AMPLIFA PROCUREMENT GLOSSARY

Customs Tariff Classification: Classifying
Goods Correctly and Managing Duty Costs

Customs tariff classification is the systematic assignment of goods to customs tariff codes
(commodity codes or HS codes) as the basis for duty rates, export and import levies and foreign
trade statistics. For technical buyers, it determines not only the level of duty burden but also
licensing requirements, preference rules and the conformity of import processes. Incorrect
classification can trigger back payments, fines and delays in the supply chain. Customs tariff
classification is therefore one of the most important operational cross-functional tasks in
international procurement.

Key facts

» Customs tariff classification assigns goods to a duty rate based on harmonised systems (HS, CN,
commodity code).

« Small classification errors can in practice trigger back payments spanning several fiscal years, as
customs authorities audit retrospectively.

« Binding tariff information rulings (BTI) provide legal certainty for critical products.

* The choice of Incoterms rule, such as Incoterms CFR or FAS, determines who bears import levies
and customs clearance.

» Customs preference agreements can typically reduce duty rates significantly, provided rules of origin
are properly documented.

» Reporting obligations such as Intrastat are directly linked to customs tariff codes.

Definition: Customs Tariff Classification

Customs tariff classification refers to the assignment of a good to a customs tariff code based on
internationally harmonised nomenclatures. The commodity code determines the duty rate, statistical
reporting obligations, permit and inspection requirements, as well as possible exemptions or
preferences.

Structure of the Tariff Systems

The basis is the Harmonized System (HS) with six digits, which in the EU is differentiated via the
Combined Nomenclature (CN, eight digits) into the eleven-digit commodity code. The more specific the
heading, the more precise the duty rate and obligations. Important for buyers: classification follows
objective criteria such as characteristics, material and function of the goods — not the name on the
delivery note. Technical products can often be classified under multiple headings, requiring typology
decisions.

* HS: 6 digits, worldwide basis
» CN: 8 digits, EU duty rate
« Commodity code: 11 digits, incl. statistics
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Distinction from Adjacent Topics

Customs tariff classification is not the same as customs valuation: the customs value describes what is
paid for, while classification determines which heading the good falls under. Together, both determine
the duty burden. Classification is also closely linked to material classification in the ERP system, to
origin and preference rules, and to statistical reports such as Intrastat. Anyone who separates these
processes risks contradictory data sets and contradictory statements to the authorities.

Relevance for Technical Procurement

In the supplier environment, the duty rate often directly influences the landed cost comparison in
supplier selection. A duty rate difference of a few percentage points can overturn an entire sourcing
model for complex components. Correct classification is also relevant for low-volume production and first
article sampling (EMPB) from third countries, as sample and spare part deliveries are sometimes
subject to their own tariff headings. Procurement should therefore treat tariff data as an integral part of
article data and price comparisons.

Methods and Approach to Classification

Classification follows the General Rules for the Interpretation of the Harmonized System, supplemented
by Explanatory Notes and binding information. Methodically, the process should be standardised,
documented and supported by specialist staff — not based on gut feeling.

Applying the Classification Rules

At the outset stand the six General Rules for the Interpretation: from classification under the most
specific heading, through unassembled sets, to the key Rule 3(c) for equally specific headings. For
technical components, characteristics such as main function, material composition and degree of
manufacture are decisive. Manufacturer datasheets, bills of materials and functional descriptions
provide the basis. Unclear cases belong in a structured clarification process with documented
justification.

» Specificity before category before description
» Check main function for multi-purpose goods
* Obtain material and manufacturing specifications

Using Binding Tariff Information

For complex or economically significant positions, the binding tariff information ruling (BTI in the EU,
binding rulings in other customs administrations) offers plannable legal certainty. It is typically valid for
several years and provides protection in later audits. A tiered approach works well in practice:
high-volume or risk-prone articles receive a BTI, while standard articles are classified using verified
internal rules. Decisions must be documented with date, justification and responsible person.

* Prioritise by value and dispute risk

* Manage validity and review dates
« Archive decisions in an audit-proof manner

Process Integration in Procurement and ERP

Tariff codes belong in article master data and catalogue management, not in isolated Excel lists. For
new parts, classification should be determined already during onboarding — for example in parallel with
first article sampling (EMPB). Changes to goods characteristics, such as a material change or a new
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supplier with different manufacturing, must trigger a tariff review. Periodic checks via samples are
sensible, linked to procurement KPIs such as master data quality.

