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Management accounting is the practice 
of identifying, measuring, analyzing, 
interpreting, and communicating 
financial information to managers for 
the pursuit of an organization's goals. 

It varies from financial accounting because the 
intended purpose of management accounting is to 
assist Executives in the company in making well-
informed business decisions for the future based on 
current performance analytics.

Management accounting encompasses many facets of 
accounting, including product costing, budgeting, 
forecasting, and various financial analysis.
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Planning

Evaluation
Feed Back

Budgets

Source Documents
E.G. Invoicing

GL and Sub Ledgers

Performance Reports

Action
Implementing

What 
does it 
look 
like?
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Concepts and 
considerations

Concepts 
Marginal costing or cost-
volume-profit analysis is the 
impact on the cost of a product 
by adding an additional unit 
into production & is useful for 
short-term economic decisions. 

https://www.investopedia.com/terms/c/cost-volume-profit-analysis.asp
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Concepts and 
Considerations

Considerations

•The contribution margin of a specific product is its 

impact on the overall profit of the company. 

•Margin analysis flows into break-even analysis, 

which involves calculating the contribution margin 

on the sales mix to determine the unit volume at 

which the business’s gross sales equal total 

expenses. 

•Break-even point analysis is useful for determining 

price points for products and services.
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What Does Cost-Volume-Profit Analysis Tell You?
Cost-Volume-Profit or CVP formula can be used to calculate the sales volume needed to 
cover costs and break even. The CVP breakeven sales volume formula is as follows:
Contribution Margin = Sales – Variable Costs
The contribution margin is used in the determination of the break-even point of sales. 

Breakeven Sales Volume = Fixed Cost÷Contribution Margin
By dividing the total fixed costs by the contribution margin ratio, the break-even point 
of sales in terms of total dollars may be calculated.

Concepts and 
Considerations
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10Example of Contribution Margin 
and Breakeven Calculation

Total Sales $ $   90,634,091 

Total Sales Units 224,263

Average Sales Price per Unit $               404 

Total Variable Cost $   20,737,965 

Total Sales Units 224,263

Average Var Cost Per Unit $                 92 

Contribution Margin per Unit $               312 

Total Fixed Cost 4,381,349

Breakeven in Units 14,058 
Breakeven in $ $     5,681,282 
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Cash Flow Analysis
• Perform cash flow analysis in order to determine the cash impact of 

business decisions by implementing working capital management 
strategies in order to optimize cash flow and ensure the company 
has enough liquid assets to cover short-term obligations.

Inventory Turnover Analysis
• Inventory turnover is a calculation of how many times a company 

has sold and replaced inventory in a given time period. Calculating 
inventory turnover can help businesses make better decisions on 
pricing, manufacturing, marketing, and purchasing new inventory. It 
is important to identify the carrying cost of inventory, which is the 
amount of expense a company incurs to store unsold items. If the 
company is carrying an excessive amount of inventory, there could 
be efficiency improvements made to reduce storage costs and free 
up cash flow for other business purposes.
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CONSTRAINT ANALYSIS

Review the constraints within a 
production line or sales process and help 
determine where bottlenecks occur and 
calculate the impact of these constraints 
on revenue, profit, and cash flow.

Managers can then use this information 
to implement changes and improve 
efficiencies in the production or sales 
process
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FINANCIAL LEVERAGE METRICS

Financial leverage refers to a company's 
use of borrowed capital in order to 
acquire assets and increase its return on 
investments. 

Balance sheet analysis can provide 
management with the tools they need to 
study the company's debt and equity mix 
in order to put leverage to its most 
optimal use. 

Performance measures such as return on 
equity, debt to equity, and return on 
invested capital help management 
identify key information about borrowed 
capital, prior to relaying these statistics to 
outside sources. 

It is important for management to review 
ratios and statistics regularly to be able to 
appropriately answer questions from its 
board of directors, investors, and 
creditors.
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ACCOUNTS RECEIVABLE (AR) MANAGEMENT

Appropriately managing accounts receivable (AR) can have 
positive effects on a company's bottom line and highlight 
performance issues. 

Through a review of outstanding receivables can identify 
certain customers are becoming credit risks and revenue loss 
due to bad debt. 

If a customer routinely pays late or taking huge discounts could 
reflect on either the status of the customer or the quality of the 
products or services provided.
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BUDGETING, 
TREND 

ANALYSIS, AND 
FORECASTING

• Budgets are extensively used as a quantitative 
expression of the company's plan of operation.

• Performance reports to note deviations of actual results 
from budgets. The positive or negative deviations from a 
budget also referred to as variances and  are analyzed in 
order to make appropriate changes going forward.

• The analysis and relay information related to capital 
expenditure decisions. This includes the use of standard 
capital budgeting metrics, such as net present value 
and internal rate of return, to assist decision-makers on 
whether to embark on capital-intensive projects or 
purchases. 

https://www.investopedia.com/terms/b/budget.asp
https://www.investopedia.com/terms/i/irr.asp
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Management Accounting

Review the trendline for certain income and expenses and investigate 

unusual variances or deviations and  include the use of historical 

pricing, sales volumes, geographical locations, customer tendencies for 

financial information. This field of accounting also utilizes previous 

period information to calculate and project future financial 

information.
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