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The mere mention of feasibility studies suggests a multitude of different concepts, definitions and
ideas. Feasibility can be defined as the process of determining or assessing the capability and
likelihood of something being accomplished, brought about, used or dealt with successfully. In
the Agricultural Development Center (ADC), feasibility studies may involve any portion or
segment of alengthy process that includes preliminary studies into the technical possibilities of a
project, financial analysis, technical evaluation and market potential and development. Some
individuals adhere to a very narrow definition of feasibility that concentrates only on financial
capability. That is, aproject isfeasible only if it is projected to cash flow or generate a profit.
Others take a broader approach and include production, regulatory and marketing concernsin
determining a project’s feasibility.

Evaluating the feasibility of a new project involves assessment of many different items. However,
aprimary component of such a study should focus on the evaluation of economic feasibility.
Important technical and physical relationships must be considered as well. Questions of socia and
political feasibility should also be addressed. For instance, a poultry waste processing center may
be economically and physically feasible, but zoning regulations or public opposition may make it
infeasible overall. All factors, economic and non-economic, of feasibility should be addressed and
evaluated in afeasibility study.

Future costs and returns from investments cannot be forecast with certainty. Changing
technologies and consumer demand may cause a feasible project today to be infeasible in the
future. Similarly, aproject that isfeasible in one location may not be feasible in another.

The financia situation in rural Tennessee has forced many farm families to make major financia
and business adjustments. A survey of 1,000 Tennessee farm families participating in an intensive
farm and financial management educationa program from 1984 - 1989 indicated that 4 percent of
them left the farm and 10 percent took off-farm employment. Today, farm families are
investigating home-based industries and other small business ventures. To deal with the many
changes affecting agriculture in Tennessee, farmers and agribusinesses must evaluate aternative
types of enterprises and production, processing, marketing and distribution alternatives. Such
evaluations must include production, marketing and financial considerations. A feasibility study is
the process by which a project can be properly evaluated.

Basic Understanding of Feasibility

A feasibility study basically involves the assembly, analyzing and evaluating of information in
order to address the question: “Should | do it?” The saying “ How it looks depends on where you
stand” can be applied to the concept of understanding feasibility. If two people enter into a
contract that provides for the first to pay the second to perform a service, there are many ways for
each to determine the feasibility of the agreement. Whether the venture is indeed feasible depends
on how each party chooses to evaluate it. The person who isto pay money for the service must
decide whether the agreement is financially feasible, that is, whether he or she can afford the
service. Besidesthis, he or she must consider whether it is economically feasible, that is, whether
the service provides benefits equal to or greater than the price. The contractor who will render




the service is concerned primarily with physical feasibility (whether the job can be done and
whether available resources are adequate for it). Naturally, the contractor must al'so consider
economic feasibility, in terms of whether the funds received are equal to or greater than the costs
of providing the service.

Either party to such a proposed contract can consider the proposal from a variety of viewpoints,
but some factors will inevitably dominate. If the price requested is so high that the prospective
purchaser does not have sufficient funds, he or she will not be able to enter the contract and the
proposal will fail because it is not financially feasible. If the service requested cannot be
provided because the necessary techniques or equipment are not available, then the proposal will
fail because it is not physically feasible .

A Broad Process for ADC Studies
Each feasibility study (and concluding report) will have a unique approach or structure. A
process for projects evauated by the ADC is outlined below.

Team Evaluation of Project Application
Preliminary Project Investigation
In-Depth Project Analysis

Formulation of Consensus and Conclusions

Presentation of Project Report

A feasbility analysis by the Agricultural Development Center should not be so one-sided that the
applicant (farmer, entrepreneur or business person) has no input or responsibilities. Input from
the applicant, is very valuable to afeasibility study. As the ultimate decision maker, the applicant
should interact with the ADC and keep them informed. It is best for the applicant to have some
understanding of what a new, value-added venture will require before the investigation gets too
in-depth. Therefore, a series of worksheets have been prepared to provide a framework for the
study and to involve the applicant in the overall project assessment and data collection.

These worksheets have been devel oped and are presented to assist in the evaluation of the overall
feasibility of projects evaluated by the ADC. They are not intended to be used as “stand alone”
feasibility analysistools. They should be used in workshop settings or in close working relations
with the ADC. While the worksheets can be helpful “stand alone” tools, they do not provide the
depth of explanation and direction needed to be fully beneficial.

