EXPLANATORY MEMORANDUM TO

THE COMPANIES AND PARTNERSHIPS (ACCOUNTSAND AUDIT)
REGULATIONS 2013

2013 No. 2005

1 1.1  This explanatory memorandum has been prefgréte Department for
Business, Innovation and Skills and is laid bef@agliament by command of Her
Majesty.

2. Purpose of the instrument

2.1  This instrument amends Part 15 of the Companie28@6 (“the 2006 Act”)
and the Partnerships (Accounts) Regulations 20f8e 2008 Regulations”). It
corrects defects in the implementation of CoundieEtive 90/605/EE&(“the
Directive”). The principle effect of these regutats is to amend the scope of
application of those provisions of the 2006 Act @008 Regulations that implement
the Directive, to make sure that all the partngasiaind unlimited companies covered
by the Directive are also covered in the UK’s inmpéantation. Those “qualifying
partnerships” and unlimited companies are theneslbp the same accounting,
reporting and auditing requirements as limited camgs under Part 15, Chapter 1 of
Part 16 and Part 42 of the 2006 Act.

2.2  This instrument also amends Parts 15 and 1&ed?006 Act and the Limited
Liability Partnerships (Accounts and Audit) (Apg@ion of the Companies Act 2006)
Regulations 2008(“the 2008 LLP Regulations”) to complete a packafje
amendments consequential to the implementatioriretfve 2009/110/EC(“the
Electronic Money Directive”) in the Electronic Mop&egulations 20L1(“the 2011
Regulations”).

3. Mattersof special interest to the Joint Committee on Statutory Instruments
3.1 None.
4. L egislative context

Requirementsrelating to the preparation, publication and audit of accounts and
reports of unlimited companies and qualifying partnerships

4.1  The Directive extends the scope of the FourthSeventh Company Law
(Accounting) Directives to require certain partigos and unlimited companies to
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prepare, and where applicable, to obtain an afidibeir accounts and reports as if
they were limited companies. The Directive therertswithin the Fourth Company
Law (Accounting) Directive specific Member Statdiops in relation to the
publication of the accounts of those entities.

4.2  The Department for Trade and Industry submiedExplanatory
Memorandum on a draft of the Directive to Parliabem4 June 1990 (Council
Document No 6847/86). The House of Commons Eurofeantiny Committee
considered it politically and legally important acldared it (Report No.24, Session
89/90). The Lords Select Committee on the EU reteirto Sub-Committee A and
cleared it (Progress of Scrutiny, 26th June 19@8sfen 89/90).

4.3  The UK’s original implementation of the Direaiwas contained in the
Partnerships and Unlimited Companies (Accounts)uReigns 1993and the
Partnerships and Unlimited Companies (AccountsuReéions (Northern Ireland)
1994, both of which were revoked by the 2008 Regulation 6 April 2008 and
replaced, for qualifying partnerships, by thoseutagions; and for the unlimited
companies affected, by provisions of the 2006 Assli.

4.4  Part 15 of the 2006 Act and regulations madkeun concern the accounts
and reports to be prepared by a company. It catodaonce on 6 April 2008, applying
to financial years beginning on or after that datee requirements apply to all limited
companies and unlimited companies. However, sedéi@of the 2006 Act provides
an exemption from the requirement to file accoamd reports for unlimited
companies, which is intended to be tailored in su@hay to take account of the
requirements of the Directive.

4.5  The 2008 Regulations concern the form and obmifethe annual accounts and
consolidated accounts of certain types of partgssiPartnerships are not subject to
the 2006 Act. However the 2008 Regulations appdyptovisions of Part 15 and of
chapter 1 of Part 16 of the 2006 Act (preparatiot audit of accounts and reports) to
“qualifying partnerships” as defined in regulati®of the 2008 Regulations.
Qualifying partnerships are intended to be thoseeg# partnerships and limited
partnerships that are subject to the requiremdritseedirective. The requirements of
the 2006 Act apply to the preparation and, whepiegble, the audit of the accounts
of qualifying partnerships, as if those partnershigre limited companies. However,
the 2008 Regulations also contain some provisipasiBc to qualifying partnerships
on the publication of their accounts.

4.6  The 2008 Regulations also implement in pare@ive 2006/43/EE They
contain requirements relating to the appointmedtdiamissal of auditors, which are
equivalent to the requirements on companies in Fadf the 2006 Act. They also
apply the Companies (Disclosure of Auditor Remutienaand Liability Limitation
Agreements) Regulations 20880 qualifying partnerships; and the provision$aft
42 of the 2006 Act to statutory auditors of quafhtypartnerships.
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Requirements specific to e-money issuers and groups containing an e-money issuer

4.7 HM Treasury submitted an Explanatory Memoranduna draft of the
Electronic Money Directive to Parliament on 31 Q&n2008 (Council Document No
14201/08). The House of Commons European Scrutongr@ittee cleared it on 24
June 2009. It was cleared by the House of Lordgfigan Scrutiny Committee on 22
April 2009, following letters to the Government 88 November 2008 and 17
December 2008 and replies by Lord Myners, thenrieiah Services Secretary, to the
Chairman on 2 December 2008, 30 March 2009 andri2 2Q09.

