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Executive Summary

This report explores how organizations manage their costs in an environment that is constantly changing, with a particular focus on Activity Based Costing (ABC) and Earned Value Management (EVM). Both approaches aim to improve visibility and control over financial performance, but they work in different ways and come with their own strengths and challenges. ABC helps organizations understand their overheads better by linking costs to specific activities rather than using broad averages. This can improve accuracy and highlight where resources are really being used. However, ABC can also be time consuming, expensive to update and difficult to maintain when processes change frequently. This limits its usefulness in fast-paced industries or in organizations with limited resources.
EVM is commonly used in project management and combines cost, time and scope information to track performance. It can be very effective in highlighting whether a project is on track or falling behind. The main challenge, however, is that EVM relies heavily on accurate plans and stable project conditions. When project requirements shift or external conditions change quickly, the technique becomes less reliable.
The report also compares marginal costing and absorption costing two traditional costing methods that are still widely used in accounting and decision making. Marginal costing focuses on variable costs and is helpful for short term decisions and understanding cost behavior. Absorption costing includes all manufacturing costs, making it more suitable for financial reporting and long-term planning. Their different approaches to fixed overheads can result in different profit figures and inventory valuations, which managers need to understand when interpreting results.
Overall, the report highlights that no single technique works perfectly in every situation. Instead, organizations often benefit most from combining different methods, depending on their environment, decision needs and the level of detail required.
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Introduction 

In today’s rapidly evolving business landscape, organisations face unprecedented pressures from global competition, technological disruption, shifting consumer preferences and increasing cost volatility. Effective cost management is therefore no longer a passive back-office function, but a strategic tool that underpins performance, competitive positioning and financial sustainability . Within this context, cost-management practices must extend beyond simple budgeting and control to embrace timely forecasting, dynamic resource allocation and insightful reporting . Two methods have gained prominence in helping firms respond to these demands, first, an activity based costing (ABC) approach which seeks to allocate indirect and overhead costs more precisely to activities and cost drivers  and second, earned value management (EVM), a project control methodology that integrates cost, schedule and scope measures to provide early warnings of deviation and enable corrective action . The dynamic nature of modern business characterised by short product life cycles, disruptive innovation, agile project structures and digital operating models raises important questions about how effective these techniques remain, and how they must be adapted. Simultaneously, for companies managing multiple projects, departments and operational units, traditional costing methods such as marginal costing and absorption costing remain relevant for inventory valuation, profitability analysis and decision making. Hence this report is structured in two main parts: the first critically evaluates the suitability of ABC and EVM in fast changing business environments, including their strengths, limitations and contextual fit the second compares marginal costing and absorption costing techniques, outlining their key differences, benefits, drawbacks, and impact on profit and inventory valuation. By linking theory with current business realities, this report aims to provide managers with clearer insights into how cost-management methods can be selected and adapted to support strategic objectives.












Main Findings

Overview of Activity Based Costing (ABC) and Earned Value Management (EVM)

Activity Based Costing (ABC) and Earned Value Management (EVM) are two widely applied techniques in cost management that enhance accuracy, control, and decision making. According to , ABC provides a more precise method of allocating overheads by identifying the specific activities that drive costs and assigning those costs to products or services based on their actual consumption of resources. This approach overcomes the limitations of traditional absorption costing, which often distorts product costs by relying on broad allocation bases such as labour hours. By focusing on activities and cost drivers, ABC supports improved pricing, budgeting, and performance evaluation .

EVM, in contrast, integrates cost, schedule, and performance measures to evaluate project progress and efficiency.  describe it as a technique that compares planned value, earned value, and actual cost to determine cost and schedule variances, allowing managers to forecast project outcomes more accurately.  further notes that EVM provides a quantitative framework for monitoring project performance, enabling timely corrective actions when deviations occur. Together, ABC and EVM strengthen managerial control by linking financial data with operational performance, facilitating informed decision-making and effective resource utilisation across business processes.
Limitations in ABC and EVM

