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Results transcript  

 

Jerry Vilakazi - Chairman  

 

Good morning and welcome to our audited group results for our end of the financial year 2012, I would 
like to welcome to our midst this morning colleagues from the board that have joined us. I’ve seen 
some of the directors sitting here as well as members of our audit committee which is chaired by Ms 
Thevendrie Brewer who is sitting there at the back. I also want to welcome our colleagues from the 
UK, Stephen Collier, the CEO of GHG, as well as Craig Lovelace, the CFO in the UK. I think we have 
to welcome both Keith, our group CFO, and Dr Richard Friedland, our CEO, who will be presenting to 
us in a few minutes’ time. 
 
I also would like to welcome our entire management team that is sitting here in the midst of us, as well 
as our auditors. I’ve seen our auditors, Edward and Jeanette, sitting somewhere there at the back. 
We’ve got also in our midst a number of our partners that we work with as well as our investors that 
are joining us this morning, and our other special guests that have joined us this morning. 
 
As I’m going to be calling upon the CEO to make the first presentation I think I would like to just 
indicate that as we present our audited group results we do so very upbeat and confident about the 
performance as well as the future outlook as affirmed by the strong and improved contribution of the 
South African operations to our group. For this I want to thank management, all our employees and 
our professional health partners throughout the country. We also extend our appreciation to the 
management of the UK operations for the modest improvement in revenue and case load through 
trading, although in a very challenging macro economic environment at the moment in Europe.  
 
As will be explicit from the presentation by the CEO, Dr Richard Friedland, and the CFO, Keith Gibson, 
we are very upbeat about the future outlook at the possibilities for partnerships with the NHS in the UK 
as well as with the public sector in South Africa with the future rollout of the NHI and currently with the 
test sites that have been implemented. I take this opportunity, ladies and gentlemen, to introduce to 
you our CEO who is going to make the presentation. Dr Richard Friedland, over to you. 
 
 
Richard Friedland - CEO 

 

Thank you, Jerry, and good morning ladies and gentlemen and welcome to all of those who may be 
listening on our live webcast. May I reiterate the comments of our chairman and thank our 
management teams both here in South Africa and our staff here and our teams in the United Kingdom 
and their employees for their dedication in treating the patients that we are privileged to treat and for 
the commitment and efforts in producing these results for our shareholders. 

 

These results, ladies and gentlemen, and more particularly the events that occurred post these 
results, represents a watershed for Netcare Ltd. You may have read our trading update to the market 
on Friday and the SENS that we issued earlier this morning in terms of the statements we’ve made 
therein.  

 

And our board, the Netcare board of directors, decided that it was no longer appropriate to consolidate 
the property company that effectively holds our properties in General Healthcare in the United 
Kingdom. And as a result of that we issued – and Keith will take you through that – a pro forma 
statement of our financial position or a balance sheet that we believe now far more accurately 
represents the capital structure of Netcare Ltd, and importantly reflects the non-recourse ring fenced 
nature of the debt that is attributable to the properties in the United Kingdom. 
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Now, of course the audited statements that we produced and that are part of this presentation 
represent the fully consolidated position, and hence the material non-cash adjustments. Keith will take 
you through that, but he will also take you through the pro forma statement of financial position which 
really becomes our de facto position going forward. 

 

We made it very clear at our interim results in May that whilst we will together with all of our 
shareholders act entirely responsibly in seeking a solution to the debt attributable to the properties in 
the United Kingdom before the maturity in October 2013. Netcare is not and will not become the 
underwriter of last resort. And so let me reiterate once more, ladies and gentlemen, that we have no 
intention of raising capital for this purpose through a potential rights issue of Netcare shares in order to 
facilitate such a restructure. Nonetheless, we will continue to work diligently in terms of finding a 
solution. 

 

Moving on to the results themselves. We follow the normal standard that we do every year. I will take 
you through a group overview and some of the operational highlights and key performance indicators 
of South Africa and the United Kingdom, and spend perhaps two or three slides talking about some of 
the regulatory issues in South Africa and matters affecting health policy, and then I will hand over to 
Keith Gibson, our Chief Financial Officer, who will take you through these material non-cash 
adjustments and look more particularly at what the pro forma statement of financial position looks like. 

 

Someone asked me this morning, these are two beautiful children, but what do they have to do with 
healthcare, and in particular what do they have to do with Netcare? Well, these children were part of a 
measles vaccination campaign that we ran a short while ago in Lesotho as part of our PPP services 
that we run for the government there. 

 

Looking at South Africa and looking at the United Kingdom it is very much a tale of two countries. We 
have posted a very pleasing, strong improvement in our performance in South Africa, primarily due to 
the hospitals – and we will dissect that a bit later – but also an excellent performance in Primary Care. 
We have really focussed in the last two years on enhancing tangible quality improvements throughout 
all of our divisions. I could, as we have done in past years, put a slide or two up on the board to 
demonstrate some of that.  

 

But instead we have demonstrated outside for you. For those of you present in the audience, I invite 
you after this presentation to peruse and engage with the project leaders of those quality projects 
outside. There are some 23 initiatives being run right across our group through all of our divisions in 
South Africa, and we also have two  initiatives that we are showcasing that are very successfully being 
run in the United Kingdom. It will give you a tangible feel of the kind of quality improvements that we 
are ringing through our group through all of our divisions. 

 

I am pleased to say that the performance in South Africa allowed us to post a 21.5% rise in profit after 
tax. And if one had to look at South Africa in isolation we posted a 19.6% increase in headline 
earnings per share. So a very pleasing result. 

 

Looking at the United Kingdom, we are still experiencing a very challenging operating environment. I 
will talk to that in some detail. But this is a country that has witnessed a decline in GDP of some 6% 
since 2009. It is a country where the penetration of private medical insurance is at its lowest in 20 
years. And I will talk to that a bit later. The results have also been impacted by these material non-
cash adjustments which we will show you in some detail. But importantly and pleasingly, management 
continues to focus on what is our acute and core business, that of our hospitals. We have sold off 
Care Fertility. That was a fertility business. And we have also closed two JVs that we considered non-
core.  
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Pleasingly, and I will speak to this somewhat later, we have had very strong cash generation in the 
group and we had cash balances of almost £148 million at year end. 