Key KPIs and Control Variables of Customs Tariff Classification

Customs tariff classification can be measured: via data quality, duty burden and process speed. Such
procurement KPIs make the topic tangible for management and uncover risks early.

Data and Process Quality

Key metrics include the share of article positions covered with a valid commodity code, the rate of
plausible duty rates, and the rate of corrected classifications after sampling. A conspicuous number of
corrections indicates missing product information or unclear responsibilities. The lead time from part
creation to release of tariff data is also a practical process metric. In practice, the target for complete
tariff data is usually well above 98 per cent.

« Tariff data completeness rate
« Correction rate after sampling
» Lead time from part creation to release

Duty Burden and Cost Effects

The effective duty burden — duty and import levies paid relative to import value — shows whether
preference utilisation and classification optimisation are working. Proper contextualisation matters:
changes may arise from trade policy, not internal failure. Reporting by product group and country of
origin is sensible, and can also be combined with should-cost considerations and Kraljic matrix logic:
strategic import positions deserve tighter control than C-parts.

Compliance and Reporting Quality

Additionally relevant are Intrastat reporting deadline compliance, the number of authority queries and
the results of internal or external audits. Recurring queries about the same commodity codes are an
early warning indicator. Generating reporting data from consistent tariff master data reduces both effort
and correction risk — an effect that shows in smoother month-end closings and less friction in invoice
clearing involving duty cost items.

Risks and Controls in the Customs Tariff Process

The main risks are incorrect classification, missing preference documentation, overstated or
understated customs values, and breaches of reporting obligations. All four can be significantly reduced
with clear controls.

Financial Risks

Incorrectly classified goods lead to additional claims including interest, and in extreme cases fines or
criminal proceedings, typically with retrospective effect over several years. Incorrectly claimed
preferences — for example without a verifiable proof of origin — are also a classic liability risk.
Procurement should check duty items on supplier invoices and clarify deviations between announced
and invoiced duty rates before releasing payment.

Supply Chain Risks
Unclear classification delays consignments: inspections, additional claims or missing permits can cost
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production line stoppages, and in JIT models directly halt production. In addition, restrictions such as
anti-dumping duties, countervailing duties or licensing requirements may apply depending on the tariff
heading. Those who keep an eye on risk countries or critical product groups — complementing supplier
risk monitoring and dual-source management — can factor impacts into demand planning earlier, rather
than switching to air freight at short notice.

Organisational Controls

Effective controls include a four-eyes principle for critical classifications, documented work instructions,
periodic sampling and clear responsibilities between procurement, customs/export and logistics.
Changes to goods characteristics, for example via engineering change processes, must formally trigger
a tariff review. Incoterms agreements also deserve scrutiny: those buying with Incoterms CFR or
Incoterms FAS manage freight and duty transfer differently than with DDP — and thus also control over
their own customs clearance.

» Four-eyes principle for A-positions
 Tariff review on material or supplier change
* Choose Incoterms consistently with customs clearance strategy

Current Developments and Digital Tools

Customs tariffs change regularly, and trade policy is moving faster than ever. At the same time,
classification tools and platform services are automating part of the work — without replacing technical
responsibility.

Trade Policy Dynamics

Additional duties, anti-dumping measures, sanctions regimes and sustainability requirements can
change the duty burden at short notice. Sustainability-related obligations — for example in the context of
EUDR in procurement for relevant raw materials — are added to classic customs topics. Buyers should
therefore check whether additional origin, proof or sustainability information is required depending on
the tariff heading. The assessment of specific regulations and transition periods must be examined on a
case-by-case basis with customs or tax advisors.

Automation and Al Support

Classification software compares product texts with tariff schedules and suggests commodity codes;
language models accelerate the pre-check. In practice, such tools prove useful as assistants: they
prioritise candidates, but the binding decision and documentation remain with the responsible specialist
department. Clean interplay with existing systems is important — from catalogue management through
enquiry and tendering processes to transport and duty cost posting.

