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ABSTRACT

This study examines the utilization of capital budgeting techniques
and their impact on the financial stability of manufacturing firms in
Bulan, Sorsogon. It focuses on how decision-making tools such as Net
Present Value (NPV), Internal Rate of Return (IRR), and Payback Pe-
riod (PBP) shape financial outcomes in terms of liquidity, solvency,
and equity strength.

Findings show that manufacturing firms rely heavily on the Pay-
back Period, while the application of more advanced methods like
NPV and IRR remains limited. Although businesses demonstrate fair
liquidity and solvency, their financial structures are highly debt-de-
pendent, exposing them to long-term risks. Regression analysis con-
firmed that firms using advanced techniques achieve stronger finan-
cial stability, while those dependent on simple payback evaluations
are more vulnerable to short-term pressures and weaker growth pro-
spects.

The study highlights the need for strengthening equity financing,
enhancing financial literacy, and adopting sophisticated capital budg-
eting methods to improve long-term stability. By providing empirical
evidence from a local manufacturing context, this research contrib-
utes to both practice and scholarship, underscoring that advanced
capital budgeting tools not only optimize investment decisions but
also safeguard firms against financial vulnerability.

Keywords: Capital budgeting, Financial stability, Manufacturing firms,
Bulan Sorsogon, NPV, IRR, Payback Period

Introduction

most critical aspects of this process is capital

In an increasingly competitive and uncer- budgeting, a cornerstone of financial manage-
tain global economy, businesses must make ment that guides firms in evaluating long-term
wise and well-informed financial decisions to investments such as equipment purchases,
ensure their long-term survival. One of the plant expansion, or product development.
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Across industries worldwide, decision-makers
rely on established techniques such as the Net
Present Value (NPV), Internal Rate of Return
(IRR), and the Payback Periodto assess
whether an investment can generate value, im-
prove liquidity, and enhance organizational re-
silience.

From a theoretical standpoint, NPV is
grounded in the principle of the time value of
money, determining whether future cash flows
discounted at the firm’s cost of capital will ex-
ceed the initial outlay. A positive NPV suggests
that an investment contributes to wealth crea-
tion, making it a preferred tool for maximizing
shareholder value. The IRR, meanwhile,
measures the discount rate that equates a pro-
ject’s NPV to zero, presenting investors with a
percentage return that is both intuitive and
comparable across alternatives (UKDiss, 2024;
Investopedia, 2025). While both NPV and IRR
are robust, they also present practical limita-
tions, such as conflicting rankings of projects or
unrealistic reinvestment assumptions
(FasterCapital, 2025). The Payback Period,
though simpler, remains popular among small
and medium-sized enterprises because it offers
a quick estimate of how long it takes to recover
an investment—an essential consideration for
firms with limited liquidity (UQ Pressbooks,
2023). However, because it ignores the time
value of money and post-recovery cash flows,
scholars often recommend combining it with
NPV or IRR for more reliable decision-making
(ResearchGate, 2023).

Alongside these decision-making tools, the
concept of financial stability has emerged as a
central concern for firms of all sizes. Financial
stability, commonly assessed through indica-
tors such as the current ratio, debt-to-equity
ratio, and equity-to-asset ratio, reflects a com-
pany’s capacity to meet short- and long-term
obligations, manage risks, and maintain sus-
tainable growth. Theoretical and empirical evi-
dence suggests that sound capital budgeting
practices directly influence financial stability
by ensuring efficient capital allocation, main-
taining optimal leverage levels, and enhancing
liquidity management. Globally, this relation-
ship has been explored in various industrial
contexts, but studies focusing on developing

economies and local manufacturing sectors re-
main relatively scarce.

In the Philippines, manufacturing contin-
ues to play a vital role in national and local
economies, serving as both an employment
generator and a driver of innovation. However,
regional enterprises, particularly those located
outside metropolitan hubs, often face chal-
lenges in accessing capital, competing with
larger firms, and adopting modern financial
practices. This situation is evident in the Mu-
nicipality of Bulan, Sorsogon, a thriving com-
mercial center in the southern part of Luzon.
Bulan is known not only as a gateway to Lu-
zon’s southernmost provinces but also as a hub
for local trade, fishing, agriculture, and small-
to medium-scale manufacturing. Within this
business arena, manufacturing firms face pres-
sures to balance resource constraints with the
need for expansion, modernization, and resili-
ence against financial and market fluctuations.
For these enterprises, effective capital budget-
ing may spell the difference between growth
and stagnation.

It is within this context that the present
study is anchored. By examining the utilization
of NPV, IRR, and Payback Period among manu-
facturing firms in Bulan and linking these prac-
tices to indicators of financial stability, the re-
search seeks to bridge the gap between global
capital budgeting theory and local business re-
alities. The study is theoretically grounded
in Capital Budgeting Theory, which emphasizes
the role of discounted cash flow analysis and
risk-adjusted decision frameworks in maximiz-
ing firm value. In this sense, the study assumes
that a balanced application of capital budgeting
techniques can directly influence liquidity, sol-
vency, and overall stability in the local manu-
facturing sector.

