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Sessions 9, 10 and 11
Session 9
1. Relevant Range
Relevant range refers to a certain level of volume or activity within which a company is expected to operate (Borad, 2019). An organization’s relevant range identifies its highest and lowest limits of activity or production volume within which the fixed costs are not altered (Lecture 9, n.d.). In this case, the fixed costs refer to any costs that are not altered by changes in the amounts of products or services provided by an organization (Obaidullah, 2019). Since the fixed costs of an organization can’t stay the same forever, fixed costs only remain definite if the organization’s activity is sustained at the same level within certain limits (Obaidullah, 2019). As such, the relevant range is defined by these limits, which can be essential to an organization’s business strategy (Obaidullah, 2019). For instance, defining the relevant range for a company can assist the accounting department in estimating an appropriate budget for particular business activity (Obaidullah, 2019). Therefore, the relevant range is crucial to the creation of an organization’s financial plans and objectives (Obaidullah, 2019). Additionally, the cost functions within the relevant range are assumed to be linear (Lecture 9, n.d.). The cost functions, in this case, can be used to refer to the relationships between the organization’s costs and activity (Caplan, 2010). Defining an organization’s relevant range can also be important for cost accounting, where the organization tracks every cost sustained and how these costs can be regulated for maximum profitability (Obaidullah, 2019). Consequently, the relevant range forms the premise upon which an organization determines whether a particular cost is fixed or variable (Borad, 2020).
2. Examples of Variable and Fixed Costs
In accounting, variable costs refer to the organizational costs that are dependent on the number of services or products manufactured by the organization (Nickolas, 2021). As such, the variable costs in an organization may rise or reduce depending on the activities of the organization at a particular time, such that an increase in the production volume raises the variable costs and vice versa (Nickolas, 2021). Similarly, variable costs vary across companies in different lines of business (Nickolas, 2021). Accordingly, it is not helpful to evaluate a company’s variable costs relative to another company in another business line (Nickolas, 2021). Variable costs are calculated by “multiplying the quantity of output by the variable cost per unit of output” (Nickolas, 2021). As such, the calculation for variable costs is basic and often involves the costs related to the workforce and resources for creating certain products (Nickolas, 2021). Therefore, common examples of variable costs are labor, commissions, packaging, and raw materials for production (Nickolas, 2021).
Conversely, an organization’s fixed costs are not altered based on the production volume for the organization (Nickolas, 2021). As such, the fixed costs remain constant regardless of the changes in business activity (Lecture 9, n.d.). In this sense, fixed costs are unavoidable for any organization (Nickolas, 2021). However, while discretionary fixed costs can be temporarily altered by the organization (e.g., advertising), committed fixed costs are more difficult to alter (e.g., rent) (Lecture 9, n.d). Examples of fixed costs include lease and rent payments, utilities, insurance, certain salaries, and interest payments (Nickolas, 2021).


Session 10
1. Responsibility of the Accounting Department
In an organization, the accounting department is generally responsible for various activities related to billing, budgetary functions, financial reports, payments, and tax assessment (Bragg, 2020). The accounting department gathers details regarding client orders and uses these details to make invoices that are distributed to these clients (Bragg, 2020). Additionally, the department prepares the budget that is used to guide the organization’s activities over certain periods (Bragg, 2020). The accounting department also acquires details regarding the duration and amount of work done by employees, which are then used to calculate the payments for each employee using the rates approved by the human resource department (Bragg, 2020). The department also oversees the release of the payments to the employees and any deductions that need to be made (Bragg, 2020). Additionally, the accounting department conducts an intrinsic assessment to determine the desirability of various business lines, clients, and certain areas (Bragg, 2020). This helps the organization to select an alternative that would result in a more sustainable profit. The accounting department also identifies and traces any unpaid remittances from clients after which they create several measures to acquire such remittances (Bragg, 2020). Furthermore, the accounting department creates an approximation of the taxable income to be created by the organization and ensures consistent payment of the approximated income tax amounts to the government (Bragg, 2020). In some organizations, the accounting department may also be responsible for providing credit services to clients, especially if there is no treasury department (Bragg, 2020). As such, the accounting department plays a crucial role in the financial regulation of an organization.
