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Understanding the concept of relevant range and its implications on manufacturing and
cost behavior is vital for effective managerial decision-making. For Kubin Company, the
relevant range of 28,000 to 31,500 units signifies the production volume boundaries within
which the company's cost structure remains consistent. Producing and selling 29,750 units,
which falls comfortably within this range, allows the company to operate under predictable
cost behaviors, facilitating accurate budgeting, cost control, and profit analysis. This article
explores the significance of the relevant range, its impact on variable and fixed costs, and
how Kubin Company can leverage this understanding for strategic planning.

What Is the Relevant Range?

Definition and Importance

The relevant range refers to the span of activity levels—such as units produced or
sold—within which the company's cost behaviors remain stable. Within this range, variable
costs change proportionally with production volume, and fixed costs stay constant in total.
Outside this range, cost behaviors can become unpredictable due to factors like equipment
limitations, increased overhead, or economies of scale.

Understanding the relevant range is crucial because:

¢ |t aids in accurate cost estimation.
e |t supports effective budgeting and forecasting.

¢ |t ensures managerial decisions are based on reliable cost behavior assumptions.

Relevance to Cost Behavior Analysis

Cost behavior analysis involves classifying costs as either fixed or variable. The relevant
range defines the scope within which these classifications hold true. For Kubin Company,
operating within the 28,000 to 31,500-unit range means that:



- Variable costs per unit remain consistent.
- Total fixed costs are unchanged.
- Cost estimation models remain valid.

Outside this range, costs may behave differently, requiring re-evaluation of cost
assumptions.

Implications of Producing and Selling 29,750
Units

Position Within the Relevant Range

Kubin Company's production and sales volume of 29,750 units is well within the relevant
range. This positioning has several implications:

* Cost estimates based on existing cost behavior models are applicable.

e The company can expect predictable total costs and profit margins.

* Operational decisions can be made with confidence in cost stability.

Cost Behavior at 29,750 Units

At this volume, Kubin Company benefits from the stability of cost behaviors:

- Variable Costs: These increase proportionally with the 29,750-unit production, allowing
for straightforward per-unit cost calculations.

- Fixed Costs: Remain constant regardless of slight fluctuations within the range,
simplifying total cost analysis.

This stability enables accurate contribution margin analysis and profitability assessments.

Analyzing Cost Structures at Different Production
Levels



Within the Relevant Range
When operating within 28,000 to 31,500 units:
e Variable costs are proportional and predictable.

e Fixed costs are stable in total, allowing for consistent profit analysis.

e Cost-volume-profit (CVP) analysis tools are reliable.

Kubin can confidently use these cost behaviors to determine break-even points, target
profits, and pricing strategies.

Outside the Relevant Range
Producing below 28,000 units or above 31,500 units can lead to:

e Variable costs per unit changing due to inefficiencies or economies of scale.

e Fixed costs potentially increasing (e.g., additional facilities) or decreasing (e.g.,
utilization of existing capacity).

¢ |[naccurate cost estimates, leading to flawed decision-making.

Understanding these potential shifts is essential for strategic planning, especially if the
company considers expanding or reducing production.

Strategic Implications for Kubin Company

Production Planning and Capacity Management
Given that 29,750 units is within the relevant range, Kubin should consider:

1. Maintaining production levels within the range to ensure cost predictability.

2. Monitoring capacity utilization to avoid exceeding 31,500 units, which could trigger
cost behavior changes.



3. Planning for expansion if market demand exceeds 31,500 units, understanding that
cost behaviors may shift outside the current range.

Cost Control and Efficiency

Operating within the relevant range allows Kubin to:
- Implement standard cost controls based on stable cost behaviors.

- ldentify inefficiencies that cause costs to deviate from expected patterns.
- Use variance analysis effectively to manage operational performance.

Pricing and Profitability Analysis

Reliable cost data within the relevant range supports:

- Setting competitive prices that cover costs and generate desired profit margins.

- Conducting sensitivity analysis to understand how changes in sales volume impact
profitability.

- Making informed decisions about product lines or markets based on cost and volume
projections.

Potential Challenges and Considerations

Capacity Constraints

While operating within the relevant range offers stability, exceeding the upper limit of
31,500 units may lead to:

- Increased variable costs per unit due to overtime or expedited shipping.
- Fixed costs rising if additional facilities or equipment are purchased.
- Diminished cost predictability, complicating budgeting.

Kubin must evaluate whether current capacity can meet future demand without pushing
beyond the relevant range.

