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CHANGES TO THE AUDIT EXEMPTION RULES – A BRIEFING PAPER 
 
 

The UK government has announced some key changes to company audit exemption rules. 
Some subsidiary companies that currently require an audit may now be able to obtain an 
exemption from audit provided that certain conditions are met.  
 
 
Existing Rules  
 
Under the existing rules a UK incorporated subsidiary company is required to have its 
financial statements audited if the subsidiary is medium or large, is part of a medium or 
large group or is ineligible for audit exemption for other specific reasons.  
 

A company or group is medium or large if it exceeds two of the following three limits: 
 

 Company turnover of £6.5 million/Group turnover of £7.8 million 

 Company gross assets of £3.26 million/Group gross assets of £3.9 million 

 50 employees 
 
New Rules 
 
Under the new rules which are effective for financial years ending on or after 1 October 
2012 a subsidiary can claim exemption from audit if the following conditions are met: 
 

 its parent is established under the law of an EEA state; 
 

 the subsidiary is included in the parent’s consolidated accounts for the relevant 
financial year or to an earlier date in the same financial year; 

 

 the parent undertaking discloses in the notes to their consolidated accounts that 
the subsidiary has taken the audit exemption. 

 
In addition the company is required to deliver the following documents to the Registrar of 
Companies on a date before the accounts are due: 
 

 a written notice that all members of the company agree to the exemption in respect 
of the relevant financial year; 
 

 a correctly completed statement from the parent undertaking that it guarantees the 
liabilities of the subsidiary;  

 

 a copy of the parent undertaking’s consolidated accounts including a copy of the 
auditor’s report and the annual report on those accounts. These accounts must be 
translated into English. 

 

 
A DIFFERENT 

 

PERSPECTIVE, A BROADER VIEW 
 



 

 
 
Will all Subsidiaries Claim the Exemption 
 
Some subsidiaries will be required to continue with the audit because there are a number of 
exclusions that apply – for example if the subsidiary is quoted or has certain FSA 
authorisations it will still require an audit. 
 
In other cases the group may require the subsidiary to continue with the audit. The parent 
company may not be willing to provide the necessary guarantee or the group financial 
reporting process may still require an audit.  
 
Often a group will have incorporated a separate UK company to provide limited liability and 
isolate from the rest of the group potential liabilities that may arise in the UK. Providing a 
guarantee over the liabilities of the subsidiary will defeat the object of having a separate 
company. 
 
In many cases a parent company will value the audit process as it provides comfort over the 
UK accounts and the systems and controls operated by UK management.  
 
If the UK subsidiary is a significant component of the group then it is likely that the group 
auditors will require the audit to take place. Sometimes it may just be easier and more cost 
effective for the subsidiary. 
 
 
For more information please contact  
 
 

    
 
 
 
 
 
 

 

Alex Peal – Audit Partner  
Tel: +44 (0)118 9590261 
Email: apeal@jamescowper.co.uk 


