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[bookmark: _Toc229838482]Abstract
Modern business organizations operate in highly competitive and rapidly changing environments where efficient cost management has become essential for long-term sustainability and profitability. Traditional costing systems are often unable to provide accurate and detailed cost information because of technological advancements, product diversification, and increasing operational complexity. Consequently, organizations are increasingly adopting modern costing techniques to improve decision-making, operational efficiency, and strategic competitiveness. This report critically analyses the importance of modern costing techniques in improving business efficiency and competitive advantage. The study explores major modern costing approaches, including activity-based costing, target costing, life-cycle costing, and kaizen costing. The report further evaluates how these costing systems improve cost accuracy, strategic planning, operational control, and managerial decision-making. In addition, the study examines major challenges associated with implementing modern costing systems, such as high data requirements, employee resistance, technological complexity, and implementation costs. The report adopts a qualitative secondary research methodology using academic journals, textbooks, company reports, and credible online sources. Real-world organizational examples are used to demonstrate the practical application of modern costing techniques in improving productivity and profitability. The findings indicate that modern costing systems significantly enhance cost control, pricing decisions, resource allocation, and competitive positioning when effectively implemented within organizations.


[bookmark: _Toc229838483]Introduction
Globalization, the ever-evolving nature of technology, consumer expectations and the greater uncertainty of markets have created an extremely competitive and dynamic business landscape. In every industry, there is a constant drive for those organizations to find effective ways in which to increase operational efficiency, maintain product quality, lower production costs and increase profitability. In this competitive environment, it has become more critical than ever to master cost management. Hence, cost accounting has evolved from a conventional accounting activity to a strategic management tool which assists planning, control, performance evaluation and decision making in contemporary organizations. Traditional costing systems were mostly developed when manufacturing was rather simple and direct labour costs were high compared to other production costs. Typical methods for allocating overhead costs were based on simple allocation bases like labour hours or machine hours. But today's organizations are far from simple, with advanced manufacturing technologies, automation, multiple product lines and global supply chains. In many cases, traditional costing systems are not able to give useful and reliable cost information, due to the considerable rise in indirect costs and overhead cost. Modern costing techniques like activity based costing, target costing, life cycle costing and kaizen costing enable the identification of cost drivers, control of operational costs, efficiency in production, and intensification of the competitive edge for the organization. These techniques also help in strategic planning as they give the managers a detailed financial and operational information which is critical for making effective business decisions. Activity based costing (ABC) provides a more effective means of allocating overhead costs in relation to the activities of the organisation, whereas target costing is the costing approach which has the objective of achieving a target cost from the product design stage. Likewise, life-cycle costing considers the overall cost of a product or service over an extended period of time, and kaizen costing focuses on the costs that can be reduced by continuous improvement and waste minimisation in the production process. These contemporary systems of costing help the organisations in the following ways to enhance the profitability, satisfaction of customers and sustainability of the organisation. In this report, the role of modern costing techniques in improving efficiency and competitive advantage of business is critically examined. The study focuses on the advantages, strategy and implementation issues of Activity Based Costing, Target costing, Life Cycle Costing and Kaizen costing. 
[bookmark: _Toc229838484]Literature Review
[bookmark: _Toc229838485]Concept of Modern Costing Systems
Modern costing systems refer to advanced cost management approaches that provide more accurate and strategic cost information compared with traditional costing systems. Traditional costing methods generally allocate overhead costs using broad measures such as direct labour hours or machine hours. However, such approaches may produce inaccurate cost information in complex business environments where overhead costs are substantial and production activities are diversified (Liang, 2025).
Modern costing techniques focus on identifying actual cost drivers and linking costs directly to activities, products, customers, and processes. According to management accounting scholars, modern costing systems support strategic decision-making, improve operational efficiency, and strengthen competitive advantage by providing accurate and timely cost information.
