A smile

Understood in any language
Annual Report 2006

Reasons to smile
Back on track: While the sales increase, excluding tenders,
was a modest 8%, it is the quality of those sales and
the source of them; North America and Europe have clearly
returned the Company back on its growth trajectory.
Margins up: With the Company’s focus on sales in its higher
margin trading zones, minimisation of discounting and
policy of passing on the increased input costs associated with
silver, other metals, and plastics, SDI has returned to its
historically high margins.
Pipeline of new products: By ongoing investment in R&D,
the Company has been able to continue to roll out new
products as well as new refinements of existing products
and increase its market share. New generation light curing
devices and new adhesives are just some of the products
launched during the year.
Riva – SDI’s Glass Ionomer Cement: Riva has begun to
achieve market acceptance with positive reactions from users
and academic institutions. The use of glass ionomer cements
worldwide is increasing and Riva is well placed to share in the
growth of this market.
Focus on risk management: The Company has focussed
strongly on the key areas of risk to its business and has put in
place systems to micro-manage these risks. In particular,
it has concentrated on the protection of raw material price
movements and improvements in Q.C. and Q.A. procedures.
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Opportunity for global growth
The international dental
equipment and products
market for products similar
to SDI’s is a $3bn industry.
SDI has less than 2% of
this market and wonderful
growth opportunities to
exploit.

central &
South america

Asia/Middle East

SDI has a solid base from which
to grow. The product offerings focus
on stronger, whiter teeth, key drivers
of today’s beauty image. The quality
products are making statements on
all continents.

Estimated market Estimated market
size $400m
size $500m
Key sales drivers:
Central and South America, Eastern Europe, Asia and
Middle East – The rising living standards of these developing
regions ensure growing demand for top quality products.
In all regions, poor quality locally manufactured products
are replaced by high quality SDI products. The rising income
levels are creating stronger demand for dental care and
aesthetically beautiful products.
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is something to smile about
Australia &
New Zealand

north America

Europe

Estimated market Estimated market Estimated market
size $50m
size $950m
size $1.1bn
Key sales drivers:
Australia & New Zealand, Europe and North America –
High quality, sophisticated markets with ageing populations.
The dental populations want leading edge dental technologies
that focus on prevention and aesthetics. Their patients retain
their natural teeth for a long time and demand top quality,
long lasting restorations to improve their smile.
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We also make our distributors
527

distributors
& dealers

Miltiadis Vitsaropoulos
Distributor, Greece
“My company, Miltiadis Vitsaropoulos
S.A., has exclusively represented
SDI Limited throughout Greece since
1975. My company distributes to
many selected dealers who find the
SDI product range to be excellent,
of highest quality and competitive to
other products. In Greece, SDI has
a major share of the amalgam and
tooth whitening markets and a
growing share of the composite and
glass ionomer cement markets.
The Radii unit has been extremely
successful throughout Greece.”

Central & South America

Asia & Middle East

127 distributors
and dealers

25 distributors
and dealers

supported by 5 SDI subsidiaries
SDI LTDA – São Paulo, Brazil

SDI KK. – Tokyo, Japan

Athens, July 2006
Dr Mario Herrera
Distributor, Chile
“SDI has become a most recognised
brand throughout Chile, in both
private and government sectors.
The feature of the SDI products
is their unique delivery systems and
high material quality.”
Zavala & Herrera Ltda.
Santiago, August 2006

95%

of our products are exported to
over 100 countries worldwide.
SDI is represented in all key markets

by either distributors and/or dealers, with SDI offices
positioned to support existing networks as well as future
growth opportunities.
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smile
Australia & New Zealand

North America

Europe

51 distributors
and dealers

75 distributors
and dealers

249 distributors
and dealers

SDI Ltd. – Dublin, Ireland

SDI Inc. – Chicago, USA

SDI Gmbh. – Cologne, Germany

SDI worldwide network
SDI has strategic partners in every corner
of the world distributing all of the products.
Whether they are an SDI subsidiary, a
distributor who exclusively represents SDI
or a dental dealer distributing a range of
products, SDI products are available in
approximately 100 countries. SDI releases
a product and within weeks, it is available
to the dental industry through the
worldwide network.

Competitive advantages
In addition to SDI’s global network,
top quality products that ensure
premium dental care for patients are
offered. Our Pola tooth whitening brand
is continuing to gain market share
because of the range of options available
and ease of use. The Riva glass ionomer
system is only one of three high quality
brands available on the world market.

