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+ 1 Defining the Business Case
+ 2 The Business Case Structure
+ 3 Financial Modelling Technical Skills

+ 4  Presenting the Business case
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What is a Business case? What is it not?

A template?

A word document?

A spreadsheet?

A financial model? All of these? Yes.

However, it is an artefact that is the result of a highly structured strategic
planning process.

It's a ‘contract’ between Executive sponsor and company for the investment
above BAU.

I's NOT a fill-in-the-blanks template
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Three Specialist Skills for Building a
Business Case

Business case process — strategic analysis
Modelling — supports the strategic process
Domain knowledge — industry and technical expertise
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Any good case needs to address key questions
Simple questions that require the right sequence and often require rigorous analysis to answer well.
What is the Value Proposition? What is the best solution?
Two halves — value proposition and solution. All questions need to be answered to some
degree; and depending upon depth of analysis required, may need modelling support
Global Excal Source: Capability Network
- - Material available at www.capability.com.au/plum
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The content of a good case includes

A full or light business case is a question of depth of analysis, not optional components. The model needs to match.

Value Proposition Solution
Opportunity/Problem Strategy Contribution Options Project & Solution
+ Background « Value (of Benefits) « Strategic Options + Delivery Approach
« Objective « Risks (Strategic and Business) « Business Options + Schedule

. « Main Outputs/Products

« Outcomes * Investment Summary + Technology/Asset Options . )

* Risks (Delivery)
« Strategic Contribution * Recommendation « Assumptions

+ Complexity and Size « Resources
» Technical Impact
Financial Benefits Value Drivers (Assumptions) Scenario Analysis Costs

Non-Financial Benefits Financial Ratios Procurement analysis

The modeller(s) should be involved from beginning to end; a full business case ‘model’ has
many components that iterate through development
Global Excel
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Governance Agency; large backlog of cases from COVID. Example of what our model included; so much more than cost!
Value Proposition Solution
Opportunity/Problem Strategy Contribution Options Project & Solution
Financial Benefits Value Drivers SRR ATElS Costs/Budget
« Economic savings Per Case « #litigations . Eierz:o#crxfg;dellmg; R GENY & + Staff and Project Teams
« Fees per case type « Economic Growth - Staff attrition, contractor usage « Building and Capital Works
giscetiationicionti « Recover from COVID (short burst + Oncosts (7 compounding
Non-Financial Benefits + Online/Physical Court Rooms of extra resources) i)
. L ; ) ) . ; ; « Contingency and Risk that
. Improve Service delivery through . :
Customer Satisfaction impact Financial Ratios digﬁtisation y g varied per item
« Wait Times reduction « NPV all options
« Clearance Rate improvement « NPV/Payback selected
Scenario Modelling
As scenarios were tested, various audiences in client were interested in the impact on their area.
Without integrated modelling, the quality of the business case would be severely compromised.
Global E’_(CEl Source: Capability Network
Material available at www.capability.com.au/plum
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Key modelling components - Benefits

Each component in the model has a specific definition and relationship to other components. Benefits is an
obvious one. We use the Benefits Funnel® to illustrate general priority of different benefit types; and each type
has valid (and therefore invalid) data types in a model.

CLIENT Identifiable client A
gains

COMPETITIVE Improved market se
positioning g::

CAPABILITY Do anefing e ;;usmess &
Lrid
&
PRODUCTIVITY More for same, or the same for
less
Increase income or reduce cost (cash, %
not equivalence calculations) y

A4

Different organisations have different styles (or philosophies). The key to a good business case is
Global Excel high-quality, rigorous analysis for each section. Equip yourself with an approach or tool for each.

jé;: Source: Capability Network.
‘J, Material available at www.capability.com.au /plum

Reduce an existing or newly identified
business risk
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Project Evaluation Techniques

Net Present Value (NPV)
Internal Rate of Return (IRR)
Payback Period

Use WACC to calculate NPV

Global Excel
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Calculating the Weighted Average Cost of
Capital (WACC)

WACC = (Proportion of Equity x Cost of Equity) + (Proportion of Debt x Cost
of Debt, Less Tax)

Use after-tax cost of debt
Use only ‘permanent’ short term finance in the weighting calculation
Use market values for debt and equity
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14




Case Study: Scenario Analysis

Financial Modelin “ . .
in Excel & Do nothing” Scenario

dummies “Do something” Scenario
Scenario comparison

e latest version of Excel
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Financial Model Example

