Summary
The present report talks about the Interim Management of a small Business. It illustrates the way that the accounting information of business is managed. 

1.0 Introduction
The report produced is about interim management which means managing a business properly. Interim management can be done by an agency or by an individual like in this present report. To effectively manage a business, the management accounting is the way to go through. Management accounting consists to develop and interpret accounting information envisioned precisely to provide assistance of management in operating the business. This information is regularly needed by managers and employees to run and control the day-to-day business. So the report is examining the different ways to follow to make this management successful. These are: accounting information; break-even analysis and its importance; costs classification; need for accounting information; sources of capital and setting up a budget.
      1.1 Accounting information
According to Investor Words (2012) Accounting is “the systematic recording, reporting, and analysis of financial transactions of a business”. It consist keeping records of the money spending or earning from a business. Therefore the individual who is in charge of account are called accountant. Accounting information of a business is based on its income statement; balance sheet; cash flow statement and 

budget.
  * Income statement: This is the records of profit and loss covered by a business over the accounting period which is typically one year. This statement lets the owner and the shareholders knows the performance of a business and the profit it is making, and if the profit is sustainable or not. 
  * Balance sheet: is the report of assets and liabilities of a business at a date determined. This time is usually the last date of the accounting period. The balance sheet is divided in two parts: a report of Net Assets (fixed assets, currents assets and liabilities); and the statement that shows the way that these net assets have been financed. 
  * Cash flow statement:   Without cash any business will not survive. The cash is the one to paying bill and letting transaction to continue and it has to be effectively managed to avoid the business to fail. Hence, the cash flow statement is the one that shows the movement of assets coming in and going out of a business. 
  * Budget: The financial document that is used to plan the revenues and costs for the future of a business is called budget (Dyson 2010). So, a company can carry out the budgeting process to make an estimation of whether it can continue to the operation with its income and expenses that have been projected. The main features of what accountants mean budget are: policies, data, documentation and period. 
      1.2 Break even analysis
According

to Stokes (1995), the short term to plan and to decide making tool is called break even analysis. It allows the calculation of the sales volume in units required to cover different costs. In other words, it is the study of the inter-relationship between variable costs (which are cost per unit and can change to the level of production change), fixed cost (costs which are not directly related to the change of production level) and selling price (price that each item is sold, so per unit). 

The chart of break-even analysis

With the chart above, a graphical representation of different cost at numerous levels of activity are shown as the variation of sales and revenue with the same variation in activity. So the intersection of the two lines is the representation of the break-even point; it is the point of profit and loss.
Break-even importance:
  * Until a business sells enough units (of production or service) it is losing money. When sales go over the figure of break-even it will be getting into the area of profit. Over and above that break-even point profits are just the sales minus, the marginal cost of providing the service since all of the expenses or fixed costs to run the business will have been covered. Reducing fixed costs will reduce the break-even figure. Reducing marginal costs will maximise the profits on sales in excess of break-even figure (Hall et al 2008).
  * The second importance

is that fixed cost has been determined by the company to realise something and it has the idea about what sale price can be. Therefore breakeven analysis allows to determinate the quantity of products needed to sell in order to breakeven on its fixed costs. It knows after every additional sale will cover the variable costs and add profit to the bottom line (Hall et all 2008).
  * The Break even analysis gives a picture of a business at a point where it is needed to be in order to not lose money. It is a bench mark that is needed to know, and be aware of what it would take to get to that point (Hall et al 2008).
      1.3 Costs that should be included in product pricing
Any business small or large that has as objective to expand its production in the goal to meet rising demand has to identify firstly how much that additional production will cost (Hall et al 2008). Therefore costs are the resources that have to be sacrificed in accomplishment of the business objective and can be classified in how they perform in relation to changes in the volume of activities. Thus, cost are fixed or variables.
  a) Fixed costs: (Wood and Sangster pp.742) defined fixed costs as “expenses which remain constant whether rises or falls, within a given range of activity”. Through this definition it can be understood that they are costs that are abridged for a precise time period usually one month. These costs are such

as property tax, rent, interest expense, insurance...etc. So fixed costs are the one that will not have any change even if the level of sales or production changes. This means they do not vary with sales.