! EDP Feasibility Analysis, Massey, L. D. and John Heptonstall, [HF 5548.2 .M3 .B37],
D. H. Mark Publishing Company, 1968.
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Assessing Feasibility
Wor ksheet Check-List

PRELIMINARY INVESTIGATION
Complete Preliminary Worksheet #1: Questions to Consider

Complete Preliminary Worksheet #2: |dentification of Goals & Objectives
Complete Preliminary Worksheet #3: General Persona Considerations
Complete Preliminary Worksheet #4: Genera Project Considerations

Complete Preliminary Worksheet #5: Owner’s Monthly Living Expenses
Complete Preliminary Worksheet #6: Business Start-Up Costs

Complete Preliminary Worksheet #7: Revenue and Expense Estimates
Complete Preliminary Worksheet #3: Pro Forma Monthly Cash Flow Statement
Complete Preliminary Worksheet #9: Pro Forma Monthly Income Statement
Complete Preliminary Worksheet #10: Balance Sheet

Use ADC Info. No 3 “Break-Even Analysis’ to Estimate Annual Fixed Costs, Per Unit
Variable Cost and Break-Even Sales & Units

Complete Preliminary Worksheet #11 to Estimate Sales (units, value)

Complete Preliminary Worksheet #12 to Evaluate Overall Project Potential
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Assessing Feasibility Preliminary Worksheet #1
“QUESTIONSTO CONSIDER”
Addressing, Evaluating and Planning a New Product, Enterprise or Business

Rate the questions on a scale of 1 to 10. The rating should indicate the general feeling you have
concerning the respective question. This worksheet is not intended to provide a definite YES or NO
answer but merely an indication of how familiar and prepared you are for the project. The rating should
help indicate potential weak and strong areas of the project.

----- General Rating - - - - -

Raw Product Suppl Weak Unknown  Strong

What minimum size facility is required?

What is the required quantity of inputs?

Are the required inputs available? What about quality, timing and price?
How far away are the inputs?

Do alternative inputs exist?

How dependable are the input suppliers?

What alternatives exist for input suppliers?

Do long-term agreements exist?

Production Process

What social concerns exist?
What are the start-up costs?
How much money must be borrowed?
What is the interest rate?
How many employees are needed?
What specia skills are needed?
What isthe loca employment situation?
What type of training programs will be necessary?
What labor management experience is available?
What are the expected wage rates?
A A State Partner in the Cooperative Extension System
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regardless of race, color, age, national origin, sex or disability and is an Equal Opportunity Employer.
COOPERATIVE EXTENSION WORK IN AGRICULTURE AND HOME ECONOMICS
The University of Tennessee Institute of Agriculture, U.S. Department of Agriculture,
and county governments cooperating in furtherance of Acts of May 8 and June 30, 1914,

Agricultural Extension Service
Billy G. Hicks, Dean



What are the expected management costs?

What are the expected fixed costs?

What are the expected interest expenses?

What depreciation is expected?

What insurance costs are expected?

What about taxes?

What is the projected net income? (from the income statement)
What is the expected annual cash surplus? (from the cash flow)
What message do the bresk-even charts send?

Market Determingtion

What are the consumption trends for the product?

What are the quality & quantity restrictions/trends related to consumption?
What population segments are the primary and secondary consumers?
Is there an established marketing center? What are its characteristics?
Isthere atarget market? What are its characteristics?

What market alternatives exist?

How are these markets now being served?

How will the competition react?

What type of distribution system is needed?

What are the delivery requirements/consi derations/schedul es?

What type of transportation is necessary?

How will the product be introduced into the market?

What is the stimulus to get the buyer’s attention?

How long will it take to get the product to desired sales volumes?
What types of buyerswill be targeted?

What volumes will each buyer obtain?

Where are the buyers located?

What product qualities/specifications are required?

What signals have potential buyers been sending?

How reliable are the buyers? How stable are they?

What types of payment schedules are likely?

Are any specia selling services required? How stable are they? What do they cost?
What types of seasonal price patterns exist?

What are historical prices for the product?

What is the break-even price?

What price will the market support?



Personal Characteristics

Are you patient?

Areyou in good health?

Are you willing to keep learning?

Does you family totally support this venture?

Do you take responsibility well?

Do you have sdling/marketing skills?

Do you make decisions well?

Are you resourceful ?

Areyou athinker?

Do you understand the differencein efficient & effective?
Can you “rall with the punches?’

Are you courteous and understanding?

Do you have good organization skills and abilities?
Areyou a self-starter?

Do you desire to achieve results?

Do you seek new opportunities?

Do you have a high degree of energy?

Do you have an ahility to motivate people and get aong with others?
Do you have experience in many aspects of business?

Do you have a proven ability to execute ideas?

Do you have the ability to adjust your manageria style to suit a situation?
Are you honest?

Do you have foresight and planning abilities?

Do you have a strong work-ethic?

Are you an effective communicator?

Do you have sound decision-making abilities?

How Much Money Have You Saved To Invest In TheBusiness? $

How will you spend the dividends from thisinvestment? $

How do you feel about never seeing this money again? $

AFTER ADDRESSING THESE QUESTIONS, ON A SCALE OF 1 - 10, HOW DO YOU FEEL ABOUT
THE OVERALL POTENTIAL OF YOUR PROPOSED VENTURE:

(1 =NOT VERY GOOD, 10 = GREAT!)
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Assessing Feasibility Preliminary Worksheet #2
IDENTIFICATION OF GOALS

“If you don't know where you' re going, how will you know when you get there?” This is the essence of goal setting and
it has a direct relation to evaluating a new business venture. Starting and operating a successful business is often only a
means to amuch larger end. Therefore, knowing the ultimate ambition is critical to properly assessing the merit of a
new business.

