 
Debt Financing:  What are Banks Looking for? 
By NH SBDC Staff
One of the most frequent counseling areas in the New Hampshire SBDC is the subject of locating and obtaining financing.  While the NH SBDC does not have direct access to sources of money, we do help small businesses pull together a business plan and financial information for loan application. 

Most businesses borrow money form commercial or savings banks.  However, not every business has a perfect package (from the lender’s point of view) and in that case, credit enhancement programs or alternative financing is utilized. 

What do banks look for in a credit application?  First of all, they look at you and your financial position as well as the business proposal.  Sources of income and personal equity and savings can help bolster a new or struggling business.  Be prepared to give the bank a personal financial statement – they provide the form, you provide the information about personal assets and debts. 

Regarding the business proposal, lenders consider the C’s of external financing. 
Cash Flow - The business should generate enough cash to cover expenses, owner compensation and debt payments.  A cash flow projection is a useful tool for you to manage your business, understand the impact of various scenarios and uncover positive or negative trends. 
Credit History - A good credit history is extremely important, even for alternative or guaranteed financing.  Some lenders will work with people who have had problems in the past if they have worked to repair the damage and/or the problem was due to unusually adverse circumstances, such as severe illness, accident or disaster.  Bankruptcy is on your record for 10 years so think twice before filling. 
Collateral - Banks evaluate the collateral offered, and often loans are used to purchase assets—buildings or equipment—and those collateralize the loan.  In the case of shortfall, the business owner will need to come up with cash or other equity or assets.  Guarantee programs often help lenders make loans that are collateral-short. 
Capacity -Your management experience and ability, or alternatively, that of your partners or employees, is essential.  A well-written business plan demonstrates on paper the ability of the business owner to make business goals happen.  Don’t exaggerate your abilities and accomplishments, but don’t be shy about them, either.  Inspiring confidence with you competences will carry you a long way.  And that’s related to the last C: 
Character - A subjective decision that arises out of your relationship with the lender.  Your reputation, your reliability, your loan package – all can inspire trust in the lender.  Think about people you know.  Think about lending them money.  Is there anyone you would trust implicitly to repay you despite any obstacles that may arise?  That person has character.
What is needed for a loan application? 
The amount of preparation will depend upon the purpose and scope of your loan proposal.  For example, to buy a vehicle, you may need no more that an application and the vehicles VIN number, and personal or business income information.  But for large packages involving real estate, major equipment purchases or lines of credit or for start-up businesses more will be required. 
Business Plan - The length and detail of a business plan depends upon the business and the loan proposal.  Many small businesses can keep them short, around four or five pages.  The main thing is to include all the information relevant to the lender’s decision.  Business history, planned course of action, use of borrowed funds and the impact they will have on the business, customer and competition profile, opportunities and threats and financial history and projections should be presented. 
Resumes - Write one that is appropriate to the business proposal, focusing on your relevant skills and experience.  Include resumes for co-workers and important employees. 
Cash flow - Although mentioned as part of the business plan, the cash flow projection is worthy of more discussion.  This one page document will show a lender the amount of cash you project will flow through your business over the next year.  At a glance, the lender can understand your business cycle, figure cost of goods sold and labor cost percentages, spot major expense items or problems areas and see the impact of debt payments. 
Tax Returns - Both business and personal tax returns will be required. 
Additional materials and information - List of inventory; equipment owned; accounts receivable aging; pictures of the facility; leases; customer orders; customer testimonies; results of market surveys; industry information; catalogs; pictures of your products or work portfolio – anything that bolsters the business plan and financial statements your have provided to the bank. 
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