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Dr Richard Friedland 

Good morning ladies and gentleman and a very warm welcome to all of you, to Netcare Limited 

Unaudited Group Results for the six months ended the 31st March 2016. May I also welcome the 

Chairman of Netcare Limited Mr Meyer Kahn, our Deputy Chair Thevendrie Brewer, members of the 

Netcare Board, Senior Executives and Management who are present and all of those of you who are 

listening on our live webcast.   

As is our custom I will talk through the performance of the Group as a whole and then delve into the 

South African operations in more detail before handing over to Jill Watts, BMI Healthcare’s CEO, to 

take us through the United Kingdom’s performance in more detail and finally Keith Gibson, Chief 

Financial Officer for Netcare, will take us through the financial results and give us some guidance to 

the remainder of the year, both in South Africa and the United Kingdom.   

So just before I delve into the Group overview in some detail I would like to make some high level 

observations about our performance.  The last six months have really been about establishing a new 

base in both South Africa and the United Kingdom, albeit for different reasons.  In South Africa you 

will be aware, that towards the end of the 2015 financial year we brought on a significant amount of 

capacity. Some 6% was added to our hospital network, including two new hospitals, and whilst they 

are performing extremely well, have yet to contribute to earnings. These beds are now fully 

operational, and we are absorbing significant depreciation charges and finance costs that were 

previously capitalised during the development phase.  We have also had a significant change in mix 

which I will talk to in more detail a bit later, as well as in the United Kingdom, for a very different 

reason. This is the very first year we are seeing no exceptional items of a once off nature occurring, 

something that has characterised our results for several years and does impact on the comparability 

of these six months versus the six months last year, particularly at an adjusted head line earning per 

share level.   

Just to remind you of the size and scale of our operations. We run 113 hospitals comprising 13 218 

hospital beds and 93 primary healthcare facilities of which 90 are located in South Africa. 87 retail 

Pharmacies, 60 renal dialysis facilities, 85 Netcare 911 emergency bases and seven Netcare training 

colleges, all in South Africa. As I have said in previous presentations, far more important than the size 

and scale of the network and our assets, are our people. We are incredibly privileged to be able to 

employ over 30 000 people in Netcare. At this juncture I really want to pay tribute to and thank our 

senior management teams and staff across our various geographies for their enormous contribution 

and hard efforts in producing these results.   

So, taking a look at our Group results, certainly at a South African level, we have had very good 

demand for services across all divisions, despite low economic growth within the South African 

environment.  Our hospital division under the leadership of Jacque du Plessis, has been very busy in 
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integrating the new capacity that we brought on at the end of 2015. We have unfortunately had our 

margin impacted by significant expense inflation, the fact that our two new hospitals are in a ramp-up 

phase and have yet to contribute to earnings and a significant change in case mix from high revenue, 

high income, surgical cases to far more medical cases. I will speak to that a bit later. Primary Care, 

under the leadership of Dr. Charmaine Pailman, has been very focused on expanding its network of 

day theatres and sub-acute facilities.   

Looking at the United Kingdom over the past few years, the private healthcare market has under gone 

a structural change. Growth in demand has traditionally come from the PMI market, in other words 

Private Medical Insurance, we haven’t seen that occurring for several years, in fact growth in demand 

is now being driven by self-paying patients and public patients wanting to access the private sector 

through the NHS Choose and Book which is now known as the e-Referral program. As a result of this 

NHS funded patients have increased to 41.1% of our case load, over the past six months.  And 

despite an improving economy in the United Kingdom, the PMI market remains challenging and I am 

going to allow Jill Watts to talk to us in more detail on that during her presentation.   

If I can draw your attention, Ladies and Gentlemen, to these donut charts or circular graphics, first you 

will see on the left hand side that revenue was largely evenly split between South Africa and the 

United Kingdom, with South Africa accounting for about three quarters of our EBITDA and the United 

Kingdom the remaining 26%, as a result of the rentals paid by BMI to the PropCo in the UK. As a 

result of very different capital structures, in the United Kingdom, the majority of Netcare’s earnings are 

currently derived from South Africa.   

Looking at the numbers, revenue was up 15.4% to R18.8 billion, EBITDA, 13.6% up to R2.6 billion 

and headline earnings per share rose 10.9% to 90.3 cents. Adjusted headline earnings per share rose 

by 0.2% largely as a result of a reduction of the exceptional items of a once off nature that didn’t occur 

this year but were in the base last year. As a result we have maintained the interim dividend at 38%.   