Knowing what you want is the very first step towards getting it. Identifying your goals focuses your attention and
provides a basis by which decisions can be made. Setting and achieving goals keeps a business going the right
direction. Without goals, the truest measure of a projects feasibility cannot be evaluated.

Goals should be developed, but not just once. Goals, personal and business, change over time. Therefore, goals should
be developed early in the life of a business and then evaluated and adjusted to address the changing times and changing
desires.

Thereisaset of criteriathat business goals should meet in order to be effective for the business. Business goals should
be“SM.A.RT.” Thatis, each business goa should be Specific, Measurable, Attainable, Rewarding and Timed.
Below is aworksheet to help in the identification and development of the goals that relate to your business. Make
sure that each of your goalsis“SM.A.R.T.”

1) What are your ultimate life-time goals?

2) What are your goals for the next three to five years?

A, A State Partner in the Cooperative Extension System
The Agricultural Extension Service offers its programs to all eligible persons
regardless of race, color, age, national origin, sex or disability and is an Equal Opportunity Employer.
COOPERATIVE EXTENSION WORK IN AGRICULTURE AND HOME ECONOMICS
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and county governments cooperating in furtherance of Acts of May 8 and June 30, 1914.
Agricultural Extension Service
Billy G. Hicks, Dean
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3) What are your goals for the coming year?

4) What “MUST” happen in order for these goals to be accomplished?

5) Explain how your proposed venture relates to your overall goals.

AFTER ADDRESSING THE ISSUES CONCERNING GOALS, ON A SCALE OF 1 - 10, HOW DO YOU

FEEL ABOUT THE OVERALL POTENTIAL OF YOUR PROPOSED VENTURE:
(1 =NOT VERY GOOD, 10 = GREAT!)
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Assessing Feasibility Preliminary Worksheet #3

General Personal Consider ations

Business Owner ship/M anagement YES NO
1) Do you enjoy COMPELItION? . . . .ottt e e e

2) Doyou take advicefromotherswell?. . ......... ... .. L
3) Doyourdatewdl withothers? . ...... ... ... .. .. . .
4) Doyouplanahead? ... ... ... .. .

5) Doyou have Will-power? . . ... . e
6) Doyou liketo makefinal decisions? . .. ......... .. i
7) Doyouadapt well tochange? . .......... i
8) Doyou get thingscompletedontime? . ............ . ... ... ...
9) Do you have experienceinthistypeof busness? ........................
10) Doyou havegood leadership abilities? .. .......... ... ... .,
11) AreYOU Pall et ? . .

Physical, Emotional & Financial
1) Are you prepared for this venture to be a 24 hour per day operation? . ........

2) Do you have the physical needsto succeed inthisbusiness? ................
3) Are you and your family prepared for the emotional stresses of

thisSbUuSINESS? . . . ..
4) Do you redlize that your persona savingscouldbelost?...................
5) Are you willing to lower your standard of living while the

DUSINESS QroWS? . . .o
6) Can you survive until the business generatesaprofit? .. ...................

A. A State Partner in the Cooperative Extension System
The Agricultural Extension Service offers its programs to all eligible persons
regardless of race, color, age, national origin, sex or disability and is an Equal Opportunity Employer.
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Per sonal Consider ations

1)

2)
3)
4)
5)
6)

Do you know which skills and areas of expertise are critica to

thesuccessof theproject? ...
Doyou havethesetraitS? .. ...t e
Doesthe project utilizeyour skillsandtraits? . ..........................
Does the project directly relate to your goals and objectives? . ..............
Can the labor force be found to fulfill thisproject? . ......................
Areyou considering thisideafor the“right” reasons? . . .. .................

AFTER ADDRESSING THE GENERAL PERSONAL ISSUES,
ON A SCALE OF 1 - 10, HOW DO YOU FEEL ABOUT
THE OVERALL POTENTIAL OF YOUR PROPOSED VENTURE:
(1 =NOT VERY GOOD, 10 = GREAT!)
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Assessing Feasibility Preliminary Worksheet #4

General Project Considerations

General Project Description

1)

2)

3)

4)

5)

Describe the businesyidea

List the products/services that will be sold?

Describe the user/consumer and why they want the product/service?

What inputs will be needed?

How is this product/service being provided now?

AY A State Partner in the Cooperative Extension System
The Agricultural Extension Service offers its programs to all eligible persons
regardless of race, color, age, national origin, sex or disability and is an Equal Opportunity Employer.
COOPERATIVE EXTENSION WORK IN AGRICULTURE AND HOME ECONGMICS
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Critical Success Factors

1)
2)
3)
4)
5)

Are there factors that would restrict or eliminate any of the required inputs? .. ...
Arethe start-up requIrementS EXCESSIVE? . .. . ..ottt
Is adequate financing difficulttoobtain? ... .......... ... .. ... .. ... . .. ...
Are there significant contingent liabilities? ............. ... ... ... . ... .....
Are there factors that constrain adequate marketing? . ......................

