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Michael Sacks 
 
Good morning and welcome. It is always a great comfort and a pleasure to see so many of our old 
friends and so many people who are following and interested in the performance of our company 
Network Healthcare Holding Ltd. This is the annual presentation and earlier this morning Richard 
Friedland said to me, Morty this is the eleventh time that you have made this presentation in the 
opening remarks of the presentation, and you’re going to continue to do it until you get it right. Well I 
must confess – and you will conclude no doubt – that Richard and his team certainly got it right once 
again.  
 
And one considers that this organisation, its hospital networks and its hospital outlets, are open to the 
public on two continents 24 hours a day 365 days a year, every year. And you consider the number of 
doctors, specialists, the doctor and specialist staff, our own staff numbering close on 26 000, the drugs 
and pharmaceutical activity, the patients, the thousands of patient visitors. We see between 3.5 and 
4.5 million patients a year. The catering, the cleaning, the risk management, the infection control and 
so many other items; the billing, the cash flows, the property infrastructure, the equipment that is used 
in the organisation and perhaps above all, the outcomes for our patients, which rank amongst the best 
in the world. There is no doubt that this company Netcare deserves its leading position in the 
healthcare industry in South Africa, in the hospital division of that industry in particular in South Africa 
and abroad, and we are extremely proud to be a constituent to what we call a national asset, which is 
private healthcare in South Africa. 
 
The more interesting material is going to follow me, and I will not keep you any longer, but I do want to 
just pay a special welcome to a few faces I see in the audience. Firstly Dr. Anna Mokgokong, who is 
the chairman of Community Investment Holdings, our former partners in the Community Hospital 
Group. Sitting next to her happens to be a founder of the initial grouping of Netcare in 1996, Arnold 
Basserabie. Welcome and thank you for all of your support. And there are so many people in the 
audience that I am so proud to have continue to visit us at these presentations. So without much 
further ado I’m going to call upon Richard to continue with the presentation. 
 

Richard Friedland - Netcare: Chief Executive Officer 

 

Ladies and gentlemen, dumela, sanbonani, goeie môre and good morning to all of you here and for 
those of our colleagues listening in the United Kingdom. Thank you Motty for those very kind words 
and I’m glad you did mention that this is an organisation that never sleeps. And so at the outset I’d like 
to extend my personal thanks to everyone within Netcare that makes it possible for what we do and 
what we achieve within our company. [Speaks in African languages] and for all our English 
colleagues, thank you for all your hard work and efforts in what you do for our organisation. 
 
As you can see from the outline here I’m going to take you briefly through some of the highlights of 
this past year, look at the strategic review of our business units and then of the businesses in some 
detail. Peter Nelson, our Chief Financial Officer, will take you through the numbers and give some 
colour on the guidance for 2008. In terms of our businesses both here in South Africa and the United 
Kingdom, South Africa was characterised by significant organic growth and the United Kingdom by 
substantially improved business efficiencies and operational improvements. As a result we were able 
to demonstrate a 15% growth in South African revenue overall with a 14% growth in operating profit, 
largely driven by the increasing demand for private healthcare as seen by a 4.5% increase in patient 
days within our core hospital division and a 9.5% growth in primary care visits. As a result of this we 
continue to invest heavily in South Africa to meet this demand, and this year alone we spent some 
R821 million in various capital projects throughout the group. This included the commissioning of two 
new hospitals. We also acquired from our black empowerment partners the remaining interests in the 
Community Hospital Group. The full benefit of that will be seen in the 2008 year. And in terms of the 
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sustainability of healthcare in South Africa, both in the public and private sector, we invest R100 
million in skills development. I’m going to talk to that in some detail a bit later.  
 
In terms of the United Kingdom we have successfully integrated General Healthcare Group into the 
Netcare family. And I think what has been very important for us is that we’ve been able to transfer 
much of South Africa’s DNA across to the United Kingdom. We have a new management team in 
charge in the UK. It is an outstanding team. They have been able to take the best we have been able 
to offer, to modify it and in many cases improve on it. And I’ve got no doubt that in the coming years 
both operating platforms are going to benefit enormously from the cross pollination that has begun 
between the United Kingdom and South Africa. We have substantially transformed that business this 
year and it is well geared for future growth. All of that really translates for us into a growth in our core 
earnings of some 27% and has allowed us to declare a growth in our final reduction of capital of some 
20%. Let’s have a look at the South African business. 
 
Clearly healthcare in South Africa is increasing in demand. And this is driven by three factors primarily: 
a growth in the base of traditional medical aids by 4.3% boosted by government’s initiative known as 
the Government Employer Medical Schemes, growing by some 500 000 lives and also enjoying the 
lowest medical inflation for some 27 years here in South Africa. We’re seeing a trend continue of the 
self-pay market expanding, of more and more people choosing the private sector for selected 
services, be they maternity, trauma or casualty. And I will show you some of those numbers. We have 
certainly seen those come through our primary care division. And we’re seeing a phenomenon which 
we are seeing in the United Kingdom as well. An increased utilisation driven essentially by a change in 
demography. Patients that are ageing are utilising our facilities more, staying longer, and the impact of 
technology enables the diagnosis of diseases earlier and the treatment of conditions that previously 
were inoperable.  
 
One of the key issues facing our society in South Africa is that of accessibility and affordability. It is 
one of those key areas that we in Netcare want to partner our own government and department of 
health in addressing. Allow me if you will to take you through some of the initiatives we have been 
involved in, in the last year alone, spending some R30 million in this area. We have treated over 15 
300 roadside emergencies for patients who couldn’t afford it and had no formal medical aid at a cost of 
some R18 million. We have treated more than 5000 patients through very structured, well-arranged 
initiatives, whether the treatment of congenital abnormalities such as cleft palate for free, or the 
treatment of cataracts in the elderly or congenital heart disease in young children. We have several of 
these initiatives ongoing throughout South Africa. One of the most powerful initiatives we have is 
something we started many years ago, our sexual assault clinics. This year alone we treated some 
4000 patients, more of 90% of whom had no access to formal funding or health insurance or medical 
aid. And it is at these clinics that we offer rapid examination, showering facilities, a change of clothing, 
prophylactic treatment, ARV treatment and counselling, all free of charge. This year also saw a major 
strike in the public sector, and we were able to assist in the transfer and admission of almost 400 
patients to assist our government. 
 
