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Feasibility Studies

1.  Background
2. Feasibility studies in support of

start-up businesses (cooperatives)
3. Cover basic components
4. Focus on the financial feasibility

 



Feasibility Studies vs. Business Plans

1. Timing – feasibility study happens before the  plan.  If the decision is
no go, then a biz plan is not developed.

2. Scenarios – feasibility study often investigates several, biz plan should
show only clarity of vision.

3. Preparer – feasibility study should be done as an “arms length” project
usually by an outsider to the project and the biz plan is often down in-
house.

4. Tone – feasibility study has an objective tone and biz plan tends to use
more persuasive language.  It is “selling the business.”

 



Feasibility Studies vs. Business Plans
(continued)

1. Audience – Business plans are used for bankers, investors, and others
interested in the business – a presentation document.  Feasibility studies
are for the owners who are making a decision about whether to start the
business.  The business plan is used and revised throughout the life of
the business.  Feasibility study becomes out dated once business is
started.

2. Content – Some of the content of the feasibility study goes into the
business plan.  



Conducting Feasibility Studies

1. Learn to be comfortable with ambiguity.
2. Chose a software that allows you to

manage lots of numbers.
3. Consult with your client often and get as

clear a vision of the business as possible.
4. Be brave and remember it is not rocket

science.  
5. Remember to give your numbers a reality

test.
 
 



Conducting Feasibility Studies
(cont.)

1. Your model will likely not capture all the
nuances of the business – sometimes you
have to pick and choose what to leave out.
Keep track of these and put in report.

2. Be ethical and do your best to get the
numbers right.

3. Be prepared to say what the client does not
want to hear.  You may have to be the “bad”
guy.
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Basic Components

1. Vision for business
A. What products or services is business going to

provide?
B. Where will the business be located and where

will the products/services be sold/provided?
C. Who will own and run the business?
D. When will it start-up?
E. How will the business operate and produce

products or provide services?
 



Basic Components (cont.)

1. Site Selection and location –
spatial analysis.

2. Community Support.
3. Member/Owner Support –

surveys, focus groups, other.
 

 
 

 



Basic Components (cont.)

1. Effective trade area – primary
(80% of sales), secondary, and
barriers.

 
 
 

 



Trade Area -- Analysis





Basic Components (cont.)

1. Direct Competitors -- similar in terms
of merchandise/service mix, customers,
image, and appeal.

2. Indirect Competitors -- may carry
similar merchandise or offer similar
services but the main thrust is a
different merchandise mix, customer
base, image, and appeal.

 
 
 



Competitors -- Spatial



Competitors -- List

Direct Competitors
Main Street Mercantile 96-98 Main Street Bradford PA
Call of the North Gift Shop 2367 Route 6 Gaines PA
Spragues Maple Farms Pancake House and Restaurant 1048 Route 305 Portville NY
Fishers Amish Country Artisan Store and Guided Tours 10 Jamestown Street Randolph NY
PA North Country Artisan Center & Store 1 Washington Street Towanda PA 
Hershey's Farm Market Route 6 Coudersport PA
Erway's Farm Store Route 6 west Coudersport PA

Indirect Competitors
Black Forest Deer Park Junction of Routes 6 and 449 Ulysses PA
Red Barn Antiques 3340 Ireland Road Randolph NY
The Amish Cottage at Eagles Rest Farm  Randolph NY
The Farmers Daughter 11719 Route 6 Wellsboro PA
North Woods Gift Shop Route 6 Gaines PA
Carter Camp Lodge & Store 2136 Germania Road Germania PA
Keeners County Store 4477 Cherry Springs Rd Coudersport PA



Basic Components (cont.)

1. Suppliers.
2. Potential buyers or customers.
A. Members?
B. Demographics.
C. Qualitative and/or

quantitative research.
 

 
 



Basic Components (cont.)

1. Financial Feasibility.
A. Revenues.
B. Capital Needed – cash, equipment,

building, inventory, etc.
C. Cost of Goods Sold.
D. Income Statement.
E. Cash-flow Analysis.
F. Balance Sheet.

 
 
 



Basic Components (cont.)

1. Entity Selection.
2. Points of Concern.
3. Summary and Conclusions.

 
 
 

 



Start-up Business

Pro forma Financials – Pro Forma
means as a matter of form.  It is a
projection of a financial statement
based on a model of the prospective
business, i.e. a model of the actual
financial statements.

 
 



Financial Statements

Financial Schedules in a Business Model:
1. Balance Sheet.
2. Income Statement (also called the

Profit/Loss Statement or Operating
Statement).

3. Cash-flow Analysis.
 



Income Statement

1. Lays out the projected revenues and
expenses for the business over the
period being analyzed.  

2. Includes depreciation.
3. Does not include debt principle

repayments.
4. Net profit is the bottom line.

