STATUTORY INSTRUMENTS

2013 No. 1970
COMPANIES

The Companies Act 2006 (Strategic Report and Dorstt
Report) Regulations 2013

Made - - - - 6th August 2013
Comingintoforce - - 1st October 2013

The Secretary of State makes the following Reguiatiin exercise of the powers conferred by
sections 416, 468, 473(2) and 1292(1) of the Comagafct 20064).

In accordance with sections 473(3), 1290 and 19%&(4hat Act, a draft of this instrument was
laid before Parliament and approved by a resoluiagach House of Parliament.

PART 1
INTRODUCTION

Citation, commencement and application

1—(1) These Regulations may be cited as the Compaha 2006 (Strategic Report and
Directors’ Report) Regulations 2013.

(2) Subject to paragraph (3), these Regulations cotodance on 1st October 2013.

(3) The following provisions of this instrument cometoinforce on the making of these
Regulations for the purposes only of the exercidbapowers to make regulations in the sections
amended—

(a) regulation 10;
(b) paragraph 12(b) and (c) of the Schedule.

(4) These Regulations have effect in respect of firdrygars ending on or after 30th September
2013.

PART 2
STRATEGIC REPORT

Duty to prepare strategic report

2. Part 15 (accounts and reports) of the Compani¢2@@6 is amended as follows.

(@) 2006 c.46. Section 416(3) was amended by S0B/393.



3. Before Chapter 5 (directors’ report) insert—

“‘CHAPTER 4A
STRATEGIC REPORT

414A Duty to prepare strategic report

(1) The directors of a company must prepare aegfi@report for each financial year of
the company.

(2) Subsection (1) does not apply if the companyensitied to the small companies
exemption.

(3) For a financial year in which—
(@) the company is a parent company, and
(b) the directors of the company prepare group @)

the strategic report must be a consolidated répdigroup strategic report”) relating to the
undertakings included in the consolidation.

(4) A group strategic report may, where approprigiee greater emphasis to the matters
that are significant to the undertakings includethie consolidation, taken as a whole.

(5) In the case of failure to comply with the raguient to prepare a strategic report, an
offence is committed by every person who—

(a) was a director of the company immediately betbie end of the period for filing
accounts and reports for the financial year in joesand

(b) failed to take all reasonable steps for seguciompliance with that requirement.
(6) A person guilty of an offence under this sati®liable—

(&) on conviction on indictment, to a fine;

(b) on summary conviction, to a fine not exceedhmgstatutory maximum.

414B Strategic report: small companies exemption
A company is entitled to small companies exempitiorelation to the strategic report for a
financial year if—

(a) it is entitled to prepare accounts for the yearaccordance with the small
companies regime, or

(b) it would be so entitled but for being or havihgen a member of an ineligible
group.

414C Contents of strategic report

(1) The purpose of the strategic report is to imfanembers of the company and help
them assess how the directors have performeddbsirunder section 172 (duty to promote
the success of the company).

(2) The strategic report must contain—

(a) afair review of the company'’s business, and

(b) a description of the principal risks and unaimties facing the company.
(3) The review required is a balanced and compEbhemnalysis of—

(@) the development and performance of the comgamysiness during the financial
year, and

(b) the position of the company’s business at titead that year,
consistent with the size and complexity of the bess.



(4) The review must, to the extent necessary fouraherstanding of the development,
performance or position of the company’s businessde—

(a) analysis using financial key performance inaicg and

(b) where appropriate, analysis using other keyfopeance indicators, including
information relating to environmental matters anployee matters.

(5) In subsection (4), “key performance indicatonsans factors by reference to which
the development, performance or position of the mamy's business can be measured
effectively.

(6) Where a company qualifies as medium-sized latiom to a financial year (see
sections 465 to 467), the review for the year neetdcomply with the requirements of
subsection (4) so far as they relate to non-firereformation.

(7) In the case of a quoted company the strategiort must, to the extent necessary for
an understanding of the development, performangmsition of the company’s business,
include—

(@) the main trends and factors likely to affea toture development, performance
and position of the company’s business, and

(b) information about—

(i) environmental matters (including the impactld company’s business on the
environment),

(i) the company’s employees, and
(i) social, community and human rights issues,

including information about any policies of the quany in relation to those
matters and the effectiveness of those policies.

If the report does not contain information of e&ald mentioned in paragraphs (b)(i), (ii)
and (iii), it must state which of those kinds dioirmation it does not contain.

