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Production Planning  and Production Costs
ksIamdok ie,iqïlrKh iy ksIamdok msßjeh
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Production Planning ksIamdok ie,iqïlrKh
Based on the Sales Planning, the production shall 
be planned. The number of products, resources 
required and cost shall be planned.
úl=Kqï ie,iqïlrKh u; mokïj" ksIamdokh ie,iqï l< 
hq;=h' ksIamdokh lrkq ,nk NdKav m%udKh" wjYH jk
iïm;a iy msßjeh fuys§ ie,iqï l< hq;=h'

Production ksIamdokh
Production refers to the process of converting 
resources (Inputs) into goods or services
(Outputs) that satisfy human needs.
ksIamdokh hkq fhojqï fyj;a iïm;a" ñksia wjYH;d
;Dma;su;a lrk NdKav fyda fiajdjk"a tkï ksuejqï njg
mßj¾;kh lsÍfï l%shdj,shhs'
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wuqøjH

fhojqï

iDcq øjH msßjeh

wuqøjh f;d.h

wuqøjH .nvdj

wuqøjH ksñ NdKav
njg mßj¾;kh 
lsÍfï l%shdj,sh

l%shdj,sh

iDcq Y%u msßjeh
iDcq fjk;a msßjeh
ksIamdok fmdÿ ld¾h 

msßjeh

fkdksñ f;d.h

l¾udka; Yd,dj

iïmq¾K l< 
ksñ NdKav

ksuejqï

ksIamdok msßjeh

ksñ f;d.h

ksñ f;d. .nvdj

ksIamdok l%shdj,sh

Raw Material

Input

Direct Material Cost

Raw Materials 
Inventory

Raw Materials 
Warehouse

Conversion of Raw 
Materials to Finished 

Goods

Process

Direct Labour Cost, 
Direct Other Cost, 

Production Overhead 
Cost

Work in Progress 
Inventory

Factory

Completed Finished 
Good

Output

Manufacturing Cost

Finished Goods 
Inventory

Finished Goods 
Warehouse

Manufacturing Process
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Cost of Production ksIamdok msßjeh

Production ksIamdokh

Labour
Intensive

Y%u uQ,sl

Capital 
Intensive
m%d.aOk uQ,sl
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Sandeepa Jayasekera - JMC 9

Uses of Production Cost ksIamdok msßjefha m%fhdack

To Control the 
Cost and 

Reduce Risks
msßjeh md,kh

lsÍug iy
wjodkï wju

lsÍug

To Take 
Business 

Decisions such 
as Pricing

ñ, ;SrKh lsÍu
jeks jHdmdßl
;SrK .ekSug

To Plan the 
Profits

,dN ie,iqï
lsÍug

To Guide 
Business 

Planning and 
Budgeting
jHdmdßl

ie,iqïlrKh
iy

whjehlrKh
i|yd

uÕfmkaùug

10

Cost Classification msßjeh j¾.SlrKh
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Sandeepa Jayasekera - JMC 11

Let’s start manufacturing Chocolate
wms fpdla,Ü ksIamdok wdh;khla oduqæ

Sandeepa Jayasekera - JMC 
12

What do we need?
wmsg fudkjdo uq,skau ´ks@

• A Building rented out 
for 2 years at Rs. 
100,000 per month.

• jir 02 l ld,hlg
l=,shg .;a 
f.dvke.s,a,la' udisl
l=,sh re' 100"000 ls
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Sandeepa Jayasekera - JMC 
13

What do we need next?
B<Õg wmg wjYH jkafka fudkjdo@

• Machinery purchased at a 
cost of Rs. 2,400,000/-. 
Useful life is 2 years and 
monthly depreciation is Rs. 
100,000

• msßjeh re. 2"400"000$-l 
hka;% ñ,g .kakd ,È¡ tu
hka;% jir 2la Ndú;d l< yels
w;r udisl laIh re. 
100"000ls¡

Sandeepa Jayasekera - JMC 14

We have already spent Rs. 200,000 
whether we make chocolates or 
not. wms fpdl,Ü yeÿj;a ke;;a 
re'200"000 la oekgu;a jeh lr
we;af;uq'