But we recognise that that is not enough, and so we have a clarion call to the private sector and our 
department of health to accelerate and engage the private sector in more public-private partnerships. 
Not simply to build, operate and transfer, but to allow the private sector to offer clinical services very 
much on the same basis as we do in the United Kingdom. In terms of public-private initiatives we 
stand ready to make capacity available to the department of health to assist in the management of 
facilities that are under strain and pressure so that we together can achieve greater accessibility and 
affordability in South Africa. In terms of addressing affordability in South Africa you will see from these 
numbers up here that we have kept our annual increases well within inflation and CPI. And if you look 
at the right-hand side here, Netcare’s hospital weighted effect of price increase for the past year was 
some 5.7% and on primary care the weighted effect of price increase was 2.6%. Both in line with CPIX 
and well below CPI of 6.3% and in line with medical inflation. Given the concern around the rebates 
achieved on surgical consumables, we have agreed to remove those completely and be transparent in 
terms of our pricing. That is effective January 1st. It is a practise that is prevalent within 70% of the 
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hospital sector in South Africa. We are also working with the rest of the sector to partner government 
in developing a national hospital reference price list for hospitals. We are on target to achieve our goal 
of being able to make a submission within the first quarter of next year.  
 
But we really believe that there is a need to create enabling legislation or enabling regulation that can 
assist in affordability and access to healthcare. And just to give you perhaps two or three examples of 
this. If we were able to purchase drugs at state tender prices as opposed to the artificially elevated 
prices that we purchase them at, at the moment, I believe that would substantially reduce the cost of 
providing care within the private sector. We welcome the international benchmarking exercise and we 
think it will show the disparity between the cost of drugs purchased by the private sector and that 
purchased by government. Regulation R158 governs the way we build hospitals and they are 
licensed. It makes the building of hospitals extremely expensive. We believe modification to 
Regulation 158 can assist in improving access and affordability and also the employment of doctors in 
certain and specific areas, and also aid in improving access and affordability. 
 
There has been much written in the media recently about the quality of healthcare generally in South 
Africa, and our own department of health has raised some of those concerns of late. Ladies and 
gentlemen, I want you to know that it is foremost in our minds in Netcare. It is a key objective of ours. 
We benchmark ourselves against international standards and do a lot in this regard. You will see on 
this table over here that when you look at hospital acquired infection in our hospitals within Netcare, 
compared to the international benchmark, we achieved 2.6 per 1000 patient days versus an 
international benchmark closer to 9.3. Even when you look at death rates within our hospitals against 
the percentage of admissions, our mortality is 1.1% against 1-3%. And I need to clarify that our 1.1% 
includes all of our trauma and burns admissions, and you will know from the history here in South 
Africa that trauma is a very significant element of this. In terms of our ICU facilities, our mortality rate is 
3.4% compare to an international benchmarking of some 4.3%. Importantly, doctors associated with 
Netcare of their own accord, besides being in practise, have participated in the publication of research 
articles and developments in medicine and surgery – more than 200 of those in the last two years.  
 
We continue to accredit our facilities using an international accreditation agency that gives us an 
ISO9000 accreditation. It is a UK-based company known as HQS. And we have rolled out various 
clinical governance initiatives throughout Netcare. Importantly, our quality assurance board committee 
has now been elevated to a full board committee, enjoying the same status and importance as audit, 
risk and remuneration within Netcare. Probably one of the key issues impacting on the sustainability 
and quality of healthcare in South Africa, both in the public and in the private sector is the issue of 
skills and skills shortage. Now we have spent R100 million in the last year training some 3200 nurses 
and some 500 paramedics within our organisation. We’ve also been part of the Homecoming 
Revolution campaign to bring South Africans home, and this year alone we have repatriated some 60 
nurses. We have another 100 nurses coming back to our employ within nurses. We have also applied 
to the department for a corporate licence to import nurses from central Europe, from the United 
Kingdom and also from India, and we are progressing with that. We are employing new models of 
care. But significantly, in our organisation we are investing in knowledge management. Of all the 
nurses in training we have some 182 nursing research projects underway at the moment. And what is 
certainly a first for healthcare in South Africa and indeed internationally, Netcare has launched its own 
educational wikipedia website. All this really to promote a learning organisation. I think the graph on 
the right-hand side demonstrates the acute shortages we face and shows you the decline in the public 
sector since 1996. And you can see the increase in training. And these are really students graduating 
in the private sector to 2005.  
 
Another key priority for us in Netcare is committing ourselves and accelerating transformation, or what 
we call normalisation within Netcare. You will see from this table that we have achieved an [unclear] 
rating of a level five for Netcare, and Prime Cure has achieved a level four. This was achieved in 
August 2007. That would easily put us within the top 10% of the top 200 companies within South 
Africa. We are confident of achieving a level four accreditation or status next year. We have also 
elevated our transformation committee to a full board committee, again enjoying the same status as 
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audit, risk and remuneration, and ensuring that our transformation processes now become policy as 
opposed to the whim or decision of individual managers. We are very committed to the health sector 
charger finalisation. But normalisation in Netcare ladies and gentlemen means far more than just 
ticking the boxes and achieving the various accreditations. Of course it is important, but we view the 
removal of real prejudice and racism in our society as our key goal. And so we are investing 
significantly within our organisation in cultural diversity programmes to ensure that when we present to 
you hopefully next year not only will we be presenting on improved DTI scoring and ratings, but also 
on the fact that we have been able to affect and change the hearts and minds of all citizens that we 
come into contact with in South Africa.  
 
