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Preface

This guide has been designed to assist agricultural cooperatives in carpleting a feasi -
kility sady. Rather than being a conplete handoock, this publication presents the
important elements to cmsider when conducting a feasibility study.

The guide cmtains information an whether or not a group should caonduct a feasibility
study, the steps irvolved, how to evaluate a study, and how to implement cne once
carpleted. Tips on selecting and working with consultants are also provided.

A sanple feasibility study autlire is included for reference.
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Cooperative Feasibility Study Guide

James Matson
Cooperative Development Specialist

The Project Development Process

The feasibility study is an integral pert in devel -
oping a business project. Wether it’s for the creation
of a new cogperative or the expansion of an existing
ae, the project gle is similar. ITn "How to Start a
Cooperative" (RBS CIR 7), Galen Rapp and Gerald Ely
present a 16-step sequence of events recommended for
@eating an agricultural cogperative. This guide is an
expansion of the seventh step, now to conduct the fea-
sibility study.

For purposes of cooperative development, the
carpanents in this cycle can ke divided into five basic
stages (figare 1). Figre 2 sumerizes activities that
ocarr in each phase of the cycle.

Dif fering amounts of time may be required far
each stage in the project cycle, depending an the partic-
ulars of the project ard the group involved. Typically,
it takes 2 years or even nore for a cogperative project
to move from preliminary plaming to project execu-
tim.

Key agpects of the project cycle seam to recur dur -
ing the development process. The information
dbtained in the evaluation stage provides the impetus
for the idea pursued in the next round of plamning.

This gycle is a series of ever -improving estimates as to
how the project will finction. Each cycle provides
more information. When evaluated and applied to the
succeeding phase, ways to accomplish the project care
into sharper focus.

Figure 1-The Project Cycle
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Figure 2-The Project Cycle Described

Idarificatio: preliminary idea creation, plaming, ard pre-feasibility studies to refine ideas.
Deliberarion: ormelization of grogp, caducting feasibility studies, ard decision to procesd.
Inplementation: securing capital, cmstruction, dotaining permits, and hiring menagament.
Execution: mdbilization of merpower, equipment, and materials to carry ocut the plan.
Evaluation: determine what did and did not work (to plan again) .

(e stage of the project gyle is deliberatim.
Plammers’ focus should be on whether to proceed with
the project. The feasibility study should be conducted
during this stage, before the group decides to inple-
ment or terminate the project. Plammers need to know
the requirements for a successful project. The feasikili -
ty study serves as an important tool for the group's
deliberatians.

Why Prepare Feasibility Studies?

Developing any new business venture is dif fiailt.
Taking a projet fram the initial idea through the oper -
ational stage is a conplex and time-consuming ef fot.
Most ideas, whether from a cooperative or an investor -
owned business, do not develop into business opera-
tians. If these ideas meke it to the goeratiamal stage,
most fail within the first 6 mmths. Before the potential
members invest in a proposed business praoject, they
must determine if it can be economically viable and
then decide if investment advantages outweigh the
risks irvolved.

Many cooperative business projects are quite
expensive to conduct. The projects irvolve operations
thet dif far from those of the members’ individual busi-
ness. Often, cogperative businesses’ operations irwvolve
risks with which the members are unfamiliar. The
study allows groups to preview potential project aut -
cores and to decide if they should continue. Although
the costs of conducting a study may seem high, they
arerelatively minor when compared with the total
project cost. The snell initial expaditire an a feasibil -
ity study can help to praect larger capital irnvestments
later.

Feasibility studies are useful and valid for memny
kinds of projects. Evaluation of a new business ven-
ture, bath from new groups and established business -
es, is the most comon, but not the only usage.
Studies can help groups decide to expand existing ser-
vices, build ar remodel facilities, change methods of
operation, add new products, or even merge with

ancther business. A feasibility study assists decision-
makers whenever they need to consider altermative
development opportunities.

Feasibility studies permit plamers to cutline
their ideas on peper before implementing them. This
can reveal errars in project design before their inple -
mentation negatively af fects the project. Applying the
lessons gained from a feasibility study can significant -
ly lower the project aosts.

The study presants the risks and retums associat -
ed with the project so the prospective members can
evaluate them. There is no "magic mumber" or corret
ate of retum a project needs to dotain before a group
decides to proceed. The acceptable level of return and
appropriate risk rate will vary for individual members
Jepending on their personal situation.

Cooperatives serve the needs and enhance the
economic returns of their members, and not ocutside
irvestors, so the appropriate economic rate of retum
for a cogperative project may e lower than those
required by projects of investar -owned firms. Potential
menbers should evaluate the retums of a cogperative
project to see how it would af fect the retimms of all of
their business cperatians.

The proposed project usally requires both risk
cxoital from members and debt capital from banks and
other financiers to become operaticnal. Lenders typi -
cally require an dojective evaluation of a project priar
to investing. A feasibility study conducted by someone
without a vested interest in the project cutcore can
provide this assessrent.

What Is a Feasibility Study?

This analytical tool used during the project plan-
ning process shows how a business would operate
under a set of assumptions — the technology used (the
facilities, equiprent, production process, etc.) ad the
financial aspects (capital needs, volure, cost of gocods,
wages etc.) . The study is the first time in a projet
development process that the pieces are assembled to
see if they perform together to create a tecdmical and



economically feasible concept. The study also shows
the sensitivity of the business to charges in these hesic
assunptions.

Feasibility studies cotain standard tedmical and
financial components, as discussed in more detail later
in this report. The exact appearance of each study
varies. This depernds an the industry studied, the criti-
cal factars far that project, the methods chosen to o -
duct the study, and the budget. Hnphasis can be
placed an varicus sectians of an individual feasibility
study depending upon the needs of the group for
whom the study was prepared. Most studies have
multiple potential uses, so they must be designed to
serve everyane’s needs.

The feasibility study evaluates the projet’s
potential for success. The perceived dojectivity of the
evaluation is an important factor in the credibility
placed on the study by potential irwvestors and
firenciers. Also, the creatio of the study requiresa
grong backgroud both in the financial and teclnical
aspects of the project. For these reasans, outside con-
sultants conduct most studies.