Rs. 200,000 is a cost that does not 
change with production volume
re' 200"000 hkq ksIamdok Odß;dj u; 
fjkia fkdjk msßjehls

Rs. 200,000 is a Fixed cost
re' 200"000 hkq ia:djr msßjehls

Let’s put the fixed cost and 
number of chocolates toa graph.
wms ia:djr msßjeh iy fpdl,Ü
m%udKh m%ia:drhlg we;=<;a lruq'

Fixed 
Cost

No. of Chocs0

Rs.200,000

100

13
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What do we need to produce 01 Chocolate
fpdl,Ü 01 la ksIamdokh lsÍug wmg wjYH jkafka

fudkjdo@
Cocoa, Milk, Butter and Sugar
fldfldajd" lsß" ng¾ iy iSks 50

Labor 
Y%uh 25

Packing Cost
weiqreïlrK msßjeh 5

80

Sandeepa Jayasekera - JMC 

Cocoa, Milk, Sugar and Butter are the main materials to produce a 
Chocolate. This material cost can be directly attributable to a product. 
It’s variable with the number of products. It’s the direct material cost.
fpdl,Ü tlla iE§ug wjYH m%Odk wuqøjH jkafka fldfldajd" lsß" iSks iy ng¾h' 
fuu wuqøjH msßjeh fl,skau ksIamdokhlg wod< l< yel' ksmojk fpdl,Ü
m%udKh wkqj fuu msßjeh fjkia fõ' tu ksid fuh Rcq øjH msßjeh fõ'

Employees are directly engaged in production process. They are 
being paid on number of items produced. They are the Direct 
labor cost. fiajlhska ksIamdok l%shdj,shg fl,skau iïnkaO ù isáhs' 
Tjqkag f.ùï lrkq ,nkafka ksIamdokh lrk fpdl,Ü tAll .Kk u; h' 
tu ksid fuh Rcq Y%u msßjeh fõ'
Packaging cost is an overhead cost. However, it varies with the number of 
products. Therefore, it’s a variable production overhead. weiqreïlrK msßjeh
hkq fmdÿld¾h$jl% msßjehls' flfia fj;;a" ksIamdokh lrk fpdl,Ü m%udKh wkqj
tho fjkia fõ' tu ksid fuh úp,H fmdÿld¾h msßjeh f,i ye¢kafõ'
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Sandeepa Jayasekera - JMC 
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The above explained Direct 
Material Cost, Direct labor cost 
and the Variable Production 
overheads are varying with the 
number of product. Therefore, 
those are variable costs.
by; úia;r lrk ,o Rcq øjH msßjeh" Rcq
Y%u msßjeh iy úp,H fmdÿld¾h msßjeh hk
ish,a,u ksIamdokh lrk tAll m%udKh wkqj
fjkia fõ' tu ksid tu ish¨u msßjehka úp,H
msßjeh .Khg wh;a fõ'

Variable Cost Rs.

No of Chocs0
80

1 20010 100

800

8,000

16,000

18

Production Cost Classification on Nature
iajNdjh wkqj ksIamdok msßjeh j¾.SlrKh

Direct Cost (Prime Cost) 
Rcq msßjeh ^m%d:ñl msßjeh&

Indirect Cost (Manuf. Overhead Cost)
jl% msßjeh ^ksIamdok fmdÿld¾h msßjeh&

Direct Material Cost
Rcq øjH msßjeh

Direct Labour Cost
Rcq Y%u msßjeh

Other Direct Cost
Rcq fjk;a msßjeh

Indirect Material Cost
jl% øjH msßjeh

Indirect Labour Cost
jl% Y%u msßjeh

Indirect Other Direct Cost 
jl% fjk;a msßjeh
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Direct 
Material 
Rcq øjH

Cost of Production ksIamdok msßjeh
Cost of acquiring the main material used in the 
product. ksuejqu i|yd Ndú;d lrk m%Odk wuqøjH ,nd
.ekSug hk msßjeh'

Direct 
Labour
Rcq Y%uh

Cost of employee benefits paid to employees 
engaged in changing shape and nature. NdKavfha
yevh iy iajNdjh fjkia lsÍfuys fh§ isák fiajlhskag
f.jkq ,nk fiajl m%;s,dN msßjeh'

