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5.1. Does the expected demand justify the project’s 
technical requirements? 

5.2. Financing: equity and external financing. 

5.3. Business cooperation. 

5.4. State aids/Subsidies. 
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• Financial viability is to assess whether the business 
expectations are enough to make the investments 
profitable. 

• That is, if expected gross profit is enough to cover the 
costs of external financing and obtain an adequate 
return on equity. 

5.1. Does the expected demand justify the 
project’s technical requirements? 
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 QUANTIFY FINANCIAL NEEDS 

Economic viability and 
commercial viability Technical viability 

REVENUE 
FORECAST 

COST 
ESTIMATION 

What have you 
already analyzed? 

5.1. Does the expected demand justify the 
project’s technical requirements? 
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IS THE ESTIMATED DEMAND ENOUGH TO 
COVER THE PROJECT’S OPERATING 

NEEDS? 

Costs Income 

5.1. Does the expected demand justify the 
project’s technical requirements? 



Setting Up Businesses 
Topic 5. Financial viability and legal procedures 

Ladislao Luna Sotorrío, Elisa Baraibar Diez, Ignacio Llorente García and María Dolores Odriozola Zamanillo 

Remember! You should have worked out the following concepts to get a graph 
like this (or at least approximately). You should know from which unit of 

product or from which client who walks through the door, you will make profits. 

Income / 
Costs 

IT 

FIXED COSTS 

Quantity 

Break-even 
point 

CT = IT   
Profit = 0 

PMin PSmax PMax CPMax 

Maximum level of 
production at which 

profits are 0 

OPERATING  
RANGE 

Price of sale · Units of 
product/service = 
IT = Pv · Q 

PMin  = Minimum amount sold for profit (break-even point).  
PSmax  = Standard maximum production. Production level that the company can reach at a normal pace of work. 
PMax  = Maximum profitable production. 
CPMax  = Maximum production capacity. 

TOTAL COSTS 
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WHAT DO WE DO NOW? 

• On the one hand...
- Quantification of expected demand in a demand range: DMIN – DMAX

• On the other hand…
- Quantification of the operating range: PMIN – PMAX

5.1. Does the expected demand justify the 
project’s technical requirements? 
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• On the one hand...
- Quantification of expected demand in a demand range: DMIN – DMAX 

• On the other hand…
- Quantification of the operating range: PMIN – PMAX

WE HAVE TO COMPARE BOTH RANGES 

Financially 
viable 

Not a financially
viable project 

Operating range within 
estimated demand 

3 OPTIONS 

5.1. Does the expected demand justify the 
project’s technical requirements? 
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• The minimum production that is necessary to make 
profits (break-even point) is higher than the expected 
demand. 

• What to do? 
-  Increase relevant market maintaining competitive 

advantage. 
-  Resize the company. 

5.1. Appropriateness of the expected demand 
to the technical needs of the project 

NOT A FINANCIALLY VIABLE PROJECT 

Sales 
Demand range DMAX DMIN 

Operating range PMAX PMIN 

5.1. Does the expected demand justify the 
project’s technical requirements? 



Setting Up Businesses 
Topic 5. Financial viability and legal procedures 

Ladislao Luna Sotorrío, Elisa Baraibar Diez, Ignacio Llorente García and María Dolores Odriozola Zamanillo 

• Unlikely viability due to oversizing. 
-  Maximum standard production far exceeds maximum 

demand and minimum demand is slightly under break-even 
point. 

-  Any mistake in estimating demand or in cost estimation 
leads to making losses. 

• It can only be considered as a viable business when... 
-  Expectations of demand growth are high. 
-  Learning effects or experience effects  costs are reduced. 

Sales 
Demand range DMAX DMIN 

Operating range PMAX PMIN 

OPERATING RANGE WITHIN ESTIMATED DEMAND 

5.1. Does the expected demand justify the 
project’s technical requirements? 
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• Viability limited by lack of demand. 
-  Operating range is within the estimated demand but it is 

very tight. 
-  Low margin of error. 
-  Similar options to the previous case. 

