The Association of Corporate Treasurers CPD Entry Test

The treasurer and the financial community
Worked solutions
Question 1
Which guide to best practice in the wholesale markets is endorsed by the ACT?

(a) NIPs
(b) COBS
(c) IPC
(d) MPC
(e) Don’t know

Answer 

The right answer is    (a)
NIPs
Until November 2001 most treasuries operated within the London Code of Conduct.  The Financial Services and Markets Act changed the situation.  Under FSMA each treasury must decide whether to operate as an intermediate customer under the Conduct of Business Sourcebook rules (COBS) or as a market counterparty governed by the Inter-Professionals Conduct (IPC) rules.  Second, under FSMA, there is a separation depending on which products/transactions are concerned: non-investment products are transacted under the non-investment products code (NIPs) and investment products are regulated by the FSA depending on whether a transaction is between market counterparties (MCP) or an MCP and a ‘customer’.
The ACT has endorsed NIPs as a guide to best practice in the wholesale markets for non-investment products. The NIPS code was revised in February 2006 and is available on http://www.bankofengland.co.uk/markets/forex/fxjsc/index.htm or via http://www.treasurers.org/technical/papers/regulations.cfm  

The FSA Inter-professional Conduct rules are at  http://fsahandbook.info/FSA/html/handbook/MAR/3
Manual V Ch 15, Manual VI Ch 6, Manual IX Ch 5

Question 2


The Financial Services and Markets Act prescribes different sets of rules of market conduct depending on whether ‘investment products’ or ‘non-investment products’ are being transacted.
Which of the following is wholly covered by ‘investment products’, and therefore outside NIPs?
(a) MM deposits, CDs, swaps
(b) CDs, CP, options
(c) Spot FX, MM deposits, equities
(d) Forward FX, swaps, options

(e) Don’t know

Answer 

The right answer is (b)
CDs, CP, options

Non-investment products include spot and forward FX, and MM deposits

The Treasurers Handbook 2006 UK Financial Regulation and Market Conduct (included as part of the UK country guide, page 471)
Bank of England website: http://www.bankofengland.co.uk/markets/forex/fxjsc/index.htm
Question 3


You are group treasurer of a UK-based group with treasury departments in Asia and the US.  Each of the overseas treasuries requires UK approval for large transactions to be undertaken.

Given that you want to remain outside the scope of the Regulated Activities Order which of the following describes the constraints under which you must operate?
(a) The UK head office must allow overseas treasuries to operate entirely independently.

(b) The UK head office must approve every transaction


(c) All treasury transactions must be for a commercial purpose and there must be no ‘holding out’.

(d) All treasury transactions must be at arms length, illustrated by significant external dealing of investment and non-investment products.

(e) Don’t know

Answer 

The right answer is     (c)
All treasury transactions must be for a commercial purpose and there must be no ‘holding out’.


The issue of an overseas treasury dealing only with overseas customers being brought within the scope of the FSMA is a real one.  For most corporate treasuries this is only a real concern if the treasuries concerned are ‘holding out’, i.e. standing ready to deal as a market participants.  Given that this is not the case then the treasuries will remain outside the scope of the RAO.
FSA website: www.fsa.gov.uk
The Treasurers Handbook 2006, UK financial regulation and market conduct by Clifford Chance

Question 4


You are treasurer of a non-UK group whose head office is in Sydney.  You have been asked to manage an equity issue in Europe, the group’s first of any kind outside Australia.  One of the factors you have to consider is which exchange to select and make the application for admission to trading.
Regarding the first application for trading on a regulated market within the EU, which of the following is most true?

(a) an application to list equity or high denomination debt fixes your home state permanently

(b) an application to list equity or low denomination debt fixes your home state permanently
(c) an application to list low denomination debt fixes your home state for this issue only
(d) an application to list equity applies fixes your home state for this issue only

(e) don’t know

Answer

The right answer is (b) an application to list equity or low denomination debt fixes your home state permanently

The Prospectus Directive specifies that for equity or low denomination debt an application for admission to trading fixes the home state of a non-EU issuer permanently.  For high denomination debt and for many derivatives the home state can be chosen on an issue-by-issue basis.  Clearly it is possible that there are, or will be, differences in the regulatory burden and ongoing requirements for listing in different EU member states.
The Prospectus Directive, The Treasurer, June 2005

http://www.treasurers.org/thetreasurer/resources/2005/06/Jun05TTRussell46-48.pdf 
How The Prospectus Directive will affect issuers (Nov 04), Freshfields Bruckhaus Deringer http://www.freshfields.com/practice/corporate/publications/pdfs/10007.pdf 

The FSA’s Listing Review (July05) http://www.freshfields.com/practice/corporate/publications/pdfs/13081.pdf
Question 5
What is the key underlying principle of almost all financial regulation?

(a) Ensuring an orderly market

(b) Ensuring the long term profitability of the market participants

(c) Ensuring protection of investors

(d) Ensuring control of access to the financial markets

(e) Don’t know

Answer 

The right answer is   (c)
Ensuring protection of investors

Answer (a) is certainly one aspect of financial regulation.  It is there to prevent a disorderly market from endangering the protection of ‘non-professional’ investors and from undermining confidence in the market economy.

Answers( b) and (d) may seem to be true, but they are certainly not a purpose of any financial regulation except in the sense that market participants have to be ‘ fit and proper persons’.

