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CHAIRMAN’S
STATEMENT

Over the years, I have tried to make my
Chairman’s letters interesting and relevant to
topical events and describe how we address them
at Smiths. Last year, I described why we believed
that, by the summer of 2022, the coronavirus’s
mutations would become less virulent, and
COVID-19’s impact on society and business
would gradually decline and disappear into the
background of other infectious diseases we live
with in perpetuity, like colds or influenza.
The big issues that have unfolded for Smiths and other companies
in 2022 are:
– Supply chain shortages;
– Inflation; and
– The effects of the Ukraine war, particularly its impacts
on food and energy supply.
This set of topics is incredibly complex and connects the fiscal and
monetary policies of the world’s governments, economic growth
expectations, energy shortages, social dislocation, food shortages,
personal safety, labour shortages, global migration patterns and
societal pressures. This is obviously not something I can cover in
a short letter. So, I will try to deal with just one or two confusing
pieces of this puzzle. So, supply chain shortages and related
inflation will be my focus for this year’s letter.
In any commodity situation, only three factors impact a
commodity’s price at any time: supply, demand, and inventory.
Price fluctuations occur continuously in globally traded
commodities like copper and aluminium, and on any day there
can be significant differences in spot and future pricing, depending
on expected future demand. Oil prices are especially sensitive
to an imbalance in supply and demand because most contracts
never result in the actual delivery of oil, only in speculation.
But pricing variations like these appear everywhere, even in
non-commodity items.
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The war in Ukraine has caused energy and food inflation to
worsen both locally and globally. But in the longer term, energy
is a zero-sum game. Suppose Russia sells more energy to
countries such as India or China. In that case, assuming they sell
a full allotment, those volume demands are missing from the
world marketplace and, given time, that volume will be available
to others.
There will be some temporary spikes in oil prices, but they should
not last because there is a well-developed shipping network for
oil supply worldwide and rebalancing regional supply and demand
is possible. There may be incremental costs due to the difference
between oil shipped via ocean cargo versus that transported by
pipeline, but it is unlikely to last. Natural gas is more problematic
because pipeline infrastructure from Russia is more welldeveloped than LNG shipped by sea. Syngas can also be made
from coal and, along with fracking, these might offer a solution
if the gas supply does not resume from Russia. Nuclear power
generation is also possible in countries where nuclear units have
been mothballed for political or environmental reasons. But these
issues are as connected to political decisions as to economic or
technological ones.
During any economic or secular disturbance, executives face
two primary challenges. The first is to predict how long a
disturbance will last, and the second is to predict how deep it
will get. We saw this in the 9/11 attacks, the ‘08-’09 debt crisis,
and again in the COVID-19 pandemic, plus recent supply chain
shortages and inflation. Without a sensible forecasting model,
we don’t know whether we are falling into a 1m deep ditch or off a
1,000m cliff.
When we speak about a ‘supply chain’, we refer to the flow of
inbound materials to a company and its conversion into finished
goods via a manufacturing process. There is a complementary
outbound flow from the company through various distribution
channels until the product eventually reaches the final customer.
Every manufacturing company has these building blocks, the
inbound flow of raw material, conversion via a manufacturing
or assembly process, and then outbound delivery of finished
goods to their customers.
Understanding supply chains is a problem in dynamics, not
in statics. Just like the vibrating string of a violin, when it is
figuratively ‘plucked’, everything in the supply chain is moving up,
down, backwards, and forwards. Perhaps the closest analogy
to supply chain dynamics is the pulsating noise we hear when
our plumbing at home experiences a ‘water hammer’. This is
caused by pressure waves oscillating backwards and forward
between discontinuities in the plumbing system and is analogous
to the waves of demand that ripple up and down dynamically in
a supply chain.
On the outbound side of this process, companies sell their
products to customers through various forms of distribution.
Some go directly to customers to be built into product platforms
such as vehicles or electronics, some through distribution
channels that hold buffer inventory to smooth out supply and
demand imbalances, and others sell their products direct
to consumers online. The dynamics are different in detail, but
they all suffer varying degrees of transient problems.
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What happens to orders when
end-market demand falls?

How long do these temporary supply chain
transients last?

Let’s perform a thought experiment on our supply chain.
Let’s consider a make-to-stock original equipment manufacturer
(OEM) and imagine there are three or four inventory storage
locations in the outbound supply chain. Let’s imagine a reduction
in end-market demand by 100bps and examine what happens in
our supply chain.

The next question is, how long will this transient reduction in
demand last? If the supply chain were 100% efficient, it would
clear the excess inventory in one turn. But we know that supply
chains are never 100% efficient. When I was making these
calculations earlier in my career, because I didn’t know the exact
supply chain efficiency number, like any typical engineer, I chose
50% as my working hypothesis. Fill rates are a complex function
of demand and inventory and weren’t always valid in highly
disturbed situations.

The management at the inventory storage location closest
to the end-market sees demand fall by 100 basis points.
Local management knows they must cut orders; otherwise,
they will have too much inventory. So, to be conservative, they
cut their orders by 200 basis points, say. The management at
the next location further up the supply chain sees their demand
fall by 200 basis points, and they also worry they will have too
much inventory, so they cut orders by 300 basis points, and so on.
The order reduction numbers chosen here are just illustrative,
and the actual numbers will differ depending on a company’s
risk tolerance, distribution method and the number of inventory
storage locations. The greater the number of inventory storage
locations in your supply chain, the more likely there will be an
overreaction. Even with ‘just-in-time’ pull system ordering,
it’s natural that management overreacts to some degree in
controlling inventory. So, the net effect is that there’s always
an amplification in the supply chain of any fluctuation in endmarket demand.
Consequently, if you are an OEM in a downturn, you will almost
always see your demand temporarily fall by multiples of that seen
in the end-market as the supply chain adjusts to new demand
conditions. The downstream effect is different for make-to-order
manufacturers than for make-to-stock. But we must remember
this is a two-sided problem, both on the inbound supply chain
and on the outbound one. So, an upstream supply chain’s impact
can still cause problems, particularly when there is an increase
in demand. I’ve seen this amplification phenomenon happen at
every B2B company I have worked at. The same phenomenon also
happens when, instead, there is an increase in demand, which I
will explain later.
In one case, an industrial manufacturer I’m familiar with sells
through extended distribution channels and has an amplification
of 2.84. So, if their end-market demand falls by 100 basis points,
they see their orders temporarily fall by 284 basis points. In steel
distribution, that amplification number is about 400 basis points.
The amplification factor in seasonal businesses with lower
inventory turns is about 160 basis points. Consumer electronics
can be as high as a staggering 2,000 basis points.
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Let’s make the numbers easy in our thought experiment.
The 50% efficiency number means that a four inventory turn
company would experience a transient fall in demand lasting for
six months, in other words, two inventory turns. Although the
end market has only fallen by 100 basis points, it feels like your
company is selling into an artificially much worse market than it
really is. The industrial company I mentioned earlier felt like the
end-market – and sales – had temporarily fallen by 284 basis
points, not 100 basis points. But correspondingly, when there’s
an increase in demand, it feels like your company is selling into
an artificially much better market than it is. That overshoot in
demand is only a temporary illusion, and we’ll deal with that
case shortly.
Order demand falls until supply and demand come into
equilibrium. Meanwhile, the transient reduction in orders has
removed the excess inventory from the supply chain and, in
my example, demand returns to a new quiescent value, albeit
now 100 basis points smaller.
So, in this simple case of falling demand, the sales challenge
of this hypothetical make-to-stock company is made worse
by ordering undershoot. This has important financial impacts
because it artificially reduces a company’s reported growth.
In public companies, we report to the market periodically and,
if a temporary undershoot in demand – one not reflective of the
real end-market conditions – lasts six months, it can seriously
affect the projected growth rate in the full-year results, depending
on which quarter of the fiscal year the disturbance happens.

What happens when there is an
increase in demand?
Now let’s consider the opposite case, one where there is
a sudden increase in demand, which we’ve seen recently,
particularly in electronics. The simple answer to why this
is happening is an imbalance in supply and demand. But I
will show now that the problem is again mostly artificial and
temporary, and so are the associated inflationary tendencies
as people over-order to fill an illusionary high demand.
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The case of increased demand

The effects of container shortages

When there is a sudden increase in demand, manufacturing
capacity is limited, so the supply chain cannot fully respond
unless there is excess idle capacity. Normally, manufacturers
load factories to somewhere between 85% and 90% capacity
for fixed cost absorption reasons. So now the efficiency of our
supply chain is, de facto, only about 10%. So even if we can
increase capacity temporarily, say from 85% to 95% or even
100%, unless we add new capacity, the time for supply and
demand to return to equilibrium is extended. Some companies
may have extra shifts available, but then they might not have
trained workers to staff them, and with labour shortages
driven by this excess demand, automation is often the answer,
but that is a long-term solution.

This artificial and synchronised surge in demand has resulted
in a shortage of shipping containers on some routes worldwide.
Instead of the historical $2,000 for a container transit from China
to Europe or the United States, container costs peaked at $23,000
in 2021. Today it’s around $13,000. China’s zero-COVID policy
caused holdups and delays in the major East Coast China ports
and factories, with similar inefficiencies in other ports in the US
and Europe. So, in part, container pricing is a proxy for supply
chain shortages and inflation, making the artificial demand
problem even worse.

In my earlier case of demand reduction, I used 50% as the
efficiency number for the supply chain. But now, because of
manufacturing capacity limits, that efficiency is effectively
only 10%, so the recovery time for equilibrium to be reached is
nominally five times as long as it did with 50%. So, a company
that once experienced a six-month recovery on falling demand
could now experience a 2.5 year transient before complete
recovery. This is an extreme case; naturally, companies take
every possible corrective action to reduce this timing. But this
problem partly explains why we see extended recoveries
and shortages in our supply chains.
In practice, the supply chain may take 18 months to recover
as we engage in countermeasures. Meantime, a massive
amount of new fixed capacity is being added to the supply
chain, especially in the semiconductor area, which will also
help gradually reduce these disturbance times and inflation
along with it.

Companies must control the
temptation to over-order
In this increased demand case, our supply chain manager’s
temptation is to over-order out of fear of experiencing component
shortages. After all, you can’t ship a car with even one missing
door handle. That new demand temporarily increases a company’s
growth, but it can have serious financial consequences,
particularly on our inventory’s pricing. We can end up with
long-dated orders at much higher-than-normal pricing. This is a
problem queuing for an unhappy ending.
There is typically one overshoot, and one undershoot in
any dynamic system like the one I describe here. For the
mathematically inclined, when simplified, the dominant mode
makes the dynamic response look like a second-order system.
The precise effect of these temporary increases in demand
depends very much on the company’s distribution method.
The inevitable outcome is that companies can end up with too
much inventory, possibly at higher prices, producing variances
against standard manufacturing costs. In an extreme case,
companies may face expensive excess and obsolete (E&O)
inventory write-offs when the inevitable demand falls later in the
transient cycle, with its own overreaction tendancies.
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Synchronised demand
Clearly, the world economy has not suddenly grown by 15% or
20%, so why have companies experienced this sudden increase
in demand, particularly for electronics? The cause lies squarely
in the synchronised economic ‘start up’ after the COVID-19
pandemic, plus the transient artificial demand described earlier.
Although we have been using videoconferencing tools for many
years, COVID-19 forced unpractised staff into the user population
and accelerated acceptance of this as a way of working – and a
substitute for some face-to-face meetings at the office. That, in
part, drove part of the high demand for electronics. Likely, we will
not fully return to pre-COVID-19 ways of working ever again.
But there is an additional factor at work here; synchronisation.
Although the world’s major connected economies have similar
periodicity in their economic cycles, they are not normally all in
phase. In the same way that demand fell precipitously in late 2008,
it did so because of the synchronised collapse in all debt markets.
Similarly, here we have a synchronised increase in demand
in most markets, made worse by an illusory demand curve.
However, global economies will gradually settle into historical
phasing patterns, easing some of this synchronisation problem.
So, the ‘08-’09 downturn occurred because of a debt crisis
happening simultaneously across the world, which produced a
synchronised economic downturn. Here, we had a similar but
opposite problem: a synchronised upturn and, to make it worse,
synchronised artificial excess demand.
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Inflation

So how does all of this end?

Some economists argue that inflation has been caused by
excessive stimulus packages that crashed headlong into supply
chain shortages. However, they are two sides of the same coin.
But the real problem is much more complex, and the solutions
are possibly simpler. Inflation has been made worse by artificial
synchronised demand that created shortages, combined with
high-cost slow-moving containers and the war in Ukraine, which
has driven up food and energy prices. Additionally, zero-COVID-19
policies in China have plugged up or slowed supply chains and
attendant labour shortages were caused by all the above. I have
described here why we are experiencing some parts of these
supply chain difficulties and why they have lasted so long.

The Chinese Communist Party Congress will take place in
October. It may be when China declares victory over COVID and
eliminates its zero-COVID policy. That will gradually free up
plugged ports, ease supply chain shortages, reduce container
costs, and ease some pressure on component supply from China.
Supply chain transients will end naturally with time, though not
without some pain, and artificial demand will reduce. A reduction
in economic stimulus will also help, though I have reservations
that a rapid increase in interest rates may work against
policymakers and create recessions in some economies across
the Western world. Together, these factors will reduce labour
shortages and ease the pressure on pricing and inflation.

It’s important to remember the maxim that the solution to
high prices is high prices. Similarly, the solution to low prices
is low prices. Companies redesign their products, re-source
suppliers and use lower-cost substitutes for expensive materials,
which is part of the companies’ mechanism to control inflation.
The size of the US economy is approximately $21 trillion, and the
US uses approximately 6.9 billion barrels of oil a year. So each $10
increase in the price of a barrel of oil reduces spending power
in the US economy by about 30 basis points. A $60 increase in the
price of a barrel of oil, which we saw at its peak, if maintained,
reduces spending power in the US economy by 180 basis points.
Similarly, increasing interest rates simultaneously increases
inflation and later reduces it by cooling demand.

Lastly, problems that Western economies have suffered over
the past two years will almost certainly create a swathe of
manufacturing repatriation initiatives. That is likely to reduce
economic growth in China and other parts of the Asian economy.
But it will also create new jobs and investments in Western
economies and drive efficiency initiatives and automation
investments. My grandmother would have said, “it’s an ill wind that
blows nobody any good”.

Those companies suffering the greatest near-term challenge are
those in process industries that use a lot of energy. Smiths does
not have high energy-intensive manufacturing processes.

I hope this letter has helped readers, in some small way, to
understand the complexities and effects of this very unusual time.

Sir George W. Buckley
CHAIRMAN
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CHIEF EXECUTIVE OFFICER’S REVIEW

OUR BUSINESS MODEL
Our compelling business model leverages our world-class engineering, leading positions
in critical markets, and global capabilities to help customers solve their toughest
problems. The Smiths Value Engine is supported by a robust financial framework
characterised by recurring revenues, high margins, and strong cash generation.
SMITHS VALUE ENGINE

OUR PURPOSE

OUR STRENGTHS

OUR PRIORITIES

World-Class
Engineering

Growth

Leading Positions
in Critical Markets

PIONEERS OF
PROGRESS

Global
Capabilities

Improving our world
through smarter
engineering

Robust Financial
Framework

OUR CULTURE

Execution

People

OUR STAKEHOLDERS

Our culture inspires and empowers our
people. We live our Values of integrity,
respect, customer focus, ownership, and
passion every day, in each action and
decision that we take. A strong culture
grounded in Values is what has enabled
Smiths to prosper for more than
170 years.

People

Communities and society

Our capable, dedicated and passionate
colleagues are our greatest asset. We aim to
attract and retain the very best by creating an
environment for colleagues based on respect,
personal growth, recognition and development
of talent, and a sense of belonging
and purpose.

Our Leadership Behaviours provide a
unified description of what leadership
means at Smiths and a shared
commitment to how we act in service of
our stakeholders. Smiths Leadership
Behaviours align to our three core
priorities of growth, execution and people.

Customers

We aim to improve our world by contributing
positively to our communities and society
in general. Smiths products and services
support critical global industries where we
are pioneering progress in safety, efficiency
and environmental performance. We play a
beneficial role in local economies through job
creation and skills development, procurement
and generating tax revenues, operating safely,
environmentally responsibly and ethically, and
engaging directly.

Growth
– Innovates for impact
– Sets vision to inspire

Execution
– Takes accountability and ownership
– Delivers results at pace

People
– Lives Smiths Values
– Develops self and others
– Leads inclusively and empowers
P

28

READ MORE
Our culture

Strong and enduring customer relationships
will sustain Smiths into the future.
Meeting customer needs and exceeding
their expectations, not just with products,
quality and service, but in the way we conduct
business and pay attention to the things
that matter to them – for example, ethics
and environmental performance – is a
fundamental part of our business model and
our Values.

Suppliers
Developing mutually beneficial relationships
with our suppliers and building resilience,
quality and efficiency across our supply chain
is a fundamental contributor to our customer
offering and the long-term competitiveness
of Smiths.
P

41

READ MORE
Engaging with our stakeholders

Regulators and governments
We build relationships with governments,
policymakers and regulators across the
world. We do this so that we can operate
effectively, to ensure our interests and those
of the industries in which we operate are
represented in decision-making, and in order
to contribute our expertise on emerging
national, regional and global needs.

Investors
We are committed to openness and
transparency with all capital providers and the
effective management of risk while we unlock
value and returns for our investors.
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OUR STRATEGY
We are committed to performing to our potential – growing faster to unlock enhanced
value creation for the Group. We actively manage our portfolio of businesses and seek to
optimise their performance through organic investment and disciplined use of capital for
mergers and acquisitions. In FY2022 we made good progress in advancing our strategy.
MEGATRENDS

OUR STRATEGIC PRIORITIES

The strategy for each division is tailored to its
individual circumstances and takes account of
trends in overall demand, specific customer
needs, relative competitor performance,
and underlying business models. In addition,
we track the evolution of key Group-wide
secular themes and trends and their impact
on our business.

Growth

FY2022 progress

Our Purpose and commitment to sustainability
leadership are reflected in our intent to prioritise
ESG performance at Smiths. As a result, whilst
each of these themes is important, we place
additional emphasis on our response to those
megatrends which relate to the energy transition
agenda and the overall reduction of waste and
energy use. This will allow us to leverage our
unique capabilities to enable our customers to
meet their sustainability goals while we deliver
on our own commitments.

Execution

– Secure places
– Smart cities

Energy
– Environmental
urgency
– Energy efficiency
– Lower emissions

– Energy
transformation
– Air quality

People

–
–
–
–

Embedding the Smiths Excellence System across the Group
Accelerating pace and establishing a more consistent operating rhythm
Continuously improving to deliver value for customers
Executing against our environmental commitments

– Building upon our world-class safety record
– Accelerating talent development through the Smiths
Leadership Behaviours
– Creating an ever-more diverse and inclusive environment
– Living Smiths Values each and every day

FY2022 progress
– Refreshed senior leadership team leading a faster pace
– Introduced Smiths Leadership Behaviours to accelerate
cultural change
– More ambitious diversity goals in place
– >1,000 Lean Six Sigma qualifications through our SES Academy

Aerospace
– Faster/seamless
connectivity
– Satellite applications

Five consecutive quarters of organic revenue growth
Accelerated organic revenue growth towards target range
£51m of revenue from new products launched in FY2022
R&D investment increased +14% to 4.2% of sales (+30bps vs FY2021)
+1.8% additional growth from targeted M&A

– Resilient operating profit margins amidst challenging
macro environment
– Price offsetting inflation and mitigating other supply chain impacts
– SES fully embedded across the Group, with a well-resourced team and
25 high-impact projects underway
– New sustainability strategy launched
– Solid operating cash conversion achieved

– Equipment reliability
– Asset life
maximisation
– Lightweight
materials

Safety & Security
– Safe travel
– Secure trade
– Safe people

–
–
–
–
–

FY2022 progress

General Industrial
– Efficient,
cleaner processes
– Waste reduction,
re-use/recycle
– Safe operations

– Taking full advantage of strong demand we currently see across most of
our markets
– Improving new product development and commercialisation
– Extending our reach by building out priority adjacencies
– Supplementing organic growth with disciplined M&A
– Developing high-value green technology solutions for our customers

– Personalised
integrated
mobility solutions

FY2022 PROGRESS AGAINST TARGETS
100%+

+M&A
15-17%

+M&A

18-20%

7-10%
4-6%
Organic revenue growth

EPS growth

ROCE

Operating profit margin

Operating cash conversion

FY2021

(2.2)%

19.3%

13.9%

15.5%

129%

FY2022

3.8%

17.8%

14.2%

16.3%

80%
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FY2023 outlook
– Expect to deliver 4.0% to 4.5% organic revenue growth
with moderate margin improvement
– Strong order books and leading market positions support
sustained momentum
– Cost inflation being actively managed through productivity
programmes and pricing actions
– Macroeconomic and geopolitical uncertainty as well as supply
chain challenges continue

FY2022 business performance
Commentary refers to Smiths Group performance excluding
Smiths Medical, which was accounted for as ‘discontinued
operations’ before the sale completed on 6 January 2022.

“

We continued to demonstrate strong progress in
FY2022, executing at pace on our growth strategy.
We delivered growth ahead of expectations,
our fastest organic growth in nearly a decade.
Along with accelerating growth, we further
strengthened our company through increased
investments in innovation, commercialisation and
supply chain. Still more, we returned £661m of
cash to our shareholders through dividends and
share repurchases.

