Feeding Growth:
A Guide to Financing Expansion of For-profit or Non-profit Business

By Sativa Quinn
This paper addresses types of expansion funding available for organizations, whether for or not for profit,,

that have less than 50 employees, and have established a track record through at least one year of
successfully providing goods or services.

An organization’s growth usually involves expandimgrket share, providing new goods or servides,

or providing the same product or service to newkeiat Whether a simple service organization, atyle

business, or a full-blown business operation tlrasdo dominate its industry, growth is not an égjéiting
exercise; it is an imperative that underlies afituees. In today’s dynamic world, the absence ofwgin no

longer means standing still: Instead, it meansikhrg and, sometimes, disappearing.

There are many financing options to consider wharirg ready to expand and need money to do
Some are obvious, and some are more hidden, aglgesnly to those who conduct intense researchaBug
options involve one simple equation: you must pregeur case to a financing source in a way that
addresses their interests. Therefore it is impottannderstand how financing sources think.

Typically, the for-profit and non-profit busines®mds are treated separately, but these days the
boundaries between the two are getting blurriéeims of business approach, common terminology ta&
things financing sources look for, so in this doemtwe will address them both.

—

What Every Financing Source Will Want to Know

t.

Financiers are not your enemy. Typically, everyetgh funder wants to be seen as a partner in yqur

success. Their job is not to “beat” you in the gaing to collaborate so that you are both succesEfey
expect to create a relationship that will last vpalst the date when they sign the cheque, andhtieeand
effort you spend on approaching them in a profesdiovay tells them a great deal about what to exjpem
you once the deal is done.

However, financiers’ most common concern is riséd eeward, and so they establish systems to
measure how much risk the financing will createl emat kind of reward it will generate, not only fo
themselves, but also, as is often the case withpnofits, for society at large. They do this byadsishing a
set of criteria for an individual or organizatidrat is invariably based on some combinatioohafr acter,
capacity, andcollateral.

In the broadest possible sense, these terms caefined as

Character — The educational and work background of key spa$t successes of your organization, ang
way you make your case for funding. All of these iadicators that tell a funder whether you carrbsted
to use their money in the way that you say you. will

Capacity — What is your current size, financial status, dagree of relevant expertise in relation to your
planned growth? Are you the right organization wveinto the proposed area? Are you in a position t
repay the funds if things don’t go as planned?

the



Collateral — What are you bringing to the table that shows ytedication to this project? For a bank, thig
would mean the assets that will be forfeit if yan't repay the loan. For a grant funder, it is ofteferred tg
asmatching funds and refers to existing assets your organizatiohus# towards the same goal that the
funder is supporting. In both cases, the poind iddmonstrate that you are serious about this godlthat
you wouldn’t ask anyone else to take a risk on yayganization unless you are also willing to takesk on
yourself.

Another way to look at it is in terms of a goodrgtd_ike all human beings, financiers like to hear
good story that answers the above concerns. Smifg/looking for expansion financing, you have to
provide them with a compelling story.

Storytelling for Funders

Every successful story should answer six basictoues who, what, where, when, why and how.
Who are you, what do you do, when and where areggping to do it, why are you going to do it, anavho
are you going to do it? (A crucial point to noteées that for funders why generally does not nieday are
you doing this?' It means, 'why does your intenaledience want this product or service?') A paaént
funder who looks at your financing proposal shdwgdable to find the answers to these basic question
quickly and easily.

Other questions that are specific to storytelliogfinders, and that will require a bit more detail
explain, are these:

How much? — Your financial projections will be subject toactge for any number of reasons, and most
funders acknowledge this. Still, it is importand@monstrate that you know how to estimate inconte a
expenses for your particular industry, and thatryaperations will be guided by a fiscal plan. Aalketd plan
will also help you identify and respond to fischbllenges while they are still small and manageable

What isthe Return on Investment (ROI)? — This is another chance to show that you haealstic
understanding of your industry. The projected Ri@wd be appealing, but not over the moon. The atngu
of time it will take to achieve that level of retushould show that you understand the typical spéed

change for your market. For non-profit organizagiahis increasingly common to think of positivecsl
outcomes from the project as a form of ROI, and yay want to develop a cost-per-service number that
you can present to potential funders (i.e. “sekiido camp for just $29.50”).

Who isthe Competition? — There are very few completely unique productsesvices in today’s world.
Chances are, you are offering a better versiorootlg or services that people already use, and ylboeed
to explain how it’'s better, and how you will makee that your market understands what is betteataho
For non-profit organizations, it is important tadaglss how you will partner with similar organizatsoto
provide improved services where possible. If pantgeis not possible, it is important to explainywour
services are unique.




