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Financial Feasibility 

The next task, after determining the 

technical and market feasibility of the 

project, is to determine the profitability from 

both the financial and economic standpoint. 

Profitability is defined as the ability to earn 

return over and above the cost of capital 

with consideration of the risks involved.  



Financial Feasibility 

The following are the profitability 

indicators: 

• Net present value (NPV) 

• Benefit-cost ratio (B/C) 

• Internal rate of return (IRR) 

• Cash Payback period 

• Accounting rates of return 

 

 

Any or a combination of these indicators determine the 

profitability of the project. 



Financial Feasibility 

Money now is more valuable than 

money later on. 

PV = FV / (1+r)n 

 

 

 

 

 

So $1,000 now is the same as $1,100 next 

year (at 10% interest). 



Financial Feasibility 

PV = FV / (1+r)n 

Example: try to get PV for $900 in three years, 

using an interest rate of 6% 

The interest rate (r) is now 6%, which is 0.06 as a 

decimal: 
 

 



Financial Feasibility 

The first three profitability indicators take into 

account the relative timing of cost and benefit 

(revenue) flow through the process of discounting. 

The NPV, IRR, and B/C ratio will involve 

discounting. Discounting is defined as a process of 

translating future value into their present value 

worth by applying a discount factor that reflects the 

diminishing value of the same amount of money as 

one moves further into the future. 



 Net present value 

The net present value is defined as the 

difference between the present value project 

benefit (B) and the value of the present value 

of the project cost (C). 



 Net present value 

Where B = benefits derived from the project 

C = investment, operating and other 

associated cost incurred by the project. 

r = discount rate 

ni = number of years 
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 Net present value 

The decision rule for the NPV criterion is that accept project 

where NPV is equal to or greater than 0 and reject 

otherwise. Derivation of NPV of a project requires the 

following: 

1. benefit and cost stream 

2. a decision on the period over which calculations are to 

be made, generally the life of the project in question 

3. the discount rate 

The benefits(B) are derived from the market and 

financial studies while cost stream would include 

the investment outlay and the operating expenses, 

extracted from the technical and financial studies. 



Benefit cost ratio 

The benefit-cost ratio B/C is the ratio of the 

present value of gross benefit to the present 

value of gross cost. 

 

 

 

 

 

The decision rule is: accept projects with B/C 

greater or equal to 1; otherwise reject. 
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Internal rate of return (IRR) 

The internal rate of return of a project is that 

discount rate which equates the present 

value of the benefit and cost. The new 

present value of benefit is zero and B/C = 1. 

Procedure for estimating IRR: 

IRR could be estimated by a trial and error method 

or by interpolation using positive NPV and negative 

NPV as upper and lower limits in which NPV = 0. 



Internal rate of return (IRR) 

The decision rule is to accept the project if IRR is 

greater than or equal to the relevant discount rate; 

otherwise reject. 
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http://www.fao.org/docrep/field/003/ac061e/AC061E33.htm 


