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Executive summary
Funding is not a contest to obtain the largest cheque; it is a choice about risk, control, repayment, timing and 
future options. U.S. Federal Reserve survey data illustrate how varied real-world financing is: among small 
employer firms in the 2025 survey, 62% reported regularly using credit cards, 44% loans and 36% lines of 
credit, while smaller shares used trade credit, leases, merchant cash advances or factoring.[1] Sixty percent of 
firms had applied for financing in the prior 12 months; 42% of applicants received all the financing sought, 
36% received some or most, and 22% received none.[1] These figures are not a recommendation for any 
product. They show why founders need a framework that starts with the use of funds and cash-flow profile, 
then compares the economic and governance costs of each route.

Intended audience and questions addressed
Founders, owner-managers and business leaders considering external capital for startup, working-capital, 
asset, expansion or acquisition needs. The paper is educational and does not provide individualized financing, 
securities, tax or legal advice.

 How do debt and equity differ in control, cash-flow burden and downside?
 When is bootstrapping an advantage rather than merely a constraint?
 What should founders understand about SAFEs, convertible notes and securities crowdfunding?
 Which questions should be answered before approaching a lender or investor?

1. Start with the financing job to be done
The same funding product can be appropriate for one use and poorly matched to another. Inventory with a 
predictable payback period may be financeable with short-duration working capital; an uncertain research 
program may be badly suited to mandatory monthly debt service; a property or equipment purchase may 
justify longer-duration secured finance. The SBA similarly emphasizes that there is no one-size-fits-all 
financing solution and distinguishes self-funding, investors and loans as different choices with different effects 
on control and risk.[2]
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Figure 1. The capital-choice sequence

Six questions to answer before comparing financing products.

Source: Original BizNewsFeed framework informed by SBA and SEC small-business guidance [2,4,7].

Takeaway: Founders can reject many unsuitable products before discussing price simply by matching capital structure to 
purpose, runway and cash flow.

2. The real-world financing mix is diverse
The Federal Reserve’s 2025 Small Business Credit Survey covered 6,525 U.S. employer firms in a nationwide 
convenience sample. It found that 86% used financing on a regular basis, most commonly credit cards and 
loans.[1] Because respondents could select multiple products, the categories overlap. The chart is best 
interpreted as a view of the financing toolkit used by small firms, not as market share or evidence that one 
product is superior.

Figure 2. Financing products used regularly

Share of surveyed U.S. small employer firms reporting regular use of selected financing products in 2025.

Source: Federal Reserve Banks, 2026 Report on Employer Firms [1].

Takeaway: Small firms commonly combine products; the decision is often about a financing stack, not a single source.
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3. Compare the main capital families

Option Economic cost Cash-flow burden Control / dilution Best fit
Important 
limitation

Bootstrapping / 
retained earnings

Opportunity cost of 
founder or business 
cash

No contractual 
payment

No external dilution Early validation; 
profitable growth

Concentrates risk 
and can slow growth

Bank / term debt
Interest, fees, 
possible collateral

Fixed or variable 
repayment

Usually no ownership 
dilution

Predictable cash 
flows; assets; 
working capital

Repayment 
continues if growth 
disappoints

Line of credit
Interest on drawn 
balance plus fees

Flexible but still 
repayable Usually no dilution

Seasonal or short-
cycle working capital

Limits can be cut; 
rates can change

Equity / venture 
capital

Dilution plus 
expected investor 
return

No scheduled 
repayment

Ownership and 
governance shared

High-growth, high-
uncertainty 
opportunities

Expensive if 
company becomes 
very valuable

SAFE / convertible 
note

Future dilution; note 
may also accrue 
interest

Often deferred until 
trigger / maturity

Future ownership 
consequences

Early-stage rounds 
when valuation is 
difficult

Terms can create 
cap-table complexity

Securities 
crowdfunding

Platform, disclosure 
and legal costs; 
dilution if equity

Depends on security Can add many 
investors

Community-backed 
or broad investor 
reach

Regulated offering; 
disclosure obligations

Revenue-linked / 
sales-based finance

Contractual share or 
multiple of revenue

Payments vary with 
revenue

Usually limited 
dilution

Businesses with 
recurring, visible 
revenue

Effective cost can be 
high; terms vary 
widely

Table 1. Capital comparison matrix. Source: original synthesis from SBA and SEC descriptions [2-6]. Revenue-
linked finance is included as a general commercial category; product terms and legal treatment vary by 
provider and jurisdiction.

4. Debt: preserve ownership, accept repayment risk
Debt is borrowed money that must be repaid under agreed terms, typically with interest.[5] Its central 
advantage is that it generally does not require surrendering ownership. Its central risk is symmetry: the 
lender’s contractual claim remains even if the business misses its growth plan. The Federal Reserve survey 
found that 59% of firms with debt used a personal guarantee and 51% used business assets as collateral, 
highlighting that “non-dilutive” does not mean “low-risk” for owners.[1]

Government-backed programs can alter availability and terms without changing the basic economics of debt. 
The SBA’s 7(a) program, for example, guarantees loans made by participating lenders and permits financing for 
working capital, equipment, real estate, refinancing and certain ownership changes; the program’s maximum 
loan amount is $5 million, subject to eligibility and lender underwriting.[3] This is U.S.-specific and should not 
be generalized to other countries.