Chart of fixed costs

Even if the production increases or decrease the costs will never change

  b) Cost per unit or variable cost: Contrary to fixed costs, the variables are the ones which do not vary with the sales. (Wood and Sangster pp. 748) stated that variables costs are “expenses which change in response to changes in the level of activity”. These costs typically comprise direct labour and direct materials, and are automatically related to the units of production.
  * Total Variable Cost = Total Quantity of Output * Variable Cost Per Unit of Output

Chart of variable costs

The costs change once the production increases or decrease

  * Direct costs: Are the cost that can be identified with a specific product or process such as direct labour (Hall et al 2008).
  * Indirect costs: Are the ones that are resulted from the business in entire. They cannot be associated directly with an exact product or process (Hall et al 2008).
  c) Total cost: It might happen sometime that fixed and variables costs are added together to show the total cost. 
  * Total costs (TC) = fixed cost (FC) + variable cost (VC)

Chart of total cost

Total costs and variable costs of a business together

1.4

Need for Accounting Information by managers
In any organisation, large or small, there is someone who is in charge to make plans, organize capitals, direct employees and control operations. (Dyson 2010) stated that the key activities of every manager are based on planning; controlling; directing and motivating.
  a) Planning, (Dyson 2010)
Planning is done to select a plan of action by specifying its implementation. Identification of alternatives is the first stage of planning which will let the manager to select between these alternatives the unique that executes tasks properly in the goal to achieve organisation’s objectives. Usually, management plans are communicated officially in budgets and then budgeting refers to commonly define the planning development. Therefore, budget is habitually organised under the direction of the manager who is responsible of the department of accounting; and it is prepared every twelve months and indicates the plans of management in detail.
  b) Directing and motivating, (Dyson 2010)
Managers are not only concern to make future plans; they are also in charge to supervise daily activities and preserve the good functioning of the business. So managers must be able to motivate employees and affectively direct them to perfectly complete the job. A manager in a business has to give task to personnel; resolve different problem; judge disputes; give answer to questions;

and make a lot of small decision that can distress customers and employees as well. These daily decisions made by managers are based on accounting data management such as daily sales report. 
  c) Controlling, (Dyson 2010)
In execution of this task, managers try to find out and to be sure that plans are being followed. The main to control effectively is the feedback which allows knowing that operations are on track. But this feedback is delivered through detailed reports of several types in sophisticated organizations. Performance report is one of these reports which relates accounted to real results. Parts where organization can necessitate extra consideration and where operations are not arranged as planned are recommended by the performance report. 
1.5 Sources of Business Capital
Equity and Debt are the types of business capital.
1.5.1 Equity financing
It is the fact that a company uses to raise its money by selling its stock to individual or institutional investors. So equity is the money which has been financed in the business by owners or investors. Equity sources are as following:
  * Personal savings
  * Friends and family members
  * Angels
  * Partners
  * Corporations
  * Ventures capital companies
  * Public stock sale
  a) Advantages of equity finance
The primary benefit of equity financing is the fact that company does not have any obligation for repaying the money.

Because the finance is determined to the business and projects are intended, investors just are concerned to realise the investment if the business is getting the good direction trough some way such as stock market flotation or sale for new investors. Appreciated skills, experiences and contacts can be carried into the company by the correct business venture capitalists and angels which can also take assistance through strategy and main decision making. 
  b) Disadvantages
To increase equity finance it will consume time and can be very expensive mainly for short term. It is not always easy to get a private investor for equity finance.   Investors will search all information on the owners and the business particularly on its background before making decision. With management, the most decision will be taken by investors, so the owners will lose some quantity of authority to manage their own business. Also known as risk capital, investors may lose their money once the business fails.
1.5.2 Debt financing 
It is for a company to increase its money through borrowing an amount on credit which has to be repaid in addition with interest. Sources of debt financing are as following:
  * Friends and family members
  * Banks
  * Credit unions
  * Consumer finance companies
  * Commercial finance companies
  * Trade credit
  * Insurance companies
  * Factor companies
  * Leasing companies
  *

Public sources
  a) Advantages of debt finance
Allowing owner for retaining ownership and having the control of the company is the main advantage of debt financing. It does not require any pressure being necessary repaid contrary to equity financing where it is an obligation. Its payment is done in a period of time determined and limited after which there is no supplementary prerogative to the lender on the business. 

  b) Disadvantages 
Debt financing offers severe punishments to owners of a business to make a monthly payment of their money when the business gets fail. Otherwise, it will be difficult for small business that does not experience in effective management of cash flow to make regular payment. Money obtained in debt financing is limited, so it will be needed for business to also get money from other sources of funds. Any money borrowed will be mentioned to the credit report; hence with the fact to continue to borrow, it will raise the risk of missing payment which can force the bank to charge the owner a higher degree of interest.
1.6 Steps involved in setting a budget
A budget is setting up to easily know where the money of business is going and the amount that has been saved and spent. Steps to set up a budget are in following:
  * Determination of the Income: The first task is to determine the amount earned each month to meet the expenses of the business. It is like when a person

