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GROUP FINANCIAL STATEMENTS

The Directors are responsible for preparing the Annual Report and 

Company law requires the Directors to prepare Group and Parent 

accordance with International Financial Reporting Standards (IFRSs)

and as adopted by the European Union (IFRSs as adopted by the EU) 

 – select suitable accounting policies and then apply them consistently; 
 –

reliable and prudent; 
 –

adopted by the EU; 
 –

to any material departures disclosed and explained in the Parent 

 – assess the Group and Parent Company’s ability to continue as a 

concern; and 
 – use the going concern basis of accounting unless they either intend 

The Directors are responsible for keeping adequate accounting 

transactions and disclose with reasonable accuracy at any time the 

They are responsible for such internal control as they determine 

The Directors are responsible for the maintenance and integrity of the 

RESPONSIBILITY STATEMENT OF THE DIRECTORS 

 –

undertakings included in the consolidation taken as a whole; and
 –

the issuer and the undertakings included in the consolidation taken 

The Directors’ Report has also been prepared in accordance with the 

information necessary for shareholders to assess the Group’s position 

Susan Swabey 
Company Secretary

Statement of Directors’ Responsibilities in respect 
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In our opinion:
 –

 –
accordance with International Financial Reporting Standards as 
adopted by the European Union (IFRSs as adopted by the EU); 

 –

101 Reduced Disclosure Framework; and
 –

Additional opinion in relation to IFRSs as issued by the IASB

Basis for opinion 
We conducted our audit in accordance with International Standards on 

2.  Key audit matters: our assessment of risks 
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GROUP FINANCIAL STATEMENTS

The risk Our response

international tax legislation and the time taken for tax matters to be agreed with 

a potential range of reasonable outcomes greater than our materiality for the 

Our procedures included: 
 – Control operation: 

that the Group has in place to identify and quantify its uncertain direct 

 – Our taxation expertise: With the assistance of our international and local 

contingencies based on our knowledge and experience of the application of 

 – Test of detail: Examining the calculations prepared by the Directors and 

 –

 – Assessing transparency: Assessing the adequacy of the Group’s 

Our results:
 –

The risk Our response

and make a number of key assumptions which include the expected number 

Our procedures included: 
 – Control operation: 

 – Enquiry of lawyers: Inspection of correspondence with external counsel 

 – Test of detail: Examining the calculations prepared by the Directors and 

 –

 – Our actuarial expertise:
challenging the critical assumptions used in statistical projections in determining 

 – Assessing transparency: Assessing the adequacy of the Group’s 

Our results:
 –
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The risk Our response

RISK OF ERROR 

(wholesale customers and distributors) require the Directors to calculate these 

Our procedures included: 
 – Control operation: 

 – Inspection of customer contracts: Inspecting underlying contractual terms 
and correspondence with customers for a selection of arrangements in place 

 – Test of detail: Performing detailed testing on a sample basis of the 
largest rebates with particular attention to whether the adjustments were 
recognised in the correct period and the completeness of any rebates 
accrued at the year-end by comparison with contractual commitments agreed 

Our results:
The results of our testing were satisfactory and we considered the rebates 

The risk Our response

Our procedures included: 
 – Control operation:

 – Methodology implementation: Considering whether the Group accounting 
policy was in line with accounting standards and comparing the calculation of 

 – Test of detail:

sales and other internal or external factors such as new product launches 

 – Inquiry of management:

 – Historical comparisons: 

 – Assessing transparency: Assessing the adequacy of the Group’s 

Our results:
The results of our testing were satisfactory and we considered the E&O 
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GROUP FINANCIAL STATEMENTS

The risk Our response

Our procedures included: 
 – Test of details:

were in excess of their carrying amount and assessing whether those 

 – Assessing subsidiary audits: Assessing the work performed by the 
subsidiary audit team on that sample of subsidiaries and considering the 

 – Comparing valuations:

Our results:
 –

3.  Our application of materiality and an overview 

We agreed to report to the Audit Committee any corrected or 

risks that needed to be addressed or were included in the scope of 

$932m
2017 

$866m

$38m

$2.3m

$46m
2017 
$42m

GROUP ADJUSTED 
PROFIT BEFORE TAX

GROUP MATERIALITY
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The components within the scope of our work accounted for the 

Full scope for group audit 
purposes 2018 

 

 

Full scope for group audit 
purposes 2017  

 

 

85%
2017 
84%

85%
2017 
86%

86%
2017 
87%

70

15

25

16

15 15
14

14
13

59
51 

56 

34

30

72

66

14
21

GROUP REVENUE

GROUP PROFIT BEFORE TAX

GROUP TOTAL ASSETS
conference meetings were also held with these component auditors 

and any further work required by the Group team was then performed 

concern basis as they do not intend to liquidate the Company or the 

Our responsibility is to conclude on the appropriateness of the 

absence of reference to a material uncertainty in this auditor’s report 
is not a guarantee that the Group and the Company will continue 

 –

 –
the competition;

 –
fees; and

 – Temporary loss of key production capability – resulting in an inability 
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GROUP FINANCIAL STATEMENTS

 –

the use of the going concern basis of accounting with no material 

 – the related statement under the Listing Rules set out on page 82 

in the Annual Report
The directors are responsible for the other information presented in 

information therein is materially misstated or inconsistent with the 

 –
and the directors’ report; 

 –

 –

In our opinion the part of the Directors’ Remuneration Report to be 
audited has been properly prepared in accordance with the Companies 

 –

 – the Principal Risks disclosures describing these risks and explaining 
how they are being managed and mitigated; and 

 –

that the Group will be able to continue in operation and meet its 

including any related disclosures drawing attention to any necessary 

Our work is limited to assessing these matters in the context of only 

may result in outcomes that are inconsistent with judgements that were 

report on these statements is not a guarantee as to the Group’s and 

Corporate governance disclosures 

 –

 – the section of the annual report describing the work of the Audit 
Committee does not appropriately address matters communicated 

which we are required to report by exception 

 –

 –
Directors’ Remuneration Report to be audited are not in agreement 
with the accounting records and returns; or 

122 Accounts Smith & Nephew Annual Report 2018122 Accounts Smith & Nephew Annual Report 2018



 –
not made; or 

 –

7.  Respective responsibilities 

control as they determine is necessary to enable the preparation of 

due to fraud or error; assessing the Group and parent Company’s 

matters related to going concern; and using the going concern basis 

Irregularities – ability to detect

from our general commercial and sector experience and through 
discussion with the directors and other management (as required by 

and legal correspondence and discussed with the directors and other 
management the policies and procedures regarding compliance with 

throughout our team and remained alert to any indications of non-

and taxation legislation and we assessed the extent of compliance with 

these laws and regulations as part of our procedures on the related 

Act and the US Foreign Corrupt Practices Act recognising the regulated 

audit procedures to identify non-compliance with these laws and 
regulations to enquiry of the directors and other management and 

8.  The purpose of our audit work and to whom 

undertaken so that we might state to the Company’s members those 

further matters we are required to state to them in accordance with the 

 
 

 

Chartered Accountants  
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GROUP FINANCIAL STATEMENTS

Critical judgements and estimates

 
application of which often requires judgements and estimates to be 

accounting policies most appropriate to the Group’s circumstances for 

A feature of the Orthopaedic Reconstruction and Trauma & Extremities 

IMPAIRMENT

on the outcome of court proceedings and settlement negotiations or if 

The Group operates in numerous tax jurisdictions around the world and 
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Notes

Year ended 
 

Year ended 
 

Year ended 
 

Revenue 2
Cost of goods sold

801
Interest income  8 
Interest expense

 (20)  (10)
Share of results of associates 11  (11)

21  –  – 

Taxation  (118)  (112)
1

Earnings per ordinary share1  

Diluted

Notes

Year ended 
 

Year ended 
 

Year ended 
 

1

  
  

18  11 (81)
 (1) 10 

 10 

  
  

 21 
 2 21 20
–  (10) 10 

 181 
– –

 (112)
 (102)  202 

Total comprehensive income for the year1

Group income statement
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GROUP FINANCIAL STATEMENTS

Notes
  

Assets
Non-current assets

Goodwill 8
Intangible assets

10  21 
11  118 

Other non-current assets
18

Deferred tax assets

Current assets  
12

Cash at bank

Total assets

Equity and liabilities
Equity attributable to owners of the Company
Share capital
Share premium

 18 
Treasury shares

 (228)
Retained earnings
Total equity
Non-current liabilities  
Long-term borrowings

18
Other payables  128 

Deferred tax liabilities

Current liabilities  

Trade and other payables 
 121 

Current tax payable

Total liabilities
Total equity and liabilities

Roberto Quarta Namal Nawana  Graham Baker

Group balance sheet
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Notes

Year ended  
 

Year ended  
 

Year ended  
 

Net interest expense

Share-based payments expense (equity settled)
Share of results of associates 11  11 

