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Reshaping Smith & Nephew

“Smith & Nephew delivered good underlying
revenue and profit growth and a strong
trading profit margin in 2012.

“There is no doubt that we are benefiting
from implementing our Strategic Priorities.
Our choices to invest in higher growth
products, franchises and geographies
are enabling us to drive greater value
for our Company and stakeholders.”

Olivier Bohuon
Chief Executive Officer
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Our business today

Smith & Nephewis a global medical
technology business dedicated to
helping improve people’s lives.

Group

Revenue? Average number of employees®
% 10
$4.1bn +2% 10477
Revenue by geography $m Employees by geography
A United States 1651 A United States 4000
B Other Estabbshed markets 2 003 B Continental Europe 2098
C Emerging and international Graph remaved C UK 1706 Graph removed
markets 453 o China 801

E Other 1,872

Graphic removed




Section 1 Overview

MINAIAD

We have leadership positions in Orthopaedic Revenue by busness dvision $bn 2
Reconstruction, Advanced Wound Management, + A Advanced Surgical Devees 31 5
Sports Medicine and Trauma We group these product Management 10 Graph removed g
franchise areas into two global divisions, Advanced g
Surgical Devices and Advanced Wound Management %
Advanced Surgical Advanced Wound 1
Devices Management i
40
Srmth & Nephew's Advanced Surgical Devices Snmth & Nephew’s Advanced Wound Management §
global business has leadership positions in globalbusiness s aleader in advanced wound care
Orthopaedic Reconstruchon, Sports Medicine dressings, negative pressure wound therapy and
and Trauma It1s headquartered in the USAm other advanced wound management technologies
Andover, MA and Memphis, TN it is headquartered in Hull, UK
Revenue? Reverue? ie
=B
$3.1bn +2% $10bn +4% :
20M $33bn 201 $10bn
Rewvenue by franchise $m Revenwue by franchise $m
A Knee Implants 874 A infection management 127
B Hip Implant 666 B Exudat t 269
C Sch’)r::ﬁ\A:dfmne Jont Repar 521 Graph removed c Olﬁe?:\'l\.lnh?lnagemen 633 Graph removed
D Arthroscopic Enabling
Technologles 409 2
E Trauma 462 3 E
F Olher ASD 176 ZE
EZ
2%
&
Revenue by geography $m Revenue by geography $m
A United States 1449 A Uniled States 202
8 gﬁ;f:tabhs'hw 1298 Graph removed 8 ﬁ‘ﬁ;f:“""‘“"d 705 Graph removed
C Emerging and C Emerging and
Intermational markets 361 International markets 122 g §
3
1
Operating profif? Trading profit*? Operating profif? Trading profit?
$0 6bn +7% $07bn +8% $02bn ni% $02bn -1%
201 $0 6bn 201 $07bn 201 $0 2bn 201 $0 2bn o7
58
Employees Employees? § é
7194 -5% 3,283 +5% £8
201 76N 201 3,32

1 Explanations of these non-GAAP financial measures are provided on pages 44 to 46
2 Underlying growth percentage after adjusting for the effect of curency translation and disposals
3 Healthpoin was acquired in December 2012 The average employee number does not include the 460 Healthpolnt employees whe jolned us through this acqusition
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Finanaal highlghts
Revenue? Trading profit'2
Graph remaoved Graph remaoved
Adjusted eamings per share' (EPSA} Trading profit margin'
Graph removed Graph removed
Eamings per share (EPS} Operating proht?
Graph removed Graph removed
Dmidend per share Cperating profit margin
Graph removed Graph removed
Research & development expenditure

Graph removed

1 Explanations of these non-GAAP financial measures are provided on pages 44 10 46
2 Underlying growth percentage after adjusbing for the eflect of currency transtatien and disposals




Chairman’s statement

Sechion | Overview

“Our financial strength — and confidence 1n continued
strategic progress — enabled the Board to review the

dwvdend policy dunng the year”

Dear shareholder,

Smith & Nephew made good progress in 2012, both
financially and strategically, as we delivered on our
commitments to reshape the Company

Our underlying revenues were Up 2% to $4,137m, with
reported revenue reflecting the successful transaction
to create Bioventus Trading profit was up 6% underlying
at $965m, giving an 80 basis ponts increase in trading
profit margin, which was up at 23 3% Free cash flow, at
$637m, was again healthy, demonstrating the vitality of
our business

This performance shows the effects of the major strategic
programme announced last year to make Smith &
Nephew fit and effective for the future Throughout the
year we made great progress dnving efficencies and
liberating resources This has allowed us 1o nvest fo
realise the opportunities we see in our higher growth
markels and sectors

We have achieved all this and mamtained our commiiment
to health and safety, ethics and the environment

Enhanced retums for shareholders

Our financial strength — and confidence n conhinued
strategic progress — enabled the Board fo review the
dividend policy dunng the year

As aresult, we increased the level of the Intenm Diadend
payment by 50% to 99¢ per share The Board s pleased
1o propose a Final Dividend for the year of 16 2¢ per share,
also up 50% on 2011 We Intend to pursue a prograssive
dwndend policy gang forward

Board changes

We were very pleased that Jube Brown joined us as Chief
Financial Officer in February 2013 She brings top-level
financial expertise, commercial experience and a deep
knowledge of the healthcare sector Julie replaces Adnan
Hennah whao left with our very best wishes and thanks for
his sigmificant contnbution to Smith & Nephew

We have also welcomed two new Non-Executive Directors
dunng 2012 Ayay Piramal 1s one of India’s most impressive
businessmen and Baroness Bottornley bnngs a wealth of
expenence from her successful career across both pnvate
and public sectors We said farewell to Rolf Stomberg and
Geneviéve Berger, who we also thank for therr valuable
Input

In April, we shall welcome Michael Friedman fo our
Board who 15 renowned for his US healthcare expertise,
n parhcular gained leading the prestigious City of Hope
cancer institution in Cabforma

Thank you

My Board colleagues and [ visited a number of our global

sites duning the year We welcome these opportunihes to

meet our employees, and would ke to thank everyone at
Smith & Nephew for their continued dedhcation to serving
our custormers

We are also fortunate to meet and hear from shareholders
regularly, both nstitutonal and private Your support and
feedback are hath appreciated, and continue to infarm
our thinking

Srmith & Nephew 15 evolving We are already seeing the
matenial benefits of our choices and actions There 1
much mare to come and we look forward to continuing
to bulld ever more value for you into the future

Sir John Buchanan
Chairman
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Strategy and performance

This section outlines the Group’s
growth strategy, and what has been
done to deliver against this strategy.

Creabng sustainable value 7
Chief Executive Officer's review of sirategy 8
How the Group measures ifs stralegic performance 16




Creating sustainable value

Section 2 Strategy and performance

At Smith & Nephew we believe that being a sustainable company, in every sense of

the word, truly sets us apart Positively coninbuting io the needs of our stakeholders at the
economic, social and environmental level 1s important This 1s seen in our values, In how
we support our customers, and the way our products improve the qualty of fe of patients

Smith & Nephew’s quality products are selected
because it has built trusted relationships.

Smith & Nephew continues
to create value through our
core values

The decision to use our
products can be influenced
by many parties, Including
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Chief Executive Officer’s review of sirategy

Our strategy

Smith & Nephew's strategic prionties are about making
choices for the long term benefit of the Group, delivenng

higher retums to shareholders than its peer group

‘| Established markets

In Established markets (US, Europe, Japan, Australia, New Zealand
and Canadal, Smith & Nephew sees opporiumities fo build upon
existing strong positions, to win market share through greater
innovation and dnve efficiencies to iberate resources Through
these actions the Group seeks to meet the challenges of subdued
markets and maxrmise both revenue growth and profit margins

2 Emerging and
International markets

Smith & Nephew believes il can secure market leadership

in the Emerging markets, bullding upon its initial success I

China and expanding to creale sustainable businesses in

India, Brazl and Russia In particular, the Group sees sigrificant
opportunities fo bulld value through augmenting its existing portiohio
with new products spectfically designed for, and manufactured in,
these markets

3 Innovate for value

The Group's fulure success depends upan continuing to offer
new technologies and innavative business models to customers
around the world Smith & Nephew 1s accelerating its rate of
nnovation by increasing the research & development budget
and identifying and investing in the projects that will deliver
maximum value

4 Simplify and improve
our operating model

Srmith & Nephew will work to ensure the business structure and
Processes support our innovation agenda, and the Group seeks

to maximise efficiency in everything 1t does There are opportuniies
to streamline the Group’s operations and manufaciunng processes
and to remove duplication Smith & Nephew s bullding strong
global functions - human capital, regulatory, quality, compliance,
sustainability, finance and legal affairs - to support its

management teams 1n their quest to serve the Group's markets
and customers better

5 Supplement organic
growth through
acquisitions

The Group aims fo augment iis organic growth through acquisiions
Srith & Nephew will continue with its successful stralegy of
acquirng complementary technologtes, seek to support our
Emerging markets ambitions by acquiring local manufactunng

and disinbution businesses and remain alert fo larger opportuniies
1o support expansion In attractive sectors, such as advanced
woundcare, extremities or mimimally invasive surgery




Section 2 Strategy and performance

“We are investing in higher-growth products, franchises and geographies
and adapting our commercial models and cost structure”

Dear Shareholder,

In August 2011, we announced an ambitious se! of
Strategic Prionties to make Smith & Nephew stronger,
faster growing, better balanced and fit and effective for
the future Across the Group we are iImplementing this
programme We are investing in higher-growth products,
franchises and geographies and adapting our commercial
models and cost structure

Emerging markets

In the Emerging markets we are delivenng strong revenue
growth, benefithng from our Investmenits to strengthen the
management team and sales force, and the successful
registrabon of more of our existing products for sale

Our stralegy 1s to build upon this platform by expanding
our distnbution capability and delivenng portfolios for the
mid-tier segments We will develop these through our own
R&D, and by acquisition, and we expect to bring our first
products to market in 2013

We are also investing to ensure that all employees and
third party representatives follow our Code of Conduct and
locat requirements We have, what | beheve 1o be, a world-
class complance programme Shanng this experiise 1s
integral to buldhing a sustanable bustness everywhere we
operate

Investing for growth

In the Estabhshed markets we conbinue to successfully
dehver a high rate of Innovation In 2012 we launched
new hip, knee and frauma systems and more than 30
advanced wound management products We increased
our R&D budget, and expect to do so again in 2013

We are also putting more resources into our higher-growth
franchises and geographies In trauma and exiremities
our actions to refine the commercial model and bunld the
sales force 1s delivenng good results In Japan we are
sirengthemng our leadership posiion in advanced wound
management following the launch of Negative Pressure
Wound Therapy

These, and other investmenis like them, are possible
because we are making Smith & Nephew more efficient
We generated annuahsed savings of around $100 milhon
by the end of 2012 and are continuing to Implement
further improvements

Healthpoint Biotherapeutics

The acquisition of Healthpoint Biotherapeutics

expands our platform by giving us a strong position In
bicactives, the faslest IEmwmg area of advanced wound
management This perfectly complements our exudate
and infection management and negative pressure
expertise The integration i1s proceeding to plan

Comorate social responsibility

Whilst working to transform Smith & Nephew, we have
not lost sight of the Importance of our social, ethical and
envircnmental obligations Qur commitment to customers,
patients, employees, shareholders and communities
remains strong In 2012 we again eamed the distincion of
being featured in both the FTSE4Good Index and the Dow
Jones Sustainability Index

Delivenng value

In 2013 we are continuing to buld, delivening efficiency
improvements and accelerating investment - in our
higher-growth porifobos, in geographic expansion, In
more R&D and n further acquisthons | am pleased at the
progress we have made, excited about the opportunities
that we see, and confident we wall continue to deliver
greater value for our company and stakeholders

Olwvier Bohuon
Chief Executive Officer
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Chief Executive Officer’s review of strategy
continued

Established
markets

Focused on success

within the Established markets we have dedicated
management leams n Advanced Surgical Devices and
Advanced Wound Management who are focused on
meeting the needs of our customers

The formation of the Advanced Surgical Devices division
— created through the combination of our endoscopy
and orthopaedics businesses — delivered benefits ata
shightly faster rate than expected This new structure has
allowed us 1o better share the benefits of our expenence
and scale, whilst supporting the sales force in utiising
their local market knowledge and relationships to secure
and service customers in each and every market




Section 2 Strategy and periormance

Emergin
markétsg

New markets, new products

We have recruited expenenced leadership to dnive
us Into the Emerging markets and invested in new
headcquarters and infrastructure

Throughout 2012 we made progress registering and
selling more of our existing products i our Emerging
markets —with many new introductions across our
franchises

We are also developing speafic products for the
micddle tier n these countnies, nvesting n determining
both the nght product categones, and the nght
business model, 1o serve these customers effectively
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Chief Executive Officer's review of strategy continued




Section 2 Strategy and performance

Innovate
for value

Centre of Innovation

In April, we opened a new Innovation Centre 1n
Memphis, which we are using to deliver best-in-class
surgeon franing programmes

This 1s a world-class, multi-disciplinary facihty {jont
reconstruction, sports medicine and traumaj that
allows surgeons from different specialties and
locations to share learming and innovalion 15 140-seat
auditcnum, five conference rooms, two classrooms
and 17 labs have already hosted muitiple groups of
surgeons from around the world keen fo expenence
the latest products and surgical techniques

Designed for Real Life

In June, we launched ALLEVYN Life, a umque new
foam dressing that extends our ALLEVYN famity of
foam products This product innovation addresses the
findings of new Srmth & Nephew research into the real
Iife concerns of patients iving with wounds

ALLEVYN Uife offers multiple benefits for the patient and
chnician These innovative features include a change
indicator to avoid unnecessary dressing changes, a
hyper-absorbent core to prevent leakage of exudate,
and masking to prevent patient embarrassment caused
by visible exudale through the dressing This1s all
combined with umque shapes to ensure better
dressing retention and our ‘Gentle Border’ silicone
adhesive fo mimmise pain at dressing change
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Chief Executive Officer’s review of strategy continued

Simplify and improve
our operating model

Efficient manufactunng

We have been successful in reducing our cost of goeds
to combat the effects of continued pnce pressure In
manufacturing, we have refined our foolpnnt, espeaially
nChina Dunng 2012, the Group dosed the old Linhe
orthopaedic plant, moving 1t to our new facility n Beying
ahead of schedule We completed the extension to cur
Wound factory in Suzhou — on time and on budget -
and have started equipping the plant

The European Process Optimisation programme
will rationalise and upgrade our commercial and
IT platforms allowang us to drive efficencies while
better serving our customers




Growth through
acguisitions

Augment organic growth
through acquistions

in December 2012 Smith & Nephew completed

the acquisttion of Healthpoint Biotherapeutics,
aleader in bioactive debndement, dermal reparr and
regeneration wound care treatments, for $782m
incash

This acquisiion had compeliing strategic and financral
rationale for Smith & Nephew

It gives us a strong posttion in bioactives, the fastest
growing area of advanced wound management It
brought a complementary range of bioactive
debrdement, dermal repair and regeneration products
led by Collagenase SANTYL Ointment SANTYLY, an
enzymatic debnder for dermalulcers and bums It
added an established R&D capability in next-generation
bioactive therapies for the treatment of chronic wounds
and will double our US AWM sales and strengthen our
commercial scale and capabiliies

The combination ¢reates a wound business which is
unique — having leadership positions across exudate
and infection management, negative pressure and
bioactive wound care

Section 2 Strategy and perlermance
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How the Group measures Tts strategic performance

Strategic priorty

Measurement

1. Established markets

Revenue from Established markets?

$3.654bn+1%

Graph removed

2. Emerging and
International markets

Revenue from Emerging and
International markets?

$483m +11%

As a% of Group revenue

Graph removed

Graph removed

3. Innovate for value

R&D expense as a percentage
of Group revenue

Graph remaoved

R&D expenditure

$171M eon $167m)

4. Simplify and improve e Tracing ot margn
our operatingmodel ~ $965m  +6% 23.3% +80bps |
5. Supplement organic Accgasion spendt
growth through $813m
acquisitions —

2 Underlying growth percentage after adjusting for the effect of currency translation and disposals

4 Includes complementary technology spend




Sechon 2 Strategy and performance 7 §
2
Performance Global outlook Why we measure
Smith & Nephew businesses in the Established markets grew  Established markets for Smith - Track the relative strength g
by 2% 1n the US and 1% in the Other Established markets, & Nephew are the US, Europe, of our market positions 9
where a weak macro environment In Europe parttally offset Japan, Australa, New Zezaland Z
strong results In fapan and Austraba and Canada In these markets we 2
— By franchise, our performance relative to estmated global expect the challenging economic g
market growth was below n hip reconstruction, atmarketin =~ conditions 1o continue, requinng E
knee reconstruction, sports medicine and trauma and above  realigned business models and R
1n advanced wound management focused investment
— For more detail on the market and competition (see pages 19
0 33)
T
i
Emerging/International markets grew at 11%, exceeding Emerging/International markets ~ Track underlying growth g
Established markets rates and contributing over 40% of represent those outside of the of Emerging markets to global g S
annual revenue growth for the Group These geographies Established markets including growth 3
now represent 12% of the Group's overall revenue Brazil, China, India and Russia M k 3
During 2012 The healthcare environment in — Monitor progress in key
market segments
~ China, successful model, revenues above $120m these markets 1s rapidly expanding
— Sigmificant nfrastructure, operationat and talenl investiment  and with the nght investments
~ Refined new R&D model to develop mid-tier product portioho  0¥fers significant opportunities for
the Group = @
=
3
R&D investment now represents 4 1% of raveriue, an increase tnnovation offers the key to - Monitor the impact from
n spending of 2% We have maintained our momentum of meeting the realities of healthcare Innovation
Introducing new products and economic paradigm in both Monttor the underlyr
~ Over 30 new AWM products launched Established and Emerging markets  ~ : onl tor nflgré;[) ng
- 1n ASD, extensions fo our established LEGION knee and New products, technologies and rvestme
PERI-LOC plate ranges, a new Hip revision system and surgical techriques hold the
further nnovation in sports medicine promise and potential of reducing sz
- Over 230 existing products now available for Emerging/ the overall cost of healthcare 3 é
International markets z
- Innovation Centre opened in Memphis B %
A
&

Trading profit grew by 6%, aided by targeted efficiency and

cost iniiatives, which offset market pressures and enabled

conhinued largeted organic invesiments Trading profit margin

was 23 3%, an 80bps mprovementi Key inihatives ncluded

— On track to delver $150m efficiency savings by end of 2014

- Reorgamisation of ASD and realignment of AWM

- Refining our manufactunng fooipnnt fexpansion of the
Suzhou facility, move and closure of Linhe plant, both in
Chinaj

- Reduction in cost of goods

- Reduchion in energy use and increased waste recycling

— Track our underlying trading
profit growth and trading
profitability

By simplfying and improving our
operating model we can lberate
resources 1o Invest In growth
opportuniies and meet the
persistent price pressure A simpler
and more efficient organisation
aliows us to make faster and beter

- Reduce the amount of energy
and waste for the Group, our
customers and the enviranment

TNYNIIAOD
UVHOSHOD

2012 has been an aclive year from a business development

perspective We have invested in talent and capability, which

has delvered several exaiting opporturities including

- Acquisihon of Healthpoint Biotherapeutics

- Acquisihion of complementary technology businesses
{LifeModeler Inc, Kalypto Medical Inc, Aderma range of
Dermal Pads)

- Bioventus venture formed and divestment of Biologics
and Chinical Therapies business

deaisions
Acquisition and partnerships - Monttor value created
are important elements which for shareholders

supplement the organic iInvestment e
and provide increased opportunity g @
for high growth and value § 3
z

g

z
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Marketplace and
Business segment review

We look at our business in relation
to issues in the wider marketplace

in which we operate.

Our marketplace 19
Business segment review 22
Advanced Surgical Devices 22

Advanced Wound Management 28




Our marketplace

Smith & Nephew operates 1n a complex marketplace
Spending 1s heavily nfluenced by governments, who are
seeking o balance the demands placed upon healthcare
systems from long-term trends, such as ageing populations
and obestty, with requirements to restrain budgets Pahents
are becoming more disceming and demanding, and
healthcare providers are increasingly making choices based
on both dimical outcomes and cost

Smith & Nephew's sales and marketing models reflect
these factors The Group invests in developing innovaiive
products and services and in marketing these through

the most appropnate direct or in-direct channels Sales
frends reveal a number of longer-term forces at work within
our markets The importance of government funding to

our business remains and there 1s a need to meet ever
more stngent regulation Global manufactuning, supply
and disinbution operations seek to maximise their efficiency
whilst supporting the sales and marketing process
Innovative new products are brought to market through
highly focused research and development, and there 1s a
robust pohicy of protecting intellectual property The Group
seeks fo minimise the Impact of currency on its business

Sales and marketing

Smith & Nephew's customers are the providers of medical and
surgical services worldwide

Competition exists among healthcare providers to gain patients on
the basis of quality, service and prce Providers are under pressure
to reduce the total cost of healthcare delivery There has been some
consalidation in the Group’s custarmer base, as well as amongst the
Group's competitors, and these trends are expected to continue In
the long term Smith & Nephew competes against both local and
multinational corperations, including some with greater financial,
marketing and other resources

The Group's business reflecis a wide range of distnbution channels,
purchasing agenis and buying entities in over 90 countnes
worldwide The largest single customer worldwide 1s a purchasing
group based in the UK that represented 6% of the Group's worldwide
revenue in 2012

In certain parts of the world, including the UK, much of Continental
Europe, Canada and Japan, the healthcare providers are largely
government orgamsations funded by tax revenues In the US, the
Group's major customers are ptiblic and private hospitals, which
receive revenue from private heatih insurance and government
rembursement programmes Medicare 1s the major source

of reimbursement in the US, for knee and hip reconstruction
procedures and for wound healing trealment regimes

Secton 3 Marketplace and Business segment review 19

inthe US, the Group's products are marketed directly to healthcare
providers, hospitals and other healthcare facihes with each
business segment operating dedicated sales forces The US

sales forces consist of a mixiure of independent contract workers
and employees Sales agents are contractually prohibited from
seling products that compete with Smith & Nephew products Cur
Advanced Surgical devices are principally shipped and invoiced

1o healthcare providers, hospitals and other healthcare facilities
Cerlain Advanced Wound Management products are shipped

and nvoiced to wholesale distributors and others are consigned

to distributors that lease the devices to healthcare prowders,
hospitals and other healthcare faciliies and end-users In most
other Established markets, each dvision typically manages
employee sales forces directly, and also ships and invotces products
both directly 1o healthcare providers, hospitals and other healthcare
facilihes and to wholesale disirbutors

In Emerging markets and International markets the Group operates
through direct selling and marketing operations, and through
distnbutors In these markets, Orthopaedics and Sporis Medicne
frequentty share sales rescurces The Advanced Wound Management
sales force may be separate where it calls on different customers

Sales trends .

Smith & Nephew's divisions parhicpate n the global medical dewices
matket and share a common focus on the repair of the human body
Smith & Nephew’s pnncipal geographic markels are n our Established
markets healthcare economies of the US, Europe, Japan, Canada,
Austrahia and New Zealand In addition, we are bulding our business
in the Emerging markets (Brazil, Russia, India and China} and our
Internaticnal markets such as South Afnca, Mexico and Turkey

Global population

1950 2000 2050
2.5bn 6 Obn 9 0bn
Population by age %

o019 012064 O 65+

Graphs removed

Globat chesity %
00-5 510 1045 01520 020-25 [125-30 [130-35 135+ [INodata

Map removed
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Our marketplace continued

Smith & Nephew's markets are charactensed by increased longevity,
more active bifestyles, obestty, Increased affluence and an increase
1n the average age of the population caused by the immediate post-
World War Il ‘baby boomer’ generation approaching retirement

Together these faclors have created significant demand for more
effective healthcare products which debiver improved outcomes
through technology advances Furthermare, pressure fo resist
increases in overall healthcare spending has led healthcare
providers to demand products which minimise the: length of hospiial
stays and use of surgeon and nursing resources

Increasing patient awareness of available healthcare treatments
through the internet and direct-to-customer advertising has led
to some Increased patient influence over product purchasing
decisions

Far a description of the impact on each dwision refer to the ‘Business
Segment reviews’ on pages 22 to 33

Dependence on government
and other funding

In most markets throughout the world, expenditure on medical
devices 1s uthmately controlled to a large extent by governments
Funds may be made available or withdrawn from healthcare
budgets depending on government policy The Group s therefore
largely dependent on future governments providing increased
funds commensurate with the increased demand ansing from
demographic trends

Prcing of the Group's products is largely governed in most
Established markets by governmental reimbursement authorties
Intiatives sponsored by government agencies, legislative bodies
and the private sector to imit the growth of healihcare costs,
including pnice regulation, excise taxes and competiive pricing, are
ongoing 1n markets where the Group has operations This control
may be exercised by determining prices for an indwdual product
or for an entire procedure The Group 15 exposed to changes in
rembursement policy, tax pohcy and pncing which may have an
adverse impact on sales and operating profit In particular, changes
lo the healthcare legislation 1 the US are due to impose significant
taxes on medical device manufacturers from 2013 There may be an
increased nisk of adverse changes to government funding policies
ansing from the detenoration In macro-economic condiions In some
of the Group's markets

Regulatory standards and complance inthe
healthcare industry

The international medical device industry 1s highly regulated
Regulatory requirements are a major faclor in determiring whether
substances and matenials can be developed into marketable
products and the amount of ime and expense that sheuld be
allotted to such development

The trend 1s towards more stringent regulation and higher standards
of techmical appraisal Such controls have become increasingly
demanding to comply with and management behieves that this trend
will continue

National regulatory authonties admimster and enforce a complex
senes of laws and regulations that govern the design, development,
approval, manufacture, labeling, marketing and sale of healthcare
products They also review data supporting the safety and efficacy
of such products Of parhicular importance 1s the requirement 1n
many countnes that products be authonsed or registered prior

to manufacture, marketing or sale and that such authonsation or
registration be subsequently maintained The major regulatory
agencies for Smith & Nephew's products include the Food and
Drug Adminisiration ['FDAY in the US, the Medicines and Healthcare
products Regulatory Agency in the UK, the Miristry of Health, Labour
and Welfare in Japan and the State Food and Drug Admiristration in
China

Business praclices in the healthcare Industry are subject to
regulation and review by various government authonties In general,
the trend 1n many countries 1n which the Group does business 1s
towards higher expectations and increased enforcement activity by
governmental authonties

While the Group s commilted to doing business wath integnty and
welcomes the frend to higher standards 1n the healthcare industry,
the Group and other companies In the industry have been subject to
investigations and other enfarcement activity that have ncurred and
rmay continue to incur significant expense See ‘Legal proceedings’
on page 52

Manufactunng, supply & distnbution

The Group's manufaciunng production is concentrated at 12 main
facilines In Memphis, Mansheld and Oklahoma Gity 1n the US, Hull,
Warwick and Gilberdyke in the UK, Aarau in Switzerland, Tutthngen
1n Germany, Fort Saskatchewan and Calgary in Canada and Suzhou
and Beipng in China

The Group operates a number of central distrbution faclities in the
key geographical areas inwhich 1t operales Products are shipped fo
Group companis which hold small amounts of inventory locally for
immediate or urgent customer reguirements

The Advanced Surgical Devices diviston operates a disinbution
facility in Baar, Switzerland which acts as the main holding and
consolidation point for markeis in Europe In the US, the Advanced
Surgical Deviees distribution hub 1s located 1n Memphis

Advanced Wound Management distnbution hubs are located in
Neunkirchen, Germany, Derby, UK, and Atlanta, US

The Group has a ceniral Operations function which continues to
implement Lean Manufactunng throughout the factories and the
supply chain which 15 designed to improve and sustain higher levels
of service, quality, productivity and effiaiency

Core competencies include materials technology, high precision
mach:ning i Advanced Surgical Devices, and high-volurne,
automated manufactunng in Advanced Wound Management

Each business segment purchases raw matenals, components,
fimshed products and packaging matenals from certain key
suppliers These pnncipally include metal forgings and stampings
for orthopaedic products, optical and electronic sub-components
and finished goods for Sports Medicine products, active ingredients
and fimshed goeds for Advanced Wound Management and
packaging matenals across all businesses Suppliers are selected,
and contracts negotiated, by a centrabised Group procurement team
wherever passible, with a view to ensure value for money based on
the total spending across the Group




The Group outsources manufacturing where necessary to obtain
speciahised experhise or where it is possible to gain lower cost
without undue nsk to intellectual property Suppliers of outsourced
products and services are selected based on their ability to delver
products and semces to specification, and establish and maintain
aqualty system Supplers are traned and are martored through
on-site assessments and performance audits that nclude quahty,
service and delvery Fimished goods purchased for resale include
screen displays, optical and electncal devices in the Advanced
Surgical Devices division and skincare products in the Advanced
Wound Management division

Research and development

Smith & Nephew manages a portfolio of short and long-term
praduct development projects designed to meet the future needs
of customers and continue to provide growth epporturities for
the business The Group's research and development is directed
towards each business segment Expenditure on research and
development amounted to $171m in 2012 {2011 - $167m, 2010 -
$151ml, representing approximately 4 1% of Group revenue (2011 -
36%, 2010- 3 8%l

The Group continues to invest in fulure technology opportunites
for chimcal needs entified from across the Smith & Nephew
businesses

Research and development expenditure $m

Graph removed

The medical devices industry has a rapid rate of new product
introduction In order to remain competihive, each of the Group's
business segments must continue to develop innovative products
that satisfy customer needs and preferences or provide cost or
other advantages Developing new products 1s a costly, lengthy and
uncertain process A potential product may not be brought to market
or not succeed in the market for any number of reasons, nduding
farlure to work optimally, fallure to receive regulatory approval, failure
to be cost-competitive, infingement of patents or other ntellectual
praperty nghts and changes in consumer demand The Group's
praducts and technologies are also subject to marketing attack by
compettors Furthermore, new products that are developed and
marketed by the Group's competitors may affect price levels in the
vanous markets 1n which the Group's business segments operate

if the Group's new products do not remain competrtive with those of
compehiors, the Group's revenue could decline

Research and developmentis pnmarily camed out at the Group's
principal lecations, notably in Memphis, US [Orthopaedics),
Mansfield, US (Endoscopy] and Hull, UK {Advanced Wound
Management] There are a number of other smaller research and
development units situated at other locations around the Group
In-house research1s supplemented by work performed by academic
institutions and other external research organisahons in Europe,
Amenca and Asia

Foliowing the acquisition of Healthpoint Biotherapeutics the Group
has a research and development capability 1 next-generation
bioactive therapies for the freatment of chronic wounds  The
principal pipeline product 1s HP802-247 for the traatment of venous
leg ulcers which has entered Phase 3 trials

Sechion 3 Marketplace end Business segment review 21

Intellectual property

Smith & Nephew has a policy of protecting the resulls of research
and devetoprnent carned out by the Group Patents have

been obtained in a wide range of fields, including orthopaedic
reconstruction and {rauma, sporis medicing and advanced wound
management Patent protechion for Group products 1s sought
routnely in the Group's principal markets Currently, the Group's
patent portfolio stands at approximately 4,700 patents in force and
patent apphcations pending

Srmth & Nephew also has a policy of protecting the Group's producis
by registering trademarks under local laws of markets in which such
products are sold The Group wigorously protects its trademarks
against infangement

In addihon to protecting its market position by filng and enforcing
patents and trademarks, Srmith & Nephew may oppose third-party
patents and trademark filings where appropnate in those areas that
might conflict with the Group’s business interests

in the ordinary course of its business, the Group enters Into a
number of icensing arrangements with respect toits products None
of these arrangements indmidually 1s considered matenal fo the
current operations and the financial resulls of the Group

Currency fluctuations

Smith & Nephew operates across many Junisdichons and therefore
the Group's operations are affecled by transachonal exchange

rate movements in that they are subject to exposures ansing from
revenue In a currency different from the related costs and expenses
The Group's manufactunng cost base 1s situated principally n the
US, the UK, China and Switzerland, from which finished products
are exported to the Group's selling operations worldwide Thus,

the Group 1 exposed fo fluctuations In exchange rates between
the US Dollar, Sterling and Swiss franc and the currency of the
Group's selling operations, particularty the Euro, Australian Doltar
and Japanese Yen If the US Dollar, Sterling or Swiss Franc should
strengthen against the Euro, Australian Dollar and the Japanese Yen,
the Group’s trading margin could be adversely affected

The Group manages the impact of exchange rate movements on
intra-group sales and cost of goods sold by a policy of transacting
forward foreign currency commitments when firm purchase orders
are placed In addihon, the Group's pohcy 1s for forecast transactions
to be covered between 50% and 90% for up to one year

The Group uses the US Dollar as iis reporting currency and the US
Dollar 15 the funchional currency of Smith & Nephew ple The Group's
revenues, profits and earmings are also affecled by exchange rate
maovemenis on the translation of resulls of operations in Joreign
subsidianes for financial reporting purposes See ‘Financial positton,
liquidity and capital resources’ on page 50
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Business segment review

Advanced Surgical Devices

Smith & Nephew has leadership
positions in Orthopaedic Reconstruction,
Sports Medicine and Trauma.

Revenue? Trading profit'?
Graph removed Graph removed
Operating profit? Trading profit margin’
Graph removed Graph removed
Revenue by franchise $m Product franchise growth? %
A Knee Implants 874
B Hip Implants 656
C Sporis Medicine Joint Repair 521 Graph removed Graph removed
D Arthroscopic Enabling
Techrologies 409
E Trauma 462
F Other ASD 176

1 Explanations of these nen-GAAP financial measures are provided on pages 44 to 46
2 Underlying growth percentage afler adjusting for the effect of curency translation and disposals




Overview

in 2012, the Advanced Surgical Devices global dmiston
[ASD) developed, manufactured and sold products in the
following franchise areas

—Knee Implants

—Hip Implants

— Sports Mediane Joint Repair

~ Arthrosoopic Enabling Technologies

~Trauma

Products are manufactured ai sites around the world The
main faciities are located In Memphis, TN, Mansfeld,

MA and Oklahoma City, OK in the US Products are also
manufactured 1n Aarau, Switzerland, Tuttlingen, Germany,
Learmington Spa {Warwick], UK, Beying, China and Calgary,
Canada, as well as by third-party manufacturers Major
service centres are located in the US, UK, Germany, Japan
and Australia

Strategy

ASDwas created 1n 2011 with the merger of the orthopaedic
and endoscopy business units The momentum gained
from this merger continued 1n 2012 The dvision continues
to take a disciplined and objective approach to resource
allocation amongits core (Hip Implant, Knee Implant and
Arthroscopic Enabling Technologies} and growth (Sports
Medicine Joint Reparr, Trauma and Other, Including
Gynaecologyl franchises In the core franchise areas,

ASD will continue to posttion itself through nnovation

and process wnprovement to grow with the market and
deliver eamings In the growth franchises, the division

15 Investing increasing amounts 1n innovation, rapid
tterations and market development to take both share
and leadership posttions

The Emerging and Internahonal markels have become an
increasingly important opportunity for Advanced Surgical
Device products Significant progress was made in these
markets in 2012 with investment in division management,
local management, sales teams and products

In April, ASD, along with the Advanced Wound
Management dwvision, announced the start of a major
inthative to align and optimise the infrastructure and
operational activities across Smith & Nephew in Europe
Known as the European Process Optimisation, this muth-
year commitment will deliver a standard and smplified
set of processes underpinned by a common enterprise
resource planning platform and business intellgence
system

ASD also began phasing out slow and non-moving
product components n 2012 The dwision has plans to
address the number of product components further by
reducing the number of platforms

ASD provides medhcal education through a vanety of
tramning and education services tailored to indwdual
surgeon needs The Group also focuses on knowledge
shanng, utilsing the world's top specialists and key
opinion leaders The ASD business supports its medical
education sirategy with investment in surgeon education
programmes, global fellowship support intiatives,
partnerships with professional associations and surgeon
adwisory boards

Section 3 Marketplace and Business segment review 23

In January 2012, the Group announced iis intention to
sellits Biologics and Chrical Therapies business (CT) to
Bioventus LLC ['Bioventus’) The creation of Bioventus gave
CT the resources to address longer term development
projects Smith & Nephew has a 49% shareholding

in the new venture, mantaiming access to the area of
orthabiclogics, whilst realising value for reinvestment in
nearer termopperiunities  This transaction was completed
on 4 May 2012 for a total consideration of $367m and
resulted in a profit before taxation of $251m CT's revenue
inthe four month pencd o disposal was $69m and profit
before taxation was $12m CT was reported within the
Other franchise

AC(]UISITIOI’]S
In 2012, the Group acauired LifeModeler, Inc {LMI)

LMI1s the leading provider of biomechanical human body
simulation tools and services and the developer of the
groundbreaking software used in creating the JOURNEY
8CS knee system With this new software, orthopaedic
Innovations can be tested and vahdated faster and more
cost effectively prior to the production of a physical
protatype, polentially shortening the time it takes to
develop new products and take to market

Market and competition

In 2012, weaker econormc conditions worldwide continued
to create several challenges for the overall surgical devices
market, including continued deferrals of joint replacement
procedures and heightened pneing pressures

These factors contnbuted to the lower overall growth of
the worldwide surgical devices market versus historic
comparables However, over the medium term, several
catalysts are expecied lo contnue to drive sustainable
growth in surgical device procedures, including the
growing and ageing population with active lifestyles,
rsing rates of co-morbidities such as obesity and
diabetes, patient desire for mimimally invasive procedures,
technology improvements allowing surgeons fo treat
younger, more active patients, and the increasing strength
of the demand for healthcare 1In Emerging markets

Global orthopaedic reconstruction segment

Smith & Nephew estimates that the global orthopaedic
reconstruction segment1s worth approximately

$13 6bn and the segment served by Smith & Nephew
grew by approamatety 3% n 2012 Competitorsinthe
orthopaedics reconsiruction segment include Zimmer,
Stryker, Johnson & Johnson and Biomet

Global orthopaedic trauma segment

Smith & Nephew estimates that the global orthopaedic
trauma segment 1s worth approxtmately $4 5bn

and the segment served by Smith & Nephew grew

by approxmately 3% in 2012 Competitors in the
orthopaedics frauma segment include Zimmer, Stryker
and Johnson & Johnson
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Business segment review continued

Global Sports Medicine segment

Smith & Nephew estimates that the global sports
medicine segment frepresenting access, resection

and repair products) 1s worth approximately $4 1bn

and the segment served by Smith & Nephew grew by
approximately 7% 1n 2012 Compehlors in the sporis
medicine segment include Arthrex, Johnson & Johnson
and Stryker

Giving surgeons access
1o Innovative design
LEGION HK Hinge Knee

The LEGION HK Hinge Knee

gIves surgeons access loan
Innovative design that transforms
a complex salvage procedure into
an anatomically-based joint rescue
procedure

Finanaial performance
Revenue

n2

Revenue $m

A Knee Implants 874
B Hip Implanis 666

C Sports Medicine Joint Repair 521
D Arthroscopic Enabling

Graph removed

Technologies 409
E Trauma 462
F Other ASD 175

ASD revenue decreased by -4% 10 $3,108m from $3,251m
in 201 Of this decrease, undertying growth of 2% 15 offset
by -2% due to unfavourable currency mevements and
-4% due to the effect of disposal of the Chinical Therapies
business

The underlying increase 1n ASD revenue reconciles to
reported growth, the most directly comparable financial
measure calculated In accordance with IFRS, as follows

201

ASD revenue increased by 7% to $3,25um from $3,050m
in 2010 Of this increase, 3% was attnbutable o
underlying growth and 4% was due to favourable currency
movements

In the Established markets, revenue was $2.910m This
represented an underlying increase of 2% from 2010

In the US, revenue was $1,567m, which represenis an
underlying growth of 2% from 2010 in the Established
markets outside of the US, revenue was $1,343m which
represented an underlying increase of 1% from 2010

In the Emerging and Intemational markets revenue was
$341m which represents an underlying iIncrease cf 21%
from 2010

Trading profit
2012

Trading profit increased by $14m (2%] to $728m from
$714m in 201 Trading profit margin increased from
219% 1o 23 4% These increases reflect the early benefits
of mplementing the Strategic Prionties, in particular,
restructunng the Group o provide the nght commercial
models and cost structure

on

Trading proft decreased by $22m (8%} to $714m from
$736m 1n 2010 Trading profit margin decreased from
241% to 219% This decrease was due to continuing
pricing pressura, adverse mix and some delay in the
execufion of our efficiency programme

Operating profit

2012

2012 20

% %

Reported growth ()] 8
Constant currency exchange effect 2 4)
Disposals effect [} -
Underlying growih 2 4

In the Establbshed markets, revenue decreased by $163m
o0 $2.747m {-6%]

In the US, revenue decreased by $118m to $1.449m (-8%)
This movement 1s atinbutable to undertying growth of 1%
and -9% due to the effect of the disposal of the Clinicat
Therapies business In the Established markets outside
of the US revenue decreased by $45m to $1,298m (-3%)
Undertying growth was 1% with -4% due 1o unfavourable
currency movements

In Emerging and Intemational markels, revenue increased
by $20m to $361m (6% Underlying growth was 10% with
-4% due to unfavourable currency

Operating profit increased by $2m from $630m in 201
10 $632mn 2012 This comprises the increase In trading
profit of $14m discussed above and the recognition of
alegal daim of $23m n 2011, offset by an increase of
$10m in the amarhisation of acquisiion intangibles and
a $25m increase in restuciunng and rationalisation
cosls Operating profit, the most directly comparable
financial measure calcutated 1n accordance wilh IFRS,
reconciles to frading profit as follows

2012 2m

$m $m

Operating profit 632 630
Restructuring and rahionalisation costs 57 32
Amortisation of acquisition intangibles 39 29
Legal sefllement - 23
Trading profit 728 714
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ASD Revenue? Trading profit'2
$31bn  +2% $728m +8%
201 $3 3bn 201 S71Am

Advanced Surgical Devices trading profit and operating
profit as a percentage of Group trading profitand
operahing profit was as follows

2012 20m 2010

% % %
Trading profit 75 74 76
Operating profit 75 73 76

20Mm

Operahing profit decreased by $70m to $630m from
$700min 2010 This compnsed of a decrease In trading
profit of $22m discussed above, an increase of $3m in the
amortisation of acquisticn intangibles, a $22m increase
In restructunng and rahonaksation costs and $23min
respect of the legal provision

Regulatory approvals

In 2012, the Advanced Surgical Devices division oblained
regulatory clearances/approvals for several key products
and instrumentations

In the US, 510(k) clearance was obtained for Hip, Knee and
Trauma franchise products including PGLARCUP with Ti/
HA Coating, REDAPT Revision Femoral System, JOURNEY

Il CR Knee System and JOURNEY Il Deep Dished Articular
inserts In additon, 510k clearance was obtained

for Twanfix Ultra PK, Tl, HA gluteal tendon indications,
Foolprint Ultra PK gluteal tendon indications, BIORAPTOR,
QSTEORAPTOR labral reconstruchon indications, and
allograft transplant indications

Several products were approved in Japan including
ANTHOLOGY Hip Stems, LEGION VERILAST CR, PS and
Rewision Knee Systems, BIOLOX Delta Ceramic Femoral
Heads, GENESIS Il Constrained Articular Inserts and
TRIGEN Low Prohle Bone Screws

In Europe, the dwvision renewed approval for JOURNEY
BCS Knee System and obtained approval for JOURNEY
Il BCS Knee System In Canada, POLARCUP XLPE
Acetabutar Liners were approved

Franchises
Underlying revenue growth for key product hnes are

2012 20M

% %

Reconstruction
—Knee implants 3 5
- Hipmplants (3) )]
Sports Medicine 8 1
Arthroscopic Enabling Technologres 2) -
Trauma 3 3

Orthopaedic and sports medicine procedures tend to be
higher 1n the winter months (quarter one and quarter four)
when acaidents and sports related injunes are highest
Conversely, elective procedures tend to slow down in

the summer months due to hohdays

Orthopaedic reconstruction

The dwision offers a range of specialist products for
orthopaedic reconstruction through its Hip implant and
Knee implant franchases

Both the knee and hip mplant markets continue to
experience economic pressure Knee mplant franchise
revenue Increased by 1% to $874mn 2012 which
represented an underiying revenue growth of 3% and
unfavourable foreign currency translation of -2% This
compared to a markel growth rate of 3% Growth slowed
1n the second half of 2012 as a result of a weakeming of
the overall knee market In Europe and the division’s knee
product cycle Between 2009 and 2011, when the dvision
matenally outperformed the knee market, it benefited
from the launch of VERILAST Technology and VISIONAIRE
Patient Matched Instrumentation This benefit has now
been annuahsed

In the global Hip implant franchise revenue decreased

by $39m to $666m [-6%] n 2012, representing a -3%
underlying revenue decline in the face of the continuing
metal-on-metal headwinds and -2% due to unfavourable
foreign currency translation The Hip implant franchise, led
by the ANTHOLOGY Hipwith VERILAST Technology, has
also continued to perform well in its focus product areas

Sales of our BIRMINGHAM Hip Resurfacing system
continued to dechine dunng the year The BIRMINGHAM
HIP Resurfacing System1s a cimcally proven system for
hip resurfacing which preserves bone and 1s particularly
suited for younger, more active male patients

ASD launched several new products across its
Orthopaedic Reconstruction portfolio in 2012

1 Explanahons of these non-GAAP financial measures are provided on pages 44 fo 46
2 Undertying growth percentage after adjusting for the effect of currency translation and disposals
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Business segment review continued

In the Hip implant franchise, the REDAPT Revision
Femoral Hip System was launched, offenng surgeons one
reproducible system for any type of hip revision Also, the
POLARCUP Dual Mobility Hip System, widely available

1n Europe, was introduced n the US In Knee 1mplants,

the launch of the LEGION HK Hinge Knee System and

the LEGION Narrow Fernoral Components continue 1o
expand the versatility of the LEGION Total Knee System

In Japan, the LEGION Rewision knee system and VERILAST
Technology for primary knee replacements were approved
to market

Implant beanng surfaces such as the propnetary
OXINIUM Oxidized Zircormum continue to be a point of
differentiahon for Smith & Nephew OXINIUM Technology
combines the enhanced wear resistance of a ceramic
beanng with the supenor toughness of a metallic beanng
When combined with highly cross-linked polyethylene
(XLPE) it results in ASD's proprietary VERILAST Technology
In hip implants, the combination of a cerarmcised

metal head and a polyethylene lined cup have been
shown in joint registry data to have superior five-year
survivorship (97 %) compared to implants macde from
any other matenal In knees, the LEGION Pnmary Knee
with VERILAST Technology 1s the only knee implant with

a 30-year wear performance claim — more than double
the length of wear performance testing of conventional
technologies

Another driver of Knee implant growth has been
VISIONAIRE Patient Matched Instrumentation With
VISIONAIRE Instrumentation, a patient's MRI and X-rays
are used to creale custormsed cutting blocks that allow the
surgeon to achieve optimal mechanical axis alignment of
the new implant In addihon, VISIGNAIRE also helps save
time by reducing the number of steps and instruments
neaded 1n the operating room

The LEGION/GENESIS Il Total Knee Systernis a
comprehensive system designed to allow surgeons to
address a wide range of knee procedures from pnmary

o revision The JOURNEY Active Knee Solutions 1s a family
of advanced, custormised products designed io treat

early to rid-siage osteoarthritis patients, and provide
more normal feeling and motion through bone ligament
preservation and anatormic rephcation In 2012, the second
iteration of the JOURNEY Knee System, the JOURNEY ||
BCS, commenced a lmited commercial release

For Hipimplants, core systems include the ANTHOLOGY
Hip System, SYNERGY Hip System, the SMF Short Modular
Fermnoral Hip System, the R3 Acetabular System, the
POLARCUP Dual Mobility Hip System and the SL-PLUS Hip
Family System

Gving advantages to both
the patient and the surgeon
REDAPT Revision Hip System

The REDAPT Reviston Hp System
gives advantages to both the patient
— through more anatomic function -
and the surgeon who benefits from
a versatile product anda shorter
learmng curve

Trauma

The dwision’s Trauma franchise offers both internal and
external devices, as well as other products such as
orthobiological matenals used 1n the stabilisation of severe
fractures and deformity correction procedures

In the US the dvision 1s 1mplementing a refined
commercial model that increases the focus and resources
needed to address the opportuniies in the high-growth
frauma and extrermhes markets

Global Trauma revenue increased by $5m to $462m (1%),
representing undertying revenue growth of 3% and -2%
unfavourable foreign currency franslation

In 2012, both the VLP FOOT Percutaneous Calcaneus
Plating Systern and the PERI-LOC Ankle Fuston Plating
System were launched as part of the Group's ALL 28
Foot and Ankle Portfobo Both systems are avallable

to surgeons in North Amenca, Eurcpe and Australia
and offer solutions for increasingly popular surgical
approaches The VLP FOOT Percutaneous Calcaneus
System 1s designed for the percutaneous approach and
1s the only plating system to offer vanable-angle locking
technology The PERI-LOC Ankle Fusion Plating System
1s the only system to offer surgeons options for the
postenor approach which minimises soft tissue miation
and preserves the fibula

For trauma, the prinaipal nternal fixation products are

the TRIGEN family of IM nafls [TRIGEN META-NAIL System,
TRIGEN Humeral Nail Sysiem, TRIGEN SURESHOT, and
TRIGEN INTERTAN) For extrerities and imb restoration,
the franchise offers the TAYLOR SPATIAL FRAME Circular
Fixation System as well as a range of plates, screws,
arthroscopes, instrumentation, resection, and suture
anchor products for foot & ankle surgeons and hand &
wrist surgeons




Sports Medicne Joint Repar

The dvision’s Sports Medicine Joint Reparr franchise
offers surgeons a broad array of insiruments, technologies
and implanis necessary to perform minimally invasive
surgery of the joints, including knee, hip and shoulder
repair

Global revenue from Sports Medicine Joint Repair
increased by $30m to $521m (6%), of which 8% was
underlying growth and -2% unfavourable foreign currency
translation

The franchise benefited from the launch of several class-
leading products dunng the year These included The
HEALICCIL PK Suture Anchor for both shoulder and hip
repair, ENDOBUTTON CL Ultra 10mm Fixation Device,
CLANCY Flexible Drill System and ACUFEX PINPOINT
Anatomic ACL Guide System The Group also obtained
US FDA clearance for expanding the indications of the
HEALICOIL PK Suture Anchor and the OSTEORAPTOR
Suture Anchor for use in hip arthroscopy

The HEALICOIL PK Suture Anchor features a revoluhonary
open-architecture design that uses less materal than
traditional, solid-core anchors while still providing
significantly more thread engagement and grealer pullout
strength than its competitors The ENDOBUTTON CL
Ultra 10mm Fixation Dewvice 1s the franchise’s shortest
continuous loop I11s designed for the growing number
of surgeons who want to maximise the interface between
the graft and the femoral tunnel, a feature espeaially
imporiant when using the anatomic technique to reparr
the ACL

Joming other offenings such as the ACUFEX PINPOINT
Anatomic ACL Guide System, CLANCY Anatomic
Cruciate Guide, and BIOSURE interference Screws, the
ENDCBUTTON CL Ultra 10mm Fixation Device Is part of a
complete portfolic of options for surgeons performing a
wide vanety of anatomic ACL reconstructions

A major advance for
NON-INvasive Surgeons
HEALICOIL PK Suture Anchor

The HEALICOIL PK Suture Anchor

1s a major advance for non-invasve
surgeons as its unique open
architeciure prowides significantly
more thread engagement and greater
pullout strength

Section 3 Marketptace and Business segment review 7

Arthroscopic Enabling Technologies (AET)

The dmsion’s Arthroscopic Enabling Technologies
franchise offers healthcare providers a vanety of
technologies such as flud management equipment for
surgical access, high definthion cameras, digital image
capture, scopes, bght sources and monitors to assist with
visualisation inside the jonts, rachofrequency (RF] probes,
electromechanical and mechanical blades, and hand
instruments for removing damaged hissue

AET revenue decreased by $16m to $409m (-4%) in 2012,
which represented an underlying revenue decline of -2%
and -2% of unfavourable foreign currency translation

Key AET products include the wade range of DYCNICS
shaver blades, ACUFEX handheld instruments, and a
wide range of radiofrequency probes Launched in 2011,
the DYONICS Platinum Series Shaver Blades are single-
use blades that provide supenor resechon due to their
unequalled sharpness and virtually elininate clogging
due to therr improved debns evacuation capabilites

in 2012, the AET business obtained regulatory clearance
n the Umted States and Europe for the DYONICS Platinum
Blades 4 5/5 5mm

Other

The division's Other franchise includes smaller
businesses such as Gynaecology, and the Chinical
Therapies business the latter of which was transferred to
Bioventus in May 2012

The revenue in this Other franchise (excluding Chinical
Therapies) increased by $2m to $69m (5%, which
represented an undertying revenue growth of 7% and -2%
of unfavourable foreign currency translation

The franchise’s key gynaecology product 1s the TRUCLEAR
System, a first-of-its-kind hystercscopic morcellator that
parrs confinuous visualisation capabiliies with rinimally
Invasive tissue removal providing safe and efficient
removal of endometnal polyps and submucousal fibroids
The Group also sells a hysteroscopic fluid management
system, which prowides utenne distension and clear
visualisation dunng hysteroscopic procedures

in 2012, the franchise introduced two additions to
the TRUCLEAR System, the smaller-sized TRUCLEAR
50 Systern and the TRUCLEAR ULTRA Reciprocating
Moarcellator 40
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Business segment review continued

Advanced Wound Management

Smith & Nephew has leadership
positions in Exudate and Infection
management, Negative Pressure
Wound Therapy and Bioactives

Revenue? Trading profit'?

