
* 2006 Summary Financial Statement: Meghan 
thought her softball career was over. Her surgeon 
took a different view. Great relationships create better 
products, better results and a better smith&nephew.
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45.2 cents
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   * Adjusted earnings per share (EPSA) is stated before bid related costs, the fair value adjustment made on hedging the 
proceeds from the disposal of the joint venture, taxation thereon, amortisation of acquisition intangibles and the gain 
on the disposal of the joint venture and additionally in 2005 restructuring and rationalisation costs and taxation thereon.

A calculation of EPSA is provided in Note 3 in the Summary Financial Statement.
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Business segments
Group revenue

Geographic markets
Group revenue

  $919 million Reconstruction
   $497 million Trauma and 
Clinical Therapies

  $665 million Endoscopy
   $698 million Advanced Wound 
Management

  $1,365 million United States
  $867 million Europe
   $547 million Africa, Asia, Australasia 
and Other America

  2006 2005 
  $ million $ million

Revenue  2,779 2,552
Trading profi t  571 517
Operating profi t  537 422
Profi t before taxation  550 428
Basic earnings per share  79.2¢ 35.5¢
Adjusted basic earnings per share  45.2¢ 42.3¢
Dividend per share  10.8¢ 5.6p

creo
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2006 was a year of innovation 
and growth inspired by …



John Buchanan Chairman and 
Sir Christopher O’Donnell Chief Executive

Overall, market conditions across our businesses are 
favourable, with strong demand for our innovative products. 
We have established a justifi ed reputation for developing 
and delivering products capable of providing clinical and 
economic benefi ts for patients, healthcare providers 
and payors.

Early in the year we created two separate business units 
from our orthopaedics business: Orthopaedic Reconstruction 
and Orthopaedic Trauma and Clinical Therapies. This has 
improved focus on markets and customers. Endoscopy 
enjoyed another strong year of revenue growth. Advanced 
Wound Management completed a year of transition 
successfully with a new management team in place and 
improving underlying revenue growth, excluding the effect 
of the withdrawal of DERMAGRAFT® and related tissue 
engineering products, particularly in the US.

We completed the disposal of our BSN Medical joint 
venture with Beiersdorf AG in February. In May the Group 
exited the tissue engineering operations of the Advanced 
Wound Management business. Our Orthopaedic Trauma and 
Clinical Therapies business agreed a licence for DUROLANE® 
Joint Fluid Therapy in June and our Endoscopy business 
completed the purchase and integration of OsteoBiologics, 
Inc. (“OBI”) acquired in July. We were disappointed that our 
discussions with Biomet during Quarter 4, 2006 did not lead 
to a transaction, as we believe this would have enhanced 
shareholder value for Smith & Nephew.

In March 2007, the Group announced that it had agreed 
the purchase of Plus Orthopedics Holding AG (“Plus”), 
a private Swiss orthopaedic company, for a total of 
$889 million in cash, including assumed debt. Plus has a 
complementary reconstruction product range and strengths 
in the European and Asian markets. Completion of the 
agreement is conditional on receipt of competition clearances 
which are expected to take two to three months. 

In the second half of the year, we undertook an assessment 
of our medium-term capital needs both within the business 
and for acquisitions. We concluded that shareholder value 
and fi nancial effi ciency would be enhanced by returning 
capital to shareholders. In February 2007 we commenced a 
share buyback programme of up to $1.5 billion to be carried 
out over the next two years. The scale of the programme 
will be dependent on the fi nancial requirements of the 
business, particularly anticipated fi nancing requirements 
for acquisitions. At 20 March 2007, we had purchased 
2,910,000 shares at a cost of $35 million.

Financial overview We increased reported revenues by 
9% to $2,779 million, with underlying growth at 8%. Trading 
profi t for the year was up 10% to $571 million. Trading margin 
was higher at 20.5%, interest and other fi nance income was 
$16 million. Attributable profi t was $745 million. Adjusted 
attributable profi t of $425 million is before fair value loss on 
hedge of the sale proceeds of the joint venture, amortisation 
of acquisition intangibles of $14 million, the gain on the 
disposal of the joint venture, bid related costs and taxation 
thereon. The tax charge of $156 million includes $6 million 
of taxation benefi t on bid related costs.

Prior period profi ts, earnings and balance sheets have 
been restated as detailed in Note 1 of the Summary 
Financial Statement.

Earnings per share Adjusted earnings per share (“EPSA”) 
was 45.2¢ ($2.26 per ADS). This was 7% higher than last 
year, despite having been negatively impacted by the dilution 
arising on disposal of our joint venture, BSN Medical, by the 
loss of net interest income deriving from the dollar/sterling 
interest rate differences and by losses, integration costs 
and interest expenses arising from the acquisition of OBI. 
The total impact on EPSA growth of these one-off items was 
7% for the year. Reported basic earnings per share were 
79.2¢ ($3.96 per ADS).

Cash fl ow Cash generated from operations in 2006 of 
$506 million is after paying out $33 million of macrotextured 
claim settlements, $4 million of bid related costs, $21 million 
of restructuring and rationalisation costs and $26 million of 
pension funding payments. In 2005 cash generated from 
operations of $372 million was after paying $47 million 
for macrotextured claims, $7 million of restructuring and 
rationalisation costs and $86 million of special pension 
contributions.

Dividend The second interim dividend has been declared 
in the amount of 6.71¢ per share, a 10% increase in line with 
our current dividend policy, and will be paid on 11 May 2007 
to shareholders on the Register of Members at the close of 
business on 20 April 2007. On this occasion the dividend 
will be paid as a sterling equivalent of 3.41 pence per share 
to all shareholders. Together with the fi rst interim dividend 
of 4.10¢ (20.5¢ per ADS) this makes a total declared dividend 
of 10.81¢ per share (54.05¢ per ADS) for the year 2006. 
Shareholders may participate in the Company’s dividend 
reinvestment plan.

Our year: A review from our 
Chairman and our Chief Executive
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John Buchanan 
Chairman
Joined the Board of Smith & Nephew 
as non-executive Deputy Chairman in 
2005 and succeeded Dudley Eustace 
as Chairman following the AGM in April 
2006. He brings a wealth of experience 
to the role including many years as 
Group Chief Financial Offi cer of BP p.l.c.

 “We have had a big year. With the appointment of two 
executive directors and changes in leadership to all four 
businesses, it is pleasing to see how well the new team 
is working together to deliver competitive results.”
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Earnings Improvement Programme At the time of our 
third quarter results we indicated our intention to increase 
our focus on margin enhancement through a rigorous 
and systematic review to identify areas for improvement. 
This Earnings Improvement Programme is now in the 
advanced planning stage and we expect to make a further 
announcement with our Quarter 1 2007 results.

Dollar reporting In 2006 the Company’s share capital 
was redenominated from sterling to US dollars and we 
now report trading results and state of affairs in US dollars. 
Dividends are declared in US dollars and the Group’s shares 
are listed on the London Stock Exchange, priced in sterling, 
and on the NYSE as American Depositary Shares (ADS), 
priced in dollars.

Sir Christopher O’Donnell 
Chief Executive
After nearly 10 years at Smith & Nephew 
leading the Group’s medical division, 
Chris O’Donnell was appointed Chief 
Executive in 1997. He then guided the 
Group through major restructuring and 
has subsequently led the company 
through a period of successful growth. 
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Operating overview In the business reviews that follow 
the revenue growth percentages are in underlying terms 
– they exclude the effects of currency translation and the 
effects of acquisitions. Underlying revenue growth provides 
a consistent year-on-year measurement of business 
performance. Revenue, trading and operating profi t by 
business segment is set out in Note 2 of the Summary 
Financial Statement.