Going over to the business review for South Africa, we’ve had very strong results coming out of South 
Africa. And I think that there are two or three key messages coming out of this slide that I’d like to take 
you through. First of all our overall revenue grew by some 14.9%. We had very good volumes in the 
last quarter and clearly we’ve had an increased contribution from Prime Cure and from the two new 
hospitals. If you strip out the impact of the two new hospitals our revenue growth was 14.2%, and if 
you strip out the impact of Prime Cure on our results our core organic growth in South Africa was 
some 12%. Our operating margin’s profit growth was some 13.6% and this was taking into account 
some R16 million in start-up costs of our two new hospitals. Our operating profit margin was relatively 
flat at 15.9%, but remember that we brought on a lot of primary care business at much lower margins. 
What is really driving that? What is driving that is an increased demand for healthcare, both in our 
hospitals and in our trauma divisions. Let’s have a look at this. I’m going to show you our primary care 
divisions separately to this. What we have seen here is a revenue growth of some 12.7%, a 5.9% 
growth in total admissions, including casualty, a 4.5% growth in patient days, a 5.2% in pharmacy 
scripts and a significant growth in the number of emergency patients that we have been treating on the 
roadside. Now if you strip out our two new hospitals and the costs associated with that we showed 
very good operating leverage. Our revenues increased by some 12% but our operating profit in that 
core, excluding Blaauwberg and Alberlito hospitals, increased by some 15%.  
 
This year we have chosen to show you the primary care division as a stand-alone, with Ampath being 
treated as an asset for disposal. I think we are clearly able to show you the impact of the primary care 
division, a key division for us in Netcare. We believe this is a core division in terms of providing greater 
access and affordability for healthcare in South Africa, particularly our Prime Cure division. We also 
believe that primary care will ultimately be the gatekeeper to escalating costs within healthcare. What 
this represents is 100 centres, some 75 Medicross centres and some 25 Prime Cure centres, treating 
about 3.5 million patients a year throughout this network. And really what you can see is that revenue 
growth grew by some 33.7%. Essentially Prime Cure was only in our numbers last year for 8 months 
and this year it is in for the full 12 months. Nevertheless we have had a significant increase in 
managed care lives to about 178 000, a 36% increase and almost a 10% increase in visits. The 
margins have come under the pressure there, primarily due to the closure costs of non-viable Prime 
Cure centres as we integrated. That has been offset by some integration savings within the business. 
 
What we said were our priorities in 2007 and certainly what are our management priorities for 2008? 
We said we would commission two green fields’ hospitals. I think that has been successfully achieved. 
We started with what is probably one of the most important strategic initiatives we have ever 
undertaken in Netcare, the rollout of an enterprise-wide system, SAP. We are well advanced in that, 
having rolled out to 50 sites in terms of the financial and logistics model. We have started with the 
billing model through 911, through Medicross and through our hospitals and that will continue into the 
new year. We have reviewed our central costs. We have been looking at ways and models of trying to 
attract a lower income market in a more affordable way, and we spent a lot of time this year integrating 
Prime Cure. Our priorities next year, we are absolutely delighted with the acquisition of Community 
Hospital Group. We are ready to bed that down, to welcome them into the Netcare family and to 
integrate them fully. Importantly for us is to implement new risk sharing models with our funders. We 
expect to be at about 40% of our billing in alternative reimbursement by January and we hope to be at 
60% by the end of 2008. We have put these two issues as key priorities: partnering our government in 
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addressing issues around access and affordability, and also ensuring within our own organisation of 
some 27 000 people investing significantly in cultural diversity. 
 
If we move across to the United Kingdom, what we are seeing in the United Kingdom is continued 
attractive demographics in terms of an ageing population and a population requiring continued and 
more sophisticated healthcare. We are also seeing or entering a year in which the funding for the NHS 
peaks and certain waiting list targets will have to be met towards the latter part of next year. And so it 
comes as no surprise to us that that market is increasingly becoming far more competitive. In the last 
few months we’ve seen two significant entrants come into that market, one being Cinven, a private 
equity company that used to own GHG, acquiring the Bupa hospitals, and Ramsey, the largest 
hospital operator in Australia coming in to buy the Capio group of hospitals - both at earnings multiples 
or valuation multiples significantly higher than our own. And there is no doubt in our minds that as that 
market becomes more competitive, it is going to go through that continuum of consolidation. We have 
also witnessed a change in NHS procurement, and this should come as no surprise to you because 
we have been stating for quite some time that there is a shift in thinking from central contracts to more 
local procurement. I think that ultimately suits us, given the fact that we now have very large 
geographic network that can contract locally with the NHS, and we believe that to be far more 
sustainable. You would have noticed last week that there was a cancellation of three of our phase two 
ISTC projects, Cumbria and Lancashire, [unclear] and Manchester. You will also have seen in our 
numbers a write off or expensing of some £2.8 million as a result of costs that have previously been 
capitalised for these projects. We continue to ready ourselves for the extended choice network, and 
will be complete with that at the end of November. And we continue to see increased demand for our 
facilities by the NHS. In fact in the last few months we have seen a 25% increase in the amount of 
spot purchasing by the NHS through GHG. 
 
