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Jerry Vilakazi: 

Good morning, my name is Jerry Vilakazi. For those that do not know I’m the chairman of 

the Board of Netcare and I would like to take this opportunity to welcome all of our guests 

this morning. It’s an important day for us and an important day for our shareholders and 

investors where we share what we have been doing and what the company has been able to 

achieve. We are very pleased to welcome you to the presentation of our interims results for 

the first six months of the year, ending March 2014. 

Before we proceed with the program and I hand over to the CEO to make his presentation, 

let me start off by acknowledging a few individuals who are here with us. Firstly we want to 

thank all of our investors who are with us this morning. Without your investment we will not 

be able to proudly present these good results this morning. But also we want to specifically 

welcome some of our empowerment partners. If there is anyone I haven’t seen they will 

forgive me, but I have seen Jackie Rampedi who’s our partner at Waterfall sitting here with 

us. I’ve seen Godfrey Phakoago walking in, I can’t see where he is sitting. Oh, he is sitting 

there at the back, as you will see we have another very interesting project which is going to 

add a number of beds into our total beds. We want to welcome you Godfrey and everybody 

is welcome. I want to also welcome all of my Board colleagues here this morning.  

Let me take this opportunity, as you probably will have seen in our announcement, to 

specifically welcome and thank one gentleman, Mr Hymie Levin. Most of you know him and 

are aware he has retired from the Board. He is one of the longest serving directors in this 

company. Since 1996 he has been on the Board of Netcare and his contribution has been 

immense. We want to thank you. I have had the privilege of serving with him in the last few 

years before he decided this year that he wants to spend more time with family. We want to 

thank you, your contribution has helped build Netcare to be where it is today and as we 

present these results, we want to present them as a tribute to your contribution to this 

company and we hope that you will remain a friend of Netcare and continue to make your 

inputs, suggestions and contributions. Our email addresses are not changing today, they still 

are the same. So do communicate, we will appreciate your input. 

I want to congratulate and welcome the CEO Dr Richard Friedland to present our results and 

to him and his team, this is your moment to share what you have achieved in the last six 

months. Thank you. 

Dr Richard Friedland: 

Thank you Jerry and good morning ladies and gentleman. Allow me, as we always do at the 

outset, to thank the people who are really responsible for producing these outstanding 

results. To our management teams and to our staff across South Africa, Lesotho and the 

United Kingdom, thank you for your incredible contribution and your dedication in allowing us 

to announce these results for the past six months. 

As is our usual custom, I’m going to take you through a Group overview of some of the 

salient features of our results, both in South Africa and the United Kingdom. But given all 

that has happened in the UK around the Competition Commission and what you might have 

read in the media and the press, we are going to ask Melanie Da Costa, Head of Strategy 

and Health policy for Netcare to take you through the findings of the Competition 

Commission in the United Kingdom and some of the lessons that we have learnt through 



that process. Thereafter I’m going to ask Keith Gibson, our Chief Financial Officer, to come 

forward and unpack the financial results for us. 

Just a reminder of the scale of our operations across the three geographies in which we 

operate. We are now running some twelve and a half thousand beds across the UK, South 

Africa and Lesotho. And importantly when you look at South Africa, we are not just a hospital 

organisation or providing hospital services, but we provide an array of services such as 

primary care, pre-hospital emergency services, managed care, pharmacy and dialysis 

services. Very different to some of our larger competitors here in South Africa. 

On the right hand side of this slide is a split of our revenue and our earnings. I want to point 

out one or two interesting features about the adjusted EBITDA line. Firstly you will see, for 

the six months under review, that revenue was split fifty-fifty between SA and the UK. 

Somewhat flattering the size of the UK operation because really it’s a third of the beds, you 

need to also take into account all of the other ancillary services as compared to South Africa. 

But this really is the impact of the currency and what we’ve seen over the last six months 

with the significantly depreciated Rand. At the adjusted EBITDA level we have adjusted to 

exclude the once off profit on deconsolidation last year, but also importantly this now 

includes the rental charge. Once we had deconsolidated PropCo, after the rental charge in 

the OpCo, you will see that the United Kingdom only contributes some 19% to our adjusted 

EBITDA. 

Looking at a Group overview and firstly turning to South Africa. A really solid performance for 

South Africa with very good cash generation and one of the standout features that I’ll talk to 

later, very significant operating leverage coming through all of our divisions. We continue to 

see a very strong demand for private healthcare in South Africa. This has driven up our 

occupancies within our hospitals and we’ve also seen our margins widen as a result of 

significant operational efficiencies. We continue, pleasingly, to see very significant 

improvements in patient outcomes and also in patient satisfaction as a result of our Triple 

Aim quality programs and if I may remind you, last year we demonstrated many of those 

projects to you. But the Triple Aim framework developed by the Institute of Healthcare 

Improvement is really an inter-relationship between a triad of three factors attempting to 

provide best patient care with optimising the outcome, but also doing it in the most affordable 

way possible. I’m pleased to announce that a lot of that has come through for us in the past 

six months. 

Turning now to the United Kingdom, we’ve had a good performance in the UK despite the 

enormous distraction of the Competition Commission to our management team there, which 

continued throughout the reporting period of the last six months. Not only was it a massive 

distraction, but we’ve also taken quite a knock to our income statement for a non-recurring 

cost of  4.9 million as a result of the Competition Commission costs in the last six months 

and you will see later that the Competition Commission investigation in the United Kingdom 

cost us a total of  8.9 million over the last two years. I’m pleased to announce that despite 

very negative initial provisional findings by the Competition Commission, the final report was 

positive for us in that no divestments were required nor was any price regulation or control 

introduced into the broader market. And if you will excuse me for a moment, I’m reminded of 

what Wellington once said, “that early reports of victory or defeat are usually grossly 

exaggerated”. 

I think, pleasingly, the overall market is beginning to improve in the United Kingdom. This, 

after probably one of the worst recessions that the UK has ever been through, and we are 

now seeing the market returning to growth after five years of recession. We are yet to see 

that impact in private healthcare because private healthcare is very much a late cycle 



beneficiary in an improving market, but we're hopeful that this will come through in the longer 

term. 

In terms of the GHG PropCo 1 debt maturity, you will know from various announcements in 

the press that this has been extended three times; first in October 2013, again in January 

2014 and further in April 2014. Negotiations continue and Keith Gibson will speak to that a 

bit later. We are confident, given the uncertainty around the Competition Commission 

investigation, that as this is behind us, these will proceed at pace. 

