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Good morning Ladies and Gentlemen, and may I welcome you to this year’s audited Group results 
for Netcare Limited, for the year ending 30 September 2017.  I would like to recognise the presence 
of our Chairman Mr Meyer Kahn, our Deputy Chair Thevendrie Brewer, other members of the 
Netcare Board, senior directors and executives, and as I’ve always done, may I at the outset thank 
our management team and staff across our different geographies for their extraordinary efforts, 
resilience and hard work over the past year.   

In terms of today’s presentation, I will take you through an overview of our Group results and then 
delve in more detail into the operational performance both in South Africa and the United Kingdom, 
then I’m going to hand over to our Chief Financial Officer, Keith Gibson, to unpack our financial 
performance in more detail, and share with you our guidance for the 2018 year. 

In terms of the Group overview, just a brief reminder of the comprehensive network of services we 
provide in the United Kingdom, Lesotho and South Africa. Overall we have 115 hospitals, comprising 
13 403 hospital beds, 621 theatres, and 96 primary care centres. In South Africa we have an 
extensive network of dialysis facilities, some 63 facilities throughout Southern Africa, 84 Netcare 911 
bases, and seven training colleges. As I’ve emphasised in the past, far more important than the 
assets that we own and manage, are our people. We are privileged to employ over 30 000 
employees in South Africa and the United Kingdom.   

We’ve experienced an extraordinarily challenging year, both in South Africa and the United 
Kingdom.  A common feature of both our geographies is that we’ve seen demand management 
being introduced in terms of patient admissions into our hospitals. In the UK, this has been led by 
the NHS in terms of restricting elected surgical admissions into the NHS, and by the private sector, 
and here in South Africa, an industry wide tightening of the preauthorisation of hospital admissions. 
As a result in South Africa we’ve seen a decline in patient days of 1.0% for the full year.  I’m pleased 
to say that this has recovered in the second half. We’ve seen growth in the last quarter of 2017, and 
that trend has continued into October and November, in other words, the first two months of the 
new financial year.  Unfortunately our earnings in South Africa have been negatively impacted by a 
very poor performance in our Emergency Services division, particularly in our Mozambique 
operations, which we alerted the market to in our first half results. In addition we have a non-cash 
prior year accounting error, and I’ll talk to the impact of that a bit later. 

In terms of the United Kingdom we experienced a very poor second half performance. As a result of 
this, we’ve taken a number of large non-recurring, non-cash accounting adjustments, particularly to 
goodwill, to fixed assets and against our leases in the United Kingdom.  I want to emphasise that 
these are non-cash in nature and we’ve been extremely conservative in making these judgements.  
Keith Gibson will take us through this in some detail later.  And Ladies and Gentlemen, if that wasn’t 
enough we’ve also been impacted by a very significant strengthening of the rand against the pound, 
by 19.5% over the last year, which has had a negative impact on our results, which we’ll show later 
in the presentation. 



So, this all translates to the following overview of our financial results. Revenue in South Africa rising 
by 1.2% and revenue in the United Kingdom, in pounds, declining by 0.9%. Group revenue declined 
by 9.6% to R34.1 billion -  the impact of the strengthening of the rand was approximately R3.7 
billion. If this were calculated on a constant currency basis, our Group revenue would have increased 
by 0.1%. 

Normalised EBITDA, in other words, excluding the profit of R203 million that was made on the sale 
of the old Netcare Christiaan Barnard Memorial Hospital land and buildings in Cape Town and the 
exceptional items relating to the UK business, declined by 22.7% to R4.2 billion. Adjusted headline 
earnings from continuing operations declined by 24.6% to 149.6 cents.  The Board took a decision to 
maintain the final dividend at 57.0 cents, and thus the dividend for the year has been kept flat at 
95.0 cents. 

Turning now to South Africa in more detail.  Just an overview of our networks, some 59 hospitals,   
10 606 beds, and 425 theatres, and I’ve mentioned the other facilities already to you.  A pretty 
challenging period in South Africa was characterised by lower economic growth.  We’ve only seen a 
0.4% increase in medical aid scheme beneficiaries since 2015. This bar chart on the right hand side 
shows the latest numbers released by the Council of Medical Schemes, and as I’ve mentioned 
previously, we’ve seen quite significant industry-wide demand management strategies and 
initiatives implemented in South Africa.  Our volumes have recovered in the last quarter and 
continue to recover into the new financial year.  To put some perspective on the prior year 
accounting error - this was an error that was detected in the first half of this year, of R81 million.  A 
decision was taken not to restate our 2016 financials, given the size of this error and taken in the 
context of our Group results, it was not considered to be material.  So in effect we have over stated 
the 2016 results and in correcting this result we have understated 2017’s numbers.  This is really a 
negative swing of R162 million in terms of our South African results, and I’ll unpack them when we 
come to the Hospital and Emergency Services division. 

On a very positive note we saw a good structural change occurring in the Primary Care division with 
the outsourcing of our pharmacies to Clicks, as well as the wind down of our managed care 
administration services.  So having a look at the overview of our financials, and this takes into 
account the correction of that accounting error, which was non cash in nature.  Revenue rose by 
1.2%, in actual fact Hospital and Emergency Services division revenue rose by 3.9% but this was 
offset by a 39.6% decline in the Primary Care division. That decline was essentially due to the 
substitution of pharmacy turnover for a rental income in terms of our Clicks outsourcing agreement. 

EBITDA declined by 3.5% overall, but again impacted by the Emergency Services division, because as 
I’ll show you, the Hospital division actually increased its EBITDA by 1.6%, with margins declining by 
100 basis points. 

