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INTRODUCTION

Owning and operating a child care business can be a very challenging and rewarding career. Success
in this field requires dedication, love and patience. The work day is longer than a normal eight-hour
day, but the satisfaction of watching children grow and develop will be worth the extra effort.

If you are interested in starting a child care business, this publication will help you plan, prepare and
operate your business. It explains the step-by-step process of starting the business, from assessing
the need for child care services to selecting the service, setting up your business and preparing for
opening day. A sample business plan outline for child care businesses is included, in addition to a
sample parent survey, a typical undergraduate curriculum in early childhood instruction, general
resources and a list of related national organizations.

TYPES OF CHILD CARE PROGRAMS



According to the 1984 U.S. Census Bureau report, Who's Minding the Kids?, parents generally
select one of three types of child care facilities: family care, home care or day-care center. There are,
however, other child care programs available, including the following:

! Family care -- A program designed to provide care for toddlers in the homes of
other mothers.

! Home care -- A nanny or sitter cares for and supervises a child in the child's home.

! Day-care and child development centers -- Programs designed to respond to the
stages of physical, emotional, social and intellectual growth and behavior of infants
and children.

! Child care development home -- A private residence for up to five children, with no
more than two infants in the group.

! Infant care center -- A child development center that cares for infants and toddlers
(children two years old or younger).

! Before- and after-school care -- A program providing care for school-age children
before and after the regular school day in a child development center or home.

! Satellite child development program -- A private residence linked with a child
development center or an agency that receives technical assistance and support,
training, recruiting and placement.

! Nursery school -- Usually a part-time preschool child development center operating
during the school year.

For more information on child care programs in your community, contact the local child care referral
agency or local or state licensing departments.

ASSESSING THE NEED FOR CHILD CARE PROGRAMS
National Need

The demand for child care services steadily increases as more and more women enter the work
force, giving up the traditional role of full-time mother and homemaker. To date, working mothers --
in both single- and two-parent households -- constitute the fastest growing segment of the paid work
force. According to a 1984 U.S. Census Bureau report, the percentage of the work force made up of
married working women with school-age children grew from 42 percent in 1970 to over 60 percent,
while the percentage of mothers with preschool-age children increased from 32 percent to 52 percent
in the same time period. Further substantiating this increasing need for child care services, the U.S.
Congressional Budget Office reported that, by 1990, an additional 2.5 million children will require
some form of child care. The Internal Revenue Service (IRS) reported that, in 1983, 6.4 million



families received a $2.6 billion reduction in their federal income taxes from the Dependent Care Tax
Credit.

Community Need

The easiest and most efficient way to determine the child care need in your community is to go
directly to the source, that is, parents. The information they give you will be invaluable.

Perhaps the best way to gather information is to arrange an interview with several families (a focus
group) or conduct a mail or telephone survey. You can find participants for your survey through
local churches or community groups. A sample survey is included in Appendix B.
Census data for your community are another source for the following demographic information:

! Number of families in your community.

! Number of working families with children zero to six years old.

! Number of working families with children seven to fourteen years old.

! Number of recent marriages.

! Number of new housing starts.

! Geographic concentration of families with children.

! Income distribution of families.

! Number of small and large businesses.

! School census data.
You can obtain these data by contacting the

! Municipal center or city planning office.

! United Way planning office.

! U.S. Census Bureau.

! Information office of your local school system.
Use this information to predict future needs for child care services. For example, if the ages of a
substantial number of children range from infancy to six years, you can expect an increased demand

for school-age care in future years. If, however, you find that a substantial number of children range
from twelve to fourteen years old, it may not make sense to open a child care center in your



immediate community. However, the data may indicate that nearby communities do need new or
additional child care services.

Identifying Existing Services

To capture a niche in the market, you may have to offer services that your competitors aren't offering
or services they've overlooked. For example, if several child care centers in your community provide
care for children from ages three to five only, you may want to consider providing care for
newborns, infants and one- and two-year-old toddlers. Or, in addition to your daily day-care
services, you may want to provide after-school care for children ages six to twelve.

