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Abstract

Many small business owners are inexperienced in financial matters and find it difficult to borrow money.  However, if the owners are prepared and organized on how much money they need, why they need it, and how they will pay it back, they will find they have a number of financial solutions.  There are many different sources of financing for a small business owner to choose from in the market.  Financing options range from common sources such as, start-up financing, bank-term loans, and angel investors, to uncommon sources such as royalty financing.  This research was intended to help the small business owner, but also to help the Small Business Institute Director. 

Introduction

Small businesses are an extremely important part of the American economy and culture.  They provide many functions, such as innovation, employment, and competition.  For example, small businesses represent 99.7 percent of all employer firms and pay more than 45 percent of total U.S. private payroll.  An entrepreneur starts a new business for many different reasons and often finds the business venture is rewarding and challenging.

One of the most important concepts that a new business owner should know is how working capital and financing helps them survive and grow in a competitive world.  Working capital is the amount by which the current assets exceed the current liabilities of a business.  The difference between current assets and current liabilities is known as “net working capital.”  It is better to have positive working capital than negative working capital for the financial strength of the business.  Equity, trade credit, and short-term loans are some of the best ways for a small business to find short-term working capital financing.

Small business entrepreneurs can look to the federal, state, and local levels of government for business financing and planning.  The Small Business Administration (SBA), established in 1953, maintains and strengthens the economy by aiding, counseling, assisting, and protecting the interests of small businesses.  In Arkansas, the Department of Economic Development helps small businesses with financing, technical assistance in marketing plans, and product and service development.  There are also local level programs, such as the Little Rock Downtown Partnership, that develop and promote areas as a great place to eat, shop, and live.

There are many struggles and obstacles that an entrepreneur can face when they start, develop, and expand a small business.  Competition, financing, and quality of labor are some of the major problems that small businesses deal with every day.  Planning, business skills and knowledge, and finding financing are some areas that entrepreneurs should develop before starting a small business.  Increasing interest rates and gasoline prices are some new issues that small businesses are struggling with in their journey to success or failure.

A small business can improve their financial foundation by growing gradually or seeking external funds.  In doing so, the small business will spend a lot of time and effort on finding the proper source of financing.  However, many businesses will struggle with rejections and hardships along the way.  There are ways to make the journey to business success a reality.  For example, a small business should first consider self-financing options before looking to external sources to get the right amount of money needed for a successful business.  Finding working capital and financing for small businesses can be a challenge for an entrepreneur but with the proper amount of knowledge, commitment, and determination, one can turn an idea into a successful opportunity. 

Small Business Background

The legal definition of a small business is determined by the U.S. Small Business Administration (SBA) in Title 13, Part 121 of the Code of Federal Regulations.  This part of the code sets forth in detail the criteria to be used by the SBA in making small business determinations.  Examples of these criteria include the number of workers employed by a business, annual receipts, and the nature of the business relationships with affiliates.  Businesses wishing to be designated as a small business for government programs must meet size standards specified by the U.S. Small Business Administration – Office of Size Standards. The SBA establishes small business "size standards" on an industry-by-industry basis using statistics from a wide range of sources.  There are size standards in each industry that a business must meet in order to be considered small. For example, the SBA – Office of Advocacy defines a small business for research purposes as an independent business having fewer than 500 employees. 

Small businesses in the United States are vital to the financial strength of the Nation’s economy and culture.  They provide technical innovation, employment, competition, and fill the needs of society and other businesses.  Their contribution is essential for the economic growth and improvement since they make up almost all employer firms, and generate half of U.S. non-farm private output.  Studies show that small business owners represented a diverse group in 2004 and continued to keep the economy productive. According to the United States Bureau of Census and the Department of Commerce, small businesses represent 99.7 percent of all employer firms; employ half of all private sector employees; pay more than 45 percent of total U.S. private payroll; and generate 60 to 80 percent of net new jobs annually over the last decade.  Another interesting fact is that small businesses employ 41 percent of high-tech workers, such as scientists, engineers, and computer workers. (Source: http://www.sba.gov/advo/stats/sbfaq.pdf)

In 2005, there were approximately 25.8 million businesses in the United States, according to the Office of Advocacy estimates.  2003 U.S. Census data show there were 5.8 million small businesses with employees and 18.6 million without employees in 2003.  That is a growth rate of 0.1 percent for businesses with employees and a 2.2 percent growth rate for businesses without employees.  In Arkansas, there was an estimated 222,542 small businesses in 2004.  Of the total number of small businesses in Arkansas, 60,007 were employer businesses and 162,535 were non-employer businesses. (Source: http://www.sba.gov/advo/research/profiles/05ar.pdf)

According to recent studies, two-thirds of new employer establishments survive at least two years, and 44 percent survive at least four years. In other words, two out of three new businesses close within the first five years.  Most people think that restaurants fail much more frequently than firms in other industries.  However, leisure and hospitality establishments, which include restaurants, survived at rates only slightly below the average business success rate.  (Source: http://www.sba.gov/advo/stats/sbfaq.pdf).