Expanding the network
Generally, SDI chooses to maintain its
current distribution network. Occasionally,
SDI may choose to change the distributor
or the way the products are distributed
in some countries when the time is right.
SDI only supports distributors and
dealers who support SDI and its high
quality products.
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Chairman’s Report
Last year, SDI went to great lengths to explain the issues
that resulted in the ‘blip’ which was the poor 2005 result
following seven consecutive record profit years.
I am happy to confirm to shareholders in this year’s Annual Report that all the well
articulated strategies we announced to address these issues have been implemented
and have resulted in the Company getting ‘back on track’.
While, on the face of it, SDI’s sales of $45.2m appear to be a flat result on the 2005
sales of $45.9m, it is important to delve a little deeper into the composition of those sales.
Last year, $3.5m of the sales were contributed by extremely low margin international
tenders, whereas this year’s result has no tender sales included and therefore
represents an 8% increase on the ‘normal’ sales of SDI products. These have generally
come from the Company’s higher margin trading areas of North America and the
Euro-zone and are considered high quality sales. This is most clearly demonstrated
by the Company’s return to the more recent historic high levels of profit margin
enabling the achievement of a $5.1m net profit after tax, up from the 2005 result of
$3.0m NPAT.
One area of focus for SDI this year has been a review of the Company’s sales and
marketing penetration, particularly in its high quality established markets. This has
resulted in an increase in the Company’s human resources in both North America and
Europe and has further bolstered our existing customer relationships. The Company
is looking to continue this drive to consolidate and strengthen its presence in its
strongest high margin markets. The Latin American market is also developing well
and focus will continue in this area.
The Company has also instituted a wide range of risk management strategies across
its business to ensure early detection and elimination of problem issues and to further
underpin business continuity and minimisation of any adverse effects.
SDI has successfully adapted to the new International Accounting Standards (AIFRS)
and reports this year’s result for the full 12 months to 30 June, 2006 to those
new standards.

Anthony J Bardsley
Chairman
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In conclusion, I would like to take this opportunity to thank my fellow directors for
their commitment and support of our management team, which has enabled us all
to get our ‘ship’ back on course. I would also like to thank our staff for their positive
approach and for ensuring that SDI moves forward optimistically on its future
profitable growth trajectory.
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Managing Director’s Report
There are times in the history of every company when an
opportunity is presented to revisit the business model and
to make adjustments for the future benefits of everyone
concerned in that business.
SDI has had that opportunity during the last twelve months and I believe that the
changes we have made and the risk management strategies that we have put in place
now mean that the fundamentals of our business have never been in better shape.
I am encouraged by this year’s results but not complacent about them. We can achieve
much more, particularly since I believe that the foundations of our Company are more
robust and that the focus of our board, management and staff is completely aligned.
The decision to focus on the markets where we achieve higher sales margins, namely
North America and Europe, has resulted in better market penetration in these regions
and of course, as a result, a return to historically high sales margins.
The Company has introduced a range of new internal measures to ensure that we
manage our exposure to fluctuations in silver pricing and currency. We have always
had systems in place, however, we are now micro-managing these issues in order to
maximise our response time to changes and minimise any potential negative effects.
Radii Plus, the second generation light curing device, has been well received by our
customers and we have continued to develop additional options for use of this device
such as, tooth whitening, diagnostic and orthodontics. These additional modifications
extend both the usage and lifecycle of these devices.
The Riva Glass Ionomer System, which we have talked about extensively in the past,
has begun to achieve real traction. SDI remains committed to ensuring that this product
range will be a substantial contributor to future sales and profit growth.
The continued growth of the tooth-whitening category globally has translated into
extremely positive gains for SDI’s Pola Tooth Whitening Systems. Pola continues to
grow in popularity in our target markets and is also growing as a significant sales
and profit contributor to the Company.
Our decision two years ago to increase our ‘footprint’ at Bayswater by the acquisition
of additional factory space has been vindicated with all of this space now being utilised.
Improved workflow and productivity have resulted in a better working environment
for our staff.
In summary, I feel that the Company has all its mechanisms running smoothly and that
we are again well positioned to resume a growth trajectory that will not only justify
all the investment made in plant, systems and people but will also restore shareholder
returns and share price performance to more acceptable levels.
On the following page we answer some commonly asked questions from investors.
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Questions&Answers
The Company’s R&D spend appears to have stabilised at around
$3-3.5m. Do you expect this to continue?
Q.

