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Executive Summary
The purpose of this report is to analyse the role of budgeting within a business, looking at ABC and EVM budgeting methods. Also to be looking at the key differences between marginal and absorption costing. I will be taking an in depth look at different sources as well as case studies to be able to produce a report to educate on different budgeting methods.
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Introduction 

The business landscape within the current world that we live in is evolving and changing at a rapid pace. As a result of this however we have seen the use of traditional budgeting methods face an increase of criticism and scrutiny due to if they are still as effective as they once were , as well as their relevance within the world of business. This report is going to be evaluating the role of budgeting as well as the applicability of different conventional approaches that happen within fast changing environments. We will be evaluating Activity Based Costing, otherwise known as ABC as well as EVM also known earned value management. We will be looking at how they are in a fast changing business environment as well as their roles in aiding cost management approaches. We will also be comparing and contrasting marginal and absorption costing methods providing insights  into the benefits and limitations of both of them.




























Main Findings

ABC 
Effectiveness in cost management
ABC was originally introduced to address the inaccuracies within traditional costing systems. This was done by allocating overheads based on different activities and cost drivers. This method helps provide more accurate cost information and improves decision making by being able to identify non value adding activities and inefficiencies.
One of ABC’s major advantages lies on its focus within its focus on cost causality. This is done by linking cost with activities company’s can have a better way of managing resources and improve operational efficiency. As a result of this, it helps ABC be valuable within complex environments where indirect costs can be seen as insignificant.
Limitations in a fast changing environment
Despite ABC having a fair few advantages, there are quite a few limitations and flaws that limit it’s effectiveness in dynamic contexts.
The first flaw being the complexity and cost of this method. These systems that are used are not only very expensive but are also time consuming to implement due to the need to maintain and give detailed activity analysis. On top of that for this method to work there has to be a continuous flow of data collection. As a result of this, ABC is very data driven, which can be seen as a positive as the records will be accurate, however containing and maintaining such data is difficult especially in rapidly changing environments. On top of this ABC as shown almost has a lack of flexibility and can become outdated as businesses evolve, making it less suitable for businesses experiencing continuous change. On top of that ABC may not be beneficial to a simpler business environment where overheads are low, this overall reduces its universal applicability.
In fast changing business enviroments ABC’s detailed structured approach can be seen and becomes both a strength as well as a weakness. It is able to enchance cost visability which is key for a business, however with its high maintenance requirements it reduces the agility. As well as this the focus on detailed cost allocation can result in delayed decision making as a result of this.

However even with all of this ABC can and does play a key role when adapted appropriately. You can actually have simplified versions of ABC such as Time driven ABC, and integration with real time data systems can improve responsiveness. Rather than being used as a comprehensive system, ABC is increasingly applied more for strategic insights rather than routine cost control as a result of this.

Earned Value Management
EVM is a project management tool that integrates cost, time and scope to help measure performance. It provides a range of quantitative metrics such as Cost Performance Index as well as schedule performance index. With doing this it helps identify variances early. EVM has a main primary strength, and this is the ability to offer structured framework for monitoring project performance and forecasting future outcomes. It helps to enhance accountability and supports proactive decision making in stable project environments.
Limitations of EVM in a Fast Changing Environment
EVM relies on predefined project plans, as a result of this it is less effective when scope and requirements frequently change. Linking with this EVM metrics are based on historical data, meaning they often reflect on past issues that have already occurred over predicting future risks as a result of this. A practitioner insight actually highlights “metrics were always a week behind reality” reducing their usefulness within a fast pace environment. 
Another limitation is that EVM requires consistent data input and monitoring, due to this EVM can be resource-intensive and difficult to sustain. On top of that EVM provides numerical outputs that potentially create an illusion of control, even when underlying assumptions are flawed. As well as that the rigid structure becomes a significant limitation when in agile or iterative enviroments.

