
freight in accounting journal entry

freight in accounting journal entry is a crucial concept in accounting practices, especially for businesses
involved in the transportation of goods. Understanding how to record freight charges accurately in
accounting journal entries ensures proper financial reporting and compliance with accounting standards.
This article explores the nature of freight costs, their classification, and the appropriate journal entries to
record freight charges related to purchases, sales, and internal logistics. Additionally, it covers the impact of
freight costs on inventory valuation and expense recognition. Proper comprehension of these entries aids in
maintaining clear financial statements and aids in cost control measures. The following sections provide a
detailed breakdown of freight accounting practices, examples of journal entries, and tips for accurate
bookkeeping.

Understanding Freight Costs in Accounting

Freight in Accounting Journal Entry for Purchases

Freight in Accounting Journal Entry for Sales

Impact of Freight on Inventory and Expenses

Common Examples of Freight Journal Entries

Understanding Freight Costs in Accounting
Freight costs represent the expenses incurred in transporting goods from one location to another, either to
the company or to customers. These costs can be significant, especially in industries where supply chain
and logistics play an essential role. In accounting, it is important to properly classify and record freight
charges to reflect the true cost of goods sold or services rendered. Freight charges may be borne by the
buyer, the seller, or shared, depending on the terms of the sale such as FOB shipping point or FOB
destination. Properly recognizing freight costs in journal entries ensures accurate financial records and
facilitates analysis of operational efficiency.

Types of Freight Costs
Freight costs can be broadly categorized into two types: freight-in and freight-out. Freight-in refers to the
transportation costs paid by the buyer to bring goods to their place of business, whereas freight-out refers to
shipping costs paid by the seller to deliver goods to customers. Identifying these distinctions is essential



because they affect the accounts used and the financial statement presentation.

Accounting Treatment of Freight Costs
Freight costs are accounted for differently depending on whether they relate to purchases or sales. Freight-
in costs are generally added to the cost of inventory, thereby affecting the cost of goods sold when the
inventory is sold. On the other hand, freight-out costs are recorded as selling expenses and are reported on
the income statement separately from inventory costs. This distinction helps in accurate cost allocation and
profit analysis.

Freight in Accounting Journal Entry for Purchases
When a company incurs freight charges on purchased goods, these costs must be recorded appropriately in
the accounting journal. Typically, freight-in costs are added to the inventory account because they form
part of the total cost of acquiring inventory. The journal entry will vary depending on whether the freight
charges are paid by the company or by the supplier.

Recording Freight-In Paid by the Company
If the company pays the freight charges directly, the freight cost is debited to the Inventory account or a
Freight-in account if maintained separately, and credited to Cash or Accounts Payable depending on the
payment method. This treatment capitalizes the freight cost as part of inventory.

Journal Entry Example for Freight-In
For example, if a company pays $500 for freight on purchased inventory, the entry would be:

Debit Inventory (or Freight-in) $500

Credit Cash or Accounts Payable $500

This entry increases the inventory value, reflecting the total cost of acquiring the goods including
transportation.



Freight in Accounting Journal Entry for Sales
Freight charges related to sales, often known as freight-out, are considered selling expenses. These costs are
incurred to deliver goods to customers and do not form part of inventory costs. Therefore, they should be
expensed in the period they are incurred to match revenue recognition principles.

Recording Freight-Out Paid by the Company
When the company pays for shipping goods to customers, the freight-out cost is debited to Freight-out
Expense or Delivery Expense account and credited to Cash or Accounts Payable. This expense reduces the
net income for the period.

Journal Entry Example for Freight-Out
For instance, if the company incurs $300 in shipping costs to deliver goods to a customer, the entry would
be:

Debit Freight-out Expense $300

Credit Cash or Accounts Payable $300

This entry reflects the cost of delivering goods as an operating expense on the income statement.

Impact of Freight on Inventory and Expenses
Freight costs have a direct impact on inventory valuation and the classification of expenses. Proper
accounting treatment ensures that financial statements accurately reflect the cost structure and profitability
of the business.

Freight Costs and Inventory Valuation
Freight-in charges increase the cost basis of inventory under generally accepted accounting principles
(GAAP). This means that when inventory is sold, the freight-in cost is included in the cost of goods sold,
affecting gross profit margins. Accurate inventory valuation is critical for financial reporting and tax
purposes.



Freight-Out and Expense Recognition
Freight-out costs are recognized as operating expenses in the period incurred. They do not affect inventory
valuation but reduce net income as selling expenses. Proper classification helps stakeholders evaluate the
efficiency of distribution and selling activities.

Common Examples of Freight Journal Entries
Understanding common scenarios in freight accounting journal entries aids in practical application and
ensures consistency in financial records.