(8) In the case of a quoted company the strategiort must include—
(a) adescription of the company’s strategy,
(b) a description of the company’s business model,
(c) a breakdown showing at the end of the finanealr—
(i) the number of persons of each sex who wetlirs of the company;

(i) the number of persons of each sex who wengosenanagers of the company
(other than persons falling within sub-paragraph énd

(iii) the number of persons of each sex who wemnpleyees of the company.
(9) In subsection (8), “senior manager” means agewho—

(&) has responsibility for planning, directing oontrolling the activities of the
company, or a strategically significant part of toenpany, and

(b) is an employee of the company.
(10) In relation to a group strategic report—
(@) the reference to the company in subsectior)®)(s to the parent company; and

(b) the breakdown required by subsection (8)(c)ilist include the number of
persons of each sex who were the directors of titeentakings included in the
consolidation.

(11) The strategic report may also contain suctthef matters otherwise required by
regulations made under section 416(4) to be diedlas the directors’ report as the
directors consider are of strategic importancéécompany.

(12) The report must, where appropriate, includéeremces to, and additional
explanations of, amounts included in the compaagisual accounts.



(13) Subject to paragraph (10), in relation to augr strategic report this section has
effect as if the references to the company werereetes to the undertakings included in
the consolidation.

(14) Nothing in this section requires the discleswf information about impending
developments or matters in the course of negotiatithe disclosure would, in the opinion
of the directors, be seriously prejudicial to theerests of the company.

414D Approval and signing of strategic report

(1) The strategic report must be approved by tlerdof directors and signed on behalf
of the board by a director or the secretary ofcthmpany.

(2) If a strategic report is approved that does cwhply with the requirements of this
Act, every director of the company who—

(&) knew that it did not comply, or was recklessoawhether it complied, and

(b) failed to take reasonable steps to secure ¢angd with those requirements or, as
the case may be, to prevent the report from begipgoxed,

commits an offence.
(3) A person guilty of an offence under this sati®liable—
(a) on conviction on indictment, to a fine;
(b) on summary conviction, to a fine not exceedhgstatutory maximum.”.
4. In section 415A(2X) (provisions to which small companies exemptiondioectors’ report is
relevant)—
(a) after “dividend),” insert “and”, and
(b) omit “section 417 (contents of report: businessensy, and”.

5. Omit section 417 (contents of directors’ repottsibness review).

PART 3
DIRECTORS’ REPORT

Amendment to section 416 of Companies Act 2006

6—(1) Section 416 (content of directors’ report: get) is amended as follows.
(2) In subsection (1) omit paragraph (b) and the “amihediately preceding that paragraph.
(3) Omit subsection (2).

Amendments to the Large and Medium-sized Companiesind Groups (Accounts and
Reports) Regulations 2008

7—() The Large and Medium-sized Companies and Gro(fccounts and Reports)
Regulations 2008&) are amended as follows.
(2) For regulation 10(2) (directors’ report: structofeéSchedule 7) substitute—
“(2) In Schedule 7—

Part 1 relates to matters of a general nature divgdu political donations and
expenditure,

() Section 415A was inserted by regulation 6(2) .&f Z)08/393.
(b) S.I. 2008/410.



©1
@)

(b)
(©)

(d)
(e)

Part 2 relates to the acquisition by a companyobivn shares or a charge on
them,

Part 3 relates to the employment, training and ackanent of disabled persons,

Part 4 relates to the involvement of employees hie #ffairs, policy and
performance of the company,

Part 6 relates to certain disclosures requiredutpfigly traded companies, and
Part 7 relates to disclosures in relation to greael gas emissions.”.
n Schedule 7 (matters to be dealt with in diretogport)—
after paragraph 1 insert—
“1A. Where a company has chosen in accordance witlosett4C(11) to set out in the
company'’s strategic report information requiredthis Schedule to be contained in the

directors’ report it shall state in the directorsport that it has done so and in respect of
which information it has done so.”;

omit paragraphs 2 (asset values) and 5 (charithiations);

in paragraph 8 (company acquiring own shareshenopening words of that paragraph,
before “company” insert “public”;

omit paragraph 12 (policy and practice on payméwteditors); and
after paragraph 14 insert—

‘PART 7
DISCLOSURES CONCERNING GREENHOUSE GAS EMISSIONS

15—(1) This Part of this Schedule applies to thedoes’ report for a financial year if
the company is a quoted company.

(2) The report must state the annual quantity oissions in tonnes of carbon dioxide
equivalent from activities for which that compasyrésponsible including—

(a) the combustion of fuel; and
(b) the operation of any facility.

