, the width and length of the phone, and many of
its other features that are added to each of its generations, requires a new patent.
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Figure : Here is an example of a US patent awarded to Apple. (credit: modification of “Sample patent to illustrate ‘INID’
numbers” by USPTO/Wikimedia Commons, Public Domain)

A plant patent is as it sounds—it’s granted to someone who creates or discovers a new type of plant, as in the living organism, not
facility. The patent applies to a plant or its contents, which must be innovative and nonobvious, and must have utility.

Nolo is a legal resource for small businesses and consumers that provides information on the basic requirements for utility,
design, and plant patents.

Trademarks

A trademark provides the owner the ability to use a name, symbol, jingle, or character in conjunction with a specific good. A
service mark is, according to the USPTO, a word, phrase, symbol, or graphic that identifies the origin or source of a service.  Both
marks prevent others from using those same assets to sell their products. A trademark can be the most valuable asset a company
owns. Customers will often pay more for a product or service if it comes from a specific brand with a good reputation. Customers
view brands as a promise of the experience they will have: Brands promote confidence in the product and the benefits that the
consumer may enjoy. Successful businesses create brand loyalty through these efforts, creating a relationship with customers.
When users see themselves in the brand, they will choose that brand to create their own identities.

Protecting the name of the company and its products, jingles, logos, and even social media is therefore necessary to gain and
protect a competitive advantage, because among competitors, the trademark is often the only way to distinguish among products.

10.2.4
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Can you think of a brand you are loyal to—perhaps your Apple iPhone, your Starbucks coffee, or your local entertainment spot?
Consider what that company has done to earn your loyalty.

Usually, once the business begins to use its name, logo, character, and other assets, they are informally protected by trademark law
and can use the ™ symbol. However, if a business wants extended protection, they should file for legal trademark protection.

Trademarks can be registered at the state or federal level. As the names imply, state trademark registration protects the business’s
mark within its own state, and federal trademark registration protects the business’s mark across the United States. Once the
registration has been filed and accepted at the federal level, the business can use the ® symbol after the protected item. Examples
of trademarks include the Apple name and logo, the McDonald’s logo, the talking GEICO lizard, and Nike’s “Just Do It” slogan.

If you are opening your own candle and soap company, for example, you might want to register your company name and logo
initially to prevent others from using it and benefiting from your reputation. If you decide to create a jingle, a slogan, a character, or
another branding asset, you can do it while you develop and grow your business, as it can become cumbersome and expensive if
it’s done all at once. Getting a trademark itself is not as difficult as getting a patent, but just as with a patent, getting a lawyer’s help
can prove beneficial. Trademarks are not as costly—it may cost a few hundred dollars to file the application—but attorney fees can
vary, depending on the type of project and the length of time it takes to process the application. This can range from a few hundred
to thousands of dollars. This type of intellectual property can provide an opportunity for your company to be sustainable for years
to come and avoid other businesses copying or using your ideas to promote themselves.

Check out this video on the basics of applying for a trademark on the USPTO website to learn more.

Copyrights

A copyright is provided to an author of an original work, including artistic, dramatic, architectural, musical, literary, and software
works. Copyrights are granted by the Copyright Office, which is a part of the Library of Congress.  Table 10.2.1 summarizes the
types of US intellectual property protection.

Table 10.2.1: Types of Intellectual Property Protection

Intellectual Property Protection Protected Items Office Providing Protection

Patent
Machine, process, improvement, plant,
design, and matter composition

US Patent and Trademark Office

Trademark Name, symbol, jingle, character, and logo US Patent and Trademark Office

Copyright
Artistic, dramatic, architectural, musical,
literary, and software

US Copyright Office

The US Copyright Office’s website offers a variety of publications that further explain what works are or are not eligible for
copyright: https://www.copyright.gov/help/faq/faq-protect.html. While filing with the Copyright Office is not required for
copyright (the rights exist when the work is created), the process provides more formal legal documentation to protect your
business interests. Registration requires a fee (basic registrations are under $100), and other services or specialty requests may add
additional expenses.