If we have a look at the numbers for the United Kingdom, as I said we’ve got a largely new team in 
place, an outstanding team that is galvanized, that is focused, and I believe will take GHG to a new 
platform. We have had good underling revenue growth of about 6%, really driven by a 1.7% growth in 
overall cases, a 3.1% growth in self-pay and a 3.1% growth in outpatient cases. The model in the 
United Kingdom is different in the sense that we run outpatients. In South Africa we don’t run 
outpatient facilities. And if you strip off or strip out all of the once-off adjustments at the EBITDAR line 
our core EBITDAR improved by some 14%. As I said before, on-recurring charges of £5.6 million 
relate to restructuring, transaction and bid costs. And our operating margin improved from some 
15.6% to 17.7% for the year under review. I think in terms of the United Kingdom we’ve got a lot of 
work ahead of us. The team is motivated. We are transforming that platform and preparing it for 
growth. We always said that this was a five year story at least. Our first two years in terms of 
restructuring, re-engineering and aligning that business, and certainly years three to five in terms of 
revenue growth. I believe we are on track to achieve that through the hard efforts of our team in the 
UK. So in 2007 I think we have successfully integrated GHG. We got involved in doctor engagement. 
We believe it is absolutely core, a doctor-centric model, and we will be looking to focus on that again 
this year. There are further organisational efficiencies we will also look at. We have completed a 
diagnostics service review. We are rolling out extended choice, and as I said we will be complete by 
the end of November in terms of the IT systems. And this year we mobilised three new NHS contracts 
which are operating very successfully, one of them being the first ISTC contract for the NHS in 
Scotland. In terms of priorities for next year, other than those that I have mentioned, we certainly want 
to capture more business from new NHS activities. We want to focus on our customer satisfaction and 
our doctor-centric policies within the group. I’m going to hand over to Peter Nelson to take us through 
the financial numbers. 
 
 

Peter Nelson - Netcare: Chief Financial Officer 
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Thank you. I think to go back, last week Monday we published a trading update. It was on the upside, 

and I’m pleased to say that the results that we are presenting to the market today are squarely within 

the trading update that we presented to you. The last quarter was quite a bit better than we might have 

expected, and the results have come through exceptionally strong. Netcare has more than doubled in 

size, and you will see that in the numbers we present later. We have also taken on enormous 

complexity. We are a multi-currency group today and we have extensive operations, hedging and 

derivatives, and I’m pleased to say that all of these have worked extremely well for us during the year. 

It is a much more complicated company. Our management teams across the world I think have done 

exceptionally well to manage the complexity this year, and together with our auditors I think we have 

done exceptionally well to sign off the annual financial statements which we did last week on Friday. 

 

There are some issues in the accounts which deal with Ampath as a discontinued operation or an 

asset held for sale. We have done some restatements and we have done some reclassifications. In 

the course of these slides I’d like to go through all of those because they are quite simple and they 

didn’t complicate any of our lives any further. If we look at the group financial highlights, certainly I’d 

like to just go back. We did discuss the corporate bond that we issued in December or the end of last 

calendar year, and the unwinding of Netpartner. Both of those corporate actions have worked 

exceptionally well for us this year. They have added significant value and I think if we look back on it, 

financially exactly the right things to do. We separated the prop co’s and op co’s in the UK, primarily to 

access debt financing for the acquisition of GHG. A very complicated procedure but very valuable debt 

financing packages. We couldn’t raise debt today at those prices on those terms, and accordingly, the 

acquisition today of GHG would be almost impossible. When we look back timing-wise it was 

exceptionally good for Netcare. Our hedges, and I’ll show you later, we have booked to equity over R1 

billion of gains on our hedges this year. Quite fortuitous, but driving up the shareholders funds. Year 

on year you will see shareholders funds 37% up over last year, primarily as a result of profits and 

whole lot of things like that, but also these hedges. 

 

We have done some extensive restructuring. In South Africa we continue on a drive to take out 

complexity, to reduce the number of entities through which we operate. We have deregistered about 

90 companies. In future we would like to operate in South Africa out of a handful of legal entities, both 

on the operational side and on the property side. In the UK there have seen extensive drives towards 

centralisation. Some of the things that we do to centralise debtors and creditors they are driving 

towards. And interestingly they’re driving further towards centralisation, starting in the direction of the 

shared services which we certainly are watching with a great deal of interest, because it is a direction 

that we intend to follow as soon as our IT platforms present the opportunity. On the IT side we’ve also 

done a lot of work. Richard has alluded to the SAP installations. Together with Accenture we have 
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outsourced our IT infrastructure in a partnership between Netcare and Accenture to drive and support 

the IT over the next five or seven years. 

 

And then to touch sides on governance and risk, these are high priorities in Netcare. All of our 

business units prepare regularly and integrated to their management processes, all of the risks to 

which they’re exposed and the processes which they use to manage those risks. On a governance 

side, whether it’s on secretarial, legal, internal audit or whatever it is, we heavily invested and we take 

those sorts of obligations extremely seriously. And I think if we look at where we have come over a 

couple of years, everybody in Netcare would say we have made enormous strides on all of these 

fronts. On the South African side you’re seeing 11% increases in HEPS. And I must say that if you 

look back over the last few years you’ve had exceptionally strong HEPS growth and earnings growth 

in South Africa. And this 11% is off a very high base. It’s an exceptionally good result in our view. Our 

operating margins we have increased from 14% to 16% and amazingly we now produce from cash. 

Cash generated from operations was some R4 billion of cash, which is largely going back into our 

business when you look at our cap ex investments both here in an in the UK. We’re now a R1.1 billion 

profit company, and interestingly we had nearly a R40 billion market value of properties in our 

combined portfolios in the UK and South Africa.  

 

We did restate HEPS. The first restatement was a technical restatement. Last year we incurred some 

R280 million of costs in relation to stamp duties, legal fees and the likes relating directly to GHG. The 

stamp duties of course cover leases over 25 years. At that time it was quite permissible. It was within 

our discretion and it was within our [unclear] so to speak to decide to adjust for that in earnings per 

share. But in 2007 in July the South African Institute of Chartered Accountants came out with Circular 

8. It is much more rules-based and much less is left to the discretion of management and teams. And 

in terms of the rules that are now in place we cannot make that adjustment. And hence we have made 

a restatement which is 11.9c per share for Circular 8. It also affects diluted earnings per share 

because we have a different number of shares in issue by 11.4c. Important to note, it doesn’t affect 

the earnings per share after abnormal items, because we would have stripped that out and adjusted 

for that anyway. We also then basically looked at the models which we used to value the options in 

our share options scheme and in our Health Partners for Life options. You get various choices. 

