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Introduction 

Cost management is crucial for businesses striving to stay profitable, competitive and successful in a constant fast-changing business setting. Different approaches and methods that focus on costing for instance are Activity-Based-Costs (ABC), Earned Value Management (EVM), marginal costing and absorption costing provide planning, budgeting, observing and the assessing of the financial statistics within the business as a whole. Marginal costing and absorption costing are two popular methods for documenting and accumulating costs with regards to financial calculations like break-even-analysis and fixed manufacturing overheads. These methods assist managers in making decisions by providing important information about the current state of the business’s overall performance, schedules, effects on inventories and following their strict budgeting plans. On the other hand, their reliability is based upon how effectively they are used and adjusted to the constant changing of business environments with regards to the difficulties of managing a business currently. Activity-Based-Costs is essential as it aids in cost management by allocating indirect costs, refining pricing strategies, and also providing the business with short-term financial costs. Furthermore, Earned Value Management (EVM) establishes structure within the business and also tracks the progress by allowing managers to align the scope and budget to make sure everything is in order and on track to be making a profit. It plays an important role in predicting the future of the business as it provides predictions and estimations of completion dates based on current trends. Similarly, Earned Value Management also allocates how well resources have been utilised and aids with predicting future performances by examining the differences with regard to the planned schedule and budget. 












Main Findings

Cost management in project management is the sum of costs over the full life of the project. It ensures that projects are completed within budget by estimating and controlling cost for the projects (Li, 2023). Activity-Based-Costs contributes to this as it assigns overhead expenses for goods, services or short-term tactical costs according to the resources they consume as opposed to conventional costing, which disperses overheads widely. This method offers more accurate cost insights, helping businesses to refine pricing strategies and identify major cost drivers (Kenton, 2024). ABC is effective as it offers a thorough comprehension of cost behaviour, assisting companies in identifying inconsistencies and corruption as it controls diligence checks on business partners and authorisations (DeLacey, 2025). Ultimately, this helps with pricing decision-making and contracted labour for a business. Similarly, by associating expenses with particular tasks managers can assess products or services and gather insights into what the overall profitability is.   

On the other hand, ABC requires substantial data gathering and regular cost driver updates which causes unnecessary business hours on frequently changing cost structures, leading ABC models to be outdated unless they are consistently checked. ABC models also often fail to capture the complexity of operations (Kaplan and Anderson, 2004) leading to slow decision-making and disorganisations in a changing business environment. Another limitation of using ABC in a fast-changing business environment is that it may not be suitable for all organizations or situations (Prince Kumar, 2022) for example, smaller companies may struggle using it as it could be considered too advanced as some have simpler cost structures, if so they should determine if ABC intricacy meets their particular requirements to make the model work to its fullest potential within the company. Lastly, another reason for limitations to occur within a fast-changing business includes ABC often requires a cultural shift within an organization, as it challenges traditional costing methods and practices. Employees may resist changes to established processes, leading to implementation challenges and delays (Managerial, 2024). Issues and problems like these are prone to change due to shifts in trends or overall dissatisfaction that occurs within the business, internal or external factors can contribute to it as well such as conflicts or managerial style leaderships. 

Earned Value Management (EVM) provides structure and measures progress to keep project scope, budgeted cost and schedule in alignment (Deltek, 2025). EVM is essential in cost management in the way that managers are able to access and allocate how well resources have been utilised and also if the project's growth is in agreement with the schedule and budgets. Similarly, as the project progresses the EVMS is influenced positively or negatively by an environment where human inputs, decision-making, and engagement are necessary (Aramali et al., 2024). Furthermore, EVM are effective for cost management in a fast-changing business environment due to it being beneficial for assessing project performance and identifying variances against the planned schedule and budget. It can also help predict future performance by estimating completion dates and costs based on current progress and trends. EVM specialists schedule tasks and completed work, which helps deliver a more accurate analysis (Landau, 2024). Nevertheless, another reason EVM are effective in changing business environments is because they promote enhanced visibility and create accountability in stakeholders through clear metrics (Goldfarb, 2020).