Overall EVM is looked upon as a highly effective in structured predictable enviroments such as various construction and defence projects. However, its relevance declines in fast changing contexts where uncertainty and iteration both dominate. Its reliance upon fixed baselines unfortunately makes it incompatible with various modern agile methodologies unless there is significant adaption put into place as a result of this.

Role in Modern Cost Management

EVM is however still seen as a useful budgeting method. However this only usually implies when integrated with risk management techniques or even enhanced through advanced analytics such a simulation models. An example of this that can be given is when you combine EVM with stochastic analysis as it can improve forecasting for a business during uncertainty. It is actually shown as businesses catch up with the modern world, they adopt more hybrid approaches, using EVM at a high level in the long term while then using more flexible tools for day to day management.

Comparative Evaluation
Both ABC and EVM share common strengths as well as weaknesses, both provide structured frameworks for cost control as well as enhance transparency and accountability. On top of that both of them support informed decision making, however they both high implementation and maintenance costs, rely on historical or static data which result in both struggling to adapt to rapid change.

Marginal and Absorption costing
Both marginal and absorption costing are widely used approaches within cost and management accounting. Both offer different perspectives on how costs should be treated for the purpose of pricing, inventory evaluation as well as profitability analysis. The key fundamental difference between these two methods lies within how fixed manufacturing overheads are managed overall. Under marginal costing, only variable costs such as direct materials, direct labour and variable production overheads are considered production costs, whereas fixed manufacturing overheads are treated as period costs and are written off in full against the profit in when the period had occurred. 
On the other hand, Absorption costing allocates both variable and fixed manufacturing costs to the units of production, because of this it includes a portion of fixed overheads in the cost of each unit that they are produced. Overall this difference in cost treatment has important implications for financial reporting, performance evaluation and overall decision making.

One of the biggest contrasts between marginal and absorption costing is the impact that they both have on profit measurement, in particular this happens when the production levels are different from. When using Marginal costing, profit is determined by deducting total variable costs from sales revenue to obtain contribution, and then subtract fixed costs in full. As a result of this, profit is closely linked to the volume of sales rather than the production volume. In contrast however, Absorption costing ties profit to both production and sales because fixed overheads are spread across units produced as well as being included within inventory valuation. When production exceeds sales, absorption costing results in higher reported profit because some fixed overheads are deferred in closing inventory rather than being expensed immediately. When sales exceed production however, absorption costing leads to lower profit compared to marginal costing due to previously deferred fixed costs are released from inventory and charged to costs of goods sold. When production equals sales, both methods actual reach to the same profit figure as each other.
Inventory Valuation
Inventory valuation is another area where these two methods differ as well. Within marginal costing, inventory is valued at variable production cost only, which excludes fixed manufacturing overheads as a result of this and concludes to a lower inventory valuation on the statement of financial position. Absorption costing on the other hand actually includes both variable as well as fixed production costs within inventory valuation and with that includes a higher value of the closing inventory. This approach appears to be consistent within accounting standards, such as International Financial Reporting Standards (IFRS) and Generally Accepted Accounting Principles (GAAP) which require that all of the manufacturing costs be included in the cost of the inventory for reporting purposes (IFRS Foundation 2023). The inclusion of fixed overheads ensures that the costs will be matched with the revenues that they help to generate which in course is actually a key principle within financial accounting. 
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In conclusion from all of my findings, in fast changing business environments, the effectiveness of ABC and EVM are constrained by their inherent rigidity, complexity and reliance on all just static or historical data. ABC helps us to provide valuable insights into different cost drivers, however, struggles with high maintenance demands. EVM on the other hand helps to offer strong project control but is unfortunately limited by its pure dependence on stable baselines as well its lagging indicators. Both of their effectiveness relies upon how well a business can adapt and integrate them as a result of this. With marginal costing and absorption costing, the key differences are how they revolve around treatment of fixed manufacturing overheads, the value of the inventory and the timing of the profit recognition.
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