As I’ve mentioned, we’ve had a decline of 1.0% in patient days, with growth in the last quarter.  This 
was essentially due to initiatives by two of our largest funders, and also a decline in foreign patients, 
which is in part due to far more stringent credit control measures that we implemented in the 
Group.  And as you can see, full week and week day occupancies were slightly lower than last year, 
as a result of the decline in patient days.  But I’m very pleased to point out that there was a very 
good recovery in the second six months of the year, both in terms of full week and week day 
occupancies. 



We continue to see an increase in complexity of the cases being admitted into our hospitals. We 
opened 93 new beds and we converted 52 beds within our existing hospitals to disciplines of higher 
demand. I’m also pleased to announce that we were able to attract a net number of 136 new 
doctors and specialists into our network over the year. 

So how does this all translate into the numbers? This slide will demonstrate the performance 
including the correction of the R162 million in terms of the prior year accounting error.  The next 
slide will show it on an underlying trading basis, excluding that error. Revenue rose by 3.9% for the 
Hospital and Emergency Services division.  In Hospitals, revenue was up 5.2%, which is a 
combination of a 6.4% rise in revenue per patient day, and the 1.0% decline in patient days.  EBITDA 
again was impacted by Emergency Services, but as you can see Hospital division EBITDA rising on its 
own by 1.6% over this period.   

Now this slide gives you a far better indication of the underlying trading, because in this slide we’ve 
stripped out the prior year accounting error and the adjustment made in the 2017 year.  Both at a 
revenue and EBITDA line, and you can see that absent that error revenue would have risen by 4.8% 
in the Hospital and Emergency Services division, and EBITDA would have increased by 0.7%. The 
underlying margin would only have declined by 90 basis points, 20 of which are due to the additional 
rental charge at the new Netcare Christiaan Barnard Memorial Hospital, with the remainder a 
combination of the volume contraction and inflationary costs within our Hospital division. 

Turning now to Primary Care, you can see the reduction in revenue by 39.6% to R711 million, and 
that’s essentially because we’ve removed turnover and substituted it for a rental income. As you’ll 
see, this had a very significant impact on the margin, which has risen to 15.2%, an increase of 520 
basis points.  EBITDA declined by approximately R10 million, really as a result of start-up costs that 
we incurred in our new day clinics and step-down facilities. We expect those costs to unwind in the 
new financial year. 

We put this slide up in our interim results to show what we had planned in the second half of the 
year, in terms of our development and expansion of cancer services, Primary Care services, and 
expansion into mental health.  I’m pleased to say that we’ve achieved everything that was planned 
in March.  We’ve launched the first Gamma Knife at Milpark Hospital, which is an international gold 
standard in cranial radiosurgery. It’s the first in Southern Africa. We’ve also opened chemotherapy 
services at Milpark Hospital, and are busy constructing a radiotherapy bunker that will be completed 
in 2019.  In addition, we have recently opened chemotherapy and radiotherapy services in Cape 
Town at the Netcare Christiaan Barnard Memorial Hospital and also at Netcare Pinehaven Hospital.  

In terms of Primary Care, we opened a new rehabilitation and sub-acute facility in Hillcrest in 
KwaZulu-Natal and an ultra-modern day clinic and theatre in Upington, in the last few months.  We 
have alerted the market to the acquisition of the Akeso clinics, twelve mental health facilities, earlier 
in the year, which allows Netcare to play a very meaningful role in delivering services to patients 
with mental conditions, or mental health related conditions. This is classified as a large merger and is 
now before the Competition Tribunal for adjudication. The hearing is set for the latter part of 
February 2018. 

Now given our own internal house view that growth in South Africa is probably going to be 
constrained for the short to medium term, we’ve evolved a number of strategies to ensure we 



remain absolutely future fit in this low growth environment, and I want to show you this over the 
next two slides.  Firstly, given what’s transpired in emergency services, we’ve gone through a 
complete restructure of that division over the last few months.  We’ve closed the Mozambican 
operations.  We’ve also closed five bases, and centralised the finance and administration function. 
We expect to see a very good recovery of approximately R100 to R120 million in the 2018 year, 
including of course the correction or non-reoccurrence of the accounting error that we saw this year. 

As we’ve spoken about several times in the past, we have a ten year sustainability program within 
Netcare.  This is now in its fourth year, and is yielding excellent results. This is the first time in our 
history that our electricity costs, for the entire Group, are lower year-on-year. There’s been an actual 
savings in electricity costs despite a tariff increase, and in spite of an increase in the number of beds. 
This bar chart on the right shows you the 15.5% saving that we’ve been able to achieve in energy 
costs from 2013 to 2017, measured in kilowatt hours per bed.   

We’re also very involved in developing efficiencies around healthcare waste and water. This is a 
three year program that will begin rolling out in the second half of the 2018 financial year, and will 
yield very significant efficiencies for us.  Separate to this, we’ve developed plans to deal with the 
water crisis in the Western Cape, and are well positioned should we run out of water.  We have 
reduced our water usage in our Western Cape hospitals by an average of 44% over the last two 
years. 

We continue to drive digitalisation and centralisation programs to reduce our management and 
administration costs.  This was a big year for us in Netcare where we centralised all the credit control 
functions within our hospital division. We completed the centralisation of that function for Netcare 
911 in October and we’ll be embarking on a similar exercise for the Primary Care division.  Probably 
the most exciting digitalisation process and the biggest change management program we will be 
embarking on in Netcare, is the digitalisation of our front-end services in terms of electronic patient 
and nursing records.  We’ve been investigating this for some time, and will be beginning with a pilot 
in the second quarter of 2018, with the role out planned to take us approximately three years.   

There are three very large benefits from this program.  First and foremost, we believe it will enhance 
the quality of care that we deliver to our patients.  It’ll have a marked impact in terms of patient 
safety and accuracy, and this will probably be the most significant efficiency project we’ve rolled out 
in Netcare’s history.  