When assessing what child care services are already available in your community, ask the following
guestions:

! What type of care exists in the community?

! What age groups are being served -- infants, toddlers, preschool, school-age or
combinations of the above?

! Are there age groups that need more care than others?
! What hours do the centers open and close?
! What types of services do they offer?
-- Day care?
-- Night care?
-- Evening care?
-- After-school care?
! How many centers are there?
! Where are the centers located?
! Is there a waiting list for child care services?
! Are more centers needed in the same area?
! What service can you provide that other centers aren't offering?
To obtain information on the child care programs in your community,

! Contact the licensing office at the local municipal center.



! Contact the local day-care and referral agency.
! Look through the Yellow Pages.
! Contact the planning office for United Way or your local government.
Whatever service you provide, make sure it responds to the community's needs, is based on the

children’s interests and promotes their intellectual, social, emotional and physical development.
Remember, review all the options before deciding on the service(s) you plan to provide.

IDENTIFYING YOUR REASONS FOR GOING INTO BUSINESS

Planning and operating a child care center will consume much of your time and energy. So it is
important that you assess your motivations, personality, skills and experience and ability to manage
time to determine if you are the right person for the job.

Motivations

As a first and often overlooked step, ask yourself why you want to go into business. Check the
reasons that apply to you.

1. You desire freedom from the 9-5 daily routine. E
2. You want to be your own boss. _
3. You want to improve your standard of living. _
4. You are bored with your present job. -

5. You can't find a job you like.

6. There is a demand for your service.
7. Owning your own business would be the culmination of your hopes and

plans. _
8. Owning your own business is something you've always wanted to do.

Some reasons are better than others; however, none are wrong. Just remember, there are tradeoffs.
For example, you can escape the 9-5 routine, but you may replace it with a 6:00 AM to 8:00 PM
routine or a schedule with little, if any, free time.

Personality -- Self-assessment Questionnaire



There are certain personal characteristics you will need to go into business. This self-assessment
questionnaire will help you identify your strengths and weaknesses; it will either eliminate or justify
any doubts you may have about becoming a child care provider. Try to be objective your future
depends on the decision you make. Circle your choice in each statement.

1.

2.

10.

11.

12.

13.

14.

15.

My health is excellent/good/poor.

| am/am not a leader.

As a problem solver, | am good/average/poor.

| do/do not get along well with others.

| take directions very well/well/reluctantly.

| take the initiative always/usually/sometimes/ seldom/never.

| work better alone/under supervision/with a group.

My ability to handle emergencies is excellent/good/average/poor.
My financial assets are limited/fair/sufficient for a year.

My organizational and record-keeping skills are above average/average/marginal/below
average.

My business experience has been limited to selling/managerial/primarily bookkeeping and
secretarial/varied and long.

I am/am not generally warm and affectionate.
I enjoy working with children all of the time/most of time/occasionally/never.
I am/am not able to guide and discipline children kindly and effectively.

| do/do not accept children as they are and feel a deep commitment to them and to their
parents.

If you are in excellent physical health, are a good problem solver, usually take the initiative, are a
risk taker and feel confident in making decisions, then you probably will be comfortable managing a
business. If you have sufficient cash to operate through the critical first year (or feel confident you
can raise the money), are willing to work long hours at relatively low pay and believe you possess
the necessary skills, you have a chance to succeed.

Skills and Experience



It is unlikely that you possess all the skills and experience to succeed in a child care business. You
can hire people to provide the skills you lack. But there are some basic skills you'll need. The
following questions will help you identify the skills you do possess.

1. Do you know what basic skills you'll need to operate a successful child care YES O

program? -
2. Do you possess these skills? -
3. Do you have any business experience? -
4. Have you ever worked as a director or manager? -
5. Have you reared children of your own? -
6. Do you have any child care experience? __
7. Is responsibility new to you? -
8. Are you willing to work long hours if necessary? -
9. Are immediate profits or covering costs important to you? -

10.  When hiring personnel, will you be able to determine if the applicant's skills
meet the requirements for the position you are filling?