Ultimately we have decided that the trinomial is the most robust, the most sustainable, and the most 

mathematically correct model to use. And we have adopted that, and that has caused uplift. In other 

words, had we adopted that model last year we would have had an extra 1.2c on diluted earnings per 

share. Nothing amazing. I think everybody can understand these restatements and they needn’t be an 

issue. 
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We then also did what we call reclassification of costs. Important to note that these reclassification 

don’t affect profit after tax. They eliminate debit and credit above the line. In their totality it is just us 

choosing a better position in where to place certain costs. I’d like to take you through some of these 

and I’d like to take you through the Ampath treatment because we intend to sell Ampath. And we are 

at an advanced stage of negotiations which are really sensitive and therefore we won’t be drawn on 

issues around price and the like. But because we intend to sell Ampath effectively we strip it out. We 

deconsolidate it, it goes out of revenue, it goes out of operating profit and it goes out of financial 

expenses. And the net after-tax income of Ampath comes in as one line. It’s a bit like how we account 

for income from associates. And you will see that we have adjusted 2006 and we have put this one 

line in – R87 million – and we take out collectively R87 million on various other items. I think this will 

be helpful. Many of you and many of the analysts analyse our results in granular detail, and I think this 

will help you understand exactly what was in the base for Ampath, what is in 2007 for Ampath and 

what forecast to make going forward. 

 

What we also did then was that we went…in within financial income and within financial expenses 

were quite a number of abnormal items. Now in some case these debits and credits set each other off, 

but rather than discuss abnormal items in operating profit and in financial income and in financial 

expenses, what we rather want to achieve with financial income and expense is that it mirrors more 

closely interest income, interest payments, and that we deal with all of these abnormal items as a type 

of capital adjustment in the operating line when we discuss that. And I’ll come back and show you 

what goes into some of these items. We have taken out of financial income fair value adjustments on 

investments, profit and loss on disposal of subsidiaries, profit on disposal of investments. Collectively 

R137 million. We have taken that up into operating profit and we will deal with it there as you will see 

later in various other slides. And we have taken out of financial expenses impairment of goodwill and 

impairment of investments, some R23 million. And we adopt the same sort of approach later this year. 

Important to emphasise is the bottom line; we started with R537 million of profit for the year last year, 

and we end up with R537 million. Nothing changes that number. 

 

Then to touch sides on the group income statement. It’s an excellent result. I don’t think we need to 

dwell on it excessively. We’re now nearly R19 billion of revenue, and if we include Ampath we did 

overachieve the R19 billion guidance we gave. We increased operating profit by 19% and what we do 

need to discuss – and we did give this guidance when we were last together as a group – is that the 

tax is a credit. If you look at that, that is R99 million which we are adding to profit before tax to give a 

profit for the period of R986 million. Effectively there is R372 million which is a credit to the income 

statement. What happens there is that the corporate rate of tax in the UK has declined from 30% to 

28%. When we bought GHG we re-valued properties and assets. We had a massive deferred tax 

liability which arose on the acquisition of GHG, and that liability, when you calculate it today you’ve got 
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to calculate it at 29% and not at 30%. And that movement is required to go through the income 

statement. It is a technical accounting implication and does have a big effect on our income statement. 

And there we will see that in 2007 the profit from the discontinued operation which is Ampath, because 

of our election to treat it as such, comparing with R87 million last year which was on the previous slide 

which we discussed.   

 

Let’s discuss the GHG impact o our earnings per share. I think when we bought GHG we clearly 

expected that there would be some dilution, that the dilution would probably be some 20% to 30% of 

our earnings for the first few years. We’re not particularly surprised. You can see the GHG dilution this 

year is 15.3c. Now this includes the small loss after tax which GHG makes in its own right, and it 

includes the notional financing or opportunity costs which Netcare either incurs or gives up as a result 

of financing the acquisition. So the dilution at GHG was about 15.3c but the tax credit which I spoke 

about previously has more than offset the dilution in this year. Now that is a one-off. Three times in my 

life have I experienced tax rate changes which give rise to significant credits through the income 

statement. This is one of them. They don’t happen all that frequently and I doubt we will ever see this 

in the UK again, certainly not in my working life. So that 15.8 which is offset will not be there next year 

and we will have some dilution. But pleasingly, I will show you in the guidance later, we are expecting 

GHG to be reporting a small profit after tax next year. Now interesting also is that our weighted 

number of shares in issue has declines from 1.448 billion to 1.230 billion. It is a 15% decline. And this 

is as a result of the unwinding of Netpartner and acquiring the share sin Netpartner which they held in 

Netcare. These effectively now become treasury shares, and you will see that we have had a 15% 

decline. It is for these reasons that we are confident and assured that the Netpartner unwind was the 

right thing to do, adding value for Netcare. If we just touch sides on the group revenue, what is 

interesting to see now is that we achieved group revenue of R19.1 billion if we include Ampath, which 

is now stripped out of the income statement. Many of the analysts were spot on. Most people were 

expecting revenue in excess of R19 billion, which was achieved. The South Africa revenue, excluding 

that, was 15% up to R8.9 billion. And the United Kingdom revenue was R9.7 billion. Importantly, 52% 

of our group revenue is derived from the United Kingdom.  

 

If we look at the margins, Richard showed you that our group margin has gone up from 14.2% to 

16.1%. This is the operating margin. Clearly GHG does have higher margins than we earn in South 

Africa, and when we bring them on to our consolidation for the full period we get the benefit of this 

margin uplift. It is good for us because you’re seeing we are growing in primary healthcare where 

margins actually are pretty low. Nice Rand increases, nice Rand revenues, but in primary healthcare 

margins are floating around 7% to 8%. Group operating profit margin, we are at 54% earned from the 

UK. What you will see, depreciation in the UK was about £55 million this year. I think we were spot on 
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our guidance there. And depreciation in South Africa was some R289 million, which was also a bit 

better than guided.  

