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DEFERRED CHARGES—WHAT THEY 
ARE AND HOW HANDLED

By JULIA KAUFMAN, Cleveland Chapter ASWA

Defer—To put off, postpone, delay 
Charge—To place to one’s account

Here we have the definition of the two 
parts making up the title of one section of 
the Balance Sheet. In whole then, we can 
say we postpone or delay charging up cer­
tain items. There is no fixed method or rule 
for the entire group, but perhaps that is 
what makes this particular section of the 
Balance Sheet so interesting.
Patents

Patents when obtained by the Inventor 
include all experimental expense, cost of 
working models and cost of obtaining the 
patent, such as attorney fees, drawing and 
filing costs. Up to this point no problem 
has presented itself. Suppose, however, 
there is an infringement suit. The results 
of the suit determine the worth of the 
Patent. If the suit is lost, the entire cost 
of the suit and Patent is charged off to 
Surplus. This deduction is allowable for In­
come Tax Purposes even though we make 
the charge to Surplus rather than an op­
erating account. Why use the Surplus Ac­
count instead of a Profit & Loss Account? 
Most business firms are interested in know­
ing and showing the results of their regu­
lar business operations. In this way the 
picture is not distorted by an extraneous 
item. If, on the other hand, the suit is suc­
cessful the cost of the suit may be included 
in the Patent Account and charged off over 
the life of the Patent, which is 17 years.

Patents when purchased present fewer 
problems. Here the cost can only be the pur­
chase price. If a Patent is purchased after 
it was first obtained by the Inventor, the 
cost would then be written off over the re­
maining life of the Patent.

There are other factors than the 17 year 
life of a Patent to be considered in decid­
ing upon the period over which a patent is 
charged off to operating expense accounts.

A fad item is one needing special con­
sideration. It is desirable to write off the 
Patent during the probable continuance of 
the fad. In the past, the Internal Revenue 
Department took the attitude that only 
l/17th of the cost of the Patent could be 
charged off each year until such time as it 
was a known fact that the patented item 

had no further use, then the balance of the 
Patent could be charged off. Recently they 
have ruled that, if it is known the Patented 
item will have a life of less than 17 years, 
the Patent may be written off over the 
known life of the article in question.

Improvements are always being made and, 
consequently, many Patents are superceded. 
This element makes it advisable to write 
off the Patent in a shorter time than the 
17 year life when the new Patent is ob­
tained by someone other than the owner of 
the superceded Patent. When a new or addi­
tional Patent is obtained so closely related 
to the first one as to extend the basic Patent, 
by the same person or firm owning the first 
or basic Patent, the unamortized balance 
of the original Patent may be carried for­
ward and written off over the life of the new 
one.

Copyrights
The life of a Copyright is 28 years and 

can be renewed for another 28 years. It is 
a rare publication that would have an active 
market for so long a period. The history 
of the World War, or a Faction, would be a 
good illustration. Common practice there­
fore is to write off the cost of the Copy­
right against the income from the first 
edition. A text book on the other hand may 
have many printings before being revised 
and a new copyright issued. Bear in mind, 
therefore, that the nature of the publica­
tion would determine whether the cost 
would be written off over a short period of 
time or a longer one. The cost of the Copy­
right itself is nominal, but the author may 
have many expenses he would take into con­
sideration as Copyright Cost.

Franchises
Franchises are never set up on the books 

unless there has been direct or indirect 
payment. The general rule of thumb seems 
to be that they are perpetual and no pro­
vision is to be made for writing off their 
cost. If, however, they are issued for a 
definite period of time the cost should be 
written off during that period. If they are 
revocable at the option of the governmental 
body granting them, it would then be ad-

(Continued on page 13)
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“The purpose shall be in accordance with the 
policy and program of the ASWA, to learn about the 
opportunities in accounting, to cultivate the qualities 
essential to a good accountant, to have actual experi­
ence in observing accountants in practice, and to 
foster the development of student leadership.”

At this organizational meeting, students elect their 
officers and decide on meeting times, dues, etc. They 
meet once monthly in the school commercial class­
rooms, some during, others outside of school hours.

Volunteer speakers from Muskegon Chapter ASWA 
are called on by the ASWA “sponsor” to develop 
accounting topics and lead discussions at these 
monthly meetings. These speakers bring out prob­
lems of credit and the male accountant’s viewpoint 
by reading papers prepared by the co-operating local 
chapters of the National Association of Credit Men 
and the National Association of Cost Accountants.