4.8  The Electronic Money Directive was implementethe UK by the 2011
Regulations, which commenced between February qumid 2011. The 2011
Regulations contained certain consequential amentinie the 2008 LLP Regulations
affecting the application of the 2006 Act to LLPRwever certain others were missed
and no consequential amendments were made to @teA1 itself. This instrument
aims to correct these omissions.

4.9  This instrument is made under a combinatiomoo¥ers in the Companies Act
2006, the Limited Liability Partnership Act 200@nd section 2(2) of the European
Communities Act 1972,

5. Territorial Extent and Application

5.1  This instrument applies to all of the Unitechg@dom. The UK Government is
responsible for company law in England and WalekiarScotland. The Northern
Ireland administration has agreed that, while camggaw remains a transferred
matter within the legislative competence of thetNem Ireland Assembly, the 2006
Act and associated legislation on companies anh@ahips should apply to the
whole of the United Kingdom.

6. European Convention on Human Rights

6.1  The Parliamentary Under Secretary of State Bympént Relations and
Consumer Affairs has made the following statemegarding human rights:

In my view the provisions of the Companies andriadhips (Accounts and Audit)
Regulations 2013 are compatible with the Europeamv€éntion on Human Rights.

7. Policy background
What is being done and why?

7.1 Limited partnerships are formed of at least geeeral partner and one or
more limited partners. The general partrfeage unlimited liability. The Fourth
Company law Directive requires that limited parsigps which have as general
partners only limited liability entities of the tgp specified in the Directive must
prepare and publish accounts, notwithstandingdha bf the limited partners. This
was explained when the Government consulted oorianal implementation of the
Directive in 1992.
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7.2 Atthe end of 2009 it was brought to the attenof the Department for
Business, Innovation and Skills that there washrteal defect in the drafting of the
2008 Regulations. As a result, some limited pastmes interpreted the 2008
Regulations as not applying to them where at leastof their limited partners did not
take the form of one of the limited liability eméis specified in the Directive (for
instance a limited partner was an individual), rdgss of all the general partners
being limited liability entities of the type speaeid.

7.3 Regulation 4(3) of this instrument replacesdétective definition of
“qualifying partnership” in the 2008 Regulationghva longer, clearer, systematic
definition. It then inserts a new regulation 3A alihreplaces the previous provisions
on interpretation of references to a “member” gualifying partnership with a new
longer, systematic provision on the interpretabbthese references for the purpose
of the remainder of the 2008 Regulations.

7.4  Regulation 4(4) of this instrument amends raijoh 6 of the 2008
Regulations consistent with the provisions discdisg®ve to make sure the intended
qualifying partnerships are covered by the requineinto make accounts available for
inspection . The amendment to regulation 6 of B@B2Regulations also fills a further
gap in implementation by requiring that accountaailable for inspection at a UK
address where a partnership has moved its pringipeé of business out of the UK.

7.5 Regulation 2(3) to (6) of this instrument amgerdction 448 of the 2006 Act to
correct the implementation of the Directive agiplées to unlimited companies all of
whose members are limited liability entities of tiipes specified in the Directive,
where one or more of these is a limited partnerghipresent certain of these
unlimited companies are able to take up the exemgtom filing accounts and
reports where this is not permitted by the Dirextiv

7.6 Regulations 5 and 6 of this instrument makeseqoential amendments to the
Small Companies and Groups (Accounts and DirecRegort) Regulations 2068
and the Large and Medium-sized Companies and Gr@\geounts and Reports)
Regulations 2008.

7.7 Regulation 2(2) and (7) to (9) of this instrunhmake amendments to the
definitions of the term “e-money issuer” in the BO8ct. These definitions apply for
the purposes of certain provisions in Part 15 (aots) and Part 16 (audit) on the
availability of audit and accounting exemptions emthe 2006 Act. These are
consequential amendments which were missed whe20Dthe Regulations were made.
Regulation 3 makes some of the same amendmerits 2008 LLP Regulations.

7.8 Finally, regulation 7 of this instrument revekegulations which amended the
predecessor Regulations to the 2008 Regulatioresrddulations revoked are the
Partnerships and Unlimited Companies (Accounts)éAdment) Regulations 2085
and the Partnerships and Unlimited Companies (Aus)Amendment) (Northern
Ireland) Regulations 204%
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Consolidation
7.9 None
8. Consultation outcome

8.1  The Department for Business, Innovation andlsSkublished draft regulations
to rectify the technical defect in the 2008 Regals relating to limited partners in a
gualifying partnership on 13 April 2010.

