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 Jerry Vilakazi - Chairman  

 

I would like to take this opportunity to welcome you all. My name is Jerry Vilakazi, Chairman of the 
board of Netcare. We are very excited once more to welcome you to the presentation of our interim 
results, our unaudited group results. I would like to in welcoming you all here also welcome the 
colleagues who are joining us on our webcam following the presentation this morning. In particular 
once more it gives me pleasure to welcome our team from the UK led by the CEO, Stephen Collier, 
who is sitting here in front. Next to him is Craig Lovelace, our CFO in the UK. And they are joined by 
our new Head of Operations in the UK, Martin Johnson. I don’t see where he is sitting now. Right there 
at the back. So that is the team that is with us from the UK.  
 
I think it is also appropriate for me this morning to welcome my colleagues from the board who have 
joined us as well as the management or executive team from the South African operation led by the 
CEO, Dr Richard Friedland, who is going to lead in the presentation. He will be followed by our CFO, 
Keith Gibson, who is also going to present the financials. I must also take this opportunity before I sit 
down in welcoming and introducing our new Chair of the audit committee. Those of you who have 
interacted with her have seen her, Thevendrie, sitting here in the front. At this point without wasting 
any time we will follow the procedure. The CEO will present the results and make his introduction, and 
thereafter he will be followed by the CFO. I will only come back at the end of take up questions and 
move towards closure. Enjoy the drive with us. Thank you. 
 
I think as Richard comes to the fore it is important that you will see in our presentations that we 
opened new hospitals last year. We are pleased in our midst to have Jacky Rampedi, who is one of 
our partners for one of the hospitals that came into our stream last year, Waterfall. Jacky is sitting here 
in the front. Wave your hand. Thank you. 
 
 
 
Richard Friedland - CEO 

 

Thank you very much, Jerry, and good morning ladies and gentlemen. Can we also recognise Dr Joe 
Maelane, head of South African Medical and Dental Practitioners? It is good to have you in the 
audience as a staunch supporter and stalwart of Netcare. Thank you very much. May I also add our 
thanks to our management teams and our staff in both the United Kingdom and South Africa who have 
really demonstrated an enormous commitment and hard work in producing the results we’re able to 
show this morning? 

 

As usual I will take you through a group overview of our operations here in South Africa and also the 
United Kingdom and then hand over to Keith Gibson on the financial review and guidance. Now, for 
the avoidance of doubt, both Keith and myself are wearing blue this morning. It has nothing to do with 
something that happened late yesterday afternoon in a stadium in Manchester. 

 

Turning now to firstly South Africa. I think the performance in the last six months has been 
characterised by two important facets. One is an ongoing improvement in our margin and our 
operating leverage as a result of improved capacity utilisation and improved efficiencies. And the 
second is that we continue to improve the quality of care and service delivery to our patients. I think 
looking forward at a changing healthcare horizon in South Africa there are two very important aspects. 
We are preparing ourselves for NHI, whether we understand the timeframes or not. We have certainly 
assessed all our hospitals in terms of the national Department of Health’s core standards, and I’m 
pleased to say I think we are the first in the sector to do that. We have been asked by our colleagues 
in the Department of Health to share those lessons that we have learnt with them, and we are starting 
the process of assessing our 86 primary care facilities which we will have completed by the year end. 
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Also in terms of looking at the future of healthcare and different models I am pleased to tell you that 
our very innovative PPP in Lesotho – it’s the largest public private healthcare partnership in Africa with 
some 425 beds and four primary care clinics – is fully operational. We’re seeing some very good 
results. It is an integrated model where we take complete clinical risk and we run all the services from 
primary through to tertiary. We see this as the future of healthcare delivery, not just on the rest of the 
African continent but indeed in our own country as well. 

 

Now turning to the United Kingdom. Our colleagues from the UK I believe have produced a very 
credible performance in an extremely tough macro environment in the UK. I needn’t remind you, ladies 
and gentlemen, that the UK is experiencing its worst recession and downturn in some 60 years. Since 
the financial crash in 2008 a million jobs have been shed in the United Kingdom, some 700,000 public 
servants have lost their jobs and some 300,000 jobs have been shed in the private sector. So the 
performance you see particularly in the last six months should be seen against that backdrop. 

 

But it is not all bad news in the United Kingdom. There has been a fundamental change which we 
believe changes the outlook for private healthcare delivery in the UK. A programme started some six 
years ago known as Choose and Book, patient choice, has now become firmly entrenched in the 
United Kingdom. In other words, patients who ordinarily would go to the NHS now have the choice of 
choosing a private provider. There was a lot of scepticism when this was launched that it would not be 
sustained. It is indeed sustained. That means the private sector can now play an even more 
meaningful role in the delivery of public health in the UK. 

