
 

 
 

 
 

  
 

 
 

 

 
 

 
 

 

 
 

 

 

 
 

   
 

Audit Committee Institute 
United Kingdom 

Guidance on the Strategic Report
 

The Companies Act 2006 (Strategic Report and Directors’ Report) Regulations 2013, applying to fi nancial 
years ending on or after 30 September 2013, were issued in August. While the new regulations represent 
a relatively modest change to the existing ‘Business review’ requirements, the FRC have issued for 
consultation Guidance on the Strategic Report with a view to providing a catalyst for companies to publish 
more concise and relevant narrative reports, thereby facilitating communication and engagement with investors. 

It is intended that the fi nal Guidance on the Strategic Report  
serves as a best practice statement and, as such, will have  
persuasive rather than mandatory force. 

The draft guidance 
The draft guidance sets out that the purpose of the Strategic  
Report is to provide shareholders of a company with the  
ability to assess how the directors have performed their duty  
to promote the success of the company for their collective  
benefi t. It then goes on to address materiality, communication  
principles and content elements. 

Materiality 
The guidance recommends that only information that is  
material to shareholders should be included in the Strategic  
Report. Immaterial information should be excluded as it can  
obscure the key messages and impair understandability. 

Information is material if its omission from or misrepresentation  
in the Strategic Report might reasonably be expected to  
infl uence the economic decisions shareholders make on the  
basis of the annual report as a whole. 

Communication principles 
The communication principles provide guidance on the  
qualitative characteristics of the disclosures and are intended  
to emphasise that the Strategic Report is a medium of  
communication between a company’s directors and its  
shareholders. The principles are reproduced below (in blue)  
along with additional explanatory narrative: 

The Strategic Report should be fair balanced 

and understandable. The Strategic Report should be neutral,  
addressing positive and negative aspects of the entity’s  
development, performance, position and future prospects. The  
directors should ensure that shareholders are not misled as a  
result of the omission of, or emphasis given to, any information  
on any aspects of the entity’s development, performance,  
position or future prospects. 

The Strategic Report should be concise. The Strategic 
Report should contain only the strategic and other important 
information that is relevant to the assessment of how the 
directors have performed their duty to promote the success of 
the company for the benefit of its shareholders. 

Where appropriate, information in the Strategic Report 

should have a forward looking orientation. Information 
on how a fact or circumstance might affect the entity’s future 
development, performance or position should be included. 
This information is not intended to be the same as a forecast of 
future results, rather it is a focus on aspects of the year under 
review that are relevant to an assessment of future prospects. 

The Strategic Report should provide information that is 

entity-specifi c. ‘Boilerplate’ information is of only limited 
use to shareholders. However, information on how a 
particular fact or circumstance might affect, or has affected, 
the development, performance or position of the entity’s 
business and how it is responding to the fact or circumstance 
provides more insightful information that can be used in the 
assessment of future prospects. 

The Strategic Report should highlight relationships 

and interdependencies (linkages) between information 

presented in different parts of the annual report. While each 
part of the annual report is independently useful, more valuable 
insight can be provided if linkages between the information in 
different components and sections are highlighted. 

The structure and presentation of the Strategic Report 

should be reviewed annually to ensure that it continues 

to meet its objectives in an efficient and effective manner. 

When contemplating a change to the structure of the Strategic 
Report, directors should consider whether the change represents 
an improvement in the quality of information provided. 

Guidance on the Strategic Report / ACI / September 2013 
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Content elements 
The content elements for the Strategic Report set out in the 
[draft] guidance are derived from the Companies Act 2006, as 
amended by the Companies Act 2006 (Strategic Report and 
Directors’ Report) Regulations 2013 and are reproduced below 
(in blue) along with additional explanatory narrative: 

The Strategic Report should include a description of the 

entity’s principal objectives and its strategies for achieving 

those objectives. The Strategic Report should include 

a description of the entity’s business model. The description 
of the entity’s business model should set out how it generates 
or preserves value, and how it captures that value. It should 
provide shareholders with an understanding of how the entity 
is structured, the market in which it operates, and how the 
entity engages with that market (e.g., what part of the value 
chain it operates in, its main products, services, customers and 
its distribution methods). It should also describe the nature of 
the relationships, resources and other inputs that are necessary 
for the successful continuation of the business. 

