Pioneering design
Supporting healthcare professionals for over 150 years

Annual report 2014

We are a global medical
technology business and have
been supporting healthcare
professionals to help improve
people’s lives for over 150 years.

We take a pioneering approach to the design of
our products and services, we strive to secure
wide access to our technologies for more customers
globally, and we seek to enable better outcomes
for patients and healthcare systems. Pages 42 – 53
showcase some examples of the great things
we are doing.
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HAT-TRICK9
In 2014, we entered the fast growing forefoot
market with the launch of the HAT-TRICK Lesser
Toe Repair System.
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Our mission

STRATEGIC REPORT

Delivering advanced medical
technologies that help healthcare
professionals, our customers,
improve the quality of life for
their patients
Our values

Trust

Performance

We are creative and passionate
– harnessing innovation. We
develop pioneering products and
commercial models that better
meet the needs of healthcare
professionals and improve the
lives of their patients.

We have integrity and an ethical
approach to business – earning
trust. We work hard to build
lasting and close relationships
with customers, colleagues
and the communities in which
we operate.

We work tirelessly to meet the
needs of customers – creating
FRQ²GHQFHLQRXUSHUIRUPDQFH
Our products are safe and
effective and deliver both
FOLQLFDODQGFRVWEHQH²WV

CORPORATE GOVERNANCE

Innovation

FINANCIAL STATEMENTS AND OTHER INFORMATION

and this will drive our performance

$4.6bn
Revenue1 up 2%

$1,055m $749m
7UDGLQJSUR²W1,2 up 3%

2SHUDWLQJSUR²W1 down 8%

83.2¢

56.1¢

29.6¢

Adjusted earnings per share2 up 8%

Earnings per share GRZQ

Dividends per share up 8%

1 The underlying percentage increases/decreases are after adjusting for the effect of currency
WUDQVODWLRQDQGWKHLQFOXVLRQRIWKHFRPSDUDWLYHLPSDFWRIDFTXLVLWLRQVDQGH[FOXVLRQRIGLVSRVDOV
([SODQDWLRQVRIWKHVHQRQ*$$3²QDQFLDOPHDVXUHVDUHSURYLGHGRQSDJHVWR
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Financial highlights

Continuing to improve
our performance

$781m

4

5.1

4.1

-9%
56.1¢

+8%
29.6¢
26.10
17.40

56.1

61.7

64.5

68.6

83.2

29.6

+8%
83.2¢

27.40

Dividend per share

80.4

Earnings per share (EPS)

76.9

Adjusted earnings
per share (EPSA)2

74.8

2010 2011 2012 2013 2014

73.7

2010 2011 2012 2013 2014

15.82

7UDGLQJFDVK³RZ2

3.9

3.8

5.3

5.1%

749

846

810

862

920

1,055

987

965

961

R&D expenditure as a
percentage of revenue

2010 2011 2012 2013 2014

73.0

2010 2011 2012 2013 2014

969

-8%
$749m

4,617

+3%
$1,055m

4,351

+2%
$4,617m
4,137

2SHUDWLQJSUR²W1

4,270

7UDGLQJSUR²W1,2

3,962

Revenue1

2010 2011 2012 2013 2014

2010 2011 2012 2013 2014

2010 2011 2012 2013 2014

7UDGLQJSUR²W2
margin

2SHUDWLQJSUR²W
margin

Cash generated
from operations

+20bps
22.9%

-240bps
16.2%

$961m
1 The underlying percentage increases/
decreases are after adjusting for the
effects of currency translation and the
inclusion of the comparative impact of
acquisitions and exclusion of disposals.
2 These are non-GAAP measures and
exclude restructuring/rationalisation
costs, acquisition and disposal-related
costs, amortisation of acquisition
intangibles and other transactions
ZKLFKDIIHFWVKRUWWHUPSUR²WDELOLW\
An explanation of these measures is
SURYLGHGRQSDJHVWR
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Chairman’s statement

Board changes

First impressions

I joined Smith & Nephew in December
2013, and succeeded Sir John Buchanan as
&KDLUPDQLQ$SULO,QP\²UVWOHWWHUWR\RX
I am pleased to report that Smith & Nephew
made good progress last year, delivering
strong earnings growth and enhanced value
for shareholders. We did this whilst making
major investments to reshape the Group for
future success such as the acquisition of
ArthroCare Corporation for $1.5 billion net.

Sir John Buchanan retired as Chairman in
April at the 2014 Annual General Meeting,
after nine years of outstanding service. On
behalf of the Board and the whole of Smith
& Nephew I thank him for his leadership.

0\²UVWLPSUHVVLRQRI6PLWK 1HSKHZZDV
of a Company with strong leadership, a clear
VWUDWHJ\DQGVRXQG²QDQFLDOSODWIRUP7KH
open communication between the Board and
the executive team is a real strength of the
business. I was particularly impressed with
the execution of the ArthroCare acquisition,
especially the thoroughness of our due
diligence and how well the team is managing
the integration.

Revenue was $ million, up 2% on an
underlying basis or % on a reported basis.
7UDGLQJSUR²WZDVPLOOLRQXS3% on an
underlying basis or % on a reported basis.
7KHWUDGLQJSUR²WPDUJLQRI% was 20bps
up on the previous year. The Board is pleased
to propose a Final Dividend for the year just
JRQHRISHUVKDUHJLYLQJDWRWDOGLYLGHQG
for 2014 of XS8% year-on-year.

Richard (‘Dick’) de Shutter also retired at the
Annual General Meeting. In his role as Senior
Independent Director, Dick provided wise
FRXQVHOWKURXJKDSHULRGRIVLJQL²FDQWJURZWK
and change. Ajay Piramal retired in March,
having provided valuable insight into the
emerging markets as we built our presence
there. Pamela Kirby retired from the Board
in July. She also made a major contribution
– particularly as Chairman of the Ethics &
Compliance Committee. I thank Dick, Ajay
and Pamela for their service.

Looking ahead I see many exciting
opportunities – in the Established Markets
where we are challenging the status quo
through new commercial models, in the
Emerging & International Markets where
we have a leadership platform – and from
recent acquisitions. In 2015, I believe we
ZLOOEHJLQWRVHHPRUHFOHDUO\WKHEHQH²WV
of the transformational work that has been
undertaken at Smith & Nephew, and I look
forward to sharing more news of these
achievements next year.

CORPORATE GOVERNANCE

It is a credit to the growing strength and
reputation of the Company that we have
attracted top global talent to succeed these
individuals. Vinita Bali joined the Board in
December following an impressive career at
blue-chip global corporations such as The
Coca-Cola Company in multiple geographies
including India, Africa, South America, the US
and UK. Her strong appreciation of customer
service and marketing will bring deep insight
to Smith & Nephew as we continue to develop
innovative ways to serve our markets. Erik
Engstrom, the CEO of Reed Elsevier, joined the
Board in January 2015. His understanding of
how technology can be used to transform a
business will be invaluable.

I have also been able to spend time visiting
our sites and meeting employees, including
attending a Sports Medicine procedure to
witness how our highly-skilled reps assist
surgeons in improving outcomes. I have
consistently found a business with a strong
culture, particularly in areas of ethics and
compliance, and people who are proud of their
work supporting healthcare professionals.

STRATEGIC REPORT

Dear Shareholder,

Yours sincerely,

“Smith & Nephew made
good progress last year,
delivering strong earnings
growth and enhanced
value to shareholders.”

Smith & Nephew Annual report 2014
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Roberto Quarta
Chairman

STRATEGIC REPORT

&KLHI([HFXWLYH2I²FHUªVUHYLHZ

$JRRG²QDQFLDOSHUIRUPDQFHZKLOH
strengthening the business
“The journey to reshape
Smith & Nephew continues
and I am excited by our
prospects for accelerating
growth in 2015 and beyond.”

Dear Shareholder
Smith & Nephew proudly supports healthcare
professionals in their daily efforts to improve
the lives of their patients. We do this by taking
a pioneering approach to the design of our
products and services, by striving to ensure
wider access to our advanced technologies,
and by enabling better outcomes for patients
and healthcare systems. In doing so, we drive
growth and create value for our stakeholders.
In 2014, we made great progress. We drove
a much improved performance in US Hip
and Knee Implants and maintained our
momentum in Sports Medicine Joint Repair
and Trauma & Extremities. Advanced Wound
Bioactives, acquired at the end of 2012, again
produced double-digit growth. Our continued
investment in Emerging & International
Markets drove revenues up %.
Performance in Europe was weaker and
Advanced Wound Management was held
back by a distribution hold on RENASYS9
LQWKH86DQG,DPFRQ²GHQWWKDWZHKDYH
taken actions that will deliver a better
2015 across these areas. Additionally,
the Phase 3 trial results for HP802 were a
disappointment, but we remain committed
to developing pioneering Advanced Wound
Bioactives treatments.
The Group generated a good increase in
UHYHQXHVDQGWUDGLQJSUR²WDQGDQ8% uplift
in EPSA. I am pleased by the changing mix of
the business, as we successfully rebalance
by strengthening our higher growth platforms.
These now represent more than half of our
revenue, up from just 35% three years ago.

Pioneering design
Smith & Nephew has a long history of
pioneering design, dating back to our
IRXQGDWLRQVLQWKHWKFHQWXU\,QZH
launched many exciting products, including
a cruciate retaining version of our JOURNEY9II
QDWXUDOPRWLRQNQHHD²UVWRILWVNLQG
DYONICS9 PLAN surgical planning tool for hip
arthroscopy, and the HAT-TRICK Lesser Toe
Repair System. We continued to invest more
in R&D, over 5% of revenue, and have a strong
pipeline for 2015 and beyond.
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Widening access
In the Emerging & International Markets
we have built an entrepreneurial business
UHVRXUFHGWRPD[LPLVHWKHVLJQL²FDQW
opportunities we see. In 2014, it generated
PRUHWKDQPLOOLRQUHYHQXHZLWK&KLQD
our largest market, growing revenue at over
30%. 15% of Group revenue came from these
PDUNHWVLQXSIURPLQ

Enabling better outcomes

Strengthening our platform
In recent years, we have successfully
supplemented our organic growth through
acquisitions. Healthpoint Biotherapeutics
gave us a leading position in Advanced
Wound Bioactives, the fastest growing
segment of Advanced Wound Management.
We have also completed a number of
acquisitions in the Emerging & International
Markets, strengthening our platform by adding
products, manufacturing, distribution
and sales teams.

By simplifying and improving our operating
model we are increasing our agility and
HI²FLHQF\,QZHDQQRXQFHGD
programme to generate annual savings of
$150 million. By 31 December 2014, we had
achieved annualised savings of $ million,
enabling investment in the Emerging &
International Markets, R&D and other
growth opportunities.

22.9%
Trading margin1 up 20bps

83.2¢
EPSA1 up 8%

In 2014, we announced a further programme
to realise at least another $120 million of
annual savings. This work is progressing well.
For instance, we are rationalising our global
property portfolio and found major savings
through better procurement processes.
7KHVHVDYLQJVZLOOPRUHGLUHFWO\EHQH²WWKH
bottom line.

Great Place to Work
Achieving recognition as a Great Place to
Work is important to me. It means having
a workplace where employees are proud
and excited to come each day because they
are doing work that makes a difference for
customers and patients. During 2014,
I was proud to congratulate our colleagues
LQ6SDLQIRUEHLQJWKH²UVWFRXQWU\WRDFKLHYH
this distinction from the Great Place to Work
Institute – and it will not be the last. Also, our
sustainability performance was recognised
again as we retained our rankings in both the
FTSE4Good and Dow Jones Sustainability
indices. Acting sustainably and responsibly
WRGHOLYHUORQJWHUPEHQH²WVWRVRFLHW\LV
important. It is our employees who earn these
awards, and I thank them for their efforts.

FINANCIAL STATEMENTS AND OTHER INFORMATION

We provide high quality products and
medical education to help drive better clinical
outcomes. During 2014, we saw strong and
rising demand for unique products such as
our hard-wearing VERILAST9 Hips and Knees,
VISIONAIRE9 patient-matched instrumentation
and the PICO9 portable disposable
Negative Pressure Wound Therapy system.
These, and many other advanced Smith &
Nephew products, also enable healthcare
professionals to treat more patients faster,
improving the economic outcome for the
healthcare system payers.

(QKDQFHGHI²FLHQF\

Our results

CORPORATE GOVERNANCE

In 2014, we established a new commercial
structure to market and expand our midtier value product ranges. This will provide
wider access to our advanced technologies,
helping us support an ever greater number of
customers in delivering affordable healthcare.

ArthroCare, completed in May 2014, has
strengthened our Sports Medicine business.
,WVWHFKQRORJ\DQGSURGXFWVVLJQL²FDQWO\
enhance our portfolio, and we will use our
global presence to drive substantial new
growth. The integration is progressing well.

STRATEGIC REPORT

For us, innovation is not just about products.
It is also about how we do business. We seek
new ways to serve our customers. In 2014,
we pioneered a new commercial solution for
2UWKRSDHGLF5HFRQVWUXFWLRQWKDWIXO²OVWKH
unmet needs of customers searching for a
different value proposition. Called Syncera9,
this offers clinically proven primary hip and
knee implants combined with cutting-edge
technology to streamline the extensive
support process. Syncera has the potential to
JHQHUDWHVLJQL²FDQWVDYLQJVIRUWKHFXVWRPHU
We are encouraged by the contracts signed
and prospective customers.

I am pleased with our momentum in 2014 as
ZHGHOLYHUHGDJRRG²QDQFLDOSHUIRUPDQFH
while strengthening the business, and you will
²QGPRUHGHWDLOVRQRXUVXFFHVVIXODFWLRQVRQ
pages 42 to 53. Whilst the journey to reshape
Smith & Nephew continues, we enter 2015
VWURQJHUDQGPRUHHI²FLHQWDQG,DPH[FLWHG
by our prospects for accelerating growth in
2015 and beyond.
Sincerely,

Olivier Bohuon
&KLHI([HFXWLYH2I²FHU

 ([SODQDWLRQVRIWKHVHQRQ*$$3²QDQFLDOPHDVXUHV
DUHSURYLGHGRQSDJHVWR
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Smith & Nephew today

Our marketplace is growing
Demand for healthcare continues to increase worldwide. This is driven by increased longevity, more
prevalence of obesity and associated disease states, greater expectation of an active lifestyle, improved
DZDUHQHVVRIWUHDWPHQWRSWLRQVDQGWKHLQFUHDVLQJDI³XHQFHRIWKHHPHUJLQJPDUNHWV

Advanced Surgical Devices
Total segment value

$24bn
+5%

Advanced Wound Management
Total segment value

$7bn
+4%

Our products are used by surgeons and nurses to help
repair and heal the human body throughout a person’s life
Global population

2.5 billion people

6 billion people

10 billion people












54%

54%
5%

5%
51%

51%
28%

28%





 
44%

44%

1950
Source: United Nations – World Population Prospects, The 2012 Revision.
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2000

2050

Served by our global businesses
Our global franchises design, develop and deliver our advanced medical technologies to customers in more
than 100 countries globally.

2014
2013

Advanced Wound
Management global
Revenue

1

5

5 1
4

4

2014
2013

1
1
3

3

3
3

STRATEGIC REPORT

Advanced Surgical
Devices global
Revenue

2
2

2
2

Advanced Surgical Devices global
1. Orthopaedic Reconstruction
Specialist hip and knee implant systems.
Revenue1

$1,527m

+2%

2013 $1,518m

+4%

2013 $486m

+8%

2013 $496m

2. Advanced Wound Devices
Traditional and single-use Negative Pressure Wound Therapy
(‘NPWT’) and hydrosurgery systems.
Revenue1

–9%

2013 $213m
3. Advanced Wound Bioactives
Bioactive technologies that provide unique approaches to
debridement and dermal repair and regeneration.
Revenue1

$322m

4. Arthroscopic Enabling Technologies
&XWWLQJYLVXDOLVDWLRQDQG³XLGPDQDJHPHQWWHFKQRORJLHV
necessary for Sports Medicine Joint Repair.
Revenue1

$542m

2013 $843m

$192m

3. Sports Medicine Joint Repair
Instruments, technologies and implants necessary to perform
minimally invasive surgery of joints.
Revenue1

$576m

–4%

FINANCIAL STATEMENTS AND OTHER INFORMATION

$506m

1. Advanced Wound Care
Products for the treatment of acute and chronic wounds,
including leg, diabetic and pressure ulcers, burns and postoperative wounds.
Revenue1

$805m

2. Trauma & Extremities
Internal and external devices used in the stabilisation of severe
fractures and deformity correction procedures.
Revenue1

CORPORATE GOVERNANCE

Advanced Wound Management global

+15%

2013 $280m

+1%

2013 $441m
5. Other ASD
ENT and gynaecology instrumentation.
Revenue1

$147m
2013 $74m

+10%

1 The underlying percentage increases/decreases are after adjusting for the effect of
currency translation and the inclusion of the comparative impact of acquisitions and
exclusion of disposals.

Smith & Nephew Annual report 2014
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Smith & Nephew today continued

2XURSHUDWLRQVDUH
JOREDOVHUYLQJ
FXVWRPHUVLQPRUH
WKDQFRXQWULHV

1

+HDGRI²FH 'LYLVLRQ *URXS
0DQXIDFWXULQJ
'LVWULEXWLRQ&HQWUH
2I²FH

1 US

2 UK & IRELAND

3 CONTINENTAL EUROPE

2XU$GYDQFHG6XUJLFDO'HYLFHV
KHDGTXDUWHUVLVEDVHGLQ$QGRYHURXU
$GYDQFHG:RXQG0DQDJHPHQW86KHDG
RI²FHLVLQ)RUW:RUWKDQGZHKDYH
PDQXIDFWXULQJIDFLOLWLHVLQ0HPSKLV
0DQV²HOGDQG2NODKRPD&LW\

+RPHRIRXU*OREDO+HDG2I²FH
LQ/RQGRQDQGWKH$GYDQFHG
:RXQG0DQDJHPHQWPDQXIDFWXULQJ
VLWHLQ+XOO8.

2XU(XURSHDQRUJDQLVDWLRQLV
KHDGTXDUWHUHGLQ%DDU6ZLW]HUODQGDQGZH
KDYHPDQXIDFWXULQJIDFLOLWLHVLQ7XWWOLQJHQ
*HUPDQ\DQG$DUDX6ZLW]HUODQG

EMPLOYEES

EMPLOYEES

EMPLOYEES

6,255
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1,603

2,040

STRATEGIC REPORT

2
3
4

CORPORATE GOVERNANCE

REST OF THE WORLD

2XUFRPPHUFLDORI²FHLVLQ6KDQJKDL
DQGZHKDYHPDQXIDFWXULQJIDFLOLWLHV
LQ%HLMLQJDQG6X]KRX

:HKDYHFRPPHUFLDORI²FHV
PDQXIDFWXULQJVLWHVDQGZDUHKRXVHV
DFURVVWKHZRUOGWRVHUYHRXUFXVWRPHUV

EMPLOYEES

EMPLOYEES

1,197

FINANCIAL STATEMENTS AND OTHER INFORMATION

4 CHINA

2,373

Smith & Nephew Annual report 2014
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Smith & Nephew today continued

2XUEXVLQHVVPRGHO
GHOLYHUVYDOXH
Our value creation process

5HDGPRUHDERXWRXUEXVLQHVVPRGHORQSDJH

Research &
Development

Ethics
& Compliance

Manufacturing

Medical
Education

Sales &
Marketing

:HLQYHVWLQSURGXFWV
WKDWPHHWXQPHW
SDWLHQWQHHGVLPSURYH
RXWFRPHVDQGDFFHVV
DQGUHGXFHWKH
HFRQRPLFEXUGHQRQ
KHDOWKFDUHV\VWHPV

:HFRQGXFWEXVLQHVV
HWKLFDOO\HYHU\ZKHUH
ZHRSHUDWH:H
ULJRURXVO\HQIRUFH
HWKLFVDQGFRPSOLDQFH
VWDQGDUGVDQGH[SHFW
WKHVDPHIURPWKRVH
ZLWKZKRPZHGR
EXVLQHVV

:HLPSOHPHQW/HDQ
0DQXIDFWXULQJ
WKURXJKRXWRXU
IDFWRULHVDQGVXSSO\
FKDLQWRLPSURYHDQG
VXVWDLQKLJKHUOHYHOV
RIVHUYLFHTXDOLW\
SURGXFWLYLW\DQG
HI²FLHQF\

:HLQYHVWLQRXUVDOHV
DQGPDUNHWLQJWHDPV
ZKRHQVXUHRXU
FXVWRPHUVKDYHWKH
DGYDQFHGWHFKQRORJLHV
DQGVXSSRUWLQJ
VHUYLFHVWKH\QHHG
WRWUHDWWKHLUSDWLHQWV

2XU&RGHRI&RQGXFW
DQG%XVLQHVV
3ULQFLSOHVJRYHUQV
KRZZHDFKLHYHWKHVH
REMHFWLYHV

:HDUHRSWLPLVLQJ
RXUPDQXIDFWXULQJ
VXSSO\DQGGLVWULEXWLRQ
IRRWSULQWWRUHGXFHRXU
FRVWRIJRRGV

:HDUHSURXG
WRVXSSRUWWKH
SURIHVVLRQDO
GHYHORSPHQWRI
VXUJHRQVDQGQXUVHV
E\SURYLGLQJPHGLFDO
HGXFDWLRQDQGWUDLQLQJ
RQRXUSURGXFWVWR
KHOSHQVXUHVDIHDQG
HIIHFWLYHWUHDWPHQW
IRUSDWLHQWV

:HDOVRGULYH
SLRQHHULQJLQWRRXU
EXVLQHVVPRGHOV
VHHNLQJQHZZD\VWR
VHUYHRXUFXVWRPHUV
VXFKDVYDOXH
SURSRVLWLRQ6\QFHUD
DQGWKHPLGWLHU
SRUWIROLR

Cash generated from operations

(YHU\\HDUWKRXVDQGV
RIFXVWRPHUVDWWHQG
RXUWUDLQLQJFHQWUHV
DQGFRXUVHVDURXQG
WKHZRUOG

:HVXSSRUWWKH
SURYLVLRQRIDGYDQFHG
PHGLFDODQGVXUJLFDO
WUHDWPHQWVLQRYHU
FRXQWULHV

$961m

Our Capital Allocation Framework

Reinvest for
organic growth

Progressive
GLYLGHQGSROLF\

Acquisitions in line
with strategy

Return excess
to Shareholders

0DLQWDLQDVWURQJEDODQFHVKHHWWRHQVXUHVROLGLQYHVWPHQWJUDGHFUHGLWPHWULFV
Resource utilised

$7.3bn $235m
7RWDO$VVHWV
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0DQXIDFWXULQJ
SODQWVZRUOGZLGH

$245m
&RUSRUDWLRQWD[SDLG

:LWKDVWUDWHJ\WR
GULYHRXUSHUIRUPDQFH
STRATEGIC REPORT

Our strategic priorities

Established Markets
%XLOGXSRQH[LVWLQJVWURQJSRVLWLRQVZLQPDUNHWVKDUHWKURXJKJUHDWHUSURGXFWDQGFRPPHUFLDO
LQQRYDWLRQDQGGULYHHI²FLHQFLHVWROLEHUDWHUHVRXUFHV

Emerging & International Markets
CORPORATE GOVERNANCE

'HOLYHUWKRXJKWOHDGHUVKLSLQWKH(PHUJLQJ ,QWHUQDWLRQDO0DUNHWVE\EXLOGLQJVWURQJGLUHFWFXVWRPHUUHODWLRQVKLSV
ZLGHQLQJDFFHVVWRRXUSUHPLXPSURGXFWVDQGGHYHORSLQJSRUWIROLRVGHVLJQHGIRUWKHPLGWLHUSRSXODWLRQ

Innovate for value
$FFHOHUDWHRXUUDWHRILQQRYDWLRQE\LQYHVWLQJPRUHLQUHVHDUFK GHYHORSPHQWWRVXSSRUW
SURMHFWVWKDWZLOOPRYHFOLQLFDODQGFRVWERXQGDULHVDQGGHOLYHUPD[LPXPYDOXH

Simplify and improve our operating model
FINANCIAL STATEMENTS AND OTHER INFORMATION

3XUVXHPD[LPXPHI²FLHQF\LQHYHU\WKLQJZHGRVWUHDPOLQHRXURSHUDWLRQVDQGPDQXIDFWXULQJ
UHPRYHGXSOLFDWLRQDQGEXLOGVWURQJJOREDOIXQFWLRQVWRVXSSRUWRXUFRPPHUFLDOWHDPV

Supplement organic growth with acquisitions
%XLOGRXUSODWIRUPE\DFTXLULQJFRPSOHPHQWDU\WHFKQRORJLHVPDQXIDFWXULQJDQGGLVWULEXWLRQLQWKH
HPHUJLQJPDUNHWVDQGFRPSOHPHQWDU\SURGXFWVRUEXVLQHVVHVLQRXUKLJKHUJURZWKVHJPHQWV

5HDGPRUHDERXWRXUVWUDWHJ\LQDFWLRQRQSDJHV¥

Smith & Nephew Annual report 2014
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Strategic performance

+RZZHSHUIRUPHG
Established Markets

Emerging &
,QWHUQDWLRQDO0DUNHWV

Innovate for value

Performance
(VWDEOLVKHG0DUNHWVIRU6PLWK 1HSKHZ
DUH$XVWUDOLD&DQDGD(XURSH-DSDQ
1HZ=HDODQGDQGWKH86

Performance
(PHUJLQJ ,QWHUQDWLRQDO0DUNHWV
UHSUHVHQWWKRVHRXWVLGHRIWKH(VWDEOLVKHG
0DUNHWVLQFOXGLQJWKHIDVWJURZLQJ%5,&
JURXSRI%UD]LO&KLQD,QGLDDQG5XVVLD

Performance
)RU6PLWK 1HSKHZ©,QQRYDWHIRUYDOXHª
PHDQVKDYLQJDSLRQHHULQJDSSURDFK
WRFUHDWLQJERWKSURGXFWVDQGQHZ
FRPPHUFLDOPRGHOVWREULQJSURGXFWVDQG
VHUYLFHVWRRXUFXVWRPHUV

2XUFRPELQHGEXVLQHVVHVLQWKH
(VWDEOLVKHG0DUNHWVGHOLYHUHG³DWJURZWK
IRUWKH\HDU+HDGZLQGVLQ(XURSH
LPSDFWHGRXUSHUIRUPDQFHDQGRIIVHWWKH
SRVLWLYHJURZWKZHDFKLHYHGDFURVVWKH
86-DSDQ$XVWUDOLD 1HZ=HDODQG
,Q$GYDQFHG:RXQG0DQDJHPHQWRXU
SHUIRUPDQFHZDVVOLJKWO\EHORZHVWLPDWHG
JOREDOVHJPHQWJURZWKGHVSLWHD
JURZWKLQ$GYDQFHG:RXQG%LRDFWLYHV
:KLOH7UDXPD ([WUHPLWLHV+LS,PSODQWV
DQG.QHH,PSODQWVJURZWKZHUHDOVR
VOLJKWO\EHORZWKHPDUNHWWKHVHIUDQFKLVHV
SHUIRUPHGEHWWHUWKDQODVW\HDUDQG
GHPRQVWUDWHGDQLPSURYLQJWUHQGLQ
WKHVHFRQGKDOIRIWKH\HDUDVDUHVXOWRI
RXULQYHVWPHQWVLQPDUNHWLQJPHGLFDO
HGXFDWLRQDQGQHZSURGXFWV,QWKHKLJKHU
JURZWK6SRUWV0HGLFLQH-RLQW5HSDLU
VHJPHQWZHGHOLYHUHGJURZWKDWDURXQG
PDUNHWUDWHDQGVDZWKH²UVWEHQH²WV
RIWKH$UWKUR&DUHDFTXLVLWLRQ
Global Outlook
:KLOHWKHUHDUHVRPHVLJQVRI
LPSURYHPHQWLQHFRQRPLFFRQGLWLRQV
RYHUDOOWKH(VWDEOLVKHG0DUNHWVFRQWLQXH
WRH[SHULHQFHDFKDOOHQJLQJHQYLURQPHQW
:HKDYHUHVSRQGHGE\UHDOLJQLQJRXU
EXVLQHVVPRGHOVDQGPDGHIRFXVHG
LQYHVWPHQWVWRHQKDQFHRXUSHUIRUPDQFH
DQGHI²FLHQF\LQWKHVHPDUNHWV

Revenue from established markets1

+0%

$3,940m

2014

3,940
3,788

2013

2XU(PHUJLQJ ,QWHUQDWLRQDO0DUNHWVJUHZ
DWEXLOGLQJIXUWKHURQWKHGRXEOH
GLJLWJURZWKRI7KHVHJHRJUDSKLHV
QRZUHSUHVHQWRIWKH*URXSªVRYHUDOO
UHYHQXHXSIURPLQ
'XULQJ
¥2XUVXFFHVVLQ&KLQDFRQWLQXHGZLWK
JURZWKRIRYHUIRUDVHFRQG\HDULQ
DURZDVRXULQYHVWPHQWLQWUDLQLQJDQG
LQIUDVWUXFWXUHFRQWLQXHWRVKRZUHVXOWV
¥2XU/DWLQ$PHULFDQPDUNHWVZKLFK
LQFOXGH%UD]LODQG0H[LFRDUHVHWIRU
LPSURYHPHQWJRLQJIRUZDUGDVZH
VSHQWWKH\HDULQWHJUDWLQJDFTXLVLWLRQV
DQGPDNLQJRUJDQLVDWLRQDODQG
VWUDWHJLFFKDQJHV
¥7KHH[HFXWLRQRIRXUPLGWLHU
PDUNHWVWUDWHJ\FRQWLQXHVZLWKWKH
HVWDEOLVKPHQWRIDQLQGHSHQGHQW
FRPPHUFLDOVWUXFWXUHDQGLQFUHDVHG
LQYHVWPHQWLQEXLOGLQJDVXLWDEOH
SURGXFWSRUWIROLR
Global Outlook
7KHKHDOWKFDUHHQYLURQPHQWLQRXUUHJLRQV
FRQWLQXHVWRUDSLGO\H[SDQGDQGZLWKWKH
ULJKWLQYHVWPHQWVFRPELQHGZLWKVWUDWHJLF
H[HFXWLRQZLOOSURYLGHVXVWDLQHGJURZWK
RSSRUWXQLWLHVIRUWKH*URXS

Revenue from Emerging
& International markets1

3,654

2013

3,816

2012

2012 includes Clinical Therapies revenue of $107m
2011 includes Clinical Therapies revenue of $237m

$677m

2014

2011

2011

677
563

2014

235

2013

231
171
167

As a percentage of Group revenue

5.1%
2014
15%

13%

2013
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$235m

454

2014



$SLRQHHULQJDSSURDFKWRSURGXFWVDQG
VHUYLFHVSURYLGHVFRPSHWLWLYHDGYDQWDJHV
6PDUWHUHDVLHUWRXVHFRVWHI²FLHQW
SURGXFWVDQGVHUYLFHVFDQRIIVHWSULFLQJ
SUHVVXUHVGLVUXSWPDUNHWVDQGFKDOOHQJH
WKHVWDWXVTXRZKLFKZLOOEHUHTXLUHGWR
PHHWWKHQHZDQGH[SDQGLQJGHPDQGV
IRUKHDOWKFDUHFXVWRPHUVJOREDOO\

2011

15%

2011

:HKDYHDOVREHHQLQYHVWLQJLQDQLQQRYDWLYH
FRPPHUFLDOVROXWLRQIRU2UWKRSDHGLF
5HFRQVWUXFWLRQWKDWIXO²OVWKHXQPHWQHHGV
RIFXVWRPHUVVHDUFKLQJIRUDGLIIHUHQWYDOXH
SURSRVLWLRQ&DOOHGS\QFHUDLWRIIHUV
FXVWRPHUVFOLQLFDOO\SURYHQSULPDU\KLSDQG
NQHHLPSODQWVFRPELQHGZLWKFXWWLQJHGJH
WHFKQRORJ\WKDWVWUHDPOLQHVWKHVXSSO\
FKDLQDQGORJLVWLFVDQGHQDEOHVWHFKQLFDO
VXSSRUWLQWKHRSHUDWLQJURRP7KLVQHZ
PRGHOKDVWKHSRWHQWLDOWRJHQHUDWH
VLJQL²FDQWVDYLQJVIRUWKHFXVWRPHU

2012

483

As a percentage of Group revenue

2012

,QDGGLWLRQZHKDYHPDGHLQYHVWPHQWVLQ
WZRYHQWXUHIXQGVDVSDUWRIRXUVHDUFKIRU
IXWXUHGLVUXSWLYHWHFKQRORJLHV

R&D expenditure1

+17%

2012

&RQVLVWHQWZLWK5 'LQYHVWPHQW
UHSUHVHQWHGRYHURIUHYHQXHEULQJLQJ
DZLGHUDQJHRISURGXFWVWRPDUNHWDFURVV
DOORXUIUDQFKLVHV0RUHGHWDLORQLQGLYLGXDO
SURGXFWVLVVHWRXWRQSDJHVWRDQG
RQSDJHVDQG

12%
11%

5.1%
5.3%

2013
2012
2011

4.1%
3.9%

Supplement organic
growth with acquisitions

Performance
7UDGLQJSUR²WJUHZE\DQGWUDGLQJSUR²W
PDUJLQLQFUHDVHGE\ESVZKLOHLQYHVWLQJ
LQRXUFRPPHUFLDORSHUDWLRQVDQGPHHWLQJ
PDUNHWDQGSULFLQJSUHVVXUHV

Performance
,QZHFRPSOHWHG²YHDFTXLVLWLRQVDQG
LQYHVWPHQWVLQFOXGLQJRXUODUJHVWGHDOWR
GDWHWKHELOOLRQDFTXLVLWLRQRI
$UWKUR&DUH&RUSRUDWLRQ7KLVEULQJVWKH
WRWDORYHUWKHODVW\HDUVWRWUDQVDFWLRQV
IRUDFRPELQHGFRQVLGHUDWLRQRI
ELOOLRQLQFOXGLQJWKHPLOOLRQ
DFTXLVLWLRQRI+HDOWKSRLQW7KHUDSHXWLFV
LQODWH

.H\LQLWLDWLYHVLQFOXGHG
¥&RQWLQXLQJWRGHOLYHURXUPLOOLRQ
SHUDQQXPHI²FLHQF\VDYLQJV
SURJUDPPHRIZKLFKZHKDYHDFKLHYHG
DQQXDOLVHGVDYLQJVRIPLOOLRQ
DVDW'HFHPEHU

¥0RYLQJWRDVLQJOH0DQDJLQJ'LUHFWRU
PRGHOLQPDUNHWVRXWVLGHRIWKH
86FRPELQLQJWKHFRPPHUFLDO
RUJDQLVDWLRQVWROHYHUDJHVFDOH
DQGEHWWHUVHUYHFXVWRPHUV

$1,055m

2014

1,055
987

2013
2012
2011

$FTXLVLWLRQVDQGSDUWQHUVKLSVDUH
LPSRUWDQWHOHPHQWVZKLFKVXSSOHPHQW
RUJDQLFLQYHVWPHQWDQGSURYLGHLQFUHDVHG
RSSRUWXQLW\IRUKLJKJURZWKDQG
YDOXHFUHDWLRQ

Acquisition and equity investment spend

7UDGLQJSUR²W1,2

+3%

:HUHJXODUO\UHYLHZDFTXLVLWLRQVWRHQVXUH
WKH\DUHPHHWLQJRXUH[SHFWDWLRQVDQGXVH
,55VDQG52&(WRFRQ²UPSHUIRUPDQFHLV
RQWUDFNWRGHOLYHUWKHUHTXLUHGUHWXUQ
'XULQJZHFRQWLQXHGWRLQWHJUDWH
RXUUHFHQWHPHUJLQJPDUNHWVDFTXLVLWLRQV
ZKLOVW+HDOWKSRLQWSHUIRUPHGVWURQJO\
LQLWVVHFRQGIXOO\HDULQ6PLWK 1HSKHZ
FINANCIAL STATEMENTS AND OTHER INFORMATION

%\VLPSOLI\LQJDQGLPSURYLQJRXU
RSHUDWLQJPRGHOZHKDYHEHHQDEOH
WROLEHUDWHUHVRXUFHVWRLQYHVWLQJURZWK
RSSRUWXQLWLHVPHHWWKHSHUVLVWHQW
SULFHSUHVVXUHDQGLPSURYHRXU²QDQFLDO
UHWXUQV$VLPSOHUDQGPRUHHI²FLHQW
RUJDQLVDWLRQDOORZVXVWRPDNHIDVWHUDQG
EHWWHUGHFLVLRQV

$UWKUR&DUHZDVDFRPSHOOLQJRSSRUWXQLW\
WRDGGXQLTXHWHFKQRORJ\DQGKLJKO\
FRPSOHPHQWDU\SURGXFWVWRIXUWKHU
VWUHQJWKHQRXUVSRUWVPHGLFLQHEXVLQHVV
:HZLOOEHDEOHWRJHQHUDWHVLJQL²FDQW
DGGLWLRQDOUHYHQXHIURPWKHPRUH
FRPSUHKHQVLYHSRUWIROLR:HZLOOXVHRXU
JOREDOSUHVHQFHWRGULYHVXEVWDQWLDOQHZ
JURZWK7KHWUDQVDFWLRQDFFHOHUDWHVRXU
VWUDWHJ\WRUHEDODQFH6PLWK 1HSKHZ
WRZDUGVKLJKHUJURZWKRSSRUWXQLWLHV

CORPORATE GOVERNANCE

¥&RPPHQFLQJDIXUWKHUPLOOLRQ
DQQXDOLVHG*URXS2SWLPLVDWLRQSODQ
WKURXJKDRQHRIILQYHVWPHQWRI
PLOOLRQZKLFKLVSURJUHVVLQJZHOO

STRATEGIC REPORT

Simplify and improve
our operating model

2014
2011–2014

$1.7bn
$2.8bn

965
961

7UDGLQJSUR²WPDUJLQ2

+20bps

22.9%

2014

22.9%

2013

22.7%
23.3%

2012
2011

22.5%

LQFOXGHV&OLQLFDO7KHUDSLHVWUDGLQJSUR²WRIP
LQFOXGHV&OLQLFDO7KHUDSLHVWUDGLQJSUR²WRIP

 7KHXQGHUO\LQJSHUFHQWDJHLQFUHDVHVGHFUHDVHVDUH
DIWHUDGMXVWLQJIRUWKHHIIHFWRIFXUUHQF\WUDQVODWLRQDQG
WKHLQFOXVLRQRIWKHFRPSDUDWLYHLPSDFWRIDFTXLVLWLRQV
DQGH[FOXVLRQRIGLVSRVDOV
([SODQDWLRQVRIWKHVHQRQ*$$3²QDQFLDOPHDVXUHVDUH
SURYLGHGRQSDJHVWR
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&KLHI)LQDQFLDO2I²FHUªVRYHUYLHZ

:HPDGHVLJQL²FDQW
SURJUHVVLQ
Our results

$4,617m
5HYHQXHXS

$1,055m
7UDGLQJSUR²WXS

 7KHXQGHUO\LQJSHUFHQWDJHLQFUHDVHVGHFUHDVHVDUH
DIWHUDGMXVWLQJIRUWKHHIIHFWRIFXUUHQF\WUDQVODWLRQDQG
WKHLQFOXVLRQRIWKHFRPSDUDWLYHLPSDFWRIDFTXLVLWLRQV
DQGH[FOXVLRQRIGLVSRVDOV
([SODQDWLRQVRIWKHVHQRQ*$$3²QDQFLDOPHDVXUHVDUH
SURYLGHGRQSDJHVWR



Smith & Nephew$QQXDOUHSRUW

'HDU6KDUHKROGHU

5HLQYHVWPHQW *URXSRSWLPLVDWLRQ

6PLWK 1HSKHZPDGHVLJQL²FDQWSURJUHVV
LQDQGFRQWLQXHGWRGHOLYHUJRRGUHYHQXH
DQGHDUQLQJVJURZWK2XUJURZWKWUDMHFWRU\
LVEHLQJHQKDQFHGE\WKHLQWHJUDWLRQRIRXU
DFTXLVLWLRQVJUHDWHU*URXSHI²FLHQF\DQGWD[
LPSURYHPHQW¥FRPELQLQJZLWKVWURQJFDVK
JHQHUDWLRQDQGGLVFLSOLQHGFDSLWDODOORFDWLRQ
WRDFFHOHUDWHYDOXHFUHDWLRQIRUVKDUHKROGHUV

'XULQJZHODXQFKHGDSURJUDPPHWR
WDUJHWIXUWKHUHI²FLHQFLHV:HKDYHLGHQWL²HG
IRXUPDLQDUHDVRIDFWLYLW\

6WURQJHDUQLQJVJURZWK

 *OREDOLVLQJIXQFWLRQVVXFKDV)LQDQFH
+5,7DQG/HJDOWRHQVXUHWKDWZHDUH
RSHUDWLQJPRVWHIIHFWLYHO\WRVXSSRUW
EXVLQHVVJURZWK
 'ULYLQJSURFXUHPHQWVDYLQJVWRJHWWKH
PRVWYDOXHIURPWKHPRQH\ZHVSHQG

 5DWLRQDOLVLQJRXUIRRWSULQWWRVLPSOLI\WKH
,QWKHIXOO\HDUZHJHQHUDWHGUHYHQXH
ZD\ZHZRUN
RIPLOOLRQ PLOOLRQ DQ
LQFUHDVHRIRQDQXQGHUO\LQJEDVLVDQG  )XUWKHUVLPSOLI\LQJRXURSHUDWLQJPRGHO
RQDUHSRUWHGEDVLV$FTXLVLWLRQVDGGHG
LQFOXGLQJHVWDEOLVKLQJDVLQJOHRSHUDWLQJ
WRWKHUHSRUWHGJURZWKUDWHZKLOHFXUUHQF\
VWUXFWXUHXQGHUDVLQJOHPDQDJLQJ
ZDVDKHDGZLQG
GLUHFWRULQDOOPDUNHWVRXWVLGHWKH86VR
WKDWZHFDQPDNHGHFLVLRQVPRUHTXLFNO\
7UDGLQJSUR²WZDVPLOOLRQ 
DQGHIIHFWLYHO\
PLOOLRQ XSXQGHUO\LQJDQGRQ
DUHSRUWHGEDVLV7KHWUDGLQJSUR²WPDUJLQ
$OODUHDVRIWKHSURJUDPPHDUHSURJUHVVLQJ
ZDV  DESVLQFUHDVH
ZHOO2YHUDOOZHDUHRQWDUJHWWRGHOLYHU
GHVSLWHWKHKHDGZLQGIURPWKH865(1$6<6
EHQH²WVRIRYHUPLOOLRQRYHUDIRXU\HDU
GLVWULEXWLRQKROGDQQRXQFHGLQ-XQH
SHULRGZLWKWKHPDMRULW\RIWKLVH[SHFWHGWR
EHQH²WPDUJLQRYHUWLPH
2SHUDWLQJSUR²WIRUZDVPLOOLRQ
PLOOLRQ UH³HFWLQJDFTXLVLWLRQ
FRVWVODUJHO\UHODWLQJWR$UWKUR&DUHDVZHOO
$FTXLVLWLRQV
DVUHVWUXFWXULQJDQGUDWLRQDOLVDWLRQFRVWV
:HDFTXLUHG$UWKUR&DUH&RUSRUDWLRQLQ
DPRUWLVDWLRQRIDFTXLVLWLRQLQWDQJLEOHVDQG
IRUDQHWELOOLRQ7KLVKDVVWUHQJWKHQHG
OHJDODQGRWKHULWHPVLQFXUUHG7KHQHW
RXU6SRUWV0HGLFLQHEXVLQHVV,WVWHFKQRORJ\
LQWHUHVWFKDUJHDQGRWKHU²QDQFLQJFRVWV
DQGSURGXFWVZLOOVLJQL²FDQWO\HQKDQFH
IRUZHUHPLOOLRQ PLOOLRQ 
RXUSRUWIROLRDQGZHZLOOXVHRXUJOREDO
3UR²WEHIRUHWD[ZDVWKHUHIRUHPLOOLRQ
SUHVHQFHWRGULYHVXEVWDQWLDOQHZJURZWK
PLOOLRQ 
7KHLQWHJUDWLRQLVSURJUHVVLQJZHOO
7KHWD[FKDUJHRIPLOOLRQUH³HFWVDQ
7KH²QDQFLDOUDWLRQDOHIRUWKLVWUDQVDFWLRQ
HIIHFWLYHWD[UDWHRIIRUWKHIXOO\HDU
ZDVVWURQJDQGZHH[SHFWWRUHDOLVHFRVWDQG
 RQ7UDGLQJUHVXOWV
UHYHQXHV\QHUJLHVRIDURXQGPLOOLRQRI
(36$ZDV SHU$'6    DGGLWLRQDODQQXDOWUDGLQJSUR²WLQ
5HSRUWHGEDVLFHDUQLQJVSHUVKDUHZDV
2XURWKHUUHFHQWDFTXLVLWLRQVFRQWLQXHWR
SHU$'6   
SHUIRUPZHOO7KH$GYDQFHG:RXQG%LRDFWLYHV
7UDGLQJFDVK³RZZDVPLOOLRQ 
EXVLQHVVDFTXLUHGDWWKHHQGRIGHOLYHUHG
PLOOLRQ UH³HFWLQJDWUDGLQJSUR²WWRFDVK
VWURQJJURZWKLQ2XUHPHUJLQJ
FRQYHUVLRQUDWLRRI  
PDUNHWVDFTXLVLWLRQVLQ%UD]LO7XUNH\DQG,QGLD
DUHQRZEHGGHGLQDQGGHOLYHULQJLQFUHDVLQJ
1HWGHEWDWWKH\HDUHQGZDVPLOOLRQ
EHQH²WV$QG%LRYHQWXVRXURUWKRELRORJLF
UH³HFWLQJRXUDFTXLVLWLRQVRI$UWKUR&DUHDQG
WKHUDSLHVGHYHORSPHQWYHKLFOHFRPSOHWHG
LQWKHHPHUJLQJPDUNHWV7KLVUHSUHVHQWVD
DVXFFHVVIXOH[WHUQDOUH²QDQFLQJDQGUHSDLG
UHSRUWHGQHWGHEW(%,7'$UDWLRRI[
DPLOOLRQORDQQRWHSOXVPLOOLRQRI
DFFUXHGLQWHUHVWWRXVLQ2FWREHU

DQGFRQWLQXHGWRGHOLYHUJRRG
UHYHQXHDQGHDUQLQJVJURZWK

2XWORRN

§:HH[SHFWWKH*URXSWR
GHOLYHUKLJKHUXQGHUO\LQJ
UHYHQXHJURZWKLQ
WKDQLQ:HDOVR
H[SHFWWRGHOLYHUDIXUWKHU
LPSURYHPHQWLQWUDGLQJ
SUR²WPDUJLQ¨

:HKDYHPDGHPDWHULDOSURJUHVVLQ
UHVKDSLQJ6PLWK 1HSKHZIRUKLJKHUJURZWK
VLQFH:KLOVWWKHMRXUQH\WRWUDQVIRUP
6PLWK 1HSKHZFRQWLQXHVLQFUHDVLQJO\
ZHH[SHFWWREHQH²WIURPWKHDFWLRQVDQG
LQYHVWPHQWVZHKDYHPDGH

CORPORATE GOVERNANCE

$VZHVLPSOLI\RXURSHUDWLQJPRGHODQGPRYH
WRRQHFRPPHUFLDORUJDQLVDWLRQLQDOOFRXQWULHV
EDUULQJWKH86ZHDUHXSGDWLQJRXUVHJPHQWDO
UHSRUWLQJWRUH³HFWWKLVSURYLGLQJGLVFORVXUH
FRQVLVWHQWZLWKWKH²QDQFLDOLQIRUPDWLRQXVHG
E\VHQLRUPDQDJHPHQWWRUXQWKHEXVLQHVV
7KLVPHDQVWKDWIURP-DQXDU\ZHZLOO
FRQWLQXHWRGLVFORVHUHYHQXHSHUIRUPDQFH
E\IUDQFKLVHEXWRWKHU²QDQFLDOGDWDVXFK
DVWUDGLQJPDUJLQDQGDVVHWVZLOOQRORQJHU
EHVSOLWEHWZHHQWZRGLYLVLRQV¥$GYDQFHG
6XUJLFDO'HYLFHV ©$6'ª DQG$GYDQFHG
:RXQG0DQDJHPHQW ©$:0ª VLQFHWKH\
DUHQRZSDUWRIRQHRSHUDWLQJXQLW

STRATEGIC REPORT

6HJPHQWUHSRUWLQJ

:HH[SHFWWKH*URXSWRGHOLYHUKLJKHU
XQGHUO\LQJUHYHQXHJURZWKLQWKDQLQ
:HDOVRH[SHFWWRGHOLYHUDIXUWKHU
LPSURYHPHQWLQWUDGLQJSUR²WPDUJLQ
FINANCIAL STATEMENTS AND OTHER INFORMATION

$GGLWLRQDOO\ZHH[SHFWWKHHIIHFWLYHFRUSRUDWH
WD[UDWHRQWUDGLQJUHVXOWVWRUHGXFHWRVOLJKWO\
DERYHLQDEVHQWDQ\FKDQJHVWRWD[
OHJLVODWLRQ7KLVLVLQFUHPHQWDOWRWKHESV
UHGXFWLRQDFKLHYHGLQWKHODVWWZR\HDUV
:HEHOLHYHWKH*URXSLVDWWKHVWDUWRIDQHZ
DQGH[FLWLQJSKDVHLQLWV\HDUKLVWRU\
6LQFHUHO\

Julie Brown
&KLHI)LQDQFLDO2I²FHU

Smith & Nephew$QQXDOUHSRUW
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Our marketplace

Changing demands

Market trends
The combination of ageing populations
and increasing prevalence of obesity and
associated chronic illness is expanding the
gap between the demand for healthcare
and ability of governments to supply it. The
changing balance in ageing populations also
means that there is a potential decrease
in funds available for healthcare raised
through taxes on the working population.
Consequentially, governments and healthcare
providers are looking for various ways to
constrain their healthcare expenditure.

Cost and Outcomes
Healthcare providers, in an effort to reduce
spending, are increasingly focusing on the
cost of the whole treatment, rather than
the individual components. This is leading
governments and hospitals to seek greater
transparency of product pricing.
As a result, health economic data is being
used to obtain reimbursement or justify
product pricing. Health economic data
currently forms an integral part in shaping
the recommendations from the National
Institute for Health and Care Excellence (NICE)
in the UK and in the US, the Affordable Care
Act has committed budget spend to carry
out comparative effectiveness research
on treatments.
As well as the focus on suppliers of
healthcare products, some providers are also
implementing incentives for better health
outcomes to reduce the costs associated
with repeated patient treatments or reduced
hospital stay.
Governments are beginning to impose
penalties on healthcare facilities for acute
patient re-admissions or for infections
acquired within the health system which
present an additional economic burden on
health care systems.

18
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In the US, healthcare-acquired infections cost
almost $10 billion annually, with surgical site
infections being the largest contribution to
overall cost.
Product innovation has been the primary
response by some suppliers in meeting
patient and healthcare provider demands to
improve outcomes, simplify procedures and
reduce cost.
New commercial models, together with
product innovation, are being adopted by
health systems as a solution to improving
resource allocation. There is a recent trend
by health systems to shift towards ‘payment
for performance’ schemes in an effort to
promote high quality care and increase the
effectiveness of treatments. Additionally,
suppliers of healthcare products and devices
are providing lower cost or reduced service
offerings to those segments of the market
more sensitive to price.
The healthcare industry is also seeing
protectionism/localisation playing a part
in the product selection process as some
jurisdictions are implementing laws to show
bias towards locally manufactured products.
This already exists in Brazil for major tender
offers and China is considering incentives
to encourage hospitals to use locally made
medical devices.
The increased demand for healthcare
products and the limitation of available
resources is widening the funding gap.
Providing technologies that deliver value by
improving clinical outcomes while reducing
the consumption of overall healthcare
resources is vital for the success and
sustainability of medical device businesses.

Self-Care and Prevention
Self-care and prevention is regarded as
an important element of healthcare in that
it will help protect society from potential
health threats by minimising the risk factors
that cause them. Governments have been
investing in programmes and providing tools
to encourage and support healthier behaviour
to reduce the strain on healthcare systems
from ‘lifestyle’ diseases. Additionally, pressure
is gradually being applied on the food industry
to reduce saturated fats, sugar and salt in
products and increase nutritional labelling
in an effort to tackle rising rates of obesity
and diabetes.

Regulatory standards
and compliance in the
healthcare industry
The international medical device industry is
highly regulated. Regulatory requirements are
important in determining whether substances
and materials can be developed into safe
and effective products and done so in an
environmentally sustainable way.
National regulatory authorities administer
and enforce a complex series of laws
and regulations that govern the design,
development, approval, manufacture,
labelling, marketing and sale of healthcare
products. They also review data supporting
WKHVDIHW\DQGHI²FDF\RIVXFKSURGXFWV2I
particular importance is the requirement in
many countries that products be authorised
or registered prior to the placement on market
and that such authorisation or registration
be subsequently maintained. The major
UHJXODWRU\DJHQFLHVIRU6PLWK 1HSKHZªV
products include the Food and Drug
Administration (‘FDA’) in the US, the Medicines
and Healthcare products Regulatory Agency
in the UK, the Ministry of Health, Labour and
Welfare in Japan, the China Food and Drug
Administration and the Australian Therapeutic
Goods Administration.

In most markets throughout the world,
H[SHQGLWXUHRQPHGLFDOGHYLFHVLVXOWLPDWHO\
controlled to a large extent by governments.
Funds may be made available or withdrawn
from healthcare budgets as a result of
JRYHUQPHQWSROLF\:HDUHWKHUHIRUH
largely dependent on future governments
providing increased funds commensurate
with the increased demand arising from
demographic trends.
3ULFLQJRIRXUSURGXFWVLVODUJHO\LQ³XHQFHG
in most developed markets by governmental
reimbursement authorities. Initiatives
sponsored by government agencies,
legislative bodies and the private sector to
limit the growth of healthcare costs, including
price regulation, excise taxes and competitive
pricing, are ongoing in markets where we
operate. This control may be exercised by
determining prices for an individual product

or for an entire procedure. We are exposed to
changes in reimbursement policy, tax policy
and pricing which may have an adverse
LPSDFWRQUHYHQXHDQGRSHUDWLQJSUR²W7KHUH
may be an increased risk of adverse changes
to government funding policies arising
from the deterioration in macro-economic
conditions in some of our markets.

Competitors
Competition exists among healthcare
providers to gain patients on the basis of
quality, service and price. Providers are under
pressure to reduce the total cost of healthcare
delivery. In order to achieve this there has
been some consolidation in our customer
base, as well as amongst our competitors,
and these trends are expected to continue
in the long term. We compete against both
local and multinational corporations, including
VRPHZLWKJUHDWHU²QDQFLDOPDUNHWLQJDQG
other resources.

CORPORATE GOVERNANCE

We are committed to assuring a high level of
regulatory compliance and to doing business
ZLWKLQWHJULW\DQGZHOFRPHWKHWUHQGWRKLJKHU
standards in the healthcare industry. We and
other companies in the industry are subject to
regular inspections and audits by regulatory
DJHQFLHVDQGQRWL²HGERGLHVDQGLQVRPH
cases, remediation activities have and will
FRQWLQXHWRUHTXLUHVLJQL²FDQW²QDQFLDODQG
resource investment. See ‘Legal proceedings’
on page 146.

Dependence on government
DQGRWKHUIXQGLQJ

STRATEGIC REPORT

In general, with the aforementioned industry
trends, safety standards and regulations in
the medical device industry are becoming
more stringent. Regulatory agencies are
intensifying audits of manufacturing facilities
and the approval time for new products has
lengthened. Legislation covering corruption
and bribery such as the UK Bribery Act and
the US Foreign Corrupt Practices Act business
also apply to all our global operations.

Manufacturing facility in Suzhou, China.
FINANCIAL STATEMENTS AND OTHER INFORMATION
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Our marketplace continued

6PLWK 1HSKHZHVWLPDWHVWKDWWKHJOREDO
orthopaedic reconstruction segment is worth
approximately $14 billion and increased by
approximately 3% in 2014. Competitors in the
orthopaedic reconstruction segment include
Biomet, DePuy Synthes (a division of Johnson
-RKQVRQ 6WU\NHUDQG=LPPHU
6PLWK 1HSKHZHVWLPDWHVWKDWWKHJOREDO
orthopaedic trauma segment is worth
approximately $5 billion and grew by
approximately 6% in 2014. Competitors in the
orthopaedic trauma segment include Biomet,
'H3X\6\QWKHV6WU\NHUDQG=LPPHU
6PLWK 1HSKHZHVWLPDWHVWKDWWKHJOREDO
sports medicine segment (representing
access, resection and repair products) is
worth approximately $5 billion and grew by
approximately 8% in 2014. Competitors in the

sports medicine segment include Arthrex,
Conmed, DePuy Mitek (a division of Johnson
-RKQVRQ DQG6WU\NHU
6PLWK 1HSKHZHVWLPDWHVWKDWWKHJOREDO
wound management segment is worth
approximately $7 billion and grew by 4%
in 2014. Global competitors vary across
our product areas and geographies and
include Acelity, Coloplast, ConvaTec, 3M
and Molnlycke.

Customers
In certain parts of the world, including the
UK, much of Continental Europe, Canada
and Japan, the healthcare providers are
largely government organisations funded
E\WD[UHYHQXHV,QWKH86RXUPDMRU
customers are public and private hospitals,

which receive revenue from private health
insurance and government reimbursement
programmes. Medicare is the major source
RIUHLPEXUVHPHQWLQWKH86IRUNQHHDQGKLS
reconstruction procedures and for wound
treatment regimes. In the emerging markets,
demand is driven by self-pay patients.

Seasonality
Orthopaedic and sports medicine procedures
tend to be higher in the winter months when
accidents and sports related injuries are
highest. Conversely, elective procedures tend
to slow down in the summer months due
to holidays.
Due to the nature of our product range, there
is little seasonal impact on the Advanced
Wound Management business.

Market Segment and Leadership

Sports Medicine*

Hip & Knee Implants
SMITH & NEPHEW
11%

LINVATEC
5%

ZIMMER
23%

ARTHREX
29%

STRYKER
11%

BIOMET
12%

$14bn
+3%

OTHER
14%

BIOMET
4%

Data: 2014 estimates generated by
6PLWK 1HSKHZEDVHGXSRQSXEOLF
sources and internal analysis.
* Representing access, resection and
repair products.
 $GLYLVLRQRI-RKQVRQ -RKQVRQ

$5bn
+8%

OTHER
12%
DEPUY
SYNTHES**
21%
DEPUY MITEK**
15%

STRYKER
19%

Trauma & Extremities
BIOMET
6%

SMITH & NEPHEW
24%

Advanced Wound Management

ZIMMER
6%

CONVATEC
8%

OTHER
8%

COLOPLAST
4%

OTHER
36%

MOLNLYCKE
13%

SMITH & NEPHEW
10%

$5bn
+6%

$7bn
+4%

DEPUY
SYNTHES**
47%

SMITH & NEPHEW
19%
STRYKER
23%
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Our business

STRATEGIC REPORT

Helping healthcare
professionals
improve quality
of life

Delivering advanced
medical technologies

Research and Development
We have a deep knowledge of the needs
of surgeons, physicians and nurses, we
understand the economic pressures
healthcare payers work under, and we
recognise that patients are demanding better
treatment options to restore quality of life.

Through it we create value. This value
FUHDWLRQSURFHVVLVDFWLRQHGWKURXJK²YH
streams of activity.

These factors inform our Research and
'HYHORSPHQW ©5 'ª VWUDWHJ\ZKLFKLVDWWKH
heart of our business model.

– Research & Development

In 2014, we launched many exciting products,
including a cruciate retaining version of our
-2851(<,,QDWXUDOPRWLRQNQHHD²UVWRI
its-kind DYONICS PLAN surgical planning
tool for hip arthroscopy, and the HAT-TRICK
Lesser Toe Repair System. We have a strong
new product pipeline for 2015, with many
innovations scheduled.

– Ethics & Compliance
– Manufacturing
– Medical Education
– Sales & Marketing
Our business model is underpinned by our
Capital Allocation Framework. This enables
us to invest for the future, both in organic
growth and through acquisitions, whilst also
generating value for shareholders today
through a progressive dividend policy and
commitment to return any excess capital.

These new products, and many more
currently in development, are a result of our
IRFXVRQ5 ':HLQYHVWHGPLOOLRQLQ
this area in 2014, in-line with our commitment,
stated in 2011, to increase our investment
level to around 5% of revenue.
We are highly disciplined in project selection.
2XU5 'H[SHUWVLQWKH8.86(XURSH&KLQD
and India have extensive customer and sector
knowledge, which is augmented by ongoing
interaction with our marketing teams.

Open innovation
$VSDUWRIRXU5 'VWUDWHJ\6PLWK 1HSKHZ
supports and works with numerous small
companies looking for help with developing
and commercialising new technologies.
We scout globally for new technologies and
services to meet the needs of our customers.
We are a primary sponsor of the
Massachusetts Medical Device Development
Center (‘M2D2’) New Venture Competition,
supporting entrepreneurial product
development by early-stage medical device
companies. We also work with MassChallenge,
a global start-up competition and accelerator
programme, to support emerging companies
WKDW²WZLWKRXUVWUDWHJLFDUHDVRILQWHUHVW
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6PLWK 1HSKHZªVEXVLQHVVPRGHOVHWRXW
on page 12, supports our mission to deliver
advanced medical technologies to help
healthcare professionals, our customers,
improve the quality of life for their patients.

Strict criteria are applied to ensure new
SURGXFWVIXO²ODQXQPHWFOLQLFDOQHHG
have a strong commercial case, and are
WHFKQRORJLFDOO\IHDVLEOH2XU5 'WHDPVDOVR
work closely with manufacturing and supply
chain management to ensure we can produce
new products to clinical, cost and time
VSHFL²FDWLRQ2XUSURGXFWVXQGHUJRFOLQLFDO
and health economic assessment both
during their development and post launch.

CORPORATE GOVERNANCE

SUTUREFIX ULTRA
%\LQYHVWLQJLQ5 '6PLWK 1HSKHZFRQWLQXHV
pioneering hip and shoulder repair, launching the
new SUTUREFIX Ultra all-suture based soft anchor.

STRATEGIC REPORT

Our business continued

We continued in 2014 as the commercial
partner in SWAN-iCare, an EU-funded
initiative to bring multidisciplinary European
research teams together to deliver a next
generation integrated autonomous solution
for monitoring and adapting personalised
therapy of foot and leg ulcers.
6PLWK 1HSKHZDOVRZHOFRPHVQHZ
product concepts from surgeons. Through
our InVentures programme we collaborate
to bring ideas to reality. InVentures evaluates
surgeon concepts for technical and market
viability and our development team works
hand-in-hand with surgeons to deliver
new products that advance healing.
&RPPHUFLDOLVHGSURGXFWVEHQH²WIURP
WKHJOREDOVHOOLQJSRZHURI6PLWK 1HSKHZ
,QDGGLWLRQ6PLWK 1HSKHZLQYHVWVLQ
early stage technologies relevant to our
business. Recent examples include UK-based
Michelson Diagnostics that is developing a
point-of-care tissue-imaging system that for
WKH²UVWWLPHDOORZVXVHUVWRVHHEHORZWKH
surface of the skin; and an incubator fund
investing in orthopaedic technologies close
WRFRPPHUFLDOODXQFK
We continue to scout for further opportunities
where we can access new disruptive
technologies in our areas of specialism.
These investments are typically in technologies
that are not yet ready for acquisition but that
we believe hold great promise. As well as
IXQGLQJZHPD\EULQJ5 'PDQDJHPHQWDQG
manufacturing expertise, and gain privileged
access to or rights to the technology. We aim
to accelerate the journey to market and may
ultimately acquire the business.

Intellectual property
We protect the results of our research and
development through patents and other
forms of intellectual property. The Group’s
patent portfolio currently includes in excess
of 5,000 patents and patent applications.
Patent protection for our products is sought
routinely in our principal markets.
We also have a policy of protecting our
products by registering trademarks under
the local laws of markets in which such
products are sold. We vigorously protect
our trademarks against infringement.
In addition to protecting our market position
E\²OLQJDQGHQIRUFLQJSDWHQWVDQGWUDGHPDUNV
we may oppose third party patents and
WUDGHPDUN²OLQJVZKHUHDSSURSULDWHLQ
WKRVHDUHDVWKDWPLJKWFRQ³LFWZLWKRXU
business interests.
In the ordinary course of business, we enter
into a number of licensing arrangements
with respect to our products. None of these
arrangements individually is considered
material to our current operations and
²QDQFLDOUHVXOWV
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Ethics and compliance
Code of conduct and
business principles
6PLWK 1HSKHZHDUQVWUXVWZLWKSDWLHQWV
customers, healthcare professionals, authorities
and the public by acting in an honest and fair
manner in all aspects of its operations.
We expect the same from those with whom
we do business, including distributors and
independent agents that sell our products.
Our Code of Conduct and Business Principles
(‘Code’) governs the way we operate to
achieve these objectives.
6PLWK 1HSKHZWDNHVLQWRDFFRXQWHWKLFDO
VRFLDOHQYLURQPHQWDOOHJDODQG²QDQFLDO
considerations as part of its operating
methods. We have a robust whistle-blowing
system in all jurisdictions in which Smith
1HSKHZRSHUDWHV:HDUHFRPPLWWHGWR
upholding our promise in our Code that we
will not retaliate against anyone who makes
a report in good faith.
New employees receive training on our Code,
and we assign annual compliance training to
employees. In 2014, we updated our Code
training. The new module is more interactive,
role-based and allows individuals to apply the
Code in different scenarios. Individuals can
earn ‘trust points’ and ‘achievement badges’
if they make the right choices in the scenarios.
Individuals who show an understanding of
the Code by selecting the right behaviour
in a scenario can move through the module
more quickly than individuals who choose
the incorrect behaviour and are then subject
to remediation.

Global compliance programme
6PLWK 1HSKHZKDVLPSOHPHQWHGZKDWZH
believe is a world-class Global Compliance
Programme that helps our businesses comply
with laws and regulations. Our comprehensive
compliance programme includes global
policies and procedures; on-boarding and
annual training for employees and managers;
monitoring and auditing processes; and
reporting channels.
Through a global intranet website, we provide
resources and tools to guide employees to
make decisions that comply with the law and
our Code and earn trust. We conduct advance
UHYLHZDQGDSSURYDOIRUVLJQL²FDQWLQWHUDFWLRQV
with healthcare professionals or government
RI²FLDOV:HUHJXODUO\DVVHVVH[LVWLQJDQG
emerging risks in the countries in which
we operate.

Managing Directors complete an annual
FHUWL²FDWLRQWRWKH&(2WRFRQ²UP
implementation of required programmes.
Managers and employees make an annual
FRPSOLDQFHFHUWL²FDWLRQDQGH[HFXWLYH
management, managers and employees
have a compliance performance objective
customised to their level in the organisation.
In 2014, we developed and piloted a face-to-face
course for new managers, which supplements
WKHRQOLQHPDQDJHUFHUWL²FDWLRQWUDLQLQJ
In 2015, all new managers will be required
to complete both the on-line and the face-toface course.
New distributors and other higher risk third
parties are subject to screening and are
contractually obligated to comply with applicable
laws and our Code. Their management is
required to take compliance training and
certify that they will ensure their employees
and agents comply with the law and our
Code. They also receive a CD-ROM with tools
to assist them with their own compliance
programmes. We have expanded our oversight
of independent agents and distributors with
on-site assessments to check compliance
controls and monitoring visits to review a sample
of transactions from their books and records.
,Q6PLWK 1HSKHZ²OHGLWV²UVWUHSRUWLQ
compliance with the US Physician Payments
Sunshine Act, which comprised over
WUDQVDFWLRQVZLWKQHDUO\PLOOLRQ
in payments and expenses to reportable
individuals and entities.
,QHDUO\6PLWK 1HSKHZVXEPLWWHG
WKH²QDOUHSRUWWRWKH86'HSDUWPHQWRI
Justice (‘DoJ’) and the US Securities and
Exchange Commission (‘SEC’) required under
the Company’s Foreign Corrupt Practices
$FWVHWWOHPHQWDJUHHPHQW:HDOVR²OHGRXU
²UVWUHSRUWXQGHUWKHGHIHUUHGSURVHFXWLRQ
agreement we inherited with the ArthroCare
acquisition (see Note 17.3 of the Notes to the
Group accounts).

STRATEGIC REPORT

High quality manufacturing
An employee at our manufacturing plant in
Tuttlingen, Germany, working on a polished
cementless hip stem.

Manufacturing

We procure raw materials, components,
²QLVKHGSURGXFWVDQGSDFNDJLQJPDWHULDOV
from key suppliers. These purchases include
metal forgings and stampings for orthopaedic
products, optical and electronic subcomponents for sports medicine products,
DFWLYHLQJUHGLHQWVDQGVHPL²QLVKHG
goods for Advanced Wound Management
as well as packaging materials across all
product ranges.
Suppliers are selected, and standardised
contracts negotiated, by a centralised
procurement team wherever possible, with
a view to ensure value for money based
on the total spend across the Group.

Our largest manufacturing operation for
Advanced Surgical Devices is based in
Memphis (Tennessee, US), with additional
production and assembly plants based in
0DQV²HOG 0DVVDFKXVHWWV86 2NODKRPD
City (Oklahoma, US), Austin (Texas, US),
Aarau (Switzerland), Tuttlingen (Germany),
Beijing (China), Calgary (Canada),
Warwick (UK), Heredia (Costa Rica) and
Sangameshwar (India).
The Memphis facilities produce key products
and instrumentation in our Knee Implants,
Hip Implant and Trauma franchises. These
include the JOURNEY II and LEGION9 knees,
the ANTHOLOGY9 Primary Hip System and
key Trauma products such as the PERI-LOC9
Ankle Fusion Plating System and TRIGEN9
Intramedullary Nails. In addition to this,
Memphis is the home to the design and
manufacturing process of the VISIONAIRE
patient matched instrumentation sets.

We operate three main holding warehouses,
one in each of Memphis (Tennessee, US),
Baar (Switzerland) and Singapore. These
facilities consolidate and ship to local country
and distributor facilities.
The Advanced Wound Management
manufacturing is primarily managed from
RXUIDFWRU\DQGRI²FHVLQ+XOO 8. :RXQG
Management products are also made at our
facilities in Suzhou (China), Curaçao (Dutch
Caribbean), Alberta (Canada) and Oklahoma
City (Oklahoma, US).
The products made at the Hull site cover
the therapies of Exudate management
(Foam products – principally ALLEVYN9),
Burns treatment (ACTICOAT9) and Wound
Closure (OPSITE9²OPSURGXFWV 6HYHUDO
products produced in Hull, such as JELONET9
and BACTIGRAS9, transitioned to Suzhou
in 2014, as part of our global footprint
optimisation programme.

7KH0DQV²HOGIDFLOLW\IRFXVHVRQVSRUWV
medicine related products for minimally
invasive surgery including the FAST FIX9
360 Meniscal Repair System, FOOTPRINT9 PK
Suture Anchor, DYONICS Platinum Shaver
Blades, ENDOBUTTON9 CL Ultra and the
HEALICOIL9 PK suture anchor.
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We continue to implement improved
processes such as ‘Lean Manufacturing’
throughout our factories, the global supply
chain and the supporting operations to
improve and sustain the levels of safety,
TXDOLW\GHOLYHU\SURGXFWLYLW\DQGHI²FLHQF\
We have numerous Core Competences
including: materials technology; precision
machining, high volume and automated
manufacturing for both our Advanced
Surgical Devices and Advanced Wound
Management products.

The Aarau, Tuttlingen, Beijing and Warwick
facilities produce a large number of products
including key trauma products, the PLUS9
knee and hip range and the BIRMINGHAM9
Hip Resurfacing System. The facility in
Oklahoma City deals mainly with the
assembly of surgical digital equipment, such
as HD5609 Camera.

CORPORATE GOVERNANCE

We operate manufacturing facilities in a
number of countries across the globe, and
a number of central distribution facilities in
key geographical areas in which we operate.
Products are shipped to individual country
locations which hold small amounts of
inventory locally for immediate supply to
meet customer requirements. We have a
GH²QHGPDQXIDFWXULQJDQGIDFLOLW\IRRWSULQW
plan in-line with our commercial strategy
ZKLFKZHUHYLHZRQDUHJXODUEDVLV

We outsource certain parts of our manufacturing
processes where necessary to obtain
specialised expertise or gain lower cost
without undue risk to our intellectual property.
Suppliers of outsourced products and services
are selected based on their ability to deliver
SURGXFWVDQGVHUYLFHVWRRXUVSHFL²FDWLRQDQG
adhere to and maintain an appropriate quality
system. Our specialist teams work with and
monitor suppliers through on-site assessments
and performance audits to ensure the required
levels of quality, service and delivery.

STRATEGIC REPORT

Our business continued

OPSITE Post-Op Visible
A waterproof, bacteria-proof dressing with
see-through absorbant pad. Unique design allows
continual monitoring of the incision site without the
need to disrupt the healing process.

A key base material used in the production of a
large number of dressings is the intermediate
EXONUROOVRI²OPZKLFKDUHPDQXIDFWXUHGLQWKH
Gilberdyke (UK) facility. The facility in Alberta
&DQDGD SURYLGHVVSHFL²FH[SHUWLVHLQWKH
addition of silver coatings onto the ACTICOAT
EXUQVUDQJHSULRUWRVKLSSLQJWR+XOOIRUWKH²QDO
FRQYHUVLRQSURFHVVLQWR²QLVKHGGUHVVLQJV
The facility in Gilberdyke (UK) was sold in 2014,
and will continue to supply sub components to
other facilities until 2016. The processes at the
Alberta facility are being transferred to the
Hull site during 2015.
The Suzhou facility opened in 2009 initially
to manufacture some Foam products within
Exudate management. It has since expanded
to take on production of some Film Wound
Closure products.
The majority of the NPWT components are
bought in from third parties and assembled
in the Advanced Surgical Devices Oklahoma
City facility, with the exception of the
dressings used for the PICO product
which are manufactured in Hull.
Manufacturing for Advanced Wound Bioactives
takes place in Curaçao, and at various third party
facilities in the US. The products are distributed
from a third party logistics facility in San Antonio
(Texas, US). Advanced Wound Bioactives has
facilities for the development and possible
production of cell based therapies in Fort Worth
(Texas, US).
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Advanced Wound Management distribution
hubs are located in Neunkirchen (Germany)
and Derby (UK) for international distribution,
Bedford (UK) for UK domestic distribution
and Lawrenceville (Georgia, US) for
US distribution.

Medical education
6PLWK 1HSKHZLVGHGLFDWHGWRKHOSLQJ
healthcare professionals improve the quality
of care for patients. We are proud to support
the professional development of surgeons
and nurses by providing them with medical
education and training on our Advanced
Surgical Devices and Advanced Wound
Management products.
Every year thousands of customers attend
our state-of-the-art training centres in the
868.DQG&KLQDDQG6PLWK 1HSKHZ
courses at multiple hospitals and facilities
around the world.
In 2014, we provided training to more than
25,000 surgeons. Working under expert
JXLGDQFHDWWHQGHHVUH²QHWHFKQLTXHV
and learn new skills, whilst experiencing
the safe and effective use of our products.
We also support healthcare professionals
through our on-line resources such as
the Global Wound Academy, The Wound
Institute and, for surgeons, our Education and
Evidence website.

Sales and marketing
Our customers are the providers of medical
and surgical treatments and services in over
100 countries worldwide.
The largest single customer worldwide is
a purchasing group based in the UK that
represented less than 5% of our worldwide
revenue in 2014.
In our Established Markets, our Advanced
Surgical Devices are principally shipped and
invoiced directly to healthcare providers, hospitals
and other healthcare facilities. Certain Advanced
Wound Management products are shipped and
invoiced to wholesale distributors and others are
consigned to distributors that lease the devices
to healthcare providers, hospitals and other
healthcare facilities and end-users.
Our US sales forces consist of a mixture of
independent contract workers and employees.
Sales agents are contractually prohibited
from selling products that compete with our
products. In most other Established Markets
FRXQWU\VSHFL²FFRPPHUFLDORUJDQLVDWLRQV
manage employee sales forces directly.
,QRXU(PHUJLQJ ,QWHUQDWLRQDO0DUNHWVZH
operate through direct selling and marketing
operations, and through distributors. In these
markets, our Advanced Surgical Devices
franchises frequently share sales resources.
The Advanced Wound Management sales
force may be separate where it calls on
different customers.

Our people

Investing in our people and communities
helps ensure the long-term sustainability
RIRXUEXVLQHVV6PLWK 1HSKHZVWULYHV
to create a more engaged and productive
workforce and focuses on measures to drive
employee engagement. These include an
understanding of the Group’s mission and
direction, sense of employee involvement,
focus and adaptability to customers and
market place. We continue to listen to our
employees, via regular surveys and focus
groups, and we value their opinions. In 2014,
we conducted a Global Employee survey to
measure progress against our actions and
were named Great Place to Work in Spain.

Our performance management process
ensures all employees set objectives which
align to our overall business goals and have
clear line-of-sight to how their individual
FRQWULEXWLRQVEHQH²WWKH&RPSDQ\2XU
performance management system assesses
and rewards both performance and behaviour,
in line with our Code of Conduct. All employees
KDYHDVSHFL²FDQQXDOREMHFWLYHWRDGKHUHWR
the Code of Conduct and to complete training
and certify their adherence to this Code.

6PLWK 1HSKHZKDVD+XPDQ5HVRXUFH
Global Standard for diversity and inclusion in
the workplace and is committed to creating
an inclusive environment that embraces and
promotes diversity.
7KH%RDUGDQG([HFXWLYHRI²FHUVFRQWLQXH
to recognise the importance of diversity and
over the last two years have expanded their
RZQGLYHUVLW\SUR²OHWKUHHRIRXUWHQ%RDUG
members are female.
2Q'HFHPEHU6PLWK 1HSKHZKDG
the following breakdown of employees:
Number of Employees 1
Board of
Directors
Male

7

Female

3

Total

10

Senior Managers and above2
Male

562

Female

168

Total

730

We are committed to building diversity in a
working environment where there is mutual
trust and respect and where everyone
feels responsible for the performance and
reputation of our Company. We are committed
to providing healthy and safe working
conditions for all employees. We achieve
this by ensuring that health and safety and
the working environment are managed as
an integral part of the business, and we
recognise employee involvement as a key part
of that process.
We do not use any form of forced, compulsory
or child labour. We support the Universal
Declaration of Human Rights of the United
Nations. This means we respect the human
rights, dignity and privacy of the individual
and the right of employees to freedom of
association, freedom of expression and the
right to be heard.

Total employees
Male

8,485

Female

5,757

Total

14,242

1 Number of employees as at 31 December 2014
including part time employees and employees on leave
of absence.
2 Senior Managers and above includes all employees
classed as Directors, senior Directors, Vice Presidents
DQG([HFXWLYHRI²FHUVDQGLQFOXGHVDOOVWDWXWRU\
Directors of our subsidiary companies.
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(DFK\HDU6PLWK 1HSKHZFRQGXFWVD
comprehensive global development and
capability review process to identify highpotential employees and ensure they have
robust career development plans. Talented
employees are provided with opportunities
to develop their skills and career through new
assignments and on the job experiences.
Current programmes include our Chief
([HFXWLYH2I²FHU &(2 )RUXP¥ZKHUHVPDOO
groups of high potential and emerging talent
are given the opportunity to learn more
about the business from the Company’s
PRVWVHQLRUOHDGHUVDQGWREHQH²WIURPSHHU
mentorship – and the annual Managing
Director’s Meeting where country and
regional commercial leaders begin the year in
alignment with the Group’s strategy and goals.
In addition, the Board reviews succession
plans for key executive roles and succession
plans are in place for critical positions across
our business.

6PLWK 1HSKHZEHOLHYHVWKDWGLYHUVLW\IXHOV
innovation. We are committed to employment
practices based on equality of opportunity,
regardless of colour, creed, race, national
origin, sex, age, marital status, sexual
orientation or mental or physical disability
unrelated to the ability of the person to
perform the essential functions of the job.

We maintain open and transparent
communication with employees through
regular and timely information and
consultation. We clearly communicate our
business goals and performance standards,
and provide the training, information and
authority needed to achieve them. We
provide fair recognition and reward based
on performance. Our annual CEO Award,
open to all employees worldwide, recognises
employees who deliver exceptional results
in line with our core values, encouraging
innovation and a spirit of continuous
improvement at all levels. We are committed
to working with employees to develop
each individual’s talents, skills and abilities.
We provide encouragement to learn and
continuously improve. We recruit, employ
and promote employees on the sole basis
RIWKHTXDOL²FDWLRQVDQGDELOLWLHVQHHGHGIRU
the work to be performed. We do not tolerate
discrimination on any grounds and provide
equal opportunity based on merit.

CORPORATE GOVERNANCE

Attracting the best talent and developing
and engaging our employees are critical
to achieving and sustaining our business
objectives and overall performance. Employee
advancement is merit-based, based on
performance as well as demonstration of core
competencies which include our core values
with an emphasis on ethics and integrity. We
prioritise the development and promotion of
our existing employees whenever possible.

'LYHUVLW\DW6PLWK 1HSKHZ

We aim to provide an open, challenging,
productive and participative environment
based on constructive relationships.

STRATEGIC REPORT

6PLWK 1HSKHZLVFRPPLWWHGWRDWWUDFWLQJ
engaging, developing and retaining employees.
In 2014, we had more than 14,000 employees
dedicated to our core values of Innovation,
Trust and Performance. These values represent
the foundation of our culture, and underpin our
commitment to be an employer of choice as
well as a responsible corporate citizen.

6PLWK 1HSKHZVWULYHVWRFUHDWHDKLJKO\
engaged and productive workforce. We foster
this goal with targeted initiatives to ensure
understanding of the Company’s mission and
direction, encourage employee involvement,
and ensure focus and adaptability to our
customers and market place. We seek
employee feedback via regular surveys and
focus groups, and we act on this feedback in
the spirit of continuous improvement.
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Segment performance: Advanced Surgical Devices

Advanced
Surgical Devices

712

728

714

736

810

¥ 2UWKRSDHGLF5HFRQVWUXFWLRQ .QHH,PSODQWVDQG+LS,PSODQWV
– Trauma & Extremities
¥ 6SRUWV0HGLFLQH-RLQW5HSDLU
¥ $UWKURVFRSLF(QDEOLQJ7HFKQRORJLHV ©$(7ª
– Other ASD

3,298

$810m

3,015

+3%
$3,298m
3,108

Franchise areas

3,251

7UDGLQJSUR²W2

3,050

Revenue1

Revenue split by franchise area (%)
OTHER ASD
4%

AET
16%

2010 2011 2012 2013 2014

2010 2011 2012 2013 2014

SPORTS MEDICINE
34%

ORTHOPAEDIC
RECONSTRUCTION
47%

$3,298m

SPORTS MEDICINE
JOINT REPAIR
18%

HIP
20%

TRAUMA
EXTREMITIES
15%

24.6

23.6

626

620

632

630

23.4

+100bps
24.6%
21.9

$626m

24.1

7UDGLQJSUR²WPDUJLQ2

700

2SHUDWLQJSUR²W

KNEE
27%

Revenue by franchise area1 ($m)

873

Service centres
¥ 868.*HUPDQ\-DSDQDQG$XVWUDOLD

2013 2014

2013 2014

2013 2014

2013 2014

2013 2014

2013 2014

HIPS

KNEES

TRAUMA &
EXTREMITIES

SPORTS MEDICINE
JOINT REPAIR

AET

OTHER ASD

ORTHOPAEDIC RECONSTRUCTION

SPORTS MEDICINE

1 The underlying percentage increases/decreases are after adjusting for the effect of currency translation and the inclusion of the comparative impact of acquisitions.
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Orthopaedic Reconstruction

In Advanced Surgical Devices
©$6'ª ZHGHYHORSPDQXIDFWXUH
and sell products in the areas
of Orthopaedic Reconstruction,
Trauma & Extremities, Sports
0HGLFLQH-RLQW5HSDLU$UWKURVFRSLF
Enabling Technologies, and
others such as Gynaecology
and Ear, Nose and Throat.

Smith & Nephew offers a range of specialist
products for orthopaedic reconstruction in its
.QHH,PSODQWVDQG+LS,PSODQWVIUDQFKLVHV

Knee Implants
Smith & Nephew offers a range of products for
VSHFLDOLVHGNQHHSURFHGXUHV,Q6PLWK
1HSKHZODXQFKHGWKH-2851(<,,&UXFLDWH
5HWDLQLQJ ©&5ª NQHHLPSODQWH[WHQGLQJWKH
-2851(<,,$FWLYH.QHH6\VWHPWRSURFHGXUHV
that preserve the posterior cruciate ligament
©3&/ª ZKLFKDFFRXQWIRUDSSUR[LPDWHO\KDOIRI
DOONQHHUHSODFHPHQWSURFHGXUHV
7KH/(*,21*(1(6,69,,7RWDO.QHH6\VWHP
is a comprehensive system designed to allow
VXUJHRQVWRDGGUHVVDZLGHUDQJHRINQHH
procedures from primary to revision.

:LWK9,6,21$,5(,QVWUXPHQWDWLRQDSDWLHQWªV
MRI and X-rays are used to create customised
FXWWLQJEORFNVWKDWDOORZWKHVXUJHRQWRDFKLHYH
optimal mechanical axis alignment of the
new implant. In addition, VISIONAIRE also
helps save time by reducing the number of
procedural steps and instruments used in the
operating room.
In 2014, Smith & Nephew entered into
a commercial agreement with Blue Belt
7HFKQRORJLHV ©%%7ª PDNHUVRIWKH1DYLR®
Orthopaedic Surgical System, the next
generation of orthopaedic robotic surgical
navigation. Under this agreement, surgeons
using the Navio system will be able to implant
6PLWK 1HSKHZªV-2851(<81,SDUWLDONQHH
:HDOVRDQQRXQFHGDQDJUHHPHQWZLWK
OrthoSensor, the leader in intelligent
orthopaedics, that will enable surgeons to
EHQH²WIURP2UWKR6HQVRUªV9(5$6(16(TM
Sensor Assisted Surgery Technology for
soft tissue balancing when implanting our
-2851(<,,DQG/(*,217RWDO.QHH6\VWHPV
VERASENSE utilises advanced sensor
technologies to enable evidence-based
surgical decisions regarding component
position, limb alignment and soft tissue
balance to optimise outcomes in total
NQHHUHSODFHPHQW

CORPORATE GOVERNANCE

Implant bearing surfaces such as the
proprietary OXINIUM9 Oxidized Zirconium
continue to be a point of differentiation for
Smith & Nephew. OXINIUM Technology
combines the enhanced wear resistance of a
ceramic bearing with the superior toughness
RIDPHWDOOLFEHDULQJ:KHQFRPELQHGZLWK
KLJKO\FURVVOLQNHGSRO\HWK\OHQH ©;/3(ª LW
UHVXOWVLQRXUSURSULHWDU\9(5,/$677HFKQRORJ\
In Hip Implants, the combination of a
ceramicised metal head and a highly crossOLQNHGSRO\HWK\OHQHOLQHGFXSKDYHEHHQVKRZQ
in various national joint replacement registries
to have displayed best in class survivorship
rates when compared to implants made
IURPDQ\RWKHUPDWHULDOV,Q.QHH,PSODQWV
WKH/(*,213ULPDU\.QHHZLWK9(5,/$67
7HFKQRORJ\LVWKHRQO\NQHHLPSODQWWKDW
has been laboratory-tested to 30-years of
VLPXODWHGZHDU:KLOHODEWHVWLQJLVQRWWKH
same as clinical performance, the tests showed
VLJQL²FDQWUHGXFWLRQLQZHDUFRPSDUHGWR
conventional technologies.

7KHVHV\VWHPVDOVRIHDWXUH9(5,/$67
Technology, our advanced bearing
surface and also utilise VISIONAIRE
Patient-Matched Instrumentation.

STRATEGIC REPORT

Overview

Hip Implants
For Hip Implants, core systems include the
$17+2/2*<+LS6\VWHP6<1(5*<9 Hip
System, the SMF9 Short Modular Femoral
Hip System, the R39 Acetabular System, the
32/$5&839 Dual Mobility Hip System and the
6/3/869 Hip Family System.

ENDOBUTTON CL ULTRA 10mm
:LWKRXUVKRUWHVWFRQWLQXRXVORRSRIVXWXUHWKH
PP²[DWLRQGHYLFHLVGHVLJQHGVSHFL²FDOO\IRU
shorter femoral tunnels used in the popular
DQDWRPLFPHWKRGIRU$&/UHFRQVWUXFWLRQ

Smith & Nephew Annual report 2014
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,QZHLQWURGXFHGWKH32/$567(09
HA Cementless Stem System in the US
for state-of-the-art minimally invasive
surgical techniques that preserve bone
and soft tissue, with good functionality
DQGUHSURGXFLEOHUHVXOWV

STRATEGIC REPORT

Segment performance: Advanced Surgical Devices continued

)RU86SDWLHQWVRXUVXFFHVVIXO9(5,/$67
NQHHFRQVXPHUFDPSDLJQZDVH[SDQGHG
WRLQFOXGHKLSVLQ7KDQNVWRWKH
combination of a well-established brand, a
compelling call-to-action and our position as
WKH²UVWFRPSDQ\WRDGYHUWLVHGLIIHUHQWLDWLQJ
technology to this audience, we were able
WRPLUURUWKHVXFFHVVHVRIRXUHDUOLHUNQHH
campaigns by driving potential patients to our
FRQVXPHUIDFLQJ5HGLVFRYHU<RXU*RZHEVLWH
and its surgeon locator.

Trauma & Extremities
Our Trauma & Extremities franchises offer
ERWKLQWHUQDODQGH[WHUQDO²[DWLRQDQGWLVVXH
repair devices, as well as other products used
in the stabilisation of severe fractures and
deformity correction procedures.
For extremities and limb restoration, the
IUDQFKLVHRIIHUVWKH7$</2563$7,$/)5$0(9
Circular Fixation System as well as a range of
plates, screws, arthroscopes, instrumentation,
resection, and suture anchor products for
orthopaedic surgeons including foot and
DQNOHKDQGDQGZULVWDQGWUDXPDVXUJHRQV
)RU7UDXPDWKHSULQFLSDOLQWHUQDO²[DWLRQ
products are the TRIGEN9 family of IM nails
75,*(10(7$1$,/6\VWHP75,*(1+XPHUDO
Nail System, TRIGEN SURESHOT9, and TRIGEN
INTERTAN9 DQGWKH3(5,/2&9 Plating System.
2014 saw the introduction of the D-RAD9
60$573$&.6\VWHPIRUWUHDWLQJGLVWDOUDGLXV
fractures. The new system – which includes
FRPSOHWHVWHULOHVLQJOHXVHLQVWUXPHQWNLWV
ZLWKLPSODQWVDQGDWUD\RIVWHULOHSDFNDJHG
fasteners and templates – allows hospital
operating room staff to reduce the typical
time and expense involved with reprocessing
traditional plate and screw systems.
In wrist repair, we introduced a new solution
IRUWULDQJXODU²EURFDUWLODJH ©7)&&ª DFRPSOH[
repair that leverages our FAST-FIX9
technology and provides an all arthroscopic
UHSDLUZKLFKHOLPLQDWHVNQRWVWDFN
Smith & Nephew also announced its entry into
WKHIRUHIRRWPDUNHWLQZLWKWKHODXQFK
RIWKH+$775,&./HVVHU7RH5HSDLU6\VWHP
Comprised of three separate repair options,
WKH+$775,&.6\VWHPLQFOXGHVSURGXFWVIRU
PHWDWDUVRSKDODQJHDO ©073ª OLJDPHQWUHSDLU
and reconstruction, a metatarsal osteotomy
JXLGHDQGDUHYLVDEOHDOO3((.LPSODQWIRU
3UR[LPDO,QWHU3KDODQJHV ©3,3ª IXVLRQDOVR
NQRZQDVKDPPHUWRHFRUUHFWLRQ

In hip repair, we introduced INTERTAN9
Gold instrumentation that is designed to
streamline the surgical steps and improve
FOLQLFDORXWFRPHVE\RIIHULQJDPRUHHI²FLHQWO\
designed set. In addition, the INTERTAN 10S
was launched to meet the unique needs of
smaller-stature patients by offering a more
appropriate size for this population.
:HODXQFKHGWKH(9269 MINI Plating System
for use in complex fractures of the long bones
RIWKHDUPVDQGOHJV'HVLJQHGVSHFL²FDOO\IRU
WUDXPDWRORJLVWVWKLVORQJERQHVSHFL²FV\VWHP
LQFOXGHVWKHYDULHW\RIPLQL³DWSODWHVDQG
screw sizes necessary to address both fracture
UHGXFWLRQDQGVKRUWWHUP²[DWLRQZKLOHWKH
²QDOORDGEHDULQJUHSDLULVEHLQJFRPSOHWHG

6SRUWV0HGLFLQH-RLQW5HSDLU
7KH6SRUWV0HGLFLQH-RLQW5HSDLUIUDQFKLVH
offers surgeons a broad array of instruments,
technologies and implants necessary to
perform minimally invasive surgery of the
MRLQWVLQFOXGLQJNQHHKLSDQGVKRXOGHUUHSDLU
Our global position within the Sports Medicine
-RLQW5HSDLUPDUNHWZDVVWUHQJWKHQHG
VLJQL²FDQWO\LQZLWKWKH0D\DFTXLVLWLRQ
of ArthroCare Corporation. The transaction
adds technology and highly complementary
products to our existing portfolio, including
new shoulder anchor innovation.
In 2014, Smith & Nephew launched its
SUTUREFIX9 Ultra soft suture anchor for hip
and shoulder labral repair to surgeons in the
867KHQHZDQFKRUªVVPDOOVRIWFRQVWUXFW
and superior pull-out strength, allow surgeons
WRPRUHSUHFLVHO\SODFH²[DWLRQSRLQWVDURXQG
the joint to more accurately re-approximate the
SDWLHQWªVQDWLYHDQDWRP\
2014 also saw the launch of the N8TIVE9
$&/ DQWHULRUFUXFLDWHOLJDPHQW 6\VWHPZKLFK
KHOSVVXUJHRQVFUHDWHKLJKO\DQDWRPLF$&/
Reconstructions. N8TIVE allows surgeons to
restore the size, shape, and location of the
QDWLYHIHPRUDODQGWLELDO$&/LQVHUWLRQSRLQWV

Arthroscopic Enabling
7HFKQRORJLHV ©$(7ª
Our Arthroscopic Enabling technologies
franchise now includes the latest generation
&2%/$7,219UDGLRIUHTXHQF\ ©5)ª WHFKQRORJ\
acquired from ArthroCare, as well as
electromechanical and mechanical blades
and hand instruments for the removal of
damaged tissue. Additionally, the franchise
RIIHUV³XLGPDQDJHPHQWHTXLSPHQWIRU
VXUJLFDODFFHVVDQGKLJKGH²QLWLRQFDPHUDV
digital image capture, scopes, light sources
and monitors to assist with visualisation inside
the joint.

 /RZGRVHVFDQSURWRFROUHGXFHVUDGLDWLRQE\DSSUR[LPDWHO\FRPSDUHGWRVWDQGDUG&7SURWRFRO
&73URWRFRO5HSRUW+,36'RFXPHQWQXPEHU'DWDRQ²OHDW6PLWK 1HSKHZ
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.H\$(7SURGXFWVLQFOXGH'<21,&6VKDYHU
blades, ACUFEX9 handheld instruments, and
a wide range of RF probes. The ArthroCare
acquisition brought us the latest generation of
RF technology – the internationally patented
&2%/$7,21WHFKQRORJ\¥ZKLFKRIIHUV
ablation, resection, and coagulation of soft
tissue and hemostasis of blood vessels. The
'<21,&63ODWLQXP6HULHV6KDYHU%ODGHV
are single-use blades that provide superior
resection due to their sharpness and virtually
eliminate clogging through their improved
GHEULVHYDFXDWLRQFDSDELOLWLHV7KH'<21,&6
3/$1+LS,PSLQJHPHQW3ODQQLQJ6\VWHPZDV
launched in 2014. This interactive, 3D software
system uses data from low-dose1 CT scans
to help surgeons visualise, assess and plan
HDFKSDWLHQWªVXQLTXH)HPRURDFHWDEXODU
,PSLQJHPHQW ©)$,ª VXUJHU\EHIRUHWKH\HQWHU
the operating room.

Other ASD
The Other ASD franchise includes smaller
businesses such as Gynaecology and
our newly acquired Ear, Nose and Throat
©(17ª EXVLQHVV
The main Gynaecology product is the
758&/($596\VWHPD²UVWRILWVNLQG
hysteroscopic tissue removal system,
SURYLGLQJVDIHDQGHI²FLHQWUHPRYDORI
HQGRPHWULDOSRO\SVDQGVXEPXFRVDO²EURLGV
7KHEXVLQHVVDOVRVHOOVDK\VWHURVFRSLF³XLG
management system, which provides uterine
distension and clear visualisation during
hysteroscopic procedures.
Our ENT business develops, manufactures,
DQGPDUNHWVSURGXFWVIRUWKH(17PDUNHW
VSDFH:HRIIHUDZLGHYDULHW\RISURGXFWV
LQWKLVDUHDLQFOXGLQJRXU&2%/$7,21
technology and our RAPIDRHINO9
FDUER[\PHWK\OFHOOXORVH ©&0&ª WHFKQRORJ\
which is featured in dissolvable nasal and
sinus dressings, removable nasal and sinus
dressings, and epistaxis treatment products.

VERILAST Technology for Hip
Replacement
The proprietary technology combines
innovation with long-term performance.

STRATEGIC REPORT

In 2014, regulatory clearances/approvals
ZHUHREWDLQHGIRUVHYHUDONH\SURGXFWV
and instrumentations.

In Canada, approvals were granted for our
/(*,211DUURZ2;,1,80DQG&R&U)HPRUDO
&RPSRQHQWV+($/,&2,/5(*(1(625%9
Suture Anchor, the SUTUREFIX98/75$6XWXUH
$QFKRU7)&&)$67),;.LW758(3$669
6XWXUH3DVVHU'<21,&63/$18/75$7$3(9,
17,9($&/5HFRQVWUXFWLRQ6\VWHP
%,2685(+($/,&2,/3.VFUHZ.9DF9 and
$PELHQW.9DF&2%/$7,21:DQGV4)L[
Suture Anchor System and MediENT9
Turbinate Implant.

,Q$XVWUDOLD/(*,211DUURZ2;,1,80
+($/,&2,/5(*(1(625%/(*,21+LQJH
.QHH6\VWHP.9DF&2%/$7,21:DQG
17,9($&/5HFRQVWUXFWLRQ6\VWHP
SSHHG/RFN9+LS.QRWOHVV)L[DWLRQ6\VWHP
Multi-FL[6.QRWOHVV)L[DWLRQ'HYLFHQ-Fix
Suture Anchor System, Ventera9 Sinus
Dilation System and Serpent9 Articulating ENT
Instrument were approved.
,Q/DWLQ$PHULFDWKHQuantum9&2%/$7,21
System and the Magnum9.QRWOHVV
Fixation Device were approved in Argentina;
the SSHHG²[9 Suture System and the Titan9
Suture Anchor were approved in Brazil; and
the RAPIDRHINO System was approved
in Mexico.

FINANCIAL STATEMENTS AND OTHER INFORMATION

,QWKH86 N FOHDUDQFHVZHUHJLYHQWR
the D-RAD960$573$&.9/39 MINI-MOD
Plates and Screws, EVOS Mini-Fragment
3ODWLQJ6\VWHP-2851(<,,%&6&RQVWUDLQHG
$UWLFXODU,QVHUWV%,2685(+($/,&2,/93.
screw, Cannulated Captured Screw, N8TIVE
$&/$QDWRPLF5HFRQVWUXFWLRQ6\VWHPDQG
NasaStent9 CMC Nasal Dressing. Additional
 N FOHDUDQFHVZHUHDOVRJUDQWHGIRURXU
VISIONAIRE software revisions as well as
the Q-Fix9 Suture Anchor, the Multi-Fix9 S
.QRWOHVV)L[DWLRQV6\VWHPDQGWKH7RSD]9
(=0LFURGHEULGHU&2%/$7,21:DQG

CORPORATE GOVERNANCE

Regulatory approvals

In Europe, the following products obtained
UHJXODWRU\FOHDUDQFH+($/,&2,/5(*(1625%
6XWXUH$QFKRU9/30,1,02'3ODWHVDQG
Screws, the EVOS Mini-Fragments Plates and
6FUHZVWKH/(*,21+LQJH.QHH6\VWHPDQG
WKH-2851(<,,&5.QHH6\VWHP
,Q-DSDQWKH$17+2/2*<+$&RDWHG+LS
stem, SMF9 Hip Stem, Osteoraptor9 OS Suture
$QFKRU+($/,&2,/5(*(1(625%6XWXUH
$QFKRU68785(),;8/75$6XWXUH$QFKRU
TFCC9)$67),;.LW267(25$37259 HA
FXUYHG758(3$666XWXUH3DVVHU'<21,&6
3/$1DQG8/75$7$3(ZHUHDOODSSURYHG
Other approvals include the SSHHGORFN+LS
.QRWOHVV)L[DWLRQ6\VWHPLQ6LQJDSRUHDQG
the ENT Irrigation Pump9LQ.RUHD
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Segment performance:$GYDQFHG:RXQG0DQDJHPHQW

$GYDQFHG:RXQG
Management
Franchise areas

-1%
$1,319m

$245m

¥ $GYDQFHG:RXQG&DUH
¥ $GYDQFHG:RXQG'HYLFHV
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2014

ADVANCED
WOUND BIOACTIVES

1 The underlying percentage increases/decreases are after adjusting for the effect of currency translation and the inclusion of the comparative impact of acquisitions.
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Manufacturing sites

Overview

$GYDQFHG:RXQG&DUH
Exudate management
Exudate management products focus on
HIIHFWLYHO\DQGHI²FLHQWO\PDQDJLQJZRXQG
³XLGDQGFUHDWLQJDQRSWLPDOKHDOLQJ
environment to promote improved healing
RXWFRPHV2XUNH\EUDQGVLQWKLVVSDFHDUH
$//(9<1IRDPGUHVVLQJVDQG'85$),%(59
JHOOLQJ²EUHGUHVVLQJV

Throughout 2014, we have continued to invest
in customer insights and the generation of
meaningful clinical and health economic
HYLGHQFHWRHQVXUHWKDWRXU$//(9<1SRUWIROLR
is in a sustainable, category leading position
DQGGHOLYHUVWRRXUFXVWRPHUVªH[SHFWDWLRQV

Infection management
$:0KDVWZRVLJQL²FDQWWHFKQRORJLHVLQ
its infection management portfolio, silver
$&7,&2$7'85$),%(5$JDQG$//(9<1
$J DQGLRGLQH ,2'2625%9 7KHLRGLQH
based IODOSORB product has continued
to gain interest due to the unique properties
of the cadexomer iodine molecule and their
LPSDFWRQELR²OPVZKLFKKDYHEHFRPHD
well-recognised barrier to healing in wound
FDUH,2'2625%EHQH²WVIURPRQHRIWKH
most comprehensive evidence bases in
wound care.
:HDUHDOVRH[SHULHQFLQJVWURQJLQWHUHVW
in ACTICOAT, particularly in post-surgical
wounds to prevent the complications
associated with surgical site infection and
LQGHOD\HGKHDOLQJFKURQLFZRXQGV

CORPORATE GOVERNANCE

In 2014, we continued to invest in the
development and commercialisation of our
³DJVKLS$//(9<1EUDQGZLWKVLJQL²FDQWVDOHV
DQGPDUNHWLQJHIIRUWVLQNH\FRXQWULHV7KH
$//(9<1EUDQGLVHYROYLQJWRZDUGV$//(9<1
/LIHRXUODWHVWLQQRYDWLRQLQIRDPGUHVVLQJV
which was designed to provide a better
patient experience, and greater wear time.
This leads to improved patient outcomes and
economic savings for payers, which has now
been demonstrated in several studies.

:HKDYHDOVRH[SHULHQFHGDVLJQL²FDQW
LQFUHDVHLQWKHXWLOLVDWLRQRI$//(9<1/LIH
as a prophylactic measure to help prevent
SUHVVXUHXOFHUVGULYHQE\WKHGUHVVLQJªV
unique multi-layer design which gives it
superior pressure redistribution properties.

STRATEGIC REPORT

,Q$GYDQFHG:RXQG0DQDJHPHQW
©$:0ª ZHRIIHUSURGXFWVIURP
initial wound bed preparation
through to full wound closure.
These products are targeted at
chronic wounds associated with
the elderly population, such as
pressure sores and venous leg
ulcers. There are also products
for the treatment of acute wounds
such as burns and invasive surgery
that impact the wider population.

7KHPDLQSURGXFWVZLWKLQWKH$:0EXVLQHVV
are for management of wound exudate,
treatment and prevention of wound infections,
QHJDWLYHSUHVVXUHZRXQGWKHUDS\ ©13:7ª 
and bioactive therapies. The portfolio
is grouped into disposable wound care
SURGXFWV $GYDQFHG:RXQG&DUH HOHFWULFDO
HTXLSPHQWIRUZRXQGWKHUDS\ $GYDQFHG
:RXQG'HYLFHV DQGELRDFWLYHV $GYDQFHG
:RXQG%LRDFWLYHV 

Other
$:0RIIHUVDZLGHUDQJHRIRWKHUZRXQGFDUH
products, resulting in Smith & Nephew having
one of the most comprehensive ranges of
wound care solutions in the industry. These
SURGXFWVLQFOXGHRXU²OPDQGSRVWRSHUDWLYH
GUHVVLQJVVNLQFDUHSURGXFWVDQGJHOV

ALLEVYN Life
An innovative multi-layered dressing designed for
people living their everyday lives.
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IV30009$:0ªVVSHFLDOLVWEUHDWKDEOHSUHPLXP
,9GUHVVLQJXWLOLVLQJ5($/7,&9²OPWHFKQRORJ\
and unique patterned adhesive, continues to
perform well, particularly driven by emerging
PDUNHWV,QWKH,9UDQJHEHQH²WHG
from several product upgrades reinforcing its
differentiation as a premium offering. Success
LQWKHHPHUJLQJPDUNHWVKDVFUHDWHGDQ
opportunity for a mid-tier offering, which
ZLOOEHLQWURGXFHGLQ

STRATEGIC REPORT

Segment performance: $GYDQFHG:RXQG0DQDJHPHQWcontinued

OPSITE Post-Op Visible: This is our innovative
dressing that combines the qualities of a
premium dressing with the ability to see and
monitor the incision. This unique product
continues to deliver strong growth in both
RXU(VWDEOLVKHG0DUNHWVDQG(PHUJLQJ
,QWHUQDWLRQDO0DUNHWVVXSSRUWHGE\
investment in clinical evidence.

$GYDQFHG:RXQG'HYLFHV
$GYDQFHG:RXQG'HYLFHVFRQVLVWVRIWZR
FDWHJRULHVRISURGXFWV13:7DQG9(56$-(79.

13:7
2XU13:7VROXWLRQVLQFOXGHWUDGLWLRQDO13:7
SURGXFWV 5(1$6<6SURGXFWV DQGWKHVLQJOH
XVHSRUWIROLR 3,&2DQG.$/<3729SURGXFWV 
:HDUHDOVRSURJUHVVLQJZLWKODXQFKSODQVIRU
RXUQH[WJHQHUDWLRQWUDGLWLRQDO13:7SURGXFW
During 2014, we were required to initiate
DGLVWULEXWLRQKROGLQWKH86RQ5(1$6<6
products as the FDA indicated new regulatory
clearances were required in respect of certain
GHVLJQHQKDQFHPHQWV:HDUHZRUNLQJWR
REWDLQWKHVHDQG5(1$6<6UHPDLQVDYDLODEOH
outside of the US.
The PICO system, our single-use, canisterIUHHVROXWLRQLVUHYROXWLRQLVLQJ13:7$V
familiar and easy to use as an advanced
wound dressing, PICO provides an active
intervention to help promote optimal healing
for early discharge and enhanced outcomes
LQFRPSOH[FDVHV3,&2VLPSOL²HVWKHGHOLYHU\
RIQHJDWLYHSUHVVXUHZKLFKEHQH²WVSDWLHQWV
DQGFDUHJLYHUVDOLNH

Collagenase SANTYL Ointment
The only enzymatic debrider approved by the FDA
for use in the US. It selectively removes necrotic
tissue without harming surrounding healthy tissue.
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9(56$-(7
7KH9(56$-(7,,+\GURVXUJHU\V\VWHPLVD
mechanical debridement device used by
surgeons to excise and evacuate non-viable
tissue, bacteria and contaminants from
wounds, burns and soft tissue injuries.

$GYDQFHG:RXQG%LRDFWLYHV
6PLWK 1HSKHZLVWKHJOREDOPDUNHW
share leader in the bioactives segment,
which is the fastest growing category
RIZRXQGWKHUDSHXWLFV2XUGLYHUVL²HG
biotherapeutic portfolio offers differentiated,
cost-effective solutions for tissue repair and
healing, addressing the full spectrum of
hard-to-heal wounds.
Currently, our leading bioactive brand is
&ROODJHQDVH6$17</9 Ointment, the only FDAapproved biologic enzymatic debriding agent for
chronic dermal ulcers and severe burns. In 2014,
6PLWK 1HSKHZODXQFKHGDQHZJSDFNDJH
size to bring convenience and economy to
providers and patients treating large dermal
XOFHUVDQGEXUQVZLWK6$17</,QDGGLWLRQ
FRQVLVWHQWZLWK6PLWK 1HSKHZªVVFLHQWL²F
leadership strategy, new clinical data highlighting
WKHEHQH²WVRIXVLQJ6$17</DGMXQFWLYHO\ZLWK
sharp debridement was released early in the
year and was closely followed by initiation of
a larger, follow-on study of similar design to
FRUURERUDWHWKHLQLWLDO²QGLQJV
REGRANEX9*HOLVWKH²UVWDQGRQO\)'$
approved recombinant platelet-derived
growth factor indicated for use as an adjunct
to good ulcer care in the treatment of lower
extremity diabetic neuropathic ulcers.
Physicians increased their prescribing of
REGRANEX throughout the year, in part due
WR5(*5$1(;DQRYHOSURJUDPPH
launched by Smith & Nephew to help patients
PD[LPLVHWKHEHQH²WVRIWKHEUDQGE\
informing about insurance coverage, shipping
WKHPHGLFDWLRQGLUHFWO\WRWKHSDWLHQWªVKRPH
RURI²FHDQGSURYLGLQJH[SHUWFRQVXOWDWLRQRQ
how to use the brand appropriately.

STRATEGIC REPORT

ACTICOAT Silver-Coated Antimicrobial Dressing
For use on chronic, acute or burn wounds
ACTICOAT features the unique nanocrystalline
6,/&5<67VLOYHU

CORPORATE GOVERNANCE

OASIS9, a family of naturally-derived,
extracellular matrix replacement products
indicated for the management of both chronic
and traumatic wounds completes Smith &
1HSKHZªVELRDFWLYHSRUWIROLR

In 2014, regulatory clearance was obtained
IRUERWK$//(9<1/LIHDQG'85$),%(5
LQ-DSDQPDNLQJWKHODWHVWDEVRUEHQW
dressing technologies available to this
LPSRUWDQWPDUNHW

FINANCIAL STATEMENTS AND OTHER INFORMATION

In October 2014, we announced the top-line
UHVXOWVRIWKH3KDVHVWXG\RI+3
a living cell spray-on therapy designed
to stimulate healing of venous leg ulcers.
+3GLGQRWPHHWWKHSULPDU\
HQGSRLQWLQWKLVWULDODQGZHKDYHWDNHQWKH
decision to stop the Phase 3 programme.
:HUHPDLQFRPPLWWHGWRLQYHVWLQJLQ
GHYHORSLQJSLRQHHULQJ$GYDQFHG:RXQG
Bioactive treatments.

