A General Guide to Conducting a Business Feasibility Assessment/Study

The purpose each entrepreneur should conduct a detailed feasibility assessment or study is to test if that business idea makes: Personal Sense, Business Sense, Market Sense, and Financial Sense.  Without looking at the personal aspect, business concept, the market, and the financials, as well as analyzing the data and information, an entrepreneur is likely not to be successful or not as successful as s/he would like to be. Additionally, without evaluating and planning for the business, the entrepreneur would have a difficult if not impossible time convincing others to invest in their idea. 

After conducting thorough research and evaluating the information as well as data, if it is determined that the business idea appears to make good personal, business, market, and financial sense at that moment in time, the entrepreneur may continue forward to write a business planning. 
To start the assessment process, the questions listed below could help the entrepreneur begin the business idea assessment process.

Concept Feasibility:

1. Concisely discuss the business concept. You might want to complete this part last, as pages to follow will ask you to complete more detailed information that can be coupled in this section. 

· Discuss your business idea. Below are some tips on what should be included in your summary, which again you might want to finalize near the end after completing pages to follow.

· Discuss within this section the support or lack thereof from your family and how this will help or help or hamper your efforts;

· Will you continue to work outside of the business? If so, how much will you work?  Will it conflict with the business operations? 

· Discuss if you are receiving SSI or SSDI, are you willing to become competitively employed through self-employment and how will that impact your self-employment progress?

· Discuss if you have talked to or have scheduled to talk with a benefits planner if you receive SSI or SSDI. If you have not, when is your appointment?

· Discuss how you came up with the idea? Did you talk with others? How many people did you talk with? Were they acquaintances, relatives, and/or friends? What did they tell you about your idea?

· What skills, abilities, interests, experiences, knowledge or education, and if applicable, licensure do you bring to this venture?

· Talk about how you arrived decided on your business name. If you do not have one, are you starting to think about a name?

· Taglines and/or logos you have in mind. Note taglines are descriptive phrases that add to the meaning of your business. You may or may not have or need a tagline;

· Your legal form of business ownership. If a partnership will be formed or exits, describe the arrangements of the partnership and provide any legal documents if they are available.

· Will you need any special license to operate according to city, county, or state laws? 

· Will your idea (i.e., product/service idea) need a patent or some other type of legal protection available under the law?

· Describe the organization of your business (i.e., will you be hiring employees, etc.)

· Clearly describe your product and/or services;

· Describe what you know about your potential market area;

· Describe what you know about  target market (current or potential customers);

· Summarize the financial forecasts, loans, profits, losses, grant funds and what you propose to do with the proceeds;

· Generally, summarize your findings and why you believe based on the data and information you’ve collected that you business is viable and has an above average chance of being successful, profitable, and will provide you with a means to self-support.

Organizational Feasibility

This section address the following questions about who will wear what hats and do what jobs within your business. 

1. Who will be the owner(s) of this business?

2. What qualifications do the owner(s) have to own and operate this business?

3. Who will be responsible for:

a. Employee Management

b. Human Relations 

c. Public Relations

d. Financial Management

e. Purchasing

f. Advertising/Marketing/Sales

g. General Office/Store Maintenance

h. Other

4. In what areas do you believe you have sufficient skills?

5. In what areas do you need help/training?

6. Who can help you get the training/help needed?

7. How many employees will you need?

8. What skills/education will they need?

9. Do you have job descriptions for employees?

10. Are there enough people in your area with the skills needed to fill such positions?

11. What will happen if you are sick or have to be somewhere else on any given day?

12. What will be the time demands of this business on you?

13. What will be your business hours/days?

Market Feasibility


Demographic, Social, Geographic, Psychographic, & Behavioral Traits

1. What is the age range of your target market (i.e., customers)?

2. Are that male or female?

3. What is the average age of your customer group?

4. What is their average household income?

5. How much of their household income is disposable (i.e., usable for purchasing your product/service)?

6. What is their educational level?

7. Does your target market customer belong to a certain ethnic or religious group?

8. What are the characteristics of your targeted customers? Are they professionals, home-makers, hobbyists, sport enthusiasts, etc.?

9. What are the employment categories of your market (ex. white or blue collar, retirees, technical)

10. What area does your targeted customers live?

11. Is the area rural, urban, suburban, or mixed?

12. Is the targeted area shrinking or growing?

13. What does the economy look like in that area?

14. Are that any changes or anticipated changes in the area that would affect your business?

15. What is the customer’s buying or spending patterns of your product and/or service?

16. Is your product/service a necessity or luxury?

17. How often do you expect each customer to purchase your product/service?

18. Will customers be determined to buy your product due to (a) name loyalty; (b) convenience; (c) quality; (d) cost; (e) uniqueness; (f) combination of what?

