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INSTRUCTIONS TO CANDIDATES AND INVIGILATORS

Answer FOUR questions from SEVEN

Students will be supplied with:

Selected Statutory Summaries
QUESTION ONE
Answer both part a) and part b)

a)
The Financial Services Authority has heard rumours of financial impropriety at Mogul Lorentz plc, a large investment bank.
Describe how the FSA might begin to establish what, if anything, is going on at Mogul Lorentz.

(30 marks)

b)
As a result of the investigations above, the FSA strongly suspects that Mogul Lorentz’s market-makers and brokers are involved in manipulating prices in Eastern European securities traded in London. 
How might they now proceed with this case?

(70 marks)

QUESTION TWO

Answer both part a) and part b)

a) ‘In terms of the primary money laundering offences, the Proceeds of Crime Act 2002 has succeeded in eliminating some of the inconsistencies in the old legislation but only at the expense of introducing new controversies.’


              Briefly evaluate the above statement.



(50 marks) 
b) Mick is a career criminal who uses his haulage business as a front to disguise his activities.

Ron is Mick’s brother and he assists him by doing the banking for his business. Last year, Mick gave him £30,000 to buy a new car.

Sam is a local plumber. Sam installed a new central heating system in Mick’s house last year. Sam is aware that Mick has a very dubious reputation, but says that he doesn’t care where Mick’s money came from because Mick paid him on time and gave him a nice bonus for finishing the work a week early.

Discuss any criminal liability in terms of money laundering that 
the above may have.


                    (50 marks)

QUESTION THREE

Clifford is an old friend of yours from college. He is currently a director of a food importation business. Knowing that you are a practising financial services lawyer, he now seeks your advice. His firm wishes to raise £3 million pounds by issuing more securities in the company.

Advise Clifford on the potential legal formalities surrounding such an issue.

QUESTION FOUR
Tom is the company secretary of Wireless Household Optics plc (WHO), a home security systems provider. The company has its own pension scheme. Tom discovers that the impact of a new accounting procedure involving corporate funds invested for employee pensions is that the company will appear to be close to insolvency. He is not looking forward to the board meeting in 2 weeks time at which he will have to explain his findings. During an evening at his club, Tom tells Roger about his concerns and the obvious negative effect that the news will have on WHO’s share price.

Roger knows that his sister Petra has a substantial holding in WHO. He calls her and relates the content of his conversation with Tom. He tells Petra that she should sell her shares in WHO as soon as possible.

The next day, Petra places an order to sell her WHO shares with Jo, her stockbroker. Jo is puzzled by this decision because Petra is a long-term holder of WHO shares. She is unconvinced that Petra’s decision to sell is explained by Petra’s assertion that she simply thought it was ‘time for a change’. 

Jo therefore suggests to Keith, her firm’s market maker in WHO shares, that he take a short position in WHO on the basis that Petra may ‘know something’. Keith follows her advice and sells a moderate amount of WHO shares short.

Following the board meeting that Tom was dreading, WHO announce the effect that the new pension accounting provisions will have on its balance sheet. The price of WHO shares on the ISE begins to plummet and Keith closes out his short position at a substantial profit.

Two weeks later, the FSA announces that they are investigating the possibility of insider dealing prior to WHO’s announcement.

Explain the potential criminal liabilities faced by Tom, Roger, Petra, Jo and Keith.    

QUESTION FIVE
Answer parts a), b) and c)

a)
Peter and Helen are a broker and a market-maker respectively. They work for a mid-size British stockbroker and they both have a large personal holding in Inspector Rat Holdings plc. IRH produces hip-hop music and there has not been much activity in terms of trading in their shares recently. They persuade their friend Ken, who is a technician at a large Japanese fund manager, to blank out certain parts of the feed to his employer’s screens first thing on Thursday morning. Late on Wednesday evening, Peter makes a call to Phil, who is a fund manager with Ken’s employers, and is very upbeat about IRH’s prospects, saying that there are rumours of a big star signing to their label. IRH shares closed at 90 - 92p. On Thursday morning, Ken does blank out part of the feed and Phil’s screen shows that only Helen is making a market in IRH shares and her price is 95-105p. Phil assumes that the news of the new signing has leaked out and that IRH shares are about to become suspended. He buys as much stock as possible from Helen at 105p. Word gets out that the Japanese are big buyers of IRH and the stock continues to rise, allowing Helen and Peter to sell their holdings at a substantial profit. 

Discuss any criminal liability the parties may face.

(50 marks)  
b)
Ray and Ahmed work in the corporate finance department of a major investment bank. They are preparing a prospectus relating to an IPO for Grungo plc. Ahmed is about to incorporate the profit forecasts for the next financial year when he notices that it suggests a 100% rise over the previous year. He suggests to Ray, who is the director in charge of prospectus preparation, that the figure may be a misprint. Ray says ‘I don’t give a damn; we haven’t got time to change it and it looks good anyway. Leave it in’. The prospectus goes out and the IPO is a huge success, with many investors paying a large premium as a result of the forecast. The forecast figure turns out to be an error. 


Discuss any criminal liability the parties may face.

           (25 marks)

c)
Briefly outline the rationale behind, and nature of, any civil penalties that may have been incurred by the behaviour outlined in parts a) and b) above.



(25 marks)
QUESTION SIX

Consider the proposed business ventures outlined below:
i) Rutger is considering setting up an on‑line newsletter containing City                            gossip, traders' opinions on the state of the various markets and news‑flashes pertaining to reports of company earnings announcements etc.

ii) Arnold and some colleagues wish to establish a `no frills' order execution service for trades in equities quoted on the Alternative Investment Market.
iii) Jean‑Claude is the senior partner in a firm of surveyors and valuers. The firm now wishes to offer a mortgage advice service to clients that employ the firm to carry out valuations on prospective homes.

iv) Bruce is considering an offer from NoMore Security plc to become one of their accredited self‑employed life assurance consultants. Alternatively, he is also considering establishing his own business advising on the same type of product and, perhaps, other collective investment schemes such as unit trusts but independent of any single provider.

Explain how the regime for the regulation of financial services provision would have impacted upon these ventures since December 1st 2001 and advise as to the optimum method of compliance with the regime.
QUESTION SEVEN
Answer both part a) and part b)

a) Critically evaluate the rationale behind the enactment of the Fraud Act 2006.
(70 marks)

b) Briefly analyse the function of the Financial Ombudsman Service and describe the challenges that the Service may expect in the future.
(30 marks)
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