The Association of Corporate Treasurers CPD Exit Test


MTF Internal Control and Treasury Audit

Worked Solutions

Question 1 

A dealer has been found to have breached the treasury-imposed level for an exposed position in a particular currency.  There is no doubt that he knew of the position yet still continued to exceed the limit.  There is no suggestion of any personal gain being made.

He has been the most successful dealer at the company over each of the last two years and the excess position resulted in a sizeable profit on realisation.

Which of the following penalties should be imposed on the dealer?

(a) immediate dismissal

(b) final warning that any further excesses will result in immediate dismissal

(c) formal warning that excesses are not permitted

(d) promotion to Head Dealer

(e) don’t know

Answer 

The right answer is (a) immediate dismissal

If excesses are to be tolerated then the limits must be wrong and changed.  Limits are set as a risk management measure.  Excesses can not be tolerated.  The fact that the result was a gain is irrelevant.

Manual V Ch 15

Question 2 

You have been forced to reduce the number of staff in the treasury department.  Most reluctantly you have had to enforce redundancy on one of your two dealers.  The whole affair has resulted in acrimony.

Which one of the following actions would you take?

(a) write a formal letter to your bank counterparties informing them that he/she is no longer authorised to deal

(b) telephone each bank counterparty to withdraw authorisation and follow up with a confirming fax

(c) ask the audit department to ensure that any appropriate authorisation is withdrawn.

(d) ask your secretary to “cover the formalities”

(e) don’t know

Answer

The right answer is (b) telephone each bank counterparty to withdraw authorisation and follow up with a confirming fax.

Timing is vital in this situation.  It is not unknown for disgruntled ex-employees to enter into a disadvantageous deal, perhaps arranged from the telephone booth around the corner.  These days, of course, a mobile phone is easier. 

Manual V Ch 15, Manual IX Ch 4

Question 3 

You are treasurer of a company which has just embarked on an overseas expansion plan.  As your department has not previously had a dealing function you are considering how to organise the activity.  You are concerned that the personnel requirement should not increase the overall headcount any more than is absolutely necessary.

Which one of the following is the most desirable situation for outgoing and incoming deal confirmations?

(a) outgoing originated by the dealer, incoming to the audit department

(b) outgoing originated by the audit department, incoming to the audit department

(c) outgoing originated by the dealer, incoming to the dealer

(d) outgoing originated by the audit department, incoming to the dealer

(e) don’t know

Answer

The right answer is (a) outgoing originated by the dealer, incoming to the audit department

The prime issue here is the segregation of duties.  It is vital that the outgoing and incoming confirmations go to different people in different areas.  This reduces the opportunity for overriding any collusion to hide the true situation.

It seems sensible that the dealer should originate deals, he should be in the best position to say what deals have been done.  But confirmations from the counterparty must be routed elsewhere so that any errors or unauthorised position-taking can be identified.

Manual V Ch 15, Manual IX Ch 4

Question 4 

You are treasurer of a cost-centre treasury of a medium sized UK-quoted company with limited international business but active interest rate management.  You have been reviewing your system of counterparty limits.  You notice that there is in place a single limit for each of your bank counterparties.  The exposure to each counterparty is rarely monitored against that limit.

Which one of the following systems of maximum exposure limits would be most efficient for your business?

(a) intra-day, overnight and monthly forward limits

(b) intra-day and overnight limits

(c) overnight limits

(d) intra-day limits

(e) don’t know

Answer

The right answer is (a) intra-day, overnight and monthly forward limits

The key issue here is that interest rate management must involve future commitments.  Without monitoring, the company could have all of its exposure, for example, in one month in five years’ time.  Most treasurers would accept that five year risk is greater than overnight risk, so an exposure in five years’ time should be treated with more caution.

Manual V Ch 15, Manual IX Ch 4

Question 5 

You are determined that your treasury will be a model of control.  In order to ensure effective control, which one of the following audit procedures would you initiate?

(a) audits will be carried out at the end of each month

(b) audits will be carried out at the end of each week

(c) audits will be carried out every three months

(d) audits will be irregular and unannounced

(e) don’t know

Answer

The right answer is (d) audits will be irregular and unannounced

Predictable audits allow opportunity to window-dress any activities which are outside policy.

