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Transform Product Sourcing for Highly  
Engineered Products to Compete and Win
Supporting New Product Introductions with Product 
Sourcing Solutions from SAP and Cloud Extensions
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Industries Are Undergoing Substantial Change

In recent years, customer centricity has funda-
mentally changed automotive and industrial 
machinery and components (IM&C) manufac-
turing. In the automotive industry, for example,  
consumer desires for sustainable lifestyles have 
driven demand for electric cars and smaller  
vehicles. At the same time, connected cars and 
connected assets have had a profound impact  
on product design and manufacturing in both 
automotive and industrial machinery and  
components manufacturing. And in IM&C  
manufacturing, customers that have undergone 
transformations such as lean manufacturing are 
demanding faster cycle times.

Chief procurement officers in IM&C manufactur-
ing are dealing with markets that have changed 
drastically. They point out that years ago, many 
of their customers were willing to hold inventory 
and wait weeks or months to receive products. 
That has changed in today’s economy, where 
people want equipment, goods, and services 
instantaneously.

In addition, new innovations such as supply 
chain connectivity and the smart factory have 
changed manufacturing operations and their 
supply chains. Industry 4.0 is transforming 
manufacturing with smart technology and 
making a significant impact on procurement. 
Simultaneously, globalization and the vertical 
disaggregation of manufacturing and the supply 
base have not only created efficiencies but also 
made supply chains vulnerable to the risk of dis-
ruption arising from poor visibility and lack of 
control.

Finally, competition is emerging from new 
market entrants and companies in adjacent 
industries, such as high tech. This increased 
competition requires aggressive cost manage-
ment and quick response to market and com-
modity pricing fluctuations.

One thing is clear: In the experience economy, 
automotive and industrial machinery and com-
ponents manufacturing companies are chal-
lenged with disrupting the industry with 
innovation while running a profitable and tradi-
tional business.

Automotive and industrial machinery and components manufacturing sectors  
are undergoing substantial transformation due to fundamental shifts in customer  
demand along with new innovations and technology impacting manufacturing.  
In addition, new market entrants are increasing competitiveness within industries. 
In this environment, highly efficient, integrated product sourcing creates  
competitive differentiation – especially during new-product introductions. This 
paper explores how a new suite of product sourcing solutions from SAP can help.

© 2022 SAP SE or an SAP affiliate company. All rights reserved.
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 • Leverage supplier innovation: Customer 
expectations for new and sustainable products 
have led to opportunities to co-innovate with 
suppliers to further accelerate time to volume 
and improve product quality.

 • Embrace digital transformation: Today’s man-
ufacturers, which are typically more global and 
nonlinear with many disparate systems and 
processes, require that procurement find ways 
to simplify and automate operational pro-
cesses globally while enforcing compliance 
locally.

What’s more, procurement teams must do all 
this while supporting a growing group of stake-
holders in engineering, finance, supply chain, 
and manufacturing.

Procurement has a significant role to play in 
addressing these challenges – one that goes 
beyond its traditional responsibility of reducing 
costs and improving compliance. Procurement 
leaders can help their companies be more agile 
and innovative by streamlining processes to 
accelerate time to market and by collaborating 
with suppliers to incorporate their innovations 
into new products. This improves product qual-
ity and allows companies to bring new products 
and services to market more quickly. So in addi-
tion to maintaining focus on traditional procure-
ment performance goals such as cost 
optimization, operational efficiency, and compli-
ance, procurement can now help a business:
 • Accelerate time to market: Rapidly changing 
demand requires a rapid response, which 
means that procurement teams must stream-
line their processes to support product 
launches and accelerate time to market and 
time to volume.

Procurement’s Role in Automotive and  
IM&C Manufacturing Is Growing

Procurement leaders can help their companies 
be more agile and innovative by streamlining 
processes to accelerate time to market and by 
collaborating with suppliers to incorporate their 
innovations into new products.

