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Institute of Certified Public Accountants 

P1.3 Corporate Laws and Governance 

Model Answers 

 

QUESTION 1 

a) The main characteristics of a PLC are as follows:  

 

- This company requires a minimum of 1 shareholder – there is no maximum threshold. 
- A public company must have a minimum issued share capital of €25,000 – 25% of which 

must be fully paid.  
- A public company must have a minimum of two directors and one company secretary. 
- The Constitution of a public company encompasses both a Memorandum of Association and 

an Articles of Association and the application for registration must state that it is a public 
limited company. 

- A public limited company’s contractual capacity is limited by the terms of its objects clause. 
- A public company can only trade upon receipt of a trading certificate from the CRO (this 

document evidences everything about the company that makes it public). 
- A public limited company is required to hold an AGM, where it has two or more members. 
- A public company can sell its shares freely to the public. 
- A public limited company can be listed on the stock market. 
- The name of a public limited company must end in the word PLC or equivalents. 

 

(Any 4 = 0-4 marks) 
 
Separate Legal Entity 
This concept means that a company has a separate legal status from its members – and in 
reality has a distinct personality from the natural persons who set up the company.   
(1 marks) 
 
This was first recognised in the case of Salomon v Salomon & Co Ltd (1897) wherein a 
debenture created in favor of the majority shareholder was deemed valid as the company was a 
separate entity to the majority shareholder (02 marks)  
 
This separate personality means that a company can:  
- Own their own property 
- Enter in contractual relations with either natural persons or other companies 
- Commit crimes and be held responsible for such crimes 
- Have perpetual existence 
- Be sued or sue other persons 
- In addition, this separate personality also gives the shareholders of the company limited 

liability (any 3 = 0-3 marks) 
 

 

b) Mandatory and voluntary disclosures  

 

Annual reports contain both mandatory and voluntary components. Mandatory disclosures are 

those which are required, either by statute (e.g. company law), reporting standard or listing rule. 

The main financial statements, with their related disclosure notes, and the audit report fall into 

this category. These are the statement of profit or loss, the statement of financial position 



2 
 

(balance sheet), the statement of changes in equity and the statement of cash flows. Some 

parts of the directors’ report are also mandatory in some jurisdictions as are notes on the 

composition of the board and the remuneration of directors. Listing rules in some jurisdictions 

have increased with regard to disclosure requirements. In many countries, for example, a 

substantial amount of corporate governance disclosure is required, as is the ‘comply or explain’ 

statement. The presence of the ‘comply or explain’ statement is often mandatory but the content 

is used to convey the extent of non-compliance with the relevant corporate governance code. 

(0-2.5 marks) 

 

Voluntary disclosures are those not required by any regulatory constraint but are often made 

nevertheless. Some of these are made because of tradition and shareholder expectation (such 

as the chairman’s statement) whilst others are thought to be concerned with managing the 

claims of a company’s wider stakeholders. Some companies include disclosure on objectives so 

that shareholders can understand the board’s ideas for the future, possibly including a mission 

statement or similar. Likewise, social and environmental information is often included, detailing, 

for example, the company’s policy and objectives with regard to a range of social and 

environmental measures. Some risk disclosures are also voluntarily supplied, for example, 

when a company is adopting an integrated reporting approach. (0-2.5 marks) 

 

c) Accountability to equity investors  
 
Voluntary disclosures are an effective way of redressing the information asymmetry that exists 
between management and investors. In adding to mandatory content, voluntary disclosures give 
a fuller picture of the state of the company.  
 
More information helps investors decide whether the company matches their risk, strategic and 
ethical criteria, and expectations.  
 
Makes the annual report more forward looking (predictive) whereas the majority of the numerical 
content is backward facing on what has been.  
 
Helps transparency in communicating more fully thereby better meeting the agency 
accountability to investors, particularly shareholders.  
 
There is a considerable amount of qualitative information that cannot be conveyed using 
statutory numbers (such as strategy, ethical content, social reporting, etc). Voluntary disclosure 
gives a more rounded and more complete view of the company, its activities, strategies, 
purposes and values.  
 
Voluntary disclosure enables the company to address specific shareholder concerns as they 
arise (such as responding to negative publicity).  
 
(1 marks per point up to a maximum of 5 marks) 
 

d) Corporate Governance  
 
Corporate governance is the system of rules, practices, and processes by which a firm is 
directed and controlled. Corporate governance essentially involves balancing the interests of a 
company's many stakeholders, such as shareholders, senior management executives, 
customers, suppliers, financiers, the government, and the community.  
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Since corporate governance also provides the framework for attaining a company's objectives, it 
encompasses practically every sphere of management, from action plans and internal controls 
to performance measurement and corporate disclosure. 
 