 

I needn’t remind you that when we acquired GHG in 2006 our patient volumes for NHS work was 
approximately 2% to 3%.  You will see from the results later we’ve increased that by an order of 
magnitude to some 27% of our volumes and we are as of today the largest private hospital provider to 
the NHS in terms of Choose and Book. We believe that augers extremely well for the future of 
healthcare in the UK. 

 

Over the past six months we’ve continued to focus on efficiencies and cutting of costs within the UK so 
that we can emerge from this downturn when growth returns to this market to take the full benefit of 
what we see as an enormous underlying demographic demand for healthcare in a population that is 
aging, where we are making diagnoses earlier and we are treating people far earlier with higher cure 
rates. 

 

Now, when I walked in this morning to this hall I was asked by someone, given my veterinary 
background am I going to deal with the elephant in the room? Now, before I did medicine I was a 
veterinary surgeon. I think the elephant in the room that people refer to is this issue we’ve got here, 
which is the continued focus on the October 2013 maturity of the non-recourse PropCo debt. For 
those of you who are not familiar with our structure in the United Kingdom let me make a number of 
points.  

 

We have two separate entities in the UK, and OpCo or operating company that houses our hospitals, 
and a PropCo or property company that owns the properties and leases these properties under a long-
term lease to our hospitals. That lease has some 29 years to run. The OpCo and PropCo are very 
distinct and separate entities with very different capital structures that are completely non-recourse to 
each other. And that is a very important fact. 

 

As regards the future of OpCo we remain incredibly positive about it given what we have said about 
the structural changes that private sector becomes an ever more important player in providing public 
healthcare, and also the underlying demographic need and the continuing constraints in the NHS. And 
so we remain a long-term supporter / shareholder of OpCo going forward. Keith will unpack this for 
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you a bit later, but over the past few months we have taken the advantage of locking in some R250 
million profit for Netcare as a result of acquiring an economic interest in a portion of OpCo debt at a 
significant discount of some 30% to par. As I said, Keith will talk to that a bit later. 

 

As regards PropCo I want to make a number of points. Firstly, by design and on purpose on 
acquisition in 2006 we structured this transaction to ensure that all of the debt in the UK would be non-
recourse to South Africa. It was intentional. It remains the case today, ladies and gentlemen, and that 
includes all of the PropCo debt. So whilst we will make every effort to try reach and accommodation 
with the PropCo debt holders either in terms of a restructure or a refinancing I want to assure you of 
one thing.  

 

We are not going to put our South African businesses at risk. We are not going to put the financial 
security of South Africa at risk, nor that of OpCo. And we will do nothing to jeopardise that in any 
manner or form. Netcare is not the underwriter of last resort for the PropCo debt holders. We have 
every intention of acting responsibly in this manner and in this negotiation, and we expect the same 
from the debt holders.  

 

I want to make two or three more points if I may. We’ve been at this a long time, so I think we 
understand the downside or the worst case scenario very well. And it may be that if we cannot reach a 
settlement or an accommodation that GHG may have to hand over the title deeds of these properties 
to the debt holders on PropCo. But we do know that the leases remain intact and unchanged, and 
OpCo itself remains insulated from this. We have recently sold two properties, which demonstrates 
that these leases do in fact remain intact and will remain intact for the next 29 years. 

 

We also have other third-party lease holders. And whilst this wasn’t our intention initially this is not 
entirely unacceptable to us. There are also some distinct advantages in that we would remove all of 
this debt from our balance sheet, we would get rid of the swap liability and it would remove an 
enormous distraction from all of us in terms of focussing on our core business. So I want to make it 
clear that recent predictions by journalists and analysts that Netcare is about to issue a massive rights 
issue that will be dilutive to shareholders is entirely speculative and without foundation. 

 

Two last points on this. GHG and its shareholders, including Netcare, and together with our external 
advisors are hard at work and will continue to do so in terms of seeking solutions around our PropCo 
debt. It is a complex matter. There are a number of parties involved. We cannot be expected to be 
negotiating this in public. I ask you that the lack of public disclosure should not be misunderstood as 
either inaction on our part or complacency at all. And lastly I will say to you that we continue to 
comfortably meet our financial covenants in both OpCo and PropCo. Keith can talk to some of these 
issues and will indeed later in the presentation. 

 

Just looking at our group financial overview, revenue was up some 11.1%, somewhat aided by a 
weakening in the currency. We had a good profit before taxation of some 15.5%. You will see later 
that our tax rate has increased quite substantially, but nonetheless at an adjusted headline earnings 
we were able to demonstrate a healthy 16.1% increase to 51.9 cents. 

