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Netcare 

Results for the year ended 30 September 2016 

Dr Richard Friedland 

Good Morning Ladies and Gentlemen, and a very warm welcome to Netcare’s annual group results 
presentation for the year ending September 30 2016.  I would like to acknowledge our Chairman,         
Mr Meyer Kahn, our deputy chair Mrs Thevendrie Brewer, and members of the Netcare Board. Right at 
the outset may I thank and pay tribute, to our outstanding management teams and staff across all of our 
geographies, who have been responsible for the outstanding results we’re going to present today. 

We are going to mix things up today Ladies and Gentlemen, and we are actually going to ask three or 
four analysts in the audience to present our results as opposed to management.  I can see lots of 
volunteers.   

In terms of today’s presentation, I’m going to take you through an overview of the Group’s performance 
for the past year, and then delve into South Africa, in more detail before handing over to Jill Watts, CEO 
of General Healthcare in the United Kingdom (UK), who will go through the UK’s results in more detail. 
Keith Gibson, our Chief Financial Officer, will unpack the financial numbers and give us some guidance 
for the 2017 financial year. 

Just in terms of the group overview.  A quick reminder of the very comprehensive network of services 
we provide across our three geographies. With 114 hospitals, we now have 13 310 hospital beds, 92 
primary care centres, which include 14 day clinics, 87 retail pharmacies, 62 dialysis centres, 85 Netcare 
911 bases or sites, and 7 training colleges.  As I’ve said in so many of our presentations before, far more 
important than the assets that we own and manage, are our people, we are privileged at Netcare to be 
able to employ over 30 000 people.  

In terms of a group overview, first turning to South Africa.  We have had a good financial performance, 
in line with the guidance that we’ve given the market , and our management teams have spent this last 
year integrating the 584 beds that we commissioned towards the latter part of the 2015 financial year.  
As you would have seen in a SENS announcement some 10 days ago, the competition commission has 
finally approved the outsourcing of our pharmacies to Clicks.  We are absolutely delighted and excited to 
be working with a retailer of the experience and the credibility of Clicks, we think it will add huge value 
to our network.  Effectively we are outsourcing 37 pharmacies in Medicross completely, on the 1st of 
December 2016, and 45 of our retail front shops in our hospitals to Clicks and that will be effective on 
the 1st of February 2017.  In terms of our hospital pharmacies this will allow our pharmacists to be far 
more clinically involved, to focus on the stewardship roll that they play, in managing anti-biotic usage 
and other drugs within our hospitals, and certainly in Medicross we think that the enhanced offering will 
increase the foot fall and demand for other services in our medical and dental centres. 

It’s important to note, Ladies and Gentlemen, that no jobs will be sacrificed or lost in this transaction.  In 
fact Clicks has indicated to us that they intend to employ more people to run this network.  Also, we 
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know that the offering to the consumer will be broader and certainly given Clicks’s size and scale, we 
think it’s going to be far more competitively priced.   

I’m also delighted to announce this morning the acquisition of the Akeso group of clinics.  This is a 
private inpatient group of clinics that pride themselves in providing individual, integrated, family centred 
therapy and treatment for a wide range of psychological, psychiatric and behavioural disorders and 
treatments, including eating disorders.  It consists currently of 10 hospitals spread nationally, with a 
total of 698 beds. There are two hospitals or clinics under construction, with 175 beds.  The 
consideration or price we’ve paid for this is R1.3 billion, and is based on them achieving an EBITDA for 
the financial year ending February 2018, of R120 million.  In terms of its impact for Netcare, we believe 
that it will be earnings neutral in the first year, and accretive thereafter.  Now clearly this acquisition will 
require Competition Authority approval.  We will fund this acquisition through our existing debt facilities 
in Netcare.  

The rationale for us doing an acquisition of this nature is three fold: firstly the prevalence of mental 
illness in South Africa is unfortunately increasing at a very rapid rate, and as a provider of primary, 
secondary and tertiary services in South Africa, Netcare is largely underrepresented in the mental 
healthcare space.  Secondly our due diligence revealed that Akeso Clinics has an outstanding reputation.   
It has a highly sort after and experienced management team, and the clinical programmes that they run 
are patient centric and excellent. Thirdly we believe that together with Akeso Clinics and its 
management team, this will provide us with a really good platform to grow and expand mental health 
services in South Africa.   

Turning to the United Kingdom.  They have had a very solid financial and trading performance through 
the year and Jill Watts will unpack that for us in more detail a bit later.  It’s clearly evident now that 
independent hospitals are increasingly becoming an integrated part of providing UK public healthcare.  
We’ve seen a very pleasing rise in GP referrals, NHS referrals into our hospital network, and the number 
of NHS patients as a percentage of our case mix is up to 41% for the 2016 year.  In terms of the rent 
transaction that we have been negotiating, I’m pleased to say that we have agreed heads of terms with 
the Propco and Keith Gibson will take us through that shortly.   

