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UNDERSTANDING THE OPTIONS
FOR FUNDING YOUR BUSINESS

What is the best solution?

Maybe it’s an idea for a new business that you’ve been nursing for years, and you’re
finally ready to make it a reality. Or maybe you’ve found an existing business for sale
that you are convinced you can make even more successful as its owner. Or, there’s
a franchise operation that you’ve been watching and admiring, and now you’ve
decided that you want a piece of the action.

No matter which of these scenarios applies to your situation, there is one crucial
common denominator: the need for funding. And just as businesses come in all
shapes and sizes, so do the options for funding them. Based on your timeline, risk
tolerance, credit history, and other factors, the best option for you might be a single
solution or a combination of several options.

With so many options available for funding a new business, it’s more important than
ever to ensure your funding strategy is appropriate for your individual needs. One
mistake entrepreneurs often make is underestimating their capital requirements.

As a result, undercapitalization remains one of the most common reasons businesses
fail today. Many entrepreneurs believe they only need sufficient capital to cover their
startup costs and open the doors, then after that their customers will keep them open
and profitable. Unfortunately, that is not often the case. Every new business has a
“breakeven” point — that moment when the cash they receive as revenue is finally
sufficient to cover all of the operating expenses. Until that moment, the business has
to operate at a “loss”. There must be adequate working capital available to get the
business to “breakeven” and beyond. Often that “breakeven point” is much further
down the road than the owner anticipates and his or her resources are not sufficient
to get him there.

Fortunately, today there are a variety of funding programs available to suit every
entrepreneur’s unique funding needs. Understanding all of your options and the pros
and cons of each is the first step in determining the best way to fund your business
venture. The following pages detail several of the most popular options.
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FUNDING STRATEGIES

Making the Right Choice for Your Business Needs

There are many things to take into account when planning your short- and long-term
funding strategy. Below are some common questions one should consider when
not only formulating the right funding plan, but when determining how to avoid the
wrong one.

Are you buying an existing business vs. a
startup?

Do you have the cash necessary to cover the
capital injection needed for most loans?

What are your short-term and long-term
goals?

What is your exit strategy?
How long will you own the business?
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SMALL BUSINESS ADMINISTRATION

(SBA) LOANS

The SBA’s mission is to help entrepreneurs start or grow their business, and an SBA
loan may provide the longest-term and lowest-interest loan available for your
business. The most common one for small business owners is the 7(a) program,
which is more generally focused on helping small businesses start and grow.

How it Works

The SBA does not directly lend money to business owners. Instead, small business
owners secure an SBA loan through an authorized SBA lender (such as a bank), and
the SBA provides the bank a guarantee for a portion of the loan; thereby mitigating
some of the risk and incentivize financial institutions to lend money to small
businesses.

The Pros

o Typically offer more attractive payment terms and interest rates than other
types of loans

o Lower down payments

« Funding available from $5,000 to $5 million (only non-profits can offer
microloans under $50,000)

e Typical loan terms of 7-10 years, up to 25 years available if the project involves
real estate (this is generally longer than conventional loans)

» No prepayment penalty on loans with a term of less than 15 years

The Cons

o Complex and lengthy application process requiring significant documentation
« Cash injection of 20% typically required (Note: ROBS/401(k) rollover funding can
be used to satisfy this requirement)
« Stringent monitoring of the use of loan proceeds
o Strict acceptance criteria based on the 5 “C’s™:
o Character: Past payment history, no criminal record
Cash flow: Business must have sufficient cash flow to cover debt service
Credit: FICO score
Collateral: Assets available to secure the debt should you default on the loan
Conditions: Economic environment
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SMALL BUSINESS ADMINISTRATION

(SBA) LOANS

Another popular SBA loan program is the CDC/504 Program, which offers long-term
financing used to acquire real estate or equipment for expansion or modernization.
The borrower is expected to inject 10% of the project cost, the SBA provides an
additional 40% of the project cost by selling debenture bonds, and the bank holds a
mortgage for the remaining 50% of the project. Most 504 projects are in the $200K
to $5 million plus range.

No matter which type of SBA program you decide to apply for, keep in mind that the
process is very complicated. Because different lenders have different credit boxes
and different “appetites” for a business owner’s concept and a borrower’s profile,
knowing which lender favors the concept you’re interested in (and would favor you
as a borrower based on your financial and personal history) is vital to ensuring you
don’t waste your time going to the wrong banks only to be denied.