Orthopaedic Reconstruction Orthopaedic Reconstruction 
revenues grew by 10% in the year. Our fl ow of new product 
introductions contributed to revenues growing at 9% in 
the US. Growth outside the US was 12%. New products 
generated 16% of revenues.

Knee revenue growth increased by 12%. The new JOURNEY™ 
Bi-Cruciate Stabilised Knee System introduced earlier in 
2006 had a particularly strong performance towards year-
end while our LEGION™ Revision Knee System continued to 
make good progress.

Hip revenue grew by 10% overall. The introduction of the 
BHR™ system in the US is running ahead of plan and sales 
are exceeding our expectations. 

Orthopaedic Trauma and Clinical Therapies Trauma and 
Clinical Therapies revenues grew by 13% in the year. Growth 
inside the US was 13% primarily due to the growth of Clinical 
Therapies and outside the US was 15%. New products 
generated 26% of revenues. 

In Trauma, fi xation product revenues grew by 9%. We had 
excellent revenues from our new products: the TRIGEN™ 
INTERTAN nail for femoral fractures and our upper extremity 
PERI-LOC™ Periarticular Locked Plating System.

Clinical Therapies revenues grew by 23% with strong 
growth from the improved EXOGEN 4000+™ low frequency 
ultrasound bone-healing device, which we launched in the 
second quarter; and from our SUPARTZ® Joint Fluid Therapy 
product. The integration of DUROLANE® Single Injection Joint 
Fluid Therapy into the Smith & Nephew selling and marketing 
network outside the US has been successful following our 
worldwide licensing agreement in June with Q-MED AB 
in Sweden. We will continue to work towards pre-market 
approval of the product in the US. 

We decided that customers of our minimal intervention spinal 
products, including IDET™ IntraDiscal ElectroThermal Therapy 
and discography, are better served by the sales channels 
and increased resources available in our clinical therapies 
business and the responsibility for this product group was 
transferred from our Endoscopy business in January 2007. 

Endoscopy Revenues grew by 9%. In the US revenues 
grew by 7% while outside the US they were up 11%. New 
products accounted for 28% of revenues as a number of 
new launches were well received in the marketplace.

Repair revenues were strong with 19% growth. This was 
driven by the success of our shoulder, hip and knee repair 
product portfolios. Both launched during the year, CALAXO™ 
Osteoconductive Interference Screw and the BIORAPTOR™ 
Suture Anchor for the hip made good contributions to 
revenue. The integration of OBI, acquired in July 2006, 
was completed successfully.

The resection business increased revenues by 3% in the 
year, with a new power handpiece and an enhanced range of 
arthroscopic shaver blades and burrs driving growth. Digital 
Operating Room and visualisation revenues increased by 5%.

Advanced Wound Management The new management 
team appointed during 2006 successfully increased both the 
revenue growth rate and margins. Good progress has been 
made in the US and we expect continued growth from this 
major market. After a challenging 18 months our performance 
is strong.

Revenue grew by 1% on last year. In the US revenue 
decreased by 3% due to the loss of DERMAGRAFT® and its 
related tissue engineering revenues. Excluding the effect of 
the withdrawal of tissue engineering products, US revenue 
increased 11%. Outside the US revenue grew 2% due to 
healthcare funding constraints in the UK and Germany.

The Board would like to thank all Smith & Nephew employees 
for their contribution to the growth of our company in 2006 
and for their commitment to our continued success.

Outlook Global market conditions are favourable, with 
underlying demographic trends driving strong demand 
for our products. We will continue to capitalise on this 
by focusing on innovative products that create value for 
healthcare providers and delivering benefi ts to patients. 
We will also continue to seek good quality acquisitions that 
can add value to our businesses and for shareholders.

New products launched in 2006, together with further 
launches planned for 2007, give us a strong platform to 
outperform market growth in 2007 and beyond. We are 
now placing very strong emphasis on margin enhancement 
and we anticipate our Earnings Improvement Programme 
will have a substantial effect on our business performance 
in 2008 and 2009.

For further details
about Orthopaedic 
Reconstruction
see page 6

For further details
about Orthopaedic 
Trauma and Clinical 
Therapies
see page 8

For further details
about Endoscopy
see page 10

For further details
about Advanced 
Wound Management
see page 12
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Staying one step ahead
Our BIRMINGHAM HIP™ 
Resurfacing system (BHR™) is 
a unique alternative to total 
hip replacement for young 
and active patients, and the 
only system approved by the 
US FDA. 

While competitors concentrate 
on launching in the US, our 
product development team 
is developing a second 
generation BHR system with 
the potential to redefi ne 
standards in hip products.

Product testing laboratory, Warwick, 
England Tim Band, Director of Product 
Development, discusses the latest test 
research of the BHR™ products with 
Director of Manufacturing Roger Ashton 
(right) and Test Engineer Dr Azad 
Hussain (centre). The dedicated team 
(top picture) responsible for developing 
the BHR product line includes 
experts in everything from advanced 
materials to customer marketing.
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For more information visit
www.smith-nephew.com/orthopaedics

Our company:
Orthopaedic
Reconstruction

What we do Orthopaedic Reconstruction develop and 
sell innovative joint replacement systems for knees, hips 
and shoulders, working closely with patients, surgeons and 
healthcare providers to deliver more effective and more 
cost-effi cient clinical solutions. The success of our joint 
reconstruction products over the last few years has been 
driven by the introduction of OXINIUM™ Oxidised Zirconium 
and the application of this unique material on a range of 
new hips and knees. 

How we performed In 2006 we increased revenue by 
10% in a market that grew 8% globally. Revenue from knees 
grew 12% and hips grew 10%. New products generated 16% 
of revenues and we ended 2006 with our strongest ever 
portfolio of new products, including two knees – the LEGION™ 
Revision Knee System and the JOURNEY™ Bi-Cruciate 
Stabilised Knee System, and two new hips – the EMPERION™ 
Modular Hip System and the ANTHOLOGY™ fl at hip stem. In 
addition in mid-2006 we launched the BIRMINGHAM HIP™ 
Resurfacing System (BHR™) in the US. 

Winning US Food and Drug Administration (FDA) approval 
for the BHR System was a signifi cant success as this was 
the fi rst hip resurfacing product approved in the US. The BHR 
system provides an alternative to total hip replacement and 
enables younger and more active patients to undergo hip 
replacement without limiting their future surgery options. 
At year-end we had trained over 300 surgeons to use the 
BHR system, more than 1,000 procedures had been carried 
out and demand from patients and surgeons was very strong. 
Approved by the FDA in May, the BHR system generated US 
revenues of $16m for the year, exceeding our expectations.

In August 2006 we launched the EMPERION Modular Hip 
System in the US, Europe, Australia and Canada. The system 
creates a closer match between the implant and the patient’s 
anatomy compared to existing systems. A unique design 
allows for a greater range of motion and helps to reduce pain. 
We have created user-friendly instrumentation and clear 
colour coding to help surgeons reduce the time required for 
the procedure.

In the knee market, we launched the JOURNEY Bi-Cruciate 
Stabilised Knee System, the fi rst knee replacement 
system designed to move and feel like a normal knee. This 
addresses problems in conventional systems such 

as instability and limitations on bending, while use of our 
proprietary OXINIUM technology makes it highly durable. 
JOURNEY joins the successful LEGION Revision Knee System, 
launched in December 2005. Both these knee systems 
offer greater durability through the use of OXINIUM 
Oxidised Zirconium.

