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Introduction to Data Classification

Key Functions

Data classification is the process of organizing and categorizing data. Think of how a drug store displays its
health products: Everyday vitamins are kept on open shelves, prescription medications are stored in a closed
compartment, while controlled substances are locked away and only accessible to authorized individuals.
Similarly, every business has data that is publicly shared (such as an “About Us” webpage), internal data that is
shared only within the organization (such as organizational charts and employee policies), and confidential or
restricted data that can be accessed only by particular groups (such as financial data and intellectual property).
Like the products in a drug store, each type of data must receive the appropriate level of protection and be han-
dled according to its risk profile.

Why Organizations Need Data Classification

Organizations are creating and handling massive amounts of information on a daily basis, which makes data
security a growing challenge. Data sensitivity classification provides a clear understanding of what data exists,
where it resides, and how critical and sensitive it is.

Data classification helps organizations by enabling them to:

= |dentify and tag sensitive data, such as personally identifiable information (Pll), financial records and
intellectual property (IP), so that appropriate security controls can be applied to it.

= Avoid the effort and cost of over-securing low-risk data.

= Reduce the risk of data leaks, accidental disclosures and compliance penalties by ensuring that only
authorized users can access sensitive information.

= Reduces storage and backup costs by eliminating redundant or obsolete data.
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How Data Classification Supports Security & Compliance

Regulations such as GDPR, HIPAA and PCI DSS require organizations to identify and protect sensitive data. For
example, healthcare organization must safeguard patient data, and every organization that performs payment
card transactions is subject to PCI DSS.

Classifying data based on its sensitivity level and governing regulations empowers organizations to enforce
appropriate security and data retention policies around it, including access control, encryption and data loss
prevention (DLP) controls. In addition, data classification helps:

= Facilitate risk assessments by providing clarity into how critical and sensitive different data is.
= Guide incident response by enabling prioritization of the most critical data assets.
= Support readiness for regulatory or legal requests by ensuring data is easily searchable and traceable.

Data Classification Frameworks

In the same way that a security framework such as NIST or CIS provides structure for your cybersecurity efforts,
a data classification framework offers structured methodologies for organizing and protecting data based on its
value and sensitivity. For instance, Forrester's Data Security and Control Framework breaks down data protec-
tion into three areas: defining data, dissecting and analyzing data, and defending data.

Let's take a closer look at how data classification frameworks are structured and how they support the data
classification process.

What Data Classification is Based On

The classification process involves categorizing data according to its level of sensitivity and the impact that
unauthorized access or loss could have on the organization. Some of the criteria that guide data classification
efforts include:
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= Confidentiality —Who should or shouldn't see the data?

= Integrity —How important is it that the data remains accurate and unaltered?

= Availability —How critical is timely access to this data?

= Compliance —Are there regulatory or legal requirements governing this data?

= Business value —Is the data central to intellectual property, strategic plans or financial outcomes?

Data Classification Models

Data classification models are frameworks used to organize and categorize data based on its characteristics,
sensitivity or intended use. No single model suits everyone; the choice often depends on specific organizational
or regulatory requirements. Common models include:

= Hierarchical — Data is classified by hierarchical sensitivity labels such as Public, Internal, Confidential, and
Restricted.

= Risk-based — Data is labeled by its risk level such as low, medium or high

= Regulation-based — These models are driven by compliance mandates such as GDPR and HIPAA.

= Military/government — Data is classified according to its impact on national security.

Data Classification Schemes vs. Data Classification Schemas

Data classification frameworks combine policies (schemes) and technical tools (schemas) to protect data.
Schemes refer to the strategic structure of defining what the levels used are to classify the data. Schemas repre-
sent the actual processes involved in tagging files or applying labels in document metadata. To put another way,
schemes focus on classifying data for security and compliance, while schemas deal with the technical organiza-
tion of the data.



netwrix

Data Classification Frameworks

Common Data Classification Types

The data categorization process involves assigning data classification levels based on the sensitivity, value and
regulatory requirements associated with different types of data. Common data classification types include:

= Content-based classification — Analyzes data content, such as keywords or patterns like credit card
numbers.