Graph removed Graph removed
Operating profit? Trading profit margin’

Graph removed Graph removed
Revenue by franchise $m Product franchise growth? %
A Infection management 127 Infection managemeru -2
B Exudate management 269
C Other AWM 633 Graph removed Exudate managemerk +1

Other AWM +7

1 Explanahons of these non-GAAP fnancial measures are provided on pages 44 10 46
2 Undertying growth percentage after adjusting for the effect of currency transtation




Qverview

Smith & Nephew's Advanced Wound Management
division (AWM) offers a range of products from nihal
wound bed preparatien through to full wound closure
These products are targeted at chronic wounds
associated with the older population, such as pressure
sores and venous leg ulcers There are also products
for the treaiment of wounds such as burns and invasive
surgery that impact the wider population

The matn preducts within the AWM business are for
Exudate management [predormnantly the ALLEVYN brand
and the recently added DURAFIBER preducts}, Infection
management Including the ACTICOAT brand) and
Negative Pressure Wound Therapy INPWT)

At the end of 2012, Smith & Nephew announced the
completion of the acquisttion of substantially all the
assets of Healthpoint Biotherapeuhics ('Healthpoint} The
acquisiion gives Smith & Nephew a leading position In
bioactives, the fastest growing area of advanced wound
management The purchase price of $782mn cash has
been financed from Smith & Nephew's existing cash
resources and bank facilies

The AWM business has its global headguarters in Hull,

UK and is North American headquarters In St Pelersburg,

Flonda The products are manufactured at faciiies in Hull
and Gilberdyke, UK Suzhou in China, Fort Saskatchewan
in Canada and also by third-party manufacturers around
the world

Strategy

AWM’s strategy 1s to be cusiomer-led and invest for
growih by focusing on high growth, high value segments,
in particular exudate and infection management, hrough
improved wound bed preparation, moist and active
healing, further penetration of the NPWT market, and
bulding its broactives platform

There has been a continued focus on operational
efficiency and excellence Since 2007, efficiency
improvermnents have been delivered through various
projects Including support function consolidation,
outsourcing of manufactunng to low cost suppliers,
distnbution rationalisation projects and the start of
manufactunng n Suzhou, China

Our strategic focus builds from an understanding of
the Increasing tensions between clinical and financial
imperatives — and looks for the optimistic ground that
resolves them Our commitment is to 1mprove wound
outcomes for patients, and at the same time conserve
resources for healthcare systems

An ahgned approach across AWM 1s designed fo ensure
that our employees are developed and work on common
objechves to deliver consistent execution of the Group's
plan
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Acquisiions
Healthpoint

In Decernber 2012, Smith & Nephew completed the
acquisition of substanhally all the assets of Healthpoint
for $782mn cash Healthpoint is a leader in bioactive
debridement, dermal reparr and regeneration wound
care freatments s headquarters are in Fort Worth, Texas
and 11 has approxamately 460 employees, including an
established sales force of 215

This acquisttion had compeling strategic and financial
rationale for Smith & Nephew

It gives the Group a strong positton i bioactives, the
fastest growing area of advanced wound management
Bioactives offer novel freatments for a range of hard-
to-heal wounds, including the large and increasing
prevalence of diabetic foot ulcers

it brought a complementary range of bioactive
debndement, dermal reparr and regeneration products
Its pnncipal marketed product i1s Collagenase SANTYL
Ointment (SANTYL), an enzymatic debnder for dermal
ulcers and bums Healthpoint's offening also ncludes
the OASIS family of leading acellular skin substitutes
for venous leg ulcers and diabetic feot ulcers and
REGRANEX, a growth factor for treating diabehc fool
ulcers These products generated revenues of around
$190m 1n 2012 {not included sn Smith & Nephew revenues
for 2012) Its revenues are growing at a double digit
percentage rate, dnven by SANTYL aintment

It added an established R&D capability in next-generation
bioactive therapies for the treaiment of chronic wounds
The principal pipeline product 1s HP802-247 for the
treatment of venous leg ulcers, using cell-based therapy
containing keratinocytes and fibroblasts In August 2011,
Healthpoint reported positive data from a Phase 2b climcal
tnal for HP802-247 in the treatment of venous leg ulcers,
demonstrating that the compound met both its primary
and secondary endpoinis The compound has recently
entered Phase 3 trials for this inchcation and commercial
launch could occur as early as 2017

The Healthpaint acquisibon will double our US AWM sales
and strengthen our commercial scale and capabilities

The combination creates a wound business which1s
unique - having leadership positions across exudate and
infection management, negative pressure and bioactive
wound care

The agreement for the acquisition of Heallhpoint's assets
contamns customary representations and warranties by the
paries

MIAHIAD

TONVWYOI3d ONY AD3 VYIS

ANY 3271w

MIATH INIWDIS SSINISHY

MIATY

MINAYNLSNS

SASIA TvdDNIdd ONY
A3IATY THIONYNIA

IINYNIIAQD
AUVIOHOD

NOLYWIOANI 13IHIO
ONY SINNODDY



30 Smith & Mephew Annual Report 2012
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ADERMA

The purchase of the ADERMA Dermal Pads range in
January 2012 gave us a leading pesthon in the market to
treat pressure ulcers Up to one n 10 patients admitied to
hospitals in the UK will suffer this debilitative condition,
costing approxamately £2 1bn per year Developing skin
damage causes great discomfort to the patient and
depending on the grade of the ulcer can take many
weeks to heal whilst the majonty of pressure ulcers can
be prevented ADERMA Dermal Pads are made froma
umigue polymer gel that redistnbutes pressure, allowing
chnicians to protect bony prorminences to help prevent
skin damage

Kalypto

In 2012, the Company acqutred Kalypto Medical, secunng
innovative complementary technology to expand our
NPWT platform

Market and competition

In 2012, weaker economic conditions worldwide continued
to create several challenges for the overall advanced
wound management market including significant price
pressures and increased austerity measures in Europe

The AWM market 1s focused on the treatment of chronic
wounds of the older population and other hard-to-heal
wounds such as burns and certain surgical wounds and
1s therefore also expected fo benefit from demographic
trends Growth is driven by an ageing population and by a
steady advance in technology and products that are more
chimcally efhcient and cost effective than their conventional
counterparts The market for advanced wound treatments
1s relatvely unpenetrated and 1t 1s estimaled that the
potential market 1s sigrificantly larger than the current
markel Management believes that the market wall
continue the trend towards advanced wound products
with 1ts abilty to accelerate healing rates, reduce hespital
stay hmes and cut the cost of cimician and nursing time as
well as aftercare in the home

Srmith & Nephew estimates that the global wound
management segment 1s worth approxamately $6 Obn and
the segment served by Smith & Nephew grew by 1% n
2012 Global competitors vary across the vanous product
areas and include Kinetic Concepts, Malntycke, Corwatec
and Colaplast

Aleading position
1n the market
ADERMA Dermal Pads

The purchase of the ADERMA Dermal
Pads range gave us a leading position
1n the market to treat pressure ulcers,

which cost the NHS approxamately

£21bn per year

Financial performance
Revenue
2012

AWM continues to outperform the market, with revenue
growang al 4% 1n 2012 on an underlying basis lexcluding
a-3% unfavourable currency impact} to $1,029m
Management estimates that the overall market grew at 1%

Underlying growth in Advanced Wound Management
revenue reconales to reported growth, the most directly
comparable financial measure calculated in accardance
with IFRS, as follows

2012 20m

% %

Reporied growth 1 12
Constant currency exchange effect 3 {5}
Undertying growth 4 7

In the Established markets, revenue increased from
$906m to $907m in 2012 This represents an underlying
growth of 3% which was offset by unfavourable currency
movemenis of -3%

In the: US, revenue increased by 7% from $189m to $202m
In the Established markets outside of the US, revenues
decreased -2% from $717m n 2011 to $705m 1In 2012 This
represents an underlying growth of 2% after adjusting for
-4% of unfavourable currency movements

Revenue 1n the Emerging and Intemational markets
increased from $113m 1n 201 to $122m in 2012 (8%)

The underlying movement was 11% offset by -3% of
unfavourable currency movements Exudate management
grew af 1% and Infection management was down -2%,
impacted by a distnbutor consohdation project in Canada

20m

Revenue increased by $107m, or 12%, 1o $1,019m from
$912m 1in 2010, compnsing 5% favourable currency
translation and 7% undertying growth Exudate
management grew in underlying terms by 2% and
infection management by 4%, as fargeted marketing
investments in Europe delivered good returns The Groups
NPWT portfolio has had another good year with excellent
feedback since the launch of PICO dunng 2011 This was
launched in the US during January 2012

In the US, revenue ncreased by $11m to $189m (6%), all of
which 1s attnbutable to underlying revenue growth

Qutside the US, revenueincreased by $96m to $830m
(13%} This 1s represented by an underlying growth of
7% and 6% of favourable foreign currency translation
European revenue increased by $39m fo $493m (9%}
of which 4% was undertying growth coupled with 5% of
favourable currency translation
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Advanced Wound Management trading profit and

AWM Revenue? Trading profi'2

$1.0bn  +4% $23’m 1%
2011 $10bn 2011 $247m

Trading profit

2012

Trading profit reduced by $10m to $237m from $247m
and trading profit margin decreased from 24 3% to 231%
The decrease in the year 1s pnmarily atinbutable to the
addiional costs ansing from investment in new products
throughout the year

20m

Trading profit increased by $14m {6%) 1o $247m from
$233m in 2010 and trading profit margin decreased from
23 6% 1024 3% The comparative was assisted by a $25m
settlement in respect of BlueSky Ignonng the impact of
this In the comparatives, the equivalent margin for 2010
was 22 8% The increase in margin in 2011 was dnven by
the increase In underlying revenues

Operating profit

2012

Operating proht decreased by $18m to $214min 2012 This
compnises a decrease In trading profit of $10m discussed
above and anincrease of $11m N connection with the
acquisihion related costs on the purchase of Healthpont
These costs were parhally offset by a reduction of $3m in
the amorhisation of acquisition intangibles

Cperatng profit, the most directly comparable financial
measure calculated n accordance with IFRS, reconailes to
trading profit as follows

2012 2om

$m $m

Operating profit 214 232
Acquisition related costs 1

Restructunng and rationalisation costs 8 8

Amorhisation of acquisition intangibles 4 7

Trading profit 237 247

operating profit as a percentage of Group frading profit
and operating profit was as follows

2012 2m 2010

% % %

Trading profit 25 26 24
Operating proht 25 27 24

20m

Operating profit Increased by $12m to $232m This
comprises anincrease In trading profit of $14m and

a reduction of $1m 1n the amorhisation of acquisition
intangibles These were offset by an increase of $3min
restructunng and ratonalisation costs

Regulatory approvals

In 2012 regulatory clearance for sale was obtained for
ALLEVYN Life in the EU, US, Canada and Australia ang for
the introduction of a range of German specific ALLEVYN
variants

DURAFIBER Ag was approved as a Class lll medical device
inthe EU

VERSAJET and the RENASYS product range were both
approved In Japan enabling Smith & Nephew to extend
i1s operations nto this important space The RENASYS Go
pump also receved regulatory approvalin China In 2012
sterile pump versions of the PICO product launched in
201 obtained regulatory approval in the US, EU, Canada &
Auslraha

PICO and VERSAJET Il were both certified as complant
with the 3rd Echiton of IEC 60601 an impartant new
standard for the safety of electro-medical devices which is
now required to comply with regulations in the EU

Addihonal AWM products approved in the Emerging
markets 1n 2012 inctude OPSITE Flexafix and LEUKOSTRIP
1n China and eight new products 1n India {ALLEVYN and
ALLEVYN Ag vanants, DURAFIBER and ACTICOAT Flex)

1 Explanations of these non-GAAP financial measures are provided on pages 44 1o 46
2 Underiying growth percentage after adjusting for the effect of curency ranslation and disposals
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Business segment review continued

Franchises
Underlying revenue growth for key product lines are
2012 2om
% %
Exudate management 1 2
Infection management 2) 4
Other AWM 7 10

Due to the nature of its product range there 1s little
seasonal Impact on the Advanced Wound Management
business

Advanced Wound Care

Exudate management

Enhanced wound healing
and improved patent comfort
RENASYS Negative Pressure

RENASYS Negative Pressure Wound
Therapy system, whichoffers
enhanced wound healng and
improved patient comfort, launched
in Japan in August

Exudate management revenues decreased by -2% from
$275m 1n 2011 fo $269m 0 2012 This represents an
undertying growth of 1% offset by -3% n unfavourable
currency exchange

Exudale management products focus on efficient flud
management and creating the optimal moist wound
ervironment that helps promote faster healing of the
wound and reduces the nsk of macerahon The pnnapal
technologies in this franchise are foam [ALLEVYN farmly)
and gelling fibre dressings (DURAFIBER)

The ALLEVYN Gentle Border success slory has continued
with above market growth in 2012, becoming the

largest vanant of the ALLEVYN farmily this year This

was possible through focus on market share gains and
further expansion of the range through new product
development In particular, the hite and shaped versions
have further enhanced our ability to offer customers
unigue products that meet ther cinical and economic
needs DURAFIBER commerciabsation has also gained
momentum in 2012

ALLEVYN Ufe was launched in 2012 Thiss the latest
generahon of ALLEVYN products offenng umique benefits
and a significan! advancement in managing wounds that
diminish the quality of ife of hundreds of thousands of
patients every year The product was born out of extensive
international ethnographic research to understand how
product design and performance can improve patient
wellbeing, leading to iImprovements in concordance,
chrmcal outcomes and, as a result, Improved economic
outcomes Both chmician and patient feedback have been
overwhelmingly posilive

Infection management

Infection management revenues have falten from $133m
0 2011 to $127m 1n 2012 [-5%} This also represents an
underlying dechine of -2% along with -3% of unfavourable
currency exchange

AWM has two significant technologies in its infection
management portfolio, silver {ACTICOAT and ALLEVYN
Ag) and 1odine IODOSORB] Market conditions for silver
contaimng products have continued to be difficult in
Europe but our focus on appropniate use, evidence based
outcomes and cost effecliveness have demonstrated
the differentiation within our products and stabilised our
business in 2012 The 1odine-hased IODOSORB product
has benefited from new evdence, dlaims and geography
expansion, adding growth to our infection management
portfolio

ACTICOAT Flex continues to perform well following 1ts
introduction in 2009 by oftering the customer benefits of
ease of use, class leading efficacy and patient comfort
The ACTICOAT brand was further expanded in 2012

with ACTICOAT Surgica, delivering the antimicrobial
performance of ACTICOAT in a specialist format designed
for inciston management - for use as part of strategies to
reduce surgical sie infections — a significant and costly
post-surgical complication

Other

Advanced Wound Management also offers a wide range
of other wound care products, which means we offer
one of the most comprehensive ranges of wound care
solutions In the industry These other products include
our film and post-operative dressing offerings, skincare
products and gels

V3000, AWM's specialistV dressing, utiises REACTIC
film technology and a umque patterned adhesive to
create a highly breathable product which by keeping the
IV site dry helps to reduce the nsk of bactenal growth
and infection V3000 has continued 1o grow, especially
through expansion into our Emerging markets and a
continued focus on product traning and education in
2012

OPSITE Post Op visible 1s an inaision management
dressing innovation that combines the atinbutes of the
1deal dressing with the abihity to see the Inciston without
having to remove the dressing This unique product has
gone from strength to strength since s Introduction,
bringing it to new customers and countnes, significantly
contnbuting to the Advanced Wound Care brands growth
n 2012




Advanced Wound Devices

Negative Pressure Wound Therapy (NPWT) delivers
vacuum-assisted pressure to help promote healing

It consists of awound dressing, a drainage tube, and

a transparent film that 1s connected to a suchon device
Smith & Nephew offers the RENASYS EZ and RENASYS
GC pump systems together with a range of foam and
gauze dressing kits The NPWT range was enhanced
with the introduction of PICO, the first of its kind — & fully
disposable NPWT system

The NPWT strategy 15 to be customer-led and nvest for
growth by offenng the flexibibty and simphicty within the
product range to help address both the clinical and cost
considerations of the customer Within the traditional
NPWT sepment the Group 1s focusing on gaming share
through offering a flexible RENASYS portlolio range of
NPWT product offenngs including foam, gauze, speciality
kits, and portable and institutional pump systems Within
the dispasable NPWT segment, the Group offers the
simplified PICO portfolio range and 1s investing in creating
this new market segment

Smith & Nephew's NPWT business continued strong
growth 1n 2012, reflecting share gans continuing

across North Amenca and Europe, and new product
nfroductions in Japan and Emerging markets In

addition, the recently launched PICO system (chsposable
NPWT) accelerated sales growth as the product ganed
awareness and adoption across a range of therapeutic
areas (incision sites, chronic indications) and care seftings
{OR, discharge environment and community care)

The global NPWT market growth for 2012 showed modest
dechne compared to 2011 The increase in patient therapy
and volumes was offset by price declines in most markets

Within North Amenca, market pnce declines are a
reflection of business model changes to a single purchase
fransaction and away from the rental revenue model

In addron, unit price pressure continues I varous care
sethngs n response to pay or pressure and changing
healthcare delivery dynamics Therapy days increased
slightly as a result of new technology offenngs to provide
greater therapy availabibity in transihion care and discharge
environment — offset by general trends in reduced hospital
stay For Europe, pnce pressure s a reflection of increased
competition 1n key markets and the general economic
environment across most markets NPWT therapy was
ntroduced 1n Japan 1n 2010 and the market continues to
reflect strong growth as the therapy adoption increases
across the market
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The Group continues to invest in medical education
across the therapy category Investment n chivical tnals,
consensus papers and general customer education
and traning remains a component to the overall value
the Group brings to the advanced wound device
market space

Duning 2012, Smith & Nephew entered into a global
settlernent agreement with Wake Forest University that
resolved all exising NPWT patent iigation between the
two parties

VERSAJET thydro-surgery debndement] system

sales were shghtly down for 2012 over 2011 Revenue
performance is a reflecton of business model changes
transitioning customers from a loaner fo purchase
equipment which positons the product ne for bettar
future growth The fransiion phasing is etfected by capital
budget cycles, but allows for improved therapy adopton
within facilihes and thus providing a better platiorm for
future growth In addition, the economic condittons within
health systems to pay for higher pnce capial equipment
l:mits the ability to effect the change in business models

New In 2012, was the introducton of RENASYS and
VERSAJET systems o the Japan market Japan 1s one
of the world's largest healthcare markets, where the
NPWT and hydrosurgery segments are relatively new
and growing The early presence of the Group product
offenings in these grovang market segments provide a
platform from which to sustan future growth

Throughout 2012, the Group continued to invest and
infroduce a range of product improvements across the
portfolio designed to improve adoption and customer
sahsfachon The PICO range was extended to include new
incision site shapes and RENASYS system adaptions were
intreduced, to make the pumps easter to operate 1n the
hospital environment
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Sustainability review

As a business dedicated to

helping improve people’s lives, our
approach to sustainability focuses on
positively contributing to the needs
of stakeholders through improved
environmental, social and economic
performance.

Sustainability strategy 35
Heatthy economic performance 36
Heatthy social performance 37

Healfthy ervironmental performance 40
Sustainabibty progress a
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Secthon 4 Sustainability review

Sustainabilty strategy

MINIEAD ‘

Smith & Nephew continues to make progress :
- - - - - - » ala §
in achieving the objectives in our sustainability strategy, :

. . P
which seeks to meet stakeholder expectations of a :
sustainable business.

Z =
g5
25
2z
Smith & Nephew has been measuning, reporting and =i
improving on its sustainability performance since 2001 Sustainablhty vIsSion g
Dunng this time, the Group has made good progress and Smith & Nephew will continue to build a sustainable =
has been looking for ways to align sustainability more business based on a global commitment 1o healihy
closely with our overall strategic prionties environmental, social and economic performance
With this objective In mind, and under the leadership of By working with stakeholders and mspinng employees,
Chief Executive Otficer, Oliver Bohuon, Smith & Nephew the wision will create shared value for all people that p—
developed a new sustainability stralegy 1n 2011 as come nto contact with the business by i
described below The strategy aims to renfarce a healihy — Reduaing nsk and cost 2 Z
brand and strengthen corporate reputation by focusing on — Buillding a better place to work 2
three distinct priorities — Innovating differentated products and services, ?
— Healthy economic performance and increasing engagement with customers
— Healthy socal performance ~ Increasing shareholder value
— Healthy environmental performance
Objectives
Smith & Nephew developed a comprehensive set of 2015 L
targets across each of these areas These are cutlined 3z
below ZE
12
5 S
Sustainability 1s a healthy business ~ the journey to 2015
Our sustainabitity aim
Buld on our brand and corporate reputation 28
Be an industry leader incorporating sustainability Better engage with our custorners é 5
objectves to reduce costs, Innovate and differentiate Be a 'best place to work’ "
our products and solutions Increase our shareholder value
Our sustainabibty priontes
Healthy economic Healthy social Healthy environmental
performance performance performance
g3
Delivenng revenue growth and shareholder  Delivening a safe and healthy work Minimising environmental impact by 5g
value through efficiency, performance and environment with strong ethics and values, reducing use of energy, carbon, water 23
mnnovation which embraces diversity and plays a and other key resources £E
leadership role in the communities where 2
the Group operates z
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Research & Development expenditure Research & Development % of revenue

$171m 41%

200 $167m 201 39%

Healthy economic performance
Our sustainability targets

Actieving Healthy Economic Performance will also yield cost
savings and increased revenue

Deliver a higher retum to our shareholders than our peer group
over the longer term

Incorporate sustainabilty considerations nto 100% of new
product design by 2015

Incorporate sustainability considerations with 100% of our major
supply chain pariners by 2015

Smith & Nephew makes a major contnbution to the health
and well-being of Indmduals and communities across
the world Our pioneering technologies enable nurses,
surgeons and cther medical prachtioners to provide
effective treatment quickly and affordably More than this,
they help increase accessibility and save and improve the
quality of people’s lives - all while helping the business
thrive

Product design

Revenue growth through innovation

In order to grow, thrive and combat sorme of the world s
most widespread health 1ssues Smih & Nephew place
a strong emphasis on new product development and
innovation

By designing products, mstruments and techniques that
provide bath climeal and cost benehts, the Group’s work 1n
this area has a major impaci on improving the efficiency of
health services From reducing the frequency of dressing
changes and shorteming operating room time, to reducing
infection rates and length of ime spentin hospital - the
Group's efforts i this area have a significant impact on the
Iives of people across more than 90 countries

In 2012, Smith & Nephew launched an entirely new
concept in advanced wound care management with
ALLEVYN Life, which focuses on the patient’s overall
qualty of ife Patient-centnc 1n design, and considenng
the entire healthcare chain from provider to patient,
ALLEVYN Ufe allows more healthcare providers the
opportunity to help patients with hard 1o heal or hard fo
manage wounds Research has shown that improving
patient well-being 1s fundamental to reducing the
economic cost of wound care ALLEVYN Life offers
uruque benefits that help dehver this and 1s a sigmificant
advancement 1n preventing wounds that dminish the
qualty of bfe of many pahents every year

Smith & Nephew also introduced the REDAPT Femoral
Revision System which was specifically designed to bnng
the concept of personalised patient treatments to the
revision hip market The REDAPT system allows surgeons
to recreale a patient’s speafic funchonality effectively
while quickly and easily addressing 1ssues such as poor
bone quality and proximal/distal mismatch The REDAPT
nstruments maximise surgical efficiency and improve
accuracy and reproducibility of implant position

Business continuity

By crealing a more sustainable business, Smith &
Nephew s building resilience and flexibility to adapt to
change With the dermand for medical technology set
toincrease well into the fulure, we are applying more
sustainable ways of behaving to ensure long-term
business continuity

Product Development 1s driven by three specific
considerations on healthcare systems and patients

Cost, Outcomes and Access Design teams look at the
overall cost of a product and how 1t impacts healthcare
stakeholders, consider the benefits or outcome of new
products and question how to enable new patients access
to our new products and capabilities

Supply chain

Our major supply chain partners have clearly spelled out
sustainability targets, mostly around reducing carbon
footprint In addition we are working on irihatives that will
deliver further improvements by switching distnbution
freight services where possible to lower carbon emissions
such as from arr to road and deep sea conlainer service

We now require sustainabiity reports to be provided for
new suppliers and for each contract renewal and these
are weighted In our assessments There are challenges
with small local suppliers n some countries but we are

making progress
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Lost time njury rate Corporate atzenship/philarithropy spend
% $
-17% 14m
200 1% 201 $14m
Healthy social performance Wellness programmes
Our sustanabilty targets By the end of 2012 structured wellness programmes were

A safe and healthy work environment Strve for zero Inunes
and attain a posihion In top quartle of Industry for safety
performance through 2015

A healthy workforce Implement wellness programmes
n alleast 60% of our major faciihes by 2015

A dverse workforce At least 40% of our global tatent pool will
be women by 2015

An ethical work environment Employees must continue to
complete annually assigned compliance training and certify
adherence to our Code of Conduct and Business Principles

A responsible leader in the commumity Coninbute more
than 1% of adjusted pre-tax profits annually towards corporate
ctizenship/phitanthropy through 2015

Smith & Nephew touches the lives of milhons of customers,
communihes and people across 90 countries To delver
our technological innovations, we rely on the commitment
and hard work of a network of more than 10,000
employees

A safe and healthy working environment

Smith & Nephew has a longstanding commitment

to the safety and health of employees, visitors and
contractars By reinforcing the responstbility of employees
and contractors to work safely and follow our policies,
standards and procedures, we are bullding a safe and
healthy place to work

In 2012 we achieved a 9% improvement in the
Occupational Safety and Health Administration Total
Recordable Incident Rate ({TIR} and a 17% improvement
in the Lost Time Injury Frequency Rate LTIFR) In addition
the seventy of losi ime injuries, as measured by number
of days lost reduced by 10% These improvements were
achieved through determned management leadership
and engagement of our employees

Group safely rates

Graph removed

n place at exght out of 18 of our major facihes coverng 46%
of our employees Smith & Nephew defines major faciliies
as those i which more than 100 people report to work
Wellness programmes typically include bifestyle screenings
and health assessments and preventative programmes
based an nutritton and filness advice In some lacations
there are on site fitness faciliies and classes

Dwersty at Smith & Nephew

Smith & Nephew believes that diversity fuels innovation
We focus on creating an inclusive, engaging environment
where employees are valued and drive achievement of
our goals Such an environrment fosters strength in our
business because the vanety of perspectives, experiences
and work styles enhance creatvity and innovation We are
committed to employment practices based on equality

of opportunity, regardiess of colour, creed, race, national
origin, sex, age, marial status, sexual onentation or mental
or physical disability unvelated to the abilty of the person to
perform the essential functions of the job

The Board and Executive continue to recogmse the
mportance of diversity and over the last two years have
axpanded thew own dwersity profile

An ethical work environment
We eam trust

Trust is the foundation an which Srmith & Nephew is bunit
and il 1s the hallmark of its interactions with stakeholders
both inside and outside the Group A Code of Conduct
and Business Principles defines the standards of
behaviour for the Group’s employees as well as suppliers,
contractors and distnibutors authonsed to do business on
the Group's behalf

Smith & Nephew fosters trust through open
communication and a collaborative environment where
ideas are encouraged, recognised and rewarded
Communication channels include group-wide newsletters
and intranet platforms as well as a variety of forums for
open dialogue including quarterly reports from the CEQ
and quarterly employee meetings on the state of the
Group and important intiatives
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Code of Conduct and Business Principles

Smith & Nephew aims to be honest and farr in all aspects
of its operations and expects the same from those

with whom il does business Qur Code of Conduct and
Business Pnnciples governs the way we operate so that
we respect stakeho'ders and seek to build open, honest
and constructive relationships

Smith & Nephew takes account of ethical, social,
environmental, legal and financial considerations as part of
its operating methods We have a robust whistie-blowing
system in all junsdictions 1n which Smith & Nephew operates
and where we have the necessary regulatory approvals

Our Code also siates that we have a non-retabation policy
against anyone who makes a report in good faith

New employees receive iraining on our Code of Conduct
and Business Pnnaiples We also assign annual
compliance training to employees In 2012, we created
two courses ‘| earn trust’ and *Data pnvacy’ to use for our
annual training The 'l earn trust’ madule focused on the
key elements that make up trust - goodwill, abilty and
infegnty — and gave employees an opportunity to practice
earning trust in different scenanos

Global Comphance Programme

Smith & Nephew aims to have a world-class, Global
Compliance Programme that helps our business mitigate
nsk and comply with global laws In 2012, Smith &
Nephew continued fo strengthen its comprehensive
complance programre which includes global policies
and procedures, on-boarding and annual traiming for its
employees and managers around the world, momienng
and auditing processes, and reporting channels We
provide resources and tools 1o guide employees through
a global intranet web site We require approvals for any
significant interachons with healthcare professionals or
government officials New distnbutors are subject to due
diligence, required to commit to comphiance with our Code
and take tratning

In 2012, under the terms of the Company’s FCPA
settlement (see Legal Proceedings), we retained an
independent monitor to review the effectiveness of our
comphance programme and make recommendations, as
appropnate, for further enhancements to the programme
The monitor completed his imhial review n August,

and we are now 1n the process of implementing the
recommended enhancements

A responsible leader in the commuruty

For Smith & Nephew, corporate citizenship and
philanthropy play an integral role in the achievement of
the Groups strategic objectives of creating commercial
value, bullding a strong reputation and creating deeper
engagement for employees

Smuth & Nephew adopts a shared value approach to
philanthropy and aizenship which focuses on leveraging
the Group's resources to be a force for good The principal
focus 1s on support for research, prevention, treatment
and recovery of joint and bone health and wound care

In 2012, a new phlanthropy policy was agreed and will

be deployed in 2013 Detals of this will be given in the full
Sustainability Report to be published later this year

In 2012, Smith & Nephew's support for community
chantable causes, grants, sponsorships and medical
educahon was approximately $14m including $2min
product donations As a matter of policy, Smith & Nephew
makes no political contnbutions

Smith & Nephew has developed relationships through
healthcare professionals around the globe to support
medical missions and medical education In 2012 this
chanlable outreach included rission work n Vietnam
through the Prosthetics OQutreach Foundation, 1n Ecuador
and Guatemala and the US through Operation Walk and
Canvasback Missions in Majuro, Republic of the Marshall
Islands

Qur inhatives into medical education included beng the
first sole sponsor of an Orthopaedic facility when the
KwaZulu-Natal Orthopaedic Training Centre at the inkosi
Albert Luthuh Central Hospital, South Afrnca opened

its doors In June 2012 This Centre provides fraining

and education opportuntlies for surgeons from across
Afnca looking to learn mmmally-invasive arthroscopic
techmiques

Employees help raise commurty
awareness for Child Survival Programme

Our employees partiopated in many volunteer
programmes dunng 2012 including the Manly-Manado
Walk fo raise funds for Compassion’s Child Suraval
Programme 1n Manado, Indonesia Employees from our
offices in Sydney, New South Wales, Australia joined
others in the community to help raise awareness

of why water, samitation and hygiene matterina
developing commurnity




Our people and communities

Our people strategy, which outlines our approach to
leading our workforce and supports the delivery of our
business strategy, 1s built on three key pillars attract,
recruit and retain talent, develop leaders, and engage
employees through value driven strategies

Smith & Nephew's vision 15 to be the best at improving
people’s ives and this vision extends fo our employees
Our employees are dedicated to our core values of
Performance, tnnovation and Trust which represent the
foundation of our culture

Investing in our people and communities will help us
ensure the long-term sustanability of our business
In 2012, our workforce included more than 10,000
employees, based 1n 32 countries Our employment
practices are designed to help us create the nght
workplace culture in which all employees feel valued,
respected, empowered and inspired

We stnve to have the communities in which we work
prosper as our bustness grows Our community
investment strengthens our business by supporting the
local economies where we operate, helping us build
strong relationships and capiialising on the philanthropic
spint of our workforce

Attracting the best talent and developing and engaging
our employees 1s criical o achieving and sustaining

our business objectives and overall performance Our
appointments are rade on ment and In algnment with a
core set of competencies and values of which ethics and
ntegnty are central CGur pnonty lies in the development
and promotion of our employees whenever possible
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Each year, Smith & Nephew conducts a comprehensive
global development and capability review process

to identify high potential employees and ensure they
have solid development plans We continue to work on
successton plans for cntical positions across our business
and have taken proactive steps to recruit specialist and
leadership talent to augment our current team We pride
ourselves in maintaining a robust leadershp strategy to
entfy and develop our leaders and offer a wide range
of learning opportunities to our employees Current
programmes include the CEO forum designed to develop
talent and provide exposure to the broader business and
the General Managers Meeting held annually to align
these key leaders with the Group's stralegy and goals

In addhtton the Board reviews succession plans for key
executive roles

Our performance management process means
employees are set business aligned objectives and
behavioural goals that are rewarded on high performance
Reward systems are focused on promoting high
performance and helping to attract and retain the

best people

Smith & Nephew stnves to creale a more engaged and
productive workforce and focuses on four measures

to drive employee engagement These include an
understanding of the Group's misston and direction,
sense of employee invelvement, focus and adaptability to
customers and market place We continue to listen to our
employees and value their opimons In 2012, more than
90% of our workforce responded to our Global Survey
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Energy usage Water consumption

-1.5% +2.6%

Healthy ermronmental performance
Our sustainability targets

Reduce non-renewable energy use by 15% by 2015
Reduce CO, emissions by 15% by 2015

Reduce water use by 15% by 2015

Reduce packaging matenals by 15% by 2015

Reduce total waste by 15% by 2015

Increase the percentage of total waste recydled by 15%
by 2015 {all normahsed for growth)

Smith & Nephew 1s committed to reducing the impact

of its activities on the environment fo create a healthier
planet By focusing on energy and waste reduction, the
Group s also reducing costs and becoming more efficient

2012 Key performance compared
to nommalised 2011 baselne %*

Graph removed

* Smith & Nephew uses a normalisation process based on cost of
production which 15 defined as the cost of goods sold adjusted for opening
and closing inventory levels As production efficiencies are realised the
cost of goods seld reduces and this can dhstort the effects of real
ervironmental benetits making them appear less than actually achieved
Smith & Nephew will include a longer commentary on the nermabsation
process in s full Sustainabnlity Report published later this year

Reduction in CO, emissions of 100
metric tonnes by re-routing vehicles
for improved efficiency

Our Advanced Surgical Devices facility in Alberta,
Canada has reduced the number of miles that
matenials and products are transported by re-routing
some vehicles for improved efficiency This imtiative
has reduced the number of journeys and therefore
the overall distances driven by 120,000 miles per
year This equates to an approximate reduction in CO,
emissions of 100 metric tonnes

Energy and carbon reduction

Smith & Nephew recognises that emissions resulting
from its global operations represent one of the key
environmental impacts ansing from the business In

2012, inthatives to reduce our energy consumption and
associated carbon emissions have resulted in a reduction
in energy usage of -1 5% and -1 8% reduchon n carbon
emIssIons

There has been tracking of energy savings iniiatives at all
of the major faciliies These range from ighting lo heating
and air handling to water coolng

Lighting upgrades 1n warchousing and manufactunng
centres have contributedto significant energy savings
Irprovements to equipment and processes have resulted
In reduced power consumption across a number of
production facibties

Waier

Water consumption has nsen by 2 6% 1n 2012 Achieving a
reduction in water usage is particularly challenging as the
majonty of the water used wihin the Group 15 consurmed
at one individual facility where water 1s used for many key
processes This will be reviewed in 2013

Packaging, waste and recyding

Waste reduction, including that related to product
packaging, 1s a pnorty for Smith & Nephew Given that

a large amount of medical products are shipped and
transported it 1s vital to ensure that these are protected
from the point of manufacture through fo the point of
delivery Product packaging plays a cntical role in ensuning
this safe delivery

Establishing an effective strategy to meet our target

for reduction in packaging materials 1s challenging

due to the highly regulated emvironment and long lead
times for change approvals However by considenng
design, exploring ways fo reduce and using new, more
sustainable matenals we are making progress in this area

In 2012, ane of our supply chain teams developed a
specific process to optimise how our products are
shipped and reduce shipping ‘air around the world”

By implementing this process for outbound packaging
operations, corrugated cardboard usage was reduced by
over 6 tonnes and CO, emissions reduced by 6148kg In
2012 These reductions will have a further positive impact
In 2013 when the process1s fully tmplemented



Waste recyded

=
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Total waste produced

+21.3%

+51%

In 2012, our overall waste rose by 51% largely due to
equipment and layout changes, inventory adjustments
ansing from relocations and some bullding and demolition
work We are not satished with this and in 2013 we will
increase our focus on the waste hierarchy, in particular
prevention at source

Sigmficant improvements have been made in recychng
waste which rose 1In 2012 by 21 3% and now stands
at 58%

Sustainability progress

Smith & Nephew retained its membership of the
FTSE4Good The FTSE4AGood Index and Ratings have
been designed to measure the performance of companies
that meet or exceed globally recognised standards

The Dow Jones Sustainabibity Index {DJSI World] was
established to track the performance of the world's
largest companies that lead the field 1n terms of corporate
sustainability Smith & Nephew's score improved this year
and our inclusion n the Index was mantained

Suzhou 55% energy saving for
facility ighting

The hghting in the warehouse at the Advanced Wound
Management facility in Suzhou, China has been
upgraded by fitting electrodeless lamps resuling in

a 55% energy saving This equates to a reduction in
use of over 85,000 kwWh per annum and associated
annual cost savings The advantages also Include
extended lamp fife and therefore lower maintenance
and replacement costs

Smith & Nephew has been commended by the

Carbon Disclosure Project {CDP}, which represents 655
nstitutional nvestors with $78 tnllion in assets, forits
approach to the disclosure of cimate change information
For the first ime in 2012 Smith & Nephew 1s featured In
CDP's ‘Carbon Disclosure Leadership Index ' This index,
a key component of CDP's annual FTSE 350 report,
highlights the constituent companies within the FTSE

350 Index which have displayed a strong appreach

to information disclosure regarding cimate change
Companies are scored on their chimate change disclosure
and high scores indicate good intemnal data management
and understanding of dmate change related 1ssues
affeching the Company

Our Goodlett Farms Innovathon Centre 1n Memphis,
TN, USA, achieved the ntermnationally recognised LEED
{Leadership in Energy and Environmental Design)] Gold
Certficaton from the US Green Bullding Council This
15 the first LEED certfied building in the global Smith &
Nephew portfoho

Looking ahead

A more detaled review of Smith & Nephew's 2012
sustainabilty performance will be featured in our 2012
Sustainabilty Report to be published later this year

Since 2001, Smith & Nephew

has proudly reported on corporate
sustainability You may access our
past and current Sustainability Reports
through our corporate website

www smith-nephew com

Contact us directly regarding Sustainability
at sustanabilty@smith-nephew com
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Financial review and principal risks

The Group remains in a strong cash
generative position, with a healthy
balance sheet to fund further growth.

Financial review 13
Outlook and trend information 53
Principal nsks and nsk management 54
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Financial review
Group revenue? Basic eamings per Ordinary Share g
-
% 81.3c +24.5%
$41bn  +2% 81.3c +24.5%
2011 $43bn * 201 653c g
:
[~
Financial highights 212 201 2010 T
$m $m $m 2 =
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to 2011 This compnsed of undertying revenue growth of 2%,  undertying growth in revenue (%) 2% 4% 4% 3
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Measunng performance

Revenue

‘Underlying growth in revenue’ is used to compare the revenue

In a given year to the previous year on a like-for-like basis Thisis
achieved by adjusting for the impact of sales of products acquired
n matenal business combinathons and for movements in exchange
rates Undertying growth in revenue 1s not presented in the accounts
prepared In accordance with Intemational Financia!l Reporting
Standards [1FRS’} and 1s therefore a measure not in accordance with
Generally Accepted Accounting Pnnciples (a ‘nen-GAAP' measure)

The Group believes that the tabular presentation and reconaliahon
of reported revenue growth to underlying revenue growth assists
Investors in their assessment of the Group's performance in each
business segment and for the Group as a whole

Underlying growth in revenue ts considered by the Group 1o be

an important measure of performance in terms of local functional
currency since it excludes those items considered to be outside the
nfluence of local management The Group's management uses this
non-GAAP measure n its internal financial reporting, budgeting and
planming to assess performance on both a business segment and

a consoldated Group basis Revenue growth at constant currency
is important in measunng business performance compared to
compettors and compared to the growth of the market itself

The Group considers that revenue from sales of products acquired
In matenal business combinations results in a step-up in growth In
revenue In the year of acquisition that cannot be whally atinbuted
{o local management’s efforts with respect to the business in the
year of acquisition Depending on the timing of the acquisition,
there will usually be a further step change in the followaing year

A measure of growth excluding the effects of business combinations
also allows senior management to evaluate the performance and
relative impact of growth from the existing business and growth
from acquisitions The process of making business acquisitions

1s directed, approved and funded from the Group corporate centre
n ine wath strategic objectives

The matenal irmutation of the underlying growth in reverue measure
1s that it excludes certain faclors, descnbed above, which ulimately
have a sigmficant impact on total revenues The Group compensates
for this brnitation by taking into account relative movemenis in
exchange rates in its investment, strategic planning and resource
allocation In addiion, as the evaluahion and assessment of
business acquisthons is not within the control of local management,
performance of acquisitions 1s manitored centralty until the business
1sIntegrated

The Group's management considers that the non-GAAP measure
of underlying growih In revenue and the GAAP measure of
growth in revenue are complementary measures, netther of which
management uses exclusively

‘Undertying growth in revenue’ reconciles to growth in revenue
reported, the most directly comparable financial measure calculated
i accordance with IFRS by making two adjustments, the ‘constant
currency exchange effect’ and the ‘acquisttions effect’, descnbed
below

The ‘constant cumency exchange effect’ 1s a measure of the
increase/decrease 1n revenue resulbing from currency movements
on non-US Dolar sales This1s measured as the difference between
the increase inrevenue translated into US Dollars on a GAAP basis
{ie current year revenue translated at the current year average rate,
prior year revenue franslated at the pnor year average ratel and the
increase measured by translating current and pnor year revenue into
US Dollars using the prior year closing rate

The ‘acquisitions effect’ 1s the measure of the Impact on revenue
from newly acquired business combinations This i1s calculated by
excluding the revenue from sales of products acquired as a result of
a business combination consummated in the current year, with non-
US Dollar sales translated at the prior year average rate Addrionally,
prior year revenue 1s adjusted to include a full year of revenue from
the sales of products acquired in those business combinations
consummatedin the previcus year, calculated by adding back
revenue from sales of products in the penod pnor to the Group's
ownership These sales are separately tracked in the Group's intemail
reporting systems and are readily idenlifiable

The ‘disposals effect’ 1s the measure of the impact on revenue

from the disposal of business operations dunng the year Thisis
calculated by excluding the revenue from sales of producis the
Group no longer sells as a resutt of the dispesal in the cutrent year,
with non-US Dollar sales translated at the pnor year average rate
Addihonally, pnor year revenue 1s adjusted to remove a full year

of revenue from the sales of products disposed These sales are
separately tracked in the Group's internal reporting systems and are
readily idennfiable

Reported revenue growth, the most directly comparable financial
measure calculated in accerdance with IFRS, reconailes 1o undertying
growth In revenue as follows

2012 20m 2010

% % %
Reported revenue growth (3) 8 5
Constant currency exchange effect 2 4) {1)
Disposals effect 3 - —
Underlying revenue growth 2 4 4

Operating profil, the most directly comparable financial measure
calculated in accordance with IFRS, reconciles to trading profit as
follows

2m2 20Mm 2010
$m $m $m

Operating profit 846 862 920
Aoquisihion related costs " - -
Restructuring and rahonalisation costs 65 40 15
Amorhsation of acquisition intangibles and

mparrments 43 36 34
Legal claim [see page 53) - 23 -
Trading profit 965 961 969

A reconciliation of reported revenue growth to underbying revenue
growth, by busness segment, can be found on pages 22 10 33




Trading profit

Trading profit 1s a trend measure which presents the long-term
profitabibty of the Group excluding the impact of speaiic transactions
that management considers affects the Group’s short-term
profitabifity The Group presents this measure to assist investors in
ther understanding of trends The Group has identified the following
items, where matenal, as those lo be excluded from operating profit
when armving at trading profit acquisthion and disposal related
items including amortisation of acquisition Infangible assels and
impairments, significant restructunng events, acquisition costs, and
gans and losses resulfing from legal disputes and uninsured losses

A reconciliation of operating profit to trachng profit, by business
segment, can be found on pages 22 1o 33

Adjusted earnings per Ordinary Share

Growthin "adjusted earmings per Ordinary Share (EPSAY 1s another
measure which presents the trend in the long-term profitability

of the Group EPSAIs not a recogmsed measure under IFRS and

15 therefore a non-GAAP financial measure The most directly
comparable financial measure calculated in accordance wath IFRS 15
earmings per Ordinary Share

EPSA excludes the same impact of specific transactions or

events that managerent considers affect the Group's short-term
profitability, 1s used by the Group for similar purposes, and 1s subject
1o the same matenal imitations, as set out and discussed in the
above sechon on frading profit

Adjusted attnbutable profit represents the numerator used In

the EPSA calculaton Adjusted attributable profit 1s reconciled to
attributable profit, the most directly comparable financtal measure 1n
accardance with IFRS, as follows

Growthin ‘trading profit’ and trading profit margin' {tracing profit
expressed as a percentage of revenue) are measures which prasent
the growth frend in the long-term profitability of the Graup excluding
the impact of specific transactions or events that management
considers affect the Group's shori-term profitability The Group
presents these measures o assist investors in therr understanding
of the trends The Group's infernational inancial reporting foudgets,
monthly repariing, forecasts, long-term planning and incentive plansl
focuses pnmanly on profit and eamings before these items Trading
profit and trading profit margin are not recognised measures under
IFRS and are therefore non-GAAP financial measures

2012 2011 2010
$m $m $m

Alinbutable profit for the year 129 582 615
Acqusition related costs 1 - -
Restructunng and rationalisation expenses 65 40 15
Amcartisation of acquisthon intangibles and

Impairments 43 36 34
Profit on disposal of net assels held for sale (251} - -
Legal clam (see page 53 - 23 -
Taxation on excluded items Isee page 104) 82 (17) {10}
Adusted attnbutable proft 679 664 654
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The matenal imitation of these measures 1s that they exclude
significant income and costs that have a directimpact on current and
prior years' profit attnbutable to shareholders They do nat, therefore,
measure the overall performance of the Group presented by the
GAAP financial measure of operaling profit The Group considers
that no single measure enables it to assess overall performance

and therefore 1t compensates for the lirmtation of the trading profit
measure by considering it in comunction with its GAAP equivalent
The gains or losses which are identihed separately anse from
irregular events or transactions Such events or transactions are
authonsed centrally and require a strategic assessment which
includes consideration of financial returns and generation of
shareholder value Amoartisation of acquisihion infangibles wall sccur
each year, whilst other excluded tems anse rrregularly depending on
the events that give nse to such items

Earntngs per Ordinary share 2012 20M 2010
Basic 813¢ 85 3¢ 69 3¢
Diluted 809¢ 650¢ 692¢
Adjusted Basic 57t 74 5¢ 736t
Adjusted Diluted 754¢ 742 736¢

Trading cash flow and trading profit to cash

converston ratio

Growth in trading cash flow and improvement in the trading profit to
cash conversion ratio are measures which present the trend growth
in the long-term cash generation of the Group excluding the impact
of specific fransactions or events that management considers affect
the Group's shori-term performance

Trading cash flow1s defined as cash generated from cperations less
net capital expenditure but before acquisition related cash flows,
restructuring and rahcnalisation cash flows and cash flows ansing
from legal disputes and uninsured losses Trading prohit to cash
converston ratio 1s trading cash flow expressed as a percentage of
frading profit The nature and matenal imitations of these adjusted
llems are discussed above

The Group presents those measures to assist investors in therr
understanding of trends The Group's mternal financial reporting
ibudgets, monthly reporting, forecasts, long-term planning and
incentive plans] focuses on cash generation before these tems
Trading cash flow and trading profit fo cash conwversion ratio are not
recogrised measures under IFRS and are therefore considered non-
GAAP financial measures

The matenal lirmitahon of this measure 1s that it could exdude
sigmificant cash flows that have had a direct impact on the current
and pnor years’ financial performance of the Group It does

not, therefore, measure the inancal performance of the Group
presented by the GAAP measure of cash generated from operations
The Group considers that no single measure enables it to assess
financial performance and therefore it compensates for the imitation
of the trading cash flow measure by considenng it in conjunction wath
the GAAP equivalents Cash flows excluded relate to iregular events
or transactions including acquisition related costs, restructunng and
raticniahisation costs and cash flows ansing from legal disputes and
uninsured losses
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Trading cash flow reconciles to cash generated from operations,
the most directly comparable inancial measure calculated in
accordance with IFRS, as follows

20n2 20Mm 2010
$m $m $m

Cash generated from operations 1,184 1135 1m
Less Capital expenditure (265) (321) (315)
Add Cash receved on disposal

of fixed assets - - 8
Add Acquisition related costs 3 1 -
Add Restructunng and rationalisation

related expendiure 55 20 16
Add legal setilement 22 - -
Add Macrotexture expenditure - 3 5
Trachng cash flow 999 838 825
Trading profit 965 961 969
Trading profit to cash conversion ratio 104% 87% B5%
2012 Financial highbights

The following table sets out certain iIncome statement data for the
penods indicated

2012 20m

$m $m

Revenue i} 4137 4270
Cost of goods sold () (1,070)  (1140)
Gross profit 3,067 3,130
Marketing selbng and distnbution expenses (1.440)  (1,526)
Admirnstrative expensesiml, (), (v} (610) (575)
Research and development expenses (171) {167)
Operating profit 1) 846 862
Net interest recevable/(payable) 2 {8)
Other finance costs 3) )
Share of profil from assocates 4 -
Profit on disposal of nef assels held for sale 251 -
Profit before taxahon 1,100 848
Taxation (371) (266)
Atinbutable profit for the year 729 582

il Group revenue and operating profit are denved whally from conlinuing operations
and discussed on a segment basis on pages 22 to 33

) In2012 $3m of restructunng and rationahsation expenses were charged to cost of
goods soid (2011 - $7/m)

m) 2012 ncludes $51m of amartisation of other ntangible assets (2011 - $42m)

) 2012 ncludes $nil relating to legal provision (201 - $23m}

) 2012 1ncludes $62m of restruciunng and rationalisation expenses, $43m relating
1o amortisation of acquisiion intangibles and $13m acquisition related costs
12011 - $33m of restructunng and ratonabsation expenses and $36m relating to
amorlisation of acquistion intangibles)

Revenue

Group revenue decreased by $133m {-3%] from $4,270m n 2011 to
$4,137mn 2012 Underlying revenue growth was 2% of which -2%
growth was attrbutable to unfavourable currency translation and -3%
was altributable to the effect of disposing of the Clirical Therapies
business Advanced Surgical Devices revenues decreased by
$143m (-4%), underlying growth was 2% of which -2% was due to
unfavourable currency translation and -4% due to the disposal of
the Chnical Therapies business Advanced Wound Management
revenues increased by $10m (1%), underlying growth was 4% with
-3% due 16 unfavourable currency franslation

A more detalled analysis 1s included within the ‘Revenue’ sections of
the indwdual business segments that follow on pages 22 and 33

Cost of goods sold

Cost of goods sold decreased by $70m to $1,070m from $1,140m

n 201 which reprasents a 6% decrease Of this movement, 1% 1s
due to favourable currency translation movements The remaining
movement is largely atinbutable to the continued focus on costs, and
partly attributable to the sale of the Clinical Therapies business in
May 2012 which impacted both sales and cost of sales

Further marginanalysis 1s included wathin the ‘Trading profit’ sections
of the Indmdual business segments that follow on pages 22 fo 33

Marketing, seling and distribution expenses
Marketing, seling and chstribution expenses decreased by $86m
{-6%) to $1,440m from $1,526m 1 2011 The underlying movement
of -4% 1s after adjushing for favourable currency movement of -2%
Increased costsavings 1n Established markets were partly offset by
nvestment n Emerging and International markets and promotion of
new products parhicularly in Advanced Wound Management

Administrative expenses

Administrative expenses increased by $35m (6%} to $610m from
$575mn 2011 Favourable currency movernents offset 2% of this
nerease The main factors contnbuting to the undertying movement
of 8% were anincrease of $16m n amertisation on acquisiion and
other ntangibles and an increase of $1Im n acquisihion cosls

Research and development expenses

Expenditure asa percentage of revenue increased by 0 2% to 41%1n
2012 (2011 — 39%) Actual expenditure was $171m 1n 2012 compared
1o $167mn 2011 The Group continues to invest i Innovative
technologies and products to differentiate 1t from competitors

Operating profit

Operating profit decreased by $16m to $846m from $862min

2011 This compnsed an increase of $2m 1n Advanced Surgical
Devices and adecrease of $18m in Advanced Wound Management
Advanced Surgical Dewices slarted 10 see the benefits of its focus
on costs (more than offsetting the additional restructunng expense)
whilst Advancad Wound Management has continued 1o invest in
new preducts throughout the year and also acquired Healthpornt
Biotherapeutics in December 2012, both increasing costs

Net interest recevable/([payable)

Net interest payable reduced by $10m from $8m payable in 2011 fo
arecevable of $2m1n 2012 This 1s a consequence of the overall
reduction of barrewings within the Group, a reductionin the
applicable interest rates and the $7m interest recevable on the
Bioventus loan note 1ssued following the disposal of the Clinical
Therapies husness



Other finance cost

Other finance costs in 2012 were $3m compared to $6m in 2011 This
decrease 1s attnbutable to an increase in the expected return on
pension plan assets

Taxation

The taxation charge increased by $105m to $371m from $266m1n
201 Therate of tax was 33 7%, compared with 31 4% in 2011

The tax charge increased by $82m in 2002 {2011 — $17m reduction)
as result of the profit on disposal of the Clinical Therapies business
partially offset by an increase n restructunng and rationalisation
expenses, amorhisation of acquisition intangibles and acquisition
related cosls The tax rate was 29 9% (2011 - 299%) after adjusting
for these ilems and the tax thereon

Group balance sheet
The following table sets out certain balance sheet data as at
31 December of the years indicated

2012 20M

$m $m

Non-current assets 3,498 2542
Current assels 2,144 2080
Assets held for sale - 125
Tolal assets 5,642 4,747
Nan-current habiliies 828 422
Current habiliies 930 1119
Liabiliies directly associated with assets held for sale - 19
Total habihes 1,758 1560
Total equity 3,884 3187
Total equity and babihhes 5642 4747

Non-current assets
Non-current assets increased by $956m to $3,498m 1n 2012 from
$2,542mn 2011 This 1s principally atinbutable to the following

- Goodwll iIncreased by $90m from $1,096m n 2011 1o $1,186m 1n
2012 Ofthis movement $73m arose on the acquisition of
Healthpoint The balance relates to favourable currency movements
totaling $17m

- Infangible assets increased by $641m from $423m in 201 to
$1,064mn 2012 Infangible assets totaling $662m arose onihe
Healthpoint acquisiion Amortisation of $94m was charged dunng
the year and assets with a nei book value of $3m were wntten-off A
lotal of $68m relates 1o the cost of intelleciual property and software
acquired The balance relates to favourable currency movements
totalling $8m

- Property, plant and equipment increased by $10m from $783m in
201 to $793min 2012 Depreciahion of $212m was charged dunng
2012 and assets with a net book value of $9m were wntten-off
These movements were largely offset by $197m of additions relating
prnmarily o instruments and other plant & machinery and $27m of
additions ansing on the Healthpoint acquisiion The balance relates
to favourable currency movements totaling $7m

~ Deferred tax assets decreased by $59min the year

— The folal Investment in assooates has increased from $13m in 201
1o $283min 2012 This movement predominately relates to the
acquisihon of Bioventus dunng the year totaling $114m plus $160m
in the form of a loan note fo Broventus
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Current assets

Current assels ncreased by $64m to $2,144m from $2.080m 1n 201
The mavement relates to the following

- Inventones rose by $42m to $501m in 2012 from $859m in 201 Of
this movement, $46m arose on the Healthpaint acquistion and it
includes $9m relatng to favourable currency movements

— The level of trade and other recevables increased by $28m to
$1,065m in 2012 from $1,037mn 2011 This movement includes
$3Im ansing on the Healthpomt acqunsition and $8m retated to
favourable currency movements

— Cashand cash equvalents have fallen by $6m to $178m from $184m
n 2011

Non-current babiltes
Non-current habilites increased by $406m from $422min 2011 to
$828m in 2012 This movement relates 1o the following items

-~ Long-term borrowings have nsen from $16min 2011 to $430m in
2012 This increase of $414m 1s atinbutable to the acqusiion of
Healthpoint for $782m cash in December 2012

— The net refirement benefit obligation decreased by $21m to $266m
n 2012 from $287mn 2011 This was largely due 1o the Group's
additional pension contrbutions which were partialy offset by net
actuanal losses for the year

- Deferred acquistion consideration remains at $8m at the end of
2012 This relates to the acquisiion of Tenet Medical Engineenng
dunng z01

— Provisions ncreased from $45min 2011 {0 $63min 2012 The
pricipal component of ths movement 1s $13m ansing on the
Healthpoint acquistion

— Deferred 1ax babilihes decreased by $5m in the year

Current habilhes
Current habihhes decreased by $189m from $1,119m in 2011 to $930m
1N 2012 This mevement 1s atinbutable to

- Bank overdrafts and cument borrowings have decreased by $268m
from $306m 1n 2011 to $38m in 2012

- Trade and other payables have Increased by $92m to $656m in 2012
from $564m in 2011 The pnmary cause of this increase s the
acqusthon of Healthpoint which increased trade and other payables
by $49m

~ Provisions have decreased by $19m from $78mn 2011 to $59min
2012 The most signficant vem contnbuting to this decrease s the
paymenit of $22m to settle the legal provision [see Note 3)

— Current fax payable s $177m at the end of 2012 compared 10 $171m
In 201
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Total equity
Total equity increased by $697m from $3,187m in 201 10 $3,884m in
2012 The principal movements were

Total equaty
3m
1January 2012 3,187
Attnbutable profit 729
Currency translahion gains kY
Hedging reserves 0]
Actuanal loss on retrement benefit obligahons (13)
Dwvidends paid during the year (186)
Taxation benefits on Other Comprehensive Income
and equity items 20
Net share based transactions 17
31 December 2012 3,884

201 Financial highlights

The following table sets out certain income statement data for the
periods indicated

20m 2010
$m $m

Revenue 1) 4270 34962
Cost of goods sold () (1140) {1037)
Gross profit 3130 29%
Marketing, selling and distnbution expenses (m} (1528 {(1414)
Adminisirative expenses (iv, v, vi) {(575) (448)
Research and development expenses (167) (151
Operating proft { 862 920
Net interest payable 8 15}
Other finance costs {6) (10)
Profit before taxation 848 895
Taxahon (266) (280)
Attnbutable profit for the year 582 615

) Group revenue and operating profit are dertved whotly from continuing operations
and discussed on a segment basts on pages 22 to 33

fil I 2001 $7m of restruciuring and rationalisation expenses were charged 1o cost of
goods sold (2010 - Snil)

i In 2071 no restructuring and rahionalisation expenses were charged to marketing
selling and distribution expenses (2010 - $3mij

i 201 includes $42m of amartisation of other intangible assets 12010 - $34m]

M 201 includes $23m relating to legal provisien {2010 — $nil)

vl 201 includes $33m of restructunng and rationalisation expenses and $36m
relating to amorhisation of acquisition ntangibles (2010 - $12m of restructuring
and rationalisation expenses and $34m relating to amorisation of acquisition
intangbles)

Revenue

Group revenue increased by $308m (8%I from $3,962mn 2010 to
$4,270m in 2011 Underlying revenue growth was 4% and 4% growth
was attnbutable to favourable currency translation

Advanced Surgical Devices revenue increased by $201m (7%)

10 $3,251m in 2011 from $3,050m 1in 2010 The underlying

revenue growth was 3% with favourable cumency movements

also contnbuting 4% to the growth in the year Advanced Wound
Management revenues Increased by $107m (12%), of which 7% was
attnbutable to underlying growth and 5% due to favourable currency
translation

A more detalled analysis 1s Included within the *Revenue’ sections of
the Indmdual business segments that follow on pages 22 and 33

Cost of goods sold

Cost of goods sold increased by $109m to $1,140m from $1,03tm n
2010 which represents an 11% increase Of this movement, 4% 1s due
to adverse translahion movements leaving an undertying movement
of 7% compared to an increase n undertying revenue of 4% The
residual movement 15 largely atinbutable to continued pncing
pressure across all of the Group's markets which Smith & Nephew
was not able to pass on o suppliers and an adverse movement In
the mix of products sold, towards lower gross margin product

Further margin enalysis is included within the “Trading profit’ sechons
of the indvidual business segments on pages 22 1o 33

Marketing, selling and distnbution expenses
Marketing, seling and distnbuhon expenses increased by $112m
{8%] 1o $1,526m from $1,414m 1n 2010 After adjusting for an
unfavourable currency movement of 3% the underlying movement of
5% 15 broadly n lne with increased Group revenues

Administrafive expenses

Administrative expenses increased by $129m (29%) o $575m from
$446m in 2010 Unfavourable currency movements coninbuted
towards 5% of this increase The facters coninbuting to the
undertying movement of 24% were, the non-rectrrence of the one-
off benefit of $25m ansing from the BlueSky settlement in 2010, a
charge of $23m relating to legal provision, an increase of $2imn
restructuning and ratronahsation expenses, anincrease of $12m

in the bad debl expense and an $8m increase in the amortisation
charge on intangible assets Cther factors contributing to this
ncrease included the additional Investment in China and Emerging
markets dunng 201

Research and development expenses

Expenditure as a percentage of revenue increased by 01% 1o 3 9% 1n
2011 {2010 ~ 3 8%) Actual expenditure was $167m n 2011 compared
1o $151min 2010 The Group continues 16 Invest 1n Innovative
technologies and products to differentiate 1t from competitors

Operating profit

Operating profit decreased by $58m to $862m from $920m in 2010
comprising a decrease of $70m in Advanced Surgical Devices, offset
by an increase of $12m in Advanced Wound Management

Net interest payable

Net interest payable reduced by $7m from $15min 2010 to $8min
201 This 1s aconseguence of the overall reduction of borrowings
within the Group and a reduction in the applicable interest rates

Other finance cost

Other finance costs 1 2011 were $6m compared to $10m in 2010
This decrease1s attnibutable to an increase In the expected refum on
pensicn planassets




Taxation

The iaxation charge decreased by $14m to $266m from $280m
2010 The effective rale of tax was 31 4%, compared with 3t 3% In
2010

The tax charge was reduced by $17mn 2011 (2010 - $10m) as

a consequence of restructunng and rationatisation expenses,
amortisation of acquisition ntangibles and legal provision The
effective tax rate was 29 9% (2010 — 30 8%} after adjusting for these
items and the tax thereon

Group balance sheet
The following table sets out certain batance sheet data as at
31 December of the years ndicated

20Mm 2010

$m $m

Non-current assets 2 542 2579
Current assets 2080 2154
Assets held for sale 125 -
Total assets 4,747 4,733
Non-current babibties 422 1.046
Current babilities 1,118 914
Liabilihes directly associated with assets held for sale 19 -
Total liabiles 1,560 1960
Total equity 3187 2773
Total equity and labilities 4747 4,733

Non-current assets
Non-current assets decreased by $37m 1o $2,542m1n 2011 from
$2,579m 1n 2010 This is atinbutable to the following

— Goodwll decreased by $5m from $1,101m in 2010 to $1,096m i 2011
Goodwill totalling $37m was iransferred fo assets held for sale
Followng the acquistion of Tenet Mechcal Engineenng dunng 201,
an amount of $44m was capilalised as goodwill The balance relates
to unfavourable currency movements totaling $12m

- Intangible assets decreased by $3m from $426m in 2010 fo $423m
N 207 intangible assets totaling $14m were transferred lo assets
held for sale Amortisation of $786m was charged dunng the year and
assets with a net book value of $2m were written-cff A tatal of $92m
relates to the addition of intellectual property and software The
balance relates to unfavourable currency movemenis totalling $1m

- Property, plant and equipment decreased by $4m from $787mn
2010 to $783m in 2011 Property, plant and equipment totaling $3m
were fransferred to assets held for sale Depreciation of $217m was
charged dunng 2011 and assels with a net book value of $7m were
writen-off These movements were largely offset by $229m of
additions relating primanty to nstruments and other plantand
machinery The balance relates to unfavourable currency
movements totaling $6m

~ Trade and other recevables decreased by $22m to $nilin 2011 from
$22m 1n 2010 due to nan-current recevables switching to current
recevables dunng the year

— Deferred tax assets and other non-current assels decreased by
$3mn the year
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Current assets
Current assets decreased by $74m to $2,080m from $2,154m
In 2010

The movement relates to the following

- Inventones fell by $64m to $859m in 2011 from $923m in 2010
Inventones fotalling $15m were transferred 1o assets held for sale
Of the remamning movement, $10m related to unfaveurable currency
movements

- The level of trade and other recevables ncreased by $13m to
$1,037m 1n 2011 from $1,024m n 2010 Trade and other recevables
totaling $49m were transferred to assets held for sale Ofthe
movement in the year, $18m related fo unfavourable currency
movements

- Cash and bank has fallen by $23m to $184m from $207m in 2010
Of the movement, $2m related 1o unfavourable currency movements