 

As we turn to South Africa just to show you our latest initiative in terms of supporting women’s health 
and the scourge of breast cancer. This is a mobile pantechnicon that we will be launching together 
with Siemens. It will basically be deployed in the rural and semi-rural regions of our country, starting in 
the Free State and in some of the poorest of our communities offering free mammography and 
screening services to women. 
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Just a quick reminder of what our network looks like in South Africa. We’re not just a hospital group. 
We have a myriad of other services. We think in an evolving healthcare environment in South Africa 
this is critically important. So besides our hospitals and PPPs we have an extensive primary care 
network of some 88 facilities, 56 dialysis centres or units, Netcare 911, our emergency service, and a 
chain of some 85 pharmacies.  

 

On the right you will see that we have steadily since 2009 shown very good widening of our margins, 
some 310 basis points from 16.5% to 19.6%, essentially due to improved capacity utilisation but also 
efficiencies. I will show you later that we believe that there is further room to expand these margins 
going forward. 

 

Just unpacking South Africa overall, a 7.9% increase in revenue to R6.9 billion, which is really a blend 
of the various services that we provide. Good operating leverage with an EBITDA of some 13% up. 
Last week we were appointing winner of the healthcare sector top empowerment companies for 2012, 
an achievement we’ve been able to achieve for the last four years in a row. 

 

Just unpacking each of the divisions in more detail, and turning to our hospitals and emergency 
services. We’ve had an 8.3% increase in revenue. This is off the back of 91 new beds that came into 
operation in the last six months. These 91 beds really only came into operation in the last two months 
of the last six months, so they haven’t been in for the full six months.  

 

We had a somewhat disappointing 1.8% increase in patient days. What really happened was our 
month of March was particularly poor given the public holidays and many of our doctors choosing to 
take leave. I’m pleased to say that when we look at the run rate and our activity in April and where we 
are in May we’re well within our own targets of between 2% and 3%. And pleasingly given where 
inflation is today of 6% and the fact that we run the most complex of networks in the country in terms 
of the number of ICU beds and high care beds we only demonstrated a 5.6% gross revenue per 
patient day. 

 

I’m also pleased to say that now almost 50% of our tariffs are alternative reimbursement from being 
substantially more in terms of fee for service in years gone by. We’ve continued to widen the margins 
in this division due to efficiencies and capacity utilisation. And also remember that this EBITDA margin 
is somewhat diluted because we have an extensive pharmacy chain which operates at single digits. 
We also have our dialysis units in there. We continue to incur losses in Netcare 911. The latest 
hospital we’ve brought on board is only an OpCo. We don’t own the property, and so therefore it 
comes to us after a significant rental charge. 

 

I also put this up here that the EBITDA is before any property rentals. So if there are any comparisons 
made to any other groups or indeed international groups it’s important to understand that we pay a 
rental through to our Netcare Properties. Those properties have been independently valued at some 
R12.4 billion. If you had a look at our pure hospital margin here it would be in excess of 22.3%. 

 

Turning to Primary Care. We’ve had an excellent performance from Primary Care in the last six 
months. You can see that revenue has increased some 4.5% off the back of about 1.5 million patient 
visits and a 9.5% increase in pharmacy scripts. But what is most pleasing is that we’re now achieving 
our targeted EBITDA margin of mid-single digits and we continue to see efficiencies coming through. 

 

I think the challenge for Primary Care having now established this solid platform is to use that to build 
on and seek growth opportunities into the future. I put this graph up just to show you where we came 
from in 2009. Many of you will know that we’ve been under a lot of pressure in Netcare to get rid of 
primary care, not hold on to it. We have always said it is absolutely core to us, and we will return this 
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division to profitability. We believe given its network in South Africa, the largest group practices across 
South Africa, it can play a vital role in the rollout of NHI.  

 

If you look at other economies where they have a successful national health system such as the 
United Kingdom and countries like Australia you cannot get to see a specialist, whether you’re in the 
public or the private sector, until you’ve gone through your GP. And we believe that the rollout and 
making of primary care as a gatekeeper is a fundamental way of treating people appropriately at the 
appropriate cost and maintaining affordability in this sector. We think that Prime Cure is also well 
positioned given the changes in medical scheme contribution tax that was announced recently. 

 

I mentioned earlier our focus on quality care that has been evolving over the last few years. And just to 
demonstrate the strides that we have taken in benchmarking ourselves both locally and internationally 
in terms of our outcomes, what you’re seeing here on the board, ladies and gentlemen, does not only 
concern our Hospitals but also our Emergency services, National Renal Care and some of our other 
services. And many of these are unique to Netcare. These were the results that we showed in 
September last year. Some of these such as the prevention of deep vein thrombosis we’ve been 
involved in for some two years now. In terms of our neonatal units we were the founding members of 
that in South Africa. This is an international study some four years ago. And just to show you the 
strides of improvement that you can see, these are our results over the last six months. And we 
continue to improve in this regard. 