= Context-based classification — Considers the origin, creator or location of the data. For instance, data
generated by specific systems or departments might automatically receive certain classifications.

= User-driven classification — Relies on employees manually tagging documents or files based on
organizational policies. While effective, this method requires thorough user training and awareness to
ensure consistency.

Common Data Classification Types
The three most basic data classification categories are:

= Public data — Information that is approved for open access and distribution. Data classification examples
of public data include things such as marketing materials, public website content and published research.

* Internal data — Information that is not sensitive or confidential in nature but is intended to be used only
within the organization. Examples include training materials, internal emails and company policies.

= Confidential data — Sensitive data whose unauthorized disclosure could cause significant harm to an
organization or individual. This category can include medical records and financial details.

4 Levels of Data Classification Explained

While this 3-level model for data classification is commonly used, some organizations find that they need 4 clas-
sification levels. Specifically, they keep the “Public” and “Internal” labels but break confidential data into more
fine-grained categories.

For example, healthcare organizations often handle both the health information of patients and financial data
such as payment card details. Since access to these types of data must be restricted according to different com-
pliance regulations, they might use 4 data classification labels: Public, Internal, Confidential Medical and Confi-
dential Financial.
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Industry-Specific Classification Models

Particular sectors often use data classification levels that reflect the particular ways that information is used
and the mandates it is subject to. A classic example is government, which often classifies data using labels like
“Secret” and “Top Secret.” A financial firm might split its confidential data into categories like Customer Finan-
cial, Transaction Records and Audit Reports. And a large retailer could use industry-specific categories for data,
including Customer Profiles, Purchase History and Supplier Contracts.

Data Sensitivity and Classification Levels

Commercial vs. Government Data Classification

While both commercial and government organizations classify data to manage risk and enforce security poli-
cies, they employ distinctly different frameworks with varying terminology and objectives. These classification
systems reflect their different missions, priorities and compliance requirements.

Government data classification schemes are highly standardized and are typically mandated by laws, policies
and executive directives. The primary focus is on national security, public safety and data privacy. In the Unit-
ed States, the primary levels are Unclassified, Confidential, Secret and Top Secret.

In the private sector, data classification schemes are more flexible and are tailored to an organization’s specific
needs and risks. The primary goals are to protect business interests, proprietary information and customer
data, and to comply with regulations like GDPR, HIPAA and PCI DSS.

Personal Data Classification and Privacy Considerations

Organizations that store or process personal information about their employees or third parties need to classify
data. Personal data classification examples include:
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= Personally identifiable information such as Social Security numbers and email addresses

= Personal information that can broadly include any data related to a person, even if it doesn't identify them
on its own

= Sensitive data such as medical records or financial information

While personal data classification organizes data according to its sensitivity and impact, privacy mandates are
about ensuring lawful, fair and transparent processing of personal data. They focus on why and how data is col-
lected, who can access it, how it is shared, and how long it is retained. The goal is to ensure that regulated data
is handled in accordance with legal and ethical standards that support transparency and individual rights.

Data Classification in Cybersecurity

The Role of Data Classification in Cybersecurity

Data classification helps organizations prioritize their security efforts to ensure that the most sensitive informa-
tion is protected from compromise and unauthorized disclosure. Organizations do not have infinite resources
to apply to cybersecurity. Concentrating resources on the most valuable assets using data security classification
can significantly reduce an organization’s risk of costly data breaches.

Organizations can't protect what they can't see. Data classification provides visibility into what types of data
exist across the network, where they reside, and how they flow through various systems

Data Security Classification Standards

Security standards and frameworks, including NIST 800-53, ISO 27001 and PCI DSS, require organizations to
classify data based on its potential impact if compromised. Additionally, regulations such as HIPAA (for health-
care), SOX (for financial reporting) and CCPA (for consumer privacy) outline specific requirements for organi-
zations that fall under their jurisdiction. These regulations explicitly mandate the protection of sensitive data
through various controls and safeguards.
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Information Security and Data Protection Policies

Establishing a comprehensive information security and data protection policy lays the foundation for consistent,
effective data governance and risk management throughout the data lifecycle. This formal document should
define the levels of data classification and how data classified at each level is to be handled, stored, transmitted
and disposed of. It should specify the teams responsible for classifying data and provide clear procedures for
periodic review and reclassification of data to ensure ongoing accuracy.

