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Abstract 

Cost management is essential to manufacturing company for sustaining market share, competitive position and 

profit growth. In the past, many SMEs had made mistakes during their cost management process. Two of these 

major mistakes were due to lack of knowledge in cost management and not knowing the right technique to use 

for monitoring all production costs. This paper has two main objectives: first, to present a case study on cost 

management method at a local SME; and secondly, to point out their mistakes and weaknesses of its cost 

management system. Later, the authors will present a case study of an effective cost management method 

practiced by a Japanese multinational company. Based on the findings of both case studies, the authors shall 

propose an effective costing management method that may be applicable to local SMEs for monitoring their 

production costs. The authors believed this costing management method will be able to help local SMEs to 

improve their cost management system, which eventually giving them the opportunity to achieve more 

profitable sales and sustainable competitive position in global market place. 
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1 Introduction

Cost management is essential to manufacturing 

company in order to maintain profitable sales to the 

company and sustainable position in current 

competitive global market. An effective cost 

management will enhance a company 

competitiveness and survival of its business 

especially during current global economic crisis. 

Practising continuous cost improvement activities 

had helped many companies to become more 

competitive and ability to survive.  

The objectives of this study are to compare the cost 

management systems in a local SME, Company X 

and the Japanese MNC, Company Y and to determine 

the mistakes and weaknesses of local SME. This 

study also present an effective cost management 

system adopted from Company Y. A comparison 

study is a good technique to study and adopt MNCs 

costing method to improve local SMEs. Comparison 

study also been used in this paper to encourage and 

familiarize more researchers and manufacturers with 

this technique. Due to the lack of knowledge in cost 

management, many SMEs were making mistakes 

during managing the cost. Each manufacturer or 

company need to control and monitor all the costs 

incurred during a manufacturing process. However, 

some SMEs do not know how or having the right 

technique in monitoring all costs which are involved 

in production. Having conducting cost improvement 

activities without studying the cost that significantly 

affecting the performance in terms of sales and profit 

may results in high production cost. Previous 

research made by Hamid et al. [1] had shown that 

SMEs are commonly facing with financial issues. 

Hopefully, this method will be able to help local 

SMEs improve their cost managing system, 

eventually giving SMEs opportunity to achieve more 

profitable sales and sustainable position in current 

competitive global market. 

 

2 Literature review 

SMEs play a very important role in the country’s 

economic development. Saleh & Ndubisi [2] in their 

study cited a statistic from SMIDEC Malaysia for 

year 2006. This statistic shows that 93.8 % of 

companies in the manufacturing sector are SMEs and 

they contributed 27.3% to total manufacturing output, 

25.8 % to value-added production, own 27.6 % of 

fixed assets and employ 38.9% of the country’s 

workforce. It is forecasted that by 2020, the value-
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added products from SMEs will be worth RM 120 

billion or 50% of total production in the 

manufacturing sector. Due to these reasons, it is why 

the authors believe that it is crucial to focus research 

on improving local SME performances. Referring to 

Table 1, it shows the financial issues faced by the 

SMEs. These problems illustrate how weak and 

inefficient cost management and control in local 

SMEs [1]. 

Table 1: Financial problems faced by SMEs 

Financial problem Percentage (%) 

Lack of capital 22.3 

Poor financial record 16.5 

High product cost 36.9 

High overhead cost 26.2 

Overdue account 

receivables 

24.3 

Difficulties in 

obtaining loans 

17.5 

Source: Hamid et al. [1] 

 

In the study made by Harri et al. [3] for the past few 

years have seen rising interest in network economy. 

The first reason is globalization. The world has been 

shrunk by information technology and open 

economies. The second reason is that companies have 

to take care of costs to meet the descending price rate 

of the market. Competition in the mature lines of 

business especially requires continuous productivity 

improvements. A firm that fails to reduce costs  

as rapidly as its competitors will find its profit 

margins squeezed and its existence threatened. The 

competitive environment demands the development 

of sophisticated cost management practices to keep 

costs down [3]. 

In a study made by Govindarajan and Shank [4], 

strategic cost management can be defined as the use 

of cost information to help formulate and 

communicate strategies, to carry out tactics that 

implement those strategies and finally to develop and 

implement controls that monitor success at achieving 

strategic objectives. 

While total cost management (TCM) is a business 

paradigm for managing all company resources and 

the activities that consume those resources with a 

focus on stimulating and managing changes [5].  

