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Governance and risk management   

The Trustee has in place a business plan which sets out its objectives in areas such as administration, investment and 
communication.  This, together with a list of the main priorities and timetable for completion, helps the Trustee run the Fund 
efficiently and serves as a useful reference document. 

The Trustee has put in place a 'Risk Dashboard' which is monitored on an ongoing basis by the Secretary to the Fund and 
formally on a quarterly basis by the Trustee.  The Risk Dashboard contains a summary of the key risks facing the Fund and 
is designed to allow the Trustee to react quickly to mitigate any deterioration in respect of those key risks.  The Risk 
Dashboard is supported by a detailed operational Risk Register, which identifies each risk in more detail and the procedures 
in place to mitigate such risks.  The Trustee believes that, as well as representing robust risk management, the documents 
ensure that it remains compliant with the Pension Regulator's guidance regarding Integrated Risk Management (IRM).  

Trustee knowledge and understanding   

The Pensions Act 2004 requires the Trustee to have sufficient knowledge and understanding of pensions and trust law and 
be conversant with the Fund documentation.  The Pensions Regulator has published a Code of Practice on Trustee 
Knowledge and Understanding to assist trustees on this matter which became effective from 6 April 2006 and which was 
revised and reissued in November 2009.  The Trustee has agreed a training plan to enable it to meet these requirements, 
including a requirement for all Trustee Directors to complete the Pension Regulator’s ‘Trustee Toolkit’ and also the PMI Award 
in Pension Trusteeship. 

Principal and participating employers   

The Fund is provided for all eligible employees of the Principal and participating employers and was closed to future accrual 
with effect from 31 December 2016.  The Principal Employer's registered address is Smith & Nephew UK Limited (the 
company), Building 5, Croxley Green Business Park, Hatters Lane, Watford WD18 8YE.  The Participating Employers are set 
out on page 1. 

Guarantee   

As part of the agreement between the previous Trustee and Smith & Nephew plc for Smith & Nephew UK Limited to participate 
and be the Fund's Principal Employer, Smith & Nephew plc has guaranteed that it will continue to meet the liabilities of all the 
participating employers to the Fund in the event that they are unable to do so.  A guarantee was signed covering the 
relationship between the Trustee company and Smith & Nephew UK Limited on 30 June 2010.   

Financial development   

The financial statements on pages 19 to 30 have been prepared and audited in accordance with the Regulations made under 
Section 41 (1) and (6) of the Pensions Act 1995.  They show that the value of the fund increased from £661,094,000 at 30 
September 2018 to £747,142,000 at 30 September 2019. 

The  increase shown above is predominantly due to an increase in the value of investments and asset hedges due to a 
reduction in long term interest rates, plus income from investments offset by net withdrawals from dealings with members of 
£22,098,000. 

COVID-19 impact on the Fund   

During March 2020, subsequent to the Fund's year-end, the worldwide spread of COVID-19 (Coronavirus) caused increased 
volatility and significant falls in global equity markets.  This has had an adverse impact on the funding level of the Fund, but 
this has been modest due to the small allocation to return-seeking assets and the investments in assets that closely match 
the change in value of the Fund’s liabilities.  The Trustee regards the impact of COVID-19 as a non-adjusting post balance 
sheet event and as a result no adjustments have been made to the financial statements as at 30 September 2019.  The 
Trustee continues to monitor the situation and will respond to emerging issues as necessary. 
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Annual Chair's Statement for the Smith & Nephew UK Pension Fund ("the Fund")

This statement has been prepared by the Smith & Nephew UK Pension Fund Trustee Limited (“the Trustee”) and reports on
how the Trustee complies with the defined contribution (DC) governance standards. These standards were introduced
under the Occupational Pension Scheme (Charges and Governance Regulations 2015 and amended by the Occupational
Pension Scheme (Administration and Disclosure) (Amendment) regulations 2018 (“the Regulations”).

This statement covers the period from 1 October 2018 to 30 September 2019 (“the reporting period”). It is signed on behalf
of the Trustee by the Chair. It covers the governance and fee disclosures in relation to the investment funds made available
to a small number of members who retain DC benefits within the Fund.

