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Ansell today reported net profit adjusted for the SPT write-down of US$68.8
million for the year ended June 2005, up 36.5 percent from the previous year and
Segment EBITA up 11.1 percent. Your guidance for the year ending June 2006
targets EPS of approximately US$0.54 to US$0.57 versus US$0.41 in 2005. What
assumptions regarding the macro environment, including latex prices and
exchange rates, underlie this?

CEO Doug Tough

Certainly some of the key macro-environmental factors affecting Ansell are latex
costs and exchange rates, though there are others specific to the business/regional
segments. Our business is a portfolio with nine “boxes” across our three
businesses and three regions, each impacted by different commercial and
competitive factors and our diversity enhances the strength of the whole.

We assume that in 2006 latex prices will be roughly in line with average 2005
prices, although we’ve started off with actual pricing a little higher than we’d
expected. We’ll certainly be looking at ways to mitigate that, i.e. through selective
product price increases (as already announced by some of our competitors) and
continuing initiatives such as our Six Sigma program, which have helped drive our
productivity in recent years.

CFO Rustom Jilla
On currency, we assume that US dollar-euro exchange rates would be roughly in
line with the actual rate of last year and we’ve already hedged about half of 2006’s



euro cash flow. Also, if the euro weakens considerably, we’d look at pricing in
Europe just as our competitors would - and just as we have done in previous years.
The recent fairly small appreciation of China’s yuan and Malaysia’s ringgit will
not have any material impact.

Our EPS forecast of US$0.54 to US$0.57 benefits from not having goodwill
amortisation under Australia’s recently adopted International Financial Reporting
Standards (IFRS) and is up solidly on 2005 EPS adjusted to US50 cents for the
IFRS change.
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In the past, Ansell has provided guidance on expected Healthcare Segment EBITA
for the year ahead. Why have you adopted EPS guidance in the current year?

CEO Doug Tough

We started with Segment EBITA guidance several years ago when Ansell needed
to establish credibility, and when the business was in transition out of the former
Pacific Dunlop conglomerate. We feel EPS is a metric that’s easy to understand
and easy to communicate.

You’ve seen our performance and know that the company has focussed on
maximising total shareholder return (TSR) over the last few years. This will
continue by using our resources to grow, pay dividends and buy back stock. The
market will be able to track our progress via our EPS growth.
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The Occupational Healthcare business booked EBITA of US$61.0 million in 2005,
up 15.5 percent, on the back of sales growth of 6.8 percent to US$414.3 million.
EBITA margins rose to 14.7 percent but growth in both EBITA and sales slowed
in the second half. What were the reasons for this and will growth further soften
going forward?

CEO Doug Tough

You have to remember that Occupational had a particularly strong second half in
2004, with EBITA up 37 percent. In absolute dollars, second-half sales and profits
were the highest they’ve ever been and there’s no reason to expect softening. Of
course, we keep a watchful eye on commercial realities such as total glove usage
in the US auto industry but the diversity of our Occupational business provides
alternative growth opportunities.
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HyFlex continued to grow strongly, up 27 percent to US$84.0 million and this
product family now accounts for 20 percent of Occupational sales. How much has
competition increased and can HyFlex maintain its volume growth and margins
going forward?

CEO Doug Tough

We continue to improve and expand our HyFlex range and move into new
markets. It would be unreasonable to expect HyFlex to continue to grow at the
current rate. But then, that’s what we would have said a year ago! The success of



HyFlex has prompted heightened competition and that’s helped grow the overall
market. We believe our share of the world synthetic occupational glove market
has also grown from 18 to 20 percent.
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Can you comment on Ansell’s progress with SafetyNet, which provides hand
protection solutions software under the Ansell Value Proposition selling program?
What indications do you have that you can retain and grow the client base?

CEO Doug Tough

SafetyNet is now well established in Europe and has been instrumental in winning
over three large contracts in that region. In one case, SafetyNet enabled our
customer to obtain more favourable insurance terms. The roll-out of SafetyNet in
the US and Asia is commencing now, reflecting the time required to localise
software and staff training.
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The Professional Healthcare business booked EBITA of US$32.7 million, up 13.9
percent on sales growth of 2.8 percent to US$279.2 million. EBITA grew 26.3
percent in the second half and EBITA margin rose to 11.7 percent. What were the
primary drivers of the increase and do you believe Professional can return to an
EBITA margin level of over 16 percent that it booked three years ago?

CEO Doug Tough

The main drivers were greater volumes of surgical gloves, particularly in Europe
where we’ve replaced a private label arrangement with our branded gloves, bigger
volumes of examination gloves, steady plant operations, and the continued move
away from powdered to power free surgical gloves.

CFO Rustom Jilla

On EBITA margins, we do not expect the Professional business to return to 16
percent short term. Firstly, examination glove pricing is fiercely competitive and
much lower in recent years. Secondly, we haven’t recovered US surgical glove
market share lost in 2003/2004 due to supply problems. Thirdly, the Professional
business is the one most adversely affected by rising latex costs. However, based
on current trends and expected new product introductions, we certainly expect
further improvement.
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Within the Professional division, what’s been your progress in regaining market
share in US surgeons’ gloves? What confidence do you have that you can return
to past market share levels without sacrificing margin?

