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Managing Commodity Price Volatility
Commodity Price Volatility
Commodity Pricing and Risk

High price volatility in raw materials impacts the profitability of companies in many
industries, making strong commodity management key to success. Companies
need the best pricing as they buy or sell commodities and manage commodity risk.

Excellence Across Processes
SAP Innovations

Nearly all manufacturing-related companies
interact with the broader commodity market,
whether they produce basic commodities to
sell, buy and use commodities to make products from components to finished consumer
goods, or both.

being driven by emerging economies. Other
factors include the increasingly global economy,
political instabilities, and the increase in natural
disasters.

For these companies, high price volatility in raw
materials has a direct impact on their top or
bottom line and their ability to plan. Because
most companies cannot quickly transfer higher
raw material costs to their customers, companies are getting squeezed more and more as
the volatility keeps increasing.

Together, these factors make price volatility in
commodities a global problem that’s expected
to worsen over time.
It’s critical that you take a holistic view of your
commodity-related business in procurement,
sales, and risk management. You need to
quickly identify risks and manage short- and
long-term pricing.

Volatility in global commodity markets is a
result of a number of factors, such as changes
in global demand and the fact that supply is

2 / 20

© 2013 SAP AG or an SAP affiliate company.
All rights reserved.

Executive Summary

Solution Overview

Contact Us

Manage Commodity Pricing and Risk
Commodity Price Volatility
Commodity Pricing and Risk

Understand your risk exposure and quickly respond to market changes. Traditional
cost control and sourcing strategies are failing in markets with high price volatility.
Only a holistic approach to commodity management that integrates planning,
procurement, sales, and risk management can address this challenge.

Excellence Across Processes
SAP Innovations

To do business in commodity markets, you
need to quickly and accurately identify and
hedge risk exposures, whether they stem from
planned demand, sales, purchase contracts, or
held physical commodity positions. You also
need to manage and optimize short- and longterm raw material pricing.

Commodity management solutions from
SAP provide ways for you to analyze your
commodity business in real time and perform
profitable commodity purchasing, selling, and
risk management.

To achieve this, you need a solution that
integrates processes impacted by commodities.
This will allow you to get full information about
your commodity business and insights that will
help your company optimize profitability despite
challenges in global commodity markets.
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Drive Excellence Across Processes
Commodity Price Volatility
Commodity Pricing and Risk
Excellence Across Processes
SAP Innovations

With commodity management solutions from SAP, you can efficiently manage a
significant component of your company’s daily business. Our standard software
delivers integrated procurement, sales, and treasury functionality. You gain
transparency, a 360-degree view of your business, real-time commodity risk
management, and the ability to transform business processes to reflect best
practices, resulting in:
 Reduced impact of volatility in raw material prices
 Increased number of commodities hedged
 Increased reliability of medium- and long-term plans
 Real-time consolidated reporting of net-open commodity positions
 Automated, complex commodity pricing calculations
 Minimized exceptions to corporate risk policy
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SAP Innovations
Commodity Price Volatility
Commodity Pricing and Risk

Commodity management solutions from SAP leverage the latest technology
innovations to enable fast responses to market dynamics and real-time visibility into
commodity risk. All of this is packaged into low-cost, low-risk, yet highly scalable,
flexible rapid-deployment solutions.

Excellence Across Processes
SAP Innovations

Database and technology solutions powered
by the SAP HANA platform enable your
commodity professionals to monitor high
volumes of commodity transactions, both
physical and paper derivatives, in real time. So
you can quickly react to market changes and
reduce overall commodity risks.

What’s more, you have the power to establish the
criteria for how you will manage commodity risk.
For example, you can create and define a
standard view of commodities across multiple
disciplines. This view provides you with the
flexibility to manage commodity risk in the
manner that fits your risk profile.

Analytics solutions provide a 360-degree view
of your business. You have the ability to
manage your commodity positions on a realtime basis based on your unique risk approach.

Mobile solutions give commodity managers
always-on access to status reporting, exceptions,
and alerts, ensuring quick response, better
decision making, and reduced risk.
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Integrated Processes and Information
Solution Overview
Commodity Procurement

Commodity Procurement
Efficiently manage processes for buying commodities and commodity-dependent goods.

Commodity Sales
Commodity Risk Management
Commodity Management

Commodity Sales
Efficiently manage processes for selling commodities or commodity-dependent goods.
Commodity Risk Management
Identify, qualify, and mitigate risks associated with commodity price volatility.

Why SAP?
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Commodity Management Process Map
Solution Overview
Commodity Procurement
Commodity Sales
Commodity Risk Management
Commodity Management
Why SAP?

