CPD Quarterly Quiz
1st Quarter 2006 – Worked Solutions
Question 1

The Financial Reporting Council has made three recommendations regarding the Combined Code.

Which of the following is one of these recommendations?

(a) To enable a company chairman to sit on the remuneration committee where he or she is considered independent on appointment

(b) To give shareholders the right to ask questions and be given answers which must be posted on the company’s website

(c) Proxy voting should not be subject to excessive administrative constraints nor be unduly restricted

(d) All of the above

(e) Don’t know

Answer

The right answer is (a) To enable a company chairman to sit on the remuneration committee where he or she is considered independent on appointment

Options (b) and (c) are in fact published as part of the EU’s draft directive to eliminate obstacles in cross-border voting and to enhance shareholder rights.

The Treasurer, Technical Update, March 2006

Question 2

Why do companies retain Treasury Shares on their balance sheets?
(a) They can be issued as currency in an acquisition, thereby reducing the cost of the deal

(b) They represent ready-to-issue shares without legal or administrative hurdles

(c) They dilute eps calculations

(d) They enhance the market capitalisation of the company

(e) Don’t know

Answer

The right answer is (b) They represent ready-to-issue shares without legal or administrative hurdles

Option (a) has been quoted as a reason, but their cost is identical to other shares.

Option (c) is not correct; international accounting rules treat treasury shares as, in effect, cancelled.  Most analysts (and the FTSE indices) exclude these shares from their capitalisation calculations so that option (d) would not be correct.

The Financial Times, Lex column, April 19th 2006
Question 3

The Bank of England has added new guidance to the NIPs Code. The ACT endorses the code and has helped to formulate the revisions.
The new guidance deals with exchanging deal confirmations and states that these should be electronic and that in this case, to avoid confusion, paper confirmations should not be sent as well.  Which of the following is also part of the new guidance?

(a) Deal confirmations should be issued on the same day as the deal is struck
(b) Deal confirmations should be issued within 4 hours of the deal being struck
(c) Deal confirmations should be issued within 2 hours of the deal being struck, but always before the end of the same day

(d) Deal confirmations should be sent instantaneously as the deal is entered into the treasury/dealing system

(e) Don’t know

Answer

The right answer is (c) Deal confirmations should be issued within 2 hours of the deal being struck, but always before the end of the same day

Another new section of the Code states that use of mobile phones for transacting business is not good practice.  The controlled environment of the dealing room – including phone recording – should be used.

The Treasurer, Technical Update, March 2006
Question 4

The Pension Protection Fund Levy is a risk-based amount to be paid by each pension scheme in order to fund pension protection activities.  The levy for each scheme is determined partly by the underfunding risk of the scheme itself and partly by the insolvency risk of the company.  One component of the Insolvency risk calculation is the Dun and Bradstreet Failure Score.
What are the key factors influencing the D&B Failure Score?

(a) Financial information alone

(b) Financial information, business demographics and trade information
(c) Cash flow and income statement analysis, share price trends, liability analysis

(d) Business demographics, financial information, trade information and principals

(e) Don’t know

Answer

The right answer is (d) Business demographics, financial information, trade information and principals

If you want to achieve the lowest levy possible, then you should ensure that you have been in business a long time, in a low-risk industry with good financial performance and be careful that your principals do not take up non-executive directorships with high risk start-up businesses!
The Treasurer, March 2006, Marketwatch p6, Finding Failure pp30-31, Editorial p 1
The Pension Protection Fund website: http://www.ppf.gov.uk/index/risk-based_levy
Question 5

During 2005 there was a historically high level of activity in the UK loan markets.  This activity has resulted in a number of changes being seen in loan documentation.
Which of the following describes two features increasingly included in syndicated loan agreements during 2005?

(a) borrowers inserting a clause to reduce pricing on oversubscription and change of control clauses being withdrawn

(b) borrowers inserting a provision to prepay any dissenting syndicate lender and inserting a clause to reduce pricing on oversubscription
(c) change of control clauses being inserted by lenders and an increase in the rights of minority lenders within syndicates

(d) borrowers inserting a time limit for lenders to respond on amendments so that failure to respond constituted consent and increases in the rights of minority lenders within syndicates

(e) don’t know

Answer

The right answer is (b)  borrowers inserting a provision to prepay any dissenting syndicate lender and inserting a clause to reduce pricing on oversubscription

Change of control clauses, far from being withdrawn, seem to be appearing more frequently in loan agreements. 

Small lenders within syndicates have, in the past, sold out to unwelcome investors who have hoped for a high return on their investment.  As a result many new loan agreements incorporate a feature that allows the borrower unilaterally to prepay any dissenting syndicate member thereby avoiding the problem.
In the past lenders have included triggers to increase pricing if circumstances change, particularly credit standing.  Now borrowers are responding by requiring a reduction in price if demand for their debt is greater than anticipated.

Inserting a time limit for a response from lenders to a request for amendment is another new feature.  The intention is to try to make the management of changes more efficient from the borrower’s perspective.
The Treasurer, March 2006, Words Count by Fenton Burgin pp34-35

The Treasurer, April 2006, Editorial p1, Marketwatch p4
Question 6

The International Accounting Standards Board (IASB) and the US Financial Accounting Standards Board (FASB) have signed a memorandum of understanding.
Which of the following reflects the content of this memorandum?

(a) that they will pursue independent strategies and that they both understand that national interests should be paramount
(b) that they will merge to form a single organisation by 2012

(c) that they will eliminate accounting differences in 10 key areas including fair value and impairment by 2008

(d) that they will issue joint accounting standards by 2050
(e) don’t know

Answer

The right answer is (c) that they will eliminate accounting differences in 10 key areas including fair value and impairment by 2008

The Treasurer, April 2006, Technical Update p7