As required by the Regulations, the Trustee will publish this Statement on a publicly accessible website. The web address
for the website will be  https://www.smith-nephew.com/investor-centre/about-us/governance/corporate-documents-and-
policies/smith-nephew-uk-pension-fund-accounts/

The DC Section of the Fund relates to a historic arrangement involving only a small number of members known as TSOS
(Trustee Share Option Scheme) with relatively small holdings. These assets are invested with external providers which are
Equitable Life, Clerical Medical and the Prudential Assurance Company Limited. The Trustee are currently assessing
methods of simplifying the Fund’s structure during the course of 2020. This process has been delayed due to the Equitable
Life sale to Utmost Life and Pensions Limited (“Utmost Life”).

1. Investment Funds

The latest Statement of Investment Principles (SIP) for the Smith & Nephew UK Pension Fund, effective at 24 September
2019 is included as an appendix to the financial statements. The next review of the SIP will take place during the first half of
2020 or sooner in the event of a significant change to the investment strategy.

The DC investment funds are reviewed annually, on a high-level basis, by the Investment Advisor to the Fund with more
detailed reviews taking place on a triennial basis. The most recent detailed review was carried out in 2016. The 2019
triennial review was delayed until the sale of Equitable Life to Utmost Life was completed. The 2016 review concluded:

• The majority of unit linked funds have performed relatively well or as expected over longer-term periods.

• The unit linked funds with the most assets are the Clerical Medical Balanced Fund and the Equitable Life managed
Fund. Both funds have performed well over the periods considered.

• The wide range of funds available could potentially be difficult for the Trustee to monitor and a consolidation exercise
should be considered.

• With profits investments are currently providing very low or no bonuses and members should be reminded of the
feature or with profit investment.

The next detailed review will be carried out in 2020. Any changes to the investment funds made available as a result of
these reviews will be clearly communicated to members. The Trustee notified members of the sale of the Equitable Life to
Utmost Life. The Trustee are currently undertaking a review of the investment options offered by Utmost Life and have
written to members informing them of the sale and the review of the investment funds.

2. The default investment arrangement

As no new contributions have been paid into the historic DC arrangement since 6 April 2015, there is no arrangement in
place which satisfies the definition of “default arrangement” under Regulation 3 of the Occupational Pension Scheme
(Charges and Governance) Regulations 2015

There are two small DC arrangements:

1. One is a small section of defined contribution benefits resulting from a transfer from another scheme in 1997.

2. The other is attributable to profits arising from notional allocation of share options by the sponsoring employer.
The Trustee understands that the issue of new share options ceased in the mid 1980’s.

There is no default arrangement as the investment funds are made available to the TSOS members on a ‘self-select’ basis.
The charges for the individual actively managed funds range from 0.495% to 1.00%.  A cash deposit fund, managed by
Prudential, is provided at nil cost to members.
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2.1 Self-select options

The level of charges for each self-select fund and the transaction costs over the period covered by this Statement are set
out in the following table.

External Provider Fund Charges
(TER %)

Transaction
Cost % p.a.

Equitable Life Managed 0.75 0.08
With Profits Fund1 1.00 0.05

Clerical Medical2 Balanced 0.495 0.14
UK Equity Tracker 0.495 -0.01
Cash 0.495 Not available
Lifestyle Balanced 0.495 0.14
Lifestyle Growth 0.495 0.30
BlackRock World (Ex UK) 0.495 0.02
With Profits Fund 0.495 0.19

Prudential Deposit Fund 0.003 Not available

1 In line with FCA guidance, with Equitable Life With Profits Fund’s TER excludes the 0.05% guarantee
2 Clerical Medical applies a 0.505% discount off the base AMC (1.00%), which brings the funds AMCs down to 0.495%. The Trustee’s
investment advisor has not been able to obtain updated transaction costs for the period covered in this Statement, so it has relied on
transaction cost reporting information for periods covering 01/11/2017 -31/12/2018. The Trustee will continue to work with its investment
advisor to obtain updated transaction cost reporting in line with industry guidance
3 The Prudential Fund is offered at nil cost to members. The capital value id guaranteed not to fall.

3. Processing of Core Financial Transactions

The Regulations require the Trustee to ensure that core financial transactions are processed promptly and accurately. Core
financial transactions comprise:

• Transfers out of the Fund’s DC arrangement
• Investment switches
• Payments out of the Fund’s DC arrangement in respect of members

Typically, members do not transfer these accounts between the different available fund managers, However, the Trustee
continues to monitor the efficiency of any transfers to other pension schemes and works closely with the administrator and
the Investment Advisor to the Fund in doing so.

Over the reporting period, the administration function of the DC Sections is outsourced to, and completed by, Mercer. The
scope of these administration functions is recorded in the Mercer Engagement Letter dated 15 November 2015.