 

Let’s have a look now. I showed you earlier that we did these reclassifications. We took items out of 

financial income and out of financial expenses and we threw them up into operating profit. And 

operating profit has a number of items which we basically do need to deal with, and I’ll come back to 

those in this slide. We are looking at an operating profit of R2.9 billion from continued operations. 

Ampath was there at the R127 million. I guess you will find that the group operating profit was well 

within the guidance that we gave. Items that we want to talk about here are the capital nature items 

which we have adjusted for. Firstly on the United Kingdom let’s just remind you that we had R280 

million. It is the same R280 million which gave rise to the restatement for earnings per share and was 

shown in this figure last year in the United Kingdom at a R280 million debt restructuring cost. So if you 

add that back, that comparative could be about R498 million comparing to 1.6 for the UK. If we look at 

this R122 million of capital items, we have impairments of goodwill and investments of some R12 

million. We have that abnormal item which we wrote off for the Health Partners for Life trust of R65 

million. We will see that all referred to in our announcements last year. And then we bought the 

Umhlanga hospital and we had the provision for the straight lining of the leases which we wrote back 

some R88 million last year. And we had a profit on the sale of the UK [unclear] and other subsidiaries 

of R111 million going into that number there. So I think you will all find it useful that you’ve got this 

breakdown of the R122 million. And then in the R62 million we’ve got mainly of the impairment of the 

NHS contracts of some R40 million. We have taken the opportunity to impair some goodwill and 

investments. We are very careful about carrying goodwill on our balance sheet; we look at it quite 

regularly. Those two together come to some R62 million. 

 

Let’s have a look at the balance sheet. It’s an enormous balance sheet by any measure. Now at half 

year we did do a restatement and we dealt with it, and I’m not dealing with it here, but when you make 

an acquisition within twelve months of the acquisition date you go back and look at the fair values and 

liabilities of the asset which you have acquired and you adjust goodwill. And if there is no adjustment 

required so be it, but twelve months later you generally know more about the business and more 

about the liabilities and the values and you go back and can do a recalculation. We did that. Primarily 

we brought deferred tax onto the balance sheet at GHG and we adjusted goodwill. You will see later 

that we also adjusted some provisions and the likes, but this is a normal consequence and result of 

making an acquisition. The numbers are large, but that in turn is a consequence of the GHG 

acquisition. Now these restated numbers are already adjusted in 2006 because that is the way the 

accounting works. What you will find in the year is that the exchange rate has strengthened. Last year 

at balance sheet date we were at R14.50 and now we’re at R14.03, so when you consolidate all of the 

assets at the stronger exchange rate, and given that GHG has extensive balance sheets, you find 
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quite big impacts. In other words the assets that you bring on board now will be valued at less than 

they were then because of the stronger exchange rate. And you will see quite big adjustments through 

property, plant and equipment, goodwill and the likes, and I’ll leave you to through those in due 

course. 

 

We are still massively a property, plant and equipment company, some R26.7 billion of book value of 

assets. Now let us also just reflect. We do own a lot of properties but we don’t and we’re not required 

to adjust our property values as the market goes up and down. Our accounting policy is to account for 

property at cost and we depreciate them, and that is how we go forward. The property market can go 

up and down but that is irrelevant. We test those property values for impairment, and provided the net 

cash benefits that we can generate out of this business over its life supports those values, then you’re 

not required to impair any properties. You can see that the property values have stayed much the 

same. You can see there is nearly R800 million impact of currency, which will take us down. We have 

spent about R1.3 billion on new acquisitions, and then you have depreciation and the likes. Nothing 

funny going on in the property, plant and equipment. Goodwill is down to R16 billion from R16.7 billion 

and you can see the rate of exchange has had a major effect on the goodwill. We have tested these 

goodwill’s for impairment. It is a judgemental decision, but we have looked at it closely and the boards 

of GHG and Netcare have concluded that no impairments are required on goodwill. 

 

I will come back to intangible assets shortly, but it is in line with last year, as is the associated 

companies. I would like to speak about these financial derivatives in a moment. These are assets, so 

these are a derivative that are in the money and that is an interesting story. The deferred tax is up 

quite a bit because of the GHG deferred tax which we have brought on balance sheet. On our balance 

sheet just to say that our CFRI which is our cash flow return on investment has increased from 13.1% 

to 14.8%. I do that especially for Mark because I think he likes that. And I think 15% is a good target 

number. It says your businesses are paying their way, you’re investing in the right sorts of businesses 

and that your businesses are cash-flow wise quite approaching a sustainability level which we like 

very much. Let’s just look at some of the breakdown on these items. A lot of people like to know what 

is in the intangible assets. Primarily it is software. And it’s generally software which is self-developed 

where a lot of your own costs get capitalised and go into that area. And then we manage a couple of 

hospitals. These are not NHS contracts or anything. We manage a couple of hospitals in the UK and 

you can see intangible items in relation to that. We have a small amount of items which we’re still 

amortising in relation to NHS contracts, and you can see it’s very small. So those of you that are 

concerned that there might be further significant write-offs etc, the good news are that there is nothing 

left to write off. This R3 million is in relation to existing contracts which are unwinding. 
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Let’s have a look at these financial assets. Interest rate swaps are in the money on a market to market 

basis by R1.2 billion, and a forex hedge is in the money at R188 million. And I’ll come back to those 

later where we can tie them up. If we look at the liabilities, again you’ve got the restatement impact; 

R37 million in relation to the IFRS business combination restatement which we did at March. But you 

will see that these are all pretty much self-explanatory. Debt is marginally down some R1 billion or 

R983 million. Total group debt, primarily driven by the rate of exchange there. You can see we have a 

financial liability here. This is our swap which we have converted the debt at GHG for years 11 to 25. 