Regulatory approvals

3,&2RXUVLQJOHXVH13:7V\VWHPZDV
DSSURYHGIRUWKH²UVWWLPHLQ-DSDQ,Q
DGGLWLRQDVLJQL²FDQWHQKDQFHPHQWWRWKH
PICO product, in the form of the new Soft Port
dressing and tubing set, was approved in the
EU and Australia.
Other registration activities during the year
include expanding the geographic footprint
of established products within the emerging
PDUNHWVDQGWKHRQJRLQJH[SDQVLRQRI
6PLWK 1HSKHZ0HGLFDO 6X]KRX DVDQHZ
supply site for multiple wound care products.
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7KH*URXS²QLVKHGVHWWR
EHQH²WIURPWKHDFWLRQVDQG
LQYHVWPHQWVZHKDYHPDGH
Advanced Surgical Devices

Advanced Wound Management

Revenue split by franchise area (%)

Revenue split by franchise area (%)

OTHER ASD
4%

ADVANCED WOUND
BIOACTIVES
24%

AET
16%

KNEE
27%

SPORTS MEDICINE
34%

ORTHOPAEDIC
RECONSTRUCTION
47%

$3,298m

SPORTS MEDICINE
JOINT REPAIR
18%

$1,319m

ADVANCED
WOUND CARE
61%

ADVANCED
WOUND DEVICES
15%
HIP
20%

TRAUMA
EXTREMITIES
15%

Revenue by franchise area1 ($m)

Revenue by franchise area1 ($m)

-4%

+15%

2014

322

192

280

213
2013

147

74

441

542

576
496

506

486
2013 2014

2013 2014

2013 2014

2013 2014

2013 2014

2013 2014

HIPS

KNEES

TRAUMA &
EXTREMITIES

SPORTS MEDICINE
JOINT REPAIR

AET

OTHER ASD

ORTHOPAEDIC RECONSTRUCTION

-9%
805

843

873

654

653

865

+1% +2% +4% +8% +1% +10%

2013

2014

ADVANCED
WOUND CARE

ADVANCED
WOUND DEVICES

2013

2014

ADVANCED
WOUND BIOACTIVES

SPORTS MEDICINE



7 KHXQGHUO\LQJSHUFHQWDJHLQFUHDVHVGHFUHDVHVDUHDIWHUDGMXVWLQJIRUWKHHIIHFWRIFXUUHQF\WUDQVODWLRQDQGWKHLQFOXVLRQRIWKHFRPSDUDWLYHLPSDFWRIDFTXLVLWLRQVDQGH[HFXWLRQ
RIGLVSRVDOV
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5HYHQXHE\PDUNHW
7KHXQGHUO\LQJLQFUHDVHLQHDFKGLYLVLRQªVUHYHQXHVE\PDUNHWUHFRQFLOHVWRUHSRUWHGJURZWKWKHPRVWGLUHFWO\FRPSDUDEOH²QDQFLDOPHDVXUH
FDOFXODWHGLQDFFRUGDQFHZLWK,)56DVIROORZV
&RQVWDQW
FXUUHQF\
H[FKDQJH
HIIHFW
%

2014
$ million


PLOOLRQ

5HSRUWHG
JURZWKLQ
UHYHQXH
%

US

1,558





–

 



2WKHU(VWDEOLVKHG0DUNHWV

1,229









–

(VWDEOLVKHG0DUNHWV

2,787











511





3





3,298









3

US

454





–

–



2WKHU(VWDEOLVKHG0DUNHWV

699







–



1,153





–

–



$FTXLVLWLRQ
'LVSRVDO
HIIHFW
%

8QGHUO\LQJ
JURZWKLQ
UHYHQXH
%

(PHUJLQJ ,QWHUQDWLRQDO0DUNHWV
Advanced Surgical Devices

STRATEGIC REPORT

$GYDQFHG6XUJLFDO'HYLFHV

$GYDQFHG:RXQG0DQDJHPHQW

(VWDEOLVKHG0DUNHWV

166





3





Advanced Wound Management

1,319











$GYDQFHG6XUJLFDO'HYLFHV
5HYHQXH
$6'UHYHQXHLQFUHDVHGE\PLOOLRQ RQDUHSRUWHGEDVLV 
IURPPLOOLRQLQWRPLOOLRQLQ7KHXQGHUO\LQJ
LQFUHDVHRILVDIWHUDGMXVWLQJIRUDLPSDFWIURPWKHDFTXLVLWLRQ
RI$UWKUR&DUH&RUSLQ0D\DQGDXQIDYRXUDEOHIRUHLJQ
FXUUHQF\WUDQVODWLRQ

,QWKHJOREDO.QHH,PSODQWIUDQFKLVHUHYHQXHLQFUHDVHGE\PLOOLRQ
IURPPLOOLRQLQWRPLOOLRQLQ RQDUHSRUWHG
EDVLV UHSUHVHQWLQJDXQGHUO\LQJUHYHQXHLQFUHDVHDIWHURI
XQIDYRXUDEOHFXUUHQF\WUDQVODWLRQ*URZWKKDVEHHQLPSDFWHGE\
H[SRVXUHWRDZHDNHQLQJ(XURSHDQPDUNHWZLWKFRQGLWLRQVFRQWLQXLQJ
WRGHWHULRUDWHLQ*HUPDQ\RXUODUJHVW(XURSHDQPDUNHWDQGRXU
SRVLWLRQLQWKHSURGXFWOLIHF\FOHYHUVXVRXUSHHUV*URZWKLPSURYHG
GULYHQE\VDOHVRIWKH-2851(<,,%&6.QHH6\VWHP

7UDXPD ([WUHPLWLHVUHYHQXHLQFUHDVHGE\PLOOLRQIURP
PLOOLRQLQWRPLOOLRQLQ RQDUHSRUWHGEDVLV 
UHSUHVHQWLQJXQGHUO\LQJUHYHQXHJURZWKRIDIWHUDGMXVWLQJIRU
DLPSDFWIURPWKHDFTXLVLWLRQRID%UD]LOLDQGLVWULEXWRUDQGRI
XQIDYRXUDEOHIRUHLJQFXUUHQF\WUDQVODWLRQ
6SRUWV0HGLFLQH-RLQW5HSDLUUHYHQXHLQFUHDVHGE\PLOOLRQIURP
PLOOLRQLQWRPLOOLRQLQ RQUHSRUWHGEDVLV 
UHSUHVHQWLQJXQGHUO\LQJUHYHQXHJURZWKRIDIWHUDGMXVWLQJIRU
DLPSDFWIURPWKHDFTXLVLWLRQRI$UWKUR&DUH&RUSIURPWKH
DFTXLVLWLRQRID%UD]LOLDQGLVWULEXWRUDQGRIXQIDYRXUDEOHIRUHLJQ
FXUUHQF\WUDQVODWLRQ
*OREDOUHYHQXHIURP$UWKURVFRSLF(QDEOLQJWHFKQRORJLHVLQFUHDVHG
E\PLOOLRQIURPPLOOLRQLQWRPLOOLRQLQ 
RQDUHSRUWHGEDVLV 7KLVLQFUHDVHUHSUHVHQWVDQXQGHUO\LQJUHYHQXH
LQFUHDVHRIDIWHUDGMXVWLQJIRUWKHLPSDFWIURPWKHDFTXLVLWLRQ
RI$UWKUR&DUH&RUSIURPWKHDFTXLVLWLRQRID%UD]LOLDQGLVWULEXWRU
DQGRIXQIDYRXUDEOHIRUHLJQFXUUHQF\WUDQVODWLRQ
7KHUHYHQXHLQWKH2WKHU$6' LQFOXGLQJ*\QDHFRORJ\DQG(17
IUDQFKLVHLQFUHDVHGE\PLOOLRQIURPPLOOLRQLQWR
PLOOLRQLQIROORZLQJWKHDFTXLVLWLRQRI$UWKUR&DUH&RUSLQ
([FOXGLQJWKHLPSDFWRIWKLVDFTXLVLWLRQXQGHUO\LQJUHYHQXHLQ
WKH2WKHU$6'IUDQFKLVHZKLFKLQFOXGHVJ\QDHFRORJ\JUHZE\

*OREDOUHYHQXHIURPWKH+LS,PSODQWIUDQFKLVHLQFUHDVHGE\PLOOLRQ
IURPPLOOLRQLQWRPLOOLRQLQ ³DWRQDUHSRUWHG
EDVLV ZKLFKUHSUHVHQWHGDQXQGHUO\LQJUHYHQXHLQFUHDVHRIDIWHU

Smith & Nephew Annual report 2014



FINANCIAL STATEMENTS AND OTHER INFORMATION

,QWKH86UHYHQXHLQFUHDVHGE\PLOOLRQWRPLOOLRQLQ
IURPPLOOLRQLQ RQDUHSRUWHGEDVLV 7KHXQGHUO\LQJ
LQFUHDVHRILVDIWHUDGMXVWLQJIRUWKHLPSDFWRIWKH$UWKUR&DUH
&RUSDFTXLVLWLRQLQ0D\,Q2WKHU(VWDEOLVKHG0DUNHWV
UHYHQXHZDVPLOOLRQLQDQLQFUHDVHRIPLOOLRQIURP
PLOOLRQLQ RQDUHSRUWHGEDVLV 7KHXQGHUO\LQJ
LQFUHDVHZDV³DWDIWHUDGMXVWLQJIRUIURPIDYRXUDEOHIRUHLJQ
FXUUHQF\WUDQVODWLRQDQGWKHLPSDFWRIIURPDFTXLVLWLRQV2XU
(PHUJLQJ ,QWHUQDWLRQDO0DUNHWVUHYHQXHLQFUHDVHGE\PLOOLRQ
WRPLOOLRQLQIURPPLOOLRQLQ LQFUHDVHRQD
UHSRUWHGEDVLV 7KHXQGHUO\LQJLQFUHDVHZDVDIWHUDGMXVWLQJIRU
IRUXQIDYRXUDEOHIRUHLJQFXUUHQF\WUDQVODWLRQDQGWKHLPSDFWRI
IURPDFTXLVLWLRQV

XQIDYRXUDEOHIRUHLJQFXUUHQF\WUDQVODWLRQ6DOHVLQRXU9(5,/$67
+LSDQGGLUHFWDQWHULRUDSSURDFKSRUWIROLRFRQWULEXWHGWRWKHLQFUHDVH

CORPORATE GOVERNANCE

(PHUJLQJ ,QWHUQDWLRQDO0DUNHWV

STRATEGIC REPORT

Financial review and principal risks continued

7UDGLQJDQGRSHUDWLQJSUR²W

7UDGLQJDQGRSHUDWLQJSUR²W

2SHUDWLQJSUR²WWKHPRVWGLUHFWO\FRPSDUDEOH²QDQFLDOPHDVXUHXQGHU
,)56UHFRQFLOHVWRWUDGLQJSUR²WDVIROORZV

2SHUDWLQJSUR²WWKHPRVWGLUHFWO\FRPSDUDEOH²QDQFLDOPHDVXUHXQGHU
,)56UHFRQFLOHVWRWUDGLQJSUR²WDVIROORZV

2014
2013
$ million $ million

2SHUDWLQJSUR²W

626



$FTXLVLWLRQUHODWHGFRVWV

107



5HVWUXFWXULQJDQGUDWLRQDOLVDWLRQFRVWV

33



$PRUWLVDWLRQRIDFTXLVLWLRQLQWDQJLEOHV
DQGLPSDLUPHQWV

78



/HJDODQGRWKHU

(34)

–

7UDGLQJSUR²W

810



2014
2013
$ million $ million

123



11



5HVWUXFWXULQJDQGUDWLRQDOLVDWLRQFRVWV

28



$PRUWLVDWLRQRIDFTXLVLWLRQLQWDQJLEOHV
DQGLPSDLUPHQWV

51



/HJDODQGRWKHU

32

–

245



2SHUDWLQJSUR²W
$FTXLVLWLRQUHODWHGFRVWV

7UDGLQJSUR²W

7UDGLQJSUR²WPDUJLQLQFUHDVHGIURPWR7UDGLQJSUR²W
LQFUHDVHGE\PLOOLRQWRPLOOLRQIURPPLOOLRQLQ7KLV
LQFUHDVHUH³HFWVWKHEHQH²WVIURPRXUVWUXFWXUDOHI²FLHQF\SURJUDPPH

7UDGLQJSUR²WPDUJLQGHFUHDVHGIURPWR7UDGLQJSUR²W
GHFUHDVHGE\PLOOLRQWRPLOOLRQIURPPLOOLRQLQ
7KHGHFUHDVHLQWKH\HDULVSULPDULO\DWWULEXWDEOHWRWKH5(1$6<6KROG

2SHUDWLQJSUR²WLQFUHDVHGE\PLOOLRQIURPPLOOLRQLQWR
PLOOLRQLQ7KLVFRPSULVHVWKHLQFUHDVHLQWUDGLQJSUR²WRI
PLOOLRQGLVFXVVHGDERYHRIIVHWE\LQFUHDVHVLQDFTXLVLWLRQUHODWHG
FRVWVRIPLOOLRQDQGDPRUWLVDWLRQRIDFTXLVLWLRQLQWDQJLEOHVRI
PLOOLRQDQGSDUWLDOO\RIIVHWE\DGHFUHDVHLQUHVWUXFWXULQJDQG
UDWLRQDOLVDWLRQFRVWVRIPLOOLRQDQGFUHGLWUHODWLQJWRWKH86SHQVLRQ
VHWWOHPHQWDQGFORVXUH

2SHUDWLQJSUR²WGHFUHDVHGE\PLOOLRQIURPPLOOLRQLQ
WRPLOOLRQLQ7KLVFRPSULVHVRIWKHGHFUHDVHLQWUDGLQJ
SUR²WRIPLOOLRQGLVFXVVHGDERYHFRVWVUHODWLQJWRWKHKROGRQ
5(1$6<6DQGFHVVDWLRQRIWKH+3WULDOVDPRXQWLQJPLOOLRQ
RIIVHWE\DGHFUHDVHLQDFTXLVLWLRQUHODWHGFRVWVRIPLOOLRQGXH
WRWKHLQWHJUDWLRQRIWKH+HDOWKSRLQWDFTXLVLWLRQZKLFKFRPSOHWHG
LQ'HFHPEHUDQLQFUHDVHLQUHVWUXFWXULQJDQGUDWLRQDOLVDWLRQ
FRVWVRIPLOOLRQDQGDQLQFUHDVHRIPLOOLRQLQDPRUWLVDWLRQRI
DFTXLVLWLRQLQWDQJLEOHV

$GYDQFHG:RXQG0DQDJHPHQW
5HYHQXH

3ULQFLSDOULVNVDQGULVNPDQDJHPHQW

$:0UHYHQXHGHFUHDVHGE\PLOOLRQ RQDUHSRUWHGEDVLV IURP
PLOOLRQLQWRPLOOLRQLQ7KHXQGHUO\LQJGHFUHDVH
RILVDIWHUDGMXVWLQJIRUDQLQFUHDVHRIIRUDFTXLVLWLRQVFRPSOHWHG
LQWKH\HDUDQGDXQIDYRXUDEOHIRUHLJQFXUUHQF\WUDQVODWLRQ

$VDQLQWHJUDOSDUWRISODQQLQJDQGUHYLHZ*URXSEXVLQHVVDUHDDQG
IXQFWLRQDOPDQDJHPHQWVHHNWRLGHQWLI\WKHVLJQL²FDQWULVNVLQYROYHG
LQWKHEXVLQHVVDQGWRUHYLHZWKHULVNPDQDJHPHQWDFWLRQSODQVIRU
WKRVHULVNV7KH*URXS5LVN&RPPLWWHHZKLFKLVFRPSULVHGRIWKH
&KLHI([HFXWLYH2I²FHUDQGVHQLRUH[HFXWLYHVPHHWVWZLFHD\HDUWR
UHYLHZWKHULVNVLGHQWL²HGE\WKHEXVLQHVVHVDQGFRUSRUDWHIXQFWLRQV
DQGDQ\ULVNPDQDJHPHQWDFWLRQVEHLQJWDNHQ$VDSSURSULDWHWKH
5LVN&RPPLWWHHPD\UHFDWHJRULVHULVNVRUUHTXLUHIXUWKHULQIRUPDWLRQ
RQWKHULVNPDQDJHPHQWDFWLRQSODQV7KH5LVN&RPPLWWHHUHSRUWVWR
WKH%RDUGRQDQDQQXDOEDVLVGHWDLOLQJDOOSULQFLSDOULVNV,QDGGLWLRQ
WKH%RDUGFRQVLGHUVULVNDVSDUWRIWKHGHYHORSPHQWRIVWUDWHJ\,QWHUQDO
DXGLWUHYLHZVDQGWKH$XGLW&RPPLWWHHUHSRUWVRQWKHHIIHFWLYHQHVVRI
WKHRSHUDWLRQRIWKHULVNPDQDJHPHQWSURFHVV

,QWKH86UHYHQXHGHFUHDVHGE\PLOOLRQWRPLOOLRQLQ
IURPPLOOLRQLQ RQDUHSRUWHGEDVLV 7KHXQGHUO\LQJ
GHFUHDVHZDVDOVR,Q2WKHU(VWDEOLVKHG0DUNHWVUHYHQXHZDV
PLOOLRQLQDGHFUHDVHRIPLOOLRQIURPPLOOLRQLQ
 RQDUHSRUWHGEDVLV 7KHXQGHUO\LQJUHYHQXHGHFUHDVH
ZDVZLWKRIXQIDYRXUDEOHIRUHLJQFXUUHQF\WUDQVODWLRQ2XU
(PHUJLQJ ,QWHUQDWLRQDO0DUNHWVUHYHQXHLQFUHDVHGE\PLOOLRQLQ
 RQDUHSRUWHGEDVLV 7KHXQGHUO\LQJLQFUHDVHZDVDIWHU
DGMXVWLQJIRUXQIDYRXUDEOHIRUHLJQFXUUHQF\WUDQVODWLRQ
$GYDQFHG:RXQG&DUHUHYHQXHGHFUHDVHGE\PLOOLRQ RQ
DUHSRUWHGEDVLV WRPLOOLRQLQIURPPLOOLRQLQ
7KHXQGHUO\LQJGHFOLQHRILVDIWHUDGMXVWLQJIRUIRUHLJQFXUUHQF\
WUDQVODWLRQ&RQGLWLRQVDFURVVPDQ\(XURSHDQPDUNHWVUHPDLQ
FKDOOHQJLQJEXWWKHLQWURGXFWLRQRIWKH$//(9<1/LIHUDQJHFRQWLQXHV
WRPDNHJRRGSURJUHVVDFURVV(XURSHIROORZLQJSURGXFWLQWURGXFWLRQV
DQGLQYHVWPHQWLQPDUNHWLQJ
$GYDQFH:RXQG'HYLFHVUHYHQXHGHFUHDVHGIURPPLOOLRQLQ
WRPLOOLRQLQDUHSRUWHGGHFUHDVHRIPLOOLRQDQG
7KHXQGHUO\LQJGHFUHDVHRILVDIWHUDGMXVWLQJIRUXQIDYRXUDEOH
IRUHLJQFXUUHQF\WUDQVODWLRQVRI7KLVGHFOLQHZDVGXHWRWKHKROGRI
5(1$6<6LQWKH86GXHWRUHJXODWRU\LVVXHVDQGFRPSHWLWLYHSUHVVXUHV
LQWUDGLWLRQDOFDQLVWHUEDVHG13:7LQ(XURSH
$GYDQFHG:RXQG%LRDFWLYHVUHYHQXHLQFUHDVHWRPLOOLRQLQ
IURPPLOOLRQLQ UHSRUWHGJURZWK 7KHXQGHUO\LQJ
LQFUHDVHZDVDOVR
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7KHUHDUHNQRZQDQGXQNQRZQULVNVDQGXQFHUWDLQWLHVUHODWLQJWR
6PLWK 1HSKHZªVEXVLQHVV7KHIROORZLQJSDJHVSURYLGHDQRYHUYLHZ
RIZKDWWKH%RDUGFRQVLGHUVWKHPRVWVLJQL²FDQWULVNVWKDWFRXOGFDXVH
WKH*URXSªVEXVLQHVV²QDQFLDOSRVLWLRQDQGUHVXOWVRIRSHUDWLRQVWR
GLIIHUPDWHULDOO\DQGDGYHUVHO\IURPH[SHFWHGDQGKLVWRULFDOOHYHOVDQG
KRZWKHVHULVNVUHODWHWRWKH*URXSªVVWUDWHJLFSULRULWLHV$GGLWLRQDO
GHWDLOLVVHWIRUWKXQGHU5LVN)DFWRUVLQWKH*URXSLQIRUPDWLRQVHFWLRQ
RIWKLVUHSRUW,QDGGLWLRQRWKHUIDFWRUVQRWOLVWHGKHUHWKDW6PLWK 
1HSKHZFDQQRWSUHVHQWO\LGHQWLI\RUGRHVQRWEHOLHYHWREHHTXDOO\
VLJQL²FDQWFRXOGDOVRPDWHULDOO\DGYHUVHO\DIIHFW6PLWK 1HSKHZªV
EXVLQHVV²QDQFLDOSRVLWLRQRUUHVXOWVRIRSHUDWLRQV

Group Risk Management Process
Board oversight

Group Risk
Committee

Group Risk Register
STRATEGIC REPORT

Business and
Corporate Function
Risk Registers

3URFHVVIUHTXHQF\WZLFH\HDUO\
– 5LVN&KDPSLRQVDUUDQJHEXVLQHVV
– *URXS5LVN&RPPLWWHHFRQVLGHUV
IXQFWLRQUHYLHZVDQGVXEPLWXSGDWHG5LVN
VXEPLVVLRQVDQGGHFLGHVZKLFKULVNV
5HJLVWHU 0LWLJDWLRQ3ODQVWR&KLHI
JRLQWRJURXSOHYHOULVNV
&RPSOLDQFHDQG5LVN2I²FHU ©&&52ª
– &&52XSGDWHV*URXS5LVN5HJLVWHU
– 5HJLVWHUVFRQWDLQSHUWLQHQWULVNVIRUHDFK
DQGSUHSDUHVUHSRUWVIRUWKH$XGLW
XQLWZLWKPLWLJDWLRQSODQ
&RPPLWWHHDQGWKH%RDUGRI'LUHFWRUV

– &RQWDLQVULVNVFRQVLGHUHGVLJQL²FDQWDW
*URXSOHYHO
– $VVLJQVUHVSRQVLELOLW\IRUHDFKULVNDQG
PLWLJDWLRQSODQWRVHQLRUH[HFXWLYHV

Product Portfolio Development

6SHFL²FULVNVZHIDFH

Risk management actions

Possible impacts

– &RPSHWLWRUVPD\LQWURGXFHDGLVUXSWLYH
WHFKQRORJ\RUREWDLQSDWHQWVRURWKHU
LQWHOOHFWXDOSURSHUW\ULJKWVWKDWDIIHFWWKH
*URXSªVFRPSHWLWLYHSRVLWLRQ
– &ODLPVE\WKLUGSDUWLHVUHJDUGLQJLQIULQJHPHQW
RIWKHLULQWHOOHFWXDOSURSHUW\ULJKWV
– /DFNRILQQRYDWLRQGXHWRORZ5 'LQYHVWPHQW
5 'VNLOOVJDSRUSRRUSURGXFWGHYHORSPHQW
H[HFXWLRQIRU(VWDEOLVKHGDQG(PHUJLQJ 
,QWHUQDWLRQDOPDUNHWV
– )DLOXUHWRUHFHLYHUHJXODWRU\DSSURYDOWR
VXFFHVVIXOO\FRPPHUFLDOLVHDSLSHOLQHSURGXFW

– 3URFHVVHVIRFXVHGRQLGHQWLI\LQJQHZ
SURGXFWVDQGSRWHQWLDOGLVUXSWLYHWHFKQRORJLHV
LQWHUQDODQGH[WHUQDO
– ,PSURYHGSURGXFWLYLW\SULRULWLVDWLRQDQG
DOORFDWLRQRI5 'IXQGV
– ,QFUHDVLQJ5 'LQYHVWPHQWWRHQKDQFHFOLQLFDO
FDSDELOLW\DQGLQYHVWLQELRPDWHULDOV
– 6WUHQJWKHQLQWHOOHFWXDOSURSHUW\ULJKWVDQG
PRQLWRUDQGGHIHQGDJDLQVWLQIULQJHPHQW
– *OREDOVWUDWHJLFPDUNHWLQJSURJUDPPHV
– 6XSSRUWDQ(PHUJLQJ ,QWHUQDWLRQDO0DUNHW
SURGXFWSRUWIROLR

– /RVVRIPDUNHWVKDUHSUR²W
DQGORQJWHUPJURZWK

CORPORATE GOVERNANCE

7KHPHGLFDOGHYLFHVLQGXVWU\KDVDUDSLGUDWHRIQHZSURGXFWLQWURGXFWLRQ7KH*URXSPXVWEHDGHSWDWPRQLWRULQJWKH
ODQGVFDSHIRUWHFKQRORJLFDODGYDQFHVKDYHDQHI²FLHQWDQGYDOXDEOHSURGXFWGHYHORSPHQWSLSHOLQHDQGVHFXUHSURWHFWLRQIRU
LWVLQWHOOHFWXDOSURSHUW\7KH*URXSPD\DOVRVHHNWRDFTXLUHEXVLQHVVHVDVSDUWRXUEXVLQHVVVWUDWHJ\WRDXJPHQWWKHSURGXFW
SRUWIROLRRUEXVLQHVVVFDOHLQDFHUWDLQJHRJUDSK\

Link to Strategic Priority
Innovate for value
Established Markets
Emerging & International
Markets
FINANCIAL STATEMENTS AND OTHER INFORMATION

Supplement organic growth
through acquisitions

Acquisitions and Business Development
7KH*URXSPD\VHHNWRDFTXLUHEXVLQHVVHVRUSURGXFWVDVSDUWRIRXUVWUDWHJ\WRDXJPHQWWKHSURGXFWSRUWIROLRRUJHQHUDWH
EXVLQHVVVFDOHLQFHUWDLQJHRJUDSKLHV7KHVHDFTXLVLWLRQVPXVWGHOLYHUWKHH[SHFWHGUHWXUQVDQGQRWFUHDWHVLJQL²FDQWOLDELOLW\
H[SRVXUHVRUWKH*URXSPD\QRWPHHWLWV²QDQFLDOWDUJHWV
6SHFL²FULVNVZHPD\IDFH

Risk management actions

Possible impacts

– ,QHIIHFWLYHDFTXLVLWLRQGXHGLOLJHQFH
– ,Q³DWHGIRUHFDVWVRUSURMHFWLRQVPD\FDXVH
RYHUYDOXDWLRQRIWUDQVDFWLRQ
– /DFNRIWLPHO\DGRSWLRQRI*URXSVWDQGDUGV
SROLFLHVDQG²QDQFLDOFRQWUROVGXULQJLQWHJUDWLRQ
FRXOGFUHDWHDGGLWLRQDOOLDELOLWLHV
– $FTXLVLWLRQV LQHPHUJLQJPDUNHWVPD\LGHQWLI\
SUDFWLFHVWKDWPXVWEHFHDVHGWRPHHW*URXS
VWDQGDUGV

– 6WURQJUHVRXUFHVDQGSURFHVVHVWRHQVXUH
ULJRURXVUHYLHZDQGLQWHJUDWLRQRI DFTXLVLWLRQV
RUSURGXFWUHODWHGLQYHVWPHQWV
– 0HUJHUV $FTXLVLWLRQV&RXQFLOFRQVLVWLQJRI
VHQLRUH[HFXWLYHVWKDWUHYLHZVDFTXLVLWLRQVDQG
EXVLQHVVGHYHORSPHQWWUDQVDFWLRQV
– %RDUGRI'LUHFWRUVUHYLHZRIDOOVLJQL²FDQW
WUDQVDFWLRQV

– /RVVRIPDUNHWVKDUHSUR²W
DQGORQJWHUPJURZWK
Link to Strategic Priority
Emerging & International
Markets

Supplement organic growth
– 'HWDLOHGFRPSOLDQFHGXHGLOLJHQFHDQG
through acquisitions
LQWHJUDWLRQUHSRUWLQJSURFHVVHV
– 5REXVW,QWHUQDO$XGLWDQG*URXS)LQDQFH&RQWUROV Established Markets
– 3RVWDFTXLVLWLRQUHYLHZSURJUDPPH

Smith & Nephew Annual report 2014



STRATEGIC REPORT

Financial review and principal risks continued

*RYHUQPHQW$FWLRQ3ULFLQJDQG5HLPEXUVHPHQW3UHVVXUH
,QPRVWPDUNHWVWKURXJKRXWWKHZRUOGH[SHQGLWXUHRQPHGLFDOGHYLFHVLVFRQWUROOHGWRDODUJHH[WHQWE\JRYHUQPHQWVPDQ\
RIZKLFKDUHIDFLQJLQFUHDVLQJO\LQWHQVHEXGJHWDU\FRQVWUDLQWV7KH*URXSLVWKHUHIRUHODUJHO\GHSHQGHQWRQJRYHUQPHQWV
SURYLGLQJLQFUHDVHGIXQGVFRPPHQVXUDWHZLWKWKHLQFUHDVHGGHPDQGDULVLQJIURPGHPRJUDSKLFWUHQGV5HLPEXUVHPHQWUDWHV
PD\EHVHWLQUHVSRQVHWRSHUFHLYHGHFRQRPLFYDOXHRIWKHGHYLFHVEDVHGRQFOLQLFDODQGRWKHUGDWDUHODWLQJWRFRVWSDWLHQW
RXWFRPHVDQGFRPSDUDWLYHHIIHFWLYHQHVV3ROLWLFDOXSKHDYDOLQWKHFRXQWULHVZKHUHWKH*URXSRSHUDWHVRUVXUURXQGLQJUHJLRQV
FRXOGDGYHUVHO\DIIHFW*URXSRSHUDWLRQVRUWXUQRYHU
*URXSRSHUDWLRQVDUHDIIHFWHGE\WUDQVDFWLRQDOH[FKDQJHUDWHPRYHPHQWV7KH*URXSªVPDQXIDFWXULQJFRVWEDVHLVVLWXDWHGLQ
WKH868.&RVWD5LFD&KLQDDQG6ZLW]HUODQGDQG²QLVKHGSURGXFWVDUHH[SRUWHGZRUOGZLGH
6SHFL²FULVNVZHIDFH

Risk management actions

Possible impacts

– 5HGXFHGUHLPEXUVHPHQWOHYHOVDQGLQFUHDVLQJ
SULFLQJSUHVVXUHV
– 5HGXFHGGHPDQGIRUHOHFWLYHVXUJHU\
– /DFNRIFRPSHOOLQJKHDOWKHFRQRPLFV
GDWDWRVXSSRUWUHLPEXUVHPHQWUHTXHVWV
– *RYHUQPHQWSROLFLHVIDYRXULQJORZHUSULFHGDQG
ORFDOO\VRXUFHGSURGXFWV
– 3ROLWLFDOXSKHDYDOVSUHYHQWVHOOLQJRISURGXFWV
UHFHLYLQJUHPLWWDQFHVRISUR²WIURPDPHPEHURI
WKH*URXSRUIXWXUHLQYHVWPHQWVLQWKDWFRXQWU\
– 7KH*URXSLVH[SRVHGWR³XFWXDWLRQVLQH[FKDQJH
UDWHV,IWKHPDQXIDFWXULQJFRXQWU\FXUUHQFLHV
VWUHQJWKHQDJDLQVWWKHVHOOLQJFXUUHQFLHVWKH
WUDGLQJPDUJLQPD\EHDIIHFWHG
– (FRQRPLFGRZQWXUQLPSDFWVGHPDQGDQG
FROOHFWLRQV

– 'HYHORSLQQRYDWLYHHFRQRPLFSURGXFWDQG
VHUYLFHVROXWLRQVIRUERWK(VWDEOLVKHGDQG
(PHUJLQJ ,QWHUQDWLRQDOPDUNHWV ©6\QFHUDª
– ,QFRUSRUDWHKHDOWKHFRQRPLFFRPSRQHQWLQWR
GHVLJQDQGGHYHORSPHQWRIQHZSURGXFWV
– (QKDQFHGH[SHUWLVHVXSSRUWLQJUHLPEXUVHPHQW
VWUDWHJ\DQGJXLGDQFH
– 2SWLPLVHFRVWWRVHUYHWRSURWHFWPDUJLQVDQG
OLEHUDWHIXQGVIRULQYHVWPHQW
– 6WUHDPOLQH&RVWRI*RRGV6ROG6WRFN.HHSLQJ
8QLWVDQGLQYHQWRU\PDQDJHPHQW
– 7KH*URXSWUDQVDFWVIRUZDUGIRUHLJQFXUUHQF\
FRPPLWPHQWVZKHQ²UPSXUFKDVHRUGHUVDUH
SODFHGWRUHGXFHH[SRVXUHWRFXUUHQF\
³XFWXDWLRQV

– /RVVRIUHYHQXHSUR²WDQG
FDVK³RZV

Link to Strategic Priority
Simplify and improve
our operating model
Established Markets
Emerging & International
Markets

Business Operations and Business Continuity
8QH[SHFWHGHYHQWVFRXOGGLVUXSWWKHEXVLQHVVE\DIIHFWLQJHLWKHUDNH\IDFLOLW\RUV\VWHPRUDODUJHQXPEHURIHPSOR\HHV7KH
EXVLQHVVLVDOVRUHOLDQWRQFHUWDLQNH\VXSSOLHUVRIUDZPDWHULDOVFRPSRQHQWV²QLVKHGSURGXFWVDQGSDFNDJLQJPDWHULDOV
7KH*URXSPDQDJHVDODUJHSURGXFWSRUWIROLRDQGDODUJHSURGXFWLQYHQWRU\6DOHVDQGRSHUDWLRQSODQQLQJDQGVXSSO\FKDLQ
PDQDJHPHQWPXVWHQVXUHWKHSURGXFWVQHHGHGDUHDYDLODEOHDWWKHULJKWSODFHDQGWLPH
,QDIDVWFKDQJLQJFRPSOH[JOREDOEXVLQHVVKLJKSHUIRUPLQJWDOHQWLQNH\SRVLWLRQVLVDEXVLQHVVFULWLFDOUHTXLUHPHQW
6SHFL²FULVNVZHIDFH

Risk management actions

Possible impacts

– &
 DWDVWURSKHFRXOGUHQGHURQHRIWKH*URXSªV
SURGXFWLRQIDFLOLWLHVRXWRIDFWLRQ
– $VLJQL²FDQWHYHQWFRXOGLPSDFWNH\OHDGHUVKLSRU
DODUJHQXPEHURIHPSOR\HHV
– ,VVXHVZLWKDVLQJOHVRXUFHVXSSOLHURIDNH\
FRPSRQHQWDQGIDLOXUHWRVHFXUHFULWLFDOVXSSO\
– $VHYHUH,7IDXOWRUF\EHUFULPHFRXOGGLVDEOH
FULWLFDOV\VWHPVDQGFDXVHORVVRIVHQVLWLYHGDWD
– 2YHUSURGXFWLRQRISURGXFWLQYHQWRU\DQG
LQVWUXPHQWVHWVPD\RFFXUGXHWRLQDGHTXDWH
SRUWIROLRSODQQLQJ
– 3RRUUHWHQWLRQRIKLJKSHUIRUPLQJDQG
KLJKSRWHQWLDOVWDIIFRXOGMHRSDUGLVH
DFKLHYLQJREMHFWLYHV

– &
 ULVLVUHVSRQVHEXVLQHVVFRQWLQXLW\SODQVDW
PDMRUIDFLOLWLHVDQGIRUNH\SURGXFWVDQGNH\
VXSSOLHUV
– $XGLWSURJUDPPHIRUFULWLFDOVXSSOLHUVDQG
VHFRQGVRXUFHVRULQFUHDVHGLQYHQWRULHVIRU
FULWLFDOFRPSRQHQWV
– (QKDQFHGWUDYHOVHFXULW\DQGSURWHFWLRQ
SURJUDPPH
– ,7GLVDVWHUDQGGDWDUHFRYHU\SODQVLQSODFH
WRVXSSRUWRYHUDOOEXVLQHVVFRQWLQXLW\SODQV
– 0RELOHGHYLFHDQGF\EHUVHFXULW\SURWHFWLRQSODQ
– ,PSURYHGVDOHVDQGRSHUDWLRQVSURFHVVHVDQG
LQYHQWRU\PDQDJHPHQWZLWKGHGLFDWHGWHDPV
DQGNH\SHUIRUPDQFHLQGLFDWRUV
– 5REXVWWDOHQWV\VWHPVDQGSURFHVVHVZLWKIRFXV
RQLGHQWLI\LQJNH\UROHVDQGVXFFHVVRUV

– /RVVRIUHYHQXHSUR²WDQG
FDVK³RZV

38
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Link to Strategic Priority
Simplify and improve
our operating model
Established Markets
Emerging & International
Markets

Product Safety, Regulation, and Litigation
1DWLRQDOUHJXODWRU\DXWKRULWLHVHQIRUFHDFRPSOH[VHULHVRIODZVDQGUHJXODWLRQVWKDWJRYHUQWKHGHVLJQGHYHORSPHQWDSSURYDO
PDQXIDFWXUHODEHOOLQJPDUNHWLQJDQGVDOHRIKHDOWKFDUHSURGXFWV7KH\DOVRUHYLHZGDWDVXSSRUWLQJWKHVDIHW\DQGHI²FDF\RI
VXFKSURGXFWVDQGPD\DOVRLQVSHFWIRUFRPSOLDQFHZLWKDSSURSULDWHVWDQGDUGVLQFOXGLQJWKRVHUHODWLQJWR4XDOLW\0DQDJHPHQW
6\VWHPV ©406ª RU*RRG0DQXIDFWXULQJ3UDFWLFH ©*03ª UHJXODWLRQV'HVLJQRUPDQXIDFWXULQJGHIHFWVLQSURGXFWVFRXOGUHVXOW
LQSURGXFWUHFDOOVDQGOLDELOLW\FODLPVDQGLPSDFWUHYHQXHVSUR²WVDQGUHSXWDWLRQ
Risk management actions

Possible impacts

– '
 HIHFWLYHSURGXFWVVXSSOLHGWR6PLWK 1HSKHZ
RUIDLOXUHLQGHVLJQRUPDQXIDFWXULQJSURFHVV
– 1HZWHFKQRORJ\SURGXFWRUSURFHVVHVFKDQJHG
E\6PLWK 1HSKHZRUVXSSOLHUUHVXOWLQSURGXFW
GH²FLHQFLHV
– )DLOXUHWRLPSOHPHQWSURJUDPPHVDQGVXSSRUWLQJ
UHVRXUFHVWRHQVXUHSURGXFWTXDOLW\DQG
UHJXODWRU\FRPSOLDQFH
– )DLOXUHWRPDQDJHSURFHVVDQGDQDO\VHFXVWRPHU
FRPSODLQWVDQGDGYHUVHHYHQWGDWD

– *OREDO4$5$RUJDQLVDWLRQWRFUHDWHDVLQJOH
4XDOLW\0DQDJHPHQW6\VWHP
– 6WDQGDUGLVHG*URXSTXDOLW\PDQDJHPHQWDQG
SUDFWLFH
– 0RQLWRULQJDQGDXGLWLQJSURJUDPPHVWRDVVXUH
FRPSOLDQFH
– *URXSZLGHSURGXFWFRPSODLQWDQGUHJLVWUDWLRQ
V\VWHPV
– *URXSZLGHSUDFWLFHVWRGULYHGHVLJQDQG
SURGXFWLRQOLQHSHUIRUPDQFHDQGGHSHQGDELOLW\
– 'HVLJQIRUPDQXIDFWXUHLQSURGXFWGHYHORSPHQW
– 3RVWODXQFKUHYLHZRISURGXFWVDIHW\DQG
FRPSODLQWGDWD

– /RVVRIUHYHQXHSUR²WDQG
UHGXFWLRQLQVKDUHSULFH
– 1HJDWLYHLPSDFWRQEUDQG
UHSXWDWLRQ

STRATEGIC REPORT

6SHFL²FULVNVZHIDFH

Link to Strategic Priority
Simplify and improve
our operating model
Established Markets
CORPORATE GOVERNANCE

Emerging & International
Markets

Compliance with Laws and Ethical Behaviour
%XVLQHVVSUDFWLFHVLQWKHKHDOWKFDUHLQGXVWU\DUHVXEMHFWWRLQFUHDVLQJVFUXWLQ\E\JRYHUQPHQWDXWKRULWLHV7KHWUHQGLQPDQ\
FRXQWULHVLVWRZDUGVLQFUHDVHGHQIRUFHPHQWDFWLYLW\IRUEULEHU\DQGFRUUXSWLRQ7KH*URXSLVDOVRVXEMHFWWRLQFUHDVHGVFUXWLQ\
XQGHU86KHDOWKFDUHODZV HJ)DOVH&ODLPV$FW DQGLQWKH(8IRUGDWDSURWHFWLRQ$FTXLVLWLRQVDQGH[SDQVLRQLQWRHPHUJLQJ
PDUNHWVPD\UHTXLUHDGGLWLRQDOFRPSOLDQFHFRQWUROV
Risk management actions

Possible impacts

– 9LRODWLRQRIDQWLFRUUXSWLRQKHDOWKFDUHRU
GDWDSULYDF\ODZVFRXOGUHVXOWLQ²QHVORVVRI
UHLPEXUVHPHQWDQGKDUPUHSXWDWLRQ
– &XOWXUHVLQFHUWDLQJHRJUDSKLHVDQGLQDFTXLUHG
EXVLQHVVHVPD\QRWIXOO\VXSSRUWWKH*URXS
YDOXHWR(DUQ7UXVW
– 5DSLGJURZWKLQ(PHUJLQJ ,QWHUQDWLRQDO0DUNHWV
ZLWKLQFUHDVLQJQXPEHUVRIGLVWULEXWRUV
– 7KLUGSDUWLHVUHWDLQHGE\WKH*URXSPD\EH
LQYROYHGLQLPSURSHUDFWLYLWLHVZKLFKUHVXOWLQ
SHQDOWLHVRUORVVRIUHSXWDWLRQ
– )DLOXUHWRFRQGXFWDGHTXDWHGXHGLOLJHQFHRU
WRLQWHJUDWHDSSURSULDWHLQWHUQDOFRQWUROVLQWR
DFTXLUHGEXVLQHVVHVFRXOGUHVXOWLQ²QHVDQG
LPSDFWUHWXUQRQLQYHVWPHQW

– 6WURQJ%RDUGDQG([HFXWLYHRYHUVLJKWERGLHV
VXSSRUWHGE\DJOREDO2I²FHRI(WKLFV &RPSOLDQFH
– &RGHRI&RQGXFW*OREDO3ROLFLHVDQG3URFHGXUHV
©*33Vª SURYLGLQJJXLGHOLQHVIRUHWKLFDOEHKDYLRXU
DQGFRQWUROVIRUVLJQL²FDQWFRPSOLDQFHULVNV
– 7UDLQLQJDQGHUHVRXUFHVWRJXLGHHPSOR\HHV
DQGWKLUGSDUWLHVZLWKHWKLFDODQGFRPSOLDQFH
UHVSRQVLELOLWLHV
– 0RQLWRULQJDQGDXGLWLQJSURJUDPPHVWRYHULI\
LPSOHPHQWDWLRQ
– 0LQLPXPDFFHSWDEOH²QDQFLDOSURFHGXUHV
DGRSWHGE\DOOEXVLQHVVHVZKROO\RZQHGE\
WKH*URXS
– ,QGHSHQGHQWUHSRUWLQJFKDQQHOVIRUHPSOR\HHV
DQGWKLUGSDUWLHVWRUHSRUWFRQFHUQVZLWK
FRQ²GHQWLDOLW\
– 5REXVWLQYHVWLJDWLRQSURFHGXUHVWRHQVXUH
DGHTXDWHUHYLHZVDQGGRFXPHQWDWLRQZLWK
VLJQL²FDQWLVVXHVHVFDODWHGWRDQGPRQLWRUHGE\
OHJDODQGFRPSOLDQFHKHDGV
– &RQWUROVIRUVLJQL²FDQWLQWHUDFWLRQVZLWK+HDOWK
&DUH3URIHVVLRQDOVDQG*RYHUQPHQW2I²FLDOV
– +LJKHUULVNWKLUGSDUWLHVLQFOXGLQJGLVWULEXWRUVDQG
DJHQWVVXEMHFWWRVFUHHQLQJFRPSOLDQFH
UHTXLUHPHQWVWUDLQLQJDQGRYHUVLJKWSURFHVVHV
– 'XHGLOLJHQFHUHYLHZVDQGLQWHJUDWLRQSODQV
DQGUHSRUWLQJIRUDFTXLVLWLRQV
– 5LVNDVVHVVPHQWVWRGHWHUPLQHUHVRXUFHVDQG
FRQWUROVIRUKLJKHUULVNPDUNHWV

– /RVVRISUR²WDQGUHGXFWLRQ
LQVKDUHSULFH
– 1HJDWLYHLPSDFWRQEUDQG
UHSXWDWLRQ
FINANCIAL STATEMENTS AND OTHER INFORMATION

6SHFL²FULVNVZHIDFH

Link to Strategic Priority
Simplify and improve
our operating model
Emerging & International
Markets
Established Markets
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Sustainability

3URWHFWLQJWKHIXWXUH

:HFDUHDERXWRXUFXVWRPHUVDQGKHOSLQJLPSURYH
SHRSOHªVOLYHV:HDOVRFDUHDERXWWKHSHRSOHZKR
ZRUNIRUXVWKHHQYLURQPHQWLQZKLFKZHRSHUDWHDQG
WKHVRFLHWLHVLQZKLFKZHGREXVLQHVV$GGUHVVLQJ
XQPHWVRFLDOQHHGZLWKPRUHDIIRUGDEOHSURGXFWV
JDWKHUHGSDFHLQZLWKWKHLQWURGXFWLRQRIRXU
S\QFHUDUDQJHDQGIXUWKHUJURZWKDQGFRQVROLGDWLRQ
RIRXUPLGWLHUSURGXFWV$VSDUWRIRXUFRPPLWPHQW
WREXLOGWUXVWZHLQFUHDVHGRXUHQJDJHPHQWZLWK
VXSSOLHUVWRLQFUHDVHDVVXUDQFHDURXQGFRPSOLDQFH
DQGHWKLFV
7KLVLVDVXPPDU\RIRXUVXVWDLQDELOLW\DFWLYLWLHVDQGSURJUHVV
LQ2XU6XVWDLQDELOLW\5HSRUWZLOOEHSXEOLVKHGLQ$SULO

Behavioural safety campaign
The ‘Don’t drop the ball’ campaign is all about raising
awareness of safety in the workplace. This initiative started
in our Memphis facility and will be ‘rolled’ out across other
divisions in the coming year. Employees sign the ball, thereby
pledging to put safety at the forefront of all of their actions.
No team wants to be the one who drops the ball!
How this delivers value:
– Awareness of safety in the workplace is increased
in a fun and engaging way
– Employees share a collective responsibility for the safety
of the entire team

,QWKHUHZHUHQRHPSOR\HHRUFRQWUDFWRUIDWDOLWLHVDQGRXU/RVW
7LPH,QMXU\)UHTXHQF\5DWH ©/7,)5ª IHOODJDLQIRUWKHIRXUWKVXFFHVVLYH
\HDUWKLVWLPHE\&RPSDUHGWRWKHSUHYLRXV\HDUWRWDOZDVWH
LQFUHDVHGE\KRZHYHUZDVWHGLVSRVHGWRODQG²OOIHOOE\
DVZHIRXQGQHZZD\VWRUHF\FOH
(QHUJ\FRQVXPSWLRQKDVLQFUHDVHGE\VLQFH+RZHYHUDIWHU
DGMXVWLQJIRUWKHWUDQVLHQWHIIHFWRIWUDQVIHUULQJVRPHSURGXFWLRQWR
&KLQDDQGWKHLPSDFWRIQHZO\DFTXLUHGEXVLQHVVHVWKHUHZDVDQHW
IDOOLQHQHUJ\FRQVXPSWLRQRI
$IWHUWKUHHFRQVHFXWLYH\HDUVRILQFUHDVHVZDWHUFRQVXPSWLRQUHGXFHG
E\LQFRPSDUHGWRWKHSUHYLRXV\HDU
$VSDUWRIWKH*UHDW3ODFHWR:RUNVWUDWHJ\VXEVWDQWLDOO\PRUHRI
RXUHPSOR\HHVHQMR\HGWKHEHQH²WVRIZHOOQHVVSURJUDPPHV
:HGRQDWHGDSSUR[LPDWHO\PLOOLRQLQSKLODQWKURSLFDFWLYLWLHV
RIZKLFKPLOOLRQZDVLQSURGXFWGRQDWLRQVDQGFKDULWDEOHJLIWV
9ROXQWHHULQJSURJUDPPHVZHUHDFWLYHLQPRVWRIWKHWHUULWRULHV
ZKHUHZHZRUNDQGWKHEHQH²WVWRVRFLHW\DQGWKHOHYHORI
HPSOR\HHLQYROYHPHQWFRQWLQXHGWRLQFUHDVH

6DIHW\
Total recordable incident rate (TIR)
2014

0.91
1.11

2013

1.09

2012

1.16

2011

Lost time incident frequency rate (LTIFR)
2014
2013
2012
2011

0.39
0.48
0.51
0.58

7KHFRQWLQXRXVLPSURYHPHQWLQVDIHW\SHUIRUPDQFHLVXQGHUSLQQHGE\
FRPPLWWHGOHDGHUVKLSDQGDVKDUSIRFXVRQPDQDJLQJULVNV0DNLQJ
KHDOWKDQGVDIHW\DSULRULW\IRUDOORIRXUHPSOR\HHVDQGFRQWUDFWRUVZDV
DQLPSHUDWLYHLQ7KLVZDVVXSSRUWHGE\WKHSURJUHVVLYHUROORXW
RIRXULQWHJUDWHGPDQDJHPHQWV\VWHPDQGWKHZLGHLQWURGXFWLRQRI
EHKDYLRXUDOEDVHGVDIHW\SURJUDPPHV
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:DWHU

7KHXQGHUO\LQJUHGXFWLRQRI*:K  UH³HFWVWKHLPSOHPHQWDWLRQ
RIHI²FLHQF\LPSURYHPHQWVLQRXUPDQXIDFWXULQJIDFLOLWLHV

Water (1000m3)
2014

703
752

2013
695

2012

*UHHQKRXVHJDVHV

672

2011

:DVWH
Total waste (t)
9,368
8,301

2013

7,740

2012

7,211

2011

/DQG²OOZDVWH W
2,168
2,662

2013

2,826

2012

3,401

2011

Total waste recycled (%)
2014

72%



'LUHFWHPLVVLRQV

11,213



,QGLUHFWHPLVVLRQV

74,797



7RWDO

86,010



19.5



6.9



COH W SHUIXOOWLPHHPSOR\HH

Energy (GWh)

5HYHQXHGDWD¥ELOOLRQ¥ELOOLRQ

2014

194
177

2012

179

2011

178

)XOOWLPHHPSOR\HHGDWD¥¥
1RWHVGDWDDGMXVWHGWRH[FOXGH+HDOWKSRLQW %LRWKHUDSHXWLFV DQGGDWDDGMXVWHGWR
H[FOXGH$UWKUR&DUH

%\RUGHURIWKH%RDUG)HEUXDU\

Energy (MWh/$m)
2014

44
44

2013

43
42

Susan Swabey
&RPSDQ\6HFUHWDU\

7KHHQHUJ\LQFUHDVHRI*:K  VLQFHKDVEHHQGRPLQDWHG
E\WKHWUDQVLHQWLPSDFWRIFRPPLVVLRQLQJQHZPDQXIDFWXULQJFDSDFLW\
LQ&KLQDDFFRXQWLQJIRU*:KZKLOVWFRQWLQXLQJSURGXFWLRQLQWKH8.
7KHHIIHFWRIUHFHQWO\DFTXLUHGEXVLQHVVHVDFFRXQWHGIRU*:KRI
WKHLQFUHDVH

Smith & Nephew Annual report 2014
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Intensity ratio
COH W SHUPUHYHQXH

(QHUJ\DQG&2

2011

2014

CO2e Emissions (tonnes) from:

48%

7KHDQQXDOLQFUHDVHRILQWRWDOZDVWHZDVRIIVHWE\PRYLQJODQG²OO
ZDVWHWRUHF\FOLQJRUHQHUJ\UHFRYHU\$WUDQVLHQWLQFUHDVHFUHDWHG
E\FRPPLVVLRQLQJQHZFDSDFLW\LQ&KLQDDQGWKHRQHRIIHYHQWRI
GLVSRVLQJRIZDVWHDULVLQJIURPWKH+XOO³RRGLQFUHDVHGWKHWRWDO
ZDVWHE\,QZHFDUULHGRXWDWKRURXJKZDVWHDXGLWLQRUGHU
WRLPSOHPHQWPRUHLQLWLDWLYHVWRPDQDJHDQGUHGXFHRXUZDVWH

2012

2XUHPLVVLRQVKDYHEHHQFDOFXODWHGE\XVLQJVSHFL²FHPLVVLRQV
IDFWRUVIRUHDFKFRXQWU\RXWVLGHWKH86DQGUHJLRQDOIDFWRUVZLWKLQ
WKH86:HKDYHXVHGWKH86(3$©(PLVVLRQV *HQHUDWLRQ5HVRXUFH
,QWHJUDWHG'DWDEDVHª H*5,' IRU86UHJLRQVDQGWKH8.*RYHUQPHQW
'()5$&RQYHUVLRQ)DFWRUVIRU*UHHQKRXVH*DV5HSRUWLQJIRU
HOVHZKHUH7KHHPLVVLRQVIURPDOO\HDUVKDYHEHHQUHFDOFXODWHGXVLQJ
WKHPRVWXSWRGDWHIDFWRUVDYDLODEOHLQ)XJLWLYHHPLVVLRQVDUH
LQFOXGHGIURPWKHPDQXIDFWXULQJDQGUHVHDUFKORFDWLRQVDQGDULVH
IURPWKHORVVHVRIUHIULJHUDQWJDVHV

58%

2012

2013

$OOHPLVVLRQVIDOOZLWKLQWKHVFRSHRIRXUFRQVROLGDWHG²QDQFLDO
VWDWHPHQWDQGZHKDYHXVHGWKH*UHHQKRXVH*DV3URWRFRO$
&RUSRUDWH$FFRXQWLQJDQG5HSRUWLQJ6WDQGDUG 5HYLVHG(GLWLRQ DV
JXLGDQFHIRUWKLVSURFHVV3ULPDU\GDWDIURPHQHUJ\VXSSOLHUVKDV
EHHQXVHGZKHUHYHUSRVVLEOH7KH%LRWKHUDSHXWLFVDQGWKH6XVKUXW
$GOHUDFTXLVLWLRQVDUHLQFOXGHGLQWKHGDWDIRUIRUWKH²UVWWLPH
'DWDIURPWKH$UWKUR&DUHDFTXLVLWLRQLVH[FOXGHGDQGLVLQOLQHZLWK
RXUHVWDEOLVKHGSROLF\IRULQWHJUDWLRQRIDFTXLUHGDVVHWV

63%

2013
2011

7KHGDWDUHSRUWHGUHODWHVWRDUHDVRIODUJHVWHQYLURQPHQWDOLPSDFW
LQFOXGLQJPDQXIDFWXULQJVLWHVZDUHKRXVHVUHVHDUFKDQGRI²FHV6PDOOHU
ORFDWLRQVUHSUHVHQWLQJOHVVWKDQRIRXURYHUDOOHPLVVLRQVDUHQRW
LQFOXGHG$FTXLVLWLRQVFRPSOHWHGEHIRUHDUHLQFOXGHGLQWKHGDWD
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5HGXFLQJZDWHUFRQVXPSWLRQFRQWLQXHGWREHDFKDOOHQJHLQ
KRZHYHUWKHUHZDVDUHGXFWLRQRIDFKLHYHGDVDUHVXOWRID
EUHDNWKURXJKLQZDWHUFRQVXPSWLRQDWRXU0HPSKLVPDQXIDFWXULQJ
IDFLOLW\ZKHUHRI6PLWK 1HSKHZªVZDWHULVFRQVXPHG

2014

7UDQVIHUULQJPDQXIDFWXULQJWR&KLQDIURPWKH8.DQGDFTXLULQJ
FDSDFLW\LQ,QGLDKDVUHVXOWHGLQKLJKHUHPLVVLRQVIDFWRUVDQGLQFUHDVHG
COHPLVVLRQV

We support healthcare professionals
in their daily efforts to improve the
lives of their patients through:

A pioneering approach
We take a pioneering approach to the design of our products and services.
Smith & Nephew has a long history of innovation, dating back to our
foundations in the 19th century, and in 2014 we again launched many
new exciting products.

Securing wide access
We strive to secure wide access to our diverse technologies for more customers
globally. In the emerging markets we have built an entrepreneurial business
resourced to reach and support an ever greater number of customers in
delivering affordable healthcare.

Enabling better outcomes
We seek to enable better outcomes for patients and healthcare systems,
providing high quality products and medical education that improve clinical
outcomes and enable healthcare professionals to treat more patients, faster,
also improving the economic outcome for payers.
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Read examples of our work in the
following case studies on pages 44–53
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At the top of
their game
Sports Medicine is the treatment of injuries
to the soft tissues through keyhole surgery –
typically ligaments, tendons and cartilage in
the joints. These injuries can affect anyone,
not just athletes. Sports Medicine helps
patients recover function as well as minimise
disability and recovery time.
Smith & Nephew is a global leader in
Sports Medicine. In 2014, nearly a quarter
of our revenue came from this area, and
our Joint Repair business delivered revenue
growth of 8%.
It is a $4.6 billion global market, and a
strong area of focus and opportunity for
Smith & Nephew.

In 2014, we made a major investment in
Sports Medicine, acquiring ArthroCare
Corporation, an innovative medical device
company with a highly complementary
sports medicine portfolio. This
strengthened our business, and brings
exciting growth prospects.
In resection, the combination of
ArthroCare’s COBLATION radio frequency
(RF) technology and Smith & Nephew’s
mechanical blade portfolio gives customers
greater choice. In joint repair, ArthroCare’s
shoulder anchor innovation complements
our strength in knee repair, forming an
extensive, integrated portfolio.
:HH[SHFWWREHQH²WIURPDGGLWLRQDOUHYHQXH
opportunities from our combined global
footprint and channel presence as well as
an enhanced new product pipeline.
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We expect to see long-term global
growth driven by delivering both clinical
EHQH²WVDQGVWURQJKHDOWKHFRQRPLFV
Repairing injuries today prevents them
becoming more debilitating as patients get
older, which reduces future demands on
healthcare systems. In the emerging markets
we are helping to widen access to these
advanced treatments through delivering
medical education.
Sports Medicine is a great place to innovate.
We are investing more in R&D to improve
existing treatments, and to develop new
instrumentation to enable surgeons to
better treat their patients.

24%

Nearly a quarter of Smith & Nephew revenue
came from Sports Medicine in 2014

$5bn

Global Sports Medicine market with Smith & Nephew
having 24% market share in 2014 (see page 20)
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Better by
design
We have a deep knowledge of the needs
of surgeons and nurses, we understand the
economic pressures healthcare payers work
under, and we recognise that patients are
demanding better treatment options to
restore quality of life. These factors drive our
new product development programmes.
In 2014, we launched a number of exciting
new products, expanding our portfolios in
our Established Markets and Emerging &
International Markets.
We also invested $235 million in R&D in
2014, over 5% of revenue, and have a strong
pipeline of innovation to come. Our experts in
Europe, US, China and India keep us close to
our customers and ensure our programmes
target unmet clinical needs, have strong
²QDQFLDOVDQGDUHWHFKQRORJLFDOO\IHDVLEOH
They also work closely with manufacturing
to ensure we can produce new products to
FOLQLFDOFRVWDQGWLPHVSHFL²FDWLRQV

JOURNEY II
The JOURNEY II Cruciate Retaining (CR) knee
replacement extends the JOURNEY II Total Knee
System to procedures that preserve the
posterior cruciate ligament (PCL), which
accounts for approximately half of all knee
replacement procedures. The JOURNEY II CR
knee, like the JOURNEY II Bi-cruciate Stabilized
(BCS) knee that was launched last year, sets a
new standard in knee implant performance by
restoring more normal motion for patients.

HAT-TRICK
The HAT-TRICK Lesser Toe Repair System is our
entry into the high-growth forefoot market,
ZKHUHZHEHOLHYHWKHUHDUHVLJQL²FDQW
opportunities for us to enhance the surgeon
experience, simplify the procedures and,
most importantly, improve patient outcomes.

EVOS
EVOS MINI Plating System for use in complex
fractures of the long bones of the arms and legs.
'HVLJQHGVSHFL²FDOO\IRUWUDXPDWRORJLVWVWKLV
ORQJERQHVSHFL²FV\VWHPLQFOXGHVWKHYDULHW\
RIPLQL³DWSODWHVDQGVFUHZVL]HVQHFHVVDU\WR
address both fracture reduction and short-term
²[DWLRQZKLOHWKH²QDOORDGEHDULQJUHSDLU
is being completed.

PICO
PICO, Smith & Nephew’s disposable, canisterfree Negative Pressure Wound Therapy system
has been named Most Innovative Product
2014 at The Irish Medical and Surgical Trade
Association Awards. The award was judged
by a panel of top clinicians, health service
executives and medical companies.
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5.1%

R&D expenditure as a
percentage of Group revenue

DYONICS PLAN
The DYONICS PLAN Hip Impingement
Planning System is a revolutionary
3D software system that allows surgeons
to visualise, assess and generate a
comprehensive surgical report for each
patient’s unique impingement surgery
before that patient ever enters the
operating room.
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All in a
day’s work
Syncera
Syncera is a new model for high-quality
primary reconstructive knee and hip implants,
launched by Smith & Nephew in 2014.
Syncera optimises the supply chain and
reduces costs whilst offering our clinically
proven products. A hospital that does
700 implants a year, over the three-year
FRQWUDFWZLOOHQMR\DQHWFDVK³RZEHQH²W
of well over $4 million.

$4.0m

Savings from Syncera for a hospital doing
700 procedures per annum over three years

Syncera allows us to provide a new group
of customers with the solution to their unmet
needs. We believe that at least 5-10% of the
US market is looking for this type of model.

How a rep supports our customers – Japan
In Advanced Wound Care, representatives
are expected to have deep knowledge of
best-practice for treating both chronic and
acute wounds.
2QFHDVDOHVUHSUHVHQWDWLYHLVFHUWL²HGLQ
Japan, they typically spend the majority
of their time working directly with, and
supporting customers. They help develop
preoperative plans and provide in-hospital
support to aid in the safe and effective use
of our implants, instruments and medical
products and techniques.
Smith & Nephew’s sales representatives
are highly trained and skilled individuals
who work tirelessly to support healthcare
professionals, our customers, in their daily
efforts to better treat patients.
In Japan, becoming a sales representative
can take many months or even years of
intense training, including passing a strict
FHUWL²FDWLRQSURJUDPPHEHIRUHEHLQJ
allowed to engage in discussions with,
and ultimately, sell product to customers.
Depending on their area of specialism,
representatives must be able to demonstrate
a detailed knowledge of all the surgical
instruments used to implant a device, or
KDYHVSHFL²FXQGHUVWDQGLQJRIWKHYDULRXV
surgical techniques a customer might use.
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The use of surgical devices regularly
necessitates technical training and
hands-on experience. Our sales
representatives will often arrange such
training, either for clinical experts to visit
customers at work, or for surgeons to
attend Smith & Nephew medical education
courses. In Japan, surgeons often travel
to our training centres in the US to learn
the latest surgical techniques from
acknowledged global leaders. In Japan,
and everywhere we work, our sales
representatives embody the trust that
our customers place in Smith & Nephew.
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Extending
our reach

Serving the mid-tier
Smith & Nephew has a strong sustainable
business in the emerging markets. We also
have a clear strategy to drive this further.
We focus on those countries which offer the
greatest opportunity; we ensure we have a
more direct relationship with our customers
– surgeons, nurses and other healthcare
professionals – and we offer these customers
the right products.
2YHUWKHODVW²YH\HDUVZHKDYHFUHDWHGD
business with revenues well over $600 million,
growing rapidly. The proportion of our Group
revenues from Emerging & International
Markets has doubled to 15% today, and we
aspire to 25%.
Virtually all of this growth has come
from bringing premium products to
high-tier customers.

50

Smith & Nephew Annual report 2014

However, we believe that it is the mid-tier,
made up of the economic middle class, which
will grow faster and ultimately become much
larger than the high-tier.
By addressing this mid-tier market we can
substantially widen access to our products.
Our approach is based upon pioneering
a different commercial model and often
different products from those for the high-tier.
Customers are demanding good quality
SURGXFWVDWVLJQL²FDQWO\ORZHUSULFHV:HDUH
meeting this need through service, product
and manufacturing innovation.
:HODXQFKHGRXU²UVWPLGWLHUSURGXFWV
in 2014 – including ELECT9 Foam – and
have a strong pipeline for the future.

ELECT FOAM dressing offers access to the
advantages of foam-based wound care at
an affordable price.

Sharing
knowledge

25,000

Surgeons attended Smith & Nephew training in 2014

$40m

Invested in medical education

Closing the skills gap
Resources at South African State Hospitals
DUHOLPLWHG7KLVPHDQVWKDWQHZO\TXDOL²HG
orthopaedic surgeons have limited access
to arthroplasty training and Smith & Nephew
South Africa is meeting this skills gap
through its Arthroplasty Academy.
There is keen competition to participate in
the 12-month programme where candidates
are mentored by leading arthroplasty
consultants, participate in workshops and
ultimately treat patients.
Learning how to present more effectively
is another valuable component of the
Academy programme. A series of public
speaking coaching sessions culminate in
the candidates presenting a paper to
faculty at a formal academic meeting.

Dr Thabo Makobela, Arthroplasty Academy
Candidate performing a hip replacement under
the mentorship of Dr Paul Rowe at Mitchells
Plain Hospital, Cape Town, South Africa.
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Realising
potential
The ability to attract and retain talented
employees is essential to achieving our
business goals. This is why one of our
strategic imperatives is to be recognised
as, a great place to work.
For Smith & Nephew, being a great place
to work means having a workplace where
employees are proud and excited to come
each day because they are doing work
that makes a difference for customers
and patients.
It is a place where employees are valued
for their performance and achievements,
and a place that values trust above all else.
To qualify as a Great Place to Work, a
company must complete the Great Place to
Work Trust Index survey and its management
must participate in a Culture Audit. Both
evaluate the company’s performance on
key dimensions of engagement: Credibility,
Respect, Fairness, Pride and Camaraderie.

We aim to provide an open, challenging, productive,
diverse, healthy, safe and participative environment
based on constructive relationships.
Diverse
Smith & Nephew believes that diversity fuels innovation. We are committed to
employment practices based on equality of opportunity, regardless of colour, creed,
race, national origin, sex, age, marital status, sexual orientation or mental or physical
disability unrelated to the ability of the person to perform the essential functions of
the job. Diversity & Inclusion continues to be a key focus for us and we have a Global
Steering team sponsored by the CEO with local councils established across the
business. 30% of our Board of Directors and 23% of senior managers are female.

Healthy
We strongly believe we perform better when our employees are healthy, motivated
and focused. The support we provide our employees when they experience a health
concern is a critical factor in how well and how quickly they are able to get back to
peak. During 2014, Smith & Nephew signed up to the UK’s Time to Change programme,
showing our employees being open about mental health concerns will lead to support,
not discrimination, and embarked on a global wellness initiative to support all employees.

Safe
We are committed to providing healthy and safe working conditions for all employees.
We achieve this by ensuring that health and safety and the working environment are
managed as an integral part of the business, and we recognise employee involvement
as a key part of that process. During 2014, we reduced the lost time injury frequency by
UH³HFWLQJDVKDUSIRFXVRIOHDGHUVKLSRQLGHQWLI\LQJDQGPDQDJLQJZRUNSODFHULVN

14,000

Our employees support healthcare
professionals in more than 100 countries

23%

of our senior managers are female
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Great Place to Work
During 2014, our Spanish business,
based in Barcelona, achieved the
GLVWLQFWLRQRIEHLQJWKH²UVWFRXQWU\
to achieve the ‘Great Place to Work’
accreditation.
This is an important honour, and
is the result of a combination of
highly engaged leaders, enthusiastic
employees and the comprehensive
efforts of Smith & Nephew to
attract, develop and retain this
very talented workforce.
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Our Board of Directors

Roberto Quarta (65)
Chairman

Olivier Bohuon (56)
&KLHI([HFXWLYH2I²FHU

Julie Brown (52)
&KLHI)LQDQFLDO2I²FHU

Joined the Board in December 2013 and
appointed Chairman following election by
shareholders on 10 April 2014. He was also
appointed Chairman of the Nomination &
Governance Committee and a Member of the
Remuneration Committee on that day.

Joined the Board and was appointed Chief
([HFXWLYH2I²FHULQ$SULO+HLVD0HPEHU
of the Nomination & Governance Committee.

-RLQHGWKH%RDUGDV&KLHI)LQDQFLDO2I²FHU
in February 2013.

Career and Experience

Career and Experience

Career and Experience

Roberto is a graduate and a former Trustee
of the College of the Holy Cross, Worcester
(MA), US. He started his career as a manager
trainee at David Gessner Ltd, before moving
on to Worcester Controls Corporation and
then BTR plc, where he was a divisional
Chief Executive. Between 1985 and 1989 he
was Executive Vice President of Hitchiner
Manufacturing Co. Inc., where he helped
the company to expand internationally. He
returned to BTR plc in 1989 as Divisional Chief
Executive, where he led the expansion in
North America and was appointed to the main
board. From here he moved to BBA Aviation
plc, as CEO from 1993 to 2001 and then as
Chairman, until 2007. He has held several
board positions, including Non-executive
Director of Powergen plc, Equant N.V., BAE
Systems plc and Foster Wheeler AG. His
previous Chairmanships include Italtel Group
S.p.A. and Rexel S.A. He is currently Chairman
Designate of WPP plc, and will shortly retire as
Chairman of IMI plc, the global engineering
group as soon as a suitable replacement is
appointed. He is a partner at Clayton, Dubilier
& Rice and he is a member of the Investment
Committee of Fondo Strategico Italiano Spa.

Olivier has had a highly successful career
in the pharmaceutical industry. He holds a
doctorate from the University of Paris and
an MBA from HEC, Paris. His career has
been truly global. He started his career
in Morocco with Roussel Uclaf and then,
with the same company, held a number of
positions in the Middle East with increasing
levels of responsibility. He joined Abbott
in Chicago as head of their anti-infective
franchise with Abbott International, before
becoming Pharmaceutical General Manager
in Spain. He subsequently spent 10 years
with GlaxoSmithKline, rising to Senior
Vice President & Director for European
Commercial Operations. He then re-joined
Abbott as President for Europe, became
President of Abbott International (all countries
outside of the US), and then President of
their Pharmaceutical Division, which was
a $20 billion business, encompassing
manufacturing, R&D and commercial
operations. He joined Smith & Nephew from
Pierre Fabre, where he was Chief Executive.

Julie is a graduate, Chartered Accountant and
Fellow of the Institute of Taxation. She trained
with KPMG before working at AstraZeneca
PLC, where she served as Vice President
Group Finance, and ultimately, as Interim
&KLHI)LQDQFLDO2I²FHU3ULRUWRWKDWVKHZDV
Regional Vice President Latin America,
Marketing Company President AstraZeneca
Portugal, and Vice President Corporate
6WUDWHJ\DQG5 '&KLHI)LQDQFLDO2I²FHU,Q
both Julie’s country and regional roles, trading
PDUJLQVLQFUHDVHGVLJQL²FDQWO\LPSURYLQJWKH
HI²FLHQF\DQGSUR²WDELOLW\RIWKHEXVLQHVV+HU
experience encompasses many areas of the
healthcare value chain including Commercial,
Operations, R&D and Business Development.
She has led multi-billion dollar cost saving and
restructuring programmes in Operations, R&D
and the Commercial organisations and led
PDMRUUH²QDQFLQJSURJUDPPHVLQFOXGLQJWKH
issuance of $2 billion US bonds. Julie has so
IDULQKHUFDUHHUIXO²OOHGWZR1RQH[HFXWLYH
Directorships with the NHS in the UK and the
Board of the British Embassy.

Skills and Competencies

Skills and Competencies

Olivier has extensive international healthcare
leadership experience within a number of
VLJQL²FDQWSKDUPDFHXWLFDODQGKHDOWKFDUH
companies. His global experience provides
the skillset required to innovate a FTSE100
company with a deep heritage and provide
inspiring leadership. He is a Non-executive
Director of Virbac group.

-XOLHKDVGHHS²QDQFLDOH[SHUWLVHDQG
understanding of the healthcare sector,
which has enabled her to lead a major
transformation project at Smith & Nephew
designed to simplify and improve the
organisation and deliver margin accretion. She
is a recognised leader with a proven ability
to build teams. Her commercial experience
LQ/DWLQ$PHULFDLVRISDUWLFXODUEHQH²WDVZH
continue to grow in emerging markets. She
has held a number of senior commercial roles
DVZHOODV²QDQFLDOSRVLWLRQVPDNLQJKHUD
YHUVDWLOH&KLHI)LQDQFLDO2I²FHU

Skills and Competencies
Roberto’s career in private equity brings
valuable experience to the Board, particularly
when evaluating acquisitions and new
business opportunities. He has an in-depth
understanding of differing global governance
requirements having served as a director and
Chairman of a number of UK and international
companies. Since his appointment as
Chairman in April 2014, he has conducted a
comprehensive review into the composition
of the Board, and conducted the search for
new Non-executive Directors resulting in the
appointment of Vinita Bali and Erik Engstrom.
Nationality
American/Italian
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Nationality
French

Nationality
British

Ian Barlow (63)
Independent Non-executive Director

Appointed Independent Non-executive
Director on 1 December 2014. She will join
the Remuneration and Ethics & Compliance
Committees on 1 April 2015.

Appointed Independent Non-executive
Director in March 2010 and Chairman
of the Audit Committee in May 2010. He
was appointed a Member of the Ethics &
Compliance Committee on 2 October 2014.

Career and Experience

Career and Experience

Career and Experience

Vinita holds an MBA from the Jamnalal Bajaj
Institute of Management Studies, University
of Bombay and a bachelor’s degree in
economics from the University of Delhi.
She commenced her career in India with
the Tata group, and then joined Cadbury
India, subsequently working with Cadbury
Schweppes plc in the UK, Nigeria and South
Africa. From 1994, she held a number of senior
global positions in marketing and general
management at The Coca-Cola Company
based in the US and South America,
becoming President of the Andean Division
in 1999 and Vice President, Corporate Strategy
in 2001. In 2003, she joined the consultancy,
Zyman Group as Managing Principal, again
based in the US. Until recently, Vinita was
0DQDJLQJ'LUHFWRUDQG&KLHI([HFXWLYH2I²FHU
of Britannia Industries Ltd, a leading Indian
publicly listed food company. Currently, Vinita
is a Non-executive Director of Syngenta AG,
Titan Company Ltd and CRISIL (Credit Rating
Information Services of India) Ltd. She is also
a board member of GAIN (Global Alliance for
Improved Nutrition).

Ian is a Chartered Accountant with
FRQVLGHUDEOH²QDQFLDOH[SHULHQFHERWK
internationally and in the UK. He was a Partner
at KPMG, latterly Senior Partner, London, until
2008. At KPMG, he was Head of UK tax and
legal operations, and acted as Lead Partner
for many large international organisations
operating extensively in North America,
Europe and Asia. Ian’s previous appointments
include Non-executive Director and Chairman
of the Audit Committee of PA Consulting
Group and Non-executive Director of Candy
& Candy. He was Chairman of WSP Group plc
and of Think London, the inward investment
agency. He is currently Lead Non-executive
Director chairing the Board of Her Majesty’s
Revenue & Customs; Non-executive Director
of The Brunner Investment Trust PLC; Nonexecutive Director of Foxtons Group plc; Board
Member of the China-Britain Business Council
and Chairman of The Racecourse Association.

Virginia gained her MSc in Social
Administration from the London School of
Economics and Political Science following her
²UVWGHJUHH6KHZDVDSSRLQWHGD/LIH3HHU
in 2005 following her career as a Member
of Parliament between 1984 and 2005. She
served successively as Secretary of State for
Health and then Culture, Media and Sport.
Virginia was formerly a director of Bupa and
Akzo Nobel NV. She is currently a director
of International Resources Group Limited,
member of the International Advisory Council
of Chugai Pharmaceutical Co., Chancellor
of University of Hull and Sheriff of Hull,
Pro Chancellor of the University of Surrey,
Governor of the London School of Economics
and Trustee of The Economist Newspaper.

Nationality

Skills and Competencies
Virginia’s extensive experience within
government, particularly as Secretary of
State for Health brings a unique insight into
the healthcare system both in the UK and
globally, whilst her experience on the Board of
Bupa brings an understanding of the private
healthcare sector and an insight into the
needs of our customers. Her long association
with Hull, the home of many of our UK
employees also brings an added perspective.
Nationality
British

Nationality
British

Indian
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Vinita has an impressive track record of
achievement with blue-chip global
corporations in multiple geographies
including India, Africa, South America, the US
and UK, all key markets for Smith & Nephew.
Additionally, her strong appreciation of
customer service and marketing brings deep
insight to the Company as we continue to
develop innovative ways to serve our markets
and grow our business.

,DQªVORQJVWDQGLQJ²QDQFLDODQGDXGLWLQJ
career and extensive board experience add
value to his role as Chairman of the Audit
&RPPLWWHH,WZDVRISDUWLFXODUEHQH²WZKHQ
leading the selection process for the new
external auditor in 2014. His appointment
as an additional member of the Ethics &
Compliance Committee recognises the close
links between the activities and oversight role
of both committees. His work for a number of
international companies gives added insight
when reviewing our global businesses.

Appointed Independent Non-executive
Director in April 2012. She is a Member of
the Remuneration Committee and joined the
Nomination & Governance Committee on
10 April 2014.
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Skills and Competencies

Skills and Competencies

The Rt. Hon Baroness Virginia Bottomley
of Nettlestone DL (66)
Independent Non-executive Director

STRATEGIC REPORT

Vinita Bali (59)
Independent Non-executive Director

CORPORATE GOVERNANCE

Our Board of Directors continued

Erik Engstrom (51)
Independent Non-executive Director

Michael Friedman (71)
Independent Non-executive Director

Brian Larcombe (61)
Independent Non-executive Director

Appointed Independent Non-executive
Director on 1 January 2015 and Member of the
Audit Committee.

Appointed Independent Non-executive
Director in April 2013. He was appointed
Chairman of the Ethics & Compliance
Committee on 1 August 2014.

Appointed Independent Non-executive
Director in March 2002, Member of the
Audit Committee, Nomination & Governance
Committee and Remuneration Committee,
and appointed Senior Independent Director
on 10 April 2014.

Career and Experience

Career and Experience

Career and Experience

Erik is a graduate of the Stockholm School
of Economics (BSc) and of the Royal Institute
of Technology in Stockholm (MSc). In 1986,
he was awarded a Fulbright scholarship
to Harvard Business School, from where
he graduated with an MBA in 1988. Erik
commenced his career at McKinsey & Co.
and then worked in publishing, latterly as
3UHVLGHQWDQG&KLHI2SHUDWLQJ2I²FHURI
Random House, Inc. and as President and
&KLHI([HFXWLYH2I²FHUDW%DQWDP'RXEOHGD\
Dell, North America. In 2001, he moved on
to be a partner at General Atlantic Partners,
DSULYDWHHTXLW\LQYHVWPHQW²UPIRFXVLQJ
on information technology, internet and
telecommunications businesses. Between
2004 and 2009, he was Chief Executive of
(OVHYLHUWKHGLYLVLRQVSHFLDOLVLQJLQVFLHQWL²F
and medical information and then from 2009
Chief Executive of Reed Elsevier.

Michael graduated with a Bachelor of Arts
degree, magna cum laude from Tulane
University and a Doctorate in Medicine
from the University of Texas. He completed
postdoctoral training at Stanford University
and the National Cancer Institute, and is
ERDUGFHUWL²HGLQ,QWHUQDO0HGLFLQHDQG
Medical Oncology. In 1983, he joined the
Division of Cancer Treatment at the National
Cancer Institute and went on to become the
Associate Director of the Cancer Therapy
Evaluation Program. Michael was most
UHFHQWO\&KLHI([HFXWLYH2I²FHURI&LW\RI
Hope, the prestigious cancer research and
treatment institution in California. He also
served as Director of the institution’s Cancer
Centre and held the Irell & Manella Cancer
Center Director’s Distinguished Chair. He was
formerly Senior Vice President of research,
medical and public policy for Pharmacia
Corporation and also Deputy Commissioner
and Acting Commissioner at the US Food and
Drug Administration (FDA). He has served
on a number of boards in a non-executive
capacity, including Rite Aid Corporation.
Currently, Michael is a Non-executive Director
of Celgene Corporation and Non-executive
Director of MannKind Corporation.

Brian graduated with a Bachelor of Commerce
degree from Birmingham University. He
spent most of his career in private equity with
3i Group. After leading the UK investment
business for a number of years, he became
Finance Director and then Chief Executive of
WKH*URXSIROORZLQJLWV³RWDWLRQ+HKDVKHOGD
number of Non-executive Directorships. He is
currently Non-executive Director of gategroup
Holding AG and Non-executive Director of
Kodak Alaris Holdings Limited.

Skills and Competencies
Erik has successfully reshaped Reed
Elsevier’s business in terms of portfolio and
geographies. He brings a deep understanding
of how technology can be used to transform
a business and insight into the development
of new commercial models that deliver
attractive economics.
Nationality
Swedish

Skills and Competencies
Michael understands the fundamental
importance of research, which is part of
Smith & Nephew’s value creation process.
His varied career in both the public and
private healthcare sector has given him a
deep insight and a highly respected career.
In particular his work with the FDA and
knowledge relating to US compliance provides
the skillset required to Chair the Ethics &
Compliance Committee and resulted in a
smooth handover during 2014.
Nationality
American
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Skills and Competencies
Brian’s experience in private equity is
particularly useful to us when evaluating
acquisitions and new business opportunities.
His long service as a Non-executive Director
has provided continuity throughout a period
of change and his corporate memory and
wise counsel continues to support our
new Chairman. As Senior Independent
Director and member of the Nomination &
Governance Committee, he plays an active
role in succession planning and the search for
new Non-executive Directors. In 2014, he led
an insightful review into the effectiveness of
the Board.
Nationality
British
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Susan Swabey (53)
Company Secretary

Appointed Independent Non-executive
Director in August 2008 and Chairman of
the Remuneration Committee in April 2011,
Member of the Audit Committee and Ethics &
Compliance Committee.

Appointed Company Secretary in May 2009.

Career and Experience

Skills and Experience

Joe graduated with a Bachelor of Science
degree in Pharmacy from the University
of Connecticut and Master of Business
Administration from Northwestern University’s
Kellogg School of Management. In 2012,
he received an Honorary Doctor of Science
degree from the University of Connecticut
School of Pharmacy. He began his commercial
career at Novartis International AG as an
Assistant Product Manager and eventually
rose to Vice President, Marketing, having
held senior positions in both Switzerland
and the US. He moved on to hold senior
positions at Searle Pharmaceuticals and was
ODWHU3UHVLGHQW &KLHI2SHUDWLQJ2I²FHURI
DuPont Pharmaceuticals and then Watson
Pharma Inc. Between 2004 and 2006, he
ZDV&KDLUPDQDQG&KLHI([HFXWLYH2I²FHURI
the Pharmaceutical Technologies Services
Segment of Cardinal Health, Inc. Joe is
currently Chairman and Chief Executive of
Perrigo Company plc, one of the largest overthe-counter pharmaceutical companies in
the US.

Susan has 30 years’ experience as a
company secretary in a wide range of
companies including Prudential plc,
Amersham plc and RMC Group plc. Her
work has covered board support, corporate
governance, corporate transactions, share
registration, listing obligations, corporate
social responsibility, pensions, insurance
and employee and executive share plans.
Susan is joint Vice-Chair of the GC100
Group, a member of the CBI Companies
Committee and is a frequent speaker on
corporate governance and related matters.
She is also a trustee of ShareGift, the share
donation charity.

CORPORATE GOVERNANCE

Joseph Papa (59)
Independent Non-executive Director

Nationality
British
FINANCIAL STATEMENTS AND OTHER INFORMATION

Skills and Competencies
With over 30 years’ experience in the global
pharmaceutical industry, Joe brings deep
insight into the wider global healthcare
industry and the regulatory environment. As
&KDLUPDQDQG&KLHI([HFXWLYHRIDVLJQL²FDQW
US Company, Joe has a comprehensive
understanding both of how to attract and
retain global talent and use remuneration
arrangements that incentivise performance,
leading to maximum returns for investors.
Nationality
American
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2XU([HFXWLYH2I²FHUV

Olivier Bohuon is supported in
the day-to-day management of
the Group by a strong team of
([HFXWLYH2I²FHUV

Julie Brown (52)
&KLHI)LQDQFLDO2I²FHU

Rodrigo Bianchi (55)
President, IRAMEA

-RLQHGWKH%RDUGDV&KLHI)LQDQFLDO2I²FHULQ
February 2013. Julie is a graduate, Chartered
Accountant and Fellow of the Institute of
Taxation. She is based in London.

Joined Smith & Nephew in July 2013 with
responsibility for Greater China, India, Russia,
Asia, Middle East and Africa, focusing on
continuing our strong momentum in these
regions. He is based in Dubai.

Skills and Competencies
Julie’s experience in the healthcare sector includes
25 years with AstraZeneca PLC in progressively
senior roles and four years with KPMG. Most
recently, she served as Interim Chief Financial
2I²FHURI$VWUD=HQHFD6KHKDVLQWHUQDWLRQDO
experience and a deep understanding of the
healthcare sector gained through her previously
held Vice President Finance positions in all
areas of the healthcare value chain including
Commercial, Operations, R&D and Business
Development. Julie has also led commercial
organisations, being Country President and
Regional Vice President in AstraZeneca.

Skills and Experience
Rodrigo’s experience in the healthcare
industry includes 26 years with Johnson &
Johnson in progressively senior roles. Most
recently, he was Regional Vice President for
the Medical Devices and Diagnostics division
in the Mediterranean region and prior to that
President of Mitek and Ethicon. He started his
career at Procter & Gamble Italy.
Nationality
Italian

Nationality
British

Helen Maye (55)
&KLHI+XPDQ5HVRXUFHV2I²FHU

Diogo Moreira-Rato (53)
President, Europe and Canada

Joined Smith & Nephew in July 2011 and leads
the Global Human Resources and Internal
Communications functions. Since 2013,
she has also led the Sustainability, Health,
Safety & Environment functions. She is based
in London.

Joined Smith & Nephew in May 2014 with
responsibility for leading all of our commercial
business in Europe and Canada. He is based
in Baar, Switzerland.

Skills and Experience
Helen has more than 35 years’ experience
across a variety of international and global
roles in medical devices and pharmaceuticals,
including manufacturing, supply chain and
human resources. Previously, she was
Divisional Vice President of Human
Resources at Abbott Laboratories.
Nationality
Irish
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Skills and Experience
Diogo’s experience in the healthcare industry
includes 31 years with Johnson & Johnson
in progressively senior roles. Most recently,
Diogo was President, DePuy Synthes, EMEA,
where he led the merger and integration
of DePuy and Synthes in EMEA. Prior roles
included International Vice President for the
Medical Devices and Diagnostics business,
President DePuy Orthopaedics and
Managing Director of Portugal.
Nationality
Portuguese

Michael Frazzette (53)
President, Advanced Surgical Devices

Gordon Howe (52)
President, Global Operations

Joined Smith & Nephew in June 2008 and
heads up the Global Legal function. Initially
based in London, he has been based in
Andover, Massachusetts since late 2011.

Joined Smith & Nephew in July 2006 as President
of the Endoscopy business. Since July 2011, he
has headed up the Advanced Surgical Devices
Division and is responsible for the Orthopaedic
Reconstruction, Trauma and Endoscopy business
units. Since 2014 he is also responsible for all
of our commercial business in Latin America.
He is based in Andover, Massachusetts.

Joined Smith & Nephew in 1998 and, since
2013, is responsible for manufacturing, supply
chain and procurement, IT systems and
Regulatory and Quality Affairs. Prior to that, he
headed up the Global Planning and Business
Development teams. He is based in Memphis,
Tennessee.

Skills and Experience
Prior to joining Smith & Nephew, Jack held
a number of senior legal roles within the
General Electric Company, including seven
years at GE Healthcare (GE Medical Systems)
in the US and Asia. He began his career with
Davis Polk & Wardwell.
Nationality

Mike has held a number of senior positions
within the US medical devices industry. He
ZDV&KLHI([HFXWLYH2I²FHURI0LFUR*URXS
a privately held manufacturer of medical
devices. Prior to that, he spent 15 years at Tyco
Healthcare in various leadership roles including
President of the Patient Care Division, Health
Systems, and Tyco Healthcare Group Canada.

Skills and Experience
Gordon has held a number of senior
management positions within the Smith &
1HSKHZ*URXS²UVWO\LQWKH2UWKRSDHGLFV
division and more recently at Group Level.
Prior to joining the Company, he held senior
roles at United Technologies Corporation.
Nationality
American

Nationality
American

Glenn Warner (52)
President, Advanced Wound Management

Joined Smith & Nephew in 2012 and leads
the Corporate Development function. He is
based in London.

Joined Smith & Nephew in June 2014
with responsibility for Advanced Wound
Management’s global franchise strategy,
marketing and produce development, as well
as its US commercial business.

Skills and Experience
Cyrille spent the previous 15 years of his
career with General Electric Company,
where he held progressively senior positions
beginning with GE Capital, GE Healthcare
and ultimately as the General Manager,
Global Business Development of the
Transportation Division. Cyrille’s career began
in investment banking at BNP Paribas and
then Goldman Sachs.
Nationality
French
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Cyrille Petit (44)
&KLHI&RUSRUDWH'HYHORSPHQW2I²FHU

CORPORATE GOVERNANCE

American

Skills and Experience

STRATEGIC REPORT

Jack Campo (60)
&KLHI/HJDO2I²FHU

Skills and Experience
Glenn has a broad-based background in
pharmaceuticals and medical products including
extensive international experience, having served
most recently as AbbVie Vice President and
&RUSRUDWH2I²FHU6WUDWHJLF,QLWLDWLYHVZKHUH
he was responsible for the development and
execution of pipeline and asset management
strategies. Prior to that he was President and
2I²FHU-DSDQ&RPPHUFLDO2SHUDWLRQVLQ$EERWWªV
international pharmaceutical business and
Executive Vice President, TAP Pharmaceutical
Products, Inc. Additional senior level roles
included international positions in Germany and
Singapore for Abbott’s Diagnostics business.
Nationality
American
Smith & Nephew Annual report 2014
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Chairman’s letter

Good Governance lies at the heart
of a well-run Company
Dear Shareholder,

Mergers and acquisitions

,DPGHOLJKWHGWRSUHVHQWP\²UVW&RUSRUDWH*RYHUQDQFH6WDWHPHQW
as your Chairman following my appointment at the Annual General
Meeting in April 2014. I feel very strongly that good corporate
governance lies at the heart of a well-run company. Openness and
transparency, accountability and responsibility should run through
everything that we do, both as a Board and throughout the business
as a whole. The Board and I aim to set the tone at the top which
should pervade throughout the rest of the organisation.

Following the successful acquisition of our Biotherapeutics business in
2012, we continued to make further acquisitions throughout 2013 of the
Adler business in India, two distributorships in Brazil and one in Turkey. In
January 2014, we announced the acquisition of ArthroCare Corporation
and this deal completed in May. You will read elsewhere in this Annual
Report about the successful integration of ArthroCare into our Company.
We also undertook post acquisition reviews of the transaction and
earlier acquisitions to monitor actual performance against expected
performance at the time of acquisition and we continued to review
and evaluate other potential acquisitions for the future to support our
Strategic Priorities.

Later in this statement, as well as all the standard corporate governance
GLVFORVXUHVZHDUHUHTXLUHGWRPDNH\RXZLOO²QGUHSRUWVIURP,DQ
Barlow, Michael Friedman, myself and Joseph Papa, the Chairmen of
our Board Committees on the activities of those committees throughout
the year. These reports will explain to you where we have focused
our work in 2014. Firstly, however I should like to explain the key
LVVXHVWKDWZHDVD%RDUGKDYHEHHQKDQGOLQJ

Board succession planning
As mentioned in my letter on page 5, Sir John Buchanan, Richard De
Schutter, Ajay Piramal and Pamela Kirby all retired from the Board
GXULQJ2QHRIP\²UVWWDVNVLQDVVXPLQJWKHUROHRI&KDLUPDQ
therefore was to refresh the Board to take the Company into our next
stage of development. The report from the Nomination & Governance
Committee on page 70 discusses the process we followed to identify
the gaps in Board skills and experiences left by the departing directors
and to commence the search for our new Non-executive Directors,
Vinita Bali, who joined the Board on 1 December 2014, and Erik
Engstrom, who joined us on 1 January 2015. I believe that we have
a well-balanced Board with the skills we need for the future and I
welcome our new Board members. This, however, is an ongoing
process and we shall keep the Board composition under constant
review in the years ahead, making changes where necessary to adapt
to the changing needs of the Company.

Succession planning below Board level
We believe that succession planning below Board level is crucially
important for the long-term future of the Company. In October, the Board
therefore reviewed management succession plans both for the Executive
Board members and also for their direct reports. We recognised that
whilst there were some gaps, there were also plans in place to address
these gaps and develop the next tier of management to become Boardready in the medium-term. The Board also takes the opportunity to meet
with local management teams when undertaking site visits and senior
executives below Board level frequently present to the Board and its
Committees. This helps us to get to know executives who could well
become Board members in the future.

Understanding the business more deeply
Corporate governance does not exist in isolation and cannot be
reduced to compliance with checklists and codes. In order for the
Board to be able to review strategy, to determine our approach to risk
and to respond to events, we need to have a thorough understanding
of the business in which we operate.
During the year, the Board received a number of presentations from the
businesses covering corporate development activity, the ArthroCare
integration progress and our investment in Bioventus LLP. In October,
we visited our Biotherapeutics facility in Fort Worth, Texas, where
we met with management and toured the R&D facility.
In September, we held our annual Strategy Review in Singapore and met
with members of our ASEAN management team and discussed their
opportunities and challenges.

The Board is committed to the highest standards of corporate governance and we
comply with all of the provisions of the UK Corporate Governance Code 2012 (‘the
Code’). The Company’s American Depositary Shares are listed on the New York Stock
Exchange (NYSE) and we are therefore subject to the rules of the NYSE as well as to
the US securities laws and the rules of the Securities Exchange Commission (SEC)
applicable to foreign private issuers. We comply with the requirements of the NYSE
and SEC except that the Nomination & Governance Committee is not comprised
wholly of Independent Directors as required by the NYSE, but consists of a majority
of Independent Directors in accordance with the Code. We shall explain in this
Corporate Governance Statement and in the reports on the Audit Committee, the
Nomination & Governance Committee, the Ethics & Compliance Committee and the
Remuneration Committee, how we have applied the provisions and principles of the
Financial Conduct Authority’s (FCA) Listing Rules, Disclosure & Transparency Rules
(DTRs) and the Code throughout the year.
The Directors report comprises pages 54 to 80, 103, 111, 113, 115 and pages 170 to 193
of the Annual Report.
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Working together as a Board
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Given the number of changes at Board level in 2014, we decided that
our review into the Board’s effectiveness would focus on how we
worked together as a Board and how we worked with the Executive
Team. This review was led by Brian Larcombe, our Senior Independent
Director. He asked the Directors and key members of the Executive
team a series of open-ended questions about their views on the role
of the Board and its Committees and how we worked together. The
results of his review have proved to be very interesting and we are
now working on ways to work together even more effectively. This is
explained in greater detail on page 68.
Yours sincerely,

Roberto Quarta
Chairman

CORPORATE GOVERNANCE

Overview
The Board is committed to the highest standards of corporate
governance. We maintain these standards through a clear
GH²QLWLRQRIRXUUROHVFRQWLQXLQJGHYHORSPHQWDQGHYDOXDWLRQ
and accountability through the work of the Board Committees.

Effectiveness
The Board carries out its
GXWLHVWKURXJK

• $FOHDUGH²QLWLRQRIWKHUROHVRIWKH
individual members of the Board

• Regular meetings focusing on
the oversight of strategy, risk
and succession planning

• A comprehensive corporate
governance framework
• 'H²QHGSURFHVVHVWRHQVXUHWKH
independence of Directors and the
PDQDJHPHQWRIFRQ³LFWVRILQWHUHVW

Read more about our
Board’s Leadership
See page 62

• An annual review into the
effectiveness of the Board
• A comprehensive programme of
development activities throughout
the year

Read more about our
Board’s Effectiveness
See page 66

FINANCIAL STATEMENTS AND OTHER INFORMATION

Leadership
The Board sets the tone at the
WRSRIWKH&RPSDQ\WKURXJK

Accountability
The Board delegates some
of its detailed work to the
%RDUG&RPPLWWHHV
• Each Committee meets regularly and
reports back to the Board on its activities
• The terms of reference of each
Committee may be found
on the Company website at
www.smith-nephew.com
• A report from the Chairman of
each Committee is included in
this Annual Report
Read more about our
Board’s Accountability
See page 70

Smith & Nephew Annual report 2014

61

CORPORATE GOVERNANCE

Corporate Governance Statement

Leadership
Diversity and experience
Non-executive tenure

Executive/Non-executive
C

A

A. Executive

2

B. Non-executive

7

C. Chairman

1

E
A
D

A. Less than one year

2

B. One to three years

2

C. Three to six years

1

D. Six to nine years

1

E. Over nine years

1

C
B

B

Gender split

Board nationality

B

A. Male

7

B. Female

3

F

A

E
D
C

A

B

A. American

2

B. British

4

C. French

1

D. Indian

1

E. Italian/American

1

F. Swedish

1

Role of Directors
:KLOVWZHDOOVKDUHFROOHFWLYHUHVSRQVLELOLW\IRUWKHDFWLYLWLHVRIWKH%RDUGVRPHRIRXUUROHVKDYHEHHQGH²QHGLQ
JUHDWHUGHWDLO,QSDUWLFXODUWKHUROHVRIWKH&KDLUPDQDQGWKH&KLHI([HFXWLYH2I²FHUDUHFOHDUO\GH²QHG
Chairman

Building a well-balanced Board
Chairing Board meetings and setting Board agendas
Ensuring effectiveness of Board and enabling the annual review of effectiveness
Encouraging constructive challenge and facilitating effective communication between Board members
Promoting effective Board relationships
Ensuring appropriate induction and development programmes
Ensuring effective two-way communication and debate with shareholders
Promoting high standards of corporate governance
Maintaining appropriate balance between stakeholders.

&KLHI([HFXWLYH2I²FHU

Developing and implementing Group strategy
5HFRPPHQGLQJWKHDQQXDOEXGJHWDQG²YH\HDUVWUDWHJLFDQG²QDQFLDOSODQ
Ensuring coherent leadership of the Group
0DQDJLQJWKH*URXSªVULVNSUR²OHDQGHVWDEOLVKLQJHIIHFWLYHLQWHUQDOFRQWUROV
Regularly reviewing organisational structure, developing executive team and planning for succession
Ensuring the Chairman and Board are kept advised and updated regarding key matters
Maintaining relationships with shareholders and advising the Board accordingly
Setting the tone at the top with regard to compliance and sustainability matters
Day-to-day running of the business.
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Role of Directors continued

Non-executive Directors
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7KHUROHVRIWKH1RQH[HFXWLYH'LUHFWRUV6HQLRU,QGHSHQGHQW'LUHFWRUDQGWKH&RPSDQ\6HFUHWDU\DUHGH²QHGDVIROORZV
Providing effective challenge to management
Assisting in development and approval of strategy
Serving on the Board Committees
Providing advice to management.
Senior Independent Director

Chairing meetings in the absence of the Chairman
Acting as a sounding board for the Chairman on Board-related matters
Acting as an intermediary for the other Directors where necessary
Available to shareholders on matters which cannot otherwise be resolved
Leading the annual evaluation into the Board’s effectiveness
Leading the search for a new Chairman, if necessary.
Advising the Board on matters of corporate governance

CORPORATE GOVERNANCE

Company Secretary

Supporting the Chairman and Non-executive Directors
Point of contact for investors on matters of corporate governance
Ensuring good governance practices at Board level and throughout the Group.

Changes to the Board
Chairman
Roberto Quarta replaced Sir John Buchanan on 10 April 2014

FINANCIAL STATEMENTS AND OTHER INFORMATION

Independent Non-executive Directors
Left the Board during 2014
Ajay Piramal (resigned 24 March 2014)
Richard De Shutter (retired 10 April 2014)
Pamela Kirby (retired 31 July 2014)
Joined the Board during 2014
Vinita Bali (appointed 1 December 2014)
Erik Engstrom (appointed 1 January 2015, since year-end)
Role changed during 2014
Brian Larcombe replaced Richard De Schutter as Senior Independent Director on 10 April 2014
Michael Friedman replaced Pamela Kirby as Chairman of the Ethics & Compliance Committee on 31 July 2014
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Corporate Governance Statement continued
Leadership

Corporate Governance Framework
The Board is responsible to shareholders for approving the strategy of
the Group, for overseeing the performance of the Group and evaluating
and monitoring the management of risk.
Each member of the Board has access collectively and individually
to the Company Secretary and is also entitled to obtain independent
professional advice at the Company’s expense, should they decide
LWLVQHFHVVDU\LQRUGHUWRIXO²OWKHLUUHVSRQVLELOLWLHVDV'LUHFWRUV

7KH([HFXWLYH2I²FHUVIRUPWKH&RPPHUFLDODQG2SHUDWLRQV&RPPLWWHH
ZKLFKDGYLVHVWKH&KLHI([HFXWLYH2I²FHULQGHFLVLRQVUHODWLQJWRWKH
commercial and operational aspects of the business.
7KH&KLHI([HFXWLYH2I²FHULQWXUQGHOHJDWHVWKHGD\WRGD\
management of the Group functions and regional commercial
RSHUDWLRQVGLYLVLRQVWRWKH([HFXWLYH2I²FHUVZKRDUHDVVLVWHGLQWKHLU
decision making by their own leadership teams and other committees
and councils.

The day-to-day running of the business is delegated to Olivier Bohuon,
WKH&KLHI([HFXWLYH2I²FHUDQGKLVH[HFXWLYHWHDPFRPSULVLQJWKH
([HFXWLYH2I²FHUVZKRDUHVKRZQRQSDJHVWR

Board
Audit
Committee

Remuneration
Committee

Provides independent
assessment of the
²QDQFLDODIIDLUVRIWKH
Company, reviews
²QDQFLDOVWDWHPHQWVDQG
controls, and the risk
management process.
Manages use of internal
and external auditors.

Determines remuneration
policy and packages for
Executive Directors and
([HFXWLYH2I²FHUV

Read more
See page 75

Read more
See page 81

Nomination &
Governance
Committee

Ethics &
Compliance
Committee

Reviews size and
composition of the
Board, succession
planning, diversity and
governance matters.

Reviews and monitors
ethics and compliance
matters across the
Group. Reviews and
oversees quality and
regulatory matters.

Read more
See page 70

Read more
See page 72

Ad Hoc
Committees
Ad hoc committees
may be established to
review and approve
VSHFL²FPDWWHUV
or projects.

&KLHI([HFXWLYH2I²FHU
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Supporting the Business
Various committees and groups relating to the running of the business
UHSRUWWRWKH&KLHI([HFXWLYH2I²FHU7KHVHJURXSVKDYHDGXDOUROHERWK
DGYLVLQJWKH&KLHI([HFXWLYH2I²FHUDQGDOVRLPSOHPHQWLQJWKHVWUDWHJ\
throughout the business. A number of these committees also report
regularly to the Board or one of its Committees.

Investment in the Strategic Priorities
Investment in our Strategic Priorities, important for our future success, is
governed through a number of committees and groups. These groups
UHSRUWHLWKHUWRWKH&KLHI([HFXWLYH2I²FHURUWRRQHRIWKH([HFXWLYH
2I²FHUVDQGDUHIRFXVHGRQDOORFDWLQJUHVRXUFHVWRDQGRYHUVHHLQJ
investment in the strategic priorities. Regular reports from these groups
are submitted to the Board or one of its Committees.

Commercial & Operations Committee – Committee of the Executive
2I²FHUVDGYLVLQJWKH&KLHI([HFXWLYH2I²FHURQFRPPHUFLDODQG
operational matters
Regional Leadership Teams – Implement work of regional presidents
Functional Leadership Teams – Implement work of functional presidents
Disclosure Committee – Approves all announcements (except routine
regulatory matters) released to investors and to UKLA, London and New
York Stock Exchanges, and SEC
Finance & Banking Committee – Approves banking and treasury
matters, corporate structure changes, acquisition details
Group Risk Committee – Reviews risk registers and mitigation plans,
reports to Board and Audit Committee
Health, Safety and Environment Leadership Team – Oversees
health, safety and environment matters across Group, reports to Board
on sustainability
Diversity & Inclusion Council – Implements strategies to promote
diversity and inclusion across the Group
*URXS%HQH²WV&RPPLWWHH¥Oversees policies and processes relating
WRSHQVLRQDQGHPSOR\HHEHQH²WSODQV
Group Ethics & Compliance (including Quality) Committee –
Monitors developments in compliance and quality matters, approves
enhanced compliance programme, reports to Board Ethics &
Compliance Committee

Research & Development Council – Reviews and evaluates R&D
projects, determining the allocation of resources, ensuring alignment
with corporate strategy, reports regularly to the Board
Mergers & Acquisitions Council – Oversees corporate development
strategy, monitors status of transactions and approves various stages of
acquisition prior to presentation to Board
Capital Governance Board– Sets group level targets for capital
expenditure priorities and monitors capital expenditure within the
parameters set by the Board
IT Governance Board – Oversees the IT strategy and investment
allocation throughout the Group, monitors IT systems and cyber security,
reports regularly to the Audit Committee
Group Optimisation Committee – Oversees the implementation
of the Group Optimisation project, reports regularly to the Board
European Process Optimisation Committee – Oversees the
implementation of the European ERP project
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Re-appointment of Directors

We require our Non-executive Directors to remain independent from
management so that they are able to exercise independent oversight
and effectively challenge management. We therefore continually
assess the independence of each of our Non-executive Directors.
The Executive Directors have determined that all our Non-executive
Directors are independent in accordance with both UK and US
requirements. None of our Non-executive Directors or their immediate
families has ever had a material relationship with the Group. None of
them receives additional remuneration apart from Directors’ fees, nor
do they participate in the Group’s share plans or pension schemes.
1RQHRIWKHPVHUYHDVGLUHFWRUVRIDQ\FRPSDQLHVRUDI²OLDWHVLQZKLFK
any other Director is a director.

In accordance with the Code, all Directors offer themselves to
shareholders for re-election annually, except those who are retiring
immediately after the Annual General Meeting. Vinita Bali and Erik
Engstrom, who were appointed to the Board on 1 December 2014 and
1 January 2015 respectively, will offer themselves for election at the
Annual General Meeting. Each Director may be removed at any time by
the Board or the shareholders.

More importantly, each of our Non-executive Directors is prepared to
question and challenge management, to request more information and
WRDVNWKHGLI²FXOWTXHVWLRQ7KH\LQVLVWRQUREXVWUHVSRQVHVERWKZLWKLQ
the Boardroom and sometimes, between meetings. The Chief Executive
2I²FHULVRSHQWRFKDOOHQJHIURPWKH1RQH[HFXWLYH'LUHFWRUVDQGXVHV
WKLVSRVLWLYHO\WRSURYLGHPRUHGHWDLODQGWRUH³HFWIXUWKHURQLVVXHV

0DQDJHPHQWRI&RQ³LFWVRI,QWHUHVW
None of our Directors or their connected persons, has any family
UHODWLRQVKLSZLWKDQ\RWKHU'LUHFWRURU2I²FHUQRUKDVDPDWHULDO
interest in any contract to which the Company or any of its subsidiaries
are, or were, a party during the year or up to 23 February 2015.

If any Director becomes aware of any situation which might give rise
WRDFRQ³LFWRILQWHUHVWWKH\LQIRUPWKHUHVWRIWKH%RDUGLPPHGLDWHO\
and the Board is then permitted under the Company’s Articles of
$VVRFLDWLRQWRDXWKRULVHVXFKFRQ³LFW7KLVLQIRUPDWLRQLVWKHQUHFRUGHG
LQWKH&RPSDQ\ªV5HJLVWHURI&RQ³LFWVWRJHWKHUZLWKWKHGDWHRQZKLFK
DXWKRULVDWLRQZDVJLYHQ,QDGGLWLRQHDFK'LUHFWRUFHUWL²HVRQDQ
annual basis that the information contained in the Register is correct.
:KHQWKH%RDUGGHFLGHVZKHWKHURUQRWWRDXWKRULVHDFRQ³LFWRQO\WKH
Directors who have no interest in the matter are permitted to participate
LQWKHGLVFXVVLRQDQGDFRQ³LFWLVRQO\DXWKRULVHGLIWKH%RDUGEHOLHYHV
that it would not have an impact on the Board’s ability to promote the
success of the Company in the long term. Additionally, the Board may
determine that certain limits or conditions must be imposed when
JLYLQJDXWKRULVDWLRQ1RDFWXDOFRQ³LFWVKDYHEHHQLGHQWL²HGZKLFK
have required approval by the Board. However, six situations have
EHHQLGHQWL²HGZKLFKFRXOGSRWHQWLDOO\JLYHULVHWRDFRQ³LFWRILQWHUHVW
and these have been duly authorised by the Board and are reviewed
on an annual basis.

Outside Directorships
We encourage our Executive Directors to serve as a Non-executive
Director of a maximum of one external company. Olivier Bohuon is a
Non-executive Director of Virbac group and Julie Brown does not hold
such a position.

Liaison with shareholders
The Board meets with retail investors at the Annual General Meeting
and responds to many letters and emails from shareholders
throughout the year.
The Executive Directors also meet regularly with institutional investors
WRGLVFXVVWKH&RPSDQ\ªVEXVLQHVVDQG²QDQFLDOSHUIRUPDQFHERWK
at the time of the announcement of results and at industry investor
events. During 2014, the Executive Directors held meetings with
institutional investors, including investors representing approximately
46% of the share capital as at December 2014.
Since joining the Company, Roberto Quarta, the new Chairman has
taken the opportunity to meet with investors to hear from them their
YLHZVRIWKH&RPSDQ\DQGDOVRWRWDONDERXWKLV²UVWLPSUHVVLRQVRI
the Company and management. He held 12 meetings with investors
holding approximately 22% of the share capital. These meetings have
been a useful part of his induction process in understanding the
Company from the investor perspective.
Joseph Papa, the Chairman of the Remuneration Committee also
offered to meet with key institutional investors towards the end of 2014.
Most investors were overwhelmingly supportive of our remuneration
arrangements and we have made no changes to these arrangements
over the year. He therefore met with four investors holding around 2%
of the share capital. These were useful discussions giving insight into
current investor thinking.
Ian Barlow, the Chairman of the Audit Committee also offered to meet
with institutional investors to discuss audit related matters and in
particular, the tender process we had followed to select new auditors.
7KHPHHWLQJVKHOGZLWK²YHLQYHVWRUVKROGLQJDURXQGRIWKH
issued share capital were interesting and useful and we welcomed
some insightful comments on possible improvements to the Audit
Committee Report.
Members of the Board are always happy to engage with investors, if
they have matters they wish to raise with the Non-executive team.
$VKRUWUHSRUWRQRXUPDMRUVKDUHKROGHUVDQGDQ\VLJQL²FDQWFKDQJHV
in their holdings since the previous meeting is reviewed at each Board
meeting. The Chairman and Non-executive Directors report back to the
Board following their meetings with investors. Olivier Bohuon and Julie
Brown routinely report on any concerns or issues that shareholders
have raised with them in their meetings. Copies of analyst reports on
the Company and its peers are also circulated to Directors.
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Each of us as a Director has a duty under the Companies Act 2006
to avoid a situation in which we have or may have a direct or indirect
LQWHUHVWWKDWFRQ³LFWVRUPLJKWFRQ³LFWZLWKWKHLQWHUHVWVRIWKH&RPSDQ\
This duty is in addition to the existing duty owed to the Company to
disclose to the Board any interest in a transaction or arrangement
under consideration by the Company.

(DFK'LUHFWRULVFRYHUHGE\DSSURSULDWHGLUHFWRUVªDQGRI²FHUVªOLDELOLW\
insurance and there are also Deeds of Indemnity in place between the
Company and each Director. These Deeds of Indemnity mean that the
&RPSDQ\LQGHPQL²HV'LUHFWRUVLQUHVSHFWRIDQ\SURFHHGLQJVEURXJKW
by third parties against them personally in their capacity as Directors
of the Company. The Company would also fund ongoing costs in
defending a legal action as they are incurred rather than after judgment
has been given. In the event of an unsuccessful defence in an action
against them, individual directors would be liable to repay the Company
for any damages and to repay defence costs to the extent funded by
the Company.

CORPORATE GOVERNANCE

We acknowledge that Brian Larcombe has served as an independent
Non-executive Director for a period of 13 years, which is a period of time
that some might regard as likely to impact his independence. We do not
believe this to be the case as Brian Larcombe continues to maintain an
independent view within Board discussions. Furthermore, his experience
on the Board, wise counsel and corporate memory has been most
XVHIXOWR5REHUWR4XDUWDLQKLV²UVW\HDUDV&KDLUPDQRIWKH&RPSDQ\
particularly in a year when a number of other long-serving directors have
left the Board and new Non-executive Directors have been appointed.

Director Indemnity Arrangements

STRATEGIC REPORT

Independence of Directors
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Corporate Governance Statement continued

Effectiveness
Board timetable

Jan 14

Feb 14

Mar 14

Apr 14

May 14

Jun 14

Jul 14

Aug 14

Sep 14

Oct 14

Nov 14

Dec 14

Responsibility of the Board
7KHZRUNRIWKH%RDUGIDOOVLQWRWKHIROORZLQJNH\DUHDV

Strategy

Risk

– Approving the Group strategy including major changes to corporate
and management structure

– Overseeing the Group’s risk management programme

– Approving acquisitions, mergers, disposals, capital transactions in
excess of $50 million
– Setting priorities for capital investment across the Group
¥ $SSURYLQJDQQXDOEXGJHW²QDQFLDOSODQ²YH\HDUEXVLQHVVSODQ
¥$SSURYLQJPDMRUERUURZLQJVDQG²QDQFHDQGEDQNLQJDUUDQJHPHQWV
– Approving changes to the size and structure of the Board and the
appointment and removal of Directors and the Company Secretary
– Approving Group policies relating to corporate social responsibility,
health and safety, Code of Conduct and Code of Share Dealing and
other matters
– Approving the appointment and removal of key professional advisers.

Performance
¥ 5HYLHZLQJSHUIRUPDQFHDJDLQVWVWUDWHJ\EXGJHWVDQG²QDQFLDODQG
business plans
– Overseeing Group operations and maintaining a sound system of
internal control
– Determining the dividend policy and dividend recommendations
– Approving the appointment and removal of the external Auditor on
the recommendation of the Audit Committee
¥ $SSURYLQJVLJQL²FDQWFKDQJHVWRDFFRXQWLQJSROLFLHVRUSUDFWLFHV
¥ 2YHUVHHLQJVXFFHVVLRQSODQQLQJDW%RDUGDQG([HFXWLYH2I²FHUOHYHO
– Approving the use of the Company’s shares in relation to employee
and executive share incentive plans on the recommendation of the
Remuneration Committee.
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– Regularly reviewing the risk register
– Overseeing risk management processes (see pages 36 to 39 for
further details).

Shareholder Communications
– Approving preliminary announcement of annual results, the publication
RIWKH$QQXDO5HSRUWWKHKDOI\HDUO\UHSRUWWKHTXDUWHUO\²QDQFLDO
announcements, the release of price sensitive announcements and
any listing particulars, circulars or prospectuses
– Approving the Sustainability Report prior to publication
– Maintaining relationships and continued engagement
with shareholders.

Providing Advice
– Using experience gained within other companies and organisations
to advise management both within and between Board meetings.
The Schedule of Matters Reserved to the Board describes the role and
responsibilities of the Board more fully and can be found on our website
at www.smith-nephew.com

What we did

January

– Considered and approved acquisition of ArthroCare Corporation

Early February

¥ 5HYLHZHGWKHUHVXOWVIRUWKHIXOO\HDUDQGWKHSUHOLPLQDU\DQQRXQFHPHQWDQGDSSURYHGWKH²QDOGLYLGHQG
to be recommended to shareholders for approval
– Reviewed and approved the annual risk management report
¥ $SSURYHGWKH%XGJHWIRUDQGWKH²YH\HDU3ODQIRUWR
– Approved the continuation of the share buy-back programme to repurchase shares issued in connection with share
plans on a quarterly basis
– Reviewed the results of the review into the effectiveness of the Board in 2013 and agreed action points for 2014

Late February

– Reviewed and approved the Annual Report and Accounts for 2013, having determined that they were fair, balanced
and understandable
– Reviewed and approved the Notice of Annual General Meeting and related documentation

Early April

–
–
–
–

Late April

¥ 5HYLHZHGWKHUHVXOWVIRUWKH²UVWTXDUWHUDQGDSSURYHGWKH4DQQRXQFHPHQW

July

¥ 5HYLHZHGWKHUHVXOWVIRUWKH²UVWKDOIDQGDSSURYHGWKH+DQQRXQFHPHQWKDYLQJFRQVLGHUHGPDQDJHPHQWªV
judgement in a number of areas and approved payment of interim dividend
– Received and considered a report analysing the progress of recent acquisitions against expectations at the time
of acquisition
– Received and discussed annual review of defence planning
– Received update reports from Group Taxation and Group Treasury
– Approved the appointment of Deutsche Bank as ADR Depositary Bank and the change of the ratio of ADR to
ordinary shares
– Updated and approved the Schedule of Matters Reserved to the Board

Early October

– Approved the Strategic Plan for 2015 to 2019 over a two-day Strategy Review with the executive team
¥ $SSURYHGWKHUHQHZDORIWKH'LUHFWRUVªDQG2I²FHUVª/LDELOLW\LQVXUDQFH
– Authorised the executive team to arrange the private placement of debt

STRATEGIC REPORT

Month
(acquisition of ArthroCare)
(Approval of Preliminary
Announcement)

(by telephone) (Approval
of Financial Statements)

CORPORATE GOVERNANCE

Noted, considered and approved the new Commercial organisation structure
Received a presentation on SYNCERA, the new ‘value’ range for our ASD division
Approved the Sustainability Report
Prepared for the Annual General Meeting to be held later that day

(by telephone)
(Approval of Q1 results)
(Approval of H1 results)

Singapore

Late October

(Approval of Q3 Results)
Fort Worth, Texas

December

(Approval of Budget)

–
–
–
–

Reviewed the results for the third quarter 2014 and approved the Q3 announcement
Received and considered the annual report from the executive team on executive Succession Planning
Received an update on the progress of the integration of ArthroCare
Approved the appointment of Vinita Bali as a Non-executive Director

–
–
–
–
–

Approved the Budget for 2015
Authorised the executive team to conduct a selection process for new corporate brokers
Received a report on the progress of our investment in Bioventus LLP
Received an update on the HR transformation project
Received an update on the Commercial structure within Europe

FINANCIAL STATEMENTS AND OTHER INFORMATION

(Strategy Review)

We also agreed to appoint Erik Engstrom as Non-executive Director by written resolution.
Since the year end, we have also approved the Annual Report and Accounts for 2014 and have concluded that, taken as a whole, they are fair,
EDODQFHGDQGXQGHUVWDQGDEOH:HKDYHDSSURYHGWKH1RWLFHRI$QQXDO*HQHUDO0HHWLQJUHFRPPHQGHGWKH²QDOGLYLGHQGWRVKDUHKROGHUV
and have received and discussed the report on the effectiveness of the Board in 2014.
Each meeting was preceded by a meeting between the Chairman and the Non-executive Directors without Executive Directors and
management in attendance. Unless otherwise stated, meetings are held in London.
At each meeting, we approved the minutes of the previous meetings, reviewed matters arising and received reports and updates from
WKH&KLHI([HFXWLYH2I²FHUWKH&KLHI)LQDQFLDO2I²FHUWKH&KLHI%XVLQHVV'HYHORSPHQW2I²FHUWKH&KLHI/HJDO2I²FHUDQGWKH&RPSDQ\
Secretary. We also received reports from the chairmen of the Board Committees on the activities of these Committees since the
previous meeting.
Smith & Nephew Annual report 2014
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Corporate Governance Statement continued
Effectiveness

Board and Committee Attendance

Board Meetings
(9 meetings)
Director
Roberto Quarta
9/9
Olivier Bohuon
9/9
Julie Brown
9/9
Vinita Bali1
1/1
Ian Barlow
9/9
Virginia Bottomley
9/9
Sir John Buchanan2 3 / 4
Michael Friedman3 8 / 9
Pamela Kirby4
6/6
Brian Larcombe
9/9
Joseph Papa
9/9
Ajay Piramal5
1/3
Richard De Schutter6 4 / 4

Audit
Committee Meetings
(8 meetings)
–
–
–
–
8/8
–
–
–
–
8/8
8/8
–
3/3

1 Vinita Bali was appointed to the Board on 1 December 2014
2 Sir John Buchanan retired from the Board on 10 April 2014
3 Michael Friedman was unable to attend one Board telephone update
GXHWRD³LJKWGHOD\
4 Pamela Kirby retired from the Board on 31 July 2014

Remuneration
Committee Meetings
(4 meetings)
2 / 27
–
–
–
–
4/4
–
–
3/3
4/4
4/4
–
2/2

Nomination &
Governance
Committee Meetings
(3 meetings)
3/3
3/3
–
–
–
2 / 28
1/1
–
–
3/3
–
–
1/1

Ethics & Compliance
Committee Meetings
(4 meetings)
–
–
–
–
1 / 19
–
–
4/4
3/3
–
4/4
–
2/2

5 Ajay Piramal retired from the Board on 24 March 2014
6 Richard De Schutter retired from the Board on 10 April 2014
7 Roberto Quarta joined the Remuneration Committee on 10 April 2014
8 Virginia Bottomley joined the Nomination & Governance Committee on 10 April 2014
9 Ian Barlow joined the Ethics & Compliance Committee on 2 October 2014

In the event that a Director is unable to attend a Board or Board Committee meeting, they ensure that they are familiar with the matters to be
discussed and make their views known to the Chairman of the Board or Board Committee prior to the meeting.

