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Cost management techniques are crucial to uphold a business and to generate profit in order for it to be successful and competitive, especially when the business environment is so fast acting and changing constantly with new technology and legislations being put in place. The purpose of this report is to analyse some of the methods that could be used and to compare their effectiveness with each other. While the traditional techniques served their purpose, companies are adopting more modern styles of cost management and other techniques to monitor product performance and project future costs and schedule times in order to effectively communicate to stakeholders. Activity based costing, or ABC, has been used by businesses as a method of allocating overhead costs to specific activities instead of the traditional approach of assigning overheads evenly to each product or department. If overheads are rising, then this method will be a much more accurate method of cost management. Research has found that this method is effective and incorporating it will bring benefits such as cost reductions, higher profits and in some cases higher quality production. However, research into smaller companies in smaller countries has found that it can be time consuming to implement, and this is keeping them from considering the alternative method. Earned value management, or EVM, can be used alongside the ABC method in order to use cost and time statistics to asses how a project is coming along, whether it is ahead of schedule, or if attention is required in order for it to be completed by a designated time. It is found to be a great monitoring tool, and although there are some limitations, this model has been adapted in recent times in order to make it more effective.
Absorption and marginal costing are crucial for inventory valuation and profit measuring, with absorption costing being used for external reporting and giving a broad overview, whereas marginal costing is primarily used for internal reporting and for short term decisions by businesses. Many businesses will again combine these methods as a lot of the limitations with one is solved by the other. In conclusion, there are many methods to consider for businesses with regards to cost management, and if the business has the right tools to implement and maintain them, they should explore these options with care and consider using them to grow their business. 









Table of Contents
Executive Summary	2
Introduction (average of 10% of the word count)	4
Main Findings	4
Conclusion (average of 10% of word count)	7
Bibliography	8























[bookmark: __RefHeading___Toc4268_2163752267][bookmark: _Toc115682911]Introduction (average of 10% of the word count)
In a fast acting and changing environment such as the business environment, cost management has proven to be crucial in the longevity, profitability and general success of any business, especially considering the increase in digitalisation and competition that businesses face. At its core, cost management consists of assessing the resources required to complete tasks for a business, assigning costs and looking at what affects the costs through planning, looking at budgets, predicting and controlling costs (Ankrah and Manu, 2023). With the rise in overheads, shorter product lifespans due to trends and disruptions to supply chains, for example natural disasters or tariff changes not only affecting the exporters but importers also (Rogers et al., 2024), businesses have opted for more complex but accurate costing systems in order to make crucial decisions regarding costing to promote profit and reduce costs where possible. The methods that some companies have adopted are activity based costing, also known as ABC, earned value management which is known as EVM, absorption costing and marginal costing which all vary in accuracy and tie costs to activities and overheads differently. There are benefits and drawbacks to each method, and different businesses will have different needs so when deciding which costing methods to use, businesses must assess all methods and look at how they could use the chosen methods to apply to their business. 
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When looking at the traditional costing methods, it is more seen as giving a service to the cost units that are available, as opposed to the ABC method which sees the cost of overheads as a result of the amount of activity they produce (Atrill and Mclaney, 2015, pp.149–150). This means that while the traditional method is low cost and effort to maintain, the ABC method more accurately assigns costs to overheads based on the activities and products, as opposed to evenly spreading overhead costs across all departments. Quesado and Silva, 2021, show that there has been a growing number of articles relating to the use of ABC, which shows how its grown in popularity among businesses and it has been recognised as a better alternative to the traditional costing methods as a result of rising overheads and the nature of a fast changing business environment in the modern day. Saeed, Widyaningsih and Khaled, 2023 conducted research into the use of ABC in the manufacturing industry over the last 10 years and found that the benefits of using the ABC method are vast, from cost reductions and resource saving to increase profits to increases in output quality. In recent time some researchers and businesses have also looked into leveraging AI in the ABC costing method for multiple purposes, including finding environmental cost drivers allowing the business to assess energy consumption, making the method more modern and creating new versions of it (Chen, 2025). Due to the business environment being very fast acting and highly demanding, ABC has been implemented by many industries in many different departments. It has even been used in the management of costs for the design and development of machined parts due to the life expectancy of products being shortened, even in manufacturing (Ben-Arieh and Qian, 2003). This could result in the method being more expensive to implement however could also make it easier to use, and would allow businesses to adapt further with the digital era and remain competitive in a large market. 