Smiths delivered growth ahead of expectations with organic
revenue up +3.8%. Growth accelerated to +4.1% in the second
half, which built on the momentum we had achieved in the first
half of +3.4%. We executed well in a challenging environment with
positive pricing action covering the impact of elevated input costs,
and maintained close management of our supply chain to mitigate
other impacts.
As we strive to continually inspire and empower our great
people, we launched our enhanced sustainability strategy and set
out new Smiths Leadership Behaviours. These Behaviours provide
a unified description of what leaderships means at Smiths and a
shared commitment to how we will act as employees.

All of this gives us confidence for continued
progress in FY2023. Despite an uncertain macro
environment, we expect to deliver 4.0-4.5%
organic revenue growth with moderate margin
improvement. By focusing on our top priorities of
growth, execution, and people, we are creating
value for our customers, colleagues, communities
and investors. Together, we’re building an everstronger future for Smiths.
Many thanks to my colleagues around the world
for doing what we do best – improving our world
through smarter engineering.”
Paul Keel,
CHIEF EXECUTIVE OFFICER

FY2022 BUSINESS PERFORMANCE
(£m)

FY2021

FY2021
restructuring
charges

Revenue

2,406

–

26

42

92

372

21

5

11

8

417

15.5%

+90bps

+0bps

+20bps

(30)bps

16.3%

Headline operating profit
Headline operating profit margin

ORGANIC REVENUE GROWTH (BY BUSINESS)
John Crane

Foreign
exchange

Acquisitions

Organic
movement

FY2022

2,566

ORGANIC REVENUE GROWTH IN OUR END MARKETS

H1 2022

H2 2022

FY2022

+5.1%

+2.5%

+3.7%

General Industrial

% of Smiths
revenue

H1 2022

H2 2022

FY2022

42%

+5.7%

+16.5%

+11.4%
(6.4)%

(7.2)%

(11.3)%

(9.4)%

Safety & Security

31%

(3.5)%

(8.9)%

Flex-Tek

+10.0%

+20.9%

+16.1%

Energy

21%

+7.5%

+0.3%

+3.5%

Smiths Interconnect

+12.9%

+14.8%

+13.9%

Aerospace

6%

+16.7%

+14.2%

+15.4%

+3.4%

+4.1%

+3.8%

100%

+3.4%

+4.1%

+3.8%

Smiths Detection

Smiths Group

Smiths Group
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Growth
Growing faster is the primary driver of unlocking enhanced value
creation for the Group. Through the year we delivered growth in
each quarter and FY organic revenue growth of +3.8%, our best
performance in nearly a decade.
Growth accelerated in the second half for both Flex-Tek (+20.9%)
and Smiths Interconnect (+14.8%). John Crane delivered +2.5%
growth in the second half impacted by cessation of sales into
Russia and supply chain disruption, which impacted our ability
to convert strong order intake into revenue. As expected, Smiths
Detection continued to be affected by the softer Aviation original
equipment (OE) market through the second half, but good order
growth underpins our confidence in the medium-term prospects
for this segment.
Revenue grew +6.7% on a reported basis, to £2,566m
(FY2021: £2,406m). This included +£26m of favourable foreign
exchange translation, and +£42m from the acquisition of
Royal Metal Products LLC (Royal Metal) in February 2021.
Since February 2022, Royal Metal results have been accounted for
as organic growth.
Strong execution to maximise market recovery opportunity is the
first of the four actionable levers for accelerating growth.
Our business operates across four major global end markets:
General Industrial, Safety & Security, Energy, and Aerospace.
Our strong market positions, coupled with the balanced market
exposure we have across our businesses, are distinctive longterm advantages for Smiths.
Smiths organic revenue growth in our largest end market,
General Industrial, was +11.4% in FY2022, with growth
accelerating in the second half. This was driven by John Crane’s
growth in segments like chemical processing, water treatment
and life sciences, demand for Flex-Tek’s construction products
and Smiths Interconnect’s semiconductor test solutions which
remained strong throughout the year. Smiths organic revenue
in Safety & Security was (6.4)%, reflecting continued contraction
of the Aviation OE market. This was partially offset by growth
in Smiths Detection’s other segments as well as growth from
Smiths Interconnect’s defence-related products. The +3.5%
growth in the Energy segment reflected strong demand in John
Crane. As mentioned above, second half growth was impacted
by cessation of sales into Russia and supply chain disruptions.
Our fastest growth in FY2022 came in Aerospace +15.4% as
increasing aircraft builds drove strong demand for Flex-Tek and
Smiths Interconnect’s aerospace solutions.
As part of our growth strategy, we have introduced a new
approach for our business in China. From the start of FY2023,
the Smiths China leadership team now has lead responsibility for
our operations in the country (excluding Smiths Interconnect’s
semiconductor business unit which will continue to report
globally). To reflect this, Ted Wan, President of Smiths China, has
joined the Smiths Group Executive Committee.
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Our second lever for faster growth is improved new product
development and commercialisation. During FY2022, we launched
21 high-impact new products including Flex-Tek’s Python
line sets, a flexible, multi-layer pipe used in various heating,
ventilation and air conditioning (HVAC) applications; Smiths
Detection’s iCMORE automated detection algorithms; and Smiths
Interconnect’s space qualified connectors. Gross Vitality, which
measures the contribution of products launched in the last
five years increased to 31% (FY2021: 25%), demonstrating our
successful commercialisation of new products.
As an industrial technology leader, continuing to invest in
R&D ensures we capitalise on the wealth of opportunities in
our pipeline, with increasing demand for our sustainabilityrelated products. During FY2022, we invested £92m in R&D
(FY2021: £84m), of which £80m (FY2021: £76m) was an income
statement charge and £12m capitalised (FY2021: £8m).
Our customers and third parties contributed a further £15m
(FY2021: £10m).
To support new product launches, and the strong demand for
existing solutions, we increased capex +14.5% in FY2022 to
£(71)m (FY2021: £(62)m). This represents 1.5x depreciation and
amortisation (FY2021: 1.2x).
Our third growth lever is building out priority adjacencies. Each of
our four businesses are executing strategies to expand their
growth beyond their existing core market positions. Examples in
FY2022 include the launch of Smiths Interconnect’s medical cable
assemblies, and John Crane’s multi-purpose filter; an efficient
water-saving solution for the treatment of process water in pulp &
paper, mining, power generation plants and refineries.
Our fourth growth lever is using disciplined M&A to augment
our organic growth focus. Flex-Tek’s acquisition of Royal Metal
in February 2021 is an excellent example of this. Acquired for
$107m (7.6x trailing EBITDA), FY2022 revenue and profit growth
were +48% and +70%. During H1 2022, the acquisition contributed
£42m of revenue and £11m of operating profit, adding 1.8% on top
of organic revenue growth for FY2022. For H2 2022, contribution
from Royal Metal was included in our organic results. Royal Metal
brought a complementary HVAC portfolio, distribution synergies,
and positive pricing. While driving sustained organic growth
remains our priority, we continue to explore value accretive M&A
opportunities across the Group.
In January 2022, we successfully completed the sale of Smiths
Medical to ICU Medical, Inc. (ICU), several months earlier than
expected. This was our largest portfolio move in over a decade
and positions the Group even more strongly to access the growth
available in our industrial technology core. The sale generated a
profit on disposal of £1.0bn, with immediate net cash proceeds of
£1.3bn and further value to come from a potential $0.1bn earnout
and our stake in ICU, which is recognised as a £0.4bn asset on our
balance sheet. For more information on the divestment, please
see note 27 of the financial statements.
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People

Stronger execution is our second key priority.

Inspiring and empowering our people is our third key priority.

In FY2022, headline operating profit grew +1.7% (+£8m) on an
organic basis, and +12.0% (+£45m) on a reported basis to £417m
(FY2021: £372m).

Safety and well-being are always foremost of our priorities.
We have a strong and robust safety culture and strive for a zero
harm workplace, with safety considerations integrated into all of
our activities. Our Recordable Incident Rate for FY2022 was 0.54
and continued to track below the industry average and in the top
quartile of industry performance, reflecting the importance of
safety in everything we do.

Headline operating profit benefited from strong profit leverage
in Flex-Tek and Smiths Interconnect. This was partially offset
by the impact of supply chain disruption on John Crane and
Smiths Detection, lower volumes in the Aviation OE segment of
Smiths Detection, and our continued investment in growth. On a
reported basis, headline operating profit increased given £21m of
restructuring costs booked in FY2021, favourable FX translation of
£5m and H1 2022 contribution from Royal Metal.
Headline operating profit margin was 16.3%, down (30) bps on an
organic basis and up +80bps on a reported basis.
Headline EPS grew +17.8%, driven by headline operating profit
growth, a reduction in the effective headline tax rate and the
benefit from the ongoing share buyback programme. The headline
tax charge for FY2022 of £104m (FY2021: £96m) represents an
effective rate of 27.6% (FY2021: 28.9%).
ROCE increased +30bps to 14.2% ( FY2021: 13.9%). This reflects
the higher profitability of the Group, more than offsetting the
temporary increase in working capital. For further detail of the
calculation, please refer to note 29 to the financial statements.
Smiths has a strong track record of operating cash conversion,
having averaged 100% over the last five years. This year, we
delivered solid operating cash conversion of 80% (FY2021: 129%)
while navigating supply chain disruption and the associated
investment in working capital. Headline operating cash-flow was
£332m (FY2021: £510m).
In FY2022, we embedded our Smiths Excellence System across
the company. SES is a step change in approach and operating
rhythm; executing with greater pace, urgency and consistency in
support of our priorities.
SES is well resourced with six full-time Master Black Belts (MBB)
and 23 Black Belts (BB) in place and the first high-impact Black
Belt projects now underway. Both the MBBs and BBs are dedicated
resources leading continuous improvement projects across the
organisation. Their current projects are focused on improving
lead times, order book conversion, increasing capacity and cost
reduction, which are helping to both navigate the immediate shortterm disruptions and support more efficient margin expansion
as we grow the top line. SES links our actions to our strategy,
prioritises for high impact and creates full-time continuous
improvement career paths.
We have also identified some targeted savings projects to drive
enhanced efficiency and agility in responding to our end markets.
In John Crane, the focus is to simplify the organisation to better
serve our customers and maximise growth opportunities.
In Smiths Detection, we are restructuring the operations to be
more resilient and improve efficiency in response to market
conditions. The non-headline charge for these savings projects
is expected to be £35-40m in FY2023, with annualised benefits of
£25-30m, of which approximately 50% is expected to be delivered
in FY2023.
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We continue to support our colleagues in the Ukraine/Russia
region amidst the ongoing conflict. As communicated at the
interim results, we stopped all sales into Russia following the
invasion and are in the process of exiting our operations in Russia.
An associated non-headline charge of £19m is included in the
accounts, further details can be found in note 3 of the financial
statements. We made a Group-wide donation to the Red Cross to
support the vital work they are doing for the people of Ukraine, and
implemented a donation matching scheme for our colleagues.
During FY2022 a number of senior appointments were made to
the leadership team including Clare Scherrer as Chief Financial
Officer, Bernard Cicut as President of John Crane, Vera Kirikova
as Chief People Officer and John Ostergren as Chief Sustainability
Officer. All of these individuals bring a wealth of experience which
will help accelerate our progress in executing our strategy.
Under this refreshed leadership, as we continue to strengthen
our culture, we have introduced a set of behaviours: the Smiths
Leadership Behaviours, to bring our Values to life. These seven
Behaviours describe how we work with one another and take
ownership and accountability for our actions. They apply to
everyone at Smiths – from the shop floor to senior executives.
We developed the Smiths Leadership Behaviours through a
robust process of focus groups, which gathered the views of
colleagues from 21 countries and 72 sites across the organisation.
These were followed by workshops with our Executive Committee
to create and refine a set of behaviours that would be relevant and
compelling for the whole organisation and support future growth.
The Behaviours will become foundational to processes including
recruitment, development, career progression and reward.
We believe that they will enable the Smiths culture to be even
more dynamic and inclusive.
An important step in embedding an inclusive and diverse culture
is increasing our gender diversity. We are focused on proactively
increasing the number of women in leadership roles at Smiths.
We have 45% female representation on the Smiths Board, and
we welcomed three new female members to our Executive
Committee in FY2022 (31% female). Women make up 28% of our
global employee population, but only 24% of our senior leaders
are female. We are working to change this with a programme of
activities designed to identify, support and advance the careers of
women at Smiths.
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Our ESG approach
Environment, Social and Governance (ESG) performance is
at the very centre of our Purpose, and fundamental to each of
our priorities.
During FY2022, we established a Science, Sustainability &
Excellence Committee of the Board, chaired by Dame Ann
Dowling, to provide guidance and supervision of our sustainability
strategy. We put in place the company’s first Chief Sustainability
Officer who is leading our sustainability strategy and targets
throughout the business. This strategy (which will be set
out in full in our inaugural Sustainability at Smiths report in
October), describes how we are embracing and prioritising ESG
performance at Smiths to deliver on our Purpose and create
genuine and significant value for all our stakeholders. To support
the delivery of our strategy, executive compensation is now linked
to our sustainability targets, with ESG metrics (GHG reduction and
energy usage) included in our annual and our long-term incentive
compensation programmes beginning in FY2023.
Delivering sustainable growth means leveraging our unique
capabilities to develop and commercialise green technology that
will help transform industries and provide our customers with
solutions for their operations, enabling them to meet their own
environmental targets across climate risk, energy transition
and other environmental needs. Examples include methane
abatement; more energy efficient critical safety infrastructure;
electrical heating solutions; transmission and storage of
alternative fuels; carbon capture; and next generation electrical
connectors that will safely and reliably support the digitisation and
electrification of infrastructure.
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Delivering our ESG commitments, which include targets for
reduction in water, waste and packaging, and our Net Zero GHG
emissions commitments for Scope 1, 2 and 3, will improve the
environmental execution of our operations, our products and our
supply chain. In preparation for setting science-based targets
aligned to our Net Zero commitments, we made further progress
understanding and categorising the underlying data. In FY2022,
normalised GHG emissions reduced by (7.2)%, normalised water
usage reduced by (4.5)% and normalised non-recyclable waste
reduced by (11.5)%. These reductions are on top of significant
progress already made since FY2007, when we first implemented
environmental targets.
We have set and communicated FY2024 environmental goals, an
important step to support the delivery of our commitment to Net
Zero GHG emissions for Scope 1 & 2 by 2040. We have a clear
roadmap for how we will achieve this, published on our website.
It details the path we are taking to achieve Net Zero Scope 1 & 2
emissions by 2040 and, furthermore, our ambition to achieve Net
Zero Scope 1, 2 and 3 emissions by 2050.
Our people are a key asset in delivering our ESG commitments.
We know that great things happen when we protect, respect,
and support our teams. We nurture our people and develop their
talents so that they flourish and can help build the Smiths of
tomorrow. We are supporting our teams to strengthen our local
communities and we are working every day with our unwavering
commitment to strong governance and ethical practice.
P
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Sustainability at Smiths
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CHIEF FINANCIAL
OFFICER’S
REVIEW OF
THE YEAR

“

Smiths simple and effective framework
translates business strengths into financial
strengths resulting in strong cash generation
that in turn fuels reinvestment in organic growth,
complementary M&A and shareholder returns.”
Clare Scherrer,
CHIEF FINANCIAL OFFICER

Free cash-flow
In FY2022, free cash-flow generation was £130m (FY2021: £284m)
or 31% of headline operating profit ( FY2021: 76%), reflecting an
increased investment in inventory and capital expenditure.

Pensions
Included within free cash-flow was £9m of pension contributions,
(FY2021: £30m). The significant reduction in pension contributions
reflects no contributions needed to the TI Group Pension Scheme
(TIGPS) and £3m to the Smiths Industries Pension Scheme (SIPS),
given the well-funded position of both schemes. For FY2023, we
expect total cash contributions to be around £(12)m (including
a funded US plan, unfunded schemes and post-retirement
healthcare plans).
In June 2022, the TIGPS Trustee completed a deal to secure its
remaining uninsured pension liabilities, by way of a £640 million
bulk annuity buy-in with Rothesay Life plc. This means that all
of the Scheme’s liabilities are now insured, with a final buy-out
of the scheme to be completed as soon as reasonably practical,
delivering certainty for the Scheme’s 21,000 members and
removing future risk for Smiths. As a result of the buy-in a £171m
non-headline charge was recognised in the FY2022 accounts
and the net accounting pension surplus decreased to £194m
(FY2021: £413m).
SIPS is estimated to be in surplus on the Technical Provisions
funding basis. Given the funding position, no further cash
contributions are currently being made. The Group and the SIPS
Trustee continue to work together to progress towards full buyout funding.
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The two main UK pension schemes and the US pension plan
are well hedged against changes in interest and inflation rates.
Over 90% of their assets are invested in third-party annuities,
government bonds, investment grade credit or cash, with no
remaining equity investments. As at 31 July 2022, over 60% of
the UK liabilities had been de-risked through the purchase of
annuities from third-party insurers.

Capital allocation
Net debt at 31 July 2022 was £150m (FY2021: £1,018m), £868m
stronger as a result of the proceeds received from the sale of
Smiths Medical in January 2022. Net debt to headline EBITDA has
improved to 0.3x (FY2021: 1.6x).
Given our strong balance sheet position and capital allocation
approach, we initiated a £742m share buyback in November 2021.
As at 16 September 2022, we had completed 76% of the programme.
At the current run-rate and share price, we would complete the
programme in early CY2023, with an anticipated reduction in shares
to ~346m (a 13% reduction).
In line with our progressive dividend policy the Board is
recommending a final dividend of 27.3p, bringing the total dividend
for the year to 39.6p, a year-on-year increase of +5% (FY2021: 37.7p).
The final dividend will be paid on 18 November 2022 to shareholders
on the register at close of business on 21 October 2022. Our dividend
policy aims to increase dividends in line with growth in earnings
and cash-flow with the objective of maintaining minimum
dividend cover of around two times. The policy enables us to retain
sufficient cash-flow to finance investment in growth and meet our
financial obligations. In setting the level of dividend payments,
the Board considers prevailing economic conditions and future
investment plans.
The Company offers a Dividend Reinvestment Plan (DRIP) enabling
shareholders to use their cash dividend to buy further shares in the
Company – see our website for details. To participate in the DRIP,
shareholders must submit their election notice to be received by
28 October 2022 (the Election Date). Elections received after the
Election Date will apply to dividends paid after 18 November 2022.
Purchases under the DRIP are made on, or as soon as practicable
after, the dividend payment date and at prevailing market prices.
We also applied proceeds from the sale of Smiths Medical to reduce
debt by redeeming early a $400m bond on 17 February 2022 which
was due to be repaid in October 2022. This resulted in gross debt of
£1,166m (FY2021: £1,546m) as at 31 July 2022. There are no financial
covenants associated with the gross debt. As at 31 July 2022 the
weighted average maturity was 2.5 years, with the next maturity due
in April 2023. Cash increased to £1,056m (FY2021: £405m).
An $800m (c.£656m at the period-end exchange rate) revolving
credit facility (RCF) remains undrawn and matures in November
2024. The only financial covenant relates to interest cover, under
which EBITDA must be greater than or equal to 3 times net interest.
Taking cash and the RCF together, total liquidity was over £1.7bn
at the end of the period.
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Statutory results
Income statement
The £300m difference between headline operating profit of
£417m and statutory operating profit of £117m is non-headline
items as defined in note 3 of the financial statements. The largest
constituents relate to the TIGPS buy-in which resulted in an
accounting charge of £171m, amortisation of acquired intangible
assets of £51m, Russia-related impairment and closure
costs of £19m, past service costs for benefit equalisation and
improvements of £43m, asbestos litigation in John Crane, Inc, and
subrogation claims in Titeflex Corporation. Statutory operating
profit of £117m was £209m lower than last year (FY2021: £326m),
reflecting higher non-headline charges offsetting the increase in
headline operating profit.
Statutory finance costs were £(14)m (FY2021: £(86)m), mainly due
to a £22m foreign exchange gain on an intercompany loan with
Smiths Medical (FY2021: £(50)m) which was settled on disposal;
the matching credit in discontinued operations nets out to zero in
total Group earnings.
Non-headline taxation items of £14m relate to amortisation of
acquisition-related intangible assets, legacy pension scheme
arrangements, litigation provisions and non-headline finance
items. The statutory effective tax rate was 87% (FY2021: 35%),
driven principally by the non-headline settlement loss from
the TIGPS buy-in for which there was no associated deferred
tax. Please refer to notes 3 and 6 of the financial statements for
further details.

Discontinued operations – Smiths Medical
On 6 January 2022, the Group completed the sale of Smiths
Medical to ICU Medical, Inc. (ICU) at an enterprise value of $2.7bn
and an equity value of $2.4bn after adjustments for debt, liabilities
and working capital.
For the five months that Smiths Medical remained in the Group, it
delivered headline profit after tax of £49m.
The difference between statutory and headline profit after tax
is £973m, which includes £1,036m gain on disposal, £(33)m
of regulatory remediation costs, £(14)m from the impairment
of investments, £(22)m of foreign exchange losses on the
intercompany loan with Smiths Group (continuing operations), and
+£6m of tax credit on these non-headline items. Please refer to
notes 3 and 27 of the financial statements for further details.

Total Group profit after tax and EPS
Statutory profit after tax for the total Group increased by +263%
to £1,035m (FY2021: £285m) which included the profit on sale
of Smiths Medical. Statutory basic EPS was up +273% to 267.1p
(FY2021: 71.7p).

