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1 Rumble, G. 2001 ‘Analysing costs/benefits for distance education
programmes’ in Knowledge Series Vancouver: Commonwealth of Learning.
A colour version can be downloaded from
http://www.col.org/Knowledge/pdf/ks_costs.pdf

2 Dodds,T. 1983 Administration of distance teaching institutions: a manual,
Cambridge: International Extension College (extract Unit 6, pp 129-154)

3 Annualisation Factors

Note on copyright
Individuals may reproduce these copyright materials for their own personal
educational use only. Reproduction for other purposes or transmission of any
such content is strictly prohibited except by permission of the copyright
holder of individual materials.

Note on quality of reproduction
Readers may find the reproduction quality of these readings varies.This is
dependent on the quality and format of the original copies. In some cases,
alternative web links have been provided.
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Unit 8: Costs and budget

As managers we often have to make financial decisions. And we need to make administrative
decisions which are affected by finance. The aim of this unit is to help with such decisions. To
do so we need to be able to answer the following questions:

How do we decide on financial priorities?

How do we find out how each department and each course of our organisation costs?

How do we find out how much it would cost to run a new course?

If a course looks too expensive, what can we do about it?

How do we work out a budget for future expenditure?

We are therefore looking at ways of analysing costs and of using that information for budgeting,
for financial management and management more generally. The unit will show how we can
make such an analysis and give us practice in doing the calculations involved.

We have five specific objectives:

1.  (for everyone) to be able to analyse the costs of an institution a nd  so see  ho w
m u ch  par t i c ul a r  ac t i v i t i es  cos t ; 

2.  ( f or  ever yo ne)  t o be ab l e t o  use  th i s  in f o r m at i on  in  bud get i n g f or  a di st anc e - 
t e ac hi ng in st i t u t i on or  de pa r t m en t ; 

3.  ( f or  ever yo ne)  t o be ab l e to  see fr om  an  anal ys i s of  t he co st s  how  ch an ges  i n a
co ur se  or  a pr oj ec t  wi l l  af f ec t  i t s  co st s; 

4.  ( f or  ever yo ne)  gi v en a st a nd ar d m et hod ,  t o  be abl e to wo r k  ou t  the  cos t s of  a
pa r t i c ul a r  cou r s e; 

5.  (for enthusiasts) to be able to improve the method.

How do we decide on financial priorities?

We’re likely to ask four key questions about costs.

I s  di s t an ce  te ac hi ng ch eap er  t han  conv en t i ona l  edu ca t i on? 

Do es  i t  m ak e f i n an ci a l  sen se  t o r un  a pa r t i cu l a r  cou r s e or  to us e a par t i c ul ar  te ac hi n g
m e t h od ?

Ho w mu ch do es it  cost  t o r un  any on e dep ar t m e nt  in  our  in st i t u t i on ?

Ho w do  we  f or e ca st  th e cos t s  of  t he  wh ol e ins t i t ut i o n for  a gi ve n per i o d of  ti m e? 
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The first of these is often answered before our own institution exists and is reflected in the
decision to set up a distance-teaching unit. It must also be asked in relation to particular new
projects in order to decide who runs them and how. It can only be answered, of course, if we
can work out the real costs of that project by distance teaching and the real costs of it by
conventional methods. Such information often does not exist or if it does it is very difficult to
make the comparisons. We don’t look at this question in any detail here. If you want to explore
it further see our Broadsheet, The cost of distance education.

T h e se con d and  t hi r d qu est i o ns  re qu i r e  us to br eak  dow n t he  co st s of  ou r  work. We will
examine how to do this in the next part of this unit, pages 132  t o 144 .  T he se  se ct i on s co nce r n 
ho w we  ch oo se to  spen d mon ey  on one  pa r t  of  our  wo r k  r at h er  th an  anot he r .  Th us  th ey  ar e
ab ou t  pr i or i t i es .  And ,  as ed uc at i on al  pr i o r i t i e s m ay  be det er m i n ed  by  f i na nc i a l  one s,  we 
ca nn ot  ha pp i l y  dod ge fi nan ci al  is su es.  T hu s i t  is ne ce ssa r y  to  ana l ys e our  cos t s if  ou r  bu dge t 
i s  t o be us ed mo st  wi se l y;  i t  is ne ces sa r y  if  we ar e  t o al l oca t e  r eso ur ces  wi s el y  t o one  pr oj ec t 
r a t h er  th an  an ot he r .  An d it is necessary if we are to compete for funds against other agencies
and wan t  to sh ow th at  we  can ma ke  go od  us e of  re so ur c es .  On th e ot h er  ha nd  th er e ar e 
ar gu m e nt s  agai ns t  con t r ol l i n g fi n an ce to o st r i c t l y :  th e une xpe ct ed ,  t he  sp ec ul at i ve ,  t he 
i m ag i n at i ve  ne ed  t o pl a y a par t  i n edu ca t i on,  and ti gh t  f i n anc i a l  con t r ol s  m ay  st i f l e th em  al l . 
I n  pr a ct i ce  ev er yo ne wa nt s  som e l ee way  i n hi s  budg et  and ma ny pe op l e wi l l  ma ni pul at e t he i r 
bu dg et s t o pr o vi de  t h i s ,  eve n if  re l u ct a nt  to  adm i t  to  th e fa ct . 