(1 mark up to a maximum of 5 marks) 
 

(Total 25 marks for Question 1) 
 
 

 
QUESTION 2 

 
a) Executive vs. non-executive directors 

 
Executive directors are full time members of staff, have management positions in the 

organisation, are part of the executive structure and typically have industry or activity-relevant 

knowledge or expertise, which is the basis of their value to the organisation.  

(1 mark) 

 

Non-executive directors are engaged part time by the organisation, bring relevant independent, 

external input and scrutiny to the board, and typically occupy positions in the committee 

structure. (1 mark) 

 

Non-executive directors should act as a mentor and sounding board for partners, and ensure as 

far as possible their wellbeing. They can also help in the determination of appropriate levels of 

remuneration of partners, and have a prime role in appointing and, where necessary, removing 

partners. (0-3 marks) 

 

b) Duty of care and skill  
 
In accordance with section 228 CA 2014 directors are required to exercise reasonable skill, care 

and diligence in the performance of their duties. This requires them to act with the knowledge 

and expertise that may reasonably be expected of a person in the same position as the director, 

and the same knowledge and experience as the director.  

 

In addition to the legislation, the guidelines in relation to exercising this duty were also laid out in 

re City equitable ltd (1925). These require: 

 

- The directors must exercise the duty to a standard reasonably expected from a person of his 

knowledge and experience. 

- The director is not bound to give continuous attention to the affairs of the company and need 

only attend meetings when he can reasonably do so or at least regularly. 

- The director can delegate the duties of the company to the management provided it is 

normal business practice and there are no suspicious circumstances, although the director 

still has a duty to supervise the discharge of the delegated function, as per  re barings Plc 

(no5) (2000).  

 

The test to determine liability is a subjective standard test and the court will examine what is 

reasonable for that particular director. 
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The more qualified the director, the higher the standard will be expected from him, as 

established in dorchester finance Co ltd v stebbing (1977). (0-5 marks)  

 

Sanctions 

In accordance with section 232 where a director breaches his duty of care and skill he is liable 

to account to the company for any gain made directly or indirectly from the breach of duty, or 

indemnify the company for any loss or damage resulting from that breach. (0-2 marks) 

 
c) Role and responsibilities of non-executive directors in enhancing corporate governance 

 
NEDs should provide a balancing influence and help to minimise conflicts of interest. The Higgs 
Report, published in 2003, summarized their role as: 
 
- To contribute to the strategic plan 
- To scrutinize the performance of the executive directors 
- To provide an external perspective on risk management 
- To deal with people issues, such as the future shape of the board and resolution of conflicts. 
 
The majority of non-executive directors should be independent. Factors to be considered in 
assessing their independence include their business, financial and other commitments, other 
shareholdings and directorships and involvement in businesses connected to the company. 
However, holding shares in the company does not necessarily compromise independence. 
 
Non-executive directors should have high ethical standards and act with integrity and probity. 
They should support the executive team and monitor its conduct, demonstrating a willingness to 
listen, question, debate and challenge. 
 
It is now recognised as best practice that a public company should have more non-executive 
directors than executive directors.  
 
(Any 4 of the above points discussed in detail should be awarded marks between 3-3.5 per 
point up to a maximum of 13 marks) 
 

(Total 25 marks for Question 2) 
 
 
 

QUESTION 3 

a) Characteristics of ordinary shares  

These shares are classed as the equity shareholders of the company as they bear the burden of 
the company’s performance. They have the following characteristics:  
 

- They are risk takers as they are the last to be paid upon the liquidation of the business, and if 
there are no funds available on liquidation they receive no return on capital. 
 

- They possess the possibility of capital growth in that they have a right to a share of any 
available assets/funds upon winding-up if funds are available. 

 
- They receive a return called a dividend, but its payment is completely dependent upon company 

performance – if profits are available for distribution and the director’s declare a distribution then 
they may receive a dividend. 
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- Ordinary shares generally have the ability to influence company policy by exercising voting 

rights at meetings (Agm/egm) relating to company business. 
 
Partly-Paid Shares:  
The 100,000 €1 ordinary shares inherited are partly-paid shares. The characteristics of these 
shares are as follows: 
 

- These are shares purchased without paying the full amount due on subscription. 
 

- Where a person purchases partly paid shares and a call is made for the payment of the balance 
due then the shareholder is contractually obliged to pay the balance due. 