Statutory cash-flow
Statutory net cash inflow from operating activities for the total
Group was £279m (FY2021: £535m). See note 28 to the financial
statements for a reconciliation of headline operating cash-flow to
statutory cash-flow.
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Foreign exchange
The results of overseas operations are translated into sterling at
average exchange rates. Net assets are translated at period-end
rates. The Group is exposed to foreign exchange movements,
mainly the US Dollar and the Euro. The principal exchange rates,
expressed in terms of the value of Sterling, are shown in the
following table:
Average rates

Period-end rates

31 July 2022 31 July 2021
(12 months) (12 months) 31 July 2022 31 July 2021

USD
EUR

1.32
1.18

1.36
1.13

1.22
1.19

1.39
1.17

Litigation
Smiths Group faces different types of litigation in different
jurisdictions. Please see below an update on the two significant
litigation provisions. For more information, refer to note 23 of
the financial statements.

John Crane, Inc. litigation
John Crane, Inc. (JCI) a subsidiary of the Group, continues to
actively monitor the conduct and effect of its current and expected
asbestos litigation, including the effective presentation of its ‘safe
product’ defence, and intends to resist asbestos cases based
on this defence. Approximately 306,000 claims against JCI have
been dismissed before trial over the last 40 years. JCI is currently
a defendant in cases involving approximately 22,000 claims.
Despite these large numbers of claims, since the inception of
asbestos litigation against JCI it has had 149 cases and has had to
pay awards amounting to approximately $175m.
At 31 July 2022, the aggregate provision for JCI asbestos litigation,
including for adverse judgements and defence costs, amounted to
£229m (FY2021: £212m) expressed at the then current exchange
rate. In deciding upon the amount of the provision, JCI has relied
on independent expert advice from a specialist.

Titeflex Corporation litigation
Titeflex Corporation, a subsidiary of the Group in the Flex-Tek
division, has received a number of claims in recent years from
insurance companies seeking recompense on a subrogated
basis for the effects of damages allegedly caused by its flexible
gas piping products being energised by lightning strikes. It has
also received a number of product liability claims relating to
this product, some in the form of purported class actions.
Titeflex Corporation believes that its products are a safe and
effective means of delivering gas when installed in accordance
with the manufacturer’s instructions and local and national codes;
however, some claims have been settled on an individual basis
without admission of liability. The continuing progress of claims
and the pattern of settlement, together with recent market-place
activity, provide sufficient evidence to recognise a liability in
the accounts.
At 31 July 2022, a provision of £52m (FY2021: £47m) has been
made for the costs which the Group expects to incur in respect of
these claims. For the Group’s litigation provisions, because of the
significant uncertainty associated with the future level of claims
and of the costs arising out of the related litigation, there is no
guarantee that the assumptions used to estimate the provision
will result in an accurate prediction of the actual costs that may
be incurred.
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DIVISIONAL REVIEW

JOHN CRANE
READ MORE
www.smiths.com

FY2022 FINANCIAL PERFORMANCE
FY2022
£m

Revenue
Original Equipment
Aftermarket
Energy
Industrials
Headline operating profit
Headline operating profit margin
Statutory operating profit
Return on capital employed
R&D cash costs as % of sales

FY2021
£m

Reported
growth

901
865
279
273
622
592
530
510
371
355
188
187
20.9% 21.6%
167
184
19.4% 20.0%
2.5% 2.1%

+4.2%
+2.2%
+5.1%
+3.9%
+4.5%
+0.2%
(70)bps
(9.2)%
(60)bps
+40bps

H1
organic
growth

H2
organic
growth

FY
organic
growth

+5.1%
+2.5%
+3.7%
+1.8%
+2.7%
+2.3%
+6.6%
+2.4% +4.3%
+7.5%
+0.3% +3.5%
+1.7%
+5.8%
+3.9%
+6.3%
(8.9)% (2.8)%
+20bps (270)bps (140)bps

REVENUE
FY2021
reported

Foreign
exchange

Organic
movement

FY2022
reported

865

4

32

901

FY2021
FY2021 restructuring
reported
costs

Foreign
exchange

Organic
movement

FY2022
reported

2
(5)
+10bps (140)bps

188
20.9%

(£m)

Revenue

OPERATING PROFIT
(£m)

Headline operating profit
Headline operating profit margin

John Crane’s strong market position,
global service network, and collaborative
customer relationships underpin its
performance. Organic revenue was up
+3.7% for the year, with growth across
both of John Crane’s segments; Energy
up +3.5% and Industrial up +3.9%.
On a reported basis, revenue was up
+4.2%, with a £4m favourable foreign
exchange impact.
Activity levels remained high through
FY2022 with +10.5% order growth and
a record order book. Organic revenue
growth in H2 of +2.5% (H1: +5.1%) was
tempered by the cessation of sales into
Russia from March 2022, a (110)bps
impact for H2 and (60)bps for FY2022.
Extended lead times on certain materials
also impacted order book conversion.

187
21.6%

4
+50bps

Aftermarket represents 69% of John
Crane’s revenue (FY2021: 68%).
Aftermarket revenue was up +4.3% on an
organic basis. John Crane’s large installed
base and leading service offering positions
it well to meet the strong demand for
aftermarket repairs, maintenance and
upgrades. Organic revenue from Original
Equipment (OE) was up +2.3%. The rate
of new orders continues to improve, with
strong OE order growth in the second half.
Customer demand across both OE and
aftermarket is strong, driven by the
increasing demand for energy, along
with decarbonisation and the transition
to clean energy sources. Customers are
requiring systems to be more reliable
and energy efficient, interconnected and
digitally enabled, and use diverse lowcarbon energy sources. These trends
benefit John Crane as they require
significant investment in new infrastructure
and retrofits to existing infrastructure,
as well as new technology to reduce
cost and accelerate the deployment of
cleaner energy.

John Crane is well positioned to support
customers through the energy transition.
John Crane is working closely with
customers and stakeholders to accelerate
innovation across several decarbonisation
themes to reduce methane and other
GHG emissions, increase asset efficiency,
and enable rapid scaling of low-carbon
hydrogen, along with carbon capture,
utilisation and storage. As an example,
the John Crane Sense® digital platform
monitors the condition and effectiveness of
equipment and helps customers optimise
maintenance schedules and minimise
downtime. John Crane’s upstream
pumping seals, used in water intensive
industries, save an average of one million
gallons of water per seal per year.
John Crane secured multiple new
contracts in sustainability and hydrogen
including from NatureWorks, one of the
largest producers of biopolymers and the
NEOM Green Hydrogen Project, further
cementing John Crane’s leadership in
these major environmental themes.
Headline operating profit of £188m
decreased by (2.8)% on an organic
basis, as pricing offset cost inflation
but was impacted by increased costs
associated with supply chain disruption
and increased R&D investment for future
growth. To further strengthen John
Crane’s position for these significant
growth opportunities and to better serve
customers a number of targeted actions
have been identified. These actions are
focused on simplifying the end-to-end
value chain resulting in an even more agile
and efficient business.
Headline operating profit was up +0.2% on
a reported basis, with +£2m of favourable
foreign exchange and £4m of restructuring
costs charged in FY2021. The difference
between statutory and headline operating
profit includes the net cost in relation
to the provision for John Crane, Inc.
asbestos litigation and Russia-related
impairment and closure costs.
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ROCE
ROCE was 19.4%, down (60)bps, due
to investment in working capital
through FY2022.

R&D
Cash R&D expenditure increased to 2.5%
of sales (FY2021: 2.1%). John Crane’s
innovation is primarily focused on
enhancing efficiency, performance and
sustainability by using materials science
advancements to reduce friction in highduty wet seals or increase maximum
rotating speed required in next generation
hydrogen compressors. John Crane
is also investing in faster modelling to
reduce development time and increase
seal performance.
John Crane sealing solutions have a
significant role in helping our customers
in their sustainability journeys through
reducing leaks. Examples of such products
include a seal for demanding hydrocarbon
pipelines with a unique, patented seal
technology that significantly extends the
mean time between repair, reducing
maintenance, improving efficiency and
protecting the environment from potentially
harmful leaks. We also launched John
Crane Sense® Turbo, which includes a
first-to-market sensor-enabled dry gas
seal. This ground-breaking technology
introduces the John Crane Sense®
platform, providing real-time monitoring
and machine learning diagnostics on
equipment, helping customers to prevent
leaks and reduce downtime.
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SMITHS DETECTION
READ MORE
www.smiths.com

FY2022 FINANCIAL PERFORMANCE
FY2022
£m

Revenue
Original Equipment
Aftermarket
Aviation
Other Security Systems
Headline operating profit
Headline operating profit margin
Statutory operating profit
Return on capital employed
R&D cash costs as % of sales

FY2021
£m

Reported
growth

655
721
(9.1)%
300
390 (23.1)%
355
331
+7.3%
467
546 (14.5)%
188
175
+7.4%
73
99 (26.8)%
11.1% 13.7% (260)bps
36
77 (53.2)%
7.1% 9.7% (260)bps
9.3% 7.4% +190bps

H1
organic
growth

H2
organic
growth

FY
organic
growth

(7.2)% (11.3)%
(17.5)% (26.7)%
+4.0%
+7.7%
(12.5)% (16.5)%
+8.1%
+6.2%
(13.0)% (42.0)%
(80)bps (570)bps

(9.4)%
(22.6)%
+5.9%
(14.7)%
+7.1%
(30.7)%
(340)bps

REVENUE
(£m)

Revenue

FY2021
reported

Foreign
exchange

Organic
movement

FY2022
reported

721

2

(68)

655

OPERATING PROFIT
(£m)

Headline operating profit
Headline operating profit margin

Smiths Detection grew in all segments
except for Aviation original equipment (OE)
which, as anticipated, was impacted by its
challenging end market. Organic revenue
declined (9.4)% or (9.1)% on a reported
basis, including £2m of favourable foreign
exchange. The cessation of sales to Russia
resulted in a headwind of (70)bps in H2 and
(40)bps for the full year.
OE represented 46% of FY2022 revenues.
Organic OE revenues were down (22.6)%.
Good growth in OE sales for Other Security
Systems (OSS) were more than offset by
lower Aviation OE sales as customers
continue to stabilise operations post the
COVID pandemic.
54% of Smiths Detection’s sales
were derived from the aftermarket.
The underlying trend in aftermarket
revenues across both Aviation and Other
Security Systems continued to improve,
accelerating in H2 to deliver +5.9% growth
in FY2022, reflecting the benefit of a large
installed base and a return to more typical
operating patterns.

FY2021
FY2021 restructuring
reported
cost

99
13.7%

6
+90bps

Organic
movement

FY2022
reported

(1)
(31)
(10)bps (340)bps

73
11.1%

Foreign
exchange

Organic revenue from Aviation decreased
(14.7)% reflecting the slowdown in the
Aviation OE market. Although we expect
continued market challenges in the nearterm, we are increasingly well positioned for
recovery when it comes. Tender activity in
Aviation has started to increase, and Smiths
Detection continues to secure new contracts
with order intake growing. Recent wins
include contracts for hold baggage in the
US; checkpoint security in Italy, Japan and
Ireland; and for both hold baggage and
checkpoint in Mexico and South Korea.
Organic revenue from OSS grew by +7.1%,
driven by demand for Ports & Borders
solutions. Expanding the OSS segment is a
key tenet of Smiths Detection’s strategy to
expand into attractive market adjacencies.
This is demonstrated by key OSS contract
wins in FY2022 including high-energy X-ray
systems for customers in Japan and the
US; this year’s Commonwealth Games
where Smiths Detection were the official
security provider; radiation solutions to
transportation customers in the US; and
defence equipment development projects for
the US Department of Defense.
Given the new contract wins across Aviation
and OSS and the strong order intake
through FY2022 we expect a return to
growth in FY2023.
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Smiths Detection’s headline operating
profit was down (30.7)% on an organic
basis, impacted by lower volumes and
supply chain challenges, particularly
the scarcity of electronic components
and increased logistics costs.
Headline operating profit of £73m was
down (26.8)% on a reported basis,
including £(1)m adverse foreign exchange
translation and £6m of restructuring
charges in FY2021.
Headline operating profit margin was
11.1%, down (340)bps on an organic
basis and (260)bps on a reported basis.
A number of restructuring initiatives
are underway that will enable Smiths
Detection to be more resilient in
responding to changes in its end markets
and deliver improved margins.
The difference between statutory and
headline operating profit primarily reflects
amortisation of acquired intangibles and
a charge for write-downs associated with
Smiths Detection’s exit from Russia.

ROCE
ROCE decreased by (260)bps to 7.1%,
due to lower profitability in FY2022.

R&D
Cash R&D expenditure was 9.3% of sales,
+190bps higher than last year. This includes
an increase in customer funded projects to
£14m (FY2021: £9m).
Smiths Detection continued to invest
in the development of next generation
detection devices for the defence market,
new algorithms to improve the detection
of dangerous goods, and digital solutions
to strengthen our aftermarket proposition
to make people and infrastructure
safer. Certain programmes are cofunded by strategic customers seeking
next-generation solutions to security
challenges. During FY2022, we launched
a new high-volume air cargo screening
technology, as well as an extension of our
automated detection algorithm, iCMORE,
to enable currency detection, supporting
the fight against global money laundering,
weapons detection, lithium batteries and
dangerous goods.
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FLEX-TEK
READ MORE
www.smiths.com

FY2022 FINANCIAL PERFORMANCE
H1
organic
growth

H2
organic
growth

FY
organic
growth

647
508 +27.4% +10.0%
531
409 +29.8%
+8.5%
116
99 +17.5% +16.1%
133
97 +37.1% +18.3%
20.6% 19.1% +150bps +150bps
106
83 +27.7%
25.6% 21.6% +400bps
0.4% 0.5% (10)bps

+20.9%
+22.6%
+13.4%
+24.3%
+60bps

+16.1%
+16.3%
+14.6%
+21.7%
+90bps

FY2022
£m

Revenue
Industrials
Aerospace
Headline operating profit
Headline operating profit margin
Statutory operating profit
Return on capital employed
R&D cash costs as % of sales

FY2021
£m

Reported
growth

REVENUE
(£m)

FY2021
reported

Foreign
exchange

Acquisitions

Organic
movement

FY2022
reported

508

14

42

83

647

FY2021
reported

Foreign
exchange

Acquisitions

Organic
movement

FY2022
reported

97
19.1%

3
+10bps

11
+50bps

22
+90bps

133
20.6%

Revenue

OPERATING PROFIT
(£m)

Headline operating profit
Headline operating profit margin

Flex-Tek’s agile operating model and
close customer relationships contributed
to a record year for the business.
Organic revenue increased +16.1%,
with record growth in the second half
of +20.9%. Revenue grew +27.4% on a
reported basis, including +£14m favourable
foreign exchange translation and +£42m
from acquisitions.
Organic revenue from Flex-Tek’s Industrial
segment was up +16.3%. Strong growth
was driven by demand for its constructionrelated products in the US, particularly
for HVAC applications, where Flex-Tek
continued to outperform the underlying
market. Other drivers included good growth
of its industrial heat applications and active
price management. Demand remained
strong throughout the second half, and
the business remains vigilant of key
market indicators.

During the second half, Flex-Tek continued
to execute its growth strategy, launching
the Python line sets product, a multi-layer
pipe used in various HVAC applications,
replacing the traditional and more costly
copper pipes. It also expanded its metal
ducting offering which was introduced to
the portfolio as part of the Royal Metals
acquisition, with the opening of a dedicated
greenfield facility in Texas.
Organic revenue from Flex-Tek’s Aerospace
segment was up +14.6% as the aerospace
market benefits from an increasing number
of aircraft builds.
Headline operating profit increased
+21.7% on an organic basis, reflecting
increased volumes and strong cost
management. Headline operating profit
was up +37.1% at £133m on a reported
basis, including +£3m favourable foreign
exchange translation and +£11m from
acquisitions. Headline operating profit
margin was up +150bps to 20.6%, on a
reported basis. The difference between
statutory and headline operating profit is
due to amortisation of acquired intangible
assets and provision for Titeflex Corporation
subrogation claims.
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In February 2021, the Group acquired Royal
Metal, a leading manufacturer of residential
and light commercial HVAC products for
$107m. During H1 2022 the acquisition
contributed £42m of revenue and £11m of
operating profit. Since February 2022, Royal
Metal results have been accounted for as
organic growth.
Royal Metal complements the organic
growth that Flex-Tek is already driving
through the development of innovative air
distribution products that support improved
energy efficiency and indoor air quality.
The acquisition provides the benefits of
complementary HVAC portfolios, synergies
in distribution, and positive pricing,
demonstrating the value that we can create
through our highly disciplined and selective
M&A process.

ROCE
ROCE increased +400bps to 25.6%
reflecting the record profit growth
in FY2022.

R&D
Cash R&D expenditure remained broadly
consistent at 0.4% of sales (FY2021: 0.5%).
R&D is focused on developing new products
for the construction market, and an
expanded product offering in aerospace.
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SMITHS INTERCONNECT
READ MORE
www.smiths.com

FY2022 FINANCIAL PERFORMANCE
FY2022
£m

Revenue
Headline operating profit
Headline operating profit margin
Statutory operating profit
Return on capital employed
R&D cash costs as % of sales

FY2021
£m

Reported
growth

H1
organic
growth

H2
organic
growth

FY
organic
growth

363
312 +16.3% +12.9% +14.8% +13.9%
65
35 +88.2% +58.7% +28.0% +39.7%
18.0% 11.2% +680bps +490bps +190bps +330bps
64
34 +88.2%
16.3% 8.8% +750bps
5.6% 6.3% (70)bps

REVENUE
FY2021
reported

Foreign
exchange

Organic
movement

FY2022
reported

312

6

45

363

FY2021
FY2021 restructuring
reported
costs

Foreign
exchange

Organic
movement

FY2022
reported

1
19
+10bps +330bps

65
18.0%

(£m)

Revenue

OPERATING PROFIT
(£m)

Headline operating profit
Headline operating profit margin

35
11.2%

10
+330bps

Smiths Interconnect’s cutting-edge
solutions and strong positions in its market
subsegments underpinned a very strong
FY2022 performance with organic revenue
up +13.9%. Revenue growth in H2 2022
accelerated to +14.8% reflecting ongoing
momentum from a growing order book and
new product launches. Revenue increased
by +16.3% on a reported basis, with +£6m
favourable foreign exchange translation.

Headline operating profit increased +39.7%
on an organic basis, with growth driven
by strong revenue performance, positive
pricing actions and good supply chain
management. Headline operating profit was
up +88.2% to £65m on a reported basis,
including £10m of restructuring costs in
FY2021. Headline operating profit margin
was 18.0%, up +680bps on a reported basis
and +330bps on an organic basis.

This strong performance reflects growth
across the semiconductor test business
with continued high demand, coupled with
new product launches and new customer
wins. Smiths Interconnect’s space and
defence products also delivered good
growth, in particular coming from the
launch of 28G fibre-optic transceivers for
satellite communications and from spacequalified connectors. During the second
half, Smiths Interconnect progressed
its growth into adjacencies with the
successful introduction of its first medical
cable assembly product.

The difference between statutory and
headline operating profit reflects the
amortisation of acquired intangibles.

Smiths Interconnect enters FY2023
with significant orders for its spacequalified products for commercial
satellite constellations, next generation
chip testing solutions and for medical
cable assemblies.

ROCE
ROCE increased +750bps to 16.3%, driven
by higher profitability.

R&D
Cash R&D expenditure represented 5.6%
of sales (FY2021: 6.3%), with the absolute
spend year on year remaining the same.
R&D is focused on bringing to market new
products that improve connectivity and
product integrity in demanding operating
environments. Product launches included
the new space qualified connectors
and optical transceivers, which enable
high-speed, reliable data processing
for communication satellites and GPS
navigation systems; medical connectors
used in critical care; and upgrades of semitest products.
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Key
Link to strategy

Growth
Execution
People

Financial targets
Our financial targets were set out at our Capital Markets Day in November 2021. Our robust financial framework
underpins the Smiths Value Engine powered by recurring revenue growth, high margins, low asset intensity and
exceptional cash generation.
All measures exclude Smiths Medical. Alternative Performance Measures (APMs) and key performance indicators are defined in note 29
to the financial statements.

ORGANIC REVENUE GROWTH
Growing faster is the primary driver of unlocking value
creation for the Group.

FY2022 PROGRESS
In FY2022 we delivered organic revenue growth in all four
quarters of the year and full year growth of +3.8%. Growth
accelerated in H2 vs H1 to +4.1%.

STRATEGY

MEDIUM-TERM
TARGET

+4-6%

PERFORMANCE
FY2022

3.8%

FY2021

(2.2)%

FY2020

(1.0)%

FY2019

3.0%

FY2018

3.4%

LINKED TO
REMUNERATION

P

11

READ MORE
CEO review of the year

OPERATING PROFIT MARGIN
Stronger execution is the second key priority for the Group
and will drive higher margins.

FY2022 PROGRESS
In FY2022 margin was resilient at 16.3%, amidst a challenging
macro environment, while continuing to invest in future
growth.

STRATEGY

MEDIUM-TERM
TARGET

18-20%

PERFORMANCE
FY2022

16.3%

FY2021

15.5%

FY2020

12.8%

FY2019

17.1%

FY2018

16.6%

LINKED TO
REMUNERATION

P

11

READ MORE
CEO review of the year

EARNINGS PER SHARE GROWTH
Strong margins will convert revenue growth into
earnings growth.

FY2022 PROGRESS
In FY2022 we delivered strong EPS growth of 17.8%, driven
by operating profit growth, a reduction in the effective
headline tax rate, and the benefit from the ongoing share
buyback programme.