This research seeks to empower local busi-
ness owners and managers in Bulan by equip-
ping them with evidence-based tools that can
guide more informed investment decisions. In
a community where many firms operate with
limited resources, the study also underscores
the importance of using capital wisely, ensur-
ing that every peso invested contributes to
growth and stability. Beyond its practical value,
the research adds to academic discourse by
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shifting attention from large corporations in
metropolitan centers to the often-overlooked
small and medium enterprises in regional mu-
nicipalities like Bulan. Finally, its findings hold
significance for policymakers and local govern-
ment officials, who may use the insights to de-
sign programs that promote sound financial
practices and strengthen the foundations of the
local economy.

This study seeks to uncover how the use of
capital budgeting techniques influences the fi-
nancial stability of manufacturing businesses in
Bulan, Sorsogon. More than just dealing with
numbers and financial ratios, it highlights that
sound financial management is about keeping
businesses alive, creating opportunities for
growth, and strengthening the local economy.
At its core, the study underscores that effective
decision-making in investments contributes
not only to the resilience of individual firms but
also to the well-being of the community in an
increasingly competitive world.

Objectives of the Study
The primary objective of this research is to

examine the application capital budgeting tech-

niques among manufacturing businesses in Bu-
lan, Sorsogon and how it affect their financial
stability. Specifically, the study aims to:

1. Evaluate the extent to which manufactur-
ing businesses in Bulan, Sorsogon apply
capital budgeting techniques specifically
Net Present Value (NPV) Method, Internal
Rate of Return (IRR) Method, and Payback
Period Method in their financial decision-
making processes;

2. Assess the financial stability of manufactur-
ing businesses in Bulan Sorsogon in terms
of current ration, debt to equity ratio and
equity to asset ratio

Table 1. Research Population

3. Determine how the utilization of capital
budgeting techniques affect the financial
stability of the manufacturing sectors in the
Municipality of Bulan, Sorsogon.

Methodology

This study used a quantitative research de-
sign to investigate how capital budgeting tech-
niques influenced the financial stability of
manufacturing businesses in Bulan, Sorsogon.
By focusing on measurable financial indicators
and  statistical relationships, the re-
search aimed to provide evidence-based in-
sights that went beyond anecdotal accounts of
business performance. The approach was
deemed appropriate since the study in-
volved examining numerical data such as the
use of Net Present Value (NPV), Internal Rate of
Return (IRR), and Payback Period and link-
ing them to indicators of financial stability like
the current ratio, debt-to-equity ratio, and eq-
uity-to-asset ratio.

The respondents of the study consisted of
the owners, managers, and financial officers of
manufacturing firms operating in Bulan, Sorso-
gon. These individuals were selected because
they were directly involved in financial deci-
sion-making and were familiar with the capital
budgeting practices of their businesses. The
study covered both small and medium enter-
prises to capture a realistic picture of how cap-
ital budgeting was practiced in the local manu-
facturing sector.

Based on LGU records, there were 124 reg-
istered manufacturing businesses in the mu-
nicipality at the time of the study. The distribu-
tion of these establishments by legal form of
business is presented in Table 1.

Form of Business Establishments Total No. of respondents %
Corporation 12 9.67%
Sole Proprietorship 112 90.33%

Total 124 100%

As shown in Table 1, most manufacturing
businesses in Bulan operate as sole proprietor-
ships (90.33%), while only a small portion

(9.67%) are registered as corporations.
Because the overall population of firms is rela-
tively small, the sample size was carefully
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calculated using the G*Power statistical soft-
ware. With the parameters set at a 95% confi-
dence level and a 5% margin of error, the min-
imum number of respondents needed was de-
termined to be 94. Importantly, the final

sample reflected the real distribution of busi-
nesses in Bulan, with the proportions of sole
proprietorships and corporations closely
matching their actual presence in the commu-
nity, as illustrated in Table 2.

Table 2. Actual Respondents (Population = 124; Sample Size @ 95% Confidence level = 94)

Form of Business Establishments Total No. of respondents %
Corporation 7 7.45%
Sole Proprietorship 87 92.55%

Total 94 100%

To analyze the data, the study made use of
both descriptive and inferential statistics. De-
scriptive statistics were used to present a snap-
shot of how capital budgeting techniques were
applied and to calculate the financial stability
ratios of the firms. To go deeper, the study ap-
plied multiple linear regression analysis to ex-
amine the connection between capital budget-
ing practices and financial stability. This
method was chosen because it made it possible
to see how the independent variables namely:
Net Present Value (NPV), Internal Rate of Re-
turn (IRR), and Payback Period, worked to-
gether and separately to influence financial in-
dicators such as the current ratio, debt-to-

equity ratio, and equity-to-asset ratio. The find-
ings offered a clearer understanding of
whether, and to what extent, capital budgeting
practices helped strengthen the financial sta-
bility of manufacturing businesses in Bulan,
Sorsogon. For accuracy and consistency in sta-
tistical processing, SPSS software was used. To
measure the extent capital budgeting tech-
niques utilization in the decision-making pro-
cesses of manufacturing business owners, the
study employed a five-point Likert scale with
response options coded as follows: 1 -
Never, 2 - Rarely, 3 - Sometimes, 4 - Often,
and 5 - Always.

