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The Following Cost analysis is essential for understanding how production levels influence the
company's expenses and overall profitability. When managing manufacturing operations, it is crucial
to recognize the concept of the relevant range—a specific level of activity within which the company's
cost behaviors are predictable and consistent. In this article, we will explore the importance of the
relevant range for Baxter Company, analyze the types of costs involved, and discuss how this
understanding can aid in effective decision-making.

Understanding the Relevant Range in Manufacturing

What is the Relevant Range?
The relevant range refers to the span of activity or production volume within which certain cost
assumptions hold true. For Baxter Company, this range is between 15,000 and 30,000 units. Within
this scope, fixed costs remain constant in total, and variable costs vary proportionally with production
volume. Outside this range, costs may behave differently due to factors like capacity constraints,
overtime, or additional resources.

Why is the Relevant Range Important?
Recognizing the relevant range helps managers forecast costs accurately, set appropriate selling
prices, and make informed decisions about scaling production up or down. It also prevents
misinterpretation of cost behaviors that could lead to inefficient resource allocation or unprofitable
pricing strategies.

Types of Costs Within the Relevant Range

In analyzing Baxter Company’s costs, it is essential to distinguish between fixed costs, variable costs,
and mixed costs.

Fixed Costs
Fixed costs are expenses that remain constant in total regardless of fluctuations in production volume
within the relevant range. Examples include:

Rent or lease payments for manufacturing facilities



Salaries of management and administrative staff

Depreciation of equipment

Insurance premiums

Within the relevant range of 15,000 to 30,000 units, these costs do not change in total, although per-
unit fixed costs decrease as production increases.

Variable Costs
Variable costs change proportionally with the level of production. For Baxter Company, these might
include:

Raw materials

Direct labor wages tied to production hours

Utilities for manufacturing equipment

As production volume increases from 15,000 to 30,000 units, total variable costs will increase
correspondingly, maintaining a consistent per-unit variable cost.

Mixed Costs
Some costs contain both fixed and variable components. For example, maintenance costs might
include a fixed monthly fee plus additional charges based on usage. Properly analyzing these costs
requires separating the fixed and variable components through methods like the high-low method or
regression analysis.

Cost Behavior and Its Implications for Baxter Company

Cost Behavior Within the Relevant Range
Since Baxter Company operates between 15,000 and 30,000 units, managers can expect:

Fixed costs to remain stable in total, offering predictability for budgeting

Variable costs to increase proportionally with production, enabling flexible cost management

Understanding this behavior allows the company to determine the contribution margin per unit, set
optimal pricing, and evaluate the profitability at different production levels.



Cost Estimation and Budgeting
Accurate cost estimation within the relevant range helps Baxter Company prepare reliable budgets.
For example:

Calculate the fixed costs based on historical data.1.

Determine the variable cost per unit.2.

Estimate total costs at various production levels within the range.3.

This approach aids in identifying the most profitable production volume and in planning for potential
capacity adjustments.

Decision-Making Based on Cost Analysis

Make-or-Buy Decisions
Understanding the relevant range assists Baxter Company in deciding whether to produce
components in-house or outsource. If production exceeds 30,000 units, costs might increase due to
overtime or additional resources, altering the cost structure. Conversely, producing below 15,000
units might lead to underutilized capacity and higher per-unit costs.

Pricing Strategies
Cost analysis within the relevant range enables Baxter to set prices that cover costs and achieve
desired profit margins. By knowing the per-unit fixed and variable costs, the company can determine
the minimum acceptable price, especially during production volumes within the relevant range.

Capacity Planning and Expansion
If Baxter anticipates demand exceeding 30,000 units, understanding the change in cost behavior
beyond the relevant range is crucial. Expanding capacity might involve additional fixed costs, and the
company must analyze whether the increased sales volume will compensate for these costs.

Limitations of the Relevant Range Concept

While useful, the relevant range concept has its limitations:

It assumes cost behaviors remain constant within the range, which might not always be
accurate due to unforeseen factors.

Outside the relevant range, costs may behave unpredictably, leading to potential errors if the



assumptions are extended beyond the scope.

Changes in technology, supplier prices, or labor costs can shift the relevant range over time.

Therefore, continuous monitoring and analysis are necessary to ensure cost estimates remain valid.

Conclusion
Understanding Baxter Company’s relevant range of 15,000 to 30,000 units is vital for effective cost
management and strategic decision-making. Recognizing how fixed, variable, and mixed costs
behave within this range enables the company to forecast expenses accurately, set appropriate
prices, and plan capacity effectively. While the concept offers valuable insights, it should be applied
with awareness of its limitations and complemented with ongoing analysis to adapt to changing
business conditions. Ultimately, leveraging the relevant range approach will help Baxter optimize
operations, improve profitability, and maintain competitive advantage in its industry.

