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Understand and manage how direct 
materials costs affect your future profitability
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Materials forecasting is the 
process of creating direct 
materials cost budgets and 
forecasts to help your business 
better understand and manage 
its future profitability. 

In manufacturing businesses 
direct material purchases are 
the largest cost driver and it 
is mandatory to understand 
how expected material price 
developments will affect your 
gross margins. However, 
building a robust materials 
forecasting system is far from 
easy. 

This paper is intended to help 
Finance, Procurement and IT 
people involved in the process 
of creating direct materials 
forecasts and budgets in their 
companies. Whether you are 
looking to build materials 
forecasting capabilities from 
scratch or want to step up 
the game with your existing 
processes, we got you covered. 

In the following pages we 
will thoroughly discuss what 
materials forecasting means 
in large enterprises – its value 
and benefits, but also the main 
challenges and solutions to 
those. 

How Materials Forecasting  
can help you



3Materials Forecasting Explained - Sievo

Understand and Manage 
your Future Profitability

Part I
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Materials Forecasting is a key tool for understanding and managing 
how direct material costs affect a company’s future gross margins and 
profitability.

The Challenge: 
Forecasting Direct Materials' 

Impact of Profitability

In manufacturing businesses direct material costs can 
account for up to 80 % of total cost of goods sold

Companies need to have solid systems and processes
for Materials Forecasting

Changes in material costs present a high risk to future
gross margins

Material prices are volatile, whether you talk about 
commodities, raw materials or packaging products
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This will significantly erode gross margins for our white 
label chips if we do not do something

The price of vegetable oil is forecasted to increase 30% 
compared to assumptions done during budgeting

Bill of Materials 
for a bag of potato chips

Potatoes
OilSeasonings Packaging

Let us use a bag of potato chips as an example. The picture below 
illustrates how vegetable oil price changes can impact gross margins 
for a potato chips manufacturer:

It is impossible to run a business in a fact-based manner without a 
good visibility to expected material price developments. Unfortunately, 
creating good direct materials budgets and forecasts is far from easy. 
In fact, many companies are struggling to create even basic materials 
forecasts, let alone being able to fully benefit from all the insights that a 
world-class materials cost forecasting process can bring.
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Creating Reliable Materials 
Forecasts is Challenging

Part II
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Companies have well-established 
processes and systems for building 
revenue-side budgets and forecasts. 
Typically, there is a dedicated 
Planning team or function responsible 
for end-product demand planning 
and sales and operations planning 
activities. These planning teams often 
use integrated tools and systems to 
carry out these activities.

However, when it comes to direct 
materials forecasting things tend 
to be much less robust. One of the 
main reasons for this is that while 
understanding end-product demand 
is the responsibility of a dedicated 
planning team there is no comparable 
and as clearly dedicated entity 
to carry out materials forecasting 
activities.

Typically, the responsibility of 
conducting materials forecasting 
is on Finance’s turf. As Finance is 
responsible for the overall budgeting 
and forecasting processes, they also 
have an inherent interest and need for 
material cost forecasts. If a company 
has a dedicated Procurement Finance 
team then that is a natural home for 
the materials forecasting process. 
Finance responsibility regarding 
materials forecasting is two-fold:

1 Finance owns the processes 
and tools used to produce 
material cost budgets and 
forecasts

Finance supports business 
stakeholders to review and 
understand the implications 
and insights revealed by 
materials forecasting

2
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However, in large global enterprises 
creating solid materials forecast is 
usually a daunting task. Good quality 
volume forecast data is not readily 
available from existing systems and 
coming up with solid price forecasts 
for thousands of materials can be 
a real struggle for procurement 
organizations that have their hands 
already full with other work.

However, Finance has little input to 
the actual content of the forecast 
and must rely on other functions to 
provide the needed data. And here 
lies the challenge: even though the 
ownership of the process is clear, 
getting reliable data into the budgets 
and forecasts is often a painful and 
resource consuming process without 
clear benefit for the parties involved. 