Financial stability indicators including current ratio, debt to equity ratio and equity to asset
ratio were assessed using the following indicators:

Indicators Scale / Degree Interpretation
1. Current Ra- <1.00 - Weak Measures short-term liquidity. A
tio(Current As- 1.00 - 1.49 - Fair ratio < 1.0 indicates poor ability to

sets + Current Lia-
bilities)

1.50 - 3.00 - Strong
> 3.00 - Excessive

meet short-term obligations,
while 1.50-3.00 reflects healthy
liquidity. Values above 3.00 may
suggest underutilization of assets.

2. Debt-to-Equity
Ratio (Total Debt
+ Total Equity)

> 2.00 - Highly Leveraged (Risky)
1.00 - 1.99 - Moderately Leveraged
0.50 - 0.99 - Lowly Leveraged
< 0.50 - Very Conservative

Indicates reliance on debt financ-
ing. High values show greater fi-
nancial risk, while very low values
suggest overly conservative fi-
nancing that may limit growth.

3. Equity-to-As-
set Ratio (Total
Equity + Total As-
sets)

< 0.20 - Weak Solvency
0.20 - 0.39 - Fair Solvency
0.40 - 0.60 - Strong Solvency
> 0.60 - Very Strong Solvency

Shows the proportion of assets fi-
nanced by owners’ equity. Higher
values mean stronger financial in-
dependence and stability, while
very low values imply heavy reli-
ance on debt.
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The study recognized the sensitivity of fi-
nancial data and upheld the highest ethical
standards. Participation was voluntary, and in-
formed consent was secured from all respond-
ents. All information gathered was treated with
strict confidentiality and was reported only in
aggregate form to protect the identity of partic-
ipating firms.

Results and Discussions
A. Extent of Capital Budgeting Techniques

Making by Manufacturing Business

Owners in the Municipality of bulan

Sorsogon

Table 3 presents the extent of utilization of
capital budgeting techniques among manufac-
turing firms in Bulan, Sorsogon. The results re-
veal that among the three primary methods as-
sessed, the Payback Period registered the high-
est mean score (M = 3.19), interpreted as
“sometimes” utilized. This indicates that man-
agers moderately apply this method when eval-

Application in Financial Decision uating investment projects.
Table 3. Relevant Costing Utilization
Latent Variables Mean Scores
1. Net Present Value Method 2.34
2. Internal rate of Return Method 2.02
3. Payback Period Method 3.19
Average Mean Scores 2.52

Note:
1.49=Never

The Net Present Value (NPV) method,
which is widely regarded in finance theory as
the most robust approach to evaluating long-
term investment viability, obtained a lower
mean score (M = 2.34), interpreted as “rarely”
utilized. Similarly, the Internal Rate of Return
(IRR) method recorded the lowest score (M =
2.02), also “rarely” used. Overall, the average
mean score for the utilization of capital budget-
ing techniques is 2.52, suggesting that manu-
facturing firms in Bulan only sometimes em-
ploy formal capital budgeting practices in their
decision-making processes. This pattern un-
derscores a critical observation: while manu-
facturing businesses in Bulan recognize the
value of capital budgeting techniques, their use
remains inconsistent and largely skewed to-
ward simpler and less technically demanding
methods like the Payback Period.

The results reveal that manufacturing firms
in Bulan tend to rely more on straightforward
and easy-to-apply tools rather than on techni-
cally demanding models of investment ap-
praisal. The clear preference for the Payback
Period reflects its simplicity, its emphasis on li-
quidity, and its ability to provide managers
with quick reassurance in the face of uncer-
tainty. Graham and Harvey (2001), in their

4.50-5.00=Always; 3.50-4.49; Often;

2.50-3.49=Sometimes; 1.50-2.49=Rarely; 1.00-

landmark study on corporate financial prac-
tices, similarly observed that small and me-
dium-sized enterprises (SMEs) often gravitate
toward the Payback Period rather than dis-
counted cash flow (DCF) techniques, precisely
because of its ease of application and immedi-
ate focus on recovering capital. This tendency
aligns well with the economic realities of Bulan,
where manufacturers operate under volatile
market conditions, limited access to external fi-
nancing, and heightened sensitivity to main-
taining steady cash flows.

On the other hand, the relatively low utili-
zation of more advanced techniques such as
Net Present Value (NPV) and Internal Rate of
Return (IRR) may reflect deeper challenges—
such as gaps in financial literacy, lack of tech-
nical expertise, or insufficient access to reliable
data that these methods require. Correia,
Cramer, and Wessels (2015) emphasized that
while DCF techniques are theoretically supe-
rior in capturing long-term value creation, they
are often bypassed in practice because manag-
ers either lack the confidence to apply them or
prefer methods that deliver faster, more tangi-
ble answers. This echoes Herbert Simon’s
(1997) concept of “bounded rationality,” where
decision-makers, constrained by limited
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information and resources, adopt heuristics
and “good enough” strategies rather than opti-
mizing with sophisticated tools.

