
freight charges accounting entry
freight charges accounting entry is a crucial aspect of financial record-keeping in
businesses involved in the transportation of goods. Understanding how to properly record
freight charges ensures accurate financial statements and compliance with accounting
standards. This article delves into the fundamentals of freight charges, their impact on
accounting, and the correct way to document these expenses or costs in accounting
entries. The discussion includes distinctions between freight-in and freight-out, their
treatment in financial records, and examples of journal entries to illustrate practical
application. Additionally, the article covers the implications of freight charges on cost of
goods sold and inventory valuation. By the end of this article, readers will have a
comprehensive understanding of freight charges accounting entry, enabling more precise
bookkeeping and financial analysis.
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Understanding Freight Charges
Freight charges refer to the fees incurred for the transportation of goods from one
location to another. These charges can be related to either the procurement of raw
materials or the delivery of finished products to customers. Properly identifying and
accounting for freight charges is essential for accurate cost tracking and financial
reporting. Freight charges can significantly affect the profitability and cost structure of a
business, especially in industries heavily reliant on logistics and supply chain operations.

Definition and Components of Freight Charges
Freight charges typically include transportation fees, fuel surcharges, handling costs, and
any additional expenses imposed by carriers. They may vary depending on factors such as
distance, weight, volume, and mode of transportation (e.g., air, sea, road, rail). These
costs must be carefully recorded to ensure transparency and to facilitate cost control
measures.



Importance in Accounting
In accounting, freight charges impact inventory valuation, cost of goods sold (COGS), and
operating expenses. Accurate recording helps in matching expenses with revenues,
adhering to the matching principle, and providing stakeholders with reliable financial
information. Misclassification or omission of freight charges can lead to distorted profit
margins and inaccurate financial analysis.

Types of Freight Charges in Accounting
Freight charges are generally categorized based on their relation to the movement of
goods either into the business or out to customers. Understanding these types is critical
for correct accounting treatment.

Freight-In (Inbound Freight)
Freight-in refers to the transportation costs incurred to bring raw materials or goods into
the company’s premises. These charges are usually considered part of the cost of
inventory and are included in the valuation of stock. Freight-in increases the overall cost
of purchased inventory and therefore affects the cost of goods sold once the inventory is
sold.

Freight-Out (Outbound Freight)
Freight-out pertains to the transportation expenses related to delivering finished goods to
customers. Unlike freight-in, freight-out is treated as a selling or distribution expense and
is recorded separately from inventory costs. It affects the operating expenses and
ultimately the net profit but does not impact inventory valuation or COGS.

Freight Charges Paid by Customers
In some cases, customers may be responsible for freight charges. When customers pay for
freight, the company typically records these amounts as freight revenue or reduces the
freight expense accordingly. Proper accounting treatment depends on the terms of sale
and contractual agreements.

Accounting Treatment of Freight Charges
The classification and recording of freight charges depend on their type and the terms of
delivery. Correct accounting treatment ensures compliance with generally accepted
accounting principles (GAAP) and provides clarity in financial statements.



Freight-In Accounting Treatment
Freight-in costs are capitalized as part of the inventory cost. This means that these
charges are added to the purchase price of inventory rather than being expensed
immediately. Capitalizing freight-in ensures that the cost of inventory reflects all costs
necessary to bring the goods to their present location and condition.

Freight-Out Accounting Treatment
Freight-out expenses are recorded as period costs and charged to the income statement as
distribution or selling expenses. These costs are not included in inventory valuation since
they relate to the delivery of goods to customers rather than acquisition.

Accounting for Freight Charges under Different Delivery
Terms
Delivery terms such as FOB Shipping Point or FOB Destination determine who bears the
freight costs and consequently affect accounting treatment. Under FOB Shipping Point,
the buyer usually pays freight charges and records them as freight-in. Under FOB
Destination, the seller pays freight charges and records them as freight-out.

Journal Entries for Freight Charges
Accurate journal entries are essential to record freight charges correctly in the accounting
system. These entries differ depending on whether the freight charge is inbound or
outbound.

Journal Entry for Freight-In
When freight charges are incurred for inbound shipments, the typical journal entry is:

Debit: Inventory Account (to capitalize freight cost)1.

Credit: Cash/Accounts Payable (to record payment or liability)2.

This entry increases the inventory value on the balance sheet, reflecting the total cost of
acquiring the goods.

Journal Entry for Freight-Out
For outbound freight charges, the entry generally is:

Debit: Freight Out / Delivery Expense (expense account on the income statement)1.



Credit: Cash/Accounts Payable (to record payment or liability)2.

This entry records the freight cost as an operating expense, reducing net income for the
period.

Example Entries
Example 1: A company pays $500 freight to receive raw materials.

Debit Inventory $500

Credit Cash/Accounts Payable $500

Example 2: A company pays $300 to ship finished goods to a customer.

Debit Freight Out Expense $300

Credit Cash/Accounts Payable $300

Impact of Freight Charges on Financial
Statements
Freight charges influence various aspects of financial reporting, affecting both the balance
sheet and the income statement depending on their nature.

Effect on Inventory and Cost of Goods Sold
Freight-in increases the cost basis of inventory on the balance sheet. When inventory is
sold, these freight costs flow into the cost of goods sold on the income statement,
impacting gross profit. Proper capitalization of freight-in is necessary to accurately reflect
the true cost of inventory.

