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ANDY HALL
Chief Financial Offi cer

More than a year after listing 
on the JSE, Adcock Ingram 
has delivered strong fi nancial 
performance and a sound 
balance sheet. 

Financial results
Overview
More than a year after listing on the JSE, Adcock Ingram has delivered 
strong financial performance and a sound balance sheet. Headline 
earnings increased 16,5% and headline earnings per share 16,1%. 
Adcock Ingram continued its strong cash generation with R754 million 
derived from operating activities, which allowed the group to maintain 
its ability to fund the capital expenditure programme from operating 
cashflows. The group’s capital expenditure was R229 million during 
the year. The group’s turnover benefited from volume growth across 
the business, particularly in antiretrovirals (ARVs), a timeous Single Exit 
Price (SEP) increase and product mix, increasing turnover by 21% to 
R4,0 billion (2008: R3,3 billion). 

Despite the higher gross profit on the back of strong turnover, the 
group experienced margin compression as a result of Rand weakness 
in the first half of the year, and a change in the product sales mix with 
increased ARV sales and low gross margin contract manufacturing 
sales to its former parent, Tiger Brands. 

Headline earnings
Headline earnings for the year ended 30 September 2009 of 
R779,3 million (2008: R668,8 million) reflect an increase of 16,5% 
over the prior year. At the headline earnings per share (HEPS) 
level, this translates into an increase of 16,1% to 450,0 cents 
(2008: 387,6 cents), based on 173,2 million (2008: 172,6 million) 
weighted average number of shares in issue for the year.

The increased number of shares in issue in 2009 relate to the 
exercising of share options by current and former employees 
of Adcock Ingram, Tiger Brands Limited and The Spar Group 
Limited, under equity settled option schemes inherited from Adcock 
Ingram’s former parent company, Tiger Brands Limited. Approximately 
2,1 million options remain outstanding under these schemes, and 
these are available for exercising on or before 1 September 2010, and 
expire on or before 1 September 2015, at offer prices ranging from 
R8,69 to R28,33 per Adcock Ingram share.

Chief fi nancial offi cer’s report
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Headline earnings in the current year exclude capital profits 
of R3 million. There were no impairments of intangible 
assets in the current year (2008: R17,8 million). It should 
be noted that headline earnings in the prior year included 
the cost of a settlement reached with the Competition 
Commission in the business of Adcock Ingram Critical Care 
(AICC) amounting to R53,5 million. After adjusting for this 
abnormal item, headline earnings grew by 7,9%.

Earnings per share (EPS) improved by 19,3% to 451,7 cents 
(2008: 378,5 cents), somewhat more than the increase 
in headline earnings per share (HEPS) as a result of the 
impairment of intangible assets in 2008 reducing earnings 
in that year.

Turnover
Turnover rose 21,3% to R4,0 billion (2008: R3,3 billion) 
due to volume growth across the business of 12%, with 
price and mix making an equal contribution to the balance 
of the growth. The Prescription segment had an excellent 
volume increase, primarily through ARVs, and the Hospital 
division showed modest volume growth in a particularly 
tough trading environment. Over-the-counter OTC volumes 
were maintained year-on-year despite significant down-
trading in this portfolio.

The turnover should be seen in light of the following:

•  A price increase of 13,2% granted by the Department 
of Health in January 2009, the previous increase of 
6,5% having been allowed in May 2008. The 2009 
price increase was effective for the entire second half 
of the financial year in the Pharmaceutical division, 
where approximately 65% of sales are subject to SEP 
legislation. The Hospital division, with approximately 
25% of sales subject to SEP, did not benefit fully from 
the price increase as discussions with the Department 
of Health on unit-based (per millilitre) pricing are still 
ongoing;

•   A loss of tenders in the Pharmaceutical and Hospital 
divisions, reducing public sector sales across both 
segments (excluding ARVs) by approximately 
R30 million year-on-year;

•  The loss of revenue after the legislated conversion 
of certain ephedrine-containing OTC brands 
to prescription-only products in April 2008. 
These contributed revenue of R21 million in 2008;

•  Significant price erosion in Adco Simvastatin, the 
generic portfolio’s second biggest product by revenue; 
and

•  The loss of two significant agencies in the Hospital 
division which on a combined basis contributed 
R90 million to revenue in 2008.

On the positive side, the rollout of the Efavirenz state 
tender impacted turnover favourably and all indications 
are that Government will procure the full volume under 
this tender. Sales from Tender Loving Care (Pty) Limited 
(TLC), the acquisition concluded in the second half of 
the financial year, are not material, however, we expect 
personal care revenue under this brand to increase in 
future years as a wider range of products is introduced. 

Similarly, in the rest of Africa, the Pharmaceutical division’s 
revenue in the current year has almost trebled, albeit off 
a very small base. The Pharmaceutical business also had 
the benefit of revenue amounting to R92 million from 
contract manufacturing despite this being at a very low 
gross margin. This contract terminated at the end of 
August 2009.

Profit margins
Gross profit increased by 11,7% to R2,0 billion 
(2008: R1,8 billion), while the gross profit margin 
declined from 55% in 2008 to 51% in 2009. The primary 
contributing factors for the reduction in margin were 
significant Rand weakness in the first half of the year, a 
change in the product sales mix with increased ARV sales, 
inventory impairments and the contract manufacturing 
business referred to earlier. 

The effect of Rand strengthening and the price increase 
granted by the state was evident in the second half of the 
year as the gross margin improved from 49% in the first 
half of the year to 52% in the second half. This margin 
expansion was achieved across all business units with 
Prescription improving from 52% to 55%, OTC increasing 
from 56% to 59% and Hospital products moving from 
39% to 41%.

The business remains vulnerable to Rand weakness with 
more than R900 million of foreign exchange purchases 
in 2009, of which 61% were US Dollar-based due 
to an increase in imports from India and China, and 
35% were Euro-based. In the Pharmaceutical division, 
73% of imports are exposed to the US Dollar whereas 
in the Hospital division the exposure is 53% to the Euro. 
Average forward rates in 2009 were R9,46:USD1 and 
R12:37:Euro1, however, with year end inventory levels 
having been purchased at approximate forward rates of 
R8,10:USD1 and R11,50:Euro1, the gross margins are 
relatively well protected for the majority of the first half of 
2010. Gross margins in a AICC are also heavily dependent 
on raw plastic pellet prices, which despite being procured 
in local currency, are linked to the international oil price.

Operating income before abnormal items increased by 
4% to R1,045 billion (2008: R1,005 billion), with margins 
reducing from 30,4% in 2008 to 26,1% in 2009, this 
loss of leverage being carried down from the gross 
profit line. Operating expenses increased by 21% to 
R992 million (2008: R818 million). Selling and 
distribution expenses rose by 15,5% to R422 million 
(2008: R365 million), measured as a percentage of sales 
as 10,5% (2008: 11,1%). Additional distribution costs 
during the start up phase in the new Midrand distribution 
centre and the establishment of a new sortation centre 
amounted to R14 million, half of which is expected to be 
a recurring expense. Other overheads, including marketing 
and research and development (R&D) expenses,. increased 
25,9% to R570 million (2008: R453 million), 2009 being 
impacted by additional IFRS2 charges and incentives of 
R46 million, and expenditure of R13 million at TLC and 
Adcock Ingram East Africa, which are not in the 2008 base 
comparative. 
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Chief fi nancial offi cer’s report continued

Operating profit after abnormal items rose 11,9% to 
R1,045 billion (2008: R933 million), the prior year figures 
having been negatively impacted by abnormal expenses of 
R53,5 million in paying the Competition Commission fine, 
and intangible asset impairments of R17,8 million.

Finance costs, net of dividend income of R9,6 million 
(2008: R10,7 million), amounted to R8,1 million 
(2008: R25,9 million), inclusive of commitment fees. 
Net interest cover for the year is a very healthy 59 times 
(2008: 25 times). 

Profit before tax grew by 14,3% to R1,037 billion 
(2008: R907,4 million). The effective tax rate is 23,8% 
(2008: 26,9%), the variance from the statutory rate being 
attributable to: 

•  the Strategic Industrial Programme (SIP) allowance of 
R29 million, translating into a tax benefit of R8 million. 
It is currently estimated that the SIP allowance of 
R458 million granted in the 2009 financial year will be 
utilised over four years with the bulk of the allowances 
being claimed in 2012;

•  capital allowances and exempt income of R169 million;  
and

•  reversal of a prior year over provision in the amount of 
R16 million.

offset by:

•  non-deductible expenditure of R50,4 million; and
•  STC of R11,4 million related to the maiden dividend 

declared in June 2009.

This resulted in profit after tax growing by 19,1% to 
R789,9 million (2008: R663,4 million). The share of 
profits attributable to minority interests decreased to 
R7,5 million (2008: R10,3 million), as a result of lower 
profits in The Scientific Group (TSG), where Brimstone 
Incorporated is the minority shareholder. Other minority 
shareholders in the group are European-based multinational 
companies, certain of whose products are marketed and 
sold by the Pharmaceutical division.

Financial position
Non-current assets
The carrying value of property, plant and equipment 
increased by R148 million during the year. Capital 
expenditure of R229 million was expansionary and 
regulatory in nature, primarily made up of: 

•  R67 million at Wadeville for the efficient and increased 
production of ARVs;

•  R32 million at Clayville where the group’s effervescents 
and powders capacity has been increased to 
1,15 million kg per annum and ground has been 
broken on the high-volume liquids plant, which will 

take Adcock Ingram’s oral liquid capacity to 14 million 
litres per annum; and

•  R58 million at Aeroton where the Critical Care facility 
is being upgraded to meet international regulatory 
requirements.

The balance of the capital expenditure relates to completion 
of Adcock Ingram India’s factory in Bangalore, the Midrand 
distribution and office facilities and the acquisition of 
office equipment, computers, furniture and fittings across 
the business. Regulatory upgrades and expansionary 
activities are continuing and it is expected that up to 
R555 million will be invested in fixed assets during the 2010 
financial year. Eighty percent of this expenditure has been 
designated on an almost equal basis to Clayville’s high-
volume liquids facility and Aeroton’s regulatory upgrade.

Intangible assets, net of amortisation of finite-life assets, 
increased by R82 million to R304 million. The group 
acquired the TLC business with effect from 2 April 2009, 
with the balance of the purchase price in excess of the net 
asset value allocated to the TLC trademark (R65 million) 
and goodwill (R15 million). 

Working capital
Inventory levels of R584 million at year end were 
R17 million higher than the prior year, but R33 million 
down since March 2009. Days in inventory are 105, 
significantly improved by almost 25 days when compared 
to September 2008, and a small reduction on March 2009. 
This improvement in inventory turn is evidence of better 
visibility for inventory forecasting now that the Bangalore 
facility is fully operational and that upgrades to Clayville 
and Wadeville are substantially complete. This is further 
facilitated by the recent implementation of a new demand 
planning system. The group’s target of 100 inventory days 
remains in place.

Trade accounts receivable, net of provisions, are 
R937 million at year end and R247 million higher than 
the prior year. Whilst the absolute balance has increased, 
the outstanding debtors’ days at year end are 62, a slight 
improvement on the prior year, September having been 
the largest sales month in 2009. Credit control across the 
group remains good, although there is some evidence of 
financial stress in minor elements of the customer base 
with bad debt write offs of less than R1 million in the year 
under review. Adcock Ingram’s Pharmaceutical division 
continues to extend 60-day terms to its private sector 
customers.

Trade accounts payable, including accrued expenses and 
provisions, increased by R126 million to R700 million, with 
days outstanding at 60. The current ratio remains healthy 
at 2,5 times (2008: 2,4 times). 
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Cash and gearing
Operating profit before working capital increased by 
15,5% from R1,02 billion to R1,18 billion. Working capital 
requirements discussed above absorbed R46 million, 
leaving cash generated from operations of R1,13 billion, 
a significant improvement over the prior year’s figure of 
R741 million. 