 

I suppose what would a healthcare presentation be without a reference to regulation and healthcare 
reform? But I think there are some very significant things happening in our market. We think that the 
NHI pilots that have been announced are a very significant and concrete step forward in assessing the 
parameters of a future rollout. We understand that a white paper on NHI is imminent. It was due in 
April and we believe it is coming out. As I said, we have prepared our hospitals in terms of assessing 
them and will have completed our primary care clinics by the end of the year. We think that our 
network is ideally placed to play a role into the future. We’re demonstrating that commitment and that 
ability already in the United Kingdom where almost a third of the work we do is for NHS patients. We 
believe we can do the same in South Africa. 

 

And lastly you maybe aware that the Competition Commission announced its intention to probe the 
private sector. This has yet to be officially confirmed. I thought I’d put this graph up to show that 
hospital inflation generally across the sector is being extremely well contained. In 2011 some 5.5% 
and 7% in 2010 compared to medical insurance at some 10.3% and 13% respectively. And lastly just 
a view on some of the other indices. 

 

Looking forward in South Africa what are some of the initiatives that we’re looking to roll out and have 
been involved in during the last 18 months? I thought I’d put this up just to show you what our focus 
areas are going forward in South Africa. We will have finally rolled out SAP – this is our enterprise-
wide system – by mid-year across all of our hospitals. You will be forgiven for the acronym that many 
people in our company use as Sick and Pap to describe it. It has taken us a long time to get there, but 
we believe there are going to be some efficiencies. We are currently reviewing our use of shared 
services at the moment and trying to understand what further efficiencies we can achieve as we 
complete this rollout.   

 

Over the past few years we’ve been improving on our procurement and also standardisation. I would 
say this is probably the first year that we’re beginning to see some significant traction and impact. We 
expect that to continue at least for the next 18 months. Over the last two years we’ve been integrating 
our offering both in our Primary Care pharmacies – some 37 pharmacies – and our 48 retail 
pharmacies in our Hospital division. Later this year we will be launching that under one single brand. 
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We believe we are now price competitive and we are beginning to recapture some market share in this 
regard. 

 

In terms of brownfield expansion in our hospitals we hope to open a further 68 beds in the second half 
of this year and plan to add another 117 beds in 2013. A key focus for us is increasing our capacity 
utilisation in some of our lower occupancy hospitals. And we’re also hard at work in terms of improving 
and widening our current oncology offering. We’ve also been very focussed on enhancing patient 
experience in Netcare. Last year in October we launched something known as the Netcare Way. You 
will see some of those posters in our foyer. And hopefully you will see a difference in terms of service 
delivery at the bedside in our hospitals. We’ve certainly seen that in terms of patient responses right 
across the country.  

 

And lastly, something that has been largely untapped for want of a better word is in the last quarter of 
this year we intend to roll out a number of initiatives aimed at energy savings, both on utilities, waste 
and also electricity. We think that there are some significant savings. When you look at that array of 
focus areas you will understand the comment that we believe there is further widening of the margins 
and improved efficiencies within the South African business. 

 

I think I have focussed sufficiently on South Africa and I’m going to turn my attention now to the United 
Kingdom. I spoke a lot about the capital structures and particularly the maturing of our PropCo debt, 
so I am going to curtail my comments here on the UK. As I’ve said, the macro environment remains 
challenging. However, we are seeing some small green shoots. I wouldn’t call them recovery, but the 
latest employment figures show 35,000 new jobs created in the month of February for the three 
months leading up to February, the first time we’ve seen an increase in jobs in the UK for almost a 
year. One swallow does not make a spring, but it is a positive sign.  

 

We’ve seen a good recovery in self pay, this is cash paying patients, off the back of increased waiting 
lists. It is off a pretty low base, but it is very encouraging. These are the first real recoveries we’re 
seeing after two years of a steady decline. We are unfortunately still seeing a decline in the private 
medical insurance market, but this is beginning to taper off in the past few months. Our EBITDA 
margin has been impacted by the increase in NHS work versus a decline in PMI or medical aid work. 
I’m pleased to say that our focus – this is a standout feature of both South Africa and the UK – is our 
working capital which continues to improve in the UK. A half year record for us is to be able to report a 
cash balance of some £123 million in the OpCo. And we continue to strengthen our senior 
management team. As you have heard we’ve brought on a head of operations and we are able to 
finalise or are in the process of finalising a new managing director for the hospital division within GHG.  

 

Just looking at the income statement as a whole, revenue up some 2.5% driven by a 3.2% increase in 
inpatient and day case admissions. EBITDA roughly the same, only 1.7% down in Pound terms to 
£92.8 million, but really as a result of our pay mix. Unfortunately we have no benefit from disposal of 
property this year. Our margin declining somewhat to 20.3% from 21.2% last year. That’s a blend of 
leased hospitals and owned hospitals. If you look at our owned hospitals the margin is closer to 
22.3%, and if you look at our leased hospitals you will see that margin is 17.8%.  

