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Private Placements

According to the National Association of Small Business Investment Companies, Low End Equity between $250,000 to $5,000,000 is the most difficult to secure.  Entrepreneurs have faced tough challenges in trying to secure bank loans for a new enterprise.  While they are hard to attain bank loans are very attractive because they offer:

1. Low rates of interest

2. Invaluable advice

The trick is convincing the banker that you have a stable business with steady cash flow, a reliable client base and a well developed business plan.  Entrepreneurs most also be aware that banks judge credit based on the 5 C’s: character, capacity (financial strength), capital, collateral and conditions (state of the economy).

Private Placements are sought out by investors who want the help of outside investors without giving up control.  Private placements utilize mezzanine financing which is a hybrid between equity financing and a loan.  Mezzanine financing offers higher interest rates than bank loans.  It also provides access to capital through warrants, or options to buy options that can be exchanged for ownership rights. One such firm that provides mezzanine financing is Ironwood Capital, a private equity shop in Avon, Conn.  For example if your company needs a $1.5 million dollar infusion of capital to expand Ironwood may provide the financing in exchange for warrants that if converted would represent a 5% ownership stake after five years.  

Private lenders will be more inclined to provide financing to a company that has been in business for several years, or one that has already secured a big contract.  Private equity managers suggest entrepreneurs considering how much involvement they want from outside partners in terms of speeding growth, providing advice and or providing an exit strategy.
In order for small businesses to stay afloat they must have an infusion of capital.  In order to be considered for a private placement a company must have four main characteristics:

1. A vision for the future

2. Two to three years of operating results

3. An air tight business plan

4. Willingness on part of the owners to relinquish equity

Where to go for the Financing


If you are blessed enough you can always tap family and friends for capital as most entrepreneurs do in the beginning. You must be resourceful and consider approaching a venture merchant bank, an angel-capital firm or a private equity manager.  If that still seems confusing you can also approach a Private Equity Broker who can shop your business plan to potential investors such as Angel Strategies LLC in Tustin California.   

Source: “The Great Money Hunt”, The Wall Street Journal, Monday, November 29, 2004

