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This briefing explores startup financing trends and how access and cost of
capital impact profitability. To do so, we use data from the Annual Survey
of Entrepreneurs (ASE). The ASE, conducted by the U.S. Census Bureau, is
the largest annual survey of American entrepreneurs ever done, and exists
thanks to a public-private partnership between the Census Bureau, the

Kauffman Foundation, and the Minority Business Development Agency.

The ASE samples approximately 290,000 employer businesses across all U.S. geographies and demographics, and tells the story of

the American entrepreneur. Below are key findings for this briefing:

Sources of Startup Capital

e Entrepreneurs of all racial backgrounds rely on three primary sources of startup capital: 1) personal and family savings (63.9 percent

of all employer businesses), 2) business loans from banks (17.9 percent), and 3) personal credit cards (10.3 percent).

¢ However, different racial groups rely on these sources in different ways. Asian entrepreneurs rely the most on personal and family
savings (73.2 percent of Asian-owned businesses); white entrepreneurs rely the most on business loans from banks (18.7 percent);

and black entrepreneurs rely the most on personal credit cards (17.6 percent).

Seeking Follow-on Financing
e Most businesses reported neither needing nor seeking additional financing—aside from startup capital—in the survey year.

e However, certain businesses reported not seeking additional follow-on financing beyond startup capital, despite needing it. The
top two reasons were 1) not wanting to accrue debt (63 percent of businesses), and 2) thinking the businesses would not be

approved by a lender (47 percent).

e Whites and American Indians were the demographic groups most likely to avoid additional financing in order to not accrue debt
(64 percent and 63 percent, respectively). Native Hawaiians and Blacks were the most likely groups to avoid financing because

they believed their businesses would be rejected by lenders (60 percent and 58 percent, respectively).

Access and Cost of Capital Impact on Profitability

e Minorities are disproportionally hurt by the cost of and lack of access to capital. While approximately 16 percent of minority-
owned businesses report profits being negatively impacted by the cost and lack of access, only about 10 percent of non-

minority-owned businesses report the same.

e Black entrepreneurs, in particular, are almost three times as likely as whites to have profitability hurt by lack of access to capital

and more than twice as likely as whites to have profits negatively impacted by the cost of capital.



Sources of Startup Capital—
How Entrepreneurs Fund Their Businesses

The top three sources businesses use most for startup capital or initial acquisition capital are (Fig. 1):
e Personal/family savings of owners: 63.9 percent of all employer businesses
e Business loan from bank or financial institution: 17.9 percent of all employer businesses

e Personal credit card(s) carrying balance: 10.3 percent of all employer businesses

Figure 1: The top three most-used sources of startup capital are personal savings, businesses loans, and personal
credit cards.

PERCENT OF FIRMS
Personal/family savings of owner(s) | 63.9
Business loan from a bank or financial institution [ 17.9
Don't know [N 10.4
Personal credit card(s) carrying balances [ 10.3
Personal/family assets other than savings of owner(s) [ INEEEN 9.8
None needed [N 5.9
Personal/family home equity loan [N 7.3
Business credit card(s) carrying balances [N 5.3
Business loan/investment from family/friends [l 5.0
Other source(s) of capital [ EN
Government-guaranteed business loan from a bank or financial institution [l 1.9
Investment by venture capitalist(s) los
Business loan from federal, state, or local government | 0.4

Grants I 0.3 Source: Kauffman Foundation calculations from the Census Bureau, Annual Survey of Entrepreneurs (2014)

For an interactive profile of sources of startup capital for each racial group, please look for “Annual Survey of Entrepreneurs” at

growthology.org.

While all racial groups use these top three sources of capital extensively, they rely on them to different extents.

Figure 2: Asian and Hispanic entrepreneurs rely on personal and family savings the most as a source of
startup capital.

PERCENT OF FIRMS

Hispanic I 2.3
Black or African American I 70.6
American Indian and Alaska Native [ 68.6
Some other race [ 67.9
white I 64.5
Al firms - I 639
Native Hawaiian and Other Pacific Islander [ 55.7

Source: Kauffman Foundation calculations from the Census Bureau, Annual Survey of Entrepreneurs (2014)



Figure 3: White entrepreneurs rely the most on business loans from banks or other financial institutions as a
source of startup capital.

PERCENT OF FIRMS

White I 187

Allfirms | 17.9

American Indian and Alaska Native [ 16.3
Native Hawaiian and Other Pacific Islander I 16.0
Asian | 15.7
Black or African American | 15.2
Some other race [ 133
Hispanic I 12.9

Source: Kauffman Foundation calculations from the Census Bureau, Annual Survey of Entrepreneurs (2014)

Figure 4: Black entrepreneurs rely the most on personal credit cards to fund new companies or acquire existing ones.

PERCENT OF FIRMS
Black or African American [ 176
American Indian and Alaska Native | e
Native Hawaiian and Other Pacific Islander [ e 15.2
Hispanic | ks
Some other race | 131

Asian [ 108
White I 103

Allfirms - I 103

Source: Kauffman Foundation calculations from the Census Bureau, Annual Survey of Entrepreneurs (2014)

For an interactive side-by-side comparison of how each group of entrepreneurs uses different sources of capital, please look for

"Annual Survey of Entrepreneurs” at growthology.org.