Trade secrets are oddly similar yet completely different from traditional intellectual property (patents, copyrights, and trademarks.)
Trade secrets derive their legal protection from their inherently secret nature, not from a grant of exclusivity by the government. In
fact, patents and copyrights are required to be made public, whereas trade secrets are not.

Examples of trade secrets range from the formula for Coca-Cola to the Google search algorithm. An inventor has a choice: patent
the invention or keep it as a trade secret. Some advantages of trade secrets include the fact that a trade secret is not limited in
duration/time (patents generally only last for twenty years). A trade secret may therefore continue indefinitely as long as the secret
is not revealed to the public. However, a trade secret is more difficult to enforce than a patent because the level of protection
granted to trade secrets is generally considered weaker when compared with the protection granted by a patent. Additionally, a
trade secret may be patented by someone else who developed the relevant information by legitimate means.
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Determining Your Resource Needs and How to Attain Them
As you begin your entrepreneurial plan, start by developing a list of the basic tangible and intangible resources you will need and
determine their availability. For example, let’s say you are starting a solar panel manufacturing company called Helios Panels. Your
new manufacturing plant will require you to have a 10,000 square foot factory, where you will need two or three specialized
machines to build your solar panels. Unfortunately, the area of town that you like does not have buildings available. You will
probably need to look for another location where there’s a facility that fits your needs that is easily accessible for transport vehicles.
If you don’t make your list first, then you run the risk of ending up in a facility that is not suitable. Table 10.2.2 and Table
10.2.3 provide starting points for thinking through the tangible and intangible resources needs for your venture.

Table 10.2.2: Tangible Resource Needs

Resource Considerations My Needs

Location/facility

Will there be customer interaction, and
if so, does the location meet the needs
of the target market?
How much square space is needed?
How well will the location meet the
needs of employees?
Does inventory need to be stored?

 

Machinery/equipment

What equipment is needed to create the
product or provide the service?
What quantity of equipment is needed
to meet customer demand?
Are there any special requirements for
machinery, such as level ground,
vibration or sound protection, or water
and electricity supplies?

 

Technology

What hardware is needed (computers,
tablets, printers, or routers)?
What software is required?
What type of Internet service is
needed?
What other technology architecture
might be required (server, network, or
cloud computing)?

 

Vehicles
Are vehicles needed, and if so, for what
function (transporting goods or meeting
clients)?

 

Miscellaneous supplies

What basic supplies may be needed
(desks, chairs, wastebaskets, or
whiteboards)?
What office supplies are needed for
operations?
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Resource Considerations My Needs

Licenses/permits

Is the business licensed as a legal
business entity if needed?
Does the location/facility require any
licenses or permits to operate?
Do all parties involved in providing
products/services have necessary
licenses or certification to be in
compliance with industry and
government standards?

 

Table 10.2.2 can help you determine your tangible resource needs.

Table 10.2.3: Intangible Resource Needs

Resource Considerations My Needs

Patents
Does the venture merit patent
applications (utility, design, or plant)?

 

Trademarks

Do the immediate plans or long-term
vision include elements that should be
trademarked (name, symbol, logo,
jingle, or character)?

 

Copyrights

Do the company’s offerings include
intellectual property such as artistic,
literary, architectural, or software works
that need to be protected?

 

This table can help you determine your intangible resource needs.

Business owners are constantly faced with difficult decisions about resources. A decision tree is a beneficial tool that Business
News Daily describes as a “flowchart graph or diagram that helps explore all of the decision alternatives and their possible
outcomes.”  In other words, it uses a logical framework to help us make decisions. First, you determine what your different
options are for use of resources, and then you can calculate the return for each option, using mathematical models that help
estimate the probability of successful outcomes.