5. Equity: absorb uncertainty, share upside and control
Equity investors provide capital in exchange for ownership. Unlike conventional debt, equity does not 
normally require scheduled repayment, making it structurally better able to absorb uncertain timing. The 
trade-off is dilution and governance: successful outcomes are shared, and investors may obtain voting, board 
or protective rights. SBA guidance notes that venture capital typically targets high-growth companies, invests 
for equity and often involves active participation in the company.[2]
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Founders should model dilution across more than one round. A small percentage sold today can become more 
consequential after option-pool increases, future financings and conversion of outstanding instruments. “No 
monthly payment” is not the same as “free capital”; the economic cost is the future ownership and decision 
rights transferred.

6. SAFEs and convertible notes: simple labels, consequential terms
The SEC describes a convertible note as a loan that can convert into another security, commonly preferred 
stock after a future financing, and a SAFE as an agreement promising future ownership if specified triggering 
events occur.[5] These instruments can defer a difficult valuation negotiation, but they can also make the cap 
table harder to reason about when multiple rounds have different valuation caps, discounts, conversion 
mechanics or seniority. Founders should model conversion outcomes rather than treating the instrument 
name as the economics.

7. Crowdfunding: distinguish rewards from securities
“Crowdfunding” covers different legal and economic models. Reward crowdfunding can involve preorders or 
non-financial perks. Securities crowdfunding involves investment contracts and regulation. Under U.S. 
Regulation Crowdfunding, eligible companies may raise up to $5 million in a 12-month period through an SEC-
registered broker-dealer or funding portal, with issuer disclosures and investor limits that apply.[6] Other 
countries have different regimes. A global audience should check the rules where both issuer and investors are 
located.

8. A disciplined capital decision
Before seeking capital, calculate the amount and timing from a cash-flow model rather than a round-number 
target. The SEC’s “Ready to Raise CAPITAL” guidance recommends keeping cap tables and financial 
statements current, calculating runway needs and explaining how proceeds will be used.[7] Founders should 
stress-test at least three cases: base, downside and delayed financing. If a financing structure fails in a 
plausible downside case, it may be too brittle even when its headline cost appears attractive.

9. The headline price is not the total cost
Founders often compare financing using a single headline number: an interest rate, valuation, discount or 
revenue multiple. That can hide the terms that determine the actual economic outcome. Debt cost can include 
origination fees, unused-line fees, variable-rate exposure, prepayment conditions, collateral and personal 
guarantees. Equity cost depends on dilution, liquidation preferences, anti-dilution provisions, participation 
rights, option-pool treatment and governance rights. Convertible instruments add another layer because the 
eventual ownership transfer depends on future financing terms and conversion mechanics.[5]

A practical comparison converts each proposal into cash flows and ownership outcomes under the same 
scenarios. For debt, model total cash paid and liquidity headroom. For equity, model founder and employee 
ownership after the proposed round and at least one plausible future round. For hybrid products, model both. 
The goal is not to force every structure into one perfect metric; it is to expose which assumptions make a 
proposal attractive and what happens if those assumptions fail.
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Reader checklist: before accepting capital
 Define the exact use of proceeds and the milestone the funding should reach.☐

 Build a monthly cash-flow forecast including repayment or expected dilution.☐

 Model a downside case with slower revenue and a delayed next round.☐

 Identify personal guarantees, collateral, covenants and default triggers.☐

 For equity or convertibles, model ownership after conversion and a future round.☐

 Compare total economic cost, not only headline interest or valuation.☐

 Confirm securities, lending, disclosure and solicitation rules in each relevant jurisdiction.☐

 Use qualified legal, tax and financial advisers for transaction-specific decisions.☐

Conclusion
Good capital is capital whose obligations match the business. Bootstrapping maximizes control but 
concentrates risk and may constrain speed. Debt preserves ownership but demands repayment capacity. 
Equity absorbs uncertainty but shares future value and governance. Convertibles and SAFEs postpone parts of 
the valuation decision rather than eliminating economics. Crowdfunding can widen access while adding 
disclosure and compliance obligations. A founder’s strongest negotiating position begins with a clear use of 
funds, credible financials, modeled downside and a willingness to reject capital whose structure does not fit 
the company.

Research method and limitations
This paper synthesizes U.S. Federal Reserve small-business survey evidence with official SBA and SEC 
educational guidance available as of 12 September 2026. The quantitative chart is U.S.-specific and derives 
from a convenience sample rather than a random sample; it should not be used to infer exact population 
prevalence in other countries. Financing law, tax treatment, pricing and investor rights vary widely by 
jurisdiction and transaction. The paper intentionally avoids recommending a particular product or provider.
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Appendix A. Underlying chart data
Product Share using regularly Survey context

Credit card 62% U.S. employer firms, 2025 SBCS

Loan 44% U.S. employer firms, 2025 SBCS

Line of credit 36% U.S. employer firms, 2025 SBCS

Trade credit 19% U.S. employer firms, 2025 SBCS

Lease 14% U.S. employer firms, 2025 SBCS

Merchant cash advance 7% U.S. employer firms, 2025 SBCS

Factoring 3% U.S. employer firms, 2025 SBCS
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