Manual V Ch 15, Manual VI Ch 7, Manual IX Ch 5

Question 6
The Non-Investment Products code (NIPs) establishes the responsibility for entering into financial deals.

Which of the following is a fair reflection, according to NIPs, of the relative responsibilities of individual staff members and the firm?

(a) The firm is responsible for ensuring staff involved in dealing are authorized and have appropriate experience and training.

(b) Each staff member must ensure that they are authorized and appropriately trained.
(c) The firm is responsible for authorizing staff to deal but the staff member must take responsibility for their own training
(d) The firm is responsible for training, but it is the bank counterparty’s responsibility to check authorization of the dealer .

(e) Don’t know

Answer 

The right answer is     (a)
The firm is responsible for ensuring staff involved in dealing are authorized and have appropriate experience and training.

The Treasurers Handbook 2006, UK financial regulation and market conduct by Clifford Chance

Bank of England website: http://www.bankofengland.co.uk/markets/forex/fxjsc/index.htm
Question 7
The ACT has raised concerns regarding the Markets in Financial Instruments Directive which is required to be implemented into national law by 2007.
Which of the following areas of the Directive are the focus of the ACT’s concern?

(a) inclusion of  commodity derivatives and investment advice within the scope of the Directive

(b) introduction of three tiers of counterparty classification

(c) adoption of high level requirements for regulated markets

(d) new obligation on ‘systematic internalisers’

(e) don’t know

Answer

The right answer is (b) introduction of three tiers of counterparty classification and the degrees of investor protection measures applicable.  While investor protection may be helpful for some parties for others it will act as a hindrance to swift dealing processes.
‘Systematic internalisers’ are major principal traders and their new obligation is to make public the price at which they are willing to trade.

The Treasurers Handbook 2006, European financial services regulation for the treasurer by Tolek Petch, Slaughter and May.
ACT website: http://www.treasurers.org/technical/papers/resources/mifidlevel2_actinputsep05.pdf
Question 8
Your company is considering raising new equity capital.  Your advisors have encouraged you to do this through a rights issue, quoting the issue of pre-emption rights.

Which of the following statements describes the legal status of pre-emption rights?


(a)
They are protected under the Companies Act

(b)
They are mandatory under the Listing Rules issued by the FSA as the “UK listing authority”
(c)
They are guidelines from the National Association of Pension Funds


(d)
They are mandatory under the Financial Services and Markets Act


(e)
Don’t know

Answer 

The right answer is 
(a)
They are protected under the Companies Act

Section 89 of the Companies Act 1985 places a duty on companies, when allotting new equity securities for cash, to offer them first to existing equity shareholders in proportion to their existing holding.  Section 95 allows companies to dis-apply this provision by special resolution.
Pre-emption rights are also protected by the Listing Rules, however, these provide that a general Section 95 dis-application will also dis-apply the protection under the Listing Rules.  The Rules extend the statutory protection in favour of equity shareholders so as to cover also holders of other equity securities such as convertibles and warrants.

Manual VI Ch 6

The Treasurers’ Handbook 2006, An Introduction to equity finance, Clifford Chance
Question 9


The Combined Code on Corporate Governance has evolved from the Cadbury Committee, the Greenbury Committee, the Hampel Committee and the Higgs report.  All of these committees looked at key governance issues and reported accordingly.   The Code is now published by the Financial Reporting Council.
Which of the following statements about the Combined Code on Corporate Governance is true?

(a) It is a part of the FSA Listing Rules therefore mandatory for all listed companies 
(b) It is part of the Companies Acts therefore mandatory for all UK companies
(c) The Listing Rules require all listed companies to report on how they have applied the Code
(d) It is a European Directive, mandatory for all companies listed on a European exchange
(e) Don’t know

Answer 

The right answer is    (c)
The Listing Rules require all listed companies to report on how they have applied the Code
All companies listed on the London Stock Exchange are to detail their compliance with the Code or, where they have not complied, to explain their non-compliance.  This does not apply to AIM companies. 
The FRC website: www.frc.org.uk/corporate/combinedcode.cfm
Question 10

You are treasurer of a UK company which is not rated by any of the recognised ratings agencies.  Having been cash-rich for some time now you are entering a period where you expect to be a net borrower.  You have been considering which banks to approach for a long term borrowing relationship and you know that, of the banks under consideration, one will be adopting the standardised credit approach under Basel II and another will be adopting an internal ratings based approach.
Other things being equal, which of the following is likely to be the preferred choice?

(a) the ‘standardised approach’ bank is best if you are lower than average risk
(b) the ‘internal ratings based approach’ bank if you are lower than average risk
(c) the ‘internal ratings based approach’ is best if you are higher than average risk

(d) there is no difference which approach is used
(e) don’t know
Answer

The right  answer is (b)  the ‘internal ratings based approach’ bank if you are low risk

Under the ‘standardised approach’, a bank is required to treat all unrated corporate customers as the same risk, namely a 100% risk weighting.  Under the internal ratings based approach’ the bank can assign a risk weight to your company appropriate to your riskiness as determined by the bank’s system.  The lower the risk weight the lower the capital the bank needs to hold to cover the lending, the cheaper for you.  

If you are a high risk, say below BB-,  as in (c), the standardised approach will give you a 150% risk weighting, but were you to be the same risk but unrated the weighting is just 100%.  A banks internal approach will probably give you the more realistic high risk weighting
Bank for International Settlements: www.bis.org
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