To the extent necessary for an understanding of the 

development, performance or position of the entity’s 

business, the Strategic Report should include the main 

trends and factors likely to affect the future development, 

performance or position of the business. The development, 
performance and position of every entity is affected by its 
external environment. The Strategic Report should include 
a description of the entity’s major markets and its competitive 
position within those markets together with any internal trends 
such as the development of new products and services or the 
benefits expected from capital investment. It should cover the 
significant features of the legal, regulatory, macro-economic 
and social environment in which the entity operates, and 
how that has influenced the business. It should also set out 
the directors’ analysis of the potential effect on the future 
development, performance or position of the entity of the 
trends or factors identifi ed. 

The Strategic Report should include a description of the 

principal risks and uncertainties facing the entity, together 

with an explanation of how they are managed or mitigated. 

The risks and uncertainties included in the Strategic Report 
should be limited to those considered by the entity’s 
management to be the most important to the future 
development, performance or position of the entity; and should 
be suffi ciently specific that a shareholder can understand why 
they are important to the entity. Significant changes in principal 
risks such as a change in likelihood or possible effect, or the 
inclusion of new risks, should be highlighted and explained. 
An explanation of how the principal risks and uncertainties are 
managed or mitigated should also be included. 

The analysis in the Strategic Report should include the 

financial and non-financial key performance indicators 

(KPIs) utilised by the directors to measure progress 

towards achieving a particular objective or strategy. 

The KPIs used in the analysis should be those that the directors 
judge are most effective in assessing progress against 
objectives or strategies. The entity should provide information 
that enables shareholders to understand each KPI used in the 
Strategic Report. 

The Strategic Report should provide an analysis of the 

development and performance of the business in the 

financial year and of its position at the end of that year. 

The Strategic Report should set out the key strengths and 
tangible and intangible resources available to the entity, which 
will assist it in the pursuit of its objectives. Particular attention 
should be given to those items that are not reflected in the 
fi nancial statements. 

To the extent necessary for an understanding of the 

development, performance or position of the entity’s 

business, the Strategic Report should include information 

about: (a) environmental matters (including the impact 

of the business of the entity on the environment); (b) the 

entity’s employees; and (c) social, community and human 

rights issues. Where this information is material it should 
be placed in the Strategic Report. However, the Strategic 
Report should not be seen as a replacement for other forms of 
reporting addressed to other stakeholders 

The Strategic Report should provide a breakdown 

showing, as at the end of the financial year: (a) the 

number of persons of each sex who were directors of 

the company; (b) the number of persons of each sex who 

were senior managers of the entity (other than persons 

falling within sub-paragraph (a)); and (c) the number of 

persons of each sex who were employees of the entity. 

To the extent that they are matters which are considered 

to be of strategic importance to the entity, the Strategic 

Report should also include information which would 

otherwise be disclosed in the directors’ report. 

What next 
Although the guidance is still subject to consultation, and may 
change, quoted companies preparing Strategic Reports in line 
with the new Regulations may find it useful and persuasive. 
Furthermore, while the draft guidance has been written with 
quoted companies in mind, it may also be useful for other entities 
preparing Strategic Reports. Feedback on the draft guidance 
should be provided to the FRC by 15 November 2013.  The draft 
guidance can be found at www.frc.org.uk/Home.aspx 

Contact us 
If you would like further information on 
the new guidance, please talk to you usual 
KPMG contact or contact: 

Timothy Copnell 
UK Audit Committee Institute 

T: 020 7694 8082 
E: tim.copnell@kpmg.co.uk 

www.kpmg.co.uk/aci 

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual 
or entity. Although we endeavour to provide accurate and timely information, there can be no guarantee that such information 
is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such information 
without appropriate professional advice after a thorough examination of the particular situation. 

© 2013 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network 
of independent member fi rms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 
The KPMG name, logo and “cutting through complexity” are registered trademarks or trademarks of KPMG International. 
RR Donnelley  I RRD-286373 I September 2013. 

www.kpmg.co.uk/aci
mailto:tim.copnell@kpmg.co.uk
www.frc.org.uk/Home.aspx


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.00000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.00000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


