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Abstract:  

A feasibility study should arrive at definitive conclusions on all the basic aspects of a project after consideration of various 

alternatives. These conclusions and any recommendations made with regard to decisions or actions required from part ies involv ed 

in the project would have to be explained and supported by compelling evidence. For convenience of presentation, the feasibil ity 

study should begin with a brief executive summary outlining the project data (assessed and assumed) and the conclusions and 

recommendations, which would then be covered in detail in the body of the study; any supporting material (statistics, results o f 

market surveys, detailed technical descriptions and equipment lists, plant layouts etc.), however, should be presented in a s eparate 

annex to the study. The executive summary should concentrate on and cover all crit ical aspects of the study, such as the 

following: the degree of reliability of data on the business environment; project input and output; the margin of error (unce rtainty, 

risk) in forecasts of market, supply and technological trends; and project design.  The executive summary should have the same 

structure as the body of the feasibility study, and cover-but must not be limited to-the following areas:  1.Summary of the project 

background and history 2.Summary of market analysis and market ing concept 3.Raw materials and supplies 4.Location, site and 

environment 5.Engineeringand technology 6.Organizat ionand overhead costs 7.Human resources 8.Project implementation 

schedule 9.Financial analysis and investment appraisal    10Conclusion 

 

1. INTRODUCTION 

 

A feasibility analysis is an effective analytical tool that can be 

used to evaluate investments from various perspectives, e.g. 

technical, social, legal, financial, market, and organizational. 

Financial feasibility is often a predominant factor in feasibility 

analysis, as most investments are not realized if they do not 

generate profit for the project owners. It is imperative to 

determine whether or not the planned investment idea is 

feasible before an investment decision is made. Feasibility 

analysis one of the most critical steps in the decision-making 

process. The focus of this thesis is on financial feasibility 

analysis and its application in the decision-making process. 

Three case studies will be used to illustrate the use of a model 

to assess the financial feasibility of three different green field  

projects. It will examine how assessment models can be built 

and used for financial feasibility analysis of investment. It will 

include financial feasibility assessment methods as well as a 

general assessment model, which can be used as a base when 

constructing new models. Risk analysis methods will be 

discussed as uncertainties can highly affect the outcome. The 

conclusion is that Net Present Value, Internal Rate of Return  

and DSCR should be used to assess financial feasib ility of 

investment projects. In addition to calculating the financial 

feasibility criteria, assessment models should allow the user to 

perform sensitivity analysis and scenario analysis to analyze 

risk associated with the investment project. Accuracy and 

reliability of financial feasibility analysis relies on the precise 

informat ion used in the analysis. As uncertainty can highly 

affect the results of the analysis, the level of detail has to be 

taken into account when basing decisions on the results. 

Financial feasibility calculations need to be done with care and 

the complexity of the calculations depends on the number of 

different aspects that need to be considered. Using 

mathematical models for the calcu lations makes it easier and 

less time consuming to update the analysis. The assumptions 

used in the calculations can, and often will, change as the 

project progresses and then the analysis needs to be updated.  

 

Theory of Financial Feasibility 

This section discusses about financial feasibility in detail.  

 

Conducting Financial Feasibility 

Financial feasib ility analysis is conducted by developing a base 

case financial plan and assessing the sensitivity of the 

profitability of the project. Financial model (Microsoft Excel) 

is usually needed for analyzing these factors. Sensitivity 

analysis to analyse fluctuations in raw material price and 

product price, changes in project cost and the effect of cost 

overruns are also incorporated. Financial analyst need to make 

certain assumptions about the investment project. As the 

project gets closer to completion, the assumptions become 

more accurate and reliab le, and thus also the analysis.  

Financial feasibility analysis requires detailed informat ion 

regarding the project operations and financial requirements. 