The fourth question relates to the administrator ’ s most regular financial j ob ,  na m e l y  to  pr ep ar e
an  est i m a t e  of  how  mu ch  mo ne y is ne ede d by  th e ins t i t u t i o n for  t he  ne xt  ye ar .  The r e  is 
no t h i n g pec ul i ar  abou t  thi s:  t he techniques of budgeting for distance teaching are largely the
same as they ar e  f or  an y ot h er  so r t  of  pub l i c  ent e r p r i se.  T her e ar e usu al l y th r ee  stages in
working out a budget. First, we need to break down the proposed act i v i t i es  un de r  hea di ngs . 
Ne xt ,  we ca n cal cu l at e,  wi t h  som e  pr ec i s i o n,  fu t ur e ex pen di t ur e an d i nc om e  f or  th at  pa r t  of 
ou r  wo r k fo r  whi ch  co st s and receipts are fixed in advance. Third, there are some figures which
we have to guess; for example, for new activities or for programmes which are l i k el y t o
ex pa nd . 

Mu ch  of  t he  re st  of  t hi s uni t  sho ws  us  how  to  wor k  out  th e cos t s  of  di s t an ce  t eac hi ng.  T hi s
so r t  of  cal cul at i o n i s the  st a r t i ng  po i n t  for  m eas ur i n g al l  fo ur  ki nd s of  qu es t i o n. 

E X E R CI S E  A

List in column (a) the headings which appear in the budget of your own i ns t i t ut i o n ( e. g. 
st af f ,  pr i n t i n g,  r ent ,  of f i c e equ i p m en t ) .  Do yo u t hi nk  th es e hea di ngs  t el l  you  en ou gh
ab ou t  the  cost s an d i nc om e  of  you r  ins t i t u t i o n to be  abl e  t o m ak e fi n an ci a l  de ci s i o ns
ab ou t  wha t  courses you should run, expand, cut down or abandon and to be able to dr a w
up an  acc ur a t e  bu dg et ? I f  not ,  ma ke an ot h er  l i st ,  in co l u m n (b ) ,  of  t he ki nd of  addi t i ona l 
i n f o r m at i on  ab ou t  cos t s  yo u th i nk  you wo ul d nee d i n or der  t o m ak e suc h dec i s i o ns.  ( I f 
yo u do  no t  kno w th e hea di n gs  whi c h act ua l l y app ear  i n a bud get  of  a di s t an ce - t eac hi ng
i n st i t ut i on ,  j us t  com pl et e  col um n  ( b)  wi t h  a li st  sh ow i ng  t he in f o r m a t i on yo u thi nk 
ne ce ss ar y  f or  an  i nst i t ut i on  or  pr o pos ed  i nst i t ut i on  whi c h is fa m i l i a r  to yo u. 
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(a)  Actual headings (b)  Proposed additional information

COMMENT

Different countries and different institutions require different budget formats, so we cannot say
exactly what budget headings your institution has. It is likely, however, that they may include:

Income Expenditure
Government grant Salaries and fees
Student fees Printing and stationery
Special projects grant Books, instructional materials and equipment

Rent, rates, office costs and services
Transport and travel
Equipment

In order to be able to work out the actual figures for the expenditure headings and to make
decisions about how to spend the money you have we think you also need to know:

the total cost of your institution’s central administration;

the total cost of course production, divided into:
the cost of formal courses;
the cost of nonformal courses;

the total cost of radio production;

the total cost of evaluation;

the total cost of publicity.

In order to establish these total departmental costs you will also need to know how they are made
up, which involves analysing:

salaries and fees for each department/section (including regional or field officers);

salaries and fees for each category of part-time or temporary staff (e.g. writers, tutors);

printing costs per volume of stated size and for different lengths of print run;
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number of volumes, students, etc., per course;

proportions of rent/office space required for each function or department;

amount of travelling and transport costs per department and per course;

equipment costs per department, per course, per medium.

These all involve breaking down the costs in different ways. There may well be other details you
will need which we have not thought of, but we think these are the most obvious items. And they
illustrate the need for a more profound analysis of costs and the ability to break them down.

Ho w do  we fi n d out  how  mu ch  ea ch  depa r t m en t  an d eac h cou r s e co st s? 

We  sha l l  tr y t o an swe r  the  que st i on s abo ut  co st s f i r st  fo r  the  P eo pl e ’s  Ed uc at i on  Cent r e 
( P E C ) ,  an d the n as k you  to  wor k out  th e co st s  f or  yo ur  own institution, or for another existing
institution for which information o n co st s  i s ava i l abl e.  He r e  ar e th e bas i c  fa ct s abo ut  PE C. 

P e op l e ’s Ed uca t i on  Ce nt r e

As  we saw  i n Uni t  6,  th e P eo pl e’s  E duc at i o n Cen t r e  i s a di s t an ce - t eac hi ng in st i t u t i on
wh i c h use s bot h co r r e sp ond en ce  an d rad i o .  It  al so ru ns  an  expe r i m e nt a l  pr o j e ct  in  r ur a l 
ed uc at i on  and ha s a r es ear ch  uni t  of  i t s  own.  I t  wor ks  in  P eop l e ’s  $$ ,  who se  val u e li e s
be t w ee n t he  US  $ and th e £ st e r l i ng .  I t  is  fi na nce d pa r t l y by st ud ent  f ees ,  pa r t l y by
go ve r n m en t  gr a nt ,  and  par t l y  by a spec i a l  gr a nt  fo r  it s r ur al  pr oj ect . 