Feasibility studies for a cogperative are similar to
those for other businesses, with ane exoeption.
Cooperative merbers use it to be successful in
enhancing their personal businesses, so a study con-
ducted for a cooperative must address how the projet
will impact members as individuals in addition to how
it will af fect the cogperative as a whole.

Feasibility Study Limitations

Although the feasibility study is a useful tool for
project deliberatian, it has limitatians. Thereare sever -
al purposes for which a study carmot or should not be
applied.

A study should be conducted to evaluate specific
projects. Similatians or projection models, although
useful, do not replace a gpecific feasibility study of a
roject. The study should not only omsist of generic
market information but also should be tailored for the
seecific project.

A feasibility study is not an academic or research
paper. A campleted study should permit a group to
meke better decisians about the strategic issues of its
seecific project. The study is not a business plan thet is
developed later in the project development process
ard functions as a blueprint for the group’ s business
operations (Appendix A). The plan presents the
graup's intended regpmses to the critical issues raised
in the study. Tre results form the basis for developing
a business plan.

A study is not intended to identify new ideas or
axepts for a project. These ideas should be clearly
identified before a stdy is initiated. The group needs
to accarnplish a murber of steps before a feasibility
study is instituted. The closer the assurptians lie to
the "real world," the more value a study will hold for
the group.

A study should not be conducted as a forum
merely to sugoort a desire that the project will ke suc -
cessful . Rather, it should ke an dojective evaluation of
the project's chance for success. Studies with both posi -
tive and negative oonclusians can assist a group’s deci -
sias.

Financiers may require a feasibility study befare
providing lcans, hut this should not be the study’s
anly purpose. It should enhance a banker's ability to
evaluate a project. The primary goal should ke to aid
the graup's decisions, not to seaure finencing.

A study will not determine if it is advisable to
initiate a project. The potential members have to
decide if the ecanomic retums justify the risks
imvolved in their continuing the project. The study
results should assist them. A study analyzes basic pro-
ject assumptions, shows how results vary when
assunmptions change, and provides guidance as to criti-
cal elenents of a project. Conducting a study should
provide the group with project-specific information
ard assist it in meking decisians. This should lower
the risks in cotinuing a project.

Creating a Feasibility Study

The creatim of a feasibility study, although part
of the project gycle, catains a process in itself. All
studies have four key factors: project definition, group
dreracteristics, group decisions, and feasibility study
decisians.

Project Definition—In a successful cocperative
roject, a aregroup of pecple must feel the need to
work together to solve a problem or take advantage of
a business opportunity. Improving the situatio as a
group provides the context for a cogperative business
project. This project must be understood. The group
must believe it can achieve the goal. Often, a few
individuals provide the spark for the idea, but group
interaction permits them to hone its idea and develop
auf ficiat interest. In additio, the group discovers
common interests that can meke a cooperative an
ef fective arganization.

Tre initial ideas of the group must have coa-
lesced into a clearly stated project, befare a feasibility



study can be conducted. The ideas also must have
been developed to the stage where hoped-for goals can
e quantified.

Cooperatives work best when participants see a
mutual benefit fram working jointly rather than acting
alone to achieve a goal. Merbers voluntarily choose to
belong to a cooperative because they see sore poten-
tial kenefit. When a project can be addressed jointly
and potential member interest exists, then a coopera-
tive can ke the solution. A study is not needed unless
there is a goecific project. This project must be:

a defined, understood, described, and quanti -
fied;

b significat, brcad, and large enough to war -
rant group action;

¢ capable of a solutim for purely economic and
tedmical reasms.

d economically, ailturally, ad socially fitting
far the group; and

e oonsidered a reasanable solution by group
members.

When all these elarents exist in a project ides, a
successful cogperative can be developed. If amny are
lacking, the concept must be revised before proceeding
with the projet.

Group Characteristics—For any cooperative
project to be a sucogess it must be large enocugh to
achieve a "critical mass." That runber depends an the
product, saope, and economic resources available.

Suf ficient support is critical for developirng a
cooperative project. A smaller munber of individuals
who are fully comitted to a project can have a higher
chance of success then a larger number who are anly
partially comitted.

Attendance at organizational meetings, survey
results expressing support, and willingness to work to
develop the project are needed to demonstrate sup-
port. Financial backing of members is perhaps the best
method that a group has to express that supgport. A
feasibility study seeks to determine the rumber of
members or product volume required for the project to
succeed.

Advisors and consultants can be useful to a
group during its formation. This assistance may come
fraom ocutsiders such as Extension agents or lenders
who interact closely with the group. This assistance
may e in a gpecific area such as bookkeeping or legal
gructure with the help provided by accountants and
lawyers. The group may seek cutside help to focus its

ideas or with strategic plaming and organization.
Advisors such as USDA cooperative development spe -
cialists can guice the group through the development
process. They can also help to assure that all the mem-
kers’ idess are considered.

Qutside advisors, while useful to the group,
should not drive the process. The project should be
developed for the group's benefit. ILeadership should
core from within the group and it should meke the
fimal decisians an the projet's direction. Qutsiders, no
matter how well intentioned, should not fill this rde.

Group Decisions—Srayg leadership is essential for
defining the project and deciding if a feasibility study
should be conducted. Outside assistance can be useful,
but the project’s vision ard direction should come
from the group. Informed leadership with enlightened
self-interest and a comitment to group actio is
needed. Leaders must maintain suf ficiet creative
dress to bring all parties to a decision about
continuing with a feasibility study.

Srang leadership is necessary, bt far a project to
succeed, all potential members of a new cooperative
business venture must be informed so they feel com-
mitted to the project. One or a few aggressive individ-
uals may cut short the deliberation process ard forcee a
premature decision. To prevat this, the group should
form a steering comittee of the most active members
to guide the project development process. This com-
mittee should keep the group informed on the projet’s
progress.

Decision-mekers should take a simple test that
provides a good guideline: (1.) If I choose an action
and my decision proves to be wrong, what would be
the cost? ard (2.) If I meke no decision, what would it
aost? If the cost of meking a wrayg decision is relative -
ly small, do not spend much time, money, aef fart am
the decision-making process. n the other hard, if the
cost of committing an error could ke large, it's better to
put more emphasis on determining the pros and cons
before choosing.