 

We always put up the slide of the geographic contribution, and you can see despite the weakening of 
the Rand and currently issues that tend to impact our results South Africa produces the lion’s share of 
EBITDA and certainly most of the earnings. But I think what this slide does demonstrate is the very 
different nature of the capital structures of the United Kingdom and South Africa with the high debt 
burden in the UK resulting in quite a significant interest charge, and thus earnings really emanating 
from South Africa, and this year the United Kingdom posting an 8 cents loss in headline earnings.  

 

So ultimately from a highlight point of view and an overview point of view we’ve been able to increase 
revenue to some R25.1 billion, up some 11.5%. EBITDA is up 8.5% to R5.1 billion. Adjusted HEPS is 
up 8.7%. And then funded through South Africa’s earnings and cash flows we’ve been able to declare 
a final dividend of almost 10% increase. 

 

A picture of our Netcare 911 emergency helicopter landing at a mine shaft. I think it is now common 
knowledge that we did most of the evacuation around some of the recent mining tragedies at 
Marikana. 

 

I put this slide up, ladies and gentlemen, to demonstrate how different we are as compared to our 
peers and competitors in the South African market in that we run a very comprehensive and extensive 
network in South Africa. We have 51 private hospitals. We run five very large public-private 
partnerships, the partnership in Lesotho being the largest public-private partnership in Africa. It has 
recently won a world-wide infrastructure award. It is one of only six projects that have won such an 
infrastructure award in Africa. And that gives us a total of some 9,262 beds.  

 

We run some 86 primary healthcare facilities treating this year some 3.2 million patients. We run a 
very large dialysis network in partnership with Adcock Ingram. And I think you all know about Netcare 
911 and the important role it plays in South Africa. We also run one of the largest pharmacy networks 
in the country, some 85 pharmacies spread between Medicross and our hospital division, employing 
well over 21,000 people who make an enormous contribution on a daily basis. 

 

Looking at South Africa, particularly on the revenue line of 9.3%, I think what is important to see here 
is that we’ve seen a structural change in our revenue increases. Our price inflation is well below 6%. 
And so the performance we are seeing in South Africa is being driven by an increased demand and 
increased volumes for healthcare, and we believe this is set to continue. I will talk to this later under 
the health policy slides. 

 

We have seen a pleasing operating leverage of some 11.2% increase in EBITDA. And this is not only 
due to the strong performance in Primary Care but to real efficiencies that we are managing to extract 
through our hospital division. This despite our input costs, particularly on the wage side, being higher 
than the tariffs that we are able to achieve in the South African market. And so a widening then of the 
EBITDA margins here and operating profit. 

 

I mentioned that our Lesotho PPP is fully operational. We are seeing some outstanding clinical 
outcomes. We have been able to reduce maternal mortality quite significantly, also infant mortality and 
a number of the other parameters that we are independently monitored on. As you know from all of 
these various press releases and media coverage, we remain the most empowered company in the 
healthcare sector in South Africa. 
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Just dissecting hospitals and emergency services in terms of their key performance indicators and 
trying to understand the numbers better. Our patient days for the year increased by 2.8%. You will 
know we had a sluggish start to the year and our patient day increase was only 1.8%. We had a much 
better second half where patient days were 3.6%. Our occupancy of 66.3% remained reasonably flat 
because of the number of new beds we brought into the system, 190 in total. But I’m pleased to say 
that our week day occupancies have increased and are now sitting some 6% higher at almost 73%. Of 
the 190 beds that we added in 2012 our average increase was only 97, and this really reflects the fact 
that these beds came on in the second half of the year.  

 

I put this block up here to show you the sophisticated nature of our network where most of the revenue 
we earn is from surgical procedures, some 73% and some 26.8% coming from medical. We obviously 
believe that there is scope to increase on the medical side. But this is really reflective of the 
sophisticated acute care network that we run within Netcare. 

 

I’m pleased to say that 121 new specialists joined the 2,800 specialists who make Netcare what it is 
today. And we’re part and parcel of partnering not only with government through the new healthcare 
compact, but indeed with at least four universities in providing registrarships and fellowships where 
our hospitals and certain units have been accredited as satellite units and we are funding these 
registrar posts. We have some nine of them currently underway at the moment. 

 

And then a very pleasing result for us is that we are focussing on our retail pharmacy. We were 
somewhat delayed in a national rollout of this network, but we have seen a pleasing increase of 8.3% 
of scripts in the hospitals to 1.5 million. 

 

And so unpacking those KPIs in terms of our results themselves, you can see that price inflation was 
well contained to below 6%. It was 5.7% revenue per patient day. Our average length of stay is a 
modest 3.53 days. And clearly the leverage here at the EBITDA line and indeed in terms of the margin 
from real efficiencies coming through, given that the cost drivers of utilities, wages and many of the 
input costs are in excess of the tariffs that we are achieving at the moment. 

 

Looking at our expansion programme, this gives you a breakdown of the 190 beds that we opened this 
year and the 47 that are still in progress with most of them coming on in the second half. I put this 
slide up, and I had no intention of going through it in substantial detail, but again to help differentiate 
what it is about Netcare and the services that we offer in South Africa that is very different to that of 
our peers and competitors. You can see that we focus on centres of excellence. This slide really 
represents just a few examples of the very acute, highly sophisticated nature of the network we are 
running in South Africa. 

 

We have the highest ratio of high-acuity beds, ICU and high-care beds, to normal beds in the private 
sector. Let’s just choose two or three examples. Trauma in South Africa has never been regulated or 
accredited. This year the Trauma Society of South Africa brought out internationally-recognised 
credentialing. I’m pleased to say that three of our facilities are the only ones to be accredited, and we 
will have another nine this year.  

