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Commentary
Sandton, South Africa – 14 May 2007, Network Healthcare Holdings Limited (“Netcare”), an 

investment holding company listed on the JSE Limited, South Africa, operating through its subsidiaries, 

the largest private hospital networks in South Africa and the United Kingdom (“UK”), announces interim 

group results for the six months ended 31 March 2007. The results have been prepared in accordance 

with International Financial Reporting Standards (“IFRS”).

Overview
Group operating revenue increased 128,9% to R9 176 million, driven by the acquisitive growth of 

R4 582 million from General Healthcare Group (“GHG”), our 50,1% owned UK subsidiary, and solid 

revenue growth of 14,1% in South Africa. Operating profit increased by 165,8% to R1 519 million with 

the operating profit margin expanding from 14,2% to 16,5%. The South African business continued 

to deliver strong results increasing basic headline earnings per share before GHG related financing 

costs by 31,2%, from 24,7 to 32,4 cents per share. As expected, the GHG acquisition diluted earnings 

by 8,7 cents per share in the period, resulting in a decrease of 7,4% in basic headline earnings per 

share from 25,6 cents to 23,7 cents. The dilution resulted from financing costs for the GHG investment 

and the GHG net loss for the period of R23 million (£1,7 million).

The following table reconciles our South African basic adjusted headline earnings per share to the 

Group reported basic headline earnings per share.

Cents per share
31 March

2007
31 March 

2006 % 
30 September

2006

South African basic adjusted 1 headline 
earnings per share 32,4 28,7 13 70,5

Abnormal items – HPFL BEE share 
expense (4,0) (4,5)

South African basic2 headline earnings 
per share 32,4 24,7 31 66,0

GHG dilution impact on headline 
earnings (8,7) 0,9 (9,8)

Basic headline earnings per share 23,7 25,6 (7) 56,2

1 Before abnormal item (HPFL BEE share expense) and GHG financing related costs

2 Before GHG financing related costs
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Group CEO Richard Friedland said: “Netcare has moved forward to consolidate its position as a 

leading provider of high quality, affordable healthcare in South Africa and the United Kingdom. We 

have delivered strong operational performances and have made significant gains in positioning the 

Group for long-term sustainable growth in both our core markets. In the six months ended 31 March 2007, 

we continued to systematically tackle the complex and distinct healthcare challenges in South Africa and 

the United Kingdom with commitment and innovation. We are on track to meet our stated operational and 

financial targets for the full year.” 

Business update
South Africa

Demand for private healthcare in South Africa remains strong, fuelled by new growth in the medically 

insured population, which is being supported by government initiatives and a growing self-pay market. 

This demand is being further underpinned by an ageing population, new technology and treatment 

options, as well as the increasing incidence of lifestyle diseases. We are meeting this demand 

through continued investment and this year we opened two greenfield hospitals in South Africa,

Alberlito Hospital in KwaZulu-Natal and Blaauwberg Hospital in the Western Cape, adding 204 

beds to our portfolio. During the period we made significant investments in new facilities including 

the ICU units at Parklane, Linksfield and Akasia, trauma units at Pretoria East and Sunward Park, 

a neuro vascular unit at Unitas, cardiac catheterisation laboratories at St Augustines and St Annes 

and upgrades to several of our facilities. 

Netcare has made significant progress in building its primary care network in South Africa and 

developing effective lower income healthcare models, anchored by the recently acquired and now 

successfully integrated Prime Cure. Fully accounted for in the six-months under review, Prime Cure 

added 2,9% growth to the South African revenue, albeit at a lower operating margin. Viewed in the 

context of our strategy to extend the reach of affordable quality healthcare to all South Africans 

through innovative, low cost provisioning models, the shift to higher-volume lower-margin business 

is a clear indicator of Netcare’s commitment in this regard. We recently concluded a Public Private 

Partnership (“PPP”) agreement with the Eastern Cape Department of Health for a refurbishment 

of Settlers hospital in Grahamstown and the building of a new hospital in Port Alfred. Netcare, in 

conjunction with its partners, has a concession to operate private wards in each hospital.

We have continued to proactively address the chronic skills shortage in nursing, a key business risk. 

Our investments in training nurses and retaining our high calibre nursing staff, as well as introducing 
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a new model of care to better utilise our nursing skills, pushed expenditure higher and impacted 

operating margins in the period. This year, Netcare’s Training Academy will train some 3 410 nurses 

and paramedics, an increase of 1 000 from 2006.

Netcare South Africa reported strong results with revenue up 14,1% and operating profit, before the 

Health Partners for Life (“HPFL”) Black Economic Empowerment (“BEE”) share expense, increased 

by 9,5%. Headline earnings per share (“HEPS’) adjusted for the HPFL BEE share expense and GHG 

financing related costs increased by 12,9%, to 32,4 cents per share (2006: 28,7 cents). The Earnings 

before Interest, Taxation, Depreciation and Amortisation (“EBITDA”) margin, before the HPFL BEE 

share expense, declined from 19,1% to 18,7%. 