Direct 
Other

Rcq fjk;a

Cost of designing and royalties on designs.
fudaia;r ks¾udKh lsÍfï msßjeh iy tu fudaia;r i|yd
jk ysñlï .dia;=

Indirect 
Material
jl% øjH

Cost of Production ksIamdok msßjeh
Cost of acquiring the other materials used in the 
product. ksuejqu i|yd Ndú;d jk fjk;a ^w;sf¾l& øjH
,nd .ekSug hk msßjeh'

Indirect
Labour
jl% Y%uh

Cost of employee benefits paid to employees who 
are not the main employees
m%Odk fkdjk fiajlhskag ^iydhl ld¾h uKav,hg& f.jkq

,nk fiajl m%;s,dN msßjeh'

Indirect
Other

jl% fjk;a

Other variable and fixed overheads such as rent, 
utility, depreciation etc. l=,sh f.ùu" Wmfhda.s;d .dia;= 
^úÿ,sh$c,h jeks&" laIh ùu jeks fjk;a úp,H iy ia:djr
fmdÿld¾h msßjehka'
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Production Cost Classification on Behaviour
yeisÍu wkqj ksIamdok msßjeh j¾.SlrKh

Fixed Cost ia:djr msßjeh Variable Cost úp,H msßjeh

If a cost does not vary with the 
volume of production, it’s 
considered as a fixed cost.
ksIamdok Odß;dj iuÕ fjkia fkdjk
msßjehla kï" th ia:djr msßjehla
f,i ie,fla'

If a cost is varying with the volume 
of production, it’s considered as a 
variable cost. ksIamdok Odß;dj iuÕ
fjkia jk msßjehla kï" th úp,H
msßjehla f,i ie,fla'

• Rent l=,sh
• Depreciation laIh ùu
• Maintenance kv;a;= msßjeh

• Raw Material wuqøjH
• Electricity úÿ,sh
• Piece Rate Employees 

lE,s .Kkg f.jk fiajlhska

22

In a Startup; Keep the Costs Variable as much as possible 
jHdmdrhla wdrïNfha§ yels ;rï msßjeh úp,H msßjeh úÈyg ;shd.kak

21
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Administration and Other Expenses
mßmd,k iy fjk;a úhoï

Business Expenses jHdmdßl úhoï
Othe than the Production, a business has 
Administration, Marketing, Finance etc. functions. 
These functions incur expenses as well. ksIamdokhg
l%shdj,g wu;rj" jHdmdrhl mßmd,k" wf,úlrK" uq,H wd§
ld¾hhka mj;S' fuu ld¾hhka i|ydo úhoï isÿfõ'

23
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Business Expenses jHdmdßl úhoï

Admin Expenses
mßmd,k úhoï

Marketing
Expenses
wf,úlrK

úhoï

Finance 
Expenses
uq,H úhoï

Tax Expenses
nÿ úhoï

• Salary jegqma yd fõ;k
• EPF ETF fiajl w¾:idOl 
wruqo,a úhoï yd fiajl Ndrldr
wruqo,a úhoï
• Rent l=,S úhoï f.ùï
• Utility Wmfhda.s;d .dia;= 
^úÿ,sh" c,h&
• Security wdrlaIl úhoï
• Cleaning msßisÿ lsÍfï úhoï

• Promotions 
m%j¾Ok úhoï
• Advertising m%pdrK
úhoï
• Distribution 

fnodyeÍï úhoï
• Incentives 
Èß.ekaùï úhoï

• Loan 
Interest Kh
fmd,S f.ùï
• Lease 
Interest l,anÿ
fmd,S f.ùï

• Income Tax wdodhï noao
f.ùï
• VAT tl;= l< w.h u; 
noao f.ùï
• Social Security Levy 
iudc wdrlaIK odhl;aj
noao f.ùï

Financial Estimates uq,H weia;fïka;=

25
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Financial Estimates uq,H weia;fïka;=
Financial Estimates are the 
forecasted financial figures used 
to plan the business operations. 
These are called Budgets. 
Benefits of Budgeting include
uq,H weia;fïka;= hkq jHdmdßl lghq;= 
l%uj;aj ie,iqï lsÍu i|yd Ndú;d
lrkq ,nk wkdjels m<l< uq,H b,lalï
fõ' fïjd whjeh f,i ye¢kafõ
whjehlrKfha jdis