© 2021 SAP SE or an SAP affiliate company. All rights reserved.
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Adding to the complexity of procurement’s chal-
lenges is the fact that technology has fallen 
behind in meeting these business requirements. 
Consider the results of a recent study that SAP 
conducted in partnership with Oxford Econom-

ics that surveyed 1,000 procurement and supply 
chain executives in 23 countries and 14 indus-
tries, including automotive and industrial 
machinery and components manufacturing. 
Some results from the survey are listed below.

37%

41%

1.– 3.    “Close Collaboration That Goes Beyond Transactions: Direct Spend Leaders Engage with Essential Suppliers to Improve 
Performance,” agile procurement insights research by SAP in collaboration with Oxford Economics, 2021.

33%
of supply chain leaders say their organization 
regularly collaborates with direct materials  
suppliers on product development.1

of supply chain leaders say most or all of  
their procurement processes are manual.2

of supply chain leaders say low adoption of new 
processes and technologies within procurement  
is a barrier to digital transformation.3

© 2022 SAP SE or an SAP affiliate company. All rights reserved.
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Procurement Technology Must Support  
Evolving Business Needs

This current state simply will not suffice for  
companies seeking to get ahead in industries 
undergoing the breadth of transformation that 
automotive and industrial machinery and com-
ponents manufacturing are experiencing. Why? 
Because it doesn’t allow for the agility that cus-
tomers demand nor the innovation-driven 
growth and exceptional experience that custom-
ers expect.

At SAP, we help supply chain leaders find  
opportunities to harness new innovation by  
collaborating with their suppliers. We’re helping 
OEMs, tier-one suppliers, and other channel  
masters compress procurement cycle times  
to accelerate time to market and control costs.  
In our experience working with industry leaders, 
procurement technologies in these demanding 
industries must meet several key requirements 
by providing:
 • Sophisticated procurement planning capa-
bilities that are integrated with sourcing and 
product lifecycle management (PLM) systems 
and processes

 • Better collaboration with suppliers on inno-
vation and product development to improve 
product quality and the customer experience 
and to speed time to volume

 • Simplified	and	automated	operationalization	
of key contract terms and procurement  
processes, which allows for global and local 
compliance, even for complex terms such as 
index-based commodity pricing and for hetero-
geneous ERP environments

 • The ability to acquire and aggregate demand 
from multiple sources, including actual 
demand from requisitions in back-end execu-
tion systems, parts lists from the PLM system, 
and mass renegotiation of contracts that are 
expiring or up for regular (for example, annual) 
review

 • A fully connected suite that runs natively on 
back-end systems and offers direct access to 
material masters and back-end systems with-
out complex integrations, data replication, and 
homegrown connectivity solutions

To meet these needs and support your unique 
industry requirements, SAP is introducing a 
suite of product sourcing solutions designed 
with input from a council of leading automotive 
and IM&C OEMs and tier-one suppliers. Running 
natively on SAP S/4HANA® and SAP® Business 
Technology Platform, it will support procure-
ment processes for new-product development, 
also known as “forward sourcing.”

SAP is introducing a suite of product 
sourcing solutions designed with input 
from a council of leading automotive and 
industrial machinery and components 
OEMs and tier-one suppliers.

© 2022 SAP SE or an SAP affiliate company. All rights reserved.
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4. Contract

5. Procure 
supply

3. Source 
supply

7. Renegotiate 
contracts

Introducing an Integrated Suite of  
Product Sourcing Solutions from SAP

Because automotive and IM&C manufacturing 
companies have unique product sourcing 
requirements, the applicability of traditional 
sourcing solutions is limited for procurement 
teams supporting product launches or manag-
ing costs for highly engineered products 
throughout their lifecycle.

As shown in Figure 1, new-product development 
(forward sourcing) processes in these industries 
begin with product design and end after volume 
production with contract renegotiations that 
drive additional cost savings. In this type of end-
to-end lifecycle, procurement must touch many 
other systems and processes, including engi-
neering, legal contracting, manufacturing, 
finance, and others. This requires an end-to-end 
solution that offers PLM integration, procure-
ment planning, supplier collaboration, and  
contracting capabilities alongside traditional 
sourcing functionality. Further, it should connect 
smoothly with back-end systems without requir-
ing complex integrations or data replication 
effort.