We owe money on that swap. But later on I’ll put them all together and net them off, and then you will 

see the net position. There are a couple of items which we can discuss here. Pension funds are down 

quite significantly. During the period we paid £8 million into the pension fund. It’s the pension fund at 

GHG on which we inherited a £14 million deficit. We have paid £8 million towards that, and the 

economics of interest rates and share markets in the last year have now turned this deficit into a small 

surplus, so I’m pleased to say that as we stand at the moment we’re totally shielded out of any liability 

on that pension fund.  

 

And then just to touch sides on this deferred tax we have seen that has come down from R6.4 billion 

to R6.1 billion. This is the deferred tax I was talking to earlier. Because the corporate rates change in 

the UK, because you recalculate your balance sheet liability that liability comes down and it flows 

through the income statement. Interestingly our return on shareholders equity has increased from 

19.9% to 26.6%. This sort of goes together with the CFRI. This suggests we are doing the right things 

in the business. It is nice to just revisit the South African cost of debt. We have managed to pull this 

cost down from 9.5% weighted to 8.9%, notwithstanding the fact that we are operating in a market and 

time of increasing interest rates generally. You can see that the convertible bond is basically costing 

us 6%. We are very pleased with that convertible bond. When we process that through the income 

statement the 6% actually becomes 9%. This is the way you account for bonds, partly in equity and 

partly in income statement. But overall the message is a very nice reduction in the weighted cost of 

debt in South Africa. If we look at the UK we’re at 6.4% cost of debt and we do have some debt raising 

costs and facility fees which we are amortising over the period of the debt. If we bring that back then 

the cost of the debt is about 6.9%. But we can see that in Pound terms the net debt is £1.774 billion. It 

was £1.771 billion last year in Pound terms. Yes, we can say we haven’t made any real progress in 

reducing that debt but I think we must take view that our cap ex was high in the period. We spent 

some £44 million on essential cap ex, driving up EBITDAR, and we have paid some £8 million off on 

the pension fund. I think we will look to see the debt reductions coming in the next few years. 

 

Interestingly we still sit with £78 million of cash on our balance sheet in the UK. You might say why 

don’t we use that to pay down debt etc. but these were facilities which we could draw on. The terms 

and arrangements behind these facilities are particularly attractive, and if you don’t draw on this facility 
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you lose the opportunity. On reflection we decided we would draw it. We are keeping the cash. We 

can always pay the facility down if we wanted to, but if we needed to raise finance for cap ex or small 

acquisitions or smoothing we would have some cash on the balance sheet. Let’s just have a look how 

some of these ratios wash out for us. Our interest covers in South Africa at 3.1. It has declined from 

8.1. Our target is to try and get to about three times, so I think we are pretty much on that level. It is a 

post acquisition. We have paid a lot of money for the acquisition of GHG and I think in the next few 

years we will look to get that down to 2.5:3 but we are not uncomfortable at the three times level. In 

the UK the interest covers at 0.9 times. Don’t despair; this was within our business case. This is where 

we envisaged ourselves being at this point in time. We have the facilities in place, we have the cash 

on the balance sheet and we are going to trade our way out of that position in the next few years. So 

the group interest cover is averaging out at 1.4. In South Africa our net debt to EBITDAR is 3.1 times, 

and I think listed companies trade more comfortably between 2 and 3, but at 3.1 post acquisition GHG 

that is fine. And in the UK our UK debt to EBITDAR is 10.3. That has made a nice little improvement 

from 12.7 on an annualised basis last year. And I think as we drive up the EBITDAR in the UK we will 

see that 10.3 come down to a more acceptable level. For acquisitions in the UK that is the type of ratio 

you would expect to see. 

 

Let’s have a look at our derivatives. I have spoken a lot about these. The first one was this Netpartner 

cost collar. It existed in Netpartner; it was a facility to raise debt. We thought it was pretty expensive 

debt, and part of the repayment to the banks was based on the Netcare share price. And as the 

Netcare share price went up so you had to pay more back to the banks. We thought that was a bet 

against ourselves and we unwound that position, and thankfully so. In the UK we sit with two swaps, 

one for years one to ten and one for years 11 to 25. The years one to ten is in the money and that 

basically you saw on the balance sheet in the financial assets. The years 11 to 25 is out of the money, 

and the two together are collectively in the money to the extent of R109 million on our balance sheet. 

More importantly, year on year the net position has improved by R1.5 billion. That R1.5 billion is now 

on our balance sheet in our shareholders equity somewhere between ourselves and our minorities. To 

me it’s the quantum turnaround which has been very good for Netcare. And then our cross-currency 

swaps; you will recall when we bought GHG we had to pay £219 million. We hedged the £219 million 

out at R12.17 and that basically is what is driving these numbers. At the end of last year the swaps 

were in the money to the extent of R422 million. We repaid that debt in part during the year and 

realised some of that profit, and the balance of the debt left to be paid is some £97 million. And on that 

£97 million we are R188 million in the money on that instrument. What is this saying? It’s not a profit 

because the debt goes up in Rand terms, but your hedge shields you against that debt. Had we not 

taken out those hedges they would have cost us a lot more money in Rands to settle that liability. And 

as it is we have saved R115 million on the hedge that we have repaid. And if we repaid the second 
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hedge today we would save R188 million. So I think we can give a tick in the box on the way the 

hedges have worked out. 

 

Now interestingly enough there is a small portion of our GHG hedges which cannot be accounted for 

as hedges. It’s about 10% of the hedge because of the accounting treatment, and there is a R65 

million fair value gain which is recognised in income this year as a result of that. Last year we actually 

had a loss; this year we’ve got an income. A bit of up and down. The strong cash flow generation, if 

we basically go back to cash flow from operations we generate about R4 billion. The working capital 

has been pretty much well managed in the year. Just to make sure that we all understand, on 

accounts payable we accelerated accounts payable by one day in March, and we discussed this in 

March, and we maintained that acceleration at September. That acceleration is probably effectively 

taken some R300 million of what would otherwise have been cash flow out of the cash flow this year. 