 

We put this slide up every year. It really demonstrates how the funder mix continues to be impacted by 
the economy and the growing importance for us of NHS work. Clearly we have some work still to do in 
that regard, but now this represents some 27.3% of our case load in GHG. We’d seen an 18% 
increase in these cases year on year. We think this is sustainable and we certainly think we can 
increase the number of NHS patients we are seeing. We clearly want to improve our pathways in this 
regard and make sure we’re even more efficient. And as I said earlier, we’re the largest provider to the 
NHS in the private healthcare sector in terms of Choose and Book. A very good increase in self pay, 
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7.8%. It is off a low base and as a result of the increase in waiting lists in the United Kingdom. 
Unfortunately PMI showing a 4.8% decline in our numbers over the past six months. 

 

Just looking at UK health reform very briefly before I hand over to Keith. I think there are three salient 
features here. I mentioned it earlier. Patient choice that was introduced towards the back end of 2006 
is now firmly entrenched, and I think that augers extremely well for the private sector playing an even 
greater and more meaningful role in public health delivery. That is also further impacted by an NHS 
under huge strain because of fiscal constraints in the UK generally, because of a restructuring that 
they’re undergoing internally, and also because they’re being asked to find £20 billion worth of 
productivity improvements over the next few years, commonly known as the Nicholson challenge. 

 

You will be aware that the Health and Social Care Act was passed in March. It was nowhere near the 
initial drafts that came out. It was substantially watered down. I think the impacts are not as onerous or 
as detrimental as people were envisaging or making it out to be. And finally, the Competition 
Commission announced in April that it intends to investigate the entire private sector, both funders and 
providers. We expect this will probably last 18 months to three years, and that excludes remedies that 
may be necessary.  

 

So I think looking forward in terms of the United Kingdom we believe there are still efficiencies to be 
gained in the way that we deal with NHS patients. We are still looking to focus very firmly on our core 
hospital division, and we believe that it is now developing a very strong platform for future growth 
when the market recovers. I will hand over to Keith. Thank you. 

 
 
 
Keith Gibson – CFO 

 

Thank you, Richard, and good morning ladies and gentlemen. I will now turn our focus to the group 
financial results for the six months ended 31st March 2012. At the outset I’d like to sketch some 
context because there are some key items which have had a significant impact on the financial results.  

 

Obviously having a major subsidiary in the UK the exchange rate is something that always impacts on 
our results. The average exchange rate at which we converted the UK’s income statement for the six 
months to 2012 was R12.42 for the period. This represents a weakening of 12.7% against the R11.02 
that applied for the period ended 31st March 2011. The closing rate was far less of an impact. Our 
closing rate at September 2011 was R12.54. And in fact we experienced a marginally strengthening of 
2.3% to the closing rate that prevailed at March 2012 of R12.25. 

 

As has been the case ever since our acquisition of GHG our income statement has been affected by a 
non-cash charge which relates to the ineffective portion of the interest rate swaps in the UK. For the 
period under review the non-cash charge to hit our income statement amounted to £8.1 million or 
R100 million. And this compares to £5.4 million or R60 million incurred in the comparative period. 

 

Richard has already touched on the fact that there was a prior year property sale in the UK, and that 
resulted in a capital profit being reported in the 2011 results of £4.4 million or R47 million, and we did 
not have any property sales in the 2012 year.  

 

And lastly there is the impact of taxation. On the South African side the results for the first half of the 
year include an STC charge of R47 million relating to dividends which were declared and distributed. 
There was no STC charge in the comparative period because the related distributions were actually 
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reductions of capital made out of share premium. In the UK just prior to the half year end the 
government announced a further 1% cut in the statutory tax rate to 24%. There was a similar 1% cut in 
the comparative period, and therefore this year has a non-cash deferred tax liability release coming 
through the income statement of £13.6 million, and a similar amount of £14 million incurred in the prior 
year. 

 

So this leads us into the group income statement. Group revenues of R12.7 billion improved by 11.1% 
over the prior year. Both the South African business and the UK business grew their top lines in their 
respective local currencies. With regards to the conversion of the UK results currency played a further 
impact in magnifying that increase, and I will talk to that in my next slide. 

 

Group EBITDA of just under R2.5 billion represents an improvement of 9.3% over the prior year. And 
group operating profit of R1.8 billion represents growth of 7.1%. I should point out, however, if we 
exclude the capital profit on property sale realised in 2011 that improvement represents and uplift of 
10.1% period on period. And unpacking that further, it comprises 11.9% growth in the South African 
operations, which has been offset by a slightly weakened performance in the UK, which again has 
been softened by the impact of currency conversion. 