And finally, given the low growth environment in South Africa we’ve adopted an ‘asset lighter’ 
strategy throughout our group.  You’ll be aware that over the last few years we’ve been converting 
existing beds within existing facilities to higher demand disciplines. In the past year we’ve embarked 
on a project and have moved approximately 180 beds, from under-utilised facilities to higher 
demand facilities and reclassified those beds. This next slide demonstrates what we’ve been doing. 
This year we’ve moved general adult beds from Netcare Rand Clinic in Johannesburg, to Netcare 
Milpark Hospital, and converted them to ICU beds.  In the 2018 and 2019 year, we’ll be moving 
another 100 beds from Netcare Rand Clinic to Netcare Milpark Hospital as high-care and ICU beds.  
We’ve moved ten day beds from the Protea Day Clinic to Netcare Pinehaven Hospital.  At Netcare 
Protea Day Clinic, another 21 general adult beds have been moved to Pinehaven and these have 
been converted into general surgical and high care beds. 



We’re moving 20 psychiatric beds from Krugersdorp Hospital to Bell Street Hospital to make that a 
dedicated 51 bed psychiatric facility, and in 2019 we’ll be moving 19 general adult beds from 
Rosebank Hospital to Sunninghill Hospital where they’ll be converted to paediatric ICU beds.  So a 
total of 180 beds will be utilised in higher demand facilities and higher demand disciplines.  As a 
result we don’t expect, and don’t believe we need to, be opening any new beds in the 2018 financial 
year.  However we’ll continue to make selected investments in areas with higher demand, and this 
year we’ll be opening two day theatres, one in Richards Bay adjacent to the Netcare The Bay 
Hospital , and the second one adjacent to the Netcare Christiaan Barnard Memorial Hospital in Cape 
Town. 

I want to end off with one of the innovative programs that we’re currently running in Netcare.  
We’ve been very privileged over Netcare’s short history to be able to introduce many firsts on the 
African continent, and in fact many global firsts, in terms of medical technology both in medicine 
and surgery.  And yet this is an innovation that uses a very natural remedy and has been hugely 
successful.  What I’m talking about is we’re the first in Africa and indeed probably globally outside a 
limited program in Greece, to offer colostrum.  This is mother’s milk that is produced immediately 
after birth.  It is rich in proteins and antibodies, and we’re now offering that to premature babies.  
It’s often called liquid gold because it has a much darker yellow colour. 

We’re currently offering this through dedicated Ncelisa human milk banks.  This is an Nguni phrase 
for ‘come and feed’, and we are expanding it through to the rest of South Africa.  What’s interesting 
with this program is that we’ve recruited previously unemployed, unskilled people onto the 
program.  To run it we’ve skilled and trained them and they’re now running this program on a 
national basis.  Over the last 18 months, we’ve treated 56 premature babies. Many of them have 
had birth complications and they’ve all received colostrum, and survived. I want to show you a 
picture of our latest micro-prem baby.  She was born at 25 weeks.  Here is a picture of her, in her 
mother’s hands a week after birth, weighing all of 395 grams.  Literally you can fit her inside a 
margarine tub.  And I’m pleased to say that our wonder woman, Jazeel Hlophe, was discharged last 
week weighing 2.2 kilograms. I really want to pay tribute to our teams across the country who have 
been involved, particularly our team in Netcare Clinton Hospital and our neonatologist who looked 
after this child, Dr Emnisi. 

Turning now to the United Kingdom, just a brief reminder of the network of services we provide in 
the UK.  Some 56 hospitals and three primary care centres, 196 theatres, all spanning 2 797 beds. 
We employ just under 9 000 people in the UK and work with approximately six and a half thousand 
consultants.   

Again as I said, this has been a challenging year for Netcare, in the United Kingdom. What we’ve 
witnessed is that the private market began contracting in 2017 as funders became more active with 
demand management. 

We continue to experience a reduction in our private medical insurance funded work, and we also 
saw the NHS introduce very stringent measures to restrict elective surgery admissions, both in their 
own NHS hospitals and also within the private sector.  Compounding our results we saw a very 
significant case mix change, particularly in the last six months, where we saw a falloff in our 
inpatient admissions, and a modest rise in our day case admissions, which impacted our revenue per 
case. This pie chart here on the right hand side really demonstrates the split between publically 



funded work done by BMI, which is 43% by the NHS, and privately funded which is 57%. Of this 12% 
is out of pocket or self-pay, and the remainder private medical insurance. 

So in trying to unpack what happened in the last six months, it’s very important to understand what 
is going on in the NHS.  It’s very clear to us the NHS is under increasing pressure.  Largely due to 
three competing priorities, all of which are inextricably bound to each other.   

The first is an increasing demand for care and their inability to service that demand.  The second is 
the increasing financial constraints, and the third is an inability to achieve sufficient efficiencies to 
reduce their ever increasing cost base.  As a result, by the end of 2020 or 2021 the funding gap or 
deficit in the NHS is forecast to rise to anywhere between £20 and £30 billion.  As a result of these 
financial pressures the NHS has embarked on a very specific and determined strategy to limit 
elective surgery admissions, both within its own facilities and in the private sector, and rather 
prioritise accident and emergency services, primary health care and cancer services.  This has had a 
devastating consequence on waiting lists in the United Kingdom, which have continued to rise, and 
at the end of August 2017 they rose to 4.1 million, which is the highest in a decade. If this trend 
continues they’ll breach 5 million by the latter end of 2019. Virtually equivalent to the size of the 
population of Scotland. 

One of the other concerns the NHS is facing, is that occupancies within its own hospitals are really 
very high and are approaching 90%. This will present an additional demand or challenge, in terms of 
being able to insource this. Finally compounding the woes of the NHS, is the significant capital 
constraints, and we’ve seen in several areas this capital being relocated or allocated to assist in the 
running of the day to day operations. 