Frequently Asked Questions

What is the significance of Baxter Company's relevant
production range between 15,000 and 30,000 units?
The relevant production range indicates the activity levels at which Baxter Company's cost behavior
remains predictable and relevant for decision-making, helping to analyze costs effectively within this
scope.

How does understanding Baxter Company's relevant range
assist in cost control and budgeting?
Knowing the relevant range allows Baxter Company to accurately estimate fixed and variable costs
for production levels within 15,000 to 30,000 units, facilitating precise budgeting and cost
management.

What types of costs are most affected by changes within
Baxter Company's relevant range?
Variable costs tend to change proportionally with production levels within the relevant range, while
fixed costs remain constant, making cost behavior predictable for decision-making.

Why is it important for Baxter Company to recognize when
production exceeds or falls below its relevant range?
Exceeding or falling below the relevant range can lead to changes in cost behavior, such as fixed
costs becoming variable or vice versa, which can impact cost estimates and profitability analysis.



Can Baxter Company use cost data outside its relevant range
for decision-making?
Cost data outside the relevant range may not be reliable for decision-making because cost behavior
could change, leading to inaccurate estimates and potentially flawed decisions.

How might Baxter Company adjust its cost management
strategies if production consistently exceeds the upper limit
of its relevant range?
The company may need to reevaluate its cost structure, possibly renegotiate fixed costs, adjust
pricing strategies, or consider expanding capacity to accommodate higher production levels
accurately.

Additional Resources
Baxter Company Has A Relevant Range Of Production Between 15,000 And 30,000 Units. The
Following Cost

Understanding the intricacies of production costs is fundamental for any manufacturing business
aiming to optimize operations and maximize profitability. Baxter Company, a prominent player in its
industry, operates within a specific production capacity known as the relevant range—between
15,000 and 30,000 units. Within this range, the company’s cost behavior and management strategies
are particularly significant, influencing decisions on pricing, budgeting, and expansion. In this article,
we explore the concept of relevant range, dissect the types of costs associated with Baxter’s
production, and analyze how these costs behave within the specified production limits.

---

What Is the Relevant Range and Why Does It Matter?

Before delving into the specific costs at Baxter, it is essential to understand the concept of the
relevant range. In managerial accounting, the relevant range refers to the level of activity—such as
units produced—within which certain cost behaviors and assumptions are valid.

Defining the Relevant Range

- Activity Level Boundaries: It is the span of production or sales volume where fixed costs remain
unchanged, and variable costs per unit stay consistent.
- Cost Behavior Assumptions: Within this range, fixed costs are constant in total, and variable costs
change proportionally with production volume.
- Implication for Decision-Making: Operating within this range allows managers to predict costs
accurately and make informed operational decisions.

For Baxter, operating between 15,000 and 30,000 units ensures that cost behaviors are predictable,
enabling effective budgeting and cost control strategies.

Significance for Baxter Company



- Cost Stability: Baxter can plan its financials confidently, knowing that fixed costs will not fluctuate
unexpectedly within this range.
- Pricing Strategy: Understanding variable costs per unit helps in setting competitive prices that
ensure profitability.
- Capacity Planning: Recognizing the limits of the relevant range guides decisions on scaling
production up or down.

---

Breakdown of Cost Components at Baxter Company

Cost management hinges on understanding the different types of costs involved in production.
Broadly, costs are categorized into fixed, variable, and mixed costs. Each behaves differently within
the relevant range.

Fixed Costs

Fixed costs are expenses that remain constant in total regardless of production volume within the
relevant range. For Baxter, fixed costs typically include:

- Rent or Depreciation on Manufacturing Facility: The lease or depreciation expense remains
unchanged whether Baxter produces 15,000 or 30,000 units.
- Salaries of Supervisory Staff: Salaries paid to supervisors or permanent staff do not vary with
production levels.
- Insurance and Property Taxes: These costs are generally fixed over the relevant range.

Implication: As production increases within the relevant range, fixed costs per unit decrease, leading
to economies of scale.

Variable Costs

Variable costs fluctuate directly with the number of units produced. For Baxter, these include:

- Raw Materials: The cost of raw materials per unit remains constant; more units mean more raw
material expense.
- Direct Labor: Wages paid based on hours worked directly on manufacturing each unit.
- Packaging Supplies: Costs for packaging materials increase proportionally with production volume.