In comparison, while EVM has advantages it also has limitations for cost management in a fast-changing business environment for example, traditional EVMs track costs well, it often falls short in providing real-time schedule accuracy and can mask critical time delays, leading to project inefficiencies (Archdesk, 2025). One can argue that if all EVMs to be used are compromised then the manipulation would be significant and systemic (Khawaja, 2021) for a business trying to avoid fast-changing environments such as technology, consumer choices and market competitions. Additionally, EVMs are time-consuming and similarly to ABC may not appeal to smaller businesses or projects where versatility is crucial as it might not provide smaller businesses with the same advantages or flexibility as more advanced businesses. 

Marginal costing and absorption costing are two popular methods for documenting and accumulating costs. Despite the fact that both seek to figure out production costs their approaches to fixed production overheads are essentially different with how they affect revenue and inventory values within businesses.

Marginal cost is the extra money a business spends to make just one more product. It is a key concept that helps companies figure out how much they should produce and what prices to charge (Hayes, 2025). Marginal costing focuses on variable costs, while absorption costing includes both variable and fixed costs in the cost of production (Alberto, 2024). This is due to marginal costs being primarily used for short-term financial decision-making for example it is important for break-even-analysis and determining if the business is on track to meet its revenue plans and goals within a specific time frame. Furthermore, marginal costs have a simpler complexity and flexibility internally as they use a simplified method of modelling with modifications on the bottom line while only concentrating on generating one additional unit at a time, so fixed costs are not included in the calculation. This offers a more lucid image of the changes that marginal costs have in production and prompt understanding of profitability generated of the next unit.  

Absorption costs encompass all manufacturing costs, including both variable and fixed expenses, within the cost structure of a product. This includes direct materials, direct labour, variable manufacturing overhead, and fixed manufacturing overhead (Geo-economics Report, 2024). Whereas marginal costs focus more on variable costs. Absorption costs are useful for long-term decision-making in external reporting due to the fact that it incorporates variable and manufacturing costs which gives a comprehensive picture of the expenses associated with producing a product. It is crucial for establishing long-term finances that account for all costs. Compared to marginal costing, absorption costing is more complex in the sense that it assigns specific products with both fixed and variable overheads as a method of operation that necessitates a fixed rate of overheads. Marginal costing is more appropriate than absorption costing for use in one-off pricing decisions (aCOWtancy, 2025).

Marginal costing has significant effects on profit calculations as it fluctuates with sales volume changes (Testbook, 2023) thus fixed costs are not retained in inventory. If the marginal cost of producing an extra unit is lower than the price it can be sold for, a business is incentivised to increase production. But if the marginal cost exceeds the selling price, the business may reduce output to avoid losses (Marginal cost calculation, 2024). Whereas absorption costing adjustments in sales manufacturing volume have an impact on profit as some parts of fixed costs are put off in inventory. Sales volume is the primary factor that affects profit, profit increases as sales increase and is not directly impacted by production level, but fixed costs stay the same. Absorption costing can skew a company’s profit level because all fixed costs are not subtracted from revenue unless the products are sold. By allocating fixed costs into the cost of producing a product, the costs can be hidden from a company’s income statement in inventory (CFI, 2023). 

Similarly, marginal costing has important implications on profit calculations which differs from absorption costing as it first calculates profit by initially figuring out the contribution margin then minusing fixed costs to find net profit. The contribution margin is an important tool in cost and performance accounting, as it makes it possible to assess the profitability of individual products or services. The higher the contribution margin, the better the company is able to cover its fixed costs and generate profits (MUNICH BUSINESS SCHOOL, 2024). A positive contribution margin is a first indicator of economic success, as it shows that variable costs are covered and a contribution is made to cover fixed costs. Furthermore, the break-even analysis is a tool that helps with marginal profit calculations as it helps in the fixation of sales volume to cover a given return on capital employed (Mahmood Ali, 2017). It is important to business owners and managers in determining how many units are needed to cover fixed and variable expenses of the business. At the break-even point, a business does not make a profit or loss (Schmidt, 2023). Another example of this is Cost Volume Profit Analysis which is a systematic method of examining the relationship between changes in the volume of output and changes in total sales revenue, expenses and net profit. In other words, it is the analysis of the relationship existing amongst costs, sales revenues, output and the resultant profit (Bansi203, 2016). To show and gather a better understanding the official equation for Marginal Costing is Marginal cost = (change in costs) / (change in quantity) (Indeed, 2025).

