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Markets, technology and opportunities are changing fast. In the process,
decisions regarding investment for future manufacturing success are
becoming more complicated and more time pressured.
Are manufacturers responding by changing the way they make such decisions?
How can they optimise their decision-making processes?
What help is available to support them?
This white paper is based on our experiences working with clients in
the FMCG industry.
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Decision-making mainly draws on
internal resources and expertise
Traditionally, companies have viewed decisions on major capital projects as an

Fast-growing organisations, already approaching the size of some well-established

internal function, on a par with the company’s strategic development plans.

global manufacturers, usually do not have specialist internal teams. Their

They know their markets and processes better than anyone, and are best placed

approach to investment decisions is more flexible and less formal. Some rely

therefore to plan and assess new developments.

on local teams to prepare a proposal, which is then challenged by global
management. Others mix local input and specialist expertise, creating internal

Large global manufacturers typically make multiple investment decisions regarding

teams with representatives from the local market, regional levels and expert

manufacturing facilities every year. They have internal specialist teams which

global advice. Others have recognised the shortcomings of relying too heavily

follow formal structured processes to prepare the information on which decisions

on one functional viewpoint and have moved to multi-disciplinary teams,

are made. Time to market is a component of the decision-making process, even

incorporating supply chain and market dynamics.

when the lifespan of the investment will be a number of decades.
External input is sought in some instances. Global multi-nationals may rely on
That’s not to say these global manufacturers don’t still face challenges. We come

consultants for specific expertise, for example regarding the supply chain or

across problems with assumptions made forecasting underlying economic or

local costing. Others use external expertise for professional project management,

external risks, over-estimation of market demand which impacts return on

or for specific advice on, for example, energy savings. Some, fast-growing

investment, and issues arising from investing in the wrong equipment.

companies see a more general need for outside assistance to professionalise
their decision-making process to manage the pace of change and increasing
complexity.
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What are the key challenges companies face?
External factors tend to be the most challenging aspect of capital investment
decisions for physical assets. Political stability and unforeseen economic circumstances are difficult to predict and can negatively impact the decision itself and
the returns. If the market outlook changes for the worse during the investment
decision process, the business case will need to be remade.
Another challenge, which nods to the increasing complexity of markets and
technology, is the need to integrate disciplines to ensure a well-supported
investment decision. A narrow financial or technical perspective will not
generate a robust business case.
In our experience, manufacturers are very aware of specific challenges and may
focus extra attention or external resources in these areas:
• Drawing on local knowledge to challenge cost estimate to ensure the budget
is sufficient
• Cross-checking assumptions and the comprehensiveness of the cost estimate
to ensure nothing has been missed
• Bringing in external support for particularly complex investments or those
relating to a new product or market, since process and market knowledge is
not yet fully available
• Responding as quickly as necessary when time to market is critical,
due to the time-consuming nature of business case analysis
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• Identifying in-house resources to dedicate to these projects when
key individuals are already busy with day-to-day activities
In addition, we have identified implicit needs within many businesses, which
have the potential to bring significant benefits if they are addressed explicitly:
• Reduce investment risk by improving the reliability of cost estimates
• Improve the investment agenda through better forecasting
• Run sensitivity analysis to test the robustness of the business case
• Speed up investment decision processes

Best practice to improve decisions
Most companies are constantly reviewing and revisiting the way they carry out
their activities to keep up with the fast pace of change in markets and technology.
Investment decision making is no different and best practice that can be incorporated
into the process includes:

Question your assumptions:
This should start at the beginning of the process to ensure the solution you’re

• Reliable risk analysis to enhance mitigation

investigating meets the real business challenge faced.

By improving the investment agenda, companies improve forecasting and
enhance budget planning. Furthermore, scenario planning helps to manage
strategic risks and allows for contingency planning.
There is an implicit acknowledgement among many companies that they could
be more professional in their approach to decision making on capital investments.
However, they can be held back by the culture of their company if they have a
tradition of relying on in-house resources, or sometimes they are unaware of the
tools and services that are available to assist them.

Balance level of detail with value added:
A year spent creating a detailed, fully-costed design proposal which is ultimately
abandoned is not good use of time and resources. The key is to balance the level
of detail required with the value added to the decision. In this scenario, two months
spent producing a cost estimate with, for example, +/-25% accuracy parameters
may have been sufficient and more appropriate for the initial proceed/abandon
decision.

Mitigate external risks with sensitivity analysis:
All companies struggle with risks they can’t control and, of these, the market risk
will always be the biggest. Mitigating such risks requires a robust investment
proposal and good sensitivity analysis. The sensitivity analysis tests the case
and assesses the window of opportunity, making your business better placed
to manage risks identified.
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Look for gaps:
It’s good practice to get an objective third party (internal or external) to review
the cost estimate to ensure nothing has been missed. The CAPEX estimate will
be incomplete if there are gaps in the plan, which could have severe consequences
for the viability of the investment.

Flexibility is key:
If there is one certainty, it is that by the time you have finished making the business
case, your starting points in regard to the market will have changed. To accommodate this, build flexibility into the business case. Tools can help. We use parametric
modelling and specialist analytic tools to create and
explore multiple scenarios. Rules connect parameters and variables so if the
input variables are changed, the output (such as CAPEX/OPEX) changes too.
It enables options and the trade-off between them to be evaluated very quickly.