As per (Liang, 2025), the growing importance of modern costing techniques is associated with increased global competition, rapid technological advancement, shorter product life cycles, and changing customer expectations. Organizations now require more detailed cost information to manage resources efficiently and maintain profitability. Modern costing systems therefore play a significant role in strategic management and long-term organizational sustainability.
[bookmark: _Toc229838486]Activity-Based Costing
Activity-Based Costing (ABC) is one of the most widely used modern costing techniques. ABC allocates overhead costs based on activities that consume organizational resources rather than relying on traditional volume-based allocation methods. The system identifies activities involved in production processes and assigns costs according to cost drivers such as machine setups, inspections, purchase orders, or production runs (Hamad et al., 2024).
The primary advantage of ABC is improved cost accuracy. Traditional costing systems may allocate overhead equally across products, even though some products consume significantly more resources than others. ABC allows managers to identify high-cost activities and evaluate product profitability more accurately.
ABC also improves managerial decision-making by providing detailed information regarding operational inefficiencies and unnecessary activities. Managers can use ABC data to improve pricing strategies, eliminate non-value-added activities, optimize resource allocation, and improve process efficiency.
Despite its advantages, (Hamad et al., 2024) explain that ABC implementation may be expensive and time-consuming. Organizations often require advanced information systems and extensive employee training to implement ABC successfully. The system may also become complex in large organizations with numerous activities and cost drivers.
Many global organizations have implemented ABC systems to improve cost management. Manufacturing companies, healthcare organizations, and service industries frequently use ABC to obtain more accurate cost information and improve profitability analysis.
[bookmark: _Toc229838487]Target Costing
Target costing is a market-oriented costing approach that focuses on achieving a desired profit margin by controlling costs during product design and development stages. Unlike traditional pricing methods, where organizations determine selling prices after calculating production costs, target costing begins with estimating the market price customers are willing to pay (AL-Khasawneh et al., 2019).
The target cost is calculated by subtracting the desired profit margin from the expected market price. Organizations then design products and production processes to achieve the target cost while maintaining customer expectations regarding quality and functionality. Target costing encourages cross-functional collaboration among departments such as marketing, engineering, production, and finance. This collaborative approach helps organizations reduce costs during the early stages of product development when cost reduction opportunities are greatest.
According to (AL-Khasawneh et al., 2019), one significant advantage of target costing is that it supports customer-focused product development. Organizations can produce competitively priced products while ensuring profitability. The technique also promotes innovation, waste reduction, and operational efficiency. However, target costing may create excessive pressure on employees and suppliers to reduce costs. In some situations, aggressive cost reduction efforts may negatively affect product quality or employee morale. Effective implementation therefore requires balanced managerial control and strong organizational coordination.
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Life-cycle costing is a costing technique that evaluates the total cost of a product throughout its entire life cycle, including research and development, production, marketing, distribution, maintenance, and disposal (Kambanou, 2020). The method emphasizes long-term cost management rather than focusing only on manufacturing costs. Life-cycle costing is important because many costs are committed during product design and development stages. Organizations can therefore improve long-term profitability by controlling costs early in the product life cycle.
This costing approach also supports strategic decision-making by helping managers evaluate product profitability over the entire life span of products. Companies can identify hidden costs associated with maintenance, warranties, customer service, and disposal activities. Life-cycle costing has become increasingly relevant because organizations are facing growing pressure regarding environmental sustainability and resource management. Businesses now consider environmental costs, recycling expenses, and disposal costs when making strategic decisions.
As per (Kambanou, 2020), life-cycle costing may be difficult to implement because of uncertainty regarding future costs and revenues. Estimating long-term costs requires accurate forecasting and reliable market information.
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Kaizen costing is based on the Japanese philosophy of continuous improvement. The term “Kaizen” means continuous and gradual improvement involving all employees within an organization. Kaizen costing focuses on achieving incremental cost reductions during the manufacturing stage of a product’s life cycle. Unlike target costing, which focuses on cost reduction during product design, kaizen costing emphasizes continuous operational improvement after production has started. Employees are encouraged to identify inefficiencies, eliminate waste, and improve productivity continuously (Kayode et al., 2019).