And so this translates into financial numbers which Keith will unpack in far greater detail for 

you later. Revenue is up 17.3% to R15.4 billion. EBITDA, again before GHG PropCo rental, 

is up 17.2% to R3.2 billion. Adjusted headline earnings per share as I’ve spoken about, is up 

19.5%, all allowing the Board of Netcare to declare an interim dividend up 18.5% to 32.0 

cents for the first half of the year. 

Turning now to South Africa, a pleasing feature is that most of this growth has been organic 

in nature. We only opened seven new beds or commissioned seven new beds, in the past 

six months. As I’ve already said, there’s been a significant demand for healthcare, that has 

driven our capacity utilisation, which has improved. We are seeing a higher complexity of 

cases in terms of high care, ICU and theatre cases. And importantly, probably a standout 

feature for us, is that our operating leverage continues. We’re seeing a lot of operational 

efficiencies and processes coming through now, widening the margins significantly for us 

and given this demand, we continue to invest in our network, spending some R422 million in 

the past six months, on capital expenditure. 

Just looking at the South African side, revenue in Hospitals and Emergency Services was 

higher than the overall increase of 7.5%. This increase of 7.5% is somewhat depressed by 

the Primary Care Division, essentially because we discontinued some risk based contracts in 

the prior year and in the current year they are not included. But EBITDA has risen, as you 

can see, by some 14% off a revenue increase of 7.5% increased to R1.65 billion. A very 

pleasing result overall and you can see operating profit rising by 17.2%. The margin overall 

for South Africa rose by 120 basis points and the operating profit margin, I want to point this 

out, rising by some 150 basis points. The highest operating margin we have been able to 

achieve in South Africa to date. 

Looking at Hospitals and Emergency Services, the top-line of 9.5% increase in revenue 

really driven by a 3% increase in patient days, if we strip the Bronkhorstspruit PPP that was 

cancelled by the Gauteng Department of Health last year out of the numbers, and we use 

last year as a base. The absolute increase was 2.7%, but on a like-for-like basis it’s a 3% 

increase. Pleasingly, we’ve seen occupancy rise by 2.0% to an average of 67.1% for the full 

week and our week day occupancy is rising pleasingly to 71.9%. There is a 7.2% increase in 

revenue per patient day, really driven by the increase in complexity in the cases that we 

have seen over the past six months. Margins widened with the EBITDA rising 14.3%, 

showing the operating leverage coming through as a result of the efficiencies, the higher 

occupancy and the higher complexity of cases, resulting in the Hospitals and Emergency 

Services margin rising to 22.4% and the operating profit margin to 19.5%. Again these 

numbers are prior to any rental charges from the Netcare property division which would 

eliminate on consolidation. 

Looking at Primary Care, I’ve already referred to the fact that revenue was down. It’s down 

some 15% as a result of contracts that are not included this year but were terminated in 

December 2012 and are still in the comparative base when we compare year-on-year. 

Essentially Primary Care comprises two divisions, one is a managed care organisation 



known as Primecure and the other is Medicross which is actually a provider, providing 87 

primary healthcare clinics treating some 3 million patients, 36 retail pharmacies and 13 day 

theatres. I raise that ladies and gentleman because recently we were asked by the chair of 

the Healthcare Portfolio Committee in parliament why the private sector has never invested 

in primary care. 

I think the standout feature of Primary Care is that despite an almost 15% reduction in 

revenue, we have managed to hold EBITDA steady, which has resulted in our margins 

widening to 7.1% and our operating profit margins widening to 4.0%. 

We continued to invest in our hospital portfolio over the last six months. We only opened 

seven new beds, but we have been configuring our network and have been in the process of 

converting 124 under-utilised beds into disciplines where there is a larger demand or a 

significant demand. We are committed to opening another 96 beds over the remaining six 

months of this year in those following locations and in terms of next year, we have 

committed plans to add 379 beds to the network. 170 of these beds are in existing facilities 

or what we call brown field operations and 209 are related to our two new hospitals, one in 

Polokwane and one in Pinehaven on the West Rand close to Mogale city. Our 

commissioning of our flagship hospital in Cape Town is on track and that will open in early 

2016. 

I put this slide up because if there is anything that should keep all of us in this room awake at 

night, it is the issue of antimicrobial resistance, in fact it should keep everyone awake around 

the world. What I mean by that is the growing resistance to bacteria or what we colloquially 

call bugs. We have seen this phenomenon that antibiotics have been used very freely, 

happening globally over the past few years, as they are freely available. There has been 

somewhat an inappropriate use of antibiotics, an uncontrolled use, and as a result we are 

seeing a growing resistance occurring across the globe. Also compounding this fact is that 

there are very few drugs in the pipeline or new antibiotics or new generation antibiotics, 

coming through to counter these infections. It’s interesting that for the very first time the 

World Economic Forum, in putting out its global risks report (which is a report that takes the 

findings of a thousand experts in academia, in government, in industry and in civil society 

and ranks the top fifty risks) has ranked antimicrobial resistance alongside future financial 

crises and environmental catastrophes.  

Last month The World Health Organisation released its report on antimicrobial resistance, 

highlighting what the issues of the lack of surveillance are, on a global scale. And it is not 

inconceivable that we may find ourselves in a pre-World War II situation where there simply 

aren’t antibiotics or measures to treat very simple infections across the globe. I want to 

assure our stakeholders and our shareholders and most importantly our patients that we 

have been alive to this for several years and we have been implementing Group wide 

screening programs. We are obsessed about infection prevention strategies at Netcare. 

We’ve also been partnering with our pharmacists, our infection control specialists and our 

doctors in driving what we call antibiotics stewardship. Trying to stop the maverick use or 

inappropriate use of antibiotics and trying to limit it to where it is absolutely necessary so that 

we do have tools in our armoury for real infections that need treatment. 

We’ve also been collaborating on an international level and ensuring that our pharmacists 

participate in mentorships with some international institutions. We’ve partnered over the last 

three years with Ohio State University, probably one of the global leaders in this fight and 

this battle regarding antimicrobial resistance. And just to show you the impact since 2012, 

we’ve been able to reduce antibiotic usage in Netcare by 12.1%. These are early studies but 



it is based on an international benchmark of DDD, what we call the Define Daily Dose. This 

is a way of objectively measuring, across different dosages and across different conditions, 

what the antibiotic usage is. This has been receiving some press coverage in South Africa 

but it certainly is the single biggest threat to healthcare worldwide. 