In the study also explains the TCM paradigm. 

Companies can consider the entire environmental 

impact of their products by looking for substitutes for 

inputs that are hazardous and for processes that  

can reduce the generation of waste. TCM offers  

a systematic approach to continuously improve 

operations and reduce waste generation throughout 

the product life cycle. Firms will find such 

integration desirable to reduce costs, reduce liability, 

and minimize adverse community concerns over their 

operations. 

 

3 Methodology 

Case study methodology was used in this research. 

This study will formulate an effective cost 

management which is adopted from Company Y 

through a comparison study. Data collection will be 

based on a sample of cash flow sheet and profit loss 

statement by Company X. Study of cost management 

will be based on these sheets. As for comparison, a 

production costing sheet used Company Y had been 

used. Analyzing a sample cash flow sheet and profit 

loss statement provided by Company X, a few 

weaknesses of cost management and cost control 

method in the company is being identified.  

In addition, the authors shall conduct a structured 

interview with a few of the top management in 

Company X. Further in this process, a production 

costing sheet currently used by Company Y will be 

use as part of comparison process to adapt this cost 

control method in SMEs. This too will be supported 

by interview made with a few top management 

personnel in Company Y. Through the comparison 

study and interpreting a production costing sheet, it 

was found that various costs were measured and 

monitored continuously in order to maintain better 

control of production and manufacturing expenditure.  

 
4 Results and Discussion 

4.1 Introduction 

The results of the case study will be separated into 

two sections. First is analysing and reviewing the 

weaknesses found in the sample of costing sheets 

used in Company X. By analysing these costing 

sheets, it will provide the authors the understanding 

on the cost management implementation in this SME 

Company. 

Secondly, analyse and review the good points found 

in a sample of production costing sheet used by 

Company Y. Through this analysis, the authors were 

able to understand good practices on cost 

management in this MNC. 
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4.2 Analysis of Company X 

4.2.1 Cash flow sheet 

Figure 1 shows a sample of Cash Flow Sheet used by 

Company X to project its cash flow expectation. This 

Cash Flow Sheet divided into 3 sections, which 

comprise of the following: 

• Section 1 – Cash Inflow 

• Section 2 – Cash Outflow 

• Section 3 – Net Cash Flow 

Cash inflow involves operating activities, which 

produce earning of income and sales for the 

company. In Figure 1, Cash inflow activities are 

includes the trade debtors, sales of scrap, fixed 

deposit interest and other sales. 

While cash outflow activities involved supporting 

and financing major processes such as operational 

and administration. Cash outflow activities for 

operational are consist of trade supplies, creditors, 

old debt, ageing and wages. As for administration, 

cash outflow activities includes administration 

matters, inter company, dividend and taxes.  

Once the cash inflow and outflow estimates were 

developed, later the net cash flow can be determined.  

 

4.2.2 Profit and loss statement (P&L) 

P&L statement also known as a Statement of Profit 

and Loss, or an Income Statement or an Income and 

Expense Statement. In Company X, Profit and Loss 

Statement is a financial statement that summarizes 

the revenues, costs and expenses incurred during a 

specific period. These records provide information 

that shows the ability of Company X to generate 

profit by increasing revenue and reducing costs.  

The statement of profit and loss follows a general 

form, begins with an entry for revenue and subtracts 

from revenue the costs of running the business, 

including cost of goods sold, operating expenses, tax 

expenses and interest expenses. The bottom line 

(literally and figuratively) is net income (profit). 

Revenue would be from the total sales of product, 

new project sales and sales of scrap iron. Meanwhile, 

cost incurred are comprise of cost of goods sold, 

production cost, sales tax, and other overheads  

such as administration expenses, bank charges,  

bonus for employees, company vehicles expenses, 

machine depreciation, management fees, building 

maintenance, office equipment maintenances, 

Collateralized Loan Obligation profit, management 

royalty, medical fees, professional audit fees, security 

expenses and utilities expenses. 

 

4.3 Review and discussion of Company X 

The usage of Cash Flow Sheet together with Profit 

and Loss Statement as part of managing 

manufacturing cost is a good technique and practice 

used by Company X to monitor the performance of 

its company. However, there are weaknesses found in 

this cost managing technique. Cash Flow Sheet and 

Profit Loss Statement only allow us to monitor 

overall expenses in and out of the company without 

focusing on the cost or expenses that are critical or 

directly influencing the performance of the company. 

