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Executive Summary
In today's fast-moving business environment, companies face the challenge of managing their costs effectively. This report examines two important tools for cost management: Activity-Based Costing (ABC) and Earned Value Management (EVM). These methods are especially relevant in situations where changes occur rapidly. 
The report explores the strengths and weaknesses of both ABC and EVM. ABC focuses on assigning costs to specific activities that generate expenses, helping businesses understand where their money is going. However, it can be complex and time-consuming to implement. On the other hand, EVM is a project management tool that combines cost, schedule, and scope to assess project performance in real time. While EVM provides valuable insights into how a project is progressing, it may not capture all costs associated with long-term operations.
Additionally, the report compares two other costing methods: Marginal Costing and Absorption Costing. Marginal Costing considers only variable costs (costs that change with production levels) when making decisions, which can help in understanding the impact of production changes on profitability. However, it does not account for fixed costs, which can lead to incomplete financial analysis. Absorption Costing, in contrast, includes both variable and fixed costs in product pricing. This method gives a detailed picture of total costs but can sometimes mask the impact of fixed costs on profitability.
By highlighting the differences between these approaches, the report emphasizes how they affect profit calculations and inventory valuation. Understanding these distinctions is crucial for businesses to make informed decisions about pricing and resource allocation.
Ultimately, the findings suggest that companies should adopt integrated cost management strategies. This approach will help them effectively navigate the complexities of the modern business landscape, ensuring they remain competitive while managing costs efficiently.
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Introduction
The business world is always changing due to new technologies, global connections, and shifting customer preferences. In this fast-paced environment, managing costs effectively is crucial for companies that want to survive and compete successfully. Cost management strategies help businesses use their resources wisely, increase profits, and stay ahead of their rivals. This report focuses on two advanced methods: Activity-Based Costing (ABC) and Earned Value Management (EVM), examining how well they help manage costs in this changing landscape. It will also compare Marginal Costing and Absorption Costing to highlight their advantages and disadvantages.
According to Atril and McLaney (2015), Activity-Based Costing (ABC) is a method that assigns indirect costs to products based on the specific activities that generate those costs. This helps organisations understand their cost structures better, leading to smarter decision-making. For instance, a company can see which products are more expensive to produce and adjust their pricing or production accordingly. 
Earned Value Management (EVM), on the other hand, is a project management technique that combines cost, time, and project scope. It allows organisations to measure how well a project is doing in real time (Vanhoucke, 2009). For example, it helps project managers see if they are on track with their budget and timeline, enabling them to make quick adjustments if necessary.
By evaluating these methods and their limitations, the report aims to provide organisations with valuable insights into the best practices for managing costs effectively in a changing business environment.












Main Findings
Activity-Based Costing
Activity-Based Costing (ABC) has emerged as a sophisticated approach to costing that seeks to allocate overhead costs more accurately than traditional methods (Quesado and Silva, 2021). In a fast-changing business environment, ABC enables organisations to identify specific activities that contribute to costs, thereby providing a more detailed understanding of cost drivers (Horngren and Forster, 2011). This information allows businesses to make informed decisions regarding pricing, budgeting, and resource allocation.
The main benefit of ABC is its ability to provide detailed insights into the cost structure of an organisation. By identifying high-cost activities, organisations can focus on eliminating inefficiencies and optimising processes (Drury, 2015). For example, a manufacturing company utilising ABC can pinpoint which production activities incur the most costs and take steps to streamline those processes. This level of detail enables organisations to enhance their competitiveness by focusing on value-added activities while minimising wasteful expenditures (Seal and Garrison, 2011).
As noted by Millstein, Yang and Li (2014) ABC supports better pricing strategies. By understanding the true costs associated with each product or service, organisations can set prices that reflect their actual costs, leading to improved profitability (Bhimani, 2006). This is particularly important in industries where profit margins are thin, and pricing decisions can significantly impact financial outcomes (Celestin, 2018).
Bazrafshan, and Karamshahi (2017) highlighted that, despite its advantages, ABC is not without its limitations. One of the primary limitations of ABC is its complexity and the resources required for implementation. The process of identifying and quantifying activities can be time-consuming and may require specialised software and training (Kitsantas, Vazakidis, and Stefanou, 2020). Smaller organisations may find it challenging to justify the costs associated with implementing ABC, leading some critics to argue that traditional methods may be more practical (Drury, 2015).
Moreover, Mahal (2015) argued that ABC could lead to inaccurate cost allocations if activities and cost drivers are not identified correctly. Misidentification can result in distorted financial information, leading to poor decision-making (Bhimani, 2006). According to Ravinder and Misra (2014), this inherent flaw underscores the importance of thorough analysis and accurate data collection when implementing ABC.
