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Understanding the amortization of patents is crucial for companies like Dazzle Corporation to accurately
reflect their intangible assets' value over time. When a company acquires a patent, it needs to determine the
appropriate amortization period and method to ensure compliance with accounting standards and provide
transparency to stakeholders. This article provides an in-depth overview of Dazzle Corporation's patent
purchase, the amortization process, and best practices for accounting for patents.

Overview of Patent Acquisition and Its Significance

What Is a Patent?
A patent is an exclusive right granted by a government to an inventor or assignee, allowing them to prevent
others from making, using, selling, or distributing the patented invention without permission for a certain period.
Patents serve as valuable intangible assets for businesses involved in innovation and technology.

Details of Dazzle Corporation’s Patent Purchase
- Purchase Date: January 2014
- Purchase Price: P7,140,000
- Purpose of Acquisition: To secure exclusive rights to a proprietary invention, enhance competitive
advantage, and generate future economic benefits.

Accounting for Patent Acquisition

Initial Recognition
According to accounting standards such as IFRS (International Financial Reporting Standards) and GAAP
(Generally Accepted Accounting Principles), patents are recognized as intangible assets when:
- The patent is acquired in a business combination or purchase.
- It has a determinable useful life.
- The cost can be reliably measured.

In Dazzle Corporation’s case, the patent’s cost is P7,140,000, which is recorded as an intangible asset on the
balance sheet at the acquisition date.

Cost of Patent
The cost includes:
- Purchase price
- Legal and registration fees



- Other direct costs necessary to secure the patent

Amortization of the Patent

What Is Amortization?
Amortization is the systematic allocation of the cost of an intangible asset over its useful life. It reflects
the consumption of the economic benefits of the patent over time.

Determining the Useful Life of a Patent
The useful life of a patent can vary depending on factors such as:
- Legal life (typically 20 years from the filing date)
- Expected technological obsolescence
- Market demand
- Maintenance costs and legal protections

For Dazzle Corporation, the useful life is assumed to be 10 years, considering potential technological changes
and market conditions.

Amortization Method
The straight-line method is most commonly used for patents, spreading the cost evenly over the useful life.

Calculation of Annual Amortization Expense
Using the straight-line method:
- Cost of Patent: P7,140,000
- Useful Life: 10 years
- Annual Amortization Expense:

\[
\text{Annual Amortization} = \frac{\text{Cost of Patent}}{\text{Useful Life}}
\]

\[
= \frac{P7,140,000}{10} = P714,000
\]

Dazzle Corporation will record an amortization expense of P714,000 annually from 2014 through 2023.

Journal Entries for Patent Amortization

Each year, the following journal entry is made to recognize amortization:

Debit: Amortization Expense — Patent P714,000
Credit: Accumulated Amortization — Patent P714,000



This process reduces the carrying amount of the patent on the balance sheet and reflects the expense on the
income statement.

Impact on Financial Statements

Balance Sheet
- The patent is shown as an intangible asset at its initial cost of P7,140,000.
- Each year, accumulated amortization increases by P714,000.
- The net book value decreases correspondingly over the useful life.

Income Statement
- The amortization expense of P714,000 is recorded annually, reducing net income.

Impairment Considerations

While amortization systematically allocates the cost over useful life, companies must also assess whether
the patent has been impaired — i.e., its recoverable amount is less than its carrying amount.

Indicators of impairment include:
- Technological obsolescence
- Market decline
- Legal challenges or invalidation

If impairment is identified, Dazzle Corporation must recognize an impairment loss, which impacts the income
statement and reduces the patent's carrying value.

Changes in Estimated Useful Life or Residual Value

If, during the patent’s useful life, Dazzle Corporation updates its estimates due to technological advances or
market conditions, it should:
- Adjust the amortization expense prospectively.
- Recalculate remaining amortization based on revised useful life.