For example, let’s say that you must decide which piece of expensive equipment to use in the manufacture of your solar panels.
You can create a decision tree to determine the best course of action (Figure 10.2.5).

Figure : A decision tree can help estimate the probability of success when making a decision regarding how to allocate
resources, sometimes including examining cost tradeoffs. (CC BY 4.0; Rice University & OpenStax)
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Working through these questions can help you be prepared prior to opening the business and identify additional resources you will
need in the future. This takes time and effort, but the payoff is worthwhile in having a clear understanding of needs to support a
path to success. Furthermore, the risk of expensive and unrecoverable mistakes can be mitigated when one uses management tools
such as the decision tree tool. Creating a checklist with answers and details (Figure 10.2.6) can help sort through and organize your
thoughts and your action steps.

Figure : Sample checklist for determining whether a location and other physical resources are appropriate for Helios. (CC
BY 4.0; Rice University & OpenStax)

Get Organized
Create a checklist of the various resources you might need for your own business idea. Categorize them into tangible and
intangible.
Prioritize them in order of importance to your growing enterprise and what cost factors to consider for each.
Construct a decision tree that shows what choices you had to make as you made your checklist.

Often in the planning stages, entrepreneurs fail to identify all the resources they may need in the startup phase, and, as a result,
the business suffers and opportunities are lost. This article from Business News Daily on decision trees can be a helpful
resource when completing this exercise.

Funding Resources

Funding resources are the monetary resources necessary to start and operate a business and are usually the biggest challenge that
entrepreneurs face. If you don’t have funding, you are not able to secure your basic resources—that is, to buy the raw materials to
make a product, hire employees, purchase inventory, or secure facility space, furniture, or equipment. Here, we consider how these
can be best leveraged to acquire the other resources needed for your business.

Personal Savings

Most entrepreneurs start their business by tapping into their personal savings. Many entrepreneurs will work another job while
setting aside some savings money for their venture. Using personal savings can be a good idea if the business requires low startup
costs (marketing material, software, equipment, products, and materials) and low maintenance costs for the first year. This can
include businesses that don’t require as much capital, such as professional services (engineers, accountants, and business
consultants). Saving for major expenses like equipment can also help avoid paying fees and loans, but it may tie up the money in
assets and will prevent you from covering payroll or other operational costs. Having cash reserves on hand can ensure that your
basic business needs are met. The positive aspect of using your own savings is that you have the opportunity to use the funds as
you see fit: You decide how you want to spend the money. A potential negative with this freedom is that if the business fails, your
investment will be depleted as well.

10.2.6
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Bootstrapping

Bootstrapping literally means to pull yourself up by the bootstraps with tenacity and “sweat equity” using the bare minimum
resources.  This means that you do things as cheaply as possible until you start earning revenue that you can reinvest in the
business. For example, entrepreneurs starting out might work from home to save on rent and utilities, might create a website and
marketing materials themselves, and might use social media to promote the business. Once a customer base is established, the
entrepreneur may explore options for outside-of-the-home office space and invest in professional services from a website designer
and marketing printer.

Using credit cards can be an option to help the entrepreneur bootstrap and not take out loans. This can be risky, but if you are
disciplined and only use them for the essentials of the business, such as production or marketing, they can really help get the
enterprise off the ground. Paying off the balance every month and using credit cards that provide rewards and cash back can help
develop healthy habits, while reaping the rewards to use on items that are highly needed.

An example of the savvy use of a credit card comes from Johnny Cupcakes, a “t-shirt bakery” in Boston, created by Johnny Earle,
who started selling witty cupcake t-shirts, as shown in Figure 10.2.7, out of the back of his ’89 Toyota Camry. He used his parent’s
credit card to charge the materials for his t-shirts and bootstrapped his operations out of his home with family help until his clever
shirts started selling so well that he had to open his first retail store. Fortunately, Earl was smart enough to use the credit card only
for production of his t-shirts, and once they sold, he used the revenue to pay off the credit card completely so as to not incur any
more debt or interest charges. Eventually, his business started to flourish and he didn’t need to use credit cards to operate. Today
Johnny Cupcakes brings in millions of dollars. The company has expanded to locations in Los Angeles and London, and Earle
speaks to entrepreneurs all over the world.