Turning now to the United Kingdom, you would’ve read in this morning’s release that Steven 

Collier, the Group CEO for General Healthcare has decided to step down at the calendar 

year end, effective 31 December 2014, after some 32 years of service to General 

Healthcare, quite incredible. Steven has agreed to stay on in a non-executive role and I want 

to take this opportunity to pay particular tribute to Steven. He has been a very loyal and 

dedicated servant of General Healthcare and in the last three years has led the company 

through some very very significant challenges. He began his life in General Healthcare as a 

hospital manager at Ross Hall which is in Glasgow, Scotland. He then went on to become 

the general council for GHG and later it’s Head of Strategy. And he took over the mantle of 

CEO at a time when we were facing probably one of the deepest and hardest recessions in 

the UK and also facing pretty hostile actions by one of the private medical insurers. He has 

successfully overseen the refinancing of our OpCo company that we announced last year 

and now more recently, the successful resolution of the Competition Commission 

investigation into private healthcare in the United Kingdom. And really on behalf of Netcare 

and also the Board of General Healthcare we want to thank Steven for his incredible 

contribution and for the indelible impact that he has left on the business. We’re very grateful 

that he will continue to stay on in a non-executive position. I think ladies and gentlemen, he 

deserves a round of applause.  

So looking at the United Kingdom, it’s been a tough 6 months. We are seeing that the 

insured market, the core of our business, is stabilising. Unfortunately we are still seeing a 

decline in the private medical insurance caseload. We are seeing that the new lives that 

come into the market are younger lives and these are patients that have fewer hospital 

admissions. We are seeing tighter control of pre-hospital authorisations by the insurers. We 

are seeing very strong demand from the NHS, now some 35% of our caseload. We see very 

large increases in our out-patient activity and all of this outpatient activity, including the NHS 

activity together with cost efficiencies, is helping us counteract what has been a reducing 

NHS tariff over the past few years. Over the past 6 months we also closed 3 marginal 

hospitals which allows us to focus on our better performing sites and Melanie will speak a bit 

later about the CC process, the Competition Commission process.  

I want to spend some time on the BMI OpCo income statement which looks pretty complex 

but I’ll take you though some of it. This is the Pound income statement. We had revenue 

rising some 4.4% really driven by a 9.3% increase in the NHS caseload but clearly we are 

still seeing a decline in the private demand and so our caseload was broadly flat for the past 

6 months. EBITDA up 2.4%, again the EBITDA impacted by significant shortages of staff. 

We’re seeing a new phenomenon arising both industry and sector wide in the UK. You may 

recall last year that the Francis report came out. This is a report into the quality of care with 

the NHS following the mid Staffordshire issues and as a result of the Francis report, many 

NHS trusts are now beefing up their frontline nursing staff and that’s caused a general 

shortage of staffing within the UK. As a result of that our labour utilisation remains very 

efficient but our cost of labour cost increased as a result of agency staff and that has 

impacted our EBITDA at that level.  

These results also show you the impact of the Competition Commission costs. You can see 

£4.9 million coming through this year and a total of £8.9 million that we have spent on the 

Competition Commission over the last 2 years as well as a non-cash charge to the income 



statement for one of the site closures, an impairment of an onerous lease of £1.7 million. 

EBITDA is at £22.4 million with the margin before those costs at 22.2%. Excluding those 

once off abnormal items, EBITDA would’ve increased by some 20%. I want to put this slide 

up just to show you the progression of our EBITDA margin in light of the change in the case 

mix and also how we’ve managed to defend this margin through very difficult recessionary 

times.  

You’ll notice these bar charts show you the split between private and NHS mix in our 

hospitals. In 2011, we were only seeing 25% of our cases were state funded NHS, today 

that’s 35%. Our private caseload was 75%, its now only 65%. And yet despite that we’ve 

been able to maintain that margin and improve it slightly, really as a result of a number of 

restructuring and efficiency initiatives within the Group and also attracting a lot of higher 

complexity NHS cases despite the fact that the NHS tariff has been dropping by 

approximately 1.5% to 2.0% per annum.  

The last slide I’ll talk to on the UK is really our payor mix. 54% of our caseload now is private 

medical insurance. You can see that that has declined somewhat. We’re hopeful that this 

decline is arrested and we’re going to start seeing private medical insurance in the longer 

term increasing again. NHS increased very nicely to 35%, we believe there is still scope to 

increase that and as the election looms next year we believe that focus on waiting lists will 

be more pronounced. And then Self-Pay, even though it declined in the first quarter, we are 

beginning to see a return to growth, although that in itself is a very small contributor. So 

overall the UK has come through a trying and challenging 6 months. 

 We now have the Competition Commission behind us and hopeful we can focus on really 

driving this business and focusing on what management is best at. With that I’m going to 

hand over to Melanie Da Costa to take us through some slides on regulation. Thank you.  

Melanie Da Costa: 

Good morning ladies and gentlemen, so I get the topic of healthcare market enquiries. I tried 

to swop with Keith, as I thought it might be easier to present the financial results but Keith 

would have nothing to do with it. He says he is married to accounting. 

I’m going to start off with South Africa, obviously we have been getting many questions from 

all of our investors and from the press. The intention is just to give an overview of the 

process as it transpired in the United Kingdom but also to bank some learnings for the South 

African process.  

The Healthcare enquiry in South Africa started in earnest in January of this year with the 

appointment of the panel. The panel is going to oversee the inquiry. For those of you who 

aren’t too sure what an inquiry is, it’s a formal process that’s going to reflect on the general 

functioning of the healthcare market. We would expect at the end of this process that there 

would be recommendations on how to increase access to quality care in the South African 

market. Now this is a topic that is close to every South African’s heart and in truth it 

underpins Netcare’s very core objectives. Now what we’ve realised with this debate over 

time is that the debate has been clouded with speculation and with anecdote and we haven’t 

had a party who has come in and reviewed from A-Z. We think that this inquiry has offered 

us an opportunity to analyse exactly that: an independent and an impartial review of the total 

functioning of the healthcare market. 