Turning now to South Africa, and just a quick reminder that we run 57 hospitals across Southern 

Africa including public, private partnerships, with almost 10 000 beds in South Africa and the 

remainder in Lesotho. We’ve added some 33 renal dialysis stations to our network and four retail 

pharmacies to our network of pharmacies. We will be adding further capacity in Primary Care that I 

will speak to later and also to our hospitals that Keith will mention in the update for the remainder of 

the year.   

So looking at our financials, in South Africa, revenue rose pleasingly by 8.5%, really driven by volume 

growth and price inflation, but impacted by negative case mix with a shift to lower income medical 

cases from higher income surgical cases. Our margin was unfortunately impacted in South Africa due 

to expense inflation in the Hospital and Emergency Services division, and that was partially offset by 

an uplift in margins in the Primary Care division, that I will speak to later. As already mentioned, our 

operating profit margins were impacted by the depreciation that we have now absorbed as a result of 

these new beds becoming operational. We saw very good demand for our services across South 
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Africa with patient days growing by 2.8% for this period. That’s double what we achieved last year 

despite the fact that Easter occurred in March this year and in April last year. In fact patient day 

growth was approximately 4.0% to the end of February and again year to date to the end of April is 

back at 4.0%. Quite expectedly, occupancy was diluted by the new beds by some 2.2%, and full week 

occupancy coming in at 64.4%. Our week day occupancy also reduced from 72.5 to 69.9%.   

Both our new hospitals, Polokwane and Pinehaven, are performing very well and recorded 

occupancies over 50% in February and March, and this was a milestone we only expected to achieve 

at the year end.  As I have said we have seen this shift in mix from surgical to medical, at a lower 

income per admission, which impacts both our margin and our revenue, and unfortunately even 

though we have very significant efficiency programs embedded in the Group that will last for the next 

3 to 5 years, these were not sufficient to outweigh some of the cost pressures we absorbed over this 

period. I’m pleased to say we are still attracting specialists to our Group and over the six months we 

were able to grant practicing privileges to 117 new specialists.   

So unpacking this abbreviated income statement for Hospital and Emergency Services. Revenue is 

up 8.9% as a result of the patient day growth. Revenue per patient day is up 5.2%, in spite of the high 

inflationary environment that we are in, but again off set by the negative case mix with surgical 

patients contributing 61.5% of our admissions down from almost 63% for the same period last year. 

EBITDA was affected by rising inflation and currency weakness, which really impacted our cost of 

sales and operating costs. Again our two new hospitals in ramp-up phase are not yet contributing to 

EBITDA. We have also seen a significant increase in wage inflation, higher than tariff inflation this 

year. The reason this occurred was that when we negotiated tariffs for the 2016 year towards the last 

quarter of last year, CPI was at an all-time low of approximately 4%, and when it came to negotiating 

salaries at the beginning of this year, inflation had increased substantially.   

I have already made the point regarding depreciation. Underpinning all of our results both in South 

Africa and the United Kingdom is our on-going commitment to providing outstanding care for our 

patients and improving our quality, our safety and our patient experience. We do this by developing a 

culture of quality leadership that has been embedded through the leadership of Dr Dena van den 

Bergh over the last 5 years, and also embracing a quality system known as the Triple Aim Objective.  

Here you can see on the left hand side, we are trying to provide the best patient experience with the 

best possible outcomes, in the most cost effective manner. We really divide our 300 odd 

measurements, into three broad categories, and I want to show you some of the improvements we 

have been able to achieve over the last few years.   

In terms of medical outcomes we have been able to reduce the over use or abuse of antibiotics in our 

Network by more than 10%. This is a critical factor, Ladies and Gentlemen, because it’s been shown 

to be one of those direct factors involved in super bug infections in hospitals. I am also pleased to say 

that we’ve been able to reduce our in-hospital mortality of patients who arrive at our door step with an 

acute myocardial infarction or heart attack, a very significant statistic for us. In terms of patients’ 

safety, we have virtually eradicated central line associated blood infections that are from drips and 

3 
 



central lines as well as ventilator acquired pneumonia. These are two very high risk areas of potential 

infection for patients entering a hospital, and then in the terms of the patient outcomes, we bench 

mark ourselves against 4 000 hospitals in the United States. We have outperformed in most 

categories, but we do have one or two areas of development, and in those areas we have shown very 

good improvement.   