(3) The report must state the annual quantity oissions in tonnes of carbon dioxide
equivalent resulting from the purchase of eledfrjdieat, steam or cooling by the company
for its own use.

(4) Sub-paragraphs (2) and (3) apply only to therxthat it is practical for the company
to obtain the information in question; but wherisihot practical for the company to obtain
some or all of that information, the report musitestwhat information is not included and
why.

16. The directors’ report must state the methodologesd to calculate the information
disclosed under paragraph 15(2) and (3).

17.The directors’ report must state at least oneorathich expresses the quoted
company’'s annual emissions in relation to a quiablé factor associated with the
company'’s activities.

18.With the exception of the first year for which tlérectors’ report contains the
information required by paragraphs 15(2) and (3) &n, the report must state not only the
information required by paragraphs 15(2) and (3) &, but also that information as
disclosed in the report for the preceding finangéesr.

19. The directors’ report must state if the periodvdrich it is reporting the information
required by paragraph 15(2) and (3) is differenttite period in respect of which the
directors’ report is prepared.



20. The following definitions apply for the purposddius Part of this Schedule—

“emissions” means emissions into the atmosphera gfeenhouse gas as defined in
section 92 of the Climate Change Act 2@08&¢hich are attributable to human activity;

“tonne of carbon dioxide equivalent” has the megngiven in section 93(2) of the
Climate Change Act 2008.".

Amendments to the Small Companies and Groups (Accats and Directors’ Report)
Regulations 2008

8—(1) Schedule 5 to the Small Companies and Groégsadunts and Directors’ Report)
Regulations 2008) (matters to be dealt with in directors’ repostaimended as follows.

(2) Omit paragraph 4 (charitable donations).

(3) Omit paragraph 6 (company acquiring own shares).

PART 4
OPTION TO PROVIDE STRATEGIC REPORT

Option to provide strategic report with supplementay material
9. Part 15 (accounts and reports) of the Compani€2@@6 is amended as follows.

10—(1) Section 426 (option to provide summary finahstatement) is amended as follows.

(2) In the cross-heading before the section and inhseding to the section for “summary
financial statement” substitute “strategic repoithveupplementary material”.

(3) In subsection (1) for “summary financial statemesubstitute “copy of the strategic report
together with the supplementary material describes:ction 426A”.

(4) Omit subsection (4).

11.Omit section 427 (form and contents of summargritial statement: unquoted companies)
and section 428 (form and contents of summary Gizustatement: quoted companies).

12—(1) After section 426 (option to provide summanahcial statement) insert—

“426A Supplementary material
(1) The supplementary material referred to in secti26 must be prepared in accordance
with this section.
(2) The supplementary material must—
(a) contain a statement that the strategic regoonly part of the company’s annual
accounts and reports;
(b) state how a person entitled to them can oladinl copy of the company’s annual
accounts and reports;
(c) state whether the auditor's report on the ahmgaounts was unqualified or

qualified and, if it was qualified, set out the oepin full together with any further
material needed to understand the qualification;

(d) state whether, in that report, the auditoratesnent under section 496 (whether
strategic report and directors’ report consisteitl We accounts) was unqualified
or qualified and, if it was qualified, set out thealified statement in full together
with any further material needed to understandjtredification;

(@ 2008 c.27.
(b) S.l. 2008/409 to which there are amendmentseievant to these Regulations.



(e) in the case of a quoted company, contain a ajpipat part of the directors’
remuneration report which sets out the single tfitpire table in respect of the
company’s directors’ remuneration in accordancehwite requirements of
Schedule 8 to the Large and Medium-sized Compaiiesounts and Reports)
Regulations 2008 (S.1. 2008/410).”

13. Omit section 429 (summary financial statementerues).

PART 5

Consequential amendments

14.The Schedule (consequential amendments) has.effect

Jo Swinson
Parliamentary Under Secretary of State for EmplkayiiRelations and Consumer Affairs
6th August 2013 Department for Business, Innovagiod Skills



SCHEDULE Regulation 14
Consequential amendments

Companies Act 2006
1. The Companies Act 2006 is amended as follows.

2.In section 146(4) (nomination of person to receiméormation rights) for the words
“summary financial statement” substitute “strategiport with supplementary material”.

3.In section 423(6) (duty to circulate copies of @anaccounts and reports) for the words
“summary financial statement” substitute “strategiport with supplementary material”.