8.2  The deadline for comments on that draft passefl July 2010. Comments
were received from the British Venture Capital &mivate Equity Association and the
Institute of Chartered Accountants in England araléd. The comments resulted in
one change to the draft regulations, to amenddhentencement arrangements so that
this instrument applies for accounting years beagmon or after a certain date (now 1
October 2013).

8.3  Asthe amended draft regulations were neahagbint where they were due
to be made in autumn 2011, further issues camghbprompted by a member of the
public who contacted BIS having read the draft l&tjpns. These issues concerned
the scope of the 2008 Regulations and more spaltyfivhich partnership structures
should be covered by the requirements. Similarlprab emerged in relation to
unlimited companies.

8.5 All the further amendments have been develepgdfurther informal
consultation with the original consultees on theeadments to the 2008 Regulations.
We have also discussed with them further amendntieatdhave been needed to
regulation 6 of the 2008 Regulations, as well agotonsequential amendments.

8.6  The amendments contained in this instrumetitaalefinitions of “e-money
issuer” have been developed in consultation wighRimancial Conduct Authority and
HM Treasury.

9. Guidance

9.1 Companies House will be amending the followBwgdance documents on its
website to reflect the amendments that have beele oy this instrument:

* Chapter 9 of Life of a Company Part 1 Annual Reguients (GP2) -
available atvww.companieshouse.co.uk/about/gbhtml/gp2.shtml#ch9

» Limited Partnership (GPO2) — available at
www.companieshouse.co.uk/about/gbhtml/gpo2.shtml

9.2  Companies House guidance for Limited Partnpsshill also be modified to
reflect modifications made to the Limited Partngoshct 1907 by the Collective
Investment in Transferable Securities (ContracBcileme) Regulations 2013“the
2013 Regulations”). The 2013 Regulations introddo#ective Investment Schemes
structured as Limited Partnerships. These modRadnerships are likely to be
structured as qualifying partnerships, which wahlerefore be covered by the
requirements of the 2008 Regulations.

7 At the time of publishing this Explanatory Memodam, the 2013 Regulations have been laid in deftire
Parliament.



10.

11.

12.

I mpact

10.1 The principle impact of this instrument resdiforn the correction of technical
defects in the 2008 Regulations and the 2006 Aating to the implementation of the
Directive. An Impact Assessment has been preparédsaattached to this
Explanatory Memorandum. It finds that between 5,800 8,000 limited partnership
investment funds are likely to be affected and thatcosts are likely to be between
£8,000 and £30,000 per limited partnership affeatedost cases. These would be
likely to double in the first year and would be lingg for around 10% of limited
partnerships that will not be able to take advamtaigecent changes introduced to
UK Generally Accepted Accounting Principles allogithem not to produce
consolidated accounts.

10.2 The Regulatory Policy Committee has validabedGovernment’s assessment
that the changes will represent a Regulatory “INthvan Equivalent Annual Net Cost
to Business of £190.5 million. The Impact Assesdmeaihbe published alongside the
Explanatory Memorandum at www.legislation.gov.uk.

10.3 The amendments contained in regulation 2(@)@nto (9) and regulation 3 of
this instrument to the definitions of “e-money”ugss are covered by HM Treasury’s
original Impact Assessment on the 2011 Regulatihg;h is available at
www.legislation.gov.uk/uksi/2011/99/impacts.

Regulating small business

11.1 When qualifying as small, assuming they atecovered by exclusions for
certain financial services providers, partnershoipsnlimited companies affected by
this instrument will be able to take advantagehef¢mall companies accounting and
audit exemptions available in the 2006 Act.

11.2 This instrument is covered by the GovernmétitisStatement of New
Regulation (July to December 2013). That stateraksat covers the implementation
of certain new accounting exemptions for micro dizempanies via the first phase of
theimplementation of the “Micros Directivé®. When qualifying as micro-sized,
subject to exclusions for certain financial sergipeoviders, unlimited companies
affected by this instrument will be able to takeaatage of the accounting
exemptions being made available.

Monitoring & review

12.1 This instrument continues the implementatio@auncil Directive

90/605/EEC amending the Fourth and Seventh Comipawy(Accounting)

Directives. The implementation of these changekbeilreviewed in 2018 at the same
time as the implementation of the new accountirepgtions for micro sized
companies via the implementation of the Micros Etikee which also amends the
Fourth Company Law (Accounting) Directive. .

'8 Directive 2012/6/EU of the European Parliament afithe Council of 14 March 2012 amending Council
Directive 78/660/EEC on the annual accounts ofaietlypes of companies as regards micro-entities



13. Contact

Paul Smith at the Department for Business, Innowatind Skills (tel: 020 7215 4164
or email: pauld.smith@bis.gsi.gov.uk) can answestjons about this instrument.