Desired Income

1
2)
3)
4)
5)
6)
7)

Do you know how much income you desire from thisproject? . ...............
Do you know what “minimum” incomeyou require? .......................
Do you know how much of your own savingswill berequired? ...............
Do you know how much could be earned by investing your savings elsewhere? . . .
Do you know how much you could earn working somewhereelse? ............
Other than money, will you obtain value from thisproject? . . . ................
Other than money, do you know what this project will costyou? ..............

Other Considerations

Do you know how much money will be needed to get the businessstarted? ............

Do you know where to obtain the needed start-up funds? .........................

Will the product/service serve a market that is not currently satisfied? ................

How can the product/service compete with existing competition? ...................

Do you know how much credit you can get from the business that

WIll SUPPlY INPUES? . .o

Do you have a* management/advisory team” that can assist thebusiness? .............

Aremost businessesintheareadoingwell? . ... ... .. .

Do you know the kind of people (profile) that will purchase the product? .............

Do you know how many sales (dollars & units) toexpect? . ........... .. ... ... ...

Do you have or have you identified asuitable facility? . .......... ... ... .. .......

Isthere room for growth at thefacility? . ......... ...

Isthefacility suitablefor sales? . ... ... . .

Doyou havealawyer to advicethebusiness? ......... ... .. ... .. ... . ... .. .. ...

Do you have an accountant to advicethebusiness? ............ ... ... ... ........

Have you listed the needed equipment & supplies?. .. ......... ...

Have you obtained cost estimatesforthem? . ............. .. ... ... ... ... ...

Do you have sources for used equipment & supplies? ..............c ...



Haveyou identified your product lin€? . . . ... ..
Have you estimated the volume and timing of salesfor the product line? ..............
Haveyou developed alistof suppliers? ......... i
Have you compared prices, credit terms, transportation charges and reliability

of different SUPPliErS? . ... oo
Have you compared your product/service to the competition? ......................
Have you identified a record-keeping system for financial records? ..................
Do you have experience tracking inventory? . ............ i
Are you familiar with how to maintain and report payroll and tax records? . . ...........
Areyou preparedtooffer credit sales? . .. ... .. e
Are you prepared to never be paid for items sold on credit?
Do you know what licence and permits are required for thisbusiness? ................
Do you know what businesslawsapply? . ...
Do you know what type of business/product insuranceisavailable? . .................
Do you know what type of business/product insuranceyouneed? ...................
Do you know what business/product insurancewill cost? . . ........... ... .. ... ....
Do you know how your product should bepromoted? . . ............. .. ... ........
Have you identified promotion/advertisSng resources? . ...,
Do you know how much you will be spending on advertisng? ......................
Do you know how to priceyour products? .. ...........o i
Do you know how many saleswill be possible a theseprices? ... ...................
Haveyou considered disCOUNtS? .. ... ... . i e e e
Do you know whereto find new employees? . ... .. i
Do you know what characteristics you will desireinemployees? . ...................
Do you know how muchyouwill spendonlabor? ......... ... ... ... ... ... .. ....
Will you offer benefits? . ... ...
Doyou have atraining program®? . . .. ...ttt e
Do you have aplan for evaluating performance? . ............ .. ..
Doesyour family support thisventure? . ........... .. i
How will you stay abreast of the changes and opportunities that effect your business? . . ..

AFTER ADDRESSING THE GENERAL PROJECT ISSUES, ON A SCALE OF 1 - 10, HOW DO
YOU FEEL ABOUT THE OVERALL POTENTIAL OF YOUR PROPOSED VENTURE:

(1 =NOT VERY GOOD, 10 = GREAT!)
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Assessing Feasibility Preliminary Worksheet #5
Owner’s Monthly Living Expenses 2

Complete thislist of expenses based on an average month. Add or subtract items to fit your own lifestyle
and financial obligations.

ITEM COST
RentorMortgage . ..........iiiiiiiiiii s, $
Car payment & other loan payments ..................... $
Life & healthinsurancepremiums....................... $
Utility & telephonebills . ............................. $
Homerepairsand maintenance . ........................ $
Food (groceries, away from home (eatingout) .............. $
Car repairs, gas,andparking .. . ... $
Travel .. $
Medical anddental care . .. ......... i $
Educational eXpenses. . ...t $
Clothing ........... i e $
Newspapersand magazingS . ... ..oovvve e, $
Childcare . ... e $
SAVINGS ot e $
Spending money and allowances .. ...................... $
Entertainment . .......... ... i $
Other EXPENSES . .ottt ittt et $
Total Personal EXPeNses . ......oovviiiiiinennnn. $

AFTER ADDRESSING THE MONTHLY LIVING EXPENSES, ON A SCALE OF 1 - 10, HOW DO YOU FEEL ABOUT
THE OVERALL POTENTIAL OF YOUR PROPOSED VENTURE:
(1 =NOT VERY GOOD, 10 = GREAT!)

