MANAGING FINANCE – SETTING AND ACHIEVING BUDGETS
Section 3:  How do you develop an operating budget?
Activity 0305 – How do you classify overheads in revenue and cost centre budgets? 
Suggested Timing: 5–10 minutes
You need to understand how overheads incurred in a revenue or cost centre will behave. Are they directly related to the level of output or sales revenue?  For example glue or nails is directly related to production output; commissions paid to sales representatives is directly related to amount of sales.  Or are overheads not so related and dependent on some other factor like time (a foreman’s salary), space occupied (rent) or even weather (heating and lighting)?

Below we’ve some overhead expense items of expenditure incurred by typical revenue and cost centres.  Put a cross in the respective column whether the item:


is a direct cost which means it should be traced to the product or service


is indirect and therefore cannot or should not be traced to the product or service


varies with the level of production or service provided


does not vary with the level of production or service provided.

	Item
	Direct
	Indirect
	Varies
	Does not vary

	Example:  Commissions paid to sales representatives on sales
	
X
	
	
X
	

	Factory manager’s salary
	
	
	
	

	Advertising (percentage of sales)
	
	
	
	

	Rent
	
	
	
	

	Factory cleaning materials 
	
	
	
	

	Packaging materials
	
	
	
	

	Market survey costs
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Please enter your name in this text box:  

Please estimate how long it took you to complete this Chapter: 
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