Data has to be collected from the project’s owners and from 

outside sources, and often specialists within the field of the 

project are needed to make estimates and forecasts, in order to 

get as accurate assessment as possible. While conducting 

analysis, the analyst need must make outline of the parameters 

need to be considered. The broad line is indicated below: 

  

a. Estimate the total capital requirements – capital for plant 

and machinery, working capital, start-up capital, 

contingency capital, etc; 

b. Estimate equity and credit needs - identify equity sources 

and capital availability, identify credit sources, assess 

expected financing requirements, and establish debt to 

equity levels;  

c. Estimate expected costs and returns – estimate expected  

cost and revenue, the profit marg in and expected net 

profit, etc. 
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In addition to this, demand supply scenario of the project’s 

output (Product) will also be the primary in fluencing factor on 

whether the project will be financially viable or not. Therefore 

it is very important to conduct a market study and use the 

results as an input for the financial feasibility analysis.  

 

Evaluation Criteria for Financial Feasibility 

In order to evaluate financial feasibility of an investment 

project, relevant criteria need to be specified. Financial 

feasibility can be measured on the basis of profits or the 

projected cash flows of the project. Five basic evaluation 

methods are indicated below -   

 

1. Net present value methods;  

2. Rate of return methods;  

3. Ratio methods;  

4. Payback methods;  

5. Accounting methods.  

 

The cash flow method is preferred over the accounting profits 

method, as the cash flow method considers the time value of 

money but accounting profits does not. Also, cash flows are 

always calculated in the same way but accounting profits can 

be calculated in several different ways, e.g. using different 

depreciation methods or inventory listings, which give 

different profit results.  There are different cash flow based 

methods that can be used to measure the financial feasibility 

such as Net Present Value (NPV), Internal Rate of Return  

(IRR) and DSCR. The payback period determines when the 

project will break even, i.e. how long it takes for revenues to 

pay investment outlays. However, the method does not 

measure profitability, as it only measures the time it takes to 

recover the initial investment outlay but not the profit that is 

made after paying back the in itial investment. Due to these 

drawbacks, the payback method is not suitable for measuring 

financial feasibility, and will therefore not be considered 

further in this thesis. 

 

Project Financing  

Financing is one of the most essential parts of all projects. The 

financing structure can be very different between projects and 

it often depends on the type of the investment, the risk level of 

the investment, and the credit rating of the project owner. The 

decision on how to finance a project is a very important 

managerial decision, since the different methods of financing 

obligate the project in different ways. Project finance is a 

method of financing an economically capable project on the 

basis of the expected cash flows generated by the project. It is 

usually restricted to capital intensive projects and often 

involves a high proportion of debt finance. The cash flows of 

the project are segregated from the sponsoring organization, as 

the project is a separate entity. Project financing provides 

certain advantages over conventional financing, such as 

sharing of risk, reduced agency cost of debt and free cash flow, 

and expansion of sponsor’s debt capacity. Wide range of 

available debt and equity sources for project financing are 

indicated below:  

 

 International agencies (The World Bank, International 

Finance Corporation, area development banks, etc);  

 Governments;  

 Commercial banks;  

 Institutional lenders;  

 Money market funds;  

 Commercial finance companies;  

 Individual investors;  

 Sponsors loans and advances. 

  

Sensitivity and Scenario Analysis 

Sensitivity Analysis 

Sensitivity analysis can give decision makers an insight into 

project risk associated with changes in input parameters. It is 

conducted by determining how much output values change 

relative to a given change in input parameters. It highlights 

which parameters influence the results the most and should 

therefore be considered key parameters. Analyzing these key 

parameters further, and even collecting more data in order to 

estimate them with more certainty, gives decision makers a 

chance to mit igate the risk and reduce the possible effects of 

changes in the parameters. 

 

PhD Scholar will include following sensitivity analysis in the 

thesis: 

 5% increase in raw material prices; 

 5% decrease in raw material p rices; 

 5% increase in selling prices; 

 5% decrease in selling prices; 

 5% increase in project cost. 