Earlier research has focused on the main reasons for a new business’s survivability.  Major factors in a small business remaining open include a sufficient supply of capital; being large enough to have employees; the owner’s education level; and the owner’s reason for starting the firm in the first place, such as freedom for family life or wanting to be one’s own boss.  For the business to survive and grow, the owner must be committed and determined to the business opportunity.  With commitment and determination, the small business can overcome incredible obstacles and compensate for other weaknesses.

Small Business Working Capital Finance
Working capital is one of the most difficult financial concepts to understand for the small-business owner.  The definition of working capital is the amount by which current assets exceed current liabilities.  Working capital refers to the cash a business requires for day-to-day operations, or, more specifically, for financing the conversion of certain materials into finished goods.  The finished goods are then sold by the business for payment.  Working capital is a measure of both a small business’s efficiency and its short-term financial health. The working capital calculation is: 

Working Capital = Current Assets – Current Liabilities

A positive working capital means that the company is able to pay off its short-term liabilities.  However, a negative working capital means that a company is currently unable to meet its short-term liabilities (accounts payable, notes payable, accrued expenses payable, and taxes payable) with its current assets (cash, accounts receivable, inventory, and marketable securities).  The difference between current assets and current liabilities is known as “net working capital.”  In looking at the difference, the levels of inventory, accounts receivable, and accounts payable are among the most important items of working capital.

If a small business’s current assets do not exceed its current liabilities, then it may run into trouble paying back creditors in the short-term.  A declining working capital ratio over a longer time period is a sign that warrants further analysis. For example, a business could be more aggressive with its sales efforts and, as a result, have a harder time collecting on their accounts receivables. 


As mentioned earlier, working capital gives investors a general idea of the small business’s underlying operational efficiency.  Money that is tied up in inventory or accounts receivables cannot be used to pay off any of the business’s short-term obligations.  Therefore, if a small business is not operating in the most efficient manner, it will show up in the working capital ratio.  This can be seen by comparing the working capital ratio from one period to another.  A slow collection may signal an underlying problem in the small business’s operations.  Good management of working capital will generate cash, help improve profits and reduce risks.  However, if this lifeline begins to deteriorate, so does the business’s ability to fund operations, reinvest and meet capital requirements and payments.  

Working Capital Cycle


A useful mechanism for the small-business owner is the working capital cycle. The working capital cycle can be defined as the period of time which elapses between the point at which cash begins to be expended on the production or purchase of a product and the collection of cash from the customer.  The working capital cycle analyzes accounts receivable, inventory, accounts payable, and equity and loans.  As shown in the diagram below, the cash flows in a cycle into, around and out of a business.  The faster a small business grows, the more cash it will need for working capital and other investments.  Owners need to understand that the cost of providing credit to customers and holding inventory can represent a substantial proportion of a business’s total profits.


To help explain the diagram above, some items need to be covered.  The two main elements in the working capital cycle that absorb cash are inventory and receivables.  In-stock products or work-in-progress items are examples of inventory.  Receivables are established when customers owe the business money.  Finally, the main sources of cash are payables, equity and loans.  Payables are established when the business owes a creditor money.

Each component of the working capital cycle (inventory, payables, and receivables), has a time dimension and a money dimension.  When it comes to managing working capital, most business owners will say that time is money.  If an owner can get money to move faster around the cycle by collecting money due from customers more quickly or reduce the amount of money tied up by reducing inventory levels relative to sales, the business will generate more cash or it will need to borrow less money to fund working capital.  As a consequence, a business owner can reduce the cost of interest or have additional money available to support additional sales growth or investment.  

As a helpful guide to small business owners, below are some “if – then” statements.