21  –  – 

 (108)

Cash generated from operations1

 2  2 
Interest paid
Income taxes paid

  
21

Capital expenditure 2
10  (8) (2)

Distribution from associate 11  2  – –
Proceeds on disposal of business 21  –  – 
Tax on disposal of business  –  – (118)
Net cash used in investing activities

  
Proceeds from issue of ordinary share capital 10
Purchase of own shares
Proceeds from borrowings due within one year 20
Settlement of borrowings due within one year 20
Proceeds from borrowings due after one year 20
Settlement of borrowings due after one year 20
Proceeds from own shares  10 
Settlement of currency swaps 20  (8)

 182 
20 102

Exchange adjustments 20 (1)
Cash and cash equivalents at end of year2
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Share  
capital  

Share  
premium  

Capital 
redemption  

 
Treasury

shares2 
Other 

 
Retained  
earnings  

Total  
equity  

12
1 – – – – –

– – – –
– – – – –

Share-based payments recognised – – – – –
Taxation on share-based payments – – – – – 2 2
Purchase of own shares – – – – –

– – – –
Cancellation of treasury shares – – –
Issue of ordinary share capital – 10 – – – – 10

180
1  –  –  –  –  – 

 –  –  –  –  202 
 –  –  –  –  – 

Share-based payments recognised  –  –  –  –  – 
Taxation on share-based payments  –  –  –  –  – 
Purchase of own shares  –  –  –  –  – 

 –  –  –  –  (21)
Cancellation of treasury shares  (2)  –  2  201  –  (201)  – 
Issue of ordinary share capital  –  –  –  –  – 

 (228)
– – – – – (11) (11)

(228)
1  –  –  –  –  – 

 –  –  –  –  (112)  10  (102)
 –  –  –  –  – 

Share-based payments recognised  –  –  –  –  – 
Taxation on share-based payments  –  –  –  –  –  1  1 
Purchase of own shares  –  –  –  –  – 

 –  –  –  –  10 
Cancellation of treasury shares  (1)  –  1  –  – 
Issue of ordinary share capital  –  –  –  –  – 
At 31 December 2018  18 

Group statement of changes in equity
GROUP FINANCIAL STATEMENTS
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1 BASIS OF PREPARATION
Smith & Nephew plc (the Company) is a public limited company incorporated in England and Wales. In these accounts, the ‘Group’ means the 

As required by the European Union’s IAS Regulation and the Companies Act 2006, the Group has prepared its accounts in accordance with 

periods presented.

of assets and liabilities and disclosure of contingent assets and liabilities at the date of the accounts and the reported amounts of revenues 

reviewed on an ongoing basis. Revisions to estimates are recognised prospectively. 

reasonable expectation that the Group has adequate resources to continue in operational existence for the foreseeable future. Further information 

IFRS 15 Revenue From Contracts With Customers
 Revenue from contracts with customers

were not completed as of that date. The Group applied the practical expedients in relation to contracts with variable consideration and contracts 

Revenue

IFRS 9 Financial Instruments
 Financial Instruments. The Group has not restated comparative information for prior periods with 

 Financial Instruments

 Financial Instruments Recognition and Measurement.

Notes to the Group accounts



1 BASIS OF PREPARATION continued 

as described above.

Original carrying New carrying  

Financial assets
Forward foreign exchange contacts
Investments Available for sale
Currency swaps
Trade and other receivables Amortised cost

Amortised cost

Financial liabilities
Acquisition consideration
Forward foreign exchange contracts
Currency swaps
Interest rate swaps (2) (2)
Private placement debt

Trade and other payables

 Leases which is described below.

liabilities, primarily with regard to its operating leases of property and motor vehicles. In addition the Group will no longer recognise accruals relating 

NOTES TO THE GROUP ACCOUNTS continued

Accounts



The Group has designed a new lease accounting process and has implemented a new lease accounting software solution. The Group has 

include the initial application of the standard.

1.1 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 

by local legislation.

Functional and presentation currency

Foreign currency transactions
Transactions in foreign currencies are translated to the respective functional currencies of Group companies at exchange rates at the dates of the 

Foreign operations

net investments in foreign operations; and the movement in the fair value of forward foreign exchange contracts used to hedge forecast foreign 

Sterling
Euro
Swiss Franc
Year end rates   
Sterling
Euro
Swiss Franc
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The Group was engaged in a single business activity, being the development, manufacture and sales of medical technology products and services.

two geographical selling regions, US and International, with a president for each who was responsible for the commercial review of that region. 

of the Group’s performance were made by ExCo, and whilst the members have individual responsibility for the implementation of decisions within 
their respective areas, it was at the ExCo level that these decisions are made. Accordingly, ExCo was considered to be the Group’s chief operating 

 Operating Segments.

 
 
 Trauma & Extremities, consisting of internal and external devices used in the stabilisation of severe fractures and deformity 

correction procedures;
 

 

radio frequency, electromechanical and mechanical tissue resection devices, and hand instruments for removing damaged tissue;
 

 Advanced Wound Care, which includes products for the treatment and prevention of acute and chronic wounds, including leg, diabetic and 

 Advanced Wound Bioactives, which includes biologics and other bioactive technologies that provide unique approaches to debridement and 
dermal repair/regeneration; and

 

 Operating Segments.

managed on a net basis outside the business segment. 

NOTES TO THE GROUP ACCOUNTS continued

Accounts



Accounting policy

consideration expected to be received in exchange for satisfying the performance obligations. Revenue is recognised primarily when control 
is transferred to the customer, which is generally when the goods are shipped or delivered in accordance with the contract terms, with some 

revenue associated with the provision of discrete services. Payment terms to our customers are based on commercially reasonable terms for 

that occur when a contracted customer purchases directly through an intermediary wholesaler. The contracted customer generally purchases 

obligations to deliver products or services.

Substantially all other revenue is recognised when control is transferred to the customer, which is generally when the goods are shipped or 
delivered in accordance with the contract terms. Revenue is recognised for the amount of consideration expected to be received in exchange 

goods are shipped or delivered in accordance with the contract terms. Revenue is recognised for the amount of consideration expected to be 
received in exchange for transferring the products or services. Appropriate provisions for returns, trade discounts and rebates are deducted 
from revenue, as explained above.
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continued

   

Knee Implants

Trauma & Extremities

Arthroscopic Enabling Technologies  600 
Other Surgical Businesses
Advanced Wound Care
Advanced Wound Bioactives

and intermediaries, while products in the other franchises are sold directly to hospitals, ambulatory surgery centres and distributors. The further 

Established Emerging 
 Total  

Established Emerging 
 Total  

Established Emerging 
 Total  

 
Trauma & Other Surgical Businesses 

Total

Contract assets and liabilities 

NOTES TO THE GROUP ACCOUNTS continued
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Acquisition and disposal related items
Restructuring and rationalisation costs 62 
Amortisation and impairment of acquisition intangibles

integration of Blue Belt Technologies and other acquisitions.

Group Optimisation Plan. 

   

Assets of the business segment 
  

 62 
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continued

   

United Kingdom
United States of America
Other

1

   

  

Current tax payable

Amortisation of acquisition intangibles
Amortisation of other intangible assets  62 

Impairment losses on property, plant and equipment
Impairment losses on acquisition intangibles
Impairment losses on other intangible assets
Impairment losses on trade investments  2 

   

Additions to property, plant and equipment
Additions to intangibles 

Trade investments 2

2

NOTES TO THE GROUP ACCOUNTS continued

Accounts



Accounting policies

Intangible Assets 
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. 

arrangement represents outsourced research and development activities the payments are generally expensed except in limited circumstances 

Advertising costs are expensed as incurred.

   

Revenue
Cost of goods sold

Research and development expenses2

Administrative expenses

   

Other operating income (66)
Amortisation of intangible assets
Impairment of intangible assets
Impairment of property, plant and equipment

Operating lease payments for land and buildings
Operating lease payments for other assets
Advertising costs
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continued

Notes
   

Wages and salaries
Social security costs
Pension costs (including retirement healthcare)2

Group Cash Flow Statement and Group Statement of Changes in Equity for any period presented.

   

Group accounts 2.6 2.0
2.0 2.0

Compliance services
Advisory services

6.0

In the UK
Outside the UK 2.0

6.0

4 INTEREST AND OTHER FINANCE COSTS

   

Interest income 6 6
 

Private placement notes
Other (6)

NOTES TO THE GROUP ACCOUNTS continued

Accounts



Notes
   

Unwinding of discount
Other

 (20)

5 TAXATION

Accounting policy

using tax rates that have been enacted or substantively enacted by the balance sheet date.

as promptly as possible. At any given time, the Group is involved in disputes and tax audits and will have a number of tax returns potentially 

in legislation.

purposes and the amounts used for taxation purposes. 