 

Scenario Analysis 

Scenario analysis is a technique used to analyze the sens itivity 

of a project’s output to both changes in key variab les and to the 

range of values that the variable is likely to take. Usually the 

best and worst case scenarios are analyzed and compared to the 

base case scenario. The first step in conducting a scenario 

analysis is to define which input variables should be included 

in the analysis. If sensitivity analysis has been conducted, the 

results from it can be used to define which variables affect the 

outcome the most.  

 

Components of Financial Model  

This section discusses different components of financial 

model. 

 

Inputs and Assumptions  

The inputs and assumptions module collects all necessary 

informat ion and assumptions regarding the project, which are 

needed for the financial feasibility assessment. Input data 

includes information on operating cost, fixed cost, revenue 

generation, expenses, capital cost, repair and maintenance cost, 

financing requirements, taxes and depreciation rates, interest 

rate. It also includes consumption norms for raw material and 

utilit ies and these inputs can vary between investments and 

industries.  

 

Financing  

The financing module calculates the financing requirements of 

the investment project. The calcu lations are based on capital 

cost figures and financing options available for the project. The 

financing requirements are based on capital cost and working 

capital, which is the capital needed to pay short-term debts and 

continue operations. Capital cost figures are taken from the 

input and assessment module but the working capital is found 

using optimization.  

 

Income Statement 

The income statement shows the performance of the 

investment project in each period, i.e. it reveals the profit or 

loss generated by the project. The performance is measured at 

regular intervals and in this model it is done annually. 

Investors can use figures from the income statement to 

determine whether their investment will give them an  
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acceptable return. The income statement lists the operating 

revenue and operating expenses of the project, which are then 

used to calculate the EBITDA (Earnings before Interests, 

Taxes, Depreciation and Amort ization). EBT (Earnings before 

Taxes) can then be calculated by extract ing interest expenses, 

depreciation and amort ization from the EBITDA.  

 

Balance Sheet 

The balance sheet summarizes the financial position of a 

project at a given point in time. It shows the project’s balances, 

i.e. its assets, ownership equity and liabilities. It is a statement 

of the project’s investments and the value of the claims to the 

payoffs from those investments. Assets are divided into fixed  

assets, such as buildings and equipment, and current assets, 

which consist main ly of the cash account, inventory and 

accounts receivables. The balance sheet shows the assets of the 

project at the end of each fiscal year. Liab ilities are divided 

into long term liabilities and current liab ilities. Long term 

liab ilit ies are the long term loans taken to finance the project, 

i.e. all loan repayments that are not due in the next year. 

Current liabilit ies are main ly next year’s loan repayments and 

taxes, as well as accounts payable and dividends. By definition 

the assets of the project are equal to the total liabilit ies and 

owners equity of the project. This is checked in the balance 

sheet of the model to make sure that the financial statements 

are correctly constructed. 

 

Cash Flow Statement 

The cash flow statement shows the actual cash flows of the 

project, i.e. the flow of cash and cash equivalents to and from 

the project. It shows how cash is generated and used during 

each period. The statement shows the cash flow related to 

operating, investing and financing activities. 

 

The cash flow statement can be used to analyze the 

following: 

  

 The source of financing for business operations – 

internal or external sources of funds;  

 The company’s ability to meet debt obligations;  

 The company’s ability to finance expansion through 

operating cash flow;  

 The company’s ability to pay dividends to 

shareholders;  

 The company’s flexib ility in financing its operations.  

 

Profitability 

The profitability of the project is calculated from the project’s 

cash flows. In this model the NPV and IRR are used as 

profitability criteria. These are the most commonly used 

criteria for profitability assessment and are therefore most 

suitable. All of the criteria are calcu lated for project with 

Excel’s built-in functions. The calculations involve the cash 

flows of the project and the capital investment. Financial ratios 

are also calculated within the profitability module, using 

figures from the financial statements.  