Marginal costing calls for the valuation of inventory, solely, at the variable cost of production. Since the fixed costs are ignored, the use of marginal costing for inventory valuation causes the inventory to be significantly undervalued (Viral CFO Services, 2019). One of the only differences between the both is that marginal and absorption profits is the change in inventory over the period multiplied by the fixed cost per unit (Moffat, 2021). Another significant distinction on inventory valuation is that Marginal costing has a lower value of closing inventory compared to absorption costing due to the fact that fixed costs are not included in the production of products or services whereas, with absorption costing the value of closing inventory is higher owing to the fact that it has fixed costs included. Absorption costing calculates the cost of output as well as providing the closing inventory valuation for inclusion in the financial statements. Marginal costing is not allowed for financial reporting purposes whereas absorption costing can be used for both financial and management accounting (Myers, 2020).

On the other hand, with regards to absorption costing, the costs calculated for those unsold units (including their share of fixed costs like factory rent) remain attached. They appear as a current asset under Inventory on the businesses balance sheet. That cost only moves from the balance sheet to the income statement when the business actually sells the product (QuickBooks, 2025). Differing from marginal costing in inventory valuation, absorption costing has a higher value of closing inventory due to it having fixed costs included as opposed to marginal costing having none accounted for. Additionally, absorption costing can almost certainly lead to variations in reported income due to the changes in the inventory levels affecting the fixed cost allocation (Haynes, 2021) compared to marginal costing which has a more steady reported income. Absorption costing is an inventory valuation, which means that it is not a regular expense but rather a capitalized cost that is tracked on a balance sheet until the product is sold. GAAP requires the use of absorption costing when generating external financial reports and income tax reports (Hinojosa, 2023). 










Conclusion 

In conclusion, efficient cost management in a fast-changing business environment demands adaptable and flexible solutions. Both ABC and EVM offer insightful information about assessing project performance and identifying variances, their intricacy and complexity may diminish their efficacy without frequent updates or incorporation with new and contemporary tools. EVM is essential in cost management for managers especially as they can assess how well resources have been used and if the project's growth is aligned with the business's schedule and budget. ABC is effective as it assesses cost behaviour and controls security checks on business partners and authorisations. ABC also helps with pricing decision-making and labour for a business in order for growth to occur. Furthermore, marginal and absorption costing both have advantages and limitations for instance, marginal costing backs short-term financial decision-making internally whereas Absorption costing is more useful for long-term decision-making in external reporting. However, they are two popular methods for documenting and accumulating costs: approaches to fixed production overheads are essentially different with how revenue is affected and inventory values within a fast-changing business environment. Overall, when combined these methods emphasise the significance of connecting organisational objectives with cost management while also connecting with external environments. Integrating these conventional techniques with accuracy, technologically enabled and flexible frameworks can improve adaptability and precision in order to reach the most available financial control with other competitors or within the business itself. 














Executive Summary

The purpose of this report is to analyse the ongoing effects of cost management on up-and-coming businesses currently and how models like ABC and EVM are effective in the context of a fast-changing business environment. For example, Activity-Based-Costs is effective in the way that it contributes and assigns overhead expenses for goods and services. Similarly, Earned Value Management (EVM) provides structure to keep scope, project and schedule in agreement with the organisation or business assigned goals. EVM is essential in cost management as managers are able to allocate how resources have been utilised and also if the project's growth is where it should be at a given point in time. Furthermore, to analyse that the purpose of this report is not only to show effectiveness of cost management in regard to ABC and EVM, but to also broadcast and compare Marginal costing and Absorption costing methods. This is shown through Marginal costing as it has a much more simpler complexity within the business compared to Absorption costing. Due to it having more of a simplified method of modelling with modifications on the bottom line and only completing one unit at a time, so fixed costs are not included. However, with Absorption costing it incorporates manufacturing costs, including both variable and fixed expenses within the making of a product or service. Some examples of these include materials, direct labour and fixed manufacturing overheads. Overall, the purpose of this report is to show how important cost management is in order for a successful business to generate some sort of profit so that generated loss is not an option.
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