In practice, that is not easy to implenent, espe-
cially with groups where each member has an individ-
ual personality and decision-making method. Some
may be slower to learn, need time to contenplate
before taking a decisian, have aversians to hich rigk, or
kelieve that time and money spent to research a project
are a waste. Some members may want to decide before
relevant information has arrived. Balancing these
diverse sentiments within a group can be dif failt.

Decision-meking often is ane of the grestest ini -
tial dellenges that a group faces in developing a pro-



Figre 3— Guidelines for Group Decisions

e Unanimous agreeament is not required to move for-
ward

e Never decide to proceed based solely on nega -
tive reactians, such as resentment or envy
toward middlemen, lenders, etc.

o A few reliable persans are suyperiar to a larger
mmber of doubtful persons.

e Avoid promises of what the cooperative can
do.

e Base expectations on econamic and social resli-
ties faced by the cogperative.

e Make each decision only once.

rigure 4-Decisions for Feasibility Studies

e Conduct the study?

e Iden identification ard clarification.
e Study assunptions.

e Who conducts the study?

e How to review the study.

e Accepting the completed study.

e Implementing an accepted study.

ject. Figre 3 presents sare guidelines to assist groups
with the process. The ideas can help to create a system
for making decisions. This should permit positive
rogress in the develgment of the projet.

Given the difficulty in meking decisions, sore
gragps or individuals try to avoid it. This tactic is not
recommended. Not making or postponing a decision
are decisions in themselves. There is always more
information that can be gathered, hut there isalsoa
cost to taking more time to deliberate. A decision must
e made when further investigation costs more then
new information is worth.

Feasibility Study Decisions—Thereare moments
when the group has to make key decisions. Taking the
time to think through each of these decisions can
increase the value of a feasibility study. Decisians
listed in Figure 4 have a logical flow and are presented
in dranological order discussed in the following
sectians.

Conduct the Study? Often groups proceed directly
to the feasibility study and overlock the importance in
mekirng this first decision with deliberation. Take the
time to determire if a feasibility study is aporooriate.
Moreover, if this decision is coxdcted thoughtfully,
the group will prdosbly have established a procedure
for decision-meking. Then, the decisions that the
group needs to make later in the development process
will prdoably come easier and the likelihood of being
aarrect will be grester.

Carefully amnsider whether to canduct a feasibili -
ty study will save much time and money and increase
the study value once completed. No group has unlim-
ited resources. The stdy is a critical tool in projet
development, so money spent on it reduces the
amount available for project development areas. The
study should retum the maximum benefit to the group
for the money irwvested.

Idea Identification and Clarification—Prior to
initiating a feasibility study, the group needs to sketch
aut possible design of the project. This can begin with
the "back of the ervelope" calculations and proceed
trough a formal pre-feasibility study for complex
projects. Begin by accumilating information needed to
foaus the directim of the projet.

In many cases, more than one idea has been sug-
gested as potential projects. Sore concepts may be
impractical or appear good an the surface but are ot
possible when further studied. Some may require more
explanation. Delve into the proposed ideas to extract
the most advantageous elements of each. Typically, te
most successful projects cobine the best aspects of
many dif ferent ideas into ane clearly defined project.
This initial elaboration provides a framework to devel -
o the project. If irdicatias are positive, this frame-
work can be expanded with a comprehensive feasibili -
ty study.

The steering committee and intermal decision-
mekers normally perform this task. Gathering the
needed informaetion for this preliminary evaluation
begins with identifying an idea. The group and possi -
bly its advisors work together to gather preliminary
information. It can be discussed informelly or present -
ed in a formmal docurent. In either case, the informa-
tion gathered will ke needed later if the group pro-
ceeds with a feasibility study.

Study Assumptions—Key project assurptions
should ke determined prior to initiating a feasibility
study. Tt camot aralyze every variation of a project, o
the group must provide study boundaries. At a



Figure s-Feasibility Study Assumptions

Is the project needed?

e What is the product or service? What is the essence of the project? (There can be more than one. Each should be

clearly &Hfined.)

How will the project benefit the members?

What is the group's comparative advantage? What is the market demanding and what do producers do well?

Have the potential members determined the need or are others prawting it?

What is the potential membership base and volure of product for the project? (This is normally supported with a member

survey'. )

What is the competitive cutlook?
What will prices ke for both inputs and cutputs?
What is the anticipated volure of sales?

What is the support by producers, comunity, and potential lenders?
What is the nmber and size of producers who are willing to participate?
What volure of product will ke included in the project?

What future expansion of both membership and volure is possible?

Who are the major competitors? What are their market shares, facilities, and business structures?
Will the group use strategic alliances to acoorplish its goals?

°
°
e Wt is the size of the market?
°
°

What are the orgenizational needs for the project?

What are the capital needs and possible sources of this capital? How much money is needed?
What are the budgeting and financial needs? What are possible sources for financing?

o What are the legal requirements? What documents or agreements are needed? What permits and inspections will the

project require?

Wat facilities are needed? Will the group purchase, build, or lease the facilities?

o What are menagenent requirements? What skills will the cooperative require of a menagement team? What will this

management cost? Can producers pay enough to attract good persomnel?

mininmum, the group should be able to provide general
answers to the four questions presented in Figureb.
Examples of the type of information where the group
may already have information or need to make
assunptions are included.

Cbviously, the group might not know the exact
Cetails of all project aspects. Several options may seem
possible so the group must gather more information
that permits it to decide among them. Considering
more than ae possible structure is ot a prablem at
this stage. However, the group should strive to answer
the four questians for each possible project somario.
The feasibility study can help the graup to reach a
decision between project options or to see economic
outcomes from different situations. The more focused
the project desion before inplarenting a feasibility
study, the nore likely the study will ke of use.

Who Conducts the Study—Although in principle it
is possible far a group member to conduct the

feasibility study, cutsider consultants produce most.
Prospective merbers and financiers see the dojective
evaluatio of a project aomcept with a feasibility study
as an important aspect of the study. This dojectivity
can provide a group with helpful information that
might have been overlocked by those participating
directly in the projet.