Now looking at our financial overview, in terms of the segmental contribution of South Africa, and the 
United Kingdom and then unpacking the numbers. At a revenue line, the split is generally about 50/50.  
At the EBITDA line South Africa still produces 75% of the Group’s EBITDA, essentially this is EBITDA after 
rental and as you will know in the United Kingdom, the UK pays away a considerable amount to third 
parties in terms of rent, as the operation there is straight forward Opco.  Again at the adjusted headline 
earnings per share level, South Africa produces the bulk of our earnings; however I am delighted to say 
that we’ve been able to double the percentage contribution of the United Kingdom. Revenue is up 
12.1% to R37.8 billion, EBITDA up 11.2% to R5.5 billion and adjusted headline earnings per share up 
5.6% to 199.5 cents, allowing our Board to declare a final dividend of 57.0 cents, up 5.6% compared to 
last year and a total dividend for the year of 95.0 cents, up 3.3% on the prior period.   
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Turning now to South Africa and a sneak preview of the eleventh floor of the new Christiaan Barnard 
Memorial Hospital, that will be opening in the first week of December 2016.  Again looking at the 
network of services we provide, you will notice we now have 58 hospitals.  We acquired a newly 
constructed 21 bed, eye hospital, the Umhlanga Eye Institute in September 2016.  We began operating 
and seeing patients in October 2016. We have 14 day clinics and are looking to increase this number, 
and 88 primary care centres.  We’ve increased the number of renal dialysis stations from 740 last year to 
796, and the number of Netcare 911 bases have remained the same.  I am proud to say that we still train 
almost three and a half thousand nurses and paramedics in South Africa, and we are the largest trainer 
of nurses and paramedics in the private sector.   

Looking overall at the financials for South Africa.  A strong revenue performance of 9.7%, up to R19.0 
billion, mainly due to volume growth in our hospitals and emergency services, and flat growth in primary 
care, which I’ll unpack a bit later for you.  Again as we’ve mentioned before our margins are coming 
under pressure really due to cost inflation running ahead of price inflation and a higher growth in 
medical cases versus surgical cases. 

Looking at the hospital and emergency services division in more detail, you’ll notice that we posted a 
pleasing 4.7% increase in patient days, and really this is a story of two halves. 2.8% growth in our first 
half, 6.6% growth in the second half resulting in an overall growth of 4.7%. This mirrored the full week 
occupancy of 67.2%, recovering from 64.4% in the first half to 70.1% for the full week occupancy in the 
second half.  We’ve brought on 92 beds this year, including the new acquisition of the Umhlanga Eye 
Institute.  I’m pleased to say that we’ve been able to bring on a net 164 new specialists with practicing 
privileges as well, and as I’ve already said, we experienced a 1.6% shift in mix, in terms of surgical to 
medical this year.  So just having a look at this abbreviated income statement for the hospitals and 
emergency services division.   Revenue is up 10.3%, and I’m pleased to say of the 4.7% growth, 2.4% was 
organic growth and the balance from the two new hospitals.  Our revenue per patient day was 
negatively impacted by the swing to medical cases, and we were able to improve somewhat on our 
margin in the first half of 22.6%, finishing overall for the year at 22.7%.  Again our operating profit 
margin, as we’ve alluded to before, was somewhat suppressed by increased depreciation charges, 
arising from the two new greenfield hospitals, and other brownfield beds we brought on towards the 
end of the 2015 year.   

Healthcare particularly in a tertiary setting, in other words in a hospital setting, is often considered a 
grudge purchase.  Patients come into hospital, they are anxious, they’re feeling vulnerable, they’re in 
pain, they might have heard a diagnosis that might change their lives for the rest of their lives or they 
have lost a loved one.  So the ability to offer patients care that is compassionate, that is empathetic, and 
that still treats people with dignity, is one of our core purposes in Netcare.  So I’m delighted to 
announce that two weeks ago we were awarded the first place in the private hospital category of Ask 
Africa’s Orange Index in terms of customer service.  But I think more importantly this is the first time 
that a hospital group has been placed in the top 10. Because this is an index that measures customer 
service across 33 different industries and 132 companies, this is really a tribute to the work being done 
by our nurses, managers and staff within the hospital division.  
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 We also undertook an enormous number of internal surveys in Netcare this year.  We surveyed over 
quarter of a million patients, as it’s important for us to understand, across a whole myriad of factors, 
how people feel about the service that we offer. But we use this one question as a barometer of that 
service - how many patients would recommend a Netcare hospital. This year the response indicated 
78%, which was for us a confirmation of the numerous questions we ask around patient satisfaction and 
customer service. 