(Cooperative tends toward zero NP)



Income Statement -- example

1 2 3 4 5
Gross Sales $277,670 $538,534 $593,203 $691,232 $789,656

Production Wages $118,420 $162,050 $219,450 $247,850 $307,900
Production Materials $57,757 $127,235 $130,502 $146,823 $163,457

Other Prodn Expenses $62,918 $85,742 $106,158 $116,384 $134,791
Total Cost of Goods Sold $239,095 $375,027 $456,110 $511,057 $606,148

Gen & Admin Wages $0 $0 $31,200 $46,800 $65,000
Gen and Admin--Other Than Wages $30,672 $34,186 $44,992 $52,474 $65,773

Total Gen and Admin $30,672 $34,186 $76,192 $99,274 $130,773

Total Operating Costs $269,767 $409,213 $532,301 $610,331 $736,921
Net Profit $7,903 $129,321 $60,902 $80,900 $52,735

Income Taxes $1,581 $25,864 $12,520 $16,180 $10,547
Net of Taxes $6,322 $103,457 $48,381 $64,720 $42,188

Year



Net Profit – 1st year start up

Month of Operation



Income Statements Include

1. Sales (revenues).
2. Cost of goods sold or

services provided (COGS).
3. Administrative and general

expenses.



Expenses -- Examples

COGS (variable):
A. Inputs.
B. Packaging.
C. Production labor needs and cost of that

labor.
Administrative and General (fixed):

D. Rent
E. Interest
F. Management labor
G. Depreciation



Cash-flow Analysis

1.  A financial statement that tracks cash
as a result of operating, investing, and
financing activities and then the net
effect of these on cash balances for a
given period.

2. Does not include depreciation and
does include both interest and principle
payments.



Cash-flow –Example

 

End of Month



Balance Sheet

1. Assets = Liabilities + Equity
2. As of date – a point in time, i.e.

snapshot.
3. Beginning and ending balance sheets

to capture a period of time.
4. Do this last after all the other numbers

stabilize.



As of end Month 12, Year indicated
Assets: 1 2 3 4 5

Current Assets
Cash $30,741 $45,507 $59,219 $71,794 $69,289
Accounts Receivable $0 $0 $0 $0 $0
Other Current Assets $90,000 $90,000 $90,000 $90,000 $90,000

Total Current Assets $120,741 $135,507 $149,219 $161,794 $159,289

Long Term Assets
Depreciable Assets $400,000 $384,888 $369,775 $354,663 $339,550
Accumulated Depreciation $15,113 $15,113 $15,113 $15,113 $15,113
Net Depreciable Assets $384,888 $369,775 $354,663 $339,550 $324,438
Non-Depreciable Assets $200,000 $200,000 $200,000 $200,000 $200,000

Total Long-Term Assets $584,888 $569,775 $554,663 $539,550 $524,438

Total Assets $705,628 $705,282 $703,882 $701,344 $683,727
Liabilities & Equity:

Current Liabilities
Cost of Sales A/P $0 $0 $0 $0 $0
Short-term Debt $31,906 $28,777 $25,561 $22,249 $18,836

Total Current Liabilities $31,906 $28,777 $25,561 $22,249 $18,836

Long Term Debt $469,422 $456,042 $441,808 $426,666 $410,558

Equity
Original Stock & Paid-in Capital $88,050 $88,050 $88,050 $88,050 $74,197
Equity Loss or Gain $116,251 $132,413 $148,463 $164,379 $180,135

Total Equity $204,301 $220,463 $236,513 $252,429 $254,332

Total Liabilities & Equity $705,628 $705,282 $703,882 $701,344 $683,727

Year of Operation



Building Pro Formas

1. Ideally, you do not have to start from
scratch.  The first set of pro formas you
build are the toughest, from then on you
can modify it for further use.

2. Choice of modeling software.  I use
Excel because it is simple.

3. Build your model so that the basic
assumptions can be changed and the
software recalculates for you.



Revenue Model

1. Goal is to determine the dollars of sales
generated by the business on a month to
month basis for the first 12 months and
then at a minimum, annually for 3 to 7
years.

2. Should be based upon a reasonable set
of assumptions.  The model should allow
you to change those assumptions easily –
it will re-calculate everything for you.



Revenue Projections

1. Survey of possible customers, then build
revenue projections from results.

2. Estimate the total market for the service or
product and then use possible market share
to estimate sales.

3. Project number of hours a store is open
and how many transactions per hour with
an assumption of $$ for transaction.

4. Calculate production, assume all will be
sold, and use estimated price to determine
revenue.



Weekly projected purchases at the cooperative (white=$340 and
dark red=$3,500)



Things to Remember

1. Seasonality.
2. Payment lags.
3. Sales taxes.
4. Depreciation.
5. Income taxes.
6. Formatting and labeling.



Client Interactions

1. Use review of progress to help
them understand the business
and numbers.

2. Encourage them to clarify their
vision of the business.

3. Provide visuals of numbers.
4. Summarize whenever possible.



Multi-year Projections

1. Model 2nd year on a month-by-month
basis if the first year start-up is
significantly different than first year.  

2. And if the next years are significantly
different, model them separately too.  

3. If the basic structure of the business
does not change after Year 2, you can
do the projections by using a simple
growth formula.



Multi-year Projections

Simple Growth Formula:
New Amount = Old Amount * (1+.0X)
if X is less than 10, if it is greater than 10
then eliminate zero, i.e. (1+.10).   And where
X equals the percent of growth being
assumed.  For example if you assume labor
costs will grow at 3% from one year to the
next, X will be 3.
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