Dear Shareholder,
The Chairman asked me as Senior Independent Director to conduct
the review into the effectiveness of the Board in 2014. I interviewed all
the members of the Board, the Company Secretary and the Head of
Human Resources towards the end of 2014, basing our discussions
around a short questionnaire prepared by the Company Secretary.
The Board scores highly on all the key assessments of our
responsibilities for approving strategy, monitoring performance,
determining risk, diligence of members’ attendance and quality of
discussion. Roberto Quarta, Chairman of the Board is universally
respected for his professionalism, chairmanship skills and for

developing an excellent working relationship with Olivier. He has
invested the time to understand the business, getting to know
the senior executives and the major shareholders and has made
excellent progress in strengthening the Board with appointment of
new Non-executive Directors. The Committees of the Board were
also found to be operating effectively.
There has been some healthy discussion around the role played by
the Board, with the Non-executives eager to play a more active role
in agenda planning, setting the strategy, organisational change and
management succession and the appointment of advisers.
7KH%RDUGGLVFXVVHGWKHUHVXOWVRIP\²QGLQJVDWRXU%RDUGPHHWLQJ
LQ)HEUXDU\DQGDJUHHGWKHIROORZLQJDFWLRQVIRU

$FWLRQLGHQWL²HG

Make more effective use of the annual Board Planner to ensure that all key strategic issues were timetabled appropriately throughout the year
Encourage the executive team to access the diverse competencies of the Non-executive Directors more between Board meetings
Continue the practice of inviting members of the executive team to present regularly to the Board
The review into the Board’s effectiveness in 2015 will be facilitated externally as although we undertake an annual review, the last externally
IDFLOLWDWHGUHYLHZZDVLQ7KHDUHDVIRUDWWHQWLRQLGHQWL²HGLQWKHUHYLHZKDYHEHHQDGGUHVVHGDVIROORZV
3URJUHVVPDGHLQDJDLQVWWKH$UHDVIRU$WWHQWLRQLGHQWL²HGLQWKHUHYLHZ

Succession Planning at Non-executive Director
level would be a key priority following the
retirement of a number of long serving Nonexecutive Directors during the year.

Nomination & Governance Committee undertook a comprehensive search for new Nonexecutive Directors leading to the appointment of Vinita Bali on 1 December 2014 and of
Erik Engstrom on 1 January 2015. This process is ongoing. Details of the full search process
are given in the Nomination & Governance Committee Report on page 70.

Timing and length of the Board and Committee
meetings could be reviewed to consider
whether the current pattern of meetings was
most effective.

The timing and frequency of Board meetings has been reviewed by the Chairman and
WKH&KLHI([HFXWLYH2I²FHUZKRKDYHFRQFOXGHGWKDWWKHFXUUHQWSDWWHUQRIPHHWLQJVLV
DSSURSULDWHIRUWKH&RPSDQ\DQG²WVLQZHOOZLWKWKHSURJUDPPHRIH[HFXWLYHDFWLYLWLHV
throughout the year. The reporting schedule inhibits changing the Board timetable.

Yours sincerely,
Brian Larcombe
Senior Independent Director
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Board Development Programme

During the course of the year, we receive updates at the Board and
Committee meetings on external corporate governance changes
likely to impact the Company in the future.

STRATEGIC REPORT

2XU%RDUG'HYHORSPHQW3URJUDPPHLVGLUHFWHGWRWKHVSHFL²FQHHGV
and interests of our Directors. We focus the development sessions on
facilitating a greater awareness and understanding of our business
rather than formal training in what it is to be a Director. We value our
visits to the different Smith & Nephew sites around the world, where
we meet with the local managers of our businesses and see the
daily operations in action. Meeting our local managers helps us to
understand the challenges they face and their plans to meet those
challenges. We also take these opportunities to look at our products
and in particular the new products being developed by our R&D teams.
This direct contact with the business in the locations in which we
operate around the world helps us to make investment and strategic
decisions. Meeting our local managers also helps us when making
succession planning decisions below Board level.

In 2014, we particularly focused on the changes to Narrative Reporting
and reporting on Remuneration as well as the changes incorporated in
the UK Corporate Governance Code 2014 and the Financial Reporting
Council’s Audit Quality Thematic Review into fraud risks and laws
and regulations. New Directors receive tailored induction programmes
when they join the Board. In 2014, Vinita Bali commenced her induction
programme with a series of meetings with key senior executives and a
EULH²QJRQ8.&RPSDQ\/DZDQG&RUSRUDWH*RYHUQDQFHGHOLYHUHGMRLQWO\
E\RXUFRUSRUDWHODZ\HUV)UHVK²HOGVDQGRXU&RPSDQ\6HFUHWDU\6XVDQ
Swabey. Since the year end, Vinita Bali and Erik Engstrom have continued
meeting with key senior executives and a series of visits to our major
facilities is planned for them both over the next few months. All Nonexecutive Directors are encouraged to visit our overseas businesses, if
they happen to be travelling for other purposes. Our local management
teams enjoy welcoming Non-executive Directors to their business
and it emphasises the interest the Board takes in all our operations.
The Chairman regularly reviews the development needs of individual
Directors and the Board as a whole.

Development activities
7KHIROORZLQJGHYHORSPHQWVHVVLRQVFRYHULQJERWKWKH6PLWK 1HSKHZEXVLQHVVDQGZLGHUPDUNHWLVVXHVZHUHKHOGGXULQJWKH\HDU
Activity

February

– ,QGLYLGXDOF\EHUSUR²OLQJVHVVLRQVZLWKHDFK'LUHFWRU
– Presentation from external consultants on the current state of the Medical Devices industry across Europe

April

– Presentation on new SYNCERA range

July

– Joint presentation from our corporate brokers on equity markets and investor perceptions of Smith & Nephew

September

– Meetings with our ASEAN management team in Singapore with presentations from the local Managing
Directors in Singapore, Malaysia and Thailand
– Presentation from a leading Indian hip surgeon on the challenges in the Indian market
– Presentations from the entire Executive team as part of the Board’s Strategy review
– Board discussion on Risk as part of the Board’s Strategy discussions

October

– Visit to the Biotherapeutics facility in Fort Worth, Texas and meetings with the Biotherapeutics research and
development teams
– Series of presentations from our Advanced Wound Management US Commercial team on the challenges
faced by the business, our strategy and initiatives to meet these challenges and an update on progress made since the
previous year

The Board is responsible for ensuring that there are effective
succession plans in place to ensure the orderly appointment of
directors to the Board, as and when vacancies arise. The report
from the Nomination & Governance Committee on pages 70 to 71
explains the process the Board and the Nomination & Governance
Committee followed in 2014 to build a balanced board for the future
in undertaking the search for new Non-executive Directors.
Building a successful executive team is the responsibility of the Chief
([HFXWLYH2I²FHUDOWKRXJKWKLVSURFHVVLVDOVRRYHUVHHQE\WKH%RDUG
7KH&KLHI([HFXWLYH2I²FHUDQG&KLHI+XPDQ5HVRXUFHV2I²FHU
present a report to the Board on Succession Planning on an annual
basis, at which the performance and potential of members of the
executive team are discussed and considered. The Board is also given
a number of opportunities during the course of the year to meet key

members of the executive team at the Strategy Review held annually in
September and at the site visits held in October each year. Executive
2I²FHUVDQGWKHLUGLUHFWUHSRUWVDOVRPDNHUHJXODUSUHVHQWDWLRQV
on different aspects of the business. The Board recognises the
importance of getting to know the executive team below Board level
both for the purpose of understanding the business better but also
in order to plan for executive succession.
By order of the Board, on 25 February 2015

Roberto Quarta
Chairman
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Succession Planning

CORPORATE GOVERNANCE

Month

CORPORATE GOVERNANCE

Accountability

Accountability
Role of the Nomination & Governance Committee

Nomination & Governance
Committee Report

2XUZRUNIDOOVLQWRWKHIROORZLQJWZRDUHDV
Board Composition
– Reviewing the size and composition of the Board
– Overseeing Board succession plans
– Recommending the appointment of Directors
– Monitoring Board diversity.
Corporate Governance
– Overseeing governance aspects of the Board and its Committees
– Overseeing the review into the effectiveness of the Board
– Considering and updating the Schedule of Matters Reserved to the
Board and the Terms of Reference of the Board Committees

Dear Shareholder
I am pleased to present our Report on the role and activities of the
Nomination & Governance Committee in 2014.

Current Members in 2014
Roberto Quarta

Committee Chairman

Brian Larcombe

Senior Independent Non-executive Director

Virginia Bottomley (from 10 April 2014) Independent Non-executive Director
Olivier Bohuon

&KLHI([HFXWLYH2I²FHU

1 Sir John Buchanan and Richard De Schutter left the Committee on 10 April 2014
on their retirement from the Board.

Key activities
– Review the composition of the Board and make
recommendations to the Board regarding the appointment
of Directors.
– Oversee governance aspects of the Board and its Committees.

2015 focus
– Continue to search for one more Non-executive Director with
²QDQFLDOH[SHUWLVH

– Monitoring external corporate governance activities and keeping
the Board updated
– Overseeing the Board Development Programme and the induction
process for new Directors.
The terms of reference of the Nomination & Governance Committee
describe our role and responsibilities more fully and can be found on our
website at www.smith-nephew.com

Activities of the Nomination & Governance Committee
in 2014 and since the year end
In 2014, we held four physical meetings. Each meeting was attended
by all members of the Committee. The Company Secretary, the Head of
Human Resources and external search agents also attended by invitation.
In between each meeting, various discussions were held between
members of the Nominations & Governance Committee and the external
VHDUFKDJHQW2XUSURJUDPPHRIZRUNLQZDVDVIROORZV
Early February (Activities related to the year end)
– Considered and approved the re-appointment of directors who
had completed three or six years’ service and the annual
appointment of directors serving in excess of nine years
– Reviewed and updated the Schedule of Matters Reserved to the
Board and the Terms of Reference of the Board Committees
– Considered and discussed the results of the annual review into
the effectiveness of the Board
– Noted an update on corporate governance matters relating to
reporting and disclosure requirements.
Early September (Appointment of Vinita Bali)
– Reviewed the long list of candidates for the position of Non-executive
Director and discussed the outcome of meetings already held with
candidates who had been shortlisted
– Agreed to recommend to the Board that Vinita Bali be appointed
Non-executive Director.
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End October (Appointment of Erik Engstrom)

– Agreed to recommend to the Board that Erik Engstrom be appointed
Non-executive Director
– Agreed to hold further meetings with other candidates.
Early December (Appointment of Non-executive Directors)
– Further reviewed the longlist and shortlist of Non-executive
Director candidates and discussed the outcome of meetings held
with candidates.
Since the year end, we have also considered the outcomes of the Board
Effectiveness review and discussed the future structure of the Board.

Non-executive Directors

Russell Reynolds also undertook succession planning assessments on
EHKDOIRIPDQDJHPHQW7KH&RPPLWWHHLVVDWLV²HGWKDWWKHLUDGYLFHLV
objective and independent.

Diversity
We aim to have a Board which represents a wide range of
backgrounds, skills and experiences. We also value a diversity of
outlook, approach and style in our Board members. We believe that a
balanced Board is better equipped to consider matters from a broader
perspective and therefore come to decisions that have considered a
wider range of issues and perspectives than would be the case in a
more homogenous Board. Diversity is not simply a matter of gender,
ethnicity or other easily measurable characteristic. Diversity of outlook
and approach is harder to measure than gender or ethnicity but is
equally important. A Board needs a range of skills from technical
adherence to governance or regulatory matters for an understanding of
the business in which we operate. It needs some members with a long
FRUSRUDWHPHPRU\DQGRWKHUVZKREULQJQHZLQVLJKWVIURPRWKHU²HOGV
There needs to be both support and challenge on the Board as well as
a balance of gender, commercial and international experience. When
selecting new members for the Board, we take these considerations
into account, as well as professional background. A new Board
PHPEHUQHHGVWR²WLQZLWKWKHLUIHOORZ%RDUGPHPEHUVEXWDOVRQHHGV
to provide a new way of looking at things.

– Experience of one or more of the Emerging Markets in which
we operate;

In 2012, we stated that our expectation would be that by 2015, 25% of
our Board would be female and we have met this expectation. 30%
RIRXU%RDUGLVIHPDOH:HGRQRWUHJDUGWKLVDVD²[HGSHUFHQWDJHDV
WKHQXPEHURI%RDUGPHPEHUVZLOO³XFWXDWHIURPWLPHWRWLPHDQGZH
would not necessarily expect to replace any retiring Director with a new
Director of the same gender. We will still continue to appoint Directors
on merit, valuing the unique contribution that they will bring to the
Board, regardless of gender.

¥ '
 LJLWDOH[SHULHQFH¥ZHODWHUPRGL²HGWKLVWROHDGLQJDFRPSDQ\
through a period of considerable technological change;

Governance

¥ )URPWKLVUHYLHZZHLGHQWL²HGWKDWZHZRXOGZLVKWRVHDUFKIRUXSWR
three new Non-executive Directors, each with a combination of one
RUPRUHRIWKHIROORZLQJVNLOOVH[SHULHQFHVRUEDFNJURXQGV

¥ ([SHULHQFHDVD&KLHI([HFXWLYH2I²FHULQDQRWKHUOLVWHGFRPSDQ\
– At least one new female Non-executive Director;
– The Board reviewed this analysis and endorsed the skills and
experiences against which we would be searching
– The Nomination & Governance Committee selected Russell
Reynolds to undertake the search for new Non-executive directors,
KDYLQJUHYLHZHGWKUHH²UPVVXJJHVWHGE\WKH+HDGRI+XPDQ
Resources and the Company Secretary

During the year, the Nomination & Governance Committee also
addressed a number of governance matters. We also received updates
from the Company Secretary on new developments in corporate
governance and reporting in both the UK and Europe. We reviewed
the independence of our Non-executive Directors, considered
SRWHQWLDOFRQ³LFWVRILQWHUHVWDQGWKHGLYHUVLW\RIWKH%RDUGDQGPDGH
recommendations concerning these matters to the Board.
Yours sincerely,

– Russell Reynolds prepared a long list of candidates satisfying one or
more of the above criteria and Brian Larcombe and I met with them to
discuss the longlist and select a shortlist of suitable candidates
– Members of the Nomination & Governance Committee then met
individually with a number of candidates. Additional Board members
were also asked to meet certain candidates where there were
particular interests or experiences

Roberto Quarta
Chairman of the Nomination & Governance Committee
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¥ ,ZRUNHGZLWK2OLYLHU%RKXRQ&KLHI([HFXWLYH2I²FHUWKH&RPSDQ\
Secretary and the Head of Human Resources to analyse the skills
and experiences we felt that we needed on the Board to implement
RXU6WUDWHJ\RYHUWKHQH[W²YH\HDUV:HDOVRDQDO\VHGWKHVNLOOV
and experiences of those Directors who would be remaining on
the Board

We selected Erik Engstrom because of his experience in his role as Chief
([HFXWLYH2I²FHUOHDGLQJKLVFRPSDQ\5HHG(OVHYLHUWKURXJKVLJQL²FDQW
technological change and his ability to add value to our Audit Committee.

CORPORATE GOVERNANCE

During 2014, there were a number of changes to the composition of
the Board. Sir John Buchanan retired as Chairman of the Board at the
Annual General Meeting after nine years’ service to the Company.
Richard De Schutter also retired at the Annual General Meeting
following 13 years’ service and Pamela Kirby retired after 12 years’
service in July. Earlier in the year, Ajay Piramal also retired from the
Board in March due to the pressure of other commitments. These
GHSDUWXUHVOHIWDQXPEHURISRVLWLRQVRQWKH%RDUGWREH²OOHG:H
therefore undertook a search programme to identify suitable new
Board members, which resulted in the appointment of Vinita Bali as
Non-executive Director with effect from 1 December 2014 and of Erik
Engstrom with effect from 1 January 2015. The process we followed was
DVIROORZV

The Nomination & Governance Committee selected Vinita Bali to be
a Non-executive Director because of her experience as a very senior
commercial executive in a wide range of Emerging Markets across India,
Africa and South America.

STRATEGIC REPORT

– Further reviewed the longlist and shortlist of Non-executive
Director candidates and discussed the outcome of meetings held
with candidates

– The Nomination & Governance Committee agreed to recommend
that the Board appoint Vinita Bali and Erik Engstrom as Nonexecutive Directors.

CORPORATE GOVERNANCE

Accountability continued

Role of the Ethics & Compliance Committee

Ethics & Compliance
Committee Report

2XUZRUNIDOOVLQWRWKHIROORZLQJWZRJHQHUDODUHDV
Ethics & Compliance
– Overseeing ethics and compliance programmes
– Monitoring ethics and compliance policies and training programmes
– Reviewing compliance performance based on monitoring, auditing
and investigations data
¥ 5HYLHZLQJDOOHJDWLRQVRIVLJQL²FDQWFRPSOLDQFHLVVXHV
– Overseeing the Group’s internal and external communications
relating to ethics and compliance matters
– Reviewing external developments and compliance activities
– Receiving reports from the Group’s Ethics & Compliance Committee
PHHWLQJVDQGIURPWKH&KLHI&RPSOLDQFH2I²FHUDQGWKH&KLHI
/HJDO2I²FHU

Dear Shareholder
I am pleased to present our Report on the role and activities of the
Ethics & Compliance Committee in 2014.

Current Members in 2014
Michael A. Friedman (from 31 July 2014)

Committee Chairman

Ian Barlow (from 2 October 2014)

Independent Non-executive Director

Joseph Papa

Independent Non-executive Director

1 Richard De Schutter left the Committee on 10 April 2014 on his retirement from
the Board.
2 Pamela Kirby left the Committee on 31 July 2014 on her retirement from the Board.
3 Vinita Bali will join the Committee on 1 April 2015.

Key activities
– Reviews ethics and compliance processes and practices
across the Group.
– Oversees quality and regulatory matters.
¥ 0RQLWRUVVLJQL²FDQWFRPSOLDQFHTXDOLW\DQGUHJXODWRU\LVVXHV
or failures as they arise.

2015 focus
– Develop a deeper oversight of quality and regulatory matters.
– Continue to focus on compliance issues within the context of
our acquisition programme.
– Continue to enhance the compliance processes and practices
of our third party distributors.
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Quality Assurance and Regulatory Assurance
– Overseeing the processes by which regulatory and quality risks
relating to the Company and its operations are managed
– Receiving and considering regular functional reports and
presentations from the SVP Quality Assurance and Regulatory
Assurance (QARA).
The terms of reference of the Ethics & Compliance Committee describe
our role and responsibilities more fully and can be found on our
website at www.smith-nephew.com

Activities of the Ethics & Compliance Committee in
2014 and since the year end
In 2014, we held four physical meetings. Each meeting was attended by
all members of the Committee. The Company Secretary, the Chief Legal
2I²FHUWKH&KLHI&RPSOLDQFH2I²FHUDQGWKH6934XDOLW\$VVXUDQFH
and Regulatory Assurance also attended by invitation. Our programme
RIZRUNLQLQFOXGHGWKHIROORZLQJ
February

– Noted the ethics and compliance due diligence and integration work
being undertaken in respect of recent transactions in India, Turkey
and Brazil and the Biotherapeutics business
¥ 1RWHGWKHSUHSDUDWLRQVEHLQJPDGHLQFDSWXULQJGDWDWREH²OHG
under the US Sunshine Act and considered the Sunshine legislation
in other territories.
April
– Reviewed the processes in place to ensure oversight over third
party sellers

¥ 1RWHGWKDWWKH²UVWDJJUHJDWHSD\PHQWUHSRUWXQGHUWKH86
6XQVKLQH$FWKDGEHHQ²OHGLQ0DUFKDQGFRQVLGHUHGWKH
Sunshine legislation in other territories.

Further support is provided through a comprehensive set of tools and
resources located on our global intranet platform. These tools and
resources are regularly updated.
The Code of Conduct includes our whistle-blower policy, which
enables employees and members of the public to contact us
anonymously through an independent provider (where allowed by local
law). Individuals can also report any concern to their direct manager
or a manager in Compliance, Legal or Human Resources. All calls and
contacts are investigated and the appropriate action taken, including
reports for senior management or the Board, where warranted. As
stated in the Code of Conduct, we also enforce our non-retaliation
policy with respect to anyone who makes a report in good faith. The
(WKLFV &RPSOLDQFH&RPPLWWHHLVDGYLVHGRIDQ\SRWHQWLDOO\VLJQL²FDQW
improprieties from time to time, and the Company’s response.
In 2014, we continued to work to enhance the employee compliance
training programme. New employees receive training on our Code
of Conduct (‘Code’), and we assign annual compliance training to
employees. In 2014, we updated our Code training. The new module is
more interactive, role-based and allows individuals to apply the Code
in different scenarios.
We also developed and piloted a face-to-face course for new
PDQDJHUVVXSSOHPHQWLQJWKHRQOLQHPDQDJHUFHUWL²FDWLRQWUDLQLQJ,Q
2015, all new managers will be required to complete both the on-line
and the face-to-face course.

July

CORPORATE GOVERNANCE

– Noted the ethics and compliance due diligence and integration work
being undertaken in respect of recent transactions in India, Turkey
and Brazil and ArthroCare

New employees are trained on our Code of Conduct, which sets
out the basic legal and ethical principles for conducting business.
A copy of the Code of Conduct can be found on our website at
www.smith-nephew.com

STRATEGIC REPORT

¥ 1RWHGWKDWWKH6(&DQG'2-KDGFRQ²UPHGWKHWHUPLQDWLRQRIWKH
independent monitorship in January 2014 and that the Company
was now subject to self-reporting. Discussed and noted the
requirements of self-reporting

Employee Compliance Programme

¥ 1RWHGWKDWWKH&RPSDQ\ªV²UVWVHOIUHSRUWLQJUHSRUWZRXOGEH²OHG
with the SEC and DOJ in July 2014.
October
– Reviewed the results of 2014 ethics survey
– Noted the data recently published under the US Sunshine Act in
respect of both the Company and its competitors
FINANCIAL STATEMENTS AND OTHER INFORMATION

– Received a report from the SVP Quality Assurance and Regulatory
Assurance on the activities of the QARA function, reviewing the
quality and regulatory challenges faced across the Company and
initiatives to address them.
At each meeting we noted and considered the activities of enforcement
agencies and investigation of possible improprieties. We also reviewed
a report on the activities of the Group Ethics & Compliance Committee
and reviewed the progress of the Global Compliance Programme.
Since the year end, we have also reviewed the work of the Group Ethics
& Compliance Committee meeting held in November 2014, considered
the compliance implications of recent acquisitions and continued our
oversight of the Quality Assurance and Regulatory Assurance function.
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Compliance Programme for Third Parties
We continually review our compliance programme with third
party sellers (such as distributors and sales agents), particularly
in higher risk markets. This programme includes due diligence,
contracts with compliance terms and compliance training. To increase
oversight, we have augmented monitoring and auditing programmes
in 2014.
We expanded our oversight of third party sellers with site assessments
to check compliance controls and monitoring visits to review books
and records.
We have continued to strengthen controls over other third parties
engaged by us to provide services other than selling our products,
such as customs, registration and travel agents. In 2014, we focused on
potentially higher risk third parties. We have established a policy and
process requiring that managers prioritise our oversight of third parties
and take appropriate steps, including performing a risk assessment,
conducting due diligence and assigning training, based on third party
W\SHDQGULVNSUR²OH

Compliance implications around acquisitions
In both 2013 and 2014, there has been increased strategic acquisition
activity across the Group. In all cases, we undertake comprehensive
due diligence evaluation prior to acquisition and implement compliance
integration plans from the point of executing the acquisition. This is to
ensure that new businesses are integrated into the Smith & Nephew
compliance culture as soon and consistently as possible and that all
new employees are immediately made aware of how we do things at
Smith & Nephew.
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Oversight of Quality Assurance and Regulatory
Assurance Function
During the course of 2014, it was agreed that primary oversight of the
Quality Assurance and Regulatory Assurance Function (QARA) would
move from the Audit Committee to the Ethics & Compliance Committee.
Product safety is at the heart of our business and regulatory authorities
enforce a complex series of laws and regulations that govern the
design, development, approval, manufacture, labelling, marketing
and sale of healthcare products, including review of the safety and
HI²FDF\RIVXFKSURGXFWV-HUU\3RUUHFD6934XDOLW\$VVXUDQFH
and Regulatory Assurance presented to the Ethics & Compliance
Committee in October 2014, explaining the new structure of the QARA
function and the current focuses and initiatives being addressed by the
function. The QARA function is built on four pillars – quality assurance,
regulatory affairs, customer complaints and quality systems and
regulatory compliance.
Going forward, the Ethics & Compliance Committee will monitor the
work of the QARA function on a quarterly basis, approve the QARA
annual programme of work, as outlined in their 3-Year QARA Plan,
consider any quality or regulatory issues that arise during the year,
and approve any appropriate remedial action.
Yours sincerely,

Michael A. Friedman
Chairman of the Ethics & Compliance Committee

Audit Committee Report

Role of the Audit Committee
2XUZRUNIDOOVLQWRWKHIROORZLQJ²YHDUHDV
Financial Reporting
¥ 5HYLHZLQJVLJQL²FDQW²QDQFLDOUHSRUWLQJMXGJPHQWVDQGDFFRXQWLQJ
policies and compliance with accounting standards
¥ (QVXULQJWKHLQWHJULW\RIWKH²QDQFLDOVWDWHPHQWVDQGWKHLU
compliance with UK and US statutory requirements
STRATEGIC REPORT

– Ensuring the Annual Report and Accounts are fair, balanced and
understandable and recommending their adoption by the Board
– Monitoring announcements relating to the Group’s
²QDQFLDOSHUIRUPDQFH
Internal Controls and Risk Management

Dear Shareholder
I am pleased to present our Report on the role and activities of the
Audit Committee in 2014.

Current Members in 2014
Ian Barlow

&RPPLWWHH&KDLUPDQDQGGHVLJQDWHG²QDQFLDOH[SHUW

Brian Larcombe
Joseph Papa

Independent Non-executive Director

Senior Independent Non-executive Director
Independent Non-executive Director

1 Richard De Schutter left the Committee on 10 April 2014 on his retirement from
the Board.

Key activities

– Reviewing the operation of the Group’s risk management processes
DQGWKHFRQWUROHQYLURQPHQWRYHU²QDQFLDOULVNV
Fraud and Whistle-blowing
– Receiving reports on the processes in place to prevent fraud and to
enable whistle-blowing
– If required, receiving reports of fraud incidents.

CORPORATE GOVERNANCE

Erik Engstrom (from 1 January 2015)

– Monitoring the effectiveness of internal controls and compliance
with the UK Corporate Governance Code 2012 and the Sarbanes
2[OH\$FWVSHFL²FDOO\VHFWLRQVDQG

Internal Audit
– Agreeing internal audit plans and reviewing reports of internal
audit work
– Monitoring the effectiveness of the internal audit function.
External Audit
– Overseeing the Board’s relationship with the external auditor
– Monitoring and reviewing the independence and performance of
the external auditor and evaluating their effectiveness

– Oversee system of control and risk management throughout
the Group.

– Making recommendations to the Board for the appointment or
re-appointment of the external auditor.

– Undertake detailed work to support the Board’s approval of the
²QDQFLDOUHVXOWV

The terms of reference of the Audit Committee describe our role
and responsibilities more fully and can be found on our website at
www.smith-nephew.com

FINANCIAL STATEMENTS AND OTHER INFORMATION

¥ 8QGHUWDNHLQGHSHQGHQWDVVHVVPHQWRIWKH²QDQFLDODIIDLUVRI
the Company.

2015 focus
– Consideration of how to address the requirement to publish a
Viability Statement in the 2015 Annual Report and more detailed
risk management reporting.
¥ 0RQLWRUWKHUROORXWRIHQKDQFHGFRQVLVWHQWO\DSSOLHG²QDQFLDO
controls across the Group.
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Activities of the Audit Committee in 2014 and since the year end
,QZHKHOG²YHSK\VLFDOPHHWLQJVDQGWKUHHPHHWLQJVE\WHOHSKRQH(DFKPHHWLQJZDVDWWHQGHGE\DOOPHPEHUVRIWKH&RPPLWWHH7KH
&KLHI([HFXWLYH2I²FHUWKH&KLHI)LQDQFLDO2I²FHUWKH+HDGRI,QWHUQDO$XGLW IROORZLQJKHUDSSRLQWPHQWLQ0D\ WKHH[WHUQDODXGLWRUDQGNH\
PHPEHUVRIWKH²QDQFHIXQFWLRQWKH&RPSDQ\6HFUHWDU\DQG'HSXW\&RPSDQ\6HFUHWDU\DOVRDWWHQGHGE\LQYLWDWLRQ:HDOVRPHWUHJXODUO\ZLWK
WKHH[WHUQDODXGLWRUZLWKRXWPDQDJHPHQWSUHVHQW2XUSURJUDPPHRIZRUNLQZDVDVIROORZV

Month

Activity

Early February

– Reviewed the results for the full year 2013 and the preliminary announcement and recommend them for adoption by
the Board
¥ 5HYLHZHGWKHHIIHFWLYHQHVVRI²QDQFLDOFRQWUROVDQGRIWKHULVNPDQDJHPHQWSURFHVVDQGFRQFOXGHGWKH\ZHUH
operating effectively
– Received the Internal Audit Report and approved the Internal Audit work programme for 2014
– Received the Quality Assurance Report and approved the Quality Assurance work programme for 2014
– Received the fraud report and reviewed whistle-blowing procedures
– Approved external audit fees and the policy for pre-approval of EY non-audit tax fees and noted consulting fees paid to
RWKHUPDMRUDXGLW²UPV

Late February

– Reviewed and approved the Annual Report and Accounts for 2013, having considered whether they were fair balanced
and understandable, and recommended them for adoption by the Board
– Considered the effectiveness of the external auditor and concluded that their work had been effective
¥ $JUHHGWRSXWWKHDXGLWRXWWRWHQGHUIRUWKH²QDQFLDO\HDU

Early April

¥ &RQ²UPHGWKHGHWDLOHGSODQIRUWKHDXGLWWHQGHUDQGDSSRLQWHGWKH$XGLW7HQGHU6WHHULQJ&RPPLWWHH
¥ 5HFHLYHGDSUHVHQWDWLRQIURPWKHWKUHHDXGLW²UPVSODQQLQJWRSDUWLFLSDWHLQRXUDXGLWWHQGHUSURFHVV

Late April

¥ 5HYLHZHGWKHUHVXOWVIRUWKH²UVWTXDUWHUDQGDSSURYHGWKH4DQQRXQFHPHQW

Early July

– Considered and approved the recommendation of the Audit Tender Steering Committee to appoint KPMG LLP as the
Company auditors for the year ending 31 December 2015

Late July

¥ 5HYLHZHGWKHUHVXOWVIRUWKH²UVWKDOIDQGDSSURYHGWKH+DQQRXQFHPHQW
– Reviewed the Progress Report from Internal Audit which included an update on the status of the 2014 Internal Audit plan
– Received the fraud report and reviewed whistle-blowing procedures
– Reviewed and discussed the due diligence process for acquisitions, noting improvements made to this process in the
past year
– Reviewed and approved the external Auditor’s Audit Plan for 2014

October

– Reviewed the results for the third quarter 2014 and approved the Q3 announcement
¥ $SSURYHGWKHWHUPVRIWKHHQJDJHPHQWOHWWHURI(<DV$XGLWRUVIRUWKH²QDQFLDO\HDU
– Reviewed the Progress Report from Internal Audit, the status of the 2014 Internal Audit plan and two internal
audit reports.
– Approved the Group Risk management programme conducted in 2014
– Considered and discussed the updated UK Corporate Governance Code issued by the Financial Reporting Council
– Considered and discussed the Financial Reporting Council’s Audit Quality Thematic Review - Fraud risks and laws
and regulations.
– Received the fraud report and reviewed whistle-blowing processes
– Noted the progress of the European IT SAP implementation project
– Reviewed the inspection reports on EY from the Financial Reporting Council (UK) and the Public Company Accounting
Oversight Board (US)
– Reviewed and discussed the roll-out of the Minimum Acceptable Practices for Finance and other control
focussed initiatives

December

–
–
–
–
–

(Approval of Preliminary
Announcement)

(by telephone) (Approval
of Financial Statements)

(Presentations from
SURVSHFWLYHDXGLW²UPV
(by telephone) (Approval
of Q1 results)
(by telephone)
(Appointment of
new Auditors)
(Approval of H1 results)

(Approval of Q3 Results)

(Review of Functional
Reports)

Reviewed and updated the terms of reference of the Audit Committee
Considered and approved critical accounting policies and judgments in advance of the 2014 year end
Considered and approved the external audit plan for 2015
Reviewed and approved the layout and design of the Annual Report 2014
Received and discussed a report on the Finance transformation project and reports from the Head of Taxation, the
*URXS7UHDVXUHUDQGWKH&KLHI,QIRUPDWLRQ2I²FHURQ'LVDVWHU5HFRYHU\DQG,7ULVN7KHVHUHSRUWVIRFXVHGRQWKH
respective controls and risks within each function

'XULQJWKH\HDUZHDOVRDSSURYHGRXU3ROLF\RQWKHXVHRI&RQ³LFW0LQHUDOVE\ZULWWHQUHVROXWLRQ
Since the year end, we have also reviewed the Annual Report and Accounts for 2014 and have concluded that taken as a whole, they are fair
balanced and understandable and have advised the full Board accordingly. In coming to this conclusion, we have considered the description
of the Group’s strategy and key risks, the key elements of the business model, which is set out on page 12, and the key performance
indicators and their link to the strategy.
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6LJQL²FDQWPDWWHUVUHODWHGWRWKH²QDQFLDOVWDWHPHQWV
We considered the following key areas of judgement in relation to the 2014 accounts and at each reporting quarter end, which we discussed in all
FDVHVZLWKPDQDJHPHQWDQGWKHH[WHUQDODXGLWRU
Area of judgement

Our action

Valuation of inventories
At each quarter end, we received reports from and
discussed with management the level of provisioning
DQGPDWHULDODUHDVDWULVN7KHSURYLVLRQLQJOHYHOZDV
at 31 December 2014 (26.0% as at 31 December 2013). We
FRQFOXGHGWKDWWKHSURSRVHGOHYHOVZHUHDSSURSULDWH

STRATEGIC REPORT

$IHDWXUHRIWKHRUWKRSDHGLFEXVLQHVVPRGHO ZKRVH²QLVKHGJRRGVLQYHQWRU\
PDNHVXSRIWKH*URXSWRWDO²QLVKHGJRRGVLQYHQWRU\ LVWKHKLJKOHYHORI
product inventory required, some of which is located at customer premises and is
available for customers’ immediate use. Complete sets of product, including large
and small sizes have to be made available in this way. These sizes are used less
frequently than standard sizes and towards the end of the product life cycle are
inevitably in excess of requirements. Adjustments to carrying value are therefore
required to be made to orthopaedic inventory to anticipate this situation.

Liability provisioning
As members of the Board, we receive regular updates from
WKH&KLHI/HJDO2I²FHU7KHVHXSGDWHVIRUPWKHEDVLVIRUWKH
level of provisioning. These judgements have not moved
materially during the year, with some cases having been
resolved, and we have determined that the proposed levels
at year end of $74 million in 2014 ($86 million in 2013) were
appropriate in the circumstances.

Impairment
In carrying out impairment reviews of goodwill, intangible assets and property,
SODQWDQGHTXLSPHQWDQXPEHURIVLJQL²FDQWDVVXPSWLRQVKDYHWREHPDGH
ZKHQSUHSDULQJFDVK³RZSURMHFWLRQV7KHVHLQFOXGHWKHIXWXUHUDWHRIPDUNHW
growth, discount rates, the market demand for the products acquired, the future
SUR²WDELOLW\RIDFTXLUHGEXVLQHVVHVRUSURGXFWVOHYHOVRIUHLPEXUVHPHQWDQG
success in obtaining regulatory approvals. If actual results should differ or
changes in expectations arise, impairment charges may be required which
would adversely impact operating results.

We reviewed management’s reports on the key
assumptions with respect to goodwill, acquisition intangible
assets and investments in associates – particularly the
IRUHFDVWIXWXUHFDVK³RZVDQGGLVFRXQWUDWHVXVHGWRPDNH
these calculations. We have also considered the disclosure
surrounding these reviews, and concluded that the review
and disclosure were appropriate.

CORPORATE GOVERNANCE

7KHUHFRJQLWLRQRISURYLVLRQVIRUOHJDOGLVSXWHVLVVXEMHFWWRDVLJQL²FDQWGHJUHH
of estimation. Provision is made for loss contingencies when it is considered
probable that an adverse outcome will occur and the amount of the loss can be
reasonably estimated. In making its estimates, management takes into account
the advice of internal and external legal counsel. Provisions are reviewed regularly
DQGDPRXQWVXSGDWHGZKHUHQHFHVVDU\WRUH³HFWGHYHORSPHQWVLQWKHGLVSXWHV
The ultimate liability may differ from the amount provided depending on the
outcome of court proceedings or settlement negotiations or if new facts come
to light. The level of provisioning for contingent and other liabilities is an issue
where management and legal judgements are important.

Taxation
We annually review our processes and approve the
principles for management of tax risks. We review quarterly
reports from management evaluating existing risks and
tax provisions, concluding that the levels of provisions
was appropriate.

Business combinations
7KH*URXSKDVLGHQWL²HG©JURZWKWKURXJKDFTXLVLWLRQVªDVRQHRILWV6WUDWHJLF
Priorities. During 2014, we acquired ArthroCare Corporation; the determination
of the balance sheet fair value acquired is dependent upon understanding the
circumstances at acquisition and estimates of the future results of the acquired
business and management judgement is a factor in making these determinations.

For completed acquisitions, we received a report from
PDQDJHPHQWVHWWLQJRXWWKHVLJQL²FDQWDVVHWVDQGOLDELOLWLHV
acquired, details of the provisional fair value adjustments
applied, an analysis of the intangible assets acquired,
the assumptions behind the valuation of these acquired
intangible assets and the proposed useful economic life
of each intangible asset class. For material acquisitions,
management engage third party specialists to perform
a detailed analysis, summaries of which are included
in management reports. We reviewed, discussed and
approved these reports.

We note that within the External Audit report there is a principal risk associated with the timing of revenue recognition and measurement of related
reserves as required by auditing standards. We have considered this and have concluded that we have appropriate procedures and controls in
SODFHQRWWRLQFOXGHWKLVDVDVLJQL²FDQWDUHDRIMXGJHPHQW
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Provisioning for potential current tax liabilities and the level of deferred tax asset
recognition in relation to accumulated tax losses are underpinned by a range
RIMXGJPHQWVDERXWWKHIXWXUHVWDWXWRU\SUR²WDELOLW\RIFRQVWLWXHQWHQWLWLHVRI
the Group.
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External Auditor
Independence of External Auditors
The independence of our external auditors is critical for the integrity
of the audit. Our Auditor Independence Policy, which ensures that this
independence is maintained, is available on the Company’s website.
We believe that the implementation of this policy helps ensure that
auditor objectivity and independence is safeguarded. The policy governs
our approach when we require our external auditor to carry our nonaudit services, and all such services are strictly governed by this policy.
During 2014, fees paid to Ernst & Young LLP, our external auditor, for nonaudit work totalled $1.8 million, representing 35% of total audit fees. Full
details are shown in Note 3.2 of the Notes to the Group accounts. During
2014, fees paid to KPMG LLP, who will be appointed as our external
auditors at the Annual General Meeting, amounted to $3.9 million. The
provision of non-audit services by KPMG will be subject to our Auditor
Independence Policy and the level of these services will be monitored
closely. It is not expected that the level of non-audit services provided by
KPMG will be as high in 2015.
The Auditor Independence Policy also governs the policy regarding
audit partner rotation. In 2014, Les Clifford who had been our audit
SDUWQHUIRU²YH\HDUVZDVUHSODFHGE\0LFKDHO5XGEHUJ
Effectiveness of External Auditors
Although EY will cease to be the Company’s external auditors at the
Annual General Meeting, we felt that it would still be useful to carry
out a review of the effectiveness of the external audit process and
WKHTXDOLW\RIWKHDXGLWDVWKH²QGLQJVFRXOGEHRIXVHWR.30*WKH
incoming external auditor. We therefore conducted a review into
the effectiveness of the external audit as part of the 2014 year-end
process, in line with previous years. We sought the views of key
PHPEHUVRIWKH²QDQFHPDQDJHPHQWWHDPFRQVLGHUHGWKHIHHGEDFN
from this process and shared it with management, EY and KPMG.
During the year, we also considered the inspection reports from the
Audit Oversight Boards in the UK and US and determined that we were
VDWLV²HGZLWKWKHDXGLWTXDOLW\SURYLGHGE\(<
The Audit Quality Review Team of the Financial Reporting Council in the
UK reviewed the 2013 audit EY performed of the Company. We have
GLVFXVVHGWKHUHVXOWVRIWKLVLQVSHFWLRQZLWK(<DQGDUHVDWLV²HGWKDW
the points raised by the review have been appropriately addressed in
the 2014 audit.
Overall therefore, we concluded that EY had carried out their audit for
2014 effectively.
Appointment of External Auditors at Annual General Meeting
Ernst & Young LLP will be retiring as the Company’s external auditor
at the Annual General Meeting. The reports of Ernst & Young LLP on
WKH&RPSDQ\ªV²QDQFLDOVWDWHPHQWVIRUWKHSDVWWZR²VFDO\HDUVGLG
not contain an adverse opinion or a disclaimer of opinion and were
QRWTXDOL²HGRUPRGL²HGDVWRXQFHUWDLQW\DXGLWVFRSHRUDFFRXQWLQJ
SULQFLSOHV,QFRQQHFWLRQZLWKWKHDXGLWVRIWKH&RPSDQ\ªV²QDQFLDO
VWDWHPHQWVIRUHDFKRIWKHWZR²VFDO\HDUVHQGHGDQGDQG
in the subsequent interim period to 23 February 2015, there were no
disagreements with Ernst & Young LLP on any matters of accounting
SULQFLSOHVRUSUDFWLFHV²QDQFLDOVWDWHPHQWGLVFORVXUHRUDXGLWLQJVFRSH
and procedures which, if not resolved to the satisfaction of Ernst & Young
LLP would have caused Ernst & Young LLP to make reference to the
matter in their report.
Resolutions will be put to the Annual General Meeting to be held on
9 April 2015 proposing the appointment of KPMG LLP as the Company’s
Auditors and authorising the Board to determine their remuneration,
on the recommendation of the Audit Committee.
Disclosure of Information to the Auditors
In accordance with Section 418 of the Companies Act 2006, the
'LUHFWRUVVHUYLQJDWWKHWLPHRIDSSURYLQJWKH'LUHFWRUVª5HSRUWFRQ²UP
that, to the best of their knowledge and belief, there is no relevant audit
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information of which the Auditor, Ernst & Young LLP, are unaware and
WKH'LUHFWRUVDOVRFRQ²UPWKDWWKH\KDYHWDNHQUHDVRQDEOHVWHSVWREH
aware of any relevant audit information and, accordingly, to establish
that the Auditor is aware of such information.
Audit and Professional Fees paid to the Auditor
Fees for professional services provided by Ernst & Young LLP, the
*URXSªVLQGHSHQGHQWDXGLWRULQHDFKRIWKHODVWWZR²VFDO\HDUVLQ
HDFKRIWKHIROORZLQJFDWHJRULHVZHUH

Audit
Audit-related fees
Tax
Other
Total

2014
$ million

2013
$ million

3
–
2
–
5

3
–
3
–
6

Internal Audit
Our Internal Audit function reports directly to the Audit Committee
and is headed by Jenny Morgan, Senior Vice President Internal Audit,
whom we appointed in May 2014. She has subsequently restructured
her team to meet the requirements of the evolving nature of our
business, particularly in Emerging Markets and new acquisitions.
7KHLQWHUQDO$XGLWIXQFWLRQFDUULHVRXWZRUNLQWKHIROORZLQJWKUHHDUHDV
– Financial systems and processes;
– Systems that ensure compliance with our Code of Conduct,
regulation and laws; and
– Quality management systems in our manufacturing activities.
In all three areas, they act as a third line of defence behind operational
management’s front line and the Company’s internal assurance
activities within Group Finance Compliance and Quality Assurance.
During the year, they completed 26 reviews across the business.
The Audit Committee receives a quarterly report of the activities of
the Internal Audit function and reviews the results of the Internal Audit
reports, looking in detail at any reports with unsatisfactory ratings.
We also receive a quarterly report detailing any unremediated and
overdue control recommendations and oversee the effective and timely
remediation of any recommendations.
6SHFL²FDFWLYLWLHVRIWKH,QWHUQDO$XGLWIXQFWLRQLQZHUHWKH
review of the design of the post-deal acquisition review process
DQGWKHFDOFXODWLRQRIWKHEHQH²WVDQGFRVWVDVVRFLDWHGZLWKWKH
*URXS2SWLPLVDWLRQSURJUDPPH,QDGGLWLRQVLWHVSHFL²FDXGLWVZHUH
conducted of the China commercial business and the new acquisitions
in Turkey and India to ensure that integration efforts were in line with
approved plans.
In 2015, we will continue to monitor Internal Audit’s scope of work and
operational methods to ensure that it continues to play a full role in
SURYLGLQJDVVXUDQFHRYHUWKH*URXSªVLGHQWL²FDWLRQDQGPDQDJHPHQW
of risk and its associated controls.
During 2014, KPMG carried out an external review into the
effectiveness of the Internal Audit function. The review made a number
of recommendations regarding the role and remit of internal audit, the
resourcing of the function and the development of integrated working
with other functions to provide a more holisitc approach to risk and
assurance across the Group. These recommendations were accepted
and are being implemented.
Since this review, the Internal Audit function has been strengthened
by the appointment of Jenny Morgan, the new Senior Vice
President Internal Audit who has in turn restructured the function as
detailed above.

Tender of External Audit Services

During the early summer of 2014, I led a process to select a new
external auditor for the year ending 31 December 2015. I worked
with the Group’s procurement function and established a Steering
Committee comprising myself, Brian Larcombe, member of the
Audit Committee and Senior Independent Director, Julie Brown, the
&KLHI)LQDQFLDO2I²FHU6XVDQ6ZDEH\WKH&RPSDQ\6HFUHWDU\DQG
Dan Baker, Senior Vice President Group Finance. Given the size,
complexity and geographical scope of the business, we invited
Deloitte, KPMG and PwC to take part in the tender for carrying out
our external audit. In addition, in light of the emerging rules from
Europe, we reached mutual agreement with EY that they would not
take part in the tender process.

We were conscious that the audit tender process is time and
UHVRXUFHFRQVXPLQJERWKIRUWKH²UPVLQYROYHGDQGIRUWKH
Company, and were therefore determined to have a concise yet
thorough process, ensuring equivalent access to management for
HDFK²UP:HXQGHUWRRNWKHIROORZLQJSURFHVVRYHUMXVWVL[ZHHNV
1. Late May – Issued the request for tender.
/DWH0D\¥3DUWLFLSDWLQJ²UPVDWWHQGHGDMRLQWZRUNVKRSRYHUD
SHULRGRIWZRGD\V7KLVLQFOXGHGDJURXSPHHWLQJZLWKDOO²UPV
with a series of presentations from key members of management,
explaining their key expectations from the external audit process,
as well as a series of individual meetings with management.

7. Early July – Following the presentations and further discussions,
the Audit Committee met and considered the recommendation
of the Steering Committee and agreed to appoint KPMG LLP
DVRXUH[WHUQDODXGLWRUVIRUWKH²QDQFLDO\HDU$UHVROXWLRQ
to this effect will be submitted to shareholders for approval at the
Annual General Meeting.
Throughout the process, we were mindful of the need to preserve the
LQGHSHQGHQFHRIWKHH[WHUQDODXGLW$VSDUWRIWKHWHQGHUHDFK²UP
was required to disclose all existing relationships with the Company
and explain their proposals for ensuring that these relationships
ZRXOGQRWFDXVHDQ\FRQ³LFWRILQWHUHVWDIWHU-DQXDU\*LYHQWKDW
up until 2008, I was Senior Partner in London with KPMG, we were
aware that there might be some concerns about my independence.
In order to address this, our Chairman Roberto Quarta joined the
6WHHULQJ&RPPLWWHHIRUWKH²QDOVWDJHRISUHVHQWDWLRQVWRHQVXUH
impartiality was maintained. We also noted that other senior members
RIWKH²QDQFHWHDPKDGUHFHQWO\MRLQHGWKH&RPSDQ\IURPRWKHU
WHQGHULQJ²UPV
We chose KPMG to be our external auditors as we felt that they had
demonstrated that they understood our business and risks well and
could work both constructively and in a challenging manner with our
management and provide the Audit Committee with the assurances
ZHZRXOGQHHGWRIXO²ORXUUROH
The audit of the 2014 Annual Report and Accounts will therefore
be the last external audit to be conducted by EY. I should therefore
like to record my thanks to EY and their partners and staff for their
many years of excellent service to the shareholders of Smith &
1HSKHZ$V&KDLUPDQRIWKH$XGLW&RPPLWWHHIRUWKHSDVW²YH\HDUV
I have enjoyed working with them and have valued the insights and
SURIHVVLRQDOLVPWKH\KDYHEURXJKWWRWKH$XGLW&RPPLWWHHPHHWLQJV

(QG-XQH¥(DFK²UPVXEPLWWHGWKHLUZULWWHQWHQGHUGRFXPHQW
covering predetermined areas of focus, including risk

Risk Management and Internal Control
2QEHKDOIRIWKH%RDUGZHUHYLHZHGWKHV\VWHPRILQWHUQDO²QDQFLDO
FRQWURODQGVDWLV²HGRXUVHOYHVWKDWZHDUHPHHWLQJUHTXLUHGVWDQGDUGV
both for the year ended 31 December 2014 and up to the date of approval
of this Annual Report. No concerns were raised with us in 2014 about
SRVVLEOHLPSURSULHWLHVLQPDWWHUVRI²QDQFLDOUHSRUWLQJ
,QFRPLQJWRWKLVFRQFOXVLRQ
– We received regular reports from the Internal Audit and Group
)LQDQFHIXQFWLRQVRQWKHLU²QGLQJVIURPWKHUHYLHZVXQGHUWDNHQ
throughout the year, both from an internal audit perspective and also
with regard to compliance with the Sarbanes-Oxley Act.

– We requested and reviewed a report mapping Group level risks
and related control assurance.
– We requested various reports from management relating
WRVSHFL²FULVNVLGHQWL²HGWKURXJKWKHULVNPDQDJHPHQWSURFHVV
Our Risk Management Framework is underpinned by Business
DQG)XQFWLRQDO5LVN5HJLVWHUVWKDWKLJKOLJKWWKHULVNVLGHQWL²HGDQG
the probability and impact of risk to the Group, as well as mitigation
SODQV7KHPRVWVLJQL²FDQWRIWKHVHULVNVDUHFRQVLGHUHGE\WKH
Group Risk Committee for inclusion on a Group Risk Register. The
effectiveness of the framework is reviewed annually by Internal
Audit and by the Audit Committee. In 2014, the Audit Committee
concluded that the framework was effective.
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/DWH0D\¥(DFK²UPZDVJUDQWHGDFFHVVWRNH\VHQLRUPHPEHUV
of management in a structured programme following the
workshop, and then given access to senior managers and
²QDQFHVWDIIWKURXJKRXWWKH*URXSWRKHOSWKHPXQGHUVWDQG
the business further.

(DUO\-XO\¥(DFK²UPZDVDVNHGWRPDNHDSUHVHQWDWLRQWRWKH
Steering Committee explaining why we should select them
as our external auditors.

CORPORATE GOVERNANCE

3ULRUWRWKHFRPPHQFHPHQWRIWKHWHQGHUSURFHVVHDFK²UPZDV
invited to make a presentation to the early April Audit Committee
meeting on a project on which they had recently been working
ZLWKWKH&RPSDQ\7KLVZDVWRHQVXUHWKDWHDFK²UPKDGVXI²FLHQW
H[SRVXUHWRWKH$XGLW&RPPLWWHHSULRUWRWKH²QDQFLDOWHQGHU

5. Early July – In the week leading up to the presentation, each
DXGLW²UPZDVDVNHGWRSUHSDUHDUHVSRQVHWRDQDXGLWTXHU\
WKHVDPHTXHU\IRUHDFK²UPWRVLPXODWHUHDOOLIHZRUNLQJDQG
allow the Steering Committee to assess how well they responded
to a request at short notice and how they interacted with the
Committee on a technical issue.

STRATEGIC REPORT

(<DQGWKHLUSUHGHFHVVRU²UPVKDYHEHHQWKH&RPSDQ\ªVDXGLWRUV
VLQFHWKH&RPSDQ\OLVWHGLQ:HKDYHEHHQYHU\VDWLV²HGZLWK
the effectiveness of the external audit process and the quality of the
audit and have undertaken a number of measures to ensure that
the external auditor has continued to maintain its independence.
However, in common with a number of other companies, as we
explained in our Audit Committee Report last year, we recognised
in 2014, that it was the right time to put the external audit out to tender.

LGHQWL²FDWLRQDXGLWDSSURDFKWRULVNVDQGDXGLWVFRSH7KHVH
written tenders also included the proposed audit fee, as we
believed that as well as ensuring the quality of the audit, we
also needed to have regard to the sensible containment of costs.

CORPORATE GOVERNANCE

Accountability continued

Evaluation of Internal Controls
Management is responsible for establishing and maintaining adequate
LQWHUQDOFRQWURORYHU²QDQFLDOUHSRUWLQJDVGH²QHGLQ5XOHD¥ I DQG
15d–15(f) under the US Securities Exchange Act of 1934.
There is an established system of internal control throughout the
Group and our Divisions. The main elements of the internal control
IUDPHZRUNDUH
The management of each Division is responsible for the establishment
DQGUHYLHZRIHIIHFWLYH²QDQFLDOFRQWUROVZLWKLQWKHLU'LYLVLRQ
The Group Finance manual sets out, amongst other things,
²QDQFLDODQGDFFRXQWLQJSROLFLHVDQGPLQLPXPLQWHUQDO²QDQFLDO
control standards.
The Internal Audit function agrees an annual work plan and scope of
work with the Audit Committee.
The Audit Committee reviewed reports from Internal Audit on their
²QGLQJVRQLQWHUQDO²QDQFLDOFRQWUROV
The Audit Committee reviews the Group whistle-blower procedures.
The Audit Committee reviews regular reports from the Senior Vice
President, Group Finance and the heads of the Financial Controls and
Compliance, Taxation and Treasury functions.
This system of internal control has been designed to manage rather
than eliminate material risks to the achievement of our strategic
and business objectives and can provide only reasonable, and not
absolute, assurance against material misstatement or loss. Because of
LQKHUHQWOLPLWDWLRQRXULQWHUQDOFRQWUROVRYHU²QDQFLDOUHSRUWLQJPD\QRW
prevent or detect all misstatements. In addition, our projections of any
evaluation of effectiveness in future periods are subject to the risk that
controls may become inadequate because of changes in conditions,
or that the degree of compliance with the policies or procedures
may deteriorate. The system of internal control is not applied to the
entities in which the Group does not hold a controlling interest. This
process complies with the Financial Reporting Council’s ‘Internal
&RQWURO5HYLVHG*XLGDQFHIRU'LUHFWRUVRQWKH&RPELQHG&RGHªDQG
additionally contributes to our compliance with the obligations under
the Sarbanes-Oxley Act 2002 and other internal assurance activities.
Other than the integration of ArthroCare there has been no change
LQWKH*URXSªVLQWHUQDOFRQWURORYHU²QDQFLDOUHSRUWLQJGXULQJWKH
period covered by this Annual Report that has materially affected, or is
reasonably likely to materially affect, the Group’s internal control over
²QDQFLDOUHSRUWLQJ
The Board is responsible overall for reviewing and approving the
adequacy and effectiveness of the risk management framework and
WKHV\VWHPRILQWHUQDOFRQWUROVRYHU²QDQFLDORSHUDWLRQDOLQFOXGLQJ
quality management and ethical compliance processes operated by
the Group. The Board has delegated responsibility for this review to
the Audit Committee. The Audit Committee, through the Internal Audit
function, reviews the adequacy and effectiveness of internal control
SURFHGXUHVDQGLGHQWL²HVDQ\ZHDNQHVVHVDQGHQVXUHVWKHVHDUH
remediated within agreed timelines. The latest review covered the
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²QDQFLDO\HDUWR'HFHPEHUDQGLQFOXGHGWKHSHULRGXSWRWKH
approval of this Annual Report.
7KHPDLQHOHPHQWVRIWKLVDQQXDOUHYLHZDUHDVIROORZV
7KH&KLHI([HFXWLYH2I²FHUDQG&KLHI)LQDQFLDO2I²FHUKDYH
evaluated the effectiveness of the design and operation of the
Group’s disclosure controls and procedures as at 31 December 2014.
%DVHGXSRQWKLVHYDOXDWLRQWKH&KLHI([HFXWLYH2I²FHUDQG&KLHI
)LQDQFLDO2I²FHUFRQFOXGHGRQ)HEUXDU\WKDWWKHGLVFORVXUH
controls were effective as at 31 December 2014.
Management is responsible for establishing and maintaining
DGHTXDWHLQWHUQDOFRQWURORYHU²QDQFLDOUHSRUWLQJ0DQDJHPHQW
assessed the effectiveness of the Group’s internal control over
²QDQFLDOUHSRUWLQJDVDW'HFHPEHULQDFFRUGDQFHZLWK
the requirements in the US under s404 of the Sarbanes-Oxley
Act. In making that assessment, they used the criteria set forth
by the Committee of Sponsoring Organisations of the Treadway
Commission in Internal Control-Integrated Framework. Based on
their assessment, management concluded and reported that, as
DW'HFHPEHUWKH*URXSªVLQWHUQDOFRQWURORYHU²QDQFLDO
reporting is effective based on those criteria.
Having received the report from management, the Audit Committee
reports to the Board on the effectiveness of controls.
(UQVW <RXQJ//3$QLQGHSHQGHQWUHJLVWHUHGSXEOLFDFFRXQWLQJ²UP
LVVXHGDQDXGLWUHSRUWRQWKH*URXSªVLQWHUQDOFRQWURORYHU²QDQFLDO
reporting as at 31 December 2014. This report appears on page 105.
&RGHRI(WKLFVIRU6HQLRU)LQDQFLDO2I²FHUV
:HKDYHDGRSWHGD&RGHRI(WKLFVIRU6HQLRU)LQDQFLDO2I²FHUVZKLFK
DSSOLHVWRWKH&KLHI([HFXWLYH2I²FHUWKH&KLHI)LQDQFLDO2I²FHUWKH
6HQLRU9LFH3UHVLGHQW*URXS)LQDQFHDQGWKH*URXSªVVHQLRU²QDQFLDO
RI²FHUV7KHUHKDYHEHHQQRZDLYHUVWRDQ\RIWKH&RGHªVSURYLVLRQV
nor have there been any amendments to the Code during 2013 or up
until 23 February 2015. A copy of the Code of Ethics for Senior Financial
2I²FHUVFDQEHIRXQGRQRXUZHEVLWHDWZZZVPLWKQHSKHZFRP
,QDGGLWLRQHYHU\LQGLYLGXDOLQWKH²QDQFHIXQFWLRQFHUWL²HVWRWKH
&KLHI)LQDQFLDO2I²FHUWKDWWKH\KDYHFRPSOLHGZLWKWKH)LQDQFH&RGH
of Conduct.
Evaluation of Effectiveness of the Audit Committee
The effectiveness of the Audit Committee was evaluated as part of
the review into the effectiveness of the Board conducted at the end of
2014. The results of this review are described on pages 66 to 67 of this
Annual Report.
Yours sincerely,

Ian Barlow
Chairman of the Audit Committee

CORPORATE GOVERNANCE

Remuneration report

Remuneration
Dear Shareholder,

– We drove a much improved performance in US Hip and Knee
Implants, and maintained our momentum in Sports Medicine Joint
Repair and Trauma & Extremities.
– We strengthened our higher growth platforms, acquiring ArthroCare
to give us a broader sports medicine portfolio.
– We created new growth platforms, the mid-tier portfolio for
Emerging markets, and Syncera, as well as delivering double-digit
growth from our recent acquisition Advanced Wound Bioactives.
The role of the Remuneration Committee is to design a remuneration
strategy that drives performance aligned to the strategic priorities.

We welcome the opportunity we have had during the year to meet with
our investors to discuss our remuneration arrangements and we thank
the shareholders who met with us for their valuable contributions and
insights into the way we think about remuneration. We were delighted
to have received the ICSA Excellence in Governance Award for “Best
Remuneration Report” in FTSE 100 in 2014.
Yours sincerely,
CORPORATE GOVERNANCE

2XUSHUIRUPDQFHLQUH³HFWHGWKHFKRLFHVZHPDGHWRFRQWLQXH
investing to transform Smith & Nephew and, as a result, the Group
HQWHUVVWURQJHUPRUHHI²FLHQWDQGVHWIRUKLJKHUJURZWK
+RZHYHUWKHVHFKRLFHVGLGLPSDFWSUR²WDQGFDVKSHUIRUPDQFHLQ
DQGFRQVHTXHQWO\SHUIRUPDQFHDJDLQVWWKH²QDQFLDOPHDVXUHVLQ
the Annual Incentive Plan and the resulting payouts under this plan are
accordingly lower than in previous years. The Remuneration Committee
recognises that the Executive Directors made the right decisions for the
ORQJWHUPIXWXUHRIWKH&RPSDQ\DQGIRUWKHEHQH²WRIVKDUHKROGHUV
and performed well against their business objectives.

During the year, Richard De Schutter and Pamela Kirby ceased to be
members of the Remuneration Committee on their retirement from
the Board. We value the contribution they each made to the work of
the Committee during the years they served and thank them both for
their work.

STRATEGIC REPORT

The Board focuses on the long-term future of the Company. We
are delivering on our strategy to rebalance Smith & Nephew by
strengthening our higher growth platforms, which now represent more
than half the business, up from just 35% in 2011. In 2014, we undertook
a number of important actions to accelerate this transformation:

Our remuneration arrangements have essentially remained unchanged
from last year and we will therefore not be asking shareholders to vote
on a new remuneration policy. We have however chosen to replicate
the policy you approved last year following the annual report on
remuneration for ease of reference.

Joseph Papa
Chairman of the Remuneration Committee

FINANCIAL STATEMENTS AND OTHER INFORMATION

In devising our remuneration arrangements, we aim to have a clear
line of sight between the performance of the Company and how our
Directors and senior executives are paid. We do this by setting the
²[HGHOHPHQWVRISD\QRWDEO\EDVHVDODU\DQGEHQH²WVLQOLQHZLWK
what our Executive Directors would be paid at another company of a
comparable size, complexity and geographical spread. For the variable
elements of pay, we select performance measures that are linked to
one or more of our Strategic Priorities as detailed on page 13 of the
Annual Report. These performance measures are summarised on the
following page.
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Remuneration report continued

0HDVXUHLQRXU9DULDEOH3D\3ODQV

Link to Strategic Priorities

Financial measures in Annual Incentive Plans
5HYHQXH7UDGLQJSUR²W&DVK

We need to generate cash in our Established Markets to be able to invest in Emerging &
International Markets, innovation, organic growth and acquisitions in order to continue to grow in
WKHIXWXUH&DVK³RZLVWKHUHIRUHLPSRUWDQWDQGWKLVLQWXUQLVGHULYHGIURPLQFUHDVHGUHYHQXHVDQG
KHDOWK\WUDGLQJSUR²WV

Business objectives in Annual Incentive Plans
Business process

:HQHHGWRUHOHDVHUHVRXUFHVIURPWKHEXVLQHVVHVWKURXJKLPSURYHGVWUXFWXUHVHI²FLHQFLHV
and business processes in order to re-invest in our higher growth areas, including Emerging &
International Markets, innovation, organic growth and acquisitions.

People

We need to attract and retain the right people to achieve our strategy through improving our
operating model.

Customer

Our mission is to deliver advanced medical technologies that help healthcare professionals, our
customers, improve the quality of life of their patients.

Performance measures in our Performance Share Plan
)UHH&DVK³RZ

&DVK³RZIURPRXU(VWDEOLVKHG0DUNHWVLVQHFHVVDU\LQRUGHUWRIXQGJURZWKLQ(PHUJLQJ 
International Markets, innovation, organic growth and acquisitions.

Revenue in Emerging &
International Markets

Our long-term strategy depends on our ability to grow in Emerging & International Markets.

TSR

If we execute our strategy successfully, this will lead to an increased return for our shareholders.

Compliance statement
We have prepared this Directors’ remuneration report (the ‘Report’) in accordance with The Enterprise and Regulatory Reform Act 2012-2013 (clauses 81-84) and The Large and
Medium-Sized Companies and Groups (Accounts and Reports) (Amendment) Regulations 2013 (the ‘Regulations’). The Report also meets the relevant requirements of the
Financial Conduct Authority (‘FCA’) Listing Rules.
7KH²UVWSDUWRIWKH5HSRUW SDJHVWR LVWKHDQQXDOUHSRUWRQUHPXQHUDWLRQ WKH©,PSOHPHQWDWLRQ5HSRUWª 7KH,PSOHPHQWDWLRQ5HSRUWZLOOEHSXWWRVKDUHKROGHUVIRUDSSURYDO
DVDQDGYLVRU\YRWHDWWKH$QQXDO*HQHUDO0HHWLQJRQ$SULO7KH,PSOHPHQWDWLRQ5HSRUWH[SODLQVKRZWKHUHPXQHUDWLRQSROLF\ZDVLPSOHPHQWHGGXULQJDQGDOVRKRZ
it is currently being implemented in 2015. Pages 85, and 88 to  have been audited by Ernst & Young LLP.
7KHVHFRQGSDUWRIWKH5HSRUW SDJHVWR LVWKH'LUHFWRUVª5HPXQHUDWLRQ3ROLF\5HSRUW WKH©3ROLF\5HSRUWª ZKLFKZDVDSSURYHGE\VKDUHKROGHUVDWWKH$QQXDO*HQHUDO
Meeting held in 2014. The Policy Report describes our remuneration policy as it relates to the Directors of the Company. All payments we make to any Director of the Company
will be in accordance with this remuneration policy. We intend that this remuneration policy will remain in place unchanged for at least the next two years and will next be put to
shareholder vote at the Annual General Meeting to be held in 2017. We will bring the policy report back to shareholders earlier in the event that we make any material change to the
UHPXQHUDWLRQSROLF\RUVKDUHKROGHUVGRQRWDSSURYHWKHDQQXDOUHSRUWRQUHPXQHUDWLRQ7KHOHYHORIEDVHVDODU\DQGEHQH²WVSDLGDQGSHUIRUPDQFHPHDVXUHVVKRZQLQWKH3ROLF\
Report are as at 2014, when the Policy Report was approved by shareholders. Full details of any changes to these details since then, in accordance with the Policy Report are given
in the Implementation Report.
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The Implementation Report
Role of the Remuneration Committee

Remuneration Committee

Our work falls into the following three areas:
'HWHUPLQDWLRQRI5HPXQHUDWLRQ3ROLF\DQG3DFNDJHV
STRATEGIC REPORT

– Determination of remuneration policy for Executive Directors and
senior executives
– Approval of individual remuneration packages for Executive
'LUHFWRUVDQG([HFXWLYH2I²FHUVDWOHDVWDQQXDOO\DQGDQ\PDMRU
changes to individual packages throughout the year
– Consideration of remuneration policies and practices across
the Group
– Approval of appropriate performance measures for short-term
and long-term incentive plans for Executive Directors and
senior executives
The Remuneration Committee presents the annual report on
remuneration, (the ‘Implementation Report’), which together with
the annual statement from the Chairman of the Remuneration
Committee will be put to shareholders as an advisory vote at the
$QQXDO*HQHUDO0HHWLQJWREHKHOGRQ$SULO

Joseph Papa
Brian Larcombe

Committee Chairman
Senior Independent Non-executive Director

Roberto Quarta (from 10 April 2014)

– Determination of the use of long-term incentive plans and oversees
the use of shares in all executive and all-employee plans.
5HSRUWLQJDQG(QJDJHPHQWZLWKVKDUHKROGHUVRQ
Remuneration Matters

Independent Non-executive Director

9LUJLQLD%RWWRPOH\

2YHUVLJKWRIDOO&RPSDQ\6KDUH3ODQV

Chairman of the Board

1. Richard De Schutter left the Committee on 10 April 2014 on his retirement from
the Board.
2. Pamela Kirby left the Committee on 31 July 2014 on her retirement from the Board.
3. Vinita Bali will join the Committee on 1 April 2015.

– Approval of Directors’ remuneration report ensuring compliance with
related governance provisions
– Continuance of constructive engagement on remuneration issues
with shareholders.

CORPORATE GOVERNANCE

Current Members in 2014

– Determination of pay-outs under short-term and long-term incentive
plans for Executive Directors and senior executives.

The terms of reference of the Remuneration Committee describe our
role and responsibilities more fully and can be found on our website at
www.smith-nephew.com

Key activities
FINANCIAL STATEMENTS AND OTHER INFORMATION

– Setting the remuneration policy and packages for Executive
'LUHFWRUVDQG([HFXWLYH2I²FHUV
– Approval of all share plans operating throughout the Group.

2015 focus
– Determination of payouts under cash incentive and long-term
incentive plans vesting in 2015.
– Determine targets to apply to cash incentive and share plan
awards in 2015.
– Review the overall structure of our remuneration policies to
ensure they still support our business strategy.
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Remuneration report continued

Activities of the Remuneration Committee in 2014 and since the year end
In 2014, we held four physical meetings and determined four matters by written resolution. Each meeting was attended by all members of the
&RPPLWWHH7KH&KLHI([HFXWLYH2I²FHUWKH&KLHI+XPDQ5HVRXUFHV2I²FHUDQGWKH6HQLRU9LFH3UHVLGHQW*OREDO5HZDUGNH\PHPEHUVRIWKH
²QDQFHIXQFWLRQDQGWKH&RPSDQ\6HFUHWDU\DOVRDWWHQGHGDOORUSDUWRIVRPHRIWKHPHHWLQJVH[FHSWZKHQWKHLURZQUHPXQHUDWLRQZDVEHLQJ
discussed. We also met with the independent Remuneration Consultants, Towers Watson without management present. Our programme of work
in 2014 was as follows:
Month

Activity

(DUO\)HEUXDU\

¥ 1RWHGWKH²QDQFLDOUHVXOWVIRUDJDLQVWWKHWDUJHWVXQGHUWKHVKRUWWHUPDQGORQJWHUPLQFHQWLYHSODQV
– Agreed the targets for the short-term and long-term incentive plans for 2014, approving the third performance measure
for the Performance Share Plan
¥ $SSURYHGWKHTXDQWXPRIFDVKSD\PHQWVWR([HFXWLYH'LUHFWRUVDQG([HFXWLYH2I²FHUVXQGHUWKH$QQXDO,QFHQWLYH3ODQ
and awards under the Equity Incentive Programme and the Performance Share Programme
– Approved the vesting of options and share awards granted in 2011 and reviewed the performance of long-term awards
granted in 2012 and 2013
– Reviewed benchmark data increases to salaries across the Group and approved salary increases for Executive
'LUHFWRUVDQG([HFXWLYH2I²FHUVZLWKHIIHFWIURP$SULO
– Approved the text of the Remuneration report
– Reviewed and approved the business plan for the Remuneration Committee for 2014.

/DWH)HEUXDU\

¥ $SSURYHGWKH²QDOWDUJHWVIRUWKHVKRUWWHUPDQGORQJWHUPLQFHQWLYHSODQVIRU
¥ $SSURYHGWKH²QDOWH[WRIWKH5HPXQHUDWLRQUHSRUW

/DWH-XO\(Mid-year
Review of Remuneration
Arrangements)

– Reviewed the shareholder response and support for the Remuneration Policy and Report at the Annual
General Meeting
¥ 5HYLHZHGDGKHUHQFHWRVKDUHKROGLQJJXLGHOLQHVE\([HFXWLYH'LUHFWRUV([HFXWLYH2I²FHUVDQG6HQLRU([HFXWLYHV
– Monitored dilution limits and the number of shares available for use in respect of executive and all-employee
share plans
– Approved the schedule of share awards made since the previous meeting
– Approved minor changes to the rules of various share plans in line with local legislative changes
– Reviewed the performance of long-term awards granted in 2012, 2013 and 2014.

December

– Received a report from the Chairman of the Remuneration Committee on recent engagement with shareholders
– Approved the Remuneration Strategy for 2015
¥ &RQVLGHUHGWKH²UVWGUDIWRIWKH5HPXQHUDWLRQUHSRUWIRU
– Reviewed and considered the principles for determining payouts under the short-term and long-term plans due to vest
in 2015
– Approved the schedule of share awards made since the previous meeting.

(Approval of salaries,
awards and payouts
in 2014)

(by telephone)
(Final approval of
Remuneration report)

(Review of
Remuneration Strategy)

Four written resolutions were approved during the year relating to the approval of two leaver and two recruitment arrangements for
([HFXWLYH2I²FHUV
6LQFHWKH\HDUHQGZHKDYHDOVRUHYLHZHGWKH²QDQFLDOUHVXOWVIRUDJDLQVWWKHWDUJHWVXQGHUWKHVKRUWWHUPDQGORQJWHUPLQFHQWLYH
arrangements jointly with the Audit Committee, and have agreed the targets for the short-term and long-term incentive plans for 2015. We
KDYHDOVRDSSURYHGLQFUHDVHVWRWKHVDODULHVRI([HFXWLYH'LUHFWRUVDQG([HFXWLYH2I²FHUVDQGGHWHUPLQHGFDVKSD\PHQWVXQGHUWKH$QQXDO
Incentive Plan, awards under the Equity Incentive Programme and the Performance Share Programme, and the vesting of awards under the
Performance Share Programme granted in 2012. Finally, we approved the wording of this Directors’ remuneration report.
During the year, the Remuneration Committee received information and advice from Towers Watson, an independent executive
UHPXQHUDWLRQFRQVXOWDQF\²UPDSSRLQWHGE\WKH5HPXQHUDWLRQ&RPPLWWHHLQIROORZLQJDIXOOWHQGHUSURFHVV7KH\SURYLGHGDGYLFHRQ
market trends and remuneration issues in general, attended Remuneration Committee meetings, assisted in the review of the Directors’
remuneration report and in determining the third performance measure for the Performance Share Programme. The fees paid to Towers
:DWVRQIRU5HPXQHUDWLRQ&RPPLWWHHDGYLFHGXULQJFKDUJHGRQDWLPHDQGH[SHQVHEDVLVZDV LQWRWDO7RZHUV:DWVRQDOVR
provided other human resources and compensation advice to the Company for the level below the Board. Towers Watson comply with the
&RGHRI&RQGXFWLQUHODWLRQWR([HFXWLYH5HPXQHUDWLRQ&RQVXOWLQJLQWKH8QLWHG.LQJGRPDQGWKH5HPXQHUDWLRQ&RPPLWWHHLVVDWLV²HGWKDW
their advice is objective and independent.
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6LQJOHWRWDO²JXUHRQUHPXQHUDWLRQ¥([HFXWLYH'LUHFWRUV

Director

Fixed pay
Payment
in lieu
Base salary
of pension

Taxable
EHQH²WV

Performance
Share Plan

Share
Option Plan




$811,006


$2,641,455
0

–
0

$470,373


$465,437


–
–

–
–

Other items in the nature
of remuneration
AllEmployee
One-Off
Share Plans
Awards

Long-term variable pay

–
–

Total

– 
– 

STRATEGIC REPORT

Olivier Bohuon
Appointed 1 April 2011
2014
$1,464,515  $286,341
2013
 $427,668 $112,637
Julie Brown
Appointed 4 February 2013
2014
$840,487
$252,146 
2013
$708,450 $212,536 $22,510

Annual
variable pay
Hybrid
Annual
Annual
Incentive
Incentive
Plan – cash Plan – equity

–
– 
$5,684 $838,266 $3,037,224

7KHVH²JXUHVKDYHEHHQFDOFXODWHGDVIROORZV
%DVHVDODU\ the actual salary receivable for the year.
3D\PHQWLQOLHXRISHQVLRQ the value of the salary supplement paid by the Company in lieu of a pension.
%HQH²WVWKHJURVVYDOXHRIDOOWD[DEOHEHQH²WV RUEHQH²WVWKDWZRXOGEHWD[DEOHLQWKH8. UHFHLYHGLQWKH\HDU3ULRU\HDUVDUHUHVWDWHGWRUH³HFW
amounts not known at the date of signing the previous annual report.
$QQXDO,QFHQWLYH3ODQ¥HTXLW\WKHYDOXHRIWKHHTXLW\HOHPHQWDZDUGHGLQUHVSHFWRISHUIRUPDQFHLQWKHUHOHYDQW²QDQFLDO\HDUEXWVXEMHFWWR
an ongoing performance test as described on pages 87 and 88 of this report.
3HUIRUPDQFH6KDUH3ODQ the value of shares vesting that were subject to performance over the three-year period ending on 31 December in the
UHOHYDQW²QDQFLDO\HDUEDVHGRQDQHVWLPDWHGVKDUHSULFHRISHQFHSHUVKDUHZKLFKZDVWKHDYHUDJHSULFHRIDVKDUHRYHUWKHODVWTXDUWHU
of 2014.
6KDUH2SWLRQ3ODQ the embedded gain of options vesting that were subject to performance over the three-year period ending on 31 December
LQWKHUHOHYDQW²QDQFLDO\HDU

CORPORATE GOVERNANCE

$QQXDO,QFHQWLYH3ODQ¥FDVKWKHYDOXHRIWKHFDVKLQFHQWLYHSD\DEOHIRUSHUIRUPDQFHLQUHVSHFWRIWKHUHOHYDQW²QDQFLDO\HDU

$OO(PSOR\HH6KDUH3ODQV the gain on the date of grant for SAYE awards (these are only subject to an employment condition and therefore the
WRWDOYDOXHLVFDSWXUHGLQWKH\HDURIJUDQW UH³HFWLQJWKHGLVFRXQWDWZKLFKRSWLRQVDUHJUDQWHGLQWKHUHOHYDQW²QDQFLDO\HDU
2QHRIIDZDUGVWKHWRWDOIDFHYDOXHRIVKDUHVDZDUGHGWR-XOLH%URZQRQDSSRLQWPHQWLQDVGHVFULEHGRQSDJHRIWKLVUHSRUW WKHVH
awards are only subject to an employment condition and therefore the total value is captured in the year of award).
7RWDO the sum of the above elements.

Base salary

%HQH²WV

With effect from 1 April in each year, Executive Directors were paid the
following base salaries:

In 2014, both Olivier Bohuon and Julie Brown received death in service
cover of seven times basic salary, of which four times salary is payable
as a lump sum with the balance used to provide for any spouse and
dependent persons. They also received health cover for themselves
DQGWKHLUIDPLOLHVDFDUDOORZDQFHDQG²QDQFLDOFRQVXOWDQF\DGYLFH
Oliver Bohuon also received assistance with travel costs between
London and Paris. The same arrangements will apply in 2015. The
IROORZLQJWDEOHVXPPDULVHVWKHYDOXHRIEHQH²WVRQDQHOHPHQWE\
element basis in respect of 2013 and 2014.

Olivier Bohuon
Julie Brown

2013
201
3

2014
201
4

€1,081,500
£500,000

€1,111,782
£514,000

In February 2015, we reviewed the base salaries of the Executive
Directors, having considered general economic conditions and average
salary increases across the rest of the Group, which have averaged
at 3%. The Remuneration Committee has therefore agreed that the
Executive Directors’ base salaries will increase by 3% with effect from
1 April 2015 to the following:
Olivier Bohuon
Julie Brown

€1,145,135
£

Payment in lieu of pension
In 2014, both Olivier Bohuon and Julie Brown received a salary
supplement of 30% of their basic salary to apply towards their
retirement savings, in lieu of membership of one of the Company’s
pension schemes. The same arrangement will apply in 2015.

Olivier Bohuon
2013
2014

Julie Brown
2013
2014

Health Cover
£12,088 £20,642
Car and fuel allowance €18,050 €18,751
Financial
 £24,053
consultancy advice (ii)
¯ ¯
Travel costs
 £28,537
Subscriptions
£3,504 (i) £3,473

£1,130
£1,144
£13,270 £14,640
£0
£0
£0


£0
£0

(i) 3UHYLRXV\HDUVDUHUHVWDWHGWRUH³HFWDPRXQWVQRWNQRZQDWWKHGDWHRIVLJQLQJRIWKHSUHYLRXV
Annual Report.
LL  7KHOHYHORI²QDQFLDOFRQVXOWDQF\DGYLFHIHHVIRU2OLYLHU%RKXRQLQUH³HFWVWKDWKHLV
a French national working in a global role of a company headquartered in the UK.
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The amounts for 2014 have been converted into US$ for ease of comparability using the exchange rates of £ to US$1.6464 and € to US$1.3263, and
for the prior years using exchange rates disclosed in previous years’ accounts.

CORPORATE GOVERNANCE

Remuneration report continued

Annual Incentive Plan
During 2014, the Annual Incentive Plan for Executive Directors was
EDVHGRQWKHDFKLHYHPHQWRIVSHFL²F²QDQFLDODQGEXVLQHVVREMHFWLYHV
as follows:
Financial objectives

70%

Revenue 30%
7UDG
7U
DGLQ
LQJ
JSU
SUR²
R²WW


7UDGLQJSUR²W
Trading
g cash 10%
Business objectives

30%

Re-investment and
Group Optimisation

Olivier Bohuon
5%
Olivier Bohuon

Julie Brown
10%
Julie Brown

25%

20%

Business
People
Customer

The Board have considered whether it would be in the best interests
of the Company and its shareholders to disclose the precise targets
agreed for each of the performance measures in 2014. The targets for
HDFK\HDUDUHVHWZLWKLQWKHFRQWH[WRIWKH*URXSªV²YH\HDUSODQZKLFK
is updated at least annually. If we were to disclose the precise targets
for one year of the plan, this would give information to our competitors
about our long-term plans, which they could use to compete against
us, for example by re-timing the launch of new products or extension
into new growth areas. This could be detrimental to our commercial
performance both in 2015 and going forward. The Board has concluded
that even though the actual results for 2014 are known and published,
it would be commercially sensitive to disclose what the precise targets
determined at the beginning of 2014 were. At present, the Board would
not be in a position to declare these targets at a later date, but will keep
this under review.
In early 2015, the Remuneration Committee conducted an assessment
RIWKH([HFXWLYH'LUHFWRUVDJDLQVWWKHLU²QDQFLDODQGEXVLQHVV
objectives. In doing so the Remuneration Committee focused on the
need to balance short-term growth whilst building the platform to
deliver sustainable strong performance and greater shareholder value
over the medium-term.
In summary, the performance of the Executive Directors against the
targets set for 2014 was as follows:

Below
threshold

Revenue (30%)
7UDGLQJSUR²W 
Trading cash (10%)
Business
objectives (30%)
Olivier Bohuon
Business
objectives (30%)
Julie Brown
Multiplier (+/- 10%)
Olivier Bohuon
Multiplier (+/- 10%)
Julie Brown

Between
target and
threshold

Between
target
and
maximum

Above
maximum

X
X
X
X
X
The Remuneration Committee agreed not
to apply the multiplier to the annual incentive
assessment in respect of 2014.

Financial Objectives
2YHUWKHSHULRGUHYHQXHZDVPLOOLRQWUDGLQJSUR²WZDV
PLOOLRQDQGWUDGLQJFDVK³RZPLOOLRQ:KHQVHWDJDLQVWWKH
²QDQFLDOREMHFWLYHVIRUUHYHQXHSHUIRUPDQFHZDVEHWZHHQWDUJHW
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DQGWKUHVKROGZKLOHWUDGLQJSUR²WDQGWUDGLQJFDVKSHUIRUPDQFHZDV
below threshold.
The Committee believes, whilst some of the underperformance on
WUDGLQJSUR²WDQGFDVKLVDWWULEXWDEOHWRWKH5(1$6<6KROGLQWKH86
WKH²QDQFLDORXWWXUQSDUWO\UH³HFWVWKHLPSDFWRILPSRUWDQWVWUDWHJLF
decisions to invest more in the business during 2014 to deliver
longer-term, sustainable value. Decisions to invest in R&D, Emerging &
International Markets, the sales force, particularly in wound, and new,
GLVUXSWLYHEXVLQHVVPRGHOVLQDOOLPSDFWHGSUR²WDELOLW\IRUWKH
\HDUEXWVWUHQJWKHQHGWKHSODWIRUPIRUIXWXUHJURZWK7UDGLQJFDVK³RZ
ZDVLPSDFWHGDVZHPDGHVLJQL²FDQWLQYHVWPHQWLQLQVWUXPHQWVHWV
WRVXSSRUWJURZWKUHEXLOWRXUZRXQGVDIHW\VWRFNIROORZLQJ³RRGLQJLQ
our Hull, UK factory and increased the holdings of Advanced Wound
Bioactives products to meet anticipated demand.

Business Objectives
Under Olivier’s strong leadership, and consistent with the strategic plan
KHLQLWLDWHGLQWKH*URXSPDGHVLJQL²FDQWSURJUHVVLQ
Olivier is delivering on his strategy to rebalance Smith & Nephew by
strengthening our higher growth platforms, which currently represent
more than half the business, up from just 35% three years ago.
Advanced Wound Bioactives delivered strong double-digit growth,
Sports Medicine Joint Repair performed well, Trauma & Extremities
made good progress, and the Emerging & International Markets
business increased underlying revenue by 17%. He also oversaw
a successful turnaround in US Orthopeadic Reconstruction and
addressed issues in Europe and AWM where we faced headwinds.
In addition to maintaining an increased level of investment in R&D and
supporting new products, he introduced new, disruptive commercial
models in orthopaedic reconstruction and the Emerging & International
0DUNHWVWRSRVLWLRQ6PLWK 1HSKHZWRIXO²OWKHXQPHWQHHGV
of customers.
Finally, he continues to deliver on our strategic priority to supplement
organic growth through acquisition. He led the acquisition of
ArthroCare Corporation for $1.7 billion, Smith & Nephew’s largest deal
to date. This has strengthened our Sports Medicine business and
we will use our global presence to drive substantial new growth. He
also oversaw the integration of our recent Emerging & International
Markets acquisitions.
The Remuneration Committee has therefore determined that Olivier
performed between target and maximum in 2014 with regard to his
business objectives.
Under Julie’s stewardship we continued our disciplined approach
WR²QDQFHDSSO\LQJRXUFDVKDOORFDWLRQIUDPHZRUNPDQDJLQJ
trading cash effectively to support investments and initiating a major
Group optimisation programme. Led by Julie, this will realise at least
$120 million of annual savings. This is progressing as planned, with
early results including rationalising our global property portfolio and
making major savings through better procurement processes. She led
a successful private placement and has overseen an improvement in
our corporate tax rate with further progress expected.
6KHLVOHDGLQJD²QDQFHWUDQVIRUPDWLRQSURMHFWHVWDEOLVKLQJQHZ
transactional systems across Europe and new Business Information
WRROVZKLFKLVLPSURYLQJYLVLELOLW\DQGFRQVLVWHQF\RI²QDQFLDO
information in the business.
The Remuneration Committee has therefore determined that Julie
performed between target and maximum in 2014 with regard to her
business objectives.
It is not appropriate to disclose the precise personal targets set as a
number of the measurements continue to apply into 2015 and would
be commercially sensitive if known by our competitors. At present,
the Board would not be in a position to declare these targets at a later
date, but will keep this under review. The Remuneration Committee did
highlight a number of their achievements as follows:

Commentary on 2014 performance
Julie Brown
Leading implementation of new
Group optimisation programme
to achieve $120 million of annual
savings, with programme on
plan at year-end. Oversaw
tax improvement with 220bps
reduction in full-year effective rate
achieved since the end of 2012
and further progress expected.

Executive Director

Olivier Bohuon
Julie Brown

Cash Component
% of salary

Amount

65
56

€718,026


Equity Component
% of salary

Amount

55 €611,480
55 £282,700

As a result of the 2014 performance assessment for both Olivier
%RKXRQDQG-XOLH%URZQWKH²UVWWUDQFKHRIWKH(TXLW\,QFHQWLYH$ZDUG
made in 2014, the second tranche of the Equity Incentive Award made
in 2013 and the third tranche of the Equity Incentive Award made in
2012 (to Olivier Bohuon only) will vest.

Annual Incentive Plan 2015

People
Olivier Bohuon
Employee engagement surveys
GHPRQVWUDWHGVLJQL²FDQW
improvements in Strategic
Direction, Empowerment, Crossbusiness Coordination and
Customer Focus across the Group.
$FKLHYHG²UVW*UHDW3ODFHWR:RUN
accreditation.

Julie Brown
Delivered structural and cultural
transformation programme
DFURVV²QDQFHIXQFWLRQDQG
improved quality of management
information to support decision
making across the Group.

Julie Brown
Represented the Group with
LQYHVWRUVDQG²QDQFLDODQDO\VWV
gaining strongly positive feedback.
Hosted CFO roundtable events
in New York City, and presented
DWLQYHVWRUDQGRWKHUKLJKSUR²OH
conferences. Introduced new
²QDQFLDOGLVFLSOLQHVZLWKWKH
development of group-wide
Minimum Acceptable Practices.
5H²QDQFHGWKH&RPSDQ\WKURXJK
US Private Placement, term loans
and revolving credit facility.

Financial objectives

70%

Revenue 30%
7UDGLQJSUR²W
Trading cash 10%
Business objectives
Business process
People
Customer

30%

The Board has determined that the disclosure of performance targets
DWWKLVWLPHLVFRPPHUFLDOO\VHQVLWLYH$VH[SODLQHGRQSDJHWKHVH
WDUJHWVDUHGHWHUPLQHGZLWKLQWKHFRQWH[WRID²YH\HDUSODQDQGWKH
disclosure of these targets could give information to our competitors
about details of our strategy which would enable them to compete
more effectively with us to the detriment of our performance. At
present, the Board would not be in a position to declare these targets at
a later date, but will keep this under review.
)RUWKH²QDQFLDOSHUIRUPDQFHPHDVXUHV©7DUJHWªLVVHWDWWDUJHW
performance as approved by the Board in the Budget for 2015.
‘Threshold’ and ‘Maximum’ are set at +/–3% from the target for revenue
DQGWUDGLQJSUR²WPHDVXUHVDQGDW¥IRUWKHFDVK³RZPHDVXUH

Details of awards made under the Equity
incentive Programme
Details of conditional awards over shares, granted as part of the Annual
Equity Incentive Programme to Executive Directors under the rules of
the Global Share Plan 2010 in 2014 are shown below. The performance
conditions and performance periods applying to these awards are
detailed above.
Date granted

Number of shares
under award

Date vesting

61,683 ordinary shares

1/3 on 7 March 2015
1/3 on 7 March 2016
1/3 on 7 March 2017

RUGLQDU\VKDUHV

1/3 on 7 March 2015
1/3 on 7 March 2016
1/3 on 7 March 2017

Olivier Bohuon
7 March 2014
Julie Brown
7 March 2014
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Julie Brown
Maintained rigorous oversight of
investment performance across
recent acquisitions including
Advanced Wound Bioactives
business acquired at the end
of 2012, which delivered 15%
growth in 2014 and Emerging &
International Markets acquisitions
in Brazil, Turkey and India, and the
acquisition of ArthroCare.

The Remuneration Committee has also reviewed the Annual Incentive
Plan arrangements for 2015 and has determined that the following
SHUIRUPDQFHPHDVXUHVDQGZHLJKWLQJVZLOODSSO\WRWKH²QDQFLDODQG
business objectives in 2015:
CORPORATE GOVERNANCE

Business objectives
Olivier Bohuon
Completed $1.7 billion acquisition
of ArthroCare Corporation,
strengthening our Sports
Medicine business with
technology and products and
strategy to drive substantial
new growth through our global
platform. Implemented leaner
corporate structure, including one
managing director across markets
outside of the US, to enable better
focus on the customer.

Customer
Olivier Bohuon
Delivered new business models
to meet the unmet needs of the
customer including Syncera,
a new commercial solution for
Orthopaedic Reconstruction, and
a mid-tier organisation for the
Emerging & International Markets.
These challenge the status quo,
widening access to market and
giving customers new economic
options as they seek to improve
the quality of life for their patients.
Set the tone from the top and
ensured strong ethics and
compliance performance across
the Group.

In summary, as a result of the performance described above, the
Remuneration Committee determined that the following awards be
made under the Annual Incentive Plan in respect of performance in 2014:

STRATEGIC REPORT

Reinvestment and Group
Optimisation
Olivier Bohuon
Increased business agility and
HI²FLHQF\KHKDVGHOLYHUHG
annualised savings of $146
million for reinvestment in highergrowth platforms, including
Emerging & International Markets.
Ensured higher investment
levels maintained in R&D and
strong pipeline of new products
including expanding JOURNEY
II knee system and new Sports
Medicine and Trauma &
Extremities systems. Initiated
Group optimisation programme to
achieve further savings, including
optimising locations.

The Remuneration Committee also considered whether to apply the
multiplier to the annual incentive assessment of Olivier Bohuon and Julie
Brown and agreed that no multiplier was appropriate in respect of 2014.

CORPORATE GOVERNANCE

Remuneration report continued

The precise awards granted in 2015 in respect of service in 2014 will
be announced when the awards are made and will be disclosed in the
2015 Annual Report.

Performance Share Programme – grants
Performance share awards in 2014 were made to Executive Directors
XQGHUWKH*OREDO6KDUH3ODQWRDPD[LPXPYDOXHRIRI
VDODU\ IRUWDUJHWSHUIRUPDQFH 3HUIRUPDQFHZLOOEHPHDVXUHG
RYHUWKHWKUHH²QDQFLDO\HDUVEHJLQQLQJLQDQGZLOOYHVWVXEMHFW
to performance and continued employment in 2017. 50% of the award
ZLOOYHVWVXEMHFWWRIUHHFDVK³RZSHUIRUPDQFHWRUHYHQXHLQ
Emerging & International Markets and 25% to TSR.
)UHHFDVK³RZLVGH²QHGDVQHWFDVKLQ³RZIURPRSHUDWLQJDFWLYLWLHV
OHVVFDSLWDOH[SHQGLWXUH)UHHFDVK³RZLVWKHPRVWDSSURSULDWH
PHDVXUHRIFDVK³RZSHUIRUPDQFHEHFDXVHLWUHODWHVWRFDVK
JHQHUDWHGWR²QDQFHDGGLWLRQDOLQYHVWPHQWVLQEXVLQHVVRSSRUWXQLWLHV
debt repayments and distribution to shareholders. This measure
LQFOXGHVVLJQL²FDQWHOHPHQWVRIRSHUDWLRQDO²QDQFLDOSHUIRUPDQFHDQG
helps to align Executive Director awards with shareholder value creation.
7KHRIWKHDZDUGWKDWZLOOEHVXEMHFWWRIUHHFDVK³RZSHUIRUPDQFH
will vest as follows:
&XPXODWLYHIUHHFDVK³RZ

Award vesting as % of salary

Below $1.64bn
$1.64bn
$1.88bn
$2.12bn or more

Nil
23.75%
47.5%


Awards will vest on a straight-line basis between these points.
5HYHQXHLQ(PHUJLQJ ,QWHUQDWLRQDO0DUNHWVLVGH²QHGDVFXPXODWLYH
revenue over a three-year period opening 1 January 2014 from our
Emerging & International Markets. The 25% of the award that will be
subject to revenue in Emerging & International Market performance will
vest as follows:
Revenue in Emerging &
International
Intern
Int
ernati
ationa
onall Mark
M
Markets
arkets
ets

Award
Awa
rd ves
vestin
vesting
ting
g as
as % of sa
salar
salary
laryy

Below Threshold
Threshold
Target
Maximum or above

Nil
11.875%
23.75%
47.5%

It is not possible to disclose precise targets for revenue growth in
Emerging & International Markets as this will give commercially
sensitive information to our competitors concerning our growth plans
in Emerging & International Markets, which they could use against
us to launch new products and enter new markets. This would be
detrimental to our business in Emerging & International Markets,
which are key to our success overall. ‘Target’ is set at target cumulative
revenues from Emerging & International Markets in the corporate plan
approved by the Board for the three years commencing 1 January 2014.
‘Threshold’ and ‘Maximum’ are set at +/– 15% from target. At present,
the Board would not be in a position to declare these targets at a later
date, but will keep this under review.
25% of the award will vest based on the Company’s Total shareholder
Return (TSR) performance relative to a bespoke peer group of
companies in the medical devices sector over a three-year period
commencing 1 January 2014 as follows:
Relative TSR ranking

Award vesting as % of salary

Below median
Median
Upper quartile

Nil
11.875%
47.5%
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Awards will vest on a straight-line basis between these points. If the
Company’s TSR performance is below median, none of this part of the
award will vest.
The bespoke peer group for the 2014 awards comprises of the
IROORZLQJFRPSDQLHV%D[WHU%HFWRQ'LFNLQVRQ%RVWRQ6FLHQWL²F&5
Bard, Coloplast, Conmed, Covidien, Edwards life Sciences, Medtronic,
1REHO%LRFDUH1XYDVLYH2UWKR²[6WU\NHU6W-XGH0HGLFDO:ULJKW
Medical and Zimmer.
The Group’s TSR performance and its performance relative to the
comparator group is independently monitored and reported to the
remuneration Committee by Towers Watson. TSR is calculated in
common currency using a three-month averaging period at the start
and end of the performance period. The Company has established
protocols for dealing with companies that cease to be listed or merger
and acquisition activity within the peer group.

Performance Share Programme 2015
Performance share awards will be made in 2015 to Executive Directors
XQGHUWKH*OREDO6KDUH3ODQWRDPD[LPXPYDOXHRIRIVDODU\
IRUWDUJHWSHUIRUPDQFH 3HUIRUPDQFHZLOOEHPHDVXUHGRYHUWKH
WKUHH²QDQFLDO\HDUVFRPPHQFLQJ-DQXDU\DQGZLOOYHVWVXEMHFWWR
performance and continued employment in 2018. Vesting will be subject
to the same three performance measures as applies to the awards
PDGHLQXVLQJWKHVDPHGH²QLWLRQVDQGVDPHFRPSDUDWRUJURXS
RIWKHDZDUGZLOOYHVWVXEMHFWWRIUHHFDVK³RZSHUIRUPDQFH
to revenue in Emerging & International Markets and 25% to TSR.
7KHRIWKHDZDUGWKDWZLOOEHVXEMHFWWRIUHHFDVK³RZSHUIRUPDQFH
will vest as follows:
&XPXODWLYHIUHHFDVK³RZ

Award vesting as % of salary

Below $1.58bn
$1.58bn
$1.81bn
$2.05bn or more

Nil
23.75%
47.5%


7KHIUHHFDVK³RZSHUIRUPDQFHPHDVXUHWDUJHWIRULVORZHUWKDQ
the same target in 2014, primarily due to exchange rate movement,
as well as the continued impact of the RENASYS hold in the US and
restructuring charges associated with the Group Optimisation Plan,
both of which were not factored in when setting the prior year target.

Vesting of Awards made in 2012
Since the end of the year, the Remuneration Committee has reviewed
the vesting of conditional awards made to Executive Directors under
the Global Share Plan 2010 in 2012. Vesting of the conditional awards
made in 2012 was subject to performance conditions based on TSR
DQGFXPXODWLYHIUHHFDVK³RZPHDVXUHGRYHUDWKUHH\HDUSHULRG
commencing 1 January 2012.
50% of the award was based on the Company’s TSR performance
relative to a bespoke peer group of companies in the medical devices
sector. Over the three-year period ending 31 December 2014, the
Company was ranked 7th out of 17 companies in the comparator group.
This part of the award therefore vested at 58.5%.
RIWKHDZDUGZDVEDVHGRQIUHHFDVK³RZSHUIRUPDQFH2YHUWKH
VDPHWKUHH\HDUSHULRGWKHDGMXVWHGFXPXODWLYHFDVKIUHHFDVK³RZ
was $1.642 billion. These adjustments include items such as Board
approved M&A including the acquisition of Healthpoint and ArthroCare
but do not include items such as the proceeds of the sale of the
Gilberdyke business or the repayment of the Bioventus loan which are
excluded from free cash. This part of the award therefore vested at 55.5%.
Overall therefore, the conditional awards made in 2012 will vest at 57%
on 8 March 2015 as follows:
Director

Date of grant

Number of shares
under award
Number vesting

Olivier Bohuon

8 March 2012

267,304

152,363

6XPPDU\RIVFKHPHLQWHUHVWVDZDUGHGGXULQJWKH²QDQFLDO\HDU
%DVLVRQZKLFKDZDUGLVPDGH

Olivier Bohuon
Number of shares
Face value

Julie Brown
Number of shares
Face value

61,683

€



£250,000

180,304


€2,054,850
€1,027,425

100,688
50,344


£475,000

$QQXDO(TXLW\,QFHQWLYH$ZDUG VHHSDJH

3OHDVHVHH3ROLF\7DEOHRQSDJHVWRIRUGHWDLOVRIKRZWKHDERYHSODQVRSHUDWH7KHQXPEHURIVKDUHVLVFDOFXODWHGXVLQJWKHFORVLQJVKDUH
SULFHRQWKHGD\EHIRUHWKHJUDQWZKLFKIRUWKHDZDUGVJUDQWHGRQ0DUFKZDVSHQFH

Details of awards made under the Performance Share Programme

STRATEGIC REPORT

Performance Share Award (see page 88)
EDVHVDODU\DWPD[LPXP
EDVHVDODU\DWWDUJHW

Details of conditional awards over shares granted to Executive Directors subject to performance conditions are shown below. These awards
were granted under the Global Share Plan 2010. The performance conditions and performance periods applying to these awards are detailed
RQSDJHVWR
Date granted

Olivier Bohuon

Julie Brown

(i)

Date of vesting

267,304

180,304
132,866
100,688

8 March 2015
7 March 2016
7 March 2017
7 March 2016
7 March 2017

CORPORATE GOVERNANCE

8 March 2012
7 March 2013
7 March 2014
7 March 2013
7 March 2014

Number of ordinary shares under award

(i) On 3 February 2015, 43% of the award granted to Olivier Bohuon lapsed following completion of the performance period.

Details of option grants under the All-Employee ShareSave Plan
Details of options held by Executive Directors under the Smith & Nephew ShareSave Plan (2012) are shown below.
Director

Julie Brown

Number of shares
under option

Date granted

17 September 2013

Date of vesting

2,400 ordinary shares 1 November 2018

Exercise period

Option price

1 November 2018 to
$SULO

£6.25

Details of one-off awards
Details of the award granted to Julie Brown on joining the Company to compensate her for shares forfeited on leaving her former company
DUHVKRZQEHORZ7KLVDZDUGZDVPDGHXQGHU/LVWLQJ5XOH7KHUHDUHQRSHUIRUPDQFHFRQGLWLRQVDWWDFKLQJWRWKHVHVKDUHVRWKHUWKDQ
continued service.
Date granted

Number of shares under award

Date of vesting

Julie Brown

7 March 2013

25,000 ordinary shares

4 February 2016

FINANCIAL STATEMENTS AND OTHER INFORMATION

Director

6LQJOHWRWDO²JXUHRQUHPXQHUDWLRQ¥&KDLUPDQDQG1RQH[HFXWLYH'LUHFWRUV
Director

Roberto Quarta(ii)
Vinita Bali(iii)
Ian Barlow
Virginia Bottomley
Sir John Buchanan(iv)
Michael Friedman
Pamela Kirby(v)
Brian Larcombe
Joseph Papa
Ajay Piramal(vi)
Richard De Schutter(vii)

Basic annual fee(i) Senior Independent Director/
Committee fee

2013
£4,846
N/A
£66,150
£66,150
£420,000
$126,000
£66,150
£66,150
$126,000
£66,150
$126,000

2014
£334,673
£5,250
£66,150
£66,150
£112,307
$126,000
£36,750
£66,150
$126,000
£10,500
$33,692

2013
N/A
N/A
£15,000
N/A
N/A
N/A
£15,000
N/A
$27,000
N/A
$27,000

2014
N/A
N/A
£15,000
N/A
N/A
$11,250
£8,750
£10,865
$27,000
N/A
$7,580

Intercontinental travel fee

2013
£0
N/A
£7,000
£7,000
N/A
$28,000
£7,000
£7,000
$28,000
£10,500
$35,000

2014
£7,000
£3,500
£7,000
£7,000
N/A
$35,000
N/A
£7,000
$35,000
N/A
$14,000

Total

2013
£4,846
N/A
£88,150
£73,150
£420,000
$154,000
£88,150
£73,150
$181,000
£76,650
$188,000

2014
£341,673
£8,750
£88,150
£73,150
£112,307
$172,250
£45,500
£84,015
$188,000
£10,500
$55,273

(i) The basic annual fee includes shares purchased for the Chairman and Non-executive Directors in lieu of part of the annual fee, details of which can be found on the table on page 101.
(ii) Appointed to the Board on 4 December 2013 and as Chairman of the Company on 10 April 2014. (iii) Appointed to the Board on 1 December 2014. (iv) Retired from the Board on 10 April 2014.
(v) Retired from the Board on 31 July 2014 (vi) Retired from the Board on 24 March 2014 (vii) Retired from the Board on 10 April 2014 (vi) Erik Engstrom is not included in the table because he joined the Board
on 1 January 2015.

Smith & Nephew Annual report 2014
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Remuneration report continued

&KLHI([HFXWLYH2I²FHUªVUHPXQHUDWLRQFRPSDUHGWRHPSOR\HHVJHQHUDOO\
7KHSHUFHQWDJHFKDQJHLQWKHUHPXQHUDWLRQRIWKH&KLHI([HFXWLYH2I²FHUEHWZHHQDQGFRPSDUHGWRWKDWRIHPSOR\HHVJHQHUDOO\
is as follows:

&KLHI([HFXWLYH2I²FHU
Average for all employees

Base salaryy

%HQH²WV

Annual cash bonus

% change 2014
3.0
3.0

% change 2014
154.0
N/A

% change 2014

–

(i) The average cost of wages and salaries for employees generally increased by 1.57% in 2014 (see Notes 2.4 and 3.1 of the Notes to the Group accounts.) Figures for annual cash bonuses are included in
the numbers.

Payments made to past Directors
No payments were made to former directors in the year.

3D\PHQWVIRUORVVRIRI²FH
1RSD\PHQWVZHUHPDGHLQUHVSHFWRID'LUHFWRUªVORVVRIRI²FHLQ

Outside Directorships
Olivier Bohuon is a Non-executive Director of Virbac SA and received €21,000 in respect of this appointment in 2014.

Directors’ interests in ordinary shares
%HQH²FLDOLQWHUHVWVRIWKH([HFXWLYH'LUHFWRUVLQWKHRUGLQDU\VKDUHVRIWKH&RPSDQ\DUHDVIROORZV
1 January 2014

Ordinary shares
Share options
Performance share
awards(ii)
Equity Incentive
awards
Other awards

Olivier Bohuon
31 December 2014

23 February 2015(i)
(iii)

1 January 2014

Julie Brown
31 December 2014

23 February 2015(i)

38,211(iv)
2,400(v)

111,238


210,974
0


0

0
2,400

25,000
2,400



688,536



132,886

233,554

233,554

143,387
66,666

147,114
0

147,114
0

0
75,000

26,497
50,000


25,000

(i) The latest practicable date for this Annual Report.
LL  7KHVHVKDUHDZDUGVDUHVXEMHFWWRIXUWKHUSHUIRUPDQFHFRQGLWLRQVEHIRUHWKH\PD\YHVWDVGHWDLOHGRQSDJHVWR
LLL  7KHRUGLQDU\VKDUHVKHOGE\2OLYLHU%RKXRQRQ)HEUXDU\UHSUHVHQWRIKLVEDVHDQQXDOVDODU\
(iv) The ordinary shares held by Julie Brown on 23 February 2015 represent 87.8% of her base annual salary.
(v) This option was granted under the Smith & Nephew ShareSave Plan (2012).
7KHEHQH²FLDOLQWHUHVWRIHDFK([HFXWLYH'LUHFWRULVOHVVWKDWRIWKHRUGLQDU\VKDUHFDSLWDORIWKH&RPSDQ\,QDGGLWLRQ2OLYLHU%RKXRQKROGVGHIHUUHGVKDUHV)ROORZLQJWKHUHGHQRPLQDWLRQRIRUGLQDU\
VKDUHVLQWR86GROODUVRQ-DQXDU\WKH&RPSDQ\LVVXHGGHIHUUHGVKDUHV7KHVHVKDUHVDUHQRUPDOO\KHOGE\WKH&KLHI([HFXWLYH2I²FHUDQGDUHQRWOLVWHGRQDQ\6WRFNH[FKDQJHDQGKDYHH[WUHPHO\
limited rights attached to them.

%HQH²FLDOLQWHUHVWVRIWKH&KDLUPDQDQG1RQH[HFXWLYH'LUHFWRUVLQWKHRUGLQDU\VKDUHVRIWKH&RPSDQ\DUHDVIROORZV
Director

1 January 2014 (or date of
appointment) if later

'HFHPEHU RUGDWHRI
retirement if earlier)

23 February 2015(i)

Shareholding as % of
DQQXDOIHH(ii)

0
0
18,232
17,820
166,337
N/A
8,624
15,232
40,212

240


15,136
0
18,403
18,056
166,337
15,000
8,822
15,232
40,368
12,997
240
220,299

15,136
0
18,403
18,056
–
15,000
8,822
–
40,368

–
–

44.7%
0%
328.6%
322.4%
–
267.8%
127.7%
–
720.7%
188.2%
–
–

Roberto Quarta
Vinita Bali
Ian Barlow
Virginia Bottomley
Sir John Buchanan
Erik Engstrom
Michael Friedman(iii)
Pamela Kirby
Brian Larcombe
Joseph Papa(iii)
Ajay Piramal
Richard De Schutter

(i) The latest practicable date for this Annual Report.
LL  &DOFXODWHGXVLQJWKHFORVLQJVKDUHSULFHRISSHURUGLQDU\VKDUHDQGSHU$'6RQ)HEUXDU\DQGDQH[FKDQJHUDWHRI 
(iii) Michael Friedman and Joseph Papa hold some of their shares in the form of ADS.
7KHEHQH²FLDOLQWHUHVWRIHDFK1RQH[HFXWLYH'LUHFWRULVOHVVWKDWRIWKHRUGLQDU\VKDUHFDSLWDORIWKH&RPSDQ\



Smith & Nephew Annual report 2014

Relative importance of spend on pay

7KHIROORZLQJWDEOHVHWVRXWWKHWRWDODPRXQWVVSHQWLQDQGRQUHPXQHUDWLRQWKHDWWULEXWDEOHSUR²WIRUHDFK\HDUDQGWKHGLYLGHQGV
declared and paid in each year.
For the year to 31 December 2013

% change

$501m
$250m
$75m
$1,237m

$556m
P
$226m
P


4.60%
-66.81%


$WWULEXWDEOHSUR²WIRUWKH\HDU
Dividends paid during the year
Share buyback(i)
Total Group spend on remuneration

(i) Share buy-back programme ceased during 2014 following the acquisition of ArthroCare. Shares are bought in the market in respect of shares issued as part of the executive and employee share plans.
6HHQRWHRQSDJHIRUIXUWKHULQIRUPDWLRQ

Total Shareholder Return

STRATEGIC REPORT

For the year to 31 December 2014

A graph of the Company’s TSR performance compared to that of the FTSE 100 index is shown below in accordance with Schedule 8 to
the Regulations.
Six Year Total Shareholder Return
(measured in UK sterling, based on monthly spot values)
250
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CORPORATE GOVERNANCE
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Source: DataStream
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Jan 2012

Jan 2013

Jan 2014

FTSE 100

However, as we compare the Company’s performance to a tailored sector peer group of medical devices companies (see page 88, when
considering TSR performance in the context of the Global Share Plan 2010, we feel that the following graph showing the TSR performance of this
peer group is also of interest.
FINANCIAL STATEMENTS AND OTHER INFORMATION

Six Year Total Shareholder Return
(measured in US dollars, based on monthly spot values)
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Remuneration report continued

Table of historic data
7KHIROORZLQJWDEOHGHWDLOVLQIRUPDWLRQDERXWWKHSD\RIWKH&KLHI([HFXWLYH2I²FHULQWKHSUHYLRXV²YH\HDUV

Year

&KLHI([HFXWLYH2I²FHU

2014
2013
2012
2011
2011
2010


Olivier Bohuon
Olivier Bohuon
Olivier Bohuon
Olivier Bohuon(i),(iii)
David Illingworth(ii)
David Illingworth
David Illingworth

Annual Cash Incentive
payout against maximum
%

6LQJOH²JXUHRI
total remuneration

Long-term incentive vesting
rates against maximum opportunity
Performance shares %
Options %

65
84
84
68
37
57



$(iv)



$4,060,707
$4,406,485

57
N/A
N/A
N/A
27
70
46

N/A
N/A
N/A
N/A
27
61


L  $SSRLQWHG&KLHI([HFXWLYH2I²FHURQ$SULO
LL  5HVLJQHGDV&KLHI([HFXWLYH2I²FHURQ$SULO
(iii) Includes recruitment award of €1,400,000 cash and a share award over 200,000 ordinary shares with a value of €1,410,000 on grant
LY  3ULRU\HDUVDUHUHVWDWHGWRUH³HFWDPRXQWVQRWNQRZQDWWKHGDWHRIVLJQLQJWKHSUHYLRXVDQQXDOUHSRUW

Implementation of remuneration policy in 2015
The Remuneration Committee proposes to make no changes to the way that the remuneration policy is implemented in 2015 from how it was
implemented in 2014, other than increasing base salaries in line with salary increases across the Group, as explained on page 85 and setting new
targets for the Annual Incentive Plan and the Performance Share Programme, as explained on page 88.