SAP is launching an end-to-end suite of sourcing 
and contract solutions designed to achieve all 
this and more over the course of its multiyear 
road map. What’s more, you can deploy these 
modular, cloud-based solutions as needed to 
meet your specific process and organizational 
needs.

Let’s take a look at how these modular solutions 
can support the new-product development  
(forward sourcing) processes outlined in Figure 
1.

Figure 1: Typical New-Product Development 
(Forward Sourcing) and Product Lifecycle 
Processes

© 2022 SAP SE or an SAP affiliate company. All rights reserved.
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STEPS 1 AND 2: DESIGN PRODUCT AND  
PROCUREMENT LAUNCH PLAN
While product design occurs outside of sourcing 
processes and systems, procurement systems 
must integrate with the PLM systems where 
design documents reside. A key cloud extension 
in our suite of product sourcing solutions – the 
SAP S/4HANA solution for procurement plan-
ning – provides:
 • Simplified importing of parts lists4 from many 
different PLM systems into a multilevel pro-
curement project structure that facilitates the 
creation of multilevel plans

 • Automated backward scheduling of key  
milestones before product launch

 • Assignment of project and subproject 
ownership

 • Bundling of related raw materials, parts, and 
assemblies across product lines to help enter-
prises improve purchasing power

Once the procurement launch plan is estab-
lished and the required investments are agreed 
upon (including materials and other costs such 
as tooling), SAP S/4HANA for procurement 
planning will connect to product sourcing solu-
tions from SAP.5 This will allow it to initiate the 
sourcing projects and provide ongoing manage-
ment of these milestones as sourcing activities 
progress. As a result, the sourcing plan is always 
up to date.

STEPS	3,	4,	AND	5:	SOURCE,	CONTRACT,	AND	
PROCURE SUPPLY
During these next three phases of the new- 
product development (forward sourcing)  
process, sourcing and commodity management 
teams establish high-value agreements for 
direct materials (see Figure 1). Product sourcing 
solutions from SAP6 enable the creation of these 
agreements for raw materials, components, and 
assemblies. Their configurable workflows for  
process controls and approved supplier lists 
make possible the consistent, company-wide 
application of procurement policies. Another 
cloud-based solution7 in our product sourcing 
suite improves collaboration with suppliers on 
bids as well as product development so that 
manufacturers can leverage supplier innovation. 
This helps improve the customer experience, 
speed time to volume, and reduce direct  
materials sourcing costs.

4.    Functionality will initially be offered only for the SAP S/4HANA solution for product sourcing (the on-premise deployment 
option).
5.    Integration will initially be offered only for the SAP S/4HANA solution for product sourcing (the on-premise deployment 
option); integration from the product sourcing solutions to SAP S/4HANA for procurement planning is a future functionality.
6.    These product sourcing solutions will be offered in several deployment models, including cloud (the SAP Product Sourcing 
solution), on premise (SAP S/4HANA for product sourcing), and private cloud (SAP S/4HANA Cloud solution for product 
sourcing, private edition).
7.     Use of this cloud-based solution is bundled with SAP Product Sourcing (the cloud deployment option) but will require an 
additional SKU with SAP S/4HANA for product sourcing (the on-premise deployment option): SAP S/4HANA solution for 
supplier quotation management.

© 2022 SAP SE or an SAP affiliate company. All rights reserved.
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 • Allows users to obtain commodity content 
inputs from suppliers in the sourcing process

 • Automatically adds and manages pricing  
formulas in contracts

 • Makes it easier to simulate and calculate  
pricing using market data through integration 
and system-triggered lookups to commodity 
indexes

These capabilities will save many hours of work 
normally spent using manual processes to oper-
ationalize index-based pricing – a complex but 
essential procurement model.