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.
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5 TAXATION continued

   

UK corporation tax 
Overseas tax

Current income tax charge  200 
 (60)

  

Changes in tax rates 

Total taxation as per the income statement
Taxation in other comprehensive income
Taxation in equity (2)

266

other tax provisions. 

of restructuring and rationalisation costs, acquisitions and disposals, amortisation and impairment of acquisition intangibles, and legal and other 

changes, tax legislation changes, tax authority interpretation, expiry of statute of limitations and resolution of tax audits and disputes.

At any given time the Group has unagreed years outstanding in various countries and is involved in tax audits and disputes, some of which may 

NOTES TO THE GROUP ACCOUNTS continued

Accounts



The Group believes that it has made adequate provision in respect of additional tax liabilities that may arise from unagreed years and tax audits 

given year. A reduction in the tax charge may also arise for other reasons such as an expiry of the relevant statute of limitations. Whilst the impact 

outcome of certain tax audits which are currently in progress, possible statute of limitations expiry and other factors, a credit to the tax charge at or 

would give rise to a release of more than approximately half of the provisions held.

current assessment of the issue. 

successful in their appeal, with the result that the Group is ultimately successful in the Courts, the Group’s tax charge would be reduced in the year 

   

 (6)
Tax losses not recognised
Utilisation of previously unrecognised tax losses  (6)
Impact of US tax reform
Expenses not deductible for tax purposes
Changes in tax rates

2
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5 TAXATION continued 

Accelerated tax  
depreciation  Intangibles  

Retirement  
 

 
claims  

Inventory, 
provisions, 

losses and other 
 Total  

 (2)  2 
 (6)

 2 

Changes in tax rate
Acquisitions  (22)

2

 (6)

Changes in tax rate
 200 

  

 

No deferred tax asset has been recognised on the remaining unused tax losses as they are not expected to be realised in the foreseeable 

NOTES TO THE GROUP ACCOUNTS continued

Accounts



Accounting policies

   

Earnings

Notes
   

Acquisition and disposal related items
Restructuring and rationalisation costs 62 
Amortisation and impairment of acquisition intangibles

2 (20)

US tax reform
Taxation on excluded items  (26)
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continued
The numerators used for basic and diluted earnings per ordinary share are the same. The denominators used for all categories of earnings per 

Basic weighted number of shares

Basic

Accounting policies

Items of property, plant and equipment are stated at cost less accumulated depreciation and any accumulated impairment losses.

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. 
 

Assets in course of construction are not depreciated until they are available for use.

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 

NOTES TO THE GROUP ACCOUNTS continued
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Notes

Plant and equipment Assets in  
course of 

construction  Total  Freehold   Instruments  Other  

Cost

 6 
Acquisitions
Additions

Transfers  (20)  2 

 (20)
Additions

Impairment
Transfers

      

Charge for the year  6 
 (22)

Transfers  2 

 (2)
Charge for the year  6
Impairment

Transfers
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Accounting policy

If the recoverable amount of the CGU is less than its carrying amount then an impairment loss is determined to have occurred. Any impairment 

to the carrying amounts of the other assets of the CGU.

expectations arise, impairment charges may be required which would adversely impact operating results.

Notes
  

Cost

Acquisitions

  

 Impairment of Assets

these CGUs is realised.

  

Orthopaedics

NOTES TO THE GROUP ACCOUNTS continued

Accounts



franchises, focusing on widening access to the customer, the higher added value sectors of healing chronic wounds and tissue repair using 

Discount rate
analysis shows that for the recoverable amount of each CGU to be less than its carrying value, the discount rate would have to be increased to 
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Accounting policies

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 

and equipment.

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 

NOTES TO THE GROUP ACCOUNTS continued

Accounts



Technology  related  

Customer and 
distribution  

related  Software 
Assets in course of 

construction Total  

Cost
2,600

Acquisitions  2 
Additions  2 

 (6)
Transfers  (6)  6 

 (6)
Additions  6 

Transfers 

 2  6 
 

Amortisation  6 
Impairment

Transfers 

(22)

Amortisation  6 
Impairment

 (2)
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continued

  

Technology  6 

Customer and distribution related
Total

Accounting policy
Investments, other than those related to associates, are initially recorded at fair value plus any directly attributable transaction costs on the trade 
date. The Group has investments in unquoted entities and an entity that holds mainly unquoted equity securities, which by their nature have 

securities of the same issuer and estimates of liquidation value. Changes in fair value based on externally observable valuation events are 

  

Additions
Fair value remeasurement
Impairment (2)

was recognised in other comprehensive income.

Accounting policy

therapies and diagnostic tools, including osteoarthritis pain treatments, bone growth stimulators and ultrasound devices. Bioventus sells bone 

dependent upon the ongoing clinical and commercial success of these products. The loss after taxation recognised in the income statement 

The carrying amount of this investment was reviewed for impairment as at the balance sheet date. For the purposes of impairment testing the 

NOTES TO THE GROUP ACCOUNTS continued

Accounts



  

Balance sheet
 6 

  

Revenue

 (22)
 6 

  

Current assets

Current liabilities
Net assets

 26 

Accounting policy

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 
three and seven years.

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 
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continued
   

Raw materials and consumables

Finished goods and goods for resale

The determination of the estimate of excess and obsolete inventory is a critical accounting estimate and includes assumptions on the future usage 

Notwithstanding inventory acquired within acquisitions, no inventory is carried at fair value less costs to sell in any year.

Accounting policy
Trade and other receivables are carried at amortised cost, less any allowances for uncollectible amounts. They are included in current assets, 

Provisions against trade receivables were based on incurred losses, rather than the expected credit loss allowance.

   

Trade receivables
 (62)

Other receivables
Prepayments

NOTES TO THE GROUP ACCOUNTS continued

Accounts



average loss rate 
 

allowance 
 

carrying amount 
 

carrying amount  
 

carrying amount  

Not past due (2)

(2)
Past due more than 6 months

(62)
(62)

 

The Group’s expected credit loss accounting policy includes guidance on how the expected credit loss percentages should be determined; it does 

   

Acquisitions
Net receivables provided during the year
Utilisation of provision (6)

 62 

   

Sterling
Euro
Other

  

Trade and other payables

Acquisition consideration

 
Acquisition consideration
Other payables
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continued

 

15.1 Net debt

  

Private placement notes
Borrowings

 (2)
 2 

Net debt

Within one 

demand  

Between  
one and  

two years  

Between  
two and  

three years  

Between  
three and  
four years  

Between  
four and  

 
After  

 Total  

Private placement notes  262 
 262 

Private placement notes

having regard to the maturities of investments and borrowing facilities.

NOTES TO THE GROUP ACCOUNTS continued
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half year for the 12 months ending on the last day of the testing period. As of 31 December 2018, 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 committed facilities are:

Facility Date due

$80 million 2.47% Senior Notes November 2019 
$45 million Floating Rate Senior Notes November 2019
$75 million 3.23% Senior Notes January 2021
$190 million 2.97% Senior Notes November 2021 
$75 million 3.46% Senior Notes January 2022
€265 million bilateral, term loan facility April 2022
$50 million 3.15% Senior Notes November 2022
$1.0 billion syndicated, revolving credit facility June 2023
$105 million 3.26% Senior Notes November 2023
$100 million 3.89% Senior Notes January 2024
$305 million 3.36% Senior Notes November 2024
$25 million Floating Rate Senior Notes November 2024
$75 million 3.99% Senior Notes January 2026

excluding the impact of netting arrangements:

Within one  
year or on  

demand  
$ million

Between  
one and  

two years  
$ million

Between  
two and  

 
$ million

After  
 

$ million
Total  

$ million

Bank overdrafts and loans  39  –  304  –  343 
Trade and other payables  854  1  1  2  858 
Private placement notes  164  35  571  522  1,292 
Acquisition consideration  78  21  25  3  127 

 

 2,394  –  –  –  2,394 
 (2,393)  –  –  –  (2,393)

 1,136  57  901  527  2,621 
At 31 December 2017

Bank overdrafts and loans  27  –  300  –  327
Trade and other payables  873  1  1  2  877 
Private placement notes  36  161  476  647  1,320
Acquisition consideration  36  50  69  5  160

 2,737  –  –  –  2,737
 (2,739)  –  –  –  (2,739) 

 970  212  846  654  2,682
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At 31 December 2018, the Group held $333m (2017: $155m, 2016: $38m) in cash net of bank overdrafts. The Group had committed facilities 
available of $2,429m at 31 December 2018 of which $1,429m was drawn. Smith & Nephew intends to repay the amounts due within one year using 
available cash and drawing down on the longer term facilities. 