After interest, taxation and dividend outflows, there was a 
net cash inflow of R754 million (2008: R439 million).

The significant outflow in investing activities of 
R327 million (2008: R280 million) relates primarily to 
the production facilities discussed above. In addition, the 
acquisition of TLC, a minority stake in Batswadi Biotech, 
which represents Amgen in South Africa, and purchases 
of brands accounted for net cash outflows of R90 million.

The group generated net operating cash inflows of 
R427 million, funding Adcock Ingram’s normal capital 
expenditure programme. Financing activities accounted for 
net cash outflows of R129 million as two further payments 
were made to service the secured loan for which the final 
instalment is due in October 2010.

Outside of overdraft balances, which are offset against 
surplus cash balances on a daily basis, the group is 
carrying gross interest bearing debt of R311 million 
(2008: R439 million). R270 million (2008: R408 million) of 
this debt is owed to a South African financial institution, 
bearing interest at 15,5% per annum and will amortise 
with six monthly capital and interest payments ending in 
October 2010. The remaining interest bearing borrowings 
of R41 million (2008: R31 million) have been incurred in 
Adcock Ingram India Limited, raised to fund the capital 
expansion programme completed at the end of the 2008 
calendar year. The loan bears interest at 0,25% below 
the State Bank of Hyderabad’s lending rate and is being 
serviced in 20 quarterly instalments which commenced in 
December 2008.

The group had adequate cash reserves of R693 million 
at year end (2008: R395 million) and is ungeared with 
a net cash position of R381 million (2008: net debt of 
R44 million). The group has R500 million of aggregate 
available unutilised short-term facilities with two 
South African financial institutions to service ongoing 
operational requirements, and has capacity for gearing in 
order to invest in its pipeline and product portfolios, and 
continue to implement its growth strategy. The group has 
retained its investment grade status with the major South 
African financial institutions.

In light of the potential funding needs of Adcock Ingram’s 
strategic initiatives, the group has elected to fund the 
Clayville high-volume liquids facility and Aeroton upgrade 
through borrowings. Consequently an agreement has been 
entered into with our financiers for two capital expenditure 
facilities amounting to R800 million in aggregate. 

The terms of the loans, which are being drawn down in 

accordance with the planned expenditure at the relevant 
sites are:

•  R290 million with a two-year bullet term, servicing 
only interest in the two-year period at JIBAR plus 
230 basis points and R510 million with a two-year 
capital holiday, bearing interest at JIBAR plus 265 basis 
points and amortising thereafter for an additional two-
year period; 

•  interest on both loans is to be serviced quarterly in 
arrears; and

•  both facilities are subject to normal commercially 
negotiated raising fees and certain security and 
financial covenants. 

Looking forward, the group should retain the momentum 
established in the last quarter of 2009 through relatively 
favourable exchange rates coupled with the benefit of 
the SEP increase in the Pharmaceutical division. However, 
elements of consumer spending remain depressed, 
evidenced by down-trading to lower priced products and 
the demand for smaller pack sizes, both of which resulted 
in less favourable gross margins for the group. 

Key financial ratios

 2009 2008

Gross profit (%) 50,9 55,2
Operating profit (%) 26,1 30,4
Inventory days 105 130
Accounts receivable days 62 63
Accounts payable days 60 55
Working capital per 
R1 turnover (cents) 30,0 28,0
RONA (%)  61,8 76,7
Net interest cover (times) 59 25
Current ratio (times) 2,5 2,4

Conclusion
Adcock Ingram’s first full year of independence has been an 
exciting period, with good strategic progress having been 
achieved. Our resolve to continue to build Adcock Ingram 
into a leading world-class branded healthcare company 
has been strengthened and we are well positioned to fulfil 
elements of the strategy in 2010. 

I am indebted to our shareholders, advisers, board members, 
and fellow employees with whom I am privileged to serve 
Adcock Ingram, for their support during the year.

Sincerely,

Andy Hall
Chief Financial Officer
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 Operational review – PHARMACEUTICALS

 About the division
The Pharmaceutical division manages a comprehensive portfolio of branded and generic prescription medicines across various 

therapeutic categories, as well as a selection of branded over-the-counter (OTC) products. During the year under review, 

Adcock Ingram held fi rst place in OTC medicines in South Africa and was second in prescription generics. The business also holds 

second place amongst local pharmaceutical companies in the fast moving consumer goods (FMCG) sector.

Operational highlights

• Adco-Dol breaks R100 million

• Panado breaks R200 million

• Synap Forte becomes 5th 
biggest pharmaceutical brand

BILL TWEEDIE
Managing Executive 
– Pharmaceuticals 

Adco Efavirenz

29% 32%

21% 55%

19%
(Source: IMS – Sept 2009)

45%

Value growth

KUBEN PILLAY
Executive – Strategic Trade, 
ARVs & Public Sector
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Overview
The financial year under review was a testing one for the 
Pharmaceutical division, not only due to the economic 
slowdown, but also as a result of operational challenges 
experienced within our supply chain infrastructure. 
Stock availability and our ability to maintain consistent 
service levels to our customers were some of the issues 
with which we had to deal decisively during the first half 
of the financial year. 

Our new Midrand-based distribution centre, which began 
operations in November 2008, is now fully operational and 
service has returned to normal levels. 

On the back of sterling performance from antiretrovirals 
(ARVs) and branded prescription products, augmented 
by the single exit price (SEP) increase, sales rose to 
R2,8 billion which is 29,4% higher than 2008. 
(R2,1 billion) Operating profits increased by 9% to 
R824 million (2008: R754 million).

For most of the reporting period, prices of Active 
Pharmaceutical Ingredients (API) remained relatively high, 
although prices did begin to show a downward trend 
towards the end of the year.

Our programme of factory upgrades is well underway. 
The upgrades to our Clayville and Bangalore plants were 
completed during the year, and that at our Wadeville 
plant will be completed early in 2010. These upgrades, 
in accordance with PIC/S (Pharmaceutical Inspection 
Convention and Pharmaceutical Co-operation Scheme), 
WHO (World Health Organisation) and USFDA (United 
States Food and Drug Administration) standards, will 
allow us to increase our production capacity to meet 
customer needs.

By the time all construction and restructuring of 
manufacturing operations have been completed in 2012, 
all Adcock Ingram plants will conform to international 
standards and should provide sufficient manufacturing 
capacity for at least another decade.

Review of operations
The Pharmaceutical business is managed strategically as two 
separate businesses – Prescription and OTC. All services are 
shared to ensure that synergies are achieved throughout the 
business.

Over-the-counter (OTC)
The OTC business has a wide range of consumer brands 
distributed via the FMCG channel and an established 
portfolio of premium and economy brands which are 
marketed through the pharmacy channel. During the 
year economic conditions impacted consumer spending 
patterns in both Pharmacy and FMCG channels, with 
the latter being hardest hit. Consumers have shown 
a tendency to self-medicate with more effective OTC 
products only available in pharmacies, rather than buying 
Schedule 0 products from conventional retail outlet. 
This is evident in the volume decline in the FMCG 
channel, more specifically in analgesics. 

In addition, when self-medicating, consumers have 
tended to buy smaller pack sizes or down-trade to 
cheaper brands, particularly within the mid-LSM bands. 
Notwithstanding these trends, Adcock Ingram’s strong, 
established brands have held market share in both the 
FMCG and pharmacy channels. 

Adcock Ingram continued to invest in the OTC Training 
Academy where over 2000 pharmacists and pharmacy 
assistants have benefited from independent clinical and 
commercial training.

Prescription
The Prescription business is split between branded and 
generic products.

Branded
Branded prescription products performed solidly during 
the year, gaining market share against global competitors. 
Sound strategies were developed and are currently being 
rolled out into the market to ensure further traction from 
the solid foundations already established. 

Scientific symposia through thought leadership programmes 
have been introduced to further entrench the company’s 
image with prescribing health care professionals and 
demonstrate the company’s commitment to investment in 
continued medical education. Earlier in the year, Adcock 
Ingram hosted South Africa’s largest General Practitioner 
(GP) Summit, which was fully accredited by the Health 
Professions Council of South Africa. More than 300 GPs 
in attendance were exposed to a range of presentations 
delivered by key opinion leaders from various therapeutic 
disciplines. Due to the overwhelming positive response 
to this event, we will continue to invest in annual summits 
of a similar nature.
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Generics
The success of this business is dependent on range, 
availability and cost. During the year under review, 
aggressive pricing has resulted in the value erosion of 
certain significant generics in the private market. This trend 
is likely to continue as more competitors enter this market 
with little or no differentiation.

Major opportunities do, however, exist in the public sector 
general tender and ARV markets, and the Efavirenz tender 
award in favour of Adcock Ingram in mid 2008 contributed 
significantly to the performance of our Generics business. 
Competitive API prices, secured tender volume, and a 
focused drive to have stock readily available, placed Adcock 
Ingram in a favourable position with public sector procurers.

Antiretrovirals (ARVs)
In this past financial year, Adcock Ingram agreed to 
considerably increase production of ARVs in response to 
Government’s decision to intensify its distribution of ARVs 
to HIV positive patients. This was against the background 
of Adcock Ingram’s own manufacturing plants undergoing 
extensive upgrades. We are pleased to report that Adcock 
Ingram was able to increase production to meet the higher 
volumes required and continued to deliver within the agreed 
time-frames. We are now also building up stock of ARVs to 
ensure adequate reserves against further spikes in demand.

The current ARV contract expires in May 2010 and 
Government is expected to issue tender documents early 
next year for the next two year contract. Adcock Ingram 
will participate in this tender process.

With the significant policy shift announced by President 
Zuma on World AIDS Day, 1 December 2009, we anticipate 
that South Africa’s ARV requirements are expected to 
grow in excess of 25% per annum. Further, Adcock 
Ingram already has a presence in certain African markets. 
Based on our internationally accredited production facilities 
and our competitive prices, we intend expanding our 
product offering to other markets where a need exists. 

Adcock Ingram’s ARV development is generally undertaken 
in our own R&D facilities. However, our latest products 
are based on new generation molecules licensed from 
our international partners. These new molecules have 
been formulated into a range of new Adcock Ingram ARV 
products that are currently awaiting registration with the 
MCC. We anticipate that these will be registered and in 
production by the commencement of the new ARV tender 
in 2010.

Growth into Africa
In March 2009, Adcock Ingram launched the Adcock 
Ingram East Africa operation. Based in Nairobi, Kenya, the 
office currently has 20 employees, mainly sales staff, who 
service health professionals and promote Adcock Ingram 
products in the region. This office will serve as the hub for 
expansion into East Africa – initially Kenya, then Tanzania, 
Ethiopia and other neighbouring states.

The group also acquired a popular Kenyan analgesic OTC 
brand, Dawanol, as an entry into the East African FMCG 
market. Marketing and distributing of the Dawanol brand 
will provide useful on-the-ground insights for further 
introduction of other Adcock Ingram products into this 
market.

 Operational review – PHARMACEUTICALS continued

FMCG presence increased 
with the launch of new 
products from TLC
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In November 2009, Adcock Ingram made an offer to 

acquire a minimum of 51% of the shareholding in Ayrton 

Drug Manufacturing Limited (Ayrton), a pharmaceutical 

company listed on the Ghanaian stock exchange. Ayrton 

manufactures a wide range of pharmaceuticals which 

are distributed in the form of tablets, syrups, capsules, 

powders, ointments and creams.