Sales 
Demand range DMAX DMIN 

Operating range PMAX PMIN 

OPERATING RANGE WITHIN ESTIMATED DEMAND 

5.1. Does the expected demand justify the 
project’s technical requirements? 
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• Viability limited by imprecision in estimating demand. 
-  Demand range is so large that although it is enough to cover 

the operational needs of the production process, the risk 
involved is very high. 

• What to do? 
-  Estimate demand more precisely. 

Sales 
Demand range DMAX DMIN 

Operating range PMAX PMIN 

OPERATING RANGE WITHIN ESTIMATED DEMAND 

5.1. Does the expected demand justify the 
project’s technical requirements? 
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• Demand required to operationalize the company is 
lower than the expected demand. 

Sales 
Demand range DMAX DMIN 

Operating range PMAX PMIN 

FINANCIALLY VIABLE PROJECT 

5.1. Does the expected demand justify the 
project’s technical requirements? 
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Gap = 

• The gap between minimum expected demand, 
DMIN, and minimum production, PMIN, indicates 
the margin of error in the calculation that allows 
the company to still be viable.  

•  Example: 
-  Minimum expected demand is 150 million and the 

company starts to make a profit from a turnover of 
45 million. Gap is given by this formula: 

5.1. Does the expected demand justify the 
project’s technical requirements? 
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• The viability analysis is complete when the 
project is financially viable.  

•  The viability project is used upon completion to: 
-  Assess the risk of the project. 
-  Make the decision to make it happen. 
-  Seek funding and grants. 

5.1. Does the expected demand justify the 
project’s technical requirements? 
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• The search for funding has to be carried out after 
having quantified the investment required to 
create a company.  

• This shatters the widespread belief that in order 
to start a business, the first thing that you must 
have is the money. 

5.1. Does the expected demand justify the 
project’s technical requirements? 
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5.2. Financing: equity and external financing 

Self-financing External financing 

•  Owner’s equity. 

•  Contributions of partners. 

•  Contributions of workers. 

•  Venture capital. 

•  Funds generated by the 
company (Self-financing). 

•  Grants. 

•  Bank loans (Long term and short term) 
-  Mortgages. 
-  Collateral loan. 
-  Guaranteed loan. 
-  Microcredits. 

•  Providers (short term) 

•  Other financial instruments 
-  Credit line 
-  Leasing, renting, factoring, confirming… 

•  Other forms of financing 
-  ENISA lines for entrepreneurs, innovative 

companies and business growth. 
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5.2. Financing: equity and external financing 

• You have to decide the financial structure that the company should 
have. 
-  Debt ratio of the company: amount of equity and amount of external 

financing. 
-  Percentage of short-term and long-term external financing. 
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Equity 

• Self-financing and risk determine the legal form: 
- Self-employed (Empresario individual). 
- Public limited company. 
- Cooperative. 

• It is advisable that around half of the total 
investment required comes from self-financing. 
Thus, we will have a reliable company from the 
start and it will allow us to easily obtain external 
financing. 

• Venture capital. 
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• The role of venture capital companies (Sociedades de Capital 
Riesgo - SCR) is the “acquisition of shares, temporarily and 
usually in a minor percentage, in the capital of companies that 
are not publicly traded”. 

• The basic aim is that with this support, the joint venture grows, it 
increases its value in the market, and once the investment has 
matured, the VCC may resell such participation with gains. 

• Where to invest? 
- Seed capital and start-up capital: creation of new companies. 
- Growth capital/Expansion capital/Growth equity: supports growth 
- Technology-based projects.  