Where we’re going We expect the number of potential 
patients over 55 to double by 2020, while many more 
under-55s are willing and able to pay for operations to 
rectify injuries sustained from an active life, including sports 
injuries. Obesity is adding to and bringing forward demand 
for joint replacements. New technologies are making 
procedures more attractive, more affordable, and more 
available to people worldwide.

Meanwhile, healthcare systems need products and services 
able to meet patient demand and produce economic benefi ts 
and applied innovation has a vital role to play. For example, 
expectations around minimally invasive surgery are being 
redefi ned, with a new emphasis placed on bone sparing and 
reducing tissue resection. This has guided the development 
of the JOURNEY DEUCE™ Knee, due for launch in 2007, 
which provides a new option for the early arthritic knee 
using revolutionary resurfacing technology and minimally 
invasive surgery.

In March 2007, we announced that we had agreed to 
purchase Plus Orthopedics Holding AG (“Plus”), a major 
European orthopaedic business. This acquisition has 
compelling strategic logic, improving Smith & Nephew’s 
global orthopaedic reconstruction market position to No4 
and doubling our European market share. Plus brings a 
highly complementary product range with strong synergy 
opportunities from better use of the combined marketing 
and sales infrastructure in Europe and Asia.

Longer term we are investigating biologics – the use of 
biological healing processes within treatments – which will 
start to infl uence product development soon, and has the 
potential to generate radical change by 2020. Long and 
short-term, we see excellent prospects for superior revenue 
growth in this business, along with the opportunity to help 
many thousands of people enjoy a better quality of life.

Market value $9 billion
Market growth +8%

Global market 
overview 2006

  Smith & Nephew
  Zimmer
  DePuy
  Stryker
  Biomet
  Plus
  Others
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The Children’s Mercy Hospital, 
Kansas City, US Previously the 
hospital was supplied exclusively by 
one competitor, but the advantages of 
our PERI-LOC™ system have enabled 
Smith & Nephew’s Josh Moore to open 
valuable accounts and develop close 
customer relationships with trauma 
surgeons, such as Dr Mark Sinclair. 

Learning from customers
Each day Smith & Nephew’s 
trauma experts help to educate 
and assist the surgeons using 
our latest technologies, such 
as the PERI-LOC™ plates for 
the wrist, elbow, shoulder and 
clavicle launched in 2006. 

The insight and understanding 
we gain through these close 
working relationships is 
invaluable and helps to guide 
the development of future 
technologies and products.
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For more information visit
www.smith-nephew.com/orthopaedics

8%

45%16%

11%

6%

14%Our company:
Orthopaedic 
Trauma and 
Clinical Therapies

What we do Our products help repair and accelerate 
the healing of bone fractures, relieve joint pain and correct 
bone deformities. Our products cover the areas of internal 
and external bone fi xation, orthobiologics, long bone* repair 
stimulation and joint fl uid therapy. We are No3 in the global 
fi xation market, No2 in the US long bone repair stimulation 
market and No3 in the US joint fl uid therapy market. Our key 
objectives are to improve the quality of life for more patients, 
provide innovative treatment options for surgeons and deliver 
health economic benefi ts to healthcare systems. 

We believe our sales coverage across all points of care 
– hospitals, surgical centres, orthopaedic clinics and doctors’ 
offi ces – enables us to respond rapidly to surgical trends and 
the changing needs of customers. This breadth of coverage 
is rare in our market. 

How we performed In 2006, led by our president Mark 
Augusti, we increased revenues by 13% overall. In Fixation 
revenues grew by 9% and in Clinical Therapies by 23%. New 
products were again a major feature of the year with the main 
launches being: 
 • TRIGEN™ INTERTAN intramedullary (inside the bone) hip 
fracture device, which uses an innovative two-screw 
confi guration to secure the nail in place after surgery.
 • TRIGEN META intramedullary nail for femur and tibia fractures, 
which provides innovative locking options and screw holes.
 • PERI-LOC™ plates for the wrist, elbow, shoulder and clavicle, 
adding to our plates for fractures around the ankle and knee.
 • The easier-to-use EXOGEN 4000+™ Bone Healing System. 
Applied externally to the site of a broken bone, EXOGEN 
ultrasound devices are clinically proven to speed up the 
healing of certain new fractures by 38% and heal 86% of 
hard-to-heal bone fractures.

Overall 26% of our revenues in 2006 were from new 
products, and our teams trained more than 3,400 surgeons 
worldwide at various locations including more than 50 
medical education meetings and events. We expanded 
our sales force and made good progress in developing 
partnerships and securing market approvals. For example, 
we formed a joint product development agreement with 
Q-MED AB to address osteoarthritis (OA) and other diseases. 
This includes global distribution rights for DUROLANE® joint 
fl uid therapy, a single injection treatment for OA. 

We also received approval for a fl exible three, four or fi ve 
weekly injection regimen for SUPARTZ® Joint Fluid Therapy, 
which signifi cantly increases the number of potential 
customers for this product. 

At the beginning of the year we created a separate division 
for Orthopaedic Trauma and Clinical Therapies, and 
established a dedicated headquarters. This organisational 
change caused some disturbance to operations, but in the 
second half of the year the fi rst benefi ts in effi ciency and 
effectiveness appeared. 

Where we’re going Around the world healthcare systems 
need products and services able to generate economic and 
clinical benefi ts. At the same time, an ageing population, 
active lifestyles and increasing rates of osteoporosis and 
OA mean more people require treatment each year. This 
combination of patient demand and economic need is 
creating a strong market for our products. 

The market also benefi ts from stability in pricing and 
Medicare reimbursement increases. In addition, 
specialisation among surgeons and the growing trend for 
more operations to take place outside traditional inpatient 
hospital settings are also increasing demand for 
innovative products. 

In such dynamic market conditions we strive to fi ll the unmet 
needs of patients, providers and payors. We continue to 
develop and commercialise new products for established 
markets, leverage our unique coverage of points of care 
and explore opportunities in new and emerging areas. 
We believe our new TRIGEN products and PERI-LOC 
systems will be particularly important generators of growth 
in 2007. We are also addressing new high-growth market 
opportunities in outpatient treatment for spine injuries 
(following the move of this area from Endoscopy to Clinical 
Therapies at the beginning of 2007) and in orthobiologics.

 * Long bones include the femur, tibia and fi bula (leg); the humerus, 

radius and ulna (arm); and the phalanges of the toes and fi ngers. 

DUROLANE® is a trademark of Q-Med AB. 

SUPARTZ® is a trademark of the Seikagaku Corporation.

Global market 
overview 2006

  Smith & Nephew
  Synthes
  Stryker
  DePuy
  Zimmer
  Others

Market value (fi xation) $3 billion
Market growth +11%
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Oceanside, N.Y., US When high 
school softball star Meghan Borst injured 
her knee, she and her parents were 
concerned about her college sports 
scholarship. But just a few months after 
Dr Craig Levitz (in foreground) of South 
Nassau Communities Hospital 
successfully treated her injury using the 
CALAXO™ Osteoconductive Interference 
Screw, Meghan was back on her feet 
and is now playing softball for her 
college team.

Changing people’s lives
Our new CALAXO™ 
Osteoconductive Interference 
Screw doesn’t look particularly 
remarkable but it does 
something extraordinary. 