 

We are the only ones that run inter-operative CT and MRI spinal and neural surgery which is 
commonplace elsewhere in the United States, Europe, in Australia and in Asia. You can only have a 
look at some of these. I draw this picture here. This is of an exoskeleton. These are mechanical, 
robotic callipers that are being launched today at Netcare rehab. It is the first time they are being 
made available on the African continent, in fact the first time outside the United States. Some of you 
might have seen this on some televisions programmes. It effectively allows a paralysed patient to be 
able to stand with these electronic callipers together with crutches and be able to walk. They have a 
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battery pack on the back of the patient that allows this to motor the patient forward. So I leave you with 
this.  

 

We are the only ones that run this robotic locomat machine which allows a fully paralysed patient from 
the neck down to be able to stand and walk again. It is used in partially paralysed patients, patients 
who have had a stroke to strengthen one limb or the other, to regain proprioreception. And we believe 
these are the kinds of standards that we want to maintain in acute healthcare and indeed in 
rehabilitation in our country. Just two examples of the kind of acute care network that we run within 
South Africa. 

 

Primary Care, an excellent performance all round. We said some two and a half years to three years 
ago we wanted to achieve an EBITDA margin of mid-single digits. I think we have achieved that. 
There has been a very good demand for Primary Care services. You’ve seen a 2.3% increase in the 
average number of visits per Medicross centre. We’ve seen scripts increase through our pharmacies. 
We’ve become a lot more price competitive, up 9.2%. And we have really achieved that EBITDA for 
two reasons. One is clearly efficiency programmes we’re driving through the group, but also an 
improved risk profile of the patients that we’ve had under risk management. 

 

Ladies and gentlemen, I want to draw your attention to a very important change next year. We are 
changing the configuration of the Primary Care division. While we will still run clinics providing services 
to this population of some 3.2 million patients, on our risk management side we’re reducing the 
number of patients under risk management and we’re going into non-risk management and 
administrative services. We will be looking after approximately 1.7 million patients and reducing our 
risk management to about 45,000 patients. It will certainly have an impact on revenue, which will 
decline, but we are confident that we will maintain the EBITDA for this division. 

 

I wanted to show you three slides and talk to three specific aspects in terms of health policy and 
regulation that are very topical at the moment. One is the issue of access. The second is of 
affordability. And the third really revolves around a potential Competition Commission enquiry or 
market study of the private healthcare sector in South Africa. I think these are very interesting graphs 
because I think we all know the commonly-quoted figure that approximately 16% to 17% of the South 
African population is covered by private healthcare. 

 

Where having looked at the latest census you will have seen that our population has increased by 
some 7 million since the last census. However, when you look at it as a percentage of those that are 
formally employed it gets closer to 40% to 50%. And these are independently verified numbers in our 
market. So our coverage out there is far greater amongst the employed sector of the country, but it 
does demonstrate the enormous opportunity there is to bring on, obviously taking affordability into 
account, the other 50% of those who are employed but not yet covered by medical aid or private 
healthcare. 

 

This is a very interesting article published by FinWeek in May of this year which really looked at the 
comparison of different commodities, utilities and services in South Africa over the past ten years in 
terms of their price inflation. And what you will see here is that the private hospital group sector really 
looking crudely at revenue per patient day has performed extremely well. Only 109% up over the last 
ten years compared to milk at 158% or petrol or Ricoffy at 191%. I think these are some very important 
factors to take into account when looking at a sector in terms of being able to contain costs in terms of 
price inflation. And revenue per patient day, interestingly enough, does take into account a lot of input 
costs that are well in excess of the normal hospital inflation. 

 

And then lastly, this issue that the Competition Commission has been roundly criticised for doing away 
with collective bargaining between the schemes and the providers in 2003. Well, this graph shows that 
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they may well have been correct. And what this is really is a study by Econex which shows the 
relationship of hospital prices over national wage settlements since 2003 and before. It shows that 
under collective bargaining the price inflation was a lot higher than it was post that in 2003 where price 
inflation has actually been very well contained to minus 0.4%. 

 

Now, you could argue there are a whole range of factors that come into the mix here that promote one 
side or the other of this argument. But the bottom line cannot be denied that actually competition post 
removal of collective bargaining has managed to keep a lid on price inflation within the private 
healthcare sector. 

 

I put this slide up in May, and I want to put it up again in terms of showing you the progress that we 
have made in our focus areas over the next 18 months in making sure that we become a lot more 
efficient as a network, that we’re able to broaden and expand our margins, and drive real efficiencies 
in the face of structurally lower tariffs in our market. And we are largely on track. There is a concerted 
focus on shared services. We are nearly through that. And I am hoping this is the last year we will 
have to put up a slide on SAP. We will have completed that entire rollout next year. 

 

We have begun a very comprehensive review of procurement efficiencies in South Africa. We are only 
a third of a way through that and we believe there is a lot more to come in terms of the standardisation 
of our product portfolio. We’ve been somewhat delayed in coming to the market with an integrated 
offering of Netcare pharmacy, but we’re on track in terms of standardised offerings and pricing. And 
that should come through in 2013. I’ve spoken to the brown field expansion. 

 

We’re focussed very much on improving our occupancies within our existing facilities and sweating 
those assets, and we’ve seen some very pleasing results in expanding our oncology offering. We’ve 
been looking very hard at enhancing, despite the nursing challenges we all face in this sector, the kind 
of quality of delivery through the Netcare way. Have a look in the foyer at some of these projects, 
engage the project leaders. Some of them are nurses. Some of them are administrators from around 
the country. Some of them are hospital managers. This is their work which they are driving through 
their hospital, or Netcare 911, or Medicross of Prime Cure, or indeed in the United Kingdom, that we 
are now rolling out and leveraging across the group. 

 

We have some very ambitious energy saving initiatives. We have been somewhat delayed in the 
approvals from Eskom and other utility providers. But we believe this should contain the tremendous 
escalation in utility costs that we have been seeing and allow us to become a much more efficient 
network. And I have spoken to the quality initiatives. 