PEC’s courses are mainly but not entirely written by outside authors, and  i t  em p l oy s pa r t - 
t i m e  t ut o r s  wh o ar e pai d f ee s for  m ar k i n g it s  st ud en t s ’ wor k.  As  a se m i - go ve r n m en t 
i n st i t ut i on  it  doe s not  ha ve  t o pay  po st ag e.  It  pr i n t s  it s own  cou r se s. 

I n  197 9 -  t he ye ar  fo r  whi ch  we hav e acc ou nt s  -  it  had  10  000 en r o l m e nt s;  of f e r ed  7
r a di o ser i e s,  fo r  whi ch  th e na t i o na l  br o ad cas t i ng se r v i ce  m et  pr od uct i o n and 
t r an sm i ss i o n cos t s ;  pr i nt e d 45  25 0 vol um es  of  cor r es po nde nc e t ex t s ;  and  ra n it s own 
ve hi cl es,  whi c h tr ave l l ed 18  027 km  in  t ot al . 

A su bs t an t i al  nu m b er  of  PE C st ude nt s dr o p out  of  t he i r  co ur ses .  In  tw o- vol um e cou r s es, 
on l y  t hr e e- qua r t er s of  the  st u den t s  go  on to vo l um e 2.  In  t hr e e- vo l um e cou r s es ,  t hr ee- 
qu ar t e r s go  on  t o vol um e 2,  bu t  onl y t hr ee - f i f t hs go  on t o vol um e 3. 

To make any sound financial plans, or to use financial control as a way of m an ag i ng  t he Ce nt r e
ef f e ct i ve l y ,  we ne ed to  br ea k dow n the  cos t s.  We hav e to se e,  fo r  exa m p l e,  how  th e Cen t r e is
sp en di ng it s m on ey  be f o r e we  can ca l cu l a t e  th e cos t  of  a si ngl e co ur s e.  La t e r  on,  we sha l l  se e
ho w PE C can  make financial decisions about a new, proposed course. But we start by analysing
its total budget.
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In 1978, PEC’s administrator worked out its budget for 1980, using the approved government
headings. This budget gave a forecast of what it would receive and spend in 1980. PEC’s agreed
budget for 1980 was:

Income P$

Government grant

From student fees

Experimental project grant

Total

52 000

141 000

60 000

253 000

Expenditure

Salaries and fees

Instructional materials and services

Rent, rates, office costs and services

Transport

Maintenance of equipment

Purchase of equipment

Direct experimental costs

Total

96 662

70 175

14 109

6 613

4 942

10 800

49 160

252 461

By remarkably good management, PEC’s   actual expenditure turned out the same as this budget.
This is unusual, but makes our job easier: often we get different results if we look at budgets -
what people plan to spend - and actual expenditure - what they in fact spend.

To satisfy the government auditors PEC need only keep records of expenditure under the seven
headings above. But this does not give the administrator of PEC enough information. She needs
to know, for example, how much it costs PEC to print each course. And she needs to know
whether the grant for the experimental project is in practice covering all the costs for the
project. And so on. So what does she do? She wants to get the information that will help her
planning, but without creating additional work.

The bookkeeper already keeps details of expenditure in rather more detail. His summary
accounts for the year are in Table 1.
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T a bl e 1 S um m ar y ac cou nt s f or  P E C (P $) 

S a l a r i es an d f ee s
wa ge s and  sal a r i es 
t u t o r s ’ f ee s
co ur se  wr i t i ng  f ee s
pe ns i o n sch em e 

63  932 
21  433 

8 37 0
2 92 7 96  662 

Instructional materials and services
course printing materials
residential courses
books, tapes, kits
general printing, stationery
student handbook, guide, magazine
sundry instructional services

34  811 
4 14 0
5 23 4
9 09 2

14  959 
1 93 9 70  175 

Re nt ,  rat es ,  of f i c e cos t s an d ser vi ces 
r e nt ,  rat es ,  i ns ur anc e
he at ,  li g ht ,  cl e an i ng 
t e l e ph one 
ba nk  char ge s and  ot he r  fee s

7 09 4
1 86 4
3 49 8
1 65 3 14  109 

T r an sp or t 6 61 3 6 61 3

Ma i n t e nan ce  of  equ i pm en t 
hi r e  and ma i nt ena nc e
de pr ec i at i o n

1 57 4
3 36 8 4 94 2

P u r c ha se of  eq ui pm ent 10  800 10  800 

E x pe r i m en t a l  pr o j e ct 49  160 49  160 

T o t a l 25 2 46 1 25 2 46 1

This gives the administrator a bit more information, and enables the bookkeeper to see that he
does not overspend on any heading. But it still does not tell us how much each department
spends. To find this out, she asks the bookkeeper to break down the expenditure a bit more. PEC
is organised in six sections: central administration; course printing and production; student
services; radio; research; and projects. She starts by looking at the wages or salaries for each
person in the centre. It is then easy to see what the salary bill is for each department. It is broken
down like this.

( P $) 

Admin Course
production

Student
services

Radio Research Project

Wages and
salaries

63 932 15 982 21 310 5 328 7 992 5 328 7 992
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We can now see how much of that total wage bill of nearly P$64 000 is spent in each
department. It is fairly easy to go on and allocate some other costs to particular departments. The
student service department, for example, is responsible for the teaching activities of the Centre. It
looks after tutors and ensures that students’ work is marked. So it is clear that tutors’ fees are part
of the expenditure of that department. Course writing fees and course printing materials are both
required to produce new courses, so these costs belong to the course production department.
Residential courses are run by the student services department. With this sort of knowledge we
can continue to break down the expenditure under the same headings. The breakdown now
begins to look like this.