The rationale for the transaction includes the opportunity 

for Adcock Ingram to introduce a range of products into 

the Ghanaian market, ensuring a smooth entry into West 

African markets through the established local marketing, 

sales and distribution capabilities of Ayrton. There would 

also be an opportunity to leverage Adcock Ingram’s global 

supply chain network into the region. Significant scope 

also exists in respect of the introduction of Adcock Ingram’s 

ARV range into West Africa. 

Growth into Adjacent categories 
Adcock Ingram re-entered the Personal Care market by 

purchasing the business of Tender Loving Care (TLC) in 

April 2009. Its subsequently launched a camphor cream 

and baby care range in September 2009. This acquisition 

facilitates incremental growth in OTC and embraces the 

OTC strategy of moving into adjacent categories and 

increasing the presence in the FMCG market, both in 

South Africa and other selected African markets.

Adcock Ingram also acquired Unique Formulations, 

a Cape Town based business specialising in the supply of 

vitamins, minerals and supplements (VMS). This acquisition 

complements our existing portfolio of energy and weight 

management supplements and assists in gaining a foothold 

in the broader complementary medicines market. 

The VMS category is enjoying strong growth in both the 

FMCG and Pharmacy channels due to the global trends of 

increasing consumer awareness and of more consumers 

taking responsibility for their own wellbeing.

Outlook 
The increased capacity created through our factory 
upgrades establishes a secure platform for future expansion 
in Southern Africa and further afield. 

Adcock Ingram will continue to invest in its brands and 
pipeline through the acquisition of dossiers, research 
and development and partnerships with multinational 
companies seeking representation in Africa. The group is 
well positioned to take advantage of the economic upturn 
and anticipates robust growth in the years ahead.

Adcock Ingram’s FMCG 
presence increased with 
the launch of the new 
products from TLC

VMS presence increased 
with the acquisition of 

Unique Formulations
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Turnover by division
 
 2009  2008  
 R’m  R’m

AICC 947 843

TSG 302 328

 1 249 1 171

 Operational review – HOSPITAL PRODUCTS

Operational highlights

• AICC currently treats 
approximately 52% of all 
renal patients in the country

•  Granisetron and Midzolam 
registered

•  AICC added a new array of 
oncology products

SHAWN LANDMAN
CEO – The Scientifi c Group 

KYM ROWAT
Managing Executive – AICC
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The Hospital Products division comprises Adcock Ingram 

Critical Care (AICC) and The Scientifi c Group (TSG).

Adcock Ingram Critical Care 
Market backdrop
AICC is a major supplier in the hospital products market 
and operates in both the private and public healthcare 
sectors in the Southern African region. 

The performance of AICC’s Hospital Products division is 
sensitive to a number of local and international issues, 
including negative currency fluctuations that impact raw 
material purchases, inflation and local medicine pricing 
controls. About one third of the hospital products’ revenue 
is exposed to SEP and is therefore subject to pricing control.

Operations overview 
Margin erosion experienced across the product range 
was attributable to various factors, including the delay 
in getting approval of the 13,2% SEP increase on some 
of its pharmaceutical range, where the dosage forms are 
the same, but the pack factors are different. As a result, 
cost increases could not be offset against product price 
increases. Adcock Ingram is currently in consultation with 
the Department of Health on a ‘per unit’ (millilitre) pricing 
structure to address this issue. 

South Africa’s private hospital sector continued to 
reflect organic growth, mainly against the backdrop of 
increases in admissions, hospital beds and bed utilisation. 
Key growth drivers were intravenous (IV) fluids, formularies 
for IV antibiotics and higher numbers of patients with end-
stage renal disease. 

The public sector proved to be less robust, with budgetary 
constraints, chronic shortages of all healthcare professionals 
and delayed capital expenditure in some provinces. 

The full impact of the loss of public sector tender business 
for IV fluids was realised during this period. In the event 
that AICC is awarded a portion of the 2010 national 
tender, due to be issued in January 2010, the situation is 
likely to improve.

AICC delivered a 4% volume growth when compared with 
the corresponding period last year. 

Factory upgrade
The board of Adcock Ingram approved a R292 million 
capital expenditure programme for the upgrade of 

AICC’s manufacturing facility in Aeroton, Johannesburg. 
The project will see AICC attaining compliance with the 
international Pharmaceutical Inspection Convention and 
Pharmaceutical Co-operation Scheme – jointly referred 
to as PIC/S – standards adopted by the South African 
Medicines Control Council (MCC).

Meticulous planning has gone into this project to ensure 
that product supply will not be interrupted. The upgrade is 
progressing according to plan, as evidenced by the timeous 
completion of the dedicated Small Volume Parenterals 
(SVP) facility that will house Blow Fill Seal equipment. 

With the assistance of an independent company, AICC’s 
rigorous validation of its upgraded facilities is also under 
way, with one area in the SVP facility already fully validated 
and in production since July 2009. Completion of the 
validation process for the remainder of the SVP area is 
expected at the end of December 2009.

With regard to labour relations, AICC’s management has 
engaged in proactive dialogue with the recognised trade 
unions to negotiate leave allocations which accord with 
business needs and will not affect production output, 
while AICC strives to complete construction of the Aeroton 
facility.

AICC manufactures under licence to multinational Baxter 
Healthcare (Baxter), which develops, manufactures and 
markets products for the treatment of haemophilia, 
immune disorders, infectious diseases, kidney disease, 
trauma and other chronic and acute medical conditions. 
Baxter has been extensively involved in all stages of the 
planning of the upgrade and will continue its participation 
throughout the construction period. 

Review of operations
AICC continues to operate in a broad sector of the 
hospital products market, including renal dialysis systems, a 
comprehensive range of ostomy and wound care products, 
blood bags, intravenous fluids, accessories and surgical 
consumables.

Renal therapies
AICC’s renal operation contributes approximately one 
third of AICC’s turnover. The division reflected an 8% 
volume growth compared to last year. This growth can 
be attributed to various factors, not least of which is our 
competitive advantage in this market due to our home-
delivery service. AICC currently treats approximately 52% 

Products and equipment 
supplied by this division. O
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of all renal patients in the country and is the only company 
in South Africa to offer a dedicated home-delivery facility 
to all areas, including rural and informal settlements 
thereby allowing patients to perform dialysis at home. 

A portion of AICC’s new pipeline of renal products is set to 
come on-stream in December 2009. This is predominantly 
a range of pharmaceuticals, utilised in the treatment of 
complications during end-stage renal disease. 

In terms of exports and increasing our footprint into the 
rest of Africa, dialysis product services reflected a 45% 
growth. Whilst growing off a low base, the upward trend 
is as a result of the recognition of the increasing value 
of dialysis on a continent where under-dialysis has been 
a persistent phenomenon. This upward trend is likely to 
continue.

Blood Transfusion Therapies division
AICC has been a key partner and supplier to the 
South African National Blood Service (SANBS) for many 
years. With the country currently facing an ageing blood 
donor base, it has become increasingly important to 
educate the population about the importance of regular 
donation. The Blood Transfusion Therapies division has 
realigned its relationship with SANBS through a new, 
collaborative business model. AICC sponsors specific 
SANBS events and programmes and provides resources to 
support blood drives. As a result of our efforts to address 
this challenge, SANBS reported an overall 12% increase in 
the donor base.

Strategic alliances: Baxter Healthcare 
The relationship with Baxter remains mutually beneficial 
with the 15 year agreement, plus the call option as 
published at the time of listing, in place. In addition, AICC 
sources some of its products from other multi-national 
pharmaceutical companies.

Business development
The generic injectables range is an area of ongoing growth. 
A range of intravenous antibiotics and drugs – introduced 
over the past three years – has achieved substantial market 
share and AICC plans to continue expanding the product 
offering in this portfolio. The new lines include Granisetron, 
registered at the end of September 2009, and Midazolam. 
AICC has also added a new array of oncology products, 
which will provide significant revenue opportunities as they 
enter the market in the new financial year. 

Renal sector research indicates that 60% of kidney 
disease sufferers in SA are untreated, which presents 
a substantial opportunity for growth, including the 
opportunity for expansion into Africa. 

The Scientific Group (TSG)
Founded in 1983 to provide instrumentation and 
consumables to pathology laboratories, in the 25 years 
that followed, TSG has added product lines and services to 
its offering, to become one of the South African leaders in 
its market segment. Key growth areas at present include 
chemistry and haematology, rapid diagnostics, molecular 
diagnostics and high technology medical equipment. 
With the Department of Health’s ARV roll-out programme 
growing by 20 to 25% per annum, the demand for TSG’s 
HIV diagnostic products is increasing exponentially.

In 1999 the Brimstone Investment Corporation acquired a 
26% shareholding in TSG in one of the earliest BBBEE deals 
in the healthcare sector. Six years later, in 2005, Adcock 
Ingram acquired its remaining 74% shareholding through 
the Hospital division.

In September 2009, TSG moved from its previous premises 
in Waterfall Park to the main Adcock Ingram administration 
and warehouse complex in New Road, Midrand. This shift 

 Operational review – HOSPITAL PRODUCTS continued

AICC staff delivering 
home-dialysis products 
to one of our patients
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has integrated TSG’s workforce into the Adcock Ingram 
corporate culture and is significantly improving efficiencies by 
reducing rent payments and linking the business directly into 
group infrastructure, IT systems and its central warehouse.

Overview of the year 
Our overall result reflected a fall in turnover of 8%. 

The decline in turnover was due to our largest agency 

deciding to cancel TSG’s agency agreement following the 

unbundling from Tiger Brands. However, when excluding 

the impact of the lost agency described above, TSG’s 

strong organic growth of the last three years has continued 
on the core product ranges.

Review of operations
TSG presently comprises three sales divisions and a service 

division.

Clinical Diagnostics division
This division’s primary business is to supply clinical 

diagnostic equipment and consumables to laboratories 

in the public and private sector. The single biggest client 

at this time is the National Health Laboratory Service 

which has over 240 laboratories. Other services include 

haematology and chemistry. Diagnostics also has an export 

unit providing laboratory solutions and offering on and 

off-site application training and technical support across 

sub-Saharan Africa.

Our chemistry and haematology product ranges produced 

year-on-year growth of 37,5% and our export department 

expanded its growth by 27%. Our CD3 and CD4 HIV 

screening products are performing increasingly well as the 

South African government ramps up its ARV distribution 

initiatives. 

Our 14 years of marketing and distributing blood 

collection tubes has given the Diagnostics division a 

deep understanding of this market, therefore we have 

re-entered it by launching our own TSG range of blood 

collection tubes, called SG Vac. These are currently on trial 

with the NHLS and through our export unit are starting 

to sell into other African countries. With our extensive 

localised knowledge and distribution system, we expect to 

steadily regain a significant share of this market.

Bioscience division
This division supplies specialised biotechnical equipment 

and consumables to research institutions and laboratories, 

particularly those located at South Africa’s universities and 

Research Institutes.

This division’s revenues are highly dependent on the 

funding provided to universities and research units. 

The economic recession meant that new research projects 

were curtailed or scrapped, and purchases of new 

equipment were halted as research funds dried up.

Medical division
This division provides specialised medical equipment and 

consumables for hospital medical environments such as 

intensive care and high care wards. A wide and complementary 

range of equipment is imported from the world’s leading 

manufacturers, including ventilators and patient monitoring 

apparatus, cardiac perfusion equipment and consumables, 

theatre beds and lights, as well as imaging equipment.

Currently its major ranges are the Terumo cardiac perfusion 

equipment (heart lung machines) and Maquet ventilators. 

The Medical division performed adequately during this 

period, however, its results were negatively impacted by 

the delayed tender and procurement processes of the 

Gauteng Department of Health.

Service division
We are well aware of our responsibility to ensure that 

critical care equipment must always remain functional, 

as lives are at stake. We accordingly operate the largest 

critical care service division in South Africa, with fully 

trained service technicians and engineers available on a 

full time basis. Assistance is offered throughout 

South Africa as well as in various African countries and the 

Indian Ocean Islands.