The principal variations in the Group’s borrowing requirements result from the timing of dividend payments, acquisitions and disposals of 

working capital funding for 2019, as well as its other known or expected commitments or liabilities, can be met from its existing resources and 
facilities. The Group’s net debt decreased from $1,281m at the beginning of 2018 to $1,104m at the end of 2018, representing an overall decrease 

associated asset or liability is recognised. Amounts taken to other comprehensive income are transferred to the income statement in the period 

comprehensive income are transferred to the initial carrying value of the asset.

in other comprehensive income. Amounts taken to other comprehensive income are transferred to the income statement when the hedged 

for as fair value hedges and changes in the fair values resulting from changes in market interest rates are recognised in the income statement. 

accounting. At that point in time, any cumulative gain or loss on the hedging instrument recognised in other comprehensive income is retained 
there until the forecast transaction occurs. If a hedged transaction is no longer expected to occur, the net cumulative gain or loss recognised in 
other comprehensive income is transferred. 

The Group operates in many countries and as a consequence has transactional and translational foreign exchange exposure. It is Group policy for 
operating units not to hold material unhedged monetary assets or liabilities other than in their functional currencies.

correspondingly the proportion of sales in Euros exceeds the proportion of costs in Euros.
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The impact of currency movements on the cost of purchases is partly mitigated by the use of forward foreign exchange contracts. The Group uses 

currencies by 10%, the Group’s net borrowings would increase by $25m (2017: decrease by $3m) principally due to the €265m term loan.

2018 would have been $38m lower (2017: $53m lower). Similarly, if the Euro were to weaken by 10% against all other currencies, then the fair value 
of the forward foreign exchange contracts as at 31 December 2018 would have been $15m higher (2017: $12m higher). Movements in the fair value of 
forward foreign exchange contracts would be recognised in other comprehensive income and accumulated in the hedging reserve.

amounts shown above, on the basis that all other variables remain constant.

The Group’s policy is to hedge all actual foreign exchange exposures and the Group’s forward foreign exchange contracts are designated as cash 

When required the Group uses interest rate derivatives to meet its objective of protecting borrowing costs within parameters set by the Board. 

rates are recognised in other comprehensive income and accumulated in the hedging reserve, with the fair value of the interest rate derivatives 
recorded in the balance sheet.

Based on the Group’s gross borrowings and cash as at 31 December 2018, if interest rates were to increase by 100 basis points in all currencies 
then the annual net interest charge would increase by $3m (2017: $6m). A decrease in interest rates by 100 basis points in all currencies would have 

exposure of a counterparty is determined as the total of cash and deposits, plus the risk on derivative instruments, 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 as the Group operates within a 
policy of counterparty limits designed to reduce exposure to any single counterparty.

The maximum credit risk exposure on derivatives at 31 December 2018 was $37m (2017: $28m), being the total debit fair values on forward foreign 
exchange contracts and currency swaps. The maximum credit risk exposure on cash at bank at 31 December 2018 was $365m (2017: $169m). 

Credit risk on trade receivables is detailed in Note 13.
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The amounts relating to items designated as hedging instruments were as follows:

Nominal 
amount  

$ million

Carrying 
Amount:

Assets  
$ million

 
Carrying 
Amount:

Liabilities
$ million

Changes in  
fair value 

 in OCI 
$ million

Hedge  
 
 

$ million

from hedging reserve  
 

$ million
Line item in  

Forward exchange contracts1 2,394 37 (22) 23 – 2

Interest rate swaps2 (200) – (3) – – – N/A

At 31 December 2017

Forward exchange contracts1 2,737 25 (45) (24) – 21

Interest rate swaps2 (200) – (2) – – – N/A

1  Presented in Trade and other receivables and Trade and other payables on the Balance Sheet.

2 Presented in Trade and other payables on the Balance Sheet.

Part of the Group’s net investment in its Euro subsidiaries is hedged by a new €265m Euro-denominated bank loan which mitigates the foreign 
currency risk arising from the subsidiaries’ net assets. The loan is designated as a hedging instrument for the changes in the value of the net 

comparing changes in the carrying amount of the debt that is attributable to a change in the spot rate with changes in the investment in the foreign 

Short-term debtors and creditors are excluded from the following disclosures.

Fixed rate liabilities

Gross  
borrowings  

$ million

Currency  
swaps  

$ million

Interest rate 
swaps 

$ million

Total  
liabilities  
$ million

Floating rate  
liabilities  
$ million

Fixed rate  
liabilities  
$ million

Weighted  
average  

interest rate  
%

Weighted  
average time  

for which  
 

Years

 (1,142)  (193)  (3)  (1,338)  (483)  (855)  3.4  4.8 
Other  (323)  (61)  –  (384)  (384)  –  –  – 

 (1,465)  (254)  (3)  (1,722)  (867)  (855)   
At 31 December 2017

 (1,428)  (291)  (2)  (1,721)  (866)  (855)  3.4  5.8 
Other  (22)  (95)  –  (117)  (117)  –  –  – 

 (1,450)  (386)  (2)  (1,838)  (983)  (855)   
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Interest
rate swaps

$ million

Cash
at bank

$ million

Currency  
swaps  

$ million
Total assets 

$ million

Floating
rate assets 

$ million

Fixed  
rate assets  

$ million

 –  289  60  349  349  – 
Other  –  76  193  269  269  – 

 –  365  253  618  618  – 
At 31 December 2017

 –  110  94  204  204  – 
Other  –  59  294  353  353  – 

 –  169  388  557  557  – 

Floating rates on assets are typically based on the short-term deposit rates relevant to the currency concerned. 

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 

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 (ie as prices) or indirectly (ie derived from prices); and Level 3: inputs for the asset or liability that are not based on 
observable data (unobservable inputs).

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.

31 December 2017 other than as disclosed in Note 1. 

of currency swaps is determined by reference to quoted market spot rates. As a result, foreign forward exchange contracts and currency swaps 

upon third party pricing models for share issues. As a result, investments are considered Level 3 in the fair value hierarchy. There were no transfers 
between Levels 1, 2 and 3 during 2018 and 2017. For cash and cash equivalents, short-term loans and receivables, overdrafts and other short-term 
liabilities which have a maturity of less than three months, the book values approximate the fair values because of their short-term nature.

Long-term borrowings are measured in the balance sheet at amortised cost. As the Group’s long-term borrowings are not quoted publicly and 
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a reasonable approximation of fair value.

Carrying amount Fair value
Fair value –  

hedging  
instruments  

$ million

Amortised 
cost 

$ million

Fair value 
through OCI  

$ million

Fair value 

or loss  
$ million

Other  

liabilities  
$ million

Total  
$ million

Level 2  
$ million

Level 3  
$ million

Total  
$ million

Forward foreign exchange contracts  36  –  –  –  –  36  36  –  36 
Investments  –  –  –  34  –  34  –  34  34 
Currency swaps  –  –  1  –  –  1  1  –  1 

 36  –  1  34  –  71  
         

Acquisition consideration  –  –  –  (99)  –  (99)  –  (99)  (99)
Forward foreign exchange contracts  (20)  –  –  –  –  (20)  (20)  –  (20)
Currency swaps  –  –  (2)  –  –  (2)  (2)  –  (2)
Interest rate swaps  (3)  –  –  –  –  (3)  (3)  –  (3)

 (23)  –  (2) (99)  –  (124)    

         
Trade and other receivables  –  1,211  –  –  –  1,211    
Cash at bank  –  365  –  –  –  365    

 –  1,576  –  –  –  1,576    

         
Acquisition consideration  –  –  –  (28)  –  (28)    
Bank overdrafts  –  –  –  –  (32)  (32)    
Bank loans  –  –  –  –  (311)  (311)    
Private placement debt in a hedge 
relationship – – – – (197) (197)
Private placement debt not in a hedge 
relationship  –  –  –  –  (925)  (925)
Trade and other payables  –  –  –  –  (858)  (858)    

 –  –  –  (28)  (2,323)  (2,351)    
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During the year ended 31 December 2018, acquisition consideration decreased by $33m due to $29m of payments for acquisitions made in prior 

model considers the present value of expected payment, discounted using a risk-adjusted discount rate. The expected payment is determined 
by considering the possible scenarios, which relate to the achievement of established milestones and targets, the amount to be paid under each 

Carrying amount Fair value

At 31 December 2017

Fair value –  
hedging  

instruments  
$ million

Amortised 
cost 

$ million

Fair value 
through OCI  

$ million

Fair value 

or loss  
$ million

Other  

liabilities  
$ million

Total  
$ million

Level 2  
$ million

Level 3  
$ million

Total  
$ million

Forward foreign exchange contracts  25  –  –  –  –  25  25  –  25 
Investments  –  –  –  21  –  21  –  21  21 
Currency swaps  –  –  3  –  –  3  3  –  3 

 25  –  3  21  –  49    
         

Acquisition consideration  –  –  –  (104)  –  (104)  –  (104)  (104)
Forward foreign exchange contracts  (45)  –  –  –  –  (45)  (45)  –  (45)
Currency swaps  –  –  (1)  –  –  (1)  (1)  –  (1)
Interest rate swaps  (2)  –  –  –  –  (2)  (2)  –  (2)

 (47) –  (1)  (104)  –  (152)    

         
Trade and other receivables  –  1,148  –  –  –  1,148    
Cash at bank  –  169  –  –  –  169    

 –  1,317  –  –  –  1,317    

         
Acquisition consideration  –  –  –  (56)  –  (56)    
Bank overdrafts  –  –  –  –  (14)  (14)    
Bank loans  –  –  –  –  (313)  (313)    
Private placement debt in a hedge 
relationship – – – – (198) (198)
Private placement debt not in a hedge 
relationship  –  –  –  –  (925)  (925)
Trade and other payables  –  –  –  –  (877)  (877)    

– – – (56) (2,327) (2,383)
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In the normal course of business the Group is involved in various legal disputes. Provisions are made for loss contingencies when it is deemed 

pursuing claims against third parties, legal and associated expenses are charged to the income statement as incurred. 

settlement negotiations or as new facts emerge.

unavoidable cost of meeting its obligations under the contract. For the purpose of calculating any onerous lease provision, the Group takes the 
discounted future lease payments (if any), net of expected rental income. Before a provision is established, the Group recognises any impairment 
loss on the assets associated with that contract.