Theoretically, these findings underscore a
persistent gap between the prescriptions of
normative finance theory which strongly advo-
cates maximizing shareholder wealth through
rigorous DCF approaches and the lived realities
of managerial behavior, which lean toward
simpler, less technical decision-making
(Brealey, Myers, & Allen, 2019). Pike (1996)
previously highlighted this practical compro-
mise, noting that firms often adopt a pragmatic
mix of methods, balancing the ideal of financial
rigor with the real-world demand for conven-
ience and speed.

For the municipality of Bulan, the implica-
tions are significant. While the reliance on the
Payback Period reflects prudence and risk
aversion—a reasonable strategy in an environ-
ment marked by financial constraints—it may
also limit firms’ capacity to identify and pursue
projects with longer-term payoffs, such as
those involving innovation, expansion, or ex-
port competitiveness. At a global level, this cau-
tious stance may safeguard firms from

immediate financial shocks but could also re-
strict their ability to scale and compete in mar-
kets where more sophisticated financial plan-
ning and risk assessment are standard practice.

The findings paint a nuanced picture of
business decision-making in Bulan: one that re-
flects adaptability and caution in the face of un-
certainty, but also reveals the urgent need to
bridge the gap between practice and theory.
Encouraging greater awareness and applica-
tion of advanced capital budgeting methods
like NPV and IRR possibly through targeted
training, policy support, and financial literacy
initiatives could empower local firms to move
beyond short-term liquidity concerns and posi-
tion themselves for sustained growth in an in-
creasingly competitive global economy.

The results in Table 3.1 show that the over-
all mean score for the use of the Net Present
Value (NPV) method is 2.34, which falls under
the interpretation of “Rarely.” This finding in-
dicates that while manufacturing firms in Bu-
lan, Sorsogon may have some awareness of
capital budgeting techniques, their actual ap-
plication in decision-making remains limited.

Table 3.1 Capital Budgeting Techniques — Using Net Present Value Method

Benchmark Statements

Mean Scores

1. Iapply the Net Present Value (NPV) method when evaluating major 2.17
investment projects.

2. I consider the time value of money in my financial decision-making 2.50
by using NPV.

3. Tuse NPV to compare alternative projects and select the one that 2.13
generates the highest net return.

4. Irely on NPV to guide long-term financial planning and investment 2.25
allocation.

5. lintegrate the results of NPV analysis into my strategic investment 2.14
decisions.

Average Mean Scores 2.34

Note:  4.50-5.00=Always;
1.49=Never

3.50-4.49; Often;

A closer look at the indicators shows that
the highest mean score was on the statement, “I
consider the time value of money in my financial
decision-making by using NPV’ (M = 2.50),
which falls under “Sometimes.” This suggests
that decision-makers acknowledge, at least

2.50-3.49=Sometimes; 1.50-2.49=Rarely; 1.00-

conceptually, the importance of the time value
of money. However, this awareness does not
necessarily translate into consistent practice,
as other related indicators remain low. For in-
stance, the items “I use NPV to compare alterna-
tive projects”(M = 2.13) and “I integrate the
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results of NPV analysis into my strategic invest-
ment decisions” (M = 2.14) received among the
lowest ratings, underscoring the infrequent use
of NPV for systematic project evaluation or
long-term strategy.

These findings resonate with Pike (1996),
who noted that while discounted cash flow
(DCF) techniques such as NPV are considered
theoretically superior, many firms—particu-
larly small and medium enterprises (SMEs) sel-
dom adopt them due to the method’s perceived
complexity and the technical expertise re-
quired. Similarly, Andor, Mohanty, and Toth
(2015) found that although NPV is widely
taught in finance literature as the most reliable
method for evaluating capital projects, its
adoption in emerging markets is still weak
compared to traditional methods like the pay-
back period. The present study reinforces these
observations, showing that manufacturing
firms in Bulan lean away from NPV despite its
potential to improve financial decision-making.

Globally, the gap between theory and prac-
tice in capital budgeting has been a recurring
theme. Graham and Harvey’s (2001) landmark
survey in the United States revealed that while
large corporations regularly use NPV and IRR,
smaller firms tend to prefer simpler rules of
thumb. The situation in Bulan reflects this
global trend, where resource constraints, lim-
ited financial literacy, and the perceived diffi-
culty of applying quantitative techniques dis-
courage adoption. Truong, Partington, and Peat
(2008) also noted that even in developed con-
texts, firms often compromise between theo-
retically rigorous methods and pragmatic, less
technical ones.

The implications of these findings for the
Municipality of Bulan are substantial. Manufac-
turing firms form an essential part of the local
economy, providing employment, contributing
to local revenues, and driving community de-
velopment. However, the limited use of ad-
vanced capital budgeting techniques like NPV
may restrict these firms’ ability to grow sus-
tainably and withstand financial shocks. Deci-
sions that rely more on intuition or short-term
payback considerations may lead to subopti-
mal investments, leaving firms vulnerable in
the face of increasing competition, both domes-
tically and globally. For Bulan as a municipality,

this means slower industrial growth, reduced
investor confidence, and potentially missed op-
portunities for positioning itself as a hub for
manufacturing in the Bicol region.

