AMPLIFA PROCUREMENT GLOSSARY

Automatic spend classification:
systematically categorise and manage
procurement volume

Automatic spend classification refers to the system-supported assignment of procurement volume
to standardised commodity groups and classification systems such as UNSPSC. It replaces manual
analyses with algorithms that automatically evaluate transaction data from ERP, e-procurement and
invoicing systems. For buyers, this creates a robust, largely up-to-date spend picture as a basis for
strategy, supplier management and procurement controlling.

Key facts

* Automatic spend classification assigns procurement data to standardised commodity group
categories by machine, often based on classification systems such as UNSPSC.

 In practice, the classification accuracy of well-trained systems typically lies between 90 and 98
percent; a review loop for residual cases remains necessary.

|t is the foundation for supplier consolidation, demand bundling, compliance checks and
procurement controlling.

« A cleansed master data basis is a prerequisite; without data quality, the degree of automation drops
significantly.

» The process typically runs periodically or in near real time and often reduces manual analysis effort
by the majority of previous hours.

Definition: automatic spend classification

Automatic spend classification is the software-assigned mapping of all procurement expenditure —
purchase orders, invoices, framework contract call-offs — to a uniform category and supplier structure. It
uses rule sets, reference data and increasingly machine learning models to standardise unstructured
line item descriptions.

Distinction from manual spend analysis

In manual classification, buyers usually sort exports from ERP and invoicing systems into commodity
groups using pivot tables or by hand. The result is time-consuming, quickly becomes outdated and is
inconsistent depending on the person processing it. The automated variant, by contrast, classifies every
transaction record according to the same rules, is reproducible and can be repeated periodically without
the effort growing with the data volume.

Classification systems as reference framework

Without a common reference framework, every classification remains subjective. In practice, internal
commodity group schemes, UN/SPSC, eCl@ss or industry standards are frequently used. An internal
scheme with two to three hierarchy levels is typically the easiest to operationalise; international systems
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make comparisons across sites easier. What is decisive is that the chosen scheme fits the
organisational responsibilities in procurement — category and responsibility should be congruent.

Data sources in the corporate context

Relevant data sources are order data from e-procurement in purchasing, incoming invoices, supplier
master records, framework agreements from the contract repository as well as tooling and purchasing
card statements. Data from procurement planning and inventory management also provide context, for
example to reconcile consumption with procurement volume. The more sources are integrated, the more
complete — but also more error-prone — the spend picture becomes.

Methods and approach to automation

The structure of automatic spend classification usually follows a multi-stage approach: extract and
cleanse data, build classification rules, enable machine learning and have humans assess residual
cases. The choice of method depends on data quality, number of categories and available resources.

Rule-based classification

Rule-based approaches use pattern recognition on article numbers, supplier numbers and text blocks: if
a line item contains a known pattern, it is firmly assigned to a category. Rules are transparent, quick to
implement and easy to audit. Their drawback: they become laborious to maintain as product variety
grows, and unclear cases remain unresolved. In practice, a pure rule set often covers only part of the
line items reliably.

Machine learning approaches

ML models learn from historically correctly classified line items and assign even unknown descriptions
on a probability basis. They require training data — in practice, a few thousand verified records are often
sufficient for a robust start. Typically, a confidence threshold is defined: above it, classification happens
automatically; below it, the case goes into a manual review queue. In this way, manual effort gradually
decreases without jeopardising data quality.

Hybrid approach and feedback loops

Most production-ready solutions combine rules and ML: rules capture standard cases, the model
handles the remaining cases, and every manual correction flows back in as training data. A clear
process for exceptions is important — for example new suppliers following supply base optimisation or
temporary crisis procurements via a crisis team, whose volume is deliberately tracked as a special
category. Without a feedback loop, hit quality deteriorates with every unclassified new purchase.

Benefits for strategy, controlling and compliance

The value of automatic classification arises not from the assignment itself but from the decisions derived
from it: bundling potential, maverick buying, risk concentrations and contract gaps become visible.

Strategic portfolio analysis

Classified spend is the data foundation for portfolio analyses, supplier consolidation and award
decisions. Only at category level can it be seen where bundling brings volume discounts, where several
suppliers should deliberately be maintained and where risk classes require differentiated management.
Even developing a procurement guideline per category presupposes that the category's volume
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behaviour has been reliably quantified.

Procurement controlling and target achievement

In procurement controlling, the classification results serve as the reference figure for savings targets,
price trends and category scorecards. Anomalies — for example suddenly rising volume in a previously
insignificant category — point early to raw material price volatility, shifts in demand or circumvented
procurement processes. Periodic reports can be generated automatically, so buyers gain time for
analysis instead of data preparation.

Compliance and contract enforcement

Automatically classified spend makes visible which line items were procured outside existing framework
agreements. This allows maverick buying to be quantified, contract utilisation rates to be reported and
deadline monitoring for expiring contracts to be tied to real volumes. It also creates a consistent,
traceable data basis for evidence towards external auditors or in supplier audits.

Key KPIs of spend classification

Whether the classification works is shown in a few measurable figures. These should be reported
periodically in procurement controlling and provided with target values.

Classification coverage and accuracy

Classification coverage indicates what share of total spend is assigned to a category; accuracy
measures how much of that is correct. Both metrics are often reported as a percentage of volume — not
of line items — because large line items dominate the result.