While there are many benefits of using the ABC method, there are some limitations that need to be considered. It has been found to be challenging to implement for some businesses, especially for smaller ones with poor management or businesses that did not consider the cost of implementation which scrapped the method after attempting to implement it (Gosselin, 2006). This could be due to it being a more complex method when compared to the traditional costing methods that were previously mentioned. This is further reinforced by Hasan (2017) who undertook research in Jordan to find out why the implementation rate was only 3.5%, and found that it was due to the method being costly not only in regards to money but also being time consuming. For these companies it can be a big change, especially in a fast business environment where an alternative method may become a more viable option. While it was previously noted that there have been an increase in articles regarding ABC, there are other journals that have noted a decrease in the use of this method in place of other methods by businesses in recent times (Fito, Llobet and Cuguero, 2018). This strengthens the idea of businesses, both big and small, considering multiple methods before settling on one. Based on the previous studies, it is apparent that if the business has the resources to initially implement and maintain the ABC method, it can be very effective at accurately allocating costs based on actual activity, however if not then it may be better to consider alternatives. 

While ABC is about assessing operational costs and assigning them, earned value management tracks project performance and scheduled costs for work completed by specific times. Earned value management consists of looking at all activities, not just critical, and assessing the costs, requirements and the schedules of each in order to predict cost variations and schedule variations (Mayo-Alvarez et al., 2022). By looking at the variances, businesses can accurately see if a project is ahead or behind schedule, and not only allows them to investigate the reasons behind it, but lets them predict the future of projects and if further attention is required in order to complete them. EVM is crucial for project control and the actual prediction of future projects consists of looking at the budget of the planned projects, the earned value of each specific activity, and the actual costs of each of the activities in order to find the cost variance (Soltan and Ashrafi, 2020). This is great for businesses in fast changing environments as it allows some form of predictability, and means that comparisons to other businesses current projects allows them to predict the success of their product or service. 

The benefits of earned value management are great for any business as it allows not only the business itself, but stakeholders to see the potential of projects. Managers are able to see if problems will occur with projects, and allows them to intervene by allowing more money or resources to go into the project, and conversely allows them to see if projects are performing above expectations and will be ahead of schedule (Stone, 2023). This is supported by other research into the use of earned value management in construction companies, where the companies that used EVM saw a clear improvement in project anticipation and communication by having defined scope and schedules by clearly showing the current state of a project and where it is predicted to end up (Teixeira et al., 2020). Hunter, Fitzgerald and Barlow (2014) looked at how EVM was used in Radiation Belt Storm Probes for NASA, and found that while some find that the method causes inessential costs and management, when compared to the previously stated benefits they are minute and the use of EVM was beneficial. Nizam and Elshannaway (2019) suggests that there are a few limitations of using EVM besides the claims that it is an unnecessary cost, such as the assumption that every task is independent when in reality the result of some tasks may have a knock on effect on others, it does not consider a range of outcomes meaning it cannot be predicted accurately, and that it cannot accurately tell the difference between valuable work and non valuable work. This however could be argued in 2025 through the development of EVM using AI and machine learning in order to collect and anlyse data, provide more accurate predictions and also give insight into decision making for the business (Battula, Pydi and Paul, 2025). The idea is that machine learning is used alongside humans and not as a replacement, in order to improve communication with stakeholders, handle large amounts of data easily in order to predict projects with a greater deal of accuracy in a business environment that is constantly changing and evolving (Battula, Pydi and Paul, 2025).  It is clear that there are both benefits and drawbacks to both activity based costing and earned value management, and businesses must assess not only if the method is good for them, but if they have resources available to implement them. They could be used together to manage costs and predict project performance if used effectively. 