I think this next slide that I’m going to show really demonstrates what’s happened industry wide in 
this market over the last six months.  This is a slide that shows you the growth or decline in NHS 
admissions across the entire market, both in terms of the total admissions and in the NHS. The 
amount of work done within the NHS, delivered by the NHS, and the amount of work here on the 
right hand side, delivered by the entire private sector.  This correlates to our two halves, October to 
March, and April to September, you can see that there was a healthy growth in case load in the first 
half of the year.  Total NHS admissions were up 2.3%.  NHS admissions delivered by the private 
sector rose by 5.3%, and admissions by NHS itself by 2.1%.  However that position changed quite 
dramatically in the last six months where there was a negative 1.9% growth, in fact a negative swing 
of 4.2% in total NHS admissions as they started to restrict the admissions of elective surgery, and 
you can see the private sector declined by some 5.0%, to 0.3%.  

What is very significant for ourselves, is that the growth in inpatients declined even more 
dramatically in the second half.  You can see it was negative for the NHS, in total, by 1.4% and 
declined by almost 5.0% in the last six months.  But if you have a look at the private sector you can 
see from a growth in inpatient admission of 7.2%, for the whole private sector in the first half of the 
year, this declined dramatically to a negative -2.6%, a negative swing of 9.8%.  I think what is also 
very important to see is that growth in case load delivered by the NHS, declined in this second half 
also by 4.2%.  What this indicates is that the demand management is in fact demand deferral.  The 
work is not being done either by the private sector or the NHS, and there is a subtle difference 
between managing demand and actually deferring demand.  I think this indicates that the problem 
isn’t going away from the NHS, and waiting lists will probably rise as a result. 



So now looking at our own UK business in more detail, and specifically our payor mix, and our case 
load mix.  Our revenue declined by 0.9% over the full year.  This was driven by a 0.5% increase in 
case load, however our revenue per case was substantially lower, and the reason for this is 
demonstrated in these bar charts here where you can see a very significant reduction of -4.5% in our 
inpatient admissions, these are high revenue per case admissions. There was a modest increase in 
our day case admissions of 2.0%, giving us an overall case load increase of 0.5%.  PMI case load 
continued to decline by 5.5%, with a far weaker second half.  We did see, pleasingly, an increase 
both in NHS and in self-pay.  Self-pay was really driven by increased NHS waiting lists, up by 9.6%, 
and overall for the year NHS caseloads were up by 4.9%, but only up by 2.2% in the last six months. 

So how does this all translate into an abbreviated income statement for BMI.  You can see there that 
total revenue in pounds declined by 0.9%, however in the second half our revenue declined by 5.0% 
compared to the same period last year.  Again, as a result of the lower revenue per admission, 
EDITDAR declined by 14.7%, over the full year.  Essentially, in the last six months, due to our 
business’s inability to flex its costs to deal with what was quite a radical change in caseloads, in other 
words moving from inpatient to day cases, we were impacted by the loss of higher revenue inpatient 
cases compared to an increase in lower revenue day cases.  Fortunately this impact was largely 
contained to ten sites within the United Kingdom.  Another factor bedevilling this number was that 
the 2016 year was flattered by £1.9 million non-operational benefits due to resolution of a dispute 
with a service provider.  Absent that £1.9 million at an operational level, EBITDAR would have 
declined by 13.8%. 

After rental, EDITDA declined to £25.1 million.  Again we had to absorb a £5.8 million increase in 
rental costs. £3.5 million from our Theatre Propco portfolio, and another £2.3 million from third 
party landlords, and compounding this were a number of once off non-recurring items.  We’ve 
incurred a number of costs over the years in negotiating the rent transaction, and we took a decision 
to expense the £6.1 million fully through the income statement this year. In early September we 
embarked on a restructuring program, which has come in at £1 million.  So you can see a £9.7 million 
odd swing in once off costs. 

I think what’s very important to bear in mind, looking at this abridged income statement, is the fact 
that at the EBITDAR level, in other words before rental and exceptional costs, this is a business that 
still produces a margin of 21.6%. This demonstrates the underlying strength of these operations, 
aside from the very hefty rental costs, as well as the once-off charges that came through the income 
statement. 

As you know we’ve appointed a new Chief Executive, Doctor Karen Prins.  She’s a seasoned Netcare 
operator, who has been with us for the last 20 years, and has been mandated to drive a very focused 
change management and restructuring agenda.  Clearly as a healthcare operator, we are focused on 
achieving consistently high quality ratings throughout the business, and nothing that we intend to do 
will impact negatively on that.  In fact we intend to enhance our offering in the UK.  We’ve already 
embarked on site specific remedial interventions at the ten sites that we’ve isolated. We are 
currently evaluating the implementation of an enterprise wide IT system, to deliver the type of 
management systems and reporting tools on a real time basis, that we’re accustomed to receiving in 
our own operations in South Africa. I think once we’ve decided on an appropriate system, we’ll begin 
to review the possibility of shared service opportunities and of doing many of the back office work 



functions carried out in the UK in finance and administration here in South Africa, over the medium 
to longer term.  There are very specific growth opportunities in some of our hospitals, and we’re 
looking to accelerate that. Whilst we’ve been very busy restructuring the UK business and 
strengthening management over the last few months, we have also begun renewed negotiations 
with our external landlord in terms of a rent reduction transaction. 

 Our own internal house view is that the long term demographic demand supports private 
healthcare into the future, particularly given the NHS’s inability to meet this demand and some of 
the constraints within the British economy.  We do think there will be some short term pain in 2018, 
and will continue to see some of the demand-led strategies dampen down elective surgery volumes, 
but we see that recovering towards the end of 2018.  This chart really gives you the opinion of Lang 
and Buisson, a very reputable organisation in terms of healthcare analysis in the United Kingdom, 
and here they’ve shown you the historic growth trends over the last five years.  In terms of the 
different payor groups and their projected growth trends over the next three years, we concur with 
the growth trends on PMI.  We think the PMI market will remain flat.  Self-pay is projected to 
increase by 10.0%.  We’re obviously looking to increase our reach on self-pay cases quite 
substantially, and according to their numbers the NHS caseload will continue to grow by 6.7% pa.  
On that forward looking note I’m going to hand over to Keith Gibson to take us through the 
financials.  Thank you. 