Grants, Tax Credits, Investment, or Lending:
Which is Right for You?

Types of Funding: An Overview

It's worth looking into all of the financing optisravailable whether you are currently a for-profit
non-profit organization. If the purpose of your arpion fits the funder’s goals, then it may be tvattile to
establish a subsidiary with the correct tax statu start a conversation about working togethee. Th
following types of funding will be discussed:

Grants

Tax Credits and Rebates
I nvestment

Lending

Grants

Government grants are typically for projects tleddte to social services for underprivileged groups
or services for the general public in areas suatdasation, arts, culture, and scientific reseaBrants from
private foundations include all of these areas,somde fund religious organizations as well. Ecormomi
Development grants are probably the most misunalsistategory. These funds are provided by bothipybl
and private sources and can be used to creatafmbprofits, but the project must have a significarpact
on a population with high rates of unemploymenpaverty to qualify.

Who Qualifies: The majority of grants are for non-profit organiaas. However, grants in the areas of
scientific research are more likely to be operotegrofit applicants as well. In some cases, it rnay
worthwhile for a for-profit to establish a non-ptafubsidiary in order to undertake a project with
widespread public benefits.

What Type of Projects Qualify: The single most important criteria for receivingrant is that the project |s
primarily designed to benefit members of the gerauhblic. Grant makers are not interested in howryo
organization will benefit, but in the results fbetaudience you are serving with your product. ¥ounot
have to provide the resulting goods or servicedrés, but they must be affordable for the intended
audience, and usually any profits must be put tde/éurther serving the same public service goal.
Improving the quality of life in your community shid be the ultimate goal of a grant-funded projent
the money is just a means to that end.

What Type of Projects Do Not Qualify: It is very rare for grant-makers to cover geneparating
expenses. The costs must be broken out as cosificpea new program that will provide new betefi
your organization has not been able to offer before

How to Show That You Qualify: Grant guidelines vary widely in terms of the legéHtetail they request
about your project, but all will touch on the quess discussed under Storytelling for Funders is i@port.
The majority of grant makers will also provide cléaks to their grant guidelines on their web site

Be Careful About: Although grants are “free money”, there are dediistrings attached. Look closely al
the evaluation and reporting requirements. Manyléus now want the grantee to hire an external etaiu
spending time and money to make sure that thegriggoing well and that it is achieving the irded
goals. This is an important and worthwhile stepléoger organizations, but for smaller ones, it can




sometimes be a major drain on resources. Governgnants often involve submitting detailed quarterly
reports, which can be especially time-consumingsfoaller organizations with no administrative staff

Tax Credits and Rebates:

Tax rebates for activities you may already be daiag often provide larger sums than grants or gther
investments. Canada offers tax rebates for spemfimomic areas such as the Scientific Research and
Experimental Development (SR&ED) Program, and titustrial Research Assistance Program (NRC-
IRAP). Businesses in the U.S. should review IRSipation 535, available on the IRS website, to maiee
that you are taking advantage of all available ess deductions. Additional savings in this areaatlw
you to invest in your own growth, rather than segloutside funding.

Who Qualifies: All businesses should be maximizing their dedundifor business-related expenses, but
specific Tax Rebate options may apply for Canabiasinesses involved in science, technology, and
manufacturing.

What Type of Projects Qualify: Projects that “will lead to new, improved, or teologically advanced
products or processes” qualify for the SR & ED pawg, according to the Canada Revenue Agency. The
IRAP program provides a “non-repayable contributimnprojects that are more directly focused on
commercializing new technology. IRAP can also pdeviunds to help cover the salary for recent greetug
to serve as interns at your organization if thely bg assisting with commercialization-related esesé.
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What Type of Projects Do Not Qualify: For SR & ED: research in the humanities or sodedrges; testinp
or production of a product that has already beaigded; development based on “routine engineering
practices.” For IRAP, it is necessary to contaatry@gional office for further information.

How to Show That You Qualify: For SR & ED: Specific tax forms will be submittesl gart of your annuaj
return, and an accompanying narrative will explaamw your project involves a significant contributito
the current body of scientific or technical knowdgedn your field. For IRAP it is necessary to cantgour
regional office for further information on applyitg participate in the program.

Investment

Investors will look at your business in terms af feturn on Investment they can expect at some
future date, but typically, investors are moregrdtthan banks, and will provide capital you cam tasbuild
your business over several years. Because thdgling a position in your business, they also tgjhycwant
to have some degree of involvement in your businpssation. While some investors are passive, m@st
actively involved in guiding the business.