Master data quality and throughput

Further useful metrics are the share of unambiguous material master records, the share of free-text line
items and the average processing time per review case. If the review rate declines periodically, the
model is working stably; if it rises, the rules or data sources are no longer sound.

Risks and controls

Automation reduces effort but creates new risks: incorrect assignments, opaque algorithms and a false
sense of data quality. Controls must systematically intercept these weaknesses.

Misclassifications and their consequences

Incorrectly assigned volumes distort category strategies, savings evidence and supplier evaluations. A
considerable share of misallocated line items typically arises from consolidated invoices, mixed item
texts and language variants. Controls include sample checks per category, reconciliation with material
master data and a documented escalation procedure for disputed cases — comparable to a
non-conforming parts management process for data.

Data quality and interfaces

The classification is only as good as its input data. Duplicate supplier numbers, historically grown
commodity groups and incomplete invoice data reduce the meaningfulness of the results. A cleansed
master data basis before project launch and clear responsibilities for data maintenance are in practice
the most important success factor — more important than the choice of algorithm.
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Governance and traceability

Decisions based on classified data — for example an award decision or supplier terminations including
review of the right to terminate for cause — must rest on verifiable figures. This includes versioned
classification rules, documented model versions and a change process for category changes. Legal and
data protection issues concerning the use of supplier and invoice data must be examined on a
case-by-case basis.

Current developments and outlook

The technology is evolving from periodic analyses towards continuously classified, real-time available
spend data that flows directly into process steering and forecasting.

From analysis to process steering

Classified spend data is increasingly not only reported but used operationally: it steers replenishment
priorities, supports monitoring of the backorder rate by category and feeds tenders with clean volume
histories. This significantly shortens the time to market for category initiatives because volume analyses
no longer have to be prepared manually over weeks.

Copilots and semantic search

Language-based assistants enable buyers to ask spend questions in natural language — for example
about all expenditure for a component across all sites. This still presupposes clean classification in the
background; the conversational interface changes nothing about the data logic, but it does improve
accessibility for non-specialists.

Extension to sustainability and risk

Classified categories are increasingly enriched with sustainability and risk data, such as emission
intensity, supply chain risks or dependencies on critical materials. This turns spend classification into the
basis for risk-adjusted procurement strategies and supplier portfolio decisions — and thus into the link
between operational procurement, procurement controlling and corporate management.

Typical metrics

Classification coverage: > 95 %
Share of volume with a category assignment; below 90 % is in need of improvement in practice

Classification accuracy: 90-98 %
Share of volume correctly assigned; verified via sample checks

Manual review rate: <5 %
Share of volumes requiring human post-processing

Contract utilisation rate: > 85 %
Share of classified spend via framework agreements; indicator of maverick buying

Practical example

A mid-sized mechanical engineering company with an annual procurement volume of around EUR 120
million previously classified manually once a year. After introducing a hybrid classification approach with
a rule set and machine learning, around 95 percent of the volume was automatically assigned after six
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months. The analysis revealed considerable maverick buying in indirect procurement and several
parallel suppliers for standard components.

« Consolidation from eight to four suppliers for standard electrical components, accompanied by an
award decision via a new tender

« Introduction of risk classes for all categories above EUR 1 million in annual volume
« Connecting the contract repository to spend reporting to monitor contract utilisation

« Monthly procurement controlling with automatically generated category scorecards instead of an
annual point-in-time analysis

Conclusion

Today, automatic spend classification is less a technology question than an organisational one: what is
decisive is a clean category scheme, well-maintained master data and a continuous review process.
Anyone who creates these prerequisites obtains an at-any-time available, consistent view of their
procurement volume. Bundling, compliance measures and risk analyses can be built on this in a
well-founded manner. In practice, the effort usually pays for itself within a few cycles — above all through
saved analysis hours and better-founded procurement decisions. No modern category management can
get by without systematic classification.

Frequently asked questions

What does automatic spend classification mean?

It refers to the software-based assignment of all procurement expenditure to standardised commaodity
groups, often based on classification systems such as UNSPSC. Manual Excel analyses are replaced
by rules and machine learning. The result is a consistent spend picture for strategy and procurement
controlling.

How accurate is automatic spend classification?

Well-implemented systems typically achieve accuracies of between 90 and 98 percent of volume in
practice. Decisive factors are training data quality, a confidence threshold and periodic sample checks.
The remaining unclear cases are routed to a manual review queue.

What data is needed for spend classification?

The basis is order, invoice and supplier data from ERP and e-procurement systems as well as contract
data. Also helpful are material master records and consumption data from inventory management. The
cleaner the master data, the higher the degree of automation.

What is the difference between spend analysis and spend classification?

Classification is the preceding step: it assigns each transaction record to a category. Spend analysis
builds on this and interprets the classified data — for example with regard to bundling potential, price
trends or supplier concentration. Without clean classification, every analysis is distorted.

Is automatic spend classification worthwhile for SMEs?

Yes, in particular once a certain data and supplier volume is reached, often from a few thousand line
items per year. Cloud-based solutions lower the barrier to entry, as no in-house model development is
required. The bulk of the effort typically lies in data cleansing and category design, not in the technology.
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Which classification systems are suitable for procurement?
Commonly used are UNSPSC, eCl@ss and company-internal commodity group schemes. Internal
schemes are easier to adapt to organisational and responsibility structures; international systems

enable comparisons across sites and suppliers. Many companies map internal categories to an external
standard.
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