Statement of voting at Annual General Meeting held in 2014
At the Annual General Meeting held on 10 April 2014, votes cast by proxy and at the meeting and votes with-held in respect of the two votes on the
Directors’ Remuneration Policy and the Directors’ remuneration report were as follows:
Resolution

Approval of
Directors’
Remuneration Policy
Approval of
Directors’
remuneration report

Votes for

% for

Votes against

% against Total votes validly cast

Votes withheld





40,818,512

6.50%





615,870,158



12,774,146

2.03%

628,644,304

1,106,154

Joseph Papa, Chairman of the Remuneration Committee has met with a number of shareholders in previous years to discuss remuneration
matters and met and held calls with the holders of around 28% of the shares in 2013. In 2014, he offered again to meet with shareholders to
discuss remuneration matters. Very few shareholders accepted his invitation to meet, acknowledging that shareholders were broadly happy with
our remuneration arrangements and had no concerns that they wished to discuss. He did however meet with shareholders holding around 2%
of the share capital, who also indicated their broad support for our remuneration arrangements. Joseph Papa is always happy to meet and talk to
shareholders who wish to discuss remuneration matters with him.
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Other remuneration matters
Senior Management remuneration
The Group’s administrative, supervisory and management body (the ‘Senior Management’) is comprised for US reporting purposes, of Executive
'LUHFWRUVDQG([HFXWLYHRI²FHUV'HWDLOVRIWKHFXUUHQW([HFXWLYH'LUHFWRUVDQG([HFXWLYH2I²FHUVDUHJLYHQRQSDJHVWR
Compensation paid to Senior Management in respect of 2014, 2013 and 2012 was as follows:
2012

2013

2014


$0

$537,000

$14,186,000
$0
$257,000
$414,000

$12,725,000
$2,664,000
$16,000
$507,000

STRATEGIC REPORT

Total compensation (excluding pension emoluments, but including cash payments
under the performance-related incentive plans)
7RWDOFRPSHQVDWLRQIRUORVVRIRI²FH
$JJUHJDWHLQFUHDVHLQDFFUXHGSHQVLRQVFKHPHEHQH²WV
Aggregate amounts provided for under supplementary schemes

As at 23 February 2015, the Senior Management owned 376,202 shares and 100,855 ADSs, constituting less than 0.1% of the share capital of
the Company.
Details of share awards granted during the year and held as at 23 February 2015 by members of Senior Management are as follows:
Total share awards held as at
23 February 2015


582,474




87,830

2,042

4,442

Dilution headroom
The Remuneration Committee ensures that at all times the number of new shares which may be issued under any share-based plans, including
all-employee plans, does not exceed 10% of the Company’s issued share capital over any rolling ten-year period (of which up to 5% may be
issued to satisfy awards under the Company’s discretionary plans). The Company monitors headroom closely when granting awards over shares
taking into account the number of options or shares that might be expected to lapse or be forfeited before vesting or exercise. In the event that
LQVXI²FLHQWQHZVKDUHVDUHDYDLODEOHWKHUHDUHSURFHVVHVLQSODFHWRSXUFKDVHVKDUHVLQWKHPDUNHWWRVDWLVI\YHVWLQJDZDUGVDQGWRQHWVHWWOH
option exercises.

CORPORATE GOVERNANCE

Equity Incentive awards
Performance Share awards
Conditional share awards under the Global Share Plan 2010
Options under Employee ShareSave plans and under the Global
Share Plan 2010

Share awards granted during the year

Over the previous 10 years (2005 to 2014), the number of new shares issued under our share plans has been as follows:
All-employee share plans
Discretionary share plans

 RILVVXHGVKDUHFDSLWDODVDW)HEUXDU\
37,853,815 (4.23% of issued share capital as at 23 February 2015)
FINANCIAL STATEMENTS AND OTHER INFORMATION

By order of the Board, on 25 February 2015

Joseph Papa
Chairman of the Remuneration Committee

Smith & Nephew Annual report 2014
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Remuneration report continued

The Policy Report
The Remuneration Committee presents the Directors’ remuneration policy report, which was approved by shareholders at the
$QQXDO*HQHUDO0HHWLQJKHOGRQ$SULO

Future policy table
Executive Directors
7KHIROORZLQJWDEOHDQGDFFRPSDQ\LQJQRWHVH[SODLQWKHGLIIHUHQWHOHPHQWVRIUHPXQHUDWLRQZHSD\WRRXU([HFXWLYH'LUHFWRUV
$OO²JXUHVLQWKLVSROLF\WDEOHDUHDVDWZKHQWKH3ROLF\5HSRUWZDVDSSURYHGE\VKDUHKROGHUV
How the component supports the shortDQGORQJWHUPVWUDWHJ\RIWKH&RPSDQ\

How the component operates

%DVHVDODU\DQGEHQH²WV
Base salary
:HDUHD)76(OLVWHGFRPSDQ\RSHUDWLQJLQRYHUFRXQWULHVDURXQG
WKHZRUOG2XUVWUDWHJ\WRJHQHUDWHFDVKIURP(VWDEOLVKHG0DUNHWVLQRUGHUWR
LQYHVWIRUJURZWKLQ(PHUJLQJ0DUNHWVPHDQVWKDWZHDUHFRPSHWLQJIRU
LQWHUQDWLRQDOWDOHQWDQGRXUEDVHVDODULHVWKHUHIRUHQHHGWRUH³HFWZKDWRXU
([HFXWLYH'LUHFWRUVZRXOGUHFHLYHLIWKH\ZHUHWRZRUNLQDQRWKHULQWHUQDWLRQDO
FRPSDQ\RIDVLPLODUVL]HFRPSOH[LW\DQGJHRJUDSKLFDOVFRSH

6DODULHVDUHQRUPDOO\UHYLHZHGDQQXDOO\ZLWKDQ\LQFUHDVHDSSO\LQJ
IURP$SULO
6DODU\OHYHOVDQGLQFUHDVHVWDNHDFFRXQWRI
– PDUNHWPRYHPHQWVZLWKLQDSHHUJURXSRIVLPLODUO\VL]HG8.
listed companies;
– scope and responsibility of the position;
– VNLOOH[SHULHQFHDQGSHUIRUPDQFHRIWKHLQGLYLGXDO'LUHFWRU
– JHQHUDOHFRQRPLFFRQGLWLRQVLQWKHUHOHYDQWJHRJUDSKLFPDUNHWDQG
– DYHUDJHLQFUHDVHVDZDUGHGDFURVVWKH&RPSDQ\ZLWKSDUWLFXODUUHJDUG
WRLQFUHDVHVLQWKHPDUNHWLQZKLFKWKH([HFXWLYHLVEDVHG

3D\PHQWLQOLHXRISHQVLRQ
,QRUGHUWRDWWUDFWDQGUHWDLQ([HFXWLYH'LUHFWRUVZLWKWKHFDSDELOLW\RIGULYLQJ Current Executive Directors receive an allowance in lieu of membership
RID&RPSDQ\UXQSHQVLRQVFKHPH
RXUFRUSRUDWHVWUDWHJ\ZHQHHGWRSURYLGHPDUNHWFRPSHWLWLYHUHWLUHPHQW
EHQH²WVVLPLODUWRWKHEHQH²WVWKH\ZRXOGUHFHLYHLIWKH\ZHUHWRZRUNIRURQH %DVHVDODU\LVWKHRQO\FRPSRQHQWRIUHPXQHUDWLRQWKDWLVSHQVLRQDEOH
RIRXUFRPSHWLWRUV
$WWKHVDPHWLPHZHVHHNWRDYRLGH[SRVLQJWKH&RPSDQ\WRGH²QHG
EHQH²WSHQVLRQULVNVDQGZKHUHSRVVLEOHZLOOPDNHSD\PHQWVLQOLHXRI
SURYLGLQJDSHQVLRQ

%HQH²WV
,QRUGHUWRDWWUDFWDQGUHWDLQ([HFXWLYH'LUHFWRUVZLWKWKHFDSDELOLW\RIGULYLQJ
RXUFRUSRUDWHVWUDWHJ\ZHQHHGWRSURYLGHDUDQJHRIPDUNHWFRPSHWLWLYH
EHQH²WVVLPLODUWRWKHEHQH²WVWKH\ZRXOGUHFHLYHLIWKH\ZHUHWRZRUNIRURQH
RIRXUFRPSHWLWRUV
It is important that our Executive Directors are free to focus on the Company’s
EXVLQHVVZLWKRXWEHLQJGLYHUWHGE\FRQFHUQVDERXWPHGLFDOSURYLVLRQULVN
EHQH²WFRYHURULIUHTXLUHGUHORFDWLRQLVVXHV

$ZLGHUDQJHRIEHQH²WVPD\EHSURYLGHGGHSHQGLQJRQWKHEHQH²WV
provided for comparable roles in the location in which the Executive
'LUHFWRULVEDVHG7KHVHEHQH²WVZLOOLQFOXGHDVDPLQLPXPKHDOWKFDUH
FRYHUOLIHDVVXUDQFHORQJWHUPGLVDELOLW\DQQXDOPHGLFDOH[DPLQDWLRQV
FRPSDQ\FDURUFDUDOORZDQFH7KH&RPPLWWHHUHWDLQVWKHGLVFUHWLRQWR
SURYLGHDGGLWLRQDOEHQH²WVZKHUHQHFHVVDU\RUUHOHYDQWLQWKHFRQWH[WRI
WKH([HFXWLYHªVORFDWLRQ
Where applicable, relocation costs may be provided in line with Company’s
relocation policy for employees, which may include removal costs,
DVVLVWDQFHZLWKDFFRPPRGDWLRQOLYLQJH[SHQVHVIRUVHOIDQGIDPLO\DQG
²QDQFLDOFRQVXOWDQF\DGYLFH,QVRPHFDVHVVXFKSD\PHQWVPD\EH
JURVVHGXS

All-employee arrangements
All-employee share plans
To enable Executive Directors to participate in all-employee share plans on
WKHVDPHEDVLVDVRWKHUHPSOR\HHV
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6KDUH6DYH3ODQVDUHRSHUDWHGLQWKH8.DQGRWKHUFRXQWULHVLQWHUQDWLRQDOO\
,QWKH86DQ(PSOR\HH6WRFN3XUFKDVH3ODQLVRSHUDWHG7KHVHSODQVHQDEOH
HPSOR\HHVWRVDYHRQDUHJXODUEDVLVDQGWKHQEX\VKDUHVLQWKH&RPSDQ\
Executive Directors are able to participate in such plans on a similar basis to
RWKHUHPSOR\HHVGHSHQGLQJRQZKHUHWKH\DUHORFDWHG

STRATEGIC REPORT

0D[LPXPOHYHOVRISD\PHQW

)UDPHZRUNLQZKLFKSHUIRUPDQFHLVDVVHVVHG

8SWRRIEDVHVDODU\

CORPORATE GOVERNANCE

3HUIRUPDQFHLQWKHSULRU\HDULVRQHRIWKHIDFWRUVWDNHQLQWRDFFRXQWDQGSRRU
7KHEDVHVDODU\RIWKH([HFXWLYH'LUHFWRUVZLWKHIIHFWIURP$SULO
SHUIRUPDQFHLVOLNHO\WROHDGWRD]HURVDODU\LQFUHDVH
ZLOOEHDVIROORZV
2OLYLHU%RKXRQ¯
-XOLH%URZQ 
7KHIDFWRUVQRWHGLQWKHSUHYLRXVFROXPQZLOOEHWDNHQLQWRFRQVLGHUDWLRQ
ZKHQPDNLQJLQFUHDVHVWREDVHVDODU\DQGZKHQDSSRLQWLQJD
QHZ'LUHFWRU
In normal circumstances, base salary increases for Executive Directors
ZLOOUHODWHWRWKHJHRJUDSKLFPDUNHWDQGSHHUJURXS,QDGGLWLRQWKH
DYHUDJHLQFUHDVHVIRUHPSOR\HHVDFURVVWKH*URXSZLOOEHWDNHQLQWR
DFFRXQW7KH5HPXQHUDWLRQ&RPPLWWHHUHWDLQVWKHULJKWWRDSSURYHKLJKHU
LQFUHDVHVZKHQWKHUHLVDVXEVWDQWLDOFKDQJHLQWKHVFRSHRIWKH([HFXWLYH
'LUHFWRUªVUROH$IXOOH[SODQDWLRQZLOOEHSURYLGHGLQWKH,PSOHPHQWDWLRQ
5HSRUWVKRXOGKLJKHULQFUHDVHVEHDSSURYHGLQH[FHSWLRQDOFDVHV
7KHOHYHORISD\PHQWLQOLHXRIDSHQVLRQSDLGWR([HFXWLYH'LUHFWRUVLVQRW
GHSHQGHQWRQSHUIRUPDQFH

([HFXWLYH'LUHFWRUVPD\FXUUHQWO\LQYHVWXSWR SHUPRQWKLQWKH8. 7KHSRWHQWLDOJDLQVIURPDOOHPSOR\HHSODQVDUHQRWEDVHGRQSHUIRUPDQFH
EXWDUHOLQNHGWRJURZWKLQWKHVKDUHSULFH
6KDUH6DYH3ODQ7KH5HPXQHUDWLRQ&RPPLWWHHPD\H[HUFLVHLWV
GLVFUHWLRQWRLQFUHDVHWKLVDPRXQWXSWRWKHPD[LPXPSHUPLWWHGE\WKH
+05HYHQXH &XVWRPV6LPLODUOLPLWVZLOODSSO\LQGLIIHUHQWORFDWLRQV
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7KHSROLF\LVIUDPHGE\WKHQDWXUHRIWKHEHQH²WVWKDWWKH5HPXQHUDWLRQ 7KHOHYHODQGFRVWRIEHQH²WVSURYLGHGWR([HFXWLYH'LUHFWRUVLVQRWGHSHQGHQW
RQSHUIRUPDQFHEXWRQWKHSDFNDJHRIEHQH²WVSURYLGHGWRFRPSDUDEOH
&RPPLWWHHLVZLOOLQJWRSURYLGHWR([HFXWLYH'LUHFWRUV7KHPD[LPXP
UROHVZLWKLQWKHUHOHYDQWORFDWLRQ
DPRXQWSD\DEOHZLOOGHSHQGRQWKHFRVWRISURYLGLQJVXFKEHQH²WVWR
DQHPSOR\HHLQWKHORFDWLRQDWZKLFKWKH([HFXWLYH'LUHFWRULVEDVHG
VKDUHKROGHUVVKRXOGQRWHWKDWWKHFRVWRISURYLGLQJFRPSDUDEOHEHQH²WV
LQGLIIHUHQWMXULVGLFWLRQVPD\YDU\ZLGHO\
$VDQLQGLFDWLRQWKHFRVWRIVXFKEHQH²WVSURYLGHGLQZDVDVIROORZV
2OLYLHU%RKXRQ¯
-XOLH%URZQ 
7KHPD[LPXPDPRXQWSD\DEOHLQEHQH²WVWRDQ([HFXWLYH'LUHFWRULQ
QRUPDOFLUFXPVWDQFHVZLOOQRWEHVLJQL²FDQWO\PRUHWKDQDPRXQWVSDLG
LQ RUHTXLYDOHQWLQORFDOFXUUHQF\ 7KH5HPXQHUDWLRQ&RPPLWWHH
UHWDLQVWKHULJKWWRSD\PRUHWKDQWKLVVKRXOGWKHFRVWRISURYLGLQJWKH
VDPHXQGHUO\LQJEHQH²WVLQFUHDVHRULQWKHHYHQWRIDUHORFDWLRQ$IXOO
explanation will be provided in the Implementation Report should the
FRVWRIEHQH²WVSURYLGHGEHVLJQL²FDQWO\KLJKHU
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Directors’ remuneration report continued

Future policy table
Executive Directors FRQWLQXHG
How the component supports the shortDQGORQJWHUPVWUDWHJ\RIWKH&RPSDQ\

How the component operates

Annual incentives
Annual Incentive Plan – Cash Incentive
7RPRWLYDWHDQGUHZDUGWKHDFKLHYHPHQWRIVSHFL²FDQQXDO²QDQFLDODQG
EXVLQHVVREMHFWLYHVUHODWHGWRWKH&RPSDQ\ªVVWUDWHJ\DQGVXVWDLQHG
WKURXJKDFODZEDFNPHFKDQLVPH[SODLQHGPRUHIXOO\LQWKHQRWHV
7KHREMHFWLYHVZKLFKGHWHUPLQHWKHSD\PHQWRIWKHDQQXDOFDVKLQFHQWLYHDQG
WKHOHYHORIWKHDQQXDOHTXLW\DZDUGDUHOLQNHGFORVHO\WRWKH*URXSVWUDWHJ\
7KH²QDQFLDOPHDVXUHVRIUHYHQXHWUDGLQJSUR²WDQGFDVK³RZXQGHUOLH
RXUVWUDWHJ\IRUJURZWKDQGWKHQHHGWRJHQHUDWHFDVKWRIXQGIXWXUHJURZWK
7KHEXVLQHVVREMHFWLYHVDUHDOVROLQNHGWRWKH*URXSVWUDWHJ\7KHVHFKDQJH
IURP\HDUWR\HDUWRUH³HFWWKHHYROYLQJVWUDWHJ\EXWZLOOW\SLFDOO\EHOLQNHGWR
WKH6WUDWHJLF3ULRULWLHVVHWRXWLQWKLV$QQXDO5HSRUW7KH,PSOHPHQWDWLRQ
5HSRUWHDFK\HDUZLOOH[SODLQKRZHDFKREMHFWLYHLVOLQNHGWRDVSHFL²F
VWUDWHJLFSULRULW\
)RUH[DPSOHD5HLQYHVWPHQWREMHFWLYHOLQNVWRWKHSULRULW\RILPSURYLQJWKH
HI²FLHQF\RIWKHEXVLQHVVPRGHODQGLQYHVWPHQWLQKLJKHUJURZWKVHJPHQWV
DQGJHRJUDSKLHVDQG3URFHVVHVDQG3HRSOHREMHFWLYHVOLQNWRGHYHORSLQJ
WKHULJKWRUJDQLVDWLRQ

7KH$QQXDO,QFHQWLYH3ODQFRPSULVHVDFDVKDQGDQHTXLW\FRPSRQHQW
ERWKEDVHGRQWKHDFKLHYHPHQWRI²QDQFLDODQGEXVLQHVVREMHFWLYHVVHW
DWWKHVWDUWRIWKH\HDU
7KHFDVKFRPSRQHQWLVSDLGLQIXOODIWHUWKHHQGRIWKHSHUIRUPDQFH\HDU
At the end of the year, the Remuneration Committee determines the extent
WRZKLFKSHUIRUPDQFHDJDLQVWWKHVHKDVEHHQDFKLHYHGDQGVHWVWKH
DZDUGOHYHO

Annual Incentive Plan – Equity Incentive
7RGULYHVKDUHRZQHUVKLSDQGHQFRXUDJHVXVWDLQHGKLJKVWDQGDUGVWKURXJK 7KHHTXLW\DZDUGFRPSRQHQWFRPSULVHVFRQGLWLRQDOVKDUHDZDUGV PDGHDW
WKHDSSOLFDWLRQRID©PDOXVªSURYLVLRQRYHUWKUHH\HDUVH[SODLQHGPRUHIXOO\LQ WKHWLPHRIWKHFDVKDZDUG ZLWKYHVWLQJSKDVHGRYHUWKHIROORZLQJ
WKUHH\HDUV
WKHQRWHV
7KHHTXLW\FRPSRQHQWYHVWV®, ®, ® on successive award anniversaries,
RQO\LISHUIRUPDQFHUHPDLQVVDWLVIDFWRU\RYHUHDFKRIWKHVHWKUHH\HDUV
RWKHUZLVHWKHDZDUGZLOOODSVH
3DUWLFLSDQWVZLOOUHFHLYHDQDGGLWLRQDOQXPEHURIVKDUHVHTXLYDOHQWWR
WKHDPRXQWRIGLYLGHQGSD\DEOHSHUYHVWHGVKDUHGXULQJWKHUHOHYDQW
SHUIRUPDQFHSHULRG

Long-term incentives (awards actively being made)
Performance Share Programme
7RPRWLYDWHDQGUHZDUGORQJHUWHUPSHUIRUPDQFHOLQNHGWRWKHORQJWHUP
VWUDWHJ\DQGVKDUHSULFHRIWKH&RPSDQ\
7KHSHUIRUPDQFHPHDVXUHVZKLFKGHWHUPLQHWKHOHYHORIYHVWLQJRIWKH
3HUIRUPDQFH6KDUH$ZDUGVDUHOLQNHGWRRXUFRUSRUDWHVWUDWHJ\
2XUVWUDWHJ\UHTXLUHVWKHJHQHUDWLRQRIFDVKLQRUGHUWRLQYHVWIRUJURZWK
&DVK³RZLVWKHUHIRUHDNH\SHUIRUPDQFHPHDVXUHLQRXUSHUIRUPDQFH
VKDUHSODQ
*URZWKLQRXU(PHUJLQJ ,QWHUQDWLRQDO0DUNHWVLVDNH\SDUWRIRXUVWUDWHJ\
5HYHQXHLQRXU(PHUJLQJ ,QWHUQDWLRQDO0DUNHWVLVWKHUHIRUHLQFOXGHGDV
RQHRIRXUSHUIRUPDQFHVKDUHSODQPHDVXUHV
,IRXUVWUDWHJ\VXFFHHGVWKHWRWDOUHWXUQWRRXUVKDUHKROGHUVZLOODOVRLQFUHDVH
DQGWKHUHIRUHZHLQFOXGHDUHODWLYH765PHDVXUHLQRXUORQJWHUPVKDUHSODQ

7KH3HUIRUPDQFH6KDUH3URJUDPPHFRPSULVHVFRQGLWLRQDOVKDUHDZDUGV
ZKLFKYHVWDIWHUWKUHH\HDUVVXEMHFWWRWKHDFKLHYHPHQWRIVWUHWFKLQJ
SHUIRUPDQFHWDUJHWVOLQNHGWRWKH&RPSDQ\ªVVWUDWHJ\
$ZDUGVPD\EHVXEMHFWWRFODZEDFNLQWKHHYHQWRIPDWHULDO²QDQFLDO
PLVVWDWHPHQWRUPLVFRQGXFW
3DUWLFLSDQWVZLOOUHFHLYHDQDGGLWLRQDOQXPEHURIVKDUHVHTXLYDOHQWWR
WKHDPRXQWRIGLYLGHQGSD\DEOHSHUYHVWHGVKDUHGXULQJWKHUHOHYDQW
SHUIRUPDQFHSHULRG

One-off share awards
,QRUGHUWRLPSOHPHQWRXU*URXSVWUDWHJ\ZHUHFRJQLVHWKDWLWLVQRWDOZD\V
SRVVLEOHWRSURPRWHIURPZLWKLQWKH&RPSDQ\,QWKHHYHQWWKDWZHUHFUXLWDQ
Executive Director who is currently employed by another company, we
UHFRJQLVHWKDWZHPLJKWEHUHTXLUHGWRFRPSHQVDWHWKDW([HFXWLYH'LUHFWRU
IRUFDVKRUVKDUHDZDUGVWKH\PD\IRUIHLWRQOHDYLQJWKHLUIRUPHUHPSOR\HU
2XUSROLF\UHJDUGLQJVXFKDZDUGVLVGHWDLOHGLQWKHQRWHV
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2QHRIIVKDUHDZDUGVPD\EHPDGHXQGHUWKHSURYLVLRQVRI/LVWLQJ
5XOHWRIDFLOLWDWHWKHDSSRLQWPHQWRIDQHZ([HFXWLYH'LUHFWRU
6XFKDZDUGVZLOOEHPDGHRQDFDVHE\FDVHEDVLVGHSHQGLQJRQ
WKHFLUFXPVWDQFHVDWWKHWLPHWRWDNHDFFRXQWRIDPRXQWVIRUIHLWHG
HOVHZKHUHRQDFFHSWLQJDSSRLQWPHQW

7KHFDVKDQGVKDUHDZDUGVDUHVXEMHFWWRPDOXVDQGFODZEDFNDVGHWDLOHGLQ
WKHQRWHVIROORZLQJWKLVWDEOH
RIWKHFDVKFRPSRQHQWLVEDVHGRQ²QDQFLDOSHUIRUPDQFHPHDVXUHV
ZKLFKFXUUHQWO\LQFOXGHUHYHQXHWUDGLQJSUR²WDQGWUDGLQJFDVK7KH
5HPXQHUDWLRQ&RPPLWWHHUHWDLQVWKHGLVFUHWLRQWRDGRSWDQ\²QDQFLDO
SHUIRUPDQFHPHDVXUHWKDWLVUHOHYDQWWRWKH&RPSDQ\
RIWKHFDVKFRPSRQHQWLVEDVHGRQRWKHUEXVLQHVVJRDOVOLQNHGWRWKH
&RPSDQ\ªVVWUDWHJ\ZKLFKFRXOGLQFOXGH²QDQFLDODQGQRQ²QDQFLDOPHDVXUHV
7KH5HPXQHUDWLRQ&RPPLWWHHKDVWKHGLVFUHWLRQWRDSSO\DPXOWLSOLHUDGMXVWLQJ
WKHRXWFRPHXSRUGRZQE\WRUHZDUGRUSHQDOLVHFRQGXFWLQUHVSHFWRI
OHDGHUVKLSFRUSRUDWHUHSXWDWLRQHWKLFVRUJDQLVDWLRQDOEHKDYLRXUVDQG
UHSUHVHQWLQJWKH&RPSDQ\ERWKLQWHUQDOO\DQGH[WHUQDOO\
7KHPD[LPXPRSSRUWXQLW\VKRZQWRWKHOHIWFDQQRWEHH[FHHGHGWKURXJKWKH
DSSOLFDWLRQRIWKHPXOWLSOLHU

RIVDODU\DZDUGHGIRUSHUIRUPDQFHEHORZWDUJHW
RIVDODU\DZDUGHGIRUWDUJHWSHUIRUPDQFH
RIVDODU\DZDUGHGIRUPD[LPXPSHUIRUPDQFH
3HUIRUPDQFHDVVHVVHGDJDLQVWLQGLYLGXDOSHUIRUPDQFHZKLFK
LQFOXGHVDQHOHPHQWRI*URXS²QDQFLDOWDUJHWV

7KH5HPXQHUDWLRQ&RPPLWWHHZLOOXVHWKHLUMXGJHPHQWRIWKHLQGLYLGXDOªV
SHUIRUPDQFHLQGHWHUPLQLQJWKHOHYHORIHTXLW\DZDUGWKDWPD\EHDZDUGHG
ZLWKLQWKHUDQJHRIWRRIVDODU\
7KHHTXLW\FRPSRQHQWZLOOYHVWLQWKUHHHTXDOWUDQFKHVRYHUDWKUHH\HDU
SHULRGSURYLGHGWKDWWKHDQQXDOSHUIRUPDQFHFRQGLWLRQVVHWDWWKHEHJLQQLQJ
RIHDFK\HDUFRQWLQXHWREHPHW

$QQXDODZDUGV
RIVDODU\IRUWKUHVKROGSHUIRUPDQFH
RIVDODU\IRUWDUJHWSHUIRUPDQFH
RIVDODU\IRUPD[LPXPSHUIRUPDQFH

&XUUHQWO\
– RIWKHDZDUGYHVWVRQDFKLHYHPHQWRIDWKUHH\HDUFXPXODWLYHIUHH
FDVK³RZWDUJHW
– RIWKHDZDUGYHVWVVXEMHFWWRWKUHH\HDU7RWDO6KDUHKROGHU5HWXUQ ©765ª 
at median performance relative to industry peers
– RIWKHDZDUGYHVWVVXEMHFWWRWKHDFKLHYHPHQWRIUHYHQXHWDUJHWVLQ
(PHUJLQJ ,QWHUQDWLRQDO0DUNHWV
– 7KHVHPHDVXUHVDUHGHVFULEHGLQPRUHGHWDLOLQWKHQRWHVDQGWKHWDUJHWV
DQGSHUIRUPDQFHDJDLQVWWKHPZLOOEHGLVFORVHGLQWKH,PSOHPHQWDWLRQ
Report if appropriate
– The Performance Share Award will vest on the third anniversary of the date of
JUDQWGHSHQGLQJRQWKHH[WHQWWRZKLFKWKHSHUIRUPDQFHFRQGLWLRQVDUHPHW
RYHUWKHWKUHH\HDUSHULRGFRPPHQFLQJLQWKH\HDUWKHDZDUGZDVPDGH
– 7KH5HPXQHUDWLRQ&RPPLWWHHUHWDLQVWKHGLVFUHWLRQWRFKDQJHWKHPHDVXUHV
DQGWKHLUUHVSHFWLYHZHLJKWLQJVWRHQVXUHFRQWLQXLQJDOLJQPHQWZLWKWKH
&RPSDQ\ªVVWUDWHJ\
– 7KHFDVKDQGVKDUHDZDUGVDUHVXEMHFWWRPDOXVDQGFODZEDFNDVGHWDLOHGLQ
WKHQRWHVIROORZLQJWKLVWDEOH
$ZDUGVPDGHSULRUWRZHUHVXEMHFWWR765DQGFDVK³RZWDUJHWV

(DFKDZDUGZLOOEHGHWHUPLQHGRQDFDVHE\FDVHEDVLV,QQRUPDO
FLUFXPVWDQFHVVXFKDZDUGVZLOOEHQRPRUHEHQH²FLDOWKDQWKHYDOXH
RIDPRXQWVIRUIHLWHGE\WKH([HFXWLYH'LUHFWRURQOHDYLQJDSUHYLRXV
FRPSDQ\WRMRLQWKH%RDUG

The Remuneration Committee has the discretion to apply performance
FRQGLWLRQVWRRQHRIIDZDUGVLIDSSURSULDWH+RZHYHULILWLVLPSRVVLEOHWR
UHSOLFDWHWKHYHVWLQJFRQGLWLRQVDSSOLFDEOHWRDZDUGVJUDQWHGE\RWKHU
FRPSDQLHVDZDUGVPD\EHPDGHZLWKRXWSHUIRUPDQFHFRQGLWLRQV
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7KHWRWDOPD[LPXPSD\DEOHXQGHUWKH$QQXDO,QFHQWLYH3ODQLV
RIEDVHVDODU\ &DVK,QFHQWLYHDQG(TXLW\,QFHQWLYH 
VDODU\DZDUGHGIRUWKUHVKROGSHUIRUPDQFH
VDODU\DZDUGHGIRUWDUJHWSHUIRUPDQFH
VDODU\DZDUGHGIRUPD[LPXPSHUIRUPDQFH
3HUIRUPDQFHDVVHVVHGDJDLQVWLQGLYLGXDOREMHFWLYHVDQG*URXS
²QDQFLDOWDUJHWV

CORPORATE GOVERNANCE

)UDPHZRUNLQZKLFKSHUIRUPDQFHLVDVVHVVHG

STRATEGIC REPORT

0D[LPXPOHYHOVRISD\PHQW

&25325$7(*29(51$1&(

Remuneration report continued

1RWHVWR)XWXUHSROLF\WDEOH¥([HFXWLYH'LUHFWRUV
Changes to remuneration policy
The remuneration policy described in the future policy table – Executive
'LUHFWRUVLVWKHVDPHUHPXQHUDWLRQSROLF\LQUHVSHFWRI([HFXWLYH
'LUHFWRUVWKDWKDVEHHQLQIRUFHVLQFHWKHEHJLQQLQJRI,WLV
anticipated that this policy will apply at least until the Annual General
0HHWLQJLQ7KHRQO\FKDQJHPDGHKDVEHHQWRLQWURGXFHDWKLUG
SHUIRUPDQFHPHDVXUHWRRXU3HUIRUPDQFH6KDUH3URJUDPPH

3HUIRUPDQFHPHDVXUHV¥$QQXDO,QFHQWLYH3ODQ
7KHSHUIRUPDQFHPHDVXUHVZKLFKDSSO\WRWKH$QQXDO,QFHQWLYH3ODQ
IRU([HFXWLYH'LUHFWRUVFRPSULVH²QDQFLDOPHDVXUHVDQG
business goals linked to the Company’s strategy, which could include
²QDQFLDODQGQRQ²QDQFLDOPHDVXUHV
7KH²QDQFLDOPHDVXUHVPD\GLIIHUIURP\HDUWR\HDUWRSURYLGH
FRQWLQXHGDOLJQPHQWZLWKWKH&RPSDQ\VWUDWHJ\0HDVXUHVWREH
XVHGLQDUHGHWDLOHGLQWKH,PSOHPHQWDWLRQ5HSRUW(DFK\HDUWKH
measures are chosen in order to relate to our Strategic Priorities and in
turn to our key performance indicators, which are set out in this Annual
UHSRUW7KHSHUIRUPDQFHWDUJHWVDUHVHWE\WDNLQJLQWRDFFRXQWWKH
VWUDWHJ\RIWKH&RPSDQ\DQGDUHGHVLJQHGWREHUHDOLVWLF\HWVWUHWFKLQJ
The business measures will differ from year to year as the evolving
FRUSRUDWHVWUDWHJ\PHDQVWKDWZHZLOOZLVKWRVHW([HFXWLYH'LUHFWRUV
different business objectives in order to meet the current corporate
QHHGV7KHEXVLQHVVREMHFWLYHVDUHSHUVRQDOWRHDFK([HFXWLYH
'LUHFWRUDQGDUHWDLORUHGWRUH³HFWWKHLUUROHDQGUHVSRQVLELOLWLHVGXULQJ
WKH\HDU7KHVHDUHVHWDWWKHVWDUWRIWKH\HDUDQGUH³HFWWKHPRVW
LPSRUWDQWDUHDVRIVWUDWHJLFIRFXVIRUWKH&RPSDQ\7KH5HPXQHUDWLRQ
Committee sets annual measurement criteria (performance targets)
WKDWDUHDSSURSULDWHWRPRWLYDWHDQGPHDVXUHDQ([HFXWLYH'LUHFWRUªV
SHUIRUPDQFHLQDQ\RQH\HDU7KHIDFWRUVWDNHQLQWRFRQVLGHUDWLRQ
LQFOXGHWKHWKUHH\HDUVWUDWHJLFSODQSULRU\HDUVªGHOLYHUHG
SHUIRUPDQFHDQGEXGJHWHGSHUIRUPDQFH,QWKHSDVWPHDVXUHV
KDYHLQFOXGHG5 'LQYHVWPHQWVXFFHVVLRQSODQQLQJHPSOR\HH
HQJDJHPHQWFRPSOLDQFHGHYHORSPHQWRISURGXFWSRUWIROLR0 $
DFWLYLW\DQGVKDUHGVHUYLFHVLPSOHPHQWDWLRQ

Performance measures –
Performance Share Programme
The performance measures which apply to the Performance Share
3URJUDPPHDZDUGVPDGHLQUHODWHWRFXPXODWLYHIUHHFDVK³RZ
UHYHQXHLQ(PHUJLQJ ,QWHUQDWLRQDO0DUNHWVDQG7RWDO6KDUHKROGHU
5HWXUQ:HKDYHFKRVHQWKUHHPHDVXUHVZKLFKDUHUHOHYDQWIRUWKH
ORQJWHUPVXFFHVVRIWKH&RPSDQ\
7KHIUHHFDVK³RZPHDVXUHLVLPSRUWDQWIRUXVLQDSHULRGRI
growth, when we need to generate cash to fund both organic and
LQRUJDQLFLQYHVWPHQW
5HYHQXHLQ(PHUJLQJ ,QWHUQDWLRQDO0DUNHWVLVLPSRUWDQWIRUXVZKHQ
ZHDUHVHHNLQJWRJHQHUDWHSUR²WDEOHUHYHQXHLQQHZPDUNHWVDQGIURP
QHZSURGXFWV
7KH7RWDO6KDUHKROGHU5HWXUQPHDVXUHZKLFKFRPSDUHVRXUORQJ
term performance against that of our peers, seeks to align the payout
of the Performance Share Programme with the experience of our
VKDUHKROGHUV7KLVKHOSV([HFXWLYH'LUHFWRUVUHODWHWRWKHVKDUHKROGHU
H[SHULHQFHDQGHQVXUHWKDWYHVWLQJLVDOLJQHGWRWKHRXWSHUIRUPDQFH
RIRXUVHFWRU
7KH5HPXQHUDWLRQ&RPPLWWHHZLOONHHSWKHVHSHUIRUPDQFHPHDVXUHV
under review and retains the discretion to alter the measures or
their respective weightings to ensure continuing alignment to the
FRUSRUDWHVWUDWHJ\

Malus and clawback
7KH5HPXQHUDWLRQ&RPPLWWHHPD\GHWHUPLQHWKDWDQXQYHVWHG
DZDUGRUSDUWRIDQDZDUGPD\QRWYHVW UHJDUGOHVVRIZKHWKHURUQRW
the performance conditions have been met) or may determine that any
cash bonus, vested shares, or their equivalent value in cash be
returned to the Company in the event that any of the following matters
is discovered:
– $PDWHULDOPLVVWDWHPHQWRIWKH&RPSDQ\ªV²QDQFLDOUHVXOWVRU
– A material error in determining the extent to which any performance
FRQGLWLRQKDVEHHQVDWLV²HGRU
– $VLJQL²FDQWDGYHUVHFKDQJHLQWKH²QDQFLDOSHUIRUPDQFHRIWKH
&RPSDQ\RUDVLJQL²FDQWORVVDWDJHQHUDOOHYHORUDWWKHGLYLVLRQ
RUIXQFWLRQLQZKLFKDSDUWLFLSDQWZRUNHGRU
– ,QDSSURSULDWHFRQGXFW IRUH[DPSOHUHSXWDWLRQDOLVVXHV FDSDELOLW\
RUSHUIRUPDQFHE\DSDUWLFLSDQWRUZLWKLQDWHDPEXVLQHVVDUHDRU
SUR²WFHQWUH
These provisions apply to share awards under the Global Share Plan
DQGFDVKDPRXQWVXQGHUWKH$QQXDO&DVK,QFHQWLYH3ODQ
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Policy on recruitment arrangements

,OOXVWUDWLRQVRIWKHDSSOLFDWLRQRIWKH
remuneration policy
The following charts show the potential split between the different
HOHPHQWVRIWKH([HFXWLYH'LUHFWRUVªUHPXQHUDWLRQXQGHUWKUHHGLIIHUHQW
performance scenarios:
Figures as at salary levels in 2014, when the Policy report was approved
by shareholders

MINIMUM

€1,526,022

TARGET

€4,249,888

MAXIMUM

€6,028,739

&KLHI)LQDQFLDO2I²FHU

TARGET

£1,941,900

MAXIMUM

,IZHDSSRLQWDQH[LVWLQJHPSOR\HHDVDQ([HFXWLYH'LUHFWRURIWKH
&RPSDQ\SUHH[LVLWLQJREOLJDWLRQVZLWKUHVSHFWWRUHPXQHUDWLRQ
VXFKDVSHQVLRQEHQH²WVDQGOHJDF\VKDUHDZDUGVZLOOEHKRQRXUHG
Should these differ materially from current arrangements, these will be
GLVFORVHGLQWKHQH[W,PSOHPHQWDWLRQ5HSRUW

£2,764,300

Q Base salary Q Payment in lieu of pension Q %HQH²WV Q $QQXDO,QFHQWLYH &DVK
Q $QQXDO,QFHQWLYH (TXLW\

:HZLOOVXSSO\GHWDLOVYLDDQDQQRXQFHPHQWWRWKH/RQGRQ6WRFN
([FKDQJHRIDQLQFRPLQJ([HFXWLYH'LUHFWRUªVUHPXQHUDWLRQ
DUUDQJHPHQWVDWWKHWLPHRIWKHLUDSSRLQWPHQW

Q Performance Share Programme

£682,600

£1,941,900

35%
27% 13% 25%

12%

36%

25%

100%

35%

25%

28%

100%

26% 13% 25%

£2,764,300

12%

€6,028,739

28%

€4,249,888

&KLHI)LQDQFLDO2I²FHU

35%

€1,526,022

Service contracts

MINIMUM

TARGET

MAXIMUM

MINIMUM

TARGET

MAXIMUM

Q Fixed pay Q $QQXDO,QFHQWLYH &DVK

Q $QQXDO,QFHQWLYH (TXLW\

Q /RQJWHUP,QFHQWLYHV

:HHPSOR\([HFXWLYH'LUHFWRUVRQUROOLQJVHUYLFHFRQWUDFWVZLWKQRWLFH
SHULRGVRIXSWRPRQWKVIURPWKH&RPSDQ\DQGVL[PRQWKVIURP
WKH([HFXWLYH'LUHFWRU2QWHUPLQDWLRQRIWKHFRQWUDFWZHPD\UHTXLUH
WKH([HFXWLYH'LUHFWRUQRWWRZRUNWKHLUQRWLFHSHULRGDQGSD\WKHPDQ
amount equivalent to the base salary and payment in lieu of pension
DQGEHQH²WVWKH\ZRXOGKDYHUHFHLYHGLIWKH\KDGEHHQUHTXLUHGWR
ZRUNWKHLUQRWLFHSHULRG
8QGHUWKHWHUPVRIWKH([HFXWLYH'LUHFWRUªVVHUYLFHFRQWUDFW([HFXWLYH
'LUHFWRUVDUHUHVWULFWHGIRUDSHULRGRIPRQWKVDIWHUOHDYLQJWKH
employment of the Company from working for a competitor, soliciting
orders from customers and offering employment to employees
RI6PLWK 1HSKHZ7KH&RPSDQ\UHWDLQVWKHULJKWWRZDLYH
WKHVHSURYLVLRQVLQFHUWDLQFLUFXPVWDQFHV,QWKHHYHQWWKDWWKHVH
SURYLVLRQVDUHZDLYHGDQGWKHIRUPHU([HFXWLYH'LUHFWRUFRPPHQFHV
employment earlier than at the end of the notice period, no further
payments shall be made in respect of the portion of notice period not
ZRUNHG'LUHFWRUVªVHUYLFHFRQWUDFWVDUHDYDLODEOHIRULQVSHFWLRQDWWKH
&RPSDQ\ªVUHJLVWHUHGRI²FH$GDP6WUHHW/RQGRQ:&1/$

'DWDIRUWKH&KLHI([HFXWLYH2I²FHUDVVXPHVDQH[FKDQJHUDWHRI¯  
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7RWDO5HPXQHUDWLRQE\3HUIRUPDQFH6FHQDULR
IRU)LQDQFLDO<HDU
&KLHI([HFXWLYH2I²FHU

:HDOVRUHFRJQLVHWKDWLQPDQ\FDVHVDQH[WHUQDODSSRLQWHHPD\
forfeit sizeable cash bonuses and share awards if they choose to
OHDYHWKHLUIRUPHUHPSOR\HUDQGMRLQXV7KH5HPXQHUDWLRQ&RPPLWWHH
therefore believes that we need the ability to compensate new hires for
LQFHQWLYHDZDUGVWKH\JLYHXSRQMRLQLQJXV7KH&RPPLWWHHZLOOXVHLWV
discretion in setting any such compensation, which will be decided on
DFDVHE\FDVHEDVLV:HZLOORQO\SURYLGHFRPSHQVDWLRQZKLFKLVQR
PRUHEHQH²FLDOWKDQWKDWJLYHQXSE\WKHQHZDSSRLQWHHDQGZHZLOO
VHHNHYLGHQFHIURPWKHSUHYLRXVHPSOR\HUWRFRQ²UPWKHIXOOGHWDLOVRI
ERQXVRUVKDUHDZDUGVEHLQJIRUIHLWHG$VIDUDVSRVVLEOHZHZLOOVHHN
WRUHSOLFDWHIRUIHLWHGVKDUHDZDUGVXVLQJ6PLWK 1HSKHZLQFHQWLYH
SODQVRUWKURXJKUHOLDQFHRQLQWKH/LVWLQJ5XOHVZKLOVWDWWKH
VDPHWLPHDLPLQJIRUVLPSOLFLW\

CORPORATE GOVERNANCE

MINIMUM

£682,600

:HUHFRJQLVHWKDWLQWKHHYHQWWKDWZHUHTXLUHDQHZ([HFXWLYH'LUHFWRU
WRUHORFDWHWRWDNHXSDSRVLWLRQZLWKWKH&RPSDQ\ZHZLOODOVRSD\
relocation and related costs as described in the future policy table,
which is in line with the relocation arrangements we operate across
WKH*URXS

STRATEGIC REPORT

&KLHI([HFXWLYH2I²FHU

2XUSROLF\RQWKHUHFUXLWPHQWRI([HFXWLYH'LUHFWRUVLVWRSD\D
fair remuneration package for the role being undertaken and the
H[SHULHQFHRIWKH([HFXWLYH'LUHFWRUDSSRLQWHG,QWHUPVRIEDVH
salary, we will seek to pay a salary comparable, in the opinion of the
Committee, to that which would be paid for an equivalent position
HOVHZKHUH7KH5HPXQHUDWLRQ&RPPLWWHHZLOOGHWHUPLQHDEDVHVDODU\
in line with the policy and having regard to the parameters set out on in
WKHIXWXUHSROLF\WDEOH,QFRPLQJ([HFXWLYH'LUHFWRUVZLOOEHHQWLWOHGWR
SHQVLRQEHQH²WDQGLQFHQWLYHDUUDQJHPHQWVZKLFKDUHWKHVDPHDV
SURYLGHGWRH[LVWLQJ([HFXWLYH'LUHFWRUV2QWKDWEDVLVDZDUGVZRXOG
QRWH[FHHGRIEDVHVDODU\

&25325$7(*29(51$1&(

Remuneration report continued

3ROLF\RQSD\PHQWIRUORVVRIRI²FH

Policy on shareholding requirements

Our policy regarding termination payments to departing Executive
'LUHFWRUVLVWROLPLWVHYHUDQFHSD\PHQWVWRSUHHVWDEOLVKHGFRQWUDFWXDO
DUUDQJHPHQWV,QWKHHYHQWWKDWWKHHPSOR\PHQWRIDQ([HFXWLYH
'LUHFWRULVWHUPLQDWHGDQ\FRPSHQVDWLRQSD\DEOHZLOOEHGHWHUPLQHG
in accordance with the terms of the service contract between the
&RPSDQ\DQGWKH([HFXWLYH'LUHFWRUDVZHOODVWKHUXOHVRIDQ\
LQFHQWLYHSODQV

7KH5HPXQHUDWLRQ&RPPLWWHHEHOLHYHVWKDWRQHRIWKHEHVWZD\VRXU
([HFXWLYH'LUHFWRUVFDQKDYHDJUHDWHUDOLJQPHQWZLWKVKDUHKROGHUV
LVIRUWKHPWRKROGDVLJQL²FDQWQXPEHURIVKDUHVLQWKH&RPSDQ\
([HFXWLYH'LUHFWRUVDUHWKHUHIRUHH[SHFWHGWREXLOGXSDKROGLQJRI
6PLWK 1HSKHZVKDUHVZRUWKWZRWLPHVWKHLUEDVHVDODU\,QRUGHUWR
UHLQIRUFHWKLVH[SHFWDWLRQZHUHTXLUHWKHPWRUHWDLQRIDOOVKDUHV
YHVWLQJXQGHUWKH&RPSDQ\VKDUHSODQV DIWHUWD[ XQWLOWKLVKROGLQJ
has been met recognising that differing international tax regimes affect
WKHSDFHDWZKLFKDQ([HFXWLYH'LUHFWRUPD\IXO²OWKHVKDUHKROGLQJ
UHTXLUHPHQW:KHQFDOFXODWLQJZKHWKHURUQRWWKLVUHTXLUHPHQW
KDVEHHQPHWZHZLOOLQFOXGHRUGLQDU\VKDUHVRU$'5VKHOGE\WKH
([HFXWLYH'LUHFWRUDQGWKHLULPPHGLDWHIDPLO\DQGWKHLQWULQVLFYDOXHRI
DQ\YHVWHGEXWXQH[HUFLVHGRSWLRQV

Under normal circumstances (excluding termination for gross
misconduct) all leavers are entitled to receive termination payments
in lieu of notice equal to base salary, payment in lieu of pension, and
EHQH²WV,QVRPHFLUFXPVWDQFHVDGGLWLRQDOEHQH²WVPD\EHFRPH
payable to cover reimbursement of untaken holiday leave, repatriation
DQGRXWSODFHPHQWIHHVOHJDODQG²QDQFLDODGYLFH
,QDGGLWLRQZHPD\DOVRLQH[FHSWLRQDOFLUFXPVWDQFHVH[HUFLVHRXU
GLVFUHWLRQWRSD\WKH([HFXWLYH'LUHFWRUDSURSRUWLRQRIWKHDQQXDOFDVK
incentive they would have received had they been required to work
WKHLUQRWLFHSHULRG$Q\HQWLWOHPHQWRUGLVFUHWLRQDU\SD\PHQWPD\EH
UHGXFHGLQOLQHZLWKWKH([HFXWLYH'LUHFWRUªVGXW\WRPLWLJDWHORVVHV
VXEMHFWWRDSSO\LQJRXUQRQFRPSHWHFODXVH
:HZLOOVXSSO\GHWDLOVYLDDQDQQRXQFHPHQWWRWKH/RQGRQ6WRFN
([FKDQJHRIDGHSDUWLQJ([HFXWLYH'LUHFWRUªVWHUPLQDWLRQDUUDQJHPHQWV
DWWKHWLPHRIGHSDUWXUH
,QWKHFDVHRIDFKDQJHRIFRQWUROZKLFKUHVXOWVLQWKHWHUPLQDWLRQRI
DQ([HFXWLYH'LUHFWRURUDPDWHULDODOWHUDWLRQWRWKHLUUHVSRQVLELOLWLHV
RUGXWLHVZLWKLQPRQWKVRIWKHHYHQWWKH([HFXWLYH'LUHFWRUZRXOG
EHHQWLWOHGWRUHFHLYHPRQWKVªEDVHVDODU\SOXVSD\PHQWLQOLHXRI
SHQVLRQDQGEHQH²WV,QDGGLWLRQWKH5HPXQHUDWLRQ&RPPLWWHHKDV
GLVFUHWLRQWRSD\DQ([HFXWLYH'LUHFWRULQWKHVHFLUFXPVWDQFHVDQ
DQQXDOFDVKLQFHQWLYH)RU'LUHFWRUVDSSRLQWHGSULRUWR1RYHPEHU
DQDXWRPDWLFDQQXDOFDVKLQFHQWLYHLVSD\DEOHDWWDUJHW
,QWKHHYHQWWKDWDQ([HFXWLYH'LUHFWRUOHDYHVIRUUHDVRQVRILOOKHDOWK
death, redundancy or retirement in agreement with the Company,
then the vesting of any outstanding annual cash incentive and
HTXLW\LQFHQWLYHDZDUGVZLOOJHQHUDOO\GHSHQGRQWKH5HPXQHUDWLRQ
&RPPLWWHHªVDVVHVVPHQWRISHUIRUPDQFHWRGDWH3HUIRUPDQFHVKDUH
DZDUGVZLOOEHSURUDWHGIRUWKHWLPHZRUNHGGXULQJWKHUHOHYDQW
performance period, and will remain subject to performance over the
IXOOSHUIRUPDQFHSHULRG
For all other leavers, the annual cash incentive will generally be forfeited
and outstanding equity incentive awards and performance share
DZDUGVZLOOODSVH
2QHRIIDZDUGVJUDQWHGRQDSSRLQWPHQWZLOOQRUPDOO\ODSVHRQOHDYLQJ
H[FHSWLQFDVHVRIGHDWKUHWLUHPHQWUHGXQGDQF\RULOOKHDOWK7KH
5HPXQHUDWLRQ&RPPLWWHHKDVGLVFUHWLRQWRSHUPLWVXFKDZDUGVWRYHVW
LQRWKHUFLUFXPVWDQFHVDQGZLOOEHVXEMHFWWRVDWLVIDFWRULO\PHHWLQJ
SHUIRUPDQFHFRQGLWLRQVLIDSSOLFDEOH
7KH5HPXQHUDWLRQ&RPPLWWHHUHWDLQVGLVFUHWLRQWRDOWHUWKHVH
SURYLVLRQVRQDFDVHE\FDVHEDVLVIROORZLQJDUHYLHZRI
circumstances and to ensure fairness for both shareholders and
([HFXWLYH'LUHFWRUV
:HZLOOVXSSO\GHWDLOVYLDDQDQQRXQFHPHQWWRWKH/RQGRQ6WRFN
([FKDQJHRIDQRXWJRLQJ([HFXWLYH'LUHFWRUªVUHPXQHUDWLRQ
DUUDQJHPHQWVDURXQGWKHWLPHRIOHDYLQJ

Statement of consideration of employment
FRQGLWLRQVHOVHZKHUHLQWKH&RPSDQ\DQG
GLIIHUHQFHVWRWKH([HFXWLYH'LUHFWRU3ROLF\
$OOHPSOR\HHVDFURVVWKH*URXSLQFOXGLQJWKH([HFXWLYH'LUHFWRUV
DUHLQFHQWLYLVHGLQDVLPLODUPDQQHU$OWKRXJKWKHVDODU\OHYHOVDQG
maximum opportunities under bonus and share plans differ, generally
speaking the same targets and performance conditions relating to the
&RPSDQ\ªVVWUDWHJ\DSSO\WKURXJKRXWWKHRUJDQLVDWLRQ
([HFXWLYH'LUHFWRUEDVHVDODULHVZLOOJHQHUDOO\LQFUHDVHDWDUDWHLQ
OLQHZLWKWKHDYHUDJHVDODU\LQFUHDVHVDZDUGHGDFURVVWKH&RPSDQ\
Given the diverse geographic markets within which the Company
operates, the Committee will generally be informed by the average
VDODU\LQFUHDVHLQERWKWKHPDUNHWORFDOWRWKH([HFXWLYHDQGWKH8.
recognising the Company’s place of listing, and will also consider
PDUNHWGDWDSHULRGLFDOO\
A range of different pension arrangements operate across the Group
GHSHQGLQJRQORFDWLRQDQGRUOHQJWKRIVHUYLFH([HFXWLYH'LUHFWRUV
DQG([HFXWLYH2I²FHUVHLWKHUSDUWLFLSDWHLQWKHOHJDF\SHQVLRQ
arrangements relevant to their local market or receive a cash payment
RIRIVDODU\LQOLHXRIDSHQVLRQ6HQLRU([HFXWLYHVZKRGRQRW
participate in a local Company pension plan receive a cash payment
RIRIVDODU\LQOLHXRISHQVLRQ'LIIHULQJDPRXQWVDSSO\IRUORZHU
OHYHOVZLWKLQWKH&RPSDQ\
7KH&RPSDQ\KDVHVWDEOLVKHGDEHQH²WVIUDPHZRUNXQGHUZKLFKWKH
QDWXUHRIEHQH²WVYDULHVE\JHRJUDSK\([HFXWLYH'LUHFWRUVSDUWLFLSDWH
LQEHQH²WDUUDQJHPHQWVVLPLODUWRWKRVHDSSOLHGIRUHPSOR\HHVZLWKLQ
WKHDSSOLFDEOHORFDWLRQ
All employees are set objectives at the beginning of each year, which
OLQNWKURXJKWRWKHREMHFWLYHVVHWIRUWKH([HFXWLYH'LUHFWRUV$QQXDO
cash incentives payable to employees across the Company depend on
the satisfactory completion of these objectives as well as performance
DJDLQVWUHOHYDQW*URXSDQGGLYLVLRQDO²QDQFLDOWDUJHWVUHODWLQJWR
UHYHQXHWUDGLQJSUR²WDQGWUDGLQJFDVKVLPLODUWRWKH²QDQFLDOWDUJHWV
VHWIRUWKH([HFXWLYH'LUHFWRUV
([HFXWLYH2I²FHUVDQG6HQLRU([HFXWLYHV DVDW SDUWLFLSDWH
LQWKHDQQXDO(TXLW\,QFHQWLYH3URJUDPPHDQGWKH3HUIRUPDQFH
6KDUH3URJUDPPH7KHPD[LPXPDPRXQWVSD\DEOHDUHORZHUEXW
the performance conditions are the same as those that apply to the
([HFXWLYH'LUHFWRUV
1RVSHFL²FFRQVXOWDWLRQZLWKHPSOR\HHVKDVEHHQXQGHUWDNHQUHODWLQJ
WR'LUHFWRUUHPXQHUDWLRQ+RZHYHUUHJXODUHPSOR\HHVXUYH\VDUH
conducted across the Group, which cover a wide range of issues
relating to local employment conditions and an understanding of
*URXSZLGHVWUDWHJLFPDWWHUV$VDWRYHU HPSOR\HHVLQ
FRXQWULHVSDUWLFLSDWHLQRQHRUPRUHRIRXUJOREDOVKDUHSODQV
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Future policy table
&KDLUPDQDQG1RQH[HFXWLYH'LUHFWRUV
7KHIROORZLQJWDEOHDQGDFFRPSDQ\LQJQRWHVH[SODLQWKHGLIIHUHQWHOHPHQWVRIUHPXQHUDWLRQZHSD\WRRXU&KDLUPDQDQG1RQH[HFXWLYH'LUHFWRUV
1RHOHPHQWRIWKHLUUHPXQHUDWLRQLVVXEMHFWWRSHUIRUPDQFH$OOSD\PHQWVPDGHWRWKH&KDLUPDQDUHGHWHUPLQHGE\WKH5HPXQHUDWLRQ&RPPLWWHH
ZKLOVWSD\PHQWVPDGHWRWKH1RQH[HFXWLYH'LUHFWRUVDUHGHWHUPLQHGE\WKH'LUHFWRUVZKRDUHQRWWKHPVHOYHV1RQH[HFXWLYH'LUHFWRUVFXUUHQWO\
WKH&KDLUPDQWKH&KLHI([HFXWLYH2I²FHUDQGWKH&KLHI)LQDQFLDO2I²FHU
+RZWKHFRPSRQHQWRSHUDWHV

Maximum levels of payment

Annual fees
Basic annual fee

The total maximum aggregate fees payable to
WKH1RQH[HFXWLYH'LUHFWRUVZLOOQRWH[FHHG
PDVVHWRXWLQWKH&RPSDQ\ªVDUWLFOHV
RIDVVRFLDWLRQ

CORPORATE GOVERNANCE

7RDWWUDFWDQGUHWDLQ'LUHFWRUVE\VHWWLQJIHHVDW )HHVZLOOEHUHYLHZHGSHULRGLFDOO\,QIXWXUH
Annual fees are currently as follows:
rates comparable to what would be paid in an DQ\LQFUHDVHZLOOEHSDLGLQVKDUHVXQWLORI
LQFDVKSOXV LQVKDUHVRU
HTXLYDOHQWSRVLWLRQHOVHZKHUH
WKHWRWDOIHHLVSDLGLQVKDUHV
LQFDVKSOXVLQVKDUHV
A proportion of the fees are paid in shares in
Fees are set in line with market practice for
WKHWKLUGTXDUWHURIHDFK\HDULQRUGHUWRDOLJQ IHHVSDLGE\VLPLODUO\VL]HG8.OLVWHG
Chairman fee:
1RQH[HFXWLYH'LUHFWRUVªIHHVZLWKWKHLQWHUHVW FRPSDQLHV
SOXV LQVKDUHV
RIVKDUHKROGHUV
$QQXDOIHHVDUHVHWDQGSDLGLQ8.VWHUOLQJ
WR$SULO 
RU86GROODUVGHSHQGLQJRQWKHORFDWLRQRI
SOXV LQVKDUHV
WKH1RQH[HFXWLYH'LUHFWRU,IDSSURSULDWHIHHV
IURP$SULO 
PD\EHVHWDQGSDLGLQDOWHUQDWLYHFXUUHQFLHV
:KLOVWLWLVQRWH[SHFWHGWRLQFUHDVHWKHIHHV
SDLGWRWKH1RQH[HFXWLYH'LUHFWRUVDQGWKH
&KDLUPDQE\PRUHWKDQWKHLQFUHDVHVSDLG
WRHPSOR\HHVJHQHUDOO\LQH[FHSWLRQDO
circumstances, higher fees might
EHFRPHSD\DEOH

STRATEGIC REPORT

+RZWKHFRPSRQHQWVXSSRUWVWKHVKRUW
DQGORQJWHUPVWUDWHJ\RIWKH&RPSDQ\

Fee for Senior Independent Director and Committee Chairmen
7RFRPSHQVDWH1RQH[HFXWLYH'LUHFWRUVIRUWKH $²[HGIHHLVSDLGZKLFKLV
additional time spent as Committee Chairmen UHYLHZHGSHULRGLFDOO\
RUDVWKH6HQLRU,QGHSHQGHQW'LUHFWRU

LQFDVKRU
LQFDVK

Intercontinental travel fee
7RFRPSHQVDWH1RQH[HFXWLYH'LUHFWRUV
$²[HGIHHLVSDLGZKLFKLV
IRUWKHWLPHVSHQWWUDYHOOLQJWRDWWHQGPHHWLQJV UHYLHZHGSHULRGLFDOO\
LQDQRWKHUFRQWLQHQW

LQFDVKRU
LQFDVK
:KLOVWLWLVQRWH[SHFWHGWRLQFUHDVHWKHVHIHHV
by more than the increases paid to employees
generally, in exceptional circumstances, higher
IHHVPLJKWEHFRPHSD\DEOH

Figures as at salary levels in 2014, when the Policy report was approved by shareholders
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:KLOVWLWLVQRWH[SHFWHGWKDWWKHIHHVSDLGWR
WKH6HQLRU,QGHSHQGHQW'LUHFWRURU&RPPLWWHH
&KDLUPDQZLOOH[FHHGWKHLQFUHDVHVSDLGWR
employees generally, in exceptional
circumstances, higher fees might
EHFRPHSD\DEOH

&25325$7(*29(51$1&(

Remuneration report continued

1RWHVWR)XWXUHSROLF\WDEOH¥1RQH[HFXWLYH'LUHFWRUV

Letters of appointment

Changes to remuneration policy

7KH&KDLUPDQDQG1RQH[HFXWLYH'LUHFWRUVKDYHOHWWHUVRI
appointment which set out the terms under which they provide their
services to the Company and are available for inspection at the
&RPSDQ\ªVUHJLVWHUHGRI²FH$GDP6WUHHW/RQGRQ:&1/$
7KHDSSRLQWPHQWRI1RQH[HFXWLYH'LUHFWRUVLVQRWVXEMHFWWRDQRWLFH
SHULRGQRULVWKHUHDQ\FRPSHQVDWLRQSD\DEOHRQORVVRIRI²FHIRU
H[DPSOHVKRXOGWKH\QRWEHUHHOHFWHGDWDQ$QQXDO*HQHUDO0HHWLQJ
7KHDSSRLQWPHQWRIWKH&KDLUPDQLVVXEMHFWWRDQRWLFHSHULRGRI
VL[PRQWKV

7KH%RDUGKDVDOWHUHGWKHSROLF\UHJDUGLQJWKHSD\PHQWRI1RQ
H[HFXWLYH'LUHFWRUVDQGWRWKH&KDLUPDQLQRQHUHVSHFWLQ
by introducing the payment of a proportion of the fees in the form
RIVKDUHV7KHIHHVSDLGWRWKH1RQH[HFXWLYH'LUHFWRUVDQGWRWKH
&KDLUPDQZHUHUHYLHZHGLQ-XO\DQGLWZDVDJUHHGWKDWWKHEDVLF
IHHVKRXOGEHLQFUHDVHGE\ WKHUHKDYLQJEHHQQRLQFUHDVHWRWKHVH
IHHVVLQFH$XJXVW DQGWKDWWKHLQFUHDVHEHSDLGLQWKHIRUPRI
VKDUHV7KHDPRXQWRIWKHLQFUHDVHOHVVDSSOLFDEOHWD[HVZDVXVHG
WRSXUFKDVHVKDUHVLQWKHPDUNHWRQ$XJXVW*RLQJIRUZDUG
DQ\LQFUHDVHLQWKHOHYHORIIHHVSDLGWRD1RQH[HFXWLYH'LUHFWRUZLOO
EHSDLGLQWKHIRUPRIVKDUHVXQWLORIWKH1RQH[HFXWLYH'LUHFWRUªV
IHHLVSDLGLQWKHIRUPRIVKDUHV:HKDYHPDGHWKLVFKDQJHLQRUGHU
WRDOLJQWKHIHHVSDLGWR1RQH[HFXWLYH'LUHFWRUVZLWKWKHH[SHULHQFH
RIRXUVKDUHKROGHUV:LWKWKHDSSRLQWPHQWRI5REHUWR4XDUWDDV
Chairman of the Company with effect from the Annual General
0HHWLQJZHKDYHWDNHQWKHRSSRUWXQLW\WRSD\RIKLVIHHVLQWKH
IRUPRIVKDUHVLPPHGLDWHO\

Policy on recruitment arrangements
$Q\QHZ1RQH[HFXWLYH'LUHFWRUVKDOOEHSDLGLQDFFRUGDQFHZLWKWKH
FXUUHQWIHHOHYHOVRQDSSRLQWPHQWLQOLQHZLWKWKHSROLF\VHWRXWDERYH
:LWKUHVSHFWWRWKHDSSRLQWPHQWRIDQHZ&KDLUPDQIHHOHYHOVZLOOWDNH
LQWRDFFRXQWPDUNHWUDWHVWKHLQGLYLGXDOªVSUR²OHDQGH[SHULHQFHWKH
WLPHUHTXLUHGWRXQGHUWDNHWKHUROHDQGJHQHUDOEXVLQHVVFRQGLWLRQV
,QDGGLWLRQWKH5HPXQHUDWLRQ&RPPLWWHHUHWDLQVWKHULJKWWRDXWKRULVH
WKHSD\PHQWRIUHORFDWLRQDVVLVWDQFHRUDQDFFRPPRGDWLRQDOORZDQFH
LQWKHHYHQWRIWKHDSSRLQWPHQWRID&KDLUPDQQRWEDVHGZLWKLQWKH8.
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7KH&KDLUPDQDQG1RQH[HFXWLYH'LUHFWRUVDUHUHTXLUHGWRDFTXLUH
a shareholding in the Company equivalent in value to one times their
EDVLFIHHZLWKLQWZR\HDUVRIWKHLUDSSRLQWPHQWWRWKH%RDUG

Statement of consideration of shareholder views
This policy report sets out the remuneration policy in relation to
([HFXWLYH'LUHFWRUVZKLFKKDVEHHQLQSODFHVLQFH$VWKLVSROLF\
HYROYHGDWWKHHQGRIDQGGXULQJZHHQJDJHGDFWLYHO\
with shareholders to explain our remuneration arrangements and to
GLVFXVVWKHLUYLHZVRQRXUSURSRVDOV$WWKHWLPH-RVHSK3DSDWKH
&KDLUPDQRIWKH5HPXQHUDWLRQ&RPPLWWHHDQGPHPEHUVRIWKH6HQLRU
([HFXWLYH7HDPPHWZLWKWKHKROGHUVRIDURXQGRIRXUVKDUHV
including collectively with a number of smaller engaged investors, as
ZHOODVVKDUHKROGHUDGYLVRU\ERGLHV:HGLVFXVVHGWKHVWUXFWXUHRI
our remuneration package, our policies on termination, recruitment,
VKDUHKROGLQJUHTXLUHPHQWVDQGWKHRSHUDWLRQRI$QQXDO,QFHQWLYH
3ODQ7KH'LUHFWRUVªUHPXQHUDWLRQUHSRUWZDVDSSURYHGE\RI
VKDUHKROGHUVZKRYRWHGDWWKH$QQXDO*HQHUDO0HHWLQJLQDQGZH
received feedback from shareholders around the time of this meeting
WKDWWKH\XQGHUVWRRGDQGDSSURYHGRIRXUUHPXQHUDWLRQDUUDQJHPHQWV
Although the remuneration policy has remained essentially unchanged
as in previous years, given the changes in remuneration reporting,
we also conducted an engagement programme with our larger
VKDUHKROGHUVLQ-RVHSK3DSDPHWZLWKWKHKROGHUVRIDURXQG
RIRXUVKDUHVDQGZLWKDQXPEHURIVKDUHKROGHUDGYLVRU\ERGLHV
+HKDVDOVREHHQDYDLODEOHWRGLVFXVVDQ\DVSHFWRIRXUUHPXQHUDWLRQ
SURJUDPPHZLWKVKDUHKROGHUVWKURXJKRXWWKH\HDU7KHVKDUHKROGHUV
who have engaged with us have all been supportive of our approach to
remuneration, recognising the link between the corporate strategy and
H[HFXWLYHUHZDUG

Directors’ responsibilities for the accounts

The Directors are responsible for preparing the Group and Company
accounts in accordance with applicable UK law and regulations. As
a consequence of the Company’s ordinary shares being traded on the
New York Stock Exchange (in the form of American Depositary Shares)
WKH'LUHFWRUVDUHUHVSRQVLEOHIRUWKHSUHSDUDWLRQDQG²OLQJRIDQDQQXDO
report on Form 20-F with the US Securities and Exchange Commission.

– select suitable accounting policies in accordance with IAS 8
Accounting Policies, Changes in Accounting Estimates and Errors
and then apply them consistently;
– present information, including accounting policies, in a manner
that provides relevant, reliable, comparable and understandable
information;
– SURYLGHDGGLWLRQDOGLVFORVXUHVZKHQFRPSOLDQFHZLWKWKHVSHFL²F
UHTXLUHPHQWVLQ,)56LVLQVXI²FLHQWWRHQDEOHXVHUVWRXQGHUVWDQGWKH
impact of particular transactions, other events and conditions on
WKH*URXSªV²QDQFLDOSRVLWLRQDQG²QDQFLDOSHUIRUPDQFHDQG
– state that the Group has complied with IFRS, subject to any material
departures disclosed and explained in the accounts.

– select suitable accounting policies and then apply them consistently;
– make judgements and estimates that are reasonable and prudent;
– state whether applicable UK Accounting Standards have been
followed, subject to any material departures disclosed and explained
in the accounts; and
– prepare the accounts on a going concern basis unless it is
inappropriate to presume that the Company will continue in
business.

The Directors are responsible for keeping proper accounting records
WKDWGLVFORVHZLWKUHDVRQDEOHDFFXUDF\DWDQ\WLPHWKH²QDQFLDO
position of the Group and the Company and enable them to ensure
that the accounts comply with the Companies Act 2006 and, in the
case of the Group accounts, Article 4 of the IAS Regulation. They are
also responsible for safeguarding the assets of the Group and the
Company and hence for taking reasonable steps for the prevention
and detection of fraud and other irregularities.
The Directors are responsible for the maintenance and integrity of the
FRUSRUDWHDQG²QDQFLDOLQIRUPDWLRQLQFOXGHGRQWKH*URXSªVZHEVLWH
It should be noted that information published on the internet is
accessible in many countries with different legal requirements.
Legislation in the UK governing the preparation and dissemination
RIDFFRXQWVPD\GLIIHUIURPOHJLVODWLRQLQRWKHUMXULVGLFWLRQV

Fair, Balanced and Understandable
As required by the UK Corporate Governance Code, the Directors
FRQ²UPWKDWWKH\FRQVLGHUWKDWWKH$QQXDO5HSRUWWDNHQDVDZKROH
is fair, balanced and understandable and provides the information
necessary for shareholders to assess the Company’s performance,
business model and strategy. When arriving at this conclusion the
Board was assisted by a number of processes including:

– the Group accounts in this report, which have been prepared in
accordance with IFRS as adopted by the European Union and those
parts of the Companies Act 2006 applicable to companies reporting
XQGHU,)56JLYHDWUXHDQGIDLUYLHZRIWKHDVVHWVOLDELOLWLHV²QDQFLDO
SRVLWLRQDQGSUR²WRIWKH*URXSWDNHQDVDZKROH
– the Company accounts in this report, which have been prepared in
accordance with UK Generally Accepted Accounting Practice and
the Companies Act 2006, give a true and fair view of the assets,
OLDELOLWLHV²QDQFLDOSRVLWLRQDQGSUR²WRIWKH&RPSDQ\DQG
– the ‘Financial review and principal risks’ section and commentary
on pages 34 to 39 contained in the accounts includes a fair review
of the development and performance of the business and the
²QDQFLDOSRVLWLRQRIWKH&RPSDQ\DQGWKH*URXSWDNHQDVDZKROH
together with a description of the principal risks and uncertainties
that they face.

Going concern
The Group’s business activities, together with the factors likely to
affect its future development, performance and position are set out
LQWKH©)LQDQFLDOUHYLHZDQGSULQFLSDOULVNVªVHFWLRQRQSDJHVWR
7KH²QDQFLDOSRVLWLRQRIWKH*URXSLWVFDVK³RZVOLTXLGLW\SRVLWLRQ
DQGERUURZLQJIDFLOLWLHVDUHGHVFULEHGXQGHU©&RPPHQWDU\RQWKH
*URXSFDVK³RZVWDWHPHQWªVHFWLRQVHWRXWRQSDJH
In addition, the Notes to the Group accounts include the Group’s
REMHFWLYHVSROLFLHVDQGSURFHVVHVIRUPDQDJLQJLWVFDSLWDOLWV²QDQFLDO
ULVNPDQDJHPHQWREMHFWLYHVGHWDLOVRILWV²QDQFLDOLQVWUXPHQWVDQG
hedging activities; and its exposure to credit risk and liquidity risk.
7KH*URXSKDVFRQVLGHUDEOH²QDQFLDOUHVRXUFHVDQGLWVFXVWRPHUV
DQGVXSSOLHUVDUHGLYHUVL²HGDFURVVGLIIHUHQWJHRJUDSKLFDUHDV$V
a consequence, the directors believe that the Group is well placed to
manage its business risk successfully despite the on-going uncertain
economic outlook.
The directors have a reasonable expectation that the Group has
adequate resources to continue in operational existence for the
foreseeable future. Thus they continue to adopt the going concern
EDVLVIRUDFFRXQWLQJLQSUHSDULQJWKHDQQXDO²QDQFLDOVWDWHPHQWV
0DQDJHPHQWDOVREHOLHYHVWKDWWKH*URXSKDVVXI²FLHQWZRUNLQJ
capital for its present requirements.

Directors’ Report
The Directors’ Report has been prepared in accordance with the
requirements of the Companies Act 2006.
%\RUGHURIWKH%RDUG)HEUXDU\

Susan Swabey
Company Secretary
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7KH'LUHFWRUVFRQ²UPWKDWWKH\KDYHFRPSOLHGZLWKWKHDERYH
requirements in preparing the accounts.

7KH'LUHFWRUVFRQ²UPWKDWWRWKHEHVWRIHDFKSHUVRQªVNQRZOHGJH

CORPORATE GOVERNANCE

Under UK law the Directors have elected to prepare the Company
accounts in accordance with UK Generally Accepted Accounting
Practice (UK Accounting Standards and applicable law), which are
required by law to give a true and fair view of the state of affairs of
WKH&RPSDQ\DQGRIWKHSUR²WRUORVVRIWKH&RPSDQ\IRUWKDWSHULRG
In preparing the Company accounts, the Directors are required to:

Directors’ responsibility statement pursuant to
disclosure and transparency Rule 4

STRATEGIC REPORT

7KH'LUHFWRUVDUHUHTXLUHGWRSUHSDUH*URXSDFFRXQWVIRUHDFK²QDQFLDO
year, in accordance with the International Financial Reporting Standards
(‘IFRS’) as adopted by the European Union which present fairly the
²QDQFLDOSRVLWLRQRIWKH*URXSDQGWKH²QDQFLDOSHUIRUPDQFHDQGFDVK
³RZVRIWKH*URXSIRUWKDWSHULRG,QSUHSDULQJWKRVH*URXSDFFRXQWV
the Directors are required to:

– The Annual Report is drafted and comprehensively reviewed by
appropriate senior management with overall co-ordination by the
Head of Financial Reporting;
– $QH[WHQVLYHYHUL²FDWLRQSURFHVVLVXQGHUWDNHQWRHQVXUHIDFWXDO
accuracy, with third party review by legal advisers; and
– 7KH²QDOGUDIWLVUHYLHZHGE\WKH$XGLW&RPPLWWHHSULRUWR
consideration by the Board.

FINANCIAL STATEMENTS

Critical accounting policies

7KH*URXSSUHSDUHVLWVFRQVROLGDWHG²QDQFLDOVWDWHPHQWVLQ
accordance with IFRS as issued by the IASB and IFRS as adopted
by the EU, the application of which often requires judgements to be
PDGHE\PDQDJHPHQWZKHQIRUPXODWLQJWKH*URXSªV²QDQFLDOSRVLWLRQ
and results. Under IFRS, the Directors are required to adopt those
accounting policies most appropriate to the Group’s circumstances for
WKHSXUSRVHRISUHVHQWLQJIDLUO\WKH*URXSªV²QDQFLDOSRVLWLRQ²QDQFLDO
SHUIRUPDQFHDQGFDVK³RZV
In determining and applying accounting policies, judgement is often
UHTXLUHGLQUHVSHFWRILWHPVZKHUHWKHFKRLFHRIVSHFL²FSROLF\
accounting estimate or assumption to be followed could materially
affect the reported results or net asset position of the Group; it
may later be determined that a different choice would have been
more appropriate.
7KH*URXSªVVLJQL²FDQWDFFRXQWLQJSROLFLHVDUHVHWRXWLQ1RWHVWR
of the Notes to the Group accounts. Of those, the policies which require
the most use of management’s judgement are as follows:

Valuation of inventories
A feature of the Orthopaedic Reconstruction and Trauma & Extremities
IUDQFKLVHV ZKRVH²QLVKHGJRRGVLQYHQWRU\PDNHVXSDSSUR[LPDWHO\
RIWKH*URXSWRWDO²QLVKHGJRRGVLQYHQWRU\ LVWKHKLJKOHYHORI
product inventory required, some of which is located at customer
premises and is available for customers’ immediate use. Complete sets
of products, including large and small sizes, have to be made available
in this way. These sizes are used less frequently than standard sizes
and towards the end of the product life cycle are inevitably in excess
of requirements. Adjustments to carrying value are therefore required
to be made to orthopaedic inventory to anticipate this situation. These
adjustments are calculated in accordance with a formula based on
levels of inventory compared with historical usage. This formula is
DSSOLHGRQDQLQGLYLGXDOSURGXFWOLQHEDVLVDQGLV²UVWDSSOLHGZKHQD
product group has been on the market for two years. This method of
calculation is considered appropriate based on experience, but it does
involve management judgements on customer demand, effectiveness
of inventory deployment, length of product lives, phase-out of old
SURGXFWVDQGHI²FLHQF\RIPDQXIDFWXULQJSODQQLQJV\VWHPV

Impairment
In carrying out impairment reviews of goodwill, intangible assets and
SURSHUW\SODQWDQGHTXLSPHQWDQXPEHURIVLJQL²FDQWDVVXPSWLRQV
KDYHWREHPDGHZKHQSUHSDULQJFDVK³RZSURMHFWLRQV7KHVHLQFOXGH
the future rate of market growth, discount rates, the market demand for
WKHSURGXFWVDFTXLUHGWKHIXWXUHSUR²WDELOLW\RIDFTXLUHGEXVLQHVVHVRU
products, levels of reimbursement and success in obtaining regulatory
approvals. If actual results should differ or changes in expectations
arise, impairment charges may be required which would adversely
impact operating results.
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Liability provisioning
7KHUHFRJQLWLRQRISURYLVLRQVIRUOHJDOGLVSXWHVLVVXEMHFWWRDVLJQL²FDQW
degree of estimation. Provision is made for loss contingencies when
it is considered probable that an adverse outcome will occur and
the amount of the loss can be reasonably estimated. In making its
estimates, management takes into account the advice of internal and
external legal counsel. Provisions are reviewed regularly and amounts
XSGDWHGZKHUHQHFHVVDU\WRUH³HFWGHYHORSPHQWVLQWKHGLVSXWHV
The ultimate liability may differ from the amount provided depending
on the outcome of court proceedings and settlement negotiations or if
investigations bring to light new facts.

Taxation
The Group operates in numerous tax jurisdictions around the world.
Although it is Group policy to submit its tax returns to the relevant tax
authorities as promptly as possible, at any given time the Group has
unagreed years outstanding and is involved in disputes and tax audits.
6LJQL²FDQWLVVXHVPD\WDNHVHYHUDO\HDUVWRUHVROYH,QHVWLPDWLQJWKH
probability and amount of any tax charge, management takes into
account the views of internal and external advisers and updates the
amount of provision whenever necessary. The ultimate tax liability may
differ from the amount provided depending on interpretations of tax
law, settlement negotiations or changes in legislation.

Business combinations
7KHJURXSKDVLGHQWL²HG§JURZWKWKURXJKDFTXLVLWLRQV¨DVRQHRILWV
6WUDWHJLF3ULRULWLHV'XULQJZHDFTXLUHG$UWKUR&DUH&RUSRUDWLRQ
the determination of the balance sheet fair value acquired is
dependent upon the understanding of the circumstances at acquisition
and estimates of the future results of the acquired business and
management judgement is a factor in making these determinations.

Independent auditor’s US reports

Report of Independent Registered Public Accounting
Firm to the Board of Directors and shareholders of
Smith & Nephew plc

We have audited the accompanying group balance sheets of Smith &
1HSKHZSOFDVRI'HFHPEHUDQGDQGWKHUHODWHGJURXS
income statements, group statements of comprehensive income,
JURXSFDVK³RZVWDWHPHQWVDQGJURXSVWDWHPHQWVRIFKDQJHVLQ
shareholder’s equity for each of the three years in the period ended
'HFHPEHU7KHVH²QDQFLDOVWDWHPHQWVDUHWKHUHVSRQVLELOLW\
of the Company’s management. Our responsibility is to express an
RSLQLRQRQWKHVH²QDQFLDOVWDWHPHQWVEDVHGRQRXUDXGLWV

:HKDYHDXGLWHG6PLWK 1HSKHZSOFªVLQWHUQDOFRQWURORYHU²QDQFLDO
UHSRUWLQJDVRI'HFHPEHUEDVHGRQFULWHULDHVWDEOLVKHGLQ
Internal Control—Integrated Framework issued by the Committee
RI6SRQVRULQJ2UJDQL]DWLRQVRIWKH7UHDGZD\&RPPLVVLRQ 
framework), (the COSO criteria). Smith & Nephew plc’s management
LVUHVSRQVLEOHIRUPDLQWDLQLQJHIIHFWLYHLQWHUQDOFRQWURORYHU²QDQFLDO
reporting, and for its assessment of the effectiveness of internal control
RYHU²QDQFLDOUHSRUWLQJLQFOXGHGLQWKHDFFRPSDQ\LQJ©(YDOXDWLRQRI
Internal Controls’. Our responsibility is to express an opinion on the
FRPSDQ\ªVLQWHUQDOFRQWURORYHU²QDQFLDOUHSRUWLQJEDVHGRQRXUDXGLW

Auditor’s responsibility
We conducted our audits in accordance with the standards of the
Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain
UHDVRQDEOHDVVXUDQFHDERXWZKHWKHUWKH²QDQFLDOVWDWHPHQWVDUHIUHH
of material misstatement. An audit includes examining, on a test basis,
HYLGHQFHVXSSRUWLQJWKHDPRXQWVDQGGLVFORVXUHVLQWKH²QDQFLDO
statements. An audit also includes assessing the accounting principles
XVHGDQGVLJQL²FDQWHVWLPDWHVPDGHE\PDQDJHPHQWDVZHOODV
HYDOXDWLQJWKHRYHUDOO²QDQFLDOVWDWHPHQWSUHVHQWDWLRQ:HEHOLHYHWKDW
our audits provide a reasonable basis for our opinion.

,QRXURSLQLRQWKH²QDQFLDOVWDWHPHQWVUHIHUUHGWRDERYHSUHVHQWIDLUO\
LQDOOPDWHULDOUHVSHFWVWKHFRQVROLGDWHG²QDQFLDOSRVLWLRQRI6PLWK 
1HSKHZSOFDW'HFHPEHUDQGDQGWKHFRQVROLGDWHG
UHVXOWVRILWVRSHUDWLRQVDQGLWVFDVK³RZVIRUHDFKRIWKHWKUHH\HDUVLQ
WKHSHULRGHQGHG'HFHPEHULQFRQIRUPLW\ZLWK,QWHUQDWLRQDO
Financial Reporting Standards as issued by the International
Accounting Standards Board and International Financial Reporting
Standards as adopted by the European Union.

Ernst & Young LLP
London, England
)HEUXDU\

$FRPSDQ\ªVLQWHUQDOFRQWURORYHU²QDQFLDOUHSRUWLQJLVDSURFHVV
designed to provide reasonable assurance regarding the reliability
RI²QDQFLDOUHSRUWLQJDQGWKHSUHSDUDWLRQRI²QDQFLDOVWDWHPHQWV
for external purposes in accordance with generally accepted
DFFRXQWLQJSULQFLSOHV$FRPSDQ\ªVLQWHUQDOFRQWURORYHU²QDQFLDO
UHSRUWLQJLQFOXGHVWKRVHSROLFLHVDQGSURFHGXUHVWKDW  SHUWDLQWRWKH
maintenance of records that, in reasonable detail, accurately and fairly
UH³HFWWKHWUDQVDFWLRQVDQGGLVSRVLWLRQVRIWKHDVVHWVRIWKHFRPSDQ\
(2) provide reasonable assurance that transactions are recorded as
QHFHVVDU\WRSHUPLWSUHSDUDWLRQRI²QDQFLDOVWDWHPHQWVLQDFFRUGDQFH
with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with
authorizations of management and directors of the company; and (3)
provide reasonable assurance regarding prevention or timely detection
of unauthorized acquisition, use, or disposition of the company’s
DVVHWVWKDWFRXOGKDYHDPDWHULDOHIIHFWRQWKH²QDQFLDOVWDWHPHQWV
%HFDXVHRILWVLQKHUHQWOLPLWDWLRQVLQWHUQDOFRQWURORYHU²QDQFLDO
reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to
the risk that controls may become inadequate because of changes
in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.
In our opinion, Smith & Nephew plc maintained, in all material respects,
HIIHFWLYHLQWHUQDOFRQWURORYHU²QDQFLDOUHSRUWLQJDVRI'HFHPEHU
EDVHGRQWKH&262FULWHULD
We also have audited, in accordance with the standards of the Public
Company Accounting Oversight Board (United States), the group
EDODQFHVKHHWVRI6PLWK 1HSKHZSOFDVRI'HFHPEHUDQG
DQGWKHUHODWHGJURXSLQFRPHVWDWHPHQWVJURXSVWDWHPHQWV
RIFRPSUHKHQVLYHLQFRPHJURXSFDVK³RZVWDWHPHQWVDQGJURXS
statements of changes in equity for each of the three years in the
SHULRGHQGHG'HFHPEHURI6PLWK 1HSKHZSOFDQGRXUUHSRUW
GDWHG)HEUXDU\H[SUHVVHGDQXQTXDOL²HGRSLQLRQWKHUHRQ

Ernst & Young LLP
London, England
)HEUXDU\
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We also have audited, in accordance with the standards of the
Public Company Accounting Oversight Board (United States),
6PLWK 1HSKHZSOFªVLQWHUQDOFRQWURORYHU²QDQFLDOUHSRUWLQJDVRI
'HFHPEHUEDVHGRQFULWHULDHVWDEOLVKHGLQ,QWHUQDO&RQWURO
– Integrated Framework issued by the Committee of Sponsoring
2UJDQLVDWLRQVRIWKH7UHDGZD\&RPPLVVLRQ IUDPHZRUN 
DQGRXUUHSRUWGDWHG)HEUXDU\H[SUHVVHGDQXQTXDOL²HG
opinion thereon.

We conducted our audit in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable
DVVXUDQFHDERXWZKHWKHUHIIHFWLYHLQWHUQDOFRQWURORYHU²QDQFLDO
reporting was maintained in all material respects. Our audit included
REWDLQLQJDQXQGHUVWDQGLQJRILQWHUQDOFRQWURORYHU²QDQFLDOUHSRUWLQJ
assessing the risk that a material weakness exists, testing and
evaluating the design and operating effectiveness of internal control
based on the assessed risk, and performing such other procedures
as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion.
CORPORATE GOVERNANCE

Opinion

STRATEGIC REPORT

Report of Independent Registered Public Accounting
Firm to the Board of Directors and shareholders of
Smith & Nephew plc

FINANCIAL STATEMENTS

Independent auditor’s UK report

Independent auditor’s report to the members
of Smith & Nephew plc

Overview

2SLQLRQRQ²QDQFLDOVWDWHPHQWV

Audit scope

Materiality

In our opinion:
– WKH²QDQFLDOVWDWHPHQWVJLYHDWUXHDQGIDLUYLHZRIWKHVWDWHRIWKH
JURXSDQGRIWKHSDUHQWFRPSDQ\ªVDIIDLUVDVDW'HFHPEHU
– WKHJURXS²QDQFLDOVWDWHPHQWVJLYHDWUXHDQGIDLUYLHZRIWKHSUR²W
IRUWKH\HDUHQGHG'HFHPEHU
– WKHJURXS²QDQFLDOVWDWHPHQWVKDYHEHHQSURSHUO\SUHSDUHGLQ
accordance with IFRSs as adopted by the European Union and IFRSs
as adopted by the International Accounting Standards Board (IASB);
– WKHSDUHQWFRPSDQ\²QDQFLDOVWDWHPHQWVKDYHEHHQSURSHUO\
prepared in accordance with United Kingdom Generally Accepted
Accounting Practice;
– WKHJURXSDQGWKHSDUHQWFRPSDQ\²QDQFLDOVWDWHPHQWVKDYHEHHQ
prepared in accordance with the requirements of the Companies Act
2006; and
– WKHJURXS²QDQFLDOVWDWHPHQWVKDYHEHHQSUHSDUHGLQDFFRUGDQFH
with Article 4 of the IAS Regulation.

Areas of focus

2YHUDOO*URXSPDWHULDOLW\RIPLOOLRQZKLFK
UHSUHVHQWVRIDGMXVWHGSUR²WEHIRUHWD[
:HSHUIRUPHGDQDXGLWRIWKHFRPSOHWH²QDQFLDO
information of two components and audit
SURFHGXUHVRQVSHFL²FEDODQFHVIRUDIXUWKHUWHQ
components.
7KHUHSRUWLQJFRPSRQHQWVZKHUHZHSHUIRUPHG
DXGLWSURFHGXUHVDFFRXQWHGIRURIWKHJURXSªV
WRWDODVVHWVJURXSUHYHQXHDQGRIWKH
JURXSªVSUR²WEHIRUHWD[DQGRIWKHJURXSªV
DGMXVWHGSUR²WEHIRUHWD[
Recognition and measurement of provisions for
litigation reserves and contingent liabilities
Recognition and measurement of provisions
for taxation
Existence and valuation of inventory
Timing of revenue recognition and measurement of
related reserves
Judgements determining purchase price allocation
on acquisitions

What we have audited

Our application of materiality

:HKDYHDXGLWHGWKH²QDQFLDOVWDWHPHQWVRI6PLWK 1HSKHZSOFIRU
WKH\HDUHQGHG'HFHPEHUZKLFKFRPSULVH

:HGHWHUPLQHGPDWHULDOLW\IRUWKHJURXSWREHPLOOLRQ 
PLOOLRQ ZKLFKLVFDOFXODWHGDVRIDGMXVWHGSUR²WEHIRUHWD[
:HEHOLHYHWKDWSUR²WEHIRUHWD[DGMXVWHGIRUWKHLWHPVDVGHVFULEHG
below, provides us with a consistent year on year basis for determining
materiality and is the most relevant performance measure to the
VWDNHKROGHUVRIWKHHQWLW\$GMXVWPHQWVDUHPDGHWRSUR²WEHIRUHWD[IRU
DFTXLVLWLRQUHODWHGFRVWVRIPDQGUHVWUXFWXULQJDQGUDWLRQDOLVDWLRQ
H[SHQVHVRIPDVKLJKOLJKWHGLQQRWHRIWKH²QDQFLDO
VWDWHPHQWVDVZHOODVDFTXLVLWLRQUHODWHG²QDQFHFRVWVRIP7KLV
provided a basis for identifying and assessing the risk of material
misstatement and determining the nature, timing and extent of further
audit procedures.

Group

Company

The Group income statement
The Group statement of
comprehensive income
The Group balance sheet
7KH*URXSFDVK³RZVWDWHPHQW
The Group statement of changes
in equity
7KHUHODWHGQRWHVWR

The Company balance sheet
7KHUHODWHGQRWHVWR

$VH[SODLQHGLQ1RWHWRWKHFRQVROLGDWHG²QDQFLDOVWDWHPHQWVWKH
group in addition to applying IFRS as adopted by the European Union
has also applied IFRS as issued by the International Accounting
6WDQGDUGV%RDUG ,$6% 7KH²QDQFLDOUHSRUWLQJIUDPHZRUNWKDWKDV
EHHQDSSOLHGLQWKHSUHSDUDWLRQRIWKH&RPSDQ\²QDQFLDOVWDWHPHQWV
is the provisions of the Companies Act 2006 and United Kingdom
Generally Accepted Accounting Practice.

On the basis of our risk assessments, together with our assessment
of the group’s overall control environment and other qualitative
considerations, our judgement was that overall performance materiality
(i.e. our tolerance for misstatement in an individual account or balance)
IRUWKHJURXSVKRXOGEH  RISODQQLQJPDWHULDOLW\QDPHO\
PLOOLRQ PLOOLRQ 2XUREMHFWLYHLQDGRSWLQJWKLV
approach was to reduce to an appropriately low level the probability
that the aggregate of total undetected and uncorrected misstatements
for the accounts as a whole did not exceed our planning materiality.
Audit work at individual components is undertaken based on a
percentage of our total performance materiality. The performance
materiality set for each component is based on the relative size of the
component and our view of the risk of misstatement at that component.
In the current year the range of performance materiality allocated to
FRPSRQHQWVZDVPWRP
We agreed with the Audit Committee that we would report to the
&RPPLWWHHDOODXGLWGLIIHUHQFHVLQH[FHVVRIPLOOLRQ 
PLOOLRQ DVZHOODVGLIIHUHQFHVEHORZWKDWWKUHVKROGWKDWLQRXU
view warranted reporting on qualitative grounds.
We evaluate any uncorrected misstatements against both the
quantitative measures of materiality discussed above and in the light
of other relevant qualitative considerations.

7KLVSDJHGRHVQRWIRUPSDUWRI6PLWK 1HSKHZªV$QQXDO5HSRUWDQG)RUP)DV²OHGZLWKWKH6(&



Smith & Nephew Annual report 2014

Scope of our audit

Principal risk area and rationale

Our assessment of risks of material misstatement
We consider that the following areas present the greatest risk of
PDWHULDOPLVVWDWHPHQWLQWKH²QDQFLDOVWDWHPHQWVDQGFRQVHTXHQWO\
have had the greatest impact on our audit strategy, the allocation of
resources and the efforts of the engagement team, including the more
senior members of the team:
Audit response

Recognition and measurement of provisions for litigation reserves and contingent liabilities
The development, manufacture and sale of medical devices entails
risk of product liability claims and patent infringement issues due
to the surgical nature of the products and the competitive nature of
the industry.

7KHOLWLJDWLRQUHVHUYHDW'HFHPEHULQFOXGHGLQOHJDODQGRWKHU
SURYLVLRQVRIPLQQRWHWRWKH²QDQFLDOVWDWHPHQWVFRYHUVD
QXPEHURIRSHQOHJDOPDWWHUVDVGHVFULEHGLQGHWDLOLQQRWHWRWKH
²QDQFLDOVWDWHPHQWV:HKHOGGLVFXVVLRQVZLWKLQKRXVHOHJDOFRXQVHO
to understand the status of litigation cases. We read legal invoices and
corresponded directly with external legal advisors to understand the
fact patterns of the cases. We reviewed management’s calculations of
provisions, including their assessment of potential royalties payable
for past sales and challenged and corroborated key assumptions.

Recognition and measurement of provisions for taxation
7KHWD[FKDUJHRISUR²WVLVGHWHUPLQHGDFFRUGLQJWRFRPSOH[WD[ODZV
and regulations. Where the effect of these tax laws and regulations is
unclear, judgements are used in determining the liability for the tax to
be paid.
As a multinational Company, tax audits can be ongoing in a number of
jurisdictions at any point in time and tax returns are subject to possible
challenge in most locations in which the Company operates.
7KHUHFDQEHVLJQL²FDQWMXGJHPHQWLQYROYHGLQGHWHUPLQLQJWKH
provision for tax liabilities.

7KHGHWDLOVRIWKHWD[FKDUJHDUHLQFOXGHGLQQRWHWRWKH
²QDQFLDOVWDWHPHQWV
We involved tax specialists in the US and the UK to assist us in
assessing and challenging the assumptions and judgements made
by the company in their recognition and measurement of provisions
for taxation. We tested tax calculations and challenged the company’s
transfer pricing arrangements, tax planning activities and status and
²QGLQJVIURPRQJRLQJWD[DXGLWVWRDVVHVVWKHUHDVRQDEOHQHVVRIWKH
provisions recorded. This included an assessment of the likelihood
that known uncertain tax positions would result in a tax liability to
the company.

7KLVSDJHGRHVQRWIRUPSDUWRI6PLWK 1HSKHZªV$QQXDO5HSRUWDQG)RUP)DV²OHGZLWKWKH6(&
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Determining the impact and likely outcome of any litigation matters
UHTXLUHVVLJQL²FDQWMXGJHPHQWGXHWRWKHXQFHUWDLQW\RIWKHOLWLJDWLRQ
process and the level of royalty that may be payable for infringed
products and raises the risk that those legal provisions may
be incorrect.

CORPORATE GOVERNANCE

Following our assessment of the risk of material misstatement to
WKHJURXS²QDQFLDOVWDWHPHQWVZHVHOHFWHGFRPSRQHQWVZKLFK
represent the principal business units within the group’s two reportable
segments. Two of these components were subject to a full audit and
ten were subject to a partial scope audit where the extent of audit work
was based on our assessment of the risks of material misstatement
outlined below and the materiality of the location’s business operations
relative to the group. The scope of these components may not have
LQFOXGHGWHVWLQJRIDOOVLJQL²FDQWDFFRXQWVRIWKHORFDWLRQEXWZLOOKDYH
FRQWULEXWHGWRWKHFRYHUDJHRIVLJQL²FDQWDFFRXQWVWHVWHGIRUWKH
JURXS3DUWLDOVFRSHFRPSRQHQWWHVWLQJRIVLJQL²FDQWULVNVLVSULPDULO\
focused on the inventory and revenue recognition risks as tax, litigation

The group audit team continued to follow a programme of planned
visits that has been designed to ensure that the Senior Statutory
Auditor or his designate visits each of the locations where the Group
audit scope was focused at least once every two years and the most
VLJQL²FDQWRIWKHPDWOHDVWRQFHD\HDU)RUDOOIXOOVFRSHHQWLWLHVLQ
addition to the location visit, the group audit team participated in
the component team’s planning, including the component team’s
discussion of fraud and error. The group audit team have also reviewed
NH\ZRUNLQJSDSHUVDQGFKDOOHQJHGFRQFOXVLRQVRQVLJQL²FDQWULVN
DUHDVDVLGHQWL²HGDWWKHVFRSLQJVWDJHSULPDULO\LQYHQWRU\DQG
revenue recognition. The group audit team visited nine locations in total
over the course of the current year audit.

STRATEGIC REPORT

An audit involves obtaining evidence about the amounts and
GLVFORVXUHVLQWKH²QDQFLDOVWDWHPHQWVVXI²FLHQWWRJLYHUHDVRQDEOH
DVVXUDQFHWKDWWKH²QDQFLDOVWDWHPHQWVDUHIUHHIURPPDWHULDO
misstatement, whether caused by fraud or error. This includes an
assessment of: whether the accounting policies are appropriate to
the group’s circumstances and have been consistently applied and
DGHTXDWHO\GLVFORVHGWKHUHDVRQDEOHQHVVRIVLJQL²FDQWDFFRXQWLQJ
estimates made by the directors; and the overall presentation of
WKH²QDQFLDOVWDWHPHQWV,QDGGLWLRQZHUHDGDOOWKH²QDQFLDODQG
QRQ²QDQFLDOLQIRUPDWLRQLQWKH$QQXDO5HSRUWWRLGHQWLI\PDWHULDO
LQFRQVLVWHQFLHVZLWKWKHDXGLWHG²QDQFLDOVWDWHPHQWVDQGWRLGHQWLI\
any information that is apparently materially incorrect based on, or
materially inconsistent with, the knowledge acquired by us in the
course of performing the audit. If we become aware of any apparent
material misstatements or inconsistencies we consider the implications
for our report.

and purchase price allocation risks are audited centrally. For the
remaining components, we performed other procedures to test or
DVVHVVWKDWWKHUHZHUHQRVLJQL²FDQWULVNVRIPDWHULDOPLVVWDWHPHQWLQ
WKHVHFRPSRQHQWVLQUHODWLRQWRWKHJURXS²QDQFLDOVWDWHPHQWV7KH
components subject to full audit or partial scope audit procedures
PDNHXSRIWKHJURXSªVWRWDODVVHWVRIWKHJURXSªVUHYHQXH
RIWKHJURXSªVSUR²WEHIRUHWD[DQGRIWKHJURXSªVDGMXVWHG
SUR²WEHIRUHWD[DOWKRXJKIRUFRXQWULHVZKHUHDSDUWLDOVFRSHDXGLWZDV
performed, not all balances that comprise these coverage percentages
have been audited.

FINANCIAL STATEMENTS

Independent auditor’s UK report continued

Principal risk area and rationale

Audit response

Existence and valuation of inventory
7KH&RPSDQ\KDVKLJKOHYHOVRI²QLVKHGJRRGVLQYHQWRU\DVGHWDLOHG
LQQRWHWRWKH²QDQFLDOVWDWHPHQWVVRPHRIZKLFKDUHORFDWHGDW
customer premises to be available for immediate use.
Complete sets of products, including outsizes, have to be made
available in this way, with these sizes used less frequently. Towards
the end of a product’s life cycle, these inventory levels are more than is
required and therefore excess to requirements.
In estimating the appropriate value for inventory, management has to
apply judgement on how much of the inventory on hand will ultimately
be used, considering the length of product lives predicted, product
usage and how quickly products will be phased out.

We carried out tests of controls over routine inventory processes,
including cycle counts and period end counts.
:HLQGHSHQGHQWO\FRXQWHGRUFRQ²UPHGLQYHQWRU\OHYHOVDWNH\
component locations and also reviewed the results of management’s
testing results for a sample of counts that we did not attend.
We challenged management’s judgements and assumptions used
in determining the inventory excess and obsolescence provision
in order to assess that their calculation represents excess and
obsolete inventory. We understood their plans for launching new
product lines or discontinuing product lines to assess the adequacy
RIWKHSURYLVLRQDVZHOODVUH³HFWLQJRQWKHDGHTXDF\RISULRU
year provisions.
We tested management’s calculation to eliminate intercompany
SUR²WKHOGLQLQYHQWRU\DVJRRGVDUHVROGEHWZHHQJURXS
companies, including the recalculation and vouching of margins on a
sample basis.

Timing of revenue recognition and measurement of related reserves
Revenue recognition is one of the key areas of audit focus, particularly
in respect of the risk of management override and the risk of cut-off
of revenue for sales to distributors with the need for the risks and
rewards of ownership to have passed before revenue is recognised.

We carried out tests of controls over revenue recognition, including
the timing of revenue recognition, as well as substantive testing,
analytical procedures and assessing whether the revenue recognition
SROLFLHVDGRSWHGFRPSOLHGZLWK,)56DVGHWDLOHGLQQRWHWRWKH
²QDQFLDOVWDWHPHQWV
3URFHGXUHVLQFOXGHGLQGHSHQGHQWFRQ²UPDWLRQZLWKGLVWULEXWRUV
reviewing shipping terms for items despatched to test that the risk and
reward of ownership had passed, cut off testing of items despatched
close to the year end date and a review of returns and credit notes
issued subsequent to the year end.
We also performed detailed trend analysis by period and by major
FXVWRPHUWRLGHQWLI\XQXVXDO³XFWXDWLRQV

Judgements determining purchase price allocation on acquisitions
2Q0D\WKH*URXSDFTXLUHG$UWKUR&DUH&RUSRUDWLRQIRU
EQ
The acquisition accounting includes the need to determine the fair
value of the acquired assets and liabilities at the acquisition date.
This included complex valuation considerations and required the use
of specialists.
7KHPRVWVLJQL²FDQWMXGJHPHQWVUHODWHWRWKHYDOXDWLRQRILQWDQJLEOH
assets acquired, the uplift to the value of inventory and property, plant
and equipment and the value of any provisions recorded.

:HIRFXVHGRQWKLVDUHDJLYHQWKHVLJQL²FDQWMXGJHPHQWVLQYROYHV
in assessing the fair values of assets and liabilities acquired as this
directly impacts the amount of goodwill recognised on acquisition.
The fair values are based on valuation techniques built, in part, on
assumptions around the future performance of the business. We
challenged the assumptions underpinning the valuations, assessed
WKHIDLUYDOXHRIWKHLGHQWL²HGDVVHWVDQGOLDELOLWLHVDXGLWHGWKH
accounting differences upon IFRS conversion and evaluated the
adequacy of the disclosures.
We also discussed the specialist valuations with the specialists and
read their reports, with involvement of our own specialists to conclude
on the appropriateness of the valuation.

7KLVSDJHGRHVQRWIRUPSDUWRI6PLWK 1HSKHZªV$QQXDO5HSRUWDQG)RUP)DV²OHGZLWKWKH6(&
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Opinion on other matter prescribed by
the Companies Act 2006
In our opinion the information given in the Strategic Report and
WKH'LUHFWRUVª5HSRUWIRUWKH²QDQFLDO\HDUIRUZKLFKWKHJURXS
²QDQFLDOVWDWHPHQWVDUHSUHSDUHGLVFRQVLVWHQWZLWKWKHJURXS
²QDQFLDOVWDWHPHQWV

Respective responsibilities of directors and auditor

Matters on which we are required to report
by exception

– FHUWDLQGLVFORVXUHVRIGLUHFWRUVªUHPXQHUDWLRQVSHFL²HGE\ODZDUHQRW
made; or
– we have not received all the information and explanations we require
for our audit.
Under the Listing Rules we are required to review:
– WKHGLUHFWRUVªVWDWHPHQWVHWRXWRQSDJHLQUHODWLRQWRJRLQJ
concern.
– the part of the Corporate Governance Statement relating to the
company’s compliance with the nine provisions of the UK Corporate
*RYHUQDQFH&RGHVSHFL²HGIRURXUUHYLHZ

Michael Rudberg (Senior statutory auditor)
for and on behalf of Ernst & Young LLP, Statutory Auditor

CORPORATE GOVERNANCE

This report is made solely to the company’s members, as a body, in
DFFRUGDQFHZLWK&KDSWHURI3DUWRIWKH&RPSDQLHV$FW
Our audit work has been undertaken so that we might state to the
company’s members those matters we are required to state to them
in an auditor’s report and for no other purpose. To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone
other than the company and the company’s members as a body, for
our audit work, for this report, or for the opinions we have formed.

Under the Companies Act 2006 we are required to report to you if, in
our opinion:
STRATEGIC REPORT

As explained more fully in the Directors’ Responsibilities Statement set
RXWRQSDJHWKHGLUHFWRUVDUHUHVSRQVLEOHIRUWKHSUHSDUDWLRQRIWKH
JURXS²QDQFLDOVWDWHPHQWVDQGIRUEHLQJVDWLV²HGWKDWWKH\JLYHDWUXH
and fair view. Our responsibility is to audit and express an opinion on
WKHJURXS²QDQFLDOVWDWHPHQWVLQDFFRUGDQFHZLWKDSSOLFDEOHODZDQG
International Standards on Auditing (UK and Ireland). Those standards
require us to comply with the Auditing Practices Board’s Ethical
Standards for Auditors.

,QSDUWLFXODUZHDUHUHTXLUHGWRFRQVLGHUZKHWKHUZHKDYHLGHQWL²HG
any inconsistencies between our knowledge acquired during the
audit and the directors’ statement that they consider the annual report
is fair, balanced and understandable and whether the annual report
appropriately discloses those matters that we communicated to the
audit committee which we consider should have been disclosed.

London
)HEUXDU\

We have nothing to report in respect of the following:
Under the ISAs (UK and Ireland), we are required to report to you if, in
our opinion, information in the annual report is:
– PDWHULDOO\LQFRQVLVWHQWZLWKWKHLQIRUPDWLRQLQWKHDXGLWHG²QDQFLDO
statements; or
– apparently materially incorrect based on, or materially inconsistent
with, our knowledge of the Group acquired in the course of
performing our audit; or
– is otherwise misleading.

FINANCIAL STATEMENTS AND OTHER INFORMATION

7KLVSDJHGRHVQRWIRUPSDUWRI6PLWK 1HSKHZªV$QQXDO5HSRUWDQG)RUP)DV²OHGZLWKWKH6(&
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Group income statement

Notes

Revenue
Cost of goods sold
*URVVSUR²W
Selling, general and administrative expenses
Research and development expenses
2SHUDWLQJSUR²W
Interest receivable
Interest payable
2WKHU²QDQFHFRVWV
Share of results of associates
3UR²WRQGLVSRVDORIQHWDVVHWVKHOGIRUVDOH
3UR²WEHIRUHWD[DWLRQ
Taxation
$WWULEXWDEOHSUR²WIRUWKH\HDU L
Earnings per ordinary share (i)
Basic
Diluted

2

3
3
2&3
4
4
4

3


Year ended
31 December
2014
$ million

Year ended
'HFHPEHU

$ million

Year ended
'HFHPEHU

$ million

4,617
(1,162)
3,455
(2,471)
(235)
749
13
(35)
(11)
(2)
–
714
(213)
501











–
802
(246)




3,067


846

(9)

4





56.1¢
55.7¢







Year ended
31 December
2014
$ million

Year ended
'HFHPEHU

$ million

Year ended
'HFHPEHU

$ million

501





(94)
19
(75)



(4)


20


(5)

–

–

31
(14)
(196)

8
(3)
(6)


(6)
36

–
(184)
(259)
242

–





30

766

6

Group statement of comprehensive income

Notes

$WWULEXWDEOHSUR²WIRUWKH\HDU L
Other comprehensive income:
,WHPVWKDWZLOOQRWEHUHFODVVL²HGWRLQFRPHVWDWHPHQW
$FWXDULDO ORVVHV JDLQVRQUHWLUHPHQWEHQH²WREOLJDWLRQV
Taxation on other comprehensive income
7RWDOLWHPVWKDWZLOOQRWEHUHFODVVL²HGWRLQFRPHVWDWHPHQW
,WHPVWKDWPD\EHUHFODVVL²HGVXEVHTXHQWO\WRLQFRPHVWDWHPHQW
&DVK³RZKHGJHV¥LQWHUHVWUDWHGHULYDWLYHV
– losses arising in the year
&DVK³RZKHGJHV¥IRUZDUGIRUHLJQH[FKDQJHFRQWUDFWV
– gains/(losses) arising in the year
– gains transferred to inventories for the year
Exchange differences on translation of foreign operations
([FKDQJHRQERUURZLQJVFODVVL²HGDVQHW
investment hedges
7RWDOLWHPVWKDWPD\EHUHFODVVL²HGVXEVHTXHQWO\WRLQFRPHVWDWHPHQW
2WKHUFRPSUHKHQVLYH H[SHQVH LQFRPHIRUWKH\HDUQHWRIWD[DWLRQ
Total comprehensive income for the year (i)
(i) Attributable to equity holders of the Company and wholly derived from continuing operations.

7KH1RWHVRQSDJHVWRDUHDQLQWHJUDOSDUWRIWKHVHDFFRXQWV
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Commentary on the Group income statement and Group statement of comprehensive income

Revenue

2SHUDWLQJSUR²W

Group revenue increased by $266m (6% on a reported basis), from
PLQWRPLQ

2SHUDWLQJSUR²WGHFUHDVHGE\PWRPIURPPLQ
7KLVFRPSULVHGDQLQFUHDVHRIPLQ$GYDQFHG6XUJLFDO'HYLFHV
DQGDGHFUHDVHRIPLQ$GYDQFHG:RXQG0DQDJHPHQW

Cost of goods sold
Cost of goods sold increased by $62m (6% on a reported basis)
IURPPLQWRPLQ7KHXQGHUO\LQJPRYHPHQW
LVDIWHUDGMXVWLQJIRUWKHQHWLPSDFWRIIURPWKH$UWKUR&DUH
acquisition and 3% attributable to the unfavourable impact of currency
PRYHPHQWV7KHPRYHPHQWLQXQGHUO\LQJFRVWVRIJRRGVVROGRILV
largely attributable to the increase in underlying trading.
'XULQJPRIUHVWUXFWXULQJDQGUDWLRQDOLVDWLRQH[SHQVHV
¥P DQGPRIDFTXLVLWLRQUHODWHGFRVWV ¥P ZHUH
charged to cost of goods sold.

Selling, general and administrative expenses

7KHXQGHUO\LQJLQFUHDVHRILVGXHWRWKHSURPRWLRQRIQHZSURGXFW
and costs associated with the RENASYS distribution hold and HP802
termination and the underlying increase in trading.
,QDGPLQLVWUDWLYHH[SHQVHVLQFOXGHGPRIDPRUWLVDWLRQRI
RWKHULQWDQJLEOHDVVHWV ¥P PRIUHVWUXFWXULQJDQG
UDWLRQDOLVDWLRQH[SHQVHV ¥P DQDPRXQWRIPUHODWLQJ
WRDPRUWLVDWLRQRIDFTXLVLWLRQLQWDQJLEOHV ¥P DQGPRI
DFTXLVLWLRQUHODWHGFRVWV ¥P 

Net interest receivable/(payable)
Net interest payable increased by $26m, from a net $4m receivable in
WRDQHWSD\DEOHRIPLQ7KLVPRYHPHQWLVSULPDULO\GXH
WRDQLQFUHDVHLQLQWHUHVWSD\DEOHDVDUHVXOWRI²QDQFLQJWKH$UWKUR&DUH
acquisition. Interest receivable also decreased following the repayment
E\%LRYHQWXV//&RIWKHLUORDQQRWHLQ2FWREHU

2WKHU²QDQFHFRVWV
2WKHU²QDQFHFRVWVLQUHPDLQHGDWPDQGSULQFLSDOO\UHODWHWR
FRVWVDVVRFLDWHGZLWKWKH*URXSªVUHWLUHPHQWEHQH²WVFKHPHV

Taxation
7KHWD[DWLRQFKDUJHGHFUHDVHGE\PWRPIURPPLQ
7KHUDWHRIWD[ZDVFRPSDUHGZLWKLQ
$IWHUDGMXVWLQJIRUVSHFL²FWUDQVDFWLRQVWKDWPDQDJHPHQWFRQVLGHUV
DIIHFWWKH*URXSªVVKRUWWHUPSUR²WDELOLW\UHVWUXFWXULQJDQG
rationalisation expenses, amortisation of acquisition intangibles,
acquisition related costs and legal and other items) the tax rate was
 ¥ 

CORPORATE GOVERNANCE

6HOOLQJJHQHUDODQGDGPLQLVWUDWLYHH[SHQVHVLQFUHDVHGE\P 
RQDUHSRUWHGEDVLV IURPPLQWRPLQ7KH
XQGHUO\LQJPRYHPHQWLVDIWHUDGMXVWLQJIRUWKHQHWLPSDFWRI
from the ArthroCare acquisition. Currency movements had no impact.

The movement in Advanced Surgical Devices is attributable to the
continuing pressure on margins and its investment in the Emerging
& International Markets. Advanced Wound Management has been
adversely impacted by the costs assocaited with the RENASYS
distribution hold and the impairment and costs associated with the
termination of the HP802 programme.

