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Executive Summary
This report examines cost management techniques in the context of a fast-changing business environment, where organisations face challenges such as globalisation, technological disruption, and economic uncertainty. The analysis focuses on two widely adopted approaches Activity-Based Costing (ABC) and Earned Value Management (EVM) evaluating their effectiveness, strengths, and limitations in dynamic settings. While ABC provides accurate cost allocation based on activities, improving pricing and resource decisions and strategic insights, its complexity and maintenance requirements reduce adaptability. Similarly, EVM offers comprehensive project control and forecasting but struggles with rigid assumptions and data intensity in volatile markets. Recommendations include integrating lean principles with ABC and adopting Agile-compatible EVM frameworks to enhance responsiveness in dynamic projects.
The report also compares Marginal Costing and Absorption Costing, highlighting their impact on profit measurement and inventory valuation. Marginal costing supports short-term decision-making by focusing on variable costs, whereas absorption costing ensures compliance and long-term analysis but can distort profits when inventory fluctuates. A blended approach is suggested to balance stability and statutory requirements.
Overall, the findings emphasise that cost management is not static but a dynamic capability. Organisations should adopt hybrid strategies that combine traditional and modern techniques to maintain competitiveness and achieve sustainable financial performance.
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Introduction (average of 10% of the word count)
Cost management is a fundamental capability for organisations seeking to maintain competitiveness and financial sustainability in an increasingly volatile global economy (Sánchez-Rebull et al., 2023). Modern businesses operate in environments characterised by rapid technological change, globalisation, and economic uncertainty, where traditional cost control methods often fail to deliver the agility required for survival. These challenges are compounded by inflationary pressures, supply chain disruptions, and heightened customer expectations, all of which demand adaptive and data-driven approaches to financial planning and control.
Effective cost management extends beyond expenditure control; it underpins strategic decision-making (Drury, 2024) by providing accurate insights into resource allocation, profitability, and operational efficiency. In dynamic markets, organisations must not only monitor costs but also anticipate fluctuations and respond swiftly to maintain profitability. Conventional techniques, while historically effective, tend to rely on static assumptions and rigid structures limiting their relevance in fast-changing contexts (Ojra, J., Opute, A.P., & Alsolmi, M.M., 2021).
This report is organised into two main sections. The first critically evaluates Activity-Based Costing (ABC) and Earned Value Management (EVM), assessing their effectiveness, inherent limitations, and adaptability in volatile environments. The second compares Marginal and Absorption costing methods, examining their benefits, drawbacks, and implications for profit measurement and inventory valuation. By integrating recent academic research and practical insights, the report addresses two key learning outcomes: developing a critical understanding of cost and management accounting principles and applying an analytical approach to cost data.



Main Findings
Critical Evaluation of ABC and EVM for cost management in a Fast-Changing Business Environment
Principles and Applications of ABC and EVM
Activity-Based Costing (ABC) is an advanced costing methodology that allocates overhead costs based on activities (Sánchez-Rebull et al., 2023) rather than traditional volume-based measures. Developed by Kaplan and Cooper, ABC aims to improve cost accuracy by identifying cost drivers and linking them to products, services, or customers. This approach provides granular insights into resource consumption, enabling managers to make informed decisions on pricing, product mix, and process improvements. ABC is particularly useful in complex manufacturing environments where indirect costs represent a significant proportion of total costs (Udeh, Eze & Enujioke, 2024).
Earned Value Management (EVM), on the other hand, is a project performance measurement technique that integrates scope, schedule, and cost metrics. By comparing planned value, earned value, and actual cost, EVM provides a comprehensive view of project health and forecasts future performance. Its predictive capability supports proactive decision-making, making it a cornerstone of project management in industries such as construction, aerospace, and IT. Both ABC and EVM share a common goal: enhancing cost visibility and control to support strategic and operational objectives (Elghaish & Abrishami, 2021).



