AMPLIFA PROCUREMENT GLOSSARY

Freight surcharge: how to correctly assess a
logistics price component

The freight surcharge is a mark-up on the net goods value or on the pure transport cost base
through which suppliers pass increased or fluctuating transport costs on to their customers. It is a
particularly sensitive negotiation point in procurement contracts with delivery clauses, because it
often sits outside the actual pricing mechanism and is therefore harder to compare. For buyers the
rule is: whoever does not actively manage the freight surcharge contractually effectively leaves cost
control to the supplier. This article explains the definition, negotiation approaches, KPIs, risks and
current developments relating to the freight surcharge.

Key facts

* The freight surcharge is a separate, usually variable mark-up to cover transport costs and does not
automatically form part of the agreed purchase price.

* In practice it typically lies between one and ten percent of the goods value, depending on transport
route, weight, hazard class and region.

* The agreed Incoterms are decisive for the allocation of costs; they determine from which point
transport risk and freight costs lie with the buyer.

» Clear contractual provisions on the calculation basis, index linkage, substantiation obligation and
termination rights in the event of surcharge increases are important.

« Freight surcharges should be shown separately in the price target/actual comparison and in the Total
Cost of Ownership view.

* Transparency and negotiation documentation via a negotiation protocol ensure the traceability of
surcharge changes.

Definition: freight surcharge

A freight surcharge is a contractually agreed or unilaterally announced additional charge that covers
transport costs beyond the base freight or passes on their fluctuations. It can be calculated as a
percentage of the goods value, as a flat rate per shipment or as a quantity-based amount per unit.

Distinction from freight and freight cost surcharge

The base freight is the agreed regular transport price, e.g. per tonne, pallet or container. The freight
surcharge, by contrast, is a dynamic element that reacts to changed market conditions, fuel prices, tolls,
bottlenecks at loading ramps or security surcharges. The term BAF (Bunker Adjustment Factor) is also
frequently used in sea freight, or a fuel surcharge in land freight. Buyers should present both
components separately in the price structure in order to ensure comparability across suppliers.

Typical triggers for freight surcharges

In practice, freight surcharges occur mainly in the event of: sharply increased diesel or bunker costs,
changed toll rates, bottlenecks on transport routes, port congestion, unfavourable utilisation ratios or
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special conditions such as dangerous goods transports. Seasonal peaks such as around the turn of the
year or trade fair dates can also be triggers. Not all triggers are objectively comprehensible; this is
precisely where procurement control comes in.

Negotiation and contract design for the freight surcharge

The freight surcharge is a subject of negotiation like any other price component. What matters is that it
is not imposed as an unstructured retroactive price increase, but is anchored in the contract as a
transparent, indexable and capped component.

Contractual framework: calculation, substantiation, capping

A robust contract design defines the calculation basis (goods value, weight, volume or number of
pallets), the reference variable for indexing (e.g. a published diesel index), an upper limit (cap) in percent
or absolute terms per unit, a supplier obligation to substantiate the cause, a notice period for changes

(in practice frequently four to twelve weeks) and a special termination right for the buyer in the event of
excessive increases. Without this framework, the freight surcharge effectively remains a unilateral price
adjustment by the supplier.

Link with Incoterms

The chosen delivery clause decides whether transport costs lie with the seller or the buyer. Under EXW
or FCA the buyer bears the freight itself; under DDP the seller; under FOB or CIF responsibility is
shared. Whoever contributes the freight themselves or builds up a freight network can avoid or
significantly reduce the supplier's freight surcharges. The Incoterms should therefore always be clarified
before the price negotiation, not afterwards.

Link with the procurement strategy

Within the Kraljic matrix, freight surcharges can be classified strategically: for strategic products with
high supply risk and high value, a dedicated freight strategy with framework agreements and volume
consolidation is worthwhile. For standard products with low value, safeguarding through formal contract
clauses is often sufficient. The negotiation results belong in the negotiation protocol and in the award
record so that the basis for the decision remains traceable later on.

Key KPIs and controlling for the freight surcharge

Freight surcharges can only be managed if they are visible. Systematic controlling requires separate
presentation, continuous monitoring and regular benchmarking against market levels.

Metrics for monitoring

Key metrics are the freight surcharge as a percentage of the goods value, freight costs per unit
delivered, the share of shipments with a surcharge out of all shipments, the absolute surcharge total in
the reporting period and the deviation from the contractually agreed cap. A price target/actual
comparison at line-item level quickly shows whether a surcharge is contractually justified or has been
quietly extended.

Benchmark and supply market intelligence

Without an external comparison, the internal freight surcharge remains a black box. Through systematic
supply market intelligence — e.g. monitoring freight rate indices, container charter rates or diesel prices
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— arealistic market level can be derived. If the negotiated surcharge is permanently above this, that is a
clear negotiating lever. Ideally, the findings flow directly into the next surcharge scenario in the next price
adjustment round.

Risks and controls for the freight surcharge

The biggest risk area with the freight surcharge lies in its lack of transparency and the tendency to
declare permanent cost increases as temporary surcharges. Effective controls act on both the contract
structure and operational review.