Keith Gibson 

Thanks very much Richard and good morning Ladies and Gentlemen.  

 Let’s now turn our attention to the audited Group results for the financial year ended 30 September 
2017.  The 2017 financial year has been a particularly difficult trading year for Netcare.  Market 
conditions have presented challenges to growth in the United Kingdom and in South Africa, and in 
addition to the operational challenges there’ve also been some structural, non-recurring, external 
factors that have had an influence on our performance. 

Beginning in Southern Africa, Netcare realised a large capital profit on the disposal of the old 
Netcare Christiaan Barnard Memorial Hospital or CBMH land and buildings, of R203 million  before 
tax.  This was a cash realised transaction and the disposal proceeds of R300 million were received in 
July 2017.  

Following a strategic review of our Emergency Services division, a decision was taken to discontinue 
operations in Mozambique, and accordingly the 2016 financial results have been restated to reflect 
the Mozambique business as a discontinued operation. 

In the UK, there have been a number of significant, non-cash and non-recurring accounting 
adjustments.  These accounting entries are technical and they are required in terms of IFRS, but they 
have no commercial impact on Netcare’s financial status because they’re non-cash in nature. I’m 
going to talk you through these exceptional items in more detail on my next slide. 

The rand has also enjoyed a period of relative strength against the pound throughout the course of 
the 2017 financial year.  The average exchange rate, at which we convert UK income and 
expenditure for the 2017 financial year, was R16.94 to the pound.  As can be seen by the gap 
between the two lines of the graph, this was some 19.5% stronger than the average exchange rate 



applicable for the conversion of the 2016 results of R21.04 to the pound.  Accordingly, currency 
conversion is a key factor when reviewing our results, and must be taken into account when making 
year-on-year comparisons. 

As you’ll see, the gap narrows as we go towards the end of the financial year, and the two lines 
actually cross at the year end, such that the closing exchange rate finished 2.0% weaker than the 
prior year. 

Now, when I’m unpacking the 2017 financial results it make sense to deal with the exceptional items 
up front, and because they’re non-cash and they are non-transactional in nature, we’ve stripped 
them out and separately disclosed them on the statement profit and loss, which I’m going to turn to 
next, in order to allow for a more meaningful comparison of results year-on-year. 

The net exceptional items for 2017 amounted to R4.5 billion, and they occurred in two geographies.  
Firstly in South Africa, as I’ve already mentioned there is the cash-realised profit on the sale of the 
old Netcare CBMH land and buildings.  This was already included in our half year results and I believe 
it’s understandable. 

Turning to the UK.  All of the UK exceptional items are non-cash in nature.  As a result of the difficult 
market conditions in the UK, particularly in the second half, the UK business reported a weaker 
trading result, and this in turn raised certain indicators requiring the business to undertake 
impairment testing.  Impairment testing always requires the application of judgment, and in light of 
the very difficult market circumstances, we’ve taken a conservative approach.  The outcome of the 
impairment testing recommended that the business needed to recognise a non-cash write-down of 
£316.3 million or R5.6 billion. 

Stepping into technical accounting territory for a moment.  The accounting standards are 
prescriptive in terms of how this total non-cash write down needs to be allocated. Therefore 
applying the guidance of IFRS it has been allocated firstly to the impairment of assets in the UK.  
Thereafter we’ve allocated an amount in recognition of onerous lease provisions, and the remaining 
balance has been allocated to impair the goodwill in the UK.  From a practical perspective, I would 
submit that the accounting allocation is somewhat academic in nature and this amount is best 
considered in the aggregate. 

There’s also been a large non-cash credit which has been realised on a change in the fair value mark-
to-market of the UK RPI swap instruments.  The valuation of these instruments is very sensitive to 
future expectations of RPI in the UK which have been highly variable in recent times, particularly 
because of Brexit uncertainties. You may recall that the fair value mark-to-market liability of these 
instruments pushed out as a high as £119.7 million at the September 2016 year end, and that 
required the business to recognise a non-cash charge of £100.9 million or just under R1.9 billion in 
2016.  The fair value mark-to-market liability has reduced quite substantially, such that by 
September 2017 the balance was £65.2 million, and therefore in the current year we’ve been 
required to recognise a non-cash profit of £57.2 million  or R937 million. 

So this leads us into the Group statement of profit or loss for the year ended 30 September 2017, 
and stepping through it we see that Group revenue amounted to R34.1 billion, and declined by 9.6% 



against the prior year.  As Richard has already alluded to, just about all this decline is attributable to 
currency conversion and I’ll cover that in my next slide.   

Group EBITDA of R4.3 billion compared to R5.5 billion in the prior year, a decline by 22.7%, mostly as 
a result of the weakened trading performance in the UK, exacerbated by currency conversion.  The 
Group EBITDA margin of 12.5% shed 210 basis points against the prior year.  Operating profit for the 
year amounted to just under R3 billion.  Net financial expenses of R437 million were broadly in line 
with the prior year, as were the earnings from associates and joint ventures. 

Profit before taxation for 2017 amounted to R2.7 billion reflecting a decline of 30.6%.  The Group’s 
total tax charge has reduced from R961 million to R901 million and it represents an effective Group 
tax rate of 33.7%.  The effective tax rate of the South African operations is 27.7% with unrecognised 
tax losses in the UK driving up the overall Group effective rate.  And I should also point out that the 
2016 tax charge did benefit from a tax rate reduction in the UK.  Therefore the profit after tax from 
continuing operations amounted to just under R1.8 billion, which is a decline of 38.7% against the 
prior year.   

