
Hong Kong Exchanges and Clearing Limited, The Stock Exchange of Hong Kong Limited and the Securities and Futures
Commission take no responsibility for the contents of this Web Proof Information Pack, make no representation as to its
accuracy or completeness and expressly disclaim any liability whatsoever for any loss howsoever arising from or in reliance
upon the whole or any part of the contents of this Web Proof Information Pack.

Web Proof Information Pack of

Phoenix Healthcare Group Co. Ltd
鳳凰醫療集團有限公司

(Incorporated in the Cayman Islands with limited liability)

WARNING
This Web Proof Information Pack is being published as required by The Stock Exchange of Hong Kong Limited (“HKEx”) and
the Securities and Futures Commission solely for the purpose of providing information to the public in Hong Kong.

This Web Proof Information Pack is in draft form, and information contained in it is incomplete and is subject to change
which can be material. By viewing this Web Proof Information Pack, you acknowledge, accept and agree with Phoenix
Healthcare Group Co. Ltd (the “Company”), any of its affiliates, the joint sponsors, any of the advisers and/or members of
the underwriting syndicates that:

(a) this Web Proof Information Pack is only for the purpose of providing information and facilitating equal dissemination
of information to investors in Hong Kong and not for any other purposes. No investment decision should be made
based on the information contained in this Web Proof Information Pack;

(b) the posting of the Web Proof Information Pack or any supplemental, revised or replacement pages thereof on the
website of HKEx does not give rise to any obligation of the Company, any of its affiliates, the joint sponsors, the
advisers and/or members of the underwriting syndicates to proceed with an offering in Hong Kong or any other
jurisdiction. There is no assurance that the Company will proceed with any offering and no offer or invitation to the
public in Hong Kong is made on the basis of the Web Proof Information Pack;

(c) the contents of the Web Proof Information Pack or any supplemental, revised or replacement pages thereof may or
may not be replicated in full or in part in the actual prospectus of the Company, if any;

(d) this Web Proof Information Pack is in draft form and may be changed, updated or revised by the Company from time
to time and the changes, updates and/or revisions could be material, but neither the Company nor any of its affiliates,
the joint sponsors, the advisers or members of the underwriting syndicates is under any obligation, legal or otherwise,
to update any information contained in this Web Proof Information Pack;

(e) this Web Proof Information Pack does not constitute a prospectus as defined in the Companies Ordinance (Chapter
32 of the Laws of Hong Kong) (the “Companies Ordinance”) or a notice, circular, brochure or advertisement or other
document offering to sell any securities to the public in any jurisdiction, nor is it an invitation or solicitation to the
public to make offers to acquire, subscribe for or purchase any securities, nor is it calculated to invite or solicit offers
by the public to acquire, subscribe for or purchase any securities;

(f) this Web Proof Information Pack must not be regarded as an inducement to subscribe for or purchase any securities,
and no such inducement is intended;

(g) neither the Company nor any of its affiliates, the joint sponsors, the advisers or members of the underwriting
syndicates is offering, or is soliciting offers to buy, any securities in any jurisdiction through the publication of this
Web Proof Information Pack;

(h) neither the Web Proof Information Pack nor anything contained herein shall form the basis of or be relied on in
connection with any contract or commitment whatsoever;

(i) neither the Company nor any of its affiliates, the joint sponsors, the advisers or members of the underwriting
syndicates makes any express or implied representation or warranty as to the accuracy or completeness of the
information contained in the Web Proof Information Pack;

(j) each of the Company and its affiliates, the joint sponsors, the advisers and the members of the underwriting
syndicates expressly disclaims any and all liability on the basis of any information contained in, or omitted from, or
any inaccuracies or errors in, the Web Proof Information Pack;

(k) securities may not be offered or sold in the United States absent registration under the United States Securities Act
of 1933, as amended (the “U.S. Securities Act”) or any state securities laws of the United States, or another examption
from, or in a transaction not subject to, the registration requirements of the U.S. Securities Act or any state securities
laws of the United States. The securities referred to in this Web Proof Information Pack have not been registered
under the U.S. Securities Act or any state securities laws of the United States. The Company does not intend to register
the securities under the U.S. Securities Act or any state securities laws of the United States or conduct a public offering
in the United States. This Web Proof Information Pack is not an offer of securities for sale in the United States. You
confirm that you are accessing this Web Proof Information Pack from outside the United States; and

(l) as there may be legal restrictions on the distribution of this Web Proof Information Pack or dissemination of any
information contained in this Web Proof Information Pack, you agree to inform yourself about and observe any such
restrictions applicable to you.

THIS WEB PROOF INFORMATION PACK IS NOT FOR PUBLICATION OR DISTRIBUTION TO PERSONS IN THE UNITED STATES. ANY
SECURITIES REFERRED TO HEREIN HAVE NOT BEEN AND WILL NOT BE REGISTERED UNDER THE U.S. SECURITIES ACT, AND
MAY NOT BE OFFERED, SOLD, PLEDGED, TRANSFERRED OR DELIVERED IN THE UNITED STATES WITHOUT REGISTRATION
THEREUNDER OR PURSUANT TO AN AVAILABLE EXEMPTION THEREFROM. NO PUBLIC OFFERING OF THE SECURITIES WILL BE
MADE IN THE UNITED STATES.

NEITHER THIS WEB PROOF INFORMATION PACK NOR ANY INFORMATION CONTAINED HEREIN CONSTITUTES OR FORMS A
PART OF AN OFFER TO SELL OR A SOLICITATION OF AN OFFER TO BUY ANY SECURITIES IN THE UNITED STATES OR IN ANY
OTHER JURISDICTIONS WHERE SUCH AN OFFER OR SALE IS NOT PERMITTED. THIS WEB PROOF INFORMATION PACK IS NOT
BEING MADE AND MAY NOT BE DISTRIBUTED OR SENT INTO ANY JURISDICTION WHERE SUCH AN OFFER OR SALE IS NOT
PERMITTED.

NO OFFER OR INVITATION TO THE PUBLIC IN HONG KONG WILL BE MADE UNTIL AND UNLESS A PROSPECTUS OF THE
COMPANY IS REGISTERED WITH THE REGISTRAR OF COMPANIES IN HONG KONG IN ACCORDANCE WITH THE COMPANIES
ORDINANCE (CHAPTER 32 OF THE LAWS OF HONG KONG). IF AN OFFER OR AN INVITATION IS MADE TO THE PUBLIC IN HONG
KONG IN DUE COURSE, PROSPECTIVE INVESTORS ARE REMINDED TO MAKE THEIR INVESTMENT DECISIONS SOLELY BASED
ON A PROSPECTUS OF THE COMPANY REGISTERED WITH THE REGISTRAR OF COMPANIES IN HONG KONG, COPIES OF WHICH
WILL BE DISTRIBUTED TO THE PUBLIC DURING THE OFFER PERIOD. NO OFFER OR INVITATION TO THE PUBLIC IN HONG KONG
IS MADE ON THE BASIS OF THIS WEB PROOF INFORMATION PACK.



This Web Proof Information Pack contains the following information relating to Phoenix

Healthcare Group Co. Ltd extracted from the draft document:

• SUMMARY

• DEFINITIONS

• GLOSSARY

• FORWARD-LOOKING STATEMENTS

• RISK FACTORS

• DIRECTORS AND PARTIES INVOLVED

• CORPORATE INFORMATION

• INDUSTRY OVERVIEW

• PRC LAWS, RULES AND REGULATIONS

• HISTORY AND REORGANIZATION

• BUSINESS

• RELATIONSHIP WITH OUR CONTROLLING SHAREHOLDERS

• DIRECTORS AND SENIOR MANAGEMENT

• FINANCIAL INFORMATION

• FUTURE PLANS

• APPENDIX I — ACCOUNTANTS’ REPORT

• APPENDIX III — PROPERTY VALUATION REPORT

• APPENDIX IV — SUMMARY OF THE CONSTITUTION OF THE COMPANY AND CAYMAN

ISLANDS COMPANY LAW

• APPENDIX V — STATUTORY AND GENERAL INFORMATION

YOU SHOULD READ THE SECTION HEADED “WARNING” ON THE COVER OF THIS WEB

PROOF INFORMATION PACK.

CONTENTS

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

i



OVERVIEW

We are the largest private hospital group in China as measured by the number of beds

in operation and patient visits at our in-network hospitals and clinics in 2012, according to

the Frost & Sullivan Report. Our in-network hospitals and clinics offer a full spectrum of

healthcare services from primary preventive care to acute care and post-operative

rehabilitation. All of our in-network hospitals and clinics are strategically located in Beijing,

one of the largest healthcare markets in China, according to the Frost & Sullivan Report. We

own Jian Gong Hospital and manage the following third-party owned hospitals and clinics

under the “invest-operate-transfer”, or IOT, model (our “IOT hospitals and clinics”): Yan Hua

Hospital Group, Mentougou Hospital, Jing Mei Hospital Group and Mentougou Traditional

Chinese Medicine Hospital. As of June 30, 2013, our hospital network consisted of 11 general

hospitals, one traditional Chinese medicine hospital and 28 community clinics, with a total of

3,213 beds in operation.

We derive revenue from our in-network hospitals and clinics via three sources: (i)

general hospital services provided at Jian Gong Hospital, (ii) hospital management services

where we manage and collect management fees from our IOT hospitals and clinics, and (iii)

supply chain business where we supply pharmaceuticals, medical devices and medical

consumables to our in-network hospitals and clinics.

As an early entrant to China’s public hospital reform, we have accumulated extensive and

valuable experience in working with hospital owners, regulators and other key stakeholders in

China’s healthcare services industry. Ms. Xu Jie, our Founder and a Controlling Shareholder,

participated in the reform of Jian Gong Hospital to acquire its majority equity interest in 2000,

which was the first privatization of an SOE-owned hospital in Beijing. In 2010, we began to

manage Mentougou Hospital, which was the first government-owned hospital in Beijing to

outsource its management through a public-private partnership (“PPP”).

Leveraging our successful track record in public hospital reform, we have used the IOT

model to significantly expand our hospital network. During the [●], we added nine general

hospitals, one traditional Chinese medicine hospital and 11 community clinics, with a total of

2,110 beds in operation, to our network through the IOT model. Under the IOT model, we

agree to make a fixed investment to improve the medical facilities as well as clinical services

of a hospital in exchange for the right to manage and operate that hospital. We receive

performance-based management fees and the ability to supply pharmaceuticals, medical

devices and medical consumables for a period ranging from 19 to 48 years. If the relevant IOT

agreements are not renewed or extended after such period, the management rights will be

transferred back to the hospital owner. As compared to acquiring public hospitals, the IOT

model generally allows us to manage and operate hospitals with much less investment.

Moreover, the IOT model does not change the public, not-for-profit nature of these public

hospitals and is therefore preferred by such public hospital owners.

The rapid growth of our hospital network during the [●] has led to the growth of our

supply chain business. As a result of our management rights over in-network hospitals and

clinics, we are able to control, consolidate and manage the procurement needs of these

hospitals and clinics. In particular, our supply chain business consolidates the procurement

needs of the in-network hospitals and clinics to obtain volume discounts from our suppliers.

Therefore, we are able to generate supply chain business revenue by selling pharmaceuticals,

medical devices and medical consumables to our in-network hospitals and clinics. We either

purchase pharmaceuticals, medical devices and medical consumables from suppliers for
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resale to our in-network hospitals, or arrange for our in-network hospitals to purchase these

items directly from suppliers. Our supply chain business primarily serves our in-network

hospitals and generally does not supply other third-party hospitals.

Our model of operating a network of geographically concentrated hospitals rather than

a single hospital creates economies of scale and additional synergies, which has led to better

healthcare service quality, resource sharing, operating efficiency and profitability. The

performance of all of our IOT hospitals and clinics, as measured by total patients visits and

ALOS, has generally improved since the first full year of our management. Under our

management, Jian Gong Hospital and Yan Hua Hospital received JCI accreditation in 2010. As

of June 30, 2013, Jian Gong Hospital and Yan Hua Hospital were two out of the only three

hospitals in Beijing that received such accreditation. This further enhances our reputation for

clinical excellence and helps us to attract additional patients as well as experienced doctors

and other medical professionals.

We grew significantly during the [●]. Our in-network hospitals and clinics increased

from two general hospitals and 17 community clinics, with a total of 1,103 beds in operation,

as of January 1, 2010 to 11 general hospitals, one traditional Chinese medicine hospital and

28 community clinics, with a total of 3,213 beds in operation, as of June 30, 2013. Our

revenue increased from RMB394.1 million in 2010 to RMB509.5 million in 2011 and to

RMB758.0 million in 2012, representing a CAGR of 38.7%, and increased by 30.5% from

RMB321.5 million in the six months ended June 30, 2012 to RMB419.7 million in the six

months ended June 30, 2013. Our net profit also increased from RMB49.0 million in 2010 to

RMB58.5 million in 2011 and to RMB110.7 million in 2012, representing a CAGR of 50.3%,

and increased by 12.9% from RMB46.4 million in the six months ended June 30, 2012 to

RMB52.4 million in the six months ended June 30, 2013.

OUR CUSTOMERS AND SUPPLIERS

During the [●], our major customers were our IOT hospitals and clinics, which are Yan

Hua Hospital Group, Mentougou Hospital, Jing Mei Hospital Group and Mentougou

Traditional Chinese Medicine Hospital. We receive management fees from, and sell

pharmaceuticals, medical devices and medical consumables to, these hospitals. Our IOT

hospitals and clinics were our top four customers in 2012 and the six months ended June 30,

2013, accounting for 46.8% and 48.8% of our revenue during these periods, respectively. Our

remaining customers are individual patients to whom we directly provide healthcare services

at Jian Gong Hospital.

Our suppliers during the [●] are primarily China-based distributors that provide

pharmaceuticals, medical devices and medical consumables and equipment for use by our

in-network hospitals and clinics. In 2010, 2011, 2012 and the six months ended June 30, 2013,

our five largest suppliers in aggregate accounted for 43.5%, 38.6%, 56.3% and 58.1% of our

total purchases, respectively. Our purchases from the largest supplier accounted for 11.9%,

11.4%, 45.5% and 43.6% of our total purchases in 2010, 2011, 2012 and the six months ended

June 30, 2013, respectively. Hong Hui was our largest supplier in 2012 and the six months

ended June 30, 2013.

SUMMARY

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

2



Supply Agreement with Hong Hui

To further consolidate our procurement needs and to achieve better efficiency and
greater economies of scale, we entered into a one-year supply agreement with Hong Hui
Pharmaceutical Co., Ltd. (紅惠醫藥有限公司 or “Hong Hui”) on January 10, 2012 for the supply
of pharmaceuticals to Jian Gong Hospital, Yan Hua Hospital Group and Jing Mei Hospital
Group. The agreement was renewed for one year on December 27, 2012 and October 22,
2013, respectively, and the terms remained substantially the same. The newly signed supply
agreement with Hong Hui on October 22, 2013 will expire on December 31, 2014 and may be
renewed upon mutual consent prior to November 30, 2014.

In consideration of granting to Hong Hui the priority to supply pharmaceuticals for
these three hospitals, Hong Hui agrees to provide us with minimum annual economic benefit
(“Minimum Economic Benefit”) which is based on a percentage of the total pharmaceutical
purchases made by Jian Gong Hospital, Yan Hua Hospital Group and Jing Mei Hospital Group
except for certain pharmaceuticals such as prepared traditional Chinese medicine (中藥飲片)
and pharmaceuticals sold at community clinics (the “Excluded Pharmaceuticals”). Based on
the information extracted from the Hospital Information Systems (HIS) of Jian Gong Hospital,
Yan Hua Hospital Group and Jing Mei Hospital Group, the three hospitals purchased a total
of approximately RMB625.3 million, RMB254.5 million and RMB363.5 million of
pharmaceuticals in 2012 and the six months ended June 30, 2012 and June 30, 2013,
respectively, excluding the purchases of the Excluded Pharmaceuticals. We were entitled to
RMB84.9 million of Minimum Economic Benefit from our agreement with Hong Hui in 2012,
of which RMB28.4 million was recorded as fee income from suppliers in other income because
the corresponding sales of pharmaceuticals to these three hospitals were conducted between
these three hospitals and suppliers (including Hong Hui) directly. The Minimum Economic
Benefit in the six months ended June 30, 2012 and June 30, 2013 was RMB34.0 million and
RMB50.5 million, respectively, of which RMB12.5 million and RMB23.0 million, respectively,
was recorded as fee income from suppliers in other income. The following table sets forth
the Minimum Economic Benefit for the periods indicated:

Year ended
December 31,

2012

Six months ended June 30,

2012 2013

(in millions of RMB)

Minimum Economic Benefit . . . . . . . . . . . . . 84.9 34.0 50.5
including: fee income from suppliers. . . . 28.4 12.5 23.0

For more details regarding the financial impact of the supply agreement with Hong Hui,
see “Financial Information – Description of Components of Results of Operations — Gross
Profit — Supply Chain Business” beginning on page 208.

We are entitled to terminate this agreement under certain circumstances, including
Hong Hui’s failure to pay the deposit, medical disputes or damage to our reputation caused
by defective or substandard pharmaceuticals supplied by Hong Hui, and Hong Hui’s inability
to fulfill its obligations due to government regulatory proceeding. Hong Hui is also required
to pay a deposit of RMB24.5 million, RMB8.0 million and RMB8.0 million, respectively, to
secure its obligations under the 2012, 2013 and 2014 supply agreements with us. For more
details on the terms of the supply agreements with Hong Hui, see “Business — Our Suppliers
— Supply agreement with Hong Hui” beginning on page 150. For more details on the risks
associated with this arrangement, see “Risk Factors — Risk Factors Related to Our Business
and Industry — The profitability of our supply chain business may be materially reduced if
the supply agreement between Hong Hui and us is terminated or not renewed, or if Hong Hui
fails to honor its obligations” beginning on page 33.
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INDUSTRY TRENDS AND COMPETITION

Our historical and future performance has been, and is expected to be, affected by the

general trends of China’s healthcare services industry, and in particular the healthcare

services industry in Beijing. The Frost & Sullivan Report indicates that China’s healthcare

expenditure grew at a CAGR of 29.6% from 2008 to 2011 while its healthcare expenditure as

a percentage of GDP and on a per capita basis is still low compared to many developed

countries, which evidences potential growth in China’s healthcare services market. According

to the Frost & Sullivan Report, total patient visits in China increased from 5.02 billion in 2008

to 7.07 billion in 2012, representing a CAGR of 8.9%, and is expected to reach 12.83 billion

in 2017, representing a CAGR of 12.7% from 2012.

Beijing is one of the largest healthcare markets in China, according to the Frost &

Sullivan Report. It is supported by a large number of middle-class residents, patients from

other regions, a well-established medical insurance scheme, and the largest hospital

infrastructure in China. According to the Frost & Sullivan Report, the total revenue of

healthcare services market in Beijing grew from RMB59.4 billion in 2008 to RMB114.4 billion

in 2012, representing a CAGR of 17.8%, and is expected to further grow to RMB222.3 billion

in 2017 at a CAGR of 14.2%. For more details on the drivers of these industry trends, see

“Industry Overview” beginning on page 51.

The hospital and healthcare service industry in China is highly fragmented with

numerous market participants. For example, we were the largest private hospital group in

China in terms of the number of beds in operation, according to the Frost & Sullivan Report,

with 3,194 beds in 2012. However, this represents less than 0.1% of the 4.2 million total beds

in operation and approximately 0.55% of the 582,000 private hospital beds in China in 2012,

according to the Frost & Sullivan Report. Hospitals compete primarily with other hospitals in

their areas of operation. Other key competitive factors among hospitals include healthcare

service quality, price, reputation and convenience. Public hospitals in China play a dominant

role in healthcare services, but private hospitals represent a fast growing segment in the

industry. According to the Frost & Sullivan Report, future trends for private hospitals in China

will include the establishment of new hospitals and the privatization of existing public

hospitals through equity investments or PPP. At present, competition for management rights

over public hospitals among general hospital operators is not intense primarily because this

industry is still in its early stages of development in China, according to the Frost & Sullivan

Report.

PRICE CONTROLS

The price of most pharmaceuticals, medical devices and medical consumables in China

is subject to government price and profit margin controls. When sold to medical institutions

in China, the wholesale price of pharmaceuticals, medical devices and medical consumables

on the price control list may not exceed the “bidding price” or other price ceiling set by the

local government authority. The retail price of most pharmaceuticals sold by medical

institutions to patients must adhere to a fixed 15% profit margin ceiling set by the PRC

government. As a result, the retail price cannot exceed 115% of the “bidding price” for most

pharmaceuticals. The retail prices of medical devices and medical consumables are subject to

similar restrictions. For more details, see “Business — Price Control and Pricing” beginning on

page 124, “PRC Laws, Rules and Regulations — Laws and Regulations on Pharmaceutical

Distribution — Regulations on Centralized Pharmaceutical Procurement by Medical

Institutions” beginning on page 82 and “PRC Laws, Rules and Regulations — Regulations on
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the Supervision Over the Procurement of Medical Consumables” beginning on page 84.
Hospitals in China generally purchase pharmaceuticals, medical devices and medical
consumables at the “bidding price” to maximize their gross profit from sales to patients.
Most of pharmaceuticals, medical devices and medical consumables procured and resold by
our supply chain business are subject to “bidding price” controls. Accordingly, our supply
chain business purchases pharmaceuticals, medical devices and medical consumables at the
prices negotiated with our suppliers and then resell them to our in-network hospitals and
clinics at the “bidding price” set by the government authorities. Through this model, our
supply chain business makes a profit from the difference between the negotiated prices and
the “bidding price”, and our in-network hospitals and clinics make the up-to 15% profit in
compliance with the profit margin ceiling for sales of pharmaceuticals and other maximum
profit permitted by the relevant regulations from sales of medical devices and medical
consumables to patients.

The PRC government also regulates healthcare services fees charged to patients who are
covered by the three major public medical insurance programs. For more details, see “PRC
Laws, Rules and Regulations — Legal Supervision over the Healthcare Sector in China —
Categories of Medical Institutions in China” beginning on page 73. We derive a significant
portion of our revenue from the provision of healthcare services at Jian Gong Hospital to
individual patients with public medical insurance coverage. The management fees we can
collect depend on the performance of our IOT hospitals and clinics, which also derive a
substantial majority of their revenue from patients with public insurance coverage.

During the [●], the NDRC and the Beijing government did not make significant
adjustments to the “bidding prices” or the healthcare service fees. Both the NDRC and the
Beijing government made a significant downward adjustment to the “bidding prices” of a
large number of pharmaceuticals in 2009. Subsequently, they conducted ad hoc public
auctions relating to certain pharmaceuticals from time to time and adjusted the “bidding
prices” of such pharmaceuticals from 2009 to 2011. Such price controls did not have a
significant impact on our results of operations during the [●], as demonstrated by the
average spending on pharmaceuticals per patient visit of our in-network hospitals and clinics
during this period. For more details on the impact of price controls on our results of
operations, see “Financial Information — Factors Affecting Our Financial Condition and
Results of Operations — Healthcare Reform, Price Control and Other Healthcare Policies in
China” beginning on page 188.

OUR COMPETITIVE STRENGTHS

We believe the following competitive strengths contribute to our success and
distinguish us from our competitors:

• largest private hospital group in China;

• first-mover advantage positioning us to capture growth opportunities in China’s
public hospital reform;

• innovative business model capturing multiple parts of the value chain and realizing
synergies;

• strategic focus on Beijing, the largest healthcare market in China; and

• experienced management team and professional experts.
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OUR STRATEGIES

Our goal is to become the leading hospital group in Asia, offering patients high quality

and cost-effective healthcare services and facilitating the development of China’s healthcare

service industry. To accomplish this goal, we plan to implement the following strategies:

• strengthen market leadership by continuing to expand our network of hospitals

and clinics;

• further centralize key functionalities and standardize the operations of in-network

hospitals and provide such services to other hospitals;

• further improve the quality of healthcare services provided by our in-network

hospitals and clinics; and

• expand premium healthcare services for high-end patients.

RISK FACTORS

There are certain risks involved in our operations set forth in “Risk Factors” in this

document beginning on page 31. Some of the major risk factors we face include:

• Changes in China’s regulatory regime for the healthcare service industry,

particularly changes in public medical insurance programs or healthcare reform

policies, could have a material adverse effect on our business.

• If we fail to successfully manage our in-network hospitals and clinics, our revenue

and profitability may suffer.

• We may be unable to identify and capture expansion opportunities for new hospitals,

which may place us at a competitive disadvantage and limit our growth.

• If we are unable to recruit, train and retain an appropriate number of doctors,

other medical professionals and staff, hospital administrators and managers for

our in-network hospitals, our business may suffer.

• The profitability of our supply chain business may be materially reduced if the

supply agreement between Hong Hui and us is terminated or not renewed, or if

Hong Hui fails to honor its obligations.
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SUMMARY OF HISTORICAL COMBINED FINANCIAL INFORMATION

The following tables set forth, for the periods indicated, selected financial and

operating data from our combined financial information. For more details on the financial

information, see the Accountants’ Report in Appendix I to this document.

Summary Combined Statements of Profit or Loss and Other Comprehensive Income

Year ended December 31, Six months ended June 30,

2010 2011 2012 2012 2013

Amount
% of

revenue Amount
% of

revenue Amount
% of

revenue Amount
% of

revenue Amount
% of

revenue

(unaudited)

(in thousands of RMB, except percentage data)

Revenue . . . . . . . . 394,085 100.0% 509,478 100.0% 758,032 100.0% 321,545 100% 419,692 100%

Cost of sales and

services . . . . . . . 301,164 76.4 386,729 75.9 573,228 75.6 246,474 76.7% 332,268 79.2%

Gross profit . . . . . . 92,921 23.6 122,749 24.1 184,804 24.4 75,071 23.3% 87,424 20.8%

Profit before tax . . . 65,032 16.5 78,718 15.5 147,278 19.4 61,579 19.2% 70,161 16.7%

Profit and total

comprehensive

income for the

year/period . . . . . 49,009 12.4% 58,501 11.5% 110,734 14.6% 46,364 14.4% 52,416 12.5%

Summary Combined Statements of Cash Flows

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

(unaudited)

(in thousands of RMB)

Net cash generated from
operating activities . . . . . . . . 70,057 62,352 166,419 76,522 72,065

Net cash used in investing

activities . . . . . . . . . . . . . . . . . (328,099) (36,120) (102,200) (94,476) (58,076)

Net cash generated from (used

in) financing activities . . . . . . 298,011 230,081 (282,083) (251,719) 1,598

Net increase (decrease) in cash

and cash equivalents . . . . . . . 39,969 256,313 (217,864) (269,673) 15,587

Cash and cash equivalents at

beginning of the

year/period. . . . . . . . . . . . . . . 34,706 74,675 330,988 330,988 113,124

Effect of foreign exchange

rate charges . . . . . . . . . . . . . – – – – (465)

Net cash and cash equivalents

at end of the year/period . . . 74,675 330,988 113,124 61,315 128,246
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Summary Combined Statements of Financial Position

As of December 31, As of
June 30,

20132010 2011 2012

(in thousands of RMB)

Non-current assets . . . . . . . . . . . . . . . . 254,489 644,880 655,649 648,851

including: intangible assets . . . . . . . 108,162 155,456 323,173 316,228

Current assets . . . . . . . . . . . . . . . . . . . . 409,821 489,798 365,211 535,549

Current liabilities . . . . . . . . . . . . . . . . . 144,835 328,286 202,369 565,681

Net current assets/(liabilities) . . . . . . . 264,986 161,512 162,842 (30,132)

Total assets less current liabilities . . . . 519,475 806,392 818,491 618,719

Non-current liabilities . . . . . . . . . . . . . . 212,589 10,453 240,733 239,029

Net assets . . . . . . . . . . . . . . . . . . . . . . . 306,886 795,939 577,758 379,690

Equity attributable to equity holders

of the Company . . . . . . . . . . . . . . . . . 283,261 591,779 485,256 285,126

Non-controlling interests . . . . . . . . . . . 23,625 204,160 92,502 94,564

Total equity . . . . . . . . . . . . . . . . . . . . . . 306,886 795,939 577,758 379,690

Accounting treatment for capital investments made in IOT hospitals and clinics

During the [●], the capital investments we made in our IOT hospitals and clinics are

categorized into (a) investment amounts that will not be returned to us and (b) investment

amount that will be repaid to us pursuant to the terms of the relevant IOT agreements. We

account for our capital investments made pursuant to the relevant IOT agreements as

follows:

Investment amounts that will not be returned to us

Investment amounts that will not be returned to us by IOT hospitals and clinics are

accounted for as intangible assets, which represent the management rights acquired

pursuant to the IOT agreements and are subject to amortization charges to the cost of sales

and services in the combined statements of profit or loss and other comprehensive income

over the tenure of the respective IOT agreements. These investments include our initial

investment under the Yan Hua IOT Agreement in 2008 and investments under the Jing Mei

IOT Agreement.

Investment amount that will be repaid to us pursuant to the terms of the relevant IOT

agreements

Our capital investments under the Mentougou IOT Agreement and the Mentougou TCM

Hospital IOT Agreement and certain investments under the Yan Hua IOT Agreement are

treated as repayable investment amounts to these IOT hospitals and clinics because they will

be repaid to us pursuant to the terms of the respective IOT agreements. Such investment

amounts are accounted for as:

(a) receivables from IOT hospitals, being the fair value of the repayable investment

amounts made to the IOT hospitals determined upon initial recognition. Such

receivables from IOT hospitals are measured at amortized cost using the effective

interest method in subsequent periods; and
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(b) intangible assets, being the difference between (i) the repayable investment

amounts made to the IOT hospitals and clinics and (ii) fair value of the repayable

investment amounts determined upon initial recognition. Such intangible assets

are subject to amortization charges to the cost of sales and services in the

combined statements of profit or loss and other comprehensive income over the

tenure of the respective IOT agreements.

In subsequent periods, interest income on receivables from IOT hospitals are recognized

using the effective interest method and accreted to the carrying amount of the receivables

from IOT hospitals. The repayment of investment amount is accounted for as reduction in the

carrying amount of the receivables from IOT hospitals.

For more details, see “Financial Information — Accounting Treatment for Capital

Investments Made in IOT Hospitals and Clinics” beginning on page 199.

Summary Segment Data

Year Ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

(unaudited)
(in thousands of RMB, except for percentage data)

General
hospital
services . . . . . . . Segment revenue 288,412 323,987 403,109 188,566 214,692

Gross margin 20.9% 20.0% 18.4% 19.4% 17.2%
Segment results1 38,628 41,164 40,759 23,025 16,334

Hospital
management
services . . . . . . . Segment revenue 16,348 19,412 40,277 12,647 9,861

Gross margin 90.7% 83.7% 69.3% 52.1% 29.6%
Segment results1 13,869 19,264 26,588 7,805 2,503

Supply chain
business . . . . . . . Segment revenue 151,121 264,414 431,020 175,182 248,304

Gross margin 11.8% 15.8% 19.2% 18.2% 19.2%
Segment results1 15,532 37,148 102,999 41,880 64,165

1 Segment results represent the profit before income tax generated by each segment, without allocation of

finance cost relating to borrowings, except for the general hospital services segment. We use this measure to

assess our segment performance. For more details, see Note 7 to the Accountants’ Report in Appendix I to this

document beginning on page I-23.
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Segment Revenue by Hospital

The following table sets forth the segment revenue derived from our in-network

hospitals during the [●].

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

(unaudited)
(in millions of RMB)

Jian Gong Hospital
General hospital services1 . . . 288.4 324.0 403.1 188.6 214.7
Supply chain business2 . . . . . 61.8 98.3 116.4 54.9 53.2

Yan Hua Hospital Group
Hospital management

services . . . . . . . . . . . . . . . . 16.3 18.0 22.6 6.4 1.9
Supply chain business . . . . . . 88.9 158.2 170.6 70.6 81.6

Mentougou Hospital
Hospital management

services3 . . . . . . . . . . . . . . . N/A 1.4 5.4 1.0 2.4
Supply chain business . . . . . . N/A 7.8 31.8 13.7 29.7

Jing Mei Hospital Group
Hospital management

services4 . . . . . . . . . . . . . . . N/A N/A 12.2 5.3 5.6
Supply chain business . . . . . . N/A 0.1 110.0 36.0 77.0

Mentougou Traditional
Chinese Medicine Hospital
Hospital management

services5 . . . . . . . . . . . . . . . N/A N/A N/A N/A —
Supply chain business . . . . . . N/A N/A 2.2 N/A 6.6

1 General hospital services segment revenue also includes revenue generated by our Phoenix VIP services,

carried out through Beijing Easylife, of RMB9.0 million, RMB5.2 million, RMB3.5 million, RMB1.9 million and

RMB1.2 million in 2010, 2011, 2012 and the six months ended June 30, 2012 and June 30, 2013, respectively.

2 Segment revenue from sales to Jian Gong Hospital is recorded as inter-segment revenue and eliminated from

our total revenue.

3 We began managing Mentougou Hospital in August 2010 and started to collect management fees in 2011.

4 We began managing Jing Mei Hospital Group in May 2011 and started to collect management fees in 2012.

5 We began managing Mentougou Traditional Chinese Medicine Hospital in June 2012 and became entitled to

collect management fees in 2013, but did not recognize any during the [●].
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Summary Operating Data

The following tables set forth certain operating data of our Group and our in-network
hospitals and clinics during the [●]:

Year Ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

Number of owned and IOT
hospitals1 . . . . . . . . . . . . . . . . 3 11 12 12 12

Number of IOT clinics1 . . . . . . . 17 28 28 28 28
Number of beds in operation1 . 1,345 2,797 3,194 3,177 3,213
Patient visits (thousands) . . . . . 1,366 2,256 3,050 1,397 1,509

Inpatient visits (thousands) . . 25 42 51 25 27
Outpatient visits

(thousands) . . . . . . . . . . . . . 1,341 2,214 2,999 1,372 1,482

1 The numbers presented are as of the end of the relevant period.

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

Jian Gong Hospital
Inpatient (thousands) . . . . . . . . 8.4 9.6 11.5 5.6 5.5
Outpatient (thousands) . . . . . . 384.6 462.6 597.9 265.7 308.2
Average spending per

inpatient visit (RMB) . . . . . . . 12,961 12,382 13,127 13,645 14,788
Average spending per

outpatient visit (RMB) . . . . . . 432 415 417 403 431

Yan Hua Hospital Group
Inpatient (thousands) . . . . . . . . 12.4 12.5 13.5 6.4 6.8
Outpatient (thousands) . . . . . . 614.8 701.5 778.1 350.9 388.0
Average spending per

inpatient visit (RMB) . . . . . . . 12,448 12,925 14,230 14,249 14,996
Average spending per

outpatient visit (RMB) . . . . . . 386 398 423 404 456

Mentougou Hospital
Inpatient (thousands) . . . . . . . . 4.6 5.5 8.8 4.0 4.6
Outpatient (thousands) . . . . . . 341.6 374.8 482.1 218.0 249.3
Average spending per

inpatient visit (RMB) . . . . . . . 13,079 12,109 13,110 12,189 14,160
Average spending per

outpatient visit (RMB) . . . . . . 245 276 312 284 342

Jing Mei Hospital Group
Inpatient (thousands) . . . . . . . . 12.2 14.8 16.3 7.8 9.1
Outpatient (thousands) . . . . . . 518.7 675.0 791.3 366.4 371.6
Average spending per

inpatient visit (RMB) . . . . . . . 18,998 17,396 17,823 18,205 17,856
Average spending per

outpatient visit (RMB) . . . . . . 312 313 332 340 420
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Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

Mentougou Traditional Chinese
Medicine Hospital

Inpatient (thousands) . . . . . . . . . . . . 1.8 1.7 1.2 0.9 0.5
Outpatient (thousands) . . . . . . . . . . 271.5 320.0 349.0 170.9 165.0
Average spending per inpatient visit

(RMB) . . . . . . . . . . . . . . . . . . . . 9,934 9,715 8,843 8,307 8,818
Average spending per outpatient visit

(RMB) . . . . . . . . . . . . . . . . . . . . 260 258 259 251 295

DIVIDENDS AND DIVIDEND POLICY

Our Shareholders will be entitled to receive dividends that we declare. The payment and

the amount of any dividends will be at the discretion of our Directors and will depend upon

our future operations and earnings, capital requirements and surplus, general financial

condition, contractual restrictions and other factors that our Directors deem relevant. For

more details, see “Financial Information — Dividends and Dividend Policy” beginning on

page 243.

SHAREHOLDER INFORMATION

Ms. Xu Jie (徐捷) and Ms. Xu Xiaojie (徐小捷) are our Controlling Shareholders. Ms. Xu

Xiaojie is the daughter of Ms. Xu Jie.

POTENTIAL COMPETITION WITH YAN HUA HOSPITAL GROUP

Our Controlling Shareholders controls Yan Hua Hospital Group. Yan Hua Hospital is a

not-for-profit, Grade III hospital. We have decided not to include Yan Hua Hospital Group in

our Group. Our Group may face potential competition from Yan Hua Hospital on various

aspects. For more details, see “Relationship with Our Controlling Shareholders — Potential

Competition”.

RECENT DEVELOPMENTS

There has been no material change to our business model, revenue mix, industry, or

regulatory environment since June 30, 2013 and up to the date of this document.

Our net current liabilities were RMB56.9 million as of September 30, 2013 compared to

RMB30.1 million as of June 30, 2013. For more details, see “Financial Information —

Discussion of Certain Items from the Statement of Financial Position — Net Current

Assets/Liabilities” beginning on [●].
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The following also sets forth certain data of our unaudited consolidated statements of

profit or loss and other comprehensive income in the nine months ended September 30,

2013:

• our revenue increased by 17.1% from RMB520.1 million in the nine months ended

September 30, 2012 to RMB609.0 million in the nine months ended September 30,

2013, reflecting primarily increases in revenue generated by our supply chain and

general hospital services businesses; and

• our gross profit increased by 5.8% from RMB125.0 million in the nine months

ended September 30, 2012 to RMB132.2 million in the nine months ended

September 30, 2013.

On July 3, 2013, we borrowed from Speed Key Limited, our Controlling Shareholder, in

the amount of US$40.5 million (approximately RMB250 million) at an interest rate of 12.0%

per annum. For more details, see “History and Reorganization — The Reorganization —

Exchangeable Notes Issued to Silvapower Investments, Vertex Fund and Green Talent”

beginning on page 102. We have incurred interest expenses of RMB7.5 million in the three

months ended September 30, 2013 on this loan, and will continue to incur interest expenses

in the amount of approximately US$0.4 million (equivalent to RMB2.5 million) per month on

this loan until it is repaid.

We continue to be affected by the trends and key factors that affected our results of

operations in the six months ended June 30, 2013 including, in particular, our higher cost and

expenses relating to employees. For more details, see “Financial Information — Recent

Developments”.

We have extracted these data from our unaudited consolidated statements of profit or

loss and other comprehensive income, which were prepared on the same basis as our audited

combined financial statements. These unaudited consolidated statements of profit or loss

and other comprehensive income reflect all adjustments, consisting only of normal and

recurring adjustments, which we consider necessary for a fair statement of our results of

operations for the period presented. We cannot assure you that our financial results in the

nine months ended September 30, 2013 will be indicative of our financial results in the full

year ending December 31, 2013 or for future periods.

NO MATERIAL ADVERSE CHANGE

Our Directors confirm that, up to the date of this document, there has been no material

adverse change in our financial or trading position since June 30, 2013 and there is no event

since June 30, 2013 which would materially affect the information shown in the Accountants’

Report set out in Appendix I to this document.
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In this document, unless the context otherwise requires, the following

expressions have the following meanings.

“Affiliate(s)” in relation to any specified person, such other person,

directly or indirectly, controlling or controlled by or under

common control with such specified person

“Articles of Association” or

“Articles”

the articles of association of our Company adopted on

September 30, 2013 and as amended from time to time, a

summary of which is set out in Appendix IV to this

document

“Audit Committee” the audit committee of the Board

“Beijing Coal” Beijing Coal Co., Ltd. (北京京煤集團有限責任公司), a limited

liability company first established on January 1, 1948, and

reorganized under the laws of the PRC in 2001, which

owns 100% equity interest in Jing Mei Hospital Group, and

an Independent Third Party

“Beijing Construction

Engineering Group”

Beijing Construction Engineering Group Co., Ltd. (北京建工
集團有限責任公司), a limited liability company incorporated

under the laws of the PRC on November 17, 1993, which

owns 20% equity interest in Jian Gong Hospital, and an

Independent Third Party

“Beijing Dayao” Beijing Dayao Guanghua Investment Consulting Co., Ltd.

(北京大堯光華投資顧問有限公司), a limited liability company

incorporated under the laws of the PRC on January 9,

2000, and an Independent Third Party

“Beijing Jiayi” Beijing Phoenix Jiayi Medical Devices Co., Ltd. (北京鳳凰佳
益醫療器械有限公司), formerly known as Beijing Phoenix

Luoke Medical Technology Co., Ltd. (北京鳳凰洛克醫學技術
有限公司) and Phoenix Wanfeng Medical Technology

(Beijing) Co., Ltd. (鳳凰萬峰醫學技術(北京)有限公司), a

limited liability company incorporated under the laws of

the PRC on December 9, 2004, and a wholly-owned

subsidiary of our Company
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“Beijing Juxin Wantong” Beijing Juxin Wantong Investment Co., Ltd. (北京聚信萬同投
資有限公司), formerly known as Phoenix United Hospital

Management (Beijing) Co., Ltd. (鳳凰聯盟醫院管理(北京)有限
公司) and Phoenix Healthcare Investment Management

(Beijing) Co., Ltd. (鳳凰醫療投資管理(北京)有限公司), a

limited liability company incorporated under the laws of

the PRC on June 9, 2003, and a wholly-owned subsidiary of

Beijing Wantong

“Beijing Municipal Health

Bureau”

a municipal government department governing the health

work of Beijing (北京市衛生局)

“Beijing Nuopu” Beijing Nuopu Investment Management Co., Ltd. (北京諾譜
投資管理有限公司), a limited liability company incorporated

under the laws of the PRC on January 6, 2013, and an

Independent Third Party

“Beijing Phoenix” Beijing Phoenix United Hospital Management Consulting

Co., Ltd. (北京鳳凰聯合醫院管理諮詢有限公司), formerly

known as Beijing Phoenix United Hospital Management

Co., Ltd. (北京鳳凰聯合醫院管理有限公司) and Beijing

Phoenix United Hospital Management Joint Stock Co., Ltd.

(北京鳳凰聯合醫院管理股份有限公司), a limited liability

company incorporated under the laws of the PRC on

November 6, 2007, and a wholly-owned subsidiary of our

Company

“Beijing Rongzhi” Beijing Rongzhi Junhe Investment Center (北京融智君合投
資中心), a limited liability partnership incorporated under

the laws of the PRC on August 30, 2010, and an

Independent Third Party

“Beijing Tianjian” Beijing Tianjian Runyuan Investment Center (Limited

Partnership) (北京天健潤遠投資中心(有限合伙)), a limited

liability partnership incorporated under the laws of the

PRC on November 4, 2010, and an Independent Third Party

“Beijing Wanrong” Beijing Wanrong Yikang Medical Pharmaceutical Co., Ltd.

(北京萬榮億康醫藥有限公司), a limited liability company

incorporated under the laws of the PRC on March 20, 2000,

and a wholly-owned subsidiary of our Company

“Beijing Wantong” Beijing Phoenix Wantong Investment Management Co.,

Ltd. (北京鳳凰萬同投資管理有限公司), formerly known as

Phoenix Hospital Management (Beijing) Co., Ltd. (鳳凰醫院
管理(北京)有限公司), a limited liability company

incorporated under the laws of the PRC on April 24, 2002,

and wholly owned by our Controlling Shareholders, Ms.

Xu Jie and Ms. Xu Xiaojie
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“Beijing Weike” Beijing Weike Lai’en Art Design Co., Ltd. (北京維可萊恩藝術
設計有限公司), a limited liability company incorporated

under the laws of the PRC on December 30, 2006, and

wholly owned by our Controlling Shareholder, Ms. Xu

Xiaojie

“Beijing Easylife” Beijing Phoenix Easylife Healthcare Consulting Co., Ltd. (北
京鳳凰益生醫學技術諮詢有限公司), a limited liability

company incorporated under the laws of the PRC on

January 18, 2008, and a wholly-owned subsidiary of our

Company

“Beijing Zhongjin” Beijing Zhongjin Venture Capital Investment Center (北京
中金華創投資中心), a limited liability partnership

incorporated under the laws of the PRC on November 26,

2009, and an Independent Third Party

“BFDA” the Beijing Food and Drug Administration (北京食品藥品監
督管理總局)

“Board” or “Board of

Directors”

the board of Directors of our Company

“Business Day” a day that is not a Saturday, Sunday or public holiday in

Hong Kong, on which banks in Hong Kong are open

generally for normal banking business

“BVI” the British Virgin Islands

“CAGR” compound annual growth rate

“Cayman Companies Law” the Companies Law, Cap. 22 (Law 3 of 1961, as

consolidated and revised) of the Cayman Islands

“CFDA” the China Food and Drug Administration (國家食品藥品監督
管理總局)

“Chairman” the chairman of our Board

“Chief Executive Officer” or

“CEO”

the chief executive officer of our Company

“Chief Financial Officer” or

“CFO”

the chief financial officer of our Company
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“China” or “PRC” the People’s Republic of China; for the purpose of this

document only, references in this document to “China” or

the “PRC” do not include Taiwan, the Macau Special

Administrative Region and Hong Kong

“CITIC Trust” CITIC Trust Co., Ltd. (中信信託有限責任公司), a limited liability

company incorporated under the laws of the PRC on March

5, 1988, an Independent Third Party

“Companies Ordinance” or

“Hong Kong Companies

Ordinance”

the Companies Ordinance (Chapter 32 of the Laws of Hong

Kong), as amended, supplemented or otherwise modified

from time to time

“Company” or “our Company” Phoenix Healthcare Group Co. Ltd, a company with limited

liability incorporated in the Cayman Islands on February

28, 2013

“Controlling Shareholder(s)” refers to Ms. Xu Jie (徐捷), Ms. Xu Xiaojie (徐小捷) and

Speed Key Limited or any one of them

“Dalian New Century Hospital” Dalian New Century Hospital Co., Ltd. (大連新世紀醫院有限
公司), a limited liability company incorporated under the

laws of the PRC on April 23, 2003, and wholly owned by

Ms. Xu Jie, our Controlling Shareholder

“Director(s)” the directors of our Company or any one of them

“Easylife Technology and

Trade”

Beijing Phoenix Easylife Technology and Trade Co., Ltd. (北
京鳳凰益生科貿有限公司), a limited liability company

incorporated under the laws of the PRC on April 28, 2011,

and a wholly-owned subsidiary of our Company

“EIT Law” the PRC Enterprise Income Tax Law (中華人民共和國企業所得
稅法), which came into effect on January 1, 2008

“Excluded Pharmaceuticals” certain pharmaceuticals such as prepared traditional

Chinese medicine (中藥飲片) and pharmaceuticals sold at

community clinics which are excluded from our supply

agreement with Hong Hui. For more details, see “Summary

— Our Customers and Suppliers — Supply Agreement with

Hong Hui”

“Frost & Sullivan Report” an industry report dated October 23, 2013 commissioned

by us for a fee of RMB850,000, issued by Frost & Sullivan,

a private independent research firm

“GDP” gross domestic product
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“Green Talent” Green Talent Investments Limited, a limited liability

company incorporated in the British Virgin Islands on

March 26, 2012, our Shareholder and Noteholder

“Group”, “our Group”,

“we” or “us”

our Company and its subsidiaries or, where the context so

requires in respect of the period before our Company

became the holding company of our present subsidiaries,

the present subsidiaries of our Company

“HK$” and “cent” Hong Kong dollar and cent respectively, the lawful

currency of Hong Kong

“Hong Hui” Hong Hui Pharmaceutical Co., Ltd. (紅惠醫藥有限公司), a

limited liability company incorporated under the laws of

the PRC on March 15, 1994, a supplier of our Group, and

an Independent Third Party

“Hong Kong” or “HK” the Hong Kong Special Administrative Region of the

People’s Republic of China

“Hyde International

Investment Limited”

a limited liability company incorporated in the BVI on

January 16, 2012, our Shareholder

“IFRS” International Financial Reporting Standards

“Independent Third Party(ies)” an individual(s) or a company(ies) who or which is/are not

a director, chief executive or substantial shareholder of

our Company or any of our subsidiaries, or an [●] of any of

such director, chief executive or substantial shareholder

“Independent Valuer” Jones Lang LaSalle Corporate Appraisal and Advisory

Limited, an independent property valuer, whose property

valuation report is included in Appendix III to this

document

“in-network hospitals and

clinics”

collectively, Jian Gong Hospital and our IOT hospitals and

clinics

“IOT” the “invest-operate-transfer” model

“IOT hospitals and clinics” third-party hospitals and clinics, which we manage and

operate under the IOT model

“Jian Gong Hospital” Beijing Jian Gong Hospital Co., Ltd. (北京市健宮醫院有限公
司), a limited liability company incorporated under the

laws of the PRC on May 12, 2003 and a subsidiary of our

Company, and its predecessor, Beijing Construction

Worker Hospital (北京市建築工人醫院), before its reform
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“Jilin Trust” Jilin Province Trust Co., Ltd. (吉林省信託有限責任公司), a

limited liability company incorporated under the laws of

the PRC in 1985, and an independent third party

“Jing Mei Hospital” Jing Mei Hospital (北京京煤集團總醫院), a not-for-profit

hospital incorporated under the laws of the PRC in 1956

and wholly owned by Beijing Coal, which we began

managing in May 2011 pursuant to the Jing Mei IOT

Agreement

“Jing Mei Hospital Group” collectively, Jing Mei Hospital and seven Grade I hospitals

and 11 community clinics affiliated with Jing Mei Hospital

“Jing Mei IOT Agreement” collectively, the IOT agreement we entered into with

Beijing Coal on May 5, 2011, as amended

“Liaoning Machinery” Liaoning Machinery Import Export Co., Ltd. (遼寧省機械進出
口公司), a limited liability company incorporated under the

laws of the PRC on May 22, 1992, and an Independent

Third Party

“M&A Provisions” the Regulations of the Ministry of Commerce on Merger

and Acquisition of Domestic Enterprises by Foreign

Investors promulgated by the Ministry of Commerce of the

PRC and effective on June 22, 2009

“Memorandum of Association” the memorandum of association of our Company adopted

on September 30, 2013, as amended

“Mentougou Hospital” Mentougou Hospital (北京市門頭溝區醫院), a not-for-profit

hospital incorporated under the laws of the PRC in 1951

and wholly owned by the Mentougou District

government, which we began managing in June 2010

pursuant to the Mentougou IOT Agreement

“Mentougou IOT Agreement” collectively, the IOT agreement we entered into with the

Mentougou District government on July 30, 2010, as

amended

“Mentougou TCM Hospital IOT

Agreement”

the IOT agreement we entered into with the Mentougou

District government on June 6, 2012

“Mentougou Traditional

Chinese Medicine Hospital”

Mentougou Traditional Chinese Medicine Hospital (北京市
門頭溝區中醫院), a not-for-profit hospital incorporated

under the laws of the PRC in 1956 and wholly owned by

the Mentougou District government, which we began

managing in June 2012 pursuant to the Mentougou TCM

Hospital IOT Agreement
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“MOF” the Ministry of Finance of the PRC (中華人民共和國財政部)

“MOFCOM” the Ministry of Commerce of the PRC (中華人民共和國商務
部)

“MOH” the Ministry of Health of the PRC (中華人民共和國衛生部),

one of the predecessor of the NHFPC

“MOHRSS” the Ministry of Human Resources and Social Security of the

PRC (中華人民共和國人力資源和社會保障部)

“NDRC” the National Development and Reform Commission of the

PRC (中華人民共和國國家發展和改革委員會)

“NHFPC” the National Health and Family Planning Commission of

the PRC (中華人民共和國國家衛生和計劃生育委員會), which

was reorganized from the former MOH & National

Population and Family Planning Commission in March

2013

“Noteholders” Green Talent, Silvapower Investments and Vertex Fund

collectively, which were issued with exchangeable notes

by Speed Key Limited

“NPC” the National People’s Congress of the PRC (中華人民共和國
全國人民代表大會), the legislative apparatus of the PRC

“PBOC” People’s Bank of China (中國人民銀行), the central bank of

the PRC

“Phoenix International” Phoenix Healthcare International Investment Limited (鳳凰
醫療國際投資有限公司), a limited liability company

incorporated in Hong Kong on August 28, 2012, and a

wholly-owned subsidiary of our Company

“Pinyu Limited” a limited liability company incorporated in the BVI on

January 3, 2013, a wholly-owned subsidiary of our

Company

“PRC GAAP” the generally accepted accounting principles in China

DEFINITIONS

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

20



“PRC Healthcare Reform Plan” the announced plan of the PRC government to

systematically improve the PRC healthcare system, as

reflected in various pronouncements and public

documents, including the Opinions on Promoting Further

Reform of the Healthcare System (中共中央國務院關於深化醫
藥衛生體制改革的意見) jointly issued by the Central

Committee of the Communist Party of China and the State

Council on March 17, 2009, and the Notice on the

Implementation Measure for the Reform of the Healthcare

System (2009 to 2011) (醫藥衛生體制改革近期重點實施方案
(2009-2011年)的通知) subsequently released by the State

Council

“PPP” or “public-private

partnership”

partnership between government and one or more private

sector companies to provide public goods or services, such

as healthcare services, involving a long-term partnership

agreement pursuant to which the private sector partner is

responsible for managing, operating, maintaining,

constructing and/or improving the relevant facilities while

the public sector partner provides financial or other

incentives

“Redemption Price” defined in “History and Reorganization — The

Reorganization — Equity Investments by Silvapower

Investments, Vertex Fund and Green Talent — Share

redemption” in this document

“Remuneration Committee” the remuneration committee of our Board

“Reorganization” the reorganization of the businesses comprising our Group

as described in “History and Reorganization”

“RMB” or “Renminbi” the lawful currency of the PRC

“SAFE” the State Administration of Foreign Exchange of the PRC

(中華人民共和國國家外匯管理局)

“SAIC” the State Administration for Industry and Commerce of

the PRC (中華人民共和國國家工商行政管理總局)

“SAT” the State Administration of Taxation of the PRC (國家稅務
總局)
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“segment results” the profit before tax earned by each segment, without

allocation of finance cost relating to borrowing except for

the general hospital services segment. We use this

measure to assess our segment performance. For more

details, see Note 7 to the Accountants’ Report in Appendix

I to this document

“Senmart Investments” Senmart Investments Limited, a limited liability company

incorporated in the British Virgin Islands on January 11,

2013, our Shareholder

“Share(s)” share(s) with par value of HK$0.00025 each in the capital

of our Company

“Shareholder(s)” holder(s) of the Share(s)

“Shareholders Agreement” the shareholders agreement entered into by and among

Ms. Xu Xiaojie, Speed Key Limited, Hyde International

Investment Limited, Senmart Investments, Exalt Great

Limited, Green Talent and Silvapower Investments dated

June 13, 2013, as amended by two amendments entered

into by and among all of the above-mentioned parties and

Vertex Fund dated June 13, 2013 and September 2, 2013,

respectively

“Shenzhen Tiantu” Shenzhen Tiantu Venture Capital Co., Ltd. (深圳市天圖創業
投資有限公司), a limited liability company incorporated

under the laws of the PRC on April 11, 2002, and an

Independent Third Party

“Shenzhen Tiantu Investment” Shenzhen Tiantu Investment Management Co., Ltd. (深圳市
天圖投資管理有限公司), a limited liability company

incorporated under the laws of the PRC on January 11,

2010, and an Independent Third Party

“Silvapower Investments” Silvapower Investments Limited, a limited liability

company incorporated in the British Virgin Islands on

January 11, 2013, our Shareholder and a Noteholder

“SOE” state owned enterprise

“Speed Key Limited” a limited liability company incorporated in the BVI on

January 30, 2013, a Controlling Shareholder

“Star Target” Star Target Investments Limited (星通投資有限公司), a

limited liability company incorporated in Hong Kong on

January 3, 2013, a wholly-owned subsidiary of our

Company
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“State Council” the PRC State Council (中華人民共和國國務院)

“Subsidiary” has the meaning ascribed thereto in the Companies

Ordinance

“Tianjin Tiantu” Tianjin Tiantu Xingsheng Private Equity Limited

Partnership (天津天圖興盛股權投資基金合夥企業), a limited

liability partnership incorporated under the laws of the

PRC on March 25, 2010, and an Independent Third Party

“Tiantu Funds” collectively, Shenzhen Tiantu, Tiantu Xingrui, Tianjin

Tiantu and Shenzhen Tiantu Investment

“Tiantu Partners” the manager of Tiantu Onshore Funds, an Independent

Third Party

“Tiantu Xingrui” Shenzhen Tiantu Xingrui Venture Capital Co., Ltd. (深圳市
天圖興瑞創業投資有限公司), a limited liability company

incorporated under the laws of the PRC on July 16, 2009,

and an Independent Third Party

“U.S. dollar” or “US$” United States dollar, the lawful currency of the United

States

“Unison Champ” Unison Champ Limited, a limited liability company

incorporated in the BVI on January 7, 2013, a wholly-

owned subsidiary of our Company

“United States” or “U.S.” the United States of America, its territories and

possessions, and all areas subject to its jurisdiction

“Vertex Fund” Vertex Asia Fund Pte. Ltd., formerly known as Huaan

Chemical Pte. Ltd., a limited liability company

incorporated in Singapore on April 20, 2011, our

Shareholder and a Noteholder

“Wuhan Hengjiantong” Wuhan Hengjiantong Technology Co., Ltd. (武漢恒健通科技
有限公司), a limited liability company incorporated under

the laws of the PRC on January 30, 2008, and an

Independent Third Party

“Yan Hua Hospital Group” collectively, Yan Hua Hospital and 17 community clinics

affiliated with Yan Hua Hospital
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“Yan Hua Hospital” Yan Hua Hospital (北京燕化醫院), a not-for-profit hospital

established under the laws of the PRC in 1973 and wholly

owned by Yan Hua Phoenix, which we started to manage

and operate in February 2008 pursuant to the Yan Hua IOT

Agreement

“Yan Hua IOT Agreement” collectively, the IOT agreement we entered into with Yan

Hua Hospital Group and Yan Hua Phoenix on February 1,

2008, as amended

“Yan Hua Phoenix” Beijing Yan Hua Phoenix Healthcare Asset Management

Co., Ltd. (北京燕化鳳凰醫療資產管理有限公司), a limited

liability company incorporated under the laws of the PRC

on July 18, 2005, a wholly-owned subsidiary of Beijing

Juxin Wantong
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The glossary of technical terms contains explanations and definitions of certain terms

used in this document in connection with us and our business. The terms and their meaning

may not correspond to meanings or usage of these terms as used by others.

“ALOS of a hospital” the average length of stay of a hospital, equal to the

aggregated hospitalization days of each inpatient visit at

such hospital during a specified period divided by total

inpatient visits during the corresponding period

“attending doctor” the second professional rank for doctors (主治醫師) in

China; an attending doctor may supervise resident doctors

and typically undertake medical treatment, teaching,

research and disease prevention work

“associate-chief doctor” the third professional rank for doctors (副主任醫師) in

China; an associate-chief doctor may supervise attending

and resident doctors, direct research work of a specific

field, and typically handle complex medial cases

“beds in operation” the fixed sum of beds that are used for clinical service in a

medical institution as of a specified date, including regular

beds, fold-up beds, care beds, beds that are being

sterilized and repaired, out-of-service beds due to

expansion or overhaul

“cardiology” a branch of medicine that deals with diseases and

abnormalities of the heart

“cardiovascular disease” the class of diseases that involves the heart or blood

vessels (arteries and veins)

“cardiovascular” relating to or affecting heart and blood vessels

“CCU” the cardiac care unit

“chief doctor” the highest professional rank for doctors (主任醫師) in

China; a chief doctor is generally in charge of a specific

clinical department

“CT” computed tomography used for medical imaging

“dermatology” a branch of medicine that deals with the skin, its structure,

functions, and diseases
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“EDL” a list of essential medicines (國家基本藥物目錄) created by

the NHFPC and adjusted periodically, which must meet

basic healthcare needs, be in adequate supply, and be

available to the public at all times, in appropriate dosage

forms, and at prices the public can afford

“endocrinology” a branch of medicine concerned with the structure,

function, and disorders of the endocrine glands

“gastroenterology” a branch of medicine which deals with disorders of the

stomach and intestines

“Grade I Hospital” the smaller local hospitals designated as Grade I hospitals

by the NHFPC hospital classification system, typically

having fewer than 100 beds and primarily providing more

basic healthcare services limited to the surrounding

community

“Grade II Hospital” the regional hospitals designated as Grade II hospitals by

the NHFPC hospital classification system, typically having

100 to 500 beds, providing multiple communities with

integrated healthcare services and undertaking certain

academic and scientific research missions

“Grade III Hospital” the largest and best regional hospitals in China designated

as Grade III hospitals by the NHFPC hospital classification

system, typically having more than 500 beds, providing

high-quality professional healthcare services covering a

wide geographic area and undertaking higher academic

and scientific research initiatives

“gynecology” a branch of medicine that deals with the diseases and

routine physical care of the reproductive system of women

“healthcare service” the service practice that provides inpatient or outpatient

diagnosis, treatment and prevention of human disease,

illness, injury or dysfunction through the medical

procedures performed by professional practitioners in

medicine, optometry, dentistry, nursing, pharmacy, and

other fields

“hemodialysis” the process of diffusing blood across a semipermeable

membrane to remove substances that a normal kidney

would eliminate, including poisons, pharmaceuticals,

urea, uric acid and creatinine

“ICU” the intensive care unit
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“inpatient visit” a patient visit during which the patient receives lodging

and food as well as treatment

“ISO9001” International Organization for Standardization related to

quality management

“JCI” the Joint Commission International, an international arm

of The Joint Commission. The Joint Commission is an

independent, not-for-profit organization which accredits

and certifies healthcare organizations and programs

“Medical Insurance Designated

Medical Institution”

medical institutions designated by the relevant local

medical insurance authority as ones that are permitted to

treat patients covered by public medical insurance

programs

“MRI” magnetic resonance imaging, a type of medical imaging

technique to visualize detailed internal structure

“neurosurgery” surgery performed on the nervous system, especially the

brain and spinal cord

“occupancy rate of a hospital” the aggregate number of occupied beds as of 12:00 noon

of each day of a hospital divided by the aggregate number

of beds in operation as of 12am each day of such hospital.

For the purpose of calculating occupancy rate, occupied

beds for a day also include (i) beds temporarily occupied

and (ii) beds of patients discharged or died before 12am of

such day

“obstetrics” a branch of medicine that deals with the care of women

during pregnancy, childbirth, and the recuperative period

following delivery

“oncology” a branch of medicine that deals with tumors, including

study of their development, diagnosis, treatment, and

prevention

“orthopedics” medical specialty that focuses on injuries and diseases of

the musculoskeletal system, which includes bones, joints,

ligaments, tendons, muscles and nerves

“ostomy” a surgical procedure creating an opening in the body for

the discharge of bodily waste

“outpatient visit” a patient visit during which the patient is not hospitalized

overnight but visits a hospital, clinic, or associated facility

for diagnosis or treatment
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“patient visit” collectively, inpatient visits and outpatient visits

“pediatrics” a branch of medicine that deals with the medical care of

infants, children, and adolescents

“primary healthcare clinics” medical institutions for the local residents in the

communities, including community health centers and

stations in urban areas, village and township healthcare

center in rural areas, and other clinics and infirmaries

“RDL” a list of medicines (國家基本醫療保險、工傷保險和生育保險藥
品目錄) created by the MOHRSS and adjusted periodically,

which can be reimbursed by China’s governmental

employee insurance program

“resident doctor” the entry professional rank for doctors (住院醫師) in China;

a resident doctor must have a medical degree, and may

undertake basic tasks such as patient’s medical record

preparation and practice medicine under the supervision

of attending doctors or other superiors

“stomatology” a branch of medicine and dentistry relating to the mouth,

and mouth diseases

“thoracic surgery” surgery performed on the heart, lungs, esophagus, and

other organs in the chest

“urology” a branch of medicine that focuses on the urinary tracts of

males and females, and on the reproductive system of

males
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This document contains forward-looking statements that are, by their nature, subject to

significant risks and uncertainties. These forward-looking statements include statements

relating to:

• our business and prospects;

• our future debt levels and capital needs;

• future developments, trends and conditions in the industry and markets in which

we operate;

• regulatory and policy changes;

• our strategies, plans, objectives and goals;

• general economic conditions in the PRC;

• changes to regulatory and operating conditions in the industry and markets in

which we operate;

• our ability to control or reduce costs;

• our dividend policy;

• our capital expenditure plans;

• the amount and nature of, and potential for, future development of our business;

• capital market developments;

• the actions and developments of our competitors; and

• certain statements in the section entitled “Financial Information” in this document

with respect to operations, margins, overall market trends, risk management and

exchange rates.

The words “anticipate,” “believe,” “could,” “expect,” “going forward,” “intend,”

“may,” “plan,” “seek,” “will,” “would” and similar expressions, as they relate to us, are

intended to identify a number of these forward-looking statements. These statements reflect

the current views of our management with respect to future events and are subject to certain

risks, uncertainties and assumptions, including those discussed in “Risk Factors”. If one or

more of these risks or uncertainties materialize, or should underlying assumptions prove to

be incorrect, our financial condition and results of operations may be materially and

adversely affected and may vary significantly from those described herein as anticipated,

believed or expected. Accordingly, such statements are not a guarantee of future

performance and you should not place undue reliance on such forward-looking information.

Moreover, the inclusion of forward-looking statements should not be regarded as

representations by us that our plans and objectives will be achieved or realized.
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Subject to the requirements of applicable laws, rules and regulations, we do not have

any obligation and do not intend to update or otherwise revise the forward-looking

statements in this document, whether as a result of new information, future events or

otherwise. Due to these risks uncertainties or assumptions, the forward-looking events and

circumstances discussed in this document might not occur in the way we expect, or at all.

Accordingly, you should not place undue reliance on any forward-looking statements. All

forward-looking statements contained in this document are qualified by reference to this

cautionary statement.
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RISK FACTORS RELATED TO OUR BUSINESS AND INDUSTRY

Changes in China’s regulatory regime for the healthcare service industry, particularly

changes in public medical insurance programs or healthcare reform policies, could have a

material adverse effect on our business.

In 2009, the PRC government unveiled its new healthcare reform plan, which aims to

ensure that every citizen has access to affordable basic healthcare. Since then, the PRC

government has issued new policies addressing the affordability, accessibility and quality of

healthcare services, medical insurance coverage, as well as the reform of public hospitals, and

has called for additional government spending on healthcare. This extensive reform of the

PRC healthcare system is targeted to be completed by 2020.

Our business operations and future expansion are largely driven by government

policies. However, these policies may change significantly in the future. Depending on the

priorities determined by the PRC government, the political climate at any given time, the

continued development of the Chinese healthcare system, future legislative changes may

affect public hospital reform, limit private or foreign investments in healthcare services,

change reimbursement rates for healthcare services provided to publicly insured patients,

implement additional price controls on retail pharmaceutical prices, regulate the treatment

fees permitted to be charged, and numerous other policy matters.

In particular, the agreements we have entered into with our IOT hospital partners

provide for termination in the event of major government policy changes that cause the

agreements to become inexecutable. Should these future reforms happen, such as the

national or provincial authorities in China deciding to reduce the coverage or reimbursement

levels for certain services or pharmaceuticals, patients may opt for cheaper forms of

treatment or pharmaceuticals or forego treatment altogether, which may materially and

adversely affect our business, financial condition and results of operation.

If we fail to successfully manage our in-network hospitals and clinics, our revenue and

profitability may suffer.

Our failure to successfully manage our in-network hospitals and clinics may harm their

financial and operating performance, which will in turn impact our revenue and profitability.

In particular, all our revenue is derived from our in-network hospitals and clinics via three

sources: (i) general hospital services provided at Jian Gong Hospital, (ii) hospital

management services where we manage and collect management fees from our IOT hospitals

and clinics, and (iii) supply chain business where we supply pharmaceuticals, medical devices

and medical consumables to our in-network hospitals and clinics.

For certain of our in-network hospitals, our IOT agreements provide that if they incur

losses during the tenure of our management, whether or not as a result of our management

or due to factors beyond our control, we must use our management fees for that year or even

our own funds to compensate the hospitals for the loss. In accordance with our IOT

agreements, hospital owners may also unilaterally terminate our IOT agreements if we fail

to reach certain goals or incur major losses during the tenure of our management or if a

major government policy change makes it unlawful for them to perform their obligations

under our IOT agreements. For more details, see “— If our IOT partners decide to terminate

or not to renew our IOT agreements, our business may suffer”.
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Accordingly, if we fail to successfully manage our in-network hospitals and clinics, we

may not be able to grow our business, receive management fees, generate revenue from our

supply chain business, recover the investment made, and may be required to compensate any

loss incurred by our IOT hospitals and clinics, and, as a result, our business, financial

condition and results of operations could be materially and adversely affected.

We may be unable to identify and capture expansion opportunities for new hospitals, which

may place us at a competitive disadvantage and limit our growth.

In addition to driving up our total patient visits, our growth during the [●] depended on

our ability to increase the number of our in-network hospitals and clinics, and we expect to

continue to rely on our ability to invest, acquire and enter into IOT or other management

agreements with additional hospitals for growth in the future. For more details, see

“Business — Our Strategies — Strengthen Market Leadership by Continuing to Expand Our

Network of Hospitals and Clinics”.

Our ability to expand our hospital network will depend on a number of factors,

including: (i) the PRC healthcare policy environment, (ii) the reputation of our existing

healthcare facilities and doctors, (iii) our financial resources, and (iv) our ability to improve

the financial and operational performance of hospitals under our management. We may not

be able to identify suitable candidates for acquisition or expansion, or negotiate

commercially acceptable terms. Even if we are able to identify suitable candidates, such

acquisitions or expansions can be difficult, time consuming and costly and we may not be

able to secure the necessary financing. In addition, acquiring public hospitals in China

involves various legal requirements or regulatory approvals as well as additional costs.

Businesses that we acquire may have unknown or contingent liabilities, including liabilities

for failure to comply with healthcare laws, rules and regulations, and we may become liable

for the past activities of the entities we acquire.

We also compete with future market entrants in expanding our hospital network. The

rapid growth of the healthcare service industry in China may attract more domestic or

international players to enter the healthcare service industry, and we will likely face

competition from hospital operators in other cities as we expand our operations across

China. Moreover, some of these competitors may be more established and have greater

financial, personnel and other resources than us.

If we are not able to identify or capture opportunities to expand our hospital and

healthcare operations successfully, our business, financial condition, results of operations

and prospects could be materially and adversely affected.
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If we are unable to recruit, train and retain an appropriate number of doctors, other medical

professionals and staff, hospital administrators and managers for our in-network hospitals,

our business may suffer.

The recruitment of doctors is highly competitive, especially for specialists, due to the

limited pool of experienced medical professionals. We believe that the key factors that

doctors consider before deciding where they will work include the reputation of the

hospital, the quality of the facilities, the number of patient visits, research and teaching

opportunities, compensation and location. Our in-network hospitals and clinics may not

compare favorably with other healthcare service providers on one or more of these factors

and may be forced to offer more compensation and benefits.

Our success is also dependent in part upon the ability of our in-network hospitals and

clinics to recruit and retain other medical professionals, including nurses, physiotherapists,

radiographers and pharmacists, and on their ability to train and manage these medical

professionals. It has become increasingly costly to recruit and retain medical personnel in

recent years, and we expect such costs to continue to increase in the future, which may

adversely affect our profitability. For example, the staff cost of Jian Gong Hospital grew at

a CAGR of 24.6% from RMB52.7 million in 2010 to RMB81.8 million in 2012. In addition, if we

are unable to control the staff costs of our IOT hospitals and clinics, the financial

performance of our IOT hospitals and clinics may be adversely affected, which may in turn

affect the revenue and profitability of our hospital management services segment.

In addition, our performance and the execution of our growth strategy depend

significantly on our ability to attract and retain quality hospital administrators and

managers. We face competition for hospital administrators and managers from other public

and private healthcare providers, and the availability of suitable and quality candidates in

China is limited. Competition for these individuals may require us to offer higher

compensation and other benefits to attract and retain them, which could reduce our profit.

In the event that we and our in-network hospitals fail to attract or retain a sufficient

number of experienced doctors or other medical personnel, hospital administrators and

managers as required, we may not be able to maintain the quality of our services and the

number of patient visits at our hospitals may decrease significantly, which may materially and

adversely affect our business, financial condition and results of operations.

The profitability of our supply chain business may be materially reduced if the supply

agreement between Hong Hui and us is terminated or not renewed, or if Hong Hui fails to

honor its obligations.

To further consolidate our procurement needs and to achieve better efficiency and

greater economies of scale, we entered into a one-year supply agreement with Hong Hui for

the supply of pharmaceuticals to Jian Gong Hospital, Yan Hua Hospital Group and Jing Mei

Hospital Group on January 10, 2012. The agreement was renewed for one year on December

27, 2012 and October 22, 2013, respectively, with the terms of such agreement remaining

substantially the same. Under the supply agreement, Hong Hui agrees to provide us with

minimum annual economic benefit which is based on a percentage of the total

pharmaceutical purchases made by Jian Gong Hospital, Yan Hua Hospital Group and Jing Mei

Hospital Group except for the Excluded Pharmaceuticals. The newly signed supply agreement

with Hong Hui on October 22, 2013 will expire on December 31, 2014 and may be renewed

upon mutual consent prior to November 30, 2014. In 2012 and the six months ended June 30,
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2013, purchases from Hong Hui accounted for 45.5% and 43.6%, respectively, of our total

purchases. For more details, see “Business — Our Suppliers — Supply agreement with Hong

Hui” and “Financial Information — Description of Components of Results of Operations —

Gross Profit”. We may terminate this agreement if Hong Hui fails to fulfill its obligations,

including late or non-payment by Hong Hui, under the agreement. If this agreement is

terminated or not renewed, or if Hong Hui fails to honor its obligations under this

agreement, we and our IOT Hospitals would have to procure pharmaceutical products from

other suppliers and the terms of such procurements may not be comparable to the existing

ones we have with Hong Hui, and may result in materially reduced profitability of our supply

chain business.

Our past performance is not necessarily indicative of future results.

Although our hospital network has grown rapidly and the financial performance and

operating data of our in-network hospitals have improved significantly during the [●], such

growth only reflects our past performance. Past performance is not necessarily indicative of

future results. The effects of changing regulatory, economic, public health, environmental,

competitive conditions and future expansion of our hospital network, and many other

factors cannot be fully predicted and may have a material adverse effect on our business,

financial condition, results of operations and prospects.

We may be unable to effectively manage our rapid growth.

We have significantly expanded our business during the [●]. Our in-network hospitals

and clinics increased from two general hospitals and 17 community clinics, with 1,103 beds

in operation, as of January 1, 2010 to 11 general hospitals, one traditional Chinese medicine

hospital and 28 community clinics, with 3,213 beds in operation, as of June 30, 2013. Our

organization may become larger and more complex through organic growth, acquisitions or

partnering with additional hospitals in the future. We may fail to cooperate successfully with

our new IOT hospital owners. We may also be unable to successfully integrate the operations

or retain employees or management of a new hospital.

If we fail to successfully consolidate the procurement needs of additional hospitals into

our supply chain business, we may be less able to realize savings from our bulk purchases to

further control our cost and may not achieve the anticipated benefits of expansion. Our large

scale and rapid growth have placed and will continue to place significant demands on our

management and on our administrative, operational and financial personnel and

infrastructure. If we are unable to manage our growth effectively, we may not be able to

manage our in-network hospital and clinics profitably or efficiently, realize synergies from

the integration of our hospital network, take advantage of market opportunities, execute

our business strategies or respond to competitive pressures, which may materially and

adversely affect our business, financial condition and results of operations.

We derive a significant portion of revenue from our supply chain business, and its

profitability may decline if the PRC government imposes additional price controls on

pharmaceuticals, medical devices and medical consumables.

The PRC government issues policies on pricing of pharmaceuticals, medical devices and

medical consumables. Most pharmaceuticals, medical devices and medical consumables sold

in China, primarily those included in the national Reimbursed Drug List (“RDL”) and other

catalogs promulgated by the governmental authorities, are subject to price controls mainly
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in the form of “retail price ceiling”, being price ceilings on pharmaceuticals or medical

devices and medical consumables sold to the patients, and in the form of “bidding price”,

being price ceilings on pharmaceuticals or medical devices and medical consumables sold to

the hospitals. For more details, see “Business — Price Control and Pricing”, “PRC Laws, Rules

and Regulations — Laws and Regulations on Pharmaceutical Distribution — Regulations on

Centralized Pharmaceutical Procurement by Medical Institutions” and “PRC Laws, Rules and

Regulations — Regulation on the Supervision Over the Procurement of Medical

Consumables”. All of the pharmaceuticals and a majority of medical devices and medical

consumables sold by us to our in-network hospitals and clinics are subject to price controls.

For these pharmaceuticals, medical devices and medical consumables, our supply chain

business resells them to our in-network hospitals at “bidding price”.

Our supply chain business segment contributed 33.1%, 43.5%, 49.3% and 52.5% of our

total segment revenue in 2010, 2011, 2012 and the six months ended June 30, 2013,

respectively. We expect to continue to derive a significant portion of our revenue from our

supply chain business. We cannot predict if the government will lower the “bidding prices”

in the future or if additional pharmaceuticals and medical devices and medical consumables

may become subject to price controls. If the “bidding prices” of pharmaceuticals, medical

devices and medical consumables are further reduced, our supply chain business may have

less room to negotiate with our suppliers for better gross margins, and we may generate less

revenue due to reduced sale prices even if we sold the same or greater volume of the same

pharmaceuticals. As a result, our financial condition and results of operations could be

materially and adversely affected.

Our in-network hospitals and clinics face competition for patients in the markets where we

operate.

The hospital and healthcare service industry is competitive. Generally, our in-network

hospitals and clinics face competition from public hospitals, private hospitals and community

health clinics located in the same geographic area as our in-network hospitals and clinics. For

example, Jian Gong Hospital competes with Xuanwu Hospital of Capital Medical University

(首都醫科大學宣武醫院) and Beijing Friendship Hospital (北京友誼醫院) located in the same

area, both of which are Grade III hospitals. New or existing competitors may provide services

similar to ours, and may offer greater convenience, broader services, newer or better

facilities, more specialized medical staff, stronger reputation in the community, or cheaper

pricing. If our in-network hospitals and clinics are unable to attract patients, our patient

volume levels could decrease significantly and our business, financial condition and results of

operations may be materially and adversely affected.

We may not obtain adequate or timely financing for existing and future investments in our

in-network hospitals and clinics, and our improvement projects may not be completed

within the expected time frame and within our budget, or at all, and may not achieve the

intended economic results.

Pursuant to the relevant IOT agreements and in order to improve the facilities and

clinical services of the relevant hospitals, we generally make significant investments in each

of our in-network hospitals. As a result, the availability of adequate financing for

investments is crucial to our expansion and development. Our current operations are

generally financed through operating cash flow and a combination of bank loans and equity

financing. A number of factors such as general economic conditions, our financial position
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and performance, credit availability from financial institutions and China’s monetary policies

may affect our ability to obtain adequate financing on favorable terms and to achieve a

reasonable return on our investments. Any failure by us to raise sufficient funds on terms

acceptable to us, or at all, could limit our ability to grow our business and competitive

position. In particular, for the construction or renovation of hospital facilities from time to

time, even if we secure the necessary financing, such projects could result in cost overruns,

may not be completed on time or at all and may not achieve the expected economic gains.

If this happens, it could impact our liquidity and limit our ability to obtain additional

financing for working capital, capital expenditures, and other general corporate purposes. In

addition, for each IOT agreement we enter into, we normally make an upfront capital

investment, and then receive management fees and generate supply chain business revenue

from the relevant IOT hospitals and clinics over the tenure of the IOT agreements. Our

upfront capital investment will be repaid to us for some IOT hospitals over the tenure of the

relevant IOT agreements. Such structure may adversely affect our working capital and

liquidity.

We and our in-network hospitals and clinics may not be adequately insured against losses

and liabilities arising from our operations.

We are exposed to potential liabilities that are inherent to the provision of healthcare

services. Most of our in-network hospitals and clinics maintains medical liability insurance to

cover its hospital operations and makes its own independent judgment as to the type and

coverage of insurance purchased. We do not maintain product liability insurance for our

supply chain business, which we believe is consistent with industry practice in China. During

the [●], the aggregate number of medical disputes settled by our in-network hospitals and

clinics as a percentage of the aggregate patient visits were less than 0.01% and the

aggregate settlement amount as a percentage of the aggregate revenue was less than 0.2%,

approximately less than half of which was covered by the insurance carried by our in-network

hospitals and clinics. In particular, during the [●], the aggregate number of medical disputes

settled by Jian Gong Hospital as a percentage of Jian Gong’s aggregate patient visits was less

than 0.01% and the aggregate settlement amount as a percentage of the aggregate revenue

generated by Jian Gong Hospital was 0.2%, approximately less than half of which was

covered by the insurance carried by Jian Gong Hospital. We may face liabilities that exceed

our available insurance coverage or arise from claims outside the scope of our insurance

coverage. In addition, if we experience any business disruption, litigation or natural disaster,

we may incur significant cost and diversion of resources, which may not be fully covered by

insurance or at all. Any significant uninsured loss could have material and adverse effect on

our business, financial condition and results of operations.

If our IOT partners decide to terminate or not to renew our IOT agreements, our business

may suffer.

Our IOT agreements set forth certain events that may trigger unilateral termination by

IOT hospital owners. In accordance with our IOT agreements, hospital owners may

unilaterally terminate our IOT agreements if we fail to reach certain goals or incur major

losses during the tenure of our management or if a government policy change makes it

unlawful for them to perform their obligations under the IOT agreements. For example, the

force majeure clause under the Jing Mei IOT Agreement explicitly includes change in policy

prohibiting private entities’ involvement or the IOT model in the reform of public hospitals.

If such policy change takes place, we may lose our rights to manage our IOT hospitals and will

no longer be entitled to receive management fees from, and sell pharmaceuticals, medical
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devices and medical consumables to, our IOT hospitals. In addition, if we fail to maintain a

good relationship with the IOT hospital owners, they may choose not to renew the IOT

agreements with us after the current agreements expire.

Moreover, the IOT hospitals and the government or SOEs that ultimately control them

may have business or economic interests that are different from us, may dispute our IOT

agreements, or may take action inconsistent with our interests, objectives or instructions. We

cannot guarantee that no IOT hospital owner would intentionally terminate or attempt to

terminate our IOT agreement in breach of contract. If any such termination events were to

occur, they may materially and adversely affect our business, financial condition and results

of operations.

We are exposed to concentration of credit risk from our top customers.

We collect management fees and derive revenue from sale of pharmaceuticals, medical

devices and medical consumables to our IOT hospitals. In 2012 and the six months ended June

30, 2013, our top four customers were our IOT hospitals and clinics: Yan Hua Hospital Group,

Jing Mei Hospital Group, Mentougou Hospital and Mentougou Traditional Chinese Medicine

Hospital. During the [●], trade receivables from our largest customer in 2010, our largest

three customers in 2011, and our largest four customers in 2012 and six months ended June

30, 2013 represented 66.7%, 79.6%, 80.7% and 70.0% of our trade-nature receivables

(including trade receivables and trade-nature receivables from a related party), respectively,

out of which 66.7%, 75.9%, 40.6% and 24.6% were due from our largest customer in the

corresponding periods. For more details, see “Business — Our Customers” and “Financial

Information — Discussion of Certain Items from the Statement of Financial Position —

Trade-nature Receivables”. Although we assess the credit qualities of our customers, taking

into account their financial positions, past experiences and other factors, we cannot assure

you that no default will arise from our customers in the future. If our largest or any of our

top customers fails to fulfill its obligations, our financial condition and results of operations

could be materially and adversely affected.