 

Turning to the United Kingdom. This is a crèche in one of our hospitals in the UK. I mentioned earlier 
economic conditions have hindered the growth of the private healthcare market. We are still under the 
cosh in the UK. We are seeing small shoots of recovery amongst some of our PMI providers, but we 
are seeing some of the PMI providers in the UK lose what we think is significant market share. So a 
degree of churn, but also a degree of very slow recovery coming through, none of which we have 
been able to demonstrate in our own numbers for the past year. 

 

Importantly, the private sector is playing an increasingly important role in the provision of NHS 
services. It is a critical lesson for us in South Africa. I am going to turn to that a bit later. Now some 
30% of the work we do in the UK is work for the NHS. And if you thought about this in 2006 when we 
acquired this network that was some 2% to 3%, it is an increase in an order of magnitude.  
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I mentioned this focus on our core acute hospitals, this divestment of Care and of Transform. As 
everyone knows, we did have quite a significant disruption of activity around negotiations with a single 
funder for Q1. I’m pleased to say that we are through that, and I will talk to that a bit later. 

 

So really looking at the United Kingdom purely from an operating company perspective, and looking at 
the hospital operations alone, I’ve put this up because I think this might be helpful. Revenue was 
largely flat, although we did see a 2.1% increase in in-patient and day case admissions. Really you 
can see the change in mix in the UK. EBITDA before these items below – I’ve left out two items here 
that would probably make it a flat result, in that we sold two properties last year that come out of the 
inter-company rental here. And it is about £2 million of additional rental costs for Harbour and Poole 
that we are absorbing into that line. We are rolling out an enterprise-wide IT system that cost us an 
additional £2 million in terms of the rollout this year. So we managed to hold our own in an extremely 
tough market, notwithstanding some of the vicissitudes that we are facing.  

 

You can see that the EBITDA margin has been impacted by the business mix. We are still driving a lot 
of efficiencies in this business of necessity. And I think when you look at the EBITDA margin be aware 
that our own hospitals where we own the underlying properties our margin is 23.4%. Where we don’t 
own the properties and we lease them that margin is closer to 20.3%. So hence this blended margin of 
some 21.6%. 

 

We show this slide always, but it kind of demonstrates again the increase in NHS activity. We’ve seen 
a 20% increase of NHS activity. Healthcare reforms are well underway and are being entrenched 
within the UK. But we have seen a 3.7% decrease in the private activity and we have seen unusually a 
slowing of self pay in the second half and no recovery in PMI case load in H2. And so whilst the 
market is talking about this recovery and the Laing & Buisson reports are indicating that, we have yet 
to see that come through in our numbers. 

 

Looking forward, we don’t expect any further interruption in terms of PMI and in terms of negotiations. 
We now have in place multi-year contracts with at least 60% of our funders. We are expecting the 
NHS to grow next year, albeit at a much slower pace. But importantly, the lower volumes and the 
acuity have driven a lot of efficiency savings that make us very well geared for a PMI recovery. I think 
importantly – and Keith will unpack this later – when you see the amount of cash that we have at year 
end it may well present us with opportunities to optimise the capital structure of the OpCo. We 
continue to focus on our core hospitals, and certainly we are expecting an outcome from the 
Competition enquiry in 2014.  

 

I put this slide up because Netcare remains very confident that there is an enormous amount of 
cooperation to be unlocked here in South Africa between the public and private sectors on the 
provision of healthcare on a more accessible and affordable level. And whilst we talk about the 
numbers in the UK we are learning on a daily basis from our colleagues how to deliver services to the 
public sector. 

 

The services we are currently providing in the UK, some 30% of our volumes, are done under this 
scheme. Any provider in the United Kingdom can provide NHS services providing they are pre-
qualified based on their capacity and based on quality accreditation. The most important thing is that 
the diagnostic-related group or the tariff for each procedure is a national tariff. And so providers are no 
longer competing on price, but they are competing on quality and on outcome. And patients 
themselves vote on that outcome, and those results are independently monitored by the NHS. And so 
competition is on the basis of quality outcomes and service rather than price. 

 

In this scheme alone from an elective point of view the private sector is doing probably 12% to 14% of 
elective orthopaedic procedures in the United Kingdom. The Department of Health in South Africa has 
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already released its core standards. We are fully compliant as a network. We did that last year. We 
believe that’s the basis for accrediting providers in South Africa, and the private sector can really play 
a role in providing services based on quality and not on price, accepting a national price per procedure 
in South Africa. This is a very important learnings for us as we learn from our colleagues in the UK 
how they have rolled this out on a national scheme where some one third of the work we are doing is 
on this basis in the UK. 

 

I’m going to finish there, ladies and gentlemen, and hand over to Keith Gibson. 

 
 
Keith Gibson - CFO 

 

Thank you, Richard, and good morning ladies and gentlemen. Let’s now turn our attention to the 
audited group results for the financial year ended 30

th
 September 2012. This is a very much more 

complex set of results than our usual reporting, both from a presentation point of view and also in 
order to ensure that there is a proper understanding of these results. 

 

You will be aware from our SENS trading statement on Friday that our results in 2012 include some 
very material non-cash adjustments which have been informed by changes in accounting assumptions 
which have been driven by the status of the GHG PropCo1 debt refinancing situation. You will also be 
aware from the same announcement that we’ve stated that these non-cash adjustments have no 
change in the commercial risk or financial status of Netcare. And therefore in order to properly 
appreciate, understand and analyse our results at the outset it is necessary to sketch some 
background. 

 

But before I do that I just want to make one comment, and that relates to the events after the balance 
sheet date in which the Netcare board has concluded that going forwards it is no longer appropriate 
for Netcare to continue consolidating the results of the GHG property businesses into the Netcare 
group results. This means that our 2012 results have been presented on the same basis that we have 
always presented them, in other words a full consolidation of the UK operations, both OpCo and 
PropCo. However, going forward we will not consolidate the UK businesses. And at the end of the 
presentation I will put up a pro forma unaudited statement of financial position which will give you a 
view as to what the Netcare group would look like with the GHG property businesses excluded from 
our results. 