STRATEGIC REPORT

7KHXQGHUO\LQJLQFUHDVHLVDIWHUDGMXVWLQJIRUWKHLPSDFW
RIWKHDFTXLVLWLRQVRI$UWKUR&DUHDQGD%UD]LOLDQGLVWULEXWRUDQG
attributable to the unfavourable impact of currency movements.
'HVSLWH³DWJURZWKLQWKH(VWDEOLVKHG0DUNHWVJURZWKRILQWKH
Emerging & International Markets contributed to this underlying
increase of 2%.

Research and development expenses
FINANCIAL STATEMENTS AND OTHER INFORMATION

Research and development expenditure as a percentage of revenue
UHPDLQHGEURDGO\FRQVLVWHQWDWLQ ¥ $FWXDO
H[SHQGLWXUHZDVPLQFRPSDUHGWRPLQ7KH
Group continues to invest in innovative technologies and products to
differentiate it from competitors.

7KH²QDQFLDOFRPPHQWDU\RQWKLVSDJHIRUPVSDUWRIWKHEXVLQHVVUHYLHZDQGLVXQDXGLWHG
6HHSDJHVWRIRUFRPPHQWDU\RQWKH²QDQFLDO\HDU
Smith & Nephew Annual report 2014
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Group balance sheet

Notes

At
31 December
2014
$ million

At
'HFHPEHU

$ million

Assets
Non-current assets:
Property, plant and equipment
Goodwill
Intangible assets
Investments
Investments in associates
Loans to associates
5HWLUHPHQWEHQH²WDVVHW
Deferred tax assets

7
8
9






891
2,027
1,747
5
112
–
7
77
4,866




2






Current assets:
Inventories
Trade and other receivables
Cash at bank





1,181
1,166
93
2,440
7,306









184
574
11
(315)
(64)
3,650
4,040




(322)


4,047







1,666
233
44
63
98
2,104

347
230
7


699





39
838
67
218
1,162
3,266
7,306

44

60





Total assets
Equity and liabilities
Equity attributable to owners of the Company:
Share capital
Share premium
Capital redemption reserve
Treasury shares
Other reserves
Retained earnings
Total equity
Non-current liabilities:
Long-term borrowings
5HWLUHPHQWEHQH²WREOLJDWLRQV
Other payables
Provisions
Deferred tax liabilities



Current liabilities:
Bank overdrafts and loans
Trade and other payables
Provisions
Current tax payable
Total liabilities
Total equity and liabilities

The accounts were approved by the Board and authorised for issue on )HEUXDU\DQGDUHVLJQHGRQLWVEHKDOIE\

Roberto Quarta
&KDLUPDQ

Olivier Bohuon
&KLHI([HFXWLYH2I²FHU

Julie Brown
&KLHI)LQDQFLDO2I²FHU

7KH1RWHVRQSDJHVWRDUHDQLQWHJUDOSDUWRIWKHVHDFFRXQWV
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Commentary on the Group balance sheet

Non-current liabilities

1RQFXUUHQWDVVHWVLQFUHDVHGE\PWRPLQIURP
PLQ7KLVLVSULQFLSDOO\DWWULEXWDEOHWRWKHIROORZLQJ

1RQFXUUHQWOLDELOLWLHVLQFUHDVHGE\PIURPPLQWR
PLQ7KLVPRYHPHQWUHODWHVWRWKHIROORZLQJLWHPV

– 3URSHUW\SODQWDQGHTXLSPHQWLQFUHDVHGE\PIURPPLQ
WRPLQ'HSUHFLDWLRQRIPZDVFKDUJHGGXULQJ
DVVHWVZLWKDQHWERRNYDOXHRIPZHUHGLVSRVHGRIDQG
PZDVLPSDLUHGUHODWLQJWR+37KHVHPRYHPHQWVZHUHRIIVHW
by $298m of additions relating primarily to instruments and other
plant & machinery and $62m of additions arising on the acquisitions
of ArthroCare. The balance relates to unfavourable currency
movements totalling $34m.
– *RRGZLOOLQFUHDVHGE\PIURPPLQWRP
LQ2IWKLVPRYHPHQWPDURVHRQWKHDFTXLVLWLRQRI
$UWKUR&DUHDQGPRQWKHDFTXLVLWLRQLQ%UD]LO7KHUHPDLQLQJ
balance relates to unfavourable currency movements totalling $73m.
– ,QWDQJLEOHDVVHWVLQFUHDVHGE\PIURPPLQWR
PLQ,QWDQJLEOHDVVHWVWRWDOOLQJPDQGPDURVHRQ
the acquisition of ArthroCare and Brazil respectively. Amortisation
RIPZDVFKDUJHGGXULQJWKH\HDUDQGDVVHWVZLWKDQHWERRN
YDOXHRIPZHUHGLVSRVHGRI$WRWDORIPUHODWHVWRWKHFRVWRI
intellectual property, distribution rights and software acquired. The
EDODQFHUHODWHVWRXQIDYRXUDEOHFXUUHQF\PRYHPHQWVWRWDOOLQJP
– ,QYHVWPHQWLQDVVRFLDWHVRIPLQKDVLQFUHDVHGIURPP
LQ7KHORDQWRWKHDVVRFLDWHZDVIXOO\UHSDLGLQWKH\HDU
– 'HIHUUHGWD[DVVHWVGHFUHDVHGE\PLQWKH\HDUIURPPLQ
WRPLQ

– /RQJWHUPERUURZLQJVKDYHLQFUHDVHGIURPPLQWR
PLQDVDUHVXOWRIWKHEQSULYDWHSODFHPHQWVDQG
$400m additional long-term facility use to fund the acquisition
of ArthroCare.
– 7KH5HWLUHPHQWEHQH²WREOLJDWLRQLQFUHDVHGE\PWRPLQ
IURPPLQ
– 'HIHUUHGWD[OLDELOLWLHVLQFUHDVHGE\PLQWKH\HDUIURPPLQ
WRPLQ

Current assets

7RWDOHTXLW\GHFUHDVHGE\PIURPPLQWRPLQ
7KHSULQFLSDOPRYHPHQWVZHUH

Current liabilities
&XUUHQWOLDELOLWLHVLQFUHDVHGE\PIURPPLQWRPLQ
7KLVPRYHPHQWLVDWWULEXWDEOHWR

Total equity
Total equity
$ million

4,047



(94)



76
4,040

7KH²QDQFLDOFRPPHQWDU\RQWKLVSDJHIRUPVSDUWRIWKHEXVLQHVVUHYLHZDQGLVXQDXGLWHG
6HHSDJHVWRIRUFRPPHQWDU\RQWKH²QDQFLDO\HDU
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-DQXDU\
$WWULEXWDEOHSUR²W
Currency translation losses
Hedging reserves
$FWXDULDOORVVHVRQUHWLUHPHQWEHQH²WREOLJDWLRQV
Dividends paid during the year
Purchase of own shares
Taxation on Other Comprehensive Income and
equity items
Net share-based transactions
'HFHPEHU

CORPORATE GOVERNANCE

– %DQNRYHUGUDIWVDQGFXUUHQWERUURZLQJVKDYHGHFUHDVHGE\P
IURPPLQWRPLQ
– 7UDGHDQGRWKHUSD\DEOHVKDYHLQFUHDVHGE\PWRPLQ
IURPPLQ7KLVLQFUHDVHLQFOXGHVPRIWUDGHDQGRWKHU
payables arising on the acquisition of ArthroCare and distributor in
Brazil offset by $34m of favourable currency movements.
– &XUUHQWWD[SD\DEOHLVPDWWKHHQGRIFRPSDUHGWRP
LQ

&XUUHQWDVVHWVLQFUHDVHGE\PWRPIURPPLQ
The movement relates to the following:
– ,QYHQWRULHVURVHE\PWRPLQIURPPLQ
This movement is principally attributable to the acquisitions of
ArthroCare and distributor in Brazil which increased inventory by
$70m and $36m relating to the purchase of an advanced quantity of
an ingredient to ensure continued supply of REGRANEX.
– 7KHOHYHORIWUDGHDQGRWKHUUHFHLYDEOHVLQFUHDVHGE\PWR
PLQIURPPLQ7KHPRYHPHQWSULPDULO\
UHODWHVWRWKHLQFUHDVHLQXQGHUO\LQJUHYHQXHVDQGPIURP
WKH$UWKUR&DUHDFTXLVLWLRQRIIVHWE\PRIXQIDYRXUDEOH
currency movements.
– &DVKDWEDQNKDVIDOOHQE\PWRPIURPPLQ

STRATEGIC REPORT

Non-current assets

FINANCIAL STATEMENTS

*URXSFDVK³RZVWDWHPHQW

Notes

&DVK³RZVIURPRSHUDWLQJDFWLYLWLHV
3UR²WEHIRUHWD[DWLRQ
Net interest payable/(receivable)
Depreciation, amortisation and impairment
Loss on disposal of property, plant and equipment and software
Distribution from investment
Share-based payments expense
Share of results of associates
Dividends received from associates
3UR²WRQGLVSRVDORIPDQXIDFWXULQJIDFLOLW\
3UR²WRQGLVSRVDORIQHWDVVHWVKHOGIRUVDOH
1HWPRYHPHQWLQSRVWUHWLUHPHQWEHQH²WREOLJDWLRQV
(Increase)/Decrease in inventories
Increase in trade and other receivables
Increase in trade and other payables
and provisions
Cash generated from operations (i) (ii)
Interest received
Interest paid
Income taxes paid
1HWFDVKLQ³RZIURPRSHUDWLQJDFWLYLWLHV
&DVK³RZVIURPLQYHVWLQJDFWLYLWLHV
Acquisitions, net of cash acquired
Proceeds on disposal of net assets held for sale
Capital expenditure
Investment in associate
Purchase of investments
Proceeds from associate loan redemption
Proceeds on disposal of manufacturing facility
Cash received on disposal of associate
Net cash used in investing activities
&DVK³RZVIURP²QDQFLQJDFWLYLWLHV
Proceeds from issue of ordinary share capital
Purchase of own shares
Proceeds of borrowings due within one year
Settlement of borrowings due within one year
Proceeds on borrowings due after one year
Settlement of borrowings due after one year
Proceeds from own shares
Settlement of currency swaps
Equity dividends paid
1HWFDVKIURP XVHGLQ ²QDQFLQJDFWLYLWLHV
Net (decrease)/increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Exchange adjustments
Cash and cash equivalents at end of year

4

23



3


2





20
20
20
20
20


20
20

Year ended
31 December
2014
$ million

Year ended
'HFHPEHU

$ million

Year ended
'HFHPEHU

$ million

714
22
427
11
1
32
2
–
(9)
–
(81)
(168)
(76)

802
(4)

23
–
28


–
–
(27)
(99)
(70)


(2)


–
34
(4)
7
–

(28)



86
961
3
(36)
(245)
683



4


867



4
(8)
(278)
902

(1,572)
–
(375)
(2)
(4)
188
20
–
(1,745)

(74)
–
(340)
–
–
–
–
7
(407)

(782)



–
–
–
–


40
(75)
30
(52)
3,390
(2,068)
4
(11)
(250)
1,008
(54)
126
(7)
65

48


(6)

(779)
3

(239)
(498)
(38)

(3)


77
–
40
(296)


6



2

4


L  ,QFOXGHVP ¥P¥P RIRXWJRLQJVRQUHVWUXFWXULQJDQGUDWLRQDOLVDWLRQH[SHQVHV
LL  ,QFOXGHVP ¥P¥P RIDFTXLVLWLRQUHODWHGFRVWVDQGP ¥QLO¥P RIOHJDODQGRWKHUFRVWV

7KH1RWHVRQSDJHVWRDUHDQLQWHJUDOSDUWRIWKHVHDFFRXQWV
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&RPPHQWDU\RQWKH*URXSFDVK³RZVWDWHPHQW

7KHPDLQHOHPHQWVRIWKH*URXSªVFDVK³RZDQGPRYHPHQWVLQQHW
debt can be summarised as follows:

1HWFDVKLQ³RZIURPRSHUDWLQJDFWLYLWLHV

Capital expenditure
The Group’s ongoing capital expenditure and working capital
UHTXLUHPHQWVZHUH²QDQFHGWKURXJKFDVK³RZJHQHUDWHGE\EXVLQHVV
operations and, where necessary, through short-term committed
DQGXQFRPPLWWHGEDQNIDFLOLWLHV,QFDSLWDOH[SHQGLWXUHRQ
WDQJLEOHDQGLQWDQJLEOH²[HGDVVHWVUHSUHVHQWHGDSSUR[LPDWHO\RI
FRQWLQXLQJ*URXSUHYHQXH ¥¥ 
,QFDSLWDOH[SHQGLWXUHDPRXQWHGWRP ¥P
¥P 7KHSULQFLSDODUHDVRILQYHVWPHQWZHUHWKHSODFHPHQW
of orthopaedic instruments with customers, patents and licences, plant
and equipment and information technology.

Acquisitions and disposals
,QWKHWKUHH\HDUSHULRGHQGHG'HFHPEHUPZDV
VSHQWRQDFTXLVLWLRQVIXQGHGIURPQHWGHEWDQGFDVKLQ³RZV7KLV
FRPSULVHGPIRU+HDOWKSRLQWDFTXLUHGLQ'HFHPEHUP
relating to acquisitions in Turkey, Brazil and India completed in quarter
IRXURIPIRU$UWKUR&DUHDFTXLUHGLQ0D\DQGP
IRUWKHDFTXLVLWLRQLQ%UD]LOFRPSOHWHGLQTXDUWHURQH
'XULQJWKH*URXSFRPSOHWHGWKHWUDQVIHURILWV%LRORJLFVDQG
Clinical Therapies business (‘CT’) to Bioventus for total consideration
of $367m. As part of this transaction the Group received a 49%
LQWHUHVWLQ%LRYHQWXVZLWKDYDOXHRIPDQGVXEVHTXHQWO\LQYHVWHG
DIXUWKHUP

$W'HFHPEHUWKH*URXSKHOGP ¥P
P LQFDVKQHWRIEDQNRYHUGUDIWV7KHJURXSKDGFRPPLWWHG
IDFLOLWLHVDYDLODEOHRIPDW'HFHPEHURIZKLFKP
was drawn. Smith & Nephew intends to repay the amounts due within
one year by using available cash and drawing down on the longer term
IDFLOLWLHV,QDGGLWLRQ6PLWK 1HSKHZKDV²QDQFHOHDVHFRPPLWPHQWV
RIP
'XULQJWKH\HDUHQGHG'HFHPEHUWKH*URXSUH²QDQFHGLWV
SULQFLSDOEDQNLQJIDFLOLWLHV7KH*URXSKDVVLJQHGDQHZ²YH\HDU
FRPPLWWHGELOOLRQPXOWLFXUUHQF\UHYROYLQJFUHGLWIDFLOLW\ZLWKD
PDWXULW\GDWHRI0DUFK,QDGGLWLRQWKH*URXSVLJQHGDELOOLRQ
FRPPLWWHGWHUPORDQIDFLOLW\ZLWKDPDWXULW\GDWHRI)HEUXDU\7KH
*URXSGUHZGRZQLWVELOOLRQFRPPLWWHGWHUPORDQIDFLOLW\WRIXQGWKH
DFTXLVLWLRQRI$UWKUR&DUHELOOLRQRIWKLVORDQZDVUHSDLGGXULQJWKH
year partly from private placement proceeds.
'XULQJWKH\HDUHQGHG'HFHPEHUWKH*URXSUHFHLYHGWKH
HQWLUHSURFHHGVRIWKHPLOOLRQSULYDWHSODFHPHQWGHEWDJUHHPHQW
VLJQHGLQ'HFHPEHU7KHIXQGVKDYHDZHLJKWHGDYHUDJH²[HG
UDWHRIDQGPDWXUHEHWZHHQDQG7KH*URXSDOVR
received $800 million of proceeds from a second private placement
DJUHHPHQWVLJQHGLQ1RYHPEHU7KHIXQGVKDYHDZHLJKWHG
DYHUDJH²[HGUDWHRIDQGPDWXUHEHWZHHQDQG
The principal variations in the Group’s borrowing requirements result
from the timing of dividend payments, acquisitions and disposals
of businesses, timing of capital expenditure and working capital
³XFWXDWLRQV6PLWK 1HSKHZEHOLHYHVWKDWLWVFDSLWDOH[SHQGLWXUH
QHHGVDQGLWVZRUNLQJFDSLWDOIXQGLQJIRUDVZHOODVLWVRWKHU
known or expected commitments or liabilities, can be met from its
existing resources and facilities. The Group’s net debt increased
IURPPDWWKHEHJLQQLQJRIWRPDWWKHHQGRI
UHSUHVHQWLQJDQRYHUDOOLQFUHDVHRIP

CORPORATE GOVERNANCE

$W'HFHPEHUP ¥P¥P RIFDSLWDO
expenditure had been contracted but not provided for which will be
IXQGHGIURPFDVKLQ³RZV

7KH*URXSªVSROLF\LVWRHQVXUHWKDWLWKDVVXI²FLHQWIXQGLQJDQG
facilities in place to meet foreseeable borrowing requirements.

STRATEGIC REPORT

&DVKJHQHUDWHGIURPRSHUDWLRQVLQRIP ¥P
¥P LVDIWHUSD\LQJRXWP ¥P¥P 
RIDFTXLVLWLRQUHODWHGFRVWVP ¥P¥P RI
UHVWUXFWXULQJDQGUDWLRQDOLVDWLRQH[SHQVHVDQGP ¥QLO
¥P UHODWLQJWROHJDODQGRWKHUH[FHSWLRQDOFRVWV

Liquidity and capital resources

The Group’s planned future contributions are considered adequate
WRFRYHUWKHFXUUHQWXQGHUIXQGHGSRVLWLRQLQWKH*URXSªVGH²QHG
EHQH²WSODQV

FINANCIAL STATEMENTS AND OTHER INFORMATION

'XULQJWKH*URXSUHFHLYHGUHSD\PHQWRIWKHPORDQQRWH
to Bioventus and $28m of accrued interest.
Proceeds of $20m have been received on the disposal of the Group’s
manufacturing plant in Gilberdyke, UK.

7KH²QDQFLDOFRPPHQWDU\RQWKLVSDJHIRUPVSDUWRIWKHEXVLQHVVUHYLHZDQGLVXQDXGLWHG
6HHSDJHVWRIRUFRPPHQWDU\RQWKH²QDQFLDO\HDU
Smith & Nephew Annual report 2014
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Group statement of changes in equity

Share
capital
$ million

$W'HFHPEHU
Total comprehensive income (i)
Equity dividends declared and paid
Share-based payments recognised
&RVWRIVKDUHVWUDQVIHUUHGWREHQH²FLDULHV
Issue of ordinary share capital (iv)
$W'HFHPEHU
Total comprehensive income (i)
Equity dividends declared and paid
Share-based payments recognised
Deferred taxation on share-based payments
Purchase of own shares
&RVWRIVKDUHVWUDQVIHUUHGWREHQH²FLDULHV
Cancellation of treasury shares
Issue of ordinary share capital (iv)
$W'HFHPEHU
Total comprehensive income (i)
Equity dividends declared and paid
Share-based payments recognised
Purchase of own shares
&RVWRIVKDUHVWUDQVIHUUHGWREHQH²FLDULHV
Cancellation of treasury shares
Issue of ordinary share capital (iv)
At 31 December 2014


–
–
–
–
2

–
–
–
–
–
–



–
–
–
–
–
(1)
1
184

Capital
Share redemption
premium
reserve
$ million
$ million


–
–
–
–

488
–
–
–
–
–
–
–
47

–
–
–
–
–
–
39
574

–
–
–
–
–
–
–
–
–
–
–
–
–

–

–
–
–
–
–
1
–
11

Treasury
Other
shares (ii) reserves (iii)
$ million
$ million

(766)
–
–
–

–

–
–
–
–


623
–
(322)
–
–
–
(75)
25
57
–
(315)


30
–
–
–
–


–
–
–
–
–
–
–

(184)
–
–
–
–
–
–
(64)

Retained
earnings
$ million

Total
equity
$ million


736

34

–


(239)
28
3
–

(623)
–

426
(250)
32
–
(21)
(57)
–
3,650


766

34
6
77
3,884

(239)
28
3

3
–
48
4,047
242
(250)
32
(75)
4
–
40
4,040

(i) Attributable to equity holders of the Company and wholly derived from continuing operations.
LL  5HIHUWR1RWHIRUIXUWKHULQIRUPDWLRQ
LLL  2WKHUUHVHUYHVFRPSULVHVJDLQVDQGORVVHVRQFDVK³RZKHGJHVIRUHLJQH[FKDQJHGLIIHUHQFHVRQWUDQVODWLRQRIIRUHLJQRSHUDWLRQVDQGWKHGLIIHUHQFHDULVLQJDVDUHVXOWRIWUDQVODWLQJ
share capital and share premium at the rate ruling on the date of redenomination instead of the rate at the balance sheet date. The cumulative translation adjustments within Other
5HVHUYHVDW'HFHPEHUZHUH  P ¥P¥P 
(iv) Issue of ordinary share capital as a result of options being exercised.

7KH1RWHVRQSDJHVWRDUHDQLQWHJUDOSDUWRIWKHVHDFFRXQWV
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Notes to the Group accounts

1 Basis of preparation

Foreign currencies

Smith & Nephew plc (the ‘Company’) is a public limited company
incorporated in England and Wales. In these accounts, the ‘Group’
means the Company and all its subsidiaries. The principal activities
RIWKH*URXSDUHWRGHYHORSPDQXIDFWXUHPDUNHWDQGVHOOPHGLFDO
devices in the sectors of Advanced Surgical Devices and Advanced
Wound Management.

Functional and presentation currency

The Directors continue to adopt the going concern basis for accounting
LQSUHSDULQJWKHDQQXDO²QDQFLDOVWDWHPHQWV7KH'LUHFWRUVKDYHD
reasonable expectation that the Group has adequate resources to
continue in operational existence for the foreseeable future.
There have been no new accounting pronouncements impacting the
Group in 2014.

Foreign operations
Balance sheet items of foreign operations, including goodwill and fair
value adjustments arising on acquisition are translated into US Dollars
on consolidation at the exchange rates at the reporting date. Income
VWDWHPHQWLWHPVDQGWKHFDVK³RZVRIIRUHLJQRSHUDWLRQVDUHWUDQVODWHG
at average rates as an approximation to actual transaction rates, with
actual transaction rates used for large one off transactions.
Foreign currency differences are recognised in Other comprehensive
income and accumulated in ‘Other reserves’ within equity. These
include: exchange differences on the translation at closing rates of
exchange of non-US Dollar opening net assets; the differences arising
EHWZHHQWKHWUDQVODWLRQRISUR²WVLQWR86'ROODUVDWDFWXDO RUDYHUDJH
as an approximation) and closing exchange rates; to the extent that the
hedging relationship is effective, the difference on translation of foreign
FXUUHQF\ERUURZLQJVRUVZDSVWKDWDUHXVHGWR²QDQFHRUKHGJHWKH
Group’s net investments in foreign operations; and the movement in
the fair value of forward foreign exchange contracts used to hedge
IRUHFDVWIRUHLJQH[FKDQJHFDVK³RZV
The exchange rates used for the translation of currencies into US
'ROODUVWKDWKDYHWKHPRVWVLJQL²FDQWLPSDFWRQWKH*URXSUHVXOWVZHUH
Average rates
Sterling
Euro
Swiss Franc
Year-end rates
Sterling
Euro
Swiss Franc

2014

2013

2012

1.65
1.33
1.09

1.56
1.33
1.08

1.58
1.28
1.07

1.56
1.21
1.01

1.66
1.38
1.12

1.63
1.32
1.09

Consolidation
The Group accounts include the accounts of Smith & Nephew plc and
its subsidiaries for the periods during which they were members of
the Group.
Subsidiaries are entities controlled by the Group. The Group controls
an entity when it is exposed to, or has rights to, variable returns from
its involvement with the entity and has the ability to affect those returns
through its power over the entity. Subsidiaries are consolidated in the
Group accounts from the date that the Group obtains control, and
continue to be consolidated until the date that such control ceases.
Intra-group balances and transactions, and any unrealised income
and expenses arising from intra-group transactions, are eliminated on
consolidation. All subsidiaries have year ends which are co-terminus
with the Group’s.
When the Group loses control over a subsidiary, it derecognises the
assets and liabilities of the subsidiary and any related components
RIHTXLW\$Q\UHVXOWLQJJDLQRUORVVLVUHFRJQLVHGLQSUR²WRUORVV$Q\
retained interest in the former subsidiary is measured at fair value.
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A number of new standards, amendments to standards and
interpretations are effective for the Group’s annual periods beginning
on or after 1 January 2015, and have not been applied in preparing
these consolidated accounts. With the exception of IFRS 9 Financial
Instruments and IFRS 15 Revenue, which the Group does not intend
to early adopt and for which the extent of the impact is still being
GHWHUPLQHGQRQHRIWKHVHLVH[SHFWHGWRKDYHDVLJQL²FDQWHIIHFWRQ
the consolidated accounts of the Group.

Transactions in foreign currencies are translated to the respective
functional currencies of Group companies at exchange rates at the
dates of the transactions. Monetary assets and liabilities denominated
in foreign currencies are retranslated to the functional currency at
the exchange rate at the reporting date. Non-monetary items are
not retranslated.

CORPORATE GOVERNANCE

The preparation of accounts in conformity with IFRS requires
management to use estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the accounts and the reported
amounts of revenues and expenses during the reporting period. The
DFFRXQWLQJSROLFLHVUHTXLULQJPDQDJHPHQWWRXVHVLJQL²FDQWHVWLPDWHV
and assumptions are; inventories, impairment, taxation, liability
provisions and business combinations. These are discussed under
Critical accounting policies on page 104. Although these estimates
DUHEDVHGRQPDQDJHPHQWªVEHVWNQRZOHGJHRIFXUUHQWHYHQWVDQG
actions, actual results ultimately may differ from those estimates.
Estimates and underlying assumptions are reviewed on an ongoing
basis. Revisions to estimates are recognised prospectively.

Foreign currency transactions

STRATEGIC REPORT

As required by the European Union’s IAS Regulation and the
Companies Act 2006, the Group has prepared its accounts in
accordance with International Financial Reporting Standards (‘IFRS’)
as adopted by the European Union (‘EU’) effective as at 31 December
2014. The Group has also prepared its accounts in accordance with
IFRS as issued by the International Accounting Standards Board (‘IASB’)
effective as at 31 December 2014. IFRS as adopted by the EU differs
in certain respects from IFRS as issued by the IASB. However, the
differences have no impact for the periods presented.

The Group accounts are presented in US Dollars, which is the
Company’s functional currency.

FINANCIAL STATEMENTS
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2 Business segment information
During 2014 for management purposes the Group was organised
into two global divisions according to the nature of its products which
represented two reportable business segments – Advanced Surgical
Devices and Advanced Wound Management.
As part of the Reinvestment & Group Optimisation programme
PDQDJHPHQWKDYHFUHDWHGDVLQJOHXQL²HGRSHUDWLQJVWUXFWXUHZLWK
a single cost base, led by a managing director in each major country
RXWVLGHWKH86 7KHFKDQJHLQVWUXFWXUHWRRNHIIHFWRQ-DQXDU\
and as such the Group will report as a single segment from this date.
The types of products and services offered by each business segment
in 2014 are:
– Smith & Nephew’s Advanced Surgical Devices (‘ASD’) business
offers the following products and technologies:
– Orthopaedic Reconstruction which includes Hip Implants, Knee
Implants and ancillary products such as bone cement and mixing
systems used in cemented reconstruction joint surgery
– Trauma & Extremities consisting of internal and external devices
used in the stabilisation of severe fractures and deformity
correction procedures
– Sports Medicine Joint Repair, which offers surgeons a broad array
of instruments, technologies and implants necessary to perform
minimally invasive surgery of the joints
– Arthroscopy Enabling Technologies which offer healthcare
SURYLGHUVDYDULHW\RIWHFKQRORJLHVVXFKDV³XLGPDQDJHPHQW
HTXLSPHQWIRUVXUJLFDODFFHVVKLJKGH²QLWLRQFDPHUDVGLJLWDO
image capture, scopes, light sources and monitors to assist
with visualisation inside the joints, radio frequency wands,
electromechanical and mechanical blades, and hand instruments
for removing damaged tissue
– Other ASD which includes gynaecological instrumentation and the
remaining Clinical Therapies geographies which are in the process
of being transferred to Bioventus.
– Smith & Nephew’s Advanced Wound Management (‘AWM’) business
offers a range of products:
– Advanced Wound Care includes products for the treatment of
acute and chronic wounds, including leg, diabetic and pressure
ulcers, burns and post-operative wounds
– Advanced Wound Devices consists of traditional and single-use
Negative Pressure Wound Therapy and hydrosurgery systems
– Advanced Wound Bioactives includes biologics and other bioactive
technologies that provide unique approaches to debridement and
dermal repair/regeneration.
Management monitors the operating results of its business segments
VHSDUDWHO\IRUWKHSXUSRVHVRIPDNLQJGHFLVLRQVDERXWUHVRXUFH
DOORFDWLRQDQGSHUIRUPDQFHDVVHVVPHQW*URXS²QDQFLQJ LQFOXGLQJ
interest receivable and payable) and income taxes are managed on a
Group basis and are not allocated to business segments.
7KHIROORZLQJWDEOHVSUHVHQWUHYHQXHSUR²WDVVHWDQGOLDELOLW\
information regarding the Group’s operating segments as they existed
during the year. Investments in associates and loans to associates are
segmentally allocated to Advanced Surgical Devices.
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2.1 Revenue by business segment and geography
ACCOUNTING POLICY
Revenue comprises sales of products and services to third parties
at amounts invoiced net of trade discounts and rebates, excluding
taxes on revenue. Revenue from the sale of products is recognised
XSRQWUDQVIHUWRWKHFXVWRPHURIWKHVLJQL²FDQWULVNVDQGUHZDUGVRI
ownership. This is generally when goods are delivered to
customers. Sales of inventory located at customer premises and
available for customers’ immediate use are recognised when
QRWL²FDWLRQLVUHFHLYHGWKDWWKHSURGXFWKDVEHHQLPSODQWHGRU
used. Appropriate provisions for returns, trade discounts and
rebates are deducted from revenue. Rebates comprise
retrospective volume discounts granted to certain customers on
attainment of certain levels of purchases from the Group. These are
accrued over the course of the arrangement based on estimates of
the level of business expected and adjusted at the end of the
DUUDQJHPHQWWRUH³HFWDFWXDOYROXPHV

Revenue by business segment
Advanced Surgical Devices
Advanced Wound Management

2014
$ million

2013
$ million

2012
$ million

3,298
1,319
4,617

3,015
1,336
4,351

3,108
1,029
4,137

There are no material sales between business segments.

Revenue by geographic market
United States
United Kingdom
2WKHU(VWDEOLVKHG0DUNHWV
(PHUJLQJ ,QWHUQDWLRQDO0DUNHWV

2014
$ million

2013
$ million

2012
$ million

2,012
299
1,629
677
4,617

1,862
293
1,633
563
4,351

1,651
297
1,706
483
4,137

Revenue has been allocated by basis of destination. No revenue from a
single customer is in excess of 10% of the Group’s revenue.

7UDGLQJDQGRSHUDWLQJSUR²WE\EXVLQHVVVHJPHQW
7UDGLQJSUR²WLVDWUHQGPHDVXUHZKLFKSUHVHQWVWKHORQJWHUPSUR²WDELOLW\RIWKH*URXSH[FOXGLQJWKHLPSDFWRIVSHFL²FWUDQVDFWLRQVWKDW
PDQDJHPHQWFRQVLGHUVDIIHFWVWKH*URXSªVVKRUWWHUPSUR²WDELOLW\7KH*URXSSUHVHQWVWKLVPHDVXUHWRDVVLVWLQYHVWRUVLQWKHLUXQGHUVWDQGLQJRI
WUHQGV7KH*URXSKDVLGHQWL²HGWKHIROORZLQJLWHPVZKHUHPDWHULDODVWKRVHWREHH[FOXGHGIURPRSHUDWLQJSUR²WZKHQDUULYLQJDWWUDGLQJSUR²W
DFTXLVLWLRQDQGGLVSRVDOUHODWHGLWHPVLQFOXGLQJDPRUWLVDWLRQRIDFTXLVLWLRQLQWDQJLEOHVDQGLPSDLUPHQWVVLJQL²FDQWUHVWUXFWXULQJHYHQWVJDLQV
DQGORVVHVDULVLQJIURPOHJDOGLVSXWHVDQGVLJQL²FDQWXQLQVXUHGORVVHV2SHUDWLQJSUR²WUHFRQFLOHVWRWUDGLQJSUR²WDVIROORZV
Notes

2012
$ million

749
118
61
129
(2)
1,055

810
31
58
88
–
987

846
11
65
43
–
965

810
245
1,055

712
275
987

728
237
965

626
123
749
(22)
(11)
(2)
–
(213)
501

620
190
810
4
(11)
(1)
–
(246)
556

632
214
846
2
(11)
4
251
(371)
721

2014
$ million

2013
$ million

2012
$ million

5,368
1,761
7,129
177
7,306

3,684
1,848
5,532
287
5,819

3,518
1,776
5,294
348
5,642

697
315
1,012
2,254
3,266

609
308
917
855
1,772

530
256
786
972
1,758

CORPORATE GOVERNANCE

2SHUDWLQJSUR²WE\EXVLQHVVVHJPHQW
UHFRQFLOHGWRDWWULEXWDEOHSUR²WIRUWKH\HDU
Advanced Surgical Devices
Advanced Wound Management
2SHUDWLQJSUR²W
Net interest (payable)/receivable
2WKHU²QDQFHFRVWV
Share of results of associates
3UR²WRQGLVSRVDORQQHWDVVHWVKHOGIRUVDOH
Taxation
$WWULEXWDEOHSUR²WIRUWKH\HDU

3
3
9
3

2013
$ million

STRATEGIC REPORT

2SHUDWLQJSUR²W
Acquisition-related costs
Restructuring and rationalisation expenses
Amortisation of acquisition intangibles and impairments
Legal and other
7UDGLQJSUR²W
7UDGLQJSUR²WE\EXVLQHVVVHJPHQW
Advanced Surgical Devices
Advanced Wound Management

2014
$ million

2.3 Assets and liabilities by business segment and geography
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Balance sheet
Assets:
Advanced Surgical Devices
Advanced Wound Management
Operating assets by business segment
Unallocated corporate assets
Total assets
Liabilities:
Advanced Surgical Devices
Advanced Wound Management
Operating liabilities by business segment
Unallocated corporate liabilities
Total liabilities

FINANCIAL STATEMENTS

Notes to the Group accounts continued

2 Business segment information continued
Unallocated corporate assets and liabilities comprise the following:

Deferred tax assets
5HWLUHPHQWEHQH²WDVVHW
&DVKDWEDQN
Unallocated corporate assets
Long-term borrowings
5HWLUHPHQWEHQH²WREOLJDWLRQV
Deferred tax liabilities
%DQNRYHUGUDIWVDQGORDQVGXHZLWKLQRQH\HDU
Current tax payable
Unallocated corporate liabilities

Capital expenditure (including acquisitions)
Advanced Surgical Devices
Advanced Wound Management

2014
$ million

2013
$ million

2012
$ million

77
7
93
177
1,666
233
98
39
218
2,254

145
5
137
287
347
230
50
44
184
855

164
6
178
348
430
266
61
38
177
972

2014
$ million

2013
$ million

2012
$ million

2,045
73
2,118

327
124
451

188
839
1,027

2014
$ million

2013
$ million

2012
$ million

298
77
375
4
844
833
62
2,118

242
98
340
–
53
53
5
451

197
68
265
–
73
662
27
1,027

2014
$ million

2013
$ million

2012
$ million

320
107
427

268
93
361

274
38
312

Capital expenditure segmentally allocated above comprises:

Additions to property, plant and equipment
Additions to intangible assets
Capital expenditure (excluding business combinations)
Trade investments
Acquisitions – Goodwill
Acquisitions – Intangible assets
Acquisitions – Property, plant and equipment
Capital expenditure

Depreciation, amortisation and impairment
Advanced Surgical Devices
Advanced Wound Management
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Amounts comprise depreciation of property, plant and equipment, amortisation of other intangible assets, impairment of investments and
amortisation of acquisition intangibles and impairments as follows:
2013
$ million

2012
$ million

129
222
14
–
62
427

88
209
–
–
64
361

43
212
–
6
51
312

PLPSDLUPHQWVZHUHUHFRJQLVHGZLWKLQRSHUDWLQJSUR²WLQ ¥QLO¥PUHFRJQLVHGZLWKLQWKHDGPLQLVWUDWLYHH[SHQVHVOLQH ,Q
2014, the impairment was segmentally allocated to Advanced Wound Management (2012: Advanced Surgical Devices).

STRATEGIC REPORT

Amortisation of acquisition intangibles
Depreciation of property, plant and equipment
Impairment of property, plant and equipment
Impairment of goodwill and investments
Amortisation of other intangible assets

2014
$ million

Geographic
2013
$ million

3,104
379
1,101
198
4,782
1,104
234
706
303
2,347
177
7,306

2,086
255
902
170
3,413
1,121
288
486
224
2,119
287
5,819

2014
$ million

2013
$ million

2012
$ million

106
71
177

51
38
89

57
19
76

Assets by geographic location
United States
United Kingdom
2WKHU(VWDEOLVKHG0DUNHWV
(PHUJLQJ ,QWHUQDWLRQDO0DUNHWV
Non-current operating assets by geographic location
United States
United Kingdom
2WKHU(VWDEOLVKHG0DUNHWV
(PHUJLQJ ,QWHUQDWLRQDO0DUNHWV
Current operating assets by geographic location
Unallocated corporate assets (see page 120)
Total assets

CORPORATE GOVERNANCE

2014
$ million

2.4 Other business segment information

The $177m incurred in 2014 relates to $61m restructuring and rationalisation expenses and $118m acquisition related costs and a net $2m credit
related to legal and other (2013 – $58m relates to restructuring and rationalisation expenses and $31m acquisition related costs, 2012 – $65m
relates to restructuring and rationalisation expenses and $11m acquisition related costs).

$YHUDJHQXPEHURIHPSOR\HHV
Advanced Surgical Devices
Advanced Wound Management

2014
numbers

2013
numbers

2012
numbers

9,273
4,195
13,468

7,066
3,970
11,036

7,194
3,283
10,477
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2WKHUVLJQL²FDQWH[SHQVHVUHFRJQLVHGZLWKLQRSHUDWLQJSUR²W
Advanced Surgical Devices
Advanced Wound Management

FINANCIAL STATEMENTS

Notes to the Group accounts continued

2SHUDWLQJSUR²W
ACCOUNTING POLICIES

Research and development
Research expenditure is expensed as occurred. Internal development expenditure is only capitalised if the recognition criteria in IAS 38
Intangible AssetsKDYHEHHQVDWLV²HG7KH*URXSFRQVLGHUVWKDWWKHUHJXODWRU\WHFKQLFDODQGPDUNHWXQFHUWDLQWLHVLQKHUHQWLQWKHGHYHORSPHQW
of new products mean that in most cases development costs should not be capitalised as intangible assets until products receive approval
from the appropriate regulatory body.
Payments to third parties for research and development projects are accounted for based on the substance of the arrangement. If the
arrangement represents outsourced research and development activities the payments are generally expensed except in limited
circumstances where the respective development expenditure would be capitalised under the principles established in IAS 38. By contrast, the
SD\PHQWVDUHFDSLWDOLVHGLIWKHDUUDQJHPHQWUHSUHVHQWVFRQVLGHUDWLRQIRUWKHDFTXLVLWLRQRILQWHOOHFWXDOSURSHUW\GHYHORSHGDWWKHULVNRIWKH
third party.
Capitalised development expenditures are amortised on a straight-line basis over their useful economic lives from product launch.

Advertising costs
Expenditure on advertising costs is expensed as incurred.

Revenue
Cost of goods sold (i)(ii)
*URVVSUR²W
Research and development expenses
Selling, general and administrative expenses:
0DUNHWLQJVHOOLQJDQGGLVWULEXWLRQH[SHQVHV
Administrative expenses (iii) (iv) (v) (vi)
2SHUDWLQJSUR²W

2014
$ million

2013
$ million

2012
$ million

4,617
(1,162)
3,455
(235)

4,351
(1,100)
3,251
(231)

4,137
(1,070)
3,067
(171)

(1,670)
(801)
(2,471)
749

(1,535)
(675)
(2,210)
810

(1,440)
(610)
(2,050)
846

(i)
(ii)
(iii)
(iv)

2014 includes $12m of restructuring and rationalisation expenses (2013 – $12m, 2012 – $3m).
2014 includes $23m of acquisition-related costs (2013 – $5m, 2012 – $nil).
2014 includes $62m of amortisation of other intangible assets (2013 – $64m, 2012 – $51m).
2014 includes $49m of restructuring and rationalisation expenses and $129m of amortisation of acquisition intangibles (2013 – $46m of restructuring and rationalisation expenses
and $88m of amortisation of acquisition intangibles, 2012 – $62m of restructuring and rationalisation expenses and $43m of amortisation of acquisition intangibles).
(v) 2014 includes $2m credit relating to legal and other exceptionals (2013 – $nil, 2012 – $nil).
(vi) 2014 includes $95m of acquisition-related costs (2013 – $26m, 2012 – $11m).

1RWHWKDWLWHPVGHWDLOHGLQ L  LL  LY  Y DQG YL DUHH[FOXGHGIURPWKHFDOFXODWLRQRIWUDGLQJSUR²W
2SHUDWLQJSUR²WLVVWDWHGDIWHUFKDUJLQJWKHIROORZLQJLWHPV

Amortisation of acquisition intangibles
Amortisation of other intangible assets
Impairment of goodwill and investments
Depreciation of property, plant and equipment
Loss on disposal of property, plant and equipment and software
Minimum operating lease payments for land and buildings
Minimum operating lease payments for other assets
Advertising costs
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2014
$ million

2013
$ million

2012
$ million

129
62
–
222
25
38
18
96

88
64
–
209
23
32
19
91

43
51
6
212
12
29
21
74

3.1 Staff costs
Staff costs during the year amounted to:
Notes

18
23

2012
$ million

1,237
127
17
32
1,413

998
106
72
28
1,204

886
97
72
34
1,089

2014
$ million

2013
$ million

2012
$ million

2

1

1

1

2

2

1
1
5

2
1
6

1
1
5

3
2
5

3
3
6

2
3
5

3.2 Audit Fees – information about the nature and cost of services provided by auditors
Audit services: Group accounts
Other services:
Local statutory audit pursuant to legislation
Taxation services:
Compliance services
Advisory services
Total auditors’ remuneration
Arising:
In the UK
Outside the UK

3.3 Acquisition related costs

CORPORATE GOVERNANCE

2013
$ million

STRATEGIC REPORT

Wages and salaries
Social security costs
Pension costs (including retirement healthcare)
Share-based payments

2014
$ million

$FTXLVLWLRQUHODWHGFRVWVRIP ¥P¥P ZHUHLQFXUUHGZLWKLQRSHUDWLQJSUR²WLQWKHWZHOYHPRQWKSHULRGWR'HFHPEHU
2014. These costs relate to professional and adviser fees and integration costs in connection with the acquisitions of ArthroCare and the distributor
LQ%UD]LOFRPSOHWHGLQWKHDFTXLVLWLRQVLQ7XUNH\%UD]LODQG,QGLDGXULQJDQGWKHDFTXLVLWLRQRI+HDOWKSRLQW%LRWKHUDSHXWLFVFRPSOHWHGLQ
2012. In addition, $7m of debt-related acquisition costs were incurred in the year.

3.4 Restructuring and rationalisation expenses

3.5 Legal and other
7KHOHJDODQGRWKHUQHWFUHGLWZLWKLQRSHUDWLQJSUR²WRIP ¥QLO¥P UHODWHVWRDVHWWOHPHQWFUHGLWDQGSDVWVHUYLFHJDLQRQ
the closure of the US Pension Plan of $46m and a gain on the disposal of a UK manufacturing facility of $9m, offset by a charge of $25m relating
WRWKHOLNHO\FRVWVRIDGLVWULEXWLRQKROGRQ5(1$6<6LQWKH86SHQGLQJQHZUHJXODWRU\DSSURYDOVDQGDFKDUJHRIPUHODWLQJWRWKH+3
programme which was stopped in the fourth quarter.
,QDSUR²WRQGLVSRVDORIPZDVUHFRUGHGUHODWLQJWRWKHGLVSRVDORIRXU&OLQLFDO7KHUDSLHVEXVLQHVV

Smith & Nephew Annual report 2014

123

FINANCIAL STATEMENTS AND OTHER INFORMATION

Restructuring and rationalisation costs of $61m (2013 – $58m, 2012 – $65m) were incurred in the twelve month period to 31 December 2014.
These related mainly to charges of $49m (2013 – $nil, 2012 – $nil) incurred in relation to the Group Optimisation programme announced in May
2014. Charges of $12m (2013 – $58m, 2012 – $65m) were also incurred relating to people costs and contract termination costs associated with the
structural and process changes announced in August 2011.

FINANCIAL STATEMENTS

Notes to the Group accounts continued

,QWHUHVWDQGRWKHU²QDQFHFRVWV
4.1 Interest receivable/(payable)
Interest receivable
Interest payable:
%DQNERUURZLQJV
Private placement notes
Other
Net interest (payable)/receivable

2014
$ million

2013
$ million

2012
$ million

13

14

11

(19)
(14)
(2)
(35)
(22)

(8)
–
(2)
(10)
4

(7)
–
(2)
(9)
2

2014
$ million

2013
$ million

2012
$ million

(10)
(1)
(11)

(11)
–
(11)

(11)
–
(11)

2WKHU²QDQFHFRVWV
Notes

5HWLUHPHQWEHQH²WQHWLQWHUHVWH[SHQVH
Other
2WKHU²QDQFHFRVWV

18

Foreign exchange gains or losses recognised in the income statement arose primarily on the translation of intercompany and third party
borrowings and amounted to a net $21m gain in 2014 (2013 – net $1m gain, 2012 – net $5m loss). These amounts were fully matched in the income
VWDWHPHQWE\WKHIDLUYDOXHJDLQVRUORVVHVRQFXUUHQF\VZDSV FDUULHGDWIDLUYDOXHWKURXJKSUR²WDQGORVV KHOGWRPDQDJHWKLVFXUUHQF\ULVN

5 Taxation
ACCOUNTING POLICY
The charge for current taxation is based on the results for the year as adjusted for items which are non-assessable or disallowed. It is
calculated using tax rates that have been enacted or substantively enacted by the balance sheet date.
The Group operates in multiple tax jurisdictions around the world and records provisions for taxation liabilities and tax audits when it is
considered probable that a tax charge will arise and the amount can be reliably estimated. Although Group policy is to submit its tax returns to
the relevant tax authorities as promptly as possible, at any time the Group has un-agreed years outstanding and is involved in disputes and tax
DXGLWV6LJQL²FDQWLVVXHVPD\WDNHPDQ\\HDUVWRUHVROYH,QHVWLPDWLQJWKHSUREDELOLW\DQGDPRXQWRIDQ\WD[FKDUJHPDQDJHPHQWWDNHVLQWR
account the views of internal and external advisers and updates the amount of the provision whenever necessary. The ultimate tax liability may
differ from the amount provided depending on interpretations of tax law, settlement negotiations or changes in legislation.
'HIHUUHGWD[LVUHFRJQLVHGLQUHVSHFWRIWHPSRUDU\GLIIHUHQFHVEHWZHHQWKHFDUU\LQJDPRXQWVRIDVVHWVDQGOLDELOLWLHVIRU²QDQFLDOUHSRUWLQJ
purposes and the amounts used for taxation purposes.
Deferred tax is not recognised for: temporary differences related to investments in subsidiaries and associates where the Group is able to
control the timing of the reversal of the temporary difference and it is probable that this will not reverse in the foreseeable future; on the initial
recognition of non-deductible goodwill; and on the initial recognition of an asset or liability in a transaction that is not a business combination
DQGWKDWDWWKHWLPHRIWKHWUDQVDFWLRQGRHVQRWDIIHFWWKHDFFRXQWLQJRUWD[DEOHSUR²W
'HIHUUHGWD[DVVHWVDUHUHFRJQLVHGWRWKHH[WHQWWKDWLWLVSUREDEOHWKDWIXWXUHWD[DEOHSUR²WVZLOOEHDYDLODEOHDJDLQVWZKLFKWKH\FDQEHXVHG
Deferred tax assets are reviewed at each reporting date.
Deferred tax is measured on an undiscounted basis, and at the tax rates that have been enacted or substantively enacted by the reporting
date that are expected to apply in the periods in which the asset or liability is settled. It is recognised in the income statement except when it
relates to items credited or charged directly to other comprehensive income or equity, in which case the deferred tax is also recognised within
other comprehensive income or equity respectively.
Deferred tax assets and liabilities are offset when they relate to income taxes levied by the same taxation authority, when the Group intends to
VHWWOHLWVFXUUHQWWD[DVVHWVDQGOLDELOLWLHVRQDQHWEDVLVDQGWKDWDXWKRULW\SHUPLWVWKH*URXSWRPDNHDVLQJOHQHWSD\PHQW
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5.1 Taxation charge attributable to the Group
2013
$ million

2012
$ million

39
235
274
(6)
268

50
229
279
(5)
274

53
248
301
(17)
284

(52)
–
(3)
(55)
213
(19)
–
194

(23)
(4)
(1)
(28)
246
16
(3)
259

88
(3)
2
87
371
(20)
–
351

The applicable tax for the year is based on the UK standard rate of corporation tax of 21.5% (2013 – 23.3%, 2012 – 24.5%). Overseas taxation is
calculated at the rates prevailing in the respective jurisdictions. The average effective tax rate differs from the applicable rate as follows:

UK standard rate
Non-deductible/non-taxable items
Prior year items
Tax losses incurred not relieved
Overseas income taxed at other than UK standard rate
7RWDOHIIHFWLYHWD[UDWH

2014
%

2013
%

2012
%

21.5
0.5
(1.2)
1.6
7.5
29.9

23.3
(1.0)
(0.5)
0.9
7.8
30.5

24.5
0.4
(1.3)
0.8
9.3
33.7
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The enacted UK tax rate applicable from 1 April 2014 is 21%. The UK Government have enacted legislation to reduce the tax rate to 20% from
1 April 2015.

CORPORATE GOVERNANCE

The tax charge was reduced by $71m as a consequence of restructuring and rationalisation expenses, amortisation of acquisition intangibles and
acquisition related costs and legal and other. In 2013, the tax charge was reduced by $40m as a consequence of restructuring and rationalisation
expenses, amortisation of acquisition intangibles and acquisition related costs. In 2012, the tax charge was increased by $82m as a consequence
of restructuring and rationalisation expenses, amortisation of acquisition intangibles and legal provision.

STRATEGIC REPORT

Current taxation:
UK corporation tax at 21.5% (2013 – 23.3%, 2012 – 24.5%)
Overseas tax
Current income tax charge
Adjustments in respect of prior periods
Total current taxation
Deferred taxation:
Origination and reversal of temporary differences
Changes in tax rates
Adjustments to estimated amounts arising in prior periods
7RWDOGHIHUUHGWD[DWLRQ
Total taxation as per the income statement
Deferred taxation in other comprehensive income
Deferred taxation in equity
Taxation attributable to the Group

2014
$ million
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5 Taxation continued
5.2 Deferred taxation
Movements in the main components of deferred tax assets and liabilities were as follows:

At 1 January 2013
Exchange adjustment
Movement in income statement – current year
Movement in income statement – prior years
Movement in other comprehensive income
Charge to equity
Acquisition
Transfers
At 31 December 2013
Exchange adjustment
Movement in income statement – current year
Movement in income statement – prior years
Movement in other comprehensive income
Acquisition
At 31 December 2014

Accelerated
tax
deprecation
$ million

(90)
–
(3)
2
–
–
–
–
(91)
2
18
1
–
–
(70)

Intangibles
$ million

Retirement
EHQH²W
obligation
$ million

(28)
1
5
(1)
–
–
–
1
(22)
1
16
(1)
–
(220)
(226)

87
–
(3)
–
(16)
–
–
–
68
(2)
(18)
–
22
–
70

Macrotexture
$ million

Inventory,
provisions
and other
GLIIHUHQFHV
$ million

Total
$ million

52
–
–
–
–
–
–
–
52
–
–
–
–
–
52

82
(5)
28
–
–
3
(19)
(1)
88
(10)
36
3
(3)
39
153

103
(4)
27
1
(16)
3
(19)
–
95
(9)
52
3
19
(181)
(21)

Represented by:

Deferred tax assets
Deferred tax liabilities
Net position at 31 December

2014
$ million

2013
$ million

77
(98)
(21)

145
(50)
95

7KH*URXSKDVXQXVHGWD[ORVVHVRIP ¥P DYDLODEOHIRURIIVHWDJDLQVWIXWXUHSUR²WV$GHIHUUHGWD[DVVHWKDVEHHQUHFRJQLVHGLQ
respect of $47m (2013 – $3m) of these losses. No deferred tax asset has been recognised on the remaining unused tax losses as they are not
expected to be realised in the foreseeable future. The aggregate amount of temporary differences in respect of investments in subsidiaries and
associates for which deferred tax liabilities have not been recognised is approximately $449m (2013 – $nil).
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6 Earnings per ordinary share
ACCOUNTING POLICIES

Earnings per share
%DVLFHDUQLQJVSHUVKDUHLVFDOFXODWHGE\GLYLGLQJWKHSUR²WDWWULEXWDEOHWRHTXLW\KROGHUVE\WKHZHLJKWHGDYHUDJHQXPEHURI2UGLQDU\VKDUHVLQ
issue during the year, excluding shares held by the Company in the Employees’ Share Trust or as treasury shares.

$GMXVWHGHDUQLQJVSHUVKDUHLVDWUHQGPHDVXUHZKLFKSUHVHQWVWKHORQJWHUPSUR²WDELOLW\RIWKH*URXSH[FOXGLQJWKHLPSDFWRIVSHFL²F
WUDQVDFWLRQVWKDWPDQDJHPHQWFRQVLGHUVDIIHFWVWKH*URXSªVVKRUWWHUPSUR²WDELOLW\7KH*URXSSUHVHQWVWKLVPHDVXUHWRDVVLVWLQYHVWRUVLQ
WKHLUXQGHUVWDQGLQJRIWUHQGV$GMXVWHGDWWULEXWDEOHSUR²WLVWKHQXPHUDWRUXVHGIRUWKLVPHDVXUH7KH*URXSKDVLGHQWL²HGWKHIROORZLQJLWHPV
DVWKRVHWREHH[FOXGHGZKHQDUULYLQJDWDGMXVWHGDWWULEXWDEOHSUR²WDFTXLVLWLRQDQGGLVSRVDOUHODWHGLWHPVLQFOXGLQJDPRUWLVDWLRQRI
DFTXLVLWLRQLQWDQJLEOHDVVHWVDQGLPSDLUPHQWVVLJQL²FDQWUHVWUXFWXULQJHYHQWVVLJQL²FDQWJDLQVDQGORVVHVDULVLQJIURPOHJDOGLVSXWHVDQG
VLJQL²FDQWXQLQVXUHGORVVHVDQGWD[DWLRQWKHUHRQ

STRATEGIC REPORT

Adjusted earnings per share

7KHFDOFXODWLRQVRIWKHEDVLFGLOXWHGDQGDGMXVWHGHDUQLQJVSHURUGLQDU\VKDUHDUHEDVHGRQWKHIROORZLQJDWWULEXWDEOHSUR²WDQGQXPEHUV
of shares:

Earnings
$WWULEXWDEOHSUR²WIRUWKH\HDU
$GMXVWHGDWWULEXWDEOHSUR²W VHHEHORZ

2013
$ million

2012
$ million

501
743

556
693

721
671

2014
$ million

2013
$ million

2012
$ million

501
125
61
129
–
(2)
(71)
743

556
31
58
88
–
–
(40)
693

721
11
65
43
(251)
–
82
671

$WWULEXWDEOHSUR²WLVUHFRQFLOHGWRDGMXVWHGDWWULEXWDEOHSUR²WDVIROORZV
Notes

$WWULEXWDEOHSUR²WIRUWKH\HDU
Acquisition-related costs
Restructuring and rationalisation expenses
Amortisation of acquisition intangibles and impairments
3UR²WRQGLVSRVDORIQHWDVVHWVKHOGIRUVDOH
Legal and other
Taxation on excluded items
$GMXVWHGDWWULEXWDEOHSUR²W

3
3
9
3
3
5

1XPEHURIVKDUHV PLOOLRQV
Basic weighted number of shares
Dilutive impact of share options outstanding
Diluted weighted average number of shares
Earnings per ordinary share
Basic
Diluted
Adjusted: Basic
Adjusted: Diluted

2014

2013

2012

893
6
899

901
5
906

897
4
901

56.1¢
55.7¢
83.2¢
82.6¢

61.7¢
61.4¢
76.9¢
76.5¢

80.4¢
80.0¢
74.8¢
74.5¢

There were no share options which were not included in the diluted EPS calculation because they were non-dilutive in the period (2013 – 0.5m,
2012 – 8.2m).
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The numerators used for basic and diluted earnings per ordinary share are the same. The denominators used for all categories of earnings for
basic and diluted earnings per ordinary share are as follows:

CORPORATE GOVERNANCE

2014
$ million

FINANCIAL STATEMENTS

Notes to the Group accounts continued

7 Property, plant and equipment
ACCOUNTING POLICIES

Property, plant and equipment
Items of property, plant and equipment are stated at cost less accumulated depreciation and any accumulated impairment losses.
Depreciation is calculated to write off the cost of items of property, plant and equipment less their estimated residual values using the
VWUDLJKWOLQHPHWKRGRYHUWKHLUHVWLPDWHGXVHIXOOLYHVDQGLVJHQHUDOO\UHFRJQLVHGLQSUR²WRUORVV/HDVHGDVVHWVDUHGHSUHFLDWHGRYHU
the shorter of the lease term and their useful lives unless it is reasonably certain that the Group will obtain ownership by the end of the
lease term. Freehold land is not depreciated. The estimated useful lives of items of property, plant and equipment is 3–20 years and for
buildings is 20–50 years.
Assets in course of construction are not depreciated until they are available for use.
Depreciation methods, useful lives and residual values are reviewed at each reporting date and adjusted if appropriate.
)LQDQFHFRVWVUHODWLQJWRWKHSXUFKDVHRUFRQVWUXFWLRQRISURSHUW\SODQWDQGHTXLSPHQWDQGLQWDQJLEOHDVVHWVWKDWWDNHORQJHUWKDQRQH\HDUWR
FRPSOHWHDUHFDSLWDOLVHGEDVHGRQWKH*URXSZHLJKWHGDYHUDJHERUURZLQJFRVWV$OORWKHU²QDQFHFRVWVDUHH[SHQVHGDVLQFXUUHG

Impairment of assets
The carrying values of property, plant and equipment are reviewed for impairment when events or changes in circumstances indicate the
carrying value may be impaired. If any such indication exists, the recoverable amount of the asset is estimated in order to determine the extent
of impairment loss. Where it is not possible to estimate the recoverable amount of an individual asset, the Group estimates the recoverable
amount of the cash-generating unit to which it belongs.
An asset’s recoverable amount is the higher of an asset’s or cash-generating unit’s fair value less costs to sell and its value-in-use. In assessing
YDOXHLQXVHLWVHVWLPDWHGIXWXUHFDVK³RZLVGLVFRXQWHGWRLWVSUHVHQWYDOXHXVLQJDSUHWD[GLVFRXQWUDWHWKDWUH³HFWVWKHFXUUHQWPDUNHW
DVVHVVPHQWVRIWKHWLPHYDOXHRIPRQH\DQGWKHULVNVVSHFL²FWRWKHDVVHW
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Land and buildings
Leasehold
$ million

Instruments
$ million

Total
$ million

143
1
–
2
(3)
–
143
(4)
11
–
–
(2)
1
149

52
(1)
1
1
–
–
53
(1)
4
–
–
(3)
1
54

1,042
(16)
2
139
(102)
–
1,065
(68)
9
158
–
(108)
4
1,060

919
6
2
23
(80)
68
938
(35)
17
57
(12)
(40)
38
963

73
–
–
77
(2)
(68)
80
(2)
21
83
–
(4)
(44)
134

2,229
(10)
5
242
(187)
–
2,279
(110)
62
298
(12)
(157)
–
2,360

46
(1)
1
(3)
43
(2)
5
–
–
(1)
45

29
(1)
3
–
31
–
4
–
–
(3)
32

738
(10)
135
(99)
764
(50)
137
–
–
(107)
744

623
5
70
(73)
625
(24)
76
3
(7)
(36)
637

–
–
–
–
–
–
–
11
–
–
11

1,436
(7)
209
(175)
1,463
(76)
222
14
(7)
(147)
1,469

104
100

22
22

316
301

326
313

123
80

891
816

The impairment charge in the year relates to certain assets which related to the production of HP802, which the Group has decided not
to continue.
Historically, capital expenditure represents the Group’s expected annual investment in property, plant and equipment and other intangible assets.
This varies between 6% and 8% (2013 – 6% and 8%) of annual revenue.
Group capital expenditure relating to property, plant and equipment contracted but not provided for amounted to $27m (2013 – $20m).
The amount of borrowing costs capitalised in 2014 and 2013 was minimal.
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/DQGDQGEXLOGLQJVLQFOXGHVODQGZLWKDFRVWRIP ¥P WKDWLVQRWVXEMHFWWRGHSUHFLDWLRQ$VVHWVKHOGXQGHU²QDQFHOHDVHVZLWKDQHW
ERRNDPRXQWRIP ¥P DUHLQFOXGHGZLWKLQODQGDQGEXLOGLQJV

CORPORATE GOVERNANCE

Freehold
$ million

STRATEGIC REPORT

Cost
At 1 January 2013
Exchange adjustment
Acquisitions (see Note 21)
Additions
Disposals
Transfers
At 31 December 2013
Exchange adjustment
Acquisitions (see Note 21)
Additions
Disposal of business
Disposals
Transfers
At 31 December 2014
Depreciation and impairment
At 1 January 2013
Exchange adjustment
Charge for the year
Disposals
At 31 December 2013
Exchange adjustment
Charge for the year
Impairment
Disposal of business
Disposals
At 31 December 2014
Net book amounts
At 31 December 2014
At 31 December 2013

Assets in
FRXUVHRI
Other construction
$ million
$ million

Plant and equipment

FINANCIAL STATEMENTS

Notes to the Group accounts continued

8 Goodwill
ACCOUNTING POLICY
Goodwill is not amortised but is reviewed for impairment annually. Goodwill is allocated to the cash-generating unit (‘CGU’) that is expected to
EHQH²WIURPWKHDFTXLVLWLRQ7KHUHFRYHUDEOHDPRXQWRI&*8VWRZKLFKJRRGZLOOKDVEHHQDOORFDWHGLVWHVWHGIRULPSDLUPHQWDQQXDOO\7KH
CGUs, monitored by management, are at the business segment level, Advanced Surgical Devices and Advanced Wound Management.
If the recoverable amount of the cash-generating unit is less than its carrying amount then an impairment loss is determined to have occurred.
$Q\LPSDLUPHQWORVVHVWKDWDULVHDUHUHFRJQLVHGLPPHGLDWHO\LQWKHLQFRPHVWDWHPHQWDQGDUHDOORFDWHG²UVWWRUHGXFHWKHFDUU\LQJDPRXQWRI
goodwill and then to the carrying amounts of the other assets of the CGU.
,QFDUU\LQJRXWLPSDLUPHQWUHYLHZVRIJRRGZLOODQXPEHURIVLJQL²FDQWDVVXPSWLRQVKDYHWREHPDGHZKHQSUHSDULQJFDVK³RZSURMHFWLRQV
7KHVHLQFOXGHWKHIXWXUHUDWHRIPDUNHWJURZWKGLVFRXQWUDWHVWKHPDUNHWGHPDQGIRUWKHSURGXFWVDFTXLUHGWKHIXWXUHSUR²WDELOLW\RIDFTXLUHG
businesses or products, levels of reimbursement and success in obtaining regulatory approvals. If actual results should differ, or changes in
expectations arise, impairment charges may be required which would adversely impact operating results.

Notes

Cost
At 1 January
Exchange adjustment
Acquisitions (i)
At 31 December
Impairment
At 1 January and 31 December
Net book amounts

2014
$ million

2013
$ million

1,256
(73)
844
2,027

1,186
17
53
1,256

–
2,027

–
1,256

2014
$ million

2013
$ million

1,686
341
2,027

918
338
1,256

21

L  LQFOXGHVDQDGMXVWPHQWRIPIROORZLQJWKH²QDOLVDWLRQRIWKH+HDOWKSRLQWDFTXLVLWLRQEDODQFHVKHHW

Each of the Group’s business segments represent a CGU and include goodwill as follows:

Advanced Surgical Devices
Advanced Wound Management

In September 2014 and 2013 impairment reviews were performed by comparing the recoverable amount of each CGU with its carrying amount,
LQFOXGLQJJRRGZLOO7KHVHDUHXSGDWHGGXULQJ'HFHPEHUWDNLQJLQWRDFFRXQWVLJQL²FDQWHYHQWVWKDWRFFXUUHGEHWZHHQ6HSWHPEHUDQG'HFHPEHU
)RUHDFK&*8WKHUHFRYHUDEOHDPRXQWVDUHEDVHGRQYDOXHLQXVHZKLFKLVFDOFXODWHGIURPSUHWD[FDVK³RZSURMHFWLRQVIRU²YH\HDUVXVLQJGDWD
from the Group’s budget and strategic planning process, the results of which are reviewed and approved by the Board. These projections exclude
DQ\HVWLPDWHGIXWXUHFDVKLQ³RZVRURXW³RZVH[SHFWHGWRDULVHIURPIXWXUHUHVWUXFWXULQJV7KH²YH\HDUSHULRGLVLQOLQHZLWKWKH*URXSªVVWUDWHJLF
planning process.
7KHFDOFXODWLRQRIYDOXHLQXVHIRUWKHLGHQWL²HG&*8VLVPRVWVHQVLWLYHWRGLVFRXQWDQGJURZWKUDWHVDVVHWRXWEHORZ
7KHGLVFRXQWUDWHUH³HFWVPDQDJHPHQWªVDVVHVVPHQWRIULVNVVSHFL²FWRWKHDVVHWVRIHDFK&*87KHSUHWD[GLVFRXQWUDWHXVHGLQWKH$GYDQFHG
Surgical Devices business is 10% (2013 – 10%) and for the Advanced Wound Management business it is 11% (2013 – 10%).
In determining the growth rate used in the calculation of the value-in-use, the Group considered annual revenue growth. Projections are based
RQDQWLFLSDWHGYROXPHDQGYDOXHJURZWKLQWKHPDUNHWVVHUYHGE\WKH*URXSDQGDVVXPSWLRQVDVWRPDUNHWVKDUHPRYHPHQWV(DFK\HDUWKH
projections for the previous year are compared to actual results and variances are factored into the assumptions used in the current year. Revenue
JURZWKUDWHVIRUWKH²YH\HDUSHULRGIRUWKH$GYDQFHG6XUJLFDO'HYLFHVEXVLQHVVIUDQFKLVHVYDU\IURPWR ¥WR DQGIRUWKH
Advanced Wound Management business franchises from 4% to 19% (2013 – 2% to 22%).
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6SHFL²FFRQVLGHUDWLRQVDQGVWUDWHJLHVWDNHQLQWRDFFRXQWLQGHWHUPLQLQJWKHVDOHVJURZWKDQGWUDGLQJSUR²WPDUJLQIRUHDFK&*8DUH
– Advanced Surgical Devices – Management intends to deliver growth through continuing to focus on widening access to the customer,
VWUHQJWKHQLQJRXUSRUWIROLRDQGJOREDOSUHVHQFHLQQRYDWLYHSURGXFWGHYHORSPHQWDQGWKURXJKFRQWLQXLQJWRPDNHHI²FLHQF\LPSURYHPHQWV
– Advanced Wound Management – Management intends to develop this CGU by focusing on widening access to the customer, the higher added
YDOXHVHFWRUVRIKHDOLQJFKURQLFZRXQGVDQGWLVVXHUHSDLUXVLQJELRDFWLYHVDQGE\FRQWLQXLQJWRLPSURYHHI²FLHQF\
)ROORZLQJWKHGHWDLOHG²UVW\HDUVPDQDJHPHQWKDVXVHGDQXQFKDQJHGVL]HRIWKHPDUNHWDQG*URXSªVVKDUHWKHUHRILQWKHSUHWD[FDVK³RZV
used to calculate the terminal value of both the Advanced Surgical Devices business (2013 – increase at 3% per year) and Advanced Wound
Management businesses (2013 – increase at 5% per year), which were considered to be the Group’s CGUs in 2014.
– *URZWKRIPDUNHWDQGPDUNHWVKDUH¥0DQDJHPHQWKDVFRQVLGHUHGWKHLPSDFWRIDYDULDQFHLQPDUNHWJURZWKDQGPDUNHWVKDUH7KHYDOXHLQ
use calculation shows that if the assumed long-term growth rate was reduced to nil, the recoverable amount of all of the CGUs independently
would still be greater than their carrying values
– Discount rate – Management has considered the impact of an increase in the discount rate applied to the calculation. The value-in-use
calculation shows that for the recoverable amount of the CGU to be less than its carrying value, the discount rate would have to be increased to
28% (2013 – 33%) for the Advanced Surgical Devices business and 17% (2013 – 65%) for the Advanced Wound Management business.

STRATEGIC REPORT

Management has considered the following sensitivities:

9 Intangible assets
ACCOUNTING POLICIES

Intangible assets

Purchased computer software and certain costs of information technology projects are capitalised as intangible assets. Software that is integral
to computer hardware is capitalised as plant and equipment.

CORPORATE GOVERNANCE

,QWDQJLEOHDVVHWVDFTXLUHGVHSDUDWHO\IURPDEXVLQHVVFRPELQDWLRQ LQFOXGLQJSXUFKDVHGSDWHQWVNQRZKRZWUDGHPDUNVOLFHQFHVDQG
distribution rights) are initially measured at cost. The cost of intangible assets acquired in a material business combination (referred to as
acquisition intangibles) is the fair value as at the date of acquisition. Following initial recognition, intangible assets are carried at cost less any
accumulated amortisation and any accumulated impairment losses. All intangible assets are amortised on a straight-line basis over their
estimated useful economic lives. The estimated useful economic life of an intangible asset ranges between three and 20 years depending on
its nature. Internally generated intangible assets are expensed in the income statement as incurred.

Impairment of intangible assets
The carrying values of intangible assets are reviewed for impairment when events or changes in circumstances indicate the carrying value may
be impaired. If any such indication exists, the recoverable amount of the asset is estimated in order to determine the extent of impairment loss.
Where it is not possible to estimate the recoverable amount of an individual asset, the Group estimates the recoverable amount of the
cash-generating unit to which it belongs.
An asset’s recoverable amount is the higher of an asset’s or cash-generating unit’s fair value less costs to sell and its value-in-use. In assessing
YDOXHLQXVHLWVHVWLPDWHGIXWXUHFDVK³RZLVGLVFRXQWHGWRLWVSUHVHQWYDOXHXVLQJDSUHWD[GLVFRXQWUDWHWKDWUH³HFWVWKHFXUUHQWPDUNHW
DVVHVVPHQWVRIWKHWLPHYDOXHRIPRQH\DQGWKHULVNVVSHFL²FWRWKHDVVHW
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,QFDUU\LQJRXWLPSDLUPHQWUHYLHZVRILQWDQJLEOHDVVHWVDQXPEHURIVLJQL²FDQWDVVXPSWLRQVKDYHWREHPDGHZKHQSUHSDULQJFDVK³RZ
SURMHFWLRQV7KHVHLQFOXGHWKHIXWXUHUDWHRIPDUNHWJURZWKGLVFRXQWUDWHVWKHPDUNHWGHPDQGIRUWKHSURGXFWVDFTXLUHGWKHIXWXUHSUR²WDELOLW\
of acquired businesses or products, levels of reimbursement and success in obtaining regulatory approvals. If actual results should differ, or
changes in expectations arise, impairment charges may be required which would adversely impact operating results.

FINANCIAL STATEMENTS

Notes to the Group accounts continued

9 Intangible assets continued

Cost
At 1 January 2013
Exchange adjustment
Acquisitions
Additions
Disposals
At 31 December 2013
Exchange adjustment
Acquisitions (ii)
Additions
Disposals
At 31 December 2014
Amortisation and impairment
At 1 January 2013
Exchange adjustment
Charge for the year
Disposals
At 31 December 2013
Exchange adjustment
Charge for the year
Disposals
At 31 December 2014
Net book amounts
At 31 December 2014
At 31 December 2013 (i)

6RIWZDUH
$ million

Distribution
rights
$ million

Patents &
Intellectual
property
$ million

Total
$ million

1,109
3
53
–
–
1,165
(44)
830
–
–
1,951

205
–
–
53
(29)
229
(11)
3
49
(3)
267

43
–
–
27
–
70
–
–
5
–
75

176
–
–
18
–
194
(2)
–
23
–
215

1,533
3
53
98
(29)
1,658
(57)
833
77
(3)
2,508

283
1
88
–
372
(27)
129
–
474

91
–
31
(18)
104
(3)
31
(2)
130

27
–
14
–
41
–
10
–
51

68
–
19
–
87
(2)
21
–
106

469
1
152
(18)
604
(32)
191
(2)
761

1,477
793

137
125

24
29

109
107

1,747
1,054

Acquisition
intangibles
$ million

(i) The majority of this balance relates to product rights acquired with Healthpoint Biotherapeutics.
(ii) The majority of this balance relates to technology and product rights acquired with ArthroCare Corp, which are being amortised over 6-20 years. See Note 21.

Group capital expenditure relating to software contracted but not provided for amounted to $7m (2013 – $21m).
The carrying values of acquisition intangibles are reviewed for impairment and it was noted that an intangible asset relating to a distribution
agreement for a brand within our US Advanced Wound Management business had headroom which was highly sensitive to management’s
estimate of future related earnings growth. Changes in those assumptions of either a decrease in the medium term growth rate from 4% to 1% or
an increase in the discount rate of 1% to 11.1% would give rise to a $3 million impairment.
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10 Investments
ACCOUNTING POLICY

At 1 January
Additions
Distribution
At 31 December

STRATEGIC REPORT

Investments, other than those related to associates, are initially recorded at fair value plus any directly attributable transaction costs on the
WUDGHGDWH7KH*URXSKDVDQLQYHVWPHQWLQDQHQWLW\WKDWKROGVPDLQO\XQTXRWHGHTXLW\VHFXULWLHVZKLFKE\WKHLUYHU\QDWXUHKDYHQR²[HG
maturity date or coupon rate. The investment is classed as ‘available-for-sale’ and carried at fair value. The fair value of the investment is based
RQWKHXQGHUO\LQJIDLUYDOXHRIWKHHTXLW\VHFXULWLHVPDUNHWDEOHVHFXULWLHVDUHYDOXHGE\UHIHUHQFHWRFORVLQJSULFHVLQWKHPDUNHWQRQ
PDUNHWDEOHVHFXULWLHVDUHHVWLPDWHGFRQVLGHULQJIDFWRUVLQFOXGLQJWKHSXUFKDVHSULFHSULFHVRIUHFHQWVLJQL²FDQWSULYDWHSODFHPHQWVRI
securities of the same issuer and estimates of liquidation value. Changes in fair value are recognised in other comprehensive income except
where management considers that there is objective evidence of an impairment of the underlying equity securities. Objective evidence would
LQFOXGHDVLJQL²FDQWRUSURORQJHGGHFOLQHLQWKHIDLUYDOXHRIWKHLQYHVWPHQWEHORZLWVFRVWOHVVDQ\LPSDLUPHQWORVVSUHYLRXVO\UHFRJQLVHG
,PSDLUPHQWORVVHVDUHUHFRJQLVHGE\UHFODVVLI\LQJWKHORVVHVDFFXPXODWHGLQRWKHUUHVHUYHVWRSUR²WRUORVV
2014
$ million

2013
$ million

2
4
(1)
5

2
–
–
2

11 Investments in associates
,QYHVWPHQWVLQDVVRFLDWHVEHLQJWKRVHHQWLWLHVRYHUZKLFKWKH*URXSKDVDVLJQL²FDQWLQ³XHQFHDQGZKLFKLVQHLWKHUDVXEVLGLDU\QRUDMRLQW
YHQWXUHDUHDFFRXQWHGIRUXVLQJWKHHTXLW\PHWKRGZLWKWKH*URXSUHFRUGLQJLWVVKDUHRIWKHDVVRFLDWHªVSUR²WDQGORVVDQGRWKHU
FRPSUHKHQVLYHLQFRPH7KH*URXSªVVKDUHRIDVVRFLDWHVSUR²WRUORVVLVLQFOXGHGLQRQHVHSDUDWHLQFRPHVWDWHPHQWOLQHDQGLVFDOFXODWHGDIWHU
deduction of their respective taxes.

CORPORATE GOVERNANCE

ACCOUNTING POLICY

At 31 December 2014 and 31 December 2013, the Group holds 49% of Bioventus LLC (‘Bioventus’). Bioventus is a limited liability company operating
as a partnership. The Company’s headquarters is located in Durham, North Carolina, US. Bioventus focuses its medical product development
DURXQGLWVFRUHFRPSHWHQFLHVRIRUWKRELRORJLFWKHUDSLHVDQGRUWKRSDHGLFGLDJQRVWLFVIURPZKLFKLWGHYHORSVDQGPDUNHWVFOLQLFDOO\SURYHQ
orthopaedic therapies and diagnostic tools, including osteoarthritis pain treatments, bone growth stimulators and ultrasound devices. Bioventus
sells bone stimulation devices and is a provider of osteoarthritis injection therapies. The loss after taxation recognised in the income statement
relating to Bioventus was $2m (2013 – loss after taxation $2m).
The carrying amount of this investment was reviewed for impairment as at the balance sheet date. For the purposes of impairment testing
WKHUHFRYHUDEOHDPRXQWRIWKLVLQYHVWPHQWZDVEDVHGRQLWVIDLUYDOXHOHVVFRVWWRVHOOHVWLPDWHGXVLQJGLVFRXQWHGFDVK³RZV7KHIDLUYDOXH
measurement was categorised as a level 3 fair value based on the inputs and valuation technique used.

The amount recognised in the balance sheet and income statement for associates are as follows:

Balance sheet
Income statement loss

2014
$ million

2013
$ million

112
(2)

107
(1)
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,QDGGLWLRQWRLWVRZQHUVKLSLQWHUHVWLQ%LRYHQWXVWKH*URXSKHOGDVHQLRUVHFXUHG²YH\HDUORDQQRWHZLWK%LRYHQWXV7KHORDQQRWHZDV
created in May 2012 with a principal amount of $160m and an annual coupon rate of LIBOR plus 5%. In October 2014, the loan note of $160 million
SOXVPRIDFFUXHGLQWHUHVWZDVUHSDLGE\%LRYHQWXVIROORZLQJDVXFFHVVIXOH[WHUQDOUH²QDQFLQJ7KH*URXSFRQWLQXHVWRKROGRILQYHVWRU
equity in Bioventus.

FINANCIAL STATEMENTS

Notes to the Group accounts continued

11 Investments in associates continued
6XPPDULVHG²QDQFLDOLQIRUPDWLRQIRUDVVRFLDWHV
6HWRXWEHORZLVWKHVXPPDULVHG²QDQFLDOLQIRUPDWLRQIRU%LRYHQWXVDGMXVWHGIRUGLIIHUHQFHVZLWK*URXSDFFRXQWLQJSROLFLHV
2014
$ million

2013
$ million

339
90
(220)
(48)
161
79
26
105

315
129
(194)
(59)
191
93
14
107

242
(5)
(5)
(2)

231
(4)
(4)
(2)

Summarised balance sheet
Non-current assets
Current assets
Non-current liabilities
Current liabilities
Net assets
Group’s share of net assets at 49%
Group adjustments (i)
Group’s carrying amount of investment at 49%
6XPPDULVHGVWDWHPHQWRIFRPSUHKHQVLYHLQFRPH
Revenue
Attributable loss for the year
Total comprehensive loss
Group share of loss for the year at 49%
(i) Group adjustments primarily relate to an adjustment to align the useful life of intangible assets with Group policy.

At December 2014, the Group holds equity investments in two other associates (2013 – none) which are immaterial. The Group’s aggregate
FDUU\LQJDPRXQWRIWKHVHLQYHVWPHQWVDW'HFHPEHULVP ¥QLO DQGWKH*URXSªVDJJUHJDWHVKDUHRISUR²WVIURPWKHVHLQYHVWPHQWV
was $nil (2013 – nil). The Group’s share of loss in 2013 includes a gain of $1m from two Austrian associates. The Group disposed of the Austrian
associates during the year ended 31 December 2013.

12 Inventories
ACCOUNTING POLICY
)LQLVKHGJRRGVDQGZRUNLQSURJUHVVDUHYDOXHGDWIDFWRU\FRVWLQFOXGLQJDSSURSULDWHRYHUKHDGVRQD²UVWLQ²UVWRXWEDVLV5DZPDWHULDOV
DQGERXJKWLQ²QLVKHGJRRGVDUHYDOXHGDWSXUFKDVHSULFH$OOLQYHQWRULHVDUHUHGXFHGWRQHWUHDOLVDEOHYDOXHZKHUHORZHUWKDQFRVW,QYHQWRU\
DFTXLUHGDVSDUWRIDEXVLQHVVDFTXLVLWLRQLVYDOXHGDWVHOOLQJSULFHOHVVFRVWVRIGLVSRVDODQGDSUR²WDOORZDQFHIRUVHOOLQJHIIRUWV
Orthopaedic instruments are generally not sold but provided to customers and distributors for use in surgery. They are recorded as inventory
until they are deployed at which point they are transferred to plant and equipment and depreciated over their useful economic lives of between
WKUHHDQG²YH\HDUV
A feature of the orthopaedic business is the high level of product inventory required, some of which is located at customer premises and is
available for customers’ immediate use (referred to as consignment inventory). Complete sets of product, including large and small sizes, have
to be made available in this way. These outer sizes are used less frequently than standard sizes and towards the end of the product life cycle
are inevitably in excess of requirements. Adjustments to carrying value are therefore required to be made to orthopaedic inventory to anticipate
this situation. These adjustments are calculated in accordance with a formula based on levels of inventory compared with historical or forecast
XVDJH7KLVIRUPXODLVDSSOLHGRQDQLQGLYLGXDOSURGXFWOLQHEDVLVDQGLV²UVWDSSOLHGZKHQDSURGXFWJURXSKDVEHHQRQWKHPDUNHWIRUWZR
years. This method of calculation is considered appropriate based on experience but it involves management judgements on effectiveness
RILQYHQWRU\GHSOR\PHQWOHQJWKRISURGXFWOLYHVSKDVHRXWRIROGSURGXFWVDQGHI²FLHQF\RIPDQXIDFWXULQJSODQQLQJV\VWHPV

Raw materials and consumables
:RUNLQSURJUHVV
Finished goods and goods for resale

2014
$ million

2013
$ million

2012
$ million

214
82
885
1,181

151
72
783
1,006

138
45
718
901

Reserves for excess and obsolete inventories were $317m (2013 – $354m, 2012 – $332m). The decrease in reserves of $37m in the year
comprised releases of $29m, inventory write-offs of $4m and foreign exchange movements of $4m.
The cost of inventories recognised as an expense and included in cost of goods sold amounted to $1,013m (2013 – $958m, 2012 – $906m). In
addition, $55m was recognised as an expense within cost of goods sold resulting from inventory write offs (2013 – $73m, 2012 – $84m).
Notwithstanding inventory acquired within acquisitions, no inventory is carried at fair value less costs to sell in any year.
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13 Trade and other receivables
ACCOUNTING POLICY
Trade and other receivables are carried at amortised cost, less any allowances for uncollectible amounts. They are included in current assets,
H[FHSWIRUPDWXULWLHVJUHDWHUWKDQPRQWKVDIWHUWKHEDODQFHVKHHWGDWH7KHVHDUHFODVVL²HGDVQRQFXUUHQWDVVHWV

Trade receivables
Less: provision for bad and doubtful debts
Trade receivables – net (loans and receivables)
Derivatives – forward foreign exchange contracts
Other receivables
Prepayments and accrued income

2014
$ million

2013
$ million

2012
$ million

1,015
(47)
968
49
51
98
1,166

992
(57)
935
28
60
90
1,113

964
(49)
915
12
65
73
1,065

7KHSURYLVLRQIRUEDGDQGGRXEWIXOGHEWVLVEDVHGRQVSHFL²FDVVHVVPHQWVRIULVNDQGUHIHUHQFHWRSDVWGHIDXOWH[SHULHQFH7KHEDGGHEWFUHGLW
for the year was $4m (2013 – expense $15m, 2012 – expense $16m). Amounts due from insurers in respect of the macro textured claim of $143m
(2013 – $138m, 2012 – $137m) are included within other receivables and have been provided in full.
The amount of trade receivables that were past due were as follows:

Past due not more than three months
Past due more than three months and not more than six months
Past due more than six months and not more than one year
Past due more than one year

2013
$ million

2012
$ million

181
49
51
42
323
692
(47)
968

206
52
61
70
389
603
(57)
935

225
52
52
80
409
555
(49)
915

57
(4)
(4)
(2)
47

49
1
15
(8)
57

36
–
16
(3)
49

2014
$ million

2013
$ million

2012
$ million

353
92
225
298
968

293
103
271
268
935

258
100
276
281
915

Movements in the provision for bad and doubtful debts were as follows:
At 1 January
Exchange adjustment
Net receivables (provision released)/provided for during the year
Utilisation of provision
At 31 December
Trade receivables include amounts denominated in the following major currencies:

US Dollar
Sterling
Euro
Other
Trade receivables – net (loans and receivables)
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Neither past due nor impaired
Provision for bad and doubtful debts
Trade receivables – net (loans and receivables)

2014
$ million

CORPORATE GOVERNANCE

Management considers that the carrying amount of trade and other receivables approximates to the fair value.

STRATEGIC REPORT

7KH*URXSPDQDJHVFUHGLWULVNWKURXJKFUHGLWOLPLWVZKLFKUHTXLUHDXWKRULVDWLRQFRPPHQVXUDWHZLWKWKHVL]HRIWKHOLPLWDQGZKLFKDUHUHJXODUO\
UHYLHZHG&UHGLWOLPLWGHFLVLRQVDUHPDGHEDVHGRQDYDLODEOH²QDQFLDOLQIRUPDWLRQDQGWKHEXVLQHVVFDVH6LJQL²FDQWUHFHLYDEOHVDUHUHJXODUO\
UHYLHZHGDQGPRQLWRUHGDW*URXSOHYHO7KH*URXSKDVQRVLJQL²FDQWFRQFHQWUDWLRQRIFUHGLWULVNZLWKH[SRVXUHVSUHDGRYHUDODUJHQXPEHURI
FXVWRPHUVDQGJHRJUDSKLHV)XUWKHUPRUHWKH*URXSªVSULQFLSDOFXVWRPHUVDUHEDFNHGE\JRYHUQPHQWDQGSXEOLFRUSULYDWHPHGLFDOLQVXUDQFH
IXQGLQJZKLFKKLVWRULFDOO\UHSUHVHQWDORZHUULVNRIGHIDXOW7KHPD[LPXPH[SRVXUHWRFUHGLWULVNDWWKHUHSRUWLQJGDWHLVWKHIDLUYDOXHRIHDFK
class of receivable. The Group does not hold any collateral as security.
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14 Trade and other payables
2014
$ million

2013
$ million

807
21
10
838

751
20
14
785

23
21
44

7
–
7

7UDGHDQGRWKHUSD\DEOHVGXHZLWKLQRQH\HDU
Trade and other payables
Derivatives – forward foreign exchange contracts
Acquisition consideration
2WKHUSD\DEOHVGXHDIWHURQH\HDU
Acquisition consideration
Other payables

The acquisition consideration due after more than one year is expected to be payable as follows: $5m in 2016, $8m in 2017 and $10m in 2018
¥PLQDQGPLQ 

15 Cash and borrowings
15.1 Net debt
1HWGHEWFRPSULVHVERUURZLQJVDQGFUHGLWEDODQFHVRQFXUUHQF\VZDSVOHVVFDVKDWEDQN
2014
$ million

2013
$ million

39
541
1,125
1,705
(93)
1
1,613

44
347
–
391
(137)
(1)
253

%DQNRYHUGUDIWVDQGORDQVGXHZLWKLQRQH\HDU
/RQJWHUPEDQNERUURZLQJV
Private placement notes
Borrowings
&DVKDWEDQN
Credit/(debit) balance on derivatives – currency swaps
Net debt
Borrowings are repayable as follows:
Within
one year or
on demand
$ million

$W'HFHPEHU
%DQNORDQV
%DQNRYHUGUDIWV
Finance lease liabilities
Private placement notes
At 31 December 2013:
%DQNORDQV
%DQNRYHUGUDIWV
Finance lease liabilities
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%HWZHHQ
%HWZHHQ
one and
WZRDQG
WZR\HDUV three years
$ million
$ million

%HWZHHQ
three and
IRXU\HDUV
$ million

%HWZHHQ
IRXUDQG
²YH\HDUV
$ million

$IWHU
²YH\HDUV
$ million

Total
$ million

9
28

400
–

–
–

–
–

131
–

–
–

540
28

2
–
39

2
–
402

2
–
2

3
–
3

3
125
259

–
1,000
1,000

12
1,125
1,705

31
11
2
44

335
–
2
337

–
–
2
2

–
–
2
2

–
–
3
3

–
–
3
3

366
11
14
391

15.2 Assets pledged as security
Assets are pledged as security under normal market conditions. Secured borrowings and pledged assets are as follows:
2013
$ million

2
10
12

2
12
14

8
8

10
10

15.3 Currency swap analysis

STRATEGIC REPORT

Finance lease liabilities – due within one year
Finance lease liabilities – due after one year
Total amount of secured borrowings
Total net book value of assets pledged as security:
Property, plant and equipment

2014
$ million

All currency swaps are stated at fair value. Gross US Dollar equivalents of $279m (2013 – $146m) receivable and $280m (2013 – $145m) payable
KDYHEHHQQHWWHG&XUUHQF\VZDSVFRPSULVHIRUHLJQH[FKDQJHVZDSVDQGIRUZDUGFRQWUDFWVDQGZHUHXVHGLQDQGWRKHGJHLQWUDJURXS
loans and other monetary items.
Currency swaps mature as follows:
At 31 December 2014

At 31 December 2014

14
16
17
3
8
–
58

CAD 16
CNY 100
EUR 14
HKD 20
JPY 950
SEK 3

Amount receivable
Currency million

Amount payable
$ million

AUD 78
CHF 22
EUR 62
GBP 26
JPY 200
NZD 18
SEK 3
SGD 5

64
22
76
40
2
14
–
4
222
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Within one year:
Australian Dollar
Swiss Franc
Euro
Sterling
Japanese Yen
New Zealand Dollar
Swedish Krona
Singapore Dollar

Amount payable
Currency million

CORPORATE GOVERNANCE

Within one year:
Canadian Dollar
Chinese Renminbi
Euro
Hong Kong Dollar
Japanese Yen
Swedish Krona

Amount receivable
$ million

FINANCIAL STATEMENTS

Notes to the Group accounts continued

15 Cash and borrowings continued
At 31 December 2013
Within one year:
Euro
Japanese Yen
Chinese Renminbi
Sterling

At 31 December 2013
Within one year:
New Zealand Dollar
Swiss Franc
Swedish Krona
Australian Dollar
Canadian Dollar
Sterling

Amount receivable
$ million

Amount payable
Currency million

28
13
17
11
69

EUR 20
JPY 1,315
CNY 100
GBP 7

Amount receivable
Currency million

Amount payable
$ million

NZD 9
CHF 14
SEK 31
AUD 41
CAD 3
GBP 6

7
16
5
36
3
10
77

/LTXLGLW\ULVNH[SRVXUHV
7KH%RDUGKDVHVWDEOLVKHGDVHWRISROLFLHVWRPDQDJHIXQGLQJDQGFXUUHQF\ULVNV7KH*URXSXVHVGHULYDWLYH²QDQFLDOLQVWUXPHQWVRQO\WRPDQDJH
WKH²QDQFLDOULVNVDVVRFLDWHGZLWKXQGHUO\LQJEXVLQHVVDFWLYLWLHVDQGWKHLU²QDQFLQJ
Liquidity risk is the risk that the Group is not able to settle or meet its obligations on time or at a reasonable price. The Group’s policy is to ensure
WKDWWKHUHLVVXI²FLHQWIXQGLQJDQGIDFLOLWLHVLQSODFHWRPHHWIRUHVHHDEOHERUURZLQJUHTXLUHPHQWV7KH*URXSPDQDJHVDQGPRQLWRUVOLTXLGLW\ULVN
through regular reporting of current cash and borrowing balances and periodic preparation and review of short and medium term cash forecasts,
having regard to the maturities of investments and borrowing facilities.
The Group has available committed facilities of $2.5bn (2013 – $1.7bn). The interest payable on borrowings under committed facilities is either at
²[HGRU³RDWLQJUDWHV)ORDWLQJUDWHVDUHW\SLFDOO\EDVHGRQWKH/,%25 RURWKHUUHIHUHQFHUDWH UHOHYDQWWRWKHWHUPDQGFXUUHQF\FRQFHUQHG
7KH&RPSDQ\LVVXEMHFWWRUHVWULFWLYHFRYHQDQWVXQGHULWVSULQFLSDOIDFLOLW\DJUHHPHQWV7KHVH²QDQFLDOFRYHQDQWVDUHWHVWHGDWWKHHQGRIHDFK
half year for the 12 months ending on the last day of the testing period. As of 31 December 2014, the Company was in compliance with these
covenants. The facilities are also subject to customary events of default, none of which are currently anticipated to occur.
The Group’s principal facilities are:
Facility

Date due

$400 million syndicated, term loan facility
$1.0 billion syndicated, revolving credit facility
$80 million 2.47% Senior Notes
$45 million Floating Rate Senior Notes
$75 million 3.23% Senior Notes
$190 million 2.97% Senior Notes
$75 million 3.46% Senior Notes
$50 million 3.15% Senior Notes
$105 million 3.26% Senior Notes
$100 million 3.89% Senior Notes
$305 million 3.36% Senior Notes
$25 million Floating Rate Senior Notes
$75 million 3.99% Senior Notes
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February 2016
March 2019
November 2019
November 2019
January 2021
November 2021
January 2022
November 2022
November 2023
January 2024
November 2024
November 2024
January 2026

<HDUHQG²QDQFLDOOLDELOLWLHVE\FRQWUDFWXDOPDWXULW\
7KHWDEOHEHORZDQDO\VHVWKH*URXSªV\HDUHQG²QDQFLDOOLDELOLWLHVE\FRQWUDFWXDOPDWXULW\GDWHLQFOXGLQJLQWHUHVWSD\PHQWVDQGH[FOXGLQJWKH
impact of netting arrangements:
Between
two and
²YH\HDUV
$ million

After
²YH\HDUV
$ million

Total
$ million

37
807
3
–
10

400
21
3
–
13

131
–
9
125
10

–
–
–
1,000
–

568
828
15
1,125
33

1,811
(1,810)
858

–
–
437

–
–
275

–
–
1,000

1,811
(1,810)
2,570

42
751
3
14

335
–
3
4

–
–
9
3

–
–
3
–

377
751
18
21

1,734
(1,733)
811

–
–
342

–
–
12

–
–
3

1,734
(1,733)
1,168

CORPORATE GOVERNANCE

At 31 December 2013
1RQGHULYDWLYH²QDQFLDOOLDELOLWLHV
Bank overdrafts and loans
Trade and other payables
Finance lease liabilities
Acquisition consideration
'HULYDWLYH²QDQFLDOOLDELOLWLHV
&XUUHQF\VZDSVIRUZDUGIRUHLJQH[FKDQJHFRQWUDFWV¥RXW³RZ
&XUUHQF\VZDSVIRUZDUGIRUHLJQH[FKDQJHFRQWUDFWV¥LQ³RZ

Between
one and
two years
$ million

STRATEGIC REPORT

At 31 December 2014
1RQGHULYDWLYH²QDQFLDOOLDELOLWLHV
Bank overdrafts and loans
Trade and other payables
Finance lease liabilities
Private placement notes
Acquisition consideration
'HULYDWLYH²QDQFLDOOLDELOLWLHV
&XUUHQF\VZDSVIRUZDUGIRUHLJQH[FKDQJHFRQWUDFWV¥RXW³RZ
&XUUHQF\VZDSVIRUZDUGIRUHLJQH[FKDQJHFRQWUDFWV¥LQ³RZ

Within one
year or on
demand
$ million

7KHDPRXQWVLQWKHWDEOHVDERYHDUHXQGLVFRXQWHGFDVK³RZVZKLFKGLIIHUIURPWKHDPRXQWVLQFOXGHGLQWKHEDODQFHVKHHWZKHUHWKHXQGHUO\LQJ
FDVK³RZVKDYHEHHQGLVFRXQWHG
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Notes to the Group accounts continued

15 Cash and borrowings continued
15.6 Finance leases
$&&2817,1*32/,&<
/HDVHVDUHFODVVL²HGDV²QDQFHOHDVHVZKHQWKHWHUPVRIWKHOHDVHWUDQVIHUVXEVWDQWLDOO\DOOWKHULVNVDQGUHZDUGVRIRZQHUVKLSWRWKH*URXS
$OORWKHUOHDVHVDUHFODVVL²HGDVRSHUDWLQJOHDVHV
The leased assets are measured initially at an amount equal to the lower of their fair value and the present value of the minimum lease
SD\PHQWV$VVHWVKHOGXQGHU²QDQFHOHDVHVDUHFDSLWDOLVHGDVSURSHUW\SODQWRUHTXLSPHQWDQGGHSUHFLDWHGDFFRUGLQJO\0LQLPXPOHDVH
SD\PHQWVDUHDSSRUWLRQHGEHWZHHQWKH²QDQFHH[SHQVHDQGWKHUHGXFWLRQLQWKHRXWVWDQGLQJOLDELOLW\7KH²QDQFHH[SHQVHLVDOORFDWHGWR
each period during the lease term so as to produce a constant periodic rate of interest on the remaining balance of the liability.
)XWXUHPLQLPXPOHDVHSD\PHQWVXQGHU²QDQFHOHDVHVWRJHWKHUZLWKWKHSUHVHQWYDOXHRIWKHPLQLPXPOHDVHSD\PHQWVDUHDVIROORZV

Within one year
After one and within two years
After two and within three years
After three and within four years
$IWHUIRXUDQGZLWKLQ²YH\HDUV
$IWHU²YH\HDUV
Total minimum lease payments
Discounted by imputed interest
Present value of minimum lease payments

2014
$ million

2013
$ million

3
3
3
3
3
–
15
(3)
12

3
3
3
3
3
3
18
(4)
14

3UHVHQWYDOXHRIPLQLPXPOHDVHSD\PHQWVFDQEHVSOLWRXWDVP ¥P GXHZLWKLQRQH\HDUP ¥P GXHEHWZHHQRQHWR²YH
\HDUVDQGQLO ¥P GXHDIWHU²YH\HDUV

16 Financial instruments and risk management
$&&2817,1*32/,&<

'HULYDWLYH²QDQFLDOLQVWUXPHQWV
'HULYDWLYH²QDQFLDOLQVWUXPHQWVDUHLQLWLDOO\UHFRJQLVHGDWIDLUYDOXHRQWKHGDWHDGHULYDWLYHFRQWUDFWLVHQWHUHGLQWRDQGDUHVXEVHTXHQWO\
re-measured at their fair value at subsequent balance sheet dates.
&KDQJHVLQWKHIDLUYDOXHRIGHULYDWLYH²QDQFLDOLQVWUXPHQWVWKDWDUHGHVLJQDWHGDQGHIIHFWLYHDVFDVK³RZKHGJHVRIIRUHFDVWWKLUGSDUW\DQG
intercompany transactions are recognised in other comprehensive income until the associated asset or liability is recognised. Amounts taken
WRRWKHUFRPSUHKHQVLYHLQFRPHDUHWUDQVIHUUHGWRWKHLQFRPHVWDWHPHQWLQWKHSHULRGLQZKLFKWKHKHGJHGWUDQVDFWLRQDIIHFWVSUR²WDQGORVV
:KHUHWKHKHGJHGLWHPLVWKHFRVWRIDQRQ²QDQFLDODVVHWWKHDPRXQWVWDNHQWRRWKHUFRPSUHKHQVLYHLQFRPHDUHWUDQVIHUUHGWRWKHLQLWLDO
carrying value of the asset.
Currency swaps to match foreign currency net assets with foreign currency liabilities are fair valued at year-end. Changes in the fair values of
currency swaps that are designated and effective as net investment hedges are matched in other comprehensive income against changes in
value of the related net assets.
,QWHUHVWUDWHGHULYDWLYHVWUDQVDFWHGWR²[LQWHUHVWUDWHVRQ³RDWLQJUDWHERUURZLQJVDUHDFFRXQWHGIRUDVFDVK³RZKHGJHVDQGFKDQJHVLQWKH
fair values resulting from changes in market interest rates are recognised in other comprehensive income. Amounts taken to other
FRPSUHKHQVLYHLQFRPHDUHWUDQVIHUUHGWRWKHLQFRPHVWDWHPHQWZKHQWKHKHGJHGWUDQVDFWLRQDIIHFWVSUR²WDQGORVV
$Q\LQHIIHFWLYHQHVVRQKHGJLQJLQVWUXPHQWVDQGFKDQJHVLQWKHIDLUYDOXHRIGHULYDWLYH²QDQFLDOLQVWUXPHQWVWKDWGRQRWTXDOLI\IRUKHGJH
DFFRXQWLQJDUHUHFRJQLVHGLQWKHLQFRPHVWDWHPHQWZLWKLQRWKHU²QDQFHLQFRPH FRVWV DVWKH\DULVH
+HGJHDFFRXQWLQJLVGLVFRQWLQXHGZKHQWKHKHGJLQJLQVWUXPHQWH[SLUHVRULVVROGWHUPLQDWHGRUH[HUFLVHGRUQRORQJHUTXDOL²HVIRUKHGJH
accounting. At that point in time, any cumulative gain or loss on the hedging instrument recognised in other comprehensive income is retained
WKHUHXQWLOWKHIRUHFDVWWUDQVDFWLRQRFFXUV,IDKHGJHGWUDQVDFWLRQLVQRORQJHUH[SHFWHGWRRFFXUWKHQHWFXPXODWLYHJDLQRUORVVUHFRJQLVHGLQ
other comprehensive income is transferred to the income statement for the period.

140

Smith & Nephew Annual report 2014

)RUHLJQH[FKDQJHH[SRVXUHV
7KH*URXSRSHUDWHVLQRYHUFRXQWULHVDQGDVDFRQVHTXHQFHKDVWUDQVDFWLRQDODQGWUDQVODWLRQDOIRUHLJQH[FKDQJHH[SRVXUH,WLV*URXSSROLF\
for operating units not to hold material unhedged monetary assets or liabilities other than in their functional currencies.
)RUHLJQH[FKDQJHYDULDWLRQVDIIHFWWUDGLQJUHVXOWVLQWZRZD\V)LUVWO\RQWUDQVODWLRQRIRYHUVHDVVDOHVDQGSUR²WVLQWR86'ROODUVDQGVHFRQGO\
WUDQVDFWLRQDOH[SRVXUHVDULVLQJZKHUHVRPHRUDOORIWKHFRVWVRIVDOHDUHLQFXUUHGLQDGLIIHUHQWFXUUHQF\IURPWKHVDOH7KHSULQFLSDOWUDQVDFWLRQDO
H[SRVXUHVDULVHDVWKHSURSRUWLRQRIFRVWVLQ86'ROODUV6WHUOLQJDQG6ZLVV)UDQFVH[FHHGWKHSURSRUWLRQRIVDOHVLQHDFKRIWKHVHFXUUHQFLHVDQG
FRUUHVSRQGLQJO\WKHSURSRUWLRQRIVDOHVLQ(XURVH[FHHGVWKHSURSRUWLRQRIFRVWVLQ(XURV
STRATEGIC REPORT

7KHLPSDFWRIFXUUHQF\PRYHPHQWVRQWKHFRVWRISXUFKDVHVLVSDUWO\PLWLJDWHGE\WKHXVHRIIRUZDUGIRUHLJQH[FKDQJHFRQWUDFWV7KH*URXS
XVHVIRUZDUGIRUHLJQH[FKDQJHFRQWUDFWVGHVLJQDWHGDVFDVK³RZKHGJHVWRKHGJHIRUHFDVWWKLUGSDUW\DQGLQWHUFRPSDQ\WUDGLQJFDVK³RZV
IRUIRUHFDVWIRUHLJQFXUUHQF\LQYHQWRU\SXUFKDVHVIRUXSWRRQH\HDU:KHQDFRPPLWPHQWLVHQWHUHGLQWRIRUZDUGIRUHLJQH[FKDQJHFRQWUDFWVDUH
QRUPDOO\XVHGWRLQFUHDVHWKHKHGJHWRRIWKHH[SRVXUH&DVK³RZVUHODWLQJWRFDVK³RZKHGJHVDUHH[SHFWHGWRRFFXUZLWKLQPRQWKV
RILQFHSWLRQDQGSUR²WVDQGORVVHVRQKHGJHVDUHH[SHFWHGWRHQWHULQWRWKHGHWHUPLQDWLRQRISUR²W ZLWKLQFRVWRIJRRGVVROG ZLWKLQDIXUWKHU
PRQWKSHULRG7KHSULQFLSDOFXUUHQFLHVKHGJHGE\IRUZDUGIRUHLJQH[FKDQJHFRQWUDFWVDUH86'ROODUV(XURVDQG6WHUOLQJ$W'HFHPEHU
WKH*URXSKDGFRQWUDFWHGWRH[FKDQJHZLWKLQRQH\HDUWKHHTXLYDOHQWRIEQ ¥EQ 
Based on the Group’s net borrowings as at 31 December 2014, if the US Dollar were to weaken against all currencies by 10%, the Group’s net
borrowings would decrease by $6m (2013 – decrease by $2m) as the Group held a higher amount of foreign denominated cash than foreign
GHQRPLQDWHGERUURZLQJV,QUHVSHFWRIERUURZLQJVKHOGLQDGLIIHUHQWFXUUHQF\WRWKHUHOHYDQWUHSRUWLQJHQWLW\LIWKH86'ROODUZHUHWRZHDNHQE\
10% against all other currencies, the Group’s borrowings would increase by $1m (2013 – increase by $4m).
,IWKH86'ROODUZHUHWRZHDNHQE\DJDLQVWDOORWKHUFXUUHQFLHVWKHQWKHIDLUYDOXHRIWKHIRUZDUGIRUHLJQH[FKDQJHFRQWUDFWVDVDW'HFHPEHU
2014 would have been $37m lower (2013 – $34m). Similarly, if the Euro were to weaken by 10% against all other currencies, then the fair value of the
IRUZDUGIRUHLJQH[FKDQJHFRQWUDFWVDVDW'HFHPEHUZRXOGKDYHEHHQPKLJKHU ¥P 0RYHPHQWVLQWKHIDLUYDOXHRIIRUZDUG
IRUHLJQH[FKDQJHFRQWUDFWVZRXOGEHUHFRJQLVHGLQRWKHUFRPSUHKHQVLYHLQFRPHDQGDFFXPXODWHGLQWKHKHGJLQJUHVHUYH

7KH*URXSªVSROLF\WRKHGJHDOODFWXDOIRUHLJQH[FKDQJHH[SRVXUHVDQGWKH*URXSªVIRUZDUGIRUHLJQH[FKDQJHFRQWUDFWVDUHGHVLJQDWHGDVFDVK
³RZKHGJHV7KHQHWLPSDFWRIWUDQVDFWLRQUHODWHGIRUHLJQH[FKDQJHRQWKHLQFRPHVWDWHPHQWIURPDPRYHPHQWLQH[FKDQJHUDWHVRQWKHYDOXH
RIIRUZDUGIRUHLJQH[FKDQJHFRQWUDFWVLVQRWVLJQL²FDQW,QDGGLWLRQWKHPRYHPHQWVLQWKHIDLUYDOXHRIRWKHU²QDQFLDOLQVWUXPHQWVXVHGIRUKHGJLQJ
such as currency swaps for which hedge accounting is not applied, offset movements in the values of assets and liabilities and are recognised
through the income statement.

CORPORATE GOVERNANCE

A 10% strengthening of the US Dollar or Euro against all other currencies at 31 December 2014 would have had the equal but opposite effect to the
amounts shown above, on the basis that all other variables remain constant.

,QWHUHVWUDWHH[SRVXUHV
7KH*URXSLVH[SRVHGWRLQWHUHVWUDWHULVNRQFDVKERUURZLQJVDQGFHUWDLQFXUUHQF\VZDSVZKLFKDUHDOODW³RDWLQJUDWHV:KHQUHTXLUHGWKH*URXS
XVHVLQWHUHVWUDWHGHULYDWLYHVWRPHHWLWVREMHFWLYHRISURWHFWLQJERUURZLQJFRVWVZLWKLQSDUDPHWHUVVHWE\WKH%RDUG,QWHUHVWUDWHGHULYDWLYHVDUH
DFFRXQWHGIRUDVFDVK³RZKHGJHVDQGDVVXFKFKDQJHVLQIDLUYDOXHUHVXOWLQJIURPFKDQJHVLQPDUNHWLQWHUHVWUDWHVDUHUHFRJQLVHGLQRWKHU
comprehensive income and accumulated in the hedging reserve, with the fair value of the interest rate derivatives recorded in the balance sheet.
7KHFDVK³RZVUHVXOWLQJIURPLQWHUHVWUDWHGHULYDWLYHVPDWFKFDVK³RZVRQWKHXQGHUO\LQJERUURZLQJVVRWKDWWKHUHLVQRQHWFDVK³RZIURP
movements in market interest rates on the hedged items.

&UHGLWULVNH[SRVXUHV
7KH*URXSOLPLWVH[SRVXUHWRFUHGLWULVNRQFRXQWHUSDUWLHVXVHGIRU²QDQFLDOLQVWUXPHQWVWKURXJKDV\VWHPRILQWHUQDOFUHGLWOLPLWVZKLFKZLWK
FHUWDLQPLQRUH[FHSWLRQVGXHWRORFDOPDUNHWFRQGLWLRQVUHTXLUHFRXQWHUSDUWLHVWRKDYHDPLQLPXP©$ªUDWLQJIURPRQHRIWKHPDMRUUDWLQJV
DJHQFLHV7KH²QDQFLDOH[SRVXUHRIDFRXQWHUSDUW\LVGHWHUPLQHGDVWKHWRWDORIFDVKDQGGHSRVLWVSOXVWKHULVNRQGHULYDWLYHLQVWUXPHQWV
assessed as the fair value of the instrument plus a risk element based on the nominal value and the historic volatility of the market value of the
instrument. The Group does not anticipate non-performance of counterparties and believes it is not subject to material concentration of credit risk
DVWKH*URXSRSHUDWHVZLWKLQDSROLF\RIFRXQWHUSDUW\OLPLWVGHVLJQHGWRUHGXFHH[SRVXUHWRDQ\VLQJOHFRXQWHUSDUW\
7KHPD[LPXPFUHGLWULVNH[SRVXUHRQGHULYDWLYHVDW'HFHPEHUZDVP ¥P EHLQJWKHWRWDOGHELWIDLUYDOXHVRQIRUZDUG
IRUHLJQH[FKDQJHFRQWUDFWVDQGFXUUHQF\VZDSV7KHPD[LPXPFUHGLWULVNH[SRVXUHRQFDVKDWEDQNDW'HFHPEHUZDVP ¥
P 7KH*URXSªVH[SRVXUHWRFUHGLWULVNLVQRWPDWHULDODVWKHDPRXQWVDUHKHOGLQDZLGHQXPEHURIEDQNVLQDQXPEHURIGLIIHUHQWFRXQWULHV
Credit risk on trade receivables is detailed in Note 13.
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Based on the Group’s gross borrowings as at 31 December 2014, if interest rates were to increase by 100 basis points in all currencies then the
annual net interest charge would increase by $6m (2013 – $4m). A decrease in interest rates by 100 basis points in all currencies would have an
equal but opposite effect to the amounts shown above.

FINANCIAL STATEMENTS

Notes to the Group accounts continued

16 Financial instruments and risk management continued
&XUUHQF\DQGLQWHUHVWUDWHSUR²OHRILQWHUHVWEHDULQJOLDELOLWLHVDQGDVVHWV
6KRUWWHUPGHEWRUVDQGFUHGLWRUVDUHH[FOXGHGIURPWKHIROORZLQJGLVFORVXUHV
&XUUHQF\DQG,QWHUHVW5DWH3UR²OHRI,QWHUHVW%HDULQJ/LDELOLWLHV

$W'HFHPEHU
US Dollar
Euro
2WKHU
Total interest bearing liabilities
At 31 December 2013:
US Dollar
Euro
2WKHU
Total interest bearing liabilities

Total
Floating
Fixed
liabilities rate liabilities rate liabilities
$ million
$ million
$ million

Fixed rate liabilities
Weighted
Weighted
average average time
Interest
for which
rate UDWHLV²[HG
%
Years

Gross
borrowings
$ million

Currency
swaps
$ million

1,685
10
10
1,705

208
35
37
280

1,893
45
47
1,985

826
45
47
918

1,067
–
–
1,067

3.4
–
–

8.3
–
–

297
59
35
391

77
28
40
145

374
87
75
536

360
87
75
522

14
–
–
14

7.1
–
–

4
–
–

$W'HFHPEHUP ¥P RI²[HGUDWHOLDELOLWLHVUHODWHWR²QDQFHOHDVHV,QWKH*URXSDOVRKDGOLDELOLWLHVGXHIRUGHIHUUHG
acquisition consideration (denominated in US Dollars and Brazilian Real) totalling $33m (2013 – $21m, 2012 – $8m) on which no interest was
SD\DEOH VHH1RWH 7KHUHDUHQRRWKHUVLJQL²FDQWLQWHUHVWEHDULQJ²QDQFLDOOLDELOLWLHV
)ORDWLQJUDWHVRQOLDELOLWLHVDUHW\SLFDOO\EDVHGRQWKHRQHRUWKUHHPRQWK/,%25 RURWKHUUHIHUHQFHUDWH UHOHYDQWWRWKHFXUUHQF\FRQFHUQHG7KH
ZHLJKWHGDYHUDJHLQWHUHVWUDWHRQ³RDWLQJUDWHERUURZLQJVDVDW'HFHPEHUZDV ¥ 
&XUUHQF\DQG,QWHUHVW5DWH3UR²OHRI,QWHUHVW%HDULQJ$VVHWV

$W'HFHPEHU
US Dollars
2WKHU
Total interest bearing assets
At 31 December 2013:
US Dollars
2WKHU
Total interest bearing assets

Cash
at bank
$ million

Currency
swaps
$ million

Total assets
$ million

Floating
rate assets
$ million

13
80
93

79
200
279

92
280
372

92
280
372

8
129
137

69
77
146

77
206
283

77
206
283

)ORDWLQJUDWHVRQDVVHWVDUHW\SLFDOO\EDVHGRQWKHVKRUWWHUPGHSRVLWUDWHVUHOHYDQWWRWKHFXUUHQF\FRQFHUQHG7KHUHZHUHQR²[HGUDWHDVVHWVDW
31 December 2014 or 31 December 2013.
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)DLUYDOXHRI²QDQFLDODVVHWVDQGOLDELOLWLHV
$&&2817,1*32/,&<

Measurement of fair values
$QXPEHURIWKH*URXSªVDFFRXQWLQJSROLFLHVDQGGLVFORVXUHVUHTXLUHWKHPHDVXUHPHQWRIIDLUYDOXHVIRUERWK²QDQFLDODVVHWVDQGOLDELOLWLHV
DQGQRQ²QDQFLDODVVHWVDFTXLUHGLQDEXVLQHVVFRPELQDWLRQ VHH1RWH 

The Group recognises transfers between the levels of the fair value hierarchy at the end of the reporting period during which the change
has occurred.