Failure to comply with China’s anti-corruption laws could subject us to investigations,

sanctions or fines, which may harm our reputation and materially and adversely affect our

business, financial condition, results of operations and prospects.

We have adopted policies and procedures designed to ensure that we and the doctors,

staff and hospital administrators at our in-network hospitals and clinics comply with China’s

anti-corruption laws. For more details on our anti-corruption policies and procedures, see

“Business — Legal Proceedings and Compliance”. However, we operate in the healthcare

sector in China which poses elevated risks of anti-corruption violations and the PRC

government has recently increased its anti-bribery efforts to reduce improper payments

received by doctors, staff and hospital administrators in connection with pharmaceutical

purchases and healthcare services provision. Although we have established anti-corruption

policies and procedures and have not been subject to any government investigation relating

to anti-corruption violations, there is no assurance that these policies and procedures will

effectively prevent any and all non-compliance with China’s anti-corruption laws for actions

taken by the individual doctors, staff and hospital administrators at our in-network hospitals

and clinics without our knowledge. If this occurs, we may be subject to investigations,

sanctions or fines, and our reputation could be significantly harmed by any negative

publicity stemming from such incidents, which may materially and adversely affect our

business, financial condition, results of operations and prospects.
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We and our in-network hospitals and clinics have been and could become the subject of

litigation, claims and governmental investigations, including medical dispute brought by

patients, which may harm our reputation and our business.

We rely on the doctors and other medical professionals of our in-network hospitals and

clinics to make proper clinical decisions regarding the diagnosis and treatment of their

patients. In addition, Jian Gong Hospital contracts with certain third-party service provider

who runs caregiver business for our patients. For more details, see “Business — Our Hospital

Network — Jian Gong Hospital”. However, we do not have direct control over the clinical

activities of each hospital and clinic or over the doctors, other medical professionals and

third-party contractors who work in our in-network hospitals and clinics. Any incorrect

clinical decisions on the part of doctors and other medical professionals, or any failure by our

in-network hospitals to properly manage their clinical activities may result in unsatisfactory

treatment outcomes, patient injury or possibly patient death. We are especially exposed to

these types of risks from the treatment of complex medical conditions at our hospitals, such

as cancer and heart and vascular diseases, which do not have guaranteed positive outcomes.

We and our in-network hospitals and clinics may not be adequately insured against losses

and liabilities arising from our operations. Although medical disputes in China are typically

brought against the patient’s doctor and the hospital at which treatment was given, we or

our in-network hospitals and clinics may be made a party to any such medical dispute which,

regardless of its merit or eventual outcome, could result in significant legal costs and

reputational damage to us and materially and adversely affect our business, financial

condition and results of operations.

We are subject to PRC laws, rules and regulations relating to healthcare fraud and risks

in relation to actions taken by us, our employees or our affiliates that constitute violations

of the PRC anti-corruption and other related laws. Our failure to comply with these laws, or

effectively manage our employees and affiliates in this regard, could severely damage our

reputation and materially and adversely affect our business, financial condition, results of

operations and prospects.

We have not obtained title and have not registered lease agreements with respect to some

of the properties we use to operate our business.

In China, prior to construction of a building, we are required to obtain various permits,

certificates and other approvals, including land use right certificate (國有土地使用權證),

planning permit for construction work (建設工程規劃許可證) and permit for commencement of

construction works (建設工程施工許可證) in relation to properties. After completion of a

building, the local government authorities would conduct an inspection and issue a certified

report on the completed construction of properties and municipal infrastructure (房屋建築工
程和市政基礎設施工程竣工驗收備案證明), or completion certificates, if the construction process

and property comply with the relevant laws, rules and regulations.

We have not obtained ownership certificates for certain buildings at Jian Gong Hospital

due to the lack of certain construction-related permits and certificates. These buildings are

currently in use and have an aggregate gross floor area of 8,716 square meters, or 28.9% of

the total gross floor area of Jian Gong Hospital. Such areas include primarily the outpatient

registration area, a library, a morgue, a medical imaging and diagnostic room, and rooms for

other ancillary functions. For more details, see “Business — Our Properties”.
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We may not be able to correct such defects or take other remedial actions in time. As

advised by our PRC legal adviser, relevant government authorities could (i) subject us to a

fine up to 10% of the construction cost, and/or (ii) force us to demolish the building within

a reasonable period specified by the relevant government agency, which could interrupt the

business operations of Jian Gong Hospital. We estimate the maximum potential liabilities

arising from the fine and demolition to be approximately RMB3.0 million, and that the total

cost of relocation, including the search for alternative premises, renovation and a 12-month

rental, is approximately RMB22.0 million. We estimate any demolishment and relocation

relating to Jian Gong Hospital may take approximately three months. We do not expect our

business and financial position to be materially affected by such demolishment and

relocation and estimate that these will be no material loss of revenue because the properties

with title defects, individually or collectively, are not crucial to our operations.

In addition, we leased and occupied a total of eight properties in Beijing with a total

gross floor area of 1,245 square meters for office and business use as of the [●]. All eight

property lease agreements have not been registered with the relevant PRC government

authorities. As advised by our PRC legal adviser, failure to register an executed lease

agreement will not invalidate the agreement. However, we may be subject to a fine of no less

than RMB1,000 and not exceeding RMB10,000 for each unregistered lease agreement if the

relevant PRC government authorities require us to rectify such non-compliance and we fail

to do so within the specified period of time.

Our business is subject to seasonality.

We experience seasonal fluctuations in our revenue and profitability. Our in-network

hospitals and clinics typically experience fewer patient visits in the first quarter due to the

effect of the Chinese New Year holiday, during which most Chinese usually avoid paying visits

to hospitals. Our in-network hospitals and clinics generally experience more patient visits in

the fourth quarter because the elderly or people with weaker dispositions are more

susceptible to disease in cold weather. In addition, the management fees we are entitled to

under the Yan Hua IOT Agreement and the Jing Mei IOT Agreement are determined based

on, among others, a higher management fee rate once such hospitals’ performance exceeds

certain thresholds for the year. Consequently, we may be entitled to less management fees

under the Yan Hua IOT Agreement and the Jing Mei IOT Agreement in the first half of a year

than in the second half of such year as a result of staggered management fee formulas. For

more details on the terms of our IOT agreements, see “Business — Our Hospital Network”.

Any such fluctuations could have a material adverse effect on our financial condition and

results of operations.

We conduct our business in a heavily regulated industry and incur ongoing compliance costs

as well as face penalties for non-compliance.

The operations of our in-network hospitals and clinics are subject to various laws and

regulations at the national, regional and local levels. These rules and regulations relate

mainly to the quality and pricing of medical facilities, equipment and services, the pricing

and procurement of pharmaceuticals, medical devices and medical consumables, the

licensing and operation of medical institutions and the licensing and number of medical

professionals, the noise pollution, discharge of pollutants into air and water and handling

and disposal of bio-medical, radioactive and other hazardous waste, anti-corruption and

anti-bribery, and the confidentiality, maintenance and security of patients’ medical records.

For more details, see “PRC Laws, Rules and Regulations”. Accordingly, our general hospital
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service and supply chain business is subject to periodic licensing renewal requirements and

inspections by various government agencies and departments at the provincial and municipal

level. For example, two of our IOT hospitals, Mentougou Hospital and Mentougou

Traditional Chinese Medicine Hospital, need to renew their Medical Institution Practicing

Licenses, which will expire on December 31, 2013. If we fail to renew the Medical Institution

Practicing Licenses for Mentougou Hospital and Mentougou Traditional Chinese Medicine

Hospital or any other licenses required for our operations, or are found to be non-compliant

with any of these laws, regulations or rules, we may face penalties, suspension of operations

or even revocation of operating licenses, depending on the nature of the findings, any of

which could materially and adversely affect our business, financial condition and results of

operations.

We are dependent on certain key members of our senior management.

We are dependent on certain key members of our senior management team, including

some who have been with our Group since its inception, to manage our current operations

and meet future business challenges. In particular, we rely on the expertise, experience and

leadership of Mr. Liang Hongze, our CEO, Mr. Jiang Tianfan, our CFO, Mr. Xu Zechang, our

executive director and vice general manager in charge of overall hospital operations and

hospital network development, Mr. Zhang Xiaodan, our vice executive general manager in

charge of our pharmaceutical supply chain business and project investment, Mr. Cheng Libin,

our executive general manager and Mr. Shan Baojie, our vice general manager. We do not

maintain key personnel insurance. The loss of any key members of our senior management

team could materially disrupt our operations and delay the implementation of our business

strategy. In addition, we may not be able to locate suitable or qualified replacements, and

may incur additional expenses to recruit and train new personnel, which could severely limit

our business and growth. We have entered into employment agreements, confidentiality and

non-compete agreements with all of the key members of our management team. We cannot

assure you, however the extent to which any of these agreements will be enforceable under

the applicable laws. For more details, see “— Risk Factors Related to Doing Business in China

— Uncertainties with respect to the PRC legal system could have a material adverse effect on

us”.

Concentration of our hospital operations in Beijing exposes us to its changing regulatory,

economic, public health, environmental and competitive conditions.

Most of our current operations, including our headquarters, in-network hospitals and

clinics, are mainly located in Beijing, and we expect to further expand our hospital network

in Beijing. As a result, we are highly sensitive to the regulatory, economic, public health,

environmental and competitive conditions in Beijing. In particular, hospitals in Beijing have

been adversely impacted by past outbreaks of epidemics, such as Severe Acute Respiratory

Syndrome, or SARS in 2003, the H1N1 virus, or swine flu, in 2009, and the H7N9 virus in the

first half of 2013, as people chose to avoid crowds and hospitals in order to minimize the risk

of contagion. Any future epidemic outbreaks could significantly disrupt our operations.

Furthermore, natural disaster or other catastrophic events that are likely to happen in

Beijing, such as earthquakes, fire, drought, typhoons, flood, outage of critical utilities,

disruption to transportation systems or terrorist attacks, may damage or limit our ability to

operate our hospitals and healthcare centers and require significant repair. The property

insurance we obtain may not be sufficient to cover all our losses. Any negative event in

Beijing may have a material adverse effect on our business, financial condition and results of

operations.
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We may be unable to successfully replicate our business model outside of Beijing.

Our current in-network hospitals and clinics are all located in Beijing. In order to expand

our hospital network, we may enter into new geographic markets in the future, and face

new market, technological, regulatory and operational risks and challenges with which we

are unfamiliar. Accordingly, we may not be able to achieve our expansion goals and

successfully replicate our business model outside of Beijing.

The proper functioning of our computer network infrastructure and centralized information

technology systems is essential to our business operation, and any technological failure,

security breach or other challenges may significantly disrupt our business.

Our computer network infrastructure and information technology systems help us to

operate and monitor the operational performance of our in-network hospitals and clinics,

such as billing, financial and budgeting data, patient records and inventory. We regularly

maintain, upgrade and enhance the capabilities of our information systems to meet

operational needs. Any technical failures associated with our information technology

systems, including those caused by power loss, natural disasters, computer viruses or hackers,

network failures or other unauthorized tampering, may cause interruptions in our ability to

provide services to our patients, keep accurate records and maintain proper business

operations. In particular, if the information technology system relating to our billing and

public medical insurance reimbursements were to malfunction and lose related records, we

might not receive full payment from the government, causing a material adverse impact to

our business and operations. In addition, we may be subject to liability as a result of any theft

or misuse of personal information stored on our systems due to willful misconduct or gross

negligence.

We derive a significant portion of our revenue through the provision of healthcare services

to individual patients with public medical insurance coverage; any non-payment or delayed

payment from China’s public medical insurers could materially decrease our revenue.

According to the Frost & Sullivan Report, by the end of 2012, the two urban insurance

programs covered over 95% of the total registered urban population, and the rural insurance

program covered approximately 98% of the total registered rural population. Under these

medical insurance programs, patients are required to pay hospitals only a portion of their

medical expenses upfront and hospitals will seek payment of the balance from the

government. The government only reimburses medical expenses for certain approved

services and pharmaceuticals, and reimbursement levels for covered medical expenses vary

widely depending on the region, hospital grade and location, illness and treatment. We

expect to continue generating significant revenue from patients covered by China’s public

medical insurance programs. Although we have not yet encountered delayed reimbursement

payment from public medical insurance programs, any dispute or late or delinquent

reimbursement payment may cause our accounts receivables to increase and result in

write-offs. Healthcare insurers may also change their reimbursement policies and coverage

plans in the future such that the services we can provide are no longer covered. Should this

happen, our revenue from these sources may decline significantly.

The existence of counterfeit pharmaceutical products in China may damage our reputation

and subject us to legal liability.

Counterfeit pharmaceutical products manufactured without proper licenses or

approvals or fraudulently mislabeled with respect to their content or manufacturer, or both,

have appeared in China’s pharmaceutical market. In some cases these products are very

RISK FACTORS

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

41



similar in appearance to the authentic products. Although we conduct quality control checks

upon delivery, we may not be able to identify all counterfeit pharmaceutical products. Any

unintentional sale of these products by us may subject the pharmaceutical manufacturer, the

primary liable party, and us to negative publicity, reputational damage, administrative

sanctions or civil claims.

We may be subject to China’s Anti-Monopoly Law and regulations as we expand our hospital

network through merger, acquisition or other contractual arrangements.

We may in the future expand our hospital network through merger and acquisitions of,

or contractual arrangements, such as IOT agreements, with, other hospitals or companies

(“Target Entities”). Such expansion may be considered as a form of Concentration of Business

Operators (經營者集中) under China’s Anti-Monopoly Law (中華人民共和國反壟斷法) if the

combined revenues of our Group and the Target Entities reach certain thresholds, in which

case the proposed expansion would be subject to review and pre-approval by relevant PRC

government authorities. Such pre-approval requirements are applicable where (i) the total

amount of the global revenue realized by us and the Target Entities exceed RMB10 billion

during the preceding accounting year with at least two businesses in the relevant

concentration each achieving more than RMB400 million in revenue within China during the

preceding accounting year; or (ii) the total amount of the revenue within China realized by

us and the Target Entities exceed RMB2 billion during the preceding accounting year with at

least two businesses in the relevant concentration each achieving more than RMB400 million

in revenue within China during the preceding accounting year. The Anti-Monopoly Law

review process may be time-consuming and whether the pre-approval can be obtained is

subject to uncertainty. For more details, see “— Risk Factors Related to Doing Business in

China — Uncertainties with respect to the PRC legal system could have a material adverse

effect on us”. Any material delay during the review and pre-approval process or any failure

to obtain the requisite approval could delay our expansion plans and result in a material

adverse effect on our business and prospects. Moreover, our failure to initiate the

pre-approval process for those projects that meet any of the abovementioned thresholds

may subject us to a penalty of no more than RMB500,000 or to a government mandate to

discontinue or reverse such expansion.

We face new risks as we expand our business to other segments of the healthcare value

chain and provision of new services in our in-network hospitals and clinics.

As part of our business strategy to continue expanding our business into other key

segments of the healthcare value chain, we plan to provide additional services to our

in-network hospitals and clinics. Specifically, we intend to enter into the following

businesses: (i) specialized medical functions among our in-network hospitals and clinics, such

as a diagnostic center, medical testing centers and laboratories; and (ii) laundry, sanitation

services and convenience stores on the premises of our in-network hospitals and clinics. Once

we have centralized these operations among our hospitals at the Group level, we also plan

to service other hospitals that want to outsource such ancillary operations to us. However, we

have no experience in running these businesses and such strategy may not be successfully

executed and is subject to numerous factors including the following:

• the availability of adequate management and financial resources;

• our ability to hire, train and retain skilled personnel to manage these new ancillary

services; and
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• the adaptation of our operational and management systems to an expanded
service network.

The execution of our integration strategy may be expensive, time consuming and may
strain our financial and managerial resources. Consequently, we may not achieve the
anticipated benefits and our business, financial condition and results of operations may be
materially and adversely affected.

RISK FACTORS RELATED TO DOING BUSINESS IN CHINA

We are subject to political, economic and social developments as well as the laws, rules,
regulations and licensing requirements in China.

Since our operating assets are generally located in, and our revenue is predominantly
derived from our operations in China, our business, financial condition, results of operations
and prospects are subject to the risks of future economic, political and legal developments
in China. The PRC economy differs from the economies of other developed countries in terms
of structure, government intervention, development, growth rate, control of foreign
exchange, and resource allocation. Since the late 1970s, the PRC government has been
implementing economic reform measures and using market forces to develop the PRC
economy and has since transitioned from a planned economy to a more market-oriented
economy. However, the PRC government continues to play a significant role in regulating
industries by promulgating economic policies, and a significant portion of productive assets
in China is still government-owned. The PRC government also exercises significant control
over the economy through the allocation of resources, controlling payment of foreign
currency denominated obligations, setting monetary policy and providing preferential
treatment to particular industries or companies.

Uncertainties with respect to the PRC legal system could have a material adverse effect on
us.

Our business and operations are conducted in China and governed by the PRC laws, rules
and regulations. The PRC legal system is a civil law system based on written statutes where,
unlike common law systems, decided legal cases have limited value as precedent. Since 1979,
the PRC government has been promulgating a comprehensive system of laws and regulations
governing economic matters in general. However, China has not developed a fully integrated
legal system and recently enacted laws, rules and regulations may not sufficiently cover all
aspects of economic activity in China. These laws, rules and regulations are relatively new
and are often changing, and published cases concerning these laws, rules and regulations are
limited. Consequently, their interpretation and enforcement involve a fair amount of
uncertainties compared to other jurisdictions. In addition, the PRC legal system is based in
part on government policies and administrative rules that may have retroactive effect. As a
result, we may not be aware of any violations by us until some time after the violation.
Furthermore, the legal protections available to us under these laws, rules and regulations
may be limited. Any litigation or regulatory enforcement action in China may be protracted
and could result in significant costs to us and a diversion of our resources and management
attention. We cannot predict future developments in the PRC legal system or the effects of
such developments.

It may be difficult to effect service of process upon us or our Directors or senior
management who reside in China or to enforce non-PRC court judgments against them in
China.

Substantially all of our assets are situated in China and most of our Directors and
officers reside and substantially all of their respective assets are located in China. As a result,
it may be difficult to effect service of process outside the PRC upon most of our Directors and
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officers, including with respect to matters arising under applicable securities laws. China

does not have treaties providing for the reciprocal recognition and enforcement of

judgments of courts with the United States, the United Kingdom and most other countries.

Consequently, it may be difficult for you to enforce against us or our Directors or officers in

China any judgments obtained from non-PRC courts.

Restrictions on foreign exchange and fluctuations in Renminbi exchange rates may limit the

ability of our operating subsidiaries to remit payments to us and may expose us to exchange

rate volatility.

Substantially all of our revenue is denominated in Renminbi, which is not readily

convertible into other currencies. Under the existing foreign exchange regulations in China,

we may undertake current account foreign exchange transactions without prior approval

from SAFE by complying with certain procedural requirements. The PRC government may,

however, decide to restrict access to foreign currencies for current account transactions in

the future.

Shortages in the availability of foreign currency may restrict our ability to remit

sufficient foreign currency to pay dividends, or otherwise satisfy any foreign currency

dominated obligations we may incur. In addition, since our future cash flow from operations

will continue to be denominated in Renminbi, any existing and future restrictions on

currency exchange may limit our ability to receive dividends and distributions from our

subsidiaries in China, purchase goods and services outside of China or otherwise fund any

future business activities that may be conducted in foreign currencies.

Any change in foreign exchange regulations may severely restrict our ability to pay

dividends or satisfying other foreign exchange requirements. The convertibility of the

Renminbi into other currencies is subject to changes in the PRC policies and international

economic and political developments. In 2005, the PRC government changed its policy of

pegging the value of the RMB to the U.S. dollar. Under the current policy, the RMB is pegged

against a basket of currencies, determined by the PBOC, against which it can rise or fall

within stipulated ranges from 1% to 5% against different currencies each day. This change

in policy has resulted in an appreciation of the value of the Renminbi against the U.S. dollar

of approximately 30% from July 2005 to June 2013. We cannot predict whether the PRC

government may change its policies that have effect on the exchange rate of the Renminbi,

as well as when and how Renminbi exchange rates may change going forward.

Fluctuations in exchange rates may adversely affect the value, translated or converted

into U.S. dollars or Hong Kong dollars (which are pegged to the U.S. dollar), of our net assets,

earnings or any declared dividends. Also, there are limited hedging instruments available in

China to reduce our exposure to exchange rate fluctuations between the Renminbi and other

currencies. To date, we have not entered into any agreements to hedge our exchange rate

exposure. In any event, to the extent such hedges are available, their effectiveness may be

limited and we may be unable to hedge our exposure successfully, or at all.

We rely on dividends paid by our subsidiaries for our cash needs, and limitations under the

PRC laws on the ability of our PRC subsidiaries to distribute dividends to us could adversely

affect our ability to utilize such funds.

As a holding company, we conduct substantially all of our business through our

consolidated subsidiaries incorporated in China. We rely on dividends paid by these PRC

subsidiaries for our cash needs, including the funds necessary to pay any dividends and other
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cash distributions to our Shareholders, to service any foreign currency debt we may incur and

to make any offshore acquisitions. The payment of dividends by entities established in China

is subject to limitations. Regulations in China currently permit payment of dividends only out

of accumulated profits as determined in accordance with accounting standards and

regulations in China. Each of our PRC subsidiaries is required to set aside at least 10% of its

after-tax profit based on PRC accounting standards each year to its general reserves or

statutory capital reserve fund until the aggregate amount of such reserves reaches 50% of

its respective registered capital. As a result, our PRC subsidiaries are restricted in their ability

to transfer a portion of their net assets to us in the form of dividends, loans or advances. We

anticipate that in the foreseeable future our PRC subsidiaries will need to continue to set

aside 10% of their respective after-tax profits to their statutory reserves. These limitations on

the ability of our PRC subsidiaries to transfer funds to us limit our ability to receive and

utilize such funds.

We may be treated as a PRC tax resident enterprise under the EIT Law, which may subject

us to PRC income taxes on our worldwide income.

We are a holding company incorporated under the laws of the Cayman Islands. Under

the PRC Enterprise Income Tax Law (中華人民共和國企業所得稅法), which came into effect

January 1, 2008 (the “EIT Law”), and its implementation rules, enterprises organized under

the laws of jurisdictions outside the PRC with their “de facto management bodies” located

within the PRC may be considered “PRC tax resident enterprises” and subject to a uniform

25% PRC income tax on their worldwide income. The implementation rules to the EIT Law

define the term “de facto management body” as “body that has material and overall

management and control over the manufacturing and business operations, personnel and

human resources, finances and treasury, and acquisition and disposition of properties and

other assets of an enterprise. The SAT issued the Notice on Identifying Chinese-Controlled

Offshore Enterprises as Chinese Resident Enterprises in accordance with Criteria for

Determining Place of Effective Management (關於境外註冊中資控股企業依據實際管理機構標準認
定為居民企業有關問題的通知) and the Administrative Measures on the Corporate Income Tax of

Chinese-Controlled Offshore Incorporated Resident Enterprises (Trial) (境外註冊中資控股居民
企業所得稅管理辦法(試行)) in April 2009 and July 2011, respectively, which set out certain

criteria for specifying what constitutes a “de facto management body” in respect of

enterprises that are established offshore by PRC enterprises. However, no such criteria are

provided in these or other publications by the SAT in respect of enterprises established

offshore by private individuals or foreign enterprises like us.

As a result, it is unclear whether we will be deemed to be a “PRC tax resident

enterprise” for the purpose of the EIT Law even though substantially all of the operational

management of our Company is currently based in the PRC. We are currently not treated as

a PRC resident enterprise by the relevant tax authorities. Nonetheless, we cannot assure you

that we will not be treated as a PRC resident enterprise under the EIT Law and not be subject

to the enterprise income tax rate of 25% on our global income in the future. If we were

treated as “PRC tax resident enterprise”, we would be subject to PRC income taxes on our

worldwide income, which may adversely affect our profitability and distributable profit to

our Shareholders.

Gains on the sales of shares and dividends on the shares may be subject to PRC income

taxes.

Under the EIT Law and its implementation rules, PRC withholding tax at the rate of 10%

is applicable to dividends payable by “PRC tax resident enterprises” to investors that are

“non-PRC residents”, that is, investors that do not have an establishment or place of business
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in the PRC, or that have such establishment or place of business but the relevant income is

not effectively connected with the establishment or place of business, to the extent such

dividends have their source within the PRC. Similarly, any gain realized on the transfer of

shares of “PRC tax resident enterprises” by such investors is also subject to PRC income tax,

usually at rate of 10% unless otherwise reduced or exempted by relevant tax treaties or

similar arrangements, if such gain is regarded as income derived from sources within the PRC.

We are a holding company incorporated in the Cayman Islands and substantially all of

our operations are in China. There is uncertainty whether we will be considered a “PRC tax

resident enterprise” for the purpose of the EIT Law. As a result, it is unclear whether

dividends paid on our Shares, or any gain realized from the transfer of our Shares, would be

treated as income derived from sources within China and would as a result be subject to PRC

income tax. If we are considered a “PRC tax resident enterprise”, then any dividends paid to

our Shareholders that are “non-PRC residents” and any gains realized by them from the

transfer of our Shares may be regarded as income derived from PRC sources and, as a result,

would be subject to a 10% PRC income tax, unless otherwise reduced or exempted. It is

unclear whether, if we are considered a “PRC tax resident enterprise”, our Shareholders

would be able to claim the benefit of income tax treaties or agreements entered into

between PRC and other countries or regions. If dividends payable to our non-PRC

Shareholders that are “non-PRC residents”, or gains from the transfer of our Shares are

subject to PRC tax, the value of such non-PRC Shareholders’ investment in our Shares may be

materially and adversely affected.

Our dividend income from our foreign invested PRC subsidiaries may be subject to a higher

rate of withholding tax than that which we currently anticipate.

Under the EIT Law and its implementation rules, PRC withholding tax at the rate of 10%

is applicable to dividends paid by PRC enterprises to their foreign shareholders who are not

“PRC tax resident enterprises”, unless the jurisdiction of such foreign shareholder has a tax

treaty or similar arrangement with the PRC that provides for a different withholding

arrangement and the foreign shareholder obtains approval from competent local PRC tax

authorities for application of such tax treaty or similar arrangement. According to the

Arrangement on Avoidance of Double Taxation and Tax Evasion between the Mainland and

Hong Kong (內地和香港特別行政區關於對所得避免雙重徵稅和防止偷漏稅的安排), if a Hong Kong

incorporated entity is the direct “beneficial owner” of 25% or more in a PRC entity, a lower

rate of 5% will be applied to the dividend made by the PRC entity to such Hong Kong entity.

The determination of beneficial ownership is clarified under the Notice on Understanding

and Determining Beneficial Owners (國家稅務總局關於如何理解和認定稅收協定中「受益所有人」
的通知), which expressly excludes from the definition of a beneficial owner a “conduit

company”, or any company established for the purposes of avoiding or reducing tax

obligations or transferring or accumulating profits and not engaged in actual operations

such as manufacturing, sales or management. We invest in our PRC subsidiaries through Star

Target Investment Ltd. and Phoenix Healthcare International Investment Limited, our

subsidiary incorporated in Hong Kong. We intend to pay 5% withholding tax on the

distributable profits of Beijing Phoenix, the direct PRC subsidiary of Star Target and Phoenix

International. It is uncertain whether our Hong Kong subsidiaries will be considered a

“beneficial owner” and there is no assurance that the tax authority will not impose a higher

withholding tax rate of 10% on our dividend income from Beijing Phoenix. If the dividends

from Beijing Phoenix are subject to the higher withholding tax under the EIT Law, our

financial condition and results of operations could be adversely affected.
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Name Residential Address Nationality

DIRECTORS

Executive Directors

Mr. Liang Hongze (梁洪澤先生) Rm. 301, Unit 1, Bldg. 4,

Zhuquemen Jiayuan, No. 8,

Taiping Street, Xicheng District,

Beijing 100050

China

Chinese

Ms. Xu Jie (徐捷女士) Rm. 1801, Bldg. 1,

Four Seasons Private Apartment,

No. 48, Liangmaqiao Rd.,

Chaoyang District,

Beijing, 100125

China

Chinese

Mr. Zhang Liang (張亮先生) Rm. 501, Unit 2, Bldg. 4,

Meiliyuan Community,

Xi Sihuan Road,

Haidian District,

Beijing, 100097

China

Chinese

Mr. Xu Zechang (徐澤昌先生) 23-3, Area One,

Daning Shanzhuang,

Fangshan District,

Beijing, 102445

China

Chinese

Mr. Jiang Tianfan (江天帆先生) Rm. 1606 Bldg. 4, No. 16,

Dongsanhuan Zhong Road,

Chaoyang District,

Beijing, 100022

China

Chinese
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Name Residential Address Nationality

Non-executive Director

Mr. Yang Huisheng (楊輝生先生) Rm. 1102, Unit 1, No. 1,

Area 3, Yuanda Garden,

Shijicheng Community,

Haidian District,

Beijing, 100097

China

Chinese

Mr. Zhu Zhongyuan (朱忠遠先生) Rm. 403, Bldg. 10,

No. 1299, Dingxiang Rd.,

Pudong New Area,

Shanghai, 200135

China

Chinese

Independent non-executive Directors

Mr. Kwong Kwok Kong (鄺國光先生) Flat 1014, Block M, Kornhill,

43-45 Hong Yue Street,

Hong Kong

British

Ms. Cheng Hong (程紅女士) Rm. 501, Unit 1, Bldg. 8, Area 7,

No. 15, Wanshou Road A,

Haidian District,

Beijing, 100036

China

Chinese

Mr. Wang Bing (王冰先生) No. 211, Huayuan Jinglinwan,

Changping District,

Beijing, 102208

China

Chinese

Mr. Sun Jianhua (孫建華先生) Rm. 601, Unit 2, Bldg. 7,

Jinduhangcheng Community,

Baiziwan Road,

Chaoyang District,

Beijing, 100022 China

Chinese

For more details on our Directors, see “Directors and Senior Management”.
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PARTIES INVOLVED

Legal Advisers to our Company As to Hong Kong law:

Brandt Chan & Partners

in association with SNR Denton HK LLP

3201 Jardine House

1 Connaught Place

Central

Hong Kong

As to United States law:

O’Melveny & Myers LLP

37th Floor, Office Building

Yin Tai Centre

2 Jianguomenwai Avenue

Chaoyang District

Beijing 100022

China

As to PRC law:

Commerce & Finance Law Offices

6F NCI Tower, A12

Jianguomenwai Avenue

Chaoyang District

Beijing 100022

China

As to Cayman Islands law:

Harney Westwood & Riegels

3601 Two Exchange Square

8 Connaught Place

Central

Hong Kong

Property valuer Jones Lang LaSalle Corporate Appraisal

and Advisory Limited

6/F Three Pacific Place

1 Queen’s Road East

Admiralty

Hong Kong
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Registered office Harneys Services (Cayman) Limited
4th Floor, Harbour Place
103 South Church Street
PO Box 10240, Grand Cayman
KY1-1002, Cayman Islands

Headquarters and principal place of
business in China

E-825, No. 6 Taiping Street
Xicheng District
Beijing 100050
China

Principal place of business in Hong Kong Suites 1214-1215
Two Pacific Place
88 Queensway
Hong Kong

Company’s website www.phg.com.cn
(information contained in this website does
not form a part of this document)

Joint Company secretaries Mr. Or Wing Kee, CFA

Flat D, 40/F., Tower 3
Island Harbourview
11 Hoi Fai Road
Hong Kong

For Mr. Or’s professional qualifications and
biography, see “Directors and Senior
Management — Senior Management”

Mr. Wong Kwok Hung Kendrick, CPA

Flat 7, 8/F., Block 39
Heng Fa Chuen
Hong Kong

For Mr. Wong’s professional qualifications
and biography, see “Directors and Senior
Management — Joint Company Secretaries”

Audit committee Mr. Kwong Kwok Kong (Chairman)
Ms. Cheng Hong
Mr. Sun Jianhua

Remuneration committee Mr. Wang Bing (Chairman)
Mr. Sun Jianhua
Mr. Zhang Liang

Nomination committee Ms. Cheng Hong (Chairwoman)
Mr. Wang Bing
Mr. Liang Hongze

CORPORATE INFORMATION

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

50



We believe that the sources of the information in this section are appropriate

sources for such information, and have taken reasonable care in extracting and

reproducing such information. We have no reason to believe that such information is

false or misleading, or that any fact has been omitted that would render such

information false or misleading. Our Directors confirm that, after taking reasonable

care, there is no adverse change in the market information that would qualify,

contradict or have a material impact on such information since the date of the Frost &

Sullivan Report. The information from official government and non-official sources has

not been independently verified by us, any of their respective directors and advisers,

or any other persons or parties involved in this document and no representation is

given as to its accuracy. Accordingly, the official government and non-official sources

contained herein may not be accurate and should not be unduly relied upon.

SOURCE OF INFORMATION

We engaged Frost & Sullivan, a market research consultant, to prepare the industry

report for use in this document. Frost & Sullivan, founded in 1961, provides market research

on a variety of industries, including healthcare. The information from Frost & Sullivan

disclosed in this document is extracted from the Frost & Sullivan Report. In preparing the

Frost & Sullivan Report, Frost & Sullivan collected and reviewed publicly available data such

as government-derived information, annual reports, trade and medical journals, industry

reports and other available information gathered by not-for-profit organizations. The data

collected by Frost & Sullivan was last updated in October 2013 based upon data available up

to then. Frost & Sullivan adopts a comprehensive data collection model, which includes

primary research with the industry stakeholders, secondary research on the government

statistics, and data validation process with industry key opinion leaders. Frost & Sullivan

assumes that the interviewees are not intentionally providing wrong or misleading

information and the government statistics do not contain errors. Frost & Sullivan also

assumes no unexpected events such as wars or disasters occur during the relevant forecasting

period.

Frost & Sullivan has developed its forecast on the following bases and assumptions:

• the social, economic and political environments of the PRC will remain stable

during the forecast period, which will ensure a sustainable and steady

development of the PRC healthcare industry;

• the PRC healthcare market will grow as expected due to the rising healthcare

demand and supply;

• the PRC government will continue to support the healthcare reform, which

encourages private capital investments in the healthcare service industry; and

• the Beijing healthcare market will grow during the forecast period and will remain

the most sophisticated healthcare market in China.

INDUSTRY OVERVIEW

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

51



We and Frost & Sullivan believe that the basic assumptions used in preparing the Frost &

Sullivan Report, including those used to make future projections, are factual, correct and not

misleading. Frost & Sullivan has independently analyzed the information, but the accuracy of

the conclusions of its review largely relies on the accuracy of the information collected.

HEALTHCARE SERVICE MARKET OVERVIEW OF CHINA

Healthcare services are the business that provides diagnosis, treatment and prevention

of human disease, illness, injury or dysfunction through medical consultation and procedures

performed by professional practitioners in medicine, optometry, dentistry, nursing,

pharmacy, and other fields. China is one of the largest healthcare service markets in the

world. During the period from 2008 to 2011, China’s healthcare expenditure grew at a CAGR

of 29.6%, the fastest among the 12 countries with the largest GDP in the world in 2011,

according to the Frost & Sullivan Report. Three market participants shape the supply of and

demand for the healthcare services in China: patients, payers and healthcare services

providers, with the latter two largely owned and managed by the PRC government and SOEs

and are currently undergoing reform.

China’s Healthcare Expenditure — the Fastest Growing Market

China’s total healthcare expenditure grew at a CAGR of 18.8% to RMB2,891 billion, or

approximately 5.6% of GDP, in 2012 from RMB1,454 billion, or approximately 4.6% of GDP,

in 2008. The Frost & Sullivan Report projects that China’s total healthcare expenditure will

reach RMB5,367 billion in 2017, or approximately 6.0% of GDP, representing a CAGR of

13.2% from 2012. The following chart sets forth China’s total historical and projected

healthcare expenditure for the periods indicated:
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The growth rate of China’s healthcare expenditure from 2008 to 2011 was the highest

among the 12 countries with the largest GDP in the world. China’s per capita healthcare

expenditure also had the highest growth rate among these 12 countries with a CAGR of

26.3% from 2008 to 2011. The following table sets forth the total and per capita healthcare

expenditure of the 12 countries for the periods indicated:

Country

Rank of total
healthcare

expenditure in
2011

Total
healthcare

expenditure in
2011

(in billions
of US$)

2008-2011
CAGR of total

healthcare
expenditure

Rank of per
capita

healthcare
expenditure in

2011

2008 – 2011
CAGR of per

capita
healthcare

expenditure

United States 1 2,699 7.4% 1 4.8%

Japan 2 548 10.9% 5 10.7%

Germany 3 400 0.0% 4 0.2%

China 4 381 29.6% 11 26.3%

France 5 322 -1.1% 3 -3.6%

United Kingdom 6 226 -2.3% 6 -3.5%

Brazil 7 222 16.6% 9 14.8%

Italy 8 209 0.0% 7 -1.5%

Canada 9 199 9.2% 2 6.7%

Spain 10 139 -2.8% 8 -7.2%

Russia 11 118 11.8% 10 12.3%

India 12 72 11.3% 12 6.2%

Source: WHO. The data for 2012 is not available as of the date of this document.

Despite China’s relatively fast growth among the 12 countries with the largest GDP in

the world, China is second to last among these countries in terms of per capita healthcare

expenditure. In 2012, total healthcare service expenditure in China and the United States was

US$464 billion and US$2,809 billion, respectively, representing 5.6% and 16.9% of their

respective GDP in that year. Per capita healthcare service expenditure in China and the

United States was US$345 and US$8,653, respectively, in 2012. China’s relatively low

healthcare and healthcare service expenditure, as a percentage of GDP and on a per capita

basis, evidences potential for growth in China’s healthcare services market. The following

chart sets forth total healthcare expenditure as a percentage of GDP in 2011 for the 12

countries with the largest GDP in the world:
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Drivers of the Healthcare Service Market in China

Along with China’s rapid economic growth in the past decade, China’s GDP and

disposable income of its population have grown significantly and consumers in China

increasingly demand for quality healthcare services. China’s healthcare services spending

increased from RMB959.6 billion in 2008 to RMB1,966.1 billion in 2012 at a CAGR of 19.6%

and is expected to reach RMB4,153.7 billion in 2017, representing a CAGR of 16.1% from

2012, while total healthcare services expenditure as a percentage of GDP was 3.8% in 2012

and is projected to be 4.6% in 2017. The following chart sets forth the total healthcare

services spending in China for the periods indicated:
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The strong growth of the healthcare services industry in China was, and is expected to

be, primarily driven by the factors described below.

Aging population

According to the National Bureau of Statistics of China, the percentage of the

population aged 65 or above in China has increased from approximately 7.0% in 2000 to

9.4% in 2012. With 127 million people aged 65 or above in 2012, China has the largest

over-65 population in the world and is the only country that has more than 100 million

population aged over 65. The United Nations projects that by 2050, nearly 33% of China’s

population is expected to be over 65 years old, corresponding to a total of 400 million

people, a number that is greater than the entire population of the United States in 2009. The

growth of China’s elderly population is attributable to China’s low birth rate, rising life

expectancy and decreasing mortality rate. An aging population is expected to lead to an

increase in the demand for healthcare services due to more frequent hospital visits, higher

demand for diagnosis and treatment, and longer required treatment times, especially for

chronic diseases.
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Acceleration of chronic disease prevalence

The types of diseases that are the most prevalent and deadly in China have changed

drastically in recent years. Changing diets, reduced physical activity, pollution and a high rate

of smoking have caused China to transition from a country suffering primarily from

infectious diseases to chronic diseases. For example, the number of people with diabetes

increased by 96% from 47 million in 2001 to 92 million in 2010. As of 2012, at least one out

of five Chinese adults has at least one chronic illness, such as hypertension, diabetes and

hyperlipidemia. According to the NHFPC, cancer has been the leading cause of death for

urban residents in China since 2000 and for rural residents in China since 2003. The total

incidence rate quadrupled from 0.06% in 1998 to 0.28% in 2012. This increase in the

prevalence of chronic diseases will further drive the growth of both healthcare services and

healthcare services spending.

Increasing urbanization

Industrialization and economic growth in China have resulted in rapid urbanization in

China. According to the National Bureau of Statistics of China, the total urban population in

China increased from 624.0 million in 2008 to 711.8 million in 2012, representing an increase

of 14.1% over this period. During the same period, the urban population as a percentage of

the total population increased from 47.0% to 52.6% from 2008 to 2012 and is projected to

increase to 62.4% in 2017, representing a total of 866.5 million, according to the Frost &

Sullivan Report. Urban per capita annual disposal income increased from RMB15,781 in 2008

to RMB24,565 in 2012 and is expected to reach RMB46,815 in 2017, while rural per capita

annual disposal income increased from RMB4,761 in 2008 to RMB7,917 in 2012 and is

expected to reach RMB15,824 in 2017, according to the Frost & Sullivan Report.

With higher disposable income and better insurance coverage, healthcare spending by

urban residents accounted for 76.3% of total healthcare spending in China in 2012,

according to the NHFPC. As a result, continuing urbanization will further increase demand

for healthcare spending.

Increasing government spending

Increasing government spending on healthcare to enhance affordability and

accessibility has been, and will continue to be, a key driver in China’s healthcare services

market.

Establishment of a universal medical insurance system

To enhance affordability of healthcare, the PRC government has been striving to

establish a universal medical insurance system since 2009. According to the Frost & Sullivan

Report, by the end of 2012, 99% of the total registered population in China were covered by

one of three governmental insurance programs, compared to 85.3% at the end of 2008. In

China, government insurance programs mainly consist of the Urban Employee Basic Medical

Insurance Program (“UEBMIP”) (城鎮職工基本醫療保險), Urban Resident Basic Medical

Insurance Program (“URBMIP”) (城鎮居民基本醫療保險), and New Rural Cooperative Medical

Program (“NRCMP”) (新型農村合作醫療保險).
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The following table sets forth the population covered by the three medical insurance

programs in China for the periods indicated:

Year ended December 31,

2008 2009 2010 2011 2012

(in millions of people, except for percentage data)

URBMIP . . . . . . . . . . . . . . . . . . . . . 118.3 182.1 195.0 221.0 271.0

UEBMIP . . . . . . . . . . . . . . . . . . . . . 200.0 219.4 237.0 252.0 265.0

NRCMP. . . . . . . . . . . . . . . . . . . . . . 815.0 833.0 836.0 831.0 805.0

Total population covered by the

three programs . . . . . . . . . . . . . 1,133.2 1,234.5 1,268.0 1,304.0 1,341.0

Overall population in China . . . . 1,328.0 1,334.5 1,340.9 1,347.4 1,354.0

Coverage Rate. . . . . . . . . . . . . . . . 85.3% 92.5% 94.6% 96.8% 99.0%

Source: Frost & Sullivan Report

Government healthcare spending as a percentage of total healthcare spending

increased from 24.7% in 2008 to 31.3% in 2012, while out-of-pocket healthcare spending by

the individual as a percentage of total healthcare spending decreased from 40.4% to 33.4%

during the same period. The following graph sets forth a breakdown of China’s total

healthcare expenditure by payers for the periods indicated:
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Development of healthcare facilities

The PRC government intends to build and develop more healthcare facilities, especially

at the primary healthcare service level, and upgrade a significant number of existing medical

facilities to improve the accessibility of the healthcare services. According to the Opinions on

Deepening the Healthcare System Reform (中共中央國務院關於深化醫藥衛生體制改革的意見)

issued in April 2009 by the CPC Central Committee and State Council, the government plans

to further develop healthcare infrastructure in China, especially in the rural areas. From 2009

to 2012, the PRC government has spent more than RMB69 billion to establish or upgrade over

2,200 county-level hospitals, over 6,200 township healthcare centers, over 2,300 urban

community clinics and more than 25,000 rural community clinics. In addition, the PRC

government plans to improve the quality of healthcare services by developing new medical

technologies to help provide better treatment through, among other things, earlier

detection and better prevention of disease.
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HEALTHCARE SERVICE MARKET PARTICIPANTS IN CHINA — PATIENT ASPECT

The incidence rate of various kinds of diseases in China is growing, mainly as a result of

its aging population, prevalence of chronic diseases and lifestyle changes. Such increased

incidence rate, coupled with rising health awareness, has led to increased demand for higher

quality healthcare services.

According to the Frost & Sullivan Report, total patient visits in China increased from 5.02

billion in 2008 to 7.07 billion in 2012, representing a CAGR of 8.9%, and is expected to reach

12.83 billion in 2017, representing a CAGR of 12.7% from 2012. The following chart sets forth

total patient visits in China for the periods indicated:
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Out of the total 7.07 billion patient visits in 2012, hospitals saw 127.3 million inpatient

visits, followed by primary healthcare clinics with 42.1 million inpatient visits. For

outpatients, primary healthcare clinics served 4.1 billion outpatient visits, followed by

hospitals with 2.5 billion outpatient visits in 2012. The remaining patient visits were recorded

at other healthcare facilities.
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The spending per patient visit has also increased during the same period. The following

tables set forth China’s average spending per outpatient visit and per inpatient visit for the

periods indicated:

Average spending per outpatient visit

2008 2009 2010 2011 2012

(RMB)

Hospitals . . . . . . . . . . . . . . . . . . . . . . . . 138.3 152.0 166.8 179.8 192.5

Urban primary healthcare clinics . . . . . 87.2 84.0 82.8 81.5 84.6

Rural primary healthcare clinics . . . . . 42.5 46.2 47.5 47.5 49.2

Average . . . . . . . . . . . . . . . . . . . . . . . . . 106.1 114.7 124.1 134.0 143.1

Source: Frost & Sullivan Report

Average spending per inpatient visit

2008 2009 2010 2011 2012

(RMB)

Hospitals . . . . . . . . . . . . . . . . . . . . . . . . 5,234.1 5,684.0 6,193.9 6,632.2 6,980.4

Urban primary healthcare clinics . . . . . 2,514.2 2,317.4 2,357.6 2,315.1 2,417.9

Rural primary healthcare clinics . . . . . 790.8 897.2 1,004.6 1,051.3 1,140.7

Average . . . . . . . . . . . . . . . . . . . . . . . . . 3,841.5 4,231.7 4,778.4 5,279.8 5,896.4

Source: Frost & Sullivan Report

Although the growth of healthcare service spending in rural areas has been faster than

that of urban areas in the last few years, most of the healthcare service expenditure has

been, and will continue to be, concentrated in urban areas. Healthcare service spending by

urban residents accounted for over two-thirds of the total healthcare service spending in

China in 2012, according to the NHFPC.

Asia is a popular medical tourism destination mainly due to price competitiveness and,

in the case of China, some overseas patients’ desire to explore traditional Chinese medical

treatment. According to the Frost & Sullivan Report, the Asian medical tourism market is

expected to grow from US$6.62 billion in 2012 to US$10.6 billion in 2015. The top three

medical tourism markets in Asia in 2012 were Thailand, Singapore and India, each with a

medical tourism market size of US$3.70 billion, US$1.10 billion and US$1.06 billion,

respectively. Frost & Sullivan predicts that the medical tourism market in these three

countries will grow to US$5.62 billion, US$1.72 billion and US$1.83 billion, respectively, in

2015.
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HEALTHCARE SERVICE MARKET PARTICIPANTS IN CHINA — PAYER ASPECT

Overview of the Medical Insurance System in China

A key component of China’s healthcare reform is the establishment of universal

healthcare coverage of essential healthcare service for all of its citizens. At present, China’s

public medical insurance system has three basic components: (1) UEBMIP, a mandatory

program covering urban workers and retirees; (2) URBMIP, a voluntary program for urban

residents; and (3) NRCMP, a voluntary program for the rural population. According to the

Frost & Sullivan Report, by the end of 2012, the two urban insurance programs covered over

95% of the total registered urban population, and the rural insurance program covered

approximately 98% of the total registered rural population. The government aims to achieve

100% coverage by 2020. The proportion of out-of-pocket spending from patients is expected

to continue to decrease in the next few years due to increasing coverage and rising

reimbursement rates from the three insurance programs. However, these three insurance

programs only provide coverage for basic healthcare services, commercial insurance is

gaining traction amongst population who wants to supplement their basic health coverage.

Funding sources of medical insurance programs

Primarily due to the government’s initiatives to increase its spending to improve the

affordability of healthcare services in China, the total funding of the three insurance

programs have increased significantly from RMB367.0 billion in 2008 to RMB942.3 billion in

2012 and is expected to increase to RMB2,691.6 billion in 2017, according to the Frost &

Sullivan Report. The following chart sets forth the total funding of these three medical

insurance programs for the periods indicated:
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Unlike the UEBMIP to which urban workers and their employers are required to make

contributions, the URBMIP and the NRCMP rely on government subsidies and personal

contributions. The following table sets forth certain information regarding each insurance

program:

Program Funding source

Per Capita
funding in 2012

(RMB) Financing

UEBMIP Employers and

employees

2,619 An employee and his or her

employer shall pay 2% and 6%,

respectively, of such employee’s

monthly salary into the insurance

fund every month.

URBMIP Urban residents

and governments

320 Varies among cities; the urban

resident pays approximately 20% to

40% of the funding while the

government pays the balance.

NRCMP Rural residents

and governments

308 Varies among rural areas; the rural

resident often pays approximately

20% to 40% of the funding while

the government pays the balance.

Source: Frost & Sullivan Report

As local governments play a significant role in contributing to the medical insurance

programs, different funding abilities of local governments have led to geographical

disparities among medical insurance programs in China. As a result, medical insurance

programs in wealthier areas, such as Beijing and Shanghai, offer significantly higher medical

insurance coverage and reimbursements than other regions. Some wealthier regions have

also established additional medical insurance systems to supplement the three basic medical

insurance programs to afford their residents with better healthcare services.

Payments made by medical insurance programs

Medical institutions in China receive payment for their services from the patients

themselves and from various medical insurance programs. The payments made by the three

insurance programs have steadily increased since their inception. The total payment by these

three government medical insurance programs increased significantly from RMB268.2 billion

in 2008 to RMB795.2 billion in 2012 and is expected to continue to increase to RMB2,492.2

billion in 2017, according to the Frost & Sullivan Report. The diagram below sets forth the

total payment by these three medical insurance programs for the years presented.
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Pricing trends and government regulation

The pricing of healthcare services and pharmaceutical, medical devices and consumable

sales in China is subject to strict government regulation. According to the Frost & Sullivan

Report, the NDRC adjusts the prices of pharmaceuticals included in the RDL every three to

four years and certain types of pharmaceuticals periodically. The drug tendering system is

also affected by periodic adjustments by the NDRC every three to four years. Local

governments also follow the NDRC’s lead, but the frequency and scale of the adjustments

vary by region. Both the NDRC and the Beijing government made a significant downward

adjustment to the “bidding price” of a large number of pharmaceuticals in 2009.

Subsequently, they conducted ad hoc public auctions relating to certain pharmaceuticals

from time to time and adjusted the “bidding price” of such pharmaceuticals from 2009 to

2011. Medical consumable prices are controlled at the local level by regional governments

and are not subject to national control. In Beijing, medical consumable prices are determined

through a bidding process mandated by the Beijing NDRC. Healthcare services prices are

subject to national and local guidelines. For more details on the regulation of the prices of

healthcare services, see “Business — Price Control and Pricing” and “PRC Laws, Rules and

Regulations — Legal Supervision over the Healthcare Sector in China — Categories of

Medical Institutions in China”. For more details on the regulation of the sale and prices of

pharmaceuticals, medical devices and medical consumables in China, see “Business — Price

Control and Pricing”, “PRC Laws, Rules and Regulations — Laws and Regulations on

Pharmaceutical Distribution — Regulations on Centralized Pharmaceutical Procurement by

Medical Institutions” and “PRC Laws, Rules and Regulations — Regulations on the

Supervision over the Procurement of Medical Consumables”. In general, price trends for

healthcare service fees are difficult to assess due to various factors involved and constantly

evolving medical technologies, products and treatments. Moreover, the PRC government has

attempted to improve affordability for patients by controlling prices for healthcare services.
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Induced by the price controls on pharmaceuticals and the procurement practices of

hospitals in China, a centralized procurement process derived from hospital management

business, such as our supply chain business, has emerged to combine the procurement needs

of multiple hospitals to obtain volume discounts. This is different from traditional

pharmaceutical distribution business because it generally does not supply other third-party

hospitals, but instead serves the procurement need of hospitals under common ownership or

control.

Key Trends of the Medical Insurance System in China

Integration of urban and rural government medical insurance programs

As part of the government healthcare reform plan, the integration of urban and rural

resident medical insurance programs has been implemented in some wealthier regions of

China, such as Zhenjiang and Wuxi in Jiangsu Province. The further integration of URBMIP

and NRCMP in more regions due to rapid urbanization could lead to improved affordability

of healthcare services.

Development of commercial medical insurance

Currently, commercial medical insurance in China provides supplemental coverage for

patients to “top up” their health coverage as the public medical insurance programs only

provide coverage for basic healthcare services. Commercial medical insurance has grown

steadily since its establishment in 1982 and its growth has been encouraged by the

government to provide additional insurance coverage beyond basic insurance. According to

the Frost & Sullivan Report, the commercial insurance expenditure has grown from RMB18

billion in 2008 to RMB30 billion in 2012, while the size of the commercial insurance premiums

has grown from RMB59 billion in 2008 to RMB86 billion in 2012.

The development of China’s overall insurance industry, government support and

continuing healthcare reform have promoted the development of commercial medical

insurance, which enhances affordability for high-end healthcare services. However, the

commercial medical insurance market has not been able to meet the increasing demand due

to various reasons, such as undifferentiated products, high-cost distribution model, lack of

incentive for government and SOE-owned healthcare providers to cooperate, shortage of

medical insurance expertise, deficiency in strict supervision, regulation and relevant legal

infrastructure. In the meantime, existing gaps in the public insurance coverage will open up

opportunities for commercial insurance providers as the government is increasingly looking

beyond public insurance for incremental coverage of medical insurance for China’s

population. The commercial insurance industry is expected to reach RMB96 billion in terms

of expenditure and RMB231 billion in terms of premiums by 2017 due to population growth,

increasing income per capita and public medical insurance’s limited coverage.

Changes in reimbursement policies

The introduction and expansion of the three government medical insurance programs

require significant fiscal support by local governments as the funding of URBMIP and NRCMP

rely heavily on subsidies from local governments. For example, in Beijing, medical insurance

fund expenses have risen significantly due to growing medical insurance enrollment and

better, more advanced but more costly treatments. As a result, some regions in China are

changing medical insurance reimbursement methods to achieve better efficiency and
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minimize the risk of insurance fund deficits. Beijing is now the first city to introduce a

Diagnosis Related Groups (“DRG”) method of payment for certain hospitals in 2011. The DRG

method is based on a variety of factors, such as patient age, disease diagnosis, complications,

treatment, disease severity and outcome. The DRG method considers hundreds of disease

groups and reasonable costs of each disease group and determines the optimal amount to be

paid by the medical insurance fund for each disease group. Due to its complexity, full

adoption of the DRG method will require a considerable period of time.

HEALTHCARE SERVICE MARKET PARTICIPANTS IN CHINA — PROVIDER ASPECT

Overview of Healthcare Service Provider System in China

At present, China’s healthcare providers consist of hospitals, primary healthcare clinics,

and other medical institutions, among which hospitals play the most important role. The

following table sets forth a breakdown of revenue, inpatient visits and outpatient visits by

type of medical institution in 2012:

Revenue
Inpatient

visits
Outpatient

visits

Hospitals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 76.0% 71.5% 36.9%

Primary healthcare clinics . . . . . . . . . . . . . . . . . . . 16.0% 23.6% 59.7%

Others . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.0% 4.9% 3.5%

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100% 100% 100%

Source: Frost & Sullivan Report

Grades of hospitals

There were about 23,170 hospitals in China in 2012, mostly in large cities. The majority

of the hospitals are classified as Grade I, Grade II, or Grade III hospital in accordance with a

hierarchy established by the NHFPC in the late 1980s. Grade III hospitals are the largest and

best regional hospitals. For more details, see “Glossary — Grade III Hospital”. This

classification is based on a number of factors, such as the type and quality of healthcare

services, the number of beds, and teaching and research capabilities. This hierarchy was

designed to rationalize the allocation of medical resources and treatment methods. The

current government medical insurance programs’ co-pay policies also adhere to this

hierarchy, with higher grade hospitals allowed to charge higher fees. The following chart

sets forth the comparison of major operating metrics for each hospital grade in 2012:

Total number
Total beds in

operation
Total patient

visits received

Grade I hospital . . . . . . . . . . . . . . . . . . 5,962 0.3 million 0.18 billion

Grade II hospital . . . . . . . . . . . . . . . . . . 6,566 1.8 million 1.11 billion

Grade III hospital . . . . . . . . . . . . . . . . . 1,624 1.5 million 1.14 billion

Unclassified hospitals . . . . . . . . . . . . . . 9,018 0.6 million 0.24 billion

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23,170 4.2 million 2.67 billion

Source: Frost & Sullivan Report
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Public versus Private hospitals in China

Public hospitals dominate China’s healthcare service industry, with approximately 86%
of total hospital beds in operation and more than 90% of total hospitals revenue in China.
Approximately 73% of public hospitals are owned by the central and local governments, 25%
are owned by SOEs and 2% are owned by the military. Compared with the public hospitals,
the average scale of private hospitals is small and many are speciality hospitals. The
following chart sets forth a comparison of key metrics of public and private hospitals in China
in 2012:

Public hospital Private hospital

Number of hospitals1 . . . . . . . . . . 13,384 9,786
Total beds in operation1. . . . . . . . 3.6 million 0.6 million
Inpatient visits. . . . . . . . . . . . . . . . 113.3 million 14.0 million
Outpatient visits . . . . . . . . . . . . . . 2.29 billion 0.25 billion
Total revenue . . . . . . . . . . . . . . . . RMB1,391.3 billion RMB102.9 billion

1. As of December 31, 2012.

Source: Frost & Sullivan Report

Private hospitals represent a fast growing segment in the PRC healthcare service
industry, especially since the PRC government launched the new healthcare reforms in 2009.
With government support, the number of private hospitals have grown from 5,403 in 2008
to 9,786 in 2012, according to the Frost & Sullivan Report. Private hospital revenue also rose
from RMB45.6 billion in 2008 to RMB102.9 billion in 2012, representing a CAGR of 22.6%,
and is expected to reach RMB251.8 billion in 2017, representing a CAGR of 19.6%. In
particular, revenue generated by private general hospitals increased from RMB24.9 billion in
2008 to RMB73.3 billion in 2012, representing a CAGR of 31.0%, and is expected to reach
RMB160.4 billion in 2017, representing a CAGR of 17.0%. Frost & Sullivan Report also
suggested rapid growth in patient visits to private hospitals. Private hospitals saw inpatient
visits of 4.7 million and 14.0 million in 2008 and 2012, respectively, and are expected to see
44.3 million inpatient visits in 2017. The outpatient visits received by private hospitals were
132 million and 250 million in 2008 and 2012, respectively, and are also expected to increase
to 670 million in 2017. Private hospital beds have increased from 273,000 in 2008 to 582,000
in 2012 and is expected to reach at least 1.1 million by 2015. The percentage of beds in
operation in private hospitals is expected to reach at least 20% of total beds in operation in
China by 2015, according to China’s 12th “Five-Year-Plan”.

The table below sets forth certain information of the top five private hospital groups in
terms of beds in operation and number of patient visits, respectively, in China as of December
31, 2012:

Hospital group

Number of
beds in

operation as
of December

31, 2012

Phoenix Healthcare Group (鳳凰醫療集團) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,194
Dongguan Kanghua (東莞康華醫院) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~2,500
Dongguan Donghua (東莞東華醫院) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~1,800
Jinling Pharmaceutical (金陵藥業) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~1,700
Nanjing Tongren (南京同仁) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~600

Source: Frost & Sullivan Report
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Hospital group

Number of
patient visits

in 2012
(millions)

Phoenix Healthcare Group (鳳凰醫療集團) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.05

Dongguan Kanghua (東莞康華醫院) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.22

Jinling Pharmaceutical (金陵藥業) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.62

Dongguan Donghua (東莞東華醫院) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.54

Nanjing Tongren (南京同仁) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.30

Source: Frost & Sullivan Report

Future trends for private hospitals in China will include the establishment of new

hospitals and the privatization of existing public hospitals through equity acquisition or PPP.

According to the Frost & Sullivan Report, private hospitals are expected to continue

increasing their market share in the healthcare services market and are likely to focus on

high-end healthcare services. This is being driven by the increasing demand for healthcare

services in China, the need to build hospitals in urban areas and suburbs, government policies

encouraging the growth of private hospitals, and the privatization trend of public hospitals.

However, such trends may encounter difficulties, including urban planning that restricts the

establishment of new hospitals and high standards for qualifying as Medical Insurance

Designated Healthcare Institution.

HEALTHCARE REFORM IN CHINA

The Healthcare Reform launched in 2009 by the PRC government aims to improve the

overall affordability and accessibility of healthcare services. There are four key targets of the

healthcare reform plan. The following table sets forth the key targets and milestones and the

corresponding time periods for China’s healthcare reform:

Establish a universal
healthcare scheme to meet
the essential medical needs
of 95% of the population

• Expanding the coverage of
UEBMIP
URBMIP
NRCMP

• Aiming to integrate urban
and rural resident insurance 

 programmes

Create and implement 
national essential
drug list (EDL) system 

• Implementing EDL system at
primary healthcare service
level

• Achieving zero margin on
EDL drugs

• Procurement through public
bidding

Improve professional medical
expertise, especially
at the primary healthcare
service level

Public hospital reform

• Separating sponsorship
and operations of public
hospitals

• Reducing revenue 
 dependency on

pharmaceutical sales

• Encouraging private capital
to invest in healthcare 
services industry

• Further upgrading medical
facilities 

• Focusing on prevention
and early detection of 
diseases

Key Targets 2009-2011 2012-2014 2015-2020

• Establishing urban community
healthcare centers
and rural medical institutions,
including county hospitals and
township clinics

• Focusing on strengthening
professional expertise of the
professionals at various
primary healthcare service
level

• Increasing pharmaceuticals
covered under EDL from
307 to 520

• Increasing EDL adoption by
 various healthcare 
 institutions 

• Continuously optimizing EDL

• Large scale privatization or
public-private partnership

• Continuously increasing the
amount of funding and
expanding healthcare
coverage

Source: Frost & Sullivan Report
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Beijing has also launched pilot programs, including establishing an executive committee

for each hospital, changing reimbursement method from fee-for-service to DRG and testing

the abolishment of a fixed 15% profit margin ceiling for the sale of pharmaceuticals at two

selected medical institutions.

Public Hospital Reform

In 2010, the PRC government selected 17 cities, including Beijing, as pilot cities for

public hospital reform. These cities have undertaken different measures and promulgated

various trial policies. For example, Beijing government issued the “Certain Policies on Further

Encouraging and Guiding Private Capital to Invest in Medical Institutions” (關於進一步鼓勵和
引導社會資本舉辦醫療機構若干政策) (“Beijing 18-Item Policies”) in 2012, which encourages and

provides guidance to private capital to participate in the public hospital reform in Beijing

through either cooperation, acquisitions or other means. Beijing government has also

expressed a preference for private sector partners with good reputation, extensive hospital

operational experience and a successful track record in public hospital reform. Beijing’s

position as the political center of China and as one of the pilot cities in public hospital reform

suggests that its measures will likely have significant influence on public hospital reform in

other parts of China.

In the long term, the Frost & Sullivan Report predicts that more professional hospital

operators will manage public hospitals as the PRC government seeks to reform public

hospitals by equity transfer, PPP or other means. Given that the PRC government has

expressed the need to preserve the public welfare and the value of state-owned assets, the

PPP appears attractive. PPP does not change the ownership of the hospital assets or the

not-for-profit nature of the public hospitals, while delivering much improved operational

efficiency.

Private Capital Investing in Hospitals

Since 2009, the PRC government has been issuing guidance and promulgating policies

that encourage private capital to invest in the healthcare service industry in China.

Most recently, the State Council issued “Certain Opinions on Promoting the

Development of Healthcare Services” (關於促進健康服務業發展的若干意見 or “Certain

Opinions”) on October 14, 2013, to further promote hospital reform as part of overall

healthcare reform, mainly including the optimization of healthcare service resources and the

acceleration of public hospital reform. It encourages local government to take a more

flexible approach in meeting their public health service provider function, including

establishing new hospitals, privatizing public hospitals and outsourcing the management of

public hospitals to private hospital management companies (“公辦民營”). For for-profit

hospital, it further relaxes restrictions on requirement of the number, scale, and location of

hospitals and of limits on the number of large medical equipment.
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In China’s 12th Five-Year Plan published in 2012 by the State Council, the PRC

government reiterated its decision to facilitate private capital’s access to the healthcare

service industry and targets increasing the number of beds in operation in private hospitals

to about 20% of total beds in operation in China by 2015. At the same time, the Beijing

government plans to increase the percentage of beds in private hospitals from 13% in 2010

to 20% by 2015. The following are some measures taken by local governments to promote

investment by private capital in the healthcare service industry:

• The Beijing government launched the Beijing 18-Item Policies in 2012 to encourage

private investments in healthcare.

• The Jiangsu provincial government plans to only establish new private large Grade

III hospitals.

• The Shanghai government is promoting high-end private hospitals.

• The Shenzhen government plans to only establish two new Grade III private

hospitals, rather than to establish new public Grade III hospitals.

HEALTHCARE SERVICE MARKET IN BEIJING

Beijing’s Healthcare Service Market

Beijing, as the capital city and one of the wealthiest regions in China, has witnessed

rapid growth in its healthcare market. According to the Frost & Sullivan Report, the total

revenue of healthcare services market in Beijing grew from RMB59.4 billion in 2008 to

RMB114.4 billion in 2012, representing a CAGR of 17.8%, and is expected to further grow to

RMB222.3 billion in 2017 at a CAGR of 14.2%. Beijing’s healthcare cost per capita in Beijing

was RMB4,826 in 2011, far exceeding that of most other developed cities in China due to its

advanced medical technology, greater medical insurance coverage and higher

reimbursement rates.

The following chart sets forth Beijing’s healthcare services market for the periods

indicated:
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Source: Frost & Sullivan Report
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Healthcare Service Market Participants in Beijing — Patient Aspect

Beijing faces a growing population of elderly people aged 65 or above, which has

increased by 47.4% from 1.2 million people in 2000 to 1.7 million people in 2010 and is

expected to increase by 80.2% to 2.1 million in 2015 according to the Frost & Sullivan Report.

The following chart sets forth the trend of Beijing’s population growth for the periods

indicated:
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Source: Frost & Sullivan Report

Beijing’s aging population contributes to the growing incidence rate of chronic and

acute diseases. According to Beijing health authorities, the major causes of chronic and acute

disease deaths among Beijing residents in 2011 were due to cancer, cardiovascular disease

and cerebrovascular disease, which accounted for 27%, 25% and 22% of all deaths,

respectively. In addition, the prevalence rates of hypertension, diabetes and dyslipidemia

among Beijing residents in 2011 were 34%, 8.9% and 51%, respectively, which increased by

11.6%, 3.5% and 45.6%, respectively from 2008. The rapid increase of these chronic and

acute diseases are related to factors such as obesity, smoking, and environmental

degradation.

Beijing also attracts a significant number of non-residents seeking medical treatments,

which helps to boost the growth of healthcare services in Beijing. According to a survey

conducted by Frost & Sullivan in 2012, from 2010 to 2012, non-resident inpatients and

non-resident outpatients respectively accounted for approximately 50% and 33% of total

inpatients and outpatients treated by Grade III hospitals in Beijing.

As a result, medical institutions in Beijing, especially public hospitals, have experienced

an increasing number of patient visits. The following table sets forth the outpatient visits

and inpatient visits at public and private hospitals in Beijing for the periods indicated:

Hospital

Year ended December 31, 2008-
2012
CAGR2008 2009 2010 2011 2012

(millions)
Outpatient visits . . . . . . Public 74.7 77.6 86.0 95.2 121.2 12.9%

Private 4.8 6.1 7.4 9.1 11.6 24.4%
Inpatient visits . . . . . . . . Public 1.4 1.5 1.6 1.7 2.3 14.4%

Private 0.1 0.1 0.1 0.2 0.2 28.7%

Source: Frost & Sullivan Report
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Healthcare Service Market Participants in Beijing — Payer Aspect

Beijing has developed an advanced medical insurance system. In 2012, each of Beijing’s

UEBMIP, URBMIP and NRCMP covers approximately 12.8 million, 1.7 million, and 2.7 million

Beijing residents, respectively. In addition, there are several other medical insurance

programs available in Beijing, such as medical subsidy program for civil servants, insurance

programs for certain demographic groups such as college students and low income residents,

and commercial medical insurance. The following chart sets forth the total population

covered by the three major government medical insurance programs for the periods

indicated:
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The public medical insurance funding per capita in Beijing is higher than the national

average, putting Beijing in a position to offer better public medical insurance benefits. The

following chart sets forth Beijing’s public funding per capita and the national average in

2011:
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Source: Frost & Sullivan Report. The data for 2012 is not available at the time of this document.
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Healthcare Service Market Participants in Beijing — Provider Aspect

According to the Frost & Sullivan Report, Beijing is one of the largest healthcare market
in China. Supported by a large number of middle-class residents, incoming patients from
other regions, and a well-established medical insurance scheme, Beijing has the best and
largest hospital infrastructure in China. There were a total of 84 Grade III hospitals and 147
Grade II hospitals in Beijing as of September 2013, more than any other city in China. The
following table sets forth the number of Grade III and Grade II hospitals in Beijing by district
as of September 2013:

District

Number of
Grade III and

Grade II
hospitals District

Number of
Grade III and

Grade II
hospitals District

Number of
Grade III and

Grade II
hospitals

Haidian (海淀) . . . . 36 Xicheng (西城) . . . . 34 Chaoyang (朝陽) . . . 28

Dongcheng (東城) . . 24 Fengtai (豐台) . . . . 19 Changping (昌平) . . 15

Daxing (大興). . . . . 11 Shijingshan (石景山) . 11 Tongzhou (通州) . . . 10

Shunyi (順義) . . . . . 8 Fangshan (房山) . . . 8 Miyun (密雲) . . . . . 6

Mentougou (門頭溝). 6 Pinggu (平谷). . . . . 5 Huairou (懷柔) . . . . 5

Yanqing (延慶) . . . . 5

Source: Frost & Sullivan Report

In addition, the number of hospital beds in operation are expected to grow rapidly in
Beijing. The following chart sets forth a breakdown of the increase in hospital beds in Beijing
for the periods indicated:
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Moreover, according to the Frost & Sullivan Report, many top medical experts, key
opinion leaders and medical universities are located in Beijing, providing a larger talent pool
than other regions in China. Such experts and opinion leaders play a key role in the
development of advanced medical technology, new insurance guidelines and overall
healthcare policies. As the capital city of China, some of Beijing’s regulatory efforts, such as
measures in pharmaceutical tendering or reimbursement provisions under the three
governmental insurance programs, could influence regulatory changes in other provinces
and regions.
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COMPETITION

The hospital and healthcare service industry in China is highly fragmented with

numerous market participants. According to the Frost & Sullivan Report, there were

approximately 23,170 hospitals in China in 2012, most of them are in large cities and are

public hospitals. In 2012, the top three hospital groups in terms of revenue accounted for

10.6% and 1.4% of all revenue generated by the hospitals in the United States and in China,

respectively, according to the Frost & Sullivan Report. Hospitals compete primarily with other

hospitals in their areas of operation. Other key competitive factors include healthcare service

quality, reputation, convenience and price. Public hospitals in China play a dominant role in

healthcare services, but private hospitals represent a fast growing segment in China’s

healthcare service industry.

The Group is the largest private hospital group in China as measured by the number of

beds in operation and patient visits at its in-network hospitals and clinics in 2012. The

following table sets forth the number of beds, number of patient visits, and its in-network

hospitals and clinics’ market share in the districts of Beijing where we operate hospitals in

2012.

Beijing
Our in-network hospitals and clinics located in

the respective regions

Patient
visits

(millions) Beds

Patient
visits

(millions)

% of
patient
visits Beds

% of
beds

Beijing . . . . . . . . . . . . . 135.26 92,610 3.05 2.3% 3,194 3.4%

Xicheng District of

Beijing . . . . . . . . . . . 28.05 15,075 0.61 2.2% 399 2.6%

Fangshan District of

Beijing . . . . . . . . . . . 5.25 4,808 0.79 15.0% 663 13.8%

Mentougou District of

Beijing . . . . . . . . . . . 1.97 2,466 1.65 83.8% 2,132 86.5%

Source: Frost & Sullivan Report

The following table sets forth the number of beds in operation and patients visits at

each of the top five private hospitals in Beijing in 2012.

Patient Visits
(millions) Beds

Our in-network hospitals and clinics1 . . . . . . . . . . . . . 1.40 1,062

Amcare Women’s and Children’s Specialized Health

(美中宜和婦兒醫院). . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.85 320

Global Care Women’s and Children’s Hospital

(五洲婦兒醫院) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.25 150

Beijing Sanbo Brain Hospital (三博腦科醫院) . . . . . . . . 0.17 350

Beijing United Family Hospital and Clinics

(北京和睦家醫院) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.15 120

1 Reflect the data of Jian Gong Hospital and Yan Hua Hospital Group only. Our other in-network

hospitals and clinics are public hospitals.

Source: Frost & Sullivan Report
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For more details on hospitals competing with our in-network hospitals in their

respective regions, see “Business — Competition”.

At present, competition for management rights over public hospitals among general

hospital operators is not intense primarily because this industry is still in its early stages of

development in China, according to the Frost & Sullivan Report.
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Our business operations are subject to extensive supervision and regulation by the PRC

government. This section sets out an introduction to a summary of the main laws, rules,

regulations and policies to which we are subject, which have a significant impact on the

following key aspects of our business:

• those relating to the reform of medical institutions affect our ability to implement

our current business strategy to expand our hospital network;

• those relating to the administration and classification of medical institutions,

supervision over pharmaceuticals in medical institutions, medical equipment and

treatment, medical personnel, environmental protection for medical institutions,

distribution of pharmaceuticals and medical devices, and labor protection regulate

our day-to-day operations and affect our compliance costs;

• those relating to medical malpractice have an effect on our potential liabilities

arising from day-to-day operations;

• those relating to foreign investment in China regulate the ability of our Company,

as a foreign company, to conduct business in China; and

• those relating to taxation and foreign exchange matters have an impact on our

results of operations and business.

For more details on how these regulations may affect our current and future businesses,

see “Industry Overview — Healthcare Reform in China”, “Financial Information — Factors

Affecting Our Financial Condition and Results of Operations — Healthcare Reform, Price

Control and Other Healthcare Policies in China” and “Risk Factors — Risk Factors Related to

Our Business and Industry — Changes in China’s Regulatory Regime for the Healthcare

Service Industry, Particularly Changes in Public Medical Insurance Programs or Healthcare

Reform Policies, Could Have a Material Adverse Effect on Our Business”.

LEGAL SUPERVISION OVER THE HEALTHCARE SECTOR IN CHINA

Categories of Medical Institutions in China

Medical institutions in China can be divided into three main categories: public

not-for-profit medical institutions, private not-for-profit medical institutions and private

for-profit medical institutions. These categories have different registered business nature

and apply different financial, tax, pricing and accounting standards. Public not-for-profit

medical institutions, including those invested in by the government and military, are eligible

for financial subsidies from governments, while private not-for-profit and private for-profit

medical institutions are not. Both public not-for-profit and private not-for-profit medical

institutions are required to charge healthcare service fees within a range stipulated by the

relevant governmental price control authorities, to implement financial and accounting

systems in accordance with standards promulgated by government authorities and to retain

profits for their continued development. For-profit medical institutions are permitted to

charge healthcare service fees in accordance with market practice, to implement financial

and accounting systems in accordance with market practice for business enterprises and to

distribute profits to their shareholders.
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Regulations on the Reform of Medical Institutions

Opinions on Promoting Further Reform of the Healthcare System

The Opinions on Promoting Further Reform of the Healthcare System (中共中央國務院關
於深化醫藥衛生體制改革的意見) (the “Opinions”), which were promulgated by the State

Council on March 17, 2009, advocate a range of measures to reform medical institutions in

the PRC and establish a basic healthcare system covering urban and rural residents. Measures

aimed at reforming medical institutions include the separation of: (i) government agencies

from public medical institutions, (ii) for-profit medical institutions from not-for-profit

medical institutions, (iii) sponsorship from operations of public hospitals, and (iv)

pharmaceutical dispensing from pharmaceutical prescription. The Opinions include

proposals for the establishment and improvement of corporate governance systems of public

medical institutions, and checks and balances in decision-making, execution and supervision

processes between owners and operators of public medical institutions. The Opinions also

encourage private capital to invest in medical institutions (including investments by foreign

investors), the development of private medical institutions and the reform of public medical

institutions (including those established by state-owned enterprises) through private capital

investment.

Notice on the Implementation Measures for the Reform of the Healthcare System (2009

to 2011)

The Notice on the Implementation Measures for the Reform of the Healthcare System

(2009 to 2011) (國務院關於印發醫藥衛生體制改革近期重點實施方案(2009-2011年)的通知), which

was promulgated by the State Council on March 18, 2009, sets out the following main tasks

for the reform of the healthcare system from 2009 to 2011:

• Expansion of medical insurance coverage: the healthcare reform aims to provide

universal medical insurance coverage to all urban and rural residents through the

Urban Employee Basic Medical Insurance Program, the Urban Resident Basic

Medical Insurance Program and the New Rural Cooperative Medical Program. As

part of the reform, the PRC government has set higher reimbursement rates to the

insured residents.

• Establishment of a national essential pharmaceutical system: under the Essential

Drug List (“EDL”), the PRC government will catalog a list of necessary

pharmaceuticals to be produced and distributed by the NHFPC. EDL aims to lower

the price of these medicines for consumers by streamlining the distribution channel

in the medicine supply chain and setting a ceiling price.

• Improvement of the primary healthcare service system: the PRC government plans

to accelerate the construction and renovation of the primary healthcare

infrastructure, especially on hospitals at county levels, rural third grade medicine

and health service networks and urban community health service institutions, and

transform the operating mechanism and service pattern of such institutions to

enhance the quality of primary healthcare services.

• Provision of more equitable access to basic healthcare services: the healthcare

reform aims to improve the access and quality of public health services and,

starting from 2009, provide equally to urban and rural residents basic public health

services such as disease prevention and control, maternity and child care and health

education.
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• Promotion of the pilot reform of public medical institutions: pilot programs have

been launched to reform public medical institutions to improve their services in

terms of administration, operation and supervision. The PRC government will

continue to (i) explore effective ways to specify the powers and responsibilities of

the owners and operators of medical institutions to improve their corporate

governance, (ii) establish a new supervisory mechanism to oversee quality control

and evaluation systems, and (iii) improve the information disclosure of public

medical institutions. The economic compensation mechanism will also be reformed

with the promotion of a policy to separate the prescription and dispensation of

pharmaceuticals. In addition, provincial healthcare administrative authorities are

required to steadily advance the reform of certain public hospitals into private

hospitals and promote the establishment of not-for-profit hospitals with private

investment. Private hospitals will be treated equally as public hospitals with respect

to whether they may be approved as a designated medical institution for public

medical insurance purposes, the selection of scientific research projects, the

evaluation of professional titles and the access to further education programs.

Notice on Further Encouraging and Guiding Private Capital to Invest in Medical Institutions

The Notice of the State Council on Forwarding the Opinions of the NDRC, the NHFPC and

other Departments on Further Encouraging and Guiding Private Capital to Invest in Medical

Institutions (關於進一步鼓勵和引導社會資本舉辦醫療機構意見的通知) (“Order No.58”), which was

promulgated by the General Office of the State Council on November 26, 2010, stipulates

that the PRC government encourages and supports investments by private investors in

medical institutions of various types. Private investors are permitted to apply to establish

for-profit or not-for-profit medical institutions. Private investors are also encouraged to

participate in the reform of existing public hospitals, including those established by

state-owned enterprises, by converting them into not-for-public medical institutions in order

to systematically reduce the proportion of public hospitals in the system. Private medical

institutions with experience in the provision of healthcare services and good reputation shall

be selected as participants in the restructuring of public hospitals. The restructuring of public

hospitals may be carried out through pilot reform programs in hospitals established by

state-owned enterprises. Private medical institutions are encouraged to modernize hospital

management, establish standardized corporate governance structures, step up cost control

and quality management systems, and employ professional managers to manage the

hospital. Private investors are encouraged to set up hospital management companies to

provide specialized services. Private medical institutions are encouraged to engage or

authorize domestic or overseas medical institutions with professional experience to

participate in the management of hospitals to improve their efficiencies. Medical institutions

are encouraged to develop into large, sophisticated, technology-intensive medical groups

and adopt brand-focused development strategies to build good reputation and image.

Private medical institutions are encouraged to improve their clinical research and build their

research and development teams.

Guidelines for Pilot Programs for the Reform of Public Hospitals

The Notice on the Guidelines for Pilot Programs for the Reform of Public Hospitals (關
於印發公立醫院改革試點指導意見的通知), which was jointly promulgated by the NHFPC, the

State Commission Office for Public Sector Reform, the NDRC, the Ministry of Finance of the

PRC (中華人民共和國財政部, or the “MOF”) and the Ministry of Human Resources and Social

Security of the PRC (中華人民共和國人力資源和社會保障部, or the “MOHRSS”) on February 21,
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2010, stipulates that the PRC government encourages the reform of public hospital

management, including through exploring effective methods for (i) the separation of

administrative organs from public service institutions and the separation of management

from operations, (ii) the clarification of powers and responsibilities of owners and operators

of public hospitals, and (iii) the establishment of corporate governance structures in

hospitals in order to improve the professionalism and specialization of hospital

administration. The PRC government encourages, supports and gives guidance to private

investors engaged in the development of healthcare services and the establishment of

not-for-profit hospitals.

Implementation Measures for the Promotion of the Healthcare System in Beijing from

2010 to 2011

The Implementation Measures for the Promotion of the Healthcare System in Beijing

from 2010 to 2011 (北京市2010-2011年深化醫藥衛生體制改革實施方案), which were

promulgated by the Beijing government in June 2010, indicate that the Beijing government

encourages public hospital reform, the establishment of corporate governance for hospitals,

the clarification of ownership and management rights of public hospitals and, especially in

light of the establishment and restructuring of medical institutions by private funds, private

capital investment in the development of the healthcare sector.

Regulations on the Administration and Classification of Medical Institutions

Administrative Measures on Medical Institutions and the Medical Institution Practicing

License

The Administrative Measures on Medical Institutions (醫療機構管理條例), which were

promulgated on February 26, 1994 by the State Council and came into effect on September

1, 1994, and the Implementation Measures of the Administrative Measures on Medical

Institutions (醫療機構管理條例實施細則), which were promulgated by the NHFPC on August 29,

1994 and came into effect on September 1, 1994, stipulate that the establishment of medical

institutions shall comply with the relevant regional planning requirements as well as the

basic standards of medical institutions. Any entity or individual that intends to establish a

medical institution must follow the application approval procedures and register with the

relevant healthcare administrative authorities to obtain a Medical Institution Practicing

License (醫療機構執業許可證).

Administrative Measures for the Examination of Medical Institutions (For Trial

Implementation)

The Administrative Measures for the Examination of Medical Institutions (For Trial

Implementation) (醫療機構校驗管理辦法(試行)) (the “Administrative Measures for

Examination”), which were promulgated by the NHFPC and came into effect on June 15,

2009, stipulate a medical institution’s Medical Institution Practicing License is subject to

periodic examinations and verifications by registration authorities, and will be cancelled if

such medical institution fails to pass the examination.

