
 

Gravity continued, “Let’s 
discuss why you need  
to understand funding 
options.” 

 

Most businesses need cash from the outside for 
several reasons. First, most businesses need money 
in greater quantities than the founders have in the 
bank. Second, many business starters believe that 
using a lot of their own money in the business clouds 
their judgment; instead, they prefer to use other 
peoples’ money. Third, even if the business is 
profitable, cash could be needed because of 
seasonal or cyclical cash dips.  

When people invest in a company, they expect to 
get something in return.  What they get for their 
money is either Equity or Debt.  Let’s talk about the 
difference between (1) equity; and (2) debt.   

1. EQUITY 

Equity financing is money (or property) that 
someone gives you for a piece of ownership of your 
company. Equity investments are often funded by 
friends, relatives, employees, customers, or 
colleagues. However, the most common source of 
professional equity funding comes from private 
equity firms. Equity is governed by a purchase 
agreement and agreements among the owners of 
the company.  

EQUITY 

ADVANTAGES DISADVANTAGES 

 No personal guaranty 

 Could be a bigger amount than debt 

 Usually no obligation to pay back the 
investment 

 Investors often join board, providing expertise 
and counsel, as well as discipline 

 “Securities Laws,” a painful spider web of red tape 

 Equity will dilute (reduce) your total ownership in 
your company 

 Investors often join board, providing expertise and 
counsel, as well as discipline 

 Investors have a right to see the books and records 
of the company at their request 

 You will have “fiduciary” duties to your investors 
(like ethics and diligence) 