So the next step? We would expect an administrative guideline and a statement of issues to 

be published at the end of May 2014. That’s an opportunity for us to give comment, revert 



back to the Commission and then a final position will be published at the end of August 

2014. The expectation is for the provisional findings to be published in October 2015 but if 

you look at that timeline, it does look a little bit tight. I think we should just take this one step 

at a time and see what the Commission publishes in terms of the timeline. 

Just turning to the United Kingdom, as you are aware we were involved in this process for 

quite some time. Initially it was the Office of Fair Trading, then it was referred to the 

Competition Commission in April of 2012. The Competition Commission published quite a 

few initial reports and one of those initial reports suggested that as much as twenty hospitals 

needed to be divested. As you know better than anyone else, this resulted in quite a bit of 

uncertainty in the market, not just for shareholders but for management, for employees and 

obviously for patients and doctors too. And in truth, we couldn’t understand how this 

conclusion was arrived at?  

So we approached the Commission to try and understand the underlying analysis that 

informed this conclusion. We were unfortunately unable to as there was some information 

related restriction. Quite a few parties within the sector approached the Competition Appeals 

Tribunal to ask for access to this information. In September 2013, the Competition Appeals 

Tribunal concluded that this was correct and this was a breach of the rules of natural justice. 

A party should be able to see the information by which it has been assessed. It took quite a 

while to get that information, but once we were able to get that information, we were able to 

demonstrate to the Commission where some of the flaws in the analysis lay. The provisional 

remedies that were published in January 2014 reflected an ameliorated position, but post 

that we had a significant amount of time where we were able to have dialogue with the 

Commission and this resulted in a final report that was in stark contrast to the provisional 

report, as a function of us being able to demonstrate the underlying analysis and data was 

flawed. 

I’m going to be touching on those remedies in a second, but before I do that, in terms of a 

time line, to tell you that the final order on the remedy will be published in October of this 

year. We would expect the implementation of the remedies from April 2015.  

This was the Competition Commission’s conclusion: Our decision therefore that these 

features do not give rise to adverse effects on Competition in the markets for the provision of 

hospital services to private medical insurance outside of the central London region. In terms 

of the remedies, just so that you are aware, the Competition Commissions are required to 

design remedies so that they target the harm that has been identified, to target the adverse 

effects of Competition but it also has to be proportionate and to be fair. The Commission, as 

a result of this information, concluded that only two hospitals needed to be divested and they 

happened to be in the central part of London where one player had a significant share of that 

market.  

They also prescribed three additional remedies. The first of which is that if the NHS had to 

outsource their Private Public unit to the private sector, that too can be reviewed by the 

Competition authorities in the future, where historically they didn’t. 

With respect to consultant incentives, they felt that there should be a ban on any referral fee 

paid to a doctor in any way, shape or form. They felt that there should be a cap on any other 

benefits, for example; doctors benefit from parking, tea, coffee, administrative services. 

Whatever that might be, they wanted to put an annual cap on it per doctor. Doctors can have 

shares in a facility, but they have limited this to 5% per doctor and this needs to be paid for 

upfront at market related rates.  



The Commission also felt that the consumer would be better off with additional information 

with respect to quality and doctors fees. On the quality side, there will be a request to publish 

patient episode data, just so that you are aware the private hospital sector in the United 

Kingdom already do so, through the Private Hospital Info Network (PHIN). There might be a 

request for additional data, we will see that when the time comes. 

There is a requirement for doctors to make their fees available to patients and there is going 

to be a standard template in every hospital where doctors need to give us information as a 

term or a condition of practicing privileges. 

It’s also important to reflect on the remedies which they did not implement but they did 

consider. We have discussed divestments outside of the central London region. But there 

was a time when there was some consideration about interfering with the contacts between 

hospitals and medical schemes. But after much reflection and considering property rights as 

well as contract rights, the Commission decided that this was unworkable and they have not 

implemented any remedies to that affect. With respect to price controls, the Commission was 

very clear right from the outset that it’s not a proponent of price control, in fact its objective is 

to increase Competition. 

So through this process, there were a few deficiencies that resulted in this costly and 

protracted process and we thought that we would share some of those learnings with you. 

The first is that the healthcare market is complex, there are so many pieces of this puzzle. It 

starts off with the foundation of regulation, you need to understand the regulatory context in 

which people operate and for example this is some of the input that Netcare has given into 

the South African terms of reference, which the Commission has taken on Board. So if you 

want to understand a market, in terms of seeing how you can increase access to quality 

care, you cannot just look at one entity, you have got to look at the whole picture. 

In terms of the analytical framework, there were quite a few points of weakness. In the 

interest of time, I just want to share with you some of the economic analyses. You will be 

aware that the Competition Commission don’t focus on accounting profit, they focus on 

economic profit. So there are quite a few adjustments that are required to the financials. 

When you make these adjustments you need to be consistent and it must be reflective of 

reality in the market. What we found is that this analysis was in fact inconsistent and very 

often disconnected from market facts. Accounting policies need to be uniformly adjusted, 

any other structural differences; Opco, Propco structures, legal structures that also have to 

be reflected on. We found there were two hospital groups, for example, purchased at about 

the same time both having Opco, Propco structures. The Competition Commission 

respected the rental obligations of one party, but didn’t respect the rental obligations of the 

other party and that was just blatantly unfair and didn’t make sense. So there was a material 

difference in the way hospital Groups were being treated. 

Now the return analysis is obviously very dependent on capital intensity, we know hospitals 

are very capital intensive, so it’s critical to get the land and building valuations down pat. And 

in this situation what would normally happen is that you would look at the estate of the 

property companies and you would value that estate. Instead of doing that the Competition 

Commission created a theoretical hospital that didn’t look anything like our own and then 

placed a value which resulted in valuations that were less than 50% of existing portfolios. 

That dramatically skewed the return analysis and the profitability analysis in the UK market. 

The last point that I want to raise here is, as we talk about access to quality care, any 

analysis cannot be divorced from quality. The analysis in the United Kingdom certainly 



seemed to be divorced of quality and we are certainly hoping that in the South African 

market that will not be the case. 

Just turning to environmental factors, not all ills in the functioning of a market are due to 

competitive reasons, sometimes there’s another cause for this. Very often it is regulation so 

you have to understand the effect of a Medical Scheme Act or a Health Professions Council 

 

Act or Single Enterprise Act. You have to understand internal consequences of those pieces 

of legislation. 