Kaizen costing improves operational efficiency by promoting employee participation, teamwork, and problem-solving. Small continuous improvements can lead to substantial long-term cost savings and productivity improvements. The technique is particularly effective in manufacturing organizations where repetitive processes create opportunities for gradual efficiency improvements. Organizations implementing kaizen costing often achieve reduced waste, shorter production times, improved quality, and lower operational costs (kayode et al., 2019).
However, successful implementation requires strong organizational culture, employee commitment, and management support. Resistance to change and lack of employee motivation may reduce the effectiveness of kaizen initiatives.
[bookmark: _Toc229838490]Importance of Modern Costing Techniques
Modern costing techniques provide organizations with significant strategic benefits. Accurate cost information supports pricing decisions, product profitability analysis, budgeting, resource allocation, and performance evaluation. These techniques also help organizations identify waste, improve efficiency, and strengthen competitive advantage (Biadacz, 2022).
In highly competitive markets, organizations must continuously reduce costs while maintaining quality and customer satisfaction. Modern costing systems enable businesses to respond effectively to changing market conditions and customer demands.
Furthermore, modern costing techniques support strategic management by integrating financial and operational information. Managers can therefore make informed decisions regarding product development, process improvement, investment planning, and competitive positioning.
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[bookmark: _Toc229838492]Research Approach
The approach that this report will use is a qualitative approach to the analysis of the importance of modern costing techniques in improving business efficiency and competitive advantage. The study aims at analysing theory, concepts, organisational practices and managerial implications of modern costing systems, which calls for qualitative research. The type of design for research is exploratory and analytical in studying the application, advantages and problems of activity-based costing, target costing, life cycle costing and kaizen costing. The study would focus on gaining a comprehensive understanding of the role of modern costing techniques in organisational performance and decision-making for strategic planning.
[bookmark: _Toc229838493]Data Collection Method
The report is based on the secondary research method. Academic journals, textbooks, research articles, company reports and credible online databases were used to acquire secondary data. Reliable information was gathered from sources like Google Scholar, Accounting journals, Management accounting textbooks, and organisational case studies. This was because the secondary research method enabled the researcher to gain access to vast academic and professional literature associated with the cost accounting practices and modern costing methods. Secondary data can also be used to analyse past theories and real-world examples of various industries.
[bookmark: _Toc229838494]Data Analysis Method
Thematic analysis was used to analyse information collected. This technique is used to look for common patterns, ideas and connections in the literature. The analysis procedure involved studying the academic literature on contemporary costing systems, comparing various costing methods, and assessing applications for the analysis in an organisation. The results were critically interpreted to highlight their strengths and weaknesses, as well as the role they play in strategic decision-making. Real-world applications of these costing systems were also analysed to gain insight into their practice in the organisations.
Reliability and Validity
The report is compiled from reliable academic sources like peer reviewed journal articles, textbooks and published company documents to ensure reliability and validity. Data from unreliable websites and non-academic sources was excluded. Multiple academic sources enhance the reliability and validity of the research results. New literature where possible was used to make it relevant to modern business environments.
Ethical Considerations
Ethical issues were adhered to during the research process. References and citations were used appropriately to give credit to the original authors and prevent plagiarism. Information was considered in a fair and unmanipulated way and communicated without distortion or distortion able.
Limitations of the Study
The limitations of the study are that it is all secondary data sources. Confidential information from the organization and internal costing systems was limited. In addition the results may not be a true reflection of the practices of all industries and organizations due to the fact that there is variation in the use of modern costing techniques depending on the organizational size and structure and the business environment.
