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Understanding the concept of the relevant range is crucial for effective managerial decision-making and cost
control within a manufacturing environment. Kubin Company's relevant range of production spans from 27,000
to 29,000 units. When the company produces and sells exactly 28,000 units, it operates comfortably within
this range, allowing for accurate cost behavior analysis, budgeting, and strategic planning. This article
explores the significance of the relevant range, its impact on cost behavior, and the implications for Kubin
Company when producing and selling 28,000 units.

---

What Is the Relevant Range?

Definition and Explanation

The relevant range refers to the span of activity levels—such as units produced or sold—within which
certain cost behaviors remain consistent. It is a fundamental concept in managerial accounting, as it allows
management to predict costs accurately and make informed decisions based on expected operational levels.

Key points about the relevant range:
- It represents the normal operating capacity of a business.
- Cost behaviors (fixed and variable costs) are assumed to be constant within this range.
- Outside this range, costs may change disproportionately due to economies of scale or capacity constraints.

Why Is the Relevant Range Important?

Understanding the relevant range is essential for several reasons:
- Cost Prediction: It enables accurate estimation of costs at different production levels.
- Budgeting: Helps in creating realistic budgets aligned with operational capacity.
- Decision-Making: Assists in determining the profitability of increasing or decreasing production.
- Cost Control: Allows managers to identify when costs deviate from expected behavior, indicating
inefficiencies.

---

Cost Behavior Within the Relevant Range

Fixed Costs

Fixed costs are expenses that remain constant regardless of the level of production within the relevant range.



Examples include rent, salaries, and depreciation.

Characteristics within the relevant range:
- Fixed costs do not fluctuate with production volume between 27,000 and 29,000 units.
- They are spread over more units as production increases, reducing the fixed cost per unit.

Variable Costs

Variable costs vary directly with the level of production. Examples include raw materials and direct labor.

Within the relevant range:
- Variable cost per unit remains constant.
- Total variable costs increase proportionally with the number of units produced.

Mixed Costs

Some costs are mixed, containing both fixed and variable components, such as utility expenses. Their behavior
within the relevant range can be modeled accordingly.

---

Kubin Company’s Production at 28,000 Units

Operating Within the Relevant Range

When Kubin Company produces and sells 28,000 units, it operates within its relevant range, which is from
27,000 to 29,000 units. Operating within this range offers several advantages:

- Cost Predictability: Fixed and variable costs behave consistently, simplifying cost estimation.
- Efficient Resource Use: The company likely has the capacity to handle this volume without significant
operational adjustments.
- Stable Cost-Volume Relationship: The company can confidently analyze profit margins and cost control
measures.

Implications for Cost Management

At 28,000 units:
- Fixed costs are spread over a large number of units, reducing the fixed cost per unit.
- Variable costs are predictable, facilitating accurate profit analysis.
- The company can identify if costs are aligned with expectations based on previous data at similar production
levels.

---



Financial Analysis of Producing 28,000 Units

Cost Calculation Framework

To analyze the financial impact of producing 28,000 units, consider the following cost components:

1. Total Fixed Costs (TFC): Remain constant within the relevant range.
2. Variable Cost per Unit (VCU): Remains constant within the relevant range.
3. Total Variable Costs (TVC): VCU multiplied by units produced.
4. Total Costs (TC): Sum of TFC and TVC.
5. Unit Cost (UC): TC divided by units produced.

Sample Calculation:

Assuming:
- Fixed costs = $300,000
- Variable cost per unit = $10

Then:
- TVC = 28,000 units $10 = $280,000
- TC = $300,000 + $280,000 = $580,000
- UC = $580,000 / 28,000 = approximately $20.71 per unit

This calculation helps management assess profitability and pricing strategies.

Break-Even Analysis

Using the cost data:
- Selling Price per Unit (SP): Suppose $25
- Contribution Margin per Unit: SP - VCU = $25 - $10 = $15
- Break-Even Units: TFC / Contribution Margin = $300,000 / $15 = 20,000 units

Since 28,000 units are produced and sold, the company is operating well above the break-even point, ensuring
profitability.

---

Impacts of Operating Within the Relevant Range

Advantages
- Cost Stability: Consistent cost behavior simplifies planning.
- Capacity Utilization: Production is within the company's optimal capacity.
- Pricing Flexibility: Clear understanding of costs supports effective pricing strategies.
- Decision Making: Easier to evaluate the financial impact of increasing or decreasing production.