Assets held for sale

Assets held for sale totalling $125m relate to the underlying assels
of the Clinical Therapies business, the proposed sale of which was
announced on 4 January 2012 and completed on 4 May 2012

Non-current liabiles

Non-current labiliies decreased by $624m from $1,046m in 2010 to
$422min 201 This movement relates to the following tems

- Long-term borrowings have fallen from $642m in 2010 fo $16m in
200 This decrease of $626m 15 mamnly afinbutable o the long-term
foan repayable in May 2012 swiiching to a current hability

— The net refirement benefit obligation iIncreased by $25m to $287m
n 2011 from $262min 2010 Thes was largely due fo actuanal losses
of $70m which were only parily offset by pension contributions

— Deferred acquisiion consideration was $8m at the end of 201,
an increase of $8m from $nil at the end of 2010 as a result of the
acquisiion of Tenet Medical Engineenng dunng the year

- Provisions decreased from $73m in 2010 1o $45m in 2011 which
15 largely due to a number of settiements duning the year

- Deferred tax habilites decreased by $3mn the year

Current labiliies
Current habibhes increased by $205m from $9t4m in 2010 to $1.119m
n 2011 This movement s attnbutable to

- Bank overdrafts and current borrowings have increased by $245m
from $57mn 2010 to $306m 1n 2011 mainly as a result of the
long-term loan repayable in May 2012 swatchng to a curent kability

— Trade and other payables have decreased by $53m 1o $564m In
201 from $617m n 2010 Trade and other payables totaling $19m
were transferred to labilites directly associated with assets held for
sale Anamount of $8m 15 attnbutable to favourable currency
movements

- Provisions have increased by $41m from $37m 10 2010 1o $78min

2011 The most sigrificant tem coninbuting to this Increase Is the
$23m legal provision (see Note 3)

— Current tax payable 15 $171m at the end of 2011 compared to $203m
1n 2010 Of the $32m reduction, $im s attnbutable to favourable
currency movements
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Liabilmes directly associated with assets held

for sale

Liabiliies held for sale totalling $19m relate to the underlying habiihies
of the Clinical Therapies business, the proposed sale of which was
announced on 4 January 2012 and completed on 4 May 2012

Financial posttion, hquidity and caprtal resources
Cash flow and net debt

The main elements of Group cash flow and movements in net debt
can be summensed as follows

2012 20m 2010

$m $m $m

Total equﬂ\/ Cash generated from operations 1,184 1135 1M
Total equity increased by $414m from $2,773min 201010 $3,87mm  Netinterest pad @ @) a7
20N The pnncipal movements were Income taxes paid (278) (285) {235)
Total equily Net cash inflow from operabng actvities 902 842 859

$m Capital expenditure (net of disposal of

¥ January 201 2773 property plant and equipment) (265) {321) {307)
Aftnbutable profit 5872 Acquisttions Inet of cash acquired) (782) (33) -
Currency translation losses 36) Equity dwiddends paid {186) (146) (132)
Proceeds from own shares 6 7 g

Hedging reserves " Issue of ordinary share capital 77 17 15
Actuanal loss on retirement benefit obligations (70) Treasury sharespurchased R () )

Didends pad dunng the year (146) Change n net debt from net cash flow (see

Taxahon benefits on Gther Comprehensive Income Note 21 of the Notes to the Group accounts] 145 360 438
and equity tems 22 Exchange adjustment 5 ) 13
Net share based transachons 48 Opening net debt {138) {492) 943)
31 December 2011 3187 Closing net debt (288) {138) (492)

Transachonal and translational exchange

The Group's pnincipal markets outside the US are, in order of
significance, Continental Europe, UK, Australia and Japan Revenues
n these markets fluctuate when translated into US Dollars on
consolidation During the year, the average rates of exchange against
the US Dollar used 1o translate revenues and profits ansing in these
markets changed compared to the previous year as follows the Euro
strengthened from $1 39 to $1 28 (+8%], Sterhng weakened from

$1 60 10 $1 58 [-1%), the Swass Franc weakened from $113 to $107
{-5%l, the Australan Dollar strengthened from $103 to $104 [1%) and
the Japanese Yen stayed flat at ¥80

The Group's principal manufactunng locations are in the US
{Advanced Surgical Devices), Switzerland (Advanced Surgical
Devices}, UK [Advanced Wound Management ang Advanced
Surgical Devices) and China (Advanced Surgical Devices and
Advanced Wound Management) The majorily of the Group's selling
and disinbuhion subsidianies around the world purchase finished
products from these locations As a result of currency mavemenis
compared with the previous year, sales from the US became
relalively less profilable 1o all of these countries The Group's policy
ol purchasing forward & proporiion of its currency requirements and
the existence of an inventory pipeline reduce the short-term impact
of currency movements

Net cash inflow from operating activities

Cash generated from operations in 2012 of $1,184m (2011 ~ $1135m,
2010 - $1.Mmi1s after paying out $mil (2011 - $3m, 2010 - $5m)

of macrotextured claim settlements unreimbursed by insurers,

$3m (2011 — $Im, 2010 — $rul} of acquisition related costs, $55m
{2011 — $20m, 2010 — $16m) of restruciunng and rationalisation
expenses and $22m {2011 - $rul, 2010 - $nil relating to a legal
settlement

Caprial expenditure

The Group's ongoing capital expenditure and working capital
requirements were financed through cash flow generated by
business operations and, where necessary, through short-term
committed and uncommitted bank facilities In recent years, capital
expenditure on tangible and intangible fixed assets represented
approximately 6% of continuing Group revenue

In 2012, gross capital expenditure amounted to $265m {2011 -
$321m, 2010 - $315m] The pnncipal areas of invesiment were the
placement of orlhopaedic instruments with customers, patents and
licences, plant and equipment and information technology

At 31 December 2012, $4m (2011 — $9m, 2010 - $15m) of capital
expenditure had been contracted but not provided for which will be
funded from cash inflows

Acquisttions and disposals

In the three-year penod ended 31 December 2012, $815m was
spent on acgusitions, funded from net debt and cash inflows This
comprised, $33m for Tenet Medical Engineenng dunng 2011 and
$782rm for Healthpoint acquired in December 2012 There were no
acquisitions in 2010

Duning 2012 the Group completed the transfer of its Biologics and
Ciirical Therapies business [CT) to Bioventus LCC {'Bioventus’) for
total constderation of $367m As part of Ihis transaction the Group
paid $104m for 49% of Bioventus and subseguertly nvested a
further $10m




Liquichity

The Group's policy 1s to ensure that 1t has sufficent funding and
facilihies i place to meet foreseeable horrowing requirements In
December 2010, the Group entered into a five-year $1bn mult-
currency revohving facility with an inrtial interest of 70 basis points
over LIBCR

At 31 December 2012, the Group held $178m (20t — $184m, 2010
— $207mi in cash and balances at bank The Group has committed
and uncommitted facitihies of $10bn and $0 3bn respectively

The undrawn committed facilihes totalling $G 6bn expires after two
but wathin five years (2011 — $10bn expires after two but within five
years) Smith & Nephew intends to repay the amounts due within
one year by using available cash and drawing down on the longer-
term faciibes In addition, Smith & Nephew has finance lease
commitments of $16m lof which $6m extends beyond five years)

The pnnapal vanations in the Group's borrowing requirements result
from the timing of dividend payments, acquisitions and disposals

of businesses, himing of capital expenditure and worling capital
fluctuatons Smith & Nephew beleves that its capital expenditure
needs and 1ts working capital funding for 2013, as well as its other
known or expected commitments or iabilihes, can be met fromits
existing resources and faciites The Group's net debt decreased
from $943m at the beginming of 2010 to $288m at the end of 2012,
representing an overall decrease of $655m

The Group's planned future contnbutions are considered adequate
to cover the current underfunded posifion in the Group's defined
benefit plans

Further disclosure regarding borrowings, related covenants and the
heyuidity nsk exposures 1s set out In Note 15 of the Notes to the Group
accounts The Group believes that its borrowing facilthes do not
contain restrichions that would have sigruficant impact on its funding
orinvestment policy for the foreseeable future

Going concem

The Group's business actmvibies, together with the faciors bkely to
affect its future development, performance and position are set
outn the ‘financial review and principal nsks” section on pages 54
to 55 The financial posttion of the Group, ils cash flows, hquidity
position and borrowing facilities are descnbed under ‘Financial
position, hquidhty and capital resources’ within the *Financial review’
section set out on page 50 In addtion, the notes to the financial
stalements include the Group's objectives, policies and processes
for managing its capital, its financial nisk management objectwes,
detalls of iis financial instruments and hedging actwihes, and its
exposure fo credit nsk and iquidity sk

The Group has considerable financial resources and its customers
and supplers are diversified across different geographic areas

As a consequence, the Directors believe that the Group s well
placed to manage s business nsk successfully despite the ongoing
uncertain economic outlook

The Drreclors have a reasonable expectation that the Group has
adequate resources lo continue In operational existence for the
foreseeable future Thus they continue to adopt the going concemn
basis for accounting in prepanng the annual financial statements

Management also believes that the Group has sufficient working
capital for its present requirements

Section 5 Financial review and principal nsks 5

Payment policies

It1s the Group's and Company’s policy to ensure that suppliers are
paid within agreed terms At the year-end the Company had ne frade
creditors

Factors affecting Smith &Nephew's

results of operations

Government economic, fiscal, monetary and poliical policies are all
factors that matenally affect the Group's operation or Investments
of shareholders Other factors include sales trends, currency
fluctuatons and innovation Each of these factors 1s discussed
further in the *Marketplace and Business Segment review’ on pages
19 to 33 and Taxation information for shareholders’ on pages 154
10155

Cnitical accounting policies

The Group's significant accounting policies are set outin Notes 1 to
24 of the Notes to the Group accounts Of those, the polices which
require the most use of management’s jJudgment are as follows

Inventones

Afeature of the Advanced Surgical Devices dvision whose firished
goods inventory makes up approxmately 83% of the Group total
finished goods inventary) 1s the high level of product inventory
required, some of which 1s located at customer premises and 1s
available for customers' immediate use Complete sets of product,
including large and small sizes, have to be made available 1n this
way These sizes are used less frequently than standard sizes and
towards the end of the product life cycle are inewitably in excess of
requirements Adjustments 1o carrying value are therefore required
to he made to orthopaedic inventory to antcipate this situation
These adjustments are calculated in accordance with a formula
based on levels of inventory compared with histonical usage This
formula 1s apphed on an individual product bne basis and 1s first
applied when a product group has been on the market for two years
This method of calculation 1s considered appropnate based on
expernence, but 1t does involve management judgments on customer
demand, effectiveness of inventory deployment, length of product
lives, phase-out of old products and efficency of manufactuning
ptanning systems

Impaiment

In carrying out impairment reviews of goodwill, infangible assets and
property, plant and eguipment, a number of significant assumphions
have to be made when prepanng cash flow prajections These
include the fulure rate of market growth, discount rates, the market
demand for the products acquired, the future profitability of acquired
businesses or products, levels of rembursement and success

n ohtaining regulatory approvals If actual results should differ or
changes in expectations anse, impairment charges may be required
which would adversely 1mpact operating results
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Finanaial review continued

Retirement benefits

A number of key judgments have to be made In calculating the

far value of the Group’s defined benefit pension plans These
assumnptons impact the Balance Sheet habibty, operating profit
and other finance Income/costs The most critical assumphions

are the discount rate and mortality assumptions to be applied

fo future pension plan habiliies For example as of 31 December
2012, a 0 5% increase In discount rate would have reduced the
combined UK and US pension plan deficit by $28m whilst a 0 5%
decrease would have increased the combined defiait by $33m A
0 5% increase In discount rate would have decreased profit before
taxaton by $Im whilst a 0 5% decrease would have increased 1t

by $Im A one-year increase n the assumed hfe expectancy of the
average 60 year old male pensien plan member in both the UK and
US would have increased the combined defiat by $23m In making
these jJudgments, management takes into account the adwvice of
professional external actuanes and benchmarks its assumpthions
against external data

The discount rate 1s determined by reference to market yields on
high quality corporate bonds, with currency and term consistent with
those of the habilimes In particular for the UK and US, the discount
rate 1s denved by reference 1o an AA yield curve derived by the
Group's actuanal advisers

See Note 19 of the Notes to the Group accounts for a summary of
how the assumptions selected in the last five years have compared
with actual results

Contingencies and provisions

The recogrihion of provisions for legal disputes 1s subject to

a significant degree of estimation Provision 1s made for loss
contingencies when 1t 1s 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 acoount
the adwvice of internal and external legal counsel Provisions are
reviewed regularly and amounts updated where necessary to
reflect developments in the disputes The ultimate kability may
aiffer from the amount provided depending on the outcome

of court proceedings or settlement negotiations or If new facts come
to light

The group operates in numerous iax jursdichons around the

world Although it 1s group policy to submit its tax retums 1o the
relevant tax authonties as promptly as possible, at any given fime
the group has unagreed years outstanding and s involved 1n
disputes and tax audits Significant 1ssues may take several years fo
resolve In estimating the probabibity and amount of any tax charge,
management takes into account the views of internal and external
adwisers and updates the amount of provision whenever necessary
The ulimate tax hability may differ from the amount provided
depending on interpretations of tax law, settlement negohations

or changes n legislation

Legal proceedings

The Company and 1ts subsidianes are parties fo vanous 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 financial position of the Group The Group
provides for outcomes that are deemed to be probable and can be
rehably estimated There s no assurance that losses will not exceed
the provision or will not have a significant impact on the Group’s
results of operations ar financial condihon i the penod in which
they are realised

Product liability claims

In August 2003, the Group withdrew voluntanly from all markeis the
macrotextured versions of its Cximum femoral knee components

A number of related claims have been filed, most of which have
been settled The aggregate cost at 31 December 2012 related to
this matter is approximately $214m The Group has sought recovery
from its pnmary and excess insurers for costs of resolving the clams
The primary insurance carrier has paid $60m in full settlement of s
policy hability However, the excess carmers have denied coverage,
citing defences relating to the wording of the insurance poficies and
other matters In December 2004, the Group brought suit agamnst
them in the US district court for the Western Distnct of Tennessee,
and tnal1s expected to commence 1n 2014 An addonal $22m was
receved in 2007 from a successful setilement with a third party

A charge of $154m was recorded in 2004 for anhapated expenses i
connechion with macrotexiure clarms Most of that amount has since
been applied to settlements of such dams Management beleves
that the $t7m provision remaining 1s adequate to cover remaning
clams Given the uncertainty inherent in such matters, there can be
no assurance on this point

The Group faces other claims from time to hme for alleged defects
I its products and has on occasion recalled or withdrawn products
to minimise: nsk of harm or claims Such claims are endemic to the
orthopaedic device industry The group maintains product habibty
insurance subject to bmits and deduchibles that management
believes are reasonable

Currently, there 1s heightened concern about possible adverse
effects of mp mplant products with metal-on-metal beanng surfaces
and the Group expects to Incur expenses to defend clams in this
area The Group lakes care fo monitor the clinical endence relating
1o 1ts metal hipimplant products and ensure that its product offerings
and training are designed to serve patients’ interests

Business practice Inveshgations

In March 2005 the US attorney’s office In Newark, New Jersey
1ssued subpoenas to the five largest sellers of ip and knee mplants
to US orthopaedic surgeons, Inclucding the Group's orthopaedic
business, asking for information regarding arrangements with
orthopaedic reconstructive surgeons In September 2007, the Group
{and the othet four companes involved) settied the charges that
could have resulted from this iInvestigation, without admitting any
wrangdoing as part of the settlement At the same time, the Group
entered into a Corporate Integnty Agreement ('CIA) with the Office

of the Inspector General {'01G)) of the US Department of Health

and Human Services which requires certain compliance efforts

This agreement was for a five-year lerm

On 11 December 2012 the OIG notified the group that 1t had
met 1ts CIA requrements and that the five-year term of the CIA
had concluded

In September 2007, the SEC notified the Group that 1t was
conducting an informal investgation of comparies in the medical
devices industry, including the Group, regarding possible violations
of the Foreign Corrupt Prachces Act 'FCPA'} n connection with

the sale of products 1n certain countries outside of the US The US
Depariment of Justice ['DOJ') subsequently jotned the SEC’s request




On 6 February 2012, Smith & Nephew announced that 1t had
reached settlement with the SEC and DOJ in connechon with this
matter Smith & Nephew has paid sbightly less than $23mn fines
and profit disgorgement and committed fo maintain an enhanced
complhance programme and appoint an independent monitor for at
least 18 months to review and report on its compliance programme {o
both the SEC and DOJ The setilement agreements impose detalled
reporting, comphance and other requirements on Smith & Nephew
for a three-year term Falure to comply wath these requirements,

or any other violation of law, could have severe consequences

for the Group

Intellectual property disputes

The Group 1s engaged, as both plaintiff and defendant, in ihgation
with various competitors and others over ¢laims of patent
nfringement and other intellectual property matters These disputes
are being heard in courts 1n the United States and other Junsdichons
and also before agencies that examine patents Ouicomes are rarely
certain and costs are often significant

From the Group's entry into the negative pressure wound therapy
business in 2007, Kinetic Concepts, Inc ('KCI') pursued claims of
patent infnngement against the Group in the US, UK, Germany
and other junsdictions, asserling both iis own patents and others
exclusively keensed to KCI by Wake Forest University Dunng the
course of 2012, the Group reached agreements with KCl and Wake
Forest to resolve all pending daims

The Group has twice won Jury verdicts in the US distnct court for
Oregon against Arthrex Inc for nfnngement of the Group's patenis
relating to suture anchors Judgement was entered in favour of the
Group after the first verdict but reversed on appeal and remanded
for a new tnal The verdict in the new tnal was overturned by the
distnct court but then hin January 2013) reinstated on appeal

Other matters

In Apnl 2009, the Group was served with a subpoena by the US
Department of Justice In Massachuselis requinng the produchon
of documents from 1995 to 2009 associated with the marketing
and sale of the Group's EXOGEN bone growth stimulator Stmilar
subpoenas have been served on a number of competitors in
the bone growth stimulator market Around the same time aqui
tam or "whistleblower’ complaint concerming the industry's sales
and marketing of those products, onginally filed in 2005 against
the pnmary manufacturers of bone growth stimulation products
(including Smith & Nephew), was unsealed in federal court in
Boston, Massachusetts A mohon to dismiss that complaint was
denied in December 2010

The Group 15 subject to country of origin requirements under the

US Buy Amencan and Trade Agreements Acts with regard to sales
1o certain US government customers The Group has voluntanly
disclosed to the US Veterans Administration and the US Department
of Defense that a small percentage of the products sold 10 the US
government in the past, primanly from the orthopaedics business,
may have onginated from countries that are not ebigible for such
sales except with government consent Government auditors
subsequently conducted an on-site wisit at the Group's orthopaedics
business In December 2008, three months after Smith & Nephew's
nttial voluntary disclosure, a whistleblower surt was filed in the US
disinct court for the Westemn distnct of Tennessee alleging these
viclations Smith & Nephew's mation io dismiss the suit was denied
it November 2010

Section § Financial review and principal nsks 53

Outlook and trend information

The discussion below confans certain forward-looking statements
that may or may not prove accurale For example, statements
regarding expected revenue growth and trading margins, market
trends and our product pipeline are forward-looking statements
Phrases such as ‘aim’, ‘plan’, ‘intend’, *antcipate’, ‘well placed),
‘believe’, ‘estimate’, ‘targat’, ‘consider’, and similar expressions

are generally intended to 1dentify forward-looking statements
Forward-locking statements involve known and unknown nsks and
uncertainties and other important factors that could cause actual
resulls to differ matenally from those projected in forward-looking
statements For Smith & Nephew, these factars include economic
and financal conditions 1n the markets we serve, especially those
affecting healthcare providers, payors and customers, price levels
for established and innovative medicat devices, developrments in
medical technology, regulatory approvals, reimbursement decisions
or other government actions, products defects or recalls, itigation
refating to patent or other claims, legal compliance nisks and
related investigative, remedial or enforcement achions, strategic
achons, including acguisitions and depositions and our success I
ntegrating acquired businesses, and numerous other matters which
affect us or our markets, including those of a polihical, economic
business or competitive nature

Additional information on factors that could cause the Group's
aciual results to differ from estimates reflected in these forward-
looking statemenits, can be found under *Principal nsks and nsk
management’ section on pages 54 to 55

Information regarding the recent and longer term market growth
trends 1s given for each of the Group's divisions i the relevant
‘Market and competition” sections under ‘Business segment reviews'
onpages 22 t0 33

Smith & Nephew expects the market conditions seen in 2012
broadly to continue in 2013

Dunng 2013, the Group expects to maintain its excellent record In
Advanced Wound Management and again grow at above the market
rate

Trauma and Extremities are expected to continue to build upon
recent investmenis and grow slightly ahead of the market rate

In Sparts Medicine, the Group anficipates growing at around the
market rate, with a stronger fimsh o the year, as new producis are
ntroduced In the second half of 2013

Orthopaedic Reconstruction 15 kely to grow more slowly than the
market, reflecting the Group's position in the product cycle and

the metal-on-metal headwinds, albeit with performance improving
throughout the year as we realise the benefits of recent and planned
product launches

The Group exceeded its frading profit margin expectaton for 2012
and remains focused on creating a business capable of delivering a
sustainable 24% margin

Dunng 2013, the Group expects further benefits will be gained from
aur efhiciency programme and will continue nvesting for grawth The
first effects of the US Medical Device exaise fax and the Healthpoint
acquisition, which 1s nitially dilutive fo the Group margin, will be seen
in 2013 Taking all these factors together, our trading profit margin in
2013 15 expected fo be below the 23 3% achieved In 2012

Smith & Nephew exited 2012 with a much stronger platiorm than we
entered the year In 2013 we wll conhnue to focus on our Strategic
Prionties to deliver greater value for our Company and stakeholders
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Principal nsks and nsk management

As an integral part of planning and review, Group and business
area management seek to identfy the significant nsks involved

In the business, and to review the nsk management action plans
for those nsks The Group Risk Commitiee, which 1s compnsed of
the CEO and senior execuiives, meets twice a year o review the
nsks identfied by the businesses and corporate functions and any
nsk management actions being taken As appropriate, the Risk

Risk Context

Commiltee may re-categonse nsks or require further information on
the nsk management action plans The Risk Committee reports to the
Board on an annual basis defailing all pnnaipal nsks In addibion, the
Board considers nisk as part of the development of strategy Internal
audt reviews and reports on the effectiveness of the operation of the
nsk management process

Specific nsks we face

Disruptive
technologies

The medical devices industry has a rapid rate of new produci - Competitors may introduce a disruptive technology.
introduction The Group must be adept at monmitoring the landscape for or obtain patenis or other intellectual property nghts,
technological advances make good Investment/acquisttion choices

that affect the Group's compelilive position

have an efficient and valuable product development pipeline and secwe |~ Claims by third parhies regarding infingement of their

protection for its intellectual property

intellectusl property nghis

- Lack of mnovation due to low R&D investment, R&D
shalls gap or poor product development execution for
established and emerging markets

— Failure to successfully commercialise a pipeline
product, or failure to receive regulatory approval

Government In most markets throughout the world expenditure on medical devices |- Reduced reimbursement levels and increasing
15 conirolled to a large extent by governments, many of which are facing pricing pressures

action, q Increasingly intense budgetary constraints The Group 1s therefore largely | _ Reduced demand for elective surgery

nciNg an dependent on governments previding increased funds commensurate

Eelmb%rsem ent with the increased demand ansing from demographic trends - Increased focus on health economics
Reimbursement rates may be set in response to perceved economic |~ Govenment pohicies favounng lower priced products

pressure value of the devices based on climical and other data relating to cost, | — poliiical upheavals prevent sefling of products,
patient outcomes and comparative effechveness Polifical upheavalin recening remitiances of profit from a member of the
the countnes where the Group operates or surrounding regions could Group or future invesiments in that country
adversely affect Group operations ar tumover — The Group1s exposed o fluctuations In exchange
Group operations are affected by ransactional exchange rate rates If the manufachunng counlry currencies
movements The Group's manufacturing cost base s situated i the strengthen against the seling currencies the frading
US, UK, China and Swtzerland and finished products are exported margn may be affected
worldwide - Economic downtum impacts demand and collections

Supply Unexpected events could disrupt the business by affecting eitherakey |- Catastrophe could render one of the Groups

! facility or system or a large number of employees The business ts also production facilities out of action

SyStem and stte reliant on certain key suppliers of raw materials, componervts, firished | _ A sigrifican event could 1mpact key leadership or a

d]sruphon products and packaging materials large number of employees
— Issues with a single source suppher of a key
component and failure to secure crtical supply
- Asevere T fault could disable cnlical systerns
Product safety National regulatory authonhes enforce a complex series of laws and — Non-comphance with product regulations and

regulanons that govem the design, development, approval, manufacture | standards could result in fines, penalies and
fegUlatlon. and labelling, markettng and sale of healihcare products They also review prosecutions
lmgahon data supporting the safety and efficacy of such products and may also | - Product defect could result n lost sales and inventory
inspect for compliance wath appropriate standards, including those wriie-offs
relating to Quahty Management Systems { QMS') or Good Manufaclunng | _ 1pug party babilty daims

Prachce { GMP') regulations

~ Damage lo reputation
Comphance Business practices in the healtheare industry are subject toincreasing | — Violation of healthcare, data privacy or anti-cormuption
scrutiny by government authonities The trend in manty countnes is laws could result in fines, loss of reimbursement and
with laws towards increased enforcement activity The Group 15 also subject to mpact reputation

and regulahons increased regulation of personal information Acquisitions and expansion | - Senous breaches could potentally prevent the Group

Into Emerging markets could also pose addional comphance risks

from doing business in a certain markel

- Farlure 1o conduct adequate due diigence or fo
Integrate appropnate intemal controls into acquired
businesses could result in fines and impact return
on nvestment




There are known and unknown nsks and uncerlainties relating to
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histarical levels, and how these nsks relate 1o the Group's stralagic
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Smith & Nephew's business The table below provides an overview priontes In addstion, other factors not lsted here that Srith & Nephew g
of what the Board considers the most significant nsks that could cannot presently identfy or does not believe to be equally sigrificant, &
cause the Group's business, financial position and results of could also matenally adversely affect Srith & Nephew's business, z
operations to differ matenally and adversely from expected and financial position or resulls of operations 3
g
:
Possible impacts Risk Management achions Link to strategic prionty
— Lossof marketshare, |- Increasing productmty, priontisation and allocation of R&D funds - Innovate for value gz
%23
pg':tﬁnd fong-term - Increasing R&D 1rvestment In order to enhance cinical capability 1west |- Simplify and mprove our operating mode! é g
g In biomatenals - Supplement the organic growth through acquisiions & E
— Strengthen intellectual property nghts and support an Emerging Market g E
portiolio 55
- Business development to augment the pertfolio %
— Increasing speed to market of new products
— lossofrevenue, profit | — Develop Innovative economic product and serice solutions for both - Simplify and mprove our operating model g %
and cash flows Established and Emerging markets Established markets =E
- Incorperate health econonic component into design and development |- Innovate for value E
of new products 2
~ Enhanced experhise supporting rembursement strategy and guidance
- Ophmse cost lo serve to protect margins and hiberate funds for
Investment
- Streamline COGS, SKUs, and inventory management
— The Group transacts forward foreign currency commitments when firm
purchase orders aie placed fo reduce exposure to currency fluciuations
&
i
£E
- 3
B2
2=
- loss of revenue, profit |- Ensure cnsis response/business continuity plans at all major faclites |- Smphfy and improve our operating modet &
and cash flows and for key products - Established markets
~ Audtt programme for ¢cntical supplers and second sources or increased
nvertories for cntical camponents
- Implement enhanced travel secunty and protection programme
— IT disaster and data recovery plans are 1n place and support overall
business continuty plans § g
23
-~ Loss of profitand - Enhanced leadership and resources ~ Simplify and improve our operating model g g
reduction n share price | _ standardise the Group's quality management and praciice - Innovate for value
~ Negative impacton — Mainien auditing progranimes 1o assure comphiance
brand/reputation
- Group-wide practices to drve design, and production ine performance
and dependablity
~ Post launch review of product safety and complaint data
~ Loss of prafit and - Strong complance expertise and infrastructure - Smplify and mprove our operating model gz
I
reduction - Code of Conduct/Global Policies and Procedures { GPPs') providing - Emerging markets ze
1n share price controls for sigmificant compbance nsks _ Established markets g
— Negative impact on — Trairung and e-resources to guide employees and third parties with § &
brand/reputation compliance responsibilities =

- Monitaning and auditing programmes to venfy implementation

- Independent reporting channels for employees and third parties to
report concems with confidentiality

— Due diligence reviews and integration plans required for acquisibons
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Corporate Governance

Ethics and compliance are at the heart
of everything we do, and underline our
commitment to strong Governance. We
believe effective Governance requires
both leadership and collaboration.
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Directors’ Remuneration Report 74




Govermnance introduchon

Dear Shareholder,

| am pleased to present the Corporate Governance Staternent for 2012
Before we get into the technical detail of specrfic corporate goverance
requrements, I wanted to highlight the governance areas we have focused
onin 2012

Board changes

We have continued to make changes fo our Board throughout the year As
you will have read elsewhere in this Annual Report, we are delighted that
Julie Brown has joined us as Chief Financial Officer on 4 February 2013 She
will continue to buld on the strong foundations laid by Adnan Hennah who
left the Board on 31 December 2012 Adnan has coninbuted enormously to
the success of the Company over the past six years and we are sorry to see
hum leave but wish him well in his futwre career

We have also made a number of changes to our Non-Executive feam On

12 Apnl 2012, Rolf Stomberg left the Board following 14 years' service as a
Non-Executive Director, dunng which time he served periods as Senior
Independent Director and Chairman of the Remuneration Commiltee On

1 Novemnber 2012, Geneviéve Berger left the Board owing to other time
commitments Dunng the year we were pleased 1o welcorne Ajay Piramal

1o the Board on1 January 2012 and Baroness Bottomley on 12 Apnil 2012
Finally, we shall be apponting Michael Fnedman to the Board in Apnl These
three new appointments reflect the changing focus of the Group, as we build
a Board that will take us into the future Ajay brngs experience of Emerging
markels and Baroness Bottomley bnngs her knowledge and expenence

of European public healthcare systems whilst Michael Friedman brings
exceptional expenence of the US Healthcare market These are all areas vital
to our future growth and prospects

Ethics and comphance

Ethics and compliance remain at the very heart of our business and
everything that we do The independent moritor appointed 1o review our
efforts recognised and supporied the enhancements we have made over
the past five years o our ethics and compliance programme, whilst making
some very valuable suggestions about further impravernents in what s a
constanily evolving aspect of our business We continue to remain vigitant in
these areas and the Ethics & Compliance Committee of the Board sels the
tone at the top In overseeing our ethics and compliance programime, which
pervades the entire organisation

Section 6 Corporate Governance 57

Norminaton & Govermance Committee

In recogrution of all the external developments in corporate governance, we
have expanded the remit of the Nominahons Cornmittee to cover governance
matters and to rename the committeg, the Nomination & Governance
Commiitee For some time the Committee has considered certain
governance matlers such as the independence of Non-Executive Directors,
diversity and the Board Evaluation process This change of reit formalises
the role of the Committee, which now includes Board succession planming,
ndependence of Non-Executwve Directors, diversity, conflicts of inferest,
oversight of the effective governance of the Board and its commitiees, the
Board Evaluation process, the induction of new directors and directors
training n general, as well as keeping abreast of external governance
acivities

Review of the Board's Effectiveness

Having conducted our own internal evaluation of the Board s effectiveness in
2010 and 2011, we asked Independent Audit to facilitate the review process
n 2012 This took the form of a senes of interviews with each member

of the Board, the Company Secretary and other members of the senior
management team wha inferact with our Board Independent Audit atso
reviewed the Board and Committee papers over the past year and observed
our December Board meeting Their comments and observations gave us a
useful perspective into the way we operate as a Board You can read more
about this review in the statement that follows A key takeaway for us was the
need 1o give even greater focus to succession at Board level

As ever, whilst we recogrise the importance of sound governance we are
continually focused on the Board's responsibility to promote the long-term
success of the Company for the beneft of customers, employees and
shareholders

Sir John Buchanan

Chairman
20 February 2013
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Our Board of Directors

Our Board has the depth and breadth of experience
necessary to help the business take full advantage
of the opportunities and challenges ahead

Balance of Non-Executive

Board Gender Board Nationality and Executive Directors
A Male 8 A Amencan 3 A Chairman 1
B Female 3 B Bnihsh 5 B Executive
I
Graph removed C trench 1 Graph removed Director 2 Graph removed
D Indian 1 C Non-Executive
£ NewZealand 1 Director 8
Board Commttee Membership
Audit Nomination & Ethics & Remuneration Susan Swal )ey (5])
Governance Compliance Company Secretary

15 lohn Buchanan o Susan was appainted Company Secretary in May
2 Olvier Bohuon . 2009 She has nearly 30 years' expenence as a
3 Jube B company secrefary In awide range of campanies

Lt Brawn including Prudential plc Amersham plc and RMC
4lan Barlow . Group plc Her work has covered Board support,
5 Baroness Bottomley . corporate governance, corporate fransactions, share
& Richard De Schutier . . . - registrabon listing obligations, corporate social

responsibility pensions Insurance and employee
7 Michael Friedman and executive share plans Susan s a member of
& Pamela Kirby . +  the GC100 Group Executive Committee and the CBI
9 Brian Larcombe . . . Companies Committee and 1$ a frequent speaker on
corparale governance related matters

10 Jaseph Papa . . .
11 Ajay Piramal Nationabty

Batish




15ir John Buchanan {69
Chairman

Sir John was appointed Independent Non-Executive
Director In 2005 and was appeinted Chairman

and Chairman of the Naminations Commitiee in
Apnl 2006 [now the Nomination & Governance
Committee]

Sir John has broad intemational experience gained In
large and complex internationat businesses He has
substantial expenence i the petroleumn Industry and
knowledge of the international investor community
He has held varnous leadership roles in strategic
financial operational and marketing positiens,
including executive experience in different countries
He 1s a farmer Executive Director and Group Financial
Officer of BP serving on lhe BP Board for six years
until 2003

Other Drrectorships

- Chairman of ARM Holdings plc

- Senior Independent Director of BHP Biliton Plc

— Chalrman of Intemational Chamber of Commerce
UK) Urmited

— Chawman of UK Trustees for the Christchurch
Farthquake appeal

Nahonality

Bnhish/New Zealand

2 Olwvier Bohuon (54
Chief Exacutive Officer

Olivier joined the Board and was appainted Chief
Executive Officer in Apnl 2011 He s a member of the
Nomination & Governance Committea

Olwier has had extensive internationat and
leadership expenence within a number of
pharmaceutical and healthcare companies Priar o
joining Smuth & Nephew, he was President of Abbott
Pharmaceuticals, 2 dwsion of Abbott Laberalores
based in the US, where he was responsible

for the entire business including R3D, Glebal
Manufactunng and global support functions

Other Directorships

~ Non-Executive Direclor of Virbac Group
Nationahity

French

3 Juhe Brown (50)
Chief Financtal Ofhcer

Jube Joined the Board on 4 February 2013 as Chief
Financiat Officer Julie is a Chartered Accountantand
Fellow of the Inshitute of Taxation with international
experlence and a deep understanding of the
healthcare sector She trained with KPMG and then
worked for AstraZeneca plc where she served as
Vice President Group Finance, and more recently as
intenm Chief Financial Officer Prior 1o that she was
Regional Vice President Labin Amernca Marketng
Company Prestdent AstraZeneca Portugal and Vice
President Corporate Strategy and R&D Chief Financial
Officer She has previously held Vice President
Finance positions (n all areas of the healthcare value
chaln including Commercial Operatons R&D and
Business Development

Nationahty

British

4 |lan Barlow [61)
Independent Non-Executive Director
Chairman of the Audit Comsmittea

lan was appointed Non-Executve Director in March
ggm and Chairman of the Audil Commitiee in May
10

lan is a Chartered Accountant and has had
considerable financial expenence both
Internationally and w the UX Prior to his retirement
in 2008, he was a Partner at KPMG lattery Serior
Partner London During his career with KPMG he
was Head of their UK tax and legal operations, and
he acted as Lead Partner for many large international
organisations operating extensively in North
Amerca Europe and Asia

Section 6 Corporate Govemance 59

Other Directorshups

— Lead Non-Executive Director charring the Board of
Her Majesty’s Revenue and Customs

— Non-Executve Director of The Brunner Investment
Trust

- Charman of The Racecourse Association

Nahonalty

Briish

5 The Rt Hon Baroness Bottomley of

Nettlestone DL (64)
Independent Non-Executive Director

Baroness Bottomley was appointed Non-Executive
Director on 12 April 2012

Baroness Bottomnley has extensive experience and

understanding of healthcare She was appoinied a

Life Peer In 2005 followling her career as a Member

of Parlament between 1984 and 2005 and served

successively as Secretary of State for Health and then

National Heritage She holds a number of positions

within the public and private healthcare sector

Other Drrectorships

- Direclor of Intemational Resources Group Limited

- Member of the intemationat Adwisory Board of
Chuga1 Pharmaceutical Company Limited

- Chancellor of University of Hult

— Pro Chancellor of the University of Surrey

- Governor of the Lendon School of Economics

- Trustee of The Economist

Nationabty

Bntish

6 Richard De Schutter (72)

Semior Independent Non-Executive Director
Richard was appaointed Non-Execulive Direclor in
January 2001 and Senior Independent Disector in
April 20m

Richard has had extensive US corporate expenence
at Chief Executive and Chairman levelin a number
of mayor corparations with pnmarity a scientific
chemical engineering or pharmaceutical focus
induding G D Searle & Co  Monsanto Company
Pharmacia Corporation and DuPont Pharmaceuticals
Company

Other Directorships

- MNon-Executive Chairman of Incyte Corporation

- Non-Execufive Director of Durata Therapeutics Inc
- Non-Executive Director of Navicure Inc

- Non-Executive Director of Sprout Pharmaceuticals
- Non-Executive Director of Cellic Therapeutics

Nahionabty
American

7 Michael A Fnedman 69)
Independent Non-Executve Drrector

WMichael will be appointed Non-Executive Director
10 Apnl 2013 and will immediately offer imself 1o
shareholders for re-eleclion

Michae! has heen Chief Executive Officer of City of
Hope the prestigious cancer research and treatment
institution in California He also serves as director of
the institution's comprehensive cancer centre and
holds the Irell & Manella Cancer Center Diectors
Distinguished Chalr He was formerty semior vice
president of research, medical and public policy for
Pharmacia Corporation and has served as Deputy
Commissioner and Achng Comrmissioner at the US
Food and Drug Administration He has also served
on a number of Boards in a Non-Executive capacity
including RiteArd Corporation

Other Directorships

- Chuef Executive Officer of City of Hope
- Non-Executive Director of Celgene Corporations
- Non-Executive Director of MannKind Corporation

Nahonahty

Amencan

8 Pamela Kirby (59)

Independent Non-Executive Director
Chairmanof the Ethics & Comphance Commmttee

Pamela was appointed Non-Executive Direclor

in March 2002 and Chairman of the Ethies &

Comphanca Commitiee in Apnl 201

Pamela has extensive commercial and product

development expenence within the international

pharmaceutical and healthcare mdusiry Her last

executive position was Chief Executive of Quintiles

Transnational Corp in the US, hawvng previously

held senior positions in vanous phamaceutical

companies including AstraZeneca and F Holfmann-

La Roche Sheis now a Non-Executive Director of

number of Intemational companies

Other Directorships

— Non-Exeoutive Chairman of Scynexis Inc

— Non-Exetutive Director of iInforma ple

— Non-Executive Director of Victrex plc

— Non-Executive Mermber of the Board of Simmons &
Simmons LLP

Nationaly

British

9 Bnan Larcombe (59)

Independent Non-Executve Director

Brian was appointed Non-Executive Director in
March 2002 Bran spent his career in private equity
with 31Group After leading the UK investment
business for a number of years he became Finance
Director and then Chief Executive of the Group
following iis flotation He 15 well known in the City and
has held a number of Non-Executive Directorships

Other Directorships

— Non-Executive Director of gategroup Holding AG

- Non-Executive Director of Incisive Mecha Holdings
Limited

Nationabty

British

10 Joseph Papa (57)

independent Non-Executive Director
Chairman of the Remunerahon Committee
Joseph was appointed Non-Executive Director In
August 2008 and Chairman of the Remuneration
Committes in April 201

Joseph has had nearly 30 years expenence in the
pharmaceutical industry working for a number of
companles both In the US and Swilzerland He is now
Chairman and Chief Execulive of Pemgo one ofthe
largest over the counter pharmaceutical companies
in the US having held senior positions at Novartis
Cardinal Health, Inc and Pharmacia Corporation

Other Directorships

~ Chairman and Chief Executive of Perngo Company
Nationalty

American

11 Ajay Pramal {57)
Independent Non-Executive Director

Myay was appointed Non-Executve Director on
1January 2012 Ajay 1s one of Inchas mast respected
businessmen He enabled the Piramal Group to
transform from a textile-ceniric group to a US$2 Cbn
conglomerale in diversified areas He has extensive
industry and market knowledge and intemational
experience He has held a number of global healthcare
leadership positions in both India and intermnationally

Other Drrectorships

= Chairman of Piramal Enderpnses Limited Piramal
Glass timited, Allergan India Pvt Urnited IndiaREIT
Fund Advisers Pvt Limited and Director of DB Corp
Limited

- Chairman of the Board of Govemors of Indian
Institute of Technology, Indore

— Member of the Board of Deans Advisers at Harvard
Business School

— Chairman of Pratham India

Nahonalty

Inchan
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Our Executive Officers

Olivier Bohuon 1s supported in the day-to-day
management of the Group by a strong team of
Executve Officers




1 Jubie Brown (50}
Chiel Financial Officer

Julie joined the Board on 4 February 2013 as Chief
Financial Officer Jule is a Chartered Accountant and
fellow of the Inshitute of Taxation with international
expenence and a deep understanding of the
healthcare sector She trained with KPMG and then
worked for AstraZeneca plc where she served as
Vice President Group Finance, and more recently as
Interim Chief Financial Officer Prior 1o that she was
Regional Vice President Latin Amenca Marketing
Company President AstraZeneca Poriugal and Vice
President Corporate Strategy and R&D Chiet Financial
Officer She has previously held Vice President
Finance positions in all areas of the healthcare value
chain including Commercial Operations R&D and
Business Development

Nahonality

Brtish

2 Jack Campo {58}
Chief Legal Officer

Joined Smith & Nephew in June 2008 and heads up
the Global Legal function Inftially based n London,
he has been based in Andover, Massachusetts since
{ate 20M

Previous Expenence

Prior 1o joining Smuth & Nephew, Jack held a number
of senior legal roles within the General Eleciric
Company including seven years at GE Healthcare
[GE Medical Systems) inthe US and Asla He began
his career with Davis Polk & Wardwell

Nationafity

American

3 Franaisco Canal Vega (51)
President, Emerging markets

Joined Smith & Nephew In January 2012 and leads
the Emerging markets dvision focusing particularly
on achieving market leading growth in Brazil Russia
Chinaand India He s based in Duban

Previous Expenence

francisco has held semor management positions 1n
global companies including Gambro AB and Baxter
Internalional He has lived and worked in many
countries including Switzeand Germany China,
Japan USand Spain Francisco was also formerty a
Board Member of EUCOMED

Nationabty

Spanish

4 Mike Frazzette (50}
President, Advanced Surgical Devices

Joined Smith & Nephew in July 2006 as President
of the Endoscopy business Since July 201, he has
headed up our Advanced Surgical Devices dwvision
and Is responsible for the Orthopaedic Trauma and
Endoscopy business in Established markels Heis
based in Andover Massachusetls

Previous Expenence

Mike has held a number of semor positions within
the US medical devices industry He was President
and Chief Executive Officer of Micro Group a US
manufacturer of medical devices and spent 15 years
at Tyco Healthcare becoming President of each of the
Patient Care and Health Systems dwisions

Nahonahty

Amencan
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5 Gordon Howe (50}

Senior Vice President, Global! Planning and
Development

Jomned Smith & Nephew in 1998 and, since August
2007, has headed up the Global Planning and
Business Development teams He Is based in
Memphls Tennessee

Previous Experience

Gordon has held a number of senior management
positions within the Srmith & Nephew Group first
in the Orthopaedics division and more recently at
Group level Priar to joining the Company he held
senior roles at United Technologies Corporation

Natonalty

American

6 Kelvin Johnson (61)

President, International markets

Joined Smith & Nephew n 1980 and was appointed
to lead the International markets division, covering
all countries outside the Established and Emerging
markets in 2011 He 1s based in Dubal

Previous Expenence

Kehin has held a number of key intemational roles
with Smith & Nephew firstly in South Africa and
then leading the Emerging Markel strategy He has
spent some time leading the Group’s increased
focusin China

Natonahty

South African

7 Helen Maye (53}

Chief Human Resources Officer

Joned Smith & Nephew n july 2011 and leads
the Global Human Resources and tnlernal
Communications functions $he 1s based in London

Prevtous Expenence

Helen has more than 35 years expenence across
a varety of international and global roles in
medical devices and pharmaceuticals ncluding
manufacturing supply chain and human resources
Previously she was Divisionat Vice President of
Human Resources al Abbott Laboratories

Nstionality

Irish

8 Cynlle Pettt (42)

Chnef Corporate Devetopment Officer

Joined Smith & Nephew in May 2012 and leads the
Corporate Development function He s based in
London

Previous Experience

Cyrille spent the previous 15 years of his career with
General Electnc where he held progressively senor
positions beginming with GE Capital’ GE Healthcare
and more recenlly as the General Manager Giobal
Business Development of their Transportation

Division Cyrille’s career began in investment banking

at BNP Panbas and then Goldman Sachs
Nationabty

French

9 Ros Rwvaz (57)
Chief Technology Officer

Joined Smith & Nephew in November 2011 Shets
responsible for manufactunng supply chawn and
procurement, [T systems Corporate Sustamabiliry
and Regulatory and Quality Affairs and 1s focused on
improving eticiency in Smith & Nephew processes
She is based In London

Previous Experience

Ros has held senior management postiions in
global companies n the areas of supply chain
managemenl logistics, manutactunng, procurement
and systems, including, ExxonMobil 11 Tate & Lyle
and Diageo She has 30 years’ expenence across all
areas of operational excellence

Nationality

British

10 Roger Teasdale (45)
President, Advanced Wound Management

Joined Smith & Nephew in 1989 wathin the Wound
Management business He was appainted Pres:dent
of Advanced Wound Management in May 2009 He
15 based inHull UK

Previous Experience

Roger has held a number of key roles within the
Smith & Nephew Group In both the UK and the
US and has been responsible for leading the
transtormation of the wound business in recent
years

Nanhonatity

British
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Corporate Governance Statement

Compliance statement

We are committed to the lighest standards of corporate governance and
comply with all the provistons of the UK Corporate Governance Code {the
‘Cade’} The Company s Amencan Deposttary Shares are bsted on the

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 SEC applicable to foreign private
1ssuers We comply with the requirements of the SEC and NYSE except

that the Normination & Governance Committee 1s not compnsed wholly of
independent Directors as required by the NYSE, but consists of a majonty of
independent Directors 1n accordance with the Code We shall explainin this
Corporate Governance Statement and in the Directors’ Remuneration Report,
how we have applied the provisions and principles of the FSA's Listing Rules,
Disclosure & Transparency Rules ('DTR’) and the Code throughout the year

Board

The Board)s responsible for determining the strategy of the Chief Executive
Officer and his Executive team implement that strategy More detait about
the structure of the Board, the matters we deal with and the key achivities we
undertook in 2012 1s on page 63

Roles of Directors

Whilst we &l share collective responsibility for the activities of the Board,
some of our roles have been defined in greater detail In particular the roles
and responsibilities of the Charman and Chief Executive Officer are clearly
defined

Chairman

- Buildng a well balanced Board

— Chainng Board meetings and setting Board agenda

— Ensuring effectiveness of the Board and ensunng annual review
undertaken

— Encouraging constructive challenge and facilitating effective cornmunication
In the Board

- Promuoting effective Board relationships

- Ensunng approprate induchon and development programmes

- Ensunng effective two way communication and debate with shareholders

— Setting the tone at the top with regard to compliance and sustanability
matters

— Promoting high slandards of comporate governance

- Mantaimng appropnate balance between stakeholders

Chief Executve Ofhicer

- Developing and mplementing Group strategy

- Recommending the annual budget and five-year strategic and financial plan

- Ensunng coherent leadersip of the Group

— Managing the Group's nsk profile and establishing effective internal controls

- Regularly reviewing organisational structure developing executive team
and planning for succession

- Ensunng the Charman and Board are kept advised and up to date
regarding key matters

- Mantaining relationships with shareholders and adwvising the Board
accordingly

— Setting the tone at the top with regard to compliance and sustainability
matters

The Mon-Execulive Directors meet regularly prior to each Board meehing
without management 1n attendance The roles of Non-Executive Directors
and, n particular, the Senior Independent Non-Executive Direclor are
defined as follows

Non-Executive Directors
- Providing effecive challenge to management
- Assisting In development of strategy

- Serving on the Board Committees

Semor Independent Non-Executive Drrector

- Chainng meefings In the absence of the Chairman

- Acting as sounding board for the Chairman on Board-related matters

- Acting as an intermedary for the other Directors where necessary

- Avallable to shareholders on matters which cannot otherwise be resolved

- Leading annual evatuation into the Board's eflectiveness
- Leachng search for a new Chairman, as necessary

Independence of Non-Executive Directors

We are sensilive o the need for our Non-Executive Directors to remain
independent from management in order to exercise our independent
oversight and effectively challenge management as necessary Weare
mindful that some of our Nen-Executive Directors have served on our Board
for periads that some right regard as likely to impact their independence
We therefore continually assess the independence of each of our Nen-
Executive Directors and have determined that all our Non-Executive
Directors are independent in accordance with both UK and US requirements
None of our Non-Executive Direclors or their immediate famibes has ever
had a material relationship with the Group None of them receve additional
remuneratien apart from Direclors’ fees nor do they parhapate inthe
Group s share plans or pension schemes None of them serve as directors of
any companies or affitiates in which any other Direclor 1s a director

However more mportantly each of aur Non-Execulive Directors 1s prepared
to queshon and challenge management, to request more information and

1o ask the difficull question They Insist on robust responses both within the
Board room and somehimes between Board meetings The Chief Executive
Officer 15 open to challenge from the Non-Execubve Directors and uses tis
positively to provide more detall and 1o reflect further on 1ssues

We value the input we receve from our long-serving Directars given their
deep understanding of the Group We are however focused on planning
for the future to bulld a balanced board with the skills and expenence fi

to face the challenges that le ahead We have identified the key skills and
expenences weneed and have welcomed the specific expenence that
Ajay Piramal and 8aroness Bottomiey have brought to the Board since ther
appointment in 2012 Ajay brings his skills as a successful businessman
within the Emerging markets, where growth in Emerging markets s

one of our Strategic Prionlies Baroness Bottomley brings her in-depth
knowledge of UK governmental healthcare policies and processes, which
15 also of key Importance for us given the pnicing pressure we face from
European governmental authonties purchasing our praducts Following

his appaintment n Apnl 2013, Michael Friedman will bring his excephonal
expenence of the US Healthcare market and the challenges we facein
Established markets We continue to search for other suitable Non-Executve
Directors, whose expenence will align with our strategic objectives and, in
due course, ourlonger serving directors will step down




Board Membership

Non-Executive Charman Sir John Buchanan

Chief Execuhve Officer Olwier Bohuon
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Risk

— Determining nsk appetie, regulary reiewing nsk register and nsk
management processes

Chief Financial Officer Adnan Hennah
{resigned 31 December 2012)

Chef Financial Ofhcer Jube Brown (2ppomnted 4 February 2013)

Eight Independent Non-Execubve Dwectors

— Richard De Schuter [Senvor Independent Direclor}

Shareholder Communications

- Apprerang preliminaty announcement of annual results, annual report, half
yearly report quarterly financial announcements, the release of prce
sensitive announcements and any bsting particulars, arculars or
prospectuses

- Mantaimng relahonships and continued engagement with shareholders

— lan Barlow

- Baroness Bottomley [appointed 12 Apnl 2012}

— Genevidve Berger fretwed 1 Novermber 2012)

— Michael Fnedman (io be appomted 11 Apnl 2013}

Key actmvities in 2012
(in addrhon fo regular annual activies)

~ Review and oversight of the implementation of new strategy and

— Pamela Kirby organesational struclure
— Bnan Larcombe - Oversight of nsk management process and review of strategic nsk
— Jloseph Papa - Approval of five-year plan

- Ajay Pramal {appointed 1January 2012)

— Review of effectiveness of Board

— Rolf Stomberg (retired 12 Apnl 2012)

Role of the Board
Strategy

— Approving the Group strategy iIncluding major changes to corporate and
management slructure, acquisiions, mergers, disposals, capital
transactions over $10m annual budget, financial plan, business plan, major
borrowings and finance and banking arrangements

- Approving changes to the size and structure of the Board, overseeing
succession planning and the appaintment and removal of Directors and the
Company Secrefary

— Approving Group polices relaling to corporate social responsibility health
and safety, Code of Conduct and Code of Share Dealing and other matters

- Review of ongoing Board composition and appointment of Ajay Piramal and
Baroness Bottomley to the Board

- Consideration and approval of the acquisiion of Healthpoint LifeModeller
and Kalypto

— Approval and oversight of European Process Optirmisation programme:

- Sixphysical scheduled meetings, three scheduled telephone meetings and
two unscheduled telephone meefings

— Four Day Strategy Review and wisit lo.our Emerging and Intemational
markets Head Office and Middle Eastern business

- Two Day visit to our Memphis operations

Performance

- Reviewing performance againsi stralegy, budgets and financial and
husiness plans

- Overseeing Group operations and maintaining a sound system of intemnal
control

- Determining dindend policy and dvidend recommendations

- Approving the appontment and removal of the auditors and other
professional advisers and approving significant changes to accounting
polcies or prachces

- Approving the use of the Company’s shares 1n relation to employee and
executive Incentive plans
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Corporate Governance Statement continued

Board and Committee attendance

The table below delails attendance of Directors at Board and Commutiee meetngs held throughout the year

Nomination & Ethies &
Audt Governance Compliance Remuneration
Board  Commitee  Commitee  Commitee  Commiitee
T meetings Bmeetings 7meetngs  Smeetings 7 meetings

Sir John Buchanan (i} 9 - 7 - -
Olvier Bohuon i1 - 7 - -
Adnan Hennah " - - - -
lan Barlow (} 10 g - - -
Genevieve Berger (in) 7 - - 3 -
Baroness Bottomley (v 6 - - - 2
Pamela Kirby n - - 5 7
Bnan Larcombe {i}ivi g 7 5 - 7
Joseph Papa lil n 8 - 4 7
Ajay Pirarnal ivi) 7 - - -

Richard De Schutter (i} (v) 7 5 7
Rolf Stomberg (v 4 3 2 - 2

fl  Attended all scheduted meetings but unable ta attend certain unscheduled meetings due ta prior commitmens

i Retred from Board on 31 December 2012

) Retred from the Board on 1 Novemnber 2012

iv] Appointed tothe Board on 12 Apnt 2012 and to the Remuneration Committee on 19 Seplember 2012

v Apponted to the Nomination & Governance Committee on12 Apnt 2012

vl Appomnted an 1 January 2012 and unable te atlend cerlain meetings due to arrangements agreed prior to his appoiniment
vl Retred from the Board on 12 Apnl 2012

In all cases where a director 1s unable to attend a scheduled ar unscheduled meeting they have the opportunity of asking questions, raising 1ssues and making
their iews known belore the meeting

From time to time: Directors also attend Committea meetings at the invitation of the Commuttee Charman, even 1t they are not members of the Committee, in
order to gain a better understanding of the actvities of that Committee




Board Development Programme

We continue to focus our Board development programme around the speaific
needs and inferests of our directors This means that there 1s a greater focus
on facilitating a deeper understanding of our business rather than on formal
director training We value our visits fo different Smith & Nephew sites across
the world, as we are able to see the datly aperation of the business and to
meet and talk to the people leading and working 1n our business about the
challenges they face and how they are planring io meet those challenges
We are able to handle our products and hear how our people are innovating
and developing the products of the future This direct comtact with our
businesses helps us when making nvestment and strategic decisions and
when considering succession planning below Board level

We receive updates at the Board and Committee meetings on external
corporate governance changes likely to affect the Company in the future In
2012, we reviewed the proposed changes to narrative reporting, as well as
changes to the UK Corporate Governance Code and the Audit Committeg
Guidelines The Remuneration Commatiee has been momtoning changes

to the way we will report on executive remuneration in the future and the
Chairmnan of the Remuneration Committee met with the holders of 25% of the
Company to discuss remuneration 1ssues

Ajay Piramal and Baroness Botiomley, whe joined the Company during the
year took part in tallored induchion programmes which included visits to
our businesses in Hull in the UK, Andover and Mansfield in the US and 1o
Mumban in India as well as one-to-one meelings with senior head affice
executives and brefings on UK company law and corporate governance
practices

Maonth
February

Activity

Presentations from Roger Teasdale, President of Advanced
Wound Management and Mike Frazzette, President of
Advanced Surgical Devices on therr distnct business
sthralegies

Visit ta our Dubal head office for our Emerging markets and
International markels divisions

Presentation on our Middle Eastemn business
Presentations from the entire Executive Team as part of the
Board's Strategy Review

Wistt to Advanced Surgical Devices offices in Memphis
Serles of presentations from our Advanced Surgical Devices
senior executives on the challenges faced by the business
and our strategy and initiatives to meet these challenges

September

November

Board Effectiveness Review

Having conducted internal reviews into the effectiveness of the Board in
2010 and 207, we carnied out an extemally faciltated review in 2012 Dunng
the year, we evaluated the varying service provided by the different irms

of advisers who practise In this area and selected Belinda Hudson and
Richard Sheath of Independent Audit Lirmited to help facilitate our review
given their experience conducting stmilar reviews for other companies of

a similar size and complexaty Independent Audit has no other business
relatienship with the Company or any member of the Board Following an
niial planning meeting with the Chairan, they reviewed the mnutes and
papers of the Board and Committee meetings held in the past year and then
nterviewed each member of the Board and the Company Secretary They
also interviewed Helen Maye, Chief Human Resources Officer and Gary
Luck of Towers Watson, who support the Remuneration Committee and
James Goodwin, Head of Internal Audit and Les Clifford of Ernst & Young
who work with the Audit Committee Finally, they attended and observed our
Decerber 2012 Board meeting

They concluded thal the Board was very effective with a strong and
professional Chairman a strong cadre of Non-Execuhve Directors with a
broad range of expertisa and expenence, and a Chief Executive Officer
who takes a very positive and open approach to support the Board
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Independent Audit made some suggestions for further improvement which
we discussed al our February 2013 Board meeting We have agreed thal

1n 2013, we shall focus on the following areas to improve our effectiveness
further

Succession Planning at Board level will be discussed regutarly at full Beard
Meetings as well as by the Nomination & Governance Committee to
ensure that there 1s a common understanding around the future structure
of the Board

The activities and strategies of our competitiors wall be discussed in greater
detall fo ensure that the Board better understands our position in the
market place and the competitive pressures we face

Further opportumities will be explored for ensuning that Non-Executive
Directors meet more frequently with senior executives below Board level
to aid succession planning and to gan a greater understanding of the
business and 1ts challenges