In pain management we have improved significantly, and I hasten to add that when you compare our 

pain management to the United States, the United States is known to have very high levels of opioid 

and analgesic use in their hospitals. So this is not an exact comparison, but certainly in terms of 

nursing communication we have shown a very significant improvement.   

Just a quick picture of the new Netcare Christiaan Barnard Memorial Hospital, being built on the Cape 

Town foreshore, which we hope to open later this year, in December. It will replace the existing 

Netcare Christiaan Barnard hospital in the City Bowl and just to point out that here on the left hand 

side you can just see the start of what is known as the Chevron Building, abutting the hospital. We are 

hoping to put a new Medicross facility, a 24 bed day theatre facility, a 36 bed step-down facility, 

potentially a 30 bed mental health unit, renal dialysis unit, several consulting rooms and facilities for 

allied health professionals. Taken together with the hospital all in all, this will be the largest medical 

precinct of its type in South Africa.   

Turning to Primary Care we have seen a very stable performance in the Medicross family medical and 

dental centres and a good result in Prime Cure. Revenue rose by 2.7% to R573 million. There was 

significant leverage at the EBITDA level, an increase in the margin of 100 basis points, essentially 

due to operating efficiencies, but also importantly due to the unwinding of certain managed care 

contracts at the end of December 2015.   

Just in terms of an update on Primary Care, the management of Primary Care has been very focused 

on changing our strategy, to expand our national network of day theatres and sub-acute facilities and 

during this period, we acquired two sub-acute or step down facilities, a 16 bed facility in 

Pietermaritzburg and a 20 bed facility in Amamzimtoti. We are busy planning further growth projects 

in 2017 and 2018 and the ones we are able to announce today include four new day theatres in 

Kimberly, Upington, Richards Bay and adjacent to our hospital in Cape Town, the Netcare Christiaan 

Barnard Memorial hospital, and three new sub-acute facilities in Hillcrest, Richards Bay and again 

adjacent to the new Netcare Christiaan Barnard Memorial hospital in Cape Town, and as I said there 

are some further developments in the pipeline.   

Lastly just a comment on regulations, you will be aware that Government released the NHI white 

paper in December 2015. The proposed NHI changes the way public healthcare is funded and it looks 

at raising the spend from 4.0% to 6.6% of GDP.  Importantly it introduces for the first time the capacity 

to contract with the private sector. Initially with emergency services and GP’s and in the latter years 

it’s contemplated to contract with private specialists and hospitals, and as a group we welcome this 

development. As you would have seen in the United Kingdom, we have extensive experience in 
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contracting with Government and doing large scale work on an on-going basis. We think this is a real 

opportunity for the private sector to partner with Government in improving access and the quality of 

care to state funded patients.   

In terms of the Private Healthcare Market Inquiry, you are aware that is in full swing, and we have 

made very extensive submissions during the last three years. We are still waiting to see position 

papers on this from the Healthcare Market Inquiry. It was due to produce a final report with 

recommendations potentially by the end of 2016, and we understand that may possibly be delayed.   

Ladies and Gentlemen, that concludes my section of the presentation. I would like to call upon Jill 

Watts to take us through the United Kingdom.  Thank You.   

Jill Watts 

Thank you, Richard.  Good morning everybody.    

To start my presentation I would like to give you a brief refresh on the size and scale of the UK 

market.  BMI Healthcare remains the largest private hospital group in the UK with a wide foot print of 

hospitals, spread right across the country.  Our portfolio is made up of 59 sites, 13 of them being 

located in the greater London area.  We have 2 797 registered beds and we offer a broad range of 

complex services, which have traditionally been surgically based, but more recently we have been 

expanding into a broader range of acute medical services.   

We have the widest network of critical care beds in the UK private hospital sector, 32 of our sites offer 

dedicated cancer units and by the end of this year all of our cancer units will be accredited with the 

internationally recognised MacMillan Award, and will offer patients access to an integrated electronic 

patient pathway.  We currently work with over 6 500 consultants and we employ over 9 000 

permanent staff.  90% of the UK population, with private medical insurance live within 60 minutes of a 

BMI facility and we have a strong commitment to clinical quality and patient satisfaction and we work 

hard to put the patient at the centre of everything that we do.   