Mercer have confirmed to the Trustee that there are adequate internal controls to ensure that core financial transactions
relating to the Fund are processed promptly and accurately.

The Fund has a service level agreement (“SLA”) in place with Mercer which covers the accuracy and timeliness of all core
transactions. The Fund’s administrators have confirmed to the Trustee that there are adequate internal controls to ensure
that core financial transactions relating to the Fund are processed promptly and accurately. The processes adopted
including daily monitoring of the bank account, and two individuals checking all investment and banking transactions. The
key processes adopted by the administrator to help them meet SLA are as follows:

• The Trustee receives regular reports to help them monitor SLA’s are being met.
• Mercer has processes in place to meet SLA’s; for example, daily monitoring of bank accounts, a monthly forecast of

cashflow is produced, a dedicated contribution processing team; at least two people involved with checking
investment and banking transactions.

• The Trustee receives quarterly reports about the Mercer’s performance,
o There have been no material administration errors in relation to processing core financial transactions;

and
o All core financial transactions have been processed within a reasonable timeframe.

The SLA’s for the core financial transactions are:

Process SLA in working days
Retirement (quotation, settle) 5 days each process
Transfer out (quote and settle) 10 days each process
Validate death 1
Validate retirement 1
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Over the reporting period Mercer’s performance against the agreed SLAs for the core financial transactions are set out in
the table below:

Core financial transaction Quarter 4 2018 Quarter 1 2019 Quarter 2 2019 Quarter 3 2019
Retirements quoted 86% 86% 83% 90%
Retirements settled 95% 100% 100% 100%
Transfer outs quoted 94% 97% 100% 96%
Transfer outs settled 100% 100% 100% 86%

Administration is captured as part of the Fund’s risk register and any specific risks to the DC Section are clearly
documented. This includes details of the controls established by the Trustee and records details of any required actions.
This is reviewed regularly and updated annually with the next review due at the end of December 2020.

There were no significant issues reported to or identified by the Trustee in connection to either the promptness or accuracy
of core financial transactions processed during the period covered by this statement.

Taking the above into consideration, the Trustee is confident that all core financial transactions over the reporting period
have been proceed promptly and correctly. The Trustee notes that there were no significant issues relating to core financial
transactions over the reporting period.

4. Member Borne Charges and Transaction costs

The Trustee is required to set out the on-going charges incurred by members in this Statement, which are annual fund
management charges plus any additional fund expenses, such as custody costs, but excluding transaction costs; this is
also known as the total expense ratio (TER). The TER is paid by the members and is reflected in the unit price of the funds.
The stated charges exclude administration costs since these are met by the members.

The Trustee is also required to separately disclose transaction cost figures. In the context of this Statement, the transaction
costs shown are those incurred when the Scheme’s fund managers buy and sell assets within investment funds but are
exclusive of any costs incurred when members invest in and switch between funds. The transaction costs are borne by
members.

Illustration of charges and disclosure costs

To demonstrate the impact of the cost and charges applied throughout the DC Section, in this year’s Chair’s Statement the
Trustee has produced illustrations in line with statutory guidance and the February 2018 guidance from the Department for
Work & pensions entitled “Cost and charge reporting: guidance for trustee and managers of occupational schemes” The
illustrations, set out below have been prepared by LCP on behalf of the Trustee. They are designed to cater for
representative cross sections of the membership for the DC Section.

TThe following table sets out an illustration of the impact of charges and transaction costs on the projection of an example
member’s pension savings.

• The “before costs” figures represent the savings projection assuming an investment return with no deduction of
member borne fees or transaction costs (i.e. the TER) or transaction costs.

• The “after costs” figures represent the savings projection using the same assumed investment return, but after
deducting member borne fees and an allowance for transaction costs.

• The Trustee’s investment advisor has not been able to obtain updated transaction costs, in respect of Clerical
medical, for the period covered in this Statement. Therefore, it has relied on transaction cost reporting information for
periods from 1 November 2017 to 31 December 2018. The Trustee will continue to work with its investment advisor,
to obtain comparable, update transaction cost reporting in line with industry guidance.

• The transaction cost figures used in the illustration are those provided by the managers over the past one year, (with
the exception of Clerical Medical) subject to a floor of zero (so the illustration does not assume a negative cost over
the long term).