Company Secretary and Independent Advice

The Company Secrefary, Susan Swabey, 1s responsible to the Board for
ensunng that we comply with all corporate governance requirements and are
kept updated on our respensibilities We all have access 1o her, indidually
and collectively

We may also, from time to ime, obtain independent professional advice,
atthe Company's expense If we JLdge it necessary in order to fulfil our
responsibiilies as Directors If we areunable to attend a Board meeting or
Board Comritiee meeting, we ensure that we are familiar with the matters to
be discussed and make our views known lo the Chairman or the Chairman
of the relevant Comnnittee prior to the meeting

Management of Conflicts of Interest

None of us, nor our connected persons, has any family relationship wath any
other Director or officer, nor has a matenal interest in any contract to which
the Company or any of its subsidianes are, or were, a party duning the year or
up to 19 February 2013

Each of us has a duty under the Compames Act 2006 1o avoid a situation

in which we have ar may have a direct or indirect interest that canflicts

or possibly may conflict with the interesis of the Company This duty1s In
addition to the existing duty that we owe 1o the Company to disclose to the
Board any transaction or arrangement under consideration by the Company
If we become aware of any sifuation which may give nse to a conflict of
inferest, we inform the rest of the Beard mmediately and the Board 15 then
permitied under the Articles of Assocation to authonse such conflict The
information 1s recorded in the Company’s Register of Conflicts together wath
the date onwhich authorisahior was gven in addiion, we certify, on an
annual basis that the information contained in the Register 1s correct

When the Board dectdes whether or not to authonse a conflict enly the
Directors who have no inferest in the matter are able to parficipate in the
discussion and a corflict 1s only authonsed if we bebeve that 1t would not
have an impact on our abilty to promote the Company s success in the

long term Addihonally, we may as a Board, determine that certain imits or
condiions must be imposed when giving authonsation We have identified
ne actual conflicts which have required approval by the Board We have,
however, identified 10 situations which could potentally give nse to a conflict
and these have been duly approved by the Board and are reviewed on an
anhual basis

Re-appontment of Directors

In accordance with the Code, with effect from the Annual General Meeting
held in 201, all Directors, including Baroness Bottomley who was appointed
on 12 Apnl 2012, Juhe Brown who was appointed on 4 February 2013 and
Michael Fredman who will be appointed on 11 Apnl 2013, offer ourselves to
shareholders for re-election annually Each Director may be removed at any
fime by the Board or the shareholders
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Directors’ Indemnity Arrangements

Each Director 15 covered by appropnate direciors and officers hability
insurance and there are also Deeds of Indemnity in place between the
Company and each Director These Deeds of Indemnity mean that the
Company indemnifies Directors in respect of any proceedings brought by
third parties against them personally in their capacity as Directors of the
Company The Company would also fund ongoing costs in defending a legat
achion as they are incurred rather than after judgement has been given In
the event of an unsuccessful defence in an action against them, individual
Directars would be hable to repay the Company for any damages and to
repay defence costs to the extent funded by the Company

Liaison with Shareholders

The Executive Directors meet regularly with investors to discuss the
Company's business and financial performance both af the ime of the
announcernent of results and at industry investor events Duning 2012 the
Executive Directors hetd meetings with institutional investors, including
Investors representing approximately 46% of the share capital as at
December 2012

As part of this programme of investor meetings, during 2012 as Chairman

of the Company, | met with investors representing 14% of the share capital
Over the last three years, | have met investors represenbng in aggregate 20%
of the share capital Also during 2012 Joseph Papa met with sharehelders
holding 25% of the share capital to discuss remuneration policies and plans

We recelve a short report at every Board meefing reviewing our major
shareholders and any significant changes in their holdings since the
previous meetng Olivier Bohuon and Adnan Hennah and his successor
Julie Brown routinely adwise us of any concerns or issues that shareholders
have raised with them in their meetings We also receive coples of anatysts’
reports on the Company and our peers between Board meetings

The Company's website fwww smith-nephew com| contains information of
interes! 1o both institutional investors and private shareholders including
financial informanon and webcasts of the results presentations to analysts for
each quarter as well as specrfic Information for private shareholders relating
to the management of their shareholding

Share Capital

As at 19 February 2013, the Company's lotal 1ssued share capital with voting
nghis consisted of 904 988,045 Ordinary Shares of 20 US cents each

59 503 197 Ordhinary Shares are held in treasury and are not included in the
above figure

As at 19 February 2013 nohhcation had been receved from the undernoted
investors under the DTR 1n respect of inferests in 3% or more of the 1ssued
Ordinary Shares with valing nghts of the Company

Number of
Shares %
Invesco 105,165,112 16
BlackRock Inc 44,811 205 50
Legat and General Group plc 28,331,119 i1

In addition to the above the Company 1s aware thal Waller Scott & Partners
Lrnited hold approximately 39m Ordinary Shares 14 3%} Otherwise, the
Company 15 not aware of any persan who has a significant direct or indirect
holding of secunities in the Company and 1s not aware of any persons holding
securities which may control the Company There are no secunties inissue
which have special nghts as to the control of the Company

Dwidend

The Board has proposed a final dvidend of 16 20 US cenis per share wiich,
together with the ntenm dindend of 990 US cenits, makes a total for 2012
of 2610 US cenis The final dvidend 1s expected to be paid, subject 1o
shareholder approval on 8 May 2013 {o shareholders on the Register of
Members at the dose of business on 12 Apnl 2013

Annuat General Meeting

The Company's Annual General Meeting 1s to be held on 11 Apnl 2013 at
200 pmat [ET London Savoy Place 2 Savoy Place, Westminster, London,
WC2R 0BL Registered shareholders have been sent erther a Notice of
Annual General Meeting or natification of availability of the Notice of Annual
General Meeting as appropnate

Code of Ethics for Senior Finanaial Officers

We have adopted a Code of Ethics for senior financial officers which1s
available on the Group's websile www smith-nephew com) and on request
This applies to the Chief Executive Oticer, Chief Financial Ofhcer Group
Financial Controller and the Group s semor financial officers There have
been no watvers to any of the Code s provisions nor any amendments made
to the Code dunng 2012 or up unhl 19 February 2013

Evaluation of Internat Controls Procedures

Management 1sresponsible for establishing and maintaining adequate
nternal control over inancial reporting as defined in Rule 13a-15(f) and
15d-15{f) under the Secunties Exchange Act of 1934

We, as a Board are responsible overall for reviewing and approving

the adequacy and effectiveness of internal controls operated by the

Group ncluding financial, operational and compliance controls and nsk
management We have delegated responsibility for the review of financial
ethical complianee and quality management systems controls to the Audit
Commiltee which reviews the internal control process on an annual basis
and evaluales its effectiveness to ensure that it remains robust and to
deniify any control weaknesses The latest review covered the financial
year to 31 December 2012 and included the penod up to the approval of this
Annual Report The main elements of this annual review are as follows

The Chief Executive Officer and Chief Financial Officer have evaluated

the effectiveness of the design and operation of the Group s disclosure
controls and procedures as at 31 December 2012 Based upon this
evaluation, the Chief Executive Officer and Chuef Financal Officer
concluded on 1§ February 2013 that the disclosure controls and procedures
were effective as at 31 December 2012

Management 1s sesponsible for establishing and maintaining adequate
infernal control over financial reporiing Management assessed the
effectiveness of the Group s internal control over financial reporing as at
31 December 2012 in accordance with the requirements in the US under
5404 of the Sarbanes-Oxley Act In making this assessment, they used
the cntena sel forth by the Committee of Sponsenng Organisations of the
Treadway Commission in Internal Control-Integrated Framework Based
on ther assessment management concluded and reported that as at

31 December 2012, the Group's mternal conirol over financial reporting 1
effective based on those cntena

Having receved the report from management the Audit Commiftee reports
to the Board on the effectveness of controls

Emst & Young LLP, an independent registered public accounting firm
issued an audil teport on the Group's internal control over financial
reporiing as al 31 December 2012 This report appears on page 91



There 1s an eslablished system of internal cantrol throughout the Group and
our Dvisions The main elements of the intemnal control framework are as
follows

- The management of each Division 1s responsible for the establishment and
review of effectve internal financial controls within their Dvision

-~ The Group Finance Manual sets out, amongs! other things financial and
accounting pohcies and minimum intermnal inancial control standards

— The Infernal Audil function agrees an annual work plan and scope of work
with the Audit Committee

~ The Audit Committee reviewed reporis from the mternal auditors on therr
findings on intermal financial controls

— The Audit Commitlee reviews the Group Whistleblower procedures

— The Audit Commitiee reviews regular reports from the Group Financal
Controller and the Heads of the Taxation and Treasury functions

This system of internal control has been designed to manage rather

than eliminate matenal risks to the achievement of our sirategic and
business objectives and can provide only reasonable and not absolute,
assurance aganst matenal rmisstatement or loss Because of Inherent
himitations, our internal conirols over financial reporting may not prevent

or detect all mis-staterents In addition, our projections of any evaluation
of effectiveness in future periads are subject o the nisk that controls may
become Inadequate because of changes in conditions, or that the degree
of comphance with the policies or procedures may deferiorate This process
complies with the Tumnbull working party guidance, revised October 2005
and additienally contrbutes to our comphiance with the obligations under
the Sarbanes-Oxley Act 2002 and other internal assurance activities There
has been no change 1n the Group s internal controt over financial reporting
durng the penod covered by thns Annuat Report that has matenally affected,
or is reasonably likely to matenally affect the Group's internat control over
hnancial reporting

Pnnapal accountant fees and services

Fees for professional services provided by Ernst & Young LLP, the Group's
independent auditors in each of the last two fiscal years 1n each of the
following categories were

2012 20m

$m $m

Audrit 3 3
Audtt related fees - -
Tax 2 2
Other - -
5 5

Audt fees nclude fees associated with the annual audit and local statutory
audits required internaticnally A more detalled breakdown of audit fees may
be found in Note 3 of the Notes to the Group accounts

Section 6 Corporate Governance 67

Disclosure of information to the auditors

In accordance with Section 418 of the Companies Act 2006, the Directors
serving at the time of approving the Drectors’ Report confinm that to the best
of their knowledge and belief, there1s no relevant audit infermation of which
the auditors Ernst & Young LLP, are unaware and the Directors also confirm
that they have taken reasonable steps to be aware of any relevant audit
information and, accordingly, o esfablish that the auditors are aware of such
Information

Audttors

Ernst & Young LLP have expressed their willngness fo continue as auditors
and resolutions proposing their reappointment and to authonse the Directors
ta determine therr remuneration will be proposed at the Annual General
Meeling as approved by the Audit Committee

Directors’ Report

The Directors’ Report includes the fallowing sections, Marketplace and
Business Segment Review' (pages 22 1o 33), 'Sustainability Review’ ipages
35-41}, ‘Financial review and principal nsks” [pages 43 to 54), 'Corporate
Governance' (pages 57 1o 74) and Group and investor informatron

{pages 144 0159)

Corporate headquarters and registered office

The corporate headquarters 15 In the UK and the registered office address
1s Smith & Nephew plc, 15 Adam Street London WC2N 6LA, UK Registered
n England and Wales No 324357 Tel +44 (D) 20 7401 7546 Website www
smith-nephew com

Committees of the Board

We delegate some of the Board's detalled work to four Committees Each

of these has ther awn terms of reference which may be found on the
Group's website at www smith-nephew com The Company Secrelary or
her designate 1s secretary to each of the Commuttees The Chaiman of
each Committee reports orally to the Board and minutes of the meetings are
airculated to all members of the Board
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Audit Committee Nomination & Govemance Commitiee
lan Barow Sir John Buchanan
Membership Membership

- lan Barlow [Chairman) {independent and financial expert)

- Bnian Larcombe (independent)

— Joseph Papa (Independent)

- Richard De Schutter (iIndependent)

~ Rolf Stomberg [Independent) fretired 12 Apnl 2012}

— In addihon, all meetings were attended by the Chief Executve Officer, the
Chief Financial Officer the Head of intemnal Audit the external auditors and
key finance personnel

— Sir John Buchanan [Chairmanl {independent on apponiment)
— Olmer Bohuon

— Bnian Larcombe (Independent] (apponied 12 Apnl 2012}

— Richard De Schutter {independent)

- Rolf Stombesg {independeni] irefired 12 Apnl 2012)

Eght Meetings Seven Meetings
One matter agreed by wiitten resolution
Main Responsibibhies Main Responsibilrhes
Financial reporting - Review size and composition of Board
- Ensuring the integnty of the financial statements and thewr compliance with — Oversee Boand succession plans
UK and US statutory requirements — Recommend Direclor appomtments

- Reviewing sigmificant financial reporting judgments and compbance with
accounting standards pelicies and praciices

~ Monrtonng announcements relating ta the Group s financial performance

Internal controls and risk management

~ Monitoring the effectiveness of internal controls and compliance with the
Sarbanes-Oxley Act specifically S 302 and 404

- Reviewng the operation of the Group's nsk management processes and
the control environment mitigating compliance and quality management
system nsk

Receive reports on fraud and whistieblowing

Intemal audit

- Agreeng intemal audit plans and reviewing internal audi reports

- Moniter the effectveness of the intemal audit function

External audit

- Overseeing the Board's relationship wath the extemnat auditars, monitonng
and reviewing thelr performance, evaluating their effectiveness and making
recommendations to the Board for therr reappointment

— Oversee govemance aspects of the Board and its Committees
= Oversee review Inlo the Board s Effectiveness

— Consider and update the Schedule of Matters Reserved to the Board
and the Terms of Reference of he Board Commtilees

- Monitor extemal corporate governance actvities and keep the Board
updated

- Oversee Board developrment programme and the induction process
for new Diretiors

Key Actnnhies in 2012 (in addihon to main responsibilities)

- Reviewed plans for continuing the reformatting of the Annual Report
1n light of the new Narrative Reporting requirements

- Considered the management of strategic risk by the Tax function

— Receved and considered a report from the Treasury function

- Reviewed an external report on the effectiveness of the intemal audt
function and monitared implementation of s recommendations

- Reviewed capabilites of finance functicn

Key Actvihies 1n 2012 (in addihion to main responsibibihes)
- Recommended the appointment of Jule Brawn as Chief Financial Officer

— Recommended the appainiment of Baroness Bottomley as an addihonal
Non-Executive Director

~ Considered the appointment of Michael Fnedman as an addihonal
Non-Executve Director

- Expanded remit of the Committee to indlude govemnance matiers
- Continued consideration of diversily issues




Section 6 Corporate Governance 69 §
E:
Ethics & Compliance Committee Remuneration Committee E
Pamela Kirby Joseph Papa g
<
5
:
Membership Membership
— Pamela Kirby (Chairman) independent! - Joseph Papa [Chaiman) {independeni]
— Genevigve Berger (Independent) fo 1 November 2012} ~ Baroness Botiomley {Independent] lappainted gv %
— Jaseph Papa (independent! 19 September 2012} 43
— Richard De Schutter findependent] — Pamela Kby lindependent) Z E
- Brian Larcombe {Independent) =3
- Richard De Schutter (Independent)
Five Meehings Seven Meetings
Three matters agreed by written resolution
Main Responsibilities Main Responsibifites
— Review ethics and compliance programmes - Determine remuneration policy for Executive Directors and semor % g'
~ Review policies and fraining programmes exeamv?'d el oo | g g
_ - Approve ndwidual remuneration packages for Executive Directors an £
Review oomph:gce performance based on monitonng, auditing and Executve Officers at least annually and any major changes to indwidual 3
investigations data packages throughout the year
— Review allegations of significant compliance fadures — Determine the use of long-term ncentive plans and oversee the use of
— Review Group's internal and extemal communications relating to ethical shares in all executive and all-employee plans
and compliance 1ssues — Approve appropnate performance measures for short-term and long-term
— Review external developments and compliance actwities ncenfive plans for Executive Directors and senior executives
- Recewve reports from the Group's ethics and compliance meetings and from - E;(alefmine pay-outs under short-term and long-fem incentive pians for
ecutive Directors and senior executives
the Chief Compliance Officer and the Chvef Legal Officer ) 2z
- Approve Directors' Remuneration Report ensunng compliance with related & E
SOVEMANCE PIOVISIONS 2a
— Mantain constructive engagement on remuneration issues with § §
sharehelders =g
~ Have regard fo remuneration policies and practices across the Group &
Key Actrvities in 2012 {in addihon to mam responsibilities) Key Activihes in 2012 (in addition to main responsibiihes) § 8
- Approved FCPA seltlement with the US Department of Justice and — Approved package for ncoming Chief Financial Officer %8
Secunties and Exchange Commission - Approved joining and leaving packages for all direct reports £5

- Met with ndependent momitar appainted under the BOJ/SEC settlement
1o discuss the effectiveness of our Giobal Compliance programme, review
his inttial report, and consider further enhancements

~ Continued to review compliance programme for third party sellers
and other third parties doing business with the Company

~ Reviewed development of employee compliance training programmes

- Considered level and trend of investment in the Company’s compliance
efforts

~ Considered compliance impbeations relating o potential acquasthons
ncluding due ditgence findings and integration plans

to Chief Executive Officer

- Implemented new remuneration arrangements for top 70 senior executves
to align remuneration with the updated Group strategy

- Continued engagement programme with major shareholders to explain
new remuneration arrangements

- Reviewed policies on ferrmination payments and compensation paymenis
for lost incentives by new hires

- Monitored extemal developments relating to remuneration best practce
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Audtt Committee

Dear Shareholder

The Audit Committee had a busy year with five main meetfings supplemented
hy three telephone meetings o approve quarterly financial reports The
topics covered the membership and the principal duties of the Commiltee
are set out n the table on page 68 of this report Its terms of reference can be
found on our website www smith-nephew com | comment in this report by
exception on our main responsibiliies and in more detall on one off work

The members of the Committee, who are all independent Directors, bring
a vanely of relevant expertise from their current or pnor roles as Chief
Executives of substantial businesses both i the UK and US and from their
roles as Nan-Executive Directors at other corporations | am the designated
finance expert being a Charlered Accountant and former senior partner at
KPMG UK, rebning 1n 2008

Main Responsibiihes

Financial reporting

Our review of the approprateness of the Groups principal accounting
polices practices and accounting Judgments concentrated on the valuation
of nventory and receivables, on the carrying value of goodwill, Intangible and
tangible assets, on the valuahion of retirement benehts, contingencies and
provisions In light of current market conditions we paid particular attention
1o the review of the management of receivables derived from trading tn
Southern European counines

We continued to review the style and format of the Annual Report during
2012, bulding on the mprovements we made 1n 201 In particular, this
year we have concentrated on the disclosure of metrics around our key
performance indicators and have changed the ordering of sections to
provide a better flow through the decument

internol controls and nsk management
We ensured compliance with the UK Corporate Governance Code and the
Sarbanes-Oxley Act

On behalf of the Board we reviewed the system of internal financial controt
and satisfied aurselves that we are meeting required standards both for
the year ended 31 December 2012 and up to the dale of approval of this
Annua! Report

Nao concerns were raised with us 1n 2012 about possible impropneties in
matters of financia! reporting or other matiers

We continued to work with the full Board to improve the clanty of evaluation
of nsk by the executive and Board and the systems for reporting and
managing nsk and for how it1s dealt with in this Annual Report The
underlying purpose 1s 1o enable the Board 1o focus on the key strategic nsks,
both on the upside — not doing things - and on the dewnside Aside from
I‘ﬁUTIFIE reporting the Board conducted a strategic discussion on nsk dunng
the year

Internal Audht

Our Internal Audit function carries out work in three areas our financial
systems and processes, our systems that ensure compliance with regulation
and laws, and our quality management systems in our manufactunng
actvities In all three areas they act as a third line of defence behind
operafional management s front Ine and own assurance activities During
the year they completed 67 reviews, the results of whuch were seen by the
Committee which also oversees the effective and timely remediation of any
recommendations

We also considered an external review of the effectiveness of the Interna!
Audt function undertaken by PncewaterhouseCoopers LLP The report was
positive about the team and made recommendations principally related

fo further strengthering the Internal Audit feam improving methods of
managing 1ts workload and communmicating its work to external stakeholders
and the scope to extend the reach of its work

In this context from 2013 the scope of the internal Audit functien has been
widened to include auditing clinical and regulatory assurance

Receipt of funchonal reports

During the year, we receved reports from the Group Financial Controller

on Shared Services, from the heads of Tax and Treasury 1n relation to their
functans, from the Ciuef information Officer 1n relahon to IT secunty and
from the SVP of Quality and Regulatory Affairs on quality assurance In all
cases we concentrated on the nsk environment, the nisk parameters within
which the Board wishes to operate and the effectiveness of the systems and
processes to manage those nisks

Review of the work of the external auditors

We momtored the work of Ernst & Young, our external auditors throughout
the year Therwork provided essential assurance over the financial systems
and reporting that valuably supplements the wark of Intemal Audit They
continue to evidence their ndependence in the challenge they provide to
management and the insight they bnng to the Comrmittee from their work
with us and comparative observations of other companies

We formally reviewed therr effectiveness through review of therr regular
reports on accounting matters, governance and control and accounting
developmenis In addition we ulilised formal year end feedback from all
our operating units as a result of which we asked for improvements to be
made 1n two operating tocations and conducted a formal queshonnaire of
Committee members We reviewed the inspecton reports from the Auditor
Oversight Boards n the UK and the US Finally we reviewed the fees of

the auditors using benchmarking against groups of comparable size and
complexity

Qur conclusions were that the external audit was carned out effectively
and with necessary objectivity and independence This is the basis for
our recommendation to the Board and shareholders that Ernst & Young be
reappointed for 2013

We also considered the Financial Reporting Counal's proposals on auditor
rotation and, in bight of the recent change in Chief Financial Officer agreed
that the implicahons for the company should be reviewed dunng 2013

Auditor Independence Policy

We have determined a schedule of approved non-audit services for the
Group external audiitors to undertake Our Auditor Independence Policy
prohibits the external audrtors from performing services which would

result in the auditing of ther own work parhicipating in activities normally
undertaken by management, acting as advocates for the Group and creating
a mutuality of interest between the auditors and the Group by for example,
being remunerated through a success fee siructure On an annual basis,

we pre-approve the budget for fees relating to audit and non-audit work,
including taxation compliance services, In accordance with a isting of
particular services In the event that imits for these services are expected to
be exceeded or the Group wanls the external auditors to perform services
that have not been pre-approved, my approvalis required The Committee1s
subsequently advised of any such services and fees In tivs way all services
provided by the externat audiors dunng the year were pre-approved by the
Audit Commitiee

The Auditor Independence Policy also governs the policy regarding the audit
partner rotation n accordance with the Auditing Practices Board Ettical
Standards in the UK and the SEC rules in the US Pariners and semor audt
staff may not be recrunted by the Group unless two years have expired

since therr previous involvement with the Group No such recruitment has
occurred We consider that the implementatton of this policy helps ensure
that auditor objectivity and independence 1s safeguarded

2013

I addition 1o our main responsibiiies we will be looking at the systems of
contral and nsk management over the Group’s recent acquisihions

lan Barlow
Chairman of Audit Committee




Nominaton & Governance Committee

Dear Shareholder

1 am pleased to present my report on the achivities of the Nomination &
Governance Committee in 2012 The membership and the principal duties of
the Committee are set out In the table on page 68 of this report

In 2012, we dealt with the following matters

Appointment of Juhie Brown

We recommended the appeintment of Julie Brown as Chief Financial Officer
to replace Adnan Hennah who teft the Company at the end of 2012 1o take up
a position elsewhere

Appontment of Non-Executive Directors

In 2071, we recommended the appomtment of Ajay Piramal, who joined the
Board In 2012, bringing a wealth of expenence as a succesful businessman
inIndia We also conducted and completed the search for Baroness
Botlomley, who joined the Board in April 2012 She too brings a great deal of
expenence in the area of governmental healthcare policy

We have throughout the year continued our search for additional
Non-Executive Directors, n particular focusing on the skills, expenence,
independence and diversity each candidate can bring to the Board All
Non-Execulive Director appointments are inked to the strategic prionties
identified by the Board

— Emerging Market expenence
- US healihcare expenence
~ European healthcare expenence

Since the year end, we have recommended the appointment of Michael
Friedman who will join the Board on 11 April He brings exceptional
expenence of the US Healthcare market

As and when we find further appropnate candidates wiling tejoin our Board
we will replace some of aur longer-serving Directors

Where appropnale we use the services of external search agenis,
recognising however, that suitable candidates may semetimes come to our
attention by other means

Expanded the Remut of the Committee

We reviewed the remit of the Committee dunng 2012 and agreed to expand
Its role to cover governance matters As part of our role In recommending
appointments to the Board we were already considenng matters of
governance such as the Independence of Non-Executive Directors
succession planning, diversity and conflicis of interest The Committee also
oversees the process around the review into the Board s Effectiveness It
therefore rade logical sense to recognise this formally by changing the
name of the commitiee to the Nominatton & Governance Committee and
expanding its role to consider wider areas of gavernance

The expanded role ncludes oversight of the effective governance of the
Board and its committees, the review of terms of reference of the Board and
its Committees, supervision of the induction process for new directors and
the ongoing Board Development programme We wilt alsa monitor external
govemnance actvilies to ensure that the Board 1s kept up to date on changes
that rmght affect us

The whole Board remains responsibie for ensuring thal the Company 1s
governed appropriately, but the more detalled work to support this will now
be carmed oul by this Commiltee

Sir John Buchanan
Chairman of Nomination & Govermance
Commiitee

Secnhan 6 Corporate Governance
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Ethics & Compliance Committee

Dear Shareholder,

| am pleased to present my report on the activities of the Ethics &
Comphance Committee in 2042 The membershup and the principal duties of
the Committee are sef out In the table on page 69 of this report

In 2012 we dealt with the following matters

Settlement wrth US Secunties and Exchange Commussion ('SEC’}
and US Department of Jushce ('DOJY}

In January 2012, we reviewed and approved the hinal terms of the setlement
between the Company and the SEC and DOJ in connection with therr Foreign
Carrupt Prachces Act 'FCPA" inveshigation of the medical devices industry
This has been a matter that we as a Committee have momitored closely
since the formation of the Committee In 2008 The settlement included the
appointment of an independent momtor who worked with the Company over
maost of 2012 1o evaluate the effectiveness of our comphance programme and
make recommendations, as appropnate, for further enhancements ta the
programme We have been warking collaboratvely with the monitor for this
purpase The Committee reviewed his initial report and continues to review
the Company’s pragress towards impternentation of Fas recommended
enhancements

Comphance Programme for Distnbutors

We continued to review and improve our compliance programme with

third party sellers {such as distributors and sales agentsl, particularly in

the Emerging and Intematicnal markets We have initiated a semi-annual
communication to our sellers to reinforce our commitment to ethical and
legal behaviour and making 1t clear that we will not folerate any improper
Inducements in the sale of products We also developed a set of resources fo
help sellers bulld or enhance their own comphance programme Our sellers
can customise and brand these matenals, which have been Iranslated

Compliance Programme for other Third Parties

We have continued to strengthen aur cantrols over vendors, service
providers and other third parties engaged by us but that do not sell our
products based on the suppher type and nsk profile We have created
Gundance on the Smith & Nephew Code of Conduct and Business Principles
for Third Parties to tighbght the areas of our Code that apply directly to third
parties and that we expect them to follow when worlang on our behalf

Employee Compliance Programme

New employees are frained on our Code of Conduct which sets out the basic
legal and ethical pnnciples for carrying out business and applies both to
employees and others who act on the Group’s behalf It sets outin detail how
persons cavered by the Code of Conduct are expected to interact ethically
with healthcare professionals and government officials A copy of the Code
of Conduct can be found on the Group s website lwww smith-nephew com)

The Code of Conduct includes our whistle-blowing policy which {subject

fo local law] requires covered persons te repart any breach erther directly

or anonymeusly fhrough amindependent provider Members of the pubhc
are also encouraged 1o report concems  All reports are reviewed and the
appropriate action faken, including referral to senier management or the
Board, where warranted The Code also slales that we have a non-retaliation
policy against anyone who makes a report in good fath The Ethics &
Comphance Committee 1s advised of any potentially sigmficant improprieties
which are reported

We have also monttared the development and enhancement of the
employee complance training programme Employees are required o
undertake compliance training and managers are encouraged fo discuss
ethical matters with their tearns Some training 1s tailored for employees in
specific job situahions Further supportis provided through a comprehensive
set of lools and resources located on our global intranet platform

Comphance Infrastructure

We are mindful that an effective comphance programme requires both a
culture of Integnty and invesiment In the necessary infrastructure 1o give
effect to that culture

With that in mind, the Committee reviewed the level and trend of nvestments
In the Company's compliance programme, as well as the cosls of compliance
defects As the Company grows In new markets we continue to expand our
global network of Regional Compliance Officers and use them 1o reinforce
the importance of compliance with our employees and ttird parties around
the world

Comphbance Imphcations around Acguisthons

Finally as members of the Board discussing acguisthion opportunities, we
ensure that the comphance implicahons of each acquisition are considered
as part of both the due diligence process and plans for integration of the
acquired business

Pamela Kirby
Chairman of Ethics & Compliance Committee




Other Committees

Executive Risk Committee

Olvier Bohuon chairs aur Executive Risk Committee which includes the
Executive Directors and Executive Officers of the Group As an integral part of
our planning and review process, the management of each of our divisions
identifies the nsks applicable to their business the probability of those nsks
occurnng, the impact if they do ocour and the acticns required and being
taken to manage and mihgate those nsks The Executive Risk Committee
meets twice a year to review the maor nisks they identify across the Group
and the mitigation processes and plans As appropriate, the Executive

Risk Committee may re-categonse nsks or require further information or
mitigating action to be undertaken We receve an annual report from the
Executive Risk Committee, which detarls the significant nsks categonsed

by potential financial impact en profit and share price and by hkehhood

of occurrence Dedails of new, key or significantly increased nsks, along

with achions put In place to mihigate such nsks, are also reported to us as
appropriate We have provided further information on the principal nsks
identified through this process 1n ‘Principal nsks and nisk management’ on
pages 54 1o 55 of this Annual Report

Disclosures Committee

Olwier Bohuon chairs the Disdosures Commitiee which includes the Chief
Financial Officer and vanous additional senior executives The Commities
meets as required and approves the release of all major communications to
Investors, fo the UK Lishng Authority and 1o the London and New York Stock
Exchanges

Sir John Buchanan

Chairman
20 February 2013
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Directors’ remuneration report

The Remuneration Committee has focused
on ensuring that our executive remuneration
arrangements continue to reinforce and
support the delivery of the Company’s new
Strategy.




Dear Shareholder,

| am pleased to introduce the Directors' Remuneration Report for the year
ended 31 December 2012 which has been prepared by Ihe Remuneration
Committee and approved by the Board

2012 has been a strong year for the Company despite a challenging extemnal
environment As the execulive team led by Olvier Bohuon continues fo drive
the new sirategy from a sirong and stable financial base the Committee

has been working to ensure that our executive remuneration arrangements
continue fo reinforce and support the delivery of that strategy

The current remuneration framewaork was infrocuced last year with the am
to simplify the overall remuneration structure, drive the delivery of the new
strategy and strengthen the ink between pay and performance Qur key
financial goal remains to deliver a higher retum to shareholders relative o
our peer group over the long term, as measured by Total Shareholder Returmn
{TSR]and free cashflow These Key Performance Indicators are reinforced

by our executive incentive arrangements, the annual incentive 1s based
primarily on revenue, profit and cash generation, and the Performance Share
Programme rewards supenor TSR relative to our peer group and longer-term
sustainable free cashilow
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The Compary s remuneration policy 1s set out on the following page The
Committee believes the policy continues to be appropnate for the 2013
financial year as it 1s closely abgned with our strategic goals iand hence our
shareholders' interests) 15 highly results-onented and rewards sustained
superor performance

As a Board, we take senously the views and feedback of our shareholders
on remuneralion matters Although the shareholders we consulted were
broadly supportive of aur moves fowards simplification and alignment wath
our changing corporate strategy, we received some feedback in connection
with the 2012 AGM that the explanation of the new Annual Incentive Plan
could be improved We have undertaken to address this in the following
report and | hope you find this new layout helpful in understanding our
approach to remuneration

| also tock the opportunity in December 2012 1o meet with some of our
largest shareholders to discuss any concerns relating to remuneration The
Shareholders | mel acknowledged the changes we have made to abign the
remuneration of our executive populalion more closely with the Strategic
Prionties detalled on page 8 They also appreciated our clearer exptanation
of how we operated the Annual Incentive Plan and understood how we
determined an appropnate remuneration package for Julie Brown, our new
Chief Financial Officer We also spent ime talking to them about the new
remuneration reporiing requirernents that will apply from 2014 and how we
operaled our shareholding guidelines

Joseph Papa
Chaiman of the Remuneration Committee
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Directors' remuneration report continued

Compliance statement

We have prepared this Directors Remuneration Report {the ‘Report’} in
accordance with The Large and Medium-sized Companies and Groups
{Accounts and Reports) Regulations 2008 {the ‘Regulations'] It alse
meets the relevant requirements of the Financial Services Authority (FSA)
Listing Rules In additon we have been mindful of the BIS proposals on
remuneration, with & view to improving the transparency of eur reporting
As required by the Regulahons, a resolution to approve the Report will be
proposed at the Annual General Meeting on 11 Apnl 2013

Smith & Nephew's remuneration policy

Smith & Nephew s remuneration policy 1s designed to attract and motivate
talent to dnive the strategy over the short medium and long term, which in tum
will lead to gher returns for our shareholders The Committee believes itis
imporiant for remuneration amangements to be consistent across our senior
executive team In sething the policy and making remuneration decisions, the
Committee takes nto account pay and conditions elsewhere in the Group and
our policy for the remuneration of our executive management group ts broadly
consistent with that for the Executive Directors

This section of our report describes the key components of the remuneration
arrangements for Executive Directors that were in place for 2012 and remain
largely unchanged for 2013

Component Objective Operation
Base salary and benehts
Base salary To attract and retain fngh performing  Salanes are revewed annually, with any increase applying from 1 Apnl

talent by setiing base salanes at rates
comparable to what would be paid in
an equivalent position elsewhere

Salary levels/increases take account of
- scope and responsibility of the position,
- performance potential of the indnadual by reference to the median salary
for the relevant geographical market, and
- average increase awarded across the Company

Pension To provide market-compehtive
rehrement benefils

Executive Direclors recesve an allowance ffixed as 30% of salary) in beu of
membership of a company run pension scheme Base salary 1s the only
element of remuneration that 1s pensionable

Beneﬁts To attract and retain high performing
falent by providing benefits

comparable to those that would be
provided for an equivatent position
elsewhere

Includes healthcare and death-in-service provision and company car/
allowance

Relocation costs f required

Annual incentives

Annual Incentive Plan To motivate and reward the
achievement of specific annual

financial and business ohjectives

To encourage sustained high
standards through the application of a
‘malus’ provision over three years on
the equity element of the Plan

The Annal Incentive Plan comprises a cash and equity element beth
based on the achievement of financial and business objectives set at the
start of the year lsee night)

Atthe end of the year, the Committee determines the extent to which these
have been achieved and sets the award level

This award has acash element ipaid in full at the end of the performance year)
and an equity element compnsing conditional share awards [made at the time
of the cash award), with vesting phased over the following three years

The equity element vests at the end of each of the next three years {15, 4, 14}
only if performance remains satisfactory over each of these three years
otherwise, awards will lapse

Participants will receive an additional number of shares equivalent to
the amount of dvidend payable per vested share dunng the relevant
performance penod

Longer-term incentives

Performance Share To motvate and reward longer-term The Group operates one long-term incentive plan

programme performance Conditional share awards vest after three years subject o the actnevement
of stretching performance targels
Awards may be subject to clawback in the event of material financial
mis-statement or msconduct
Participants will recetve an addihonal number of shares equivalent fo
the amount of dvidend payable per vested share during the relevant
perforance penod

Executive shareholding

Executive shareholdlng To support alignment with shareholder

Interests by requinng our senior
execulives to act ke shareholders

Executive Direciors must retain 50% of all shares vesting under annual
and long-term ncentive plans (after tax) unhl their holding requirement has
been met
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Normally, the annual salary increases  n/a Nane &
for Executive Directors wall be in line
with that for the Group as a whole
n/a n/a None ae
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n/a n/a Nene
Cash Element 70% of the annual Incentive I1s based on financial performance measures —  None

Target 100% of salary (Maximum
150%)

Equity Element
Target 50% of salary [Maximum 65%)

including revenue, trading profit and trading cash —with the remaining 30%
based on other business goals

The Comnmittee has the discretion to apply a multipher - adjusting the
outcome up or down by up 10 10% to reward or penalise conduct in terms
of reputahional, leadership and organisational behaviours

The maximum opportunity (shown left] cannot be exceeded through the
application of the mulhpher

Target face value of awards are 95%
of salary Maximum 190%)

50% of an award vests subject to three-year Total Shareholder Refurn None
relative to industry peers

The remaining 50% of award vests on achievement of three-year
Cumulative Free Cashflow targets

2x salary

n/a None
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Directors’ remuneration report continued

Pay-for-performance scenano analysis

The following chart shows the potential spht between the different elements
of the Executive Directors' remuneration in 2013 under three different
performance scenanos ‘Below Threshold', ‘Target’ and ‘Siretch®

Graph removed

OBasesalary O Pension (JOtherbenefits  ClAnnual Incentive [cash)
O Annual Incentive lequityl O Performance Share Programme

Base satary

Annual base salary
€1,081,500 for the CEO, £500,000 for the CFO

Pension

30% of salary

Other benehts

Taxable value of annual benefits provided
€95 000 for the CEQ, £25,000 for the CFO

‘Below threshold' ‘Target’ Stretch’
Annual Incentive Plan (cash element}
0% of salary 100% of salary 150% of salary
{Target opportunity) {Maximum opportunity)
Annual Incentive Plan (equity element)
0% of salary 50% of salary 65% of salary
[Target opporturity] [Maximun opporturity]
Performance Share Programme
0% vesting 100% vesting 200% vesting
195% of salary] {190% of salary)

CEO data assumes an exchange rate of €100 = £0 80

Service contracts

We employ Executive Directors on rolling service contracts with notice
penods of 12 months from the Company and six months from the Executive
Director On termination of the contract we may require the Executive
Director not to wark thewr notice period and as such pay them an amount
equvalent 1o the salary, pension and benefits they would have receved if
they had been required to work their notice pened In addition, we may also,
In exceptional circumstances, exercise our discretion lo pay the Executive
Director a proportion of the annual incentive that they would have received
had they been required to work their notice penod  Any entiflernent or
discretionary payment may be reduced in ine with Executive Directors’ duty
to mitigate losses, subject to applying our non-compete clause

In the case of a change in control which results in the termination of an
Executive Director or 2 matenal alteration to their responsibiliies or duties
within 12 months of the event, the Executive Director would be entitled to
receive 12 months base salary and 12 months target annual incentive, plus
pension and benefits

In 2012 we received comments from some of our shareholders about the
provisions contained in our Executive Directors service contracts relabng

to the entitliement fo an at-arget annual ncentive payout on a change of
contral, as well as eligiility to earn an annual iIncentive whilst sering notice
In the course of the year, we have reviewed these provisions, and going
forward the payment of any annual incentive following a change of control
will be entirely discretionary and reflect the iIndnduals performance and
contnbutions This new policy apphes to any Executive Director appointed

after 1 November 2012 including Jube Brown our new Chaef Financial Officer
In the first year of employment Julie Brown's notice penod will be six months
from the Compary and three months from her

Executive Date of Service Effective  Notice pened
Director Contract Date  from company
Olwier Bohuon 9 February 2011 1 April 2011 12 months
Julie Brown 7 November 2012 4 February 2013 6 months

We encourage our Executive Directors to serve as a Non-Executive Director
of a maximum ofone exiernal company Such appoiniments are subject

to the approval of the Nomination & Governance Committee and any fees
earned are refaned by the Executive Director Olwier 8ohuon is a Member of
the Supervisory Board at Virhac SA, and Adnan Hennah is a Non-Executive
Durector of Reed flsevier ple Dunng 2032 Olivier Bohuon receved €19,000,
and Adnan Hennah received £65,000 in respect of these appotntments

Temination policy

Our policy regarding termination payments 1s 10 limit severance payments on
termination {o pre-established contractual arrangements Inthe event that
tha employmert of an Executive Director 1s terrminated, any compensahon
payable will be determined in accordance with the terms of the service
contract between the Company and the employee, as well as the rutes of any
incentive plans

Under normal arcumstances (excluding termination for gross misconduct) all
leavers are entifled to receive termination paymenits in llieu of notice equal to
base salary, pension and benefils In the event an Executive Director leaves
for reasons of il-health, death, redundancy o rehrement in agreement with
the Company, then the vesling of any outslanding Annual Cash Incentive
and Equity Incentive Awards will generally depend on the Committee's
assessment of performance fo date Performance Share Awards will be
pra-rated for time worked during the relevant performance penod, and will
remain subject to performance over the full performance penod For all other
leavers, Annual Cash Incentive will generally be forfeited and outstanding
Equity Incentive Awards and Performance Share Awards will lapse The
Committee retains discretion to aler these provisions on a case-by-case
basis following a review of cireumnstances and to ensure fairmess for both
shareholders and partapants

Termination arrangements for Mr Hennah

Adrian Hennah voluntarily resigned as Chief Financial Officer with effect
from 31 December 2012 to fake up employment elsewhere He was therefore
not entiled to receive any termination payment He worked up until 31
December 2012 and was paid and received benefits up to that date in
accordance with his service contract As he was employed throughout the
year the Remuneration Commttee has decided that it1s appropriate for
Adnian Hennah fo recewe an annual cash incentive of £585,800 1n respect
of the work he undertook duning 2012 Further details are given on pages 80
and 81 Allunvesied Performance Share Awards Deferred Bonus Awards
ophons and Equity Incentive Awards lapsed on cessation of employment

PO[ICY on recruttment arrangements

We have clanhed cur position on the appontment of Executive Directors who
are recrutted extemally In many cases, someone appointed externally will
forfeit sizeable cash bonuses and share awards 1f they chocse to leave their
former employer and join us The Commitiee therefore believes that we need
1o retain the ability to compensate new hires for any bonus or share awards
they give up 1n choasing to leave another employer to join Smith & Nephew
We will use our discretion 1n setting any such compensation which wilt be
decided on a case-by-case basis As a paint of policy, we will not provide
compensation of greater value than the new appountee is giving up and

we will seek ewdence from the previous employer 1o confirm the full details
of bonus or share awards being forferted As far as possible, we will seek

1o replicate forfailed share awards using Smith & Nephew incentive plans,
whitst at the same time airming for simplicity

We have followed this policy when determiming compensation for Jutie
Brown, our new Chief Financial Officer, who was appointed on 4 February
2013



Remuneration arrangements for Jube Brown

Julie Brown's remuneration package has been setinline with the Company s
existing remuneration policy, and for 2013 will be as follows

Element of remuneration

Base salary £500,000
Pension 30% of salary
Annual Incentive Plan {cash)

Target 100% of salary
Maxamum 150% of salary
Annual Incentive Plan lequily)

Target 50% of salary
Maxamum 65% of salary
Performance Share Awards

Target 95% of salary
Maximum 190% of salary

In addition to the above, Julie Brown wll receive partiat compensation for
unwested incentive awards forferted on joining Smith & Nephew She will

be granted an award over 75,000 shares vesting in three equal tranches in
February 2014, February 2015 and February 2016, subject to her cantinued
employment This award partially reflects the value of unvested share
awards from her previous employer that she forferled when teaving their
employment On joiming Smith & Nephew, Julle Brown has forfeited shares
to the value of £1,434,000, which were due 1o vest from March 2013-2015 as
follows

Performance £1,099000  Vesting between March 2013 and March
Shares 2015 subject 1o performance conditions
refating to TSR and cash flow being

satisfactonly met

Restncted Shares  £335000  Vestingin March 2014 and subject to no

further performance conditions other than
continued employment

The Committee therefore believes thal this award of 75 000 shares which

13 valued at £526,500 as at 19 February 2013 15 appropriate and will help
align Mrs Brown s interests with those of our shareholders from the outset
of her appointment Given that the total value of the shares fo be awarded 1s
significantly less than the face value of shares forferted and that not all the
shares forferied were subject to performance conditions, the Committee did
not believe that it was appropnate for performance conditions to be applied
to these shares over and above her continued employment

Non-Executive Directors

Non-Executive Directors are engaged by the Company on the basis of
letters of appointment They are normally appointed for terms of three years,
terrminable at will, without notice by either the Group or the Director and
without compensation The Chairman s engaged on a letter of appointment
and has a six-month notice period

Date of Date of Anticipated expiry

appointment current letters  of current term(j)

Sir John Buchanan 3 February 2005 27 Apnl 2012 26 Aprl 2015
lan Barlow 5March 2010 5 March 2013 4 March 2016
Pamela Kirby TMarch 2002 1 January 2013 31 December 2013
Brian Larcombe 1March 2002 1 January 20013 31 December 2013
Joseph Papa 1August 2008 1 August 201t 31 July 2014
Ajay Piramal 1January 2012 1 January 2012 31 December 2015
Richard De Schutter  1January 2001 1January 2013 31 December 2013
Baroness Bottomley 12 Apnl 2012 12 Apnl 2012 11 Apnil 2015

i) Subject to the annual re-election of Directors at the Company s AGM
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The Board reviews the pay of the Non-Executive Directors and aims to

set fees that are competihve with other comparies of equivalent size and
complexity Non-Executive Direclors are not enhitled to receive awards under
the Company's long-term incentrve plans We do, however, require our Non-
Executive Directors o hold a personal stake in the Company equivalent to
therr basic annual fee These shares may be held as Ordinary Shares or as
ADSs held erther by themselves or ther tmmedhate family Detalls of the Non-
Execuhve Directors current shareholdings can be found on page 83

Non-Executive Directors are paid a fixed basic annual fee The Chaimen
of the Audit, Remuneration and Ethics & Compliance Committees and the
Senior independent Director also receive an addihonal fee in recognition
of therr added responsibilities An additional fee 15 also payable to Non-
Executive Directors in cases where infercontinental travelis necessary to
attend Board and Committee meetings

Remuneration in 2012
Main activihies of the Remuneration
Commitiee in 2012

The main work of the Remunerahon Committee this year 1s described on
page 69 Key activihes have been

- Continued development of the new remuneration policy intfroduced last
year and implementing new remuneration arrangerents for the fop 70
senior executives to align remuneration with the updated Group strategy

- Determination of remuneration padkage for Jube Brown, new Chief Financial
Officer and centain other Executive Officers on recrutment

— Consideration and updating of remuneration policies on compensation for
amounts forfeited by executives recnuted exdernally, termination payments
In the: event of a change of control and policy on shareholding guidelnes

- Continued engagement with our largest shareholders and certain
shareholder advisory bodies

- Consideration of new remuneration reporfing requirements being
introduced n 2014

Remuneration Committee membership in 2012

As sel out on page 69 of thus Annual Report, my fellow members of the
Remuneration Committee are Baroness Bottomley [joned the Commitiee on
19 September 2012} Pamela Kirby Bnan Larcombe and Richard De Schutter
Detalls concerning the number of meetings held and the scope and role of
our duhies may be found on this page

From time to time 1n 2012 attendees included Olvier Bohuon, Chief
Executive Officer, Susan Swabey, Company Secrelary, Helen Maye, Chief
Human Resources Officer, Adnan Hennah Chief Financial Officer and
Bobh Newcomb, SVP Global Rewards The Chairman attended some of the
meetings by invitation

Independent advice

Dunng the year, the Commiltee recewed information and advice from
Towers Watson, an independent executive remuneration consultancy firm
appointed by the Commttee n 2011 They pravided adwice on market frends,
remuneration benchmarking and remuneration issues in general Towers
Watson also provided other human resources and compensation advice to
the Company for levels below the Board

Throughout 2012, we were also advised by Aon Hewatt and Mercer Limited in
refation to salary data and by Kepler Associates 1n relation to the structure
and content of the Directors’ Remuneration Report All these consultants
comply with the Code of Conduct for Remunerahon Consultants and we are
sahisfied that their adwvice 1s objective and independent

Base salary and benefits

With effect from 1 Aprit 2012, we approved the following base salanes for the
Executive Direclors

Olwier Bohuon €1,050,000
£ 585 80O {left company on

31 December 2012}

Adnan Hennah
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Drirectors’ remuneration report continued

In February 2013, we reviewed the base salanes of the Executive Directors
having considered general economic conditions and average salary
ncreases across the rest of the Group of around 3% The Committee has
agreed that Chief Executive Officer, Olwier Bohuon, will receive an increase
i hus salary n hne with the Group average This s the first ncrease in Chief
Executive Officer pay since he joined the Company 1n Aprl 201 Mrs Browns
salary for 2013 [set on her appaintment) 1s £500,000 As a result, the base
salanes for the Executive Direciors with effect from 1 Apnl 2013 are as follows

Olivier Bohuon €1,081 500
Julie Brown £500 000
Pensions

During the period, Olivier Bohuon and Adnan Hennah both received a
salary supplement of 30% of basic salary 1o apply towards therr retirement
savings 1n lieu of membership of a Company run pension scheme They atso
receved death In service cover of seven times basic salary of which four
times salary 1s payable as a lump sum with the balance used to provide any
spouse and dependant pensions

The samme arrangements will apply n 2013 for Olvier Bohuon and Julie Brown

2012 Annual Incentive Plan award
Dunng 2012 the Annual Incentive Plan for Executive Directors was based on
the achievement of specific financial and business objectives

For 2012, the financial and business objectives were as follows

Revenue {30%} 0%
Trading profit {30%)
Trading cash (10%)
R&D investment
Succession planning
Employee engagement
Compliance

Development of product portfolio
{Olwvier Bohuon only)

Shared services (Adnan Hennah only)

Financial chjechives

Business objechves 30%

In 2013 the finanoal and business objectives will remain the same

Atthe period end the Committee conducted an assessment of each
Executive Director against therr financial and business abjectives

In addition, the Commitiee has the discretion to apply a multiplier - postively
or negatively ~ to the annual incentive assessment of an Executive Direclor
adjusting the total up or down by up 1010% This rewards or penahises an
Executive Director for ‘how’ they conduct themselfin terms of leadership,
corporate reputation, ethics and organisational behaviours and represent the
Company both internally and externatly

Over the penod, undertying revenue growth was 2% {between target and
maximum) trading profit was $965m (between target and maximum), and
the trading profit to cash conversion ratio was 104% (above maximum}

The business objectives are personal to each Executive Director, and are
tatlored to reflect therr role and responsibiliies duning the year These are set
at the start of each year and wll reflect some of the most important areas of
strategic focus for the Group Where objectives are repeated year-on-year,
the Commuttee will set annual measurement cntena that are appropnate to
motwvate and measure an Executive Director's performance in any one year

For instance, Innovation for Value 1s at the heart of our Strategic Pnonties Our
success here 1s measured n terms of how we manage our R&D programmes
and continue to develop our product portfolio to reflect the need to bnng
forward new technologies appropniate for our markets and customers
glebally Ulimate responsibility for these vital programmes rests with our
Executive Direclors and we believe 1t was right 1o reflect the mportance in
their 2012 personal business objectives

Similarly compliance -~ and all that follows from it relating o ethics and quality
—15 the responsbility of the Executive Directors, who must set the standards
for the whole Group, and be measured on therr execution This 15 also true
on Employee Engagement where we want lo motivate our leaders 1o exceed
n providing vision and leadership and lving our values of Performance,

Innovation and Trust

The Committee reviewed the performance of Olvier Bohuon and Adnan
Hennah against therr agreed business objectives for 2012 and determined
that Qhwier Bohuon delivered very strongly against huis objechves and

that Adnan Hennah had consistently met s objectives for the year Therr
achievements during the year include

Busmmess objective

Commentary on 2012 performance

QOnwier Bohuen

Adrian Hennah

R&D investment

Successfully managed investment levels dunng the
year to fully support progress towards ionger-term
revenue targets n emerging markets

Succession planning  Ensured focus on robust Campleted succession
succession planmng planning for all key
resulting in mirral fnance roles
disruption or turnover of
key roles

Employee engagement  Made sigificant effort  Achieved a>90%
to ensure employee participation rate by the
engagement and finance function in the
effective 2-way global employee survey
commurucation wiih Identified key focus areas
the wider employee for action in 2013
population during a
penod of significant
transistion including a
91% participation rate
1n the global employee
survey

Compliance Reinforced expectation  Ensured thal all strategic
for the highesttevels of  plans, new products
ethics and complance  and new businesses
through communication  were fully assessed for

with, and training
of, wider employee

compliance risks

population
Development of product Oversaw the successful n/a
portfollo delvery of a sigmficant
{Olivier Bohuon only number lexceeding
expeclations in some
cases) of planned
product launches and
registrations durnng the
year
Focused on delivenng
a balanced product
portfolio globally
Shared services n/a Completed
{Adnan Hennoh only] implementation of
Shared Services model
and reahsed targeted
cost savings

Successfully managed
cusiomer satisfachion
survey with overall score
of B6%

The Commitee also considered the multiplier to the annual incentive
assessment of Ovier Bohuon and Adnian Hennah and agreed that no
multiplier was appropnate in respect of 2012



The Executive Directars performance against the targets set for 2012 was
therefore as follows

Olivter Bohuon 2012

Between Between
Below threshold targetand Above
threshold andtarget maximum maximum

Revenue [30%] '

Trading profit {(30%) v

Trading cash (10%) v
Business objectives (30%) s

Multipher (+/-10%} N/A

Adnan Hennah 2012

Between Between
Below threshold target and Above
threshold and target maximum  maximum

Revenue (30%) s

Trading profit {30%) v

Trading cash 10%) /
Business ohjectives (30%) v

Muttipher +/-10%) N/A

The 2012 opportumty under the Annual Incentive Plan comprsed two parts
a) acash element [100% of salary at target, 150% maximum opportunity] and
b} an equity element (50% of salary at target, 65% maximum gpporturity)

The cash element 1s paid following the performance year The equity element
1s @ conditional award over ordinary shares made under the Global Share
Plan 2010 vesting 1n equal annual tranches over three years, provided that
individual and Group performance 1s sustained at an acceptable level each
year Share awards are subject 1o malus and will lapse 1n the event that
indwidual and Group performance1s not sustained over the respective
performance penod

The assessment of the Cornnuttee resulted in the following awards for 2012

Executive Cash element Equity element
Director %ofsalary  Amount % of salary Amount
Olivier Bohuon 126% €1321950 65% €682 500

Adnan Hennah 100% £585 800 n/a - left on 31 December 2012

The equity element of the Annual Incentive Plan was infroduced in 2012, so
there were ne awards due to vest from outstanding cycles in the year under
review 115 intended that the Annual incentive Planwill be operated ina
simtlar manner for 2013 There will be no change to the target or maximum
opporturities for the coming year or i the split between financial and
business objectives

2012 Performance Share Programme

The Group operales one lang-term incentive plan — the Performance Share
Programme

Under the Performance Share Programme, cenditional awards of shares
vest after three years subject 1o the achievement of stretching performance
largets relating to Total Shareholder Return {TSR) and free cashflow
genetation Awards may be subject to clawback in the event of matenal
financial mis-statement or misconduct

Section 6 Corporate Governance 81

Performance share awards were made to Executive Directars under the
Global Share Plan 2010 dunng the year The levels of the awards in 2012
were as follows

Market value  Market value

of award of award
vesting at vesting at
maximum target

Executive Directors 190% of salary  95% of salary

50% of the award will vest based on the Company's TSR performance
relative to a bespoke peer group of companies in the medical devices sector
aver a three-year period commencing 1 January 2012 as follows

Award vesting

TSR ranking within comparator group ~ % of salary
Below median Nil
Median 23 75%
Upper guartile 95%

Awards will vest on a siraxght ine basis between these ponts i the
Company's TSR performance 1s below medtan, none of this part of the award
will vest

The bespoke peer group for the 2012 awards compnses the following
companies

- Arthrocare - Conmed - Nuvasive

—Bard - Cowidien - Orthofix
—Baxter - Edwards Life — Stryker

—Becton Dickinson Sciences Corp - St Jude Medical
- Boston Scientific - Medironic - Wiight Medical
- Coloplast Group - Nabel Biocar - Zimmer

The Groups TSR performance and iis performance relative to the comparater
group will be ndependently moritored and reported to the Remuneration
Commttee by Towers Watson

50% of the award 1s subject fo free cashflow performance The free cashilow
fargets a cumulative performance fargel aver the three-year perfarmance
penod The inclusion of a cash measure in both the annual and long-term
plans reflects its importance over both imescales The measure for the
long-term target 1s free cashflow, which 1s defined as net cash inflows from
operating activilies, less capital expenditure Free cashfiow is considered
1o be the most appropriate measure of cashflow performance because it
relates to the cash generated fo finence additional investment in business
opportuniies, debt repayments and distnbutions to shareholders This
measure includes significant elemenis of aperational and financial
performance and helps to align executives rewards with shareholder value
creation

The 50% of the 2012 award that1s subject to free cashflow performance wall
vest as follows

Cumulative free cashflow Award vesting - % of salary
Below $1 41 bilkon Nit
$1 41 billion 2375%
$1 62 balien 475%
$1 83 bilhon or more 95%

Awards will vest on a siraight bne basis between these paints If the
Company's cashflow performance is below $1 41 bithion, none of this part of
the award will vest
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It1s ntended that the Committee should have the discretion to adjust but on
an excephonal basis only, the free cashfiow target dunng the performance
penod for matenal factors that would otherwise distort the performance
measure In either direchon For example, adjustments may be required to
reflect exchange rate movemenis, significant acquisibons or divestments,

or major legal and taxation selflements Any major adjustments to the
calculation will be disclosed to shareholders There 1s no refesting of
performance Executive Directors do not receive share options under the
Performance Share Programme

Performance targets for 2013 Performance Share

Programme PSP’} awards

It1s proposed that awards made under the PSP 1n 2013 will vest after three
years with 50% vesting on three-year relative TSR performance and 50% on
cumulatve free cashflow No changes are proposed to the operation of the
TSR element descnbed above for 2012 PSP awards, for awards to be granted
In 23 The cumulative free cashflow fargets for awards lo be granted in
2013 will be as follows

Cumulatwe free cashflow Award vesting — % of salary
Below $1 5 billion Nil
$1 55 bithan 2375%
$1 78 bilhon 47 5%
$2 01 billion or mare 95%

No other changes are proposed to the Performance Share Programme

Deferred bonus arrangements prior fo 2012

Prior to 2012, one-third of any annual bonus eamed was compulsonty deferred
into share awards that vest n equal franches over three years, subject 1o
the partiapant s continued employment Outstanding tranches of awards
made ta Executive Directors previously are shown on Page 86 No further
performance conditions apply to these deferred share awards On leaving
employment voluntanly, Adnan Hennah's unvested share awards tapsed

Long-term Incentive arrangements prior to 2012

Prortc 2012 condiional share awards were made to Executive Directors
under the 2004 Performance Share Plan and to other executives under the
Global Share Plan 2010

The vesting of awards made to Executive Directors was linked to adjusted
EPS ('EPSA) growth, and the number of shares could then be increased
subject to TSR performance relative 1o the major companies in the medical
devices industry

Adnan Hennahss unvested awards {granted in 2010 and 2011 tapsed on

his leaving Smith & Nephew Olivier Bohuen was first granted an award
under the: 2004 Performance Share Plan in 2011, which will vest subject to
performance over the three years ending 31 December 2013 Detalls of these
awards can be found in the table on page 85 of this Report, and the vesting
outcome will be reparted in next year's Directors Remuneration Report

