EXPLANATORY MEMORANDUM TO

THE COMPANIES (REVISION OF DEFECTIVE ACCOUNTSAND REPORTS)
(AMENDMENT) (No.2) REGULATIONS 2013

2013 No. 2224

This explanatory memorandum has been preparedebyepartment for Business,
Innovation, and Skills (BIS) and is laid beforalRenent by Command of Her Majesty.

This Memorandum contains information for the J@ommittee on Statutory
Instruments.

Pur pose of the instrument

2.1 This instrument revokes and replaces the CamapdRevision of Defective
Accounts and Reports)(Amendment) Regulations 2812013/1971) before it comes
into force on I October 2013.

2.2. The Companies (Revision of Defective Acdewamd Reports) Regulations 2008
(S.1. 2008/373) set out detailed provisions on lwowmpanies should revise their accounts
and reports under the Companies Act 2006 (“thée208”) if they are found to be
defective. These Regulations amend S.I. 2008/@78fkect amendments made to the
2006 Act by the Enterprise and Regulatory Reforch 2013 (c.24) and the Companies
(Strategic Report and Directors’ Report) Regulai@013 (S.l. 2013/xxx)(“the 2013
Regulations”).

M atters of special interest to the Joint Committee on Statutory I nstruments

3.1 This instrument has been made a matter ohayge® revoke and replace Sl
2013/1971 before it comes into force. That instmiweas drafted to make amendments
to SI 2008/373 consequential upon the making ofraimeents to the Companies Act
2006 (c.46) as explained above. However that ingni contained a drafting error as it
was drafted to apply to financial years commencingr after i October 2013, and not
to financial years ending on or after"38eptember (see SI 2013/1971). That had the
effect that SI 2013/1971 was out of line with tipplecation of those amendments and did
not apply to the reports which it was intendedgplgto. In accordance with guidance
the Department has revoked the earlier instrumethr@placed it with this instrument
which is in the same substantive form save foratinendments to regulation 1(2) and 13
of SI 2013/1971.

L egidlative Context



4.1 Section 454 of the 2006 Act enables compulregtors to revise the accounts,
directors’ report or directors’ remuneration répghere they consider that the original
accounts or reports did not comply with the actimgnand reporting provisions of the
2006 Act or regulations made undeltialso enables voluntary revision of summary

financial statements.

4.2  Section 454 of the 2006 Act confers power on ther&ary of State to make
regulations providing for the application of theDBOAct provisions where there is voluntary
revision. S.l. 2008/373 set out the proceduresdtuntary revision. They cover matters such
as the method of revision, the functions of theitauslin relation to the revised documents
and the steps directors should take to bring renssto the attention of shareholders
(including persons nominated to enjoy informatimyits under section 146 of the 2006 Act).

4.3  Part 15 of the 2006 Act sets out the irequents in respect of the preparation of
accounts and reports by companies. Part 15 ofG@é Act is amended by the 2013
Regulations to repeal section 417 (business revaed)remove it from the directors’
report, and to insert new provisions (sections 41@tA14D) requiring the preparation of
a strategic report.

4.4 The 2013 regulations also amend section 42&ud 15 of the 2006 Act (option to
provide summary financial statement). Companiebnaillonger be required to prepare a
summary financial statement to submit to members &lact not to receive copies of the
full accounts and reports, but instead in thoseuanstances companies will be able to
send a copy of the strategic report. In that case, section 426A provides for certain
supplementary material to accompany the strategiort for the information of members.

4.5 Paragraph 12 of the Schedule to the 2013 Regus amends section 454 to insert a
reference to the strategic report and to substitutthe reference to summary financial
statement a reference to the strategic reportsufplementary material.

4.6 Section 79(2) of the Enterprise and Regula®eaform Act 2013 (c.24) inserted into
the 2006 Act section 422A (revised directors’ resmation policy) and in subsection
422A(5) applied section 454 to the revision of divectors’ remuneration policy.

4.7 These Regulations amend S.I. 2008/373 as goasee of these amendments to the
2006 Act.

Territorial Extent and Application

5.1 This instrument applies to all of the United Kingao

European Convention on Human Rights



10.

As the instrument is subject to the negative resmiyrocedure and does not amend primary
legislation, no statement is required.

Policy background

e What is being done and why

7.1  This instrument corrects a drafting error i2813/1971 and is therefore being
issued free of charge to all known recipients at thstrument.

7.2  From time to time, companies may need tcseetheir accounts or reports, if they
discover that these in some way do not comply thighrequirements of company law. In
order to encourage openness and transparencyQ@geAt explicitly permits voluntary
revision. S.1. 2008/373 set out procedures for nalty revision, to ensure that companies are
not discouraged from making voluntary revisionsubgertainty about how to do so, and to
ensure consistency in the way it is done.

7.3  These Regulations amend S.l. 2008/373 in dadensure that companies can
make voluntary revisions to the strategic repareaors report and the revised directors’
remuneration policy introduced into the 2006 Actthy 2013 Regulations and the
Enterprise and Regulatory Reform Act 2013.

Consultation outcome

8.1  The changes in this instrument that referreveésed directors remuneration policy
are consequential upon the insertion of sectio’A42f® the Companies Act 2006 by the
Enterprise and Regulatory Reform Act 2013, whicls Wwased on a full consultation. The

consultation covering directors’ remuneration namf 14 March 2012 to 27 April 2012.

8.2 The consultation covering changes to the dirstteport and strategic report ran
from 19 September 2011 and 25 November 2011 arivezrt 116 responses.

8.3 Both consultations involved the full range @k®holders and the specific changes in
this instrument have not been subject to furtheiexe as they are deregulatory in effect
and result from the legislative changes alreaducited on.

Guidance

9.1 BISis not planning to produce guidance on the ensittovered by these
Regulations.

I mpact



11.

12.

13.

10.1 The changes to directors’ remuneration, madenthe Enterprise and Regulatory
Reform Act 2013, and the changes to the narragperting framework were subject to
full impact assessments. As a result, the impattiede consequential amendments was
implicit in those assessments and there is noiadditimpact on business. A separate
Regulatory Impact Assessment has therefore not jpregared for this instrument

10.2 There is no impact on the public sector ocluwarities or voluntary bodies.

Regulating small business

11.1 The legislation will apply to small companigko choose not to apply the small
companies’ exemption available in the Act.

Monitoring & review

12.1 The regulations will be reviewed in line wahy review of the provisions to
which the amendments relate.

Contact
Mark Jackson at the Department for Business, Intimvand Skills, Tel: 0207 215 0352
or email: mark.jackson@bis.gsi.gov.uk, can answegrcueries regarding the instrument.