So what’s happening in the UK market?  Well overall demand for healthcare continues to rise steadily 

with the population predicted to reach 70 000 000 by 2027. The number of over 65 year olds who are 

the main users of the health service is predicted to rise rapidly over this period driven by the 

increasing incidents of chronic disease.  Demand funded by private medical cover however, remains 

challenging, and we continue to see self-paid demand strengthening as NHS waiting lists grow.  It is 

interesting to see that the main driver of growth now, across the whole private sector in the UK, is 

coming from NHS outsourcing. Outsourcing of NHS activity continues to be driven by the ‘any 

qualified provider’ regime, which gives people  a choice of whether to use the NHS or to use a private 

provider for elective surgery and this work is paid at the same tariff, whether the work is delivered by 

NHS or whether that work is delivered in the private sector.   

The donut graph that you see here on the slide, sourced from Lang and Buisson, shows that private 

funding, including self-pay and overseas, accounted for 70% of private hospital revenue in 2015. 
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However these percentages continue to decline, and over the last decade NHS revenue in private 

hospitals, has increased from 5% to 30%. The growing demand has been driven by the capacity and 

financial pressures within the NHS which have pushed waiting lists to their highest levels since 2008.  

One in 20 people in the UK are waiting for treatment, diagnostic waiting targets have not been met for 

nearly three years, and the 62 day cancer target has not been met for over two years.   

In last year’s Government spending review, it was announced that an additional £3.8 billion of funding 

would be front loaded into the NHS from the beginning of this financial year, which commenced in 

April. Monitor also announced for the first time in over seven years that the NHS tariff would have an 

uplift of approximately 1%.  Whilst we’ve seen particular pressure in the first half of this year on the 

current financial constraints that the NHS is experiencing, we are confident that the long term view, 

based on the growing demand that we’re seeing, that demand will need to be serviced, and despite 

some of the barriers that were put in place by the NHS, we see strong political commitments still to 

reduce waiting lists and to utilize the capacity that’s available in the private sector. Despite all the 

political noise we continue to hear, the independent sector still only delivers approximately 4.5% of 

elective surgery in the UK.   

Moving on to the business update, our overall case load in the first half was impacted by a slow-down 

in NHS activity, and this was compared to the strong growth that we saw last year, when additional 

funding was made available to reduce the waiting lists leading up to the UK general election and 

obviously a big political imperative last year.  The first half has also been impacted by the early Easter 

which fell in March as opposed to April last year.  As we had anticipated we have seen strong growth 

in April and to allow for a better comparison to last year I will include some references to our April 

year to date position.  

In the first half BMI delivered 2.6% growth in overall activity which increased to 3.3% year to date at 

the end of April.  Our inpatient day case activity saw a 0.4% increase rising to 1.2% when adjusted for 

April, and our outpatient activity grew by 3.1%, rising to 3.7% when adjusted for April.  Outpatients, 

which includes diagnostic services, minor procedures, and outpatient visits, continues to be an 

increasing part of the business.   

As I have already indicated NHS case load in the first half was impacted by the comparison to the 

strong activity we saw last year.  NHS inpatient and day case load increased by 5.4%, rising to 6.5% 

in April with Choose and Book or e-Referrals growing by 8.5% in the first half and 9.4% if we include 

April.  Over 80% of our NHS admissions are driven by e-Referrals, and whilst the growth in the NHS 

case load is a positive thing for the UK, the lower tariff puts pressure on our overall revenues.   

In terms of private demand, that continued to remain soft with the first half showing a 2.9% decline 

and 2.2% adjusted for April, insurers in the UK continue to actively manage their costs through 

stringent claims management processes and directional products. The decline in overall private 

activity was counter balanced by 4.6% growth in self-pay, which was also driven by the increasing 

waiting lists and strong marketing campaigns.   
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We continue to invest in growing the acuity proposition across our estate to help counteract the on-

going migration that we are seeing from inpatient procedure to day case procedures, and this shift is 

being actively driven by all funders who are increasingly driving case load towards day and outpatient 

models. We have continued to focus our business model on growth in all payor groups, but as 

depicted in the graph, NHS now accounts for over 41% of our activity, compared to 28% back in 

2012.   