The Classification of Medical Institutions

The Interim Measures for the Assessment of Hospitals (醫院評審暫行辦法), the Measures

for the Assessment of Medical Institutions (醫療機構評審辦法) and the Basic Standards for

Medical Institutions (醫療機櫃基本標準(試行)), which were promulgated by the NHFPC on
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September 21, 2011, July 21, 1995 and September 2, 1994, respectively, stipulate that medical

institutions in China are graded into three levels (Grade I, II and III) and three sub-levels (A,

B, C) based on the assessment of competent authorities. The highest standard is Grade IIIA

(三級甲等). Under the relevant regulations, each hospital will be assessed once every four

years. The NHFPC and its Hospital Assessment Committee are responsible for conducting all

hospital assessments in China.

Interim Measures for the Administration of Medical Insurance Designated Medical

Institutions and the Provision of Basic Medical Insurance for Urban Employees

The Interim Measures for the Administration of Medical Insurance Designated Medical

Institutions and the Provision of Basic Medical Insurance for Urban Employees (城鎮職工基本
醫療保險定點醫療機構管理暫行辦法), which were jointly promulgated by MOHRSS, the NHFPC

and the State Administration of Traditional Chinese Medicine (國家中藥管理局) on May 11,

1999, require medical institutions that provide healthcare services to employees in urban

areas under public medical insurance policies to obtain a Qualifying Certificate as a Medical

Insurance Designated Medical Institution (定點醫療機構資格證書) from the labor and social

security regulatory authorities upon examination and approval of such authorities.

Regulations on the Supervision over Pharmaceuticals in Medical Institutions

Measures for the Supervision and Administration of Pharmaceuticals in Medical

Institutions (for Trial Implementation)

The Measures for the Supervision and Administration of Pharmaceuticals in Medical

Institutions (for Trial Implementation) (醫療機構藥品監督管理辦法(試行)), which were

promulgated by the CFDA and came into effect on October 11, 2011, stipulate that medical

institutions must purchase pharmaceuticals from enterprises qualified for the production or

distribution of pharmaceuticals and comply with certain standards in respect of the storage,

safekeeping, preparations and use of such pharmaceuticals. Pharmaceutical preparation

produced by a medical institution must only be used by and for that medical institution.

Medical institutions are prohibited from selling prescription pharmaceuticals to the public by

such means as post, online transaction and open-shelf selection.

Administrative Measures for the Control of Radioactive Pharmaceuticals

The Administrative Measures for the Control of Radioactive Pharmaceuticals (放射性藥品
管理辦法), which were promulgated by the State Council and came into effect on January 13,

1989 and revised on January 8, 2011, require medical institutions to comply with relevant

national regulations and rules concerning radioisotope health protection when using

radioactive pharmaceuticals. Any medical institution that wants to use radioactive

pharmaceuticals must obtain a License for the Use of Radioactive Pharmaceuticals from the

public security departments, the environmental protection departments and the public

health departments at provincial, regional or municipal levels, as applicable. The License for

the Use of Radioactive Pharmaceuticals is valid for five years and is of varying grades based

on the technical skill and professional level of the radiological personnel and the equipment

of the medical institution. In addition, before a medical institution holding a License for the

Use of Radioactive Pharmaceuticals commences the preparation of radioactive materials for

clinical use, it must submit an application to the health administration department at the

provincial, regional or municipal level for approval and complete filing procedures with the

NHFPC.

PRC LAWS, RULES AND REGULATIONS

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

77



Regulations on the Administration of Narcotic Pharmaceuticals and Psychotropic
Substances

The Regulations on the Administration of Narcotic Pharmaceuticals and Psychotropic
Substances (麻醉藥品和精神藥品管理條例), which were promulgated by the State Council on
August 3, 2005 and came into effect on November 1, 2005, provide that, where a medical
institution needs to use any narcotic pharmaceutical or Class I psychotropic substance, it
shall, upon approval by the competent public health department, obtain the Seal Card for
the Purchase and Use of Narcotic Pharmaceuticals and Class I Psychotropic Substances (the
“Seal Card”). If a medical institution with a Pharmaceutical Preparation Certificate for
Medical Institutions (醫療機構制劑許可證) and a Seal Card needs to dispense for clinical use
any narcotic pharmaceutical or psychotropic substance which is not available on the market,
the preparation shall be subject to approval by the competent provincial, regional or
municipal pharmaceutical regulatory department where the medical institution is located.
The pharmaceutical preparations of a narcotic pharmaceutical or psychotropic substance
dispensed by the medical institution may only be used in the institution itself and may not
be marketed.

Laws and Regulations on Medical Equipment and Treatment by Medical Institutions

Administrative Measures on the Deployment and Use of Large Medical Equipment

The Administrative Measures on the Deployment and Use of Large Medical Equipment
(大型醫用設備配置與使用管理辦法), which were jointly promulgated by the NHFPC, the NDRC
and the MOF on December 31, 2004 and came into effect on March 1, 2005, provide that
medical institutions that wish to purchase large medical equipment (referring to those
medical equipment listed in the catalog issued by the public health administrative
authorities of the State Council or those medical equipment deployed for the first time
within the provincial regions with a unit price above RMB5 million) must apply to the
competent public health administrative authorities and purchase the approved large medical
equipment upon receipt of a License for the Deployment of Large Medical Equipment.

Administrative Measures on the Radiotherapy

The Administrative Measures on the Radiotherapy (放射診療管理規定), which were
promulgated by the NHFPC on January 24, 2006 and came into effect on March 1 2006, set
out the basic statutory framework for medical institutions engaged in the clinical diagnosis
and treatment using radioisotopes and radiation-emitting devices. Depending on the specific
radiotherapy treatment, medical institutions shall apply for and obtain the License for
radiotherapy issued by the competent public health administrative authorities. During the
course of radiotherapy, medical institutions shall take protective measures in accordance
with the relevant laws and regulations.

Regulations on the Safety and Protection of Radioisotopes and Radiation-emitting
Devices

The Regulations on the Safety and Protection of Radioisotopes and Radiation-emitting
Devices (放射性同位素與射線裝置安全和防護條例), which were promulgated by the State Council
on September 14, 2005 and came into effect on December 1, 2005, stipulate that any entity
engaging in the production, sale or use of radioisotopes or radiation-emitting devices of
different categories shall obtain a corresponding license. In addition, medical institutions
using radioisotopes or radiation-emitting devices for diagnosis and treatment shall obtain a
license for diagnostic and therapeutic technique with radioactive sources and medical
radiation.
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Regulations on the Safety Management of Oxygen Chambers for Medical Usage

The Regulations on the Safety Management of Oxygen Tanks for Medical Usage (醫用氧
艙安全管理規定), which were jointly promulgated by the State Bureau of Quality and Technical

Supervision (which was subsequently reorganized into the General Administration of Quality

Supervision, Inspection and Quarantine (中華人民共和國國家質量監督檢驗檢疫總局, or the

“AQSIQ”) and the NHFPC on September 18, 1999 and came into effect on January 1, 2000,

stipulate that medical institutions with a Medical Institutions Practicing License are

permitted to use oxygen tanks for medical purposes, such as air compression chambers,

oxygen tanks and the multi-functional loading pressure cabins for hyperbaric oxygenation.

Before the purchase of an oxygen chamber, medical institutions must apply to the competent

public health administrative authority where the medical institution is located and obtain an

Approval for the Installation of Oxygen Chamber for Medical Usage from the provincial

public health administrative. Before the oxygen chamber is brought into operation, the

medical institution should register with the local AQSIQ branch where the medical institution

is located and obtain a License for the Use of an Oxygen Chamber for Medical Usage. Medical

institutions are also required to arrange annual and triennial examinations in accordance

with the relevant regulations and rules.

Law on Maternal and Infant Healthcare and Its Implementation Measures

The Law of the People’s Republic of China on Maternal and Infant Healthcare (中華人民
共和國母嬰保健法), which was promulgated by the Standing Committee of the NPC on October

27, 1994 and came into effect on June 1, 1995, and the Implementation Measures of the Law

of the People’s Republic of China on Maternal and Infant Health Care, which were

promulgated by the State Council on June 20, 2001 and came into effect on the same day,

stipulate that medical institutions engaged in (i) genetic disease diagnosis and prenatal

diagnosis, (ii) pre-marital medical examinations, or (iii) midwifery services, ligature

operations or operations for termination of gestation, shall be licensed by the public health

administrative authority of different level as stipulated to obtain the corresponding

qualification certificates.

Laws and Regulations on Medical Personnel of Medical Institutions

Law on Medical Practitioners of the People’s Republic of China

The Law on Medical Practitioners of the People’s Republic of China (中華人民共和國執業
醫師法), which was promulgated by the Standing Committee of the NPC on June 26, 1998 and

came into effect on May 1, 1999, provides that doctors in China must obtain qualification

licenses for their medical profession. Qualified doctors and qualified assistant doctors must

register with the relevant public health administrative authorities at or above the county

level. After registration, doctors may work at medical institutions in their registered location

in the types of jobs and within the scope of medical treatment, disease-prevention or

healthcare business as provided in their registration.

Regulations on Nurses

The Regulations on Nurses (護士條例), which were promulgated by the State Council on

January 31, 2008 and came into effect on May 12, 2008, provide that a nurse must obtain a

nurse’s Practicing Certificate, which is valid for five years. The number of nurses on staff at

a medical institution shall not be less than the standard number as prescribed by the

competent public health administrative authorities.
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Laws and Regulations on Medical Malpractice

Tort Liability Law of the People’s Republic of China

The Tort Liability Law of the People’s Republic of China (中華人民共和國侵權責任法),

which was promulgated by the Standing Committee of the NPC on December 26, 2009 and

came into effect on July 1, 2010, provides that, if a medical institution or its medical

personnel are at fault for damage inflicted on a patient during the course of diagnosis and

treatment, the medical institution will be liable for compensation. The damage caused to the

patient by the failure of the medical personnel to fulfill their statutory obligations in the

course of diagnosis and treatment will be paid by the medical institution. Medical

institutions and their medical personnel will protect the privacy of their patients and will be

liable for damage caused by divulging the patients’ private or medical records without

consent.

Regulations on Handling Medical Malpractice

The Regulations on Handling Medical Malpractice (醫療事故處理條例), which were

promulgated by the State Council on April 4, 2002 and came into effect on September 1,

2002, provide a legal framework and detailed provisions regarding the prevention,

identification, disposition, compensation and penalties of or relating to cases involving

personal injury to patients caused by medical institutions or medical personnel due to

malpractice.

Regulations on Environmental Protection related to Medical Institutions

Administrative Measures on Urban Drainage License

The Administrative Measures on Licensing of Urban Drainage (城市排水許可管理辦法),

which were promulgated by the Ministry of Construction (which was subsequently

reorganized to the Ministry of Housing and Urban-rural Development) on December 25, 2006

and came into effect on March 1, 2007, provide that enterprises discharging sewage into the

urban drainage network and its ancillary facilities must apply for and obtain a License for

Urban Drainage.

Regulations on the Management of Medical Waste and its implementation measures

The Regulations on the Management of Medical Waste (醫療廢物管理條例), which were

promulgated by the State Council on June 16, 2003 and came into effect on the same day,

and the Implementation Measures of the Management of Medical Waste (醫療衛生機構醫療廢
物管理辦法), which were promulgated by the NHFPC on October 15, 2003 and came into effect

on the same day, stipulate that medical institutions must timely deliver medical waste to a

specially designated location for centralized disposal of medical waste and categorize the

medical waste in accordance with the Classified Catalog of Medical Waste. High-risk waste

such as the culture medium or specimens of pathogens and the preserving liquid of bacteria

strains or virus strains must be sterilized on the spot before disposal. Sewage generated by

any medical institution and excretion of its patients or patients suspected of infectious

diseases must be sterilized in accordance with the relevant laws, rules and regulations, and

must not be discharged into sewage until the relevant standards are met.
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Laws and Regulations on Pharmaceutical Distribution

Pharmaceutical Administration Law of the People’s Republic of China and its

Implementation Regulations

The Pharmaceutical Administration Law of the People’s Republic of China (中華人民共和
國藥品管理法) (the “Pharmaceutical Administration Law”), which was promulgated by the

Standing Committee of the NPC on September 20, 1984, revised on February 28, 2001 and

came into effect on December 1, 2001, sets forth the regulatory framework governing

pharmaceutical manufacturers, pharmaceutical distributors, pharmacies in medical

institutions, and the packaging, pricing advertising and the inspection of pharmaceuticals.

The Pharmaceutical Administration Law also provides specific regulations on the relevant

licenses and approvals required for pharmaceutical manufacturing and related operating

activities.

The Regulations for the Implementation of the Pharmaceutical Administration Law of

the People’s Republic of China (中華人民共和國藥品管理法實施條例) (the “Regulations for the

Implementation of the Pharmaceutical Administration Law”), which were promulgated by

the State Council on August 4, 2002 and came into effect on September 15, 2002, provide

detailed implementing measures of the Pharmaceutical Administration Law.

Pursuant to the Pharmaceutical Administration Law and the Regulations for the

Implementation of the Pharmaceutical Administration Law, the establishment of enterprises

engaged in the pharmaceutical wholesale or retail business requires the approval of the

relevant pharmaceutical regulatory departments, and such enterprises are required to obtain

a Pharmaceutical Distribution Certificate (藥品經營許可證). The term of validity of a

Pharmaceutical Distribution Certificate is five years. Pharmaceutical distributors must keep

authentic and complete records of the procurement and sales of pharmaceuticals. Medical

institutions are subject to the examination and permission of the competent public health

authorities in the dispensing of pharmaceutical preparations and must obtain the

Pharmaceutical Preparation Certificate for Medical Institutions (醫療機構制劑許可證) issued by

the relevant pharmaceutical regulatory authorities. The term of validity of the

Pharmaceutical Preparation Certificate for Medical Institutions is five years. The

pharmaceutical preparations shall not be marketed in any form, and the advertisement of

such pharmaceutical preparations shall not be released.

Administrative Measures on Pharmaceutical Distribution Certificates

The Administrative Measures on Pharmaceutical Distribution Certificates (藥品經營許可證
管理辦法), which were promulgated on February 4, 2004 and came into effect on April 1, 2004

by the CFDA, set out the application requirements and procedures, the changes and renewal

of and the supervision and inspection over Pharmaceutical Distribution Certificates. The

CFDA and its local branches are responsible for the approval and issuance of the

Pharmaceutical Distribution Certificates and the supervision over both Pharmaceutical

Distribution Certificates and pharmaceutical distribution enterprises.
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Guidelines on Good Supply Practices for Pharmaceutical Products and the

Administrative Measures for Certification thereof

The Guidelines on Good Supply Practices for Pharmaceutical Products (藥品經營質量管理
規範), which were promulgated by the NHFPC on January 22, 2013 and came into effect on

June 1, 2013, and the Administrative Measures for the Certification of the Good Supply

Practice for Pharmaceutical Products (藥品經營質量管理規範認證管理辦法), which were

promulgated by the CFDA on April 24, 2003, provide that each retail or wholesale operator

of pharmaceutical products must conduct business in accordance with the Good Supply

Practices for Pharmaceutical Products, which comprise a set of quality guidelines for

operations related to pharmaceutical products, and obtain the Good Supply Practices for

Pharmaceutical Products Certificate (the “GSP Certificate”) which is valid for five years and

may be extended three months prior to its expiration upon a re-examination by the relevant

authority.

Administrative Measures on the Supervision of the Distribution of Pharmaceutical

Products

The Administrative Measures on the Supervision of the Distribution of Pharmaceutical

Products (藥品流通監督管理辦法), which were promulgated by the CFDA on January 31, 2007

and came into effect on May 1, 2007, govern the procurement and sales of pharmaceutical

products by pharmaceutical manufacturers and distribution enterprises as well as the

procurement and storage of pharmaceutical products by medical institutions.

Regulations on Prescription Pharmaceuticals and Non-prescription Pharmaceuticals

The Measures for the Classification and Administration of Prescription Pharmaceuticals

and Non-prescription Pharmaceuticals (For Trial Implementation) (處方藥與非處方藥分類管理辦
法(試行)), which were promulgated by the CFDA on June 18, 1999 and came into effect on

January 1, 2000, set forth the basic system for the classification and administration of

prescription pharmaceuticals and non-prescription pharmaceuticals. Enterprises engaging in

the wholesale distribution of prescription and non-prescription pharmaceuticals should

obtain a Pharmaceutical Distribution Certificate.

The Interim Measures on the Distribution of Prescription Pharmaceuticals and Non-

prescription Pharmaceuticals (處方藥與非處方藥流通管理暫行規定), which were promulgated by

the CFDA on December 28, 1999 and came into effect on January 1, 2000, set forth further

rules for the administration of the distribution of prescription and non-prescription

pharmaceuticals.

Regulations on Centralized Pharmaceutical Procurement by Medical Institutions

The Opinions on Further Regulating Centralized Pharmaceutical Procurement by

Medical Institutions (進一步規範醫療機構藥品集中採購工作的意見) and the Interpretations of

Issues Related to the Opinions on Further Regulating Centralized Pharmaceutical

Procurement by Medical Institutions (關於進一步規範醫療機構藥品集中採購工作的意見有關問題的
說明), which were jointly promulgated by the NHFPC and other six departments on January

17, 2009 and June 19, 2009, respectively, as well as the Standards of Centralized

Pharmaceutical Procurement Work for Medical Institutions (醫療機構藥品集中採購工作規範)

jointly promulgated by the NHFPC and other six departments on July 7, 2010, stipulate that

the general framework and detailed operational procedures with respect to the centralized
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pharmaceutical procurement mechanism under which not-for-profit medical institutions

established by governments or state-owned enterprises are required to procure

pharmaceuticals through the not-for-profit centralized pharmaceutical procurement

platform organized by the competent governmental authorities. Medical institutions of

other forms, such as for-profit medical institutions, are also encouraged to participate in the

centralized pharmaceutical procurement system. All pharmaceuticals used by medical

institutions are required to be listed in the catalog of centralized pharmaceutical

procurement with the exception of (i) narcotic pharmaceuticals and Class I psychotropic

pharmaceuticals, (ii) certain pharmaceuticals under the state’s special control such as Class II

psychotropic pharmaceuticals, toxic pharmaceuticals for medical uses and radioactive

pharmaceuticals, and (iii) Chinese herbs and ready-for-use Chinese herbs. The price

generated by the centralized procurement activities of provinces, autonomous regions and

municipalities directly under the central government shall be the supply price for

pharmaceutical products supplied by pharmaceutical enterprises to all the medical

institutions under the centralized pharmaceutical procurement mechanism and medical

institutions shall apply the retail price of the pharmaceuticals as determined by the

competent pricing control authority. Pharmaceutical manufacturers shall directly participate

in the bidding activities during centralized pharmaceutical procurement. Delivery expenses

for the bid-winning pharmaceuticals must also be included in the bid price. Bid-winning

manufacturers are responsible for product delivery. They may choose to deliver the products

either by themselves or through other qualified medical enterprises. If the commissioned

enterprise fails to fulfill the delivery task and another medical enterprise needs to be

commissioned, the bid-winning manufacturer shall lodge an application for review and

approval by the competent provincial department of the medical procurement leading

group, but the procurement prices of the bid-winning pharmaceuticals may not be increased

under such circumstances.

Pursuant to the Opinions on Further Regulating the Price of Pharmaceuticals and

Healthcare Services (關於進一步整頓藥品和醫療服務市場價格秩序的意見), which were jointly

promulgated by the NDRC and other departments on May 19, 2006, the profit margin of the

pharmaceuticals subject to government pricing sold by medical institutions shall not exceed

15% of the actual procurement cost of such pharmaceuticals, and the profit margin of

ready-for-use Chinese herbs shall not exceed 25%.

Regulations on Medical Devices

Regulations on the Supervision and Administration of Medical Devices

The Regulations on the Supervision and Administration of Medical Devices (醫療器械監
督管理條例) (the “Regulations on Medical Devices”), which were promulgated by the State

Council on January 4, 2000 and came into effect on April 1, 2000, regulate the management

of medical device manufactures and the supervision, distribution and use of medical devices

as well as relevant legal obligations. Pursuant to the Regulations on Medical Devices, the

government shall implement a product registration system for medical devices production.

Enterprises to be established for marketing Class I medical devices shall file a record with the

competent pharmaceutical regulatory department. Enterprises to be established for

marketing Class II and/or Class III medical devices shall be examined and approved by the

competent pharmaceutical regulatory department and obtain a Medical Device Marketing

Enterprise License. The term of validity of a Medical Device Marketing Enterprise License is

five years.
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Measures on the Administration of the Medical Device Marketing Enterprise License

The Measures on the Administration of the Medical Device Marketing Enterprise License

(醫療器械經營企業許可證管理辦法), which was promulgated by the CFDA on August 9, 2004 and

came into effect on the same day, stipulate the specific regulations over the application

requirements and procedures, change and renewal of the Medical Device Marketing

Enterprise License and relevant supervision, examination and legal responsibilities. The CFAD

and its local branches is responsible for the approval and issuance of the Medical Device

Marketing Enterprise License and the supervision over these license holders.

Regulations on the Supervision Over the Procurement of Medical Consumables

Rules on Collective Procurement of High Value Medical Consumables

The Standardized Rules on the Collective Procurement of High Value Medical

Consumables (For Trial Implementation) (高值醫用耗材集中採購工作規範(試行)), which were

jointly promulgated by the MOH, the State Council Office for Correcting Illegitimate

Industrial Practices (國務院糾正行業不正之風辦公室), the NDRC, the Ministry of Supervision of

the PRC (中華人民共和國監察部), SAIC and the CFDA on December 17, 2012, state that high

value medical consumables, such as orthopedic implants and pacemakers, may only be

purchased by means of collective procurement by qualified not-for-profit medical

institutions run by the government at the county-level or above or by state-owned

enterprises. Such medical institutions must not purchase high value medical consumables

outside the scope of medical consumables listed for collective procurement without the prior

approval of relevant authorities.

Administrative Measures on Pricing of Medical Consumables

In accordance with the Administrative Measures for the Collective Procurement and

Pricing of Medical Consumables in Beijing (For Trial Implementation) (北京市醫用耗材集中招標
採購價格管理辦法(試行)), which was promulgated by the Beijing Price Bureau on November 6,

2002 and become effective on November 10, 2002, and the Notice on the Standardization

and Cancellation of Fees for Certain Medical Consumables (關於規範和取消部分醫療服務項目收
費的通知), which was promulgated by the Beijing Municipal Commission of Development and

Reform and the Beijing Municipal Health Bureau on January 25, 2007 and become effective

on March 1, 2007, the mark-up on the retail price of medical consumables must not exceed

10% for items priced RMB500 or less, or 5% for items priced over RMB500.

LEGAL SUPERVISION OVER FOREIGN INVESTMENT IN CHINA

Wholly Foreign-Owned Enterprise Law of the People’s Republic of China and its

implementation measures

The Wholly Foreign-Owned Enterprise Law of the People’s Republic of China (中華人民
共和國外資企業法), which was promulgated by the Standing Committee of the NPC on October

31, 2000 and came into effect on the same day, and the Implementation Measures for the

Wholly Foreign-Owned Enterprise Law (中華人民共和國外資企業法實施細則), which were

promulgated by the State Council on April 12, 2001 and came into effect on the same day,

stipulate that foreign enterprises and other economic organizations or individuals may

establish wholly foreign-owned enterprises (“WFOEs”) in China. The application for the

establishment of a WFOE is subject to the examination and approval by the competent

commercial departments before an Approval Certificate is issued.
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Interim Provisions on Investment Made by Foreign-Invested Enterprises in China

The Interim Provisions on Investment Made by Foreign-Invested Enterprises in China (關
於外商投資企業境內投資的暫行規定), which were jointly promulgated by MOFCOM and the

State Administration of Industry and Commerce on July 25, 2000, stipulate that the

provisions of the Interim Provisions Guiding Foreign Investment Direction and the Industry

Catalog for Guiding Foreign Investment will govern foreign-invested enterprises’ investment

in China. Foreign-invested enterprises are not permitted to invest in any sector prohibited to

foreign investment. Where a foreign-invested enterprise makes investment in a restricted

sector, the foreign-invested enterprise must file an application with the provincial

commercial department of the place where the investee company is located. The relevant

company registration authority will, in accordance with the relevant provisions of the

Company Law and the Regulations on the Administration of Company Registration of the

People’s Republic China (中華人民共和國公司登記管理條例), decide whether to approve the

registration or not. If the registration is approved, a Business License of an Enterprise Legal

Person will be issued with the designation “Invested by a Foreign-Invested Enterprise”

added. The foreign-invested enterprise is required to report the establishment of the

investee company within 30 days of the date of its establishment to the original examination

and approval authority for record-filing.

Notice on Further Encouraging and Guiding Private Capital to Invest in Medical Institutions

Pursuant to Order No. 58 (關於進一步鼓勵和引導社會資本舉辦醫療機構意見的通知), foreign

investors are permitted to set up for-profit or not-for-profit medical institutions in China as

foreign-invested projects. Overseas medical institutions, enterprises and other economic

organizations are permitted to establish medical facilities together with domestic medical

institutions, enterprises or other economic organizations in the form of equity or

cooperative joint ventures, and the restrictions on equity proportion for foreign capital will

be gradually removed. A pilot program will be introduced and gradually expanded to permit

eligible foreign investors to set-up wholly foreign owned medical institutions.

The Industry Catalog for Guiding Foreign Investment and Interim Provisions Guiding Foreign

Investment Direction

The current Industry Catalog for Guiding Foreign Investment (外商投資產業指導目錄) (the

“Foreign Investment Catalog was jointly promulgated by the NDRC and MOFCOM on

December 24, 2011 and came into effect on January 30, 2012, and the Interim Provisions

Guiding Foreign Investment Direction (指導外商投資方向規定), which were promulgated by

the State Council on February 11, 2002 and came into effect on April 1, 2002, classify all

foreign investment projects into four categories: (1) encouraged projects, (2) permitted

projects, (3) restricted projects, and (4) prohibited projects. If the industry in which the

investment is to occur falls into the encouraged category, foreign investment, in certain

cases, may enjoy preferential policies or benefits. If restricted, foreign investment may be

conducted in accordance with applicable legal and regulatory restrictions. If prohibited,

foreign investment of any kind is not allowed. Medical institutions and pharmaceutical

wholesale industries were moved from the restricted industry category into permitted

industry category with the promulgation of the Foreign Investment Catalog (2011).
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LEGAL SUPERVISION OVER THE LABOR PROTECTION IN CHINA

Labor Law of the People’s Republic of China

The Labor Law (中華人民共和國勞動法), which was promulgated by the Standing
Committee of the NPC on July 5, 1994, came into effect on January 1, 1995, and was amended
on August 27, 2009, provides that an employer shall develop and improve its rules and
regulations to safeguard the rights of its workers. An employer shall develop and improve its
labor safety and health system, stringently implement national protocols and standards on
labor safety and health, conduct labor safety and health education for workers, guard
against labor accidents and reduce occupational hazards. Labor safety and health facilities
must comply with relevant national standards. An employer must provide workers with the
necessary labor protection equipment that complies with labor safety and health conditions
stipulated under national regulations, as well as provide regular health checks for workers
that are engaged in operations with occupational hazards. Workers engaged in special
operations shall have received specialized training and obtained the pertinent qualifications.
An employer must develop a vocational training system. Vocational training funds must be
set aside and used in accordance with national regulations and vocational training for
workers must be carried out systematically based on the actual conditions of the company.

Labor Contract Law of the People’s Republic of China and its implementation regulations

The Labor Contract Law (中華人民共和國勞動合同法), which was promulgated by the
Standing Committee of the NPC on June 29, 2007, came into effect on January 1, 2008, and
was amended on December 28, 2012, and the Implementation Regulations on Labor Contract
Law (勞動合同法實施條例) which were promulgated on September 18, 2008 and came into
effect on the same day, regulate employer and the employee relations and contain specific
provisions involving the terms of the labor contract. Labor contracts must be made in writing
and may, after reaching agreement upon due negotiations, be for a fixed-term, an un-fixed
term, or conclude upon the completion of certain work assignments. An employer may
legally terminate a labor contract and dismiss its employees after reaching an agreement
upon due negotiations with the employee or by fulfilling the statutory conditions.

Laws and Regulations on the Supervision over the Social Security and Housing Funds

According to the Temporary Regulations on the Collection and Payment of Social
Insurance Premium (社會保險費徵繳暫行條例), the Regulations on Work Injury Insurance (工傷
保險條例), the Regulations on Unemployment Insurance (失業保險條例) and the Trial Measures
on Employee Maternity Insurance of Enterprises (企業職工生育保險試行辦法), enterprises in
China must provide benefit plans for their employees, which include basic pension insurance,
unemployment insurance, maternity insurance, work injury insurance and medical insurance.
An enterprise must provide social insurance by processing social insurance registration with
local social insurance agencies, and must pay or withhold relevant social insurance premiums
for or on behalf of employees. The Law on Social Insurance (中華人民共和國社會保險法), which
was promulgated on October 28, 2010 and came into effect on July 1, 2011, regulate basic
pension insurance, unemployment insurance, maternity insurance, work injury insurance and
medical insurance, and has elaborated in detail the legal obligations and liabilities of
employers who do not comply with relevant laws and regulations on social insurance.

The Regulations on the Administration of Housing Provident Fund (住房公積金管理條例),
which were promulgated and came into effective on April 3, 1999, and were amended on
March 24, 2002, stipulate that housing provident fund contributions paid by an individual
employee and housing provident fund contributions paid by his or her employer all belong
to the individual employee.
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LEGAL SUPERVISION OVER TAXATION IN CHINA

Enterprise Income Tax

According to the Enterprise Income Tax Law (中華人民共和國企業所得稅法) (the “EIT

Law”), which was promulgated by the NPC on March 16, 2007 and came into effect on

January 1, 2008, and the Implementation Regulations on the EIT Law (企業所得稅法實施條例),

which were promulgated by the State Council on December 6, 2007 and came into effect on

January 1, 2008, a uniform income tax rate of 25% will be applied to domestic enterprises,

foreign-invested enterprises and foreign enterprises that have established production and

operation facilities in China. These enterprises are classified as either resident enterprises or

non-resident enterprises.

Resident enterprises refer to enterprises that are established in accordance with PRC

laws, or that are established in accordance with the laws of foreign countries but whose

actual or de facto control is administered from within the PRC. Non-resident enterprises refer

to enterprises that are set up in accordance with the laws of foreign countries and whose

actual administration is conducted outside the PRC, but who (whether or not through the

establishment of institutions in the PRC) derive income from the PRC. Under the EIT Law and

relevant implementing regulations, a uniform corporate income tax rate of 25% is

applicable. However, if non-resident enterprises have not established institutions in the PRC,

or if they have established institutions in the PRC but there is no actual relationship between

the relevant income derived in the PRC and the institutions set up by them, enterprise

income tax is set at the rate of 10%.

Withholding Tax and International Tax Treaties

According to the Treaty on the Avoidance of Double Taxation and Tax Evasion between

Mainland and Hong Kong (內地和香港特別行政區關於對所得避免雙重徵稅和防止偷漏稅的安排)

(the “Tax Treaty”), if the non-PRC parent company of a PRC enterprise is a Hong Kong

resident which beneficially owns a 25% or more interest in the PRC enterprise, the 10%

withholding tax rate applicable under the EIT Law may be lowered to 5% for dividends and

7% for interest payments once approvals have been obtained from the relevant tax

authorities. The determination of beneficial ownership is clarified under the Notice on

Understanding and Determining Beneficial Owners (國家稅務總局關於如何理解和認定稅收協定
中「受益所有人」的通知) issued by the SAT on October 27, 2009, which expressly excludes from

the definition of a beneficial owner any company not engaged in actual operations such as

manufacturing, sales or management but that is established for the purpose of avoiding or

reducing tax obligations or transferring or accumulating profits.

Pursuant to the Notice on the Several Issues of the Implementation of Tax Treaty (國家
稅務總局關於執行稅收協定股息條款有關問題的通知), which was promulgated by the SAT and

came into effect on February 20, 2009, the non-resident taxpayer or the withholding agent

is required to obtain and keep sufficient documentary evidence proving that the recipient of

the dividends meets the relevant requirements for enjoying a lower withholding tax rate

under a tax treaty if the main purpose of an offshore transaction or arrangement is to obtain

a preferential tax treatment.
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Pursuant to the Trial Administrative Measures on Non-residents to Enjoy the Treatment

Under Tax Treaties (非居民享受稅收協議待遇管理辦法(試行)的通知), which were promulgated by

the SAT on August 24, 2009 and came into effect on October 1, 2009, and the Supplemental

Notice on Several Issues of the Trail Administrative Measures on Non-residents to Enjoy the

Treatment Under Tax Treaties (關於「非居民享受稅收協定待遇管理辦法(試行)」有關問題的補充通
知), which was promulgated by on June 21, 2010, a non-resident enterprise subject to

taxation is required to obtain approval from the relevant tax administration department

before it may enjoy a tax reduction or exemption under the dividend provision of a tax

treaty.

Business Tax

The Temporary Regulations on Business Tax (營業稅暫行條例), which were promulgated

by the State Council on December 13, 1993, became effective on January 1, 1994, and

amended on November 10, 2008 and came into effect on January 1, 2009, provide that

entities and individuals must pay business tax if they are engaged in the provision of services

with respect to the industries of transportation, construction, finance and insurance, post

and telecommunication, culture and sports, entertainments and service prescribed in

Temporary Regulations on Business Tax, or transfer of intangible assets or sale of real estate

within China’s territory. Healthcare services provided by hospitals, clinics and other medical

institutions are exempt from business tax.

Value-added Tax

The Temporary Regulations on Value-added Tax (增值稅暫行條例), which were

promulgated by the State Council on December 13, 1993, came into effect on

January 1, 1994, and amended on November 10, 2008, and the Detailed Implementing Rules

of the Temporary Regulations on Value-added Tax (增值稅暫行條例實施細則), which were

promulgated by the MOF and became effective on December 25, 1993, and were amended

on December 15, 2008 and October 28, 2011, set out that all taxpayers selling goods or

providing processing, repairing or replacement services and importing goods in China shall

pay a value-added tax. A tax rate of 17% shall be levied on general taxpayers selling or

importing various goods and on taxpayers providing processing, repairing or replacement

service; the applicable rate for the export of goods by taxpayers shall be nil, unless otherwise

stipulated.

Furthermore, according to the Trial Scheme for the Conversion of Business Tax to

Value-added Tax (營業稅改徵增值稅試點方案), which were promulgated by the MOF and the

SAT, the government launched gradual taxation reforms starting from January 1, 2012,

whereby it collected value-added tax in lieu of business tax on a trial basis in regions and

industries showing strong economic performance, such as transportation and certain modern

service industries.

LEGAL SUPERVISION OVER FOREIGN EXCHANGE IN CHINA

The Regulations on the Control of Foreign Exchange (外匯管理條例), which were

promulgated by the State Council on January 29, 1996, came into effect on April 1, 1996, and

amended on January 14, 1997 and August 5, 2008, set out that foreign exchange receipts of

domestic institutions or individuals may be transferred to China or deposited abroad and that

SAFE shall specify the conditions for transfer to China or overseas and other requirements in

accordance with the international receipts, payments status and requirements of foreign
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exchange control. Foreign exchange receipts for current account transactions may be retained

or sold to financial institutions engaged in the settlement or sale of foreign exchange.

Domestic institutions or individuals that make direct investments abroad or are engaged in the

distribution or sale of valuable securities or derivative products overseas should register

according to SAFE regulations. Such institutions or individuals subject to prior approval or

record-filing with other competent authorities shall complete the required approval or

record-filing prior to foreign exchange registration. The exchange rate for RMB follows a

managed floating exchange rate system based on market demand and supply.

The Regulations on the Administration of the Settlement, Sale and Payment of Foreign

Exchange (結匯、售匯及付匯管理規定), which were promulgated by the PBOC on June 20, 1996

and came into effect on July 1, 1996, provide that foreign exchange receipts under the

current account of foreign-invested enterprises may be retained to the fullest extent

specified by the foreign exchange bureau. Any portion in excess of such amount shall be sold

to a designated foreign exchange bank or through a foreign exchange swap center.
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OUR HISTORY

History of Beijing Phoenix

The history of our Group could be traced back to the incorporation of our primary

operating subsidiary, Beijing Phoenix. In November 2007, Ms. Xu Jie, our founder and a

Controlling Shareholder, and Ms. Xu Xiaojie, a Controlling Shareholder, established Beijing

Phoenix through two companies, Beijing Wantong and Beijing Weike. Beijing Phoenix was

established as a joint-stock company with an initial registered capital of RMB45.0 million, of

which Beijing Wantong and Beijing Weike contributed RMB31.8 million and RMB13.2 million

in cash on November 1, 2007, respectively.

Ms. Xu Jie, our founder, started her career as an orthopaedist at Jilin Central Hospital

(吉林市中心醫院) between 1985 and 1988. Having gained some experience in operations of a

hospital, Ms. Xu acquired Traumatic Hospital of Jilin (吉林市創傷醫院), a not-for-profit Grade

II general hospital in Jilin, in 1988, using her own savings and family savings, and served as

the legal representative and administrator of the Traumatic Hospital of Jilin from 1988 to

1995. Thereafter, she made investments in several hospitals, including Dalian New Century

Hospital (大連新世紀醫院) and Wuxi New District Hospital (無錫新區醫院). Between 2005 to

2006, Ms. Xu disposed of some of her hospital investments, including the aforementioned

two hospitals, and has not been a director, senior management or consultant of any of such

hospitals since then. Ms. Xu contributed the initial registered capital of Beijing Phoenix in

the amount of RMB45.0 million in November 2007, using her own financial resources. For

more information about Ms. Xu Jie, see “Directors and Senior Management — Directors —

Executive Directors”.

In December 2007, in order to fund the expansion of our business, Beijing Wantong

subscribed for shares in Beijing Phoenix at a price of RMB1.0 per share, increasing Beijing

Phoenix’s registered capital from RMB45.0 million to RMB72.0 million. The increased

registered capital was contributed in full on December 4, 2007 and Beijing SAIC issued the

updated business license to Beijing Phoenix reflecting the increased registered capital on the

same date. In January 2008, in order to fund the further expansion of our business, a total

of 78 individuals subscribed for shares in Beijing Phoenix at a price of RMB1.5 per share,

increasing Beijing Phoenix’s registered capital from RMB72.0 million to RMB99.6 million. On

January 7, 2008, Beijing SAIC issued the updated business license to Beijing Phoenix

reflecting the capital increase and full contribution of the increased registered capital, and

completed the registration of the new shareholding structure of Beijing Phoenix.

Immediately after such capital increases, 59.04% of the equity interest of Beijing Phoenix

were held by Beijing Wantong, 13.25% by Beijing Weike and 27.71% by a total of 78

individual shareholders, most of whom were employees of Beijing Phoenix and Yan Hua

Hospital at that time, including our CEO, Mr. Liang Hongze and CFO, Mr. Jiang Tianfan. In

January 2010, certain individual shareholders transferred their shares in Beijing Phoenix to

Beijing Wantong in various transactions based on arm’s length negotiations. All of these

share transfers were registered with Beijing SAIC and the considerations were paid in full by

the relevant parties in due course. As a result, as of January 15, 2010, Beijing Wantong held

78.26%, Beijing Weike held 3.87% and 15 individual shareholders held 17.87% of the equity

interest of Beijing Phoenix.

In January 2010, Beijing Wantong transferred a total of 23 million shares of Beijing

Phoenix to four Independent Third Parties at a price of RMB3 per share, consisting of 1.2

million shares to Shenzhen Tiantu for a consideration of RMB3.6 million, 12.7 million shares

to Tiantu Xingrui for a consideration of RMB38.1 million, 4.8 million shares to Wuhan
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Hengjiantong for a consideration of RMB14.4 million and 4.3 million shares to Beijing Dayao

for a consideration of RMB12.9 million. Shenzhen Tiantu and Tiantu Xingrui are two private

equity funds managed by Tiantu Partners. Tiantu Partners is a private equity fund manager

and an Independent Third Party of our Group. Wuhan Hengjiantong is a limited liability

company incorporated in the PRC and is an Independent Third Party. Beijing Dayao is a

limited liability company incorporated in the PRC by an individual shareholder and is an

Independent Third Party. The considerations of the share transfers were determined by the

relevant parties based on arm’s length negotiations and were paid in full by Shenzhen

Tiantu, Tiantu Xingrui, Wuhan Hengjiantong and Beijing Dayao as of February 26, 2010. On

January 22, 2010, Beijing SAIC completed the registration of these share transfers and the

new shareholding structure of Beijing Phoenix. Immediately after the completion of these

share transfers, Beijing Wantong held 55.17%, Beijing Weike held 3.87%, four Independent

Third Party investors held 23.09% and 15 individual shareholders held 17.87% of the equity

interest of Beijing Phoenix.

In May 2010, in order to fund our expansion and repay certain debts, the registered

capital of Beijing Phoenix was increased from RMB99.6 million to RMB130.6 million through

the issuance of a total of 31.0 million new shares at a price of RMB4.0 per share to Shenzhen

Tiantu, Tiantu Xingrui, Wuhan Hengjiantong, Tianjin Tiantu and Shenzhen Tiantu

Investment. Tianjin Tiantu and Shenzhen Tiantu Investment are also private equity funds

managed by Tiantu Partners. The issue price was determined by the relevant parties based on

arm’s length negotiations and was paid in full by Shenzhen Tiantu, Tiantu Xingrui, Wuhan

Hengjiantong, Tianjin Tiantu and Shenzhen Tiantu Investment as of May 6, 2010. On May 12,

2010, Beijing SAIC issued the updated business license to Beijing Phoenix reflecting the

capital increase and the full contribution of the increased registered capital, and completed

the registration of the new shareholding structure of Beijing Phoenix. Immediately after the

completion of the capital increase, Beijing Wantong held 42.08%, Beijing Weike held 2.95%,

Tiantu Funds (consisting of Shenzhen Tiantu, Tiantu Xingrui, Tianjin Tiantu and Shenzhen

Tiantu Investment) held 27.94%, Wuhan Hengjiantong held 10.11%, Beijing Dayao held

3.29% and 15 individual shareholders held 13.63% of the equity interest of Beijing Phoenix.

In May 2011, to fund our further expansion and increase our working capital, Beijing

Phoenix issued a total of 10 million new shares to Beijing Zhongjin and Beijing Rongzhi, two

Independent Third Parties, for a total consideration of RMB60.0 million, or RMB6.0 per share,

and increased its registered capital from RMB130.6 million to RMB140.6 million. The issuance

price was determined by the relevant parties based on arm’s length negotiations and was

paid in full by Beijing Zhongjin and Beijing Rongzhi as of May 12, 2011. On the same date,

Beijing SAIC issued the updated business license to Beijing Phoenix reflecting the capital

increase and the full contribution of the increased registered capital, and completed the

registration of the new shareholding structure of Beijing Phoenix. Immediately after the

capital increase, Beijing Zhongjin held 4.98%, Beijing Rongzhi held 2.49%, Beijing Wantong

held 39.66%, Beijing Weike held 1.99%, Tiantu Funds (consisting of Shenzhen Tiantu, Tiantu

Xingrui, Tianjin Tiantu and Shenzhen Tiantu Investment) held 25.95%, Beijing Tianjian held

9.39%, Beijing Dayao held 3.06% and 16 individual shareholders held 12.48% of the equity

interest of Beijing Phoenix.

In December 2011, to obtain funding for a potential hospital IOT agreement in Beijing,

Beijing Phoenix issued a total of 25.0 million new shares to four Independent Third Parties

for a total consideration of RMB200.0 million, or RMB8.0 per share, thereby increasing

Beijing Phoenix’s registered capital from RMB140.6 million to RMB165.6 million. The issuance

price was determined based on arm’s length negotiations and was paid in full by the four

Independent Third Parties as of December 7, 2011. This capital increase was duly registered
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with Beijing SAIC on December 8, 2011. In March 2012, Beijing Phoenix decided not to pursue

this particular hospital IOT arrangement, and repurchased all the 25.0 million shares held by

these four Independent Third Parties at the original issuance price. Beijing Phoenix paid the

consideration for the share repurchase in full on March 5, 2012. According to the updated

business license issued by Beijing SAIC to Beijing Phoenix on March 22, 2012, Beijing

Phoenix’s registered capital was decreased to RMB140.6 million.

Between May 2011 to March 2013, the shareholders of Beijing Phoenix conducted a

series of equity transfers among themselves in respect of their respective equity interest in

Beijing Phoenix. In particular, between January to March 2013, Beijing Zhongjin, Beijing

Rongzhi and two individual shareholders of Beijing Phoenix (collectively, the “Exiting

Shareholders”) desired to exit from Beijing Phoenix. Beijing Nuopu, an Independent Third

Party, desired to acquire the shares of Beijing Phoenix from the Exiting Shareholders, but did

not have sufficient funding resources for the acquisition. In order to consolidate

shareholding and facilitate the Reorganization, in January and March 2013, Beijing Phoenix’s

board of directors and shareholders passed resolutions to advance loans in an aggregate

amount of RMB92.0 million to Beijing Wantong, which in turn on-lent the loans to Beijing

Nuopu for its proposed acquisition. On March 8, 2013, Beijing SAIC issued updated business

license to Beijing Phoenix and completed the registration of the new shareholding structure

of Beijing Phoenix. Immediately after the share transfers, Beijing Nuopu held 8.75%, Beijing

Wantong held 40.58%, Tiantu Funds held 25.95%, Beijing Tianjian held 9.39%, Beijing Dayao

held 3.06% and 16 individual shareholders in aggregate held 12.27% of the equity interest

of Beijing Phoenix. On September 3, 2013, Beijing Wantong repaid the loans in the full

amount of RMB92.0 million to Beijing Phoenix.

On April 1, 2013, the Tiantu Funds transferred their respective equity interest in Beijing

Phoenix to Ms. Liu Xing (劉星), the spouse of Mr. Zhu Zhiwei, for a consideration of RMB129.6

million, or RMB3.55 per share. The consideration for the equity transfers was paid in full by

Ms. Liu Xing on June 21, 2013. On April 1, 2013, Beijing SAIC completed the registration of

the new shareholding structure of Beijing Phoenix. Immediately after these transfers, Beijing

Wantong held 40.58%, Beijing Dayao held 3.06%, Beijing Tianjian held 9.39%, Beijing Nuopu

held 8.75%, Ms. Liu Xing held 25.95% and 16 other individual shareholders (certain

individual shareholders who held equity interest in Beijing Phoenix as of May 2011

subsequently transferred their respective equity interest to other individuals in the period

between May 2011 and March 2013) held 12.27% of the equity interest of Beijing Phoenix.

On March 8, 2013, Beijing Phoenix was converted from a joint-stock company into a limited

liability company. For more details on Beijing Phoenix’s corporate conversion and our

Reorganizations, see “— The Reorganization”.

Beijing Phoenix engages in the management and operation of IOT hospitals and clinics,

and holds the equity interest of all five of our PRC operating subsidiaries, which are Jian

Gong Hospital, Beijing Wanrong, Beijing Jiayi, Beijing Easylife and Easylife Technology and

Trade. For more details of business activities of our PRC operating subsidiaries, see “Business

— Our Business Model”.
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The following table sets forth the key milestones of Beijing Phoenix’s corporate

development:

Key Milestones and Achievements

December 2007 . . . . . Beijing Phoenix acquired 66.00% of the equity interest in Jian

Gong Hospital, which was the first reformed public hospital in

Beijing

December 2007 . . . . . Beijing Phoenix acquired Beijing Jiayi to operate our supply chain

business in respect of medical devices and medical consumables

February 2008 . . . . . . Beijing Phoenix obtained the rights to manage and operate Yan

Hua Hospital Group under an IOT agreement. Under our

management, Yan Hua Hospital became the first reformed Grade

III public hospital in Beijing

April 2008 . . . . . . . . . Beijing Phoenix acquired Beijing Wanrong to operate our supply

chain business in respect of pharmaceuticals

April 2008 . . . . . . . . . Beijing Phoenix acquired Beijing Easylife to provide premium

healthcare services at Jian Gong Hospital

July 2010 . . . . . . . . . . Beijing Phoenix began to manage and operate Mentougou

Hospital under an IOT agreement. Mentougou Hospital is the first

government-owned hospital in Beijing that is invested in and

operated by a private hospital operator

April 2011 . . . . . . . . . Beijing Phoenix established Easylife Technology and Trade

May 2011 . . . . . . . . . . Beijing Phoenix began to manage and operate Jing Mei Hospital

under an IOT agreement

June 2012 . . . . . . . . . . Beijing Phoenix began to manage and operate Mentougou

Traditional Chinese Medicine Hospital under an IOT agreement

Acquisition of Jian Gong Hospital

Reform of Jian Gong Hospital

Beijing Construction Engineering Group established Jian Gong Hospital as a not-for-

profit public hospital in 1953 to provide healthcare services for its employees. Following

negotiations between Beijing Construction Engineering Group and Ms. Xu Jie in 2000,

Beijing Construction Engineering Group reformed Jian Gong Hospital from a public

institution (事業單位) into a limited liability company. In connection with the reform of Jian

Gong Hospital, Dalian New Century Hospital, an entity then wholly owned by Ms. Xu Jie,

entered into separate cooperation agreements with Liaoning Machinery on June 5, 2000 and

September 7, 2000, respectively. Pursuant to the cooperation agreements, Dalian New

Century Hospital agreed to fund Liaoning Machinery’s acquisition of 66.00% of the equity

interest of Jian Gong Hospital but Dalian New Century Hospital would become the beneficial

owner of such equity interest; and Liaoning Machinery agreed to transfer its equity interest

in Jian Gong Hospital to Dalian New Century Hospital at the request of Dalian New Century
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Hospital. Pursuant to the hospital reform agreement between Beijing Construction

Engineering Group and Liaoning Machinery dated September 9, 2000, Liaoning Machinery

contributed a total of RMB52.8 million in cash to Jian Gong Hospital in exchange for 66.00%

of the equity interest in Jian Gong Hospital. The remaining 34.00% of the equity interest of

Jian Gong Hospital continued to be held by Beijing Construction Engineering Group. The

reform of Jian Gong Hospital was duly approved by the Beijing Municipal Health Bureau and

confirmed by the Beijing Municipal Finance Bureau.

Pursuant to the cooperation agreements, Beijing Construction Engineering Group,

Liaoning Machinery and Dalian New Century Hospital entered into an equity transfer

agreement dated May 28, 2002. According to the equity transfer agreement, Liaoning

Machinery transferred 66.00% of the equity interest it held in Jian Gong Hospital to Dalian

New Century Hospital and assigned to Dalian New Century Hospital all relevant rights and

obligations under the hospital reform agreement dated September 9, 2000. The equity

interest were assigned at no consideration because Liaoning Machinery’s cash contribution

to Jian Gong Hospital in 2000 was funded by Dalian New Century Hospital. On May 12, 2003,

Jian Gong Hospital obtained a business license as a limited liability company and was

successfully converted into a for-profit limited liability company. After Jian Gong Hospital

became a for-profit limited liability hospital, Ms. Xu Jie (through Dalian New Century

Hospital) and Beijing Construction Engineering Group held 66.00% and 34.00%, respectively,

of the equity interest of Jian Gong Hospital, which had a registered capital of RMB80.0

million.

As advised by our PRC legal adviser, the cooperation agreements and the equity transfer

agreement between Liaoning Machinery and Dalian New Century Hospital are valid, legally

binding and enforceable, and are not in violation of any PRC laws, rules or regulations; and

the incorporation of Jian Gong Hospital as a limited liability company in 2003 is legal and

valid in accordance with PRC law.

Acquisition of Jian Gong Hospital by Our Group

In July 2004, Dalian New Century Hospital transferred 66.00% of the equity interest of

Jian Gong Hospital to Beijing Juxin Wantong. Dalian New Century Hospital was wholly

owned by Ms. Xu Jie and Beijing Juxin Wantong was wholly controlled by Ms. Xu Jie and Ms.

Xu Xiaojie, our Controlling Shareholders, at that time. On July 9, 2004, pursuant to an equity

transfer agreement dated June 18, 2007 and an equity trust agreement dated June 29, 2007,

Beijing Juxin Wantong, as settlor and beneficiary, and CITIC Trust, as trustee, entered into a

trust arrangement with respect to 56.00% of the equity interest of Jian Gong Hospital then

held by Beijing Juxin Wantong, under which CITIC Trust would hold the 56.00% of the equity

interest of Jian Gong Hospital on trust of Beijing Juxin Wantong. To effect the trust

arrangement, on July 13, 2007, Beijing Juxin Wantong transferred 56.00% of the equity

interest in Jian Gong Hospital to CITIC Trust for no consideration. Following such equity

transfer and trust arrangement, CITIC Trust, Beijing Juxin Wantong and Beijing Construction

Engineering Group owned 56.00%, 10.00% and 34.00% of the equity interest of Jian Gong

Hospital, respectively.

In December 2007, as instructed by Beijing Juxin Wantong, CITIC Trust transferred

56.00% of the equity interest of Jian Gong Hospital to Beijing Phoenix, thus terminating the

trust arrangement between Beijing Juxin Wantong and CITIC Trust. Beijing Phoenix further

acquired the remaining 10.00% of the equity interest of Jian Gong Hospital from Beijing

Juxin Wantong. The consideration for the total 66.00% of the equity interest was RMB25.9
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million, which was based on the then net assets of Jian Gong Hospital and was paid in full

by Beijing Phoenix to Beijing Juxin Wantong on December 25, 2007. Beijing Phoenix paid the

consideration out of its registered capital that was funded by Ms. Xu Jie. On December 12,

2007, Beijing SAIC completed the registration of the new shareholding structure of Jian

Gong Hospital. As a result, Beijing Phoenix and Beijing Construction Engineering Group held

66.00% and 34.00%, respectively, of the equity interest of Jian Gong Hospital.

In January 2009, Beijing Phoenix contributed a total of RMB20.0 million in cash into the

registered capital of Jian Gong Hospital and, as a result, Jian Gong Hospital’s registered

capital was increased from RMB80.0 million to RMB100.0 million. On January 5, 2009, Beijing

SAIC issued the updated business license to Jian Gong Hospital reflecting the capital increase

and the full payment of the increased registered capital. In May 2011, Jian Gong Hospital’s

registered capital was further increased from RMB100.0 million to RMB420.6 million, of

which RMB150.0 million was contributed by Beijing Phoenix in cash on May 18, 2011, and

RMB170.6 million was contributed by Beijing Construction Engineering Group in the form of

land use rights of the premise of Jian Gong Hospital. The land use rights contributed by

Beijing Construction Engineering Group was evaluated by an independent professional

property valuer on November 29, 2010. On May 18, 2011, Beijing SAIC issued the updated

business license to Jian Gong Hospital reflecting the capital increase and the full payment of

the increased registered capital, and completed the registration of the new shareholding

structure of Jian Gong Hospital. As a result, Beijing Phoenix and Beijing Construction

Engineering Group held 52.98% and 47.02%, respectively, of the equity interest of Jian Gong

Hospital.

Pursuant to an equity transfer agreement dated June 27, 2012 (as amended), Beijing

Phoenix acquired 27.02% equity interest in Jian Gong Hospital from Beijing Construction

Engineering Group for a total consideration of RMB128.9 million. This acquisition was

conducted in accordance with relevant PRC regulations relating to the sales of state-owned

assets, including the assets valuation, auction process and the relevant approvals from the

State-owned Assets Supervision and Administration Commission of Beijing. The

consideration of the equity transfer was paid in full by Beijing Phoenix as of November 6,

2012. On July 10, 2012, Beijing SAIC completed the registration of the equity transfer and the

new shareholding structure of Jian Gong Hospital. Immediately after such equity transfer,

Beijing Phoenix and Beijing Construction Engineering Group held 80.00% and 20.00%,

respectively, of the equity interest of Jian Gong Hospital.

As of the [●], Beijing Phoenix held 80.00% and Beijing Construction Engineering Group

held 20.00% of the equity interest of Jian Gong Hospital. For more details of these

arrangements, see “— The Reorganization — Transfer and Repurchase of 10% of the Equity

Interest of Jian Gong Hospital by Beijing Phoenix”.

Acquisition of Beijing Jiayi

Beijing Jiayi was established under PRC law by two senior officers of Beijing Wantong

in December 2004. The initial registered capital of Beijing Jiayi was RMB4.0 million. On

August 5, 2005, Beijing Wantong and our CEO, Mr. Liang Hongze, acquired 51.00% and

29.00%, respectively, of the equity interest of Beijing Jiayi for a consideration of RMB2.0

million and RMB1.2 million, respectively. Between August 2005 to September 2007, the

shareholders of Beijing Jiayi conducted a series of equity transfers in respect of the equity

interest of Beijing Jiayi. On December 20, 2007, Beijing Phoenix acquired 100.00% of the

equity interest of Beijing Jiayi from Phoenix United Hospital Management (Beijing) Co., Ltd.
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(鳳凰聯盟醫院管理(北京)有限公司) and an independent individual, who were the shareholders

of Beijing Jiayi at that time. The consideration for the equity transfer was RMB4.0 million,

which was based on the then paid-in registered capital of Beijing Jiayi and was paid in full

by Beijing Phoenix on December 25, 2007. On December 20, 2007, Beijing SAIC Xicheng

Branch issued the updated business license to Beijing Jiayi and completed the registration of

this equity transfer. Beijing Jiayi is primarily involved in our supply chain business in relation

to medical devices and medical consumables.

Acquisition of Beijing Wanrong

Beijing Wanrong was incorporated as a limited liability company under PRC law in

March 2000 by Beijing Defurui General Merchandise Supermarket Co., Ltd. (北京得福瑞百貨超
市有限責任公司), Beijing Yirui Medicine Co., Ltd. (北京頤瑞藥行有限公司), and Beijing

Pharmaceutical Group Co., Ltd. (北京醫藥集團有限責任公司), all of which are Independent

Third Parties, with an initial registered capital of RMB3.0 million. Between March 2000 to

June 2006, the shareholders of Beijing Wanrong conducted a series of equity transfers in

respect of the equity interest of Beijing Wanrong. On April 9, 2008, Beijing Phoenix acquired

100.00% of the equity interest in Beijing Wanrong from three independent individuals, who

were the shareholders of Beijing Wanrong at that time. The consideration for the equity

transfer was RMB3.0 million, which was based on the then paid-in registered capital of

Beijing Wanrong and was paid in full by Beijing Phoenix as of April 30, 2008. On April 9, 2008,

Beijing SAIC Xicheng Branch issued the updated business license to Beijing Wanrong and

completed the registration of this equity transfer. Beijing Wanrong is primarily involved in

our supply chain business in relation to pharmaceuticals.

Acquisition of Beijing Easylife

Beijing Easylife was established by Beijing Wantong as a limited liability company under

PRC law on January 18, 2008 with the initial registered capital of RMB1.0 million. On April

18, 2008, Beijing Phoenix acquired 100.00% of the equity interest of Beijing Easylife from

Beijing Wantong for a consideration of RMB1.0 million, which was based on the then paid-in

registered capital of Beijing Easylife. The consideration was paid in full by Beijing Phoenix on

December 25, 2007. On April 18, 2008, Beijing SAIC Xicheng Branch issued the updated

business license to Beijing Easylife and completed the registration of this equity transfer.

Beijing Easylife provides premium healthcare services to high-end patients at Jian Gong

Hospital.

Establishment of Easylife Technology and Trade

Easylife Technology and Trade was incorporated by Beijing Phoenix on April 28, 2011

with a registered capital of RMB0.5 million. Beijing Phoenix made the capital contribution to

Easylife Technology and Trade in full on April 21, 2011. We plan to operate ancillary hospital

operations through Easylife Technology and Trade.
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THE REORGANIZATION

The following diagram shows our shareholding structure prior to the commencement of

our Reorganization:

Beijing Phoenix 

Beijing 

Tianjian 

Beijing 
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10.00% 
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1 The remaining 20.00% of the equity interest of Jian Gong Hospital was held by Beijing Construction

Engineering Group, an Independent Third Party.

Transfer and Repurchase of 10% of the Equity Interest of Jian Gong Hospital by Beijing

Phoenix

In early 2013, we commenced our Reorganization, the first step of which involved the

transfer of 30.02% of the equity interest in Beijing Phoenix to Star Target, a Hong Kong

incorporated company that is indirectly wholly owned by Green Talent. Such transfer would

result in the conversion of Beijing Phoenix from a PRC domestic company into a Sino-foreign

joint venture company (中外合資企業). For more details regarding the transfer of 30.02% of

the equity interest of Beijing Phoenix to Star Target, see “— First Round Acquisition of

Beijing Phoenix”.

The conversion of Beijing Phoenix from a PRC domestic company into a Sino-foreign

joint venture company requires the prior approval of Beijing MOFCOM. Based on our

consultation with our PRC legal adviser at the time, our PRC legal adviser was of the view

that, because Beijing Phoenix owned 80.00% of the equity interest in Jian Gong Hospital (a

PRC incorporated company), Beijing MOFCOM might be of the view that the transfer of
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30.02% of Beijing Phoenix to Star Target would result in Jian Gong Hospital becoming a

Sino-Foreign Equity Joint Venture Medical Institutions (中外合資醫療機構) and hence might

possibly be subject to the Interim Measures for the Administration of Sino-Foreign Equity or

Cooperative Joint Venture Medical Institutions (中外合資、合作醫療機構管理暫行辦法) (the

“Interim Measures”).

The Interim Measures provide that the proportion of equity interest held by foreign

parties in a Sino-foreign equity or cooperative joint venture medical institution shall be no

more than 70%. Accordingly, prior to January 30, 2012, the original Industry Catalog for

Guiding Foreign Investment (the “Industry Catalog”) categorized medical institutions as a

restricted industry for foreign investment. Following the relaxation of policy restrictions on

the healthcare services industry in China, the restriction on foreign investment in medical

institutions was removed in the revised Industry Catalogue issued by MOFCOM on January

30, 2012. Notwithstanding the foregoing, because Beijing MOFCOM had not yet issued any

administrative policy recognizing this change in foreign investment policies, our PRC legal

adviser was of the view that there might be inconsistency between PRC legal requirements

and local administrative procedures on this issue. Therefore, our PRC legal adviser was of the

view that, Beijing MOFCOM might not approve the transfer of 30.02% of Beijing Phoenix to

Star Target if Beijing Phoenix held 80% of Jian Gong Hospital because as a result of such

transfer, 80% of Jian Gong Hospital would be owned by a Sino-foreign joint venture

company, which might be deemed by Beijing MOFCOM as contravening the 70% foreign

ownership limit set forth in the Interim Measures.

To be prudent, upon our PRC legal adviser’s advice, before the transfer of 30.02% of

Beijing Phoenix to Star Target, we decided to transfer 10.00% of the equity interest of Jian

Gong Hospital from Beijing Phoenix to Beijing Wantong on April 19, 2013 solely for the

purpose of facilitating the obtaining of approval from Beijing MOFCOM for the transfer of

equity interest in Beijing Phoenix to Star Target. Pursuant to the terms of the equity transfer

agreement, Beijing Phoenix expressly reserved the following shareholder rights

corresponding to such 10.00% equity interest:

• all rights to vote under all circumstances, including with respect to all reserved

matters and winding up and liquidation arrangements of Jian Gong Hospital;

• all rights to receive dividends and other form of distribution, except in respect of

the distribution of residual assets on a pro-rata basis upon the winding up or

liquidation of Jian Gong Hospital;

• all rights that may be exercised by shareholders at general meetings;

• right to appoint directors to the board of Jian Gong Hospital; and

• right to subscribe to any increase of capital of Jian Gong Hospital.

In addition, Beijing Phoenix was entitled under the equity transfer agreement to

request Beijing Wantong, and Beijing Wantong was obliged, to transfer title to such 10.00%

equity interest of Jian Gong Hospital back to Beijing Phoenix at the original purchase price

once such transfer became permissible under the applicable PRC laws, rules and regulations.

To exercise this right, Beijing Phoenix was required to give a written notice to Beijing

Wantong regarding such transfer, and Beijing Wantong was required to do all things
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necessary to facilitate and give effect to the transfer, including registering any change in

shareholding of Jian Gong Hospital with Beijing SAIC. As advised by our PRC legal adviser, all

of the terms in the equity transfer agreement, including all shareholder rights reserved by

Beijing Phoenix, are legally binding, valid and enforceable and are in compliance with all

applicable PRC laws, rules and regulations.

In April 2013, we submitted the application materials for the transfer of 30.02% equity

interest in Beijing Phoenix to Star Target to Beijing MOFCOM for approval. The materials

reflected the updated equity ownership of Jian Gong Hospital (70.00% owned by Beijing

Phoenix, 20.00% owned by Beijing Construction Engineering Group and 10.00% owned by

Beijing Wantong). Nevertheless, we understand from Beijing MOFCOM that they had

decided to consult with the Beijing Municipal Health Bureau (北京市衛生局) to seek further

clarification on the interpretation of the Interim Measures.

Pursuant to a response issued by the Beijing Municipal Health Bureau to Beijing

MOFCOM dated May 13, 2013 (the “Reply”), Beijing Municipal Health Bureau explained that

the conversion of Beijing Phoenix from a PRC domestic company into a Sino-foreign joint

venture company would convert Jian Gong Hospital into a Company Re-invested by a

Foreign-invested Company in the PRC (外商投資企業境內再投資企業) (“CRFIC”). Beijing

Municipal Health Bureau further stated in the Reply that a CRFIC is not a foreign-invested

company and consequently the conversion of Beijing Phoenix from a PRC domestic company

into a Sino-foreign joint venture company did not amount to a conversion of Jian Gong

Hospital into a Sino-Foreign Equity Joint Venture Medical Institution and does not require

the approval of Beijing Municipal Health Bureau.

Based on the Reply, on May 22, 2013, Beijing MOFCOM approved the transfer of 30.02%

equity interest in Beijing Phoenix to Star Target and Beijing Phoenix became a Sino-foreign

investment company. Beijing MOFCOM also subsequently approved the transfer of 69.98%

equity interest in Beijing Phoenix to Phoenix International on June 17, 2013. After such

transfers, Beijing Phoenix became a wholly-owned foreign enterprise.

As stated in the Reply and advised by our PRC legal adviser, because the transfer of

equity interest in Beijing Phoenix and the indirect transfer of equity interest in Jian Gong

Hospital was not within the scope of the Interim Measures, we decided to repurchase the

10.00% equity interest in Jian Gong Hospital from Beijing Wantong to streamline the

shareholding structure of Jian Gong Hospital. In August 2013, pursuant to the terms of the

equity transfer agreement between Beijing Phoenix and Beijing Wantong dated April 18,

2013 and an equity transfer agreement between the parties dated August 20, 2013, Beijing

Wantong transferred the 10.00% of the equity interest of Jian Gong Hospital back to Beijing

Phoenix at the original purchase price at Beijing Phoenix’s request. Beijing Phoenix made no

cash payment to Beijing Wantong for this equity transfer because Beijing Wantong had not

yet paid the original purchase price for such 10.00% equity interest. On August 27, 2013, this

equity transfer was duly registered with Beijing SAIC.

As we continued to beneficially hold 80.00% of the equity interest of Jian Gong

Hospital, we consolidated the operating results of Jian Gong Hospital with only 20.00%

non-controlling interest attributable to Beijing Construction Engineering Group. For more

details regarding accounting treatment of consolidation of the operating results of Jian

Gong Hospital, see Note (ii) to “Accountants’ Report — Equity interest attributable to the

Group” in Appendix I to this document.
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First Round Acquisition of Beijing Phoenix

In May 2013, Star Target, a wholly-owned subsidiary of Green Talent, an Independent

Third Party, acquired a total of 30.02% of the equity interest of Beijing Phoenix from certain

shareholders, including 9.39% equity interest from Beijing Tianjian, 3.06% equity interest

from Beijing Dayao, 5.30% equity interest from Beijing Nuopu and 12.27% equity interest

from 16 individual shareholders. Green Talent is a limited liability company incorporated in

the British Virgin Islands and controlled by Greenwoods Bloom Fund, L.P. The total

consideration paid for such equity interest was RMB150.0 million, which was based on the

net asset value of Beijing Phoenix as of December 31, 2012 and was paid in full by Star Target

as of July 24, 2013. The investment made by Star Target was approved by Beijing MOFCOM.

Beijing Phoenix obtained the new business license from Beijing SAIC and became a

Sino-foreign joint venture company on May 28, 2013. The following diagram shows our

Group structure immediately after the first round of acquisition of Beijing Phoenix:
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1 Beijing Phoenix once transferred 10.00% of the equity interest of Jian Gong Hospital to Beijing Wantong on

April 19, 2013, and repurchased such equity interest from Beijing Wantong on August 27, 2013. For more

details, see “— Transfer and Repurchase of 10% of the Equity Interest of Jian Gong Hospital by Beijing

Phoenix”. The remaining 20.00% of the equity interest of Jian Gong Hospital was held by Beijing Construction

Engineering Group, an Independent Third Party.
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Incorporation of Offshore Holding Entities and Our Company

On February 28, 2013, our Company was incorporated in the Cayman Islands as an

exempted company with limited liability. On March 19, 2013, all of the Shares of the

Company were transferred to Speed Key Limited by the then sole shareholder of the

Company. On May 3, 2013, our Company allotted and issued Shares to Speed Key Limited,

Hyde International Investment Limited and Exalt Great Limited. On June 13, 2013, our

Company subsequently allotted and issued 36,480,000 Shares to Senmart Investments

Limited and, upon completion of the transaction, our Company was 54.94%, 12.35%, 28.90%

and 3.81% owned by Speed Key Limited, Hyde International Limited, Senmart Investments

Limited and Exalt Great Limited, respectively. On the same date, our Company further

allotted and issued 8,300,000 Shares to Silvapower Investments, and 1,480,000 Shares to

Vertex Fund. For more details on equity investments made by Silvapower Investments and

Vertex Fund, see “— The Reorganization — Equity Investments by Silvapower Investments,

Vertex Fund and Green Talent”.

Speed Key Limited is a limited liability company incorporated in the British Virgin Islands

and is controlled by Ms. Xu Xiaojie, the largest Shareholder of our Company and a

Controlling Shareholder.

Hyde International Investment Limited is a limited liability company incorporated in the

British Virgin Islands and is owned by a total of 19 individuals, 11 of whom are the former

shareholders of Beijing Phoenix and are on our management team, including our current

CEO, Mr. Liang Hongze and CFO, Mr. Jiang Tianfan.

Senmart Investments is a limited liability company incorporated in the British Virgin

Islands and owned by Mr. Zhu Zhiwei, the spouse of Ms. Liu Xing.

Exalt Great Limited is a limited liability company incorporated in the British Virgin

Islands and owned by the shareholder of Beijing Dayao and another independent individual

shareholder.

On January 7, 2013, Unison Champ was incorporated as a limited liability company in

the British Virgin Islands. On March 22, 2013, Unison Champ became the sole shareholder of

Phoenix International, which was incorporated as a limited liability company in Hong Kong

on August 28, 2012.

As advised by our PRC legal adviser, all of our ultimate shareholders who are subject to

the registration requirements under Circular 75 completed their initial Circular 75

registrations with Beijing SAFE on May 15, 2013 and their changes of registration under

Circular 75 with Beijing SAFE with respect to the Reorganization on August 28, 2013.
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The following chart sets forth the offshore structure of the Group immediately after the
allotment of Shares to the initial Shareholders of our Company.
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Exchangeable Notes Issued to Silvapower Investments, Vertex Fund and Green Talent

In order to finance certain steps of the Reorganization, on June 13, 2013, Speed Key
Limited and the Company entered into three exchangeable note subscription agreements
with Silvapower Investments, Vertex Fund and Green Talent, respectively, subsequent to
which Speed Key Limited issued three exchangeable notes in the aggregate principal amount
of US$13,735,530, US$2,452,774 and US$24,282,454 to Silvapower Investments, Vertex Fund
and Green Talent, respectively. The consideration payable for the subscriptions and the terms
of the exchangeable notes were determined by the parties based on arm’s length
negotiations with regard to factors including the historical financial performance of the
Group. As at the [●], the proceeds from the issuance of the exchangeable notes have been
fully on-lent to our Company. For more details, see “— Second Round Acquisition of Beijing
Phoenix”. The following table summarizes key information regarding the exchangeable
notes.

Noteholder

Date of
subscription
agreement

Consideration
paid Payment date

Exchange
price per

Share as of
date of

subscription
agreement

Adjusted
Exchange
Price per
Share1

Silvapower Investments . . . . . . . . . . June 13, 2013 US$13,735,530 July 3, 2013 RMB30.66 RMB7.67

Vertex Fund . . . . . . . . . . . . . . . . . June 13, 2013 US$2,452,774 July 2, 2013 RMB30.66 RMB7.67

Green Talent . . . . . . . . . . . . . . . . . June 13, 2013 US$24,282,454 July 2, 2013 RMB30.66 RMB7.67

1 Exchange price per Share is adjusted as a result of the sub-division in our share capital on September 30, 2013.

For more details, see “Statutory and General Information — A. Further Information about Our Group — 2.

Changes in Share Capital” in Appendix V to this document. Rounded to two decimal places.

2 All of the rights of the Noteholders to exchange shares with their exchangeable notes expired on July 31,

2013.
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The terms of the exchangeable notes of each Noteholder are identical. All exchange

rights expired on July 31, 2013. The key terms of the exchangeable notes, pursuant to the

respective subscription agreements and the note instruments, are as follows:

Issue price: – 100% of the principal amount of the

Exchangeable Notes

Issue dates: – July 2, 2013 (for Green Talent and Vertex Fund)

and July 3, 2013 (for Silvapower Investments)

Exchange: – The principal amount of each exchangeable note

and all of the accrued interest thereon are

exchangeable for Shares in the Company owned

by Speed Key Limited at a price equal to the U.S.

dollar equivalent of RMB30.66 per Share on or

prior to July 31, 2013. All such exchange rights

expired on July 31, 2013 because none of the

Noteholders had exercised their rights to

exchange Shares with their exchangeable notes

Maturity date: – the earlier of (i) the date of the first anniversary

of the issue date; or (ii) [●]

Interest rate: – 12.00% per annum on the principal amount of

the exchangeable notes outstanding accruing

from (and including) the issue date on a daily

basis and shall be calculated on the basis of the

actual number of days elapsed in a year of 365

days

Payment of interest: – Interest payment is accrued and shall be paid

upon redemption of the exchangeable notes

Redemption at maturity: – All the remaining outstanding notes shall be

redeemed by Speed Key Limited on the maturity

date at an aggregate redemption price that is

equal to the sum of (i) 100.00% of the principal

amount of the notes then outstanding; and (ii)

all interest accrued thereon and unpaid as at the

maturity date
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Redemption at the option of

Speed Key Limited:

– Speed Key Limited may at its discretion at any

time before the maturity date, by giving a

written notice to the Noteholder, redeem all the

notes then outstanding at an aggregate

redemption price equal to the sum of (i)

100.00% of the principal amount of the notes

then outstanding; and (ii) all interest accrued

thereon and unpaid as at the date of

redemption

No voting rights: – The Noteholders had no voting or other rights in

relation to the Shares of the Company prior to

the exchange date

Guarantee: – A guarantee was granted by Ms. Xu Xiaojie and

the Company jointly and severally in favor of

each of the Noteholders to guarantee the

repayment obligations of Speed Key Limited.

This guarantee will lapse upon the [●]

Share charges: – On June 13, 2013, Speed Key Limited and the

Company entered into separate share charge

agreements with each of the Noteholders,

pursuant to which Speed Key Limited charged

22,020,000 Shares, 12,447,273 Shares and

2,222,727 Shares of the Company in favor of

Green Talent, Silvapower Investments and

Vertex Fund, respectively, under a share charge,

to secure Speed Key Limited’s obligations under

the exchangeable note subscription agreements

and the Shareholders Agreement

– The share charges will be terminated and

released upon or prior to the [●]

– For more details on the Shareholders

Agreement, see “— The Reorganization

— Equity Investments by Silvapower

Investments, Vertex Fund and Green Talent”
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Use of proceeds: – The proceeds raised from the exchangeable

notes issued by Speed Key Limited were on-lent

to our Company by way of shareholder loan at

an interest rate of 12.00% per annum, and the

proceeds were irrevocably received by our

Company on July 3, 2013. The interest payable

on the shareholder loan from Speed Key Limited

to our Company accrues from July 3, 2013. All of

the proceeds of the exchangeable notes were

used by our Company to acquire Beijing Phoenix

as part of our Reorganization. The Company is

expected to repay the entire shareholder loan

and the accrued interest using [●]. For more

details on repayment of the outstanding

shareholder loan, see “Future Plans”. Pursuant

to the terms of the exchangeable notes, the

Company has undertaken to remit the

outstanding principal and accrued interest to

each of the Noteholders upon the [●]

Default at Maturity: – If Speed Key Limited fails to repay the

outstanding principal amount of the notes and

all interest accrued thereon upon maturity, the

Noteholders may either foreclose the share

charges or require Speed Key Limited to transfer

such Shares to the Noteholders calculated by

reference to a fixed formula. The formula is not

linked to any of our [●] milestones. Since it is

expected that the entire outstanding principal

amount of the exchangeable notes and all

interest accrued thereon will be repaid by [●], it

is expected that default will not occur

Equity Investments by Silvapower Investments, Vertex Fund and Green Talent

Investment by Silvapower Investments

Pursuant to the Shareholders Agreement, the Company issued 8,300,000 Shares to

Silvapower Investments for a consideration of RMB84,848,485. The consideration for the

share subscription was determined based on arm’s length negotiations with regard to our

Group’s financial condition and results of operations. The subscription was completed on July

3, 2013. The proceeds from the share subscription have been fully used by the Company for

the acquisition of Beijing Phoenix as part of our Reorganization. For more details, see “—

Second Round Acquisition of Beijing Phoenix”.
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Investment by Vertex Fund

Pursuant to the Shareholders Agreement, the Company issued 1,480,000 Shares to

Vertex Fund for a consideration of RMB15,151,515. The consideration for the subscription

was determined based on arm’s length negotiations with regard to our Group’s financial

condition and results of operations. The subscription was completed on July 2, 2013. The

proceeds from the share subscription have been fully used by the Company for the

acquisition of Beijing Phoenix as part of our Reorganization. For more details, see “— Second

Round Acquisition of Beijing Phoenix”.

Investment by Green Talent

For more details on equity investment by Green Talent in our Company, see “— The

Reorganization — First Round Acquisition of Beijing Phoenix” and “— The Reorganization —

Acquisition of Pinyu Limited by Unison Champ”.

The following table summarizes key information regarding the investments made by

Silvapower Investments, Vertex Fund and Green Talent.

Investor

Date of
Shareholders
Agreement

Consideration
paid Payment date

Price per
Share as of

date of
Shareholders
Agreement1

Adjusted
Price per
Share2

Silvapower Investments . . . . . . . . . . June 13, 2013 RMB84,848,485 July 3, 2013 RMB10.2 RMB2.56

Vertex Fund . . . . . . . . . . . . . . . . . June 13, 2013 RMB15,151,515 July 2, 2013 RMB10.2 RMB2.56

Green Talent . . . . . . . . . . . . . . . . June 13, 2013 RMB150,000,000 July 2, 2013 RMB10.2 RMB2.56

1 Rounded to one decimal place.

2 Price per Share is adjusted as a result of the sub-division in our share capital on September 30, 2013. For more

details, see “Statutory and General Information — A. Further Information about Our Group — 2. Changes in

Share Capital” in Appendix V to this document. Rounded to two decimal places.
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Pursuant to the Shareholders Agreement (as amended) and the share redemption

agreements (as amended) entered into among Shareholders of the Company dated June 13,

2013, the key terms of the investments made by Silvapower Investments, Vertex Fund and

Green Talent are as follows. All such terms terminate automatically upon the [●]:

Rights of Shareholders: (a) Board right — Green Talent is entitled to

appoint one Director; Silvapower Investments

and Vertex Fund do not have any board

nomination rights;

(b) Pre-emption right and anti-dilution right — the

Company shall not issue any securities that has

any dilutive effect to the shareholding of Green

Talent, Silvapower Investments and Vertex Fund

unless the Company offers the same securities to

the Shareholders on a pro rata basis, together

with the right to oversubscribe on a pro-rata

basis if other Shareholders elect not to purchase

such securities; for the avoidance of doubt, this

right shall not apply to [●];

(c) Tag along right — each Shareholder has a tag

along right;

(d) Right of first refusal — if any Shareholder

proposes to transfer any of its Shares, then such

shareholder shall first offer its Shares to other

Shareholders; and

(e) Information right — Green Talent, Silvapower

Investments and Vertex Fund shall have the right

to inspect the books and accounting records of

the Company

Matters requiring unanimous

consent of our Directors:

Prior to [●], the following matters require the

unanimous consent of the Board of Directors of the

Company, including the Director appointed by Green

Talent (except for any such matters that arise in direct

connection with the implementation of the

Reorganization):

(a) amending the memorandum and articles of

association of any company of the Group;

(b) changing the organizational form of any

company of the Group;

(c) any material change to the primary business of

any company of the Group;
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(d) termination, dissolution or liquidation, or

extension of the term of any company of the

Group;

(e) passing the relevant resolution or taking any

action to cause the termination, liquidation,

winding up, dissolution, cessation or bankruptcy

liquidation of any company of the Group, or

reaching a settlement or other arrangement

with the creditors;

(f) increasing or decreasing the registered share

capital or authorized share capital of any

company of the Group;

(g) seeking for mergers and acquisitions, corporate

restructuring, sale or any other transaction, so

that all or substantially all of the assets or

business of any company of the Group would be

sold or transferred to a third party;

(h) transfer of the shares of any company of the

Group by one or more Shareholders;

(i) granting of security over the shares of any

company of the Group by one or more

Shareholders;

(j) merger or partition of any company of the

Group;

(k) sale, transfer, mortgage or other kinds of

dispositions (except in the ordinary course of

business of any company of the Group) of (i) all

or part of the tangible assets of any company of

the Group, which amounts to, whether

individually or in the aggregate and on a

consolidated basis for any 12 month period, 10%

or more of the audited net asset value of such

company of the Group of the previous financial

year or (ii) any subsidiary or branch of any

company of the Group;

(l) amending, changing or adding any provisions

regarding Shareholder’s rights, preferences,

privileges or powers under the Shareholders

Agreement;
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(m) setting up of non-wholly owned subsidiaries,

affiliated companies, joint ventures or

partnerships by a company of the Group, or

franchising a third party to operate any

company of the Group other than in the

ordinary course of business of the company of

the Group;

(n) increasing or decreasing the size of the Board or

any board committee of any company of the

Group;

(o) declaring or making any payment by any

company of the Group of a dividend or other

distribution, or any other form of income or

assets allocation;

(p) approving and executing any share option

scheme or amending any terms therein;

(q) entry by any company of the Group into any

binding contract or arrangement, if such

contract or arrangement has not been included

in the latest annual budget of any company of

the Group approved by the board of the relevant

company of the Group involving a payment

obligation exceeding US$1,000,000 or its

equivalent by such company of the Group;

(r) entry by any company of the Group into any

transaction with a related party, a director, the

senior management or the Affiliates of the

Shareholders, including but not limited to, Ms.

Xu Xiaojie and her designated family members;

(s) advancing any loans or credit or financial

assistance by any company of the Group to third

parties involving a sum (individually or in the

aggregate and on a consolidated basis for any 12

month period) exceeding 5% of the audited net

asset value of the company of the Group of the

previous financial year, except in the ordinary

course of business to provide customers with a

standard trade credit;
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(t) granting mortgage or other kinds of

encumbrances over part or all of shares of any

company of the Group, properties or assets

(individually or in the aggregate and on a

consolidated basis for any 12 month period)

exceeding 5% of the audited net asset value of

any company of the Group of the previous

financial year, except in accordance with pre-

approved operating and financial planning and

the budgeting of the current financial year;

(u) appointing or removing the auditors of any

company of the Group, altering its accounting

year end or any material accounting principles,

approving the annual financial statements or

the audited financial statements;

(v) approving or amending (if such amendment

involves a sum exceeding 5% of the audited net

asset value of any company of the Group of the

previous financial year) the annual budget by

any company of the Group (including revenue

forecasts);

(w) authorizing or issuing, or creating an obligation

on the part of any company of the Group to

issue, any securities;

(x) entering into, amending or terminating any IOT

agreements;

(y) agreeing in any action taken regarding items (a)

to (x) above.

