Case Study: The Start-up Business Loan
Review the information in the following case study and discuss the strengths and weaknesses of this loan request in regards to the 5 Cs of credit.

Loan Request
Applicant:


GiGi Jones

Business name:


GiGi Jones HR Consulting

Amount requested:

$20,000

Use of funds:


Home-based business start-up
Loan Request Summary
Background/Experience

GiGi Jones is single professional woman with no dependents, who holds a bachelor’s degree in computer science from Indiana College. She has twelve years experience working as an administrative assistant for the Manager of Human Resources (HR) at a major pharmaceutical company in Indianapolis, IN.  
Business concept

She intends to launch a home-based human resources consulting firm. Ms. Jones plans to target small businesses that have HR needs but cannot afford or do not require a full HR person on staff. She will assist these small businesses in establishing employee policies and procedures, screening new job applicants, hiring benefits providers, facilitating employees training programs, etc. 

Pricing/marketing

She will charge clients $35 per hour for consulting services. Ms. Jones plans to join the Indianapolis Chamber of Commerce as well as an exclusive country club to find prospective clients. She also plans to run weekly ads in the Indianapolis Business Journal.

She started doing part-time consulting work for one small business client about six months ago. Her income to date from that client is $950. She anticipates additional income of $1,000 from this client in the next 12 months. She has two leads for potential clients (estimated income: $5,000 in 12 months). 
Personal financial status

Ms. Jones intends to quit her current position where she earns an annual salary of $45,000 (take home pay is $3,750 per month), plus health, life, and disability insurance benefits. Her total monthly expenses average $3,000. 
Her credit score is 695. Her credit report indicates a default on a department store credit card ($250) one year ago; she claims that this is a mistake but she has not had time to dispute/remove the mistake from her report. She has a mortgage, a car payment and three major credit cards, none of which indicate any history of late payments.  She pays her credit cards in full each month.
She has a savings balance of $4,000 which she does not intend to invest in the business, though she will use some of this savings to pay household expenses during the start-up phase. 
Owner’s Investment; Funding Request
	Sources
	Uses

	Ms. Jones contribution……..$1,000
	Laptop computer…………………………………..…..$1,000

	Bank loan…………………….$20,000
	Office furniture………………………………………....$2,000

Office supplies, stationary, business cards…………$1,000

HR & accounting software…………………………….$1,000

Chamber & country club membership……………….$3,000

3 months operating funds (incl owner’s salary)…….$13,000


Financial Projections

· Ms. Jones projects that she will have 20 clients by the end of the year with average annual income per client of $3,500, representing average billable hours per client of 100 per year.

· Ms. Jones first year projected income is $70,000 (average of $5,833 a month).

· Her operating expenses are projected at $20,000 (average of 1,666 a month).  She plans to draw $35,000 in owner’s compensation (average of $2,916 a month).

· Her loan payments will be $450 a month.

Discuss this loan request in your small group.  Consider each of the 5 Cs of credit and discuss the strengths and weaknesses of this loan request.  What further questions would you have for GiGi?  Would you approve this loan request?