Africa
The past few years has seen an increase in the availability 
of donor funding for healthcare and infrastructure projects 
in Africa. This has led to increased demand for TSG 
products, in particular our clinical diagnostic equipment. 
For instance, we have already sold more than 500 clinical 
diagnostic instruments to Zambian medical laboratories, 
and have stationed two full-time technicians directly in the 
territory.

Looking towards the future, we believe that opportunities 

for export within sub-Saharan Africa exist in the medium 

term.
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Our people
Adcock Ingram is a people-centric organisation. 
Performance management, collegial culture, learning and 
development initiatives and shareholding are just some 
of the ways in which we encourage and inspire our 
employees to develop to their full potential.

We recognise that continuous improvement is required in 
our people management practices and processes to ensure 
that we attract and retain the best talent. Our culturally 
diverse workforce reflects the richness and uniqueness of 
the countries in which we operate. 

Our staff headcount fell slightly from 1826 in September 
2008 to 1802 in September 2009 due to organisational 
restructuring within certain business units. On the positive 
side, the numbers of Blacks (Africans, Coloureds and 
Indians) in managerial positions increased from 362 to 418, 
which reflects a 15,4% increase from the previous year. 
The number of women in managerial posts increased from 
185 to 210 – a 13,5% improvement.

Adcock Ingram remains committed to creating a 
compelling employee value proposition. We firmly believe 
that our long-term sustainability is dependent on meeting 
and surpassing our employees’ expectations regarding 
learning and development, leadership, remuneration, 
stretch assignments, just employment practices, career 
development and employee wellness.

Leadership is paramount in building a vibrant organisational 
culture. Adcock Ingram’s Leadership Charter addresses 
performance, authentic communication and challenges 
any residual silo mentality in our business units. Leadership 
development initiatives and the associated mentoring 
programme are showing encouraging results, with 
feedback from participants indicating that these initiatives 
are developing employee skills around customer centricity, 
continuous improvement and operational excellence. 

Our company culture is built on our values, which serves as a 
glue that binds Adcock Ingram together. At Adcock Ingram 
we value Passion, Respect, Innovation, Development and 
Execution.

Having recently received the results from our entry into 
the prestigious ‘Best Company to Work For’ awards, we 
will utilise the outcome of this annual survey to inform us 
in improving our people management practices, with the 
purpose of retaining employees to keep the depth of skill 
and talent required to achieve Adcock Ingram’s long-term 
strategic objectives.

Workforce metrics

 2008 2009

Total headcount 1 826 1802

Per business entity  

Group  144 149

Pharma 990 959

Critical Care 544 548

TSG 148 146

Women  

Women employees 493 483

Women managers 397 407

Age profi le  

< 26 years old 102 119

26-35 years old 350 369

36-45 years old 546 516

46-55 years old 632 593

> 55 years old 194 205

Length of service  

< 3 years 447 512

3-5 years 206 209

6-10 years 245 261

> 10 years 928 820

Unclassifi ed – –

Disabled employees  

Female 3 4

Male 3 3

Talent acquisition and retention
Adcock Ingram has managed to fight the effects of the 
war for talent by refining our remuneration philosophy, 
learning and development interventions, study assistance 
schemes, comprehensive benefits, short-term and 
long-term incentives and creativity an enabling culture. 
Adcock Ingram’s Human Capital team regularly conducts 
‘health check’ interviews to determine and assess push and 
pull factors for employees. These ‘health check’ interviews 
include exit interviews, post-placement interviews and 
retention discussions.

Talent development
During the year under review, our commitment to our 
employees was confirmed by the 1,53% of our payroll 
we invested in learning and development. In managing 
employee learning, development and growth, we carefully 
diagnose skills, knowledge and attributes, to ensure 
sustained levels of competence. In addition permanent 
employees are offered bursaries for courses leading to 
qualifications relevant to the needs of Adcock Ingram. 

Business endurance report
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Talent bank: Creating a cadre of employable 
people 
Realising that we operate in a society with scarce skills, 
Adcock Ingram has embarked on a programme of developing 
a ‘talent bank’, which entails a multi-pronged strategy of 
building talent through internships, mentorship, bursaries 
and executive development programmes. This talent bank is 
intended to address the transformation needs of our business 
while also providing a consistent supply of skills needed in the 
healthcare sector. In this regard, the Graduate Development 
Programme was introduced to provide a talent pool for 
supplying priority skills.

Learnerships and Internships for the 
Unemployed 
Part of our human capital development strategy focuses 
on developing the unemployed through learnerships, 
internships and graduate development programmes. 
These are key aspects of our concerted effort to create a 
talent pool for our business and the broader pharmaceutical 
sector. The total spent on learnerships for the unemployed 
amounted to R1,9 million
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Adcock Ingram employees 
participating in wellness 
programmes in 2009

Top management Senior managers Professionally qualified

Skilled technical Semi- skilled Unskilled

Trained by occupation level
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African

Indian
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White

45,4%

21,8%

22,3%

10,5%

Trained by race

Milestones – 2009

• Launched Motheo – Employee Perceptions Survey
• Launched the EDP

• 0n-Boarding Programme
• Policies Procedures – Revised and enhanced

• Mentorship Programme
• Profi t Incentive Scheme

• Performance Management System – Balanced Scorecard
• BBBEE Scorecard – Transformation

• Phantom Shares
• Long Service Awards

• Roll-out Disability Programme 
• Learnerships and Internships

• Relocation to Midrand – reimbursed employees for petrol costs
• Business travel reimbursement cost increased

• Graduate Development programme
• Bursaries

• Market Related Salaries – Benchmarks
• Leadership Charter

• Health Check Interview
• Employee Share Option Scheme

• Executive Wellness Programme
• Values Embedment

• Roll-out of Human Capital Oracle System
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Business endurance report continued

Executive Development Programme (EDP) 
Adcock Ingram introduced the EDP in partnership with 
the renowned Gordon Institute of Business Science. 
On 30 April 2009 an initial 34 Adcock Ingram senior 
managers assessed as having sufficient potential 
commenced training modules that focused on the 
following themes: Competitive Advantage; Integration; 
Globalisation; Performance Management; Customer 
Centricity; Knowledge Management and Acquisitions.

Employee wellness 
The Adcock Ingram’s Health and Wellness Programme was 
implemented to proactively identify, treat and manage a 
wide range of health and wellness issues, from primary care 
and occupational injuries to chronic disease management, 
including HIV and AIDS.

Some of our wellness initiatives include:
•  Blood donation by employees;
•  Executive Wellness Programme;
•  Health Risk assessments; and
•  Voluntary counselling and testing services for HIV and 

AIDS

Performance management 
We are an output driven organisation, we value our 
employees’ progress and therefore rely on a robust 
performance management system which encompasses 
goal setting, monitoring and reviewing on a quarterly 
basis. Employees are reviewed regularly against their 
specified goals and are provided with constructive 
feedback which helps support their performance. 
Our Adcock Ingram performance management philosophy 
is focused on encouraging our people to develop to their 
full potential. We offer relevant training and development 
programmes to enable employee development. 

Effective performance management processes aim to 
ensure that individual output and behaviour, as well as 
business unit performance, are aligned with our strategic 
and financial objectives.

Our objectives are Pay principles

• To attract, retain, motivate and inspire individual 
employees

• To strive to inculcate a culture of performance by 
aligning pay to performance

• To strive to be an employer of choice and live our vision 
of becoming a recognised leading world class branded 
healthcare company.

• To encourage employees to remain engaged and 
focused on achieving our business objectives 

• For Adcock Ingram to achieve adequate returns on our 
investments. 

• For comparative roles, we aim to be at the market 
median for guaranteed pay, and for top performers we 
aim to be at or above the market median of the relevant 
market. 

• To ensure that there is internal pay equity across similar 
positions in the company. 

• Pay is in accordance with previous experience, skills and 
competencies.

• Substantial recognition is given to employees for living 
the Adcock Ingram PRIDE values.

Remuneration principles

Remuneration framework 
Our remuneration philosophy is a key principle of our people management strategy. We support a “pay for performance” 
philosophy through creating a high performance culture, integrated across business entities, aligned with organisational, 
team and individual strategies and goals. We manage differentiation, reward contributions and focus on continuous 
improvement. 



A d c o c k  I n g r a m  A n n u a l  R e p o r t  2 0 0 9 3 3

Pro
cu

rem
en

t

Facilities audits and new product 
development 
Although medicines are intended to save lives and heal 
ailments, incorrect or contaminated formulations can 
have unintended adverse consequences. As a result, 
the business of pharmaceuticals and medicines is highly 
regulated and becoming even more so, with governments 
and international accreditation bodies issuing increasingly 
stringent regulations. 

Regulation began in earnest in the 1960s, largely as a 
response to the drug thalidomide, which caused babies 
across the world to be born with physical deformations. 

Large-scale pharmaceutical manufacturers of today, such as 
Adcock Ingram, are compelled to control their production 
processes through rigorous total quality management 
(TQM) systems that enable tight end-to-end command of all 
processes, including product development, manufacturing, 
warehousing, distribution and supply to consumers.

Our group quality assurance team has inspected 45 sites 
involved in our supply process, including international 
sites in Spain, India, China and Europe. These included 
wholesalers and manufacturers of raw material and 
product packaging.

Product manufacture  
All products from Adcock Ingram’s manufacturing plants 
go through stringent quality control processes that include:
•  All ingredient handling and product manufacture 

taking place in specifically designed highly controlled 
and/or sterile environments that are constantly cleaned, 
inspected and maintained to the highest standards;

•  Testing all raw materials and ingredients before 
production;

• Product analysis during all production stages; and 
• Thorough final testing before the product is released.

An internal compliance management process targets 
safety, quality, efficacy and compliance with exact product 
specifications. 

Imported product release
Imported products undergo rigorous analysis before being 
released to the market. The industry benchmark of three 
days to release imported products was achieved through 
Six-Sigma methodology, resulting in much improved 
supply chain management. The UPLC technology recently 
introduced in all group laboratories has already delivered a 
pleasing return on investment (ROI).

Control and disposal of expired 
pharmaceuticals
Expired products are pulled from the shelves in the 
distribution centre three months before expiry date. 
All expired products are safely destroyed though 
incineration by an approved waste disposal company on 
our behalf, under supervision of Adcock Ingram personnel.  

New product development
Adcock Ingram stocks its pipeline of products with 
licensed pharmaceuticals from international pharmaceutical 
corporations, complemented by the group’s own-developed 
prescription, generic and complementary medicine lines. 
Our current pipeline to 2013 has more than 300 new 
dossiers, complemented by 340 products earmarked for our 
expansion into the broader African market.

In the review period, 120 dossiers were submitted to the 
Medicine Control Council (MCC) for the South African 
market. At the same time 16 products were registered in 
various African countries. A further 28 products have been 
submitted to authorities in four countries, of which eight 
have already been recommended.

Adcock Ingram’s WHO-accredited R&D facility uses cutting 
edge technology to grow the new product pipeline for 
Adcock Ingram while protecting the end consumer through 
a best practice Quality Management System that safeguards 
product quality, efficacy and – most importantly – safety.

Procurement
The procurement team evaluates areas of potential risk and 
runs opportunity analyses to determine areas of spend that 
could yield savings.  

Preferential procurement
A key responsibility of the procurement department 
is to direct Adcock Ingram’s preferential procurement 
programme, which aims at full compliance with the 
Department of Trade and Industry’s guidelines for our 
sector. Our preferential procurement target for 2009 is 14 
points, which we are confident will be achieved.

Adcock Ingram continually looks for new suppliers, 
particularly small or micro-businesses and woman-owned 
suppliers to add to its vendor base. These suppliers must 
offer quality products and excellent service as well as being 
in possession of valid BEE certificates.