On a global level, the results highlight a
broader challenge faced by SMEs in emerging
economies: the difficulty of integrating modern
financial management practices into everyday
decision-making. Without consistent use of
NPV and similar tools, small manufacturers in
Bulan may struggle to compete in global value
chains, where investors and trade partners in-
creasingly demand transparent, data-driven fi-
nancial planning (Burns & Walker, 2009). In
the context of globalization and rapid techno-
logical change, this limitation could marginal-
ize local firms from seizing export opportuni-
ties and aligning with international partners
who expect rigorous financial assessments.
From a theoretical standpoint, the results reaf-
firm the persistent “implementation gap” in
corporate finance, the disparity between what
is taught in textbooks and business schools and
what is actually applied by firms on the ground
(Lazaridis, 2004). This raises important ques-
tions not only about knowledge dissemination
but also about structural barriers, such as ac-
cess to training, quality of financial education,
and support from local government units.

Therefore, these findings call for deliberate
interventions. Training programs, capacity-
building workshops, and collaborations be-
tween local academic institutions and business
associations could help demystify NPV and en-
courage its use. Local government could also
incentivize firms that adopt advanced financial
management practices through preferential ac-
cess to credit or recognition programs. Glob-
ally, this contributes to the discourse on how to
strengthen financial literacy in SMEs to ensure
they are not excluded from the benefits of glob-
alization and sustainable economic growth.
The study finds that while manufacturing firms
in Bulan, Sorsogon “rarely” use the Net Present
Value method, this underutilization reflects
both local and global patterns in SME capital
budgeting practices. The results underscore
the need for stronger financial education and
policy support to bridge the gap between theo-
retical best practices and practical applications.
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Table 3.2 presents the extent of utilization
of the Internal Rate of Return (IRR) method
among manufacturing firms in Bulan,

Sorsogon. The computed overall mean score
is 2.02, which falls under the interpretation
of “Rarely” utilized.

Table 3.2. Capital Budgeting Techniques — Using Internal Rate of Return

Benchmark Statements

Mean Scores

1. Tuse the Internal Rate of Return (IRR) method to assess whether invest- 1.98
ment projects meet or exceed the required rate of return.

2. Tapply IRR when ranking or comparing mutually exclusive investment 2.00
opportunities.

3. I consider IRR results alongside other capital budgeting techniques in de- 2.19
cision-making.

4. linterpret IRR outcomes to evaluate project profitability in percentage 2.16
terms.

5. Irecognize the limitations of IRR and exercise caution when applying it in 1.75
complex investment scenarios.

Average Mean Scores 2.02

Note: 4.50-5.00=Always;
1.49=Never

3.50-4.4900ften;

Among the indicators, the highest score
came from considering IRR results alongside
other capital budgeting techniques (M = 2.19),
followed by interpreting IRR outcomes to eval-
uate project profitability (M = 2.16), while the
lowest was recognizing the limitations of IRR in
complex investment scenarios (M = 1.75). This
shows that while firms are somewhat aware of
IRR as a too], its actual use in decision-making
is still very limited, as most seem to rely more
on simpler and more traditional approaches
when evaluating investments. The overall low
mean of 2.02, interpreted as “rarely used,” re-
veals that IRR is not a priority tool among man-
ufacturing firms in Bulan, a finding consistent
with studies that small and medium enter-
prises (SMEs) in developing economies tend to
prefer easier methods, such as the Payback Pe-
riod, because these require less data and are
simpler to apply (Block, 2005; Hermes, Smid, &
Yao, 2007). The relatively higher score on “con-
sidering IRR alongside other techniques” sug-
gests that IRR is sometimes referenced as a sec-
ondary measure, which supports Pike’s (1996)
claim that firms often adopt a multi-method ap-
proach rather than relying solely on one tech-
nique. However, the very low score in recogniz-
ing IRR’s limitations points to a gap in financial
knowledge and risk awareness among

2.50-3.49=Sometimes;

1.50-2.49=Rarely; 1.00-

managers, which is critical since IRR can be
misleading in projects with non-conventional
cash flows or mutually exclusive choices (Dam-
odaran, 2010).

This limited use of IRR runs contrary to fi-
nance theory, which promotes IRR and Net Pre-
sent Value (NPV) as rational and effective
measures (Brealey, Myers, & Allen, 2019), but
it aligns with behavioral finance, which recog-
nizes that managers often simplify decision-
making when faced with complex situations or
uncertain environments (Simon, 1997). For Bu-
lan, this underuse of IRR has important impli-
cations because suboptimal investment choices
can slow down firm growth, reduce competi-
tiveness, and limit job creation, undermining
the municipality’s efforts to strengthen its eco-
nomic base. This highlights the need for pro-
grams and interventions such as financial liter-
acy training and support from local govern-
ment agencies that can enhance decision-mak-
ing capacity among business managers. The
case of Municipality of Bulan reflects the chal-
lenges faced by SMEs in many developing coun-
tries, where smaller firms often lack the capac-
ity to adopt advanced tools, creating a compet-
itive gap with large corporations that can afford
sophisticated financial practices. This gap
makes it harder for local firms to participate in
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global supply chains or attract investors who
demand efficient and reliable investment eval-
uations. The rarity of IRR’s use is not merely a
matter of preference but reflects deeper struc-
tural and practical barriers, such as the lack of
trained financial experts, inadequate access to
analytical tools, and a strong focus on short-
term survival over long-term profitability.
While understandable, this orientation
risks undervaluing investments that could gen-
erate greater long-term benefits. In essence,
although IRR is globally recognized as a best
practice in capital budgeting, its use among
manufacturing firms in Bulan remains rare, un-
derscoring the need for stronger institutional
and educational support to help local busi-

nesses adopt more advanced financial prac-
tices, leading not only to more stable and com-
petitive firms but also to a more resilient local
economy with better prospects for integration
into the global market.