A. As we have always said, R&D is a fundamental part of our business and an integral
part of our risk management strategy for the business. We would expect the dollar
expenditure to broadly remain the same. However, as a percentage of our growing
sales, it will decrease.

It appears that the level of capitalisation of the Company’s
R&D is high compared to the amount expensed against Profit.
Q.

A. In adopting the new AIFRS accounting standards all research expenditure is
expensed against profit when incurred and all development expenditure is capitalised
if certain criteria is met. The nature of SDI’s expenditure in this area meets the criteria
of development expenditure as per AIFRS. It should be noted that SDI does not venture
into high-risk research on products, whereas the majority of its expenditure is incurred
in further developing and improving existing products to produce new bi-products.
An example of this is the further development of the original Riva technology which
resulted in developing five new products.

Does the Company still believe that the Riva range of products
is the ‘company maker’ that you talked about 2 years ago?
Q.

A. In a word, yes. However, we were probably a bit premature in calling it that 2 years
ago, as it is only in the last 12 months that we have improved its manufacture and
delivery systems and begun to fully market the range. It is now gaining some real traction
and receiving positive reviews by the academics and universities. We look forward to
this range of products being a significant profit contributor in the future.

Other than capital expenditure on plant and equipment to
further the Company’s automation of its production, do you
expect to have any other major expenditure?
Q.

A. Apart from maintaining our current plant and equipment we do not expect
anything major in the foreseeable future. We are looking however to expand our
senior management in the Northern Hemisphere. These appointments will help us
to optimise our territory managers throughout that region as well as our distributors
and dealers.
Q.

How is SDI Japan going?

A. We did not breakeven in 2006 but a huge amount has been achieved to establish
this subsidiary for the future in Japan. Product registration has been a major hurdle and
we have overcome this with most of our products approved or about to be approved
for registration and, therefore, importation. 2006-2007 is year 3 for SDI Japan and I
expect Japan to make a positive contribution in this year.

How does the Company see the North American and European
Union markets?
Q.

Jeffery Cheetham
Managing Director
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A. We are very positive about these markets because they are high quality, high sales
value, and high margin markets. We have invested and will continue to invest more
into our sales and marketing in those regions. We had reasonable sales growth in both
regions but we realise that we have to do a lot better and our aim is to do so.
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SDI at a glance
Products
Item

Key brands

Market opportunity

Alloys & Accessories

Permite, GS-80, Lojic Plus, F400,
Ultracaps+

Continued penetration into countries
with lower socio-economic regions

LED Lights

Radii Plus, Radii-cal, LED
Radiometer

Significant replacement market of new
generation curing and diagnostic devices

Tooth Whitening

Pola, Soothe

Huge demand for whiter, brighter teeth

Composites

Ice, Rok, Glacier, Freedom,
Conseal, Wave

High worldwide demand for aesthetic
filling materials

Glass Ionomers

Riva

Growing demand for high fluoride
releasing, aesthetic filling materials

Adhesives

Stae, Frog, Alloybond, Bonding
Resin

High worldwide demand for aesthetic
filling materials: adhesives will always
be required

Markets
Area

Description

Revenue

Australasia &
Australian Exports

Australian and New Zealand markets, plus exports to Eastern
Europe, Latin America, Middle East and Asia

$14.3m

North America

USA subsidiary, sales representatives and dealer network in
USA and Canada

$11.6m

Brazil

Brazil subsidiary, sales representatives and dealer network

$4.6m

Europe

Subsidiaries (Ireland and Germany), Tele-sales, representatives
and distributors (excludes direct exports to Eastern Europe
from Australia)

$14.1m

Japan

Japan subsidiary, distributors and dealers

$0.6m
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Our risk management
strategy is working

