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Question 1.	Discuss the scope of financial management in a recession facing economy

Ans:

In order for the business to cope with the economic challenges in a recession facing economy, there are a few financial management measures that the business should take. They are listed as follows:


i)Financial Management measure 1 (When management have complete control )
  

Close monitoring and constant review of expenses.

The financial management measure that needs to be implemented is for the purposes of tracking and managing the operational costs and so to identify those activities which are incurring non-essential expenses. Such activities would be reported to the management for decision on their elimination. 

Generally, for most companies, the largest expense items on the Profit and Loss Statement are the compensation and benefits for their human resources. So during bad economy, the financial mitigation actions that can be taken are to keep the compensation and benefits flat while postponing any salary increase until the business climate has improved. Cost saving measures can also be implemented by employing part-time instead of full time employees. 

Expenses arising from business meetings, if possible, should be reduced by establishing better communication methods to avoid incurring costs in attending unnecessary meetings that can consume valuable executive time and travelling costs. The costs of using technology such as internet and teleconferencing are very little and could save the business money. 

Therefore, the financial management task force could provide a list of actions for the business so that it could reduce the expenses as much as possible during recession. 


Implementation of strong control on working capital.  

In order to maintain sufficient liquidity of assets in the business to cater for its short and long term needs, financial measures taken by the management must always be able to let it be aware of its cash position. By doing so, it could allow itself to take advantage of any opportunities to improve its operations and to expand if possible. Hence, it will need to take very aggressive role in the collection of receivables which shall include the constant reminders to the customers before payment is due in order to ensure that there would not be any issues with payment later. One other way is to implement policies on whether the business can ask from its customers for more advance or down payment upfront to have a better working capital position.

Under normal business environment, the business would usually wish to pay off its debt as soon as possible. This is not the case during a recession facing economy. If the debt is pay off, the business might not be able to obtain fresh credit as the bank would likely be imposing strict measures to avoid future payment risk. Hence, a control of the timely debt repayment would be advisable. 



ii)Financial management measure 2 ( When management have control but subject to customer’s factors)

Emphasis in Budgeting and Forecasting. 

The financial measure that needs to be put in place for a business is in the implementation of pragmatic and prudent management of the budget and for the insightful forecasting of future revenues.  During good times, the management would not have paid much attention on the need for the accurate and predictable budgeting of its business and so during difficult times, it must pay special attention to it to make informed decision on investment.  

Forecasting of revenue is difficult during a recession facing economy because the sales cycles would be lengthened due to the reduced purchasing powers of the customers. Hence, the management will have to take action in the reduction of workforce in the production, sales and accounting sections. 

The financial management task force in this case must be focused and have in place the best practices so that the senior management can be sure that the business will have sufficient cash on hand to prevent any unexpected hiccups from its operation. 

Pricing strategy 

The product for sales must be priced competitively during a recession facing economy. Therefore, the management must be very sure of its product’s cost structure so as to make sure it could reduce the costs but still achieve optimize profits from its operation. If determined from the cost structure analysis that the sales price is insufficient to cover the production costs and the required profit, then the management shall find more innovative ways to increase efficiency rather than to increase the unit sales price. If inevitable, then the company should approach its regular customers to explain its reason for having to increase sales price. In the case of sluggish sales, the management may make decisions from the financial reports, resolves to providing discount on its products. However, this action during recession facing economy is unhealthy and would put the business at a severe disadvantage when the economy turns for the better, because the business would have trouble in fixing its sales price back to its optimal range and the bottom line of the business will hurt. 


iii)Financial management measure 3 (When the management are in control for boosting growth)

How to utilize excess working capital during recession facing economy.

When the business is enjoying a healthy cash flow and it has surplus working capital, it can make financial commitments by investing more in sales and marketing. Since most other companies or competitors are doing badly and facing the money crunch, it would present an opportunity to the company in capturing greater market share over time during a bad economy. As most recession will typically last from one to two years, it is expected that things will get better when the economy has improved.   Therefore, a clever financial management measure during a recession will allow the business to capitalize on the expected economic recovery.


In conclusion, in a recession facing economy, best practices for the scope of financial management can make the difference between the success and failure of a business. 




Q2:	Discuss the role of accounting in financial management.


Ans:


The accountants are expected to provide strong and accurate advices to any organization on financial management. They can identify the financial issues that the organization is facing and also to advice the organization on expansionary plan to both internal and external interested parties. 

They will need to provide a clear view on the performance and financial position, especially on those areas would likely to be successful and issues that need to be addressed on hand. If the financial health is not strong, the management of the organization will need to be advised by the accountant to understand the trend of the market behaviour in order for it to make informed business decision. 

There are a few roles which accounting is important in financial management:

a. To provide information on the fundamentals such as cash flow. The accountant will need to advise the management to put cash ahead of profit.  The organization might be profitable but if cash flow is restricted, the company will find it hard to pay up its short term debts.  

b. During difficult times such as recession, a clear, strong and accountable cash flow pattern would be vital as a financial management tool, to provide guidance to the organization on how to leverage cash within the organization for investment purposes. 

c. The accountant can provide the guidance and set up practical processes for credit and cost control so as to ensure that cash can be collected from debtors as quickly as possible. For example, the invoicing and customer relations sections could be separated so that negotiation for extension of payment terms could be avoided.

d. The accountant can put in place the right procedures, as financial management tool, in monitoring the customers’ financial health and to prevent risky business transactions which ultimately can be unprofitable to the organization.  

e. The accountant will provide vital information to the management by reviewing the current business model in an open and honest fashion to highlight the obvious cost cutting measures to be taken and also to look for other innovative solutions which can provide the organization with a longer term cost benefit. This financial management method can help to eliminate those out of date processes which can then bring benefits to the customer and the organization to enjoy more responsive and more accurate business dealing. 

f. The accountant can provide insights to the management on medium and long term forecasting in order to prepare it to deal with potential issues that could arise. By looking carefully into the business environment on the changing regulations and business models, the accountant can provide the management with the necessary best/worst case scenarios so that it can address such external environmental factors and internal factors which would not go astray from the future plans.  


As you can see, accounting can play vital roles in both good and bad time of business environment. It can provide businesses with balanced, informed and practical approaches to act as stabilizing force to help the businesses
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