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REC Level 5 Diploma in Leadership RECTC 5-6 Examination

Business Governance – Mock exam paper

Level 5 Diploma in Recruitment Leadership
RECTC 5-6 – Business Governance
Mock exam paper
Time allowed:  90 minutes
70 marks

· Students are required to answer all questions

· Marks allocated to each unit and question are clearly shown

· Where appropriate bullet points can be accepted

· Do not penalise students for grammatical/spelling errors

· Annotate the MS where additional, relevant answers are given by students

· Mark in red ink

· Ring totals for each of the questions and transfer to front cover

· Indicate you have seen each and every page by marking in red ink

· Do not add personal comments about student performance

· Alert REC to any suspicion of collusion, dyslexia or other problems

· Keep an independent record of student marks in case of mislaid scripts

· Alert REC to any comments, notes etc., in script from student
After five years working in the recruitment industry, Philip Jennings has decided to set up his own business along with one of his colleagues, Matthew Rhys. Philip has built a reputation for success as a recruiter of finance and accountancy specialists, whist Matthew has carved out a niche market recruiting non-executive directors for corporate clients.  They have set aside £35,000 each to get the business launched, although that will leave their personal finances ‘stretched’. Philip and Matthew are confident that they can tap in to the local market for permanent and temporary assignments. They have no doubts that they will make a success of their new venture.

After in depth – and often ‘heated’ - initial discussions, the pair agree on using the name ‘Rhys Jennings Recruitment’ as their trading name.  Philip and Matthew visit their accountant, Martha Hanson, at Martha Hanson Accountancy LLP, who suggests that they set up a limited company.
1. Martha recommends that both are issued an equal number of ordinary shares in the new company and, after a few checks, confirms that she can set up Rhys Jennings Recruitment Limited within a couple of hours. Matthew has some reservations as he had anticipated launching the new business as a partnership, rather than going the limited company route.
a)
Other than potential taxation advantages for Matthew and Rhys, explain why Martha may have recommended that they set up a limited company for their new consultancy.













(6 marks)

Award 2 marks for each of three from the following:

A
Limited company gives professional status, credibility and the appearance of 


(2 marks)

status of a well organised business


B
Protection for the trading name, as the limited company will be incorporated at

(2 marks)

Companies House with no one else able to register the same name

C
Ltd company is a separate legal entity – third parties contract with the company, 

(2 marks)


rather than the directors/shareholders

D
Security – limited company can only cease to exist when it is formally wound up

(2 marks)


It will even survive the death of the owners and new directors/shareholders can


be introduced at any time.

R
Accept any reasonable explanation







(2 marks)

(AC 1.1, 1.2)

b) 
Matthew asks Martha to outline why she has not recommended a partnership for the consultancy.  Give two disadvantages that Martha is likely to highlight for this type of arrangement. 












(4 marks)

Award up to 4 marks for a definition along the lines of the following:

A
Risk of disagreement between the partners – already had an argument over the

(2 marks)

name of the business
B       Financial risk – partners have unlimited, personal liability for the business debts. If 

(2 marks)

either Matthew or Philip walked out, the remaining partner would be liable for the


business debts in their entirety 


C
Share of profits – partners will share the profits equally and this can be problematic

(2 marks)


where one partner puts in more effort (or thinks they have put in more effort)
R
Accept any reasonable explanation of the disadvantages associated with working

(2 marks)


as a partnership

(AC 1.2)


c)
Matthew seeks clarity about the role of a director. He knows that directors apply the skills, experience and judgement to ensure the business is successful.  Give three other key legal duties of a director.













(6 marks)
Award up to two marks for each of three from the following:

A
Comply with the company rules (given in the Articles of Association)

 

(2 marks)

B
Make decisions for the company, not for the benefit of themselves as individuals

(2 marks)

C
Inform shareholders if they are likely to benefit personally from any transaction 

(2 marks)

made by the company






D
Maintain company records and report changes (such as details of new directors 

(2 marks)

appointed) to Companies House and HM Revenue & Customs (HMRC)


E
Ensure that the accounts of the business represent a true and fair view of the 


(2 marks)

business finances

F
File a Company Tax Return to HMRC and pay any Corporate Tax that may be due

(2 marks)

G
Register for Self-Assessment and submit a personal Self-Assessment Tax Return 

(2 marks)


each year







R 
Accept any reasonable answer







(2 marks)

 (AC 2.1)

2.
Fortunately, all goes well with the establishment of RJR Ltd and the first year of trading exceeds expectations.  As it enters its second financial year, the consultancy is retained by Stan Beeman, Chair of SB Sleep Technology plc (SBST), to recruit a non-executive director (NED). 
a) Philip and Matthew both meet up with Stan Beeman, who introduces them to Kimberly Breland, who Stan describes as the Senior Independent Director (SID).  
Other than the normal duties associated with a director (executive and non-executive), give three of the additional duties of an SID.
