[bookmark: _Toc229838495]Findings
[bookmark: _Toc229838496]Impact of Activity-Based Costing on Cost Accuracy
The findings indicate that activity-based costing significantly improves cost allocation accuracy compared with traditional costing systems. Traditional costing methods frequently allocate overhead costs using broad allocation bases, which may distort product costs in organizations with diverse products and complex production activities (Dani, 2026).
ABC improves accuracy by identifying activities that consume organizational resources and assigning costs according to specific cost drivers. This approach allows managers to determine the actual cost of products, services, and customers more accurately.
Many organizations have achieved substantial operational improvements through ABC implementation. Manufacturing companies use ABC to identify non-profitable products and inefficient production processes. Service organizations also use ABC to evaluate customer profitability and improve resource allocation.
Improved cost accuracy enhances managerial decision-making regarding pricing, budgeting, outsourcing, and process improvement. Managers can identify activities that do not add value and implement corrective actions to reduce unnecessary operational expenses (Dani, 2026).
However, the findings also indicate that ABC implementation requires significant organizational resources. Many organizations experience difficulties related to data collection, system complexity, and employee training. Small organizations may find ABC implementation financially challenging because of high setup costs.
[bookmark: _Toc229838497]Role of Target Costing in Competitive Pricing
The findings show that target costing plays a major role in helping organizations achieve competitive pricing while maintaining profitability. In competitive markets, organizations cannot simply increase prices to achieve desired profits because customers have multiple purchasing alternatives (Jaf, 2020).
Target costing enables organizations to design products according to customer expectations and market prices. Businesses determine acceptable selling prices based on market conditions and customer demand before establishing cost targets.
Organizations implementing target costing often involve multiple departments during product development stages. Marketing teams provide customer information, engineers focus on design efficiency, and production teams identify cost reduction opportunities. This collaborative approach improves operational coordination and product development efficiency.
Target costing also supports innovation because organizations continuously search for alternative materials, production methods, and technologies to achieve cost targets. Companies are therefore able to maintain competitiveness while improving product quality and customer satisfaction (Jaf, 2020).
Despite these benefits, target costing may create pressure on suppliers and employees to reduce costs aggressively. Excessive focus on cost reduction may negatively affect product quality and employee morale if not properly managed.
[bookmark: _Toc229838498]Strategic Benefits of Life-Cycle Costing
The findings indicate that life-cycle costing improves long-term strategic planning and profitability management. Traditional costing approaches often focus mainly on production costs, whereas life-cycle costing considers all costs associated with a product throughout its entire life span.
Organizations using life-cycle costing can identify hidden long-term costs related to maintenance, warranty services, distribution, recycling, and disposal. This information supports more accurate profitability analysis and strategic investment decisions.
Technology companies and manufacturing organizations increasingly use life-cycle costing to improve product development strategies and sustainability management. Organizations are now more concerned about environmental responsibilities and long-term operational sustainability (Eldars & Sorour, 2026).
The findings also show that life-cycle costing improves strategic planning because managers can evaluate the financial implications of product decisions over extended periods. Early identification of potential future costs allows organizations to reduce risks and improve resource management.
However, estimating future costs and revenues accurately remains a significant challenge. Market uncertainty, technological changes, and changing customer preferences may reduce forecasting accuracy.
[bookmark: _Toc229838499]Kaizen Costing and Continuous Improvement
The findings demonstrate that kaizen costing contributes significantly to operational efficiency and continuous improvement. Organizations implementing kaizen costing encourage employees to identify inefficiencies and suggest small incremental improvements within operational processes.
Kaizen costing promotes teamwork, employee participation, and organizational learning. Continuous improvement activities help organizations reduce waste, improve quality, minimize production delays, and lower operational costs (Al Anssari, 2023). 
Manufacturing companies frequently achieve improved productivity through kaizen initiatives. Employees working directly within production processes often identify practical opportunities for improving efficiency and reducing unnecessary activities.