To achieve the purpose of having actual experi­
ence in observing accountants in practice we have 
been most fortunate in obtaining the cooperation 
of the National Association of Cost Accountants. This 
group currently is supporting, as a project of its 
educational program, a series of plant visitations by 
our FAA chapters.

Because of the embryonic stage of FAA, so much 
room is left to develop that we cannot see the end 
in sight. FAA has met with such success in our com­
munity, that we would like to see other ASWA 
chapters inaugurate the same project in their cities. 
The satisfaction and happiness resulting from the 
association of such receptive minds cannot be 
measured.

(Continued from page 7) 

visable to charge off their cost rapidly.

Leaseholds
Let’s look first at the definition of lease. 

“A contract by which the owner of real 
estate, without giving up his ownership 
rights to it, hands it over to another per­
son for a period of time for a designated 
rent.” A leasehold is such a contract or 
estate for years. If the contract calls for 
regular periodic payments it is treated just 
as though no contract were entered into 
and the monthly or annual expense is re­
corded as due and disbursed. Many such 
leasehold contracts, however, call for an ad­
vance payment of the entire rental. When 
advance payments are made covering a num­
ber of years the advance payment is com­
puted as the Present Value of the periodical 
rentals taking into consideration the cur­
rent interest rate. Theoretically, then, in­
terest must also be considered in writing 
off the Leasehold Account. The original 
entry for the year would be:

Rent (for the first year’s expense)
Leasehold or Prepaid Rent (for the 

balance of the contract)
Cash (for the total amount paid)

Thereafter we would make the following 
annual entry:

Rent (for the year in question) 
Interest Income
Leasehold or Prepaid Rent

The amount of Interest Income would 
gradually decrease and the credit to the 
Leasehold Account would increase each year. 
However, recording of implicit interest in­
come is not the customary accounting prac­
tice and the usual procedure is to make the 
rental charge only in the amount of the 
leasehold credit. Because of the involved 
calculations, many choose to use the straight 
line method in accounting for advance ren­
tal payments.

Improvements to leased property should 
be amortized over the life of the lease. 
Buildings constructed on leased land are 
handled in the same manner. If the contract 
calls for a payment by the owner of the 
land at the expiration of the lease, this 
amount should be taken into consideration 
when determining the total to be charged 
off during the life of the lease.

Trademarks
Usually, trademarks have a relatively 

small original cost and the method of amor­
tization used is not too important. A serv­
ice for registration of trademarks is pro­
vided by the United States and such regis­
tration is accepted as evidence of prior use. 
A claimant who has not registered his trade­
mark accepts the burden of proof in a legal 
suit to establish prior use. The certificate 
of registration is good for twenty years 
and is renewable.

Organization Cost
This account is charged with all the 

original items of expense of incorporation 
such as the promoter’s fees and the original 
franchise. There are two generally accepted 
procedures for treatment of Organization 
Cost or Expense. Since these items are of 
benefit to the entire life of the company 
rather than just the first year, we cannot 
charge them off to expense the first year, 
and therefore must capitalize them or set 
them up as Deferred Charges. One proce­
dure is to allow this account to remain on 
the books as a Deferred Charge or a fixed 
asset for the life of the Corporation, writ­
ing it off only upon the dissolution of the 
Corporation. On the Balance Sheet it can 
also be shown as a reduction to the Net 
Worth rather than as an Asset. The Treas­
ury Department has followed this theory

(Continued on page 15)
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(Continued from page 13)
in the past. There is some probability that 
contemplated changes in the Income Tax 
Law may permit Organization Expense to 
be written off.

The second accounting procedure is to 
write this account off over a period of two 
to five years even though the deduction in 
valuation is not allowable for tax purposes. 
This procedure can affect the stockholders 
to some extent in that Surplus available 
for dividends is reduced by the charge to 
the Profit and Loss statements. However, 
either method appears satisfactory.

A little more determination, a little more 
pluck, a little more work—that’s luck.

* * *
Every minute you are angry you lose 

sixty seconds of happiness.
* * *

No price is too high to pay for a good 
reputation.

* * *
Nature gives us talent but it is for man 

to make it work.
* * *

Moderation is the pleasure of the wise.
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