Just a quick discussion on our new hospital - the Netcare Christiaan Barnard Memorial Hospital - that we 
will be relocating from the City Bowl.  It’s a rather old hospital, 45 years old, we will be relocating, on the 
3rd December 2016, to this new site on the foreshore.  We will complete the full development of 
Christiaan Barnard Memorial Hospital in three phases, over three to four years.  In the first phase we will 
be opening 248 acute beds, 11 theatres, and 2 cardiac catheterisation laboratories.  We’re only 
operating 204 beds in the old facility, due to building constraints.  We’re also opening a state of the art 
accident and emergency center, with the first roof top emergency heli-stop in the city of Cape Town.  
This is an interesting hybrid lease model.  The developer has developed the shell of the building and 
we’ll be renting that shell and the parking, but we’ve been responsible for the design, the development 
and the fit out of the hospital itself.   

In the second phase which is in calendar year 2017 and part of 2018, in the adjacent building known as 
the Chevron Building, we’ll be opening a family medical and dental center, run by Medicross, a dialysis 
center run by National Renal Care, a new day clinic of 20 beds, a step down facility of 36 beds, and we 
will be commissioning a radiation bunker, for radiotherapy in the basement of the hospital and 
chemotherapy on the 16th floor.  We hope to complete our development at Christiaan Barnard 
Memorial Hospital in 2018 and beyond, by converting the 8th floor parking, which has been specially 
designed to accommodate another 96 acute beds.  This will give us over 400 beds, and double our foot 
print in the Cape Town city area, but importantly in terms the services that are being offered, this will 
become the largest medical precinct of its type in South Africa, offering primary, secondary and tertiary 
medical services. And to show you a few pictures; that’s the reception; that is one of the two bed wards.  
We’ve designed this on a race track basis where all central services and administration are housed 
centrally, so that all wards, ICU’s and theatres have a view, either of the sea, harbour, the city or the 
mountains.  These are the theatres, we have 11 theatres, and this is a view from the surgical and 
paediatric ICU. This is a view of the neo natal ICU. 

Turning to the new business pipe line and prospects for 2017.  We will be commissioning 63 new beds in 
those various facilities listed there, in 2017.  We will also be transferring 110 underutilised beds and 5 
theatres from Netcare Rand Hospital to Milpark.  We are turning Milpark into a facility that will be in 
excess of 500 beds, but we will not be commissioning all of those beds next year, only 14 of them 
including 4 new beds, and will be commissioning another 100 of those in 2018.   

Given the unfortunate and alarming increase in cancer in our society, we’re beginning to expand our 
cancer offering throughout the country.  In February of next year we will be opening the very first 
Gamma Knife therapy at Netcare Milpark Hospital, and will be opening radiotherapy centres at 
Christiaan Barnard Memorial, Montana, Pinehaven, Polokwane, and Milpark Hospitals and then 



5 
 

chemotherapy units at those various sites listed below.  So, this is a large growth area for us, 
unfortunately due to the increased incidence and prevalence of cancer in our society.   

Turning to Primary Care. I’ve mentioned revenue was somewhat muted. This is a result of a fall in Prime 
Cure’s revenue.  As a result of our strategy to down scale our managed care division, but we were able 
to achieve higher margins after terminating low margin contracts.  As pointed out to you before, we’ve 
acquired two step down or sub-acute units, one in Pietermaritzburg with 16 beds, and one in 
Amanzimtoti of 20 beds.   

Looking forward, in terms of Primary Care.  Our focus is really on expanding the national network of day 
clinics and sub-acute facilities. Here on the right you see our very first day clinic in Kimberley.  We 
opened this in mid-October 2016 and we’re hoping to open another day clinic, that is under 
construction in Upington, in April next year; towards the end of 2017 in Richards Bay, and in the 
Chevron Building in Cape Town. We have sub-acute facilities under construction in KZN, in Hillcrest and 
also in Cape Town and Richards Bay.  Ladies and Gentlemen you will find in your pack an update slide on 
the regulatory environment in terms of NHI and the Private Healthcare Market Inquiry.  I don’t intend to 
go through that, but we’re very happy to take any questions you may have. With that I’m going to hand 
over to Jill Watts to take us through the United Kingdom, thank you very much. 

Jill Watts 

Good morning everybody.  To start, a brief reminder of the UK business.  BMI Healthcare remains the 
largest private hospital group in the UK, with hospitals widely spread across the country.  Our portfolio is 
made up of 59 sites, with 13 of our hospitals being located within the Greater London region.  We have 
2 797 registered beds, and we offer a broad range of complex health services.  We have 196 theatres, 
the widest network of critical care beds in the UK, and 32 of our sites have dedicated cancer services.  
We currently employ over 9 000 people and work with over 6 500 consultants.   