Hiring a amsultant to create the study can be the
most inmportant decision in the creation of the study. A
group should use a good consultant for the project.
Figure 6 provides possible criteria for selecting a good
cnsultant. A group should determine if a consultant
is tedmically qualified to create a feasibility study. h
addition, a consultant must have the demeanor to
work well with a particular group. (See Appendix B
for a sanple of a amsultant selection guide.)

Does the consultant have an adequate back -
ground to prepare the study? The group should review



Figure 6-Criteria of a Good Feasibility Study
Consultant

Previous experience conducting studies.
Experience with the industry to be studied.
Understands cooperatives.

W illingness to listen to the groups’ idess.

W orks closely with designated contact mem-
bers of the group.

Accepts reasonable study revisions
Accomplishes the study within an agreed
deadline.

W orks within the group’s designated budget.
e Provides clear, useful information in the com-
pleted study.

sanples of previocusly prepared studies and speak
with others for whom the firm has worked before cm-
tracting with them.

A project of suf ficient size and complexity may
require several consultants to carplete varicus aspects
of the study. Miltiple amsultants can reduce the
group’s dependency on a single person or company.t
also can pemmit the grap to select experts from sever -
al fields. However, it also can aomplicate the coordina -
tion and ansistency of the information received.

Consultants should have experience in the indus-
try under study. Otherwise, they may not correctly
identify critical factors. Given husiness carplexity, itis
almost impossible for ane person to have experience in
all areas. Sare consulting firms resolve this issue by
having feasibility specialists and aontracting with
Industry experts to create a feasibility study. A team
approach may result in a better stdy. For exanple, a
cooperative developrent specialist from the USDA
could work jointly with industry specialists to creste a
feasibility study.

The consultant should also understand the
unique agpects of cooperatives. Tax inplications and
business considerations of cooperatives differfrom
those of other husinesses. These factors could decrease
ar increase project risks.

The consultant should avoid pre-conceived
notions about how the project will finction. The study
should not be an "of £-the-shelf" document assembled
from previcusly created studies. Rather, the amsultant
should pay particular attention to the ideas that the
group has developed and craft a unique study suited
to the group’ s needs. The consultant should work
closely with the group and be receptive to its sugges -

tions. Also, the amsultant should ke prepared to meke
tedmical revisians ar to carrect errars at the group’ s
reconmendation. Revisions are a nommel part of the
process.

Revisians should focus an the validity of the
assumptions and the technical design of the study.
Using an cutside oosultant brings dojectivity to the
feasibility study rather than merely providing the
results that the group wants. Consultants have a legal
doligation to provide a respansible analysis. They
should not ke asked to alter the results merely to an-
form to members’ desires far a project’s vishility.

Timeliness is an important consideration when
selecting a amsultant. Projects are time sensitive.
Usually, decisians to proceed await information pro-
vided in the feasibility study. S care and diligence
required for a well-crafted study must be balanced
agpinst the desire for speed. If a qualified consultant
cammot camplete a well-designed study within a time-
frame that serves the group’s needs, it should not be
used. On the other hand, the timeline must be reslistic.
A consultant can only progress as fast as a group
mekes the required decisians, provides information to
the amsultant, ard carries aut its other project respon -

Cost is an important factor. The expertise and
gkills that amsultants of fer a project must be weighed
agpinst their cost. A quicker timeline could increase a
amnsultant’s fee. Preparing a pre-feasibility amalysis
may decresse the ef fat required to aarplete the feasi -
bility study ard reduce the cost.

Some public programs of fered by the USDAS
Rural Business-Cooperative Service, comumity devel -
opment of fices, the Srall Business Administration,
and local business incubator programs provide techni -
Al assistance at little ar ro aost to groups creating fea -
sibility studies.

A consultant should provide the data used to
gererate the financial tables and scenarios reported in
the feasibility study ard preferably an electranic
soreadsheet format that can ke easily manipulated.
Although requesting this information can moderately
increase the aost of a feasibility stidy, acoess to the
actual data permits the graup to use the information
for later needs with greater fledbility. This data also
cn reduce the aost in creating the business plan, if the
group proceeds to that stage. It can also decrease the
e fot required far revisias, if in the fubure the group
changes the projext to dif fr from those in the study.

Once the amnsultant has been selected, the group
should provide detailed instructions on the study
requirements. A paid consultant should be hired with



a legally binding contract between the parties. The
group should onsult legal consel for assistance. The
axtract should state clearly the requirements and rale
of both the group and the consultant. It should have
timelines, delivery dates, explicit deliverables, and
what is to be accomplished before payment is made.

Often, the ansultant receives a down payment
before the feasibility study has been ocondicted. The
balance is paid anly after the study has been reviewed
and accepted by the group (ard possible financiers if
apprapriate) . This gives the group more leverage to
encourage timeliness or revisions. The contract should
designate a third party arbitrator to resolve any dis -
puted items.

Before signing the amtract, the group should dis-
cuss with the consultant arrengements for cost over -
nmns, time delays, revisions, and what considerations
will be made for these issues. Changes after signing
the amtract can be costly or delay the study results. So
all parties should be clear about what to expect prior

to initiating the stoudy.

How To Review the Study—Selection of the
consultant does not end the grap's respansibilities. A
qualified member or a small conmittee should be
designated to work closely with the consultant. These
members work to assure that the feasibility study
preseants the group’s ideas. They should track the

study at all stages while reviewing and clarifying ideas
during the study development process.

Members with appropriate backgrounds and the
ability to comit suf ficient time to working with the
consultant should be selected. These contact members
represant the grayp’s interests to the ansultant. They
are the aotact to provide clarification and additicnal
information that the consultant maey require. Plus, they
should provide pericdic reports to the group about the
feasibility study’s progress. They also should work
with other group members and advisors to gather the
information needed for the feasibility study. These
members are doliged to express the wishes of the
atire group ard not just their own.

Manbers or outside financiers will often perceive
the reliability of the atire study lased an its least
accurate piece. 2n otherwise well-oconducted feasibili -
ty study could be viewed as inaccurate or useless
because of a simple mistake. To prevet this, the feasi -
bility study should be carefully examined for overall
clarity and logical consistency—is the language appro-
priate; is the document well organized; and can some -

ae who is not familiar with the project understand
the study? Reviewers should confirm and explain the
study assumptions.