STRATEGIC REPORT

When measuring the fair value of an asset or liability, the Group uses market observable data as far as possible. Fair values are categorised into
different levels in the fair value hierarchy based on the inputs used in the valuation techniques as follows: Level 1: quoted prices (unadjusted) in
active markets for identical assets or liabilities; Level 2: inputs other than quoted prices included in Level 1 that are observable for the asset or
liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices); Level 3: inputs for the asset or liability that are not based on
observable data (unobservable inputs).

7KHIROORZLQJWDEOHVKRZVWKHFDUU\LQJDPRXQWVDQGIDLUYDOXHVRI²QDQFLDODVVHWVDQG²QDQFLDOOLDELOLWLHVLQFOXGLQJWKHLUOHYHOVLQWKHIDLUYDOXH
KLHUDUFK\,WGRHVQRWLQFOXGHIDLUYDOXHLQIRUPDWLRQIRU²QDQFLDODVVHWVDQG²QDQFLDOOLDELOLWLHVQRWPHDVXUHGDWIDLUYDOXHLIWKHFDUU\LQJDPRXQWLV
DUHDVRQDEOHDSSUR[LPDWLRQRIIDLUYDOXH

Financial liabilities measured
at fair value
Acquisition consideration
)RUZDUGIRUHLJQH[FKDQJHFRQWUDFWV
Currency swaps

Financial liabilities not measured
at fair value
Bank overdrafts
Bank loans
Private placement debt
Finance lease liabilities
Trade and other payables

Fair value
Level 2
$ million

Level 3
$ million

Total
$ million

48
–
1
49

–
5
–
5

48
5
1
54

48
–
–
48

–
–
–
–

–
5
–
5

–
–
–
–

48
5
1
54

(33)

–

–

–

–

(33)

–

(33)

(33)

–
(2)
(35)

(19)
–
(19)

–
–
–

–
–
–

–
–
–

(19)
(2)
(54)

(19)
(2)
(21)

–
–
(33)

(19)
(2)
(54)

–
–
–

–
–
–

1,117
93
1,210

–
–
–

–
–
–

1,117
93
1,210

–
–
–
–
–
–

–
–
–
–
–
–

–
–
–
–
–
–

–
–
–
–
–
–

(28)
(540)
(1,125)
(12)
(828)
(2,533)

(28)
(540)
(1,125)
(12)
(828)
(2,533)

(1,144)

–

(1,144)
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Financial assets not measured at
fair value
Trade and other receivables
Cash at bank

–
–
1
1

Available
for sale
$ million

Carrying amount
Other
²QDQFLDO
liabilities
Total
$ million $ million

CORPORATE GOVERNANCE

At 31 December 2014
Financial assets measured
at fair value
)RUZDUGIRUHLJQH[FKDQJHFRQWUDFWV
,QYHVWPHQWV
Currency swaps

Designated Fair value –
Loans
at fair
hedging
and
value instruments receivables
$ million
$ million
$ million

FINANCIAL STATEMENTS

Notes to the Group accounts continued

16 Financial instruments and risk management continued

At 31 December 2013
Financial assets measured
at fair value
)RUZDUGIRUHLJQH[FKDQJHFRQWUDFWV
,QYHVWPHQWV
Currency swaps
Financial liabilities measured
at fair value
Acquisition consideration
)RUZDUGIRUHLJQH[FKDQJHFRQWUDFWV

Designated
at fair
value
$ million

Fair value –
Loans
hedging
and
instruments receivables
$ million
$ million

Available
for sale
$ million

Carrying amount
2WKHU
²QDQFLDO
liabilities
Total
$ million $ million

Fair value
Level 2
$ million

Level 3
$ million

Total
$ million

–
–
1
1

28
–
–
28

–
–
–
–

–
2
–
2

–
–
–
–

28
2
1
31

28
–
1
29

–
2
–
2

28
2
1
31

(21)
–
(21)

–
(20)
(20)

–
–
–

–
–
–

–
–
–

(21)
(20)
(41)

–
(20)
(20)

(21)
–
(21)

(21)
(20)
(41)

–
–
–

–
–
–

1,085
137
1,222

–
–
–

–
–
–

1,085
137
1,222

–
–
–
–
–

–
–
–
–
–

–
–
–
–
–

–
–
–
–
–

(11)
(366)
(14)
(751)
(1,142)

(11)
(366)
(14)
(751)
(1,142)

Financial assets not measured at
fair value
Trade and other receivables
Cash at bank
Financial liabilities not measured
at fair value
Bank overdrafts
Bank loans
Finance lease liabilities
Trade and other payables

7KH*URXSHQWHUVLQWRGHULYDWLYH²QDQFLDOLQVWUXPHQWVZLWK²QDQFLDOLQVWLWXWLRQVZLWKLQYHVWPHQWJUDGHFUHGLWUDWLQJV7KHIDLUYDOXHRIIRUZDUG
IRUHLJQH[FKDQJHFRQWUDFWVLVFDOFXODWHGE\UHIHUHQFHWRTXRWHGPDUNHWIRUZDUGH[FKDQJHUDWHVIRUFRQWUDFWVZLWKVLPLODUPDWXULW\SUR²OHV7KHIDLU
YDOXHRIFXUUHQF\VZDSVLVGHWHUPLQHGE\UHIHUHQFHWRTXRWHGPDUNHWVSRWUDWHV$VDUHVXOWIRUHLJQIRUZDUGH[FKDQJHFRQWUDFWVDQGFXUUHQF\
VZDSVDUHFODVVL²HGDV/HYHOZLWKLQWKHIDLUYDOXHKLHUDUFK\
As at 31 December 2014 and 31 December 2013, the fair value of derivatives is net of a credit valuation adjustment attributable to derivative
counterparty default risk. The changes in counterparty credit risk had no material effect on the hedge effectiveness for derivatives designated in
KHGJHUHODWLRQVKLSVDQGRWKHU²QDQFLDOLQVWUXPHQWVUHFRJQLVHGDWIDLUYDOXH
7KHIDLUYDOXHRIFRQWLQJHQWFRQVLGHUDWLRQLVHVWLPDWHGXVLQJDGLVFRXQWHGFDVK³RZPRGHO7KHYDOXDWLRQPRGHOFRQVLGHUVWKHSUHVHQWYDOXHRI
H[SHFWHGSD\PHQWGLVFRXQWHGXVLQJDULVNDGMXVWHGGLVFRXQWUDWH7KHH[SHFWHGSD\PHQWLVGHWHUPLQHGE\FRQVLGHULQJWKHSRVVLEOHVFHQDULRV
which relate to the achievement of established milestones and targets, the amount to be paid under each scenario and the probability of each
VFHQDULR$VDUHVXOWFRQWLQJHQWFRQVLGHUDWLRQLVFODVVL²HGDV/HYHOZLWKLQWKHIDLUYDOXHKLHUDUFK\
There were no transfers between level 1, 2 and 3 during 2014 and 2013.
For cash and cash equivalents, short-term loans and receivables, overdrafts and other short-term liabilities which have a maturity of less than
WKUHHPRQWKVWKHERRNYDOXHVDSSUR[LPDWHWKHIDLUYDOXHVEHFDXVHRIWKHLUVKRUWWHUPQDWXUH
Long-term borrowings are measured in the balance sheet at amortised cost. As the Group’s long-term borrowings are not quoted publicly and
DVPDUNHWSULFHVDUHQRWDYDLODEOHWKHLUIDLUYDOXHVDUHHVWLPDWHGE\GLVFRXQWLQJIXWXUHFRQWUDFWXDOFDVK³RZVWRQHWSUHVHQWYDOXHVDWWKHFXUUHQW
PDUNHWLQWHUHVWUDWHVDYDLODEOHWRWKH*URXSIRUVLPLODU²QDQFLDOLQVWUXPHQWVDVDWWKH\HDUHQG
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17 Provisions and contingencies
$&&2817,1*32/,&<
,QWKHQRUPDOFRXUVHRIEXVLQHVVWKH*URXSLVLQYROYHGLQYDULRXVOHJDOGLVSXWHV3URYLVLRQLVPDGHIRUORVVFRQWLQJHQFLHVZKHQLWLVGHHPHG
probable that an adverse outcome will occur and the amount of the loss can be reasonably estimated. Where the Group is the plaintiff in
SXUVXLQJFODLPVDJDLQVWWKLUGSDUWLHVOHJDODQGDVVRFLDWHGH[SHQVHVDUHFKDUJHGWRWKHLQFRPHVWDWHPHQWDVLQFXUUHG

$SURYLVLRQIRURQHURXVFRQWUDFWVLVUHFRJQLVHGZKHQWKHH[SHFWHGEHQH²WVWREHGHULYHGE\WKH*URXSIURPDFRQWUDFWDUHORZHUWKDQWKH
unavoidable cost of meeting its obligations under the contract. For the purpose of calculating any onerous lease provision, the Group has taken
WKHGLVFRXQWHGIXWXUHOHDVHSD\PHQWVQHWRIH[SHFWHGUHQWDOLQFRPH%HIRUHDSURYLVLRQLVHVWDEOLVKHGWKH*URXSUHFRJQLVHVDQ\LPSDLUPHQW
loss on the assets associated with that contract.
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7KHUHFRJQLWLRQRISURYLVLRQVIRUOHJDOGLVSXWHVLVVXEMHFWWRDVLJQL²FDQWGHJUHHRIHVWLPDWLRQ,QPDNLQJLWVHVWLPDWHVPDQDJHPHQWWDNHVLQWR
DFFRXQWWKHDGYLFHRILQWHUQDODQGH[WHUQDOOHJDOFRXQVHO3URYLVLRQVDUHUHYLHZHGUHJXODUO\DQGDPRXQWVXSGDWHGZKHUHQHFHVVDU\WRUH³HFW
developments in the disputes. The ultimate liability may differ from the amount provided depending on the outcome of court proceedings or
settlement negotiations or as new facts emerge.

A provision for rationalisation is recognised when the Group has approved a detailed and formal restructuring plan, and the restructuring either
has commenced or has been announced publicly. Future operating losses are not provided for.

17.1 Provisions
Total
$ million

25
15
(22)
18
–
17
(22)
(1)
12
12
–
12
18
–
18

97
22
(12)
107
24
15
(28)
–
118
55
63
118
42
65
107

122
37
(34)
125
24
32
(50)
(1)
130
67
63
130
60
65
125

7KHSULQFLSDOSURYLVLRQVZLWKLQUDWLRQDOLVDWLRQSURYLVLRQVUHODWHWRWKH*URXS2SWLPLVDWLRQSURJUDPPH PDLQO\VHYHUDQFH DQQRXQFHGLQ0D\
DQGSHRSOHFRVWVDVVRFLDWHGZLWKWKHVWUXFWXUDODQGHI²FLHQF\SURJUDPPHDQQRXQFHGLQ$XJXVW
,QFOXGHGZLWKLQWKHOHJDODQGRWKHUSURYLVLRQVDUH
– A provision of $10m (2013 – $nil) relating to the distribution hold on RENASYS.
– A provision of $7m (2013 – $nil) relating to the HP802 programme which was stopped in the fourth quarter of 2014.
– The remaining balance largely represents provisions for various patent disputes and other litigation.
$OOSURYLVLRQVDUHH[SHFWHGWREHVXEVWDQWLDOO\XWLOLVHGZLWKLQWKUHH\HDUVRI'HFHPEHUDQGQRQHDUHWUHDWHGDV²QDQFLDOLQVWUXPHQWV
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Legal and other
provisions
$ million

CORPORATE GOVERNANCE

At 1 January 2013
Charge to income statement
Utilised
At 31 December 2013
Acquisitions
Charge to income statement
Utilised
([FKDQJHDGMXVWPHQW
At 31 December 2014
Provisions – due within one year
Provisions – due after one year
At 31 December 2014
Provisions – due within one year
Provisions – due after one year
At 31 December 2013

Rationalisation
provisions
$ million

FINANCIAL STATEMENTS

Notes to the Group accounts continued

17 Provisions and contingencies continued
17.2 Contingencies
The Company and its subsidiaries are parties to various legal proceedings, some of which include claims for substantial damages. The outcome
of these proceedings cannot readily be foreseen, but management believes none of them are likely to result in a material adverse effect on the
²QDQFLDOSRVLWLRQRIWKH*URXS7KH*URXSSURYLGHVIRURXWFRPHVWKDWDUHGHHPHGWREHSUREDEOHDQGFDQEHUHOLDEO\HVWLPDWHG7KHUHLVQR
DVVXUDQFHWKDWORVVHVZLOOQRWH[FHHGSURYLVLRQVRUZLOOQRWKDYHDVLJQL²FDQWLPSDFWRQWKH*URXSªVUHVXOWVRIRSHUDWLRQVLQWKHSHULRGLQZKLFK
they are realised.
,Q$XJXVWWKH*URXSZLWKGUHZYROXQWDULO\IURPDOOPDUNHWVWKHPDFURWH[WXUHGYHUVLRQVRILWV2;,1,80IHPRUDONQHHFRPSRQHQWV$FKDUJH
RIPZDVUHFRUGHGLQIRUDQWLFLSDWHGH[SHQVHVLQFRQQHFWLRQZLWKPDFURWH[WXUHFODLPV0RVWRIWKDWDPRXQWKDVVLQFHEHHQDSSOLHG
WRVHWWOHPHQWVRIVXFKFODLPVDQGDOPRVWDOOKDYHEHHQUHVROYHG7KHDJJUHJDWHFRVWDW'HFHPEHUUHODWHGWRWKLVPDWWHULVDSSUR[LPDWHO\
P7KH*URXSKDVVRXJKWUHFRYHU\IURPLWVSULPDU\DQGH[FHVVLQVXUHUVIRUFRVWVRIUHVROYLQJWKHFODLPV7KHSULPDU\LQVXUDQFHFDUULHUKDV
SDLGPLQIXOOVHWWOHPHQWRILWVSROLF\OLDELOLW\+RZHYHUWKHH[FHVVFDUULHUVKDYHGHQLHGFRYHUDJHFLWLQJGHIHQFHVUHODWLQJWRWKHZRUGLQJRIWKH
LQVXUDQFHSROLFLHVDQGRWKHUPDWWHUV,Q'HFHPEHUWKH*URXSEURXJKWVXLWDJDLQVWWKHPLQWKH86GLVWULFWFRXUWIRUWKH:HVWHUQ'LVWULFWRI
Tennessee. Trial has not yet begun. An additional $22m was received during 2007 from a successful settlement with a third party.

17.3 Legal proceedings
Product liability claims
The Group faces other claims from time to time for alleged defects in its products and has on occasion recalled or withdrawn products from
the market. Such claims are endemic to the orthopaedic device industry. The Group maintains product liability insurance subject to limits and
GHGXFWLEOHVWKDWPDQDJHPHQWEHOLHYHVDUHUHDVRQDEOH$OOSROLFLHVFRQWDLQH[FOXVLRQVDQGOLPLWDWLRQVKRZHYHUDQGWKHUHFDQEHQRDVVXUDQFH
that insurance will be available or adequate to cover all claims.
,QUHFHQW\HDUVWKHUHKDVEHHQKHLJKWHQHGFRQFHUQDERXWSRVVLEOHDGYHUVHHIIHFWVRIKLSLPSODQWSURGXFWVZLWKPHWDORQPHWDOEHDULQJVXUIDFHV
DQGWKH*URXSKDVLQFXUUHGDQGZLOOFRQWLQXHWRLQFXUH[SHQVHVWRGHIHQGFODLPVLQWKLVDUHD$VRI-DQXDU\DSSUR[LPDWHO\VXFKFODLPV
were pending with the Group around the world, of which 539 had given rise to pending legal proceedings. Most of the pending legal proceedings
DUHLQWKH8QLWHG6WDWHV0RVWFODLPVUHODWHWRWKH*URXSªV%LUPLQJKDP+LS5HVXUIDFLQJ ©%+5ª SURGXFWDQGWKH%LUPLQJKDP+LS0RGXODU+HDG
©%+0+ª DQG50HWDO/LQHU ©50/ª FRPSRQHQWV,QWKH*URXSUHVWULFWHGLQVWUXFWLRQVIRUXVHRIWKH%+0+DQGFHDVHGRIIHULQJWKH50/
,QWKH*URXSªV86VXEVLGLDU\DJUHHGZLWKODZ\HUVUHSUHVHQWLQJPHWDORQPHWDOFODLPDQWVWRFRQVROLGDWHSUHWULDOSURFHHGLQJV VXFKDV
discovery) in their lawsuits in a state court in Memphis, Tennessee, and those lawsuits account for most of the US proceedings. These lawsuits are
EHLQJYLJRURXVO\GHIHQGHGEXWRXWFRPHVDUHGLI²FXOWWRSUHGLFWDQGGHIHQFHFRVWVFDQEHVLJQL²FDQW7KH*URXSWDNHVFDUHWRPRQLWRUWKHFOLQLFDO
evidence relating to its metal hip implant products and ensure that its product offerings and training are designed to serve patients’ interests.
7KH*URXSKDVUHTXHVWHGLQGHPQLW\IURPLWVSURGXFWOLDELOLW\LQVXUHUVIRUPRVWRIWKHVHPHWDORQPHWDOKLSLPSODQWFODLPV,QJHQHUDOWKHLQVXUHUV
are investigating the claims and have reserved rights under their respective policies. As noted above, there can be no assurance that insurance
will be available or adequate to cover all claims.
Business practice investigations
Business practices in the healthcare industry are subject to regulation and review by various government authorities. From time to time authorities
XQGHUWDNHLQYHVWLJDWLRQVRIWKH*URXSªVDFWLYLWLHVWRYHULI\FRPSOLDQFH,Q6HSWHPEHUWKH6(&QRWL²HGWKH*URXSWKDWLWZDVFRQGXFWLQJDQ
informal investigation of companies in the medical devices industry, including the Group, regarding possible violations of the Foreign Corrupt
3UDFWLFHV$FW ©)&3$ª LQFRQQHFWLRQZLWKWKHVDOHRISURGXFWVLQFHUWDLQFRXQWULHVRXWVLGHRIWKH867KH86'HSDUWPHQWRI-XVWLFH ©'2-ª 
subsequently joined the SEC’s request.
2Q)HEUXDU\6PLWK 1HSKHZDQQRXQFHGWKDWLWKDGUHDFKHGVHWWOHPHQWZLWKWKH6(&DQG'2-LQFRQQHFWLRQZLWKWKLVPDWWHU6PLWK 
1HSKHZSDLGVOLJKWO\OHVVWKDQPLQ²QHVDQGSUR²WGLVJRUJHPHQWDQGFRPPLWWHGWRPDLQWDLQDQHQKDQFHGFRPSOLDQFHSURJUDPPHDQG
DSSRLQWDQLQGHSHQGHQWPRQLWRUIRUDWOHDVWPRQWKVWRUHYLHZDQGUHSRUWRQLWVFRPSOLDQFHSURJUDPPH7KHPRQLWRUªV²QDOUHSRUWZDV²OHG
in late 2013, and the independent monitorship was terminated. The settlement agreements had three-year terms. The deferred prosecution
DJUHHPHQWZLWKWKH'2-H[SLUHGRQ)HEUXDU\DQGWKH'2-PRYHGWRGLVPLVVDUHODWHGFRXUWDFWLRQDJDLQVW6PLWK 1HSKHZ7KH
DJUHHPHQWZLWKWKH6(&LVVFKHGXOHGWRH[SLUHRQ0DUFK
Intellectual property disputes
The Group is engaged, as both plaintiff and defendant, in litigation with various competitors and others over claims of patent infringement and
other intellectual property matters. These disputes are being heard in courts in the US and other jurisdictions and also before agencies that
H[DPLQHSDWHQWV2XWFRPHVDUHUDUHO\FHUWDLQDQGFRVWVDUHRIWHQVLJQL²FDQW
7KH*URXSKDVZRQDMXU\YHUGLFWLQWKH86GLVWULFWFRXUWIRU2UHJRQDJDLQVW$UWKUH[,QFIRULQIULQJHPHQWRIWKH*URXSªVSDWHQWVUHODWLQJWRVXWXUH
DQFKRUV$QXPEHURILVVXHVKDYHEHHQGLVSXWHGDQGDSSHDOHGVLQFHWKHFDVHZDV²UVW²OHGLQ$UWKUH[ªVODWHVWDSSHDOZDVDUJXHGLQ
-DQXDU\$UWKUH[DVVHUWHGRWKHUSDWHQWVDJDLQVWWKH*URXSLQLQWKH86GLVWULFWFRXUWIRUWKH(DVWHUQ'LVWULFWRI7H[DV
Other matters
,Q$SULOWKH*URXSZDVVHUYHGZLWKDVXESRHQDE\WKH86'HSDUWPHQWRI-XVWLFHLQ0DVVDFKXVHWWVUHTXLULQJWKHSURGXFWLRQRIGRFXPHQWV
IURPWRDVVRFLDWHGZLWKWKHPDUNHWLQJDQGVDOHRIWKH*URXSªV(;2*(1ERQHJURZWKVWLPXODWRU6LPLODUVXESRHQDVKDYHEHHQVHUYHG
RQDQXPEHURIFRPSHWLWRUVLQWKHERQHJURZWKVWLPXODWRUPDUNHW$URXQGWKHVDPHWLPHDTXLWDPRU©ZKLVWOHEORZHUªFRPSODLQWFRQFHUQLQJ
WKHLQGXVWU\ªVVDOHVDQGPDUNHWLQJRIWKRVHSURGXFWVRULJLQDOO\²OHGLQDJDLQVWWKHSULPDU\PDQXIDFWXUHUVRIERQHJURZWKVWLPXODWLRQ
SURGXFWV LQFOXGLQJ6PLWK 1HSKHZ ZDVXQVHDOHGLQIHGHUDOFRXUWLQ%RVWRQ0DVVDFKXVHWWV$PRWLRQWRGLVPLVVWKDWFRPSODLQWZDVGHQLHGLQ
December 2010.
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The Group is subject to country of origin requirements under the US Buy American and Trade Agreements Acts with regard to sales to certain
86JRYHUQPHQWFXVWRPHUV,QWKH*URXSYROXQWDULO\GLVFORVHGWRWKH869HWHUDQV$GPLQLVWUDWLRQDQGWKH86'HSDUWPHQWRI'HIHQVHWKDWD
VPDOOSHUFHQWDJHRIWKHSURGXFWVVROGWRWKH86JRYHUQPHQWPD\KDYHRULJLQDWHGIURPFRXQWULHVWKDWDUHQRWHOLJLEOHIRUVXFKVDOHVH[FHSWZLWK
JRYHUQPHQWFRQVHQW,Q'HFHPEHUWKUHHPRQWKVDIWHU6PLWK 1HSKHZªVLQLWLDOYROXQWDU\GLVFORVXUHDZKLVWOHEORZHUVXLWZDV²OHGLQ
WKH86GLVWULFWFRXUWIRUWKH:HVWHUQ'LVWULFWRI7HQQHVVHHDOOHJLQJWKHVHYLRODWLRQV6PLWK 1HSKHZªVPRWLRQWRGLVPLVVWKHVXLWZDVGHQLHGLQ
November 2010, and it was settled in 2014.
,Q-DQXDU\EHIRUHDJUHHLQJWREHDFTXLUHGE\WKH*URXS$UWKUR&DUHDQQRXQFHGDVHWWOHPHQWRIFKDUJHVE\WKH86'2-UHODWLQJWRVHFXULWLHV
IUDXGLQZKLFKFHUWDLQPHPEHUVRISULRUPDQDJHPHQWZHUHLPSOLFDWHG$UWKUR&DUHSDLGDP²QHDQGVLJQHGDGHIHUUHGSURVHFXWLRQ
agreement that imposes reporting, compliance and other requirements on ArthroCare for a two-year term.

$&&2817,1*32/,&<
7KH*URXSªVPDMRUSHQVLRQSODQVDUHRIWKHGH²QHGEHQH²WW\SH$GH²QHGEHQH²WSHQVLRQSODQGH²QHVDQDPRXQWRISHQVLRQEHQH²WWKDWDQ
HPSOR\HHZLOOUHFHLYHRQUHWLUHPHQWZKLFKLVGHSHQGHQWRQYDULRXVIDFWRUVVXFKDVDJH\HDUVRIVHUYLFHDQG²QDOVDODU\7KH*URXSªV
REOLJDWLRQLVFDOFXODWHGVHSDUDWHO\IRUHDFKSODQE\GLVFRXQWLQJWKHHVWLPDWHGIXWXUHEHQH²WWKDWHPSOR\HHVKDYHHDUQHGLQUHWXUQIRUWKHLU
service in the current and prior periods. The fair value of any plan assets is deducted to arrive at the net liability.
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5HWLUHPHQWEHQH²WREOLJDWLRQV

7KHFDOFXODWLRQRIWKHGH²QHGEHQH²WREOLJDWLRQLVSHUIRUPHGDQQXDOO\E\H[WHUQDODFWXDULHVXVLQJWKHSURMHFWHGXQLWFUHGLWPHWKRG
5HPHDVXUHPHQWVDULVLQJIURPGH²QHGEHQH²WSODQVFRPSULVHDFWXDULDOJDLQVDQGORVVHVDQGWKHUHWXUQRQWKHSODQDVVHWVQHWRIWKHFRVWV
RIPDQDJLQJWKHSODQDVVHWV7KH*URXSUHFRJQLVHVWKHVHLPPHGLDWHO\LQRWKHUFRPSUHKHQVLYHLQFRPH ©2&,ª DQGDOORWKHUH[SHQVHVVXFKDV
VHUYLFHFRVWQHWLQWHUHVWFRVWDGPLQLVWUDWLRQFRVWVDQGWD[HVDUHUHFRJQLVHGLQWKHLQFRPHVWDWHPHQW

7KH*URXSGHWHUPLQHVWKHQHWLQWHUHVWH[SHQVH LQFRPH RQWKHQHWGH²QHGEHQH²WOLDELOLW\ DVVHW IRUWKHSHULRGE\DSSO\LQJWKHGLVFRXQWUDWH
XVHGWRPHDVXUHWKHGH²QHGEHQH²WREOLJDWLRQDWWKHEHJLQQLQJRIWKHDQQXDOSHULRGWRWKHQHWGH²QHGEHQH²WOLDELOLW\ DVVHW 
7KH*URXSDOVRRSHUDWHVDQXPEHURIGH²QHGFRQWULEXWLRQSODQV$GH²QHGFRQWULEXWLRQSODQLVDSHQVLRQSODQXQGHUZKLFKWKH*URXSDQG
HPSOR\HHVSD\²[HGFRQWULEXWLRQVWRDWKLUGSDUW\²QDQFLDOSURYLGHU7KH*URXSKDVQRIXUWKHUSD\PHQWREOLJDWLRQVRQFHWKHFRQWULEXWLRQVKDYH
EHHQSDLG&RQWULEXWLRQVDUHUHFRJQLVHGDVDQHPSOR\HHEHQH²WH[SHQVHZKHQWKH\DUHGXH

CORPORATE GOVERNANCE

$QXPEHURINH\DVVXPSWLRQVDUHPDGHZKHQFDOFXODWLQJWKHIDLUYDOXHRIWKH*URXSªVGH²QHGEHQH²WSHQVLRQSODQV7KHVHDVVXPSWLRQV
LPSDFWWKHEDODQFHVKHHWDVVHWDQGOLDELOLWLHVRSHUDWLQJSUR²WDQG²QDQFHLQFRPHFRVWV7KHPRVWFULWLFDODVVXPSWLRQVDUHWKHGLVFRXQWUDWH
WKHUDWHRILQ³DWLRQDQGPRUWDOLW\DVVXPSWLRQVWREHDSSOLHGWRIXWXUHSHQVLRQSODQOLDELOLWLHV7KHGLVFRXQWUDWHLVEDVHGRQWKH\LHOGDWWKH
UHSRUWLQJGDWHRQERQGVWKDWKDYHDFUHGLWUDWLQJRI$$GHQRPLQDWHGLQWKHFXUUHQF\LQZKLFKWKHEHQH²WVDUHH[SHFWHGWREHSDLGDQGKDYH
DPDWXULW\SUR²OHDSSUR[LPDWHO\WKHVDPHDVWKH*URXSªVREOLJDWLRQV,QGHWHUPLQLQJWKHVHDVVXPSWLRQVPDQDJHPHQWWDNHLQWRDFFRXQWWKH
DGYLFHRISURIHVVLRQDOH[WHUQDODFWXDULHVDQGEHQFKPDUNVLWVDVVXPSWLRQVDJDLQVWH[WHUQDOGDWD

5HWLUHPHQWEHQH²WQHW DVVHWV REOLJDWLRQV
7KH*URXSªVUHWLUHPHQWEHQH²WREOLJDWLRQVFRPSULVH

Unfunded Plans:
2WKHU3ODQV
Retirement Healthcare
Amount recognised on the balance sheet – liability
Amount recognised on the balance sheet – asset

2013
$ million

16
74
42
132

50
65
28
143

48
46
226
233
(7)

39
43
225
230
(5)

The Group sponsors pension plans for its employees in 16 countries and these are established under the laws of the relevant country. Funded
SODQVDUHIXQGHGE\WKHSD\PHQWRIFRQWULEXWLRQVDQGWKHDVVHWVDUHKHOGE\VHSDUDWHWUXVWIXQGVRULQVXUDQFHFRPSDQLHV,QFRXQWULHVZKHUH
WKHUHLVQR&RPSDQ\VSRQVRUHGSHQVLRQSODQVWDWHEHQH²WVDUHFRQVLGHUHGE\PDQDJHPHQWWREHDGHTXDWH(PSOR\HHVªUHWLUHPHQWEHQH²WV
DUHWKHVXEMHFWRIUHJXODUPDQDJHPHQWUHYLHZ7KH*URXSªVGH²QHGEHQH²WSODQVSURYLGHHPSOR\HHVZLWKDQHQWLWOHPHQWWRUHWLUHPHQWEHQH²WV
YDU\LQJEHWZHHQDQGRI²QDOVDODU\RQDWWDLQPHQWRIUHWLUHPHQWUDJH7KHOHYHORIHQWLWOHPHQWLVGHSHQGHQWRQWKH\HDURIVHUYLFH
RIWKHHPSOR\HH
7KH*URXSªVWZRPDMRUGH²QHGEHQH²WSHQVLRQSODQVDUHLQWKH8.DQG86%RWKWKHVHSODQVZHUHFORVHGWRQHZHPSOR\HHVLQDQGGH²QHG
contribution plans are offered to new joiners. The US Plan was closed to future accrual in March 2014.
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Funded plans:
UK Plan
US Plan
2WKHU3ODQV

2014
$ million

FINANCIAL STATEMENTS

Notes to the Group accounts continued

5HWLUHPHQWEHQH²WREOLJDWLRQVcontinued
The UK Plan operates under trust law and responsibility for its governance lies with a Board of Trustees. This Board is composed of representatives
of the Group, plan participants and an independent trustee who act on behalf of members in accordance with the terms of the Trust Deed and
5XOHVDQGUHOHYDQWOHJLVODWLRQ7KH8.3ODQªVDVVHWVDUHKHOGE\WKHWUXVW$QQXDOLQFUHDVHVRQEHQH²WVLQSD\PHQWDUHGHSHQGHQWRQLQ³DWLRQ7KH
PDLQXQFHUWDLQWLHVDIIHFWLQJWKHOHYHORIEHQH²WVSD\DEOHXQGHUWKH8.3ODQDUHIXWXUHLQ³DWLRQOHYHOV LQFOXGLQJWKHLPSDFWRILQ³DWLRQRQIXWXUH
salary increase) and the actual longevity of the membership.
7KH863ODQLVJRYHUQHGE\D863HQVLRQ&RPPLWWHHZKLFKLVFRPSRVHGRIERWKSODQSDUWLFLSDQWVDQGUHSUHVHQWDWLYHVRIWKH*URXS,QWKH86WKH
3HQVLRQ3URWHFWLRQ$FW  HVWDEOLVKHGERWKDPLQLPXPUHTXLUHGFRQWULEXWLRQDQGDPD[LPXPGHGXFWLEOHFRQWULEXWLRQ)DLOXUHWRFRQWULEXWHDW
OHDVWWKHPLQLPXPUHTXLUHGDPRXQWZLOOVXEMHFWWKH&RPSDQ\WRVLJQL²FDQWSHQDOWLHVDQGFRQWULEXWLRQVLQH[FHVVRIWKHPD[LPXPGHGXFWLEOHKDYH
QHJDWLYHWD[FRQVHTXHQFHV7KHPLQLPXPIXQGLQJUHTXLUHPHQWLVLQWHQGHGWRIXOO\IXQGWKHSUHVHQWYDOXHRIDFFUXHGEHQH²WVRYHUVHYHQ\HDUV

5HFRQFLOLDWLRQRIEHQH²WREOLJDWLRQVDQGSHQVLRQDVVHWV
7KHPRYHPHQWLQWKH*URXSªVSHQVLRQEHQH²WREOLJDWLRQDQGSHQVLRQDVVHWVLVDVIROORZV

Amounts recognised on the balance sheet at
beginning of the period
,QFRPHVWDWHPHQWH[SHQVH
Current service cost
Past service cost
Settlements
,QWHUHVW H[SHQVH LQFRPH
$GPLQLVWUDWLRQFRVWVDQGWD[HV
&RVWVUHFRJQLVHGLQ,QFRPHVWDWHPHQW
Re-measurements:
$FWXDULDOJDLQGXHWROLDELOLW\H[SHULHQFH
$FWXDULDO ORVV JDLQGXHWR²QDQFLDO
assumptions change
Actuarial loss due to demographic assumptions
Return on plan assets greater than discount rate
5HPHDVXUHPHQWVUHFRJQLVHGLQ2&,
Cash:
Employer contributions
Employee contributions
%HQH²WVSDLGGLUHFWO\E\WKH*URXSWD[HVDQGDGPLQLVWUDWLRQ
costs paid from scheme assets
%HQH²WVSDLG
Net cash
([FKDQJHUDWHV
Amount recognised on the balance sheet
Amount recognised on the balance sheet – liability
Amount recognised on the balance sheet – asset

Obligation
$ million

Asset
$ million

2014
Total
$ million

2EOLJDWLRQ
$ million

Asset
$ million

2013
Total
$ million

(1,581)

1,356

(225)

(1,487)

1,227

(260)

(22)
36
71
(67)
(3)
15

–
–
(60)
60
–
–

(22)
36
11
(7)
(3)
15

(29)
–
–
(59)
(3)
(91)

–
–
–
51
–
51

(29)
–
–
(8)
(3)
(40)

5

–

5

1

–

1

(179)
(30)
–
(204)

–
–
110
110

(179)
(30)
110
(94)

16
(42)
–
(25)

–
–
37
37

16
(42)
37
12

–
(5)

65
5

65
–

–
(4)

67
4

67
–

3
51
49

–
(54)
16

3
(3)
65

3
45
44

(3)
(45)
23

–
–
67

84
(1,637)
(1,611)
(26)

(71)
1,411
1,378
33

13
(226)
(233)
7

(22)
(1,581)
(1,548)
(33)

18
1,356
1,318
38

(4)
(225)
(230)
5

Obligation
$ million

Asset
$ million

2014
Total
$ million

2EOLJDWLRQ
$ million

Asset
$ million

2013
Total
$ million

(879)
(482)
(276)
(1,637)

863
408
140
1,411

(16)
(74)
(136)
(226)

(855)
(482)
(244)
(1,581)

805
417
134
1,356

(50)
(65)
(110)
(225)

Represented by:

UK Plan
US Plan
2WKHU3ODQV
Total

$OOEHQH²WVDUHYHVWHGDWWKHHQGRIHDFKUHSRUWLQJSHULRG7KHZHLJKWHGDYHUDJHGXUDWLRQRIWKHGH²QHGEHQH²WREOLJDWLRQDWWKHHQGRIWKH
reporting period is 20 years and 14 years for the UK and US plans respectively. For 2013, this was 20 years for the UK Plan and 16 years for the
US Plan.
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18.3 Plan assets
7KHPDUNHWYDOXHRIWKH868.DQG2WKHU3ODQVDVVHWVDUHDVIROORZV

6
237
–
–
227
155
625

8
220
61
109
–
159
557

11
249
92
282
–
110
744

238
863

248
805

–
744

–
167
121
120
–
408

6
181
64
151
15
417

1
242
106
–
10
359

6
33
7
13
12
31
6
3
111

6
32
9
11
13
24
6
3
104

5
26
7
34
2
–
5
11
90

–
29
–
140
1,411

–
29
1
134
1,356

2
31
1
124
1,227

1RSODQVLQYHVWGLUHFWO\LQSURSHUW\RFFXSLHGE\WKH*URXSRULQ²QDQFLDOVHFXULWLHVLVVXHGE\WKH*URXS
7KH86DQG8.SODQDVVHWVDUHLQYHVWHGLQDGLYHUVL²HGUDQJHRILQGXVWULHVDFURVVDEURDGUDQJHRIJHRJUDSKLHV7KHVHDVVHWVLQFOXGHOLDELOLW\
PDWFKLQJDVVHWVDQGDQQXLW\SROLFLHVSXUFKDVHGE\WKHWUXVWHHVRIHDFKSODQZKLFKDLPWRPDWFKWKHEHQH²WVWREHSDLGWRFHUWDLQPHPEHUVIURP
WKHSODQDQGWKHUHIRUHUHPRYHWKHLQYHVWPHQWLQ³DWLRQDQGGHPRJUDSKLFULVNVLQUHODWLRQWRWKRVHOLDELOLWLHV
,Q'HFHPEHUWKHORZULVNDVVHWSRUWIROLRKHOGE\WKH8.3ODQZDVWUDQVIHUUHGLQWROLDELOLW\GULYHQLQYHVWPHQWV /', LQRUGHUWRPDLQWDLQWKH
VDPHOHYHORIKHGJLQJDJDLQVWLQWHUHVWUDWHDQGLQ³DWLRQULVNV
7KH8.3ODQDOVRKDVDQLQVXUDQFHFRQWUDFWZLWK5RWKHVD\/LIHFRYHULQJDVXEVHWRIWKH8.3ODQSHQVLRQHUOLDELOLWLHV7KHWHUPVRIWKLVSROLF\GH²QH
WKDWWKHFRQWUDFWYDOXHH[DFWO\PDWFKHVWKHDPRXQWDQGWLPLQJRIWKHSHQVLRQHUREOLJDWLRQVFRYHUHGE\WKHFRQWUDFW,QDFFRUGDQFHZLWK,$65
(PSOR\HH%HQH²WV the fair value of the insurance contract is deemed to be the present value of the related obligations which is discounted at the
AA corporate bond rate.
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2WKHUDVVHWV
Equities
,QVXUDQFHFRQWUDFWV
,QYHVWPHQWSURSHUW\
Market value of assets
Total market value of assets

2012
$ million

CORPORATE GOVERNANCE

2WKHUDVVHWV
,QVXUDQFHFRQWUDFW
Market value of assets
863ODQ
Assets with a quoted market price:
Cash and cash equivalents
Equity securities
*RYHUQPHQWERQGV¥²[HGLQWHUHVW
Corporate bonds
Hedge funds
Market value of assets
2WKHU3ODQV
Assets with a quoted market price:
Cash and cash equivalents
Equity securities
*RYHUQPHQWERQGV¥²[HGLQWHUHVW
¥LQGH[OLQNHG
Corporate bonds
,QVXUDQFHFRQWUDFWV
Property
2WKHUTXRWHGVHFXULWLHV

2013
$ million

STRATEGIC REPORT

8.3ODQ
Assets with a quoted market price:
Cash and cash equivalents
Equity securities
*RYHUQPHQWERQGV¥²[HGLQWHUHVW
¥LQGH[OLQNHG
Liability driven investments
'LYHUVL²HGJURZWKIXQGV

2014
$ million

FINANCIAL STATEMENTS

Notes to the Group accounts continued

5HWLUHPHQWEHQH²WREOLJDWLRQVcontinued
([SHQVHVUHFRJQLVHGLQWKHLQFRPHVWDWHPHQW
7KHWRWDOH[SHQVHUHODWLQJWRUHWLUHPHQWEHQH²WVUHFRJQLVHGIRUWKH\HDULVP ¥P¥P 2IWKLVFRVWUHFRJQLVHGIRUWKH\HDU
P ¥P¥P UHODWHVWRGH²QHGFRQWULEXWLRQVDQGPQHWLQFRPH ¥PH[SHQVH¥PH[SHQVH UHODWHVWR
GH²QHGEHQH²WSODQV
7KHFRVWFKDUJHGLQUHVSHFWRIWKH*URXSªVGH²QHGFRQWULEXWLRQSODQVUHSUHVHQWVFRQWULEXWLRQVSD\DEOHWRWKHVHSODQVE\WKH*URXSDWUDWHV
VSHFL²HGLQWKHUXOHVRIWKHSODQV7KHVHZHUHFKDUJHGWRRSHUDWLQJSUR²WLQVHOOLQJJHQHUDODQGDGPLQLVWUDWLYHH[SHQVHV7KHUHZHUHQLO
outstanding payments as at 31 December 2014 due to be paid over to the plans (2013 – $nil, 2012 – $nil).
,QFOXGHGLQWKHPQHWLQFRPHUHFRJQLVHGIRUGH²QHGEHQH²WVSODQVDUHDPSDVWVHUYLFHFRVWFUHGLWZKLFKDURVHRQWKHFORVXUHRIWKH86
SODQWRIXWXUHDFFUXDOLQ0DUFKDQGDPJDLQRQVHWWOHPHQWRIEHQH²WVDVDUHVXOWRIDPHPEHUEX\RXWLQ'HFHPEHU
'H²QHGEHQH²WSODQFRVWVFRPSULVHVHUYLFHFRVWZKLFKLVFKDUJHGWRRSHUDWLQJSUR²WLQVHOOLQJJHQHUDODQGDGPLQLVWUDWLYHH[SHQVHVDQGQHW
LQWHUHVWFRVWDQGDGPLQLVWUDWLRQFRVWVDQGWD[HVZKLFKDUHUHSRUWHGDVRWKHU²QDQFHFRVWV
7KHGH²QHGEHQH²WSHQVLRQFRVWVFKDUJHGIRUWKH8.DQG86SODQVDUH

Service cost
Past service cost
Settlement gain
Net interest cost,
administration
DQGWD[HV

UK Plan
$ million

2014
US Plan
$ million

UK Plan
$ million

2013
US Plan
$ million

UK Plan
$ million

2012
US Plan
$ million

10
–
–

2
(35)
(11)

7
–
–

10
–
–

8
–
–

11
–
–

3
13

3
(41)

1
8

7
17

1
9

7
18

18.5 Principal actuarial assumptions
7KHIROORZLQJDUHWKHSULQFLSDO²QDQFLDODFWXDULDODVVXPSWLRQVXVHGDWWKHUHSRUWLQJGDWHWRGHWHUPLQHWKH8.DQG86GH²QHGEHQH²WREOLJDWLRQV
DQGH[SHQVH

8.3ODQ
Discount rate
Future salary increases
Future pension increases
,Q³DWLRQ 53,
,Q³DWLRQ &3,
863ODQ
Discount rate
Future salary increases
,Q³DWLRQ
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2014
% per annum

2013
% per annum

2012
% per annum

3.7
3.5
3.0
3.0
2.0

4.4
3.9
3.4
3.4
2.4

4.5
3.5
3.0
3.0
2.2

4.0
n/a
n/a

4.9
3.0
2.5

4.0
3.0
2.5

$FWXDULDODVVXPSWLRQVUHJDUGLQJIXWXUHPRUWDOLW\DUHEDVHGRQPRUWDOLW\WDEOHV7KH8.XVHVWKH61$ZLWKSURMHFWLRQVLQOLQHZLWKWKH&0,
WDEOHDQGWKH86XVHVWKH53WDEOHZLWKVFDOH$$7KHFXUUHQWORQJHYLWLHVXQGHUO\LQJWKHYDOXHVRIWKHREOLJDWLRQVLQWKHGH²QHGEHQH²WSODQV
are as follows:
2013
years

2012
years

29.4
31.2

29.3
31.1

28.7
30.2

26.0
28.5

23.8
25.5

22.9
25.0

32.4
33.3

32.2
33.2

31.2
31.9

27.8
30.2

23.8
25.5

24.6
25.0

STRATEGIC REPORT

Life expectancy at age 60
8.3ODQ
Males
Females
863ODQ
Males
Females
Life expectancy at age 60 in 20 years’ time
8.3ODQ
Males
Females
863ODQ
Males
Females

2014
years

18.6 Sensitivity analysis

&KDQJHVWRWKHLQ³DWLRQDVVXPSWLRQZLOOQRWKDYHDQ\DIIHFWRQWKH863HQVLRQSODQDVLWZDVFORVHGWRIXWXUHDFFUXDOLQ
,QFUHDVHLQSHQVLRQREOLJDWLRQ
+50bps/+1yr
-50bps/-1yr

,QFUHDVHLQSHQVLRQFRVW
+50bps/+1 yr
-50bps/-1yr

-80
+90
+31

+91
-78
-31

-4
+4
+1

+4
-4
-1

-33
n/a
+12

+36
n/a
-12

-2
n/a
–

+1
n/a
–
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$ million
8.3ODQ
Discount rate
,Q³DWLRQ
Mortality
863ODQ
Discount rate
,Q³DWLRQ
Mortality

CORPORATE GOVERNANCE

7KHFDOFXODWLRQRIWKHGH²QHGEHQH²WREOLJDWLRQLVVHQVLWLYHWRWKHDVVXPSWLRQVXVHG7KHIROORZLQJWDEOHVXPPDULVHVWKHLQFUHDVHGHFUHDVHRQ
WKH8.DQG86GH²QHGEHQH²WREOLJDWLRQDQGSHQVLRQFRVWVDVDUHVXOWRIUHDVRQDEO\SRVVLEOHFKDQJHVLQVRPHRIWKHDVVXPSWLRQVZKLOHKROGLQJ
DOORWKHUDVVXPSWLRQVFRQVLVWHQW7KHVHQVLWLYLW\WRWKHLQ³DWLRQDVVXPSWLRQFKDQJHLQFOXGHVFRUUHVSRQGLQJFKDQJHVWRWKHIXWXUHVDODU\LQFUHDVHV
DQGIXWXUHSHQVLRQLQFUHDVHDVVXPSWLRQV7KHDQDO\VLVGRHVQRWWDNHLQWRDFFRXQWWKHIXOOGLVWULEXWLRQRIFDVK³RZVH[SHFWHGXQGHUWKHSODQ

FINANCIAL STATEMENTS

Notes to the Group accounts continued

5HWLUHPHQWEHQH²WREOLJDWLRQVcontinued
18.7 Risk
7KHSHQVLRQSODQVH[SRVHWKH*URXSWRWKHIROORZLQJULVNV
Interest rate risk

,Q³DWLRQULVN

Investment risk

Longevity risk

Salary risk

9RODWLOLW\LQ²QDQFLDOPDUNHWVFDQFKDQJHWKHFDOFXODWLRQVRIWKHREOLJDWLRQGUDPDWLFDOO\DVWKHFDOFXODWLRQRI
the obligation is linked to yields on AA-rated corporate bonds. A decrease in the bond yield will increase the
PHDVXUHRISODQOLDELOLWLHVDOWKRXJKWKLVZLOOEHSDUWLDOO\RIIVHWE\LQFUHDVHVLQWKHYDOXHRIPDWFKLQJSODQDVVHWV
such as bonds and insurance contracts.
,QWKH8.WKHOLDELOLW\PDWFKLQJSRUWIROLRKHOGLQFRQYHQWLRQDODQGLQGH[OLQNHGJLOWVZDVWUDQVIHUUHGLQWROLDELOLW\
driven investments in order to reduce interest rate risk.
7KH8.3ODQLVOLQNHGWRLQ³DWLRQ$KLJKUDWHRILQ³DWLRQZLOOOHDGWRDKLJKHUOLDELOLW\7KLVULVNLVPDQDJHGE\
KROGLQJLQ³DWLRQOLQNHGERQGVDQGDQLQ³DWLRQOLQNHGLQVXUDQFHFRQWUDFWLQUHVSHFWRIVRPHRIWKHREOLJDWLRQ
,QWKH8.WKHOLDELOLW\PDWFKLQJSRUWIROLRKHOGLQFRQYHQWLRQDODQGLQGH[OLQNHGJLOWVZDVWUDQVIHUUHGLQWROLDELOLW\
GULYHQLQYHVWPHQWVLQRUGHUWRUHGXFHLQ³DWLRQULVN
7KH863ODQKDVEHHQFORVHGWRIXWXUHDFFUXDOZKLFKHOLPLQDWHVWKHH[SRVXUHWRWKLVULVN
,IWKHUHWXUQRQSODQDVVHWVLVEHORZWKHGLVFRXQWUDWHDOOHOVHEHLQJHTXDOWKHUHZLOOEHDQLQFUHDVHLQWKHSODQ
GH²FLW
,QWKH8.WKLVULVNLVSDUWLDOO\PDQDJHGE\DSRUWIROLRRIOLDELOLW\PDWFKLQJDVVHWVDQGDEXONDQQXLW\WRJHWKHU
with a dynamic de risking policy to switch growth assets into liability matching assets over time.
The US Plan has a dynamic de-risking policy to shift plan assets into longer term stable asset classes. The
policy established ten pre-determined funded status levels and when each trigger point is reached, the plan
assets are re-balanced accordingly.
7KHSUHVHQWYDOXHRIWKHSODQVGH²QHGEHQH²WOLDELOLW\LVFDOFXODWHGE\UHIHUHQFHWRWKHEHVWHVWLPDWHRIWKH
PRUWDOLW\RIWKHSODQSDUWLFLSDQWVERWKGXULQJDQGDIWHUWKHLUHPSOR\PHQW$QLQFUHDVHLQWKHOLIHH[SHFWDQF\RI
SODQSDUWLFLSDQWVDERYHWKDWDVVXPHGZLOOLQFUHDVHWKHEHQH²WREOLJDWLRQ
7KH8.3ODQLQRUGHUWRPLQLPLVHORQJHYLW\ULVNHQWHUHGLQWRDQLQVXUDQFHFRQWUDFWZKLFKFRYHUVDSRUWLRQRI
pensioner obligations.
7KHFDOFXODWLRQRIWKHGH²QHGEHQH²WREOLJDWLRQXVHVWKHIXWXUHHVWLPDWHGVDODULHVRISODQSDUWLFLSDQWV
,QFUHDVHVLQWKHVDODU\RISODQSDUWLFLSDQWVDERYHWKDWDVVXPHGZLOOLQFUHDVHWKHEHQH²WREOLJDWLRQ
7KHH[SRVXUHWRVDODU\ULVNLQWKH86KDVEHHQHOLPLQDWHGZLWKWKHFORVXUHRIWKH863ODQWRIXWXUHDFFUXDO

18.8 Funding
A full valuation is performed by actuaries for the Trustees of each plan to determine the level of funding required. Employer contributions rates,
based on these full valuations, are agreed between the trustees of each plan and the Group. The assumptions used in the funding actuarial
valuations may differ from those assumptions above. Employees are required to contribute to the plans.
UK Plan
7KHPRVWUHFHQWIXOODFWXDULDOYDOXDWLRQRIWKH8.3ODQZDVXQGHUWDNHQDVDW6HSWHPEHU9DOXDWLRQVDUHSHUIRUPHGHYHU\WZR\HDUV
however in 2014, the Trustees have agreed that they will defer the 2014 valuation for one year and it will be performed in September 2015.
Contributions to the UK Plan in 2014 were $33m (2013 – $37m, 2012 – $39m). This included supplementary payments of $23m (2013 – $31m,
2012 – $30m).
The Group has agreed to pay the supplementary payments each year until 2017. The agreed supplementary contributions for 2015 are $37m.
US Plan
Full actuarial valuations were performed annually for the US Plan with the last undertaken as at 20 September 2013 before the closure of the
Plan to future accrual. Contributions to the US Plan were $22m (2013 – $20m, 2012 – $27m) which included supplementary payments of $20m.
The agreed contributions for 2015 are $22m.
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19 Equity
$&&2817,1*32/,&<
,QFUHPHQWDOFRVWVGLUHFWO\DWWULEXWDEOHWRWKHLVVXHRIRUGLQDU\VKDUHVQHWRIDQ\WD[HIIHFWVDUHUHFRJQLVHGDVDGHGXFWLRQIURPHTXLW\
When shares recognised as equity are repurchased, the amount of the consideration paid, which includes directly attributable costs, net of any
WD[HIIHFWVLVUHFRJQLVHGDVDGHGXFWLRQIURPHTXLW\5HSXUFKDVHGVKDUHVDUHFODVVL²HGDVWUHDVXU\VKDUHVDQGDUHSUHVHQWHGLQWKHWUHDVXU\
VKDUHUHVHUYH:KHQWUHDVXU\VKDUHVDUHVROGRUUHLVVXHGVXEVHTXHQWO\WKHDPRXQWUHFHLYHGLVUHFRJQLVHGDVDQLQFUHDVHLQHTXLW\DQGWKH
UHVXOWLQJVXUSOXVRUGH²FLWRQWKHWUDQVDFWLRQLVSUHVHQWHGZLWKLQVKDUHSUHPLXP

Ordinary shares (20¢)
Thousand
$ million

Total
$ million

1,223,591
1,223,591
1,223,591

245
245
245

50
50
50

–
–
–

245
245
245

954,828
8,752
963,580
5,587
(51,000)
918,167
4,180
(4,405)
917,942

191
2
193
1
(10)
184
1
(1)
184

50
–
50
–
–
50
–
–
50

–
–
–
–
–
–
–
–
–

191
2
193
1
(10)
184
1
(1)
184

CORPORATE GOVERNANCE

Authorised
At 31 December 2012
At 31 December 2013
At 31 December 2014
Allotted, issued and fully paid
At 1 January 2012
Share options
At 31 December 2012
Share options
Shares cancelled
At 31 December 2013
Share options
Shares cancelled
At 31 December 2014

Deferred shares (£1.00)
Thousand
$ million

STRATEGIC REPORT

19.1 Share capital

7KHGHIHUUHGVKDUHVZHUHLVVXHGLQLQRUGHUWRFRPSO\ZLWK(QJOLVK&RPSDQ\ODZ7KH\DUHQRWOLVWHGRQDQ\VWRFNH[FKDQJHDQGKDYH
H[WUHPHO\OLPLWHGULJKWVDQGHIIHFWLYHO\KDYHQRYDOXH7KHVHULJKWVDUHVXPPDULVHGDVIROORZV

7KH*URXSªVREMHFWLYHVZKHQPDQDJLQJFDSLWDODUHWRHQVXUHWKH*URXSKDVDGHTXDWHIXQGVWRFRQWLQXHDVDJRLQJFRQFHUQDQGVXI²FLHQW
³H[LELOLW\ZLWKLQWKHFDSLWDOVWUXFWXUHWRIXQGWKHRQJRLQJJURZWKRIWKHEXVLQHVVDQGWRWDNHDGYDQWDJHRIEXVLQHVVGHYHORSPHQWRSSRUWXQLWLHV
including acquisitions.
The Group determines the amount of capital taking into account changes in business risks and future cash requirements. The Group reviews its
capital structure on an ongoing basis and uses share buy-backs, dividends and the issue of new shares to adjust the retained capital.
The Group considers the capital that it manages to be as follows:

Share capital
Share premium
Capital redemption reserve
Treasury shares
Retained earnings and other reserves

2014
$ million

2013
$ million

2012
$ million

184
574
11
(315)
3,586
4,040

184
535
10
(322)
3,640
4,047

193
488
–
(735)
3,938
3,884
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– 7KHKROGHUVKDOOQRWEHHQWLWOHGWRSDUWLFLSDWHLQWKHSUR²WVRIWKH&RPSDQ\
– 7KHKROGHUVKDOOQRWKDYHDQ\ULJKWWRSDUWLFLSDWHLQDQ\GLVWULEXWLRQRIWKH&RPSDQ\ªVDVVHWVRQDZLQGLQJXSRURWKHUGLVWULEXWLRQH[FHSWWKDW
after the return of the nominal amount paid up on each share in the capital of the Company of any class other than the deferred shares and the
GLVWULEXWLRQRIDIXUWKHULQUHVSHFWRIHDFKVXFKVKDUHWKHUHVKDOOEHGLVWULEXWHGWRDKROGHURIDGHIHUUHGVKDUH IRUHDFKGHIHUUHGVKDUH
held by him) an amount equal to the nominal value of the deferred share;
– The holder shall not be entitled to receive notice, attend, speak or vote at any general meeting of the Company; and
– The Company may create, allot and issue further shares or reduce or repay the whole or any part of its share capital or other capital reserves
without obtaining the consent of the holders of the deferred shares.

FINANCIAL STATEMENTS

Notes to the Group accounts continued

19 Equity continued
19.2 Treasury shares
7UHDVXU\VKDUHVUHSUHVHQWVWKHKROGLQJRIWKH&RPSDQ\ªVRZQVKDUHVLQUHVSHFWRIWKH6PLWK 1HSKHZ(PSOR\HHªV6KDUH7UXVWDQGVKDUHV
ERXJKWEDFNDVSDUWRIWKHVKDUHEX\EDFNSURJUDPPH2Q0D\DVSDUWRIWKHQHZ&DSLWDO$OORFDWLRQ)UDPHZRUNWKH*URXSDQQRXQFHG
the start of a new share buy-back programme to return $300m of surplus capital to its shareholders. The programme was suspended in February
2014 following the annoucement of the ArthroCare acquisition. Shares issued in connection with the Group’s share incentive plans are brought
back on a quarterly basis. During 2014, a total of 4.4m ordinary shares (0.5%) had been purchased at a cost of $72m and 4.4m ordinary shares
 KDGEHHQFDQFHOOHG7KHPD[LPXPQXPEHURIRUGLQDU\VKDUHVKHOGLQWUHDVXU\GXULQJZDVP  ZLWKDQRPLQDOYDOXHRI
$5.4m.
7KH6PLWK 1HSKHZ(PSOR\HHVª6KDUH7UXVW ©7UXVWª ZDVHVWDEOLVKHGWRKROGVKDUHVUHODWLQJWRWKHORQJWHUPLQFHQWLYHSODQVUHIHUUHGWRLQ
WKH©'LUHFWRUVª5HPXQHUDWLRQ5HSRUWª7KH7UXVWLVDGPLQLVWHUHGE\DQLQGHSHQGHQWSURIHVVLRQDOWUXVWFRPSDQ\UHVLGHQWLQ-HUVH\DQGLVIXQGHG
by a loan from the Company. The cost of the Trust is charged to the income statement as it accrues. A partial dividend waiver is in place in respect
of those shares held under the long-term incentive plans. The trust only accepts dividends in respect of nil-cost options and deferred bonus plan
shares. The waiver represents less than 1% of the total dividends paid.
The movements in Treasury shares and the Employees’ Share Trust are as follows:

At 1 January 2013
Shares purchased
Shares transferred from treasury
6KDUHVWUDQVIHUUHGWR*URXSEHQH²FLDULHV
Shares cancelled
At 31 December 2013
Shares purchased
Shares transferred from treasury
6KDUHVWUDQVIHUUHGWR*URXSEHQH²FLDULHV
Shares cancelled
At 31 December 2014

At 1 January 2013
Shares purchased
Shares transferred from treasury
6KDUHVWUDQVIHUUHGWR*URXSEHQH²FLDULHV
Shares cancelled
At 31 December 2013
Shares purchased
Shares transferred from treasury
6KDUHVWUDQVIHUUHGWR*URXSEHQH²FLDULHV
Shares cancelled
At 31 December 2014

Treasury
$ million

Employees’
Share Trust
$ million

Total
$ million

730
226
(8)
(7)
(623)
318
72
(11)
(8)
(57)
314

5
5
8
(14)
–
4
3
11
(17)
–
1

735
231
–
(21)
(623)
322
75
–
(25)
(57)
315

Number
of shares
million

Number
of shares
million

Number
of shares
million

59.5
18.2
(0.6)
(0.6)
(51.0)
25.5
4.4
(0.9)
(0.6)
(4.4)
24.0

0.5
0.4
0.6
(1.2)
–
0.3
0.2
0.9
(1.3)
–
0.1

60.0
18.6
–
(1.8)
(51.0)
25.8
4.6
–
(1.9)
(4.4)
24.1

2014
$ million

2013
$ million

2012
$ million

152
98
250

146
93
239

97
89
186

19.3 Dividends

The following dividends were declared and paid in the year:
2UGLQDU\²QDORIIRU ¥¥ SDLG0D\
2UGLQDU\LQWHULPRIIRU ¥¥ SDLG1RYHPEHU

$²QDOGLYLGHQGIRURI86FHQWVSHURUGLQDU\VKDUHZDVSURSRVHGE\WKH%RDUGRQ)HEUXDU\DQGZLOOEHSDLGVXEMHFWWR
shareholder approval, on 6 May 2015 to shareholders on the Register of Members on 17 April 2015. The estimated amount of this dividend on
23 February 2015 is $166m.
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&DVK³RZVWDWHPHQW
$&&2817,1*32/,&<
,QWKH*URXSFDVK³RZVWDWHPHQWFDVKDQGFDVKHTXLYDOHQWVLQFOXGHVFDVKDWEDQNRWKHUVKRUWWHUPOLTXLGLQYHVWPHQWVZLWKRULJLQDOPDWXULWLHV
RIWKUHHPRQWKVRUOHVVDQGEDQNRYHUGUDIWV,QWKH*URXSEDODQFHVKHHWEDQNRYHUGUDIWVDUHVKRZQZLWKLQEDQNRYHUGUDIWVDQGORDQVXQGHU
current liabilities.

Borrowings
Overdrafts
$ million

184
(10)
4
178
(38)
(3)
137
(35)
(9)
93

(23)
12
–
(11)
–
–
(11)
(19)
2
(28)

(283)
256
–
(27)
(6)
–
(33)
22
–
(11)

Due after
one year
$ million

Net currency
swaps
$ million

Total
$ million

(16)
(414)
–
(430)
84
(1)
(347)
(1,322)
3
(1,666)

–
1
1
2
1
(2)
1
11
(13)
(1)

(138)
(155)
5
(288)
41
(6)
(253)
(1,343)
(17)
(1,613)

5HFRQFLOLDWLRQRIQHWFDVK³RZWRPRYHPHQWLQQHWGHEW
1HWFDVK³RZIURPFDVKQHWRIRYHUGUDIWV
Settlement of currency swaps
1HWFDVK³RZIURPERUURZLQJV
&KDQJHLQQHWGHEWIURPQHWFDVK³RZ
([FKDQJHDGMXVWPHQW
Change in net debt in the year
2SHQLQJQHWGHEW
Closing net debt

2014
$ million

2013
$ million

2012
$ million

(54)
11
(1,300)
(1,343)
(17)
(1,360)
(253)
(1,613)

(38)
1
78
41
(6)
35
(288)
(253)

2
1
(158)
(155)
5
(150)
(138)
(288)

For the purposes of the Group Cash Flow Statement cash and cash equivalents at 31 December 2014 comprise cash at bank net of
bank overdrafts.

Cash at bank
Bank overdrafts
Cash and cash equivalents

2014
$ million

2013
$ million

2012
$ million

93
(28)
65

137
(11)
126

178
(11)
167

Smith & Nephew Annual report 2014

155

FINANCIAL STATEMENTS AND OTHER INFORMATION

Cash and cash equivalents

CORPORATE GOVERNANCE

At 1 January 2012
1HWFDVK³RZ
([FKDQJHDGMXVWPHQW
At 31 December 2012
1HWFDVK³RZ
([FKDQJHDGMXVWPHQW
At 31 December 2013
1HWFDVK³RZ
([FKDQJHDGMXVWPHQW
At 31 December 2014

Cash
$ million

Due within
one year
$ million

STRATEGIC REPORT

Analysis of net debt
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Notes to the Group accounts continued

21 Acquisitions and disposals
$&&2817,1*32/,&<
The Group accounts for business combinations using the acquisition method when control is transferred to the Group. The consideration
WUDQVIHUUHGLQWKHDFTXLVLWLRQLVPHDVXUHGDWIDLUYDOXHDVDUHWKHLGHQWL²DEOHQHWDVVHWVDFTXLUHG$Q\JRRGZLOOWKDWDULVHVLVWHVWHGDQQXDOO\IRU
LPSDLUPHQW$Q\JDLQRQDEDUJDLQSXUFKDVHLVUHFRJQLVHGLQSUR²WRUORVVLPPHGLDWHO\7UDQVDFWLRQFRVWVDUHH[SHQVHGDVLQFXUUHGH[FHSWLI
related to the issue of debt or equity securities.
$Q\FRQWLQJHQWFRQVLGHUDWLRQSD\DEOHLVPHDVXUHGDWIDLUYDOXHDWWKHDFTXLVLWLRQGDWH,IWKHFRQWLQJHQWFRQVLGHUDWLRQLVFODVVL²HGDVHTXLW\
WKHQLWLVQRWUHPHDVXUHGDQGVHWWOHPHQWLVDFFRXQWHGIRUZLWKLQHTXLW\2WKHUZLVHVXEVHTXHQWFKDQJHVLQWKHIDLUYDOXHRIWKHFRQWLQJHQW
FRQVLGHUDWLRQDUHUHFRJQLVHGLQSUR²WRUORVV

21.1 Acquisitions
Year ended 31 December 2014
Acquisition of ArthroCare
2Q0D\WKH*URXSDFTXLUHGRIWKHVKDUHVRI$UWKUR&DUH&RUSRUDWLRQDQLQQRYDWLYHPHGLFDOGHYLFHFRPSDQ\ZLWKDKLJKO\
complementary sports medicine portfolio. The purchase price was $48.25 per share, paid in cash with the fair value of the total consideration
HTXDOOLQJP7KHDFTXLVLWLRQZDV²QDQFHGWKURXJKH[LVWLQJGHEWIDFLOLWLHVDQGFDVKEDODQFHVLQFOXGLQJDQH[LVWLQJELOOLRQUHYROYLQJFUHGLW
facility and a new two-year $1.4 billion term loan facility, established in February 2014.
7KHDFTXLVLWLRQLVGHHPHGWREHDEXVLQHVVFRPELQDWLRQZLWKLQWKHVFRSHRI,)56%XVLQHVV&RPELQDWLRQV. The fair values shown below are
SURYLVLRQDO,IQHZLQIRUPDWLRQLVREWDLQHGZLWKLQWKHPHDVXUHPHQWSHULRGDERXWIDFWVDQGFLUFXPVWDQFHVWKDWH[LVWHGDWWKHDFTXLVLWLRQGDWHWKH
DFTXLVLWLRQDFFRXQWLQJZLOOEHUHYLVHG7KHSURYLVLRQDOHVWLPDWHRIWKHJRRGZLOODULVLQJRQWKHDFTXLVLWLRQLVP,WUHODWHVWRWKHYDOXHRIWKH
DGGLWLRQDOHFRQRPLFEHQH²WVH[SHFWHGIURPWKHWUDQVDFWLRQLQFOXGLQJV\QHUJLHVDQGWKHDVVHPEOHGZRUNIRUFH7KHJRRGZLOOUHFRJQLVHGLVQRW
H[SHFWHGWREHGHGXFWLEOHIRUWD[SXUSRVHV
The following table summarises the consideration transferred, and the recognised amounts of assets acquired and liabilities assumed at the
acquisition date.
$ million

,GHQWL²DEOHDVVHWVDFTXLUHGDQGOLDELOLWLHVDVVXPHG
Property, plant and equipment
,QYHQWRULHV
Trade receivables and prepayments
,GHQWL²DEOHLQWDQJLEOHDVVHWV
,QYHVWPHQWVLQDVVRFLDWHV
Trade and other payables
Provisions
&XUUHQWWD[SD\DEOH
'HIHUUHGWD[OLDELOLWLHV
Net assets
Goodwill
Consideration (net of $169m of cash acquired)

60
66
54
817
4
(74)
(19)
(18)
(173)
717
829
1,546

The recognised amounts of assets acquired and liabilities assumed are different from those disclosed previously as adjustments to provisional
values continue to be recorded during the measurement period. None of the adjustments posted to date are material.
The Group incurred acquisition related costs of $21m relating to professional and advisor fees. These costs have been recognised in administrative
H[SHQVHVLQWKHLQFRPHVWDWHPHQW
$UWKUR&DUHªVFRQWULEXWLRQWR*URXSUHYHQXHZDVPIRUWKH\HDUHQGHG'HFHPEHUUHSUHVHQWLQJDSSUR[LPDWHO\VHYHQPRQWKVRI
VDOHV7KLVJDYHULVHWRDSUHWD[SUR²WRIPDIWHUDPRUWLVDWLRQRIDFTXLVLWLRQLQWDQJLEOHV+DG$UWKUR&DUHEHHQDFTXLUHGRQ-DQXDU\WKH
*URXSªVUHYHQXHVZRXOGKDYHEHHQPKLJKHUDQGSUHWD[SUR²WZRXOGKDYHEHHQPKLJKHU
Acquisition of Brazilian distributor
2Q0DUFKWKH*URXSDFTXLUHGFHUWDLQDVVHWVDQGOLDELOLWLHVUHODWHGWRWKHGLVWULEXWLRQEXVLQHVVIRULWVVSRUWVPHGLFLQHRUWKRSDHGLF
UHFRQVWUXFWLRQDQGWUDXPDSURGXFWVLQ%UD]LO7KHDFTXLVLWLRQLVGHHPHGWREHDEXVLQHVVFRPELQDWLRQZLWKLQWKHVFRSHRI,)56%XVLQHVV
&RPELQDWLRQV. The acquisition date fair value of the consideration was $31m and included deferred consideration of $26m and $5m in relation to
the settlement of working capital commitments. The deferred consideration was subsequently settled during the second quarter.
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As at the acquisition date, the estimated value of the net assets acquired was $16m, which included trade and other receivables of $12m,
LGHQWL²DEOHLQWDQJLEOHDVVHWVRIPLQYHQWRU\RIPSURSHUW\SODQWDQGHTXLSPHQWRIPWUDGHSD\DEOHVRIPSURYLVLRQVRIPFXUUHQW
WD[SD\DEOHRIPDQGGHIHUUHGWD[OLDELOLWLHVRIP$VDUHVXOWWKHSURYLVLRQDOHVWLPDWHRIJRRGZLOODULVLQJRQWKHDFTXLVLWLRQZDVP7KLVLV
DWWULEXWDEOHWRWKHDGGLWLRQDOHFRQRPLFEHQH²WVH[SHFWHGIURPWKHDFTXLVLWLRQLQFOXGLQJWKHDVVHPEOHGZRUNIRUFHZKLFKKDVEHHQWUDQVIHUUHGDV
SDUWRIWKHDFTXLVLWLRQ7KHJRRGZLOOLVQRWH[SHFWHGWREHGHGXFWLEOHIRUWD[SXUSRVHV
7KHUHFRJQLVHGDPRXQWVRIDVVHWVDFTXLUHGDQGOLDELOLWLHVDVVXPHGKDYHEHHQGHWHUPLQHGRQDSURYLVLRQDOEDVLV,IQHZLQIRUPDWLRQLVREWDLQHG
ZLWKLQWKHPHDVXUHPHQWSHULRGDERXWIDFWVDQGFLUFXPVWDQFHVWKDWH[LVWHGDWWKHDFTXLVLWLRQGDWHWKHDFTXLVLWLRQDFFRXQWLQJZLOOEHUHYLVHG

Year ended 31 December 2013
Acquisition of Turkish distributor

STRATEGIC REPORT

7KHFRQWULEXWLRQWRUHYHQXHDQGDWWULEXWDEOHSUR²WIURPWKLVDFTXLVLWLRQIRUWKH\HDUHQGHG'HFHPEHUZDVLPPDWHULDO,IWKHDFTXLVLWLRQ
KDGRFFXUUHGDWWKHEHJLQQLQJRIWKH\HDULWVFRQWULEXWLRQWRUHYHQXHDQGDWWULEXWDEOHSUR²WIRUWKH\HDUHQGHG'HFHPEHUZRXOGDOVRKDYH
been immaterial.

2Q6HSWHPEHUWKH*URXSDFTXLUHGFHUWDLQDVVHWVDQGOLDELOLWLHVLQUHVSHFWRID7XUNLVKEXVLQHVVZKLFKGLVWULEXWHVSURGXFWVUHODWHG
WRRUWKRSDHGLFUHFRQVWUXFWLRQWUDXPDVSRUWVPHGLFLQHDQGDUWKURVFRSLFWHFKQRORJLHV
7KHDFTXLVLWLRQLVGHHPHGWREHDEXVLQHVVFRPELQDWLRQZLWKLQWKHVFRSHRI,)56
The estimated fair value of the consideration is $63m and included $12m of contingent consideration in respect of agreed milestones and $36m
through the settlement of working capital commitments. The accounting for acquisition was completed during 2014, with no change to the
provisional values as at 31 December 2013.
7KHJRRGZLOODULVLQJRQWKHDFTXLVLWLRQLVP,WLVDWWULEXWDEOHWRWKHDGGLWLRQDOHFRQRPLFEHQH²WVH[SHFWHGIURPWKHWUDQVDFWLRQLQFOXGLQJ
WKHDVVHPEOHGZRUNIRUFHZKLFKKDVEHHQWUDQVIHUUHGDVSDUWRIWKHDFTXLVLWLRQ7KHJRRGZLOOUHFRJQLVHGLVH[SHFWHGWREHGHGXFWLEOHIRU
WD[SXUSRVHV

$ million

,GHQWL²DEOHDVVHWVDFTXLUHGDQGOLDELOLWLHVDVVXPHG
Property, plant and equipment
,QYHQWRULHV
Trade receivables and prepayments
,GHQWL²DEOHLQWDQJLEOHDVVHWV
Payables and accruals
Net assets
Goodwill
Cost of acquisition

4
8
24
17
(2)
51
12
63

,QWKHFRQWULEXWLRQWRUHYHQXHDQGDWWULEXWDEOHSUR²WIURPWKHDFTXLVLWLRQZDVLPPDWHULDO,IWKHDFTXLVLWLRQKDGRFFXUUHGDWWKHEHJLQQLQJ
RIWKH\HDUWKHFRQWULEXWLRQWRUHYHQXHDQGDWWULEXWDEOHSUR²WZRXOGKDYHDOVREHHQLPPDWHULDO
Other acquisitions
During the year ended 31 December 2013, the Group acquired a Brazilian distributor of its advanced wound management products and a
EXVLQHVVEDVHGLQ,QGLDSULPDULO\HQJDJHGLQWKHPDQXIDFWXUHDQGGLVWULEXWLRQRIWUDXPDSURGXFWV7KHVHDFTXLVLWLRQVDUHGHHPHGWREHEXVLQHVV
FRPELQDWLRQVZLWKLQWKHVFRSHRI,)56
The aggregated total fair value of the consideration was $63m and included $2m of contingent consideration and $2m through the settlement of
working capital commitments. The accounting for both acquisitions was completed during 2014, with no change to the provisional values as at
31 December 2013.
As at the acquisition date, the aggregated fair value of the net assets acquired was $38 million, which included property, plant and equipment
RIPLQYHQWRU\RIPWUDGHUHFHLYDEOHVDQGSUHSD\PHQWVRIPLGHQWL²DEOHLQWDQJLEOHDVVHWVRIPSD\DEOHVDQGDFFUXDOVRIPDQG
GHIHUUHGWD[OLDELOLWLHVRIP
7KHJRRGZLOODULVLQJRQWKHDFTXLVLWLRQVLVP7KLVLVDWWULEXWDEOHWRWKHDGGLWLRQDOHFRQRPLFEHQH²WVH[SHFWHGIURPWKHWUDQVDFWLRQVLQFOXGLQJ
WKHDVVHPEOHGZRUNIRUFHVZKLFKKDYHEHHQWUDQVIHUUHGDVSDUWRIWKHDFTXLVLWLRQV7KHJRRGZLOOUHFRJQLVHGLVQRWH[SHFWHGWREHGHGXFWLEOHIRU
WD[SXUSRVHV
,QWKHFRQWULEXWLRQWRUHYHQXHDQGDWWULEXWDEOHSUR²WIURPWKHVHDFTXLVLWLRQVZDVLPPDWHULDO,IWKHVHDFTXLVLWLRQVKDGRFFXUUHGDWWKH
EHJLQQLQJRIWKHLUFRQWULEXWLRQWRUHYHQXHDQGDWWULEXWDEOHSUR²WZRXOGKDYHDOVREHHQLPPDWHULDO
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7KH*URXSLQFXUUHGDFTXLVLWLRQUHODWHGFRVWVRIPSULPDULO\UHODWHGWRH[WHUQDOOHJDOIHHVDQGGXHGLOLJHQFHFRVWV7KHVHFRVWVKDYHEHHQ
UHFRJQLVHGLQDGPLQLVWUDWLYHH[SHQVHVLQWKH*URXSªVLQFRPHVWDWHPHQW

CORPORATE GOVERNANCE

The following table summarises the consideration transferred, and the recognised amounts of assets acquired and liabilities assumed at the
acquisition date.

FINANCIAL STATEMENTS

Notes to the Group accounts continued

21 Acquisitions and disposals continued
21.2 Disposal of business
Year ended 31 December 2014
During the fourth quarter of 2014, the Group disposed of a manufacturing facility in the UK for cash consideration of $20 million, resulting in a
SUHWD[JDLQRQGLVSRVDORIPLOOLRQ7KHUHYHQXHDQGSUR²WFRQWULEXWLRQRIWKHGLVSRVHGEXVLQHVVZDVLPPDWHULDO

22 Operating leases
ACCOUNTING POLICY
/HDVHVDUHFODVVL²HGDV²QDQFHOHDVHVZKHQWKHWHUPVRIWKHOHDVHWUDQVIHUVXEVWDQWLDOO\DOOWKHULVNVDQGUHZDUGVRIRZQHUVKLSWRWKH*URXS
$OORWKHUOHDVHVDUHFODVVL²HGDVRSHUDWLQJOHDVHV
Payments under operating leases are expensed in the income statement on a straight line basis over the term of the lease. Lease incentives
received are recognised as an integral part of the total lease expense, over the term of the lease.
)XWXUHPLQLPXPOHDVHSD\PHQWVXQGHUQRQFDQFHOODEOHRSHUDWLQJOHDVHVIDOOGXHDVIROORZV

/DQGDQGEXLOGLQJV
Within one year
$IWHURQHDQGZLWKLQWZR\HDUV
$IWHUWZRDQGZLWKLQWKUHH\HDUV
$IWHUWKUHHDQGZLWKLQIRXU\HDUV
$IWHUIRXUDQGZLWKLQ²YH\HDUV
$IWHU²YH\HDUV
2WKHUDVVHWV
Within one year
$IWHURQHDQGZLWKLQWZR\HDUV
$IWHUWZRDQGZLWKLQWKUHH\HDUV
$IWHUWKUHHDQGZLWKLQIRXU\HDUV
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2014
$ million

2013
$ million

34
25
18
12
8
8
105

30
22
16
13
7
5
93

15
9
4
3
31

15
9
4
2
30

23 Other Notes to the accounts
23.1 Share-based payments
ACCOUNTING POLICY
7KH*URXSRSHUDWHVDQXPEHURIHTXLW\VHWWOHGH[HFXWLYHDQGHPSOR\HHVKDUHSODQV)RUDOOJUDQWVRIVKDUHRSWLRQVDQGDZDUGVWKHIDLUYDOXH
at the grant date is calculated using appropriate option pricing models. The grant date fair value is recognised over the vesting period as an
H[SHQVHZLWKDFRUUHVSRQGLQJLQFUHDVHLQUHWDLQHGHDUQLQJV

7KH6PLWK 1HSKHZ6KDUHVDYH3ODQ   DGRSWHGE\VKDUHKROGHUVRQ$SULO  WKH6DYH$V<RX(DUQ ©6$<(ª SODQ WKH6PLWK 
1HSKHZ,QWHUQDWLRQDO6KDUHVDYH3ODQ  6PLWK 1HSKHZ)UDQFH6KDUHVDYH3ODQ  6PLWK 1HSKHZ6KDUHVDYH3ODQ   WKH6DYH
$V<RX(DUQ ©6$<(ª SODQ  DGRSWHGE\VKDUHKROGHUVRQ$SULO 6PLWK 1HSKHZ,QWHUQDWLRQDO6KDUHVDYH3ODQ   DGRSWHGE\
VKDUHKROGHUVRQ$SULO DQG6PLWK 1HSKHZ)UDQFH6KDUHVDYH3ODQ   DGRSWHGE\VKDUHKROGHUVRQ$SULO DUHWRJHWKHUWHUPHG
the “Employee Plans”.

(PSOR\HHVLQWKH86DUHDEOHWRSDUWLFLSDWHLQWKH(PSOR\HH6WRFN3XUFKDVH3ODQZKLFKJLYHVWKHPWKHRSSRUWXQLW\WRDFTXLUHVKDUHVLQWKHIRUP
RI$'6VDWDGLVFRXQWRI RUPRUHLIWKHVKDUHVDSSUHFLDWHLQYDOXHGXULQJWKHSODQªVTXDUWHUO\SXUFKDVHSHULRG WRWKHPDUNHWSULFHWKURXJKD
regular savings plan.

Executive plans

CORPORATE GOVERNANCE

7KH6$<(DQG6$<(SODQVDUHDYDLODEOHWRDOOHPSOR\HHVLQWKH8.HPSOR\HGE\SDUWLFLSDWLQJ*URXSFRPSDQLHVVXEMHFWWRWKUHHPRQWKVª
service. The schemes enable employees to save up to £250 per month and give them an option to acquire shares based on the committed
DPRXQWWREHVDYHG7KHRSWLRQSULFHLVQRWOHVVWKDQRIWKHDYHUDJHRIPLGGOHPDUNHWTXRWDWLRQVRIWKHRUGLQDU\VKDUHVRQWKHWKUHHGHDOLQJ
GD\VSUHFHGLQJWKHGDWHRILQYLWDWLRQ7KH6PLWK 1HSKHZ,QWHUQDWLRQDO6KDUHVDYH3ODQ  DQG6PLWK 1HSKHZ,QWHUQDWLRQDO6KDUHVDYH3ODQ
 DUHDYDLODEOHWRHPSOR\HHVLQ$XVWUDOLD$XVWULD%HOJLXP&DQDGD&KLQD'HQPDUN)LQODQG)UDQFH*HUPDQ\+RQJ.RQJ,QGLD,UHODQG
,WDO\-DSDQ6RXWK.RUHD0H[LFRWKH1HWKHUODQGV1HZ=HDODQG1RUZD\3RODQG3RUWXJDO6LQJDSRUH6RXWK$IULFD6SDLQ6ZHGHQ6ZLW]HUODQG
DQGWKH8QLWHG$UDE(PLUDWHV3XHUWR5LFRSDUWLFLSDQWVZHUHHOLJLEOHWRUHFHLYHRSWLRQVXQGHUWKH,QWHUQDWLRQDO3ODQVXSWRDQGZHUHHOLJLEOHWR
UHFHLYHSKDQWRPRSWLRQVIURPRQZDUGV7KH6PLWK 1HSKHZ)UDQFH6KDUHVDYH3ODQVZHUHDYDLODEOHWRDOOHPSOR\HHVLQ)UDQFHXSWR
The International and French plans operate on a substantially similar basis to the SAYE plans.

STRATEGIC REPORT

Employee plans

7KH6PLWK 1HSKHZ8.$SSURYHG6KDUH2SWLRQ3ODQWKH6PLWK 1HSKHZ8.8QDSSURYHG6KDUH2SWLRQ3ODQWKH6PLWK 1HSKHZ
866KDUH3ODQ DGRSWHGE\VKDUHKROGHUVRQ$SULO WKH6PLWK 1HSKHZ([HFXWLYH6KDUH2SWLRQ3ODQ DGRSWHGE\VKDUHKROGHUVRQ
0D\ DQGWKH6PLWK 1HSKHZ*OREDO6KDUH3ODQ DGRSWHGE\VKDUHKROGHUVRQ0D\ DUHWRJHWKHUWHUPHGWKH©([HFXWLYH3ODQVª

The maximum term of options granted, under all plans, is 10 years from the date of grant. All share option plans are settled in shares.
)URPRQZDUGV6HQLRU([HFXWLYHVZHUHJUDQWHGVKDUHDZDUGVLQVWHDGRIVKDUHRSWLRQVDQGIURPH[HFXWLYHVZHUHJUDQWHGFRQGLWLRQDO
VKDUHDZDUGVLQVWHDGRIVKDUHRSWLRQV7KHDZDUGVYHVWDIWHURQH\HDUDIWHUWZR\HDUVDQGWKHUHPDLQLQJEDODQFHDIWHUWKHWKLUG
year subject to continued employment. There are no performance conditions for executives. Vesting for senior executives is subject to personal
SHUIRUPDQFHOHYHOV7KHPDUNHWYDOXHXVHGWRFDOFXODWHWKHQXPEHURIDZDUGVLVWKHFORVLQJSULFHRIDQRUGLQDU\VKDUHRQWKHODVWWUDGLQJGD\SULRU
to the grant date.
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Under the terms of the Executive Plans, the Remuneration Committee, consisting of Non-Executive Directors, may at their discretion approve the
JUDQWRIRSWLRQVWRHPSOR\HHVRIWKH*URXSWRDFTXLUHRUGLQDU\VKDUHVLQWKH&RPSDQ\2SWLRQVJUDQWHGXQGHUWKH6PLWK 1HSKHZ86
6KDUH3ODQ WKH©863ODQª DQGWKH6PLWK 1HSKHZ([HFXWLYH6KDUH2SWLRQ3ODQDUHWRDFTXLUH$'6VRURUGLQDU\VKDUHV)RU([HFXWLYH3ODQV
DGRSWHGLQDQGWKHPDUNHWYDOXHLVWKHDYHUDJHTXRWHGSULFHRIDQRUGLQDU\VKDUHIRUWKHWKUHHEXVLQHVVGD\VSUHFHGLQJWKHGDWHRI
grant or the average quoted price of an ADS or ordinary share, for the three business days preceding the date of grant or the quoted price on
WKHGDWHRIJUDQWLIKLJKHU)RUWKH*OREDO6KDUH3ODQDGRSWHGLQWKHPDUNHWYDOXHLVWKHFORVLQJSULFHRIDQRUGLQDU\VKDUHRU$'6RQWKHODVW
trading day prior to the grant date. With the exception of options granted under the 2001 US Plan and the Global Share Plan 2010, the vesting of
options granted from 2001 is subject to achievement of a performance condition. Options granted under the 2001 US Plan and the Global Share
Plan 2010 are not subject to any performance conditions. Prior to 2008, the 2001 US Plan options became cumulatively exercisable as to 10% after
RQH\HDUDIWHUWZR\HDUVDIWHUWKUHH\HDUVDQGWKHUHPDLQLQJEDODQFHDIWHUIRXU\HDUV:LWKHIIHFWIURPRSWLRQVJUDQWHGXQGHU
WKH863ODQEHFDPHFXPXODWLYHO\H[HUFLVDEOHDVWRDIWHURQH\HDUDIWHUWZR\HDUVDQGWKHUHPDLQLQJEDODQFHDIWHUWKHWKLUG
\HDU7KH8.8QDSSURYHG6KDUH2SWLRQ3ODQZDVRSHQWRFHUWDLQHPSOR\HHVRXWVLGHWKH86DQGWKH863ODQZDVRSHQWRFHUWDLQHPSOR\HHV
LQWKH86&DQDGD0H[LFRDQG3XHUWR5LFR7KH*OREDO6KDUH3ODQLVRSHQWRHPSOR\HHVJOREDOO\7KH3ODQZDVRSHQWR6HQLRU
Executives only.
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23 Other Notes to the accounts continued
23.1 Share based payments continued
$W'HFHPEHU ¥¥ RSWLRQVZHUHRXWVWDQGLQJXQGHUVKDUHRSWLRQSODQVDVIROORZV
Number of
shares
Thousand

Employee Plans:
Outstanding at 1 January 2012
Granted
Forfeited
Exercised
Expired
Outstanding at 31 December 2012
Granted
Forfeited
Exercised
Expired
Outstanding at 31 December 2013
Granted
Forfeited
Exercised
Expired
Outstanding at 31 December 2014
Options exercisable at 31 December 2014
Options exercisable at 31 December 2013
Options exercisable at 31 December 2012
Executive Plans:
Outstanding at 1 January 2012
Granted
Forfeited
Exercised
Expired
Outstanding at 31 December 2012
Forfeited
Exercised
Expired
Outstanding at 31 December 2013
Forfeited
Exercised
Expired
Outstanding at 31 December 2014
Options exercisable at 31 December 2014
Options exercisable at 31 December 2013
Options exercisable at 31 December 2012

Range of option Weighted average
exercise prices
exercise price
Pence
Pence

3,580
947



3,162
1,178



3,287
799
(289)
(743)
(18)
3,036
94
71
152

¥
¥
¥
¥
¥
¥
625.0
¥
¥
¥
¥
831.0
380.0 – 831.0
380.0 – 625.0
461.0 – 556.0
380.0 – 831.0
380.0 – 585.0
¥
¥

432.8
535.0
434.5
396.0
496.2
473.1
625.0
488.2
453.8
490.0
530.5
831.0
533.8
436.2
465.7
632.7
439.6
467.8
400.8

23,736
3,046



16,528



10,314
(115)
(4,114)
(413)
5,672
4,713
6,631
8,512

¥
¥
¥
¥
¥
¥
¥
¥
¥
¥
599.0 – 650.0
454.0 – 671.0
409.5 – 650.0
470.0 – 680.5
470.0 – 680.5
¥
¥

561.2
650.0
569.0
547.7
588.7
583.3
618.8
568.0
582.3
591.1
645.0
583.0
587.8
596.2
585.3
571.1
562.7

7KHZHLJKWHGDYHUDJHUHPDLQLQJFRQWUDFWXDOOLIHRIRSWLRQVRXWVWDQGLQJDW'HFHPEHUZDV\HDUV ¥\HDUV¥\HDUV IRU
([HFXWLYH3ODQVDQG\HDUV ¥\HDUV¥\HDUV IRU(PSOR\HH3ODQV
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2014
pence

2013
pence

2012
pence

994.4

764.7

640.5

Options
granted
Thousand

Weighted
average fair
value per
option at
grant date
Pence

Weighted
average
share price at
grant date
Pence

Weighted
average
exercise
price
Pence

Weighted
average
option life
Years

799

255.8

1069.0

831.0

3.9

Weighted average share price
2SWLRQVJUDQWHGGXULQJWKH\HDUZHUHDVIROORZV

7KHZHLJKWHGDYHUDJHIDLUYDOXHRIRSWLRQVJUDQWHGXQGHU(PSOR\HH3ODQVGXULQJZDVS ¥S DQGWKRVHXQGHU([HFXWLYH
3ODQVGXULQJZDVQLO ¥S 
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Employee Plans

2SWLRQVJUDQWHGXQGHU(PSOR\HH3ODQVDUHYDOXHGXVLQJWKH%ODFN6FKROHVRSWLRQPRGHODVPDQDJHPHQWFRQVLGHUWKDWRSWLRQVJUDQWHGXQGHU
WKHVHSODQVDUHH[HUFLVHGZLWKLQDVKRUWSHULRGRIWLPHDIWHUWKHYHVWLQJGDWH
)RUDOOSODQVWKHLQSXWVWRWKHRSWLRQSULFLQJPRGHOVDUHUHDVVHVVHGIRUHDFKJUDQW7KHIROORZLQJDVVXPSWLRQVZHUHXVHGLQFDOFXODWLQJWKHIDLU
YDOXHRIRSWLRQVJUDQWHG
Employee plans
2013

2012

2014

2013

2012

2.0
20.0
1.3
3.9

2.0
25.0
1.3
3.8

1.5
25.0
1.3
3.8

–
–
–
–

¥
¥
¥
¥

1.5
25.0
1.2
10.0

L  9RODWLOLW\LVDVVHVVHGRQDKLVWRULFEDVLVSULPDULO\EDVHGRQSDVWVKDUHSULFHPRYHPHQWVRYHUWKHH[SHFWHGOLIHRIWKHRSWLRQV
LL  7KHULVNIUHHLQWHUHVWUDWHUH³HFWVWKH\LHOGVDYDLODEOHRQ]HURFRXSRQJRYHUQPHQWERQGVRYHUWKHRSWLRQWHUPDQGFXUUHQF\
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Dividend yield %
([SHFWHGYRODWLOLW\ L
5LVNIUHHLQWHUHVWUDWH LL
Expected life in years

Executive plans

2014
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Notes to the Group accounts continued

23 Other Notes to the accounts continued
23.1 Share based payments continued
Share-based payments – long-term incentive plans
,QDVKDUHEDVHGLQFHQWLYHSODQZDVLQWURGXFHGIRU([HFXWLYH'LUHFWRUV([HFXWLYH2I²FHUVDQGWKHQH[WOHYHORI6HQLRU([HFXWLYHV7KHSODQ
LQFOXGHGD3HUIRUPDQFH6KDUH3ODQ ©363ª DQGD%RQXV&R,QYHVWPHQW3ODQ ©&,3ª 
9HVWLQJRIWKH363DZDUGVLVGHSHQGHQWXSRQSHUIRUPDQFHUHODWLYHWRWKH)76(DQGDQLQGH[EDVHGRQPDMRULQWHUQDWLRQDOFRPSDQLHVLQWKH
medical devices industry.
Under the CIP, participants could elect to use up to a maximum of one-half of their annual bonus to purchase shares. If the shares are held for
WKUHH\HDUVDQGWKH*URXSªV(36$JURZWKWDUJHWVDUHDFKLHYHGSDUWLFLSDQWVUHFHLYHDQDZDUGRIPDWFKLQJVKDUHVIRUHDFKVKDUHSXUFKDVHG
)URPWKH&,3ZDVUHSODFHGE\WKH'HIHUUHG%RQXV3ODQ7KLVSODQZDVGHVLJQHGWRHQFRXUDJH([HFXWLYHVWREXLOGXSDQGPDLQWDLQD
VLJQL²FDQWVKDUHKROGLQJLQWKH&RPSDQ\8QGHUWKHSODQXSWRRQHWKLUGRIDQ\ERQXVHDUQHGDWWDUJHWOHYHORUDERYHE\DQHOLJLEOHHPSOR\HHZDV
FRPSXOVRULO\GHIHUUHGLQWRVKDUHVZKLFKYHVWHGVXEMHFWWRFRQWLQXHGHPSOR\PHQWLQHTXDODQQXDOWUDQFKHVRYHUWKUHH\HDUV LHRQHWKLUGHDFK
\HDU 1RIXUWKHUSHUIRUPDQFHFRQGLWLRQVDSSOLHGWRWKHGHIHUUHGVKDUHV
)URP3HUIRUPDQFH6KDUHDZDUGVZHUHJUDQWHGXQGHUWKH*OREDO6KDUH3ODQIRUDOO([HFXWLYHVRWKHUWKDQ([HFXWLYH'LUHFWRUV$ZDUGV
JUDQWHGXQGHUERWKSODQVDUHFRPELQHGWRSURYLGHWKH²JXUHVEHORZ
)URP'HIHUUHG%RQXV3ODQDQG*63RSWLRQVIRU([HFXWLYH'LUHFWRUV([HFXWLYH2I²FHUVDQGWKHQH[WOHYHORI6HQLRU([HFXWLYHVZHUH
UHSODFHGE\(TXLW\,QFHQWLYH$ZDUGV ©(,$ª (,$DUHGHVLJQHGWRHQFRXUDJH([HFXWLYHVWREXLOGXSDQGPDLQWDLQDVLJQL²FDQWVKDUHKROGLQJLQ
WKH&RPSDQ\(,$ZLOOYHVWLQHTXDODQQXDOWUDQFKHVRYHUWKUHH\HDUV LHRQHWKLUGHDFK\HDU VXEMHFWWRFRQWLQXHGHPSOR\PHQWDQGSHUVRQDO
performance. No further performance conditions apply to the EIA.
7KHIDLUYDOXHVRIDZDUGVJUDQWHGXQGHUORQJWHUPLQFHQWLYHSODQVDUHFDOFXODWHGXVLQJDELQRPLDOPRGHO3HUIRUPDQFH6KDUHDZDUGVXQGHU
ERWKWKH363DQG*OREDO6KDUH3ODQFRQWDLQYHVWLQJFRQGLWLRQVEDVHGRQ765YHUVXVDFRPSDUDWRUJURXSZKLFKUHSUHVHQWPDUNHWEDVHG
SHUIRUPDQFHFRQGLWLRQVIRUYDOXDWLRQSXUSRVHVDQGDQDVVHVVPHQWRIYHVWLQJSUREDELOLW\LVWKHUHIRUHIDFWRUHGLQWRWKHDZDUGGDWHFDOFXODWLRQV
7KHDVVXPSWLRQVLQFOXGHWKHYRODWLOLWLHVIRUWKHFRPSDUDWRUJURXSV$FRUUHODWLRQRI ¥¥ KDVDOVREHHQDVVXPHGIRU
the companies in the medical devices sector as they are impacted by similar factors. The Performance Target for the Global Share Plan 2010 is
DFRPELQDWLRQRI)UHH&DVK)ORZJURZWK5HYHQXHLQ(PHUJLQJ ,QWHUQDWLRQDO0DUNHWVDQGWKH*URXSªV765SHUIRUPDQFHRYHUWKHWKUHH\HDU
performance period.
7KHRWKHUDVVXPSWLRQVXVHGDUHFRQVLVWHQWZLWKWKH([HFXWLYHVFKHPHDVVXPSWLRQVGLVFORVHGHDUOLHULQWKLVQRWH
$W'HFHPEHUWKHPD[LPXPQXPEHURIVKDUHVWKDWFRXOGEHDZDUGHGXQGHUWKH*URXSªVORQJWHUPLQFHQWLYHSODQVZDV
Number of shares in Thousands
Deferred
PSP
Bonus Plan
Total

Other
Awards

EIA

Outstanding at a January 2012
$ZDUGHG
Vested
Forfeited
Outstanding at 31 December 2012
$ZDUGHG
Vested
Forfeited
Outstanding at 31 December 2013
$ZDUGHG

794
187

¥
718
1,179


1,449
751

¥
1,060


929
785


1,284
642

6,268
2,190


5,242
1,963


5,197
1,510

492
¥


164
¥


44
–

7,554
3,437


7,053
3,927


7,974
2,903

Vested
Forfeited
Outstanding at 31 December 2014

(583)
(96)
1,521

(751)
(24)
1,151

–
(2,188)
4,519

(44)
–
–

(1,378)
(2,308)
7,191

2WKHUDZDUGVPDLQO\FRPSULVHVRIFRQGLWLRQDOVKDUHDZDUGVJUDQWHGXQGHUWKH*OREDO6KDUH3ODQ
7KHZHLJKWHGDYHUDJHUHPDLQLQJFRQWUDFWXDOOLIHRIDZDUGVRXWVWDQGLQJDW'HFHPEHUZDV\HDUV ¥\HDUV¥\HDUV IRU
WKH363QLO\HDUV ¥\HDUV¥\HDUV IRUWKH'HIHUUHG%RQXV3ODQ\HDUV ¥\HDUV IRUWKH(,$DQG\HDUV ¥
\HDUV¥\HDUV IRUWKHRWKHUDZDUGV
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Share-based payments – charge to income statement
7KHH[SHQVHFKDUJHGWRWKHLQFRPHVWDWHPHQWIRUVKDUHEDVHGSD\PHQWVLVDVIROORZV

Granted in current year
Granted in prior years
Total share-based payments expense for the year

2014
$ million

2013
$ million

2012
$ million

9
23
32

10
18
28

9
25
34
STRATEGIC REPORT

8QGHUWKH([HFXWLYH3ODQV363(,$DQG&,3WKHQXPEHURIRUGLQDU\VKDUHVRYHUZKLFKRSWLRQVDQGVKDUHDZDUGVPD\EHJUDQWHGLVOLPLWHGVRWKDW
the number of ordinary shares issued or that may be issued during the 10 years preceding the date of grant shall not exceed 5% of the ordinary
VKDUHFDSLWDODWWKHGDWHRIJUDQW7KHWRWDOQXPEHURIRUGLQDU\VKDUHVZKLFKPD\EHLVVXDEOHLQDQ\\HDUSHULRGXQGHUDOOVKDUHSODQVRSHUDWHG
by the Company may not exceed 10% of the ordinary share capital at the date of grant.

23.2 Related party transactions
Trading transactions
,QWKHFRXUVHRIQRUPDORSHUDWLRQVWKH*URXSWUDGHGZLWKLWVDVVRFLDWHVGHWDLOHGLQ1RWH7KHDJJUHJDWHGWUDQVDFWLRQVZKLFKKDYHQRWEHHQ
GLVFORVHGHOVHZKHUHLQWKH²QDQFLDOVWDWHPHQWVDUHVXPPDULVHGEHORZ

Sales to the associates
Purchases from the associates

2013
$ million

2012
$ million

–
1

5
2

14
8

2014
$ million

2013
$ million

2012
$ million

14
8
1
3
26

15
11
1
¥
27

16
10
1
¥
27

$OOVDOHDQGSXUFKDVHWUDQVDFWLRQVRFFXURQDQDUPªVOHQJWKEDVLV
Key management personnel
7KHUHPXQHUDWLRQRIH[HFXWLYHRI²FHUV LQFOXGLQJ1RQH[HFXWLYH'LUHFWRUV GXULQJWKH\HDULVVXPPDULVHGEHORZ

6KRUWWHUPHPSOR\HHEHQH²WV
Share-based payments expense
3HQVLRQDQGSRVWHPSOR\PHQWEHQH²WHQWLWOHPHQWV
2WKHUEHQH²WV

CORPORATE GOVERNANCE

2014
$ million
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23 Other Notes to the accounts continued
3ULQFLSDOVXEVLGLDU\XQGHUWDNLQJV
7KHLQIRUPDWLRQSURYLGHGEHORZLVJLYHQIRUSULQFLSDOWUDGLQJDQGPDQXIDFWXULQJVXEVLGLDU\XQGHUWDNLQJVDOORIZKLFKDUHRZQHG
LQDFFRUGDQFHZLWK6HFWLRQRIWKH&RPSDQLHV$FW$IXOOOLVWZLOOEHDSSHQGHGWR6PLWK 1HSKHZªVQH[WDQQXDOUHWXUQWR
&RPSDQLHV+RXVH
Company Name

Activity

Country of operation and incorporation

UK:
7-6PLWK 1HSKHZ/LPLWHG
6PLWK 1HSKHZ$57&/LPLWHG

Medical Devices
Medical Devices

England & Wales
England & Wales

Continental Europe:
6PLWK 1HSKHZ*PE+
$UWKUR&DUH%HOJLXP635/
6PLWK 1HSKHZ6$19
6PLWK 1HSKHZ$6
6PLWK 1HSKHZ2\
6PLWK 1HSKHZ6$6
6PLWK 1HSKHZ2UWKRSDHGLFV*PE+
6PLWK 1HSKHZ*PE+
6PLWK 1HSKHZ+HOODV6$
6PLWK 1HSKHZ/LPLWHG
6PLWK 1HSKHZ6UO
6PLWK 1HSKHZ1HGHUODQG&9
6PLWK 1HSKHZ$6

Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices

Austria
%HOJLXP
%HOJLXP
'HQPDUN
Finland
France
Germany
Germany
Greece
Ireland
Italy
Netherlands
1RUZD\

6PLWK
6PLWK
6PLWK
6PLWK
6PLWK
6PLWK
6PLWK

Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices

Poland
Portugal
Spain
6ZHGHQ
6ZLW]HUODQG
6ZLW]HUODQG
6ZLW]HUODQG

Medical Devices
Medical Devices
Medical Devices

United States
United States
United States

1HSKHZ6S=RR
1HSKHZ/GD
1HSKHZ6$8
1HSKHZ$%
1HSKHZ0DQXIDFWXULQJ$*
1HSKHZ2UWKRSDHGLFV$*
1HSKHZ6FKZHL]$*

US:
ArthroCare Corporation
ArthroCare Medical Corporation
6PLWK 1HSKHZ,QF
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Country of operation and incorporation

Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices
Medical Devices

Australia
Australia
%UD]LO
Canada
Canada
Canada
China
China
China
Costa Rica
&XUDoDR
+RQJ.RQJ
India
India
Japan
Japan
Japan
Korea
Malaysia
Mexico
1HZ=HDODQG
1HZ=HDODQG
Puerto Rico
Russia
Singapore
South Africa
Thailand
7XUNH\
United Arab Emirates

CORPORATE GOVERNANCE

Activity

Africa, Asia, Australasia and Other America:
6PLWK 1HSKHZ3W\/LPLWHG
6PLWK 1HSKHZ6XUJLFDO3W\/LPLWHG
6PLWK 1HSKHZ&RPHUFLRGH3URGXFWRV0HGLFRV/7'$
6PLWK 1HSKHZ,QF
6PLWK 1HSKHZ $OEHUWD ,QF
Tenet Medical Engineering Inc.
6PLWK 1HSKHZ0HGLFDO 6KDQJKDL /LPLWHG
6PLWK 1HSKHZ0HGLFDO 6X]KRX /LPLWHG
6PLWK 1HSKHZ2UWKRSDHGLFV %HLMLQJ /LPLWHG
ArthroCare Costa Rica SRL
6PLWK 1HSKHZ&XUDoDR19
6PLWK 1HSKHZ/LPLWHG
Adler Mediequip Private Limited
6PLWK 1HSKHZ+HDOWKFDUH3ULYDWH/LPLWHG
6PLWK 1HSKHZ(QGRVFRS\..
6PLWK 1HSKHZ2UWKRSDHGLFV..
6PLWK 1HSKHZ:RXQG0DQDJHPHQW..
6PLWK 1HSKHZ&KXVLN+RHVLD
6PLWK 1HSKHZ+HDOWKFDUH6GQ%HUKDG
6PLWK 1HSKHZ6$GH&9
6PLWK 1HSKHZ/LPLWHG
6PLWK 1HSKHZ6XUJLFDO/LPLWHG
6PLWK 1HSKHZ,QF
//&6PLWK 1HSKHZ
6PLWK 1HSKHZ3WH/LPLWHG
6PLWK 1HSKHZ 3W\ /LPLWHG
6PLWK 1HSKHZ/LPLWHG
6PLWKYH1HSKHZ0HGLNDO&LKD]ODU7LFDUHW/LPLWHG6LUNHWL
6PLWK 1HSKHZ)=(

STRATEGIC REPORT
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Company balance sheet

Notes

At 31 December
2014
$ million

At 31 December
2013
$ million

Fixed assets:
Investments
Current assets:
Debtors
&DVKDQGEDQN

3

5,322

3,597

4
6

2,143
1
2,144

2,140
6
2,146

Creditors: amounts falling due within one year:
%RUURZLQJV
Other creditors

6
5

(40)
(1,287)
(1,327)
817
6,139




554
4,151

6

(1,655)
4,484


3,816

7
7
7
7
7
7
7

184
574
11
2,266
(315)
(52)
1,816
4,484

184
535
10
2,266


1,195
3,816

Net current assets
Total assets less current liabilities
Creditors: amounts falling due after one year:
%RUURZLQJV
Total assets less total liabilities
(TXLW\VKDUHKROGHUVªIXQGV
Called up equity share capital
Share premium account
Capital redemption reserve
Capital reserve
Treasury shares
Exchange reserve
3UR²WDQGORVVDFFRXQW
Shareholders’ funds

7KHDFFRXQWVZHUHDSSURYHGE\WKH%RDUGDQGDXWKRULVHGIRULVVXHRQ)HEUXDU\DQGVLJQHGRQLWVEHKDOIE\

Roberto Quarta
&KDLUPDQ

Olivier Bohuon
&KLHI([HFXWLYH2I²FHU

Julie Brown
&KLHI)LQDQFLDO2I²FHU

7KH3DUHQW&RPSDQ\²QDQFLDOVWDWHPHQWVRI6PLWK 1HSKHZSOFRQSDJHVWRGRQRWIRUPSDUWRIWKH6PLWK 1HSKHZªV
$QQXDO5HSRUWRQ)RUP)DV²OHGZLWKWKH6(&
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%DVLVRISUHSDUDWLRQ
6PLWK 1HSKHZSOF WKH©&RPSDQ\ª LVDSXEOLFOLPLWHGFRPSDQ\LQFRUSRUDWHGLQ(QJODQGDQG:DOHV
The separate accounts of the Company are presented as required by the Companies Act 2006. The accounts have been prepared under the
KLVWRULFDOFRVWFRQYHQWLRQPRGL²HGWRLQFOXGHUHYDOXDWLRQWRIDLUYDOXHRIFHUWDLQ²QDQFLDOLQVWUXPHQWVDVGHVFULEHGEHORZDQGLQDFFRUGDQFHZLWK
DSSOLFDEOH8.DFFRXQWLQJVWDQGDUGV$VFRQVROLGDWHG²QDQFLDOLQIRUPDWLRQKDVEHHQGLVFORVHGXQGHU,)56)LQDQFLDO,QVWUXPHQWV'LVFORVXUHV
WKH&RPSDQ\LVH[HPSWIURP)56)LQDQFLDO,QVWUXPHQWV'LVFORVXUHV7KH*URXSDFFRXQWVKDYHEHHQSUHSDUHGLQDFFRUGDQFHZLWK,QWHUQDWLRQDO
Financial Reporting Standards as adopted by the European Union and are presented on pages 110 to 165.

,QDSSO\LQJWKHVHSROLFLHVPDQDJHPHQWLVUHTXLUHGWRPDNHHVWLPDWHVDQGDVVXPSWLRQVWKDWDIIHFWWKHUHSRUWHGDPRXQWVRIDVVHWVDQGOLDELOLWLHV
and disclosure of contingent assets and liabilities at the date of the accounts and the reported amounts of revenues and expenses during the
UHSRUWLQJSHULRG$OWKRXJKWKHVHHVWLPDWHVDUHEDVHGRQPDQDJHPHQWªVEHVWNQRZOHGJHRIFXUUHQWHYHQWVDQGDFWLRQVDFWXDOUHVXOWVXOWLPDWHO\
may differ from those estimates.

STRATEGIC REPORT

7KH&RPSDQ\KDVWDNHQDGYDQWDJHRIWKHH[HPSWLRQLQ)565HODWHG3DUW\'LVFORVXUHVQRWWRSUHVHQWLWVUHODWHGSDUW\GLVFORVXUHVDVWKH*URXS
DFFRXQWVFRQWDLQWKHVHGLVFORVXUHV,QDGGLWLRQWKH&RPSDQ\KDVWDNHQDGYDQWDJHRIWKHH[HPSWLRQLQ)56&DVK)ORZ6WDWHPHQWVQRWWRSUHVHQW
LWVRZQFDVK³RZVWDWHPHQWDVWKH*URXSDFFRXQWVFRQWDLQDFRQVROLGDWHGFDVK³RZ

Foreign currencies
Transactions in foreign currencies are initially recorded at the exchange rate ruling at the date of the transaction. Monetary assets and liabilities
GHQRPLQDWHGLQIRUHLJQFXUUHQFLHVDUHUHWUDQVODWHGDWWKHUDWHRIH[FKDQJHUXOLQJDWWKHEDODQFHVKHHWGDWH$OOH[FKDQJHGLIIHUHQFHVDUHGHDOWZLWK
LQDUULYLQJDWSUR²WEHIRUHWD[DWLRQ

Deferred taxation
'HIHUUHGWD[LVPHDVXUHGRQDQXQGLVFRXQWHGEDVLVDWWKHWD[UDWHVWKDWDUHH[SHFWHGWRDSSO\LQWKHSHULRGVLQZKLFKWLPLQJGLIIHUHQFHVDUH
H[SHFWHGWRUHYHUVH7KHVHDUHEDVHGRQWD[UDWHVDQGODZVVXEVWDQWLYHO\HQDFWHGDWWKHEDODQFHVKHHWGDWH

2 Results for the year
$VSHUPLWWHGE\6HFWLRQ  RIWKH&RPSDQLHV$FWWKH&RPSDQ\KDVQRWSUHVHQWHGLWVRZQSUR²WDQGORVVDFFRXQW3UR²WIRUWKH\HDUZDV
P ¥P 

CORPORATE GOVERNANCE

'HIHUUHGWD[DWLRQLVUHFRJQLVHGLQUHVSHFWRIDOOWLPLQJGLIIHUHQFHVWKDWKDYHRULJLQDWHGEXWQRWUHYHUVHGDWWKHEDODQFHVKHHWGDWHZKHUH
WUDQVDFWLRQVRUHYHQWVKDYHRFFXUUHGDWWKDWGDWHWKDWZLOOUHVXOWLQDQREOLJDWLRQWRSD\PRUHRUDULJKWWRSD\OHVVRUWRUHFHLYHPRUHWD[

3 Investments
ACCOUNTING POLICY
Investments in subsidiaries are stated at cost less provision for impairment.
2013
$ million

3,597
1,725
5,322

3,597
¥
3,597

,QYHVWPHQWVUHSUHVHQWKROGLQJVLQVXEVLGLDU\XQGHUWDNLQJV
7KHLQIRUPDWLRQSURYLGHGEHORZLVJLYHQIRUWKHSULQFLSDOGLUHFWVXEVLGLDU\XQGHUWDNLQJVDOORIZKLFKDUHRZQHGDQGLQDFFRUGDQFHZLWK
6HFWLRQRIWKH&RPSDQLHV$FWDIXOOOLVWZLOOEHDSSHQGHGWR6PLWK 1HSKHZªVQH[WDQQXDOUHWXUQWR&RPSDQLHV+RXVH

Company Name
6PLWK 1HSKHZ8./LPLWHG
6PLWK 1HSKHZ 2YHUVHDV /LPLWHG

Activity

Country of operation
and incorporation

+ROGLQJ&RPSDQ\
+ROGLQJ&RPSDQ\

England & Wales
England & Wales

5HIHUWR1RWHRIWKH1RWHVWRWKH*URXSDFFRXQWVIRUWKHSULQFLSDOWUDGLQJDQGPDQXIDFWXULQJVXEVLGLDU\XQGHUWDNLQJVRIWKH*URXS

7KH3DUHQW&RPSDQ\²QDQFLDOVWDWHPHQWVRI6PLWK 1HSKHZSOFRQSDJHVWRGRQRWIRUPSDUWRIWKH6PLWK 1HSKHZªV
$QQXDO5HSRUWRQ)RUP)DV²OHGZLWKWKH6(&
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At 1 January
Additions
At 31 December

2014
$ million

FINANCIAL STATEMENTS

Notes to the Company accounts continued

4 Debtors
2014
$ million

2013
$ million

2,074
3
65
–
1
2,143

2,091
3
45
1
¥
2,140

2014
$ million

2013
$ million

1,212
9
–
65
1
1,287

1,533
10
2
45
¥
1,590

$PRXQWVIDOOLQJGXHZLWKLQRQH\HDU
$PRXQWVRZHGE\VXEVLGLDU\XQGHUWDNLQJV
Prepayments and accrued income
&XUUHQWDVVHWGHULYDWLYHV¥IRUZDUGIRUHLJQH[FKDQJHFRQWUDFWV
&XUUHQWDVVHWGHULYDWLYHV¥FXUUHQF\VZDSV
Current taxation

5 Other creditors

$PRXQWVIDOOLQJGXHZLWKLQRQH\HDU
$PRXQWVRZHGWRVXEVLGLDU\XQGHUWDNLQJV
Other creditors
Current taxation
&XUUHQWOLDELOLW\GHULYDWLYHV¥IRUZDUGIRUHLJQH[FKDQJHFRQWUDFWV
&XUUHQWOLDELOLW\GHULYDWLYHV¥FXUUHQF\VZDSV

&DVKDQGERUURZLQJV
ACCOUNTING POLICY

Financial instruments
&XUUHQF\VZDSVDUHXVHGWRPDWFKIRUHLJQFXUUHQF\QHWDVVHWVZLWKIRUHLJQFXUUHQF\OLDELOLWLHV7KH\DUHLQLWLDOO\UHFRUGHGDWIDLUYDOXHDQGWKHQ
for reporting purposes remeasured to fair value at exchange rates and interest rates at subsequent balance sheet dates.
&KDQJHVLQWKHIDLUYDOXHRIGHULYDWLYH²QDQFLDOLQVWUXPHQWVDUHUHFRJQLVHGLQWKHSUR²WDQGORVVDFFRXQWDVWKH\DULVH

%DQNORDQVDQGRYHUGUDIWVGXHZLWKLQRQH\HDURURQGHPDQG
%DQNORDQVGXHDIWHURQH\HDU
%RUURZLQJV
&DVKDQGEDQN
&UHGLW GHELW EDODQFHRQGHULYDWLYHV¥FXUUHQF\VZDSV
Net debt

2014
$ million

2013
$ million

40
1,655
1,695
(1)
1
1,695

2
335
337


330

$OOFXUUHQF\VZDSVDUHVWDWHGDWIDLUYDOXH*URVV86'ROODUHTXLYDOHQWVRIP ¥P UHFHLYDEOHDQGP ¥P SD\DEOH
KDYHEHHQQHWWHG&XUUHQF\VZDSVFRPSULVHIRUHLJQH[FKDQJHVZDSVDQGZHUHXVHGLQDQGWRKHGJHLQWUDJURXSORDQV

7KH3DUHQW&RPSDQ\²QDQFLDOVWDWHPHQWVRI6PLWK 1HSKHZSOFRQSDJHVWRGRQRWIRUPSDUWRIWKH6PLWK 1HSKHZªV
$QQXDO5HSRUWRQ)RUP)DV²OHGZLWKWKH6(&
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7 Equity and reserves
Share
capital
$ million

2014
2013
Total
Total
Treasury Exchange
3UR²WDQG shareholders’ VKDUHKROGHUVª
shares reserves loss account
funds
funds
$ million $ million
$ million
$ million
$ million

184
–
–
–

535
–
–
–

10
–
–
–

2,266
–
–
–

(322)
–
–
–

(52)
–
–
–

1,195
922
(5)
(250)

3,816
922
(5)
(250)

4,009
198
¥


–

–

–

–

–

–

32

32

28

–

–

–

–

25

–

(21)

4

3

1
(1)
–
184

39
–
–
574

–
1
–
11

–
–
–
2,266

–
57
(75)
(315)

–
–
–
(52)

–
(57)
–
1,816

40
–
(75)
4,484

48
¥

3,816

STRATEGIC REPORT

At 1 January
$WWULEXWDEOHSUR²WIRUWKH\HDU
1HWORVVHVRQFDVK³RZKHGJHV
Equity dividends paid in the year
Share-based payments
recognised
Cost of shares transferred to
EHQH²FLDULHV
1HZVKDUHVLVVXHGRQH[HUFLVH
of share options
Cancellation of treasury shares
Treasury shares purchased
At 31 December

Capital
Share redemption
Capital
premium
reserve reserves
$ million
$ million $ million

Further information on the share capital of the Company can be found in Note 19.1 of the Notes to the Group accounts.