Be sure to train all staff on the established data protection policies and the importance of adhering to them.

Data Classification Process

Steps for Effective Data Classification

The data classification journey involves the following steps:

1. Define the objectives and scope of the data classification process. Be sure to involve stakeholders from IT,
security, compliance and business units.

2. Develop a formal policy that outlines classification levels and their qualification criteria, along with associated
security controls.

3. Inventory all data assets, both structured and unstructured. This process is usually performed by automated
data discovery tools that scan for data across endpoints, servers, databases, cloud services and SaaS platforms.
4. Apply classification labels to data, either manually by data owners or automatically via software.

5. Conduct a comprehensive data risk assessment to identify and evaluate potential threats to sensitive infor-
mation. Use this information to prioritize and revise security measures.

How to Implement a Data Classification Scheme

You need to develop a data classification scheme that details each classification level, the types of data included,
associated risks and handling guidelines. For many, 4 levels should be adequate: public, internal, confidential
and restricted.

Be sure to involve IT, compliance, legal and business units in designing and implementing the scheme to ensure
it meets regulatory and operational needs.

10
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How to Implement a Data Classification Scheme

Before classification can happen, you need to discover and analyze your data. Manual approaches involve data
owners or stewards reviewing and labeling information based on organizational guidelines. While this method
offers deep contextual understanding, it is labor-intensive and not scalable for large volumes of data.

Automated classification tools, on the other hand, leverage rule-based logic, machine learning and pattern rec-
ognition to scan and categorize data at scale. Common techniques include:

= Keyword and dictionary matching detects data based on known sensitive terms such as salary or patient.

= Pattern matching scans for structured patterns like credit card numbers, SSNs and passport numbers.

= Metadata analysis reviews file properties such as creator, source system and creation date.

= File fingerprinting matches files to known sensitive documents based on hash signatures or content

structure.

Data Classification Use Cases

Regulatory Compliance and Legal Considerations

Major compliance mandates like GDPR, HIPAA, CCPA and PCI DSS all require some form of data classification.
While specific obligations vary, these frameworks universally require organizations to maintain comprehensive
visibility into data location, processing methods and access controls. Implementing robust classification systems
ensures that sensitive information receives appropriate protection in alignment with legal mandates throughout
its lifecycle. This includes properly documented destruction procedures when retention is no longer necessary
or authorized. Organizations must be able to retrieve regulated data in response to data subject access re-
quests, audits, legal discovery and other breach notification obligations.

11
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How Data Classification Helps with Risk Management

Data is categorized based on its sensitivity and business impact. Organizations that complete the process and
vigilantly maintain it are better equipped to reduce the likelihood and impact of breaches because data classifi-
cation:

= |dentifies your most valuable and vulnerable data assets so you can focus your protection efforts where
they matter most

= Reduces your attack surface by minimizing the storage and sharing of sensitive data

= Facilitates incident response by identifying what kind of data was affected and how critical it is

= Enables better decision-making by giving risk managers and CISOs a clear view of where sensitive data lives
and how it's being accessed

Challenges and Best Practices

Common Challenges in Data Classification

Classifying data manually is fraught with challenges. The first challenge is the sheer volume and variety of
content. Modern organizations generate and store massive amounts of structured and Inconsistent or unclear
classification categories

= |nsufficient training
= User resistance to performing data classification because it represents an extra burden
= Human error

Best Practices for Implementing Data Classification Policies

Don't let these challenges discourage you. The core best practice for overcoming them is to use an automated
data discovery and classification solution, which will accurately inventory and label data across the IT ecosys-
tem, reducing the risk of missed or unclassified information.