Used to secure a graft after 
anterior cruciate ligament 
surgery in the knee joint, 
the screw stimulates the 
natural process of bone 
formation while it is being 
resorbed into the body.



Our company:
Endoscopy
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What we do We are the global market leader in arthroscopy 
– minimally invasive surgery to treat and repair cartilage, 
tendons and ligaments in articulating joints such as the knee, 
shoulder and hip. Often performed in day surgery centres, 
these procedures involve much smaller incisions than 
traditional open surgery with less trauma for the patient’s 
body. This leads to quicker recovery times and a marked 
improvement in function and quality of life.

We develop and distribute fl uid management systems for 
surgical access; scopes, cameras and light sources for 
visualisation; radiofrequency wands, arthroscopic shaver 
blades and hand instruments for removing damaged soft 
tissue; and joint fi xation systems. We are experts in the use 
of bioabsorbable materials to repair tissue. We also design 
and support Digital Operating Rooms (“DOR”) – custom-
designed surgical suites that use advanced digital imaging 
and information management technologies. 

How we performed In 2006 we increased revenue 9%. 
Revenue from arthroscopic repair products was up 19%, 
driven by the success of continuous innovation in our 
shoulder, hip and knee repair product portfolios. 

Successful product launches meant new products accounted 
for 28% of revenue. These included the introduction of 
the CALAXO™ Osteoconductive Interference Screw, which 
promotes bone regrowth around the ligament fi xation site 
after repair of the knee. Unlike metal screws, which remain 
in the body unless removed by further surgery, the CALAXO 
screw is resorbed while compounds within the screw 
stimulate the natural process of bone formation, speeding 
the patient’s return to an active life. We are fi rst to market with 
this unique technology and intend to build on its capabilities.

Early in the year we launched the BIORAPTOR™ Suture Anchor 
for arthroscopic repair of the hip joint. It is the fi rst device 
cleared by the FDA to repair the labrum, a ring of cartilage 
that helps to stabilise the hip joint. 

Labral tears can be traumatic or degenerative and are 
common in athletes who make sudden stops or turns. 
The BIORAPTOR anchor enables surgeons to close a tear 
or tighten the labral tissue as required. 2006 also saw us 
launch our user-friendly Hip Positioning System; this attaches 
to standard operating room tables and removes the need to 
use fracture tables, which are cumbersome and costly.

In July 2006 we acquired OsteoBiologics Inc (“OBI”), the only 
company to provide off-the-shelf bioabsorbable implants for 
articular cartilage repair in Europe. This is a very promising 
market opportunity as less than 20% of cartilage defects in 
the knee are treated due to the lack of an effective, 
patient-friendly solution. 

We also introduced two potentially valuable innovations in the 
DOR. CONDOR™ Control System is user-friendly equipment 
for monitoring and managing devices during a procedure, 
while the high-defi nition 660HD Image Management System 
captures, distributes and prints digital endoscopic images. 

Where we’re going Our market is strong. The treatment 
of sports injuries for all age groups combined with a 
growing population of more active people is increasing 
demand for treatment. We are seeing more patients opting 
for endoscopic procedures, and more payors responding 
favourably to the clinical effectiveness of endoscopic 
treatments. 

Led by Michael Frazzette, who was appointed president 
in July 2006, we have established clear strategic priorities. 
Our emphasis will be on our core arthroscopy business 
and leveraging more strongly our leading position in this 
market. We will continue to focus on developing a very 
strong pipeline of knee, shoulder, hip and small joint repair 
products to enhance our market position. 

We look forward to launching our new generation camera 
in 2007, which will offer true high defi nition to our surgeon 
customers. We will also explore and develop the cartilage repair 
applications from our acquisition of OBI to establish ourselves 
in this exciting new market. We believe this technology has 
great potential to make a major difference to the treatment of 
patients suffering from cartilage degeneration.

Market value (arthroscopy) $2 billion
Market growth +9%

Global market 
overview 2006

  Smith & Nephew
  Arthrex
  Mitek
  Stryker
  Linvatec
  Arthrocare
  Others



12
2006 Summary 
Financial Statement

Demonstrating the benefi ts
We make some of the world’s 
most advanced woundcare 
technologies, such as ALLEVYN™ 
and ACTICOAT™ dressings, but 
that’s not the only reason we 
stand out in a crowded market.

Whenever our specialists 
provide education and training 
support for customers they 
also learn from them, enabling 
both sides to get excellent 
clinical and fi nancial results 
from our products.

Hospital Fondazione Macchi, Varese, 
Italy Smith & Nephew wound expert 
Paolo Giudici dedicates much of his 
time to helping woundcare specialists 
and nurses such as Ornella Forma 
train colleagues and maximise the 
benefi ts of our range of dressings and 
cleaning systems.



What we do We provide a range of products that help 
doctors and nurses treat diffi cult-to-heal wounds, such 
as pressure sores, venous leg ulcers, burns and complex 
surgical wounds. Our products support customers’ clinical 
approach to managing wounds, helping them to identify the 
best treatment, the best way to prepare the wound and the 
best way to stimulate the wound area to promote full and 
fast healing.

Our strength comes from our ability to develop new 
technologies and transform these into affordable, high quality 
products that reduce the cost of treatment and improve the 
healing process. While competitors tend to focus on one type 
of product, we provide a full portfolio to customers and our 
products are used to treat the largest number of wounds in 
our sector worldwide. We support the product range with 
comprehensive learning and education programmes for 
medical staff and patients and every year we train more 
than 150,000 healthcare professionals.

How we performed Our new management team, 
appointed in 2006 and led by our president Joe Woody, 
was successful in increasing both revenue and margin this 
year. Overall revenue growth was 1% but after adjustments 
for the exit from the DERMAGRAFT® tissue engineering 
business, revenues increased 5%. Growth in the US was 11% 
excluding the DERMAGRAFT tissue engineering business.

We continued to prioritise our innovative ALLEVYN™ and 
ACTICOAT™ dressing ranges, achieving revenue growth. 
Our ALLEVYN product is the biggest selling woundcare 
product in the market for moist wound healing dressings. 
It can be left in place for much longer than traditional 
dressings such as gauze and tape, saving nursing time 
and effort. ACTICOAT dressings use Nanocrystalline Silver* 
to protect wounds from bacteria – including so-called 
‘superbugs’ such as MRSA and VRE – which can delay or 
complicate the healing process. In 2006 we enhanced the 
ALLEVYN range through the launch of a highly absorbent 
version of our Adhesive range of dressings and a shaped 
and sealed version of the standard, non-adhesive range. 

DERMAGRAFT® is a trademark of Advanced Biohealing Inc.

In 2006 we also launched the IODOSORB™ Cadexomer Iodine 
range in the US. These products contain iodine bound into a 
starch matrix; the iodine is released on contact with moisture 
in the wound and kills a broad spectrum of bacteria quickly, 
while a unique slow-release mechanism means the product 
is effective for up to three days. We believe the product’s 
combination of effectiveness and durability will prove 
attractive to customers and patients.

Our VERSAJET™ Hydrosurgery System, which removes dead 
tissue from in and around wounds, achieved strong growth 
in its second full year and won recognition in Wall Street 
Journal’s 2006 Technology Innovation Awards. The device 
accelerates a hair-thin stream of fl uid to the speed of sound, 
enabling surgeons to simultaneously grasp, cut and remove 
damaged tissue and contaminants with great precision. The 
system’s exceptional accuracy means it causes less damage 
to surrounding tissue than existing surgical methods. 