Potential Challenges
- Capacity Constraints: Approaching the upper limit (29,000 units) could lead to capacity issues.



- Cost Variations Outside Range: Producing outside the relevant range may involve different cost behaviors.
- Scaling Limitations: If demand increases beyond 29,000 units, additional capacity or costs are necessary.

---

Strategic Considerations for Kubin Company

Optimizing Production Levels

To maximize profitability, Kubin Company should aim to operate efficiently within its relevant range. Producing
too close to the lower limit (27,000 units) may not fully utilize fixed costs, while exceeding 29,000 units
could incur additional costs or capacity expansion expenses.

Strategies include:
- Analyzing demand forecasts to plan optimal production.
- Considering capacity expansion if market potential justifies it.
- Implementing cost control measures within the current range.

Cost Control and Efficiency

Maintaining operation within the relevant range allows for:
- Better control over fixed and variable costs.
- Accurate forecasting and budgeting.
- Effective performance evaluation.

Decision-Making Scenarios

When deciding whether to increase or decrease production:
- Consider if the change remains within the relevant range.
- Evaluate the impact on fixed and variable costs.
- Analyze potential capacity constraints and associated costs.

---

Conclusion

Kubin Company's relevant range of 27,000 to 29,000 units provides a critical framework for understanding
cost behavior and operational efficiency. Producing and selling 28,000 units positions the company within this
optimal operating spectrum, allowing for predictable costs, effective planning, and strategic decision-making.
Recognizing the importance of the relevant range helps management optimize production levels, control costs,
and enhance profitability. As the company continues to evaluate its production strategies, maintaining
operations within this range—and understanding the associated cost implications—remains essential for
sustained success.

---
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Frequently Asked Questions

What is the relevant range of production for Kubin Company?

Kubin Company's relevant range of production is from 27,000 to 29,000 units.

If Kubin Company produces and sells 28,000 units, is it within the relevant
range?

Yes, producing and selling 28,000 units is within the relevant range of 27,000 to 29,000 units.

Why is understanding the relevant range important for Kubin Company?

Understanding the relevant range helps Kubin Company accurately analyze costs, manage production levels,
and make informed financial decisions within the range where costs behave predictably.

What happens to cost behavior when production exceeds the relevant
range?

When production exceeds the relevant range, fixed and variable costs may no longer behave predictably,
potentially leading to changes in cost structures and the need for new cost analysis.

How does producing at 28,000 units benefit Kubin Company within its
relevant range?

Producing at 28,000 units allows Kubin Company to operate efficiently within its cost behavior assumptions,
optimizing production without incurring additional costs associated with outside-range production levels.

Can Kubin Company apply the same cost estimates at 29,500 units?

No, since 29,500 units fall outside the relevant range, cost estimates may no longer be accurate, and the
company might need to reassess its cost behavior assumptions.

Additional Resources
Kubin Company's Relevant Range of Production Is 27,000 to 29,000 Units When It Produces and Sells
28,000

Understanding the concept of the relevant range is vital for analyzing a company's cost behavior and
operational efficiency. In Kubin Company's case, the relevant range is between 27,000 and 29,000 units, with a
production and sales volume of 28,000 units. This specific data point offers several insights into the
company's operational dynamics, cost structures, and decision-making processes. Let’s explore this in depth.

---

What Is the Relevant Range of Production?

The relevant range refers to the span of activity levels—typically measured in units of production—within
which the company’s cost behaviors and assumptions hold true. Outside this range, costs may change in
unpredictable ways, impacting cost management and planning.



Key Characteristics:
- Cost Behavior Assumption: Within the relevant range, fixed costs remain fixed, and variable costs per unit
stay constant.
- Operational Stability: The company’s facilities, equipment, and labor force are assumed to operate efficiently
within this range.
- Decision-Making Relevance: Cost estimates and budgets are most accurate within this range, providing reliable
data for managerial decisions.

Significance for Kubin Company:
- The relevant range of 27,000 to 29,000 units indicates that the company's cost behavior models are valid
within this span.
- Producing or selling at 28,000 units—right in the middle of this range—means the company operates under
stable cost conditions, facilitating accurate forecasting and planning.

---

Implications of Producing and Selling 28,000 Units

Producing and selling exactly 28,000 units places Kubin Company comfortably within its relevant range,
which has multiple operational and financial implications.