(6 marks)
Award up to two marks for each of three additional duties of an SID from the following:

A
Working with the Chair, acting as a sounding board and providing support
 

(2 marks)

B
Acting as an intermediary for other directors






(2 marks)

C
Making themselves available to shareholders and other non-executives to review 

(2 marks)

concerns or issues they feel have not been adequately dealt with through the usual 

channels of communication (e.g. through the chair, the chief executive or finance 
director)
made by the company






D
Meeting with other NEDs to review the performance of the Chair on an annual basis
(2 marks) (at least) and to consider succession plans for the role of Chair
E
Meeting with principle shareholders to gain a true and balanced understanding of 

(2 marks)

their issues and concerns








R 
Accept any reasonable answer







(2 marks)

 (AC 2.1)

b) Philip asks Stan and Kimberly about the current senior management team and he is given an organisation chart.  Stan tells him: 

“There’s also Matt Truss, who has been with us for years. We are planning on giving him a directorship, but his duties will not be changing in any way.  It’s just a reward for long service”.

Given your understanding of company law, what advice would you give to Matt Truss in this situation?












(2 marks)
Award up to two marks for one of the following:

A
Demand to be fully informed and involved with decision making

 

(2 marks)

B
Do not accept the title ‘director’ unless you are compensated 




(2 marks)

R 
Accept any reasonable answer







(2 marks)

 (AC 2.1)

c) Stan tells Philip that he has always promoted best practice in corporate governance and that SBST was one of the first to implement the 2014 Revisions to the UK Corporate Governance Code. 
Give two practical examples of these revisions.

(4 marks)

Award up to 2 marks for each of two from the following:

A
Directors’ pay needs to be in line with the best, long term interests of the company

(2 marks)

B
Claw back provisions to be in place to recoup or hold back sums paid to 


(2 marks)

under-performing directors








R 
Accept any reasonable example of revisions made to adjustments to remuneration, 

(2 marks)


risk management and “going concern” statements

 (AC 2.1)

3. a) 
Philip notes that Martha Hanson Accountancy LLP are the auditors of SBST.  
Other than producing an independent review of the financial position, briefly explain the contribution of auditors to effective corporate governance at SBST. 













(6 marks)

Award up to 6 marks for explanations from the following:

A
Makes sure that the best practice guidelines for financial reporting and disclosure 

(2 marks)

are followed

B
Ensures that the relevant Accounting Standards are adopted




(2 marks)

C
They reveal information about the management of risk and governance procedures

(2 marks)


adopted
D
They will give up to date guidance on business governance developments


(2 marks)
R
Accept any reasonable answer







(2 marks)

(AC 2.2)

b) Briefly explain three dangers associated with advisors doing more than ‘advising’ in the context of corporate governance.













(6 marks)

Award 2 marks for each of three points from the following:

A
Danger occurs when an adviser to the business starts to make business decisions

(2 marks)


themselves

B
Advisers must only ‘advise’ – it is the role of directors to ‘direct’ the business


(2 marks)

C
Risk being classified as a shadow director - shadow director is someone not 


(2 marks)

appointed as a director but who gives instructions or instructions that the 
directors are accustomed to act upon
D
It is important to maintain a difference between taking an interest (or even imposing 

(2 marks) certain conditions) and actually making decisions about how the company is run 

E
Advisers must make their conditions clear and leave the directors of the company

(2 marks)


to direct it
R 
Accept any reasonable explanation







(2 marks)

(AC 2.1, 2.2)

4. After taking comprehensive instructions from SBST, Philip returns to the office and discusses the assignment with Matthew Rhys. He is not entirely convinced that the corporate governance objectives are being met.  Matthew asks about ‘accountability’ and ‘responsibility’ at SBST.
a) Why is ‘accountability’ important when considering effective business governance?

(2 marks)

Award up to 2 marks for one of the following:

A
It ensures that actions and decisions taken by individuals are subject to oversight

(2 marks)


to ensure that they achieve their objectives
B
Ensures individuals or groups of individuals are performing to their full potential 

(2 marks)

in a cost-effective manner

C
Instils confidence that the business is conforming with governance commitments

(2 marks)
R
Accept any other reasonable answer 






(2 marks)
(AC 2.3)

b) Philip mentions that the NED that SBST wishes to recruit will become a member of their Audit Committee.  Briefly explain how an Audit Committee can help to prevent corporate fraud.  












(4 marks)
Award up to 2 marks for each of two from the following:

A
The Audit Committee must satisfy itself that there are opportunities throughout 

(2 marks)

the company for employees to act as ‘whistle-blowers’ in order to report on 

improprieties and abuses


B
This may mean giving employees contact details for members of the Audit 


(2 marks)

Committee that can be of use if other avenues fail


C
Some larger companies have even established confidential fraud hotlines for 


(2 marks)

employees to use

R
Accept any other reasonable answer 






(2 marks)
(AC 2.3)

c) Philip tells Matthew that Stan Beeman is also considering appointing Ada Down, a former 

Finance Director of SBST as an additional NED to serve on the Audit Committee.  
What advice would you give about this to ensure best practice in terms of governance?













