Kubin Companys Relevant Range Of
Production Is 18,000 To 22,000 Units.
When It Produces And Sells 20,000

Kubin Companys Relevant Range Of Production Is 18,000 To 22,000 Units. When
It Produces And Sells 20,000, it operates within its optimal production capacity, which
plays a crucial role in managing costs, planning resources, and maintaining profitability.
Understanding the concept of the relevant range and its implications on production and
financial performance is essential for managers and stakeholders alike.

Understanding the Relevant Range of Production

What Is the Relevant Range?

The relevant range refers to the span of activity levels—such as units produced or
sold—over which certain assumptions about cost behavior are valid. In other words, it is
the range within which fixed and variable costs remain consistent, allowing for accurate
cost estimation and planning.

For Kubin Company, the relevant range of production is between 18,000 and 22,000 units.

Within this spectrum, the company's fixed costs stay constant, and variable costs per unit
are stable, simplifying budgeting and decision-making processes.

Why Is the Relevant Range Important?

Understanding the relevant range helps in:
e Accurate Cost Prediction: Ensures that cost estimates remain valid within specific
production levels.
e Effective Budgeting: Facilitates precise financial planning and resource allocation.

e Cost Control: Enables management to identify when costs may change due to shifts
outside the relevant range.

e Decision-Making: Assists in evaluating the profitability of different production levels.



Kubin Company’s Production at 20,000 Units

Operating Within the Relevant Range

When Kubin Company produces and sells 20,000 units, it operates comfortably within its
relevant range of 18,000 to 22,000 units. This positioning offers several advantages:

e Stable Cost Structure: Fixed costs are predictable, and variable costs per unit remain
unchanged.

e Consistent Profit Margins: Cost behavior assumptions hold, aiding in accurate profit
analysis.

e Operational Efficiency: Resources are utilized effectively without exceeding capacity
constraints.

Impacts on Cost Behavior and Profitability

Since 20,000 units fall within the relevant range, the company can rely on its cost
estimates for planning purposes. This stability means:

- Fixed costs (such as rent, salaries, and depreciation) are spread across a consistent
number of units, reducing per-unit fixed costs.

- Variable costs (materials, labor, etc.) per unit remain steady, ensuring predictable total
variable costs.

- The contribution margin per unit can be accurately calculated, aiding in assessing
profitability.

Implications of Operating at Different Production
Levels

Producing Less Than 18,000 Units

If Kubin Company produces below the minimum of its relevant range, several issues may
arise:

e Fixed costs are spread over fewer units, increasing the per-unit cost.

e Potential underutilization of capacity, leading to inefficiencies.



e Cost estimates may no longer be valid, complicating budgeting.

Producing More Than 22,000 Units

Exceeding the upper limit of the relevant range can also have consequences:

e Fixed costs may increase if additional capacity or resources are needed.

e Variable costs per unit might change due to factors like overtime wages or increased
material costs.

e Operational challenges, such as strained resources or quality issues, may occur.

Optimal Production Point

Producing and selling exactly 20,000 units allows Kubin Company to maximize efficiency
within its stable cost structure, ensuring profitability and smooth operations.

Cost Behavior and Financial Planning

Fixed Costs

Fixed costs remain constant within the relevant range. This means that whether the
company produces 18,000 or 22,000 units, fixed expenses like rent, insurance, and
salaries are unaffected, simplifying cost management.

Variable Costs

Variable costs change in direct proportion to production volume. For Kubin Company,
these costs per unit are stable within the relevant range, allowing for straightforward
calculation of total variable costs at different production levels.

Break-Even Analysis

Understanding the relevant range is critical when performing break-even analysis. It helps
determine:



e How many units must be sold to cover all fixed and variable costs.

e The impact of changes in production volume on profitability.

Strategies for Maintaining Production Within the
Relevant Range

Capacity Planning

Kubin Company should ensure its production facilities are scaled appropriately to operate
within the 18,000 to 22,000 units range. This involves:

e Assessing equipment and labor capacity.
e Planning for flexibility to handle fluctuations.

e Investing in scalable infrastructure.

Demand Forecasting

Accurate demand prediction helps in aligning production with market needs, avoiding
excess or insufficient production that falls outside the relevant range.