Admin Course
production

Student
services

Radio Research Project

Wages and
salaries

63 932 15 982 21 310 5 328 7 992 5 328 7 992

Tutors  fees 21 433 21 433

Course
writing fees 8 370 8 370

Pension
scheme 2 927 2 927

Course
printing
materials 34 811 34 811

Residential
courses 4 140 4 140

If we go on like this, we get an analysis or costs as in Table 2. This already tells us a lot more
than we had when the costs were only broken down as in Table 1. For the most part we can very
quickly see that all the costs for a particular item belong under one heading. In other cases we
can tell from the books that an item can be split between two headings or departments. The
account books show, for example, that P$3 200 of the expenditure on books, tapes and kits was
for tapes used by the radio section, so that item can be split as it is in Table 2. But we are left
with a great many costs under general administration, because we don’t know where to put them
We can find where to put some of them without much difficulty. If we take transport as an
example, we know that most of PEC’s transport costs are the costs of running its own vehicles.
Each vehicle has a log book and the log book shows which department has used the vehicle for a
journey and how long the journey was. Once we know the total cost for travelling for a year (P$6
613) it is very easy to calculate a rate per kilometre and see how the transport costs should be
shared between departments.
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This is how it is done. The account books show that of the total expenditure on transport of P$6
613, the sum of P$484 was for public transport and the balance of P$6 129 for using PEC’s own
vehicles. The log books show that they travelled in total 18 027 km in the year. We can see that
the cost per km was therefore (6 129/18 027) or P$0.34.

Next the administrator arranges for the log books to be analysed. They show the distance
travelled for each department, thus:

km
Administration
Course production
Student services
Radio
Research
Project

3 695
432

5 211
900

4 027
3 762

18 027

If we multiply these figures by P$0.34, we then get a transport cost for each department:

km P$
Administration
Course production
Student services
Radio
Research
Project

3 695
432

5 211
900

4 027
3 762

18 027

x P$0.34 = 1 256
147

1 772
306

1 369
1 279

6 129

This sort of calculation enables us to improve the breakdown of costs in Table 2. We could
change it, so that instead of showing the total transport costs under administration, we showed
under administration just the $1 256 calculated above, and the $484 for public transport. (The
public transport figure is so low that it is probably not worth the extra work involved in splitting
it between departments.) This would, of course, also alter the totals. We would then substitute
the amounts in Table 3 for the transport costs and total costs in Table 2.

Table 3 Changes to Table 2

Admin Course
production

Student
services

Radio Research Project

Transport 6 613 1 740 147 1 772 306 1 369 1 279

Total 252 461 59 092 64 638 51 605 11 998 6 697 58 431

The administrator does a somewhat similar calculation to discover how much it costs PEC to
print a standard, 100-page, A4 volume. She knows that the total course production costs were
P$21 310 for wages and salaries plus P$34 811 for course printing materials, making a total of
P$56 121. The records kept by the production department show that during the year they printed
45 250 volumes. This gives her a cost per volume of (56 121/45 250) or P$1.24. Similarly, by
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looking at the number of volumes the editors deal with in a year, she can produce an average
editing cost per volume - a figure we will need when looking at the cost for a proposed course.

Now you must do some calculations. If you have the accounts of your own institution, you can
work out the cost of teaching a student, and the cost of producing a volume of a course from
those figures. Or something similar. But if you have not, then work from the sums in Table 4.
This is a summary of the National Extension College’s expenditure in 1978.

Table 4 National Extension College expenditure 1978 (£)

S a l a r i es,  wage s,  pens i o ns
T u t o r s ’ f ee s
Co ur se  pr od uct i o n
Bo ok s,  ta pe s,  ki t s 
Ge ne r a l  pr i nt i ng 
Ad ve r t i si ng 
P o st ag e and  te l e ph one 
Re nt ,  rat es ,  of f i c e cos t s
T r av el 
Ma i n t e nan ce ,  dep r e ci a t i on
I n t e r e st 
P r oj ec t  exp end i t ur e

78 500
25 900
74 100
5 600
9 900

22 000
34 400
10 900
3 300
7 400
3 400

66 300
341 700

In that year the College had 8 500 enrolments on correspondence courses. Your job is to find
out: (a) what it cost to teach each student (leaving aside the cost of administering the college,
publicising it, producing courses and running its separate project) and (b) what it cost to produce
each volume. You can assume it produced 12 000 volumes.

To work these out, divide NEC’s expenditure between 5 sections: administration;
publicity/advertising; course production; teaching; project. You can assume that salaries, wages
and pensions, and postage and telephone costs were divided between departments, and that one
third of course production costs were for the separate projects, like this:

(£)
Administration Publicity Course

production
Teaching Project

Salaries
Course production
Post/telephone

30 000
-

7 000

12 000
-

12 000

15 000
49 400

-

14 000
-

15 400

7 500
24 700

-
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COMMENT

These exercises are quite useful. They tell managers something about their costs. They help us
decide between alternative courses of action. They keep the pocket calculator industry in
business. Your analysis of NEC’s costs is the starting point for further work later in this unit.