Because of this, you will find that securing an SBA loan will go more smoothly with
the assistance of a firm that specializes in small business funding and is
experienced in working with many different types of lenders. This type of partner
can assist you with the entire SBA loan process, from application through closing.

What is the SBA Loan Process?

On average, the SBA loan process - from packaging to loan submission, to approval
and closing - will take 60-90 days.

CHECKPOINT 1 CHECKPOINT 2 CHECKPOINT 3 CHECKPOINT 4 CHECKPOINT 5

g P Loan Guidance :
Pre-Qualification & Processing Bank Proposal Bank Approval Loan Closing
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CONVENTIONAL LOANS

Conventional loans can be provided by bank and non-bank lenders, but are not
guaranteed by the SBA or other government entities. Any small business or
franchise can apply; however, they can be difficult to obtain for startup businesses.
Approval depends largely on the overall credit risk of the business.

How it Works

With conventional loans, the interest rate, term length, and loan amount depend on
your credit rating and business revenues. Some of the most popular conventional
loans include term loans and commercial real estate mortgages. The lender,
whether it’s a big bank, community bank, credit union, or other type, will typically
require you to share an extensive amount of financial information, including:
personal credit history, the financial background of the business, future growth
plans, and any other relevant information.

The Pros

o Several options are available: term loans, commercial real estate mortgages,
factoring, etc.

o Shorter closing times than SBA loans, in most cases

 If successful in securing a loan, it becomes easier to get loans renewed or
increased

« Suitable for a wide range of business purposes (there is a little more freedom on
what you can do with the money)

The Cons

o Extensive paperwork is required to process the loan

o Typically require collateral, good credit, and a personal guarantee from the
business owner

e Many lenders don’t like to work with small businesses that need smaller dollar
loans

o Shorter repayment time than SBA loans

o Potential prepayment penalties

e Approval rates are fairly low
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SECURITY BACKED LINE OF CREDIT

This type of loan is backed by securities held in an investment portfolio. It is similar
in concept to a home equity loan, but rather than the loan being backed by the
equity in your home, it is backed by the securities held in your investment portfolio.

How it Works

Whether you want to launch a new business, expand one you already have, or
utilize a bridge loan, this type of funding can provide you with the immediate
funds to do so by allowing you to collateralize your investment portfolio, without
disrupting your long-term investments, asset allocations, or creating unexpected
tax consequences.

The Pros

o Cash needs are satisfied without selling securities/assets/investments

o Keep your long-term investment strategy in place, with all investments remaining
in your name

e You keep all the appreciation and dividends from your portfolio

« Easier to obtain and have lower rates than other alternatives (SBA loan,
unsecured loan, and other forms of credit)

» Avoid selling stocks and generating capital gains

e Typically receive approval within 48 hours and are fully funded within 10 days

o Ability to borrow 70%-95% of investment portfolio

The Cons

o Security-backed lines of credit can be risky since market fluctuations could
cause the value of pledged assets to decrease

« If the market value of pledged securities drops below certain levels, payment
may be required, or you could be made to sell securities to maintain equity
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HOME EQUITY LOANS

Although becoming less common, some entrepreneurs still rely on their biggest
asset for cash - the equity in their homes - to finance a franchise or business
purchase.

How it Works

Home equity loans remain relatively easy to obtain, assuming you have the required
equity in your home, as well as good credit and income for repayment, but the
requirements have tightened up recently. There are two types of home equity loans:
a standard home equity loan that is just like a regular mortgage in that you borrow a
single lump sum and repay at a fixed monthly rate; and a home equity line of credit
(HELOC), where you have access to borrow smaller funds—when needed—up to a
predetermined fixed amount. The best option for business owners depends on the
type of business or franchise you choose.

The Pros

o Easier process and lower interest rates than other non-secured options
e Interest is most likely tax-deductible, but cannot be used as a business expense

The Cons

e If you don’t have equity in your home, this option is not available to you

« HELOCs can have variable interest rates (based on the prime rate) that can
make your monthly expenses unpredictable

» Risky, especially if there is another housing market collapse

« Your home is at risk if you fail to make payments (and your business, too)

» There are typically closing costs and fees, which can vary greatly by lender
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EQUIPMENT LEASING

With this type of funding, you can finance up to 100% of the value of the equipment
needed to start or run a business, including: computers, office furniture, company
vehicles, machines, or special service equipment. This option typically includes a
buyout for $1 at the end of the lease.