Implication: Variable costs per unit are stable within the relevant range, providing predictable cost
estimates for each unit produced.

Mixed Costs

Mixed costs contain both fixed and variable components. An example at Baxter could be:

- Utilities: A base charge plus additional costs depending on machine usage.
- Maintenance Costs: Fixed maintenance fees plus costs that vary with production intensity.

Understanding mixed costs requires separating fixed and variable portions to accurately predict
expenses as production changes.



---

Cost Behavior Within Baxter’s Relevant Range

The core of managerial decision-making involves understanding how costs behave as production
levels vary within the relevant range.

Fixed Costs: Constant in Total, Decreasing Per Unit

Within Baxter’s operational span:

- Fixed costs do not change with increased production.
- As output rises from 15,000 to 30,000 units, fixed costs are spread over more units.
- This results in a lower fixed cost per unit, enhancing profit margins.

Example: If fixed costs total $1,500,000, then:

- At 15,000 units: Fixed cost per unit = $1,500,000 / 15,000 = $100
- At 30,000 units: Fixed cost per unit = $1,500,000 / 30,000 = $50

This illustrates economies of scale, where higher production improves cost efficiency.

Variable Costs: Proportional to Production

Given the nature of variable costs:

- They increase directly with the number of units produced.
- Cost per unit remains constant within the relevant range.

Example: If raw materials cost $20 per unit:

- Producing 15,000 units costs $300,000 in raw materials.
- Producing 30,000 units costs $600,000.

The total variable cost doubles as output doubles, maintaining a consistent cost per unit.

Mixed Costs: Behavior and Management

Mixed costs require more nuanced analysis:

- They contain a fixed component (e.g., base utility charge) and a variable component (e.g., additional
usage charges).
- Accurate separation (via methods like the high-low method) helps predict costs at different
production levels.

Example: Utilities cost $10,000 fixed + $2 per unit produced:

- At 15,000 units: Total utility cost = $10,000 + ($2 15,000) = $10,000 + $30,000 = $40,000
- At 30,000 units: Total utility cost = $10,000 + ($2 30,000) = $10,000 + $60,000 = $70,000

---



Cost Estimation and Budgeting within the Relevant Range

Accurate cost estimation is essential for Baxter’s operational planning. Managers use the data on cost
behavior to develop budgets, set prices, and analyze profitability.

Step-by-Step Cost Estimation Process

1. Identify Fixed and Variable Components: Analyze historical data or conduct experiments to
distinguish costs.
2. Determine Cost Functions: Develop mathematical models (e.g., total cost = fixed cost + variable
cost per unit units produced).
3. Predict Costs at Different Production Levels: Use the models to estimate costs within the relevant
range.

Practical Applications

- Pricing Decisions: Knowing the variable cost per unit helps ensure prices cover costs and generate
profit.
- Break-Even Analysis: Calculating the sales volume needed to cover fixed costs, considering the
contribution margin per unit.
- Cost Control: Monitoring fixed and variable costs to identify areas for efficiency improvements.

---

Limitations and Considerations

While the relevant range provides a useful framework, managers must be aware of its limitations:

- Beyond the Range: Cost behavior assumptions may not hold outside the 15,000 to 30,000 units
range, especially if capacity constraints are reached.
- Changes in Cost Structures: Market conditions, supplier prices, or technological changes can alter
cost behaviors over time.
- Capacity Constraints: Operating at the high end of the range might strain resources or lead to
increased costs not accounted for within the relevant range.

---

Strategic Implications for Baxter Company

Understanding cost behavior within its relevant range allows Baxter to make strategic decisions such
as:

- Scaling Production: If demand increases, knowing how costs behave helps determine the feasibility
and profitability of expanding production.
- Cost Reduction Initiatives: Identifying fixed and variable costs provides targets for efficiency
improvements.
- Pricing Strategies: Accurate cost estimates support competitive yet profitable pricing.

Furthermore, Baxter’s management can leverage this knowledge to optimize resource allocation,
negotiate supplier contracts, and plan capital investments.



---

Conclusion

Baxter Company’s operation within a defined relevant range of 15,000 to 30,000 units offers a
predictable landscape for managing costs effectively. Recognizing the behaviors of fixed, variable,
and mixed costs within this scope empowers managers to make informed decisions rooted in sound
financial understanding. As production approaches the upper or lower bounds of this range, vigilance
is necessary to reassess cost assumptions and adjust strategies accordingly. Ultimately, a thorough
grasp of cost dynamics within the relevant range sustains Baxter’s competitive edge and supports its
long-term growth ambitions.
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