Economies and Diseconomies of Scale

Producing more than 31,500 units might lead to:

- Economies of scale: Reduced per-unit costs due to operational efficiencies.



- Diseconomies of scale: Increased per-unit costs caused by overutilization, inefficiencies, or
management complexities.

Understanding where these effects occur helps Kubin optimize production levels.

Adjusting Cost Models for External Changes

External factors such as technological advancements, supplier price changes, or labor
market shifts can alter cost structures. Kubin should periodically review cost behaviors to
ensure models remain valid within the relevant range.

Conclusion

Kubin Company's production and sales volume of 29,750 units sits comfortably within its
relevant range of 28,000 to 31,500 units, which is advantageous for cost management and
strategic decision-making. Operating within this range ensures the stability of variable and
fixed costs, enabling accurate cost estimation, effective budgeting, and reliable profitability
analysis. However, to sustain its competitive edge and financial health, Kubin must monitor
capacity utilization carefully, anticipate potential shifts outside the relevant range, and
adapt its cost models accordingly. Strategic planning should focus on maintaining
operations within this range or preparing for capacity expansion if market demand justifies
exceeding the upper limit. Ultimately, understanding and leveraging the concept of the
relevant range empowers Kubin Company to make informed, data-driven decisions that
support long-term growth and profitability.

Frequently Asked Questions

What is the relevant range of production for Kubin
Company?

The relevant range of production for Kubin Company is from 28,000 to 31,500 units.

If Kubin Company produces and sells 29,750 units, is
this within its relevant range?

Yes, producing and selling 29,750 units is within the relevant range of 28,000 to 31,500
units.

Why is understanding the relevant range important for
Kubin Company?

It helps the company determine cost behaviors and avoid inaccuracies in cost estimation
outside this range.



What could happen if Kubin Company produces more
than 31,500 units?

Producing beyond 31,500 units may lead to cost behaviors that are not predictable based
on the current relevant range, potentially causing cost estimation errors.

How does the relevant range impact Kubin Company's
cost management?

It ensures that cost estimates and budgets are accurate within the specified production
levels, aiding effective cost control.

Is producing 29,750 units within the optimal production
range for Kubin Company?

Yes, since 29,750 units falls well within the relevant range of 28,000 to 31,500 units,
indicating optimal production levels.

What are fixed costs in the context of Kubin Company’s
relevant range?

Fixed costs remain constant within the relevant range, regardless of production volume,
which for Kubin is between 28,000 and 31,500 units.

Can the variable costs per unit change within the
relevant range for Kubin Company?

No, variable costs per unit typically remain constant within the relevant range; only total
variable costs change with production volume.

How might exceeding the relevant range affect Kubin
Company’s cost analysis?

It could lead to inaccurate cost predictions because cost behaviors outside the relevant
range may differ, affecting budgeting and decision-making.

What actions should Kubin Company take if demand
exceeds 31,500 units?

The company should reevaluate its cost structure, possibly expand its relevant range, or
implement new cost controls to accommodate higher production levels.



Additional Resources

Kubin Company’s Relevant Range of Production Is 28,000 to 31,500 Units. When It Produces
and Sells 29,750, What Does That Mean?

Understanding the concept of the relevant range of production is vital for managers and
financial analysts alike. For Kubin Company, which operates within a specific production
window—28,000 to 31,500 units—knowing where current operations fall within this range
can significantly impact decision-making, cost control, and profitability analysis. When the
company produces and sells 29,750 units, it is operating comfortably within its relevant
range, but what does this mean for its costs, pricing, and overall operational strategy? This
guide explores the core principles behind relevant ranges, how to interpret production
levels, and the implications for Kubin Company’s financial health.

What Is the Relevant Range of Production?

The relevant range of production refers to the span of activity levels over which a
company's fixed and variable costs remain consistent. Within this range:

- Fixed costs are assumed to stay constant.
- Variable costs per unit are assumed to stay constant.
- The relationship between total costs and activity levels remains predictable.

This concept is essential because it helps managers forecast costs, set budgets, and
analyze profitability accurately. Beyond this range, costs can change—fixed costs may
increase due to additional capacity needs, and variable costs per unit might fluctuate due
to economies or diseconomies of scale.

The Relevance of Kubin Company’s Production Range
Kubin Company’s relevant range is specified as 28,000 to 31,500 units. This means:

- At or below 28,000 units: Fixed costs are still covered, but the company might face
constraints or inefficiencies if it operates below this threshold.