How it Works

Most businesses can qualify for this type of financing, but the loan amount and
interest rate are determined by the value of the equipment, business history and
credit score. By leasing equipment, you’ll have less initial costs than if you were to
purchase outright, as well easier, more predictable payments.

The Pros

 If you need a piece of equipment whose technology becomes obsolete quickly,
leasing is usually a better option because you can acquire updated technology
more easily

» Allows you to conserve capital, thereby potentially allowing better cash flow

o Simple application and quick approvals

e Typically, only need the first month’s payment upfront

o Perfect credit is not necessary

o Potential tax advantages

The Cons

e Could tie up credit so you can’t apply for other loans
o Leasing oftentimes costs more in the long run
e Doesn’t build equity in the equipment since you don’t own it
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SELF FUNDING STRATEGIES

Self-funding strategies allow candidates to utilize current assets without taking on
any debt or interest. This strategy can come in the form of turning to family and
friends for capital, using your savings accounts, or even tapping into your 401(k).

Using Personal Savings/Cash

Most people start their business by trying to fund it on their own, tapping their
personal savings or friends, or family. Unfortunately, the costs of most businesses
often exceed the amount one may have access to via their own personal
savings/cash.

While using this source of funding avoids debt, interest, and cost, there are some
other factors to consider. Your personal cash is post-tax, meaning that at some
point, this money was earned at a higher amount than the actual amount sitting in
your accounts. You may want to avoid using post-tax cash as your investment
method, as it can be used for any needs. There are also specific tax considerations
to keep in mind when exiting the business, and how gains on the sale of the
business will be taxed.

Using Your Retirement Funds

It’s a common misconception that you can only use your retirement funds to
purchase investments like publicly traded stocks, bonds, or mutual funds. In
reality, you can use most retirement plans to buy a business. However, many do
not pursue this as an option because of the potential tax and penalty
consequences.

Due to the significant tax advantages, many individuals have their savings locked
away in retirement plans such as IRAs and 401(k)s, which carry severe penalties
and tax consequences for early withdrawal.

For example, as shown in the illustration on the next page, if you have $200k in
an IRA or 401(k), and take an early withdrawal, you may be required to pay a 10%
penalty and as much as 30% in ordinary income taxes, leaving you with only
$120k of your original $200k.

BENETRENDS FINANCIAL
INNOVATIVE FUNDING STRATEGIES




USING YOUR RETIREMENT FUNDS

What if you just withdraw the money for funding your new
business?

$$ AN ¢
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100% Retirement -10% Early -30% Income Only 60% left for
Funds Withdrawal Penalty Tax Business Funding

In reality, you can use most retirement plans to buy a business, tax-deferred and
penalty-free. Tens of thousands of entrepreneurs have used their retirement
savings as a viable resource for funding. Before considering how that option works,
let’s look at an example of working with retirement funds in the corporate world:

What If You Switched Jobs?

Have you ever rolled your retirement =
from one employer to another? ::E ﬁ '

Did you have to pay taxes or penalties?

With Your Employer Plan, Have you.... ?’O‘fi

/]
Participated in an employer’s retirement plan that allowed you " & & %
to purchase stock in the company through your retirement plan? 2 < 9 )

Did You Know.... -

That the proceeds from that sale of L B -
stock become company assets that can @ |_‘ - 9 —-
be used to fund their business needs? | EE 1

Using these common business practices makes up the two key pillars of this
funding strategy. Rolling over funds from one qualified plan to another, AND a
corporate structure that allows a plan to own stock in the corporation. This combo
is used to create the structure of Rollover for Business Start-up business funding,
also known as ROBS.
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USING YOUR RETIREMENT FUNDS

The 4 Easy Steps of ROBS

STEP ONE STEP TWO STEP THREE STEP FOUR

$ ($)

/=

Create a Design New Rollover Bank Fund Your New
C-Corporation Qualified Plan Process Business!

Establish a We will then design Rollover current Your new
new c-corporation the customized retirement plan corporation
with a new quality retirement funds into your new now has the
customized plan to best suit corporation’s capital to start
retirement plan your corporation customized operating

retirement plan.