Turning to the private insured market.  During 2015 we saw a 1.8% increase in lives insured within the 
UK, most of these are new insured members, being corporate members.  Over the same period we 
continue to see a reduction in the amount of pay-outs from insurers to private hospitals, driven by 
ongoing stringent claims management from the insurers.  Recent figures from healthcare research 
company LaingBuisson have shown that since 2008 the pay-out ratio for the two larger insurers, has 
declined from the high 70’s to the low 70’s in 2015.  We’ve also continued to see an ongoing push from 
insurers and the NHS to continue to reduce hospital length of stay, and for procedures to be carried out 
in a day procedure or an outpatient environment.   

Waiting lists in the NHS have continued to grow, and there has been a corresponding increase in the 
number of patients choosing to self-pay for hospital services and for elective procedures, and this 
number is more likely to increase as the pressure on the NHS continues to mount.  In November 2015, 
we saw an increase in the Insurance Premium Tax from 6% to 9.5% and there is a further increase, up to 
10%, planned for November this year, this is expected to further threaten PMI membership as those 
costs get passed onto consumers. 
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Turning to the NHS. The main driver of growth across the private hospitals sector is now coming from 
NHS outsourcing, driven by growing waiting lists and lower consumer confidence in the NHS.  Over the 
past decade we have seen NHS revenue in private hospitals grow from 5% to over 30% of their revenue.  
Outsourcing of NHS activity continues to be mainly driven by the Any Qualified Provider regime, which 
gives people in the UK free choice, as to whether to use an NHS or a private facility. This work is paid at 
the same tariff, whether it is a public or a private provider.   

On the right hand side of the slide, you can see that NHS admissions to the independent sector grew to 
over 557 000 admissions in 2016, and while NHS waiting lists have continued to grow, the overall rate of 
growth to the independent sector has started to slow. In 2016 the admission rate to the independent 
sector reduced to 6.9% from 10.3% in 2015, and from 13.3% in 2014, albeit off a higher base.  As the 
demand and financial pressures continue to mount in the NHS Trust space, there is significant constraint 
in the accessing of capital to invest in their estate and innovation.  The graph here on the left hand side 
of the slide, shows a 5.3% decline in the compound average growth rate of capital expenditure from 
2010 to 2015.  This remains a key area of opportunity for the independent sector to work with the NHS, 
in capital projects and working in partnership to develop innovative services.  Whilst an additional £8 
million of funding to full year 2021 has been promised to the NHS, they will still need to deliver circa £22 
billion of efficiencies savings, to be able to meet the growing demand that is coming through in the UK. 
This would require an unprecedented level of efficiency that has not previously been seen in the NHS.  
Additionally this would further impact on the NHS’s ability to invest in an already underinvested estate. 
It’s too early to fully understand the impact of BREXIT on the NHS, but research from the Health 
Foundation, estimates that the new budget could actually see a further fall in funding of approximately 
£2.8 billion, which would put additional pressure on the current financial constraints that the NHS faces.   

Moving onto the next slide. This slide shows the number of GP referrals to the independent sector, 
broken down by the top hospital groups.  As you can see from the red line here, in May this year, BMI 
had taken a lead position, and received more GP referrals than any of the other major groups. This is an 
area that we continue to invest in, our GP engagement activities, making sure the GP’s are aware of the 
services that we offer, and the consultants that utilise our facilities. During the year we’ve recorded over 
14 000 engagement events with GPs’, be they educational or visits, and we’re pleased to see that this 
work is starting to pay off.   

Moving to the business update.  Over the year we saw solid performance in the UK, with a 3.2% increase 
in overall activity, and a 1.1% increase in revenue.  Outpatient activities continue to be an increasing 
part of the UK business, and that grew by 3.7%.  PMI demand remains soft showing a 3.4% decline with 
insurers continuing to actively manage their costs.  The decline in PMI activity was counter balanced 
with a 2.8% growth in inpatient self-pay cases, driven by growing waiting lists, and active marketing.  We 
were pleased to say we also saw a 8.3% increase in self-pay, inpatient day case revenue, as a result of a 
shift in the business to more complex, self-pay procedures, being undertaken in our facilities.  We 
continue to see strong growth in e-Referrals, which grew by 9.5%, with NHS inpatient and day case 
admissions growing at 6.6% in line with current market trends.  Overall NHS activity, including 
outpatients, also saw a 9.5% growth.  e-Referrals continue to be the major driver of BMI’s NHS 
admissions, making up over 80% of our NHS admissions.  While the growth in NHS case load is a positive 
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sign for the UK business, the lower tariff continues to put pressure on margins, and notwithstanding 
payor mix, we saw resilient margin performance, with margins at 7.1%.   

