EXPLANATORY MEMORANDUM TO
THE UNREGISTERED COMPANIES (AMENDMENT) REGULATIONS 2013

2013 No. 1972

This Explanatory Memorandum has been preparetidoipepartment for Business,
Innovation and Skills and is laid before ParliamepCommand of Her Majesty.

Purpose of the instrument

2.1  These Regulations amend the Unregistered CaegpRegulations 2009 (S.1.
2009/2436) which applied specified provisions & @ompanies Act 1985 (“the 1985
Act”) and Companies Act 2006 (“the 2006 Act”) tateen companies that are not
incorporated under any of the Companies Acts (“gistered companies”). These
amendments are made in consequence of changes206@6 Act made by the
Enterprise and Regulatory Reform Act 2013 (c.24) tie Companies Act 2006
(Strategic Report and Directors’ Report) Regulai@fl3 (S.I. 2013/xxxx) (“the
2013 Regulations”).

Matters of special interest to the Joint Committee on Statutory Instruments

3.1 None.

L egidlative Context

4.1  Section 1043 of the 2006 Act provides a poweapply by regulations,
subject to any specified limitations, modificatiarsadaptations, specified provisions
of the Companies Acts to all or some of unregiste@mpanies. This power was
exercised in the Unregistered Companies Regula#i6Q8 (S.I. 2009/2436) and
several provisions in Part 15 of the 2006 Act (acts and reports) were applied to
unregistered companies with modifications (Schedujearagraph 10).

4.2 Amendments were made to Part 15 of the 2@d®y the Enterprise and
Regulatory Reform Act 2013 (c.24) and the CompaA&s2006 (Strategic Report
and Directors’ Report) Regulations 2013 (S.I. 28¢8X) (“the 2013 Regulations).
These Regulations are made to amend S.l. 2009/&2laGonsequence.

Territorial Extent and Application

5.1  This instrument applies to all of the United Kingalo

European Convention on Human Rights

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

Policy background



* What isbeing done and why

7.1  The exact number of unregistered companiestikmown. It is believed that
most have been formed by Royal Charter: over 980 saumpanies have been formed
since the 13th Century but many are now defundiouA 400 are still actively within
the purview of the Privy Council. Of these, mamgravnot formed for the purpose of
carrying on a business that has for its objecttiwuisition of gain by the body or its
individual members. Fewer than 50 unregisteredpzones have, in recent years,
filed documents with Companies House as requiretth®y2006 Act. (By way of
contrast, there are nearly 2.5 million active comgaformed under the Companies
Acts). However certain provisions of the 2006 Aegarding the preparation of
accounts and reports have been applied to thespatoes, and this instrument
amends that application in the light of the amenibsnenade to the 2006 Act by
recent legislation.

7.2 Although S.1. 2009/2436 required unregistar@epanies to prepare a directors’
report in accordance with the provisions of sediéh5 to 419, it did not require such
companies to prepare a business review (section 4t repeal of section 417 and
the substitution in sections 414A to 414D of a isgquent to prepare a strategic
report were effected by the 2013 Regulations. Gtergt with the decision not to
apply section 417 these Regulations do not ap@ydw provisions on preparation of
a strategic report to unregistered companies.

7.3 S.1. 2009/2436 applied the provisions ofisest426 to 429 (option for company
to prepare and supply a summary financial stateteemembers instead of full
accounts and reports). However those provisions h#so been amended by the 2013
Regulations to substitute the provision to membéescopy of the strategic report
instead of the preparation of summary financiakestent. As the provisions

regarding the strategic report are not being aggpbeunregistered companies, these
Regulations consequentially disapply the provisioinsections 426 to 429.

7.4 S.I. 2009/2436 applied sections 420 to 42&p@ration of directors’
remuneration report) and sections 439 to 440 (gotdirectors’ remuneration report)
to unregistered companies. The provisions of Ra€Hapter 4 (transactions with
directors requiring approval) were not applied. @heendments to the 2006 Act, to
the directors’ remuneration report (section 421 a@d section 422A), the
introduction of a binding vote (new section 439Aydhe restrictions on payments by
companies (new Chapter 4A of Part 10) by the Ent&@and Regulatory Reform Act
2013 (c.24) are sufficiently extensive, involvingtaey do binding votes by
shareholders that restrict payments by compartiasjttis not possible to apply the
revised regime to unregistered companies. Secidg@to 422 and 439 to 440 of the
2006 Act are, therefore, disapplied.

Consultation outcome

8.1 In relation to the preparation of a direct@siuneration report and vote on
directors remuneration report, the changes initisisument are consequential upon
the changes made under the Enterprise and ReguRédorm Act 2013, which were
based on a full consultation, running from 14 Ma2&i.2 to 27 April 2012.



10.

8.2 In relation to a directors’ report and strategiport, the Government
committed to improving the narrative section of &maual report and accounts in the
Programme for Government 2010 and in the Growthid®ewf 2011. The
consultation covering changes to the structuréeiiarrative sections of the annual
report and ran from 19 September 2011 to 25 Nove2®El, receiving 116
responses.

8.3 Both consultations involved the full range w@keholders and the specific
changes in this instrument have not been subjdattioer review as they result from
the legislative changes already consulted on.

Guidance
9.1 Companies House provides advice as and wheiireeq
I mpact

10.1 The impact on business, charities or voluntary &sd limited to those that
meet the definition in section 1043 of the Act (paeagraph 4.1 above).

10.1 The changes to directors’ remuneration, made uth@eEnterprise and
Regulatory Reform Act 2013, and narrative reporfragnework were subject
to full impact assessments. The impact of thigumsent was implicit in those
assessments.

10.2 Inthe case of directors’ remuneration, the chamgade under the Enterprise
and Regulatory Reform Act 2013 are intended to emgpshareholders to
hold quoted companies to account over directoraurgeration. Unregistered
companies do not have the same legal structurerapanies incorporated
under the Companies Act and are not listed on tmelbn Stock Exchange.
The Government’s assessment is therefore, that thidirbe no impact on any
companies or individuals. This amendment simpliesdip the requirements.

10.3 Unregistered companies are required to produceamah report and
accounts. However, they are currently not requiogoroduce a “business
review” or “enhanced business review” as laid ousections 417 of the
Companies Act (2006), the purpose of which is tbshiareholders in
assessing the conduct of the company’s directol@@sut in section 172 of
the Companies Act (2006). Therefore, the Governimassessment is that it
is unnecessary to request that unregistered coepanduce this information
when the proposed change to the content and steuatunarrative reports
change on 1 October and this amendment contineestdtus quo.

10.4 The impact on the public sector is minimal; Compariiouse allocate a
reference number to any unregistered company iteatd document and puts
the filed documents on the register.

10.5 An Impact Assessment has not been prepared fointisiment.



11.

12.

13.

Regulating small business
11.1 The legislation applies to small business.

11.2 To minimise the impact of the requirementsfioms employing up to 20
people, the approach taken is the same regardi¢iss oumbers employed.

Monitoring & review

12.1 ltisintended to review the application toagistered companies of the
provisions of the 2006 Act as and when those pronssare reviewed.

Contact
13.1 Mark Jackson at the Department for BusinesgMation and Skills, tel:

0207 215 0352 or email: mark.jackson@bis.gsi.dgwan answer any queries
regarding the instrument.



