AMPLIFA PROCUREMENT GLOSSARY

Preference calculation: systematically
leveraging customs benefits in the EU

Preference calculation is the systematic determination and documentation of whether a good
qualifies as an originating product under a preferential agreement and can therefore be imported or
exported duty-free or at a reduced duty rate. For buyers, it determines significant landed costs,
goods value strategies and the competitiveness of offers. Errors in the calculation, by contrast, lead
to retrospective customs demands, late-payment interest and, in the worst case, criminal
consequences. A clean process is therefore mandatory in international procurement management,
both from a commercial and a compliance perspective.

Key facts

» Preference calculation checks whether goods fulfil the origin rules of a trade agreement and can be
traded at preferential duty rates.

 Itis based on origin rules such as change of tariff classification, value-added content or specific
manufacturing rules.

« Supplier's declarations and long-term supplier's declarations are the most common forms of
evidence in B2B trade.

« Preferences are optional: without a claim or valid evidence, the third-country duty rate applies.

» Retrospective audits by customs authorities typically go back several years, so complete
documentation is crucial.

« Changes in the bill of materials or at suppliers require a recalculation of preferential status.

Definition: preference calculation

Preference calculation refers to the process by which companies determine whether a good fulfils the
origin rules of a preferential agreement and what customs benefit results from this. It includes the
analysis of the goods nomenclature, the manufacturing conditions and the required supporting
documents. In procurement, it is a prerequisite for reliable landed cost comparisons between suppliers
from different countries of origin.

Distinction from preferential origin determination

While preferential origin determination merely establishes the status of a good (preferential treatment
yes/no), preference calculation goes one step further: it quantifies the customs benefit, assesses the
effort required to obtain evidence and compares alternative sourcing sources. Only this economic
assessment turns a customs law characteristic into a procurement decision.

Relevance for technical procurement

For suppliers and machinery manufacturers with complex assembly chains, preferential status often
depends on the production location and the origin of input materials. Anyone sourcing components
internationally should enquire about preferential status already in the tender, for example alongside the
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manufacturer part number (MPN) and customs tariff number. This allows procurement teams to avoid
later surprises in cost calculation and the customs declaration process.

Legal foundations and origin rules

Preferences are based on bilateral or regional trade agreements, for example between the EU and
partner countries. Depending on the agreement, different origin rules apply, which are laid down in
protocols or annexes. The concrete verification requires expertise in customs law and should, if in doubt,
be coordinated with customs authorities or external consultants.

Typical origin criteria

Commonly used criteria are change of tariff classification, where the position of the commaodity code
changes as a result of processing, as well as value rules, which prescribe a minimum share of
non-preferential material or a maximum share of foreign-origin content. In addition, there are specific
manufacturing rules, for example for chemical or textile products. For products with several production
stages, the last substantial transformation or substantial processing often determines the origin.

Types of evidence: declaration, chamber certificate, REX

The most common form of evidence in commercial traffic is the supplier's declaration on a prescribed
template; for recurring business, the long-term supplier's declaration is used. Alternatively, certificates of
origin from chambers of commerce or, for registered exporters, the REX system may be used. Buyers
should regularly check the validity and template version of declarations, as outdated templates are not
accepted.

Preferential versus non-preferential origin

Non-preferential origin, relevant for example for anti-dumping measures or labelling requirements,
follows different rules than preferential origin. The two terms must not be confused. A correct data basis
in material master data management — ideally with documented origin logic per item — is the foundation
for both considerations.

Methods and approach in practice

In practice, a multi-stage approach has become established: first, classification of the goods under the
customs tariff; second, verification of the applicable origin rule in the relevant agreement; third, collection
of data on input materials and production processes; fourth, calculation and documentation. This
procedure is repeated with every material change.

Bill of materials as a data basis

For rules based on cumulation, such as value-added criteria, a clean bhill of materials with purchase
prices, countries of origin and value additions is indispensable. Data quality here is frequently the
biggest weak point: missing origin information or outdated prices distort the result. A structured data
quality report for master data management creates transparency and priorities for cleansing here.

Involving suppliers

For purchased input materials, the calculation relies on supplier's declarations. Buyers should
systematically track their receipt and currency, for example through regular enquiries as part of supplier
management. A missing declaration from a supplier constitutes a significant supplier capacity risk in
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commercial law terms, because the company's own claim to preference lapses. Obligations to provide
evidence can be anchored in framework agreements with review provisions matched to the contract
term, supplemented by a right to audit for sample checks.

Integration into procurement and customs processes

Preference calculation should form part of the procurement policy, in particular in supplier selection and
location decisions. The ordering policy can stipulate that preference information is a mandatory field in
the ordering process. Customs clearance, Incoterms and transport route also influence which party
must provide which evidence, and should be assessed together.

Key KPIs for managing preference calculation

Like any compliance process, preference calculation can be managed using KPIs. A mix of quality, cost
and process metrics is important, reviewed regularly with the responsible customs and procurement
teams.

KPIs for quality and cost

Key figures are the share of preference-eligible positions in import and export volumes, the realised
customs savings and the share of imported goods with preference utilisation. In addition, the “evidence
rate” metric shows the proportion of line items with a valid supplier's declaration at the time of
declaration.

KPIs for process maturity

From a process perspective, the average processing time for a recalculation, the number of open
reclassifications and the rate of rejected or additionally requested pieces of evidence during customs
audits are informative. Rising values indicate weaknesses in the data basis or in supplier cooperation.