Commodity management is
a comprehensive business
solution that optimizes
commodity procurement and
sales and risk management.
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Commodity Procurement
Solution Overview
Commodity Procurement
Capabilities

Benefits

SAP solutions help price commodities
based on market quotes, automate
price calculations, and streamline
invoicing by enhancing procurement
with commodity-specific functions in
the SAP ERP application.
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With the SAP Commodity Procurement
application, you can make the processes you use
to procure commodities more efficient. The
software extends the standard procurement
functionality of SAP ERP with automated
processes that enable advanced commodity
pricing on procurement documents and support
provisional, differential, and final invoices.
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Now you can price commodities based on
frequently changing market quotes and give
managers the ability to maintain the negotiated
pricing rules in the system to automate price
calculations.
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Efficient Commodity Procurement
Solution Overview
Commodity Procurement
Capabilities

Benefits

SAP Commodity Procurement enables
companies to efficiently create procurement
contracts and purchase orders for
commodities. You can create quantity contracts
for defined periods, maintain commodity quality
requirements, and link pricing formulas including
price calculation rules. The software also prices
commodities using data from exchanges such as
NYMEX, LME, CBOT, MATIF, or others.
In addition, you can create call-off orders with
references to contracts, create spot purchases,
and reprice orders using quality factors and
formulas from the original contract.
Provisional and differential invoicing allows
you to post invoices before all prices and qualities
have been determined and full payment is
possible – and even before delivery. And you can
do all this without the subsequent hassle of
creating multiple debit and credit notes.
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One central application pulls data from multiple
sources and enables you to view all deals that
need to be paid.
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Improved Pricing and Invoicing That Reduces Error
Rates
Support an end-to-end collaborative
process for efficient and accurate
procurement and payment of large or
small volumes of commodities.

SAP Commodity Procurement will help you
improve the overall efficiency of how you
procure commodities.
The extended enterprise resource planning
(ERP) functionality for advanced commodity
pricing will streamline and automate the overall
process. This simplified process is less error
prone because it eliminates out-of-system
calculations; reduces manual interactions; and
posts clear, concise invoice receipts for each
purchase according to all available information
at any point in time.

Treasury integration allows you to transfer
accurate commodity exposure positions to risk
management in real time. Companies get a
clear view into the physical positions of
commodities, a streamlined process for pricing
and settling commodities according to market
conventions, and the ability to manage risk in
times of high volatility.
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Commodity Sales
Solution Overview
Commodity Sales
Capabilities

Benefits

Extend ERP functionality to support the
selling of commodities, and gain the
ability to create commodity contracts
priced on market quotes, automate price
calculations, and streamline invoicing.
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The SAP Commodity Sales application is
designed to run the complete contract-to-cash
process, including logistics and settlement
of commodities.
The solution gives you extended ERP
functionality to handle commodity-based
contractual pricing; provisional, differential, and
final invoicing; and integration with your
treasury so you can transfer commodity
exposure positions to risk management.

It also gives managers the ability to maintain
negotiated pricing rules in the system. These
rules are used to automate price calculations
and enable the pricing of commodities based
on frequently changing market quotes.
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Efficiently Sell Commodities
Solution Overview
Commodity Sales
Capabilities

Benefits

SAP Commodity Sales extends ERP functionality to automate the creation of sales contracts
and sales orders for commodities. It helps
companies with complex commodity pricing,
such as average pricing over multiple months,
using data from exchanges such as NYMEX,
LME, CBOT, MATIF, or others.
You can create quantity contracts for defined
periods, maintain commodity quality requirements, and link pricing formulas including price
calculation rules. In addition, you can create
call-off orders with reference to contracts,
and reprice orders using quality factors and
formulas from the original contract.

One central application pulls data from multiple
sources and provides a single view of all deals
that need to be invoiced.

Provisional and differential invoicing
allows you to create invoices before all prices
and qualities have been determined, and full
payment is possible even before delivery. And
you can do all this without the subsequent hassle of creating multiple debit and credit notes.
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Improve Pricing to Increase Profit Margins
Solution Overview
Commodity Sales
Capabilities

Benefits

Get a firm handle on complex
commodity pricing, streamline the
invoicing process, and enable real-time
commodity exposure management.

SAP Commodity Sales will help you automate
commodity-based contractual pricing, and
enable provisional and differential invoicing to
improve the overall efficiency of how you sell
commodities or commodity-dependent goods.
The software can be integrated with the SAP
Commodity Risk Management application, so
whenever new or changed sales documents
are posted, you gain real-time risk exposure
management.
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SAP Commodity Sales also helps reduce days
sales outstanding by shortening the contract-tocash cycle time. It also increases people
efficiency by fully automating price calculations
(eliminating the need for complex manual
calculations) and reduces revenue leakage due
to miscalculations.
As a result, you can increase profit margins,
limit the impact of commodity price volatility,
and simplify the selling process – from contract
creation to final invoicing and auditing.
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Commodity Risk Management
Solution Overview
Commodity Risk Management
Capabilities

Benefits

11%
Of companies follow
innovative hedging practices
to protect against supply
market volatility
Source: SAP Performance
Benchmarking

To succeed, you need to identify and
quantify exposure to commodity price
and foreign-exchange risk, as well as
proven steps to mitigate those risks –
all while complying with government
regulations.