ESPA growth over the three years ended 31 December 2012 was 18 7%
{adjusted for the Bioventus transachon) against the compounded market
growth rate of 117% Qver the same penod, the Company was ranked 10th
out of 19 companies in the madical devices comparator group which meant
that the multiplier of one was applied to the number of shares vesting under
the ESPA target As a resuilt the foliowing award made 1n 2010 to a former
Execuitive Director wall vest on 1 March 2013

Number of ADRs Number of ADRs
under 2010 award  vesting in 2013 % vesting

David llingworth 16,720 4,347 26%

i The award granted to Dawid lingworth will be seftled prior to 15 March
2013 1n acocordance with S409A of the US Intemnal Revenue Code

) The number of shares under the 2010 award has been pro-rated for
service dunng the performance pened

Prior 1o 2012 share ophion awards were also made fo Executive Directors
under the 2004 Executive Share Option Plan and 1o other employees under
the Glabal Share Plan 2010 Options granted to Executive Directors are
subject to TSR performance relative to the major companies in the medical
devices industry

Adnan Hennah's unvested awards (granted in 2010 and 2011] lapsed on his
leaving Srmuth & Nephew Olvier Bohuon was first granted an award under
the 2004 Execuve Share Option Plan in 201, which will vest subject to
performance over the three years ending 31 December 2013 Details of these
awards can be found 1n the table on page 85 of this Report, and the vesting
outcome will bereported nnext year's Directors Remuneration Report

Over the three years ended 31 December 2012 the Company was ranked
10th out of 19 compares in the medical devices comparator group which
meant that 33% of the options granted to a former Executive Director n 2010
will vest on the ¢ September 2013 as foltows

Number of ADRs Number of ADRs
under option under option
granted in 2010 vestingin 2013 % vesting

David llbngworth 11,073 3,654 33%

i The ophon granted 1n 2010 has been pro-rated for service duning the
performance penod

Other share schemes

The Company also operates UK and International ShareSave Plans [and an
Employee Stock Purchase Plan - ESPP — i the US), which are all-employee
schemes that enable our employees to save on a regular basis and then buy
shares n the Company The Executive Directors are permitted o participate
n the ShareSave Plan and details of their parhicipation are included in the
table on page 86

Single figure

To aid transparency to our shareholders, the table below sets out a single
figure for the total remuneration receved by each Executive Director for the
year to 31 December 2012

2012 Fixed pay

(000) Salary
supplement in

Salary  Benefits heu of pension  Subtotal
Olivier Bohuon £1050 €93 €315 €1458
Adnian Hennah E584 £23 £175 £782
2012 Pay for performance
(000 Annual Annual Perfor-
cash equity mance Share
incentive  incentive Shares  options Subtotal
Olvier
Bohuon €1,322 €683 N/A N/A €2,005
Adnan
Hennah £586 N/A N/A N/A £586
2012 (000) Total remuneration
CEO €3463
CFO £1368
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The figures have been calculated as follows

Base salary the actual salary eamed for the year

Annual benefits the taxable value of benefits recened In the year

Pension the value of the salary supplerment paid by the Company in lieu of a pension

Annual Cash Incentive the value of the cash incentive payable for performance over 2012

Eqjunty Incentive Award the value of share awards granted for performance over 2012

Performance Shares the value on 31 Decemnber 2012 of shares vesting in 2013 subject fo performance over the three-year period ended 31 December 2012
Share ophions the embedded gain on 31 December 2012 of ophons vesting subject o performance over the thres-year perntod ended 31 December 2012
CEC data assumes an exchange rate of €100 = £0 8

Shareholding requirements

We believe that one of the best ways our senior executives can act and fes! ke shareholders s for them to hold a significant number of shares in the
Company We therefore expect our Executive Directors to build up a helding of Smith & Nephew shares of two times therr base salary In arder to reinforce
this expectation, we require them to retain 50% of all shares vesting under Company share plans lafier tax) unhil this holding has been met recogrising that
differing international tax regimes affect the pace at which an Executive Director may fulfil the shareholding holding requrement When calculating whether ar
not this requirement has been met, we will include Ordinary Shares or ADSs held by the indivdual and by therr immediate family and the intnnsic value of any
vested but unexercised options

We also require our Non-Executive Directors to hold a personal stake in the Company equivalent to thelr basic annual fee
The table on page 86 shows the shares/ADRs held by the Direclors

Dilution headroom

The Committee: ensures at all times that 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 1ssued share capital over any rolling ten-year penod {of which up fo 5% may be 1ssued to satisfy awards under the Company's
discrehionary share plans The Committee 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 nsufficient new shares are avallable there are processes in place to

purchase shares in the market to satisfy vesting awards and to net-settle ophion exercises
Over the previous ten years {2003 to 2012), the number of new shares 1ssued under out share plans has been as follows

All-employee share plans
Discrefionary share plans

Non-Executive Director fees

Non-Executive Director and Chairman fees 1n 2012 were as follows

8,349 735 {0 92% of1ssued share capital as at 19 February 2013)
34,234,721 (3 78% of issued share capital as at 19 February 213)

Fee in UK Sterling Fee i US Dollars Fee i Euros

Basic annual fee E£63,000 $120 000 €84,250

Committee Chalrman and Senior Independent Director fee £15,000 $27000 €20,000

Intercontinental travel fee (per meeting} £3,500 $7,000 €5,000

Chairman's fee £400.000 - -
Distribution statement

for the year to For the year to

31 December 2012 31 December 2011 % change

Aftributable profit for the year $728m $582m +25%

Dindends declared and paid dunng the year $186m $146m +27%

Total Group spend on remuneration $886m $930m -5%
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Directors’ emoluments and pensions
The followang sections of the Report up to ‘Total Shareholder Return have been audited by Emst & Young LLP 1n accordance with the Regulations

a) Salanes and Fees

Salary
Salaries Annual  Supptement in
and fees Benefits (i} Incentive heu of pensions  Total 2012 (vin)  Total 2011 fvnr)
Thousands
Chairman (Non-Executive}
Sir John Buchanan £407 - - - £407 £420
Executive Directors
Olwvier Bohuon €1050 €93 €1322 €315 €2,780 €3,607
Adnan Hennah {i] £584 £23 £585 £175 £1367 £1308
Non-Executive Directors
lan Barlow £85 - - - £85 £80
Baroness Bottomiey {in} £52 - - - E52 -
Geneviéve Berger [iv) €75 - - - €75 €87
Pamela Kirby £a5 - - - £85 E7S
Bnan Larcombe £70 - - - £70 £65
Joseph Papa $189 - - - $189 $173
Ayay Prramal (v} E74 - - - £74 -
Richard De Schuiter $189 - - - $189 $181
Rolf Stomberg tvil €24 - - - €24 €98

i Benefits shown in the table above include cash allowances and benefis in kind

{n} Retred on 31 December 2012

) Appointed on 12 Apnl 2012

(vl Retired on 1 Navember 2012

v} Appointed on1January 2012

fvii Retred on12 April 2012

{viy Dawid Hingworth, who refired in August 2011, recerved a consullancy fee of $40,109 and benefits of £13 880 duning the year fo 31 December 201210
accordance with his retirement arrangements

fvm) Total Executive and Non-Executive Direclors emoluments for 2012 amounted to $7,468,000 (2011 — $10,423,000}




Sechon 6 Corporate Governance 85
b} Drectors' Share Options
Range of
exercisable
dates of
Options as at options held at
Options as at Granted during  Exercise price Exercised Lapsed during 31 December Average 31 December
1 January 2012 2012 ofgptions  during 2012 2012 2012 exercise 2012 (v
{number) {numben) granted (number) (number) {number) price (date)
09/2014-
Olivier Bohuon 0} 151,698 - - - - 151698 807p 09/2021
Adnan Hennah 0} 430,713 - - 229905 200,808 - 53758p
David Ilingworth (i} 294,612 - - 294,612 - - 59243p
08/2013-
fn) v 173935 - - 113,825 4745 55365 $3955{v) 03/2014
Total 468 547 - 408,437 4745 55 365

il Opttons over Ordinary Shares granted under Executive Share Option Plans at prices below the market price at 31 December 2012 of 679 50p

() Ophons over ADSs granted under 2004 Executive Share Ophion Plans Figures in the above table show the equivalent number of Ordinary Shares
(i) Ophons granted under the UK ShareSave Scheme

{ivi Per ADS

Ivl The number of shares under option at 1 January 2012 has been reduced to reflect options aver 170 055 shares which lapsed duning 2011

The range in the market pnce of the Company’s Ordinary Shares duning the year was 580 00p 1o 693 00p and the market price al 31 December 2012 was
679 50p The gain made by Adnan Hennah on his exercise of options during the year was £357,78913 (2011 £ml, 2010 - £2,781) In 2012 the gain made by
David lthingwarth on exercising share options was $329,564 plus £38,310 (2011 - $nill On 7 February 2013 67% of the options granted to David Ilingwerth
under the 2004 Executive Share Option plan tapsed following completion of the performance penod The remasnder of options will vest and become capable
of being exercised on the third anniversary of the grant in August 2013

¢} Long-Term Incentive Plan Awards

Number Number
of shares of shares
awarded at Awards awarded at
1 January during lapsed 31 December Latest
2012 the year Market price Vested award Market price award 2012 performance
Award type {number) {number} on award (number)  onvesting {number) {number) pericd (date}
Olwvier Bohuon
it RSA 200,600 - - (66 667) 633 5p - 133333 03/2014
) PSP 227547 267,304 622p - - - 494,851 12/2013
D] ElA - 01,446 622p - - - 91446 12/2014
Total 427,547 358,750 {66,667) - - 719630
Adnan Hennah
n} PSP 451,008 1777170 622p (141,920) 665p {486 258) - -
L] EIA - 46 623 622p - {46,623) -
Total 451,008 223793 (141 920) {532,881) -
David llingworth
) {rv) PSP 261,455 - - (156 510) $5018 (v} (21,345) 83,600 12/2012

i Award made over Ordinary Shares under Listing Rule 9

[ Awards made over ADSs under the 2004 Performance Share Plan Figures in the above table show the equivalent number of Ordinary Shares

[m) Or date of retirement if earlier

{v] The number of shares awarded at 1 January 2012 has been reduced to reftect awards over 256,185 shares wiich lapsed and 45,578 shares which vested
dunng 2011

vl PerADS
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On 7 February 2013, 74% of the awards granted to Dawid llingworth in 2010 under the 2004 Performance Share Plan lapsed following completion of the
performance penod In accordance with S409A of the US Intemal Revenue Code the remainder of David lingworth s award will be paid out prior to 15 March 2013

d) Deferred Bonus Plan

The vesting of awards under the Deferred Bonus Plan 1s dependent upon continued employmentwithin the Group threughout the three-year vesting period
Prowided the condition of continued employment 1s met, one third of the total award will vest in each of the three years, on the award s anniversary

Total as at
Total as at Awarded Vested durning Lapsed 31 December
1January 2012 during 2012 2012  dunng 2012 2012 (i)

Adnan Hennah 67407 - 34,308 33009 -

I Lapsed 31 December 2012

Senior Management Remuneration
The Group s adminisirative, supervisory and management body [ the senior management | 1s comprised, for US reporting purposes, of Executive Directors and
Executive Officers Details of the current Executive Directors and Exacutive Officers are given on pages 58 to 61

Inrespect of the financial year 2011, the total compensation lexcluding pension emoluments but including cash payments under the performance related
ncentive plans! paid to the senior management for the year was $14,941,000 (201 — $17403 000 2010 - $11 683,000, the totat compensation for foss of office
was Sl (2011 - $1,161,000, 2010 - $ni) the aggregate increase in accrued pension benefits was $229,000 (2011 - increase of $367 000, 2010 — ncrease of
$16 000) and the aggregate amounts provided for under the supplementary schemes was $537 000 (2011 - $71 000 2010 - $1,141,000}

Duning 2012, senior management were granted Equity Incentive Awards over 365,276 shares performance share awards over 857,210 shares and conditional
share awards over a totfal of 29,700 shares under the Global Share Plan 2010, and ophions over 3,027 shares under the employee ShareSave plans As of 19
February 2013 the Senmior Management {11 persons) owned 156,491 shares and 44,423 ADSs, constituting less than 0 1% of the 1ssued share capital of the
Company Semior Management also held as of this date, oplions to purchase 832 759 shares conditional share awards over 282,512 shares and 20 346 ADSs,
Equity Incentive Awards over 318 653 shares performance share awards over 1,032,415 shares and 38,134 ADSs awarded under the 2004 Performance Share
Plan and the Global Share Plan 2010, and awards over 19,119 shares and 6,319 ADSs under the Deferred Bonus Plan

Directors’ interests

Beneficial nterests of the Directors 1n the Ordinary Shares of the Company are as follows

shareholding as
% of base salary

1 January 2012 31 December 2012 {annual fee for
(Or at date of appointment) {Or at date of retirement) 19 February 2013 () NEDs) (in)
Numbers Shares Options Shares QOptions Shares Options %
Sir John Buchanan 159483 - 162,695 - 162,695 - 286
Julie Brown - - - - - - -
Olwier Bohuon (i} - 151 698 371015 151,698 37015 151698 29
Adnan Hennah 167,968 430713 27951 - - - -
lan Barlow 18,000 - 18,000 - 18,000 - 201
Genewvieve Berger 1,750 - 1,750 - - - -
Baroness Botlomley - - 17,500 - 17,500 - 195
Pamela Kirby 15,000 - 15,000 - 15000 - 167
Bnan Larcombe 40,000 - 40,000 - 40,000 - 446
Joseph Papa 5000 - 12,500 - 12,500 - 13
Ajay Prramal - - - - - - -
Richard De Schutter 250,000 - 220000 - 220000 - 1990
Rolf Stomberg 13100 - 13100 - - -
Total 670,301 582,411 817071 151678 522,710 151,698

{1 The latest practicable date for this Annual Report

) Caleulated using closing share price of 702p per ordinary share and $54 28 per ADS on 19 February 2013, and an exchange rate of £1/€11562

{m) In addiion Olvier Bohuon helds 50 000 Deferred Shares Following the redenomination of Ordinary Shares inlo US dollars on 23 January 2006, the
Company 1ssued 50 000 Deferred Shares calculated using the latest practicable date share price: These shares are normally held by the Chief Executive
Officer and are not listed on any Stock Exchange and have extremely kmited nghts atiached tothem

The total holdings of the Directors represent less than 1% of the Ordinary share capital of the Company

The register of Directors interests, which 1s open o Inspection at the Company s registered office, contains full details of Directors shareholdings and share
options
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Total shareholder retum

A graph of the Company s TSR performance compared to that of the TSR of the FTSE100 index 1s shown below in accordance with Schedule 8 to the
Regulations

Smith & Nephew — Five year Total Shareholder Retum [measured in UK sterling, based on morithly spot values)

Graph removed

However, as we compare the Company’s performance to a tailored sector peer group of medical devices companies (see page 701, when constdenng TSR
performance in the context of the 2004 Performance Share Plan and Global Share Plan 2010, we feel that the following graph showing the TSR performance of
this peer group 15 also of interest

Smith & Nephew - Five year Total Shareholder Return (measurad 1n US dollars, based on monthly spot values)

Graph removed

Chdirman of the Remuneration Commitiee
2Q February 2013
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Drrectors’ responsibiliies for the accounts

The Directors are responsible for prepanng the Group and Company accounts
n accordance with appicable United Kingdom law and regutatons As a
consequence of the Company's Crdinary Shares being raded on the New York
Stock Exchange {in the form of Amencan Depostary Shares) the Directors are
responsibi for the preparation and filing of an annual report on Forrn 20-F with
the US Securmes and Exchange Commission

The Drrectors are required to prepare Group accounts for each financial year n
accordance with the Imemationat Financial Reporung Standards (IFRS) as adopted
by the Eurgpean Unon which present farty the: financial postion of the Group and
the financtal performance and cash flows of the Group for that penod In prepanng
those Group accounts, the Directors are required to

— Select surable accountng policies in accordance with IAS 8 Accounting
Policies Changes in Accounting Estmates and Errors and then apply them
consistently;

- Present mformation, iIncluding accounting policies, in a manner that provides
relovant, reliabie, comparable and understandable information

- Provde addwonal disclosures when comphance with the specific requirements
iniFRS s insufficient to enable users o understand the iImpact of parucutar
rransactons, other events and conditions on the Group's financial position and
financial performance and

— State that the Group has complicd with IFRS, subject to any matenal departures
disdesed and explained in the accounts

Under Untted Kingdom law the Directors have elected to prepare the Company
accounts n accordance with United Kingdorm Generally Accepted Accounting
Practice (United Kingdom Accounting Standards and applicable law), which are
requiced by law to give a true and farr view of the state of affars of the Company
and of the profit or loss of the Company for that period In prepanng the Comparty
accounts, the Directors are required to

— Seledt sutable accounting pobaes and then apply them consrstenty;
— Make judgments and estimates that are reasonable and prudent,

— State whether appicable UK Accounting Standards have been foliowed,
subject to any matenal departures disclosed and explained in the accounts,
and

— Prepare the accounts on a going concern basis unkess It 1S INappropnate 1o
presume that the Company will continue in business

Sectlon 7 Accounts and other information 89

The Dwectors confirm that they have complied with the above requirements
n prepanng the accounts

The Drrectors are responsible for keeping proper accounting records that disclose
with reasonable accuracy at any tme the financial position of the Group and the
Company and enable them to ensLire that the accounts comply with the
Companes 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 Companry and hence for taking reasonable steps for the prevention and
detection of fraud and other rregulanties.

The Drectors are responsible for the mantenance and integnty of the corporate
and financial mformation included on the Group's website It should be noted that
nformation published on the intermet 1s accessible In many countnes with diferent
legal requirements Legislation in the UK goverrung the preparation and
drssermnination of accounts may differ from legislation in other junsdictions

Drrectors’ responsibility statement pursuant

to drsclosure and transparency Rule 4
The Directors confirm that, to the best of cach person's knowledge

— The Group accounts in this report, which have been prepared in accordance
with IFRS as adopted by the European Umon and those pants of the Companies
Act 2006 applicable to companies reporting under [FRS gve a true and faw
view of the assets, labives, financtal postion and profit of the Group taken
as a whole

— The Company accounts i this repaon, which have been prepared In
accordance with Urited Kingdom Generally Accepted Accounting Practice
and the Comparues Act 2006 give a true and far view of the assets, habilues,
financial positon and profit of the Company and

— The Financial review and pnncipal nsks' section contaned in the accounts
ncludes a far review of the development and performance of the business and
the financial posion of the Company and the Group taken as a whole, together
with a descnption of the pancipal risks and uncertanties that thoy face

By order of the Board 20 February 2013

SWN-WW‘“}

Susan Swabey
Comparty Secretary
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Independent auditor's UK Report

Independent Auditor's Report to the Members of
Smith & Nephew plc

We have audited the Group accounts of Smith & Nephew pic for the year ended
31 December 2012 which compnse the Group Income Statement, the Group
Statement of Comprehensive Income, the Group Balance Sheet, the Group Cash
Flow Statement, the Group Statement of Changes in Equity and the related notes
11024 The financial reporting framework that has been applied in ther
preparation 15 applicable law and Internatonal Financial Reporting Standards
(FRSs) as adopted by the European Union

This report1s made solely to the Company's members, as a body in accordance
with Chapter 3 of Part 16 of the Companies Act 2006 Our audit work has been
undertaken so that we night state to the Company's members those matters
we are required to state to them inan auditor’s report and for no other purpose
To the fullest extent pemmitted by law, we do not accept or assume responsibility
to anyone other than the Company and the Company's members as a body

for aur audit work for this report, or for the opimons we have formed

Respective responsibilites of directors and auditor
As explamed more fully In the Directors Responsibility Statement set out on

page 89 the Directors are responsible for the preparation of the Group financial
staternenis and for being satisfied that they give a true and far view Our
responstbility 1s to audit and express an opinion on the Group financial statements
in accordance with applicable law and Intermational Standards on Auditing (UK
and Iretand) Those standards require us to comply with the Auditng Practices
Board's {APB's) Ethical Standards for Auditors

Scope of the audt of the accounts

An audit involves obitaining evidence about the amounts and disclosures in the
financial statements sufficient 1o give reasonable assurance that the financial
statements are free from matenal misstatement, whether caused by fraud or error
This Includes an assessment of whether the accounting policies are appropnate
to the Group's eircumstances and have been consistently applied and adequately
disclosed, the reasonableness of significant accounting estmates made by the
Drrectors, and the overall presenation of the financial statements In addmon, we
read all the financial and non-financial mformation i the annual report to entfy
matenal nconsistencies with the audied financial statements f we become
aware of any apparent matenal misstatements of Inconsstencies we consider
the Imphcauons for ous report.

Opmion on financial statements

In our opinion the Group financial statements

— grve a true and farr wew of the state of the Group's affars as at 31 December
2012 and of its profit for the year then ended

— have been properly prepared in accordance wath [FRSs as adopted by the
European Union, and

— have been prepared m accordance with the requiremnents of the Comparies
Act 2006 and Article 4 of the |AS Regulation

Opinion on other matter prescnbed by the
Comparues Act 2006

In our opirion the information given in the Directors’ Report for the financial year
for which the Group financial statements are prepared 1s consistent with the
Group financial statements

Matters on which we are required to report

by exception
We have nothingto report in respect of the following

Under the Companies Act 2006 we are required to report 1o you if 1 our opinion
— ceran disclosures of directors’ remuneration specified by law are not made or

— we have not received all the information and explanations we requaire for
our audt

Under the Listing Rules we are required to review
— the Directors' staternent, set outon page 51 in relation to going concern and

— the pant of the Corporate Gevernance Statement relating to the Company's
compliance with the nine prowisions of the UK Corporate Governance Code
and

— certain elements of the report o shareholders by the Board on directors’
remuneration

Other matter

We have reported separately on the Company financial statements of Smith &
Nephew plc for the year ended 31 December 20112 and on the infermation in the
Directors’ Remuneration Report that 1s desenibed as having been audited

Separate Opinion in Relation to IFRSs

As explained in Note 1 to the Group financial statements, the Group 1 addion to
complying with s legal obligation to comply with IFRS as adopted by the European
Union, has also compiled with IFRS as issued by the Intematonal Accounting
Standards Board

In our opinion the Group financial statements give a true and far view, n
accordance with IFRS of the state of the Group's affarrs as at 31 December 2012
and of its profit for the year then ended

-‘6’mr A4 e
Les Chifford {Sexilor statutory auditor)
for and on behal of frnst & Young LLP, Statutory Auditor
London
20 February 2013




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 & Nephew
ple as of 31 December 2012 and 2011, and the related Group income
statements Group statements of comprehensive income, Group cash flow
statements and Group statements of changes in equrty for each of the three years
in the penod ended 31 December 2012 These financial statements are the
responsilty of the Company's management. Our responsibility 15 10 express

an opinion on these finanaal statements based on our audits

We conducted our audits n accordance with the standards of the Pubbc Company
Accounting Oversight Boeard (Unied States} Those standards require that we plan
and perform the audtt (o obtain reasonable assurance about whether the financial
statements are free of matenal misstatement An audit includes examining

on a test basis, evdence supportng the amounts and disclosures in the financial
Statements An audit also includes assessing the accounting panciples used and
significant esumates made by management, as well as evaluatng the overall
account presentaton We befieve that our audits provide a reasonable basts

for our opiron

In our opinion the financial statements referred to above present fairty i al
maltenal respects, the consobdated financal posivon of Smith & Nephew pk: at

31 December 20112 and 2011, and the consolidated results of its operations

and cash flows for each of the three years in the penod ended 31 December
2012, in accordance with Intematonal Financial Reporting Standards as issued by
the International Accounting Standards Board and Internatonal Financia! Reporting
Standards as adopted by the European Uinion

We also have audited in accordance with the standards of the Public Company
Accounung Oversight Board {United States), Smith & Nephew pic’s intemal control
over financial reporting as of 31 December 2012, based on cntena estabished n
Internal Control - Integrated Framework issued by the Commuttee of Sponsonng
Organysations of the Treadway Comsmission and our report dated 20 February
2013 expressed an unquabfied opimion thereon

_"6M|-— \'/o-w—‘ [
Emst & Young LLP
London England
20 February 2013
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Report of Independent Registered Pubhc
Accounting Firm to the Board of Directors and
Shareholders of Smith & Nephew plc

We have audited Smith & Nephew pkc's internal control aver financtal reportng
as.of 31 December 2012, based on ctena established inintemal Control -
Integrated Framework issued by the Commuttee of Sponsonng Organisations
of the Treadway Commussion (the COSO critena)

Simith & Nephew pic’'s managesment s responsible for maintaining effective
intemnal control over finanaial reporung and for its assessment of the effectiveness
of mternal control over finanaial reposting mciuded In the accompanying
‘Management's Report on Internal Control over Financial Reporting' Our
responsibility Is to express an optrion on the Company's ntemal control over
financial reporting based on our audit

We conducted our audit in accorcance with the standards of the Pubkic Company
Accounting Oversight Board (United States) Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether effectve
intemal control over financial reporing was maintaned 1n all matenal respects
Our audtt included obtaiming an understanding of intermal control over financial
reporting assessing the nsk that a matenal weakness exists testing and
evaluating the design and operating effectiveness of intemal control based

on the assessed nsk and performing such other procedures as we considered
necessary In the crcumstances We believe that our audr provides a reasonable
basis for our opinion

A company's internal control over finarkial reporting 1s a process designed to
provide: reasonable assurance regarding the relabdity of financial reporting and
the preparation of financial staternents for external purposes in accordance with
gererally accepred accounting pranciples A company's intemal control over
financial reporung includes those polcies and procedures that (1) pertain to the
maintenance of records that, in reasonable detall accurately and farty reflect the
ransactons and dispostions of the assets of the company; {2) provde reasonable
assurance that transactions are recorded as necessary to permit preparation of
financial statements In accordance with generally accepled accountng pnnciples,
and that receipts and expenditures of the company are being made only in
accordance with authorisations of management and directors of the company,
and {3} provide reasonable assurance regarding prevention or tmely detecton

of unauthorsed acquisiion, use or disposition of the company's assets that could
have a matenal effect on the financial statlements

Because of 15 inherent imitabions, intemal controt aver financial reporting may
nat prevent o detect misstatements Ao, projections of any evaluation of
effectiveness 1o fullre penods are stubject to the nsk that controls may become:
nadequate because of changes in conditons, or that the degree of eompliance
with the policies o procedures may detenorate

In our opimion, Smith & Nephew pic mantained in all matenalrespects effectve
intemal control over financial reportng as of 31 December 2012, based onthe
COSO critena

We also have audited, in accordance with the standards of the Public Company
Accountng Oversight Board (Urited States) the Group balance sheets of Smith &
Nephew pic as of 31 December 2012 and 2011 and the related Group income
statements, Group statements of comprehensive income, Group cash flow
statements and Group statements of changes in equity for each of the three years
In the penod ended 31 December 2012 and our report dated 20 February 2013
expressed an unqualified opirson thereon

e ¥ Yoy et
Emst & Young LLP q

London, England
20 February 2013
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Group Income statement

Year ended Year ended Year ended
31 December 31 December 31 Decembey
2012 201 2010
Notes $ mufion $ milion $ milion
Revenue 2 4137 4270 3,962
Cost of goods sold (1.070) (1,140) (1.031)
Gross profit 3067 3130 293
Scling general and administrative cxpenses 3 {2,050) (2,107} (1860)
Rescarch and development expenses a7 (167) (151)
Operating profit 2&3 846 862 920
Interest receivable 4 1 4 3
Interest payable 4 © 02 (18)
Other finance costs 4 3) {6 (10
Share of results of associates n 4 - -
Profit on disposal of net assets held for sate 22 251 - -
Profit before taxation 1,100 848 895
Taxation 5 (371) (266} {280)
Attnbutable profit for the year (i) 729 582 615
Eamungs per Ordinary Share (i) 6
Basic 813¢ 65 3¢ 69 3¢
Died 809¢ 65 0¢ 69 2t
GfOUp statement of Comprehenswe mncome
Year ended Year cnded Year ended
31 December 31 December 31 December
2012 2011 2010
Notes $ milion $ million 3 mfhon
Attnbutable profit for the year () 729 582 615
Other comprehensive income
Cash flow hedges - interest rate swaps
- losses ansing in the year - {1 m
— losses transferred to mcome statement for the year - 1 4
Cash flow hedges - forward foreign exchange contracts
—{losses)/gains ansing n the year ) 1 3
-{gains}/losses ransferred o invemones for the year 6) 13 1
Exchange differences on transtation of foreign opesations 36 (32) 66
Exchange on borowings classiied as net nvestment hedges 1 I @) b))
Actuanal (losses)/gans on retrement benefit obligatorts 19 (13) 70) 26
Taxaton on other comprehensive income (il 5 20 24 m
Other comprehensive ncome/(expense) for the year, net of taxaton 37 69) 72
Total comprehensive mcome for the year () 766 514 687

) Attbutabie to equity holders of the Comparty and wholly deved rom continuang operations

(i) Taxaton on tems relatng to components of alher comprehensive Income compnses a credit of $18m related ko retrement benefk chilgations
{2011 ~ credil of $27m 2010 - charge of $7m) and a credit of $2m related to cash flow hedges (2011 - charge of $3m 2010 - $nd)

The Notes on pages 96 to 138 are an stegral part of these accounts
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=
Group balance sheet
At At 3
31 December 31 December 5
2012 201 Q
Notes $ mullion $ milion ’g’
Assets §
S
Non-cumrent assets g
Property, plant and equipment 7 793 783 a
Goodwill 8 1,186 1,006
Intangible assets 9 1,064 423
Investments 10 2 4
Investments i assaciates i1 116 13 % ;
Loans to associates 11 167 - % E
Retrement benefit asset 19 ] - Y
Deferred tox assets 17 164 23 8
3,498 2,542
Current assets
Inventones 12 901 859
Trade and cther recenvables 13 1,065 1,037
Cash and bank 15 178 184 —
2,144 2,080 )
Assets held for sale 22 - 125 5
Total assets 5642 4747 3
Equity and liabiliues
Equity atinbutable to owners of the Company
Share capnal 20 193 191
Share premium 488 13
Treastry shares 20 {735) (766) z
Other reserves 121 9 g z
Retaned earmings 3817 3% 8 g
Total equity 3,884 3,187 =g
Non-cumrent habilities G
Long-term borrowings 15 430 16
Retirement benefit obigatons 19 266 287
Other payables 14 8 B8
Provisions 18 63 45
Defered ax kabiies V7 &1 &b g 8
828 422 2 g
Current habilties A A
Bank overdrafts and loans 15 38 306
Trade and other payables 14 656 564
Provisions 18 59 78
Current tax payable 177 1m
930 .19
Liabilibes directly associated with assets hekd for sale 22 - 19
Total Labilities 1,758 1,560 S8
Total equaty and habilities 5,642 4,747 % &%
Tllﬁé:foums were approved by the Board and authonsed for 1ssue on 20 February 2013 and are signed on #ts behatf by g %
- C/ﬁv—'—\— g
A
Sir John Buchanan 0 Bohuon
Chawrman Chief Executve Officer

The Notes on pages 96 to 138 are an integral part of these accounts
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Group cash flow statement

Year ended Year ended Year ended
31 December 31 December 31 December
2002 2011 2010
Nates $ mlion $ million $ milion
Cash flows from operating actvties
Profit before taxation 1,100 848 895
Net interest (recevable)/payable 4 2 8 15
Depreciation, amortisation and impairment 312 297 273
Loss on disposal of property plart and equipment and software 12 9 15
Share-based payments expense 24 34 30 21
Share of results of associates 1 [E)] - -
Dradends receved from associates ik 7 - -
Profit on disposal of net assets held for sale 22 251) - -
Increase in retirement benefit obligations (36) {44} {31
Decrease in inventones 12 40 21
Increase in rade and other recevables (5) 47 (100)
Increase/(Decrease) in trade and other payables and provisions 5 {6 2
Cash generated from operations (i {i) 1,184 1,135 11
Interest reconved 4 4 3
Interest paid @ 02 {201
Income taxes pad 279 (285) (235)
Net cash rflow from cperating actvities 902 842 859
Cash flows from mvestmg actmities
Acquisions {net of $2m of cash recesved in 2011) 22 (782) (33) -
Proceeds on disposal of net assets held for sale 22 103 - -
Captal expenditure 2 (265) (321) (315)
Investment in associate 1 10 - -
Proceeds on disposal of property, plant and equipment and software - - 8
Net cash used in nvesting activiies 954) {354) {307
Cash flows from financing activities
Proceeds from issue of ordinary share capital 77 17 15
Treasury shares purchased - ® (5
Praceeds of borrowings due within one year 21 40 78 17
Settiement of borrowings due within one year 21 296) (330 -
Proceeds on borrowings due after one year 21 915 92 21
Settlernent of borowangs due after one year 21 )] {232 {714)
Proceeds from own shares 6 7 B
Senlement of currency swaps 21 n m 3
Equity ddends pad 20 {186} {146) (132
Net cash from/{used in) financing activives 54 (527 (537
Net increase/{decrease) in cash and cash equivalents 2 33 15
Cash and cash equivalents at beginning of year 21 161 195 174
Exchange adjustments 21 4 m 6
Cash and cash equiatents at end of year 21 167 161 195

) Incudes $55m {2011 - $20m 2010 - $16m) of outgongs on restruciing and rabonalisalion expenses

fi) Includes $3m (2011 - $1m 2010 - $nd) of acqurstion related costs and $nd (2011 -$3m 2010 - $5m) of costs urvembursed by Insurers relating to macrotextred KRee revisions

The Notes on pages 96 to 138 are an integral part of these accounts
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g
Group statement of changes in equity
Share Share Treasury Other Retained Total 4
capital premium Shares {i} Reserves {in} eamngs equity 5
$ milion $ rmilion $ mullon $ million $ mullion $ milkon Q
At 1 January 2010 180 3g2 (794) 63 2338 2179 %
Total comprehensive income (i} - - - 53 634 687 4
Equity dvidends declared and paid - - - - {132) {132) g
Purchase of own shares - - {5 - - )] Q
Share-based payments recogrised - - - - 21 21
Cost of shares transferred {0 beneficiares - - 21 - (13 8
Issue of ordinary share capital {iv) 1 14 - - - i5 p_—
At 31 December 2010 191 396 778 116 2,848 2773 g%
Total comprehensive income () - - - 25) 539 514 g E
Equity dradends declared and paid - - - - (146} {146) E g
Purchase of own shares - - 6 - - {6) =
Share-based payments recognised - - - - 30 30
Deferred taxation on share based payments - - - - @ @
Cost of shares transferred to beneficianes - - 18 - (1) 7
Issue of ordinary share capital (iv) - 17 - - - 17
At 31 December 2011 19N 413 (766} a1 3258 3187 =z e
Total comprehensive ncome (i) - - - 30 736 166 i §
Equity dendends declared and paid - - - - (186} (186} &
Share-based payments recogrised - - - - 34 34 3
Cost of shares transferred to beneficianes - - A - {25) 6
issue of ordinary share capitaf (iv) 2 75 - - - 77
At 31 December 2012 193 488 {735) 121 3817 3,884
) Atributabie to equity hokders of the Comparry and wholly derved from continuing operations
(i) Refer io Note 20 2 of the Group Financial Staternents For furher informaticn
(i)} Other rescrves compnses gains and losses on cash flow hedges foregn exchange diferences on ranstation of foreign operatons and the diference ansing as a resull of ranstating share =2
captal and share prosnum at the rate nuling on the date of redenomination instead of the rate at the balance sheetdate The curmiative translation adjustments witwn Cther Reserves at 31 2B
December 2012 were $124m (2011 - $87m 2010 - $123m) g 2
{n)  Issue of Ordinary Share Capntal as a result of optons being exercised § é
The Notes on pages 96 to 138 are an integral part of these accounts % E
g8
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Notes to the Group accounts

1 Basis of preparation

Smith & Nephew plc {the ‘Company) is a public lmited company incorporated in
England and Wales. In these accounts 'Group means the Cempany and all s
subsidianes. The pnncipal actvites of the Group are to develop, manufacture,
market and sell medical devices in the sectors of Advanced Surgeal Devices
and Advanced Wound Management.

As requred by the European Union s 1AS Regulaton and the Companies Act
2006 the Group has prepared s accounts n accordance with Intemnationat
Financial Reporung Standards {IFRS) as adopted by the European Union {EU}
effective as at 31 December 2012 The Group has also prepared its accounts in
accordance with IFRS as issued by the Intemational Accounting Standards Board
(1ASB] effective as at 31 December 2012 [FRS as adopted by the EU differs in
cenain respects from IFRS as issued by the IASB However, the diffevences have
noimpact for the periods presented

The preparation of accounts in corformity with IFRS requires management

to use estmates and assumptions that affect the reparted amournits of assets

and kabives and disclosure of conungent assets and iabiiues at the date of the
accounts and the reported amounts of revenues and expenses dunng the
reporting period The accounting policies requinng management to use significant
esumates and assumpbions are, mventories, impairment, retrement benefits,
contngences and provisions and are discussed under Cntical Accounung Polcies
within the Financial review and pnncipal nsks’ section on page 51 Although these
estmates are based on management's best knowledge of cument events and
actions actual results ulimatety may differ from those esymates

The Directors continue to adopt the going concerm basis for accounting in
prepanng the annual financial statements  The Directors have a reasonable
expectation that the Group has adequate resources to continue in operatonal
existence for the foreseeable future

Consolidation

The Group accounts include the accounts of Smith & Nephew pic {the 'Company)
and ns subsidianes for the penods dunng which they were members of the Group

A subsidiary 1s an entity controlled by the Group Conirol compnses the power to
govern the financial and operating policies of the investee so as to obtain benefit
from tts actvities and 1s achveved through direct or indirect ownership of voting
nghts Subsidianes are consolidated i the Group accounts from the date that the
Group obtains control and continue to be consohdated untl the date that such
control ceases (ntercompany transactions balances and unrealised gains and
losses on transactions between group companies are eliminated on
consohdation Al subsidianes have year ends which are co-terminus with

the Group's

Recognition of financial assets and liabilties

Financial assets and habdiues are recogrised on a trade date basis in the Group's
balance sheet when the Group becormnes party 1o the contractual provistons of the
instrumerit, The Group cames borowings in the Balance Sheet at amorbsed cost.

Foreign currencies

Functional and presentation curency

The Group accounts are presented in US Dollars, which i1s the Company's
funcuonal currency

Foreign currency ransactions

Transacuons in foreign currencies are recorded at the exchange rate nuling

at the: date of the tansaction Monetary assets and kabiliies denominated n
foresgn cumencies are retranslated at the rate of exchange ruling at the balance
sheet date

Foreign operations

Balance sheet nems of foreign operations are translated into US Dollars on
consolidation at year end rates of exchange Income statement tems and the
cash flows of overseas subsidiary undertakings and associated undertakings are
tanslated at average rates as an approximation to actual transacton rates with
actual ransacton rates used for large one off ransacuons

Goodwill and tairvalue adjustments ansing on the acquistion of a foreign entity
are reated as assets and babilues of the foreign entity and translated at the year-
end rates of exchange

The following are recogrused n Other comprehensive income and are prosented
in ‘Other reserves'within equity exchange diferences on the translation at closing
rates of exchange of non-US Dollar opening net assets the differences arising
between the translauon of profits into US Dollars at actual o average, as an
approximation) and closing exchange rates, to the extent that the hedging
relavonship I1s effective the difference on translaben of foreign cunency
bormowngs or swaps that are used to finance or hedge the Group’s net
nvestments in foreign operations, and the movemnent in the fair value of forward
foreign exchange contracts used {o hedge forecast foreign exchange cash flows
All other exchange differences are taken tothe income statement.

The exchange rates used for the transtaton of curencies into US Dollars that have
the most significant mpact on the Group resutts were

2012 2011 2010
Average rates
Stering 158 160 154
Euro 128 139 132
Swiss Franc 107 113 096
Year-end rates
Sterling 163 155 157
Euro 132 129 134
Swass Franc 109 106 107

New IFRS accounting standards

A number of new stanclards, amendments to standards and interpretabons are
effectve for annual peniods beginning after 1 January 2012 and have not been
apphed in prepanng the Group accourts None of these are expected to have a
signficant effect on the financial statements of the group except for IFRS @
Finangial Instruments The Group does not plan to adopt this standard early and
the extent of the impact has not been determined




2 Business segment information

The Orthopaedics and Endoscopy business units reported separately in the
Group accounts for the year ended 31 Decerber 2011, have been combined into
a single operating dwvision named Advanced Surgical Devices This segmentation
reflects the revised Group structure announced in August 20171 Revenue, trading
profit, operaung profit, total assets total labiives, capital expenditure, depreciation,
amorisalion imparment, other significart information and average employees

by business segment comparative figures have been restated to reflect this
revised segmentation

For management purposes, the Group 1s orgamsed into business segments
according to the nature of its products and has two business segments —
Advanced Surgcal Devices and Advanced Wound Management. The types
of products and serices offered by each business segment are

— Smuth & Nephew's Advanced Surgcal Devices business offers the following
products and technologies

o Orthopaedic reconstruction implants which include hip, knee and shoulder
Jonts as well as ancillary products such as bone cement and mixing systems
used in cemented reconstruction jont surgery

© Orthopaedic trauma fixation progucts consisting of mternal and extemnal
devices and other products, inciuding shoulder fixation and onthobiological
matenals used in the stabilisation of severe fractures and deforrmity
comection procedures

o Sports medicing products which offer surgeons a broad aray of instruments
technologies and implants necessary to perform minimally invasive surgery
of the Joints, ncluding knee hip and shoulder repay

o Arthroscopy Enabling Technologies wiich offer healthcare providers a vanety
of technclogres stuch as fuid management equipment for surgical access
such as high defintion cameras, digiial image capture scopes bght sources
and monttors to assist with visualisauon inside the joints, radio frequency
wands, electromechanical and mechanical blades and hand instruments
for remowing damaged tissue

— Smith & Nephew's Advanced Wound Management business offers & range
of prodtcts from mital wound bed preparation through to full wound closure
These products are targeted at chronic wounds associated with the older
populaton, such as pressure sores and venous leg ulcers There are also
froducts for the treatment of wounds suich as bums and invasive surgery
that impact the wader population

Management monitors the operating resutts of its business segments separately
for the purposes of making decisions about resource allocation and performance:
assessment. Group financing (including interest recenvabile ard payable)

and income taxes are managed on a group basis and are not aBocated

to business segments

The following tables present revenue profit, asset and hability informaton
regarding the Group's operating segments. Investments in associates and loans
to associates 13 segmentally allecated o Advanced Surgical Devices

Section 7 Accounts and other information 97

2 1 Revenue by business segment and geography

Accounting pokicy

Revenue compnses salkes of products and services to third parties at amournts
invoiced net of trade discounts andrebates excluding taxes or revenue
Revenue from the sale of products 1s recogrised upon transfer to the customer
of the significant nsks and rewards of ownership This 1s generally when goods
are delivered to customers Sales of nventory located at customer premises and
avallable for customers' immedsate use are recognised when notficatort 1s
recerved that the prociuct has been mplanted or used Appropnate provisions
for returns trade discounts and rebates are deducted from sevenuc Rebates
compnse retrospectve volume discounts granied to certain customers on
attanment of certan levets of purchases from the Group These are accrued
over the course of the amangement based on estmates of the level of business
expecied and adjusted at the end o the arangement (o reflect acual volumes

2012 2011 2010
$ milion $ milion $ muliion
Revenue by
business segment
Advanced Surgicat
Devices 3,108 3.251 3050
Advanced Wound
Management 1,029 1019 912
4,137 4,270 392

There are no matenal sales between business segments.

2012 201 2010
$ million $ milion $ million
Revenue by
geographsc market
Urnted Kingdom 297 291 283
Cther Established
Markets 1,706 1769 1,606
Urated States 1,651 1,756 1,707
Emerging and
Intemational Markets 433 454 366
4,137 4270 3,962

Revenue has been allocated by basts of ongin No revenue from a single customer
5 1n excess of 109 of the Group's revenug
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Notes to the Group accounts continued

2 Business segment information continued

2 2 Trading and operating profit by business segment

Trading profitis a trend measure which presents the long-term profitability of the Group excluding the impact of specific ransactions that management considers affects
the Group's short-term profitability The Group presents this measure 10 assist nvestors in ther understanding of trends  The Group has idenified the following nems,
where matenal as those to be excluded from operating profit when amving at trading profit acquisiuon and disposal related tems including amortisation of acquisiton
intangibles and imparments, sgnificant restructunng events, gams and losses ansing from legal disputes, and unmsured losses Operating profit reconciles 1o trading

profit as follows
2012 20N 2010
Notes $ million $ milkan $ million
Operating profit 846 862 920
Acquisinon related costs 3 " - -
Restructunng and rationalisation cxpenses 3 65 40 15
Amortisation of acquisiion intangibles and imparments 889 43 36 34
tegal provision 3 - 23 -
Trading profit 965 961 969
Trading profit by business segment
Advanced Surgical Devices 728 714 736
Advanced Wound Management 237 247 233
965 961 969
Operating profit by business segment
reconctled to atirtbutable profit for the year
Advanced Surgical Devices 632 630 700
Advanced Wound Management 214 232 220
Operating profit 846 862 920
Net interest recevable/{(payabie) 2 t2)] (15
Orher finance costs (3) {6} no
Share of results of associates 4 - -
Profit on disposal on net assets held for sale 251 - -
Taxaton 371) {266} (280}
Attnbutable profit for the year 729 582 615
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2 3 Assets and habilities by business segment and geography
Business Segment
2012 2011 2000
$ milion $ milion $ mdiign
Balance sheet
Assets
Advanced Surgical Devices 3,518 3,396 3547
Advanced Wound Management 1.776 819 755
Operating assets by business segment 5.204 4,215 4302
Assets held for sale (retating to Advanced Surgical Devices business segment) - 125 -
Unaliocated corporate assets 348 407 431
Total assets 5,642 4,747 4,733
Liabiliues
Advanced Surgical Devices 530 526 581
Advanced Wound Management 256 169 146
Operatng habilives by business segment 786 695 721
Liabilives drrectly associated with assets held for sale (relating 10
Advanced Surgical Devices business segment) - 19 -
Unallocated corporate kabilties 972 846 1,233
Total Labilties 1,758 1,560 1,960
Unaliocated corporate assets and habilies compase the followang
2012 201 2010
$ million $ milion $ million
Deferred tax assets 164 223 224
Retrement benefit assat 6 - -
Cash and bank 178 184 200
Unallocated corporate assets 348 407 41
Long-term borrowings 430 16 642
Retrement benefit obligations 266 287 262
Deferred tax habilties 61 66 63
Bank overdrafts and loans due within one year 38 306 57
Curent tax payable 177 171 203
Unaliocated corporate kabites 912 846 1213
2012 20mM 2010
$ rrullion $ mullion $ mullion
Caprtal expenditure
Advanced Surgical Devices 188 334 285
Advanced Wound Management 839 3 30
1,027 365 315
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Notes to the Group accounts continued

2 Business segment information continued

2 3 Assets and liabilities by business segment and geography continued
Capital expenddure segmentally allocated above compnses

2012 201 2010
$ mifion $ rrulbon $ million
Additons to property, plant and equipment 197 229 250
Addtions to intangible: assets 68 92 65
Capital expenditure (excluding business combinatons) 265 321 ns
Acquistions — Goodwall 73 44 -
Acquisiions - Intangible assets 662 - -
Acquisttons — Property, plant and equipment 27 - -
Capttal expenditure 1,027 365 315
2012 2011 2010
$ mition $ million $ milion

Depreciation, amortisation and impaiment.
Advanced Surgical Dewices 274 259 236
Advanced Wound Management 38 38 37
312 297 273

Amounts cormprise depreciaton of property plant and equipment, amorusation of other intangible assets, mpairment of nvestments and amorisaton of acquisiion

intangibles and imparrments as follows

2012 20M 2010

$ milllon $ million $ milion

Amorusation of acquisiton intangibles 43 36 34
Depreciation of property plant and equipment 212 217 203
Imparrment of goodwill n Austnan associate 4 - -
Amortisation of other intangible assets 51 42 34
Impairment of Investments 2 ? 2
312 297 273

Imparments of $6m were recogrised within operating profit n 2012 and ncluded within the administratve expenses Ine (2011 - $2m 2010 - $2m} This 1s segmentally

allocated to Advanced Surgical Devices (2011 - Advanced Surgical Devices, 2010 — Advanced Surgical Devices)

Geographic
2012 2019
$ milhon $ million
Assets by geographic location
United Kingdermn 257 283
Other Establshed Markets 895 1,068
Urted States 2,122 820
Emerging and Internavonal Markets 54 48
Non-current operating assets by geographic location 3,328 2319
Urited Kingdom 279 190
Other Established Markets 528 806
Unned States 999 762
Emerging and Intemauonal Markets 160 138
Currem operating assets by geograpluc location 1,966 1896
Assets held for sale - 125
Unallocated corporate assets (see page 99) 348 407
Total assets 5,642 4,747
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2 4 Other business segment information
2012 201 2mo
$ milion $ milion $ milion

Other significant expenses recogrised within operating profit
Advanced Surgical Devices 57 32 10
Advanced Wound Management 19 8 5
76 40 15

The $76m incurred i 2012 relates to $65m restructunng and ratcnalisabon expenses and $11m acquisiton related costs (2011 - $40m relates to restructunng and
ratonalsation expenses 2010 - $15m relates to restructuning and rationalisation expenses)

2012 201 2010
numbers numbers numbers

Average number of employees.
Advanced Surgical Devices 7,194 7611 7.179
Advanced Wound Management 3,283 3132 2993
10,477 10,743 10172

3 Operating profit
Accounting polcies

Research and development

The Group considers that the regulatory techrical and market uncertainties inherent in the development of new products means that development costs should not be
capitabsed as intangible assets unul products receive approval from the appropnate regulatory body Substantially all development expenditure 1s complete by the time
the product 1s submitted for regulatory approval Consequently the majonty of expenditure on research and development is expensed as incurred

Advertising costs
Expenditure on adverisng costs 1s expensed as ncurred

2012 2011 2010

$ mulion $ milion $ mullion

Revenue 4,137 4,270 3.962
Cost of goods sold () (1,070) 1,140 (1031}
Gross profit 3.067 3130 2931
Research and development expenses (7)) (167) (151}

Selling general and administrative expenses

Markeung selling and distribution expenses {i) (1,440) {1526) (1414}
Admmistrative expenses (i} {v) (v) (1) (610 (575) (446}
(2,050) (2107) (1 860)

Operating profit 846 862 920

i 2012 mcudes $3m of restructnng and rabonalisation expenses (2011 -$7m 2010~ $nd
{i) 2012 nchudes $rul of restruct.nng and rationalisabon expenses (2011 - $nd, 2010 - $3m)
) 2012 ncludes $51m of amortisabion of other mtangible assets (2011 -$42m 2010 - $34m)

M 2012 ncludes $62m of restructunng and rabonalisation expentses and $43m of amoxtisation of acquisivon Mangbles (2013 - $33m of restructiurng and rabonalisaton expenses and $36m of
amorisation of acquisibon ntangibles 2010 - $12m of restructunng and ratonalsation expenses and $34m of amortsation of acquisiton Ntangibles)

¥ 2012 mciudes $nil relabng to legal provision {2071 - $23m 2010~ $ni}
fi) 2012 includes $11m of acquesiion related costs (2011 - $nif 2010- $ni)
Note that tems detated n () i) {v) &) and {vi) are exduded from the calculation of trading profit
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Notes to the Group accounts continued

3 Operating profit continued
Operating profit is stated after charging the following tems

2012 2011 2010
$ million $ milton $ milion
Amortisation of acquisition Intangibles 43 16 34
Amortisation of other intangible assets 51 42 34
Impairment of goodwall n Austrian asscciate 4 - -
Depreciation of property, plant and equipment 212 217 203
Loss on disposal of property plant and equipment and software 12 9 15
Imparment of Investments 2 2 2
Winmum operating lease payments for land and buildings 29 33 3
Minimum operating lease payments for other assets 21 32 28
Advertising costs 74 90 83
3 1 Staff costs
Staff costs dunng the year amounted to
2012 201 2010
Notes $ milion $ million $ mithon
Wages and salanes 836 930 817
Social secunty cosls 97 99 9
Pension costs {including retirement healthcare) 19 o4 64 60
Share-based payments 24 34 30 21
1,081 1,123 989
3 2 Audit Fees — information about the nature and cost of services provided by auditors
2012 20Mm 2010
$ million $ mullion $ million
Audt services Group accounts 1 1 1
Other serices
Local statutory audit pursuant to legislation 2 2 2
Taxaton services
Compliance senices 1 1 1
Adisory services 1 1
Tota! auditors’ remuneration 5 5 5
Anising
Innthe UK 2 2 2
Qutside the UK 3 3 3
5 5 5
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3 3 Acquisttion related costs g
Acquisiton related costs of $11m (2011 - $rul, 2070 - $nil) were incured in the twetve monith penod ta 31 December 2012 These costs relate to professional and g
adhsor fees i cannecton with the aoquisition of Healthpoint Bistherapeutics which was completed on 21 December 2012 =
=
3 4 Restructunng and rationahsation expenses 2
Restructunng and ratonalisation costs of $65m (2011 - $40m 2010 - $15m) were incurred in the twelve month perioc 10 31 December 2012 Charges of $65m (2011 — Z
$26m, 2010 - $nil) were ncurred, refating mainty to people costs and contract terminaton costs associated with the structural and process changes announced in August -
2011 Dunng 2012 no charges (2011 - $14m, 2030 ~ $15m} were iIncurred In relation 1o the earnngs improvement programme which was completed in 2011
3 5 Legal provision o
In 2011, the Group established a provision of $23m in connectron with the previously disclosed investigation by the US Securtties and Exchange Commission [SEC) and g §
Department of Justice (DOJ) inta patenuat violarons of the U S Foreign Cormup Practces Act in the medical devices industry g3
On 6 February 2012 Smith & Nephew announced that t had reached settiement with the SEC and DO in connection with this matter and commitied to pay skghtly less g g
than $23m in fines and profit disgorgement which have all been paid Smith & Nephew also agreed 1o maintan an enhanced compliance programme and appoint an = g
independert monttor for at least 18 months to review and report on its compliance programme
4 Interest and other finance costs
4 1 Interest recevable/(payable)
2012 2011 2010 za
$ million $ milion $ million § 2
Interest recevable 11 4 3 E
Interest payable 3
Bank borrowings 4] @ ]
Other [ 6 (1
© (12 {18)
Net interest recevable/(payable) 2 @ (15)
Interest recenvable Includes net interest recervable of $2m (2011 - $1m, 2010 - $nil) on interest rate and currency swaps and interest payable includes $1m (2011 - $ail,
2070 - $5m) of net nterest payable on curency and interest rate swaps The gross mnterest receivable on these swaps was $2m (2011 - $4m 2010 - $4m) and the »z
gross interest payable was $1m (2011 - $3m, 2010 -~ $9m} 3 E
EE
4 2 Other finance costs 2z
G
2012 2011 2010
Notes $ milion $ million $ milion
Retrement benefits Interest cost 19 (63} (66) (64)
Retrement benefits Expected retum on plan assets 19 60 59 55
Other - 1 i
Other finance costs 3 ] (10) 28
54
Foragn exchange gams or losses recogrused in the income statement arose pnmanty on the translaten of intercompany and thrd party borrowings and amounted % %
toa net $5miossin 2012 (2011 - net $3m gain, 2010 - net $8m gain} These amounts were fully matched in the income statement by the fair value gains or losses ar

on cumency swaps (camed at far value through profit and loss) held to manage this curency nsk
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Notes to the Group accounts continued

5 Taxation

Aceounting policy

The charge for current taxation 1s based on the results for the year as adjusted for items which are non assessable or disallowed It ts cakculated using rates that have

heen enacted or substantvely enacted by the balance sheet date The accounting policy for deferred taxaton 1s set out in Nate 17

The Group operates in ruliple tax junsdichions around the world and records prowisions for taxation habiites and tax audits when it 1s considered probable that a tax
charge will anse and the amount can be reliably estmated Atthough Group policy 1s to submit 15 tax returns to the refevant tax authonties as promplly as possible
at any time the Group has unagreed years autstanding and 1s involved in disputes and tax audits Significant 1ssues may take many years to resove In esimating
the probability and amount of any tax charge management takes Into account the views of intemal and external adwsers and updates the amount of the provision

whenever necessary The ultimate tax hability may differ from the amount provided depending on mterpretatons of tax law, setlement negotiatons or changes

In legislanon

Taxation charge attributable to the Group

2012 201 2010

$ milion $ milion $ milkon
Cument taxation
UK corporanon tax at 24 5% (2011 - 26 5% 2010 - 28%) 53 56 52
Overseas tax 248 214 238
Cuent ncome tax charge 301 270 290
Adjustrnents i respect of pnor perods n (16) (18
Total current taxation 284 254 272
Deferred taxation
Onginaton and reversal of temporary differences 88 18 4
Changes ntax rates (3} (3 (2
Adjustments to estimated armounts ansing In prior penods 2 (K] 6
Total deferred taxation 87 12 8
Total taxation as per the ncome statement 3N 266 280
Deferred taxation in other comprehensive Income (20) (24) 7
Deferred taxation n egurty - 2 -
Taxation attributable to the Group 351 244 287

The tax charge was increased by $82m i 2012 as a consequence of the profit on dispasal of net assets held for sale after adjusting for acquisition related costs,

restructuning and ratonalisation expenses and amortisanon of acquistion intangibles In 2011 and 2010 (2011 - $17m and 2010 - $10m) the tax charge was reduced

as a consequence of restructunng and ratonalisabion expenses, amortisation of acquisiton iIntangibles and legal provision

The applicable tax for the year 1s based on the United Kingdom standard rate of corporation tax of 24 5%i2011 - 26 5% 2010 - 28%) Overseas taxation is calculated

at the rates prevailing in the respective junsdictions The average effective tax rate differs from the applicable rate as follows

2012 2011 2010

% % %

UK standard rate 245 265 280
Non-deductible/non-taxable tems 04 05 g2
Prior year tems (13) (16) (15
Tax losses incumed not relieved/{utiised not previously recognised) o8 03 02
Overseas mcome taxed at other than UK standard rate 93 67 48
Total effective tax rate 337 314 313

The enacted UK tax rate applicable from 1 Apnl 2013 was reduced 1o 23% and the UK Govemment anneunced policy to reduce the tax rate to 21% R is expected that

if the stated policy 1s enacted deferred tax credits will anse
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Accounting polices
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Earnings per share

Basic earmings per share 1s calculated by dniding the profit atinbutable 1o equity holders by the weighted average number of Ordinary Shares in issue dunng the year,
excluding shares held by the Company in the Employees’ Share Trust or as treasury shares

Adjusted earnings per share

IINYWAOLNIS ONY ADILVHLS

Adjusted eamngs per share 15 a trend measure which presents the long-term profitabifity of the Group excluding the impact o specific transactions that management

considers affects the Group's short term profitability The Group presents this measure to assist investors in thexr understanding of trends  Adjusted attributable profitis
the numerator used for this measure The Group has identfied the followaing tems where matenal, as those to be excluded when amving at adjusted atinbutable profit
acquisivon and disposal refated ttems mcluding armorsation of acquisiton intangible assets and Imparments, significant restiuctunng events, gains and losses ansing

from legal disputes and urinswred losses, and taxation thereon

The calculations of the basic diluted and adjusted eamings per Ordinary Share are based on the following eamings and numbers of shares

M3IATY SSINISNG
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2012 2011 2010
$ mibion $ millon $ milion
Eamings
Attnbutable profit for the year 729 582 615
Adyusted atinbutable profit (see below) 679 664 654 23
iz
&
Adjusted attnbutable profit 5
Attributable profit 1s reconailed to adjusted atinbutable profit as follows
2012 2011 2010
Notes $ milion $ millon $ milhon
Atinbutable profit for the year 729 582 615
Acquisiion refated costs 3 1 - -
Restruciunng and rationalisation expenses 3 65 40 15 ez
Amortisation of acquistion intangibles and imparments 8&9 43 36 M E 2
Profit on disposal of net assets held for sale 22 @250 - - é =
23
Legal provision - 23 - é é
Taxaton on excluded items 82 a7 (10) &
Adjusted attnbutable profit 679 664 654
The numerators used for basic and dilLted earrings per Ordinary Share are the same The denominators used for all categones of eamings for basic and diuted earmings
per Ordinary Share are as follows
2012 201 2010
89
Number of shares {milions) 23
-]
Basic weighted average number of shares 897 891 888 £ g
Diugve Impact of share options cuastanding 4 4 4 =
Died weighted average nurnber of shares 01 895 889
Eamings per Ordinary Share
Basic 813¢ 65 3¢ 69 3¢
Diluted 30X 650¢ 69 2¢
Adjusted Basic 757¢ 74 5¢ 736¢
Adusted Ditsted 754¢ 7428 736t .
8
Share options not Included in the diuted EPS calculation because they were non-dilutive In the period totalled 8 2m (2011 - 129m, 2010 -~ 2 5m} z g
aa
ap
£Z
]
z
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Notes to the Group accounts continued

7 Property, plant and equipment

Accounting polcies

Property, plant and equipment

Propenty plant and equipment is stated al cost less depreciation and provision for impairment where appropriate Freehold land 1s not deprecated Freehold buldings
are depreciated on a straight-ine basis aver ves ranging between 20 and 50 years Leasehold land and buildings are depreciated on a straight-ine basis over the
shorter of therr estimated useful economic Ives and the terms of the leases

Plant and equipment I1s depreciated over lives ranging between three and 20 years by equal annual nstaiments to wnte down the assets to therr estmated residual
value at the end of therr working ives  Assets In course of construction are not depreciated until they are brought Into use

The useful ives and restdual values of all property, plant and equipment are reviewed each financial year end and where adjustments are required, these are
made prospecively

Finance costs relating to the purchase or construction of property plant and equipment and intangible assets that take longer than one year to complete are capitalised
based on the Group weighted average borowing costs All other finance costs are expensed as incused

Impairment of assets

The carmymg 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 ndicaton exists, the recoverable amourt of the asset 1s estimated in order to determine the extent of Impamment loss Where s not possible
to estmate the recoverable amount of an individual asset, the Group estimates the recoverable amount of the cash-generating unit to which it belongs

An assel's recoverable amount)s the hegher of an asset's o cash-generating unit's far value less costs to sell and ts value-in-use In assessing value-in-use, its
estimated future cash flow I1s discounted to its present value using a pre-tax discount rate that reflects the current market assessments of the tme value of money and
the nsks specific to the asset

Land and buildings Plant and equipment Assets m
course of

Freehold Leasehold Instruments Other  construction Total

$ milion $ million $ milhon $ milion $ mulion $ rmilion
Cost
At 1 January 2011 3 53 964 786 67 2001
Exchange adjustment - U] n3 i - 21
Additons 4 2 144 32 47 229
Disposals 2 ] {86) - - 20)
Transfers - - - 72 {72 -
Transferred to assets held for sale - - - &) - (5)
At 31 December 2011 133 52 1002 878 42 2114
Exchange adjustment 2 - 3 15 1 21
Acquisitons (see Note 22 1) 8 - - 7 12 21
Addmons - 1 122 48 28 197
Disposals - (1) 92) (37 - (130)
Transfers - - - 10 (10) -
At 31 December 2012 143 52 1,042 919 73 2,229
Depreciation and imparment
At1 January 2011 1 25 638 510 - 1,214
Exchange adjustment - - 9 [(3) - (15)
Charge for the year 4 3 139 71 - 211
Disposals vl M (80} - - 83
Transferred to assets held for sale - - - @ - @
At 31 December 2011 43 27 688 573 - 1,331
Exchange adjustment 1 - 2 1 - 14
Charge for the year 2 3 137 10 - 212
Drsposals - (M 89 (31) - 121
At 31 December 2012 46 29 738 623 - 1436
Net book amounts
At 31 December 2012 97 23 304 296 73 793

At 31 December 2011 90 25 3 305 42 783
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Land and buikdings inciudes land with a cost of $15m (201 1- $14m) that 15 not sulject to deprecation Assets held under finarce leases with a net book amount of $11m
(2011 - $12m} are ncluded within land and buildings and $ril (2011 - $8m) are included within plant and equipment.