A. A State Partner in the Cooperative Extension System
The Agricultural Extension Service offers its programs to all eligible persons
regardless of race, color, age, national origin, sex or disability and is an Equal Opportunity Empioyer.
COOPERATIVE EXTENSION WORK IN AGRICULTURE AND HOME ECONOMICS
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and county governments cooperating in furtherance of Acts of May 8 and June 30, 1914.
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Billy G. Hicks, Dean

2 Adapted from “Exploring Entrepreneurship,” Barefield, et. al. The University of Tennessee, Agricultural
Extension Service, 1998.
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Assessing Feasibility Preliminary Worksheet #6

Business Start-Up Costs

This worksheet should include the expenses you will incur when opening your business. Thislist is
asample; add or subtract items to fit your situation.

I TEM COST

Initial Valueof Inventory ................... $

©

Rent deposit or mortgage down-payment ...........

Furniture and fixtures

Desksandchairs........... ...,

Filingcabinets .......... ... ... .. ... ... ...

Light fixtures .......... ... ... . i

Counters, shelves . ...

Total Furnitureand Fixtures ....................

B | |B | |P e

Toolsand production equipment ..................

Supplies

Stationary . ...

Businessforms ............ii i

:

8
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3 Adapted from “Exploring Entrepreneurship,” Barefield, et. al. The University of Tennessee, Agricultural Extension
Service, 1998.



Utility DEPOSItS . ..o $

TelephoneDeposits ... ..o $

Advertising and Promotion

BusinessCards . .........coiiiiiiiii $
AdS, POSLENS, EIC. . ..ot $
Businesslogodesign ............... ... oo, $
EXterior igns .. ..oovo i $
Total Advertising& Promotion . .................. $

Site and Building Preparation

Remoddling .......... .. ... $
Decorating .. ..ovviii $
REPAIrS ... $
Total Siteand Building Preparation ............... $

Organization Costs

AccountingFees . ......... ... ... ... i $
Lega FEES. ..o $
Total Organization Fees ..................con.u. $
Licensesand Permits . .............ccoviiinnn... $

AFTER ADDRESSING THE ISSUES CONCERNING BUSINESS START-UP COSTS, ON A SCALE
OF 1- 10, HOW DO YOU FEEL ABOUT THE OVERALL POTENTIAL OF YOUR PROPOSED
VENTURE:

(1 =NOT VERY GOOD, 10 = GREAT!)
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Assessing Feasibility Preliminary Worksheet #7

Revenue and Expense Estimates:

Answer these questions with realistic, conservative estimates. Use the best information available and
remember that you should change your estimates as you get actual price quotes, negotiate contracts and
gain experience.

1. Estimate the number of units you will sell in the first year.

2. What is the average sales price per unit? $
3. Estimate your sales in dollars for the first year. $
4. Estimate your cost of merchandise or materials as a ratio or proportion of
sales (for example, cost of materials ($50) / total sales ($100) = 0.5) $
5. Estimate the cost of the inventory needed to start the business.
$
6. Enter the level of monthly personal expenses to be covered by the
business. $
7. Estimate the monthly rent or mortgage payment for your business $
8. Estimate the rent deposit or mortgage down payment required.
$
9. Estimate the total cost of the furniture and fixtures you will need to buy.
$
10. What is the average useful life (in months) of these furnishings and
fixtures?
11. Estimate the cost of the tools and equipment you will need to purchase. $

12. What is the average useful life (in months) of these tools and
equipment?

13. Estimate the total level of monthly wages you will pay to your employees. $

A. A State Partner in the Cooperative Extension System
The Agricultural Extension Service offers its programs to all eligible persons
regardless of race, color, age, national origin, sex or disability and is an Equal Opportunity Empioyer.
COOPERATIVE EXTENSION WORK IN AGRICULTURE AND HOME ECONOMICS
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4 Adapted from “Exploring Entrepreneurship,” Barefield, et. al. The University of Tennessee, Agricultural Extension
Service, 1998.



14. Estimate the level of payroll taxes you must pay as a percentage of total
wages $

15. What is the total cost of supplies and materials that you will need to start
your business? $

16. Estimate the average monthly cost of supplies and materials that you will
need to operate $

17. Estimate the percentage of sales that will be made on credit (for
example, credit sales ($25) / total sales ($100) equals 0.25 or 25%).
Enter zero if you will not make credit sales.