STRATEGY

MEDIUM-TERM
TARGET

+7-10%

PERFORMANCE
FY2022

17.8%

FY2021

19.3%

FY2020

(27.4)%

FY2019

11.0%

FY2018

11.7%

LINKED TO
REMUNERATION

P

11

READ MORE
CEO review of the year
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RETURN ON CAPITAL EMPLOYED (ROCE)
Monitoring our return on capital acts as a discipline on both
organic and inorganic investment to drive maximum value
from our growth.

FY2022 PROGRESS
In FY2022 ROCE increased +30bps to 14.2% as high
profitability more than offset investment in working capital.

STRATEGY

MEDIUM-TERM
TARGET

15-17%

PERFORMANCE
FY2022

14.2%

FY2021

13.9%

FY2020

12.8%

FY2019

15.7%

FY2018

15.3%

LINKED TO
REMUNERATION

P

11

READ MORE
CEO review of the year

OPERATING CASH CONVERSION
Maintaining our strong track record of cash conversion is a
key component of our robust financial framework.

FY2022 PROGRESS
In FY2022 we delivered solid operating cash conversion
of 80% while navigating supply chain disruption and the
associated investment in working capital.

STRATEGY

MEDIUM-TERM
TARGET

100%+

PERFORMANCE
FY2022

80%

FY2021

129%

FY2020

112%

FY2019

74%

FY2018

104%

LINKED TO
REMUNERATION

P

11

READ MORE
CEO review of the year

Operational targets
Our operational targets are also aligned to our three Smiths Value Engine priorities.
Alternative Performance Measures (APMs) and key performance indicators are defined in note 29 to the financial statements.

GROSS VITALITY
Gross Vitality measures the revenue contribution of
products launched in the last five years. Improved new
product development and commercialisation is a key
component of our growth strategy.

STRATEGY

FY2022 PROGRESS
In FY2022 revenue from new products increased to 31% of
total revenue, demonstrating the success of our continued
investment in R&D and commercialisation of new products.

MEDIUM-TERM
TARGET

PERFORMANCE

P

FY2022

31%

FY2021

25%

30%+

Gross Vitality is a new KPI in FY2022

Meeting our commitment to deliver Net Zero Scope 1 &
2 GHG emissions by 2040 is a fundamental part of our
sustainability strategy. Performance data is normalised to
revenue.

STRATEGY

PERFORMANCE

FY2022 PROGRESS
In FY2022 we achieved a reduction in Scope 1 & 2 emissions
of (7.2)% normalised to revenue. Absolute Scope 1 & 2
emissions fell by (1.1)%.

MEDIUM-TERM
TARGET

11

READ MORE
CEO review of the year

GREENHOUSE GAS REDUCTION

FY2022

Net Zero
Scope 1 &
2 emissions
by 2040

(7.2)%

LINKED TO
REMUNERATION

P

FY2021 data was restated in FY2022 using the basis
of preparation described on page 29. Historic Scope
1 & 2 data is therefore not comparable.

24

READ MORE
Sustainability at Smiths

SMITHS GROUP PLC ANNUAL REPORT FY2022

01 OVERVIEW

02 STRATEGIC REPORT

03 GOVERNANCE

04 FINANCIAL STATEMENTS

23

RECORDABLE INCIDENT RATE
Our commitment to our people starts with keeping us
all safe and healthy. This is our essential foundation and
number one focus. Our key safety metric is Recordable
Incident Rate (RIR) per 100 colleagues.

STRATEGY

FY2022 PROGRESS
Group RIR in FY2022 was 0.54, 15% above FY2021, but
continued to track below the industry average and in the top
quartile of industry performance.

MEDIUM-TERM
TARGET

PERFORMANCE

P

FY2022

0.54

FY2021

0.47

FY2020

0.35

A zero harm
workplace

FY2019

0.50

FY2018

0.44

STRATEGY

PERFORMANCE

24

READ MORE
Sustainability at Smiths

MY SAY SURVEY ENGAGEMENT SCORE
Engaging our people is key to the success of our strategy.
We have been tracking employee engagement on a range of
important cultural measures since 2017.

P

FY2022

72

FY2021

71

FY2020

73

Upper
quartile

FY2019

72

FY2018

71

We are focused on proactively increasing the number of
women in leadership roles at Smiths, with our measure
being percentage of senior leadership positions taken by
females.

STRATEGY

PERFORMANCE

FY2022 PROGRESS
We made progress during FY2022 to reach 24% senior
leadership positions taken by females.

MEDIUM-TERM
TARGET

FY2022 PROGRESS
Our overall global engagement score remained stable
in FY2022 and we continued to have a very high survey
response rate of 82%.

MEDIUM-TERM
TARGET

24

READ MORE
Sustainability at Smiths

DIVERSITY

30% by
the end of
FY2024

P

FY2022

24%

FY2021

23%

Percentage of senior leadership positions taken by
females is a new KPI in FY2022.

24

READ MORE
Sustainability at Smiths
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Environment, Social and Governance (ESG) performance
is at the very centre of our Purpose, and we are committed
to sustainability leadership.
We believe in doing business responsibly, the right way every day,
and translating our Purpose and Values into practical action that
mobilises Smiths strengths to improve our world. We are pioneering
progress towards a sustainable future through our products,
services, operations, and our people – pursuing excellence in
everything we do. We are committing to ambitious targets and taking
tangible action to deliver value for all our stakeholders.
See our Sustainability at Smiths Report for further information
on our ESG framework, priorities and performance.
READ MORE
Sustainability at Smiths Report

Our ESG framework
We distinguish ten foundational ESG elements that are essential to our success.
SUSTAINABILITY AT SMITHS

T
EN
M
N
IRO
V
EN

Commercialising
high-value
green technologies
Respecting natural
resources

Delivering
Net Zero GHG

Improving safety,
health and well-being

L
CIA
O
S

Promoting diversity,
equity and inclusion

Developing
talent

E
NC
A
RN
VE
O
G

24

Contributing to our
communities

Behaving ethically
and legally

Effective long-term
decision making and
transparency
Managing risk and
maintaining strong and
effective controls
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COMMERCIALISING HIGH-VALUE
GREEN TECHNOLOGIES

IMPROVING SAFETY,
HEALTH AND WELL-BEING

Among our biggest opportunities to deliver
stakeholder value is running our businesses well and
driving growth through delivery of top commercial
programmes that enable sustainability performance
for and through our customers.

Our commitment to our people starts with keeping us
all safe and healthy. This is our essential foundation
and number one focus. We strive to always improve
and be proactive, including designing for safety;
strengthening our safety culture every day; and
working to improve our colleagues’ lives in the round.

We support customers and industries that are leading the
way to a sustainable future by developing and implementing
green technology solutions targeting climate risk, energy
transition and next generation, efficient infrastructure.
Our unique engineering capabilities and technologies
position us strongly to support customers on this vital
journey and we are targeting new product development
opportunities in growth markets where our technology and
capabilities offer differentiated value through improved
sustainability performance.
Developing and commercialising sustainability-advantaged
products and services will enable Smiths to have an even
greater positive impact on global environmental priorities
than we could achieve on our own.

READ MORE
Sustainability at Smiths report

DELIVERING NET ZERO GHG

We have a successful record of delivering
reductions in our operational GHG emissions.
We are now taking big steps forward.
In FY2022, we committed to ambitious Net Zero targets that
align Smiths with the UN’s critical global climate objectives:
Net Zero emissions from our operations (Scope 1 & 2) by
2040 and Net Zero emissions from our supply chain and
products in use (Scope 3) by 2050.
P

30

READ MORE
Environment

RESPECTING NATURAL
RESOURCES

Natural resources are finite, and we
believe that all businesses have a responsibility
to use them respectfully and safely – minimising
consumption and preventing pollution.
Our longstanding commitments to use energy efficiently
and minimise waste are increasingly of interest and value
to our customers as they also seek to manage their own
environmental footprints.
P

30

READ MORE
Environment

We are thankful for those who came before us and
helped establish robust safety cultures at our sites that
we work to continuously renew, strengthen and connect.
We understand that strong safety culture is fundamentally
about keeping safety personal and must reflect, and
respect, our diverse and global organisation.
P

31

READ MORE
Safety

DEVELOPING TALENT

Our organisational commitment is to
ensure that all our colleagues have opportunities to
develop their skills and reach their full potential.
Smiths colleagues have access to training and resources
to undertake their roles safely, effectively, and in line with
our policies. Colleagues also have access to a developing
range of personal and skills growth resources as they
progress in their careers including specialist technical
and functional and externally accredited programmes.
We are currently honing our leadership programmes to
better support business needs and so that our leaders
can more effectively support their teams.

READ MORE
Sustainability at Smiths report
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PROMOTING DIVERSITY,
EQUITY AND INCLUSION

BEHAVING ETHICALLY
AND LEGALLY

Our team of colleagues represents dozens
of nations, speaking a multiplicity of languages,
and embodying many different perspectives. We strive
to embrace these differences and promote actions and
behaviours that will deliver an inclusive and supportive
work environment where every member of the Smiths
team can be the best version of themselves.

Behaving ethically and with integrity is a
fundamental part of our Values. We also operate in
some highly regulated markets and sectors which
require strict adherence to local and international
industry regulations.

We know that when colleagues feel included, valued, and
encouraged to make a meaningful contribution, Smiths will
thrive as we continue to attract and retain the diverse talent
that we need.
P

33

READ MORE
People

We have a mature governance environment with exacting
standards, robust diligence processes and a proactive
management approach. And we seek to work with partners
who support our Values to minimise risk and maximise
our positive social and environmental impact.

READ MORE
Sustainability at Smiths report

CONTRIBUTING TO
OUR COMMUNITIES

MANAGING RISK AND
MAINTAINING STRONG
AND EFFECTIVE CONTROLS

We aim to improve our world by
contributing positively to our communities
and society in general.

Continual assessment and management of risks,
and assurance through internal controls, is an
integral part of day-to-day operations at Smiths.

Smiths products and services support critical global
industries where we are pioneering progress in
safety, efficiency, and environmental performance.
Our operations around the world play a beneficial
role in local economies through job creation and skills
development; procurement and generating tax revenues;
and operating safely, environmentally responsibly and
ethically. We also engage directly through fundraising,
charitable giving and education initiatives.

Our enterprise risk management (ERM) process supports
open communication on risk between the Board and the
Audit & Risk Committee, the Executive Committee, our
divisions, and sites, and ensures that risk is appropriately
managed to deliver our business objectives. ESG matters
are fully integrated into the ERM process and are identified
and managed in the same way as other Group risks.
P

46

READ MORE
Risk management
READ MORE
Sustainability at Smiths report

EFFECTIVE LONG-TERM
DECISION MAKING
AND TRANSPARENCY

Good quality, ethical and effective decisionmaking builds sustainable businesses and
enables them to create long-term value for
all stakeholders.
Our overall governance framework provides the structures
and systems through which our strategies and objectives
are set and achieved, how risk is monitored and managed
via controls, and how our performance is managed and
optimised with appropriate oversight from the Board.
P

56

READ MORE
Governance
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Our ESG strategic priorities
Our sustainability strategy follows our Smiths Value Engine priorities – Growth, Execution and People.
Within this framework, we focus on our highest-impact opportunities to accelerate performance and create value with specific actions
that will lead to concrete and measurable results.

Growth

Deliver sustainable growth by targeting high-growth markets where we can
leverage our unique capabilities to develop and deliver differentiated technology
solutions which help solve some of the world’s biggest challenges for our
customers and global communities

P

12

READ MORE
about Growth

– Prioritise new product development (NPD) programmes that deliver the sustainability
performance our customers need and want. Develop and designate top sustainable
growth NPD programmes in each division that contribute significantly to divisional
revenue growth and where commercial success will deliver corresponding
sustainability performance benefits, such as energy efficiency, GHG reduction,
and renewable energy production
– Integrate environmental sustainability metrics into our NPD processes to enable
our own Net Zero delivery, and our customers’ and the industries we serve
Deliver our commitments to Net Zero Science-Based Targets (SBTs)
and further improve the environmental performance of our operations

Execution

– Deliver operational targets for renewable energy, waste generation, water use
and packaging

P

13

READ MORE
about Execution

– Deliver Net Zero GHG emissions commitments for Scopes 1, 2 and 3 and associated
SBTs through energy efficiency and renewable energy, including optimising product
design and our supply chains
Deliver for people, ensuring that we grow our business in line with our Values,
our Leadership Behaviours, and plan for the long-term future of Smiths

People

– Sustain and vitalise our safety culture and performance
– Develop and empower Smiths talent for the future
– Embed an inclusive and diverse culture and increase gender diversity

Remuneration
To align decision-making and ownership of our ESG goals, SSE
metrics will form part of the Smiths annual and long-term incentive
plans for FY2023. A GHG reduction metric formed part of our longterm incentive plan in FY2022.
P

75

READ MORE
Remuneration & People Committee Report

P

13

READ MORE
about People
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Our enabling culture
At Smiths our culture empowers and enables our people to deliver
on our Purpose. Living our five Values every day, in each action and
decision that we take, makes Smiths a place where we are happy
and proud to work. It’s what makes us reliable, trustworthy, and
valued partners for our customers and suppliers and supports the
long-term sustainability and success of our business model.
The Smiths Leadership Behaviours incorporate our Values
and apply them to delivering for all stakeholders. The seven
Leadership Behaviours describe how we work with one another,
demonstrate our Values, and create value through our actions.
Importantly, the Leadership Behaviours apply to everyone at
Smiths – from the shop floor to senior executives. Whatever role
we play, we can all demonstrate and develop our Leadership
Behaviours to improve and deliver as a team, developing
and sharing our talents to support each other and improve
our tomorrow.
Our goal is to use the Leadership Behaviours to inspire and help
strengthen and shift the Smiths culture to be even more dynamic,
inclusive, and focused on delivering results that create value for
our people, customers and other stakeholders.
We have been tracking engagement on a range of important
cultural measures including safety, ethics, belonging, inclusivity,
leadership, and service since 2017. Our overall global engagement
score remained stable for May 2022 and November 2021,
just below the benchmark provided by our survey partner.
We continued to have a very high survey response rate of 82% in
May 2022 with nearly 19,000 comments submitted. See our KPIs
on page 23.
We will continue to use the survey in a transparent and meticulous
way to surface issues and more precisely understand what we
are doing well and where we need to do better. We also intend
to flex the questions in future surveys to test engagement
within focus areas and to ensure that we continue to work and
communicate effectively.

Ethics
Behaving ethically and with integrity is a fundamental part of our
Values. Our Code of Business Ethics guides Smiths colleagues
to recognise and deal appropriately with legal and ethical issues
that they may encounter in the course of their work. This is
supplemented by a suite of policies and procedures relating to
specific ethics and compliance matters.
Our colleagues and business partners are expected to report any
activity – whether in our business or those of our partners – that
they consider may be in breach of our ethics codes and policies.
Both our colleagues and partners have access to our confidential
‘Speak Out’ reporting hotline, which is accessible 24 hours a day,
seven days a week. Reports can be made anonymously.
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ESG governance and oversight

Environmental data – basis of preparation

The Smiths Board of Directors and Executive Committee
have ultimate responsibility for Smiths ESG performance and
associated governance and oversight. The Science, Sustainability
& Excellence (SSE) Committee of the Board, chaired by Dame
Ann Dowling, is responsible for overseeing the Group’s approach
to science, sustainability, and excellence. The oversight
covers R&D, commercialisation and sustainability strategies,
including the impact of climate change and related metrics
and targets. The Remuneration & People Committee oversees
our approach to people and culture matters, and the Audit &
Risk Committee oversees our risk management processes
and systems of internal control. The Nomination & Governance
Committee keeps the Group’s high-level governance framework
under review to ensure appropriate guidance and oversight is
maintained. Sustainability strategy and delivery are led by members
of the Smiths Executive Committee: our Chief Sustainability
Officer; Chief People Officer; Group General Counsel; and our
divisional Presidents.

Group environmental data in this report excludes Smiths Medical.
Smiths Medical energy use and GHG Scope 1 & 2 emissions data is
shown separately in the table on page 30.

Our strategic oversight and collaboration model enables us to
bring together the skills and knowledge of our Board, our executive
team and business and functional leaders to drive effective longterm decision making, ESG innovation and best practices across
Smiths. Our Smiths Excellence System supports the whole, driving
business-wide results-focused execution. ESG metrics and targets
are cascaded through the divisions and embedded in our core
operating model.

FY2021 restatement:

ESG reporting
We follow established reporting standards and regularly report our
performance, transparently sharing our data and engaging with thirdparty ratings agencies. We use this information to evaluate our own
progress and inform the work we are doing in our focus areas.

In preparation for setting Science-Based Targets aligned to
our Net Zero commitments, in FY2022 a robust review of our
FY2021 Scope 1 & 2 GHG inventory and historic assessments of
materiality and classification was undertaken by our external
specialist partner, Ramboll. This was undertaken in accordance
with ISO standards. This process resulted in the reclassification
of certain activities and site data, previously determined to be
immaterial and Scope 3. The reclassification meant that such
activities and data is now incorporated within our Scope 1 & 2
inventories. In addition, our GHG emissions are calculated using
revised regional emissions factors. Based on this work, energy
use and emissions data for Smiths Group has been restated from
that previously disclosed for FY2021. The same approach has been
used for FY2022 emissions data and calculations.
– Smiths leased ground fleet and small leased offices/sites
(previously considered to be Scope 3) re-classified as Scopes
1&2 (added 39,083 MWh)
– Inclusion of our Royal Metal acquisition’s site and transportation
fleet (added 5,289 MWh)
– Energy use updated for some sites (added less than 500 MWh)
– Regional Scope 2 emission factors updated (reduced emissions
by 9,981 t CO2e)
– Base revenue data has also been updated for all normalised
calculations including GHG emissions, water and waste
Stakeholder expectations, standards and third-party assurance
practices continue to evolve in this area. Our methods and
practices will continue to improve and be reflected in our
environmental performance results and associated disclosures.

ESG governance and oversight model
Smiths Board
Science, Sustainability &
Excellence Committee

Remuneration &
People Committee

Nomination &
Governance Committee

Audit &
Risk Committee

Executive Committee

Divisional Presidents

Chief Sustainability
Officer

Chief People Officer

Group General
Counsel

Division Commercial
Teams – Technology/
Sustainable design

ESG
Leadership
Teams

Group HSE

HR Leadership
Team

Group
Ethics and
Compliance

NPD management
– customer value and
sustainable design

Energy Team
– energy
efficiency and
GHG delivery

HSE Technical
Committee
– safety and
environment

HR Business
Partners

Business
Ethics
Councils

Smiths Excellence System

Company
Secretary

Director of
Internal Audit
and Risk
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ENVIRONMENT
Smiths has had environmental improvement targets since FY2007.
Since FY2007 we have reduced water use and non-recyclable
waste by more than 30% on an absolute basis and we have
increased the use of renewable electricity in our operations to 63%
of total electricity use (sites reporting utility data under Smiths
HSE Reporting Policy, with 20 or more employees). We achieved
this by engaging our people, changing our processes, investing in
low-carbon and energy efficient technologies, and increasing our
use of renewable electricity.
Climate-related risks and their potential impact on the business
and its strategy form part of risk reporting and risk management
across the Group. Due to its long-term nature, climate change is not
considered to be a principal risk, but we recognise the importance
of assessing both physical and transition risk from climate change
in a formal way. See our TCFD disclosure on page 35.
We have agreed the three standards relevant to our business under
the Sustainability Accounting Standards Board (SASB) framework
(Aerospace Defence; Electronic and Electric Equipment; and
Industrial Machinery and Goods) and we are reviewing the potential
applicability of a fourth (Electronic Manufacturing and Original
Design Manufacturing). In FY2022, we undertook a gap analysis to
identify the reporting areas we need to progress to fully align to the
framework and are targeting alignment during FY2023.
In FY2022, we committed to ambitious Net Zero targets that
align Smiths with the UN’s critical global climate objectives:
Net Zero emissions from our operations (Scope 1 & 2) by 2040
and Net Zero emissions from our supply chain and products
in use (Scope 3) by 2050.
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We have committed to set Science-Based Targets (SBTs) with
the SBT initiative (SBTi) and signed on to the 1.5° C Business
Ambition under the UN Race to Zero, covering Scope 1, 2 and 3
GHG emissions. We will submit proposals to the SBTi in 2022 to
establish our bespoke plans and interim SBTs.
Based on our review of data materiality, our Scope 3 emissions will
likely significantly exceed our operational emissions (Scopes 1 &
2). As is typical and expected for diversified industrial businesses,
emissions associated with our supply chain (Category 1 Purchased
Goods and Services) and Products in use (Category 11) are
anticipated, pending in-process verification, to account for the
majority of our Scope 3 emissions. As required by the SBTi, our
proposed interim reduction target will cover more than two thirds
of our total Scope 3 GHG inventory.
We recognise that delivering our Net Zero targets will require
consistent and priority focus across all aspects of our global
operations for the next 15-25 years. In FY2023, we will be
focused on establishing foundational processes and approaches
necessary to define and deliver near- and mid-term targets,
including the interim SBTs required under the SBTi framework.

Energy use and GHG (Scope 1 & 2) emissions
Smiths includes its Streamlined Energy and Carbon Reporting
(SECR) for FY2022, including our emissions and global energy
use and intensity (normalised) metric below. Our GHG emissions
calculations and reporting follows the WRI/WBCSD Greenhouse
Gas protocol (operational approach) and covers emissions from
all sources under our control, grouped under Scope 1 and Scope 2.