Capnal expenditure represents the Group's expected annual nvestment In propety, plant and eqrspment and other intangible assets This vanes between 7% and 8%
{2011 - 8%) of annual revenue

Group capital expenditure relating to property, plant and equipment contracted but not provded for amounted to $4m (2017 - $9m)

MAAYIAO
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8 Goodwill
Accounting policy
Goodwall 15 hot amortised but 1s reviewed for imparment annually Goodwillis allocated (o the cash generating unt {CGLY) thats expected to benefit from the @z
acquisiton The recoverable amount of CGUs to which goodwill has been allocated 15 1ested for impairment annuatly g §
The Orthopaedics and Endoscopy business umits reported separately n the Group accourtts for the year ended 31 December 2011 have been combined mio a single g §
operating division named Advanced Surgicat Devices This segmentation refiects the revised Group structure announced in August 2071 For purposes of imparment é o
testing, goodwill 15 allocated to the related CGUs momttored by management, being the business segment level, Advanced Surgical Dewices and Advanced Wound &
Management. The comparative goodwill figures previously allocated to the Orthapaedics and Endoscopy business segments have been restated and reported under
the single business segment Advanced Surgical Devices
The provisional goodwall of $73 million ansing on the acquisiion of Healthpoint, which was completed on 21 December 2012, has been provisionally allocated to the
Advanced Wound Management business segment and CGU The recent transaction pice provides the best evidence of farr value and supports the prowstonal camying
amount of the goodwll Therefore the goodwill ansing from the Heatthpoint acquisiton was excluded from the imparment review below and as a result the future
expected cash flows relaung to this acquisiton were not included In calculating the value-in use for the Advanced Wound Managemernit CGU
In camying out mpairment reviews of goodwill a number of significant assumplions have to be made when prepanrky cash flow projections. These include the futLre 3
rate of market growth, discount rates the market demand for the products acquired, the future profitability of acquired businesses or preducts, levels of rembursement g
and success n obtaining regutatory approvals I actual results should differ, or changes in expectations arise, impamment charges may be required which would g
adversely Impact operating results If the recoverable amount of the cash-generatng unit 1s less than its camying amount then an impairment loss 1S determined tQ have S
occurred Any impairment losses that anse are recogrised immediately n the Income staterment and are allocated first to reduce the camying amaunt of goodwill and
then to the canrying amounts of the cther assets
2012 am
Notes $ million $ million
Cost
A1 January 1,096 1108 zz
L=
Exchange adjustment 17 (12) E %
z
Acquisitions 22 73 44 § %
Transforred to assets held for sale 22 - {44) % b
=
At 31 December 1,186 1,096 v
Impaiment
At 1 January - 7
Transferred to assets held for sale 22 - ()]
At 31 December - -
Net book amounts 1,186 1096 § §
53
Each of the Group's business segments represent a CGU and nclude goodwall as follows § ﬁ
=
2012 201
$ mulion $ miltion
Advanced Surgical Devices 886 872
Advanced Wound Management 300 224
1,186 1096

In September 2012 and 2071 impaiment reviews were performed by companng the recoverabla amount of each CGU with 1ts camying amount, including goocwall
These are updated during December, taking into accotint significant events that occurmed between September and December

For each CGU, the recoverable amounts are based on value-in-use which 1s calculated from pre-tax cash flow projections for five years using data from the Group's
budget and strategic planning process, the results of which are reviewed and approved by the Board These projections exclude any estimated future cash infiows
or outflows expected fo anse from future restructunngs  The five-year penod 1S In ine with the Group's strategic planning process
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8 Goodwili continued

The calculation of value-in-use for the wentfied CGUs 1s most sensitive to discount and growih rates as et out below

The discount rate reflects management's assessment of nsks specific to the assets of each CGU The pre tax discourt rate used in the Advanced Surgical Devices
business 1s 10% and for the Advanced Wound Management business itis 9% (2011 - 9%)

In determining the growth rate used in the calcutaton of the value-n use the Group considered the annual sale's growth and trading profit margins Prajections are based
on anticipated volume and value growth in the markets served by the Group and assumptions as to market share movements Each year the projections for the previous
year are compared to actual results and vanances are factored Into the assumptions used in the current year Growth rates for the five-year penod for the Advanced
Surgical Devices business vary up to 7% and for the Advanced Wound Management business up to 9% (2011 - 8%)

Specific considerations and strategies taken into account in determining the sales growth and trading proft margin for each CGU are

— Advanced Surgical Devices — In the Advanced Surgical Dewices CGU management intends to deliver growth through continuing to focus on the customer tigh qualty
custarmer service INnovative product development and through conunueng o make efficiency improvements

— Advanced Wound Management - Management intends to develop this CGU by facusing on the higher added value sectors of exudate and infection management
through improved wound bed preparation moist and actve healing and negative pressure wound therapy, and by continuing to improve efficiency

Along-term growth rate of 4% {2011 - 4%) in pre-tax cash flows 1s assumed after five years in cakulating a terminal value for the Group's CGUs Management considers
this to be an appropriate esumate based on the growth rates of the markets in which the Group operates

Management has considered the following sensitties

— Growth of market and market share — Management has considered the impact of a vanance in market growth and market share The valug-In-use calculation shows
that f the assumed long-term growth rate was reduced to nil, the recoverable amount of all of the CGUs independently would stil be greater than therr carying values

— Discount rate - Management has considered the impact of an ncrease in the discount rate applied tothe calculation The value-in use calculation shows that for the
recoverable amount of the CGU to be less than its carmying value the discount rate woukd have to be increased to 31% for the Advanced Surgical Devices business
and 49% (2011 - 51%) for the Advanced Wound Management business

9 Intangible assets

Accounting polcies

Intangible assets

Intangible assets acquired separately from a business combinaton {ncluding purchased patents know how trademarks icences and distnbution nghts) are mitially
measured at cost The cost of Intangible assets acquired In a matenal business combinaton (referred to as acquisiuon intangibles} 1s the farr value as at the date of
acquisiion Following Inal recogndion ntangible asseis are carmed at cost less any accumulated amorisaton and any accumulated imparment losses All ntangible
assets are amortsed on a straight line basis over their esumated useful economic Iives The estimated usefuf economic kfe of an ntangible asset ranges between three
and 20 years depending on i1s nature Internally generated intangible assets are expensed in the ncome statement as incurred

Purchased computer software and certain costs of information techniology projects are capitalised as ntangible assets Software that 15 integral to computer hardware 1S
capitahsed as plant and equipment.

Impairment of assets

The camying values of ntangible asseis are reviewed for imparment when events or changes in crcuimstances indicate the camying value may be impaired Ifany
such indication exists, the recoverable amount of the asset 1s estmated in order to determine the extentof Imparment loss Where iLis not pessible to estimate the
recoverable amount of an indivdual asset, the Group estimates the recoverable amourtt of the cash-generating unit to which it belongs

An asset's recoverable amount 1s the higher of an asset's of cash generating uni's fair value less costs to sell and ts value-in-use In assessing value-in-use, its
estmated future cash flow is discounted to its present value using a pre-tax discount rate that reflects the curent market assessments of the tme value of money and
the nsks specific (o the asset

In carrying out impairment reviews of ntangible assets a number of significant assurmptions have to be made when prepanng cash flow projections These nclude
the future rate of market growth discountrates the market demand for the products acquired, the future profitability of acquired businesses or products, levels of
reimbursement and success i obtaining regulatory appravals If actual results should differ or changes in expectations anse imparment charges may be required
which would adversely impact operaung results
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Patents &
Acquisition Distrbution Intellectual
intangibles Software Rights Total
$ mulion $ milion $ mifion $ milhion $ rmillion
Cost
At 1 January 2011 440 145 53 13 51
Exchange adjustment ) 1 - - 3
Additions - 32 7 53 92
Disposals - (5} - m (8}
Transfered to assets held for sale - 3 - {22} (25)
At 31 December 2011 436 170 60 143 809
Exchange adjustment 1 1 - 2 14
Acquisions (see Note 22 1) {} 662 - - - 662
Addiions - 37 - 3 68
Disposals - 3 (1% - {20
At 31 December 2012 1,109 205 43 176 1,533
Amortisation and iImpairment
At 1 January 2011 200 47 24 54 325
Exchange adjustment 2 - - - @
Charge for the year 36 22 10 10 78
Drsposals - 3 - m @
Transfemed to assets held for sale - U} - (10} {11}
At 31 December 2011 234 65 34 53 386
Exchange adjustment 6 - - - 6
Charge for the: year 43 26 10 15 94
Disposals - - 7 - (17)
At 31 December 2012 283 91 27 68 469
Net book amounts
At 31 December 2012 826 114 16 108 1,064
At 31 December 2011 202 105 26 90 423

{)) The vast majonty of this batance relates to the acquismon of the product nghts for two established Heatthpomnt producis (see Note 22 1) These product nghts will be

amarused over 15 years

Group capital expenditure relating to software contracted but not provided for amounted to $4m {2011 - $rul)

Commitments

In 2071, the Group was contractually committed 1o four miestone payments, which totalled $60m and related to the US approval and commerciahsation of DUROLANE
which would become payable under the terms of the agreement with Q-MED AB signed in June 2006 Thus commitrment transferred to the Group's new assocate,
Bioventus LLC following the disposal of the Clinical Therapies business dunng 2012 This ransaction Is detailed further n Note 22 2
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Notes to the Group accounts continued

10 Investments

Accounting policy

Investments other than these related to associates, are Indially recorded at farr value plus transaction costs on the trade date The Group has an investiment in an entity
that holds mainly unquoted equity securties, which by therr very nature have no fixed matunty date or coupon rate The nvestment 1s classed as available-for-sale’ and
camed at far value The far value of the investment 1s based on the underlying fair value of the equity secunties marketable secunties are valued by reference to closing
prices in the market, non-marketable secunties are estimated considenng factors inchiding the purchase pice: pnces of recent significant pnivate placements of
secunties of the same 1ssuer and estimates of kquidaton value The Group assesses whether there 15 objective evidence that the investment s impaved Any chjecuve
ewdence would nclude a significant or prolonged declhine in the far value of the nvestment below its cost Changes in farr value are recognised in other comprehensive
Income except where management considers that there 1s ohjective evidence of an impaimment of the undertying equity secunuics whereupon an Imparment IS
recogrised as an expense immediatety

2012 201
$ million $ rmufion
At 1 January 4 6
Impament 2 @
At 31 December 2 4

11 Investments in assocliates

Accounting policy

Investments in associates, bemg those entites over which the Group has a significant influence and wiich 1s nerther a subsidiary nor a joimt veniure, are accounted
for using the equity method with the Group recording its share of the assoaiata’s net ncome and equity The Group's share in the results of ts associates 1s included
In one separate income statement ine and 1s calculated after deduction of theyr respective taxes

At 31 December 2011 and 31 December 2012, the Group holds 49% of the Austnan entives Plus OrthopecEcs GmbH and Intraplant GmibH ang 20% of the German
entity Intercus GmbH I 2012, the profit after taxation recogrised in the income statement relating to the Plus entity was $ni (2011 - Sl

In January 2012, the Group announced its intention to dispose of its Cinical Therapies business This was completed on 4 May 2012 As part of the consideration, the
Group receved a 49% hotding ina company called Bioventus LLC The profit after taxation recognised in the Income statementt relating to Biaventus LLC for the peniod
from acquisition was $4m

The following table summarnses the financial position of the Group's nvestment in these associales

2012 201
$ muhon $ mulion
Sharc of results of assoctates
Revenue 80 1
Operating costs and 1axation {76) ()
Share of associates profit after taxabon recogrised in the Income statement 4 -
Investments I associates at 1 January 13 13
Irvestrment of 49% mn Bioventus 104 -
Addutional ivestment in Bioventus 10 -
Dmdends receved (7} -
Impairment of goocwill in Ausinan associate (L] -
Other non-cash movements 4) -
Irvestments in associates at 31 December 116 13
Investments In associates 1s represented by
Assets 213 10
Labines ©n U]
Net assets 116 9
Goodwll - 4
116 13
Loans to associates
Loan note recevable from Bioventus 160 -
Accrued mnterest on loan note recevable 7 -

167 -
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12 Inventones

Accounting policy

Firshed goods and work in-progress are valued at factory cost, including appropnate overheads, on a first-in first-out basis Raw matenals and bought-n firushed
goods are valued at purchase pnee Al inventtones are reduced to net realisable value where lower than cost. Inventory acqured as part of a business acquisiton
1s valued at seling price less costs of disposal and a profit allowance for seliing efforts

Orthopaedic Instruments are generally not sold but provided 10 customers and distnbutors for use n surgery They are recorded as Inventory until they are deployed
al wiuch pownt they are tansferred te plant and equipment and depreciated over therr useful economic lives of between three and five years.

A feature of the otthopaedic business s the high leved of produdt inventory required, some of which 1s located at customer premeses and is avallable for customers'
immediate use (referred to as consignment invertiory} Complete sets of product, including large and small szes have ta be made avatable in this way These outer
sizes are used less frequently than standard sizes and towards the end of the product ife cycle are nevitably In excess of requrements Adjustments to camymg value
are therefore required to be made to orthopacdic Inventory to anticipate thes stuation These adjustments are caleulated in accordance with a formula based on levels
of inventory compared with histoncal o forecast usage This formula 1s applied on an indmdual product ne basts and s first applied when a product group has been
on the market for two years This method of caleulation 1s considered appropriate based on experience but d involves management judgments on cffectiveness of
inventory deployment, length of product ives, phase-out of old products and efficiency of manufactuning planning systems

2012 20m 2010

$ mulhion $ miltion $ million

Raw matertals and comsumables 138 140 159
Work-n-progress 45 24 23
Firnshed goods and goods for resale 8 695 "
901 859 923

Reserves for excess and absolete Inventones were $332m (2011 - $322m, 2010 - $322m} Dunng 2012, $84m was recognised as an expense within cost of goods
sold resuttng from the wiite down of excess and obsolete inventory (2011 - $65m 2010 - $66m) The cost of mventories recognised as an expense and included
n cost of goods sold amounted to $906m (2011 - $991m, 2010 - $909m)

No inventory 1s camed at far value less costs to sell n any year
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Notes to the Group accounts continued

13 Trade and other recevables

Accounting policy

Loans and recenvables are carmed at amortised cost, less any allowances for uncollectible amounts They are included in current assets, except for maiunues greater

than 12 months after the balance sheet date These are classified as non-current assets Loans and olher recervables are classified as Trade and other recevables’

In the balance sheet

The Group manages credit nsk through credit kmits which regjure authonsation commensurale with the size of the imit and which are regularly reviewed Credt it
decisions are made based on avallable financial information and the business case Significant recervables are regularty reviewed and monttored at Group level The
Group has no significant concentration of credit nsk, with exposure spread over a large number of customers Furthermore the Group's prncipal customers are backed
by government anel public or privale medical insurance funding which historically represent a lower nsk of default The maximum exposure 1o credit nsk at the reporting

dateis the farr value of each class of receivable The Group does not hold any collateral as secunty

2012 2011 2010
$ miion $ miflion $ milion
Trade recevables 964 936 952
Less prowision for bad and doubtful debts (4%) (36) (49}
Trade recenvables - net (oans and recevables) 915 900 903
Denvatives - forward foreign exchange contracts 12 21 23
Other recenvables 65 50 55
Prepayments and accrued incofme 73 66 65
1,065 1.037 1046
Less non-current porton Trade receivables - - {22)
Current portion 1,085 1,037 1,024

Management considers that the camrying amount of rade and other recevables approximates to the far value

The prowsion for bad and doubtful debts 1s based on specific assessments of nsk and reference to past default expenence The bad debt expense for the year was
$16m (2011 - $42m 2010 - $30m) Amounts due from insurers in respect of the macrotextured claim o $137m (2011 - $136m 2010 - $133m) are included within

other receivables and have been provided in full
The amount of trade receivables that were past dug but not impaired were as follows

2012 201 2010
$ milion $ milion $ milkon
Past due not more than three months 225 198 168
Past due more than three months and not more than six morths 52 51 52
Past due more than six months and not more than one year 52 59 57
Past due move than ane year 80 94 59
409 402 336
Nerther past due nor iImparred 555 534 616
Proviston for bad and doubtful debts {49) (36) (49
Trade recenvables — net {loans and recevables} 915 900 903
Movements in the prowvision for bad and doubtful debts were as follows
At 1 January 36 49 47
Exchange adjustment - ) -
Recevables provided for dunng the year 16 42 30
Lhilisaton of provision 3 (34) (28)
Provision transfemed to assets held for sale - 20) -
At 31 December 49 36 49

In 2012, $nil rade receivables from third parties are held under factonng agreements with recourse (2011 - $ril, 2010 -$11m) The amounts disclosed in prior years
chid not qualfy for de-recognition as the Group retained part of the creditnsk The associated liability amounted to $4m in 2010 and was accounted for as a part of

current payables
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Trade recevables include amounts denominated in the following major cumencies
2012 oM 2010
$ million $ mulion $ milion
US Dollar 258 238 282
Sterling 100 75 72
Euro 276 N7 283
Other 281 270 266
Trade recewvables -- net loans and recewvables) 915 900 903
14 Trade and other payables
2012 20m
$ million $ millon
Trade and other payables due within one year
Trade and other payables 646 548
Denvatves - forward foreign exchange contracts 10 12
Acquisiton considerauan - 3
656 564
Other payables due after one year
Acquisiion consideration 8 8
The acquistion consideration due after more than one year 15 expected 10 be payable as follows $8m in 2014 (2011 - $8m in 2014}
15 Cash and borrowings
15 1 Net debt
Net debt comprises borrownngs and credit balances on curency swaps less cash and bank
2012 20m
$ milion $ million
Bank overdrafis and loans due within one year 38 306
Long-term bomowings 430 16
Borrowangs 468 322
Cash and bank (178) (184)
Debit balance on denvatives — currency swaps @ -
Net debt 288 138
Bomowings are repayable as follows
Within Between Between Between Between
one year or oneand twoandthree three and four four and After
on demar two years years years five years five years Total
$ million $ milion $ million $ millzon $ milion $ million $ million
AL37 December 2012
Bank loans 25 1 415 - - - 441
Bank overdrafts 1 - - - - - 1"
Finance lease llabilives 2 2 2 6 16
38 17 6 468
A1 31 December 2011
Bank loans 280 1 - - - - 281
Bank overdrafts 23 - - - - - 23
Finance lease kabiities 3 1 2 2 2 8 18
306 2 2 2 2 8 322
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Notes to the Group accounts continued

15 Cash and borrowings continued
15 2 Assets pledged as secunty

Assets are pledged as sccunty under nommal market condiions Secured borowings and pledged assels are as follows

2012 2011

$ milion $ miflion

Finance lease labilites — due within one year 2 3

Finance lease liabihties - due after one year 14 15

Total amount of secured borowings 16 18
Total net book value of assets pledged as secunty

Property, plant and equipment n 20

1" 20

15 3 Currency swap analysis

All currency swaps are stated at fair value Gross US Dollar equivalents of $175m (2011 - $112m) recenvable and $173m (2011 - $112m) payable have been netted
Currency swaps compnse foreign exchange swaps and were used n 2012 and 2011 10 hedge intragroup loans and other monetary nems

Currency swaps mature as follows

Amount recenvable Amount payable

At 31 December 2012 $ milion Curmency milion
Within one year

Euro 76 EUR 58

Japanese Yen 19 JPY 1,500

Canadian Dollar 17 CAD 17

112

Amount recenable Amount payable

At 31 December 2012 Currency million nulion
Wittun one year

New Zealand Dollar NZD 1 1

Swass Franc CHF 35 38

Swedish Krona SEK 33 5

Australian Dotlar AUD 14 15

Japanese Yen JPY 335 4

63

Amount recevable Amount payable

At 31 December 2011 $ malion Curency mullion
Within one year

Euro 1 EUR

lapanese Yen 20 JPY 1500

Canadian Doltar 33 CAD 34

54

Amount recervable Amount gayable

At 31 Decernber 2011 Currency milion million
Within one year

Swiss France CHF 18 19

Swedish Krona SEK 20 3

Austrabian Dollar AUD 36 36
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15.4 Liquidtty nsk exposures
The Board has established a set of policies te manage funding and curency nsks The Group uses denvative finanaial instruments only to manage the: financial nsks
associated with underlying business actvties and therr financing

Liquidity nsk s the nsk that the Group 1s not able 1 settle or meet its cbligations on ume or at a reasonable pnce The Group's policy 1s to ensure that there 1s sufficient
funding and facilites in place to meet foreseeable borrowing requirements The Group manages and monters liquidty nsk through regular reporting of current cash
and borrowing balances and penodic preparation and review of short- and medium-term cash forecasts having regard to the matunties of investments and
borrowmng facilites

Bank loans and overdrafts represent drawings under total committed fachues of $1,017m (2011 - $1,259m) and total uncommitted facilites of $341m (2011 - $375m)
The Group has undrawn committed facilves of $597m (2011 - $1,003m) Of the undrawn committed faciities, $586m expires after two but within five years 2011 -
$1 000m expired after two but within five years) The interest payable on bormewangs under committed faciities 1s at floating rate and 1s typically based on the LIBOR
interest rate refevant to the term and currency concerned Borowings are shown at book value which approximates to far value

MIIANIAC
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In December 2010, the Company entered into a five-year $1 bilion mult-currency revohang facility with an inwal interest rate of 70 basis points aver LIBOR The § §
commitment fee on the undrawn amount of the: revolving facility 15 24 5 basis ponts The Company 1s subject to restrictive covenants under the facility agreement é s
requinng the Group's ratio of net debt to EBITDA to not exceed 3 0to 1 andt the ratio of EBITA to net mterest to not be less than 30to 1, with net debt, EBITDA, EBITA and =%
net interest all bewng calculated as defined inthe agreement These financial covenants are tested at the end of each half year for the 12 months ending on the last day = §
of the testing penod As of 31 December 2012, the Company was in compharke with these covenants The faciliy 1s also subject to customary events of defaut, none =2
of which are cumently anucipated to occur
15 5 Year-end financial habiliies by contractual maturity
The table below anatyses the Group's year-end financial habilites by contractual matunty date including nterest payments and excluding the impact of
netting arangements
Within one Between B 1 Bg
year of on one and two and After ] o
demand two years five years five years Total g
$ million $ milion $ milkory $ milion $ milton 2
3
At 31 December 2012
Non-denvative financial habiliies
Bank overdrafts and loans 42 4 418 - a64
Trade and other payahles 646 8 - - 654
Finance lease labilites 3 3 9 6 21
Denwative financal habikties
Currency swaps/forward foreign exchange contracts - outtflow 1422 - - - 1.422 g g
Curmency swaps/forward foreign exchange contracts — nflow {1424} - - - (1,424) % g
689 15 427 6 1,137 2E
At 31 December 2011 g=
Non-dervative financial labilibes
Bank overdrafts and loans 305 - - - 305
Trade and othes payables 549 - - - 549
finance lease habilities 4 3 9 9 25
Derwvative financial habilittes P
Curmrency swaps/forward foreign exchange contracts — outflow 1,053 - - - 1053 2 %
Currency swaps/forward foresgn exchange contracts — inflow (1052) - - - {1,052} :5’_ g
859 3 9 9 830 .

Tha amounts in the tables above are undiscounted cash flows, which differ from the amounts included m the balance sheet where the undertying cash flows have
been discounted
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Notes to the Group accounts continued

15 Cash and borrowings continued
15.6 Finance leases

Accountng policy

Leases are classified as finance leases when the terms of the lease transfer substantally all the nsks and rewards of ownership to the Group All other leases are
classified as operating leases

Assets held under finance leases are capiahsed as property plant or equipment and depreciated accordingly The capital element of future lease payments 1s ncluded
In borrowings and interest s charged to profit before taxation on a reducing balance basis over the termof the lease

Future mimimum lease payments under finance leases together with the present value of the minimum lease payments are as follows

2012 20M

$ million $ millon

Within one year 3 4
After one and within two years 3 3
After two and withun three years 3 3
After three and within four years 3 3
After four and within five years 3 3
After five years 6 9
Total minimum lease payments 21 25
Discounted by mputed nterest {9) 1G]
Present value of minmum lease payments 16 18

Present value of minimum lease payments can be spiitout as $2m (2011 - $3m) due within one year, $8m (2011 - $7m) due between one to five years and
$6m (2011 - $8m) due after five years

16 Financial Instruments and risk management

Accounting palicy

Dernvative financial nstruments

Denvative financial instruments are intially recogrised at far value on the date a denvative contract 1s entered mito and are subsequently remeasured at their far value
at subsequent balance sheet dates The far value of forward foreign exchange contracts 15 calculated by reference to curent forward exchange rates for contracts with
similar maturty profiles The fair value of interest rate swap contracts 15 determined by reference to market values for similar instruments and includes counterparty
credt nsk

Changes in the farr vatue of denvative financial mstrurments that are designated and effective as cash flow hedges of forecast third party and ntercompany ransactions
are recegnised in other comprehensive income untl the associated asset or llability 1s recogrused Amounts taken to other comprehensive income are ransferred to the
income statement when the hedged transaction affects profit and loss Where the hedged tem 15 the cost of a non financial asset, the amounts taken to other
comprehensive Income are transferred to the intial camying value of the asset.

Currency swaps to match foreign currency net assets with foreign currency habiliues are fair valued at year end Changes in the farr values of currency swaps that are
designated and effective as net Investment hedges are matched in other comprehensive iIncome against changes in value of the related net assets

Interest rate swaps fransacted to fix interest rates on fioating rate bofrowings are accounted for as cash flow hedges and changes in the farr values resufting from
changes in market interest rates are recognised N other comprehensive income Amounts taken to other comprehensive income are transferred to the income:
staterent when the hedged transaction affects profit and loss

Any ineffectiveness on hedging nstrurments and changes in the farr value of derivative financial instruments that do not qualfy for hedge accounting are recognised
in the Income statement within other finance Income/(costs) as they anse

Hedge accounung 1s discontinued when the hedging mstrument exprres or 15 sold, terminated or exercised, or na longer qualifies for hedge accounting At that point
i1 sme, any cumulative gain or loss on the hedging mstrument recogrised in other comprehensive income IS retained there until the: forecast transaction occurs If a

hedged ransaction 1$ no longer expected 1o occur the net cumulative gain or loss recogrised in other comprehensive Incore 1S transferred to the Income statement
for the period
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16 1 Foreign exchange exposures

The Group cperates m over S0 countnes and as a consequence has ransacuonal and translational foreign exchange exposure The Group's policy 1s to bmit the impact
of foreign exchange movements on equity by holding labilbes where practical in the same currencies as the Group s non-US Dolar assets These liabilites take the
form of esther borrawings or cumency swaps The Group designates a portion of foresgn curmency borrowings In non-operating units as net ivesiment hedges As at

31 December 2012, CHFrul {2011 - CHF 32m) of Group borrowings were designated as nel investment hedges, the movementn the far value of these hetges
atinbtabie to changes n exchange rates 15 recogrvsed directly i other comprehensive income The farr value of these hedges at 31 December 2012 was $nil

{2011 - $34m} ftis Group policy for operating units not to hold matenal unhedged monetary assets of kabilues ther than m ther funcuonal curencies

Foreign exchange vanations affect rading results in two ways. Firstly, on translation of overseas sales and profits nto US Doilars and secondly transactional exposires
ansing where some or all of the costs of sale are incumed in a differert cumency from the sale The principal ransactional exposures anse as the proportien of costs in US
Doflars, Sterfing and Swiss Francs exceed the proportion of sales in each of these currencies and comesponidingly the proportion of sales in Euros exceeds the proportion
of costsin Euros

The impact of curency movements on the cost of purchases 1s partly miigated by the use of forward foresgn exchange contracts The Group uses forward foreign
exchange contracts designated as cash flow hedges, to hedge forecast third party and imercormpany trading cash flows for forecast foreign currency inventory purchases
for up to one year When a commttment 1s entered into, forward foreign exchange contracts are normally used to increase the hedge to 100% of the exposure Cash flows
relating to cash flow hedges are expected to ocour withm twelve months of inceplion and profits and losses on hedges are expected to enter into the determnaton of
profit {within cost of goods soid) within a further 12-month peniod The pancipal curencies hedged by forward foreign exchange contracts are US Dollars, Ewros and
Sterling At 31 December 2012 the Group had contracted to exchange within one year the equivalent of $1,250m (2011 - $940m)

Based on the Group's borrowings as at 31 December 2012, of the US Dollar were to weaken against all currences by 10%, the Group's net borrowings would decrease
by $8m (2011 - increase of $11m} In respect of borowings held In a diffetent currency to the relevant reporting entity, if the US Dollar were to weaken by 10% against &
cther cumencies, the Group's bomewings would decrease by $4m (2011 - increase of $16m) Excluding borowangs desrgnated as net investment hedges the decrease
would be $4m {2011 - mcrease of $13m), this would be fully offset by coresponding movements in group loan values

If the LIS Doflar were to weaken by 10% against all other curencies. then the farr vatue of the forward foreign exchange contracts as at 31 Decernber 2072 would have
been $23m kwer (2011 - $17m) wiich would be recogrised through the hedging reserve Smilarty if the Euro were to weaken by 10% aganst all other currencies,
then the farr value of the forward foreign exchange contracts as al 31 December 20112 would have been $30m tigher (2011 - $24m)

A 10% strengthening of the US Dollar or Euro against all other currencies at 31 December 2012 would have had the equal but opposite effect to the amounts shown
above on the basis that all other vanables remain constant

Since it1s the Group’s policy to hedge all actual foreign exchange exposures and the Group's forward foreign exchange contracts are designated as cash flow hedges,
the net impact of ransacton related foreign exchange on the income statement from a movement in exchange rates on the value of forward foreign exchange contracts
15 not sigrificant In addibon, the movements in the farr value of other financial nstruments used for hedging such as curency swaps for which hedge accounting 1s nat
appled offset movements In the values of assets and liabilites and are recognised through the Income statement

16 2 Interest rate expostures

The Group Is exposed to Interest rate nsk on cash, borowings and certain currency swaps which are all at floaung rates The Group uses floating to fixed interest swaps
to meet its objective of protecting borowing costs within parameters set by the Board Interest rate swaps are accounted for as cash flow hedges and as such, changes
in far value resuting from changes in market inteest rates are recogmsed in other comprehensive income, with the fair value of the interest rate swaps recorded in the
balance sheet. The cash flows resutting from mierest rate swaps maich cash flows on the underlying borowings so that there ismo net cash flow from movements n
market interest sates on the hedged tems At 31 December 2012 the Group had no interest rate swaps (20711 - $ni)

Based on the Group's gross bomowmngs as at 31 December 2012 #f interest rates were to Increase by 100 basis pomnits in all curencies then the annual net nterest
charge would increase by $5m (2011 - $4m) Excluding the impact of the Group's interest rate hedges, the increase n the nterest charge would be $5m (2011 - $4m)
A decrease Ininterest rates by 100 basss points in all currencies would have an equal but opposite effect to the amounts shown above

16 3 Credtt nisk exposures

The Group imits exposure o credit risk on counterparties used for financal Insiruments through a system of internal credit bmits which, with certain minor exceptions
due (o local market conditions, require counterparties 10 have a mirimum A’ rating from one of the major raungs agencies The financiat exposure of a counterparty
15 deterrmined as the total of cash and deposits, plus the nsk on dervatve nstruments, assessed as the fair vatue of the mstrument plus a nsk element based on the
nominal value and the histonc volatitty of the market value of the nstrument. The Group dees not anticipate non performance of counterparties and believes it 1s not
subject to matenal concentration of credit risk as the Group operates wathin a pobicy of counterparty kmits designed to reduce cxposure to any single counterpary

The maximum credn sk exposure on demvatives at 31 December 2012 was $14m (2011 - $21m), being the total debst farr values on forward foreign exchange
contracts interest rate swaps and cumency swaps. The maximum credit nsk exposure on cash and bank at 31 December 2012 was $178m (2011 - $184m)
The Group’s exposure to credit nsk ts not matenal as the amounts are held n a wide number of banks in a number of different countnes

Credrt nsk on trade recervables is detailed in Note 13
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Notes to the Group accounts continued

16 Financial nstruments and nsk management continued

16 4 Currency and interest rate profile of interest beanng liabilties and assets
Shost-term debtors and creditors are excluded from the foflowing drsclosures

Currency and Interest Rate Profile of Interest Beanng Labxies

Fixed rate habtliies

Weghted Wesghted
average average tme
Gross Currency Total Floating Fixed Interest for which
borrowings SWaps labitbies  rate habiibes  rate Labdiies rate  rate s fixed
$ mulion $ milion $ milhion $ rmution $ mulion % Years
AL 31 December 2012
US Doltar 432 62 494 478 16 71 4
Euro 7 76 83 83 - - -
Other 29 35 64 64 - - -
Total interest bearing kabilities 468 173 641 625 16
At 31 December 2011
US Dollar 85 58 143 126 17 71 5
Swss Franc 35 - 35 35 - 30 2
Euro 126 1 127 126 1 50 2
Other 76 53 129 129 - - -
Total interest beanng habiliies 322 112 434 416 18

At 31 December 2012, $16m (2011 — $18m) of fixed rate habilives relate to finance leases In 2012 the Group also had liabiltes due for deferred acquisiion
consideration {denominated i US Collars Euro and Yen} totaling $8m (2011 - $11m, 2010 - $rl) on which no interest was payable (see Note 14) There are no other

significant interest beanng financial babilives

Fioaung rates on habiives are typically based on the one or three-month LIBOR imerest rate relevant to the currency concemed The weighted average interest rate on

floatirg rale borrowings as at 31 Decernber 2012 was 1% (2011 - 2%)
Cumency and Interest Rate Profile of Interest Beanng Assets

Cash Curency Floating
and bank swaps Total assets rate assets
$ milion $ millions $ mulhon $ mullion
At 31 December 2012
US Dollars 59 113 172 172
Other 118 62 181 181
Total mterest beanng assets 178 175 353 353
At 31 December 2011
US Doltars 56 56 112 12
Other 128 56 184 184
Total interest bearng assets 184 112 296 296

Fioating rates on assels are typcally based on the short term deposi rates relevart to the currency concemed There were no fixed rate assets at 31 December 2012

or 31 Decemnber 2011




Section 7 Accounts and other information ng

16 5 Farr value of financial assets and liabiliies

For cash and cash equivalents short term loans and recervables, overdrafts and other short-term liabikbes which have a matunty of less than three months the book
values approximate the fair values because of thew short-term nature

Forward foreign exchange contracts are recorded at far value These are regarded as Level 2 financial nstruments measured at far value Level 2 financial nstruments
are defined as Valuauon techmques for which all observabie inputs have a significant effect on the recorded fair values esther directly or indrrectly The Group only has
Level 2 financial instruments measured at farr value

The Group enters into dervative financial instruments wath financral iInstitutions wath Investment grade credit ratngs Dervatives valued using valuation techniques with
market observable inputs are mainty Interest rate swaps and forward foreign exchange cantracts The most frequently applied valuation technigues include forward
pncing and swap models using present value cakulatons The models incorporate various npLts including the credit quality of counterparues, foreign exchange spot
and forward rates interest rate curves and forward fate curves

As at 31 December 2012 and 31 Decernber 2011 the mark-to-market value of a denvative assel postion 1S net of a credit valuation adjustment attinbutable to dervatve
counterparty default nsk The changes in counterparty credit nsk had no matenal effect on the hedge effectveness for denvatves designated n hedge relationships and
other finanaial instruments recogmsed at far value

Long-term borowings are measured inthe balance sheet at amortised cost As the Group's long-term borrowings are not quoted publicly and as market pnces are not
available ther far values are esumated by discounting future contractual cash flows to net present values at the cument market interest rates available to the Group for
similar financial instruments as at the year-end At 31 December 2012 and 31 December 2011, the fair value of the Group's leng-term borrowing was not matenally
chfferent from amortsed cost

17 Deferred taxaton

Accounting palcy

Deferred taxation 15 accounted for Lsing the balance sheet liabiity method in respect of temporary diferences ansing betweenthe camrying ameount of assets and
labilites i the accounts and the corresponding 1ax bases used In computation of taxable profit

Deferred tax liabiiues are recogrsed for all taxable temporary differences except in respect of investments In subsidianes where the Group s able to control the timing
of the reversal of the temporary difference and it 1s probable that this will not reverse in the foreseeable future, on the snibial recogniion of non-deductible goodwill and

an the inal recogniton of an asset or kability i a transaction that 1S not a business combination and that, at the tme of the transaction, does nat affect the accounting

or taxable profit

Deferred tax assets are recogmsed to the extent that it 1s probable that futire taxable profit wall be available aganst which the temporary difference can be utilised
Therr camying amount i reviewed at each balance sheet date on the same basis

Deferred tax 1s measured on an undiscouinted basis, and at the tax rates that have been enacted or substantively enacted by the balance sheet date that are expecied
10 apply n the penods m which the asset or llability 1S settied |k is recogrised in the income statement except when It refates to tems credited or charged directly 10
other comprehensive Income or equity, N which case the deferred tax 1S also dealt with in other comprehensive Income or equity respectvely

Deferred tax assets and labiites are offset when they relate to income taxes levied by the same taxation authonty when the Group ntends to settle 1ts current tax
assels and labiliues on a net basts and that authonty permits the Group to make a single net paymert

2012 201
$million $ millon
Deferred tax assets 164 223
Deferred tax habilbes (61) (66
Net posivon at 31 December 103 157
The movement in the year in the Group'’s net deferred tax postion was as follows
2012 2011
$ milion $ mition
AL January 157 155
Exchange adustment - 0]
Movement in income statement — current year 85) {15
Movement in Income statement — prior years @ 3
Mavernent in cther comprehensive Income 20 24
Movement m shareholders’ equity - @
Ansing on acquisiton 13 -
Transfers _ )
At 31 December 103 157
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17 Deferred taxation continued
Movements in the main components of deferred tax assets and liabilibes were as follows

Retirement Macro-
benefit textured
obligation claim Other Total
$ milion $ milion $ million $ milion
Deferred tax assets
At 1 January 2011 54 52 18 224
Exchange adjustment - - 2 ]
Movement in Income statement — curment year )| - (1 (18
Moverment in ncome statement — prior years - - 2 2
Movement in other comprehensive iIncome K] - - N
Charge to equity - - m (]
Transfers 1 - (10) »
At 31 December 2011 79 52 92 223
Exchange adjustment - - 1 1
Movement i income statement — current year {4 - (85) (89)
Movement i income statement — pror years 2 - @ 2
Mavement in other comprehensive income 17 - 1 18
Charge to equity - - - -
Acquisition - - 13 13
Transfers 9 - 9 -
At 31 December 2012 85 52 27 164

The Group has unused tax losses of $61m (2011 - $29m) available for offset aganst future profits A deferred tax asset has been recogrised in respect of $1m (2011 -
$1m) of such losses No deferred tax asset has been recognised on the remaining unused tax losses as these are not expected to be realised in the foreseeable future

Accelerated tax Intangible
depreciation assets Other Total
$ million $ nullion $ mulhion $ milkon
Deferred tax labthtes
A1 January 2011 25 {33) 1) 69
Exchange adjustment 1 - - 1
Movement n income statement — cument year 3 5 (5} 3
Movement in Income stalement — pnor years 2 - 7 5
Movement In other comprehensive income - - b} @
Charge to equaty - - (1 ()]
Transfers 5) 1 6 2
At 31 December 2011 (28) zn {11) (66)
Exchange adjustment (1) - - )
Mavement in Income statement — current year 2 6 {4) 4
Movement in income statement — pror years - - - -
Movement in other comprehensive Income - - 2 2
Charge to equrty - - - -
Transfers - - - -
At 31 December 2012 @n (21 (13) 61)
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18 Provisions and contingencies g
Accounting policy g
L=
Irt the: nomal course of business the Group 1S Invaived in numerous legal disputes Provision 1s made for loss contingencies when 1t 15 deemed probable that an 3
adverse outcome wall occur and the amount of the loss can be reasonably estimated Where the Group 1s the plaintff in pursiing claims aganst third parties legat and S
associated expenses are charged to the ncome statement as incurred ;
The recognmon of provisions for legal disputes 1s subyect to a significant degree of estimation In making s estmates management takes nto account the advce of =
internal and external legal counsel Prowisions are reviewed reguarty and armounts updated where necessary to reflect developments in the disputes The utimate
habulity may differ from the amount provided depending on the outcome of court proceedings or settiement negotiatons of a5 new facts emerge
A prowision for onerous comracts 1s recognised when the expected benefits to be derved by the Group from a contract are lower than the unavoidable cost of meeting
#ts obligations under the contract For the purposes of calculating any onerous lease provision, the Group has taken the discounted future lease payments, net of =z
expected rental income: Before a provision 1s established, the Group recognises any imparrment loss on the assets associated with that contract. g i
;3
=B
=8
18 1 Provisions 23
Rationalisation Legal and other
provistons provisions Total
% milhon $ milion $ mullion
At 1 January 2011 14 96 110
Charge to income statemert 22 44 66
Unlisation/Released {10) 43) 53) 5e
At 31 December 2011 26 a7 123 g8
Charge to ncome staternent 29 21 50 &
Prowision ansing on acquisiuon - 13 13 =
Ulisaton/Released (30) (34) {64)
At 31 December 2012 25 97 122
Prowisions - due within one year 25 34 59
Provisions — due after one year - 63 63
At 31 December 2012 25 97 122
Provisions — due within one year 26 52 78 E=2
=)
Provisions — due after one year - 45 45 § §
At31 December 2071 26 97 123 TR
=z
The prnapal provisions within ratiohalisalion provisions refate to the rationalisation of operational sites (mainly severance and legal costs) ansing from the: legacy eamings =
Improvement programime and pecple costs associated with the structural and process changes announced n August 2011
Included within the legal and other provisions are
= $17m (2011 - $17m) relating to the dechination of nsurance coverage for macrotextured knee revisions {see Note 18 2)
= $nif (2011 ~ $23m} in connection with the previoussly disclosed investigation by the US Secunties and Exchange Comnuission (SEC} and Department of Justice {DO#)
nto potenual violatons of the US Foreign Comupt Practices Act in the medical devices industry On 6 February 2012, Smith & Nephew announced that it had reached
setlement with the SEC and DOJ n connection with this matter Smith & Nephew comnitied to pay approximately $23m in fines and profit cisgorgement, maintain ag
an enhanced comphance programme and appoint an independent monitor for at least 18 months to review and report on its compliance programme & §
— A provision of $13m has been established following the acquisiion of Healthpoint Botherapeutics {see Note 22) g E

— The remaining batance largely represents prowsions for vanous itgation and patent disputes

All provisions are expected to be substantially utlised within three years of 31 December 2012 and none are teated as financial nstruments
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18 Provisions and contingencies continued

18 2 Contingencies

The Company and its subsidianes are parues to vanous legal proceedings, some of which include claims for substanuial damages  The outcome of these proceedings
cannot readily be foreseen but management beieves none of them will result in a matenal adverse effect on the finanoial positon of the Group The Group prowides for
outcomes that are deemed o be probable and can be refiably esimated There 1S no assurance that losses will not exceed provisions or will not have a significant impact
on the Group's results of operatcns i the penod in which they are realised

In August 2003, the Group withdrew voluntanly from all markets the macrotextured versiens of its OXINIUM femoral knee components A number of related daims have
been filed most of which have been settled The aggregate cost at 31 December 20112 related to this matler 1s approximately $214m The Group has sought recovery
from its pamary and excess instrers for costs of resoving the daims  The pamary insurance camer has pad $60m in full settliement of its policy bability However the
excess camers have denied coverage ating deferces relaung o the wording of the nsurance policies and othor matters In December 2004 the Group brought surt
against them m the US Distnct Court for the Western Distnct of Tennessee, and tnalis expected to commence in 2013 An addtional $22m was recenved dunng 2007
from a successful settlernent with a thurd party

A charge of $154m was recorded in 2004 for anuaipated expenses in connection with macrotexuxe cams Most of that amount has since been applied to setllements
of such claims Management believes that the $17m provision remaining 1s adequaie to cover remamningdaims  Given the uncertamnty inherent i such matters there
can be no assurance on this paint.

The Group 1s engaged as both plamtff and defendant in lugation with vanous competitors and others over claims of patent infangement and, In some cascs, breach of
licence agreement, These disputes are being heard in cowrts in the United States and other junsdicons and also before agencies that examine patents Outcomes are
rarely certain with costs and seitiements often significant.

19 Retirement benefit obligations

Accouning pelcy

The Group's major pension plans are of the defined benecfit type For these plans the employer’s portion of past and current service cost 1s charged to operating profit,
with the interest cost net of expected retum on assets in the plans reported within other finance ncome/{costs) Actuanal gains or losses are recogrused in ful directly
1n other comprehensive Income such that the balance sheet reflects the plan's surpluses or deficits as al the balance sheet date

The defined benefit abligation is caloulated annually by external actuanes using the projected urvt credt method The presentvalue of the defined benefit obligation
15 deterrined by discourting the estmated future cash flows using Interest rates that reference high-quality corporate bonds that are deneminated in the curency
in which the benefits will be paid and have terms to matunty approximating to the terms of the related pension hablty

A number of key assumptions have to be made in cakculatirg the fair value of the Group's defined bencfit pension plans. These assumptions mpact the batance sheet
assets and habiltes, operating profit and finance ncorme/{costs) The most entical assumptions are the discount rate, the rate of inflabon and moralty assumptions to
be apphed to future penston plan kabilives The most important assurnpton for the plan assets s the fure expected return In determining these assumplons
rmanagement takes mnto account the agwice of professional extemal acuanes and benchmarks its assumptons aganst extemnal data

Where defined contnbution plans operate, the contributions to these plans are charged to operating profit as they become payable

19 1 Retrement benefit (assets)/obligations
The Group's retirement benefit obhgations compnse

2012 2011
$ rmillion $ million
Funded Ptans

UK Plan {6) 24
US Plan 147 168
Other Plans (1) 38 33
179 225

Unfunded Plans
Other Plans {j) 36 24
Retirement Heatthcare 45 38
260 287

{1 Theanalysts in this note for Other Plans combines both the funded and unfunded retrement benefit obligatons

The Group sponsors pension plans for its employees n most of the countnes in which it has major operating companies Pension plans are established under the laws of
the relevant country Funded plans are funded by the payment of contnbutions (o and the assets held by, separate trust funds or Inslrance companies In those countnes
where there I1s no Company-sponsored pension plan, state bencfits are considered adequate Employees’ retrement benefits are the sutyect of regular management
review The Group’s major defined benefit pension plans in the UK and US were closed to new employees in 2003 and replaced by defined contribution plans

Defined benefit plans provide emplayees with an entiterent to retrement benefits varyng besween 1 3% and 66 7% of final saary on attanment of reirement age
The level of entitiement 15 dependent on the years of serice of the employee

The present value of the defined benefit ohiigation and the related current service cost are measured using the projected unit method Under the projected unit method,
the current servce cost will Increase as the members of the defined benefit plans approach retrement. The pancipal actuanal assumptions used by the ndependent
qualified actuanes In valuing the major plans in the United Kingdem (UK Plan’), the Unied! States (US Pian) and all other pians (Other Plans} and a breakdown of the
pension costs charged to ncome are as follows
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z
19 2 Pnncipal actuarial assumptions g
2012 2011 2010 g
% per annum % per annum % per annum g
UK Plan 2
Discount rate 45 49 55 %
Expected retum on ptan assets (i} 51 51 59 &
Expected rate of salary increases 35 51 55
Future pension increases 30 31 35
InfAation {RP) 30 31 35
Inflation {CPY) 22 21 30 £z
Life expectancy of male aged 60 (in years) 287 286 282 % %
Life expectancy of male aged 60 1n 2@ years' ume (in years) 312 310 35 =8
US Plan =%
Discount rate 40 46 56
Expecied return on plan assets () 68 1 75
Expected rate of salary increases 30 45 47
Future pension Increases - - -
Inflation 25 25 27
Life expectancy of mate aged 60 (in years) 229 228 228 % é
Life expectancy of mate aged 60 in 20 years' ume (in years) 246 245 247 £
Other Plans. 3
Discount rate {i} 30 39 42
Expected retum on plan assets () (1) 40 45 51
Expected rate of salary increases (i} 30 33 30
Future pension increases {ii) 20 22 23
Irflaton (i 19 19 21
% The assumpton for the expected retum on plan assets has been detemined using a combination of past expenence and market expectabons Bz
] Other Plans actuanal assumptons are presented on a weighted average basis and include all funded and unfunded plans g E
19 3 Penston costs (including retrement healthcare) 52
2012 2011 2010 -
$ million $ million $ milkon
Current senace cost — employer's portion 29 28 26
Other finance cost : 63 66 64
Expected return on assets in the plan 60 (59 (55)
Net defined benefit pension costs 32 35 35 § §
Net defined contnbution pension costs 32 29 25 'é g
Total pension costs charged to profit before taxation 64 64 60 g

Of the $64m (2011 - $64m 2010 - $60m) net cost for the year, $61m (2011 - $57m, 2010 - $51m} was charged to operatingprofitin seling general and administratve
expenses The interest cost and expected return on plan assets are reportec as other finance costs

The: total cost charged to income in respect of the Group's defined contribution plans represents contnbubions payable 10 these plans by the Group at rates specified
nthe rules of the plans As at 31 December 2012, there were $nil ouistanding paymerts due to be paid over to the plans 2011 - $ni, 2070 — Sl
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19 Retirement benefit obligations continued
19 4 Actuanal (losses)/gains recognised in Group Statement of Comprehensive Income

2012 20M 2010

$ mifion $ millon $ million

Expenence gans In pension scheme assets 33 9 34
Expenence gans on scheme labilites 18 - 21
Losses due to changes In assumptions undertying scheme habilties {64) {79 29
03 {70) 26

The actuanal losses of $13m (2011 - loss of $70m, 2010 - gain of $26m) were reported in the statement of other comprehensive Income making the cumutatve charge
to date $311m (2011 - $298m 2010 - $228m)

The contnbutions made mn the year in respect of defined benefit plans were UK Plan $39m (2011 - $37m, 2010 - $37m) US Plan $27m (2011 - $30m 2010 - $20m)
and Cther Plans $7m (2011 - $9m, 2010 - $8m) The agreed contributions for 2013 in respect of the Group's defined benefit plans are $3%9m for the UK Plan (including
$30m of supplementary payments) $17m for the US Plan and $6m for other defined benefit plans

19 5 Scheme assets

The amount included i the balance sheet ansing from the Group's obligations inrespect of its defined benefit retrement plans and the expected rates of return on
Hwesiments were

UK Plan US Plan Other Plans
Rate of Value Rate of Value Rate of Value
Return % $ rmulion Retum % $ mulion Retum % $ milhon
31 December 2012
Equities 72 253 87 246 75 7
Bonds 32 312 25 110 32 43
Other 67 119 23 3 42 74
Market value of assets 744 359 124
Present value of defined benefit obligations (738} {506} (198)
Surplus/(Deficiy non-current asset/fiability)
recognised In the balance sheet 6 {147} {74}
31 December 2011
Equines 72 248 88 196 82 6
Bonds 32 353 30 93 33 42
Other 67 55 23 9 45 61
Market value of assets 656 298 109
Present value of defined benefit obligations (680) {466) (166}
Deficit non-current hability recogrised m
the balance sheot 24 {(168) {57

The followang tables set out the pension plan asset afiocations in the funded UK, US and Other Plans as at 31 December for the last two years

UK Plan US Plan Other Plans
2012 201 2012 20Mm 2012 2011
% % % % % %

Asset Category
Equity secunties 34 38 69 66 6 6
Debt securties 50 54 il kY| 35 38
Other 16 8 - 3 59 56

Total 100 100 100 100 100 100




A reconciiation of the farr value of plan assets 1s shown in the following tables
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Retrement.

