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Q1. In economics, a recession is a business cycle contraction. It is a general slowdown in economic activity. Macroeconomic indicators, such as GDP (gross domestic product), investment spending, capacity utilization, household income, business profits, and inflation fall, while bankruptcies and the unemployment rate continue to rise. Recessions generally occur when there is a widespread drop in spending (this is considered an adverse demand shock). This may be triggered by various events, such as, a financial crisis, an external trade shock, an adverse supply shock, or even, the bursting of an economic bubble. Governments usually respond to recessions by adopting expansionary macroeconomic policies, such as, increasing money supply, increasing government spending, and decreasing taxation. Discuss the scope of financial management in an economy, which is facing a recession.

Financial management overcoming recession which needs to find out how the recession affect the business and what a reduction in demand of the product and services first. Bank may wish to reduce the loan to the company, suppliers may tighten the credit terms, company sales and profit may has great drops. Basically, financial management plays two main roles in recession, which are participating funds utilisation & controlling and selecting funds and identifying funds requirements. 

The following scope of financial management may take certain actions to face a recession.
1) Liquidity: 
A. Forecasting of cash flow. Always keep on top of cash flow. Cash is king. Keeping chasing debtors returning money and do not pay supplier earlier unless get better credit terms.
B. Rising of funds. Rising more funds to overcome the recession. Company may take this opportunity to extend the scope of business.
C. Managing the flow of internal funds. Working out good plans to utilize the funds effectively, and use funds on more import section.

2) Profitability: 
A. Cost control. Company may review or revise the pricing policy to achieve maximum profit getting. Strictly control all costs such as production cost, administration cost, material cost, overheads. Company use zero based budgeting is a good method when facing recession.  
B. Future profit forecasting. Always estimate profits and all policies should match achieve maximum profit. Setting proper profit forecast to lead company business.
C. Capital measurement. Capital is directly related to the profit. Therefore, plan and control profit also measure the capital of company.

3) Management: Proper asset management helps company manage all kinds of resources to make business running smoothly. Asset management also include long run funds management which related to development and extension of plans and short run funds management which related total business cycle activities. 

4) Working capital management. Working capital management related to investment in current assets such as cash, receivables, inventories and current liabilities such as bills payable, outstanding expenses. Proper management may reduce the lost and waste for smooth business running. 


Q2. Discuss the role of accounting in financial management.
The role of accounting in financial management as bellows:
1) Compliance with the law
Accounting helps company follow all the laws and regulations such as import regulations and tax regulations etc. And accounting guides company to take necessary legal responsibilities for the country to avoid any illegal action. Accounting provides necessary information for verification by auditors, meet payroll requirements and income tax reporting etc.

2) Budget Creating
Budgeting helps company anticipate revenues and make proper decisions on maintain and growing the business. Proper budgeting sets up a target for a company and guide company to achieve the business growing and make greater stability. For instance, cash flows statements reflects income arrives, helps company avoid any caught short. A flexible budget helps on money spending but money projecting. 

3) Performance analysing
Proper accounting helps company review its financial records and managing company’s assets and various expenses, money in and out are entirely controlled by accounting. Proper accounting provides a very clear image of how well the operations of the company in a particular time of period, help company sets up future target and efficient business plans.  Base on the accounting record, company may adjust the operation plan to better meet market requirement.

4) Strategy development
Financial statement reflects how well operations of the company and current business situations. Profit and loss account and balance sheet provides statement mode of trade of a company during particular period of time. And which measures and summarizes the business activities to provide financial information to management for decision making. 

5) Cost analysis and controls
Effective cost analysis helps company cut their cost to avoid any waste. Costs normally divided into production cost and overheads. Cutting expenses such as utilities, rentals, advertisement will increase the profits and market shares.

6) Find trends
Financial statement breaks down the sales by profit margin to help management working out plan to get more profit. If sales grows but profit shrinks, account will look into whether need to cut overheads or production costs.

7) Debt management
Financial statement keeps track of company’s credit reports to get best loans and credit interest rates. 
And meanwhile, debt management helps company minimize the payment and avoid excess of cash payment to make sure company has sufficient money to running business smoothly.

[bookmark: _GoBack]8) Credit terms setting

Finance department analyse credit terms to each one of customers to help company get money back and avoid any bad debt.


image1.png
ﬁ
o R