Example 1: Freight-In Paid on Purchase Order
A company purchases raw materials for $10,000 and incurs $600 freight-in charges paid by the company.
The entries recorded would be:

Debit Inventory $10,600 (including freight-in)

Credit Accounts Payable $10,000

Credit Cash $600

Example 2: Freight-Out Charged to Customer
If a company sells goods and charges the customer $150 for shipping, the entries might be:

Debit Cash or Accounts Receivable $150

Credit Freight-out Revenue or Shipping Income $150

Separately, if the company pays $120 to the carrier to ship the goods, the freight-out expense entry would
be:

Debit Freight-out Expense $120

Credit Cash or Accounts Payable $120



Example 3: Freight Costs Included in Cost of Goods Sold
For inventory sold during the period, freight-in costs included in inventory are recognized as part of cost of
goods sold through the following closing entries:

Debit Cost of Goods Sold

Credit Inventory

This reflects the movement of freight-in costs from inventory to expense upon sale.

Frequently Asked Questions

What is freight in accounting journal entry?
Freight in accounting journal entry refers to recording the cost of transportation for goods purchased, often
debited to the Inventory or Freight-in account and credited to Cash or Accounts Payable.

How do you record freight charges on purchased goods in accounting?
Freight charges on purchased goods are recorded by debiting the Inventory or Freight-in account and
crediting Cash or Accounts Payable, reflecting the cost incurred to bring inventory to its location.

Is freight-in considered part of the cost of inventory?
Yes, freight-in is considered part of the cost of inventory because it is a necessary cost to bring the goods to
their present location and condition for sale.

What is the typical journal entry for freight-in paid in cash?
The journal entry for freight-in paid in cash is: Debit Inventory (or Freight-in) account and Credit Cash
account.

How does freight-in affect the financial statements?
Freight-in increases the cost of inventory on the balance sheet and affects the cost of goods sold on the
income statement when the inventory is sold.



Can freight charges be expensed immediately instead of capitalized in
inventory?
Generally, freight charges related to purchasing inventory are capitalized as part of inventory cost;
however, freight on goods sold or unrelated shipments may be expensed immediately.

Additional Resources
1. Freight Accounting and Cost Management
This book provides a comprehensive overview of accounting principles related to freight expenses. It
covers methods for recording freight costs, including freight-in and freight-out, and how these impact
inventory valuation and cost of goods sold. Practical examples and journal entry illustrations make it
valuable for accountants and logistics professionals alike.

2. Journal Entries for Logistics and Freight Operations
Focused on the intricacies of freight accounting, this book explains how to correctly document freight
charges in accounting systems. It includes sample journal entries for various freight scenarios such as
prepaid freight, freight collect, and freight allowances. Readers will gain a clear understanding of how
freight costs affect financial statements.

3. Cost Accounting in Transportation and Freight
This title explores the role of freight costs in cost accounting and financial reporting. It delves into allocating
freight costs to products, managing freight budgets, and the impact on profitability. The book also discusses
regulatory considerations and best practices in freight cost tracking.

4. Accounting for Freight and Shipping Expenses
Designed for accountants and business owners, this book explains how to handle freight and shipping
expenses from an accounting perspective. It outlines the treatment of freight charges in journal entries and
financial reports. The book also highlights the differences between freight-in and freight-out and their
effects on inventory and expenses.

5. Freight Cost Accounting: Principles and Practices
This book outlines fundamental principles of freight cost accounting, with detailed guidelines on recording
freight transactions. It provides step-by-step instructions for journal entries related to freight charges and
reimbursements. The text is supplemented with case studies demonstrating real-world applications.

6. Recording Freight Charges in Financial Accounting
A practical guide for accountants, this book focuses on the accurate recording of freight charges in financial
accounting systems. It explains how to classify freight costs and presents journal entry formats for various
shipping scenarios. The book also addresses common mistakes and how to avoid them.

7. Freight and Inventory Accounting: A Practical Approach



This book bridges the gap between freight accounting and inventory management. It discusses how freight
costs influence inventory valuation and cost flow assumptions like FIFO and LIFO. Practical journal entries
and accounting treatments are provided to enhance understanding.

8. Managing Freight Costs in Accounting Systems
This title emphasizes strategies for managing and accounting freight costs effectively within business
accounting systems. It covers budgeting, cost control, and accurate financial reporting of freight expenses.
The book also includes detailed examples of journal entries for different freight arrangements.

9. Freight Accounting: From Transactions to Financial Statements
This comprehensive guide walks readers through the process of recording freight transactions and their
impact on financial statements. It explains how freight charges affect the income statement and balance
sheet, providing journal entry samples for various freight-related transactions. The book is ideal for
accountants seeking to deepen their knowledge in freight accounting.
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