Other core best practices include the following:

12
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Create detailed policies that define classification levels, criteria, responsibilities and handling procedures.
Ensure that your policies are easy to understand and accessible to all employees.

Involve representatives from IT, security, compliance, legal and other relevant business units to ensure align-
ment with organizational needs and regulatory requirements.

Begin with a pilot that covers just one department or data type. Refine the process based on feedback and
analysis before expanding enterprise wide.

Monitor activity around classified data to spot mislabeling, access issues and policy violations.

Update your data classification policies as your business grows, technology advances and the threat landscape
evolves.

Automating Data Classification for Efficiency

Relying on manual processes for data classification opens the door for human error and neglect. Purpose-built
data discovery and classification tools can classify data automatically based on content, metadata and location.
Advanced solutions leverage machine learning to recognize patterns and classify unstructured data.

Automated monitoring solutions can continuously scan data to ensure that classifications remain accurate and
integrate with security controls to trigger appropriate actions, like encryption or access restrictions, based on
data sensitivity. They also have built-in reporting and analytics provide comprehensive dashboards for tracking
classification status, identifying trends and demonstrating compliance during audits.

Conclusion

Protecting data without classifying it first is like trying to set up a security system in a museum without know-
ing which artifacts are priceless and which are replicas. Not everything deserves the same level protection. By
classifying all your data, both structured and unstructured, you know where to focus your efforts to maximize
security and regulatory compliance.

13
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FAQ

What are the 4 types of data classification?
Many organizations use 4 data classification levels — public, internal, confidential and restricted — to organize
and protect data based on sensitivity and the potential impact of unauthorized disclosure.

What are the 4 levels of security classification?

The four levels of security classification commonly used in data protection frameworks are public, internal,
confidential and restricted. Public information can be freely accessed and shared with anyone, while internal is
intended for use within the organization only. Confidential information is limited to specific teams or individu-
als, and restricted information is tightly controlled and granted only to individuals with a clear business need.

What are the 4 categories of data?

The four main data categories widely used in data classification frameworks are public, internal, confidential
and restricted. Examples include:

Public — Marketing materials, public website content and published research
Internal — Training materials, internal emails and company policies
Confidential — Patients’ medical records and customers' financial details
Restricted — Trade secrets and government security information

What are the 5 data classification levels?

Some organizations add a 5th data classification level to the 4 listed above: private. Private data is not intended
for public release and is more sensitive than internal data, but it requires less protection than confidential or
restricted content.

14



Discover, Classify, and Secure Sensitive Data with
Netwrix Data Security Posture Management

Data Security Posture Management (DSPM) by Netwrix empowers organizations to discover, classify, and pro-
tect sensitive data across complex multi-cloud and hybrid environments. With continuous data risk assessment
and automated remediation, DSPM helps you strengthen data security, reduce compliance risks, and prevent
breaches—without the manual overhead.

Locate and classify sensitive, shadow, and regulated data across on-premises and cloud repositories,

enhance DLP, and ensure regulatory compliance.
Continuously assess and remediate data risks like misconfigurations, overexposed data, and excessive

permissions.
Gain clear visibility into who has access to what data, how they use it, and optimize permissions to enforce

least privilege.
Monitor and analyze user activity around sensitive data to detect insider threats and compromised accounts

in real time.
Automate data protection actions, entitlement reviews, and compliance processes to support DSARs, data

retention, and privacy requirements.

Request Demo


https://www.netwrix.com/data-security-posture-management-dspm-solutions.html

About Netwrix

Netwrix makes data security easy. Since 2006, Netwrix solutions have been simplifying the lives of security
professionals by enabling them to identify and protect sensitive data to reduce the risk of a breach, and to detect,
respond to and recover from attacks, limiting their impact. More than 13,500 organizations worldwide rely on

Netwrix solutions to strengthen their security and compliance posture across all three primary attack vectors:
data, identity and infrastructure.

For more information, visit www.netwrix.com
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