2. Advantage of having 2 costs pools (one for fixed costs and one for variable costs) for each service department.
Cost pooling refers to the process where different costs are grouped, usually based on the departments or service center (Bragg, 2017). These cost pools are then used to allocate costs to different departments (Bragg, 2017). As such, cost pools are mostly used to allocate the costs used in the production of particular products based on various accounting strategies (Bragg, 2017). Additionally, cost pools are utilized in activity-based costing to assign costs to various activities (Bragg, 2017). In activity-based costing, the overhead and indirect costs such as salaries and utilities are allocated to the products and services based on business activities, which are any event, unit of work, or task with a particular objective (Kenton, 2020). Having two cost pools, one for fixed and one for variable costs for each service department, has several advantages. For one, it allows the business to assign costs at a very high level of detail (Bragg, 2017). This is because the organization can be more specific through attaching costs to activities, thus promoting budget management and accurate checking of the department’s expenses (Kokemuller, 2021). Therefore, using two cost pools reduces the chances of over-costing simple, high-volume products and under-costing complicated low-volume products or services (Lecture, 10, n.d.). As such, this may enhance the organization’s cost control since it is more convenient to assess the areas that require cost enhancements by identifying various business activities (Lecture 10, n.d.). Nonetheless, using two pools may be more costly and may complicate the process of determining the incremental cost of manufacturing a specific product (Lecture 10, n.d.).


Session 11
1. How would a manager use economic theory to determine the profit-maximizing price for a service or product?
The economic theory assumes that there is a relationship between the demand for a product or service and its price (Lecture 11, n.d.). According to this theory, a drop in the price of a product or service is associated with an increase in the demand for the product (Lecture 11, n.d.). Using this theory, a manager can identify the profit-maximizing price for any product by following several steps after estimating the amount of the particular product that is demanded at various prices (Lecture 11, n.d.). Firstly, for a particular price, the contribution margin per unit (UCM) is calculated by subtracting unit variable costs (UVC) from the price (Lecture 11, n.d.). In this case, the variable costs refer to any costs that are altered by changes in business activities (Lecture 11, n.d.). Next, the manager should calculate the total contribution margin (TCM) by multiplying the unit contribution margin (UCM) by the amount of demand at a particular time by the customers (Lecture 11, n.d.). Afterward, the profit is determined by subtracting the total fixed costs from the total contribution margin (Lecture 11, n.d.). Lastly, the price that results in the largest profit is selected by the manager (Lecture 11, n.d.). However, in determining how profit can be maximized using the economic theory, it is challenging to approximate the demand function for a particular product (Lecture 11, n.d.). In this case, the demand function refers to the relationship between price and the quantity demanded at a particular time (Lecture 11, n.d.). As such, while aiming to avoid estimating the demand function, various organizations often adopt the cost-plus pricing approach instead of pricing that maximizes their profits (Lecture 11, n.d.). 
2. What is the process of target costing? How is the target cost calculated?
Target costing refers to a comprehensive method that allows a business to effectively determine its product features, product price, product cost, and product design (Lecture 11, n.d.). This process is essential in enabling the producer of certain goods to maximize the number of profits that can be obtained from a particular product or service (Lecture 11, n.d.). When conducting target costing, the business begins by first identifying the product features and providing an appropriate price (Lecture 11, n.d.). This price should take into account the various costs of production, as well as other factors such as the demand for the product at that particular time (Lecture 11, n.d.). Next, a desired level of profit is identified by the business, after which the target cost is calculated (Lecture 11, n.d.). Subsequently, the product is designed to meet the target cost (Lecture 11, n.d.). Target costing can be essential when introducing a new product or service to the market such that cross-functional product development teams made up of staff from engineering, marketing, and cost-accounting are involved (Lecture 11, n.d.). Cross-functional teamwork helps ensure good communication among the parties involved in the product development/pricing process (Lecture 11, n.d.). Target costing can help organizations to identify how they can minimize costs, although this is more difficult for manufacturing companies since once a new product is designed (i.e., the product’s features are specified, detailed engineering plans are made, and manufacturing of the product is ready to commence), it is more challenging to make changes that will reduce costs (Lecture 11, n.d).
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