The NHS is also becoming much smarter at cherry picking and keeping the more profitable work in-

house and directing the less acute work to the private sector.  So to compensate for the on-going 

shifts that we are seeing and to protect BMI from margin erosion, we continue to focus on ways to 

keep re-engineering our business. We do recognise that some of the strategies that we have, 

particularly around investment, will take time to bear fruit and we have specifically focused on 

investment in growing complex case load, developing national strategies around growing complexity, 

in surgery and acute medical areas such as oncology and cardiac services. We keep our focus on 

ways to further streamline the patient pathway to free up additional capacity in our facilities.  We 

continue to focus on efficiencies in all areas of our business and re-engineering the work force to 

address agency and work force issues.   

So what has changed over the past six months? We have continued to refine and simplify our 

organisational structure and we have also made a number of changes across our senior leadership 

teams, to ensure that we are well positioned to deliver on our five year vision for BMI.  We have a 

clear corporate vision that was put in place last year and this is supported by detailed operational 

plans, right across the business. Our disciplined operating model focuses on business growth 

ensuring that we have the right people in the business and that we establish strong relationships with 

our key stakeholders.   

We continue to focus on ways to drive operational efficiencies and to ensure that we have a strong 

governance framework in place and that patient’s safety remains at the heart of everything that we do.  

In the last six months we have recruited over 300 new consultants, we visited over 6 700 GP 

surgeries to promote our services.  We have hosted over 4 000 GP and Consultant educational 

training events.  Establishing GP and consultant relationships is critical to our future in the UK, and to 

the future success in the promotion of services across all payor groups.  In the last six months, 23 of 

our sights have been successfully inspected under the new much more rigorous Care Quality 

Commission inspection regime that has been rolled out across the UK.   

Satisfaction with the overall quality of care in BMI is currently at its highest level, having risen to 

98.4% up from 98.2% this time last year. 99% of NHS patients said they would recommend BMI 

Healthcare to their family and friends, and when you compare BMI’s rating to all hospitals across the 

UK, both private and NHS, we have three hospitals rated in the top ten and our Chilton hospital and 

our Priory hospital actually take out the number one and number two hospital positions, as the highest 

scoring hospitals in the UK. 98.9% of our patients are very satisfied with the care delivered by our 

consultants and 95% of staff are fully committed to doing their very best for BMI.   
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So turning to the finances, in the first half of the year BMI saw a revenue decline of 1.4% with 

revenues affected by a number of factors.  The payor mix changes and the on-going shift of funding to 

a day and outpatient model, NHS tariff which was down year on year in the first half, the comparative 

figures in 2015 which were particularly high, caused by the spike in spot activity from the additional 

funding that was put into the system in the run up to the UK general election, and also from the timing 

of Easter, which fell in April last year but March this year. As mentioned earlier we did have a strong 

April and trading has already normalised for some of these factors.   

EBITDA before the non-recurring items, which is shown separately on the slide, was down £1.4 

million or 4.4% with margin down 20 basis points, and it should be noted that this reflects the 

absorption of fixed costs, including rent, which did not fluctuate with activity during the period, as well 

as the revenue pressures that I mentioned earlier.  Effective cost management during the period 

provided substantial mitigation to the revenue pressures and, as guided in the 2015 full year results, 

there were no restructure costs in the first half and the only exceptional item of a non-recurring nature 

was a £2 million credit arising from the reversal of an impairment. Net of all these effects, reported 

EBITDA was 26.4% higher, with reported operating profits up £6.9 million to £13.6 million, an 

improvement of a 103% with a resulting increase in both EBITDA margin and reported operational 

profit margin.   

Finally a few comments on investment.  During the year we continued to take a strategic approach to 

investment and link our capital plans to our five year vision, supporting growth in complex services 

and national service lines, such as oncology and investment in new technology.  We are on track to 

spend £43 million in capital investment this financial year, and our spend includes rolling out a new 

look and feel refurbishment program across the portfolio, and projects to enhance revenue generation 

and to maintain hospital infrastructure.   

The pictures that you can see on the slide show some of the recent investments that we have made in 

BMI, including a new MRI scanner at our Three Shires hospital in North Hampton, new intensive care 

isolation pods and an endoscopy suite at our Clementine Churchill hospital in London, and a 

refurbished cancer care facility at Bishops Wood again in London.   

Part of our overall growth strategy in the UK, which does not involve capital investment, is to free up 

additional capacity within our theatres and our beds by better management of the patient pathway and 

better management of theatre utilisation so that we can backfill our theatres and our beds, with 

additional patients, including medical patients who need to stay in and require an overnight bed.   

