CPD Quarterly Quiz – Quarter One Questions

April 2005

Question 1

The Pre-Emption Rights Final Report produced by Paul Myners was published in February of this year.  The main conclusion was that pre-emption rights should not be eroded but that the current system of disapplication should be modified.

Which of the following best reflects the recommendations to improve the existing arrangements?

(a) the current maximum issue for disapplication (5% in one year) should be more flexible.

(b) there should be more emphasis on dialogue between directors and shareholders

(c) the Pre-Emption Group should be revived with a broader membership.

(d) all of the above.

(e) don’t know

Answer 1

The right answer is (d) all of the above.

The Report also recommended that regulatory action should be taken to reduce the minimum time taken to complete a rights issue.  Regarding the dialogue between directors and shareholders, the Report recommends that both parties have responsibility to engage in discussion.  The point is made that shareholders, who appoint directors, should value their judgement.  
Pre-Emption Rights: Final Report, Paul Myners  http://www.dti.gov.uk/cld/public.htm
Pre-Emption is Still a Good Idea, Michael Queen, The Treasurer April 2005 pp20-21.

Question 2

In recent years national governments within the EU have lost several legal cases where taxpayers have argued that the national laws discriminate against non-residents and therefore contravene European law.  This has resulted in modification to UK tax law.

Which of the following is currently working its way through the UK and European legal system and expected to be clarified during 2005?

(a) UK companies with a common foreign parent, but no UK resident connection, able to surrender group relief to each other

(b) thin capitalisation rules applying to the financing of UK subsidiaries of UK groups

(c) group relief available for losses of foreign resident group companies rather than just those that are UK resident.

(d) transfer pricing rules applying to transactions between UK companies rather than just between UK and non-UK companies

(e) don’t know

Answer 2

The right answer is (c)  group relief available for losses of foreign resident group companies rather than just those that are UK resident.

Answers (a), (b) and (d) are already in effect!

Europe Raises the Taxing Questions, Mohammed Amin, The Treasurer March 2005 pp27-29 
Question 3

The recent emphasis on understanding and managing a firm’s pension liabilities has led to a growing consensus that, from a risk perspective, the appropriate matching assets should be bonds or other debt securities.  However, the duration of pension liabilities and the duration of available bonds make this difficult.  The Debt Management Office is addressing this problem and has announced an intention to issue ultra long dated gilts during the first quarter of 2005 – 2006.

Which of the following was announced as the likely maximum maturity?

(a) 60 years.

(b) 50 years.

(c) 40 years.

(d) 30 years.

(e) Don’t know

Answer 3

The right answer is  (b)  50 years.

In March 2005 the DMO announced the result of its consultation on this issue and found a good demand for ultra long dated gilts, and planned to go ahead with maturities up to 50 years.  There is a likelihood in the future of ultra long dated index linked bonds, but such issues are likely to wait until a benchmark yield curve has been established by conventional issues at these very long maturities.

Technical Update, The Treasurer, March 2005 p 47, April 2005 p 51; The Debt Management Office (DMO), 16th March Announcement,  http://www.dmo.gov.uk/news/f1news.htm ; Gordon Brown’s Last Budget? Mohammed Amin, The Treasurer April 2005 pp18-19.

Question 4

Non-deliverable forwards are used to manage emerging market currency exposures, specifically where regulation renders the deliverable market impractical.  Recent surveys of market participants have shown that two currencies are the clear leaders in terms of estimated daily turnover.

Which two countries’ currencies represent the largest markets for NDFs?

(a) China and India.

(b) China and S. Korea.

(c) Brazil and S. Korea.

(d) India and Brazil.

(e) don’t know

Answer 4

The right answer is (c) Brazil and S. Korea.

The estimated daily turnover for Brazil and S. Korea NDFs is estimated at $2,000M and $2,200M per day respectively, whereas China and India account for $150M and $38M per day respectively.

The Nature and Uses of NDFs, Kai Fisher, Ramon Espinosa and Nilson Strazzi, The Treasurer Jan/Feb 2005 pp52-54

Question 5

Since the enactment of the Sarbanes-Oxley Act many European companies have taken steps to de-list their securities from US exchanges.  However, it is still possible for non-US companies to issue securities in the US using the SEC rule 144(a).

Which of the following best describes the current situation for a non-US company issuing securities under rule 144(a)?

(a) SEC registration is not required, non-US GAAP financial statements can be used but only ‘qualified institutional buyers’ can become investors.

(b) SEC registration is required, non-US GAAP financial statements can be used but only ‘qualified institutional buyers’ can become investors.

(c) SEC registration is not required, US GAAP financial statements must be used but only ‘qualified institutional buyers’ can become investors.

(d) SEC registration is not required, non-US GAAP financial statements can be used but only non-US resident investors can become investors.

(e) don’t know

Answer 5

The right answer is (a)  SEC registration is not required, non-US GAAP financial statements can be used but only ‘qualified institutional buyers’ can become investors.

Navigating the US Debt Capital Markets, Bryant Owens, The Treasurer March 2005 pp20-2

Question 6

Changes in company law are likely to make the Operating and Financial Review (OFR) a compulsory requirement for quoted companies.  The ASB has published a draft of the Reporting Standard for the OFR.  Compliance with this standard will, when finalised, satisfy the new obligations.

Which of the following best reflects the proposed standard’s requirement for inclusion as part of the “comprehensive and understandable” discussion and explanation of  treasury activities?

(a) maturity profile and rate structure of debt as well as funding plans.

(b) the debt – equity balance, rate structure of debt as well as funding plans

(c) the debt – equity balance, maturity profile and rate structure of debt 

(d) the debt – equity balance, maturity profile and rate structure of debt as well as funding plans.

(e) don’t know

Answer 6

The right answer is (d)   the debt – equity balance, maturity profile and rate structure of debt as well as funding plans

Technical Update, The Treasurer Jan/Feb 2005 p 50; http://www.treasurers.org/technical/resources/hotline/2005/01-02.pdf; 

ASB website: http://www.frc.org.uk/asb/technical/projects/project0054.html 

