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Understanding the concept of the relevant range is vital for effective managerial decision-
making, especially in cost accounting and production planning. In the case of Kubin
Company, the relevant range of production spans from 13,000 to 18,000 units. When the
company produces and sells 15,500 units, it operates comfortably within this range, which
has significant implications for its cost behavior, budgeting, and profitability analysis. This
article explores the concept of the relevant range, its importance to Kubin Company, and
how operating at 15,500 units influences costs and decision-making.

What Is the Relevant Range?

The relevant range refers to the level of production or activity within which the
assumptions about fixed and variable costs remain valid. It is a key concept in cost
behavior analysis, as it helps management understand how costs will behave as production
levels change within a specific range.

Characteristics of the Relevant Range

- Cost Behavior Consistency: Within this range, fixed costs remain constant in total, and
variable costs change proportionally with production volume.

- Operational Assumptions: It assumes that resources, machinery, and labor capabilities
are sufficient to operate efficiently at these levels.

- Decision-Making Utility: It provides a realistic boundary for predicting costs and profits
based on expected production volumes.

Why Is the Relevant Range Important?

- It ensures accuracy in cost estimation.

- It aids in budgeting and financial planning.

- It guides managers in setting sales targets and production levels.

- It helps avoid misinterpretation of costs outside this range, where cost behavior may
change unpredictably.



Kubin Company's Relevant Range and Its
Significance

Kubin Company’s relevant range of 13,000 to 18,000 units indicates that the company’s
cost behavior assumptions are valid within this span. When the company produces and
sells 15,500 units, it is operating squarely within this range, which has several
implications:

Cost Behavior at 15,500 Units

- Fixed Costs: These costs (e.g., rent, salaries, depreciation) are expected to remain
unchanged at the total amount, assuming production stays within the relevant range.

- Variable Costs: These costs (e.g., raw materials, direct labor) will increase proportionally
with the number of units produced and sold, meaning they will be predictable at 15,500
units.

- Total Costs: The sum of fixed and variable costs at 15,500 units can be accurately
estimated using the cost formulas applicable within the relevant range.

Operational Efficiency and Capacity

- Operating within the relevant range suggests that Kubin Company’s production facilities
are neither underutilized nor overstrained.

- Producing 15,500 units indicates that the company is utilizing its capacity efficiently,
avoiding the complexities associated with operating outside the designated range.

Cost Estimation and Budgeting at 15,500 Units

Accurate cost estimation is critical for profitability analysis and strategic planning. When
operating at 15,500 units, Kubin Company can:
e Use the linear cost formulas derived within the relevant range to estimate total costs.
e Calculate expected profit margins with confidence, knowing costs are predictable.

e Identify potential cost savings or efficiencies if production is increased or decreased
within the range.



Sample Cost Calculation

Suppose the fixed costs are $200,000, and the variable cost per unit is $10 when operating
within the relevant range. Then:

- Total Fixed Costs: $200,000
- Total Variable Costs at 15,500 units: 15,500 units X $10 = $155,000
- Total Costs: Fixed ($200,000) + Variable ($155,000) = $355,000

This straightforward calculation facilitates quick decision-making and financial analysis.

Implications of Operating Within the Relevant
Range

Operating within the relevant range, particularly at 15,500 units, offers several strategic
advantages for Kubin Company:

Predictability and Stability

- Cost estimates are reliable.
- Financial forecasts are more accurate.
- Budgeting becomes more straightforward.

Optimal Resource Utilization

- Production facilities are used efficiently.
- Capacity planning aligns with current operations.
- The company can plan maintenance or upgrades during periods of normal operation.

Decision-Making Confidence

- Pricing strategies can be confidently based on predictable costs.
- Investment decisions can be justified with accurate cost projections.
- Expansion plans can be evaluated within the known parameters of the relevant range.

What Happens If Production Exceeds or Falls



Below the Relevant Range?

While Kubin Company currently operates within the 13,000 to 18,000 units range,
deviations outside this span may lead to unpredictable costs:

¢ Below 13,000 units: Fixed costs per unit increase because fixed costs are spread
over fewer units, potentially making production less profitable.

e Above 18,000 units: Capacity constraints, overtime costs, or need for additional
resources may alter fixed and variable costs, invalidating earlier cost assumptions.

Understanding these boundaries helps management avoid decisions based on inaccurate
cost information.

Strategic Insights for Kubin Company

Given the relevant range and current production level, Kubin Company can leverage
several strategic insights:

1. Cost Control and Optimization

- Maintain production within the relevant range to ensure predictable costs.
- Monitor fixed and variable costs regularly to detect any deviations.