Performance in current three-year goal period
Use of renewable electricity1,2
Normalised greenhouse gas emissions3,4
Normalised non-recyclable waste2,3
Normalised water use in stressed areas (11 locations)2,3
Water reduction projects
Packaging reduction projects

FY2022-2024 target

Progress FY2022

+5% increase to 66%
5% reduction
5% reduction
5% reduction
10 in FY2022
8 in FY2022

+2% increase to 63%
7.2% reduction
11.5% reduction
4.5% reduction
12 projects
5 projects

1 Non-GHG producing electric sources including hydroelectric and nuclear.
2 Sites reporting utility data under Smiths HSE Reporting Policy, with 20 or more employees
3 Normalised to revenue. Absolute GHG emissions down 1.1%.
4 We have built a more aggressive GHG reduction target trajectory to meet our SBTs and an energy efficiency target into our colleague and executive incentive plans for FY2023.

Energy use and GHG (Scope 1 & 2) emissions
Global energy use – absolute values
UK energy use
Smiths Medical2
Smiths Medical UK 2
Global emissions – absolute values
Scope 1 (direct emissions)
Scope 2 (indirect emissions)
Total
UK Scope 1 & 2 emissions
Smiths Medical Scope 1 & 2 emissions2
Smiths Medical UK Scope 1 & 2 emissions2
Global emissions – normalised values
Scope 1 (direct emissions)
Scope 2 (indirect emissions)
Total

FY2022

FY20211

KWh
KWh
KWh
KWh

224,334,020
10,445,900
27,463,800
461,800

224,394,230
n/a
75,006,500
n/a

t CO2e
t CO2e
t CO2e
t CO2e
t CO2e
t CO2e

19,131
32,539
51,670
1,755
6,176
7

20,378
31,865
52,243
n/a
16,740
n/a

t CO2e/£m revenue
t CO2e/£m revenue
t CO2e/£m revenue

7.46
12.68
20.14

8.47
13.24
21.71

1	FY2021 data updated following verification. See basis of preparation paragraph on page 29.
2 Smiths Medical FY2021 and FY2022 data is not included in Group data and has not been updated for the changes described above.
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Energy efficiency and renewable electricity
Accelerating projects that reduce overall energy use and increase
our use of electricity from renewable sources will be critical to our
success in achieving our Scope 1 & 2 targets.
In FY2022, we established a Group-wide Energy Team to prioritise,
coordinate and ensure delivery of the projects necessary to
meet our Net Zero and SBT commitments, including energy
efficiency, onsite renewable energy (e.g., solar), and procuring
renewable energy. The Energy Team will play a critical role in
identifying, aggregating, supporting and tracking projects as we
move forward.
63% of the electricity currently used in our operations is from
renewable sources (sites reporting utility data under Smiths HSE
Reporting Policy, with 20 or more employees) and our goal is to
increase this to 66% by the end of FY2024 and to 100% by 2040.
We undertook a global survey of onsite renewable opportunities in
FY2021 and have been evaluating a range of technologies including
solar, wind, low-carbon heating and cooling (LCHC), and combined
heat and power (CHP). An onsite renewable energy system is
already in place in Suzhou, China and we have recently completed
a solar installation at Smiths Detection, Johor Bahru, Malaysia.

Environmental management
Performance against our comprehensive portfolio of
environmental policies is overseen by our internal audit process
and we maintain an external environmental compliance audit
programme of approximately 15 sites every year. All Smiths
operational sites with over 50 colleagues are required under
Group policy to be certified under ISO environmental and safety
standards (18001 or 45001 and 14001) – approximately 60 sites
– unless they were recently acquired just before or during the
COVID-19 pandemic. Those sites were not allowed third party
visitors during the pandemic and are now working towards
certification as local conditions allow. We had no environmental
spills or environmental compliance penalties or fines in FY2022.

Restricted substances
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SOCIAL
Safety
We have an extensive set of health and safety policies and procedures
that all operations are required to follow. Performance against these
policies is overseen by an audit process that also covers all Smiths
production facilities including ISO HSE management systems.
We report all injuries globally in accordance with US OSHA guidance.
Our headline safety metrics are Recordable Incident Rate (RIR) –
where incidents require medical attention beyond first aid – and
Lost Time Incident Rate (LTIR) – where a colleague is unable to work
following an incident – per 100 colleagues, per year across Smiths.
In addition to preparing injury reduction plans, each of our divisions
is required to set completion targets for the Safety Leading
Indicator (SLI) proactive and preventative safety measures most
relevant to their operations, with an expectation of achieving 95% of
target annually. SLIs include activities such as safety inspections,
leadership tours, training, and our safety look out peer-to-peer
observation programme.
Our Group Recordable Incident Rate in FY2022 was 0.54; 15%
above FY2021 but continued to track below the industry average
and in the top quartile of industry performance1. Our Group Lost
Time Incident Rate was 0.24.
While our focus on safety did not waver during FY2022, like many
companies, we faced several challenges that likely affected our
safety performance. Evidence indicates that these increased injury
rates have been broadly experienced across the industrial sector
more recently. Staffing and supply chain challenges during and
following the COVID-19 pandemic have meant that at some Smiths
sites colleagues have had to work irregular or extended hours.
Nearly 3,000 colleagues reported having COVID-19 during the year;
returning to work and suffering the after-effects of COVID-19 is
challenging. We have seen the further impact of limited face to face
interaction; safety committees unable to meet; limits on travel; and
the general impact of people dealing with the upheaval of COVID-19.
This performance does not reflect the work environment we wish
to have, and we intend to improve safety performance consistently
year on year by continuing to invest in new programmes, training
activities and site-specific injury reduction plans.

All divisions participate in a regular forum to share best
practices and ensure compliance with global restricted
substance regulations including WEEE, RoHS, Prop65, REACH,
TSCA and Responsible Minerals. We operate a Restricted
Substance Steering Committee to ensure that we are
adequately resourced in this area.

During FY2022 Smiths recorded zero work-related colleague or
contractor fatalities. Three contractor recordable incidents were
reported. We received no significant safety fines or penalties.
Including Smiths Medical, we achieved an RIR of 0.50 and an LTIR
of 0.21. The nature of work in the Smiths Medical operations meant
that the division previously had a positive impact on injury rates.
1 BLS data – NAICS 339900; https://www.bls.gov/iif/oshsum.htm#20Quartile_Data

RECORDABLE INCIDENT RATE
Per 100 colleagues

LOST TIME INCIDENT RATE
Per 100 colleagues

0.54

0.24

FY2021: 0.20

FY2021: 0.47
FY2022

0.54

FY2022

0.24

FY2021

0.47

FY2021

0.20

FY2020

0.35

FY2020

0.17

FY2019

0.50

FY2019

0.24

FY2018

0.44

FY2018

0.19
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COVID-19

Developing talent

Safety precautions relating to COVID-19 have been an important
feature of our overall safety efforts over the last 30 months.
While many restrictions have now been lifted, we continue to
monitor the situation, and each of our locations continues to
comply with local requirements as infection rates fluctuate.

There are many opportunities for people to grow their careers at
Smiths. Our more structured and diverse approach to succession
planning following the talent reviews this year has enabled us to
identify and develop high-potential individuals from a broader pool
of diverse colleagues from all geographical regions, specialised
skill sets and industry experience. Separately, appointments to our
most senior roles are discussed at a monthly Talent Development
Committee comprising all members of the Executive Committee.
This year also saw the introduction of a new organisational metric
to enable meaningful measurement of talent progression through
the organisation. We will continue to invest in internal talent
mobility as a significant source of value for Smiths.

Practical measures to support our colleagues across the period
have included:
– An unwavering focus on COVID-safe work environments
– Pursuing a consistent approach to core employee benefits including
life cover, critical illness, disability, and medical insurance
– Rolling out a global Employee Assistance Programme (EAP)
– Regular communication, bespoke resource sites and
wellness materials
As a Group, we are honoured by the incredible efforts made
by our teams in supporting their own safety and the safety of
others, including in our communities, while continuing to serve
our customers across this extended period. Our data indicates
that colleague COVID-19 cases have typically tracked local
community cases and that there have been very few instances
of transmission at work.

Engaging with our colleagues
Our global communications activities are designed to engage
colleagues around the world with our Purpose and our strategy.
Key communications materials are translated into our ten
core languages.
Our Smiths Now app is a platform for colleagues to receive news
from around the business and share their views and stories and
is always active with grassroots content. There is also a global
fortnightly e-newsletter, Signal, which amplifies key company
news to the global business. Our intranet web portal acts as an
online hub for holding resources for many areas including safety,
well-being, ethics and compliance, diversity and inclusion, and
IT tips.
We undertook our My Say colleague engagement survey in
November 2021 and May 2022 and communicated the key
outcomes to colleagues.
We undertook a number of engagement projects in
FY2022 including:
– Communications around our results announcements
and Capital Markets event;
– Communications around our SES Awards and My Say surveys;
– A global Town Hall in May 2022;
– Our Smiths Day celebration of Smiths culture in June 2022.
Members of the Executive Committee shared video messages
and visited sites around the world to share Smiths Day
with colleagues;
– Global leadership summits for our Senior Leadership team in
November 2021, February 2022 and July 2022 with the next one
planned for November 2022; and
– An online presentation and Q&A about pay and the work of the
Remuneration (now the Remuneration & People) Committee
hosted by Committee Chair Bill Seeger.
Members of our Executive Committee and Board have also visited
a range of Smiths sites during the year. Read more on page 60.

While our divisions serve different markets, there is much
common ground in the qualities and skill sets required in our
technical teams as they enable us to deliver efficiently and create
new products for the future. We see opportunities to leverage
this common ground more effectively by creating formal Groupwide technical communities where groups of specialists can
connect, share problems and ideas, and contribute to delivery of
our strategy – for example energy reduction projects. We plan to
introduce a common technical career ladder across the Group
that will provide career visibility for individuals and enhance
internal talent mobility.

Reward and recognition
Recognising and rewarding colleagues in a fair, open and
meaningful way is an important underpin to developing talent.
We are committed to fair pay practices and ensuring that
colleagues participate in our success.
We have been an accredited Living Wage employer in the
UK since 2018.
In the UK, we operate an all-employee Sharesave Scheme,
which enables colleagues to buy Smiths shares at a discounted
rate. We have also been undertaking a process to align employee
benefits across markets, so they are the same for colleagues in
any of our four divisions or Group. We have completed this work in
China, India and Mexico to date.
The Board is conscious of the challenging impact of current
inflationary pressures on colleagues and this is reflected in the
management decision to focus more of the salary increase budget
on those who are more significantly affected in the coming year.
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Diversity, equity and inclusion
We provide equal employment opportunities. We recruit, support
and promote our people based on their qualifications, skills,
aptitude and attitude. In employment-related decisions, we comply
with all applicable anti-discrimination requirements in the
relevant jurisdictions. We have zero tolerance for discrimination,
harassment or retaliation.
People with disabilities are given full consideration for
employment and subsequent training (including re-training,
if needed, for people who have become disabled), career
development and promotion based on their aptitude and ability.
We endeavour to find roles for those who are unable to continue
in their existing job because of disability.
We are focused on proactively increasing the number of women in
leadership roles at Smiths, as well as understanding the
challenges and barriers that may be impeding them from fulfilling
their potential. We have some way to go, which is why it is one
of our ESG strategic priorities.
We have five female members of the Smiths Board (45%),
and we welcomed three new female members to our Executive
Committee in FY2022 (31% women). Women make up 28% of
our global colleague population, but only 24% of our 656 senior
leaders. We are working to change this with a programme
of activities designed to identify, support and advance the
careers of the high-potential women we already have at Smiths.
Our target is to reach 27% by the end of FY2023 and 30% by
the end of FY2024.
The opportunity to improve in the diversity, equity and
inclusion area has been recognised and prioritised in our
People strategy. Besides clearly articulated diversity metrics
and objectives, in FY2023 we will also introduce our revised
people leader development programme, which is fully aligned
to our Smiths Leadership Behaviours. One entire learning
module in the programme will be focused on emotional
and cultural intelligence, conscious inclusion, and the role
of leaders in setting and leading diverse teams. In addition,
every division has introduced its own diversity and inclusion
priorities, often supported by dedicated individuals, and
including underrepresented group networks, education,
communication and other support activities.

Communities
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GENDER DIVERSITY IN THE GROUP
BOARD OF DIRECTORS

Male

6 (55%)

Female

5 (45%)

EXECUTIVE COMMITTEE

Male

9 (69%)

Female

4 (31%)

SENIOR LEADERSHIP TEAM1

Male

498 (76%)

Female

158 (24%)

TOTAL COLLEAGUES

Male
Female

10,631 (72%)
4,133 (28%)

Our direct economic contribution to communities and society
was £2.33bn in FY2022.
FY2022

Employee costs
Supplier costs
Tax paid

£823m
£1,364m
£140m

Total

£2.33bn

1 Senior Leadership Team is the KPI used to track gender diversity at Smiths. It is
defined as all colleagues that are Grade 14 or above. Data for Grade 14 and above
plus Directors of subsidiary companies, in line with the definition in the Companies
Act 2006 (Strategic Report and Directors’ Report) Regulations 2013 is Female: 171
and Male: 561.
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GOVERNANCE
Human rights
We consider violations of human rights to be appalling crimes.
Conduct that exploits workers or denies them the rights and
benefits to which they are legally entitled is wholly inconsistent
with our Values and policies and is not tolerated. We recognise the
important responsibility we have, and we support the vision of a
world where everyone can enjoy their universal human rights.
Our Human Rights Policy is guided by the international human
rights principles encompassed in the Universal Declaration
of Human Rights, the International Labour Organization’s
Declaration on Fundamental Principles and Rights at Work, and
the United Nations Guiding Principles on Business and Human
Rights. We adhere to national law and regulations in each market
in which we operate and, should we encounter conflict between
internationally recognised human rights and national laws, we will
seek ways to honour the principles of international human rights.
All persons working for, or on behalf of, Smiths are required to
adhere to our Policy and approach.
Our Responsible Minerals Sourcing Policy addresses our
commitment to the sourcing of minerals in an ethical and
sustainable manner that safeguards human rights and aims to
ensure that tin, tungsten, tantalum, gold and cobalt are sourced
with due respect for human rights and in a manner that does not
finance armed groups. To achieve this objective, we take guidance
from the OECD Due Diligence Guidance for Responsible Supply
Chains of Minerals from Conflict-Affected and High-Risk Areas.
We expect those with whom we have a business relationship –
suppliers, contractors, subcontractors, and anyone else in our
supply chains, including any recruitment agents or other providers
of labour (temporary or otherwise) – to share our commitment to
human rights and to be free from practices associated with human
rights violations, including forced/involuntary labour or modern
slavery. We take very seriously any allegations that human rights
are not properly respected.
We have not identified any serious human rights issues in our
operations or in those of our suppliers in FY2022.
The Smiths Modern Slavery and Human Trafficking Statement
FY2022 can be found on the Smiths corporate website
www.smiths.com
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Anti-bribery and anti-corruption
Bribery and corruption matters are covered by our Code of
Business Ethics. We also have specific policies and procedures
relating to activities that create bribery and corruption risks, and
an umbrella anti-bribery and anti-corruption policy that provides
a single view of our approach. These policies cover a broad range
of matters including the giving and receiving of gifts, meals, and
hospitality; invitations to government officials; our approach to
facilitation payments; and controls around the appointment of
distributors and agents, customs brokers, and freight forwarders.
Our ethics dashboard enables us to interrogate our register of
gifts, meals and entertainment in an effective and useful way.
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TASK FORCE
ON CLIMATERELATED
FINANCIAL
DISCLOSURES
The Task Force on Climate-related Financial Disclosures
(TCFD) helps to improve transparency on climate-related
risks and opportunities by providing an internationally
recognised framework to guide companies in making
more effective climate-related financial disclosures.
Over the last three years we have demonstrated our continued
commitment to aligning with the recommendations of the TCFD
through expanding and updating our assessment of climaterelated risks and opportunities. This ongoing systematic
assessment has allowed us to identify the potential risks and
opportunities that climate change presents to our business,
enabling us to better prepare for an uncertain future and ensure
that our business strategy is resilient to future changes.

Mitigating our risks and realising our opportunities
Our diversified portfolio, responsiveness to new market
requirements and geographic spread of assets mean that
our business is well prepared to respond to climate risks
in the short term.
However, the future is uncertain, so in FY2022 we have and will
continue to take action to strengthen our longer-term climate
resilience, implementing measures to reduce our exposure to the
potential climate risks we have identified and ensuring that Smiths
is best positioned to realise our opportunities. For example:
Climate-resilient assets: John Crane has undertaken analysis to
identify facilities vulnerable to the effects of climate change and
has put in place monitoring and mitigation measures to account
for extreme weather. For example, one site has been relocated
as a result of recent insurance claims caused by flooding issues.
John Crane has also considered the risk of extreme weather
during site selection of new facilities, including consideration
of hurricane paths and proximity to flood plains.
Mitigating supply chain risks: Across all the divisions, single
source materials are avoided wherever possible and instead,
an approach of sourcing from multiples sites in multiple
locations across the globe is taken. This increases resilience
of the supply chain against regional disruption caused by
extreme weather events.
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Keeping costs down: To mitigate the risks associated with rising
resource costs, the Procurement team has evaluated Smiths
Detection’s supply chain and transportation processes for
efficiency improvements. This included implementing measures
such as optimisation of space in freight through reusable stacking
solutions and exploring localised business models to reduce
product transportation distances.
Strengthening oversight and ownership: Our newly formed
Science, Sustainability & Excellence (SSE) Committee of
the Board, chaired by Dame Ann Dowling, is responsible for
overseeing the Group’s approach to science, sustainability,
and excellence. The oversight covers R&D, commercialisation
and sustainability strategies, including the impact of climate
change and related metrics and targets. We also appointed a Chief
Sustainability Officer to the Executive Committee.
The SSE oversees the following:
– Prioritising new product development programmes whose
commercial success will deliver revenue growth and
corresponding sustainability performance benefits to and
through our customers. This includes energy efficiency, GHG
reductions and renewable energy production and use.
– Delivering Net Zero GHG emission commitments for Scopes 1, 2
and 3 and associated SBTs through energy efficiency, renewable
energy, and optimising product design and our supply chains.

TCFD recommended disclosures
At the time of publication of this Annual Report, the Group has
made climate-related financial disclosures consistent with the
TCFD’s recommendations and Recommended Disclosures
pursuant to Listing Rule 9.8.6 (R) (8). The following table
summarises our disclosures and refers to where further detail
on climate-related financial disclosures can be found in this
Annual Report.
In completing this work the Group made use of TCFD guidance
material including the TCFD technical supplement on the use
of scenario analysis, TCFD Guidance on Metrics, Targets, and
Transition Plans, and the TCFD Guidance for All Sectors.
The Group is continuing to make progress across all four pillars of
the recommendations and is working to further align and be more
transparent in its disclosures in line with the evolving guidelines to
better communicate the work that is being done internally.
In FY2023 we intend to undertake a materiality assessment to
demonstrate that Smiths has considered the most important
topics in ESG, including climate risk and opportunities.
We are also developing a Group-wide strategic response to
energy transition in relation to our own targets, the implications
on current customers and end use markets, and opportunities
for Smiths.
In FY2023 we intend to prepare and publish a detailed, standalone
TCFD document to enhance our disclosures to cover these
matters and take account of progress.
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a. D
 escribe the Board’s oversight of climate-related risks and opportunities.
The Board oversees the Group’s approach to sustainability, including climate change. The Board has
oversight of our Group and divisional strategies, receiving regular updates on performance and deep
dives into divisional strategy on a rotational basis. Climate change opportunities are integrated into
our strategic planning processes, including our ESG framework and ESG strategic priorities. The SSE
Committee of the Board is responsible for overseeing the Group’s approach to science, sustainability
and excellence. The oversight covers R&D, commercialisation and sustainability strategy, including
the impact of climate change and related metrics and targets. The Audit & Risk Committee of the
Board is responsible for reviewing and assessing the effectiveness of risk management, including
climate risk in the business. The results of our annual assessment of climate change risks and
opportunities are reported to the Audit & Risk Committee.
–
–
–
–
–
–
–
–

See Board governance model page 57
See ESG governance and oversight model page 29
See Enterprise Risk Management (ERM) process page 46
See Board activity page 60
See SSE Committee Report page 89
See our ESG framework page 24
See our ESG strategic priorities page 27
See Stakeholders and S172 Statement page 41

b. Describe management’s role in assessing and managing climate-related risks
and opportunities
The Executive Committee is responsible for the Group’s approach to sustainability, including climate
change. Climate-related risk is reported and managed in the same way as other risks in the business.
Over and above this, the results of our annual assessment of climate change risk and opportunities are
reported to the Executive Committee and integrated into our strategic planning processes, including
our ESG strategic priorities. Our Group and divisional strategic review and planning processes consider
and respond to climate-related opportunities as part of our divisional strategic planning processes and
our ESG framework and ESG strategic priorities. To align decision-making and ownership of our ESG
goals, sustainability metrics form part of the Smiths annual and long-term incentive plans.
–
–
–
–
–
–
–

See Enterprise Risk Management (ERM) process page 46
See ESG governance and oversight model page 29
See our ESG framework page 24
See our ESG strategic priorities page 27
See Our business model page 9
See Our strategy and megatrends page 10
See Remuneration & People Committee Report page 75
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STRATEGY

a. D
 escribe the climate-related risks and opportunities the organisation has identified
over the short, medium and long term.

Disclose the actual
and potential impacts of
climate-related risks and
opportunities on the Group’s
business, strategy and
financial planning, where
such information is material.