18. Estimate your monthly utility bill.

19. What are the required utility deposits?

20. Estimate your monthly telephone bill.

21. What is your required telephone deposit?

B |P|R || PP

22. Estimate your monthly insurance costs.

23. Estimate the advertising and promotion costs incurred in the startup of
your business. $

24. Estimate your monthly advertising costs after the initial opening of your
business. $

25. Estimate the expenses incurred in getting your business location ready
for opening. $

26. Estimate the monthly costs required for maintenance and upkeep after
opening. $

©

27. Estimate attorney and accounting fees to start the business.

28. Estimate the average monthly attorney and accounting fees after the
business opens.

29. Estimate the costs of business licenses and permits.

30. Estimate your monthly debt service.

31. How much of Q30 is payment on the principal part of the loan?

32. How much of Q30 is interest expense?

33. Estimate the monthly cost of other expenses.

BB |R || |P |

34. How much cash will you invest in the business?

35. What is the minimum amount of cash that you want on hand at the
beginning of each month for unexpected expenses? $

AFTER ESTIMATING REVENUE AND EXPENSES, ON A SCALE OF 1 - 10, HOW DO Y OU FEEL
ABOUT THE OVERALL POTENTIAL OF YOUR PROPOSED VENTURE:

(1 =NOT VERY GOOD, 10 = GREAT!)
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Assessing Feasibility Preliminary Worksheet #8

PRO FORMA MONTHLY CASH FLOW STATEMENT"

INITIAL MONTHLY

SOURCES OF CASH STARTUP REQUIREMENTS

Last month’s
Cash on Hand $ ending balance
Cash Sales (Adjust for seasonality as
needed) 0
Accounts Receivable Collections 0
Other Income 0
Initial Borrowing $
Additional Borrowings 0
Total Cash Available Add above items Add above items

A. A State Partner in the Cooperative Extension System
The Agricultural Extension Service offers its programs to all eligible persons
regardless of race, color, age, national origin, sex or disability and is an Equal Opportunity Empioyer.
COOPERATIVE EXTENSION WORK IN AGRICULTURE AND HOME ECONOMICS
The University of Tennessee Institute of Agriculture, U.S. Department of Agriculture,
and county governments cooperating in furtherance of Acts of May 8 and June 30, 1914.
Agricultural Extension Service
Billy G. Hicks, Dean

5 Adapted from “Exploring Entrepreneurship,” Barefield, et. al. The University of Tennessee, Agricultural Extension
Service, 1998.



USES OF CASH

Inventory

Furniture and Fixtures

Tools and Equipment

A |P | R | e

Owner’s Draw

Employee Wages 0

Payroll Taxes 0

Rent or Mortgage Payment

Utilities

Telephone

Supplies

Insurance

Advertising

Maintenance

Legal and Accounting

Licenses

B | PP BB BB |P P

Other Expenses

Pl |A P PR R P|P| PP R AL PP

Taxes 0

©*

Other Loan Payments 0

Total Uses of Cash Total Above Items Total Above Items

CASH POSITION
(SOURCES OF CASH - USES OF CASH)

AFTER ADDRESSING THE MONTHLY CASH FLOW ISSUES, ON A SCALE OF 1 - 10, HOW DO
YOU FEEL ABOUT THE OVERALL POTENTIAL OF YOUR PROPOSED VENTURE:

(1 =NOT VERY GOOD, 10 = GREAT!)
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Assessing Feasibility Preliminary Worksheet #9
PRO FORMA MONTHLY INCOME STATEMENT?®

Income

Sales = [Adjust for seasonality as needed)]

Cost of Goods Sold =

Gross Margin = (Sales - Cost of Goods Sold)

Operating Expenses

Employee Wages & Payroll Taxes

Rent

Utilities & Telephone

Supplies

Insurance

Advertisng

Maintenance

Legal/Accounting Fees & Licences

Other Expenses

Interest Payments

Depreciation

Total Operating Expenses (Add all operating expenses)

Net Income (Loss) Before Income Taxes (Gross Margin - Tot. Op. Exp.)

AFTER ADDRESSING THE MONTHLY INCOME STATEMENT ISSUES, ON A SCALE OF 1 - 10, HOW DO YOU FEEL ABOUT
THE OVERALL POTENTIAL OF YOUR PROPOSED VENTURE:

(1=NOT VERY GOOD, 10 = GREAT!)

A. A State Partner in the Cooperative Extension System
The Agricultural Extension Service offers its programs to all eligible persons
regardless of race, color, age, national origin, sex or disability and is an Equal Opportunity Empioyer.
COOPERATIVE EXTENSION WORK IN AGRICULTURE AND HOME ECONOMICS
The University of Tennessee Institute of Agriculture, U.S. Department of Agriculture,
and county governments cooperating in furtherance of Acts of May 8 and June 30, 1914.
Agricultural Extension Service
Billy G. Hicks, Dean

6 Adapted from “Exploring Entrepreneurship,” Barefield, et. a. The University of Tn., Ag. Ext. Service, 1998.
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Assessing Feasibility Preliminary Worksheet #10

BALANCE SHEET

A balance sheet is afinancia statement that shows what is owned and what is owed by the business at a
particular point intime. It consists primarily of two sections; assets and liabilities. The liabilities section
of abalance sheet also contains an assessment of net worth. A balance sheet is constructed on the basis
that the two sections must balance. The two sections form the equation:

ASSETS=LIABILITIES+ NET WORTH

In other words, what is put into the business plus what is borrowed must equal the total value of assets.
The distinction between liabilities and net worth is made in order to show the proportion of assets that are
backed by debt and the proportion represented by contributions.