That’s all from the UK.  Thank you and I would like to hand you over to Keith who will take you 

through the financials.  Thank you. 

Keith Gibson 

Thanks very much to Richard and to Jill and good morning Ladies and Gentlemen. After going 

through a detailed review of the trading results in both South Africa and the United Kingdom, I want us 
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now to turn our attention to the unaudited Group interim results for the six months ended 31 March 

2016.   

By way of overview, the Netcare Group was able to deliver a solid set of financial results for the first 

half of the 2016 financial year. We have worked very hard to integrate the significant new capacity 

that was added in South Africa during the course of 2015. Now, with 584 new beds being brought into 

use and notwithstanding the fact that our two new hospitals have yet to make any meaningful 

contributions to EBITDA, the business has still had to absorb the related depreciation charges as well 

as the finance charges, which according to the accounting standards were capitalised during the 

construction period. But not withstanding these extra charges, the Group is still able to report strong 

growth in its profit after tax and the Netcare Group is also able to present a healthy balance sheet at 

31 March 2016, which is underpinned by comfortable levels of gearing and leverage.   

So let’s now take a look at the summarised statement of profit and loss for the six months ended 31 

March 2016. We see that revenue for the six months has amounted to R18.8 billion growing by 

15.4%. The South African operations grew their top lines, but local currency revenues in the UK 

reduced. However, the weakness of the rand during the course of the reporting period has contributed 

significantly to the overall uplift in consolidated rand denominated revenue and this partly explains 

some of the differential between the increase in Group revenues and Group EBITDA and as usual I’ll 

unpack the impact of currency conversion in more detail in my next slide. Group EBITDA of R2.7 

billion grew by 13.6%, and Group EBITDA margins reduced very slightly by only 20 basis points. The 

increase in EBITDA has been achieved, notwithstanding the fact that in South Africa, as mentioned, 

the two new hospitals have yet to make any meaningful contribution at this line. In the UK, where we 

have had to absorb a period on period increase in the level of rentals paid to the GHG property 

businesses of R357 million, which has been considerably impacted by currency conversion, and this 

is offset by the R109 million, worth of restructuring costs that are included in the 2015 results.   

Our operating profit of almost R2 billion, has grown by 11%. This has been negatively impacted by the 

additional depreciation in South Africa arising from the 2015 bed expansion, and by currency 

conversion in the UK. Our net financial expenses have actually reduced from R298 million to R249 

million and this has benefited from the pound denominated interest income which Netcare has 

accounted for on the economic interest that it holds in the debt of BMI Healthcare.  I should also point 

out that this line contains non-cash fair value charges of R41 million in the current period, as 

compared to R107 million in the prior period, which arise on the mark to market revaluation of RPI 

swaps which are related to certain of BMI Healthcare’s property leases.  

Group taxation has increased from R426 million to R452 million and this represents an effective tax 

rate for the Group of 25.4%. Lastly profit after taxation has grown to R1.3 billion for the six months 

which represents an increase of 20.7% against the R1.1 billion in the comparative period.   

The rand has been particularly volatile during the course of this reporting period and as a 

consequence currency conversion has had a much bigger role or impact on the Group results than we 
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have experienced in recent reporting periods.  In fact the average exchange rate at which we convert 

the items of income and expenditure increased dramatically by 24.4% to R22.10 for the six months 

ended March 2016 and this compares to R17.76 that was applicable for the prior period six months.  

Interestingly despite some large fluctuations during the course of the reporting period, the closing 

exchange rate of R21.20 only weakened by 1.2% against the closing rate of R20.94 applicable at 30 

September 2015.   

So if we have a look at our revenue and EBITDA when measured in constant currency terms, we can 

see that the weakening of the rand against the pound has added almost R2 billion to the revenue line 

and R136 million to the EBITDA line. Therefore when measured in constant currency terms, the 

Group has actually been able to deliver strong operating leverage by converting a constant currency 

increase in revenue of 3.6% into a constant currency increase in EBITDA of 7.8%. From an 

operational perspective this is something that we monitor and we’re pleased with that result.   

This next slide is rather complex and I’m going to talk through it slowly as I try to unpack some of the 

factors influencing certain of the outputs on this slide.   