But they only tell part of the story. Look back at Table 2: we are still left with P$63 965 out of a
total of P$252 461, or 25% of the total expenditure, under the vague heading ’administration’.
Even when we reallocated the costs of transport in Table 3, we were still left with P$59 092
(23% of expenditure) under administration. Often we want to know more precisely what this
money was spent on. But we cannot divide up the administrator’s time, or the cost of heating and
lighting the building or paying rent, as easily as we could keep track of expenditure on vehicles.
We therefore need to make some arbitrary decisions about sharing the administrative costs
between departments. If we want, for example, to know how much our radio section costs, we
need to take into account not only the costs of its own staff and its tapes, which are easily
discovered, but also its share of the rent and of senior staff time. This is important if we are
planning the future use of more radio and want to know the effect of it on our budget. Similarly,
if we have a separate project fund, we need to be sure that it covers not only the project’s direct
cost but also the costs of the time other staff spend on it. And so we need to share out the
administrative or overhead costs between departments.

We can do this in various ways. They are all based on guesses, and it is probably not worth
spending a lot of time in subtle calculations. We can see how much each department spends, and
then allocate the administrative costs between them in the same proportion. Or we can see how
much floor space each department uses, and allocate the overhead costs in the same proportion.
Or we can get staff together and get them to make the best possible guess as to how much of the
organisation’s energies go on one part of its work or another. This is what the administrator of
PEC has done. The staff meeting decided that the energies of the Centre were divided in the
following proportions between the five sections of the Centre other than the administrative
section:

Co ur se  pr od uct i o n

S t ud en t  ser vi c es 

Ra di o

Re se ar ch

P r oj ec t 

35%

35%

10%

5%

15%

She can now see that the total cost of running each section is the total shown in Tables 2 and 3,
together with the appropriate proportion of administrative costs. Thus, for example, she needs to
add 35% of the administrative costs to the costs of the course production section in order to see
the total cost of course production. Table 5, which summarises PEC’s expenditure, shows the
results of this redistribution.
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This is a very crude calculation. It does not for example, separate capital expenditure on
equipment from recurrent expenditure. But crude calculations have their merits. These ones tell
us a number of things which the administrator wanted to know and which help her in managing
PEC. Here are three examples.

We know that PEC prints 45 250 volumes a year and we had previously assumed that these cost
P$1.24 per volume to produce. Now this figure may he all right for some of PEC’s internal
calculations. But when PEC is going to produce volumes for an outside organisation it is
important for it to charge enough. It must recover a proportion of its overheads for this work.
And the calculations in Table 5 show that the full cost per volume is more like 85 320/45 250 or
P$1.89.

PEC receives a grant from the government which is meant to cover the cost of its student
services. That grant is for P$52 000. But the department demands a lot of management time, and
a fair amount of office space, which were not allowed for in the original grant calculations. We
can now see that the grant is not covering the full student service costs. As a renewal of the grant
is being negotiated, the PEC administrator is in a stronger position to argue for it to be increased.

Now look again at your analysis of NEC’s costs for 1978. You probably have totals like this:

(£)
Admin Publicity Course

production
Teaching Project Total

71 900 46 000 64 400 60 900 98 500 341 700

A group of NEC advisers recently reconsidered its expenditure for 1978 and decided that the
administrative and overhead costs could be allocated like this:

Publicity

Course production

Teaching

P r oj ec t 

15%

40%

30%

15%

They also agreed that 90% of the publicity costs should be allocated to teaching and 10% to
the project.
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COMMENT

You can now see the dramatic effect of bringing in all the costs: an effect much greater than you
would find in orthodox education, where staffing costs alone amount to between 65% and 80%
of the total in many schools. If you did the NEC exercise, for example, you will see that this
change more than doubles the cost of teaching a student, leaving aside the cost of producing
courses. As the production department makes more modest calls on the rest of the organisation
and does not require publicity its costs rise less dramatically.

How do we find out how much it would cost to run a new course?

The calculations we have done enable PEC to work out how much it will cost to run a proposed
course. We look now at the way PEC does this. We are concentrating on a correspondence
course by way of example, but similar methods could be used for the use of radio, or for a
different style of course.

PEC wants to decide whether to offer a new course. It will be on revolutionary literature. There
is a demand for the course and it would fill a gap in PEC’s list of courses. But it is not PEC’s
highest priority. So the PEC administrator works out how much the course will cost. This is how
she does it.

First, she gets the best possible answers from her colleagues to the following questions:

How long a course will it be?

How many assignments (for marking) will it have?

How much will tutors be paid to mark each assignment?

How long will the course be used before it is changed?

How many students a year will enrol?

What will they be charged?

How many of them will drop out before completing the course?

(If PEC had to pay for postage, she would also need to ask how much it would cost to 
post lessons to students.)

Some of the answers she gets are guesses but they are the best we can do. They are based on
PEC’s experience of similar courses.

Next she works out how much it will cost to pay the author. Here she can get a more accurate
figure: the course is to be written by an outside author and the proposed fee is based on what
PEC usually pays. Then she needs to calculate the cost of editing, designing and setting the
course. She knows how much it costs to edit a volume of a particular length, and how much it
costs to design it and set it in type. She also knows how much paper costs. So she can work out
these production costs. This is the kind of calculation made on p.137 above.

After these calculations she can work out the annual cost. Revolutionary literature is to he used
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for four years. She can therefore see that the annual cost of running the course is made up of four
elements:

a quarter of the author’s fee;

the cost of printing one year’s supply of the course;

payment to tutors for marking one year’s work by students;

overheads.