Fees paid to Ernst & Young LLP for audit and non-audit services to the Company itself are not disclosed in the individual accounts because Group
²QDQFLDOVWDWHPHQWVDUHSUHSDUHGZKLFKDUHUHTXLUHGWRGLVFORVHVXFKIHHVRQDFRQVROLGDWHGEDVLV7KHIHHVIRUWKHFRQVROLGDWHG*URXSDUH
disclosed in Note 3.2 of the Notes to the Group accounts.

8 Share-based payments

CORPORATE GOVERNANCE

7KHWRWDOGLVWULEXWDEOHUHVHUYHVRIWKH&RPSDQ\DUHP ¥P ,QDFFRUGDQFHZLWKWKHH[HPSWLRQSHUPLWWHGE\6HFWLRQRIWKH
&RPSDQLHV$FWWKH&RPSDQ\KDVQRWSUHVHQWHGLWVRZQSUR²WDQGORVVDFFRXQW7KHDWWULEXWDEOHSUR²WIRUWKH\HDUGHDOWZLWKLQWKHDFFRXQWV
RIWKH&RPSDQ\LVP ¥P 

7KH&RPSDQ\RSHUDWHVDQXPEHURIHTXLW\VHWWOHGH[HFXWLYHDQGHPSOR\HHVKDUHSODQV)RUDOOJUDQWVRIVKDUHRSWLRQVDQGDZDUGVWKHIDLUYDOXH
as at the date of grant is calculated using an appropriate option pricing model and the corresponding expense is recognised over the vesting
period. Subsidiary companies are recharged for the fair value of share options that relate to their employees.
The disclosure relating to the Company is detailed in Note 23.1 of the Notes to the Group accounts.

9 Contingencies
2013
$ million

11

25

7KH&RPSDQ\KDVJLYHQJXDUDQWHHVWREDQNVWRVXSSRUWOLDELOLWLHVXQGHUIRUHLJQH[FKDQJHDQGRWKHUFRQWUDFWVDQGFURVVJXDUDQWHHVWRVXSSRUW
RYHUGUDIWV6XFKJXDUDQWHHVDUHQRWFRQVLGHUHGWREHOLDELOLWLHVDVDOOVXEVLGLDU\XQGHUWDNLQJVDUHWUDGLQJDVJRLQJFRQFHUQV
7KH&RPSDQ\RSHUDWHGGH²QHGEHQH²WSHQVLRQSODQVLQEXWDWWKHHQGRILWVSHQVLRQSODQREOLJDWLRQVZHUHWUDQVIHUUHGWR6PLWK 
1HSKHZ8./LPLWHG7KH&RPSDQ\KDVSURYLGHGJXDUDQWHHVWRWKHWUXVWHHVRIWKHSHQVLRQSODQVWRVXSSRUWIXWXUHDPRXQWVGXHIURPSDUWLFLSDWLQJ
HPSOR\HUV VHH1RWHRIWKH1RWHVWRWKH*URXSDFFRXQWV 

7KH3DUHQW&RPSDQ\²QDQFLDOVWDWHPHQWVRI6PLWK 1HSKHZSOFRQSDJHVWRGRQRWIRUPSDUWRIWKH6PLWK 1HSKHZªV
$QQXDO5HSRUWRQ)RUP)DV²OHGZLWKWKH6(&
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*XDUDQWHHVLQUHVSHFWRIVXEVLGLDU\XQGHUWDNLQJV

2014
$ million

27+(5,1)250$7,21

Group information

%XVLQHVVRYHUYLHZDQG*URXSKLVWRU\
6PLWK 1HSKHZªVRSHUDWLRQVDUHRUJDQLVHGLQWRWZRSULPDU\GLYLVLRQVWKDWRSHUDWHJOREDOO\$GYDQFHG6XUJLFDO'HYLFHVDQG$GYDQFHG
Wound Management.
7KH*URXSKDVDKLVWRU\GDWLQJEDFNRYHU\HDUVWRWKHIDPLO\HQWHUSULVHRI7KRPDV-DPHV6PLWKZKRRSHQHGDVPDOOSKDUPDF\LQ+XOO
8.LQ)ROORZLQJKLVGHDWKLQKLVQHSKHZ+RUDWLR1HOVRQ6PLWKWRRNRYHUWKHPDQDJHPHQWRIWKHEXVLQHVV
%\WKHODWHV6PLWK 1HSKHZKDGH[SDQGHGLQWREHLQJDGLYHUVHKHDOWKFDUHFRQJORPHUDWHZLWKRSHUDWLRQVDFURVVWKHJOREHSURGXFLQJ
YDULRXVPHGLFDOGHYLFHVSHUVRQDOFDUHSURGXFWVDQGWUDGLWLRQDODQGDGYDQFHGZRXQGFDUHWUHDWPHQWV,Q6PLWK 1HSKHZDQQRXQFHGD
PDMRUUHVWUXFWXULQJWRIRFXVPDQDJHPHQWDWWHQWLRQDQGLQYHVWPHQWRQWKUHHJOREDOEXVLQHVVXQLWV¥$GYDQFHG:RXQG0DQDJHPHQW(QGRVFRS\
DQG2UWKRSDHGLFV¥ZKLFKRIIHUHGKLJKJURZWKDQGPDUJLQRSSRUWXQLWLHV,QWKH(QGRVFRS\DQG2UWKRSDHGLFVEXVLQHVVHVZHUHEURXJKW
together to create an Advanced Surgical Devices division.
6PLWK 1HSKHZZDVLQFRUSRUDWHGDQGOLVWHGRQWKH/RQGRQ6WRFN([FKDQJHLQDQGLQWKH*URXSZDVDOVROLVWHGRQWKH1HZ<RUN6WRFN
([FKDQJH,Q6PLWK 1HSKHZEHFDPHDFRQVWLWXHQWPHPEHURIWKH)76(LQGH[LQWKH8.7KLVPHDQVWKDW6PLWK 1HSKHZLVLQFOXGHG
LQWKHWRSFRPSDQLHVWUDGHGRQWKH/RQGRQ6WRFN([FKDQJHPHDVXUHGLQWHUPVRIPDUNHWFDSLWDOLVDWLRQ
7RGD\6PLWK 1HSKHZLVDSXEOLFOLPLWHGFRPSDQ\LQFRUSRUDWHGDQGKHDGTXDUWHUHGLQWKH8.DQGFDUULHVRXWEXVLQHVVDURXQGWKHZRUOG

Property, plant and equipment
7KHWDEOHEHORZVXPPDULVHVWKHPDLQSURSHUWLHVZKLFKWKH*URXSXVHVDQGWKHLUDSSUR[LPDWHDUHDV
Approximate area
(square feet 000’s)

*URXSKHDGRI²FHLQ/RQGRQ8.
*URXSUHVHDUFKIDFLOLW\LQ<RUN8.
Advanced Surgical Devices headquarters in Andover, Massachusetts, US
$GYDQFHG:RXQG0DQDJHPHQWKHDGTXDUWHUVDQGPDQXIDFWXULQJIDFLOLW\LQ+XOO8.
Advanced Surgical Devices manufacturing facilities in Memphis, Tennessee, US
Advanced Surgical Devices distribution facility in Memphis, Tennessee, US
$GYDQFHG6XUJLFDO'HYLFHVPDQXIDFWXULQJIDFLOLW\LQ$DUDX6ZLW]HUODQG
$GYDQFHG6XUJLFDO'HYLFHVPDQXIDFWXULQJIDFLOLW\LQ%HLMLQJ&KLQD
$GYDQFHG6XUJLFDO'HYLFHVPDQXIDFWXULQJDQGZDUHKRXVHIDFLOLW\LQ:DUZLFN8.
$GYDQFHG6XUJLFDO'HYLFHVPDQXIDFWXULQJDQGZDUHKRXVHIDFLOLW\LQ7XWWOLQJHQ*HUPDQ\
$GYDQFHG6XUJLFDO'HYLFHVGLVWULEXWLRQIDFLOLW\DQG(XURSHDQKHDGTXDUWHUVLQ%DDU6ZLW]HUODQG
$GYDQFHG6XUJLFDO'HYLFHVPDQXIDFWXULQJIDFLOLW\LQ0DQV²HOG0DVVDFKXVHWWV86
$GYDQFHG6XUJLFDO'HYLFHVPDQXIDFWXULQJIDFLOLW\LQ2NODKRPD&LW\2NODKRPD86
Advanced Surgical Devices manufacturing facility in Calgary, Canada
Advanced Surgical Devices manufacturing facility in Austin, Texas, US
Advanced Surgical Devices manufacturing facility in La Aurora, Costa Rica
Advanced Surgical Devices research facility in Irvine, California, US
$GYDQFHG6XUJLFDO'HYLFHVPDQXIDFWXULQJIDFLOLW\LQ6DQJDPHVKZDU,QGLD
$GYDQFHG:RXQG0DQDJHPHQWPDQXIDFWXULQJIDFLOLW\LQ6X]KRX&KLQD
$GYDQFHG:RXQG0DQDJHPHQWPDQXIDFWXULQJIDFLOLW\LQ)RUW6DVNDWFKHZDQ&DQDGD
Advanced Wound Management US headquarters in St. Petersburg, Florida, US
$GYDQFHG:RXQG%LRDFWLYHVKHDGTXDUWHUVDQGODERUDWRU\VSDFHLQ)RUW:RUWK7H[DV86
$GYDQFHG:RXQG%LRDFWLYHVPDQXIDFWXULQJIDFLOLW\LQ&XUDoDR'XWFK&DULEEHDQ

20
84
144
473
971
210
121
192
90
64
67
98
155
17
198
36
23
39
288
76
44
105
16

The Group Global Operations strategy includes ongoing assessment of the optimal facility footprint. The Advanced Surgical Devices
manufacturing facilities in Memphis, Tennessee are largely freehold, a portion of Tuttlingen and the Advanced Wound Management facilities in
+XOODUHIUHHKROGZKLOHRWKHUSULQFLSDOORFDWLRQVDUHOHDVHKROG7KH*URXSKDVIUHHKROGDQGOHDVHKROGLQWHUHVWVLQUHDOHVWDWHLQRWKHUFRXQWULHV
WKURXJKRXWWKHZRUOGEXWQRRWKHULVLQGLYLGXDOO\VLJQL²FDQWWRWKH*URXS:KHUHUHTXLUHGWKHDSSURSULDWHJRYHUQPHQWDODXWKRULWLHVKDYH
approved the facilities.

Off-balance sheet arrangements
0DQDJHPHQWEHOLHYHVWKDWWKH*URXSGRHVQRWKDYHDQ\RIIEDODQFHVKHHWDUUDQJHPHQWVDVGH²QHGE\WKH6(&LQLWHP(RI)RUP)WKDWKDYH
RUDUHUHDVRQDEO\OLNHO\WRKDYHDFXUUHQWRUIXWXUHHIIHFWRQWKH*URXSªV²QDQFLDOFRQGLWLRQFKDQJHVLQ²QDQFLDOFRQGLWLRQUHYHQXHVRUH[SHQVHV
results of operations, liquidity, capital expenditures or capital resources that is material to investors.

Related party transactions
([FHSWIRUWUDQVDFWLRQVZLWKDVVRFLDWHV VHH1RWHRI1RWHVWRWKH*URXSDFFRXQWV QRRWKHUUHODWHGSDUW\KDGPDWHULDOWUDQVDFWLRQVRUORDQV
ZLWK6PLWK 1HSKHZRYHUWKHODVWWKUHH²QDQFLDO\HDUV
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+LJKO\FRPSHWLWLYHPDUNHWV
7KH*URXSªVEXVLQHVVVHJPHQWVFRPSHWHDFURVVDGLYHUVHUDQJHRI
JHRJUDSKLFDQGSURGXFWPDUNHWV(DFKPDUNHWLQZKLFKWKHEXVLQHVV
segments operate contains a number of different competitors,
LQFOXGLQJVSHFLDOLVHGDQGLQWHUQDWLRQDOFRUSRUDWLRQV6LJQL²FDQW
SURGXFWLQQRYDWLRQVWHFKQLFDODGYDQFHVRUWKHLQWHQVL²FDWLRQRI
SULFHFRPSHWLWLRQE\FRPSHWLWRUVFRXOGDGYHUVHO\DIIHFWWKH*URXSªV
operating results.
6RPHRIWKHVHFRPSHWLWRUVPD\KDYHJUHDWHU²QDQFLDOPDUNHWLQJDQG
RWKHUUHVRXUFHVWKDQ6PLWK 1HSKHZ7KHVHFRPSHWLWRUVPD\EHDEOH
WRLQLWLDWHWHFKQRORJLFDODGYDQFHVLQWKH²HOGGHOLYHUSURGXFWVRQPRUH
DWWUDFWLYHWHUPVPRUHDJJUHVVLYHO\PDUNHWWKHLUSURGXFWVRULQYHVW
ODUJHUDPRXQWVRIFDSLWDODQGUHVHDUFKDQGGHYHORSPHQW ©5 'ª LQWR
their businesses.

Competition exists among healthcare providers to gain patients on the
basis of quality, service and price. There has been some consolidation
LQWKH*URXSªVFXVWRPHUEDVHDQGWKLVWUHQGLVH[SHFWHGWRFRQWLQXH
Some customers have joined group purchasing organisations or
introduced other cost containment measures that could lead to
GRZQZDUGSUHVVXUHRQSULFHVRUOLPLWWKHQXPEHURIVXSSOLHUVLQFHUWDLQ
EXVLQHVVDUHDVZKLFKFRXOGDGYHUVHO\DIIHFW6PLWK 1HSKHZªVUHVXOWV
RIRSHUDWLRQVDQGKLQGHULWVJURZWKSRWHQWLDO

7KHPHGLFDOGHYLFHVLQGXVWU\KDVDUDSLGUDWHRIQHZSURGXFW
LQWURGXFWLRQ,QRUGHUWRUHPDLQFRPSHWLWLYHHDFKRIWKH*URXSªV
business segments must continue to develop innovative products
that satisfy customer needs and preferences or provide cost or
RWKHUDGYDQWDJHV'HYHORSLQJQHZSURGXFWVLVDFRVWO\OHQJWK\DQG
XQFHUWDLQSURFHVV7KH*URXSPD\IDLOWRLQQRYDWHGXHWRORZ5 '
LQYHVWPHQWD5 'VNLOOVJDSRUSRRUSURGXFWGHYHORSPHQW$SRWHQWLDO
SURGXFWPD\QRWEHEURXJKWWRPDUNHWRUQRWVXFFHHGLQWKHPDUNHWIRU
DQ\QXPEHURIUHDVRQVLQFOXGLQJIDLOXUHWRZRUNRSWLPDOO\IDLOXUHWR
receive regulatory approval, failure to be cost-competitive, infringement
of patents or other intellectual property rights and changes in consumer
GHPDQG7KH*URXSªVSURGXFWVDQGWHFKQRORJLHVDUHDOVRVXEMHFWWR
PDUNHWLQJDWWDFNE\FRPSHWLWRUV)XUWKHUPRUHQHZSURGXFWVWKDWDUH
GHYHORSHGDQGPDUNHWHGE\WKH*URXSªVFRPSHWLWRUVPD\DIIHFWSULFH
OHYHOVLQWKHYDULRXVPDUNHWVLQZKLFKWKH*URXSªVEXVLQHVVVHJPHQWV
RSHUDWH,IWKH*URXSªVQHZSURGXFWVGRQRWUHPDLQFRPSHWLWLYHZLWK
WKRVHRIFRPSHWLWRUVWKH*URXSªVUHYHQXHFRXOGGHFOLQH

3ULFLQJRIWKH*URXSªVSURGXFWVLVODUJHO\JRYHUQHGLQPRVW(VWDEOLVKHG
0DUNHWVE\JRYHUQPHQWDOUHLPEXUVHPHQWDXWKRULWLHV,QLWLDWLYHV
sponsored by government agencies, legislative bodies and the private
VHFWRUWROLPLWWKHJURZWKRIKHDOWKFDUHFRVWVLQFOXGLQJSULFHUHJXODWLRQ
H[FLVHWD[HVDQGFRPSHWLWLYHSULFLQJDUHRQJRLQJLQPDUNHWVZKHUHWKH
Group has operations. This control may be exercised by determining
prices for an individual product or for an entire procedure. The
Group is exposed to government policies favouring locally sourced
products. The Group is also exposed to changes in reimbursement
SROLF\WD[SROLF\DQGSULFLQJZKLFKPD\KDYHDQDGYHUVHLPSDFWRQ
UHYHQXHDQGRSHUDWLQJSUR²W,QSDUWLFXODUFKDQJHVWRWKHKHDOWKFDUH
OHJLVODWLRQLQWKH86KDYHLPSRVHGVLJQL²FDQWWD[HVRQPHGLFDOGHYLFH
PDQXIDFWXUHUVIURP7KHUHPD\EHDQLQFUHDVHGULVNRIDGYHUVH
changes to government funding policies arising from the deterioration
LQPDFURHFRQRPLFFRQGLWLRQVLQVRPHRIWKH*URXSªVPDUNHWV
7KH*URXSPXVWDGKHUHWRWKHUXOHVODLGGRZQE\JRYHUQPHQWDJHQFLHV
that fund or regulate healthcare, including extensive and complex rules
LQWKH86)DLOXUHWRGRVRFRXOGUHVXOWLQ²QHVRUORVVRIIXWXUHIXQGLQJ

World economic conditions
'HPDQGIRUWKH*URXSªVSURGXFWVLVGULYHQE\GHPRJUDSKLFWUHQGV
including the ageing population and the incidence of osteoporosis
DQGREHVLW\6XSSO\RIXVHRIDQGSD\PHQWIRUWKH*URXSªVSURGXFWV
DUHDOVRLQ³XHQFHGE\ZRUOGHFRQRPLFFRQGLWLRQVZKLFKFRXOGSODFH
increased pressure on demand and pricing, adversely impacting the
*URXSªVDELOLW\WRGHOLYHUUHYHQXHDQGPDUJLQJURZWK7KHFRQGLWLRQV
FRXOGIDYRXUODUJHUEHWWHUFDSLWDOLVHGJURXSVZLWKKLJKHUPDUNHW
VKDUHVDQGPDUJLQV$VDFRQVHTXHQFHWKH*URXSªVSURVSHULW\
LVOLQNHGWRJHQHUDOHFRQRPLFFRQGLWLRQVDQGWKHUHLVDULVNRI
GHWHULRUDWLRQRIWKH*URXSªVSHUIRUPDQFHDQG²QDQFHVGXULQJDGYHUVH
macro economic conditions.
'XULQJHFRQRPLFFRQGLWLRQVZRUOGZLGHFRQWLQXHGWRFUHDWH
several challenges for the Group, including deferrals of joint
UHSODFHPHQWSURFHGXUHVKHLJKWHQHGSULFLQJSUHVVXUHVLJQL²FDQW
declines in capital equipment expenditures at hospitals and increased
uncertainty over the collectability of European government debt,
particularly those in certain parts of southern Europe. These factors
WHPSHUHGWKHRYHUDOOJURZWKRIWKH*URXSªVJOREDOPDUNHWVDQGFRXOG
KDYHDQLQFUHDVHGLPSDFWRQJURZWKLQWKHIXWXUH
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Continual development and introduction
RIQHZSURGXFWV

,QPRVW(VWDEOLVKHG0DUNHWVWKURXJKRXWWKHZRUOGH[SHQGLWXUH
on medical devices is ultimately controlled to a large extent by
JRYHUQPHQWV)XQGVPD\EHPDGHDYDLODEOHRUZLWKGUDZQIURP
healthcare budgets depending on government policy. The Group
is therefore largely dependent on future governments providing
LQFUHDVHGIXQGVFRPPHQVXUDWHZLWKWKHLQFUHDVHGGHPDQGDULVLQJ
from demographic trends.

CORPORATE GOVERNANCE

7KHUHLVDSRVVLELOLW\RIIXUWKHUFRQVROLGDWLRQRIFRPSHWLWRUVZKLFK
FRXOGDGYHUVHO\DIIHFWWKH*URXSªVDELOLW\WRFRPSHWHZLWKODUJHU
FRPSDQLHVGXHWRLQVXI²FLHQW²QDQFLDOUHVRXUFHV,IDQ\RIWKH*URXSªV
EXVLQHVVHVZHUHWRORVHPDUNHWVKDUHRUDFKLHYHORZHUWKDQH[SHFWHG
UHYHQXHJURZWKWKHUHFRXOGEHDGLVSURSRUWLRQDWHDGYHUVHLPSDFWRQ
WKH*URXSªVVKDUHSULFHDQGLWVVWUDWHJLFRSWLRQV

Dependence on government and other funding

STRATEGIC REPORT

7KHUHDUHNQRZQDQGXQNQRZQULVNVDQGXQFHUWDLQWLHVUHODWLQJWR
6PLWK 1HSKHZªVEXVLQHVV7KHIDFWRUVOLVWHGEHORZFRXOGFDXVH
WKH*URXSªVEXVLQHVV²QDQFLDOSRVLWLRQDQGUHVXOWVRIRSHUDWLRQVWR
differ materially and adversely from expected and historical levels. In
DGGLWLRQRWKHUIDFWRUVQRWOLVWHGKHUHWKDW6PLWK 1HSKHZFDQQRW
SUHVHQWO\LGHQWLI\RUGRHVQRWEHOLHYHWREHHTXDOO\VLJQL²FDQWFRXOG
DOVRPDWHULDOO\DGYHUVHO\DIIHFW6PLWK 1HSKHZªVEXVLQHVV²QDQFLDO
position or results of operations.

The Group maintains reserves for excess and obsolete inventory
resulting from the potential inability to sell its products at prices in
H[FHVVRIFXUUHQWFDUU\LQJFRVWV0DUNHWSODFHFKDQJHVUHVXOWLQJIURP
WKHLQWURGXFWLRQRIQHZSURGXFWVRUVXUJLFDOSURFHGXUHVPD\FDXVH
VRPHRIWKH*URXSªVSURGXFWVWREHFRPHREVROHWH7KH*URXSPDNHV
estimates regarding the future recoverability of the costs of these
products and records a provision for excess and obsolete inventories
based on historical experience, expiration of sterilisation dates and
expected future trends. If actual product life cycles, product demand
RUDFFHSWDQFHRIQHZSURGXFWLQWURGXFWLRQVDUHOHVVIDYRXUDEOHWKDQ
SURMHFWHGE\PDQDJHPHQWDGGLWLRQDOLQYHQWRU\ZULWHGRZQVPD\
be required.

27+(5,1)250$7,21

Group information continued

Political uncertainties
7KH*URXSRSHUDWHVRQDZRUOGZLGHEDVLVDQGKDVGLVWULEXWLRQ
channels, purchasing agents and buying entities in over 100 countries.
Political upheaval in some of those countries or in surrounding regions
PD\LPSDFWWKH*URXSªVUHVXOWVRIRSHUDWLRQV3ROLWLFDOFKDQJHVLQD
FRXQWU\FRXOGSUHYHQWWKH*URXSIURPUHFHLYLQJUHPLWWDQFHVRISUR²W
from a member of the Group located in that country or from selling
its products or investments in that country. Furthermore, changes in
government policy regarding preference for local suppliers, import
TXRWDVWD[DWLRQRURWKHUPDWWHUVFRXOGDGYHUVHO\DIIHFWWKH*URXSªV
UHYHQXHDQGRSHUDWLQJSUR²W:DUHFRQRPLFVDQFWLRQVWHUURULVW
DFWLYLWLHVRURWKHUFRQ³LFWFRXOGDOVRDGYHUVHO\LPSDFWWKH*URXS
7KHVHULVNVPD\EHJUHDWHULQHPHUJLQJPDUNHWVZKLFKDFFRXQWIRUDQ
LQFUHDVLQJSRUWLRQRIWKH*URXSªVEXVLQHVV

&XUUHQF\³XFWXDWLRQV
6PLWK 1HSKHZªVUHVXOWVRIRSHUDWLRQVDUHDIIHFWHGE\WUDQVDFWLRQDO
exchange rate movements in that they are subject to exposures
arising from revenue in a currency different from the related costs and
H[SHQVHV7KH*URXSªVPDQXIDFWXULQJFRVWEDVHLVVLWXDWHGSULQFLSDOO\
LQWKH86WKH8.&KLQDDQG6ZLW]HUODQGIURPZKLFK²QLVKHGSURGXFWV
DUHH[SRUWHGWRWKH*URXSªVVHOOLQJRSHUDWLRQVZRUOGZLGH7KXVWKH
*URXSLVH[SRVHGWR³XFWXDWLRQVLQH[FKDQJHUDWHVEHWZHHQWKH86
'ROODU6WHUOLQJDQG6ZLVV)UDQFDQGWKHFXUUHQF\RIWKH*URXSªVVHOOLQJ
operations, particularly the Euro, Australian Dollar and Japanese Yen.
,IWKH86'ROODU6WHUOLQJRU6ZLVV)UDQFVKRXOGVWUHQJWKHQDJDLQVWWKH
(XUR$XVWUDOLDQ'ROODUDQGWKH-DSDQHVH<HQWKH*URXSªVWUDGLQJ
margin could be adversely affected.
The Group manages the impact of exchange rate movements on
UHYHQXHDQGFRVWRIJRRGVVROGE\DSROLF\RIWUDQVDFWLQJIRUZDUG
IRUHLJQFXUUHQF\FRPPLWPHQWVZKHQ²UPSXUFKDVHRUGHUVDUHSODFHG
,QDGGLWLRQWKH*URXSªVSROLF\LVIRUIRUHFDVWWUDQVDFWLRQVWREHFRYHUHG
EHWZHHQDQGIRUXSWRRQH\HDU
The Group uses the US Dollar as its reporting currency and the US
'ROODULVWKHIXQFWLRQDOFXUUHQF\RI6PLWK 1HSKHZSOF7KH*URXSªV
UHYHQXHVSUR²WVDQGHDUQLQJVDUHDOVRDIIHFWHGE\H[FKDQJHUDWH
movements on the translation of results of operations in foreign
VXEVLGLDULHVIRU²QDQFLDOUHSRUWLQJSXUSRVHV6HH©/LTXLGLW\DQGFDSLWDO
UHVRXUFHVªRQSDJH

Manufacturing and supply
7KH*URXSªVPDQXIDFWXULQJSURGXFWLRQLVFRQFHQWUDWHGDWPDLQ
IDFLOLWLHVLQ$XVWLQ0HPSKLV0DQV²HOGDQG2NODKRPD&LW\LQWKH
86+XOODQG:DUZLFNLQWKH8.$DUDXLQ6ZLW]HUODQG7XWWOLQJHQLQ
*HUPDQ\)RUW6DVNDWFKHZDQDQG&DOJDU\LQ&DQDGD6DQJDPHVKZDU
LQ,QGLD6X]KRXDQG%HLMLQJLQ&KLQD/D$XURUDLQ&RVWD5LFDDQG
&XUDoDR,IPDMRUSK\VLFDOGLVUXSWLRQWRRNSODFHDWDQ\RIWKHVHVLWHV
it could adversely affect the results of operations. Physical loss and
FRQVHTXHQWLDOORVVLQVXUDQFHLVFDUULHGWRFRYHUVXFKULVNVEXWLV
VXEMHFWWROLPLWVDQGGHGXFWLEOHVDQGPD\QRWEHVXI²FLHQWWRFRYHU
catastrophic loss. Management of orthopaedic inventory is complex,
SDUWLFXODUO\IRUHFDVWLQJDQGSURGXFWLRQSODQQLQJ7KHUHLVDULVNWKDW
failures in operational execution could lead to excess inventory or
individual product shortages.
(DFKRIWKHEXVLQHVVVHJPHQWVLVUHOLDQWRQFHUWDLQNH\VXSSOLHUVRIUDZ
PDWHULDOVFRPSRQHQWV²QLVKHGSURGXFWVDQGSDFNDJLQJPDWHULDOVRU
in some cases on a single supplier.
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These suppliers must provide the materials and perform the activities
WRWKH*URXSªVVWDQGDUGRITXDOLW\UHTXLUHPHQWV
Consequently, the Group may be forced to pay higher prices to obtain
UDZPDWHULDOVZKLFKLWPD\QRWEHDEOHWRSDVVRQWRLWVFXVWRPHUVLQ
WKHIRUPRILQFUHDVHGSULFHVIRULWV²QLVKHGSURGXFWV,QDGGLWLRQVRPH
RIWKHUDZPDWHULDOVXVHGPD\EHFRPHXQDYDLODEOHDQGWKHUHFDQEH
QRDVVXUDQFHWKDWWKH*URXSZLOOEHDEOHWRREWDLQVXLWDEOHDQGFRVW
effective substitutes. Any interruption of supply caused by these or
RWKHUIDFWRUVFRXOGQHJDWLYHO\LPSDFW6PLWK 1HSKHZªVUHYHQXHDQG
RSHUDWLQJSUR²W
7KH*URXSZLOOIURPWLPHWRWLPHRXWVRXUFHWKHPDQXIDFWXUHRI
FRPSRQHQWVDQG²QLVKHGSURGXFWVWRWKLUGSDUWLHVDQGZLOOSHULRGLFDOO\
UHORFDWHWKHPDQXIDFWXUHRISURGXFWDQGRUSURFHVVHVEHWZHHQ
H[LVWLQJIDFLOLWLHV:KLOHWKHVHDUHSODQQHGDFWLYLWLHVZLWKWKHVH
WUDQVIHUVWKHUHLVDULVNRIGLVUXSWLRQWRVXSSO\

$WWUDFWLQJDQGUHWDLQLQJNH\SHUVRQQHO
7KH*URXSªVFRQWLQXHGGHYHORSPHQWGHSHQGVRQLWVDELOLW\WRKLUH
DQGUHWDLQKLJKO\VNLOOHGSHUVRQQHOZLWKSDUWLFXODUH[SHUWLVH7KLVLV
FULWLFDOSDUWLFXODUO\LQJHQHUDOPDQDJHPHQWUHVHDUFKQHZSURGXFW
GHYHORSPHQWDQGLQWKHVDOHVIRUFHV,I6PLWK 1HSKHZLVXQDEOH
WRUHWDLQNH\SHUVRQQHOLQJHQHUDOPDQDJHPHQWUHVHDUFKDQGQHZ
product development or if its largest sales forces suffer disruption or
XSKHDYDOLWVUHYHQXHDQGRSHUDWLQJSUR²WZRXOGEHDGYHUVHO\DIIHFWHG
Additionally, if the Group is unable to recruit, hire, develop and retain
DWDOHQWHGFRPSHWLWLYHZRUNIRUFHLWPD\QRWEHDEOHWRPHHWLWV
strategic business objectives.

Proprietary rights and patents
'XHWRWKHWHFKQRORJLFDOQDWXUHRIPHGLFDOGHYLFHVDQGWKH*URXSªV
HPSKDVLVRQVHUYLQJLWVFXVWRPHUVZLWKLQQRYDWLYHSURGXFWVWKH*URXS
has been subject to patent infringement claims and is subject to the
potential for additional claims.
Claims asserted by third parties regarding infringement of their
intellectual property rights, if successful, could require the Group
WRH[SHQGWLPHDQGVLJQL²FDQWUHVRXUFHVWRSD\GDPDJHVGHYHORS
QRQLQIULQJLQJSURGXFWVRUREWDLQOLFHQFHVWRWKHSURGXFWVZKLFKDUH
WKHVXEMHFWRIVXFKOLWLJDWLRQWKHUHE\DIIHFWLQJWKH*URXSªVJURZWK
DQGSUR²WDELOLW\6PLWK 1HSKHZDWWHPSWVWRSURWHFWLWVLQWHOOHFWXDO
SURSHUW\DQGUHJXODUO\RSSRVHVWKLUGSDUW\SDWHQWVDQGWUDGHPDUNV
ZKHUHDSSURSULDWHLQWKRVHDUHDVWKDWPLJKWFRQ³LFWZLWKWKH*URXSªV
EXVLQHVVLQWHUHVWV,I6PLWK 1HSKHZIDLOVWRSURWHFWDQGHQIRUFHLWV
intellectual property rights successfully, its competitive position could
VXIIHUZKLFKFRXOGKDUPLWVUHVXOWVRIRSHUDWLRQV

Product liability claims and loss of reputation
The development, manufacture and sale of medical devices entail
ULVNRISURGXFWOLDELOLW\FODLPVRUUHFDOOV'HVLJQDQGPDQXIDFWXULQJ
GHIHFWVZLWKUHVSHFWWRSURGXFWVVROGE\WKH*URXSRUE\FRPSDQLHV
it has acquired could damage, or impair the repair of, body functions.
7KH*URXSPD\EHFRPHVXEMHFWWROLDELOLW\ZKLFKFRXOGEHVXEVWDQWLDO
because of actual or alleged defects in its products. In addition, product
GHIHFWVFRXOGOHDGWRWKHQHHGWRUHFDOOIURPWKHPDUNHWH[LVWLQJ
SURGXFWVZKLFKPD\EHFRVWO\DQGKDUPIXOWRWKH*URXSªVUHSXWDWLRQ
There can be no assurance that customers, particularly in the US, the
*URXSªVODUJHVWJHRJUDSKLFDOPDUNHWZLOOQRWEULQJSURGXFWOLDELOLW\RU
UHODWHGFODLPVWKDWZRXOGKDYHDPDWHULDODGYHUVHHIIHFWRQWKH*URXSªV
²QDQFLDOSRVLWLRQRUUHVXOWVRIRSHUDWLRQVLQWKHIXWXUHRUWKDWWKH*URXS
ZLOOEHDEOHWRUHVROYHVXFKFODLPVZLWKLQLQVXUDQFHOLPLWV

Regulatory standards and compliance in the
healthcare industry

International regulation

Regulatory approval
The international medical device industry is highly regulated.
5HJXODWRU\UHTXLUHPHQWVDUHDPDMRUIDFWRULQGHWHUPLQLQJZKHWKHU
VXEVWDQFHVDQGPDWHULDOVFDQEHGHYHORSHGLQWRPDUNHWDEOHSURGXFWV
and the amount of time and expense that should be allotted to
such development.

7KHWUHQGLVWRZDUGVPRUHVWULQJHQWUHJXODWLRQDQGKLJKHUVWDQGDUGV
of technical appraisal. Such controls have become increasingly
GHPDQGLQJWRFRPSO\ZLWKDQGPDQDJHPHQWEHOLHYHVWKDWWKLVWUHQG
ZLOOFRQWLQXH
Regulatory requirements may also entail inspections for compliance
ZLWKDSSURSULDWHVWDQGDUGVLQFOXGLQJWKRVHUHODWLQJWR4XDOLW\
Management Systems or Good Manufacturing Practices regulations.
$OOPDQXIDFWXULQJDQGRWKHUVLJQL²FDQWIDFLOLWLHVZLWKLQWKH*URXS
DUHVXEMHFWWRUHJXODULQWHUQDODQGH[WHUQDODXGLWIRUFRPSOLDQFHZLWK
national and Group medical device regulation and policies.

$NH\HOHPHQWRIWKH*URXSªVVWUDWHJ\IRUFRQWLQXHGJURZWKLVWRPDNH
acquisitions or alliances to complement its existing business. Failure to
identify appropriate acquisition targets or failure to conduct adequate
GXHGLOLJHQFHRUWRLQWHJUDWHWKHPVXFFHVVIXOO\ZRXOGKDYHDQDGYHUVH
LPSDFWRQWKH*URXSªVFRPSHWLWLYHSRVLWLRQDQGSUR²WDELOLW\7KLV
FRXOGUHVXOWIURPWKHGLYHUVLRQRIPDQDJHPHQWUHVRXUFHVWRZDUGV
the acquisition or integration process, challenges of integrating
RUJDQLVDWLRQVRIGLIIHUHQWJHRJUDSKLFFXOWXUDODQGHWKLFDOEDFNJURXQGV
DVZHOODVWKHSURVSHFWRIWDNLQJRQXQH[SHFWHGRUXQNQRZQOLDELOLWLHV
,QDGGLWLRQWKHDYDLODELOLW\RIJOREDOFDSLWDOPD\PDNH²QDQFLQJOHVV
attainable or more expensive and could result in the Group failing in its
VWUDWHJLFDLPRIJURZWKE\DFTXLVLWLRQRUDOOLDQFH

5HODWLRQVKLSVZLWKKHDOWKFDUHSURIHVVLRQDOV
7KH*URXSVHHNVWRPDLQWDLQHIIHFWLYHDQGHWKLFDOZRUNLQJUHODWLRQVKLSV
ZLWKSK\VLFLDQVDQGPHGLFDOSHUVRQQHOZKRDVVLVWLQWKHUHVHDUFKDQG
GHYHORSPHQWRIQHZSURGXFWVRULPSURYHPHQWVWRRXUH[LVWLQJSURGXFW
UDQJHRULQSURGXFWWUDLQLQJDQGPHGLFDOHGXFDWLRQ,IZHDUHXQDEOH
to maintain these relationships our ability to meet the demands of our
FXVWRPHUVFRXOGEHGLPLQLVKHGDQGRXUUHYHQXHDQGSUR²WFRXOGEH
materially adversely affected.

Reliance on sophisticated information technology
7KH*URXSXVHVDZLGHYDULHW\RILQIRUPDWLRQV\VWHPVSURJUDPPHV
and technology to manage our business. Our systems are vulnerable
WRDF\EHUDWWDFNPDOLFLRXVLQWUXVLRQORVVRIGDWDSULYDF\RUDQ\RWKHU
VLJQL²FDQWGLVUXSWLRQ2XUV\VWHPVKDYHEHHQDQGZLOOFRQWLQXHWREH
the target of such threats. We have systems in place to minimise the
ULVNDQGGLVUXSWLRQRIWKHVHLQWUXVLRQVDQGWRPRQLWRURXUV\VWHPV
on an ongoing basis for current or potential threats. There can be no
DVVXUDQFHWKDWWKHVHPHDVXUHVZLOOSURYHHIIHFWLYHLQSURWHFWLQJ6PLWK
1HSKHZIURPIXWXUHLQWHUUXSWLRQVDQGDVDUHVXOWWKHSHUIRUPDQFHRI
the Group could be materially adversely affected.

2WKHUULVNIDFWRUV
6PLWK 1HSKHZLVVXEMHFWWRDQXPEHURIRWKHUULVNVZKLFKDUH
FRPPRQWRPRVWJOREDOPHGLFDOWHFKQRORJ\JURXSVDQGDUHUHYLHZHG
DVSDUWRIWKH*URXSªVULVNPDQDJHPHQWSURFHVV

)DFWRUVDIIHFWLQJ6PLWK 1HSKHZªVUHVXOWVRI
operations
*RYHUQPHQWHFRQRPLF²VFDOPRQHWDU\DQGSROLWLFDOSROLFLHVDUHDOO
IDFWRUVWKDWPDWHULDOO\DIIHFWWKH*URXSªVRSHUDWLRQRULQYHVWPHQWVRI
VKDUHKROGHUV2WKHUIDFWRUVLQFOXGHVDOHVWUHQGVFXUUHQF\³XFWXDWLRQV
DQGLQQRYDWLRQ(DFKRIWKHVHIDFWRUVLVGLVFXVVHGIXUWKHULQWKH©2XU
PDUNHWSODFHªRQSDJHVWR©6HJPHQWSHUIRUPDQFHªRQSDJHV
WRDQG©7D[DWLRQLQIRUPDWLRQIRUVKDUHKROGHUVªRQSDJHVWR
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National regulatory authorities administer and enforce a complex
VHULHVRIODZVDQGUHJXODWLRQVWKDWJRYHUQWKHGHVLJQGHYHORSPHQW
DSSURYDOPDQXIDFWXUHODEHOOLQJPDUNHWLQJDQGVDOHRIKHDOWKFDUH
SURGXFWV7KH\DOVRUHYLHZGDWDVXSSRUWLQJWKHVDIHW\DQGHI²FDF\
of such products. Of particular importance is the requirement in
many countries that products be authorised or registered prior
WRPDQXIDFWXUHPDUNHWLQJRUVDOHDQGWKDWVXFKDXWKRULVDWLRQRU
registration be subsequently maintained. The major regulatory
DJHQFLHVIRU6PLWK 1HSKHZªVSURGXFWVLQFOXGHWKH)RRGDQG
'UXJ$GPLQLVWUDWLRQ ©)'$ª LQWKH86WKH0HGLFLQHVDQG+HDOWKFDUH
SURGXFWV5HJXODWRU\$JHQF\LQWKH8.WKH0LQLVWU\RI+HDOWK/DERXU
and Welfare in Japan, the China Food and Drug Administration and the
Australian Therapeutic Goods Administration.
$WDQ\WLPHWKH*URXSLVDZDLWLQJDQXPEHURIUHJXODWRU\DSSURYDOV
ZKLFKLIQRWUHFHLYHGFRXOGDGYHUVHO\DIIHFWUHVXOWVRIRSHUDWLRQV

)DLOXUHWRPDNHVXFFHVVIXODFTXLVLWLRQV

CORPORATE GOVERNANCE

7KH*URXSRSHUDWHVDFURVVWKHZRUOGDQGLVVXEMHFWWROHJLVODWLRQ
including anti-bribery and corruption and data protection, in each
FRXQWU\LQZKLFKZHRSHUDWH2XULQWHUQDWLRQDORSHUDWLRQVDUHJRYHUQHG
E\WKH8.%ULEHU\$FWDQGWKH86)RUHLJQ&RUUXSW3UDFWLFHV$FW )&3$ 
ZKLFKSURKLELWXVRURXUDJHQWVIURPPDNLQJRURIIHULQJLPSURSHU
SD\PHQWVWRIRUHLJQJRYHUQPHQWVDQGWKHLURI²FLDOVIRUWKHSXUSRVHRI
obtaining or maintaining business or product approvals. Enforcement
RIVXFKOHJLVODWLRQKDVLQFUHDVHGLQUHFHQW\HDUVZLWKVLJQL²FDQW²QHV
and penalties being imposed on companies and individuals. Our
LQWHUQDWLRQDORSHUDWLRQVSDUWLFXODUO\LQWKHHPHUJLQJPDUNHWVH[SRVH
WKH*URXSWRWKHULVNWKDWRXUHPSOR\HHVRUDJHQWVZLOOHQJDJHLQ
prohibited activities.

)DLOXUHWRFRPSO\ZLWKWKHVHUHJXODWRU\UHTXLUHPHQWVFRXOGKDYHD
QXPEHURIDGYHUVHFRQVHTXHQFHVLQFOXGLQJZLWKGUDZDORIDSSURYDO
to sell a product in a country, temporary closure of a manufacturing
IDFLOLW\²QHVDQGSRWHQWLDOGDPDJHWRFRPSDQ\UHSXWDWLRQ

STRATEGIC REPORT

%XVLQHVVSUDFWLFHVLQWKHKHDOWKFDUHLQGXVWU\DUHVXEMHFWWRUHJXODWLRQ
DQGUHYLHZE\YDULRXVJRYHUQPHQWDXWKRULWLHV,QJHQHUDOWKHWUHQGLQ
PDQ\FRXQWULHVLQZKLFKWKH*URXSGRHVEXVLQHVVLVWRZDUGVKLJKHU
expectations and increased enforcement activity by governmental
DXWKRULWLHV:KLOHWKH*URXSLVFRPPLWWHGWRGRLQJEXVLQHVVZLWK
LQWHJULW\DQGZHOFRPHVWKHWUHQGWRKLJKHUVWDQGDUGVLQWKHKHDOWKFDUH
industry, the Group and other companies in the industry have been
subject to investigations and other enforcement activity that have
LQFXUUHGDQGPD\FRQWLQXHWRLQFXUVLJQL²FDQWH[SHQVH6HH1RWH
WRWKH*URXSDFFRXQWV8QGHUFHUWDLQFLUFXPVWDQFHVLIWKH*URXSZHUH
IRXQGWRKDYHYLRODWHGWKHODZLWVDELOLW\WRVHOOLWVSURGXFWVWRFHUWDLQ
customers could be restricted.

Payment for medical devices may be governed by reimbursement tariff
agencies in a number of countries. Reimbursement rates may be set in
response to perceived economic value of the devices, based on clinical
and other data relating to cost, patient outcomes and comparative
effectiveness. They may also be affected by overall government
budgetary considerations. The Group believes that its emphasis on
innovative products and services should contribute to success in
this environment.

27+(5,1)250$7,21

2WKHU²QDQFLDOLQIRUPDWLRQ

6HOHFWHG²QDQFLDOGDWD
Income statement
Revenue
Cost of goods sold
*URVV3UR²W
Selling, general and administrative expenses
Research and development expenses
2SHUDWLQJSUR²W
1HWLQWHUHVW SD\DEOH UHFHLYDEOH
2WKHU²QDQFH FRVWV LQFRPH
Share of results of associates
3UR²WRQGLVSRVDORIQHWDVVHWVKHOGIRUVDOH
3UR²WEHIRUHWD[DWLRQ
Taxation
$WWULEXWDEOHSUR²WIRUWKH\HDU
Earnings per ordinary share
%DVLF
Diluted
$GMXVWHGDWWULEXWDEOHSUR²W
$WWULEXWDEOHSUR²WIRUWKH\HDU
Acquisition-related costs
Restructuring and rationalisation expenses
Legal and other
Amortisation of acquisition intangibles and impairments
3UR²WRQGLVSRVDORIQHWDVVHWVKHOGIRUVDOH
Taxation on excluded items
$GMXVWHGDWWULEXWDEOHSUR²W
$GMXVWHGEDVLFHDUQLQJVSHURUGLQDU\VKDUH ©(36$ª  L
$GMXVWHGGLOXWHGHDUQLQJVSHURUGLQDU\VKDUH LL

2014
$ million

2013
$ million

2012
$ million

2011
$ million

2010
$ million

4,617
(1,162)
3,455
(2,471)
(235)
749
(22)
(11)
(2)
–
714
(213)
501

4,351

3,251


810
4


¥
802

556

4,137

3,067


846
2

4
251
1,092

721

4,270

3,130


862


¥
¥
841

575

3,962

2,931


920


¥
¥
889

609

56.1¢
55.7¢

61.7¢
61.4¢

80.4¢
80.0¢

64.5¢
64.2¢

68.6¢
68.5¢

501
125
61
(2)
129
–
(71)
743
83.2¢
82.6¢

556
31
58
¥
88
¥

693
76.9¢
76.5¢

721
11
65
¥
43

82
671
74.8¢
74.5¢

575
¥
40
23
36
¥

657
73.7¢
73.4¢

609
¥
15
¥
34
¥

648
73.0¢
72.9¢

L  $GMXVWHGEDVLFHDUQLQJVSHURUGLQDU\VKDUHLVFDOFXODWHGE\GLYLGLQJDGMXVWHGDWWULEXWDEOHSUR²WE\WKHDYHUDJHQXPEHURIVKDUHV
LL  $GMXVWHGGLOXWHGHDUQLQJVSHURUGLQDU\VKDUHLVFDOFXODWHGE\GLYLGLQJDGMXVWHGDWWULEXWDEOHSUR²WE\WKHGLOXWHGQXPEHURIVKDUHV
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2011
$ million

2010
$ million

4,866
2,440
–
7,306
184
574
11
(315)
3,586
4,040
2,104
1,162
–
3,266
7,306

3,563
2,256
¥
5,819
184
535
10

3,640
4,047
699
1,073
¥
1,772
5,819

3,498
2,144
¥
5,642
193
488
¥

3,938
3,884
828
930
¥
1,758
5,642

2,542
2,080
125
4,747
191
413
¥

3,349
3,187
422
1,119
19
1,560
4,747

2,579
2,154
¥
4,733
191
396
¥

2,964
2,773
1,046
914
¥
1,960
4,733

961
(33)
(245)
683

1,138


867

1,184


902

1,135


842

1,111
 
 
859

(375)
(1,556)
–
(2)
188
4
(250)
(35)
(1,343)
(17)
(253)
(1,613)



¥
¥
¥
3


41






103

¥
6

77

5





¥
¥
¥
7

11
360





¥
¥
¥
¥
8

10
438
13



40%
29.60¢
5.1%

6%
27.40¢
5.3%

7%
26.10¢
4.1%

4%
17.40¢
3.9%

18%
15.82¢
3.8%

8.1%

7.8%

6.4%

7.5%

7.7%

L  7KH%RDUGKDVSURSRVHGD²QDOGLYLGHQGRI86FHQWVSHUVKDUHZKLFKWRJHWKHUZLWKWKH²UVWLQWHULPGLYLGHQGRI86FHQWVPDNHVDWRWDOIRURI86FHQWV
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2012
$ million

CORPORATE GOVERNANCE

Exchange adjustments
2SHQLQJ QHWGHEW QHWFDVK
Closing net debt
6HOHFWHG²QDQFLDOUDWLRV
*HDULQJ FORVLQJQHWGHEWDVDSHUFHQWDJHRIWRWDOHTXLW\
'LYLGHQGVSHURUGLQDU\VKDUH L
Research and development costs to Revenue
&DSLWDOH[SHQGLWXUH LQFOXGLQJLQWDQJLEOHVEXWH[FOXGLQJ
JRRGZLOO WRUHYHQXH

2013
$ million

STRATEGIC REPORT

Group balance sheet
Non-current assets
Current assets
Assets held for sale
Total assets
Share capital
Share premium
Capital redemption reserve
Treasury shares
Retained earnings and other reserves
Total equity
Non-current liabilities
Current liabilities
/LDELOLWLHVGLUHFWO\DVVRFLDWHGZLWKDVVHWVKHOGIRUVDOH
Total liabilities
Total equity and liabilities
*URXSFDVK³RZVWDWHPHQW
Cash generated from operations
Net interest paid
Income taxes paid
1HWFDVKLQ³RZIURPRSHUDWLQJDFWLYLWLHV
&DSLWDOH[SHQGLWXUH LQFOXGLQJWUDGHLQYHVWPHQWVDQGQHWRI
GLVSRVDOVRISURSHUW\SODQWDQGHTXLSPHQW
Acquisitions and disposals
Proceeds on disposal of net assets held for sale
Investment in associate
Proceeds from associate loan redemption
3URFHHGVIURPRZQVKDUHV
Equity dividends paid
Issue of ordinary capital and treasury shares purchased

2014
$ million

27+(5,1)250$7,21

2WKHU²QDQFLDOLQIRUPDWLRQcontinued

Non-GAAP Financial Information
7KHVH)LQDQFLDO6WDWHPHQWVLQFOXGH²QDQFLDOPHDVXUHVWKDWDUH
not prepared in accordance with International Financial Reporting
6WDQGDUGV ©,)56ª 7KHVHPHDVXUHVZKLFKLQFOXGHWUDGLQJSUR²W
WUDGLQJSUR²WPDUJLQ(36$DQGXQGHUO\LQJJURZWKH[FOXGHWKHHIIHFW
of certain cash and non-cash items that Group management believes
DUHQRWUHODWHGWRWKHXQGHUO\LQJSHUIRUPDQFHRIWKH*URXS7KHVH
QRQ,)56²QDQFLDOPHDVXUHVDUHDOVRXVHGE\PDQDJHPHQWWRPDNH
RSHUDWLQJGHFLVLRQVEHFDXVHWKH\IDFLOLWDWHLQWHUQDOFRPSDULVRQVRI
performance to historical results on both a business segment and a
consolidated Group basis.
1RQ,)56²QDQFLDOPHDVXUHVDUHSUHVHQWHGLQWKHVH)LQDQFLDO
6WDWHPHQWVDVWKH*URXSªVPDQDJHPHQWEHOLHYHWKDWWKH\SURYLGH
investors with a means of evaluating performance of the business
segments and the consolidated Group on a consistent basis, similar
WRWKHZD\LQZKLFKWKH*URXSªVPDQDJHPHQWHYDOXDWHVSHUIRUPDQFH
that is not otherwise apparent on an IFRS basis, given that certain
non-recurring, infrequent or non-cash items that management does
QRWRWKHUZLVHEHOLHYHDUHLQGLFDWLYHRIWKHXQGHUO\LQJSHUIRUPDQFHRI
WKHFRQVROLGDWHG*URXSPD\QRWEHH[FOXGHGZKHQSUHSDULQJ²QDQFLDO
measures under IFRS. These non-IFRS measures should not be
FRQVLGHUHGLQLVRODWLRQIURPDVVXEVWLWXWHVIRURUVXSHULRUWR²QDQFLDO
measures prepared in accordance with IFRS.

Revenue
©8QGHUO\LQJJURZWKLQUHYHQXHªLVXVHGWRFRPSDUHWKHUHYHQXH
LQDJLYHQ\HDUWRWKHSUHYLRXV\HDURQDOLNHIRUOLNHEDVLV7KLVLV
DFKLHYHGE\DGMXVWLQJIRUWKHLPSDFWRIVDOHVRISURGXFWVDFTXLUHG
LQPDWHULDOEXVLQHVVFRPELQDWLRQVDQGIRUPRYHPHQWVLQH[FKDQJH
UDWHV8QGHUO\LQJJURZWKLQUHYHQXHLVQRWSUHVHQWHGLQWKHDFFRXQWV
prepared in accordance with IFRS and is therefore a measure not in
DFFRUGDQFHZLWK*HQHUDOO\$FFHSWHG$FFRXQWLQJ3ULQFLSOHV D©QRQ
GAAP’ measure).
The Group believes that the tabular presentation and reconciliation
RIUHSRUWHGUHYHQXHJURZWKWRXQGHUO\LQJUHYHQXHJURZWKDVVLVWV
investors in their assessment of the Group’s performance in each
business segment and for the Group as a whole.
8QGHUO\LQJJURZWKLQUHYHQXHLVFRQVLGHUHGE\WKH*URXSWREHDQ
LPSRUWDQWPHDVXUHRISHUIRUPDQFHLQWHUPVRIORFDOIXQFWLRQDOFXUUHQF\
VLQFHLWH[FOXGHVWKRVHLWHPVFRQVLGHUHGWREHRXWVLGHWKHLQ³XHQFH
of local management. The Group’s management uses this non-GAAP
PHDVXUHLQLWVLQWHUQDO²QDQFLDOUHSRUWLQJEXGJHWLQJDQGSODQQLQJWR
assess performance on both a business segment and a consolidated
*URXSEDVLV5HYHQXHJURZWKDWFRQVWDQWFXUUHQF\LVLPSRUWDQWLQ
measuring business performance compared to competitors and
FRPSDUHGWRWKHJURZWKRIWKHPDUNHWLWVHOI
The Group considers that revenue from sales of products acquired
in material business combinations results in a step-up in growth in
UHYHQXHLQWKH\HDURIDFTXLVLWLRQWKDWFDQQRWEHZKROO\DWWULEXWHG
to local management’s efforts with respect to the business in the
\HDURIDFTXLVLWLRQ'HSHQGLQJRQWKHWLPLQJRIWKHDFTXLVLWLRQ
WKHUHZLOOXVXDOO\EHDIXUWKHUVWHSFKDQJHLQWKHIROORZLQJ\HDU$
PHDVXUHRIJURZWKH[FOXGLQJWKHHIIHFWVRIEXVLQHVVFRPELQDWLRQV
also allows senior management to evaluate the performance and
UHODWLYHLPSDFWRIJURZWKIURPWKHH[LVWLQJEXVLQHVVDQGJURZWKIURP
DFTXLVLWLRQV7KHSURFHVVRIPDNLQJEXVLQHVVDFTXLVLWLRQVLVGLUHFWHG
approved and funded from the Group corporate centre in line with
VWUDWHJLFREMHFWLYHV
7KHPDWHULDOOLPLWDWLRQRIWKHXQGHUO\LQJJURZWKLQUHYHQXHPHDVXUHLV
WKDWLWH[FOXGHVFHUWDLQIDFWRUVGHVFULEHGDERYHZKLFKXOWLPDWHO\KDYH
DVLJQL²FDQWLPSDFWRQWRWDOUHYHQXHV7KH*URXSFRPSHQVDWHVIRUWKLV
OLPLWDWLRQE\WDNLQJLQWRDFFRXQWUHODWLYHPRYHPHQWVLQH[FKDQJHUDWHV
in its investment, strategic planning and resource allocation. In addition,
as the evaluation and assessment of business acquisitions is not
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within the control of local management, performance of acquisitions is
PRQLWRUHGFHQWUDOO\XQWLOWKHEXVLQHVVLVLQWHJUDWHG
The Group’s management considers that the non-GAAP measure of
XQGHUO\LQJJURZWKLQUHYHQXHDQGWKH*$$3PHDVXUHRIJURZWKLQ
UHYHQXHDUHFRPSOHPHQWDU\PHDVXUHVQHLWKHURIZKLFKPDQDJHPHQW
XVHVH[FOXVLYHO\
©8QGHUO\LQJJURZWKLQUHYHQXHªUHFRQFLOHVWRJURZWKLQUHYHQXH
UHSRUWHGWKHPRVWGLUHFWO\FRPSDUDEOH²QDQFLDOPHDVXUHFDOFXODWHG
LQDFFRUGDQFHZLWK,)56E\PDNLQJWZRDGMXVWPHQWVWKH©FRQVWDQW
FXUUHQF\H[FKDQJHHIIHFWªDQGWKH©DFTXLVLWLRQVDQGGLVSRVDOVHIIHFWª
described below.
7KH©FRQVWDQWFXUUHQF\H[FKDQJHHIIHFWªLVDPHDVXUHRIWKHLQFUHDVH
GHFUHDVHLQUHYHQXHUHVXOWLQJIURPFXUUHQF\PRYHPHQWVRQQRQ
86'ROODUVDOHVDQGLVPHDVXUHGDVWKHGLIIHUHQFHEHWZHHQ WKH
LQFUHDVHGHFUHDVHLQWKHFXUUHQW\HDUUHYHQXHWUDQVODWHGLQWR86
'ROODUVDWWKHFXUUHQW\HDUDYHUDJHH[FKDQJHUDWHDQGWKHSULRUUHYHQXH
WUDQVODWHGDWWKHSULRU\HDUUDWHDQG WKHLQFUHDVHGHFUHDVHEHLQJ
PHDVXUHGE\WUDQVODWLQJFXUUHQWDQGSULRU\HDUUHYHQXHVLQWR86
'ROODUVXVLQJWKHSULRU\HDUFORVLQJUDWH
The ‘acquisitions and disposals effect’ is the measure of the impact
RQUHYHQXHIURPQHZO\DFTXLUHGPDWHULDOEXVLQHVVFRPELQDWLRQV
DQGUHFHQWPDWHULDOEXVLQHVVGLVSRVDOV7KLVLVFDOFXODWHGE\
FRPSDULQJWKHFXUUHQW\HDUFRQVWDQWFXUUHQF\DFWXDOUHYHQXH ZKLFK
LQFOXGHDFTXLVLWLRQVDQGH[FOXGHGLVSRVDOVIURPWKHUHOHYDQWGDWH
RIFRPSOHWLRQ ZLWKSULRU\HDUFRQVWDQWFXUUHQF\DFWXDOUHYHQXH
DGMXVWHGWRLQFOXGHWKHUHVXOWVRIDFTXLVLWLRQVDQGH[FOXGHGLVSRVDOV
IRUWKHFRPPHQVXUDWHSHULRGLQWKHSULRU\HDU7KHVHVDOHVDUH
VHSDUDWHO\WUDFNHGLQWKH*URXSªVLQWHUQDOUHSRUWLQJV\VWHPVDQGDUH
UHDGLO\LGHQWL²DEOH
5HSRUWHGUHYHQXHJURZWKWKHPRVWGLUHFWO\FRPSDUDEOH²QDQFLDO
PHDVXUHFDOFXODWHGLQDFFRUGDQFHZLWK,)56UHFRQFLOHVWRXQGHUO\LQJ
JURZWKLQUHYHQXHDVIROORZV

Reported revenue growth
&RQVWDQWFXUUHQF\H[FKDQJH
effect
$FTXLVLWLRQ'LVSRVDOVHIIHFW
8QGHUO\LQJUHYHQXH

2014
%


%


%

6

5



1
(5)
2



4





$UHFRQFLOLDWLRQRIUHSRUWHGUHYHQXHJURZWKWRXQGHUO\LQJUHYHQXH
JURZWKE\EXVLQHVVVHJPHQWFDQEHIRXQGRQSDJH

7UDGLQJSUR²WWUDGLQJSUR²WPDUJLQDQGWUDGLQJ
FDVK³RZ
7UDGLQJSUR²WWUDGLQJSUR²WPDUJLQDQGWUDGLQJFDVK³RZDUHWUHQG
PHDVXUHVZKLFKSUHVHQWWKHORQJWHUPSUR²WDELOLW\RIWKH*URXS
H[FOXGLQJWKHLPSDFWRIVSHFL²FWUDQVDFWLRQVWKDWPDQDJHPHQW
FRQVLGHUVDIIHFWWKH*URXSªVVKRUWWHUPSUR²WDELOLW\DQGFDVK³RZV7KH
*URXSKDVLGHQWL²HGWKHIROORZLQJLWHPVZKHUHPDWHULDODVWKRVHWR
EHH[FOXGHGIURPRSHUDWLQJSUR²WDQGFDVKJHQHUDWHGIURPRSHUDWLRQV
ZKHQDUULYLQJDWWUDGLQJSUR²WDQGWUDGLQJFDVK³RZUHVSHFWLYHO\
acquisition and disposal related items arising in connection with
business combinations, including amortisation of acquisition intangible
DVVHWVLPSDLUPHQWVDQGLQWHJUDWLRQFRVWVUHVWUXFWXULQJHYHQWVJDLQV
DQGORVVHVUHVXOWLQJIURPOHJDOGLVSXWHVDQGVLJQL²FDQWXQLQVXUHG
ORVVHV,QDGGLWLRQWRWKHVHLWHPVJDLQVRUORVVHVWKDWPDWHULDOO\LPSDFW
WKH*URXSªVSUR²WDELOLW\RUFDVK³RZVRQDVKRUWWHUPRURQHRIIEDVLV
DUHH[FOXGHGIURPRSHUDWLQJSUR²WDQGFDVKJHQHUDWHGIURPRSHUDWLRQV
ZKHQDUULYLQJDWWUDGLQJSUR²WDQGWUDGLQJFDVK³RZUHVSHFWLYHO\

8QGHUO\LQJJURZWKLQWUDGLQJSUR²WDQGWUDGLQJSUR²WPDUJLQ WUDGLQJSUR²WH[SUHVVHGDVDSHUFHQWDJHRIUHYHQXHDQGWUDGLQJFDVK³RZ DUH
PHDVXUHVZKLFKSUHVHQWWKHJURZWKWUHQGLQWKHORQJWHUPSUR²WDELOLW\RIWKH*URXS
8QGHUO\LQJJURZWKLQWUDGLQJSUR²WLVXVHGWRFRPSDUHWKHSHULRGRQSHULRGJURZWKLQWUDGLQJSUR²WRQDOLNHIRUOLNHEDVLV7KLVLVDFKLHYHG
E\DGMXVWLQJIRUWKHLPSDFWRIPDWHULDOEXVLQHVVFRPELQDWLRQVDQGGLVSRVDOVDQGIRUPRYHPHQWVLQH[FKDQJHUDWHVLQWKHVDPHPDQQHUDV
XQGHUO\LQJUHYHQXHJURZWKLVGHWHUPLQHGDVGHVFULEHGDERYH

$GMXVWHGHDUQLQJVSHURUGLQDU\VKDUH ©(36$ª

)RUWKH\HDUHQGHG'HFHPEHU

4,617
(1,127)

(2,200)

1,055


(28)
(11)
(2)
1,027
(284)






/HJDO
DQG
&DSLWDO
RWKHU H[SHQGLWXUH
PLOOLRQ
PLOOLRQ

–



–
(118)

–
(12)
(12)

–
(61)

–
–
–

–


–
–
–
2
–
2

–
(7)
–
–
(125)




–
–
–
–
(61)
15
(46)


–
–
–
–





–
–
–
–
2

(7)


–
–
–
–
–
–
–
–
–
–
–
–
–
–
–









–

(112)

(60)

–





5HSRUWHG
UHVXOWV
2014
PLOOLRQ

4,617
(1,162)

(2,471)


16.2%


(11)
(2)
714

501






$FTXLVLWLRQUHODWHGFRVWV)RUWKH\HDUHQGHG'HFHPEHUWKHVHFRVWVSULPDULO\UHODWHWRWUDQVDFWLRQDQGLQWHJUDWLRQFRVWVDVVRFLDWHG
with the ArthroCare acquisition with a small portion of costs relating to the continued integration of Healthpoint and the recent acquisitions in the
(PHUJLQJ ,QWHUQDWLRQDO0DUNHWV,QDGGLWLRQWUDGLQJUHVXOWVHOLPLQDWHWKHVKRUWWHUPLQFUHDVHLQFRVWRIJRRGVVROGIURPUHFRJQLVLQJDFTXLUHG
LQYHQWRU\DWIDLUYDOXHUDWKHUWKDQVWDQGDUGFRVW)RUWKH\HDUHQGHG'HFHPEHUWKHVHFRVWVSULPDULO\UHODWHWRWKHLQWHJUDWLRQRIWKH
Healthpoint business.
5HVWUXFWXULQJDQGUDWLRQDOLVDWLRQFRVWV)RUWKH\HDUHQGHG'HFHPEHUWKHVHFRVWVUHODWHWRWKH*URXSRSWLPLVDWLRQSURJUDPPHWKDW
ZDVDQQRXQFHGLQ0D\DQGWKHVWUXFWXUDODQGHI²FLHQF\SURJUDPPHDQQRXQFHGLQ$XJXVW
$PRUWLVDWLRQRIDFTXLVLWLRQLQWDQJLEOHV This charge relates to the amortisation of intangible assets acquired in material business combinations.
/HJDODQGRWKHU)RUWKH\HDUHQGHG'HFHPEHUWKLVQHWFUHGLWUHODWHVWRDSDVWVHUYLFHJDLQDQGDVHWWOHPHQWFUHGLWRQWKHFORVXUHRI86
3HQVLRQ3ODQRIPDQGDJDLQRQGLVSRVDORID8.PDQXIDFWXULQJIDFLOLW\RIPRIIVHWE\DFKDUJHRIPUHODWLQJWRWKHOLNHO\FRVWVRID
GLVWULEXWLRQKROGRQ5(1$6<6LQWKH86SHQGLQJQHZUHJXODWRU\DSSURYDOVDQGDFKDUJHRIPUHODWLQJWRWKH+3SURJUDPPHZKLFKZDV
stopped in the fourth quarter.
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781
74%

5HVWUXFWXULQJ
$FTXLVLWLRQ
DQG $PRUWLVDWLRQ
UHODWHG UDWLRQDOLVDWLRQ RIDFTXLVLWLRQ
FRVWV
FRVWV LQWDQJLEOHV
PLOOLRQ
PLOOLRQ
PLOOLRQ

CORPORATE GOVERNANCE

5HYHQXH
Cost of goods sold
*URVVSUR²W
6HOOLQJJHQHUDODQGDGPLQLVWUDWLRQH[SHQVHV
5HVHDUFKDQGGHYHORSPHQWH[SHQVHV
7UDGLQJRSHUDWLQJSUR²W
7UDGLQJRSHUDWLQJSUR²WPDUJLQ
Interest receivable
,QWHUHVWSD\DEOH
2WKHU²QDQFHFRVWV
Share of loss from associates
3UR²WEHIRUHWD[DWLRQ
7D[DWLRQ
$GMXVWHGDWWULEXWDEOHDWWULEXWDEOHSUR²W
(36$(36
Weighted average number of shares (m)
'LOXWHG(36$(36
'LOXWHGZHLJKWHGDYHUDJHQXPEHURIVKDUHV P
7UDGLQJFDVK³RZFDVKJHQHUDWHGIURP
RSHUDWLQJDFWLYLWLHV
7UDGLQJSUR²WWRFDVKFRQYHUVLRQUDWLR 

7UDGLQJ
UHVXOWV
2014
PLOOLRQ

STRATEGIC REPORT

(36$LVDWUHQGPHDVXUHZKLFKSUHVHQWVWKHORQJWHUPSUR²WDELOLW\RIWKH*URXSH[FOXGLQJWKHSRVWWD[LPSDFWRIVSHFL²FWUDQVDFWLRQVWKDW
PDQDJHPHQWFRQVLGHUVDIIHFWVWKH*URXSªVVKRUWWHUPSUR²WDELOLW\7KH*URXSSUHVHQWVWKLVPHDVXUHWRDVVLVWLQYHVWRUVLQWKHLUXQGHUVWDQGLQJRI
WUHQGV$GMXVWHGDWWULEXWDEOHSUR²WLVWKHQXPHUDWRUXVHGIRUWKLVPHDVXUHDQGLVGHWHUPLQHGE\DGMXVWLQJDWWULEXWDEOHSUR²WIRUWKHLWHPVWKDWDUH
H[FOXGHGIURPRSHUDWLQJSUR²WZKHQDUULYLQJDWWUDGLQJSUR²WDQGLWHPVWKDWDUHUHFRJQLVHGEHORZRSHUDWLQJSUR²WWKDWDIIHFWWKH*URXSªVVKRUW
WHUPSUR²WDELOLW\7KHPRVWGLUHFWO\FRPSDUDEOH²QDQFLDOPHDVXUHFDOFXODWHGLQDFFRUGDQFHZLWK,)56LVHDUQLQJVSHURUGLQDU\VKDUH ©(36ª 

27+(5,1)250$7,21

2WKHU²QDQFLDOLQIRUPDWLRQcontinued

)RUWKH\HDUHQGHG'HFHPEHU
5HYHQXH
Cost of goods sold
*URVVSUR²W
6HOOLQJJHQHUDODQGDGPLQLVWUDWLRQH[SHQVHV
5HVHDUFKDQGGHYHORSPHQWH[SHQVHV
7UDGLQJRSHUDWLQJSUR²W
7UDGLQJRSHUDWLQJSUR²WPDUJLQ
Interest receivable
,QWHUHVWSD\DEOH
2WKHU²QDQFHFRVWV
Share of loss from associates
3UR²WEHIRUHWD[DWLRQ
7D[DWLRQ
$GMXVWHGDWWULEXWDEOHDWWULEXWDEOHSUR²W
(36$(36
Weighted average number of shares (m)
'LOXWHG(36$(36
'LOXWHGZHLJKWHGDYHUDJHQXPEHURIVKDUHV P
7UDGLQJFDVK³RZFDVKJHQHUDWHGIURP
RSHUDWLQJDFWLYLWLHV
7UDGLQJSUR²WWRFDVKFRQYHUVLRQUDWLR 

Trading
results

$ million





 
















Acquisition
related
costs
$ million

Restructuring
and Amortisation
rationalisation of acquisition
costs
intangibles
$ million
$ million

Legal
and
other
$ million

Capital
H[SHQGLWXUH
$ million

–
(5)
(5)

–


–



–


–
–
–

–


–
–
–
–
–
–

–
–
–
–





–
–
–
–





–
–
–
–





–
–
–
–
–
–
–
–

–
–
–
–
–
–
–
–
–
–
–
–
–
–
–







–

–



(54)

–

–



Reported
results

$ million





 















$FTXLVLWLRQUHODWHGFRVWV)RUWKH\HDUHQGHG'HFHPEHUWKHVHFRVWVSULPDULO\UHODWHWRWKHLQWHJUDWLRQRIWKH+HDOWKSRLQWEXVLQHVV
5HVWUXFWXULQJDQGUDWLRQDOLVDWLRQFRVWV)RUWKH\HDUHQGHG'HFHPEHUWKHVHFRVWVSULPDULO\UHODWHWRWKHVWUXFWXUDODQGHI²FLHQF\
SURJUDPPHDQQRXQFHGLQ$XJXVW
$PRUWLVDWLRQRIDFTXLVLWLRQLQWDQJLEOHV This charge relates to the amortisation of intangible assets acquired in material business combinations.
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Legal
and
other
$ million

Capital
H[SHQGLWXUH
$ million

Reported
results

$ million








–
–
–

–


–



–


–
–
–

–


–
–
–
–
–
–

–
–
–
–
–
–











4
–








–
–
–
–
–





–
–
–
–
–

5



–
–
–
–
–





–
–
–
–






–
–
–
–
–
–
–
–
–









–




4














(55)

–







CORPORATE GOVERNANCE

Acquisition
related
costs
$ million

STRATEGIC REPORT

)RUWKH\HDUHQGHG'HFHPEHU
5HYHQXH
Cost of goods sold
*URVVSUR²W
6HOOLQJJHQHUDODQGDGPLQLVWUDWLRQH[SHQVHV
5HVHDUFKDQGGHYHORSPHQWH[SHQVHV
7UDGLQJRSHUDWLQJSUR²W
7UDGLQJRSHUDWLQJSUR²WPDUJLQ
Interest receivable
,QWHUHVWSD\DEOH
2WKHU²QDQFHFRVWV
Share of loss from associates
3UR²WRQGLVSRVDORIQHWDVVHWKHOGIRUVDOH
3UR²WEHIRUHWD[DWLRQ
7D[DWLRQ
$GMXVWHGDWWULEXWDEOHDWWULEXWDEOHSUR²W
(36$(36
Weighted average number of shares (m)
'LOXWHG(36$(36
'LOXWHGZHLJKWHGDYHUDJHQXPEHURIVKDUHV P
7UDGLQJFDVK³RZFDVKJHQHUDWHGIURP
RSHUDWLQJDFWLYLWLHV
7UDGLQJSUR²WWRFDVKFRQYHUVLRQUDWLR 

Restructuring
and Amortisation
rationalisation of acquisition
costs
intangibles
$ million
$ million

Trading
results

$ million

$FTXLVLWLRQUHODWHGFRVWV)RUWKH\HDUHQGHG'HFHPEHUWKHVHFRVWVSULPDULO\UHODWHWRSURIHVVLRQDODQGDGYLVRUIHHVLQFRQQHFWLRQZLWK
WKHDFTXLVLWLRQRI+HDOWKSRLQW%LRWKHUDSHXWLFVZKLFKZDVFRPSOHWHGRQ'HFHPEHU
5HVWUXFWXULQJDQGUDWLRQDOLVDWLRQFRVWV)RUWKH\HDUHQGHG'HFHPEHUWKHVHFRVWVUHODWHPDLQO\WRSHRSOHFRVWVDQGFRQWUDFW
WHUPLQDWLRQFRVWVDVVRFLDWHGZLWKWKHVWUXFWXUDODQGSURFHVVFKDQJHVDQQRXQFHGLQ$XJXVW
$PRUWLVDWLRQRIDFTXLVLWLRQLQWDQJLEOHV This charge relates to the amortisation of intangible assets acquired in material
business combinations.
/HJDODQGRWKHU7KLVFUHGLWUHODWHVWRWKHSUR²WRQGLVSRVDORIWKH&OLQLFDO7KHUDSLHVEXVLQHVV

Contractual obligations

7KH*URXSªVSULQFLSDOPDUNHWVRXWVLGHWKH86DUHLQRUGHURI
VLJQL²FDQFH&RQWLQHQWDO(XURSH8.$XVWUDOLDDQG-DSDQ5HYHQXHV
LQWKHVHPDUNHWV³XFWXDWHZKHQWUDQVODWHGLQWR86'ROODUVRQ
FRQVROLGDWLRQ'XULQJWKH\HDUWKHDYHUDJHUDWHVRIH[FKDQJHDJDLQVW
WKH86'ROODUXVHGWRWUDQVODWHUHYHQXHVDQGSUR²WVDULVLQJLQWKHVH
PDUNHWVFKDQJHGFRPSDUHGWRWKHSUHYLRXV\HDUDVIROORZVWKH(XUR
UHPDLQHG³DWDW  6WHUOLQJVWUHQJWKHQHGIURPWR
  WKH6ZLVV)UDQFVWUHQJWKHQHGIURPWR  
WKH$XVWUDOLDQ'ROODUZHDNHQHGIURPWR  DQGWKH
-DSDQHVH<HQZHDNHQHGIURPWR  

&RQWUDFWXDOREOLJDWLRQVDW'HFHPEHUZHUHDVIROORZV

The Group’s principal manufacturing locations are in the US (Advanced
6XUJLFDO'HYLFHV 6ZLW]HUODQG $GYDQFHG6XUJLFDO'HYLFHV 8. $GYDQFHG
:RXQG0DQDJHPHQWDQG$GYDQFHG6XUJLFDO'HYLFHV DQG&KLQD $GYDQFHG
6XUJLFDO'HYLFHVDQG$GYDQFHG:RXQG0DQDJHPHQW 7KHPDMRULW\RIWKH
Group’s selling and distribution subsidiaries around the world purchase
²QLVKHGSURGXFWVIURPWKHVHORFDWLRQV$VDUHVXOWRIFXUUHQF\PRYHPHQWV
FRPSDUHGZLWKWKHSUHYLRXV\HDUVDOHVIURPWKH86EHFDPHUHODWLYHO\PRUH
SUR²WDEOHWRDOORIWKHVHFRXQWULHV7KH*URXSªVSROLF\RISXUFKDVLQJIRUZDUG
DSURSRUWLRQRILWVFXUUHQF\UHTXLUHPHQWVDQGWKHH[LVWHQFHRIDQLQYHQWRU\
SLSHOLQHUHGXFHWKHVKRUWWHUPLPSDFWRIFXUUHQF\PRYHPHQWV

3D\PHQWVGXHE\SHULRG
/HVVWKDQ
0RUHWKDQ
7RWDO
\HDU ¥\HDUV ¥\HDUV
\HDUV
PLOOLRQ PLOOLRQ PLOOLRQ PLOOLRQ PLOOLRQ

'HEWREOLJDWLRQV
Finance lease
obligations
Operating lease
obligations
5HWLUHPHQWEHQH²W
obligation
Purchase
obligations
Capital
H[SHQGLWXUH
Other

568



400



–

12

2

4

6

–





56



8

74

74

–

–

–

40



8

–

–


52




257

–



–
–
160

–
–
8
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7UDQVDFWLRQDODQGWUDQVODWLRQDOH[FKDQJH

27+(5,1)250$7,21

2WKHU²QDQFLDOLQIRUPDWLRQcontinued

2WKHUFRQWUDFWXDOREOLJDWLRQVUHSUHVHQWPRIIRUHLJQH[FKDQJH
FRQWUDFWVDQGPRIDFTXLVLWLRQFRQVLGHUDWLRQ3URYLVLRQVWKDWGRQRW
relate to contractual obligations are not included in the above table.
7KHDJUHHGFRQWULEXWLRQVIRULQUHVSHFWRIWKH*URXSªVGH²QHG
EHQH²WVSODQVDUHPIRUWKH8. LQFOXGLQJPRIVXSSOHPHQWDU\
SD\PHQWV PIRUWKH863ODQDQGPIRURWKHUIXQGHGGH²QHG
EHQH²WSODQV7KHWDEOHDERYHGRHVQRWLQFOXGHDPRXQWVSD\DEOHLQ
UHVSHFWRIDQGEH\RQGDVWKHVHDUHVXEMHFWWRIXWXUHDJUHHPHQW
DQGDPRXQWVFDQQRWEHUHDVRQDEO\HVWLPDWHG
7KHUHDUHDQXPEHURIDJUHHPHQWVWKDWWDNHHIIHFWDOWHURUWHUPLQDWH
XSRQDFKDQJHLQFRQWURORIWKH&RPSDQ\RUWKH*URXSIROORZLQJD
WDNHRYHUVXFKDVEDQNORDQDJUHHPHQWVDQG&RPSDQ\VKDUHSODQV
1RQHRIWKHVHDUHGHHPHGWREHVLJQL²FDQWLQWHUPVRIWKHLUSRWHQWLDO
impact on the business of the Group as a whole. In addition, there are
VHUYLFHFRQWUDFWVEHWZHHQWKH&RPSDQ\DQGLWV([HFXWLYH'LUHFWRUV
ZKLFKSURYLGHIRUWKHDXWRPDWLFSD\PHQWRIDERQXVIROORZLQJORVVRI
RI²FHRUHPSOR\PHQWRFFXUULQJEHFDXVHRIDVXFFHVVIXOWDNHRYHUELG
)XUWKHUGHWDLOVDUHVHWRXWRQSDJH
7KH&RPSDQ\GRHVQRWKDYHFRQWUDFWVRURWKHUDUUDQJHPHQWVZKLFK
LQGLYLGXDOO\DUHHVVHQWLDOWRWKHEXVLQHVV

)LQDQFLDOKLJKOLJKWV
Revenue
*URXSUHYHQXHLQFUHDVHGE\P RQDUHSRUWHGEDVLV IURP
PLQWRPLQ7KHXQGHUO\LQJLQFUHDVHLV
DIWHUDGMXVWLQJIRUWKHQHWLPSDFWRIRQWKH+HDOWKSRLQWDFTXLVLWLRQ
DQG&OLQLFDO7KHUDSLHVGLVSRVDODQGDWWULEXWDEOHWRWKHXQIDYRXUDEOH
LPSDFWRIFXUUHQF\PRYHPHQWV

Cost of goods sold
&RVWRIJRRGVVROGLQFUHDVHGE\P RQDUHSRUWHGEDVLV IURP
PLQWRPLQ7KHXQGHUO\LQJPRYHPHQWLV
DIWHUDGMXVWLQJIRUWKHQHWLPSDFWRIRQWKH+HDOWKSRLQWDFTXLVLWLRQ
DQG&OLQLFDO7KHUDSLHVGLVSRVDODQGDWWULEXWDEOHWRWKHIDYRXUDEOH
LPSDFWRIFXUUHQF\PRYHPHQWV7KHPRYHPHQWLQXQGHUO\LQJ
FRVWVRIJRRGVVROGRILVODUJHO\DWWULEXWDEOHWRWKHLQFUHDVHLQ
XQGHUO\LQJWUDGLQJ
'XULQJPRIUHVWUXFWXULQJDQGUDWLRQDOLVDWLRQH[SHQVHV
¥P DQGPRIDFTXLVLWLRQUHODWHGFRVWV ¥QLO ZHUH
charged to cost of goods sold.

6HOOLQJJHQHUDODQGDGPLQLVWUDWLRQH[SHQVHV
6HOOLQJJHQHUDODQGDGPLQLVWUDWLYHH[SHQVHVLQFUHDVHGE\P 
RQDUHSRUWHGEDVLV IURPPLQWRPLQ7KH
XQGHUO\LQJPRYHPHQWLVDIWHUDGMXVWLQJIRUWKHQHWLPSDFWRI
RQWKH+HDOWKSRLQWDFTXLVLWLRQDQG&OLQLFDO7KHUDSLHVGLVSRVDODQG
DWWULEXWDEOHWRWKHIDYRXUDEOHLPSDFWRIFXUUHQF\PRYHPHQWV
7KHXQGHUO\LQJLQFUHDVHRILVGXHWRWKHFRQWLQXLQJLQYHVWPHQWLQ
(PHUJLQJ ,QWHUQDWLRQDO0DUNHWVSURPRWLRQRIQHZSURGXFWVLQ$6'
DQG$:0DQGWKHXQGHUO\LQJLQFUHDVHLQWUDGLQJ
,QDGPLQLVWUDWLYHH[SHQVHVLQFOXGHGPRIDPRUWLVDWLRQ
RIRWKHULQWDQJLEOHDVVHWV ¥P PRIUHVWUXFWXULQJDQG
UDWLRQDOLVDWLRQH[SHQVHV ¥P DQDPRXQWRIPUHODWLQJ
WRDPRUWLVDWLRQRIDFTXLVLWLRQLQWDQJLEOHV ¥P DQGPRI
DFTXLVLWLRQUHODWHGFRVWV ¥P 
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5HVHDUFKDQGGHYHORSPHQWH[SHQVHV
5HVHDUFKDQGGHYHORSPHQWH[SHQGLWXUHDVDSHUFHQWDJHRIUHYHQXH
LQFUHDVHGE\WRLQ ¥ $FWXDOH[SHQGLWXUH
ZDVPLQFRPSDUHGWRPLQ7KH*URXSFRQWLQXHV
to invest in innovative technologies and products to differentiate it
from competitors.

2SHUDWLQJSUR²W
2SHUDWLQJSUR²WGHFUHDVHGE\PWRPIURPPLQ
7KLVFRPSULVHGDGHFUHDVHRIPLQ$GYDQFHG6XUJLFDO'HYLFHVDQG
DGHFUHDVHRIPLQ$GYDQFHG:RXQG0DQDJHPHQW
7KHPRYHPHQWLQ$GYDQFHG6XUJLFDO'HYLFHVLVDWWULEXWDEOHWRWKH
FRQWLQXLQJSUHVVXUHRQPDUJLQVDQGLWVLQYHVWPHQWLQWKH(PHUJLQJ 
,QWHUQDWLRQDO0DUNHWV$GYDQFHG:RXQG0DQDJHPHQWKDVFRQWLQXHG
WRLQYHVWLQQHZSURGXFWVDQGQHZJHRJUDSKLFPDUNHWVWKURXJKRXW
WKH\HDU

1HWLQWHUHVWUHFHLYDEOH SD\DEOH
1HWLQWHUHVWUHFHLYDEOHLQFUHDVHGE\PIURPQHWPUHFHLYDEOH
LQWRDQHWUHFHLYDEOHRIPLQ7KLVLQFUHDVHLVSULQFLSDOO\
a consequence of the interest receivable on the Bioventus LLC
(‘Bioventus’) loan note issued following the disposal of the Clinical
7KHUDSLHVEXVLQHVVZKLFKKDVEHHQLQSODFHIRUDIXOO\HDULQ
FRPSDUHGWRHLJKWPRQWKVLQ7KLVORDQQRWHZDVUHSDLGLQIXOO
LQ

2WKHU²QDQFHFRVW
2WKHU²QDQFHFRVWVLQUHPDLQHGDWPDQGSULQFLSDOO\UHODWHWR
FRVWVDVVRFLDWHGZLWKWKH*URXSªVUHWLUHPHQWEHQH²WVFKHPHV

7D[DWLRQ
7KHWD[DWLRQFKDUJHGHFUHDVHGE\PWRPIURPPLQ
7KHUDWHRIWD[ZDVFRPSDUHGZLWKLQ
$IWHUDGMXVWLQJIRUVSHFL²FWUDQVDFWLRQVWKDWPDQDJHPHQWFRQVLGHUV
DIIHFWWKH*URXSªVVKRUWWHUPSUR²WDELOLW\ SUR²WRQGLVSRVDORI
the Clinical Therapies business, restructuring and rationalisation
H[SHQVHVDPRUWLVDWLRQRIDFTXLVLWLRQLQWDQJLEOHVDQGDFTXLVLWLRQ
UHODWHGFRVWV WKHWD[UDWHZDV ¥ 

Group balance sheet
The following table sets out certain balance sheet data as at
'HFHPEHURIWKH\HDUVLQGLFDWHG

Non-current assets
Current assets
Total assets
Non-current liabilities
Current liabilities
Total liabilities
7RWDOHTXLW\
7RWDOHTXLW\DQGOLDELOLWLHV


$ million


$ million



















Non-current liabilities

1RQFXUUHQWDVVHWVLQFUHDVHGE\PWRPLQIURP
PLQ7KLVLVSULQFLSDOO\DWWULEXWDEOHWRWKHIROORZLQJ

1RQFXUUHQWOLDELOLWLHVGHFUHDVHGE\PIURPPLQWR
PLQ7KLVPRYHPHQWUHODWHVWRWKHIROORZLQJLWHPV

– 3URSHUW\SODQWDQGHTXLSPHQWLQFUHDVHGE\PIURPPLQ
WRPLQ'HSUHFLDWLRQRIPZDVFKDUJHGGXULQJ
DQGDVVHWVZLWKDQHWERRNYDOXHRIPZHUHGLVSRVHG
RI7KHVHPRYHPHQWVZHUHRIIVHWE\PRIDGGLWLRQVUHODWLQJ
SULPDULO\WRLQVWUXPHQWVDQGRWKHUSODQW PDFKLQHU\DQGPRI
DGGLWLRQVDULVLQJRQDFTXLVLWLRQVLQ7XUNH\%UD]LODQG,QGLD7KH
EDODQFHUHODWHVWRXQIDYRXUDEOHFXUUHQF\PRYHPHQWVWRWDOOLQJP
– *RRGZLOOLQFUHDVHGE\PIURPPLQWRPLQ
2IWKLVPRYHPHQWPDURVHRQDFTXLVLWLRQVLQ7XUNH\%UD]LO
DQG,QGLD$QDGGLWLRQDOPDURVHRQ²QDOLVDWLRQRIWKHRIWKH
Healthpoint opening balance sheet. The remaining balance relates to
IDYRXUDEOHFXUUHQF\PRYHPHQWVWRWDOOLQJP
– ,QWDQJLEOHDVVHWVGHFUHDVHGE\PIURPPLQWR
PLQ,QWDQJLEOHDVVHWVWRWDOOLQJPDURVHRQWKH
DFTXLVLWLRQLQ7XUNH\%UD]LODQG,QGLD7KHUHZDVDUHGXFWLRQRI
PRQ²QDOLVDWLRQRIWKH+HDOWKSRLQWRSHQLQJEDODQFHVKHHW
$PRUWLVDWLRQRIPZDVFKDUJHGGXULQJWKH\HDUDQGDVVHWVZLWK
DQHWERRNYDOXHRIPZHUHGLVSRVHGRI$WRWDORIPUHODWHV
WRWKHFRVWRILQWHOOHFWXDOSURSHUW\GLVWULEXWLRQULJKWVDQGVRIWZDUH
DFTXLUHG7KHEDODQFHUHODWHVWRIDYRXUDEOHFXUUHQF\PRYHPHQWV
WRWDOOLQJP
– ,QYHVWPHQWLQDVVRFLDWHV LQFOXGLQJDORDQWRDQDVVRFLDWHRIP
LQXSIURPPLQ KDVLQFUHDVHGIURPPLQWR
PLQ7KLVPRYHPHQWUHODWHVWRWKHLQWHUHVWRIPDULVLQJ
RQWKH%LRYHQWXVORDQQRWHZKLFKZDVODUJHO\RIIVHWIURPWKHGLVSRVDO
RIWKH*URXSªVLQWHUHVWLQWKH$XVWULDQHQWLWLHV3OXV2UWKRSHGLFV
*PE+DQG,QWUDSODQW*PE+DQGLWVLQWHUHVWLQWKH*HUPDQ
HQWLW\,QWHUFXV*PE+
– 'HIHUUHGWD[DVVHWVGHFUHDVHGE\PLQWKH\HDUIURPPLQ
WRPLQ

– /RQJWHUPERUURZLQJVKDYHGHFUHDVHGIURPPLQWR
PLQ
– 7KH5HWLUHPHQWEHQH²WREOLJDWLRQGHFUHDVHGE\PWRP
LQIURPPLQ7KLVZDVODUJHO\GXHWRWKH*URXSªV
additional pension contributions, together with net actuarial gains for
WKH\HDU
– 'HIHUUHGWD[OLDELOLWLHVGHFUHDVHGE\PLQWKH\HDUIURPPLQ
WRPLQ

&XUUHQWDVVHWVLQFUHDVHGE\PWRPIURPPLQ
7KHPRYHPHQWUHODWHVWRWKHIROORZLQJ

– %DQNRYHUGUDIWVDQGFXUUHQWERUURZLQJVKDYHLQFUHDVHGE\PIURP
PLQWRPLQ
– 7UDGHDQGRWKHUSD\DEOHVKDYHLQFUHDVHGE\PWRPLQ
IURPPLQ7KLVLQFUHDVHLQFOXGHVPODUJHO\
driven from strong sales performance in the US in quarter four and
DPLQFUHDVHLQ(XURSHDVVRFLDWHGZLWKSURPRWLRQDODFWLYLWLHV
LQ$GYDQFHG6XUJLFDO'HYLFHV$WRWDORIPRIWUDGHDQGRWKHU
SD\DEOHVDURVHRQWKHDFTXLVLWLRQVLQ7XUNH\%UD]LODQG,QGLDDQGDQ
DPRXQWRIPLVDWWULEXWDEOHWRIDYRXUDEOHFXUUHQF\PRYHPHQWV
– &XUUHQWWD[SD\DEOHLVPDWWKHHQGRIFRPSDUHGWRP
LQ

7RWDOHTXLW\
7RWDOHTXLW\LQFUHDVHGE\PIURPPLQWRPLQ
7KHSULQFLSDOPRYHPHQWVZHUH
7RWDOHTXLW\
$ million

-DQXDU\
$WWULEXWDEOHSUR²W
&XUUHQF\WUDQVODWLRQJDLQV
Hedging reserves
$FWXDULDOJDLQVRQUHWLUHPHQWEHQH²WREOLJDWLRQV
'LYLGHQGVSDLGGXULQJWKH\HDU
Purchase of own shares
7D[DWLRQEHQH²WVRQ2WKHU&RPSUHKHQVLYH,QFRPHDQG
HTXLW\LWHPV
Net share-based transactions
'HFHPEHU
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– ,QYHQWRULHVURVHE\PWRPLQIURPPLQ
7KLVPRYHPHQWLVSULQFLSDOO\DWWULEXWDEOHWRDQLQFUHDVHRIPLQ
WKH86GXHWRLQYHQWRU\EXLOGSULRUWRWKHODXQFKRI-2851(<,,%&6
DQGDQLQFUHDVHRIPGXHWRLQYHQWRU\EXLOGLQRXU+XOOIDFWRU\
prior to the transfer of part of our Wound production to China. A
IXUWKHULQFUHDVHRIPDURVHRQWKHDFTXLVLWLRQVLQ7XUNH\%UD]LO
DQG,QGLD7KHPRYHPHQWDOVRLQFOXGHVPRIXQIDYRXUDEOH
FXUUHQF\PRYHPHQW
– 7KHOHYHORIWUDGHDQGRWKHUUHFHLYDEOHVLQFUHDVHGE\PWR
PLQIURPPLQ7KHPRYHPHQWSULPDULO\
UHODWHVWRWKHLQFUHDVHLQXQGHUO\LQJUHYHQXHVDQGLQFOXGHVPRI
XQIDYRXUDEOHFXUUHQF\PRYHPHQWV
– &DVKDWEDQNKDVIDOOHQE\PWRPIURPPLQ

&XUUHQWOLDELOLWLHVLQFUHDVHGE\PIURPPLQWRP
LQ7KLVPRYHPHQWLVDWWULEXWDEOHWR

CORPORATE GOVERNANCE

Current assets

Current liabilities

STRATEGIC REPORT

Non-current assets
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2WKHU²QDQFLDOLQIRUPDWLRQcontinued

)LQDQFLDOSHUIRUPDQFHE\EXVLQHVVVHJPHQW
5HYHQXHE\PDUNHW
7KHXQGHUO\LQJLQFUHDVHLQHDFKGLYLVLRQªVUHYHQXHVE\PDUNHWUHFRQFLOHVWRUHSRUWHGJURZWKWKHPRVWGLUHFWO\FRPSDUDEOH²QDQFLDOPHDVXUH
FDOFXODWHGLQDFFRUGDQFHZLWK,)56DVIROORZV
Constant
FXUUHQF\ $FTXLVLWLRQ
H[FKDQJH
'LVSRVDO
effect
effect
%
%


$ million


$ million

Reported
growth in
revenue
%

US





(4)

–

5
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–





8QGHUO\LQJ
growth in
revenue
%

$GYDQFHG6XUJLFDO'HYLFHV

(PHUJLQJ ,QWHUQDWLRQDO0DUNHWV
$GYDQFHG6XUJLFDO'HYLFHV
$GYDQFHG:RXQG0DQDJHPHQW
US
2WKHU(VWDEOLVKHG0DUNHWV
(VWDEOLVKHG0DUNHWV
(PHUJLQJ ,QWHUQDWLRQDO0DUNHWV
$GYDQFHG:RXQG0DQDJHPHQW

































–















$GYDQFHG6XUJLFDO'HYLFHV
5HYHQXH
$6'UHYHQXHGHFUHDVHGE\P RQDUHSRUWHGEDVLV IURP
PLQWRPLQ7KHXQGHUO\LQJLQFUHDVHRILV
DIWHUDGMXVWLQJIRUDQHWDGYHUVHLPSDFWIURPWKHGLVSRVDORIWKH
&OLQLFDO7KHUDSLHVEXVLQHVVLQDQGWKHDFTXLVLWLRQVFRPSOHWHGLQ
TXDUWHUIRXUDQGDXQIDYRXUDEOHIRUHLJQFXUUHQF\WUDQVODWLRQ
,QWKH86UHYHQXHGHFUHDVHGE\PWRPLQIURP
PLQ RQDUHSRUWHGEDVLV 7KHXQGHUO\LQJLQFUHDVHRI
LVDIWHUDGMXVWLQJIRUWKHDGYHUVHLPSDFWRIWKH&OLQLFDO7KHUDSLHV
GLVSRVDOLQ,Q2WKHU(VWDEOLVKHG0DUNHWVUHYHQXHZDVP
LQDGHFUHDVHRIPIURPPLQ RQDUHSRUWHG
EDVLV 7KHXQGHUO\LQJGHFUHDVHZDVDIWHUDGMXVWLQJIRUWKHDGYHUVH
LPSDFWRIRQWKH&OLQLFDO7KHUDSLHVGLVSRVDOLQDQGIURP
XQIDYRXUDEOHIRUHLJQFXUUHQF\WUDQVODWLRQ2XU(PHUJLQJ ,QWHUQDWLRQDO
0DUNHWVUHYHQXHLQFUHDVHGE\PWRPLQIURPPLQ
 LQFUHDVHRQDUHSRUWHGEDVLV 7KHXQGHUO\LQJLQFUHDVHZDV
DIWHUDGMXVWLQJIRUXQIDYRXUDEOHIRUHLJQFXUUHQF\WUDQVODWLRQ
,QWKHJOREDO.QHH,PSODQWIUDQFKLVHUHYHQXHGHFUHDVHGE\PIURP
PLQWRPLQ RQDUHSRUWHGEDVLV UHSUHVHQWLQJ
³DWXQGHUO\LQJUHYHQXHSHUIRUPDQFHDIWHURIXQIDYRXUDEOHFXUUHQF\
WUDQVODWLRQ*URZWKKDVEHHQLPSDFWHGE\H[SRVXUHWRDZHDNHQLQJ
(XURSHDQPDUNHWZLWKFRQGLWLRQVFRQWLQXLQJWRGHWHULRUDWHLQ*HUPDQ\
RXUODUJHVW(XURSHDQPDUNHWDQGRXUSRVLWLRQLQWKHSURGXFWOLIHF\FOH
YHUVXVRXUSHHUV*URZWKLPSURYHGLQWKHVHFRQGKDOIRIWKH\HDU
GULYHQE\VDOHVRIWKH-RXUQH\,,%&6.QHH6\VWHPDQGEHQH²WVIURP
WKH9(5,/$67EHDULQJVXUIDFH79DGYHUWLVLQJFDPSDLJQLQWKH86
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*OREDOUHYHQXHIURPWKH+LS,PSODQWIUDQFKLVHGHFUHDVHGE\P
IURPPLQWRPLQ RQDUHSRUWHGEDVLV ZKLFK
UHSUHVHQWHGDQXQGHUO\LQJUHYHQXHGHFOLQHRIDIWHUXQIDYRXUDEOH
IRUHLJQFXUUHQF\WUDQVODWLRQ&RQWLQXLQJPHWDORQPHWDOKHDGZLQGV
have contributed to this decline.
7UDXPD ([WUHPLWLHVUHYHQXHLQFUHDVHGE\PIURPPLQ
WRPLQ RQDUHSRUWHGEDVLV 7KLVUHSUHVHQWVXQGHUO\LQJ
UHYHQXHJURZWKRIDIWHURIXQIDYRXUDEOHIRUHLJQFXUUHQF\
WUDQVODWLRQ'XULQJEHQH²WVZHUHVHHQIURPWKHDGGLWLRQDO
H[WUHPLWLHV86VDOHVUHSUHVHQWDWLYHVUHFUXLWHGHDUOLHULQWKH\HDU
6SRUWV0HGLFLQH-RLQW5HSDLUUHYHQXHLQFUHDVHGE\PIURP
PLQWRPLQ RQUHSRUWHGEDVLV UHSUHVHQWLQJ
XQGHUO\LQJUHYHQXHJURZWKRIDQGRIXQIDYRXUDEOHIRUHLJQ
FXUUHQF\WUDQVODWLRQ7KLVUH³HFWVDVWURQJFRQWULEXWLRQDFURVVDOONH\
MRLQWW\SHVDQGJHRJUDSKLHV
*OREDOUHYHQXHIURP$UWKURVFRSLF(QDEOLQJWHFKQRORJLHVGHFUHDVHGE\
PIURPPLQWRPLQ RQDUHSRUWHGEDVLV 
7KLVGHFUHDVHUHSUHVHQWVDQXQGHUO\LQJUHYHQXHGHFOLQHRIDQG
RIXQIDYRXUDEOHIRUHLJQFXUUHQF\WUDQVODWLRQ
7KHUHYHQXHLQWKH2WKHU$6'IUDQFKLVHIHOOE\PIURPPLQ
WRPLQIROORZLQJWKHGLVSRVDORIWKH&OLQLFDO7KHUDSLHV
EXVLQHVVLQ([FOXGLQJWKHLPSDFWRIWKLVGLVSRVDOXQGHUO\LQJ
UHYHQXHLQWKH2WKHU$6'IUDQFKLVHZKLFKLQFOXGHVJ\QDHFRORJ\
JUHZE\ZLWKWKHUHPDLQLQJ&OLQLFDO7KHUDSLHVJHRJUDSKLHV
FRQWULEXWLQJP

7UDGLQJDQGRSHUDWLQJSUR²W

7UDGLQJDQGRSHUDWLQJSUR²W

2SHUDWLQJSUR²WWKHPRVWGLUHFWO\FRPSDUDEOH²QDQFLDOPHDVXUHLQ
DFFRUGDQFHZLWK,)56UHFRQFLOHVWRWUDGLQJSUR²WDVIROORZV

2SHUDWLQJSUR²WWKHPRVWGLUHFWO\FRPSDUDEOH²QDQFLDOPHDVXUHLQ
DFFRUGDQFHZLWK,)56UHFRQFLOHVWRWUDGLQJSUR²WDVIROORZV


$ million



44


–








7UDGLQJSUR²WPDUJLQLQFUHDVHGIURPWR7UDGLQJSUR²W
GHFUHDVHGE\PWRPIURPPLQ7KLVGHFUHDVH
UH³HFWVWKHLPSDFWRIWKH&7GLVSRVDOLQ0D\WKHLPSDFWRIWKH86
PHGLFDOGHYLFHH[FLVHWD[DQGWKHFRVWRISODQQHGLQYHVWPHQWVLQWKH
.QHH,PSODQWVDQG7UDXPDIUDQFKLVHVDQG(PHUJLQJ ,QWHUQDWLRQDO
0DUNHWVRIIVHWE\EHQH²WVIURPRXUVWUXFWXUDOHI²FLHQF\SURJUDPPH
2SHUDWLQJSUR²WGHFUHDVHGE\PIURPPLQWRPLQ
7KLVFRPSULVHVWKHGHFUHDVHLQWUDGLQJSUR²WRIPGLVFXVVHG
DERYHDQLQFUHDVHLQDFTXLVLWLRQUHODWHGFRVWVRIPDQLQFUHDVH
LQDPRUWLVDWLRQRIDFTXLVLWLRQLQWDQJLEOHVRIPSDUWLDOO\RIIVHWE\D
GHFUHDVHLQUHVWUXFWXULQJDQGUDWLRQDOLVDWLRQFRVWVRIP

5HYHQXH


$ million
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7UDGLQJSUR²WPDUJLQGHFUHDVHGIURPWR7UDGLQJSUR²W
LQFUHDVHGE\PWRPIURPPLQ7KHLQFUHDVH
LQWKH\HDULVSULPDULO\DWWULEXWDEOHWRWKHIXOO\HDUEHQH²WRIWKH
+HDOWKSRLQWDFTXLVLWLRQDQGJURZWKLQWKH(PHUJLQJ ,QWHUQDWLRQDO
0DUNHWVSDUWLDOO\RIIVHWE\DGGLWLRQDOLQYHVWPHQWLQ5 'DQGVDOHV
DQGPDUNHWLQJ7KHGHFUHDVHLQWUDGLQJPDUJLQUH³HFWVWKHVHVDPH
LQYHVWPHQWVFRPELQHGZLWKSULFHDQGPL[FKDQJHVDWDJURVV
margin level.
2SHUDWLQJSUR²WGHFUHDVHGE\PIURPPLQWRP
LQ7KLVFRPSULVHVRIWKHLQFUHDVHLQWUDGLQJSUR²WRIP
GLVFXVVHGDERYHRIIVHWE\DQLQFUHDVHRIPLQDPRUWLVDWLRQRI
acquisition intangibles and an increase in acquisition related costs
RIPERWKGXHWRWKH+HDOWKSRLQWDFTXLVLWLRQZKLFKFRPSOHWHGLQ
'HFHPEHUDQGDQLQFUHDVHLQUHVWUXFWXULQJDQGUDWLRQDOLVDWLRQ
FRVWVRIP

$:0UHYHQXHLQFUHDVHGE\P RQDUHSRUWHGEDVLV IURP
PLQWRPLQ7KHXQGHUO\LQJLQFUHDVHRILV
DIWHUDGMXVWLQJIRUDQLQFUHDVHRIIRUWKHDFTXLVLWLRQVFRPSOHWHGLQ
WKH\HDUDQGDXQIDYRXUDEOHIRUHLJQFXUUHQF\WUDQVODWLRQ

FINANCIAL STATEMENTS AND OTHER INFORMATION

,QWKH86UHYHQXHLQFUHDVHGE\PWRPLQIURPP
LQ RQDUHSRUWHGEDVLV 7KHXQGHUO\LQJLQFUHDVHRILV
DIWHUDGMXVWLQJIRUWKHLPSDFWRIDFTXLVLWLRQV,Q2WKHU(VWDEOLVKHG
0DUNHWVUHYHQXHZDVPLQDQLQFUHDVHRIPIURPP
LQ RQDUHSRUWHGEDVLV 7KHXQGHUO\LQJUHYHQXHLQFUHDVHZDV
DOVRZLWKWKHLPSDFWRIDFTXLVLWLRQVRIIVHWE\RIXQIDYRXUDEOH
IRUHLJQFXUUHQF\WUDQVODWLRQ2XU(PHUJLQJ ,QWHUQDWLRQDO0DUNHWV
UHYHQXHLQFUHDVHGE\PLQ RQDUHSRUWHGEDVLV 7KH
XQGHUO\LQJLQFUHDVHZDVDIWHUDGMXVWLQJIRUXQIDYRXUDEOH
IRUHLJQFXUUHQF\WUDQVODWLRQ

CORPORATE GOVERNANCE

$GYDQFHG:RXQG0DQDJHPHQW

2SHUDWLQJSUR²W
Acquisition related costs
Restructuring and rationalisation costs
Amortisation of acquisition intangibles
and impairments
7UDGLQJSUR²W


$ million

STRATEGIC REPORT

2SHUDWLQJSUR²W
Acquisition related costs
Restructuring and rationalisation costs
Amortisation of acquisition intangibles
and impairments
7UDGLQJSUR²W


$ million

$GYDQFHG:RXQG&DUHUHYHQXHGHFUHDVHGE\P RQDUHSRUWHG
EDVLV IURPPLQWRPLQ7KHXQGHUO\LQJJURZWKRI
LVDIWHUDGMXVWLQJIRUIRUHLJQFXUUHQF\WUDQVODWLRQ&RQGLWLRQVDFURVV
PDQ\(XURSHDQPDUNHWVUHPDLQFKDOOHQJLQJEXWWKHLQWURGXFWLRQRIWKH
$//(9<1/LIHUDQJHFRQWLQXHVWRPDNHJRRGSURJUHVVDFURVV(XURSH
IROORZLQJSURGXFWLQWURGXFWLRQVDQGLQYHVWPHQWLQPDUNHWLQJ
$GYDQFH:RXQG'HYLFHVUHYHQXHLQFUHDVHGIURPPLQ
WRPLQDUHSRUWHGLQFUHDVHRIPDQG7KH
XQGHUO\LQJJURZWKRILVDIWHUDGMXVWLQJIRUXQIDYRXUDEOHIRUHLJQ
FXUUHQF\WUDQVODWLRQVRI7KLVJURZWKZDVLPSDFWHGE\FRQWLQXHG
JDLQLQPDUNHWVKDUHLQ13:7DQGRXUUHFHQWH[SDQVLRQLQWRWKH
HPHUJLQJPDUNHWV
$GYDQFHG:RXQG%LRDFWLYHVUHYHQXHRIPLQ ¥QLO 
UHODWHVWR+HDOWKSRLQWDFTXLUHGLQ'HFHPEHU7KHXQGHUO\LQJ
LQFUHDVHDGMXVWHGWRLQFOXGHWKHUHVXOWVRI+HDOWKSRLQWIRUWKH
FRPPHQVXUDWHSHULRGLQZDV
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Information for shareholders

Financial calendar
Annual General Meeting
First quarter trading report
3D\PHQWRI²QDOGLYLGHQG
Half year results announced
Third quarter trading report
3D\PHQWRILQWHULPGLYLGHQG
Full year results announced
$QQXDO5HSRUWDYDLODEOH
Annual General Meeting

9 April 2015
30 April 2015
6 May 2015
30 July 2015 (i)
29 October 2015
1RYHPEHU
February 2016 (i)
February/March 2016
April 2016

L  'LYLGHQGGHFODUDWLRQGDWHV

Annual General Meeting
The Company’s Annual General Meeting (AGM) will be held on
$SULODWSPDW1R&DYHQGLVK6TXDUH/RQGRQ:*$1
5HJLVWHUHGVKDUHKROGHUVKDYHEHHQVHQWHLWKHUD1RWLFHRI$QQXDO
*HQHUDO0HHWLQJRUQRWL²FDWLRQRIDYDLODELOLW\RIWKH1RWLFHRI$QQXDO
*HQHUDO0HHWLQJ

&RUSRUDWH+HDGTXDUWHUVDQG5HJLVWHUHG2I²FH
7KHFRUSRUDWHKHDGTXDUWHUVLVLQWKH8.DQGWKHUHJLVWHUHGRI²FH
DGGUHVVLV6PLWK 1HSKHZSOF$GDP6WUHHW/RQGRQ:1/$
8.5HJLVWHUHGLQ(QJODQGDQG:DOHV1R7HO  
ZHEVLWHZZZVPLWKQHSKHZFRP

Ordinary shareholders
Registrar
$OOJHQHUDOHQTXLULHVFRQFHUQLQJVKDUHKROGLQJVGLYLGHQGVFKDQJHVWR
VKDUHKROGHUVªSHUVRQDOGHWDLOVDQGWKH$*0VKRXOGEHDGGUHVVHGWR
(TXLQLWL$VSHFW+RXVH6SHQFHU5RDG/DQFLQJ:HVW6XVVH[
%1'$
7HO
7HO  IURPRXWVLGHWKH8.
:HEVLWHZZZVKDUHYLHZFRXN


&
 DOOVWRWKLVQXPEHUDUHFKDUJHGDWSSHUPLQXWHSOXVQHWZRUNH[WUDV/LQHVDUHRSHQ
IURPDPWRSP0RQGD\WR)ULGD\H[FOXGLQJ8.SXEOLFKROLGD\V

6KDUHKROGHUIDFLOLWLHV
Shareview
(TXLQLWLªVRQOLQHHQTXLU\DQGSRUWIROLRPDQDJHPHQWVHUYLFHIRU
VKDUHKROGHUV7RYLHZLQIRUPDWLRQDERXW\RXUVKDUHKROGLQJV
RQOLQHUHJLVWHUDWZZZVKDUHYLHZFRXN2QFHUHJLVWHUHG
IRU6KDUHYLHZ\RXZLOODOVREHDEOHWRHOHFWWRUHFHLYHIXWXUH
VKDUHKROGHUFRPPXQLFDWLRQVYLDWKH&RPSDQ\ªVZHEVLWH
ZZZVPLWKQHSKHZFRP XSGDWH\RXUDGGUHVVGHWDLOVRUGLYLGHQG
SD\PHQWLQVWUXFWLRQVDQGUHJLVWHU\RXUSUR[\LQVWUXFWLRQVRQOLQH
E-communications
:HHQFRXUDJH\RXWRHOHFWWRUHFHLYHFRPPXQLFDWLRQVYLDHPDLODVWKLV
KDVVLJQL²FDQWHQYLURQPHQWDODQGFRVWEHQH²WV<RXPD\UHJLVWHUIRU
WKLVVHUYLFHWKURXJK(TXLQLWLDWZZZVKDUHYLHZFRXN<RXZLOOUHFHLYHD
FRQ²UPDWLRQOHWWHUIURP(TXLQLWLDW\RXUUHJLVWHUHGDGGUHVVFRQWDLQLQJ
DQ$FWLYDWLRQ&RGHIRUIXWXUHXVH