All of the above does not apply after the [●].

Profit guarantee: – If the consolidated audited annual net profit of

the Company does not meet a certain threshold

for the year ended December 31, 2013 and for

the year ended December 31, 2014, Speed Key

Limited and/or Ms. Xu Xiaojie shall compensate

each of Green Talent, Silvapower Investments

and Vertex Fund in cash or in Shares based on

pre-determined formulae. The profit guarantee

is only settled by Speed Key Limited and/or

Xuxiaojie. The formulae are not linked to the

marketprice or capitalization of the Shares, nor

any of the milestones with respect to the [●] and

such right shall not survive the [●]
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Share redemption: – The redemption right could only be exercised if

the [●] has not taken place on or before

December 31, 2014. In that circumstance, each of

Green Talent, Silvapower Investments and

Vertex Fund may request the Company, Ms. Xu

Xiaojie and Speed Key Limited to redeem all of

the Shares which are then held by them. The

redemption price (the “Redemption Price”) shall

be the higher of (i) 15% of the respective

amounts paid by each of Green Talent,

Silvapower Investments and Vertex Fund for the

Shares (i.e., the US$ equivalent of RMB150.0

million for Green Talent, the US$ equivalent of

RMB84,848,485 for Silvapower Investments and

the US$ equivalent of RMB15,151,515 for Vertex

Fund), compounded annually, plus after-tax

dividends declared but not yet distributed,

divided by the number of Shares then held by

each of Green Talent, Silvapower Investments

and Vertex Fund (as adjusted by share splits);

and (ii) the net asset value of the Group on the

redemption date divided by the aggregate

number of issued Shares. The share redemption

right is not exercisable under any other

circumstances and such right shall not survive

the [●]

Transferability: – Except with the prior written consent of Ms. Xu

Xiaojie, none of the Shareholders shall sell,

transfer or assign all or any part of or any direct

or indirect interest in any Shares held by each of

them

All of the above rights of the Shareholders will be automatically terminated upon the

[●].
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The following diagram shows our Group structure immediately after the completion of

the investment by Silvapower Investments and Vertex Fund:
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Background of Green Talent, Silvapower Investments and Vertex Fund

Green Talent

Green Talent is a business company with limited liability incorporated in the British

Virgin Islands and is controlled by Greenwoods Bloom Fund, L.P., an Independent Third Party.

Silvapower Investments

Silvapower Investments is a limited liability company incorporated in the British Virgin

Islands and its principal activities are equity investments. Silvapower Investments is

beneficially owned by four Independent Third Parties and is controlled by Mr. Zhu Zhiwei.

Vertex Fund

Vertex Fund is incorporated in Singapore and its principal activities are equity

investments in companies with disruptive, emerging and high growth opportunities,

primarily in Asia. Vertex Fund is associated with Temasek Holdings (Private) Limited, an

investment company based in Singapore and an Independent Third Party.
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Second Round Acquisition of Beijing Phoenix

On June 25, 2013, Phoenix International acquired a total of 69.98% of the equity

interest of Beijing Phoenix from its shareholders (except for Star Target), including 40.58%

equity interest from Beijing Wantong, 25.95% equity interest from Ms. Liu Xing and 3.45%

equity interest from Beijing Nuopu. The consideration of RMB350.0 million was based on an

independent valuation of Beijing Phoenix conducted by a professional valuer on April 23,

2013. The acquisition was funded with proceeds from investments in our Company made by

Green Talent, Silvapower Investments and Vertex Fund. The consideration was paid in full by

Phoenix International as of July 17, 2013. This acquisition made by Phoenix International was

approved by Beijing MOFCOM on June 24, 2013. Beijing Phoenix obtained the updated

business license from Beijing SAIC and became a wholly foreign-owned company on June 25,

2013. After the completion of this acquisition, Phoenix International and Star Target held

69.98% and 30.02%, respectively, of the equity interest of Beijing Phoenix. The following

diagram shows our Group structure immediately after the acquisition:

100.00%

100.00% 

Beijing Phoenix

Phoenix International

100.00% 100.00% 100.00% 80.00%1 

Speed Key
Limited

Hyde International
Investment

Limited

Our Company 

Jian Gong
Hospital

 
Beijing

Wanrong
Beijing

Jiayi
Beijing
Easylife

Easylife
Technology
and Trade

100.00% 

Unison Champ

Onshore 

Offshore 

Senmart
Investments

Exalt
Great Limited 

11.46% 50.99% 26.82% 3.54% 

100.00%

100.00% 

Star Target 
 

Green Talent

Pinyu Limited

30.02%

Silvapower
Investments

6.10% 

69.98%
 

Vertex
Fund

1.09% 

Ms. Xu
Xiaojie

100.00% 

1 Beijing Phoenix once transferred 10.00% of the equity interest of Jian Gong Hospital to Beijing Wantong on

April 19, 2013, and repurchased such equity interest from Beijing Wantong on August 27, 2013. For more

details, see “— Transfer and Repurchase of 10% of the Equity Interest of Jian Gong Hospital by Beijing

Phoenix”. The remaining 20.00% of the equity interest of Jian Gong Hospital was held by Beijing Construction

Engineering Group, an Independent Third Party.
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Acquisition of Pinyu Limited by Unison Champ

On July 2, 2013, Unison Champ acquired 100.00% of the equity interest of Pinyu Limited

from Green Talent, and in exchange, our Company issued 14,680,000 Shares to Green Talent.

The consideration of issuance of these Shares to Green Talent was determined based on arm’s

length negotiations having regard to the appraised value of the equity interest of Beijing

Phoenix held by Pinyu Limited, which was equal to RMB150.0 million.
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OVERVIEW

We are the largest private hospital group in China as measured by the number of beds

in operation and patient visits at our in-network hospitals and clinics in 2012, according to

the Frost & Sullivan Report. Our in-network hospitals and clinics offer a full spectrum of

healthcare services from primary preventive care to acute care and post-operative

rehabilitation. All of our in-network hospitals and clinics are strategically located in Beijing,

one of the largest healthcare markets in China, according to the Frost & Sullivan Report. We

own Jian Gong Hospital and manage the following IOT hospitals and clinics: Yan Hua

Hospital Group, Mentougou Hospital, Jing Mei Hospital Group and Mentougou Traditional

Chinese Medicine Hospital. As of June 30, 2013, our hospital network consisted of 11 general

hospitals, one traditional Chinese medicine hospital and 28 community clinics, with a total of

3,213 beds in operation.

We derive revenue from our in-network hospitals and clinics via three sources: (i)

general hospital services provided at Jian Gong Hospital, (ii) hospital management services

where we manage and collect management fees from our IOT hospitals and clinics, and (iii)

supply chain business where we supply pharmaceuticals, medical devices and medical

consumables to our in-network hospitals and clinics.

As an early entrant to China’s public hospital reform, we have accumulated extensive

and valuable experience in working with hospital owners, regulators and other key

stakeholders in China’s healthcare services industry. Ms. Xu Jie, our Founder and a

Controlling Shareholder, participated in the reform of Jian Gong Hospital to acquire its

majority equity interest in 2000, which was the first privatization of an SOE-owned hospital

in Beijing. In 2010, we began to manage Mentougou Hospital, which was the first

government-owned hospital in Beijing to outsource its management through a PPP.

Leveraging our successful track record in public hospital reform, we have used the IOT

model to significantly expand our hospital network. During the [●], we added nine general

hospitals, one traditional Chinese medicine hospital and 11 community clinics, with a total of

2,110 beds in operation, to our network through the IOT model. Under the IOT model, we

agree to make a fixed investment to improve the medical facilities as well as clinical services

of a hospital in exchange for the right to manage and operate that hospital and we receive

performance-based management fees and the ability to supply pharmaceuticals, medical

devices and medical consumables for a period ranging from 19 to 48 years. If the relevant IOT

agreements are not renewed or extended after such period, the management rights will be

transferred back to the hospital owner. As compared to acquiring public hospitals, the IOT

model generally allows us to manage and operate hospitals with much less investment.

Moreover, the IOT model does not change the public, not-for-profit nature of these public

hospitals and is therefore preferred by such public hospital owners.

The rapid growth of our hospital network during the [●] has led to the growth of our

supply chain business. As a result of our management rights over in-network hospitals and

clinics, we are able to control, consolidate and manage the procurement needs of these

hospitals and clinics. In particular, our supply chain business consolidates the procurement

needs of the in-network hospitals and clinics to obtain volume discounts from our suppliers.

Therefore, we are able to generate supply chain business revenue by selling pharmaceuticals,

medical devices and medical consumables to our in-network hospitals and clinics. We either

purchase pharmaceuticals, medical devices and medical consumables from suppliers for

resale to our in-network hospitals, or arrange for our in-network hospitals to purchase these

items directly from suppliers. Our supply chain business primarily serves our in-network

hospitals and generally does not supply other third-party hospitals.

BUSINESS
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Our model of operating a network of geographically concentrated hospitals rather than

a single hospital creates economies of scale and additional synergies, which has led to better

healthcare service quality, resource sharing, operating efficiency and profitability. The

performance of all of our IOT hospitals and clinics, as measured by total patient visits and

ALOS, has generally improved since the first full year of our management. Under our

management, Jian Gong Hospital and Yan Hua Hospital received JCI accreditation in 2010. As

of June 30, 2013, Jian Gong Hospital and Yan Hua Hospital were two out of the only three

hospitals in Beijing that had received such accreditation. This further enhances our

reputation for clinical excellence and helps us to attract additional patients as well as

experienced doctors and other medical professionals.

We grew significantly during the [●]. Our in-network hospitals and clinics increased

from two general hospitals and 17 community clinics, with a total of 1,103 beds in operation,

as of January 1, 2010 to 11 general hospitals, one traditional Chinese medicine hospital and

28 community clinics, with a total of 3,213 beds in operation, as of June 30, 2013. Our

revenue increased from RMB394.1 million in 2010 to RMB509.5 million in 2011 and to

RMB758.0 million in 2012, representing a CAGR of 38.7%, and increased by 30.5% from

RMB321.5 million in the six months ended June 30, 2012 to RMB419.7 million in the six

months ended June 30, 2013. Our net profit also increased from RMB49.0 million in 2010 to

RMB58.5 million in 2011 and to RMB110.7 million in 2012, representing a CAGR of 50.3%,

and increased by 12.9% from RMB46.4 million in the six months ended June 30, 2012 to

RMB52.4 million in the six months ended June 30, 2013.

OUR COMPETITIVE STRENGTHS

Largest Private Hospital Group in China

We are the largest private hospital group in China as measured by the number of beds

in operation and patient visits at our in-network hospitals and clinics in 2012, according to

the Frost & Sullivan Report. We managed and operated, through direct ownership or the IOT

model, a network of 11 general hospitals, one traditional Chinese medicine hospital and 28

community clinics with a total of 3,213 beds in operation as of June 30, 2013. Among these

hospitals, Yan Hua Hospital and Jing Mei Hospital are Grade III hospitals, the highest grade

for hospitals in China and the only Grade III hospitals in their respective administrative

districts. Jian Gong Hospital, Mentougou Hospital and Mentougou Traditional Chinese

Medicine Hospital are Grade II hospitals. Our in-network hospitals and clinics had a total of

over three million patient visits in 2012.

Because our healthcare network consists primarily of general hospitals, we offer a full

spectrum of healthcare services from primary preventive care to acute care and post-

operative rehabilitation. Our large scale and comprehensive clinical service offerings have

enabled us to attract and retain patients, generate synergies across our Group and enhance

our operational efficiency. Our broad platform also enables us to promote Group-wide best

practices and attract experienced doctors and medical staff, which in turn helps our

in-network hospitals and clinics provide better healthcare services to patients.

We expanded our hospital network with less investment amounts through the IOT

model than through acquisitions of public hospitals. During the [●], we added nine general

hospitals, one traditional Chinese medicine hospital and 11 community clinics with a total of

2,110 beds in operation to our network through the IOT model. We believe that our

experience and successful track record in operating hospitals under various ownership and

management structures will support our future expansion and strengthen our leading

position as the largest private hospital group in China.
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First-Mover Advantage Positioning Us to Capture Growth Opportunities in China’s Public

Hospital Reform

As an early entrant to China’s public hospital reform, we have accumulated extensive

experience in working with public hospital owners, regulators and other key stakeholders when

participating in different reform methods, including privatization and PPP. Ms. Xu Jie, our

Founder and a Controlling Shareholder, participated in the reformation of Jian Gong Hospital to

acquire its majority stake in 2000, which was the first privatization of a SOE-owned hospital in

Beijing. In 2010, we began to manage Mentougou Hospital, which was the first government-

owned hospital in Beijing to outsource its management through a PPP.

We believe that we are better positioned to identify and capture public hospital reform

opportunities than new market entrants. We believe that our successful track record and

experience in hospital reform provide us with a first-mover advantage given the limited

number of precedents in China’s public hospital reform. For example, the government of

Beijing published the “Certain Policies on Further Encouraging and Guiding Private Capital

to Invest in Medical Institutions” (關於進一步鼓勵和引導社會資本舉辦醫療機構若干政策) in 2012,

which encourages and provides guidance with regard to private investments wanting to

participate in the public hospital reform in Beijing. This guidance expressed a preference for

reputable private sector partners that have extensive hospital operational experience and a

successful track record in participating in public hospital reform. Such preference provides

experienced private hospital groups like us with a significant competitive advantage.

Public hospital reform and private sector investments in hospitals, a key part of the

ongoing healthcare reform in China, have provided and will continue to provide us with

significant growth opportunities. China’s 12th Five-Year Plan aims to increase the proportion

of beds in private hospitals from 13% of total beds in 2010 to 20% of total beds by 2015. The

PRC government selected 17 cities, including Beijing, to pilot public hospital reform. In the

long term, the Frost & Sullivan Report predicts that more private healthcare service groups

like us are expected to manage public hospitals to improve operations and efficiency when

PRC government seeks to privatize more public hospitals.

Innovative Business Model Capturing Multiple Parts of the Value Chain and Realizing

Synergies

We believe that our innovative business model enables us to capture multiple parts of

the healthcare value chain while realizing synergies in terms of resource utilization,

healthcare quality enhancement, cost reduction and profitability improvement. We create

value primarily through the following measures:

• Maximizing the value chain of healthcare services. We identify key parts in the

healthcare services value chain and transform them into individual commercial

units. We have successfully implemented this strategy to establish our supply chain

business and Phoenix VIP Services. In the case of supply chain business, we

aggregate the procurement needs of our in-network hospitals for pharmaceuticals,

medical devices and medical consumables and negotiate for volume discounts with

suppliers. We then sell such products to the hospitals managed by us to generate

revenue and profits.
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• Standardizing practices and information technology system at the Group level. We

adopt Group-wide practices and standardize the use of advanced information

technology in our hospital operations. For example, under our management, Jian

Gong Hospital and Yan Hua Hospital received JCI accreditation in 2010 after we

implemented our management system and standards. As of June 30, 2013, they

were the two out of the only three hospitals in Beijing that had received such

accreditation. In addition, our in-network hospitals use a comprehensive suite of

software to improve operational efficiency, such as Hospital Information System

(HIS), Picture Archiving and Communications System (PACS), Laboratory

Information System (LIS) and Social Insurance System (SIS), to assist with the

management of patient records, billing history, human resources and other

functions.

• Resource sharing. We share human resources and medical knowledge across our

hospital network. For example, specialists and seasoned doctors can be rotated

within our in-network hospitals through a doctor sharing mechanism (多點執業)

which could improve our operational efficiency, enhance our reputation and

attract talents by offering them the opportunity to be exposed to a broader

patient base in the largest private hospital group in China. We also organize

training events to share the latest medical development and know-how among our

in-network doctors.

The service quality and operational efficiency of our in-network hospitals have

improved under our management. The performance of all of our IOT hospitals and clinics, as

measured by total patient visits and ALOS, improved in the first full year of our management.

For example, with respect to Mentougou Hospital, (a) total patient visits increased by more

than 40% two years after we took over its management, (b) the ALOS decreased from 15.5

days when we took over its management in 2010 to 12.1 days in the six months ended June

30, 2013, and (c) the number of surgeries performed increased from 1,334 in 2010 to 2,642

in 2012, of which Grade IV operations, the operations performed with highest risk and

technical difficulty, increased from 87 in 2010 to 172 in 2012.

Strategic Focus on Beijing, the Largest Healthcare Market in China

We have strategically established our hospital network in Beijing, one of the largest and

fastest-growing healthcare markets in China, according to the Frost & Sullivan Report. There

were 84 Grade III hospitals, 147 Grade II hospitals, over 92,600 hospital beds and

approximately 135 million patient visits in Beijing as of 2012, according to the Frost &

Sullivan Report. Among all cities in China, Beijing is ranked first in terms of number of Grade

III hospitals, number of hospital beds and number of patient visits. A substantial majority of

these hospitals are public hospitals owned by local governments or large SOEs. According to

the Frost & Sullivan Report, total healthcare services market in Beijing grew at a CAGR of

17.8% from RMB59.4 billion in 2008 to RMB114.4 billion in 2012 and is expected to further

grow to RMB222.3 billion in 2017 at a CAGR of 14.2% between 2012 and 2017. In 2011,

healthcare spending per capita in Beijing was RMB4,826, which was much higher than the

national average, according to the Frost & Sullivan Report.
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Moreover, according to the Frost & Sullivan Report, hospitals in Beijing are generally

perceived by patients as offering the highest-quality healthcare services in China, which

helps attract a sizable number of non-resident patients to Beijing. From 2010 to 2012,

non-resident inpatients and non-resident outpatients respectively accounted for

approximately 50% and 33% of total inpatients and outpatients treated by Grade III

hospitals in Beijing. In addition, many practicing medical experts and medical schools are

located in Beijing, providing a larger talent pool than other areas in China. Such experts and

key opinion leaders play an important role in the development of medical technology, new

insurance guidelines and overall healthcare policies.

Furthermore, as the nation’s capital and one of the 17 cities to pilot the healthcare

reform in China, Beijing’s initiatives have high precedential value. We believe that our

experience and success in participating in the Beijing’s healthcare reform have better

enabled us to capture additional opportunities in the healthcare services industry in Beijing,

which aims to increase the proportion of private hospitals beds from 13% in 2010 to 20% of

total hospital beds in 2015.

Experienced Management Team and Professional Experts

Our core management team is comprised of a group of seasoned professionals with an

in-depth understanding of the healthcare market in China. Their diverse industry experience,

innovative vision and strong execution capabilities have enabled us to achieve robust growth

and profitability. Many members of our hospital managers are also renowned doctors, which

provides us with in-depth knowledge of the intricacies of hospital operations as well as

experience in working with doctors and other medical professionals. We believe that our

senior management team has been and will continue to be crucial to the success of our

business and will continually adhere to our corporate value of caring, innovation,

perseverance and sharing.

Our in-network hospitals have built a strong team of doctors and medical staff,

including 81 chief doctors (主任醫師), 229 associate-chief doctors (副主任醫師), 488 attending

doctors (主治醫師) and 403 resident doctors (住院醫生) as of June 30, 2013. Our medical staff

team is able to provide quality healthcare services to patients, which helps to attract more

patients and improve the performance of our in-network hospitals.

OUR STRATEGIES

Our goal is to become the leading hospital group in Asia, offering patients high quality

and cost-effective healthcare services and facilitating the development of China’s healthcare

service industry. To accomplish this goal, we plan to implement the following strategies:

Strengthen Market Leadership by Continuing to Expand Our Network of Hospitals and

Clinics

Leveraging our successful experience and track record and favorable government

policies, we intend to strengthen our market leadership by continuing to expand our

hospital network. We plan to privatize or enter into IOT agreements with public hospitals in

Beijing to capture the opportunities arising from public hospital reform. China’s highly

fragmented healthcare services market offers a significant opportunity to expand our

presence in Beijing and into other selected new markets. To increase economies of scale and

to leverage our existing capabilities, expertise and reputation, we strategically target Grade
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II and Grade III general hospitals in all districts in Beijing that are Medical Insurance

Designated Medical Institutions and have more than 300 beds in operation. As of 2012, there

were 84 Grade III and 147 Grade II hospitals in Beijing, according to the Frost & Sullivan

Report. When negotiating the potential acquisition or PPP terms with hospital owners, we

consider the following key factors: current financial and operating performance of the

hospital, initial investment amount required to improve hospital infrastructure and quality

of healthcare services, ongoing operating expenses and capital expenditures, and potential

return primarily from management fees and supply chain business revenue perspectives. For

more details, see “Financial Information — Capital Expenditures”. When appropriate, we

also plan to expand our business to other areas with relatively less developed healthcare

services and strong growth potential, including Hebei, Shandong, Shanxi, Henan and Hubei;

however, we did not have any specific target for acquisition or PPP opportunity as of the [●].

Further Centralize Key Functionalities and Standardize the Operations of In-network

Hospitals and Provide Such Services to Other Hospitals

We plan to further improve our efficiency by centralizing functionalities at the Group

level and standardize the operations of our in-network hospitals. These measures include:

• further aggregating the sourcing and procurement of pharmaceuticals, medical

devices and medical consumables, which has played a significant role in improving

the quality and efficiency of our healthcare services;

• further standardizing our information technology system at the Group level by

adopting a unified information technology system to streamline our purchases of

pharmaceuticals, medical devices and medical consumables through an Enterprise

Resource Planning System (ERPS), which is currently under development and is

expected to provide us with access to financial, human resources, inventory, and

other critical information of our in-network hospitals on a real-time basis; and

• further centralizing certain specialized medical functions among our in-network

hospitals and clinics, such as establishing a central diagnosis and testing center, and

other ancillary services, such as laundry, hospital sanitation services and

convenience stores, on the premises of our in-network hospitals and clinics.

We believe these measures will help us improve operating efficiency, lower costs and

expenses, minimize operational risks, increase revenue sources and deepen relationships

with our IOT partners. For more details, see “Financial Information — Capital Expenditures”.

Leveraging our extensive experience in managing and operating hospitals, we also plan to

seek suitable opportunities to provide these services to other hospitals that want to

outsource such operations. Providing other hospitals with ancillary operations will help us

diversify our customers, business segments and revenue streams.
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Further Improve the Quality of Healthcare Services Provided by Our In-network Hospitals

and Clinics

We intend to continue focusing on improving the quality of our healthcare services and

patient satisfaction. We plan to attract more experienced doctors and medical personnel and

share Group-wide best practices and knowledge among our in-network hospitals. We plan to

have each of our in-network hospitals focus on developing acute care and selected specialty

departments, such as cardiology, oncology and neurology. We also plan to obtain additional

JCI or other similar accreditation for our in-network hospitals to enhance our reputation. In

addition, we have been making investments to upgrade the medical facilities and equipment

of our in-network hospitals and clinics. We believe that improving healthcare services

provided by our in-network hospitals is critical to staying competitive in their respective

markets.

Expand Premium Healthcare Services for High-end Patients

We intend to leverage our reputation as a quality healthcare service provider and our

JCI accreditation to continue developing premium healthcare services. We provide premium

healthcare services through our “Phoenix Easylife Club” (鳳凰益生會) to patients who are

willing to pay a higher price for premium healthcare services. Unlike public not-for-profit

hospitals, which are restricted from providing VIP services by the PRC government, our Jian

Gong Hospital, as a private for-profit hospital, may freely provide premium high margin

healthcare services to patients.

We also anticipate strong growth in China’s medical tourism market, driven by price

competitiveness, increasing acceptance of China as a medical tourism destination, and some

overseas patients’ desire to explore traditional Chinese medical treatment. We currently

provide medical tourism services for overseas patients who are covered by international

insurance companies. Strategically located in Beijing, the national medical center of China,

we believe we are well-positioned to take advantage of anticipated growth in China’s

medical tourism market.

OUR BUSINESS MODEL

Our innovative business model allows us to capture multiple parts of the value chain and

to unify the management and service standards throughout our network of hospitals and

clinics in order to increase efficiency, and diversify our revenue sources. We generate revenue

from (i) general hospital services provided at Jian Gong Hospital, (ii) hospital management

services where we manage and collect management fees from our IOT hospitals and clinics,

and (iii) supply chain business where we supply pharmaceuticals, medical devices and medical

consumables to our in-network hospitals and clinics. We believe that we are able to replicate

this innovative business model as we expand our hospital network.

General Hospital Business

We generate revenue from provision of general healthcare services and our Phoenix VIP

Services at Jian Gong Hospital. We own 80% equity interest in Jian Gong Hospital, which is

the only hospital we operate through direct equity interest ownership. Jian Gong Hospital

was also the first public hospital in Beijing owned by an SOE to undergo privatization. Jian

Gong Hospital is a for-profit Grade II general hospital and, according to the Frost & Sullivan

Report, is the largest for-profit hospital in Beijing in terms of revenue in 2012. It offers
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medical diagnosis and treatment and preventive care, provides medical research and

instruction and, as of June 30, 2013, had 34 clinical departments and centers, including

endocrinology, cardiovascular, orthopedic, neurology, urology surgery, thoracic surgery,

gynecology and obstetrics, pediatrics, gastroenterology, ICU and rehabilitation medicine. For

more details, see “— Our Hospital Network — Jian Gong Hospital”.

Managing Jian Gong Hospital allows us to accumulate valuable experience in hospital

management and apply such experience to IOT hospitals and clinics. This enables us to

improve the performance of IOT hospitals and clinics in a relatively short period of time. In

2010, 2011, 2012 and the six months ended June 30, 2013, we generated revenue of

RMB288.4 million, RMB324.0 million, RMB403.1 million and RMB214.7 million from our

general hospital business, respectively, representing 73.2%, 63.6%, 53.2% and 51.2% of our

total revenue in the corresponding period. Segment results of our general hospital services

were RMB38.6 million, RMB41.2 million, RMB40.8 million and RMB16.3 million in 2010, 2011,

2012 and the six months ended June 30, 2013, respectively, representing 56.8%, 42.2%,

23.9% and 19.6% of the total segment results in the corresponding period, respectively. For

the definition of our segment results, see “Financial Information — Description of

Components of Results of Operations — Segment Results”.

Hospital Management Business

We manage and operate, and receive management fees from our IOT hospitals and

clinics. Our IOT hospitals and clinics include Yan Hua Hospital Group, Mentougou Hospital,

Jing Mei Hospital Group and Mentougou Traditional Chinese Medicine Hospital. As of June

30, 2013, our IOT hospitals and clinics consisted of 10 general hospitals, one traditional

Chinese medicine hospital and 28 community clinics. Under the IOT model, we agree to make

a fixed investment to improve the medical facilities and clinical services of a hospital in

exchange for the right to manage and operate the hospital and receive performance-based

management fees for a period ranging from 19 to 48 years. Some hospitals are required to

repay our investment in annual installments over the tenure of IOT agreement. We typically

have the right to appoint key senior managers, such as the chief operating officer and the

chief financial officer, and the right to recommend or appoint hospital administrators at the

IOT hospitals. For more details regarding the major terms of each IOT agreement, see “— Our

Hospital Network”.

Pursuant to our IOT agreements, we are entitled to receive management fees, typically

calculated based on a percentage of the annual hospital revenue and/or net income before

tax (收支結餘) with certain adjustments and limitations primarily relating to the IOT hospitals’

net income before tax (收支結餘). In 2010, 2011, 2012 and the six months ended June 30, 2013,

we generated aggregate management fees of RMB16.3 million, RMB19.4 million, RMB40.3

million and RMB9.9 million, respectively, representing 4.1%, 3.8%, 5.3% and 2.4% of our

revenue in the corresponding period. Segment results of our hospital management services

were RMB13.9 million, RMB19.3 million, RMB26.6 million and RMB2.5 million in 2010, 2011,

2012 and the six months ended June 30, 2013, respectively, representing 20.4%, 19.7%,

15.6% and 3.0% of the total segment results in the corresponding periods. For more details,

see “Financial Information — Results of Operations — Six Months Ended June 30, 2013 and

June 30, 2012”.
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Public hospital reform in China provides us with opportunities to grow our hospital

network. As an early entrant to China’s public hospital reform, we are visited and consulted

by public hospital owners and regulators from time to time and may identify growth

opportunities through these exchanges. These meetings and visits also serve as a platform for

us to promote our hospital management skills, the IOT model and our successful public

hospital reform track record. Once we identify a suitable target, we would discuss the

specific terms of our involvement with its owner. These negotiations are usually conducted

on a private, arm’s-length basis, subject to the approval of local regulators.

As advised by our PRC legal adviser, all of our IOT agreements are valid, legally binding

and enforceable, and does not violate any PRC laws, rules or regulations.

Supply Chain Business

Our supply chain business centralizes the procurement functions of all our in-network

hospitals and clinics, and coordinates and manages the procurement and logistics of

pharmaceuticals, medical devices, medical consumables and equipment on a Group basis.

Therefore, we are able to generate supply chain business revenue by selling pharmaceuticals,

medical devices and medical consumables to our in-network hospitals and clinics.

We derive a significant portion of our revenue and profit from procuring

pharmaceuticals, medical devices and medical consumables from suppliers at the negotiated

prices and selling them to our in-network hospitals and clinics at the “bidding price” or other

price ceilings set by the local government authority. Under the terms of our IOT agreements,

we have the right to manage the relevant hospitals. As a result, we are able to control,

consolidate and manage the procurement of these hospitals and clinics, including causing

these hospitals and clinics to procure pharmaceuticals, medical devices and medical

consumables from our supply chain business. Our procurement services also include

arranging for our in-network hospitals and clinics to purchase directly from suppliers

arranged by us. For more details, see “— Supply Chain Business — Group Procurement” and

“— Price Control and Pricing”. As a result, the growth of our supply chain business is largely

tied to the combined demand of our in-network hospitals and clinics, which are primarily

driven by the expansion of our hospital network and the increase in patient visits at our

in-network hospitals and clinics. In addition, we negotiate volume discounts and payment

terms with our suppliers based on the combined procurement volume of all in-network

hospitals and clinics, which also enable us to obtain higher discounts and better payment

terms from our suppliers than our individual in-network hospital would have been able to.

Doctors at our in-network hospitals and clinics usually prescribe pharmaceuticals from

inventory maintained at the respective hospital.

Procurement process

We adopt a standardized procurement procedure for all of our in-network hospitals and

at the Group level. Each of our in-network hospitals consolidates and regularly reports its

pharmaceuticals, medical devices and medical consumables and equipment needs to our

centralized procurement management team. The hospital makes its own independent

judgment as to what types of pharmaceuticals, medical devices and medical consumables, or

equipment to purchase.
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After reviewing the requests, the hospital procurement manager submits the request to

our procurement management team. The procurement management team of our supply

chain business consolidates the relevant information from every hospital and develops a

master procurement list for all of our in-network hospitals. Consolidating the procurement

requests of each of our in-network hospitals and clinics makes the procurement process more

efficient, cost-effective and simple. The standardized procurement procedures are also easier

to follow compared to the ad hoc procurement practices employed by each of our in-network

hospitals before we started managing them.

As of June 30, 2013, our centralized procurement management at the Group level has

a department of 26 dedicated procurement staff and professionals who manage each stage

of the procurement process, including contracting, purchasing, and inventory management.

Group procurement

We negotiate for the procurement of our in-network hospitals and clinics with suppliers

based on the combined procurement volume at the Group level. By consolidating the

procurement needs of our in-network hospitals and clinics, we are able to leverage our

collective purchasing power in contract negotiations with pharmaceutical distributors as well

as medical device manufacturers and distributors. For specific purchases, we either purchase

pharmaceuticals, medical devices and medical consumables and resell the same to our

in-network hospitals, or have our in-network hospitals purchase directly from suppliers

arranged by us. For more details, see “— Price Control and Pricing”. If we are not licensed to

sell, certain goods (such as toxic pharmaceuticals, anesthetics, psychotropics and

radiopharmaceuticals), we generally arrange for our in-network hospitals and clinics to

purchase such goods directly from suppliers. Our ability to negotiate volume discounts is

especially effective when we negotiate for the purchase of high-value items, such as medical

equipment. We normally arrange for our in-network hospitals to purchase medical

equipment directly from suppliers after we have negotiated price discounts for them.

We generate a significant portion of revenue from selling pharmaceuticals, medical

devices and medical consumables to our in-network hospitals and clinics. In 2010, 2011, 2012

and the six months ended June 30, 2013, we generated revenue of RMB89.3 million,

RMB166.1 million, RMB314.6 million and RMB195.1 million from our supply chain business,

respectively, representing 22.7%, 32.6%, 41.5% and 46.5% of our total revenue in the

corresponding period. Segment results of our supply chain business were RMB15.5 million,

RMB37.1 million, RMB103.0 million and RMB64.2 million in 2010, 2011, 2012 and the six

months ended June 30, 2013, respectively, representing 22.8%, 38.1%, 60.5% and 77.3% of

the total segment results in the corresponding period.

PRICE CONTROL AND PRICING

The prices of most pharmaceuticals, medical devices and medical consumables in China

sold to medical institutions and to patients are subject to government price and profit

margin controls. When sold to medical institutions in China, the wholesale prices of those

pharmaceuticals, medical devices and medical consumables on the price control list may not

exceed the “bidding prices” or other price ceilings set by the relevant government authority.

The retail prices of most pharmaceuticals sold by medical institutions to patients must adhere

to a fixed 15% profit margin ceiling set by the PRC government. As a result, the retail price

may not exceed 115% of the “bidding price” for most pharmaceuticals. The retail prices of
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medical devices and medical consumables are subject to similar restrictions. For more details,

see “PRC Laws, Rules and Regulations — Laws and Regulations on Pharmaceutical

Distribution — Regulations on Centralized Pharmaceutical Procurement by Medical

Institutions” and “PRC Laws, Rules and Regulations — Regulations on the Supervision over

the Procurement of Medical Consumables”. Consequently, consistent with the industry

practice, our in-network hospitals and clinics generally purchase pharmaceuticals, medical

devices and medical consumables at the “bidding price” to maximize their gross profit from

sale to patients.

Accordingly, our supply chain business purchases pharmaceuticals, medical devices and

medical consumables at the prices we have negotiated with our suppliers and then resell

them to our in-network hospitals and clinics at the “bidding price” set by the government

authorities. The following diagram illustrates our supply chain’s position in the value chain

and the price control (if any) at each part of the value chain:

“bidding price” or other price ceilings

suppliers of 
pharmaceuticals, 
medical devices 

and medical 
consumables

our supply
chain business

our in-network
hospitals and

clinicsnegotiated 
price

“bidding price” 
(or other 

price ceilings)

up to 115% of 
“bidding price”

(or other
price ceilings)

patients

As we further integrate the operations of our in-network hospitals and clinics, we plan

to gradually increase the types of pharmaceuticals, medical devices and medical consumables

that we sell to our in-network hospitals and clinics through our supply chain business. For

more details on the expected impact of further integration on our financial performance, see

“Financial Information — Revenue Mix” and “Financial Information — Description of

Components of Results of Operations — Gross Profit — Supply Chain Business”.

In terms of healthcare service pricing, if a medical institution is a Medical Insurance

Designated Medical Institution (醫保定點醫療機構), it may only charge fees for provision of

healthcare services in accordance with the pricing guidelines set by the relevant local

healthcare administrative authorities. Such pricing guidelines stipulate the range of

healthcare services fees that can be charged for patients covered by public medical insurance

programs. The local healthcare administrative authority, Beijing Municipal Commission of

Development and Reform, last adjusted service fees for ostomy care (造口護理) on August 16,

2010, which was the only healthcare service pricing adjustment during the [●]. For patients

not covered by public medical insurance programs, a medical institution is not subject to such

pricing guidance. Medical institutions without such designation are also not subject to such

pricing restrictions and are entitled to set healthcare services fees based on their cost

structures, market demand and other factors.

In the future, changes in regulations may affect our healthcare service fees and

“bidding price”. For more details, see “Risk Factors — Risk Factors Related to Our Business

and Industry — We derive a significant portion of revenue from our supply chain business,

and its profitability may decline if the PRC government imposes additional price controls on

pharmaceuticals, medical devices and medical consumables”.
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EXPANSION AND MANAGEMENT OF HOSPITAL NETWORK

Sourcing and assessment of potential hospital targets

We systematically review and screen potential hospital targets. We are either

approached by hospital owners as a result of our reputation and track record, or we identify

and initiate contact with hospital owners of potential hospital targets. To increase

economies of scale and to leverage our existing capabilities, expertise and reputation, we

strategically target Grade II and Grade III hospitals that are Medical Insurance Designated

Medical Institutions in all districts in Beijing, and have more than 300 beds in operation. In

China, Grade III hospitals are the largest regional hospitals, typically having more than 500

beds, and Grade II hospitals typically have 101 to 500 beds, providing multiple communities

with integrated healthcare services. For more details on grades of hospitals, see “Industry

Overview — Healthcare Service Market Participants in China — Provider Aspect — Grades of

Hospitals”. We prefer hospitals with a leading market share in its respective areas with large

number of patient visits. When negotiating the potential acquisition or PPP terms with

hospital owners or promoters, we consider the following key factors: current financial and

operating performance of the hospital, initial investment amount required to improve

hospital infrastructure and quality of healthcare services, ongoing operating expenses and

capital expenditures, and potential return primarily from management fee and supply chain

business revenue perspectives. In particular, the initial investment amount under IOT

agreements are calculated with references to investment payback period and/or a certain

target internal rate of return, taking into account certain factors, including the current

revenue, location of the hospital and future growth potential.

As of June 30, 2013, pursuant to the relevant IOT agreements, we made investments

that will not be returned to us for acquisition of the management right of Yan Hua Hospital

and Jing Mei Hospital of RMB72 million and RMB150 million, respectively. During the [●], we

had made repayable investments in the total amount of RMB177 million to our IOT Hospitals

and clinics under IOT agreements. During the [●], we have generated from such investment

in the aggregate of: (i) revenue from hospital management service of RMB85.9 million; (ii)

gross profit from our supply of pharmaceuticals and medical devices and medical

consumables to IOT hospitals and clinics under our supply chain business of RMB131.4

million; and (iii) repayment of our repayable investment amounts to the IOT Hospitals from

the relevant IOT hospitals and clinics, pursuant to the terms of the relevant IOT agreements,

of RMB9.6 million.

Investment in and integration of the hospitals

Once we begin managing a hospital, we invest in and strive to improve its

infrastructure, management and governance. We focus on formulating its development

strategies by taking into account recommendations from the hospital owner. Depending on

the hospital’s needs and available financial resources, we either upgrade existing facilities or

construct new facilities. We also upgrade medical equipment of the hospitals. It is crucial for

us to integrate a new hospital’s management and operations into our hospital network to

realize synergies. We achieve such integration by reviewing each hospital’s annual budget

and forecast, introducing our Group-wide management techniques to such hospital,

establishing an executive committee that makes key operating decisions for hospitals, and

appointing hospital administrators and senior management members to control the day-to-

day hospital operations. By establishing and implementing a performance-based review

procedure and compensation scheme for hospital staff, we actively monitor the
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implementation and effectiveness of our management and strategies. To better integrate a

new hospital into our hospital network, we will usually install our uniform IT and hospital

management systems in each in-network hospital. For more details on how we manage our

in-network hospitals, see “— Unified Management of In-network Hospitals and Clinics”.

Continuous improvement of hospitals

To further realize synergies among our in-network hospitals, we focus on operational

improvement in three main aspects: centralization of functions, quality of healthcare services

and staffing. Centralization of functions at hospitals is an important part of our vision to

improve the quality of healthcare services, including procurement and supply chain

management, logistics and inventory management, and Group-wide IT solutions. We usually

strive to implement the JCI standards for each of our in-network hospitals to improve the

overall quality and safety of healthcare services. We constantly review and adjust the mix and

focus of clinical departments to leverage each hospital’s unique strengths to enhance its

reputation and profile. We focus on attracting and retaining quality hospital administrators

and doctors by, among others, providing ongoing training to our medical staff and aligning

their interest with hospitals’ via performance based compensation scheme.

UNIFIED MANAGEMENT OF IN-NETWORK HOSPITALS AND CLINICS

During and after the integration of a hospital into our hospital network, we always

focus on developing each hospital based on its location and specialties to achieve its

potential. For example, we have established an internal governance committee to better

coordinate and oversee the management teams that we appointed to our IOT hospitals and

clinics in the Mentougou district. In addition, this committee oversees and coordinates the

management and operations of these hospitals and clinics, as well as focuses on

differentiating these hospitals and clinics to reduce unnecessary overlap and competition.

We control Jian Gong Hospital through our majority ownership and control the

day-to-day operations of our IOT hospitals and clinics through our management rights in IOT

hospitals and clinics pursuant to the relevant IOT agreements. Specifically, we manage and

operate our in-network hospitals and clinics through the hospital administrators and senior

management appointed or recommended by us. At the Group level, our Group senior

management reviews and approves annual budgets, quarterly and monthly expense reports

and internal audit reports and periodically meets with hospital administrators. We have also

set up an internal audit department at the Group level to supervise the fulfillment of

relevant development goals and evaluate the operational performance of each hospital.

In addition, we employ our standardized internal performance reviews throughout

these hospitals to effectively evaluate the individual performance of senior officers, doctors,

medical technicians, nurses and administrative staff. We evaluate their performance based

on a range of criteria, such as financial performance, efficiency and safety record.

We allocate resources and make investments in our in-network hospitals and clinics to

support their business growth and operations based on our Group-wide strategy and the

annual budgets of each hospital.
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The operations of our in-network hospitals and clinics are delegated to the hospital

administrator and other senior management at each hospital. The hospital administrator and

other senior management appointed or recommended by us are responsible for the

hospital’s operation and have significant decision-making authority in hospital operations,

including the authority to hire, promote and discipline doctors and other hospital personnel,

to determine the compensation and incentive payments for all hospital staff and to plan and

implement the budget and oversee the implementation of policies established both by the

PRC government and by our Group. We maintain regular discussions with the hospital

administrators to obtain updates on the financial performance and the operations of these

hospitals including reviewing the monthly management accounts of these hospitals as well

as assessing whether the policies and budgets established at the Group level are

implemented as scheduled.

We carefully select, recommend and appoint hospital administrators for each of our

in-network hospitals. They are usually experienced doctors who have strong academic and

professional backgrounds and substantial management experience at hospitals or healthcare

companies. In addition to hospital administrators, we usually appoint other key senior

managers as well. For example, we appointed the chief operating officer, vice hospital

administrator, and the chief financial officer to Jing Mei Hospital Group, which is our largest

in-network hospital in terms of beds in operation and the number of employees as of June

30, 2013. The chief operating officer follows the hospital administrator’s direction and

focuses on hospital’s daily operation and business performance, while the vice hospital

administrator and the chief financial officer focus on the quality of healthcare services and

the financial management, respectively. In order to improve our hospital administrators’ and

other key senior managers’ management skill and unify the core value and culture of our

Group, we provide mandatory trainings on the best practices of our in-network hospitals.

Our model of operating a network of hospitals rather than a single hospital creates

various synergies including resource utilization, quality enhancement, cost reduction and

profitability improvement. The following table sets forth certain operating data of our

in-network hospitals and clinics during the [●]:

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

Number of owned and IOT
hospitals1 . . . . . . . . . . . . . . . . 3 11 12 12 12

Number of IOT clinics1 . . . . . . . 17 28 28 28 28

Number of beds in operation1 . 1,345 2,797 3,194 3,177 3,213

Patient visits (thousands) . . . . . 1,366 2,256 3,050 1,397 1,509

Inpatient visits (thousands) . . 25 42 51 25 27

Outpatient visits

(thousands) . . . . . . . . . . . . . 1,341 2,214 2,999 1,372 1,482

1 The numbers presented are as of the end of the relevant period.
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Segment Revenue by Hospital

The following table sets forth the segment revenue derived from our in-network

hospitals during the [●]:

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

(unaudited)

(in millions of RMB)

Jian Gong Hospital

General hospital services1 . . . 288.4 324.0 403.1 188.6 214.7

Supply chain business2 . . . . . 61.8 98.3 116.4 54.9 53.2

Yan Hua Hospital Group

Hospital management

services . . . . . . . . . . . . . . . . 16.3 18.0 22.6 6.4 1.9

Supply chain business . . . . . . 88.9 158.2 170.6 70.6 81.6

Mentougou Hospital

Hospital management

services3 . . . . . . . . . . . . . . . N/A 1.4 5.4 1.0 2.4

Supply chain business . . . . . . N/A 7.8 31.8 13.7 29.7

Jing Mei Hospital Group

Hospital management

services4 . . . . . . . . . . . . . . . N/A N/A 12.2 5.3 5.6

Supply chain business . . . . . . N/A 0.1 110.0 36.0 77.0

Mentougou Traditional

Chinese Medicine Hospital

Hospital management

services5 . . . . . . . . . . . . . . . N/A N/A N/A N/A —

Supply chain business . . . . . . N/A N/A 2.2 N/A 6.6

1 General hospital services segment revenue also includes revenue generated by our Phoenix VIP services,

carried out through Beijing Easylife, of RMB9.0 million, RMB5.2 million, RMB3.5 million, RMB1.9 million and

RMB1.2 million in 2010, 2011, 2012 and the six months ended June 30, 2012 and June 30, 2013, respectively.

2 Segment revenue from sales to Jian Gong Hospital is recorded as inter-segment revenue and eliminated from

our total revenue.

3 We began managing Mentougou Hospital in August 2010 and started to collect management fees in 2011.

4 We began managing Jing Mei Hospital Group in May 2011 and started to collect management fees in 2012.

5 We began managing Mentougou Traditional Chinese Medicine Hospital in June 2012 and became entitled to

collect management fee in 2013, but did not recognize any during the [●].
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OUR HOSPITAL NETWORK

We currently manage and operate a network of two Grade III hospitals, three Grade II

hospitals, seven Grade I hospitals and 28 community clinics, with a total of 3,213 beds in

operation in Beijing as of June 30, 2013. All of our in-network hospitals and clinics are

located in west and southwest Beijing. Set out below is an illustration of the location of our

in-network hospitals and clinics:

Central Districts Suburb Districts

Beijing

Xicheng

Mentougou

Daxing 

ongcheng

Chaoyang
Shij shan

idian

Jian Gong 
Hospital

Jing Mei 
Hospital 
Group

ougougougoooooouuuuu S

Mentougou TCM 
Hospital

Yan Hua
Hospital Group

Shhhhhhhhhhhiiiiiiiiiiiiiijjjjjjjjjjjjj

Fangshan

Yanqing

Huairou

Miyun

Pinggu

Shunyi
Changping

Tongzhou

Fengtai

Mentougou 
Hospital
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The following table sets forth certain key information of our in-network hospitals for

the periods indicated:

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

Jian Gong Hospital

Outpatient (thousands) . . . . . 384.6 462.6 597.9 265.7 308.2

Inpatient (thousands) . . . . . . 8.4 9.6 11.5 5.6 5.5

Average spending per

outpatient visit (RMB) . . . . . . 432 415 417 403 431

Healthcare services . . . . . . . 143 154 177 166 176

Pharmaceuticals . . . . . . . . . 289 261 239 237 255

Average spending per

inpatient visit (RMB) . . . . . . . 12,961 12,382 13,127 13,645 14,788

Healthcare services . . . . . . . 8,447 8,049 8,277 8,564 9,365

Pharmaceuticals . . . . . . . . . 4,514 4,333 4,849 5,080 5,423

Yan Hua Hospital Group

Outpatient (thousands) . . . . . 614.8 701.5 778.1 350.9 388.0

Inpatient (thousands) . . . . . . 12.4 12.5 13.5 6.4 6.8

Average spending per

outpatient visit (RMB) . . . . . . 386 398 423 404 456

Healthcare services . . . . . . . 108 101 104 95 105

Pharmaceuticals . . . . . . . . . 278 297 319 309 350

Average spending per

inpatient visit (RMB) . . . . . . . 12,448 12,925 14,230 14,249 14,996

Healthcare services . . . . . . . 7,000 7,316 7,729 7,955 7,811

Pharmaceuticals . . . . . . . . . 5,448 5,609 6,501 6,294 7,184

Mentougou Hospital

Outpatient (thousands) . . . . . 341.6 374.8 482.1 218.0 249.3

Inpatient (thousands) . . . . . . 4.6 5.5 8.8 4.0 4.6

Average spending per

outpatient visit (RMB) . . . . . . 245 276 312 284 342

Healthcare services . . . . . . . 88 101 116 105 112

Pharmaceuticals . . . . . . . . . 158 175 196 179 230

Average spending per

inpatient visit (RMB) . . . . . . . 13,079 12,109 13,110 12,189 14,160

Healthcare services . . . . . . . 7,945 7,613 8,043 7,912 8,776

Pharmaceuticals . . . . . . . . . 5,134 4,496 5,067 4,278 5,384

Jing Mei Hospital Group

Outpatient (thousands) . . . . . 518.7 675.0 791.3 366.4 371.6

Inpatient (thousands) . . . . . . 12.2 14.8 16.3 7.8 9.1

Average spending per

outpatient visit (RMB) . . . . . . 312 313 332 340 420

Healthcare services . . . . . . . 85 86 101 99 116

Pharmaceuticals . . . . . . . . . 227 227 231 240 305
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Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

Average spending per
inpatient visit (RMB) . . . . . . . 18,998 17,396 17,823 18,205 17,856

Healthcare services . . . . . . . 10,646 10,361 11,278 11,440 11,232

Pharmaceuticals . . . . . . . . . 8,352 7,035 6,546 6,765 6,625

Mentougou Traditional

Chinese Medicine Hospital

Outpatient (thousands) . . . . . 271.5 320.0 349.0 170.9 165.0

Inpatient (thousands) . . . . . . 1.8 1.7 1.2 0.9 0.5

Average spending per

outpatient visit (RMB) . . . . . . 260 258 259 251 295

Healthcare services . . . . . . . 53 49 43 45 48

Pharmaceuticals . . . . . . . . . 207 209 216 206 247

Average spending per

inpatient visit (RMB) . . . . . . . 9,934 9,715 8,843 8,307 8,818

Healthcare services . . . . . . . 4,445 4,810 4,333 4,094 4,572

Pharmaceuticals . . . . . . . . . 5,489 4,905 4,511 4,213 4,246

For detailed information of each of our in-network hospitals, see the disclosure relating
to each hospital in this section.

The hospitals under our management include the following:

Jian Gong Hospital

We own 80% equity interest in Jian Gong Hospital, which is the only hospital we
operate through direct equity interest ownership. Jian Gong Hospital was the first public
hospital in Beijing owned by an SOE to undergo privatization. For more details, see “History
and Reorganization — Acquisition of Jian Gong Hospital” and “History and Reorganization
— The Reorganization — Transfer and Repurchase of 10% of the Equity Interest of Jian Gong
Hospital by Beijing Phoenix”.

Jian Gong Hospital is a for-profit Grade II general hospital and, according to the Frost
& Sullivan Report, is the largest for-profit hospital in Beijing in terms of revenue in 2012. It
offers medical diagnosis and treatment and preventive care, provides medical research and
instruction and, as of June 30, 2013 had 34 clinical departments and centers, including
endocrinology, cardiovascular, orthopedic, neurology, urology surgery, thoracic surgery,
gynecology and obstetrics, pediatrics, gastroenterology, ICU and rehabilitation medicine.

Jian Gong Hospital underwent a rigorous accreditation process and was certified as a JCI
hospital in 2010, becoming the eighth JCI accredited general hospital in China, and the third
privately-operated hospital in Beijing to receive such accreditation. It also obtained the
ISO9001 international quality standard certification in 2003. Jian Gong Hospital is one of the
19 Class A Medical Insurance Designated Medical Institutions in Beijing. This qualification
allows patients to obtain medical treatment under public medical insurance programs
without pre-approval from medical insurers. As of June 30, 2013, Jian Gong Hospital had 764
employees, including 219 doctors and 386 other medical professionals, and 400 beds in
operation. The 219 doctors of Jian Gong Hospital consisted of 19 chief doctors, 54
associate-chief doctors, 82 attending doctors and 64 were resident doctors. Other medical
professionals include nurses and medical technicians.
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To diversify our healthcare service offerings and explore alternative revenue sources,

Jian Gong Hospital also offers our Phoenix VIP services through “Phoenix Easylife Club” (鳳
凰益生會) to patients who are willing to pay a higher price for premium healthcare services.

We also receive and treat patients from overseas, who seek medical treatment in China for

a variety of reasons, such as more expensive medical care in their home countries and a desire

to explore traditional Chinese medicine. We usually receive and treat such overseas patients

under arrangements with international insurance companies, such as AXA Assistance and

ERV China. Prices for such services are generally set by us, taking into account global market

demand for services, as the healthcare service fees paid by the international insurance

companies are not subject to price controls in China. We plan to grow our premium

healthcare services by expanding the pool of eligible overseas patients and the list of medical

insurance providers that we accept, and we are currently discussing partnership

opportunities with additional international medical insurance companies.

To provide 24-hour, high quality care for our patients, we allow independent caregiver

service providers to offer their caring and accompany services to patients at Jian Gong

Hospital, such as assistance in food feeding and laundry for patient personal clothes. We

select and review caregiver service providers primarily based on their reputation, service

quality and business arrangement. From 2009 to 2011, Jian Gong Hospital had allowed a

caregiver service provider, Beijing Jinmengtai Service Co., Ltd. (北京金萌泰勞務服務有限公司 or

“Jinmengtai”) to provide caregiver services at Jian Gong Hospital. Upon the expiry of our

agreement with Jinmengtai, Jian Gong Hospital entered into a one-year agreement with

another caregiver service provider, Beijing Yixin Sincere Service Co., Ltd. (北京易欣誠摯勞務服
務有限公司 or “Yixin”), in May 2012 and extended that agreement for another year until April

30, 2014. Pursuant to the contract with Yixin, Yixin provides 24-hour caregiver services for a

fee paid by our patients, while Jian Gong Hospital provides office facilities and has the right

to supervise the quality of Yixin’s service and conduct random quality inspections. We are

entitled to a quarterly fee of RMB60,000 from Yixin for permitting it to provide services on

the premises of Jian Gong Hospital. Both Jingmengtai and Yixin are Independent Third

Parties.
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The following table sets forth certain key information relating to Jian Gong Hospital for

the period indicated below:

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

Outpatient visits (thousands) . . 384.6 462.6 597.9 265.7 308.2

Average spending per

outpatient visit (RMB) . . . . . . 432 415 417 403 431

Healthcare services . . . . . . . 143 154 177 166 176

Pharmaceuticals . . . . . . . . . 289 261 239 237 255

Inpatient visits (thousands) . . . 8.4 9.6 11.5 5.6 5.5

Average spending per

inpatient visit (RMB) . . . . . . . 12,961 12,382 13,127 13,645 14,788

Healthcare services . . . . . . . 8,447 8,049 8,277 8,564 9,365

Pharmaceuticals . . . . . . . . . 4,514 4,333 4,849 5,080 5,423

ALOS (days) . . . . . . . . . . . . . . . . 12.5 11.4 10.5 10.9 10.0

Number of beds in operation

as of the end of the

relevant period . . . . . . . . . . . 382 382 399 382 400

Occupancy rate . . . . . . . . . . . . . 76.6% 78.9% 85.8% 89.9% 76.5%

Number of inpatient surgeries

(thousands) . . . . . . . . . . . . . . 2.6 3.1 2.9 1.8 1.2

Total employees . . . . . . . . . . . . 703 718 757 734 764

Of which, doctors . . . . . . . . . 194 194 210 206 219

Of which, other medical

professionals . . . . . . . . . . . . 339 351 387 334 386

Our revenue derived from Jian

Gong Hospital (millions of

RMB) (unaudited)

General hospital services1 . . . 288.4 324.0 403.1 188.6 214.7

Supply chain business2 . . . . . 61.8 98.3 116.4 54.9 53.2

1 General hospital services segment revenue also includes revenue generated by our Phoenix VIP services,

carried out through Beijing Easylife, of RMB9.0 million, RMB5.2 million, RMB3.5 million, RMB1.9 million and

RMB1.2 million in 2010, 2011, 2012 and the six months ended June 30, 2012 and June 30, 2013, respectively.

2 Segment revenue from sales to Jian Gong Hospital is recorded as inter-segment revenue and eliminated from

our total revenue.

Yan Hua Hospital Group

Yan Hua Hospital Group includes Yan Hua Hospital, a not-for-profit and the only Grade

III general hospital in the Fangshan District of Beijing, Xingcheng Hospital, a branch of Yan

Hua Hospital, and 17 community clinics, primarily serving residents in the Fangshan District.

Yan Hua Hospital has remained a not-for-profit medical institution after its privatization, as

it is accredited as a regional medical center by the Fangshan District government and is

entrusted with significant public health and contingency planning responsibilities. As of June

30, 2013, Yan Hua Hospital had 42 clinical departments and centers, including cardiovascular,

orthopedics, endocrinology, neurosurgery, oncology, ICU and cardiac care unit. Yan Hua

Hospital is equipped with advanced medical equipment, such as dual-source CT, color
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ultrasound diagnostic system, and arthroscopy and accessories. Yan Hua Hospital was
accredited as a JCI hospital in 2010. Yan Hua Hospital is a Medical Insurance Designated
Medical Institution in Beijing. As of June 30, 2013, Yan Hua Hospital Group had 1,150
employees, including 265 doctors and 545 other medical professionals, and 554 beds in
operation. The 265 doctors of Yan Hua Hospital Group consisted of 18 chief doctors, 55
associate-chief doctors, 112 attending doctors and 80 resident doctors.

Yan Hua IOT Agreement

We began to manage Yan Hua Hospital Group under the IOT model in February 2008.
The Yan Hua IOT Agreement was entered into among Yan Hua Phoenix, Yan Hua Hospital
Group and us in February 2008 and amended in April 2008, December 2010, June 2011, June
2013, July 2013, September 2013 and October 2013. Set forth below is a summary of major
terms of the Yan Hua IOT Agreement.

As advised by our PRC legal adviser, the entering of the Yan Hua IOT Agreement does
not require approval from any PRC regulatory authority according to PRC laws, rules and
regulations. As such, we did not specifically consult with any PRC regulatory authority on the
legality of the Yan Hua IOT Agreement. However, Yan Hua Hospital Group, as a not-for-profit
hospital registered as a private non-enterprise organization, is supervised by the Beijing
Social Organizations Management Bureau (北京市社會團體管理辦公室), which is the PRC
government authority responsible for enforcing the relevant PRC laws, rules and regulations.
The Beijing Social Organizations Management Bureau (北京市社會團體管理辦公室) is required
to conduct annual inspection and other regulatory matters on Yan Hua Hospital Group,
including approving the amendments to the Articles of Association of Yan Hua Hospital
Group, which were made as a result of the Yan Hua IOT Agreement. The amendments were
duly approved by the same PRC government authority. In addition, Yan Hua Hospital Group
has historically been able to obtain, and currently maintains, the requisite licenses from
relevant PRC regulatory authorities to conduct its operations. Our PRC legal adviser also
confirms that the Yan Hua IOT Agreement (a) is valid, legally binding and enforceable, (b)
does not violate any PRC laws, rules or regulations and (c) does not affect the renewal of
relevant licenses that Yan Hua Hospital Group requires to continue its operation in the
present form and scale.

Investment amount

Pursuant to the Yan Hua IOT Agreement, we agreed to make an initial capital
investment of RMB72.0 million and provide certain services to Yan Hua Hospital Group in
consideration for the right to operate Yan Hua Hospital Group and to receive management
fees until July 17, 2055. Furthermore, in consideration for enhancing the management fee
payment structure, we committed to make additional repayable investments of not less than
RMB150.0 million to support the long-term development of Yan Hua Hospital Group. We had
completed the investment of RMB72.0 million that will not be returned to us and made an
additional repayable investment in the amount of RMB77.0 million to Yan Hua Hospital
Group. We have made another repayable investment in the amount of RMB10.0 million to
Yan Hua Hospital Group in July 2013.

Scope of services and major rights and obligations

Pursuant to the Yan Hua IOT Agreement, we provide certain services to Yan Hua
Hospital Group, including management and consulting services, brand building, financial
support, human resources and academic research support, and improvement of medical
facilities and information technology systems. Yan Hua Hospital and Yan Hua Phoenix have
agreed not to negotiate with any third party regarding hospital management services
without our prior consent.
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Management fee structure, repayment of investment and financial performance

We are entitled to receive management fees for our services. Our annual management

fees include a base management fee and an incentive fee. The calculation is based on the

following formula: the base management fee equals to a fixed percentage of the first

RMB150 million of the annual revenue of Yan Hua Hospital Group which will be paid in one

lump sum at the end of each year; the incentive fee equals to a higher fixed percentage of

the annual revenue in excess of RMB150 million, which is estimated and prepaid on a

quarterly basis. Our additional committed investment paid to Yan Hua Hospital Group will be

repaid to us in equal annual installments over the tenure of our management. The term of

the Yan Hua IOT Agreement, which is subject to approval by our independent shareholders

every three years, would not affect the investment repayment schedule. In any given year,

the management fees we are entitled to should not exceed the Yan Hua Hospital Group’s net

income before tax (收支結餘) after annual repayment of investment.

At the end of each year, after the total base management fee and the incentive fee have

been determined based on Yan Hua Hospital Group’s results of operations, the quarterly

incentive fees that have already been paid in that year are credited towards such amount,

and any remaining balance is settled between the Yan Hua Hospital Group and us. If the total

amount of the base management and annual incentive fee is lower than the aggregate

amount of the quarterly incentive fees that have already been paid in that year, we are

obligated to return the excess amount to Yan Hua Hospital Group. Pursuant to the Yan Hua

IOT Agreement, Beijing Phoenix has agreed to compensate Yan Hua Hospital Group for losses

incurred by Yan Hua Hospital Group in any calendar year such that Yan Hua Hospital would

break even in that calendar year by setting off the compensation against the management

fees in that calendar year. If the management fees in that year are insufficient, the

compensation will be set off against the management fees in subsequent years until the loss

is fully compensated. To date, Beijing Phoenix has not paid any such compensation to Yan

Hua Hospital Group. Yan Hua Hospital Group has entered into an undertaking to Beijing

Phoenix, dated the date of this document, that it will not enforce the right to loss top-up

payment from Beijing Phoenix as long as the Yan Hua IOT Agreement remains in force.

In each of 2010, 2011 and 2012, the management fees we were entitled to receive from

Yan Hua Hospital Group did not exceed the Yan Hua Hospital Group’s annual net income

before tax (收支結餘) after annual repayment of investment. In the six months ended June 30,

2013, the management fees we were entitled to receive from Yan Hua Hospital Group was

RMB1.9 million because such fees were capped at Yan Hua Hospital Group’s net income

before tax (收支結餘) in this period.

Yan Hua Hospital Group’s executive committee

Yan Hua Hospital’s executive committee (燕化醫院集團理事會) consists of five members,

four of whom are appointed by Yan Hua Phoenix and one of whom is elected by an employee

committee (職工代表大會). The executive committee exercises key decision-making powers

over important business decisions at Yan Hua Hospital Group, such as the approval of annual

hospital budgets and major investments, the establishment of new departments and the

hiring of key personnel. Each member of the executive committee has one vote. Matters

before the executive committee are decided by a simple majority of the executive committee.

For more details, see “Relationship with Our Controlling Shareholders — Non-voting and

Non-competition Undertakings”.
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Renewal and termination

The Yan Hua Hospital IOT Agreement expires on July 17, 2055. The term of the Yan Hua

IOT Agreement is subject to approval by our independent shareholders every three years.

Yan Hua Hospital Group and Yan Hua Phoenix may terminate the Yan Hua IOT Agreement

unilaterally and claim compensation from us if we:

• violate any relevant laws, rules or regulations during the provision of management

services, causing serious harm or impact over the operation or business of Yan Hua

Hospital Group as a result of any penalty or investigation by the governmental

department in charge of industry and commerce, health and hygiene, healthcare

services and pharmacy or environmental protection;

• manage Yan Hua Hospital Group in conspiracy with any third party, causing serious

harm to the Yan Hua Hospital Group; or

• cause serious harm to Yan Hua Hospital Group by any other acts.

We may unilaterally terminate the Yan Hua IOT agreement and seek damages from Yan

Hua Hospital Group and Yan Hua Phoenix if any of the following occurs:

• the business conducted by Yan Hua Hospital Group lacks requisite licenses or

permits and cannot be carried out despite remedial measures;

• Yan Hua Hospital Group and Yan Hua Phoenix withhold information concerning

Yan Hua Hospital Group’s assets, debt, business activities or other information that

would affect the operation of Yan Hua Hospital Group or information concerning

the occurrence of any event that may seriously undermine our management of Yan

Hua Hospital Group;

• Yan Hua Hospital Group and Yan Hua Phoenix exercise management authority in a

manner contrary to our instructions, or intentionally undermine our management

activities to a significant extent; or

• Yan Hua Hospital Group does not pay us the management fees on time.

The Yan Hua IOT Agreement may also be terminated upon mutual consent or due to the

change in government policies. If the Yan Hua IOT Agreement is terminated due to the

change in government policies, Yan Hua Phoenix is required to return the amount invested

by us based on certain pre-determined formulas set forth in the Yan Hua IOT Agreement. We

do not anticipate termination of the Yan Hua IOT Agreement in the near future. For more

details on risks associated with the termination of our IOT agreements, see “Risk Factors —

Risk Factors Related to Our Business and Industry — If our IOT partners decide to terminate

or not to renew our IOT agreements, our business may suffer”.
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The following table sets forth certain information relating to Yan Hua Hospital Group

for the period indicated below:

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

Outpatient visits (thousands) . . 614.8 701.5 778.1 350.9 388.0
Average spending per

outpatient visit (RMB) . . . . . . 386 398 423 404 456
Healthcare services . . . . . . . 108 101 104 95 105
Pharmaceuticals . . . . . . . . . 278 297 319 309 350

Inpatient visits (thousands) . . . 12.4 12.5 13.5 6.4 6.8
Average spending per

inpatient visit (RMB) . . . . . . . 12,448 12,925 14,230 14,249 14,996
Healthcare services . . . . . . . 7,000 7,316 7,729 7,955 7,811
Pharmaceuticals . . . . . . . . . 5,448 5,609 6,501 6,294 7,184

ALOS (days) . . . . . . . . . . . . . . . . 16.8 16.0 15.4 15.9 15.6
Number of beds in operation

as of the end of the
relevant period . . . . . . . . . . . 663 663 663 663 5541

Occupancy rate . . . . . . . . . . . . . 85.3% 83.4% 87.3% 84.8% 107.8%
Number of inpatient surgeries

(thousands) . . . . . . . . . . . . . . 3.6 4.9 2.9 2.0 1.2
Total employees . . . . . . . . . . . . 1,021 1,026 1,137 1,103 1,150

Of which, doctors . . . . . . . . . 268 261 270 267 265
Of which, other medical

professionals . . . . . . . . . . . . 455 459 531 523 545
Our revenue derived from Yan
Hua Hospital Group (millions
of RMB) (unaudited)

Hospital management
services . . . . . . . . . . . . . . . . 16.3 18.0 22.6 6.4 1.9

Supply chain business . . . . . . 88.9 158.2 170.6 70.6 81.6

1 Number of beds in operation decreased from 663 as of December 31, 2012 to 554 as of June 30, 2013 due to

our decision to further improve the quality of healthcare services and inpatients’ experience at Yan Hua

Hospital Group by reducing the number of beds in operation. We expect the number of beds in operation at

Yan Hua Hospital Group to remain at a similar level in the near future.
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Mentougou Hospital

Mentougou Hospital is a not-for-profit hospital located in the Mentougou District of

Beijing and is owned by the Mentougou District government. It is a Grade II general hospital

providing comprehensive healthcare services to approximately 300,000 local residents in the

Mentougou District and the surrounding areas. Mentougou Hospital was also the first

government-owned hospital in Beijing to outsource its management through a PPP. As of

June 30, 2013, Mentougou hospital had 28 clinical departments and centers, including

cardiovascular, neurology, stomatology, and dermatology. Mentougou Hospital is a Medical

Insurance Designated Medical Institution in Beijing. As of June 30, 2013, Mentougou Hospital

had 840 employees, including 223 doctors and 383 other medical professionals, and 421 beds

in operation. The 223 doctors of Mentougou Hospital consisted of 20 chief doctors, 45

associate-chief doctors, 88 attending doctors and 70 resident doctors.

Mentougou IOT Agreement

We began to manage Mentougou Hospital under the IOT model in August 2010. The

Mentougou IOT Agreement was entered between the Mentougou District government and

us in July 2010 and was amended in 2011.

Investment amount

Pursuant to the Mentougou IOT Agreement, we have made a repayable investment in

the amount of RMB75.0 million in Mentougou Hospital for hospital operations and

developments, in exchange for the right to operate Mentougou Hospital and receive annual

management fees until December 31, 2030. As of June 30, 2013, all investments required

under the Mentougou IOT Agreement have been fully made.

Scope of services and major rights and obligations

Pursuant to the Mentougou Hospital IOT Agreement, we provide certain services to

Mentougou Hospital, including management services, clinical department and brand

building, and improvement of healthcare service quality and hospital environment. We are

entitled to receive management fees in exchange for our services. Mentougou District

government has the right to supervise our management of Mentougou Hospital. The

Mentougou District government will continue to provide financial aid to Mentougou

Hospital because Mentougou Hospital is an important local public healthcare service

provider. The Mentougou District government has also agreed not to negotiate with any

other third party regarding hospital management services and not to dispose of its equity

ownership of Mentougou Hospital without our prior written consent.

Management fee structure, repayment of investment and financial performance

Our management fee is determined based on the annual net income (收支結餘) of

Mentougou Hospital, subject to annual performance rating assessment, and is partially paid

by the Mentougou District government. Our investment pursuant to the Mentougou IOT

Agreement will be returned to us in equal annual installments over the tenure of our

management.

BUSINESS

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

139



Our annual management fees under the Mentougou IOT Agreement consist of a base

management fee and an incentive fee. The base line for management fee calculation

(“Baseline”) is set for 2011 and increases by a fixed annual increments up to 2015. The

calculation of Mentougou Hospital’s management fees for the first five years is based on the

following formula: If the net income (收支結餘) prior to deducting the incentive fee is less

than the Baseline for that year, the base management fee of that year equals to a fixed

percentage of the net income (收支結餘) multiplied by a “performance rating result”, which

must exceed certain minimum performance rating requirement; and if the net income (收支
結餘) prior to deducting the incentive fee is equal to or greater than the Baseline for that

year, the base management fee of that year equals to a fixed percentage of the Baseline for

that year multiplied by the performance rating result. The incentive fee equals to a fixed

percentage of the net income (收支結餘) less the Baseline for that year multiplied by the

performance rating result. As a government-owned public hospital, Mentougou Hospital is

exempt from any income tax.

The performance rating result is a weighted average assessment by the Mentougou District

government, the board of supervisors of the hospital and an independent appraisal agency, with

their rating weighing 30%, 30% and 40%, respectively. The performance assessment focuses on

the quality of healthcare services provided at Mentougou Hospital, including patient satisfaction

level, improvement of hospital facilities and operation efficiency, sharing of public health

responsibilities, and implementation of JCI standards. We will not be entitled to any

management fee if our performance rating falls below the minimum performance rating

requirement or if the number of patient visits or the net income (收支結餘) of the hospital fails

to demonstrate growth for the year. We have exceeded the minimum performance requirement

since we started to manage Mentougou Hospital in August 2010. In the six months ended June

30, 2013, we recorded management fees from Mentougou Hospital based on the minimum

required performance rating result.

The Mentougou IOT Agreement also provides that, in the event that a loss of

state-owned assets exceeding RMB100,000 was due to our failure to manage the hospital

properly, we are required to compensate such loss and pay a penalty fine ranging from

RMB100,000 to RMB1 million.

Mentougou Hospital’s executive committee

Pursuant to the Mentougou IOT Agreement, the Mentougou District government

approved the establishment of an executive committee (門頭溝區醫院集團理事會), which

consists of eight members comprising equal number of representatives from us and the

Mentougou District government. The chairman of the executive committee (理事長), who has

the right to cast the tie-break vote, is appointed by the Mentougou District government, and

the acting executive (執行理事) is appointed by us. This executive committee is in charge of

important business activities of Mentougou Hospital, such as the approval of annual hospital

budgets and major investments, as well as the appointment, review and removal of the

hospital administrator and other senior hospital managers. Each member of the executive

committee has one vote. In general, matters before the executive committee are decided by

a simple majority of the executive committee; however, important business matters, such as

the approval of development plan, annual hospital budgets, major investments,

establishment of new departments, and the appointment of hospital administrator, require

two thirds of the executive committee as well as approval from relevant government

authorities.
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Renewal and termination

The Mentougou Hospital IOT Agreement expires on December 31, 2030, and may be

renewed upon mutual consent. The Mentougou District government may unilaterally

terminate the Mentougou IOT Agreement and seek damages from us if we fail to do any of

the following:

• manage the hospital properly, causing major medical safety incidents with

significant negative publicity;

• follow the government’s instructions in major public health incidents, causing

significant negative publicity;

• manage the hospital properly, causing disturbances among the hospital employees

and obstructing normal hospital operations; or

• reach the minimum performance review requirements in three consecutive years.

We may unilaterally terminate the Mentougou IOT Agreement and seek damage from

the Mentougou District government if the Mentougou District government fails to fulfill its

obligations under this agreement or certain unforeseeable events prevent the Mentougou

Hospital’s executive committee from operating normally.

The Mentougou IOT Agreement may also be terminated upon mutual consent or due to

the change in government policies. If the Mentougou IOT Agreement is terminated due to

the change in government policies, Mentougou District government is required to return the

amount that we had invested less the amount that Mentougou District government had

already repaid prior to the termination of the Mentougou IOT Agreement. We do not

anticipate termination of the Mentougou IOT Agreement in the near future.
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The following table sets forth certain key information relating to Mentougou Hospital

for the periods indicated:

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

Outpatient visits (thousands) . . 341.6 374.8 482.1 218.0 249.3

Average spending per

outpatient visit (RMB) . . . . . . 245 276 312 284 342

Healthcare services . . . . . . . 88 101 116 105 112

Pharmaceuticals . . . . . . . . . 158 175 196 179 230

Inpatient visits

(thousands) . . . . . . . . . . . 4.6 5.5 8.8 4.0 4.6

Average spending per

inpatient visit (RMB) . . . . . . . 13,079 12,109 13,110 12,189 14,160

Healthcare services . . . . . . . 7,945 7,613 8,043 7,912 8,776

Pharmaceuticals . . . . . . . . . 5,134 4,496 5,067 4,278 5,384

ALOS (days) . . . . . . . . . . . . . . . . 15.5 13.4 12.1 11.6 12.1

Number of beds in operation

as of the end of the

relevant period . . . . . . . . . . . 300 2521 414 414 421

Occupancy rate . . . . . . . . . . . . . 70.8% 87.8% 77.9% 78.2% 72.9%

Number of inpatient surgeries

(thousands) . . . . . . . . . . . . . . 1.3 1.9 2.6 1.3 1.2

Total employees . . . . . . . . . . . . 703 804 860 860 840

Of which, doctors . . . . . . . . . 176 198 210 213 223

Of which, other medical

professionals . . . . . . . . . . . . 332 385 418 424 383

Our revenue derived from

Mentougou Hospital

(millions of RMB) (unaudited)

Hospital management
services2 . . . . . . . . . . . . . . . N/A 1.4 5.4 1.0 2.4

Supply chain business . . . . . . N/A 7.8 31.8 13.7 29.7

1 The number of beds in operation decreased in 2011 due to renovation and construction and increased in 2012
after the completion of renovation and construction.

2 We began managing Mentougou Hospital in August 2010 and started to collect management fees in 2011.

Jing Mei Hospital Group

Jing Mei Hospital Group, owned by Beijing Coal, consist of Jing Mei Hospital which is a

not-for-profit, Grade III general hospital located in the Mentougou District of Beijing, the

only Grade III hospital in the Mentougou District. Jing Mei Hospital Group is also affiliated

with seven Grade I hospitals and 11 community clinics. As of June 30, 2013, Jing Mei Hospital

had 32 clinical departments including traumatic orthopedics, ICU, cardiovascular, neurology,

hemodialysis and is well-known for its occupational therapy practice. Jing Mei Hospital is a

Medical Insurance Designated Medical Institution in Beijing. As of June 30, 2013, Jing Mei

Hospital Group had 1,587 employees, including 408 doctors, 777 other medical professionals,

and 1,738 beds in operation. The 408 doctors of Jing Mei Hospital Group consisted of 18 chief

doctors, 61 associate-chief doctors, 161 attending doctors and 168 resident doctors.
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Jing Mei IOT Agreement

We began to manage Jing Mei Hospital Group in May 2011. The Jing Mei IOT agreement

was entered into among us, Jing Mei Hospital Group and Beijing Coal in May 2011, and

amended in September 2012.

Investment amount

Pursuant to the Jing Mei IOT Agreement, we have invested a total of RMB150.0 million

in Jing Mei Hospital Group for the renovation of hospital infrastructure, the acquisition and

upgrade of advanced medical and clinical equipment and the establishment of an

information technology infrastructure, in exchange for the right to operate Jing Mei

Hospital Group and receive annual management fees until December 31, 2030. As of June 30,

2013, all investments required under the Jing Mei IOT Agreement have been fully made.

Scope of services and major rights and obligations

Pursuant to the Jing Mei Hospital IOT Agreement, we provide certain services to Jing

Mei Hospital, including management services, financial support, human resources support

and improvement of medical facilities and information technology systems. We are entitled

to receive management fees in exchange for our services. Beijing Coal has the right to

supervise the daily operation and our management of the Jing Mei Hospital Group. Beijing

Coal also has the right to veto any proposal to dispose of state-owned assets that Jing Mei

Hospital Group holds, such as equity interest, land and other properties. Beijing Coal has

agreed not to grant management rights over the Jing Mei Hospital Group to any third party

before the expiration of the Jing Mei Hospital IOT Agreement without our consent.

Management fee structure and financial performance

Our annual management fees under the Jing Mei IOT Agreement consist of a base

management fee and an incentive fee. Jing Mei Hospital’s revenue in 2010 is set as the

baseline (“Baseline”) for management fee calculation. The calculation is based on the

following formula: the base management fee equals to a fixed percentage of the Baseline

less a pre-determined fixed amount. The incentive fee consists of two parts: part one equals

to a fixed percentage of the annual revenue in excess of the Baseline (“Floating Fee”), and

part two equals to a fixed percentage of the net income before tax (收支結餘) after deducting

the base management fee and the Floating Fee. In any given period, the management fees

we are entitled to should not exceed the Jing Mei Hospital Group’s net income before tax (收
支結餘) minus a pre-determined fixed amount. The management fees we were entitled to

receive from Jing Mei Hospital Group was subject to such fee cap in 2012.

Pursuant to the Jing Mei IOT Agreement, Beijing Phoenix has agreed to compensate Jing

Mei Hospital Group for any loss incurred by Jing Mei Hospital Group in any calendar year

prior to deducting management fees such that Jing Mei Hospital Group would break even in

that calendar year.
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Jing Mei Hospital Group’s executive committee

Jing Mei Hospital Group’s executive committee (京煤醫院集團理事會) consists of six

members, comprising equal number of representatives from us and Beijing Coal. The

chairman of the executive committee (理事長) is appointed by Beijing Coal, and the vice

chairman (副理事長) and the acting executive (執行理事) are appointed by us. Each member of

the executive committee has one vote. In general, matters before the executive committee

are decided by a simple majority of the executive committee; however, important business

matters, such as the approval of development plan, annual hospital budgets, major

investments, major management system formulation, and the appointment of hospital

administrator, require support from two-thirds of the executive committee as well as the

approval of the chairman of the executive committee. The executive committee is in charge

of the hospital’s operations and the appointment, review and removal of the hospital

administrator and other senior hospital managers, such as the chief executive officer and the

chief financial officer who are nominated by us. The acting executive is the legal

representative of Jing Mei Hospital Group and is in charge of daily hospital operations when

the executive committee is not in session. The current hospital administrator of Jing Mei

Hospital was recommended by us.

Renewal and termination

The Jing Mei Hospital IOT Agreement expires on December 31, 2030 and may be

renewed upon mutual consent. Jing Mei Hospital Group may unilaterally terminate the Jing

Mei IOT Agreement and seek damage from us if we fail to do any of the following:

• fulfill our obligation to make additional investments per any future agreement

between Beijing Coal and us;

• mitigate serious harm to, or prevent disruptions to normal operations at the Jing

Mei Hospital Group caused by us; or

• reach the following development goals for the Jing Mei Hospital Group within five

years as stipulated in the agreement: (a) to establish Jing Mei Hospital as the

largest medical center in west Beijing with leading facilities and deep clinical

expertise by May 2016, and to achieve a minimum 15% annual revenue growth or

a minimum annual revenue of RMB650 million, as well as continuing growth in

terms of net income before tax and internal healthy cash generating capacities; (b)

to raise service quality level to JCI standards with the ability to deliver premium

healthcare services; (c) to improve clinical expertise to the highest level in the

Mentougou District equal to a Grade IIIA hospital; (d) to transform affiliated

hospitals to community service centers; (e) to provide quality professional training

and education to Jing Mei Hospital Group’s employees and compensation in line

with the development of the hospital; and (f) to improve the medical service level

to better prevent occupational diseases for Jing Mei Hospital Group and to improve

Jing Mei Hospital’s facilities and quality of care.

As of the [●], we were on track to meet these development goals. These goals do not

conflict with our other IOT agreements because we did not undertake such obligations for

other IOT hospitals.
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We may unilaterally terminate the Jing Mei IOT Agreement and seek damage from

Beijing Coal if it fails to ensure our management right as granted under the Jing Mei IOT

Agreement.

The Jing Mei IOT Agreement may also be terminated upon mutual consent or due to the

change in government policies. If the Jing Mei IOT Agreement is terminated due to the

change in government policies, Jing Mei Hospital Group is required to return the amount

that we had invested less the amount that Jing Mei Hospital Group had already repaid prior

to the termination of the Jing Mei IOT Agreement. We do not anticipate termination of the

Jing Mei IOT Agreement in the near future.

The following table sets forth certain information relating to Jing Mei Hospital Group

for the period indicated:

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

Outpatient visits (thousands) . . 518.7 675.0 791.3 366.4 371.6

Average spending per

outpatient visit (RMB) . . . . . . 312 313 332 340 420

Healthcare services . . . . . . . 85 86 101 99 116

Pharmaceuticals . . . . . . . . . 227 227 231 240 305

Inpatient visits (thousands) . . . 12.2 14.8 16.3 7.8 9.1

Average spending per

inpatient visit (RMB) . . . . . . . 18,998 17,396 17,823 18,205 17,856

Healthcare services . . . . . . . 10,646 10,361 11,278 11,440 11,232

Pharmaceuticals . . . . . . . . . 8,352 7,035 6,546 6,765 6,625

ALOS (days) . . . . . . . . . . . . . . . . 52.1 45.3 41.5 47.5 36.1

Number of beds in operation

as of the end of the

relevant period . . . . . . . . . . . 1,446 1,500 1,618 1,618 1,738

Occupancy rate1 . . . . . . . . . . . . 125.6% 116.9% 105.4% 105.4% 99.6%

Number of inpatient surgeries

(thousands) . . . . . . . . . . . . . . 2.2 3.1 4.0 2.1 2.2

Total employees . . . . . . . . . . . . 1,585 1,610 1,672 1,661 1,587

Of which, doctors . . . . . . . . . 397 400 429 429 408

Of which, other medical

professionals . . . . . . . . . . . . 801 812 839 836 777

Our revenue derived from

Jing Mei Hospital Group

(millions of RMB) (unaudited)

Hospital management
services2 . . . . . . . . . . . . . . . N/A N/A 12.2 5.3 5.6

Supply chain business . . . . . . N/A 0.1 110.0 36.0 77.0

1 Occupancy rate exceeded 100% due to the addition of temporary beds to satisfy demand.

2 We began managing Jing Mei Hospital Group in May 2011 and started to collect management fees in 2012.
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Mentougou Traditional Chinese Medicine Hospital

Mentougou Traditional Chinese Medicine Hospital is a not-for-profit, Grade II hospital

located in the Mentougou District of Beijing and is owned by the Mentougou District

government. It focuses on medical treatment using traditional Chinese medicine and had 15

clinical departments and centers as of June 30, 2013, including physical therapy, dermatology

and orthopedics. Mentougou Traditional Chinese Medicine Hospital is a Medical Insurance

Designated Medical Institution in Beijing. As of June 30, 2013, Mentougou Traditional

Chinese Medicine Hospital had 300 employees, including 86 doctors and 146 other medical

professionals, and 100 beds in operation. The 86 doctors of Mentougou Traditional Chinese

Medicine Hospital consisted of six chief doctors, 14 associate-chief doctors, 45 attending

doctors and 21 resident doctors.