The balance sheet shows the condition of the business at one point in time. A balance sheet israrely the
same for any two pointsin time because the items on the balance sheet are constantly changing. For
instances, inventories and assets are continually changing as are debts. The growth and success of a
business can be evauated by comparing two balance sheets at different pointsin time. Because the values
listed in a balance sheet are representative of a particular point in time, one of the most critical aspects of a
balance sheet is the date.

In preparing a balance sheet, assets are traditionally presented first. The assets are often listed in order of
liquidity under the sub-headings current assets, intermediate assets and long-term assets. Current assets
are those assets available as cash or easily converted to cash during the coming 12 months. Intermediate
assets are those with a useful life of one to ten years. Long-term assets are those with an expected lifein
excess of ten years. The sum of the current, intermediate and long-term assets is presented as total assets.

Liabilitiesare adso listed in order of their currency. Current liabilities are those debts that are due to be
paid within the next 12 months such as accounts payable, notes payable and interest payable on al debts.
Intermediate liabilities are the outstanding balances of debts against intermediate assets while long-term
liabilities are the outstanding balances of debts against long-term assets. The sum of current, intermediate
and long-term liabilities is presented as total liabilities.

The owners financial contribution to the businessis represented by the difference in the value of total
assets and total liabilities. The ownersinterest is labeled net worth (or owners equity) and totaled with the
total liabilities. The sum of total liabilities and net worth must aways be the same as the vaue of total
assets.

A_ A State Partner in the Cooperative Extension System
The Agricultural Extension Service offers its programs to all eligible persons
regardless of race, color, age, national origin, sex or disability and is an Equal Opportunity Employer.
COOPERATIVE EXTENSION WORK IN AGRICULTURE AND HOME ECONOMICS
The University of Tennessee Institute of Agriculture, U.S. Department of Agriculture,
and county governments cooperating in furtherance of Acts of May 8 and June 30, 1914.
Agricultural Extension Service
Billy G. Hicks, Dean



Business Name: Date:

BALANCE SHEET
ASSETS
Current Assets
Cash
Checking Accounts
Savings Accounts
Accounts Recelvable
Inventory
Items Held for Resde
Other Current Assets
Tota Current Assets

Intermediate Assets
Machinery
Equipment
Automobiles
Breeding Livestock
Other Intermediate Assets
Total Intermediate Assets

Long-Term Assets
Land
Buildings
Other long-Term Assets
Total Long-Term Assets

Total ASSELS .. et

LIABILITIES& NET WORTH
Current Liabilities
Accounts Payable
Notes Payable
Current Potion of all Debts
Other Current Liabilities
Total Current Liabilities

Intermediate Liabilities
Debts on Intermediate Assets
Other Intermediate Liabilities
Total Intermediate Liabilities

Long-Term Liabilities
Debts on Long-Term Assets
Other Long-Term Liabilities
Total Long-Term Liabilities

Total Liabilities . . ..o e
NEE W OT TN oo
Total Liabilitiesand Net Worth ... ... .. e

AFTER ADDRESSING THE BALANCE SHEET ISSUES, ON A SCALE OF 1 - 10, HOW DO YOU FEEL ABOUT THE OVERAL
POTENTIAL OF YOUR PROPOSED VENTURE:

(1 =NOT VERY GOOD, 10 = GREAT!)
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ADC Info #3 Break-Even Analysis September 1998

Rob Holland
Assistant Extension Specialist
Agricultural Development Center

One of the most common tools used in evaluating the economic feasibility of a new enterprise or product is the
break-even analysis. The break-even point is the point at which revenue is exactly equal to costs. At this point, no
profit is made and no losses are incurred. The break-even point can be expressed in terms of unit sales or dollar
sales. That is, the break-even unitsindicate the level of salesthat are required to cover costs. Sales above that
number result in profit and sales below that number result in aloss. The bresk-even salesindicates the dollars of
gross sales required to break-even.

It isimportant to realize that a company will not necessarily produce a product just because it is expected to break-
even. Many times, acertain level of profitability or return on investment is desired. If this objective cannot be
reached, which may mean selling a substantial number of units above break-even, the product may not be produced.
However, the break-even is an excellent tool to help quantify the level of production needed for a new business or a
new product.

Break-even analysis is based on two types of costs: fixed costs and variable costs. Fixed costs are overhead-type
expenses that are constant and do not change as the level of output changes. Variable expenses are not constant
and do change with the level of output. Because of this, variable expenses are often stated on a per unit basis.