In the United Kingdom the Competition Commission hadn’t seen new hospital builds or as 

many hospital builds as they would have expected and they felt this was due to adverse 

effects in Competition. What they didn’t reflect on was that the market went through a 

recession. The demand for private care had plummeted and medical schemes felt that there 

was enough capacity in the market, that they didn’t have to list new hospitals. So that could 

probably answer the question as to why there weren’t new builds outside of the London 

region, as was expected. 

In terms of bargaining power, the enquiry did not look at the power of the medical schemes. 

You have two players there that control over 60% of the market. That was a fundamental 

flaw right from the outset. It still confounds us that the NHS was not reviewed through this 

investigation. As you are looking at the functioning of a healthcare system, you cannot 

ignore the delivery to 80% of patients. You have to understand where the two systems can 

connect and the interplay between these parties. 

In conclusion, after a good three or four years of reflecting on this in the United Kingdom, the 

scope of the inquiry must encompass all industry participants. It is unreasonable to assume 

that if there is a flaw in the industry that it resides with only one participant. You have to look 

at the regulatory framework as we have discussed, the analysis must be comprehensive, 

rigorous, even handed. If not this will come out in the process, there is no substitute for 

constructive and transparent engagement right from the outset and that’s what happened in 

the UK. It took too long for the parties to start really talking to each other and then engaging 

earnestly. 

As mentioned, the Competition Commission focused on economic profit so there are a lot of 

adjustments that are required to be accounted for and that must be implemented 

consistently. The remedies must be specifically designed to target the areas of harm and 

they must be proportionate, failing which they open themselves up to a review later on in the 

process. After a protracted and costly process, we are very happy that the regulatory 

process in the United Kingdom has come to an end and as Richard said we can put this 

uncertainty behind us and focus on growing the business. Back to you Richard 

Keith Gibson: 

Thank you Richard and Melanie and good morning ladies and gentleman. Let’s now turn our 

attention to the unaudited Group Interim Results for the six months ended 31 March 2014. 

By way of introduction I can advise that the operating leverage that the business units have 

been able to achieve has translated into a solid set of Group financial results for the first half 

of the 2014 reporting year. The SA business continues to perform very well. The UK 

business has had to absorb some significant and unavoidable non-recurring costs which has 

affected an otherwise credible trading performance. The Group was able to present a very 

strong balance sheet as at 31 March 2014, underpinned by solid cash generation. 



In order to contextualise the results there are a couple of factors I need to point out to ensure 

there is a proper appreciation of the outcome and there are three factors that I broadly need 

to speak to. These are changes in accounting standards, the impacts of exchange rates and 

then of course the effect of the prior year deconsolidation of the GHG property businesses.  

Netcare has adopted a number of new and amended international financial reporting 

statements within the 2014 financial year. The impact of these new and amended 

statements is not material on the Group income statement or the statement of financial 

position and we’ve made full disclosure on the subject in the financial statements and also 

within the appendices to this presentation.  

The most salient of the new statements are IFRS 11 and IAS 19. IFRS 11 Joint 

arrangements requires that joint ventures are now equity accounted instead of being 

proportionally consolidated and IAS 19 employee benefits which deals with matters relating 

to the measurement of the interest cost on the defined benefit pension scheme which is now 

recognised in other comprehensive income. As these statements require retrospective 

application, I must point out that the 2013 results have been restated in accordance with the 

accounting rules. 

The second factor that I want to highlight is the impact of the exchange rate, you will all be 

aware that the Rand has weakened significantly against the Pound during the six months 

under review. The average exchange rate that we use to convert items of income and 

expenditure has weakened by 24% to R17.15 as compared to R13.88 that was applicable to 

the six months ended 31 March 2013. And then the closing rate that we use to convert 

assets and liabilities was weakened by some 26% to a closing rate of R17.53 at 31 March 

2014 as compared to a closing rate of R13.92 one year earlier. 

Thirdly I’m sure you are all familiar with the prior year deconsolidation of the GHG property 

businesses. A non-recurring non-cash profit arose from this deconsolidation of R3.2 billion 

and clearly this profit does not repeat itself in the current year results. The deconsolidation 

has also had some structural changes on certain line items within the income statement. 

Although the net effect on overall profits is only marginal. Broadly speaking, the rent that the 

BMI OpCo pays through to the GHG PropCo which previously eliminated on consolidation is 

now reflected as a real charge in the income statement, however this is broadly offset by the 

fact that the interest charges on the depreciation on the GHG property businesses are no 

longer consolidated in the Group income statement. 

Now the fact that the deconsolidation took effect on 16 November 2012 is important because 

it means that the 2013 comparative period is a hybrid where the first one and a half months 

of the period reflect a fully consolidated UK OpCo and PropCo and the remaining four and a 

half months represent a deconsolidated PropCo. It also means that we are not able to make 

a meaningful like-for-like direct comparison on certain line items within the income 

statement, I’m going to highlight this as I talk through the results. 

Let’s have a look at the income statement for the six months ended 31 march 2014. Now this 

is a busy slide, and there are two factors you need to appreciate to fully understand the 

operational performance. The first one is the impact of non-recurring items and those are the 

significant Competition Commission related costs and the UK site closure costs amounting 

to R139 million which you will recognise in the 2014 results and a non-recurring UK tax 

credit of R103 million that was recognised in the 2013 results. 

The second factor is the impact of the deconsolidation of the GHG property businesses in 

the prior year and you will see the profit on deconsolidation of R3.2 billion is reflected at the 



foot of this income statement and the fact that the profit does not occur in the current year is 

the only reason that our trading statement released on SENS last week was required. 

So let’s unpack the income statement in a little more detail. Revenue amounted to R15.4 

billion for the six months and this represents an increase of 17.3% against the 2013 result. In 

local currency terms in both the SA and the UK businesses successfully grew their top lines. 

EBITDA before GHG PropCo rent amounted to R3.2 billion and that represents an increase 

over the prior year of 17.2%. This increase has been achieved after absorbing the significant 

non-recurring costs of R139 million as compared to R24 million in the comparative period.  

The lines in the dotted red box here are affected by the structural changes in the GHG 

deconsolidation of the property businesses. Rent paid to the GHG PropCo amounted to R1.2 

billion for the period as compared to R703 million last year, however the R703 million 

represents only the four and a half months post the deconsolidation and it would have been 

R949 million on a pro forma like for like basis. EBITDA as reported amounted to just over R2 

billion. However again from an operational perspective if we look at this on a like-for-like 

basis equalising the GHG PropCo rent for the period and before non-recurring costs the 

underlying EBITDA growth is 18.4% equating to R2.2 billion for the 2014 year as compared 

to R1.8 billion in 2013. Net financial expenses have decreased substantially from R390 

million in 2013 to R183 million in the current year, benefiting again from the deconsolidation.  