We also encourage current suppliers to improve or obtain 
BEE credentials.

As pharmaceuticals and medical supplies are such tightly 
regulated industries, we often find suitable suppliers 
whose standards don’t comply with industry regulations. 
In those cases we offer guidance and advice to assist them 
in upgrading to industry standards. This we do by sending 
in pharmaceutical compliance audit teams to evaluate 
their operations and to show exactly where their shortfalls 
are. Where suppliers display sufficient potential, we will 
perform several audits until they are able to comply.

Continuous improvement
In its commitment to continuous improvement, Adcock 
Ingram encourages the procurement department to 
expend up to 3% of the cost price of materials in seeking 
to improve quality or reducing prices. 
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Business endurance report continued

Information technology (IT)
The information technology (IT) function in Adcock Ingram 
is fully in-sourced, but supported by consultants and 
external service providers when required. Due to the 
complex nature of the pharmaceutical and medical supply 
sectors, as well as the constant investment required to 
support business growth, we consider it important to 
retain our highly skilled IT staff and attract new employees 
with the correct skill-sets.

Oracle E-Business 
We are presently rolling out the Oracle E-Business suite to 
replace the various legacy and aging enterprise resource 
planning (ERP) systems. The financial, human capital and 
logistics applications have been implemented and we are 
installing the Oracle process manufacturing application in 
our factories.

We aim to streamline all operations and functions onto one 
fully integrated application environment that will efficiently 
support future business growth. 

Our IT systems run on a robust infrastructure based on tier 
one technologies (Dell and Cisco), which provide stable 
support throughout the business. Further infrastructure 
enhancements are being implemented in line with the 
current upgrade of our factories. Replacement and new 
IT systems are checked for compliance with South African 
pharmaceutical and medical services regulations, as well as 
the stringent requirements of international accreditation 
bodies such as the USA’s FDA and Europe’s PIC/S.

Adcock Ingram wide area networks (WANs) and local area 
networks (LANs) are designed to minimise the risk of single 
points of failure, while disaster recovery plans are regularly 
reviewed. 

In this next financial year the IT department will focus on 
implementing process manufacturing applications, further 
upgrading infrastructure and continuing to streamline and 
automate business processes.

Strategic planning and new business 
development
Strategy overview
Adcock Ingram offers a diverse array of products that 
include:
• Branded and generic pharmaceuticals;
•  Life-saving hospital pharmaceuticals, medical devices 

and medical consumables;
•  Over the counter (OTC) and fast moving consumer 

goods (FMCG); and
• Pathology services.

With a proud 120 year track record combined with a highly 
experienced management team and an abundant pipeline 
of products, Adcock Ingram’s prospects for enduring future 
growth look promising. However, there is always room for 
improvement and for adding complementary services and 
categories to our existing offering. 

Building market leadership
Adcock Ingram is currently expending over R1,2 billion 
to upgrade our South African and Indian manufacturing 
plants, while also revisiting all our business processes. 
Within the next year we will apply for accreditation of our 
upgraded manufacturing plants by recognised international 
agencies such as the USA’s Food and Drug Administration 
(FDA), PIC/S and the World Health Organisation (WHO). 
This will help cement existing market share and enable 
future market expansion.

Acquisitions and partnerships
Intellectual property is the lifeblood of sustainability in 
healthcare. The Business Development team at Adcock 
Ingram is continuously identifying and evaluating  
businesses that can offer new or complementary products 
and technologies, as well as seeking adjacent healthcare 
categories to bolster our products and services range. 

We are currently in a biotechnology partnership with 
Batswadi Pharmaceuticals and in this financial year 
acquired Tender Loving Care (TLC), which marked Adcock 
Ingram’s re-entry into the Personal Care FMCG sector. 
Although not in the financial year under review, Adcock 
Ingram consequently acquired Unique Formulations, a 
vitamins, minerals and supplements (VMS) company . 

During the past year we also acquired a Kenyan analgesic 
brand Dawanol and are actively looking for other suitable 
African acquisitions. Adcock Ingram has also entered the 
oncology sector with a first-to-market Granisetron generic.
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New business development
Our forward planning is consolidated into five-year cycles, 
which corresponds broadly with an new product pipeline 
that spans three to five year cycles. This is in line with all 
new pharmaceutical products, which undergo a process 
of approval from initial application to final registration for 
public consumption in South Africa by the MCC.

In expanding into other markets, Adcock Ingram will adopt 
the proven strategy of utilising strong cash flows at home 
to make strategic and complementary acquisitions in 
other markets. Licensing appropriate products or 
technologies can be as profitable as acquiring businesses. 
Adcock Ingram’s distribution network and large-scale, 
world-class manufacturing capability also makes us a 
sought-after partner for large multinational healthcare 
companies wanting to distribute their products without the 
need to establish their own African operations.

New product development
All Active Pharmaceutical Ingredients (APIs) are currently 
imported. Researching and developing new chemical 
entities or molecules is excetionally costly and is usually 
the preserve of global pharmaceutical corporations. 
Although Adcock Ingram does collaborate on developing 
products with research groups, particularly in India, our 
new products are largely acquired through licensing 
from multinationals, or developing generic alternatives to 
products for which patents have expired.

We actively seek to license or manufacture products that 
complement our current ranges. Another area we are  
exploring is more convenient drug administration, or novel 
drug delivery systems. These include tablets that literally 
‘melt in the mouth’ and don’t require water to ingest, 
or pre-filled syringes that can inject medication directly  
without needing a premix procedure. 

Business endurance
People will always need medication and healthcare. 
A well-managed and reputable business such as Adcock 
Ingram, with its flexible operating model, can therefore 
weather business environmental changes.

While Adcock Ingram continues to source innovative 
products to add to our pipeline, maintains and upgrades 
manufacturing facilities and capacity to meet demand, the 
group should continue to prosper.

Our immediate future is encouraging. Demand for 
ARVs continues to grow, while South Africa’s ageing 
population is expected to consume larger amounts of 
medication. As people become more medically aware and 
are able to access online health information, levels of self-
medication through OTC products should rise.

Adcock Ingram is well positioned to tap into Africa and 
other attractive markets, which offer outstanding potential 
for revenue growth for decades into the future.

Recycling, waste management and 
resource conservation
In an effert to actively manage our carbon footprint, some 
of the following initiatives were implemented during the 
past year at our Midrand hub:

•  the warehouse roof was insulated to reduce electricity 
consumption.

• low energy lights are extensively used. 
•  a Building Management System (BMS) was introduced 

to optimise and minimise power consumption.
•  an energy efficient air conditioning system was installed 

in the warehouse, reducing energy consumption.
•  borehole water and rainwater were used to flush 

toilets to reduce water usage.
•  we also supplement the irrigation water with borehole 

water (supplied from the underground natural water 
system).

•  all cartons and plastic from both the warehouse and 
office are sorted and end up in the recycling chain.

•  the diesel tank installations have bund walls installed to 
contain any spillages.

•  we are doing our share in brightening our environment 
by expanding the garden on New Road side (previously 
a barren piece of land with dumped waste lying 
around). This garden will also be irrigated.

•  we use mostly more hardy plants in our gardens as it 
allows us to irrigate for shorter time periods and in turn 
conserve water.

New planned improvements include:

•  installing a French drain system at the main gate in 
order to sustain the natural underground water supply.

•  the fine tuning of the BMS system throughout the 
building.
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Transformation 
In March 2009, Adcock Ingram announced its intention to 
facilitate the introduction of meaningful and sustainable 
BEE equity participation in Adcock Ingram. Adcock Ingram 
is committed to transformation through the introduction 
of broad-based BEE equity partners into its business to 
add to the significant progress it has made in the areas 
of, inter alia, employment equity, skills development, 
preferential procurement and enterprise development. 
The transaction is being implemented as part of Adcock 
Ingram’s committed efforts to achieve the objectives set 
out in the Department of Trade and Industry’s Codes of 
Good Practice (the codes) and in anticipation of future 
requirements of a Healthcare Charter. 

Adcock Ingram has concluded a detailed transaction 
framework agreement that will facilitate the acquisition 
of an effective 13% of its issued share capital post the 
transaction by broad-based BEE groups. The transaction 
will be funded through a combination of equity from the 
BEE groups (other than employees) and facilitation from 
Adcock and will be implemented at the Adcock Ingram 
Holdings level. The intention is to issue a new class of share 
capital to the BEE Participants (as defined below). 

Subject to the fulfilment of the conditions precedent 
Adcock intends to implement the transaction by the end 
of March 2010. 

Rationale for the transaction 
As a leading listed healthcare company in South Africa, 
it is Adcock Ingram’s intention to embrace broad-based 
BEE equity participation as a key transformation initiative. 
Adcock Ingram was guided by the following key objectives 
in structuring and implementing the transaction: 

•  positioning Adcock Ingram as South Africa’s leading 
empowered healthcare company; 

•  supporting Adcock Ingram’s market position and 
growth strategies (in both the public and private 
sectors); 

•  enhancing Adcock Ingram’s commitment to broad-
based empowerment and transformation; 

•  enhancing healthcare in South Africa; 
•  maximising Adcock Ingram’s equity ownership scorecard 

(in terms of the codes); and 
•  satisfying regulatory requirements. 

BEE participants 
The following BEE groups will participate in the Transaction: 

•  Kagiso Health Consortium and Kurisani Youth 
Development Trust (Kurisani) (collectively referred to 
as the strategic partners) will participate through one 
investment vehicle and will indirectly hold interests of 
7,15% and 2,60% of Adcock Ingram’s enlarged issued 
share capital respectively; and 

•  all permanent black (as defined in the codes) employees 
of Adcock Ingram and its South African subsidiaries will 
participate through an employee trust, which will hold 
a direct interest of 3,25% of Adcock Ingram’s enlarged 
issued share capital. 

Strategic partners 
Adcock has selected the Kagiso Health Consortium and 
Kurisani as its strategic partners: 

Kagiso Health Consortium 
The two shareholders of the Kagiso Health Consortium are 
Kagiso Trust Investments (Proprietary) Limited (KTI), which 
owns 85,7% and Mookodi Technologies (Proprietary) 
Limited (Mookodi), which owns 14,3% of Kagiso Health 
Consortium. KTI and Mookodi will acquire effective equity 
interests of 6,13% and 1,02% of Adcock Ingram’s enlarged 
issued share capital respectively. 

KTI is a pre-eminent empowerment business grouping in 
South Africa, formed in December 1993 by the Kagiso 
Trust (KT) as a vehicle for generating long-term sustainable 
financial support for KT. KTI invests and manages capital 
for KT, promotes the advancement of black executives and 
participates in the transformation of the South African 
economy. As a BEE pioneer, KTI has evolved over the past 
few years into a strategic investor and active shareholder. 
KTI seeks to invest in businesses over which it is able to 
exert its expertise and influence. 

KT is a leading non-governmental organisation established 
in 1986 by Archbishop Desmond Tutu, the late 
Dr Beyers Naudé and other clergy of the South African 
Council of Churches to finance and manage community 
development grassroots projects. KT is the largest black-
led independent development agency in South Africa with 
national broad-based beneficiaries, the majority of whom 
are rural black women. 

Business endurance report continued
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KT focuses on education, primarily funding and overseeing 
the implementation of education based programmes. 
Its current flagship project, the Beyers Naudé Schools 
Development Programme (BNSDP), focuses on key 
development projects at selected schools including 
infrastructure upgrades, designing of appropriate 
training programmes, curriculum and class management, 
development of leadership skills and sport and cultural 
activity programmes. There are currently more than 
21 000 learners and 1 475 educators benefiting from 
the BNSDP. 