Figure : Johnny Earle started his company, Johnny Cupcakes, using his mother’s credit card to fund the production of the
shirts. His car was his first storefront. (credit: photo provided by Johnny Cupcakes, work by Dave Green, @JOHNNYCUPCAKES,
https://johnnycupcakes.com/)

Bank Loans

Bank loans are another funding option with different banks that focus on various industries and different interest rates available.
Usually, these loans can be secured by some sort of equity. This can take the form of personal assets, such as the owner’s home,
cash, vehicles, other commercial property, or business assets like equipment, inventory, or cash. Rates can be high, especially for
startups that don’t have any credit history. The paperwork required can also be cumbersome, and the payments have to be made on
time regardless of how much revenue the business is earning. Organizations such as the Small Business Association (SBA) and
local chambers of commerce can be helpful in providing guidance and loans.
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Bank loans are most helpful when the business does not have enough money to fund a particular part of operations, such as
expanding production by means of buying new equipment. Although loans may be difficult to attain, there are local banks and large
banks that provide help to small businesses and startups. Interest rates may range from 5 to 8 percent, and the loans can be used for
the purchase of capital equipment or assets that are necessary for the business to take off, such as land/facilities, working capital, or
marketing. Once a business has established making payments on the loan, it also establishes good credit. It may then qualify for
larger loans or a line of credit, which is an amount of money that a bank allows a business to borrow on demand to expand a
business or to have cash flow for required expenses. Usually, there is an interest rate attached to the line of credit that will have to
be paid back within agreed terms, and often an annual fee for an open line of credit. Entrepreneurs with good credit ratings can
access amounts around $25,000–50,000 without taking a term loan.

Friends and Family Members

Friends and family can be a great way to get quick funding because they usually believe in your skills and ideas, and they want to
see you succeed. Entrepreneurs should have a specific strategy for asking friends and family for the amount they need to open a
business. This can range from a few hundred to thousands of dollars. You will want to determine whether to ask many people to
help you with small investments or have one or a few people provide larger amounts. It depends on the strength of your
relationships and how much stress you’re willing to introduce into the relationship. Many entrepreneurs have persuaded friends and
family members to give small amounts, and some have persuaded a few to give large amounts of money. Regardless, it is important
to have a strategy for asking and a plan for how to pay them back. You will also need to be prepared to discuss their expectations
regarding the use of their money. Are they expecting to be part owners of your company? Is this a loan that must be repaid? Is it a
gift? It is always best to keep communications about funding the business professional. If they are investors, the expectation is that
they will have a say in how you run your business.

Once you have figured out what interest you are willing to give up in return for the investment, make it professional by giving a
presentation about the business and signing a contract to ensure that they will get paid back, whether in money or shares of stock.
This safeguards the relationship by holding you accountable for paying back the money.

There are many contract templates available online, such as those at Loanback.com, Lendingkarma.com, Exilend.com, and
Zimplemoney.com. These contracts should include the amount of money you’re asking for, the interest rate, timeframe of payback,
installment information, and any other necessary terms. If the money is a gift, it is recommended to get a statement in writing that
those funds are a gift in case you need proof of where that money came from and whether payback was expected.

Angel Investors

Angel investors are usually professionals who have accumulated wealth and are open to sharing their wealth in exchange for some
sort of equity. Many are former entrepreneurs who have harvested their business and enjoy providing guidance and support to new
entrepreneurs. Others have worked in large corporations and have an abundance of knowledge and interest in new technologies.
The name given to this type of investor began with those “angels” who helped fund Broadway shows in the last century.  The
name stuck, and now they fund many industries, not just the arts. Many of these angels belong to groups of investors such as
private equity groups, while others look for opportunities on their own. They also can range in their lending capabilities, as they are
private individuals with differing amounts of wealth.