To begin with Group headline earnings per share has grown by 10.9% to 90.3 cents for the six 

months and this is split into growth of 1.8% in the headline earnings per share of the South African 

operations which is due to a combination of the pressure on margins and also the higher depreciation 

and finance charges resulting from the 2015 bed expansion. With regard to the contribution of the UK 

business to HEPS, we see that has moved from a minus 3.8 cents in the prior period to a positive 

contribution now of 3.6 cents, benefiting from the non-recurrence of the prior periods restructuring 

costs.   

Now we also present an adjusted headline earnings per share figure in which we strip out the effect of 

once off exceptional items. Those items are items such as the UK restructuring costs, the Competition 

Commission expenses and also the impact of changes in tax rates, as well as adjusting for non-cash 

fair value movements related to our swap instruments.   

Now beginning with the March 2016, you will see that if you compare the HEPS which is set out in the 

top section of the table against the adjusted HEPS as set out in the bottom section of the table, there 

is no noticeable difference between the two metrics and what this means is that the adjustments to 

the headline earnings have been only minor in the current period.  However, if we turn our attention to 

the March 2015 column you will note there has been a significant uplift between the HEPS and the 

adjusted HEPS. This comes through mainly in the UK number, which obviously in turn flows through 

into the Group result. Now the adjustments to headline earnings in the UK during six months ended 

March 2015 amounted to a net add back of R105 million and it arose primarily from two sources. The 

first is the non-recurring restructuring costs which were incurred in that period and the second is the 

non-cash fair value adjustments on the swaps, which were quite substantial during the first half of 

2015. And as a result the six month base to 2015 against which we measure our current year 
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performance is substantially higher when we calculate adjusted HEPS than it is for purposes of 

calculating pure HEPS.  

So with that explanation out the way let’s turn our attention to our period on period performance in 

terms of adjusted headlines earnings per share and we can see that adjusted headline earnings per 

share amounted to 91.0 cents for the six months increasing marginally over the prior period.  The 

South African business has grown its adjusted headline earnings per share by 1.3%, to 87.9 cents, 

whilst the UK’s adjusted headline earning per share has reduced from 4.0 cents to 3.1 cents.   

Let’s now take a look at the statement of financial position. We see that at 31 March 2016 total assets 

of the Group amounted to R31.8 billion and this compares to approximately R31.7 billion at 

September 2015. I’ve already mentioned that the closing exchange rate weakened only marginally by 

1.2% between September 2015 and March 2016 therefore currency conversion added only marginally 

to the asset base, as you can see reflected in the third column here.   

We continue to invest in and to expand our hospital and auxiliary facilities and we’ve invested 

approximately R1.1 billion during the course of the six months. Of this R886 million has been invested 

in South Africa and R202 million in the United Kingdom. Total shareholders’ equity has increased by 

R650 million measured in constant currency terms over the course of the last six months. The 

Group’s leverage remains very comfortable as measured by the net debt to EBITDA ratio of 1.3 times, 

which compares to 1.2 times at both March and September of 2015. Group interest cover at 10.4 

times is also strong as compared to 11.2 times in September 2015 and 9.6 times a year ago at March 

2015. Therefore Netcare’s operational performance is under pinned by a secure Group balance 

sheet.   

As we usually, do let’s take a more in-depth look at our debt balances and beginning with South Africa 

we see that our net debt levels on 31 March 2016 amounted to just under R4.2 billion and that has 

increased year on year by R579 million from net debt levels at 31 March 2015. This also represents 

growth of R861 million from net debt levels at 30 September 2015, but I should point out that this is 

after utilising R2.2 billion to fund cumulative capex, tax and divided payments.   

The cash balances of the Group have normalised from the unusually high balances that were 

reflected on balance sheet at March and September 2015, and the leverage of the SA operations 

remains very comfortable at 1.1 times. Now we are in a rising interest rate environment and our cost 

of debt has increased, but we’ve been able to contain the extent of the increase to only 40 basis 

points and that’s been achieved though the proactive fixing of interest rates on approximately 68% of 

our total borrowings.  We see that net interest paid has reduced from R62 million to R37 million, and 

that has benefited from interest income of R91 million that has been recognised on the economic 

interest that Netcare holds in the debt of BMI. This has been offset by higher finance charges as a 

result of the higher levels of borrowings, due to the 2015 expansion capex.   