Typical risks

The most common risks include: an unclear calculation basis that can be interpreted in different ways; a
missing cap that allows unlimited increases; double charging, where freight is already included in the
unit price and a surcharge is additionally levied; retroactive introduction or increase without a contractual
basis; and extension to shipments that were not originally covered by the surcharge at all. For products
relevant to dangerous goods management or long sea routes, surcharges can also accumulate if they
are not clearly defined.

Control mechanisms in the procurement process

Practical controls include: an obligation to show the freight surcharge separately on every invoice,
automated checks within the source-to-pay (S2P) processes against the contractually agreed upper
limit, sample checks of the underlying evidence, regular enquiries with several freight service providers
as a market reality check and the inclusion of surcharge arrangements in the award record. Those who
use digital procurement consistently can systematically capture surcharge histories and detect
deviations early.

Current developments relating to the freight surcharge

Freight surcharges are subject to a dynamic market. The energy transition, CO2 pricing, digitalisation of
the transport industry and geopolitical disruptions are constantly changing the calculation basis. Buyers
who know these developments negotiate on an equal footing.

CO2 and sustainability surcharges

Increasingly, forwarders and shippers invoke CO2-based surcharges, for example for climate-neutral
transport or for pricing emissions along the transport chain. These surcharges are frequently difficult to
verify and in some cases already included twice in the base freight. Buyers who want to make
sustainability in the supply chain measurable — for example guided by the GRI Standards — should
demand that such additional costs be specifically linked to a defined mitigation measure and
documented.

Digitalisation and transparency

Digital freight exchanges, real-time tracking and standardised data interfaces noticeably increase
market transparency. As a result, arbitrary freight surcharges become harder to enforce because buyers
can obtain alternative quotes more quickly. At the same time, pressure is growing to map surcharge
mechanisms cleanly in digital framework contracts as well. Those who, with a view to Intrastat reporting
and customs handling, already maintain reliable transport data have an important data basis in place
here.
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Typical metrics

Freight surcharge as % of goods value: 1-10 %
typical benchmark, depending on transport route and type of goods

Share of shipments with surcharge: <5 %
a high share indicates blanket pass-through

Contractual cap complied with: > 98 %
share of invoices within the agreed upper limit

Supplier substantiation rate: > 95 %
share of surcharge claims with documented justification

Practical example

A medium-sized mechanical engineering company with an annual purchasing volume of around 200
million euros discovered that a key steel supplier had been charging a blanket freight surcharge of four
percent on all deliveries for over a year — without any contractual basis and without a cap. After an
internal analysis and market benchmark, it became clear that the actual market level for the relevant
routes was significantly lower.

« All historical surcharge items were reconstructed and reconciled with the negotiation protocol from
the framework agreement.

« In the next round of negotiations, a fixed cap of two percent, index linkage to a diesel price index and
a supplier substantiation obligation were agreed.

* In parallel, an alternative freight network was built up via a second supplier in order to create
negotiating leverage.

* The freight surcharge was henceforth managed as a separate cost block in the price target/actual
comparison and reviewed quarterly.

Conclusion

The freight surcharge is a seemingly small but in aggregate frequently expensive element of
procurement costs. It escapes classic price negotiation because it is declared not as a price element but
as a logistics add-on item. Anyone who does not actively shape it effectively accepts an unlimited cost
offer from the supplier. Clear contractual provisions, transparent presentation and continuous controlling
transform the freight surcharge from a risk item into a manageable cost component. Buyers who
integrate it into their procurement strategy and source-to-pay processes gain a measurable competitive
advantage.

Frequently asked questions

What is a freight surcharge?

A freight surcharge is a mark-up on the goods value or on transport costs through which suppliers pass
increased or fluctuating freight costs on to their customers. In practice it is usually calculated as a
percentage and should be clearly regulated in the contract. Without clear rules, it can creep upwards
and distort cost calculations.

How high is a typical freight surcharge?
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Typically the freight surcharge is between one and ten percent of the goods value, depending on the
transport route, weight, volume, hazard class and region. Higher rates can occur with sea freight or
heavy goods. What matters is less the absolute value than the comparison with the current market level.

May a supplier simply impose a freight surcharge?

As a general rule, only if it is contractually entitled to do so or the customer agrees. Without a
contractual basis, unilateral imposition is generally not permitted, but resolving a dispute can be costly.
Buyers should therefore always record surcharge arrangements in writing and have them legally
reviewed on a case-by-case basis.

How can freight surcharges be avoided or reduced?

By choosing suitable Incoterms that enable the buyer to organise the freight itself; by consolidating
volumes into fewer shipments; through framework agreements with a cap and index linkage; and
through an own freight network with several providers. An alternative to a pure surcharge is a fixed
freight component in the unit price, which is easier to negotiate.

How do freight surcharges and Incoterms relate to each other?

The Incoterms determine up to which point transport costs and risk lie with the seller and from when
they pass to the buyer. Under DDP the seller bears the freight in full; under FCA or EXW the buyer does.
The clause therefore decides whether a freight surcharge needs to be negotiated at all or whether the
buyer procures the freight directly itself.

What role does the freight surcharge play in Total Cost of Ownership?

The freight surcharge is part of the total cost view and must not be omitted from supplier comparisons.
Two suppliers with an identical unit price can have significantly different actual landed costs due to
differing surcharge rules. The surcharge should therefore be included in the calculation as a separate
line item and in the price target/actual comparison.
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