DIRECTORS – SAMPLE SQE QUESTIONS *
Question 1 
It is early 2021. The client had a flourishing business until September 2020. In December 2020, the client’s managing director forgot to renew the fire insurance policy for the client’s warehouse. Shortly afterwards the warehouse burned down, destroying nearly all of the client’s stock. From then on, the managing director took every step she should have done with a view to minimising the potential loss to the client’s creditors if it went into insolvent liquidation. However, the client has just gone into insolvent liquidation as a result of the fire. 
In December 2020 the managing director was working both as managing director and buildings manager. 
Assuming that the court accepts the facts stated above, which of the following best describes whether the managing director will be liable for wrongful trading? 
A No, she will not be liable for wrongful trading because she made an innocent mistake. 
B No, she will not be liable for wrongful trading because she has a defence. 
C Yes, she will be liable for wrongful trading because she was negligent and this resulted in the client going into liquidation. 
D Yes, she will be liable for wrongful trading because she should not have been carrying out two jobs at once. 
E Yes, she will be liable for wrongful trading but the client will incur liability instead as her employer.

Answer 
Option B is correct. 
Liability for wrongful trading is personal to the director, and the employer is not vicariously liable. It may be that the managing director’s mistake will result in liability being established for wrongful trading under s 214 IA 1986, but in any event the managing director will be able to use the defence under s 214(3). This is that she took every step she should have done with a view to minimising the potential loss to the client’s creditors if it went into insolvent liquidation – and we are told in the question that she did do this.

Question 2 
The client is a director of an electronical wholesale company and a shareholder in an electronical retail company. 
If the client failed to mention their interest in the electrical retail company when the electrical wholesale company transacted with it, which of the following best describes their liability for breach of duty? 
A The client will not have breached their duties to the electrical wholesale company because their relationship with the electrical retail company cannot be regarded as giving rise to a conflict of interests. 
B The client is in breach of the duty to avoid conflicts of interest. 
C The client is in breach of duty, but the electrical wholesale company’s directors may be able to authorise the breach as long the client is not counted in the quorum and does not vote when the decision is taken. 
D The client may be in breach of their duty to declare an interest in a proposed transaction or arrangement. 
E The client is in breach of duty, but this breach can be ratified by the shareholders by ordinary resolution. 
Answer 
Option D is correct. 
Options A and B are wrong because we do not know enough about the situation to be able to say for sure whether there is or is not a conflict of interest. If the client’s shareholding in the electrical retail company is very small, the situation is unlikely to give rise to a conflict of interest, but we do not have enough facts to know whether this is the case. Option D is correct: the client should declare their interest unless it cannot be regarded as likely to give rise to a conflict of interest, and we do not know whether this is the case, so the client ‘may’ be in breach. Option C is wrong because it is not possible for the board to authorise a breach of the duty to declare an interest in a transaction. Option E is wrong because while the shareholders could ratify any breach by ordinary resolution, we cannot say for sure whether there is even a breach.

Question 3 
The client is a manufacturing company with three directors, an IT director, a managing director and an operations director. The client has the Model Articles with no amendments and its net asset value is £95,000. The IT director has 49% of the shares in a distribution company. The IT director wishes to sell a van to the client for £6,000 and the distribution company wishes to purchase a warehouse from the client for £80,000. 
Assuming that there are no agreements in place and no relevant resolutions have been passed, which of the following best describes what shareholders’ resolutions the client would need to pass in order that the transactions described above could validly go ahead? 
A An ordinary resolution to authorise the sale of the warehouse. 
B Two ordinary resolutions, one to authorise the sale of the warehouse and one to authorise the purchase of the van. 
C An ordinary resolution to authorise the purchase of the van. 
D A special resolution to authorise the IT director’s involvement in the purchase of the warehouse. 
E A special resolution to authorise the IT director’s involvement in the purchase of the warehouse and two ordinary resolutions, one to authorise the sale of the warehouse and one to authorise the purchase of the van.


Answer 
Option A is correct. 
The purchase of the van does not need to be authorised by the shareholders because its value is less than £100,000 and less than10% of the client’s net asset value of £95,000. The sale of the warehouse is a substantial property transaction (‘SPT’) and therefore does need to be authorised by the shareholders, by ordinary resolution under s 190. It is an SPT because: 
• It is a transaction between the company and a person connected to the company (the distribution company, because the IT director owns over 20% of the shares in the distribution company); 
• It involves a non-cash asset (the warehouse); and 
• It is of substantial value (over £5,000 and over 10% of the client’s net asset value of £95,000).
The IT director’s involvement in the sale of the warehouse does not need to be authorised as a separate issue from the ordinary resolution to authorise the sale of the warehouse.
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