• The illustration is shown for the following funds from the ‘self select’ fund range:
• the fund with the most members invested – this is the Prudential Deposit Fund
• the fund with the highest before costs expected return – this is the Clerical Medical UK Equity Tracker Fund
• the fund with the lowest before costs expected return – this is the Clerical Medical Cash Fund
• the fund with highest annual member borne costs – this is the Equitable Life With Profits Fund
• the fund with lowest annual member borne costs – the Clerical Medical Lifestyle Balanced Growth Fund has

been used as it has the second lowest annual member borne costs after the Prudential Deposit Fund
(illustrated as the most popular fund).
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Projected ension _pot in toda 
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£111 £111 £202 £188 £115 £107 £174 £157 £202 £184 

Values shown are estimates and are not guaranteed. The illustration does not indicate the likely variance and 
volatility in the possible outcomes from each fund. 
The numbers shown in the illustration are rounded to the nearest £100 for simplicity. 
Projected pension pot values are shown in today's terms, and do not need to be reduced further for the effect of 
future inflation. 
Inflation is assumed to be 2.5%. 
The starting pot size used for the calculation is £150. 
The starting point for the projection is 20 years but this has been rounded to 15 years to fit better the approximate 
period until the youngest member (49) reaches age 65 
Contributions and the starting salary are assumed to be £0 with zero salary growth as the Scheme is closed to future 
accrual and contributions. 
The projected annual returns used are as follows: 

Prudential Deposit Fund: 2.0% below inflation 
Clerical Medical UK Equity Tracker Fund: 2.0% above inflation5 
Clerical Medical Cash Fund: 1.8% below inflation6 
Equitable Life With Profits Fund Fund: 1.0% above inflation 
Clerical Medical Lifestyle Balanced Growth Fund: 2.0% above inflation? 

No allowance for active management has been made. 

4 As the youngest member is 49 years old, the projection has been rounded to illustrate 15 years until NPA ("normal pension age") 
5 As Clerical Medical has not provided an SMPI assumption for the Clerical Medical UK Equity Tracker Fund, the investment advisor has
used the most closely matched SMPI assumption from a different provider's fund as the most sensible approach (Equitable Life FTSE 
Tracker Fund). 
6 As Clerical Medical has not provided an SMPI assumption for the Clerical Medical UK Equity Tracker Fund, the investment advisor has
used the most closely matched SMPI assumption from a different provider's fund as the most sensible approach (Equitable Life Money 
Fund). 
7 As Clerical Medical has not provided an SMPI assumption for the Clerical Medical UK Equity Tracker Fund, the investment advisor has 
used the most closely matched SMPI assumption from a different provider's fund as the most sensible approach (Equitable Life FTSE 
Tracker Fund). 

The Administration Regulations require the Trustee to make an assessment of charges and transactions costs borne by the 
TSOS members and the extent to which those charges and costs represent good value for money for members. ·The 
Trustee reviews the charges as part of its ongoing review process and notes that value for money does not necessarily 
mean the lowest fee, and the overall quality of the service received has been taken into account in the �value for members 
assessment'. The Trustee's last full assessment was carried out in 2016 and included a review of the performance of the 
Fund's investment funds (after all charges) in the context of their investment objectives. At the current time it believes the 
majority of the fund's fees are offering fair value for money for the services provided. For the period covered by this 
statement the Trustee has considered the governance, investment, administration and communication services which 
members receive in exchange for the relevant charges and transaction costs. However, the Trustee have identified in 
previous reviews that some members are paying high charges, particularly where they have decided to invest in externally 
managed funds. In order to address this, the Trustee has taken the decision to investigate converting the benefit into a 
define benefit within the main Fund. The Trustee was waiting for the sale of Equitable Life to Utmost Life and Pensions to 
be completed before commencing the review. 

5. Trustees' Knowledge and Understanding

The Smith & Nephew UK Pension Fund Trustee Limited, the Trustee, is a trustee company which comprised of 6 Trustee 
Directors at the end of the Fund year. Two Trustee Directors are member nominated, two are appointed by the Company 
and one is an Independent Trustee. 

MERCER 
MAKE TOMORROW, TODAY 
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1. General information

The Smith & Nephew UK Pension Fund (the Fund) is an occupational pension scheme established in the United Kingdom 
under trust.  

The Fund was established to provide retirement benefits to certain groups of employees within the Smith & Nephew group. 
The address of the Fund's principal office is Building 5, Croxley Green Business Park, Hatters Lane, Watford, WD18 8YE. 

The Fund is a defined benefit scheme. 