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.

Rationalisation  
provisions  

$ million
Metal-on-metal

$ million

Legal and other  
provisions  

$ million
Total 

$ million

At 1 January 2017 20 163 98 281
Net charge to income statement – 10 2 12

– 3 – 3
(15) (19) (28) (62)

Transfers – – (9) (9)
Exchange adjustment 1 – – 1
At 31 December 2017 6 157 63 226
Net charge to income statement  120  72  (2)  190 

 –  4  –  4 
 (90)  (41)  (14)  (145)

Exchange adjustment  (1)  –  –  (1)
 35  192  47  274 

Provisions – due within one year  35  50  36  121 
Provisions – due after one year  –  142  11  153 

 35  192  47  274 
Provisions – due within one year 6 73 50 129
Provisions – due after one year – 84 13 97
At 31 December 2017 6 157 63 226

The principal elements within rationalisation provisions relate to the implementation of the Accelerating Performance and Execution (APEX) 
programme that was announced in February 2018. 

 
(2017: $157m) relating to the present value at 31 December 2018 of the estimated costs to resolve all other known and anticipated metal-on-metal hip 
claims globally. The estimated value of the provision has been determined using an actuarial model. Given the inherent uncertainty in assumptions 

Based on the actuarial model the likelihood of a charge similar to that incurred in 2018 being incurred in 2019 is remote. The provision does not 
include any possible insurance recoveries on these claims or legal fees associated with defending claims. The Group carries considerable product 
liability insurance, and will continue to defend claims vigorously.

The legal and other provisions mainly relate to various other product liability and intellectual property litigation matters.

NOTES TO THE GROUP ACCOUNTS continued
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The Company and its subsidiaries are party to various legal proceedings, some of which include claims for substantial damages. The outcome of 
these proceedings cannot readily be foreseen, but except as described herein management believes none of them is likely to result in a material 

 
in the period in which they are realised.

of $154m was recorded in 2004 for anticipated expenses in connection with macrotexture claims. Most of that amount has since been applied to 
settlements of such claims, and all claims have now been resolved. The aggregate cost at 31 December 2018 related to this matter is approximately 
$205m. The Group has sought recovery from its primary and excess insurers for costs of resolving the claims. The primary insurance carrier has 
paid $60m in full settlement of its policy liability. However, the excess carriers denied coverage, citing defences relating to the wording of the 

The Group faces 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 medical device industry. The Group maintains product liability insurance subject to limits and deductibles that 
management believes are reasonable. All policies contain exclusions and limitations, however, and there can be no assurance that insurance will 
be available or adequate to cover all claims.

settlements described below, approximately 1,023 such claims were pending with the Group around the world. Most claims relate to the Group’s 
Birmingham Hip Resurfacing (BHR) product and its two modular metal-on-metal components: the Birmingham Hip Modular Head (BHMH) and the 
optional metal liner component of the R3 Acetabular System (R3ML). The BHMH and R3ML are no longer on the market: the R3ML was withdrawn 

use in female patients. These actions were taken to ensure that the BHR is only used in those patient groups where it continues to demonstrate 
strong performance.

without admitting liability. Insurance receipts covered most of the amounts paid, with the net cash cost being $25m. In November 2017, the Group’s 

be consolidated for pre-trial proceedings and transferred to the federal court in Baltimore, Maryland. As of February 2019, there were approximately 

settle 150 claims principally related to the Group’s modular metal-on-metal hip component, which are no longer on the market. Metal-on-metal 
hip implant claims against various companies in England and Wales were consolidated for trials under group litigation orders in the High Court in 
London. As of February 2019, the majority of the BHR claims pending against the Group in England and Wales have been discontinued.

The Group has requested indemnity from its product liability insurers for most of these metal-on-metal hip implant claims. Each insurer makes 
its own decision as to coverage issues, and the liability of some insurers depends on exhaustion of lower levels of coverage. Insurers of the 

commenced arbitration proceedings against another insurer in respect of that insurer’s share of the claims and associated defence costs in the 
amount of $50m. 
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2004, principally relating to suture anchors for use in shoulder surgery. Arthrex paid $99m in June 2015 in connection with the Oregon litigation, 

against additional Arthrex products in a follow-up suit that was scheduled for trial in February 2017 in the Oregon court. Arthrex asserted its own 

2017, the parties reached a settlement resulting in the dismissal of all patent litigation in Oregon and Texas. Smith & Nephew agreed to pay Arthrex 

Nephew’s motion for permanent injunction was granted, but stayed pending the result of re-examination proceedings instituted by Hologic in the 

a settlement and Hologic agreed to pay an amount approximating $35m. After deductions of payments to interested third parties, the Group 

At any given time the Group has unagreed years outstanding in various countries and is involved in tax audits and disputes, some of which may 
take several years to resolve. The Group believes that it has made adequate provision in respect of related additional tax liabilities that may arise. 
See Note 5 for further details.
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an employee will receive on retirement or a minimum guaranteed return on contributions, which is dependent on various factors such as age, 

net liability.

 

service cost, net interest cost, administration costs and taxes, are recognised in the income statement.

account the advice of professional external actuaries and benchmarks its assumptions against external data.

2018  
$ million

2017  
$ million

Funded plans:
 77  53 
 13  9 

Other plans  (34)  (46)
 56  16 

Other plans  (60)  (60)
Retirement healthcare  (18)  (25)

 (22)  (69)
Amount recognised on the balance sheet – liability  (114)  (131)
Amount recognised on the balance sheet – asset  92  62 

laws of the relevant country. Funded plans are funded by the payment of contributions and the assets are held by separate trust funds or insurance 

the employee.

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 
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Earnings Related Pension (Serps) between 1990 and 1997. 

to a refund of surplus assets assuming the full settlement of plan liabilities in the event of a plan wind-up. Furthermore, in the ordinary course of 

(2006) established both a minimum required contribution and a maximum deductible contribution. Failure to contribute at least the minimum 

2018 2017
Obligation  

$ million
Asset  

$ million
Total  

$ million
Obligation  

$ million
Asset  

$ million
Total  

$ million

 (1,625)  1,556  (69) (1,577) 1,413 (164)
Income statement expense:    

Current service cost  (12)  –  (12) (12) – (12)
Past service credit  7  –  7 4 – 4
Settlements  –  –  – – – –
Interest (expense)/income  (40)  40  – (44) 42 (2)
Administration costs and taxes  (3)  –  (3) (3) – (3)

 (48)  40  (8) (55) 42 (13)
Re-measurements:    

Actuarial gain due to liability experience  6  –  6 1 – 1
 97  –  97 (38) – (38)

Actuarial gain due to demographic assumptions  11  –  11 42 – 42
Return on plan assets (less than)/more than discount rate  –  (103)  (103) – 59 59

 114  (103)  11 5 59 64
Cash:

Employer contributions  –  44  44 – 53 53
Employee contributions  (4)  4  – (4) 4 –

 3 (3)  – 2 (2) – 
 100  (100)  – 102  (102)  – 

Net cash  99  (55)  44 100  (47)  53 
 
Exchange rate movements  50  (50)  – (98) 89 (9)
Amount recognised on the balance sheet  (1,410)  1,388  (22) (1,625) 1,556 (69)
Amount recognised on the balance sheet – liability  (245)  131  (114) (290) 159 (131)
Amount recognised on the balance sheet – asset  (1,165)  1,257  92 (1,335) 1,397 62
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Represented by:

2018 2017
Obligation  

$ million
Asset  

$ million
Total  

$ million
Obligation  

$ million
Asset  

$ million
Total  

$ million

 (718)  795  77 (854) 907 53
 (424)  437  13 (481) 490 9

Other Plans  (268)  156  (112) (290) 159 (131)
 (1,410)  1,388  (22) (1,625) 1,556 (69)

2018  
$ million

2017  
$ million

2016  
$ million

Assets with a quoted market price:
Cash and cash equivalents  2 8 6
Equity securities  127 235 213
Other bonds  41 43 38
Liability driven investments  246 192 239

 138 152 130
 554 630 626

Other assets:  
Insurance contract  241 277 214

Market value of assets  795 907 840
 

Assets with a quoted market price:  
Cash and cash equivalents  – – –
Equity securities  79 88 178

 91 201 128
Corporate bonds  267 201 128

Market value of assets  437 490 434
Other Plans:  
Assets with a quoted market price:  

Cash and cash equivalents  2 4 4
Equity securities  42 43 35

 3 4 3
Government bonds – index linked  3 3 3
Corporate and other bonds  13 11 11
Insurance contracts  34 36 34
Property  20 19 12
Other quoted securities  4 2 2

 121 122 104
Other assets:  

Insurance contracts  35 37 35
Market value of assets  156 159 139
Total market value of assets  1,388 1,556 1,413
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matches the amount and timing of the pensioner obligations covered by the contract. In accordance with IAS 19R , 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. 

service credit relating to redundancies.