We conduct a systematic assessment on an annual basis to identify physical and transition risks
and opportunities over the short, medium and long term. Further, our Purpose and commitment
to sustainability leadership are reflected in our intent to prioritise ESG performance at Smiths.
We therefore place additional emphasis on our response to megatrends in our sectors which relate to
the energy transition agenda and overall reduction of waste and energy use.
– See this year’s reporting on Key transition risks and opportunities and Key physical risks
and opportunities page 40
– See Mitigating our risks and realising our opportunities page 35
– See Our business model page 9
– See Our strategy and megatrends page 10

b. Describe the impact of climate-related risks and opportunities on the organisation’s
businesses, strategy and financial planning.
We incorporate the climate-related risks and opportunities we identify into our business planning
and strategy development processes at both the division and Group-level, including our ESG
framework and strategic priorities. To align decision-making and ownership of our ESG goals,
sustainability metrics form part of the Smiths annual and long-term incentive plans.
–
–
–
–
–
–
–

See Mitigating our risks and realising our opportunities on page 35
See our ESG framework page 24
See our ESG strategic priorities page 27
See Environment performance page 30
See Our strategy and megatrends page 10
See Chief Executive Officer’s review of the year page 11
See Remuneration & People Committee Report page 75

c. D
 escribe the resilience of the organisation’s strategy. Taking into consideration
different climate-related scenarios, including a 2°C or lower scenario.
The scenarios we use to assess the resilience of our business always include consideration of a 2°C
or lower scenario. This year we have expanded the range of scenarios we assess ourselves against
and have disclosed our ratings of the resilience of our business against our identified potential
risks. Whilst climate risk is not considered a principal risk for Smiths, failure to meet stakeholder
expectations on ESG obligations is considered a principal risk. This is addressed through Group
strategy and our ESG strategic priorities.
–
–
–
–

See Scenario analysis – building upon previous work on page 39
See Key transition risks and opportunities and Key physical risks and opportunities page 40
See Principal risks page 49
See our ESG strategic priorities page 27
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a. D
 escribe the organisation’s processes for identifying and assessing
climate-related risks.

Disclose how Smiths identifies, Climate-related risk is reported and managed in the same way as other risks in the business.
Over and above this, we conduct a systematic scenario analysis exercise on an annual basis to
assesses and manages
identify and assess climate-related risks and opportunities. This uses the following staged process:
climate-related risks.
i. Understand revenue streams as base case; ii. Climate scenario analysis – high-level risk and
opportunity mapping conducted over two physical and two transition climate scenarios over two
time horizons (medium- and long-term); iii. Integrated financial impact assessments – risks and
opportunities identified to uncover the financial drivers that will inform and shape future investment;
and iv. Testing and validation – workshops conducted at Group and divisional level to refine the risk
and opportunity mapping by reviewing potential materiality over time, identify potential mitigation
measures to inform strategy, and refine metrics and targets.
– See ERM process page 46
– See this year’s approach in Scenario analysis - building upon previous work on page 39

b. Describe the organisation’s processes for managing climate-related risks
Climate-related risk is reported and managed in the same way as other risks in the business. As part
of our annual scenario analysis exercise, we also identify key actions to mitigate potential climaterelated risks and to realise our identified opportunities. See staged process described above.
– See ERM process on page 46
– See Mitigating our risks and realising our opportunities on page 35

c. D
 escribe how processes for identifying, assessing, and managing climate-related risks
are integrated into the organisation’s overall risk management.
We incorporate the climate-related risks we identify into our ERM process.
– See Mitigating our risks and realising our opportunities on page 35
– See ERM process on page 46

METRICS AND
TARGETS
Disclose the metrics
and targets used to
assess and manage relevant
climate-related risks and
opportunities, where such
information is material.

a. D
 isclose the metrics used by the organisation to assess climate-related risks and
opportunities in line with its strategy and risk management processes.
We report against our environmental metrics annually. This year we have also undertaken a gap
analysis of our metrics and targets to identify key areas where we can improve our monitoring of
climate-related performance. We have built a more aggressive GHG reduction target trajectory to
meet Science-Based Targets and energy efficiency and new product commercialisation targets into
our incentive arrangements for FY2023.
Our climate-related metrics and targets now include:
– Total energy use
– Energy efficiency target, and new product commercialisation revenue target per programme,
both linked to remuneration for FY2023 AIP
– Scope 1 & 2 emissions absolute reduction target linked to remuneration for FY2023 LTIP
– Scope 1 & 2 emissions normalised to revenue target linked to remuneration for FY2022 LTIP
– See Environment performance on page 30
– See Remuneration & People Committee Report on page 75

b. Disclose Scope 1, Scope 2 and, if appropriate, Scope 3 GHG emissions,
and the related risks.
We disclose our Scope 1 and 2 emissions annually. We have created a baseline inventory of our Scope
3 emissions which will be validated before being submitted to the SBTi in FY2023.
– See Energy use and GHG (Scope 1 & 2) emissions on page 30
– See Scope 3 information on page 30
– See Environment performance on page 30

c. D
 escribe the targets used by the organisation to manage climate-related risks and
opportunities and performance against targets.
We report on our progress against our environmental targets annually. This year we have also
undertaken a gap analysis to identify key additional metrics and targets which could improve
monitoring of our climate-related performance. See metrics and targets described above.
– See Environment performance on page 30
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Scenario analysis – building upon previous work
During FY2021, climate-related physical and transition risks and
opportunities were assessed under two climate scenarios and
time periods, and the actions that could be taken to mitigate risks
and capture opportunities were incorporated into our strategic
planning processes.
Our most recent scenario analysis exercise, conducted in Q3
FY2022, builds upon the assessment of previous years, and seeks
to provide a more in-depth understanding and comparison of
physical and transition risks and opportunities. A wider range
of scenarios was considered, including two transition scenarios
and two physical risk scenarios.

Physical scenarios
For the physical scenarios, the Intergovernmental Panel on
Climate Change’s (IPCC) Representative Concentration Pathway
(RCP) 4.5 and RCP8.5 scenarios were used.
RCP4.5
– RCP4.5 represents an intermediate emissions scenario whereby
climate policies are implemented to limit GHG emissions.
– In the 2040s, global mean surface temperature is projected
to increase by 1.1°C. By the 2080s, this reaches 1.4°C.
RCP8.5
– RCP8.5 is a high-emissions scenario and represents a future
where levels of greenhouse gas (GHG) emissions continue to rise
throughout the 21st century with minimal policy intervention.
As such, GHG emissions were assumed to continue to increase
throughout the century, without significant interventions.
– In the 2040s, global mean surface temperature is projected
to increase by 1.8°C. By the 2080s, this reaches 3.7°C.
Across both scenarios:
– Some regions will experience increased annual rainfall,
whilst other regions will receive less annual rainfall.
– Regions are likely to experience seasonal differences in
temperature and precipitation patterns. For example, annual
precipitation in the UK is projected to increase but this is due
to projected wetter winters, increasing the risk of flooding; in
contrast, summers are projected to become drier, increasing
the risk of drought.
– Extreme weather events such as flooding, wildfires and drought
are likely to become more severe and more frequent.
– The difference between the two scenarios is particularly evident
in the projections towards the end of the century, which are
much more extreme under RCP8.5.
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Transition scenarios
For the transition scenarios, the International Energy Agency’s
(IEA) World Energy Outlook Sustainable Development Scenario
(SDS) and Stated Policies Scenario (STEPS) were used.
2021 Stated Policies Scenario (STEPS)
– This scenario reflects current policy-setting based on sectorby-sector assessment of the specific policies in place, as well
as those that have been announced by governments around
the world.
– It aims to provide a benchmark to assess the potential
achievements (and limitations) of recent developments in energy
and climate policy:
– Risks to oil security remain
– Gas markets are changing rapidly
– Electricity moves to the heart of modern energy security
2021 Sustainable Development Scenario (SDS)
– The assumptions on public health and the economy are the
same as in the STEPS
– Full alignment with the Paris Agreement to hold the rise in
global average temperature to “well below 2 °C … and pursuing
efforts to limit (rises) to 1.5 °C”
– It works backwards from the achievement of sustainable energyrelated goals – universal access to affordable, reliable and
modern energy services by 2030, a substantial reduction in air
pollution, and effective action to combat climate change – and
shows what would be required to meet them
– Major transformation of the global energy system
– Net Zero by 2070
– Surge in clean energy policies (promotion of hydrogen, biogas,
biomethane and Carbon Capture, Utilisation and Storage
(CCUS) across sectors)
– Staggered introduction of CO2 prices
– Fossil fuel subsidies phased out by 2025 in net-importing
countries and by 2035 in net-exporting countries
As well as assessing risks and opportunities under a greater
number of scenarios, this year’s assessment included detailed
engagement with each of the four divisions to enable a ‘deep dive’
into issues specific to each and to better understand the Grouplevel implications of these risks and opportunities.
In addition, we have assessed the level of each risk and
opportunity in more detail to better understand the potential
financial impacts of the identified risks and opportunities.
Although a quantitative assessment was not undertaken, risk and
opportunity ratings were defined in line with the Group and division
level risk registers to allow a better understanding of the scale
of identified risks and opportunities, enabling Smiths to prioritise
actions for risk mitigation.
These additional activities allow us to better understand the
nuanced nature of risks and opportunities posed across our
business, at Group and division level, under a wider range of future
scenarios. This ultimately enables us to improve our resilience,
by addressing risks across our portfolio and ensuring that
opportunities are incorporated within our business strategy.
Priority risks and opportunities are summarised in the tables
below across the range of scenarios.
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Key physical risks and opportunities
Over the medium and longer term, key physical risks relate to the potential effect that projected increases in the frequency and severity
of extreme weather events could have on our assets and supply chain. These risks become more severe under the high-emissions
RCP8.5 scenario.
However, we have also identified several opportunities where each of our divisions can work to develop innovative solutions to our
customers’ climate-related challenges.
RCP4.5 physical scenario
2040s
medium term
Risks

RCP8.5 physical scenario

2080s
long term

2040s
medium term

2080s
long term

Level of risk categories: Very Low – Low – Moderate – High – Very High

Damage to Group assets from extreme weather events: Increased costs and resulting
revenue losses due to repair and insurance costs.

Low

Moderate

Low

High

Temperature regulation requirements during heatwaves and cold snaps: Health and
safety risks from overheating, higher operating costs from increased air conditioning
and heating. Capital costs associated with retrofitting assets to provide sufficient
temperature controls.

Low

Low

Low

Low

Damage to key supply chain assets from extreme weather events: Loss of revenue due
to disruption/delay of manufacturing processes.

Moderate

High

Moderate

High

Disruption to transportation and distribution networks from extreme weather events:
Loss of revenue due to delays getting products to market, caused by supply chain
disruption.

Moderate

High

Moderate

High

Moderate

High

Moderate

Very High

Low

Moderate

Moderate

Moderate

Opportunities
Growth in remote sensing market: Increased revenue from growth in demand
for satellite technology for environmental monitoring and tracking.
Increased demand for cooling systems: Increased revenue from increased demand for
residential and domestic cooling systems, driven by ongoing variation in global temperatures.

Key transition risks and opportunities
Key transition risks identified over the next 30 years primarily result from increasing costs associated with the price and availability of
resources and compliance with increased reporting requirements, although increased competition also poses a risk.
New and emerging markets present us with significant opportunities for growth, with demand for energy efficient products and services
increasing greatly as we transition to a lower carbon global economy.
STEPS transition scenario

SDS transition scenario

2030
medium term

2050
long term

2030
medium term

2050
long term

Low

Moderate

Moderate

Moderate

Increased transportation costs: Greater fuel costs due to increased pricing on GHG
emissions.

Moderate

Moderate

Moderate

High

Cost and availability of resources: Increased price and reduced availability of critical raw
materials. Limited supply of materials and components could lead to price volatility and
production constraints.

Moderate

Moderate

Moderate

Moderate

New and emerging competitors: Reduced accessible market due to increased
competition in Net Zero/energy efficiency spaces, such as methane leakage.

Moderate

Low

High

Low

Growth in aviation/aerospace energy efficiency market: Increased revenue from
development of new products for aviation/aerospace, such as energy efficiency detection
products and solutions.

Moderate

High

High

Very High

Growth in energy efficiency products market: Increased revenue from Smiths efficiency
products and services, particularly methane detection and remediation. Increased
investment for new technologies e.g., carbon capture, utlisation and storage (CCUS) and
hydrogen.

High

Moderate

Very High

Moderate

Growth in power industry energy efficiency: Increased revenue from development of
emerging low-carbon emission technologies to reduce electricity transmission losses.

High

Very High

High

Moderate

Risks

Increased regulations and pricing on GHG emissions: Greater costs associated with
emissions reduction, monitoring and reporting obligations.

Opportunities
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STAKEHOLDERS
AND SECTION 172
STATEMENT

Understanding the needs and priorities of our key
stakeholders and building strong and positive relationships
is critical to our success. Stakeholder engagement takes
place across the Group, operationally by our divisional
teams and management, at Group level, and by the Board.
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During the year ended 31 July 2022, the Board has acted in
accordance with Section 172(1) of the Companies Act 2006 with
each Director acting in the way they consider, in good faith, would
be most likely to promote the success of the Company for the
benefit of its members as a whole. In doing so, the Directors had
regard to the interests of other stakeholders, whilst maintaining
and overseeing high standards of business conduct. Our approach
to key stakeholders and stakeholder considerations that influenced
Board discussions and the outcomes of these discussions are
outlined below.
Further examples of how stakeholders views have been brought into
the boardroom can be found in our Governance Report on pages 60
and 61.

PEOPLE

KEY PEOPLE PRIORITIES

OUR APPROACH
Our people are vital to the success
of Smiths.

–
–
–
–
–

Our culture is a powerful asset and
empowers and enables our people to
deliver our Purpose. It is supported by our
Values and our Leadership Behaviours
which influence every decision, guide
how we behave, and help make Smiths
a place where people are happy and
proud to work.

04 FINANCIAL STATEMENTS

The outcomes of stakeholder engagement, including concerns
raised, are reported to the Board and Board Committees on a
regular basis through our usual processes that support informed
decision-making. Discussion and decision-making by the Board
takes the views of key stakeholders into account, in order to balance
their needs, and effectively build the sustainable, long-term success
of the Group.

In a business as diversified as Smiths, engagement with most
stakeholder groups is handled locally by management, or by
specialist Group teams. The Board maintains oversight and
only engages directly if there are issues which truly warrant its
involvement or where it can add value. This is particularly true of
engagement with customers and suppliers (the majority of whom
are unique to a specific division) but is also usually the case for
governments, regulators and our local communities.

We aim to attract and retain the very best
by creating an environment for colleagues
based on respect, personal growth,
recognition and development of talent,
and a sense of belonging and purpose.
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60

READ MORE
Governance

SEE MORE
Sustainability at Smiths Report

Health, safety and well-being
Purpose and culture
Ethical behaviour
Reward and recognition
Employee retention and engagement

–
–
–
–

Talent development
Diversity, equity and inclusion
Sustainability
Community contribution

BOARD AND MANAGEMENT ENGAGEMENT ACTIVITIES
– Management engages with colleagues through regular town hall meetings, Company news
updates and through our online tools where colleagues can share their views. See page 32
for more information
– Non-executive Directors undertake workforce engagement activities, including in-person
site visits and attendance at colleague meetings, forums and events. See page 60 for
more information
– The Board and Remuneration & People Committee receive regular updates from the Chief
People Officer on employee engagement, reward, talent, and diversity and inclusion
– The Audit & Risk Committee is provided with updates on ‘Speak Out’, our confidential
reporting hotline, and other reports and statistics relating to the Group’s ethical policies
and performance
– The Board receives health and safety reports at every Board meeting
– The Board also receives regular updates on the Group’s pension arrangements

OUTCOMES OF ENGAGEMENT IN FY2022
– Given the importance of, and focus on, People in the Smiths Value Engine, the Board
approved the evolution of the Remuneration Committee into the Remuneration &
People Committee
– Based on feedback from colleagues through the My Say engagement survey, the Board
was supportive of the launch of our new Smiths Leadership Behaviours, which are
shown on page 28, and the focus on diversity and inclusion, with an enhanced gender
diversity measure added as a KPI described on page 23
– The Board supported the de-risking of the TI Group Pension Scheme by way of a £640m
bulk annuity buy-in. The Board considered and declined the request from the SI Pension
Scheme Trustees to pay enhanced member benefits
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CUSTOMERS
OUR APPROACH
Meeting customer needs and exceeding
their expectations with products,
quality and service. The way we conduct
business and pay attention to the things
that matter to them – for example, ethics
and environmental performance – is a
fundamental part of our operating model
and our Values.
We recognise that strong and enduring
customer relationships will sustain
Smiths into the future.
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KEY CUSTOMER PRIORITIES
– Product innovation, quality and service
– Environmental performance of products
to help customers meet their own
environmental goals

– Long-term strategic relationships
– Mutual confidence and respect
– Ethical behaviour and data protection

BOARD AND MANAGEMENT ENGAGEMENT ACTIVITIES
– Management teams engage with customers through formal feedback activities such
as surveys, quarterly business reviews and senior team meetings with key customers.
They also integrate informal feedback from conversations had with customers by our
operational and field-based teams
– Management teams use Key Account Management structures and Customer
Relationship Management tools across our business to deliver timely and high-quality
responses to our customers. We aim to apply best practices, develop skills and
capabilities, and deliver continuous improvement in execution to enhance the overall
customer experience
– Customers and market challenges are considered as part of the monthly divisional
performance updates to the Executive Committee with a deep dive every quarter
– Divisional performance reports are sent to the Board on a quarterly basis and deep dives
on divisional performance and strategy are held on a rotational basis
– The Board monitors performance indicators relating to customer satisfaction such as
On-Time-In-Full (OTIF) and Cost of Poor Quality (COPQ)
– In FY2022 the Audit & Risk Committee was updated on product quality and customers
in divisional risk deep dives. See page 73 for more information

OUTCOMES OF ENGAGEMENT IN FY2022
– The Board approved the creation of the Science, Sustainability & Excellence (SSE)
Committee. The Committee oversees the Group’s approach to sustainability and to
new product development, both key priorities for our customers. See page 89 for
more information
– The Board approved our divisional strategies, including an increased focus on
commercialising high-value green technologies that enable sustainability performance
for and through our customers
– As part of the Board evaluation, the Board requested greater visibility of macro
conditions, external markets and the impact of opportunities arising from technology
– The SSE Committee requested more oversight on product ideation strength and earlystage new product development to ensure that the Group is appropriately focused on
megatrends and new markets
– The Board considered inflation and supply chain pressures and the impact on pricing
and margins
– The Board was satisfied that the culture of the Group is appropriately focused on
customer needs and that customer risks are being managed appropriately
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SUPPLIERS
OUR APPROACH
Developing mutually beneficial
relationships with our suppliers and
building resilience, quality and efficiency
across our supply chain is a fundamental
contributor to our customer offer and the
long-term sustainability of Smiths.
We operate a total value supply chain
approach that considers all aspects of a
supplier’s contribution to generate and
capture value. This includes ethical and
environmental matters, including GHG
reduction, and alignment with our Values,
continuous improvement and risk.
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KEY SUPPLIER PRIORITIES
– Long-term relationships with Smiths
– Mutual confidence and respect
– Ethical behaviour

– Return for all partners
– Innovation partnerships

BOARD AND MANAGEMENT ENGAGEMENT ACTIVITIES
– Management teams meet regularly with suppliers to review performance,
discuss new business opportunities, set goals and work on improvement areas. For our
higher value and/or more complex products, management engages with our suppliers
at the highest level to partner on R&D, new product introduction, quality and continuous
improvement projects
– Updates on suppliers and supply chain are included in divisional performance updates
to the Executive Committee
– Divisional performance reports are sent to the Board on a quarterly basis and
deep dives on divisional performance and strategy are discussed by the Board on a
rotational basis
– In FY2022 the Audit & Risk Committee was updated on supply chain risk and ethics and
compliance in each division

OUTCOMES OF ENGAGEMENT IN FY2022
– Each division developed and implemented appropriate contingency plans to mitigate
the impact of supply chain challenges arising from the COVID-19 pandemic, the Russia/
Ukraine conflict, transportation and labour issues, and other challenges
– The Board was supportive of the ongoing project to mitigate the risk from highdependency sole source suppliers
– Management approved the implementation of a source-to-pay solution with a single
portal access for our supplier base which aims to improve procurement efficiency
and effectiveness
– The Board was supportive of the refreshing of the Group’s Supplier Code of Conduct
during the year to increase focus on ESG matters, including environmental policies
and performance

COMMUNITIES
AND SOCIETY
OUR APPROACH
We aim to improve our world by
contributing positively to our communities
and society in general.
Smiths products and services support
critical global industries where we are
pioneering progress in safety, efficiency,
and environmental performance.
Our operations around the world play a
beneficial role in local economies through
job creation and skills development;
procurement and generating tax revenues;
operating safely, environmentally
responsibly and ethically; and direct
engagement. Healthy and prosperous
communities and strong relationships are
aligned with our Values and inspire and
promote a sense of pride and ownership
in our people.