Improvement activity cost conducted may not be 

focusing the right problem because actual costs 

incurred to solve the problems was not shown clearly 

in both Cash Flow Sheet and Profit and Loss 

Statement.  

Based on interviews made with a few management 

personnel in Company X, the authors found that 

Company X sales and income were very dependent 

on its customer demand volume. This means that the 

more quantity of product required by its customer, 

the higher sales volume would be for Company X. 

Company X also practises the concept of the more 

type of products being produced by the company the 

better its sales would be. In terms of cost 

improvement, the company believes cost is 

improving when more types of products produced at 

higher volume with lower rejection or defects rates.  

The most obvious weakness in this cost management 

technique can be seen when Company X’s customer 

unable to request high volume of product. Demand of 

product may decrease eventually, hence results in 

decreasing sales for the company. This would 

jeopardise the company cash flow especially when 

Company X overhead costs remain the same, 

regardless how much or less its sales value would be. 

Since Company X depends on volume and sales from 

its customer, the company has to bare and sustain the 

production cost that they have invested previously 

such as increasing number of workers, number of 

machines, working hours through overtime and 

increasing consumption of its material to cope with 

its high volume demand from its customer.  
In the long term Company X may need to cope with 

the burden of having high overhead, since there is no 

effective cost monitoring technique is being practice 

for its cost management system. 
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4.4 Analysis of Company Y 

In Company Y, the usage of Production Costing 

Sheet is essential to help production and operation to 

monitor closely the cost that had incurred during the 

production of its product. Figure 2 shows an example 

of a Production Costing Sheet currently used in 

Company Y for every product produced.  

 

4.5 Review and discussion on Company Y 

Referring to Figure 2, the authors had conducted an 

analysis on the sample of Production Costing Sheet. 

It shows that this costing method measured and 

monitored on the usage of material and the cost 

involved. It were also observed that staff usage and 

number of persons required for every process, 

number of processes involved to complete a product, 

usage of processing time and its processing cost in 

manufacturing for a product. 

Generally, estimates for the material, product cycle 

time, number of processes, number of staff and the 

processing costs was done at product development 

stage. Meanwhile, Company Y as shown in Figure 2 

use Production Costing Sheet for monitoring every 

possible cost incurred during the actual product 

manufacturing. 

In general, Production Costing Sheet helps 

production managers by giving them the overall data 

on the performance of cost for each product. For 

example, the Production Costing Sheet stated process 

yield rate on every process junction. Process yield 

rate are quality performance of a product. In other 

words, if a process has a high yield rate that means it 

is able to manufacture better quality products. Most 

of the materials used can also affect the process yield 

rate. It shows that if process yield rate are lower, it 

means more materials are required to be use in order 

to meet the quantity demand. More defects are been 

produced with respect to lower and incompetent 

process yield. Such situation will involve more 

materials to be use, hence giving an additional 

increment on material cost due to higher 

consumption.  

In addition, we also need to consider the cycle time 

for each process. Through this cycle time, processing 

cost is been calculated and monitored throughout the 

manufacturing process. For example; if a process 

involves high cycle time, the cost of processing will 

also increase. Most Japanese MNCs practices work 

study, lean manufacturing, and time study to improve 

and shorten processing time. Some would consider on 

turning the process into an automated line to reduce 

time and usage of human employees. These are some 

examples on how to improve cost in the production 

line.  

The Production Costing Sheet shown in Figure 2 can 

also be use for monitoring human workers usage. It is 

widely known that the more human workers are 

required to perform the job in a process, the hourly 

rate and cost would increase. Overall, the Production 

Costing Sheet give a good view on what type of cost 

and how much cost are being used in term of 

material, processing hour, manpower usage and 

process yield rate. 

In the production department, this Production Costing 

Sheets helps manager to focus and pinpoint on which 

item that incurred most cost to the production. Cost 

improvements made based on the result shown by the 

Production Costing Sheet because these items and 

cost can have direct influence on the profit or loss 

made by the product produced.  

In Company Y, the Production Costing Sheet is  

one of the effective cost managing techniques 

implemented in order to improve cost, hence 

generating better profit and sales. Both company, X 

and Y, use Cash Flow Sheet and Profit and Loss 

Statement as part of their cost managing tools. 