Volume forecast Price forecast Direct materials forecast
Planning processes 

should result in solid 
purchase requirements

Procurement is 
expected to know how 

prices will develop

Finance runs the process 
and cooperates with 
business stakeholders

The premise of creating materials 
forecasts is simple enough: First, 
gather volume forecast data 
from existing ERP and planning 
systems. Then, with this accurate 
volume forecast data in hand, the 
Procurement team can give solid 
predictions on the future materials 
prices. Finance just needs to combine 
this data, do some visualizations, 
and review the results with business 
stakeholders.

Simple Process in Theory, Difficult in Practice
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Do You Know  
How Much and What 
You Are Going to Buy?

Part III
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One could think that large enterprises 
would have a good visibility on how 
much and what materials they need 
to buy in the future. However, we 
know that large companies struggle 
to understand even what they have 
purchased in the past, so assuming 
they understand what they are 
going to buy in the future is a bit of a 
stretch.

Timespan Complexities

At minimum, the time horizon for 
materials forecasting needs to 
cover the ongoing fiscal year and 
the preparation of budget numbers 
for the next fiscal year roughly one 
quarter before it starts. In practice 
this means that volume forecast data 
is needed up to 15 months in the 
future. More ambitious set-ups are

also possible though the covered 
time horizon rarely exceeds the 
ongoing fiscal year plus the next, 
which results in the need for 24 
months of forecast data. 

The problem is that the timespan that 
Enterprise Resource Planning (ERP) 
and Material Requirements Planning 
(MRP) systems provide to future 
material purchase requirements rarely 
exceeds 6 months with any accuracy. 
Demand plans and forecasts cover 
much longer timeframes, but these 
are not rolled down to material 
level requirements as needed by 
materials forecasting process. MRP 
runs happen in conjunction with 
Capacity Requirement Planning and 
are focused only on a relatively 
short-term view on the future.
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them. So, this needs to be handled 
in another system, in Excel or with 
custom application logic in the ERP. 

Most often it makes sense to use 
MRP data to cover the near-term 
forecast and then complement it 
with other data to cover the longer-
term. Depending on the situation and 
available resources, either projections 
based in historical spend or forecasts 
derived from end-product demand 
plans can be used. 

Forecasts almost always need to 
cover multiple sites and plants that 
have different ERP, MRP, and planning 
systems in use. This adds a lot of 
complexity to the process and it is 
easy to understand why good quality 
volume forecast data is not readily 
available, and why coming up even 
with a good-enough forecast can be 
a strenuous process if proper tools 
are not applied.

The most straight-forward solution 
is to forget MRP data altogether 
and create volume forecast from 
projections and models based on top 
of historical purchase volumes. This 
can be an adequate starting point. 
It will miss any major shifts in the 
business outlook but provide a much 
better understanding of the future 
than doing nothing at all. And there 
is always the possibility to manually 
adjust these projections based on 
changes in the business environment, 
though doing this in much detail 
or any frequency is probably too 
resource consuming. 

Another option is to create 
longer-horizon materials volume 
forecast data based on end-product 
demand forecast data and Bill of 
Material (BOM) information. This does 
not happen automatically in ERP 
systems even if the actual demand 
planning activities are done in

A Proper Forecast needs Proper Tools
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How to Not Overwhelm your 
Procurement Organization 
with Price Forecasting

Part IV
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The expected future material 
prices are the key input to material 
forecasting. Giving this input falls 
under the Procurement Team’s 
domain. For a global manufacturing 
company, purchasing 50 000 
separate materials across different 
sites and suppliers can be considered 
as a quite low number. So, the sheer 
amount of data that needs to be 
handled by Procurement makes it 
very hard to manage the process 
without proper tools.

Make the insurmountable 
amount of price data 
points surmountable

A typical budgeting and forecasting 
cycle is to have four major rounds 
during a year: a budget round is 
prepared before a fiscal year starts. 
This is followed by quarterly

reforecasts that update the figures 
for the remaining 9, 6 and 3 months 
respectively and combine realized 
data for the months already in the 
past. 