KT also administers the Eric Molobi Scholarship Programme 
(EMSP) that funds learners from within BNSDP who show 
an aptitude for maths and science and who come from 
impoverished backgrounds. EMSP enables learners to 
attend university to obtain degrees in fields such as science 
and engineering. At present, there are 28 students in the 
EMSP. 

Mookodi is a 100% black-owned company formed 
in 1999 that focuses on emerging business opportunities 
in the healthcare industry. Mookodi’s primary objective is to 
target business opportunities in the promotion, marketing 
and distribution of pharmaceuticals, medical devices, 
diagnostics and disposable supplies in the South African 
healthcare industry. 

Kurisani 
Kurisani is the investment arm of loveLife. loveLife is South 
Africa’s national HIV/AIDS prevention campaign for young 
people and provides services and outreach programmes 
to protect and develop young people across South 
Africa. loveLife implements international best practice 

in behavioural change programmes. loveLife combines 

well-established public health techniques with innovative 

commercial marketing approaches to promote healthy living 

to young people. loveLife’s programmes are implemented 

in partnership with the South African Government across 

850 hubs, which include 500 government clinics across 

South Africa and 130 community-based non-government 

organisations as well as 5 600 schools, extending loveLife’s 

reach into towns, villages and rural areas across the country. 

loveLife has management offices in 30 locations with 7 000 

youth volunteers who implement loveLife’s programmes 

annually and up to 100 000 youth participants per month 

passing through its programmes. 

loveLife has evolved into one of the most significant and 

relevant youth HIV/AIDS awareness and prevention efforts 

worldwide. Moreover, loveLife has developed into one of 

the largest youth development initiatives in South Africa. 

Employee participation 
25% of the transaction has been set aside for black 

South African employees. All permanent black employees 

of Adcock and its South African subsidiaries, including 

such employees who are on secondment outside of 

South Africa, will be eligible to participate in the Transaction 

(Adcock Ingram qualifying employees). 

The total value of the transaction is R1,321 billion, 

based on the 10-day volume weighted average share 

price (VWAP) of R50,91 per Adcock ordinary share 

on the JSE Limited (JSE) as at the close of trade on 

19 November 2009. 
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Post the implementation of the transaction, the effective participation of the BEE participants in Adcock will be as 
follows: 

  Number of % of   
 Adcock A-shares  Adcock post the % of the Market value*
 (m) transaction  transaction (Rm)

  Kagiso Health 
  Consortium  14,3  7,15 55  726,5 
  Kurisani  5,2  2,60 20  264,2 
  Employee Trust  6,5  3,25 25  330,2 

  Total  26,0 13,00 100  1 320,8 
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Corporate social investment
Adcock Ingram embraces opportunities to improve access 
to adequate healthcare for all South Africans, especially 
those who lack resources. Our mission of ‘adding value to 
life’ dovetails with South Africa’s healthcare challenges, 
which are to provide:

•  Access to equitable, quality, integrated primary 
healthcare services;

•  Social interventions that address the healthcare needs 
of those vulnerable to HIV and AIDS or who have 
already contracted the disease; and

•  Healthcare solutions for those in informal settlements 
and rural areas.

During the year under review Adcock Ingram approved a 
comprehensive Corporate Social Investment (CSI) policy 
and will partner with those whom we believe can have a 
genuine impact on lives and prioritise social rather than 
monetary returns. Adcock Ingram’s CSI policy outlines 
a funding procedure through which financial support is 
directed to projects that seek to add value to people’s lives. 
This funding is allocated to three key areas:

•  Flagship programmes – health infrastructure 
programmes such as building clinics or operating 
theatres;

•  Healthcare and vulnerable group programmes 
and associated projects, such as the Organ Donor 
Foundation’s requested funds to educate people in 
donating organs; and

•  CEO and Chairman’s Discretionary Fund is for 
projects decided upon at the discretion of the CEO or 
the Chairman, who in the course of their respective  
duties may encounter worthy projects that fall within 
the ambit of Adcock Ingram’s CSI policy.

Flagship Programmes: Healthcare 
Infrastructure Projects
Mbashe – Madwaleni HIV and AIDS Treatment 
and Care Programme
Adcock Ingram sponsored the construction of three new 
HIV/Aids and TB clinics at Nkanya, Melitafa and Hobeni 
in the Eastern Cape. The key focus areas were the 
provision of healthcare services in the area and education 
to prevent transmission of HIV and Aids. Adopting a 
pre-emptive approach encouraged people to be tested for 
HIV and AIDS, while the programme also supports ARV 
treatment programmes, home-based care and orphans and 
vulnerable children.

Mbashe facts and figures
Amount donated: R4,5 million
Impact of the project: will reach and treat an estimated 
20 000 orphans and vulnerable children in the Mbashe 
area within four years.

Red Cross Children’s Hospital (Cape Town)
Adcock Ingram partnered with the Red Cross Children’s 
Hospital in upgrading operating theatres at the Red Cross 
War Memorial Children’s Hospital. Refurbishment of the 
hospital’s cardio-thoracic theatre, at a cost of R4 million, 
was completed and officially launched in September 2009. 
This theatre can now handle over 350 cardiac procedures 
per year and is used to train aspirant cardiologists from the 
universities of Cape Town and Stellenbosch.

Red Cross facts and figures
Amount donated: R4 million
Impact of the project: will enable surgical teams to perform 
25% more cardio-thoracic procedures each year.

SHAWCO (Khayelitsha and Cape Town)
Adcock Ingram supports the Students’ Health and Welfare 
Centres Organisation (SHAWCO), which was founded in 
1943 by Andrew Kinnear, a medical student who saw the 
need in the impoverished communities of Cape Town. 
This one-man initiative quickly grew into one of the 
country’s largest student volunteer organisations, now 
boasting over 1 200 volunteers running over 15 health 
and education projects in five SHAWCO centres, as well 
as participating in other locations around the greater 
Cape Town region.

SHAWCO facts and figures
Amount donated: R1,5 million
Impact of the project: contributes towards community 
health projects to extend existing services in the Khayelitsha 
community, which include a community centre, health 
promotion, community-based research, a baby clinic, a 
health nutrition programme and a mentorship programme.

Business endurance report continued
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Healthcare and Vulnerable Groups 
Programme 
Soweto Hospice
Adcock Ingram donated R1 million to the creation of a 
Paediatric and women’s ward for the new Soweto Hospice. 
This new, state of the art Hospice caters for AIDS patients 
and provides outreach support for home-based caregivers. 
This ward is the first of its kind in South Africa. 

Big Shoes Project
Adcock Ingram donated R1,2 million towards the 
Big Shoes Project, an organisation established for the 
love and care of children affected by HIV and AIDS. 
Big Shoes provides medical and social care to children living 
in homes as well as in communities.

Heart of Soweto
Adcock Ingram committed R2 million to support a study 
aimed at bettering our understanding, and the monitoring 
of, the emergence of heart disease in township populations. 
As part of its support, Adcock Ingram has also refurbished 
the cardiology unit at Chris Hani Baragwanath Hospital.

Organ Donor Foundation (ODF)
The Organ Donor Foundation is a non-profit charity, 
established to address the critical shortage of organ and 
tissue donors in South Africa through awareness and 
education campaigns. Currently over 3 500 South Africans 
are waiting for organ and tissue transplants. Adcock Ingram 
has made a donation towards creating awareness amongst 
South Africans about the importance of organ donation. 
The partnership has enhanced the healthcare professional 
development programme, as well as the intensification of 
community based educational programmes.

ODF facts and figures
Amount donated: R380 000
Impact of the project: Adcock Ingram‘s funding sponsored 
street theatre shows and distributed 50 000 pamphlets to 
educate the public on the urgent need for organ donation. 
This sponsorship also included a healthcare professional 
development programme encompassing eight scheduled 
workshops. Through its sales staff, Adcock Ingram also 
undertook to participate in a distribution process for these 
pamphlets.

CEO and Chairman’s Programme
Adcock Ingram supported the 34th annual Health 
Professionals Art Society exhibition for the ninth consecutive 
year. The exhibition was held at the Adler Museum, Faculty 
of Health Sciences, University of the Witwatersrand. 
The exhibition featured artworks in various media, viz. 
sculptures, photography, collages and other forms of 
artistic expression by healthcare professionals. 

During the reporting period, the Hospital division supported 
an array of social responsibility activities in their market 
sector. The following are just some of the projects to which 
they lent support:

•  Sakhi Sizwe – a non-profit, community-based 
initiative providing home-based care for orphans and 
child headed households;

•  Netcare Nurses Trust – contributions to Basic and 
Post-Basic Nursing Training Programmes undertaken as 
part of the Netcare Nurses Education project; 

•  Cardiac mission to Mozambique – sponsored for  
intravenous solutions and Small Volume Parenterals for 
the Red Cross Children’s Hospital cardiac mission to 
Mozambique;

•  National Renal Care – a wholly South African owned 
company and the only private dialysis therapy provider 
in South Africa with a presence in every major centre 
in the country;

•  Comrades Marathon – the AICC medical tent again 
provided assistance to runners in the 2009 event;

•  SANBS Congress 2009 – promoted various blood 
donation drives throughout the year;

•  Operation Smile – AICC was a proud supporter of 
Operation Smile’s third surgical mission in Mpumalanga. 
Operation Smile is an international charity that funds 
medical inventions to correct facial deformities in 
children; and

•  Baragwanath Hospital – The Scientific Group 
donated a R400 000 imaging machine to the Chris 
Hani Baragwanath Hospital.
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Adcock Ingram’s Cardio-
thoracic Theatre at the 
Red Cross Children’s 
Hospital in action with 
some of its first patients
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Corporate governance

Corporate governance includes the structures, processes 
and practices the board uses to direct and manage the 
operations of Adcock Ingram Holdings Limited and the 
subsidiaries within the Adcock Ingram group (Adcock 
Ingram or the company). These structures, processes 
and practices help ensure that authority is exercised, 
and decisions are taken in a transparent manner, within 
an ethical framework that promotes the responsible 
consideration of all stakeholders and ensures that decision-
makers are held appropriately accountable.

Adcock Ingram, with its proud 120 year heritage, is 
committed to the principles of good corporate governance 
as set out in the King Reports on Corporate Governance for 
South Africa and the JSE Listings Requirements, and aims 
to infuse the core governance principles of transparency, 
integrity, accountability, fairness and responsibility into all 
aspects of its operations. 

The directors are of the opinion that, save as specifically 
disclosed in this report, the company has complied with 
the principles of the 2002 King Report on Corporate 
Governance for South Africa (King II) during the year under 
review. With the release of a third King Report on Corporate 
Governance (King III) due to be implemented in March 2010, 
and a new Companies Act, the governance landscape of 
South African companies has changed significantly. Adcock 
Ingram has proactively revised the documents constituting 
its governance framework to include, where appropriate or 
applicable, the principles of King III and the new Act, even 
though not yet required to do so by law.

The principles underpinning the corporate governance 
of the company and the systems of control that form an 
integral part of the Adcock Ingram’s corporate governance 
are detailed in this report.

Values and ethics
Ethics is the cornerstone of Adcock Ingram’s business, and 
an unequivocal commitment to ethical values, fairness; 
transparency and integrity underline all facets of the 
company’s operations. Adcock Ingram is committed to:

•  Achieving the highest standards of transparency, 
accountability and integrity in the running of its 
business, in its dealings with stakeholders and the 
community at large;

•  Providing stakeholders and the financial investment 
community with clear, meaningful and timely 
information about Adcock Ingram’s operations 
and results;

•  Conducting its business on the basis of fair commercial 
and competitive practices;

•  Building business relationships with suppliers and 
customers who endorse ethical business practices;

•  Actively pursuing transformation and ensuring 
employment practices which are non-discriminatory 
and which seek to maximise the potential of all its 
employees through training and skills development; 
and

•  Pro-actively accepting responsibility for and managing 
the environmental and sustainability issues associated 
with its business. 

