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Question 1

Seller UK is a British subsidiary of an American parent.  It sells components to Buyer UK, also owned by a US parent.  To fit with each of their group accounting practices, both companies prefer to agree prices in US$.  Both Seller UK and Buyer UK report to their respective parents in US$ but must produce UK accounts in sterling for the UK authorities.  Their accountants have advised that the US$ prices should be bifurcated into GBP prices with a series of GBP/USD forward contracts attached.  These forward contracts must be marked to market, like other derivatives, under IFRS.

Which of the following most closely describes the tax treatment of the above situation?

(a) the bifurcation must be ignored

(b) either the bifurcation can be ignored or the company can elect to have the bifurcation respected for tax purposes

(c) the bifurcation must be respected

(d) the bifurcation must be respected but the company can elect to have the bifurcation ignored

(e) don’t know

Answer

The right answer is (b)   either the bifurcation can be ignored or the company can elect to have the bifurcation respected for tax purposes.

The election to have the bifurcation respected is irrevocable, but can be made up to the end of the first applicable accounting period ending after 17th August 2005.

Treasury Tax by Mohammed Amin, PwC, The Treasurer September 2005

Question 2

Corporate Governance is a much discussed topic. 

Which of the following is a published definition of the term ‘Corporate Governance’?

(a) The system by which organisations are directed and controlled … for which the Board of Directors is responsible.

(b) the relationship between the shareholders, directors and management of a company, as defined by the corporate charter, by-laws, formal policy and the rule of law.

(c) the management of risk within an organisation with a view to ensuring the continuity of that organisation’s business and existence

(d) all of the above

(e) don’t know

Answer

The right answer is (d) all of the above

Answer (a) is the definition from the Cadbury Report of 1992.

Answer (b) is given by The Corporate Library

Answer (c) is from the Information Assurance Advisory Council, 2002

These, and several other definitions, are given in Kathryn Vagneur’s article in The Treasurer Sept 2005, “The Elephant Problem”

Question 3

The House of Lords decision has concluded the long-running Spectrum Plus case.  This landmark ruling relates to the legal status of a charge over book debts.

Which of the following best describes the House of Lords ruling?

(a) a charge over book debts is a fixed charge if so defined in the documentation

(b) a charge over book debts is a fixed charge if the charger is able to draw on the bank account that receives the proceeds of the book debts

(c) a charge over book debts is a floating charge if the charger is able to draw on the bank account receives the proceeds of the book debts

(d) a charge over book debts is a floating charge under all circumstances

(e) don’t know

Answer

The right answer is (c)   a charge over book debts is a floating charge if the charger is able to draw on the bank account receives the proceeds of the book debts

The House of Lords decided that the nature of the charge really depended on how much control the borrower had over the charged assets.  The ruling is important because a floating charge has a significantly lower rank in a liquidation than a fixed charge.

Technical Update The Treasurer September 2005

Question 4

The UK implementation of the Market Abuse Directive came into force on 1st July 2005.  It deals with the disclosure of inside information to the market in an orderly fashion.

Which of the following best describes the conditions under which inside information can be disclosed to certain individuals before being disclosed to the market as a whole?

(a) when the recipient of the information is advising the company

(b) when the recipient of the information would damage itself by using such information

(c) when the recipient requires the information to carry out duties to the company and owes a duty of confidentiality to the company

(d) there are no circumstances where selected categories of people can be given inside information before the market

(e) don’t know

Answer

The right answer is (c) when the recipient requires the information to carry out duties to the company and owes a duty of confidentiality to the company.
The ACT has confirmed with the major rating agencies that they would be prepared to document their duty of confidentiality to cover such circumstances as giving advance warning of an acquisition.  The Disclosure Rules require companies to maintain lists of those with inside information, and to maintain lists of key contacts at advising firms.  Further, the company must require each advisor to maintain “insider lists” and letters of engagement should specify this as an obligation.

Technical Update The Treasurer September 2005

Technical Update Extra The Treasurer October 2005

LIST! Issue 9, and Market Watch Issue 12 on the FSA website www.fsa.gov.uk 

Question 5

IAS 39 allows three types of hedge to qualify for ‘hedge accounting’, given that other conditions are satisfied.

Which of the following gives the three types of permitted hedge?

(a) fair value, cash flow, net investment

(b) fair value, cash flow, equity investment

(c) fair value, economic, equity investment

(d) open market value, economic, net investment

(e) don’t know

Answer 

The right answer is (a) fair value, cash flow, net investment

The Perfect Pitch, The Treasurer Oct 2005

Question 6

You are aware that there is a rumour (Rumour A) in the press that a few major individual shareholders are about to sell their shares in your company.  Having contacted the individuals, you are confident the rumour is untrue.  You are also aware that there is another rumour (Rumour B) that you are in the advanced stages of negotiating an acquisition.  This rumour is well-founded.

Which of the following courses of action is required of you under the Market Abuse Directive?

(a) Nothing at all

(b) Make an announcement to refute Rumour A and confirm Rumour B

(c) Make an announcement to confirm Rumour B

(d) Make an announcement to refute Rumour A

(e) don’t know

Answer

The right answer is (c) Make an announcement to confirm Rumour B

Guidance on the Disclosure Rules now states that knowledge that a rumour is false is not likely to amount to inside information, but that where a rumour is “largely accurate” then the company can no longer be confident of ensure the confidentiality of its inside information and must, therefore, make an announcement.

The UK’s New Market Abuse and Disclosure Regime, Technical Update Extra, The Treasurer October 2005

The UK’s New Market Abuse and Disclosure Regime, Briefing Note by Linklaters, www.treasurers.org 