2. Basis of preparation

The financial statements have been prepared in accordance with the Occupational Pension Schemes (Requirement to obtain 
Audited Accounts and a Statement from the Auditor) Regulations 1996, Financial Reporting Standard 102 (FRS 102) - The 
Financial Reporting Standard applicable in the UK and Republic of Ireland issued by the Financial Reporting Council (FRC) 
and the guidance set out in the Statement of Recommended Practice (SORP) (Revised 25 November 2014). 

The financial statements have been prepared on the going concern basis.  As noted in the Trustee’s report on page 4, the 
Trustee have assessed the impact of the COVID-19 pandemic in terms of the predicted effect on the Fund’s assets, 
technical provisions and the employer covenant.  At the date of signing these financial statements the Trustee believes that 
the Fund is able to comfortably cover its related outgoings until at least 30 April 2021.  Together with the relatively strong 
position of the Principal Employer, the Trustee considers the preparation of the financial statements on a going concern 
basis to be appropriate. 

3. Accounting policies

The principal accounting policies are set out below.  Unless otherwise stated, they have been applied consistently year on 
year. 

3.1 Accruals concept 

The financial statements have been prepared on an accruals basis. 

3.2 Currency 

The Fund's functional currency and presentational currency is Pounds Sterling (GBP). 

The financial statements are rounded to the nearest £1,000. 

3.3 Contributions 

Employer deficit funding contributions are accounted for in the period to which they relate, in accordance with the Schedule of 
Contributions, or on receipt if earlier, with the agreement of the employer and Trustee. 

3.4 Transfers 

Individual transfers in or out of the Fund are accounted for when member liability is accepted or discharged which is normally 
when the transfer amount is paid or received. 

3.5 Other income 

Income is accounted for in the period in which it falls due on an accruals basis. 

3.6 Payments in respect of members and on account of leavers  
Pensions in payment are accounted for in the period to which they relate.
Other benefits, and any associated tax liabilities, are accounted for in the period in which they fall due for payment.  Where 
there is a choice, benefits are accounted for on the later of the date of leaving, retirement or death and the date on which 
any option or notification is communicated to the Trustee.  If there is no choice, they are accounted for on the date of 
retirement or leaving.
The Fund has purchased annuity policies to cover certain pensions in payment.  The cost of acquiring these policies is 
included in the fund account in the year of purchase and represents the cost of discharging the obligations of the Fund to 
the relevant members at the time of purchase.
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22. Current assets  
 

 2019 2018 
 £000 £000 
Contributions receivable 
   - employer  -   4,700  
Pensions paid in advance  982   963  
Cash deposits held with the Fund Administrator  2,679   1,862         
  3,661   7,525         

 

23. Current liabilities  
 

 2019 2018 
 £000 £000 
Reimbursement of pensions received in advance  791   818  
Lump sums on retirement payable  44   262  
Taxation payable  20   29  
Administrative expenses payable  653   282  
Investment management expenses payable  264   174         
  1,772   1,565          

24. Post Statement of Net Assets events   

During March 2020, subsequent to the Fund's year-end, the worldwide spread of COVID-19 (Coronavirus) caused increased 
volatility and significant falls in global equity markets.  This has had an adverse impact on the funding level of the Fund, but 
this has been modest due to the small allocation to return-seeking assets and the investments in assets that closely match 
the change in value of the Fund’s liabilities.  The Trustee regards the impact of COVID-19 as a non-adjusting post balance 
sheet event and as a result no adjustments have been made to the financial statements as at 30 September 2019.  The 
Trustee continues to monitor the situation and will respond to emerging issues as necessary. 

25. Related party transactions   

(a) Key management personnel of the Fund or its parent (in aggregate)  

Legal & Professional fees include £90k (2018: £112k) in respect of services provided by Trustee directors, £31K (2018: £56k) 
of which relates to services provided by the independent Trustee. 

There were two Trustee Directors (2018: two) who were pensioner members of the Fund during the year.  Benefits in respect 
of these members are paid in accordance with the normal Rules of the Fund. 

(b) Other related parties  

The Fund is recharged with certain costs of administration and independent advisers borne by the Principal Employer.  The 
total amount recharged in the year ended 30 September 2019 was £891k (2018: £812k). 

Smith & Nephew plc have provided the Trustee with a Guarantee that it will continue to meet the liabilities of the participating 
employers to the Fund in the event that they are unable to do so.  More information can be found in the Guarantee Section 
on page 4.  
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