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1. Discuss the scope of financial management in an economy, which is facing a recession.  Economists officially define a recession as two consecutive quarters of negative growth in  gross domestic product.  The National Bureau of Economic Research cites “a significant decline in economic activity spread across the economy, lasting more than a few months” as the hallmark of a recession.  Either definition is sufficient as they both indicate the same economic results:  Loss of jobs, decline in real income, slowdown of industrial and manufacturing production which results from a decline in consumer spending.  Consumer spending drives about two-thirds of the U.S. economy.  A recession impacts both large and small businesses.  Some may be moderate if the recession is brief, however, if the recession lasts longer and is widespread it can be very damaging to businesses, if not catastrophic.  Sales revenue and profits start to decline and as they do so a manufacturer will cut back on new hires or freeze hiring altogether.  In an effort to cut costs and improve the bottom line a manufacturer may also halt all capital spending on equipment.  In another effort to reduce costs research and development of a company usually takes a hit.  Stopping new product development could hurt the company in the long run as it limits growth of revenue and market share.  So, this cut may not always be the smartest move.  These decisions affect the customers, suppliers and vendors of the manufacturer.  Everyone pays the price.  Declines in revenue typically result in declines in stocks and dividend payouts, which in-turn makes shareholders and owners upset.  Investors may choose to sell their stock and reinvest in better performing businesses.  This further depresses the company’s stock price.  In a recession, a company’s accounts receivables also take a hit as more customers pay slower, late or not at all.  They may also request better terms for themselves causing the company to either pay their bills late or request different terms from their vendors.  It is the job of the financial manager to juggle all of these changes and whether the storm.  A company may need to restructure any long term debt and if they do not have any they may want to consider having some sort of line of credit to fall back on as capital (money) from the general course of business declines.  Many businesses go out of business during a recession and it is for one reason, they run out of money.  Company’s may need to cut employees which decreases morale as more work must be done by more people, more hours worked and employees are expected to work harder.  They also work in fear of future layoffs and no promise of wage increases.  In some manufacturing situations management sits down with labor and try to agree on mutual concessions to save the company and to save jobs.  Typically, the concessions include wage reductions and reductions in benefits.  In severe cases, plants may need to be closed.  As the effects of the recession rip through the economy, consumer confidence declines, which perpetuates the recessions as consumer spending drops.  It seems like an unending cycle, that without the help of the government, whether it be reduction in interest rates or even government bailouts, will never end.  However, recessions are inevitable, but that do not last.  Once they do end an economic recovery follows.  It is with the help of the financial manager and top management that a company survives a recession.  Below is the role of a financial manager.
2. [bookmark: _GoBack]Discuss the role of accounting in financial management.  Accounting and finance play an existential role in the management of any business.  Properly accounting for a company’s income and expenses allows one to manage the flow of money and in-turn be able to direct the course of the business.  Accounting institutes proper accounting practices for the business, keeps in compliance with the law and generally accepted accounting principles, as well as having clean financial records.  Based on the culmination of clean financial record keeping and the understanding of the flow of money through the business the budgeting process becomes easier.  Because accounting holds all of this information they typically are in charge of the budgeting process.  Revenues are anticipated and the knowledge of related expenses help in making decisions about how to maintain and grow the business.  Once the budget is defined the only way to improve on the business is to measure the performance.  Accounting provides financial statements for managements review.  By reviewing the business performance, you can see where the money is going and if the decisions you made are helping.  These financial reports provide the tools to make informed decisions on which operations to downsize and which to grow.  Basically, what’s working for you and what’s not.  The most important of all is having a business strategy, which is the roadmap to being more profitable.  And in certain times, how to survive a recession, or how to proceed in the recovery period.  The internal financial data of the company is the main tool in understanding the economic landscape of the market your business operates in.  The financial management team along with upper management usually work together with department heads to determine the overall strategy of the company.  A company should have a one year, three-year, and ten-year strategy.  These are all building blocks of the future and help keep everyone focused and on track.  
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