 

Net financial expenses of R973 million reflect an increase of 2.6% over the prior period. However, in 
cash terms the South African net financial expenses have actually declined by 45% period on period. 
And similarly within the UK the cash-based interest costs have reduced by £2.1 million. This has of 
course been affected by non-cash factors, and I have alluded to the impact of the ineffective portion of 
the interest rate swaps which have come through. And also the impact of exchange rate means that 
our underlying number reflects an increase year on year. Our profit before tax of R870 million 
represents a very healthy 15.5% increase over the prior year.  

 

Our group effective rate of taxation has increased quite considerably from 2011. It has moved from 
7.2% up to 18.9%. This was driven primarily by three things. Firstly, increased profits in the South 
African operations, which are all by and large fully tax paying. Secondly, the incurrence of STC, which 
I’ve already spoken to. And thirdly, there are some permanent differences in the UK operations. This 
leads us to a bottom line performance profit after tax of some R706 million for the first half of 2012. 

 

I’ve unpacked on this slide here the impact of currency on the performance of the group. Looking first 
at revenue you will note that our revenue increase on a constant currency base was 5.5% with 
currency adding a further R630 million to the top line. Similarly, at an operating profit level the period 
on period improvement in constant currency terms was 2.9% with currency contributing a further R70 
million. As I alluded on the previous slide we’ve had a decrease of 9.9% in constant currency terms on 
our net interest expenses. I should point out that the UK component of the interest expense is incurred 
in the UK and is matched against Pound-denominated income streams, and is of course non-recourse 
to the South African operations. 

 

With regards to headline earnings per share our basic headline earnings per share increased by 10% 
over the prior period to 52.8 cents. On an adjusted basis our adjusted headline earnings per share 
increased by 16.1% to 51.9 cents. This is made possible by a very strong underlying performance with 
an 18.4% uplift coming through from the South African operations. 

 

I have set out here the summarised statement of financial position reflecting in essence the balance 
sheet of the group as at 31st March 2012. We have stripped out the effect of forex movements so that 
you can see the underlying movements between September 2011 and March 2012. In the slides that 
follow I’m going to actually talk through most of the significant line items here, but I’d like to point out 
as Richard has mentioned during the period we did make use of the opportunity to acquire an 
economic interest in some of the UK OpCo debt, and that has affected the carrying value of some of 
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our non-current assets and also our borrowings. It is also worth pointing out that exclusive of currency 
our shareholders equity has improved by just under R500 million during the six months under review. 

 

The carrying value of our property, plant and equipment has decreased from R41.8 billion at 
September 2011 to R40.9 billion as at 31st March 2012, and currency accounts for just over R800 
million worth of that decrease. We’ve invested R577 million in maintaining, replacing and expanding 
out hospital infrastructures both in South Africa and the UK. Splitting that out on a geographic basis 
we had capex spend of R378 million in the South African operations and a capex spend of just over 
£15 million in the UK. 

 

During the period under review Netcare was offered a very attractive investment opportunity. That 
opportunity was to acquire an economic interest in the debt of the UK OpCo at a discount of 
approximately 30%, thereby locking in a benefit to Netcare of almost R250 million. We acquired debt 
with a face value or a par value of approximately £65 million, and for this we paid a sum of 
approximately £45 million. This debt represents over a quarter of the outstanding gross debt of the UK 
OpCo. And if you look at this on a net debt basis as at the half year it represents more than 40% of the 
outstanding net debt. 

 

In addition to the discount benefit that we’ve locked in Netcare will also receive interest income as and 
when the UK OpCo pays this. In accounting terms the full benefit will unwind through the income 
statement over the remaining OpCo debt term. We have been able to take a benefit of £48 million into 
our half year results. Assuming exchange rates were to remain unchanged we would expect the full 
year benefit to exceed R100 million. 

 

Our group borrowings as at the half year stood at R26 billion net borrowings. You will be aware that 
we separate our capital structure and funding geographically between South Africa and the UK. 
Turning first to the UK operations. Most of this debt relates to facilities that were put in place shortly 
after the GHG acquisition. They are substantial and the maturities are receiving attention. With 
regards to cash needs of the business though I am pleased to report that the OpCo has over £120 
million worth of cash sitting on its balance sheet. 

 

The SA operation’s net debt is R4.2 billion. In addition to this we have further undrawn facilities 
available to us of some R4.5 billion. Benchmarking this level of borrowing against the performance of 
the South African operations for the half year, which is an EBITDA performance just south of R1.4 
billion, we believe this represents a very comfortable level of gearing for the group and it gives us a 
great deal of flexibility in managing our future capital needs. 