Critical Evaluation in Dynamic Environments
While ABC and EVM offer significant advantages, their effectiveness in fast-changing business environments is subject to debate. ABC’s reliance on detailed activity analysis and cost driver identification can be resource-intensive limiting its adaptability in volatile markets. Frequent changes in processes or product lines necessitate continuous updates to the ABC model, increasing administrative burden and implementation costs (Saleh, Al-Nimer and Abbadi, 2023). Similarly, EVM assumes stable baselines for scope, schedule, and cost, which rarely hold true in agile or rapidly evolving projects. Research by (Elsaid, Nassar and Abotaleb,2024) indicates that EVM’s predictive accuracy can decline significantly when frequent scope changes occur, often resulting in misleading performance indicators and unreliable forecasts.
Despite these limitations, both methods contribute to structured cost control. ABC enhances transparency in resource allocation, while EVM supports integrated performance monitoring. Organisations operating in dynamic environments can leverage these tools by adopting adaptive models such as lean ABC and Agile EVM that reduce complexity and improve responsiveness.
Inherent Flaws and Implications
ABC’s primary flaw lies in its complexity and data dependency (Drury, 2024). Implementing ABC requires extensive data collection and analysis, which can be costly and time-consuming. Small and medium-sized enterprises often struggle to justify these investments, limiting ABC’s applicability beyond large organisations Qerimi et al., 2023). Furthermore, ABC models may become obsolete quickly in industries characterised by rapid innovation, requiring frequent adjustment.
EVM’s limitations stem from its rigidity and reliance on baseline integrity. In projects with high uncertainty or iterative development cycles, EVM metrics can misrepresent progress, leading to flawed decision-making. For instance, in software development projects adopting agile methodologies, EVM’s traditional metrics fail to capture incremental value delivery, reducing its relevance. These flaws underscore the need for hybrid approaches that combine traditional thoroughness with adaptive flexibility (Santos and de Carvalho, 2022).
Real-World Examples and Recommendations
Manufacturing firms such as Toyota have successfully implemented ABC (Toyota Sustainability Report, 2024) to optimise product costing and eliminate non-value-added activities, resulting in significant cost savings. Conversely, companies like Boeing rely on EVM (Humphreys & Associates, 2024) to manage complex aerospace projects, ensuring alignment between cost, schedule, and scope. However, both cases illustrate the importance of contextual adaptation. Toyota’s ABC model incorporates lean principles to reduce complexity, while Boeing integrates EVM with risk management frameworks to address uncertainty.
Recommendations for organisations include adopting simplified ABC models that focus on high-impact activities and integrating EVM with flexible methods to enhance flexibility. Investing in digital tools for real-time data collection and analysis can further improve the responsiveness of these methods, ensuring their continued relevance in dynamic environments.
(b) Compare and Contrast Marginal and Absorption Costing
Definition of Both Methods
Marginal Costing is a costing technique that considers only variable costs (CIMA, 2024) such as direct materials, direct labour, and variable overheads in product cost calculations. Fixed costs are treated as period expenses and charged directly to the income statement. This method is widely used for internal decision-making, particularly for short-term pricing and break-even analysis. 
Absorption Costing, in contrast, allocates both variable and fixed production costs to products (Horngren et al., 2023). This approach ensures that each unit produced carries a share of fixed overheads, aligning with external reporting standards such as IFRS and GAAP. Absorption costing is mandatory for statutory financial statements and provides a comprehensive view of production costs. 

Benefits and Limitations
Marginal Costing Benefits:
Facilitates short-term decision-making by focusing on contribution margin (Strategic Finance, 2024).
Useful for evaluating special orders and pricing strategies.
Simplifies cost analysis in dynamic environments.
Marginal Costing Limitations:
Ignores fixed costs in product costing, limiting long-term profitability analysis.
Not acceptable for external reporting under accounting standards.
Absorption Costing Benefits:
Provides a complete view of production costs, supporting long-term planning.
Required for statutory reporting and compliance.
Useful for inventory valuation and profitability analysis.
Absorption Costing Limitations:
Can distort profits when inventory levels fluctuate (European Accounting Review, 2023).
Less effective for short-term decision-making due to inclusion of fixed costs.

Impact on Decision-Making Across Sectors
The choice between marginal and absorption costing significantly influences decision-making in different industries. In manufacturing, absorption costing is often preferred for statutory reporting and long-term planning because it captures the full cost of production, including fixed overheads. However, during periods of fluctuating demand, marginal costing provides clearer insights for short-term pricing and special orders. In service industries, where fixed costs are relatively high and capacity utilisation is critical, marginal costing helps managers evaluate whether accepting additional work at discounted rates will cover variable costs without eroding profitability. For technology firms, particularly SaaS businesses, marginal costing supports agile decision-making by focusing on incremental costs for onboarding new clients, while absorption costing remains essential for external reporting and investor transparency. This sector-specific impact underscores the importance of using both methods strategically to balance compliance with operational flexibility (FasterCapital 2025).

