
Start Finance Or Grow Your Company With
Your Customers Cash
Running a successful business requires a constant flow of capital. Whether you
are starting a new venture, expanding an existing company, or seeking additional
funds for your operations, financing is an important aspect of your business
strategy. One viable option is to harness the power of your customers' cash to
fuel your entrepreneurial journey. In this article, we will explore the concept of
customer financing and how it can help propel your business forward.

What is Customer Financing?

Customer financing, also known as customer-funded growth, is a business model
that allows entrepreneurs to finance their company through direct contributions
and pre-sales from their customers. Instead of relying solely on traditional
financing methods such as loans or external investments, customer financing
leverages the trust and support of your existing customer base to propel your
business forward.

The idea behind customer financing is simple yet powerful. By involving your
customers in the early stages of your business or expansion plans, you not only
secure the necessary capital but also build a loyal customer base invested in your
success. This approach not only benefits you financially but also creates a sense
of community and ownership, fostering long-term customer loyalty.
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How Does Customer Financing Work?

Customer financing can take various forms depending on your business model
and the specific needs of your company. Here are some commonly used
methods:

1. Pre-sales:

Pre-selling your products or services is a powerful way to generate revenue
before actually launching your business or new product line. By offering exclusive
discounts or early access to your offerings, you can entice your customers to
make purchases or place orders in advance, providing you with the necessary
cash flow to get started.

While pre-sales can help you generate immediate revenue, it is important to
manage customer expectations and communicate clearly about delivery timelines
and any potential delays.

2. Crowdfunding:

Crowdfunding platforms have gained immense popularity in recent years, offering
entrepreneurs an opportunity to showcase their ideas and products to a wide
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audience. By creating a compelling campaign, you can attract potential
customers who are willing to invest in your business or pre-purchase your
offerings.

Platforms like Kickstarter and Indiegogo provide a platform for entrepreneurs to
share their story, engage with potential customers, and incentivize them to
contribute to their project. This method not only helps you raise capital but also
serves as a marketing tool to create awareness around your brand.

3. Subscription-based models:

Subscription-based models have revolutionized many industries, from software to
entertainment. By offering your products or services on a recurring payment
basis, you can secure a steady stream of revenue from your customers while
providing them with ongoing value.

This model is particularly powerful for businesses operating in industries with high
customer retention rates. It allows you to forecast your future revenue, plan
ahead, and invest in the growth of your company.

The Benefits of Customer Financing

Implementing customer financing strategies can bring several advantages to your
business:

1. Stronger customer loyalty:

When customers actively participate in the growth of your company, they feel a
sense of ownership and pride. This emotional connection builds long-lasting
relationships and loyalty, increasing the likelihood of repeat business and positive
word-of-mouth referrals.



2. Increased cash flow:

Relying on customer funding helps you generate immediate revenue and
maintain a healthy cash flow. This influx of capital can be pivotal in covering
operational costs, investing in new projects, or expanding your business.

3. Reduced financial risk:

Customer financing reduces your reliance on external investors or lenders,
mitigating the associated risks. By securing funding from your customers, you
retain control over the direction and management of your business, minimizing
potential conflicts or compromises.

4. Market validation:

When customers commit their own money to your product or service, it serves as
a strong indicator of market demand and potential success. This validation can
boost your confidence and help attract additional investors or strategic partners.

Challenges and Considerations

While customer financing presents enticing opportunities, it also comes with its
own set of challenges:

1. Long-term sustainability:

Reliance solely on customer financing may not be sustainable in the long run,
especially as your business grows. It is essential to diversify your funding sources
and explore other avenues to secure capital, ensuring the stability and growth of
your company.

2. Managing customer expectations:



Engaging your customers in the financing process requires clear communication
and transparency. It is important to set realistic expectations regarding delivery
timelines, potential delays, and the risks involved. Failing to manage these
expectations can lead to customer dissatisfaction and damage your brand's
reputation.

3. Regulatory compliance:

Depending on your industry and geographical location, customer financing may
have legal and regulatory implications. It is crucial to familiarize yourself with any
laws or guidelines that govern customer financing to avoid potential penalties or
legal issues.

Customer financing offers a unique and powerful way to start, finance, or grow
your company. By involving your customers directly in the funding process, you
not only secure the necessary capital but also build a community of loyal
supporters and advocates. However, it is important to approach customer
financing with careful consideration, ensuring long-term sustainability and
compliance with legal requirements. With the right strategies and implementation,
customer financing can become a valuable weapon in your entrepreneurial
arsenal, propelling your business to new heights.
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Who needs investors? More than two generations ago, the venture capital
community- VCs, business angels, incubators and others -convinced the
entrepreneurial world that writing business plans and raising venture capital
constituted the twin centerpieces of entrepreneurial endeavor. They did so for
good reasons: the sometimes astonishing returns they've delivered to their
investors and the astonishingly large companies that their ecosystem has
created.

But the vast majority of fast-growing companies never take any venture capital.
So where does the money come from to start and grow their companies? From a
much more agreeable and hospitable source, their customers. That's exactly
what Michael Dell, Bill Gates and Banana Republic's Mel and Patricia Ziegler did
to get their companies up and running and turn them into iconic brands.

In The Customer Funded Business, best-selling author John Mullins uncovers
five novel approaches that scrappy and innovative21st century entrepreneurs
working in companies large and small have ingeniously adapted from their
predecessors like Dell, Gates,and the Zieglers:

Matchmaker models (Airbnb)

Pay-in-advance models (Threadless)

Subscription models (TutorVista)

Scarcity models (Vente Privee)

Service-to-product models (GoViral)
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Through the captivating stories of these and other inspiring companies from
around the world, Mullins brings to life the five models and identifies the
questions that angel or other investors will - and should! - ask of entrepreneurs or
corporate innovators seeking to apply them. Drawing on in-depth interviews with
entrepreneurs and investors who have actually put these models to use, Mullins
goes on to address the key implementation issues that characterize each of the
models: when to apply them, how best to apply them, and the pitfalls to watch out
for.

Whether you're an aspiring entrepreneur lacking the start-up capital you need, an
early-stage entrepreneur trying to get your cash-starved venture into take-off
mode, an intrapreneur seeking funding within an established company, or an
angel investor or mentor who supports high-potential ventures, this book offers
the most sure-footed path to starting, financing, or growing your venture.

John Mullins is the author of The New Business Road Test and, with Randy
Komisar, the widely acclaimed Getting to Plan B.
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