So moving now beyond the dotted red box back to a like-for-like footing; profit before 

taxation of R1.3 billion increased by 17% over the prior period result. Taxation has increased 

from R234 million in 2013 to R393 million in the current year. The effective tax rate of the SA 

operations approximates a statutory tax rate of 28%. However the 2013 result includes a 

non-recurring UK tax credit of R103 million and therefore on an as reported basis, the profit 

after tax of R949 million reflects a growth of 3.9%. Were we to set aside the non-recurring 

items and the prior year tax credits, the underlying growth in profit after tax equates to 

27.7%.  

If we have a look at our results in constant currency terms, you will see that the weakening 

of the Rand against the Pound has added approximately R1.5 billion to the revenue line and 

R329 million to the EBITDA before the GHG PropCo rent. And setting aside the impacts of 

currency conversion this demonstrates the strong operational leverage delivered by the 

Group because we have converted a constant currency increase in revenue of 6.1% into a 

9.4% increase in EBITDA before GHG PropCo rent. 

Group Headline Earnings per Share (HEPS) has increased by 7.3% to 70.6 cents for the half 

year. This is underpinned by a very solid 15.2% increase from the SA operations. The UK 

non-recurring costs negatively affecting their contribution. Now we typically also publish an 

adjusted HEPS figure because we believe that this is a better measure of sustainable 

earnings. Group adjusted HEPS has increased by 19.5% to 75.9 cents for the first half of 

2014 as compared to 63.5 cents in the prior year. The SA operations have grown their 

adjusted HEPS by a very solid 18% and importantly the adjusted HEPS of the UK operations 

reflects a positive and growing contribution after excluding the impact of the non-recurring 

items. And the 2 graphs over here reflect a steady and consistent growth in the adjust HEPS 

for both the SA operations and the Group. 

Moving on now to the Statement of Financial Position; this slide sets out for us the total 

assets of the Group which have increased to R26.1 billion at 31 March 2014 from R23.9 

billion at September 2013. The weakening of the Rand against the Pound has added an 

additional billion Rand to the asset base. We continue to invest in our facilities both locally 

and abroad spending R624 million on capex expanding and maintaining our hospital 



infrastructure and facilities.  R422 million of that was spent on the SA operations and R202 

million in the UK.  

We’re also able to report the working capital remains well controlled. Now I want to remind 

you that in terms of its accounting policies Netcare carries its property plant and equipment 

in the accounts at a historical cost less accumulated depreciation, and particularly for long 

life assets such as land and buildings, the gap between their fair value and their carrying 

value in the accounts tends to grow with the passage of time. At September 2013 we 

conducted an independent external valuation of the SA hospital land and buildings and for 

clarity that would exclude the cost of medical equipment, loose fixture and fittings, loose 

plant and machinery and commissioning costs and this evaluation determined that the fair 

market value of our South African hospital portfolio is approximately R17 billion as compared 

to a carrying value in our accounts of the same assets of approximately R5 billion.  

Looking now at the equity and liabilities of the Group, we see the total Shareholders’ Equity 

has increased to R11.2 billion from R10.4 billion at September 2013. Currency conversion 

has been responsible for R453 million of that growth with profits net of dividends largely 

contributing the balance of that improvement. In terms of the Group leverage as measured 

by the net debt to EBITDA ratio, this remains sound at 1.4 times and the Group has further 

improved its interest cover to 8.4 times at March 2014 as compared to 4.3 times 1 year 

earlier. All of these ratios and matrics point to underlying strength of the Group balance 

sheet. If we have a look at the debt in a little more detail you will see that SA gross debt is 

just under R4.2 billion and has decreased marginally from gross debt levels at 31 March 

2013.  

In line with normal cash flow seasonality, gross debt has increased by approximately R300 

million from September 2013 through to March 2014 and this is after utilising R1.6 billion to 

fund capex, tax and dividend payments. Net debt at just under R3.7 billion for the Group 

equates to a net debt to EBITDA ratio of 1.1 times in the SA operations. There’s been strong 

appetite in the market for Netcare paper and we raised another R800 million under our 

Domestic Medium Term Note program in February this year and all of these new note 

issuances were more than 4 times oversubscribed at highly competitive pricing levels. The 

weighted average cost of debt for the Group has increased marginally to 7.5%. This is a 

result firstly of a half percent increase in lending rates announced earlier in the year and 

secondly as we have increased the fixed component of our borrowing profile particularly on 

our longer dated debts in order to lock the benefits of historically low interest rates into the 

longer term. Net interest paid has increased marginally from R67 million to R71 million for 

the period and the interest cover has strengthened further to 20.1 times as compared to 18.4 

times at March 2013. In terms of its facilities Netcare has approximately R3.9 billion 

available of undrawn facilities and this means that we have plenty of flexibility to manage our 

future capital needs. 

If we now have a look at the debt of the BMI Op Co, you’ll see that the net debt has 

increased marginally from £105.6 million at September 2013 to £108.9 million at March 

2014. Gross debt has increased however from £156 million to £181.6 million at March 2014. 

And the bulk of this increase is due to the draw down of the revolving credit facility of 

approximately £2.3 million. This was drawn down as a precautionary measure to enable the 

business to flexibly manage any potentially adverse outcomes ahead of the release of the 

Competition Commission report on 2 April 2014. As these proceeds were retained in cash, 

this has not had any impact on the net debt line and given the favourable outcome of the 

Competition Commission findings, the repayment of the revolving credit facility is currently in 

process. You’ll be aware that BMI OpCo strengthened its capital structure by completing an 



early refinancing of its debt facilities in August 2013. As a result of this, the out-of-the-money 

interest swap was settled and replaced with an on market instrument and this accounts for 

the difference in the swap liability between March 2013 and the present position.  