4.In section 431(1) (right of member or debenturédé&oto copies of accounts and reports:
unquoted companies)—
(a) atthe end of paragraph (a) insert—
“(aa) the strategic report (if any) for the lasiaincial year,”; and
(b) in paragraph (c), after “that report” insert “amehere applicable) on the strategic report”.
5.1n section 432(1) (right of member or debenturédé&oto copies of accounts and reports:
quoted companies)—
(a) atthe end of paragraph (b) insert—
“(ba) the strategic report (if any) for the lastdncial year,”; and
(b) in paragraph (d), before “and on the directors’orépinsert “, on the strategic report
(where this is covered by the auditor’s report)”.
6. In section 433 (name of signatory to be statquuinlished copies of accounts and reports)—
(&) in subsection (2)—
(i) omit the “and” at the end of paragraph (a), and
(ii) after paragraph (a) insert—
“(aa) the strategic report, and”; and
(b) in subsection (3)—
(i) omit the “and” at the end of paragraph (b), and
(ii) after paragraph (b) insert—
“(ba) the strategic report, and”.

7.1n section 434 (requirements in connection withblipation of statutory accounts) omit
subsection (6).

8. In section 435 (requirements in connection withlmation of non-statutory accounts) omit
subsection (7).
9. In section 445 (filing obligations of medium-sizeoimpanies)—
(a) in subsection (1) -
(i) omit the “and” at the end of paragraph (a), and
(ii) after paragraph (a) insert—
“(aa) the strategic report, and”;
(b) in subsection (2), after “(and on” insert “the &Ac report and”; and
(c) in subsection (5), before “and directors’ repoirt§ert “, strategic report”.



10. In section 446&) (filing obligations of unquoted companies)—
(a) in subsection (1), at the end of paragraph (a)trse
“(aa) the strategic report,”;

(b) in subsection (2), before “the directors’ reportsert “the strategic report (where this is
covered by the auditor’s report),”; and

(c) in subsection (3), before “and directors’ reponigert “, strategic report”.

11.In section 44%) (filing obligations of quoted companies)—
(@) in subsection (1), at the end of paragraph (b)irse
“(ba) the strategic report,”;

(b) in subsection (2), before “the directors’ reportsért “the strategic report (where this is
covered by the auditor’s report),”; and

(c) in subsection (3), before “and the directors’ répimisert “, the strategic report”.

12.In section 454 (voluntary revision of accountg-etc
(&) in subsection (1) for paragraph (c) substitute—
“(c) a strategic report of the company,”;
(b) in subsection (3) for paragraph (c) substitute—
“(c) a revised strategic report of the companyrig a
(c) in subsection (4)—
() in paragraph (a), for “, report or statement” sitibtt “or report”;
(ii) in paragraph (b), for “, report or statement” sitb&t “or report”;
(i) in the closing words of paragraph (c) for “summénancial statement” substitute
“strategic report and supplementary material” asrd'ias” substitute “have.
13.1n section 455 (Secretary of State’s notice ipees of accounts or reports)—

(&) in subsection (1) in each of paragraphs (a) andofbjor directors’ report” substitute “,
strategic report or directors’ report”; and

(b) in subsection (5), for “ and revised directors’aep” substitute “, revised strategic reports
and revised directors’ reports”.
14.1n section 456 (application to court in respeatiefiective accounts or reports)—

(a) in the closing words of subsection (1) before “atirectors’ report” insert “or a strategic
report”;

(b) in subsection (3)(b), after “remuneration reportfisert “strategic report and
supplementary material or,” and omit “or summangaficial statement”;

(c) in subsection (4)—
(i) before “directors’ report” insert “strategic report; and
(i) omit paragraph (b); and
(d) in subsection (8), for “and revised directors’ repbsubstitute “, revised strategic reports
and revised directors’ reports”.

15.In section 457 (other persons authorised to agfgpthe court), in subsection (1), in each of
paragraphs (a) and (b), for “and directors’ regostsostitute “, strategic reports and directors’
reports”.

() Section 446 was amended by S.I. 2009/1581.
(b) Section 447 was amended by S.I. 2009/1581.



16.In section 459 (power of authorised person to irequlocuments, information and
explanations), in subsection (1) for “or directorsport comply” substitute “, strategic report or
directors’ report complies”.
17.In section 463 (liability for false or misleadistatements in reports), in subsection (1)—
(a) before paragraph (a) insert—
“(za) the strategic report,”;
(b) omit paragraph (c) and the “and” immediately précgdhat paragraph.
18.In section 471 (meaning of annual accounts andrtep—
(&) in subsection (2)—
(i) atthe end of paragraph (a) insert—
“(aa) the strategic report (if any),” ; and

(i) in paragraph (c) before “and the directors’ reparsert “, the strategic report (where
this is covered by the auditor’s report)”; and

(b) in subsection (3)—
(i) atthe end of paragraph (b) insert—
“(ba) the strategic report (if any),”; and
(ii) in paragraph (d) before “and on the directors’ répasert “, on the strategic report
(where this is covered by the auditor’s report)”.