The Benefits of ROBS

e Invest retirement funds in your business tax-deferred and penalty-free

» Use a safe, proven plan based on long-standing IRS provisions

e Optimize business equity and improve cash flow position from the start

o Accelerate business profitability by eliminating or reducing interest and debt

e Use the funds to pay yourself a salary from the start

e No interest payments or repayment of loans

o Secure funding fast - typically in two to three weeks or less

o Powerful wealth-building vehicle - build for the future and protect your profits
« Not dependent on your credit score (can qualify with bad credit or bankruptcy)
e Can be used as a cash injection for an SBA loan
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USING YOUR RETIREMENT FUNDS

Transforming the World of Small Business Loans

Benetrends originated 401(k)/IRA rollover funding, helping over 20,000
entrepreneurs in the last 40+ years. ROBS allows you to use your qualified
retirement plan to purchase, or recapitalize a business or franchise, tax-deferred
and penalty-free.

Unlike other types of funding methods, your credit score, past experience, or on-
hand collateral play no role in eligibility. Instead, the main factors are the type of
retirement account and the amount of money you have in it (at least $50,000).

ROBS is also a tool for building your retirement assets. While using ROBS does
mean you’re taking money out of your retirement accounts, it also means putting
cash back in. As you work within your business and pay yourself a salary, you’ll also
be contributing a percentage of that salary into a 401(k), just like you do when
you’re an employee at any other company. This means your retirement assets will
continue to grow as you build your business.
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FIRST TIME BUSINESS OWNERS

Special Strategies for First-Time Business Owners

Considering all the costs needed to start a business, most potential business
owners find they don’t have the cash resources to purchase a business or franchise
upfront without some sort of additional funding.

If you find yourself in this position, don’t be surprised if you run into a few financial
challenges. Many lenders are typically more hesitant to approve loans if you don’t
have experience or a solid track record as a business owner.

However, oftentimes this is overcome for franchises since the bank will overlook
this for relevant experience as it relates to the franchise. Having said that, it’s not
impossible. Here are some special strategies & tips for first-time business owners:

SBA Loans

» Working with a funding partner, like Benetrends, can help avoid common hurdles
» We know what lenders are looking for and match you with the right banks, which
gets you the best terms while speeding up the approval process

Using Your Retirement Funds (ROBS)

o« ROBS may be a smart, debt-free way to finance your business
e No loan payments = cash flow positive from the start
o Support personal expenses by using ROBS to pay yourself a salary

Combination of Options

» Use ROBS as the SBA capital injection is a popular and effective strategy
» Improve approval odds and give you greater financial control as you launch

Avoiding Insufficient Funding

» Plan realistically for working capital and leave room for unexpected costs
» Ask about our Business Planning Calculator to help you better estimate how
much funding you’ll actually need

Considering a Franchise?

» Start with your franchisor—they may already have trusted funding partners
e These relationships can streamline the process and connect you with experts
who understand your brand
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MULTI-UNIT OPPORTUNITIES

Funding Strategies for Multi-Unit Opportunities

If you're planning to become a multi-unit operator, it's essential to think long-term.
The way you fund your first unit can impact your ability to secure financing for future
locations. Without the right strategy upfront, you may limit your options for
expansion later on.

Many larger franchise brands require new owners to commit to opening multiple
locations—often a “three-pack”—within two to three years. To set yourself up for
long-term success, it’s important to approach your funding strategy with future
growth in mind.

Here are a few key tips for multi-unit operators:

o Preserve liquidity early: Use the smallest capital injection allowed on your first
unit and borrow as much as you can qualify for—this gives you flexibility when
funding future locations

o Be realistic with projections: Lenders will evaluate how well you meet your
initial financial goals before approving loans for additional units

o Expect to invest more in location #2: Especially if your first unit hasn’t reached
consistent positive cash flow. Holding liquidity upfront gives you the ability to
show commitment when needed.

» Be ready to explain your timing: If your first unit isn’t profitable yet, lenders will
want to understand why you’re expanding now. Know your unit economics and
how adding a second location can improve efficiency and margins.

Questions to Consider for Additional Units:

1.Are you on target to hit your projections?
2.Have you reached and sustained cash flow positive for six months?