Manual V Ch 15, Manual IX Ch 4

Question 6 

You have heard of a treasury department which was devastated by the discovery of an attempted fraud.  In order to ensure that any similar occurrence is as difficult as possible in your company you have been considering who should undertake the periodic audit of treasury.

Which one of the following would you recommend should undertake the audit?

(a) experienced treasury staff

(b) specialist audit staff with no treasury background

(c) non-treasury audit staff with specialist treasury training

(d) junior treasury staff

(e) don’t know

Answer

The right answer is (c) non-treasury audit staff with specialist treasury training

The treasury function includes procedures and practices which may be confusing to audit staff.  It is therefore wise to provide specialist training for audit staff who may undertake an audit of the treasury.  Like all audits, the staff undertaking the audit should not have close contact with the staff being audited.  This would rule out answer (a) in terms of contact and answer (d) in terms of contact and knowledge.

Manual V Ch 15, Manual IX Ch 4

Question 7 

You are treasurer in a profit centre treasury which actively manages its interest rate exposure using derivatives.  The treasury has recently changed its status to become a profit-centre, having previously been responsible only for risk reduction.

Which one of the following would you choose as the most important extra control which should be implemented following this change of status?

(a) adopt market risk measurement and mark-to-market valuation

(b) adopt more sophisticated credit analysis of counterparties

(c) adopt more stringent personnel checks

(d) adopt a review of counterparty relationships

(e) don’t know

Answer

The right answer is (a) adopt market risk measurement and mark-to-market valuation

The other answers may be important to ensure although some may already be in place.  However, the change from risk reduction to profit centre entails the likelihood of taking and holding risk positions.  This can only be done once a risk measurement system is in place. 

Manual V Ch 15, Manual IX Ch 4

Question 8 

You have been asked to name the individuals who are entitled routinely to deal on the company’s behalf.  

Which one of the following is the best guide to who the list should include?

(a) the company dealers, the treasurer, the finance director, the CEO

(b) the company dealers, the treasurer, the finance director

(c) the company dealers, the treasurer

(d) the company dealers

(e) don’t know

Answer

The right answer is (d) the company dealers

The extension of the authority to deal is dangerous from a control perspective.  Ultimately the Board carries all responsibility; this is delegated to senior managers who in turn delegate as appropriate.

Manual V Ch 15, Manual IX Ch 4
Question 9 

You are advisor to a bank which deals in foreign exchange.  You have ensured that the IT systems will not allow any transaction to be completed which is outside authorised limits for your counterparties.  Within the bank are two groups of FX dealers, spot dealers and forward dealers.  You have recently become aware of a potential for unauthorised speculation when forward dealers cover forward deals with third parties in the spot market rather than the forward market, thereby taking a position.

What is the risk that is being incurred?

(a)
currency transaction risk

(b)
currency translation risk

(c)
counterparty risk

(d)
interest rate risk

(e)
don’t know

Answer

The right answer is (d) interest rate risk

The difference between the spot rate and the forward rate is the interest differential between the two currencies.  If the spot transaction has already been completed then the only part of the construction of the forward remaining is the deposit and loan.  If interest rates change, then the price of the forward will change.

Manual V Ch 6, 14

Question 10 

You have established a system of dealing limits for the various parties with whom you deal.  However you are unsure of how these limits should be updated.

Which of the following would you expect to be the most reliable and timely reflections of any changes in creditworthiness?

(a)
analysis based on annual reports

(b)
analysis based on press and broker comment

(c)
analysis based on interviews with the counterparty concerned

(d)
credit ratings

(e)
don’t know

Answer

The right answer is (d) credit ratings

The credit rating agencies undertake extremely thorough analysis in order to determine their ratings.  Very often they have access to information which is not in the public domain and they certainly have effective techniques for in-depth company interviews as well as analysis of financial information.  Annual reports are useful, but will always be out of date, being published well after the end of the year.  Press and broker comment may be a good early warning but care must be taken – sometimes comment is not as well informed as might be hoped.  

Manual V Ch 11, Manual VIII Ch 2