The first three of these are quite straightforward. As for the fourth, there are, as we saw, various
ways of calculating overheads. PEC has adopted a very simple approach for costing courses. It
has argued that correspondence students should generate enough income to pay half the
administrative costs together with half the costs of the student services section. From Table 5 we
can see that these costs are:

(P$)
Ad m i ni st r at i ve  cos t s
S t ud en t  ser vi c es 

59 092
51 605

110 697

The cost of tutors’ fees has to be deducted from this figure, as we can calculate more accurately
how much tutors will cost for a particular course. This then gives us the following total figure to
be allowed for overheads:

(P$)
Ad m i n and  ser v i c es 
( f r o m  abo ve ) 
l e ss  t ut o r s   f ee s

110 697

21 433

89 264  2 = 44 632

(In the light of the discussion on pages 137 - 140 above, we could work out a better way of
calculating overheads. But this crude approach has given PEC an accurate enough idea for the
calculations.) PEC expects to have 10 000 subject enrolments a year. The overheads have to be
shared between these 10 000. Thus the administrator wants to recover $44 632/10 000 or $4.46
from each subject enrolment for her overheads.

Now look at Figure I on pages 146 and 147. On the left is PEC’s standard costing form,
completed for the proposed course in revolutionary literature. On the right, we explain how
PEC’s administrator has worked out the costs for the course. The notes are numbered to
correspond with the numbers in the right hand margin of the form. Work through both pages
carefully, so that you can see how she reaches the annual cost and the annual income.

If a course looks too expensive, what can we do about it?

If the course is produced as planned, PEC will lose an estimated P$392 a year on it. The estimate
may be wrong, but it is the best we can do. It faces PEC with the following choices:

it can go ahead with the course, in effect subsidising it from other funds;
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Notes to Figure I

1. PEC education staff give the title of the course.

2. They determine its length: at 300 pp it will have 3 volumes.

3. They say how many assignments it needs.

4. Tutors on comparable courses are paid $0.75 for each assignment.

5. The course may get out of date in 4 years.

6. Similar courses attract about 250 students a year.

7. They usually cost about $18.

8. Overheads are calculated as discussed on pp. 143-144.

9. All students will get volume 1 so 250 copies are needed.

10. But dropouts mean that only 3/4 will go on to volume 2.

11. 3/5 will go on to volume 3.

12. This is therefore the total number of volumes to be printed.

13. Authors of similar courses are paid $420.

14. Analysis of PEC costs shows that it will cost this to edit the text, design it and set it in
type.

15. The total costs for generating the course, to the point where it is ready for printing, are
the total of these two costs.

16. It costs PEC $1.24 to print a 100-page volume, including paper costs. The total print
costs are 1.24 multiplied by the annual number of volumes and by the 4-year life of the
course.

17. The annual costs include 1/4 of the generation cost (as it is to run for 4 years).

18. They also include 1/4 of the print cost.

19. Tutors’ fees: from past experience PEC knows that students do not do all the assignments.
They usually do 60% of them. So the tutors’ fees are 60% of the total number of
assignments multiplied by the marking fee and by the number of enrolments.

20. Overheads - the rate per head multiplied by the number of enrolments.

21. Sometimes there will be extra costs - if there is any extra expenditure which arises just
because of this course. There are none for Revolutionary literature.

22. Some students do not pay all their fees, and some get refunds. From experience PEC
knows that the actual fee income is therefore likely to be only 80% of the proposed fee
multiplied by the annual enrolment.



Resources

Commonwealth of Learning 59

Individuals may reproduce a copy of the third-party copyright materials listed below for their own personal use only: any further reproduction or transmission of any such content is prohibited except by permission of the copyright holder of the relevant material.

148

it can abandon the plans for the course;

it can make changes to the outline plan for the course in order to produce a different 
financial result.

The PEC administrator looked at four different ways of producing a better financial result. She
considered:

1. Increasing the student’s fee by P$2. From previous experience this would result in a 5%
reduction in enrolment. Thus, for this option, the student’s fee would be P$20 and the
enrolment 237.

2. Making the course shorter so that it had only 2 volumes and 12 assignments. This would
reduce the printing costs, the marking fees and the cost for editing, designing and setting.
PEC authors argue that it would cost as much to write as a longer course and the treasurer
thinks that he can still charge P$18 for the course. (In calculating the number of copies to
be printed, the administrator assumes that three-quarters of the students will still go on
from volume 1 to volume 2.)

3. Making modest changes by prolonging the life of the course from 4 to 6 years, cutting the
number of assignments from 16 to 15 and the marking fee from $0.75 to $0.65.

4. Running a publicity drive for the course which would cost an additional $500 but double
the enrolment from 250 to 500 students.

EXERCISE D

Us i n g the  sam e  f or m at  as F i g ur e I ,  you  c an  no w cal cu l a t e th e ef f ec t s of  al l  th ese  chan ge s if  yo u
wa nt  t o,  us i ng  t he  fo r m  on  p. 1 49.  Whi c h wo ul d  you ch oo se?  You ma y dec i d e,  wh en  yo u hav e
do ne  t he ca l cu l a t i ons ,  tha t  yo ur  ch oi c e be t we en  al t e r n at i ve s has  now to  be  on edu ca t i o na l 
r a t h er  th an  fi na nc i al  gr ou nd s. 
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COURSE COSTING

Title Length .

Assignments (a) ..
Marking fee (f) 

Life (y) years Annual enrolment (e) ....

Proposed fee (p) .. Overheads per student (h) .

Annual text usage volume 1 (e) ..

volume 2 (3/4 e)

volume 3 (3/5 e)

Total (u)

Production costs

Author’s fee ..