19. Is your product or service something your customers will be familiar with or will you need to educate them before they make the purchase?

20. Is your product or services trendy? Does it have a lifespan as long as the life your any loans you may need to start your business?

21. Is there any level of moral question about your product or service?

22. What do you think the customer expects to gain from buying your product or service over something else or someone else’s product/service?

23. Is the industry experiencing growth and increasing in its profitability? Or is it oversaturated or experiencing a decline in trend?

24. Who dominates the market right now? 

25. Who are the major suppliers in the industry?

26. What are the current trends in the industry

27. How strong is the industry in your targeted geographic area?

28. How much money is spend in your geographic area on the type of product and/or service in intend to offer?

Competitive Feasibility

If you believe you have no competition, you are either in denial or you need to ask yourself “WHY?” Competition can either be direct or indirect in nature. Direct competition sells a similar product and/or service in your market area. Indirect competition is either competition of a similar product and/or service outside of your market area or who offers a substitute product/service in or out of your market area.

Many people believe they can conquer the competition but offering cheaper, or better service/product. First, cheaper doesn’t always mean better, and better is a matter of opinion. Here is where your market feasibility will help.  For example, if money doesn’t matter to the customer, no matter how much you reduce your price you may not be able to draw them away from the competition. If someone has shopped at the competition all of their life, they have become a loyal shopper and it would be hard pressed for you to pull them away from the competition to shop with you. If on the other hand your competition get’s business by default because they are the only game in town and they do not work hard to serve their customers, claiming a share of that market my have just gotten a little easier.

It is important to see what type of competition exists. Below, use these questions to help you evaluate your competition, both direct and indirect:

1. Who are your existing competitors?

2.  How much influence do they have over their current customers?

3. What is the potential for new business in town?

4. How might the competitor react to you new business (i.e., advertise more, offer specials, etc)?

5. How long will it take you before you believe you can be competitive in your selected market?

6. How will you promote your business to appear different than the competitors?

7. Have any businesses like yours started up then have gone out of business? Why?

Technical Feasibility

These questions are more detailed and considered the nuts and bolts of your operation. Sometimes, this can be very easy to address and other times it can get sticky and more complex. You may end up having to talk with city building inspectors, contractors, suppliers, realtors, and others in the business community to get a sense of what your business will need to be technically sound. Here are some questions to consider and answer:

1. Based on what you are selling, what type of location will you need?

2. If you have a location in mind, will people be able and comfortable accessing your products/services from the identified location?

3. How much space will you need?

4. Do you have a basic floor plan? Please include one if a location or locations have been identified.

5. What zoning and codes will need to be considered? Check with city/county/state.

6. What are some other possible locations in case your first choice does not work out?

7. Will you have to modify the space or do lease hold improvements? If so, who will pay for this, you or the landlord?

8. What type of location fits the image you plan to project with your business?

9. What type of signage will you need?

10. How much parking space will be available for customers?

Location
It is a known fact that one of the most common reasons an entrepreneur will pick a business location is because they noticed a “vacancy” sign or announcement.  As we know, picking the wrong location may not be the entire cause for business failure, but it can contribute to the cause if your potential customers can not reach you. In some cases, customers might not want to reach you if your business location is in an area that they are not familiar with or where they are simply uncomfortable with the shopping area itself.

In situations where a service business goes to the customer, you must consider the cost of traveling from location to location. If you are a home-based business, you may need an address that does not identify your business as “home-based.” If customers must receive service from your home-based office, you must consider several matters including but not limited to environmental factors, parking (which may be regulated by county/city rules), family issues, safety factors for both you the business owner and the customer, and insurance issues. 

Below, you must begin to answer these questions so you get a better understanding of your location requirements.

1. Where your business will be located? Do the targeted customers live or shop in the area?

2. Will the area selected be convenient for your customers?

3. Will customers have free parking or will they have to pay for parking?

4. Will the location have pedestrian and vehicular traffic (i.e., quality/quantity)?

5. Is the proposed location is zoned for the type of business you are proposing (check with county/city regulators)?

6. Is this location accessible to inbound and/or outbound shippers?

7. If applicable, with leasing or renting will you and/or customers have after hours access to use of the elevators and/or extended hours for parking privileges?

8. Will the location allow for or support your business hours?

9. Are the surrounding businesses complementary or compatible to your business?

10. Is the location you’ve selected compatible with the image of the business?

11. How does the surrounding trade area provide advantages to your business? Are there aspects where the trade area would keep your customers from reaching you?