Table 3.3 shows the extent of utilization of
the Payback Period (PBP) method among man-
ufacturing firms in Bulan, Sorsogon. The overall
mean score of 3.18 indicates that the PBP
is “sometimes” used as part of investment deci-
sion-making. This suggests that while local
managers recognize the value of the method, it
is not consistently applied as a central tool in
capital budgeting. Instead, it tends to be used
selectively, depending on the risk environment
and the specific demands of a project.

Table 3.3. Capital Budgeting Techniques - Using Payback Period

Benchmark Statements

Mean Scores

1. Tuse the payback period method to determine how quickly an invest- 3.16
ment can recover its initial cost.

2. lapply the payback period method in evaluating projects where liquid- 2.95
ity and risk reduction are priorities.

3. Tl use the payback period as a supplementary tool alongside profitability- 3.20
based methods such as NPV and IRR.

4. Irely on the payback period to assess investment projects under uncer- 3.49
tain or high-risk market conditions.

5. lintegrate the payback period into my financial decision-making to bal- 3.12
ance profitability and risk.

Average Mean Scores 3.18

Note: 4.50-5.00=Always;
1.49=Never

3.50-4.4900ften;

The highest-rated indicator was the use of
PBP under uncertain or high-risk market con-
ditions (M = 3.49). This underscores the
method’s appeal as a straightforward mecha-
nism that allows firms to quickly estimate the
recovery period of investments when volatility
and uncertainty dominate business decisions.
In environments like Bulan, where small and
medium-sized firms face limited financial buff-
ers, the emphasis on quick recovery reflects an
adaptive strategy to mitigate risk exposure.
This finding aligns with Correia, Cramer, and
Wessels (2015), who noted that managers in
volatile contexts often prioritize liquidity and
rapid returns over long-term profitability. The
respondents also indicated a relatively high
level of using the PBP as a supplementary tool

2.50-3.49=Sometimes;

1.50-2.49=Rarely; 1.00-

alongside more advanced methods such as NPV
and IRR (M = 3.20). This reflects a hybrid ap-
proach to decision-making—one that does not
entirely discard advanced, theoretically supe-
rior techniques but tempers them with the sim-
plicity and accessibility of the PBP. This pattern
is consistent with Pike (1996), who observed
that firms frequently adopt multiple methods
rather than relying on a single decision-making
tool. The practice suggests that managers in
Bulan are attempting to balance rigor with
pragmatism, making investment evaluation
both technically grounded and practically man-
ageable.

The lowest score was found in applying the
method where liquidity and risk reduction are
priorities (M = 2.95). Paradoxically, this runs
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counter to one of PBP’s strongest selling
points—its ability to highlight projects that re-
cover capital quickly and thus minimize risk.
This underutilization could reflect either a lack
of technical understanding of the method’s
strengths or an enduring reliance on intuitive
decision-making rather than systematic analy-
sis. Graham and Harvey’s (2001) survey of
CFOs similarly reported that many managers
recognize PBP’s relevance yet fail to apply it
consistently in contexts where it is most useful.
From a theoretical standpoint, these results il-
luminate the tension between normative fi-
nance theory and actual managerial behavior.
Finance theory emphasizes discounted cash
flow (DCF) techniques such as NPV and IRR,
which maximize shareholder wealth over the
long term (Brealey, Myers, & Allen, 2019). Yet
in practice, managers—particularly in smaller
firms and developing economies—often gravi-
tate toward simpler heuristics like PBP when
confronted with uncertainty, time pressure, or
limited analytical resources (Simon, 1997). The
relatively stronger reliance on PBP in Bulan
during uncertain conditions validates this be-
havioral finance perspective, demonstrating
that decision-making is not purely rational but
bounded by practical constraints.

The findings in Bulan echo a broader global
trend among SMEs in developing economies,
where reliance on simple tools like PBP per-
sists despite their theoretical shortcomings
(Hermes, Smid, & Yao, 2007). In an increasingly
globalized market, this creates a competitive

gap between local firms and multinational cor-
porations that employ sophisticated, data-
driven financial models. While PBP may be a ra-
tional response to uncertainty in developing
markets, it may also place local firms at a disad-
vantage when competing for investment or in-
tegrating into global supply chains. For Bulan’s
firms to thrive in this interconnected environ-
ment, striking a balance between short-term fi-
nancial  security and long-term  strategic
growth will be critical. The moderate applica-
tion of the Payback Period in Bulan reflects
both the pragmatic wisdom and structural con-
straints of local firms. It highlights their cau-
tious orientation, shaped by liquidity needs and
risk exposure, but also reveals opportunities
for growth through enhanced financial capabil-
ity. Moving forward, empowering managers to
adopt a more comprehensive capital budgeting
toolkit will not only improve individual firm
performance but also strengthen Bulan’s posi-
tion within the broader regional and global eco-
nomic landscape.