Where we’re going The potential rewards for success in 
this market are considerable. Continued economic pressure 
on healthcare systems, an ageing population and increasing 
concern about ‘superbugs’ and their resistance to antibiotics 
means demand for both innovation and affordable solutions 
is strong and growing. 

We concentrate on demonstrating that our products and 
customer service can generate better results for patients 
and greater value for healthcare systems. This focus will 
enable us to invest more in developing and commercialising 
innovative products and supporting our customers. With 
many competitors seeking to compete on price, our ability 
to deliver both greater economic and clinical value helps 
us to compete successfully.

 * A patented technology of NUCRYST Pharmaceuticals Corp.

Our company:
Advanced Wound 
Management
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For more information visit
www.smith-nephew.com/wound

8%

26%

17%

11%

6%

7%

25%

Market value $4 billion
Market growth +9%

Global market 
overview 2006

  Smith & Nephew
  KCI
  Convatec
  Molnlycke
  3M
  Johnson & Johnson
  Others
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Our Board

12

8

3

4

5

79

6

• Non-executive director
• Member of the Nominations Committee
• Member of the Audit Committee
• Member of the Remuneration Committee

1  John Buchanan•• Independent non-executive Chairman 
(63) was appointed independent non-executive Deputy Chairman in 2005 
and became Chairman in April 2006. He is Chairman of the Nominations 
Committee. He is Deputy Chairman of Vodafone Group Plc and a non-
executive director of AstraZeneca PLC and BHP Billiton. He was formerly 
Group Chief Financial Offi cer of BP p.l.c. 

2  Sir Christopher O’Donnell• Chief Executive (60) joined the 
Group in 1988 as managing director of the Group’s medical division, was 
appointed a director in 1992 and was appointed Chief Executive in 1997. 
He is a member of the Nominations Committee. Previously he held senior 
positions with UK and US companies in the medical engineering and 
devices industry.

3  Adrian Hennah Chief Financial Offi cer (49) joined the 
Group and was appointed a director in June 2006. He was previously 
Chief Financial Offi cer of Invensys plc and held various senior positions 
within GlaxoSmithKline.

8  Richard De Schutter••• Independent non-executive 
director (66) was appointed a director in January 2001 and is a member 
of the Audit Committee and the Remuneration Committee. He is non-
executive Chairman of Incyte Corporation and a non-executive director of 
Varian Inc., MedPointe Pharmaceuticals, Ecolab Inc and Navicure Inc.

9  Dr Rolf Stomberg•••• Independent non-executive 
director and Senior Independent Director (66) was appointed 
a director in 1998 and is Chairman of the Remuneration Committee and 
a member of the Audit Committee and Nominations Committee. He is 
Chairman of Management Consulting Group plc, Francotyp-Postalia 
Holding AG and Lanxess AG and a non-executive director of Reed 
Elsevier plc, Hoyer GmbH, TNT N.V., Deutsche BP AG, Biesterfeld AG and 
Severstal.

In April 2006, Dudley Eustace retired as Chairman and in June 2006, 
Peter Hooley retired as Finance Director.

Kenneth Kemp is 
Honorary Life President.

4  David Illingworth Chief Operating Offi cer (53) joined the 
Group in May 2002 as President Orthopaedics and was appointed a 
director and Chief Operating Offi cer in February 2006. Prior to joining the 
Group he held posts within GE Medical, as Chief Executive Offi cer of a 
publicly traded medical devices company, President of a respiratory/critical 
care company and President of a technology incubator company.

5  Dr Pamela Kirby•• Independent non-executive director 
(53) was appointed a director in March 2002 and is a member of the 
Remuneration Committee. She is non-executive Chairman of Scynexis Inc 
and a non-executive director of Informa plc and Curalogic A/S. 

6  Warren Knowlton••• Independent non-executive director 
(60) was appointed a director in November 2000 and is Chairman of the 
Audit Committee and a member of the Remuneration Committee. He is 
Chief Executive Offi cer of Graham Packaging Inc. and a non-executive 
director of Filtrona plc and Ameriprise Financial Inc. Previously he was 
Group Chief Executive of Morgan Crucible plc.

7  Brian Larcombe•• Independent non-executive director 
(53) was appointed a director in March 2002 and is a member of the Audit 
Committee. He is a non-executive director of F&C Asset Management plc 
and Gallaher Group plc. Previously he was Chief Executive Offi cer of 3i 
Group plc.

creo
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Remuneration policy The remuneration policy as approved 
by the Remuneration Committee for 2006 and future years 
is designed to ensure that remuneration is suffi ciently 
competitive to attract, retain and motivate executive 
directors and executive offi cers of a calibre that meets the 
Group’s needs to achieve its business objectives. Base pay 
and benefi ts are targeted at market place median for fully 
acceptable performance; bonus schemes are targeted to 
deliver upper quartile pay for upper quartile performance; 
remuneration practice is based on robust competitive survey 
data in the context of the Company’s ability to pay; and 
there are no automatic pay adjustments unless required by 

law or local protocol. Share based incentives consist of a 
performance share plan, share options and a co-investment 
plan. Executive directors are required to accumulate a 
personal shareholding equivalent to 100% of basic salary 
within fi ve years. Major changes to the remuneration policy 
are discussed with the principal shareholders. 

Performance graph
As a component company of the FTSE-100 the Company’s 
Total Shareholder Return (TSR) performance compared to 
the TSR of the FTSE-100 index is shown on page 24.

Directors’ emoluments and share interests

(i)  Inclusive of salaries and fees, benefi ts, annual bonus, pension entitlements and salary supplement in lieu of pension contributions.
(ii)    In February 2007 Warren Knowlton purchased 5,500 shares (1,100 ADRs) and Peter Hooley disposed of 216,553 shares. In January 2006 

Sir Christopher O’Donnell acquired 50,000 Deferred Shares which are not listed on any stock exchange and have extremely limited rights.

Directors’ incentives

Under the Co-investment Plan, subject to the growth in EPSA over a three year period, at 31 December 2006 Sir Christopher O’Donnell would be eligible 
for up to 129,674 shares, David Illingworth would be eligible for up to 58,520 shares and Peter Hooley would be eligible for up to 32,476 shares.

Further details may be found in the Remuneration Report in the 2006 Annual Report at www.smith-nephew.com/investors.
Alternatively, a printed copy is available on request from the Company Secretary.