Investors are primarily concerned wstale, or how quickly you can ramp up your business
operation to a larger size. If your goal is to deuwmur business over three years, most investorstwe
interested; if your story is about growing it bjaator of 10 they’ll likely take a look. Investoase also
extremely interested in theait from the business: when and how they will castih@ir position and move
on to another investment. Without an exit strategylace, no investor will provide financing.

Typically, an organization must followchain of investment that involves successive levels. Mos
early investment comes frolove money: family, friends and acquaintances. Next Aregyel | nvestors who
participate early in a company’s life, when smadlerounts can have a significant impa&nture
Capitalists can provide larger amounts, but will not usuadiiye an interest until the company has reachgd a
certain size and established a history of succébssmaller investment®ublic investment involves
posting your company on a stock exchange in omeise funds from retail or institutional investovho




buy your stock.

Who Qualifies: Generally, businesses that have made it througbaheept and early development phasg

and are actively delivering goods or services.

What Types of Projects Qualify: Projects where the business can make a strondarase attractive
Return on Investment, based on a narrative deguripf the relevant market, the organization’s etipe,
and detailed financial projections.

What Types of Projects Do Not Qualify: Nothing is inherently off-limits, but some of theost important
factors are an innovative concept with clear maapgtications, and a team with evident expertiséén
field.

How to Show That You Qualify: At a minimum you will need to develop a persuaBusiness Plan, but
building strong personal relationships is alsouial part of this process. Most angel investoid anture
capitalists have a network of trusted colleagues wét projects for them, and refer potential inmrestt

candidates. You will need to make a positive imgicason members of this network before meetingctlye
with your potential investor.

Be Careful About: Ultimately, the relationship between your orgarni@agand any private investors is a

very unique and personal one. Many investors saaghklves as business mentors who will serve aa@cp

and, to some extent, as a management partner iroyganization. Be sure that both sides are cledhe
degree of involvement and control that comes Withinitial investment. Be aware that your investay
increase their level of involvement if they pereeasthreat to the original plan.

Lending

You might get a loan from a bank, a friend or iigiator one of the newer sources such as privats
lenders or Internet based peer-to-peer lending.|@rmer usually expects this money to be returnigaing
to 5 years, and with a fixed rate of interest thatot based on the performance of your businesssihg
some of the equipment you need is another waye@atemmore up-front operating capital and pay df th
costs over time.

U.S. (and State) and Canadian (and some ProvigoaBrnments also provide low-interest loans
and loans accompanied by free technical assistanaegas of specific interest, and these optioayg be
worth investigating before going with a bank loBmCanada, many of these programs can be explored
through the Business Development Bank of Canad&hws owned and operated by the government, or
through the Industry Canada website (strategisagdrcthe U.S., low interest loans from the governtreee
treated as being similar to grants, and you caerngdly find information about them in the same avéaach|
agency'’s website.

Common Types of BusinessLoans. The three most common types of loans for smainmsses are
Unsecured Credit Lines, Short-Term Loans, and Lbegn Loans. ArJnsecured Credit Line can go up
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to a set maximum amount, but you borrow only witat geed when you need it, which allows you to aveid

paying interest on the full principal amount if ymeeds turn out to be smaller. This works innailar
manner to a credit card, but is preferable to fagdiour business on your card because the intextesis
much lower. AShort-Term Loan will generally be 3 to 5 years and provides opagatapital for your
business. Some form of collateral will need to geead upon to secure the loanLéng-Term Loan is
generally for property or some other specific fiesdet, and the asset in question serves as tatecall




Like a personal mortgage, these loans come witida wariety of interest rate options and pre-paytmen
penalties, and it is worth shopping around to fimel best options for you.

Who Qualifies: The management staff must have a good credit kistobe willing to put up business or
personal possessions of sufficient value as codlat8ome lenders will provide loans for receivable
contracts, or other forms of collateral.

What Types of Projects Qualify: Projects that can show a realistic ability to refiayloan. Almost any
business can qualify to lease equipment.

What Types of Projects Do Not Qualify: For larger amounts, it is necessary to have bsthoag business
plan and a strong credit history. Funders wilki@ab the personal credit history of key managerstaft as
well as that of the business.

How to Show That You Qualify: Your business plan should cover all of the poimgswuksed in Storytelling
for Funders above but with a strong focus on maaketfinancial information, and less on your prddurc
service. A wide variety of sample business plamfas can be found on the web. If you are lookirrg fo
financing that is larger than simple personal logons may want to find a consulting firm to helpuywith

this part of the process.

Be Careful About: Lending is all about cash flow and ability to remaya regular basis so, even if you cgn
find lenders to approve them, do not take on tonymaans at once. Similarly, do not borrow (or Eas
amounts that are so large your cash flow is seyafétcted. Small operations should only work wiked
interest rate financing, in order to keep costsenpredictable.