Key Differences and Impact
Aspect	Marginal Costing	Absorption Costing
Cost Basis	Variable only	Fixed + Variable
Profit Impact	Lower in high inventory	Higher in high inventory
GAAP Compliance	No 	Yes 
Decision Usefulness	Short-term	Long-term


Numerical Example and Interpretation
Assume a company produces 1,000 units, variable cost per unit = £10, fixed overhead = £5,000.
Under Marginal Costing:
Total cost = £10 × 1,000 = £10,000.
Fixed costs are expensed in the current period.
Under Absorption Costing:
Fixed overhead per unit = £5,000 ÷ 1,000 = £5.
Total cost per unit = £10 + £5 = £15.
Total = £15,000.

Impact:
If only 800 units are sold, absorption costing allocates fixed costs to unsold inventory, inflating reported profit (Auditing Accounting, 2025). Marginal costing expenses all fixed costs immediately, showing a more conservative profit figure. This difference is critical in dynamic environments where inventory levels fluctuate.
Real-World Examples
Example 1: Automotive Industry
Car manufacturers often use absorption costing for statutory reporting because it provides a full cost view and complies with IFRS. However, during periods of low demand, unsold inventory can artificially inflate profits under absorption costing, misleading stakeholders. Marginal costing, used internally, helps managers decide whether to accept special orders at reduced prices to maintain cash flow (Accounting Hub, 2024; PwC, 2024).
Example 2: FMCG Sector
Fast-moving consumer goods companies, such as Unilever, rely on marginal costing for tactical decisions like promotional pricing (Unilever Annual Report, 2024). By focusing on contribution margins, managers can quickly assess whether discounts will cover variable costs. Absorption costing remains essential for external reporting and long-term profitability analysis.
Example 3: Tech Start-ups
Technology firms often prefer marginal costing for internal decision-making due to its simplicity and relevance in fast-changing markets. For example, a SaaS company evaluating whether to onboard a client at a discounted rate can use marginal costing to ensure variable costs are covered, while absorption costing is applied for financial statements (Agarwal, Krishnan & Weiler, 2024). 
Critical Discussion of Impact
In volatile markets, marginal costing offers agility by emphasising variable costs, making it ideal for tactical decisions such as pricing during demand fluctuations. Absorption costing, while essential for compliance, can mislead managers by overstating profits when inventory accumulates. For example, during economic downturns, absorption costing may present an artificially healthy financial position due to unsold stock carrying fixed costs (Ponciano, 2025).
A blended approach is often recommended: use marginal costing for internal decision-making and absorption costing for external reporting. This dual strategy balances flexibility with regulatory compliance, ensuring accurate performance evaluation and strategic alignment (Auditing Accounting, 2025).

Emerging Trends in Cost Management
In today’s dynamic business environment, cost management techniques are evolving to address challenges such as rapid technological change and global competition. Digital transformation is a key trend, with organisations increasingly adopting cloud-based costing systems and AI-driven analytics to improve accuracy and responsiveness. These tools enable real-time data collection, automated cost allocation, and predictive insights, reducing the complexity associated with traditional methods like ABC and EVM.

Another significant development is the integration of Agile principles into cost management frameworks. Agile-compatible EVM models, for example, allow for flexible baselines and iterative forecasting, making them more suitable for projects with high uncertainty. Similarly, lean adaptations of ABC focus on high-impact activities and eliminate non-value-added processes, improving efficiency without sacrificing accuracy.

These innovations highlight a shift from static, resource-intensive models toward adaptive, technology-enabled approaches that support faster decision-making and enhance competitiveness in volatile markets.



Conclusion (average of 10% of word count)
Cost management techniques are essential for sustaining competitiveness in dynamic business environments. This report critically evaluated Activity-Based Costing (ABC) and Earned Value Management (EVM), highlighting their strengths in improving cost visibility and project control, as well as their limitations in volatile contexts. While ABC offers detailed cost insights, its complexity and maintenance requirements can hinder adaptability. Similarly, EVM provides integrated performance metrics but struggles with rigid assumptions in agile projects. Organisations can overcome these challenges by adopting lean ABC models and Agile EVM frameworks supported by real-time analytics.
The comparison of Marginal and Absorption costing methods revealed distinct roles in decision-making and compliance. Marginal costing facilitates short-term tactical decisions by focusing on variable costs, whereas absorption costing ensures statutory compliance and comprehensive cost allocation. However, absorption costing can distort profitability when inventory levels fluctuate, making marginal costing more suitable for dynamic environments. A blended approach using marginal costing for internal decisions and absorption costing for external reporting offers a balanced solution.
Ultimately, developing a critical understanding of these principles and applying an analytical approach to cost data enables organisations to select and adapt methods that align with strategic objectives. In fast-changing markets, flexibility, technological integration, and contextual adaptation are key to effective cost management (PwC, 2023).
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