The feasibility study report documents project
e farts. It serves as the written representation of the
grap. It artlines relevant aoclusians from the study.
Potential menbers, financiers, ard others will use this
docurent to help determine their support for the pro-
jet. Tre report’s appearance as well as its ctent can
influence pecple’s perosptian of it. The layout should
e professianl, well arganized, and include a table of
contents, page mabers, and references. Appendix C
provides a sanple report autlire.

Although the contact members take the lead in
working with the consultant, others should review the
study carefully befare the group decides to acospt it.
Advisors such as cooperative development specialists
or Extension agents can provide an dojective review
and of fer insights on content or study assurptions.
This cutside review can be especially useful when the
group has used consultants to prepare the report.
Often, a series of draft reports are presented to the
group as the study proceeds. Changes are then con-
veyed to the consultant.

Accept the Completed Study—The consultant
normally prepares a firel report of key findings and
recommendations. The group usually makes the
reliminary decision to acospt or reject the study.
Often the contact members, who have been working
with the consultant and have the most knowledge of
the feasibility study, meke a recommendation to accept
a reject. The firal decision rests with at least the
steering comittee and often is presented to entire
group.

Study approval should be based on its tedmical
merits. Does it fulfill the work expectatians that the
group had when contracting with the consultant? Do
the project ideas suostantially dif fer from the group?
Does the study coantain significant errars? Is the study
suf ficiently comprehensive to permit the group to
meke informed decisions about the project? If key
information is lacking, the study should be revised.

The decisian to accspt or reject a aasultant’s
work should not be influenced by the results of the
feasibility study. A well-crafted, but negative study
can prevent leaming the same informetion later in the
project process at amsiderable trouble and expense. By
the same tcken, a feasibility study with positive
returms should not be accepted merely because it
mekes the project seem possible.



W ritten records of the decision-meking process
should be made and retained. Group members have a
lecpl respansibility for due diligence. The group’s
attormey should be aporised of project developments
and provide appropriate lecpl counsel.

Implementing an Accepted Study—Once the
study has been accepted, the group must decide to
implement or modify the project idea. This is often the
timre that the group must choose between competing
roject ideas. The feasibility study is an important tool
used to assist this decision, but the group should not
ignore ather relevant factors such as project risk ad if
the project fits with the group’s purpose. At this stage,
the group can decide to implement, revise, ar halt the
project. In most mejor projects, the determination to
inmplement is decided by the entire membership.

Timing often is an issue that can af fect the deci -
sion to proceed. From the moment a feasibility study is
initiated to the time a project is implemented, both
positive and negative factors can change.

Positive reailts fram a feasibility study do not
necessarily imply that the group should proceed with
the project. Several factors could cause the group to
stp ar to revise the project:

e the situation has worsened since work on the

study was completed;

e the group chose another prgject it axsidered

more beeficial;

o the risks required might be greater then the

grogp is willing to acoept;

e cgpital, size, ar capacity requirements are more

then the group can accommodate;

e outside information shows key study assump-

tias are failty; ac

o the study or the consultant may lack credibility.

However, necptive study results do not necessari -
1y signify that a group should stop developing the pro-
ject. The group may cautiously proceed even if study
results are negative. However, any decision to cotin-
ue should carefully weich the risks irmvolved. Hereare
sore reasans for the group to consider continuing
when the study did not provide favorable reailts:

e the situation has improved since the study was

completed;

e critical assurptions of the study are unduly

harsh or negative;

e more persons or volure are included in the

projet, increasing it to vigble levels;

o the group has fourd a partner to share the acet,

risk, capacity, ec;

e tedmical limitations or machinery or design
have been resolved.

In most cases, if major changes occur to the pro-
ject idea as presented in the feasibility study, the group
should revise it to reflect these dhanges or initiate a
new study. This permits the group members to make
decisions with all applicable informatio.

Some groups may proceed to develop a business
plan with negative issues still pending. For exanple, a
group may need greater volume of production for suc-
cess, but feels that more producers will participate
ace the project is closer to implaventation. A group
should review the potential risks of pursuing this type
of strategy.

Feasibility Study Report—This report defines the
project under developrent. It presgrs a series of
assuptions on the design of the tedmical, financial,
and gperational aspects of the project and supports
them with figures ard tables. It also includes the pro-
forma financial statements to project income and
expenses.

The appearance of the report will change
depending on the project, the group, and the consul -
tant who prepares the study. The document should
describe project ef forts to date ard why it should be
contimued. The report should answer the following
questions about the projet:

e where is it row?
where dees the group want to go?
why do they want this?
how will they accomplish this?
what resources are needed?
who will assist them?
when will this be completed?
how much will this cost? and
what are the rigks?

There is o required legth for a study report, but
it should follow a simple formmat while still including
the information required helping the group reach a
decision. The primary points should be presented with
supporting documentation in the appendices.
Pppendix C shows how a feasibility study could be
designed. Dif fering industries or projects have dif far-
ing needs. The design of each study should serve the
needs of the grap or other clients.

Although the study appearance may vary,dl
reports require particdlar elavents if they are tole
considered a aarplete feasibility study. They should



presat a "holistic" view of the entire project. While
seecific project details may be undecided, a projet’s
potential for success or failure must be included.

All studies must start with certain assumptions.
The closer they are toredlity, the more valuable the
study. If assurptians are overly cptimistic or simplis -

ments, benefit-cost ratios, projected cash flows, and
interral rates of retum for the project. These are ror -
melly based on a 3-year projectim.

The study should include possible project risks
for potential members and other investors; project
technology; potential legal and govermmental setbacks;

tic, members and investors may not value the readlts.
A feasibility study should distinguish clearly between
the hard facts and the assumptions. The sources far the
facts and the ratiomle for key assumptions should be
noted in a study appendix.

A feasibility study should present the erviron-
ment where the project will ocour ard describe its
saope. The description should include the need for the
project and how the group can acconplish the goals.
The soogpe should include the key elements of all
aspects of the project. Botatial reaction by competitors
should be included in the study.