Time Management

Since operating a child care center will consume much of your time, you may discover that you don't
have enough time to perform your usual daily tasks. Even in an office setting, it is very difficult for
some people to make and keep work schedules. As your own boss, the problem can be much greater.
To determine the amount of time you will need to devote to your business, draft a weekly timetable
listing all current and potential responsibilities and the time required for each.

PREPARING FOR BUSINESS

Preparing for opening your business is a critical step. Appendix A provides an outline for forming
your business plan. In addition, the following sections describe certain aspects of your preparation in
detail.

Name and Legal Structure

Choosing a name and legal structure for your center is important, especially if you plan to borrow



money to start your business. Many entrepreneurs don't consider these points until the questions
appear on the loan or licensing applications.

Select a name that's catchy and easy to remember. Consider your family's and friends' ideas as well
as your own.

Think carefully before deciding on the legal structure for your center. Most child care centers are
operated by sole proprietors. However, you may find that incorporating or forming a partnership
offers more advantages. Consider the following points when choosing the legal structure for your
center:

! Sole proprietorship -- The owner is the business. You must file business and
personal tax returns at the same time.

-- Advantages -- Simple and inexpensive.
-- Disadvantages -- Personal legal liability.

! Incorporation -- A likely choice for businesses with employees or bank financing.
Attorney's and other fees range from $500 to $1,000.

-- Advantages -- Credibility and personal assets are protected if the business
fails or is sued.

-- Disadvantages -- Taxes are potentially higher than for a sole proprietorship.

! Partnership -- A legal mechanism that divides profits and losses between
participants. Partnerships are governed by the law of the jurisdiction in which they
are formed.

-- Advantages -- To protect each partner and ensure effective management of
the business, partners should enter into an agreement that sets forth their
respective rights and responsibilities.

+ Allows some businesses greater financial resources.

+ Allows individuals with complementary skills to participate in
managing the business.

-- Disadvantages -- Each partner is personally liable for the partnership's debts.

License Requirements

Before starting your child care center, know the many regulatory systems that will affect your



program. Most states require that child care centers be licensed. Some cities and counties may have
additional licensing requirements, such as health regulations, safety codes, fire inspections and
zoning laws. Violating these codes can result in a fine and/or suspension of your license.

Licensing requirements vary from state to state, but most include the following:

! Physical space

-- Number of square feet needed per child both indoors and outdoors,
depending on the children's ages.

- Lighting, heating/air-conditioning, ventilation and plumbing requirements.
! Health requirements
-- Possible annual medical examinations for staff and for children.

-- Immunization records. (Even if they aren't required, it's an important
safeguard to consider.)

! Staff-child ratios -- The minimum number of adults required for a given number of
children, depending on their ages. Some states also regulate the maximum size of
groups of children, in addition to specifying minimum qualifications for staff.

! Food preparation and nutrition

! Emergency procedures

! Educational program requirements

! Record keeping

! Discipline

! Building safety -- Type of construction, number of exits, fire doors.

! Sanitation (health) requirements
-- Plumbing.

-- Food preparation and equipment.

-- Adequate ventilation in bathroom(s) and classroom(s).

! Fire regulations (life safety code)



-- Posted fire drill procedures.
-- Fencing requirements.
-- Type of neighborhood in which small businesses may be located.

Zoning regulations -- Check with the local government and with any property
owners' or homeowners' associations to find out if the type of child care services you
are planning to provide is permitted or if there are restrictions. There may be a local
child care advocacy group or professional association that can answer your questions
and help you with zoning problems.

The following outline briefly identifies the steps involved in obtaining an operating license. More
details are contained in the licensing regulations.

1.

Obtain a copy of the licensing regulations from the state licensing office. Read them
carefully.

Arrange a meeting with licensing specialists. Go over the regulations and procedures
for obtaining your license. Also arrange for them to visit your center.

Contact inspectors for building, sanitation, fire and zoning codes and arrange for
them to visit your center. Remember, even if your center is in your home, you will
have to meet certain requirements.

Once you have fulfilled all the requirements, fill out and submit your licensing
application.