Those in support of traditional costing methods argue that they may be sufficient for many organisations, particularly those with less complex operations (Miller and O'leary, 2019). Traditional methods often involve simpler calculations and can be more straightforward to implement without the need for extensive data collection (Horngren and Forster, 2011). As stated by Schlaack (2023), the benefits of detailed cost insights do not always outweigh the costs and efforts associated with its implementation.
On the other hand, as business environments become increasingly complex, the need for accurate cost allocation becomes paramount (Kerzner, 2025). Organisations may suffer in the long run by relying on simplified methods that do not reflect the true cost structure of their operations (Nagle, Müller and Gruyaert, 2023). As such, while traditional methods may offer ease of use, they risk oversimplifying cost allocation and leading to misguided decisions.






















Earned Value Management
[bookmark: _Hlk215261518]Earned Value Management (EVM) is a project management technique that integrates the scope, schedule, and cost of a project to assess its performance (Salamah, Shibani and Alothman, 2023). According to Drury (2015), EVM provides organisations with a framework to measure project progress and performance against planned objectives, using key metrics such as Planned Value (PV), Earned Value (EV), and Actual Cost (AC). This technique is particularly useful in industries that rely on project management, such as construction and IT.
One of the primary advantages of EVM is its ability to provide real-time insights into project performance. By comparing planned progress with actual performance, project managers can identify variances and take corrective actions promptly (Bhimani, 2006). This proactive approach allows organisations to manage risks effectively and make informed decisions regarding resource allocation and project timelines.
Additionally, EVM enhances communication and accountability among project stakeholders. By utilising clear metrics, project managers can effectively communicate project status to stakeholders, fostering transparency and collaboration (Seal and Garrison, 2011). This clarity can lead to improved stakeholder satisfaction and greater project success.
Despite its strengths, EVM has inherent limitations. One significant drawback is its reliance on quantitative metrics, which may overlook qualitative factors that are critical to project success, such as team dynamics and stakeholder engagement (Horngren and Forster, 2011). Critics argue that an overemphasis on numerical data can lead to a narrow focus on cost and schedule performance, neglecting important aspects of project management.
Furthermore, the effectiveness of EVM is contingent upon the accuracy of baseline data. If initial estimates are flawed, the resulting performance assessments can be misleading (Drury, 2015). This reliance on accurate data underscores the need for organisations to establish robust project management practices to support effective EVM implementation.
Some critics argue that EVM may not be suitable for all types of projects, particularly smaller or less complex ones. Bhimani (2006) stated that the time and effort required to implement EVM may not be justified for projects with limited scope. Additionally, traditional project management techniques may suffice for organisations with straightforward project requirements.
However, Aigbayboa and Kissi (2025) argue that the benefits of real-time performance monitoring and proactive management far exceed the initial costs. As projects become more complex and interconnected, the need for effective performance measurement becomes increasingly critical. EVM can provide organisations with a competitive advantage by enabling them to adapt quickly to changes and manage risks effectively.
Comparison of Marginal Costing and Absorption Costing
Marginal Costing
In the opinion of Drury (2015), Marginal Costing, also known as variable costing, focuses on the costs that vary directly with production levels. Under this approach, fixed costs are treated as period costs and are expensed in the period incurred. This approach allows organisations to assess their contribution margin—the difference between sales revenue and variable costs—enabling clearer insights into profitability (Chauhan and Pathan, 2024).
One of the primary advantages of Marginal Costing is its simplicity and ease of use. The focus on variable costs allows managers to make quick decisions regarding pricing, production levels, and product profitability (Mehmandoost, 2024). This can be particularly advantageous in industries with fluctuating demand, where organisations need to adjust their operations rapidly.
Additionally, Marginal Costing provides valuable insights for short-term decision-making, such as identifying the breakeven point and assessing the impact of changes in production levels on profitability. This level of detail can enhance operational efficiency and support effective resource allocation (Seal and Garrison, 2011).
According to Bajpai (2025), despite its benefits, Marginal Costing has significant limitations, particularly regarding external financial reporting. Since it does not comply with Generally Accepted Accounting Principles, organisations may face challenges in presenting accurate financial statements to stakeholders (Horngren and Forster, 2011). This limitation can lead to discrepancies in profit reporting, affecting investor confidence and relationships with stakeholders.