If we then take into consideration the non-cash exceptional items which we’ve covered in detail, as 
well as the discontinued Emergency Services Business, the reported loss for the year amounted to 
R2.7 billion.   

As mentioned the rand enjoyed quite a sustained period of strength against the pound during the 
course of 2017, and the average exchange rate applicable in 2017 was 19.5% stronger than the prior 
year.  So let’s have a look at what this means for revenue, and EBITDA for the Group.  Had we 
converted the revenue in 2017 at a consistent exchange rate to that applied in 2016, total Group 
revenue would have grown very marginally by 0.1%.  However the impact of the rand strengthening 
has taken almost R3.7 billion off the revenue line, such that the reported revenue declined by 9.6% 
overall.  Similarly, if we have a look at EBITDA, had we converted the 2017 results at the same 
exchange rate applicable to the 2016 results, our reported EBITDA would have been R87 million 
higher.   

Let’s now take a look at headline earnings per share (HEPS).  On the slide I’ve presented two metrics, 
firstly we have the HEPS which has been determined and calculated in accordance with the 
regulatory requirements.  We also present an adjusted HEPS in which we strip out items of an 
unsustainable or exceptional nature.  I should point out up front, that the large capital profit from 
the sale of the old Netcare CBMH land and buildings, as well as the impairment in the UK of goodwill 
and assets, are by definition excluded from headline earnings, and therefore they have no impact on 
either of the two metrics presented here.  However headline earnings per share does include the 
non-cash onerous lease provision recognised in the UK, offset by the non-cash reduction in the 
liability for the UK RPI swap instruments.  These two items together created a net drag of 30.6 cents 
on the HEPS of both the Group and the UK operations.  So the HEPS of the Group for the year 
amounted to 113.3 cents, reflecting a decline of 4.0% against the prior year.  The HEPS of the SA 
operations amounted to 169.2 cents and declined by 7.6% against the prior year, after absorbing 
higher depreciation and finance charges from recent expansions to our portfolio.  The UK detracted 
55.9 cents from the Group HEPS. 



Moving now to adjusted HEPS, in which as I’ve already mentioned, the non-cash onerous lease 
provision and RPI swap adjustments are stripped out, we see that the Group adjusted HEPS for the 
year amounted to 149.6 cents, which is a reduction of 24.6%.  There is very little difference between 
the basic HEPS and the adjusted HEPS of the SA operations, which contributed 170.6 cents for the 
year, with the UK operations making a negative contribution of 21.0 cents. 

Let’s now take a look at the Group statement of financial position and, as at 30 September 2017, the 
total assets of the group amounted to R28.1 billion as compared to R30.7 billion a year earlier at 
September 2016.  I’ve already mentioned that the closing exchange rate of R18.15 to the pound was 
2.0% weaker than the prior year and therefore currency conversion has not had a dramatic impact 
on the balance sheet, but has increased the total asset base by approximately R200 million.  
However the exceptional items have had a significant impact on the Group balance sheet and this is 
set out in a separate column. 

Firstly we see that the impairment of the goodwill in the UK as well as their assets, has deducted 
approximately R4 billion from the PPE, goodwill and intangible assets line.  The increase in current 
assets represents the cash received on the sale of the old Netcare CBMH land and buildings, and the 
net impact from the recognition of the UK onerous leases offset by the reduction in the RPI swap 
liability, has added R766 million to other liabilities.  Therefore, taken as a whole, exceptional items 
have reduced total shareholders’ equity by R4.5 billion. 

Taking a look at movements in the ordinary course of business, we continue to invest in and expand 
our infrastructure and our facilities both locally and abroad, and the Group invested approximately 
R2.4 billion in capex during the year under review.  Of this, approximately R1.6 billion was spent by 
the SA operations and the UK invested about R900 million. 

The leverage ratio of the Group as measured by the net debt to EBITDA has moderated somewhat to 
coverage of 1.0 times compared to 1.5 times one year earlier, and the interest coverage of the 
Group remains comfortable at 6.7 times.   

As we usually do, let’s step through the debt balances in both of our geographies, starting with 
South Africa.  We see that gross debt levels ended at R5.5 million at the September 2017 year end, 
increasing by R955 million against the September 2016 gross debt levels.  However cash balances 
have increased from approximately R950 million to just under R1.6 billion, and as a result net debt 
ended the year at R3.9 billion, which is an increase of R321 million against the prior year, and I 
should point out that this is after out-laying a combined R3.8 billion in capex, dividends and tax 
payments. 

The leverage of the SA operations remains very comfortable with 1.0 times coverage, and there’s 
been a marginal decline in the cost of debt to 8.9%.  Net interest paid has increased from R84 million 
to R146 million, this is largely a function of higher average debt balances across the course of the 
year, and the interest cover for the SA operations remains very comfortable at 22.8 times.  In terms 
of cash on hand and unutilised facilities, Netcare has approximately R9.9 billion of resources 
available to it, and therefore we have sufficient capacity to manage our future capital requirements. 

Let’s turn now to the debt of BMI Healthcare in the UK.  We see that total gross debt has increased 
from £167.9 million at September 2016, to £188.5 million by the 2017 year end.  The primary debt 



sitting within this balance represents a term loan of £85 million, which has a cost of debt of 4.6%.  
The balance of this debt comprises a second lien loan facility, in which Netcare holds the economic 
interest, as well as finance leases, accrued interest and some unamortised debt raising costs. 