Problem; losing customers Do Nothing vs Do Something

Do Somethi ng Scenario - 24 Month Profit Bus Lines 24 Month Scenario Comparison

$9,000

$8,000

$7,000

Western Route Profit z:gzg \ ;'12%??375?2%?"
$4,000

"Do Nothing"
$3,000 Scenario Profit

$2,000
$1,000
$0

Northern Route Profit

123456 7 8 91011121314151617 18 192021 2223 24

12345678 9101112131415161718192021222324 Month

“Financial Modeling for Dummies” 2" Edition, page 35
Global Excel
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EXCEL SCENARIO TOOLS

1. Manual Scenario selection

= Data validation dropdown

= Combo box dropdown
Scenario Manager
Data Tables
Goal Seek (What-if Analysis)

Monte Carlo (Stochastic
Simulations)

a bk~ owbd

See “Using Excel for Business and Financial Modelling”, Chapter 11
Global Excel
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Manual Scenario Analysis

Use numbers, data validations, or form controls to
drive scenarios

- Easy to build, easy to understand
* Can handle a large number of inputs and outputs

» Can only look at one scenario at a time
- Difficult to compare scenarios side by side

Global Excel
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Data Tables

* Can look at multiple outcomes simultaneously
* Perfect for sensitivity analysis

» Tricky for beginners

* Inputs and outputs need to be on the same page

» Can only show one or two variables and only
one output

19
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REMEMBER

There can be only
one outcome and it
be wrong!

mit 2022
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Presenting the Model Output
FTE Movement 2022-2029
140
120 | 7 | 123
’
7|
w e
80
60
40
20
Existing 2/ 23124 24/25 2526 26/27 2718 2829 7 Year Total
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DON’'T EMBED A SPREADSHEET

|Business Case for Pet Insurance Product - Base Case

Base Case |

3
2
3
4

|
6

| 2023 2024 2025 2026 2027 2028 2029 2030 2031 2022/
Market Data

7 |Australian Pet-owning Population | 14,060,172 | 14,284,159 | 14,507,753 14,952,713 | 15,173,607 | 15,393,170 i 15,611,279 16,058,516 |
8 |HoneyGorp Pet-owning Customers 1,188,000 | 1,206,926 | 1,205,818 1,263,414 | 1,282,079 1 1,300,630 | 1,319,059 | _ 1,356,848

9 Acquired Customers 14,850 21,817 69,209 125,264 152,924 183,002 212,497 272,756

10 |HoneyCorp Penetration 1.25% 3.46% 5.65% 9.91% 12.01% 14.07% 16.11%; 20.10%:
11 | Market Penetration 0.11% 0.29% 0.48% 0.8a% 101% 119% 1.36% 1.70%
5
14

15 [staff Costs $2,585,200  $2,274,652] _ $1,455,130; $1,543,748; 1,590,060 $1,637,762 S1,686,895 $1,737502] $1,789,627,
16 |Overheads $66,825! $188,175 $311,438; $563,689: $692,659; $823,513 956,239 $1,090,865] _ $1,227,403
A7 |Media & Marketing $500,000: $125,000; ;

18 |Product Development

$500,000 ) S0 S0 S0 §0 S0 S0 0
19

20 |

b2l profit/ Loss | 63,058,005  $00,984| $1,045,365] $2242973) $3,460,400 4,792,306 $6,216,827] $7,748,169] $9,392.471) $11,155,872]
23 I
24 |5 Year NPV: $618,618] .
| p— 8%, Business Case for Pet Insurance Product - Base Case
2 1a0% $50,000,000
27 [ps ; 160%

ayback 1 2026 ] S
28 Payback 2 4 Years and 2 months 140% P
29 120% . 530,000,000
o 100% 0
3 R 520,000,000

080% =
32 4
= 050 o $10,000,000
I 0.40%
3 I B -
% 020% .- =
36 oo 510,000,000
37 023 2024 2025 2026 2007 228 2029 200 2031 202
S P =
P&L | Staff | Revenue | Payback | Assumptions | Problem | &
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DO SUMMARISE KEY POINTS

Business Case for Pet Insurance Product - Scenario Analysis

5 Year NPV: $2.51m $0.30m -$1.75m
5 Year IRR: 38% 15% -9%
Payback: 3 Yrs 9 mths 4 Yrs 5 mths 5 Yrs 5 mths

5 Year Cumulative Cashflow & Cash Outlay

$6,000,000
$7.71m

Best Case

Base Case Worst Case

$4,000,000

$2,000,000 $10.60m
$0
$15.26m
-$2,000,000

CUMULATIVE CASHFLOW

-$4,000,000

-$6,000,000
2018 2019 2020 2021 2022
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+ 1 Defining the Business Case
+ 2 The Business Case Process
+ 3 Financial Modelling Technical Skills

+ 4  Presenting the Business case
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