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2. Objectives of the Workshop: What do we wish to 
achieve today?

► Define what a business model is

► Highlight the value-add of business modelling in your 
decision-making

► Share our methodology and approach to business 
modelling

► Illustrate a business model build-up
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3. Business modelling

► What is a business model?

► Value proposition

► Methodology and approach 

► Financial appraisal discussion
► Payback period

► Internal rate of return (“IRR”)
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3. Business modelling: What is a business model?

► Decision-making tool (also referred to as “financial 
model” interchangeably)

► Spreadsheet

► Basic elements:
► Inputs

► Calculations

► Outputs
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3. Business modelling: What is a business model? 
(cont’d)

► Examples of business/ financial models
► Cost / revenue estimations

► Calculating budgets

► Cash-flow forecasting

► Business valuation

► Monitoring performance / returns
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► Feasibility studies
► Product development
► Product demand
► Cost structure

► Product rollout planning
► Pricing
► Financing

► Capital structure optimisation
► Capital budgeting

► Scenario & risk analyses

3. Business modelling (cont’d): Value proposition

(i) Decision making
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► Strategic investments
► Mergers and acquisitions 
► Restructuring

► Corporate 
► Debt
► Operational

► Transfer pricing and tax optimisation 
► Exit strategies

► Divestment
► IPO

3. Business modelling: Value proposition (cont’d)

(i) Decision making (cont’d)
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3. Business modelling: Value proposition (cont’d)

(ii) Fund raising

►Presenting a viable business case to financiers supported by a 
robust financial model
► Robustness of business case, i.e., key business drivers (penetration 

rates, subscribers base, etc.)

► Sources and uses of funds

► Phasing of required funding (Timing)

► Debt-equity ratios
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3. Business modelling: Value proposition (cont’d)

(ii) Fund raising (cont’d)

►Equity investors
► Payback period 

► Equity IRR vs. hurdle rate

► Exit strategies

► Funding gap 

►Debt financiers 
► Ability to meet debt servicing/obligations e.g. covenants, debt service 

cover ratios, liquidity ratios
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3. Business modelling: Value proposition (cont’d)

(iii) Operations

►Continuous usage of model supporting ongoing decision making 
(operational models)

►Financial reporting

►Annual budgeting

►Management reporting
► Allocation of overheads

► Performance analyses

►Working capital/Cashflow management
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3. Business modelling (cont’d): Methodology and 
approach

ImplementingTestingBuildingScoping DesigningSpecifying

Stage 1: Plan Stage 2: Build Stage 3: Use

► What is the 
objective of 
the model?

► Time and 
resources 
required

► Draft outputs

► Determine 
key 
relationships 
and drivers

► Plan testing 
phase

► Identity inputs 
required

► Draw model 
layout

► Address flow 
of calculations

► Identity 
internal 
checks

► Format inputs 
and outputs

► Assumptions 
book

► Try to keep it 
simple

► Build in check 
procedures

► Version 
development

► Analytical 
review – does it 
make sense?

► Vary inputs –
do the results 
make sense?

► Detailed due 
diligence, e.g. 
line by line

► Ensure that future 
readers 
understand and 
can update the 
model

► Optimisation

► Support in 
running and 
evaluating 
scenarios

► Stress testing

AsAs environmentenvironment
changeschanges
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3. Business modelling: Methodology and approach 
(cont’d)

INPUTS CALCS OUTPUTS

Clear separation of inputs
ü Users can easily locate all inputs to the model
ü Helps ensure that each input can only be entered 

onceonce
ü Makes it easier when performing sensitivities

► Rule 1: Separate inputs, calculations and outputs
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3. Business modelling: Methodology and approach 
(cont’d)

► Rule 2: Logical calculation order

► Logic should flow
► from left to rightleft to right
► from top to bottomtop to bottom
► from front to backfront to back

► Model easier to follow
► Speeds calculation time
► … but cannot be strictly applied

Sheet 4

Sheet 3

Sheet 2

Sheet 1
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3. Business modelling: Methodology and approach 
(cont’d)