Brainstorm out-of-the-box solutions:
it can be tempting to follow the status quo by copying previous designs, particularly
when there’s a time pressure or resources are limited. However, taking the time to
step back and brainstorm out-of-the-box solutions for improvements is good practice. In projects we have been involved with, this exercise has resulted in a range of
sustainable measures being introduced into new facilities.
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What is driving new investment decisions?
FMCG companies are adjusting to changing trends, demographics, consumer

A combination of price pressures and increased local competition means major

demand and legislation that are driving them to adapt and change. In a volatile

manufacturers need to decrease costs. One route is through mergers and acquisi-

and fast-changing environment, extra scrutiny is required of investment decisions

tions with companies in the same market. This can often trigger the question to

to ensure they are the right ones to deliver the value expected.

optimise the manufacturing network, for example we were recently involved in
investigating the feasibility of merging three factories into one optimised facility.

With the global market for consumer goods expanding faster than at any other

In this feasibility study, we looked at opportunities to decrease operational costs

period in history, most FMCG companies are responding by investing in new

but also at other elements such as future growth, flexibility and how it could

manufacturing facilities. On current trends, the middle class in low and middle-

help the manufacturer in the ‘war on talent’.

income countries is forecast to grow from 5% of the population in 2005 to 25%
by 2030 generating considerable volumes of new consumer sales.

Food safety legislation is becoming increasingly stringent across the entire
supply chain and globalisation adds an additional layer of complexity with

At the same time, these companies are facing challenges arising from changing

each country having its own regulations. Many manufacturers are responding

patterns of demand. Technology allows consumers to specify more easily what

by optimising production facilities, which can require investment analysis.

they want and when. Increasingly, they expect to configure their own products

1

and services and count on home delivery. These trends are driving next generation

Consumers are becoming more aware and concerned about the ethical and

manufacturing which requires fundamentally different ways of organising and

sustainable aspects of the products they purchase. All FMCG multinationals

managing. The push model, where goods are produced based on anticipated

have the same goal of growing their business without enlarging their environ-

demand, is being replaced by a pull model, steered by consumers. As a result,

mental footprint, which has led to an increased focus on sustainability.

manufacturers need supply chains to be more flexible and time to market

Sustainable features like the re-use of processing water or wind energy are

becomes more important.

being integrated within both the technical and financial business case.

http://www.worldbank.org/content/dam/Worldbank/document/MIC-Forum-Rise-of-the-Middle-Class-SM13.pdf
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Business issues that we see prompting
investment analysis include:

Supply chain

Business change
• The business is growing and an increase in
production capacity is needed
• Competition has increased and there is a need
to reduce costs prices to stay competitive
• Entry is planned into a new market and there is a
need to assess the feasibility of possible investments
• Volumes are changing (product portfolio change)
so manufacturing facilities need to be restructured

• Move location due to distance from raw material source
• Move location due to labour shortage (eg aging population)

Technical improvements to increase
competitive advantage
• Invest in new technology to maintain or establish
innovative position
• Increase automation to reduce costs

• The factory needs to be relocated due to an expiring
lease or changing regulations
• The business needs to be diversified and needs
new production capabilities
• A new business model is prompting the need for
new production capabilities flexible and time to
market becomes more important.
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Financial & investments
• Integrate manufacturing network and supply chain post M&A
• Compare economic value of assets with technical value to
make investment decision
• Asset investment selection and time horizon planning of
production facility

Royal HaskoningDHV | How are manufacturers making investment decisions in fast-changing FMCG markets?

Next >

How can investment decisions
be best supported?
Depending on the size of the organisation and the regularity with which investment

The benefit for companies in identifying where they can strengthen their

decisions are made, companies can benefit from varying levels of assistance.

decision-making processes by seeking support tailored to their needs can

It may be advantageous for organisations approaching a new investment for the

be considerable. For example, we are regularly told that CAPEX estimates

first time or going into a completely new market to access full external support

are more often wrong than right. Complete elements in the process are often

for the decision-making process, extending from market analysis to design and

overlooked and costs turn out to be much higher than anticipated. However,

technology solutions.

a well-considered technical concept forming the basis of the cost estimate
can provide the security that the estimate is complete and therefore that

In other investment decision processes, companies can gain added value from

the basis on which the decision is made is robust.

taking a structured, professional approach to investment analysis, where their
teams work collaboratively with consultants to integrate knowledge and expertise

Technology also provides valuable support to the decision making process.

from both sides. This approach uses the knowledge that exists in the company

By using the parametric design method - a rule based model - a rapid high-

but is expanded where needed with external expertise.

level assessment of different investments options can be made. This will
speed up the decision process and saves time in later phases of the project.

Finally, there are situations where companies need to draw on very specific expert
knowledge relating to locations or technologies.
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Are you sure your investment will generate
value for tomorrow?
Royal HaskoningDHV provides a Business Case Consultancy service tailored
to the needs of individual businesses. We can work with you to analyse the
alternatives, giving you the confidence that you are making the right decision.
We’ll explore scenarios to provide insight into the best possible solution.
You can trust that our financial assessments are realistic and our solutions
are feasible because we are consultants as well as engineers, with real
technological insight and experience. You can move forward more quickly
as we can bring you answers in a matter of weeks.
If you would like to find out more, please get in touch.

Sabine Bink MSc

David Parkinson CEng

FMCG Business Case
Consultancy

FMCG Business Case
Consultancy

+31(0)6 124 70 596
sabine.bink@rhdhv.com

+31(0)6 132 02 811
david.parkinson@rhdhv.com
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