 
- If the company goes into liquidation then any sums outstanding on foot of partly paid shares are 

automatically called for payment – therefore, Jeremy has a potential liability on these shares of 
the unpaid portion (€70,000) 

 
- A shareholder who purchases partly-paid shares enjoys full shareholder rights in respect of 

these shares, including the right to a dividend on the paid up portion of these shares. 
 

(1 mark per point up to a maximum of 7 marks) 
 

b) Shares issued at a premium  

A share premium is where a company issues shares above their par nominal value – the excess 
in value is the premium.  In relation to the company accounts, the nominal value of the share is 
lodged into the issued capital account and the aggregate value of the premium must be lodged 
into the share premium account.  (0-2 marks).   

In accordance with section 62(2) CA 63 the account can only be utilized as follows:  

- Paying up un-issued shares for use in a bonus issue (a gift of shares to existing 
shareholders that converts the premium into share capital). 

- To write off the preliminary expenses of the company (such as a promoters preliminary 
expenses). 

- To write off any expenses, commission or discount relating to any issue of shares or 
debentures by the company. (0-4 marks) 
 

c) Issue of shares for non-cash consideration 

Although there is a general prohibition on issuing shares for non-cash consideration and the 
requirement that shares must be paid in full and by cash (0-1 marks), the Companies 
(Amendment) Act 1983 introduced new exceptions and rules regarding the issue for non-cash 
consideration as follows:  

- Section 26 requires that if the consideration for the shares is for work or services, the work 
or services must be performed prior to the allotment, and the contract for the allotment of 
shares on this basis must be delivered to the Company (0-1.5 marks) 
  

- Section 29 requires that if the consideration for the shares is an undertaking or promise to 
perform an act, that undertaking must be performed within 5 years (0- 1.5 marks) 

 
- Section 30 requires that if the consideration for the shares in a public company is a non-

cash asset, an independent valuer/qualified auditor must value the asset, within six months 
prior to the allotment, and prepare a report that must be filed with the registrar of 
Companies.   
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The report must contain the following:  
- The nominal value of the shares 
- The premium, if any, payable on the shares 
- A description of the consideration, the method used to value it and the date of the valuation 
- The extent to which the nominal value of the shares and any premium are to be treated as 

paid up by the consideration or in cash (section 30(6)). (0-3 marks) 
 

(Total 20 marks for Question 3) 

 

 

QUESTION 4 

a) Alteration of the Articles 
 
In accordance with section 15 CA 63 an alteration of the Articles requires a special resolution, 
which necessitates calling an extraordinary general meeting (egm) with 21 days clear notice, 
and approval by a 75% majority of voting shareholders in attendance at that meeting. (0-2 
marks) 
 
In assessing the validity of this alteration, the Court will take into consideration the fact that the 
right to alter the Articles is subject to such alteration not overriding the Companies Acts, the 
memorandum of Association and the general rules of law.  In addition, there is a legal 
requirement that the alteration to the Articles must be made bona fide and in the best interests 
of the company as a whole (as per Allen v gold reefs of West Africa [1990]) – in effect the 
question asked is if the alteration is in the interest of the “individual hypothetical member”.  
Where an alteration does not invidiously discriminate between shareholders, the Courts are 
inclined to hold that any such alteration is deemed to be in the best interests of the company as 
a whole.  However, if the alteration appears unreasonable when viewed objectively, then the 
Court has the ability to invalidate the alteration.  
 
This determination will be made based on the individual facts of each case.   In greenhalgh v 
Arderne Cinemas ltd (1950) an alteration to the Articles altering a pre-emption clause that 
facilitated a direct sale of shares to non-members where an ordinary resolution was passed, 
was deemed valid as the majority of the shareholders genuinely believed that the change was in 
the best interests of the company as a whole.  Conversely, in brown v british Abrasive Wheel Co 
ltd (1919) an alteration to a company’s Articles to allow the 98% majority to buy out the 2% 
minority shareholders was held to be invalid as not being in the interest of the company as a 
whole.  
 
(1 mark per valid point up to a maximum of 8 marks) 
 

b) Voting at company meetings based on a show of hands as opposed to a poll 
 
The main distinction between these voting based on a show of hands and a poll vote are as 
follows:  
 
- In a vote based on a show of hands – each shareholder is only entitled to one vote, whereas 

with poll voting you can vote based on your actual shareholding. 
 

- A vote based on a show of hands is a public vote, whereas poll voting is by secret ballot. 
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- You cannot reflect proxy voting with a show of hands, but you can with poll voting. 
 

- There may be no actual record of voting based on a show of hands (this depends on the 
number of shareholders – there may not be an actual count of the votes for and against a 
resolution), whereas there is a permanent accurate record of all poll voting. 
 