 

Results 

The results module is used to report and deliver the results of 

the financial feasibility assessment. The most important results 

are the NPV and IRR, since the investors use these figures to 

determine whether the investment meets their profit demands. 

Input assumptions are stated and results presented in a clear 

way, giving the user the best overview of the results as 

possible.  

 

2. REVIEW OF LITERATURE 

   

  1    Finnerty (1996) considers  –  

i) The marketability of the project’s output (price and 

volume) the primary influencing factor on whether the project 

will be financially viable or not, given the assumption that the 

project will be completed on schedule and within budget; 

ii) Computer modelling is usually needed for analyzing 

these factors and can also be used in sensitivity analysis to 

analyze fluctuations in product price, changes in operating and 

maintenance cost, the effects of cost overruns, delay in 

complet ion, interruptions of project operations and other 

significant factors. 

 

 2    As Matson (2000) says  –  

i) The feasibility study refines the initial business idea, 

while the business plan uses informat ion from the feasibility 

study to further prepare the project to evolve into an operating 

business; 

ii) Hard facts should be clearly distinguished from 

assumptions and the sources for the facts and the rationale for 

key assumption noted. 

 

3   Helfert (2001) states that –  

i) The effort spent on taking the critical first steps at the 

beginning of the analysis will pay off in more focused and 

meaningful work and results; 

ii) The degree of precision in the input depends on the 

specific situation and it is often preferable to develop ranges of 

potential outcomes rather than precise answers. 

 

 4   Park (2002) describes –  

i) Benefit-cost analysis as “a decision-making tool used 

to systematically  develop useful informat ion about the 

desirable and undesirable effects of public projects”;  

ii) The planning horizon of the project also needs to be 

determined, and the cash flows for each period of the planning 

horizon pro jected; 

iii) If the NPV is positive for a single project, the project 

should be accepted, since a positive NPV means that the 

project has greater equivalent value of inflows than outflows 

and therefore makes a profit.  

 

5 As Bennet (2003) puts as –  

i) If the results of the analysis show that the proposed 

project does not meet the return on investment requirements of 

the investor, the business idea is discarded; 

ii) Estimates of the cost of operating and maintain ing a 

manufacturing p lant, as well as expected income generated, are 

therefore essential in determin ing the financial feasibility of 

the facility. 

 

6.  Fabozzi and Peterson, 2003 claims that   

A financial decision is dependent on two specific factors, 

expected return and expected risk, and a financial feasibility 

analysis is a means for examining those two factors. 

 A business plan captures the goals and objectives of a 

business idea. It describes the purpose, strategy and tactics for 

the business activities, and assists managers in focusing their 

effort and identifying expected opportunities and obstacles. 

(Wild et ). 

 

7) Hofstrand and Holz-Clause, 2009b states that –  

i) A business plan is a tool for planning the actions 

needed to take the project proposal from an idea to reality;  
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ii) A business plan only deals with one scenario, i.e. the 

scenario found to be most prominent by the feasibility study; 

iii) The results from the feasibility study should outline 

the various scenarios examined and the implicat ions, strengths 

and weaknesses of each. 

 

3. JUSTIFICATION AND LIKELY BENEFITS  

A financial decision is dependent on two specific factors, 

expected return and expected risk. Financial feasibility analysis 

is a means for examining those two factors. It is an analytical 

tool used to evaluate the economical viability of an investment. 

In order to engage in a new investment project, the project has 

to be financially viable for investors. Invested capital must 

show the potential to generate an economic return to investors 

at least equal to that available from other similarly risky  

investments. There are four key areas where financial 

feasibility analysis is carried out.  

 Operational Planning - It is the first level which  

includes general decision and planning of daily operations. 

 Investment Analysis – It includes strategic 

development, capital structure planning and financing.  

 Performance Assessment – It includes and 

performance measurement and incentive/dividends declaration.  

 Valuation – It includes valuation of business and 

communicat ing it with investors. 