KEY COMMUNITY PRIORITIES
– Safe and effective operations
– Green technology, environmental
performance, respecting
natural resources

– Fair employment, skills development,
and prosperity
– Ethical behaviour
– Direct engagement – education
and community support

BOARD AND MANAGEMENT ENGAGEMENT ACTIVITIES
– Our teams across the world engage directly with their local communities through
fundraising, charitable giving, and education initiatives
– Science, Technology, Engineering and Maths (STEM) education initiatives are particularly
important to management and to our colleagues as a way to share their passion for
engineering and encourage young people to consider careers in the sector. Many of our
sites run STEM programmes
– The Board is provided with updates on the elements of the Group’s operations which
impact the wider community, including the Group’s Global Tax Strategy. This describes our
approach to the responsible management of tax affairs to enhance long-term shareholder
value while contributing to public expenditure and the welfare of our local communities
– The Audit & Risk Committee receives regular reports on issues raised through the Group’s
‘Speak Out’ reporting hotline which enables reporting of matters affecting communities
such as safety, ethical behaviour, human rights and modern slavery
– At our July Leadership Summit senior leaders took time out to volunteer at five
London charities
– Colleagues are regularly involved in and support local community events

OUTCOMES OF ENGAGEMENT IN FY2022
– The Board approved the Group’s new ESG strategic priorities which outline our focus on
new product development programmes which deliver sustainability performance and on
delivering our environmental commitments
– The Group donated to the Red Cross to support the people of Ukraine. Smiths also
matched colleague donations
– In FY2022 we began a pilot for a new community engagement programme – Improving
Our World – which will include paid volunteering time for colleagues
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GOVERNMENTS AND
REGULATORS
OUR APPROACH
Governments and regulators are vital to
our business as they are policy setters
and influencers in the markets where
we operate. We operate in some highly
regulated markets and sectors requiring
strict adherence to local and international
industry and product regulations, and strong
ethical practices.
We have a mature governance environment
with exacting standards, robust diligence
processes and a proactive management
approach to reduce the likelihood of an
ethical, legal or regulatory breach impacting
our business.
In the normal course of business, we
build relationships with governments,
policymakers and regulators across the
world. We do this at both Group and at
divisional level so that we are able to operate
effectively and to ensure our interests and
those of the industries in which we operate
are represented in decision-making. We also
contribute our expertise on emerging
national, regional and global needs.

INVESTORS
OUR APPROACH
We are committed to openness and
transparency with all capital providers and
to the effective management of risk.
We report routinely to shareholders
through our formal results activities and
undertake regular meetings and one-off
events such as Capital Markets Days and
investor conferences. Third-party analyst
and broker briefings also form part of our
communications schedule.
Shareholders are directly consulted by the
Board on such matters as Remuneration
Policy and views are sought on key
corporate activity.
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KEY GOVERNMENT AND REGULATOR PRIORITIES
–
–
–
–
–

Product and operational safety
Net Zero and environmental policies
Protection of natural resources
Defence and security
Safe and fair working conditions

–
–
–
–

Economic growth and prosperity
Trade compliance
Ethical behaviour
Privacy and data protection

BOARD AND MANAGEMENT ENGAGEMENT ACTIVITIES
– Our Group Corporate Affairs team based in the UK, US, Europe and Asia guides and
supports our relationships with key regulators, local policymakers, budget holders and
industry groups. It also leads our outreach and relationship programme with government
bodies and regulators, with the aim of promoting a deeper understanding of the Smiths
culture and products
– Government policy and regulators are considered during formulation of
divisional strategies
– Updates on regulatory processes for approval of new products are provided
during divisional performance reviews at the Executive Committee

OUTCOMES OF ENGAGEMENT IN FY2022
– Management approved policy guidelines and an operational framework within which
government relations are conducted. The business sustains harmonious relations with
the governments in the countries where we manufacture and operate and with the
relevant regulatory authorities
– Policy guidance was issued to the business to navigate issues such as the COVID-19
pandemic and the Russia/Ukraine conflict

KEY INVESTOR PRIORITIES
–
–
–
–

Sustainable growth
Shareholder returns
Delivering against our strategy
Openness and transparency

– Maintaining effective controls and
managing risk
– Environmental performance and
social impact

BOARD AND MANAGEMENT ENGAGEMENT ACTIVITIES
– The Board attends the AGM and General Meetings where shareholders are invited to
submit questions to the Board in person and remotely
– The Chief Executive Officer and the Chief Financial Officer host results presentations and Q&A
sessions and meet with a broad spread of the Group’s capital providers throughout the year
– Members of the Board engaged with investors at the Capital Markets Day in November 2021
– Analyst and broker briefings, and reports of meetings with major or prospective
shareholders, are circulated to Directors outside the formal Board meeting schedule
– In FY2022 the Board sought shareholder feedback on the best course of action on the use
of the proceeds following the completion of the sale of Smiths Medical
– In FY2022 the Chair of the Remuneration & People Committee met with our top
shareholders to discuss Smiths Remuneration Policy
– The Board considers its dividend policy and the UK Pensions Act 2021, prior to approving the
payment of a dividend

OUTCOMES OF ENGAGEMENT IN FY2022
– The Board reaffirmed the Group’s strategy including the Smiths Value Engine and focus
on our three priorities of Growth, Execution and People
– The Board approved holding a Capital Markets Day in November 2021 to update investors
and other stakeholders on the Group’s strategy and medium-term targets
– The Board approved the planned creation of a Sustainability at Smiths Report
– The Board considered the Group’s capital allocation and dividend policy in light of the
cash proceeds received from the sale of Smiths Medical. The Board determined that the
proceeds would be split between investment in growth and a significant return of capital
to shareholders through a share repurchase programme
– The Board approved the payment of the final dividend for FY2021 and the FY2022
interim dividend
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NON-FINANCIAL
INFORMATION
STATEMENT

The following disclosure aligns to the non-financial reporting
requirements contained in sections 414CA and 414CB of
the Companies Act 2006 and reflects our commitment to
and management of the environment, employees, social
matters, human rights and anti-bribery and anti-corruption.
Our Smiths culture and Values support our efforts in these
areas and are described on page 9.

Environment
We committed to ambitious Net Zero targets: Net Zero emissions
from our operations (Scope 1 and 2) by 2040 and Net Zero emissions
from our supply chain and products in use (Scope 3) by 2050. We also
have longstanding commitments to use energy and other natural
resources efficiently and minimise waste. The policies that support
our approach include:
–
–
–
–
–

Environmental Sustainability Policy
Health, Safety and Environment (HSE) Policy
HSE Reporting Policy
Responsible Minerals Sourcing Policy
Restricted Substances Policy

Employees
Our people are vital to the success of Smiths, and we aim to attract
and retain the very best by creating an environment for employees
based on respect, personal growth, recognition and development
of talent, and a sense of belonging and purpose. The policies that
support our approach include:
– Fair Employment Policy
– Global Mobility Assignment Policy
– Recruitment Policy

Social matters
We aim to improve our world by contributing positively to our
communities and society. Smiths products and services support
critical global industries and our operations around the world play
a role in local economies through job creation; procurement and
generating tax revenues; operating responsibly and ethically; and
engaging directly. The policies that support our approach include:
–
–
–
–

Code of Business Ethics
Data Protection and Privacy Policy
Data Protection Code of Conduct
Supplier Code of Conduct
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Human rights and anti-bribery
and anti-corruption
We are committed to upholding high ethical standards wherever
we operate around the world, and we require our suppliers and
other business partners to do the same. Bribery and corruption
matters are covered by our Code of Business Ethics. We also have
specific policies and procedures relating to activities that create
bribery and corruption risks, and an umbrella anti-bribery and
anti-corruption policy that provides a single view of our approach.
These policies cover a broad range of matters including the
giving and receiving of gifts, meals, and hospitality; invitations
to government officials; our approach to facilitation payments;
and controls around the appointment of distributors and agents,
customs brokers, and freight forwarders. The Smiths Modern
Slavery and Human Trafficking Statement and our Human Rights
Policy can be found on our website.

Policy due diligence and outcomes
Smiths operates a confidential ‘Speak Out’ reporting hotline
to report behaviour and activities that breach our Values, our
policies, or the law. This is critical to assessing the effectiveness
of our policies. All reports to the ‘Speak Out’ hotline are
investigated, and metrics associated with reporting monitored.
Reports can be made anonymously. Our ethics training operates in
two tiers – online modules delivered in all our core languages, and
group training activities covering specific subjects. Additionally,
we run regional ethics workshops for leaders across Smiths to
embed a deeper understanding of our ethics and compliance
critical drivers.
During FY2022 we continued to review the effectiveness of certain
of our policies, including:
– Reviewing our ethics dashboard which enables us to interrogate
our register of gifts, meals, and entertainment
– Requiring all colleagues to take a modern slavery awareness
training module every two years
– Implementing a new Supplier Code of Conduct, including details
of how third parties can report concerns to our ‘Speak Out’ hotline
– Updating the Human Rights Policy, including the commitment
to ensure that recruitment agents are free from practices
associated with human rights violations
– Creating a working group, comprised of divisional and Group
Procurement leadership and the Ethics & Compliance team, to
monitor and review procurement related modern slavery and
human rights risks and controls
– Introducing micro-awareness videos that enable us to
communicate quickly and effectively on issues that arise
– Conducting our third climate risk and opportunities assessment
for the divisions and Group

Other information
Other information to support this statement can be found
as follows:
–
–
–
–
–
–

Business model on page 9
Principal risks and uncertainties on page 47
Non-financial KPIs on pages 22 and 23
Task Force on Climate-related Financial Disclosures on page 35
Viability Statement on page 54
Sustainability at Smiths Report which can be found on
our website
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Risk governance
The Board and its Committees set the culture and approve the
strategy of the Group. The Board ensures appropriate oversight
and monitoring through a number of mechanisms, including
strategy reviews, Committee meetings, management reports
and focused reviews of selected risk areas.
On behalf of the Board, the Audit & Risk Committee is responsible
for reviewing and assessing the effectiveness of the Group’s risk
management and internal control systems. The review process
covers the Group’s principal risks, as well as financial, operational
and compliance controls.

We operate across a number of markets and geographies.
We are prepared to accept certain levels of risk to realise
our ambitions, and our Purpose, to improve our world
through smarter engineering.

The Executive Committee is responsible for designing the
Enterprise Risk Management framework and ensuring that
it is effectively deployed throughout the Group. The Executive
Committee also ensures that the Board’s risk appetite is
understood by risk owners and decision-makers, ensures risks,
including climate risk, are adequately managed, and conducts an
annual assessment of strategic risk. Each principal risk is owned
by a member or members of the Executive Committee.

We understand the risks we face and take a proactive
approach to risk management in order to maximise
opportunities, drive better commercial decision-making,
and protect our people and our businesses.

Enterprise Risk Management (ERM) roles and responsibilities

3rd

BOARD AND AUDIT &
RISK COMMITTEE

LINE OF DEFENCE

– Approve the strategy and set the culture and risk appetite of the Group
– Review and assess the effectiveness of risk management and internal
control systems
– Monitor through Board processes and good governance

INTERNAL AUDIT

Independent assurance

– Provide assurance on internal controls, programmes, systems and risk
management processes

2nd

– Design and establish risk management and internal control systems
EXECUTIVE COMMITTEE
AND SENIOR MANAGEMENT – Ensure that the risk appetite of the Board is understood by risk owners
and decision-makers

LINE OF DEFENCE

– Ensure risks are adequately managed

RISK AND COMPLIANCE
FUNCTIONS

Monitoring and compliance

– Develop and manage the ERM process
– Monitor risks and controls
– Develop and manage policies and control frameworks
– Ensure financial, legal and ethical compliance
– Ensure security, quality and health and safety

1st

DIVISIONAL MANAGEMENT

Risk ownership and mitigation

– Identify, manage and escalate risks

LINE OF DEFENCE

– Set division’s strategic objectives
– Establish and apply internal control systems
– Escalate issues to the Executive Committee as required

OPERATIONAL TEAMS

Conducting business activities in accordance with Group policies and standards

– Understand roles and responsibilities
– Comply with policies
– Follow risk management processes
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Running a business involves continual assessment and
management of risks – it is an integral part of day-to-day
operations. Our Enterprise Risk Management (ERM) process
supports open communication on risk between the Board and
Audit & Risk Committee, the Executive Committee, our divisions,
functions and sites. It enables us to manage and monitor the
risks which threaten successful execution of our strategy and
ensures our strategic, financial, compliance and operational risks
are appropriately considered by the Executive Committee and by
the Board.
Our divisional and functional teams are responsible for dayto-day management and reporting of risks, including climate
risk. They identify new and emerging risks, escalate where
appropriate, and take action to ensure risks are managed as
required. Our divisions also conduct annual assessments of the
risks they face. In FY2022 these were updated to ensure that the
latest views were presented and considered.
Internal audit provides independent and objective assurance to
both the Audit & Risk and Executive Committees on the adequacy
and effectiveness of our risk management and internal control
processes. It facilitates the ERM process and provides site-based
controls and assurance reviews of key programmes, processes
and systems.
The Audit & Risk Committee, on behalf of the Board, reviews
the effectiveness of the risk management process, considering
principal risks and uncertainties and actions taken by
management to manage those risks.
During FY2022 the Executive Committee agreed the ERM
timetable, and the risks selected for ‘deep-dive’ discussions at
Executive and Audit & Risk Committee meetings. These were:
supply chain; product quality; and contractual obligations.
The Group’s list of principal risks was also discussed and
recalibrated by the Executive Committee.
There is a requirement for risk owners to demonstrate how
they provide assurance that controls are working effectively.
Examples are provided in the tables of principal risks from
page 49.
In addition, a further 32 risk workshops were facilitated at
operational sites during the year to support the bottom-up view of
risk that has fed into divisional and functional risk assessments.
The Directors consider the risk management process to
be effective.

Emerging risks
Emerging risks and horizon scanning are integrated into the
ERM process. Functions in the business often take the lead in
identifying and promoting risk awareness and mitigation activities.
Climate change remains an emerging risk and forms part of
reporting and risk management in the business. During FY2022
we undertook scenario analysis, including climate risk
and opportunities workshops for Group and the divisions.
Outcomes from this work are described in the Task Force
on Climate-related Financial Disclosures (TCFD) section on
page 35.
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PRINCIPAL
RISKS AND
UNCERTAINTIES

We maintain a register of principal risks and uncertainties
covering the strategic, financial, operational and
compliance risks faced by the Group.

Risk process
We review each risk and rate a number of factors: gross impact,
applying the hypothetical assumption there are no mitigating
controls in place; residual impact and likelihood, taking into
account existing mitigating controls; the reputational impact of
a risk; and velocity, which reflects the expected time we would
have to react should a risk materialise. These, in turn, drive
mitigation priorities. A trend metric shows the net position of the
risk year-on-year. We report on the connectivity between risks to
help understand the potential for one risk to have an impact on
another. This is presented against each risk in the form of a ‘risk
relationship’ chart indicating the linkage between each principal
risk and others on the list. This has been used as an input to the
Viability Statement assessment and will be used more widely in
future risk scenario planning and mitigation work.

Changes to principal risks
Our principal risks continue to evolve in response to our changing
risk environment. This year, based on our current assessment
of their materiality, we have included two new principal risks:
Growth, reflecting our renewed focus on growth in our strategy;
and environment, social and governance (ESG), reflecting an
increased focus from investors, employees, customers and
suppliers. We have removed our Group Portfolio risk with the
completion of the sale of Smiths Medical. We have combined a
number of risks including COVID-19 and Integrated Supply Chain
into a Business Continuity risk; Customers and Markets risks
into a Commercial risk; and Ethical Breach and Contractual
Obligations into Legal and Compliance risk.
While we continue to monitor and manage a wide range of risks,
the tables that follow summarise those risks considered to have
the greatest potential impact if they were to materialise.
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Principal risks and uncertainties

Principal risk

Link to strategy

Gross risk

Residual risk

Likelihood

Velocity

Trend

Very High

Moderate

Possible

Years

High

Low

Possible

Years

Very High

Moderate

Probable

Years

Moderate

Low

Possible

Months

High

Moderate

Probable

Weeks

High

Moderate

Likely

Months

High

Low

Possible

Years

—

Moderate

Low

Probable

Weeks

—

High

Low

Probable

Days

—

High

Low

Possible

Days

—

1. ORGANIC GROWTH
Ability to achieve organic growth
in line with market opportunity

2. ESG

Failure to meet stakeholder expectations
on environmental, social and
governance obligations

3. TECHNOLOGY

Technology disruption by existing
or future competitor

4. PEOPLE

Ability to attract and retain people

—

5. BUSINESS CONTINUITY

Business disruption to supply chain
or operations

6. ECONOMY AND GEOPOLITICS

Impact of economic and geopolitical environment

7. COMMERCIAL

Loss of focus on customers and not competing
in the right markets

8. PRODUCT QUALITY

Failure of product causes serious harm
to people/property

9. CYBER SECURITY

Impact of enterprise or product cyber event

10. LEGAL AND COMPLIANCE

Significant ethical breach or failing
to meet contractual obligations
Key
Link to strategy

Likelihood

Growth

Almost Certain

> 80%

New

Execution

Likely

> 60%

Probable

> 40%

Stable

Possible

> 20%

Unlikely

< 20%

People

Trend

—

Up

Connectivity between principal risks
ORGANIC
GROWTH
ORGANIC GROWTH
ESG
TECHNOLOGY
PEOPLE
BUSINESS CONTINUITY
ECONOMY
AND GEOPOLITICS
COMMERCIAL
PRODUCT QUALITY
CYBER SECURITY
LEGAL AND COMPLIANCE

ESG

TECHNOLOGY

PEOPLE

BUSINESS ECONOMY AND
CONTINUITY GEOPOLITICS COMMERCIAL

PRODUCT
QUALITY

CYBER
SECURITY

LEGAL AND
COMPLIANCE
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1. ORGANIC GROWTH – Ability to achieve organic growth in line with market opportunity
RISK OWNER

TREND

NEW RISK

Divisional Presidents

The risk of not growing means we become less
relevant and discounted by the market, resulting
in erosion of shareholder value. A growth culture
is a key component of the Group’s strategy. Growth
is a framework that drives the operational tasks,
projects and initiatives of the Group. The Group’s
heritage depends on innovation, which presents
numerous opportunities for growth that are
constantly pursued. Companies that do not grow
typically do not attract the most talented team
members, as great people seek opportunities
for advancement.
How this could impact our strategy
or business model
– Material adverse effect on valuation
– Erosion of our reputation as a leader
in our markets and of our ability to
attract and retain talent

Examples of how we manage this risk
– A clear Group strategy to achieve organic
growth goals, underpinned by detailed
divisional strategies
– Detailed reviews of existing and potential
new markets to identify opportunities with
significant growth potential
– Securing and retaining the best talent to
execute strategy and deliver organic growth
– Annual incentive programme to support
profitable growth
– Annual strategic planning, budgeting
process and monthly forecasting
– Ongoing investment in research and
development to drive innovation and growth
– Smiths Excellence System in place to ensure
effective execution

Examples of how we know the controls
are working effectively
– Divisional performance and forecast
reviews completed monthly
– Performance and KPIs monitored
and tracked by the Board
– Functional reviews of Smiths Excellence
and People strategies

2. ESG – Failure to meet stakeholder expectations on environmental, social and governance obligations
RISK OWNER

Chief Sustainability Officer

TREND

NEW RISK

Environmental, Social and Governance (ESG)
areas are essential matters for all companies
and stakeholders. Failure to meet stakeholder
expectations on increasing ESG obligations may
expose the Group to reputational or financial
risk. This includes risks associated with
shifting investor sentiment, evolving customer
requirements, supply chain trends, social attitudes
toward the environmental impact of products, and
our ability to attract and retain talent. Failure to act
appropriately may well increase the magnitude of
the risk over the long term.
How this could impact our strategy
or business model
– Loss of key talent committed to
working for a socially responsible and
sustainable organisation
– Limit the number of debt and equity investors
– Adverse impact on the ability to
meet customer expectations on
sustainability performance
– Limiting the sustainable growth potential of
our key business segments
– Failure to maintain strong controls and
corporate governance on ESG-related
non-financial metrics could lead to fraud
or errors

Examples of how we manage this risk
– Report on ESG in a transparent way with
appropriate verification activity, including
publication of our first Sustainability at
Smiths report in FY2022
– Science, Sustainability & Excellence (SSE)
Committee of the Board established to
oversee and support delivery of ESG targets
and goals
– Sustainability strategy integrated to Group
and division strategies, aligning and
leveraging the Smiths Value Engine to deliver
value for all stakeholders
– Executive management responsible for
setting and delivering ESG goals
– ESG targets built into long-term and annual
remuneration incentive plans
– Meet Task Force on Climate-related
Financial Disclosures (TCFD)
reporting requirements
– Committed to setting Science-Based Targets
to meet Net Zero Scope 1 & 2 emissions by
2040 and Net Zero Scope 3 emissions by
2050; also set 3-year targets FY2022-24 for
GHG, waste, water and renewable electricity

Examples of how we know the controls
are working effectively
– SSE Committee meets four times a year to
review progress
– Progress on environmental metrics
– All divisions engaged in product areas that
support environmental performance of, and
through, customers
– Strong scores for safety and ethical matters
in the My Say employee survey
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3. TECHNOLOGY – Technology disruption by existing or future competitor
RISK OWNER

Divisional Presidents

TREND

—

Differentiated products and services are critical
to our success. We may be unable to maintain
technological differentiation; to meet customers’
existing needs or anticipate emerging demand
trends; and may face disruptive innovation by
a competitor. This could affect our strategy or
business model through a material adverse effect
on revenue, revenue growth or profit margin;
erosion of our reputation as a technology leader
in our markets; and our ability to attract and
retain talent.
How this could impact our strategy
or business model
– Material adverse effect on margin
and profitable growth
– Erosion of our reputation as a leader
in our markets and of our ability to
attract and retain talent