Tax Implications of Patent Amortization

In many jurisdictions, amortization expenses are deductible for tax purposes, reducing taxable income. Dazzle
Corporation should ensure:
- Proper documentation of amortization expenses.
- Alignment with local tax laws regarding intangible asset deductions.

Best Practices for Managing Patent Amortization



Regular Review: Conduct annual assessments of the patent's useful life and residual value.1.

Documentation: Maintain detailed records of acquisition costs, amortization schedules, and impairment2.
evaluations.

Compliance: Follow applicable accounting standards (IFRS, GAAP) and tax regulations.3.

Impairment Testing: Perform impairment tests when events or changes in circumstances indicate potential4.
impairment.

Disclosure: Provide transparent disclosures in financial statements about the patent’s carrying amount,5.
amortization methods, and impairment considerations.

Conclusion

Dazzle Corporation’s acquisition of a patent for P7,140,000 marks a significant investment in its intellectual
property portfolio. Properly amortizing this intangible asset over its estimated useful life ensures accurate
financial reporting and compliance with accounting standards. By applying systematic amortization, regular
impairment assessments, and transparent disclosures, Dazzle Corporation can effectively manage its patent
asset, optimize its financial position, and support strategic decision-making.

Remember: The key to successful intangible asset management lies in diligent tracking, periodic review, and
adherence to best practices in accounting and regulatory compliance.

Frequently Asked Questions

What is the initial journal entry when Dazzle Corporation purchases a
patent for P7,140,000 in January 2014?

The initial journal entry records the patent as an intangible asset with a debit to Patent for P7,140,000 and
a credit to Cash or Accounts Payable for the same amount.

Over what period should Dazzle Corporation amortize the patent purchased
in 2014?

The patent should be amortized over its estimated useful life, typically determined by the company but often up
to 20 years unless specified otherwise.

What is the typical method used by Dazzle Corporation to amortize a
patent?

The straight-line method is commonly used, where an equal amount of amortization expense is recognized each
year over the patent’s useful life.

How does amortization of the patent affect Dazzle Corporation’s financial
statements?

Amortization expense reduces net income on the income statement and decreases the book value of the patent on
the balance sheet over time.



When should Dazzle Corporation review the patent for impairment?

The company should perform an impairment review if there are indicators that the patent may be impaired, such as
technological obsolescence or market decline, to ensure its book value is not overstated.

What impact does amortizing the patent have on Dazzle Corporation’s tax
calculations?

Amortization expense is generally tax-deductible, reducing taxable income and thereby lowering tax liabilities
for Dazzle Corporation.

Can Dazzle Corporation revalue the patent after purchase for amortization
purposes?

No, under most accounting standards like IFRS and GAAP, intangible assets like patents are recorded at cost
and cannot be revalued upward; they are amortized over their useful life.

Additional Resources
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Introduction

In the rapidly evolving landscape of intellectual property and corporate innovation, patents serve as crucial
assets that can significantly influence a company's competitive edge. Dazzle Corporation's acquisition of a
patent valued at P7,140,000 in January 2014 exemplifies strategic investment in intangible assets. This
article delves into the accounting, strategic, and operational aspects surrounding this purchase, with a focus
on amortization practices, valuation, and implications for financial reporting.

---

The Context of Patent Acquisition in Dazzle Corporation

Background of Dazzle Corporation

Dazzle Corporation is a leading player in the technology sector, known for its innovative products and
strategic investments in intellectual property. As part of its growth strategy, Dazzle has consistently
sought to expand its patent portfolio to secure technological advancements and market exclusivity.

The Nature of the Purchased Patent

While specific details of the patent are proprietary, it is understood that the patent relates to a proprietary
technology core to Dazzle's product line. The valuation of P7,140,000 indicates a significant investment,
reflecting the patent’s anticipated contribution to future revenues.