 

Looking in more detail at the SA gross debt, SA gross debt stood at R4.3 billion at the half year versus 
R3.9 billion at March 2011. However, if we strip out the cash invested to acquire the economic interest 
in the UK debt the funds that have been utilised to fund the South African operating activities have 
actually decreased to R3.7 billion from R3.9 billion a year ago. That represents a decrease of R176 
million, and that is especially pleasing given that we spent an additional R250 million on capex, tax 
and dividends in the first half of 2012 as compared to the spend on the same items in the prior year 
period. 

 

Our interest cover has increased to a very comfortable 11.8 times, a further improvement on the 
comfortable level of 6.7 times that we reported to the market at September 2011. You will be aware 
that just prior to the September 2011 year end we settled our convertible bond. In addition to this, in 
January of this year we successfully raised a further R1 billion three year amortising note under our 
domestic medium-term note programme. I’m pleased to report that we’ve also managed to maintain 
our GCR credit rating.  
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With respect to the UK debt you will be aware by now that there are four categories of debt. These 
categories are OpCo, Transform, PropCo1 and PropCo2. All of this debt is non-recourse to the SA 
operations. Furthermore, each of these categories of debt are ring-fenced from each other and there 
are no events of cross default.  

 

The UK operations are fully compliant with their banking covenants. We are now starting to see the 
benefits of some real de-gearing coming through. Gross debt in the UK reduced by £19.5 million 
between September 2011 and March 2012, which is due to scheduled debt amortisation repayments. 
And in fact if we extend our comparative period back to March 2011 we’ve had de-gearing of £55.5 
million which has been achieved both through scheduled debt repayments and through the retirement 
of debt related to the 2011 property sales in the UK.  

 

I’ve set out in this table some of the salient features of the debt categories. There are two points that I 
want to make on this slide. Firstly, with relation to the OpCo I’d like to point out the positive impact of 
sustained strong cash collections in the business, reducing the net debt in the OpCo to £111.4 million 
at the half year. As alluded to earlier we have an interest in £65 million worth of that debt. With regards 
to the maturity of the PropCo1 debt facility in October 2013, Richard has already spoken to this, and 
this is something that we are actively working through with our investors and with our advisors, 
Rothschild and Freshfields, who are on board and engaged with us on a daily basis.  

 

This does however remain a complex debt structure and there are a number of parties involved, all 
with differing interests, including banks, hedge funds and other investors, and particularly including the 
swap counter parties who provided the hedging to this transaction at the outset in 2006. The swap 
liability has an estimated out of the money position of some £500 million as at March 2012, and the 
position of the swap holders remains senior to that of the other debt holders.  

 

The solution to the PropCo debt is indeed a process, and it is something that we will continue to work 
very hard on. The question that I’m often asked with regards to the PropCo debt is: what is the 
position of the OpCo in the event of a PropCo default? I can confirm to you that our analysis reveals 
that the OpCo lease is secure. We have right of use of these hospitals for a long period of time into the 
future, which is uninhibited and undisturbed in the event that the PropCo should default or be unable 
to secure a refinancing. 

 

Working capital continues to remain a key highlight of Netcare’s results. We have seen sustained 
performance of the improvements delivered in the back end of 2011 and even some further 
improvements during the first half of this year in both the UK and in South Africa. Our South African 
debt collection remains very strong, although there has been a slight impact in slowdowns of 
payments by some government agencies, and to a far lesser degree we were somewhat impacted by 
a timing issue with the period end falling over the weekend. Nonetheless we have had an 
improvement in our debtors’ days collections, exclusive of COID, which improved to 25.5 days versus 
25.8 days a year ago. 

 

On the UK side we can see that the substantial improvements in working capital management and 
cash collections that were delivered in the back end of 2011 have been sustained through 2012. The 
net investment in the UK’s working capital has reduced by £34 million versus the position a year ago. 
This, as I’ve said, is reflected in the cash balances on the balance sheet. 

 

Turning our focus onto dividends now, Netcare has not traditionally had a formal dividend policy. This 
is something which has been considered and reviewed by the board. Having taken all relevant factors 
into account the board has determined to work towards a sustainable dividend policy of 2.5 to 3 times 
cover. In light of this, and taking into account all of the usual factors that we consider, and also the 
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numerous investment opportunities which provide growth to Netcare both locally and abroad, an 
interim dividend of 22 cents per share has been declared.  

 

Right, that concludes the backward-looking portion of the presentation. I will now look forward to the 
six months that remain and we will talk through our guidance. Our guidance by and large remains 
unchanged from what we conveyed to the market at November 2011. I think that has been borne out 
in our half year results. 

 

Looking firstly at South Africa, Richard has sketched out for you a number of key initiatives where 
we’re going to be looking for further cost efficiencies and improvements across the group. 
Notwithstanding the fact that we are actually confident of growth we retain our somewhat prudent 
estimate of revenue growth of high single digits. The capex spend for South Africa is still expected to 
be in the region of R1 billion. 