Hospital and trauma services

Revenue from the hospital and trauma division increased 11,7% to R3 480 million in the six months 

ending 31 March 2007 due to strong market dynamics in South Africa and an increase in the number 

of doctors using our facilities in the period, resulting in 4,1% growth in patient days. Total admissions 

increased by 7,5%. Maternity cases increased by 6,4% and theatre cases by 1,5%. The revenue 

contribution from Netcare 911 increased as a result of the strong growth in aero-medical services, 

industrial contracts and road-side emergency services. The number of patients attended to by 

Netcare 911 increased by 22,1% to 96 460.

Operating profit from this division increased by 9,3% to R553 million and the operating margin 

declined from 16,2% to 15,9% due to increased nurse training and retention costs as well as costs 

incurred in commissioning the two new hospitals. 

Ancillary healthcare services

Revenue from the ancillary healthcare services increased by 24,0% to R947 million due to the 

10,3% growth in GP and dentist visits of 1,6 million in the six month period to 31 March 2007, 

largely attributable to the acquisition of Prime Cure. Managed care lives increased from 130 000 at 

30 September 2006 to 155 000 as Prime Cure secured several new contracts and continued to 

experience good momentum in the Government Employee Medical Scheme (GEMS) membership. 

Operating profit from this division increased by 130,2% to R123 million. Excluding the HPFL BEE 

share expense of R52 million in the comparative six month period, operating profit increased by 16,9% 

and the operating profit margin decreased from 13,8% to 13,0%. The decrease was largely due to the 

increased contribution from Prime Cure at lower margins.
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United Kingdom

Over the past six months, GHG has undergone significant restructuring. Management has made good 

progress in transforming a largely unaligned group of hospitals into a far more efficient, compliant 

network benefiting from economies of scale and standardised processes as well as the introduction 

of new products and services. The integration of GHG has gained traction and produced excellent 

results as we moved aggressively to fix its operating base. 

Although results for Netcare UK, the National Health Service (“NHS”) division of GHG, were impacted 

by new project mobilisation costs, its strong NHS project pipeline augurs well for the future. Despite 

delays in concluding several of our NHS contracts, we expect most of these to be finalised in due 

course.

The results from our UK business reflect GHG including Netcare UK for the full six month 

period. The figures for the comparative period reflect Netcare UK only as GHG was purchased on 

12 May 2006. Revenue for the period under review was R4 749 million and operating profit was 

R843 million for the six month period. Excluding Netcare UK’s mobilisation and bid costs of R19 million 

the operating profit was R862 million and the margin was 18,1%. On the same basis, the EBITDA 

was R1 240 million and the EBITDA margin was 26,1%, an improvement from the 24,0% reported 

to 30 September 2006.

Private hospital services (BMI)

Our primary focus within the BMI hospitals (the private hospital division of GHG) has been to implement 

several of the operating efficiencies employed in South Africa. For example, new nursing models 

similar to those used in South Africa have been introduced, which have resulted in an improved 

allocation of nursing resources based on capacity utilisation and a 5% reduction in headcount. The 

improved control of nursing hours and the management of unproductive time, coupled with efficient 

centralised procurement and other initiatives are expected to save around £10 million this year. 

Further efficiencies in several areas of the operations will be targeted including operating theatres, 

outpatients and administration.

Revenue from our UK private hospital network was R4 582 million for the six month period ended 

31 March 2007. During the period, private patient day growth was steady as reflected in private 

medical insurance and self pay case volume growth. NHS patient day growth was lower than the 

prior period as a result of once-off short-term contracts in 2006 not being renewed. Operating profit 

was R843 million and the operating profit margin was 18,4%. The EBITDA margin expanded to 

26,5% from the 24,4% reported to 30 September 2006.
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Public services (Netcare UK)

In January 2007 Netcare UK opened a unit in Stracathro, the first Independent Sector Treatment 

Centre (“ISTC”) in Scotland. In February 2007 our first Commuter Walk-in-Centre (“CWIC”) was 

opened in Leeds. During the period we were also awarded preferred bidder status on the North and 

East Yorkshire and North Lincolnshire (“NEYNL”) scheme. A significant amount of effort and resources 

were focused on these new projects and several others that we expect to mobilise in the next 

12 months. 

Revenue from Netcare UK increased by 29,3% to R168 million for the six month period ended 

31 March 2007. Netcare UK reported an operating loss for the period of R1 million compared to a 

profit in the comparative six month period of R12 million due to an increase in employee costs and 

other costs incurred to mobilise the new projects. Mobilisation and NHS bidding costs in the period 

were R10 million and R9 million. Excluding such costs, Netcare UK’s EBITDA and operating profit 

would be R25 million and R18 million respectively, and EBITDA and operating profit margins at 

15,1% and 10,7%. 

Group financial review
Netcare’s results for the six month period ended 31 March 2007 reflect the benefits of the GHG and 

Prime Cure acquisitions and recent investments aimed at improving capacity, efficiencies and the 

quality of our healthcare offering. Group operating revenue increased by 128,9% to R9 176 million 

and EBITDA was R2 047 million, with the EBITDA margin for the period at 22,3% compared to 17,4% 

in the comparative six month period.