---

Financial Implications of Patent Purchase

Initial Recognition and Valuation

According to International Financial Reporting Standards (IFRS) and Philippine Financial Reporting Standards
(PFRS), patents acquired externally are recognized as intangible assets at cost. The P7,140,000 purchase



price encompasses:

- Purchase Price: P7,140,000
- Legal and Registration Fees: Included or separately accounted for depending on the circumstances
- Acquisition Costs: Any additional costs directly attributable to securing the patent

The initial journal entry typically records:

- Dr. Intangible Assets (Patent) P7,140,000
- Cr. Cash or Accounts Payable P7,140,000

Amortization of the Patent

Patents have finite useful lives, generally aligned with legal protection periods, which in the Philippines is 20
years from the filing date. Dazzle Corporation’s management must determine the amortization period, which is
less than or equal to the legal life, based on the patent’s expected utility.

---

Determining the Amortization Period

Factors Influencing Amortization Schedule

- Legal Life of Patent: Usually 20 years from filing
- Expected Useful Life: Based on technological obsolescence, market demand, and technological relevance
- Patent Maintenance and Renewal: Costs and timing for renewals can influence useful life assumptions
- Technological Relevance: Rapid technological shifts can shorten useful life

Dazzle Corporation’s Amortization Policy

Assuming Dazzle expects to derive economic benefits from the patent over 10 years—due to technological
obsolescence or strategic considerations—the amortization schedule would be set accordingly.

---

Practical Illustration: Amortization Calculation

Suppose Dazzle Corporation amortizes the patent over 10 years with a straight-line method, the annual
amortization expense would be:

Annual Amortization Expense = P7,140,000 / 10 = P714,000

The journal entries annually would be:

- Dr. Amortization Expense P714,000
- Cr. Accumulated Amortization P714,000

Over the 10-year period, the carrying amount of the patent decreases to zero, assuming no residual value.

---

Strategic and Accounting Considerations

Impairment of Patent Value

Dazzle must periodically assess whether the patent’s carrying amount exceeds its recoverable amount,
especially if technological changes or market conditions diminish its value. Impairment testing involves:

- Comparing carrying amount with fair value



- Recognizing impairment losses if necessary

Impact on Financial Statements

The amortization expense reduces net income annually, affecting profitability ratios. Additionally, the
accumulated amortization reduces the book value of the patent on the balance sheet. Proper disclosure is
necessary to inform investors and stakeholders.

---

Broader Implications for Dazzle Corporation

Innovation and Competitive Advantage

Owning a patent provides Dazzle with legal protection against competitors, enabling exclusive rights to
commercialize certain technologies. The amortization process reflects the systematic allocation of this benefit
over time.

Strategic Asset Management

Effective management of patent portfolios involves:

- Monitoring technological relevance
- Renewing patents as needed
- Licensing or selling patents when appropriate
- Ensuring compliance with legal requirements

---

Challenges and Risks in Patent Amortization

Estimating Useful Life

Determining the correct amortization period is inherently uncertain. Overestimating can deflate expenses and
inflate profits, while underestimating may lead to accelerated expenses and potential impairment.

Patent Valuation Fluctuations

Market conditions and technological advancements can affect the patent’s value, necessitating regular
revaluation and impairment assessments.

Legal and Regulatory Risks

Patent disputes or invalidations can impact valuation and amortization schedules, requiring diligent legal
oversight.

---

Conclusion

Dazzle Corporation’s acquisition of a P7,140,000 patent in January 2014 underscores the importance of
strategic intangible asset investment. The systematic amortization over an estimated useful life reflects
prudent accounting practices, aligning with international standards and providing transparency to
stakeholders. As the company navigates technological shifts and market dynamics, ongoing assessment of the
patent’s value and relevance remains critical to financial health and competitive positioning.

In the broader context, this case exemplifies how corporations leverage intangible assets to foster innovation,
protect market share, and enhance long-term profitability. Proper valuation, amortization, and impairment
management are essential components of effective intellectual property strategy and financial reporting.



---
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Note: This article provides a comprehensive overview based on typical accounting practices and strategic
considerations associated with patent assets. For precise application, consultation with accounting
professionals and legal experts is advised.
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