Turning to the finances.  BMI saw a revenue increase of 1.1%, impacted by the continued payor mix 
changes, and the ongoing shift of funding to a day and outpatient model.  NHS activity now makes up 
41.6% of our case load.  EBITDA before the nonrecurring items was marginally down by £0.2 million, but 
it should be noted that this reflects the absorption of fixed costs, including rent, which does not 
fluctuate with activity.  Effective cost management during the period provided substantial mitigation of 
revenue pressures and, as guided at the half year, there were no restructure costs during this year.  The 
only exceptional item of a non-recurring nature, was a £2 million credit arising on the reversal of an 
impairment, and a fair value gain of £0.6 million.  Inclusive of these items reported EBITDA of £66.4 
million was 20.3% higher than prior period with reported operating profit of £28.7 million resulting in 
increased reported EBITDA margin and operating profit margins. 

During the year we continued to take a strategic approach to investment and linking our capital plans to 
our 5 year vision, and to support the growth in complex services.  Over the year we spent £40.1 million 
in capital investment. Our spend included investment in the look and feel of the estate and projects to 
enhance revenue generation and to maintain hospital infrastructure.  Key investments over the period 
have included a new hybrid theatre and refurbishments of our Alexander Hospital in Manchester.  A 
new catheterisation laboratory, and refurbishment of The Park Hospital in Nottingham.  New endoscopy 
decontamination hubs in both the north-west and the south-east of England, a new SPECT-CT at The 
Clementine Churchill Hospital in London, new  1.5T static MRI scanners at our Goring Hall, Bomount and 
Ridge Way Hospitals.  Part of our overall growth strategy in the UK, continues to be around non-capital 
investment and freeing up available theatre and bed capacity in all of our sites, maximising the use of an 
effective patient pathway, so we can better utilise our facilities, and backfill our patient rooms with 
more complex patients, while looking to increase the amount of medical services that we offer.   

Finally, a few comments on quality.  Satisfaction with the overall quality of care at BMI is currently at its 
highest level, having risen to 98.6% from 98.3% this time last year.  99% of NHS patients said they would 
recommend a BMI facility to their family and friends, and we’re delighted to say that our Shelburne and 
Dutchy Hospitals currently rank as the number one and number two hospitals in the country, when 
bench marked against all hospitals public and private. We also have six hospitals in the top twenty 
hospitals in the UK.  All of our BMI facilities are fully compliant with the new stringent requirements of 
the Care Quality Commission, the Healthcare Improvement Council in Scotland, and the Health 
Inspectorate in Wales.  Thank you and I would now like to hand you over to Keith to take you through 
the financials.   

Keith Gibson 

Thanks very much to Richard and to Jill and good morning Ladies and Gentlemen.  Let’s now shift our 
focus from the operational performance of the business and turn our attention to the Group financial 
results for the year ended 30 September 2016.  By way of overview the Netcare Group is able to present 
a solid set of results for 2016 financial year.  We have started to see some of the benefits flow through 
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from the significant new capacity that was added in South Africa in the prior year.  As communicated in 
our recent SENS trading statements the 2016 results have been impacted by a significant, albeit 
technical, non-cash fair value accounting charge arising on RPI swaps in the UK which are related to 
existing long term leases.  These leases are in turn the subject of a pending rent reduction transaction, 
and I’ll talk further to that in the slides that follow.  Given the exceptional nature of this non-cash fair 
value accounting charge, its impact has been separately disclosed in order to allow for more meaningful, 
like for like, comparison of the results against the prior year.  2016 has also been a period of great 
volatility for the rand which weakened significantly in the first half of our financial year, but it has made 
strong gains in the second half.  Now, with regard to the average rate of exchange which is relevant for 
the income statements, on the whole the average rate of exchange was weaker in 2016 as compared to 
that applicable in the 2015 year.  However with regard to the closing rate, which is applicable for the 
statement of financial position, this actually strengthened quite considerably, and has had an impact on 
the conversion of our Group asset base. But notwithstanding the impacts of currency conversion, 
Netcare is still able to table a very strong balance sheet as at 30 September 2016, which is underpinned 
by very comfortable levels of gearing and leverage.  

So let’s now spend a few moments stepping through the Group statement of profit and loss for the 2016 
financial year.  We see that Group revenue totalled R37.8 billion, an increase of 12.1%.  The South 
African business grew its top line by virtue of higher activity levels.  Local currency revenue growth in 
the UK was however more muted but it was boosted by the overall exchange rate on conversion to 
rands.  Group EBITDA amounted to R5.5 billion and has grown by 11.2%, whilst the Group EBITDA 
margin has reduced very slightly, by only 10 basis points, to 14.7%.  The Group’s operating profit 
amounted to R4.1 billion, and increased year on year by 11.3%. This is after absorbing the additional 
depreciation charges that arose from the South African 2015 expansion programme. 