Following the acquisitions mentioned above, the consolidated net financial expenses increased from 

R67 million to R1 122 million in the period. The Group was efficiently hedged so as to avoid costs 

relating to increased interest rates in the UK. 

As expected, the GHG acquisition was dilutive in the period, contributing to a decrease of 7,4% 

in basic headline earnings per share from 25,6 cents to 23,7 cents. The South African business 

increased basic headline earnings before the HPFL BEE charge and GHG related financing costs by 

12,9%, from 28,7 to 32,4 cents per share. 

The change in the UK company tax rate from 30% to 28% is expected to result in a decrease in net 

deferred tax liabilities of approximately R399 million (£27 million). This amount will only be recognised 

in income once the rate reduction has been substantively enacted. We expect the legislation to be 

tabled before the House of Commons in July 2007. 
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Cash generated from operating activities increased to R1 522 million from R483 million which funded 

a capital distribution of R185 million and capital expenditure of R607 million in the period. A significant 

portion of the South African capital expenditure of R368 million relates to the commissioning of the 

two new hospitals, Alberlito and Blaauwberg, and investments in medical equipment. The GHG capital 

expenditure of R239 million is largely sustaining capital for the hospitals and includes the purchase of 

the Harbour Hospital previously leased from the NHS. 

The balance sheet was impacted by the appreciation of the Rand against the Pound Sterling over 

the period with total assets reduced by R858 million as a result of the currency movement. Total 

debt net of cash decreased by 1,9% from 30 September 2006 to R30,565 million. R25,448 million 

of the debt net of cash is in the GHG group and, as previously indicated is without recourse to the 

South African business and secured against the assets in the United Kingdom. In October 2006 we 

refinanced the short-term UK acquisition debt with long-term Propco debt of £1 650 million and Opco 

debt of £214 million. In South Africa, we continued our programme to refinance debt and issued 

R1,7 billion guaranteed convertible bonds listed on the Singapore Bond Exchange with a 6% coupon 

rate and a conversion premium of 25,4% on a reference price of R12,20. The Netpartner debt and 

related zero cost collar derivatives were settled through the issue of 47,4 million shares, raising R638 

million and thereby reducing cost, complexity and the level of gearing and leverage in the South 

African business.

Net financial liabilities decreased from R1 318 million at 30 September 2006 to R116 million over the 

period, largely as a result of favourable movements in the mark-to-market value of the UK long-term 

floating-to-fixed interest rate swaps in line with the increase in long-term interest rates in the UK, as 

well as the settlement of the zero cost collars relating to Netpartner in South Africa.

The fair value of assets and liabilities of GHG at acquisition date has been reviewed as required 

by IFRS 3 – Business Combinations and where necessary, these values have been amended and 

the balance sheet as at 30 September 2006 restated. The most significant of the changes was to 

provide for deferred tax assets at acquisition of £14 million. This adjustment recognises that the 

assessed losses in GHG at acquisition date (12 May 2006) have value, which is likely to be realised 

and accordingly needs to be brought to account. 

Declaration of capital distribution number 16
In accordance with the authority given by the Board of Directors by way of an ordinary resolution 

passed on 26 January 2007, the Board of Directors declared an interim capital distribution 

(number 16), out of share premium amounting to 13 cents per ordinary share, which represents 

an 8,3% increase compared to the previous year interim dividend of 12 cents per share. 
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In compliance with the requirements of STRATE the following dates are applicable:

Last date to trade “CUM” the capital distribution (“LDT”): Friday, 6 July 2007

Trading commences “Ex” the capital distribution: Monday, 9 July 2007

Record date: Friday, 13 July 2007

Day of payment: Monday, 16 July 2007

Share certificates may not be dematerialised nor rematerialised between Monday, 9 July 2007 

and Friday, 13 July 2007, both dates inclusive.

Outlook
It is  the Board’s view that the combined South African and United Kingdom operations are well 

positioned to benefit from the scale and the potential efficiencies of growing demand in the expanding 

private healthcare markets on both continents.

Notwithstanding the present dilutive impact of GHG on the Group’s earnings, the Board is satisfied with 

the company’s operating profit growth trends and remains cautiously confident that GHG will make 

a positive contribution to the Group’s earnings in advance of our initial expectations. Furthermore, in 

the absence of any unforeseen adverse change in regulatory and economic circumstances in South 

Africa, the business should continue to improve its earnings performance.

A tribute to our nurses
As 12 May is International Nurses Day, we pay tribute to members of the nursing profession. We 

salute our nurses as members of a noble profession and commend them for their dedication to 

caring for others and unselfishly helping to preserve the sanctity of life. Their devotion, caring and 

dedication help us maintain our standards of excellent patient care and provide invaluable support 

to the doctors and medical professionals. Our patients place their lives in the hands of our nurses, 

feeling safe in the knowledge that they will give them the best care and attention possible. Our nurses 

are a lifeline to those in need and make us proud and we thank them.

On behalf of the Board

Michael I Sacks Dr Richard Friedland Peter Nelson

Chairman Chief Executive Officer Chief Financial 

Officer

Sandton

10 May 2007