Mentougou Traditional Chinese Medicine Hospital IOT Agreement

As a result of our successful management of Mentougou Hospital, Mentougou District

government signed another IOT agreement with us in June 2012 for Mentougou Traditional

Chinese Medicine Hospital. We made a repayable investment in the amount of RMB25.0

million in Mentougou Traditional Chinese Medicine Hospital in exchange for the right to

operate this hospital and receive annual management fees until December 31, 2030. Our

investment will be returned to us in equal annual installments over the tenure of our

management.

In terms of the formula for our management fees, repayment of our initial investment

and the termination provisions, the Mentougou TCM Hospital IOT Agreement adopted

similar terms as the Mentougou Hospital IOT Agreement. In particular, the Mentougou TCM

Hospital IOT Agreement may also be terminated upon mutual consent or due to the change

in government policies. If the Mentougou TCM IOT Agreement is terminated due to the

change in government policies, Mentougou District government is required to return the

amount that we had invested less the amount that Mentougou District government had

already repaid prior to the termination of the Mentougou TCM Hospital IOT Agreement. We

do not anticipate termination of the Mentougou TCM Hospital IOT Agreement in the near

future.

Our annual management fees under the Mentougou TCM Hospital IOT Agreement

consist of a base management fee and an incentive fee. The baseline for management fee

calculation (“Baseline”) is set for 2013, and increases annually by an agreed amount up to

2017. The calculation for the management fees for the first five years is based on the

following formula: If the net income (收支結餘) is less than the Baseline for that year, the base

management fee is equal to the net income (收支結餘) multiplied by the performance rating

result, which must exceed a minimum performance rating requirement; if the net income (收
支結餘) is equal to or greater than the Baseline for that year, the base management fee is

equal to the Baseline of the year multiplied by the performance rating result. The incentive

fee equals to certain percentage of the net income (收支結餘) in excess of the Baseline for

that year. As a government-owned public hospital, Mentougou Traditional Chinese Medicine

Hospital is exempt from any income tax.
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The performance rating result is a weighted average assessment by the Mentougou

District government, the board of supervisors of the hospital and an independent appraisal

agency, with their rating weighing 30%, 30% and 40%, respectively. They apply the criteria

in the performance assessment similar to those for Mentougou Hospital and focus on the

quality of healthcare services provided at Mentougou Traditional Chinese Medicine Hospital,

including patient satisfaction level, improvement of hospital facilities and operation

efficiency, sharing of public health responsibilities, and implementation of JCI standards. We

will not be entitled to any management fee if our performance rating falls below a certain

threshold or if the number of patient visits or the net income (收支結餘) of the hospital fails

to demonstrate growth for the year. We have not failed these performance ratings since we

started to manage Mentougou Traditional Chinese Medicine Hospital. In 2012 , we agreed

with Mentougou District government not to receive any management fees for 2012 primarily

due to our limited history of operating Mentougou Traditional Chinese Medicine Hospital,

and did not recognize any management fees for the six months ended June 30, 2013 due to

minimal net income (收支結餘) in the period. We expect to begin recognizing management

fees from Mentougou Traditional Chinese Medicine Hospital in the second half of 2013.

Similar to the Mentougou IOT Agreement, the Mentougou TCM Hospital IOT

Agreement also provides that, in the event that a loss of state-owned assets exceeding

RMB100,000 was due to our failure to manage the hospital properly, we are required to

compensate such loss and pay a penalty fine ranging from RMB100,000 to RMB1 million.

The executive committee (門頭溝區醫院集團理事會) approved by the Mentougou District

government pursuant to the Mentougou IOT Agreement also exercises decision-making

powers over important business activities at Mentougou Traditional Chinese Medicine

Hospital.
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The following table sets forth certain information relating to Mentougou Traditional

Chinese Medicine Hospital for the periods indicated:

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

Outpatient visits (thousands) . . 271.5 320.0 349.0 170.9 165.0
Average spending per

outpatient visit (RMB) . . . . . . 260 258 259 251 295
Healthcare services . . . . . . . 53 49 43 45 48
Pharmaceuticals . . . . . . . . . 207 209 216 206 247

Inpatient visits (thousands) . . . 1.8 1.7 1.2 0.9 0.5
Average spending per

inpatient visit (RMB) . . . . . . . 9,934 9,715 8,843 8,307 8,818
Healthcare services . . . . . . . 4,445 4,810 4,333 4,094 4,572
Pharmaceuticals . . . . . . . . . 5,489 4,905 4,511 4,213 4,246

ALOS (days) . . . . . . . . . . . . . . . . 17.1 18.3 15.8 14.8 15.8
Number of beds in operation

as of the end of the

relevant period . . . . . . . . . . . 100 100 100 100 100
Occupancy rate . . . . . . . . . . . . . 85.8% 77.5% 50.0% 72.2% 47.5%
Number of inpatient

surgeries . . . . . . . . . . . . . . . . 435 300 131 122 72
Total employees . . . . . . . . . . . . 280 288 309 291 300

Of which, doctors . . . . . . . . . 91 89 89 85 86
Of which, other medical

professionals . . . . . . . . . . . . 137 144 154 150 146
Our revenue derived from

Mentougou Traditional

Chinese Medicine Hospital

(millions of RMB) (unaudited)

Hospital management
services1 . . . . . . . . . . . . . . . N/A N/A N/A N/A —

Supply chain business . . . . . N/A N/A 2.2 N/A 6.6

1 We began managing Mentougou Traditional Chinese Medicine Hospital in June 2012 and became entitled to

collect management fee in 2013, but did not recognize any during the [●].

Seasonality

Our in-network hospitals and clinics generally experience fewer patient visits in the first

quarter of each year due to the effect of the Chinese New Year holiday, during which most

Chinese usually avoid visiting hospitals, and more patient visits in the fourth quarter because

people are more susceptible to disease in cold weather. In addition, the management fees we

are entitled to under the Yan Hua IOT Agreement and the Jing Mei IOT Agreement are based

on, among others, a higher management fee rate once such hospitals’ performance exceeds

certain thresholds. As a result of the foregoing, our revenue and profitability may fluctuate.

For more details, see “Financial Information — Factors Affecting Our Financial Condition and

Results of Operations — Seasonality” and “Risk Factors — Risk Factors Related to Our

Business and Industry — Our business is subject to seasonality”.
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OUR SUPPLIERS

We primarily procure pharmaceuticals, medical devices and medical consumables that

will be used by our in-network hospitals and clinics. Our pharmaceuticals, medical devices

and medical consumables are sourced from China, and our medical equipment is primarily

sourced from Germany, the United States, Japan, the Netherlands and other foreign

countries through their distributors in China.

We select pharmaceuticals, medical devices and medical consumables suppliers based on

pricing, reputation, service quality and medical product offering. We maintain a list of

suppliers. At the beginning of each year, we review and assess their performance in the past

year, check the qualifications of our suppliers to ensure the legality and quality of our

supplies, and update the supplier list accordingly. Suppliers who do not meet our standards

will be removed from the list, and will not be accepted as our suppliers for at least one year.

Our in-network hospitals report their annual procurement needs to our centralized

procurement management team, which then aggregates all procurement needs and searches

for quality suppliers. To realize the synergies from our centralized procurement management

and negotiate for greater volume discounts, we prefer to award purchase orders to a limited

number of suppliers.

As of June 30, 2013, we had a portfolio of more than 300 pharmaceutical distributors and

equipment suppliers that we worked with, providing our in-network hospitals and clinics with

a diverse selection of medical products. In 2012, our five largest suppliers were Hong Hui

Pharmaceutical Co., Ltd. (紅惠醫藥有限公司 or “Hong Hui”), Cachet Pharmaceutical Co., Ltd. (嘉
事堂藥業股份有限公司 or “Cachet”), Sinopharm Holding Beijing Huahong Pharmaceutical Co.,

Ltd. (國藥控股北京華鴻有限公司 or “Sinopharm”), Beijing Southeast Yueda Medical Equipment

Co., Ltd. (北京東南悅達醫療器械有限公司 or “Yueda”) and Humanwell Pharmaceutical (Hubei)

Co., Ltd. (人福醫藥湖北有限公司 or “Humanwell”). In the six months ended June 30, 2013, our

five largest suppliers were Hong Hui, Sinopharm Holding Beijing Kangchen Biological

Pharmaceutical Co., Ltd. (國藥控股北京康辰生物醫藥有限公司 or “Kangchen”), Cachet, Yueda,

and Sinopharm. Hong Hui was our largest supplier in 2012 and the six months ended June 30,

2013.

Hong Hui, founded in 1994 and headquartered in Beijing, is a BFDA-authorized

pharmaceutical and medical device distributor. Cachet, founded in 1998 and headquartered

in Beijing, is a BFDA-authorized pharmaceutical and medical device distributor and a public

company listed on the Shenzhen Stock Exchange. Sinopharm, founded in 1993 and

headquartered in Beijing, is a BFDA-authorized pharmaceutical and device distributor and a

foreign-invested joint venture with Sinopharm Group Co., Ltd. Yueda is the branch office of

South East Chemicals & Instruments Ltd. (東南化學儀器有限公司), founded in 1977 and

headquartered in Hong Kong, and is a BFDA-authorized medical device distributor.

Humanwell, founded in 1998 and headquartered in Wuhan, is the parent company of Wuhan

Humanwell Yimin Pharmaceutical Co., Ltd. (武漢人福益民醫藥有限公司), a pharmaceutical

distributor authorized by Hubei Food and Drug Administration. Kangchen, founded in 2005

and headquartered in Beijing, is a subsidiary of Sinopharm Group Co., Ltd. and a BFDA-

authorized pharmaceutical and medical device distributor.

We believe we generally have a good working relationship with all of our suppliers. Our

suppliers typically grant us a credit period ranging from one to four months. In general, we

have worked with our major suppliers for a period of one to five years. We have worked with

Hong Hui since 2012, Cachet since 2009, Sinopharm since 2008, Yueda since 2010, Kangchen
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since 2013, and Humanwell since 2010. Hong Hui, Cachet, Sinopharm, Yueda, Kangchen and
Humanwell extend us a credit term of three months, two months, two months, four months,
one to two months and three months, respectively.

In 2010, 2011 and 2012 and the six months ended June 30, 2013, our five largest
suppliers together accounted for approximately 43.5%, 38.6%, 56.3% and 58.1% of our total
purchases, respectively. Our purchases from the single largest supplier accounted for
approximately 11.9%, 11.4%, 45.5% and 43.6% of our total purchases in 2010, 2011 and 2012
and the six months ended June 30, 2013, respectively.

To our best knowledge, none of our Directors, their respective associates or any
Shareholders owning more than 5.0% of our issued Shares had any interest in any of our five
largest suppliers during the [●].

Supply agreement with Hong Hui

On January 10, 2012, to further consolidate our procurement needs and achieve better
efficiency and greater economies of scale, we entered into a one-year supply agreement with
Hong Hui for the supply of pharmaceuticals to Jian Gong Hospital, Yan Hua Hospital Group
and Jing Mei Hospital Group. The agreement was renewed for one year on December 27,
2012 and October 22, 2013, respectively, and the terms remained substantially the same. The
newly signed supply agreement with Hong Hui on October 22, 2013 will expire on December
31, 2014 and may be renewed upon mutual consent prior to November 30, 2014. We
negotiated the agreement with Hong Hui on an arm’s length basis.

Service scope

Under this agreement, we provide Hong Hui with the consolidated pharmaceutical
orders of Jian Gong Hospital, Yan Hua Hospital Group and Jing Mei Hospital Group, except
for the Excluded Pharmaceuticals. Upon receiving our consolidated pharmaceutical orders,
Hong Hui may either (i) supply pharmaceuticals to these three hospitals directly or through
our supply chain business, or (ii) arrange other suppliers to supply such pharmaceuticals to
these hospitals. The Excluded Pharmaceuticals represent less than 5% of the total purchases
by these three hospitals in 2012 and in the six months ended June 30, 2013.

Minimum economic benefit

In consideration of granting Hong Hui the priority to supply pharmaceuticals for these
three hospitals, Hong Hui agrees to provide us with minimum economic benefits calculated
based on a percentage of the total annual pharmaceutical purchases, excluding the
purchases of the Excluded Pharmaceuticals, made by Jian Gong Hospital, Yan Hua Hospital
Group and Jing Mei Hospital Group (the “Minimum Economic Benefit”). The Minimum
Economic Benefit is reconciled monthly. If the gross profit we generate from the resale of
pharmaceuticals to these hospitals is less than the Minimum Economic Benefit, Hong Hui will
arrange to pay us the difference between the gross profit generated and the Minimum
Economic Benefit. These payments for such difference are reflected as “other income — fee
income” in our financial statements. As a general policy, we collect all or part of the
outstanding fee income balance payable on a monthly basis in order to ensure that, at each
month end, the outstanding fee income balance payable remains below the sum of (i) the
deposit paid by Hong Hui and (ii) the outstanding trade payables from us to Hong Hui
representing the unpaid amount of pharmaceuticals purchases. We had been able to collect
fee income in accordance with this collection policy during the [●]. For more details, see
“Financial Information — Description of Components of Results of Operations — Other
Income”.
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Based on our experience, pharmaceutical suppliers normally do not provide minimum

economic benefit to the supply chain business of hospital operators, unless the overall

procurement amount is large enough to create such leverage during negotiations. Consistent

with such industry experience, we did not obtain any minimum economic benefit

arrangements from our suppliers until 2012, when our combined procurement amount

became sufficiently large to enable us to negotiate with Hong Hui for minimum economic

benefit arrangements. As of the [●], no other supplier has provided similar minimum

economic benefit arrangements to us. We are not aware of Hong Hui having entered into

similar minimum economic benefits arrangements with any other hospital operators.

However, one of our other suppliers, Cachet, announced in May 2013 that it had entered into

an arrangement with Shougang Company Limited, a public company listed on the Shenzhen

Stock Exchange (首鋼總公司, “Shougang”), pursuant to which Cachet would be the sole

principal supplier of pharmaceuticals, medical devices and medical consumables for all

medical institutions owned by Shougang and guarantee that Shougang would attain certain

profit targets.

Credit term

Hong Hui extends us a credit term of 90 days.

Minimum purchase amounts and prepayments

There is no requirement under our agreement with Hong Hui for a minimum purchase

amount by the three hospitals or prepayments. Hong Hui, however, is required to pay a

deposit of RMB24.5 million, RMB8.0 million and RMB8.0 million, respectively, to secure its

obligations under the 2012, 2013 and 2014 supply agreements with us. We negotiated and

requested for the amount of deposit in 2012 primarily based on the estimated fee income

which we would be entitled to for a three-month period. During the course of the

negotiations for the 2013 supply agreement with Hong Hui, Hong Hui requested for, and we

agreed to, a smaller deposit based on the fact that Hong Hui performed in accordance with

the supply agreement in 2012 and we were able to collect fee income in accordance with our

collection policy as disclosed in “— Minimum Economic Benefit”. The deposit for the 2014

supply agreement with Hong Hui remains the same as that for the 2013 supply agreement.

Product liability

Hong Hui is obligated to conduct its business in compliance with relevant laws, rules and

regulations and provide pharmaceuticals that satisfy applicable standards. Our agreement

with Hong Hui does not contain a product return provision. However, Hong Hui has agreed

to indemnify us for any damage caused by the pharmaceuticals procured through it.

Termination and renewal

We are entitled to terminate this agreement under certain circumstances, including

Hong Hui’s failure to pay the deposit, medical disputes or damage to our reputation caused

by defective or substandard pharmaceuticals supplied by Hong Hui, and Hong Hui’s inability

to fulfill its obligations due to government regulatory proceeding. If we terminate the

agreement without cause, however, we are required to compensate Hong Hui in an amount

equal to a certain percentage of the accumulated Minimum Economic Benefit Hong Hui has

provided to us in that year. The newly signed supply agreement with Hong Hui on October

22, 2013 expires on December 31, 2014 and may be renewed upon mutual consent prior to

November 30, 2014.
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As advised by our PRC legal adviser, our agreement with Hong Hui is legally valid and
enforceable under applicable PRC laws, rules and regulations. We believe it is not difficult to

find alternative pharmaceutical suppliers given the large number of suppliers we work with

and the degree of competition among pharmaceutical distributors in China. The

pharmaceuticals distribution market in China is fragmented and not dominated by a few

players.

In 2012, the six months ended June 30, 2012 and June 30, 2013, we were entitled to a

Minimum Economic Benefit of RMB84.9 million, RMB34.0 million and RMB50.5 million,

respectively, under our agreement with Hong Hui. For more details, see “Financial

Information — Description of Components of Results of Operations — Gross Profit”.

For more details on the risks associated this arrangement, see “Risk Factors — Risk

Factors Related to Our Business and Industry — The profitability of our supply chain business

may be materially reduced if the supply agreement between Hong Hui and us is terminated

or not renewed or if Hong Hui fails to honor its obligations”.

INVENTORY

Our inventory comprises primarily pharmaceuticals, medical devices and medical

consumables, including inventories at Jian Gong Hospital as well as Beijing Wanrong and

Beijing Jiayi, the two subsidiaries involved in the supply chain business. Each IOT hospital

maintains its own inventory. As of December 31, 2010, 2011 and 2012 and June 30, 2013, we

had inventories of RMB22.3 million, RMB23.2 million, RMB35.1 million and RMB30.2 million,

respectively. We maintain strict control over our supply chain business inventory and

generally keep approximately 20 days of inventory to meet the procurement needs of our

in-network hospitals and clinics. We keep our inventory at the warehouse of a logistics

company engaged by us. For more details, see “— Warehouse and Logistics”. We are

deploying an Enterprise Resource Planning System (ERPS) and developing its function to

manage key aspects of our supply chain business management system so that detailed

records of inventory, procurement, and sales on a real-time basis. ERPS will enable us to

closely monitor our inventory level to keep it at a reasonable level and make adjustments

whenever necessary. We also carry out periodic physical inventory assessments to verify the

accuracy of our electronic ERPS database.

OUR CUSTOMERS

Our customers primarily fall into two categories: (i) patients whom we directly provide

healthcare service at our Jian Gong Hospital, and (ii) hospitals that we manage through our

IOT agreements.

Patients at Jian Gong Hospital

Our customers are individual patients at Jian Gong Hospital. No individual patient at

Jian Gong Hospital accounted for more than 5.0% of our total revenue in 2010, 2011, 2012

and the six months ended June 30, 2013. The vast majority of patients rely on public medical

insurance programs to pay for their treatments.

IOT Hospitals

Our customers also include hospitals that we manage through our IOT agreements: Yan

Hua Hospital Group, Mentougou Hospital, Jing Mei Hospital Group and Mentougou

Traditional Chinese Medicine Hospital. Pursuant to our IOT agreements, we obtain the

BUSINESS

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

152



management rights to these hospital for a certain period, make investments and provide
services in exchange for management fees, and also derive revenue from the sale of
pharmaceuticals, medical devices and medical consumables to these hospitals. For more
details on the terms of our IOT agreements, see “— Our Hospital Network” and “— Our
Business Model — Hospital Management Business”. We have worked with these hospitals for
a period ranging from two to five years.

In 2010, 2011, 2012 and the six months ended June 30, 2013, revenue generated from
our largest customer accounted for approximately 26.7%, 34.6%, 25.5% and 19.9% of our
revenue, respectively. In the same periods, total revenue from our largest customer in 2010,
our largest three customers in 2011, and our largest four customers in 2012 and the six
months ended June 30, 2013 was RMB105.3 million, RMB185.5 million, RMB354.9 million and
RMB204.7 million, respectively, accounting for approximately 26.7%, 36.4%, 46.8% and
48.8%, respectively, of our revenue. In 2012 and the six months ended June 30, 2013, our top
four customers were our IOT hospitals and clinics: Yan Hua Hospital Group, Jing Mei Hospital
Group, Mentougou Hospital and Mentougou Traditional Chinese Medicine Hospital. The rest
of our customers are individual customers. For more details on the concentration of credit
risk posed by trade receivables due from our largest and four largest customers, see “Risk
Factors — Risk Factors Related to Our Business and Industry — We are exposed to
concentration of credit risk from our top customers”, “Financial Information — Discussion of
Certain Items from the Statement of Financial Position — Receivables from IOT hospitals”
and “Financial Information — Quantitative and Qualitative Analysis about Financial Risk —
Credit Risk”.

To our best knowledge, other than Yan Hua Hospital Group, none of our Directors, their
respective associates or any Shareholders owning more than 5.0% of our issued Shares, to the
knowledge of our Directors, had any interest in any of our five largest customers during the
[●].

INFORMATION TECHNOLOGY SYSTEM

Our information technology system encompasses the following: Enterprise Resource
Planning System (ERPS), Hospital Information System (HIS), Picture Archiving and
Communications System (PACS), Laboratory Information System (LIS), Social Insurance System
(SIS) and Electronic Medical Record System (EMRS).

Hospital Information System (HIS) helps us with daily operations at our in-network
hospitals, including the management of patient records and billing history, pharmacy
warehouse and the staffing of doctors and nurses. PACS is an integrated application system
for digital medical equipment, such as CT and MRI scans, while the EMRS electronically
catalogs patients’ medical records. LIS performs various functions, including sample
collection and data processing. SIS digitally connects our in-network hospitals’ bill records
with the local medical insurance center and calculates the amount of medical insurance
reimbursement payments. As for the ERPS, it is currently under development and is expected
to provide us with access to data held by our in-network hospitals on a real-time basis,
including financial and budgeting data, information on human resources, assets, equipment
and capital expenditures, as well as supply chain and inventory data.

INSURANCE

As of the [●], most of our in-network hospitals maintain its own insurance, including
medical liability insurance and public safety insurance, for its hospital operations in line with
industry practice. Each hospital makes its own independent judgment as to the type and
coverage of insurance. Each insurance policy generally has a one-year term and is renewed
on an annual basis.
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We plan to centralize the insurance purchases of our in-network hospitals at the Group

level and have been negotiating with several insurance companies on their behalf for

competitive insurance policy terms.

During the [●], we did not make any claims under our medical liability insurance policies

that had a material adverse effect on our business, financial condition or results of

operations. For more details, see “— Legal Proceedings and Compliance”.

We contribute to social security insurance and housing funds for our employees. Our

in-network hospitals and clinics also contribute to social security insurance and housing

funds for their employees in accordance with applicable PRC laws, rules and regulations.

We do not maintain product liability insurance for our supply chain and procurement

management business, which we believe is consistent with industry practice in China. For

more details, see “— Our Suppliers” and “— Product Quality Control and Return”. Our

Directors have confirmed that the insurance coverage for our general hospital and hospital

management operation was adequate as of the [●].

HEALTH, SAFETY AND ENVIRONMENTAL MATTERS

We are subject to various PRC laws, rules and regulations with respect to health, safety

and environmental matters, including hospital sanitation, reduction of occupational hazards

in hospitals, prevention of medical accidents, disease control, disposal of medical waste, and

discharge of waste water, pollutants and radioactive substances. For more details, see “PRC

Laws, Rules and Regulations”.

We are committed to complying with PRC regulatory requirements, preventing and

reducing various hazards and risks associated with our operation, and ensuring the health

and safety of our patients and employees of our in-network hospitals and surrounding

communities.

Healthcare Services Quality Control

The NHFPC and Beijing Municipal Health Bureau have promulgated numerous rules and

regulations to regulate medical professionals and standards for healthcare services. The rules

and regulations apply to multiple aspects of healthcare services and provide detailed

procedures for medical professionals to follow, including requirements for a hospital to

implement 14 core procedures to ensure healthcare services quality. These include proper

procedures for initial diagnosis, ward inspection, consultation, discussions of death cases,

medical record keeping, pre-operation discussions, care of critically ill patients and shift

relief system. Our in-network hospitals and clinics are subject to unscheduled inspections by

relevant government authorities, including the Beijing Municipal Health Bureau, which

reviews healthcare services provided by our in-network hospitals and clinics to determine

areas that can be further improved, including the implementation of the relevant rules and

procedures. During the [●], our in-network hospitals had not been notified of any material

non-compliance of the 14 core procedures. None of our in-network hospitals and clinics has

been found of any other material violations during the inspections conducted by Beijing

Municipal Health Bureau, the clearance of which is a prerequisite for our in-network

hospitals to renew their licenses. We did not receive any written notice of material findings

or recommendations from the latest inspections by relevant government authorities. The

following table sets forth the date of the latest inspection by relevant government

authorities on our in-network hospitals as of the [●]:
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Our in-network hospitals
Date of

the latest inspection

Jian Gong Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . September 13, 2013

Yan Hua Hospital Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . September 18, 2013

Mentougou Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . August 2, 2013

Jing Mei Hospital Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . September 11, 2013

Mentougou TCM Hospital. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . October 16, 2013

In addition, we have implemented the JCI standards at our in-network hospitals and

clinics. These standards are recognized worldwide for their ability to continuously improve

the safety and quality of healthcare services. Jian Gong Hospital and Yan Hua Hospital, two

of our in-network hospitals accredited by the JCI, are also subject to re-evaluation and

assessment by the JCI every three years.

To ensure that our in-network hospitals and clinics operate effectively and provide

consistent and high quality services and their compliance of applicable rules and regulations,

we have established a comprehensive quality control system in our in-network hospitals and

clinics to prevent potential risks associated with medical prescription. This system primarily

includes the following measures:

• Training programs. We provide regular and continuing trainings to our medical

professionals so that they are familiar with medical procedures and technology.

• Assessment system. We evaluate our healthcare services regularly, including

monthly assessment of our implementation of certain core procedures, identify

areas to be improved and propose improvement measures.

• Automatic medication checking system. We have implemented an automatic

medication checking system. Doctors at our in-network hospitals are required to

input and record their diagnosis and prescriptions electronically in this system. It

can automatically detect and alert doctors of any potential complications from

prescriptions, such as incompatibility or overdose.

• Inspection department. Each of our in-network hospitals has its own inspection

department, focusing on handling patient complaints and medical disputes. It

investigates patient complaints and reports any material medical disputes to our

senior management for further actions.

• Patient service and feedback hotline. Patients may express their opinions of our

healthcare services through our patient service and feedback hotline. Proper

records are kept for each complaint and follow-up actions are taken when

necessary.

Safety Management for Patients and Employees

To mitigate health, safety and environmental risks and reduce potential medical

disputes, we established an operation safety committee responsible for coordinating with

other relevant departments to supervise and examine safety issues, such as medical

treatment safety, environment safety and occupational safety within our Group and

in-network hospitals. Our operation safety committee is chaired by our Chief Executive

Officer and our Board of Directors appoints the other members of this committee.
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We also adopted various measures to maintain a healthy and safe environment for

patients and employees, including those required under the JCI standards. For example, each

in-network hospital has an infectious disease management office that monitors infectious

disease and provides monthly inspection results to the hospital and quarterly reports to the

administrator as well as an infectious disease control team. The infectious disease control

team at each of our in-network hospitals is chaired by the administrator of each hospital and

is composed of experts at relevant clinical departments. This team oversees infectious disease

prevention and control at each hospital, analyzes the source of infectious disease,

coordinates controlling measures among departments, and monitors special cases. We also

regularly sanitizes all of our in-network hospitals and clinics.

Environment Protection

To ensure that our business is in line with the requirements and standards of

environmental protection, we have implemented internal policies and procedures in this

regard and require all our in-network hospitals to engage qualified service providers to

dispose of medical waste and radioactive substances. For example, for medical waste (other

than disposable infusion container and hazardous waste), each of our in-network hospitals has

engaged No.2 Branch Office of Beijing Environment Sanitation Engineering Group Co., Ltd. (北
京環境衛生工程集團有限公司二清分公司, or “Beijing ESE”), a qualified recycling company

designated by Beijing Municipal Environmental Protection Bureau, to dispose of medical

waste. Each hospital collects, sorts, seals and places medical waste at a designated area for

pick-up by Beijing ESE, which sterilizes and disposes of the medical waste in accordance with

relevant regulations. Each of our in-network hospitals, except Mentougou Traditional Chinese

Medicine Hospital which does not produce any hazardous waste, has also engaged Beijing

Jinyu Red Forest Environment Protection Technical Co., Ltd. (北京金隅紅樹林環保技術有限責任公
司) to handle disposal of other hazardous waste, including expired pharmaceutical products

and other toxic chemicals. In addition, Jian Gong Hospital has engaged Beijing Jingwei

Zhongtai New High-Tech Co., Ltd. (北京京衛中苔高新技術有限公司) to handle the disposable of

infusion containers. Our in-network hospitals and clinics do not produce radioactive medical

waste.

Our cost for compliance with applicable health, safety and environmental rules and

regulations in 2010, 2011, 2012 and the six months ended June 30, 2013 was RMB0.5 million,

RMB0.6 million, RMB0.7million and RMB0.3 million, respectively. During the [●], we did not

encounter any non-compliance or complaints in relation to the environmental protection.

Going forward, we expect that the annual cost of compliance with health, safety and

environmental rules and regulations will continue to increase in line with increase during the

[●].
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INDUSTRY STANDARDS

China maintains strict standards for medical institutions and professionals. Medical

institutions in China are graded into Grades I, II and III based on the assessment of competent

authorities. For more details, see “PRC Laws, Rules and Regulations — Regulations on the

Administration and Classification of Medical Institutions — The Classification of Medical

Institutions”. Medical professionals are also subject to extensive regulations on their

qualification and results and face potential liabilities and disciplinary action for malpractice. For

more details, see “PRC Laws, Rules and Regulations — Laws and Regulations on Medical

Personnel of Medical Institutions” and “PRC Laws, Rules and Regulations — Laws and

Regulations on Medical Malpractice”.

In addition, we have been implementing JCI standards in our in-network hospitals and

clinics. Jian Gong Hospital and Yan Hua Hospital were accredited by JCI in 2010 and renewed

in August 2013. The JCI provides accreditation and certification for healthcare organizations

and has a presence in more than 90 countries. The JCI standards were developed by

healthcare experts from around the world and have been tested worldwide, making JCI a

recognized world leader in healthcare quality and patient safety. JCI accreditation generally

takes 18 to 24 months. A hospital is accredited once it demonstrates that it has met the

standards of care issued by the JCI. These standards focus on a broad set of issues, including

access to care, patient and family rights and communications, patient care, anesthesia and

surgical care, medication management and use, patient safety, prevention and control of

infections, staff qualification and education and other factors.

PRODUCT QUALITY CONTROL AND RETURN

We select our suppliers prudently to ensure quality control. Our selection criteria is

based on a variety of factors, including quality, service, overall track record, product selection

and price. We generally work with reputable suppliers that are able to meet the

requirements of our purchases.

For all of the products ordered either through our supply chain and procurement

management business or directly by hospitals, inspections are conducted by the hospital

upon delivery to ensure strict quality control, including for expiration dates, packaging,

product description and other quality indicators. Each of our in-network hospitals has its

own quality control team. We employ a standard product return policy. We allow our

in-network hospitals and clinics to return any defective or expired products to us. In turn, we

return such products to the manufacturer or the distributor, according to market practice

and past dealings with our suppliers. During the [●], neither we nor any of our in-network

hospitals and clinics have encountered any quality issues or received any defective products

that would have a material adverse effect on our business, financial condition or results of

operations. For more details, see “Risk Factors — Risk Factors Related to Our Business and

Industry — The existence of counterfeit pharmaceutical products in China may damage our

reputation and subject us to legal liability”.

WAREHOUSE AND LOGISTICS

When we submit a purchase order to the supplier, it will deliver the specified

pharmaceuticals, medical devices or medical consumables either to the designated hospitals

in accordance with our instructions or to our warehouse. Upon delivery, each hospital will

inspect and check the delivery and demand re-delivery if the product does not meet the

relevant delivery standards.
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In accordance with applicable PRC law, the delivery of medical products to hospitals

must be conducted directly by the manufacturer or through a qualified pharmaceutical

logistics distribution enterprise. In June 2013, we entered into a three-year agreement with

a logistics company, Beijing Jiahe Jiashi Pharmaceutical Logistics Co., Ltd. (北京嘉和嘉事醫藥物
流有限公司, “Jiahe Jiashi”), an Independent Third Party. Under this agreement, we are

required to pay a minimum annual delivery fee of RMB2.8 million, and Jiahe Jiashi provides

us with storage and services suitable for different medical products. Jiahe Jiashi has provided

designated delivery personnel to handle our products and is liable for any loss caused by its

negligence or failure to comply with inspection standards during delivery. For losses caused

by force majeure, we will receive compensation indirectly from Jiahe Jiashi’s insurance

company. The agreement will be automatically terminated if our pharmaceutical distribution

certificate expires during the three-year period or if the government policy renders the

agreement unenforceable. The agreement may be renewed upon mutual consent.

We lease one warehouse with a gloss floor area of approximately 200 square meters

from an Independent Third Party for storing medical devices and medical consumables for

our supply chain business.

OUR PROPERTIES

As of the [●], our Jian Gong Hospital owned land use rights to one parcel of land in

Beijing with an aggregate site area of approximately 18,999 square meters and building

ownership rights to certain buildings erected on such parcel of land with an aggregate gross

floor area of 21,434 square meters. We obtained long-term land use right certificate for Jian

Gong Hospital, which expires on August 24, 2060. We do not own any other properties in

China other than the land use rights and building ownership rights owned by Jian Gong

Hospital.

We have not obtained ownership certificates for certain buildings at Jian Gong Hospital

due to the lack of certain construction-related permits and certificates. These buildings are

currently in use and have a total gross floor area of 8,716 square meters, or 28.9% of the

total gross floor area of Jian Gong Hospital. Such areas include primarily the outpatient

registration area, a library, a morgue, a medical imaging and diagnostic room, and rooms for

other ancillary functions. Of these areas, the outpatient registration area is the largest with

a gross floor area of approximately 1,611 square meters, or 5.3% of the total gross floor area

of Jian Gong Hospital.

Recognizing the potential legal risks associated with the title defects and pursuant to

the business expansion plan of Jian Gong Hospital, we have had discussions with the Beijing

Xicheng Municipal Commission of Urban Planning (北京市規劃委員會西城分局 or “BXMCUP”)

and submitted a reconstruction plan covering these buildings to BXMCUP for review in 2012.

In September 2012, BXMCUP granted us a Construction Land Use Planning Permit (建設用地
規劃許可證), a key step in obtaining the construction-related permits for our reconstruction

plan covering these areas, which would rectify such title defects. We are in the process of

on-going discussions with BXMCUP to finalize our reconstruction plan and will apply for the

construction permit (建設工程規劃許可證) and the permit for the commencement of

construction works (施工許可證) in 2014. Once these construction-related permits are

obtained, construction is expected to commence and be completed in 2015. We plan to spend

approximately RMB110 million in capital expenditure for the reconstruction plan.

Such rectification actions can only be completed after [●], and we will disclose the

progress of the reconstruction plan in our interim and annual reports to shareholders after

[●], including a detailed explanation for any delay in these rectification actions. As advised
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by our PRC legal adviser, if our rights to these properties are challenged before we obtain the

permit to commence the reconstruction or before we rectify the defects through alternative

means, BXMCUP and the local government agency responsible for construction and

development could (i) subject us to a fine up to 10% of the construction cost, and/or (ii) force

us to demolish the buildings within a reasonable period specified by the relevant

government agency responsible for construction and development. We expect the maximum

potential liability to be approximately RMB3.0 million and estimate that demolishment and

relocation may take approximately three months. We do not expect our business and

financial position to be materially affected by demolishment and relocation and estimate

that there will be no material loss of revenue because the properties with title defects,

individually or collectively, are not crucial to our operations.

Our Controlling Shareholders, namely Mr. Xu Xiaojie, Ms. Xu Jie and Speed Key Limited,

entered into a deed of indemnity as at the date of this document in favor of our Group,

pursuant to which our Controlling Shareholders undertake to indemnify our Company

against any loss resulting from any fine, demolishment, relocation and/or other costs

associated with the property title defects. For more details, see “Appendix V. Statutory and

General Information — F. Other Information — 2. Deed of Indemnity”.

Our Directors have confirmed that, although some of the areas encompass typical

functions of a hospital, the properties with title defects, individually or collectively, are not

crucial to our operations because (i) if our rights to these properties are challenged or if we

are ordered to demolish the relevant buildings, the function of these buildings can be easily

relocated to other premises without significantly impacting our operations, and (ii) we have

a reconstruction plan in place. Since Jian Gong Hospital has passed the JCI accreditation

process, which encompasses the inspection of the safety condition of a hospital’s facilities,

we believe that Jian Gong Hospital’s facilities satisfy the international requirements for

healthcare facilities’ safety. BXMCUP, the competent authority as confirmed by our PRC legal

adviser, has confirmed that it has not imposed any administrative penalties against us in

relation to our rights to these properties during the [●].

As advised by our PRC legal adviser, there is no material legal impediment in obtaining

the necessary construction-related permits for our reconstruction plan and in obtaining the

building ownership certificates once we complete the reconstruction of Jian Gong Hospital

so long as our reconstruction is carried out and inspected in accordance with the relevant

requirements. As advised by our PRC legal adviser, a hospital’s medical buildings, with or

without ownership certificates, are not permitted to be used as collateral for borrowings due

to the requirements under applicable PRC laws, rules and regulations. For more details on

the prohibition against using a hospital’s real property as collateral, see “Financial

Information — Liquidity and Capital Resources”. Those buildings for which we have not

obtained ownership certificates cannot be bought or sold due to the title defects. If we are

requested by BXMCUP or the local construction government agency to demolish the

buildings before we obtain the construction-related permits for our reconstruction plan, we

estimate that the total cost of relocation, including the search for alternative premises,

renovation and a 12-month rental, is approximately RMB22.0 million. We do not expect a

material difference between the valuation of these properties and the valuation that we

would have attributed to these properties if they did not have such title defects. For more

details regarding the changes in equity interest of Jian Gong Hospital, see “History and

Reorganization — Our History”. For more details, see “Risk Factors — Risk Factors Related to

Our Business and Industry — We have not obtained title and have not registered lease

agreements with respect to some of the properties we use to operate our business”.
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To prevent the recurrence of similar incidents relating to our properties, we have

engaged our PRC legal adviser to advise us on compliance with the relevant PRC laws, rules

and regulations in relation to the usage, rental and construction of our properties.

Furthermore, we leased and occupied a total of eight properties in the Beijing with a

total gross floor area of approximately 1,245 square meters for office and business use as of

the [●]. All eight property lease agreements have not been registered with the relevant PRC

government authorities. As advised by our PRC legal adviser, failure to register an executed

lease agreement will not invalidate the agreement; however, we may be subject to a fine of

no less than RMB1,000 and not exceeding RMB10,000 for each unregistered lease agreement

if the relevant PRC government authorities require us to rectify such non-compliance and we

fail to do so within the specified time. In the event that we have to look for alternative

premises, the property agent fee is expected to amount to approximately RMB0.1 million.

We have not made any provisions relating to the potential liabilities relating to our title

defects and failure to register certain lease agreements during the [●] because we believe the

risk is remote and the amount is not significant.

COMPETITION

The hospital and healthcare service industry in China is highly fragmented with

numerous market participants. For example, we were the largest private hospital group in

China in terms of the number of beds in operation, according to the Frost & Sullivan Report,

with 3,194 beds in 2012. However, this represents less than 0.1% of the 4.2 million total beds

in operation in China in 2012, according to the Frost & Sullivan Report. Hospitals compete

primarily with other hospitals in their areas of operation. Other key competitive factors

among hospitals include healthcare service quality, reputation, convenience and price. For

example, Yan Hua Hospital competes with Fangshan Hospital (房山區醫院), a public Grade II

hospital located in the same area. In addition, Jian Gong Hospital competes with

neighboring Xuanwu Hospital of Capital Medical University (首都醫科大學宣武醫院) and

Beijing Friendship Hospital (北京友誼醫院), both of which are Grade III hospitals. As we are

expanding our healthcare services, we will face additional competition from both local

public and private hospitals in areas we expand into. For more details on the competitive

landscape and our market share in Beijing, see “Industry Overview — Competition”.

According to the Frost & Sullivan Report, competition for management rights over

public hospitals among general hospital operators is currently not intense primarily because

this industry is still in its early stages of development in China. As of the Latest Practice Date,

we do not believe that we face any material competition from any other general hospital

operator in Beijing that has a business model similar to ours. However, we expect that

competitors in the healthcare service industry will emerge given the healthcare reform in

China and the central governments’ and local government’s supportive policies towards

public hospital reform and private capital investment in the healthcare services industry. The

Frost & Sullivan Report predicts that more professional hospital operators will manage public

hospitals as the PRC government seeks to reform public hospitals by equity investments, PPP

or other means. For more details on industry trends and analysis, see “Industry Overview”.

We believe that we will compete with new entrants on the basis of hospital management

expertise, reputation, and hospital service quality. They may compete with us for existing and

potential hospital owners interested in public hospital reform opportunities.
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As a result of our management rights over in-network hospitals and clinics, we are able

to control, consolidate and manage the procurement needs of these hospitals and clinics.

Consequently, we do not believe we compete with other pharmaceutical distributors because

our supply chain business primarily serves our in-network hospitals and generally does not

supply pharmaceuticals, medical devices or medical consumables to other third-party

hospitals.

EMPLOYEES

We categorize the employees involved in our hospital management business into two

classes: our employees and hospital employees. As of June 30, 2013, we had a total of 78

employees at the Group level, including hospital managers appointed to hospitals by us and

administrative and procurement personnel. In addition, as of June 30, 2013, our in-network

hospitals and clinics had more than 4,600 hospital employees, including doctors, nurses,

pharmacists, medical technicians and other administrative personnel. For a breakdown of the

employees at each of our in-network hospitals and clinics, see “— Our Hospital Network”. In

particular, Jian Gong Hospital had 764 employees, including 219 doctors and 386 other

medical professionals as of June 30, 2013. The following table shows a breakdown of our

Group-level employees by function as of June 30, 2013:

Functions
Number of
Employees % of Employees

Group-level Employees. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 78 100.0

Management and administrative . . . . . . . . . . . . . . . . . . . 37 47.4

Hospital managers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 19.2

Procurement. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26 33.3

Our employees typically enter into standard employment contracts with us. Each of the

hospital managers appointed by us is also required to enter into a two-year non-competition

agreement with us. Remuneration packages for our employees may comprise one or more of

the following elements: base salary, performance-related bonus and discretionary bonus. We

set performance targets for our employees based on their position and department and

periodically review their performance. The results of such reviews are used in their salary

determinations, bonus awards and promotion appraisals. For our Group-level employees, we

offer various social insurance benefit plans, including housing fund, pension, medical,

maternity and unemployment benefits. Our employees are also represented by a labor union,

and labor dispute are handled in accordance with all applicable laws, rules and regulations.

Employees of our in-network hospitals and clinics enter into employment contracts with

the relevant hospital. Each hospital independently manages its recruitment efforts, provides

wages and employee benefits within its annual budget, hires part-time employees as

needed, and conducts its own employee performance reviews, which is modeled after the

general framework developed and approved by us.
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Qualification of Medical Professionals

The qualification and expertise of doctors at our in-network hospitals and clinics is vital

to the quality of healthcare services provided at our in-network hospital and clinics provide

and our competitiveness. We place great emphasis on recruiting, training and retaining our

employees. We maintain high standards in selecting quality medical professionals and

provide competitive compensation packages. We also provide periodic training on topics

such as information technology and accident management to our employees. The following

table sets forth the turnover rate of doctors and other medical professionals of our

in-network hospitals for the periods indicated:

Year ended December 31,

Hospitals 2010 2011 2012

Jian Gong Hospital . . . . . . . . . . . . . . . . . . . . 14.7% 14.6% 11.2%

Yan Hua Hospital Group. . . . . . . . . . . . . . . . 3.9% 6.1% 7.4%

Mentougou Hospital . . . . . . . . . . . . . . . . . . . 2.7% 5.3% 3.1%

Jing Mei Hospital Group. . . . . . . . . . . . . . . . 2.8% 3.2% 3.0%

Mentougou Traditional Chinese Medicine

Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.4% 4.4% 1.3%

Turnover rate is defined as (a) the total number of doctors and other medical

professionals who resigned during a financial year at each hospital and does not include

those who retire during such financial year, divided by (b) the total number of doctors and

medical professionals at such hospital as of January 1 for such financial year.

In China, licensed doctors are subject to various trainings and periodic assessment of

their professional skills, achievements and professional ethics by institutions or organizations

entrusted by the public health department. There are four professional ranks for doctors in

China: resident doctor, attending doctor, associate-chief doctor and chief doctor. For more

details of the number of our doctors at each in-network hospitals, see “— Our Hospital

Network”.

We designate the clerical department (醫務部) at each in-network hospital to handle the

qualification registration for our medical professionals and maintain license records. The

clerical department conducts periodic examinations to ensure each medical professional’s

practice is within the scope of his or her license. It also reminds doctors to apply for next

professional rank when they become eligible. During the [●] and up to the [●], we were not

aware of and did not encounter any complaints or penalties in relation to medical

professionals practicing beyond the scope of their respective licenses.

INTELLECTUAL PROPERTY

We believe that our intellectual property is of material importance to our business. As

of the [●], we held three registered trademarks and three registered domain names. We are

also in the process of applying for the registration of 15 additional trademarks in China.

As of the [●], we are not engaged in or threatened with any claim for infringement of

any intellectual property rights, whether as a claimant or as a defendant. For more details on

our intellectual property rights, see “Appendix V. Statutory and General Information — B.

Further Information About Our Business — 2. Intellectual property rights” in Appendix V to

this document.
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LICENSES, PERMITS AND CERTIFICATES

As advised by our PRC legal adviser, we have obtained the necessary licenses, approvals,

certificates and permits for our current business operations. The following table sets forth

the major licenses, certificates and permits for our Group and all of our in-network hospitals

as of the [●].

License Effective Date Expiration Date

Jian Gong Hospital

Medical Institution Practicing

License (醫療機構執業許可證)

January 1, 2013 December 31, 2015

Beijing Medical Insurance

Designated Medical Institution

Certificate (北京市基本醫療保險
定點醫療機構資格證書)

April 1, 2013 March 31, 2016

Yan Hua Hospital Group

Medical Institution Practicing

License

February 21, 2012 December 31, 2014

Beijing Medical Insurance

Designated Medical Institution

Certificate

April 1, 2013 March 31, 2016

Mentougou Hospital

Medical Institution Practicing

License

February 16, 2011 December 31, 2013

Beijing Medical Insurance

Designated Medical Institution

Certificate

April 1, 2013 March 31, 2016

Jing Mei Hospital Group

Medical Institution Practicing

License

January 1, 2013 December 31, 2015

Beijing Medical Insurance

Designated Medical Institution

Certificate

April 1, 2013 March 31, 2016

Mentougou Traditional Chinese Medicine Hospital

Medical Institution Practicing

License

July 16, 2012 December 31, 2013

BUSINESS

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

163



License Effective Date Expiration Date

Beijing Medical Insurance

Designated Medical Institution

Certificate

April 1, 2013 March 31, 2016

Beijing Wanrong

Pharmaceutical Distribution

Certificate (藥品經營許可證)

November 11, 2011 September 28, 2014

Pharmaceutical Distribution

Quality Management

Certificate (藥品經營質量管理規
範認證證書)

January 7, 2009 January 6, 2014

Medical Device Marketing

Enterprise License (醫療器械經
營企業許可證)

July 30, 2010 July 29, 2015

Beijing Jiayi

Medical Device Marketing

Enterprise License

December 27, 2010 December 26, 2015

Medical Institution Practicing License and Pharmaceutical Distribution Quality

Management Certificate may be renewed within three months prior to its expiration date

upon re-examination by the relevant authority. We are in the process of preparing relevant

renewal application materials for the Medical Institution Practicing Licenses of Mentougou

Hospital and Mentougou Traditional Chinese Medicine Hospital. We plan to submit them to

the relevant authority one month prior to the expiration date, which is consistent with our

historical practice. As advised by our PRC legal adviser, the renewal application for the

Medical Institution Practicing Licenses may be submitted to relevant regulatory authorities

within three months prior to the expiration date of the license and consequently our practice

does not violate the relevant regulations. As further advised by our PRC legal adviser, the

relevant regulatory authorities may, depending on the actual situation, grant us a grace

period, the length of which is between one to six months. Hospitals with hospital beds

(which includes all of our in-network hospitals) that fail to pass the periodic examination and

renew the license may continue to operate during the grace period. There were no incidents

of non-compliances that led to a suspension or revocation of the licences for any of our

hospitals during the [●]. Pharmaceutical Distribution Certificate and Medical Device

Marketing Enterprise License may be renewed within six months prior to its expiration date

upon re-examination by the relevant authority. As advised by our PRC legal adviser, although

re-examination is required for the renewal of Beijing Medical Insurance Designated Medical

Institution Certificate, relevant regulations do not specify when it may be renewed prior to

its expiration date.

In addition to the above licenses and certificates, our in-network hospitals have also

obtained other licenses and permits such as License for the Deployment of Large Medical

Equipment (大型醫用設備配置許可證), License for radiotherapy (放射診療許可證), and Seal Card

for the Purchase and Use of Narcotic Pharmaceuticals and Class I Psychotropic Substances (麻
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醉藥品、第一類精神藥品購用印鑒卡). For more details on licenses, permits and certificates, see

“PRC Laws, Rules and Regulations — Legal Supervision over the Healthcare Sector in China”.

As advised by our PRC legal adviser, there is no material legal impediment in renewing our

licenses, permits and certificates as long as we comply with relevant requirements.

LEGAL PROCEEDINGS AND COMPLIANCE

Our in-network hospitals and clinics are subject to legal proceedings and claims that

arise in the ordinary course of business, which primarily include medical disputes brought by

our patients. Most of our in-network hospitals maintain medical liability insurance, but such

insurance only covers a portion of these claims. For more details, see “— Insurance”. During

the [●], the number of medical disputes settled by our in-network hospitals, and clinics was

approximately 160, or less than 0.01% of the aggregate patient visits, and the aggregate

settlement amount as a percentage of the aggregate revenue was less than 0.2%,

approximately less than half of which was covered by the insurance carried by our in-network

hospitals and clinics. In particular, during the [●], the number of medical disputes settled by

Jian Gong Hospital was approximately 30, or less than 0.01% of the Jian Gong Hospital’s

aggregate patient visits, and the aggregate settlement amount as a percentage of the

aggregate revenue generated by Jian Gong Hospital was 0.2%, approximately less than half

of which was covered by the insurance carried by Jian Gong Hospital.

During the [●], there were three major medical disputes, each involving a settlement

amount greater than RMB500,000. The following table sets forth the details of these major

medical disputes.

Hospital Date of Incident Nature of Alleged Incident

Jing Mei Hospital January 2007 Medical screws allegedly pierced

the spinal canal of a patient

during lumbar spine surgery.

Mentougou Hospital March 2011 Maternal mortality allegedly caused

by amniotic fluid embolism, a

rare and often fatal emergency

during child birth.

Mentougou

Traditional Chinese

Medicine Hospital

September 2007 Patient underwent an allegedly

unsuccessful cervical spine

surgery.

We may continue to face legal proceedings and claims in our hospital business

operations. For more details, see “Risk Factors — Risk Factors Related to Our Business and

Industry — We and our in-network hospitals and clinics have been and could become the

subject of litigation, claims and governmental investigations, including medical dispute

brought by patients, which may harm our reputation and our business”.

We have established protocols to handle and record potential medical disputes. Each of

our in-network hospitals has its own inspection department focusing on handling patient

complaints and medical disputes. The inspection department investigates patient complaints,

maintains a written record of discussions with patients, and resolves minor medical disputes

on its own. The inspection departments also reports material medical disputes to relevant

senior hospital managers for discussion. Unresolved medical disputes may be referred to a

designated government-run medical dispute mediation committee or to the courts for

further action.
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As of [●], other than those disclosed in this document, we were not a party to any

ongoing material litigation, arbitration or administrative proceedings, and we are not aware

of any claims or proceedings contemplated by government authorities or third parties which

would materially and adversely affect our business. Our Directors are not involved in any

actual or threatened material claims or litigation.

We are subject to a wide variety of laws, rules and regulations in the ordinary course of

our business operations and other activities. For more details, see “PRC Laws, Rules and

Regulations”. As advised by our PRC legal adviser, except as disclosed in “— Our Properties”,

we are in compliance with all relevant laws, rules and regulations in all material aspects and

have obtained the necessary licenses, approvals and permits for our current business

operations.

We have in place a series of Group-wide management policies to improve our corporate

governance structure and monitor the implementation of internal control policies, including

an investment management system, information disclosure system, anti-fraud and reporting

system, human resources management system, risk management and assessment policies,

internal audit rules, and employee handbooks.

In particular we have set up an internal control system to address anti-bribery and

corruption incidents:

• We have anti-corruption policies and procedures in place both at the Group and

hospital levels. The design and implementation of anti-corruption policies and

procedures are overseen by the head of our operations management department

at the Group level and by the hospital administrator of each hospital at the

hospital level. Related policies are set forth in the employee handbook and code of

conduct. We have a zero tolerance policy towards acceptance of any bribes by

doctors, staff and hospital administrators. We have also established a whistle

blower program, a dedicated email address to receive named or anonymous

reports of corruption charges, and stringent investigation protocols. Any employee

found in breach of our anti-corruption policy will be terminated.

• We also have an independent committee at the hospital level, comprising of

doctors from various clinical departments, tasked with conducting a monthly

review and assessment of the quality and reasonableness of pharmaceutical

prescriptions on a random sampling basis. Any irregularities, which could indicate

instances of prescription abuse or corruption, are immediately reported to the

clerical department (醫務部) and the pharmacy department (藥劑科) for further

review.

• Our employees and hospital employees undergo anti-corruption training on an

annual basis. They also receive periodic updates on recent anti-corruption issues as

such issues arise. Most recently, our senior management received extensive

anti-corruption training in August 2013.

During the [●], we are not aware of any non-compliance with the anti-corruption

policies of our Group or in-network hospitals.
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OVERVIEW

Ms. Xu Jie, Ms. Xu Xiaojie and Speed Key Limited are our Controlling Shareholders.

Ms. Xu Jie, our founder, established our Group in 2007. For more details on the

establishment of the Group, see “History and Reorganization — Our History — History of

Beijing Phoenix”. For more details on Ms. Xu Jie’s bios, see “Directors and Senior

Management — Directors — Executive Directors”. Speed Key Limited is an investment

holding company wholly owned by Ms. Xu Xiaojie.

YAN HUA HOSPITAL GROUP

Ms. Xu Xiaojie and Ms. Xu Jie collectively own the entire equity interest in Beijing

Wantong. Beijing Wantong indirectly owns the entire equity interest in Yan Hua Phoenix,

which is the owner (舉辦人) of Yan Hua Hospital Group. Apart from Ms. Xu Jie, none of our

Directors or members of our senior management holds any position in Speed Key Limited,

Beijing Wantong or Yan Hua Phoenix.

Pursuant to the Yan Hua IOT Agreement we entered into with Yan Hua Hospital Group,

we have agreed to invest in Yan Hua Hospital Group and provide management services to

Yan Hua Hospital in return for the right to manage Yan Hua Hospital Group and to receive

annual management fees until July 17, 2055. Yan Hua Hospital Group is managed by the

executive committee which consists of five members, four of whom are appointed by Yan

Hua Phoenix and one of whom is elected by an employee committee. The executive

committee exercises key decision-making powers over important business decisions at Yan

Hua Hospital Group, such as the approval of annual hospital budgets and major investments,

the establishment of new departments and the hiring of key personnel. Matters before the

executive committee are decided by a simple majority of all executive committee members,

and each member of the executive committee has one vote.

For more details regarding the business and operations of Yan Hua Hospital Group, see

“— Business — Our Hospital Network — Yan Hua Hospital Group”.

REASONS FOR EXCLUDING YAN HUA HOSPITAL GROUP FROM OUR GROUP

Since Yan Hua Hospital Group is a not-for-profit hospital registered as a private

non-enterprise organization (民辦非企業單位), the owner (舉辦人) of Yan Hua Hospital Group

is not entitled under PRC laws, rules and regulations, to the right of dividends or the profits,

cash flow or residue assets upon liquidation. As advised by our PRC legal adviser, while there

are no legal restrictions for our Controlling Shareholders to inject Yan Hua Hospital Group

into the Group as a not-for-profit hospital, such injection does not entitle our Group to share

its profits nor to receive its dividends, which is not aligned with the nature of our Company.

On the contrary, it is in the best interest of our Group to own for-profit hospitals or assets

in order to share economic benefits generated by those hospitals or assets. Hence, the Group

currently only owns the Jian Gong Hospital, which is a for-profit hospital. Further, since there

are no additional economic benefits out of owning Yan Hua Hospital outright, it would not

be in our Groups’ interests to make payment to the owners of Yan Hua Phoenix based on the

appraised value of Yan Hua Phoenix, as the Group would have spent cash as consideration to

purchase Yan Hua Phoenix for no additional economic benefits. As a result, we decided not

to include Yan Hua Hospital Group in our Group. The Directors are also of the view that

including Yan Hua Hospital Group as part of our Group is not in the best interests of our
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Shareholders in the near future. Accordingly, Yan Hua Hospital Group is not and will not

form part of our Group following the completion of the Reorganization and [●] so long as

Yan Hua Hospital remains as a not-for-profit hospital.

POTENTIAL COMPETITION

The Group may face potential competition from Yan Hua Hospital on the following

aspects:

• Yan Hua Hospital and other hospitals that the Group manage provide general

hospital service in Beijing. The Group has no control over individual patients who

potentially can opt to visit Yan Hua Hospital instead of other hospitals of our

Group; and

• Yan Hua Hospital and our Group may potentially compete for doctors, other

medical professionals and management staff, as both Yan Hua Hospital and our

Group recruit primarily in Beijing.

Our Company believes the above potential competition does not materially and

adversely affect the Group because:

• under the Yan Hua IOT Agreement, the Group is entitled to manage Yan Hua

Hospital and, accordingly, the Group is able to operate Yan Hua Hospital in the best

interest of the Group and effectively avoid any operational decisions of Yan Hua

Hospital that potentially compete with the Group;

• as Yan Hua Hospital is a not-for-profit hospital, Yan Hua Hospital Group’s owner (舉
辦人), which is [●], will not receive any economic interests through dividends or

distributions and hence there is no economic incentive for Yan Hua Hospital Group

to compete with the Group;

• Yan Hua Hospital Group agreed to pay us annual management fees solely based on

the financial performance of Yan Hua Hospital Group. As a result, the economic

interests of our Group and Yan Hua Hospital Group are aligned in terms of the

operations of Yan Hua Hospital Group. We manage Yan Hua Hospital and other

hospitals of the Group collectively in the best economic interests of the Group as

a whole;

• Yan Hua Hospital are located in Fangshan District of in Beijing, which is separate

from other in-network hospitals of our Group. We believe generally patients tend

to visit hospitals that are in close proximity to their residence. Therefore, potential

competition due to geographical overlap within Beijing is limited;
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• as we manage Yan Hua Hospital as part of our hospital network, we cause Yan Hua

Hospital Group and our other in-network hospitals to share human resources and

medical knowledge across our hospital network, rather than having each in-

network hospitals compete with each other for doctors, other medical

professionals and management staff. For more details, see “Business — Our

Competitive Strengths — Innovative Business Model Capturing Multiple Parts of

the Value Chain and Realizing Synergies”; and

• each of the Controlling Shareholders has undertaken not to engage in, or

interested in any business which may compete with our business. In addition, each

of the Controlling Shareholders has undertaken to us that (i) upon termination of

the Yan Hua IOT Agreement; or (ii) upon Yan Hua Hospital becomes a for-profit

hospital, each of them shall transfer all their interests in Yan Hua Phoenix to

Beijing Phoenix. For more details, see “— Non-Voting and Non-Competition

Undertakings”.

DELINEATION OF BUSINESS

We believe there is clear delineation between our Group and the Yan Hua Hospital

Group for the following reasons:

• Yan Hua Hospital Group and our Group have independent financial systems. We

manage and have access to the financial systems of Yan Hua Hospital Group in

order to ascertain the level of management fees payable to us pursuant to the Yan

Hua IOT Agreement;

• the Group and Yan Hua Hospital Group have independent human resources systems

with different operational personnel and staff. These personnel and staff are paid

by their respective employers;

• we manage Yan Hua Hospital pursuant to the Yan Hua IOT Agreement, and

accordingly Yan Hua Hospital Group rely on us to provide management services.

However, on the contrary, we do not rely on the management personnel of Yan

Hua Hospital for the Group’s daily operations; and

• our Controlling Shareholders have undertaken not to compete with Group. For

more details, see “— Non-Voting and Non-Competition Undertakings”.

Based on the above, our Directors are of the view that there is a clear delineation

between the Yan Hua Hospital Group and the Group and do not expect any overlap between

Yan Hua Hospital Group and our Group after [●].

Other than those disclosed in this section, our Controlling Shareholders, Beijing

Wantong and Yan Hua Phoenix and their [●] are not engaged in any healthcare or hospital

management related activities in China.
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NON-VOTING AND NON-COMPETITION UNDERTAKINGS

As the owner (舉辦人) of Yan Hua Hospital Group, Yan Hua Phoenix is entitled to

nominate members to the executive committee of the Yan Hua Hospital Group. Our

Controlling Shareholders, Beijing Wantong and Yan Hua Phoenix have provided a non-voting

undertaking in favor of the Group in the event there is any conflict or competition or

potential conflict or potential competition between Yan Hua Hospital Group and the Group,

our Controlling Shareholders, Beijing Wantong and Yan Hua Phoenix shall procure the

members of the executive committee nominated by Yan Hua Phoenix to abstain from voting.

In addition, each Controlling Shareholder has confirmed that it or she is not engaged in,

or interested in any business which, directly or indirectly, competes or may compete with our

business. In accordance with the non-competition undertakings set out in the deed of

non-competition dated the date of this document, each of the Controlling Shareholders has

undertaken to our Company (for itself and on behalf of its subsidiaries) that during the

period commencing from the [●] Date and ending on the occurrence of the earliest of (i) [●];

(ii) the day on which the Controlling Shareholders cease to be controlling shareholders of our

Company; and (iii) the day on which the Controlling Shareholders beneficially own or are

interested in the entire issued share capital of our Company:

• Each of them will not and will procure that none of her/its associates, spouse and

children under the age of 18 and persons to whom each of them provides financial

assistance to set up and operate businesses (the “Controlled Persons”) or any

companies in the equity capital of which each of the Controlling Shareholders, her

family interests and/or any trustee interests taken together are interested (directly

or indirectly) so as to exercise or control the exercise of 30% or more of the voting

power at general meetings, or companies in which each of the Controlling

Shareholders, her family interests and/or any trustee interests controls the

composition of a majority of the board of directors of such companies (the

“Controlled Companies”) will, except through her/its interests in our Company,

whether as principal or agent and whether undertaken directly or indirectly

through any person, body corporate, partnership, joint venture or other

contractual arrangement and whether for profit or otherwise, participate, acquire

or hold any right or interest or otherwise be interested, involved or engaged in or

concerned with, directly or indirectly, any business which is in any respect in

competition with or similar to or is likely to be in competition with the business of

our Group as described in this document and any other business from time to time

conducted by any member of our Group or in which any member of our Group is

engaged or has invested in, or entered into any of intent or memorandum of

understanding to enter into, or which our Group has otherwise publicly announced

its intention to enter into, engage in or invest in (whether as principal or agent and

whether undertaken directly or through any body corporate, partnership, joint

venture, or other contractual or other arrangement), within the PRC or any of the

territories where any member of our Group carries and/or will carry on business

from time to time (the”Restricted Business”);
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• If she/it and/or any of her/its respective [●], and/or any of the Controlled Persons

and/or any of the Controlled Companies is offered or becomes aware of any

potential business opportunity directly or indirectly to engage or become

interested in a Restricted Business, she/it:

(a) shall promptly notify our Company in writing and refer such business

opportunity to our Company for consideration and provide such information

as may be reasonably required by our Company in order to make an informed

assessment of such business opportunity; and

(b) shall not and shall procure that her/its [●] and/or Controlled Persons and/or

Controlled Companies shall not, invest or participate in any such project or

business opportunity unless such project or business opportunity shall have

been rejected by our Company and the principal terms of which each of the

Controlling Shareholder or her/its [●] and/or Controlled Persons and/or

Controlled Companies invest(s) or participate(s) are no more favorable than

those made available to our Company.

In addition, Ms. Xu Jie, our executive Director, has undertaken to us that she will devote

sufficient time and efforts to discharge her fiduciary duties and responsibilities as our

Director.

Each Controlling Shareholder undertakes that she will not and will procure that none of

her respective [●] and/or the Controlled Persons and/or the Controlled Companies shall:

• At any time induce or attempt to induce any director, manager or employee or

consultant of any member of our Group to terminate his or her employment or

consultancy (as appropriate) with our Group, whether or not such act of that

person would constitute a breach of that person’s contract of employment or

consultancy (as appropriate);

• At any time employ any person who has been a director, a manager, employee of

or consultant to any member of our Group who is or may be likely to be in

possession of any confidential information or trade secrets relating to the

Restricted Business; or

• Alone or jointly with any other person, or as manager, adviser, consultant,

employee or agent for or shareholder in any person, firm or company, in

competition with any member of our Group, canvass, solicit or accept order from

or do business with any person with whom any member of our Group has done

business or solicit or persuade any person who has dealt with our Group or is in the

process of negotiating with our Group in relation to the Restricted Business to

cease to deal with our Group or reduce the amount of business which the person

would normally do with our Group or seek to improve their terms of trade with any

member of our Group.
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Under the deed of non-competition, each of the Controlling Shareholders has also

undertaken to offer to transfer all its interests in Yan Hua Phoenix to Beijing Phoenix upon

either (i) termination of the Yan Hua IOT Agreement or (ii) Yan Hua Hospital is re-classified

as for-profit hospital. The transfer and the terms and conditions of the transfer shall be

subject to approval by our independent shareholders as described below.

Furthermore, our Controlling Shareholders will offer to sell, or will procure her/its

respective [●], and/or any of her/its Controlled Persons and/or Controlled Companies to offer

to sell, to Beijing Phoenix, all of their respective interests in Yan Hua Phoenix at least once

in each financial year commencing from January 1, 2014 (the “Annual Offer Arrangement”).

If our Group (i) elects to accept the offer but the acquisition of the interests in Yan Hua

Phoenix is not completed by the Group for any reason or (ii) does not accept the offer or does

not respond to the offer within its specified time, Yan Hua Phoenix will remain subject to the

Annual Offer Arrangement in subsequent years.

Where our Group elects to accept the offer, the terms and conditions of such transfer

shall be subject to approval by our independent Shareholders in an extraordinary general

meeting. The consideration of such transfer will be the average appraised value under the

valuation reports conducted by two independent valuers, who shall be appointed by our

independent non-executive Directors.

Each Controlling Shareholder further undertakes, jointly and severally, to indemnify

and keep indemnified our Group against any damage, loss or liability suffered by our Group

arising out of or in connection with any breach of covenants and undertakings and/or any of

the obligations of the Controlling Shareholder under the deed of non-competition, including

any costs and expenses incurred as a result of such breach.

The implementation of the deed of non-competition will be governed and monitored as

follows:

• our independent non-executive Directors will be responsible for deciding, without

attendance by any executive Director (except as invited by our independent

non-executive Directors to assist them or provide any relevant information but in

no circumstances shall the executive Director(s) participate in such meeting be

counted towards the quorum or allowed to vote in such meeting), whether or not

to take up a new business opportunity referred to us under the terms of the deed

of non-competition.

• the independent non-executive Directors will be granted full access of financial

information and other information they request from the managers of the

Company and Controlling Shareholders in order to make an informed decision. The

independent non-executive Directors will make each decision based on any factors

they consider appropriate and which they consider is beneficial to the Group.

• our independent non-executive Directors may employ an independent financial

advisor as they consider necessary to advise them on the terms of any new business

opportunity or the options.

• each of the Controlling Shareholders undertakes to keep us informed and shall

procure her/its respective [●], Controlled Persons and Controlled Companies to

keep us informed, of new business opportunities and to provide all information

reasonably required by the independent non-executive Directors to assist them in

their consideration of any new business opportunity.
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• our independent non-executive Directors will also review, on an annual basis, the

implementation of the deed of non-competition and any decisions in relation to

new business opportunities referred to us, and state their basis and reasons in our

Company’s annual report.

• after the [●], our Directors will continue to disclose details of any potential

competing interests in our annual reports to shareholders.

• if there is any new detail regarding any potential competition as disclosed in this

document, our directors will disclose such details in our annual reports to

shareholders.

In the event that our Company decides not to proceed with any particular projects or

business opportunities and that our Controlling Shareholders or her/its Controlled Persons

and/or Controlled Companies decides to proceed with such a project or business opportunity,

we will announce such decision by way of an announcement setting out therein the basis for

us not taking the project or the business opportunity.

DEED OF INDEMNITY

Our Controlling Shareholders have entered into a deed of indemnity in favor of the

Group. For more details, see “Statutory and General Information — F. Other Information —

2. Deed of Indemnity”

INDEPENDENCE FROM OUR CONTROLLING SHAREHOLDERS

We believe that our Group is capable of conducting our business independently from

our Controlling Shareholders and their respective [●] (other than our Group) after [●] for the

following reasons:

Management Independence

Our Board comprises five executive Directors, two non-executive Directors and four

independent non-executive Directors. Although our Controlling Shareholders retain a

controlling interest in our Company, Ms. Xu Jie only constitutes a minority of our Board.

Decisions are made by the Board in a collective manner. Except for Ms. Xu Jie, all of the

members of the Board are independent of our Controlling Shareholders, and there is no

overlap of directorships between our Company and the Controlling Shareholders. We

consider that our Board will function independently from our Controlling Shareholders

because:

• each Director is aware of his or her fiduciary duties as a Director of the Company

which requires, among other things, that he or she acts for the benefit and in the

best interests of the Company and does not allow any conflict between his or her

duties as a Director and his/her personal interest;
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• in the event that there is a potential conflict of interest arising out of any

transaction to be entered into between the Company and our Directors or their

respective [●], the interested Director(s) is/are obliged to declare and fully disclose

such potential conflict of interest and shall abstain from voting at the relevant

Board meetings of the Company in respect of such transactions and shall not be

counted in the quorum; in addition, our Controlling Shareholders have procured its

nominated members of the executive committee of Yan Hua Hospital to abstain

from voting if there is any potential conflict between Yan Hua Hospital Group and

the Company; and

• our Board comprises eleven Directors and four of them are independent non-

executive Directors, which represents more than one-third of the members of the

Board. In particular, our independent non-executive Directors include professionals

such as lawyers and accountants. We believe our independent non-executive

Directors are able to oversee the Board to ensure there is no potential conflict of

interests or competition with our Controlling Shareholders.

Operational Independence

We had our own independent operation capabilities and independent management

systems. We are also in possession of all necessary relevant licenses, approvals and

certificates, to carry on and operate our business and we have sufficient operational capacity

in term of capital and employees to operate and manage independently. We do not rely on

any operational or administration resources of Beijing Wantong or Yan Hua Phoenix, and we

manage the operations and administrations of Yan Hua Hospital Group pursuant to the Yan

Hua IOT Agreement. We and Yan Hua Hospital Group have independent human resources

systems and different operational personnel and staff. Those personnel and staff are paid by

their respective employers.

Financial Independence

We have our own internal control and accounting systems, accounting and finance

department, independent treasury function for cash receipts and payment and independent

access to third-party financing.
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GENERAL INFORMATION OF DIRECTORS AND SENIOR MANAGEMENT

Our Board of Directors consists of five executive Directors, two non-executive Directors

and four independent non-executive Directors. The table below sets forth information in

respect of our Board of Directors:

Name Age Position (Responsibility)
Date of First

Joining the Group

Date of
Appointment as

Director

Executive Director

Mr. Liang Hongze

(梁洪澤先生) . . . . . . . . 42 Chairman of the Board of

Directors and Chief Executive

Officer

(Responsible for overseeing our

Group)

December 2007 February 2013

Ms. Xu Jie

(徐捷女士). . . . . . . . . . 50 Executive Director

(Responsible for strategic

planning of our Group)

December 2007 September 2013

Mr. Zhang Liang

(張亮先生). . . . . . . . . . 44 Vice Chairman of the Board of

Directors and General Manager

(Responsible for hospital project

planning and investment)

February 2013 September 2013

Mr. Xu Zechang

(徐澤昌先生) . . . . . . . . 51 Executive Director and Vice

General Manager

(Responsible for overall hospital

operations and clinical

development)

December 2007 September 2013

Mr. Jiang Tianfan

(江天帆先生) . . . . . . . . 32 Executive Director, Chief

Financial Officer and Secretary

of Board of Directors

(Responsible for overall financial

management, capital investment

and ancillary services business)

January 2008 February 2013

Non-executive Director

Mr. Yang Huisheng

(楊輝生先生) . . . . . . . . 46 Non-Executive Director September 2013 September 2013

Mr. Zhu Zhongyuan

(朱忠遠先生) . . . . . . . . 43 Non-Executive Director September 2013 September 2013
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Name Age Position (Responsibility)
Date of First

Joining the Group

Date of
Appointment as

Director

Independent Non-executive Director

Mr. Kwong Kwok

Kong

(鄺國光先生) . . . . . . . . 66 Independent Non-Executive

Director

September 2013 September 2013

Ms. Cheng Hong

(程紅女士). . . . . . . . . . 44 Independent Non-Executive

Director

September 2013 September 2013

Mr. Wang Bing

(王冰先生). . . . . . . . . . 37 Independent Non-Executive

Director

September 2013 September 2013

Mr. Sun Jianhua

(孫建華先生) . . . . . . . . 38 Independent Non-Executive

Director

September 2013 September 2013

Note: For the residential addresses of the Directors, see “Directors and Parties Involved” in this document.

The following table sets forth certain information in respect of the members of the

senior management of the Group:

Name Age
Position

(Responsibility) Residential Address

Date of First
Joining the

Group

Date of
Appointment to

the Senior
Management

Position

Mr. Liang

Hongze

(梁洪澤先生) . 42 Chairman of the

Board of Directors

and Chief Executive

Officer

(Responsible for

overseeing our

Group)

Rm. 301, Unit 1, Bldg. 4,

Zhuquemen Jiayuan,

No. 8, Taiping Street,

Xicheng District,

Beijing 100050

China

December 2007 February 2013

Mr. Zhang

Liang

(張亮先生) . . . 44 Vice Chairman of

the Board of

Directors and

General Manager

(Responsible for

hospital project

planning and

investment)

Rm. 501, Unit 2, Bldg. 4,

Meiliyuan Community,

Xi Sihuan Road,

Haidian District,

Beijing 100097

China

February 2013 March 2013

DIRECTORS AND SENIOR MANAGEMENT

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

176



Name Age
Position

(Responsibility) Residential Address

Date of First
Joining the

Group

Date of
Appointment to

the Senior
Management

Position

Mr. Xu

Zechang

(徐澤昌先生) . 51 Executive Director

and Vice General

Manager

(Responsible for

overall hospital

operations and

clinical

development)

23-3, Area One,

Daning Shanzhuang,

Fangshan District,

Beijing, 102445

China

December 2007 July 2012

Mr. Jiang

Tianfan

(江天帆先生) . 32 Executive Director,

Chief Financial

Officer and

Secretary of Board

of Directors

(Responsible for

overall financial

management,

capital investment

and ancillary

services business)

Rm. 1606, Bldg. 4,

No. 16 Dongsanhuan

Zhong Road,

Chaoyang District,

Beijing 100022

China

January 2008 November 2011

Mr. Cheng

Libing

(成立兵先生) . 49 Executive General

Manager

(Responsible for

daily operations of

our Group)

Rm. 307, Bldg. 28,

Minwangyuan,

Dongcheng District,

Beijing 100013

China

September 2010 March 2013

Mr. Zhang

Xiaodan

(張曉丹先生) . 38 Vice Executive

General Manager

(Responsible for

supply chain

business and

project investment)

Rm. 702, Bldg. 17,

Yangguangshangdong

Community,

Chaoyang District,

Beijing 100076

China

November 2010 March 2013

Mr. Shan

Baojie

(單寶傑先生) . 42 Vice General

Manager

(Responsible for

investment

management on

IOT hospitals)

Rm. 1401, Bldg. 1,

Jianxiangyuan

Community,

Haidian District,

Beijing 100083

China

October 2011 March 2013
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Name Age
Position

(Responsibility) Residential Address

Date of First
Joining the

Group

Date of
Appointment to

the Senior
Management

Position

Mr. Chen

Qianjin

(陳前進先生) . 41 Vice General

Manager

(Responsible for

medical devices

and medical

consumables supply

chain business)

Rm. 1501, Unit 2, Bldg. 5,

Section 2, Division 3,

Tianhuayuan,

East Tianhua Road,

Yizhuang,

Daxing District,

Beijing 100176

China

December 2007 July 2012

Mr. Or

Wing Kee

(柯永基先生) . 44 Vice General

Manager

(Responsible for

corporate finance,

financial

management and

project investment)

Flat D, 40/F, Tower 3,

Island Harbourview,

11 Hoi Fai Road,

Hong Kong

January 2013 January 2013

DIRECTORS

Executive Directors

Mr. Liang Hongze, aged 42, is the Chairman of our Board of Directors and our Chief

Executive Officer. Mr. Liang joined Phoenix Hospital Management (Beijing) Co., Ltd.

(currently known as Beijing Wantong) in March 2004. Since March 2004, Mr. Liang has acted

in a variety of roles in our Group, including investment director, Chief Financial Officer and

general manager of the Group before his appointment to the Chairman of the Board of

Directors and the Chief Executive Officer of our Company in February 2013.

Before joining us, Mr. Liang worked for over 10 years in finance and investment

management. Mr. Liang served as the investment director at Shanghai Chunda Investment

Management Co., Ltd. (上海淳大投資管理有限公司), an investment and asset management

company, from March 2002 to July 2004, senior manager with the investment banking

division of Industrial Securities Co., Ltd. (興業證券股份有限公司), a company engaging in

securities brokerage and investment, from September 2000 to February 2002 and an

accountant at China Financial Computerization Corp (中國金融電子化公司), a subsidiary of

PBOC which engages in research, development and supply of softwares and information

technology systems for financial institutions, from July 1993 to August 1997. Mr. Liang

received a Master’s degree in Finance from the Graduate School of PBOC (中國人民銀行總行金
融研究所研究生部) in Beijing in October 2000 and a Bachelor’s degree in Investment

Management from Dongbei University of Finance and Economics (東北財經大學) in Dalian in

July 1993.
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The Board believes that vesting the roles of both Chairman and Chief Executive Officer

in an experienced and qualified person such as Mr. Liang provides the Company with strong

and consistent leadership while allowing for effective and efficient planning and

implementation of business decisions and strategies. Mr. Liang has acted as both the

chairman and chief executive officer of Beijing Phoenix, our primary operating subsidiary,

since March 2013. The Board has recently reviewed the human resources function of the

Company and believes that it is appropriate and in the best interests of the Company at the

present stage for Mr. Liang to assume both positions. The Board of Directors regularly meets

to review the operations of the Company under Mr. Liang’s leadership, and does not believe

that this arrangement will have a negative influence on the balance of power between the

Board and the management of the Company.

Ms. Xu Jie, aged 50, is our founder, a Controlling Shareholder and the Executive Director

of the Board of Directors. Ms. Xu Jie was appointed as chairman of the board of directors of

Beijing Phoenix in 2007, and is primarily responsible for directing the strategic development

and planning of our Group. Leveraging her extensive experience in the hospital management

and healthcare service industry, Ms. Xu Jie founded our primary operating subsidiary, Beijing

Phoenix, in November 2007.

Prior to the establishment of Beijing Phoenix, Ms. Xu Jie participated in the successful

hospital reforms of both Jian Gong Hospital and Yan Hua Hospital and acquired significant

equity interest in both hospitals. She served as the administrator of Jian Gong Hospital from

2000 to 2007. She was the legal representative and administrator of Dalian New Century

Hospital (大連新世紀醫院), a private general hospital which was then owned by Ms. Xu Jie,

from 1998 to 2000, Shenzhen Phoenix Hospital (深圳鳳凰醫院) from 1995 to 1998 and the

Traumatic Hospital of Jilin (吉林市創傷醫院), a not-for-profit Grade II general hospital, from

1988 to 1995. Ms. Xu Jie obtained her professional title as an associate chief doctor from the

Beijing Committee of Senior Professionals and Technicians (北京市高級專業技術職務評審委員會)

in Beijing in July 1999. Ms. Xu Jie attended Jilin Professional Medical University (吉林職工醫
科大學) in Jilin to study traditional Chinese medicine from September 1985 to July 1988.

Mr. Zhang Liang, aged 44, is the Vice Chairman of our Board of Directors and the

general manager of Beijing Phoenix. Mr. Zhang joined our Group in February 2013 and is

primarily responsible for hospital project planning and investment of our Group. Prior to

joining us, Mr. Zhang served in many positions at the Beijing TV Station (北京電視台), one of

the major TV stations in China, including journalist, producer, deputy director, director and

then vice editor-in-chief, through which Mr. Zhang has gained extensive experience in

operation management, public relations and strategic planning. Mr. Zhang was granted

special government allowances from the State Council (國務院政府特殊津貼) and was the

winner of Changjiang Taofen Awards (Changjiang Series) (長江韜奮獎(長江系列)) in 2007, the

highest level of national journalist award issued by the All-China Journalists Association. Mr.

Zhang received a Master’s degree in Film Art and Technology from Beijing Normal University

(北京師範大學) in Beijing in June 1997 and a Bachelor’s degree in Philosophy from China

Renmin University (中國人民大學) in Beijing in July 1990.

Mr. Xu Zechang, aged 51, is an Executive Director and the vice general manager of the

Group. Mr. Xu joined Phoenix Hospital Management (Beijing) Co., Ltd. (currently known as

Beijing Wantong) in 2004 and is responsible for overall hospital operation and clinical

development of our in-network hospitals. Mr. Xu has acted as the executive administrator of

Wuxi New District Hospital (無錫新區醫院) from May 2004 to May 2005, vice administrator of

Jian Gong Hospital from May 2005 to May 2007, executive administrator of Yan Hua Hospital
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from May 2007 to December 2010, and the executive administrator of Mentougou Hospital
from October 2011 to the present. Mr. Xu has experience as an attending doctor, vice director
doctor, vice director of a Cardiology Department and an acting director of Cardiology
Department at the General Hospital of China PLA Beijing Military Region (中國人民解放軍北京
軍區總醫院), a Grade III general hospital, from 1991 to 2003. From 1984 to 1991, Mr. Xu was
a resident doctor at the General Hospital of the People’s Liberation Army of China (中國人民
解放軍總醫院), the largest Grade III general hospital affiliated to the People’s Liberation Army
of China.