Net financial expenses have actually decreased from R467 million to R433 million, benefitting from the 
pound denominated interest income that Netcare earns on the debt of BMI Healthcare in which we hold 
a contractual economic interest.  The normalised profit before taxation of the Group has increased to 
just under R3.9 billion, rising by 14.7%.  The normalised Group taxation charge has increased from R936 
million to R966 million, and that represents an effective tax rate of 24.9%.  Therefore the normalised 
profit for the year has increased from R2.4 billion in 2015 to R2.9 billion in the current year representing 
a year on year growth of 19.1%.  Now, as I mentioned on the previous slide we still need to take account 
of the exceptional item which has been separately disclosed and comprises the non-cash fair value 
accounting charge on BMI’s RPI swaps.   

The accounting for the RPI swaps is a technically complicated matter, but to put it very simply.  The 
heads of terms that have been agreed with the Propco, which envisage the elimination of the RPI swaps, 
has resulted in a change in the underlying assumptions that are applied when determining the 
appropriate carrying value of these instruments in the accounts, and therefore as a result we have 
recognised an exceptional non-cash accounting charge of R1.8 billion after tax, in our accounts, and the 
resultant profit for the year is therefore just north of R1 billion.  I should point out that the valuation of 
the RPI instruments is highly sensitive to a number of economic factors, most notably the markets view 
of future interest rates and inflation, and in this regard I would draw your attention to note 12 of the 
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summarised Group financial statements, which provides more detail on movements in the value of 
these swap instruments after the year end.   

The rand has experienced different directions of travel during the year, and I think it’s worth spending a 
few moments to unpack the impact of currency conversion on the Group results.  The average exchange 
rate applicable for the 2016 financial year of R21.04 to the pound has weakened by 13.4% against the 
average exchange rate of R18.55 applicable in 2015.  By contrast however, the closing exchange rate of 
R17.79 to the pound has strengthened by 15.0% against the R20.94 closing rate at 30 September 2015.  
If we have a look at our revenue and EBITDA in constant currency terms, we can see that the overall 
weaker rand in 2016 has added R2.2 billion to the revenue line and R149 million to our EBITDA.  When 
measured in constant currency terms the Group has managed to achieve some operating leverage by 
converting a constant currency increase in revenue of 5.5% into a constant currency increase in EBITDA 
of 8.2%.   

As communicated to the market in our recent trading statements, the headline earnings per share of the 
Group has declined by 31.6%, to 119.0 cents for the 2016 financial year.  Now this metric is only in 
negative territory as a result of the exceptional non-cash fair value charge on BMI’s RPI swaps, which by 
themselves amounted to 79.4 cents, and this is also evident in the decrease in the headline earnings per 
share of our UK operations to a negative 65.1 cents.  The headline earnings per share of the South 
African operations grew by 2.1% to 184.1 cents for the year, and this is after absorbing the additional 
depreciation and finance charges on the South African 2015 expansion programme. 

We also always presented an adjusted HEPS figure in which we strip out items of an exceptional nature 
or a non-sustainable nature, such as non-cash fair value adjustments on financial instruments, and also 
the UK restructuring costs, Competition Commission expenses and the impacts of changes in tax rate.  
Group adjusted headline earning per share has grown by 5.6% to 199.5 cents for the year.  Our South 
African operations have contributed 186.9 cents in adjusted headline earnings per share, and the 
adjusted headline earning per share of our UK operations has grown from 6.1 cents in 2015 to 12.6 
cents in the current year. 

If we now take a look at the Group statement of financial position, we see that the total assets of the 
Group amounted to R30.7 billion at September 2016, as compared to R31.7 billion at September 2015.  
I’ve already mentioned that the closing rate strengthened by 15.0% year on year and therefore currency 
conversion has reduced the Group’s asset base by R2.2 billion.  The Group continues to invest in and to 
expand its hospital and ancillary facilities, both locally and abroad, and we invested R2.8 billion in capital 
expenditure during the year.  Of this, approximately R2.1 billion was invested in South Africa and R768 
million in the UK. 

Total shareholders’ equity, if we look at that measured in constant currency terms declined by R685 
million.  This is after absorbing the exceptional non-cash fair value charge of a net R1.8 billion. And I 
think the overall strength for the Group balance sheet is evident in its leverage levels, as measured by 
the net debt to EBITDA ratio, which has strengthened further during the year to 1.0 times coverage as 
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compared to 1.2 times in the prior year.  The Group interest cover also remains relatively stable at 11.1 
times coverage, as compared to 11.2 times in 2015.   