Venture capital or capital riesgo 
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That’s interesting… you should take a look! 

http://www.ascri.org/index.php
http://www.ascri.org/noticia.php?seccion=3&subseccion=1&ID_NOTICIA=6577&busc_palabra=&busc_mes=&busc_anio=
http://www.ascri.org/noticia.php?seccion=3&subseccion=1&ID_NOTICIA=6581&busc_palabra=&busc_mes=&busc_anio=
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• The promoter can analyze the possibility of cooperating 
with other companies to carry out the project:  
- Subcontracting. 
- Joint ventures. 
- Franchising. 
- Business alliances. 

5.3. Business cooperation 
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5.4. State aids/Subsidies 

• The financial structure of SMEs, characterized by more difficult 
access to external financing, high dependence on bank finance 
and high financial costs, creates a funding problem. 
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5.4. State aids/Subsidies 

European Commission (Comisión Europea) 
http://europa.eu/youreurope/business/finance-support/index_es.htm 

Ministerio de Industria, Turismo y Comercio 
http://www.minetur.gob.es/portalayudas/Paginas/index.aspx 

Dirección General de Política de la Pequeña y Mediana Empresa 
http://www.ipyme.org/es-es/subvencionesayudas/Paginas/Subhome.aspx 

Gobierno de Cantabria 
http://www.cantabria.es/web/atencion-a-la-ciudadania/ayudas-y-subvenciones 

Cámara de Comercio de Cantabria 
http://www.cantabriaemprende.es/emprendedores/portada 

Cámara de Comercio de Madrid 
http://www.promocion.camaramadrid.es/Principal.aspx?idemenu=1 

Instituto de Crédito Oficial 
http://www.ico.es/web/ico/105 
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5.4. State aids/Subsidies 

European Commission (Comisión Europea) 
http://europa.eu/youreurope/business/finance-support/index_es.htm 



Setting Up Businesses 
Topic 5. Financial viability and legal procedures 

Ladislao Luna Sotorrío, Elisa Baraibar Diez, Ignacio Llorente García and María Dolores Odriozola Zamanillo 

5.4. State aids/Subsidies 

Ministerio de Industria, Turismo y Comercio 
http://www.minetur.gob.es/portalayudas/Paginas/index.aspx 
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5.4. State aids/Subsidies 

Dirección General de Política de la Pequeña y Mediana Empresa 
http://www.ipyme.org/es-es/subvencionesayudas/Paginas/Subhome.aspx 
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5.4. State aids/Subsidies 

Gobierno de Cantabria 
http://www.cantabria.es/web/atencion-a-la-ciudadania/ayudas-y-subvenciones 
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5.4. State aids/Subsidies 

Cámara de Comercio de Cantabria 
http://www.cantabriaemprende.es/emprendedores/portada 
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5.4. State aids/Subsidies 

Cámara de Comercio de Madrid 
http://www.promocion.camaramadrid.es/Principal.aspx?idemenu=1 
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5.4. State aids/Subsidies 

Instituto de Crédito Oficial 
http://www.ico.es/web/ico/105 
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5.4. State aids/Subsidies 

Ventanilla única empresarial 
http://www.ventanillaempresarial.org/ 
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• Comparison of the expected demand with the
operational needs of the production process.

• Definition of the financial structure of the company. 

• Evaluation of possible public support depending
on the characteristics of the project.

Conclusion of financial viability 
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Project guiding notes – Basic outline 

1. General description of the idea. How did I come up 
with the idea (opportunity, failure, inefficiency). 

2. Economic viability. 

3. Commercial viability. 

4. Technical viability 

5. Financial viability. 
A. Does the expected demand justify the technical 

requirements? 
B. Sources of funding. 

«I hear and I forget, I see and I remember, I do and I understand». 
Confucius 
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Case studies (Topic 5) 

Topic 5 – Financial viability. 
Case Study 1 (PDF). 

Topic 5 – Financial viability. 
Case Study 2 (PDF). 

https://ocw.unican.es/pluginfile.php/491/course/section/504/case_study_5-2.pdf
https://ocw.unican.es/pluginfile.php/491/course/section/504/case_study_5-1.pdf