Interest cover for the division remains very strong at 44.7 times. I can also advise that earlier in the 

year we renewed our credit rating with rating with A for long term and a rating of A1 for short term and 
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with effect from 1 April 2016 Netcare has actually increased its capacity under its domestic medium 

term note program from R5 billion to R7.5 billion.   

Therefore at the half year, Netcare had cash and unutilised debt facilities of approximately R7.1 billion 

available and the division certainly has more than adequate flexibility to manage its future capital 

requirements.   

If we take a look now at the debt of BMI Healthcare in the UK we see that net debt levels have 

increased slightly from £119.3 million at September 2015 to £121.1 million by March 2016. These 

debt levels are inclusive of the economic interest that Netcare holds in BMI Healthcare’s debt of £75.3 

million which equates to roughly to 45% of the gross borrowings of the business. This means that 

external debt to third parties amounts to around £93 million.   

The leverage of the UK operations also remains comfortable sitting at 2.0 times, as compared to 1.9 

times at September 2015. You should already be aware that in October 2015 the business repaid the 

maturing debt tranche of £23.1 million, and as a result the cost of debt has increased to 8.3%, which 

may look high in a UK context, but I must point out that this weighted average coupon is inclusive of 

the return that Netcare earns on its debt interest and in fact the weighted average cost of the debt 

package to external parties is only 4.8%.   

The business has met all of its banking governance with comfortable levels of head room and that is 

expected to continue. The business has cash of £47 million on its balance sheet with which to 

manage its liquidity needs. Lastly with respect to the on-going discussions with the Propco with regard 

to a mutually value enhancing rent reduction transaction, I am able to report that the discussions are 

still underway. It is taking longer than we initially anticipated for the parties to reach an agreement on 

terms, however given the long term implications for BMI Healthcare of any rent reduction transaction, 

it is essential that we ensure that we can agree a position that is right and fair for GHG, for their 

shareholders and therefore also for Netcare.   

Let’s now take a look at our expectations for the balance of the 2016 financial year and beginning in 

South Africa. While we don’t expect to see any improvement in the general overall economy we do 

expect that the demand for private healthcare will prove to be resilient.   

As the significant new capacity that was added in last year, gains traction we do expect to see an 

improvement in our own overall occupancy levels. Netcare will continue to drive business projects 

and, operational efficiency programs that are focused on optimising and automating our system and 

our processes. We expect to add 85 new hospital beds in the second half of the financial year and 

lastly we continue to evaluate potential international expansion opportunities.   

Turning to the UK we do expect to see further growth in case load. This will be driven predominantly 

through NHS e-Referrals, although we do expect to see some growth in the self-pay segment as well.  

For the first time in seven years the NHS has announced a tariff increase of approximately 1%, and 

this took effect in April 2016. The business remains very well positioned to benefit from volume growth 
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particularly as budgetary and capacity constraints in the NHS continue to mount. There will be further 

focus on the cost base of the Group and operational efficiencies and as Jill has mentioned BMI will 

continue to invest in its infrastructure and expects to spend approximately £43 million on capex during 

2016 financial year.   

That concludes my section other than to convey a word of thanks and appreciation to my finance staff 

for their collective contributions in producing the interim financial statements and the related 

presentation material. Thanks very much for your attention and we will open up for questions.  

Question 1: 

Hi Keith, just one question from my side regarding the 110 basis point decline in margins in South 

Africa.  How much of that is actually due to the ramp-up of the new hospitals and how much of that is 

underlying margin pressure coming through, because I would expect H2 occupancy rates to start 

improving and we saw the strong occupancy rates in the new hospitals in February and March, that 

should be positive for margins?  

Keith Gibson: 

I think really that goes to guidance in terms of our EBITDA margin going forward and you as know we 

don’t typically give guidance on margins but we can unpack and comment on a couple of the factors 

that have influenced our margins at the half year. I think going forward we don’t really see a change in 

the inflationary pressures in South Africa and we know that the rand is going to remain volatile. We 

also know that increases in terms of tariffs and wages are now locked in for the balance of the second 

half of the year. With regard to our new hospitals and our new capacity as they gain traction and 

move towards maturity we do think there is some opportunity on that front. What is very difficult to call 

is the impact of mix, surgical versus medical, but what I can say is that the new doctors that we have 

taken on during the course of the six months have a strong weighting towards surgical disciplines. 

Are there any other questions? 

Keith Gibson: 

With that we would like to thank you for your attendance and we will conclude the presentation here. 

Thank you. 
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