12. Provide a general floor plan of the proposed business location even if it is a home-based business. Include the size and dimensions of how each area will be used.

13. Information about when the proposed business location was last inspected by the officials such as the Fire Marshall or a general inspector.

14. What is the square footage rent costs (and/or monthly costs)? Will there be a lease agreement? What will that look like?

15. Will any leasehold improvements be needed? Who will cover these construction costs?

16. What does the general infrastructure look like (i.e. quality of roads, sewer, water, power, etc.)?

17. Will there be a sufficient labor pool to pull from should employees be needed?

18. If your business expanse in the future, is their room to grow at this location?

Notation:

In calculating commercial rent, there are two basic things to keep in mind. The cost per square foot per year combined with common area fees, are sometime referred to as Triple net or CAM. Triple Net is the cost associated with property tax, insurance for the building, parking, cleaning, snow removal or general parking sweeping. This part of your rent can not be negotiated; however, the cost per square foot can and should be negotiated. Any reduction you can get, even if forty-five to fifty cents per square foot can help contain costs.

The formula to calculate monthly rent is: (cost per foot + common area fee per foot) x number of square feet divided by twelve months = rent per month.

Promotion
It’s important to reach your customers. Every business, if wise, will have a promotion and advertising plan. You need to consider the image you want to project to your customers about your business. Will your business stand out because you are a proven a leader in the service or product industry by providing innovative services or products, or you provide customer confidence by providing high quality customer service? You must be able to distinguish your business from others. How will you do this with confidence and integrity?

To better understand promotion, there are three aspects of promotion:

1. Public relations: This is where you begin to create and later maintain a public image and awareness about your business. Public relations could mean that you become involved with Chamber of Commerce, Kiwanis Club, set on a community-based Board of Directors, participate in charity events, do public service announcements for a local charity group, send letters to the editor, provide door prizes to local charity or school events, etc. It could also include that you might offer customers, both current and/or potential, a newsletter sounding issues related to your business or the trade industry.  Public relations can be low-cost, no cost, but generally it will involve your time and expenses related to any travel you might need to do to see the project through. However, this is a great way to get to know your public, your customers, and potential customers.  With public relations, just because you give of your time, money, or product, you should not expect any financial return from your participation in public relations; however, as people from the community see that you care about the community, there can be some confidence, trust, and appreciation gained by current and potential customers which might help to make a difference in your business.

2. Adverting:  This is where you want customers to learn about your business. You might use brochures, print media, television, email or websites, flyers, grand opening event, just to name a few.

3. Sales: This is where you and your employees make direct contact with potential or current customers by calling, providing them with coupons, quotations, proposals, provide a give-away, or sending a letter to tell them Happy Birthday or that their business was appreciated.

It is important to develop a promotional strategy then plan for any costs related to your strategies.  Now, you need to think about how you plan to promote your business. What strategies will you use? How much will it cost? If you don’t know how much it will cost for any particular strategy, you need to contact someone who can give you that information. These costs will ultimately need to be coupled with your projected financials. Guessing at what it might cost is not acceptable.

Pricing Product/Services

You need to consider how you plan to price your products/services. Guessing at how to price your products/services is not advised or generally acceptable. Business owners will usually use one of the three pricing approaches:

1. Marketing approach is where you consider the competition’s price and the level that a customer will pay. This approach establishes a ceiling price.

2. Cost-plus approach is based on what it costs to product the product and/or service, the cost of operating the business, and the profit margin you plan to establish from the product/service. This establishes a floor for your price and will generally be the lowest price you can sell a product/service.

3. Combination approach is you would use a combination of both marketing approach and cost-plus approach. It will generally represent the best opportunity for getting your product/service moved.

Factors you need to consider include discounts, allowance, returns, and refunds. Discounts and allowance may be good strategies to close on a sale sooner or to move old merchandise, but this strategy will cut into your profits. As for returns and refunds, you might want to have written policies that are visible or accessible to your customers. For example, posting all sales are final on closeout items, or refunds available within 15 business days on unused merchandise, or receipts required for refunds.