Effect on Operating Expenses
Freight-out is reported as an operating expense on the income statement, reducing
operating income and net profit. It does not affect inventory or COGS but is essential for
understanding the total cost of sales and distribution.



Tax and Compliance Considerations
Freight charges can have tax implications depending on their classification. Freight-in as
part of inventory cost may affect taxable income differently than freight-out, which is
deducted as an expense. Accurate accounting treatment ensures compliance with tax
regulations and facilitates audit processes.

Best Practices in Recording Freight Charges
Implementing best practices in accounting for freight charges promotes accuracy,
transparency, and efficient financial management.

Maintain Clear Documentation
Keeping detailed records of freight invoices, contracts, and delivery terms helps in
verifying the nature and amount of freight charges. This practice supports audit readiness
and accurate bookkeeping.

Consistent Accounting Policies
Establishing and following consistent policies regarding the capitalization of freight-in and
expensing freight-out ensures uniform treatment across accounting periods. This
consistency aids comparability and financial analysis.

Regular Review and Reconciliation
Periodic review of freight charges and reconciliation with carrier invoices prevent errors
and discrepancies. This process helps identify any misclassifications or outstanding
liabilities.

Use of Accounting Software
Leveraging accounting software with modules for inventory and expense tracking can
automate the recording of freight charges and improve accuracy. Automation reduces
manual errors and streamlines financial reporting.

Document freight charges thoroughly

Apply consistent accounting treatment

Conduct regular account reconciliations

Utilize technology for efficient tracking



Frequently Asked Questions

What is the accounting entry for freight charges on
goods purchased?
The accounting entry for freight charges on goods purchased is to debit the Freight In or
Transportation In account and credit Cash or Accounts Payable, reflecting the cost
incurred to bring goods to the business.

How are freight charges recorded in accounting when
paid by the buyer?
When freight charges are paid by the buyer, they are recorded as an expense or added to
the cost of inventory by debiting Freight In or Inventory account and crediting Cash or
Accounts Payable.

What is the journal entry for freight charges paid on
goods sold?
Freight charges paid on goods sold (freight-out) are recorded by debiting Freight Out or
Delivery Expense account and crediting Cash or Accounts Payable.

Should freight charges be capitalized or expensed in
accounting?
Freight charges related to acquiring inventory are capitalized as part of inventory cost,
while freight charges related to delivery of goods to customers are expensed as freight-out
or delivery expense.

How to account for freight charges when terms are FOB
shipping point?
Under FOB shipping point terms, the buyer pays freight charges. The buyer records
freight-in as part of inventory cost by debiting Inventory or Freight In and crediting Cash
or Accounts Payable.

What is the impact of freight charges on the cost of
inventory in accounting?
Freight charges incurred to bring inventory to the business location increase the cost of
inventory, and are capitalized by debiting Inventory or Freight In account, which affects
the cost of goods sold upon sale.



Additional Resources
1. Accounting for Freight Charges: Principles and Practices
This book offers a comprehensive guide to understanding the accounting treatment of
freight charges. It explains how to record, classify, and report freight costs in various
business contexts. The author provides practical examples and journal entries to help
readers grasp the nuances of freight accounting.

2. Freight and Shipping Cost Accounting
Focused specifically on freight and shipping expenses, this book delves into the
accounting standards and procedures for managing these costs. It covers topics such as
freight-in and freight-out, cost allocation, and reconciliation. The book is ideal for
accountants and logistics professionals seeking clarity on freight charge entries.

3. Cost Accounting for Transportation and Freight Services
This title explores the cost accounting methods used in transportation and freight
industries. Readers will learn how to track and allocate freight costs accurately to improve
financial reporting. The book also discusses the impact of freight charges on pricing and
profitability.

4. Journal Entries for Freight Charges and Logistics Costs
A practical manual that illustrates the journal entries involved in accounting for freight
charges. It includes detailed examples for various scenarios such as prepaid freight,
collect freight, and freight allowances. This book is a valuable resource for accounting
students and professionals.

5. Financial Management of Freight and Distribution Costs
This book addresses the broader financial management aspects of freight and distribution
expenses. It explains how to budget, control, and analyze freight costs to enhance
operational efficiency. The author also discusses the accounting entries required for
freight-related transactions.

6. Freight Accounting and Inventory Costing Techniques
Focusing on the intersection of freight charges and inventory costing, this book explains
how transportation costs affect inventory valuation. It covers different costing methods
and their treatment of freight expenses in financial statements. The book is useful for
accountants dealing with inventory and cost control.

7. Understanding Freight Charges in Cost and Financial Accounting
This book provides a thorough explanation of how freight charges are treated in both cost
accounting and financial accounting frameworks. It highlights the differences in
accounting for freight-in versus freight-out charges. Readers will benefit from the clear
examples and accounting entry templates.

8. Practical Guide to Freight Cost Accounting
A user-friendly guide designed to simplify the complexities of freight cost accounting. It
walks readers through the process of recording freight charges, handling disputes, and
managing freight invoices. The book also includes tips on auditing freight expenses and
ensuring compliance.

9. Logistics Accounting: Recording Freight Charges and Transportation Costs



This book combines logistics management with accounting principles to address freight
charge recording. It covers the documentation, accounting entries, and reporting
requirements for transportation costs. The book is aimed at accountants and logistics
managers who need to collaborate on freight cost control.
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