In terms of cash, as at 30 September 2017 the business had £52.0 million of cash on its balance 
sheet and as of that date also had £50.0 million of undrawn facilities available to it.  The net debt 
balance has increased from £110.0 million at September 2016 to £136.5 million by the September 
2017 year end. This is reflected in the higher net interest paid, which has increased from £13.7 
million to £17.3 million.  Obviously, in light of the weaker trading performances, particularly across 
the second half of the year, there has been a deterioration in the leverage ratio of the UK 
operations.  I should point out however, that this has been measured in terms of total debt and not 
just against the primary debt.  Furthermore, the business has been proactive in engaging with its 
lenders and has secured their ongoing support, and therefore has sufficient access to liquidity to 
manage its ongoing needs. 

As we announced in our trading update on 28th September 2017, Netcare has reached an agreement 
with Apax and the other GHG minority shareholders in order to acquire the remaining interest in the 
General Healthcare Group, subject to certain conditions precedent.  On completion, this means that 
the General Healthcare Group will become a wholly owned subsidiary of Netcare. I want to talk you 
through the salient terms of the agreement that has been reached with the minority shareholders.   

There is no upfront cash payment, instead the sellers will receive the right to subscribe for 67 million 
shares in Netcare Limited over the course of the next five years.  In order to exercise that right 
however, BMI Healthcare needs to achieve an underlying EBITDA hurdle of an annualised £65 
million.  Furthermore, should the sellers elect to subscribe for shares in Netcare, they will be 
required to pay to Netcare a strike price which will be the higher of either R26.25 per share, or a 25% 
premium to the volume weighted average price applicable over the course of the next ten days.  
Upon consummation of this transaction, this will finally allow Netcare to have full and unfettered 
control of both the management and operations in the UK. As Richard has already alluded to, it will 
allow us to implement our management reporting and operational systems, and also pave the way 
for the business to benefit from some of the operational efficiencies that we’ve been able to achieve 
through our operating platform in South Africa. 

Let’s now take a look at our guidance for the year ahead, and beginning with South Africa.  The 
growth in patient days that has been experienced over the last quarter of the 2017 financial year has 
continued into the first two months of 2018, and we expect this trend to continue throughout the 
2018 financial year.  Furthermore, in the 2018 financial year we do expect to realise the benefits 
from the restructuring of our Emergency Services division, and also from improved performance 
from our new sub-acute and day theatre facilities in our Primary Care division. 

We’ll continue to seek out opportunities to reduce our cost base and also to invest in technology 
and other efficiency programs, which are designed to mitigate some of the underlying margin 
pressures. 

On a slightly longer term, we have embarked on the digitisation of our front end processes and we’ll 
also be rolling out electronic patient and nursing medical records across all of our divisions over the 



course of the next three years.  The latter two initiatives however, will not make a contribution to 
the 2018 results. 

Lastly, in terms of capex, we expect to spend an approximate R1.35 billion in the year ahead, which 
will include amongst other things the ongoing major expansion of our Netcare Milpark Hospital, as 
well as the extension of our cancer services offering, and growth of our day-care network. 

Turning to the UK, we believe that the pressures that have been prevalent in the operating 
environment in the second half of 2017 are unlikely to abate in the first half of 2018, and 
consequently we see 2018 as a year of transition, not only for the UK private healthcare sector as a 
whole, but particularly for BMI. 

With regard to PMI we believe that this demand will remain soft.  There is uncertainty in the shorter 
term with regard to NHS demand, in light of the demand management initiatives that they’re 
implementing.  We do, however, believe that the growing NHS elective surgery waiting list will 
encourage more patients to self-fund their treatment.  And lastly the business has embarked on a 
restructuring program which is designed to address areas of specific under-performance within the 
business, but importantly also to better align the cost base with the underlying market demand. 

Lastly, I think it would be remiss of me not to extend my personal thanks to my finance colleagues 
across the Group for all their efforts in terms of getting these financial results together, both in time 
and in line with our stringent reporting deadlines.  So I’m most appreciative, thank you very much.  
With that I thank you for your attention, and we’ll open up to the floor for questions. 

QUESTIONS AND ANSWERS 

Kane Slutzkin 

Thank you.  Its Kane Slutzkin here from UBS.  Just on the UK, the £65 million hurdle, the metric used 
there, what level of revenue base are you working with there? Because I want to understand what 
the implied margin is, £65 million could mean anything. Then on the deal to buy out your partners, 
maybe you could give us a sense of the other options perhaps you were looking at. Where there 
would be an outright exit or unbundling, or was it the only option you looked at.  And then on SA, if 
you could maybe give us some colour on that IT project over three years, what is the cost, does it go 
into operational expenditure (opex) or is it going to be a drag on margin, thanks. 

Keith Gibson 

Thanks Kane, so firstly with respect the EBITDA hurdle.  It is an absolute number, it’s an EBITDA 
number, it is actually irrelevant in terms of what it is as a margin.  It’s an EBITDA number that needs 
to be achieved. What it does is it requires the business to be back on a footing similar to the results 
that were delivered in the 2016 financial year.  With regard to the transaction with the BMI 
minorities, it gives Netcare the ability to immediately implement and take control of this business 
and address the turn-around process.  In the event this doesn’t take place it does give Netcare the 
full ability to determine what it will do with its assets in the future, without being encumbered by 
other shareholders with different agendas.  I think with regard to the third question on the 
electronic medical and patient’s records, I would like to ask Richard to take that. 



Dr Richard Friedland 
Thank you.  If I understood it correctly, the question was, would it be a drag on opex, is that correct?  
No, on the contrary it’s going to yield very, very significant operational efficiencies. Effectively there 
will be a capex cost, which is attributed to licences that we’ll be purchasing per bed.  But when you 
take into account the enormous amount that we spend on storage of files, on printing, and on case 
management and billing within our organisation, the implementation of this program, over about 
three years, will result in very significant operational efficiencies.  I hope that answers it for you.   

