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Do your company’s directors know what 
‘strategy’ means? 

by Eric Chalker 
 

 It is evident to me that some company directors haven’t a clue about strategy.  
This revelation is a consequence of new Companies Act Regulations which 

came into force in October 2013 and are now applicable to all company annual 
reports except those covered by the ‘small companies exemption’ and, in part, 
to what are defined as ‘medium-sized’.  These are currently companies with 

less than 50/250 employees respectively, turnover of no more than £6.5m/
£25m and balance sheet totals half those figures. 
 
 The Regulations are delightfully short, just three clear pages.  The Financial 
Reporting Council (FRC), however, has seen fit to publish 30 pages of 

“Guidance” plus four appendices.   Whether company directors really need 

quite such a hefty book to read before spelling out a company’s strategy is, I 
feel, somewhat open to question, but there can be no doubting the importance 
of this change in reporting requirements.  However, the Guidance is welcome 
inasmuch as it makes fewer distinctions between types of company and sets 
‘best practice’ for all. 
 
 The Regulations tell us that, “The purpose of the strategic report is to inform 

members of the company and help them assess how the directors have  
performed their duty... to promote the success of the company.”  That requires 
“a fair review of the company’s business and a description of the principal risks 
and uncertainties facing the company.”  There is a fair amount of detail to  
support these fairly unexceptional requirements, but for me the real innovation 
is this: “In the case of a quoted company the strategic report must include a 
description of the company’s strategy (and of) its business model”. 

 

 My understanding is that AIM companies are not regarded as “quoted” for 
Companies Act purposes, but that is not a good enough reason for their  
directors to ignore the FRC Guidance, especially when it comes to telling their 
investors what their goals are and how they plan to achieve to achieve them – 
ie their strategy.  This is where lack of understanding may become apparent.  

When I read a strategic report, I hope to discover what the strategy is and, if I 
don’t, I tend to ask the chairman to explain.  Similarly, when I don’t  

understand from the report what the company’s business model is, I will say so 
and in one such instance (Mi-Pay) I am still waiting after more than two 
months, so I guess the chairman himself doesn’t know. 
 
 This is a subject which merits further study, so do send Bill Johnston your  

letters if you come across anything deserving of comment. 