 

It is very important to appreciate and to understand the structure into which Netcare placed its 
investments in the UK. Netcare acquired a majority stake in the General Healthcare Group in May 
2006, and shortly after the acquisition the group was restructured into an OpCo and a PropCo, with a 
second PropCo grouping added after the acquisition of some additional hospitals in 2008. Each of 
these three groups here independently and separately raised external third-party debt financing. First 
and foremost we need to appreciate that the debt raised at each of these three groups is ring-fenced 
from the other UK operations. Furthermore, all of the debt of the UK operations is non-recourse to 
Netcare South Africa and its South African operations. 

 

I think this speaks to the forethought and the risk planning that took place in 2006 when the world 
economy was booming. And it is also important to notice that with regard to the current status of the 
debt within these three groups this debt is fully performing. All interest payments and capital servicing 
is fully up to date and we are fully compliant with all of our financial covenants. We do not expect that 
situation to change during the course of the 2013 financial year. 
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By way of an update on the status of the GHG PropCo1 refinancing I can report as follows. You will be 
aware that in October 2013 an amount of debt of approximately £1.5 billion will mature. The GHG 
PropCo board is fully focussed on achieving a solution to this debt refinancing. This solution, however, 
will be a very complex solution, given some of the matters that we are dealing with including the state 
of property and debt markets in the UK and also the significant negative value that is attributable to the 
interest rate swap contracts. Furthermore, we’ve got a very complex debt structure which involves a 
number of different parties, and we therefore are not able to negotiate these matters in public. 

 

So whilst the board of GHG PropCo1 will endeavour to seek a solution to the refinancing ahead of the 
maturity in October 2013 a solution did not exist as at our balance sheet date at 30

th
 September 2012 

and we do not currently have a solution at this point in time. Netcare will act responsibly in this matter, 
and Netcare will also seek to engage responsibly with debt holders to find some form of 
accommodation in forms of a restructuring or a refinancing on this debt. However, what Netcare will 
not do is jeopardise our South African businesses or compromise the financial security of our South 
African operations.  

 

Given that when you prepare a set of financial statements the accounting assumptions that underlie 
this preparation typically require a high degree of certainty for a forward-looking period of at least 12 
months, and given that we did not have a refinancing solution in place at 30

th
 September 2012, it has 

created an accounting uncertainty. And it is this uncertainty that has driven the non-cash adjustments 
that we see in our accounts. I think this is a very important matter to appreciate and to understand. 
These adjustments are not the result of any contractual non-compliance. Neither are they the result of 
any commercial transaction. They are instead accounting adjustments which have been formed by 
changes in accounting assumptions which have been based on mandated positions that international 
financial reporting standards require us to report under. 

 

So having said that, let’s have a look at these material non-cash adjustments. These non-cash 
adjustments can be classified into three broad categories. The first of that is the impairment of 
goodwill. The second is accounting for the interest rate swap contracts. And the third is the net tax 
effect of the three.  

 

Dealing first with the impairment of goodwill. You will be aware that accounting standards require us to 
test the carrying value of goodwill for impairment at each reporting date. Given the uncertainty with 
regards to the refinancing solution under the PropCo1 facility this year we have tested the carrying 
value of goodwill against a fair market value of the properties, which has been determined by an 
independent property valuator. That valuation came out at an amount of £1.45 billion, and based on 
that value an impairment of our goodwill of £811 million or R10.8 billion was required to be passed 
through our books as a non-cash book entry.  

 

Dealing with the interest rate swap contract. You will be aware that we have always applied hedge 
accounting to the GHG PropCo1 interest rate swaps. And what this means is that at each reporting 
date we will mark to market the liability of the interest rate swaps. And this non-cash adjustment is 
reflected by taking the other side of the entry into cash flow hedge reserves which sit within equity. 
This has always been done, other than a small portion of the swaps which have proved ineffective and 
have gone through to the income statement. Once again, as a result of the uncertainty with regards to 
the PropCo refinancing it is no longer considered appropriate under the accounting standards to 
continue applying hedge accounting. Therefore the fair value adjustment that arising from marking to 
market the swap liability has been taken directly through the income statement with effect for the 
period from 1

st
 April 2012 through to year end reporting date. We have therefore taken a charge, a 

non-cash charge of £122 million or R1.6 billion through our financial statements in this respect. 
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The next consequence related to hedge accounting is that given we have discontinued the application 
of hedge accounting going forward we are required to re-evaluate the cumulative non-cash fair value 
adjustments that we have carried in equity historically. And a portion of these have been required to 
be reclassified or transferred through to attributable reserves, but the accounting statements require 
that we do this by routing it via the income statement. So we have a further non-cash charge to our 
income statement of £103 million or R1.3 billion coming through our 2012 results. 

 

The third aspect is the net tax effect of all of the above. And this results in a net non-cash deferred tax 
credit of £174 million or R2.3 billion, meaning that if you sum all of this up together we have total non-
cash exceptional items related to the GHG PropCo of £863 million or R11.4 billion coming through 
Netcare’s 2012 income statement. 

 

Netcare shareholders will share in this charge to the extent of our effective interest in the General 
Healthcare group of 53%. This therefore means that on a basic earnings per share basis all of these 
adjustments, which include impairment of goodwill, the swap accounting and the tax effect, have 
negatively impacted our basic earnings per share by some 463 cents per share. And on a headline 
earnings per share basis, which excludes the goodwill impairment but includes the remainder of these 
items, there has been a negative impact of 27 cents per share. 

 

Now, I mentioned that all of these adjustments are non-cash and have no commercial effect on the 
financial status of Netcare, and I say that for the following reasons. Firstly, they are non-cash. Neither 
Netcare nor any of its subsidiaries are going to be required to dip in to their pockets and part with any 
cash to fund any of these accounting fair value adjustments. Secondly, the structure that has been put 
in place effectively insulates Netcare from any negative outcomes that may arise from the GHG 
PropCo1 debt refinancing. And that is specifically the ring-fencing of the debt and the non-recourse 
nature back to South Africa. 