Once the contract is awarded, our suite of prod-
uct sourcing solutions also enables companies 
to create legal contract documents9 and share 
legal requirements with suppliers early in the 
sourcing cycle. This information provides suppli-
ers with valuable guidance on what they are bid-

In addition, because they run natively on  
SAP S/4HANA and SAP Business Technology 
Platform, the product sourcing solutions have 
direct access to material masters. They can help 
ensure the automated creation of operational 
documents such as contracts and purchase 
orders that comply with sourcing terms and  
conditions. In this regard, they link product  
planning, sourcing, and execution systems  
without disruption, which makes it possible to  
simplify and centralize control across multiple 
ERPs to aggregate demand globally and enforce 
compliance locally.

Product sourcing solutions from SAP also sup-
port flexible pricing conditions, such as volume 
discounts and time-based pricing. In addition, 
they will offer commodity index-based pricing 
capabilities,8 which simplify the operationaliza-
tion of pricing terms with a smooth process that:

8.    This requires an additional SKU: SAP S/4HANA solution for commodity management for physical contracts; integration is 
initially offered only with SAP S/4HANA for product sourcing (the on-premise deployment option).
9.    This requires an additional SKU: SAP S/4HANA Cloud solution for enterprise contract management.

© 2022 SAP SE or an SAP affiliate company. All rights reserved.
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10.    This requires an additional SKU: SAP S/4HANA solution for commodity management for physical contracts; integration is 
initially offered only with SAP S/4HANA for product sourcing (the on-premise deployment option).

In summary, as shown in Figure 2, this unified 
source-to-pay solution suite will enable the end-
to-end planning, management, and execution of 
new-product development (forward sourcing) 
programs based on parts lists. The suite will 
make it easier to import parts lists from many 
different PLM systems and build sourcing  
programs from them. As the only sourcing solu-
tions running natively on SAP S/4HANA and  
SAP Business Technology Platform, they will sim-
plify operationalization of key terms, including 
flexible price conditions and real-time commod-
ity index-based pricing.10 Native access to pro-
curement execution systems and material 
masters makes it possible to aggregate demand 
from multiple ERPs (including SAP and third-
party systems across company entities) and 

ding for.

STEP 6: RENEGOTIATE CONTRACTS
Finally, following the manufacturing process, 
companies typically engage in a new set of  
contract negotiation processes (see Figure 1). 
Contracts in the automotive or discrete manu-
facturing industry are often long term. But the 
prices are typically renegotiated annually or 
even more frequently, as OEMs expect savings 
over time from their suppliers. This suite will also 
offer mass renegotiation of existing contracts 
(for example, due to changes in commodity pric-
ing, annual pricing reviews, and so on). In addi-
tion,  
it will automatically update new terms in the  
contracts after renegotiation is completed.

Sourcing

Contracts

Procurement

Demand
aggregation

from multiple
ERPs

Procurement
project

management

Launch plan

Manufacturing

Real-time
commodity

pricing*

Sourcing and
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of contracts**
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solutions
from SAP

*Integration of the commodity price 
engine is initially available only for 
the SAP S/4HANA solution for product 
sourcing (on-premise deployment option)

**Road map item
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Figure 2: Suite of Product Sourcing Solutions from SAP

© 2022 SAP SE or an SAP affiliate company. All rights reserved.



11 / 13

operational documents that follow sourcing 
awards and that fully comply with sourcing 
terms and conditions. In steps 4 and 5, they sup-
port multiround sourcing, scenario-based 
awarding, and multiple pricing conditions, as 
well as commodity index-based pricing capabili-
ties11 that  
calculate pricing formulas using market data. 
They also support the inclusion of legal con-
tracts into the sourcing event so suppliers are 
aware of all requirements associated with 
bidding.12 

Next, because these solutions run natively on 
SAP S/4HANA and SAP Business Technology 
Platform, you can create legal contracts, 
manage the central contract, and distribute it to 
connected systems (step 6) – driving opera-
tional compliance with negotiated prices and 
conditions across multiple ERP back-end 
systems.