184
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Payment of dividends direct to your bank or building
VRFLHW\DFFRXQW
,I\RXZKRZLVKWRDYRLGWKHULVNRI\RXUGLYLGHQGDZDUGVJHWWLQJORVWRU
PLVODLG\RXFDQDUUDQJHWRKDYH\RXUFDVKGLYLGHQGVSDLGGLUHFWO\WRD
EDQNRUEXLOGLQJVRFLHW\DFFRXQW7KLVIDFLOLW\LVDYDLODEOHWR8.UHVLGHQW
VKDUHKROGHUVZKRUHFHLYHVWHUOLQJGLYLGHQGV,I\RXGRQRWOLYHLQWKH8.
\RXPD\EHDEOHWRUHJLVWHUIRUWKHRYHUVHDVSD\PHQWVHUYLFH)XUWKHU
LQIRUPDWLRQLVDYDLODEOHDWZZZVKDUHYLHZFRXNRUE\FRQWDFWLQJ
(TXLQLWL 8.DQGRYHUVHDVKHOSOLQHQXPEHUVDVDERYH 
Dividend reinvestment plan (DRIP)
7KH&RPSDQ\RIIHUVVKDUHKROGHUV H[FHSWWKRVHLQ1RUWK$PHULFD 
WKHRSSRUWXQLW\WRSDUWLFLSDWHLQD'5,37KLVHQDEOHV\RXWRUHLQYHVW
\RXUFDVKGLYLGHQGVLQIXUWKHURUGLQDU\VKDUHVRI6PLWK 1HSKHZSOF
7KHVHDUHSXUFKDVHGLQWKHPDUNHWDWFRPSHWLWLYHGHDOLQJFRVWV)RU
IXUWKHUGHWDLOVSOXVDQDSSOLFDWLRQIRUPWRUHLQYHVWIXWXUHGLYLGHQGV
FRQWDFW(TXLQLWL
Duplicate accounts
,I\RXKDYHPRUHWKDQRQHDFFRXQWGXHWRLQFRQVLVWHQF\LQDFFRXQW
GHWDLOV\RXPD\DYRLGGXSOLFDWHPDLOLQJVE\FRQWDFWLQJ(TXLQLWLDQG
UHTXHVWLQJDQDPDOJDPDWLRQRI\RXUVKDUHDFFRXQWV
Keep your personal details up to date
3OHDVHUHPHPEHUWRWHOO(TXLQLWLLI\RXPRYHKRXVHRUFKDQJHEDQN
GHWDLOVRUWKHUHLVDQ\RWKHUFKDQJHLQ\RXUDFFRXQWLQIRUPDWLRQ
<RXFDQXSGDWH\RXULQIRUPDWLRQRQOLQHYLDWKH6KDUHYLHZSRUWIROLR
LI\RXDUHD6PLWK 1HSKHZ6KDUHYLHZPHPEHU,I\RXGRQRWKDYH
DSRUWIROLR\RXZLOOQHHGWRZULWHWR(TXLQLWLRUFRPSOHWHDFKDQJHRI
DGGUHVVIRUPZKLFKFDQEHGRZQORDGHGIURP6KDUHYLHZ,I\RXKROG
VKDUHVRUIHZHU\RXFDQDOVRFKDQJH\RXUDGGUHVVRUXSGDWH
\RXUEDQNGHWDLOVTXLFNO\DQGHDVLO\RYHUWKHSKRQHXVLQJWKHFRQWDFW
GHWDLOVSURYLGHG
Individual savings account (ISA)
6KDUHKROGHUVZKRDUH8.UHVLGHQWPD\KROG6PLWK 1HSKHZSOF
VKDUHVLQDQ,QGLYLGXDO6DYLQJV$FFRXQW ,6$ ZKLFKLVDGPLQLVWHUHG
E\WKH&RPSDQ\ªVUHJLVWUDU)RULQIRUPDWLRQDERXWWKLVVHUYLFHSOHDVH
FRQWDFW(TXLQLWL

6KDUHKROGHUFRPPXQLFDWLRQV
:HPDNHTXDUWHUO\²QDQFLDODQQRXQFHPHQWVZKLFKDUHPDGHDYDLODEOH
WKURXJK6WRFN([FKDQJHDQQRXQFHPHQWVDQGRQWKH*URXSªVZHEVLWH
ZZZVPLWKQHSKHZFRP &RSLHVRIUHFHQW$QQXDO5HSRUWVSUHVV
UHOHDVHVLQVWLWXWLRQDOSUHVHQWDWLRQVDQGDXGLRZHEFDVWVDUHDOVR
DYDLODEOHRQWKHZHEVLWH
:HVHQGSDSHUFRSLHVRIWKH1RWLFHRI$QQXDO*HQHUDO0HHWLQJDQG
$QQXDO5HSRUWRQO\WRWKRVHVKDUHKROGHUVDQG$'6KROGHUVZKRKDYH
HOHFWHGWRUHFHLYHVKDUHKROGHUGRFXPHQWDWLRQE\SRVW(OHFWURQLF
FRSLHVRIWKH$QQXDO5HSRUWDQG1RWLFHRI$QQXDO*HQHUDO0HHWLQJ
DUHDYDLODEOHRQWKH*URXSªVZHEVLWHDWZZZVPLWKQHSKHZFRP%RWK
RUGLQDU\VKDUHKROGHUVDQG$'6KROGHUVFDQUHTXHVWSDSHUFRSLHVRI
WKH$QQXDO5HSRUWZKLFKWKH&RPSDQ\SURYLGHVIUHHRIFKDUJH7KH
Company will continue to send to ordinary shareholders by post the
)RUPRI3UR[\QRWLI\LQJWKHPRIWKHDYDLODELOLW\RIWKH$QQXDO5HSRUW
DQG1RWLFHRI$QQXDO*HQHUDO0HHWLQJRQWKH*URXSªVZHEVLWH,I
\RXHOHFWWRUHFHLYHWKH$QQXDO5HSRUWDQG1RWLFHRI$QQXDO*HQHUDO
0HHWLQJHOHFWURQLFDOO\\RXDUHLQIRUPHGE\HPDLORIWKHGRFXPHQWVª
DYDLODELOLW\RQWKH*URXSªVZHEVLWH$'6KROGHUVUHFHLYHWKH)RUPRI
3UR[\E\SRVWEXWZLOOQRWUHFHLYHDSDSHUFRS\RIWKH1RWLFHRI$QQXDO
*HQHUDO0HHWLQJ

,QYHVWRUFRPPXQLFDWLRQV

6RFLDOPHGLD

7KH&RPSDQ\PDLQWDLQVUHJXODUGLDORJXHZLWKLQGLYLGXDOLQVWLWXWLRQDO
VKDUHKROGHUVWRJHWKHUZLWKUHVXOWVSUHVHQWDWLRQV7RHQVXUHWKDWDOO
PHPEHUVRIWKH%RDUGGHYHORSDQXQGHUVWDQGLQJRIWKHYLHZVRIPDMRU
LQYHVWRUVWKH([HFXWLYH'LUHFWRUVUHYLHZVLJQL²FDQWLVVXHVUDLVHGE\
LQYHVWRUVZLWKWKH%RDUG1RQH[HFXWLYH'LUHFWRUVDUHVHQWFRSLHVRI
DQDO\VWVªDQGEURNHUVªEULH²QJV7KHUHLVDQRSSRUWXQLW\IRULQGLYLGXDO
shareholders to question the Directors at the Annual General Meeting
and the Company regularly responds to letters from shareholders on a
UDQJHRILVVXHV

6PLWK 1HSKHZKDVDSUHVHQFHDFURVVDUDQJHRIVRFLDOPHGLD
FKDQQHOVLQFOXGLQJ7ZLWWHU)DFHERRNDQG/LQNHG,QZKLFKDUHOLQNHG
EHORZ,QIRUPDWLRQSURYLGHGE\6PLWK 1HSKHZWKURXJKVRFLDOPHGLD
channels is not incorporated by reference herein and does not form
SDUWRIRXUDQQXDOUHSRUWRQ)RUP)

)RUWKHSXUSRVHVRI8.FDSLWDOJDLQVWD[WKHSULFHRIWKH&RPSDQ\ªV
RUGLQDU\VKDUHVRQ0DUFKZDVS

6PLWK 1HSKHZVKDUHSULFH
7KH&RPSDQ\ªVRUGLQDU\VKDUHVDUHTXRWHGRQWKH/RQGRQ6WRFN
([FKDQJHXQGHUWKHV\PERO617KH&RPSDQ\ªVVKDUHSULFHLV
DYDLODEOHRQWKH6PLWK 1HSKHZZHEVLWHZZZVPLWKQHSKHZFRP
DQGDWZZZORQGRQVWRFNH[FKDQJHFRPZKHUHWKHOLYH²QDQFLDOGDWD
LVXSGDWHGZLWKDPLQXWHGHOD\

6KDUH*LIW

)XUWKHULQIRUPDWLRQDERXW6KDUH*LIWLVDYDLODEOHDWZZZVKDUHJLIWRUJRU
E\FRQWDFWLQJ6KDUH*LIWDW
6KDUH*LIW32%2;/RQGRQ6:3/4
7HO    

8QDXWKRULVHGEURNHUV ERLOHUURRPVFDPV

$PHULFDQ'HSRVLWDU\6KDUHV $'6V DQG$PHULFDQ
Depositary Receipts (ADRs)
,QWKH86$WKH&RPSDQ\ªVRUGLQDU\VKDUHVDUHWUDGHGLQWKHIRUP
RI$'6VHYLGHQFHGE\$'5VRQWKH1HZ<RUN6WRFN([FKDQJHXQGHU
WKHV\PERO611(DFK$PHULFDQ'HSRVLWDU\6KDUHUHSUHVHQWVWZR
RUGLQDU\VKDUHV'HXWVFKH%DQNLVWKHDXWKRULVHGGHSRVLWDU\EDQNIRU
WKH&RPSDQ\ªV$'5SURJUDPPH

$'6HQTXLULHV
$OOHQTXLULHVUHJDUGLQJ$'6KROGHUDFFRXQWVDQGSD\PHQWRIGLYLGHQGV
should be addressed to:
'HXWVFKH%DQN6KDUHKROGHU6HUYLFHV
$PHULFDQ6WRFN7UDQVIHUDQG7UXVW&RPSDQ\
2SHUDWLRQV&HQWUHWK$YHQXH
%URRNO\Q1HZ<RUN
7HO WROOIUHHIURP86
7HO GLUHFWGLDO
(PDLO'%#DPVWRFNFRP
:HEVLWHZZZDGUGEFRP
7KH&RPSDQ\SURYLGHV'HXWVFKH%DQNDVGHSRVLWDU\ZLWKFRSLHVRI
$QQXDO5HSRUWVFRQWDLQLQJ&RQVROLGDWHG)LQDQFLDO6WDWHPHQWVDQGWKH
RSLQLRQH[SUHVVHGWKHUHRQE\LWVLQGHSHQGHQWDXGLWRU6XFK²QDQFLDO
VWDWHPHQWVDUHSUHSDUHGXQGHU,)56'HXWVFKH%DQNZLOOVHQGWKHVH
UHSRUWVWRUHFRUGHG$'6KROGHUVZKRKDYHHOHFWHGWRUHFHLYHSDSHU
FRSLHV7KH&RPSDQ\DOVRSURYLGHVWR'HXWVFKH%DQNDOOQRWLFHVRI
shareholders’ meetings and other reports and communications that are
PDGHJHQHUDOO\DYDLODEOHWRVKDUHKROGHUVRIWKH&RPSDQ\'HXWVFKH
%DQNPDNHVVXFKQRWLFHVUHSRUWVDQGFRPPXQLFDWLRQVDYDLODEOHIRU
LQVSHFWLRQE\UHFRUGHGKROGHUVRI$'6VDQGVHQGVYRWLQJLQVWUXFWLRQ
IRUPVE\SRVWWRDOOUHFRUGHGKROGHUVRI$'6V

,I\RXGHDOZLWKDQXQDXWKRULVHG²UP\RXZLOOQRWEHHOLJLEOHWRUHFHLYH
SD\PHQWXQGHUWKH)LQDQFLDO6HUYLFHV&RPSHQVDWLRQ6FKHPHLIWKLQJV
JRZURQJ,I\RXUHFHLYHDQ\XQVROLFLWHGLQYHVWPHQWDGYLFHREWDLQWKH
FRUUHFWQDPHRIWKHSHUVRQDQGRUJDQLVDWLRQDQGFKHFNWKDWWKH\DUH
SURSHUO\DXWKRULVHGE\WKH)&$E\YLVLWLQJZZZIFDRUJXNUHJLVWHU
,I\RXWKLQN\RXKDYHEHHQDSSURDFKHGE\DQXQDXWKRULVHG²UP
\RXVKRXOGFRQWDFWWKH)&$FRQVXPHUKHOSOLQHRQ
RUHPDLOFRQVXPHUTXHULHV#IFDRUJXN
More detailed information can be found on the FCA website at
ZZZIFDRUJXNFRQVXPHUVSURWHFW\RXUVHOIXQDXWKRULVHG²UPV
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<RXDUHDGYLVHGWREHYHU\ZDU\RIDQ\XQVROLFLWHGDGYLFHRIIHUVWR
EX\VKDUHVDWDGLVFRXQWRURIIHUVRIIUHHFRPSDQ\UHSRUWV7KHVHDUH
W\SLFDOO\IURPRYHUVHDVEDVHG©EURNHUVªZKRWDUJHW8.VKDUHKROGHUV
RIIHULQJWRVHOOWKHPZKDWRIWHQWXUQRXWWREHZRUWKOHVVRUKLJKULVN
VKDUHVLQ86RU8.LQYHVWPHQWV7KHVHRSHUDWLRQVDUHFRPPRQO\
NQRZQDV©ERLOHUURRPVª

 KWWSZZZOLQNHGLQFRPFRPSDQ\VPLWK QHSKHZ

CORPORATE GOVERNANCE

,I\RXKROGDVPDOOQXPEHURIVKDUHVZKLFKZRXOGFRVWPRUHWRVHOO
WKDQWKH\DUHZRUWK\RXPD\ZLVKWRFRQVLGHUGRQDWLQJWKHPWR
WKHFKDULW\6KDUH*LIW UHJLVWHUHGFKDULW\ ZKLFKVSHFLDOLVHV
LQDFFHSWLQJVXFKVKDUHVDVGRQDWLRQV7KHUHDUHQRLPSOLFDWLRQV
IRU&DSLWDO*DLQV7D[SXUSRVHV QRJDLQRUORVV DQGLWPD\DOVREH
SRVVLEOHWRREWDLQLQFRPHWD[UHOLHI7KHUHOHYDQWVWRFNWUDQVIHUIRUP
PD\EHREWDLQHGIURP(TXLQLWLDWWKHDGGUHVVJLYHQRQSDJH

 ZZZIDFHERRNFRP6PLWK1HSKHZ3OF

STRATEGIC REPORT

8.FDSLWDOJDLQVWD[

 KWWSVWZLWWHUFRP6PLWK1HSKHZ3/&
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Information for shareholders continued

6PLWK 1HSKHZ$'6SULFH
7KH&RPSDQ\ªV$'6SULFHFDQEHREWDLQHGIURPWKHRI²FLDO1HZ<RUN6WRFN([FKDQJHZHEVLWHDWZZZQ\VHFRPWKH6PLWK 1HSKHZZHEVLWH
ZZZVPLWKQHSKHZFRPDQGLVTXRWHGGDLO\LQWKH:DOO6WUHHW-RXUQDOZKHUHWKHOLYH²QDQFLDOGDWDLVXSGDWHGZLWKDPLQXWHGHOD\

$'6SD\PHQWLQIRUPDWLRQ
7KH&RPSDQ\KHUHE\GLVFORVHV$'6SD\PHQWLQIRUPDWLRQIRUWKH\HDUHQGHG'HFHPEHULQDFFRUGDQFHZLWKWKH6HFXULWLHVDQG([FKDQJH
&RPPLVVLRQUXOHV'DQG'UHODWLQJWR)RUP)²OLQJVE\IRUHLJQSULYDWHLVVXHUV7KHGHSRVLWDU\FROOHFWVLWVIHHVIRUGHOLYHU\DQG
VXUUHQGHURI$'6VGLUHFWO\IURPLQYHVWRUVGHSRVLWLQJVKDUHVRUVXUUHQGHULQJ$'6VIRUWKHSXUSRVHRIZLWKGUDZDORUIURPLQWHUPHGLDULHVDFWLQJ
IRUWKHP7KHGHSRVLWDU\FROOHFWVIHHVIRUPDNLQJGLVWULEXWLRQVWRLQYHVWRUVLQFOXGLQJSD\PHQWRIGLYLGHQGVE\WKH&RPSDQ\E\GHGXFWLQJWKRVH
IHHVIURPWKHDPRXQWVGLVWULEXWHGRUE\VHOOLQJDSRUWLRQRIGLVWULEXWDEOHSURSHUW\WRSD\WKHIHHV7KHGHSRVLWDU\PD\FROOHFWLWVDQQXDOIHH
IRUGHSRVLWRU\VHUYLFHVE\GHGXFWLRQVIURPFDVKGLVWULEXWLRQVRUE\GLUHFWO\ELOOLQJLQYHVWRUVRUE\FKDUJLQJWKHERRNHQWU\V\VWHPDFFRXQWVRI
SDUWLFLSDQWVDFWLQJIRUWKHP7KHGHSRVLWDU\PD\JHQHUDOO\UHIXVHWRSURYLGHIHHDWWUDFWLQJVHUYLFHVXQWLOLWVIHHIRUWKRVHVHUYLFHVDUHSDLG
Persons depositing or withdrawing shares must pay:

For:

 RUOHVV SHU$'6V RUSRUWLRQRI$'6V
 RUOHVV SHU$'6

,VVXDQFHRI$'6VLQFOXGLQJLVVXDQFHVUHVXOWLQJIURPDGLVWULEXWLRQRI
shares or rights or other property
&DQFHOODWLRQRI$'6VIRUWKHSXUSRVHRIZLWKGUDZDOLQFOXGLQJLIWKH
deposit agreement terminates
$Q\FDVKGLVWULEXWLRQWR$'6UHJLVWHUHGKROGHUVLQFOXGLQJSD\PHQWRI
GLYLGHQG
'HSRVLWDU\VHUYLFHV
Transfer and registration of shares on our share register to or from
the name of the depositary or its agent when shares are deposited or
withdrawn
As necessary

 RUOHVV SHU$'6SHUFDOHQGDU\HDU
Registration or transfer fees

7D[HVDQGRWKHUJRYHUQPHQWDOFKDUJHVWKHGHSRVLWDU\RUWKHFXVWRGLDQ
KDYHWRSD\RQDQ\$'6RUVKDUHXQGHUO\LQJDQ$'6IRUH[DPSOHVWRFN
WUDQVIHUWD[HVVWDPSGXW\RUZLWKKROGLQJWD[HV
$Q\FKDUJHVLQFXUUHGE\WKHGHSRVLWDU\RULWVDJHQWVIRUVHUYLFLQJWKH
As necessary
deposited securities

'XULQJDIHHRIWZR86FHQWVSHU$'6ZDVSDLGRQWKH²QDOGLYLGHQGE\7KH%DQNRI1HZ<RUN0HOORQZKLFKWRWDOHG
2Q2FWREHU6PLWK 1HSKHZFKDQJHG$'5EDQNWR'HXWVFKH%DQN7UXVW&RPSDQ\$PHULFDV$IHHRIRQH86FHQWSHU$'6ZDVGHGXFWHG
IURPWKHLQWHULPGLYLGHQGSDLGLQ1RYHPEHUZKLFKWRWDOHG7KHUHIRUHIRUWKHSHULRG-DQXDU\WR)HEUXDU\WKHWRWDO
UHLPEXUVHGE\7KH%DQNRI1HZ<RUN0HOORQDQG'HXWVFKH%DQN7UXVW&RPSDQ\$PHULFDVZDV
2Q2FWREHUWKHUDWLRIRURUGLQDU\VKDUHVSHU$'6FKDQJHGIURP²YHRUGLQDU\VKDUHVSHU$'6WRWZRRUGLQDU\VKDUHVSHU$'6
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'LYLGHQGKLVWRU\
6PLWK 1HSKHZKDVSDLGGLYLGHQGVRQLWVRUGLQDU\VKDUHVLQHYHU\\HDUVLQFH)ROORZLQJWKHFDSLWDOUHVWUXFWXULQJDQGGLYLGHQGUHGXFWLRQLQ
WKH*URXSDGRSWHGDSROLF\RILQFUHDVLQJLWVGLYLGHQGFRYHU WKHUDWLRRI(36$DVVHWRXWLQWKH©6HOHFWHG²QDQFLDOGDWDªWRRUGLQDU\GLYLGHQGV
GHFODUHGIRUWKH\HDU 7KLVZDVLQWHQGHGWRLQFUHDVHWKH²QDQFLQJFDSDELOLW\RIWKH*URXSIRUDFTXLVLWLRQVDQGRWKHULQYHVWPHQWV)URPWR
WKHGLYLGHQGLQFUHDVHGLQOLQHZLWKLQ³DWLRQDQGLQGLYLGHQGFRYHUVWRRGDWWLPHV+DYLQJDFKLHYHGWKLVOHYHORIGLYLGHQGFRYHUWKH
%RDUGFKDQJHGLWVSROLF\IURPWKDWRILQFUHDVLQJGLYLGHQGVLQOLQHZLWKLQ³DWLRQWRWKDWRILQFUHDVLQJGLYLGHQGVIRUDQGDIWHUE\)ROORZLQJ
WKHUHGHQRPLQDWLRQRIWKH&RPSDQ\ªVVKDUHFDSLWDOLQWR86'ROODUVWKH%RDUGUHDI²UPHGLWVSROLF\RILQFUHDVLQJWKHGLYLGHQGE\D\HDULQ86
'ROODUWHUPV

$WWKHWLPHRIWKHIXOO\HDUUHVXOWVWKH%RDUGUHYLHZVWKHDSSURSULDWHOHYHORIWRWDODQQXDOGLYLGHQGHDFK\HDU7KH%RDUGLQWHQGVWKDWWKHLQWHULP
GLYLGHQGZLOOEHVHWE\DIRUPXODDQGZLOOEHHTXLYDOHQWWRRIWKHWRWDOGLYLGHQGIRUWKHSUHYLRXV\HDU'LYLGHQGVZLOOFRQWLQXHWREHGHFODUHGLQ
86'ROODUVZLWKDQHTXLYDOHQWDPRXQWLQVWHUOLQJSD\DEOHWRWKRVHVKDUHKROGHUVZKRVHUHJLVWHUHGDGGUHVVLVLQWKH8.RUZKRKDYHYDOLGO\HOHFWHG
WRUHFHLYHVWHUOLQJGLYLGHQGV

STRATEGIC REPORT

2Q$XJXVWWKH%RDUGDQQRXQFHGLWVLQWHQWLRQWRSXUVXHDSURJUHVVLYHGLYLGHQGSROLF\ZLWKWKHDLPRILQFUHDVLQJWKH86'ROODUYDOXHRI
RUGLQDU\GLYLGHQGVRYHUWLPHEURDGO\EDVHGRQWKH*URXSªVXQGHUO\LQJJURZWKLQHDUQLQJVZKLOHWDNLQJLQWRDFFRXQWFDSLWDOUHTXLUHPHQWVDQG
FDVK³RZV

$QLQWHULPGLYLGHQGLQUHVSHFWRIHDFK²VFDO\HDULVQRUPDOO\GHFODUHGLQ$XJXVWDQGSDLGLQ1RYHPEHU$²QDOGLYLGHQGZLOOEHUHFRPPHQGHGE\
WKH%RDUGRI'LUHFWRUVDQGSDLGVXEMHFWWRDSSURYDOE\VKDUHKROGHUVDWWKH&RPSDQ\ªV$QQXDO*HQHUDO0HHWLQJ
)XWXUHGLYLGHQGVRI6PLWK 1HSKHZZLOOEHGHSHQGHQWXSRQIXWXUHHDUQLQJVWKHIXWXUH²QDQFLDOFRQGLWLRQRIWKH*URXSWKH%RDUGªVGLYLGHQG
SROLF\DQGWKHDGGLWLRQDOIDFWRUVWKDWPLJKWDIIHFWWKHEXVLQHVVRIWKH*URXSVHWRXWLQ©6SHFLDOQRWHUHJDUGLQJIRUZDUGORRNLQJVWDWHPHQWVªDQG
©5LVN)DFWRUVª

'LYLGHQGVSHUVKDUH
<HDUVHQGHG'HFHPEHU

Pence per share:
Interim
Final (i)
Total
86FHQWVSHUVKDUH
Interim
Final
Total

2014

2013

2012

2011

2010

7.578
13.377
20.995

















12.222
20.667
32.889
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7KHWDEOHEHORZVHWVRXWWKHGLYLGHQGVSHU2UGLQDU\6KDUHLQWKHODVW²YH\HDUV

L  7UDQVODWHGDWWKH%DQNRI(QJODQGUDWHRQ)HEUXDU\

7KH²QDOGLYLGHQGZLOOEHSD\DEOHRQ0D\VXEMHFWWRVKDUHKROGHUDSSURYDO
,QUHVSHFWRIWKHSURSRVHG²QDOGLYLGHQGIRUWKH\HDUHQGHG'HFHPEHURI86FHQWVSHURUGLQDU\VKDUHWKHUHFRUGGDWHZLOOEH$SULO
2015DQGWKHSD\PHQWGDWHZLOOEH0D\7KHVWHUOLQJHTXLYDOHQWSHURUGLQDU\VKDUHZLOOEHVHWIROORZLQJWKHUHFRUGGDWH6KDUHKROGHUVPD\
HOHFWWRUHFHLYHWKHLUGLYLGHQGLQHLWKHUVWHUOLQJRU86'ROODUVDQGWKHODVWGD\IRUHOHFWLRQZLOOEH$SULO7KHRUGLQDU\VKDUHVZLOOWUDGHH[
GLYLGHQGRQERWKWKH/RQGRQDQG1HZ<RUN6WRFN([FKDQJHVIURP$SULO
7KHSURSRVHG²QDOGLYLGHQGRI86FHQWVSHURUGLQDU\VKDUHZKLFKWRJHWKHUZLWKWKHLQWHULPGLYLGHQGRI86FHQWVPDNHVDWRWDOIRURI
86FHQWV
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'LYLGHQGVDERYHLQFOXGHWKHDVVRFLDWHG8.WD[FUHGLWRIEXWH[FOXGHWKHGHGXFWLRQRIZLWKKROGLQJWD[HV$OOGLYLGHQGVXSWRWKHVHFRQG
LQWHULPGLYLGHQGIRUZHUHGHFODUHGLQSHQFHSHURUGLQDU\VKDUHDQGWUDQVODWHGLQWR86FHQWVSHURUGLQDU\VKDUHDWWKH1RRQ%X\LQJ5DWHRQ
WKHSD\PHQWGDWH6LQFHWKHVHFRQGLQWHULPGLYLGHQGIRUDOOGLYLGHQGVKDYHEHHQGHFODUHGLQ86FHQWVSHURUGLQDU\VKDUH

27+(5,1)250$7,21

Information for shareholders continued

6KDUHSULFHV
7KHWDEOHEHORZVHWVRXWIRUWKHSHULRGVLQGLFDWHGWKHKLJKHVWDQGORZHVWPLGGOHPDUNHWTXRWDWLRQVIRUWKH&RPSDQ\ªVRUGLQDU\VKDUHV
DVGHULYHGIURPWKH'DLO\2I²FLDO/LVWRIWKH8./LVWLQJ$XWKRULW\ DQGWKHKLJKHVWDQGORZHVWVDOHVSULFHVRILWV$'6V DVUHSRUWHGRQWKH1HZ<RUN
6WRFN([FKDQJHFRPSRVLWHWDSH 

Year ended 31 December:
2010
2011
2012
2013

Quarters in the year ended 31 December:
2013:
VW4XDUWHU
QG4XDUWHU
UG4XDUWHU
WK4XDUWHU
2014:
VW4XDUWHU
QG4XDUWHU
UG4XDUWHU
WK4XDUWHU
2015:
VW4XDUWHU WR)HEUXDU\
Last six months:
August 2014
6HSWHPEHU
October 2014 (1 to 14 October 2014)
October 2014 (15 to 31 October 2014)
1RYHPEHU
December 2014
January 2015
February 2015 (to 23 February 2015)

High
£

Ordinary shares
Low
£

High
US$

ADSs
Low
US$





11.93





8.57





97.27





29.39





















9.60
11.00
10.80
11.93

8.57
8.61
9.86
9.06

80.18
97.27
90.45
83.14

70.84
73.17
82.91
29.39

12.00

11.48

36.71

35.07

10.65
10.80
10.32
10.57
11.38
11.93
12.00
11.98

9.86
10.23
9.74
9.06
10.45
10.19
11.48
11.55

89.50
88.15
83.14
33.83
36.12
38.52
36.40
36.71

82.91
83.29
77.36
29.39
33.21
32.06
35.07
35.17

2Q2FWREHUWKHUDWLRRIRUGLQDU\VKDUHVSHU$'6FKDQJHGIURP²YHRUGLQDU\VKDUHVSHU$'6WRWZRRUGLQDU\VKDUHVSHU$'6
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6KDUH&DSLWDO
7KHSULQFLSDOWUDGLQJPDUNHWIRUWKHRUGLQDU\VKDUHVLVWKH/RQGRQ6WRFN([FKDQJH7KHRUGLQDU\VKDUHVZHUHOLVWHGRQWKH1HZ<RUN6WRFN
([FKDQJHRQ1RYHPEHUWUDGLQJLQWKHIRUPRI$'6VHYLGHQFHGE\$'5V(DFK$'6UHSUHVHQWVWZRRUGLQDU\VKDUHVIURP2FWREHU
EHIRUHZKLFKWLPHRQH$'6UHSUHVHQWHG²YHRUGLQDU\VKDUHV7KH$'6IDFLOLW\LVVSRQVRUHGE\'HXWVFKH%DQNDFWLQJDVGHSRVLWDU\

$VDW)HEUXDU\WRWKHNQRZOHGJHRIWKH*URXSWKHUHZHUHUHJLVWHUHGKROGHUVRIRUGLQDU\VKDUHVRIZKRPKDGUHJLVWHUHG
DGGUHVVHVLQWKH86$DQGKHOGDWRWDORIRUGLQDU\VKDUHV OHVVWKDQRIWKHWRWDOLVVXHG %HFDXVHFHUWDLQRUGLQDU\VKDUHVDUH
UHJLVWHUHGLQWKHQDPHVRIQRPLQHHVWKHQXPEHURIVKDUHKROGHUVZLWKUHJLVWHUHGDGGUHVVHVLQWKH86$LVQRWUHSUHVHQWDWLYHRIWKHQXPEHURI
EHQH²FLDORZQHUVRIRUGLQDU\VKDUHVUHVLGHQWLQWKH86$

STRATEGIC REPORT

$OOWKHRUGLQDU\VKDUHVLQFOXGLQJWKRVHKHOGE\'LUHFWRUVDQG([HFXWLYH2I²FHUVUDQNSDULSDVVXZLWKHDFKRWKHU2Q-DQXDU\WKH
ordinary shares of 122/9SZHUHUHGHQRPLQDWHGDVRUGLQDU\VKDUHVRI86FHQWV IROORZLQJDSSURYDOE\VKDUHKROGHUVDWWKHH[WUDRUGLQDU\JHQHUDO
PHHWLQJLQ'HFHPEHU 7KHQHZ86GROODURUGLQDU\VKDUHVFDUU\WKHVDPHULJKWVDVWKHSUHYLRXVRUGLQDU\VKDUHV7KHVKDUHSULFHFRQWLQXHV
WREHTXRWHGLQVWHUOLQJ,QWKH&RPSDQ\LVVXHG RIVKDUHVLQVWHUOLQJLQRUGHUWRFRPSO\ZLWK(QJOLVKODZ7KHVHZHUHLVVXHGDV
GHIHUUHGVKDUHVZKLFKDUHQRWOLVWHGRQDQ\VWRFNH[FKDQJH7KH\KDYHH[WUHPHO\OLPLWHGULJKWVDQGWKHUHIRUHHIIHFWLYHO\KDYHQRYDOXH7KHVH
VKDUHVZHUHDOORWWHGWRWKH&KLHI([HFXWLYH2I²FHUDOWKRXJKWKH%RDUGUHVHUYHVWKHULJKWWRWUDQVIHUWKHPWRDQRWKHUPHPEHURIWKH%RDUGVKRXOGLW
VRZLVK

6KDUHKROGLQJV
$VDW)HEUXDU\$'6VHTXLYDOHQWWRRUGLQDU\VKDUHVRUDSSUR[LPDWHO\RIWKHWRWDORUGLQDU\VKDUHVLQLVVXH
ZHUHRXWVWDQGLQJDQGZHUHKHOGE\UHJLVWHUHG$'6KROGHUV

0DMRUVKDUHKROGHUV
$VDW)HEUXDU\QRSHUVRQVDUHNQRZQWR6PLWK 1HSKHZWRKDYHDQ\LQWHUHVW DVGH²QHGLQWKH'LVFORVXUHDQG7UDQVSDUHQF\5XOHV
RIWKH)&$ LQRUPRUHRIWKHRUGLQDU\VKDUHVRWKHUWKDQDVVKRZQEHORZ7KHIROORZLQJWDEOHVVKRZFKDQJHVRYHUWKHODVWWKUHH\HDUVLQWKH
SHUFHQWDJHDQGQXPEHUVRIWKHLVVXHGVKDUHFDSLWDORZQHGE\VKDUHKROGHUVKROGLQJRUPRUHRIRUGLQDU\VKDUHVDVQRWL²HGWRWKH&RPSDQ\
under the Disclosure and Transparency Rules:

%ODFN5RFN,QF
,QYHVFR
/HJDO *HQHUDO*URXSSOF
1HZWRQ,QYHVWPHQW0DQDJHPHQW/LPLWHG

2014


2013


As at 31 December
2012


5.5
5.0
–
–



–
–



–
–






23 February 2015
’000

2014
’000

2013
’000

As at 31 December
2012
’000

49,206
44,918
–
–



–
–



–
–






7KH&RPSDQ\LVQRWDZDUHRIDQ\SHUVRQZKRKDVDVLJQL²FDQWGLUHFWRULQGLUHFWKROGLQJRIVHFXULWLHVLQWKH&RPSDQ\DQGLVQRWDZDUHRI
DQ\SHUVRQVKROGLQJVHFXULWLHVZKLFKPD\FRQWUROWKH&RPSDQ\7KHUHDUHQRVHFXULWLHVLQLVVXHZKLFKKDYHVSHFLDOULJKWVDVWRWKHFRQWURO
RIWKH&RPSDQ\
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%ODFN5RFN,QF
,QYHVFR
/HJDO *HQHUDO*URXSSOF
1HZWRQ,QYHVWPHQW0DQDJHPHQW/LPLWHG

23 February 2015
%

CORPORATE GOVERNANCE

$VIDUDVLVNQRZQWR6PLWK 1HSKHZWKH*URXSLVQRWGLUHFWO\RULQGLUHFWO\RZQHGRUFRQWUROOHGE\DQRWKHUFRUSRUDWLRQRUE\DQ\JRYHUQPHQWDQG
WKH*URXSKDVQRWHQWHUHGLQWRDUUDQJHPHQWVWKHRSHUDWLRQRIZKLFKPD\DWDVXEVHTXHQWGDWHUHVXOWLQDFKDQJHLQFRQWURORIWKH*URXS

27+(5,1)250$7,21

Information for shareholders continued

3XUFKDVHRIRUGLQDU\VKDUHVRQEHKDOIRIWKH&RPSDQ\
$WWKH$*0WKH&RPSDQ\ZLOOEHVHHNLQJDUHQHZDORILWVFXUUHQWSHUPLVVLRQIURPVKDUHKROGHUVWRSXUFKDVHXSWRRILWVRZQVKDUHV,Q
RUGHUWRDYRLGVKDUHKROGHUGLOXWLRQVKDUHVDOORWWHGWRHPSOR\HHVWKURXJKHPSOR\HHVKDUHVFKHPHVDUHERXJKWEDFNRQDTXDUWHUO\EDVLVDQG
VXEVHTXHQWO\FDQFHOOHGE\WKH&RPSDQ\)URP-DQXDU\WR)HEUXDU\LQWKHPRQWKVOLVWHGEHORZWKH&RPSDQ\KDVSXUFKDVHG
RUGLQDU\VKDUHVDWDFRVWRI86

0D\
$XJXVW
1RYHPEHU
)HEUXDU\

Total shares
purchased
(000s)

Average price
paid per share
(p)

Approximate US$
value of shares
purchased under
the plan

1,825
1,380
1,200
1,050

926.1138
1,026.3662
1,056.5981
1,168.3047

28,687,538
23,833,629
20,198,882
18,875,390

7KHVKDUHVZHUHSXUFKDVHGLQWKHRSHQPDUNHWE\8%6/LPLWHGDQG-30RUJDQ&D]HQRYH/LPLWHGRQEHKDOIRIWKH&RPSDQ\

([FKDQJHFRQWUROVDQGRWKHUOLPLWDWLRQVDIIHFWLQJ
security holders
7KHUHDUHQR8.JRYHUQPHQWDOODZVGHFUHHVRUUHJXODWLRQVWKDW
UHVWULFWWKHH[SRUWRULPSRUWRIFDSLWDORUWKDWDIIHFWWKHSD\PHQWRI
GLYLGHQGVLQWHUHVWRURWKHUSD\PHQWVWRQRQUHVLGHQWKROGHUVRI
6PLWK 1HSKHZªVVHFXULWLHVH[FHSWIRUFHUWDLQUHVWULFWLRQVLPSRVHG
IURPWLPHWRWLPHE\+HU0DMHVW\ªV7UHDVXU\RIWKH8QLWHG.LQJGRP
SXUVXDQWWROHJLVODWLRQVXFKDVWKH8QLWHG1DWLRQV$FWDQGWKH
(PHUJHQF\/DZV$FWDJDLQVWWKHJRYHUQPHQWRUUHVLGHQWVRI
FHUWDLQFRXQWULHV
7KHUHDUHQROLPLWDWLRQVHLWKHUXQGHUWKHODZVRIWKH8.RUXQGHU
WKH$UWLFOHVRI$VVRFLDWLRQRI6PLWK 1HSKHZUHVWULFWLQJWKHULJKW
RIQRQ8.UHVLGHQWVWRKROGRUWRH[HUFLVHYRWLQJULJKWVLQUHVSHFWRI
RUGLQDU\VKDUHVH[FHSWWKDWZKHUHDQ\RYHUVHDVVKDUHKROGHUKDVQRW
SURYLGHGWRWKH&RPSDQ\D8.DGGUHVVIRUWKHVHUYLFHRIQRWLFHVWKH
Company is under no obligation to send any notice or other document
WRDQRYHUVHDVDGGUHVV,WLVKRZHYHUWKHFXUUHQWSUDFWLFHRIWKH
&RPSDQ\WRVHQGHYHU\QRWLFHRURWKHUGRFXPHQWWRDOOVKDUHKROGHUV
UHJDUGOHVVRIWKHFRXQWU\UHFRUGHGLQWKHUHJLVWHURIPHPEHUVZLWK
WKHH[FHSWLRQRIGHWDLOVRIWKH&RPSDQ\ªVGLYLGHQGUHLQYHVWPHQWSODQ
ZKLFKDUHQRWVHQWWRVKDUHKROGHUVZLWKUHFRUGHGDGGUHVVHVLQWKH86$
DQG&DQDGD

7D[DWLRQLQIRUPDWLRQIRUVKDUHKROGHUV
The comments below are of a general and summary nature and are
based on the Group’s understanding of certain aspects of current
8.DQG86IHGHUDOLQFRPHWD[ODZDQGSUDFWLFHUHOHYDQWWRWKH$'6V
DQGRUGLQDU\VKDUHVQRWLQ$'6IRUP7KHFRPPHQWVDGGUHVVWKH
PDWHULDO86DQG8.WD[FRQVHTXHQFHVJHQHUDOO\DSSOLFDEOHWRD
SHUVRQZKRLVWKHEHQH²FLDORZQHURI$'6VRURUGLQDU\VKDUHVDQG
ZKRIRU86IHGHUDOLQFRPHWD[SXUSRVHVLVDFLWL]HQRUUHVLGHQWRIWKH
86$DFRUSRUDWLRQ RURWKHUHQWLW\WD[DEOHDVDFRUSRUDWLRQ FUHDWHG
RURUJDQLVHGLQRUXQGHUWKHODZVRIWKH86$ RUDQ\6WDWHWKHUHLQ RU
an estate or trust the income of which is included in gross income for
86IHGHUDOLQFRPHWD[SXUSRVHVUHJDUGOHVVRILWVVRXUFH HDFKD©86
+ROGHUª 7KHFRPPHQWVVHWRXWEHORZGRQRWSXUSRUWWRDGGUHVVDOOWD[
FRQVHTXHQFHVRIWKHRZQHUVKLSRI$'6VRURUGLQDU\VKDUHVZKLFKPD\
be material to a particular holder and in particular do not deal with the
SRVLWLRQRIVKDUHKROGHUVZKRGLUHFWO\RULQGLUHFWO\RZQRUPRUHRI
WKH&RPSDQ\ªVLVVXHGRUGLQDU\VKDUHV7KLVGLVFXVVLRQGRHVQRWDSSO\
WR L SHUVRQVZKRVHKROGLQJRI$'6VRURUGLQDU\VKDUHVLVHIIHFWLYHO\
connected with or pertains to either a permanent establishment in
WKH8.WKURXJKZKLFKD86+ROGHUFDUULHVRQDEXVLQHVVLQWKH8.RU
D²[HGEDVHIURPZKLFKD86+ROGHUSHUIRUPVLQGHSHQGHQWSHUVRQDO
VHUYLFHVLQWKH8.RU LL SHUVRQVZKRVHUHJLVWHUHGDGGUHVVLVLQVLGH
WKH8.7KLVGLVFXVVLRQGRHVQRWDSSO\WRFHUWDLQLQYHVWRUVVXEMHFWWR
VSHFLDOUXOHVVXFKDVFHUWDLQ²QDQFLDOLQVWLWXWLRQVWD[H[HPSWHQWLWLHV
LQVXUDQFHFRPSDQLHVEURNHUGHDOHUVWUDGHUVLQVHFXULWLHVWKDWHOHFWWR
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XVHWKHPDUNWRPDUNHWPHWKRGRIWD[DFFRXQWLQJSDUWQHUVKLSVRURWKHU
HQWLWLHVWUHDWHGDVSDUWQHUVKLSVIRU86IHGHUDOLQFRPHWD[SXUSRVHV
86+ROGHUVKROGLQJ$'6VRURUGLQDU\VKDUHVDVSDUWRIDKHGJLQJ
FRQYHUVLRQRURWKHULQWHJUDWHGWUDQVDFWLRQRUZKRVHIXQFWLRQDOFXUUHQF\
IRU86IHGHUDOLQFRPHWD[SXUSRVHVLVRWKHUWKDQWKH86GROODUDQG86
+ROGHUVOLDEOHIRUDOWHUQDWLYHPLQLPXPWD[,QDGGLWLRQWKHFRPPHQWV
EHORZGRQRWDGGUHVVWKHSRWHQWLDODSSOLFDWLRQRIWKHSURYLVLRQVRI
WKH8QLWHG6WDWHV,QWHUQDO5HYHQXH&RGHNQRZQDVWKH0HGLFDUH
FRQWULEXWLRQWD[RUDQ\86VWDWHORFDORUQRQ86 RWKHUWKDQ8. WD[HV
7KHVXPPDU\GHDOVRQO\ZLWK86+ROGHUVZKRKROG$'6VRURUGLQDU\
VKDUHVDVFDSLWDODVVHWV7KHVXPPDU\LVEDVHGRQFXUUHQW8.DQG86
ODZDQGSUDFWLFHZKLFKLVVXEMHFWWRFKDQJHSRVVLEO\ZLWKUHWURDFWLYH
HIIHFW86+ROGHUVDUHUHFRPPHQGHGWRFRQVXOWWKHLURZQWD[DGYLVHUV
DVWRWKHSDUWLFXODUWD[FRQVHTXHQFHVWRWKHPRIWKHRZQHUVKLSRI
$'6VRURUGLQDU\VKDUHV7KH&RPSDQ\EHOLHYHVDQGWKLVGLVFXVVLRQ
DVVXPHVWKDWWKH&RPSDQ\ZDVQRWDSDVVLYHIRUHLJQLQYHVWPHQW
FRPSDQ\IRULWVWD[DEOH\HDUHQGHG'HFHPEHU
This discussion is based in part on representations by the depositary
and assumes that each obligation under the deposit agreement and
DQ\UHODWHGDJUHHPHQWZLOOEHSHUIRUPHGLQDFFRUGDQFHZLWKLWVWHUPV
)RUSXUSRVHVRI86IHGHUDOLQFRPHWD[ODZ86+ROGHUVRI$'6VZLOO
generally be treated as owners of the ordinary shares represented
E\WKH$'6V+RZHYHUWKH867UHDVXU\KDVH[SUHVVHGFRQFHUQVWKDW
parties to whom depositary shares are released before shares are
GHOLYHUHGWRWKHGHSRVLWDU\ ©SUHUHOHDVHGª PD\EHWDNLQJDFWLRQVWKDW
DUHLQFRQVLVWHQWZLWKWKHFODLPLQJRIIRUHLJQWD[FUHGLWVE\RZQHUVRI
GHSRVLWDU\VKDUHV6XFKDFWLRQVZRXOGDOVREHLQFRQVLVWHQWZLWKWKH
FODLPLQJRIWKHUHGXFHGUDWHRIWD[GHVFULEHGEHORZDSSOLFDEOHWR
GLYLGHQGVUHFHLYHGE\FHUWDLQQRQFRUSRUDWH86+ROGHUV$FFRUGLQJO\
WKHDYDLODELOLW\RIWKHUHGXFHGWD[UDWHIRUGLYLGHQGVUHFHLYHGE\FHUWDLQ
QRQFRUSRUDWH86+ROGHUVRI$'6VFRXOGEHDIIHFWHGE\DFWLRQVWKDW
PD\EHWDNHQE\SDUWLHVWRZKRP$'6VDUHSUHUHOHDVHG

7D[DWLRQRIGLYLGHQGVLQWKH8.DQGWKH86$
7KH8.GRHVQRWFXUUHQWO\LPSRVHDZLWKKROGLQJWD[RQGLYLGHQGVSDLG
E\D8.FRUSRUDWLRQVXFKDVWKH&RPSDQ\
'LVWULEXWLRQVSDLGE\WKH&RPSDQ\ZLOOEHWUHDWHGIRU86IHGHUDO
LQFRPHWD[SXUSRVHVDVIRUHLJQVRXUFHRUGLQDU\GLYLGHQGLQFRPH
WRD86+ROGHUWRWKHH[WHQWSDLGRXWRIWKH&RPSDQ\ªVFXUUHQWRU
DFFXPXODWHGHDUQLQJVDQGSUR²WVDVGHWHUPLQHGIRU86IHGHUDOLQFRPH
WD[SXUSRVHV%HFDXVHWKH&RPSDQ\GRHVQRWPDLQWDLQFDOFXODWLRQV
RILWVHDUQLQJVDQGSUR²WVXQGHU86IHGHUDOLQFRPHWD[SULQFLSOHVLWLV
H[SHFWHGWKDWGLVWULEXWLRQVJHQHUDOO\ZLOOEHUHSRUWHGWR86+ROGHUV
DVGLYLGHQGV6XFKGLYLGHQGVZLOOQRWEHHOLJLEOHIRUWKHGLYLGHQGV
UHFHLYHGGHGXFWLRQJHQHUDOO\DOORZHGWRFRUSRUDWH86+ROGHUV

'LYLGHQGVSDLGWRFHUWDLQQRQFRUSRUDWH86+ROGHUVRIRUGLQDU\VKDUHV
RU$'6VPD\EHVXEMHFWWR86IHGHUDOLQFRPHWD[DWORZHUUDWHVWKDQ
those applicable to other types of ordinary income if certain conditions
DUHPHW1RQFRUSRUDWH86+ROGHUVVKRXOGFRQVXOWWKHLURZQWD[
DGYLVHUVWRGHWHUPLQHZKHWKHUWKH\DUHVXEMHFWWRDQ\VSHFLDOUXOHVWKDW
OLPLWWKHLUDELOLW\WREHWD[HGDWWKHVHIDYRXUDEOHUDWHV

7D[DWLRQRIFDSLWDOJDLQV

,QKHULWDQFHDQGHVWDWHWD[HV

86LQIRUPDWLRQUHSRUWLQJDQGEDFNXSZLWKKROGLQJ
$86+ROGHUPD\EHVXEMHFWWR86LQIRUPDWLRQUHSRUWLQJDQGEDFNXS
ZLWKKROGLQJRQGLYLGHQGVSDLGRQRUWKHSURFHHGVRIVDOHVRI$'6VRU
RUGLQDU\VKDUHVPDGHZLWKLQWKH86$RUWKURXJKFHUWDLQ86UHODWHG
²QDQFLDOLQWHUPHGLDULHVXQOHVVWKH86+ROGHULVDQH[HPSWUHFLSLHQW
RULQWKHFDVHRIEDFNXSZLWKKROGLQJSURYLGHVDFRUUHFW86WD[SD\HU
LGHQWL²FDWLRQQXPEHUDQGFHUWDLQRWKHUFRQGLWLRQVDUHPHW86EDFNXS
ZLWKKROGLQJPD\DSSO\LIWKHUHKDVEHHQDQRWL²FDWLRQIURPWKH86
,QWHUQDO5HYHQXH6HUYLFHRIDIDLOXUHWRUHSRUWDOOLQWHUHVWRUGLYLGHQGV

8.VWDPSGXW\UHVHUYHWD[ ©6'57ª DULVHVZKHQWKHUHLVDQDJUHHPHQW
WRWUDQVIHUVKDUHVLQ8.FRPSDQLHV©IRUFRQVLGHUDWLRQLQPRQH\RU
PRQH\ªVZRUWKªDQGVRDQDJUHHPHQWWRWUDQVIHURUGLQDU\VKDUHVIRU
PRQH\RURWKHUFRQVLGHUDWLRQPD\JLYHULVHWRDFKDUJHWR6'57DWWKH
UDWHRIÜ URXQGHGXSWRWKHQHDUHVWSHQQ\ 7KHFKDUJHRI6'57ZLOO
EHFDQFHOOHGDQGDQ\6'57DOUHDG\SDLGZLOOEHUHIXQGHGLIZLWKLQVL[
years of the agreement an instrument of transfer is produced to HM
5HYHQXH &XVWRPVDQGWKHDSSURSULDWHVWDPSGXW\SDLG
7UDQVIHUVRIRUGLQDU\VKDUHVLQWR&5(67 DQHOHFWURQLFWUDQVIHUV\VWHP 
DUHH[HPSWIURPVWDPSGXW\VRORQJDVWKHWUDQVIHUHHLVDPHPEHURI
&5(67ZKRZLOOKROGWKHRUGLQDU\VKDUHVDVDQRPLQHHIRUWKHWUDQVIHURU
DQGWKHWUDQVIHULVLQDIRUPWKDWZLOOHQVXUHWKDWWKHVHFXULWLHVEHFRPH
KHOGLQXQFHUWL²FDWHGIRUPZLWKLQ&5(673DSHUOHVVWUDQVIHUVRIRUGLQDU\
VKDUHVZLWKLQ&5(67IRUFRQVLGHUDWLRQLQPRQH\RUPRQH\ªVZRUWKDUH
OLDEOHWR6'57UDWKHUWKDQVWDPSGXW\6'57RQUHOHYDQWWUDQVDFWLRQV
ZLOOEHFROOHFWHGE\&5(67DWÜDQGWKLVZLOODSSO\ZKHWKHURUQRWWKH
WUDQVIHULVHIIHFWHGLQWKH8.DQGZKHWKHURUQRWWKHSDUWLHVWRLWDUH
UHVLGHQWRUVLWXDWHGLQWKH8.
$FKDUJHRIVWDPSGXW\RU6'57DWWKHUDWHRIÜRIWKHFRQVLGHUDWLRQ
RULQVRPHFLUFXPVWDQFHVWKHYDOXHRIWKHVKDUHVFRQFHUQHG ZLOO
DULVHRQDWUDQVIHURULVVXHRIRUGLQDU\VKDUHVWRWKHGHSRVLWDU\RUWR
FHUWDLQSHUVRQVSURYLGLQJDFOHDUDQFHVHUYLFH RUWKHLUQRPLQHHVRU
DJHQWV IRUWKHFRQYHUVLRQLQWR$'5VDQGZLOOJHQHUDOO\EHSD\DEOHE\
WKHGHSRVLWDU\RUSHUVRQSURYLGLQJFOHDUDQFHVHUYLFH,QDFFRUGDQFH
ZLWKWKHWHUPVRIWKH'HSRVLW$JUHHPHQWDQ\WD[RUGXW\SD\DEOH
E\WKHGHSRVLWDU\RQGHSRVLWVRIRUGLQDU\VKDUHVZLOOEHFKDUJHG
E\WKHGHSRVLWDU\WRWKHSDUW\WRZKRP$'5VDUHGHOLYHUHGDJDLQVW
VXFKGHSRVLWV
1ROLDELOLW\IRUVWDPSGXW\RU6'57ZLOODULVHRQDQ\WUDQVIHURIRU
DJUHHPHQWWRWUDQVIHUDQ$'6RUEHQH²FLDORZQHUVKLSRIDQ$'6
SURYLGHGWKDWWKH$'6DQGDQ\LQVWUXPHQWRIWUDQVIHURUZULWWHQ
DJUHHPHQWWRWUDQVIHUUHPDLQVDWDOOWLPHVRXWVLGHWKH8.DQGSURYLGHG
further that any instrument of transfer or written agreement to transfer
LVQRWH[HFXWHGLQWKH8.DQGWKHWUDQVIHUGRHVQRWUHODWHWRDQ\PDWWHU
or thing done or to be done in the UK (the location of the custodian as a
KROGHURIRUGLQDU\VKDUHVQRWEHLQJUHOHYDQWLQWKLVFRQWH[W ,QDQ\RWKHU
FDVHDQ\WUDQVIHURIRUDJUHHPHQWWRWUDQVIHUDQ$'6RUEHQH²FLDO
RZQHUVKLSRIDQ$'6FRXOGGHSHQGLQJRQDOOWKHFLUFXPVWDQFHVRIWKH
WUDQVIHUJLYHULVHWRDFKDUJHWRVWDPSGXW\RU6'57

$Q\EDFNXSZLWKKROGLQJGHGXFWHGPD\EHFUHGLWHGDJDLQVWWKH
86+ROGHUªV86IHGHUDOLQFRPHWD[OLDELOLW\DQGZKHUHWKHEDFNXS
ZLWKKROGLQJH[FHHGVWKHDFWXDOOLDELOLW\WKH86+ROGHUPD\REWDLQ
DUHIXQGE\WLPHO\²OLQJWKHDSSURSULDWHUHIXQGFODLPZLWKWKH
86,QWHUQDO5HYHQXH6HUYLFH
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7KH+05HYHQXH &XVWRPVLPSRVHVLQKHULWDQFHWD[RQFDSLWDO
WUDQVIHUVZKLFKRFFXURQGHDWKDQGLQWKHVHYHQ\HDUVSUHFHGLQJ
GHDWK7KH+05HYHQXH &XVWRPVFRQVLGHUVWKDWWKH868.'RXEOH
7D[DWLRQ&RQYHQWLRQRQ(VWDWHDQG*LIW7D[DSSOLHVWRLQKHULWDQFH
WD[&RQVHTXHQWO\D86FLWL]HQZKRLVGRPLFLOHGLQWKH86$DQGLV
QRWD8.QDWLRQDORUGRPLFLOHGLQWKH8.ZLOOQRWEHVXEMHFWWR8.
LQKHULWDQFHWD[LQUHVSHFWRI$'6VDQGRUGLQDU\VKDUHV$8.QDWLRQDO
ZKRLVGRPLFLOHGLQWKH86$ZLOOEHVXEMHFWWRERWK8.LQKHULWDQFH
WD[DQG86IHGHUDOHVWDWHWD[EXWZLOOEHHQWLWOHGWRDFUHGLWIRU86
IHGHUDOHVWDWHWD[FKDUJHGLQUHVSHFWRI$'6VDQGRUGLQDU\VKDUHVLQ
FRPSXWLQJWKHOLDELOLW\WR8.LQKHULWDQFHWD[&RQYHUVHO\D86FLWL]HQ
who is domiciled or deemed domiciled in the UK will be entitled to a
FUHGLWIRU8.LQKHULWDQFHWD[FKDUJHGLQUHVSHFWRI$'6VDQGRUGLQDU\
VKDUHVLQFRPSXWLQJWKHOLDELOLW\IRU86IHGHUDOHVWDWHWD[6SHFLDOUXOHV
DSSO\ZKHUH$'6VDQGRUGLQDU\VKDUHVDUHEXVLQHVVSURSHUW\RID
SHUPDQHQWHVWDEOLVKPHQWRIDQHQWHUSULVHVLWXDWHGLQWKH8.

UK stamp duty is charged on documents and in particular instruments
IRUWKHWUDQVIHURIUHJLVWHUHGRZQHUVKLSRIRUGLQDU\VKDUHV7UDQVIHUV
RIRUGLQDU\VKDUHVLQFHUWL²FDWHGIRUPZLOOJHQHUDOO\EHVXEMHFWWR8.
VWDPSGXW\DWWKHUDWHRIÜRIWKHFRQVLGHUDWLRQJLYHQIRUWKHWUDQVIHU
ZLWKWKHGXW\URXQGHGXSWRWKHQHDUHVW 

CORPORATE GOVERNANCE

)RU86IHGHUDOLQFRPHWD[SXUSRVHVJDLQVRUORVVHVUHDOLVHGXSRQ
DWD[DEOHVDOHRURWKHUGLVSRVLWLRQRI$'6VRURUGLQDU\VKDUHVE\
86+ROGHUVJHQHUDOO\ZLOOEH86VRXUFHFDSLWDOJDLQVRUORVVHVDQGZLOO
EHORQJWHUPFDSLWDOJDLQVRUORVVHVLIWKH$'6VRURUGLQDU\VKDUHV
ZHUHKHOGIRUPRUHWKDQRQH\HDU7KHDPRXQWRID86+ROGHUªVJDLQRU
loss will be equal to the difference between the amount realised on the
VDOHRURWKHUGLVSRVLWLRQDQGVXFKKROGHUªVWD[EDVLVLQWKH$'6VRU
RUGLQDU\VKDUHVGHWHUPLQHGLQ86GROODUV

8.VWDPSGXW\DQGVWDPSGXW\UHVHUYHWD[

STRATEGIC REPORT

86+ROGHUVZKRDUHQRWUHVLGHQWRURUGLQDULO\UHVLGHQWIRUWD[SXUSRVHV
LQWKH8.ZLOOQRWJHQHUDOO\EHOLDEOHIRU8.FDSLWDOJDLQVWD[RQDQ\
FDSLWDOJDLQUHDOLVHGXSRQWKHVDOHRURWKHUGLVSRVLWLRQRI$'6VRU
RUGLQDU\VKDUHVXQOHVVWKH$'6VRURUGLQDU\VKDUHVDUHKHOGLQ
connection with a trade carried on in the UK through a permanent
HVWDEOLVKPHQW RULQWKHFDVHRILQGLYLGXDOVWKURXJKDEUDQFKRU
DJHQF\ )XUWKHUPRUH8.UHVLGHQWLQGLYLGXDOVZKRDFTXLUH$'6VRU
RUGLQDU\VKDUHVEHIRUHEHFRPLQJWHPSRUDULO\QRQ8.UHVLGHQWVPD\
UHPDLQVXEMHFWWR8.WD[DWLRQRIFDSLWDOJDLQVRQJDLQVUHDOLVHGZKLOH
QRQUHVLGHQW

&HUWDLQ86+ROGHUVZKRDUHLQGLYLGXDOV DQGXQGHUSURSRVHG7UHDVXU\
UHJXODWLRQVFHUWDLQHQWLWLHV PD\EHUHTXLUHGWRUHSRUWLQIRUPDWLRQ
UHODWLQJWRVHFXULWLHVLVVXHGE\DQRQ86SHUVRQ RUIRUHLJQDFFRXQWV
WKURXJKZKLFKWKHVHFXULWLHVDUHKHOG VXEMHFWWRFHUWDLQH[FHSWLRQV
LQFOXGLQJDQH[FHSWLRQIRUVHFXULWLHVKHOGLQDFFRXQWVPDLQWDLQHGE\
86²QDQFLDOLQVWLWXWLRQV 86+ROGHUVVKRXOGFRQVXOWWKHLUWD[DGYLVHUV
regarding their reporting obligations with respect to the ordinary shares
RU$'6V

27+(5,1)250$7,21

Information for shareholders continued

Articles of Association

Rights attaching to ordinary shares

The following summarises certain material rights of holders of the
&RPSDQ\ªVRUGLQDU\VKDUHVXQGHUWKHPDWHULDOSURYLVLRQVRIWKH
&RPSDQ\ªV$UWLFOHVRI$VVRFLDWLRQDQG(QJOLVKODZ7KLVVXPPDU\
LVTXDOL²HGLQLWVHQWLUHW\E\UHIHUHQFHWRWKH&RPSDQLHV$FWDQG
WKH&RPSDQ\ªV$UWLFOHVRI$VVRFLDWLRQ,QWKHIROORZLQJGHVFULSWLRQ
D©VKDUHKROGHUªLVWKHSHUVRQUHJLVWHUHGLQWKH&RPSDQ\ªVUHJLVWHU
RIPHPEHUVDVWKHKROGHURIDQRUGLQDU\VKDUH

8QGHU(QJOLVKODZGLYLGHQGVDUHSD\DEOHRQWKH&RPSDQ\ªVRUGLQDU\
VKDUHVRQO\RXWRISUR²WVDYDLODEOHIRUGLVWULEXWLRQDVGHWHUPLQHG
LQDFFRUGDQFHZLWKDFFRXQWLQJSULQFLSOHVJHQHUDOO\DFFHSWHGLQWKH8.
DQGE\WKH&RPSDQLHV$FW+ROGHUVRIWKH&RPSDQ\ªVRUGLQDU\
VKDUHVDUHHQWLWOHGWRUHFHLYH²QDOGLYLGHQGVDVPD\EHGHFODUHGE\
WKH'LUHFWRUVDQGDSSURYHGE\WKHVKDUHKROGHUVLQJHQHUDOPHHWLQJ
UDWHDEOHDFFRUGLQJWRWKHDPRXQWVSDLGXSRQVXFKVKDUHVSURYLGHG
WKDWWKHGLYLGHQGFDQQRWH[FHHGWKHDPRXQWUHFRPPHQGHGE\
WKH'LUHFWRUV

7KH&RPSDQ\LVLQFRUSRUDWHGXQGHUWKHQDPH6PLWK 1HSKHZSOF
DQGLVUHJLVWHUHGLQ(QJODQGDQG:DOHVZLWKUHJLVWHUHGQXPEHU
7KH&RPSDQ\ªVRUGLQDU\VKDUHVPD\EHKHOGLQFHUWL²FDWHGRU
XQFHUWL²FDWHGIRUP1RKROGHURIWKH&RPSDQ\ªVVKDUHVZLOOEHUHTXLUHG
WRPDNHDGGLWLRQDOFRQWULEXWLRQVRIFDSLWDOLQUHVSHFWRIWKH&RPSDQ\ªV
VKDUHVLQWKHIXWXUH,QDFFRUGDQFHZLWK(QJOLVKODZWKH&RPSDQ\ªV
RUGLQDU\VKDUHVUDQNHTXDOO\

Directors
8QGHUWKH&RPSDQ\ªV$UWLFOHVRI$VVRFLDWLRQD'LUHFWRUPD\QRWYRWHLQ
UHVSHFWRIDQ\FRQWUDFWDUUDQJHPHQWWUDQVDFWLRQRUSURSRVDOLQZKLFK
KHRUDQ\SHUVRQFRQQHFWHGZLWKKLPKDVDQ\PDWHULDOLQWHUHVWRWKHU
WKDQE\YLUWXHRIKLVLQWHUHVWVLQVHFXULWLHVRIRURWKHUZLVHLQRUWKURXJK
WKH&RPSDQ\7KLVLVVXEMHFWWRFHUWDLQH[FHSWLRQVUHODWLQJWRSURSRVDOV
D LQGHPQLI\LQJKLPLQUHVSHFWRIREOLJDWLRQVLQFXUUHGRQEHKDOIRIWKH
&RPSDQ\ E LQGHPQLI\LQJDWKLUGSDUW\LQUHVSHFWRIREOLJDWLRQVRIWKH
&RPSDQ\IRUZKLFKWKH'LUHFWRUKDVDVVXPHGUHVSRQVLELOLW\XQGHUDQ
LQGHPQLW\RUJXDUDQWHH F UHODWLQJWRDQRIIHURIVHFXULWLHVLQZKLFK
KHZLOOEHLQWHUHVWHGDVDQXQGHUZULWHU G FRQFHUQLQJDQRWKHUERG\
FRUSRUDWHLQZKLFKWKH'LUHFWRULVEHQH²FLDOO\LQWHUHVWHGLQOHVVWKDQ
RIWKHLVVXHGVKDUHVRIDQ\FODVVRIVKDUHVRIVXFKDERG\FRUSRUDWH
H UHODWLQJWRDQHPSOR\HHEHQH²WLQZKLFKWKH'LUHFWRUZLOOVKDUH
equally with other employees and (f) relating to any insurance that the
&RPSDQ\LVHPSRZHUHGWRSXUFKDVHIRUWKHEHQH²WRI'LUHFWRUVRI
WKH&RPSDQ\LQUHVSHFWRIDFWLRQVXQGHUWDNHQDV'LUHFWRUV DQGRU
RI²FHUV RIWKH&RPSDQ\
$'LUHFWRUVKDOOQRWYRWHRUEHFRXQWHGLQDQ\TXRUXPSUHVHQWDWD
PHHWLQJLQUHODWLRQWRDUHVROXWLRQRQZKLFKKHLVQRWHQWLWOHGWRYRWH
7KH'LUHFWRUVDUHHPSRZHUHGWRH[HUFLVHDOOWKHSRZHUVRIWKH
&RPSDQ\WRERUURZPRQH\VXEMHFWWRWKHOLPLWDWLRQWKDWWKHDJJUHJDWH
DPRXQWRIDOOPRQLHVERUURZHGDIWHUGHGXFWLQJFDVKDQGFXUUHQWDVVHW
LQYHVWPHQWVE\WKH&RPSDQ\DQGLWVVXEVLGLDULHVVKDOOQRWH[FHHGWKH
VXPRI
Any Director who has been appointed by the Directors since the
SUHYLRXV$QQXDO*HQHUDO0HHWLQJRIVKDUHKROGHUVHLWKHUWR²OOD
FDVXDOYDFDQF\RUDVDQDGGLWLRQDO'LUHFWRUKROGVRI²FHRQO\XQWLO
WKHFRQFOXVLRQRIWKHQH[W$QQXDO*HQHUDO0HHWLQJDQGWKHQVKDOO
EHHOLJLEOHIRUUHHOHFWLRQE\WKHVKDUHKROGHUV7KHRWKHU'LUHFWRUV
UHWLUHDQGDUHHOLJLEOHIRUUHDSSRLQWPHQWDWWKHWKLUG$QQXDO*HQHUDO
0HHWLQJDIWHUWKHPHHWLQJDWZKLFKWKH\ZHUHODVWUHDSSRLQWHG,IQRW
UHDSSRLQWHGD'LUHFWRUUHWLULQJDWDPHHWLQJVKDOOUHWDLQRI²FHXQWLOWKH
PHHWLQJDSSRLQWVVRPHRQHLQKLVSODFHRULILWGRHVQRWGRVRXQWLOWKH
FRQFOXVLRQRIWKHPHHWLQJ7KH'LUHFWRUVDUHVXEMHFWWRUHPRYDOZLWK
RUZLWKRXWFDXVHE\WKH%RDUGRUWKHVKDUHKROGHUV'LUHFWRUVDUHQRW
UHTXLUHGWRKROGDQ\VKDUHVRIWKH&RPSDQ\E\ZD\RITXDOL²FDWLRQ
8QGHUWKH&RPSDQ\ªV$UWLFOHVRI$VVRFLDWLRQDQG(QJOLVKODZD'LUHFWRU
PD\EHLQGHPQL²HGRXWRIWKHDVVHWVRIWKH&RPSDQ\DJDLQVWOLDELOLWLHV
KHPD\VXVWDLQRULQFXULQWKHH[HFXWLRQRIKLVGXWLHV
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7KH&RPSDQ\ªV%RDUGRI'LUHFWRUVPD\GHFODUHVXFKLQWHULPGLYLGHQGV
DVDSSHDUWRWKHPWREHMXVWL²HGE\WKH&RPSDQ\ªV²QDQFLDOSRVLWLRQ
,IDXWKRULVHGE\DQRUGLQDU\UHVROXWLRQRIWKHVKDUHKROGHUVWKH%RDUG
PD\DOVRGLUHFWSD\PHQWRIDGLYLGHQGLQZKROHRULQSDUWE\WKH
GLVWULEXWLRQRIVSHFL²FDVVHWV DQGLQSDUWLFXODURISDLGXSVKDUHVRU
GHEHQWXUHVRIWKH&RPSDQ\ 
$Q\GLYLGHQGXQFODLPHGDIWHU\HDUVIURPWKHGDWHWKHGLYLGHQGZDV
GHFODUHGRUEHFDPHGXHIRUSD\PHQWZLOOEHIRUIHLWHGDQGZLOOUHYHUWWR
WKH&RPSDQ\
7KHUHZHUHQRPDWHULDOPRGL²FDWLRQVWRWKHULJKWVRIVKDUHKROGHUV
XQGHUWKH$UWLFOHVGXULQJ

Voting rights of ordinary shares
Voting at any general meeting of shareholders is by a show of hands
XQOHVVDSROOZKLFKLVDZULWWHQYRWHLVGXO\GHPDQGHGDQGKHOG
2QDVKRZRIKDQGVHYHU\VKDUHKROGHUZKRLVSUHVHQWLQSHUVRQDWD
JHQHUDOPHHWLQJKDVRQHYRWHUHJDUGOHVVRIWKHQXPEHURIVKDUHVKHOG
2QDSROOHYHU\VKDUHKROGHUZKRLVSUHVHQWLQSHUVRQRUE\SUR[\KDV
RQHYRWHIRUHDFKRUGLQDU\VKDUHKHOGE\WKDWVKDUHKROGHU$SROOPD\
be demanded by any of the following:
– WKHFKDLUPDQRIWKHPHHWLQJ
– DWOHDVW²YHVKDUHKROGHUVSUHVHQWRUE\SUR[\HQWLWOHGWRYRWHRQ
WKHUHVROXWLRQ
– any shareholder or shareholders representing in the aggregate
QRWOHVVWKDQRQHWHQWKRIWKHWRWDOYRWLQJULJKWVRIDOOVKDUHKROGHUV
HQWLWOHGWRYRWHRQWKHUHVROXWLRQRU
– any shareholder or shareholders holding shares conferring a right
WRYRWHRQWKHUHVROXWLRQRQZKLFKWKHUHKDYHEHHQSDLGXSVXPVLQ
DJJUHJDWHHTXDOWRQRWOHVVWKDQRQHWHQWKRIWKHWRWDOVXPSDLGXS
RQDOOWKHVKDUHVFRQIHUULQJWKDWULJKW
$IRUPRISUR[\ZLOOEHWUHDWHGDVJLYLQJWKHSUR[\WKHDXWKRULW\WR
GHPDQGDSROORUWRMRLQRWKHUVLQGHPDQGLQJRQHDVDERYH
The necessary quorum for a general meeting is two shareholders
SUHVHQWLQSHUVRQRUE\SUR[\FDUU\LQJWKHULJKWWRYRWHXSRQWKH
EXVLQHVVWREHWUDQVDFWHG

Matters are transacted at general meetings of the Company by the
SURFHVVLQJDQGSDVVLQJRIUHVROXWLRQVRIZKLFKWKHUHDUHWZRNLQGV
ordinary or special resolutions:

Transfers of shares
The Board may refuse to register the transfer of shares held in
FHUWL²FDWHGIRUPZKLFK
– DUHQRWIXOO\SDLG SURYLGHGWKDWLWVKDOOQRWH[HUFLVHWKLVGLVFUHWLRQLQ
VXFKDZD\DVWRSUHYHQWVWRFNPDUNHWGHDOLQJVLQWKHVKDUHVRIWKDW
FODVVIURPWDNLQJSODFHRQDQRSHQDQGSURSHUEDVLV 
– DUHQRWGXO\VWDPSHGRUGXO\FHUWL²HGRURWKHUZLVHVKRZQWRWKH
VDWLVIDFWLRQRIWKH%RDUGWREHH[HPSWIURPVWDPSGXW\ORGJHGDWWKH
7UDQVIHU2I²FHRUDWVXFKRWKHUSODFHDVWKH%RDUGPD\DSSRLQWDQG
VDYHLQWKHFDVHRIDWUDQVIHUE\DSHUVRQWRZKRPQRFHUWL²FDWH
was issued in respect of the shares in question) accompanied
E\WKHFHUWL²FDWHIRUWKHVKDUHVWRZKLFKLWUHODWHVDQGVXFKRWKHU
HYLGHQFHDVWKH%RDUGPD\UHDVRQDEO\UHTXLUHWRVKRZWKHULJKWRI
WKHWUDQVIHURUWRPDNHWKHWUDQVIHUDQGLIWKHLQVWUXPHQWRIWUDQVIHU
LVH[HFXWHGE\VRPHRWKHUSHUVRQRQKLVEHKDOIWKHDXWKRULW\RIWKDW
SHUVRQVRWRGR
– DUHLQUHVSHFWRIPRUHWKDQRQHFODVVRIVKDUHVRU
– DUHLQIDYRXURIPRUHWKDQIRXUWUDQVIHUHHV

Deferred shares

Rights in a winding up

7KH&RPSDQ\GRHVQRWKDYHDQ\VSHFLDOUXOHVDERXWDPHQGPHQWV
WRLWV$UWLFOHVRI$VVRFLDWLRQEH\RQGWKRVHLPSRVHGE\ODZ

)ROORZLQJWKHUHGHQRPLQDWLRQRIVKDUHFDSLWDORQ-DQXDU\
WKHRUGLQDU\VKDUHVªQRPLQDOYDOXHEHFDPH86FHQWVHDFK7KHUH
ZHUHQRFKDQJHVWRWKHULJKWVRUREOLJDWLRQVRIWKHRUGLQDU\VKDUHV,Q
RUGHUWRFRPSO\ZLWKWKH&RPSDQLHV$FWDQHZFODVVRIVWHUOLQJ
VKDUHVZDVFUHDWHGGHIHUUHGVKDUHVRIZKLFK ZHUHLVVXHG
DQGDOORWWHGLQDVIXOO\SDLGWRWKH&KLHI([HFXWLYH2I²FHUWKRXJK
WKH%RDUGUHVHUYHVWKHULJKWWRWUDQVIHUWKHPWRDQRWKHUPHPEHURI
WKH%RDUGVKRXOGLWVRZLVK7KHVHGHIHUUHGVKDUHVKDYHQRYRWLQJ
RUGLYLGHQGULJKWVDQGRQZLQGLQJXSRQO\DUHHQWLWOHGWRUHSD\PHQW
DWQRPLQDOYDOXHRQO\LIDOORUGLQDU\VKDUHKROGHUVKDYHUHFHLYHGWKH
QRPLQDOYDOXHRIWKHLUVKDUHVSOXVDQDGGLWLRQDOHDFK

Amendments

([FHSWDVWKH&RPSDQ\ªVVKDUHKROGHUVKDYHDJUHHGRUPD\RWKHUZLVH
DJUHHXSRQWKH&RPSDQ\ªVZLQGLQJXSWKHEDODQFHRIDVVHWVDYDLODEOH
for distribution:
– after the payment of all creditors including certain preferential
FUHGLWRUVZKHWKHUVWDWXWRULO\SUHIHUUHGFUHGLWRUVRUQRUPDOFUHGLWRUV
and
– VXEMHFWWRDQ\VSHFLDOULJKWVDWWDFKLQJWRDQ\RWKHUFODVVRIVKDUHV
– is to be distributed among the holders of ordinary shares according
WRWKHDPRXQWVSDLGXSRQWKHVKDUHVKHOGE\WKHP7KLVGLVWULEXWLRQ
LVJHQHUDOO\WREHPDGHLQ86GROODUV$OLTXLGDWRUPD\KRZHYHU
XSRQWKHDGRSWLRQRIDQ\H[WUDRUGLQDU\UHVROXWLRQRIWKH
VKDUHKROGHUVDQGDQ\RWKHUVDQFWLRQUHTXLUHGE\ODZGLYLGH
DPRQJWKHVKDUHKROGHUVWKHZKROHRUDQ\SDUWRIWKH&RPSDQ\ªV
DVVHWVLQNLQG
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,IDWDQ\WLPHWKH&RPSDQ\ªVVKDUHFDSLWDOLVGLYLGHGLQWRGLIIHUHQW
FODVVHVRIVKDUHVWKHULJKWVDWWDFKHGWRDQ\FODVVPD\EHYDULHG
VXEMHFWWRWKHSURYLVLRQVRIWKH&RPSDQLHV$FWZLWKWKHFRQVHQWLQ
ZULWLQJRIKROGHUVRIWKUHHTXDUWHUVLQQRPLQDOYDOXHRIWKHLVVXHG
shares of that class or upon the adoption of a special resolution passed
DWDVHSDUDWHPHHWLQJRIWKHKROGHUVRIWKHVKDUHVRIWKDWFODVV$WHYHU\
VXFKVHSDUDWHPHHWLQJDOOWKHSURYLVLRQVRIWKHDUWLFOHVRIDVVRFLDWLRQ
UHODWLQJWRSURFHHGLQJVDWDJHQHUDOPHHWLQJDSSO\H[FHSWWKDWWKH
TXRUXPLVWREHWKHQXPEHURISHUVRQV ZKLFKPXVWEHWZRRUPRUH 
ZKRKROGRUUHSUHVHQWE\SUR[\QRWOHVVWKDQRQHWKLUGLQQRPLQDO
YDOXHRIWKHLVVXHGVKDUHVRIWKHFODVVDQGDWDQ\VXFKPHHWLQJDSROO
PD\EHGHPDQGHGLQZULWLQJE\DQ\SHUVRQRUWKHLUSUR[\ZKRKROG
VKDUHVRIWKDWFODVV:KHUHDSHUVRQLVSUHVHQWE\SUR[\RUSUR[LHVKH
LVWUHDWHGDVKROGLQJRQO\WKHVKDUHVLQUHVSHFWRIZKLFKWKHSUR[LHVDUH
DXWKRULVHGWRH[HUFLVHYRWLQJULJKWV

CORPORATE GOVERNANCE

Variation of rights

7KHUHDUHQROLPLWDWLRQVLPSRVHGE\(QJOLVKODZRUWKH&RPSDQ\ªV
$UWLFOHVRI$VVRFLDWLRQRQWKHULJKWRIQRQUHVLGHQWVRUIRUHLJQ
SHUVRQVWRKROGRUYRWHWKH&RPSDQ\ªVRUGLQDU\VKDUHVRU$'6V
other than the limitations that would generally apply to all of the
&RPSDQ\ªVVKDUHKROGHUV

STRATEGIC REPORT

– 2UGLQDU\UHVROXWLRQVLQFOXGHUHVROXWLRQVIRUWKHUHHOHFWLRQRI
'LUHFWRUVWKHDSSURYDORI²QDQFLDOVWDWHPHQWVWKHGHFODUDWLRQ
RIGLYLGHQGV RWKHUWKDQLQWHULPGLYLGHQGV WKHDSSRLQWPHQWDQG
UHDSSRLQWPHQWRIDXGLWRUVRUWKHJUDQWRIDXWKRULW\WRDOORWVKDUHV
$QRUGLQDU\UHVROXWLRQUHTXLUHVWKHDI²UPDWLYHYRWHRIDPDMRULW\
RIWKHYRWHVRIWKRVHSHUVRQVYRWLQJDWWKHPHHWLQJVDWZKLFKWKHUHLV
DTXRUXP
– 6SHFLDOUHVROXWLRQVLQFOXGHUHVROXWLRQVDPHQGLQJWKH&RPSDQ\ªV
$UWLFOHVRI$VVRFLDWLRQGLVDSSO\LQJVWDWXWRU\SUHHPSWLRQULJKWVRU
FKDQJLQJWKH&RPSDQ\ªVQDPHPRGLI\LQJWKHULJKWVRIDQ\FODVVRI
the Company’s shares at a meeting of the holders of such class or
UHODWLQJWRFHUWDLQPDWWHUVFRQFHUQLQJWKH&RPSDQ\ªVZLQGLQJXS$
VSHFLDOUHVROXWLRQUHTXLUHVWKHDI²UPDWLYHYRWHRIQRWOHVVWKDQWKUHH
TXDUWHUVRIWKHYRWHVRIWKHSHUVRQVYRWLQJDWWKHPHHWLQJDWZKLFK
WKHUHLVDTXRUXP
$QQXDO*HQHUDO0HHWLQJVPXVWEHFRQYHQHGXSRQDGYDQFHZULWWHQ
QRWLFHRIGD\V2WKHUJHQHUDOPHHWLQJVPXVWEHFRQYHQHGXSRQ
DGYDQFHZULWWHQQRWLFHRIDWOHDVWFOHDUGD\V7KHGD\VRIGHOLYHU\RU
UHFHLSWRIQRWLFHDUHQRWLQFOXGHG7KHQRWLFHPXVWVSHFLI\WKHQDWXUH
RIWKHEXVLQHVVWREHWUDQVDFWHG0HHWLQJVDUHFRQYHQHGE\WKH%RDUG
RI'LUHFWRUV0HPEHUVZLWKRIWKHRUGLQDU\VKDUHFDSLWDORIWKH
&RPSDQ\PD\UHTXLVLWLRQWKH%RDUGWRFRQYHQHDPHHWLQJ

/LPLWDWLRQVRQYRWLQJDQGVKDUHKROGLQJ
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Cross Reference to Form 20-F
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Key Information
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Part III

27+(5,1)250$7,21

Glossary of terms

8QOHVVWKHFRQWH[WLQGLFDWHVRWKHUZLVHWKHIROORZLQJWHUPVKDYHWKHPHDQLQJVVKRZQEHORZ
Term

Meaning

ACL

7KHDQWHULRUFUXFLDWHOLJDPHQW $&/ LVRQHRIWKHIRXUPDMRUOLJDPHQWVLQWKHKXPDQ
NQHH
,QWKH86WKH&RPSDQ\ªVRUGLQDU\VKDUHVDUHWUDGHGLQWKHIRUPRI$'6VHYLGHQFHGE\
$PHULFDQ'HSRVLWRU\5HFHLSWV ©$'5Vª 
,QWKH86WKH&RPSDQ\ªVRUGLQDU\VKDUHVDUHWUDGHGLQWKHIRUPRI$PHULFDQ'HSRVLWDU\
6KDUHV ©$'6Vª 
$SURGXFWJURXSFRPSULVLQJSURGXFWVIRURUWKRSDHGLFUHSODFHPHQWDQGUHFRQVWUXFWLRQ
HQGRVFRS\GHYLFHVDQGWUDXPDGHYLFHV3URGXFWVIRURUWKRSDHGLFUHSODFHPHQWLQFOXGH
V\VWHPVIRUNQHHVKLSVDQGVKRXOGHUV(QGRVFRS\GHYLFHVFRPSULVHRIVXSSRUW
products for orthopaedic surgery such as computer assisted surgery and minimally
LQYDVLYHVXUJHU\WHFKQLTXHVXVLQJVSHFLDOLVHGYLHZLQJDQGDFFHVVGHYLFHVVXUJLFDO
LQVWUXPHQWVDQGSRZHUHGHTXLSPHQW2UWKRSDHGLFVWUDXPDGHYLFHVDUHXVHGLQWKH
WUHDWPHQWRIERQHIUDFWXUHVLQFOXGLQJURGVSLQVVFUHZVSODWHVDQGH[WHUQDOIUDPHV
$SURGXFWJURXSFRPSULVLQJSURGXFWVDVVRFLDWHGZLWKWKHWUHDWPHQWRIVNLQZRXQGV
UDQJLQJIURPSURGXFWVWKDWSURYLGHPRLVWZRXQGKHDOLQJXVLQJEUHDWKDEOH²OPVDQG
SRO\PHUVWRSURGXFWVSURYLGLQJDFWLYHZRXQGKHDOLQJE\ELRFKHPLFDORUFHOOXODUDFWLRQ
$QQXDO*HQHUDO0HHWLQJRIWKH&RPSDQ\
(QGRVFRS\RIWKHMRLQWVLVWHUPHG©DUWKURVFRS\ªZLWKWKHSULQFLSDODSSOLFDWLRQVEHLQJWKH
NQHHDQGVKRXOGHU
$GYDQFHG6XUJLFDO'HYLFHVGLYLVLRQ
$GYDQFHG:RXQG0DQDJHPHQWGLYLVLRQ
2QHKXQGUHGWKRIRQHSHUFHQWDJHSRLQW
&KURQLFZRXQGVDUHWKRVHZLWKORQJRUXQNQRZQKHDOLQJWLPHVLQFOXGLQJOHJXOFHUV
SUHVVXUHVRUHVDQGGLDEHWLFIRRWXOFHUV
6PLWK 1HSKHZSOFRUZKHUHDSSURSULDWHWKH&RPSDQ\ªV%RDUGRI'LUHFWRUVXQOHVV
WKHFRQWH[WRWKHUZLVHUHTXLUHV
&RPSDQLHV$FWDVDPHQGHGRI(QJODQGDQG:DOHV
(DUQLQJVEHIRUHLQWHUHVWWD[DQGDPRUWLVDWLRQ
(DUQLQJVEHIRUHLQWHUHVWWD[GHSUHFLDWLRQDQGDPRUWLVDWLRQ
(PHUJLQJPDUNHWVLQFOXGH*UHDWHU&KLQD,QGLD%UD]LODQG5XVVLD
(36$LVDWUHQGPHDVXUHZKLFKSUHVHQWVWKHORQJWHUPSUR²WDELOLW\RIWKH*URXS
H[FOXGLQJWKHSRVWWD[LPSDFWRIVSHFL²FWUDQVDFWLRQVWKDWPDQDJHPHQWFRQVLGHUV
DIIHFWVWKH*URXSªVVKRUWWHUPSUR²WDELOLW\7KH*URXSSUHVHQWVWKLVPHDVXUHWRDVVLVW
LQYHVWRUVLQWKHLUXQGHUVWDQGLQJRIWUHQGV$GMXVWHGDWWULEXWDEOHSUR²WLVWKHQXPHUDWRU
XVHGIRUWKLVPHDVXUHDQGLVGHWHUPLQHGE\DGMXVWLQJDWWULEXWDEOHSUR²WIRUWKHLWHPV
WKDWDUHH[FOXGHGIURPRSHUDWLQJSUR²WZKHQDUULYLQJDWWUDGLQJSUR²WDQGLWHPVWKDWDUH
UHFRJQLVHGEHORZRSHUDWLQJSUR²WWKDWDIIHFWWKH*URXSªVVKRUWWHUPSUR²WDELOLW\
7KURXJKDVPDOOLQFLVLRQVXUJHRQVDUHDEOHWRVHHLQVLGHWKHERG\XVLQJDPRQLWRUDQG
LGHQWLI\DQGUHSDLUGHIHFWV
(QWHUSULVH5HVRXUFH3ODQQLQJDVRIWZDUHV\VWHPZKLFKLQWHJUDWHVLQWHUQDODQGH[WHUQDO
PDQDJHPHQWLQIRUPDWLRQIDFLOLWDWLQJWKH³RZRILQIRUPDWLRQDFURVVDQRUJDQLVDWLRQ
(VWDEOLVKHG0DUNHWVLQFOXGH8QLWHG6WDWHVRI$PHULFD(XURSH$XVWUDOLD1HZ=HDODQG
&DQDGDDQG-DSDQ
5HIHUHQFHVWRWKHFRPPRQFXUUHQF\XVHGLQWKHPDMRULW\RIWKHFRXQWULHVRIWKH
(XURSHDQ8QLRQ
7KHXVHRIZLUHVRUSLQVWUDQV²[HGWKURXJKERQHWRKROGDIUDPHWRWKHSRVLWLRQRID
IUDFWXUH
86)RRGDQG'UXJ$GPLQLVWUDWLRQ
5HIHUVWRWKHFRQVROLGDWHG*URXS$FFRXQWVRI6PLWK 1HSKHZSOF
,QGH[RIWKHODUJHVWOLVWHGFRPSDQLHVRQWKH/RQGRQ6WRFN([FKDQJHE\PDUNHW
FDSLWDOLVDWLRQ
*RRGPDQXIDFWXULQJSUDFWLFHRU©*03ªLVWKHJXLGDQFHWKDWRXWOLQHVWKHDVSHFWVRI
SURGXFWLRQDQGWHVWLQJWKDWFDQLPSDFWWKHTXDOLW\RIDSURGXFW
8VHGIRUFRQYHQLHQFHWRUHIHUWRWKH&RPSDQ\DQGLWVFRQVROLGDWHGVXEVLGLDULHVXQOHVV
WKHFRQWH[WRWKHUZLVHUHTXLUHV
$EUDQFKRIHFRQRPLFVFRQFHUQHGZLWKLVVXHVUHODWHGWRHI²FLHQF\HIIHFWLYHQHVVYDOXH
DQGEHKDYLRXULQWKHSURGXFWLRQDQGFRQVXPSWLRQRIKHDOWKDQGKHDOWKFDUH

ADR
ADS
Advanced Surgical Devices

Advanced Wound Management
AGM
Arthroscopy
ASD
AWM
Basis Point
Chronic wounds
Company
Companies Act
EBITA
EBITDA
Emerging markets
EPSA

Endoscopy
ERP
Established Markets
Euro or €
([WHUQDO²[DWLRQ
FDA
Financial statements
FTSE 100
GMP
Group or Smith & Nephew
Health economics
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IFRS
International markets
LSE
Metal-on-metal hip resurfacing
Negative Pressure Wound Therapy
NYSE
Orthobiologics products
Orthopaedic products

OXINIUM

Parent Company
Pound Sterling, Sterling, £, pence or p
Repair
Resection
SEC
Trading results

UK
UK GAAP
Underlying growth
US
US Dollars, US $ or cents
US GAAP
Visualisation
Wound bed
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,QWHUQDWLRQDO)LQDQFLDO5HSRUWLQJ,QWHUSUHWDWLRQVDVDGRSWHGE\WKH(8DQGDVLVVXHGE\
WKH,QWHUQDWLRQDO$FFRXQWLQJ6WDQGDUGV%RDUG
,QWHUQDWLRQDO)LQDQFLDO5HSRUWLQJ6WDQGDUGVDVDGRSWHGE\WKH(8DQGDVLVVXHGE\WKH
,QWHUQDWLRQDO$FFRXQWLQJ6WDQGDUGV%RDUG
,QWHUQDWLRQDO0DUNHWVLQFOXGH0LGGOH(DVW1RUWK$IULFD6RXWKHUQ$IULFD/DWLQ$PHULFD
$6($16RXWK.RUHDDQG(DVWHUQ(XURSH
/RQGRQ6WRFN([FKDQJH
$OHVVLQYDVLYHVXUJLFDODSSURDFKWRWUHDWLQJDUWKULWLVLQFHUWDLQSDWLHQWVZKHUHE\RQO\
WKHVXUIDFHVRIWKHKLSMRLQWDUHUHSODFHGOHDYLQJWKHKLSKHDGVXEVWDQWLDOO\SUHVHUYHG
$WHFKQRORJ\XVHGWRWUHDWFKURQLFZRXQGVVXFKDVGLDEHWLFXOFHUVSUHVVXUHVRUHV
DQGSRVWRSHUDWLYHZRXQGVWKURXJKWKHDSSOLFDWLRQRIVXEDWPRVSKHULFSUHVVXUHWRDQ
RSHQZRXQG
1HZ<RUN6WRFN([FKDQJH
$Q\SURGXFWWKDWLVSULPDULO\LQWHQGHGWRDFWDVDVFDIIROGDQGRUDFWLYHO\VWLPXODWHV
ERQHJURZWK
2UWKRSDHGLFUHFRQVWUXFWLRQSURGXFWVLQFOXGHMRLQWUHSODFHPHQWV\VWHPVIRUNQHHVKLSV
DQGVKRXOGHUVDQGVXSSRUWSURGXFWVVXFKDVFRPSXWHUDVVLVWHGVXUJHU\DQGPLQLPDOO\
LQYDVLYHVXUJHU\WHFKQLTXHV2UWKRSDHGLFWUDXPDGHYLFHVDUHXVHGLQWKHWUHDWPHQW
RIERQHIUDFWXUHVLQFOXGLQJURGVSLQVVFUHZVSODWHVDQGH[WHUQDOIUDPHV&OLQLFDO
WKHUDSLHVSURGXFWVLQFOXGHMRLQW³XLGWKHUDS\IRUSDLQUHGXFWLRQRIWKHNQHHDQGDQ
XOWUDVRXQGWUHDWPHQWWRDFFHOHUDWHWKHKHDOLQJRIERQHIUDFWXUHV
2;,1,80PDWHULDOLVDQDGYDQFHGORDGEHDULQJWHFKQRORJ\,WLVFUHDWHGWKURXJKD
SURSULHWDU\PDQXIDFWXULQJSURFHVVWKDWHQDEOHV]LUFRQLXPWRDEVRUER[\JHQDQG
WUDQVIRUPWRDFHUDPLFRQWKHVXUIDFHUHVXOWLQJLQDPDWHULDOWKDWLQFRUSRUDWHVWKH
IHDWXUHVRIFHUDPLFDQGPHWDO0DQDJHPHQWEHOLHYHVWKDW2;,1,80PDWHULDOXVHGLQ
WKHSURGXFWLRQRIFRPSRQHQWVRINQHHDQGKLSLPSODQWVH[KLELWVXQLTXHSHUIRUPDQFH
FKDUDFWHULVWLFVGXHWRLWVKDUGQHVVORZIULFWLRQDQGUHVLVWDQFHWRURXJKHQLQJDQG
DEUDVLRQ
6PLWK 1HSKHZSOF
5HIHUHQFHVWR8.FXUUHQF\SLVHTXLYDOHQWWRRQHKXQGUHGWKRI 
$SURGXFWJURXSZLWKLQ$6'FRPSULVLQJVSHFLDOLVHGGHYLFHV²[DWLRQV\VWHPVDQGELR
DEVRUEDEOHPDWHULDOVWRUHSDLUMRLQWVDQGDVVRFLDWHGWLVVXH
3URGXFWVWKDWFXWRUDEODWHWLVVXHZLWKLQ$6'FRPSULVLQJPHFKDQLFDOEODGHVUDGLR
IUHTXHQF\ZDQGVHOHFWURPHFKDQLFDODQGKDQGLQVWUXPHQWVIRUUHVHFWLQJWLVVXH
866HFXULWLHVDQG([FKDQJH&RPPLVVLRQ
7UDGLQJSUR²WWUDGLQJSUR²WPDUJLQDQGWUDGLQJFDVK³RZDUHWUHQGPHDVXUHVZKLFK
SUHVHQWWKHORQJWHUPSUR²WDELOLW\RIWKH*URXSH[FOXGLQJWKHLPSDFWRIVSHFL²F
WUDQVDFWLRQVWKDWPDQDJHPHQWFRQVLGHUVDIIHFWWKH*URXSªVVKRUWWHUPSUR²WDELOLW\DQG
FDVK³RZV7KH*URXSKDVLGHQWL²HGWKHIROORZLQJLWHPVZKHUHPDWHULDODVWKRVHWREH
H[FOXGHGIURPRSHUDWLQJSUR²WDQGFDVKJHQHUDWHGIURPRSHUDWLRQVZKHQDUULYLQJDW
WUDGLQJSUR²WDQGWUDGLQJFDVK³RZUHVSHFWLYHO\DFTXLVLWLRQDQGGLVSRVDOUHODWHGLWHPV
DULVLQJLQFRQQHFWLRQZLWKEXVLQHVVFRPELQDWLRQVLQFOXGLQJDPRUWLVDWLRQRIDFTXLVLWLRQ
LQWDQJLEOHDVVHWVLPSDLUPHQWVDQGLQWHJUDWLRQFRVWVUHVWUXFWXULQJHYHQWVJDLQVDQG
ORVVHVUHVXOWLQJIURPOHJDOGLVSXWHVDQGVLJQL²FDQWXQLQVXUHGORVVHV,QDGGLWLRQWR
WKHVHLWHPVJDLQVRUORVVHVWKDWPDWHULDOO\LPSDFWWKH*URXSªVSUR²WDELOLW\RUFDVK³RZV
RQDVKRUWWHUPRURQHRIIEDVLVDUHH[FOXGHGIURPRSHUDWLQJSUR²WDQGFDVKJHQHUDWHG
IURPRSHUDWLRQVZKHQDUULYLQJDWWUDGLQJSUR²WDQGWUDGLQJFDVK³RZUHVSHFWLYHO\
8QLWHG.LQJGRPRI*UHDW%ULWDLQDQG1RUWKHUQ,UHODQG
$FFRXQWLQJSULQFLSOHVJHQHUDOO\DFFHSWHGLQWKH8QLWHG.LQJGRP
*URZWKDIWHUDGMXVWLQJIRUWKHHIIHFWVRIFXUUHQF\WUDQVODWLRQDQGWKHLQFOXVLRQRIWKH
FRPSDUDWLYHLPSDFWRIDFTXLVLWLRQVDQGH[FOXVLRQRIGLVSRVDOV
8QLWHG6WDWHVRI$PHULFD
5HIHUHQFHVWR86FXUUHQF\FHQWLVHTXLYDOHQWWRRQHKXQGUHGWKRI86
$FFRXQWLQJSULQFLSOHVJHQHUDOO\DFFHSWHGLQWKH8QLWHG6WDWHVRI$PHULFD
3URGXFWVZLWKLQ$6'FRPSULVLQJGLJLWDOFDPHUDVOLJKWVRXUFHVPRQLWRUVVFRSHVLPDJH
FDSWXUHFHQWUDOFRQWURODQGPXOWLPHGLDEURDGFDVWLQJV\VWHPVIRUXVHLQHQGRVFRSLF
VXUJHU\ZLWKYLVXDOLVDWLRQ
$QDUHDRIKHDOWK\GHUPDODQGHSLGHUPDOWLVVXHRIDZRXQG

CORPORATE GOVERNANCE

Meaning

IFRIC

STRATEGIC REPORT

Term

27+(5,1)250$7,21

Index

2013 Financial highlights
2014 Financial highlights
Accounting Policies
Accounts Presentation
Acquisitions
Acquisition related costs
$GYDQFHG6XUJLFDO'HYLFHV¥%XVLQHVVVHJPHQWUHYLHZ
$GYDQFHG:RXQG0DQDJHPHQW¥
%XVLQHVVVHJPHQWUHYLHZ
$PHULFDQ'HSRVLWRU\6KDUHV
Articles of Association
Audit fees
Board
%XVLQHVVRYHUYLHZ
Business segment information
Cash and borrowings
Chairman’s statement
&KLHI([HFXWLYH2I²FHUªVUHYLHZ
&RPSDQ\%DODQFH6KHHW
Company Notes to the Accounts
Contingencies
Contractual obligations
&RUSRUDWH*RYHUQDQFH6WDWHPHQW
Critical accounting policies
&URVV5HIHUHQFHWR)RUP)
&XUUHQF\³XFWXDWLRQV
Currency translation
'HIHUUHGWD[DWLRQ
Directors’ Remuneration Report
Directors’ responsibilities for the accounts
Directors’ responsibility statement
'LYLGHQGV
(DUQLQJVSHUVKDUH
(PSOR\HHV3HRSOH
(PSOR\HHVª6KDUH7UXVW
(WKLFVDQGFRPSOLDQFH
([HFXWLYHRI²FHUV
Factors affecting results of operations
Financial instruments
)LQDQFLDOSRVLWLRQOLTXLGLW\DQGFDSLWDOUHVRXUFHV
Glossary of terms
Goodwill
*URXS%DODQFH6KHHW
*URXS&DVK)ORZ6WDWHPHQW
Group history
*URXS,QFRPH6WDWHPHQW
Group Notes to the Accounts
*URXSRYHUYLHZ
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*URXS6WDWHPHQWRI&KDQJHVLQ(TXLW\
*URXS6WDWHPHQWRI&RPSUHKHQVLYH,QFRPH
Independent Auditor’s Reports
Information for shareholders
Intangible assets
Intellectual property
Interest
,QYHQWRULHV
,QYHVWPHQWV
,QYHVWPHQWLQDVVRFLDWHV
Key Performance Indicators
/HDVHV
/HJDODQGRWKHU
/HJDOSURFHHGLQJV
Manufacturing
0DUNHWSODFH
Medical education
New accounting standards
2II%DODQFH6KHHWDUUDQJHPHQWV
2SHUDWLQJSUR²W
2WKHU²QDQFH FRVWV LQFRPH
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Parent Company accounts
Payables
3HRSOH(PSOR\HHV
3ULQFLSDOVXEVLGLDU\XQGHUWDNLQJV
3URYLVLRQV
3URSHUW\SODQWDQGHTXLSPHQW
5HFHLYDEOHV
Regulation
Related party transactions
5HVHDUFKDQGGHYHORSPHQW
5HVWUXFWXULQJDQGUDWLRQDOLVDWLRQH[SHQVHV
5HWLUHPHQWEHQH²WREOLJDWLRQ
5LVNIDFWRUV
5LVNPDQDJHPHQW
6DOHVDQGPDUNHWLQJ
6HOHFWHG²QDQFLDOGDWD
6KDUHEDVHGSD\PHQWV
6KDUHFDSLWDO
6KDUHKROGHUUHWXUQ
6WUDWHJ\
6XVWDLQDELOLW\
7D[DWLRQ
7D[DWLRQLQIRUPDWLRQIRUVKDUHKROGHUV
Treasury shares
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6SHFLDOQRWHUHJDUGLQJIRUZDUGORRNLQJVWDWHPHQWV

7KH6PLWK 1HSKHZ*URXS WKH©*URXSª LVDJOREDOPHGLFDOGHYLFHV
EXVLQHVVRSHUDWLQJLQWKHPDUNHWVIRUDGYDQFHGVXUJLFDOGHYLFHV
FRPSULVLQJRUWKRSDHGLFUHFRQVWUXFWLRQWUDXPDDQGVSRUWVPHGLFLQH
DQGDGYDQFHGZRXQGPDQDJHPHQWZLWKUHYHQXHRIDSSUR[LPDWHO\
ELOOLRQLQ6PLWK 1HSKHZSOF WKH©&RPSDQ\ª LVWKHSDUHQW
FRPSDQ\RIWKH*URXS,WLVDQ(QJOLVKSXEOLFOLPLWHGFRPSDQ\ZLWK
LWVVKDUHVOLVWHGRQWKHSUHPLXPOLVWRIWKH8./LVWLQJ$XWKRULW\DQG
WUDGHGRQWKH/RQGRQ6WRFN([FKDQJH6KDUHVDUHDOVRWUDGHGRQWKH
1HZ<RUN6WRFN([FKDQJHLQWKHIRUPRI$PHULFDQ'HSRVLWDU\6KDUHV
©$'6Vª 

7KH*URXSªVUHSRUWV²OHGZLWKRUIXUQLVKHGWRWKH866HFXULWLHV
DQG([FKDQJH&RPPLVVLRQ ©6(&ª LQFOXGLQJWKLVGRFXPHQWDQG
ZULWWHQLQIRUPDWLRQUHOHDVHGRURUDOVWDWHPHQWVPDGHWRWKHSXEOLF
LQWKHIXWXUHE\RURQEHKDOIRIWKH*URXSFRQWDLQ©IRUZDUGORRNLQJ
VWDWHPHQWVªZLWKLQWKHPHDQLQJRIWKH863ULYDWH6HFXULWLHV/LWLJDWLRQ
5HIRUP$FWRIWKDWPD\RUPD\QRWSURYHDFFXUDWH)RUH[DPSOH
VWDWHPHQWVUHJDUGLQJH[SHFWHGUHYHQXHJURZWKDQGWUDGLQJSUR²W
PDUJLQVGLVFXVVHGXQGHU©2XWORRNª©*OREDO2XWORRNªDQG©6WUDWHJLF
SHUIRUPDQFHªPDUNHWWUHQGVDQGRXUSURGXFWSLSHOLQHDUHIRUZDUG
ORRNLQJVWDWHPHQWV3KUDVHVVXFKDV©DLPª©SODQª©LQWHQGª©DQWLFLSDWHª
©ZHOOSODFHGª©EHOLHYHª©HVWLPDWHª©H[SHFWª©WDUJHWª©FRQVLGHUªDQG
VLPLODUH[SUHVVLRQVDUHJHQHUDOO\LQWHQGHGWRLGHQWLI\IRUZDUGORRNLQJ
VWDWHPHQWV)RUZDUGORRNLQJVWDWHPHQWVLQYROYHNQRZQDQGXQNQRZQ
ULVNVXQFHUWDLQWLHVDQGRWKHULPSRUWDQWIDFWRUVWKDWFRXOGFDXVH
DFWXDOUHVXOWVWRGLIIHUPDWHULDOO\IURPZKDWLVH[SUHVVHGRULPSOLHGE\
WKHVWDWHPHQWV

7KLVLVWKH$QQXDO5HSRUWRI6PLWK 1HSKHZSOFIRUWKH\HDUHQGHG
'HFHPEHU,WFRPSULVHVLQDVLQJOHGRFXPHQWWKH$QQXDO
Report and Accounts of the Company in accordance with UK
UHTXLUHPHQWVDQGWKH$QQXDO5HSRUWRQ)RUP)LQDFFRUGDQFH
ZLWKWKHUHJXODWLRQVRIWKH8QLWHG6WDWHV6HFXULWLHVDQG([FKDQJH
&RPPLVVLRQ ©6(&ª 
6PLWK 1HSKHZRSHUDWHVRQDZRUOGZLGHEDVLVDQGKDVGLVWULEXWLRQ
FKDQQHOVLQRYHUFRXQWULHV,QWKHPRUHHVWDEOLVKHGFRXQWULHVE\
UHYHQXHWKH*URXSªVEXVLQHVVRSHUDWLRQVDUHRUJDQLVHGE\GLYLVLRQV
,QWKHPDMRULW\RIWKHUHPDLQLQJPDUNHWVRSHUDWLRQVDUHPDQDJHGE\
country managers who are responsible for sales and distribution of the
*URXSªVHQWLUHSURGXFWUDQJH7KHVHFRPSULVHWKH(PHUJLQJ0DUNHWV 
,QWHUQDWLRQDO0DUNHWV

)RUWKHFRQYHQLHQFHRIWKHUHDGHUD*ORVVDU\RIWHFKQLFDODQG²QDQFLDO
WHUPVXVHGLQWKLVGRFXPHQWLVLQFOXGHGRQSDJHVWR7KH
SURGXFWQDPHVUHIHUUHGWRLQWKLVGRFXPHQWDUHLGHQWL²HGE\XVHRI
capital letters and the 9V\PERO RQ²UVWRFFXUHQFH DQGDUHWUDGHPDUNV
RZQHGE\RUOLFHQVHGWRPHPEHUVRIWKH*URXS

Presentation

7KH*URXS$FFRXQWVRI6PLWK 1HSKHZLQWKLV$QQXDO5HSRUWDUH
SUHVHQWHGLQ86'ROODUV6ROHO\IRUWKHFRQYHQLHQFHRIWKHUHDGHU
certain parts of this Annual Report contain translations of amounts in
86'ROODUVLQWR6WHUOLQJDWVSHFL²HGUDWHV7KHVHWUDQVODWLRQVVKRXOGQRW
EHFRQVWUXHGDVUHSUHVHQWDWLRQVWKDWWKH86'ROODUDPRXQWVDFWXDOO\
UHSUHVHQWVXFK6WHUOLQJDPRXQWVRUFRXOGEHFRQYHUWHGLQWR6WHUOLQJDW
WKHUDWHLQGLFDWHG
8QOHVVVWDWHGRWKHUZLVHWKHWUDQVODWLRQRI86'ROODUVDQGFHQWVWR
6WHUOLQJDQGSHQFHLQWKLV$QQXDO5HSRUWKDVEHHQPDGHDWWKH%DQNRI
(QJODQGH[FKDQJHUDWHRQWKHGDWHLQGLFDWHG2Q)HEUXDU\WKH
%DQNRI(QJODQGUDWHZDV86SHU 
7KHUHVXOWVRIWKH*URXSDVUHSRUWHGLQ86'ROODUVDUHDIIHFWHG
E\PRYHPHQWVLQH[FKDQJHUDWHVEHWZHHQ86'ROODUVDQGRWKHU
FXUUHQFLHV7KH*URXSDSSOLHGWKHDYHUDJHH[FKDQJHUDWHVSUHYDLOLQJ
during the year to translate the results of companies with functional
FXUUHQF\RWKHUWKDQ86'ROODUV7KHFXUUHQFLHVZKLFKPRVWLQ³XHQFHG
WKHVHWUDQVODWLRQVLQWKH\HDUVFRYHUHGE\WKLVUHSRUWZHUH6WHUOLQJ
6ZLVV)UDQFDQGWKH(XUR

'LYLVLRQGDWD
'LYLVLRQGDWDDQGGLYLVLRQVKDUHHVWLPDWHVWKURXJKRXWWKLVUHSRUW
DUHGHULYHGIURPDYDULHW\RIVRXUFHVLQFOXGLQJSXEOLFO\DYDLODEOH
FRPSHWLWRUVªLQIRUPDWLRQLQWHUQDOPDQDJHPHQWLQIRUPDWLRQDQG
LQGHSHQGHQWPDUNHWUHVHDUFKUHSRUWV

Documents on display
It is possible to read and copy documents referred to in this Annual
5HSRUWDWWKH5HJLVWHUHG2I²FHRIWKH&RPSDQ\'RFXPHQWVUHIHUUHG
WRLQWKLV$QQXDO5HSRUWWKDWKDYHEHHQ²OHGZLWKWKH6HFXULWLHVDQG
([FKDQJH&RPPLVVLRQLQWKH86PD\EHUHDGDQGFRSLHGDWWKH6(&ªV
SXEOLFUHIHUHQFHURRPORFDWHGDW)LIWK6WUHHW1::DVKLQJWRQ'&
3OHDVHFDOOWKH6(&DW6(&IRUIXUWKHULQIRUPDWLRQ
RQWKHSXEOLFUHIHUHQFHURRPVDQGWKHLUFRS\FKDUJHV7KH6(&DOVR
PDLQWDLQVDZHEVLWHDWZZZVHFJRYWKDWFRQWDLQVUHSRUWVDQGRWKHU
LQIRUPDWLRQUHJDUGLQJUHJLVWUDQWVWKDW²OHHOHFWURQLFDOO\ZLWKWKH6(&
This Annual Report and some of the other information submitted by the
*URXSWRWKH6(&PD\EHDFFHVVHGWKURXJKWKH6(&ZHEVLWH

The Accounts of the Group in this Annual Report are presented in
PLOOLRQV ©Pª XQOHVVRWKHUZLVHLQGLFDWHG

Smith & Nephew Annual report 2014

199

FINANCIAL STATEMENTS AND OTHER INFORMATION

7KH*URXSªV²VFDO\HDUHQGLV'HFHPEHU5HIHUHQFHVWRDSDUWLFXODU
\HDULQWKLV$QQXDO5HSRUWDUHWRWKH²VFDO\HDUXQOHVVRWKHUZLVH
LQGLFDWHG([FHSWDVWKHFRQWH[WRWKHUZLVHUHTXLUHV©2UGLQDU\6KDUHª
RU©VKDUHªUHIHUWRWKHRUGLQDU\VKDUHVRI6PLWK 1HSKHZSOFRI86
FHQWVHDFK

CORPORATE GOVERNANCE

6PLWK 1HSKHZªVFRUSRUDWHZHEVLWHZZZVPLWKQHSKHZFRPJLYHV
DGGLWLRQDOLQIRUPDWLRQRQWKH*URXSLQFOXGLQJDQHOHFWURQLFYHUVLRQRI
WKLV$QQXDO5HSRUW,QIRUPDWLRQPDGHDYDLODEOHRQWKLVZHEVLWHRURWKHU
ZHEVLWHVPHQWLRQHGLQWKLV$QQXDO5HSRUWDUHQRWDQGVKRXOGQRWEH
UHJDUGHGDVEHLQJSDUWRIRULQFRUSRUDWHGLQWRWKLV$QQXDO5HSRUW

)RU6PLWK 1HSKHZWKHVHIDFWRUVLQFOXGHHFRQRPLFDQG²QDQFLDO
FRQGLWLRQVLQWKHPDUNHWVZHVHUYHHVSHFLDOO\WKRVHDIIHFWLQJKHDOWK
FDUHSURYLGHUVSD\HUVDQGFXVWRPHUVSULFHOHYHOVIRUHVWDEOLVKHG
DQGLQQRYDWLYHPHGLFDOGHYLFHVGHYHORSPHQWVLQPHGLFDOWHFKQRORJ\
UHJXODWRU\DSSURYDOVUHLPEXUVHPHQWGHFLVLRQVRURWKHUJRYHUQPHQW
DFWLRQVSURGXFWGHIHFWVRUUHFDOOVOLWLJDWLRQUHODWLQJWRSDWHQWRURWKHU
FODLPVOHJDOFRPSOLDQFHULVNVDQGUHODWHGLQYHVWLJDWLYHUHPHGLDORU
HQIRUFHPHQWDFWLRQVVWUDWHJLFDFWLRQVLQFOXGLQJDFTXLVLWLRQVDQG
GLVSRVLWLRQVDQGRXUVXFFHVVLQSHUIRUPLQJGXHGLOLJHQFHYDOXLQJ
DQGLQWHJUDWLQJDFTXLUHGEXVLQHVVHVGLVUXSWLRQWKDWPD\UHVXOWIURP
WUDQVDFWLRQVRURWKHUFKDQJHVZHPDNHLQRXUEXVLQHVVSODQVRU
RUJDQLVDWLRQWRDGDSWWRPDUNHWGHYHORSPHQWVDQGQXPHURXVRWKHU
PDWWHUVWKDWDIIHFWXVRURXUPDUNHWVLQFOXGLQJWKRVHRIDSROLWLFDO
HFRQRPLFEXVLQHVVFRPSHWLWLYHRUUHSXWDWLRQDOQDWXUHUHODWLRQVKLSV
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1HSKHZªVH[SHFWDWLRQV

STRATEGIC REPORT

$ERXW6PLWK 1HSKHZ

Smith & Nephew heritage

Pioneering healthcare
IRURYHU\HDUV
1914
1870s
7-6PLWKWUDYHOVWR1RUZD\
VHHNLQJLPSURYHGFRGOLYHU
RLOZKLFKEHFRPHVSRSXODU
LQWKH8.DQGE\KDG
HYHQEHHQVKLSSHGWR&DLUR

'D\VDIWHUWKHRXWEUHDNRI::6PLWK
1HSKHZUHFHLYHVD RUGHU
WRSURYLGHVXUJLFDODQG²HOGGUHVVLQJ
supplies to the French army within
PRQWKV'XULQJ::,VWDIIJURZV
IURPWR

1896

1977

+RUDWLR1HOVRQ6PLWKHQWHUV
into a partnership with his uncle
IRUPLQJ7-6PLWK 1HSKHZ

236,7(GUHVVLQJWKH²UVW
moist wound healing
SURGXFWLVLQWURGXFHG

1856

Smith & Nephew
established
7KRPDV-DPHV6PLWK
a wholesale pharmacist
opens chemist shop
LQ+XOO8.
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1937
6PLWK 1HSKHZLV
OLVWHGRQWKH/RQGRQ
6WRFN([FKDQJH

2012

ALLEVYN Life, designed
using pioneering research
to identify the physical
and emotional needs
of patients living with
wounds, launched.

1986

Acquisition
of leading
orthopeadics
business Richards
Medical Company.

2001

Oxinium, a new material that
improves performance and
increases the service life of
total joint replacement
V\VWHPV²UVWLQWURGXFHG

2011
1989
7KH²UVWWUDQVSDUHQW
²OPGUHVVLQJ,9
specially designed
for use on IV sites,
is launched.

3,&2WKH²UVWSRFNHW
VL]HGVLQJOHXVHV\VWHP
revolutionises the
negative pressure wound
WKHUDS\PDUNHW

2013

JOURNEY II BCS sets a
QHZVWDQGDUGLQNQHH
implant performance
by restoring more
normal motion.

2014

New business Syncera launches,
giving customers access to our
advanced products through a
different economic model.

2014
6PLWK 1HSKHZLVWKH²UVW
medtech multinational to develop
a dedicated business for
HFRQRPLFPLGWLHUSDWLHQWVLQ
WKHHPHUJLQJPDUNHWV
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