The findings also indicate that kaizen costing improves employee engagement because workers become actively involved in organizational improvement initiatives. This involvement strengthens organizational culture and supports long-term operational efficiency.
However, successful implementation depends heavily on organizational culture and management support. Employees may resist continuous improvement initiatives if they perceive changes as additional workload or threats to job security.
[bookmark: _Toc229838500]Challenges in Implementing Modern Costing Systems
Although modern costing techniques provide substantial benefits, organizations frequently face significant implementation challenges. One major challenge is the high cost associated with developing and maintaining advanced costing systems.
Modern costing systems often require sophisticated information technology infrastructure, data collection systems, and employee training programs. Organisations may therefore experience substantial financial and operational pressures during implementation.
Another significant challenge involves data complexity. Accurate implementation of ABC and life-cycle costing requires detailed operational and financial data. Collecting, analysing, and maintaining such information can become difficult and time-consuming.
Employee resistance also represents a major obstacle. Employees may resist new costing systems because of fear of increased monitoring, changes in responsibilities, or uncertainty regarding organisational changes. Lack of employee cooperation can reduce implementation effectiveness.
Furthermore, modern costing systems may become overly complex in large organisations with multiple products, departments, and operational activities. Managers may experience difficulties interpreting large amounts of costing information effectively.
[bookmark: _Toc229838501]Competitive Advantage Through Modern Costing Techniques
The findings suggest that organisations implementing modern costing techniques achieve a stronger competitive advantage through improved efficiency, cost control, and strategic decision-making.
Modern costing systems provide accurate cost information that supports pricing decisions, profitability analysis, and resource allocation. Organisations can therefore improve operational performance and respond effectively to market competition.
Target costing and life-cycle costing improve strategic planning by focusing on customer expectations and long-term profitability. ABC improves cost transparency and operational efficiency, while kaizen costing supports continuous improvement and waste reduction.
Organisations that successfully integrate modern costing techniques into strategic management processes often achieve higher profitability, improved product quality, and stronger market positioning. Effective cost management therefore, becomes an important source of sustainable competitive advantage.
[bookmark: _Toc229838502]Discussion
Modern costing techniques are analyzed in this unit to show that the organizations in the world today's highly competitive and volatile business environment need more sophisticated and strategic cost management than the traditional costing techniques. The growth in globalisation, technology innovations, evolving customer demands and increased complexity of operations have brought about a significant shift in business operations. This means that organisations can no longer use only one form of costing system – the traditional cost of overheads using broad allocation such as labour hours or machine hours. There is a need for more precise and detailed cost data in today's businesses to assist in strategic decision making, enhance the efficiency of operations, and ensure long-term profitability.
Activity-based costing (ABC) has become one of the more successful modern costing methods as it deals with activities and cost drivers, and helps to increase the accuracy of cost allocation. ABC is different from conventional costing systems because it determines which activities use organizational resources and assigns the costs to those activities. This helps managers to provide a more accurate cost of product and service, thus making more accurate pricing decisions, profit analysis and operational control. ABC is used extensively in industries that have multiple product lines, heavy overheads, and an interest in identifying inefficient processes and removing the non-value-added activities. Although these benefits exist, implementation of ABC can be costly and time consuming. Limited financial and technological resources can make it challenging for small and medium-sized organizations to gather detailed data and to keep sophisticated costing systems.
Target costing also is a big strategic contribution in making the organization competitive in the highly price-sensitive markets. This method of costing encourages companies to think of what customers want and what margins they wish to have while designing a product. Firms can ensure that their products meet customer needs and profitability goals by defining the target cost prior to production. By fostering interdepartmental collaboration, the approach promotes cost-cutting, operational efficiency, and innovation, ultimately creating a more collaborative and efficient work environment. However, putting pressure on costs can have negative impacts if organisations cut corners on the product or expect unfeasible changes from their employees and suppliers. Hence, proper management and balancing the decisions are crucial for successful implementation of target costing.