In addition, this suite facilitates the mass rene-
gotiation of existing contracts – initiated from 

As the prior discussion suggests, product 
launches in these industries require careful  
planning, often across several years and many 
stakeholders in a product lifecycle process that 
must be supported by procurement solutions. 
Let’s see how the different aspects of the suite 
will work together to support the new-product 
development (forward sourcing) use case  
illustrated in Figure 3.

In steps 1 and 2, SAP S/4HANA for procurement 
planning imports parts lists from PLM systems 
and offers template-based project management 
for creating tasks, milestones, and responsibili-
ties. It also enables the grouping of parts and  
initiation of sourcing projects directly out of 
these part bundles.

In step 3, product sourcing solutions from SAP 
facilitate early involvement of suppliers in the 
new-product development (forward sourcing) 
process. With direct access to material masters, 
the solutions enable the automated creation of 

drive compliance globally and locally. Companies can get to market faster, cut costs, and boost 
efficiency.

Supporting New-Product Development Processes 

Figure	3:	New-Product	Development	(Forward	Sourcing)	Use	Case

2. Assign and group 
parts in packages, 

assign tasks, 
and schedule 

milestones

1. Import parts 
lists from 

PLM system

5. Analyze 
responses and 
award decision

4. Negotiate
with suppliers in 
multiple rounds

3. Initiate multiple
new-product 
development 

(forward sourcing)
projects

6. Manage 
contract and 
distribute to
operational 

systems

11.    This requires an additional SKU: SAP S/4HANA solution for commodity management for physical contracts; integration is 
initially offered only with SAP S/4HANA for product sourcing (the on-premise deployment option).
12.    This requires an additional SKU: SAP S/4HANA Cloud solution for enterprise contract management.

© 2022 SAP SE or an SAP affiliate company. All rights reserved.
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programs. Such programs include iterative  
procurement plans, source and contract  
execution, and price renegotiations. This offers 
many key benefits, including:
 • Accelerated time to market, better team align-
ment, and reduced and more predictable costs 
of materials and services

 • Improved operational compliance and accu-
racy without the cost and complexity of 
system and master data integration

 • Better management of raw material cost  
volatility through automated integration with 
commodity indexes

 • Increased efficiency in annual contract nego-

Realizing the Benefits 
of Product  
Sourcing Solutions 
from SAP
Product sourcing solutions from SAP, running 
natively on SAP S/4HANA and SAP Business 
Technology Platform, will enable procurement 
teams supporting the launches of highly engi-
neered products to create end-to-end new- 
product development (forward sourcing)  

the existing contracts and automatically updated with new terms.

© 2022 SAP SE or an SAP affiliate company. All rights reserved.
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and related procurement project management 
capabilities

 • An IT landscape that includes (or will include) 
SAP S/4HANA, plus a heterogeneous land-
scape of multiple ERP systems that must be 
linked together to harness economies of scale

 • Deep and sophisticated integration require-
ments with multiple ERPs, as well as many 
legacy systems

 • Specific deployment preferences that require 
flexible options (such as cloud-only or hybrid 
on-premise and cloud deployments)

 • A strong focus on the source-to-contract pro-
cess, combined with a need for high levels of 
integration, customization, and procurement 
of raw materials based on commodity indexes

 • Better supplier experiences made possible 
through flexible collaboration options

Are These Solutions 
Right for You?
If you are an OEM or a large supplier in automo-
tive or industrial machinery and components 
manufacturing with any of the following charac-
teristics, your business can benefit from the 
suite of product sourcing solutions from SAP:
 • Products that are highly engineered, have hun-
dreds or thousands of parts, or require long 
planning cycles that demand early procure-
ment involvement to support product launches 

tiations with pricing changes and reductions automatically updated in contracts
 • Improved sourcing efficiency and reduced material costs through aggregation of demand

Product sourcing solutions from SAP will  
enable procurement teams supporting the 
launches of highly engineered products to 
create end-to-end new-product development 
(forward sourcing) programs.

© 2022 SAP SE or an SAP affiliate company. All rights reserved.
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