O Pathways to Funding

Business Financing in Canada:

What Are Your Options?

The following are a few of the more common sources for raising capital in Canada. Among other
considerations to take into account, your timeline, risk tolerance and credit history will ultimately
determine the best route for you to take to secure funding.

small

Canada Small Business Financing Loans (CSBFL).

In Canada, this type of loan is available through a
government-sponsored program called Canada Small
Business Financing Loans (CSBFL). Small businesses
can borrow up to $1,000,000 with a full 85% of that
amount guaranteed by the federal government. To be
considered a small enough business to qualify, your
entire operation's annual gross revenue needs to be
less than $10 million in the year you apply. Please note
that these loans do come with a few restrictions,
however.

Because of the considerably lower risk involved,
another advantage of a CSBFL is that banks and credit
unions are apt to lend you more money, with lower
interest rates and better repayment terms than they'd
likely otherwise approve. If you have the credit score
and track record required to secure one, a loan
sponsored through the federal government's Canada
Small Business Financing Program may very well be
your best financing option.
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Government-backed Loans, Grants and the BDC

Of all the financial products on the market, a government-backed loan
is one of the most desirable options for aspiring franchisees. These are
business loans provided by conventional
significant portion of the amount guaranteed by the federal
government. According to the RBC, this is a common type of funding for
first-time franchisees.

lenders, with a

Business Development Bank of Canada (BDC)

Another excellent source of financing is the Business
Development Bank of Canada (BDC), a Crown
corporation that operates at arm's length from the
federal government. The BDC focuses on small and
medium-sized businesses and is mandated to “create
and develop strong Canadian businesses through
financing, advisory services and capital.”

The BDC offers a wide variety of loans, grants and
other financing options to both seasoned and ‘new’
entrepreneurs (with some business/financial history),
all featuring very favourable terms and limited

personal risk.
LEARN MORE

Targeted at Specific Demographic Groups

Some other programs are also targeted at specific
demographic groups, such as military veterans,
indigenous Canadians (ABED, NACCA, AFI, etc.), recent
immigrants (IIVC, etc.), young adults (Futurepreneur),
rural areas (Community Futures), minorities (BEP, etc.)
and women (WIT, SheEO, etc.), among others.


https://innovation.canada.ca/innovation/s/?language=en_CA

Homeowners Equity Line of Credit
(known as HELOC)

This time-tested approach to start-up funding is always an option.

Understanding HELOC: Advantages:
Typically, this is based on the equity you have in your This option has several advantages to a traditional

home or other properties. Usually if you are in good loan.
standing with your financial institution and are * lthasthelowestinterest rates.

* This is usually an interest only loan. That means as
you start your business you only need to pay the

interest each month not a fixed principal amount.
* You can pay down the loan at any time without

penalty.

currently working when you apply, you should be able
to free up approximately 40 % of your equity with the
major banks. At secondary institutions, they may allow
you a larger equity line but interest rates might be
higher also.

Financial Institution Loans

If you have good credit, a reasonable down-payment, and a history of
successful business ventures, you may qualify for a conventional bank
loan.

A bank will of course want to review your business plan and personal credit history to assess your ability to
repay the credit you're seeking. The stronger your financial history and the higher your credit score, the better
the terms and interest rate they'll be prepared to offer you.

Personal Line of Credit

Typically, this is similar to the advantages of a HELOC. If you have a
good relationship with your financial institution and credit history,
you may qualify for a personal line of credit. You are not required to
have any assets assigned as collateral as this is known as Unsecured
Loans. They tend to be lower amounts and slightly higher interest
rates versus a HELOC.

Personal Asset Based loans

This is usually when an individual has stocks or other assets that can
theoretically be converted to cash. If you are working at the time of
applying, the financial institutions might allow you to use this as
collateral for a loan. This would allow you to retain the asset and not
be forced to liquidate.



Life Insurance Value

Many clients have paid up life insurance plans that were purchased
several years ago they can be liquidated, or you can borrow from the
insurance company against the book value. Usually this is a favorable
rate.

Business Partners or Investors

It's entirely possible you have all the skills, drive and talent to make
your franchise a rousing success, but you may lack the money to get
the business up and running. If this is your situation, consider joining
forces with a money partner or angel investor.

While it takes careful consideration to determine if you may want to relinquish a portion of your business in

order to secure the funds required to get into the business, it could well be the deciding factor of you owning a
franchise or not.

| Alternative Lenders/Venture Capitalists

If you lack the requisite credentials to secure funding from a
conventional lender, there are alternative lenders you perhaps can
turn to.

As a rule, these lenders often have less stringent There are several options to secure financing for a

requirements and offer shorter turnarounds than new business. It should be noted, however, as a new

traditional financing options. Alternative lenders are business without assets, financial institutions are

sometimes more flexible than banks and credit unions reluctant to offer traditional bank loans. Once your

with respect to rates and repayment terms as well. new business is up and operating and has a steady
cash flow, a more traditional bank loan may be
available if wanted.

Equipment Leasing/Financing Services

Depending on the franchise, you may need to invest in equipment.
Sometimes, these pieces are available to lease through the
franchisor, but you may need to seek out a third-party supplier if not.
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Franchisor Financing

This might be a great place to start your quest for financing. If it is
offered, your franchisor will supply you with everything you need to
get started, becoming a “one-stop shop” of sorts for your franchise
business. It certainly simplifies things.

When your funding is coming directly from a Some franchisors also offer discounts to veterans,
franchisor, the lender will typically specify how much minorities, and women, so it's always wise to ask what
you can borrow, the length of your repayment term they can do for you before pursuing other financing
and most other conditions of your loan. As a borrower, options.

you don't have much leeway to negotiate, and terms

vary greatly among franchisors. Still, this is one area

where working hand-in-hand with a large corporation

can be beneficial: your franchisor understands the

business and the risks you're taking on better than

anyone, and typically has a vested interest in seeing

you succeed.

When approaching a financial institution for funding, there are a few items you can prepare to make
the process a lot easier to get a positive outcome. They include:

* A statement of your personal financial position ¢ A business plan - so the financial institution can
- outlining your assets and liabilities, monthly understand your long-term goals and business
income and expenses. strategy.

e A cash flow forecast - projecting the expected ¢ Your work and business history - which you
cash moving in and out of your franchise over the should be ready to discuss.
coming year.
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