Our corporate values are aimed at building and maintaining 
a culture which promotes teamwork, commitment, 
professionalism, integrity and a focus on business ethics, 
creative thinking and open and honest communication. 

Adcock Ingram proudly employs three of the country’s 
60 trained ethics officers. 

The board of Adcock Ingram is responsible for setting the 
ethical “tone at the top” and is in the process of reviewing 
the company’s code of ethics to help ensure that business 
is conducted at all levels in the group in a manner that 
is beyond reproach. The new code of ethics will provide 
clear guidance on acceptable business practices and 
ethical standards by which the company’s employees, 
suppliers and business partners will be expected to conduct 
themselves in their business relationships with or on 
behalf of the company. Once the revised code of ethics 
is adopted by the board in early 2010, a comprehensive 
training programme will be rolled out to all employees. 
As is the case with the existing code of ethics, the new 
code of ethics will provide for appropriate and consistent 
disciplinary action to be taken in the event of any incidence 
of non-compliance. 

Our ethics hotline has been in operation since January 
2009 and operates on a 24 hour basis to ensure formal 
reporting and feedback. Employees are encouraged to 
report inappropriate, unethical or illegal activity through 
the independently operated service. The ethics hotline can 
be accessed through a toll-free telephone number, email, 
fax, SMS or by letter. Reports can be received in various 
languages including English, Afrikaans, isiZulu, isiXhosa, 
seSotho and seTswane. Five reports have been received 
since January 2009. Two reports related to allegations of a 
breach of ethics and three concerned conflicts of interest 
All five reports have been investigated and three of these 
resulted in disciplinary action.

Board of directors 
Adcock is led by a diverse board of nine directors, seven 
of whom are independent non-executives. There is a 
formal process for the appointment of directors to the 
board. Criteria used in the selection of the directors of the 
company include leadership qualities, depth of experience, 
skills, independence, personal integrity beyond reproach 
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and business acumen. The directors collectively bring to 
the company a wide range of skills and experience which 
includes industry specific knowledge as well as broader 
business flair. The board is led by a chairman who is an 
independent non-executive director. A clear separation of 
powers exists between the chairman of the board and the 
chief executive officer. 

As required by the company’s articles of association, all 
directors retired at the first annual general meeting in 
January 2009 and were re-elected. In subsequent years, 
one-third of the directors will retire at each annual 
general meeting by rotation and, being eligible, may offer 
themselves for re-election by shareholders. Re-election 
of retiring directors is not automatic and is subject 
to the nomination committee’s evaluation of directors’ 
performance and independence. 

There is no term or age limit imposed in respect of 
a director’s appointment, however, tenure is informed 
by a regular, formal evaluation of the suitability, 
contribution and independence of each of the directors. 
The terms and conditions applicable to the appointment of 
directors are contained in a letter of appointment which, 
together with the board charter, forms the basis of the 
directors’ appointment. The nominations committee plays 
an important role in the identification and removal of 
under-performing or unsuitable directors. 

All directors were required to attend a formal, day-long 
orientation and induction session shortly after appointment 
in July 2008. In addition, all directors are provided with 
an induction file containing important legislation, the 
company’s governance framework (including the board/
committee governance structure, the board charter, terms 
of reference of all board committees and key company 
policies). Ongoing director training sessions are held 
where changes in the legislative, regulatory or business 
environment of the company warrant a specific focus, 
and a day-long governance session is formally scheduled 
in the board’s annual calendar. Finally, all directors are 
encouraged to attend external director development and 
training programmes, at the cost of the company. 

Board responsibilities and processes
The board is ultimately responsible to shareholders for 
the performance of the company. The board broadly 
gives strategic direction to the company; approves and 
regularly reviews business plans, budgets and policies; 

appoints the chief executive and ensures that power and 
authorities delegated to management are clearly and 
comprehensively documented and regularly reviewed and 
that the governance framework of the company remains 
appropriate and relevant. The board retains control over the 
company, monitors risk and oversees the implementation 
of approved strategies through a structured approach to 
reporting and accountability. 

The board is governed by a board charter which sets out, 
inter alia, the principles and process in terms of which 
directors are appointed, the duties and responsibilities of 
the board and how issues such as dealing in the company’s 
securities and conflicts of interest are to be dealt with. 
In line with the board’s commitment to implementing the 
highest practicable standards of corporate governance 
within the company, the board charter has recently been 
reviewed to incorporate the principles of the King III Report 
wherever appropriate. 

The meetings of the board and board committees are 
scheduled annually in advance. In addition to regular 
consideration of the company’s operational and financial 
performance at each of its meetings, the board’s annual 
work-plan aims to ensure that the board deals with each 
of the matters reserved for its consideration during the 
course of its annual meetings. The number of meetings 
held during the year under review (including meetings of 
board-appointed committees) and the attendance of each 
director is contained on pages 42 to 44 of this report. 
The board strives to ensure that non-attendance by 
directors at scheduled board meetings is the exception 
rather than the norm, and directors who are unable to 
attend meetings are required to communicate their reasons 
for non-attendance in advance to the company secretary 
for formal notification to the board.

Board papers are provided to directors in a timely manner, 
in advance of meetings, and directors are afforded ample 
opportunity to study the material presented and to request 
further information from management where necessary. 
All directors may propose further matters for inclusion 
on the agenda of board meetings. The board is given 
unrestricted access to all company information, records, 
documents and facilities through the office of the company 
secretary. 
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Corporate governance continued

Directors are kept appropriately informed of key developments affecting the company between board meetings. Non-
executive directors have full access to management and may meet separately with management, without the attendance 
of executive directors, where necessary. Where required, arrangements for such meetings are facilitated through the office 
of the company secretary. At least twice annually, the non-executive directors meet without the executive directors or other 
members of management being present to discuss issues relevant to the board and the company.

The company secretary attends all board meetings and provides the board and the directors, collectively and individually, 
with guidance on the executions of their governance role and compliance with the required statutory procedures.

Board meetings 
The following table sets out the attendance by directors at scheduled board meetings held during the year under review.

Board meetings
December 

2008
January

2009
May
2009

June
2009

September 
2009 strategy

September 
2009

KDK Mokhele (Chairman) Y Y Y Y Y Y

EK Diack Y Y Y A Y Y

AG Hall Y Y Y Y Y Y

T Lesoli Y Y Y Y Y Y

JJ Louw Y Y Y Y Y Y

GN Padayachee* A

CD Raphiri A Y A Y Y Y

LE Schönknecht Y Y A Y Y Y

RI Stewart Y Y Y Y Y Y

AM Thompson Y Y Y Y Y Y

 A – Apology        * Resigned 1 December 2008

In addition, a number of special board meetings were held during the year. The nature of these special board meetings 
was such that they were often required to be called on short notice to the directors, and directors’ attendance at these 
meetings must therefore been seen in this context. The table below sets out attendance by directors at special and ad hoc 
board meetings.

Ad hoc board meetings
November

2008
April
2009

June 
2009

KDK Mokhele (Chairman) Y A Y

EK Diack Y Y Y

AG Hall Y Y Y

T Lesoli A Y Y

JJ Louw Y Y Y

GN Padayachee* Y

CD Raphiri A Y A

LE Schönknecht Y A Y

RI Stewart A Y Y

AM Thompson Y Y Y

 A – Apology        * Resigned 1 December 2008

 Board committees
The terms of reference of each of the board committees 
has been revised to include the recommendations of King 
III and certain of the requirements of the 2008 Companies 
Act, where appropriate. For example, board committees 
may co-opt advisors or persons with certain specific skills 
wherever it is considered necessary to supplement the skills 
of the committee. The mandate of the risk committee has 

Four dedicated board committees, with specific terms 
of reference, allow the board to focus specially on the 
following areas: 
• audit;
• risk;
• transformation; and
• human resources, remuneration and nominations. 
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also been expanded to include a specific focus on issues of 
sustainability.

All committees of the board meet at least three times per 
annum, on dates scheduled to coincide with key dates in 
the company’s annual calendar of events. Ad hoc meetings 
of committees may be scheduled as and when necessary.  
In addition to the committees listed above, the board may 
constitute additional committees from time to time, either 
on a permanent or ad hoc basis, should the business of the 
company so require. 

The company secretary is the secretary to all committees 
of the board and ensures that the committees act within 
the parameters of their respective mandates in terms of an 
agreed annual work plan. 

There is a formal reporting procedure to enable the board 
to stay abreast of the activities of each committee. In terms 
of the board charter, the directors may obtain independent 
professional advice, at the company’s expense, should 
they deem it necessary for the proper execution of their 
directorial role. 

Audit committee
The audit committee is made up of three independent 
non-executive directors being Mr Eric Diack (chairman),
Dr Roger Stewart (who chairs the risk committee) and 
Mr Andrew Thompson. Adcock Ingram’s chief executive 
and chief financial officers and the external and internal 
auditors attend meetings of the committee by invitation. 
All members and invitees of the audit committee have 
unrestricted access to the chairman of the committee. 

The responsibilities of the audit committee, which are set 
out in the committee’s terms of reference, include the 
review of the company’s financial statements and the 
recommendation of their approval to the board; reviewing 
the accounting policies of the company; overseeing 
the development and implementation of processes to 
achieve compliance with all applicable legal and regulatory 
requirements; communicating with the internal and 
external auditors, determining auditors’ remuneration and 
the scope of internal and external auditors and generally 
providing assurances to the board as to the integrity and 
appropriateness of the financial management systems in 
place in the company. 

The internal audit function is outsourced and the committee 
plays an active role in the management of the relationship 
with the internal audit team. The effectiveness of the 
company’s internal audit function is evaluated by annual 
assessments against pre-determined criteria.
In addition, in line with the JSE Listings Requirements, 
the committee is required annually to specifically consider 

and report on the integrity of the finance function 
and the suitability of the chief financial officer. Each of 
these responsibilities is scheduled for attention at specific 
meetings in terms of the annual board and committee 
work plan. In this way, the company secretary is able to 
ensure that the committee delivers in terms of its mandate 
as defined by the board. 

The committee held the following meetings during the 
year under review:

Audit committee 
meetings

November
2008

May
2009

September
2009

EK Diack 
(Chairman) Y Y Y

GN Padayachee* A

RI Stewart Y Y Y

AM Thompson Y Y Y

* Resigned 1 December 2008

Risk committee 
The risk committee to be (reconstituted as the risk and 
sustainability committee from 1 October 2009) is made 
up of three independent non-executive directors being 
Dr Roger Stewart (chairman), Mr Leon Schönknecht 
and Mr Eric Diack (who chairs the audit committee). 
Adcock Ingram’s chief executive and chief financial officers, 
representatives of the external and internal auditors, 
relevant representatives of management and the company’s 
insurance advisers, attend meetings of the committee by 
invitation from time to time. 

The board’s policy on risk management encompasses all 
significant business risks to the company which could 
undermine the achievement of business objectives. 
The primary role of the risk committee is to ensure 
the existence of an appropriate and effective control 
environment and clear parameters within which risk is 
managed throughout the group and to oversee issues 
relating to sustainability. The committee is charged with 
the responsibility, inter alia, to oversee the conduct 
of a business risk assessment aimed at identifying the 
most significant commercial, financial, compliance and 
sustainability risks, and putting in place steps to mitigate 
these. It further assists the board in setting the risk strategy 
and risk policies and in determining the company’s appetite 
or tolerance for risk.