While the Company has always had a number of policies
in place to ensure business continuity and to optimise
Company performance, these initiatives have now pulled
together into a risk management strategy program.
As Information Systems have become ever more sophisticated and efficient,
it is much more practical now to micro-manage issues that affect operations
and profitability.
With Amalgam products representing a significant share of the Company’s
sales, SDI has focussed on protecting the margins in two ways. The Company
has taken out hedging contracts on Silver thus protecting the input costs
of manufacture. Secondly, in relation to Foreign Exchange currency management,
SDI continues to put in place hedging contracts at protection levels to ensure
the required margins are achieved via the Company’s pricing policies.
The Company has also introduced measures to protect against the rising cost
of other critical raw materials.
Though the Company enjoys relatively high margins, SDI continues to expend
capital to further automate production. Lowering the cost of production as
well as increasing capacity will not only protect margins but enable them
to expand further.
Tightening of QA procedures has been continued along with a closer scrutiny
of pricing policies and tender opportunities to ensure price optimisation.
The Company has moved to ‘smooth’ its sales more evenly over the trading
period, to the extent that it has some control not seasonally related, which
in turn produces better management of production flow and inventory.
Finally, the Company has committed to its ongoing R&D spend to ensure a
continued development of new products and ongoing refinement of existing
products. In the absence of acquisitional opportunity, this investment enables
a continuous growth of market share in the Company’s targeted product
and market areas.
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Update:
Component failure in Radii
As announced last year, the Company
replaced the supplier of the Lithium
Ion batteries as well as completely
re-engineering the device with new
features in the form of Radii Plus. This
product has been well accepted and
sales targets have been achieved at
growth levels at which the Company
believes to be sustainable for the next
few years.

Update:

11.18

Price of silver
As explained previously, it was not
the fluctuating price of silver in isolation
that caused problems in the 2005
financial year but the combination of
increased silver prices coinciding with
the winning of low price amalgam
tenders. SDI has addressed this issue by
hedging contracts on silver that protect
the input costs, together with greater
scrutiny of tendering opportunities with
a rigorous internal rate of return

7.32
6.67

4.6

4.88

2002 2003 2004 2005 2006

Price of silver
(USD/troy oz)

Update:
Under performing customers
The Company constantly reviews its
distribution network to ensure that
customers are fully supporting SDI and
meeting agreed minimum purchase
targets in each specific marketplace.
SDI has a large distributor market
worldwide (in countries and regions
where SDI is not represented by its
own subsidiaries) and secures the
performance of a majority of these
distributors by exclusive distributor
contracts. Contract performance
guarantees SDI minimum purchases
and they are reviewed annually.
Last year some non-performers left
the SDI group.
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Our focus on quality sales
is gaining traction

SDI made a decision at the commencement of the 2006
financial year to focus on ‘quality sales’.
The Company’s definition of ‘quality sales’ are sales of high margin products
being sold into countries whose economies support higher prices in the dental
market. The stronger economies of the European Union and North America
are SDI’s sales and marketing focus.
The new generation light curing device, Radii Plus, the Pola tooth whitening
system and the expanding range of the Riva glass ionomer ‘filling’ system are
all “top-end” products demanding premium pricing in sophisticated markets.
In order to support this strategy, our sales teams in these regions have been
expanding. Furthermore, they have been investing a lot of their efforts into
developing relationships with key opinion leaders. Dentists rely on independent
researchers to give opinions on how products perform.
The Company’s focus on the Northern Hemisphere certainly did not come at any
cost to the rest of the Company’s markets. In particular, in Central and South
America, our sales team also expanded. These less developed countries are
very image conscious, and the rising living standards are driving growth.
Historically, SDI sales have peaked at certain time periods due to tempting
promotions offered to distributors and dealers. At times, this has caused large
inventory holdings to occur by our distributors in order for them to maximise
their profit margins. Now “smoother” month on month sales growth occurs.
In support of all the aforementioned initiatives, the Company has taken a more
critical approach to tender opportunities by applying greater scrutiny. In future,
SDI will only participate in tenders that meet the Company’s IRR standards and
deliver acceptable and minimally dilutive profit margins.
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Radii Plus
Our flagship high intensity light curing
device has incorporated all of our
knowledge of LED technology into an
extremely reliable and high quality
hand held device. With an extensive
choice of attachments now available
(orthodontic, bleach, diagnostic) this
product range has proven to be a
market leader. Further accessories for
this product are under development.

Pola Tooth Whitening System
Development into more effective and
faster in-office and home tooth whitening
products is continuing. Production
process improvement is ensuring high
capacity and high quality filling and
assembly lines. New Pola products are
undergoing stability trials and will be
released in FY 06/07.