Edit, design, set .

Total generation costs (g) .

Printing (y  x  u  x  print cost per volume) (r) ..

Annual costs

Generation cost (g/y) ..

Print cost (r/y) .

Tutors’ fees (0.6  x  a  x  f  x  e) 

Overheads (e  x  h) 

Extra costs (e.g. radio) .

TOTAL ANNUAL COST

Annual fee income (0.8  x  e  x  p)
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Next, the administrator looked at a more radical proposal: to add a radio component to the
course. In PEC’s discussions on this it was argued:

1.  Providing a radio component would cost PEC P$1 670. This is the figure omitting
overheads; we are using that figure because the administrator has already decided to
recover the overheads by including the figure of P$4.46 discussed on p.145. This
represents one seventh of the annual expenditure on radio, or one seventh of the $11 692
shown in Table 2, as PEC normally produces seven radio series a year. Of course there
are far greater costs in making radio programmes, but the other costs are met by the radio
station and not by PEC.

2. A course linked with radio would attract 1 250 students. 250 of these would be students
who would have enrolled with PEC anyhow, and who might have enrolled for a different
course if Revolutionary literature had not been available. Thus adding a radio course of
this kind would increase PEC’s total number of students from 10 000 to 11 000. PEC
could look after this many students without increasing staff or office accommodation. As
a result the overheads of P$44 632 which were previously shared between 10 000
students are now shared between 11 000. The figures for overheads per student enrolment
thus fall from P$4.46 to P$4.06.

3. A more popular radio course should be shorter, with 2 volumes and 12 assignments.

4. PEC would like to reduce the enrolment fee to P$16.50.

EXERCISE E

Now work out the financial effects of doing the course with a radio component. Use Figure II
(p.151) to help you.  We have started to complete it. You must finish it.

COMMENT

The purposes of Exercises D and E is to show how costing can help the manager. PEC’s costing
form is not, of course, the only way of working out the costs of a course. But we think you will
need some sort of form like this to help you make choices about your budget.

EXERCISE F

You can now, if you want, draw up a better costing form for your institution on a separate sheet
of paper. You may want, for example, to treat overheads differently. Or you may want to bring
into the form the costs of any face-to-face teaching you offer. Or you may be able to change it so
that you can more easily see the effects of increasing or reducing fees, or the length of the
course, or changing some other variable.
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COMMENT ON EXERCISES E AND F

We’d draw two general conclusions from these exercises. First, you can see that many of the
costs in a distance-teaching institution are fixed, in the sense they do not go up or down with a
larger or smaller number of students. The generation costs and the overhead costs form
a significant proportion of the costs in all the alternatives considered above.

Second, having done the calculations, we are often forced back to making decisions on
educational, social, or political criteria, not on financial ones. If we look at different ways of
doing a course and find that their financial results are very similar, we cannot decide which way
to choose on financial grounds. Small differences are meaningless, as we are working from
estimates. In the case of Revolutionary literature, for example, we can get the following results:

Co ur se No .  of  st ud ent s F i na nc i al  r esu l t s

Or i g i n al  pl an bu t  fee  of  P $2 0 23 7 l o ss  P $7

L o we r  tut or s’ fe es ,  2 vol u m e s wi t h 12
as si gn m en t s ,  f ee  P $18 

25 0 ga i n  P $32 5

Co ur se  wi t h  ra di o,  bu t  wi t h co ur s e fee 
dr op pe d t o P$1 6. 50 

1 25 0 l o ss  P $27 

These are all so similar that it would be absurd to choose between them solely on financial
grounds. We have, instead, to consider the educational arguments about educating fewer people,
at a higher fee, or more people on a shorter course, or very many more people on a shorter course
and with radio  thus stopping us using radio for something else.

All that we have done so far has been in an attempt to help managers decide. The point of the
calculations is to help make better decisions, within a distance - teaching institution.

How do we work out a budget for future income and expenditure?

So we come back to where we started. The most regular and perhaps the most important
financial job for an administrator is to work out the institution’s annual budget: how much money
will it need for its various activities and departments and where can it hope to get that money?
We said earlier, on page 130, and we stress it again, that most of the techniques of budgeting for
distance teaching are the same as for other kinds of institutions. We listed there the three stages
in working out a budget. Let us look at them again in more detail.

1. We need to break down the costs of the proposed activities under headings: salaries, rent,
office supplies, equipment, transport and so on. Often the headings will be determined by
the administrative system within which the institution has had to work; they will be the
headings laid down by our parent body, and will often be of the kind shown on pages 131
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- 132; they remain the same from year to year, and are similar to those used by other
similar institutions.

2. Next we need to calculate with as much precision as possible future expenditure and
income for that part of our work for which we have clear and reliable guidelines. If we
pay rent for our offices, for example, we can very easily see how much to include for
next year. Similarly, if we have already negotiated a grant for part of next year’s work,
there is a definite, known, sum to include under income in our budget.

3. Third, we have to make some informed guesses about those parts for which we do not
have clear information or guidelines. In a new organisation or for a new project it is often
difficult to forecast how rapidly things will grow. But it is usually possible to make
reasonably reliable estimates. If, for example, we have to forecast transport costs for a
new activity, we can guess at these in one of three ways. We can take the present
transport costs and multiply them by what seems a reasonable factor to cover the
expansion of our activities. Or we can work out approximately how many journeys of
approximately what length we are likely to do and calculate the costs on that basis. Or we
can find the costs for an organisation comparable to our own, adjust them to our own
circumstances, and work from there.

