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In a nutshell
The government is amending the Companies Act 2006 to:

• provide a new exemption from audit for subsidiaries with an EEA parent that is willing to guarantee
the subsidaries’ debts and liabilities. Dormant subsidiaries with such a guarantee will additionally be
exempt from preparing and filing financial statements; and

• align the small companies audit exemption more closely with small company accounting exemptions.
This will mostly benefit small companies with big balance sheets.

Draft regulations are being laid before Parliament and, once law, these changes will take effect for
accounting periods ending on or after 1 October 2012.

What’s changing for non-dormant subsidiaries?
A new audit exemption will remove the mandatory audit obligation for subsidiary companies and LLPs with an EEA
registered parent undertaking that fulfil all of the following conditions:

• an annual, unanimous declaration by the company’s shareholders (or LLPs members) to dispense with an audit;
• the parent undertaking gives a statutory guarantee of all outstanding liabilities to which the subsidiary is subject

at the end of the financial year to which the guarantee relates, until they are satisfied in full;
• the parent undertaking draws up audited consolidated financial statements that (a) include the susbsidiary and 

(b) disclose in the notes that the subsidiary has taken advantage of this exemption;
• the shareholder’s declaration and the statutory statement of guarantee, together with the parent’s audited

accounts must be filed by the subsidiary at Companies House; and
• the company’s balance sheet must contain a statement signed by the directors that it has taken advantage of the

exemption.

The exemption will not be available to quoted companies (i.e. listed on the Main Market of the London Stock
Exchange, admitted to trading on an EEA regulated market or traded on the NYSE or NASDAQ), authorised
insurance companies, banking companies, e-Money issuers, MiFID investment firms, UCITS management companies,
companies undertaking insurance market activity, trade unions and employer’s associations. It will, however, be
available to members of groups containing such entities.

What is changing for dormant subsidiaries?
Many dormant companies are already exempt from audit. Dormant subsidiary companies fulfilling the conditions
above will be exempted from the requirement to prepare and file accounts in addition to audit exemption.



Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (“DTTL”), a UK private company limited by guarantee, and its
network of member firms, each of which is a legally separate and independent entity. Please see www.deloitte.co.uk/about for a
detailed description of the legal structure of DTTL and its member firms.

Deloitte LLP is the United Kingdom member firm of DTTL.

This publication has been written in general terms and therefore cannot be relied on to cover specific situations; application of the
principles set out will depend upon the particular circumstances involved and we recommend that you obtain professional advice
before acting or refraining from acting on any of the contents of this publication. Deloitte LLP would be pleased to advise readers
on how to apply the principles set out in this publication to their specific circumstances. Deloitte LLP accepts no duty of care or
liability for any loss occasioned to any person acting or refraining from action as a result of any material in this publication.

© 2012 Deloitte LLP. All rights reserved.

Deloitte LLP is a limited liability partnership registered in England and Wales with registered number OC303675 and its registered
office at 2 New Street Square, London EC4A 3BZ, United Kingdom. Tel: +44 (0) 20 7936 3000 Fax: +44 (0) 20 7583 1198.

Designed and produced by The Creative Studio at Deloitte, London. 21327A

Member of Deloitte Touche Tohmatsu Limited

What’s changin  g for small companies?
Small companies have historically been audit exempt if the largest group of which they are part qualifies as small
and has a turnover <£6.5m and gross assets <£3.26m. The test is being relaxed and the conditions for small
company audit exemption will now be:

Company (and the largest group of which it is part) must meet two out of three conditions for at least two years in a row (or in its first year, 
if newly incorporated) 

Turnover Balance sheet total i.e. gross assets Employees

<£6.5m <£3.26m <50

(for a group, alternatively, <£7.8m before
elimination of intra-group turnover)

(for a group, alternatively, <£3.9m before elimination
of intra-group balances)

Exemption ceases   to be available if two of these limits are exceeded for two years in a row

This change will mostly benefit small companies with big asset bases but few, if any, employees. Such companies
were prevented from taking the existing small company exemption by the balance sheet total test.

What should directors think about when considering whether to take the subsidiary exemption?

Considerations for all directors considering taking audit exemption

Are audited accounts required for other reasons? Commercial agreements, loan facilities and government grants may require audited accounts, as may
regulators. Trading partners may also look for audited accounts.

Is the company going to be sold or floated? An audited track record is often required when selling a company. Equity and debt offerings require three or
two (as a minimum) year audited track records respectively.

To what extent do audits provide directors with
comfort in meeting their legal obligations?

Directors remain responsible for the truth and fairness of their financial statements, and for deciding if there
are sufficient distributable profits to pay any proposed dividend, irrespective of whether or not there is an
audit. For groups subject to HMRC’s Senior Accounting Officer (SAO) duty, the insights from an audit may be
helpful in forming the SAO’s views on accounting systems.

Additional considerations for directors of parents and subsidiaries taking the subsidiary exemptions

What is the potential impact of the guarantee on
the parent company?

Parent company directors will wish to consider whether giving a guarantee is in the best interests of the
parent company’s shareholders, balancing the savings from auditing (and,for dormant subsidiaries,
preparation and filing of accounts) with the potential for claims on the guarantee. It may be necessary in
some circumstances to book a provision or disclose a contingent liability in the parent’s own balance sheet,
which may have a consequential impact on the parent’s ability to pay a dividend.

Is the culture of the group such that not settling
the debts of a subsidiary would be unthinkable?

If the group would have to stand behind a subsidiary’s debts irrespective of a guarantee or lack thereof,
giving a guarantee would reflect commercial reality and result in audit savings. For example, in some
situations, one subsidiary defaulting would lead to creditors withdrawing supplies to other subsidiaries.

The extent of savings? ISA (UK and Ireland) 600, which governs group audits, is a tough standard and requires some work to be
done at the majority of components of a group, whether or not the subsidiary has a local statutory audit.
The extent of this work (and hence of the saving if no statutory audit is carried out) will depend on the
significance to the parent and materiality.