Inventory Management

Maintaining optimal inventory levels ensures the company can meet demand without
overproducing or underproducing, thus staying within the relevant range.

Conclusion

Kubin Company’s relevant range of 18,000 to 22,000 units provides a framework for
efficient production planning, cost control, and profitability analysis. Operating at 20,000
units, right in the middle of this range, allows the company to benefit from stable fixed and
variable costs, simplifying financial management and strategic decision-making. By
understanding and managing within this relevant range, Kubin Company can optimize its
operations, reduce costs, and enhance profitability, ensuring sustainable growth and



competitiveness in the marketplace.
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Frequently Asked Questions

What is the relevant range of production for Kubin
Company?

The relevant range of production for Kubin Company is from 18,000 to 22,000 units.

What happens to the company's fixed costs when
production is within the relevant range?

Within the relevant range, fixed costs remain constant regardless of production levels.

Is producing and selling 20,000 units within Kubin
Company's relevant range?

Yes, producing and selling 20,000 units is within the relevant range of 18,000 to 22,000
units.

How does producing 20,000 units impact variable costs
for Kubin Company?

Variable costs will increase proportionally with production, but since 20,000 units is
within the relevant range, the variable cost per unit remains consistent.

Can Kubin Company accurately apply fixed cost analysis
at 20,000 units?

Yes, since 20,000 units falls within the relevant range, fixed costs can be accurately
analyzed and allocated.

Does producing 20,000 units affect the company's cost
behavior assumptions?

No, as long as production remains within the relevant range, the cost behavior
assumptions remain valid.



Why is understanding the relevant range important for
Kubin Company?

Understanding the relevant range helps the company accurately predict costs and make
informed production decisions without misestimating fixed or variable costs.

What should Kubin Company do if it plans to produce
more than 22,000 units?

If production exceeds 22,000 units, the company should reassess its cost structure, as
costs may no longer behave the same way outside the relevant range.

Additional Resources

Kubin Company’s Relevant Range of Production: An In-Depth Analysis of Producing and
Selling 20,000 Units

Introduction: Understanding the Relevant Range
and Its Significance

In the realm of managerial accounting and production planning, the concept of the
relevant range is pivotal. For Kubin Company, this range spans from 18,000 to 22,000
units, a critical window within which the company's cost behavior remains predictable and
stable. When Kubin produces and sells 20,000 units—right in the middle of this relevant
range—it offers an ideal case study to understand how cost structures behave, how
management makes informed decisions, and what implications this has for profitability
and strategic planning.

In this article, we'll explore the importance of the relevant range, analyze Kubin's
production decision at 20,000 units, and discuss the broader implications for cost
management and operational efficiency.

What is the Relevant Range?

Definition and Conceptual Framework

The relevant range refers to the span of activity levels—such as units produced or



sold—within which the company's fixed and variable costs remain consistent. Outside this
range, cost behaviors may change due to factors like capacity constraints, economies of
scale, or the need for additional resources.

Key points about the relevant range:
- It defines the scope within which cost estimates are valid.

- Cost behaviors (fixed and variable) are assumed linear within this range.
- It informs budgeting, forecasting, and decision-making.

Why Is Relevant Range Important?

Understanding the relevant range ensures that managers:

- Make accurate cost predictions.

- Avoid misinterpreting cost behavior outside the normal operating capacity.
- Plan capacity expansions or reductions effectively.

- Optimize resource allocation.

For Kubin Company, operating within the 18,000 to 22,000 units range means that their

cost estimates, profit calculations, and financial projections are reliable when producing
and selling around 20,000 units.

Analyzing Kubin’s Production at 20,000 Units

Position Within the Relevant Range

Kubin’s production of 20,000 units is centrally located within its relevant range
(18,000-22,000 units). This positioning is advantageous because:

- It ensures the company is operating under normal cost behavior assumptions.
- Fixed costs are fully absorbed across this range, and variable costs per unit remain

stable.
- Economies or diseconomies of scale are less likely to distort cost estimates.

Cost Behavior at 20,000 Units

Given the defined relevant range, we can expect:

- Fixed Costs: Remain constant at a specific total amount regardless of producing 18,000
to 22,000 units.



- Variable Costs: Per-unit variable costs stay consistent; total variable costs increase
linearly with units produced.