Follow-On Funding—
Financing a Business’s Post-Startup Phase
Of the businesses that needed additional capital but chose not to pursue it, the two most common reasons were 1) not wanting

to accrue debt and 2) not thinking the business would be approved by the lender. You can see the full list in Figure 5 below. A

breakdown by racial groups on these two top reasons is shown in Figures 6 and 7.

Figure 5: Not wanting to accrue debt and not thinking the business would be approved by a lender were the
two primary reasons businesses that needed additional financing did not apply for it.

PERCENTAGE AVOIDING FINANCING
Did not want to accrue debt [ 63.0
Did not think business would be approved by lender [Ty 475
Decided the financing costs would be too high [ INEREGGGN 296
Felt the loan search/application process would be too time consuming [ 16.1

Preferred to reinvest the business profits instead [ NEG 14.5

Decided to wait until funding conditions improved RN 4.3

Decided to wait until the company hit milestones to be in stronger position to raise funds | INEG_—_ 13.7

Item not reported [N 10.3
Other reason for not applying for additional financing NN 6.6
Decided the additional financing was no longer needed I 5.5

Reason why business avoided additional financing not reported lo3 Source: Kauffman Foundation calculations from the Census Bureau, Annual Survey of Entrepreneurs (2014)

Figure 6: White and American Indian entrepreneurs were the two most likely groups to avoid seeking needed
additional financing in order to not accrue debt.

PERCENTAGE AVOIDING FINANCING
White I 4.
American Indian and Alaska Native [ 63.0
Al firrms | 63.0
Some other race | 60.2
Asian | 593
Black or African American | 56.3
Hispanic | 56.2
Native Hawaiian and Other Pacific Islander [ e 44.7

Source: Kauffman Foundation calculations from the Census Bureau, Annual Survey of Entrepreneurs (2014)

Figure 7: About six in ten Native Hawaiian and Black entrepreneurs who did not seek additional financing
despite needing it did so because they thought the business would not be approved by a lender.

PERCENTAGE AVOIDING FINANCING

Native Hawaiian and Other Pacific Islander [ 60.2
Black or African American [ 585
Hispanic | 53.1
Some other race | 19.5

Al firms | 47.5

White I 474
American Indian and Alaska Native [ 45.2

Asian I 43.6

Source: Kauffman Foundation calculations from the Census Bureau, Annual Survey of Entrepreneurs (2014)



Access and Cost of Capital—Impact on Profitability

Business owners reported many drivers negatively impacting profitability. Two drivers were associated with capital formation:
1) access to financial capital and 2) cost of financial capital. The data show the profits of minority-owned businesses being

disproportionally impacted by access and cost of capital.

Figure 8: Sixteen percent of minority-owned businesses report profits being negatively impacted by lack of
access to and cost of capital, compared to only about 10 percent of non-minority-owned businesses in the same
period. Black entrepreneurs, in particular, are most affected.

NEGATIVE IMPACT FROM COST OF FINANCIAL CAPITAL (PERCENT OF FIRMS)
Minority - | 164
Nonminority | 10.4

NEGATIVE IMPACT FROM ACCESS TO FINANCIAL CAPITAL (PERCENT OF FIRMS)
Minority - I 16.5
Nonminority | 9.7

Source: Kauffman Foundation calculations from the Census Bureau, Annual Survey of Entrepreneurs (2014)

Figure 9: Black entrepreneurs are almost three times more likely than whites to have profits negatively impacted
by access to capital.

PERCENT OF FIRMS

Black [ 284
Native Havvaitan | 8.1
Hispanic | 7.5
Other races | 7.5
American Indian | 15,5
Asian I 13.9
White _ 10.1 Source: Kauffman Foundation calculations from the Census Bureau, Annual Survey of Entrepreneurs (2014)

Figure 10: Black entrepreneurs are more than twice as likely to be negatively impacted by the cost of capital.

PERCENT OF FIRMS

Black T 226
Native Havvaiian | 7.8
Asian | 15.9
American Indian - I 15.8
Hispanic I 15.8
Other races I 15.6
White _ 10.6 Source: Kauffman Foundation calculations from the Census Bureau, Annual Survey of Entrepreneurs (2014)



About the Data

The Annual Survey of Entrepreneurs is the largest annual survey of entrepreneurs ever done in the United States. It documents the
story of American entrepreneurs, providing more frequent and extensive data than previously available. The survey, conducted by
the Census Bureau, exists thanks to a major public-private partnership among the U.S. Census Bureau, the Kauffman Foundation,
and the Minority Business Development Agency. The Annual Survey of Entrepreneurs will supplement the Survey of Business

Owners (SBO), conducted every five years.

The Annual Survey of Entrepreneurs provides a timely, more frequent socio-economic portrait of the nation’s employer businesses
by gender, ethnicity, race, and veteran status. It includes a relevant topic not found in the SBO: the number of years a firm has
been in business. It also includes extensive geographical coverage, with data at the national level, all fifty states, and the fifty

largest metropolitan areas in the country.

This survey collected data from a sample of approximately 290,000 employer businesses that were in operation anytime during
the survey year. The collected data in a sample survey are subject to sampling variability, as well as nonsampling errors. Sources
of nonsampling errors include errors of response, nonreporting, and coverage. For more information about the survey, including

design, methodology, and data limitations, see www.census.gov/programs-surveys/ase.html.
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