Life-cycle costing broadens the scope of cost management and accounts for the product's life cycle by taking into account all costs involved in the life of a product. This involves research and development expenses, production expenses, marketing and distribution expenses, maintenance and disposal expenses. The method allows companies to assess the profit potential over time and enhance strategic planning. Life-cycle costing is important especially in sectors where there are significant environmental, warranty and maintenance costs associated with the product. In addition, this method promotes sustainability management, by bringing environmental and disposal costs to the table. But predicting the future of costs and revenues is a difficult task, due to economic uncertainty, fluctuating customer demand and rapid technological progress.
Kaizen costing further emphasises the need for continuous improvement and the involvement of employees in the costs management. The philosophy of continuous improvement allows staff at all levels to be looking for inefficiencies and making regular small operational improvements. These gradual enhancements can make a tremendous difference in waste reduction, quality and productivity over time. Kaizen costing also reinforces the organisational culture by fostering team working, communication and employee involvement in decision making. Although these are advantages, good implementation needs to be supported by manager, staff commitment and a positive organisational culture. Kaizen projects can be less successful due to resistance to change and lack of motivation.
Modern costing methods play a crucial role in enhancing competitiveness by enabling better management, strategic planning, improving efficiency, and cost control. Companies that are able to implement these more advanced costing systems are better equipped to adapt to market competition, consumer expectations, and technology. But there is a lot of challenges when implementing, including system complexity, employee resistance, training needs and technological investment, which requires careful management by the organization. Thus it is essential that effective communication, employee involvement and a strong management commitment are in place to maximize the benefits of modern costing methods (Al Anssari, 2023). 
[bookmark: _Toc229838503]Conclusion
Organizations in today's competitive and complex business world have been relying on modern costing techniques more and more to gain competitive advantage, enhance efficiency and profitability. Businesses are using new technologies, multiple products, automation and high indirect costs, which makes traditional costing systems less effective. As a result, there is a need for organizations to have more precise and strategic cost management systems to assist in their operational and managerial decision making. Four important modern costing techniques in particular are critically analysed in this report: activity based costing, target costing, life-cycle costing and kaizen costing. The analysis showed that these techniques have significant effects on the cost accuracy, operational efficiency, strategic planning and profitability management. Activity-based costing improves cost allocation by pinpointing activities and cost drivers and target costing assists in the development and competitive pricing of products with customer needs. Likewise the life-cycle costing is useful for long-term financial planning, because the costs for the life cycle of a product are analysed, and kaizen costing is useful for continuous improvement and reduction of waste, because it involves the participation of employees. The results also showed that the modern costing system could be the solutions for better resource allocation, productivity, customer satisfaction, and competitive position. Companies that adopt such methods successfully can better adapt to market fluctuations and sustain business growth. The study also highlighted some implementation challenges, such as the high technological requirement, complexity of the system, resistance from employees, and high data collection requirement. These difficulties suggest that, for a successful implementation, a firm commitment from the management, training the workers, providing support for them and communicating effectively is needed. In summary, modern costing methods are pivotal in promoting the performance and sustainability of organizations. With the rise in business competition and the complexity of the operations, more sophisticated costing systems are becoming increasingly important for making better decisions, enhancing cost control and for maintaining competitiveness in the international markets.
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Appendices
[bookmark: _Toc229838506]Appendix A: Comparison Between Traditional and Modern Costing Systems
	Traditional Costing
	Modern Costing

	Uses broad overhead allocation
	Uses activity and cost driver analysis

	Focuses on production costs
	Focuses on strategic cost management

	Limited cost accuracy
	High cost accuracy

	Suitable for simple production systems
	Suitable for complex business environments

	Short-term orientation
	Long-term strategic orientation
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· Improved cost allocation accuracy
· Better pricing decisions
· Enhanced profitability analysis
· Continuous operational improvement
· Improved strategic planning
· Increased customer satisfaction
· Better competitive positioning
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