► Rule 3: Use consistent columns
► You MUSTMUST include the same time period in the same column on every 

sheet

Same column 
for March 2003

SHEET 1 SHEET 2
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3. Business modelling: Methodology and approach 
(cont’d)

► Rule 4: Use consistent formulae 1
► Minimise the number of ‘unique formulae’ by using the same formula 

across the WHOLE ROW

Example sheet
Workings

Calculation 1      X    X    X    X    X    X    X    X

Calculation 2      X    X    X    X    X    X    X    X

Calculation 3      X    X    X    X    X    X    X    X

copy across

copy across

copy across

unique formulae
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3. Business modelling: Methodology and approach 
(cont’d)

► Rule 4: Use consistent formulae 
(cont’d)

► Benefits:
► Easier to change
► Simpler to test (consider use of 

Spreadsheet Detective)
► More likely to work

Example sheet
Workings

Calculation 1        X    X    X    X    X    X    X    X    X

Calculation 2        X    X    X    X    X    X    X    X    X

Calculation 3        X    X    X    X    X    X    X    X    X

copy across

copy across

copy across

► Practicalities:
► Hide columns, Use Ctrl + Shift + Ctrl + Shift + èè and Ctrl + ENTERCtrl + ENTER
► May require timing flags for periodic events
► Does not allow annual total columns to be inserted
► Exceptions can occur – highlight them as ‘deviant’
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3. Business modelling: Methodology and approach 
(cont’d)

Without ‘hard codes’

ü Flexible

ü Transparent

With ‘hard codes’
Harder to change

Cannot separate 
inputs

No explanation 
for inputs

= C2 * 30%

= C7 * $B6

► Rule 5: Do not embed inputs into formulae
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3. Business modelling: Methodology and approach 
(cont’d)

► Rule 6: Do not leave circular references in models
► What is a circular reference?
► How do you know when your model has a circular reference?

Problems with circular references;

Loss of credibility in model

Model may not be able to 
calculate fully

Multiple solutions...or NO 
solutions!

11 22

33
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3. Business modelling: Methodology and approach 
(cont’d)

► Rule 7: Do not hide columns or rows
► Except …

May hide suspicious code
Lack of freedom?

ü Easier to add/amend
ü Easier to navigate

Easier to select rows for 
copying and pasting.
eg. to quickly add new 
formulae:
� SHIFT + CTRL + 
arrows
� Enter formulae
� CTRL + ENTER
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3. Business modelling: Methodology and approach 
(cont’d)

Likely to run out of ‘sensible’
range names quickly
Range name may be 
ambiguous or redundant
Typically more difficult to test

ü Formulae may make more 
sense since they are given 
qualitative info

ü Useful in ‘macros’

► Rule 8: Do not over use range names
► Usually in Excel, formulas include ‘A1’ style referencing

e.g. ‘= D4*(1+D3)’
► However you can assign a RANGE NAME to an individual cell or 

collection of cells e.g. ‘=sales*(1+inflation)’
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3. Business modelling: Methodology and approach 
(cont’d)

► Rule 9: Keep it simple

► Break down complicated calculations
► better to have 5 simple calculations
► unwrap nested IF functions

► Don’t use methods that will be unfamiliar to others
► avoid uncommon functions
► avoid array formulae / custom functions
► do not hide rows and columns
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3. Business modelling: Methodology and approach 
(cont’d)

► Rule 10: Consistent sign convention
► If cash inflows are positive, cash outflows should be negative
► If income is positive, expenses should be negative

► If assets are positive, liabilities are negative

ü Can use simple sum formulae

ü Easier to insert additional lines
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3. Business modelling: Methodology and approach 
(cont’d)

Best practice golden rules:
1. Separate inputs, calculations and outputs
2. Logical calculation order
3. Use consistent columns 
4. Use consistent formulae
5. Do not embed hard coded inputs into formulae
6. Do not leave circular references in models, unless necessary
7. Do not hide rows or columns
8. Do not over use range names
9. Keep it simple
10. Consistent sign convention
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3. Business modelling (cont’d): Financial appraisal 
discussion – Payback Period

► Amount of time for a given project’s cumulative net cash inflows to 
recoup initial investment1

1. Corporate Finance By Scott B Smart, William L Megginson

Definition
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3. Business modelling: Financial appraisal 
discussion – Payback period (cont’d)

► Advantages:
► Simplicity
► Good measure of project liquidity 

► Disadvantages:
► Does not take into account time value of money
► Does not take into account cash flows beyond payback period, i.e. 

terminal or salvage value not considered. 