B. The Financial Sustainability (FS) of Man-
ufacuring Businesses in the Municipal-
ity of Bulan, Sorsogon
Table 4 presents the computed financial

sustainability indicators of the manufacturing

sector in Bulan, Sorsogon. The results reveal

a current ratio of 1.33 (Fair), a debt-to-equity

ratio of 2.63 (Highly Leveraged), and an equity-

to-asset ratio of 0.24 (Fair Solvency).

Table 4. Financial of Manufacturing Sector in Bulan, Sorsogon

Business Indicators Computed FS Degree
1. Current Ratio 1.33 Fair
2. Debt to Equity Ratio 2.63 Highly Leveraged
3. Equity to Asset ratio 0.24 Fair Solvency

The current ratio of 1.33 indicates that
manufacturing firms in Bulan maintain a fair
level of liquidity. While they can cover their
short-term obligations, the margin of safety is
relatively narrow. This suggests that any ab-
rupt increase in liabilities or delay in receiva-
bles collection could strain cash flow. In the lit-
erature, Brigham and Ehrhardt (2017) empha-
sized that liquidity below the strong threshold

(1.5-3.0) can signal vulnerabilities in working
capital management, potentially hindering
firms from responding to unforeseen financial
shocks. The debt-to-equity ratio of 2.63 posi-
tions the sector as highly leveraged, reflecting
an overreliance on external borrowings rela-
tive to equity financing. This finding points to
elevated financial risk, where firms are more
exposed to fluctuations in interest rates and
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credit conditions. According to Myers (2001),
such capital structures may provide short-term
growth opportunities but can also compromise
long-term sustainability, particularly in devel-
oping economies where financial markets are
less stable. Moreover, international studies
(Frank & Goyal, 2009; Rajan & Zingales, 1995)
highlight that excessive leverage is often asso-
ciated with reduced resilience during economic
downturns. The equity-to-asset ratio of
0.24 suggests fair solvency, meaning that less
than one-fourth of total assets are financed
through equity. This low equity base further
confirms the sector’s dependence on debt fi-
nancing. In comparison, firms with higher eq-
uity contributions are better positioned to ab-
sorb financial shocks and ensure continuity of
operations (Demirgiic-Kunt & Maksimovic,
1999). Thus, while Bulan’s manufacturing
firms are not in critical distress, their capital
structures leave them vulnerable to external fi-
nancial disruptions.

The findings show that manufacturing
firms in Bulan maintain an acceptable level of
liquidity, but face serious financial risks be-
cause of their heavy reliance on debt. Their cur-
rent ratio suggests they can manage day-to-day
operations, yet their weak equity position
raises concerns about long-term sustainability.
This pattern aligns with the pecking order the-
ory (Myers & Majluf, 1984), which explains that
businesses typically prefer to use internal
funds but resort to borrowing when retained
earnings are not enough. The low equity-to-as-
set ratio observed suggests that these firms
have limited retained earnings, forcing them to
depend more on loans than on equity to finance
growth. This trend is not unique to Bulan. Sim-
ilar studies in other developing economies re-
flect the same situation. Abor (2005), for in-
stance, found that small and medium-sized en-
terprises (SMEs) in Ghana carried high levels of
debt that limited their growth. In the Philip-
pines, Aldaba (2012) also highlighted that
SMEs struggle with structural financing is-
sues—particularly limited access to long-term
equity and an overdependence on bank credit
or even informal lenders. The implications of
these findings are significant.

For Bulan’s manufacturing sector to
achieve greater financial resilience, it is

essential to strengthen financial literacy, im-
prove risk management practices, and expand
access to equity financing. Policymakers could
support this by creating credit guarantee pro-
grams, fostering linkages with cooperative
banks, or providing incentives that encourage
equity-based funding. By doing so, firms can
gradually reduce their reliance on debt and
build healthier, more balanced capital struc-
tures. While manufacturing firms in the Munic-
ipality in Bulan, Sorsogon can sustain their op-
erations for now, their debt-heavy financial
structure places them in a vulnerable position,
especially during economic shocks. Addressing
these vulnerabilities requires joint efforts from
entrepreneurs, financial institutions, and poli-
cymakers. If managed effectively, these re-
forms would not only secure the financial sta-
bility of local firms but also enhance the munic-
ipality’s overall economic growth and job crea-
tion.

C. The Effect of Capital Budgeting Tech-
niques on the Financial Stability of the
Manufacturing Sectors in the Municipal-
ity of Bulan, Sorsogon
As shown in Table 5, the regression model

was statistically significant (F = 8.346, p <
0.001), with anR? of 0.453, indicating
that 45.3% of the variance in financial sta-
bility among manufacturing firms in Bulan can
be explained by the utilization of capital budg-
eting techniques. The adjusted R? of 0.421 sug-
gests a moderately strong explanatory power,
even after adjusting for the number of predic-
tors.

