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1. Classify the different cost items as either fixed or variable costs (matching row number to 
Fixed or Variable as appropriate). 

Fixed costs are in sections A (Course Overheads, Development Print, Development Cassette, 
Development Assignment) and B(Maintenance Costs as part of printed material only) .
Variable costs are in section C (Student Support, Replication and Distribution).

2. Calculate the aggregate Fixed Costs of Development (FD) and the aggregate Fixed Costs of 
Maintenance (FM). 

F = FD + FM, whereas FD= $225,340, and FM= $23,200, therefore F= $248,540

3. Calculate the variable cost per student (V)

V= Total cost of student support and replication and distribution, therefore V= $392.70

4. Calculate the depreciation rate on a basis of the lifetime of the presentation of the project 
(compare Rumble Table 6.1) and charge it to each year of presentation. (You may use the 
format of the attached spreadsheet.)

Depreciation rate FD: $ 28,168
Depreciation rate FM: $ 4,640
Depreciation rate total: For years 1-3 it is $28,168
Depreciation rate total: For years 4-8 it is $28,168 + $4,640 = $ 32,808
Total is $248,540

5. Following the template of Rumble Table 6.4, annualize the Fixed Costs of Development (FD) 
over the eight years of presentation at 7 % interest and the Fixed Costs of Maintenance (FM) 
over five years at the same rate. 

Annualization rate FD: $ 37,737
Annualization rate FM: $ 5,658
Annualization rate total: For years 1-3 it is $36,737
Annualization rate total: For years 4-8 it is $37,737+ $5,658 = $43,395
Total: $ 330,187

6. Summarize in your own words (!) in a short paragraph the reasons for and against 
annualization.

For annualization:  Annualization is a great tool to use when you invest in big capital for reasons of 
earning by staying in the bank for future purchase.  It should tell you how much money “foregone 
interest” that you will earn each year based off of your bank’s specified interest rate which stays 
constant.  

Against annualization:  Annualization would not be taken over depreciation if the money earned 
would not be available to use for future purchases.

7. Calculate the equation of total costs (TC=F+VxN) using the annualized figure of fixed costs 
and N=960

TC = F + V * N, whereas F= $248,540 V= $392.70, and N=960 therefore TC= $625,532
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8. Draw the graph of the total cost function using, as above, the annualized figure of fixed costs 
while N varies over the accumulated number of students (i.e. N= 120, 240, 480 etc.)

See “TC” worksheet in the attached workbook titled “Assignment1GermanHistory_KSewell”.

9. Calculate the equation of average costs (AC=F/N+V) using the annualized figure for fixed 
costs and N=960

AC = (F/N+V), whereas F= $248,540, N= $960, and V= $ 392.70, therefore AC= $651.59 ~ $652

10. Draw the graph of the average cost function, using, as above, the annualized figure of fixed 
costs while N varies over the accumulated number of students (i.e. N= 120, 240, 480 etc.)

See “AC” worksheet in the attached workbook titled “Assignment1GermanHistory_KSewell”.

11. If the student is charged the per student fee specified calculate the break-even point. (Use the 
equation TC=F+VxN and the income equation: I=SFxN (Income =Student fee x No of 
students). The break-even point is N=F/(SF-V)

N=F/(SF*N), whereas F= $248,540, SF=$1245, V= $392.70, whereas Break Even Point = $387

12. Represent the break even point graphically (overlaying the graphs of TC and I). 

See “AC” and “TC” worksheets in the attached workbook titled 
“Assignment1GermanHistory_KSewell”.

13. Summarize in your own words (!) in a short paragraph why it is believed that the TC and 
AC equations and the specific cost structure of DE suggests that DE may be more cost-
efficient than conventional modes of educational provision.

Rumble (2004) notes that fixed costs for development are minimized by offering the course over 
a period of years so that the development process has a constant written down value (p. 35) over 
the life of the course, unlike the traditional university’s constant and continual evaluation and 
development processes.  In distance education, each student is charged a fraction of the fixed cost 
(average cost), therefore as the number of students increase, the average cost per student begin 
to fall, which ultimately result in a declining average cost per student.  Therefore, as previously 
stated, cost figures in distance education are slightly smaller than that of traditional education, 
hence proving the idea that traditional education is more expensive.  The unit costs in distance 
education are kept at a minimal since labor is effectively divided among skilled core workers.  
The un-skilled temporary workers take over particulars that a salaried individual does not have 
to be skilled to do.   The distance education instructor also does not have to be in constant 
contact with the learner like that of a traditional instructor.  This in turn makes labor more 
efficient than that of traditional education.
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