FINDING A LOCATION

The cost of the center itself, especially for a location outside your home, will be one of your major
start-up expenses. Many child care providers operate from their homes, but you may want to build,
buy or rent space for your center.

Operating a Center Outside Your Home

Finding adequate space and the right location requires money, time and thought. Look for space that
is accessible and will require few, if any, repairs. Sources of information on possible locations

include

Classified real estate advertisements
-- Homes for rent or sale.

-- Apartments for rent or sale.



!

-- Condominiums for rent or sale.
-- Boarded-up space.
Local churches/synagogues

-- Ask ministers/rabbis/priests if they have space they would donate or offer at
a reduced rate.

-- Ask superintendents if there are any empty school buildings.

-- Ask hospital administrators if they have space to rent or donate.
Local industry

-- Ask public relations offices if they have space to rent or donate.

-- Approach commercial contractors about new commercial and residential
space.

-- Ask local government officials about space in their buildings for donation or
rent.

Property management companies -- Find out if there is any space in office buildings.

As you look at possible locations, consider the following questions:

1.

2.

Does it meet licensing requirements?

Does it meet building, sanitation and fire codes for day-care centers? If not, what has
to be done and how much will it cost?

Is the area zoned for day care?

Is the location convenient for parents?

Is public transportation available?

Is there adequate fire and police protection?

Is crime insurance necessary and available at a reasonable rate?
Is the area safe?

Can the space provide separate areas for different activities?



10. Does it have outdoor space or is a playground nearby?
11. Does it have kitchen and adequate bathroom facilities for both children and adults?

12. If you will be sharing the space (with a church or school, for example), will you have
to move equipment before others can use the space?

13. Can you afford it?

14.  What were the utility bills last year?
If you are not building your own center, in most cases some changes will be needed. Renovation can
involve projects ranging from painting to rewiring or major plumbing, which often become very
expensive. Sometimes you can negotiate with your landlord that he or she perform major
renovations in return for a corresponding increase in your rent.
When you think you've found the right location, ask your licensing specialist to inspect it. If
renovation is needed, the specialist will often be able to give a cost estimate or direct you to
someone who can. Be sure you do this before signing a lease or purchase agreement.
Whether you draw up your own lease or are given a lease to sign, responsibility for the building
must be clear to both you and the landlord. This is also true if you are purchasing a building. Your
lawyer should review and explain all the conditions of the lease or contract to you before you sign.
Remember, a lease should include

! Specifications for the space to be used and exactly when it will be used.

! How and when rent is to be paid.

! Who is responsible for maintenance, repair, insurance, extermination and garbage
and snow removal, if required.

! Who will pay increases in real estate taxes.
! Who will be responsible for obtaining official permits, if required.
! Whether an option to renew is available.

Occupancy (space) costs include utilities, maintenance and repair expenses and insurance. To help
estimate these expenses, do some preliminary research.

! Utilities -- Project utility costs based on last year's costs plus inflation. If a deposit is
required or opening a utility account, how much will it be? Will your account be
based on commercial (business) rates or private home rates?



! Maintenance and repair -- Such expenses can include
-- Plumbing, wiring, roofing and outside and inside walls.
-- Cleaning supplies and equipment.
-- Snow removal, if required.
-- Trash removal.
-- Lawn mowing.
-- Insect control.
! Insurance -- Do you need liability or fire and theft insurance? A fidelity bond?

These are a few of the items you will need to consider. As you think of other items, write them down
on a checkilist.

Operating a Center from Your Home
Operating a child care center outside your home is very costly, and may not be financially feasible
for most child care providers. As a matter of fact, many very successful child care centers are located
in the homes of the providers. The advantages of operating a center from your home are

! Fewer expenses.

! Convenience for the provider and generally for the parents.

! Lower overhead.

! More flexible hours.

! Proximity for provider to his or her family.
There are, however, certain safety regulations that may require changes to the rooms you will be
using. Before you renovate and after you finish, have the licensing specialist and building inspector
visit your home. Their suggestions and recommendations can save you money.
You also are required to have adequate insurance protection for the center. If you don't have them
already, you will need fire and theft insurance for your home. If you have insurance, make sure your
policy covers the supplies and equipment that you purchase. You will also have to purchase liability

insurance to protect your center, staff and children. More detailed information on insurance is
provided in the insurance section.