As we usually do, let’s have a more detailed look at our debt balances, beginning with our debt situation 
in South Africa.  Gross debt levels finished at R4.5 billion at September 2016, closing slightly lower than 
gross debt levels applicable at 30 September 2015.  We’ve normalised our cash holdings which were 
exceptionally high in the 2015 financial year, and therefore net debt of the South African business 
finished at just under R3.6 billion, increasing year on year by R295 million. But bear in mind this  is after 
outlaying an aggregate R4.4 billion to fund capex, dividends and tax payments.   

The net leverage of the South African operations remains very comfortable with a net debt to EBITDA 
ratio of 0.9 times.  We are in a rising interest rate environment, but we have managed to contain the 
increase in our weighted average cost of debt to only 80 basis points, which has been accomplished 
through the proactive fixing of interest rates on approximately 70% of our borrowings.  Net interest paid 
has actually increased from R72 million to R85 million, and that incorporates the benefit of the pound 
denominated interest income earned on our debt interest in BMI, which has been more than offset by 
higher interest charges arising from the South African 2015 expansion programme.  The interest cover of 
the SA operations remains very comfortable at 41.7 times. With effect from 1 April 2016 Netcare 
increased its capacity under its domestic medium term note programme from R5 billion to R7.5 billion, 
and therefore Netcare has cash and undrawn debt facilities of R9 billion available to it. We therefore 
have more than sufficient flexibility to manage our future capital needs.   

Turning our attention now to the debt of BMI in the UK, we see that there’s been a reduction in gross 
debt levels from £173.3 million at September 2015 to £167.9 million by the current year end.  Cash 
balances have also increased year on year by £3.9 million, and as a result we see a notable decline in the 
net debt of the business, from £119.3 million at September 2015 to £110 million at the year end.  The 
leverage ratio of the Group has also demonstrated an improvement, improving from 1.9 times net debt 
to EBITDA coverage in 2015, to 1.7 times coverage in the current year.   

Now you would be aware that in October 2015, BMI repaid a maturing debt tranche of £23.1 million, 
and largely as a result of a repayment of this debt, there has been an increase in the weighted average 
cost of debt to 8.1%.  BMI is fully compliant with all of its banking covenants, with comfortable levels of 
head room and we expect that position to persist.  The business has also successfully extended the 
maturity of its existing revolving credit facility by a further year, to March 2018.  Therefore the business 
has cash unutilised debt facilities of £64 million available to it, from which to manage its liquidity 
requirements. 

Finally in this section, I would like to provide an update of the status of the UK rent transaction.  As 
already mentioned, we are pleased to advise that BMI has reached agreement on heads of terms with 
its major external landlord the Propco, with regards to a rent transaction, and while we are not in a 
position to announce the final details, I am able to sketch for you the broad outlines of what the 
transaction will entail. 
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 And these are as follows: firstly, BMI will make an upfront payment to the Propco in return for which it 
will receive a reduction in its annual rent obligations.  There will also be some amendments to the lease 
agreements and these will simultaneously make them more operationally functional for BMI and also 
more institutional quality leases for the benefit of the Propco.  You will be aware that BMI has 
announced its intention to pursue a financing transaction, in order to fund the rent transaction and also 
to refinance its existing debt.  This financing transaction will comprise of a senior Term Loan B and a 
revolving credit facility. We had hoped to be in a position to announce the conclusion of the rent deal 
before today.  Unfortunately things have taken slightly longer than we originally anticipated, but BMI 
will pursue the financing transaction as soon as the rent deal with the Propco is concluded.  This is an 
important transaction for BMI because it extends the flexibility of the business to invest further in its 
operations and therefore to also aggressively pursue its growth agenda.  We will provide further details 
to the market as soon as we’re in a position to do so.   

That concludes the review of the 2016 results. I would now like to take you through our guidance for 
2017, beginning with South Africa.  We do expect the demand for Netcare’s private healthcare services 
to remain resilient in 2017, notwithstanding the fact that we expect that there will be low levels of 
growth in the economy, and also in formal employment.  In 2017 medical schemes will be introducing 
further sizable lower cost efficiency options into the market.  Netcare has to date secured its 
participation in all the efficiency options that have been announced thus far.  These efficiency options 
do offer the potential of higher case load, but this does come at discounted tariffs, and accordingly we 
do foresee further margin pressure in 2017.  Netcare will continue to look at its cost base for further 
efficiencies and we will continue to invest in IT and other technology related projects, with a view to 
partially mitigating the margin pressures.  With regard to capex, the South African operations expect to 
spend approximately R1.7 billion of capex during the year. This will include the construction of 49 new 
beds, the finalisation of the relocation of the Netcare Christiaan Barnard Memorial Hospital, the 
significant expansion of Netcare Milpark Hospital and also growing the footprint of our oncology, day 
case and sub-acute networks.   