2018 2017 2016
 

$ million
 

$ million
 

$ million
 

$ million
 

$ million
 

$ million

Service cost  –  – – – 7 – 
Past service credit  –  – – – (49) – 
Settlement loss  –  – – – 1 – 
Net interest cost,  
administration and taxes  –  – 1 2 – 3 

 –  – 1 2 (41) 3 

and expense.

2018  
% per annum

2017  
% per annum

2016  
% per annum

Discount rate  2.7 2.4 2.6 
Future salary increases  n/a n/a 3.8 
Future pension increases  3.2 3.2 3.3 

 3.2 3.2 3.3 
 2.2 2.2 2.3 

 
Discount rate  4.2 3.5 4.0 
Future salary increases  n/a n/a n/a

 n/a n/a n/a

NOTES TO THE GROUP ACCOUNTS continued
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plans are as follows:

2018  
years

2017  
years

2016  
years

Males  28.9 28.8 29.7 
Females  30.4 30.3 31.1 

 
Males  24.9 25.2 25.1 
Females  27.1 27.4 27.4 

 
 

Males  31.1 31.0 32.5 
Females  31.9 31.8 33.0 

 
Males  25.1 25.5 25.4 
Females  27.7 28.0 27.9 

$ million
Increase in pension obligation Increase in pension cost

+50bps/+1yr -50bps/-1yr +50bps/+1 yr -50bps/-1yr

Discount rate -62.7 +73.0 -2 +2
+66.6 -60.2 +1 -1

Mortality +29.0 -28.8 +1  – 
   

Discount rate -21.0 +23.0 -1 +1
n/a n/a n/a n/a

Mortality +10.0 -10.2  –  – 
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The pension plans expose the Group to the following risks:

obligation is linked to yields on AA-rated corporate bonds. A decrease in the bond yield will increase the measure 

and insurance contracts.

investments in order to reduce interest rate risk.

liability matching portfolio held in conventional and index-linked gilts was transferred into liability driven investments 

of the plan participants both during and after their employment. An increase in the life expectancy of plan participants 

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 actuarial valuations 

payments of $25m (2017: $24m, 2016: $26m).

The Group has currently agreed to pay annual supplementary payments of $25m until 2021. These supplementary payments will be reviewed when 
the 30 September 2018 valuation has been completed.

represented supplementary payments of $10m (2017: $20m, 2016: $20m). 
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When shares recognised as equity are repurchased, the amount of the consideration paid, which includes directly attributable costs, net of any 

Ordinary shares (20¢) Deferred shares (£1.00) Total 
$ millionThousand $ million Thousand $ million

At 31 December 2016 1,223,591 245 50 – 245
At 31 December 2017 1,223,591 245 50 – 245
At 31 December 2018 1,223,591 245 50 – 245

At 1 January 2016 915,447 183 50 – 183
Share options 1,283 – – – –
Shares cancelled (13,007) (3) – – (3)
At 31 December 2016 903,723 180 50 – 180
Share options 655  –  –  –  – 
Shares cancelled (13,523)  (2)  –  –  (2)
At 31 December 2017 890,855  178  50  –  178 
Share options  418  –  –  –  – 
Shares cancelled  (3,321)  (1)  –  –  (1)
At 31 December 2018  887,952  177  50  –  177 

The deferred shares were issued in 2006 in order to comply with English Company law. They are not listed on any stock exchange and have 

 –
 – The holder shall not have any right to participate in any distribution of the Company’s assets on a winding up or other distribution except that 

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 

held) 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.

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.
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The Group considers the capital that it manages to be as follows:

2018 
$ million

2017 
$ million

2016 
$ million

Share capital  177  178 180
Share premium  608  605 600
Capital redemption reserve  18  17 15
Treasury shares  (214)  (257) (432)
Retained earnings and other reserves  4,285  4,101 3,595

 4,874  4,644 3,958

Treasury shares represent the holding of the Company’s own shares in respect of the Smith & Nephew Employees’ Share Trust and shares bought 
back as part of the share buy-back programme. In 2018 the Group purchased a total of 2.7m shares for a cost of $48m as part of the ongoing 
programme to buy back an equivalent number of shares to those vesting as part of the employee share plans. In 2017 the Group purchased a total 
of 3.2m shares for a cost of $52m as part of the same programme. 

The Smith & Nephew 2004 Employees’ Share Trust (Trust) was established to hold shares relating to the long-term incentive plans referred to in 
the ‘Directors’ Remuneration Report’. The Trust is administered by an independent professional trust company resident in Jersey and is funded by 
a loan from the Company. The cost of the Trust is charged to the income statement as it accrues. A 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:

Treasury  
$ million

Employees’  
Share Trust  

$ million
Total  

$ million

At 1 January 2017 411 21 432
Shares purchased  52  –  52 
Shares transferred from treasury  (19)  19  – 

 (9)  (17)  (26)
Shares cancelled  (201)  –  (201)
At 31 December 2017  234  23  257 
Shares purchased  48  –  48 
Shares transferred from treasury  (29)  29  – 

 (13)  (27)  (40)
Shares cancelled  (51)  –  (51)

 189  25  214 

Number of shares  
million

Number of shares  
million

Number of shares  
million

At 1 January 2017 27.8 1.5 29.3
Shares purchased  3.2  –  3.2 
Shares transferred from treasury  (1.3)  1.3  – 

 (0.6)  (1.2)  (1.8)
Shares cancelled  (13.5)  –  (13.5)
At 31 December 2017  15.6  1.6  17.2 
Shares purchased  2.7  –  2.7 
Shares transferred from treasury  (1.9)  1.9  – 

 (0.9)  (1.8)  (2.7)
Shares cancelled  (3.3)  –  (3.3)

 12.2  1.7  13.9 
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2018 
$ million

2017 
$ million

2016 
$ million

The following dividends were declared and paid in the year:
 198  162 170

Ordinary interim of 14.0¢ for 2018 (2017: 12.3¢, 2016: 12.3¢) paid 31 October 2018  123  107 109
 321  269 279

approval, on 8 May 2019 to shareholders on the Register of Members on 5 April 2019. The estimated amount of this dividend is $192m. The Group 

dividend each year at the time of the full year results. The Board intends that the interim dividend will be set by a formula and will be equivalent 
to 40% of the total dividend for the previous year. Smith & Nephew plc, the Parent Company of the Group, is a non-trading investment holding 
company which derives its distributable reserves from dividends paid by subsidiary companies. The distributable reserves of the Parent Company 

amounted to $2,274m.

of three months or less and bank overdrafts. In the Group balance sheet, bank overdrafts are shown within bank overdrafts and loans under 
current liabilities.