The area covered in this thesis is the Investment Analysis. 

Financial feasibility analysis is usually done during the project 

planning process and the results indicate how the project will 

perform under a specific set of assumptions regarding 

technology, market conditions and financial aspects. Financial 

feasibility consists of evaluating the financial condition and 

operating performance of the investment and forecasting its 

future condition and performance. Feasibility studies are 

conducted before proceeding with the development of a  

business idea, and that also applies for financial feasibility 

analysis. The benefits of financial feasibility are indicated 

below: 

 Gives focus to the project and outline alternatives;  

 Narrows business alternatives;  

 Identifies new opportunities through the investigative 

process;  

 Enhances the probability of success by addressing and 

mitigating factors early on that could affect the project;  

 Provides quality information for decision making;  

 Provides documentation that the business venture was 

thoroughly investigated;  

 Helps in securing funding from lending institutions 

and other monetary sources;  

 Helps to attract equity investment. 

The results from the feasibility study outline the various 

scenarios examined and the implications, strengths and 

weaknesses of each. Determining early that a business idea is 

not financially feasible can prevent loss of money and waste of 

valuable time and also gives directive to whether to proceed 

for the project. Even though the analysis is used on the first 

stages of the decision-making process as a screening method, 

the analysis should also be used throughout the process and 

should be updated every time if any of the assumptions 

changes.  

 

OBJECTIVES OF THE S TUDY 

Primary objectives: 

The primary objective of the thesis is to analyse feasibility 

studies of the green field projects. Financial analysis is 

important for understanding whether a project is financially  

viable and capable to bring the project to fru ition.  

Secondary Objectives: 

To achieve the primary objective, the fo llowing secondary 

goals will be investigated: 

1) To study actionable analysis to support informed  

recommendations and decision making by 

management; 

2) To assess cash flow implications of a range of 

operating scenarios; 

3) To exp lore the project’s technical financial and 

economical viability against background of national 

sectoral  and local needs for the investment;  

4) To study The economic and financial justification for 

the proposed output; 

5) To study Project sustainability; 

6) To investigate extent of its contribution to human and 

technological advancement; 

7) To study to prepare a business plan; 

8) To understand basic start-up problem. 

 

4. RES EARCH METHODOLOGY 

A research design is framework or blueprint for conducting the 

research project. It details the procedures necessary for 

obtaining the information needed to structure or solve research 

problem. The research design adopted in this study is 

consultative, descriptive research design. Descriptive research 

design includes survey and fact finding enquires of different 

kind.  

 

4. DATA COLLECTION 

 

PRIMARY SOURCES  

1) Through interaction with various equipment suppliers 

and vendors; 

2) Through interaction with project finance professionals 

from banking and finance industry; 

3) Discussion with expert in the manufacturing/ 

respective sectors. 

 

SECONDARY   DATA SOURCES  

1) Global macroeconomic in formation from national and 

international publications; 

2) Government Agencies / Bodies like DGCIS, Planning 

Commission, Ministry of      Finance, Min istry of 

Industries and Commerce etc;  

3) Sector Reports / Informat ion from agencies like 

CMIE, Projects Today, business magazines, CRIS, 

INFAC etc;  

4) Research papers, 

5) Annual Reports of ministries, departments and major 

players; 

6) Newspaper articles / Journals. 

 

LIMITATIO N O F STUDY 

  scholar does not envisage inviting technology quote 

for major p lant and equipment; 

 Prices of raw material and products are forecasted 

based on historical pricing trend of the raw material and 

products; 

 Input consumption norms for the product will be 

obtained from annual reports of major players of the industry 

irrespective of their capacities; 

 Quantum of inflation will not be factored in while 

construction of financial module;  

 Future performance of the industry will depend up on 

the global long term outlook;  scholar does not envisages 
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predicting accuracy of the same. However sensitivity analysis 

will be carried out to test financial feasibility.  
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