• Controlling Technique
md,k Wml%uhla f,i l%shd lsÍu

• Manage Debt 
Kh l<ukdlrKh lsÍu

• Manage Risk 
wjodkï l<ukdlrKh lsÍu

• Improved Decisions 
;SrK .ekSu ÈhqKq lsÍu

• Achieve Fin. Goals
uq,H b,lal imqrd .ekSu

Financial Budget Preparation 
uq,H whjeh ms<sfh, lsÍu

Get the Expected 
Demand for the 
Products. 
Accordingly, the 
sales income can be 
planned.
ksIamdok i|yd
n,dfmdfrd;a;= jk
b,ä u ,nd .ekSu'
tA wkqj" wf,ú wdodhu
ie,iqï l< yel'

Sales 
Planning wf,ú
ie,iqïlrKh

Based on Sales 
estimates, the 
production will be 
planned, and 
Production cost will 
be estimated.
wf,ú weia;fïka;= u; 
mokïj ksIamdokh
ie,iqï lrk w;r" 
ksIamdok msßjeh
weia;fïka;= lrhs

Production  Planning 
ksIamdok

ie,iqïlrKh

Administration, 
Marketing, Finance 
and Tax Expenses 
shall be estimated.
mßmd,k" wf,úlrK" 
uq,H iy nÿ úhoï
weia;fïka;= l< hq;=h'

Expense Estimates
úhoï weia;fïka;=

Based on 
information in 
previous steps, the 
financial budgets 
can be prepared.
uq,a mshjrj,ska ,nd.;a 
f;dr;=re u; mokïj
uq,H whjeh ilia l< 
yel'

Drafting Budgets 
whjeh flgqïm;a lsÍu

27
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Y5Y4Y3Y2Y1

Sales úl=Kqï wdodhu
Manufacturing Cost ksIamdok msßjeh
Raw Material Cost wuqøjH msßjeh
Direct Labour Cost Rcq Y%u msßjeh
Other Direct Costs Rcq fjk;a msßjeh
Prime Cost m%d:ñl msßjeh
Production Overheads Cost ksIamdok fmdÿld¾h msßjeh
Total Manufacturing Cost uq¿ ksIamdok msßjeh

Administration Expenses mßmd,k úhoï

Marketing Expenses wf,úlrK úhoï

Finance Expenses uq,H úhoï

Other Expenses fjk;a úhoï

Tax Expenses nÿ úhoï

Total Expenses uq¿ úhoï

Profit Y=oaO ,dNh

Profit or Loss Budget ,dN fyda w,dN whjeh

Y5Y4Y3Y2Y1
Production Overheads ksIamdok fmdÿld¾h msßjeh
Factory Rent l¾udka;Yd,d l=,sh
Factory Supervisor Salary l¾udka;Yd,d mÍlaIl jegqm
Factory Utility Expenses l¾udka;Yd,d Wmfhda.s;d úhoï
Administration mßmd,k úhoï
Rent l=,sh
Electricity úÿ,sh
Salaries and Wages jegqma iy fõ;k
Water c,h
Marketing Expenses wf,úlrK úhoï
Marketing  wf,úlrKh úhoï
Vehicle Depreciation jdyk laIh ùu
Promotions m%j¾Ok
Financial Expenses uq,H úhoï
Bank Overdraft Interest nexl= whsrd fmd<S
Interest Expenses fmd<S úhoï

Profit or Loss Forecast Supportings ,dN fyda w,dN weia;fïka;= Wmldrl igyka

29
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Format of Statement of Financial Position uq,H ;;a;aj m%ldYkfha wdlD;sh
Y5Y4Y3Y2Y1