[bookmark: _Toc115682913]In addition to ABC and EVM methods, companies will use costing methods such as absorption costing and marginal costing to value inventories and for profit calculations. Absorption costing treats all expenses, both fixed and variable, as production costs and assigns portions of the overheads to each unit (Aurora, B.B.C., 2013), whereas for inventory valuation marginal costing only assigns variable costs to a unit such as direct labour (Offenbacker, S. 2004). This would allow the business to find the minimum price for their products and allow them to analyse the profitability of the product. Research has shown that many managers of businesses have different preferences, for example, it has been found that marginal costing can be effective when looking at short term due to its separation of fixed and variable costs, whereas absorption costing can provide a more stable income due to both fixed and variable costs being absorbed into the product costs (Bhimani and Christianto, 2023). This source has also found that after interviewing managers, some prefer marginal costing in spite of its difficulty of implementation due to its effectiveness of viewing cost behaviours and allocating resources especially in a fast changing environment, whereas others use absorption because it meets accounting standards and provides a more broad view of the costs, however it may make it harder to asses the profitability of specific products (Bhimani and Christianto, 2023). There are many companies and industries that use absorption costing, such as the automotive industry, which use it to provide one quantitative unit that can be measured in order to view the effectiveness of their components but also the effectiveness of the trade offs in order to meet sustainability legislations (Jasinski, Meredith and Kirwan, 2015). There are sources that explain why some managers support the use of absorption costing, especially if they are using cost based pricing, such as (Gersil, A. and Kayal, C., 2016), which states that businesses like to use absorption costing because it is simpler to have both internal and external evaluations and reports to follow the same format, however it could cause overproduction of a product because they may decide to increase production of a product even if there is no demand. In contrast to this, many believe that if the variable and fixed costs are both recorded separately, marginal costing is the best method for all management but especially marketing management (Hasan, 2015). in a fast acting environment, which is what is being discussed primarily, marginal costing is very effective. While some managers could implement both absorption and marginal costing, it seems that there can be room for confusion. They also look at marginal costing, agreeing with previous sources stating that it is primarily effective for short term decisions in businesses due to its dependence solely on sales, however it is not applicable for external reporting and it can be difficult to tell if a cost is considered a fixed cost or a variable cost (Gersil, A. and Kayal, C., 2016). This would suggest that there is lots of sources supporting the idea of using both costing methods together for internal and external reporting, as both have clear advantages and drawbacks that the other somewhat solves. The use of either of these methods is very dependent on the goals of the business and the manager’s needs.
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In conclusion, there are definitely many factors to consider in the business environment and it is constantly evolving with different consumer needs, technological advancements such as artificial intelligence which can be incorporated into the methods, and different factors such as environmental and legal factors that are directly affecting businesses. Businesses are now facing shorter life cycles on products , meaning that it is imperative that organisations carefully consider every possible method for managing key components such as costing and predicting product performance. Activity based costing has been a topic of discussion in recent time due to its apportionment of overheads based on activity, as opposed to evenly spreading them out across departments which was traditionally done. While there are benefits of using ABC, it can be time consuming for smaller organisations to implement, with only a handful of companies implementing the method in certain areas. However, if the business has the right resources, activity based costing is an effective tool for cost management. When analysing project performance, earned value management is a popular method that predicts the future of a project by looking at planned value and earned value in order to determine if a project is ahead or behind schedule. While there are some limitations, there have been advancements in technology which could be used to further improve the effectiveness of this method and could be a very effective method. With regards to inventory valuation and measurement of profits, absorption costing and marginal costing both have their own merits and faults. Absorption costing is the standard for external reporting due to its method of assigning both fixed and variable costs together to a unit, as opposed to marginal costing which only assigns variable and assigns fixed costs to the period cost. If businesses have the ability, using both methods has been shown to be very effective for internal and external reporting and allows the business to see the wider picture and also be able to make the short term decisions. 
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