 
  Ordinary share interests
                                                                                                                                               Total emoluments (i)   1 Jan 2006 or 
 2006 2005 31 Dec 2006 on appointment
 £’000 £’000 Shares Shares

Chairman:
John Buchanan 235 90 60,351 20,000

Executive directors:  
Sir Christopher O’Donnell, CEO 1,358 934 209,881 197,031 
David Illingworth, COO (appointed February 2006) 790 – 31,855 21,210
Adrian Hennah, CFO (appointed June 2006) 502 – – –

Non-executive directors:
Dr Rolf W H Stomberg 56 53 13,092 13,092
Warren D Knowlton 56 53 54,001 27,001
Richard De Schutter 47 45 250,000 250,000
Dr Pamela J Kirby 47 45 8,500 8,500
Brian Larcombe 47 45 5,000 5,000
Former directors:
Dudley G Eustace (retired April 2006) 83 251 67,023 66,109
Peter Hooley (retired June 2006) 465 596 246,726 227,340

Share options
  1 Jan 2006 or    Profi t on 
  on appointment Granted Lapsed Exercised exercise (£) 31 Dec 2006

Sir Christopher O’Donnell  692,844 227,277 – – – 920,121
David Illingworth  189,731 174,784 – – – 364,515
Adrian Hennah  – 103,686 – – – 103,686
Peter Hooley (retired June 2006)  410,146 147,937 (100,601) (360,281) 1,752,774 97,201

Long-term incentive plans
   Value   Value
 1 Jan 2006 or  Awarded   Vested
 on appointment Awards £’000 Lapsed Vested £’000 31 Dec 2006

Sir Christopher O’Donnell 374,699 134,046 689 (71,201) (68,408) 347 369,136
David Illingworth 115,461 171,060 898 (24,670) (23,701) 120 238,150
Adrian Hennah – 161,289 700 – – – 161,289
Peter Hooley (ret’d June 2006) 203,846 92,814 472 (142,688) (59,574) 298 94,398
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Independent auditors’ statement to the members of 
Smith & Nephew plc We have examined the Group’s 
Summary Financial Statement for the year ended 31 
December 2006 which comprises the Group income 
statement, Group statement of recognised income and 
expense, Group balance sheet, abridged Group cash 
fl ow and the related notes 1 to 7. 

This report is made solely to the Company’s members as a 
body in accordance with Section 251 of the Companies Act 
1985. To the fullest extent required by law, we do not accept 
or assume responsibility to anyone other than the Company 
and the Company’s members as a body for our audit work, 
for this report, or for the opinions we have formed. 

Respective responsibilities of directors and auditors 
The directors are responsible for preparing the Summary 
Financial Statement in accordance with applicable law. 

Our responsibility is to report to you our opinion on the 
consistency of the Summary Financial Statement with 
the full annual accounts, directors’ report and directors’ 
remuneration report, and its compliance with the relevant 
requirements of Section 251 of the Companies Act 1985 
and the regulations made thereunder. We also read the 
other information contained in the Summary Financial 
Statement and consider the implications for our report if we 
become aware of any apparent misstatements or material 
inconsistencies with the Summary Financial Statement. 

Basis of opinion We conducted our examination in 
accordance with Bulletin 1999/6 ‘The auditors’ statement on 
the Summary Financial Statement’ issued by the Auditing 
Practices Board. Our report on the Company’s full annual 
accounts describes the basis of our audit opinions on those 
accounts and the directors’ remuneration report. 

Opinion In our opinion the Summary Financial Statement 
is consistent with the full annual accounts, directors’ report 
and directors’ remuneration report of Smith & Nephew plc 
for the year ended 31 December 2006 and complies with the 
applicable requirements of Section 251 of the Companies Act 
1985, and regulations made thereunder. 

Ernst & Young LLP
Registered auditor
London, 20 March 2007

This Summary Financial Statement is a summary of 
information in the Group’s full annual accounts and was 
approved by the Board on 20 March 2007 and signed on 
its behalf by John Buchanan, Sir Christopher O’Donnell and 
Adrian Hennah. It does not contain suffi cient information 
to allow a full understanding of the results of the Group 
and state of affairs of the Company or of the Group. A 
review of the business is included in the directors’ report. 
The report of the auditors on the full accounts for the year 
ended 31 December 2006 was unqualifi ed and did not 
contain a statement made under either Section 237(2) of 
the Companies Act 1985 (accounting records or returns 
inadequate or accounts not agreeing with records or returns) 
or Section 237(3) (failure to obtain necessary information 
and explanations). 

For further information the full accounts and the auditors’ 
report on those accounts should be consulted. Shareholders 
have the right to demand, free of charge, a copy of the 
Group’s full Annual Report, which may be obtained from 
the Company’s registrars. 

Auditors’ statement
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Summary fi nancial statement

Group income statement
for the year ended 31 December
   

  2006 2005  A B

 Notes $ million $ million

Revenue 2 2,779 2,552
Trading profi t 2 571 517
Bid related costs 5 (20) –
Restructuring and rationalisation expenses 5 – (84)
Amortisation of acquisition intangibles  (14) (11)
Operating profi t 2 537 422
Interest receivable  19 27
Interest payable  (9) (18)
Other fi nance income/(costs)  6 (5)
(Loss)/gain on hedge of the sale proceeds of the joint venture  (3) 2
Profi t before taxation  550 428
Taxation 7 (156) (126)
Profi t from continuing operations  394 302
Discontinued operations:
Net profi t on disposal of the joint venture 6 351 –
Share of results of the joint venture  – 31
Profi t from discontinued operations  351 31
Attributable profi t for the year 3 745 333

Earnings per Ordinary Share
Including discontinued operations:
Basic  79.2¢ 35.5¢
Diluted  78.9¢ 35.3¢
Continuing operations:
Basic  41.9¢ 32.2¢
Diluted  41.7¢ 32.0¢
Discontinued operations:
Basic  37.3¢ 3.3¢
Diluted  37.2¢ 3.3¢

A As restated for the change in reporting currency from sterling to US dollars on 1 January 2006 – see Note 1.
B As restated – see Note 1.

 Group statement of recognised income and expense
for the year ended 31 December     

   2006 2005  A B

  Notes $ million $ million

 Exchange differences on translation 59 (135)
Cumulative translation adjustment on disposal of the joint venture (14) –
(Losses)/gains on cash fl ow hedges (4) 16
Actuarial gains/(losses) on retirement benefi t obligations 30 (14)
Taxation on items taken directly to or transferred from equity (11) 3

 Net income/(expense) recognised directly in equity 60 (130)
Attributable profi t for the year 745 333

   805 203
Restatement for the effects of IAS 32 and 39 – (10)

 Total recognised income and expense for the year 805 193

 Effect of change in accounting policy relating to death in 1  (14)
service liability
Effect of correction of elimination of intra-group profi t 1  (33)

    (47)
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Summary fi nancial statement continued

Group balance sheet
at 31 December    

  

  2006 2005  A B

  $ million $ million

Property, plant and equipment  635 589
Intangible assets  831 673
Investments  10 10
Deferred tax assets  110 148
Non-current assets  1,586 1,420
Inventories  619 557
Trade and other receivables  680 620
Current asset derivatives  – 10
Cash and bank  346 151
Current assets  1,645 1,338
Held for sale – investment in joint venture  – 218
Total assets  3,231 2,976

Called up equity share capital  189 203
Reserves  1,986 1,236
Own shares  (1) (4)
Equity  2,174 1,435
Long-term borrowings  15 211
Retirement benefi t obligation  154 206
Other payables due after one year  3 16
Provisions – due after one year  34 48
Deferred tax liabilities  35 48
Non-current liabilities  241 529
Bank overdrafts and loans due within one year  119 227
Trade and other payables  419 452
Provisions – due within one year  49 91
Current liability derivatives  2 29
Current tax payable  227 213
Current liabilities  816 1,012
Total liabilities  1,057 1,541
Total equity and liabilities  3,231 2,976

A As restated for the change in reporting currency from sterling to US dollars on 1 January 2006 – see Note 1.
B As restated – see Note 1.
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Summary fi nancial statement continued

Abridged Group cash fl ow
for the year ended 31 December     

  

  2006 2005  A B

  $ million $ million

Profi t before taxation  550 428
Less: Net interest receivable  (10) (9)
Depreciation, amortisation and impairment  169 180
Share based payment expense  14 13
Movement in working capital and provisions  (217) (240)
Cash generated from operations  506 372
Net interest received  10 9
Income taxes paid  (144) (112)
Net cash infl ow from operating activities  372 269