As Richard has already mentioned we’re very pleased to be able to announce the acquisition of Akeso 
Clinics and this will provide a national platform for Netcare, from which we can drive our mental health 
strategy. 

Turning our attention to the UK we do expect to see further grow in NHS case load in 2017.  This will be 
predominantly driven by e-Referrals, however rising demand for NHS services and also ongoing funding 
constraints do suggest that there may be some uptake in spot purchasing as well.  We would expect to 
see further growth in self-pay case load, and lastly in the PMI space we believe that ongoing claims 
management and the additional Insurance Premium Tax are likely to hamper any recovery in this market 
in the short term. 

Finally the business will continue to invest in its facilities and it expects to spend £44 million on capex 
during 2017. 



12 
 

Would you grant me a small indulgence; I would like to make use of this platform just to extend my 
recognition and my thanks to our finance teams, both in South Africa and the UK, for their tireless 
efforts in allowing us to finalise these financial results.  Thank you very much for your attention and with 
than I am going to hand back to Richard. 

We will open up the floor for questions.   

Kay Salanskin 

Good morning it’s Kane Slutzkin from UBS.  Just on margins, you spoke about a challenge going forward, 
a bit of pressure. Does that account for any upside you may or may not get from recent rand strength? 
Then on the UK, can you comment where your occupancies are at and also as you showed your margins 
have been fairly resilient despite the increased NHS case load, but you know it’s obviously been some 
good stuff with costs down etc; how much more levers do you have at that basis, you know obviously 
outside of the rental, on a pure operational basis?  Are there more levers you could pull in that regard?  
Thanks. 

Keith Gibson 

Alright thanks very much. I think I’m going to ask Jill to address the UK specific questions.  I think your 
first question was with regard to South African margins and what the impact of a stronger rand will be 
on that, is that correct?  I think the exchange rate does affect us in a number of ways, but bear in mind 
that a lot of our costs are straight pass throughs, and therefore to the extent that prices rise or prices 
fall, those are passed on and although it doesn’t impact the rand EBITDA it may have an impact on 
margins.  We are not necessarily signalling any specific margin changes as result of currency, it was 
rather weak in the first half of the financial year. We obviously faced certain pressures from suppliers at 
that point in time, but we’ve now moved into the opposite situation at the moment. So we’re not 
specifically flagging any major exchange rate related margin implications to the market. Then I think 
with regards to the UK possibly I can hand over to Jill to deal with those. 

Jill Watts 

 In terms of ongoing initiative to drive margins, we continue to look at all aspects of the business in the 
UK. In terms of initiatives to continue to protect margin, there are a number of opportunities still in the 
UK. We constantly look at all aspects of the business, from better supply management to better human 
resource costs, but also we’re continuing on a journey of reengineering all our processes, and the care 
path particularly, as more and more patients are moving surgical procedures to day  and outpatient 
services, so there is always more to do. 

Thanks very much I saw Avinash Kalkapersad from Deutsche Bank had his hand up. 

Avinash 

Thanks very much for the presentation guys and congrats on a good set of operational results.  Just two 
questions from my side.  The first one: you guys sort of mentioned previously that you weren’t adverse 
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to the attractive international opportunities, is that still the case particularly with the strong South 
African balance sheet behind you.  I heard the diagnostic imaging market in the UK in particular is a 
pretty strong growth area; and then the second point just on Christiaan Barnard Hospital is that, does 
that behave from a financial perspective as a greenfield hospital? Can we expect a ramp up in 
occupancies and diluted margins initially? 

Keith Gibson 

Thank you Avinash . So I think firstly, with regard to international expansion. Yes we have said that is 
something that we not adverse to and have been looking around.  I think that position remains 
unchanged.  Obviously what is essential is to find the right asset of good quality and at an appropriate 
price.   So I don’t think we signal any change in that respect.  With regard to the Christiaan Barnard 
Hospital itself. It is a relocation rather than a greenfields build so we are transferring the business 
across.  Also there has been tremendous interest from doctors so we will open that facility with very 
strong doctor support, which in  itself will not result in the typical type of greenfield ramp up and impact 
on margins.  I think however what Richard did allude to earlier on is, just bear in mind that we are 
moving from an owned facility into premises which are subject to a hybrid lease model.  So we will be 
paying a rental but obviously to the extent we’ve had to equip the shell, there is also a related 
depreciation charge. 

Thanks, are there any other questions.  Good, well I don’t see any further questions.  Thank you very 
much for your attendance. 

Curator 

This question is from Mathew Menezes from Citi Bank. Jill spoke of efficiency benefits as supporting the 
margin in the UK, in spite of funder mix, could you elaborate on what some of those projects have been? 

Keith Gibson 

Right, thanks, Mathew, I think we have covered that in Jill’s earlier question. 

Thank you very much for your attendance, please join us for tea afterwards. 