UK Plan US Plan Other Plans Healthcare Tatal

$ milon $ milion $ rmulion $ milion $ million
Fair value of plan assets at 1 January 2011 595 272 100 - 967
Expected retumn on plan assets 35 19 5 - 59
Expenience gans/{losses) on plan assels 20 12 1 - 9
Plan paricipant contnbutions 1 - 3 - 4
Company contributions 37 30 9 - 76
Benefits paid (23} n 6 - (40
Exchange adjustment 9 - 3 - (12)
Fair value of plan assets at 31 December 2011 656 298 109 - 1,063
Expected retum on plan assets 33 22 5 - &0
Expenence gains on plan assets 3 24 6 - 3
Plan participant contributions - 3 - 4
Company contributions 39 27 7 - 3
Benefits paid (23) (2 © - {4
Exchange adjustment 35 - 3 - 38
Fair value of plan assets at 31 December 2012 744 359 124 - 1.227
19 6 Present value of defined benefit obtrgations
A reconciliation of the present value of defined benefit cbligations 1s shown in the following tables

Retirement

UK Plan US Plan Other Plans Healthcare Total

$ milion $ milion $ milion $ mslion $ rllion
Present value of defined benefit obligations at 1 January 2011 654 382 158 35 1229
Current service cast 10 9 9 - 28
Other finance cost 36 21 7 2 66
Experience losses/{gams) on plan labilites 6 m 3 2 -
Losses on change of assumptions 6 66 2 5 19
Plan participant contnbutions 1 - 3 - 4
Benefits paid 23) (1) {6) - {40)
Bengfits paid directly by emplayer )] - - @ 3
Exchange adjustment @ - {4 - 13
Present value of defined benefit obligations
at 31 Decernber 2011 680 466 166 38 1,350
Current service cost 8 m 10 - 29
Gther finance cost 34 21 6 2 83
Expenence gains on plan habilies - @ © - (18}
Losses on change of assumptions 2 28 28 5 64
Plan participant contnbutions 1 - K) - 4
Benefits paid {23) (12) (5] - (44)
Benefits paid dwectly by employer - - m ~ ]
Exchange adjustment 36 - 4 - 40
Present value of defined benefit obliganons at
31 Decernber 2012 738 506 198 45 1,487
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19 Retirement benefit obligations continued

19 7 History of expenence adjustments
The history of expenence adjustments is as follows

Expenience {osses)/gans Expenence gains/{losses)
on plan habihiies on plan assets
Present value
of Defined Surplus/ Percentage Percentage
benefit  Faw value of (Deficit) n Amount - of plan Amount - of plan
obligations  plan assets ptan gan/{loss) habilties gan/(loss} assets
$ mllion $ mullion % milion $ milhion % $ milion %
At 31 December 2012
UK Plan {739) 744 6 - - 3 -
US Plan {506) 359 (147) 9 2 24
Other Plans {198) 124 (74) 9 5 6
At 31 December 2011
UK Plan {680) 656 {24) 6 1 20
US Plan {466) 298 {168) 1 - (12) 4
Cther Plans (166) 109 (57 3 2 1 1
At 31 December 2010
UK Plan {654) 595 (59 21 3 26 4
US Plan {382) 272 (110 2 - 11 4
Other Plans (158) 100 {58) 2 1 3
At 31 December 2009
UK Plan (668) 534 (134) 10 2 36 7
US Plan {343) 234 {109) - - 34 15
Other Plans (137 87 (50) 7 5 1 1
At 31 December 2008
UK Plan {516) 416 (100 1 - (126) 30
US Plan {337) 180 {157) 5 1 (100) 56
Other Plans (141) 76 {65) 5 4 (10) 13

The Group recharges the UK pension plan with the costs of administration and independent advisers The amount recharged in the year was $2m {2071 - $2m 2010 -
$2m) The amount recevable at 31 December 2012 was $nit (2011 - $nil 2010 - $ni)

19 8 Retirement healthcare

The cost of prowding healthcare benefits after retirement 1s determined by independent actuanes The prncipal actuanal assumptions in determining the cost of providing
healthcare benefits are those in the UK and the US and are as follows

2012 201 2010

UK us UK us UK us
% per annum
Discount rate 45 40 49 456 55 56
Medical cost inflation 70 75 10 80 70 80

A1 percentage pont change n the rate of medical cost inflation would not affect the accumulated retrement benefit obligations, or the aggregate of the curent service
and imerest costs, of the UK or US plans in 2012 by more than $3m {2011 - mare than $2m, 2010 — more than $2m)

For the US the retrement healthcare cost trend for 2013 1s expected to be 3 5% above the discount rate Thereafter the healthcare cost trend rate 1s assumed to decrease
each year by 0 5% to an utimate rate of 5% For the UK it will remsain flat at 7%
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20 Equity
20 1 Share capital
Ordinary Shares (20¢) Deferred Shares (€1 00)
Total

Thousand $ mlion Thousand $ million $ miBion
Authornsed
At 31 December 2010 1.223 591 245 50 - 245
At 31 December 2011 1223,591 245 50 - 245
Ar 31 Decemher 2012 1,223 591 245 50 - 245
Allotted, 1ssued and fully pad
At 1 January 2010 951021 190 50 - 190
Share options 1816 1 - - 1
At 31 December 2010 952,837 19 50 - 191
Share options 1991 - - - -
At 31 December 2011 954828 19 50 - 1,M
Share options 8752 2 - - 2
At 31 December 2012 963,580 193 50 - 193

The deferred shares were ssued in 2006 in order to comply with English Company law They are not Iisted on any stock exchange and have exremely mited nghts

and effectively have no value These nghts are summansed as follows
— The holder shall not be entitfed to paricipate in the profits of the Company,

— The holder shall not have any nght to participate n any distnbution of the Company's assets on a winding up or other distnbution except that after the return of the
nominal amount paid up on each share n the capital of the Company of any class other than the Deferred Shares and the distnbution of a further $1,000 in respect
of each such share there shall be distnbuted to a holder of a Deferred Share (for each Deferred Share held by him) an amount equal to the nominal value of the

Deferred Share,
— The hotder 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 capttal o other capital reserves without obtaining

the consent of the holders of the Deferred Shares

The Group's ohjectives when marnaging capital are 10 ensure the Group has adequate funds to continue as a going concern and sufficient flexibiity within the capital
structure to fund the ongoing growth of the business and to take advantage of business development epportunites iIncluding acquistions

The Group determines the amount of capital taking into accourt changes in busmess nsks and future cash requrements  The Group reviews its capial structure

on an ongoing basis and uses share buy backs, dvidends and the 1ssue of new shares to adjust the retained capital
The Group considers the capdal that & manages to be as follows

2012 2011 2000

$ milion $ milhon $ mullion

Share capital 193 191 191
Share premuum 488 413 396
Treasury shares {735) {766} (778)
Retained earnings and other reserves 3,938 3,349 2,964
3,884 3187 2713
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20 Equity continued
20 2 Treasury shares

Treasury shares represents the holding of the Comparty's own shares in respect of the Smith & Nephew Employes’s Share Trust and shares bought back as partof the

share buy-back programme which was suspended in 2008

The Srmath & Nephew 2004 Employees’ Share Trust {Trust} was established to hold shares relating to the long-term incentve: plans referred to n the ‘Drectors’
Remuneration Report’ The Trust s administered by an independent professional trust company resident n Jersey and s funded by a lean from the Company The cost
of the TrustIs charged 10 the income statement as it accrues A partial diwdend wanver 1s in place in respect of those shares held under the long-tesm incentve plans
The trust only accepts dividends In respect of nil-cost options and deferred bonus plan shares The warves represents less than 1% of the totat ddends paid

The movements in Treasury shares and the Employees’ Share Trust are as follows

Employees’
Treasury Share Trust Total
$ milion $ milion $ milion
At 1 January 2011 769 9 778
Shares purchased - 6 6
Shares transfermed from reasury (04 14 -
Shares transfemed to group beneficanes )] (13} (19)
At 31 December 2011 750 16 766
Shares ransferred from treasury (109 10 -
Shares transferted to group beneficianes (10 @0 (K})}
At 31 December 2012 730 5 735
No of shares No of shares No of shares
million million milon
At 1 January 2011 627 08 6335
Shares purchased - 06 06
Shares transferred from treasury {11 11 -
Shares transferred to group beneficianes (0 4} 0 (19
At 31 December 2011 612 14 626
Shares gansferred from treasury 09 09 -
Shares transferred to group beneficanes 08) {18 26}
At 31 Decesmber 2012 595 D5 600
20 3 Dividends
2012 201 2010
$ milion $ milion $ milion
The following dndends were declared and paid in the year
Ordinary final of 10 80¢ for 2011 (2010 - 9 82¢, 2009 -8 93¢}
pad 9 May 2012 97 88 79
Ordinary intenm of 9 90¢ for 2012 (2011 - 6 60¢ 2010 -6 00¢)
paid 30 October 2012 a9 58 53
186 146 132

A final dndend for 2012 of 16 20 US cents per Ordinary Share was proposed by the Board on 6 February 2073 and wal be paid, subyect 10 shareholder appeoval,

on 8 May 2013 to shareholders on the Register of Members on 19 Apnl 2013 The estmated amount of shis didend on 19 February 201315 $147m
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21 Cash Flow Statement g
=
Accounting policy g
in the Group Cash Flow Staterment, cash and cash equvalents includes cash in hand, deposits held with bariks, other short term fiquid investments with enginal 2
matunties of three months of less and bank overdrafts In the Group Batance Sheet. bank overdrafts are shown within bank overcrafts and loans under current labidites %
[}
Analysis of net debt
Bormowmngs
Due withun Oue after Net curency 2z
Cash Overdrafts che year one year SWaps Total 2%
$ oullion $ mufion % rmfion $ milion $ tmlion $ milion e g
At 1 January 2010 192 (i) 7 {1090) - {943) 28
Net cash fow 9 6 07 437 2 438 =z
Exchange adjustment 6 - () n 3 13
At 31 Decernber 2010 207 12) {45} 642) - (492)
Net cash flow (21 (12) 252 140 1 360
Other non cash changes - - (517) 517 - -
Exchange adjustment {2 1 27 (31) (1 6)
AL 31 Decermber 2011 84 3 @83 i) I
Net cash flow a0 12 256 @19 1 ss g
Exchange adustment 4 - - - 1 5 g
At 31 December 2012 178 (11) (r4)] {430) 2 (288)
Reconciliation of net cash flow to movement in net debt
2012 201 2010
$ mihon $ million $ milion
Nea cash flow from cash net of overdrafts 2 {33 15 3
Settlement of currency swaps 1 1 3 3 é
Net cash flow from borowings (158) 392 420 =
Change I net deb rom net cash flow (156) 360 38 5B
Exchange adjustment 5 6) 13 &
Change i net debt in the year . (150) 354 451
Opening net debt (138) 492) 943)
Closing net debt (288) {138) {492)
90
Cash and cash equivalents $3
For the purposes of the Group Cash Flow Statement cash and cash equivalerits at 31 December compnse cash at bank and in hand net of bank overdraits E 2
Z A
2012 20M 2010 m
$ mulhon $ million $ million
Cash at bank and m hand 178 184 207
Bank guerdralts 11} 23 12)
Cash and cash equivalents 167 161 185
2R
=g
£8
2
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22 Acquisiions and assets held for sale

Accountng polcy

On acquisiuion, identfiable assets and habilties (incuding contingent kabilibies) of subsidianes and assocates are measured at thewr far values at the date of acquisition
using the acquisiion method The farr value of assets includes the taxation benefits resufung from amortisation for income taxation purposes from which a third party
separately acquinng the assets would reasonably be expected to benefit. Goodwall, representing the exeess of purchase consideration aver the Group's share of the
far value of net assets acquired 1s capralised

22 1 Acquisitions

Year ended 31 December 2012
On 21 December 2012 the Group acquired substantiatly all the assets of Healthpoint Biotherapeutics {Healthpoint), a leader m bioactive debridemer, dermal repar and
regenesration wound care teatmernts

The acquistion 1s deemed 1o be a business combination within the scope of RS 3 Consideraton was inthe form of a single payment of $782m The far values shown
below are provistonal If new information 1s obtained wathun the measuremnent persod {no maore than one year after the acquisition date} about facts and orcumstances that
existed at the acquistion date, the acquisiion accounting wall be rewised

The provisional estmate of the goodwill ansing on the acquisiion 1s $73m 15 atinbutable to the addivonal economic benefits expected from the transacton, including
revenue synergres and the assembled workforce which has been transferred as part of the acqursiton The goodwall recognised 15 expected to be deducuble for Lax
purposes

The followang table summanses the consideration transfemed, and the recognised amounts of assets acqured and batilues assurned at the acquisiton date

$ mithon
Identifiable assets acquired and habimes assumed
Property plant and equipment 27
Inventones 46
Trade recevables 3
identfiable Intangible assets 662
Deferred tax assets 5
Payables and aceruals )
Prowsions 13
Net assets 0%
Goodwill 73
Cost of acquisiion 782

The Group incurmed acquistion-related costs of $11m related to professional and advisor fees These costs have been recogrised in administrative expenses in the
ncome staterment No ‘acquistion retated costs’ were incured in 2011 or 2000

In 2012, since the date of acquisiion the contnbuban to attnbutable profit from Healthpoint products was mmatenal The unaudited revenues from Healthpoint preducts
dunng 2012 were $190m Gven the proxmity of the acquisiuon to year end it 1s impractcable to determine what the consolidated attnbutable: profit would have been had
the acqusibon taken place at the beginning of the year
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Year ended 31 December 2011

On 23 June 2011, Sraith & Nephew acquired 100% of the voting nghts of Tenet Medical Engineenng, nc for an nitial payment of $35m, a further payment of $3m,
deferred for 18 months, and up to $14 5m based on the achievement of future revenue milestones The cost Is assessed as $46m, being the far value of the
probable consideration

MIANIAD

TONVYWHOIYId ANV AD3IVALS

Farr value
to Group
$ milion
Trade and other recevables 2
Inventones 1
Trade and other payables 3
Cash 2 2z
Net assets 2 z 2
Goodwill on acquisition 44 % §
Cost of acquistion 46 gz
<
Discharged by
Cash 35
Deferred consideratron 3
Contingent consideration
Total consideration 46 aw
=&
ZE
As the Group was the only matenal customer of Tenet Medical Engineerng Inc - no contribution to revenue was achieved n 2017 The: post-acquisiion centribution = E
to attrbutable profit for 2011 was immatenal g
Year ended 31 December 2010
In the year ended 31 December 2010 there were no acquisitions
22 2 Disposal of business
Year ended 31 December 2012
In January 2012, the Group announced s intention to sell the Cliricat Therapies business to Bioventus LLC (Bioventus) Thuswas completed dunng May 2012 for a total
consideration of $367m and resufted i a profit on disposal before taxation of $251m The revenue of the Clinical Therapies business i the fous-month penod o disposal » o
was $69m and profit before taxation was $12m The details of the transaction are set out below E E
3 E
95
$ million EZ
=
Loan note receivable 160 &
Investment In associate 104
Cash 103
Total consideration 367
Net assets of business disposed and disposal transaction costs {116}
Prafit before taxation 251 o o
]
i
iz
g
o P
IR
30
zg
o w
2z
J_>' =)
5]
z
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22 Acquisttions and assets held for sale continued
22 3 Assets held for sale

The Group has classified following assets and habilimes as held for sale

2012 2011

$ milion $ milhion

Goodwll - 37
Intangible assets - 14
Property, plant and equipment - 3
Deferred tax assets - 7
Irventory - 15
Trade and other recewvables - 49
- 125

Liabiines directly associated with assets held for sale - 18

In 2011 the assets and habilties of the Climical Therapies busingss were classified as held for sale In 2011, this business cortnbuted $237m to revenue and $48m

to rading profit. This transaction was compieted dunng May 2012 for & total consideraton of $367m (see Note 22 2)

As part of this disposal the Group commutment of $60m detailed in Note 9 was transferred to the associale

23 Operating leases

Accounting policy

Leases are classified as finance leases when the terms of the lease transfer substanually all the nsks and rewards of ownership to the Group All other leases are

classified as operating leases
Rentals payable under operating leases are expensed n the income statemient on a straight ine basis over the term of the relevant lease

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

202 2011
$ milhon $ million

Land and bultdings
Withurs one year 30 3
After one and wathin two years 24 22
After two and within three years 17 18
After three and withun four years 14 15
After four and within five years 1
After five years 4 13
97 110

Other assets

Within one year 15 19
After one and within two years 10 12
After two and within three years 4 &
After three and within four years 1 2
30 39
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24 Other Notes to the accounts
24 1 Share-based payments

Accounting policy

The Group operates a number of equity-settled executve and employee share plans For all grants of share options and awards, the far value at the grant date 1s
calculated using appropriate gption pncng models The grant date fair value 1s recognised over the vesting penod as an expense with a corresponding increase in
retaned earmings

Employee plans

The Smith & Nephew Sharesave Plan (2002) (adopted by shareholders on 3 Apnl 2002} {the Save As You Eamn {"SAYE’) plan) the Smith & Nephew Iniemational
Sharesave Plan (2002) Smith & Nephew France Sharesave Plan (2002) Smith & Nephew Sharesave Plan (2012) {the Save As You Earn ("SAYE 20112 plan) {adopted
by shareholders on 12 Apnl 2012) Smith & Nephew International Sharesave Plan (2012} (adopted by shareholders on 12 Apri 2012) and Smith & Nephew France
Sharesave Plan (201 2} (adopted by shareholders on 12 Apnl 2012) are together termed the "Employee Plans”

The SAYE and SAYE 2012 plans are available to all employees in the UK employed by participating Group companies, subject to three months' service The schemes
provide for employees to save up to £250 per month and gives them an option to acquire shares based on the committed amount to be saved The oplion price 1S

not less than 80% of the average of middie market quotations of the Ordinary Shares on the three dealing days preceding the date of ivitakon The Smith & Nephew
International Sharesave Ptan (2002} and Semith & Nephew Intematonal Sharesave Plan (2012) are available to employees in Australia, Austria, Belgium, Canada,
Denmark, Finland, Germany, Hong Kong, Japan, South Korea, Mexico, New Zealand, Norway, Poland, Pertugal, Singapore, South Afnca, Spain, Sweden, Switzerland and
the United Arab Emirates £mployees in Incha, Ireland and kaly parscipated in these plans for the first tme i 2012 The Smith & Nephew France Sharesave Plan (2002)
and Smith & Nephew France Sharesave Plan (2012) are avalable to all employees n France The Internatonal and French plans operate on a substantally similar basis
to the SAYE plans

Employees n the US are able to participate in the Employee Stock Purchase Plan which gives them the opportunity to acquire shares, in the form of ADSs, at a discount
of 15% {or more if the shares appreciate in value dunng the plan’s quarterly purchase penod) to the market price, through a regular savings plan

Executive plans

The: Smith & Nephew 2001 UK Approved Share Option Plan the Smith & Nephew 2001 UK Unapproved Share Option Plan, the Smth & Nephew 2001 US Share Plan
{adopted by shareholders on 4 April 2001), the Smith & Nephew 2004 Executive Share Opuon Plan (adopted by shareholders on 6 May 2004) and the Smith & Nephew
Gilobal Share Plan 2010 (adopted by shareholders on 6 May 2010) are together termed the "Executive Plans”

Under the tenms of the Executive Plans the Remuneration Comnttee, consisting of Non-Executive Directors, may at their discretion approve the grant of options to
employees of the Group to acquire Ordinary Shares in the Company Options granted under the Smith & Nephew 2007 US Share Plan {the "US Plan”) and the Smith &
Nephew 2004 Executive Share Option Plan are to acquire ADSs or Ordinary Shares For Executive Plans adopted in 2001 and 2004, the market value is the average
quoted pnce of an Ordinary Share for the three business days preceding the date of 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 the date of grant if higher For the Global Share Plan adopted i1 2010 the market value 1s the clostng
price of an Ordmary Share or ADS on the last trading day pricr 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 are subject to achievernent of a performance condiion Options granted under the 2001 US Ptan and the Global Share
Plan 2010 are not subject to any performance condiions Prior to 2008, the 2001 US Plan options became cumulatively exercisable as to 10% after one year, 30% after
two years, 60% after three years and the remaining balance after four years With effect from 2008, options granted under the 2007 US Plan became cumulatively
exercisable as to 33 3% afier one year, 66 7% after two years and the remaining balance after the third year The 2007 UK Unapproved Share Option Plan was open

to certain employees outside the US and the US Plan 1s open o cenan employees in the US Canada Mexico and Puerto Rico The Global Share Plan 20101s open

to employees globally The 2004 Plan was open to senior executves only

The maximurm term of options granted under all plans 1s 10 years fromthe date of grant All share option plans are settled in shares
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24 Other Notes to the accounts continued

24 1 Share-based payments continued
At 31 December 2012 19,690,000 (2011 - 27,316,000, 2010 - 25 753 000) options were outstanding under share option plans as follows

Number of Range of option Weighted average
shares exercise prices exercise pnce
Thousand Pence Pence

Employee Plans
Qutstanding at 1 January 2010 3383 3480-68400 4227
Granted 986 459 0-5560 462 2
Forferted (364) 3480-6090 4398
Exercised (625) 3480-5765 4352
Expired 22 3480-6400 42317
Outstanding at 31 Decernber 2010 3358 3480-6400 4301
Granted 1.090 4520-5850 4548
Forfetted (122 3480-6090 4276
Exercised (602) 3480-5765 45417
Expired (144) 3800-6090 4507
Outstanding at 31 December 2011 3.580 3480-6400 4328
Granted 947 5350-5350 5350
Forfered (402) 3480-6090 4345
Exercised (925) 3480-6090 3960
Expired (38) 3480-6400 4962
Outstanding at 31 December 2012 3162 380 0-6090 4731
Options exercisable at 31 December 2072 152 3800-6090 4008
Options exercisable at 31 December 2011 122 3480-6400 4708
Options exercisable at 31 December 2010 87 4250-57658 4665

Executve Plans
Outstanding at 1 January 2010 20,000 26506375 5471
Granted 6,249 424 0-6750 5209
Forfeited ©7y) 4790-6805 5813
Exercised {2.386) 26506375 4792
Expired {497} 4180-6378 5756
Outstandmg at 31 December 2010 22,395 409 5-6805 5449
Granted 5,706 5800-7030 5994
Forferted (763) 4790-6378 5655
Exercised {2.369) 4450-6805 5366
Expired {1,233) 4450-6378 5497
Outstancing at 31 December 2011 23736 4095-7030 5612
Granted 3,046 642 0-6500 6500
Forferted (954 4790-703 0 5690
Exercised 8740 434 0-6510 54717
Expired (560) 4355-6378 5887
Qutstanding at 31 December 2012 16,528 409 5-680 5 5833
Options exercisable at 31 December 2012 8512 409 56805 5627
Options exercisable at 31 December 2011 1,979 409 5-680 5 5956
Optons exercisable at 31 December 2010 5153 4095-6270 5483

The weighted average remaning contractual e of options outstanding at 31 December 2012 was 6 6 (2011 - 6 6 years, 2010 - 6 1 years) years for Executve Plans and
26 (2011 - 2 6 years, 2010 - 2 7 years) years for Employee Plans

202 20M 2010
pence pence perce

Weighted average share prce 6405 6399 6193
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Options granted dunng the year were as follows
Weighted Werghted
average far average Wetghted
value per share average Weighted
Options option at price at exercise a
granted grant date grant date price option lfe
Thousand Pence Pence Pence Years
Employee Plans 947 1840 6810 5355 38
Executive Plans 3,045 1487 6500 6500 100

The weighted average far value of options granted under employee ptans dunng 2011 was 189 Zp {2010 - 170 2p} and thase under executve plans dunng 2011 was

176 1p {2010 - 173 7p)

Options granted under the execultive plans are valued using a binomial moded Options granted under employee plans are valued using the Black-Scholes option model
as management consider that options granted under these plans are exercised within a short penod of tme after the vesting date Options granted under each plan are

valued separately and a weighied average fair value 1s calculated

The binormial mode! is used for executive plans so that proper allowance 15 made for the possibility of early exercise At the 2012 grant, management expected 90% of the
options granted under the: Global Share Plan 2010 to vest (2011 - 90%, 2010 - 90%) Each year an assessment 1s made of the curent vesting estmates and they are

updated to reflect rewised expectations of the number of grarts that will vest.

For all plans the nputs to the option pnaing models are reassessed for each grant. The following assumptions were used In calculating the fair value of options granted

Employee plans Executive plans

2012 201 2010 2012 201 2010

Dmdend yield % 15 15 15 15 15 15
Expected volatlity % {) 250 300 300 250 300 300
Risk free interest rate % (i) 13 20 25 12 20 25
Expected life n years {ii) 38 39 39 100 100 98

) Volatiity 5 assessed on a histonc basis primanty based o past share pce movements over the expected Ife of the opbons
(i} The risk free interest rate reflects the yrelds avallable on zero coupon govemment bonds aver the opbon term and currency

(i) An assessment of an Executive Plan s option Ife 1s based on an exestse model This 1s based on a mixure of histonc experience and generally accepted behavioural trats 5% (2011 - 5%
2010 5%) of Executve Plan option hoiders are assurmed o leave and exeraise ther opons for forfet them  under walter) each year after vesing In additon, 50% (2011 - 50% 2010 - 50%)
of Executive Plan option holders are assumed 1o exercise by choice per anmum providing the gain avalable 1s at least 25% for the optons granted Linder the Global Share Plan 2010 (2011 -
50% for the opions granted to executves and 25% for other reciprents under the Glabal Share Plan 2010 2010 - 50% for the 2004 Plan and 50% for the optons gramted to executives and

25% for other recipients under the Global Share Plan 2010)

Summansed information about options outstanding under the share gption plans at 31 December 2012 15 as follows

Werghted average

Number outstandieg ~ remaining contract Iife
Thousand Years

Employee Plans
380 Opto 840 5p i 3,162 26
Above 640 5p () - -
3,162 26

Execuuve Plans
409 5p to 640 5p {i) 13431 59
640 5p () 10680 5p 3007 95
16,528 66

() The splithas been determined based on the wexghted average share prce of 540 5p
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24 Other Notes to the accounts continued

Share-based payments — long-term incentive plans

I 2004, a share-based incentive plan was introduced for Executive Duectors, executive officers and the next level of senior excoutives, which replaced the Long-term
Incentve Plan (LTIP) The plan included a Performance Share Plan PSP} and a Bonus Co-Investment Plan {CIP)

Vesting of the PSP awards is dependent upon performance relatve to the FTSE 100 and an index based on major infemational companies in the medical devices
sty

Under the CIP partiapants could elect 1o use up to a maximum of one-half of their annual bosws to purchase shares If the shares are held for tree years and the
Groups EPSA growth targets are achieved participants recetve an award of matching shares for each share purchased

From 2009, the CiP was replaced by the Defermed Bonus Plan This plan was designed 10 encourage executives to buld up and maintain a significant sharehoiding in
the Company Under the plan up (o one third of any bonus eamed at target level or above by an eligible employee was computsonly deferred into shares which vested
subject to continued employment, in equal annual tranches over three years (e one thurd each year) No further performance conditons applied to the deferred shares

From 2010, Performance Share awards were granted under the Global Share Plan 2010 for all executves other than Executve Drectors: Awards granted under both
plans are combined to prowde the figures below Vesting of the share awards Is dependent upon performance relatve to the FTSE 100 and an index based on major
international compariies in the medical devices industry

From 2012 Deferred Bonus Plan and GSP 2010 options for Executive Directors, executive officers and the next level of senior executives were replaced by Equity
Incentive Awards (EIA) EIA are designed to encourage executves 10 buskd up and maintain a significant shareholding in the Comparty ELA will vest, in cqual annual
tranches over three years {i e one third each year), subject to continued employment and personal perfomance No further performance conditions will apply to the EIA

The farr values of awards granted under long-term Incentive plans are cakculated using a bxnonial modet The exercise price for all awards granted under the long term
incentrve plans 1s $mi Perdformance Share awards Lnder both the PSP and Global Share Plan 2010 contan vesting condiions basad on TSR versus a comparator group
which represent market-based performanee conditons for valuation purposes and an assessment of vesiing probabulity s therefore factored into the award date
cakculatons The assumptions nclude the volatilties for the comparator groups A comrelation of 35% (2011 - 40% 2010 - 35%) has also been assumed for the
companzes In the medical devices sector as they are impacted by similar factors. The Performance Targetfor the Global Share Plan 2010 ts a combination of Free Cash
Flow growth and the Group's Total Shareholder Return {TSR?) performance over the three year performance penod

The other assumptions used are constslent with the exectitive scheme assumptions disclosed in Note 24 1
At 31 December 2012 the maximum number of shares that could be awarded under the Group's long term ncentve plans was

Number of shares in thousands

Defetred

Other Awards HA PSP cP Bonus Plan Total
Outstanding at 1 January 2010 - - 4880 443 292 5617
Awarded - - 2,386 - 338 2724
Vested - - (501} {116) {101} (7118
Forfened - - {753) (132) M (892)
Qutstanding at 31 December 2010 - - 6,012 197 522 6,731
Awarded 838 - 2,282 - 351 34M
Vested 44 - (366} - (375) (785}
Forfeited - - (1,660) (197) {6 {1.863)
Outstanding at 31 December 2011 794 - 6268 - 492 1,554
Awarded 187 1,060 2190 - - 3437
Vested {263) (49) {1,785) - (287} {2,384}
Forferted - 82} 1431} - 41) {1,554)
Outstanding at 31 December 2012 718 929 5,242 - 164 7,053

Other Awards mainly compnses of conditianal share awards granted under the Globat Share Plan 2010

The weighted average remaining contractual Ife of awards outstaning at 31 December 2012 was 0 8 years (2011 - 1 2 years, 2010 - 18 years) for the PSP 0 9 years
{2011 -1 7 years, 2010 - 1 9 years) for the Deferred Bonus Plan 2 2 years for the EIA and 09 years for the other awards {2011 -1 5 years) There were no awards
outstanding under the CIP i 2012 and 2011, the rematrung contractual e of awards under the CIP was 0 2 years for 2010
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Share-based payments - charge to ncome statement
The expense charged to the Incomne statement for share-based paymenis is as folows
2012 20m 2010
$ mufion $ rilion $ millors
Granted in cumment year 9 9 5
Granted in pnor years 25 21 16
Total share-based payments expense for the year 34 30 21

Under the Executive Plans PSP, EIA and CIP the number of Ordinary Shares over which options and share awards may be granted 1s imrted so that the nurnber of
Ordinary Shares issued or that may be issued dunng the 10 years preceding the date of grant shall not exceed 5% of the Ordinary Share caprial at the date of grant.
The total number of Ordinary Shares which may be 1ssuable n arty 10-year penod under all share plans operated by the Company may not exceed 10% of the Ordinary

Share captal at the date of grant.

24 2 Related party transactions

Trading transactions

In the course of nermal operations, the Group traded with its associates detaded n Note 11 The aggregatext ransactions, which have not been disclosed elsewhere

in the financial statements are summansed below

2012 201 2010
$ rmullion $ milton $ millon
Sales to the associates 14 8 8
Purchases from the associates 8 4 4
All sale and purchase fransactions occur on an arm's length basis
Key management personnel
The remuneration of executive officers dncluding Non-Executive Directors} during the year is summansed below
2012 2011 2010
$ mullion $ rrullion $ millon
Short-term employee benefits 16 19 13
Share-based payments expense 10 9 3
Pension and post-employment benefit entilements 1 1 1
Termination benefits - 1 -
27 30 17
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24 Other Notes to the accounts continued

24 3 Principal subsidiary undertakings

The information provided below 15 given for prancipal trading and manufaciunng subsidiary undertakings, a8 of wiuch are 100% owned, in accordance with Secuon 410 of

the Companies Act 2006 A full st will be appended to Smith & Nephew's next annual return to Compares House

Company Name Actnaty Country of operation and incorporation
United Kmgdom

Smith & Nephew Heatthcare Umited Medical Devices England & Wales
Smith & Nephew Medical Limited Medical Devices England & Wales
T J Srmh & Nephew, Limited Medical Devices England & Wales
Continental Europe

Sruth & Nephew GmbH Mecheal Dewices Austna

Smith & Nephew SA-NV Medical Dewces Belgum
Smith & Nephew A/S Medical Dewices Denmark
Smith & Nephew Oy Medical Devices Finland

Srruth & Nephew SAS Medical Devices France

Srrith & Nephew Orthopacdics GmbH Medical Dovices Germany
Smith & Nephew GmbH Medical Devices Germany
Smith & Nephew Orthopaedics Hellas SA Medical Devices Greece
Smith & Nephew Limied Medical Devices Iretand

Smith & Nephew S5d Mecdhcal Devices Ieaty

Smith & Nephew Nederland CV Medical Devices Netherlands
Smith & Nephew A/S Medical Devices Norway
Smuth & Mephew Sp 200 Medical Devices Poland

Smith & Nephew Lda Medical Devices Portugal
Smith & Mephew SAL Medical Devices Spamn

Smith & Nephew AB Meckcat Devices Sweden
Smith & Nephew Orthopaedics AG Medical Devices Swmizeriand
usa.

Smith & Nephew Inc Medical Devices Unned States
Africa, Asta, Australasia and Other Amenca

Smith & Nephew Pty Limited Medical Devices Australia
Smith & Nephew Inc Medical Devices Canada
Smith & Nephew {(Alberta) Inc Medical Devices Canada
Tenet Medical Engneenng Inc Medical Devices Canada
Smith & Nephew Medical (Shanghai) Lirnited Medical Dewices China

Smith & Nephew Medical (Suzhou) imided Medical Dewices China

Smith & Nephew Orthopaedics (Beying) Limited Medical Devices China

Smith & Nephew Lmited Medical Dewices Hong Kong
Srith & Nephew Healthcare Private Limited Medical Devices Incha

Srith & Nephew KK Medical Devices Japan

Smith & Nephew Limned Medical Devices Korca

Smith & Nephew Healthcare Sdn Berhad Medicat Devices Malaysia
Smith & Nephew SA de CV Medical Devices Mexico
Smith & Nephew Limited Medical Devces New Zealand
Smith & Nephewlnc Medical Dewces Puerto Rico
Smith & Nephew Pte Umited Medical Dewvces Singapore
Smith & Nephew [Pty) Limited Medical Devices South Afnca
Smith & Nephew Limited Medical Devices Thaland

Smith & Nephew FZE

Medical Devices

Uniteed Arab Emirates




Independent auditor’s report for the Company

Independent Audttor's Report to the members of
Smith & Nephew plc

We have audited the parent company financial statements of Smith & Nephew plc
for the year ended 31 December 2012 which compnise the Parent Company
balance sheet and the related notes 1 to 10 The financial reporting framework
that has been applied in thesr preparation 15 apphcable law and United Kingdom
Accounting Standards {Urited Kingdom Generally Accepted Accounting Practce)

This report 1s made solefy 1o the Company’s members as a body in accordance
wath Chapter 3 of Part 16 of the Comparies Act 2006 Qur audt 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 Tothe
fullest extent permitted by law we do not accept of 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 opnions we have formed

Respective responsibilities of directors and auditor
As explained more fully in the Directors’ Responsibility Statement set out on page
89, the Directors are responsible for the preparation of the Parent Company
financial statements and for being sausfied that they give a true and far view Our
responsibility 15 to audit and express an opinion on the Parent Company financial
statements in accordance with applicable law and International Standards on
Auditng (UK and freland) Those standards require us to comply with the Auditing
Practces Board's {APB's) Ethucal Standards for Audnors

Scope of the audtt of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the
financial statements sufficient to give reasonable assurance that the financial
statements are free from matenal misstatement, whether caused by fraud or error
This includes an assessment of whether the accounting palicies are appropnale
to the Parent Company's circumstances and have been consistently applied and
adequately disclosed, the reasonableness of significant accountmg estimates
made by the Directors, and the overall presentation of the financial statements

In addiion we read all the finanaial and non-financial information in the annual
report o identfy matenal Inconsistencies with the audited financial statements
IFwe become aware of arny apparent matenal misstatements of INconsistencies
we consider the implicatons for our report.

Opinion on accounts

In Gur opinion the Parent Company financial statements

— gne atrue and fair view of the state of the Company's affarrs as at
31 December 2012,

— have been properly prepared in accordance with Unzted Kingdom Generally
Accepted Accounting Practice and

- have been prepared n accordance with the requirements of the Companies
Act 2006
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Opinion on other matters prescribed by the
Companies Act 2006

in our opinion

— the part of the Directors’ Remuneration Report to be audited has been property
prepared in accordance with the Companies Act 2006, and

— the nformaton given in the Directors’ Report for the financial year for which the
financial statements are prepared s consistent wath the Parer Cornpany
financial staterments

Matters on which we are required to report

by exception
We have nothing to report in respect of the following matters where the
Companies Act 2006 requires us to report to you f, In our opinion

— adequate accounting records have not been kept by the Parent Company
or retuns adequate for our audit have not been recerved from branches not
visited by us, or

— the Paren Company financial statements and the part of the Directors’

Remuneration Report to be audited are not in agreement with the accounting
recards and retums o

— centan disciosures of Drectors’ remuneration specified by law are not made or

— we have not received all the information and explanations we require
for our audit.

Other matter
We have reported separatety on the Group financial statements of Smith &
Nephew plc for the year ended 31 December 2012

—‘%ﬂmr '4 \/-o«:-\
Les Clifford (Senior staW

for and on behalf of Emst & Young LLP Statutory Auditor
London
20 February 2013
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Company balance sheet
At 31 December At 31 December
2012 2011
Notes $ milhon $ million
Fixed assets
Investments 3 3,597 3,508
Curment assets
Debtors 2,679 2145
Cash and bank 20 25
2,699 2170
Creditors amounts falling due within cne year
Borrowings n {245)
Other creditors {1,871) {1607
Prowisions due i less than one year - )
(1,872 (1857)
Net current assets 827 313
Total assets less current liabilies 4,424 39
Creditors amounts falling due after one year
Borrowings 7 (415) -
Total assets Jess total habilities 4,009 3911
Capial and reserves
Equity shareholders’ funds
Called up eguity share capital 8 193 191
Share premium account 8 488 413
Capnal reserve 8 2,266 2,266
Treasury shares 8 (735) (766)
Exchange reserve 8 (52) 52
Profit and loss account 8 1,849 1.859
Shareholders’ funds 4,009 3o

Thenaccounts were approved by the Board and authonsed for issue on 20 Febwuary 2013 and signed on ts behalf by
el e, L N
[
Sir John Buchanan r Bohuon
Charman Chief Executive Officer
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Notes to the Company accounts

1 Basis of preparation

The separate accounts of the Company are presented as required by the Companies Act 2006 The accourts have been prepared under the histoncal cost
convention, madified 10 include revaluation to fair value of cenain financial Instruments as described below, and 1n accordance with applicable UK accounting standards
As consolidated financial mformaton has been disclosed under IFRS 7 Financial instruments. Disclosures, the Company 1s exempt from FRS 29 Financial Instruments
Disclosures The Group accounts have been prepared in aceordance with Intemational Financial Reporting Standards as adopted by the European Uricn and are
presented on pages 92 to 138

The Company has taken advartage of the exemption in FRS 8 Related Party Disclosures niot to present its related party disclosures as the Group accounts contain these
disclesures In additon, the Company has taken advantage of the exemption in FRS T Cash Flow Stalements not (o present its own cash flow statement as the Group
accounts contain a consolidated cash flow

In apphying these policies management is required to make estimates and asstmptons that affect the reported amounts of assets and llabiites and disclosure of
contingent assels and labihties at the date of the accounts and the reported amourts of revenues and expenses durng the reporing penod Although these esimates
are based on management’s best knowledge of current events and actons actual resuits ulmatety may diifer from those estimates

Foreign currencies

Transactrons in foreign currencies are inmally recorded at the exchange rate ruling at the: date of the transaction Monetary assets and habilities denominated in foreign
currencies are retransiated at the rate of exchange ruling &t the balance sheet date All exchange differences are dealtwith in amwving at profit before: taxation

Deferred taxation

Deferred taxation is recogrised In respect of all ming differences that have ongmated but not reversed at the balance sheet date where transactions or events have
occurred at that date that wall result In an obligation to pay more or a nghtt to pay less or ta receive more, tax

Deferred tax 1s measured on an undiscourted basis at the tax rates that are expected to apply In the periods m which timing differerces are expedted to reverse
These are based on tax rates and laws substantively enacted at the balance sheet date

2 Results for the year
As permitted by section 408{4) of the Comparies Act 2006, the Company has not presented its own profit and loss account. Profit for the year was $167m
{2011 $166m)

3 Investments

Accounting policy
Investments in substdianes are stated at cost less prowsion for imparment.

2012 2011

$ milion $ million

At 1 January 3,598 3,598
Impairment m -
At 31 December 3,597 3,598

Inverstments represent holdings in subsidiary undertakings

The information prowided below 15 given for the prncipal direct subsidiary undertakings, all of which are 100% owned and in accordance with Section 410 of the
Comparres Act 2008, a full st will be appended to Smith & Nephew's next annual retum to Companies House

Country of operation
Actavity and incorporation

Company Name
Smith & Nephew UK Limited Holding Comparty England & Wales
Smith & Nephew (Overseas) Limited Holdng Company England & Wales

Refer to Note 24 3 of the Notes to the Group accounts for the prncipal trading and manufacturing subsidiary undertakings of the Group
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Notes to the Company accounts continued

4 Debtors
2012 2011
$ mullion $ milion
Amounts faling due within one year
Amounts owed by subsidiary undertakings 2,628 2113
Prepayments and accrued income 7 5
Current asset dervatives - forward foreign exchange contracts 20 25
Current asset denvakives — currency swaps 2 -
Current taxaton 22 2
2,679 2145
5 Other creditors
2012 20m
$ milion $ mullion
Amounts faling due within one year
Amounts owed 1o subsidiary undertakings 1,832 1574
Other creditors 19 8
Curent iabiity denvatives — forward foresgn exchange contracts 20 25
1871 1607

6 Provistons due in less than one year

Dunng quarter four of 2011, a provision of $5m was estabhished by Smith & Nephew pic In connection with the prewously disclosed investigation by the US Secunties and
Exchange Commussion (SEC) into potenual wolations of the US Foreign Camupt Pracuces Act inthe medsal devices industry On 6 Febeuary 2012 Smith & Nephew
announced that 1 had reached settlement with the SEC in connection wath this matter Srith & Nephew committed to pay slightly less than $23mn fines and profit
disgorgement, maintain an enhanced complance programme and appoint an Independert montor for at keast 18 mornths to review and report on its compliance
programme Of this total amount of sightly less than $23m 35 4m specifically relates to profit disgorgement mpased by the SEC on Smith & Nephew plc

7 Cash and borrowings

Accountng polcy

Financial instruments

Currency swaps are used to match foreign cumency net assets with foreign currency labdites They are intialty recorded at farr value and then for reporiung purposes
remeasured to farr value at exchange rates and interest rates at subsequent balance sheet dates

Changes in the farr value of denvative financial instruments are recognised in the profit and loss accountas they anse

2012 201

$ rmillion $ milkion

Bank loans and overdrafts due within one year or on demand 1 245
Bank loans due after one year 415 -
Borrowangs 416 245
Cash and bank (20} (25}
Debit balance on dervatives — currency swaps 1% -
Net debt 394 220

Ali currency swaps are stated at farr value Gross US Dollar equivatents of $175m (2017 - $112m) recenvable and $173m {2011 - $112m) payable have been netted
Currency swaps compnse foreign exchange swaps and were used In 2012 and 2011 to hedge intragroup loans
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8 Equity and reserves
2012 201
Total Tatal
Profit and share- share-
Share Share Captal Treasury Exchange loss holders’ holders’
Captal Premum  Reserves Shares reserves  account funds funds
$miion  $rullon  $miion  Fmilien  $miflon  $eulion  $million $ million
At 1 January ikl 413 2266 (766) (52) 1859 39m 3.843
Attnbutable profit for the year - - - - - 167 167 166
Equity dmdends paid in the year - - - - - (186) (186) (146}
Share-based payments recogrised - - - - - 34 34 30
Cost of shares transferred 10 beneficianes - - - k1] - (25) 6 7
New shares 1ssued on exercise of share options 2 75 - - - - 77 17
Treasury shares purchased - - - - - - - 5]
At 31 December 193 488 2,266 {735) (52 1.84% 4,009 39

Further information on the share capital of the Company can be found n Note 20 of the Notes to the Group Accounts

The total distrbutable reserves of the Company are $1,062m (2011 ~$1,041m) In accordance with the exempuon perrmitted by Section 408 of the Comparnes Act 2006,
the Company has not presented its own profit and loss account The attnbutable profit for the year dealt with in the accounts of the Company 1s $167m (2011 - $166m}

Feos paid to Emst & Young LLP for audit and non-audit services to the Company itseff are not disclosed in the indmdual accounts because group financial
statements are prepared which are required to disclose such fees on a consolidated basis The fees for the consolidated Group are disclosed in Note 3 of the
Notes to the Group Accounts

9 Share-based payments

The Company operates a number of equity-setiled executive and employee share plans For all grants of share options and awards the fair value as at the date of grant
15 calculated using an appropaate option pricing model and the comesponding expense 1s recogrised over the vesting penod Subsidiary companies are recharged

for the farr value of share options that relate to their employees

The disclosure relating to the Company 1s detailed in Note 24 1 of the Notes to the Group accounts

10 Contingencies

202 2011
$ mithon $ miltion
Guarantees in respect of subsidiary undertakings 37 42

The Company has given guarantees to banks to support liabiliies under foreign exchange and cther contracts and cross guarantees to support overdrafts Such
guarantees are not considered to be labiltes as all subsidiary undertakings are trading as going concems

The Company operated defined benefit pension plans in 2004 but at the end of 2005 1is penston plan obligatons wese transferred to Smith & Nephew UK Limited
The Company has provided guarantees to the Trustees of the pension plans to support future amounts due from paricipating employers (see Note 19 of the Notes to
the Group Accounts)
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Group information

Business overview and Group history
Smith & Nephew's operations are organised into two pnmary divisions that operate globally Advanced Surgical Dewices and Advanced Wound Management

The Group has a history dating back over 150 years to the family enterprse of Thomas James Smith who opened a small pharmacy In Hull, UK in 1856 Following his
deathin 1896 his nephew Horatio Nelson Smith took over the management of the business

By the late 1980s, Smith & Nephew had expanded nto being a diverse healthcare conglomerate with aperations across the globe producing vanous medical devices,
personal care products and radivonal and advanced wound care treatments In 1998 Smith & Nephew announced a major restructunng to focus management attention
and Investment on three global business units - advanced wouind management, endoscopy and orthopaedics — which offered high growth and margin opponunities

tn 2011, the Endoscopy and Orthopaedics businesses were brought together to create an Advanced Surgical Devices division

Smith & Nephew was incorporated and Iisted on the London Stock Exchange in 1937 and in 1999 the Group was also isted on the New York Stock Exchange In 2007,
Smith & Nephew became a consttuent member of the FTSE-100 ndex in the UK This means that Smuth & Nephew 1s included int the top 100 companies traded on the
London Stock Exchange measured in terms of market capitalisation

Today, Smith & Nephew 1s a public Imited company ncorporated and headquartered in the UK and cames out business around the world

Property, plant and equipment

The table below summanses the main properties which the Group uses and therr approximate areas

(Setora oot 0009
Group head office in London, UK 15
Group research facility in York UK 84
Advanced Surgical Devices headquarters in Andover Massachusetis, US 144
Advanced Wound Management headquarters and manufacturing facility in Hull UK 439
Advanced Surgical Devices manufactunng faciiies in Memphis, Tennessee US 971
Advanced Surgical Devices distribution facility in Memphis, Tennessee, US 210
Advanced Surgical Devices manufactunng facility n Aarau, Switzeriand 121
Advanced Surgical Devices manufactunng facility m Beyng China 192
Advanced Surgical Devices marufacturing and warehouse facilty in Warwick UK 90
Advanced Surgcal Devices manufactunng and warehouse facility n Tuttingen Germany 64
Advanced Surgica! Devices distnbution facility and European headcuarters in Baar, Swizerland 73
Advanced Surgical Devices manufaciunng facility in Mansfield, Massachusetts, US 98
Advanced Surgical Devices manufactunng factity n Qklahoma City Oklahoma, US 155
Advanced Surgical Devices manufactunng facility in Calgary, Canada 17
Advanced Wound Management manufactunng facility in Gilberdyke, UK 51
Advanced Wound Management manufactunng facility in Suzhou, China 283
Advanced Wound Managernent manufactuning facility in Fort Saskatchewan, Canada 76
Advanced Wound Management US headquiarters n St Petersburg Flonda US . 44
Healthpoint headquarters and laboratory space, Texas US 79

The Group Global Operations strategy mcludes ongoing assessment of the optmal facility footprint. The Advanced Surgical Devices manufactuning faciives in Memphs
Tennessee are largely freehold a portion of Tuttingen and the: Advanced Wound Management facilities i Hull and Gilberdyke are freehotd while other principal locations
are leasehold The Group has freehold and leasehold interests inreal estate in other countries threughaut the world, but no other 1s ndnaduzlly significant to the Group
Where required the appropniate governmental authorties have approved the faciliies
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Contractual obligations
Contractual obligations at 31 December 2012 were as follows
Paymenits due by penod
Less than More than
Total 1 year 1-3 years 3-5years 5 years
$ miflion $ mullion $ mition $ million $ million
Debt obligations 452 36 416 - -
Finance lease obligations 6 2 4 4 6
Operatng lease obligations 127 45 55 23 4
Retrement benefit abligaton 62 62 - - -
Purchase obligations - - - - -
Capttal expenditure 8 8 - - -
Other 18 10 8 - -
683 163 483 27 10

Other contractual abligations represent $10m of foreign exchange contracts and $8m of acquision consideration Prowisions that do not relate to contraciual obhigations
are not ncluded in the above table

The agreed contributions for 2013 i respect of the Group's defined benefits plans are $39m for the UK {including $30m of supplementary payments} $17m for the US
plan and $6m for other funded defined benefit plans The table above does not include amourts payable i respect of 20714 and beyond as these are subject 10 future
agreement and amounts cannot be reasonably esumated

- There are a number of agreements that take effect, alter or terminate upon a change in control of the Company or the Group fellowing a takeover, such as bank loan
agreements and Company share plans None of these are deermed to be significant i terms of their potential impact on the: business of the Group as a whole In additon
there are service contracts between the Company and s Executive Directors which provide for the automatic payment of a bonus following loss of office or employmert
occumng because of a successful takeover bid Further details are set out on page 78

The Company does net have contracts or other arangements which individually are essential to the business

Off-balance sheet arangements

Management believes that the Group does not have any off-balance sheet arangements as defined by the SEC in tern 5E of Form 20-F, that have: or are reasonably
likely to have a curent or future effect on the Group's financial condition, changes in financial condiion revenues or expenses, results of aperations, hquidity, captal
expenditures or capital resources that 1s matenal to mvestors

Related party transactions
Except for transactions with associates (see Note 24 2 of Notes to the Group Accounts) no other related party had matenal ransactions o loans with Smith & Nephew
over the last three financial years

MINETAD

IONYWHOINId ONV ADALVHLS

MIAIE SSINISNE
ANY 3DV TdI D YW

MIIATE

ALTEYNIVISNS

SHSIH TVdIONIYd ANY

JINYNEIADD

NOILYWHOINI H3IH 10

MIIATY TPIDNTNI

IIVIOdE0D

aNY SLNNODIDY



146 Smith & Nephew Annual Report 2012

Group information continued

Risk factors

There are known and unknown risks and uncertainbes relatng to Smith & Nephew's business The factors hsted below could cause the Group s business,

financial positon and results of operations to differ matenally and adversely from expected and histoncallevels [n addion other factors not isted hese that Smith &
Nephew cannot presently identfy or does not believe to be equally significant could also matenally adversely affect Smith & Nephew's business, financial position
or results of operations

Highly competitive markets

The Group's business segments compete across a diverse range of geegraphic and preduct markets Each market in which the business segments opefate contains
a number of different competitors ncluding specialised and intemational corporations Sigrificant product nnovations techrical advances or the intensification of price
competiton by competitors could adversely affect the Group s operating results

Some of thesc competitors may have greater financial, marketing and other resources than Srruth & Nephew These competitors rmay be able to inibate technological
advances In the field, deliver products on more attractive terms, more aggressively market therr products of invest larger amounts of capital and research and
development i therr businesses

There 1s a possibility of further consolidaton of compettors which could adversely affect the Group's abilty o compete with larger comparies due 10 insufficient financial
resources. If any of the Group's businesses were to lose market share or achieve lower than expected sales growth there could be a disproportionate adverse impact
on the Group's share price and its srategic opuons

Competibon exsts among healtheare providers to gain patients on the hasis of quality, service and prce There has been some consolidation in the Group's customer
base and this trend 1s expected to continue Increased competiion and unantcipated actions by compettors or customers could lead to downward pressure on
prices and/or a decline In market share In any of the Group's business areas, which could adversely affect Smith & Nephew's results of operations and hinder its
growth potental

Continual development and introduction of new products

The medical devices industy has a rapid rate of new product introduction In order to remain compestive each of the Group's busmess segments must continue to
develop Innovative products that sauisfy customer needs and preferences or provide cost or other advartages Developing new products 1s a costly, lengthy and uncertain
process A potental product may not be brought to market o notsucceed in the market for any number of reasons ncluding faikire to work optimally, faillure to receive
regulatory approval failure to be cost-competiive infangement of patents or other intellectual property nghis and changes in consumer demand The Group's products
and technologies are also subject to marketing attack by compettors Furthermore, new products that are developed and marketed by the Group's competttors may affect
prce levets in the vanous markets inwhich the Group's business segments operate If the Group's new products do not remain competitive with those of competitors, the
Group's revenue could decline

The Group mantains reserves for excess and obsolete Inventory resuling from the potental inability to sek 4s products at prices in excess of curment camang cosls
Marketplace changes resulting from the intreduction of new products or surgical procedures may cause some of the Group's produds to becorme obsolete The Group
makes estmates regarding the future recoverability of the costs of these products and records a prowision for excess and obsolete inventories based on histoncal
expenence expiration of sterihsauon dates and expected future rends If actual product Iife cycles preduct demand or acceptance of new product introductions are less
favourable than projected by management, addiional inventory write-downs may be required

Dependence on government and other funding

In most established markets throughout the world expenditure on medical devices 1s uluimatety controlled to a large extent by govemments Funds may be made
avallable or wathdrawn from healthcare budgets depending on government policy The Group 1s therefore largety dependent on fuiture governments prowiding increased
funds commensurate with the iIncreased demand ansing from demographic trends

Pneing of the Group's products 1s largely governed in most established markets by governmental reimbursement authories Iniiatves sponsored by government
agencies legislatve bodies and the private sector to imit the growth of healthcare costs including price regulation excise taxes and compettive prcing are ongoing
markets where the Group has operations This control may be exercised by deterrmining prices for an indwidual product or for an entre procedure The Group 1s exposed
to changes in reimbursement policy tax pelicy and pncing which may have an adverse impact on sales and operating profit In particular changes to the healthcare
legislabon inthe US are due to impose significartt taxes on medical device manufacturers from 2013 There may be an increased nsk of adverse changes to government
funding policies ansing from the detenioration in macro-econortuc conditions in some of the Group's markets

The Group must adhere to the rules laid down by governrment agencies that fund or regulate healthcare ncluding extensive and complex rules n the US Falwre to do so
could resuft In fines or loss of future funding

World economic conditions

Demand for the Group s products 1s dniven by demographic trerds, including the ageing population and the incidence of osteoporos:s and obesity Supply of use of and
payment for the Group's products are also influenced by wortd economic conditions which could place increased pressure on demand and pnoing adversely impacting
the Group's ability to delver revenue and margin growth The conditions could favour larger, better captalsed groups, with fugher market shares and margins. As a
consequence, the Group s prospenty 15 inked 10 general economic condtions and there 1s a nsk of deteroration of the Group's performance and finances during adverse
Macro-economic condiuens

Dunng 2012 economic conditions workdwide comtinued to create several challenges for the Group including deferrals of joint replacement procedures hesghtened
pricing pressure signficant declines in caprtal equipment expendiures at hospitats and increased unceramty over the collectability of European government debt,
particulary those in certain parts of southem Europe These factors tempered the overall growth of the Group's global markets and could have an mcreased impact on
growth In the future
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Political uncertaintres

The Group aperates on a worldwide basis and has distnbuton channels purchasing agents and buying entives i over S0 countes Politcal upheaval in some of those
countries of In surrounding regions may impact the Group's resutts of operations Political changes in a country could prevent the Group from recening remitiances of
profit from a member of the Group located in that country or from selling ts products or nvestments in that country Furthermoee changes in government policy regarding
Impaort quotas, taxation or other matters could advessely affect the Group's turnaver and operating profit War, terrorist actwuies or other conflict could also adversely
impact the Group

Currency fluctuations

Smith & Nephew’s results of operations are affected by transactional exchange rate movements in that they are subject to exposures ansing from revenue in a curency
different from the related costs and expenses The Group's manufactunng cost base s stuated principally i the US, the UK China and Swnzerland, from which firished
products are exported to the Group’s seling operations worldwide Thus, the Group ts exposed to fluctuatons in exchange rates between the US Dollar, Steriing and
Swss Franc and the cumrency of the Group's seling operations partculary the Euro Australian Dollar and Japanese Yen If the US Dollar, Stering or Swiss Franc should
strengthen against the kuro Australian Dollar and the Japanese Yen the Group's trading margin could be adversely affected

The Group manages the impact of exchange rale movements on sales and cost of goods sold by a policy of ransacting forward foresgn currency commtments when
firm purchase orders are placed Inaddibon the Group's policy 1s for forecast transactions to be covered between 50% and 90% for up to one year

The Group uses the US Dollar as its reporting currency and the US Dollar 1s the funcuonal curency of Smith & Nephew plc The Group's revenues. profits and eamings
are also affected by exchange raie movements on the ranslabion of results of operations In ioreign subsidianes for financial reporting purposes See Financial position
licquuiciity and capital resources’ on page 50

Manufacturing and supply

The Group’s manufactunng production s concentrated at 12 main faciives in Memphis Mansfield and Oklahoma City in the US, Hull, Wanwmck and Gilberdyke n the
UK Aarau in Switzertand, Tuttingen n Germany, Fort Saskatchewan and Calgary in Canada and Suzhou and Beyng in China f major physical disruption took place at
any of these sites, it could adversely affect the results of operations Physical loss and consequental loss nsurance 1s carned to cover such nsks but 1s subject to lmits
and deductibles and may not be sufficient to cover catastrophic loss Management of orthopaedic inventory 1s complex, parteularty forecasting and production planming
There ts a nsk that failures in operational execution could lead to excess inventory or iIndmdual product shortages

Each of the business segments 15 refiant on certain key supplers of raw matenals components, finished products and packaging matenals These suppliers must provide
the matenals and perform the actviies to the Group's standard of quality requirements If any of these supplers 1s unable to meet the Group's needs compromises on
standards of quality or substantally increases &s prices, Smith & Nephew would need o seek altemative supphers There can be no assurance that altematve suppliers
would provide the necessary raw matenals on favourable or cost-effective terms at the desired quatity Consequently, the Group may be forced to pay tigher prices to
obtain raw matenals, which it may not be able 1o pass on to ts customers in the form of increased prces for its finished products In addiron some of the raw matenals
used may become unavailable, and there can be no assurance that the Group will be able to obtain sutable and cost effectve substtules Any interrupton of supply
caused by these or other factors could negatively mpact Smith & Nephew's revenue and operating profit

The Group uses a vanety of information systems to conduct ts manufacturing supply and selling operations An unrecoverable fault n one of these systems could disrupt
vading in certain markets and locations

The Group 1s in the process of outsourcing to third parties of relocating to lower cost countries certain of s manufactunng and other processes As a result of these
transfers there Is a sk of disruption to supply

Attracting and retaining key personnel

The: Group s continued development depends on its ability to hire and retain highly-skilled personnel with particular expertise Thrs1s criical, particularty In general
management, research, new product development and in the sales forces If Smith & Nephew s unable to retain key personnel in general management, research and
new product development or If its largest sales forces suffer disruption or upheaval its sales and operating profit would be adversely affected Addiuonally, f the Group
I1s unable to recrurt, hure, develap and retain a talented, competiive workforce 1t may not be able to meet s strategic business objectives

Proprietary nghts and patents
Due to the technological nature of medical devices and the Group's emphasis on serving its custorners with innovative products, the Group has been subject to patent
infringement claims and 15 subject to the potential for additonat claims

Claims asserted by third parties regarding infringement of therr intellectual property nghts, If successful, could require the Group to expend time and significant resources
1o pay damages, develop non-mfringing products or obiain icences to the products which are the subject of such liigauon thereby affecting the Group's growth and
profitabsity Smith & Nephew attempts to protect its intellectual property and regularly opposes third party patents and trademarks where appropriate in those areas that
might confiict with the Group’s business interests. f Smith & Nephew fails to protect and enforce #5 Intelicctual property nghts successfully its competitive position could
suffer, which could harm its resuits of operations

Product liability claims and loss of reputation

The development, manufacture and sale of medical devices entail nsk of product iabilty clams or recalls Design and manufactunng defects with respect to products
sold by the Group or by companies it has acquired could damage, of impair the reparr of, body functions The Group may betome subject 1o bability, which could be
substantial because of actual or alleged defects n s products In addibon, product defects could lead to the need to recall from the market exisung products, which
may be costly and harmful to the Group's reputation

There can be no assurance that custormers, particularly in the US, the Group's largest geographical market, wi not bring product liability of related claims that would have
a matenal adverse effect on the Group's financial posmon or results of operations n the future or that the Group will be able 19 resolve such clams within Insurance imis
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Regulatory standards and comphance in the healthcare industry

Business practices in the healthcare ndustry are subject to requlation and review by vanous govemment authonties In general the trend in many countnes in which the
Group does busmess 1s towards higher expectabons and increased enforcement activity by governmental authontes While the: Group 1s committed to doing business
with Integrity and welcomes the trend to higher standards in the healthcare industry the Group and other companies in the Industry have been subject to rwestigations
and other enforcement actmty that have incurred and may conunue to incur significant expense See 'Legal proceedings’ on page 32 Under certain circumstances f the
Group were found to have violated the law, is ability to sell s products to certain customers could be resncted

Regulatory approval
The international medical device industry 1s highly regulated Regulatory requiremenis are a major factor in deterrmining whether substances and matenals can be
developed nto marketable products and the amount of tme and expense that should be allotted (o such development.