TAX LAWS

Licensed child care providers, like all business owners, are required to meet certain tax obligations,
such as paying federal and state taxes. The legal structure of the business will determine the amount
of taxes you will pay and the forms you will use.

Reporting business taxes can be a very complicated, tricky matter. This section is not intended as a
substitute for advice by a tax specialist, nor does it list all the forms that must be filed by each entity.
For additional information on these and other forms, and to avoid costly errors, contact a tax
specialist or the IRS.

Sole Proprietorship

Each year, you will use Schedule C of the basic Form 1040 Individual Tax Return for reporting your
business income and expenses. Good record keeping is essential for filling out these forms.

Income
Keep a ledger of all money you are paid for child care, whether in cash or by check. Record each
payment, especially cash, immediately to avoid overlooking a payment and causing a bookkeeping
error. Your ledger should include

! Clients' names.

! Date of each payment.

! Period covered by the payment.

! Amount paid.

! Receipt number.
Payments should be deposited in your bank account and funds for daily operations should be
withdrawn by check only. It may be a good idea to open a separate bank account for your business.
This makes it easier to monitor business income and expenditures and will certainly make reporting
your business taxes easier.
EXxpenses
All payments that you make for the center, whether by cash or by check, are business expenses. To
maintain adequate records of these expenses, always save your receipts. The better your records, the

easier it will be to complete your tax forms at the end of the year.

Certain items may qualify as a tax deduction if these purchases are made solely for your center:



Depreciation.

Toys and activity supplies.

Food for the children in your care.

Playground equipment.

Wages for assistants or substitutes.

Advertising.

Legal and professional services for your business.
Office and record-keeping supplies.

Insurance for your business.

Child care-related travel (a set rate per mile; the allowable amount will vary
according to your location).

Typewriter and/or computer.

Utilities.

Expenses that benefit both your center and your family will not ordinarily qualify as a tax deduction.
But tax regulations do permit you to write off any specific area of your home used strictly for
business purposes.

Other forms that you may need to comply with federal regulations are

1.
2.
3.
4.
S.

Corporation

Schedule SE Social Security or Self-Employment Tax.

Form 4562 Depreciation.

Form W-2 Wage Statement.

Form 1040ES Federal Estimated Tax Payments and State Estimated Tax Payments.

Schedule C, Form 1040 -- Individual Tax Return.

A corporation's taxable income reflects deductions for costs of doing business. Corporations are
taxed on a graduated scale, with the minimum rate being 34 percent. Form 1120 is used to report the



annual income of the corporation.

Items deductible under proprietorships are also deductible for corporations. However, if you operate
a child care center in your home, certain items are deductible only to the extent that such costs relate
to the operation of the center. These items include

! Heat, water and electricity.
! Costs of staff salaries unless they are unreasonably high.
! Depreciation, which is deducted in computing taxable income.

Distribution of profits to shareholders, made through dividends, is not deductible by the corporation.
However, these dividends are subject to double taxation in that they are not deductible by the
corporation (i.e., they are paid with after-tax dollars) and shareholders are taxed on receipt of
dividend distributions.

Partnership

A partnership is a pass-through entity because the partnership itself pays no tax but the income is
passed on to each individual partner. Each year the partnership must file an annual information
return, Form 1065, Section 6031(a), with the IRS. In addition it must prepare Form K-1, Section
6031(b), which spells out each partner's share of profits, gains, losses, deductions and credits. These
amounts are reported on each partner's tax return.

S-Corporation

S-corporations are hybrid entities with characteristics of both corporations and partnerships. They do
not pay taxes but must file annual information returns and prepare statements showing income, gain,
loss, deduction or credit allocated to each shareholder for the taxable year. These amounts are
reported on the shareholder's tax return (Form 1040 Schedule C for an individual).

