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SA Hospitals — calling all doctors

Logic and the investment markets do not always go hand in hand. You would expect this to be a false
statement. However, cast your mind back to the start of Covid. Based on logic you would have sold
everything and bought hospital stocks such as MediClinic, Netcare, or Life Healthcare. Your reasoning
would have been that hospitals would be in the eye of the storm, right? Unfortunately, Covid had the
opposite effect due to patients been forced to “stay-away”, so you could not go for the knee-op. A large
contributing factor to hospitals’ profit is elective surgeries and these are only now starting to positively

impact revenues and profits.

Logic and stock markets do not
always go hand in hand. This
may sound very counterintuitive.
However, cast your mind back to
the start of Covid. Based on logic,
you would have sold everything
and bought hospital stocks such
as MediClinic, Netcare, or Life
Healthcare. Your reasoning would
have been that hospitals would
be in the eye of the storm, right?
Unfortunately, you would have been
wrong for a while. There are perhaps many reasons but the
most obvious is that a large contributing factor to hospitals’
profit is elective surgeries. It is here where Covid had its
biggest impact on hospital groups. Due to Covid, doctor
visits were rare, you could not see your specialist and had
to postpone that operation.
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Over the past few weeks, all three listed hospital groups
have reported results and all have shown incremental
improvements in revenue and profits. We all have a sense that
the Covid crisis is on the wane, and some healthcare analysts
are recommending that it may be time to invest in these
companies. Although we don’t differ from their views, this
article is not a recommendation and/or confirmation that we
are aggressively investing in this sector on behalf of clients.
We just echo the sentiment. Collectively, the businesses are
showing profit and turnover growth, but it’s been gradual
and incremental. All three of the groups, Mediclinic, Life
Healthcare, and Netcare, are solid businesses. All are
innovating in marvelous ways, and all are either expanding
outside SA or have international coalitions. The chart
alongside shows where the 3 hospital companies’ earnings
are derived from. Netcare is now a 100% South African-
focused company after they announced in March 2018 that
they were exiting the UK market. Mediclinic has operations

SPEED READ
B Considered at the time when Covid arrived,
would hospital companies have been a
preferred investment? The answer is not
necessarily.
B The hospital sector (healthcare in general) is a

defensive, consolidated, and resilient industry,
but like health, it can sometimes be exposed to
short-term term “ilness”.

Using Mediclinic as an example, revenue
growth and admissions for elective surgeries
have started to move higher.

in Switzerland and the United Arab Emirates, whilst Life
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All hospital companies have diversified outside of SA over the
years, with Mediclinic being the most aggressive. On the other
hand, Netcare has retreated back to its core home market after
an unsuccessful attempt to conquer the UK.

HARVARD
HOUSE

We understand your need for FINANCIAL INTEGRITY



Healthcare has operations in

Hirslanden, Mediclinic’s Swiss

the UK, Italy and Ireland.

On behalf of clients, we do
have exposure to some of these
companies and clients who
own Remgro have an indirect
exposure to MediClinic
through Remgro’s 44.6% stake
in the company.

“Three listed groups
account for almost 70% of
all private hospital beds in

SA”

business, had a strong FY22
performance (6% growth in
Swiss Francs), with revenue
and margin beating both
analyst expectations and the
company’s own guidance as
the effects of COVID dropped
away. However, there are
pressures which should not be

Why do we like this sector?

Firstly healthcare (hospitals in particular) is a defensive,
consolidated, and resilient industry. Private hospitals
provide high-quality healthcare to about 15% of our
population - the resilient middle and upper-income groups
who have medical insurance and who want to avoid being
reliant on a weak state system. Furthermore, their revenue
is derived almost entirely from insurance payments — as
much as 90% - given the well brokered medical aid system.
Secondly, the private sector dominates the hospital industry
in this country. The three listed groups account for almost
70% of all private hospital beds in SA, making this a stable
oligopoly.

PRIVATE HOSPITAL MARKET SHARE BY BEDS
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SA’s 3 major listed hospital companies own almost 70% of all
private hospital beds in the country, making this a consolidated
sector with high barriers to entry.