Risks and controls

The main risk lies in unjustified claims to preferential treatment: anyone using customs concessions
without valid evidence or with an incorrect calculation must expect retrospective demands, late-payment
interest and fines. Customs authorities audit retrospectively, often over several years, which is why
documentation and data management are central.

Typical sources of error

Common errors are outdated bills of materials following engineering changes, missing recalculation
after a change of supplier, incorrectly assigned commodity codes and expired supplier's declarations. In
practice, unclear responsibilities between procurement, the export department and the customs
department also lead to gaps. A defined deviation workflow for quantity and content of master data
changes helps to identify preference relevance early.

Controls and internal audit

Effective controls include periodic sampling of preference calculations, a reconciliation between customs
declarations and available evidence, and internal audits according to a defined audit plan. Qualified
supplier audits can cover the topic areas of origin and evidence provision. If errors are identified, the
rule is: correct promptly, consider voluntary disclosure and derive process improvements from the
findings.
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Organisational anchoring

Reliable calculations require clear roles: procurement obtains evidence, the customs department
assesses origin rules, and IT ensures data provision. Quality management systems according to ISO
9001, with documented processes and internal audits, offer a sensible framework for systematically
reviewing customs-relevant processes and designing them in an audit-proof manner.

Current developments and outlook

The environment of preference calculation is constantly changing: new trade agreements, adjusted
origin rules and the digitalisation of evidence raise requirements and opportunities alike. Companies
that set up their processes on a data basis can utilise preferences faster and identify risks earlier.

Digitalisation of evidence management

Paper-based supplier's declarations are increasingly being supplemented by electronic evidence and
digital exchange formats. For buyers, this means: systems must archive supplier's declarations in an
audit-proof manner, monitor validity periods and automatically trigger renewals. The better master data
and bills of materials are integrated, the more automated the calculation can be performed.

Interaction with sustainability and the supply chain

Topics such as supply chain decarbonisation and due diligence obligations along the supply chain are
changing the requirements for proof of origin. Origin and provenance data are increasingly also being
used for CO2 accounting, material substitution (ESG) and reporting. Companies that already manage
origin data in a structured manner have a structural advantage in meeting these requirements.

Typical metrics

Share of preferential exports: typically 30-80 % per product group
Reference value; depends on agreements, duty rates and product structure

Evidence rate for supplier's declarations: > 98 %
Proportion of line items with valid evidence at the time of declaration

Realised customs savings: frequently 1-6 % of the affected goods value
depending on the third-country duty rate of the destination country

Processing time for recalculation: < 10 working days
for complex multi-component products; simple items significantly faster

Practical example

A medium-sized machinery manufacturer exports production systems to a country with a preferential
agreement with the EU. To date, preference had only been claimed sporadically because evidence was
missing and responsibilities were unclear. After several customs enquiries, the company overhauled its
process: procurement was made responsible for obtaining supplier's declarations for all volume-relevant
components; the customs department recalculated the origin rules for the top-revenue items; IT set up a
repository with validity monitoring. Within one year, the share of preferential exports rose significantly,
and the customs burden per machine fell measurably.

« Systematically recalculate origin rules for the most important export items
» Contractually require supplier's declarations and automatically monitor deadlines
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» Extend master data with origin and preference fields and regularly check data quality
» Establish a semi-annual sample inspection by the customs and procurement teams

Conclusion

Preference calculation combines customs law, data quality and procurement strategy into a topic with
direct cost impact. Those who understand origin rules, systematically obtain evidence and integrate the
calculation into procurement and ordering processes reduce landed costs and compliance risks at the
same time. Decisive factors are a well-maintained data basis, clear responsibilities and regular controls.
Since agreements and rules change constantly, preference calculation is not a one-off project but an
ongoing process. Buyers who anchor this early give their company a sustainable cost advantage.

Frequently asked questions

What is preference calculation?

Preference calculation is the process of checking whether a good fulfils the origin rules of a trade
agreement and what customs benefit this brings. It covers classification, verification of the origin rule,
obtaining evidence and documentation. In procurement, it serves as the basis for reliable landed cost
calculation.

What evidence is required for customs preferences?

The most common piece of evidence in B2B trade is the supplier's declaration, often in the form of a
long-term supplier's declaration for recurring business. Alternatively, certificates of origin issued by
chambers of commerce or the REX system for registered exporters may apply. Which evidence is valid
depends on the respective agreement and the movement of goods.

How is preferential origin of a good calculated?

First, the good is classified under the customs tariff, then the origin rule of the relevant agreement
protocol is verified. Depending on the rule, change of tariff classification, value-added content or specific
manufacturing rules are decisive. The calculation is based on the bill of materials, purchase values and
the origin of the input materials, and must be repeated whenever changes occur.

What happens if the preference calculation is incorrect?

Unjustified claims to preferential treatment may result in retrospective customs demands, late-payment
interest and fines, and in serious cases even criminal consequences. Customs authorities carry out
audits retrospectively over several years. Correct documentation and prompt correction of identified
errors limit this risk.

Is using preferences always worthwhile?

Not in every case: the administrative effort required for evidence and calculations may exceed the
customs benefit at low duty rates or low values. Buyers should therefore quantify the preference benefit
and weigh it against the process effort. For high-value technical goods with relevant duty rates, the
calculation almost always pays off in practice.

Who is responsible for preference calculation within a company?

In practice, the expert assessment of origin rules usually lies with the customs or export department,
while procurement obtains the supplier's declarations and provides master data. IT provides systems
and data integration. A clear allocation of responsibilities is essential, for example in the procurement
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policy or an internal process agreement.
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