 

With regards to the UK we don’t foresee any significant change in the macro economic environment in 
the months to come. We therefore expect trading conditions to remain very challenged and very 
tough. And notwithstanding the good base which has been laid in the first half of the year we do 
foresee that there will be continued softness in the PMI market. And capex and cash will continue to 
be well controlled and conserved, and capex will not exceed £50 million for the year. That concludes 
my section of the presentation. Thank you very much. I am going to hand back to our Chairman. 

 

 
Jerry Vilakazi - Chairman 

 

Thank you, Richard and Keith. Both Richard and Keith will take further questions for clarity and 
detailed discussions that they will hold with those that would like to engage them after the session. At 
this point in time if there are any questions I’m pleased to allow for questions to the team. Just 
introduce yourself and then ask your question. 

 
 
Mr Mabuza – JP Morgan 

 

Hi guys. I’m [unclear] Mabuza from JP Morgan. Just a couple of questions on the UK operations. 
Looking at the half year results, can you split out the half year further and give us an indication of how 
Q2 performed versus Q1 both in terms of earnings and volumes? And you’re halfway through Q3 
already. Can you give us an indication of how things are going so far? My second question deals with 
BUPA and PIP issues. Can you quantify the impact of these issues? And then, looking forward, do you 
see similar pricing pressure from the other insurers, and do you have any plans in place to deal with 
this possibility?  

 
 
Jerry Vilakazi - Chairman 

 

Thank you. I will take two more questions. As I said I will take a few questions here but you’re 
welcome to engage with the team after the session. Any further questions? 
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Charles Bowles  

 

I’m Charles Bowles. Given the possibility that it may make sense to relinquish PropCo is it possible to 
give us some guidance on the profitability split in the UK between OpCo and PropCo? In other words, 
some feel as to what the group would look like if PropCo was excluded from the numbers. 

 
 
Jerry Vilakazi - Chairman 

 

One last question. In the absence of any questions I will ask Stephen to respond to the first question. 

 
 
Stephen Collier – CEO General Healthcare Group 

 

Let me take that. Good morning ladies and gentlemen. Stephen Collier from the UK. Can I deal with 
two of the points that were raised by JP Morgan, the impact of Bupa negotiations, which plays into the 
Q1/Q2 split, and the impact of the PIP issue? Let me deal with those separately. First of all I will begin 
by saying we don’t talk publicly or even privately about the detail of commercial negotiations. So I’m 
not going to be able to give you too much around Bupa. What I can say is that Q2 was affected by 
Bupa volumes. That’s a matter of record. So what happened with the Bupa disagreement was that 37 
of our 65 hospitals were de-listed by Bupa for a period of time. And that had a sudden impact on Bupa 
volumes during January and early February. We are coming back from that. So read into that what 
you will, but Q2 was held back in volume terms. I won’t say anything about price or anything more 
than that.  

 

On PIP this was something that attracted an enormous amount of media interest in the United 
Kingdom. These were breast implants that were used particularly between 2001 and 2007. And 
estimates were of up to 40,000 patients affected. The numbers who had been treated and provided 
with these implants within BMI hospitals was actually relatively modest. So when the issue broke in the 
media we came forward very quickly and said we would explant and put new implants in at no cost to 
patients who had been treated in and paid BMI. Those costs have been substantially taken and are 
reflected in the numbers that Keith has put up. That work has been substantially completed. There is a 
small tail end which will come through. It is not the same for a number of other providers in the UK 
who haven’t made that type of offer, and it will therefore play through in litigation terms for other 
providers. But that’s where we are from our side. 

 
 
Keith Gibson – CFO 

 

I’m going to address the question with regards to further detail on the OpCo and PropCo split. I am 
pleased to report it is something that we have anticipated. It is in the booklet and you will find it on 
slide 19. I hope that addresses your question.  

 
 
Jerry Vilakazi - Chairman 

 

I would like to thank both Richard and Keith again, but also extend our appreciation to the entire 
executive team for these results. I want to thank especially the heads of every business unit. They are 
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here in this room. Thank you for these results. Ladies and gentlemen, thank you. We want to invite 
you for a cup of tea and coffee outside. You can engage with the team, talk to them and get to know 
us more. Cheers.  

ENDS 

 

(DISCLAIMER) 

Netcare has acted in good faith and has made every reasonable effort to ensure the accuracy 
and completeness of the information contained in this presentation, including all information that 
may be defined as ‘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 its sector to be materially different from any 
results, performance or achievement expressed or implied by such forwardlooking 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. 
 
Netcare does not undertake to update any forwardlooking statements contained in this document 
and does not assume responsibility for any loss or damage whatsoever and howsoever arising 

as a result of the reliance by any party thereon. 