CEO Doug Tough

We expect regaining market share to be a longer-term process but are encouraged
by our product range improvements and new product plans. While our synthetic
surgeons’ glove business has continued to grow, the market has grown even faster.
However, we’re about to expand our range of synthetic gloves using another
material.



corporatefile.com.au

In Consumer Healthcare, EBITA was US$22.0 million, down 2.7 percent on the
back of a 1.6 percent drop in sales to US$130.4 million. Nevertheless, EBITA
margin improved to 17.1 percent in the second half, up from 16.6 percent in the
first half and you’ve indicated that EBITA growth improved in both the European
region and the Americas in the second half. What’s driving this improvement?

CEO Doug Tough

Growth in Europe came from France, Italy and emerging markets including Russia
and the Ukraine. In the Americas, we’ve been through several “refreshments” of
our range and line extensions and are starting to see more traction. We also saw
some abatement in US competition recently. Also contributing to results was an
increase in other tenders, which made up for the first half impact of the loss of a
Brazilian government contract.
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Retail sales of branded condoms were down 2.7 percent for the year to US$69.7
million, albeit that the rate of decline softened in the second half. Can you
comment on the trend in your market share in branded retail condoms? What
strategy do you have in place to grow Ansell’s branded condom sales and what are
the associated costs?

CEO Doug Tough

Our condom market share trend has been slightly negative due to fierce
competition in the US and UK. Our strategy is to provide differentiated, innovative
products such as Vibe 4U, which was rolled out last November in Australia and by
March had become Australia’s number one condom item in terms of total revenue.
In the US, we launched the 4Play by Lifestyles range, which is targeted at the fun,
pleasure market. The costs associated with these launches haven’t been material
as you can see from the 2005 result.
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Ansell’s working capital out-flow for the full year was US$0.2 million, compared
with a US$18.3 million out-flow in the first half and free cash flow for 2005 was
US$93.8 million, up from US$76.3 million. What were the factors that
contributed to the better working capital outcome in the second half and what’s the
outlook for free cash flow?

CFO Rustom Jilla

As stated back in February, we recognised that our inventory at the end of the first
half was too high and committed to reducing it through a worldwide initiative.
We’re pleased to have exceeded our expectations by the end of June.

Our free cash flow (FCF) in 2005 continued to grow strongly. We cannot
indefinitely grow sales while holding working capital flat but foresee no step
changes in the levels of tax paid or capex spend. Therefore FCF should grow
steadily along with the business.
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As of the end of June net debt was US$111.9 million, down from US$161.3
million six months earlier, and net debt to net debt plus equity stood at 19.6
percent. You’ve flagged Ansell’s strong position for acquisitions and further re-
distributions to shareholders, but with free cash flow of over US$90 million per
year, couldn’t re-distributions be brought forward without prejudicing your ability
to make acquisitions?

CEO Doug Tough

Yes they could. We’ve increased dividends in 2005 (by 31 percent), but for now
we’re putting our share buy-backs on hold and building up our capacity to pursue
growth initiatives — either internally or via acquisitions.

CFO Rustom Jilla

If we cannot make acquisitions that enhance shareholder value, we’ll look at share
buy-backs and if appropriate, would not hesitate to go back to the board with
recommendations for further repurchases, which would be preferable to retaining
cash.
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EPS for 2005 (pre SPT write down) was A$0.545, up 39.4 percent and you’ve
announced an unfranked final dividend of A$0.10 per share, bringing the full-year
payment to A$0.17 cents, up 30.8 percent. The pay-out ratio was around 30
percent. What factors might influence the company to increase the pay-out ratio
going forward?

CFO Rustom Jilla

Firstly, we have no franking credits so redistributing excess cash via dividends is
not tax efficient. Secondly, we believe that a moderate pay-out ratio combined
with share buy-backs to redistribute excess cash is better from the overall
perspective of increasing TSR.

CEO Doug Tough
We realise Ansell’s dividend levels are lower than those of our ASX 100 peers but
wish to retain the greater flexibility of a moderate dividend pay-out level.
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Ansell wrote down the carrying value of its South Pacific Tyres (SPT) Partnership
with Goodyear by A$80 million at the end of June. You’ve indicated you’re likely
to wait until near the end of the one-year put option period in August 2006, to put
the business to Goodyear. Why not exit sooner given SPT’s performance is well
below plan? Will additional write-downs be required if performance deteriorates
further?

CFO Rustom Jilla

Even though SPT performed below plan in 2005, it’s continuing to do better,
growing revenue and profit. At this point, it makes sense to wait as long as
possible to maximise our pay-out. And yes, additional write-downs could be
required in the future if the option pricing formula doesn’t justify the carrying
value.
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In the absence of acquisitions, what ability would you have to grow earnings if
top-line growth were to remain at the 2005 level of 4.0 percent?

CEO Doug Tough

Remember that our 50 percent Segment EBITA growth since 2001 has come with
revenue growth of just 2 percent a year. Obviously, we were fortunate in that
forex gains offset latex cost increases. However, if we continue to grow revenue
at 4 percent we’d certainly be able to continue to grow EPS at double-digit levels
in coming years.
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Thank you Doug and Rustom.

For more information about Ansell, visit www.ansell.com or call David Graham
on (+61 3) 9270 7215

For previous Open Briefings by Ansell, or to receive future Open Briefings by e-
mail, visit www.corporatefile.com.au
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