- Between 28,000 and 31,500 units: Costs behave predictably; fixed costs remain stable,
and variable costs per unit don’t fluctuate.

- Beyond 31,500 units: The company may need to invest in additional capacity, leading to
changes in fixed costs or variable costs per unit.

When Kubin produces and sells 29,750 units, it is operating within this key range, ensuring
cost assumptions remain valid and financial forecasts remain accurate.

Why Does the Relevant Range Matter?

Understanding the relevant range influences several critical aspects of business planning:



- Cost Estimation: Fixed costs are constant only within this range; outside it, they may
increase.

- Pricing Strategies: Knowing how costs behave helps in setting competitive yet profitable
prices.

- Profitability Analysis: Accurate break-even points depend on fixed and variable costs
within the relevant range.

- Capacity Planning: Recognizing when production exceeds or falls below this range alerts
management to potential capacity expansion or reduction needs.

How Does Operating at 29,750 Units Affect Kubin Company?

Since 29,750 units fall comfortably within the 28,000 to 31,500 units range, Kubin Company
benefits from:

- Cost Stability: Fixed costs are likely unchanged, simplifying cost-volume-profit (CVP)
analysis.

- Predictable Variable Costs: Variable costs per unit remain consistent, enabling accurate
profit margin calculations.

- Efficient Operations: Operating within the optimal range suggests effective capacity
utilization.

However, staying within this range also means the company needs to monitor market
demand carefully to avoid exceeding capacity, which may necessitate expansion, or
operating below the minimum, which could imply underutilization.

Analyzing Cost Behavior at 29,750 Units

Fixed Costs:

- Remain constant within the relevant range.

- Examples include rent, salaries, and depreciation.

- For Kubin, these costs do not change when producing 29,750 units.

Variable Costs:

- Per-unit costs remain stable; total variable costs increase proportionally with production.

- Examples include raw materials, direct labor, and energy costs per unit.

- At 29,750 units, total variable costs are calculated as per-unit variable costs times 29,750.

Total Costs:

- Sum of fixed and variable costs.

- Since costs behave predictably within the range, total costs at 29,750 units can be
estimated precisely.

Practical Implications for Kubin Company

1. Cost Control and Efficiency
- Operating within the relevant range allows Kubin to control costs effectively.
- Any deviations from expected costs might signal operational issues or the need to adjust



strategies.

2. Pricing Decisions
- Stable costs enable Kubin to set prices confidently.
- The profit margin per unit can be accurately projected.

3. Break-even Analysis
- The break-even point depends on fixed costs and contribution margin.
- Since the company is within the relevant range, break-even calculations are reliable.

4. Capacity Planning

- Operating at 29,750 units suggests near-optimal utilization.

- If demand increases, the company must consider capacity expansion if exceeding 31,500
units.

- Conversely, if demand drops, production below 28,000 units might lead to underutilized
resources.

Strategic Considerations

What if Production Exceeds 31,500 Units?

- Fixed costs might increase due to new equipment, additional staff, or expanded facilities.
- Variable costs per unit might decrease due to economies of scale, or increase if rapid
expansion leads to inefficiencies.

What if Production Falls Below 28,000 Units?

- Fixed costs remain fixed, but per-unit fixed costs increase.

- Cost per unit rises, squeezing profit margins.

- The company might need to adjust its strategy to maintain profitability.

Potential for Capacity Expansion

- If market demand consistently exceeds 31,500 units, Kubin may explore capacity
expansion.

- This involves capital investment and potentially higher fixed costs but allows for increased
sales volume.

Summary: The Significance of Operating at 29,750 Units

Operating at 29,750 units within the 28,000 to 31,500 units relevant range positions Kubin
Company advantageously. It benefits from predictable costs, straightforward financial
analysis, and operational stability. Still, the company must continuously monitor production
levels relative to its relevant range to avoid unintended cost increases or capacity
constraints.

Final Thoughts



The concept of relevant range of production is a cornerstone of managerial accounting and
strategic planning. For Kubin Company, operating at 29,750 units within the defined
relevant range provides a solid foundation for cost control, pricing, and profitability
analysis. Recognizing where operations fall within this range enables informed decisions
about future capacity, investments, and market expansion. As markets evolve and demand
fluctuates, maintaining awareness of these operational boundaries will help Kubin stay
competitive and financially healthy.

Remember: The relevant range is not static. Companies like Kubin should regularly review
their capacity and cost structures to adapt to changing market conditions and operational
needs.
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