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5.3 Production and cost

Pancake making


PANCAKE MAKING

A: The story

This exercise is part of the ”Production and Costs” module of the training programme. It introduces the participants to the study of the technical subjects of production management and cost estimation.

The participants are invited to attend a demonstration in which an entrepreneur shows them his production process of pancakes. In processing the exercise, the participants identify the key elements of preparing production plans, and they acquire practical insights into the design and improvement of small-scale production systems. They also identify the different costs involved in the enterprise and learn how to calculate the cost per pancake. 

The exercise is an opportunity to introduce the participants to the feasibility analysis of an idea. Knowing the demand and the price that the market would be willing to pay for a given product, the cost analysis is the basis to determine the feasibility of the enterprise and/or to explore the conditions to make the enterprise or business idea viable (i.e. to explore ideas to reduce costs, increase productivity, etc.).

B: Basic information

Objectives of learning


Basic objectives to be achieved by participants


The participants

· identify the key elements in preparing production plans

· acquire practical insights into the design of small-scale production systems

· identify the different costs involved in an enterprise 

· understand the difference between fixed and variable costs and can classify them 

· know one way to calculate the cost per unit (for enterprises that produce only one product)

Additional objectives of a higher level depending on the situation and the current conditions of the target group
The participants

· deduce the concept of break-even point



Uses
Production and operation management

Product costing

Pricing

C: Further Information

Time
3 hours

Preparation of rooms
participants seated in U-shaped formation facing a demonstration table with 2 soft boards and a flip chart board

Requirements

Trainers/assistants
1 lead trainer

1 co-facilitator

Didactic aids to prepare
· Transparency ”Machinery and Equipment Listing” (Annex 1)

· Transparency ”Materials and Other Costs List” 
(Annex 2)

· Transparency ”Process List” (Annex 3)

· Transparency ”Time Study Sheet” (Annex 4)

· Transparency ”Production Process Chart” (Annex 5)

· Transparency ”Cost components” (Annex 6)

· Chart ”Fixed and Variable Costs” (Annex 7)

· Chart ”Cost per Unit” (Annex 8)

Materials for the trainers (during the exercise)
· 1 set of pancake-making utensils (1 electric stove, 1 beater machine, 1 frying pan, measuring cups, 1 spoon, 2 plates, 1 bowl, etc.)

· raw materials to prepare the pancakes (flour, eggs, butter, oil, sugar, water, milk, marmalade, etc.)

· 1 set of cooked pancakes

· flip chart, marker pens, calculator, overhead projector

· Annexes 1, 2, 3, 4, 5, 6, 7 and 8.

Materials for the participants (during the exercise)
· 1 copy per participant of:

· Annex 1, 2, 3, 4, 5, 6, 7 and 8

· Handout ”Fixed and Variable Costs Examples”  
(Annex 9)

Important conditions of the room
· make sure that all participants can see the demonstration

· large enough to allow group work

D: Learning Process Overview

Step
Time
Most important contents

Introduction


5’
Introduce the exercise as an opportunity to explore the concepts related with production and operations management as well as costs. 

Pancake demonstration
15’
To introduce your small ”pancake-making” enterprise and to demonstrate how you produce your delicious pancakes. Participants observe carefully the process and take notes about it.

Pancake sale
10’
Pancakes are sold at the highest price offered by the participants.

Processing I (production area)
60’-70’
Participants identify the key elements in preparing production plans and acquire practical insights into the design and improvement of small-scale production systems.

Processing II

(costing)
60’-70’
Participants identify the different costs involved in managing an enterprise. They understand the difference between fixed and variable costs and classify them. They know one way to calculate the cost per unit (for enterprises that produce only one product).

Generalising


10’


All production process can be improved and the selling price (fixed by the market) should cover all the costs.

E: Integrated Learning Process Organisation (ILPO)

Step
Time
Most Important Contents
Activities of Trainer
Range of possible Activities of Participants
Required Materials
Hints

Introduction
5'
To motivate participants.
explaining
listening

Link the exercise with the previous marketing module, where they estimated the market share as well as the price the market would be willing to pay for the product or service. Introduce the exercise as an opportunity to explore the concepts related with production and operations management and costs, the following step in preparing the business plan, and the study of the project idea’s feasibility.

Pancake demons-tration
15’
The trainer acting as an entrepreneur shows the production process of his product (pan-cakes) while participants observe.
explaining,

doing,

answering
observing,

listening,

asking,

taking notes
Materials and equipment to make the pancakes,

1-2 tables

(see require-ments in part C)
1? Present your small ”pancake making” enterprise (show a sample of the final product) and invite the participants to attend a production demonstration which aims to identify the critical elements in designing production systems and preparing production plans. Ask them to observe carefully and take notes about what they see.