 

Thirdly, and very importantly, the long-term leases that are in place through which the BMI OpCo rents 
its hospital premises from the GHG PropCo are secure and would be unaffected by an event of default 
under the GHG PropCo1 debt refinancing. This means that as long as the BMI OpCo continues to pay 
its rent it will have unrestricted and unfettered right of user and access to these properties for a further 
19 years plus a ten year renewal option.  

 

Fourthly, an adverse outcome on the GHG PropCo1 debt refinancing will have no impact on the other 
existing debt facilities within the group. And lastly, Netcare has not guarantee or underwritten this debt 
in any manner or form. We therefore have no obligation to act as the underwriter of last resort. I think 
a final point on this slide is the future de-consolidation of the GHG property businesses will achieve an 
accounting outcome that more closely aligns and represents Netcare’s true financial and risk exposure 
to the GHG property businesses in the UK. 

 

So that deals with the exceptional items impacting our results this year. I would now like to take you 
through a couple of the more operational items which are worth a mention when we consider our 2012 
numbers. Firstly, having a large subsidiary in the UK, exchange rate does have an impact. The 
average exchange rate, being the rate at which we convert items of income and expenditure, has 
weakened by some 14.3% in 2012 versus the rate applicable in 2011. The closing rate, which is the 
rate at which we convert assets and liabilities, has also weakened by 7% versus the prior year. 

 

Secondly, Richard alluded to in terms of its strategic focus on core business the UK has divested itself 
of investments in Care and Transform. Both of these businesses have been treated as discontinued 
operations in our accounts, which facilitate a better like for like comparison when you review our 
results. 
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Thirdly, it is also worth noting that in 2011 the UK operations sold two properties. The 2011 results 
therefore contain a capital profit of £15 million or R163 million which did not recur in 2012.  

 

Then with regards to the interest rate swaps we have always had a non-cash ineffective portion 
affecting our income statement, and the same is true this year. The difference being that this year we 
have a non-cash charge of £6.6 million or approximately R80 million versus a net credit in the 2011 
year of £2.8 million. 

 

And lastly, with regards to tax – and again this is on the UK side – as was the case in 2011 this year 
we saw a 2% reduction in the UK statutory tax rate enacted, and this means that there was a further 
non-cash tax credit coming through the income statement relating to this amounting to £27.2 million 
for the 2012 year versus a very similar £27.4 million in 2011. 

 

So after that rather long but necessary build-up, I have set out here our 2012 reported results. The 
purpose of this slide is to illustrate to you how we have split the actual result between the exceptional 
items and the normalised trading result. I’ve spoken through the exceptional items in quite a degree of 
detail, so what I intend now to do is to talk you through the normalised trading results which are set out 
in like for like format in the next slide. 

 

So having a look at our results, group revenues increased to R25.2 billion. This represents an 
increase of 11.5% over the prior year. This is driven by increased revenues from the South African 
business, and as you saw a very marginal increase in the UK business. However, due to the 
weakening of the Rand the Pound-denominated revenue as reported in Rands has achieved some 
currency growth.  

 

Group EBITDA of R5.1 billion represents a growth of 6.4% over the prior year. And group operating 
profit of R3.8 billion represents an increase of 4.6% over 2011. However, I should point out that this 
number includes the capital profit on the sale of two properties last year in the UK, and if we were to 
strip that out the underlying increase would actually be 9.5%. Unpacking that further, that represents 
10.9% growth from the South African operations, offset by a weaker performance from the UK which 
has been softened to some extent by the impact of currency conversion.  

 

Net financial expenses of R1.8 billion have increased by 5.7% over the prior year, and this is mainly as 
the result of currency conversion. This particular line can be split into cash and non-cash components. 
If we consider the cash components, the net financial expenses from the South African operations 
have actually declined by R163 million in 2012 versus 2011. And the UK’s cash interest bill has 
reduced by £3.5 million. However, on the non-cash side the swing on the interest rate swap 
ineffectiveness charge accounts for an adverse variance of R123 million year on year, and currency 
has added another R206 million to that line. 

 

Profit before taxation has crossed the R2 billion mark and represents and increase of 3.8% over the 
prior year. The group effective rate of taxation has increased from 4.9% in 2011 to 14.4% in 2012, and 
this is a function of higher profits in South Africa, which is fully tax paying, and the effect of some 
permanent differences and prior year tax credits within the UK. Therefore group profit after tax from 
continuing operations amounted to R1.7 billion, and to that we need to add the results of the 
discontinued operations of Care and Transform, which contributed another R413 million, meaning that 
we are able to report a full year profit after tax of R2.1 billion, an uplift of 14.7% over the prior year. 

 

I’ve just set out on this slide the impacts of currency conversion. You can see the weaker Rand has 
meant that currency has added to the converted amounts of revenue, normalised operating profit and 
the net interest expense. I won’t talk further to that. 
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So turning our attention to headline earnings per share. Whilst group headline earnings per share from 
continuing operations of 95.2 cents per share has declined by 18.1% over the prior year this has been 
negatively impacted by the non-cash exceptional items stemming from the GHG PropCo1. Therefore it 
is more appropriate I would submit to look at the adjusted headline earnings per share, which 
excludes these impacts and also excludes the non-cash impacts of fair value adjustments on 
derivatives and the non-cash tax credits coming from the UK, amongst other things. And you can see 
on an adjusted headline earnings per share basis group earnings have increased by 8.7% to 113.2 
cents per share. 

 

However, alluding to Richard’s earlier slide, you will be aware that the South African operations 
produce just about all of the earnings of the group, and they certainly fund the dividend that the group 
pays. Therefore it is appropriate to focus on the results of the South African operations. There you can 
see that both on a headline earnings per share basis and on an adjusted headline earnings per share 
basis the South African operations have delivered a very strong performance of 19.6% improvement 
and 18.3% improvement respectively. 