Key elements will change depending on the
nature of each project. As a rule of thinb, if reason-
able changes in a factor could meke the project change
fran sucoessful to unsuccessful, it is a key element.
Examples could be the teclmology of production, vol -
ure of inputs, the market for goods sold, merketing
charmel, persarel cost, prices paid, and capital costs.

A feasibility study should vary the possible
results with changes in key elements of the project.
This comtrolled variatian, called scerario amalysis, per-
mits plamners to view which project elevents are the
most susceptible to positive and negative changes.
This aralysis also shows the impact on results of
changes in the assumptions. The study should always
include the ratiamle for scenario selection. Both
"worst-case" possibilities and gotimistic scerarios
should be compared. Conmparative results from scenar -
ics are often presented in tables.

A feasibility study report should indicate if the
project desion is tedmically possible. It should also
show that the desired teclmologies could work in coor -
dination. In projects with uproven teclnologies, this
can be the most important aspect of a study. Improjects
with proven tecdlrologies, the study can serve to cor-
rect design flaws before costly mistakes are inple-
mented.

Possible economic cutcomes should be a promi -
nent part of a feasibility study. Variation in these ele -
ments should ke included in the scenario analysis.
Operating costs and net reverues are factors that show
if the project is econamically viable. The study should
contain pro-forma balance sheets, operating state-
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management and labor resources; ard tinme-critical fac-
tors. Most importantly, the feasibility study should
enable members to make constructive, informed deci -
sions on whether to proceed with, revise, or abandon
the project.

Bankers’ Considerations—A cardiral rule in
barnking is to borrow from a lender who understands
your business; or, cawersely, never to lend money on
a business project that you do not understand. Even
though most groups imvolve their banker early in the
process, a feasibility study is often coducted with an
eye toward explaining the project to potatial
financiers. Barkers may have dif frat requirements
from the study than group members. In many cases,
the feasibility study is the fomel project presentation
to a leder.

Many groups work with bankers with whom
they have an established persanal or business relation-
chip. This may expedite the process of dotaining
financing. Nevertheless, the banker must know and
understand the unique aspects of cooperatives.

Bankers’ primary concerms focus on repayment,
the bank’s exposure, ard a projet’s srengths and
weaknesses. Barnkers classify these concerms into the
"5-C's":

e Capacity—What is the grayp’s ability to repay

the lcan?

e Capital-What assets are being financed with

the loan and how much is requested?

e Character—Who are the principals of the pro-

ject? What is their badkground?

e Collateral-What is being used to guarantee

the loan? How is it valued? and

e Conditions—What additional factors can af fat

the lcan?

The odds for financing diminish if a banker can-
not understand the basics of the project. The study
should contain an executive sumary and a financial
blueprint so the banker can more easily understand
the project. The executive summary should be short
ad to the point, but still provide an overview of the
project. The financial blueprint gives information



Figure 7-Bankers' Considerations for Feasibility Studie

The executive summary should contain:

e Project purpose. Wat is it and who is irvolved?

® Repayment capacity. Can the investment to be recovered over a specific time period? Does it give irwvestment (cost)
paraneters? Can it cawince benkers the investment is needed, even if it is merginally feasible?

e Projected Financial Retums. What are projected reverues, operating costs, and net income?

e Economic Benefits. Wat is the retum an irvestiment ard the intermal rate of retum of the project

The financial blueprint package should contain:
e The assets to be financed.

o Wt is the project's funding potential and repayment terms? What is the rate of cawersion to cash-liquidity?
o Wt are interral (yields, aosts, etc.) and extemal (irflation, energy, etc.) project risks? Wt if the key assurmptians

are not perfect? Wt is the group’s risk exposure?

e Evaluate economic consequences. Do net reserves cover capital cost? Does the plan keep the project from capital

erosion?

e What are the projected cash flows, cperating statements, and balance sheets? What are the source and use of funds

e Financial commitment of members

e Documentation. What rationale is used to support the assumptions?

required for calaulating project risk and exposure an
loans. Figure 7 provides more detail an what these sec-
tions should contain.

The feasibility study should present information
that serves both potential financiers and members.
While bankers are potential clients for a stdy, &
should not be conducted merely to prove to them that
aproject is viable. However, suasess ar failure hinges
an adequate financing. Consult with a banker prior to
conducting a feasibility study to determine what fac-
tors the banker wants to see developed. This can speed
the time that a bank needs to approve project financing

or even improve the possibility of securing financing.

Implementing a Project—During project
develooment, it is important to plan ahead to avoid
rablems that can occur during implementation. The
group should plan ahead even when mamny current
decisions need to be made. Inmplementation is a
pertiadlarly critical stage far a project. Although the
group may feel overwhelmed or exhausted by this
stage, they should not lose sight of the lag-term
horizan of the project. Using an implementation plan
can assist the group during this tumultucus period.
The orgenizational, legal, and financial matters must
be well hardled from the very beginning. Appendix D
lists issues to cosider when inplementing a feasibility

study. Nt all projects will require every detail listed.

Often, the group appoints special conmittees to
monitor the project progress in geecific areas—finance,
legpl, facilities, and marketing. These comittees
becore the primary ways to report an progress in spe-
cific aspects of the project. Menbers are informed and
educated about the subtleties of the project. This helps
to build project support and understanding of arry
delays or cost overruns.

If the project requires amstruction of a sgdhisti -
cated facility, such as a meatpacking or soybean pro-
cessing plant, professiawrls such as an architectral,
engineering, or menagement specialist will need to be
amsulted early in the process. The needed expertise
would be described in the feasibility study. Assistance
will also e used for loan agreavents, leggl cotracts,
and construction.

In marny of the new generation cooperatives,
management is hired early in the process even before
the feasibility study has been completed. This can
asgist the project development although it consider -
ably increases early project development costs.

W illiam Patrie, in his "Creating Co-op Fever: A Rural
Developer ‘s Guide to Forming Cooperatives" (RBS
Service Report 54); provides information on this coop-
erative structure

Once the project achieves a certain level of activi -
ty, tte group hires a manager or project directar. This



person should meke the day-to-day decisions for the
project. The board of directors should determine the
general guidelines of these decisions. The manager
must ensure the work meets gpecifications, oconstruc-
tim proceeds on schedule, and monitor changes or
delays. Obviocusly, more expensive and teclmical pro-
jets will require a highly skilled menager.