Riva Protect
Self cure glass ionomer surface protector
and sealant. Using SDI glass technology
the product combines extremely high
levels of fluoride release with a range of
excellent physical properties. This new
generation glass ionomer is successfully
restoring and protecting the teeth of
caries challenged patients. Continual
development of all of the glass ionomer
restorative range is ongoing to ensure
SDI’s products possess superior physical
properties to other glass ionomers on
the market.
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Our R&D will continue
to produce growth
opportunities
SDI has continued its commitment to an extensive
R&D program designed to provide a high quality and
competitive range of new products for the company.
Development of existing products will continue to be
ongoing to ensure that they remain competitive and
high quality.
Further investment in specialised R&D equipment (including analytical and
pilot scale process equipment) allow our team of material scientists to develop
novel processes and materials that are to be introduced throughout our range
of products and processes.

Manufacturing:
A focus on quality high-speed automation is ensuring that our finished
products remain cost effective in all markets. High capacity equipment has
been introduced throughout the manufacturing divisions with the aim to
remove labour from many of our processes.
Infrastructure improvements are ongoing and ensure a safe and productive
environment for our product manufacture. SDI has a dynamic and extensive
safety program, which complies to the OHS Act and WorkSafe regulations
and codes.

QA Update:
In April this year SDI’s Quality Management System was audited and re-certified
as compliant to ISO13485:2003 (CMDCAS) and ISO9001:2000. These systems
are regularly audited by local and international inspectors representing TGA
(Australia), NIOM (Europe), DQS (Health Canada), UL (USA) and CSA (Canada).
SDI’s Quality systems are considered to be of a high level for a Medical Device
manufacture of dental products.
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4.4

2008

2007

The flow of new products
emanating from R&D activities

3.8

Alloys
LED Lights
Tooth Whitening

1.6

1.8

1.2

Composites
Adhesives
2002 2003 2004 2005 2006

Glass Ionomers

R&D expenditure

Frog Adhesive System
A self-etching adhesive system was
developed to improve the reliability
of bonding applications as well
as to eliminate the possibility of postoperative sensitivity associated with
bond application. SDI has a team
continually developing new, faster
and more reliable adhesive products
as well as high capacity adhesive
manufacturing and filling processes.

High Purity Glass Powder
Development
Continued development is being
conducted into ultra high purity reactive
and non reactive glass formulations
and powder manufacturing processes.
These products are being used in our
range of glass ionomers and composite
materials. SDI has extensive expertise
in the manufacture of glass products for
the dental industry.
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Board of Directors

A.J. Bardsley B.Sc., F.A.I.F.S.T., F.A.I.M.
Chairman
Mr. Bardsley was the former Managing Director of
Bonlac Foods Ltd. and H. J. Heinz (Australia) Ltd.

J.J. Cheetham O.A.M.
Managing Director
Mr. Cheetham is the founder of SDI Limited.

G.M.McCorkell LL.B
Non-Executive Director
Mrs. McCorkell is a graduate in Law from Melbourne University and was an Associate
at Williams Winter & Higgs until 1968 when she established her own legal practice.
She ceased practice in June 2006. She has extensive experience as a consultant,
specialising in the export of Australian food products worldwide.

J.A. Roseman CP.A.
Non-Executive Director, Chairman, Audit Committee
Mr Roseman is a CPA and a registered company auditor. His experience as the principal
of Roseman & Co, Certified Practising Accountants, for over 35 years is in the areas
of accounting, taxation, management consulting and computer systems for small to
medium size businesses. He acts as an adviser to several non-profit organisations.

S.J. Cheetham B.Bus. (Banking and Finance), M.B.A.
Director, Sales & Marketing
Ms. Cheetham is responsible for the marketing and sales activities of SDI’s Group of
Companies. She has extensive experience in sales and marketing in Australia and overseas.

J. Isaac LL.B., F.A.I.C.D.
Non-Executive Director
Mr. Isaac is a consultant (formerly partner) of the legal firm Middleton Lawyers. He
has extensive experience in commercial law and has practised in the areas of health,
intellectual property, banking and finance, property and development. He is Deputy
Chairman of Royal Automobile Club of Victoria (RACV Ltd.), Deputy Chairman of
Insurance Manufacturers of Australia Pty. Ltd. and is a member of the Board of Governors
of St. Vincent’s Hospital Foundation, Victoria.
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