(1.5 marks per valid point up to maximum of 7 marks) 
 

When requesting a Poll Vote: the following people can request a poll vote: (0-3 marks) 
- The chairperson 
- Three shareholders (present in person or by proxy)  
- 10% of the voting shareholders present in person or by proxy (section 137 CA 63) 

 

(Total 20 marks for Question 4) 

 

QUESTION 5  

Suggested solution could cover the following issues:  

a) Executive Directors in securing effective corporate governance outcomes 

In relation to the role an executive director plays in corporate governance, responses could 
draw on the matters highlighted in the UK Corporate governance Code in this regard, in terms of 
principles and supporting provisions, these being:  

- They have the same duties as all members of a unitary board, extending, as a board 
member, to areas beyond their ambit of responsibility in their executive roles. 

- They should be reminded of this by the Chairman of the board, in addition ensuring they 
receive appropriate induction and training in the process of developing their professional 
board skills. 
 

- They should not regard themselves as part of the CEO team when serving in their board 
roles: they should consider themselves as part of the unitary board, contributing to more 
effective decision making by virtue of 'greater knowledge, involvement and commitment at 
the point of decision’. 
 

- Executive Directors’ Board skills can be enhanced and further developed if they serve on 
other boards; the CEO is the highest ranking executive and s/he plays a key role in effective 
corporate governance, particularly with regard to proposing strategy to the board, and 
delivering agreed strategies. 
 

- A key and crucial relationship is that between the Chairman and CEO, a relationship that 
should be articulated and recorded formally for the purpose of ensuring that there is no 
overlap between the two roles; as the most senior executive in the company, the CEO has 
the key role to play in setting the ‘tone at the top’ of the organisation, setting good example 
to employees around issues relating to how the board expects them to display appropriate 
corporate values, culture and behaviour consistent with same. The CEO also ensures the 
views of employees are communicated to the board, particularly in relation to issues 
relevant to the business. 
 

- The CEO plays a critical role in ensuring s/he is aware of executive directors’ views on 
business issues so as to enhance the quality of discussion and decision making in the 
boardroom; the CFO has an important role to provide ‘high‐quality information to the board 
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on the financial position of the company’; and executive directors have detailed knowledge 
of the workings of the company, giving them particularly important insights when dealing 
with strategic matters. They should, however, appreciate the role their NED colleagues play 
in relation to the provision of effective constructive challenge, and the Chairman and CEO 
should ensure this important process takes place.  
 
0.5 marks for each issue identified 
1 .5 marks for each issue discussed, dependent on the quality of response evidenced  
(Total 10 marks) 

 
b) Components and characteristics of the decision-making processes 

 
In relation to decision making of an effective board, the following issues could be pertinent to the 
response, in line with frC guidance in this regard: 
 

 The critical, and most important, factor in being an effective board is the ability to take, and 
arrive at, good quality decisions, a process that should be underpinned by quality information 
sources. 
 

 To facilitate the achievement of good quality decisions, boards should devote time to developing 
decision making processes of how it, as a forum for effective decision making, organizes itself, 
the board agenda, and the work schedule of the committees that serve the board;  

 

 This process, according to the financial reporting Council, is best facilitated by:  
 

- ‘High‐quality board documentation; 
- Obtaining expert opinions when necessary; 
- Allowing time for debate and challenge, especially for complex, contentious or business 

critical issues; 
- Achieving timely closure; and 
- Providing clarity on the actions required, and timescales and responsibilities’.  

 

 The FRC further draw attention to the issues boards should be aware of that can limit decision 
making effectiveness, these being:  
 
- ‘A dominant personality or group of directors on the board, which can inhibit contribution 

from other directors; 
 

- Insufficient attention to risk, and treating risk as a compliance issue rather than as part of the 

decision‐making process, especially in cases where the level of risk involved in a project 
could endanger the stability and sustainability of the business itself; 

 
- Failure to recognise the value implications of running the business on the basis of self-

interest and other poor ethical standards; 

- A reluctance to involve non‐executive directors, or of matters being brought to the board for 
sign‐off rather than debate. 
 

- Complacent or intransigent attitudes;  
 

- A weak organisational culture; or 
 

- Inadequate information and analysis. 
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 With regard to the role judgment plays in securing effective, quality decisions, best practice 
draws attention to the key governance issues boards need to alive to, particularly those that 
interfere with judgment. These include: the recognition of conflicts of interest; the distortion to 
decision making emotional attachments can bring, a point related to the conflict of interest issue; 
and relying too heavily on past decisions to make decisions in the future.  

