
The lending side: What to look out for

A family member or friend has asked you for

money for their business. What do you do?

Here are some things to keep in mind:

• A�orney Steve Hockfield strongly cau�ons

lenders to avoid cosigning on loans, offering

personal guarantees or lending more than

they can afford to lose. “I’ve seen many

instances where people lost considerable

money when loans they’ve guaranteed were

defaulted on,” Hockfield said. “Never put your

home up as collateral; you may lose it.”

• Insist that your borrower has “skin in the

game.” If they aren’t risking their money, why

should you risk yours?

• Review your borrower’s business plan and

be sure you fully understand what your

money is being used for and how it is going to

contribute to the success of the business.

• It’s always OK to say “No.” If you’re not

comfortable, there’s no explana�on needed.
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Before borrowing money from a friend, states a

well-worn American proverb, decide which you need

most.

Many small-business owners and entrepreneurs may not

feel they have the luxury of heeding such advice. Ini�al

startup costs, opera�ng capital and even drawing a salary

require a level of funds just beyond reach of many

businesses at various stages of their venture.

Family and friends may be willing resources to turn to

and interested in helping. But is this route a good idea?

ShopTalk spoke with several local experts about issues to

consider before borrowing from family and friends. Here

are five �ps they shared:

1. Recognize your rela�onship will change.

“The moment you borrow money from a family member

or friend,” says Lauren Cantor, a business adviser, coach

and owner of the Entrepreneur’s Source, “you are

changing the dynamics of the rela�onship. You are now

in a business rela�onship and you must treat it as such.”

Terri DeBoo concurred. She is the founder of

Ideas@Work, a local firm that assists newcomers and

others with assimila�ng and acclima�ng into the

Charlo�e business community.

“People need to be careful and expect their rela�onship

will now shi� where people feel license to weigh in,”

DeBoo cau�oned. “It is not uncommon to see a sense of

en�tlement and even instruc�on on use of the funds by

the lender. Given their investment, some people may feel

OK ques�oning your personal spending habits while you
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s�ll owe them money from a business loan.”

2. Clearly define and agree upon expecta�ons, terms

and con�ngencies.

This may seem to be a no-brainer. But failing to clearly

define terms regarding payback amounts, schedule, and

interest rates – or consider what-if scenarios – has

derailed many rela�onships.

Charlo�e entrepreneurs Andy and Robin Ciordia started

the popular confec�onary, the Secret Chocola�er,

together with Robin’s parents, Bill and Karen Dietz, in

2008. The business recently expanded to a second

loca�on and needed extra capital to upfit the new store

and purchase a significant piece of equipment to handle

increased sales volume.

“I looked to a member of an advisory board I established

for the business when we first launched,” Andy Ciordia

said, no�ng his remodel costs for the new store ran

about $20,000 and the new piece of equipment needed

was $10,000.

“The adviser owns an equipment leasing business. He

considered becoming an equity investor when we first

opened, knew our business plan well and suggested he

purchase the equipment we needed, lease it back to me

through his company, and sell it to us for $1 at the end of

the lease term. It was a great win-win solu�on with

well-defined terms executed through his business.”

Ciordia’s experience with prior startups taught him

valuable lessons regarding what-if scenarios, and the

importance of considering the possibility that things may

not turn out as expected.

“I’d rather owe you what’s agreed upon on paper than

what you think I owe you in your heart,” he said.

This leads to Tip No. 3.

3. Get it in wri�ng.

Documenta�on is crucial for business agreements. Loan

documents should be reviewed, if not prepared, by a

lawyer well-versed in business law.

“The very act of dra�ing an agreement signals an

irrevocable shi� from a personal rela�onship to a
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business one,” said Steve Hockfield, a�orney with

Charlo�e based law firm of Erdman and Hockfield LLC.

“Pu�ng all terms in wri�ng can help avoid future

misunderstandings. If you treasure the rela�onship, I’d

try and avoid this situa�on (of asking friends for money).

But I do recognize people have needs and obtaining

funds through friends and family can offer advantages.”

Hockfield ci�ed some advantages to borrowing from

friends and family, including no credit checks, no loan

fees and expedited access to funds.

4. Get independent, expert advice regarding borrowing.

One issue o�en overlooked is rethinking the decision to

take on extra debt at all.

Using borrowed money for expansion plans, owning vs.

leasing equipment, research and development

expenditures or marke�ng expenses may not be

appropriate or well-�med given the health of your

business.

Outside advice can help entrepreneurs cri�cally evaluate

whether or not borrowing makes sense or is

appropriately �med.

Ciordia seeded his advisory board with those who were

comfortable pushing back and challenging him as he

weighed alterna�ves. He also takes advantage of SCORE,

a nonprofit organiza�on comprised of re�red business

people dedicated to educa�ng entrepreneurs and

providing advice to small businesses. (Find Charlo�e

SCORE at h�p://www.charlo�escore.org.)

“I’m always solici�ng advice from others who have been

in similar situa�ons,” Ciordia said. “It’s good to get

another perspec�ve.”

The Small Business Associa�on has a Charlo�e office ( h�p://www.sba.gov/offices/district/nc/charlo�e) and

provides advice, events and workshops on funding sources and government assistance.

5. Use friends and family as a last resort for financing.

One piece of advice on which all our experts agreed was that friends and family should be lenders of last

resort.

“It adds an element of stress to the rela�onship that can make things difficult,” Ciordia said.
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The Charlo�e Observer welcomes your comments on news of the day. The more voices engaged in

conversa�on, the be�er for us all, but do keep it civil. Please refrain from profanity, obscenity, spam,

name-calling or a�acking others for their views.

Have a news �p? You can send it to a local news editor; email local@charlo�eobserver.com to send us your

�p - or - consider joining the Public Insight Network and become a source for The Charlo�e Observer.

  Read more

Consider all other available sources. The landscape for microlending and funding sources is rapidly evolving.

Cantor cited sources such as business credit cards with low introductory fees, crowd-sourcing sites such as

Kickstarter and, in the case of some franchise businesses, the franchisor. There are pros and cons for each

and she recommended ge�ng input from others who have personal experience.

“Do your homework,” Cantor said. “You may find a�rac�ve alterna�ves to borrowing from your family or

friends.”
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