Tax-exempt Center

To qualify for certain federally funded programs, you will have to establish a nonprofit center, which
will make you eligible for tax-exempt status. In a nonprofit organization, any money left after
expenses is returned to the operation of the center (e.g., salaries, remodeling, etc.). You must,
however, file an application and meet IRS eligibility requirements to claim this status.

Some of the advantages of tax-exempt status are

! State sales taxes do not have to be paid.

! Contributions to the center are tax deductible for any donor, whether made by an
individual or a foundation.



! Grants are easier to obtain from both private and public sources.

To qualify for tax-exempt status, incorporation is necessary. The process for incorporation varies
widely in each state, but generally requires that bylaws be written and a board of directors elected.
Information on incorporation can usually be obtained from the secretary of state's office or the
department of corporation. A small fee is usually required.

Once you have filed your articles of incorporation and fulfilled all other state requirements, you can
file for tax-exempt status. Remember, even with federal tax exemption, you are still required to pay
state taxes. To receive state exemption, you must file with the appropriate state agency. The state,
however, will not give an exemption until the federal exemption has been granted.

Before deciding to operate as a nonprofit organization, contact a lawyer. Sound legal advice will
help you make the right decision.

INSURANCE

Starting and operating a business involves a degree of risk. It is important to have adequate
insurance protection for your business. If you aren't exactly sure what type of insurance is best,
discuss coverage and rates with several insurance agents before making a final decision.

Insurance coverage varies from state to state, but there are several types of insurance available for
child care providers. Liability and accident insurance are considered essential.

Liability

A provider is liable and can be sued in court for any accident occurring because of alleged
negligence or failure to exercise reasonable care. You, your employee(s), your home or your
property can be found negligent.

Liability insurance for a child care program generally covers most injuries that may occur. Under
such a policy, the insurance company will defend you if you are sued. If the court decides that you
are liable (meaning your negligence caused the child's injury and, therefore, you should pay
compensation), the company will pay the cost of the judgment up to the limits of the policy. Several
states require that providers carry liability insurance, at least in some situations, and many others
strongly advise it. To find out about your state's regulations, contact the local office that licenses or
registers family day care or call a providers' organization.

Most general liability policies cover four basic types of costs:
! Bodily or personal injury.
! Damage to others' property.

! Immediate medical relief at the time of an accident.



! The legal costs to defend you in a lawsuit.
Other areas for possible coverage are

! Transporting children.

! Accidents in which no one is at fault.

! Defense costs in the event of physical/sexual abuse.

! Damage to your property.
Liability coverage is offered on one of two bases: (1) claims made and (2) occurrence. With claims-
made policies, you are covered only for incidents that are reported during the time your policy is in
force. Occurrence insurance covers you for incidents that occur during the time your policy is in

force.

Liability insurance is expensive, but there are several precautions you can take to reduce the chance
of accidents occurring.

! Child proof every room where the children will be; imagine any possible accident
and prevent it.

! Take first aid and CPR (cardiopulmonary resuscitation) courses (call your local Red
Cross for information).

! Learn to keep an eye on all the children.

! Keep walkways, stairs and sidewalks clean.

! Avoid fire hazards.

! Choose responsible assistants and substitutes.

! Develop clear health and safety policies.

! Encourage parents to visit any time and give them your written policies.

You will find that these and other policies will make your center safer. For additional information on
the different types of liability insurance, contact your insurance agent.

Accident

For a small cost, you can buy accident insurance to supplement your family's medical insurance if a
child or employee is injured. Talk to an agent or broker before deciding on the coverage.



FINANCING YOUR BUSINESS

Many excellent ideas that could develop into profitable business ventures never get underway or fail
because of inadequate funding to start the business. Getting funding for your business can pose a
problem, especially if you don't know where to go or whom to see. There are many sources for
financing your center. However, that financing depends on whether you are beginning a nonprofit or
for-profit organization.

While public funding is seldom available for start-up, there are several different sources of loans and
grants for which you can apply. These sources of financing can be divided into six categories:
private sources, venture capitalists, commercial banks, government agencies, grant programs and
other sources.