Acquisitions   (85) (25)
Cash acquired with acquisitions  2 –
Disposal of the joint venture  537 – 
Dividends received from the joint venture  – 25 
Capital expenditure  (222) (200)
Net cash provided by/(used in) investing activities  232 (200)

Proceeds from issue of ordinary share capital  16 19
Equity dividends paid  (96) (91)
Cash movements in borrowings  (293) 34
Settlement of currency swaps  (10) (4)
Net cash used in fi nancing activities  (383) (42)

Net increase in cash and cash equivalents  221 27
Cash and cash equivalents at beginning of year  65 44
Exchange adjustments  5 (6)
Cash and cash equivalents at end of year  291 65

Net cash/(net debt) at 31 December
Cash and bank  346 151
Long-term borrowings  (15) (211)
Bank overdrafts and loans due within one year  (119) (227)
Net currency swap liabilities  (2) (19)
  210 (306)

Gearing  – 21%

A As restated for the change in reporting currency from sterling to US dollars on 1 January 2006 – see Note 1.
B As restated – see Note 1.



Notes

1 General Information
As the Group’s principal assets and operations are in the US and the majority of its operations are conducted in US dollars, 
the Group changed its presentational currency from Pounds Sterling to US dollars with effect from 1 January 2006. The 
Company redenominated its share capital into US dollars on 23 January 2006 and will retain distributable reserves and 
declare dividends in US dollars. Consequently, its functional currency became the US dollar. This lowers the Group’s exposure 
to currency translation risk on its revenue, profi ts and equity. Financial information for prior periods has been restated from 
Pounds Sterling into US dollars in accordance with IAS 21.

The prior year comparatives have been restated for the following items:

a) To correct the method of calculating the elimination of intra-group profi t carried in inventory, the effect of which is 
to reduce the amount of overhead expense included in inventory valuation. The impact of correcting this error is to 
reduce inventory at 31 December 2005 by $53 million and trading profi t for the year ended 31 December 2005 by $9 million. 
In addition, deferred tax assets at 31 December 2005 increased by $17 million and taxation for the year ended 31 December 
2005 reduced by $3 million.

b) A change in accounting policy for the recognition of the death-in-service benefi ts liability in the UK pension plan. Under 
IFRS alternative treatments are permissible; however management believes that it is more appropriate to apply the projected unit 
credit method rather than the value at risk approach previously adopted as this better refl ects the Group’s obligations and costs. 
The effect of adopting this policy has been to increase the retirement benefi t obligation under IFRS by $17 million at 31 December 
2006 and $16 million at 31 December 2005 and decrease deferred tax liabilities by $5 million at 31 December 2006 and $5 
million at 31 December 2005. There is an immaterial impact on trading profi t and fi nance income in both years presented.

2 Segmental Information
At the beginning of 2006 the Orthopaedics business, previously reported in the full accounts of the Group for the year ended 
31 December 2005, was restructured into two separate businesses with separate management in order to improve focus on 
the distinct market segments of Reconstruction and Trauma and Clinical Therapies. The comparative period has been restated.

Segmental performance to 31 December 2006 was as follows:
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Revenue by business segment   

  2006 2005 
  $ million $ million

Reconstruction  919 829
Trauma and Clinical Therapies  497 438
Endoscopy  665 606
Advanced Wound Management  698 679
  2,779 2,552

Trading profi t by business segment   

  2006 2005
  $ million $ million

Reconstruction  233 206
Trauma and Clinical Therapies  101 90
Endoscopy  123 125
Advanced Wound Management  114 96
  571 517

Operating profi t by business segment   

  2006 2005
  $ million $ million

Reconstruction  200 196
Trauma and Clinical Therapies  101 90
Endoscopy  122 108
Advanced Wound Management  114 28
  537 422
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Notes continued

Revenue by geographic market   

  2006 2005
  $ million $ million

United States  1,365 1,259
EuropeC  867 800
Africa, Asia, Australasia and Other America  547 493

  2,779 2,552

3 Adjusted earnings per share
Adjusted attributable profi t and adjusted earnings per ordinary share are calculated as follows: 

  2006 2005  
  $ million $ million

 Attributable profi t for the year  745 333
 Adjustments:  
  Amortisation of acquisition intangibles 14 11
  Bid related costs 20 –
  Restructuring and rationalisation expenses – 84
  Net profi t on disposal of the joint venture (351) –
  Loss/(gain) on hedge of the sale proceeds of the joint venture 3 (2)
  Taxation on excluded items (6) (29)
 Adjusted attributable profi t 425 397

 Basic weighted average number of shares (million) 941 938
 Diluted weighted average number of shares (million) 944 943
 Adjusted basic earnings per share 45.2¢ 42.3¢
 Adjusted diluted earnings per share 45.0¢ 42.1¢

4 Dividends
The 2006 fi rst interim dividend of $39 million, being 4.10¢ per Ordinary Share, was paid on 10 November 2006. A second 
interim dividend for 2006 of 6.71¢ per Ordinary Share was declared by the Board on 8 February 2007 and will be paid on 
11 May 2007 to shareholders on the Register of Members on 20 April 2007. All shareholders will receive the Sterling 
equivalent of 3.41 pence per Ordinary Share. Shareholders may participate in the dividend re-investment plan.

5 Bid related costs and restructuring and rationalisation expenses
In 2006, $20 million of advisers fees were included in relation to the failed bid to purchase Biomet Inc.

In 2005 the Group incurred restructuring and rationalisation expenses comprising two items: $68 million related to the 
Group’s decision to exit the tissue engineering operations within advanced wound management; and $16 million related 
to the closure of the Andover, Massachusetts endoscopy manufacturing facility, which will be completed in 2007.

6 Net profi t on disposal of the joint venture
On 23 February 2006 the Group sold its 50% interest in the BSN Medical joint venture for cash consideration of $562 million. 
The net profi t of $351 million on the disposal of the joint venture is after a credit of $14 million for cumulative translation 
adjustments, $27 million of transaction and associated costs, indemnity provision of $3 million and release of taxation 
provisions of $23 million.

7 Taxation
Taxation of $156 million (2005 – $126 million) for the year is at the full year effective tax rate before discontinued operations 
of 28.9% (2005 – 29.3%). The tax charge was reduced by $6 million in 2006 as a consequence of the bid related costs. The 
tax charge was reduced by $29 million in 2005 as a consequence of the costs relating to the restructuring and rationalisation 
costs incurred in the year.

C Includes United Kingdom revenue of $255 million (2005 – $238 million).