Borrowings

Cash  
$ million

Overdrafts  
$ million

Due within  
one year  
$ million

Due after  
one year  
$ million

Net 
currency swaps  

$ million

Net
 interest swaps

 $ million
Total  

$ million

At 1 January 2016 120 (18) (28) (1,434) (2) 1 (1,361)
(18) (45) 4 (129) 25 (2) (165)

Exchange adjustment (2) 1 – (1) (22) – (24)
At 31 December 2016 100 (62) (24) (1,564) 1 (1) (1,550)

 64  49  9  139  (24)  (1)  236 
 –  –  2  3 –  –  5

Exchange adjustment  5  (1)  –  (1)  25  –  28
At 31 December 2017  169  (14)  (13)  (1,423)  2  (2)  (1,281)

 200  (18)  (118)  126  8  (1)  197 
Exchange adjustment  (4)  –  (1)  (4)  (11)  –  (20)

 365  (32)  (132)  (1,301)  (1)  (3)  (1,104)
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2018 
$ million

2017 
$ million

2016 
$ million

 182  113 (63)
Settlement of currency swaps  8  (24) 25

 7  147 (127)
 197  236 (165)

 –  5 –
Exchange adjustment  (20)  28 (24)
Change in net debt in the year  177  269 (189)
Opening net debt  (1,281)  (1,550) (1,361)

 (1,104)  (1,281) (1,550)

2018 
$ million

2017 
$ million

2016 
$ million

Cash at bank  365  169 100
Bank overdrafts  (32)  (14) (62)

 333  155 38

The Group operates in over 100 countries around the world, some of which impose restrictions over cash movement. These restrictions have only 

Repayment
of bank 

loans 
$ million

Borrowing
of bank 

loans 
$ million

from other 
$ million

Dividends 
$ million

Purchase of 
own shares 

$ million

Proceeds from own 
shares/issue of 
ordinary shares 

$ million
Total 

$ million

Debt  401  (394)  8  –  –  –  15 
Equity  –  –  –  321  48  (13)  356 

 401  (394)  8  321  48  (13)  371 

2017
Debt 770 (623) (24) – – – 123
Equity – – – 269 52 (10) 311

770 (623) (24) 269 52 (10) 434

2016
Debt 797 (924) 25 – – – (102)
Equity – – – 279 368 (16) 631

797 (924) 25 279 368 (16) 529
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The Group accounts for business combinations using the acquisition method when control is transferred to the Group. The consideration 

then it is not remeasured and settlement is accounted for within equity. Otherwise, subsequent changes in the fair value of the contingent 

The Group made no acquisitions deemed to be business combinations within the scope of IFRS 3 in the year ended 31 December 2018. The cash 

During the year ended 31 December 2017, the Group acquired one medical technology business deemed to be a business combination within the 
scope of IFRS 3 as follows. The acquisition accounting was completed in 2018 with no adjustments to the provisional fair 
value disclosed in the Group’s 2017 Annual Report.

On 5 December 2017, the Group completed the acquisition of 100% of the share capital of Rotation Medical, Inc., a developer of a novel tissue 

agreement, the Board-approved acquisition model and a risk-free discount rate of 2.5%. The maximum contingent consideration is $85m. The fair 
values of assets acquired and liabilities assumed are set out below:

$ million

Intangible assets  61 
Property, plant & equipment and inventory  3 
Trade and other receivables  2 
Trade and other payables  (3)
Net deferred tax assets  1 
Net assets  64 
Goodwill  132 

 196 

The goodwill is attributable to the control premium, the acquired workforce and the synergies that can be expected from integrating Rotation 
Medical, Inc. into the Group’s existing business. The goodwill is not expected to be deductible for tax purposes.

During the year ended 31 December 2016, the Group acquired two medical technology businesses deemed to be business combinations within 
. The acquisition accounting was completed during 2017 with no measurement adjustments made.

On 4 January 2016, the Group completed the acquisition of 100% of the share capital of Blue Belt Holdings Inc., a business specialising in robotic 
technologies. The acquisition secures a leading position in the fast growing area of Orthopaedic robotics-assisted surgery. The fair value of 
consideration is $265m and includes $51m deferred consideration. The fair values of assets acquired were:
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$ million

Intangible assets 70
Property, plant & equipment and inventory 13
Trade and other payables (11)
Provisions (10)
Deferred tax assets 16
Net assets 78
Goodwill 184

262

expertise. The goodwill is not expected to be deductible for tax purposes.

Limited. The fair value of the consideration is $42m and included $37m of deferred and contingent consideration. The fair values of net assets 
acquired are: product intangible assets of $15m, inventory of $1m, and a deferred tax liability of $1m. The goodwill, which is expected to be 
deductible for tax purposes, arising on the acquisition is $27m, is attributable to the future penetration into new markets expected from the 

During the year ended 31 December 2016 the Group disposed of its Gynaecology business for cash consideration of $350m. The net assets 
disposed included $6m plant and equipment, and $4m inventory. Disposal related costs of $7m and liabilities of $7m resulted in a pre-tax gain 

dispose of any businesses.

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.

Future minimum lease payments under non-cancellable operating leases fall due as follows:

2018  
$ million

2017  
$ million

Land and buildings:
Within one year 37  40
After one and within two years 30  35 
After two and within three years 27  27 
After three and within four years 22  23 

16  19 
52  56 

184  200 
Other assets:

Within one year 17  17 
After one and within two years 11  11 
After two and within three years 4  5 
After three and within four years 2  1 

34  34 
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The Group operates a number of equity-settled executive and employee share plans. For all grants of share options and awards, the fair value 
at the grant date is calculated using appropriate option pricing models. The grant date fair value is recognised over the vesting period as an 
expense, with a corresponding increase in retained earnings.

The Group operates the following equity-settled executive and employee share plans: Smith & Nephew Global Share Plan 2010, Smith & 
Nephew ShareSave Plan (2012), Smith & Nephew International ShareSave Plan (2012) and the Smith & Nephew France ShareSave plan 
(2012). At 31 December 2018, 4,911,000 options (2017: 5,277,000, 2016: 5,780,000) were outstanding with a range of exercise prices from 538 

At 31 December 2018, the maximum number of shares that could be awarded under the Group’s long-term incentive plans was 5,678,000 
(2017: 5,854,000, 2016: 5,807,000). These include conditional share awards granted to senior employees and equity and performance share 

The expense charged to the income statement for share-based payments for the year is $35m (2017: $31m, 2016: $27m). 

In the course of normal operations, the Group traded with its associates detailed in Note 11. The aggregated transactions, which have not been 

2018 
$ million

2017  
$ million

2016  
$ million

18 15 15
Share-based payments expense 10 7 7

2 1 1
– 3 –

30 26 23

Directors’ remuneration disclosures are included on pages 84–105.

On 22 January 2019 the Group completed the acquisition of 100% of the share capital of Ceterix Orthopaedics, Inc., the developer of the NovoStitch™ 
Pro Meniscal Repair System. This unique device addresses complex tear patterns not adequately served by other repair systems and is highly 
complementary to the Group’s FAST-FIX™ 360 Meniscal Repair System.

This acquisition will be treated as a business combination under IFRS 3. The maximum consideration, all payable in cash, is $105m and the 
provisional fair value consideration is $96m and includes $5m of deferred consideration and $46m of contingent consideration which relates to 
the achievement of established milestones and targets. The fair value of contingent consideration is determined from the acquisition agreement, 
the Board approved acquisition model and a risk-free discount rate of 3.3%. Acquired net assets have a provisional value of $2m which is not 

research and development in-progress and goodwill, with the majority expected to be goodwill. Goodwill represents the control premium, the 
acquired workforce and the synergies expected from integrating Ceterix Orthopaedics, Inc. into the Group’s existing business, and is not expected 

ending 31 December 2019.
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Notes

At  
31 December 2018 

$ million

At  
31 December 2017 

$ million

Fixed assets
Investments 2  7,092  7,092 
Current assets   
Debtors 3  1,697  1,084 
Cash at bank 5  277  88 

 1,974  1,172 
Creditors: amounts falling due within one year   
Borrowings 5  (145)  (4)
Other creditors 4  (2,277)  (1,202)

 (2,422)  (1,206)
Net current liabilities  (448)  (34)
Total assets less current liabilities  6,644  7,058 
Creditors: amounts falling due after one year   
Borrowings 5  (1,301)  (1,423)
Total assets less total liabilities  5,343  5,635 
Equity shareholders’ funds  

Called up equity share capital  177  178 
Share premium account  608  605 
Capital redemption reserve  18  17 
Capital reserve  2,266  2,266 
Treasury shares  (214)  (257)
Exchange reserve  (52)  (52)

 2,540  2,878 
Shareholders’ funds  5,343  5,635 

The accounts were approved by the Board and authorised for issue on 21 February 2019 and signed on its behalf by:

Roberto Quarta Namal Nawana Graham Baker

Company balance sheet
COMPANY FINANCIAL STATEMENTS
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Share 
capital 

$ million

Share 
premium 
$ million

Capital 
redemption 

reserve 
$ million

Capital 
reserves 
$ million

Treasury 
shares 

$ million

Exchange 
reserves 
$ million

 
loss account 

$ million

Total 
shareholders’ 

funds 
$ million

At 1 January 2017 180 600 15 2,266  (432)  (52)  1,169 3,746 
 2,167  2,167 

 1  1 
Exchange adjustments  1  1 
Equity dividends paid in the year  (269)  (269)

1  31  31 
 26  (21)  5 

New shares issued on exercise of share options  5  5 
Cancellation of treasury shares  (2)  2  201  (201)
Treasury shares purchased  (52)  (52)
At 31 December 2017  178  605  17  2,266  (257)  (52)  2,878  5,635 

 28  28 
 1  1 

Equity dividends paid in the year  (321)  (321)
1  35  35 

 40  (30)  10 
New shares issued on exercise of share options  3  3 
Cancellation of treasury shares  (1)  1  51  (51)
Treasury shares purchased  (48)  (48)
At 31 December 2018  177  608  18  2,266  (214)  (52)  2,540  5,343 

