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A guide to

Audit exemption for subsidiaries 
of an EEA parent

A SIMPLE GUIDE TO THE NEW AUDIT EXEMPTION FOR SUBSIDIARIES
This is a basic guide prepared by the Technical Advisory service for members and their clients. It is an introduction only and should not be used as a definitive guide, since individual circumstances may vary. Specific advice should be obtained, where necessary.

Requirement for Audited Accounts 

Section 475 of Companies Act 2006 requires that a company’s annual accounts must be audited unless the company is capable of claiming one the exemptions provided for by Act. 

Audit of Accounts 

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud or error. This includes an assessment of: whether the accounting policies are appropriate to the company’s circumstances and have been consistently applied and adequately disclosed; the reasonableness of significant accounting estimates made by the directors; and the overall presentation of the financial statements.
Companies Act 2006 requires the auditor to make a report to the company’s members that must state clearly whether, in the auditor’s opinion, the financial statements: 

· give a true and fair view of the state of affairs of the company as at the balance sheet date and of its profit or loss for the financial year; 

· have been properly prepared in accordance with the relevant financial reporting framework; 

· have been prepared in accordance with the requirements of CA 2006. 
Audit Exemption for Subsidiaries of an EEA Parent

A company that is not able to claim audit exemption on the basis of being a qualifying small or dormant company might still be exempt from audit under a new exemption available to subsidiaries of an EEA parent. 

The new exemption is introduced by section 479A of Companies Act 2006 and applies to accounts for financial years ending on or after 1 October 2012. 

Conditions for Exemption

A subsidiary company or LLP will be able to claim audit exemption if it fulfils all of the following conditions:   
(a) its parent undertaking is established under the law of an EEA (European Economic Area) state; 

(b) all members must agree to the exemption in respect of the financial year in question; 

(c) the parent must give a statutory guarantee, under section 479C ,of all the outstanding liabilities to which the subsidiary is subject at the end of the financial year; 

(d) the company or LLP must be included in the consolidated accounts drawn up by the parent undertaking, which must be prepared in accordance with the EC Seventh Company Law Directive or International Accounting Standards; 

(e) the use of the exemption by the subsidiary under Companies Act 2006 must be disclosed in the notes to the consolidated accounts drawn up by the parent; 

(f) the following documents must be filed by the directors or designated members of the subsidiary at Companies House on or before the date that they file the subsidiary’s accounts: 

i. written notice of the members’ agreement to the audit exemption; 

ii. a statement under section 479C by the parent that it guarantees the subsidiary’s liabilities; 

iii. a copy of the consolidated report and accounts of the parent undertaking and the auditor’s report on those accounts; 

(g) its equity share capital is not quoted on the London Stock Exchange, another official market within the EEA or the New York Stock Exchange or Nasdaq at any time in the year; 

(h) it is not an authorised insurance company, a banking company or LLP, an e-Money issuer, a MiFID investment firm or a UCITS management company, or carries on insurance market activity; and 

(i) it is not a trade union or an employer’s association. 
Statutory Guarantee of Liabilities 

The statement of guarantee of a subsidiary’s liabilities that is filed with Companies House must be authenticated by the parent and will have the effect of binding the parent undertaking to guarantee all the liabilities of the subsidiary that are outstanding at the end of the financial year, until they have been satisfied in full. Any person who is a creditor of the subsidiary at the end of the financial year will be able to enforce the guarantee against the parent undertaking. A creditor who has obtained a judgement against the parent guarantor in the courts of England and Wales, Scotland or Northern Ireland will generally be able to enforce that judgement in another EEA jurisdiction without issuing separate proceedings there.
Documents to be in English

The written notice of members’ agreement to the exemption and the parent’s statement of guarantee of liabilities will need to be in English, with exemptions for certain Welsh companies. Additionally if the copy of the parent company’s audited consolidated accounts is delivered in a foreign language, it will need to be accompanied by a certified translation into English to be filed at Companies House. Obtaining a certified translation of a set of group accounts may be an expensive exercise that may reduce the attractiveness of dispensing with the audit of accounts for a subsidiary.
Indirect Control

In the circumstances in which a UK dormant subsidiary is controlled by an EEA parent via an intermediary parent entity that is not established in an EEA state, the exemptions will still be applicable. In such a case the EEA parent will give the required guarantee and the audited group accounts to be filed at Companies House will be those of the EEA undertaking.   
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