Of these sources, venture capitalists are the most unlikely to finance your center; they tend to invest
in growth firms rather than start-up businesses because of the significant long-term capital
appreciation and the high yields generated on investment returns.

Private Sources

Private sources include your own savings or funds from friends or relatives, and are among the most
common methods of financing.

The advantages of using your own money are (1) there are no finance charges and (2) your search
for additional funds is minimized. The disadvantages are (1) you lose the interest you could be
earning on your money and (2) you lose the use of your savings as a cushion for any future
emergencies.

The advantages of borrowing from friends and relatives are (1) they are less likely to make demands
on your style of management, (2) there is no legal limit on how much you can borrow and (3) the
terms of borrowing can be negotiated and usually are more flexible than those of commercial
sources. The disadvantage centers on the problems that may arise if the money isn't paid back on
time.

Commercial Banks

All banks have a commercial division. Since the banking industry was deregulated, many savings
and loan associations also engage in commercial banking. All commercial banks offer business loans
-- both short-term and long-term -- at prevailing interest rates.

When applying for money from a bank or individual investor, show a willingness to invest your own
money. You must be willing to risk your assets if you expect others to risk theirs. Banks will require
collateral to secure their loan against total loss in the event of default. In other words, to obtain
funding, the amount of cash or other assets that you will need will depend on the potential success
and the level of risk of your business as evaluated by the lender.



If you need a listing of commercial banks in your area, consult the Yellow Pages or request a referral
from a trade association, management consultant, attorney, accountant, friend or relative.

Government Agencies

Federal, state and local government agencies offer special financial assistance to small businesses.
Many loan programs, administered under government guidelines and funded by the government, are
available. Each program is designed to assist a special type of business.

States provide financing through a variety of instruments, often with restrictions imposed. Many
instruments are similar to those used by private sector sources, but they may incorporate public
policy objectives, such as job creation or tax revenue enhancement. Such instruments are usually
designed to ensure that state funds are protected and that the proceeds are used for productive,
targeted purposes.

Loans can be extended directly by a state, through a state-chartered corporation, or indirectly,
through guaranteed loans from commercial lenders. Typically, loans are used for long-term capital
needs, such as plant and equipment. Most states require collateral, so that in the event of loan default
the state doesn't lose its entire investment. Interest rates may be at the market rate or may be
subsidized by the state. Most loans require the borrower to satisfy certain criteria before a loan is
granted, such as showing qualified management, market potential for the firm's product(s), sufficient
collateral to secure the loan and adequate cash flow from operations to service debt.

For an up-to-date list of loan programs and their requirements, contact your local Small Business
Administration (SBA) office (for information on federal loan programs) or your state economic
development office (for information on state loans and grant programs).

Grant Programs

Grants are sums of money provided to businesses without a repayment obligation. They can be
funded by federal or state government agencies or by private foundations. Grants are generally
reserved for research and development and nonprofit organizations; few for-profit businesses qualify
for grant programs.

You will have to submit a written proposal to the agency, organization or foundation where you are
applying for a grant. It is a good idea when applying for a grant from private funding sources to

! Call or visit their offices.
! Ask if they have special forms or guidelines for submitting a proposal.

! Ask if there are any special requirements for applying, to be sure that you are
eligible.

! Find out what their funding cycle is (some only give money at certain times of the



year).
! Find out when applications are accepted and decisions made.
Your proposal should describe
! Purpose (why you want to start a day-care center).
! Goals (what kind of center you are proposing).
! Procedure (how you will start your business).
! Budget (how much it will cost to start and operate your center).

! Evaluation (how you will determine if your business is meeting your purpose and
objectives).

Once you have completed the proposal, review it to make sure you have met the requirements, then
submit it to the appropriate office or officer. If your proposal is rejected, find out why. Ask if there
are changes that can be made in order for you to resubmit the proposal. Sometimes sources are
willing to fund only a portion of your original request. Find out which parts they can fund and
resubmit for those parts.

Other Sources

Credit unions and life insurance companies also can be a source of funds. Credit unions offer
personal loans to members, usually at interest rates lower than those of commercial banks. I