19.1n section 493 (disclosure of terms of audit appuoent), in subsection (2)(c)(ii) before “the
directors’ report” insert “the strategic report or”

20.In section 494 (disclosure of services provided duditor or associates and related
remuneration), in subsection (4)(b) before “thecliors’ report” insert “the strategic report or”.
21.1In section 496 (auditor’s report on directors’ ogp—
(&) in the heading before “directors’ report” insertrégegic report and”; and
(b) before “the directors’ report” insert “the strategéport (if any) and”.

22.1n section 498 (duties of auditor) in subsectiB)(l{) after “small companies exemption”
insert “from the requirement to prepare a strateggport or”.

23.In section 837(1) (justification of distributiory beference to accounts: requirements where
last annual accounts used), omit paragraph (bjfentbr’ immediately preceding that paragraph.

24.In section 1049 (accounts and reports: generagulrsection (1)(a) before “and directors’
report” insert “and strategic report”.

25.1In section 1050 (accounts and reports: creditiranicial institutions) in subsection (3)(a),
before “and directors’ report” insert “and strateggport”.

26.In Schedule 8 (definitions) omit the entry for fsonary financial statement”.

Postal Services Act 2000

27.1n section 77 of the Postal Services Act 2@D@fter subsection (2) insert—

“(2A) A company to which this section applies shsdhd to the Secretary of State a copy
of the report prepared by its directors under sactil4A of the Companies Act 2006 as
soon as practicable after the report has been eggrand signed under section 414D of
that Act.”.

(a) 2000 c. 26.

10



Dartford-Thurrock Crossing Act 1988

28.In section 33 of the Dartford-Thurrock CrossingtAk988@) in subsection (2) after
“relevant” insert “strategic report and”.

(a8) 1988 c. 20. Subsection (2) was amended by papad39 of Schedule 10 to the Companies Act 198%gmmhragraph 152
of Schedule 1 to S.I. 2008/948.

11



EXPLANATORY NOTE
(This note is not part of the Regulations)

These Regulations amend the Companies Act 2006) (Cthe Act”) to insert new sections which
provide for the preparation by companies of a stjiatreport. The Regulations also amend the
requirements for the contents of the directors’orgset out in Schedule 7 to the Large and
Medium-sized Companies and Groups (Accounts ansf®pRegulations 2008 (S.l. 2008/410)
and in Schedule 5 to the Small Companies and Grg¢Apsounts and Directors’ Report)
Regulations 2008 (S.I. 2008/409). The Regulatiomerad the Act to substitute for summary
financial statements the strategic report and supghtary material.

Regulation 3 inserts a new Chapter 4A into Parofilhe Act. New section 414A requires
companies (other than those eligible for the smathpanies regime for accounts) to prepare a
strategic report. New section 414B prescribes timtant of that report, including a requirement to
provide information regarding the employment of glecof each sex within the company. New
section 414D require that the report shall be apgtdy the directors and signed by one of them.

Regulation 4 amends section 415A as a consequémesvasection 414B.

Regulation 5 repeals section 417 (contents of direcreport: business review) of the Act. It
will no longer be a requirement for a businessewvio be prepared as part of the directors’
report.

Regulation 6 amends section 416 (content of dirscteport) of the Act to omit the need for a
statement by the company of its principal actigifie the course of the year.

Regulations 7 and 8 amend the Large and Mediund-stzampanies and Groups (Accounts and
Reports) Regulations 2008 (S.l. 2008/410) and tmalSCompanies and Groups (Accounts and
Directors’ Report) Regulations 2008 (S.I. 2008/46julations which prescribe the contents of
the directors’ report to remove certain items ddimation from the report, and limit the need to
provide information on a company’s purchase ofdtgn shares to public companies. S.I.
2008/410 is amended to require quoted companiesnaie certain disclosures regarding
greenhouse gas emissions.

Regulations 9 to 12 amend section 426 of the Acsubstitute for a summary financial
statement a copy of the strategic report and sopgiéary material.

A full regulatory impact assessment of the effbeat these Regulations will have on the costs to
business is available from Business Environmenedarate of the Department for Business,
Innovation and Skills, 1 Victoria Street, London $M/ OET or at www.gov.uk/bis and is
published with the Explanatory Memorandum alongsidthe instrument on
www.legislation.gov.uk.
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