It is also possible to update forecast 
figures on a monthly basis, though 
often in such cases the quarterly 
major update rounds and normal 
monthly updates are lighter. But 
even with just 4 rounds a year, we 
easily end up with an insurmountable 
amount of price data points for 
Procurement to look after every year. 
It is not feasible for procurement 
people to come up with forecast 
prices to all these data points from 
scratch. There are two interrelated 
approaches to apply to make 
price forecasting a more enjoyable 
exercise:  
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The term reference price is used to 
refer to any price data available from 
your current information systems 
that can help procurement people in 
price forecasting. Standard prices are 
a good example: they are often well 
maintained as it is key for different 
finance processes. However, they are 
often ignored by procurement as a 
good reference price point.

Your ERP or purchasing systems may 
also contain material prices based 
on current contracts with suppliers 
that cover part of your materials 
and forecast time horizon. Historical 
spend data can be used to show past

price development and calculate the 
last paid price for a material. Having 
easy access to the prices of the 
previous forecast round is also very 
helpful. 

A more advanced approach is to use 
cost structures and market index 
data to calculate price forecast 
values based on expected market 
movements. So, the problem is 
not that there would not be good 
price data available to help price 
forecasting, but how to find that 
data, get it out of the current 
systems, and integrate to the 
forecasting process and tools.

Make Reference Price Data Available

Approach 1 Make different reference price data easily available for 
procurement people as a starting point.

Flag the most important materials that always require 
manual checks by humans and allow less strict 
approaches to the large number of less important 
materials. 

Additionally, as Procurement 
organizations can be quite complex, 
you should make it easy for people to 
access and manage the categories, 
materials, and sites they are 
responsible for.

Approach 2
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Material segmentation can be used 
to divide materials into high impact 
materials requiring extra scrutiny 
from procurement and to those 
that have less impact and do not 
need to be manually inspected at 
least every forecast round. One 
good segmentation method is to 
look at historical spend and price 
volatility data. The figure on the next 
page illustrates how this method 
can be used to divide materials 
into 4 different segments, which 
can then be assigned appropriate 
levels of focus and effort from the 
procurement team.

When good reference price 
data is combined with materials 
segmentation, it is possible to let the 
computer handle price forecasting 
for the long tail of materials which 
are not very consequential in 
the big picture and really focus 
procurement’s efforts to the relatively 
small number of high impact 
materials. In practice this means that 
materials with both low spend and 
price volatility are set to autopilot 
which uses the best available 
reference price data to determine 
the forecast prices.

Segment Your Direct Materials
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Tame the Data  
and Reap the Benefits

Part V
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The key challenge of materials 
forecasting is the same as that of any 
other analytical application – how 
to ensure good data quality and 
trustworthiness of the application? 

A big part of your materials 
forecasting efforts relate to data 
processing: figuring out correct 
source systems, database tables, and 
reports; cleansing, normalizing, and 
reconciling data; navigating different 
unit of measure and currencies, and 
handling data outliers. In addition, 
materials forecasting has a big human 
element as a data contributor. So, in 
addition to building data integrations, 
you need to facilitate the gathering 
of insight from a large Procurement 
community that has its knowledge 
dispersed on global, regional, and 
local levels and across different 
purchase categories.

Better Visibility to Future 
Profitability

This can sound like a lot of work, 
and it is by no means a walk in the 
park. But the benefits of a working 
materials forecasting process 
are well worth it. In the very first 
sentence of this paper, we stated 
that “Materials forecasting is a key 
tool for understanding and managing 
how direct material costs affect a 
company’s future gross margins 
and profitability.” If that is not a 
worthwhile goal, then what is?