An example of an angel investor is Natalia Oberti Noguera (Figure 10.2.8), the CEO and founder of an organization called Pipeline
Angels that helps provide capital for women and nonbinary entrepreneurs. She is not the typical angel investor, as she focuses on
empowering minorities through her business coaching and providing capital opportunities for women.
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Figure : Natalia Oberti Noguera is founder and CEO of Pipeline Angels. Her goal is to change the face of investors and
support women and nonbinary social entrepreneurs. (credit: modification of “TechCrunch Disrupt NY 2017 - Day 2” by
TechCrunch/Flickr, CC BY 2.0)

Venture Capitalists

Venture capitalists are usually large private or public firms that are interested in pooling funds to invest in high return, high-risk
startups or growing firms. These investors want high payouts in an average span of three to five years, so they will likely fund
promising businesses in technology sectors, pharmaceuticals, media and entertainment, and biotechnology.  The business must
give up some of its equity to gain those funds. Usually, venture capitalists not only provide the funds necessary to start or grow the
business, but will also provide guidance and expertise. More than likely if you are seeking funds this way, you will probably deal
with an established venture capital firm, but occasionally, an individual may work alone as a venture capitalist.

For example, Birchbox received $90 million from their first rounds of funding from venture capitalists. This allowed them to fully
develop their business model and grow to be valued at over $500 million. Most of the funds went to creating the technology that
fueled their website, hiring customer representatives, and creating distribution systems.

Crowdfunding

Just like in the case of New Story, there are instances where businesses rely on crowdfunding, which is a good vehicle for
collecting large amounts of money made up of small donations. That’s the beauty of crowdfunding: You can receive various
amounts of money from many people through an online platform, with a request that can be shared not only with family and
friends, but with many other people who are passionate about your idea. New Story created a new business model that allows them
to crowdfund its home building projects entirely. This model, together with New Story’s partnerships, has helped them create many
communities in different countries, thanks to the donations from people who care about this cause. There are many types of online
platforms that focus on specific industries. The most common platforms include Kickstarter.com, Indiegogo.com, CircleUp.com,
and Fundable.com, among others. In 2012, Congress passed the JOBS Act to allow startups to raise money from people who were
not professional investors. Crowdfunding was born from the ability to raise money without having to create an IPO.

Visit the Financial Industry Regulatory Authority site explaining the details of crowdfunding and the JOBS Act to learn more.
Notice the rules for specific amounts raised.

Grants

A tougher way to get funding for your venture is by applying for grants from the government at the federal, state, and local
levels.  Most require a match of funds by the entrepreneur and may have many more requirements, but they can be a good way to
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launch. You can start by looking up federal grants and work your way down to your local city level. Federal grants are broken
down by industry. Usually, they focus on fields that have innovations in technology, science, or health. Some of those grants such
as the Small Business Innovation Research Program or the Small Business Technology Transfer Program focus on these disciplines
and can range from $150,000 to $1 million. Other governmental entities offer grants, such as the National Aeronautics and Space
Administration, the National Science Foundation, and the Departments of Energy, Health, Defense, and Education; these grants
focus on their fields, and their amounts and requirements vary.

State grants, on the other hand, generally focus on economic, educational, or social issues. These can be smaller and easier to
acquire since competition can be lower. Each state has its grants posted on the https://www.grants.gov/ website and includes
requirements and funding opportunities. These focus on areas of growth and needs such as green technology, education,
environmental initiatives, tax incentives, job retention, historic preservation, and tourism, among others.