Furthermore, Marginal Costing may lead to under-pricing if organisations rely solely on variable costs for pricing decisions. Without considering fixed costs, organisations may set prices that do not fully cover their total cost structure, potentially risking long-term profitability (Drury, 2015).
Absorption Costing
Absorption Costing, also known as full costing, allocates both variable and fixed manufacturing costs to products, providing a comprehensive view of production costs (Atril and McLaney, 2015). Puspitawati, Lhutfi and Qudratov (2024) stated that this method is essential for external reporting, as it aligns with regulatory requirements and offers a more accurate representation of inventory valuation.
The primary advantage of Absorption Costing is its ability to provide a complete view of product costs, which is crucial for external financial reporting (Drury, 2015). According to Nezhad, Ahmadirad and Mohammadi (2024), allocating fixed costs to products, organisations can present a more accurate representation of their financial performance, which is essential for maintaining investor confidence and meeting regulatory requirements.
Additionally, Absorption Costing supports long-term strategic planning by providing a comprehensive understanding of total production costs. This level of detail can help organisations make informed decisions regarding pricing, production levels, and resource allocation (Bhimani, 2006).
Despite its strengths, Absorption Costing has inherent limitations that organisations must consider. One significant drawback is the potential for distorted profit figures, especially in situations where production exceeds sales. In such cases, fixed costs are absorbed into inventory rather than being expensed in the period incurred, leading to inflated profit figures and misleading financial assessments (Seal and Garrison, 2011).
Furthermore, Absorption Costing may incentivise overproduction, as organisations may prioritise output to improve profitability figures. This focus on production levels can lead to inefficiencies and increased holding costs, complicating inventory management practices (Horngren and Forster, 2011).
















Key Differences Between Marginal Costing and Absorption Costing
According to Banerjee, (2021), the key differences between Marginal Costing and Absorption Costing primarily revolve around their treatment of fixed costs and their implications for profit calculations and inventory valuation.
1. Treatment of Fixed Costs: 
   - Marginal Costing treats fixed costs as period costs, expensing them in the period incurred. This approach provides a clear focus on variable costs and contribution margins (Drury, 2015).
   - In contrast, Absorption Costing allocates both variable and fixed costs to products, leading to a more comprehensive view of production costs and aligning with Generally Accepted Accounting Principles (GAAP) requirements (Atril and McLaney, 2015).
2. Impact on Profit Calculations:
   - Marginal Costing provides a more immediate reflection of profitability by focusing on variable costs, which can be advantageous for short-term decision-making (Bhimani, 2006).
   - Absorption Costing, on the other hand, can lead to inflated profit figures during periods of high production, as fixed costs are absorbed into inventory rather than expensed (Seal and Garrison, 2011).
3. Inventory Valuation:
   - Under Marginal Costing, inventory is valued at variable costs, which may not reflect the total cost of production (Horngren and Forster, 2011).
   - Absorption Costing values inventory at both variable and fixed costs, providing a more accurate representation of total production costs (Drury, 2015).
These differences highlight the importance of selecting the appropriate costing method based on organisational goals and market conditions. While Marginal Costing may offer advantages for short-term decision-making, organisations must also consider the implications for long-term financial reporting and strategic planning (Weygandt, Kimmel and Aly, 2020).







Conclusion
In conclusion, examining Activity-Based Costing (ABC) and Earned Value Management (EVM), along with comparing Marginal Costing and Absorption Costing, highlights the challenges and details involved in managing costs in today’s rapidly changing business world. Both ABC and EVM provide important insights that can help businesses improve their decision-making processes. However, for these methods to be effective, they require careful implementation and precise data management. 
Furthermore, when organisations decide between Marginal Costing and Absorption Costing, it is crucial to align their cost management strategies with their overall goals and the changing conditions of the market. Companies need to understand that there is no one best costing method that fits all situations. Instead, the success of each method relies on the specific circumstances in which it is used.
To effectively manage costs, businesses should adopt a mixed approach that considers different strategies and their potential effects. This integrated method is vital for overcoming the difficulties that modern businesses face and for ensuring long-term success and sustainability. 
By fully understanding the strengths and weaknesses of each costing method, organisations can make better-informed decisions that improve their competitiveness and profitability in a constantly evolving marketplace. This awareness allows businesses to adapt their strategies to fit their unique situations and the demands of their industries. Ultimately, a thoughtful and flexible approach to cost management is essential for thriving in today’s dynamic business environment, enabling companies to navigate challenges and seize opportunities as they arise. By embracing various methods, businesses can enhance their overall effectiveness and secure a stronger position in the market.
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