Among the predictors, NPV ( = 0.317, p =
0.004) and IRR ( =0.284, p=0.026) were both
positively significant. This means that firms us-
ing discounted cash flow methods are more
likely to achieve better financial stability, as
these techniques account for the time value of
money, future profitability, and risk-adjusted
returns. The results affirm earlier evidence by
Graham and Harvey (2001), who reported that
firms applying advanced appraisal techniques
achieve better capital allocation and long-term
value creation. Similarly, Truong, Partington,
and Peat (2008) emphasized that discounted
methods like NPV and IRR reduce investment
inefficiencies and improve financial outcomes.
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Conversely, the Payback Period (3 =-0.198,
p = 0.034) was negatively associated with fi-
nancial stability. While widely used because of
its simplicity and emphasis on liquidity recov-
ery, reliance on the payback method can bias
managers toward short-term investments and
underweight long-term profitability. Ryan and
Ryan (2002) cautioned that excessive depend-
ence on the payback period often results in
suboptimal capital structures and missed op-
portunities for sustainable growth.

The collinearity statistics (Tolerance values
> 0.68 and VIF < 1.50) confirm that multicollin-
earity was not a problem, ensuring the

Table 5. Linear Regression Analyses

reliability of the regression estimates. The find-
ings reveal a critical link between capital budg-
eting practices and financial health. Firms that
embrace advanced, profitability-oriented tools
such as NPV and IRR tend to exhibit stronger fi-
nancial stability, as these methods enhance in-
vestment efficiency, optimize resource alloca-
tion, and mitigate risks. On the other hand,
overreliance on the Payback Period—a method
still popular among local firms—contributes
negatively, reinforcing a short-termist orienta-
tion that is often associated with high leverage
and fragile solvency.

Collinearity Statistics

Independent Variables Coefficients, 8 Sig. Std. Error
Tolerance
Constant 842 0.000** 0.201

NPV 317 0.004** 0.103 0.714

IRR 284 0.026** 0.121 0.687

PP -.198 0.034** 0.089 0.752

F Value 8.346

R Square 453
Adjusted R Square 421

Note: ** Significant at 95%.0 Confidence Interval

This aligns with the pecking order the-
ory (Myers & Majluf, 1984), which explains that
firms facing weak retained earnings often re-
sort to debt. In the case of Bulan, limited adop-
tion of sophisticated techniques further exacer-
bates this debt-dependence, as managers favor
quick payback over sustainable profitability.
This trend mirrors findings in other developing
economies. For example, Abor (2005) reported
that Ghanaian SMEs exhibited high debt ratios
partly because they underutilized advanced in-
vestment appraisal tools. In the Philippines, Al-
daba (2012) similarly emphasized that SMEs’
dependence on bank loans and informal credit
is tied to inadequate financial literacy and poor
capital budgeting practices.

Output

This study contributes to the growing body
of knowledge on capital budgeting and finan-
cial sustainability. The findings may serve as a
valuable basis for manufacturing business
owners in developing improved policies and

strategies that strengthen financial sustainabil-
ity. Likewise, educators and researchers may
use the results as instructional material and as
a reference point for future investigations on
related topics.

Conclusions and Recommendations

This study concludes that manufacturing
firms in Bulan, Sorsogon apply capital budget-
ing techniques only to a limited extent, with a
strong preference for the Payback Period and
minimal use of advanced methods such as NPV
and IRR. While these firms maintain fair liquid-
ity and solvency, their heavy reliance on debt
exposes them to high financial risk, and their
weak equity base threatens long-term stability.

The key contribution of this research is the
empirical evidence that advanced capital budg-
eting techniques, particularly NPV and IRR, are
positively associated with stronger financial
stability. Conversely, overreliance on simple
payback evaluations fosters short-termism, un-
dermines long-term competitiveness, and
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leaves firms more vulnerable to financial dis-

tress. By situating these findings within the

context of local manufacturing enterprises, this
study demonstrates that financial literacy and
strategic investment appraisal are not merely
technical exercises but critical drivers of resili-
ence and sustainability.

Based on these findings, the researchers
strongly recommend the following:

1. Manufacturing firms should be trained and
encouraged to consistently apply NPV and
IRR, as these techniques incorporate time
value of money and risk considerations that
improve long-term stability.

2. Firms must reduce dependence on debt by
exploring equity-based funding options
such as reinvestment of retained earnings,
strategic partnerships, or equity infusion to
establish a more resilient financial base.

3. Business owners and financial managers
should undergo continuous capacity-build-
ing programs on financial planning, debt
management, and risk assessment to miti-
gate vulnerabilities caused by excessive
leverage.

4. Government agencies, business associa-
tions, and academic institutions should col-
laborate to provide technical assistance and
training in investment appraisal tech-
niques, improving decision-making capac-
ity across the sector.

5. Further studies should expand the scope by
incorporating more financial performance
indicators, covering larger samples of firms,
or conducting comparative analysis across
industries and locations to validate and
deepen the present findings.
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