CASE STUDIES

Now read Case Studies 28 and 29

In the next few paragraphs we shall not look at budgeting techniques which are common to most
organisations. We shall concentrate on a few considerations which apply especially to distance-
teaching institutions, drawing on the examples contained in these case studies.

You should be able to see from the case studies that the techniques of detailed cost calculations
described in this unit are valuable techniques in budgeting. In the Sudan proposal, for example,
these have been used to calculate the costs per student per course of the different kinds of
activity. An important reason was to make it possible to apply to different agencies for support
for different programmes and, in some cases, to apply for support for a given number of students.
In Lesotho a similar approach is used when working out how much its various service agency
activities cost and therefore how much it should charge. This also helps the agencies served by
LDTC to budget for their distance-teaching projects. In most budgets it may not be necessary to
give the detailed breakdown by department, by students, or by course. It is, however, usually
necessary to have done the detailed costings first in order to arrive at figures for the general
budget headings.

These examples also re-emphasise the need to have a method of calculating the overhead costs -
general administration, rent, office services and so on - of individual projects. If we cannot do so
we cannot include a reasonable proportion of these overhead costs in applications for financial
support, or in working out the fees we should charge students for those courses we cannot or do
not want to subsidise. It is also a useful guide to calculating the additional overhead costs, in
cash, personnel and resources, of adding new courses or new projects to our programme.

A complication in budgeting for a distance-teaching project is to calculate the costs of part-time
staff. These may include fees for part-time writers and for part-time tutors and counsellors. The
first are comparatively straightforward if you know in advance the courses you intend to produce
each year. You can then estimate the number of course units or sections and multiply that by an
agreed and acceptable fee for each unit. It is more difficult to know in advance how many
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students will be enrolling for each course, and how many assignments each will complete. Such
an estimate determines the numbers of part-time tutors required and the fees they will need to be
paid. You must remember two things: first, you must base your estimate on the maximum
realistic number of enrolments; secondly you must assume that not all of them will keep up their
studies, so you need to allow for an average rate of dropout. We saw how this was done for the
PEC on page 147. The basis for both these calculations will be agreed fee rates per written unit
or per marked assignment. These rates inevitably vary widely from country to country. Two
guidelines, however, may be useful: the fee rates per hour for part-time evening class teachers
which apply in the country and at the level concerned, and the rates per script paid by local
examining councils. Part-time tutor and writer fees should be significantly higher than the latter,
and about the same as the former. You must then estimate how long a tutor will take to mark and
comment on each script or a writer to write a unit. In both cases it is advisable, if you can afford
it, to make a generous estimate, so as to ensure that tutors give careful consideration to
individual students’ requirements, and that writers are prepared to rewrite or revise what they
have written as advised by the editor.

In all such estimations it is extremely difficult to predict the amounts you will need. A crucial
part of budgeting is therefore the art of approximation. This becomes easier each year, but even
for a new institution, as we have suggested, guidance can be obtained from similar institutions at
home or in nearby countries. It is important to allow for inflation and contingencies, so it is
better to err on the side of overestimation, rather than to underestimate and then to have to cut
back on a programme already launched. Because of the need to approximate, it is useful to
ensure some flexibility so that money can be switched, within reason, from one item to another.
For example, it is useful if money saved on part-time tutors can be available to cover unexpected
writing costs, or the salary of an unfilled part-time subject post can be used to commission a
course in the same subject from a part-time writer. This means that a distance-teaching
institution will benefit if it can negotiate with its parent body the right to switch sums between
budget headings. However, under some financial systems this will not be possible.

What have we learned?

1. Costing is not mysterious.

2. Intelligent guesswork is better than struggling in the dark and hoping the costs will come
right.

3. It is possible to work out the probable expenditure and income for a particular course,
and for a particular department in a distance-teaching institution.

4. To do that we need some wider analysis of a distance-teaching organisation’s costs.

5. Such an analysis can be made fairly easily, without creating additional work, on the basis
of records necessarily kept by the institution.

6. It always raises questions about how to deal with overheads.

7. Now we have looked at them we see that there is often a danger under-estimating costs.

8.  Costing enables us to draw up a reasonably accurate budget for a distance-teaching
institution, or for specific distance-teaching projects.
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B3 Annualisation factors.doc  1 

Annualisation factors  

 

Interest rates (r) Life of capital 
equipment in 
years (n) 0% 2.5% 5% 7.5% 10% 

 1 1.000 1.025 1.050 1.075 1.100 

 2 0.500 0.519 0.538 0.557 0.576 

 3 0.333 0.350 0.367 0.385 0.402 

 4 0.250 0.266 0.282 0.299 0.315 

 5 0.200 0.215 0.231 0.247 0.264 

 6 0.167 0.182 0.197 0.213 0.230 

 7 0.143 0.157 0.173 0.189 0.205 

 8 0.125 0.139 0.155 0.171 0.187 

 9 0.111 0.125 0.141 0.157 0.174 

10 0.100 0.114 0.130 0.146 0.163 

15 0.067 0.081 0.096 0.113 0.131 

20 0.050 0.064 0.080 0.098 0.117 

25 0.040 0.054 0.071 0.090 0.110 

30 0.033 0.048 0.065 0.085 0.106 

40 0.025 0.040 0.058 0.079 0.102 

50 0.020 0.035 0.055 0.077 0.101 

 