Resource Funding Considerations

When evaluating resource needs, you can consider these questions:

How will I obtain the money needed to operate the business on a daily basis?
When might I need to hire staff, and how much would their wages and benefits cost?
Where are these sources of money I can tap into for both immediate and long-term needs?
Would a line of credit be a better option for my business or should I pursue a term loan?
Is borrowing from friends and family a practical option?
Are there angel investors who fund businesses in my industry who I can investigate?
What will I need in terms of assets and financial reserves to open my business and keep the doors open for at least six months?
One year? Five years?

Based on your needs, you will be able to choose from the type of funding that best suits you. Table 10.2.4 expands on the pros and
cons of these different funding resources.

Table 10.2.4: Pros and Cons of Funding Types

Types of funding Pros Cons

Personal savings

Only risk your own funds
Use the funds as you see fit
Can take the time to save up funds
Can run a smarter business by making
better decisions on a tight budget

Risk losing all your savings/retirement
accounts
Hard to save enough money to fund a
business, so the amount is limited
Can cause cash flow challenges

Bootstrapping

Requires the least amount of
investment
Using credit cards can potentially
provide rewards

May not get paid until the business
makes money
Requires “sweat equity” using minimal
resources
May need risky use of credit cards

Bank loans

Ability to get greater amounts of
funding than personal savings and
bootstrapping
May be faster funding than waiting to
save up
Builds credit history
Set payment rate
No loss of equity in venture

Must qualify for loan on the business
creditworthiness
Must qualify for loan based on personal
creditworthiness of all spouses, partners,
members, or stockholders
Must pay interest
May default loan
Cash outflow on interest and principal
payments
Can jeopardize needed cash for other
productive uses
Potential loss of collateral
Potential decrease in credit rating
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Types of funding Pros Cons

Venture capitalists

Potentially large sum of money
Ability to grow quickly
Not a loan, so no regular cash
repayment plan
Access to useful connections and
experience in the industry

Give up ownership/equity
Have to take others’ direction
Expectation of payoff
May cause company to grow too
quickly
May relinquish management control or
decision-making to an unknown person
Can be squeezed out of own company

Angel investors

Useful investing networks and
experience in the industry
Ability to guide you toward success
Invest funds in exchange for equity and
participation in the venture’s success
Not a loan

Give up ownership
Have to take others’ direction
Expectation of payoff
May relinquish management control or
decision-making to an unknown person
Can be squeezed out of own company

Friends and family

Can be easier and faster to acquire
People believe in your idea/skills
Ability to raise from many or a few
No credit check
Flexibility for payback

Expectations need to be met
Risk losing their money
Usually will raise less funding
May complicate relationship
Might be embarrassing
Has tax implications if provided as a gift

Crowdfunding
Ability to raise cash from many people
Fast
Larger overall sums

Requires significant planning/work
Requires some sort of reward
Can be stressful method
Transparency required and may need to
be documented

Grants

Range from small to large
May have little competition
May offer training
Free application

May only focus on certain industries
Difficult to obtain
Long process
Reporting may be required
Repayment may be required if specific
conditions are not met
Some conditions of the grant are outside
the control of the benefactor

Informational Interviews

Do some research within your industry to see how your idea compares to those who have been in business five years or more
(reaching success) and those in business five years or less (startups). Explore whether you can access needed resources to
successfully launch the intended enterprise and reach the proposed customer.

If you can, interview others in the industry to get a pulse on the considerations of entry into this business. For example, you can
ask them the following questions:

What experience did you have in your industry before you started your own business?
What made you consider opening a business?
What were some of the positive aspects you saw about this industry? What were some negative aspects?
What are the obstacles of entry into this industry?
How much funding did you need to get started? How much to continue operating?
What networks of business owners, mentors, and guides did you tap into before you started your business?

WORK IT OUT
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What organizations did you join to get help with your business?
How much time did you spend in your business each week?
What did you give up in your personal life when you started your business?
If you could start over, what would you do differently? Would you still open your own business?
What advice do you have for someone who is just starting?
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