However, as an addition, Company Y develops and 

uses Production Costing Sheet as a supportive tool to 

control and monitor cost more effectively in its 

product manufacturing section. 
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Figure 1: Cash Flow Statement for Company X 

 

Figure 2: Production costing sheet for Company Y 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

       

Month: Nov-08 

 

  

MASS 

PRODUCTION 
MOCK 

    

      
Drawing No Colour YEN RM YEN RM 

 

0.0412 Yen 

 

CA07124-0701 Silver 212.00 8.74 204.00 8.41 

 

3.3980 USD 

 

        

Man Hour: 45.00 

        

(RM) 

 
PROCESS 

 

MP C/T Y.Rate (%) Material M. Cost Process P. Cost Total Cost 

Process 1 Child Part A 1 6 100.0 0 0 0.075 0.075 0.075 

Process 2 

 

4 11.25 96.6 0 0 0.563 0.582 0.582 

 

Child Part A 

  

96.6 0.718 0.743 0.931 0.963 1.706 

 

Child Part B 

  

96.6 0.312 0.323 0.189 0.196 0.519 

 

Child Part C 

  

96.6 0.153 0.159 0.529 0.547 0.706 

 

Child Part D 

  

96.6 0.320 0.331 0.202 0.209 0.540 

 

Child Part E 1 2 96.6 0.516 0.534 0.025 0.026 0.560 

Process 3 

 

3 12 96.7 

 

0.000 0.450 0.465 0.465 

Process 4 

 

1 4 99.3 

 

0.000 0.050 0.050 0.050 

Process 5 

 

1 3 100.0 0.035 0.035 0.038 0.038 0.072 

Total 

    

2.054 2.124 3.051 3.152 5.275 

Overall 

    

2.054 2.124 3.051 3.152 5.275 

Ratio/ Selling 

price 

     

24.3% 

 

36.1% 60.0% 

     

Material Material Process Process 

 
          

       

Target profit 0.10 

 

       Actual Profit/ 

loss % 

 

33.7% 

       

       

Profit/Loss 

 

2.679 

       

Cost/ pc 

 

5.28 

    

Management Fee: 3% 

 

Target Price Minus 9% 7.954 

    

Royalti: 6% 

 

Selling Price 

 

8.74 
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5 Conclusions 

In this study, Company X was used as a case study to 

identify how it practices cost management system. 

Through analysing its Cash Flow Sheet and Profit 

and Loss Statement, it was found that Company X is 

very dependent on quantity and sales demand from its 

customers. In Company X, costs controls are based 

on cash inflow and cash outflow. In another words, 

the company try to improve sales by reducing any 

expenses of outflow cash either from operational or 

administration aspects. It practices a method of cost 

down or cost cutting on some expenditure to improve 

its cost consumption. Other method of cost 

management implemented by Company X was to 

increase as much as possible the amount of sales 

through increasing product volume manufactured and 

number of various products produced. This will lead 

Company X to invest more on increasing the number 

of human workers, increasing the number of 

machines and increasing working hours through 

overtime. In the long term this may become a burden 

to this local SME, for example when there is a 

sudden drop of sales and demand from its customer.  

The practise of using Cash Flow Sheet and Profit and 

Loss Statement is vital to a company. However, it 

must be supported by other cost management tools 

and techniques to ensure effective cost monitoring 

activities is being implemented in the company. 

This is the reason why this study had chosen a 

Japanese MNC as a comparison in order to improve 

the cost management method in our local SME.  In 

Company Y, besides using Cash Flow Sheet and 

Profit Loss Statement to support its cost monitoring, 

it also uses Production Costing Sheet in production. 

This is to monitor in detail the operational costs that 

were incurred in every design and product 

manufacturing stages. The Production Costing Sheet 

has the same method for product costing used during 

product development stage. However, this Production 

Costing Sheet was implemented in production line to 

monitor the performance of product cost on monthly 

basis.   Cost improvements made based on the result 

shown by the Production Control Sheet. These 

improvements were done through methods such as by 

implementing Lean Manufacturing, JIT (Just-in-

time), Work Study and Time Measurement Study.  

In Company Y, the Production Costing Sheet is one 

of the effective cost management tool implemented in 

order to improve cost, hence generating better profit 

and sales. By simplifying the tool’s technique and 

method in Production Costing Sheet, it will able to 

assist local SMEs to implement and practice  

effectively to maintain better control of production 

expenditure, hence generating better profits and sales. 

By implementing the Production Costing Sheet 

format introduced by Company Y, it helps Company 

X to minimize the problems that it had previously 

faced before and could control the cost in producing 

their products.  
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