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ABSTRACT

This study is confronted to view the impact of cost control on the profitability of manufacturing industries. Cost control is of utmost importance in every business concern for the negligence of which will affect the earning at any point in time. A good system of cost control begins with the behavior of workers in the organization as workers are instrumental to the achievement of organizational goals. In carrying out this research, cost control is used as an indispensable tool, which aid organization to attain their corporate objectives of profit maximization and study was concentrated on the manufacturing companies along Cauayan City, Isabela, where cost control was viewed from a strategic perspective. The conceptual framework of the study shows an input which are the profile of the respondents in terms of the type of manufacturing industries, size of the manufacturing industry and determination of the perception of the respondents regarding the efficiency of the company’s cost control system and their levels of profitability. It was processed through the collection, analysis and interpretation of administered survey questionnaires with the use of Frequency and Tally percentage, Weighted Mean, Analysis of Variance (ANOVA) and Pearson Correlation Coefficient. The output shows the effect of cost control on the profitability of certain firms and provided basis for the firm’s system improvement. For the achievement of the objectives of this research, data collected by the use of survey questionnaires. Data collected were subjected through analysis using frequency and tally percentage, weighted mean, analysis of variance (ANOVA) and Pearson correlation model. The result of the research shows that there is no significant difference between the perception of the respondents regarding the cost control system and profitability of the manufacturing companies when grouped according to their profile which are the type of business and size of business. It is also evident that there is a significant relationship between the perception of the respondent regarding the cost control system and level of profitability of the manufacturing companies. The organization should be strategic in controlling cost so not allow negative appraisal impact to have maximum target profit. The manufacturing companies must be properly administered by setting realistic standard. Manufacturing industries must also know that for effective cost control to be achiever there should be proper data collection, data analysis and control administration.






CHAPTER 1
THE PROBLEM AND ITS BACKGROUND

Introduction

A business objective, which consists of financial and non-financial objectives, is the starting point for any business organization to thrive and it provides direction for action. This objective is also a way of measuring the effectiveness of the actions that was taken by the management of the organization.

The ultimate goal or objective of any business according to Oyerogba, et al (2014) is profit maximization because it maximizes shareholders’ wealth, which is the ultimate aim of investing in business. Naturally, people will prefer to invest in a highly profitable business.

As to Roque, profit can be planned. A certain amount may be set as the goal for a period, and strategies may be thought of to attain the goal set. Considering the formula to compute for profit, “Profit is equal to Sales less Total Costs and Expenses”, increasing profit merely requires an increase in sales and/or a decrease in costs and expenses. In other words, if sales and costs are to be regarded as factors affecting profit, then maximization of profit can be accomplished by carefully manipulating these factors.

However, for a business to ensure profitability there is a need for an adequate control of costs. Oyerogba, et al (2014) noted further that for any business to record adequate profit, there is need for proper control of costs because a company with sound and adequate cost structure has a brighter chance of achieving its profit target.

According to Adeleke (2014), cost control and profitability is the mainstay of every business and therefore represent the bottom line for every company. For a firmto be profitable, a clear and thorough understanding of all the factors that drive profit, as well as cost is very important.

Brumbaugh (2008) opined that corporate bodies should watch the cost and the profit will take care of itself. Since management is concerned with profitability, the need for higher sales will arise and this will facilitate the need to increase the production capacity, which in turn brings about increase in cost (Siyanbola and Raji, 2013). The implication is that, management should be efficient in controlling the cost, instead of embarking themselves on unscientific cost reduction that may lead to lowering the quality of products.

Cost control system consists of methods and procedures that help to regulate the cost of operating an undertaking and ensure that cost do not go beyond a certain level (Sikka, 2003). As profitability amongst others is the essence of any business, the incurrence of reasonable costs will always be needed.

Cost control is operated by setting of standards and maintaining the performance according to standard because, as management aspires to increase productivity for more profit, there will be an increase in cost and collection of cost will be made by each area of responsibilities. The set standards are then compared to the actual, the deviation or variation between two is identified and necessary steps should be taken to control them. Therefore, the role of the management is to ensure careful and efficient use of resources so as to achieve those standards.

This study entitled “Impact of Cost Control System on the Profitability of Manufacturing Industries in Cauayan City, Isabela” aimed to examine and discuss the efficiency of cost control in regulating the expenses of manufacturing industries when it comes to production and determining whether this system of control really affects the profitability of certain firms.

Statement of the Problem

Generally, this study is confronted with the view of analyzing the efficiency of certain cost control system on which the manufacturing companies in Cauayan City adopts, assessing whether this system ultimately affects profitability.