starts a job, he might be interested to use a payroll calculator to see how much money per month he will bring at home and that is the same as business. But it will require stepping up a different style of budget if it has to deal with variable income. It will also require learning the management of irregular income prudently. 
  * Determination of the fixed Expenses: It is important to include savings of fixed expenses which are items that will not change from month to month. These stuffs can comprise salaries, accountancy costs, insurance, rent, bills…etc. Thus the best idea will be to put at least ten per cent of the revenue into savings every month.
  * Determination the Variables Expenses: After having the list of the fixed expenses the next step will be to determine the sum spent on variable expenses. That will include materials, labour, utilities, delivery cost…etc. So for each category, it can be determined what is spent by reviewing the last two or three months of business transactions.
  * Comparison of the Expenses and Income: After the steps above, it will be needed to create a budget where the expenses which go out the business match the income. It might happen sometimes that amounts do not match so in this situation the best way will be to adjust accordingly and might be needed to scale back on the variable expenses
  * Track expenses: Tracking expenses for every category is the next 

step after setting up the budget. This can be done through some budgeting software such as Microsoft Money or Quicken. An estimation of what each category has must to be done all time which will help to prevent the business from overspending. If that is done every day, it will be seen that less time is spent than if it is waited until the end.
  * Adjustment as needed: Adjustment can be made easily during the month. For example, it might be have an emergency to repair something. So money can be moved from a category to cover the cost of the repair. But it will require making sure that it is done in the budget.
  * Evaluation of Budget: Once, the budget has been followed for a month; it may be needed to cut back in some areas, whereas others will require more money. Hence, the budget must be managed until it works for the business. An evaluation at every end of month can be made and changes can be done according to the expenses for future months as well.
Monitoring the budget
The first duty is to be close with budget by under or over estimating the income. So it has to know how much money the business is looking at to make the business successful.   It will also be needed to keep eyes on the budget every time once the budget is set up. Looking on what each section of budget looks like is an important option of monitoring. The budget might end up right on target because a section has been underestimated 

and other overestimated.
2.0 Conclusion
In conclusion, interim management has always been carried out by a professional who has experience on management accounting. So management accounting is firstly based on the types of accounting information which are income statement, balance sheet, cash flow statement and budgeting. Break-even is also included in management accounting which allows the calculation of the sales volume in units required to cover different costs. Fixed and variable costs are the costs included in product pricing and their examination is very important for managing account. To manage a business manager needs accounting information make plans; organize capitals; direct employees and control operations. Businesses always need extra money to run and equity financing and debt financing are the two sources of capital. Finally, another important element of managing account is to set up the budget of the business. This will determine where the money is going and how much has been spent and saved.
3.0 Recommendation
As businesses always need additional money to be greatly run it has been recommended that equity is the best sources of capital to get the amount required. This process will be achieved through selling company’s stocks to individual or institutional. With equity the business will not have any obligation to pay back the money as in debt.     

Bibliography
About.com (2012), How to

set up a Budget, Online Available from http://moneyfor20s.about.com/od/budgeting/ht/budget_setup.htm (28/04/2012)
Campbell, D. (1994), Business for non-business students, London: DP Publications
Dummies (2012) Studying the sources of business capital, Online Available from http://www.dummies.com/how-to/content/studying-the-sources-of-business-capital.html (05/04/2012)
Dyson, J.R (2010), Accounting for non-accounting students, England: Financial Times Prentice Hall
E Note (2012), Debt financing, Online Available from http://www.enotes.com/debt-financing-reference/debt-financing (15/04/2012)
Elliott, B., Elliott, J. (2011), Financial accounting and reporting, Harlow: Financial Times Prentice Hall
Hall,D., Jones, R., Raffo, C. (2008) Business Studies, Harlon : Pearson Education
How2 (2009), Construct and use Break-even Charts, Online Available from http://www.askhow2.com/Bytes/How2-construct-and-use-breakddaseven-charts
(24/04/2012)
Investor Words (2012) Accounting definition, Online Available from http://www.investorwords.com/48/accounting.html   (08/042012)
Stokes, D. (1995), Small business management: an active-learning approach, London: DP Publications
Tutor2u (2011), Introduction to Break-even Analysis, Online Available from   http://tutor2u.net/business/production/break_even.htm   (17/04/2012)
Wood, F., Sangster, A. (2008), Frank Wood's business accounting 1, New York: Financial Times/Prentice 

View as multi-pages 

Cite This Essay

APA 

(2012, 11). Interim Management of a Small Business. StudyMode.com. Retrieved 11, 2012, from http://www.studymode.com/essays/Interim-Management-Of-A-Small-Business-1223204.html