Show the machinery, equipment and raw materials and gradually demonstrate the process of making pancakes. (See hints). 

Pancake sale
10’
The participants state the price they would pay for the final product (pancake).
asking,

writing,

selling
saying, 

buying,

paying
pancakes

flip chart

pens
At the end of the process, ask the participants: ”How much would you pay for this pancake?” Write the prices offered on the flip chart and sell them for the highest price. Keep these prices somewhere visible in the classroom.

Group work
30’-40’
The participants identify the key elements of the pancake making process.
instructing,

distributing materials,

answering 


discussing,

asking


Annex 1, 2, 3, 4, 5;

overhead projector;

pens for transparencies;

1 copy of each annex per participant
Form 4 –5 groups.

Distribute to each participant a copy of the Annexes 1, 2, 3 and 4. Ask them to fill the forms 1, 2 and 3 with the information they collected and ask them to be ready to present the results. Give 20’ for the task. While they work answer questions that may arise with respect to the equipment, materials or the steps. Questions about costs are answered later.

Ask one volunteer of one group to present the results of Annex 1, another to present the results of Annex 2 and a third the results of Annex 3, using the transparencies. 

Give the information of Annex 4.

Processing I

(Production process)
20’ – 30’
(Is done together with the previous step, after each presentation)

Ask the participants to go over the Annex 1 and ask them:

How such machinery and equipment can be appropriately substituted in order to attain economy of operation (i.e. lower costs), higher productivity, mass production (i.e. get away from the kitchen model)

Ask the participants to look at the process (Annex 3) and the information of Annex 4:

How can the process be improved?

Why is it useful to know the production process?
asking the key questions
answering, discussing
see above 
Require the participants to write their decisions into the Remarks column of the forms.

All the production processes can be improved with the aim of increasing productivity, improving quality, or saving costs. 

At the end of the processing distribute a copy of Annex 5 to each participant.



Processing II (Costs)
60’-70’
Go over the materials list. Ask the participants: 

What other costs are involved in this enterprise?

Is there a difference between costs like rent and that of flour? Which is it?

Explain the steps to calculate the total cost per unit.

Considering the price you said you were willing to pay for one pancake:

What can you conclude about the viability of this business? 

Would I make a profit or loose money? 

What can I do to improve the results?
making key questions,

explaining,

answering
reflecting,

discussing,

answering
flip chart;

pens;

overhead projector;

transparency of cost components (Annex 6);

charts of fixed and variable costs and cost per unit (Annex 7,8);

1 copy per participant of Annexes 6,7,8,9
Note down all the costs the participants name in the way they name them. Try to elicit from them as much as possible. Make them think specifically of the ”entrepreneur’s salary”, manpower costs if he/she has employees, and depreciation. 

When you consider all the costs to have been mentioned, show them Annex 6 and organise the list following this structure.

Then make them think about the difference between costs like rent and flour to deduce the concepts of fixed and variable costs. Ask them to classify one by one all the costs as variable or fixed. Show Annex 7.

Distribute Annex 8 and explain step by step, how to calculate the cost per unit using your ”pancake making” enterprise as example. 

At the end distribute a copy of Annex 6, 7 and 9.

General-sing
10’
What are the main learning points you take out from this exercise?

Why is it necessary to know the production process?

Why is it important to know the fixed and variable costs of my enterprise and to calculate costs?

Are all enterprises feasible?
asking
answering,

synthesising

Not all the businesses or project ideas are feasible. Given a market share and the market price, costs need to be adjusted to be able to sell the products. If the market share can’t be modified, this can require to reduce fixed costs, to make fixed costs become variable, etc.



Synthesis

See list of articles referring to this subject





F: Hints for preparation, typical situations and dangers

Facilitators need to rehearse the process before the session in order to:

List all the materials, equipment and machinery involved in the process.

Design the production process.

Calculate the cost with real information.

The entire process of making pancakes can be divided into three areas:

”make ready”: involves the preparation required, i.e., getting materials (transport), measuring the ingredients (inspection and operation), beating eggs (operation), mixing the flour and the eggs (operation), etc.

”do”: involves checking the pan temperature (inspection), putting the cooking oil in the pan (operation), laying the pancake mix in the pan, cooking (operation and delay), etc.

”put away”: removing the finished pancake from the pan (transport), putting the cake in a plate (storage), etc.

