Company Finance Multiple Choice Questions (University of Law SQE Sample Questions)
Question 1 
A private company has the Model Articles of Association with no amendments. The company proposes to borrow £500,000 from a bank. The loan agreement will be signed as a contract by the company. The company does not have a company seal or a company secretary. 
Which of the following best describes the minimum execution formalities required in order for the loan agreement to be binding on the company? 
A The loan agreement must be signed by two directors, whose signatures must be witnessed. 
B The loan agreement must be signed by the company by a person acting under its authority express or implied. 
C The loan agreement must be signed by two authorised signatories, whose signatures must be witnessed. 
D The loan agreement must be signed by two directors or one director in the presence of a witness who attests the director’s signature. 
E The loan agreement must be signed by the company by two directors acting under its authority express or implied. 
Answer 
Option B is correct. This is the minimum required for a contract as set out in s 43 CA 2006. The other options involve two signatories or one signatory and a witness, which is unnecessary for a contract. 

Question 2 
A bank has loaned money to a company on two occasions, and both times requested a charge over the company’s assets. The company has also granted security to another lender, a building society. Details of the security are set out below: 
1 May 2019: The bank lent the company £250,000, secured by way of a fixed charge over the company’s factory. The charge was not registered. 
1 June 2020: The bank extended the company’s overdraft facility. In return, the company executed a debenture in favour of the bank in which it granted it a floating charge over the company’s whole undertaking, to secure all monies outstanding to the bank at any time. The charge was correctly registered at Companies House. 
20 January 2021: The building society was granted a fixed charge over the company’s factory to secure a loan of £50,000. The charge was correctly registered at Companies House. 
Will the building society’s charge take priority over the bank’s charges? 
A Yes, because it was correctly registered at Companies House and the bank’s charges were not. 
B Yes, because the bank’s fixed charge is void and the building society’s charge, because it is fixed, takes priority over the bank’s floating charge. 
C No, because the bank’s second charge secures all monies outstanding to the bank at any time and was created before the building society’s charge, so the bank will take priority. 
D No, because the bank’s charges were created first and one of them was registered so the building society’s charge must take second place to the bank’s charges. 
E No, because the bank’s second charge secures all monies outstanding to the bank at any time and therefore the bank will take priority.

Answer 
Option B is correct. If a charge is not registered, it is still valid and enforceable between the chargor and chargee, but void against the liquidator and third parties. Fixed charges always rank ahead of floating charges, even if the floating charge was registered first. Fixed charges rank in order of date of creation, as long as they are registered.

Question 3 
A company has the Model Articles of Association with no amendments and an issued share capital of £100,000 ordinary £1 shares. There are two shareholders, a woman and a man. The woman owns 50,001 shares and the man, with whom the woman sometimes has a difficult working relationship, owns 49,999 shares. The company is seeking finance – it needs £200,000 to expand its business (the import and distribution of road bikes). The company will either borrow the money or issue 50,000 new shares to the man’s wife for £200,000. 
Which of the following best describes which is the better option in this case? 
A A loan would be better because interest rates are currently low. 
B A loan would be better because allotting more shares would make it difficult for the woman to pass or block ordinary resolutions. 
C A loan would be better because allotting more shares would make it more difficult for the woman to pass special resolutions. 
D Allotting more shares would be better because the company will not have to pay interest. 
E Allotting more shares to the man’s wife would be better because the current shareholders already know her.

Answer 
Option B is correct. Currently the woman can block and pass ordinary resolutions alone, because she has 50.001% of the shares. The allotment of more shares would dilute her voting power to less than 50% of the shares, so she could neither pass nor block an ordinary resolution without either the man or his wife voting in the same way. Option C is wrong because she will not be able to pass special resolutions alone after the allotment but cannot do so before the allotment either. Options A, D and E sounds plausible but these are weak arguments compared with option B