Pros & Cons
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3. Business modelling (cont’d): Financial appraisal 
discussion – Internal rate of return (“IRR”)

► Discount rate that equates present value of project’s net cash inflows 
to initial investment2:

NPVo = 0 = CFo + CF1/(1 + r)1 + CF2/(1 + r)2 .... + CFn/(1 + r)n

where r is the IRR

2. Corporate Finance By Scott B Smart, William L Megginson

Definition
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3. Business modelling: Financial appraisal 
discussion – Internal rate of return (“IRR”) (cont’d)

► Advantages:
► Takes into account time value of money
► Measures profitability as a percentage

► Disadvantages:
► Possibility of multiple IRRs or no IRR for a project

Pros & Cons
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4. Business model walk-through – IPTV 
(Residential) example

► Snap-shot of basic elements

► Model inputs

► Model calculations

► Model outputs
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4. Business model walk-through - IPTV 
(Residential): Snap-shot of basic elements

Annual Summary
►Cash Flow

►Income statement

►Balance Sheet

Financial Ratios
►Financial 

covenants

►Liquidity ratios

►Enterprise IRR

►Equity IRR

Sensitivities
►Pricing

►Volume

►Market growth

►Penetration rates

►Inflation rates

►Interest rates

CalculationsInputs Outputs

Sheet 2: Capex

Capex             Monthly

Real                          X
Nominal (cal.)          X

Sheet 3: Opex

Opex                     $ pa

VoD Content           X
PPV Content           X
Channels Content  X 
Network                   X

X

Revenue
Operating
Financing
Macro economic
Accounting
Tax

Sheet 1: 
Assumptions

Sheet 7

Tax Schedules

Sheet 4

Capex and 
depreciation

Sheet 8

P & L
Cash Flows

Sheet 9

Balance Sheet

Sheet 5

Funding 
Schedules
Drawdowns
Interest
Repayments

Sheet 6: 
Cashflows

Opex
Capex
Tax
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4. Business model walk-through: IPTV (Residential) 
(cont’d)

(i) Inputs

Economic
► Inflation rates

► GDP growth rates

► Price escalation rates

Scenario selector
► Base Case

► High/Optimistic

► Low/Pessimistic
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4. Business model walk-through: IPTV (Residential) 
(cont’d)

(i) Inputs (cont’d)

►Revenue 
► Subscriber base and growth rates

► Market share/penetration assumptions

► Churn rate assumptions

► Subscription prices/rates

► PPV / VoD revenues 
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4. Business model walk-through: IPTV (Residential) 
(cont’d)

►Cost structure
► PPV / VoD / Channels content costs 

► Network costs 

► Manpower costs

► Other general & administrative costs

► License/rights of distribution related costs

►Working capital
► Accounts receivable / accounts payable days

(i) Inputs (cont’d)
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4. Business model walk-through: IPTV (Residential) 
(cont’d)

(i) Inputs (cont’d)

►Capex
► Infrastructure costs (network, cable wiring, servers, set-up boxes, etc.) 
► Depreciation 
► Useful life

►Financing 
► Loan amount
► Maturity date
► Repayment schedules and rates
► Commitment fees, upfront fees, agency fees, etc.
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4. Business model walk-through: IPTV (Residential) 
(cont’d)

(ii) Calculations

►Revenue

►Costs

►Capex

►Financing
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4. Business model walk-through: IPTV (Residential) 
(cont’d)

(iii) Outputs

►Financial statements 
► Cash flow
► Income statement 
► Balance sheet

►Financial ratios 
► Project IRR 
► Equity IRR 
► Debt service cover ratio

►Graphs
► Revenue (Product) mix 
► Outstanding debt
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4. Business model walk-through: IPTV (Residential) 
(cont’d)

(iii) Outputs (cont’d)
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4. Business model walk-through: IPTV (Residential) 
(cont’d)