Statement of changes in equity
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1 BASIS OF PREPARATION

Reduced Disclosure Framework

concern basis is appropriate as the Company receives dividend cash receipts from its subsidiary undertakings which enable it to meet its liabilities 

and disclosure of contingent assets and liabilities at the date of the accounts and the reported amounts of revenues and expenses during the 

 A Cash Flow Statement and related notes; 
 
 
 Disclosures in respect of capital management;
 
 

 Share Based Payments in respect of group settled share based payments; and
  Fair Value Measurement  Financial Instrument Disclosures

2 INVESTMENTS

Accounting policy

2018 
$ million

2017 
$ million

At 1 January  7,092  5,322
Additions 1,770
At 31 December  7,092 7,092

Notes to the Company accounts
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3 DEBTORS
2018 

$ million
2017 

$ million

Amounts falling due within one year:
Amounts owed by subsidiary undertakings  1,635  1,007 
Prepayments and accrued income  3  3 

 36  25 
 20  45 

 1  3 
Current taxation  2  1 

 1,697  1,084 

4 OTHER CREDITORS 
2018 

$ million
2017 

$ million

Amounts falling due within one year:
Amounts owed to subsidiary undertakings  2,204  1,119 
Other creditors  12  10 

 20  45 
 36  25 

 2  1 
 3  2 

 2,277  1,202 

5 CASH AND BORROWINGS

ACCOUNTING POLICY
Financial instruments

2018 
$ million

2017 
$ million

Bank loans, borrowings and overdrafts due within one year or on demand  145  4 
Borrowings due after one year  1,301  1,423 
Borrowings  1,446  1,427 
Cash at bank  (277)  (88)

 1  (2) 
 3  2

Net debt  1,173  1,339
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6 CONTINGENCIES
2018 

$ million
2017 

$ million

1

7 DEFERRED TAXATION

8 GROUP COMPANIES
In accordance with Section 409 of the Companies Act 2006, a full list of subsidiaries, associates, joint arrangements, joint ventures and 

Company name

Country of  
operation and 
incorporation

 

UK
Blue Belt Technologies UK Limited2 London
Michelson Diagnostic Limited3 Kent
Neotherix Limited3 York
Plus Orthopedics (UK) Limited2 London

1, 5 London
London

2 London

Limited1
London

Limited2
London

Limited2
London

2 London

2 London
2 London

2

Limited1
London

2 London

Company name

Country of  
operation and 
incorporation

 

Limited2
London

Limited2
London

London

Limited2
London

2

1,2 London
2 London

1 London

Scheme Trustee Limited2
London

1, 5 London

2
London

1 London
1 London

The Albion Soap Company Limited2 London
TP Limited1 Scotland Edinburgh
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Company name

Country of  
operation and 
incorporation

 

Rest of Europe
Austria Vienna

2 Belgium Zaventem
Belgium Zaventem

Denmark
Finland

A2 Surgical2 France
Seine

1 France
Seine 

France
Seine

1

1

Tuttlingen
4 Athens 
4 Athens

Ireland Dublin 2
Ireland Dublin 1

Italy Milan
1,2 Luxembourg Luxembourg

1 Luxembourg Luxembourg
1 Luxembourg Luxembourg

1 Netherlands Amsterdam
Netherlands Amsterdam

1 Netherlands Amsterdam
Netherlands Amsterdam

Norway Oslo
Poland

Portugal Lisbon
DC LLC Puschino

Moscow 
Spain Barcelona

Sweden Molndal
Lumina Adhesives AB3 Sweden

1 Baar
Aarau

1 Baar
Baar
Baar

Company name

Country of  
operation and 
incorporation

 

US
Arthrocare Corporation1 United States
Bioventus LLC3 United States

1 United States
1 United States Philadelphia 

United States
19808

3 United States
United States
United States

3 United States
Memphis Biomed Ventures I, LP3 United States Dover
Miach Orthopaedics, Inc3 United States Sherborn

United States
United States Phoenix 
United States

Plus Orthopedics LLC United States
United States

3 United States
1 United States

United States
1 United States

Surgical Frontiers Series I, LLC3 United States Dover
3 United States

19808

Africa, Asia, Australasia and Other America
2 Argentina Buenos Aires

ArthroCare (Australasia) Pty Ltd4 Australia
Australia

 
1,2

Australia

1,2 Australia
 

Medicos LTDA
São Paulo

2 Canada Calgary 
Canada Toronto
Canada Calgary

 
2, 5

Cayman Islands  
Street,  

ArthoCare Medical Devices  China Chao Yang  
District,  
Beijing

2 China Shunyi  
District,  
Beijing
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Company name

Country of  
operation and 
incorporation

 

 China Shanghai  
 

China
China Beijing 

Economic 
and Technical 
Development 

Area
1 Colombia Bogota

Colombia Bogota

1

1

Adler Mediequip Private Limited India Pune
ArthoCare India Medical Device  
Private Limited2

India Mumbai

India
3 Israel Caesarea

Japan Tokyo
Seoul

Malaysia Kuala Lumpur
Malaysia Kuala Lumpur

Mexico Mexico City
1 New Zealand Auckland

 
Scheme Limited

New Zealand Auckland

San Juan
1 Singapore Singapore

1 South Africa

(Proprietary) Limited
South Africa

Thailand
District, 

Bangkok
Sri Siam Medical Limited1,3 Thailand Lumpini 

Phatumwan, 
Bangkok

Limited Sirketi
Turkey Sariyer,  

Istanbul
United Arab 

Emirates
Jebel Ali,  

Dubai

UK
London
Kent

York

Edinburgh

Rest of Europe
Vienna Concorde Business Park, 1/C/3 2320, 

Zaventem  
1930 Zaventem, Belgium

Ayritie 12 C, 01510, Vantaa, Finland
40, Boulevard du Parc,  

 

Tuttlingen Alemannenstrasse 14, 78532,  

Athens  

Dublin 1  
Spencer Dock, Dublin 1, Ireland

Dublin 2  
Ireland

Milan Via de Capitani 2A, 20864,  

Luxembourg
Amsterdam  

The Netherlands
Oslo

Lisbon  
 

Moscow 2nd Syromyatnichesky lane, Moscow, 105120, 

Puschino 8/1 Stroiteley Street, 142290, City of Puschino, 

Barcelona

Molndal

Baar Oberneuhofstr 10d, Baar, 6340
Aarau
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US
CT Corporation, 1209 Orange Street,  

Philadelphia CT Corporation 1515 Market Street, 
Philadelphia, PA 19102, USA

Dover  
Dover, Delaware, 19904, USA

Phoenix CT Corporation System, 3800 North Central
Avenue, Phoenix AZ 85012, USA

Sherborn
Sherborn, MA 01770, USA
251 Little Falls Drive,  

Africa, Asia, Australasia and Other America
Buenos Aires Maipu 1300, 13th Floor,  

City of Buenos Aires, Argentina

São Paulo Avenida do Cafe, 277, Centro Empresarial do Aco, 
Centro Empresarial do Aco, Torre B,  

 

Calgary  
Calgary AB AB T2P 4J8, Canada

Toronto 199, Bay Street, 4000, Toronto,  
Ontario M5L 1A9, Canada

South Church Street, 

Cayman Islands
Chao Yang District, Beijing  

 
Beijing, China

Shunyi District, Beijing 22 Linhe Avenue, Linhe Economic Development 
Zone, Shunyi District, Beijing, 101300, China

Shanghai Free Trade Test 
Zone

Part B, 4th Floor, Tong Yong Building,  

Shanghai, China

Beijing Economic and 
Technical Development 
Area

 
 

Bogota  

Vehicular, Province de Alajuela, Canton Alajuela, 

Pune  

Mumbai 5A, Bakhtawar, 5th Floor, behind The Oberoi, 
Nariman Point, Mumbai, Maharashtra, 

Maharashtra, India
Caesarea
Tokyo  

Seoul

Kuala Lumpur

Mexico City  
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9 SUBSIDIARY UNDERTAKINGS EXEMPT FROM AUDIT 
The following UK subsidiaries will take advantage of the audit exemption set out within Section 479A of the Companies Act 2006 for the year ended 
31 December 2018:

 (Registration number: 9152387)
 (Registration number: 384546)
 (Registration number: 681256)
 (Registration number: 10428326)
 TP Limited (Registration number: SC005366)

Auckland
NZ, New Zealand

San Juan  

Singapore
048623, Singapore

 

Bangkok
 

 
Bangkok, 10310, Thailand

Lumpini Phatumwan, 
Bangkok

Sariyer, Istanbul
No:8/4 Bahcekoy Sariyer Istanbul, Turkey

Jebel Ali, Dubai PO Box 16993 LB02016, Jebel Ali,  
Dubai, United Arab Emirates
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