To demonstrate the process you can produce 2 or 3 pancakes. Bring 1 set of cooked pancakes to have enough to sell to the participants, as well as to show the final product at the beginning of the process.

Take enough time to explain the difference between fixed and variable costs and the steps to calculate the cost per unit. Give the participants some exercises to do as homework to practise the learning points (give examples of services or trade enterprises). Another session will be necessary to explain the process to calculate the costs for enterprises that produce more than one product. 

Encourage the participants to start classifying their costs and to calculate the monthly fixed costs and the variable cost per unit of each of its products.

G: Variations

1) Alternative uses and objectives 

Depending on your training programme, you can use the exercise in the production module and develop only the first part of the exercise related with the production plan (i.e. you can give more time to design an improved production process of the pancakes). Or you can use it in the cost module, starting with the production process, but just as an entry point necessary to calculate costs. So you have more time for the second part of the processing.

2) Minimising/Maximising

See above.

3) Substitutions

You can produce another product.

H: Annexes

Transparency

Annex 1 Production Game - Pancake Making 

MACHINERY AND EQUIPMENT LISTING

Items


Costs

(local currency)


Remarks





























































Transparency

Annex 2 Production Game - Pancake Making 

MATERIALS AND OTHER COSTS LIST

Items


Cost
Type

(F o V)
Remarks




































































F = Fixed Cost

V = Variable Cost

Transparency

Annex 3 Production Game - Pancake Making 

PROCESS LIST
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Transparency

Annex 4 Production Game - Pancake Making 

TIME STUDY SHEET

Process/Step


Time (in sec.)
Remarks

































































Transparency

Annex 5 Production Game – Pancake Making
PRODUCTION PROCESS CHART



Transparency

Annex 6 Production Game - Pancake Making 

COST COMPONENTS

PRODUCTION COSTS

Raw Materials

Manpower

Product Expenses

(Electricity, Transport, Rent, Water, etc.)

Entrepreneur’s Salary

(If he/she Participates in the production process)

MANAGEMENT COSTS

Telephone, Rent, Electricity, Insurance, etc.

Entrepreneur’s Salary

SELLING COSTS

Publicity, Promotion, Commissions, etc.

DEPRECIATION

Of Machinery, Equipment and Tools

FINANCIAL COSTS

Interest

Chart

Annex 7 Production Game - Pancake Making 

FIXED AND VARIABLE COSTS



Chart

Annex 8 Production Game - Pancake Making 

COST PER UNIT

(for enterprises producing/selling one product/service)

Variable Costs

Product:
Costing unit:



Selling Price:


Monthly production

(in units):

Raw materials
Purchasing unit
Purchasing price
Used quantity per costing unit
Cost





































(1)Total Raw Materials Cost  


Other Variable Costs


Cost per Unit


















(2)Other Variable Costs


(3)Total Variable Costs per costing unit (1+2)


Chart

Annex 8 Production Game - Pancake Making (page 2)

COST PER UNIT

(for enterprises producing/selling one product/service)

FIXED COSTS (PER MONTH)


LOCAL CURRENCY

























 (4) Total Fixed Costs


(5) Monthly production (in units)


 (6) Fixed Cost per unit (4/5)





(7) Total Cost per costing unit (3+6)


Handout

Annex 9 Production Game - Pancake Making 

Fixed and Variable Costs: Some Examples


FIXED
VARIABLE COSTS

COSTS
Bakery
Carpentry
Retailer
Services


Raw Materials

Wages and salaries

Social Services

Entrepreneur’s salary

Rent

Transport

Public services

Maintenance

Depreciation

Others


Flour

Sugar

Eggs

Salt

Butter

Baking powder

Milk 

Cheese
Wood

Hinges

Paint

Thinner

Screws

Turpentine oil

Glue
Goods’ cost


Materials and spare parts’ used in the service


Manpower


Salary per kg


Salary per produced piece
Sales commissions
Fee per delivered service

EQUIPMENT











TABLE


ELECTRIC STOVE


BEATER MACHINE


FRYING PAN


CUPS


PLATES


SPOON


KNIFE


BOWL





PROCESS











TO:


PREPARE


PUT IN ORDER


SPILL


JOIN


ADD


MIX


BEAT


HEAT UP


FRY


TURN UP SIDE DOWN








RAW MATERIALS








MILK





FLOUR





BUTTER





SALT





EGGS





BAKING POWDER





VARIABLE COSTS








Are those ones that vary with the produced quantity





FIXED COSTS








Are those ones that do not vary with the produced quantity
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