 

 Best practice in relation to board effectiveness further argues that the following matters should 
be borne in mind when attempting to make better decisions: an explanation of the process for 
preparing information for the board in assisting it make decisions about the proposals being 
presented to the board; the option of seeking independent, third party expert opinion about 
issues the board is considering; considering the establishment of ad hoc board committees to 
consider issues in further detail; and having reviews of past decisions, good and bad, to assess 
the effectiveness of the decision making processes undertaken by the board.  

 
0.5 marks for each issue identified 
1 .5 marks for each issue discussed, dependent on the quality of response evidenced  
(17 marks)  
(3 professional marks) 
 

(Total 30 marks for Question 5) 

 

QUESTION 6 

a) Key issues relating to the audit committee and the relationship it has with the board of 
directors 
 
Suggested solution could cover the following issues: 
 
With regard to issues relevant to risk management and internal control, responses could draw 
on the matters highlighted in the UK Corporate Governance Code in this regard, in terms of 
principles and supporting provisions, these being, in relation to the board:  
 
- Having responsibility for the determination of risk appetite of the company in the pursuit of 

strategic objectives. 
 

- As part of the process of establishing the nature and extent of the significant risks willing to 
be taken, processes for determining risk tolerance and the operation of systems to monitor 
risk should be developed. 

 
- Having responsibility for the maintenance of sound systems of risk management and 

internal control. 
 

- Conducting annual reviews, at least, of the systems of risk management and internal 
control, followed up with reporting the outcomes of these reviews to shareholders. 
 

- Ensuring that reviews of systems are comprehensive in terms of coverage, ensuring that all 
manner of control are covered, spanning financial, operational and compliance controls.   
 
0.5 marks for each issue identified 
1 .5 marks for each issue discussed, dependent on the quality of response evidenced  
(9 marks) 
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b) The role and responsibilities of the audit committee as part of corporate governance 
arrangements 
 
In relation to the role audit committees play in corporate governance, responses could draw on 
the matters highlighted in the UK Corporate governance Code in this regard, in terms of 
principles and supporting provisions, these being:  
 

 The principal responsibilities of the audit committee being articulated formally in written terms of 
reference that sets out its ambit of activity, including: 
 
- The monitoring of the integrity of the company’s financial statements, in the process 

reviewing significant financial reporting judgments and announcements relating to financial 
performance. 
 

- Reviewing the company’s internal financial controls if this is not already done separately by 
either a separate risk management committee. 

 
- Reviewing the internal control and risk management systems of the company. 

 
- Monitoring how effective the company’s internal audit function is. 

 
- Making recommendations in relation to the appointment, re-appointment, removal and 

remuneration of the external auditor. 
 

- Reviewing and monitoring the independence and objectivity of the external auditors and the 
effectiveness of the overall audit process, having regard for the regulatory context in which it 
is conducted. 
 

- Developing and implementing policy relating to the supply of non-audit services by the 
external auditors, having regard to relevant ethical guidance in relation to this issue. 
 

- A catch all provision requiring it to report to the board any areas where proactive action or 
improvement is required. 
 

- The need for the audit committee to prepare a report for the board setting out it has 
discharged its responsibilities. 

 

 The terms of reference of the audit committee being made available, clearly setting out the 
nature of its role, and how this relates to the board. 
 

 The provision of advice to the board on whether ‘the annual report and accounts, taken as a 
whole, is fair, balanced and understandable and provides the information necessary for 
shareholders to assess the company’s performance, business model and strategy’. 
 

 The role of the audit committee in reviewing arrangements to facilitate employees of the 
company reporting potential improprieties, the committee ensuring that appropriate 
arrangements are in place for the independent and meaningful investigation of such allegations. 

 

 As part of the role of the audit committee reviewing the effectiveness of the internal audit 
function, the committee should regularly consider the need for an internal audit function in a 
company that does not have one, with explanations provided if necessary. 
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 The need for a separate section of the annual report that sets out the activities undertaken by 
the audit committee in discharging its governance role, including: the key issues the committee 
dealt with in relation to the financial statement, and how the committee dealt with these issues; 
an ‘explanation of how it has assessed the effectiveness of the external audit process and the 
approach taken to the appointment or reappointment of the external auditor, and information on 
the length of tenure of the current audit firm and when a tender was last conducted’; and an 
explanation of how the objectivity and independence of the external auditor were maintained in 
the case of where the external auditor has provided non-audit services. 

 

 
 
0.5 marks for each issue discussed  
1.5 marks for each issue evaluated, dependent on the quality of response evidenced  
(18 marks)  
(3 professional marks) 
 

(Total 30 marks for Question 6) 

 
 
 