(4 marks)
Award up to 2 marks for each of two from the following:

A
At least one of the NEDs serving on the Audit Committee should have some


(2 marks)

Financial knowledge or expertis

B
However, former Financial Directors or finance officers should be excluded from 

(2 marks)

the Audit Committee in order to maintain the spirit of independence 


R
Accept any other reasonable advice






(2 marks)
(AC 2.3)

5. a)
Philip discusses the UK Code of Corporate Governance with Matthew, who has carved out a reputation as an expert in the field and he mentions the concept of “comply or explain”.  
Briefly give your understanding of “comply or explain” in the context of corporate governance. 
(6 marks)

Award 2 marks for each of three points from the following:

A
Soft law – a non-binding code of conduct which is monitored and enforced by

 
(2 marks)

shareholders

B
The UK Code of Corporate Governance is not mandatory and companies that fall 

(2 marks)

within its remit are required to either comply with it, or place an explanation in their 

Annual Report as to why they do not


C
An alternative to following a provision of the UK Code may be justified in particular

(2 marks)

circumstances if good governance can be achieved by other means – a condition

of doing so is that the reasons for it should be clearly and carefully explained to 

shareholders

D
Many smaller companies, whilst exempt from the requirement
to comply or explain, 
(2 marks)

are increasingly adopting the principles to demonstrate their commitment to best 
practice
R
Accept any other reasonable explanation






(2 marks)

(AC 3.1)

b)
Later that day, Philip and Matthew receive a call from their Accountant, Martha Hanson. Martha tells them that, in line with The Small Business, Enterprise and Employment Act 2015, she needs to file PSC information for their consultancy, Rhys Jennings Recruitment Limited.

Explain what a PSC is and outline the implications for governance.














(4 marks)

Award 2 marks for correctly identifying that a PSC is:

A
A person with significant control





 

(2 marks) 
Award up to 2 further marks from the following:

B
As part of the commitment to transparency, the Act proposes a PSC (or 'persons

(2 marks)

with significant control') register

C
This created a public register of the individuals who have ultimate beneficial 


(2 marks)

ownership and control of UK companies and limited liability partnerships

R
Accept any reasonable explanation







(2 marks)

(AC 3.1)

6. a)
The following week, Stan Beeman rings Philip and tells him that he is now Chief Executive of SBST, as well as Chair.  What are the implications of this in terms of best practice for governance?













(4 marks)

Award up to 2 marks for each of two from the following:

A
UK Code, existing company law and Stock Exchange Listing rules indicate that 


(2 marks) there should be a division of the roles 






B
Running the company (Chief Executive) and running the board (Chair) are two 


(2 marks)


distinct roles

C
This will need to be explained under the requirement to “comply or explain” in


(2 mark)


the annual report
R
Accept any other reasonable answer






(2 marks)

(AC 3.2)

b) Stan is feeling pleased as SBST has just broken into the FTSE 350 index.  He tells Philip that his board now comprises of himself (as Chair/Chief Executive), six executive directors (UK Sales, International Sales, Procurement, Production, Design and Finance), a company secretary, along with two NEDs (Kimberly Breland, and Phil O’Case, whom you successfully recruited as an NED for Stan earlier in the year).  
What advice regarding NEDs would you expect Philip to give to Stan based on this information?












(4 marks)

Award up to 2 marks for each of two from the:

A
Given that the current SBST board (currently 8 executive directors), Philip should

(2 marks) advise Stan that he needs to recruit at least two further NEDs as

B
…for larger companies (i.e. FTSE 350), at least 50% of the board should be
 

(2 marks)

independent non executive directors

C
Smaller companies (i.e. those outside the FTSE 350) must have at least two NEDs

(2 marks)

R
Accept any other reasonable answer that refers to the SBST scenario



(2 marks)

(AC 3.2)

c) Philip is reviewing the consultancy workload with Matthew.  Philip says that he is pleased that their consultancy is only a small company, so governance is not something they need to worry about.

Matthew shakes his head.  He explains that a director (and even key managers) can be prosecuted as an individual when they fail to correctly carry out their legal responsibilities.

Give two examples of potential wrongful act of a company director.














(2 marks)

Award 1 mark for each of two from the following:

A
Breach of trust









(1 mark)
B
Breach of duty









(1 mark)

C
Neglect










(1 mark)

D
Error










(1 mark)

E
Misleading statements








(1 mark)

F
Wrongful trading









(1 mark)
R
Accept any other reasonable answer (specific to the role of an NED)



(1 mark)

(AC 3.3)

(Total: 70 marks)
END OF QUESTIONS
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