If you answered “yes” to both, you may qualify for a business expansion loan with
an equity injection of only 10% into the new location.

If you answered “no”, then you may still qualify for funding with a higher injection if
you are on target with your original projections.

Note that projected cash flow for the new location when combined with the existing cash flow from the current location must
provide adequate debt service ability for the total debt of all locations
BENETRENDS FINANCIAL
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FUNDING PRODUCT OVERVIEW

Within these different funding solutions, we offer a suite of custom funding

products to best match the needs of your new business. Discover the specialized
program that’s right for you by looking at the qualifications for each, the amount of
funding required, and more.

Funding Options Product Profile

SBA 7(a) Loan Program

Designed for start-up
and existing businesses.

SBA Preferred Small
Business Loan Program

Smaller amount loans
designed for startup
and existing businesses.

Securities-Backed
Line of Credit

A bank line of credit backed
by sufficient securities in
your bank account/portfolio
to use as collateral.

Equipment Leasing

An affordable way to
acquire equipment without
huge out-of-pocket costs.

ROBS 401(k)/IRA
Business Funding

Access existing retirement
funds to start or purchase
a business, tax deferred
and penalty free.

Funding available from $50K to $5M

Longer terms/amortizations available

Can be used for any legitimate business purpose (working capital,
machinery, equipment, furniture and fixtures, leasehold
improvements, building acquisition or construction, and in some
circumstances, debt consolidation)

Funding available from $50k to $150k

Interest rate: Prime + 2.75%

Closings in 30-45 days

Can be used for any legitimate business purpose (working capital,
machinery, equipment, furniture and fixtures, leasehold
improvements, building acquisition or construction, and in some
circumstances, debt consolidation)

Borrow 60% to 95% of your investment portfolio

Interest rate is usually lower than an SBA or home equity loan
Keep all the appreciation and dividends from your portfolio

Cash needs can be satisfied without selling assets, keeping your
long-term investment plan in place

Avoid paying capital gain if you have low-cost basis stock, which
you would not need to sell

$10K+

No additional collateral / Simple application

Potential tax advantages

Fixed payments and longer terms

Existing businesses & franchises, startups on a case-by-case basis

Up to 100% of existing funds are available for use

Roll over funds from a qualified retirement plan to start a business
The amount and type of retirement funds determine eligibility

No early distribution taxes or penalties

Minimizes going into debt for the start-up

No business financials are required (applies to new & existing
businesses)

Business sponsors a qualified retirement plan to create wealth

Can be used to grow business or provide additional working capital
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A FEW FINAL WORDS

Whether you’re looking to build a business from the ground up or you want to
purchase an existing business or a franchise, achieving funding will be one of your
most important and difficult challenges. Knowing your options and choosing the
best strategies for your unique situation will go a long way in ensuring the
realization of your dream. And seeking the help of a professional funding company
like Benetrends will further ensure that your business gets the best start possible.

NOTE: Every entrepreneur and situation is unique. What works for one may not be
acceptable for another with the exact same financial circumstances. To come up
with a personalized strategy that works best for you, consider consulting with a

trusted funding expert who can review your personal financial statement and take
into account your goals and preferences.

About Benetrends
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Founded
with a Purpose

Benetrends is a catalyst for
change. Our mission is to
help entrepreneurs achieve
their dreams one funding
goal at a time.

R

40+ Years Of
Funding Expertise

Benetrends was founded in
1983 by Leonard Fischer, a
leading ERISA attorney—the
original architect of penalty-

free 401(k) business financing.
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Innovative
Funding Suite

We are known for for our
401(k)/IRA retirement
funding, but we can also
help with SBA loans and
non-SBA lending options.
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A Long-Term
Partnership

So much can happen after
you secure funding. From
retirement planning to
strategic growth, we’re here
every step of the way.

Complimentary
Consultations

Get started with no risk
consultation to determine
your business goals,
financing options, and more
with one of our experts.

&>

Endless
Support & Resources

Once your funding is secure,
our partnership truly begins.
We stand behind you and
offer financial resources to
continue your success.
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Contact

Benetrends Financial
1684 South Broad Street Suite 130
Lansdale, Pennsylvania 19446

www.benetrends.com (3)
marketingteam@benetrends.com 4
(267) 498-0059 €Q
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