Alex Comer 

It’s Alex Comer from JP Morgan.  A few question on the UK to start with.  Are you going to breach 
your rental covenants with PropCo, and if so, what does that mean for the business, first question.  
Secondly on the write down of the assets.  What does that mean to the loan that OpCo has with 
Netcare. Am I right in thinking that effectively you are booking some positive profits, through the SA 
profit or loss from loans to the UK business that will have no value now. I’d also like to ask, how 
many existing or current BMI managers have direct or indirect equity in OpCo, and how is that 
affected by this deal, and just to Kane’s point on the £65 million, is that  before or after any cut in 
rent. 

Keith Gibson 

Right thanks Alex so, sorry, there were a number of questions there.  So just remind me of the first 
one. 

Alex Comer 

So the first one was, are you going to breach your covenants with PropCo, and what does that mean 
for the business, and your relationship with them. 

Keith Gibson 

Alex no, I don’t quite know exactly what you mean, in terms of breaching covenants with Prop Co, I 
think that is not applicable. 

Alex Comer  

I thought that there was a rental cover covenant.  I’m just wondering if you’re going to breach that? 

Keith Gibson 

No, that is not applicable, so there’s no risk of that.  Sorry, the second question?  

Alex Comer  

The second question was relating to the fact that you have a loan to OpCo, on which you book  
interest in the SA profit or loss, I was wondering what happens to that, in effect it is not a cash 
charge, so why do you even bother? 

 



Keith Gibson  

Well Alex, if you have a look at on Group basis, basically you have an interest expense on the UK 
side, and you have an interest income on the SA side.  If you were to write the one off, you would 
write the other off, which would leave the Group neutral. 

Alex Comer 

The SA earnings would be down? 

Keith Gibson 

Yes the split between the two would affect the different geographies, but on a Group basis it would 
be neutral. 

Alex Curren 

And then the third question was on the ownership. 

Keith Gibson 

Alex I think I’ll get back to you on that off line, I don’t have the exact number of managers to hand at 
this point in time.  Basically, the other shareholders within the GHG arrangement are Apax, London 
and Regional and then to a very small extent management has a collective interest.   

Alex Comer 

And just the final one. The £65 million, does that include, if you do a rent deal, is it just £65 million 
flat or is that impacted into that number. 

Keith Gibson 

It’s the actual reported EBITDA after rent, so should rentals decline EBITDA will go up. 

Thank you.  Are there any other questions? 

Alex Comer 

In terms of SA, from your guidance, you said growth, I understand and obviously it’s very difficult to 
know what that’s going to be and I don’t think it would be critical if you were to, you know, be 
inaccurate in your estimate.  But just to help us, you’ve had a better fourth quarter and you’ve had 
some improvements in October and November, so what has been that run rate, has it been 1.0%, 
0.5% volume growth?  

Keith Gibson 

Thank you, I’ll hand over to Richard to talk to that. 

Dr Richard Friedland 



I’m giving you the number, but I’m not necessarily saying this will be continuing into perpetuity, but 
our run rate at the moment in October/November is approximate growth of 3.7% in patient days, as 
of this morning, compared to last year. But I’m not committing to that. 

Alex Comer 

That’s very strong, is there any one-off in there. 

Dr Richard Friedland 

No, I’m not going to be saying much more on that, that is the new financial year, we’re very happy to 
talk about our results here, and I’m also making it very clear that, that’s not our forecast necessarily 
for the full financial year. 

Thanks. 

Keith Gibson 

Thank you, are there any other questions? 

Webcast Questions 

There are a number that came through. 

Lenwaba Makabula from Perpetua.  Does the onerous lease adjustment of £1.6 billion have any 
implication on the future lease expense, particularly in the light of the new IFRS 16. 

Keith Gibson 

Right, obviously in terms of the IFRS 16, these leases are all going to be capitalised and brought on 
balance sheet.  Clearly, that is going to be a very significant change, not only to Netcare’s results, but 
pretty much across the industry.  Obviously it will have an impact, but there was going to be a larger 
impact in any case, as that will require a very substantial restatement.  But it will only take effect 
when the statement comes into effect in a couple of years’ time, for Netcare’s reporting. 

Webcast Questions 

Warren Riley from Bateleur Capital has two questions.  The first one, do you expect the H2 run rate 
in the UK to continue into H1 2018, which would indicate continued losses?  As it stands, do you 
expect another operating loss in 2018?  And then the second question, could you give an indication 
of the expected savings from a rental reduction in the UK? 

Keith Gibson 

Right thanks, I think from an operational and an activity point of view we have indicated that we 
think it’s unlikely that the pressures experienced in the last half of 2017 are going to abate into 2018, 
and therefore we would expect activity to track in line with that.  Certainly as we’ve highlighted, we 
are aware of some of the underlying areas in the business that need focus, and there will be strict 
attention to that during the course of this year, so we would not expect to report EBITDA as extreme 
as H2. We would expect an improvement on that, but this is going to take some time to turn itself 



around.  And then with respect to the indication around the rent deal, that is something that we are 
still negotiating, it is confidential and we’re not able to give guidance on the extent of any rent 
reduction, at this point in time. 

Webcast Questions 

And then a final question from Mathew Menzes from City Bank. Please can you elaborate on the 
annualised £65 million EBITDA hurdle for the BMI minorities to exercise their options, is this reset, 
should the rental deal be executed.  By annualised do you mean the full financial year needs to 
report £65 million or can it be grossed up based on a quarterly or half yearly performance? 

Keith Gibson 

Thanks for your question Mathew.  It is an annualised £65 million pounds, so it will be based off half 
yearly reported results.  It is capable of being grossed up at that level, and to the extent that there is 
a rent reduction it will benefit the EDITDA, which will count in terms of the £65 million hurdle. 

Well thank you very much Ladies and Gentlemen, I think that concludes the questions.  We thank 
you very much for your attendance. 

 