	If a business owner ……


	Then ……



	collects receivables from customers faster,
	they can release cash from the cycle.

	collects receivables from customers slower, 
	the receivables soak up cash.

	can get better credit from suppliers, 
	they can increase their cash resources.

	can move inventory faster, 
	they can free up cash.

	can move inventory slower, 
	they consume more cash.


Finding Short-Term Working Capital Financing

The better a business manages its working capital, the less the business needs to borrow.  Even businesses with cash surpluses need to manage working capital to ensure that those surpluses are invested in ways that will generate suitable returns for investors, if any.  However, most businesses cannot finance the working capital cycle with accounts payable financing alone. Consequently, working capital financing is needed.  The operating deficit is usually covered by the net profits generated within the business, by borrowed funds, or by a combination of the two. 

At some point in their operations, most small businesses need short-term working capital.  For example, a small retail business must find working capital to fund seasonal inventory buildup between September and November for Christmas sales.  This seasonal fluctuation creates a need for working capital to fund the resulting inventory and accounts receivable buildup.  Some small businesses have enough cash reserves to fund seasonal working capital needs.  However, this is very rare for a start-up business. 

If a small business experiences a need for short-term working capital during its operations, they will have several sources of funding.  The important thing for a small business to know is to plan ahead.  The business magazine, Entrepreneur, published five common ways to finance short-term working capital.  Below are those five most common sources of short-term working capital financing: 

· Equity:  If a small business is in its first year of operation and has not yet become profitable, then they might have to rely on equity funds for short-term working capital needs.  The primary source of capital for most new businesses comes from the savings and other forms of personal resources.  While credit cards are often used to finance business needs, there are better options available as seen below.  Many small business owners look to private sources such as friends and family members when starting out a new business.  This could include parents, grand-parents, siblings, neighbors, professors, business associates, church members, and past contacts.  Most often, this source of capital is loaned interest free or at a low interest rate, which can be extremely beneficial when getting a small business off to a successful start.  These funds should be injected into the business so that the following sources of short-term financing are not needed. 

· Trade Creditors:  If a small business has a good relationship established with trade creditors, then they might be able to solicit the trade creditor’s help in providing short-term working capital.  Trade credit gives the small business the ability to buy goods and services and have 30, 60, or even 90 days to pay for them.  If a small business paid their creditors on time in the past, a trade creditor would likely extend financing terms to enable the small business to meet a big order.  For example, if a business fills a big order and ships it out with the expectation of the customer to pay within 60 days, the small business could obtain 60-day terms from their supplier if 30-day terms are normally given.  Trade credit usually represents 30 to 40 percent of the current liabilities of non-financial businesses, with generally higher percentages in smaller companies.

· Factoring:  Factoring is another resource for short-term working capital financing.  Factoring is a form of accounts receivable financing where the receivables are sold, at a discounted value, to a factor.  Once a small business has filled an order, a factoring company buys the account receivable and then handles the collection. This type of financing is typically more expensive than conventional bank financing but is often used by start-up businesses.  Factor brokers can be found as near as your local conventional bank or financial market.

· Line of Credit Loans:  Lines of credit are not often given by banks to new businesses.  A line of credit is a formal or informal agreement between a conventional bank and a borrower with regards on the maximum loan a bank will allow the borrower within a certain amount of time.  If a new business is well capitalized by equity and has good collateral, the business might qualify for a line of credit.  A line of credit allows a business to borrow funds for short-term needs when they arise, such as seasonal fluctuations.  The line of credit is generally repaid once the business collects the account receivables that resulted from the short-term sales peak or a reduction of short-term assets they financed.  Lines of credit typically are made for a one-year time period and are expected to be paid off for 30 to 60 consecutive days during the year to ensure that the funds are used for short-term needs only.

· Short-Term Loans:  While a new business may not qualify for a line of credit from a bank, they might have success in obtaining a one-time short-term loan (less than a year) to finance their temporary working capital needs.  If a business has established a good relationship with a financial institution, they might be willing to provide a short-term note for one order, a seasonal inventory, and/or accounts receivable buildup. 

It is important for business owners to know that working capital has a direct impact on the cash flow in a small business.  Since cash flow is the name of the game for all business owners, a good understanding of working capital is imperative to make any business successful.  