Mr. Xu attended the Military Medical School of People’s Liberation Army of China (中國
人民解放軍軍醫進修學院) in Beijing in July 2006 and July 1991 respectively to study Medicine.
He obtained his bachelor degree in military surgeon from Southern Medical University (南方
醫科大學) (formerly known as First Military Medical University of People’s Liberation Army of
China (中國人民解放軍第一軍醫大學) in Guangzhou in July 1984.

Mr. Jiang Tianfan, aged 32, is our Executive Director, Chief Financial Officer and
Secretary of Board of Directors. Mr. Jiang joined the Group in 2008 and has been an executive
director since August 2009, and was appointed as the Chief Financial Officer of the Company
in November 2011. Mr. Jiang is primarily responsible for overall financial management,
capital investment and ancillary services business of our Group. He also served as the general
manager of Jian Gong Hospital from December 2010 to October 2011 and the general
manager of Yan Hua Hospital from July 2010 to October 2010. Prior to joining us, Mr. Jiang
served in several positions at the New Oriental Education & Technology (Group) Co., Ltd. (北
京新東方教育科技(集團)有限公司), an education group mainly focusing on foreign language
training for Chinese students to study abroad, from June 2002 to 2007, including as director
of the Domestic and International Exams Department of the Nanjing New Oriental School (南
京新東方學校國內外考試部) from June 2002 to May 2005 and the general manager of the
Beijing New Oriental School Elite English Center (北京新東方Elite精英英語中心) from June 2005
to July 2007. Mr. Jiang received an MBA degree from Olin Business School at Washington
University in St. Louis in the United States in May 2009 and a Bachelor’s degree of Law from
Shanghai International Studies University (上海外國語大學) in Shanghai in July 2003.

Non-Executive Directors

Mr. Yang Huisheng, aged 46, was appointed as a non-executive Director of the Company
in September 2013. Mr. Yang has been a senior partner at the Shenzhen Tiantu Investment,
a private equity investment company, since July 2007. Prior to joining the Shenzhen Tiantu
Investment, Mr. Yang was the chief economist at Zhongguancun Xingye (Beijing) Investment
Management Co., Ltd. (中關村興業(北京)投資管理有限公司), a private equity investment
company, from 2004 to 2007. Between 2001 and 2003, Mr. Yang served as the vice general
manager at CNI Securities Co., Ltd (北方證券有限責任公司), a former securities broker and
investment bank. Mr. Yang worked at the finance management division of the PBOC, the
central bank of China, from March 1993 to November 1994, and later served in the
non-banking financial institution regulation division of the PBOC between October 1996 and
March 2001. He was an officer at the World Bank’s Representative Office in China between
November 1994 and October 1996. Mr. Yang also served as a mathematics teacher at Xinjiang
Industrial University (新疆工學院) (which later merged into Xinjiang University (新疆大學) in
2001) during 1987 to 1990.

Mr. Yang received a Doctor’s degree in Economics from the Graduate School of the
Chinese Academy of Social Sciences (中國社會科學院研究生院) in Beijing in June 1998 and a
Master’s degree in International Finance from the Graduate School of PBOC in Beijing in
September 1993. Mr. Yang received a Bachelor’s degree of Science in Mathematics from
Lanzhou University (蘭州大學) in Lanzhou in June 1987.
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Mr. Zhu Zhongyuan, aged 43, was appointed as a non-executive Director of the

Company in September 2013. He has been a managing director at the Shanghai Greenwoods

Investment Management Co., Ltd. (上海景林投資管理有限公司), a private equity investment

company, since June 2011. He received a Doctor’s degree in Philosophy from University of

Massachusetts in the United States in June 2001 and an MBA degree from the Haas School of

Business at University of California Berkeley in the United States in December 2005.

Independent Non-Executive Directors

Mr. Kwong Kwok Kong, aged 66, was appointed as an independent non-executive

Director of the Company in September 2013. He is currently the chief executive officer of Pok

Oi Hospital, a well-established non-profit hospital in Hong Kong. Pok Oi Hospital, founded

in 1919, has a total of 74 service units providing western hospital services, dental and

traditional Chinese medicine treatments, secondary and primary schools, kindergartens,

residential and day care elderly centres, children and family centres. As chief executive

officer, Mr. Kwong has been providing corporate governance and management support to

the board of directors for development, management and supervision of these units for the

past nine years. He initially joined Pok Oi Hospital as an Internal Audit Manager in 2003.

Before joining Pok Oi Hospital, Mr. Kwong served as Principal Auditor of the Audit

Commission of the government of the Hong Kong Special Administrative Region. Mr. Kwong

had served in the Audit Commission since 1980. Mr. Kwong is a Member of the Hong Kong

Institute of Certified Public Accountants since 1982.

Ms. Cheng Hong, aged 44, has been appointed as an independent non-executive

Director of the Company in September 2013. Ms. Cheng has been the marketing director and

the general manager of market management department at CITIC Trust Co., Ltd. (中信信託有
限責任公司), a Chinese national non-banking financial institution primarily engaging in trust

business, since May 2010. Prior to joining CITIC Trust, she served in various roles, including

chairman of the board of supervisors, general manager of Orient Fund Management Co., Ltd.

(東方基金管理有限責任公司), a company primarily engaging in securities fund raising and sales

and asset management, from June 2004 to May 2010. From October 2000 to June 2004, Ms.

Cheng worked in Northeast Securities Co., Ltd. (東北證券有限責任公司), a securities broker and

investment bank, as the general manager of its Beijing branch and as an assistant to the chief

executive officer, where she was responsible for the daily operation of its Beijing branch and

the preparatory work in connection with establishing Orient Fund Management Co., Ltd.

Between December 1999 and October 2000, Ms. Cheng was the vice general manager of

Changchun Jiefang Road Branch of Northeast Securities Co., Ltd. (東北證券有限責任公司長春解
放大路證券營業部) (formerly known as Changchun Jiefang Road Branch of Jilin Province Trust

Co., Ltd. (吉林省信託投資公司長春解放大路證券營業部)) where she was responsible for the daily

operation of the sales department. Ms. Cheng served as a credit staff at the real estate credit

department of Jilin Branch of China Construction Bank (建設銀行吉林省分行), between July

1999 and December 1999, and a credit staff at the real estate credit department of Hebei

Branch of China Construction Bank (建設銀行河北省分行) from July 1992 to July 1999. China

Construction Bank is the second largest commercial bank in China.

Ms. Cheng was a visiting scholar at the Wharton School of the University of Pennsylvania

in the United States from March 2009 to June 2009. Ms. Cheng received an MBA degree from

Cheung Kong Graduate School of Business in Beijing in March 2006, a Master’s degree in

Accounting from Research Institute for Fiscal Science of the Ministry of Finance in Beijing in

October 2003, and a Bachelor’s degree in Engineering from Agricultural University of Hebei

(河北農業大學) in Baoding in July 1992.
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Mr. Wang Bing, aged 37, was appointed as an independent non-executive Director of

the Company in September 2013. He is currently the managing partner of Beijing JunZeJun

Law Offices (北京市君澤君律師事務所). Mr. Wang has been admitted to practice law since July

2001. Mr. Wang has worked at Beijing JunZeJun Law Offices since July 2003, where he served

as attorney-at-law, partner, senior partner and managing partner. Prior to joining JunZeJun

Law Offices, Mr. Wang began to practice law since July 2001. Mr. Wang specializes in various

areas of law, including public offerings and listings on the main board in mainland China,

overseas offerings and placement of overseas enterprises involved with domestic equity,

offerings and listings of China-controlled companies on the Hong Kong stock market, private

equity financings and placements, acquisitions and reverse mergers by listed companies, and

share incentive schemes. Mr. Wang received a Bachelor’s degree in Law from Law School of

Dongbei University of Finance & Economic (東北財經大學) in Dalian in June 1998.

Mr. Sun Jianhua, aged 38, was appointed as an independent non-executive Director of

the Company on September 2013. Mr. Sun is currently a managing director of the investment

banking division of Guosen Securities Co., Ltd. (國信證券股份有限公司) and has been working

there since August 2005. Prior to joining Guosen Securities Co., Ltd., Mr. Sun had served at

various investment banks and securities companies, including Daton Securities Co., Ltd. (大通
證券股份有限公司) from April 2003 to July 2005, Industrial Securities Co., Ltd. (興業證券股份有
限公司) from January 2001 to March 2003, and CITIC Securities Co., Ltd. (中信證券股份有限公司)

from March 1999 to December 2000. Mr. Sun received a Master’s degree in International

Finance from the Graduate School of PBOC in Beijing in April 1999 and a Bachelor’s degree

in Transportation Economics from Beijing Jiaotong University (北京交通大學) (formerly known

as Northern Jiaotong University (北方交通大學)) in Beijing in July 1996.

Except as disclosed above, each of our Directors has confirmed that he or she has not

held any other directorships in any listed company during the three years immediately prior

to the date of this document, that there is no other information in respect of our Directors

to be disclosed and that there is no matter which needs to be brought to the attention to our

Shareholders.

SENIOR MANAGEMENT

For the biography of Mr. Liang Hongze, Mr. Zhang Liang, Mr. Xu Zechang and Mr. Jiang

Tianfan, See“— Directors”.

Mr. Cheng Libing, aged 49, is the executive general manager of our Group. Mr. Cheng

joined our Group in September 2010 and is primarily responsible for daily operations of our

Group. Mr. Cheng served as the vice general manager at Beijing Huaren Intech Hospital

Management Consulting Co., Ltd. (北京華仁英智醫院管理諮詢有限公司), an investment and

hospital management company, from 2006 to 2008 and the vice general manager for all of

Beijing Huaren Intech Hospital Management Consulting Co., Ltd., Beijing Intech Eye Hospital

Co., Ltd. (北京英智眼科醫院有限公司) and Intech Medical Chain (英智醫療連鎖機構) from 2008 to

2010. From 1999 to 2002, he has served various positions at Beijing Kangchen Pharmaceutical

Co., Ltd. (北京康辰醫藥發展有限公司), including general manager assistant. Mr. Cheng also

worked as a resident doctor at Dongzhimen Hospital Affiliated to Beijing University of

Traditional Chinese Medicine (北京中醫藥大學附屬東直門醫院), a general traditional Chinese

medicine hospital, from 1988 to 1998. Mr. Cheng received a Bachelor’s degree in Traditional

Chinese Medicine from Beijing University of Traditional Chinese Medicine (北京中醫藥大學) in

Beijing in July 1988.
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Mr. Zhang Xiaodan, aged 38, is the vice executive general manager of our Group. Mr.

Zhang joined our Group in November 2010 and is primarily responsible for managing our

supply chain business and project investments. Prior to taking his current position, Mr. Zhang

served as the vice general manager of our Group. Since June 2008 and prior to joining us, Mr.

Zhang worked as a senior manager at CITIC Trust Co. Ltd. (中信信託有限責任公司), during

which he temporarily served for a year as the vice director of the Medical Devices Industry

Development Group at High and New Technology Industrial Development Zone of Ningbo (寧
波國家高新技術產業開發區醫療器械業發展領導小組) where he gained extensive experience in the

pharmaceutical industry investment and financial investment management. From April 2006

to May 2008, Mr. Zhang worked at the Pharmaceutical Certification Management Center of

the State Food and Drug Administration (國家食品藥品監督管理局藥品認證管理中心), during

which he was responsible for certification and inspection of pharmaceutical products. From

July 1998 to June 2000, Mr. Zhang worked at Xiyuan Hospital of China Academy of

Traditional Chinese Medical Sciences (中國中醫科學院西苑醫院), a Grade III general traditional

Chinese medicine hospital, as an associate researcher. Mr. Zhang received a Bachelor’s degree

in Microbiology from Shandong University (山東大學) in Jinan in July 1998 and completed a

training program on health care at Harvard Medical School in the United States in June 2001.

Mr. Shan Baojie, aged 42, is the vice general manager of our Group. Mr. Shan joined our

Group in October 2011, and is primarily responsible for managing investments in connection

with our IOT hospitals. Prior to joining us, he had served in a variety of roles at the State Food

and Drug Administration from 1998 to 2011. Mr. Shan also completed a training program at

the World Health Organization in 2007, where he gained experience in the U.S.

pharmaceutical supervision and management system. From July 1992 to July 1998, Mr. Shan

worked in the general manager’s office of the Northeast Pharmaceutical Group Co., Ltd. (東
北製藥集團公司), a Chinese listed pharmaceutical manufacturer. Mr. Shan received a Master’s

degree in Accounting from Renmin University (中國人民大學) in Beijing in June 2002 and a

Bachelor’s degree in Chemistry from Wuhan University (武漢大學) in Wuhan in July 1992.

Mr. Chen Qianjin, aged 41, is the vice general manager of our Group. Mr. Chen joined

Beijing Phoenix United Hospital Management Joint Stock Co., Ltd. (currently known as

Beijing Phoenix) in July 2007, and he is currently the general manager of Beijing Wanrong

and Beijing Jiayi and responsible for management of medical devices and medical

consumables supply chain business. From 2002 to 2007, Mr. Chen worked at Beijing Haihong

Yaotong Electronic Commerce Co., Ltd. (北京海虹藥通電子商務有限公司), a company primarily

serving as the bidding agent for pharmaceuticals and medical devices manufacturers, where

he gained extensive experience in running pharmaceutical company and marketing. Mr.

Chen received a Master’s degree of Management Science and Engineering from Dalian

University of Technology (大連理工大學) in Dalian in June 2001 and a Bachelor’s degree in

Pharmacy from Second Military Medical University of People’s Liberation Army of China (中
國人民解放軍第二軍醫大學) in Shanghai in July 1994.

Mr. Or Wing Kee, aged 44, is the vice general manager and a joint company secretary of

our Group and joined our Group in January 2013. Mr. Or has over 20 years of experience in

the investment banking and direct investment industry. He is responsible for corporate

finance, financial management and project investment of our Group and our business

operation in Hong Kong. From August 2011 and prior to joining us, Mr. Or served as head of

the corporate finance advisory department at KDB Asia Limited, a Korean financial

institution. Before that, Mr. Or was a director of Ivory Capital Private Limited, an investment

bank, from July 2005 until August 2011. From June 2002 to April 2005, Mr. Or worked at

Deloitte & Touche Corporate Finance Ltd.. Mr. Or was an investment manager at Temasek
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Holdings Ltd. from January 1999 to May 2000 and an investment manager at Prime Partners

Asset Management (HK) Ltd., a financial services group providing investment management,

advisory and capital raising, from May 2000 to April 2002, where he was responsible for

evaluation, implementation and monitoring of direct investment in China and Hong Kong.

From September 1997 to February 1999, Mr. Or was an assistant manager at Barclays Capital

Asia Limited. Mr. Or also served as a manager of investment banking department at Yamaichi

International (H.K.) Ltd., a Japanese investment bank, from July 1993 to September 1997. Mr.

Or received a Master’s degree in Finance from the Chinese University of Hong Kong in Hong

Kong in December 1998 and a Bachelor’s degree in Economics from the University of Hong

Kong in Hong Kong in December 1992. Mr. Or is a CFA charterholder since 2002.

None of the programmes attended by the Directors or the senior management were

long distance learning courses or online courses.

JOINT COMPANY SECRETARIES

Mr. Or Wing Kee and Mr. Wong Kwok Hung Kendrick are our joint company secretaries.

For Mr. Or’s biography, see “— Senior Management”.

Mr. Wong Kwok Hung Kendrick, aged 46, is a joint company secretary of our Company.

Mr. Wong has been a member of both the American Institute of Certified Public Accountants

and the Hong Kong Society of Accountants (currently known as the Hong Kong Institute of

Certified Public Accountants) since 1993, and a member of the California Board of

Accountancy since 2004. Mr. Wong received a Bachelor’s degree in Science from Illinois State

University in the United States in December 1991.

BOARD COMMITTEES

Audit Committee

We have established an audit committee with terms of reference. The audit committee

consists of three independent non-executive Directors, namely: Mr. Kwong Kwok Kong, Ms.

Cheng Hong and Mr. Sun Jianhua, with Mr. Kwong Kwok Kong being the chairman of the

committee.

The primary duties of the audit committee are to assist our Board in providing an

independent view of our financial reporting process, internal control and risk management

system, oversee the audit process and perform other duties and responsibilities as assigned

by our Board.

The audit committee’s terms of reference can be accessed at our website at

www.phg.com.cn.

Remuneration Committee

We have established a remuneration committee with terms of reference. The

remuneration committee consists of one Director and two independent non-executive

Directors, namely: Mr. Wang Bing, Mr. Sun Jianhua and Mr. Zhang Liang, with Mr. Wang Bing

being the chairman of the committee.
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The primary duties of the remuneration committee are to develop remuneration

policies of our Directors, evaluate the performance, make recommendations on the

remuneration package of our Directors and senior management and evaluate and make

recommendations on employee benefit arrangements.

The remuneration committee’s terms of reference can be accessed at our website at

www.phg.com.cn.

Nomination Committee

We have established a nomination committee with terms of reference. The nomination

committee consists of one Director and two independent non-executive Directors, namely:

Ms. Cheng Hong, Mr. Wang Bing, and Mr. Liang Hongze, with Ms. Cheng Hong being the

chairwoman of the committee.

The primary function of the nomination committee is to make recommendations to our

Board in relation to the appointment and removal of Directors and senior management.

The nomination committee’s terms of reference can be accessed at our website at

www.phg.com.cn.

DIRECTORS’ AND SENIOR MANAGEMENT’S REMUNERATION

The aggregate remuneration and discretionary bonuses paid and benefits in kind

granted to our Directors by us and our subsidiaries were RMB0.5 million, RMB3.3 million,

RMB4.5 million and RMB2.9 million in 2010, 2011, 2012 and the six months ended June 30,

2013, respectively. Details of our Directors’ remuneration are also set out in Note 14 to the

Accountants’ Report in Appendix I to this document.

The Group’s five highest paid individuals during the [●] consisted of one Executive

Director, whose emoluments were RMB0.2 million, RMB2.9 million and RMB4.0 million in

2010, 2011 and 2012; and consisted of two Directors, whose emoluments were RMB2.4

million for the six months ended June 30, 2013, respectively. The emoluments paid to the

remaining highest paid individuals, which included four individuals, were RMB1.0 million,

RMB1.3 million and RMB1.7 million in 2010, 2011 and 2012, respectively. The emoluments

paid to the remaining highest paid individuals, which included three individuals, were

RMB0.8 million for the six months ended June 30, 2013. The aggregate remuneration and

discretionary bonuses paid and benefits in kind granted to the Group’s five highest paid

individuals were RMB1.2 million, RMB4.2 million, RMB5.7 million and RMB3.2 million in 2010,

2011, 2012 and the six months ended June 30, 2013, respectively. We do not have any [●]

incentive for our Directors, senior management and key employees.

We expect the annual Directors’ fee and other emoluments payable by us in 2013 to be

approximately RMB6.2 million.
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The following discussion of our financial condition and results of operations

should be read in conjunction with our audited combined financial statements,

including the notes thereto, as set forth in the Accountants’ Report included as

Appendix I to this document. Our combined financial statements have been prepared

in accordance with IFRSs which may differ in material aspects from generally accepted

accounting principles in other jurisdictions.

The following discussion and analysis contains forward-looking statements that

involve risks and uncertainties. Our actual results and timing of selected events could

differ materially from those anticipated in these forward-looking statements as a

result of various factors, including those set forth in “Risk Factors” and elsewhere in

this document.

OVERVIEW

We are the largest private hospital group in China as measured by the number of beds

in operation and patient visits at our in-network hospitals and clinics in 2012, according to

the Frost & Sullivan Report. Our in-network hospitals and clinics offer a full spectrum of

healthcare services, from primary preventive care to acute care and post-operative

rehabilitation. All of our in-network hospitals and clinics are strategically located in Beijing,

one of the largest healthcare markets in China, according to the Frost & Sullivan Report. We

own Jian Gong Hospital and manage the following IOT hospitals and clinics: Yan Hua

Hospital Group, Mentougou Hospital, Jing Mei Hospital Group and Mentougou Traditional

Chinese Medicine Hospital. As of June 30, 2013, our hospital network consisted of 11 general

hospitals, one traditional Chinese medicine hospital and 28 community clinics, with a total of

3,213 beds in operation.

We derive revenue from our in-network hospitals and clinics via three sources: (i)

general hospital services provided at Jian Gong Hospital, (ii) hospital management services

where we manage and collect management fees from our IOT hospitals and clinics, and (iii)

supply chain business where we supply pharmaceuticals, medical devices and medical

consumables to our in-network hospitals and clinics.

We grew significantly during the [●]. Our revenue increased from RMB394.1 million in

2010 to RMB509.5 million in 2011 and to RMB758.0 million in 2012, representing a CAGR of

38.7%, and increased by 30.5% from RMB321.5 million in the six months ended June 30, 2012

to RMB419.7 million in the six months ended June 30, 2013. Our net profit increased from

RMB49.0 million in 2010 to RMB58.5 million in 2011 and to RMB110.7 million in 2012,

representing a CAGR of 50.3%, and increased by 12.9% from RMB46.4 million in the six

months ended June 30, 2012 to RMB52.4 million in the six months ended June 30, 2013.

BASIS OF PRESENTATION

In July 2013, our Group completed the Reorganization. For more details, see “History

and Reorganization”. Following the Reorganization, our Company became the holding

company of the companies now comprising our Group. Our Group is regarded as a

continuing entity comprising the Company and its subsidiaries following the Reorganization.

Accordingly, our combined financial statements have been prepared presenting the financial

information of Beijing Phoenix and its subsidiaries for the [●].
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The combined statements of profit or loss and other comprehensive income, combined

statements of changes in equity and combined statements of cash flows of our Group for the

[●] and the combined statements of financial positions as of December 31, 2010, 2011 and

2012 and June 30, 2012 and 2013 are prepared as if the current group structure had been in

existence throughout the [●], or since the respective dates of incorporation or acquisition of

the relevant entity, where this is a shorter period.

Equity interest in subsidiaries held by parties other than the Controlling Shareholders,

and changes therein, prior to the Reorganization are presented as non-controlling interests

in equity in applying the principles of merger accounting.

All intra-group transactions and balances have been eliminated on combination.

For our hospital management services, we do not consolidated the financial statements

of any IOT hospital because the ultimate decision-making power under our IOT agreements

rests with the respective owners of the IOT hospitals rather than us. In particular:

• we are not the investor or owner of any IOT hospital;

• we are not entitled to any rights similar to that of a shareholder of a company, such

as disposal of assets, dividends or distributions, or any entitlements to or residue

assets upon liquidation of the IOT hospitals; and

• pursuant to the respective IOT agreements and/or the articles of association of the

IOT hospitals, each IOT hospital is required to set up an executive committee (理事
會), which is the highest authority of the respective IOT hospitals for making all

important decisions, including relevant activities that significantly affect the

operation, financial performance and return of the IOT hospitals. Specifically:

(a) Yan Hua Hospital Group — the executive committee comprises five members,

the majority of which are appointed by Yan Hua Phoenix.

(b) Jing Mei Hospital Group — the executive committee consists of six members,

comprising equal number of representatives from us and Beijing Coal, the

owner (舉辦人) of Jing Mei Hospital Group. The chairman of the executive

committee (理事長) is appointed by Beijing Coal, and the vice chairman (副理
事長) and the acting executive (執行理事) are appointed by us. For all important

business decisions, the approval of the chairman of the executive committee

is required.

(c) Mentougou Hospital — the executive committee (門頭溝區醫院集團理事會)

consists of eight members, comprising equal number of representatives from

us and Mentougou District government, the owner (舉辦人) of Mentougou

Hospital. The chairman of the executive committee (理事長), who has the right

to cast the tie-break vote, is appointed by Mentougou District government.

(d) Mentougou Traditional Chinese Medicine Hospital — this IOT agreement

adopted the same terms regarding the composition of the executive

committee as the Mentougou Hospital IOT Agreement. Further, the

Mentougou Hospital’s executive committee also exercises decision-making

powers over important business activities at Mentougou Traditional Chinese

Medicine Hospital.
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FACTORS AFFECTING OUR FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The healthcare service industry in the PRC has experienced strong growth in the last

decade from 2002 to 2012 and, according to the Frost & Sullivan Report, the trend is expected

to continue. Our financial condition and results of operations benefited from this industry

trend during the [●], and are expected to be significantly affected in the future by the

growth or contraction of the healthcare service industry in the PRC. In addition, our financial

condition and results of operations in any given period are expected to be affected by the

following factors:

• healthcare reform, price control and other healthcare policies in China;

• expansion of our hospital network;

• number of patient visits and average spending per patient visit;

• revenue mix;

• cost and expenses relating to employees; and

• seasonality.

Healthcare Reform, Price Control and Other Healthcare Policies in China

The success of our business largely depends on the progress of the healthcare reform in

China. In particular, the rising demand for, and governmental policies relating to, (i) private

capital investments in public hospitals and (ii) professional hospital management service

providers like us have driven our growth. China’s 12th Five-Year Plan targets increasing the

number of beds in operation in private hospitals to about 20% of total beds in operation in

China by 2015, which would be a significant increase from 13% in 2010. The acceleration of

public hospital reform presents us with growth opportunities, while also subjecting us to

significant uncertainties and challenges if public hospital reform policies change

dramatically in the future.

Prices of a majority of the pharmaceuticals, medical devices and medical consumables,

either sold by our supply chain business to our in-network hospitals and clinics, or sold by our

in-network hospitals and clinics to patients, are subject to extensive government regulation.

The retail prices of medical devices and medical consumables are subject to similar

restrictions. For more details on how the “bidding prices” and the retail prices are

determined, see “Business — Price Control and Pricing”, “PRC Laws, Rules and Regulations —

Laws and Regulations on Pharmaceutical Distribution — Regulations on Centralized

Pharmaceutical Procurement by Medical Institutions” and “PRC Laws, Rules Regulations —

Regulations on the Supervision Over the Procurement of Medical Consumables”.

Consequently, changes in “bidding price” can affect our results of operations in the

following manners:

• Supply chain business segment. It affects the revenue of our supply chain business

because our supply chain business sells pharmaceuticals, medical devices and

medical consumables to our in-network hospitals and clinics at the “bidding

prices”. It also affects the gross margin of our supply chain business, because

depending on whether the “bidding prices” increase or decrease, we will have

more or less room to negotiate with suppliers for the same or better gross margins.

FINANCIAL INFORMATION

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

188



• General hospital services segment. It affects the revenue of our general hospital

services segment by increasing or decreasing the revenue generated from sales of

pharmaceuticals, medical devices and medical consumable to patients at Jian Gong

Hospital. Higher or lower “bidding prices” lead to higher or lower retail prices,

which in turn lead to higher or lower spending per patient visit on pharmaceuticals

and medical devices and medical consumable. We do not expect the gross margin

of our general hospital services segment to be affected significantly by changes in

“bidding prices”, because hospitals in China are allowed to charge up to 15% profit

margin on sales of pharmaceuticals and medical devices and medical consumable to

patients.

• Hospital management services segment. It affects our hospital management

services segment to the extent such change adversely affects the revenue and net

income before tax (收支結餘) of our IOT hospitals and clinics, which in turn affects

our management fees.

During the [●], price controls on pharmaceuticals did not have a significant impact on

our results of operations as demonstrated by the average spending on pharmaceuticals per

patient visit of our in-network hospitals and clinics during this period. We expect the NDRC

and the Beijing government will reduce the “bidding prices” in the future.

In addition, our in-network hospitals and clinics have generated, and we expect to

continue to generate, significant revenue from patients covered by China’s medical insurance

programs. The pricing of healthcare services provided at our in-network hospitals and clinics

to a majority of our patients is subject to pricing guidelines set by Beijing Municipal

Commission of Development and Reform. For more details, see “Business — Price Control and

Pricing”. During the [●], Beijing Municipal Commission of Development and Reform only

adjusted service fees for ostomy care (造口護理) on August 16, 2010. Consequently, price

controls on healthcare services did not have a material impact on our results of operations

during the [●]. There is a trend for local governments to promulgate more detailed

regulations on how China’s public medical insurance programs should make payments to

healthcare facilities.

The changes in the policies and regulations relating to prices of pharmaceuticals and

medical devices and medical consumables, or the payment policies and abilities by medical

insurance programs, may significantly affect our results of operations and our ability to

manage our hospital network and expand our business. As of the [●], we were not aware of

any significant changes, or pending changes, in the policies and regulations relating to the

healthcare reform in China.

Expansion of Our Hospital Network

The scale of our hospital network has a significant impact on our revenue across three

business segments. Capitalizing on our successful track record in working with the owners of

public hospitals, we have significantly expanded our hospital network during the [●] by

entering into IOT agreements. Our revenue and profit growth during this period was

primarily driven by the growth of our hospital network, which, in particular, contributes to

higher revenue and profit from the supply chain business and increased hospital

management fees. Our in-network hospitals and clinics grew from two general hospitals, 17

community clinics and 1,103 beds in operation as of January 1, 2010 to 11 general hospitals,

one traditional Chinese medicine hospital, 28 community clinics and 3,213 beds in operation
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as of June 30, 2013. As a result, segment revenue from our supply chain business grew from

RMB151.1 million in 2010 to RMB431.0 million in 2012. In addition, the hospital management

services fees also increased from RMB16.3 million in 2010 to RMB40.3 million in 2012.

Segment revenue from our supply chain business and hospital management services were

RMB248.3 million and RMB9.9 million, respectively, in the six months ended June 30, 2013.

Our future growth depends upon our ability to expand our hospital network, among

other things. Our ability to expand our hospital network will depend on a number of factors,

including: (i) changes to the PRC healthcare policies and regulations, (ii) the reputation of

our existing healthcare facilities and doctors; (iii) our financial resources; and (iv) our ability

to improve the financial and operational performance of hospitals under our management.

Our expansion, whether through equity ownership or the IOT model, will require us to make

upfront investments, which could impact our liquidity. Our ability to manage these

additional healthcare facilities in a cost-efficient manner determines whether and how

quickly we can recover our investment, which may materially affect our revenue and

profitability.

In addition, new healthcare facilities added to our hospital network generally

experience a ramp-up period during which their operating efficiency may be lower than that

of our established healthcare facilities and hence it may take some time before the new

facilities begin to generate management fees. In particular, our investments usually involve

upgrading the hospital facilities and clinical services when we first take control of its

management. Whether we can complete such upgrades as planned also affects how quickly

the hospital can resume its normal operations and generate revenue for us as expected.

Although we have no specific target for acquisition or PPP opportunity as of the [●], we

engage in active discussions with potential targets or partners from time to time.

Number of Patient Visits and Average Spending per Patient Visit

Our revenue primarily depends on the number of patient visits and average spending

per patient visit, which in turn depends on the ability of our in-network hospitals and clinics

to provide quality healthcare services. The number of total patient visits at our in-network

hospitals and clinics increased from 1.4 million in 2010 to 2.3 million in 2011 and to 3.0

million in 2012. The total patient visits received by our in-network hospitals and clinics were

approximately 1.5 million in the six months ended June 30, 2013.

Our general hospital services segment revenue was RMB288.4 million, RMB324.0

million, RMB403.1 million and RMB214.7 million in 2010, 2011, 2012 and the six months

ended June 30, 2013, respectively, while the number of patient visits at Jian Gong Hospital

was approximately 392,900, 472,200, 609,300 and 313,700 in the corresponding periods.

We also depend upon the ability of our other in-network hospitals and clinics to attract

more patients. Increases in patient visits at these hospitals will increase the revenue of these

in-network hospitals and clinics and may lead to an increase in the management fees we are

entitled to collect, if the IOT hospital’s net income before tax (收支結餘) after deduction of

management fees remain positive. Our management fees are subject to various performance

criteria, including primarily the annual revenue and net income before tax (收支結餘) of the

relevant hospital. Revenue generated by our supply chain business is largely driven by the

procurement needs of our in-network hospitals and clinics, which in turn reflects the number

of patient visits at these hospitals and clinics. The increase in demand for pharmaceuticals
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and medical devices and medical consumables at our in-network hospitals and clinics also

enables us to negotiate with suppliers for better pricing. It is crucial that we continue to

provide quality healthcare services to attract more patients.

The average spending per patient visit also affects our revenue. A patient’s spending

during his or her visit is determined by the prices of pharmaceuticals sold to such patient and

healthcare service fees, both of which are subject to government regulation. The retail price

of most pharmaceuticals sold by medical institutions to patients must adhere to a fixed 15%

profit margin ceiling set by the PRC government, which means that the retail price cannot

exceed 115% of the “bidding price”. In addition, for our in-network hospitals and clinics

which are Medical Insurance Designated Medical Institutions, they may only charge

healthcare service fees in accordance with the pricing guidelines set by the relevant local

healthcare administrative authorities, which stipulate a range of healthcare service fees that

can be charged for patients covered by public medical insurance programs. For more details,

see “Business — Price Control and Pricing”. A majority of our in-network hospitals and clinics,

including Jian Gong Hospital, are Medical Insurance Designated Medical Institutions.

Revenue Mix

Our gross margin is affected by the revenue mix of our three business segments, due to

considerable differences among their respective gross margins. In 2012, revenue derived

from our general hospital services segment, hospital management services segment and

supply chain business segment represented 46.1%, 4.6% and 49.3% of our total segment

revenue, respectively. In the six months ended June 30, 2013, revenue derived from these

three segments accounted for 45.4%, 2.1% and 52.5% of our total segment revenue,

respectively. Of the three segments, the hospital management services segment had a

significantly higher gross margin than the other two segments.

The gross margin of our supply chain business segment increased from 11.8% in 2010 to

15.8% in 2011, 19.2% in 2012 and to 19.2% in the six months ended June 30, 2013, primarily

due to (i) greater volume discounts from our suppliers as we consolidated the

pharmaceuticals, medical devices and medical consumables needs of our in-network

hospitals and clinics and (ii) the implementation of the Hong Hui supply agreement in 2012.

For more details on the terms of our agreement with Hong Hui, see “Business — Our

Suppliers — Supply agreement with Hong Hui” and “— Description of Components of Results

of Operations — Gross Profit — Supply Chain Business”. Such gross margin increase in our

supply chain business had a positive effect on our overall gross margin.

Cost and Expenses Relating to Employees

Our ability to control the cost and expenses relating to employees affects our

profitability. The increase in cost and expenses relating to employees primarily affects our

results of operations in two aspects: (i) the profitability of our general hospital services

segment, where an increase in costs and expenses may negatively affect our profitability if

we are unable to generate commensurate revenue, and (ii) our hospital management

segment where an increase in costs and expenses may negatively affect the profitability of

IOT hospitals, and in turn negatively affect management fee we are entitled to receive. We

have experienced pressure to increase salaries and benefits to recruit and retain quality

medical professionals for our general hospital services segment and for the Group as a

whole, and expect such pressure to continue to exist in the near future. Our total staff costs

(which include Directors’ emoluments, salaries and other allowance and retirement benefit
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contribution), although as a percentage of revenue decreased from 13.8% in 2010 to 11.5%

in 2012, increased at a CAGR of 26.8% from RMB54.2 million in 2010 to RMB87.1 million in

2012. The staff costs also increased from RMB37.7 million in the six months ended June 30,

2012 to RMB47.4 million in the six months ended June 30, 2013, representing a year on year

growth of 25.7%. These increases in staff costs were primarily attributable to our general

hospital services segment, resulting from the increase in the number of employees at Jian

Gong Hospital. For example, Jian Gong Hospital’s employees increased from 703 as of

December 31, 2010 to 718 as of December 31, 2011, 757 as of December 31, 2012 and to 764

as of June 30, 2013.

The hospitals and clinics under our management through IOT agreements directly hire

doctors and medical staff, except for the hospital administrators and a limited number of

other hospital management personnel appointed or recommended by us. Our management

fees under IOT agreements are usually based on the relevant IOT hospitals’ performance

targets including such hospitals’ profits, which in turn are affected by our ability to control

the staff costs of such hospitals. For example, to improve the healthcare service quality and

in line with our growth plan, Yan Hua Hospital Group recruited more than 80 medical

professionals towards the end of 2012, which caused a significant increase in the staff costs

of Yan Hua Hospital Group in 2013 and in turn significantly reduced Yan Hua Hospital

Group’s net income before tax (收支結餘) in the six months ended June 30, 2013. Since the

management fees we are entitled to is capped at the Yan Hua Hospital Group’s net income

before tax (收支結餘) and repayment of investment, the decrease in Yan Hua Hospital Group’s

net income before tax (收支結餘) and repayment of investment caused significant decrease in

the management fees we were entitled to from Yan Hua Hospital Group in the six months

ended June 30, 2013.

We currently do not expect significant increases in the staff cost of Jian Gong Hospital

and IOT hospitals and clinics in the second half of 2013.

Seasonality

We experience seasonal fluctuations in our revenue and profitability. We typically

experience relatively fewer patient visits in the first quarter of a year due to the effect of the

Chinese New Year holiday, during which most Chinese usually avoid visiting hospitals. Our

in-network hospitals and clinics generally receive more patients in the fourth quarter

because people are more susceptible to disease in cold weather. In addition, the

management fees we are entitled to under the Yan Hua IOT Agreement and the Jing Mei IOT

Agreement are determined based on, among others, a higher management fee rate after

such hospitals’ performance exceeds certain thresholds for that year. Consequently, we may

be entitled to less management fees under the Yan Hua IOT Agreement and the Jing Mei IOT

Agreement in the first half of a year than in the second half of such year as a result of

staggered management fee formulas. For more details on the terms of our IOT agreements,

see “Business — Our Hospital Network”. As a result of the foregoing, our interim financial

results, including our revenue and profits, may be skewed.
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CRITICAL ACCOUNTING POLICIES

Our financial statements have been prepared in accordance with IFRSs. Our significant

accounting policies are set forth in Notes 4 and 5 to the Accountants’ Report, attached as

Appendix I to this document. IFRSs require that we adopt accounting policies and make

estimates that our Directors believe are most appropriate under the circumstances for the

purposes of giving a true and fair view of our results and financial position. Critical

accounting policies are those that require management to exercise judgment and make

estimates which yield materially different results if management were to apply different

assumptions or make different estimates. We believe that the most complex and sensitive

judgments, because of their significance to our financial information, result primarily from

the need to make estimates about the effects of matters that are inherently uncertain.

Actual results in these areas may differ from our estimates. We have identified below the

accounting policies that we believe are the most critical to our financial information and that

involve the most significant estimates and judgments.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable and

represents amount receivable for goods sold and services provided in the normal course of

business, net of discounts and sales related taxes.

Service income, which includes management service income and general hospital service

income, is recognized when the related services are rendered and when it is probable that

the economic benefits from the service rendered will flow to us and such benefit could be

reliably measured. We are entitled to management fees for the management services

provided to IOT Hospitals. Pursuant to our IOT agreements, the management fees are

measured with reference to certain performance indicators of the IOT hospitals, which

require estimation made by management. For our interim financials, our management

estimates the full year results of operations of an IOT hospital and determines the potential

annual management fees we will be entitled to. To the extent the IOT hospital is estimated

to experience a loss for the year, no interim management fee revenue will be recognized and

we will make provisions of such amount in accordance with the terms of the respective IOT

agreements. To the extent that an IOT hospital is not estimated to make a loss, our

management will estimate and recognize the interim management fees based on the actual

interim results of operations of such IOT hospital in accordance with the relevant IOT

agreement. During the [●], the actual performance results of each of our IOT hospitals and

clinics did not vary significantly from our estimation and we therefore did not make any

provisions. We record management service income at year-end determined based on the

actual performance of each IOT hospital, which is adjusted for certain items specified under

the IOT agreements.

Revenue from the sale of goods is recognized when the goods are delivered and titles

have passed, at which time all the following conditions are satisfied: (i) we have transferred

to the buyer the significant risks and rewards of ownership of the goods, (ii) we retain

neither continuing managerial involvement to the degree usually associated with ownership

nor effective control over the goods sold, (iii) the amount of revenue can be measured

reliably, and (iv) it is probable that the economic benefits associated with the transaction will

flow to us; and the costs incurred or to be incurred in respect of the transaction can be

measured reliably.
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Interest income from a financial asset is recognized when it is probable that the

economic benefits will flow to us and the amount of income can be measured reliably.

Interest income from a financial asset is accrued on a time basis, by reference to the principal

outstanding and at the effective interest rate applicable, which is the rate that exactly

discounts estimated future cash receipts through the expected life of the financial asset to

that asset’s net carrying amount on initial recognition.

Intangible assets

Our intangible assets represent the management rights acquired under the IOT

agreements and are subject to amortization charges to the cost of sales and services in the

combined statements of profit or loss and other comprehensive income over the tenure of

the respective IOT agreements. Intangible assets consist of:

(i) the investment amounts that will not be returned to us, including our initial

investment under the Yan Hua IOT Agreement in 2008 and investments under the

Jing Mei IOT Agreement, and

(ii) the difference between (a) the investment amounts made to IOT hospitals and

clinics, which include capital investments under the Mentougou IOT Agreement

and the Mentougou TCM Hospital IOT Agreement and certain investments under

the Yan Hua IOT Agreement that will be repaid to us pursuant to the terms of the

relevant IOT agreements and (b) fair value of the repayable investment amounts

determined upon initial recognition. For more details, see “— Receivables from IOT

hospitals”.

Amortization for intangible assets with finite useful lives is recognized on a straight-line

basis over their estimated useful lives. The estimated useful life and amortization method are

reviewed at the end of each reporting period, with the effect of any changes in estimate

being accounted for on a prospective basis. As disclosed under “— Receivables from IOT

hospitals”, the term of the Yan Hua IOT Agreement is subject to approval by our independent

shareholders every three years. The signing of the supplemental agreement to the Yan Hua

IOT Agreement as of October 31, 2013, which stipulates such approval requirement, would

affect the estimated recoverable amount and useful life of the management rights of Yan

Hua Hospital Group under the IOT agreement, which is classified as intangible assets. If the

estimated recoverable amount is lower than the carrying amount of the relevant intangible

asset, a material impairment may arise which would be recognized in profit or loss for the

period in which such event takes place.

An intangible asset is derecognized on disposal, or when no future economic benefits

are expected from use or disposal. Gains or losses arising from derecognition of an intangible

asset are measured at the difference between the net disposal proceeds and the carrying

amount of the asset and are recognized in profit or loss in the period when the asset is

derecognized.
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The following table sets forth the carrying amount of management rights classified as

intangible assets as of the dates indicated:

As of December 31,
As of June 30,

20132010 2011 2012

(in thousands of RMB)

Yan Hua Hospital Group. . . . . . . . . . . . . . 67,579 110,998 124,281 122,822

Mentougou Hospital . . . . . . . . . . . . . . . . . 40,583 44,458 42,775 41,620

Jing Mei Hospital Group. . . . . . . . . . . . . . — — 142,110 138,165

Mentougou Traditional Chinese

Medicine Hospital . . . . . . . . . . . . . . . . . — — 14,007 13,621

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 108,162 155,456 323,173 316,228

Receivables from IOT hospitals

Pursuant to certain IOT agreements, we made repayable investments to IOT hospitals

and clinics in return for the management rights of IOT hospitals and clinics over a tenure

ranging from 19 to 48 years and these repayable investment amounts will be repaid to us in

equal annual installments during the tenure of these IOT agreements. The fair value of the

repayable investment amounts made to the IOT hospitals and clinics under the respective IOT

agreements were determined at an effective interest rate of 11.0% per annum upon initial

recognition over the tenure of the respective IOT Agreements. The fair values of the

repayable investment amounts are then recorded as “Receivables from IOT hospitals” in our

financial statements at initial recognition and measured at amortized cost using the effective

interest method in subsequent periods.

During the [●], we used 11.0% as the effective interest rate, which was determined at

initial recognition and is estimated by taking into account, amongst various factors, market

rates or other interest rates applicable to borrowings of comparable entities (including the

interest rates for obligations under finance lease of Jian Gong Hospital).

To the extent that our investment amounts made to our IOT hospitals under IOT

agreements will be repaid to us during the tenure of our management, such investment

amounts are recorded as receivables from IOT hospitals, including non-current portion,

representing the amount that will be returned after one year from the end of the reporting

period, and the current portion, representing the amount due within one year from the end

of the reporting period. Such investment amounts primarily consist of our investments under

the Mentougou IOT Agreement and the Mentougou TCM Hospital IOT Agreement and

certain investments under the Yan Hua IOT Agreement.

The term of the Yan Hua IOT Agreement, which is subject to approval by our

independent shareholders every three years, has no effect on the investment repayment

schedule of Yan Hua Hospital Group with respect to any capital investment made or to be

made by us in an amount not less than RMB150.0 million. As a result, the carrying amount

of receivables from Yan Hua Hospital Group will continue to be measured at amortized cost

and subject to impairment assessment.
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The following table sets forth receivables from IOT hospitals as of the dates indicated:

As of December 31,
As of June 30,

20132010 2011 2012

(in thousands of RMB)

Yan Hua Hospital Group. . . . . . . . . . . . . . — 11,916 16,133 17,008

Mentougou Hospital . . . . . . . . . . . . . . . . . 25,147 29,039 27,842 29,450

Mentougou Traditional Chinese

Medicine Hospital . . . . . . . . . . . . . . . . . — — 11,123 10,291

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25,147 40,955 55,098 56,749

Less: current portion included in

prepayments and other

receivables . . . . . . . . . . . . . . . . . . . . 2,826 4,812 6,620 6,353

Non-current portion . . . . . . . . . . . . . . . . 22,321 36,143 48,478 50,396

Interest income from receivables from IOT hospitals

Interest income is accrued using the effective interest method by reference to the
receivables from IOT hospitals and at the effective interest rate determined at initial
recognition of the receivables from IOT hospitals.

Impairment of tangible and intangible assets

At the end of the reporting period, we review the carrying amounts of our tangible and
intangible assets to determine whether there is any indication that those assets have
suffered an impairment loss. If any such indication exists, the recoverable amount of the
asset is estimated in order to determine the extent of the impairment loss, if any. When it is
not possible to estimate the recoverable amount of an individual asset, we estimate the
recoverable amount of the cash-generating unit to which the asset belongs. Where a
reasonable and consistent basis of allocation can be identified, corporate assets are also
allocated to individual cash-generating units, or otherwise they are allocated to the smallest
group of cash-generating units for which a reasonable and consistent allocation basis can be
identified. During the [●], we did not incur any impairment loss relating to our tangible and
intangible assets.

Recoverable amount is the higher of fair value less costs to sell and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset for which the estimates of future cash flows have
not been adjusted.

If the recoverable amount of an asset (or a cash-generating unit) is estimated to be less
than its carrying amount, the carrying amount of the asset (or a cash-generating unit) is
reduced to its recoverable amount. An impairment loss is recognized immediately in profit
or loss.

Where an impairment loss subsequently reverses, the carrying amount of the asset is
increased to the revised estimate of its recoverable amount, but so that the increased
carrying amount does not exceed the carrying amount that would have been determined had
no impairment loss been recognized for the asset (or a cash-generating unit) in prior years.
A reversal of an impairment loss is recognized as income immediately.
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Property, plant and equipment

Property, plant and equipment, other than construction in progress as described below,
are stated at cost less subsequent accumulated depreciation and subsequent accumulated
impairment losses, if any.

Depreciation is recognized so as to write off the cost of items of property, plant and
equipment other than construction in progress less their residual values over their estimated
useful lives, using the straight-line method. The estimated useful lives, residual values and
depreciation method are reviewed at the end of each reporting period, with the effect of
any changes in estimate accounted for on a prospective basis.

Construction in progress is carried at cost, less any recognized impairment loss.
Construction in progress is classified to the appropriate categories of property, plant and
equipment when completed and ready for intended use. Depreciation of these assets, on the
same basis as other property, plant and equipment, commences when the assets are ready for
their intended use.

Asset held under finance lease are depreciated over their expected useful lives on the
same basis as assets we own. However, when there is no reasonable certainty that ownership
will be obtained by the end of the lease term, assets are depreciated over the shorter of the
lease term and their useful lives.

An item of property, plant and equipment is derecognized upon disposal or when no
future economic benefits are expected to arise from the continued use of the asset. Any gain
or loss arising on disposal or retirement of an item of property, plant and equipment is
determined as the difference between the sales proceeds and the carrying amount of the
asset and is recognized in profit or loss in the year in which the item is derecognized.

Estimated useful lives and impairment of property, plant and equipment

Our Group’s management determines the estimated useful lives and the depreciation
method in determining the related depreciation charges for its property, plant and
equipment. This estimate is based on the management’s experience of the actual useful lives
of property, plant and equipment of similar nature and functions taking into account of a
variety of factors, including relevant PRC tax regulations. In addition, management assesses
impairment whenever events or changes in circumstances indicate that the carrying amount
of an item of property, plant and equipment may not be recoverable. Management will
increase the depreciation charge where useful lives are expected to be shorter than
expected, or will write off or write down obsolete assets that have been abandoned or
impaired. When the actual useful lives or recoverable amounts of property, plant and
equipment differ from the original estimates, adjustment will be made and recognized in the
period in which such event takes place. As of December 31, 2010, 2011 and 2012 and June 30,
2013, the carrying amounts of property, plant and equipment were RMB91.5 million,
RMB94.3 million, RMB121.5 million and RMB119.8 million, respectively. During the [●], there
was no change in the estimated useful life of property, plant and equipment. As of the [●],
we were not aware of any events or circumstances that will cause us to change the estimated
useful life.

Leasing

Leases are classified as finance leases whenever the terms of the lease transfer
substantially all the risks and rewards of ownership to the lessee. All other leases are
classified as operating leases.
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Assets held under finance leases are initially recognized as assets of our Group at their

fair value at the inception of the lease or, if lower, at the present value of the minimum lease

payments. The corresponding liability to the lessor is included in the combined statement of

financial position as a finance lease obligation.

Lease payments are apportioned between finance expenses and reduction of the lease

obligation so as to achieve a constant rate of interest on the remaining balance of the

liability. Finance expense are recognized immediately in profit or loss, unless they are directly

attributable to qualifying assets, in which case they are capitalized in accordance with our

Group’s accounting policy on borrowing costs.

Operating lease payments are recognized as an expense on a straight-line basis over the

lease term.

Lease prepayment for land use right

Prepayment for obtaining land use right is accounted for as lease prepayment for land

use right and is released to profit or loss on a straight-line basis over the lease terms as stated

in the relevant land use right certificate granted for usage by our Group in China and the

remaining terms of the operating license of the PRC entity, whichever is the shorter. Lease

prepayment for land use right which is to be released to profit or loss in the next 12 months

is classified as current assets.

Impairment of receivables from IOT hospitals, trade receivables and other receivables

In determining whether there is objective evidence of impairment loss, we take into

consideration financial strength of the IOT hospitals, the credit history of the customers and

the current market condition. The amount of the impairment loss is measured as the

difference between the asset’s carrying amount and the present value of estimated future

cash flows discounted at the financial asset’s effective interest rate. Management reassesses

the adequacy of impairment on a regular basis. Where the actual cash flows are less than

expected, a material impairment loss may arise. As of December 31, 2010, 2011 and 2012 and

June 30, 2013, the carrying amounts of trade receivables of our Group were RMB20.1 million,

RMB23.8 million, RMB83.0 million and RMB110.5 million, respectively, the carrying amounts

of prepayment and other receivables were RMB5.9 million, RMB13.7 million, RMB16.7 million

and RMB16.5 million, respectively and the carrying amounts of receivables from IOT hospitals

were RMB22.3 million, RMB36.1 million, RMB48.5 million and RMB50.4 million, respectively.

During the [●], we did not incur any impairment loss relating to receivables from IOT

hospitals, trade receivables and other receivables.

Provision for medical dispute claims

Our Group may be subject to legal proceedings and claims that arise in the ordinary

course of business, which primarily include medical dispute claims brought by the former

patients. Provision for medical dispute claims is made based on the status of potential and

active claims outstanding at the end of each reporting period, and take into consideration

the assessment and analysis of outside counsel and the total claim exposure. Where it is not

probable that an outflow of economic benefits will be required, or the amount cannot be

estimated reliably, the obligation is disclosed as a contingent liability, unless the probability

of outflow of economic benefits is remote. A contingent liability is a possible obligation that

arises from past events and whose existence will only be confirmed by the occurrence or

non-occurrence of one or more uncertain future events not wholly within the control of our

Group.
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Based on the assessment, our management, believes that no material claim exposure or

outstanding litigation on the medical dispute claim existed at the end of each reporting

period and accordingly no provision was made. The situation is closely monitored by the

management and provision will be made as appropriate. Where the actual claims are greater

than expected, a material dispute claims expense may arise, which would be recognized in

profit and loss for the period in which such a claim takes place.

ACCOUNTING TREATMENT FOR CAPITAL INVESTMENTS MADE IN IOT HOSPITALS AND CLINICS

During the [●], the capital investments we made in our IOT hospitals and clinics are

categorized into (a) investment amounts that will not be returned to us and (b) investment

amount that will be repaid to us pursuant to the terms of the relevant IOT agreements. The

following table sets forth a breakdown of the investment amounts we made in our IOT

hospitals by these two categories in the periods indicated:

Year ended December 31,

Six
months
ended

June 30,
20132008 2009 2010 2011 2012

(in millions of RMB)

Yan Hua Hospital . . . . 72(a) — — 57(b) 20(b) —

Mentougou Hospital . . — — 65(b) 10(b) — —

Mentougou TCM . . . . . — — — — 25(b) —

Jing Mei Hospital . . . . — — — 150(a) — —

(a) Investment amounts that will not be returned to us.

(b) Investment amounts that will be repaid to us pursuant to the terms of the relevant IOT agreements.

We account for our capital investments made pursuant to the relevant IOT agreements

as follows:

Investment amounts that will not be returned to us

Investment amounts that will not be returned to us from IOT hospitals and clinics are

accounted for as intangible assets, which represent the management rights acquired

pursuant to the IOT agreements and are subject to amortization charges to the cost of sales

and services in the combined statements of profit or loss and other comprehensive income

over the tenure of the respective IOT agreements.

These investments include our initial investment under the Yan Hua IOT Agreement in

2008 and investments under the Jing Mei IOT Agreement.
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Investment amounts that will be repaid to us pursuant to the terms of the relevant IOT

Agreements

Our capital investments under the Mentougou IOT Agreement and the Mentougou TCM

Hospital IOT Agreement and certain investments under the Yan Hua IOT Agreement are

treated as repayable investment amounts because they will be repaid to us pursuant to the

terms of the respective IOT agreements. We accounted for these investments as follows:

First, determining the fair value of the repayable investment amounts made to the IOT

hospitals and clinics under the respective IOT agreements at an effective interest rate of

11.0% per annum upon initial recognition over the tenure of the respective IOT Agreements.

The fair values of the repayable investment amounts are then recorded as “Receivables from

IOT hospitals” in our financial statements at initial recognition and measured at amortized

cost using the effective interest method in subsequent periods. For more details, see “—

Critical Accounting Policies — Receivables from IOT hospitals”. The effective interest rate was

determined at initial recognition and estimated by taking into account, amongst various

factors, market rates or other interest rates applicable to borrowings of comparable entities

(including the interest rates for obligations under finance lease of Jian Gong Hospital).

Second, after the receivables from IOT hospitals are determined, the difference

between (a) the investment amounts made to the IOT hospitals and clinics and (b) fair value

of the investment amounts determined upon initial recognition is accounted for as

intangible assets, which represent the management rights acquired pursuant to the IOT

agreements that are subject to amortization charges to the cost of sales and services in the

combined statements of profit or loss and other comprehensive income over the tenure of

the respective IOT agreements.

Third, in subsequent periods:

(a) interest income on receivables from IOT hospitals, which is accrued using the

effective interest method by reference to the receivables from IOT hospitals and at

the effective interest rate applicable, is recognized as “Other income — interest

income on receivables from IOT hospitals” in our combined statements of profit or

loss and other comprehensive income; and

(b) when we receive repayment of repayable investment amounts pursuant to the

terms of the relevant IOT agreements, such repayment of investment amounts will

be recognized in our financial statement as a reduction in the receivables from IOT

hospitals when the repayment is made by the relevant IOT hospitals.
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DESCRIPTION OF COMPONENTS OF RESULTS OF OPERATIONS

Revenue

We derive revenue from three segments: (i) general hospital services, (ii) hospital

management services, and (iii) supply chain business. Our revenue represents total segment

revenue after elimination of inter-segment revenue. In 2010, 2011, 2012 and the six months

ended June 30, 2012 and June 30, 2013, our revenue was RMB394.1 million, RMB509.5

million, RMB758.0 million, RMB321.5 million and RMB419.7 million, respectively. The

following table sets forth the breakdown of our revenue by segment for the periods

indicated:

Year ended December 31, Six months ended June 30,

2010 2011 2012 2012 2013

Amount
% of
total Amount

% of
total Amount

% of
total Amount

% of
total Amount

% of
total

(unaudited)

(in thousands of RMB)

General hospital

services . . . . . . . 288,412 73.2% 323,987 63.6% 403,109 53.2% 188,566 58.6% 214,692 51.2%

Hospital

management

services . . . . . . . 16,348 4.1 19,412 3.8 40,277 5.3 12,647 3.9 9,861 2.3

Supply chain

business . . . . . . . 151,121 38.3 264,414 51.9 431,020 56.9 175,182 54.5 248,304 59.2

Total segment

revenue . . . . . . . 455,881 115.7 607,813 119.3 874,406 115.4 376,395 117.1 472,857 112.7

Less: inter-segment

revenue . . . . . . . 61,796 15.7 98,335 19.3 116,374 15.4 54,850 17.1 53,165 12.7

Total . . . . . . . . . . 394,085 100% 509,478 100% 758,032 100% 321,545 100% 419,692 100%

General hospital services

Our general hospital services segment generated a majority of our revenue during the

[●]. Revenue from this segment is derived from Jian Gong Hospital and from premium

healthcare services offered under Phoenix VIP services at Jian Gong Hospital. General

hospital services revenue consists of primarily fees generated from the provision of

outpatient and inpatient services, including fees for healthcare services, pharmaceuticals and

medical devices and medical consumables.

Our general hospital services segment revenue was RMB288.4 million, RMB324.0 million

and RMB403.1 million in 2010, 2011 and 2012, respectively, and RMB188.6 million and

RMB214.7 million in the six months ended June 30, 2012 and June 30, 2013, respectively,

reflecting the increasing number of patient visits and average spending per patient visit. The

total patient visits received by Jian Gong Hospital increased from approximately 392,900 in

2010 to 472,200 in 2011 and to 609,300 in 2012, of which outpatient visits increased from

approximately 384,600 in 2010 to 462,600 in 2011 and to 597,900 in 2012 and inpatient visits

increased from approximately 8,400 in 2010 to 9,600 in 2011 and to 11,500 in 2012. The total

patient visits received by Jian Gong Hospital were approximately 313,700 in the six months

ended June 30, 2013, of which approximately 308,200 were outpatient visits and

approximately 5,500 were inpatient visits, compared to approximately 271,300 in the six

months ended June 30, 2012, of which approximately 265,700 were outpatient visits and

approximately 5,600 were inpatient visits. The increase in the number of patient visits was
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partially offset by a decrease in the average spending per outpatient visit at Jian Gong

Hospital from approximately RMB432 in 2010 to RMB415 in 2011 and RMB417 in 2012. The

average spending per outpatient visit was approximately RMB403 and RMB431 in the six

months ended June 30, 2012 and June 30, 2013. The average spending per inpatient visit

remained relatively stable at RMB12,961 in 2010, RMB12,382 in 2011 and RMB13,127 in 2012.

The average spending per inpatient visit was approximately RMB13,645 and RMB14,788 in

the six months ended June 30, 2012 and June 30, 2013.

Hospital management services

We manage and operate a total of ten general hospitals, one traditional Chinese

medicine hospital and 28 community clinics under the IOT model. We provide management

services to the hospitals, including formulation and implementation of growth strategies,

appointment of hospital administrators and other key personnel, setting annual hospital

budget and determination of important operational issues. In return, we receive from each

hospital or the hospital owners management fees, primarily calculated with reference to

percentage of the revenue and/or net income before tax (收支結餘) generated by our IOT

hospitals and clinics. Accordingly, the management fees we receive depend on the

performance of our in-network hospitals and clinics. For certain hospitals, our management

fees are dependent on profitability and performance reviews. For more details on our

management fee formulas, see “Business — Our Hospital Network”.

Our hospital management service segment revenue was RMB16.3 million, RMB19.4

million and RMB40.3 million in 2010, 2011 and 2012, respectively. The increase was largely

driven by the number of healthcare facilities under our management through IOT

agreements, which increased from one hospital and 17 community clinics as of January 1,

2010 to 11 hospitals and 28 community clinics as of December 31, 2012. Our hospital

management service segment revenue was RMB9.9 million in the six months ended June 30,

2013 compared to RMB12.6 million in the six months ended June 30, 2012. This decrease was

primarily due to decreased management fee from Yan Hua Hospital Group. For more details,

see “— Results of Operations — Six Months Ended June 30, 2013 and June 30, 2012 —

Revenue”. The following table sets forth the management fees generated from our IOT

hospitals and clinics for the periods indicated:

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

(unaudited)

(in thousands of RMB)

Management fee generated
from Yan Hua Hospital Group . 16,348 17,995 22,626 6,357 1,865

Management fee generated

from Mentougou Hospital1 . . . N/A 1,417 5,438 972 2,417

Management fee generated

from Jing Mei Hospital2 . . . . . N/A N/A 12,213 5,318 5,579

Management fee generated

from Mentougou Traditional

Chinese Medicine Hospital3 . . . N/A N/A N/A N/A —
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1 We began managing Mentougou Hospital in August 2010 and started to collect management fees in 2011.

2 We began managing Jing Mei Hospital Group in May 2011 and started to collect management fees in 2012.

3 We began managing Mentougou Traditional Chinese Medicine Hospital in June 2012 and became entitled to

collect management fee in 2013, but did not recognize any during the [●].

Our Directors confirm that all recognitions and receipts of management fees during the

[●] were in compliance with relevant IOT agreements.

Supply chain business

Our supply chain business segment revenue is derived from sales of pharmaceuticals,

medical devices and medical consumables to our IOT hospitals and clinics. Segment revenue

from sales to Jian Gong Hospital is recorded as inter-segment revenue and eliminated from

our total revenue. For more details, see Note 7 to the Accountants’ Report, attached as

Appendix I to this document.

The prices of a majority of pharmaceuticals, medical devices and medical consumables

that we source and resell to our in-network hospitals and clinics, primarily those included in

the PRC national and provincial medical insurance catalog, are subject to price control mainly

in the form of “bidding price”, being price ceilings on pharmaceuticals or medical devices

and medical consumables sold to the hospitals. For products that are not subject to price

control, the prices at which such products are sold to hospitals may be freely set by the

market. For more details, see “PRC Laws, Rules and Regulations — Laws and Regulations on

Centralized Pharmaceuticals Distribution — Regulations on Centralized Pharmaceutical

Procurement by Medical Institutions”, “PRC Laws, Rules Regulations — Regulations on the

Supervision Over the Procurement of Medical Consumables” and “Business — Our Business

Model — Supply Chain Business”.

Our supply chain business segment revenue was RMB151.1 million, RMB264.4 million

and RMB431.0 million in 2010, 2011 and 2012, respectively. Our supply chain business

segment revenue was RMB175.2 million and RMB248.3 million in the six months ended June

30, 2012 and June 30, 2013, respectively. Inter-segment elimination was RMB61.8 million,

RMB98.3 million, RMB116.4 million, RMB54.9 million and RMB53.2 million in 2010, 2011,

2012 and the six months ended June 30, 2012 and June 30, 2013, respectively. The growth of

our supply chain business is largely tied to the combined demand of our in-network hospitals

and clinics, which is primarily driven by the expansion of our hospital network and the

increase in patient visits at our in-network hospitals and clinics. The number of total patient

visits at our in-network hospitals and clinics increased from 1.4 million in 2010 to 2.3 million

in 2011 and 3.0 million in 2012. The total patient visits received by our in-network hospitals

and clinics were approximately 1.5 million in the six months ended June 30, 2013.
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Cost of Sales and Services

Our cost of sales and services consist of cost of pharmaceuticals and medical devices and

medical consumables, staff cost, depreciation and amortization costs, utilities and other

expenses. In 2010, 2011, 2012 and the six months ended June 30, 2012 and June 30, 2013, our

cost of sales and services was RMB301.2 million, RMB386.7 million, RMB573.2 million,

RMB246.5 million and RMB332.3 million, respectively. The following table sets forth the

breakdown of our cost of sales and services by segment for the periods indicated:

Year ended December 31, Six months ended June 30,

2010 2011 2012 2012 2013

Amount
% of
total Amount

% of
total Amount

% of
total Amount

% of
total Amount

% of
total

(unaudited)

(in thousands of RMB, except percentage data)

General hospital

services . . . . . . . 228,177 75.8% 259,157 67.0% 328,831 57.4% 152,003 61.7% 177,748 53.5%

Hospital

management

services . . . . . . . 1,516 0.5 3,168 0.8 12,376 2.2 6,058 2.5 6,944 2.1

Supply chain

business . . . . . . . 133,267 44.2 222,739 57.6 348,395 60.7 143,263 58.1 200,741 60.4

Total segment cost

of sales and

services . . . . . . . 362,960 120.5 485,064 125.4 689,602 120.3 301,324 122.3 385,433 116.0

Less: internal cost of

sales and services . 61,796 20.5 98,335 25.4 116,374 20.3 54,850 22.3 53,165 16.0

Total . . . . . . . . . . 301,164 100.0% 386,729 100.0% 573,228 100.0% 246,474 100.0% 332,268 100.0%
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General hospital services

The cost of sales and services of our general hospital services represents primarily costs

of provision of healthcare services at the Jian Gong Hospital, including costs of

pharmaceuticals and medical devices and medical consumables, staff costs, and depreciation

and amortization incurred at Jian Gong Hospital. The cost of sales and services incurred by

our general hospital services segment increased from RMB228.2 million in 2010 to RMB259.2

million in 2011 and RMB328.8 million in 2012, and from RMB152.0 million in the six months

ended June 30, 2012 to RMB177.7 million in the six months ended June 30, 2013, primarily

due to the expansion of Jian Gong Hospital’s business scale. The following table sets forth

the components of our cost of sales and services of our general hospital services segment for

the periods indicated:

Year ended December 31, Six months ended June 30,

2010 2011 2012 2012 2013

Amount

% of
segment
revenue Amount

% of
segment
revenue Amount

% of
segment
revenue Amount

% of
segment
revenue Amount

% of
segment
revenue

(unaudited)

(in thousands of RMB, except percentage data)

Jian Gong Hospital

Pharmaceutical costs . 129,620 44.9% 140,974 43.5% 169,265 42.0% 78,105 41.4% 92,590 43.1%

Medical devices and

medical

consumables costs . 34,190 11.9 43,930 13.6 64,311 16.0 29,999 15.9 36,002 16.8

Staff costs . . . . . . . 39,386 13.7 47,553 14.7 59,662 14.8 27,462 14.6 31,644 14.7

Depreciation . . . . . 14,033 4.9 12,756 3.9 18,107 4.5 8,447 4.5 9,287 4.3

Amortization of land

use right . . . . . . — — 2,309 0.7 3,463 0.9 1,731 0.9 1,731 0.8

Other . . . . . . . . . 10,825 3.8 11,332 3.5 13,610 3.4 6,052 3.2 6,261 2.9

Subtotal . . . . . . . . 228,054 79.1 258,854 79.9 328,418 81.5 151,796 80.5 177,515 82.7

Beijing Easylife . . . 123 0.0 303 0.1 413 0.1 207 0.1 233 0.1

Total . . . . . . . . . 228,177 79.1% 259,157 80.0% 328,831 81.6% 152,003 80.6% 177,748 82.8%

We expect that the cost of sales and services of our general hospital services segment

revenue will continue to increase in line with the business growth of Jian Gong Hospital.
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Hospital management services

Cost of sales and services of our hospital management services represents the

amortization of intangible assets, which represents all or part of the investments we made

pursuant to our IOT agreements. For more details, see “— Critical Accounting Policies —

Intangible Assets”. Our hospital management services incurred cost of sales and services of

RMB1.5 million, RMB3.2 million, RMB12.4 million, RMB6.1 million and RMB6.9 million in

2010, 2011, 2012 and the six months ended June 30 , 2012 and June 30, 2013, respectively.

The following table sets forth a breakdown of our cost of sales and services of our hospital

management services segment by IOT hospital for the periods indicated:

Year ended December 31, Six months ended June 30,

2010 2011 2012 2012 2013

Amount

% of
segment
revenue Amount

% of
segment
revenue Amount

% of
segment
revenue Amount

% of
segment
revenue Amount

% of
segment
revenue

(unaudited)

(in thousands of RMB, except percentage data)

Amortization of

investment in Yan

Hua Hospital

Group . . . . . . . . 1,516 9.3% 1,665 8.6% 2,465 6.1% 1,940 15.3% 1,459 14.8%

Amortization of

investment in Jing

Mei Hospital

Group . . . . . . . . — — — — 7,890 19.6 3,945 31.2 3,945 40.0

Amortization of

investment in

Mentougou

Hospital . . . . . . — — 1,503 7.7 1,683 4.2 109 0.9 1,155 11.7

Amortization of

investment in

Mentougou

Traditional Chinese

Medicine Hospital . — — — — 338 0.8 64 0.5 386 3.9

Total . . . . . . . . . . 1,516 9.3% 3,168 16.3% 12,376 30.7% 6,058 47.9% 6,945 70.4%

We expect that the cost of sales and services of our hospital management services

segment revenue will continue to increase as we increase investment in our IOT hospitals, in

particular, Yan Hua Hospital Group.
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Supply chain business

Cost of sales and services of our supply chain business represents the procurement costs

of pharmaceuticals, medical devices and medical consumables for resale to our in-network

hospitals and clinics. Our supply chain business incurred cost of sales and services of

RMB133.3 million, RMB222.7 million, RMB348.4 million, RMB 143.3 million and RMB200.7

million in 2010, 2011, 2012 and the six months ended June 30, 2012 and June 30, 2013,

respectively. The following table sets forth the components of our cost of sales and services

of our supply chain business segment for the periods indicated:

Year ended December 31, Six months ended June 30,

2010 2011 2012 2012 2013

Amount

% of
segment
revenue Amount

% of
segment
revenue Amount

% of
segment
revenue Amount

% of
segment
revenue Amount

% of
segment
revenue

(unaudited)

(in thousands of RMB, except percentage data)

Pharmaceutical costs . . 112,353 74.3% 181,862 68.8% 229,038 53.1% 95,847 54.7% 121,257 48.8%

Medical devices and
medical consumables
costs . . . . . . . . . . 20,914 13.8% 40,877 15.5 119,357 27.7 47,416 27.1 79,484 32.0

Total . . . . . . . . . . . 133,267 88.2% 222,739 84.2% 348,395 80.8% 143,263 81.8% 200,741 80.8%

We expect that the cost of sales and services of our supply chain business segment

revenue will continue to increase as we intend further consolidate the procurement needs of

our in-network hospitals and clinics.

Gross Profit

As a result of the foregoing, our gross profit increased from RMB92.9 million in 2010 to

RMB122.8 million in 2011 and to RMB184.8 million in 2012, and from RMB75.1 million in the

six months ended June 30, 2012 to RMB87.4 million in the six months ended June 30, 2013.

Our gross margin also increased from 23.6% in 2010 to 24.1% in 2011 and to 24.4% in 2012,

reflecting higher revenue contributions of hospital management services, which has higher

gross margins, as well as the improved gross margin of our supply chain business. Our gross

margin decreased from 23.3% in the six months ended June 30, 2012 to 20.8% in the six

months ended June 30, 2013, primarily reflecting the decrease in hospital management

services gross margin. The following table sets forth the breakdown of our gross profit by

segment for the periods indicated:

Year ended December 31, Six months ended June 30,

2010 2011 2012 2012 2013

Amount

% of
segment
revenue Amount

% of
segment
revenue Amount

% of
segment
revenue Amount

% of
segment
revenue Amount

% of
segment
revenue

(unaudited)

(in thousands of RMB, except percentage data)

General hospital
services . . . . . . . . . 60,235 20.9% 64,830 20.0% 74,278 18.4% 36,563 19.4% 36,944 17.2%

Hospital management
services . . . . . . . . . 14,832 90.7 16,244 83.7 27,901 69.3 6,589 52.1 2,917 29.6

Supply chain business . . 17,854 11.8 41,675 15.8 82,625 19.2 31,919 18.2 47,563 19.2

Total . . . . . . . . . . . 92,921 23.6% 122,749 24.1% 184,804 24.4% 75,071 23.3% 87,424 20.8%
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General hospital services

The gross margin of general hospital services segment decreased from 20.9% in 2010 to

20.0% in 2011 and to 18.4% in 2012, primarily due to increased costs of medical devices and

medical consumables, staff costs and depreciation. The gross margin of general hospital

services segment decreased from 19.4% in the six months ended June 30, 2012 to 17.2% in

the six months ended June 30, 2013, mainly because sales of pharmaceuticals, which

generally have lower gross margins compared to that for healthcare services, increased as a

percentage of our general hospital services revenue.

Hospital management services

Our gross margin for hospital management services segment depends on (a) the amount

of management fees we generate and (b) whether additional investments are required for

IOT hospitals that would lead to a corresponding increase in the annual amortization

amount. The gross margin of hospital management services segment decreased from 90.7%

in 2010 to 83.7% in 2011 and to 69.3% in 2012, primarily because we began to amortize our

investments, on a straight-line basis, in Mentougou Hospital in 2011 and in Jing Mei Hospital

Group in 2012. The gross margin of our hospital management services segment decreased

from 52.1% in the six months ended June 30, 2012 to 29.6% in the six months ended June 30,

2013, primarily due to the decreased management fee from Yan Hua Hospital Group.

Supply chain business

The gross margin of our supply chain business segment increased from 11.8% in 2010 to

15.8% in 2011, 19.2% in 2012 and 19.2% in the six months ended June 30, 2013, primarily due

to (a) greater volume discounts we were able to secure from our suppliers as we consolidated

the pharmaceuticals, medical devices and medical consumables needs of our in-network

hospitals and clinics and (b) the implementation of the Hong Hui supply agreement in 2012.

In addition, we negotiate volume discounts and payment terms with our suppliers based on

the combined procurement volume of all in-network hospitals and clinics, which also enables

us to obtain higher discounts and better payment terms from our suppliers than our

individual in-network hospital would have been able to.
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To further consolidate our procurement needs and to achieve better efficiency and

greater economies of scale, we entered into a one-year supply agreement with Hong Hui on

January 10, 2012 for the supply of pharmaceuticals to Jian Gong Hospital, Yan Hua Hospital

Group and Jing Mei Hospital Group. The agreement was renewed for one year on December

27, 2012 and October 22, 2013, respectively. The newly signed supply agreement with Hong

Hui on October 22, 2013 will expire on December 31, 2014 and may be renewed upon mutual

consent prior to November 30, 2014. Pursuant to this agreement, we provide Hong Hui with

the consolidated pharmaceutical orders of Jian Gong Hospital, Yan Hua Hospital Group and

Jing Mei Hospital Group, except for the Excluded Pharmaceuticals. Upon receiving our

consolidated pharmaceutical orders, Hong Hui will either supply pharmaceuticals to these

three hospitals directly or through our supply chain business, or arrange other suppliers to

supply such pharmaceuticals directly to the three hospitals. The Excluded Pharmaceuticals

represent less than 5% of the total purchases by these three hospitals in 2012 and in the six

months ended June 30, 2013. The following table sets forth the segment revenue, segment

gross profit and segment gross margin of our supply chain business after we engaged Hong

Hui for the periods indicated:

Year ended
December 31,

2012

Six months ended June 30,

2012 2013 (Notes)

(in millions of RMB, except percentage data)

Supply chain business segment
revenue . . . . . . . . . . . . . . . . . . . . . . 431.0 175.2 248.3 A

Supply chain business gross profit . . 82.6 31.9 47.6 B

Supply chain business segment

gross margin (%) . . . . . . . . . . . . . . 19.2% 18.2% 19.2% C=B/A

In consideration for granting Hong Hui the priority to supply pharmaceuticals to these

three hospitals, Hong Hui agrees to provide us with the Minimum Economic Benefit. The

Minimum Economic Benefit is reconciled monthly. If the gross profit we generate from the

resale of pharmaceuticals to the three hospitals is less than the Minimum Economic Benefit,

Hong Hui will arrange to pay us the difference between the gross profit generated and the

Minimum Economic Benefit. These payments for such difference are reflected as “other

income”. For more details on our agreement with Hong Hui, see “Business — Our Suppliers

— Supply agreement with Hong Hui”.
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Based on the information extracted from the Hospital Information Systems (HIS) of Jian

Gong Hospital, Yan Hua Hospital Group and Jing Mei Hospital Group, the three hospitals

purchased a total of approximately RMB625.3 million, RMB 254.5 million and RMB363.5

million of pharmaceuticals (excluding the purchases of the Excluded Pharmaceuticals) in 2012

and the six months ended June 30, 2012 and June 30, 2013, respectively, pursuant to the

Hong Hui supply agreement, of which approximately RMB339.7 million, RMB137.1 million

and RMB228.6 million of pharmaceuticals were purchased from Hong Hui or suppliers

arranged by Hong Hui during the corresponding period. These three hospitals purchased the

remaining pharmaceuticals from us directly. The following table sets forth the total

pharmaceutical purchases by the three hospitals pursuant to the supply agreement with

Hong Hui for the periods indicated:

Year ended
December 31,

2012

Six months ended June 30,

2012 2013 (Notes)

(in millions of RMB)

Pharmaceuticals purchased by the
three hospitals pursuant to the
supply agreement with Hong Hui 625.3 254.5 363.5 D

including : pharmaceuticals

supplied by Hong Hui or

suppliers arranged by Hong

Hui. . . . . . . . . . . . . . . . . . . . . . . . 339.7 137.1 228.6 E

We were entitled to RMB84.9 million of Minimum Economic Benefit from our

agreement with Hong Hui in 2012, of which RMB28.4 million was recorded as fee income in

other income because the corresponding sales of pharmaceuticals to these three hospitals

were conducted between these three hospitals and suppliers (including Hong Hui) directly.

The Minimum Economic Benefit in the six months ended June 30, 2012 and June 30, 2013 was

RMB34.0 million and RMB50.5 million, respectively, of which RMB12.5 million and RMB23.0

million was recorded as fee income from suppliers in other income, respectively. The

following table sets forth the Minimum Economic Benefit for the periods indicated:

Year ended
December 31,

2012

Six months ended June 30,

2012 2013 (Notes)

(in millions of RMB)

Minimum Economic Benefit . . . . . . . 84.9 34.0 50.5 F

including: fee income from

suppliers . . . . . . . . . . . . . . . . . . . 28.4 12.5 23.0 G
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If we had (a) reflected in the revenue of our supply chain business the purchases of

pharmaceuticals by Jian Gong Hospital, Yan Hua Hospital Group and Jing Mei Hospital Group

from Hong Hui and other suppliers arranged by Hong Hui; and (b) recorded in the gross

profit of supply chain business the total fee income payment from Hong Hui and other

suppliers arranged by Hong Hui, our gross margin for the supply chain business segment in

2012 and the six months ended June 30, 2012 and June 30, 2013 would have been

approximately 14.4%, 14.2% and 14.8%, respectively. The following table illustrates how

these percentages are arrived for the periods indicated:

Year ended
December 31,

2012

Six months ended June 30,

2012 2013 (Notes)

(in millions of RMB, except percentage data)

Supply chain business segment
revenue plus pharmaceuticals
purchased by the three hospitals
supplied by Hong Hui or
suppliers arranged
by Hong Hui . . . . . . . . . . . . . . . . . 770.7 312.3 476.9 H=A+E

Supply chain business segment

gross profit plus fee income

payment . . . . . . . . . . . . . . . . . . . . . 111.0 44.4 70.6 I=B+G

14.4% 14.2% 14.8% J=I/H

Going forward, as we further consolidate all the procurement needs of our in-network

hospitals and clinics and reduce the pharmaceuticals, medical devices and medical

consumables sold directly by Hong Hui or suppliers to our in-network hospitals, we expect

that the gross margin of the supply chain business (i) will still be affected by the Hong Hui

supply agreement given the impact of (a) and (b) described above and (ii) will primarily be

affected by gross margins of different kinds of pharmaceuticals, medical devices and medical

consumables we procure.

Other income

Our other income principally consists of (i) fee income from Hong Hui and suppliers

arranged by Hong Hui; (ii) interest derived from receivables from IOT hospitals; (iii) interest

and investment income derived from bank deposits and short-term financial products; and

(iv) government grants. Our fee income from Hong Hui and from suppliers arranged by Hong

Hui of RMB28.4 million, RMB12.5 million and RMB23.0 million in 2012 and the six months

ended June 30, 2012 and June 30, 2013, respectively, was generated from our procurement

arrangements with Hong Hui. For more details, see “— Gross Profit — Supply Chain

Business”. In 2010, 2011, 2012 and the six months ended June 30, 2012 and June 30, 2013, our

interest and investment income was RMB1.7 million, RMB7.4 million, RMB7.9 million, RMB3.8

million and RMB4.0 million, respectively. We also received RMB0.4 million, RMB0.2 million

and RMB0.2 million from various governments or government agencies in 2010, 2011 and

2012, respectively, primarily in recognition of our successful control of medical costs.
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The following table sets forth a breakdown of our other income by component for the

periods indicated:

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

(unaudited)

(in thousands of RMB)

Fee income from suppliers . . . . . — — 28,389 12,483 23,028

Interest on bank deposits . . . . . . 363 689 594 440 237

Interest on short-term

investments . . . . . . . . . . . . . . . . 576 4,395 2,959 1,196 653

Interest on receivables from IOT

hospitals . . . . . . . . . . . . . . . . . . 730 2,270 4,361 2,162 3,117

Government grant . . . . . . . . . . . . 374 155 150 — —

Others . . . . . . . . . . . . . . . . . . . . . . 692 777 1,131 530 510

Total . . . . . . . . . . . . . . . . . . . . . . . 2,735 8,286 37,584 16,811 27,545

Other gains and losses

Our other gains and losses represent net gains or losses on disposal of property, plant

and equipment and, for the six months ended June 30, 2013, loss on foreign exchange. We

incurred net losses of RMB0.3 million and RMB0.01 million in 2010 and 2011, respectively,

and net gains of RMB0.2 million and RMB0.2 million in 2012 and the six months ended June

30, 2012, respectively, from disposal of property, plant and equipment. Our other losses of

RMB0.5 million in the six months ended June 30, 2013 were primarily due to unrealized loss

on foreign exchange, which primarily reflected the depreciation, caused by negative

exchange rate movement, of the cash received from our [●] investors in connection with our

Reorganization denominated in U.S. dollar.

Selling and distribution expenses

Our selling and distribution expenses mainly comprise staff costs of our supply chain

business segment and logistic expenses. In 2010, 2011, 2012 and the six months ended June

30, 2012 and June 30, 2013, our selling and distribution expenses were RMB0.8 million,

RMB3.4 million, RMB6.4 million, RMB2.2 million and RMB4.7 million, respectively. We expect

that our selling and distribution expenses will continue to increase in line with our business

expansion.

Administrative expenses

Our administrative expenses mainly comprise (i) employee benefits and expenses, most

of which are attributable to our general hospital services segment, (ii) depreciation and

amortization, (iii) office expenses and utilities and (iv) professional fees. In 2010, 2011, 2012

and the six months ended June 30, 2012 and June 30, 2013, our administrative expenses were

RMB25.7 million, RMB29.3 million, RMB43.5 million, RMB17.0 million and RMB25.1 million,

respectively. We expect that our administrative expenses will continue to increase in line with

our business expansion.
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Segment results

Segment results represent the profit before income tax generated by each segment and

unallocated finance cost related to borrowings, except for the general hospital services

segment. We use this measure to assess segment performance. For more details, see Note 7

to the Accountants’ Report in Appendix I to this document. The following table sets forth the

segment results for the periods indicated:

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

(unaudited)

(in thousands of RMB)

General hospital services . . . . . . . 38,628 41,164 40,759 23,025 16,334

Hospital management services . . 13,869 19,264 26,588 7,805 2,503

Supply chain business. . . . . . . . . . 15,532 37,148 102,999 41,880 64,165

Finance costs

Our finance costs mainly comprise interest expenses on borrowings and finance leases,

and guarantee fees for borrowings. In 2010, 2011, 2012 and the six months ended June 30,

2012 and June 30, 2013, our interest on borrowings and guarantee fees for borrowings were

RMB3.0 million, RMB18.9 million, RMB23.9 million, RMB 11.1 million and RMB11.1 million,

respectively. In 2012, we also started to use finance leases to acquire certain medical

equipment used for our general hospital services and incurred RMB0.5 million in finance

leases interest. The cost attributable to such finance leases was RMB0.4 million in the six

months ended June 30, 2013.