 

I’m pleased to announce that the Netcare board has approved a final 2012 dividend of 34 cents per 
share to be distributed to shareholders. This represents an increase of approximately 10% from the 
final dividend in 2011 of 31 cents per share. 

 

Turning our attention now to the statement of financial position and looking first at the total assets of 
the group. You will see that setting aside the impacts of currency conversion the total assets of the 
group have declined between September 2011 and September 2012 by some R9 billion. The bulk of 
this is attributable to the non-cash impairment of goodwill from GHG PropCo1 of R10.8 billion. I also 
point out that we have seen an increase in other non-current assets, and the bulk of this increase is 
attributable to the acquisition of an economic interest in the BMI OpCo debt that we reported to the 
market when we released our half year results which we managed to acquire at a discount of 70% to 
its face value.  

 

Looking at the equity and liability side of the statement of financial positions, talking first to liabilities, I 
will unpack the debt situation of the group later on and so won’t talk to that now. It is also worth noting 
that on the derivative financial instruments line there has been an increase in these liabilities of R1.7 
billion, and the bulk of this relates to the GHG PropCo1 interest rate swaps moving further out of the 
money during the course of the year. 

 

With regards to total shareholders’ equity this has reduced by almost R9 billion. That is the result of 
the non-cash exceptional items arising out of GHG PropCo1 of R11.4 billion, offset by normal trading 
profits for the year. Our minority interest has absorbed R4.7 million of this decline. 

 

I have set out here on this slide the movement in our group property, plant and equipment, which has 
changed from a carrying value of R27 billion at September 2011 to R28 billion by the current year end. 
I think the nature of the movement is fairly self-explanatory and I’m not going to talk you through 
those.  

 

Working capital. This remains a continued area of focus within the group, both in the UK and South 
Africa. And I’m pleased to report that it continues to remain tightly managed. The closer alignment of 
the receivables and the payables cycles means that at the year end both the SA operations and the 
UK businesses had a self-funded investment in working capital. In South Africa we’ve continued our 
efforts and delivered improvements in the collection of hospital debtors, and we’ve also seen a small 
impact on our inventory balances where we stocked up on certain critical supplies ahead of the 
transport strike which occurred around the time of the year end.  
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And in the UK very pleasingly they have not only sustained but bettered the improvement in working 
capital management that was reported during the course of 2011, with networking capital now moving 
into a negative £5 million situation. 

 

So let’s have a look at the debt of the Netcare group. I’m going to start firstly in South Africa. Gross 
debt in South Africa totalled just under R4 billion at the year end, which compares to an amount of just 
under R3.5 billion at September 2011. Net debt of just under R3.5 billion represents a leverage being 
a net debt to EBITDA ratio of only 1.2 times for the South African operations. A net debt of R3.5 billion 
has increased over last year’s R3.3 billion, but if we consider that we used R582 million to fund our 
investment in the economic interest in the BMI OpCo debt you can see that the funds used to fund the 
South African activities has actually declined by some R400 million versus last year’s position. 

 

Netcare paper has a GCR rating of A for long term and A1 for short term. During the course of the 
year we have witnessed continued appetite for Netcare paper in the market. We have raised a further 
R2.2 billion under our domestic medium-term note programme. And all of these debt fundings were 
very heavily over-subscribed and we managed to raise funds at very favourable rates. This is reflected 
in the reduction in our cost of debt from 7.7% to 6.9% and also is revealed in our very comfortable 
interest cover times which now sit at a healthy 13.2 times. 

 

Let’s have a look at our debt in the UK, and firstly let’s consider the debt of the BMI OpCo. Gross debt 
in the BMI OpCo has reduced from £271 million at September 2011 to £236 million at September 
2012. And this de-gearing of about 13% was achieved through scheduled debt amortisation payments 
of £18 million and deconsolidation of Transform debt of £20 million. 

 

The accumulation of cash balances has been a highlight of the performance of the UK operations. 
Cash balances within the OpCo sat at a record £144 million by the year end. This is as result of an 
improvement in working capital as well as the receipt of the proceeds from the sale of Care. 
Consequently, the OpCo has debt of £92 million by the financial year end, which represents a £53 
million reduction in net debt from year to year, which I think you will agree is a very healthy position. 

 

We also announced to the market at the half year that Netcare had availed itself of the opportunity to 
acquire an economic interest in some of the BMI OpCo debt, which was done at a 30% discount to its 
face value. Netcare therefore has an interest in debt with a face value of approximately £65 million. 
And if we look at that in context of the year-end situation here that represents approximately 28% of 
the outstanding gross debt of the BMI OpCo and nearly two-thirds of its net debt. 

 

I have set out here the collective debt of the GHG property businesses, which comprises GHG 
PropCo1 and GHG PropCo2. Having spoken in detail to this earlier on I’m not going to add any further 
comments, suffice to say that all of this debt will be removed from the Netcare balance sheet going 
forwards under the deconsolidation of the GHG property businesses. 

 

So that concludes the analysis of the actual results for the 2012 financial year. But as promised, what 
I’m going to do now is to talk you through the effects of the conclusion of the Netcare board that was 
reached post year end that it would no longer be appropriate to continue consolidating the businesses 
of UK’s properties into Netcare’s accounts going forward. Netcare will, however, continue to exercise 
significant influence with regards to these properties, and therefore going forwards rather than be 
consolidated they will be equity accounted and reflected as investments in associates in Netcare’s 
accounts.  
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We believe that given the ring-fenced structure of the debt and the non-recourse nature to South 
Africa that this achieves an accounting outcome that more accurately reflects the commercial and 
business risks to which Netcare is exposed in the UK. In terms of an income statement impact in 
future our income statement will reflect a rental charge at the BMI OpCo which previously we would 
have eliminated on consolidation. And therefore EBITDA margins will reduce to that of a pure OpCo. 
However, we will no longer consolidate the interest charges of the GHG property businesses or their 
depreciation charges, and therefore this will achieve a largely offsetting result. 

