[bookmark: _GoBack]1.Recognizing and understanding cost behavior patterns serve multiple purposes within a company. What are at least 4 of them and explain.
A
Four cost behavior patterns are
· Fixed - a cost that is fixed (does not change) in total with changes in volume of activity. Depreciation, insurance, property taxes, and administrative salaries are examples of fixed costs.
· Variable - a cost that varies in total with changes in volume of activity. Direct materials and sales commissions are variable costs.
· mixed (semivariable) - a cost that has a mix of fixed and variable costs. A mixed cost contains a fixed portion of cost incurred even when the facility is idle, and a variable portion that increases directly with volume. Electricity is an example of a mixed cost.
· Step - remains constant at a certain fixed amount over a range of output (or sales). Then, at certain points, the step costs increase to higher amounts. Visually, step costs appear like stair steps. Supervisors’ salaries are an example of a step cost when companies hire additional supervisors as production increases.
B

Cost behavior patterns refer to how business and operating expenses change or remain stable through different events. Patterns can change especially during varying production levels or sales volume within the company. Cost behaviors occur within a fixed, variable and mixed expenses.
• Fixed costs stay the same regardless of the number of units produced or sold. Straight line depreciation is an example of a fixed cost.
• Variable costs are the costs that change in total each time an additional unit is produced or sold. With a variable cost the per unit stays the same, but the more units produced or sold, the height the total costs.
• Mixed costs have characteristics of both fixed and variable costs. To study cost behavior when costs are mixed they must be split into its fixed and variable parts.
• Product costs are directly related to the production of a product or service intended for sale. Period costs are all other indirect costs that are incurred in production. 

2. Assume that you are the president of your company and paid a year-end bonus according to the amount of net income earned during the year. When prices are rising, would you choose a FIFO or weighted average cost flow assumption? Explain, using an example to support your answer. Would your choice be the same if prices were falling?
A. If I was the president of the company that paid a year-end bonus according to the amount of net income earned during the year. I would use weighted average cost flow assumption when the prices are rising. Example:Closing Inventory of books : 1000 units. Beginning price of books was $100 and Ending price of books is $200. The Average price of books = $150. The Value of ending inventory in Weighted Average case is 1000 * $150 = $150000 instead of 1000 * $200 = $200000 in case of FIFO method of inventory valuation. I would not choose the same if the prices were falling. If the price was falling I would pick FIFO method. It would provide us lower ending inventory cost because ending prices would be the lowest prices of the year.

B. As president of a company, the goal is to increase profits. To paid a year-end bonus based on the net income earned during the year when prices are rising, the best choice would be weighted average cost flow assumption because the president would try to give out a lower bonus payment.
For example:
If the prices of 100 items ranges for the cost of 10-20, the average price would be 15 per item. All items will have the same cost. If 50 items were sold, cost of goods would be a total of $750.
On the other hand, FIFO is based on first in, first out. The cost is calculated on the oldest cost. So, if the cost on the 100 items started at $10 and prices increased throughout the year, the oldest cost would be $10. If 50 items were sold, the cost of goods would be $500.
Net income = revenue – cost of goods – expense
If revenue and expense are the same in both scenarios then weighted average cost would have a lower net income and FIFO with a higher net income.
If prices fall, the oldest item will still be used when calculating the cost of goods in FIFO. This will give a lower net income on FIFO than weighted average. FIFO will be the choice in this case.
3. Compare and contrast the direct write-off method and the allowance method for bad debts. At a minimum, please consider the following in your answer:
· When is the expense for uncollected accounts receivable recognized under each method?
· Why is the direct write-off method not considered to follow generally accepted accounting
A.
Using the direct write-off method can help your business easily manage bad debt if you rarely get uncollected payments. The direct write-off method is considered an easy way to deal with bad debts because you only need to make two transactions, one to the bad debts expenses account and the other to accounts receivable for the amount the customer owes. Direct write-off method doesn't follow the Generally Accepted Accounting Principles the IRS requires companies use this method for their tax returns.  GAAP mandates that expenses be matched with revenue during the same accounting period. Under the direct write off method, the loss may be recorded in a different accounting period than when the original invoice was posted. The management estimates the write-off in the allowance method, the direct write-off method is based on an actual amount. The allowance method is preferred over the write-off method. The income statement of the allowance method will report the bad debts expense closer to the time of the sale or service, and the balance sheet will report a more realistic net amount of accounts receivable that will actually be turning to cash.
B.
Bad debts are accounts receivable that are determined to be noncollectable. Most business transactions are determined to be noncollectable after 90 days. We must incorporate these into our income statements to accurately portray the income and expenses for a year. There are two methods to doing this, the direct write-off method, and the allowance method. The direct write off method is simply a correcting journal entry debiting bad debit expense, and crediting accounts receivable. This practice is not generally accepted because it doesn't follow the accounting principle of matching, by directly writing off the full amount, which means our revenues and expenses aren't recorded in the same period. To make a more accurate estimate, we use an account called allowance for doubtful accounts, which is a contra asset account.  There are two ways of making an estimate, using the balance sheet to find the balance of Allowance for doubtful accounts, or using the income statement to calculate the bad debt expense.
 