Although Activity-Based Costing (ABC) and Earned Value Management (EVM) are widely recognized for enhancing accuracy in cost allocation and project performance monitoring, both approaches have significant limitations that can reduce their effectiveness, particularly in fast changing business environments.
A major limitation of ABC is its complexity and high resource requirement. Implementing an ABC system demands extensive data collection on activities and cost drivers, alongside continuous updates to reflect operational changes. This makes the system costly to establish and maintain, especially for organizations undergoing frequent process changes or operating in highly dynamic industries . Furthermore, ABC often suffers from subjectivity in identifying activities and selecting cost drivers. As cost driver selection can vary between managers, inconsistency may weaken reliability and lead to distorted product cost information . Another issue is that ABC may implicitly treat certain fixed costs as though they vary with activity levels, which can mislead decision-makers about true cost behavior. In rapidly changing environments, the need to constantly revise activity structures and cost drivers reduces the practicality of ABC, as systems quickly become outdated (Accounting Insights, 2024). Additionally, while ABC provides detailed internal cost data, it does not fully incorporate external strategic factors such as market shifts, innovation investments, or customer value, which limits its strategic usefulness 
Similarly, EVM has limitations that constrain its value for modern project management. EVM relies heavily on stable cost, schedule, and scope baselines, yet many contemporary projects especially in technology and agile environments experience evolving requirements, rendering baseline comparisons less meaningful . Because EVM focuses on quantitative cost and schedule metrics, it does not measure qualitative dimensions of project success, such as stakeholder satisfaction, product quality, or team dynamics .Additionally, EVM is often criticized for being administratively burdensome, requiring detailed planning, regular progress measurement, and timely data updates; this can strain organizations lacking strong project-management systems or real-time data capabilities . EVM also assumes that all tasks have equal significance, failing to distinguish between high-risk and low-risk activities, which may mask critical project threats  In agile or iterative project environments, its rigidity further limits its relevance, as it does not adapt well to projects with continuously changing priorities and deliverables .
Overall, the limitations of ABC and EVM highlight the importance of aligning cost-management tools with organizational context, stability of operations, technological capability, and strategic priorities. Without these enablers, both systems may produce distorted, outdated, or incomplete information, reducing their managerial usefulness.
Marginal and Absorption costing

Marginal costing and absorption costing are two fundamental approaches to product costing and managerial decision making. Marginal costing involves assigning only variable production costs to units, with fixed manufacturing overheads treated as period costs and written off in the period incurred  .This method provides clearer insights into the incremental costs associated with production, making it particularly useful for short term decision making, such as pricing, determining contribution margins, and assessing the profitability of additional orders. In contrast, absorption costing assigns both variable and fixed manufacturing overheads to units produced, ensuring that inventories carry a share of total production costs. This full cost approach is widely required for external financial reporting and inventory valuation purposes.
The key difference between the two methods lies in the treatment of fixed overheads. Under marginal costing, fixed costs do not form part of product cost, whereas absorption costing distributes fixed overheads across units using a predetermined absorption rate . As a result, profit figures differ significantly between the two methods when production and sales volumes diverge. Absorption costing may report higher profits when production exceeds sales, as some fixed costs are deferred in closing inventory. Marginal costing shows a more immediate reflection of cost behavior, as profits depend solely on sales levels, not production volumes.
In terms of usefulness, marginal costing is often praised for improving internal decision making by focusing on contribution and cost volume profit relationships . Its simplicity supports rapid analysis, making it highly relevant for organizations operating in dynamic environments where fast decisions are essential. Absorption costing, however, better reflects total resource consumption and aligns with long-term capacity planning, offering a more holistic view of product costs . Despite this strength, absorption costing may distort decision-making by spreading fixed costs across units even when capacity is underutilized .
The relationship between costing methods and modern cost management tools such as ABC and EVM is notable. ABC enhances the accuracy of overhead allocation within an absorption costing framework, reducing some of its distortions by assigning costs based on activities rather than volume measures . Marginal costing, on the other hand, complements dynamic project-focused tools like EVM by providing real-time views of variable cost behavior that support short-term performance evaluation . However, neither marginal nor absorption costing fully accounts for the complexity of modern cost structures, which is why many organizations adopt hybrid systems integrating activity-based insights alongside traditional costing approaches 




Conclusion 

This report shows that cost management tools continue to play an important role in helping organizations make informed decisions, even though each method has limitations. ABC and EVM both offer useful insights ABC by improving the accuracy of cost allocation and EVM by showing how projects are performing against expectations. However, both techniques become less effective in rapidly changing environments. ABC can quickly become outdated if activities or processes shift, and EVM loses reliability when project baselines are frequently revised. These challenges mean that managers need to think carefully about where and when these tools are most appropriate.
The comparison between marginal and absorption costing highlights a similar theme: each method has strengths, but neither fits all situations. Marginal costing gives clearer insights into how costs behave and supports faster, more flexible decision making. Absorption costing, on the other hand, provides a fuller picture of product cost and is necessary for external reporting. Their different treatments of fixed overheads mean that profit levels and inventory values can vary, so managers need to understand how each method affects financial outcomes.
Taken together, the findings suggest that effective cost management is less about choosing one “best” method and more about selecting the right mix of tools for the organization’s needs. In stable environments, ABC and absorption costing may offer the most useful insights, while marginal costing and selective use of EVM may be better suited to fast-changing or uncertain conditions. Ultimately, flexibility is essential. Organizations that tailor their cost management systems to their operational environment and are willing to adapt as conditions change are better positioned to make informed decisions and maintain their competitive edge.
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