Specifically, it sought to answer the following questions:

1. What is the profile of the respondents in terms of:
   1.1 Type of Manufacturing Industry
   1.2 Size of the Manufacturing Company
2. What is the perception of the respondents regarding the efficiency of the company’s cost control system?
3. What is the level of profitability of the respondents?
4. Is there a significant difference on the perception of the respondents regarding efficiency of the cost control system and profitability of the manufacturing industries when grouped according to their profile?
5. Is there a significant relationship between the perception of the respondents regarding the efficiency of the cost control system and profitability of the manufacturing companies?

Objectives of the Study

This research aimed to:

1. Determine the profile of the respondents in terms of:
   1.1 Type of Manufacturing Industry
   1.2 Size of the Manufacturing Company
2. Determine the perception of the respondents regarding the efficiency of the company’s cost control system.
3. Determine the level of profitability of the respondents.
4. Determine the difference on the perception of the respondents regarding the efficiency of the cost control system and profitability of the manufacturing companies when grouped according to their profile.
5. Determine the relationship between the perception of the respondents regarding the efficiency of the cost control system and profitability of the manufacturing companies.




Significance of the Study

The findings of the study present recommendations that are useful in the management’s current control system.

Furthermore, the result of the study is deemed significant to the following:

Businessmen. This study will help them assess the cost control system that their business used and its impact to the profitability of the business.

Community. This will help the community on becoming aware on the efficiency of cost control process used by manufacturing industries and how their profitability is affected.

Future Researchers. The result of this study will provide information that may serve as their basis for their future study.

Manufacturing Companies. This study will add to the pool of knowledge and help to instill cost consciousness amongst firms. Furthermore, this may help them identify the cost control systems and cost minimization tools that suit the organization.

Potential Managers. This study will broaden their view and knowledge on management projection and on the needs of having efficient cost control system to ensure profitability.
Students. This study will bring additional knowledge and ideas on the essence of cost control on the line of business management.

Researchers. This study will help them thoroughly understand the effect of cost control on profitability which they may apply on their future careers.

Scope and Delimitation of the Study

The main purpose of this study is to reveal the essence of cost control system on the profitability of manufacturing industries. Hence, this study does not extend to the other aspects of cost nor does it extend to other sectors of economy.

The researchers restricted the scope of the study to all the manufacturing industries along Cauayan City, Isabela which were according to the list obtained from the BPLO of the City Government.

The study was limited only to 23 respondents for some companies were unwilling to disclose information regarding their operation and profitability due to its confidentiality.

[bookmark: _GoBack]Definition of Terms

Terms in this study were conceptually and operationally defined for better understanding of the readers.

Budgetary Control. A system which uses budgets as a means for planning and controlling entire aspects of organizational activities or parts thereof.

Cost. The amount of resources put into the production of goods or services. It is often expressed in monetary terms and is also seen as the expenditure resulting from providing goods and services.

Cost Control. Series of steps that a business uses to maintain proper control over its costs. Cost control is the process whereby management seeks to influence costs so as
to keep them within planned limits. Implementing this level of control can have a profound positive impact on profits over the long term.

Cost Reduction. The process used by companies to reduce their costs and increase their profits.

Efficiency. The ability to do something well or achieve a desired result without wasted energy or effort.

EVA (Economic Value Added). It measures company’s financial performance based on residual wealth. The formula is Operating Profit less Cost of Capital.

Impact. The degree to which a particular management policy and or measures yield desire result.

Manufacturing. Is a process of converting raw materials into finished goods or product.

Manufacturing Industries. Industries who are engaged in the processing of raw materials into finished goods or product.

Profit. The positive gain remaining for a business after all costs and expenses have been deducted from total sales. The total income earned by the enterprise during the specified period of time. It is also referred to as the bottom line, net profit or net earnings.

Profitability. The ability of a company to use its resources to generate revenues in excess of its expenses. This is a company's capability of generating profits from its operations.

ROA (Return on Asset). It is a measure of operating efficiency. It indicates how well the firm’s management has used the assets under its control to generate income. The formula is Net Income divided by Average Total Assets.
ROE (Return on Equity). It measures the amount earned on the owner’s (or stockholder’s) investment. It determines how well the company is performing with the investment contributed by its owners. The formula is Net Income divided by Average Owner’s or Stockholder’s Equity.

ROS (Return on Sales). It measures the amount of income provided by the average peso sales. The formula is Net Income divided by Net Sales.

Standard. It applies to some measure, principle, model, etc. with which things of the same class are compared in order to determine their quantity, value, quality, etc.

Standard Costing. A system used by manufacturing industries which consists of the preparation and use of standard costs, their comparison with actual costs and the measurement and analysis of variances to their causes and points of incidence.