2. Capacity Planning

- Plan for future increases or decreases in demand within the range.
- Prepare for potential capacity expansions if sales are projected beyond 18,000 units.

3. Pricing and Profitability Analysis

- Use accurate cost estimates within the relevant range to set competitive prices.
- Analyze profit margins at different production levels within the range.



4. Risk Management

- Recognize that moving outside the relevant range introduces cost unpredictability.
- Develop contingency plans for capacity constraints or inefficiencies.

Conclusion

Kubin Company's relevant range of 13,000 to 18,000 units provides a vital framework for
understanding and managing costs effectively. Operating at 15,500 units, comfortably
within this range, allows the company to utilize its resources efficiently, predict costs
accurately, and make informed strategic decisions. Recognizing the boundaries of the
relevant range helps prevent costly miscalculations and supports sustainable growth. As
the company plans for future production levels, maintaining awareness of this range
ensures that cost behavior assumptions remain valid, enabling continued profitability and
operational success.
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Frequently Asked Questions

What is the significance of Kubin Company's relevant
range of 13,000 to 18,000 units?

The relevant range indicates the level of production within which fixed costs remain
constant and variable costs per unit stay consistent, helping in accurate cost estimation
and budgeting.

Is Kubin Company's production of 15,500 units within



its relevant range?

Yes, producing and selling 15,500 units is within Kubin Company's relevant range of
13,000 to 18,000 units.

How does producing 15,500 units affect Kubin
Company’s cost behavior?

Since 15,500 units fall within the relevant range, the company's fixed costs remain
unchanged, and variable costs per unit are expected to be consistent with previous levels.

What could happen if Kubin Company increases
production beyond 18,000 units?

Producing beyond 18,000 units may lead to costs changing, such as increased variable
costs per unit or the need for additional fixed costs, as it exceeds the relevant range.

Why is it important for Kubin Company to know its
relevant range when planning production?

Knowing the relevant range helps the company accurately estimate costs, set appropriate
sales prices, and make informed decisions about scaling production without unexpected
cost increases.

Can Kubin Company expect the same profit margins
when producing 15,500 units within its relevant range?

Yes, as long as the production remains within the relevant range, profit margins should be
predictable, assuming fixed and variable costs behave as expected within that range.

Additional Resources

Kubin Company's Relevant Range of Production: An In-Depth Analysis of Producing and
Selling 15,500 Units

Understanding the operational scope of a manufacturing firm is essential for strategic
decision-making, cost management, and financial planning. For Kubin Company, the
concept of the relevant range of production—specifically spanning from 13,000 to 18,000
units—serves as a cornerstone for assessing its cost behavior and operational efficiency.
When the company produces and sells 15,500 units, it operates squarely within this
relevant range, which has significant implications both for management and financial
analysis.

This article delves into the nuances of Kubin’s relevant range, exploring what it means,
how it influences costs, and the strategic considerations stemming from producing and
selling 15,500 units. We will examine the relevant range concept in detail, analyze cost
behavior within this range, and discuss how the company's operations at this level impact



financial decision-making.

Understanding the Relevant Range of Production

Definition and Significance

The relevant range of production refers to the span of activity levels—typically measured
in units produced or sold—within which a company's fixed and variable costs behave in a
predictable manner. This range is crucial because:

- Cost Behavior Assumptions Hold True: Within the relevant range, fixed costs remain
constant in total, and variable costs change proportionally with production volume.

- Budgeting and Forecasting: Accurate cost predictions depend on operating within this
range.

- Decision-Making: When production levels fall outside this range, cost relationships may
change, rendering previous cost estimates invalid.

For Kubin Company, this relevant range is from 13,000 to 18,000 units. This means that
when the company produces and sells between these quantities, it can reliably apply its
cost models without significant adjustments.

Why Is the Relevant Range Important?

- Cost Control: Understanding the relevant range helps managers identify when costs
might shift due to scale changes.

- Pricing Strategies: Knowing how costs behave within this range allows for setting
competitive prices while maintaining margins.

- Capacity Planning: It informs decisions about scaling operations up or down.

- Profitability Analysis: Accurate contribution margin calculations depend on stable cost
behavior within this range.

Kubin Company’s Production and Sales at 15,500
Units

Position Within the Relevant Range



Producing and selling 15,500 units positions Kubin Company comfortably within its
relevant range of 13,000 to 18,000 units. This offers several advantages:

- Cost Stability: The company can expect fixed costs to remain unchanged and variable
costs to increase proportionally.

- Operational Consistency: Processes designed for this range are likely optimized for
efficiency.

- Predictability: Financial and managerial forecasts are more reliable.