Materials forecasting provides 
detailed visibility on how prices are 
developing on material and category 
level. This is essential input to 
end-product pricing and other key
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business decisions. To be effective
in this, here are some key features 
that Materials Forecasting needs to 
provide:

Materials forecasting also serves as 
a great way to make your overall 
Budgeting and Forecasting more 
effective. With a solid materials 
cost forecasting process in place, 
you have a big portion of your 
cost base covered. The result is a 
more accurate and timely overall 
budgeting and forecasting process. 

Your top management will sleep their 
nights far better as they have a better 
grasp on the financial outlook of the 
business. Of course, even the best 
materials forecasting process will not

Increase the Effectivenes of your Process

be 100 % accurate and there will be 
surprises. However, with a robust 
process you will be the first one 
to know and to understand the 
situation, and with the right tools you 
even can build different scenarios to 
prepare better for uncertainties. 

By incorporating materials forecasting 
processes into your strategy, your 
profitability won’t be thrown off by 
market price fluctuations. Which 
means fewer adjustments to profit 
projections and related Earnings 
Warnings.

Analysis of what has changed between 
budgets, forecasts, and actuals

Details on how changes in currencies, 
quantities, and prices impact the forecasts

Drill-down from high-level overview to 
material level details

Calculation of forecasted purchase price 
variance

Identification of the biggest price movers 
and most impactful materials easily

Key feature 1
Key feature 2
Key feature 3
Key feature 4
Key feature 5



14Materials Forecasting Explained - Sievo

Sievo Materials Forecasting 
Solution

Part VI
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Even in large enterprises materials 
forecasting is often done with 
homegrown Excel-based systems and 
always with less-than-optimal results: 
the process is slow and frustrating 
for the users and the trustworthiness 
of the data and analytics is 
questionable.

Sievo Materials Forecasting offers an 
alternative approach – a cloud-based 
solution built and developed based 
on our first-hand experiences dealing 
with materials forecasting challenges 
in some of the largest companies in 
the world.  

Sievo Materials Forecasting is a 
globally scalable and automated 
solution for forecasting how direct 
material prices affect your gross 
margins. It lets you create direct 
material cost budgets and forecasts 
easily by combining the best 
available volume and price data with 
procurement’s insights. 

Benefits of Sievo 
Materials Forecasting 
Solution

Data Sources: Integrate to 
any source of volume and 
price data 

Forecast Management 
/ Forecasting Engine: 
Configurable best practice 
rules and business logic 
on how to create budgets 
and forecast based on the 
source data 

Forecast adjustment / 
Forecast data: Easy to use 
tools for user for managing, 
adjusting, and manually 
inputting forecast data 

Analytics: Out-of-the-box 
best practice charts and 
visualization with  
self-service capabilities  

2nd

1st

3rd

4th
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High-level overview of how the solution works

Example of Sievo's Materials Forecasting Dashboard
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Hear from one of our Clients using 
Materials Forecasting

Sievo's Material Forecasting solution has the power 
to drill in from the topline level all the way down to 
the material level. While we can see it's technically 
complicated behind the scenes, it's simple for 
users to use. Whether they be on the finance side, 
procurement side or in one of our businesses.

The process cycle time for a financial forecast for 
materials was about four weeks before. We're still 
on four weeks now, but we're so much more  
value-adding. We're providing so much better 
insight and analysis. Before Sievo everybody 
questioned the data. We weren't really driving any 
real benefit out of our forecasting process, but 
we still had to do it to provide guidance to our 
businesses. 

We manufacture at 100 different sites across the 
globe. Now with the traceability back to our ERP 
systems, there is a lot more credibility to what 
we do and people can see how forecasts impact 
their particular site. We have better data to make 
decisions and that's what we need. The solution is 
meeting our needs.

Christopher Smolyn
Associate Director of Finance

Becton Dickinson
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Sievo is a leading procurement analytics company. Our purpose 
is to create a transparent and data-driven world. We help our 
clients identify opportunities, translate these opportunities into 
projects, embed created value into budgets and ensure that 
savings truly hit the bottom line. We speak the language of 
procurement and we translate numbers into the financial view.

Why we do what we do