« Al suggestions + specialist release
 Interface to ERP and customs software
* Use history as a learning base

Organisation and Capability Building

Many mid-sized companies bundle customs expertise in a central role or use external service providers
with clearly defined allocation of responsibilities. It is important that sales and procurement use the
same tariff data to avoid contradictory statements. Customs topics also deserve a firm place in supplier
discussions: proofs of origin, preference agreements and tariff information from suppliers belong in
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supplier evaluations and contract annexes, not in the footnote area of purchase orders.

Practical Applications: Actively Using Customs Tariff Classification
in Procurement

Beyond compliance, classification offers scope for action: preference utilisation, classification
optimisation and tariff information in sourcing decisions demonstrably reduce landed costs.

Landed Costs and Supplier Comparisons

In international sourcing, duty rate, preference option and customs clearance effort belong in every total
cost of ownership calculation. For analysing cost drivers, a should-cost library that also includes duty
and transport costs as calculation blocks is helpful. This allows offers from different countries of origin to
be compared fairly — and argued, when a favourable purchase price is eaten up by levies.

Preferences and Origin Management

Preference agreements reduce or zero duty rates, provided rules of origin are met and evidenced.
Procurement should contractually oblige suppliers to provide valid certificates of origin and capture the
documents systematically. For multi-tier supply chains, it is worth looking at upstream products: the
origin of the upstream supplier often decides the preference eligibility of the end product.

Typical metrics

Tariff data completeness rate: > 98%
Share of article positions with a valid, verified commodity code

Classification correction rate: < 2%
Share of corrected codes after sample checks

Effective duty burden: strongly dependent on product group
Duty/levy costs relative to import value, reported by country of origin

Intrastat deadline compliance: 100%
Punctuality of statistical reports based on tariff master data

Practical Example

A mid-sized mechanical engineering company sourced conveying technology components from several
third countries. An internal sample showed that around one fifth of the commodity codes were outdated,
and individual positions without proof of preference were cleared at the standard duty rate. Following
back payments during an official audit, the company rebuilt the process from scratch.

» Prioritised BTI applications for the 50 most important import articles by value

« Tariff codes and duty rates integrated as mandatory fields in catalogue management and article
maintenance

* Incoterms policy revised to retain control over customs clearance for core positions

» Quarterly samples and a tariff review trigger introduced in the engineering change process

Conclusion

Customs tariff classification is not a purely technical customs detail but an economically relevant lever in
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international procurement. It determines duty rates, reporting obligations and preference options, and
thereby the landed costs of your imports. Misclassifications carry significant financial and reputational
risks, which can be effectively managed with documented processes, binding rulings and periodic
controls. Those who consistently integrate tariff data into article data, supplier comparisons and
Incoterms strategies turn an obligation into a cost advantage. In individual cases — especially with
borderline classifications and trade measures — review by customs or tax experts is recommended.

Frequently asked questions

What does customs tariff classification mean in simple terms?

Customs tariff classification means assigning a good to a specific customs tariff number. This number
determines the duty rate, statistical reporting obligations and any permits required. Classification follows
objective criteria such as material, function and characteristics — not the supplier's product name.

How do you find the correct customs tariff number?

Starting from the goods description, material and function, you work through the HS headings down to
the ten- to eleven-digit commodity code. Aids include the classification rules, Explanatory Notes and
customs tariff databases. For economically significant or dispute-prone products, a binding tariff
information ruling is the safest option.

What happens if classification is incorrect?

As a consequence, back payments with interest for retrospective periods loom, and in an unfavourable
case fines or criminal proceedings. In addition, consignments may be delayed during inspections. Clean
documentation of the classification decision and binding rulings significantly mitigate these risks.

What role do Incoterms play in customs tariff classification?

Incoterms govern who bears transport, customs clearance and duties — not how goods are classified.
With purchase arrangements such as Incoterms CFR or FAS, the buyer organises import clearance
themselves and retains control over customs value and duties. With DDP, the seller handles customs
clearance, which costs transparency.

Can duty costs be legally reduced through classification?

Yes, through correct classification, use of preference agreements with valid proofs of origin, and tariff
exemptions or quotas. What matters is that every optimisation is factually justified and documented.
Aggressive classifications without a robust justification pose a significant compliance risk.

Who in the company is responsible for customs tariff classification?

Legally, the declarant bears the responsibility; in practice, the technical implementation often lies with
customs/export departments or specialised service providers. Procurement provides crucial inputs:
product information, values, origin data and change information. A clearly regulated collaboration with
documented responsibilities is essential.
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