A few comments on Mediclinic:

Mediclinic has managed to navigate the pandemic fairly
well across all three regions with operating profits returning
to above pre-pandemic levels. The share price has recovered
almost 20% since the start of 2022 driven by a recovery of
inpatients as we mentioned earlier. The chart below from
Mediclinic’s latest results presentation shows how non-
covid admissions have recovered compared with the 2020
financial year.

overlooked, including structural

issues such as insurance down-
trading to cheaper plans, the switch to outpatient treatment,
and potential cost pressures as a result of inflation.

Mediclinic South Africa saw revenue growth of 18% and
admissions also grew by 18% resulting in profit growth
of more than 85%. Performance remained resilient and
it continues to outperform its peers given that the SA
business has recovered much faster than most would have
expected. Mediclinic is very well managed, understands
the SA market well and benefits from a strong geographical
footprint in the Western Cape.

INPATIENT NON-COVID ADMISSIONS
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Finally after many months admissions not related to Covid are
on the rise.

In the UAE revenues are now well above pre-Covid
levels. The new Airport Road Hospital extensions and
Cancer Centre continue to ramp up, which is resulting
in rising occupancies for these facilities. Consequently,
revenues grew by 9% and profit jumped by more than 30%.
Demographics and lifestyle illnesses should continue to
underpin volumes in the UAE.

Fortunately, margins are not overly high, which actually
from a customer point of view, is something of a relief,
although from an investor’s perspective, we probably
want more. Nonetheless, at the end of the day, the hospital
sector is an important industry in SA, and one that has
room to grow given the state of government facilities. But
longer-term, growth for this industry depends ultimately
on employment growth and the ability for more people to
afford medical insurance. That will take longer to solve.
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Topic: Building an
Investment Mindset

Natal Midlands

Date: 9 June 2022
We are pleased to announce our next seminar, scheduled Venue: Oasis Conference Centre,
for early June. This seminar will focus on financial planning, 72 Main Road, Howick

specifically the tools and attitude required to build an Morning Time: 10am for 10.30am

investment mindset. Evening Time:  5.30pm for 6pm

Johannesburg
Date: 14 June 2022
. Venue: Rosebank Union Church, Cnr
n — William Nichol and St Andrews
° H dH ) YouTub Road, Hurlingham
Afvard HOoUse s On TOUTUDE Time: 7am for 7.30am

CONTACT DETAILS: HARVARD HOUSE GROUP
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For more information on the range of products and services =
offered by Harvard House Investment Management and its B
associated companies (including Harvard House, Chartered
Accountants), or for any financial advice, please contact the
Company at: @
W

The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty)
Ltd, Harvard House Financial Services Trust, Harvard House Insurance Brokers and Harvard House, Chartered Accountants (collectively known
as the Harvard House Group), do not warrant its completeness or accuracy. Opinions, estimates and assumptions constitute our judgment as
of the date hereof and are subject to change without notice. Past performance is not indicative of future results. This material is not intended
as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who wishes to invest with the Company should
seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever for any loss or damages
whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter does not
constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002.

The Harvard House unit trusts are registered under the Boutique Collective Investments. Custodian: Standard Executors & Trustees: Tel (021)
007-1500. Collective Investments are generally medium to long term investments. The value of participating interests may go down as well as
up and past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and can engage in script
lending. Forward pricing is used. Commission and incentives may be paid and if so, are included in the overall cost. This fund may be closed
to new investors. Collective Investment prices are calculated on a Net Asset Value basis and auditor’s fees, bank charges, trustee and RSC
levies are levied against the portfolio. The portfolio manager may borrow up to 10% of portfolio NAV to bridge insufficient liquidity. Boutique
Collective Investments (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. Boutique Collective Investments
is a member of ASISA and is an authorised Financial Services Provider. Should you have any further queries or complaints regarding the suite
of units trusts offered by The Harvard House Group please contact: Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email:
clientservices@bcis.co.za. For your information, the FAIS ombudsman provides an independent and objective advisory service. Should you not
be satisfied with the outcome of a complaint handled by Boutique Collective Investments, please write to, The Ombudsman, PO Box 74571,
Lynnwoodridge, 0040. Telephone (012) 470 9080/99. Fax (012) 348 3447. Email: info@faisombud.co.za

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date.
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available
on request from the manager.
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