Under the new capital structure, the weighted average cost of debt is approximately 6.5% 

and net interest paid amounted to £6.2 million for the period under review. Further benefit of 

the new capital structure has been that the debt covenants have become less onerous. I can 

report that the business has complied with all of its debt covenants in the period under 

review with comfortable levels of headroom. Although we don’t consolidate the GHG PropCo 

it is appropriate for me to provide an update on the progress being made in terms of 

addressing the debt maturity there. The Board of GHG PropCo has been actively engaged 

with the lender group in discussions to try and find an orderly and consensual solution to the 

GHG PropCo debt. This is a complex and time consuming process and is exacerbated by 

the number of parties involved across the lender groupings, being seniors, juniors and the 

swap counter parties. The original maturity date of 15 October 2013 has been extended on 

three separate occasions such that the current maturity date is 15 July 2014. Each of these 

extensions has been secured on the basis that the lender group has been comfortable with 

the rate of progress that’s been made in the restructuring discussions that have been held to 

date, behind closed doors. And in fact to ensure that the process continues to move forward 

at a respectable rate, the Master Servicer, in conjunction with the senior lenders, actually 

has the ability to pull forward the maturity date to 2 June 2014 should they determine that the 

rate of progress is not sufficient. And of course we would remind you that the GHG PropCo 

debt is ring fenced from the other UK businesses and there is no recourse to Netcare or or 

its SA operations.  

If we now look forward to the outlook of the remainder of the financial year, we expect the 

demand for private healthcare services in SA to remain strong and Netcare will continue to 

drive clinical excellence within the organisation through its Triple Aim objectives. The 

operational efficiency programmes that have delivered benefits to us in the first half of 2014 

will continue to be driven throughout the business and we’ll seek to further improve our 

hospital occupancy. With regard to capital expenditure, we’ll continue to expand both our 

facilities and our geographic footprint in order to meet the demand for private healthcare 

services. Turing to the outlook for the UK, economic data is suggesting an accelerating 

recovery in the UK although, as Richard mentioned, this is less apparent outside the London 

region and the south east. 

 Importantly, healthcare does tend to be a late cycle beneficiary of economic recovery and 

this is yet to affect disposable incomes in a meaningful way. The business will continue to 

drive its NHS caseload with a particular interest in doing more complex cases. And in the 

longer term there is the potential for an improvement in private activity on both the PMI and 

the Self Pay front. The business will continue to drive hospital efficiencies and also look to 

manage the issue of clinical vacancies which is a national challenge in the UK. And lastly 

having successfully completed the exit of certain marginal sites, the operational efficiencies 

can now be focused on across the long term core of the hospital estate.  

Lastly just a word of recognition and appreciation form my side to my finance accounting 

colleagues across the business who’ve enabled us to put together these financial results and 

our related presentation materials. I’m highly appreciative, so thank you. I thank you for your 

patience and I’m now going to hand back to our chairman.  

Jerry: Okay, let me thank the team again for the presentation and this time as always I am 

going to welcome any questions for clarity. As always we will make time to engage, if you 



want on a one to one basis, with the management team. You are welcome to do so after the 

session as we enjoy snacks outside but if there are questions, let me take the questions 

now. Just raise up your hands and once you’ve got the mike just introduce yourself and then 

ask the question.  

Thank you Jerry, Mark Wadley from Visio Capital. Are you able to provide any sort of 

comfort on your process in determine a new CEO for the GHG business please? And then 

secondly, you routinely provide some numerical guidance, certainly for the SA business that 

does seem to be absent from these results. Will you be able to provide us any update on 

how the business is going right now or what your guidance is for the full year please? Thank 

you.  

Jerry: Let me take three questions and then we will respond.  

Question: Mr Chairman, thank you. In the 6 months since September, cash and cash 

equivalents have gone up R448 million. In the same period retained earnings are up R339 

million making a total of R787 million. I’m now turned to the cash flow and see that in the 

period under review long term and short term liabilities raised totalled R712 million, a little bit 

less than the total referred to for cash and for retained earnings. And given that in the 6 

months to September 2013, R1 362 billion of liabilities were repaid, one wonders why it was 

necessary to go out to the market to borrow, to raise further funds rather than utilise facilities 

within the Group itself? 

Question: Just a question regarding Lesotho and after all the media coverage would it be 

possible to elaborate a little bit on the slides that I can see in the booklet.  

Jerry: Okay, thank you, let’s take the response. 

Richard: I think if I may answer two of the three questions and then hand over to Keith. I 

think the first question related to succession plans for Steven Collier. We are beginning that 

process, Steven will help us also in that process and we’re very confident that we going to 

find suitable candidate to take over what is really an outstanding position in the United 

Kindom and Steven will only be leaving at the end of December 2014 in terms of stepping 

down from an executive role, and then will be staying on Board, certainly in terms of his 

corporate knowledge and what he can offer the Group in a non-executive role. 

In terms of earnings guidance Keith, you can speak to this. Our earnings outlook as was 

given in the Booklet commentary is not dissimilar to what we’ve given in previous years and 

we don’t give anything further in terms of that. Maybe Keith can speak to that. I’m going to 

leave you to deal with the two accounting issues, both of them in terms of the first one and 

the second regarding the Domestic Medium Term Paper that we’ve raised.  

But just to deal with the last question that came out regarding Lesotho and if I refer you to 

the question I think was related to slides that we’ve included that are page 95 of your 

booklet, 96 and 97 onwards, if you want to turn to that. There’s been a lot of press coverage 

of Lesotho of late and this is a project we take incredibly seriously. We take it seriously not 

because of its size and scale in terms of the SA operations and the UK operations but as this 

is the future pilot of how we see future public private partnerships (PPP) working, and indeed 

the roll out of future collaboration on a NHI basis or indeed elsewhere in the continent. 

There’ve been two interesting reports that have come out in Lesotho starkly different in their 

conclusions. Last year Boston State University spent three and a half months analysing this 

PPP and brought out a 120 page report. Most of you are looking blank because it wasn’t 

reported in the press. On the other hand an organisation called OXFAM went into the 



country for 3 weeks and spent half an hour at the hospital, produced a 29 page report and 

probably most of you have heard about it. And I would urge you to look at these reports to 

actually understand the rhetoric versus the reality. The reality is that were producing 

outstanding results in Lesotho. In fact we’ve reduced paediatric mortality from pneumonia 

from 65%. We’ve reduced the date rate by 41%. We’ve reduced the still birth rate by some 

22%. Women in Lesotho can now go and have their babies 24 hours a day at our primary 

care clinics. Previously they were only allowed to go during normal hours.  