If we had that back we would say to you that 106% of our EBITDAR would have converted to cash. 

Hospital companies are capital intensive companies, and it’s very nice to see this degree of cash 

conversion from EBITDAR to cash. 

 

So the good news on the dividend, it was not a difficult discussion at the board this year. Based on 

what we considered to be really good results we can now look forward and see how some of the de-

gearing is working. We can have a look at how the debt and currency and all of these issues are 

affecting us. So we sort of tick a box on that. The South African leverage ratios are coming into an 

area we are very comfortable with, and we think that is going to improve further. We can finance our 

investments, and there are a good number of investments, but we can finance these from cash flows 

and facilities. And we do keep an eye of the Health Partners for Life, the BEE trusts. We calculated 

what sort of dividend they need to repay Netcare the vendor financing which we gave them. That 

being so, we increased the final dividend from 15c to 18c. That was a 20% increase, and the total 

dividend now is at 31c which is a 15% growth.  

 

Some guidance - and this is where you all scratch and get your papers out and remind us. We have 

got very broad guidance so that we can obviously be sure to fall within these numbers. On the South 

African revenue side we are looking somewhere between 12% and 14%. We have seen strong 

organic growth in the last few months. Richard covered a lot of that. The two new hospitals are going 

to be approaching break-even during the course of next year, so I think that is pretty good guidance 

there. Let’s just discuss the South African margins. We came down to about 19%. That was a number 

that I indicated to you last time we were together. I think we’re saying be cautious. We are expecting 

pretty much flat margins. We are spending a lot more money today on nursing costs and training, and 

we’re just being cautious on that side. We will get leverage as we increase our volumes by some 3% 

or 4% but we’re expecting to a large extent to see that absorb with some of the cost pressures that we 
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are experiencing. Capital expenditure: we will probably have capital expenditure budgets on the table 

in excess of R1 billion, and many of them will have projects which basically will give us two or three 

year paybacks. But we just can’t do them all. Our trick is to actually be wise, to choose the right ones, 

and we’re suggesting that the capital expenditure in South Africa will be between R700 million and 

R800 million, including about R100 million of capital expenditure on the community hospitals which we 

have acquired 1 October, and there are projects currently in place there. 

 

In the UK we are suggesting revenue increase of between 6% and 8%. We are not going to give very 

much guidance on EBITDAR and EBITDAR margins; it is a very competitive situation in the UK. You 

are seeing a lot of consolidation and a lot of sensitive negotiations. But what I will say is that we are 

expecting – after tax and after interest – to make a small profit in the UK next year in Pound terms. 

And cap ex, there are a lot of opportunities in the UK to improve EBITDAR and invest in equipment 

and the likes. And we’re calling cap ex between some £50 million and £60 million. Thank you very 

much. I’m going to hand over to Richard and he will no doubt take some questions. Thanks. 

 

Richard Friedland - Netcare: Chief Executive Officer 

 

Ladies and gentlemen that concludes our presentation. We are happy to take any questions if there 

are any. Oh, a question over here. 

 

Speaker  

 

Sorry, just on the properties. You mentioned before that there would be in terms of the private equity 

agreement a timeline to sell certain properties. Can you give us an update on any of the sales of 

properties? 

 

Peter Nelson - Netcare: Chief Financial Officer 

 

In year one our equity partners could trigger the sale of five properties, and ten in year three. As it 

stands our equity partners have not triggered any sales in terms of the agreed process. We certainly 

have been in discussion with the equity partners to potentially sell all of the properties, notwithstanding 

that which we’d agreed in our legal agreements gone by. The situation in the UK is that interest rates 

have increased. You all can see that. Leveraged financing, and particularly the leverage financing of 

the type and size that you would need for a property transaction, has also got much more difficult to 

raise. So we are still open-minded to the possibility of the sale at the right time and the right price, but 
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not at these sorts of yields that are prevailing now. We need to see some sort of deal flow in the UK. 

We need to see these yields settling down and we need to get back into that zone which we regard as 

attractive. We’re not despairing about the possibility that the yields have gone up, because we are all 

the time increasing the profitability of our operations in the UK. And as we increase the EBITDAR of 

our businesses so these businesses can afford to pay potentially higher rentals. And the higher rentals 

could potentially give rise to the same monetisation value that we would otherwise have got at lower 

rentals but better yields. So we are focussing on running our businesses. We are keeping an eye open 

on the property side, but it’s not the main focus as we stand today. Any other questions? 

 

Speaker 

 

Peter could you maybe just elaborate a bit on the diluted shares in issue? It was lower than the first 

half. From what I understand that is a result of the convertible bond not being dilutive. At which point 

does that become dilutive once again? 

 

Peter Nelson – Netcare: Chief Financial Officer 

 

Well I’m not sure at which point it becomes dilutive. Last time in March there was a slight accretion as 

a result of convertible bonds and we built that accretion into the earnings per share. But on reflection 

we have decided that is not the cleverest thing to do, so we ignore any accretion on the convertible 

bonds. There is a slide in the book that shows we have adjusted by about 63 million shares for the 

shares in issue in relation to the options. So we give you that calculation. Vaughn do you want to add 

anything more to that? Ok. Question down below. 

 

Speaker – JP Morgan 

 

Thanks, it’s [unclear] from JP Morgan. Just when you say with the UK market there is consolidation 

etc. as far as I can see BUPA have sold to Cinven and Ramsey has come in, so the industry structure, 

what has changed in terms of market share? Isn’t it exactly the same, you’ve got two new people 

running the businesses? 

 

Peter Nelson – Netcare: Chief Financial Officer 
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I’m not suggesting that market share has changed as of today, but I’m suggesting it might change into 

the future as we hear of more and more hospital groups being potentially put up for sale. If there are 

no further questions please join us for something to drink and eat outside. Thank you very much for 

your attention ladies and gentlemen. 

 

ENDS 
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