Income tax expense

Our income tax expenses comprise PRC EIT and deferred tax. The PRC subsidiaries of our

Group are subject to an EIT tax rate of 25%. Our effective tax rates for 2010, 2011, 2012 and

the six months ended June 30, 2012 and June 30, 2013 was 24.6%, 25.7%, 24.8%, 24.7% and

25.3%, respectively.

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

(unaudited)

(in thousands of RMB)

EIT . . . . . . . . . . . . . . . . . . . . . . . 16,003 20,274 37,415 15,966 19,386

Deferred tax . . . . . . . . . . . . . . . 20 (57) (871) (751) (1,641)

Total . . . . . . . . . . . . . . . . . . . . . . 16,023 20,217 36,544 15,215 17,745

During the [●], we have paid all relevant taxes and had no disputes or any unresolved

tax issues with relevant tax authorities.
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RESULTS OF OPERATIONS

Year ended December 31, Six months ended June 30,

2010 2011 2012 2012 2013

Amount
% of

revenue Amount
% of

revenue Amount
% of

revenue Amount
% of

revenue Amount
% of

revenue

(unaudited)

(in thousands of RMB, except percentage data)

Revenue. . . . . . . . 394,085 100.0% 509,478 100.0% 758,032 100.0% 321,545 100% 419,692 100%

Cost of sales and

services . . . . . . . (301,164) (76.4%) (386,729) (75.9%) (573,228) (75.6%) (246,474) 76.7% (332,268) 79.2%

Gross profit . . . . . . 92,921 23.6% 122,749 24.1% 184,804 24.4% 75,071 23.3% 87,424 20.8%

Other income . . . . . 2,735 0.7% 8,286 1.6% 37,584 5.0% 16,811 5.2% 27,545 6.6%

Other gains and losses. (307) (0.1%) (13) 0.0% 236 0.0% 236 0.1% (452) (0.1%)

Selling and

distribution

expenses . . . . . . (834) (0.2%) (3,426) (0.6%) (6,412) (0.9%) (2,157) (0.7%) (4,747) (1.1%)

Administrative

expenses . . . . . . (25,663) (6.5%) (29,326) (5.8%) (43,500) (5.7%) (17,004) (5.3%) (25,107) (6.0%)

Finance costs . . . . . (2,997) (0.8%) (18,858) (3.7%) (24,379) (3.2%) (11,131) (3.5%) (11,531) (2.7%)

Other expenses . . . . (823) (0.2%) (694) (0.1%) (1,055) (0.2%) (247) (0.1%) (2,971) 0.7%

Profit before tax . . . 65,032 16.5% 78,718 15.5% 147,278 19.4% 61,579 19.1% 70,161 16.7%

Income tax expense . . (16,023) (4.1%) (20,217) (4.0%) (36,544) (4.8%) (15,215) (4.7%) (17,745) (4.2%)

Profit and total

comprehensive

income for the year . 49,099 12.4% 58,501 11.5% 110,734 14.6% 46,364 14.4% 52,416 12.5%

Attributable to:

Owners of the

Company . . . . . 42,812 10.8% 48,130 9.5% 101,088 13.3% 38,827 12.1% 50,354 12.0%

Non-controlling

interests. . . . . . 6,197 1.6% 10,371 2.0% 9,646 1.3% 7,537 2.3% 2,062 0.5%

Six Months Ended June 30, 2013 and June 30, 2012

Revenue

Our revenue increased by 30.5% from RMB321.5 million in the six months ended June

30, 2012 to RMB419.7 million in the six months ended June 30, 2013, due to increase in

revenue generated from our supply chain business and, to a lesser extent, our general

hospital services business. Our revenue from hospital management services business,

however, decreased in the six months ended June 30, 2013 compared to the same period in

2012 for the reasons stated below.

Our general hospital services business segment revenue increased by 13.8% from

RMB188.6 million in the six months ended June 30, 2012 to RMB214.7 million in the six

months ended June 30, 2013. The increase was primarily due to a 15.6% increase in total

patient visits compared to the six months ended June 30, 2012, and an increase in the

average spending per outpatient visit from RMB403 in the six months ended June 30, 2012

to RMB431 in the six months ended June 30, 2013. Outpatient visits at Jian Gong Hospital

increased from approximately 265,700 in the six months ended June 30, 2012 to 308,200 in

the six months ended June 30, 2013, and inpatient visits decreased from approximately 5,600

in the six months ended June 30, 2012 to 5,500 in the six months ended June 30, 2013. The

decrease in inpatient visits was mainly due to renovations of wards at Jian Gong Hospital.
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Our hospital management services business segment revenue decreased by 21.4% from

RMB12.6 million in the six months ended June 30, 2012 to RMB9.9 million in the six months

ended June 30, 2013, primarily due to a RMB4.5 million decrease of management fee from

Yan Hua Hospital Group, which was partially offset by a RMB1.4 million increase in

management fees from Mentougou Hospital. The management fee we are entitled to from

the Yan Hua Hospital Group decreased from RMB6.4 million in the six months ended June 30,

2012 to RMB1.9 million in the six months ended June 30, 2013 due to a decrease in the net

income before tax (“收支結餘”) and before payment of management fees of the Yan Hua

Hospital Group during the corresponding period. The decrease primarily resulted from an

increase in the staff cost of Yan Hua Hospital Group outpacing the revenue growth of Yan

Hua Hospital Group. The increase in staff cost was primarily due to (i) a material increase in

the base salary and bonus payments and (ii) an increase in the number of employees, which

is in line with the management’s strategy of further improving the service quality. As the

management fees we are entitled to should not exceed the Yan Yua Hospital Group’s net

income before tax (“收支結餘”) and repayment of investment, the management fees we are

entitled to from the Yan Hua Hospital Group decreased accordingly. For more details on how

to determine management fees from the Yan Hua Hospital Group, see “Business — Our

Hospital Network — Yan Hua Hospital Group — Yan Hua IOT Agreement”. The increase in the

management fee from Mentougou Hospital was primarily due to an increase in Mentougou

Hospitals net income (“收支結餘”). This was primarily due to an increase in patient visits and

average spending per patient visit.

Our supply chain business segment revenue increased by 41.7% from RMB175.2 million

in the six months ended June 30, 2012 to RMB248.3 million in the six months ended June 30,

2013. The increase was primarily driven by an increase in the volumes of pharmaceuticals,

medical devices and medical consumables we sold to in-network hospitals and clinics as we

further consolidate the procurement needs of these hospitals. It was also driven by the

expansion of sales to Mentougou Hospital, which we did not supply in early 2012.

Cost of sales and services

Our cost of sales and services increased by 34.8% from RMB246.5 million in the six

months ended June 30, 2012 to RMB332.3 million in the six months ended June 30, 2013,

primarily due to the following reasons:

Cost of sales and services for our general hospital services business increased by 16.9%

from RMB152.0 million in the six months ended June 30, 2012 to RMB177.7 million in the six

months ended June 30, 2013, mainly due to (i) increased costs for pharmaceuticals, medical

devices and medical consumables in line with the expanded operations at Jian Gong Hospital

and (ii) increase employee expenses and benefits.

Cost of sales and services for our hospital management services increased by 13.1% from

RMB6.1 million in the six months ended June 30, 2012 to RMB6.9 million in the six months

ended June 30, 2013, primarily because we made additional investments in Yan Hua Hospital

Group in November 2012 and in Mentougou Traditional Chinese Medicine Hospital in June

2012, which led to additional amortization charges. For more details, see “Critical

Accounting Policies — Intangible Assets”.

Cost of sales and services for our supply chain business increased by 40.1% from

RMB143.3 million in the six months ended June 30, 2012 to RMB200.7 million in the six

months ended June 30, 2013, mainly due to an increase in sales volume in line with the

growth of our supply chain business.
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Gross profit

As a result of the foregoing, our gross profit increased by 16.4% from RMB75.1 million
in the six months ended June 30, 2012 to RMB87.4 million in the six months ended June 30,
2013. Our gross margin decreased from 23.3% in the six months ended June 30, 2012 to
20.8% in the six months ended June 30, 2013, reflecting primarily the decrease in hospital
management services gross margin.

Our general hospital services gross profit increased from RMB36.6 million in the six
months ended June 30, 2012 to RMB36.9 million in the six months ended June 30, 2013. The
gross margin of general hospital services decreased from 19.4% in the six months ended June
30, 2012 to 17.2% in the six months ended June 30, 2013, mainly because sales of
pharmaceuticals, which generally have lower gross margins compared to that for healthcare
services, has increased as a percentage of our general hospital services revenue.

Our hospital management services gross profit decreased from RMB6.6 million in the six
months ended June 30, 2012 to RMB2.9 million in the six months ended June 30, 2013. The
gross margin of hospital management services decreased from 52.1% in the six months
ended June 30, 2012 to 29.6% in the six months ended June 30, 2013, primarily due to the
decreased management fees from the Yan Hua Hospital Group and relatively stable
amortization charges of our management rights which were recorded as intangible assets
that are subject to amortization. For more details, see “Description of Components of Results
of Operations — Gross Profit — Hospital Management Services”.

Our supply chain business gross profit increased from RMB31.9 million in the six months
ended June 30, 2012 to RMB47.6 million in the six months ended June 30, 2013. For more
details, see “— Description of Components of Results of Operations — Gross Profit — Supply
Chain Business”. The segment gross margin of supply chain business increased from 18.2% in
the six months ended June 30, 2012 to 19.2% in the six months ended June 30, 2013, mainly
due to economies of scale and greater negotiation power and our integration of
pharmaceuticals, medical devices and medical consumables and the Hong Hui supply
agreement.

Other income

Our other income increased significantly from RMB16.8 million in the six months ended
June 30, 2012 to RMB27.5 million in the six months ended June 30, 2013, primarily due to the
increase in fee income from RMB12.5 million to RMB23.0 million in the six months ended
June 30, 2013 from Hong Hui and other suppliers arranged by Hong Hui pursuant to the
Hong Hui supply agreement, which was due to the increase in purchase amounts of Jian
Gong Hospital, the Yan Hua Hospital Group and the Jing Mei Hospital Group. For more
details, see “— Description of Components of Results of Operations — Gross Profit — Supply
Chain Business”. Our interest and investment income rose by 5.3% from RMB3.8 million in
the six months ended June 30, 2012 to RMB4.0 million in the six months ended June 30, 2013,
primarily due to increased interest derived from receivables from IOT hospitals, partially set
off by a decrease in the interest from our short-term investments.

Other gains and losses

We generated other gain of RMB0.2 million in the six months ended June 30, 2012 from
disposal of property, plant and equipment while we incurred other losses of RMB0.5 million
in the six months ended June 30, 2013, primarily due to unrealized loss on foreign exchange,
which primarily reflected the depreciation, caused by negative exchange rate movement, of
the cash received from our [●] investors in connection with our Reorganization, which was
denominated in U.S. dollar.
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Selling and distribution expenses

Our selling and distribution expenses increased significantly from RMB2.2 million in the

six months ended June 30, 2012 to RMB4.7 million in the six months ended June 30, 2013,

primarily due to increased staff costs of our supply chain business segment as we increased

compensation and hired more staff, as well as increased logistic costs resulting from the

higher purchase volumes of our supply chain business.

Administrative expenses

Our administrative expenses increased by 47.7% from RMB17.0 million in the six months

ended June 30, 2012 to RMB25.1 million in the six months ended June 30, 2013, primarily due

to rental and establishment expenses of our Hong Kong office and increased employee

benefits and expenses, most of which are attributable to the general hospital services

segment.

Finance costs

Our finance costs increased by 3.6% from RMB11.1 million in the six months ended June

30, 2012 to RMB11.5 million in the six months ended June 30, 2013, primarily due to our

finance lease cost and interest expenses.

Income tax expense

Our income tax expense increased by 16.4% from RMB15.2 million for the six months

ended June 30, 2012 to RMB17.7 million in the six months ended June 30, 2013, primarily

because our profit before tax increased in the six months ended June 30, 2013. Our effective

income tax rate was 24.7% and 25.3%, respectively, for the six months ended June 30, 2012

and June 30, 2013.

Profit and total comprehensive income

As a result of the foregoing, our profit and total comprehensive income increased by

12.9% from RMB46.4 million in the six months ended June 30, 2012 to RMB52.4 million in the

six months ended June 30, 2013.

Years Ended December 31, 2012 and December 31, 2011

Revenue

Our revenue increased by 48.8% from RMB509.5 million in 2011 to RMB758.0 million in

2012, due to increases in revenue generated from each of our three segments, in particular,

from our supply chain business and, to a lesser extent, our general hospital services business

and hospital management services business.

Our general hospital services business segment revenue increased by 24.4% from

RMB324.0 million in 2011 to RMB403.1 million in 2012. The increase was primarily due to a

29.0% increase in total patient visits compared to 2011, and an increase in the average

spending per outpatient visit from RMB415 in 2011 to RMB417 in 2012. The increase in

patient visits was mainly due to expanded operations at Jian Gong Hospital. We completed
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substantially all of the upgrades and renovations of Jian Gong Hospital towards the end of

2011 and all departments became fully operational in 2012. Outpatient visits at Jian Gong

Hospital increased from approximately 462,600 in 2011 to 597,900 in 2012, and inpatient

visits increased from approximately 9,600 in 2011 to 11,500 in 2012.

Our hospital management services business segment revenue increased by 107.7% from

RMB19.4 million in 2011 to RMB40.3 million in 2012, primarily due to management fee of

RMB12.2 million we generated from Jing Mei Hospital Group in 2012, being the first year in

which management fees were generated from Jing Mei Hospital Group. We also generated

increased management fees from Yan Hua Hospital Group and Mentougou Hospital primarily

because these two IOT hospitals generated more revenue and net income before tax and

before payment of management fees in 2012.

Our supply chain business segment revenue increased by 63.0% from RMB264.4 million

in 2011 to RMB431.0 million in 2012. The increase was primarily driven by the expansion of

sales to more in-network hospitals and clinics and an increase in the volumes of the

pharmaceuticals, medical devices and medical consumables we sold to each in-network

hospital as these hospitals expanded their operations.

Cost of sales and services

Our cost of sales and services increased by 48.2% from RMB386.7 million in 2011 to

RMB573.2 million in 2012, primarily due to the following reasons:

Cost of sales and services for our general hospital services business increased from

RMB259.2 million in 2011 to RMB328.8 million in 2012, mainly due to increased costs for

pharmaceuticals, medical devices and medical consumables in line with the expanded

operations at Jian Gong Hospital.

Cost of sales and services for our hospital management services increased from RMB3.2

million in 2011 to RMB12.4 million in 2012, primarily because we started amortizing our

investment in Jing Mei Hospital Group in 2012. For more details, see “— Critical Accounting

Policies — Intangible Assets”.

Cost of sales and services for our supply chain business increased from RMB222.7 million

in 2011 to RMB348.4 million in 2012, mainly due to an increase in sales volume as we further

consolidated procurement needs of our in-network hospitals and clinics as well as the

expansion of their operations.

Gross profit

As a result of the foregoing, our gross profit increased by 50.6% from RMB122.7 million

in 2011 to RMB184.8 million in 2012. Our gross margin rose from 24.1% in 2011 to 24.4% in

2012, reflecting primarily the increase in our revenue from supply chain business and hospital

management services business and improved gross margin of our supply chain business.

Our general hospital services gross profit increased from RMB64.8 million in 2011 to

RMB74.3 million in 2012. The gross margin of general hospital services decreased slightly

from 20.0% in 2011 to 18.4% in 2012, mainly due to increased costs of medical devices and

medical consumables relating to Jian Gong Hospital.
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Our hospital management services gross profit increased from RMB16.2 million in 2011

to RMB27.9 million in 2012. The gross margin of hospital management services decreased

from 83.7% in 2011 to 69.3% in 2012, primarily due to the fact that we began amortizing our

investment in Jing Mei Hospital Group in 2012. For more details, see “— Description of

Components of Results of Operations — Gross Profit — Hospital Management Services”.

Our supply chain business gross profit increased from RMB41.7 million in 2011 to

RMB82.6 million in 2012. For more details, see “— Description of Components of Results of

Operations — Gross Profit — Supply Chain Business”. The segment gross margin of supply

chain business increased from 15.8% in 2011 to 19.2% in 2012, mainly due to further

consolidation of our purchases of pharmaceuticals, medical devices and medical consumables

and the implementation of the Hong Hui supply agreement.

Other income

Our other income increased significantly from RMB8.3 million in 2011 to RMB37.6

million in 2012, primarily due to fee income of RMB28.4 million from Hong Hui and other

suppliers arranged by Hong Hui pursuant to the Hong Hui supply agreement in 2012. For

more details, see “— Description of Components of Results of Operations — Gross Profit —

Supply Chain Business”. Our interest and investment income rose by 6.8% from RMB7.4

million in 2011 to RMB7.9 million in 2012 due to increased interest derived from receivables

from IOT hospitals, partially set off by a decrease in the interest from our short-term

investments.

Other gains and losses

We had other net losses of RMB0.01 million in 2011 compared to other net gains of

RMB0.2 million in 2012, due to net gains and losses from disposal of property, plant and

equipment.

Selling and distribution expenses

Our selling and distribution expenses increased by 88.2% from RMB3.4 million in 2011

to RMB6.4 million in 2012, primarily due to increased staff costs of our supply chain business

segment as we hired more staff and increased compensation to senior management as well

as, to a lesser extent, increased logistic costs.

Administrative expenses

Our administrative expenses increased by 48.5% from RMB29.3 million in 2011 to

RMB43.5 million in 2012, primarily due to the increased employee benefits and expenses,

most of which are attributable to the general hospital services segment, and to a lesser

extent, utilities and professional fees.

Finance costs

Our finance costs increased by 29.1% from RMB18.9 million in 2011 to RMB24.4 million

in 2012, primarily due to an increase in expense on borrowings to finance (i) the acquisition

of management rights of Jing Mei Hospital Group and (ii) our investments in Jing Mei

Hospital Group, Yan Hua Hospital Group and Mentougou Hospital under the relevant IOT

agreements.

FINANCIAL INFORMATION

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

219



Income tax expense

Our income tax expense increased by 80.7% from RMB20.2 million 2011 to RMB36.5

million in 2012, primarily because our profit before tax increased in 2012. Our effective

income tax rate was 25.7% and 24.8%, respectively, in 2011 and 2012.

Profit and total comprehensive income

As a result of the foregoing, our profit and total comprehensive income increased by

89.2% from RMB58.5 million in 2011 to RMB110.7 million in 2012.

Years Ended December 31, 2011 and December 31, 2010

Revenue

Our revenue increased by 29.3% from RMB394.1 million in 2010 to RMB509.5 million in

2011, due to increases in revenue generated from each of our three segments, in particular,

from our supply chain business and, to a lesser extent, our general hospital services business

and hospital management services business.

Our general hospital services business segment revenue increased by 12.3% from

RMB288.4 million in 2010 to RMB324.0 million in 2011. The increase in revenue was primarily

due to a 20.3% increase in outpatient visits compared to 2010, partially offset by the

decrease in the average spending per outpatient visit from RMB432 in 2010 to RMB415 in

2011. The increase in outpatient visits from approximately 384,600 in 2010 to 462,600 in 2011

was mainly due to expanded operations at Jian Gong Hospital. Inpatient visits also increased

from approximately 8,400 in 2010 to 9,600 in 2011.

Our hospital management services business segment revenue increased by 19.0% from

RMB16.3 million in 2010 to RMB19.4 million in 2011, primarily due to (i) an increase of

RMB1.6 million in management fee from Yan Hua Hospital Group and (ii) management fee

of RMB1.4 million from Mentougou Hospital, reflecting our first full year management of

such hospital.

Our supply chain business segment revenue increased by 75.0% from RMB151.1 million

in 2010 to RMB264.4 million in 2011. The increase was primarily driven by an increase in sales

of the pharmaceuticals, medical devices and medical consumables sold to Yan Hua Hospital

Group and Jian Gong Hospital as they expanded their operations, and to a lesser degree,

further consolidation of procurement needs of our other IOT hospitals.

Cost of sales and services

Our cost of sales and services increased by 28.4% from RMB301.2 million in 2010 to

RMB386.7 million in 2011, primarily due to an increase in costs for pharmaceuticals, medical

devices and medical consumables, as we continued to expand our operations and network of

hospitals and clinics.

Cost of sales and services for our general hospital services business increased from

RMB228.1 million in 2010 to RMB259.2 million in 2011, mainly due to increased costs for

pharmaceuticals, medical devices and medical consumables, and increased staff cost as we

increased compensation of our medical professionals and staff at Jian Gong Hospital, all of

which are a result of the expanded operations at Jian Gong Hospital.
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Cost of sales and services for our hospital management services increased from RMB1.5

million in 2010 to RMB3.2 million in 2011, representing the amortization of the investments

we made in our IOT hospitals. The increase was primarily because we started amortizing our

investment in Mentougou Hospital and our additional investment in Yan Hua Hospital Group

in 2011. For more details, see “— Critical Accounting Policies — Intangible Assets”.

Cost of sales and services for our supply chain business increased from RMB133.3 million

in 2010 to RMB222.7 million in 2011, mainly due to an increase in sale volume, as we further

consolidate procurement needs of our in-network hospitals and clinics and our in-network

hospitals and clinics expanded their operations.

Gross profit

As a result of the foregoing, our gross profit increased by 32.1% from RMB92.9 million

in 2010 to RMB122.7 million in 2011. Our gross margin rose from 23.6% in 2010 to 24.1% in

2011, primarily reflecting the higher gross margin of the supply chain business resulting from

greater volume discounts.

Our general hospital services gross profit increased from RMB60.2 million in 2010 to

RMB64.8 million in 2011. The gross margin of general hospital services decreased slightly

from 20.9% in 2010 to 20.0% in 2011, primarily due to increased staff costs and purchases of

pharmaceuticals, medical devices and medical consumables of Jian Gong Hospital.

Our hospital management services gross profit increased from RMB14.8 million in 2010

to RMB16.2 million in 2011. The gross margin of hospital management services decreased

from 90.7% in 2010 to 83.7% in 2011, primarily because we began amortizing our investment

in Mentougou Hospital and our additional investment in Yan Hua Hospital Group in 2011.

Our supply chain business gross profit increased from RMB17.9 million in 2010 to

RMB41.7 million in 2011. The segment gross margin of supply chain business increased from

11.8% in 2010 to 15.8% in 2011, primarily due to greater volume discounts we were able to

secure from our suppliers.

Other income

Our other income increased by 207.4% from RMB2.7 million in 2010 to RMB8.3 million

in 2011. The increase was mainly attributable to higher investment income from short-term

financial products and, to a lesser extent, increased interest derived from receivables from

IOT hospitals.

Other gains and losses

We incurred other net losses of RMB0.3 million and RMB0.01 million in 2010 and 2011,

respectively, mainly relating to disposal of property, plant and equipment.

Selling and distribution expenses

Our selling and distribution expenses increased significantly from RMB0.8 million in

2010 to RMB3.4 million in 2011, primarily due to increased staff costs of our supply chain

business segment and increased compensation to senior management.
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Administrative expenses

Our administrative expenses increased by 14.0% from RMB25.7 million in 2010 to

RMB29.3 million in 2011, mainly due to increased employee benefits and expenses, most of

which are attributable to the general hospital services segment as we increased the

compensation for our medical professionals and staff at Jian Gong hospital.

Finance costs

Our finance costs increased significantly from RMB3.0 million in 2010 to RMB18.9

million in 2011 due to an increase in interest expense on borrowings to finance the

investments in Jing Mei Hospital Group, Yan Hua Hospital Group and Mentougou Hospital

under the relevant IOT agreements.

Income tax expense

Our income tax expense increased by 26.3% from RMB16.0 million in 2010 to RMB20.2

million 2011, primarily because our profit before tax increased in 2012. Our effective tax rate

was 24.6% and 25.7%, respectively, in 2010 and 2011.

Profit and total comprehensive income

As a result of the foregoing, our profit and total comprehensive income increased by

19.4% from RMB49.0 million in 2010 to RMB58.5 million in 2011.

LIQUIDITY AND CAPITAL RESOURCES

Our primary uses of capital are to satisfy our working capital and capital expenditure,

including upgrade of our existing hospital infrastructure and facilities and investments in IOT

hospitals pursuant to the terms of relevant IOT agreements. We have historically financed

our working capital and capital expenditure through a combination of (i) cash generated

from operating activities, (ii) borrowings from trust companies and (iii) equity financings. In

general, we finance our working capital and procurement of medical equipment by cash

generated from operating activities, and finance the expansion of our hospital network,

including investments in IOT hospitals and capital expenditure on the infrastructure of

in-network hospitals, by borrowing from trust companies as well as equity financing.

• Cash generated from operating activities. We generated cash of RMB70.1 million,

RMB62.4 million, RMB166.4 million and RMB72.1 million in 2010, 2011, 2012 and in

the six months ended June 30, 2013. Our cash generated from operating activities

during the [●] was primarily affected by our changes in working capital and income

taxes paid. For more details, see “— Cash Flows — Operating Activities”.
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• Borrowings from trust companies. We had RMB200.0 million outstanding loans

from Jilin Province Trust Co., Ltd. (吉林省信託有限責任公司, or “Jilin Trust”) as of

December 31, 2010 and 2011, respectively, which were repaid in October 2012. We

then received a RMB300 million credit facility from CITIC Trust Co., Ltd. (中信信託有
限責任公司, or “CITIC Trust”). As of December 31, 2012 and June 30, 2013, we had

drawn down RMB200.0 million of this facility, which is secured by 53.51% of our

equity interest in Jian Gong Hospital. The remaining RMB100 million undrawn

credit facility, if fully drawn down, would have to be secured by additional 26.49%

equity interest in Jian Gong Hospital held by us. The effective interest rate on our

existing borrowings was 9.85%. For more details, see “— Indebtedness”. As advised

by our PRC legal adviser, a hospital’s medical buildings are not permitted to be used

as collateral for borrowings. Under current PRC laws, rules and regulations, this

restriction only applies to a hospital’s medical facilities, such as medical buildings,

not to the pledge of equity interest in hospitals. As such, our PRC legal adviser

confirms that the pledge of our 53.51% equity interest in Jian Gong Hospital, after

registration with Beijing SAIC, does not violate any PRC laws, rules or regulations.

• Equity financing. In May 2010, we received a capital injection of RMB123.9 million

from Beijing Phoenix’s shareholders, including three existing shareholders and two

new shareholders. For more details, see “History and Reorganization — Our History

— History of Beijing Phoenix”.

We expect these sources to continue to be our principal sources of capital. We also

actively manage our capital structure and financing resources and intend to expand our debt

financing resources, including obtaining short-term and long-term borrowings from sources

other than trust companies, as needed and as appropriate. On July 3, 2013, we borrowed

from Speed Key Limited, our Controlling Shareholder, in the amount of US$40.5 million

(approximately RMB250 million) at an interest rate of 12.0% per annum. For more details,

see “— Recent Developments”. Although we had no external financing plan as of the [●], the

borrowings we may incur will increase our indebtedness and interest expense. Our cost to

obtain credit is also subject to the lending environment in China. The PBOC raised its

benchmark one-year lending rate by an aggregate of 75 basis points to 6.56% in 2011 and

lowered it by 56 basis points to 6.00% in 2012. We may not be able to obtain credit at a

commercially reasonable cost in the event that we need to incur borrowings in the future. In

the future, if we need to make significant investments in our in-network hospitals or clinics,

or if we need significant capital to expand our hospital network either by acquisition or

under the IOT model, we may decide to incur additional short-term or long-term borrowings

or conduct equity fund raising, depending on our financial condition at the time.
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CASH FLOWS

The following table sets forth a summary of our cash flow information for the periods

indicated:

For the year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

(unaudited)

(in thousands of RMB)

Net cash generated from
operating activities . . . . . . . . 70,057 62,352 166,419 76,522 72,065

Net cash used in investing

activities . . . . . . . . . . . . . . . . . (328,099) (36,120) (102,200) (94,476) (58,076)

Net cash generated from (used

in) financing activities . . . . . . 298,011 230,081 (282,083) (251,719) 1,598

Net increase (decrease) in cash

and cash equivalents . . . . . . . 39,969 256,313 (217,864) (269,673) 15,587

Cash and cash equivalents at

beginning of the

year/period. . . . . . . . . . . . . . . 34,706 74,675 330,988 330,988 113,124

Effect of foreign exchange

rate changes . . . . . . . . . . . . . — — — — (465)

Net cash and cash equivalents

at end of the year/period . . . 74,675 330,988 113,124 61,315 128,246

Operating activities

In the six months ended June 30, 2013, we had operating cash inflows of RMB72.1

million, which was primarily attributable to a profit before tax of RMB70.2 million, adjusted

for finance costs of RMB11.5 million in relation to our interest expense on borrowings, and

other non-cash expenses including depreciation of property, plant and equipment of

RMB10.5 million, amortization of intangible assets of RMB6.9 million in relation to our

investments for management rights of IOT hospitals, amortization of lease prepayments of

RMB1.7 million for land use right of Jian Gong Hospital, partially offset by income tax paid

of RMB23.9 million, interest and investment income of RMB3.8 million and an adjustment for

the increase in working capital, which was primarily due to an increase in trade receivables

of RMB27.5 million resulting from our expanded operations, partially offset by a decrease in

amount due from related party.

In 2012, we had operating cash inflows of RMB166.4 million, which was primarily

attributable to a profit before tax of RMB147.3 million, adjusted for finance costs of RMB24.4

million in relation to our interest expense on borrowings, and other non-cash expenses

including depreciation of property, plant and equipment of RMB20.3 million, amortization

of intangible assets of RMB12.4 million in relation to our investments for management rights

of IOT hospitals, amortization of lease prepayments of RMB3.5 million for land use right of

Jian Gong Hospital, partially offset by income tax paid of RMB27.6 million, interest and

investment income of RMB7.3 million and an adjustment for the increase in working capital.

The increase in working capital was mainly attributable to an increase in trade receivables of

RMB59.2 million and an increase in inventories of RMB11.9 million, partially offset by an
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increase in trade payables of RMB32.1 million, a decrease in amounts due from related

parties of RMB18.2 million and an increase in other payables of RMB15.6 million. The

increase in trade receivables and payables is primarily due to our expanded operations across

our Group.

In 2011, we had operating cash inflows of RMB62.4 million, which was primarily

attributable to a profit before tax of RMB78.7 million, adjusted for finance costs of RMB18.9

million in relation to our interest expense on borrowings, and other non-cash expenses

including depreciation of property, plant and equipment of RMB14.7 million, partially offset

by income tax paid of RMB20.9 million, interest and investment income of RMB6.7 million

and an adjustment for the increase in working capital. The increase in working capital was

mainly attributable to an increase in amounts due from related parties of RMB34.8 million,

partially offset by an increase in trade payables of RMB12.5 million.

In 2010, we had operating cash inflows of RMB70.1 million, which was primarily

attributable to a profit before tax of RMB65.0 million, finance costs of RMB3.0 million in

relation to our interest expense on borrowings, adjusted for other non-cash expenses

including depreciation of property, plant and equipment of RMB16.1 million, and

amortization of intangible assets of RMB1.5 million in relation to our investments for

management rights of IOT hospitals, partially offset by income tax paid of RMB11.0 million,

interest and investment income of RMB1.3 million and an adjustment for the increase in

working capital. The increase in working capital was mainly attributable to an increase in

amounts due from related parties of RMB26.3 million, an increase in inventories of RMB11.4

million and an increase in trade receivables of RMB6.8 million, partially offset by an increase

in trade payables of RMB43.0 million.

Investing activities

In the six months ended June 30, 2013, we used RMB58.1 million in investing activities,

which was primarily attributable to (i) loans to Beijing Wantong of RMB92.0 million in

relation to our Reorganization and (ii) the purchase of property, plant and equipment of

RMB6.7 million, which was partially offset by the net proceeds from short-term investment

of RMB39.1 million. Beijing Wantong repaid the loan in full to us in September 2013. For

more details, see “History and Reorganization — Our History — History of Beijing Phoenix”.

In 2012, we used RMB102.2 million in investing activities, which was primarily

attributable to investments of RMB45.0 million in Yan Hua Hospital Group and Mentougou

Traditional Chinese Medicine Hospital pursuant to the relevant IOT agreements, net purchase

for short-term investment of RMB34.5 million and purchase of property, plant and

equipment of RMB28.1 million, partially offset by the repayment of investments from

hospital under our IOT agreement totaling RMB5.1 million.

In 2011, we used RMB36.1 million in investing activities, which was primarily

attributable to payment for management right under IOT agreement of RMB165.8 million,

IOT hospitals investments of RMB67.0 million and purchase of property, plant and equipment

of RMB34.3 million, partially offset by the net purchase from short-term investment of

RMB228.0 million.

In 2010, we used RMB328.1 million in investing activities, which was primarily

attributable to the net purchase for short-term investment of RMB239.0 million, IOT

hospitals investments of RMB65.0 million, and purchases of property, plant and equipment

of RMB17.2 million and payment for management rights under IOT agreements of RMB7.0

million.
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For more details, see “— Discussion of Certain Items from the Statement of Financial

Position — Short-term Investment”.

Financing activities

Net cash used in financing activities in the six months ended June 30, 2013 was RMB1.6

million, which was primarily due to purchase of Beijing Phoenix’s equity interest by Star

Target of RMB134.7 million, partially offset by capital injection of RMB150 million by Green

Talent as a part of our Reorganization.

Net cash used in financing activities in 2012 was RMB282.1 million, which was primarily

due to payment of RMB90.8 million for purchase of a non-controlling interest of 27.02% in

Jian Gong Hospital, the repurchase of Beijing Phoenix’s ordinary shares of RMB200.0 million,

the repayment of the borrowing of RMB200.5 million and interest paid of RMB23.9 million,

partially offset by the new borrowings of RMB233.6 million.

Net cash provided by financing activities in 2011 was RMB230.1 million, which was

primarily due to the capital injection by our Shareholders in the amount of RMB252.5 million

of which RMB200.0 million was raised in connection with a potential IOT agreement. This

was partially offset by interest payment of RMB18.9 million and repayment to a related party

of RMB3.6 million.

The capital injection by the shareholders of Beijing Phoenix and the subsequent

repurchase of ordinary shares stated above are in connection with a potential IOT

agreement. In December 2011, to obtain funding for a potential IOT hospital agreement in

Beijing, Beijing Phoenix issued 25.0 million new shares to four Independent Third Parties for

a total consideration of RMB200.0 million. In March 2012, Beijing Phoenix decided not to

pursue this particular IOT hospital arrangement, and repurchased all of the 25.0 million

shares held by these four Independent Third Parties at the original issuance price. For more

details, see “History and Reorganization”.

Net cash provided by financing activities in 2010 was RMB298.0 million, which was

primarily due to the borrowings from Jilin Province Trust Co., Ltd. (吉林省信託有限責任公司, or

“Jilin Trust”) of RMB200.0 million and the capital injection by the shareholders of Beijing

Phoenix of RMB123.9 million, prepayment for capital injection by Beijing Zhongjin and

Beijing Jinyuan Juntai Investment Co., Ltd. (北京金源君泰投資有限公司) of RMB7.5 million,

partially offset by prepayment of RMB31.0 million for future purchase of non-controlling

interest in Jian Gong Hospital of RMB31.0 million and interest paid of RMB2.4 million.

The borrowings with Jilin Trust were guaranteed by CITIC Trust. In 2012, the borrowings

with Jilin Trust was repaid and replaced with a two-year loan with CITIC Trust. For more

details, see “— Indebtedness”.
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DISCUSSION OF CERTAIN ITEMS FROM THE STATEMENT OF FINANCIAL POSITION

Lease prepayment for land use right

In May 2011, Beijing Construction Engineering Group contributed the land use right of

the premise where Jian Gong Hospital operates to our Group as a non-cash capital injection.

The value of the land use right was appraised and determined by an independent property

valuer. We record such land use right as lease prepayment, which is amortized over the

remaining lease term. The following table sets forth certain information of the lease

prepayments in relation to the land use right as of the dates indicated:

As of December 31, As of
June 30,

20132010 2011 2012

(in thousands of RMB)

Current portion included in
prepayments and other receivables . — 3,463 3,463 3,463

Non-current portion . . . . . . . . . . . . . . . — 164,781 161,318 159,587

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 168,244 164,781 163,050

Receivables from IOT hospitals

Our receivables from IOT hospitals were RMB25.1 million, RMB41.0 million, RMB55.1

million and RMB56.7 million as of December 31, 2010, 2011, 2012 and June 30, 2013,

respectively. These balances represent the present value of future cash flows of repayable

investments in connection with IOT agreements. These balances are measured at fair value

upon initial recognition and subsequently carried at amortised cost using the effective

interest method with effective interest rate at 11% for each reporting period. The following

table sets forth certain information of our receivables from IOT hospitals as of the dates

indicated:

As of December 31, As of
June 30,

20132010 2011 2012

(in thousands of RMB)

Non-current portion . . . . . . . . . . . . . . . 22,321 36,143 48,478 50,396

Current portion . . . . . . . . . . . . . . . . . . 2,826 4,812 6,620 6,353

Receivables from IOT hospitals . . . . . . 25,147 40,955 55,098 56,749
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Intangible assets

Our intangible assets in relation to our investments for management rights of IOT

hospitals are amortized on a straight-line basis over the relevant IOT contract period. We

record the amortization of our intangible assets in cost of sales and services in the combined

statement of profit or loss and other comprehensive income. The following table sets forth

certain information of our intangible assets as of the dates indicated:

As of December 31, As of
June 30,

20132010 2011 2012

(in thousands of RMB)

Cost
At beginning of the indicated

period . . . . . . . . . . . . . . . . . . . . . . . 72,000 112,583 163,045 343,138
Addition . . . . . . . . . . . . . . . . . . . . . . . 40,583 50,462 180,093 —

At the end of the indicated period . 112,583 163,045 343,138 343,138

Less: Accumulated amortization . . . . . 4,421 7,589 19,965 26,910
Net book value . . . . . . . . . . . . . . . . . . . 108,162 155,456 323,173 316,228

Inventories

We record our inventories at cost or net realizable value, whichever is lower. The

following table sets forth certain information of our inventories by categories as of the dates

indicated:

As of December 31, As of
June 30,

20132010 2011 2012

(in thousands of RMB)

Pharmaceuticals . . . . . . . . . . . . . . . . . . 19,606 19,884 30,936 24,577
Medical devices and medical

consumables. . . . . . . . . . . . . . . . . . . . 2,661 3,316 4,137 5,672

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22,267 23,200 35,073 30,249

The following table sets forth our inventory turnover days during the [●].

Year ended December 31,

Six months
ended

June 30,
20132010 2011 2012

Inventory turnover days1 . . . . . . . . . . . 20 21 19 18

1 The inventory turnover days is equal to average inventory (inventory at the beginning of the year/period plus

inventory at the end of the year/period divided by two) divided by cost of goods sold for the year/period and

multiplied by 365 for each of the three years ended December 31, 2010, 2011 and 2012, and by 182.5 for the

six months ended June 30, 2013.
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Trade-nature receivables

The trade-nature receivables (including trade receivables and trade-nature receivables

from a related party) primarily represent the trade-nature receivables from our in-network

hospitals and clinics for services rendered or goods delivered. We generally allow an average

credit period of 60 days for the general hospital services to the patients payable by public

medical insurance programs, 60 days to 120 days for the sale of pharmaceuticals, medical

devices and medical consumables to the IOT hospitals and clinics, and 90 days to 180 days for

the hospital management services to the IOT hospitals and clinics, after issuing the invoice.

In respect of revenue from general hospital services, patients treated by us at Jian Gong

Hospital that are covered by the three national health insurance programs are only

responsible for the co-payment amount when they are treated and the administration

government agencies make the balance of the payment to us directly. We settle the balances

with the administration agencies monthly. The following table sets forth the aging analysis

of our trade-nature receivables, net of allowance for doubtful debts, as of the dates

indicated:

As of December 31, As of
June 30,

20132010 2011 2012

(in thousands of RMB)

Unbilled or within 60 days . . . . . . . . . . 20,100 20,219 64,907 92,654

61-180 days . . . . . . . . . . . . . . . . . . . . . . — 3,626 18,103 17,864

Total trade receivables . . . . . . . . . . . . . 20,100 23,845 83,010 110,518

Amounts due from a related party

in trade nature . . . . . . . . . . . . . . . . . 40,253 75,066 56,831 36,005

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60,353 98,911 139,841 146,523

The following table sets forth our trade-nature receivables turnover days for the periods

indicated:

Year ended December 31,

Six months
ended

June 30,
20132010 2011 2012

Trade-nature receivables turnover
days1 . . . . . . . . . . . . . . . . . . . . . . . . . . 41 57 57 62

1 The trade receivables turnover days are equal to average trade receivables (trade receivables at the beginning

of the year/period plus trade receivables at the end of the year/period divided by two) divided by total

turnover for the year/period and multiplied by 365 for each of the three years ended December 31, 2010, 2011

and 2012, and by 182.5 for the six months ended June 30, 2013.

Trade-nature receivables from our largest trade customer, Yan Hua Hospital Group,

accounted for 66.7%, 75.9%, 40.6% and 24.6% of our total trade-nature receivables in 2010,

2011, 2012 and the six months ended June 30, 2013, respectively. These receivables are

primarily associated with management fees and sales of pharmaceuticals, medical devices

and medical consumables to IOT hospitals and clinics. Trade-nature receivables from our

largest customer in 2010, our largest three customers in 2011, our largest four customers in

2012 and the six months ended June 30, 2013, which include all of our IOT hospitals during

the corresponding period, accounted for 66.7%, 79.6%, 80.7% and 70.0% of our total

trade-nature receivables in 2010, 2011, 2012 and the six months ended June 30, 2013,
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respectively. Our other customers were individual patients. The trade-nature receivables

disclosed above were neither past due nor impaired, and based on past experience we did

not record impairment allowance for such receivables during those periods.

Short-term investments

During the [●], as part of our treasury management operations, we from time to time

purchased short-term wealth management products (“理財產品”) through reputable banks as

an alternative to bank deposits. As of December 31, 2010, 2011 and 2012 and June 30, 2013,

our Group’s short-term investments mainly represent investments in financial products

offered by banks for treasury management purposes. The short-term investments as of

December 31, 2010, 2011 and 2012 and June 30, 2013 matured in February 2011, March 2012,

January 2013 and July 2013, respectively.

Our maximum outstanding daily balances of these short-term investments were

RMB246.6 million, RMB246.6 million, RMB126.5 million and RMB85.5 million in 2010, 2011,

2012 and the six months ended June 30, 2013. These investments had expected annual return

ranging from 1.65% to 4.20% per annum. During the [●], we only invested in financial

products issued or sold by publicly listed banks and we did not encounter any default.

Substantially all of the financial products we purchased were quoted by these publicly listed

banks as low risk. We have investment policies in place to control our exposure and potential

risk in connection with our short-term investments. In particular, our investment policies

permit us to only invest in financial products issued or sold by publicly listed banks. We also

have certain internal procedural requirements for making these short-term investments. For

example, our financial personnel conducts regular risk and benefit analyses on these

financial products and prior approval from our Chief Financial Officer must be obtained prior

to making each investment. During the [●], we strictly adhered to these procedures.

Prepayments and other receivables

Our prepayments and other receivables consist of current portion of long-term

receivables from IOT hospitals, current portion of lease prepayment for land use right and

prepaid value-added tax. The following table sets forth a breakdown of our prepayments

and other receivables as of the dates indicated:

As of December 31, As of
June 30,

20132010 2011 2012

(in thousands of RMB)

Current portion of receivables from

IOT hospitals . . . . . . . . . . . . . . . . . . . . 2,826 4,812 6,620 6,353

Current portion of lease prepayments

for land use right . . . . . . . . . . . . . . . — 3,463 3,463 3,463

Prepaid value-added tax. . . . . . . . . . . . 2,487 3,495 4,955 5,636

Others . . . . . . . . . . . . . . . . . . . . . . . . . . 613 1,929 1,685 1,079

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,926 13,699 16,723 16,531
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Our current portion of receivables from IOT hospitals increased in 2010, 2011 and 2012,

primarily due to increased investments in our IOT hospitals. The current portion of

receivables from IOT hospitals as of June 30, 2013 decreased because we did not make

investments in IOT hospitals and clinics in the six months ended June 30, 2013.

Trade payables

Our trade payables primarily relate to the purchase of pharmaceuticals, medical devices

and medical consumables from our suppliers, which are non-interest bearing and generally

have a credit term of one to four months. The following table sets forth the aging analysis

of our trade payables as of the dates indicated:

As of December 31, As of
June 30,

20132010 2011 2012

(in thousands of RMB)

0 to 60 days. . . . . . . . . . . . . . . . . . 68,666 67,508 105,069 100,048

61 to 180 days . . . . . . . . . . . . . . . . 7,405 16,371 16,844 19,596

181 days to one year . . . . . . . . . . 933 2,832 278 2,500

One to two years . . . . . . . . . . . . . 634 3,420 60 —

Total . . . . . . . . . . . . . . . . . . . . . . . 77,638 90,131 122,251 122,144

The following table sets forth our trade payables turnover days during the [●].

Year ended December 31,

Six months
ended

June 30,
20132010 2011 2012

Trade payables turnover days1 . . . 68 79 68 67

1 The trade payables turnover days are equal to average trade payables (trade payables at the beginning of the

year/period plus trade payables at the end of the year/period divided by two) divided by cost of goods sold

for the year/period and multiplied by 365 for each of the three years ended December 31, 2010, 2011, 2012,

and by 182.5 for the six months ended June 30, 2013 .
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Other payables

Our other payables and accruals primarily consist of payables related to the acquisition

of property, plant and equipment, deposits from suppliers and other parties, advances from

patients treated at Jian Gong Hospital for hospitalization or surgeries, as well as accrued

staff expenses and other PRC tax payable. The following table sets forth certain information

of our other payables and accruals as of the dates indicated:

As of December 31, As of
June 30,

20132010 2011 2012

(in thousands of RMB)

Staff cost payables . . . . . . . . . . . . . . . . 10,326 13,146 18,837 15,053

Deposits from suppliers . . . . . . . . . . . . — — 12,350 14,650

Deposits for capital injection from

new investor in Beijing Phoenix . . . 7,500 — — —

Payable for acquisition of the

non-controlling interest in Jian

Gong Hospital . . . . . . . . . . . . . . . . . . — — 7,115 7,115

Other PRC tax payable . . . . . . . . . . . . . 2,822 2,419 3,412 3,611

Payable for purchase of property,

plant and equipment . . . . . . . . . . . . 6,885 1,696 2,279 2,332

Deposits from patients . . . . . . . . . . . . . 4,078 3,624 4,571 6,547

Interest payable . . . . . . . . . . . . . . . . . . 588 588 611 —

Retirement benefit obligations . . . . . . 1,539 2,136 1,895 1,878

Payable for acquisition of equity

interest in Beijing Phoenix . . . . . . . — — — 32,594

Others . . . . . . . . . . . . . . . . . . . . . . . . . . 3,842 4,901 2,703 3,762

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37,580 28,510 53,773 87,542

Our accrued staff cost represents primarily staff costs payable of Jian Gong Hospital. The

increase during the [●] was primarily as a result of increased employee benefits of Jian Gong

Hospital.

Our deposits from suppliers represent the deposit from one of our suppliers, Hong Hui,

to secure its performance under its supply agreement with us. For more details, see “Business

— Our Business Model — Supply Chain Business”.

We also recorded deposits for capital injection from new investors in the amount of

RMB7.5 million as of December 31, 2010, representing deposits from our new investor for

their proposed investment in us, which was returned to them upon our receiving the full

investment amount and the completion of the transaction in 2011.

Our payable for acquisition of the non-controlling interest represents the payable in

connection with our purchase of a non-controlling interest of 27.02% in Jian Gong Hospital.

Our interest payables remained stable during the [●].
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Obligation under finance leases

We commenced leasing certain medical equipment under finance lease in 2012. The

average lease term is six years. Interest rates underlying all obligations under finance leases

were fixed at respective contract dates ranging from 10.6% to 11.3% per annum.

Net current assets/liabilities

The following table sets forth the breakdown of our current assets and current liabilities

as of the dates indicated:

As of December 31, As of
June 30,

2013

As of
September 30,

20132010 2011 2012

(unaudited)

(in thousands of RMB)

Current assets
Short-term investment . . . . . 246,600 23,000 60,450 22,000 131,200
Bank balances and cash . . . . 74,675 330,988 113,124 128,246 89,696
Trade receivables . . . . . . . . . 20,100 23,845 83,010 110,518 84,490
Prepayments and other

receivables . . . . . . . . . . . . . 5,926 13,699 16,723 16,531 21,619
Amounts due from related

parties . . . . . . . . . . . . . . . . 40,253 75,066 56,831 228,005 37,541
Inventories. . . . . . . . . . . . . . . 22,267 23,200 35,073 30,249 35,640

Total . . . . . . . . . . . . . . . . . . . . 409,821 489,798 365,211 535,549 400,186

Current liabilities
Trade payables . . . . . . . . . . . 77,638 90,131 122,251 122,144 123,859
Other payables . . . . . . . . . . . 37,580 28,510 53,773 87,542 63,443
Amount due to related

parties . . . . . . . . . . . . . . . . 19,329 — — 333,193 256,268
Tax payables . . . . . . . . . . . . . 10,288 9,645 19,465 14,999 13,521
Obligations under finance

lease . . . . . . . . . . . . . . . . . . — — 1,077 1,529 —
Borrowings . . . . . . . . . . . . . . — 200,000 5,803 6,274 —

Total . . . . . . . . . . . . . . . . . . . . 144,835 328,286 202,369 565,681 457,091

Net current assets/

(liabilities) . . . . . . . . . . . . . 264,986 161,512 162,842 (30,132) (56,905)

Our net current liabilities increased from RMB30.1 million as of June 30, 2013 to

RMB56.9 million as of September 30, 2013 primarily due to a decrease in current assets, which

was partially offset by a decrease in our current liabilities. The decrease in our current assets

reflected primarily the settlement of our transactions with Beijing Wantong, Ms. Liu Xing,

Silvapower Investments and Vertex Fund as disclosed below. The decrease in our current

liabilities reflected (i) the full settlement of our transactions with Beijing Wantong and Ms.

Liu Xing and (ii) borrowings of US$40.5 million (approximately RMB250 million) from Speed

Key Limited, our Controlling Shareholder, on July 3, 2013. Our borrowings from Speed Key

Limited were classified as current liabilities because we need to repay it on the earlier of [●]

and the first anniversary of the borrowings. For more details on our borrowings from Speed

Key Limited, see “— Recent Developments”.
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We recorded net current liabilities of RMB30.1 million as of June 30, 2013 as compared

to net current assets of RMB162.8 million as of December 31, 2012, which was primarily due

to a significant increase in our current liabilities, reflecting primarily an increase of RMB333.2

million in amounts due to related parties, partially offset by an increase of RMB171.2 million

in amounts due from a related party. The amounts due to related parties of RMB333.2 million

as of June 30, 2013 represented amounts due to Beijing Wantong and Ms. Liu Xing in

connection with our purchase of their respective equity interest in Beijing Phoenix during

our Reorganization, which were fully settled in July 2013. Our amounts due from related

parties as of June 30, 2013 included (i) receivables of RMB100.0 million from our two

Shareholders, Silvapower Investments and Vertex Fund, in connection with their subscription

of our Shares during the Reorganization, which were fully settled in July 2013, (ii) amounts

due from Beijing Wantong in connection with our RMB92.0 million loan to Beijing Wantong,

which was fully repaid in September 2013, and (iii) RMB36.0 million due from Yan Hua

Hospital Group, including both amounts due in connection with our sales of pharmaceuticals,

medical devices and medical consumables to Yan Hua Hospital Group and unpaid

management fees. For more details on our Reorganization, see “History and Reorganization

— The Reorganization”. For more details on the related party transactions, see “— Related

Party Transactions”.

Our net current assets increased from RMB161.5 million as of December 31, 2011 to

RMB162.8 million as of December 31, 2012, which was primarily due to a significant decrease

in our current assets, including a decrease in cash and cash equivalents resulting from our

share repurchase payment of RMB200.0 million in 2012, primarily offset by a decrease in our

current liabilities in 2012 as the RMB200.0 million short-term borrowings were refinanced by

long-term borrowings.

Our net current assets decreased from RMB265.0 million as of December 31, 2010 to

RMB161.5 million as of December 31, 2011. This decrease was primarily due to an increase in

our short-term borrowings of RMB200.0 million due in 2011, primarily because this RMB200.0

million loan was due within one year and became current liabilities.

Related Party Transactions

During the [●], our related party transactions of our Group primarily consisted of

transactions with Yan Hua Hospital Group, Yan Hua Phoenix, Beijing Wantong and another

shareholder of Beijing Phoenix. We generated hospital management services segment

revenue and supply chain business revenue from the Yan Hua Hospital Group during the [●].

For more details, see “Business — Our Hospital Network — Yan Hua Hospital Group”. We

expect to continue transactions with Yan Hua Hospital Group.

Our transaction with Beijing Wantong was in relation to the RMB92.0 million in

connection with our Reorganization. Such loan was approved by Beijing Phoenix’s directors

and shareholders in order to consolidate shareholding and facilitate the Reorganization. We

are of the view that this transaction would not distort our results of operations since it was

repaid in full in September 2013.

Our Directors are of the opinion that the related party transactions during the [●], other

than the RMB92.0 million loan to Beijing Wantong, were conducted on an arm’s length basis.

Our Directors are also of the view that no related party transaction would distort our results

of operations. For more details on our loan to Beijing Wantong, see “History and

Reorganization — Our History — History of Beijing Phoenix”.
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Amounts Due from Related Parties

As of December 31, 2010, 2011 and 2012 and June 30, 2013, amounts due from a related

party, Yan Hua Hospital Group, were RMB40.3 million, RMB75.1 million, RMB56.8 million and

RMB36.0 million, respectively. The trade-nature balance represented primarily receivables

from Yan Hua Phoenix in connection with our sales of pharmaceuticals, medical devices and

medical consumables and unpaid management fees.

The amount due from Yan Hua Hospital Group disclosed above included amount that

are past due as of December 31, 2010, 2011 and 2012 and June 30, 2013 for which we have

not recognized an allowance for doubtful debt because there has not been a significant

change in credit quality and amounts were fully settled as of December 31, 2010, 2011 and

2012 and June 30, 2013. The following table sets forth an aged analysis of amounts due from

Yan Hua Hospital Group which are past due but not impaired as of the dates indicated:

As of December 31, As of
June 30,

20132010 2011 2012

(in thousands of RMB)

61 to 180 days . . . . . . . . . . . . . . . . . . . . 3,632 11,223 8,370 8,021

181 days to one year . . . . . . . . . . . . . . — 74 — 5,511

one to two years. . . . . . . . . . . . . . . . . . — 12,502 — —

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,632 23,799 8,370 13,532

As of June 30, 2013, our amounts due from related parties also included RMB92.0

million due from Beijing Wantong, in connection with our interest-free loans to Beijing

Wantong during the six months ended June 30, 2013. The balance was fully settled in

September 2013. We do not expect to engage similar transactions going forward.

Amounts Due to Related Parties

As of December 31, 2010, we had amounts due to related parties, Yan Hua Hospital

Group and Yan Hua Phoenix, of RMB19.3 million, primarily including RMB15.8 million as the

remaining consideration for the management rights of Yan Hua Hospital Group which was

settled in 2011.

As of June 30, 2013, we had amounts due to Beijing Wantong and Ms. Liu Xing of

RMB203.3 million and RMB129.9 million, respectively, in connection with our purchase of

their respective equity interest in Beijing Phoenix as part of our Reorganization. The balances

were fully settled in July 2013. For more details on our Reorganization, see “History and

Reorganization — The Reorganization”.

Guarantee

As of June 30, 2013, we guaranteed the obligations of Yan Hua Hospital Group under

a finance lease for a medical equipment in the amount of RMB21.2 million with China

Huarong Financial Leasing Co., Ltd. The guarantee expired when the finance lease

terminated in July 2013.
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CAPITAL EXPENDITURES

Our Group’s capital expenditures principally consisted of expenditures on property,

plant and equipment and investments in our in-network hospitals and clinics. The following

table sets forth our capital expenditures for the periods indicated:

Year ended December 31,
Six months ended

June 30,

2010 2011 2012 2012 2013

(unaudited)

(in thousands of RMB)

Capital expenditure in respect

of acquisition of property,

plant and equipment . . . . . . 17,157 34,347 28,115 14,793 6,664

Repayable investment

amounts to IOT hospitals

under IOT agreements1 . . . . 65,000 67,000 45,000 26,015 —

Purchases of management

right2 . . . . . . . . . . . . . . . . . . . 7,024 165,768 — — —

Total . . . . . . . . . . . . . . . . . . . . . . 89,181 267,115 73,115 40,808 6,664

1 Represent our investments in Mentougou Hospital and Mentougou Traditional Chinese Medicine Hospital and

a portion of our investments in Yan Hua Hospital Group.

2 Represent our investments in Jing Mei Hospital Group and a portion of our investments in Yan Hua Hospital

Group.
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Our Group expects to continue to make capital expenditures in 2013, primarily including

investments in Yan Hua Hospital Group pursuant to Yan Hua IOT Agreement and purchases

of equipment for Jian Gong Hospital. We expect our capital expenditure in 2014 and 2015 to

mainly include (i) investments to expand our hospital network, through both IOT agreements

and direct equity investments in other hospitals with a strategic focus in Beijing, (ii) capital

investments to upgrade our existing IOT hospitals and clinics infrastructure and facilities and

to improve our information technology system, (iii) capital investments to reconstruct certain

facilities of, and to purchase large medical equipment for, Jian Gong Hospital, and (iv)

investments to establish an advanced clinical testing and laboratory center at our Group

level. The table below sets forth our current capital expenditure plans for the periods

indicated:

Year ending December 31,

Description of Capital Expenditure2014 2015

(In millions of RMB)

Potential target
hospitals

150 150 Expanding hospital network through

both PPP and acquisition with a

strategic focus in Beijing. Although we

did not have any specific target for

acquisition or PPP opportunity as of the

[●], we engage in active discussions

with potential targets or partners from

time to time.

Existing IOT

hospitals

63 – Upgrading our existing IOT hospitals

and clinics infrastructure and facilities

and improving our information

technology system

Jian Gong Hospital 55 56 We plan to allocate 80% of the capital

expenditure to reconstruct certain

facilities of Jian Gong Hospital and 20%

to purchase medical equipment. We

expect to expand the capacity of Jian

Gong Hospital by approximately 100

hospital beds and purchase additional

advanced equipment. We intend to hire

approximately 30 additional nurses. For

more details on the reconstruction plan,

including permit requirements and

application status, see “Business — Our

Properties”.

Group level 80 – Establishing a premier clinical testing

and laboratory center at the Group

level
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CONTRACTUAL OBLIGATIONS

The following table sets forth our contractual obligations as of June 30, 2013:

Payment Due by Period

As of
June 30,

2013 Within 1 year

In more than
1 year but not

more than
3 years

(in thousands of RMB)

Operating lease obligations1 . . . . . . . . . . . . . . . . 5,479 2,020 3,459

Obligations under IOT agreements2 . . . . . . . . . . 73,0003 — 73,000

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 78,479 2,020 76,459

1 Represent our rentals payable for the office premises leased. These leases were negotiated for lease terms of

one to four years at fixed monthly rental.

2 Represent our outstanding investment commitment under the Yan Hua IOT Agreement.

3 Of which RMB10.0 million was paid in July 2013.

The following table sets forth our finance lease obligations as of June 30, 2013:

Payment Due by Period

As of
June 30,

2013
Within
1 year

In more
than 1 year

but not
more than

2 years

In more
than

2 years
but not

more than
5 years

In more
than

5 years

(in thousands of RMB)

Finance lease obligations1 . . . . 10,833 1,636 1,845 6,792 560

1 Represent our obligations under finance lease for certain medical equipment.

CONTINGENT LIABILITIES

Our Directors are of the view that we do not have any significant contingent liabilities

as of the [●].
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INDEBTEDNESS

Our indebtedness during the [●] principally consisted of borrowings from trust

companies. The following table sets forth our indebtedness as of the dates indicated:

As of December 31, As of
June 30,

20132010 2011 2012

(in thousands of RMB)

Repayable within one year . . . . . . . . . — 200,000 5,803 6,274
Repayable more than one year, but

not exceeding two years . . . . . . . . . . 200,000 — 206,173 206,604
Repayable more than two years, but

not exceeding five years . . . . . . . . . — — 19,770 18,887
Repayable more than five years . . . . . — — 1,328 —

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200,000 200,000 233,074 231,765

In 2010 and 2011, our borrowings with Jilin Trust were guaranteed by CITIC Trust, with

the guarantee fee ranging from 3.5% to 6.0% of the principal amount per annum. We repaid

such loan and replaced it with a new two-year loan from CITIC Trust in October 2012.

Pursuant to this loan agreement, we are entitled to borrow up to RMB300.0 million, of which

RMB200 million was drawn-down as of December 31, 2012 and June 30, 2013. The RMB200

million outstanding loan is secured by our 53.51% of equity interest in Jian Gong Hospital.

The remaining RMB100 million undrawn banking facilities, if fully drawn-down, would have

to be secured by additional 26.49% equity interest in Jian Gong Hospital held by us. Under

this loan agreement, prior consent from CITIC Trust is required in case there is a major share

transfer in Beijing Phoenix or assignment of material assets by Beijing Phoenix. In the event

that we are unable to repay the loans, CITIC Trust is entitled to enforce its security interests

including disposing our pledged equity interest in Jian Gong Hospital. This loan agreement

also contains customary restrictive covenants. For example, we are obligated to notify CITIC

Trust 30 days in advance and obtain its approval before we lease or divest significant assets,

conduct mergers and acquisitions, transfer our material assets or conduct any other

transactions that may potentially affect CITIC’s rights under this loan agreement. The

effective interest rate for our borrowings was 5.8%, 5.8%, 9.85% and 9.85% in 2010, 2011,

2012 and the six months ended June 30, 2013, respectively.

Our Directors confirm that we had no material defaults in payment of trade and

non-trade payables and bank borrowings and had not breached any finance covenants

during the [●].

For more details on the indebtedness incurred after June 30, 2013, see “— Recent

Developments”. As of September 30, 2013, we had (i) outstanding borrowing from CITIC

Trust of RMB200.0 million, which was secured by our 53.51% of equity interest in Jian Gong

Hospital, and (ii) amount due to Speed Key Limited, our Controlling Shareholders of US$41.7

million (equivalent to RMB256.3 million). Except as aforesaid and apart from intra-group

liabilities, we did not have, as of September 30, 2013, any other outstanding loan issued and

outstanding or agreed to be issued, bank overdrafts, loans or other similar indebtedness,

liabilities under acceptances or acceptance credits, debentures, mortgages, charges, hire

purchases commitments, guarantees or other material contingent liabilities.
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DIRECTORS’ OPINION ON THE SUFFICIENCY OF OUR WORKING CAPITAL

After due and careful enquiry and taking into account the financial resources available

to us and our subsidiaries, including internally generated funds, available banking facilities

and the estimated net proceeds from [●], our Directors are of the opinion that the working

capital available to our Group is sufficient for our present requirements for the next 12

months commencing from the date of this document.

We plan to use a portion of the net proceeds [●] to repay the entire outstanding loan

from our major shareholder, Speed Key Limited, in connection with the exchangeable notes

issued by Speed Key Limited to Noteholders. Assuming the [●] is not completed prior to the

maturity date of the exchangeable notes, our Directors are of the opinion that our internally

generated funds, together with available credit facilities, is sufficient for our working capital

for the next 12 months, including the repayment of the exchangeable notes upon the

maturity date. For more details on the exchangeable notes, see “History and Reorganization

— The Reorganization — Exchangeable Notes Issued to Silvapower Investments, Vertex Fund

and Green Talent”.

KEY FINANCIAL RATIOS

The following table sets forth our key financial ratios during the [●]:

Formulae
As of and for the Year ended

December 31,

As of and
for the six

months
ended

June 30,
20132010 2011 2012

Gearing
ratio. . . . .

total debt/total assets × 100% 30.1% 17.6% 23.4% 20.2%

Current

ratio . . . .

current assets/current liabilities 2.8 1.5 1.8 1.0

Quick ratio . (current assets — inventories)/

current liabilities

2.7 1.4 1.6 0.9

Return on

equity . . .

net profit/average shareholders’

equity × 100%

22.2% 10.6% 16.1% N/A

Return on

assets. . . .

net profit/average total assets ×

100%

10.8% 6.5% 10.3% N/A

Gearing Ratio

Gearing ratio represents total debt as a percentage of total assets. The total debt is

calculated as total borrowings and obligations under finance leases shown on our combined

balance sheet. Our gearing ratio was 30.1%, 17.6%, 23.4% and 20.2% as of December 31,

2010, 2011 and 2012 and June 30, 2013, respectively. The decrease in our gearing ratio from

30.1% as of December 31, 2010 to 17.6% as of December 31, 2011 was primarily due to the

significant increase in our total assets resulting primarily from (i) our increased investments

in IOT hospitals and clinics, reflected in the form of intangible assets and deposits paid for

management rights under IOT agreements, and (ii) lease prepayments for land use rights in

connection with the land use right of the premise where Jian Gong Hospital operates and

contributed by Beijing Construction Engineering Group, Jian Gong Hospital’s minority

shareholder. The increase in our gearing ratio from 17.6% as of December 31, 2011 to 23.4%
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as of December 31, 2012 was mainly due to the decrease of our total assets, resulting

primarily from decrease in our bank balances and cash as of December 31, 2012. The decrease

in our gearing ratio from 23.4% as of December 31, 2012 to 20.2% as of June 30, 2013 was

mainly due to the increase in our total assets, which was attributable to the increase in our

current assets resulting primarily from (i) increased prepayments and other receivables,

which represented primarily receivables from our two Shareholders in connection with their

subscription of our Shares during the Reorganization, and (ii) increased amounts due from

related parties, which represented primarily our RMB92.0 million loan to Beijing Wantong.

Current Ratio and Quick Ratio

Our current ratio, calculated by dividing current assets by current liabilities, was 2.8, 1.5,

1.8 and 1.0 as of December 31, 2010, 2011 and 2012 and June 30, 2013, respectively. Our quick

ratio, calculated by dividing current assets after subtraction of inventories by current

liabilities, was 2.7, 1.4, 1.6 and 0.9 as of December 31, 2010, 2011 and 2012 and June 30, 2013,

respectively. The decreases in our current ratio and quick ratio as of December 31, 2011 from

December 31, 2010 were primarily due to the increase of our current liabilities primarily as

a result of a RMB200.0 million long-term borrowing becoming due within one year and

accounted for current liabilities. The increases in our current ratio and quick ratio as of

December 31, 2012 from December 31, 2011 were mainly due to the decreases in our current

liabilities after we repaid our loan with Jilin Trust and replaced it with borrowings from CITIC

Trust in October 2012 that has a term of more than one year. See “— Indebtedness.” The

decreases in our current ratio and quick ratio as of June 30, 2013 from December 31, 2012

were mainly due to the increases in our current liabilities resulting from increased amounts

due to related parties as a result of the Reorganization, which outpaced the growth in our

current assets.

Return on Equity

Return on equity represents net profit as a percentage of the arithmetic mean of

opening and closing balances of total equity for relevant period. Our return on equity was

22.2%, 10.6% and 16.1% in 2010, 2011 and 2012, respectively. The decrease in our return on

equity in 2011 from 2010 was due to slower net profit growth compared with the growth of

shareholders’ equity during the same period. The increase of our return on equity in 2012

from 2011 was primarily due to our net profit growth during the period and a decrease in our

shareholders’ equity as a result of the share repurchase in 2012.

Return on Assets

Return on assets represents net profit as a percentage of the arithmetic mean of

opening and closing balances of total assets for relevant period. Our return on assets was

10.8%, 6.5% and 10.3% in 2010, 2011 and 2012, respectively. The decrease in our return on

assets in 2011 from 2010 was due to an increase in our total assets relating to our investments

in Jing Mei Hospital Group and lease prepayments for land use right in Jian Gong Hospital

in 2011. The increase of our return on assets in 2012 from 2011 was primarily due to our

significant net profit growth during the period and a decrease in our total assets as a result

of the share repurchase in 2012.

OFF-BALANCE SHEET ARRANGEMENTS

As of the [●], our Group had not entered into any off-balance sheet transactions.

FINANCIAL INFORMATION

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

241



QUANTITATIVE AND QUALITATIVE ANALYSIS ABOUT FINANCIAL RISK

We are exposed to various types of financial risks in the ordinary course of our business,

including market risk (consisting of interest rates and foreign exchange rates), credit risk and

liquidity risk. We did not use derivative financial instruments to hedge our risk exposures on

changes in foreign currency exchange rates and interest rates during the [●].

Interest Rate Risk

Our Group is exposed to fair value interest rate risk in relation to short-term

investments, fixed-rate borrowings and obligations under finance leases, and cash flow

interest risk in relation to variable-rate bank balance, which carry prevailing market interest

rates. Our Group currently does not have a specific policy to manage our interest rate risk

and have not entered into interest rate swaps to hedge its exposure, but will closely monitor

our interest rate risk exposure in the future. No sensitivity analysis on interest rate risk on

bank balance is presented as we consider the sensitivity on interest rate risk on bank balances

is insignificant.

Foreign Exchange Risk

Foreign exchange rate risk refers to the risk that movement in foreign currency

exchange rates will affect our financial results and cash flows. Our functional currency is RMB

in which most of our transactions are denominated. During the [●], we only undertook very

limited finance and operating transactions in foreign currencies. As a result, we do not

believe we are exposed to significant foreign exchange rate risk. We do not use any

derivative contracts to hedge against our expose to currency risk and manage this risk by

closely monitoring the movement of the foreign currency rates.

The following table sets forth our Group’s sensitivity to a 5% increase or decrease in the

RMB against the HK dollar and the US dollar. The sensitivity rate used when reporting foreign

currency risk internally to our key management personnel is 5%, which represents our

management’s assessment of the reasonably possible change in foreign exchange rates. The

sensitivity analysis includes only outstanding foreign currency denominated monetary items

and adjusts their translation to RMB at year or period end for a 5% change in foreign

currency rates. A positive number in the table below indicates an increase in post-tax profit

where RMB weakens 5% against the relevant currency. For a 5% strengthening of RMB

against the relevant currency, there would be an equal and opposite impact on the profit and

other equity, and the balances below would be negative.

HK dollar US dollar

As of December 31, As of
June 30,

2013

As of December 31, As at
June 30,

20132010 2011 2012 2010 2011 2012

(RMB in thousands)

Gain (loss) . . . . . . . . . . . — — — (39) — — — 556

Credit risk

Our maximum exposure to credit risk which will cause a financial loss to us due to failure

to discharge an obligation by the counterparties is represented by the carrying amounts of

the respective recognized financial assets as stated in our consolidated statements of

financial position.
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We are exposed to credit risk relating to our funds deposited with several banks in

China. However, the credit risk on cash and bank balances and restricted bank balances is

limited because the majority of the counterparties are state-owned banks.

We are also exposed to credit risk in respect of amounts due from a related party. Under

such circumstances, the management considers that our credit risk is insignificant.

In addition, we are exposed to credit risk in respect of trade-nature receivables due from

our customers some of which are related parties. See “— Discussion of Certain Items from the

Statement of Financial Position — Trade-nature Receivables”.

Limitations of Sensitivity Analysis

While we use sensitivity analysis to provide us with an estimation of market risk

exposures, we recognize that there are certain limitations in its use. Our sensitivity analysis

is an estimate based on a fixed point in the past. Nearly all of our assets and liabilities are

subject to market risk from fluctuating interest rates and foreign exchange rates. These

fluctuations cannot be foreseen and could occur very suddenly. The quantitative risk

measures provided by the sensitivity analysis are a snapshot, describing the potential losses

to investments under a particular set of assumptions and parameters, which, although

reasonably possible, may differ considerably from actual losses experienced in the future.

PROPERTY VALUATION

Jones Lang LaSalle Corporate Appraisal and Advisory Limited, an independent property

valuer, has valued the property interests of the Group, comprising our operations, as of

September 30, 2013. Texts of its letters, summary of valuation and valuation certificates

issued are included in Appendix III to this document.

DIVIDENDS AND DIVIDEND POLICY

The amount of dividends that we paid or declared during the [●] was nil.

The payment and the amount of any dividends will be at the discretion of our Directors

and will depend upon our future operations and earnings, capital requirements and surplus,

general financial condition, contractual restrictions and other factors that our Directors

deem relevant.

Future dividend payments will also depend upon the availability of dividends received

from our operating subsidiaries in the PRC. PRC laws require that dividends be paid only out

of the net profit calculated according to PRC accounting principles, which differ in many

aspects from generally accepted accounting principles in other jurisdictions, including IFRS.

PRC laws also require our subsidiaries in the PRC to set aside part of their net profit as

statutory reserves, which are not available for distribution as cash dividends. Distributions

from our operating subsidiaries may also be restricted if they incur debt or losses or in

accordance with any restrictive covenants in bank credit facilities, convertible bond

instrument or other agreements that we or our subsidiaries may enter into in the future.

DISTRIBUTABLE RESERVES

As of June 30, 2013, the Company had no distributable reserves available for

distribution to our Shareholders.
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RECONCILIATION OF APPRAISED PROPERTY VALUES WITH NET BOOK VALUES

Jones Lang LaSalle Corporate Appraisal and Advisory Limited, an independent property

valuer and consultant, has valued our property interests as of September 30, 2013. The full

text of the letter, valuation certificate with regard to such property interest is included in

Appendix III to this document.

The table below sets forth the reconciliation between the net book value of our

property interest as of June 30, 2013 and the valuation of such property interest as of

September 30, 2013 in millions of RMB:

Net book value of property interests as of June 30, 2013

Buildings and leasehold improvement in property, plant and

equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 58.4

Lease prepayments for land use right . . . . . . . . . . . . . . . . . . . . . . . . . 163.1

221.5

Movement for the three months ended September 30, 2013

Add: Net additions during the period (unaudited). . . . . . . . . . . . . . . 5.0

Less: Depreciation and amortization during the period

(unaudited) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2.9)

Net book value as of September 30, 2013 . . . . . . . . . . . . . . . . . . . . . . . 223.6

Less: Net book value of certain properties as of September 30,

2013 (unaudited)(1). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (24.3)

Net book value less certain properties as of September 30, 2013 . . . . 199.3

Attributable to the Company(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 159.4

Capital value of property interests as of September 30, 2013, as set

forth in the property valuation report in Appendix III to this

document(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 195.7

Valuation surplus . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36.3

(1) As of September 30, 2013, we had not yet obtained value titles or rights to use certain properties. The

aggregate net book value of such property interest was RMB24.3 million. Our property valuer has

valued such titles of no commercial value as they are not freely transferable.

(2) Calculated based on net book value less certain properties as of September 30, 2013 multiplied by

80.00%, being the percentage of our equity interest in Jian Gong Hospital, the subsidiary that holds all

our property interests.

(3) Capital value of property interests attributable to us as of September 30, 2013, as set forth in the

property valuation report in Appendix III to this document, was RMB195.7 million.
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NO MATERIAL ADVERSE CHANGE

Our Directors confirm that, up to the date of this document, there has been no material

adverse change in our financial or trading position since June 30, 2013 and there is no event

since June 30, 2013 which would materially affect the information shown in the Accountants’

Report set out in Appendix I to this document.

RECENT DEVELOPMENTS

The following also sets forth certain data of our unaudited consolidated statements of

profit or loss and other comprehensive income in the nine months ended September 30,

2013:

• our revenue increased by 17.1% from RMB520.1 million in the nine months ended

September 30, 2012 to RMB609.0 million in the nine months ended September 30,

2013, reflecting primarily increases in revenue generated by our supply chain and

general hospital services businesses; and

• our gross profit increased by 5.8% from RMB125.0 million in the nine months

ended September 30, 2012 to RMB132.2 million in the nine months ended

September 30, 2013.

We continue to be affected by the trends and key factors that affected our results of

operations in the six months ended June 30, 2013 including, in particular, our higher cost and

expenses relating to employees. For more details, see “— Factors Affecting Our Financial

Condition and Results of Operations — Cost and Expenses Relating to Employees”.

On July 3, 2013, we borrowed from Speed Key Limited, our Controlling Shareholder, in

the amount of US$40.5 million (approximately RMB250 million) at an interest rate of 12.0%

per annum. Pursuant to the terms of this loan, we used all the net proceeds to acquire equity

interest in Beijing Phoenix as part of our Reorganization. For more details, see “History and

Reorganization — The Reorganization”. We have incurred interest expenses of

approximately RMB7.5 million in the three months ended September 30, 2013 on this loan,

and will continue to incur interest expenses in the amount of approximately US$0.4 million

(equivalent to RMB2.5 million) per month on this loan until it is repaid.

We have extracted these data from our unaudited consolidated statements of profit or

loss and other comprehensive income, which were prepared on the same basis as our audited

combined financial statements. These unaudited consolidated statements of profit or loss

and other comprehensive income reflect all adjustments, consisting only of normal and

recurring adjustments, which we consider necessary for a fair statement of our results of

operations for the period presented. We cannot assure you that our financial results in the

nine months ended September 30, 2013 will be indicative of our financial results in the full

year ending December 31, 2013 or for future periods.

In September 2013, we approved a sub-division in our share capital, whereby each

ordinary share of nominal value HK$0.001 was sub-divided into four ordinary shares of

nominal value of HK$0.00025 each. For more details, see “Appendix V. Statutory and general

information — A. Further Information About Our Group — 2. Changes in Share Capital”.
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FUTURE PLANS

Our objective is to become the leading hospital group in Asia, offering patients high

quality and cost-effective healthcare services and facilitating the development of China’s

healthcare service industry. We intend to achieve this through our business strategies, details

of which are set out in “Business — Our Strategies” of this document.
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The following is the text of a report received from the Company’s reporting accountant, [●],

Certified Public Accountants, Hong Kong

[●]

[●]

[Draft]

The Directors

Phoenix Healthcare Group Co. Ltd

[●]

Dear Sirs,

We set out below our report on the financial information (the “Financial Information”)

relating to Phoenix Healthcare Group Co. Ltd (the “Company”) and its subsidiaries

(hereinafter collectively referred to as the “Group”) for each of the three years ended 31

December 2012 and the six months ended 30 June 2013 (the “[●]”) for inclusion in the

document of the Company dated 18 November 2013 (the “document”) in connection with

[●].

The Company was incorporated as an exempted company and registered in the Cayman

Islands with limited liability under the Companies Law of the Cayman Islands on 28 February

2013. Pursuant to a corporate reorganization, as more fully explained in the section headed

“History and Reorganization” to the document (the “Reorganization”), the Company

became the holding company of companies now comprising the Group on 2 July 2013.

During the [●] and as at the date of this report, the Company has interests in the

following subsidiaries:

Equity interest attributable to the Group

Name of subsidiaries

Place and
date of

incorporation/
establishment

Issued and
fully paid

share capital/
registered capital

at the date of
this report

31
December

2010

31
December

2011

31
December

2012

30
June
2013

Date of the
report Principal activities

% % % % %

Beijing Phoenix

United Hospital

Management

Consulting Co.,

Ltd.

(北京鳳凰聯合醫院管
理諮詢有限公司)

(“Beijing

Phoenix”) (notes i

and viii)

The People’s
Republic of China
(the “PRC”)
6 November 2007

RMB140,580,000 100.00 100.00 100.00 100.00 100.00 Investment holding
and hospital
management

Beijing Jian Gong
Hospital Co., Ltd.
(北京市健宮醫院有限
公司)
(“Jian Gong
Hospital”)
(notes ii and viii)

The PRC
12 May 2003

RMB420,552,600 72.80 52.98 80.00 80.00 80.00 General hospital
services
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Equity interest attributable to the Group

Name of subsidiaries

Place and
date of

incorporation/
establishment

Issued and
fully paid

share capital/
registered capital

at the date of
this report

31
December

2010

31
December

2011

31
December

2012

30
June
2013

Date of the
report Principal activities

% % % % %

Beijing Wanrong Yi

kang Medical

Pharmaceutical

Co., Ltd.

(北京萬榮億康醫藥有
限公司)

(“Beijing

Wanrong”)

(notes iii and viii)

The PRC
20 March 2000

RMB3,000,000 100.00 100.00 100.00 100.00 100.00 Supply chain
business

Beijing Phoenix Jiayi
Medical Devices
Co., Ltd.
(北京鳳凰佳益醫療器
械有限公司)
(“Beijing Jiayi”)
(notes iv and viii)

The PRC
9 December 2004

RMB4,000,000 100.00 100.00 100.00 100.00 100.00 Supply chain
business

Beijing Phoenix
Easylife Healthcare
Consulting Co.,
Ltd. (北京鳳凰益生
醫學技術諮詢有限公
司) (“Beijing
Easylife”)
(notes v and viii)

The PRC
18 January 2008

RMB1,000,000 100.00 100.00 100.00 100.00 100.00 General hospital
services

Beijing Phoenix
Easylife
Technology and
Trade Co., Ltd.
(北京鳳凰益生科貿有
限公司)
(“Easylife
Technology and
Trade”)
(notes v and viii)

The PRC
28 April 2011

RMB500,000 N/A 100.00 100.00 100.00 100.00 Inactive

Unison Champ
Limited
(“Unison Champ”)

The British
Virgin Islands
(the “BVI”)
7 January 2013

USD1 N/A N/A N/A 100.00 100.00 Investment holding

Pin yu Limited (“Pin
yu”)

The BVI
3 January 2013

USD1 N/A N/A N/A N/A 100.00 Investment holding

Phoenix Healthcare
International
Investment Limited
(“Phoenix
International”)
(note vi)

Hong Kong
28 August 2012

HKD1 N/A N/A N/A 100.00 100.00 Investment holding

Star Target
Investments
Limited (“Star
Target”)

Hong Kong
3 January 2013

HKD1 N/A N/A N/A N/A 100.00 Investment holding

Notes:

(i) Beijing Phoenix was incorporated in the PRC as a joint-stock company by Beijing Phoenix Wantong Investment

Management Co., Ltd (北京鳳凰萬同投資管理有限公司) (“Beijing Wantong”) and Beijing Weike Lai’en Art Design

Co., Ltd. (北京維可萊恩藝術設計有限公司) (“Beijing Weike”) on 6 November 2007. On 8 March 2013, Beijing

Phoenix was converted to a limited liability company. Upon the completion of the Reorganization, Beijing

Phoenix becomes a wholly-foreign invested enterprise.
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(ii) Jian Gong Hospital was established by Beijing Construction Engineering Group Co., Ltd. (北京建工集團有限責任
公司, the “Beijing Construction Engineering Group”), formerly known as Beijing Construction Worker Hospital
(北京市建築工人醫院), an independent third party entity, as a not-for-profit public hospital and was reformed
into a limited liability company on 12 May 2003. Beijing Phoenix acquired 66% equity interests in Jian Gong
Hospital on 6 December 2007.

On 5 January 2009, an additional capital contribution of RMB20 million was injected by Beijing Phoenix. As
a result, Beijing Construction Engineering Group and Beijing Phoenix owned 27.20% and 72.80% equity
interest in Jian Gong Hospital after such capital increase from RMB80 million to RMB100 million, respectively.