We’ve also introduced an enormous amount of new services. So for the very first time in 

Lesotho there is a level one trauma unit if someone is involved in an accident. If you need 

sophisticated digital imaging or MRIs you don’t have to be transported to Bloemfontein or 

elsewhere, you can have it at the referral hospital that we’ve built. There are ICUs and 

ventilators, there’s laproscopic surgery and so one would hope that we have substantially 

improved the state of healthcare in Lesotho. Probably most importantly, this project is being 

independently assessed by an independent monitor. Some 6 881 key performance 

indicators are assessed every quarter. We don’t have a project in South Africa, we don’t 

have a project in the UK and there isn’t one globally that is independently assessed like this. 

So I urge you, look at the slides, look at the difference we’ve created. One of the things that 

OXFAM said was this project is too costly, it cost 51% of the Lesotho government’s 

healthcare budget. Well we certainly aren’t receiving 51% of that budget so I’d like to know 

who is.  

It is somewhere in the 30%s but that’s entirely appropriate because included in the fee that 

we get for this project is the capital repayment of the R1.2 billion that it cost to build this 

incredible hospital of 425 full time beds and 3 full clinics with 3 primary care clinics.  Another 

thing the OXFAM report said is the Lesotho Government should’ve funded this project. Now 

their capital budget per year is in the order of R40 million to R80 million. This is a R1.2 billion  

project and if I remind you ladies and gentlemen, we raised this with the good grace of the 

Development Bank of Southern Africa at a time when world markets had collapsed in 2008. 

So I think when you begin, and just to answer the person that asked the question, when you 

begin to look at the facts around this project and what it is achieving, whilst we’re not 

immune to criticisms and fixing issues that arise when you look at the facts of the huge 

improvement in healthcare, not in the leafy suburbs of Sandton or in Morningside or the 

southern suburbs of Cape Town but in the hills of Maseru you begin to understand the 

enormous impact of a project like that. Thank you very much.  

Keith: Thanks Richard. I’ll just give further comment on Mark’s question. Mark, the formative 

guidance is consistent with what we have given out in more recent times. We certainly do 

not give any specific guidance with regard to margin and I think with regard to revenue we 

have provided sufficient information within the slide decks and I think you’ll be able to draw 

fairly accurate conclusions from that. One thing I will add is that is with respect to capital 

expenditure we would expect the SA operations to spend somewhere in the region of R1.1 

billion for the course of this year, which includes ongoing spend on our 2 new greenfield 

projects in Pinehaven and Polokwane.  

Secondly, with regard to the question around the new debt that has been raised – I’d just like 

to respond by saying we do not simply raise debt for the simple need of doing that. We 

obviously manage our cash flows very tightly on a forward looking basis as to what our cash 

requirements are, bearing in mind the timing of dividend payments, capital expenditure and 

the like. The new R800 million notes that were raised in February are, in the short term, 

going to be applied mostly to settle existing notes under the DMTN program that are 

maturing just post the half year end and therefore the benefit of raising the new funding is 



that we have significantly expanded the tenor of the SA debt and as I mentioned we’ve been 

able to also lock in some of the benefits of this low interest funding over a longer period.  

Jerry: Thank you Keith, I’m going to take the last round of questions. 

Avinash Kalkapersad from Deutsche Bank: Just two questions from my side on price in SA, 

you guys got a 7.2% increase in revenue per patient day. Can you give us some sort of 

indication how much of that is tariff inflation and how much of that is complexity and then 

also on that, what is actually driving this increase in complexity. And then my second 

question, just based around the Competition Commission costs of £4.9 million, that’s about 

R84 million odd, so I think there’s about R20 million still sitting in there. Is that SA 

Competition Commission costs and can we expect that to continue in the next sort of 18 

months? Thank you.  

It’s Mathew Menezes from Avior Research. Can you tell us what the occupancy was in the 

UK in the half year please?  

Jerry: Bed occupancy in the UK.  

Ndabezinhle Mkhize from Eskom Patient Fund. You showed us the difference between the 

fair market value and the carrying value of your land and buildings, I think the difference is 

about R12 billion. And when one looks at what has happened in the UK with all the problems 

with GHG PropCo, one thing is clear is that you’ve been able to operate seamlessly even 

though you don’t own the properties there.  The question is why would you not release R12 

billion in SA if you could still operate without necessarily owning the properties, because it 

would seem it’s more than 30% of your market cap and there’s no way of unleashing that 

value. So you can disclose it right now but there’s no way of releasing that unless you 

change the structure.  

Jerry: Eskom Fund doesn’t have a property. Yes, I’m going to take the last question.  

Douglas Wallace from Visio Capital. I have a question on free cash generation on OpCo. I 

note the capex in the last 6 months is up materially on the year as well as the committed 

number for just over R400 million. Could you just talk a little bit about the nature of that 

capex and what the capex profile would look like in 2 or 3 years time and the resultant 

impact on free cash flows in that business.  

Jerry: Did I lock anybody out? Thank you.  

Melanie: So just to tackle the first question the inflation in the SA market has continued to 

track consumer inflation. Quite a big shift in the complexity and what’s driving that is really 1. 

a function of our network and 2. what we’re seeing is the burden of disease in terms of the 

medical scheme market. In terms of the occupancy in the United Kingdom, they are lower 

than South Africa. The average occupancies are closer to 50%.  

Richard: Thanks Melanie. Just going down the list, I think the question with reference to 

Competition Commission costs, yes there are costs that have been incurred on the South 

African side. We’re not really able to give any guidance as to the rate of this and it obviously 

will be determined by the terms of reference and the guidelines that come out. With regards 

to the question on the SA property portfolio, we are structured internally into a separate 

OpCo and PropCo on the South African operations, that certainly does give us flexibility 

however I did not raise the issue to suggest that anything is underway on that front but rather 

just to highlight the fact that there is value that sits off the balance sheet and that is not 

apparently visible from a cursory look at the statement of financial position. I’m going to try to 



answer the question on the UK capex. The estimated spend for the current year is going to 

be somewhere in the region of £40 million, a large portion of this is being spent on sustaining 

capex. The investment in expansion capex is focused and that is something we are looking 

to drive out within the balance of the financial year particularly with regard to investment and 

enriching equipment which should drive new cases through the business.  

Jerry: okay colleagues, that brings us to the end of our programme. Let me once again thank 

all of you for coming through and congratulate and thank the team for very solid results that 

 

we’ve presented this morning. You are welcome to engage with management even as we 

have coffee, you are invited to join us for lunch. Thank you. 