Note:  Pricing for profit formula (ex: per item): 

a. Price for product/service 

b. Less 
Cost of Goods Sold (raw material to make or produce product service)

c. Equals
Gross Profit

d. Times 
Margin

Another factor you need to consider is if you will offer your customers credit. You should develop a credit policy and you might want to post something about that at your business location, if appropriate. You’ll need to consider if you will only accept cash, money orders, traveler checks, personal checks, credit and/or debit cards, or offer extended credit such as Net 30 days. Cash is always good and accepted most everywhere in the U.S., but more and more companies are going with paperless transactions. Each area has pros and cons. What will you offer to customers? Will there be a cost to you to offer this payment method?  Evaluate below

1. Cash? 
Y
N
Is there a cost/risk, if so how much?

2. Traveler’s Checks? 
Y
N
Is there a cost/risk, if so how much?

3. Money Orders?  
Y  
N
Is there a cost/risk, if so how much?

4. Personal Checks? 
Y  
N
Is there a cost/risk, if so how much?

5. Credit Cards?   
Y  
N
Is there a cost/risk, if so how much?

6. Debit Cards?   
Y  
N
Is there a cost/risk, if so how much?

7. In-store credit? 
Y  
N
Is there a cost/risk, if so how much?

    (i.e., Net 30, 60 days)

In order to establish pricing and margin of profit you will need, you will need more information about your products, service, cost to produce the product/service, and operational costs. Now, is a good time to begin collecting information needed so you can learn how much you will need to charge your customers for your product/services and determine if the customer will purchase your product services for the price(s) you set.

Financial Feasibility

In addition to looking at each of the other levels of feasibility, you will need to look at and plan for the financials of your venture. Below, you will find various bits of information that needs explored and evaluated before consideration is given to move forward to write a business plan.  Here is what you will need to consider and document:

1. How much money I needed to start, expand, or acquire this business? If you are proposing to purchase an existing business, eventually a due diligence will be needed.

2. Will you need a loan? If so, how much? Do you have good credit? Who will be the source of the loan? Do you know what the terms and conditions of the loan might be?

3. What fixed assets will you need?

4. List any miscellaneous equipment and/or supplies you might need to buy from your loan and/or grant proceeds?

5. What fixed assets do you own that you plan to contribute to the business?

6. Will you be bringing any of your own cash to the business?

7. Prepare a personal financial statement to include assets, liabilities, and net worth.

8. If you have a PASS or PESS Plan, please explain how that will contribute to the planning of your business and explain the value (in dollars) of that plan? Provide a copy of your PASS or PESS Plan.

9. If you are requesting a grant from the IVRS Program, how much will you need? Are you able to match the grant? If granted, what would you propose those dollars be used for?

10. List your Start-Up, Expansion, and/or Acquisition costs. Include every expense needed from furniture to deposits and/or fee costs. You should also consider if you need working capital (i.e., cash) for operating and if so, how much.

11. Prepare your current household budget. Include all monthly income and expenses.

12. If you are seeking a loan, you will need to complete a current financial statement. As a matter of evaluating where you might be financially, please prepare a current personal financial statement to include your assets (items you own or that have cash value), your liabilities (items you own) then calculate you net worth (i.e., assets-liabilities).

13. Determine your fixed costs as well as variable costs will be. Fixed costs are known as overhead expenses that occur every month regardless of the number of customers you serve while variable costs will vary directly to the number of customers you serve (ex. food supplies, merchandise, etc.). 

14. If you need to use your vehicle to transport product or service, do you have a system set up to keep track of the mileage and/or other expenses related to the dissemination of that product/service or other related business?

15. Calculate a Break-even Analysis.  This is a simplified formula which is broke down into two parts. The first formula is a per item or per hour service formula:

Gross Revenue (price)

Less

Variable Costs (or COGS)

Equals
Gross Profit per item/service hour

     This second formula is based on expenses for a period of time that you are calculating your break-even:


Fixed Expenses


Divided by
Gross Profit (from the first step)


Equals
Break Even (volume-needed amount to cover costs)

16. Document and project your monthly business revenues for the next two years.

17. Document and project you cost-of-goods (COGS or variable costs) for the next two years.

18. Document and project your fixed costs for the next two years.

19. Using a cash flow projection spreadsheet, document your projected start-up costs to include injections (such as loan and/or proposed grant funds) where needed. Include COGS (or variable costs) as well as fixed costs. Then calculate your monthly cash flow by adding and subtracting. Does it show a positive monthly cash flow or negative? If negative, can something be modified to move the business into a positive cash flow position? Do you need additional money to help your business cash flow? If so, where will you get that money?

20. Prepare a two year  projected profit/loss form to include the following:

Projected Gross Revenues (total sales)

Minus
COGS (variable costs)

Equals
Gross Profit Margin

Minus
Fixed Costs & Depreciation

Equals
Net Profit before Taxes

19. Discuss the recordkeeping system you plan to use for your venture. Include information if you plan to use a reputable bookkeeper (who is it, how much will they charge), and/or an accountant (who is it, how much will they charge).
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