However, operating near the upper end of this range (close to 18,000 units) might
introduce challenges such as capacity constraints or increased marginal costs, which need
to be managed proactively.

Implications for Cost Behavior Analysis

At 15,500 units, Kubin’s cost structure adheres to the assumptions made within the
relevant range:

- Fixed costs are spread over a larger number of units, reducing the fixed cost per unit.
- Variable costs increase proportionally with production, maintaining consistency in unit
cost calculations.

- Total costs can be reliably estimated using the relevant range cost formulas.

This stability simplifies managerial accounting, enabling accurate budgeting, variance
analysis, and cost control.

Cost Behavior Within the Relevant Range

Fixed Costs

Fixed costs are expenses that do not vary with production volume within the relevant
range. For Kubin, these might include:

- Factory rent

- Salaries of permanent staff
- Depreciation of machinery
- Insurance

At 15,500 units, fixed costs remain constant in total—say, $500,000—regardless of
whether the company produces 13,000 or 18,000 units. As production increases within

this range:

- Fixed cost per unit decreases: For example, at 13,000 units, fixed cost per unit is



~$38.46, while at 15,500 units, it drops to ~$32.26.
- Impact on profitability: Lower fixed cost per unit enhances profit margins at higher
production levels within the range.

Variable Costs

Variable costs fluctuate in direct proportion to production volume. Examples include:
- Raw materials
- Direct labor

- Utility costs tied directly to production

Suppose variable costs per unit are $10. Within the relevant range, total variable costs at
15,500 units would be $155,000, maintaining a consistent per-unit cost.

Total Costs at 15,500 Units

Total costs can be expressed as:

Total Cost = Fixed Costs + (Variable Cost per Unit X Number of Units)
Using the illustrative figures:

- Fixed Costs: $500,000

- Variable Cost per Unit: $10

- Total Variable Costs: $155,000

- Total Costs: $655,000

Per-unit cost at 15,500 units:

Total Costs / Units = $655,000 / 15,500 = $42.26

This per-unit cost is predictable and allows for effective pricing strategies.

Strategic Considerations for Operating at 15,500
Units

Operational Efficiency

Operating within the relevant range allows Kubin to optimize its production processes. At



15,500 units:

- The company benefits from economies of scale, reducing the fixed cost per unit.
- It can assess whether current capacity is sufficient or if expansion is necessary.
- It provides a buffer before reaching capacity constraints at 18,000 units.

Cost Management and Control

Since costs behave predictably, management can implement cost control measures
confidently:

- Monitor variable costs to identify inefficiencies.
- Manage fixed costs to ensure they do not escalate unexpectedly.
- Prepare accurate budgets and forecasts based on stable cost behavior.

Pricing and Profitability

With reliable cost estimates, Kubin can set competitive prices that ensure profitability. For
example:

- If total costs per unit are ~$42.26, the selling price should be above this to generate
profit.

- The company can analyze contribution margins and determine sales targets needed to
achieve desired profits.

Capacity and Scalability

Producing at 15,500 units provides room to scale up towards 18,000 units:

- Evaluate if current machinery and workforce can handle increased production without
significant additional costs.

- Plan for potential investment if market demand justifies operating at the upper end of the
relevant range.

Potential Challenges and Management Strategies

While operating within the relevant range offers many advantages, potential challenges
include:

- Capacity Constraints: Approaching the maximum of 18,000 units may require capacity
expansion.



- Cost Fluctuations Outside the Range: If sales increase beyond 18,000 units, cost behavior
may change, invalidating previous assumptions.

- Variable Cost Variability: Unexpected increases in raw material prices can affect variable
costs.

To mitigate these issues, Kubin should:

- Regularly review capacity and production capabilities.
- Establish flexible supply chain arrangements.
- Monitor cost drivers closely to anticipate changes.

Conclusion: The Significance of the Relevant
Range at 15,500 Units

Kubin Company’s production and sales of 15,500 units exemplify optimal operation within
its relevant range of 13,000 to 18,000 units. This positioning ensures predictable cost
behavior, stable profit margins, and strategic flexibility. Operating within this range allows
management to leverage economies of scale, maintain cost control, and plan future growth
effectively.

As the company continues to produce at this level, it can confidently forecast costs, set
appropriate pricing strategies, and assess capacity needs. However, vigilance is necessary
to monitor market demand and operational capacity, especially as production approaches
the upper limit of the relevant range.

Ultimately, understanding and leveraging the relevant range is vital for Kubin’s sustained
profitability and competitive advantage in its market niche. Proper management within
this framework ensures that the company remains agile, efficient, and poised for future
growth.
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