Non - Current Assets cx.u fkdjk j;alï
Land bvï
Building f.dvke.s,s
Machinery hka;%iQ;%
Investments wdfhdack
Current Assets cx.u j;alï
Inventory f;d.
Trade Debtors fj<| Kh.e;sfhda
Cash and Cash Equivalents uqo,a iy uqo,a j,g iudk oE
Total Assetsuq¿ j;alï
Equity m%d.aOkh
Capital m%d.aOkh
(+) Profit for the year ^¬& j¾Ifha ,dNh
Non – Current Liabilities cx.u fkdjk j.lSï
Bank Loans nexl= Kh
Current Liabilities cx.u j.lSï
Creditors Khysñfhda
Accrued Expenses f.úh hq;= úhoï
Total Equity & Liabilities uq¿ ysñlu iy j.lSï

Entrepreneurial Management
jHjidhl;aj l<ukdlrKh

31
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Management l<ukdlrKh

Management is the process of Planning, Organizing, 
Leading and Controlling to achieve business goals 
effectively and efficiently.
jHdmdßl wruqKq yd mrud¾: iM,odhSj iy ld¾hlaIuj <Õd
lr .ekSu i|yd ie,iqï lsÍu" ixúOdkh lsÍu" fufyhùu iy
md,kh lsÍu hk l%shdj,sh l<ukdlrKh f,i ye¢kafõ'

Doing it in the RIGHT WAY
“Optimum use of resources 

without wasting”
ksjerÈ l%uhg lsÍu

—iïm;a wmf;a fkdhjd Wmßu f,i
Ndú; lsÍu—

Efficiency ld¾hlaIu;djh
Doing the RIGHT THING

“Achieving the business goals”
ksjerÈ foa lsÍu

—jHdmdßl b,lal wfmalaIs; 
wdldrfhkau <Õd lr .ekSu—

Effectiveness iM,odhS;djh

Effectiveness Vs Efficiency
iM,odhS;djh iy ld¾hlaIu;djh
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Deciding What 
to do and How 
to do. Setting 

objectives and 
deciding 

strategies.

Structuring 
work, assigning 

tasks, 
allocating 

resources to 
implement 

plans

Influencing, 
motivating, and 

guiding 
employees to 
work towards 

common goals

Measuring 
performance, 

comparing it to 
planned goals, 

and taking 
corrective 

actions

Planning, Organizing, Leading and Controlling

l< hq;af;a l=ulao
iy th lrkafka
flfiaoehs ;SrKh
lsÍu' wruqKq
;SrKh iy Wmdh
ud¾. ;SrKh lsÍu

jev moaO;sh
ieliSu" ld¾hhka 
mejÍu iy
ie,iqï l%shd;aul
lsÍug iïm;a
fjka lsÍu'

fmdÿ b,lal fj; 
<Õd ùug
fiajlhskag
n,mEï lsÍu" 
Tjqka Wkkaÿ
lrùu iy
ud¾f.damfoaYkh 
§u'

ld¾hidOkh 
uekSu" th ie,iqï
l< b,lal iuÕ
ixikaokh lsÍu
iy ksjerÈ lsÍfï
mshjr .ekSu'

ie,iqï lsÍu" ixúOdkh lsÍu" fufyhùu iy md,kh lsÍu

35
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Management Levels and Skills Required
l<ukdlrK uÜgï iy wfmalaYs; l=i,;d

Top 
Management

Middle
Management

Functional 
Management

Conceptual Skills 
ixl,amkd;aul l=i,;d

Technical Skills 
;dlaI‚l l=i,;d

Human Skills
udkj iïnkaO;d l=i,;d

Innovation and 
Creativity

kfjda;amdokh
iy

ks¾udKYS,S;ajh

Resource 
Allocation
iïm;a fjka

lsÍu

Risk Mgt
wjodkï

l<ukdlrKh
Growth and 

Sustainability
j¾Okh iy
;srirnj

Cost Reduction
msßjeh wvq lsÍu

Entrepreneurial Management Roles 
jHjidhl;aj l<ukdlrK N+ñldjka

37
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Poor Cost 
Management
ÿ¾j, msßjeh
l<ukdlrKh

Inadequate 
Planning
wiïmQ¾K 

ie,iqïlrKh
Weak 

Management
ÿ¾j, 

l<ukdlrKh
Cash Flow 
Problems
uqo,a m%jdy

.eg¨

Challenges in Entrepreneurial Management
jHjidhl;aj l<ukdlrKfha mj;sk wNsfhda.
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