National regulatory authonties administer and enforce a complex senes of laws and regulations that govem the design development, approval manufaciure, tabeling
marketing and sale of healthcare products They also review data supporting the safety and efficacy of such products Of particular importance 15 the requirement in many
countnes that products be authonsed or registered prior to manufacture, marketing or sale and that such authonsation or registration be subsequently mantatned The
major regulatory agencies for Smith & Nephew's products include the Food and Drug Administration (FDA) inthe US the Medicines and Healthcare products Reguiatory
Agency inthe UK the Ministry of Health, Labour and Welfare in Japan and the State Food and Drug Admnisiration n China At any ume, the Group 1s awaiting a number
of regutatory approvals which, If not received could adversely affect results of operations

The trend 15 towards more stingent regulaton and higher standards of tachrical appraisal Such conttrals have become increasingly demanding to compty with and
management believes that this trend wall continue

Regulatory requirements may also entail mspections for comphiance with appropate standards including those relating to Qualty Management Systemns or Good
Manufactunng Practices regulabions All manufactunng and other significant facilihes within the Group are subyject to regular intemal and extemal audi for comphance
with natonal and Group medical device regulation and policies

Payment for medical devices may be governed by reimbursement tanff agencies i a number of counties Reimbursement rates may be set in response to percenved
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 overal
government budgetary considerations The Graup believes that its emphasis on innovative products and services should contnbute to success n this envronment

Failure to comply witk: these regulatory requirements could have a number of adverse consequences Indluding withdrawat of approval to sell a product in a country,
temporary closure of a manufactunng facility, fines and potential damage to company reputation

Fallure to make successful acquisiions

Akey element of the Group's strategy for continued growth 1s to make acquisitions er aliances to complement its existing business Failure to identfy appropnate
acquisiton targets or failure to conduct adequate due diligence or to Integrate them successfully would have an adverse impact on the Group’s competiive pasttion

and profitability This could result from the diversion of management resources towards the acquisiion of integration process challenges of integrating organisations

of different geographic, cuttural and ethical backgrounds, as well as the prospect of taking on unexpected or unknown liabilibes In additon the avaitability of global capral
may make financing less attainable or more expensive and could result n the Group failing in ts strategie aim of growth by acquisiion or alkance

Other nsk factors
Smith & Nephew 15 subject to a number of ather nsks, which are common to most global medical technology groups and are reviewed as part of the Group's nsk
managerment process
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Dividends
Dvidend tistory

Smith & Nephew has paid dimdends on its Ordinary Shares in every year since 1937 Following the capttal restructuning and dvidend reduction in 2000 the Group
adopted a policy of Increasing its drdend cover (the ratio of EPSA, as set out in the 'Selected financial data’ 10 ordinary dividends declared for the vear) This was
intended to increase the financing capability of the Group for acguisitions and other Investments From 2000 to 2004 the dividend increased in Ine with inflaton and

n 2004 dvidend cover stood at 4 1times Having achieved this jevel of dvidend cover the Board changed its policy, frorm thal of increasing dividends in fine with inflation,
to that of increasing dvidends for 2005 and after by 10% Followsng the redenomination of the Company's share capital into US Dollars the Board re-affirmed sts policy

of increasing the dvidend by 10% a year in US Dollar terms

On 2 August 2012 the Board announced its intention to pursue a progressive divdend policy, with the aim of Ingreasing the: US Dollar value of Ordinary didertds aver
ume broadty based on the Group's undertying growth In eamings, white Laking nto account capital requirements and cash flows

From 2013, the Board will review at the time of the full year results the appropnate level of total annual ddend each year The Board mtends that the intenm drdend wall
be set by a formula and will be equivalent to 40% of the total dividend for the previous year Drvdends will cominue to be declared in US Dollars with an equivalent amount
In stering payable to those shareholders whose registered address 1s 1n the UK, or who have validly elected to recenve slering dvidends

Aninterm dmdend in respect of each fiscal year is normally declared m August and paid n November A final dvidend will be recommended by the Board of Directors
and pawd subject to approval by shareholders at the Company's Annual General Meeting

Futre dradends of Smith & Nephew will be dependent upon future earmings the future financial condiion of the Group the Board's diwdend pokicy and the additonal
factors that might affect the business of the Group set.outin Special note regarding forward-looking staternents’ and ‘Risk Factors

Dwidends per share
The table below sets out the dividends per Ordinary Share in the last five years

Years ended 31 December

2012 2011 2010 2009 2008
Pence per share
Intenm 6811 4639 4233 3650 3194
Final/Second interm (i) 11 656() 7444 6639 5494 5194
Total 18 467 12083 10872 10144 9388
US cents per share
Intenm 11000 7333 6667 6067 551
Final/Second ntenm (i} 18 000 12 000 10911 9922 9022
Total 29 000 19333 17578 15989 14533

) Translated at te Bank of Englardd rate on 1% Fetruary 2013
{i) 2008 and 2009 Second intenm 201010 2012 Final
Dwvidends above include the associated UK tax credit of 10%, but exclude the deduction of withholding taxes All dvidends, upto the second mtenm dividend for 2005,

were declared n pence per Ordinary Share and translated nto US cents per Ordinary Share at the Noon Buying Rate on the paymert date Since the second intenm
dnadend for 2005 all dvidends have been dectared in US cents per Ordinary Share

The 2012 final dwvidend wall be payable on 8 May 2013, subject to shareholder approval

In respect of the proposed final dvdend for the year ended 31 December 2012 of 16 20 US cents per Ordinary Share, the record date will be 19 Apnl 2013 and the
payment date will be 8 May 2013 The sterling equivalent per Ordinary Share will be set folowing the record date Shareholders may elect to recewve their dividend in
egher stering or US Dollars and the last day for election wall be 19 Aprit 2013 The Ordinary Shares will trade: ex-dwidend on both the London and New York Stock
Exchanges from 17 Apnl 2013
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Share prices

The table below sets out, for the penods ndicated, the highest and lowest middle market quotations for the Company’s Ordinary Shares (as derved from the Datly Official
List of the UK Listing Authonty} and the lighest and lowest sales pnces of its ADSs (as reported on the New Yark Stock Exchange composite tape)

Ordinary Shares ADSs
High Low Hr Low
£ £ u Uss

Year ended 31 December
2008 6N 413 6887 3039
2009 642 420 5138 3057
2010 697 538 5394 4129
201 742 521 60129 4217
2012 693 580 5613 4513
Quarters in the year ended 31 December
20
1st Quarter 742 650 6018 5083
2nd Quarter 715 635 5818 5111
3rd Quarter 687 52 5530 4217
4th Quarter 626 541 4815 42 68
2012
1st Quarter 643 595 5113 4557
2nd Quarter 640 580 5123 4513
3rd Quarter 693 638 5613 49 50
4th Quarter 692 638 5577 5101
2013
1st Quarter {to 19 February 2013} 734 684 5800 5428
Last Stx Months
August 2012 679 650 5292 5133
September 2012 693 661 5613 52 67
October 2012 692 644 5577 5127
Novernber 2012 662 638 5277 5101
December 2012 689 663 5566 5328
January 2013 T34 684 5800 5553
February 2013 {to 19 February 2013) 728 694 5743 54 28




Information for shareholders

Financial calendar

Annual General Meeting 11 Apnl 2013
Quarter One results 2May 2013
Payment of 2012 final dvidend 8May 2013

Half year results anncunced 1 August 2013 (}
Quarter Three resuits announced 31 October 2013

Payment of 2013 firstintenm dvidend  November 2013

Full year results announced February 2014 ()
Annual Repon avaitable February/March 2014
Annual General Meeting Apnl/May 2014

i  Drxdend dedlarabion dates

Shareholder faciliies

Shareview

Equinit's enline enquiry and portfolic management service for shareholders
To view information about your shareholdings online register at

www shareview co uk. Once registered for Sharoview you will also be able to
register your proxy mnstructions onhine and elect to recesve future shareholder
communications va the Company's website (www srmith-nephew com)

E-communications

We encourage shareholders to elect to recese communications via e-mail as this
has sigruficart environmental and cost benefits Shareholders may register for this
senvice through Equini at www shareview co uk. Shareholders will receve a
confirmatan letter from Equinm at ther registered address, containing an
Activation Code for future use

Payment of dvidends direct to your bank or building society account
Shareholders who wish to avoid the nsk of ther dadend payments getung lost or
meslaid can amange to have therr cash dnadends pard directly to a bank or buiiding
society account This faciity 1s avallable 1o UK resident shareholders wha recene
stering dvidends If you do not Iive in the UK you may be able to register for the
overseas payment senvice Further Information 1s available at

www shareview co uk or by contactng Equinit {UK and overseas helpline
numbers as abave}

Dnadend re-mvestment plan {DRIP)

The Company offers sharcholders (except those in Nosth America) the opportunity
to paricipate in a DRIP This enables shareholders to renvest thew cash dwidends
in further Crdinary Shares of Smith & Nephew pic These are purchased in the
market at competitve dealing costs For further details plus an application form

to re-invest future dvidends contact Equinii {as above)

Indradual savings account §SA)

Shareholders who are UK resident may hold Smith & Nephew ple shares n
an Individual Sawvngs Account §SA) which 1s admnistered by the Company's
registrar For Information about this senace please contact Equini (as above)
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Ordinary shareholders
Registrar

All general enquines concerning shareholdings  dnadends, changes o
shareholders personal details and the AGM should be addressed 10

Equinr, Aspect House Spencer Road Lancing West Sussex BN99 6DA

Tel 0871 384 2081 *
Tel +44 {0} 121 415 7072 from cutsidethe UK
Websete www shareview co uk

Calls to this number are charged at 8p per minute (excludmg VAT) phus network extras
Lines are open from 8 30am to 5 30pm Morklay 1o Fnday, excluding UK public holidays

Shareholder communications

The Compary makes quanerty financialannouncements which are made:
avallable through Stock Exchange announcements and on the Group's website
{www smith-nephew com) Copies of recent Annual Reports, press releases
insttutional presentations and audio webcasts are also available on the website

The Company sends paper copies of the Notice of Annual General Meeting and
Annual Repost only to those shareholders that have elected to receive shareholder
documentation by post. ADS halders wil also not receve a paper copy unless
they have elected to do 50 Electronic copies of the Annual Report and Notce of
Annual General Meeting are available on the Group's website at www smith-
nephew com Both Ordinary shareholders and ADS holders can request paper
capies of the Annual Report, which the Company provides free of charge The
Comparyy will continue to send to Ordnary shareholders by post the Form of Proxy
angd an accompanying letter notifying thern of the availabiity of the Annual Report
and Notice of Annual General Meeung on the Group's website Shareholders

who elect to receve the Annual Report and Notice: of Annual General Meeting
electronically are informed by e mail of the documents’ availabiity on the Group's
webstte ADS holders receive the Form of Proxy by post but wili not receve a
paper copy of the Notice of Annual General Meeting

Investor commurications

The Company maintains regular dialogue with individual insttutiona! shareholders,
together with resuits presentations To ensure that all members of the Board
develop an understancing of the views of major investors the Executive Directors
review significant 1ssues raised by investors with the Board Non-Executve
Directors are sent copies of analysts' and brokers' bicfings There1s an
opporturity for indmvidual shareholders 1o question the Directors at the AGM and
the Company regularly responds to letters from shareholders on a range of issues

UK capttal gains tax
For the purposes of UK capital gains tax the price of the Company’s Crdinary
Shares on 31 March 1982 was 35 04p

Smith & Nephew share price

The Company’s Ordinary Shares are quoted on the LSE under the symbol SN The
Company's share pnee 1s available on the Smith & Nephew website www smith-
nephew com and at www londonstockexchange com where it 1s updated at
intervals throughout the day
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Information for shareholders continued

ShareGift

Shareholders with enfy a small number of shares, which would tost more 10 sell
than they are worth, may wish to consider donatng them to the chanty ShareGift
{registered charity 1052688) which specialises in accepung such shares as
donauons There may be no implcauons for Capital Gains Tax purposes {no gan
or loss) and it may also be possible to obtain income tax relief The relevant stock
transter form rmay be obtatned from Equinit at the above address

Further information about ShareGift 15 avallable at wwaw sharegift org or by
contactng ShareGift at

Share(Gift, 17 Cartton Bouse Temrace, London SW1Y 5AH
Tel (+44) (0} 20 7930 3737

American Depositary Shares (ADSs) and
Amerncan Depositary Receipts (ADRs)

In the US, the Company's Ordinary Shares are traded in the form of ADSs,
evidenced by ADRs on the NYSE under the symbol SNN Each Amernican
Deposnary Share represents five Ordinary Shares The Bank of New York Mellon 15
the authonsed deposnary bank for the Companys ADR programme

ADS enquines

All enguines regarding ADS helder accounts and payment of dmdends should
be addressed to

The Bank of New York Mellon, PO Box 358516, Pitsburgh, PA 15252-8516 LISA,

Tel +1-866-259-2287 inside the US {toll free)
Tel +1-201-680-6825 nternationally
Email shrelations@bnymellon com

A Giobal Buy DIRECT plan s avaitable for US residents, enabling mvestment
drrectly in ADSs with reduced brokerage commessions and service costs For
further iformaton on Global Buy DIRECT contact The Bank of New York Melion
{as above) or vist www bnymedlon com/shareowner

The Comparty pides The Bank of New York Melion, as depositary, with

copies of Annual Reports containing Consolidated Financial Statements and

the opimon expressed thereon by s independent auditors Such financial
siatements are prepared under IFRS The Bank of New York Mebon will send
these reports to recorded ADS holders who have elected to receve paper
copies The Company also provides to The Bank of New York Mellon all notces
of shareholders’ meetings and other reports and commumications that are

made generally avallable to shareholders of the Company The Bank of New York
Mellon makes such notices, reports and commurications available for Inspection
by recorded holders of ADSs and sends voting instruction forms by post to all
recorded holders of ADSs

Smith & Nephew ADS price

The Company's ADS pnce can be obtained from the official New York Stock
Exchange website al www nyse comn, the Smith-Nephew website www smith-
nephew com and s quoted daily n the Wall Street Journal

ADS payment information

The Company hereby discloses ADS payment nformation for the year ended

31 Decemnber 2012 in accordance with the Securives and Exchange Commission
rules 12 D 3 and 12 D 4 relating to Form 20-F filings by foreign prvate issuers

The depositary coects us fees for delivery and sumender of ADSs directly from
Investors depostng shares or sumendenng ADSs for the purpose of withdrawal
or from intermedianes actung for them The depostary collects fees for making
disinbutions to mvestors. nclucing paymest of dwdends by the Company by
deducung thosedees from the amounts distributed or by selling a porson of
distnbutable property to pay the fees The depositary may collect ts annual fee
for depository sevices by deductions from cash distributions or by directly beling
investors or by charging the book-entry system accounts of parscipants acting for
them The depostary may generally refuse to provide fee-attracting senvices unti
its fee for those sevices are pad

Persons depositing or withcdrawang shares must pay*

For

$5 00 (or less) per 100 ADSs (o porvon of 100 ADSs)

$0 02 (or less) per ADS

Issuance of ADSs, including ssuances resutung from a distnbution of shares o
nghts or other property

Cancellavon of ADSs for the purpose of withdrawal including if the depost
agreement tenminates

Any cash distnbuton to ADS registered holders, including payment of ddend

A fee equivalent to the fee that would be payable If secunties distnbuted to holders
had been shares and the shares had been deposted for 1ssuance of ADSs

Distnbution of secunties distnbuted to holders of deposted sccunties which are
distnbuted by the depositary to ADS regestered holders

$0 02 (or less) per ADS per calendar year
Regstration or transfer fees

Transfer and regstration of shares on our share regrsier to of from the name of the
depositary or its agent when shares are deposted or withdrawn

Taxes and other governimental charges the deposiiary of the custadian have to
pay on any ADS or share underlying an ADS for example stock transfer laxes,
stamp duty or withholding taxes

As necessary

Any charges incured by the deposwary or its agents for servicing the
deposited securties

As necessary

Afee of two US cents per ADS was paid on the 2011 final dvidend and a fee of one US cent per ADS was deducted from the 2012 first intenm dnadend paid in October
Inthe penod 1 January 2012 to 19 February 2013 the total resmbursed by The Bank of New York Mellon was $156,138 56



Share captal

The: pinaipal trading market for the Ordinary Shares 1s the London Stock
Exchange The Ordinary Shares were listed on the New York Stock Exchange on
16 Novernber 1999, trading in the form of ADSs evidenced by ADRs Each ADS
represents five Ordinary Shares The ADS facility 1s sponsored by The Bank of
New York Mellon acting as depositary

All the Ordinary Shares, includiing those held by Directors and Executve Officers,
rank pan passu wath each other On 23 January 2006 the Ordinary Shares of

12 2/9 pence were redenominated as Ordinary Shares of US 20 cents iolowing
approval by shareholders at the exraordinary general meeting in December
2005) The new US Dollar Ordinary Shares carmy the same nghts as the previols
Ordinary Shares The share pnce continues to be quoted in sterfing and the ADSs
continue to represent five Ordinary Shares In 2006 the Company 1ssued £50,000
of shares in stering in order to comply with English law These were 1ssued as
Deferred Shares, which are not isted on any stock exchange They have
extrermely imited nghts and therefore effectrvely have no value These shares
were allotied 1o the Chicf Executive Officer, although the Board reserves the nght
to transfer them (o another member of the Board should it so wish

As at 19 February 2013, to the knowledge of the Group, there were 19122
registered holders of Ordinary Shares of whom 86 had registered addresses in
the US and held a total of 183,774 Ordinary Shares {ess than 0 2% of the total
1ssued) Because centain Ordinary Shares are regstered in the names of
nominees, the number of sharehoklers with registered addresses in the US 1s not
representatve of the number of beneficial cwners of Ordinary Shares residentin
the US

Shareholdings

As at 19 February 2013, 6,478,972 ADSs equivalent to 32 394,860 Ordinary
Shares or approximately 3 6% of the total Ordinary Shares n 1ssue were
outstanding and were held by 84 regstered holders.
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Major shareholders

As far as 15 known to Smith & Nephew the Group Is not drectly or indvectly
owned or controfled by another corporaton or by any government and the: Group
has not entered into arrangements, the operation of which may at a subsequent
diate result n a change incondrol of the Group

As at 19 February 2013 no persons are known to Smith & Nephew to have any
interest {as defined in the Disclosure and Transparency Rules of the FSA) in 3% or
more of the Ordinary Shares other than as shown below The following tables
show changes over the last three years in the percentage and numbers of the
1ssued share capital owned by shareholders holding 3% or more of Ordinary
Shares, as notfied to the Company under the Disclosure and Transparency Rules

As at 31 December
19 February 2013 2012 2m 200
% % % %
Invesco 16 19 50 -
BlackRock, Inc 50 50 50 50
Newton Investment Management Limited (11} 49 50 50
Legal and Genesal Group pic 31 30 40 50
Capral Group of Companies Inc - - 07 51
Thomburg Investment Management Inc - - - 41
As at 31 December
19 February 2013 2012 20m 2000
‘000 000 ‘000 ‘000
Invesco 105,165 107,823 44901 -
BlackRock, Inc 44,811 44811 44811 44,322
Newton investiment Management bimited 8,196 8432 44,337 44,135
Legal and General Group plc 28,331 26,906 35,676 44,704
Capital Group of Companies Inc - - 6,138 44 534
Thomburg Investment Management Inc - - - 36,164

In addrtion to the above the Company is aware that Walter Scott & Parners Umited hedd approximately 39m Ordinary Shares {4 3%) at 19 February 2013

The Compary 1s not aware of any person who has a significant drect or indrect holding of secunties in the Company and 15 not aware of any persons holding secunties
which may control the Company There are no secueies In issue which have special nghts as to the control of the Company
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Share capttal continued

Purchase of Ordinary Shares

on behalf of the Company

The share buy back programme was suspended in November 2008 n kght of
condeons in the financial markets The programme ts kept under review The
Company will seek a renewal of s permission from shareholders to purchase up
to 10% of 1is own shares at the AGM on 11 Apal 2013 As at 31 December 2012,
68,240,200 (2011 - 68,240,200) Ordinary Shares had been purchased under the
share buy-back programme that commenced in February 2007 No shares were
purchased In the years between 2009 o 2012

Exchange controls and other imitations affecting
security holders

There are no UK governmenital laws decrees or regulations that restrict the
export or import of capttal or that affect the payment of dvdends, interest or
other payments to non-resident holders of Smith & Nephew's secunties except
for certan restrictions imposed from tme to ume by Her Majesty's Treasury of
the United Kingdom pursuant to legistation such as the United Nations Act 1946
and the Emergency Laws Act 1964 aganst the government or residents of
certain countries

There are no mitatons, either under the laws of the UK or under the anticles of
association of Smith & Nephew, restncting the night of non-UK residents to hold

or to exercise voung nghts in respect of Ordinary Shares, except that where any
overseas shareholder has not provided to the Company a UK address for the
service of notices, the Company 1s under no obligation to send any notice of other
document to an overseas address ftis however, the current pracuice of the
Company to send every notice or other docurment to all sharehokders regardless
of the country recorded in the register of members, wath the exception of details

of the Company's dvdend re-nvestment plan, which are not sent 1o shareholders
with recorded addresses in the US and Canada

Taxation information for shareholders

The comments below are of a general and summary nature and are based on the
Group's undersianding of certatn aspects of current UK and US federal income tax
law and practce relevant to the ADSs and Ordinary Shares notin ADS form The
comments address the matenal US and UK 1ax consequences generally
apphcable to a person who 15 the beneficial owner of ADSs or Ordinary Shares
and who, for US federal income tax purposes, 15 a oitizen or resident of the United
States a corporation (or other entity taxable as a corporation) created or organised
in or under the laws of the United States, or an estate or tust the income of which
1s ncluded in gross Income for US federal come tax purposes regardless of its
source {each a US Holder) The comments set out below do not purport to
address all tax consequences of the ownership of ADSs or Ordinary Shares which
may be matenalto a parucular holder and in partcular do not deal with the position
of shareholders who directly or indirectly own 10% or more of the Company's
1ssued Ordinary Shares This discussion does not apply to (i} persons whose
holding of ADSs or Ordinary Shares 1s effectvely connected with or pertains to
either a permanent establishment in the United Kingdom through which a US
Holder cames on 2 business i the United Kingdom or a fixed base from which

a US Holder performs independent personal services in the United Kingdom, or

{) persons whase registered address 1s nside the UK This discussion does not
apply to certain investors subject to special rules, such as certain financial
Insttutions tax exempt entbies INsurance companies, broker-dealers, traders n
securiies that elect to mark to market, partnerships o other entities treated as
partnershups for US federal income tax purposes, US Holders holding ADSs or
Ordinary Shares as part of a hedging conversion or other Imtegrated ransaction of
whose functional currency for US federal income: tax purposes s other than the US
Dotiar and US Holders kable for atemnatve srimmum tax In addivon the
comments below do not address US state, local or non-US {other than UK) taxes
The surmmary deals only wath LS Holders who hold ADSs or Ordinary Shares as
caprtal assets The summary s based on current UK and US law and pracuce
which 1s subyect o change possibly with retroactive effect US Holders are
recommended 10 consult their own tax advisers as to the particular tax
consequences b them of the ownership of ADSs or Ordinary Shares

The Company beteves and this discussion assumes, that the Company

was not a passwe foreign investment company for its taxable year ended

31 December 2012

This discussion s based in part on representations by the deposttary and
assumes that each obligation under the depost agreement and ary related
agreement will be performed In accordance with s terms For purposes of US
federal Income tax law, US Holders of ADSs will generally be reated as owners
of the Ordinary Shares represented by the ADSs However, the US Treasury has
expressed concems that paruies to whom deposiary shares are released before
shares are defvered ta the deposttary (pre-released’ may be taking actions that
are Inconsistent with the claiming of foreign tax credis by owners of depositary
shares Such actions would also be incensrstent with the claiming of the reduced
rate of 1ax, desmbed below, applicable to dvidends received by certain non-
corporate US Holders Accordingly, the avallability of the reduced tax rate for
divdends receved by cenamn non-corporate US Helders of ADSs could be
affected by actions that may be taken by partes to whom ADSs are pre-released




Taxation of dividends in the Unted Kingdom

and the United States

The UK does not currently impose a withholding tax on diwvidends paid by a UK
corporation, such as the Company

Distnbutions paid by the Company will be treated for US federal iIncome tax
purposes as foreign source ordinary divdend income to a S Holder to the extent
paxd out of the Company's current or accumulated eamings and profits as
determined for US federal Income tax purposes Such dvidends will not be efigible
for the dvidends-receved deduction generally allowed to corporate US Holders

Dridends paid to certain non-corporate US Holders of Ordinary Shares or ADSs
may be subject to US federal income tax at lower rates than other types of ordinary
income If certain condibons are met. Non-corporate US Holders should consutt
their own tax advisers to determine whether they are subject to any special rules
that imit their ability 10 be taxed at these favourable rates

Taxation of capital gains

US Holders who are not reswdent or ordinanily resident for tax purposes in the UK,
will not generally be hable for UK capiat gains tax on any capital gam realised upon
the sale or other dispostion of ADSs or Ordinary Shares urless the ADSs or
Ordinary Shares arc held in connection with a rade camed on in the UK through

a permanent establishment (or i the case of ndividuals, through a branch

or agency} Furthermore UK resident indmcuals who acquire ADSs or Ordinary
Shares before becoming temporanty non-UK residents may remain subject

to UK taxation of capita! gains on gans reahised while non-resident

For US federal income tax purposes, gans or bosses realised upon a taxable sale
or other disposttion of ADSs or Ordinary Shares by US Holders generally will be US
source capital gains or losses and will be long-term capital gains or losses If the
ADSs or Ordinary Shares were held for more than one year The amaunt of a US
Holder's gain or loss will be equal to the difference between the amount realised
on the sale or other disposition and such holder's tax basis i the ADSs, or
Ordinary Shares, determined in US Dollars

Inhertance and estate taxes

The HM Revenue & Customs imposes inhentance tax on captal tansfers which
occur on death, and in the seven years preceding death The HV Revenve &
Customs considers that the US/UK Doubie Taxaton Convention on Fstate and Gift
Tax applies to nhentance tax Consequenty, a US ciizen who 1s domiciled in the
United States and 15 not a UK nauonal or domiciled in the United Kingdom wall not
be subject to UK inhemtance tax in respect of ADSs and Ordinary Shares A UK
national who s domiciled in the Urited States will be subject to both UK
Inhertance tax and LS federal estate tax but will be enttled to a credit for US
federal estate tax charged in respect of ADSs and Ordinary Shares in compuiting
the hatxitty to UK nhentance tax Corwversely, a US ciizen who is domiciled o
deemed dormicled m the United Kingdom will be entitled to a credit for UK
mhemance tax charged in respect of ADSs and Ordinary Shares in computing the
hiabilty for US federal estate tax Special rules apply where ADSs and Ordmary
Shares are business property of a permanent estabbshment of an enterprse
sttuated in the United Kingdom
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US formation reporting and backup withholding
A US Hotder may be subject to US informaton reporting and backup withhokcing
on dwidends paid on or the proceeds of sales of ADSs or Ordinary Shares made
within the US or through certain US-related financial intermedianes, unless the US
Holder 15 an exempt reciptent or m the case of backup withholding prowides a
comect US taxpayer identfication number and certain other conditons are met
US backup withholding may apply if therz has been a notfication from the US
Internal Revenue Service of a failure to repont all nterest or dvidends

Any backup withholding deducted may be credited against the US Holder's US
federal ncome tax liatulity, and, where the backup withholding exceeds the actual
liabilty, the US Holder may obtain a refund by timely fiing the appropriate refund
claim with the US Internal Revenue Semvce

Certain US Holders who are ndivduals {and under proposed Freasury regulations,
certan entites) may be required to report informaton relating to secuntes 1ssued
by a non-US person {or foreign accounts through which the secunties are held),
subject to certain exceptions {including an exception for secunties heldm
accounts mantained by US financial nsttunons) US Holders should consult therr
tax advisers regarding therr reporting obligations with respect to the Ordinary
Shares or ADSs

UK stamp duty and stamp duty reserve tax

UK stamp duty 1s charged on documents and n particular mstruments for the
transfer of registered ownership of Grdinary Shares Transfers of Ordinary
Shares in certficated form will generally be subject to UK stamp duty atthe rate
of ¥2% of the consideration given for the transfer with the duty rounded up to the
nearest £5

UK stamp duty reserve tax (SDRT) anses when there 1s an agreerment 1o trarmsfer
shares in UK companies for consideration an money or money's worth', and so an
agreement to transfer Ordinary Shares for money o other censideration may give
nse ta a charge 10 SDRT at the rate of %% (rounded up to the nearest penny)

The charge of SDRT will be cancelled, and any SDRT already paid wall be refunded
If within six years of the agreement an instrument of transfer 1s produced

t0 HM Revenue & Custorns and the appropniate stamp duty paid

Transfers of Ordinary Shares into CREST (an electronic transfer system) are exempt
from stamp duty so long as the transferee 1s a member of CREST who wall hold the
Ordinary Shares as a nominee for the transferor and the transfer 15 in a form that
witensure that the securities become held in uncertificated form within CREST
Papertess transfers of Ordinary Shares within CREST for consideration in money or
money's worth are hable to SDRT rather than stamp duty SDRT on relevant
transactions will be collected by CREST at %% and this will apply whether or nat
the transfer 1s affected in the United Kingdom and whether or not the partes to 1
areresident or situated in the United Kingdom

United Kingdom

A charge of stamp duty or SDRT at the rates of 1%:% of the consideration {or,

In some circumstances, the value of the shares concernad) will anse on a transier
or tssue of Ordinary Shares to the Depostary or to certan persons providing a
clearance service: (or their nominees or agents) for the conversion nto ADRs and
will generally be: payable by the Deposilary of person providing clearance service
In accordance with the terms of the Deposit Agreerment, any tax or duty payable
by the Deposary on deposits of Ordinary Shares will be charged by the
Deposttary to the party to whom ADRs are defivered against such deposits

No hiability for stamp duty or SDRT wall anse on any transfer of, or agreement to
transfer an ADS or beneficial ownership of an ADS, prowded that the ADS and
any Instrument of transfer or witten agreement to transfer remains at all tmes
outside the United Kingdom, and provided further that any instrument of ransfer
or wtten agreement to transfer 1s not executed in the United Kingdom and the
transfer does not relate (o any matter or thing done of 1o be done in the United
Kingdom (the locaton of the custodian as a hokder of Ordinary Shares not being
refevant in this contexi) nany other case any ransfer of or agreement to
transfer, an ADS or beneficial ownerstup of an ADS could depending on all the
arcumstances of the transfer, give nise to a charge to stamp duty or SDRT
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Selected financial data

2012 20M 2010 2009 2008

$ miflion $ milion $ milkon $ milion $ milhon
Income statement
Revenue 4,137 4,270 3962 3772 3801
Cost of goods sold {1,070) £1,140) {1,031) {4 030} 107
Gross Profit 3,067 3130 293 2,742 2724
Sellng, general and administrative expenses {2,050 (2101 {1,860) {1 864) (1942
Research and development expenses (171) (167) {151) (155} (152
Operating profit 846 862 920 723 630
Nedt interest recevable/(payable) 2 ® (15} #0 (66)
Other finance (costs)/income (3 6 (10 (15) {0
Share of results of associates 4 - - 2 1
Profit on disposal of net assets held for sale 251 - - - -
Profit before taxaton 1,100 B48 895 610 564
Taxaton 377) (266) (280} (198) (8%
Aunbigiable profit for the year 729 582 615 472 377
Earrings per Ordinary Share
Basic 81 3¢ 65 3¢ 69 3¢ 534¢ 12 6¢
Diluted 80 9¢ 650¢ 69 2t 533 42 4t
Adjusted attnbutable profit
Attnbutable profit for the year 729 582 615 472 377
Acquisiion related costs 1 - - 26 61
Restructuning and raticnalisation expenses 65 40 15 42 34
Legal settlement - 23 - - -
Amortisation of acquisition intangbles and impaments 43 36 M 66 51
Profit on disposal of net assets held for sale (251) - - - -
Taxation on excluded tems 82 (17 (10) (26) {30)
Adjusted attnbutable profit 679 664 654 580 493
Adusted basic earmings per Ordinary Share {EPSA) () 757¢ 745t 736¢ 65 6¢ 55 6¢
Adusted dilkted earnings per Ordinary Share (i 75 4¢ 742t 7360 65 5¢ 554t

0 Adusted basic eamings per Ordmary Share is cakated by dniding adjusted atinbutable profit by the average number of shares
) Adusted diuted eamings per Ordinary Share 15 calculated by dinding adjusted atinbutable profit by the diuted rumber of shares
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%
2012 201 2010 2009 2008 4
$ mollion $ milion $ mallion $ milion $ mition E
Group balance sheet g
Non curent assets 3,498 2542 2579 2480 2523 3
Current assets 2,144 2080 2154 20m 1,985 g
Assels held for sale - 125 - 14 - E
Total assets 5,642 4747 4,733 4,565 4,508 "
Share capitat 193 19 191 190 190
Share premium 488 413 396 382 3715
Treasury shares (735) (766) 778) {794) {@823) 2g
Retained eamings and other reserves 3938 3349 2964 240 1,957 ﬁ g
Total equity 3,884 3187 2773 2179 1,699 BA
Non-current iabikties 828 422 1046 1,623 1841 2E
Cuarent labiliies 930 1,119 914 863 968
Liabilives directly assoctated with assets held for sale - 19 - - -
Total habilies 1,758 1,560 1960 2386 2809
Total equity and habiliies 5642 4,747 4733 4,565 4,508
Group cash flow statement
Cash generated from operations 1184 1135 111 1030 815 2§
Net interest pad @ @ a7 1) 3 = §
Income taxes pawd (278) (285) (235) 270 (186) 5
Net cash inflow from operating actvites 902 842 859 719 566
Capttal expenditure {including trade investments and net of disposals of property,
plant and equipment) (269) 321} {307) (318) (289
Acqusitions and disposals (782) (33 - (25) (16)
PFraceeds on disposal of net assets held for sak: 103 - - - -
Investment in associate 0 - - - -
Cash receved from Plus settlemnent - - - 137 - % %
Facility fee pad - - - - 2 % ;‘
Proceeds from own shares 6 7 8 10 4 EE
Equity cividends paid (186} 146 (132) (120} (109) § 2
Issue of ordinary capttal and treasury shares purchased 77 11 10 7 (174
(¥55) 360 438 410 (16)
Exchange adustrments 5 ® i3 (21 ©)
Opening {net debty/net cash (138) {492) (943) (1332 {1310}
Closing net debt {288) (139 492) (943 (1.332)
Selected financial ratios § %
Gearing {tlosing netdet as a percentage of wial equity) % 4% 8% 43% 8% g E
Dradends per Ordinary Share (ii} 261¢ 17 40¢ 1582¢ 14 39¢ 1308¢ R
Research and development costs lo Revenue 41% 39% 38% 41% 40%
Capital expendiure {including imtangibles but excluding goothwl] to revenie 64% 75% 77% 84% 17%
{i}  The Board has propased a final dvidend of 16 20 US certs per share which together with the first intenm dradend af 9 90 US cents makes a total for 2012 of 26 10 US cents
Sk
¢
e
g
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Articles of association

The following summanses certain matenal nghts of holders of the Company's
Ordinary Shares under the matenal provisions of the Company's aricles of
associaton and English law This summary s quabfied in ts entrety by reference
to the Companes Act and the Company's aticles of association In the following
descnption a 'shareholder’ 1s the person regstered in the Company's register
of members as the holder of an Ordinary Share

The Company 1s incorporated unider the name Smith & Nephew plc and 15
registered i England and Wales with regstered number 324357

The Company's Ordinary Shares may be held in certficated or uncertficated
form No holder of the Company's shares will be required to make additronal
contnbutions of capital in respect of the Company’s shares in the future

In accordance with English law the Company’s Ordinary Shares rank equally

Drrectors

Under the Company's articles of association a Director may not vole In respect

of any contract, amangement. transaction or proposal inwhich he, or any person
connected with him, has any matenal interest other than by virtue of his interests
N securties of, of otherwise in or through the Company This 1s subject to certain
excepbons relating to proposals (a) ndemnifying him in respect of obligations
mcurred on behalf of the Company {b) ndemnifying a third party n respect of
obligations of the Company for which the Director has assumed responsibility
under an indemnity or guarantee, (c) relating to an offer of secunties In which he
will be interested as an undenwnter, {d) concerning another body corporate In
which the Director 1s beneficially interested in less than 1% of the issued shares

of any class of shares of such a body corporate, (e relating to an employee benefit
m which the Director wilt share equally with other employees and (f} relabing to any
insurance that the Company 1s empowered to purchase for the benefit of Directors
of the Company in respect of actions undertaken as Directors (and/or officers)

of the Cornpary

A Director shall not vote of be counted in any quorum present at a meetng
In relaton to a resolution on which he 1s not entitled o vote

The Drrectors are empowered to exercise all the powers of the Company to
bormow money, subject to the imitation that the aggregate amount of all monies
borrowed after deductng cash and current asset investments by the Company
and tts subsidiaries shall not exceed the sum of $6,500 030 000

Any Drrector who has been appointed by the Directors since the previous Annuak
General Meeting of shareholders, either to fill a casual vacancy or as an addmonal
Director holds office only unt! the conclusion of the next Annual General Meeting
and then shall be eligible for re-election by the sharehiolders The other Directors
retire and are eligible for re-appointment at the third Annual General Meeting
after the meeting at which they were last re-appointed If not re-apponted a
Director retinng at a meeting shall retain office until the meeting appoints
somecne n bus place, or If L does not do so, untl the conclusion of the meeting
The Directors are subject to removal with or without cause by the Board or the
shareholders Directors are not required to hold any shares of the Company by
way of qualification

Under the Company's articles of association and Enghsh law a Director may be
indemnified out of the assets of the Company aganst labilities he may sustain or
incur in the execution of s dues

Rights attaching to Ordinary Shares

Under English law, dnmdends are payable on the Company's Ordinary Shares
onty out of profits available for distnbution as determined in accordance with
accounung pincipdles generally accepted n the United Kingdom and by the
Companies Act 2006 Holders of the Company's Ordinary Shares are entitied to
recenve final dmdends as may be declared by the Drrectors and approved by the
shareholders in general meeting, rateable according to the amounts paid Lp on
such shares, prowded that the dvdend cannot exceed the amiount
recormmended by the Drrectors

The Company's Board of Directars may declare such intenm dvdends as appear
to thern 1o be justfied by the Company's financial posiion If authonsed by an
ordinary resolution of the shareholders the Board may alse direct payment of a
dividend m whole or i part by the disnbution of specific assets {and in particular
of paid up shares or debentures of the Comparty)

Any dividend unclaimed after 12 years from the date the dwdend was declared
or became due for payment, will be forfeited and will revert to the Company

There were no material modificatons ta the nghts of shareholders under the
Aricles durning 2012

Voting nghts of Ordinary Shares

Votng at any general meating of shareholders 1s by a show of hands unless a pol,
which 1s a written vote 1s duly demanded and held On a show of hands, every
shareholder who 1s present In persen at a general meetng has one vote
regardiess of the number of shares held On a poll, every shareholder who is
present In person o by proxy has one vote for each Ordinary Share held by that
sharcholder A pol may be demanded by any of the following

— the chairman of the meeting
— atleast five shareholders present of by proxy eniitled to vote on the resolution

- any shareholder or shareholders representing in the aggregate not less than
one-tenth of the total voting nghts of all shareholders entitied to vote on the
fesoluion or

— any shareholder or shareholders holding shares confernng a right to vote on
the resolution on which there have been paid-up sums i aggregate equatto
not less than one tenth of the totat sum pard up on all the shares confernng
that nght.

A form of proxy wil be treated as giving the proxy the authonty to demand a poll,
or to Join others in demanding one, as above

The necessary quorum for a general meeting 1S two shareholders present In
person of by proxy camying the nght to vote upon the business 1o be ransacted

Matters are transacted at general meetings of the Company by the
processing and passing of resolutions of which there are two kinds, ordinary
or special resolutions

— Ordinary resolutions include resolutions for the re-election of Drrectors, the
approval of financiak statements the declaraton of dvdends (other than intenm
dividends), the appontrent and re-appointment of auditors or the grant of
authority to alkt shares An ordinary reselution requires the affimative vote:
of a majonty of the votes of those persons voting at the meetngs at which there
1S 3 quorum

- Specal resolutons iInclude resolutions amending the Company's articles
of associaton dis-applying statutory pre emplion nghts or changing the
Company's name, modifying the nghts of any class of the Company’s shares at
a meeting of the holders of stuch class or relating to certain matters concerning
the Companyswinding up A special rescluton requires the affirmatve vote of
not less than three-quarters of the votes of the persons voting at the meetng at
wiuch there 1sa quorum

Annual General Meetings must be convened upon advance witten notice of

21 days Other general meetings must be convened upon advance wiitien notce
of atleast 14 deardays The days of delivery o recespt of notice are not included
The notice must specify the nature of the business 10 be transacted Meetings
are convened by the Board of Directors Members with 5% of the Ordinary Share
capital of the Comparty may requisiton the Board to convene a meetng




Vanation of nghts

Il at any tme the Company's share captal 1s dvded into different classes of
shares, the nghts attached to any class may be vaned subject to the provisions
of the Comparies Act, with the consent in wriing of holders of three-quarters in
nominal value of the 15sued shares of that class or upan the adoption of a special
resolution passed at a separate meeting of the holders of the shares of that class
At every such separate meeting, all the provisions of the aruicles of associabion
relating to proceedings at a general meeting apply, except that the quorum s to
be the number of persons (which must be twa or more) who hold or represent by
proxy not less than one-third in nominal value of the 1ssued shares of the class
and at any such meetng a poll may be demanded n wnung by any person or
thexr proxy who hold shares of that class Where a person s present by proxy

or proxies he s treated as holding onty the shares in respect of which the proxies
are authorsed lo exercise voting nghts

Rights in a winding-up
Except as the Company's shareholders have agreed or may otherwise agree,
upon the Company's winding up, the balance of assels avalable for distribution

— after the payment of all ereditors ncluding certain preferential creditors whether
statutonly preferred creditors or normal crediors and

— subyject to any special nghts attaching to any other class of shares,

15 to be dismbuted among the holders of Osdinary Shares according to the
amounts paid-up on the shares held by them This distrbution 1s generally to be
madein US Dollars A lquidator may, however, upon the adoption of any
extracrdinary resolution of the: shareholders and any other sanction required by
law dmde among the sharaholders the whole or any part of the Company's
assets in kind
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Limtatrons on voting and shareholding

There are no lmitatens imposed by English law or the Company's anicles of
associauon on the nght of non-residents or foreign persons to hold or vote the
Company's Ordinary Shares or ADSs other than the lmitations that would
generally apply to all of the Company's shareholders

Transfers of shares

The Board may refuse to register the transfer of shares held in cerficated
formwhich

— are not fully paid (provided that it shall not exercise this discretion in such a way
as W prevent stock market dealings in the shares of that class fiom taking place
on an open and proper basis),

— are not duty stamped or duty certfied or otherwise shown to the sausfaction of
the Board to be exempt from stamp duty, lodged at the Transfes Office of at
such other place as the Board may appoint and (save 1 the case of a ransfer
by a person to whom no certficate was 1ssued in respect of the shares in
question} accompanied by the cestrficate for the shares to which it relates, and
such other evidence as the Board may reasonably require to show the nght of
the transferor to make the iranster and, if the instrument of transfer 15 executed
by some other person on tis behalf the authonty of that person so 1o do,

— are m respect of more than one class of shares or

— are n favour of more than four ransferees

Deferred shares

Following the redenomination of share capital on 23 January 2006 the Ordinary
Shares’ nominal value became 20 US cents each There were ne changes to the
nghts or obligations of the Ordinary Shares In order to comply with the Comparies
Act 2006, a new class of sterling shares was created, Deferred Shares of which
£50,000 were 1ssued and allotted in 2006 as fully pard to the Chief Executive
Officer though the Board reserves the nght to transfer them to another member
of the Board should it so wish These Deferred Shares have no votng or dmwdend
nghts and on winding up only are entited to repayment at nominal value onty if
all Ordinary sharehalders have recenved the nominal value of their shares plus an
addtional $1,000 each

Amendments
The Company does not have any special rules about amendments to its articles
of association beyond those imposed by law
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Cross Reference to Form 20-F

This table provides a cross reference from the information inchuded in this Annual Report to the requirements of Form 20-F

Page
Part|
kem 1 Idenuty of Directors, Servor Management and Adwvisers n/a
kem 2 Offer Staistics and Expected Timetable n/a
kem 3 Key Information
A - Selected Financial Data 156-157
B - Capualisation and Indebledness n/a
C ~ Reason for the Offer and Use of Proceeds n/a
D - Risk Factors 146-148
ltem 4 Information on the Company
A — History and Development of the Company 144
B - Business Overview 3,19-33,97-101 146-148
€ - Organisatonal Stucture 3138
D - Praperty, Plant and eqspment 144
ttern 4A Unresolved Staff Comments None
tem 5 Operating and Financial Rewiew and Prospects
A - Qperatng results 22-33 43-53
B - Liquidity and Capital Resouwrces 50-51
C - Research and Developmert, patents and icences, etc 21
D - Trend information 19-20, 51, 53
E — Off Balance Sheet Atrangements 145
F — Tabular Disclosure of Contractual Obligatons 145
G - Safe Harbor Inside back cover
ltem 6 Directors, Semor Management and Employees
A - Directors and Senior Management 58-61, 65
B - Compensation 74-86
C - Board Practces 58-66 68-6%
D - Employees 2
E - Share Ownership 85-86, 133137
tem 7 Major Shareholders and Related Party Transactions
A~ Major Shareholders 153
- Host Country Shareholders 153
B - Related Party Transactions 137,145
C - Interests of experts and counsel n/a
e 8 Financial information
A - Consolidated Statements and Other Financial Information 88-138
- Legal Proceedings 52-53
- Drnadends 149
B - Significant Changes None
ltem @ The Offer and Listing
A - Offer and Lisung Details 150,153
B - Ptan and Distribution n/a
C - Markets 153
D - Seling Shareholders n/a
E - Dilution nfa
F - Expenses of the Issue nfa
kem 10 Addiional Information
A - Share capitat n/a
B - Memorandum and Articles of Association 158-159




Section 7 Accounts and other information

161

MIIAYIAD

Page
C - Matenal Contracts 29
D - Exchange Controls 153
E - Taxauon 154-155
F - Dividends and Paying Agents n/a
G - Staternent by Experts n/a
H - Documents on Display Insede back cover
| - Subsidiary Informatiorn 138

ltem 11 Quanttative and Qualtative Disclosure about Market Risk 113-118, 146-148
Item 12 Descripion of Secunues Other than Equity Secunues n/a
ltem 12D American Deposttory shares 152-153
Part Il

e 13 Defaults, Dradend Arrearages and Delinguencies Naone
lem 14 Matenal Modificauons to the Rights of Secunty Holders and Use of Proceeds Naone
ltern 15 Controls and Procedures 66-67 70 91
lern 16 {Reserved) r/a
ltern 16A Audtt Committee: Financial Export 68
ltern 168 Code of Ethics 66
ltern 16C Principal Accountant Fees and Services 67,70
ltern 16D Exemptions from the Listing Standards for Audit Committee n/a
ltern 16E Purchase of Equity Secunties by the Issuer and Affiliated Purchase 153
ltem 16F Change n Regrstrant’s Certifying Accountant None
llem 16G Corporate Governance 62
tem 16H Mine Safety Disclosure n/a
Part Il

[tem 17 Financial Statements n/a
Itern 18 financial Statements 83-138
ltern 18 Extubits
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Glossary of terms

Unless the context indicates othenwise, the followang terms have the meanings shown below

Term Mearuing

ACL The antenor cruciate igament (ACL) 1s one of the four major bgaments in the human knee

ADR In the US, the Company's Ordinary Shares are traded i the form of ADSs evidenced by Amencan Depostory Receipts
{ADRs)

ADS Inthe US the Company’s Ordinary Shares are traded in the form of Amencan Depestary Shares (ADSs)

A product group compnsing products for orthopaedic replacement and reconstruction cndoscopy devices and trauma
devices Products for orthopaedic replacement include systems for knees, hips, and shoulders. Endoscopy dewces compase
of suppoit products for orthopaedic surgery such as compuer asststed surgery and mimimally invasive surgery techniques
using specialised wewing and access devices surgical msturnents and powered equipment Orthopaedics trauma devices
are used in the treatment of bone fractures ncluding rods, pins screws plates and external frames

Advanced Wound Management A product group compnsing products associated with the reatmernt of skin wounds, ranging from products that provde
moaist wound healing using breathabie films and polymers to products prowiding actve wound healing by biochemical or
cellular action

AGM Annual General Meeting of the Company

Arthroscopy Endoscopy of the joints 1s termed ‘arthroscopy’ with the panaipal applications being the knee and shoulder

ASD Advanced Surgical Dewvices dvision

AWM Advanced Wound Management division

Basis Point One hundredth of one percentage point

Chronic wounds

Chronic wounds are those with long or unknown healing imes including leg ukcers pressure sores and diabete foot Licers

Company Smith & Nephew pic or where appropnate the Company's Board of Directors, unless the context atherwese requires

Comparues Act Companies Act 2008, as amended, of England and Wales

DUROLANE DUROLANE 15 a registered trademark of Q-MED AB

EBITA Earmings before interest, tax and amortisation

EBITDA Earnings before interest, 1ax, depreciation and amorusation

Emerging markets Emerging markets nctude Greater China India Brazil and Russia

EPSA Adjusted Earmings Per Share 1s a rend measure which presents the jong term profitabiiity of the Group excluding the impact
of specific transactons that management considers affects the Group's short term profitability The Group presents this
measure to assistinvestors in their understanding of trends. Adjusted attnbutable profitis the numerator used for this
measure

Endoscopy Through a small incision surgeons are able to see Inside the body using a monitor and wentify and repair defedts

ERP Enterpnse Resource Planning a software system which integrates intemnal and external management information facilitaing

the flow of mformation across an organisation

Established Markets

Established Markets include Unted States of Amenca Europe Australia New Zealand Canada and Japan

Euro or € References to the common currency used in the majonty of the countries of the European Union
Extemal fixation The use of wires or pins ransfixed thraugh bone to hold a frame to the postion of a fracture
FDA US Food and Drug Administration

Financial statements

Refers to the consohdated Group Accounts of Smith & Nephew pic

FTSE 100

Index of the largest 100 kisted companies on the London Stock Exchange by market capitalisation

GMP Good manufactunng practce or ‘GMP 1s the guidance that outhnes the aspects of production and testing that canimpact the
quality of a product

Group or Snwth & Nephew Used for convenience to refer to the Company and its consoldated subsidianes unless the context otherwse requires

IFRIC International Financial Reporting nterpretations as adopted by the EU and as issued by the International Accounting
Standards Board

IFRS Internauonal Financial Reposing Standards as adopted by the EU and as 1ssued by the International Accounting Standards
Board

Intemational markets International Markets include Middle East, North Afnca, Southern Afnica Laun Amenca ASEAN South Korea and
Eastern Ewrope

LSE London Stock Exchange
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Term

Meaning

Metal-on-metal hip resurfacing

Aless mvasive surgical approach to treating arthnts In ceftain patients whereby only the surfaces of the hip jornt are replaced
leaving the hip head substantially presesved

Negatve Pressure Wound Therapy

A technalogy used to treat chronic wounds such as diabetic ulcers pressure sores and post-operative wounds through the
application of sub-atmosphenc pressure to an open wound

NYSE

New York Stock Exchange

Orthobiologics products

Any product that s pnmarily Intended to act as a scaffold and/or actvely stmulates bone growth

Orthopaedic products

Onthopaedic reconstruction products include joint replacement systerns for knees, hips and shoulders and support produets
such as computer assisted surgery and minimally nvasive surgery techniques Orthopaedic trauma devices are used in the
treatment of bone fractures inciuding rods, pins, screws, plates and external frames Chrical therapies products include joint
flud therapy for pain reduction of the knee and an ultrasound treatment to accelerate the healing of bone fractures

OXINIUM

OXINIUM material s an advanced load beanng technology Iti1s created through a proprietary manufactunng process that
enables zrcorum to absort oxygen and transform to a ceramic on the surface, resuiting in a matenal that incorporates the
features of ceramic and metal Management believes that OXINIUM matenal used in the production of components of knee
and hip mplants exhibits urique performance charactensucs due to its hardness low-friction and resistance to roughenmg
and abrasion

Parent Company

Smith & Nephew pikc

Pound Sterling, Sterling, E, pence or p

References to UK currency 1p1s equivalent to one hundredth of £1

Repar A product group within ASD comprising specialised devices, fixation systems and bio-absorbable matenals to repar joints
and associated tissue

Resection Products that cut or ablate tissue within ASD compnsing mechanical btades, radia frequency wands, electromechanical and
hand instruments for resecting tissue

SEC US Secunties and Exchange Comission

Trading profit Trackng profit is a trend which presents the long-term profitability of the Group excluding the impact of specific transactons
that management considess affects the Group's short-term profitability The Group presents this measure to asstst Investors
i therr understanding of trends. The Group has identfied the followang tems, where matenal, as those to be excluded from
operating profit when amvang at trading profit acquisiion and disposal related tems including amortisaton of acquistion
intangible assets and imparments, significant restructunng events, acquisiton costs, and gains and losses resutting from
legal disputes and uninsured losses

UK United Kingdom of Great Bntain and Northern lreland

UK GAAP Accourting prnciples generally accepted in the United Kingdom

us United States of Amenca

US Dollars, US $ or cents References to US curency 1 centis cquivalent to one hundredth of US$1

US GAAP Acoounting principles generally accepted in the United States of Amenca

Visualisation Products within ASD compnsing digital cameras ight sources monitors, scopes, Image capture: central control and
multimedia broadcasting systems for use In endoscopic surgery with visuahsation

Wound bed An area of healthy dermal and eprdermal tissue of a wound
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About Smith & Nephew

The Smith & Nephew Group ithe ‘Group 1s a global medical devices business
aperating in the markets for advanced surgical devices compnsing orthopaedic
reconstruction trauma and sports mediane and advanced wound
management, with revenue of approximately $4 bidbon 1n 2012 Srmith &
Nephew plc {the ‘Company’) 1s the parent company of the Group I11s an English
public imited companyy with its shares fisted on the premium bist of the UK
bisting Authonty and traded on the London Stock Exchange Shares are also
traded on the New York Stodk Exchange 1n the form of Amencan Depositary
Shares [ADSs))

This 1s the Annual Report of Smith & Nephew plc for the year ended 31 December
2012 It compnses, in a single document, the Annual Report and Accounts of
the company in accordance with UK requirements and the Annual Report on
Form 20-F in accordance with the regulations of the United States Secunbes
and Exchange Commission { SEC'}

Simith & Nephew operates on a worldwide basis and has distnbution channels
1n aver 90 counitries i the more established countnes by revenue, the Group's
business cperations are orgamsed by dmisions In the majonty of the remairing
markels operations are managed by country managers who are responsible
for sales and distnbation of the Group's entire product range These compnse
the Emerging Markets and International Markets

Srth & Nephew's corporate website, www smith-riephew com, gives addiional
information on the Group, Induding an electronic version of fis Annual Report
Information made avallable on this websie, or other websites mentioned in this
Annual Report are not, and should not be regarded as being, part of or
ncorporated into this Annual Report

Far the converience of the reader, a Glossary of technical and financial terms
used in this document 1s Included on pages 162 to 163 The product names
referred to in this document are identified by use of capital letiers and are
trademarks owned by or icensed to members of the Group

Presentation

The Group's fiscal year end 1s 31 December References in this Annual Report to
a parhcular year are 10 the fiscal year unless otherwise indicated Except as the
context otherwise requires, ‘Ordinary Share' or ‘share’ refer to the Orchnary
Shares of Smith & Nephew plc of 20 US cents each

The Group Accounts of Smith & Nephew in this Annual Report are presenied in
US Dollars Solely for the convenience of the reader, certain parts of this Annual
Report contain translations of amounts i US Dollars nte Sterling at specified
rates These franslations should not be construed as representations that the
US Dollar amounts actualy represent such Stering amounts or could be
converted into Sterling at the rate indicated

Unless stated otherwise, the translation of US Dollars and cents to Stering and
pence in this Annual Report has been made at the Bank of England exchange
rate on the date indicated On 19 February 2013, the Bank of England rate was
US$1 5443 per £1

The results of the Group, as reporied in US Dollars, are affected by movements
In exchange rates between US Dollars and other currencies The Group applied
the average exchange rates prevaling dunng the year to translate the results of
companies with functional currency ather than US Dollars The currencies
which most influenced these translahions in the years covered by this report
were Sterling Swass Franc and the Euro

The Accounts of the Group 1n this Annual Report are presentad In millons ('}
unless otherwise ndicated

Graphic removed
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Special note regarding forward-looking statements
The Group's reports filed with, or furnished to the US Secunties and Exchange
Commission {'SEC’), including this document and wntten informaation released,
or oral statements made, to the public in the future by or on behalf of the Group,
contain forward-loolang statements within the meamng of the US Private
Securihies Litigaton Reform Act of 1995, that may or may not prove accurate In
parhicular, staternents regarding expected revenue growth and trading profit
margins discussed under ‘Outlook and Trend Information’, market trends and
our product pipeline are forward-looking staterments Phrases such as 'an,
‘plar’, infend ‘anticipate’, ‘well-placed , ‘helieve’, ‘eshmate’, ‘expect’ “target’,
‘vonsider’ and similar expressions are generally intended to identify forward-
looking staterments Forward-locking statements nvotve known and unknown
risks, uncertanties and other important factors that could cause actual results,
to differ matenally from what 1s expressed or implied by the statements

For Smith & Nephew, these factors include economic and finanoal condrtions
n the markets we serve, especially those affecting heatth care providers
payers and ¢customers, price levels for established and nnovatve medicat
devices developments in medical technalogy, regulatory approvals
reimbursement decisions or other government achons product defects or
recalls, itgation relating to patent or other daims, legal compliance nsks and
related investigative, remedhal or enforcement actions sirategic actions,
incdluding acquisitions and dispositions anct our success in Infegrating acquired
businesses and numerous other matters that affect us or our markets
induding those of a political economic business or competitive nature
Speahc nsks faced by the Group are descnbed under ‘Risk factors on pages
146 10148 of ttus Arnual Report. Any forward-looking staterment s based on
information avalable to Smith & Nephew as of the dale of the statement All
written or oral forward-looking statements atinbutable to Smith & Nephew are
qualihed by this caution Smith & Nephew does not undertake any obhigation to
update or revise any forward-looking staterment to reflect any change in
arcurnslances or in Smith & Nephew's expectations

Dwision data

Dmsion data and dvision share estimates throughout this report are derived
frem a vanety of sources nduding publicly avalable cornpetitors' nformation
internal management information and independent market research reports

Documents on display

It1s possible to read and copy documents referred to in this Annual Repart at
the Registered Office of the Company Documenis referred to n this Annual
Report that have been filed with the Secunbes and Exchange Commission in
the US may be read and copied at the SEC s public reference room located at
450 Fifth Street, NW, Washington DC 20549 Please call the SEC at 1-800-SEC-
0330 for further nformahon on the publie refererce rooms and their copy
charges The SEC also maintans a web site at www sec gov that contains
reports and other information regarding registranis that file electrenically with
the SEC Ttis Annual Report and some of the other information subrmitted by
the Group to the SEC may be accessed through the SEC website

The 1nks used are renewable, biodegradable and emit fewer Volatle Organic Compounds [VOCs] than mineral-off inks
They are based on high levels of renewable raw matenals such as vegetable olls and naturally oocunng resin
The 1nks do not contin any taxic heavy metals and therefore, do not pose a problem i placed in landfil
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