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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	
· 1. Discuss the scope of financial management in an economy, which is facing a recession.
· Financial Management: Definition, Aims, Scope and Functions. Financial Management is a related aspect of finance function. In the present business administration financial management is an important branch. ... Financial management includes adoption of general management principles for financial implementation.
· Major Scope of Financial Management :
· Some of the major scope of financial management is as follows: 1. Investment Decision 2. Financing Decision 3. Dividend Decision 4. Working Capital Decision
1. Investment Decision: The investment decision involves the evaluation of risk, measurement of cost of capital and estimation of expected benefits from a project. Capital budgeting and liquidity are the two major components of investment decision. Capital budgeting is concerned with the allocation of capital and commitment of funds in permanent assets which would yield earnings in future.
Capital budgeting also involves decisions with respect to replacement and renovation of old assets. The finance manager must maintain an appropriate balance between fixed and current assets in order to maximise profitability and to maintain desired liquidity in the firm, Capital budgeting is a very important decision as it affects the long-term success and growth of a firm. At the same time it is a very difficult decision because it involves the estimation of costs and benefits which are uncertain and unknown.
2. Financing Decision:
While the investment decision involves decision with respect to composition or mix of assets, financing decision is concerned with the financing mix or financial structure of the firm. The raising of funds requires decisions regarding the methods and sources of finance, relative proportion and choice between alternative sources, time of floatation of securities, etc. In order to meet its investment needs, a firm can raise funds from various sources.
The finance manager must develop the best finance mix or optimum capital structure for the enterprise so as to maximise the long- term market price of the company’s shares. A proper balance between debt and equity is required so that the return to equity shareholders is high and their risk is low, Use of debt or financial leverage effects both the return and risk to the equity shareholders. The market value per share is maximised when risk and return are properly matched. The finance department has also to decide the appropriate time to raise the funds and the method of issuing securities.
 3. Dividend Decision:
In order to achieve the wealth maximisation objective, an appropriate dividend policy must be developed. One aspect of dividend policy is to decide whether to distribute all the profits in the form of dividends or to distribute a part of the profits and retain the balance. While deciding the optimum dividend payout ratio (proportion of net profits to be paid out to shareholders).
The finance manager should consider the investment opportunities available to the firm, plans for expansion and growth, etc. Decisions must also be made with respect to dividend stability, form of dividends, i.e., cash dividends or stock dividends, etc.
4. Working Capital Decision: 
Working capital decision is related to the investment in current assets and current liabilities. Current assets include cash, receivables, inventory, short-term securities, etc. Current liabilities consist of creditors, bills payable, outstanding expenses, bank overdraft, etc. Current assets are those assets which are convertible into a cash within a year. Similarly, current liabilities are those liabilities, which are likely to mature for payment within an accounting year.
Economic Recession Definition :
Economic recession is a period of general economic decline and is typically accompanied by a drop in the stock market, an increase in unemployment, and a decline in the housing market. Generally, a recession is less severe than a depression. The blame for a recession generally falls on the federal leadership, often either the president himself, the head of the Federal Reserve, or the entire administration. 
Factors that Cause Recessions :
High interest rates are a cause of recession because they limit liquidity, or the amount of money available to invest. 
Another factor is increased inflation. Inflation refers to a general rise in the prices of goods and services over a period of time. As inflation increases, the percentage of goods and services that can be purchased with the same amount of money decreases. 
Reduced consumer confidence is another factor that can cause a recession. If consumers believe the economy is bad, they are less likely to spend money. Consumer confidence is psychological but can have a real impact on any economy. 
Reduced real wages, another factor, refers to wages that have been adjusted for inflation. Falling real wages means that a worker's paycheck is not keeping up with inflation. The worker might be making the same amount of money, but his purchasing power has been reduced. 
Recessions and Gross Domestic Product :
An economic recession is typically defined as a decline in gross domestic product (GDP) for two or more consecutive quarters. GDP is the market value of all goods and services produced within a country in a given period of time. An example of one type of GDP would be the value of all the automobiles produced within the United States for one year. GDP only takes into account new products that have been manufactured. Therefore, if a pre-owned car lot were selling pre-owned cars, they would not be included in the GDP calculation. 
The Great Recession of 2007-2008 :
Poor and irrational lending policies from the financial industry led many people to buy houses they could not afford because everyone thought housing prices would continue to rise. In 2006, the bubble burst as housing prices started to decline. An escalating foreclosure rate caused panic, many banks and hedge funds who had bought mortgage-backed securities on the secondary market suddenly realized they were facing huge loses. By August 2007, banks became afraid to lend to each other because they did not want these toxic loans as collateral. This led to the $700 billion bailout from the government to help save several large financial institutions from bankruptcy. By December 2008, employment was declining faster than in the 2001 recession, and the United States fell into a deep recession.
 2.Discuss the role of accounting in financial management :
Accounting and finance play an existential role in the management of any business. In the words of John Nessel, president of the Restaurant Resource Group, "If you can't count it, you can't manage it." He means that companies operate on money, and if you don't control that money, you don't control your business. By properly accounting for your company's income and expenses, you can manage the flow of money and thereby direct the course of your business.
Obeying the Law :
Good accounting practices have a practical advantage: They keep your company in compliance with the law. Without good accounting you could violate any number of laws, such as not paying the right amount of taxes. The sloppiness of poor accounting can also cause you to overlook many minor details that collectively keep a business on the level, like carrying out facility improvements to comply with safety laws. Additionally, if you ever find yourself under legal scrutiny -- and many businesses eventually do -- having poor financial records can create a lot of unnecessary trouble.
Creating Budgets:
By understanding the flow of money through your business with proper accounting practices, you can begin budgeting. In budgeting, you anticipate revenues and use that knowledge to make decisions about how to maintain and grow your business. Budgets are the culmination of good financial record keeping. You can think of them as blueprints in that they take a lot of hard work and information to create but ultimately allow you to build your business to greater stability and success.
Analyzing Performance :
It's hard to improve upon a business if you don't have a means to understand the past and learn from it. Good accounting is that means. By reviewing your company's financial records, you can see not only where the money went but what good it did in the long run. In this way you can begin to assess how much value your company's various expenses contribute to the overall operation. With that kind of information you can make informed decisions about which operations to downsize and which to grow. You will also be able to identify new areas where a little expense up front can pay big dividends later.


Developing Strategy:
The goal of most companies is to make a profit, but the road to get there is one you have to build yourself. Financial data from within your own company comprises one of the chief tools you have in understanding the economic landscape of the market you're operating in. If your customers are buying more widgets and fewer gizmos, that's something your records can tell you. And if your records tell you you're not getting good enough returns from an outside advertising firm, you can make the decision to bring advertising in house, hiring a whole new department and fundamentally reshaping your business. Good strategy will take your business to richer destinations, but good strategy requires good information.
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