The elected directors or steering committee mem-
bers must monitor the projet’s progress. While the
assistance of comittees and managers can be helpful,
the group must meke the final decisions on the projet
guidelines. They have been selected to represant the
atire group.

Background Information Sources—Several
sources can guide groups considering a cooperative
roject. Both "How to Start a Cooperative" (RBS
Cooperative Information Report 7) by Galen Rapp and
Gerald Ely and "Co-cps 101, An Introduction to
Cooperatives" (RBS Cooperative Information Report
55) by Donald Frederick are good references available
frfom USDA’s Rural Business-Cooperative Service.
Another good source is the University of Wisocmsin
Center for Cooperatives website:
http://www.wisc.edu/uwce . Qutside advisors can
assist in the developrent process and provide other
sources of background information.

Appendix A

The Feasibility Study vs. the Business Plan

Groups often canfuse the role of two tools used
in project development—the feasibility study and the
business plan. Each has common components.
Assuming positive feasibility study results, much of its
information is incorporated into the business plan. Tt
also amtains other agpects.

The feasibility study is conducted during the
deliberation phase of project developrent before
financing is secured. It shows if the project conoept can
be viable. This amalytical tool includes several sosrar -
ics far the graup to use in determining if it contimes
the project. If, after copleting a feasibility study, te
group decides to not proceed, there is o need to create
a husiness plan.

If the group decides to prooesd, it preparesa
business plan for project implementation. The plan
serves as a blueprint not only for implementation but
also for what actians the group will take during project
operatians. The business plan usually contains less
enphasis an scenarios than the feasibility study.
Typically, it elaborates anly the soenario selected by
the group as the most promising. The business plan is
much more focused an what action steps will be taken
during and after project inmplementation.

The business plan is created after the feasibility
study. Broject details, which required assumptions for
the feasibility study, have been decided. Standard
business plans include details such as key manage -
ment persamel, business location, the financial pack-
ae, product flow, and possible custorers.

The feasibility study presents an independent
review of the project, so persas fram cutside of the
graup nomelly conplete it. In omtrast, the group typ-
ically develops its business plan intermally. The group
revises the plan with information from bankers and
investors ance the project situation becomes more
defined.

Although this dif farence is not as important for
project developrent omsiderations, the feasibility
study is anly applicable for the developmental stage of
a project. Buginesses amtirue to use ard revise their
business plans after a project has been implemented.
As the feasibility study refines the grap's initial idess,
the business plan uses information from the study to
further prepare the project to evolve into an goerating
business.



Appendix B:

Sample Feasibility Consultant Selection Criteria

Previous experience creating feasibility studies
Knowledge of the industry to be studied
Qualificatians of principal researchers or team
Understanding of the cogperative structure
Proposed interaction with designated members
Verkal presentation/communication skills
Reasmnableness of cost

Miscellanecus intangible

Total Saore

Points
Awarded

Adapted from USDA’s RBS Service Report 54, "Creating Co-op Fever: A Rural Developers Guide to Forming
Cooperatives."

Appendix C:

Sample Feasibility Outline

A. Executive Summary

B Table of Contents

C. Summary of the Important Findings and
Recommendations:

1
2

Setting, Purpose, and Description of Project
Market Potential and Source of Production
Supplies

Technical Features

Schedules of Net Benefits and Capital
Requirements

Benefit-Cost Ratios arnd Internal Rate of
Return

Project Benefits and Costs

Proposed Financial Plan and Projected Cash
Flows

Recommendations for Implementation

D. Descriptio of the Prgjet:

1

2

Nature of the Project (tedmical processes, gen-
eral size ard location, what is produced, sup-
plies, time horizan, etc.)

Gereral Setting of the Project Location.

Proposed Ownership, Structure, ard
Management

Markets to be Served and Existing Suppliers
Supplies and Competitive Users

Seaf fing Requirements and Sources

E General Setting and Need for Projet:

1

2

3
4

Physical, Eoonomic, and Social Characteristics
(members and community) of the Project Area
Regicnal, National, and Intermational
Economic Relevance to Projet

Relevant Goverrmental Policies and Programs
Description of the Prablem Situation (which
would be solved by the projet)

%, Impact and Consequences on Members (and

6

the comunity if needed)
Sampling Procedures and Survey Techniques
Used to Support Project

F. Market Potential for Goods or Services, Markets
Served (current and futureg:

1

2

Form and Quality of Product or Service,
Markets Served, and Channels Used

Projected Total Demand in Markets to be
Served

Projected Competitive Supplies and Services
Sales Potential and Projected Sales Prices
Marketing Plan and Projected Marketing Costs



Raw Material Supply Potential/Procurement Plan:

1

o U1 W

Form and Quality of Materials Required and
Potential Supply Sourcss

Projected Total Supply from Members and
Non-members

Projected Competitive Demand
Procurement Potential and Projected Prices
Procurement Plant and Projected Costs
Form of Commitment of Raw Materials,
Marketing Agreeaments, etc.

Supply of Labor and Other Key Inputs:

1

2
3
4

Form and Quality of Labor and Other Inputs
Required

Projected Total Supply from Sources Plarmed
Projected Competitive Demand for Inputs
Acquisition Plan, Training Program, and
Projected Costs

I Tecdmical Gharacteristics and Specifications:

1
2

General Design and Technical Reguirements
Comparing Design and Expected Performance
with Existing Operations

Reasons for the Advantages of the Design
Selected

Proposed Sources of Supply and Method of
Acquisition

Proposed Procedures for Quality Gontrol and
Construction Performance

Estimated Costs and Sources on Which
Estimates Are Based

J Development Schedule and Production Plan:

1

Citical Points in Sequence of Development and
Construction

Detailed Development and Construction
Calendar

Procedures for Goatrolling Development
Schedule

Production Startup and Initial Performance (or
Y ields)

Schedule of Transitim to Full Production and
Controls to Ensure that Schedule Will Be Met
Development and Production Plan Schedules