 

So I’ve set out here on this slide a pro forma, unaudited statement of financial position after 
deconsolidation of the GHG PropCo businesses. And I am obliged by our auditors to remind you that 
these are unaudited numbers, but do provide I believe a true picture of what Netcare’s balance sheet 
would look like having deconsolidated the UK businesses. I think there are three major factors to take 
into consideration. The debt of the UK property businesses as well as their swap liabilities and other 
related liabilities of some R31 billion will no longer be reflected on Netcare’s balance sheet. Secondly, 
the property and related assets which secure this debt of approximately R22 billion will also be taken 
off our balance sheet. The net impact is a non-cash benefit of R9 billion to shareholders’ equity, which 
will restore us from the negative impacts of the non-cash exceptional items reported at GHG PropCo1. 
Post deconsolidation the debt equity ratio of the group is comfortably below 1 times, and the leverage 
as measured by net debt to EBITDA would sit at approximately 2 times. 

 

So that deals with the 2012 results, which are now well behind us. So let’s look forward to the 2013 
financial year and see what our expectations are. I’m going to begin with the UK. We expect that the 
macro economic environment in the UK will continue to remain challenging throughout the course of 
2013. This is impacted by uncertainty in the euro zone, the impact of austerity measures on the UK 
economy, and more specific to GHG, budgetary and structural uncertainty within the NHS. So the 
business will therefore concentrate on efficiencies and cost savings which in turn will position them 
very well for when the PMI market recovers. With regards to capex, we would expect spending an 
amount of approximately £40 million during the course of the year. 

 

Looking at the SA operations we would envisage that organic revenue growth in the high single digits 
will be achieved. We will continue to build upon the standardisation and efficiency efforts that were 
successfully implemented during the course of 2012. We feel that that will assist in further expanding 
margins. And we expect to spend capex of approximately R800 million for the year.  

 

If you will just grant me a small indulgence. I would at this time like to use this platform to extend my 
appreciation to my finance teams in both South Africa and the UK for their tireless efforts in terms of 
producing this set of results. I want to thank you all also for your attention. I’m going to hand back now 
to our chairman. 

 
 
Jerry Vilakazi - Chairman 

 

Thanks, Keith, and thanks Richard for the presentation that preceded the financial results from the 
CFO. May I at this point before we break and invite you to join us for tea and coffee, but more 
specifically to join us and see some of the quality projects and initiatives that we are showcasing out 
there, I welcome any questions if there is a question that you would like to ask to the team. I know that 
they will be available also after this session, but if there is one question that anyone would like to ask 
at this point and if you don’t ask it you might die. If you can just introduce yourself and then ask the 
question. 
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Sean Ashton - Investec 

 

It is Sean Ashton from Investec. Perhaps a question for Keith. Just relating to the deconsolidation of 
PropCo, you refer specifically in the SENS announcement to changes in your interest in PropCo post 
year end resulting in deconsolidation. Perhaps if you can just make it clear for us whether there was 
any change in your percentage shareholding in that asset, or whether it is just an accounting change 
required by your auditors as a result of the uncertainty relating to the refinancing. That’s the first 
question. And then secondly, if you can just delineate for us very clearly what the treatment of the 
swap liability would be in the event that you do not retain control or ownership of PropCo.  

 
 
Keith Gibson - CFO 

 

Thanks, Sean. Dealing with your first question, obviously the issue of control is not something that 
relates specifically only to shareholding. You need to consider the broader range of factors. However, 
we have taken a strategic decision to sell down our equity interest on the PropCo only side of the 
business to an interest of not more than 50%. So a very small disposal of equity interest with regards 
to the PropCo. Secondly, with regards to the accounting treatment of the swap liability, you are aware 
that we have swaps at the OpCo and we also have swaps at the PropCo. The OpCo swaps would 
continue to be consolidated as per usual, but in the greater scheme of things are actually rather small. 
So I suspect your question relates more to the PropCo swaps. Those PropCo swaps are on the 
balance sheet of the PropCo, and as that balance sheet has been deconsolidated those swaps will 
also be deconsolidated and no longer reflected on our group accounts. 

 
 
Sean Ashton - Investec 

 

But in terms of the refinancing do you have to resettle those swaps if in essence PropCo is insolvent? 

 
 
Keith Gibson – CFO 

 

Sean, those swaps are somewhat complicated. The swaps will only crystallise upon an event of 
default. Therefore the underlying creditors would need to elect to place this debt into default for those 
swaps to crystallise.  

 
 
Jerry Vilakazi - Chairman 

 

Okay, thanks. Any other questions? Did I scare you by saying...? Okay, but otherwise the team will be 
available. Let me thank everybody for coming through and thank the team once more for the good 
results, especially in South Africa but also the team in the UK in a very difficult environment. I think we 
are proud of the work that everybody is doing. I want to thank also the colleagues and those that have 
joined us through the webcast. As I have said, you are welcome to join us for coffee and tea but also 
in viewing our exhibition. Thank you. 

 

ENDS 
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Disclaimer 
 
Certain statements in this document constitute ‘forward-looking statements’. Forward-looking 
statements may be identified by words such as ‘believe’, ‘anticipate’, ‘expect’, ‘plan’, ‘estimate’,‘intend’, 
‘project’, ‘target’, ‘predict’ and ‘hope’. By their nature, forward-looking statements are inherently 
predictive, speculative and involve risk and uncertainty because they relate to events and depend on 
circumstances that will occur in the future, involve known and unknown risks, uncertainties and other 
facts or factors which may cause the actual results, performance or achievements of the Group, or the 
healthcare sector to be materially different from any results, performance or achievement expressed or 
implied by such forward-looking statements. Forward-looking statements are not guarantees of future 
performance and are based on assumptions regarding the Group’s present and future business 
strategies and the environments in which it operates now and in the future. No assurance can be 
given that forward-looking statements will prove to be correct and undue reliance should not be placed 
on such statements. 
 
Forward-looking statements apply only as of the date on which they are made, and Netcare does not 
undertake other than in terms of the Listings Requirements of the JSE Limited, to update or revise any 
statement, whether as a result of new information, future events or otherwise. 