Examples of how we manage this risk
– Proactive repositioning of the portfolio
around the most attractive markets where
we can sustainably hold a top three position
based on technology leadership
– Diversified technology portfolio serving a
range of sectors and geographies, mitigating
exposure to any one sector or area
– Continuing and smarter investment in R&D
(FY2022: 4.2% of Group revenue, FY2021:
3.9%)
– Focus on building a culture of innovation
with a long-range technology roadmap
for each division
– Focus on next generation and
transformational initiatives
– New Product Introduction (NPI)
process operating across divisions
to accelerate projects

– Gross Vitality as a KPI
– Robust intellectual property (IP) protection
via patents and other protections, and
litigation where appropriate
Examples of how we know the controls
are working effectively
– New product development progress is
reviewed by the SSE Committee and
is part of our internal performance
indicator tracking system
– Adherence to NPI process is audited
and embedded in systems with monthly
‘pipeline’ overview provided by divisions
– Technology roadmap is part of the
Group strategic cycle

4. PEOPLE – Ability to attract and retain people
RISK OWNER

TREND

Chief People Officer
People are our only truly sustainable source
of competitive advantage and competition for
key skills is intense, especially around science,
technology, engineering and mathematics (STEM)
disciplines. We may not be successful in attracting,
retaining, developing, engaging and inspiring the
right people with the right skills to achieve our
growth ambitions.
How this could impact our strategy
or business model
– Inability to attract key talent leading
to a loss of competitive advantage
– Difficulty in retaining personnel, at all
levels of the organisation, leading to a
loss of competitive advantage
– In acquisitions, losing key personnel from
the newly-acquired business which may
significantly impact performance and value

Examples of how we manage this risk
– Remuneration regularly evaluated
against market trends
– Focus on Smiths Leadership Behaviours
– Introduction of technical engineering
communities, technical career ladder,
and early career programme
– Targeted talent and succession
planning strategy
– Focus on onboarding and initial
experience improvement
– Increase internal talent mobility
– Structured assessment, development,
and reward programme
– Diversity and inclusion initiatives

Examples of how we know the controls
are working effectively
– Formal and informal measures of culture,
for example regular engagement surveys
with follow-up action planning
– Remuneration & People Committee
tracks key people metrics
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5. BUSINESS CONTINUITY – Business disruption to supply chain or operations
RISK OWNER

TREND

Divisional Presidents
Major disruption to the Group’s operations can
result in failure to meet our customer needs.
Timely, efficient supply of raw materials and
purchased components is critical to our ability
to deliver to our customers. Manufacturing
and supply chain continuity is exposed to
external events that could have significant
adverse consequences, including natural
catastrophes, civil or political unrest, changes
in regulatory conditions, terrorist attacks
and disease pandemics – this applies to our
own manufacturing sites and those of our
key component suppliers.
How this could impact our strategy
or business model
– Inability to deliver products/solutions
to customers, impacting financial
performance and reputation

Examples of how we manage this risk
– Smiths Excellence System operating model
delivers increased focus on resilient and
cost-effective supply
– Business continuity and disaster recovery
plans in place and tested for critical locations
– Regular evaluation of key sites for a
range of risk factors using externally
benchmarked assessments – risk reduction
measures for critical products and dual
manufacturing capabilities
– Mitigation plans for sole source suppliers,
sub-contractors and service providers
developed and deployed by divisions to
include qualification of alternative sources
of supply where appropriate
– Property damage and business
interruption insurance

Examples of how we know the controls
are working effectively
– Business continuity plans tested annually
– Risk mitigation plans reviewed and
reported by divisions
– Business interruption risk surveys
completed by an external provider
for key operational sites
– Insurance requirements driven by the
risk appetite of the Group and divisions
are validated at least annually

6. ECONOMY AND GEOPOLITICS – Impact of economic and geopolitical environment
RISK OWNER

TREND

Chief Financial Officer
The world is experiencing widespread global
inflation and severe inflation in energy markets.
The Russian invasion of Ukraine has resulted in
new trade sanctions and introduced additional
supply and pricing uncertainties to tight energy
and commodity markets. China’s approach to
managing COVID-19 is further contributing to
rising costs and disrupted supply chains. Central
banks globally are raising rates in order to curb
inflation. Smiths faces the risk of rising labour,
material, and transportation costs which it may
not be able to pass on through pricing. In addition,
as central banks take action to curtail inflation,
there is a risk of a regional or global recession
which would pressure our revenue growth and
profitability. Geopolitical tensions and trading
bloc formation may further impact the free
movement of capital, goods, and people and add
volatility to our supply chains or constrain our
market opportunities.

How this could impact our strategy
or business model
– Significant and prolonged reduction
in global demand for our products
– Geopolitical tensions relating to Russia,
China, India, and the Middle East adversely
impact trade
– Adverse impact on business performance
due to the imposition of tariffs
– Governments continue to look for ways
to improve tax revenues to ease fiscal
budget pressures
Examples of how we manage this risk
– Diversified portfolio of businesses which
mitigates exposure to any one country
or sector
– Geographic spread which mitigates the
impact of trade barriers between regions
– Divisions monitor order flows and other
leading indicators so that they may respond
quickly to deteriorating trading conditions
and tariffs/barriers to free trade
– Representation of our interests by the Group
Corporate Affairs team
– Network of trade compliance officers across
the Group who monitor upcoming changes
in regulation and oversee import and
export activities

Examples of how we know the controls
are working effectively
– Cost and price inflation are tracked
and actively managed monthly
– Order tracking reported and monitored
– Business indicators reported weekly
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7. COMMERCIAL – Loss of focus on customers and not competing in the right markets
RISK OWNER

Divisional Presidents

TREND

—

Our markets are evolving at a fast pace, creating
potential for customers to change their business
models as they look to deliver products and
services at higher quality, with better service
and at lower cost. Failure of the Group to keep
pace with customer changes/requirements
(innovation, go-to-market strategies) could have a
materially adverse impact on Group performance.
A significant proportion of our revenue comes
from the US and European markets, with a notable
proportion coming from governments. In addition
to geographical markets, there is a risk that we
do not focus on attractive sectors where we have,
or could have, a sustainable position. The Group’s
growth strategy is expanding our operations in
developing/higher-growth markets – particularly
markets that are underserved in Asia Pacific.

How this could impact our strategy
or business model
– Failure to develop other markets and
geographies impacts strategic progress
and financial performance
– Significant disruption to government budgets
results in fewer contracts being awarded
to Smiths, impacting financial performance
– Loss of market share and adverse impact
on Group results
Examples of how we manage this risk
– New product innovation feedback through
market research and direct feedback from
existing and potential customers
– A diversified portfolio of businesses
mitigates exposure to any one country,
sector or customer
– Growth strategy which places emphasis
on expanding operations in higher-growth
markets and regions which are currently
underserved, including Asia

– Strategic process to capture
continuing opportunities in current
and adjacent markets
– Government relations function which
collaborates with colleagues across
the Group to advise on developments
Examples of how we know the controls
are working effectively
– Strategic review process; divisional
deep dives
– Customer input gathered on a frequent basis
– Strong and long-term customer
relationships provide assurance
– Managing Director councils established
in India and China

8. PRODUCT QUALITY – Failure of product causes serious harm to people/property
RISK OWNER

Divisional Presidents

TREND

—

The mission-critical nature of many of our
products, services and solutions makes the
potential consequences of failure more serious
than for other businesses. In the ordinary course
of business, we are potentially subject to material
product liability claims and lawsuits, including
potential class actions, from customers or
third parties. Internal risks can originate from
inadequacies or insufficiencies in processes
for procurement of materials and components,
change control, manufacturing, internal quality
systems, adaptation to changing industry
regulations, and systems maintenance and
compliance. External risks can result from failure
to manage product certification and compliance,
inspections and audits or challenges to product
registrations or certifications, which can lead to
inability to bid for business and/or sell products
and ultimately regulatory action and fines.

How this could impact our strategy
or business model
– One of our businesses or Smiths, as a whole,
has its reputation damaged leading to a loss
of customers/future business
– Material harm caused to people or property
and/or business interruption for customers
due to quality issues, design defects,
manufacturing failures, component failures,
etc results in reputational damage, loss of
business and higher costs beyond (costed in)
warranty claims
– Contractual claims for penalties,
indemnities, and damages and also product
liability claims arising from end-users and
other affected third parties (potentially
large class)
Examples of how we manage this risk
– Divisional quality risk assessments
that address product failures, product
performance, product safety, product
compliance, regulatory compliance, and
market authorisation
– Quality assurance processes embedded
in manufacturing locations for critical
equipment, supporting compliance
with customer requirements and
industry regulations
– Quality development and quality
integration built into new product
development processes

– Risk analysis and mitigation processes
relating to product cyber resilience
embedded in the product lifecycle process.
Proactive steps taken to ensure product
cyber related risks are continually
monitored and managed
– Insurance cover for product liability
and other related risks such as aviation
grounding – Insurance and Legal teams
partner to ensure contracts (and supplier
flow downs) cover insurance issues and
claims are notified
– Contracting and litigation managed under the
oversight of the Group General Counsel with
regular reporting to Executive Committee
and Board
Examples of how we know the controls
are working effectively
– Quality measures (e.g. defective parts per
million (DPPM) and cost of poor quality
(COPQ)) are measured and action plans put
in place to drive their improvement – these
are regularly reported
– Group and divisional governance frameworks
(including Delegation of Authority) ensure
a close working relationship between legal
and commercial teams (including quality) to
manage risks
– Fewer quality issues at launch of
new products
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9. CYBER SECURITY – Impact of enterprise or product cyber event
RISK OWNER

Chief Financial Officer

TREND

—

Cyber attacks seeking to compromise the
confidentiality, integrity and availability of
IT systems and the data held on them are a
continuing risk. We operate in markets and
product areas which are known to be of interest
to cyber criminals. Digitalisation and increased
interconnectivity of our products intensify the risk
and the number of areas under potential attack.
How this could impact our strategy
or business model
– Compromised confidentiality, integrity and
availability of our assets resulting from a
cyber attack, impacting our ability to deliver
to customers and, ultimately, financial
performance and reputation
– Exposure to significant losses in the event of
a cyber security breach, particularly relating
to our security products. These include not
only customer losses, but also those of a
potentially large class of third parties

Examples of how we manage this risk
– Board oversight of the approach to mitigating
cyber risk
– Proactive focus on information and cyber
security risks supported by a strong
governance framework
– Group-wide assessment of critical
information assets and protection to
enhance security
– Information Security Awareness programme
– Security monitoring to provide
early detection of hostile activity on
Smiths networks and an incident
management process
– Partnership and monitoring arrangements
in place with critical third parties, including
communications service providers
– Cyber risk analysis and mitigation processes
embedded in the product lifecycle process
to increase resilience

Examples of how we know the controls
are working effectively
– Formal reviews with the Executive
Committee and the Board
– Vulnerability scanning/event reporting
– External reviews of vulnerability controls
– Mandatory staff training
– Compliance with recognised standards

10. LEGAL AND COMPLIANCE – Significant ethical breach or failing to meet contractual obligations
RISK OWNER

Group General Counsel

TREND

—

We have more than 14,700 colleagues in more
than 50 countries. Individuals may not all behave
in accordance with the Group’s Values and in
accordance with ethical and legal requirements.
We operate within increasingly complex legal
regimes, often in highly regulated markets and
with governments, customers and suppliers
requiring strict adherence to laws. We may fail
to deliver contracted products and services or
fail in our contractual execution due to delays or
breaches by our suppliers or other counterparties.
How this could impact our strategy
or business model
– Ethics or compliance breach causes harm
to our reputation, financial performance,
customer relationships and our ability to
attract and retain talent
– Failure to comply with trade compliance
(import and export) leads to significant fines
and/or delays procurement or supplies
– Failure to meet strict conditions within
government contracts, particularly in the
US, could prevent us bidding for contracts
or have other serious financial and
reputational consequences
– Breach of contract resulting in significant
expenses due to disputes and claims, loss
of customers, damage to our reputation with
other customers/prospective customers,
and loss of revenue and profit due to higher
costs, liquidated damages or other penalties

– Contracts, particularly those with
governments, may include terms that provide
for unlimited liabilities, including for loss of
profits, IP indemnities, perpetual warranties
or allowing the counterparty to cancel,
modify or terminate unilaterally and seek
alternative sources of supply at our expense
Examples of how we manage this risk
– Ethics and Compliance team run a proactive
programmatic approach, areas of which are
at different stages of maturity including:
– Managing an independent ‘Speak Out’
reporting line and investigations process
with communications encouraging the
reporting of ethics violations (includes
ability to report anonymously and a nonretaliation policy)
– Anti-bribery and anti-corruption and other
mandatory training for all employees online and in person training with process
for monitoring and reporting compliance
– Policies and process to mitigate risks
including policies and procedures to
mitigate distributor and agent-related
risks, including due diligence, contractual
controls and internal approvals
– Anti-trust training programmes and
guidance and dawn raid processes
– Modern Slavery and Transparency
Statement and procedures to reduce
the risk of modern slavery within the
Group and our supply chain

– Network of trade compliance officers
across the Group who monitor upcoming
changes in regulation and oversee import
and export activities
– Monitoring and acting on upcoming
legislative changes
– Multi-functional programme for General
Data Protection Regulation (GDPR)
compliance
Examples of how we know the controls
are working effectively
– Multiple sources to assess culture including
My Say results, ‘Speak Out’ reports, Ethics
Pulse surveys, internal audit findings,
exit interviews and ethics questions in
performance reviews
– Monitoring and reporting on compliance with
ethics and compliance policies, on training
statistics, on investigations, on results of the
Ethics Pulse metrics (Executive Committee
and Audit & Risk Committee oversight)
– Divisional legal teams embedded in the
business, working cross-functionally
throughout the contract lifecycle, contract
risk tool rolled out in three divisions and
used to assess mitigation of risk through
contract negotiations
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GOING CONCERN
AND VIABILITY
STATEMENT

The Group’s business activities, together with the factors
likely to affect its future development, performance and
position are set out in the Strategic Report on pages 5 to
55. The financial position of the Company, its cash-flows,
liquidity position and borrowing facilities are described
on pages 15 and 16. In addition, the notes to the financial
statements include the Company’s objectives, policies
and processes for managing its capital; its financial
risk management objectives; details of its financial
instruments and hedging activities; and its exposures
to credit risk and liquidity risk.
The Group has undertaken a detailed going concern review with
a severe but plausible downside scenario taking into account
everything that has been learnt since March 2020.
At 31 July 2022 the net debt of the Group was £150m, a £872m
decrease from 31 July 2021. At the end of July, the Group had
available cash and short-term deposits of £1,056m. These liquid
resources are immediately available with 99% invested with
the Group’s global banking partners. The Group’s debt profile
shows an average maturity of 2.5 years (from 3.2 years at 31 July
2021), with the next debt maturity being the €600m Eurobond in
April 2023.
The Group maintains a core US$800m committed revolving
credit facility from these banks which matures in November
2024. The facility was undrawn at 31 July 2022 and has not been
drawn since its last renewal in November 2017. This facility has an
interest cover financial covenant. However, this is not forecast to
prevent utilisation at the Group’s discretion if required.
The Directors, having made appropriate enquiries, have a
reasonable expectation that the Company and the Group have
adequate resources to continue in operation for a period of at
least 12 months from the date of this Report. Thus, they continue
to adopt the going concern basis of accounting in preparing the
financial statements of the Company and the Group.
In accordance with the requirements of the 2018 UK Corporate
Governance Code, the Directors have assessed the longer-term
prospects of the Group, taking into account its current position and
a range of internal and external factors, including the principal
risks detailed on pages 47 to 53 (the ‘viability assessment’).
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The Directors have determined that a three-year period to 31 July
2025 is an appropriate timeframe for the viability assessment.
The selected period is considered to be appropriate as, based
on the historical performance of the Group, a three-year outlook
represents an optimum balance of long-term projection and
acceptable forecasting accuracy. The three-year viability
assessment timeframe also takes into account considerations
such as the maturity of the Group’s borrowing facilities and
the cyclicality of the performance of the Group’s underlying
markets. In making this viability assessment, the Directors have
considered the current financial position and prospects of the
Group, including the current year business performance, the
detailed operating plan for 2023 and forecasts for 2024 and 2025.
Against these financial projections, the Directors took into account
the principal risks (as outlined on pages 48 to 53) to develop a set
of plausible scenarios (as set out overleaf) with potentially highimpact outcomes.
In addition to the scenario specific assumptions (detailed overleaf)
the principal assumptions for this three-year viability assessment
are as follows:
– FY2023 forecasts are based on the detailed operating
plan reflecting the actual FY2022 performance
– FY2024 and FY2025 are based on forecast percentage
growth rates from the FY2023 forecast
– The severe but plausible downside scenario for the recurrence
of COVID-19 disruption has been modelled assuming a
significant decline in demand and supply chain disruption
(as outlined in Scenario 1 on page 55)
– No mitigating activities such as further restructuring
or the access to additional financing have been reflected
in the forecast estimates
Consideration was then given to the magnitude of the gross risks
and their potential impact, directly or indirectly, on the Group’s
future performance and liquidity. The assessment included stress
testing of the Group’s financial capacity to absorb the impact of
such adverse events, either individually or in combination, and
what mitigating actions the Group could take to respond to them
in order to protect its business.
The Directors also considered the Group’s ability to raise
additional liquidity. In performing this assessment, the Directors
have taken comfort from the diversity of the Group’s businesses
across different markets, industries, geographies, products and
customers. In order to ensure consistency, the base case used
for the three-year viability assessment has also been reconciled
against divisional impairment review models.
Based on the robust assessment, the Directors confirm that they
have a reasonable expectation the Group will remain viable for
the period being assessed and will continue to operate and meet
its liabilities as they fall due. The Directors have no reason to
doubt that the Group will continue in business beyond the period
under assessment.

SMITHS GROUP PLC ANNUAL REPORT FY2022

01 OVERVIEW

02 STRATEGIC REPORT

03 GOVERNANCE

04 FINANCIAL STATEMENTS

55

Scenarios modelled
Scenarios

Link to principal risks

Scenario-specific assumptions

Scenario 1
A global event, such as a significant
COVID-19 resurgence lockdown, leads
to the enforced closure of key production
sites for a 2-3 month period with ongoing
supply chain disruption, low customer
demand and recessionary circumstances
extending into the following year.

Business continuity
and Economy and
geopolitics

– 20% fall in revenue across the Group in FY2023 and a 10% fall
in FY2024 compared to the base case.
– 65% reduction in operating profit in FY2023 due to plant closures,
customer and supply chain disruption and a 35% fall in FY2024.
– Increased working capital due to stock builds and customer defaults.
– No mitigating activities such as restructuring and
headcount reductions.

Scenario 2
One of John Crane’s mechanical seals is
identified as faulty and the cause of an
explosion at a major refinery causing the
deaths of two staff and significant damage
to the plant. John Crane is sued for the
costs of repair and restoration of the plant
in addition to the consequential losses
of plant closure.

Product
quality

– Legal defence costs of £20m per annum plus a one-off payment
of £100m in FY2023 in settlement of deceased’s claims.
– Legal defence costs of £5m per annum over the review period
in relation to agreement of restoration costs.
– Restoration costs of £50m spread over the 3-year review period.
– Legal defence costs of £25m per annum over the review period
in relation to mitigation of consequential loss claims.
– One-off payment of £250m payable in FY2023 in settlement
of the losses claim.
– Insurance claim rejected.

Scenario 3
Cyber security
Following a product cyber-attack, a
terrorism related incident occurs at a
US airport. As a consequence, the US
Government revokes Smiths Detection’s
licence. Sales of Detection’s products to
the US military and all other governmental
contracts have been banned and due to the
reputational damage, the impact of the ban
will spread to other divisions.

– Immediate loss of all US based Government contracts within
Smiths Detection.
– 25% fall in other Smiths Detection revenue over FY2023.
– Loss of 50% of Interconnect’s North America revenue.
– Legal defence costs of £10m per annum.
– £100m fine levied by US Government for security breach.
– £50m compensation paid to US Government in FY2023 in respect
of previous products purchased that may have security flaws.
– Insurance claim under product liability is not met or delayed
outside of the review period.

Scenario 4
Legal and
Smiths Detection are found guilty of bribing compliance
government officials in Asian countries
in order to land significant contracts.
This damages the Group’s reputation and
leads to worldwide regulators imposing
significant sanctions on the Group.

– Regulatory fines globally amounting to £100m.
– Loss of all future revenue in both China and Japan.
– 10% sales erosion in Detection’s USA and EMEA markets due
to reputational damage.
– £50m of severance costs incurred.
– 10% fall in revenue within other Smiths businesses due to the
reputational impact.

Scenario 5
A major fire at the John Crane plant
in Czech Republic renders the facility
unusable, causing severe disruption
to production.

Business
continuity

– Loss of six months EMEA revenue and margin in FY2023.
– 20% reduction in future (FY2024 and FY2025) EMEA revenue due
to loss in market shares and competitiveness.
– Breach of supply contracts leading to legal defence costs of £20m
per annum plus a one-off settlement of £50m in FY2023.
– Refurbishment and repair costs of £50m in Czech Republic
(net of insurance claims).
– Costs of increasing capacity at other John Crane sites incurs an
additional £50m of cost.
– Capital expenditure on replacement equipment in Czech Republic
of £10m (net of insurance claims).

Scenario 6
Combination of scenarios 2 and 3.

Product quality and
Cyber security

As above.

The Strategic Report was approved by the Board on 22 September 2022.
By order of the Board

Paul Keel
CHIEF EXECUTIVE OFFICER