Small Business Financing

It is often said that small business owners have difficult time borrowing money; this is not necessarily true.  However, the inexperience of many small business owners in financial matters often prompts banks and investors to deny financial requests.  To be successful in obtaining financing, a small business must be prepared and organized.  They must know exactly how much money they need, why they need it, and how they will pay it back.  The small business must be able to convince the lender or investor that they are a good credit risk.  According to Entrepreneur magazine, the table below shows the 18 various funding sources that a small business can choose from to find financing.  (Source:www.entrepreneur.com/howto/raisemoney/1,5964,,00.html)  An overview of each funding source will follow the table. 
	18 Funding Sources

	1.
	Start-Up Financing

	2.
	Equipment Leasing

	3.
	Community Development Financial Institutions (CDFIs)

	4.
	Micro-Loans

	5.
	Asset-Based Loans

	6.
	Bank-Term Loans

	7.
	SBA-Guaranteed Loans

	8.
	Private Loan Guarantees

	9.
	504 Loans

	10.
	Royalty Financing

	11.
	Federal Government Venture Capital

	12.
	Angel Investors

	13.
	Business Incubators

	14.
	401(k) Financing

	15.
	Direct Public Offerings

	16.
	Reverse Merger

	17.
	Initial Public Offering

	18.
	Institutional Venture Capital


Start-Up Financing

Most of the start-up financing options were covered under the finding short-term working capital financing section.  However, a quick overview of start-up financing is meaningful.  Startup financing is the initial infusion of money or investment that advances an idea or an intention into something tangible.  

Appropriate for:  This type of financing is appropriate for any kind of business.

Supply:  Even though the supply of start-up financing is everywhere, it is sometimes hard to find for small businesses.  

Best Use:  It is best used when commencing initial operations to the point where external investors can see and feel where the small business is leading, as well as understand that the owner took some risk getting it to that point.

Cost:   Startup financing will possess two of the following three qualities: good, cheap and fast.  However, it will never possess all three qualities. 

Ease of Acquisition:  If a small business has nothing, it's difficult. If the owner has personal assets, the hard part is putting them at risk of collection.  However, for a small business owner that does so is the rite of passage to both success and failure. 

Range of Funds Typically Available:  Varies widely depending on many variables. 

Equipment Leasing

Equipment leasing is a loan in which a lender buys and owns equipment and then "rents" it to a business at a flat monthly rate for a specified number of months.  At the end of the lease, the business may purchase the equipment for its fair market value (or a fixed or predetermined amount), continue leasing, lease new equipment or return it. 

Appropriate for:  This type of financing is appropriate for any business at any stage of development.  For start-up businesses with no revenues, small-ticket leases, those of $100,000 or less, are feasible on the personal credit of the founders or owners -- if they are willing to make the monthly payments.

Supply:  The supply of equipment financing is abundant.  Of the billions of dollars individual and institutional investors pour into the capital markets each month, a good hunk finds its way to leasing companies that use these funds to purchase equipment for small businesses.  With more and more money flowing into the small business markets, leasing companies are flush with capital.  As a result, leasing companies are eager to do business and respond to competition with lower monthly rates.

Best Use:  It is best used for financing equipment purchases.  Leasing options can also finance the costs often associated with equipment purchases, such as installation and training services. 

Cost:  Equipment lease financing is generally more expensive than bank financing, but in most instances it's more easily obtained. 

Ease of Acquisition:  For small businesses, it is easier to obtain leases of less than $100,000.  An application for a small-ticket lease is generally no more complex than a credit card application.  Equipment leases for more than $100,000 require detailed financial information from the small business, and the leasing company conducts a more thorough credit analysis than it would for a smaller transaction. 

Range of Funds Typically Available: The range of funds for equipment leasing is unlimited. 

Community Development Financial Institutions (CDFIs)

Community Development Financial Institutions (CDFIs) primarily provide loan financing to businesses in areas that need economic development.  A CDFI is a unique entity that was established to provide credit, financial services, and other services to underserved markets or populations.  CDFIs make loans that are generally not bankable by traditional industry standards.  Under the general definition of a community development financial institution as set forth by the Community Development Financial Institutions Fund at the U.S. Department of the Treasury, a CDFI has a primary mission of community development, serves a target market, is a financing entity, also provides development services, remains accountable to its community, and is a non-government entity.

Appropriate for:  This type of financing is for start-ups to established businesses that can demonstrate the ability to repay a loan but whose loan proposal is not bankable because of past credit problems, the size of the loan request, limited equity from founders or limited collateral.

