Teach yourself how to build a Business Case for industry
including Mining

1c Hands On Modelling — Three worksheet layouts

- -.x.\’\_.,,-- ] ,-L:' - g i -. iy .
R T L5 S e SR e g?’ ‘T vES e -
) - - < - L 4 . " ™

M | PSS AL By S |

- sl g S v -

L



Spend only a few seconds on each page

This website may contain errors so always check your own work and have it
audited by a competent person. This website has personal opinions.
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The purpose of this module is to illustrate the three types of architecture
that can be used to construct a business model. (when doing hands-on modelling)

Level 3: Decision making

Level 2: Evaluating the business/project

Level 1: Hands-on economic modelling
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Jogging at Sossusvlei, western Namibia




Many experienced evaluation specialists have found:

. that ‘standard models’, ‘template models’ or ‘black box models’,
where you have a predetermined form and fill in the blank cells,
are very dangerous and should be avoided.

Instead, you need to create a new tailored model for each
project/business/acquisition
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A. Three typical layouts

One of the following can be used as layouts for most tasks:

i. A Simple Assessment
ii. Comparing Alternatives
ili. One long, detailed, complex model
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Kolmanskop exhausted diamohd sands, Southern Namibia



O ° Q A Simple Assessmen t
NPV 25 milions reat 26
ayout i: Simple Assessments
Years —> Total | 2021 2022 2023 2024 2025 2026 2027 2028 2029

* day-to-day evaluations and
* concept studies

probably need a simple business model like this 2>

NPV
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Walvis Bay dunes, west coast Namibia



Simple Assessment

Layout i: Simple Assessments

Sales & Revend

It is most helpful to add graphs so: - ‘

*  Others can quickly understand the business

Capex

(Some of us are more visual than numeric)

* You can check for errors in your own modeling

(When examining a business/project, | first try to get a helicopter view by looking at the IRR,
NPV, Payback and the key graphs of price assumptions, sales ramp-up, costs and surplus cash
each year.)

A Simple Assessment
NPy
IRR

vea s Total
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Layout ii: - Comparing Alternatives
as for

* Day-to-day comparisons

* Prefeasibility or ‘Selection” Studies

e Cost reduction studies

Base Case
Alternative A
Alternative B

Alternative D
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Layout ii: Comparing Alternatives

Building a model that compares alternatives has four steps : -

Worked . or Website

orked Example - For Website
Results Comparison

results
(to be added later)

Inputs - Common

AT

common inputs
& results

Step 1: Create the ‘Common Inputs & Results’ worksheet

and enter the common inputs

e

AT

Base Case

AN

Alternative A

AT

Alternative B
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Spitzkoppe, Namibia




Layout ii: Comparing Alternatives

Building a model that compares alternatives has four steps : -

Worked

Example - For Website
Results Comparison

e Use the ‘four cashstreams’ structure

—_— * Reference across the common inputs
==+ * Generate the graphs

“T.sales, production, revenue

i B * Check its inputs against the source data
Zfscap!ta?'?‘fSFs, S *  Check if the results make sense

3. operating costs

: ;4.taxl : .

;E_:“‘net cashfdw,-IRR, NPV : :

common inputs

Base Case Alternative A Alternative B
& results
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Step 2: Create the worksheet for the “base case”
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Layout ii: Comparing Alternatives

Building a model that compares alternatives has four steps : -

Smple Assessmert [ smpleAssessmess i accasment

= g= —HE=— .. Step 3: Copy the whole “base case” worksheet and
e ' | useitto create the worksheets for the alternatives.
~ * This should automatically create the ‘four cashstreams’

structure with graphs.
- * Now correct the input data in each alternate scenario,

/ | ~ So easy!

mnHuseHt -~ * Check the inputs and results of each alternative

common inputs

Base case Alternative A Alternative B
& results
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Layout ii: Comparing Alternatives

Building a model that compares alternatives has four steps : -

..................................

e — = e e — = ——
" = = E ———— =

:— Step 4: Reference the results
=~ . across to the ‘Results & Inputs’ worksheet

 Get going with the full evaluation!

COlON InpUtS Base case Alternative A Alternative B
& results
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* ‘Final Feasibility’ Studies

* Acquisitions and divestments _
* Major assessments of projects incl technology - , R e lanciibiaibia

* Major assessments of operations ) A Wi T— Al P s
« Major assessments of a whole business D I ' |

are likely to require a business model that is > long, detailed & complex
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Layout iii: Creating a long, detailed and complex model

Long etaled & Comple Fina tudy

— 1. Create the ‘Key Inputs & Results’ worksheet

((((((((((((( —FE 2. Create each of the four ‘cashstream’ worksheets
‘ - you decide which worksheets are appropriate = example below.
"""""""""""" ik e - 3. Collate into the ‘cashflow’ worksheet
4. Create the graphs
5. If/when needed, add the accounting and financing worksheets
— * Check inputs in each scenario against the original source data, and
T = s T ~* Check the results using the numbers and visually using the graphs
EE= == Most important: Build in obvious small steps so everything is intuitive.
. . Cash flow
k;y mp:its plroduct|on, capex opex Taxes NPV, IRR, accounting financing
resuits sales, revenue s
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Level 1: Hands-on economic modelling

Guiding principles: -
* A business case must employ rigorous modelling practices to become easy-to-understand, transparent and robust!
*  The model may become long, detailed and complex but it must always remain intuitive for others to follow.

* The model is only a workhorse (There is a lot, lot more to do other than pumping out NPV, IRR & payback)
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