As with the other board committees, the members of the 

risk committee may take independent professional advice 

as required to assist it in the execution of its mandate.
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Corporate governance continued

The committee held the following meetings during the 
year under review: 

Risk committee 
meetings

November
2008

May
2009

September
2009

RI Stewart 
(Chairman) Y Y Y

EK Diack Y Y Y

LE Schönknecht Y Y Y

Human resources, remuneration and 
nominations committee
The human resources, remuneration and nominations 
committee (Remco) currently comprises three directors, 
namely Dr Khotso Mokhele (chairman and chairman of 
the board), Mr Leon Schönknecht and Mr Clifford Raphiri. 

The committee assists the board, inter alia, in the 
determination of remuneration and performance measures 
of executive and senior management, determines the 
remuneration philosophy of the company, assists the 
board in the determination of appropriate human capital 
management policies and reviews the terms and conditions 
of key executive service agreements at least annually. 
The committee also oversees the annual performance 
evaluations of the board, ensures that the board is 
appropriately constituted with regard to the skills, 
experience and diversity of its members, and makes 
recommendations on succession, training and removal of 
directors where necessary. 

The constitution of this committee does not presently 
comply with King II, in that it is chaired by the chairman 
of the board. This was largely as a result of the board’s 
decision to combine the oversight of the remuneration 
and nominations functions and the fact that much of the 
work done by this committee in the year under review 
was focused on issues relating to board composition. 
The board has adopted new terms of reference for 
this committee which will require it to be reconstituted 
from the company’s new financial year commencing 
October 2009, to ensure alignment with the 
recommendations of governance best practice in this area. 

Transformation 
committee 
meetings

November 
2008

January
2009

February
2009

April
2009

18 May
2009

28 May 
2009

July
2009

August
2009

September
2009

T Lesoli 
(Chairman)

Y Y Y Y Y Y Y Y Y

AG Hall Y Y Y Y Y Y Y Y Y

JJ Louw Y Y Y Y Y Y Y Y Y

KDK Mokhele Y A Y Y Y Y Y Y Y

AM Thompson Y Y Y Y Y Y Y Y Y

Transformation committee
In contrast to the other board committees which are wholly 
non-executive in their constitution, the transformation 
committee consists of both non-executive and executive 

directors. Relevant members of management attend 

meetings of the committee by invitation. The committee 

is currently chaired by Dr Tlalane Lesoli. Its members are 

Dr Khotso Mokhele, Dr Jonathan Louw (CEO) and 

Mr Andy Hall (CFO). 

This committee is responsible for guiding, monitoring, 

reviewing and evaluating Adcock Ingram’s progress in 

respect of transformation with the objective of ensuring that 

Adcock Ingram’s equity ownership and the demographic 

profile of its employees are representative in the 

South African context. 

The committee is also responsible for the establishment 

and implementation of a measurement and monitoring 

framework and for the company’s transformation plan. 

It furthermore reviews and monitors the company’s 

procurement policies to encourage procurement practices 

that are equitable and supportive of the objective of black 

economic empowerment, where possible.

Remco
meetings

11 November
2008

27 November
2009

September
2009

KDK Mokhele
(Chairman) Y Y Y

GN Padayachee* A

CD Raphiri Y Y A

LE Schönknecht Y Y Y

The committee held the following meetings during the 
year under review:

* Resigned 1 December 2008
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non-executive directors was previously approved by the 
shareholders of Adcock Ingram’s former parent, Tiger 
Brands Limited, prior to the unbundling and separate 
listing of Adcock Ingram’s in August 2008. Adcock 
Ingram will seek the approval of its shareholders for 
the directors’ remuneration payable for the new financial 
year at its next annual general meeting (AGM) in the first 
quarter of 2010. 

Non-executive directors are remunerated by way of board 
fees only. Board remuneration currently consists of a 
fixed annual fee regardless of the number of meetings 
attended. This will be reviewed from the new financial 
year to include a base fee and a meeting-based attendance 
fee, to ensure alignment with governance best practice. 
In line with the recommendations of the King reports 
on corporate governance, non-executive directors’ 
remuneration is not linked in any way to the performance 
of the company. For more details regarding directors’ 
remuneration, please refer to page 54.

The company acknowledges the increased responsibilities 
and exposure of directors and believes that all directors 
should be fairly remunerated. An increase in board fees 
will therefore be proposed at the forthcoming AGM. 
The proposed fees are based on the recommendation 
from the human resources, remuneration and nominations 
committee, supported by the board of directors, following 
relevant benchmarking and comparative research.

Going concern
The board of directors have determined that the group 
has sufficient resources to maintain the business for the 
future and confirm that the business is a going concern. 
The board has minuted the facts and assumptions used in 
the assessment of the group’s going-concern status at the 
financial year end.

Stakeholder communication
When reporting to stakeholders, the board of 
directors recognises its duty to present a balanced and 
understandable assessment of the company’ position. 
A policy of proactive stakeholder communication is in place. 
Adcock Ingram aims to deliver information on material 
matters of significant interest to all parties including 
shareholders, other stakeholders and the financial and 
investment community in a timely manner. Stakeholder 
communication is guided by considerations of promptness, 
relevance, transparency and accuracy of content.

Investor road shows, presentations and formal 
announcements are some of the means we use to 
communicate with the market. Shareholders are also 
encouraged to attend the company’s AGM and to make 
use of this opportunity to engage with the directors on 
matters concerning the business of the company.

Governance framework 
The governance framework of Adcock Ingram presently 
consists of the following: 

•  A board charter which sets clear direction regarding 
the composition, purpose, role and responsibilities of 
the board of directors;

•  Written terms of reference for the board committees 
which constitute the committees and determines their 
roles vis-á-vis the board;

•  A delegation of authority policy in terms of which the 
board formally delegates its authority in certain areas 
to the CEO and management whilst reserving other 
issues to itself for decision;

•  A code of ethics which provides direction on the ethical 
framework within which Adcock Ingram conducts its 
business. This code is presently being reviewed; and

•  A framework of policies and procedures which are 
reviewed regularly and approved by the Adcock Ingram 
executive committee, acting under delegated authority 
from the board, and posted on the company’s intranet. 

The board has adopted formal policies dealing with 
conflicts of interest and trading in securities. The purpose 
of the latter policy is to regulate trading in the company’s 
shares and to restrict trading during any period when an 
individual may be in possession of unpublished potentially 
price sensitive information. These policies are applicable to 
all directors and employees of the group. 

Exercises of delegated authority above a pre-determined 
level are notified to and monitored by the board on a 
regular basis. With the exception of the delegation of 
authority policy and the code of ethics, all documents 
constituting the governance framework were revised in 
September 2009 to ensure alignment with King III, the new 
Companies Act and local and international best practice 
as appropriate. The revised governance framework will 
become applicable from 1 October 2009. A review of the 
delegation of authority policy is scheduled for the new 
financial year. 

Board performance 
The performance of the board, the board committees, 
the individual directors, the chief executive officer and 
the company secretary was formally evaluated in a 
detailed performance assessment after the board had 
been in office for a year. As a result of the evaluation, 
a decision was taken to reconstitute certain of the board 
committees. 

Board remuneration 
Details of the company’s remuneration policies and 
practices and the remuneration paid to its directors are 
set out on page 54 of this report. The remuneration of 
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Corporate governance continued

Risk management
Adcock Ingram’s management of risk is overseen by the risk committee. The schedule of top risks and the risk mitigation 
strategies in respect of each of these is reviewed quarterly or more frequently as circumstances require. Some of the 
major risks identified and the risk mitigation strategies in respect of which these are currently managed, are set out in 
the tables below: 

Product portfolio •  Innovation remains one of our core values and new product development is a 
critical outcome for our R&D facilities.

•  Our new business development team is constantly sourcing new product pipelines 
available for acquisition or licensing from our multinational counterparts.

•  Our acquisitions of TLC, Batswadi Biotech, and Unique Formulations have 
already added depth to our product portfolio. 

•  Various potential acquisitions are under consideration.

Portfolio management •  The group continues to invest in new brands which are housed under the 
Adcock Ingram umbrella, thus leveraging our investment.

•  Advisers were engaged to assist with foreign regulatory requirements and debt 
structuring.

•  New dossiers and formulations are being developed to replace old formulations.

Strategic risk

Foreign exchange •  The group’s foreign exchange and hedging policies are set by the board.
•  Management performs weekly reviews of the group’s exchange rate exposure.  

The CEO and the CFO are authorised to take appropriate corrective action 
where necessary.

Supply and cost pressures in 
respect of API

•  Procurement of API is scheduled and handled centrally thus enabling cost 
savings to be negotiated.

•  Purchases are made in advance with delivery staggered to meet operational 
needs.

Liquidity, credit and 
recessionary risk

•  Adcock Ingram took a strategic decision to finance its manufacturing and 
regulatory infrastructure upgrades, whilst holding onto its cash reserves to pay 
for acquisitions.

•  Cash on hand is invested with reputable banks in terms of a board approved 
investment policy

•  The group mitigates its liquidity risks by ensuring that financial facilities are in 
place for at least 18 months after signing off the financials.

•  The cash position is reviewed by the relevant finance managers daily and by the 
executive committee on a weekly basis.

Financial risk
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Product contamination, 
recall and liability

•  Product liability and recall insurance is in place.
•  A crisis committee of key executives, including the CEO, is able to be assembled 

at short notice, to deal with situations where required. 
•  Crisis management plans are formalised at business unit level.

Safety and security •  A specialist group loss control officer has been appointed to oversee and advise 
on all of the group’s safety and security arrangements.

•  All of our local operations have been equipped with, or are in the process of 
being equipped with remotely monitored close-circuit camera systems.

•  API are generally stored off-site and armed guards escort all trucked inventory.
•  A 24 hour independently operated whistle-blowing hotline has been launched 

and is monitored by Deloitte.  
•  The manufacture of most products containing codeine and ephedrine has been 

moved to our manufacturing facilities in India. 

Supply •  Our programme of upgrades between now and 2012 will help ensure that we 
have sufficient manufacturing capacity available to meet demand for at least 
the next decade.

Operational risk

Legislative risk •  Adcock Ingram participates in a number of industry bodies through which it has 
an opportunity to guide regulation and positively influence the development of 
legislation affecting the pharmaceuticals sector.  Our CEO, Jonathan Louw, is 
currently  the President of PIASA.

•  Submissions have been made to the Department of Health in respect of 
International Benchmarking and Single Exit Pricing. 

•  Directors and staff are trained on key aspects of relevant legislation and 
regulations by which Adcock Ingram is bound.  For example, a comprehensive, 
online competition training programme has been made available to all directors 
and employees for the new financial year.  

Legislative and Regulatory Risk
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Corporate governance continued

Competing for talent and 
human capital

•  Employees with critical skills have been identified and specific retention tools 
have been employed where appropriate.  These include the grant of phantom 
cash options, executive training and development programmes and other 
similar interventions.

•  A comprehensive employee wellness programme has been implemented. 
•  All employees contract with the company in terms of an individual performance 

agreement each year.  Performance reviews are held quarterly and guidance for 
development and improvement is offered. 

•  Climate surveys, post-placement and retention interviews form part of the 
regular strategies used by the human capital division to ensure a climate within 
Adcock Ingram in which every employee can give of his or her best. 

•  A structured succession planning strategy is in place in respect of all key 
positions.

Transformation and BEE •  The announcement of our BBBEE transaction in November 2009 has addressed 
concerns over the pace of transformation which was previously identified as an 
area of risk.

•  To ensure alignment by our employees with the group’s transformation 
objectives,  a significant portion of each employee’s short-term incentive is 
linked to the achievement of these objectives.  

•  The group has improved it measurement of its BBBEE procurement to ensure 
appropriate measurement and reporting of its achievements in this area.

Organisational risk

Industry consolidation •  Through ongoing interaction with our major customers, suppliers and merchant 
bankers, we keep abreast of the latest trends in the industry and of potential 
opportunities for the acquisition of new products or businesses.   

Market risk










































































































































