Implications:
- The total cost at 20,000 units can be accurately estimated by summing fixed costs and

variable costs at this production level.
- Profitability analysis becomes straightforward, with predictable cost structures.

Operational Efficiency and Capacity Utilization

Producing at 20,000 units implies:

- Approximately 90.9% utilization of the maximum relevant range capacity (22,000 units).
- Efficient use of resources without overextending capacity.

- Buffer against potential shifts outside the relevant range, such as increased demand or
capacity constraints.

This level of production is optimal for maintaining operational stability and ensuring costs
are predictable.

Cost Analysis and Profitability at 20,000 Units

Fixed and Variable Costs: An Overview

Assuming typical cost structures, Kubin’s costs can be broken down as follows:

- Fixed Costs: These include rent, salaries of fixed personnel, depreciation, and other
overheads that do not fluctuate with production volume within the relevant range.

- Variable Costs: Costs such as raw materials, direct labor, and energy that change
proportionally with units produced.

Example (hypothetical):

| Cost Category | Total Cost at 20,000 Units | Cost per Unit |

I | | |

| Fixed Costs | $500,000 | N/A |

| Variable Costs | $10 per unit | $200,000 (20,000 units x $10) |

Total costs would then be:

- Total Cost: $500,000 + $200,000 = $700,000
- Average Cost per Unit: $700,000 / 20,000 = $35



Note: These figures are illustrative; actual costs would depend on Kubin’s specific cost
structure.

Profitability Calculation

Suppose the selling price per unit is $50. The profit analysis at 20,000 units would be:
- Total Revenue: 20,000 units x $50 = $1,000,000

- Total Costs: $700,000 (from above)

- Gross Profit: $1,000,000 - $700,000 = $300,000

This demonstrates a healthy profit margin and underscores the importance of operating
within the relevant range for consistent profitability.

Implications for Decision-Making

Planning and Budgeting

Operating at 20,000 units within the relevant range enables:
- Accurate forecasting of costs and revenues.

- Better capacity planning.
- Strategic decisions regarding expanding or reducing production.

Cost Control and Efficiency

Maintaining production within the relevant range helps:
- Keep fixed costs stable.
- Manage variable costs effectively.

- Identify areas for efficiency improvements without the complication of cost behavior
shifts.

Capacity Expansion or Reduction

If demand exceeds 22,000 units or drops below 18,000 units, cost behaviors may change:

- Beyond 22,000 units: Fixed costs might increase due to additional capacity requirements,
or variable costs per unit may change due to overtime or inefficient scaling.



- Below 18,000 units: Fixed costs are spread over fewer units, increasing per-unit costs
and reducing profitability.

Kubin company must analyze these scenarios carefully, considering when to expand or
shrink capacity.

Broader Strategic Considerations

Economies of Scale and Cost Adjustments

Operating within the relevant range allows Kubin to capitalize on economies of scale,
optimizing fixed cost absorption and reducing per-unit costs.

Long-Term Planning

Understanding the relevant range helps Kubin decide on:
- When to invest in new capacity.

- How to price products competitively.
- When to consider process improvements or automation.

Risks of Operating Outside the Relevant Range

Moving outside the relevant range can lead to:

- Unanticipated increases in fixed costs.
- Changes in variable costs per unit.
- Loss of cost predictability, affecting profit margins.

Hence, disciplined production planning is essential.

Conclusion: The Takeaway for Kubin Company

Kubin’s relevant range of 18,000 to 22,000 units provides a stable operational bandwidth
within which cost behaviors are predictable and manageable. Producing and selling
20,000 units—right at the heart of this range—enables the company to operate efficiently,
forecast accurately, and maintain profitability.



By understanding and leveraging the concept of the relevant range, Kubin can make
informed strategic decisions, optimize capacity utilization, and plan for future growth. It is
a critical component in the broader toolkit of cost management and operational
excellence, ensuring the company's sustainability and competitive edge in its market.

In summary:

- Operating within the relevant range ensures cost stability.

- Producing 20,000 units offers optimal leverage of fixed costs and predictable variable
costs.

- Strategic planning around this range supports sustainable growth.

- Awareness of the limits of the relevant range prevents cost misestimations and
operational inefficiencies.

Kubin’s focus on maintaining production within its relevant range exemplifies best
practices in managerial accounting and operational management, setting a strong
foundation for ongoing success.
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