1. Cost Predictability and Accuracy
Since 28,000 units falls squarely within the relevant range, the company can rely on its standard cost
assumptions:
- Fixed Costs: These remain constant within this range, so total fixed costs are predictable.
- Variable Costs: Per-unit variable costs remain stable, facilitating accurate margin and profit calculations.

2. Operational Efficiency
Operating at 28,000 units indicates that:
- The company's resources—labor, machinery, and materials—are being utilized efficiently.
- There is minimal risk of cost fluctuations due to capacity constraints or underutilization.

3. Margin and Profitability Analysis
At this production level:
- The contribution margin per unit remains consistent.
- Profit margins can be estimated with high confidence, aiding in strategic planning.

4. Capacity Utilization
Producing 28,000 units within the 27,000–29,000 range suggests:
- Near-optimal utilization of production capacity.
- Potential for economies of scale, depending on the company's fixed costs structure.

---

Cost Behavior Analysis at 28,000 Units

Understanding how costs behave at this production level is crucial for effective budgeting and decision-making.

Fixed Costs
- Remain unchanged within the relevant range.
- Examples include rent, salaries of permanent staff, depreciation, and insurance.
- Since the activity level is within the range, fixed costs are spread over a sufficient number of units, resulting
in a stable fixed cost per unit.



Variable Costs
- Change proportionally with the level of production.
- Examples include raw materials, direct labor, and supplies.
- With production at 28,000 units, the variable cost per unit is expected to be constant, ensuring predictable
total variable costs.

Total Costs
- Sum of fixed and variable costs.
- Total costs at 28,000 units can be accurately forecasted using the cost behavior assumptions within the
relevant range.

---

Cost-Volume-Profit (CVP) Analysis at 28,000 Units

Kubin Company can perform more reliable CVP analysis because its production level is within the relevant
range.

Break-Even Point
- The sales volume at which total revenue equals total costs.
- Accurate identification depends on fixed and variable costs remaining stable within the relevant range.

Profit Planning
- With 28,000 units, the company can determine expected profits based on sales price and cost structure.
- Sensitivity analysis becomes more reliable when operating within the relevant range.

Margin of Safety
- Measures how much sales can drop before the company incurs losses.
- Operating at 28,000 units enhances confidence in margin calculations.

---

Operational and Strategic Considerations

Capacity Planning
- Being within the relevant range suggests that the current capacity is adequate.
- The company must evaluate whether to scale production up or down based on market demand and cost
considerations.

Cost Control
- Stable cost behavior within the relevant range allows for effective cost control strategies.
- Any deviations outside this range could lead to increased per-unit costs or inefficiencies.

Pricing Strategies
- Consistent costs support stable pricing strategies.
- The company can confidently set prices knowing its cost structure is predictable at this volume.

Expansion or Contraction
- If demand increases beyond 29,000 units, the company may face cost increases or need additional capacity.
- Conversely, if demand drops below 27,000 units, fixed costs per unit may rise, impacting profitability.

---



Limitations of the Relevant Range Concept in Kubin Company

While the relevant range provides useful insights, it is not without limitations:

- Static Assumption: It assumes costs behave linearly within the range, which may not hold true at the
extremes.
- External Factors: Changes in market conditions, input prices, or technology can alter cost behavior outside
the range.
- Capacity Constraints: Physical or logistical limitations may prevent the company from operating exactly at
28,000 units, requiring adjustments.
- Potential for Cost Changes: Beyond the range, fixed costs may increase if new facilities are needed, or
variable costs may fluctuate due to supplier changes.

---

Conclusion: The Significance of Operating at 28,000 Units

Kubin Company's choice to produce and sell 28,000 units—squarely within its relevant range of 27,000 to
29,000 units—demonstrates strategic stability and operational efficiency. This level of activity provides a
reliable foundation for cost estimation, profit analysis, and decision-making. It allows management to
confidently predict costs, evaluate profitability, and plan for future operations, knowing that the
assumptions about cost behavior are valid.

However, as market conditions evolve, the company must remain vigilant about the boundaries of its relevant
range. Expanding beyond 29,000 units or reducing below 27,000 units could introduce cost variability and
operational challenges. Therefore, ongoing analysis and capacity planning are essential to maintain optimal
performance within the relevant range.

In summary, operating at 28,000 units within the relevant range offers Kubin Company a stable platform for
financial planning and operational control, ultimately contributing to sustainable growth and competitive
advantage.
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