SAP Commodity Risk Management helps you
manage price risks by eliminating spreadsheets,
increasing transparency, and enabling you to
produce timely reports on commodity positions
and exposures to market prices. You can assess
your commodity risk position coming from
commodity procurement and commodity sales
transactions in real time, and react quickly to
business and market changes.

It also supports deal capture and processing of
commodity-based financial derivatives transactions; accounting integration; and hedge
accounting for derivatives. You can generate
up-to-date reporting on your complete
commodity portfolio.
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Commodity Risk Excellence
Solution Overview
Commodity Risk Management
Capabilities

Benefits

SAP Commodity Risk Management integrates
tightly with SAP Commodity Procurement and
SAP Commodity Sales to automatically capture
exposure positions from forecasts or physical
transactions and then compile risk positions.
Financial hedging transactions are captured
and used to update the appropriate risk
positions. To manage these paper trades, the
software allows you to import and store market
prices, handle confirmations and counterconfirmations, and help ensure segregation of
duties.
Hedge management lets you define hedge
plans, maintain hedging relationships, measure
the effectiveness of hedges, and post hedge
accounting results to the general ledger.

Deal settlement functions and tight integration
with accounting enables you to manage
margins, perform month-end valuations, post
profit and losses, settle paper deals, and create
payments or invoices.

Robust commodity risk reporting analytics
give you a view into risk positions and risk
policy compliance in real time.
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Improve Commodity Hedging Efficiency
Solution Overview
Commodity Risk Management
Capabilities

Benefits

With a clear, real-time view of your
portfolio of commodity positions, gain
efficiencies in commodity risk hedging,
hedge accounting, and risk policy
compliance.
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By implementing SAP Commodity Risk
Management, you can manage your commodity
risk on a real-time basis based on your unique
risk approach.

And integration with financial accounting helps to
reduce manual work, eliminate sources of error,
and increase overall risk management efficiency.

Now risk management decision makers can have
very fast access to high-quality information – one
version of the truth for evaluating and executing
the appropriate hedges according to your
company’s risk policy.

As a result, top management no longer needs to
worry about audits and the regulatory compliance
of risk management. They are free to focus on
managing your company’s commodity-related
business.
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Commodity Management Value Map
Solution Overview
Commodity Procurement

Commodity
Management

Commodity
Procurement

Commodity Sales

Commodity Risk
Management

Commodity Sales
Commodity Risk Management
Commodity Management
Why SAP?
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Why SAP?
Solution Overview
Commodity Procurement

Integrated commodity management solutions from SAP help you optimize
commodity procurement, sales, and risk management processes. You gain a
consolidated, real-time view of your commodity business so you can react quickly
to market changes.

Commodity Sales
Commodity Risk Management
Commodity Management
Why SAP?

Tightly Integrated, Comprehensive Solution
Directly transfer procurement and sales information to SAP Commodity Risk Management so you
can optimize commodity price hedging.
Improved Commodity Pricing
Define rules for processing physical commodity deals leveraging a fully integrated price calculation
engine.
Better Reporting and Legal Compliance
Gain real-time data collection and reporting, plus information integration with finance and
accounting.
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Find Out More About How Your Organization Can
Become Best-Run
Benchmark Your Performance
Position your organization for dominance in this new economy with the business performance
benchmarking program from SAP – available free to SAP customers and select prospects.
The SAP benchmarking program has helped more than 3,000 organizations assess their
strengths, uncover areas for improvement, and identify best practices and IT strategies that
generate clear, tangible value – not someday, but today.
Visit valuemanagement.sap.com >>

Go Live in Weeks

Here’s the fastest way to run your business better: our rapid-deployment solutions. In one
package, you get everything you need to be up and running quickly – including preconfigured
software and implementation services – in just weeks. With a defined scope and predictable
costs, there are no surprises.
Visit sap.com/solutions/rds >>

Join Your Community of Practices
Every day, SAP Community Network (SCN) changes the way that thousands of SAP users work.
It lets members help one another solve problems, learn, and invent new ways to get things
done – faster. Find out how to connect with people, content, and resources.
Visit scn.sap.com >>
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CMP 23470 (13/02)

To find out more about commodity
management solutions from SAP,
visit us online at:
www.sap.com/commodity
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