2 Segmental Information (continued)
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Group four year summary
Group income statement 
 2006 2005 2004 2003 
 $ million $ million $ million $ million

Revenue 2,779 2,552 2,301 1,939

Trading profi t 571 517 452 358
Restructuring and rationalisation expenses – (84) – –
Bid related costs (20) – – (36)
Macrotextured claim – – (154) –
Amortisation of acquisition intangibles (14) (11) (8) –

Operating profi t 537 422 290 322
Net interest and fi nance costs 13 6 4 (15)

Profi t before taxation 550 428 294 307
Taxation (156) (126) (77) (91)

Profi t from continuing operations 394 302 217 216
Profi t from discontinued operations 351 31 28 63

Attributable profi t for the year 745 333 245 279

Earnings per share
Including discontinued operations    
Basic 79.2¢ 35.5¢ 26.2¢ 30.0¢
Diluted 78.9¢ 35.3¢ 26.0¢ 29.8¢
Continuing operations    
Basic 41.9¢ 32.2¢ 23.2¢ 23.2¢
Diluted 41.7¢ 32.0¢                             23.1¢                        23.1¢

Adjusted attributable profi t 425 397  353 275
Adjusted earnings per share
Basic 45.2¢ 42.3¢  37.8¢ 29.6¢
Diluted 45.0¢ 42.1¢  37.5¢ 29.4¢
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Group four year summary continued

Group balance sheet 
 2006 2005 2004 2003 
 $ million $ million $ million $ million

Non-current assets 1,586 1,420 1,713 1,347
Current assets 1,645 1,338 1,176 958
Held for sale – investment in joint venture – 218 – –

Total assets 3,231 2,976 2,889 2,305

Equity 2,174 1,435 1,301 1,051
Non-current liabilities 241 529 759 547
Current liabilities 816 1,012 829 707

Total equity and liabilities 3,231 2,976 2,889 2,305

Group cash fl ow

Cash generated from operations 506 372 415 355
Interest received net of interest paid 10 9 7 (8)
Income taxes paid (144) (112) (70) (86)

Net cash infl ow from operating activities 372 269 352 261
Capital expenditure (including trade investments and 
net of disposals of property, plant and equipment) (222) (200) (185) (119)
Acquisitions and disposals 454 (25) (64) 79
Loan Notes issued (15) – (91) –
Dividends received from joint venture – 25 26 12 
Equity dividends paid (96) (91) (84) (73)
Issue of ordinary capital and own shares purchased 16 19 8 13

 509 (3) (38) 173
Exchange adjustments 7 (71) 51 97
Opening net debt (306) (232) (245) (515)

Closing net cash/(net debt) 210 (306) (232) (245)

Gearing – 21% 18% 23%
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Shareholder information

Dividend The ordinary shares and American Depositary 
Shares (ADSs) will trade ex-dividend on both the London and 
New York Stock Exchanges from 18 April 2007 and the record 
date will be 20 April 2007 in respect of a second interim 
dividend for the year ended 31 December 2006 of 6.71¢ per 
share (3.41 pence per share) to be paid on 11 May 2007. The 
dividend will be paid in sterling to all ordinary shareholders. 
Shareholders who wish their dividends to be paid directly to a 
bank or building society and who have not already completed 
a BACS mandate should contact the Company’s registrars.

Dividend re-investment plan The Company has a 
dividend re-investment plan that offers shareholders, 
except those in North America, the opportunity to invest 
their cash dividends in further Smith & Nephew shares, 
which are purchased in the market at competitive dealing 
costs. Application forms for re-investing dividends are 
available from Lloyds TSB Registrars who administer the 
plan on behalf of the Company. 

UK capital gains tax For the purposes of capital gains tax 
the price of ordinary shares on 31 March 1982 was 35.04p.

Smith & Nephew share price The Company’s share price 
is available on the Smith & Nephew website www.smith-
nephew.com and at www.londonstockexchange.com, where 
it is updated at regular intervals throughout the day. It is also 
quoted daily in national newspapers, as well as on Ceefax 
and Teletext.

Total Shareholder Return

Shareholder enquiries For information about the AGM, 
shareholdings, dividends and changes to personal details 
all shareholders should contact Lloyds TSB Registrars, 
The Causeway, Worthing, West Sussex BN99 6DS, UK. 
Telephone 0870 600 3996.

American depositary receipts (ADRs) In the US, the 
Company’s ordinary shares are traded in the form of ADSs, 
evidenced by ADRs, and trade on the NYSE under the symbol 
SNN. Each ADR represents fi ve ordinary shares. Bank of New 
York is the authorised depositary bank for the Company’s 
ADR programme. A Global BuyDIRECT plan is available for US 
residents, enabling investment directly in ADSs with reduced 
brokerage commissions and service costs. For further 
information on Global BuyDIRECT contact: Bank of New York 
on 1-888-BNY-ADS (toll-free) or visit www.adrbny.com.

Smith & Nephew ADS price The Company’s ADS price 
can be obtained from the offi cial New York Stock Exchange 
website www.nyse.com and is quoted daily in the Wall 
Street Journal.

ADS enquiries All enquiries regarding ADS holder 
accounts and payment of dividends should be addressed 
to Bank of New York, PO Box 11258, Church Street Station, 
New York, NY 10286-1258, USA. 

Financial calendar 
Quarter 1 results announced and AGM 3 May 2007
Payment of 2006 second 
interim dividend 11 May 2007
Half year results announced 2 August 2007*
Quarter 3 results announced 1 November 2007
Payment of 2007 fi rst interim dividend November 2007 
Full year results announced February 2008*
Annual Report available  March 2008
Annual General Meeting May 2008

 * Dividend declaration dates  

Annual General Meeting The Company’s 70th Annual 
General Meeting is to be held on 3 May 2007 at 2.00 pm at 
The Institution of Mechanical Engineers, One Birdcage Walk, 
London SW1H 9JJ, UK. Notice of the meeting is enclosed with 
an accompanying letter from the Chairman.

Corporate headquarters and registered offi ce 
The corporate headquarters is in the UK and the registered 
offi ce address is: Smith & Nephew plc, 15 Adam Street, 
London WC2N 6LA, UK. Registered in England and Wales 
No. 324357. Tel: +44 (0) 20 7401 7646. Website: 
www.smith-nephew.com.

Trademarks™ Trademark of Smith & Nephew. Certain 
marks Reg. US Pat. & TM Off.

For more information visit
www.smith-nephew.com/investors
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Further information available on our website
www.smith-nephew.com

Design by sas – www.sasdesign.co.uk Photography by Michael Christopher Brown Words by Tim Rich Print by The Colourhouse 
Paper is Greencoat Plus. This paper is manufactured within an ISO 9001 and ISO 14001 accredited mill. 
The range contains 80% recycled fi bre and the remaining 20% virgin pulp is TCF (Totally Chlorine Free). In recognition, Greencoat Plus has been awarded 
the NAPM recycled mark and FSC certifi cation, two of the most prestigious and recognisable recycled certifi cates available.

This document is the Summary Financial Statement, which includes:

Highlights, Our year: A review from our Chairman and our Chief Executive, 
Our company: Orthopaedic Reconstruction, Orthopaedic Trauma and Clinical Therapies, Endoscopy, 
Advanced Wound Management, Our Board, Summary remuneration report, Auditors’ statement, 
Summary fi nancial statement and Notes, Group four year summary, Shareholder information

The Summary Financial Statement is available as a printed document 
or online at: www.smith-nephew.com/investors/sfs2006.html

Board/Group Executive 
Committee biographies

For further biographies, visit: 
www.smith-nephew.com/
about/personnel.html

Presentations

For presentations to analysts 
and shareholders, visit: 
www.smith-nephew.com/
investors/presentations.html

Sustainability report

For further information about 
sustainability and to access 
our report, visit: 
www.smith-nephew.com/
sustainability2006
The 2007 report will be 
available in May 2007.

Shareholder information

For further shareholder 
information, visit: 
www.smith-nephew.com/
investors/shareinfo.html
For the current share price 
information, visit:
www.smith-nephew.com/
investors/fi nancial_data.html
For press releases, visit:
www.smith-nephew.com/news
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15 Adam Street
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T +44 (0) 20 7401 7646
F +44 (0) 20 7960 2350
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