Supply: The supply of Community Development Financial Institutions is good.  There are nearly 1,000 CDFIs in urban, rural and reservation-based communities with billions of dollars to lend to small businesses.  Unfortunately, despite their numbers, CDFIs can be difficult to track down because they aren't as well publicized as mainstream financing sources.  The best way to find them is by networking with other entrepreneurs, local businesses, and governmental offices. 

Best Use:  It is best used for starting a new business or expanding an established one.  Also, the application of the proceeds can create community job creation through the introduction or preservation of a service that is vital to a community or stabilizing a community in decline. 

Cost:  Most CDFI loans are priced according to the individual risk or the business as opposed to the cost of funds.  Since CDFI loans tend to be riskier than conventional bank loans, they may cost more as well.  Typical pricing may be from 0.5 to 3 percentage points higher than conventional loan rates, but, in some instances, CDFI loans may be less expensive than mainstream financing.  For example, a CDFI loan for a child-care facility is generally less costly than conventional loans or credit. 

Ease of Acquisition:  This type of financing is easier than commercial lenders, but challenging, since for loans, a company must still undergo the scrutiny of traditional credit analysis.  The difficulty of securing CDFI financing is sometimes compounded by the relatively conservative focus and agenda that Community Development Financial Institutions may maintain. 

Range of Funds Typically Available:  The range of funds can be anywhere from $2,000 and much higher.  In fact, the National Community Capital Association reported an average member loan of $11.4 million. 

Microloans

The Microloan Program was developed by the Small Business Administration (SBA) in 1992 to increase the availability of very small loans to small-business borrowers.  It achieved permanent status in 1997.  The program uses non-profit intermediaries to make loans to new and existing businesses.  The average loan size is about $13,000.  Applications for Microloans are submitted to the local intermediary and all credit decisions are made on the local level.  Since 1992, this program has accounted for more than 12,500 loans totaling more than $112 million.

Appropriate For:  Microloan funds may be used for working capital, inventory, supplies, furniture, fixtures, machinery and equipment for small businesses. 

Supply:  Microloans are available from private, non-profit intermediaries. Currently, the program is administered by 170 non-profit organizations serving their communities in nearly every state, plus Washington, DC.  According to the SBA, there is a sufficient supply of funds due in part to a self-sustaining revolving fund.   

Best Use:  The loans are best used for startup businesses with lower capital requirements and limited operating history.  Microloan borrowers may benefit from the intermediary's expertise in business.

Cost:  The cost of microloans is negotiable with the intermediary, but rates tend to be higher than standard business loans. Most loans are collateralized by equipment, contracts, inventory or other property and require personal guarantees from the small business. 

Ease of Acquisition:  Microloans are extremely good source of funds for small businesses that have never borrowed from a conventional bank.  Microloans provide a source of smaller loans that many banks are reluctant to service, especially as a business loan.  However, one of the difficulties in obtaining microloan funding lies in the non-profit intermediary distribution system.  These intermediaries distribute funds in their own communities and/or regions, so if one does not exist in the small business area, SBA microloan financing may be difficult to get.  If this is the case, there are other microloan programs that are often backed by state and local governments. 

Range of Funds Typically Available:  Microloans can be less than $100 to a maximum of $35,000.  The average loan size is about $13,000, with an average loan maturity of 42 months.  The maximum term for this type of loan is six years.

Asset-Based Loans

Asset-based loans are usually from commercial finance companies, as opposed to banks, that are offered on a revolving basis and collateralized by a business’s assets, specifically accounts receivable and inventory.  In asset-based lending, the quality of the collateral becomes pre-eminent in determining the creditworthiness of the customer.

Appropriate for:  Asset-Based loans are for businesses that may be rapidly growing, highly leveraged, in the midst of a turnaround or undercapitalized.  In addition, asset-based financing works only for businesses with proven accounts receivable, and a demonstrated track record of turning over their inventory several times each year. 

Supply:  Overall, the supply of asset-based financing is vast.  A large number of commercial finance companies, as well as many conventional banks, have massive pools of capital to lend to businesses.  However, for asset-based loans of $500,000 or less, the market is considerably smaller.  The reason for this is most asset-based lenders would prefer to make larger loans because the cost to monitor an asset-based loan is generally the same whether it's large or small.

Best Use:  The best use for asset-based loans is for financing rapid growth in the absence of sufficient equity capital to fund receivables and inventory.  Asset-based loans are well suited for manufacturers, distributors and service companies with a leveraged balance sheet whose seasonal needs and industry cycles often hamper their cash flow.  Asset-based loans can also be used to finance business acquisitions. 