Once the break-even point is met, assuming no change in selling price, fixed and variable cost, a profit in the
amount of the difference in the selling price and the variable costs will be recognized. One important aspect of
break-even analysisisthat it is normaly not thissmple. In many instances, the selling price, fixed costs or
variable costs will not remain constant resulting in a change in the break-even.. And these changes will change the
break-even. So, a break-even cannot be calculated only once. It should be calculated on aregular basis to reflect
changes in costs and prices and in order to maintain profitability or make adjustments in the product line.

There are three basic pieces of information needed to evaluate a bresk-even point:

Average Per Unit SalesPrice:

Average Per Unit Variable Cost:

Average Annual Fixed Costs:

A. A State Partner in the Cooperative Extension System
The Agricultural Extension Service offers its programs to all eligible persons
regardless of race, color, age, national origin, sex or disability and is an Equal Opportunity Empioyer.
COOPERATIVE EXTENSION WORK IN AGRICULTURE AND HOME ECONOMICS
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! Management, Richard Hodgetts & Donald Kuratko, Second Edition, 1986.



The basic equation for determining the break-even unitsis:

Average Annual Fixed Cost

(Average Per Unit Sales Price - Average Per Unit Variable Cost)

The basic equation for determining the break-even sales:

Annual Fixed Cost

1 - (Average Per Unit Variable Cost + Average Per Unit Sales Price)

Break-even analysis can be very helpful in the evaluation of a new venture. In most instances, success takes time.
Many new enterprises and products actually operate at aloss (at a point below bresk-even) in the early stages of
development. Knowing the price or volume necessary to break-even is critica to evaluating the time-framein
which losses are permissible. The bresk-even is aso an excellent benchmark by which a company’ s short-term
goals can be measured/tracked. Break-even analysis mandates that costs be analyzed. It also keeps afocus on the
connection between production and marketing.

Example: A local livestock producer utilizes compost waste to develop an organic fertilizer product. The fertilizer
is prepared for retail sale in 50 pound bags. The retail sales priceis $5.00 per bag. The average variable cost per
bag is $2.80 and average annual fixed costs are $60,000. These three pieces of information are:

Average Per Unit Sales Price = $5.00 per bag
Average Per Unit Variable Cost = $2.80 per bag
Average Annual Fixed Costs = $60,000.00

The above assumption can be utilized to calculate the number of bags that must be sold in order to break-even as
well asthetotal dollar of sales needed to break-even. Using the formulas explained earlier, the following
calculations can be made:

Break-Even Units: $60,000.00 + ($5.00 - $2.80) = 27,273 bags

Break-Even Sales: $60,000.00 + 1 - ($2.80 + $5.00) = $136,365

Therefore, no profits are made from the sale of this product until more than 27,273 bags are sold or more than
$136,365 in gross saes is generated.
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Assessing Feasibility Preliminary Worksheet #11
ESTIMATING SALES

CUSTOMERS
Who AreThey % of Sales What They Want How to Target
COMPETITION
Who Are Yrs.In % / $ of % / $ of Competitive Advantage Your Competitive
They Business Mar ket Market With Advantage
You

PRODUCT LINE

Products Retail Price Cost GrossMargin Relation of Priceto
(per unit) (per unit) (Price- Cost) Competition
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COOPERATIVE EXTENSION WORK IN AGRICULTURE AND HOME ECONOMICS
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Business Name:

ESTIMATING SALES

Date:

Product Line
(Revenue Gener ators)

Expected
Annual Sales
(aty)

Average Value
of Sales

(price per unit)

Total Estimated
Sales I ncome

($)

AFTER ESTIMATING SALES, ON A SCALE OF 1 - 10, HOW DO YOU FEEL ABOUT THE
OVERALL POTENTIAL OF YOUR PROPOSED VENTURE:

(1 =NOT VERY GOOD, 10 = GREAT!)
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Assessing Feasibility Preliminary Worksheet #12

EVALUATION OF OVERALL PROJECT POTENTIAL

OVERALL RATING
WORKSHEETS (1=NOT VERY GOOQOD, 10 = GREAT!)

Preliminary Worksheet #1: QuestionstoConsider ..................

Preliminary Worksheet #2: |dentification of Goals & Objectives . ... ...

Preliminary Worksheet #3. General Personal Considerations ..........

Preliminary Worksheet #4: General Project Considerations . ..........

Preliminary Worksheet #5: Owner’s Monthly Living Expenses. . ... .. ..

Preliminary Worksheet #6: Business Start-Up Costs . ...............

Preliminary Worksheet #7: Revenue and Expense Estimates . .........

Preliminary Worksheet #8: Pro Forma Monthly Cash Flow Statement . . .

Preliminary Worksheet #9: Pro Forma Monthly Income Statement . . . . . .

Preliminary Worksheet #10: BaanceSheet .......................

ADC Info #3, “Break-Even Analysis” .. .......... ... . .. ...

Preliminary Worksheet #11 to Estimate Sales (units, value) ...........

Preliminary Worksheet #12 to Evaluate Overall Project Potential . . .
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