K. Capital Requirements and Investment Schedule:

14

1

Estimated Capital Cost for Major Facilities and
Equipment

Estimated Capital Cost for Marketing and
Replacement Schedules for Equipment and

4 Estimated Working Capital Requirements
5 Schedule of Estimated Total Cgpital

Investment

L. Sales Plan and Revenue Schedule:
1 Seasanal Pattermns of Product Demand and

Prices

Storage Program and Projected Monthly Sales
Schedule

Projected Net Monthly Product Prices
Projected Revaerue Schedule for the Project
Planning Period

Pooling Arrangements

M. Projected Operating Costs and Net Revenue:

1
2
3
4
8
a

~

Raw Material Costs

Labor Costs

Other Supply Costs

Management and Related Costs

Repair and Maintenance Costs

Costs for Research and Development,
Overhead, and Other Service Functions
Combined Annual Operating Costs

Projected Net Revenue for the Plamming Period

N. Schedule of Net Benefits - Partial Budget:

1
2

3

Schedule of Added Net Income From Project
Schedule of Net Revenue Replaced by Project
(if arenovation project)

Schedule of Combined Total Net Beefits from
Project

O. Economic Feasibility of Prgjedt:

1

o)

Present Value of Imvestment and Net Benefits
at Altermative Discount Rates

Benefit-Cost Ratios and Intermal Rate of

Retum for Project

Sources and Schedule of Benefits Associated
with the Project

Sources and Schedule of Costs Associated with
the Project

Present Value of the Combined Schedules of
Associated Benefits and Costs

Project Rotential in Relation to the

Opportunity Cost of Capital and Summary of
Economic Feasibility

Sensitivity Tests: What if Prices arnd Costs Vary
Other Financial Ratios as Needed

P. Financial Plan for Projet:

1

Proposed Equity Investment by Source of
Funds



Proposed Sources, Schedule, and Terms of
Loans for Meeting Balance of Capital
Requirements

Projected Cash Flow by Sector under Proposed
Financing Plan

Projected Schedules of Depreciation, Interest
and Taxes

Pro-forma Balance Sheets and Operating
Statements (3 years)

Pooling Arrangements

Pro-forma Source and Application of Funds
Sunmary of Financial Plan and
Recommendation for Implementation
Impacts on Members: Impact on the
Cooperative

Q. Appendices and Notes:

1

Resume or Credentials of Person or Compary
Who Completed the Study

List Key Assumptions and Validatians for
Their Use

List Footnoted Sources for the Document

(Revised from Intermal RBS Staf £ Papers)

Appendix D:

Feasibility Study and Business Plan
Implementation Considerations

I Fiscal and Legal Responsibilities of Members:

A.
B
C.

D
E
F
G

Incorporate - (1f new cooperative)

Pass bylaws - (if new cooperative)

Arend bylaws - (if required for an exdsting
cooperative)

Provide equity capital

Sign marketing agreements

. Elect directars - (if new cogperative)
. Vote to implement project

I ILegal Actions or Decisions of Board of Directars:

QEEDQwp

H

Proceed with project

Select lender ard apply for loan
Establish committees of members
Hire manager

Engage attorney

. Employ auditor
. Engage ardhitect, project engineer, and/or

general contractor
Establish bidding procedures

Hire consultants

J Get clearances from various governmental

agencies to proceed with project

IL Financing:

A.

B

Loan closing
1 Sign of documents
2 Review special provisians (all losn agres-
ments will include a munber of special
provisions that must be followed. Both
borrower and lender should understand
these coverants.)
3 Lire of credit. Drawing of fund schedule
4 Repayment terms
Bank accounts
1 Bonding
2 Escrow account
3 Keeping lender informed of unusual
events

IV. Legal Matters of Projet:

A
B

C.

. Loan closing

Contract bidding

Preparing or reviewing all cmtracts with all
contractors working on project
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D. Helping secure cleararxes for project zoning,
health, EPA, water, sewege, etc.
E Mergers/consolidations

V. Project Manager:
A. General manager of cooperative
B Prgject architect or enginesr
C. General contractor

VI. Preparatio of Facility:
A. Recommendation of the manager
1 Shakedown and trial runs
B Acceptance by the board of directars
1 W arranties
2 Escrows
C. Dedication of projext

VII. Begin Operations

A. Training enmployees
B Monitoring of operation by appropriate engi -
neers

C. Changes in operating procedures
D. Full cperation

VII. Evaluation of Projet
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U.S. Department of Agriculture

Rural Business-Cooperative Service
Stop 3250
Washington, D.C. 20250-3250

Rural Business-Cooperative Service (RBS) provides research,
menagement, and educational assistance to cooperatives to
strengthen the economic position of farmers and other rural
residents. It works directly with cogperative leaders and
Federal and State agencies to improve organization,
leadership, and operation of cooperatives and to give guidance
to further development.

The cooperative segment of RBS (1) helps farmers and other
rural residents develop cooperatives to dbtain supplies and
services at lower cost ard to get better prices for products they
sell; (2) advises rural residents on developing existing
resources through cooperative action to enhance rural living;
(3) helps cooperatives improve services and cperating
efficiency; (4) informs members, dirvectors, employees, and the
public on how cooperatives work and benefit their members
and their coomunities; and (5) encourages internaticnal
cooperative programs. RBS also publishes research and
educational materials and issues Rural Cooperatives magazine.

The U.S. Department of Agriculture (USDA) prohibits
discrimination in all its programs ard activities an the basis of
race, colar, ratiawl origin, gender, religion, age, disability,
political beliefs, sexual orientation, and merital or family
status. (Not all prchibited bases apply to all programs.)
Persons with disabilities who require altermative means for
camunication of program information (braille, large print,
audiotape, etc.) should contact USDA’s TARGET Center at
(202) 720-2600 (voice and TOD) .

To file a complaint of discrimination, write USDA, Director,
Office of Civil Rights, Room 326-W, Whitten Building, 14th and
Independence Avenue, SW, Washington, D.C. 20250-9410 or
call (202) 720-5964 (voice or TOD). USDA is an equal
opportunity provider and employer.