Cost:  Asset-based loans are more expensive than conventional bank financing, since asset-based lenders generally have higher expenses than bankers.  Still, pricing is competitive among asset-based lenders.  Small asset-based loans typically run from 12 percent to 28 percent, which can be rather pricey. 

Ease of Acquisition:  Small businesses can obtain asset-based loans comparatively easy if they have good financial statements, good reporting systems, inventory that is not exotic, and customers who have a track record of paying their bills on-time.  If the business does not have any of these attributes, then the path to an asset-based loan will be challenging. 

Range of Funds Typically Available:  Asset-based loans range anywhere from $250,000 to $1 million from small finance companies and financial institutions.  Larger lenders tend to specialize in financing amounts of $1 million and greater. 

Bank-Term Loans

Bank-term loans are the basic business commercial loan.  They typically carry fixed interest-rates, monthly or quarterly repayment schedules, and include a set maturity date.  Bank-term loans tend to be classified into two categories: 

Intermediate-term Loans 

 Usually running less than three years, these loans are generally repaid in monthly installments from a business's cash flow.  According to the American Bankers Association, repayment is often tied directly to the useful life of the asset being financed. 

Long-term Loans 

These loans are commonly set for more than three years. Most long-term loans are between three and 10 years, and some run for as long as 20 years.  Long-term loans are collateralized by a business's assets and typically require quarterly or monthly payments derived from profits or cash flow.  These loans usually carry wording that limits the amount of additional financial commitments the business may take on (including other debts, dividends, or principals' salaries), and they sometimes require that a certain amount of profit be set-aside to repay the loan.

Appropriate For:  Bank-term loans are for established small businesses that can leverage sound financial statements and substantial down payments to minimize monthly payments and total loan costs.  Loan repayments are typically linked in some way to the item(s) financed.  Term loans require collateral and a relatively rigorous approval process but can help reduce risk by minimizing costs.  Before deciding to finance equipment, the business should be sure they can make full use of ownership-related benefits, such as depreciation, and should compare the cost with that type of leasing. 

Supply:  The supply of bank-term loans is extremely abundant but highly individualized.  The degree of financial strength required to receive a loan approval can vary considerably from bank to bank, depending on the level of risk the bank is willing to take on. 

Best Use:  The best use for bank-term loans are for construction; major capital improvements; large capital investments, such as machinery; working capital; and purchases of existing businesses. 

Cost:  The cost of this type of financing is inexpensive if the borrower can pass the financial litmus tests given by the bank.  Rates vary from bank to bank, making it worthwhile to shop, but the rates generally run around 2.5 points over prime for loans of less than seven years and 3.0 points over prime for longer term loans.  Bank-term loan fees totaling up to 1 percent are common, with higher fees on construction loans. 

Ease of Acquisition:  Bank-term loans are challenging but sometimes a moderate challenge when smaller amounts are involved with the financial request. However, for loans more than $100,000, a small business would need a complete set of financial statements and must undergo a complete financial analysis by the lending institution. 

Range of Funds Typically Available:  Bank-term loans usually start at $25,000 and go from that amount.

Conclusion

In a small business, financial resources are often viewed as the major factor that limits its start-up or growth potential.  It is up to the individual business which financing option is best for their success and growth.  There are two methods of improving the small businesses financial base:  (1) grow gradually and let the net income fund additional growth and (2) seek external funds, such as debt and equity funding.  Either approach will consume time and energy for small business entrepreneurs.  However, every small business will experience rejections and hardship on their way to success. 

There are several recommendations that many small businesses should follow to be successful.  First, a successful business should always think through business decisions by producing a complete and effective business plan.  Some of the most important things that a start-up business should do are to create a business plan, feasibility study, and do their homework.  Second, small businesses should find sufficient working capital and financing before starting the venture and ensure that it manages the finances efficiently.  The small business should establish tight financial controls; good budgeting practices; and accurate bookkeeping and accounting methods that are backed by an attitude of frugality.  Third, owners and managers of small businesses should possess the professional skills and knowledge on how to run a competitive business.  If they do not, the business managers should enroll in educational business courses or seminars at a local college or university.  Fourth, the founders and managers of the business should be determined and committed to the business throughout the development and growth cycle.  Fifth, the business should conduct a complete market analysis before producing or offering the product or service.  Finally, the small business should always be on the lookout for great opportunities because much of the success of a small business is being at the right place at the right time.
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