<Graph 1 to be inserted>(iii) Outputs (cont’d)

Revenue Breakdown by Segments
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4. Business model walk-through: IPTV (Residential) 
(cont’d)

(iii) Outputs (cont’d)

Revenue Breakdown
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4. Business model walk-through: IPTV (Residential) 
(cont’d)

(iii) Outputs (cont’d)
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5. Wrapping-up

► Recap

► EY business modelling

► Questions & answers
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5. Wrapping-up: Recap

► What a business model is

► Value-add of business modelling in your decision-
making

► Methodology and approach

► Illustrative example of business model
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5. Wrapping-up (cont’d): EY business modelling

► Ernst & Young Solutions LLP (EY Solutions) can assist you in finding 
modelling solutions to your financial and business needs or help you improve 
the reliability of your own model

► Our advanced technical capabilities along with our strong business acumen will 
enable us to take your business requirements and translate them into a set of 
tangible and informative outputs

► Our expert modelling resources and specialist business advisory services are 
uniquely placed to help deliver efficient and accurate models that support your 
business decisions

► Our group is closely linked with over 100 dedicated modellers globally.  We 
routinely work with Ernst & Young’s network of specialist Transaction Advisory 
Staff worldwide
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5. Wrapping-up: EY business modelling (cont’d)

Organizations may not have the necessary 
skill sets in conceptualizing and developing 
modelling solutions which are critical for 
business decisions.  Our professionals will 
apply their knowledge of your business and 
its environment to produce models for a 
number of purposes: 
► Investment analysis
► Simulations
► Financial forecasts
► Project finance
► Capital structure studies
► Restructuring
► Valuation

Model Development

When organizations develop modelling 
solutions, we can engage our specialists to 
offer services to provide reassurance 
around the model and enhance the user 
value by providing:
► Validation of model integrity and 

reliability
► Review of assumptions to ensure 

model feasibility
► Benchmark against best practice and 

test suitability of such solutions for its 
intended use

Model Review

Ernst & Young
Business Modelling
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5. Wrapping-up: EY business modelling (cont’d) 

► Harsha is a transaction advisory specialist and has more 
than 17 years of experience with Ernst & Young in 
Singapore and Colombo offices working in Transaction 
Advisory Services (TAS) as well as Assurance and 
Advisory Business Services.

► Harsha is the Southeast Asia Markets Leader for TAS and 
is also the leader for Far East Area, Valuation & Business 
Modelling practice.

► Harsha has been involved in a variety of engagements 
relating to a wide range of clients including private 
businesses, investment banks, private equity funds, public 
listed companies and statutory boards. The nature of the 
engagements he has led includes provision of advice 
relating to debt restructuring, due diligence reviews, 
financial modelling, valuations, mergers and acquisitions 
and litigation support.

► Harsha specializes in valuations, financial modelling, 
mergers and acquisitions and debt restructuring.  He has 
significant experience in valuation of businesses, shares 
and intangible assets in a variety of circumstances.

► Harsha is an associate member of the Institute of 
Chartered Accountants of Sri Lanka.

Harsha Basnayake
Partner, Transaction Advisory Services, 
Ernst & Young Solutions LLP, Singapore

Tel +65 6309 6741
Fax +65 6327 8318
Email harsha.basnayake@sg.ey.com

mailto:harsha.basnayake@sg.ey.com
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5. Wrapping-up: Questions & answers

Value proposition...

Modelling techniques and approach...

EY modelling services...

Etc etc...
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Important information

►This document has been prepared by Ernst & Young Solutions LLP. The information and opinions 
contained in this document are derived from public and private sources which we believe to be reliable 
and accurate but which, without further investigation, cannot be warranted as to their accuracy, 
completeness or correctness. This information is supplied on the condition that Ernst & Young LLP, and 
any partner or employee of Ernst & Young Solutions LLP, are not liable for any error or inaccuracy 
contained herein, whether negligently caused or otherwise, or for loss or damage suffered by any person 
due to such error, omission or inaccuracy as a result of such supply. In particular any numbers, initial 
valuations and schedules contained in this document are preliminary and are for discussion purposes 
only.



Thank you much