On 18 May 2011, Beijing Phoenix and Beijing Construction Engineering Group contributed RMB150 million
and RMB170.6 million into Jian Gong Hospital in the form of cash and land use right, respectively. Beijing
Construction Engineering Group and Beijing Phoenix owned 47.02% and 52.98% equity interest in Jian Gong
Hospital after such capital increase from RMB100 million to RMB420.6 million, respectively.

Pursuant to an equity transfer agreement dated 27 June 2012, Beijing Phoenix further acquired 27.02% equity
interest in Jian Gong Hospital from Beijing Construction Engineering Group at a consideration of RMB128.9
million. Beijing Construction Engineering Group and Beijing Phoenix owned 20% and 80% equity interest in
Jian Gong Hospital after such equity transfer.

On 18 April 2013, Beijing Phoenix entered into an equity transfer agreement with Beijing Wantong, pursuant
to which Beijing Phoenix transferred 10% of its legal ownership in the equity interest in Jian Gong Hospital
to Beijing Wantong, while the relevant rights and beneficial interests are retained by the Group. Accordingly,
Beijing Wantong, Beijing Construction Engineering Group and Beijing Phoenix have the legal ownership of
10%, 20% and 70% in Jian Gong Hospital, respectively whereas the 10% equity interest held by Beijing
Wantong is also attributable to the Group based on the terms of the aforesaid equity transfer agreement. In
August 2013, the 10% equity interest was transferred back to Beijing Phoenix (see section C to the Financial
Information).

(iii) Beijing Wanrong was incorporated as a limited liability company under PRC laws on 20 March 2000 by
independent third-party entities. Beijing Phoenix acquired 100% equity interests in Beijing Wanrong at a
consideration of RMB3 million on 7 April 2008.

(iv) Beijing Jiayi was incorporated as a limited liability company under PRC laws on 9 December 2004 by two
independent individuals. Pursuant to a series of equity transfer agreements in 2005 and 2007, Beijing Phoenix
finally acquired 100% equity interests in Beijing Jiayi.

(v) Beijing Easylife and Easylife Technology and Trade were incorporated as limited liability companies on 18
January 2008 and 28 April 2011 respectively. They are both wholly-owned subsidiaries of Beijing Phoenix
during the [●].

(vi) On 28 August 2012, Phoenix International was incorporated in Hong Kong as a limited liability company by
an independent third-party entity. Unison Champ acquired 100% equity interests in Phoenix International on
22 March 2013.

(vii) Except for Unison Champ which is directly held by the Company, all other subsidiaries are indirectly held by
the Company.

(viii) The English name is for identification only. The official names of the companies are in Chinese.

The financial year end date of all the companies now comprising the Group is 31

December.

No statutory financial statements have been prepared for the Company as well as

Unison Champ and Pinyu incorporated in the Cayman Islands and the BVI, respectively, since

their respective dates of incorporation, as there is no statutory requirement for these

companies to issue audited financial statements in their respective places of incorporation.

No statutory financial statements have been prepared for Star Target and Phoenix

International since their respective dates of incorporation, as their first statutory financial

statements are not yet due to be issued. No audited financial statements have been prepared

for Beijing Wanrong, Beijing Jiayi and Beijing Easylife for the financial years ended 31

December 2011 and 2012, as there is no statutory audit requirement for PRC domestic limited

liability company. No statutory financial statements have been prepared for Easylife

Technology and Trade, as it was inactive during the [●] and there is no statutory requirement

for inactive company to issue audited financial statements in the PRC.
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The statutory financial statements of the Company’s subsidiaries established in the PRC

were prepared in accordance with the relevant accounting principles and financial

regulations in the PRC. They were audited by the following certified public accountants

registered in the PRC.

For the purpose of this report, the directors of the relevant companies have prepared

the consolidated financial statements of Beijing Phoenix for the [●] in accordance with the

accounting policies which conform to International Financial Reporting Standards (“IFRSs”)

(the “Beijing Phoenix IFRS Financial Statements”) and the management accounts of the

Company, Unison Champ, Pinyu, Phoenix International and Star Target for the period from

their respective date of incorporation or acquisition to 30 June 2013 in accordance with

accounting policies which conform to IFRSs (the “IFRS Management Accounts”). We have

carried out an audit on the Beijing Phoenix IFRS Financial Statements in accordance with

Hong Kong Standards on Auditing issued by the Hong Kong Institute of Certified Public

Accountants (the “HKICPA”) and carried out such procedures as we considered necessary on

the IFRS Management Accounts for inclusion of the financial information in this document.

We have examined the Beijing Phoenix IFRS Financial Statements and the IFRS

Management Accounts (collectively referred to as the “Underlying Financial Statements”) in

accordance with [●].

The Financial Information of the Group for the [●] as set out in this report has been

prepared from the Underlying Financial Statements on the basis of presentation set out in

Note 2 to the Financial Information, after making adjustments as we considered necessary in

preparation of this report for inclusion in the document.

The preparation of the Underlying Financial Statements are the responsibility of the

directors of the relevant companies. The directors of the Company (“Directors”) are

responsible for the contents of the document in which this report is included. It is our

responsibilities to compile the Financial Information set out in this report from the

Underlying Financial Statements, to form an independent opinion on the Financial

Information and to report our opinion to you.

In our opinion, on the basis of presentation set out in Note 2 to the Financial

Information, the Financial Information gives, for the purpose of this report, a true and fair

view of the combined state of affairs of the Group as at 31 December 2010, 2011 and 2012

and 30 June 2013 and of the Company as at 30 June 2013 and of the combined results and

combined cash flows of the Group for the [●].

The comparative combined statement of profit or loss and other comprehensive income,

statement of cash flows and statement of changes in equity of the Group for the six months

ended 30 June 2012 together with the notes thereon have been extracted from the Group’s

unaudited combined financial information for the same period (the “30 June 2012 Financial

Information”) which was prepared by the Directors solely for the purpose of this report. We

have reviewed the 30 June 2012 Financial Information in accordance with Hong Kong

Standard on Review Engagements 2410 “Review of Interim Financial Information Performed

by the Independent Auditor of the Entity” issued by the HKICPA. Our review of the 30 June

2012 Financial Information consists of making enquiries, primarily of persons responsible for

the financial and accounting matters, and applying analytical and other review procedures.

A review is substantially less in scope than an audit conducted in accordance with Hong Kong

Standards on Auditing and consequently does not enable us to obtain assurance that we
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would become aware of all significant matters that might be identified in an audit.

Accordingly we do not express an audit opinion on the 30 June 2012 Financial Information.

Based on our review, nothing has come to our attention that causes us to believe that the 30

June 2012 Financial Information is not prepared, in all material respects, in accordance with

the accounting policies consistent with those used in the preparation of the Financial

Information which conform with IFRSs.

A. FINANCIAL INFORMATION

COMBINED STATEMENTS OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

THE GROUP

For the year ended 31 December
For the six months

ended 30 June

Notes 2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

RMB’000

Revenue. . . . . . . . . . . . . . . . . 6 394,085 509,478 758,032 321,545 419,692

Cost of sales and services . . . (301,164) (386,729) (573,228) (246,474) (332,268)

Gross profit . . . . . . . . . . . . . . 92,921 122,749 184,804 75,071 87,424

Other income . . . . . . . . . . . . 9 2,735 8,286 37,584 16,811 27,545

Other gains and losses . . . . . 10 (307) (13) 236 236 (452)

Selling and distribution

expenses. . . . . . . . . . . . . . . (834) (3,426) (6,412) (2,157) (4,747)

Administrative expenses. . . . (25,663) (29,326) (43,500) (17,004) (25,107)

Finance costs . . . . . . . . . . . . . 11 (2,997) (18,858) (24,379) (11,131) (11,531)

Other expenses . . . . . . . . . . . (823) (694) (1,055) (247) (2,971)

Profit before tax . . . . . . . . . . 65,032 78,718 147,278 61,579 70,161

Income tax expense . . . . . . . 12 (16,023) (20,217) (36,544) (15,215) (17,745)

Profit and total

comprehensive income for

the year/period . . . . . . . . . 13 49,009 58,501 110,734 46,364 52,416

Profit and total

comprehensive income for

the year/period

attributable to:

Equity holders of the

Company . . . . . . . . . . . . . . 42,812 48,130 101,088 38,827 50,354

Non-controlling interests . . . 6,197 10,371 9,646 7,537 2,062

49,009 58,501 110,734 46,364 52,416
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COMBINED STATEMENTS OF FINANCIAL POSITIONS

THE GROUP
THE

COMPANY

As at 31 December
As at

30 June
As at

30 June

Notes 2010 2011 2012 2013 2013

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Non-current assets
Property, plant and

equipment . . . . . . . . . . . . . 17 91,527 94,283 121,522 119,841 —
Intangible assets . . . . . . . . . . 18 108,162 155,456 323,173 316,228 —
Receivables from invest-

operate-transfer (“IOT”)
hospitals. . . . . . . . . . . . . . . 19 22,321 36,143 48,478 50,396 —

Deposits for acquisition of
non-controlling interests . 31,000 31,000 — — —

Deposits for acquisition of
property, plant and
equipment . . . . . . . . . . . . . 1,249 12,930 — — —

Deposits paid for operating
rights under IOT
agreements . . . . . . . . . . . . — 150,000 — — —

Lease prepayments for land
use right. . . . . . . . . . . . . . . 20 — 164,781 161,318 159,587 —

Deferred tax assets . . . . . . . . 21 230 287 1,158 2,799 —
Investment in a subsidiary . . 22 — — — — —

254,489 644,880 655,649 648,851 —

Current assets
Inventories . . . . . . . . . . . . . . 23 22,267 23,200 35,073 30,249 —
Trade receivables . . . . . . . . . 24 20,100 23,845 83,010 110,518 —
Prepayments and other

receivables . . . . . . . . . . . . . 25 5,926 13,699 16,723 16,531 —
Amounts due from related

parties . . . . . . . . . . . . . . . . 39 40,253 75,066 56,831 228,005 100,000
Short-term investments . . . . 26 246,600 23,000 60,450 22,000 —
Bank balances and cash . . . . 27 74,675 330,988 113,124 128,246 —

409,821 489,798 365,211 535,549 100,000

Current liabilities
Trade payables . . . . . . . . . . . 28 77,638 90,131 122,251 122,144 —
Other payables . . . . . . . . . . . 29 37,580 28,510 53,773 87,542 —
Amounts due to related

parties . . . . . . . . . . . . . . . . 39 19,329 — — 333,193 —
Amount due to a fellow

subsidiary . . . . . . . . . . . . . . 39 — — — — 1,834
Tax payables . . . . . . . . . . . . . 10,288 9,645 19,465 14,999 —
Obligations under finance

leases . . . . . . . . . . . . . . . . . 30 — — 1,077 1,529 —
Borrowings . . . . . . . . . . . . . . 31 — 200,000 5,803 6,274 —

144,835 328,286 202,369 565,681 1,834
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THE GROUP
THE

COMPANY

As at 31 December
As at

30 June
As at

30 June

Notes 2010 2011 2012 2013 2013

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Net current assets
(liabilities). . . . . . . . . . . . . . 264,986 161,512 162,842 (30,132) 98,166

Total assets less current
liabilities . . . . . . . . . . . . . . 519,475 806,392 818,491 618,719 98,166

Non-current liabilities
Borrowings . . . . . . . . . . . . . . 31 200,000 — 227,271 225,491 —
Obligations under finance

leases . . . . . . . . . . . . . . . . . 30 — — 4,904 6,265 —
Retirement benefit

obligations . . . . . . . . . . . . . 32 12,589 10,453 8,558 7,273 —

212,589 10,453 240,733 239,029 —

Net assets . . . . . . . . . . . . . . . 306,886 795,939 577,758 379,690 98,166

Capital and reserves
Capital . . . . . . . . . . . . . . . . . . 34 130,580 165,580 140,580 109 109
Share premium . . . . . . . . . . . 35 — — — 99,891 99,891
Reserves. . . . . . . . . . . . . . . . . 35 152,681 426,199 344,676 185,126 (1,834)

Equity attributable to
equity holders of the
Company . . . . . . . . . . . . . . 283,261 591,779 485,256 285,126 98,166

Non-controlling interests . . . 23,625 204,160 92,502 94,564 —

Total equity . . . . . . . . . . . . . . 306,886 795,939 577,758 379,690 98,166
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COMBINED STATEMENTS OF CHANGES IN EQUITY

Attributable to equity holders of the Company

Capital
Share

premium
Capital
reserve

Statutory
surplus
reserve

Retained
earnings Subtotal

Attributable
to non-

controlling
interests Total

RMB’000 RMB’000 RMB’000 RMB’000
(note viii)

RMB’000 RMB’000 RMB’000 RMB’000

Balance at 1 January 2010 (note i) . . . 99,600 — 10,464 — 6,465 116,529 17,428 133,957

Profit and total comprehensive income

for the year . . . . . . . . . . . . . — — — — 42,812 42,812 6,197 49,009

Capital injection by equity holders

(note ii) . . . . . . . . . . . . . . . 30,980 — 92,940 — — 123,920 — 123,920

Appropriations . . . . . . . . . . . . . — — — 813 (813) — — —

Balance at 31 December 2010 . . . . . . 130,580 — 103,404 813 48,464 283,261 23,625 306,886

Profit and total comprehensive income

for the year . . . . . . . . . . . . . — — — — 48,130 48,130 10,371 58,501

Capital injection by equity holders

(note iii) . . . . . . . . . . . . . . . 35,000 — 225,000 — — 260,000 — 260,000

Deemed disposal of partial interest in a

subsidiary upon contributions from

the non-controlling shareholder

(note iv) . . . . . . . . . . . . . . . — — 388 — — 388 170,164 170,552

Appropriations . . . . . . . . . . . . . — — — 1,537 (1,537) — — —

Balance at 31 December 2011 . . . . . . 165,580 — 328,792 2,350 95,057 591,779 204,160 795,939

Profit and total comprehensive income

for the year . . . . . . . . . . . . . — — — — 101,088 101,088 9,646 110,734

Shares repurchase

(note v) . . . . . . . . . . . . . . . (25,000) — (175,000) — — (200,000) — (200,000)

Acquisition of non-controlling interests

(note vi) . . . . . . . . . . . . . . . — — (128,915) — 121,304 (7,611) (121,304) (128,915)

Appropriations . . . . . . . . . . . . . — — — 3,437 (3,437) — — —

Balance at 31 December 2012 . . . . . . 140,580 — 24,877 5,787 314,012 485,256 92,502 577,758

Profit and total comprehensive income

for the period . . . . . . . . . . . . — — — — 50,354 50,354 2,062 52,416

Issue of shares by the Company . . . . 109 99,891 — — — 100,000 — 100,000

Adjustments arising from the

Reorganization (note vii) . . . . . . . (140,580) – (209,904) — — (350,484) — (350,484)

Balance at 30 June 2013 . . . . . . . . 109 99,891 (185,027) 5,787 364,366 285,126 94,564 379,690

Attributable to equity holders of the Company

Capital
Share

premium
Capital
reserve

Statutory
surplus
reserve

Retained
earnings Subtotal

Attributable
to non-

controlling
interests Total

RMB’000 RMB’000 RMB’000 RMB’000
(note viii)

RMB’000 RMB’000 RMB’000 RMB’000

For the six months ended 30 June 2012

(Unaudited)

Balance at 31 December 2011 . . . . . . 165,580 — 328,792 2,350 95,057 591,779 204,160 795,939

Profit and total comprehensive income

for the period . . . . . . . . . . . . — — — — 38,827 38,827 7,537 46,364

Shares repurchase (note v) . . . . . . . (25,000) — (175,000) — — (200,000) — (200,000)

Acquisition of non-controlling interests

(note vi) . . . . . . . . . . . . . . . — — (128,915) — 121,304 (7,611) (121,304) (128,915)

Balance at 30 June 2012 . . . . . . . . 140,580 — 24,877 2,350 255,188 422,995 90,393 513,388
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Notes:

(i) The balance of capital reserve as at 1 January 2010 represented the aggregated capital reserves arising from

the previous capital injection to Beijing Phoenix by its then shareholders.

(ii) On 12 May 2010, Beijing Phoenix’s registered capital was increased to RMB130.6 million by issuance of a total

of 30.98 million new shares to three then shareholders and two new independent shareholders at a total

consideration of about RMB123.9 million.

(iii) On 12 May 2011, Beijing Phoenix’s registered capital was increased to RMB140.6 million by issuance of a total

of 10 million new shares to two new independent third parties shareholders at a total consideration of RMB60

million , and on 8 December 2011, Beijing Phoenix’s registered capital was increased to RMB165.6 million by

issuance of a total of 25 million new shares to another four new independent parties at a total consideration

of RMB200 million.

(iv) Beijing Construction Engineering Group, the non-controlling shareholder, has made additional capital

contribution, to Jian Gong Hospital in the form of land use right (See Note 20). The difference of RMB388,000

between the fair value of the land use right and the share of net assets in relation to the partial disposal of

interest in subsidiary to the non-controlling shareholder which decreased the equity interest attributable to

the Group from 72.80% to 52.98% in Jian Gong Hospital, is recognised in capital reserve.

(v) On 22 March 2012, Beijing Phoenix repurchased all the 25 million shares of RMB200 million held by the four

new shareholders, who made capital injection on 8 December 2011 as mentioned in note (iii) above.

(vi) On 27 June 2012, Beijing Phoenix acquired 27.02% equity interest in Jian Gong Hospital from Beijing

Construction Engineering Group at a total consideration of approximately RMB128.9 million. In 2010, Beijing

Phoenix prepaid the amount of RMB31 million to Beijing Construction Engineering Group for the acquisition

of its non-controlling interests.

(vii) From 9 April 2013 to 3 June 2013, the Company, through Phoenix International and Star Target, acquired 100%

equity interest in Beijing Phoenix at a total consideration of RMB499.6 million from its then shareholders

which are accounted as deemed distribution to the equity holders of the Company and recognised in the

capital reserve. Upon completion of this step, the capital of the Group represented the share capital of the

Company and Pinyu and the share capital of Beijing Phoenix amounted to RMB140,580,000 was transferred to

capital reserve.

On 3 January 2013, Pinyu was incorporated as a limited liability company in the BVI. Pinyu issued one share

to Green Talent Investments Limited (“Green Talent”) at a total consideration of RMB150 million which was

recognised in the capital reserve.

(viii) According to the PRC Company Law and the Articles of Association of the PRC subsidiaries of the Group, these

companies are required to transfer 10% of their respective after-tax profits, calculated in accordance with the

PRC accounting standards and regulations, to the statutory reserve until the reserve balance reaches 50% of

the registered capital. The statutory reserve can be utilized, upon approval of the relevant authorities, to

offset accumulated losses or to increase registered capital of these companies, provided that such fund is

maintained at a minimum of 25% of the registered capital.
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COMBINED STATEMENTS OF CASH FLOWS

THE GROUP

For the year ended 31 December
For the six months ended

30 June

2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

RMB’000

Profit before tax . . . . . . . . . 65,032 78,718 147,278 61,579 70,161

Adjustments for:

Depreciation of property,

plant and equipment . . . . 16,057 14,707 20,325 11,143 10,466

Amortization of lease

prepayments for land use

right. . . . . . . . . . . . . . . . . . — 2,308 3,463 1,731 1,731

Amortization of intangible

assets . . . . . . . . . . . . . . . . . 1,516 3,168 12,376 6,058 6,945

Interest and investment

income. . . . . . . . . . . . . . . . (1,306) (6,665) (7,320) (3,358) (3,770)

Finance costs . . . . . . . . . . . . 2,997 18,858 24,379 11,131 11,531

Loss (gain) on disposal of

property, plant and

equipment, net . . . . . . . . . 307 13 (236) (236) (18)

Foreign exchange loss . . . . . — — — — 470

Operating cash flows

before movements in

working capital. . . . . . . . . 84,603 111,107 200,265 88,048 97,516

Movements in working

capital

(Increase) decrease in

inventories . . . . . . . . . . . . (11,431) (933) (11,873) (8,185) 4,824

Increase in trade

receivables. . . . . . . . . . . . . (6,780) (3,745) (59,165) (44,625) (27,508)

Increase in prepayments

and other receivables . . . . (1,628) (2,324) (1,215) (2,370) (75)

(Increase) decrease in

amount due from a

related party . . . . . . . . . . . (26,302) (34,813) 18,235 13,027 20,826

Increase (decrease) in trade

payables . . . . . . . . . . . . . . 43,004 12,493 32,120 16,809 (107)

(Decrease) increase in other

payables . . . . . . . . . . . . . . (369) 1,484 15,647 27,606 441

Cash generated from

operations . . . . . . . . . . . . . 81,097 83,269 194,014 90,310 95,917

Income taxes paid . . . . . . . . (11,040) (20,917) (27,595) (13,788) (23,852)

Net cash generated from

operating activities. . . . . . 70,057 62,352 166,419 76,522 72,065
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THE GROUP

For the year ended 31 December
For the six months ended

30 June

2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

RMB’000

Cash flows from investing
activities

Interest received from

short-term investments . . 576 4,395 2,959 1,196 653

Purchase of short-term

investments . . . . . . . . . . . . (246,600) (1,107,300) (1,033,010) (328,133) (390,460)

Proceeds from disposal of

short-term investments . . 7,000 1,330,900 995,560 269,190 428,910

Purchases of property,

plant and equipment . . . . (17,157) (34,347) (28,115) (14,793) (6,664)

Payments to contributors

for operating rights

under IOT agreements . . . (7,024) (165,768) — — —

Payments to IOT Hospitals

under IOT agreements . . . (65,000) (67,000) (45,000) (26,015) —

Advance to a related party . — — — — (92,000)

Repayment from IOT

Hospitals . . . . . . . . . . . . . . — 3,000 5,126 3,800 1,466

Proceeds from disposal of

property,

plant and equipment . . . . 106 — 280 279 19

Net cash used in investing

activities . . . . . . . . . . . . . . (328,099) (36,120) (102,200) (94,476) (58,076)

Cash flows from financing

activities

Interest paid . . . . . . . . . . . . . (2,409) (18,858) (23,882) (11,719) (10,111)

Capital injection by a

shareholder of Pinyu . . . . — — — — 150,000

Acquisition of equity

interest of Beijing

Phoenix by Star Target . . — — — — (134,695)

New borrowings raised . . . . 200,000 — 233,616 — —

Repayment of the

borrowings . . . . . . . . . . . . — — (200,542) — (2,945)

Capital injection in Beijing

Phoenix . . . . . . . . . . . . . . . 123,920 252,500 — — —

Deposit for capital injection

in Beijing Phoenix made

by a new investor . . . . . . . 7,500 — — — —

Payment for shares

repurchase. . . . . . . . . . . . . — — (200,000) (200,000) —

Prepayment for acquisition

of non-controlling

interests. . . . . . . . . . . . . . . (31,000) — — — —
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THE GROUP

For the year ended 31 December
For the six months ended

30 June

2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

RMB’000

Acquisition of non-
controlling interests . . . . . — — (90,800) (40,000) —

Repayment of obligations

under finance leases. . . . . — — (475) — (651)

Repayment to a related

party . . . . . . . . . . . . . . . . . — (3,561) — — —

Net cash generated from

(used in) financing

activities . . . . . . . . . . . . . . 298,011 230,081 (282,083) (251,719) 1,598

Net increase (decrease) in

cash and cash

equivalents . . . . . . . . . . . . 39,969 256,313 (217,864) (269,673) 15,587

Cash and cash equivalents

at the beginning of the

year/period . . . . . . . . . . . . 34,706 74,675 330,988 330,988 113,124

Effect of foreign exchange

rate changes . . . . . . . . . . . — — — — (465)

Cash and cash equivalents

at the end of the

year/period . . . . . . . . . . . . 74,675 330,988 113,124 61,315 128,246

APPENDIX I ACCOUNTANTS’ REPORT

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

I-12



NOTES TO THE FINANCIAL INFORMATION

1. GENERAL INFORMATION

The Company was incorporated in the Cayman Islands as an exempted company with limited liability under
the Companies Law of the Cayman Islands on 28 February 2013. The registered office of the Company is 4th Floor,
Harbour Place, 103 South Church Street, Grand Cayman KY1-1002, Cayman Islands, and its principal place of business
is located at Beijing, the PRC. The Company is an investment holding company.

The Group is mainly engaged in provision of general hospital services, provision of hospital management
services, and supply chain business in Beijing, the PRC.

The Financial Information is presented in Renminbi (“RMB”), which is the same as the functional currency of
the Company.

2. BASIS OF PRESENTATION

Beijing Phoenix, formerly known as Beijing Phoenix United Hospital Management Joint Stock Co., Ltd. (北京
鳳凰聯合醫院管理股份有限公司), was incorporated in the PRC as a joint-stock company by Beijing Wantong and Beijing
Weike on 6 November 2007 and was the then holding company of the companies comprising the Group before the
Reorganization.

Pursuant to a series of capital injection and equity transfer arrangements from 2007 to 2012, prior to the
Reorganization, Beijing Phoenix was indirectly and beneficially owned by Ms. Xu Xiaojie (徐小捷) and Ms. Xu Jie (徐
捷), who is Ms Xu Xiaojie’s mother (collectively referred to as the “Xu’s Family”) who are acting in concert, certain
institutional investors and certain individual shareholders as to 40.58%, 47.15% and 12.27% respectively.

In preparation for [●], the Reorganization involved the following steps:

(1) Beijing Phoenix was converted into a limited liability company from a joint-stock company on 8 March
2013.

(2) On 28 February 2013, the Company was incorporated in the Cayman Islands as an exempted company
with limited liability with authorised share capital comprised of 3,800,000 shares at par value of
HK$0.10 per share. On 19 March 2013, one nil paid subscriber share of the Company were transferred
to Speed Key Limited, which is owned by the Xu’s Family.

(3) On 7 January 2013, Unison Champ was incorporated as a limited liability company in the BVI. On 13
March 2013, the Company acquired 100% equity interest in Unison Champ which was incorporated by
a third party as a limited liability company in the BVI. On 22 March 2013, Unison Champ became the sole
shareholder of Phoenix International, which was incorporated as a limited liability company in Hong
Kong on 28 August 2012.

(4) On 17 April 2013, each ordinary share of the Company with nominal value HK$0.10 was sub-divided into
100 ordinary shares of nominal value of HK$0.001 each.

In May and June 2013, the Company allotted and issued 89,739,900 shares and 46,260,000 shares to
certain institutional investors and certain companies beneficially owned by individual shareholders at a
total consideration of RMB100 million.

(5) From 9 April 2013 to 3 June 2013, the Company, through Phoenix International and Star Target, acquired
100% equity interest in Beijing Phoenix at a total consideration of RMB499.6 million from its then
shareholders.

(6) On 2 July 2013, Unison Champ acquired 100% equity interest in Pinyu, who is the sole shareholder of
Star Target, from Green Talent and in exchange, the Company allotted and issued 14,680,000 Shares to
Green Talent, an institutional investor.

Upon completion of the above steps, the Company was owned by the Xu’s Family, certain institutional
investors and certain individual shareholders as to 46.02%, 43.63% and 10.35%, respectively, and the Company
became the holding company of the companies comprising the Group. The Group comprising the Company and its
subsidiaries resulting from the Reorganization is regarded as a continuing entity.

The combined statements of profit or loss and other comprehensive income, combined statements of changes
in equity and combined statements of cash flows of the Group for the [●] and the combined statements of financial
position as at 31 December 2010, 2011 and 2012 and 30 June 2013 are prepared as if the current group structure had
been in existence throughout the [●], or since the respective dates of incorporation or acquisition of the relevant
entity, where this is a shorter period.
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3. APPLICATION OF IFRSs

For the purpose of preparing and presenting the Financial Information for the [●], the Group has adopted all

the IFRSs which are effective for the Group’s financial year beginning on 1 January 2013 consistently throughout the

[●].

At the date of this report, the following new and revised IFRSs have been issued which are not yet effective.

The Group has not early adopted these IFRSs.

Amendments to IFRS 9 and IFRS 7 Mandatory Effective Date of IFRS 9 and Transition

Disclosures1

Amendments to IFRS 10, IFRS 12 and IAS 27 Investment Entities2

IFRS 9 Financial Instruments1

Amendments to IAS 32 Offsetting Financial Assets and Financial Liabilities2

Amendments to IAS 36 Recoverable Amount Disclosures for Non-Financial

Assets2

Amendments to IAS 39 Novation of Derivatives and Continuation of Hedge

Accounting2

IFRIC 21 Levies2

1 Effective for annual periods beginning on or after 1 January 2015.
2 Effective for annual periods beginning on or after 1 January 2014.

IFRS 9 Financial Instruments

IFRS 9 issued in 2009 introduces new requirements for the classification and measurement of financial assets.

IFRS 9 amended in 2010 includes the requirements for the classification and measurement of financial liabilities and

for derecognition.

Key requirements of IFRS 9 are described as follows:

IFRS 9 requires all recognized financial assets that are within the scope of IAS 39 Financial Instruments:

Recognition and Measurement to be subsequently measured at amortized cost or fair value. Specifically, debt

investments that are held within a business model whose objective is to collect the contractual cash flows, and that

have contractual cash flows that are solely payments of principal and interest on the principal outstanding are

generally measured at amortized cost at the end of subsequent accounting periods. All other debt investments and

equity investments are measured at their fair values at the end of subsequent reporting periods. In addition, under

IFRS 9, entities may make an irrevocable election to present subsequent changes in the fair value of an equity

investment (that is not held for trading) in other comprehensive income, with only dividend income generally

recognized in profit or loss.

The most significant effect of IFRS 9 regarding the classification and measurement of financial liabilities

relates to the presentation of changes in the fair value of a financial liability (designated as at fair value through

profit or loss) attributable to changes in the credit risk of that liability. Specifically, under IFRS 9, for financial

liabilities that are designated as at fair value through profit or loss, the amount of change in the fair value of the

financial liability that is attributable to changes in the credit risk of that liability is presented in other comprehensive

income, unless the recognition of the effects of changes in the liability’s credit risk in other comprehensive income

would create or enlarge an accounting mismatch in profit or loss. Changes in fair value attributable to a financial

liability’s credit risk are not subsequently reclassified to profit or loss. Under IAS 39, the entire amount of the change

in the fair value of the financial liability designated as at fair value through profit or loss was presented in profit

or loss.

IFRS 9 is effective for annual periods beginning on or after 1 January 2015, with earlier application permitted.

The Directors anticipate that the application of IFRS 9 for annual period beginning 1 January 2015 will not

have significant impact on the amounts reported in respect of the Group’s financial assets and financial liabilities

based on the Group’s financial instruments reported at the end of the [●].

The Directors anticipate that the application of other new and revised IFRSs will have no material impact on

the Financial Information of the Group.
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4. SIGNIFICANT ACCOUNTING POLICIES

The Financial Information has been prepared in accordance with the following accounting policies which

conform to IFRSs. These policies have been consistently applied throughout the [●]. In addition, the Financial

Information included applicable disclosures required by [●].

The Financial Information has been prepared under the historical cost basis except for certain financial

instruments that are measured at fair values as explained in the accounting policies set out below. Historical cost is

generally based on the fair value of the consideration given in exchange for goods and services.

Basis of combination

The Financial Information incorporates the financial statements of the Company and entities (including

structured entities) controlled by the Company and its subsidiaries. Control is achieved when the Company:

(i) has power over the investee;

(ii) is exposed, or has rights, to variable returns from its involvement with the investee; and

(iii) has the ability to use its power to affect its returns.

The Company reassesses whether or not it controls an investee if facts and circumstances indicate that there

are changes to one or more of the three elements of control listed above.

Combination of a subsidiary begins when the Group obtains control over the subsidiary and ceases when the

Group loses control of the subsidiary. Specifically, income and expenses of subsidiaries acquired or disposed of

during the [●] are included in the combined statements of profit or loss and other comprehensive income from the

date the Group gains control until the date when the Group ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income are attributed to the equity holders of the

Company and to the non-controlling interests. Total comprehensive income of subsidiaries is attributed to the equity

holders of the Company and to the non-controlling interests even if this results in the non-controlling interests

having a deficit balance.

When necessary, adjustments are made to the financial statements of subsidiaries to bring their accounting

policies into line with the Group’s accounting policies.

Changes in the Group’s ownership interest in subsidiaries that do not result in the Group losing control over

the subsidiaries are accounted as equity transaction. The carrying amounts of the Group’s interests and the

non-controlling interests are adjusted to reflect the changes in their relative interests in the subsidiaries. Any

difference between the amount by which the non-controlling interests are adjusted and the fair value of the

consideration paid or received is recognized directly in equity and attributed to the equity holders of the Company.

All intragroup assets and liabilities, equity, income, expenses and cash flows relating to transactions between

members of the Group are eliminated in full on combination.

Investment in a subsidiary

Investment in a subsidiary is stated at cost less any identified impairment loss on the statements of financial

position of the Company.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable and represents amounts

receivable for goods sold and services provided in the normal course of business, net of discounts and sales related

taxes.
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Revenue from the sale of goods is recognized when the goods are delivered and titles have passed, at which

time all the following conditions are satisfied:

(i) the Group has transferred to the buyer the significant risks and rewards of ownership of the goods;

(ii) the Group retains neither continuing managerial involvement to the degree usually associated with

ownership nor effective control over the goods sold;

(iii) the amount of revenue can be measured reliably;

(iv) it is probable that the economic benefits associated with the transaction will flow to the Group; and

(v) the costs incurred or to be incurred in respect of the transaction can be measured reliably.

Service income including management service income and general hospital service income is recognized when

the related services are rendered and when it is probable that the economic benefits from the service rendered will

flow to the Group and such benefit could be reliably measured.

Interest income from a financial asset is recognized when it is probable that the economic benefits will flow

to the Group and the amount of income can be measured reliably. Interest income is accrued on a time basis, by

reference to the principal outstanding and at the effective interest rate applicable, which is the rate that exactly

discounts the estimated future cash receipts through the expected life of the financial asset to that asset’s net

carrying amount on initial recognition.

Property, plant and equipment

Property, plant and equipment other than construction in progress as described below are stated at cost less

subsequent accumulated depreciation and accumulated impairment losses, if any.

Depreciation is recognized so as to write off the cost of items of property, plant and equipment other than

construction in progress less their residual values over their estimated useful lives, using the straight-line method.

The estimated useful lives, residual values and depreciation method are reviewed at the end of each reporting

period, with the effect of any changes in estimate accounted for on a prospective basis.

Construction in progress is carried at cost, less any recognized impairment loss. Construction in progress is

classified to the appropriate categories of property, plant and equipment when completed and ready for intended

use. Depreciation of these assets, on the same basis as other property, plant and equipment, commences when the

assets are ready for their intended use.

Asset held under finance lease are depreciated over their expected useful lives on the same basis as owned

assets. However, when there is no reasonable certainty that ownership will be obtained by the end of the lease term,

assets are depreciated over the shorter of the lease term and their useful lives.

An item of property, plant and equipment is derecognized upon disposal or when no future economic benefits

are expected to arise from the continued use of the asset. Any gain or loss arising on the disposal or retirement of

an item of property, plant and equipment is determined as the difference between the sales proceeds and the

carrying amount of the asset and is recognized in profit or loss.

Leasing

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and

rewards of ownership to the lessee. All other leases are classified as operating leases.

The Group as lessee

Assets held under finance leases are initially recognized as assets of the Group at their fair value at the

inception of the lease or, if lower, at the present value of the minimum lease payments. The corresponding liability

to the lessor is included in the combined statement of financial position as a finance lease obligation.

Lease payments are apportioned between finance expenses and reduction of the lease obligation so as to

achieve a constant rate of interest on the remaining balance of the liability. Finance expense are recognized

immediately in profit or loss, unless they are directly attributable to qualifying assets, in which case they are

capitalized in accordance with the Group’s accounting policy on borrowing costs.

Operating lease payments are recognised as an expense on a straight-line basis over the lease term.
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Lease prepayment for land use right

Payment for obtaining land use right is accounted for as lease prepayment for land use right and is released

to profit or loss on a straight-line basis over the lease terms as stated in the relevant land use right certificate

granted for usage by the Group in the PRC and the remaining terms of the operating license of the PRC entity,

whichever is the shorter. Lease prepayment for land use right which is to be released to profit or loss in the next

twelve months is classified as current assets.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which

are assets that necessarily take a substantial period of time to get ready for their intended use or sale, are added

to the cost of those assets, until such time as the assets are substantially ready for their intended use or sale.

All other borrowing costs are recognized in profit or loss in the period in which they are incurred.

Government grants

Government grants are not recognized until there is reasonable assurance that the Group will comply with the

conditions attaching to them and that the grants will be received.

Government grants that are receivable as compensation for expenses or losses already incurred or for the

purpose of giving immediate financial support to the Group with no future related costs are recognized in profit or

loss in the period in which they become receivable.

Retirement benefit costs

Payments to state-managed retirement benefit schemes which are defined contribution plans are charged as

an expense when employees have rendered service entitling them to the contribution.

For defined benefit retirement plans, the cost of providing benefits is determined using the discounted cash

flow method at the end of each reporting period. Past service cost is recognized to the extent of the employees’

entitlement to such benefits. The retirement benefit obligation recognized in the combined statement of financial

position represents the estimated benefit payable in the Group’s defined benefit plan.

Intangible assets

Intangible assets representing operating rights under IOT agreements with finite useful lives that are acquired

separately are carried at costs less accumulated amortization and any accumulated impairment losses. Amortization

for intangible assets with finite useful lives is recognized on a straight-line basis over their estimated useful lives.

The estimated useful life and amortization method are reviewed at the end of each reporting period, with the effect

of any changes in estimate being accounted for on a prospective basis. (see the accounting policy in respect of

impairment losses on tangible and intangible assets below).

An intangible asset is derecognized on disposal, or when no future economic benefits are expected from use

or disposal. Gains or losses arising from derecognition of an intangible asset are measured at the difference between

the net disposal proceeds and the carrying amount of the asset and are recognized in profit or loss in the period

when the asset is derecognized.

Impairment of tangible and intangible assets

At the end of the reporting period, the Group reviews the carrying amounts of its tangible and intangible

assets to determine whether there is any indication that those assets have suffered an impairment loss. If any such

indication exists, the recoverable amount of the asset is estimated in order to determine the extent of the

impairment loss, if any. When it is not possible to estimate the recoverable amount of an individual asset, the Group

estimates the recoverable amount of the cash-generating unit to which the asset belongs. Where a reasonable and

consistent basis of allocation can be identified, corporate assets are also allocated to individual cash-generating

units, or otherwise they are allocated to the smallest group of cash-generating units for which a reasonable and

consistent allocation basis can be identified.
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Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the

estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current

market assessments of the time value of money and the risks specific to the asset for which the estimates of future

cash flows have not been adjusted.

If the recoverable amount of an asset (or a cash-generating unit) is estimated to be less than its carrying

amount, the carrying amount of the asset (or a cash-generating unit) is reduced to its recoverable amount. An

impairment loss is recognized immediately in profit or loss.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or a cash-generating unit)

is increased to the revised estimate of its recoverable amount, but so that the increased carrying amount does not

exceed the carrying amount that would have been determined had no impairment loss been recognized for the asset

(or a cash-generating unit) in prior years. A reversal of an impairment loss is recognized as income immediately.

Taxation

Income tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit before tax

as reported in the combined statement of profit or loss and other comprehensive income because of items of income

or expense that are taxable or deductible in other years and items that are never taxable or deductible. The Group’s

liability for current tax is calculated using tax rates that have been enacted or substantively enacted by the end of

the reporting period.

Deferred tax is recognized on temporary differences between the carrying amounts of assets and liabilities in

the Financial Information and the corresponding tax base used in the computation of taxable profit. Deferred tax

liabilities are generally recognized for all taxable temporary differences. Deferred tax assets are generally

recognized for all deductible temporary difference to the extent that it is probable that taxable profits will be

available against which those deductible temporary differences can be utilized. Such assets and liabilities are not

recognized if the temporary difference arises from the initial recognition of assets and liabilities in a transaction

that affects neither the taxable profit nor the accounting profit.

Deferred tax liabilities are recognized for taxable temporary differences associated with investments in

subsidiaries, except where the Group is able to control the reversal of the temporary difference and it is probable

that the temporary difference will not reverse in the foreseeable future. Deferred tax assets arising from deductible

temporary differences associated with such investments and interests are only recognized to the extent that it is

probable that there will be sufficient taxable profits against which to utilize the benefits of the temporary

differences and they are expected to reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at the end of the reporting periods and reduced to the

extent that it is no longer probable that sufficient taxable profits will be available to allow all or part of the asset

to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the period in

which the liability is settled or the asset is realized, based on tax rate (and tax laws) that have been enacted or

substantively enacted by the end of each reporting period. The measurement of deferred tax liabilities and assets

reflects the tax consequences that would follow from the manner in which the Group expects, at the end of each

reporting period to recover or settle the carrying amount of its assets and liabilities.

Current and deferred tax is recognized in profit or loss, except when it relates to items that are recognized

in other comprehensive income or directly in equity, in which case, the current and deferred tax are also recognized

in other comprehensive income or directly in equity respectively.

Inventories

Inventories are stated at the lower of cost and net realizable value. Costs of inventories are determined on a

weighted-average method. Net realizable value represents the estimated selling price for inventories less all

estimated costs of completion and costs necessary to make the sale.

Financial instruments

Financial assets and financial liabilities are recognized in the combined statements of financial position when

a group entity becomes a party to the contractual provisions of the instrument.
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Financial assets and financial liabilities are initially measured at fair value. Transaction costs that are directly

attributable to the acquisition or issue of financial assets and financial liabilities (other than financial assets or

financial liabilities at fair value through profit or loss) are added to or deducted from the fair value of the financial

assets or financial liabilities, as appropriate, on initial recognition. Transaction costs directly attributable to the

acquisition of financial assets or financial liabilities at fair value through profit or loss are recognized immediately

in profit or loss.

Financial assets

The Group’s financial assets are classified as loans and receivables and financial assets at fair value through

profit or loss (“FVTPL”). The classification depends on the nature and purpose of the financial assets and is

determined at the time of initial recognition.

Effective interest method

The effective interest method is a method of calculating the amortized cost of a debt instrument and of

allocating interest income over the relevant periods. The effective interest rate is the rate that exactly discounts

estimated future cash receipts (including all fees and points paid or received that form an integral part of the

effective interest rate, transaction costs and other premiums or discounts) through the expected life of the financial

asset, or, where appropriate, a shorter period to the net carrying amount on initial recognition.

Interest income is recognized on an effective interest basis for debt instruments other than those financial

assets classified as at FVTPL, of which interest income is included in other income.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not

quoted in active market. Subsequent to initial recognition, loans and receivables (including trade receivables, other

receivables, receivables from IOT hospitals, amounts due from related parties and bank balances and cash) are

carried at amortized cost using the effective interest method, less any identified impairment losses.

Financial assets at fair value through profit or loss

Financial assets at FVTPL represent financial assets held for trading.

A financial asset is classified as held for trading if:

(i) it has been acquired principally for the purpose of selling in the near term; or

(ii) it is a part of a portfolio of identified financial instruments that the Group manages together and has

a recent actual pattern of short-term profit-taking; or

(iii) it is a derivative that is not designated and effective as a hedging instrument.

A financial asset other than a financial asset held for trading (representing the short-term investments) may

be designated as at FVTPL upon initial recognition if:

(i) such designation eliminates or significantly reduces a measurement or recognition inconsistency that

would otherwise arise; or

(ii) the financial asset forms part of a group of financial assets or financial liabilities or both, which is

managed and its performance is evaluated on a fair value basis, in accordance with the Group’s

documented risk management or investment strategy, and information about the grouping is provided

internally on that basis; or

(iii) it forms part of a contract containing one or more embedded derivatives, and IAS 39 permits the entire

combined contract (asset or liability) to be designated as at FVTPL.

Financial assets at FVTPL are measured at fair value, with changes in fair value arising from remeasurement

recognized directly in profit or loss in the period in which they arise. The net gain or loss recognized in profit or loss

excluded any dividend or interest earned on the financial assets and is included in the “other gains and losses” line

item in the combined statement of profit or loss and other comprehensive income. The dividend or interest earned

on the financial assets is included in the “other income” line item in the combined statement of profit or loss and

other comprehensive income. Fair value is determined in the manner described in Note 41.
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Impairment of financial assets

Financial assets other than those at FVTPL are assessed for indicators of impairment at the end of each

reporting period. Financial assets are considered to be impaired where there is objective evidence that, as a result

of one or more events that occurred after the initial recognition of the financial asset, the estimated future cash

flows of the financial assets have been affected.

For other financial assets, objective evidence of impairment could include:

• significant financial difficulty of the issuer or counterparty; or

• breach of contract, such as default or delinquency in interest or principal payments; or

• it becoming probable that the borrower will enter bankruptcy or financial reorganization.

For certain categories of financial asset, such as trade receivables, assets that are assessed not to be impaired

individually are, in addition, assessed for impairment on a collective basis. Objective evidence of impairment for a

portfolio of receivables could include the Group’s past experience of collecting payments, an increase in the number

of delayed payments in the portfolio past the average credit period, as well as observable changes in national or

local economic conditions that correlate with default on receivables.

The amount of the impairment loss recognized is the difference between the asset’s carrying amount and the

present value of estimated future cash flows, discounted at the financial asset’s original effective interest rate.

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets

with the exception of trade receivables and other receivables, where the carrying amount is reduced through the

use of an allowance account. Changes in the carrying amount of the allowance account are recognized in profit or

loss. When a trade receivable or other receivable is considered uncollectible, it is written off against the allowance

account. Subsequent recoveries of amounts previously written off are credited to profit or loss.

If in a subsequent period, the amount of impairment loss decreases and the decrease can be related

objectively to an event occurring after the impairment losses was recognized, the previously recognized impairment

loss is reversed through profit or loss to the extent that the carrying amount of the financial asset at the date the

impairment is reversed does not exceed what the amortized cost would have been had the impairment not been

recognized.

Financial liabilities and equity instruments

Debt and equity instruments issued by a group entity are classified as either financial liabilities or as equity

in accordance with the substance of the contractual arrangements and the definitions of a financial liability and an

equity instrument.

Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an entity after

deducting all of its liabilities. Equity instruments issued by the group entities are recognized at the proceeds

received, net of direct issue costs.

Financial liabilities

Financial liabilities including borrowings, trade payables, other payables and amounts due to related parties

and a fellow subsidiary are subsequently measured at amortized cost using the effective interest method.

Effective interest method

The effective interest method is a method of calculating the amortized cost of a financial liability and of

allocating interest expense over the relevant periods. The effective interest rate is the rate that exactly discounts

estimated future cash payments (including all fees and points paid or received that form an integral part of the

effective interest rate, transaction costs and other premiums or discounts) through the expected life of the financial

liability, or, where appropriate, a shorter period, to the net carrying amount on initial recognition.

Interest expense is recognized on an effective interest basis.
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Derecognition

The Group derecognizes a financial asset only when the contractual rights to the cash flows from the asset
expire, or when it transfers the financial asset and substantially all the risks and rewards of ownership of the asset
to another entity.

On derecognition of a financial asset in its entirety, the difference between the asset’s carrying amount and
the sum of the consideration received and receivable is recognized in profit or loss.

The Group derecognizes financial liabilities when, and only when, the Group’s obligations are discharged,
cancelled or they expire. The difference between the carrying amount of the financial liability derecognized and the
consideration paid and payable is recognized in profit or loss.

Provisions

Provisions are recognized when the Group has a present obligation (legal or constructive) as a result of a past
event, it is probable that the Group will be required to settle the obligation, and a reliable estimate can be made
of the amount of the obligation.

The amount recognized as a provision is the best estimate of the consideration required to settle the present
obligation at the end of the reporting period, taking into account the risks and uncertainties surrounding the
obligation. When a provision is measured using the cash flows estimated to settle the present obligation, its carrying
amount is the present value of those cash flows (when the effect of the time value is material).

When some or all of the economic benefits required to settle a provision are expected to be recovered from
a third party, a receivable is recognized as an asset if it is virtually certain that reimbursement will be received and
the amount of the receivable can be measured reliably.

5. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY

In the application of the Group’s accounting policies, which are described in Note 4, the management of the
Group are required to make judgments, estimates and assumptions about the carrying amount of assets and
liabilities that are not readily apparent from other sources. The estimates and associated assumptions are based on
historical experience and other factors that are considered to be relevant. Actual results may differ from these
estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which the estimates is revised if the revision affects only that period, or
in the period of the revision and the future periods if the revision affects both current and future periods.

Critical judgements in applying accounting policies

The following are the critical judgements, apart from those involving estimation, that the management of the
Group have made in the process of applying the Group’s accounting policies and that have the most significant
effect on the amounts recognized in the Financial Information.

Control over the hospitals under IOT agreements

The Group entered into a series of IOT agreements with the not-for-profit hospitals and their contributors
which the Group agrees to make investments to the hospitals or/and the contributors to improve the medical
facilities of the hospitals in exchange for the right to manage and operate the hospital and receive performance-
based management fees for periods ranging from 19 to 48 years. The operating rights are expected to be transferred
back to the hospitals or their contributors after these periods.

The management assessed whether or not the Group has control over these not-for-profit hospitals through
the IOT agreements (the “IOT Hospitals”) based on whether the Group has the practical ability to direct the IOT
Hospitals’ relevant activities unilaterally. In making their judgement, the management considered the composition
of the internal governance bodies and also certain committees which oversee the operations of the hospitals. After
assessment, the management concluded that the Group does not obtain the decision making power under these
bodies and committees to direct the relevant activities of the hospitals, so the Group does not control and thus does
not consolidate those hospitals. Instead, these IOT agreements are considered as management contracts to generate
management service income. Details of the IOT agreements are set out in Note 8.

Key sources of estimation uncertainty

The following are the key assumptions concerning the future, and other key sources of estimation uncertainty
at the end of the reporting period that have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next twelve months from the end of each reporting period.
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Estimation of hospital management service income

The Group is entitled to management service income for the comprehensive management services provided

to IOT Hospitals. Pursuant to the IOT agreements, the management service income measured by reference to certain

performance indicators, which requires estimation made by management. The Group’s management estimates the

management service income based on the actual and anticipated future performance of each IOT Hospitals as

adjusted for certain items specified under the IOT agreements.

Estimated useful lives and impairment of property, plant and equipment

The Group’s management determines the estimated useful lives and the depreciation method in determining

the related depreciation charges for its property, plant and equipment. This estimate is based on the management’s

experience of the actual useful lives of property, plant and equipment of similar nature and functions. In addition,

management assesses impairment whenever events or changes in circumstances indicate that the carrying amount

of an item of property, plant and equipment may not be recoverable. Management will increase the depreciation

charge where useful lives are expected to be shorter than expected, or will write off or write down obsolete assets

that have been abandoned or impaired. When the actual useful lives or recoverable amounts of property, plant and

equipment differ from the original estimates, adjustment will be made and recognized in the period in which such

event takes place. As at 31 December 2010, 2011 and 2012 and 30 June 2013, the carrying amount of property, plant

and equipment are RMB91,527,000, RMB94,283,000, RMB121,522,000 and RMB119,841,000, respectively.

Impairment of operating rights of IOT Hospitals classified as intangible assets

If a triggering event occurs indicating that the carrying amount of an operating right may not be recoverable,

an assessment of the carrying amount of that asset will be performed. Triggering events include significant adverse

changes in the business or regulatory environment, or certain legal events. The interpretation and the financial

effect of such events require judgement from management. Upon the occurrence of triggering events, the carrying

amounts of intangible assets are reviewed to assess whether their recoverable amounts have declined below their

carrying amounts. The recoverable amount is the present value of estimated net future cash flows which the Group

expects to generate from the future use of the assets, plus the assets’ residual value on disposal, if any. Where the

recoverable amount of intangible assets is less than its carrying amount, an impairment loss is recognized to write

the assets down to its recoverable amount. The carrying amounts of intangible assets are disclosed in Note 18.

Impairment of receivables from IOT Hospitals, trade receivables and other receivables

In determining whether there is objective evidence of impairment loss, the Group takes into consideration the

financial strength of the IOT Hospitals, the credit history of the customers and the current market condition. The

amount of the impairment loss is measured as the difference between the asset’s carrying amount and the present

value of estimated future cash flows discounted at the financial asset’s original effective interest rate. Management

reassesses the adequacy of impairment on a regular basis. Where the actual cash flows are less than expected, a

material impairment loss may arise. The carrying amount of receivables from IOT Hospitals, trade receivables and

other receivables are disclosed in Notes 19, 24 and 25, respectively.

Provision for medical dispute claims

The Group may be subject to legal proceedings and claims that arise in the ordinary course of business, which

primarily include medical dispute claims brought by the former patients. Provision for medical dispute claims is made

based on the status of potential and active claims outstanding at the end of each reporting period, and take into

consideration the assessment and analysis of external lawyer and the total claim exposure. Where it is not probable

that an outflow of economic benefits will be required, or the amount cannot be estimated reliably, the obligation

is disclosed as a contingent liability, unless the probability of outflow of economic benefits is remote. A contingent

liability is a possible obligation that arises from past events and whose existence will only be confirmed by the

occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the Group.

Based on the assessment, the management believes that no material claim exposure or outstanding litigation

on the medical dispute claim existed at the end of each reporting period and accordingly no provision was made.

The situation is closely monitored by the management and provision will be made as appropriate. Where the actual

claims are greater than expected, a material dispute claims expense may arise, which would be recognized in profit

and loss for the period in which such a claim takes place.
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6. REVENUE

Revenue represents income from general hospital services, hospital management services, and sale of

pharmaceuticals, medical devices and consumables under the supply chain business.

An analysis of the Group’s revenue during the [●] is as follows:

For the year ended 31 December
For the six months ended

30 June

2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

RMB’000

General hospital services . . . . . . . . . 288,412 323,987 403,109 188,566 214,692

Hospital management services . . . . . . 16,348 19,412 40,277 12,647 9,861

Supply chain business. . . . . . . . . . . . 89,325 166,079 314,646 120,332 195,139

394,085 509,478 758,032 321,545 419,692

7. SEGMENT INFORMATION

The directors of Beijing Phoenix before the Reorganization and the “Executive Directors” of the Company

upon completion of the Reorganization, are identified as the chief operating decision maker (the “CODM”) of the

Group for the purposes of resources allocation and performance assessment. The CODM reviews operating results

and financial information on a company by company basis. This is also the basis upon which the Group is organized.

Accordingly, each company is identified as an operating segment. When the group companies are operating in

similar business model with similar target group of customers, and under the same regulatory environment, the

Group’s operating segments are aggregated and the Group’s operating and reportable segments for segment

reporting purpose are as follows:

(i) General hospital services

Revenue from this segment is derived from hospital services provided at Jian Gong Hospital and from

premium healthcare services provided to high-end patients at Beijing Easylife.

(ii) Hospital management services

The Group provides comprehensive management services to hospitals under IOT agreements and

receives from each IOT Hospital an annual fee.

(iii) Supply chain business

The Group derives revenue from sales of pharmaceuticals and medical devices and consumables to Jian

Gong Hospital, the IOT Hospitals and external customers.
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Segment information about the Group’s reportable segment is presented below.

Segment revenue, results, assets and liabilities

General
hospital
services

Hospital
management

services

Supply
chain

business Total

RMB’000 RMB’000 RMB’000 RMB’000

For the year ended 31 December 2010
External revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . 288,412 16,348 89,325 394,085
Inter-segment revenue . . . . . . . . . . . . . . . . . . . . . . . . — — 61,796 61,796

Segment revenue. . . . . . . . . . . . . . . . . . . . . . . . . . . . 288,412 16,348 151,121 455,881
Eliminations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (61,796)

Combined revenue. . . . . . . . . . . . . . . . . . . . . . . . . . . 394,085

Segment results. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38,628 13,869 15,532 68,029
Unallocated finance cost . . . . . . . . . . . . . . . . . . . . . . . (2,997)

Profit before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . 65,032

As at 31 December 2010
Segment assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 181,542 441,656 80,885 704,083
Elimination of inter-segment receivables . . . . . . . . . . . . (39,773)

Combined assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . 664,310

Segment liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . 87,211 50,509 59,477 197,197
Borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200,000
Elimination of inter-segment payables . . . . . . . . . . . . . . (39,773)

Combined liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . 357,424

Other segment information
Amounts included in the measure of segment results or

segment assets:
Addition to non-current assets (Note) . . . . . . . . . . . . . 14,733 41,091 24 55,848
Depreciation and amortization . . . . . . . . . . . . . . . . . 15,792 1,669 112 17,573
Loss on disposal of property, plant and equipment, net. . 307 — — 307
Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . (105) (1,481) (83) (1,669)

Amounts regularly provided to the CODM but not

included in the measure of segment results:
Unallocated finance cost . . . . . . . . . . . . . . . . . . . . . N/A N/A N/A 2,997
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . 9,575 2,576 3,872 16,023

Note: Non-current assets consist of property, plant and equipment, and intangible assets.
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General
hospital
services

Hospital
management

services

Supply
chain

business Total

RMB’000 RMB’000 RMB’000 RMB’000

For the year ended 31 December 2011
External revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . 323,987 19,412 166,079 509,478
Inter-segment revenue . . . . . . . . . . . . . . . . . . . . . . . . — — 98,335 98,335

Segment revenue. . . . . . . . . . . . . . . . . . . . . . . . . . . . 323,987 19,412 264,414 607,813

Eliminations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (98,335)

Combined revenue. . . . . . . . . . . . . . . . . . . . . . . . . . . 509,478

Segment results. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41,164 19,264 37,148 97,576
Unallocated finance cost . . . . . . . . . . . . . . . . . . . . . . . (18,858)

Profit before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . 78,718

As at 31 December 2011
Segment assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 518,185 653,921 116,206 1,288,312
Elimination of inter-segment receivables . . . . . . . . . . . . (153,634)

Combined assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,134,678

Segment liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . 78,641 137,897 75,835 292,373
Borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200,000
Elimination of inter-segment payables . . . . . . . . . . . . . . (153,634)

Combined liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . 338,739

Other segment information
Amounts included in the measure of segment results or

segment assets:
Addition to non-current assets (Note) . . . . . . . . . . . . . 187,501 50,528 462 238,491
Depreciation and amortization . . . . . . . . . . . . . . . . . 16,708 3,382 94 20,184
Loss on disposal of property, plant and equipment, net. . 13 — — 13
Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,012) (6,171) (171) (7,354)

Amounts regularly provided to the CODM but not

included in the measure of segment results:
Unallocated finance cost . . . . . . . . . . . . . . . . . . . . . N/A N/A N/A 18,858
Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . 10,865 69 9,283 20,217

Note: Non-current assets consist of property, plant and equipment, intangible assets and lease prepayment for

land use right .
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General
hospital
services

Hospital
management

services

Supply
chain

business Total

RMB’000 RMB’000 RMB’000 RMB’000

For the year ended 31 December 2012

External revenues. . . . . . . . . . . . . . . . . . . . . . . . . . . . 403,109 40,277 314,646 758,032

Inter-segment revenue . . . . . . . . . . . . . . . . . . . . . . . . — — 116,374 116,374

Segment revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . 403,109 40,277 431,020 874,406

Eliminations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (116,374)

Combined revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . 758,032

Segment results . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40,759 26,588 102,999 170,346

Unallocated finance cost . . . . . . . . . . . . . . . . . . . . . . . (23,068)

Profit before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . 147,278

As at 31 December 2012 . . . . . . . . . . . . . . . . . . . . . . .

Segment assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 607,983 491,121 217,146 1,316,250

Elimination of inter-segment receivables . . . . . . . . . . . . . (295,390)

Combined assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,020,860

Segment liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . 141,095 269,640 127,757 538,492

Borrowings. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200,000

Elimination of inter-segment payables . . . . . . . . . . . . . . (295,390)

Combined liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . 443,102

Other segment information

Amounts included in the measure of segment results or

segment assets:

Addition to non-current assets (Note). . . . . . . . . . . . . . 47,126 180,203 373 227,702

Depreciation and amortization . . . . . . . . . . . . . . . . . . 23,423 12,617 124 36,164

Gain on disposal of property, plant and equipment . . . . . (236) — — (236)

Interest income. . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,186) (5,147) (1,581) (7,914)

Segment finance cost . . . . . . . . . . . . . . . . . . . . . . . . 1,311 — — 1,311

Amounts regularly provided to the CODM but not included

in the measure of segment results:

Unallocated finance cost . . . . . . . . . . . . . . . . . . . . . . N/A N/A N/A 23,068

Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . 10,254 436 25,854 36,544

Note: Non-current assets consist of property, plant and equipment, and intangible assets.
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General
hospital
services

Hospital
management

services

Supply
chain

business Total

RMB’000
(unaudited)

RMB’000
(unaudited)

RMB’000
(unaudited)

RMB’000
(unaudited)

For the six months ended 30 June 2012
External revenues. . . . . . . . . . . . . . . . . . . . . . . . . . . . 188,566 12,647 120,332 321,545
Inter-segment revenue . . . . . . . . . . . . . . . . . . . . . . . . — — 54,850 54,850

Segment revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . 188,566 12,647 175,182 376,395

Eliminations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (54,850)

Combined revenue . . . . . . . . . . . . . . . . . . . . . . . . . . 321,545

Segment results . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23,025 7,805 41,880 72,710
Unallocated finance cost . . . . . . . . . . . . . . . . . . . . . . . (11,131)

Profit before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . 61,579

Other segment information
Amounts included in the measure of segment results or

segment assets:
Addition to non-current assets (Note). . . . . . . . . . . . . . 25,594 14,425 292 40,311
Depreciation and amortization . . . . . . . . . . . . . . . . . 12,696 6,176 60 18,932
Gain on disposal of property, plant and equipment, net . . (236) — — (236)
Interest income. . . . . . . . . . . . . . . . . . . . . . . . . . . . (596) (2,693) (509) (3,798)

Amounts regularly provided to the CODM but not included
in the measure of segment results:
Unallocated finance cost . . . . . . . . . . . . . . . . . . . . . . N/A N/A N/A 11,131
Income tax expense (credit) . . . . . . . . . . . . . . . . . . . . 5,760 (1,038) 10,493 15,215

Note: Non-current assets consist of property, plant and equipment, and intangible assets.

General
hospital
services

Hospital
management

services

Supply
chain

business Total

RMB’000 RMB’000 RMB’000 RMB’000
For the six months ended 30 June 2013
External revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . 214,692 9,861 195,139 419,692
Inter-segment revenue . . . . . . . . . . . . . . . . . . . . . . . . — — 53,165 53,165

Segment revenue. . . . . . . . . . . . . . . . . . . . . . . . . . . . 214,692 9,861 248,304 472,857

Eliminations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (53,165)
Combined revenue . . . . . . . . . . . . . . . . . . . . . . . . . . 419,692

Segment results. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16,334 2,503 64,165 83,002
Unallocated finance cost . . . . . . . . . . . . . . . . . . . . . . (9,500)
Unallocated expenses . . . . . . . . . . . . . . . . . . . . . . . . . (3,341)

Profit before tax . . . . . . . . . . . . . . . . . . . . . . . . . . . 70,161

As at 30 June 2013
Segment assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 601,800 618,754 261,484 1,482,038
Elimination of inter-segment receivables . . . . . . . . . . . . (297,638)

Combined assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,184,400

Segment liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . 122,668 655,678 124,002 902,348
Borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200,000
Elimination of inter-segment payables . . . . . . . . . . . . . . (297,638)

Combined liabilities . . . . . . . . . . . . . . . . . . . . . . . . . 804,710

Other segment information
Amounts included in the measure of segment results or

segment assets:
Addition to non-current assets (Note) . . . . . . . . . . . . . 8,641 41 104 8,786
Depreciation and amortization . . . . . . . . . . . . . . . . . 11,991 7,066 85 19,142
Gain on disposal of property, plant and equipment, net . (18) — — (18)
Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . (365) (3,237) (405) (4,007)
Segment finance cost. . . . . . . . . . . . . . . . . . . . . . . . 2,031 — — 2,031

Amounts regularly provided to the CODM but not
included in the measure of segment results:

Unallocated finance cost . . . . . . . . . . . . . . . . . . . . . . . N/A N/A N/A 9,500
Income tax expense (credit) . . . . . . . . . . . . . . . . . . . . . 4,089 (2,416) 16,072 17,745

Note: Non-current assets consist of property, plant and equipment, and intangible assets.

APPENDIX I ACCOUNTANTS’ REPORT

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

I-27



Segment revenue reported above represents revenue generated from both external and inter-segment

customers. During the [●], the inter-segment transactions are charged at regulated price for the sales of

pharmaceutical, medical devices and consumables.

The accounting policies of the operating segments are the same as the Group’s accounting policies described

in Note 4. Segment results represent the profit before tax earned by each segment, without allocation of certain

finance cost and corporate expenses not directly related to the respective segment, which represents the internally

generated financial information regularly reviewed by the CODM. This is the measure reported to the CODM for the

purposes of resource allocation and assessment of segment performance.

For the purposes of monitoring segment performances and allocating resources between segments, all assets

are allocated to operating segments; and all liabilities are allocated to operating segments other than borrowings.

Income tax expenses have been allocated among the segments as additional information regularly provided

to the management but not included in the measure of segment result while the relevant tax payables have been

allocated into the segment liabilities.

Geographical information

No geographical information is presented as all of the Group’s revenue is derived from activities in the PRC,

and all of the Group’s operations and non-current assets are located in the PRC.

Information about major customers

Revenue from the customers, including revenue from hospital management services and supply chain business

(details of the major customers’ revenue by segment are disclosed in Note 8) contributing over 10% of the total

revenue of the Group during the [●] is as follows:

For the year ended 31 December
For the six months ended

30 June

2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

RMB’000

Beijing Yan Hua Hospital (“Yan Hua

Hospital”) . . . . . . . . . . . . . . . . . . 105,285 176,223 193,243 76,940 83,472

Beijing Jing Mei Hospital Group (“Jing

Mei Hospital”) . . . . . . . . . . . . . . . N/A* N/A* 122,245 41,329 82,564

* Jing Mei Hospital did not contribute over 10% of the total revenue of the Group for the years ended 31

December 2010 and 2011.
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8. IOT ARRANGEMENTS

The Group entered into IOT agreements with the contributors of IOT Hospitals, including Yan Hua Hospital,

Jing Mei Hospital, Beijing Mentougou Hospital (“Mentougou Hospital”) and Beijing Mentougou Traditional Chinese

Medicine Hospital (“Mentougou TCM Hospital”). Pursuant to the IOT agreements, the Group paid (i) investment

amounts to the IOT Hospitals that will be repaid back to the Group (the “Repayable Investment Amounts”) or (ii)

investment amounts to the contributors of the IOT Hospitals that will not be returned to the Group in return for the

operating rights of the IOT Hospitals over periods ranging from 19 to 48 years, subject to other conditions set out

in the IOT agreements. Under the IOT agreements, the Group operates and provides management services to the IOT

Hospitals and derives management fee based on pre-set formulas set out in the IOT agreements.

(i) The amount of management fee received/receivable by the Group and revenue derived from supply chain

business to the IOT Hospitals during the [●] are as follows:

For the year ended 31 December 2010

Hospital
management

services

Supply
chain

business Total

RMB’000 RMB’000 RMB’000

Yan Hua Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16,348 88,937 105,285

For the year ended 31 December 2011

Hospital
management

services

Supply
chain

business Total

RMB’000 RMB’000 RMB’000

Yan Hua Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,995 158,228 176,223

Mentougou Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,417 7,759 9,176

Jing Mei Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 92 92

19,412 166,079 185,491

For the year ended 31 December 2012

Hospital
management

services

Supply
chain

business Total

RMB’000 RMB’000 RMB’000

Yan Hua Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22,626 170,617 193,243

Mentougou Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,438 31,803 37,241

Jing Mei Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,213 110,032 122,245

Mentougou TCM Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . — 2,194 2,194

40,277 314,646 354,923

For the six months ended 30 June 2012 (unaudited)

Hospital
management

services

Supply
chain

business Total

RMB’000 RMB’000 RMB’000

Yan Hua Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,357 70,583 76,940

Mentougou Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 972 13,738 14,710

Jing Mei Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,318 36,011 41,329

12,647 120,332 132,979
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For the six months ended 30 June 2013

Hospital
management

services

Supply
chain

business Total

RMB’000 RMB’000 RMB’000

Yan Hua Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,865 81,607 83,472

Mentougou Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,417 29,660 32,077

Jing Mei Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,579 76,985 82,564

Mentougou TCM Hospital . . . . . . . . . . . . . . . . . . . . . . . . . . . — 6,630 6,630

9,861 194,882 204,743

(ii) The amount of trade receivables with the IOT Hospitals and receivables from IOT Hospitals at the end of each

reporting period are as follows:

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Trade receivables:

Yan Hua Hospital . . . . . . . . . . . . . . . . . . . . . . . . 40,253 75,066 56,831 36,005

Mentougou Hospital . . . . . . . . . . . . . . . . . . . . . . — 3,534 13,547 27,029

Jing Mei Hospital . . . . . . . . . . . . . . . . . . . . . . . . — 92 40,786 35,157

Mentougou TCM Hospital . . . . . . . . . . . . . . . . . . . — — 1,630 4,334

40,253 78,692 112,794 102,525

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Receivables from the IOT Hospitals:

Yan Hua Hospital . . . . . . . . . . . . . . . . . . . . . . . . — 11,916 16,133 17,008

Mentougou Hospital . . . . . . . . . . . . . . . . . . . . . . 25,147 29,039 27,842 29,450

Mentougou TCM Hospital . . . . . . . . . . . . . . . . . . . — — 11,123 10,291

25,147 40,955 55,098 56,749

Less: current portion included in prepayments and

other receivables (Note 25) . . . . . . . . . . . . . . (2,826) (4,812) (6,620) (6,353)

Non-current portion (Note 19) . . . . . . . . . . . . . . . . 22,321 36,143 48,478 50,396

(iii) The carrying amount of operating rights, classified as intangible assets (Note 18) at the end of each reporting

period are as follows:

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Yan Hua Hospital . . . . . . . . . . . . . . . . . . . . . . . . 67,579 110,998 124,281 122,822

Mentougou Hospital . . . . . . . . . . . . . . . . . . . . . . 40,583 44,458 42,775 41,620

Jing Mei Hospital . . . . . . . . . . . . . . . . . . . . . . . . — — 142,110 138,165

Mentougou TCM Hospital . . . . . . . . . . . . . . . . . . . — — 14,007 13,621

108,162 155,456 323,173 316,228
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(iv) The amount due to IOT Hospitals, included in amounts due to related parties, at the end of each reporting

period are as follows:

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Yan Hua Hospital . . . . . . . . . . . . . . . . . . . . . . . . 3,561 — — —

(v) Details of the IOT agreements

Yan Hua Hospital

On 1 February 2008, the Group entered into an IOT arrangement with Yan Hua Phoenix Healthcare Asset

Management Co., Ltd (北京燕化鳳凰醫療資產管理有限公司) (“Yan Hua Phoenix”) through a series of agreements and

supplementary agreements, (“Yan Hua IOT Agreements”) and obtained the operating right of Yan Hua Hospital

with a period of 48 years from 2008 to 2055. Pursuant to the Yan Hua IOT Agreements, the Group made (i)

investment amounts to the contributor amounting to RMB72 million in 2008, and (ii) Repayable Investment Amounts

to Yan Hua Hospital amounting to RMB57 million and RMB20 million in 2011 and 2012, respectively, under the total

commitment of the Repayable Investment Amounts of RMB150 million, which will be repaid to the Group in equal

annual installments during the tenure of the IOT arrangement.

Mentougou Hospital

On 30 July 2010, the Group entered into an IOT agreement with Mentougou District government of Beijing

(北京市門頭溝區政府), which is the contributor of Mentougou Hospital and obtained the operating right of

Mentougou Hospital with a period of 20 years from 2011 to 2030. Under the IOT agreement, the Group made

Repayable Investment Amounts to Mentougou Hospital amounting to RMB65 million and RMB10 million in 2010 and

2011, respectively, which will be repaid to the Group in equal annual installments during the tenure of the IOT

arrangement.

Jing Mei Hospital

In May 2011 and September 2012, the Group entered into an IOT agreement and supplementary agreements

with Jing Mei Group Co., Ltd (北京京煤集團有限責任公司) which is the contributor of Jing Mei Hospital, and obtained

the operating right of Jing Mei Hospital with a period of 19 years from 2012 to 2030. Under the IOT agreement, the

Group made an investment amount of RMB150 million to the contributor.

Mentougou TCM Hospital

On 6 June 2012, the Group entered into an IOT agreement with Mentougou District government of Beijing (北
京市門頭溝區政府), which is the contributor of Mentougou TCM Hospital with a period of 19 years from 2012 to 2030.

Under the IOT agreement, the Group made Repayable Investment Amounts of RMB25 million to Mentougou TCM

Hospital in 2012, which will be repaid to the Group in equal annual installments during the tenure of the IOT

arrangement.

9. OTHER INCOME

For the year ended 31 December
For the six months ended

30 June

2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

RMB’000

Fee income from suppliers (Note) . . . . — — 28,389 12,483 23,028
Interest and investment income on:

bank deposits . . . . . . . . . . . . . . . 363 689 594 440 237
short-term investments . . . . . . . . . 576 4,395 2,959 1,196 653
receivables from IOT Hospitals . . . . 730 2,270 4,361 2,162 3,117

Government grant. . . . . . . . . . . . . . 374 155 150 — —
Others . . . . . . . . . . . . . . . . . . . . . 692 777 1,131 530 510

2,735 8,286 37,584 16,811 27,545
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Note: On 10 January 2012, the Group entered into a one-year supply agreement with its supplier, Hong Hui

Pharmaceutical Co., Ltd. (紅惠醫藥有限公司) (“Hong Hui”), for the supply of pharmaceuticals to Jian Gong

Hospital, Yan Hua Hospital and Jing Mei Hospital. The agreement was renewed for one year on 27 December

2012 and additional renewed agreement was signed on 22 October 2013. Under the supply agreement,

Hong Hui arranged itself or other suppliers to supply pharmaceuticals to Jian Gong Hospital, Yan Hua

Hospital and Jing Mei Hospital through the supply chain subsidiaries of the Group or directly to these three

hospitals. In consideration of granting to Hong Hui the priority to supply pharmaceuticals to these three

hospitals, Hong Hui agrees to pay the Group an amount calculated based on a percentage of the total

pharmaceutical purchases made by Jian Gong Hospital, Yan Hua Hospital and Jing Mei Hospital (the

“Minimum Economic Benefit”). The fee income represents the difference between the amount of the

Minimum Economic Benefit and the gross profit generated by the Group from the sale of pharmaceuticals

to the three hospitals. The fee income was received/receivable from Hong Hui or from other suppliers as

arranged by Hong Hui.

10. OTHER GAINS AND LOSSES

For the year ended 31 December
For the six months ended

30 June

2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

(Loss)/gain and write-off on disposal
of property, plant and equipment . . (307) (13) 236 236 18

Foreign exchange loss . . . . . . . . . . . — — — — (470)

(307) (13) 236 236 (452)

11. FINANCE COSTS

For the year ended 31 December
For the six months ended

30 June

2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

RMB’000

Interests on borrowings
wholly repayable within five years . . 1,869 11,761 13,046 5,299 11,136
not wholly repayable within five

years . . . . . . . . . . . . . . . . . . . . — — 837 — —
Guarantee fee for borrowings . . . . . . 1,128 7,097 10,022 5,832 —
Interest on finance leases . . . . . . . . . — — 474 — 395

2,997 18,858 24,379 11,131 11,531

12. INCOME TAX EXPENSE

Income tax expense recognized in profit or loss:

For the year ended 31 December
For the six months ended

30 June

2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

RMB’000

Current tax:
PRC enterprise income tax (“EIT”) . . . 16,003 20,274 37,415 15,966 19,386
Deferred tax (Note 21) . . . . . . . . . . . 20 (57) (871) (751) (1,641)

Total income tax recognized in profit
or loss . . . . . . . . . . . . . . . . . . . . 16,023 20,217 36,544 15,215 17,745
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The PRC subsidiaries of the Group are subject to EIT at 25% for the [●].

No provision for Hong Kong Profits Tax has been made as the Group did not have assessable profits subject

to Hong Kong Profits Tax during the [●].

The tax charge for the [●] can be reconciled to the profit before tax per the combined statement of profit or

loss and other comprehensive income as follows:

For the year ended 31 December
For the six months ended

30 June

2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

RMB’000

Profit before tax . . . . . . . . . . . . . . . 65,032 78,718 147,278 61,579 70,161

Tax calculated at statutory tax rates of

25%. . . . . . . . . . . . . . . . . . . . . . 16,258 19,680 36,820 15,394 17,540

Tax effect of expenses not deductible

for tax purposes . . . . . . . . . . . . . . 228 692 64 23 424

Others . . . . . . . . . . . . . . . . . . . . . (463) (155) (340) (202) (219)

Income tax expense . . . . . . . . . . . . . 16,023 20,217 36,544 15,215 17,745

13. PROFIT FOR THE YEAR/PERIOD

The Group’s profit for the year has been arrived at after charging:

For the year ended 31 December
For the six months ended

30 June

2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

RMB’000

Depreciation of property, plant and

equipment . . . . . . . . . . . . . . . . . 16,057 14,707 20,325 11,143 10,466

Amortization of lease prepayment for

land use right . . . . . . . . . . . . . . . — 2,308 3,463 1,731 1,731

Amortization of intangible assets

(included in cost of sales and

services) . . . . . . . . . . . . . . . . . . . 1,516 3,168 12,376 6,058 6,945

Total depreciation and amortization . . 17,573 20,183 36,164 18,932 19,142

Cost of inventories recognized as

expense . . . . . . . . . . . . . . . . . . . 235,281 309,308 437,209 196,517 275,759

Operating lease rentals in respect of

rented premises . . . . . . . . . . . . . . 614 504 703 307 1,332

Directors’ emoluments (Note 14) . . . . 531 3,294 4,532 2,068 2,854

Other staff cost

Salaries and other allowances . . . . . 50,269 61,277 77,802 33,571 41,955

Retirement benefit contributions. . . 3,433 3,828 4,796 2,072 2,573

Total staff costs . . . . . . . . . . . . . . . 54,233 68,399 87,130 37,711 47,382

Auditor’s remuneration . . . . . . . . . . 256 503 1,015 211 665

Expenses in relation to the [●]

(included in other expenses) . . . . . . — — — — 1,834
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14. EMOLUMENTS OF DIRECTORS

The Directors’ emoluments for the [●] are as follows:

For the year ended 31 December 2010

Directors’ fee
Salaries and
allowances

Retirement
benefit
scheme

contributions Total

RMB’000 RMB’000 RMB’000 RMB’000

Executive Directors:

Mr. Liang Hongze (梁洪澤先生) . . . . . . . . . . . — 158 12 170

Ms. Xu Jie (徐捷女士) . . . . . . . . . . . . . . . . . — 227 12 239

Mr. Zhang Liang (張亮先生) . . . . . . . . . . . . . — — — —

Mr. Xu Zechang (徐澤昌先生) . . . . . . . . . . . . — — — —

Mr. Jiang Tianfan (江天帆先生) . . . . . . . . . . . — 110 12 122

Non-executive Directors:

Mr. Yang Huisheng (楊輝生先生) . . . . . . . . . . — — — —

Mr. Zhu Zhongyuan (朱忠遠先生) . . . . . . . . . — — — —

Independent non-executive Directors:

Mr. Kwong Kwok Kong (鄺國光先生) . . . . . . . — — — —

Ms. Cheng Hong (程紅女士) . . . . . . . . . . . . . — — — —

Mr. Wang Bing (王冰先生) . . . . . . . . . . . . . . — — — —

Mr. Sun Jianhua (孫建華先生) . . . . . . . . . . . . — — — —

— 495 36 531

For the year ended 31 December 2011

Directors’ fee
Salaries and
allowances

Retirement
benefit
scheme

contributions Total

RMB’000 RMB’000 RMB’000 RMB’000

Executive Directors:

Mr. Liang Hongze (梁洪澤先生) . . . . . . . . . . . — 235 13 248

Ms. Xu Jie (徐捷女士) . . . . . . . . . . . . . . . . . — 2,885 13 2,898

Mr. Zhang Liang (張亮先生) . . . . . . . . . . . . . — — — —

Mr. Xu Zechang (徐澤昌先生) . . . . . . . . . . . . — — — —

Mr. Jiang Tianfan (江天帆先生) . . . . . . . . . . . — 135 13 148

Non-executive Directors:

Mr. Yang Huisheng (楊輝生先生) . . . . . . . . . . — — — —

Mr. Zhu Zhongyuan (朱忠遠先生) . . . . . . . . . — — — —

Independent non-executive Directors:

Mr. Kwong Kwok Kong (鄺國光先生) . . . . . . . — — — —

Ms. Cheng Hong (程紅女士) . . . . . . . . . . . . . — — — —

Mr. Wang Bing (王冰先生) . . . . . . . . . . . . . . — — — —

Mr. Sun Jianhua (孫建華先生) . . . . . . . . . . . . — — — —

— 3,255 39 3,294
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For the year ended 31 December 2012

Directors’ fee
Salaries and
allowances

Retirement
benefit
scheme

contributions Total

RMB’000 RMB’000 RMB’000 RMB’000

Executive Directors:

Mr. Liang Hongze (梁洪澤先生) . . . . . . . . . . . — 357 14 371

Ms. Xu Jie (徐捷女士) . . . . . . . . . . . . . . . . . — 3,946 14 3,960

Mr. Zhang Liang (張亮先生) . . . . . . . . . . . . . — — — —

Mr. Xu Zechang (徐澤昌先生) . . . . . . . . . . . . — — — —

Mr. Jiang Tianfan (江天帆先生) . . . . . . . . . . . — 187 14 201

Non-executive Directors:

Mr. Yang Huisheng (楊輝生先生) . . . . . . . . . . — — — —

Mr. Zhu Zhongyuan (朱忠遠先生) . . . . . . . . . — — — —

Independent non-executive Directors:

Mr. Kwong Kwok Kong (鄺國光先生) . . . . . . . — — — —

Ms. Cheng Hong (程紅女士) . . . . . . . . . . . . . — — — —

Mr. Wang Bing (王冰先生) . . . . . . . . . . . . . . — — — —

Mr. Sun Jianhua (孫建華先生) . . . . . . . . . . . . — — — —

— 4,490 42 4,532

For the six months ended 30 June 2012 (unaudited)

Directors’ fee
Salaries and
allowances

Retirement
benefit
scheme

contributions Total

RMB’000 RMB’000 RMB’000 RMB’000

Executive Directors:

Mr. Liang Hongze (梁洪澤先生) . . . . . . . . . . . — 120 7 127

Ms. Xu Jie (徐捷女士) . . . . . . . . . . . . . . . . . — 1,867 7 1,874

Mr. Zhang Liang (張亮先生) . . . . . . . . . . . . . — — — —

Mr. Xu Zechang (徐澤昌先生) . . . . . . . . . . . . — — — —

Mr. Jiang Tianfan (江天帆先生) . . . . . . . . . . . — 60 7 67

Non-executive Directors:

Mr. Yang Huisheng (楊輝生先生) . . . . . . . . . . — — — —

Mr. Zhu Zhongyuan (朱忠遠先生) . . . . . . . . . — — — —

Independent non-executive Directors:

Mr. Kwong Kwok Kong (鄺國光先生) . . . . . . . — — — —

Ms. Cheng Hong (程紅女士) . . . . . . . . . . . . . — — — —

Mr. Wang Bing (王冰先生) . . . . . . . . . . . . . . — — — —

Mr. Sun Jianhua (孫建華先生) . . . . . . . . . . . . — — — —

— 2,047 21 2,068
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For the six months ended 30 June 2013

Directors’ fee
Salaries and
allowances

Retirement
benefit
scheme

contributions Total

RMB’000 RMB’000 RMB’000 RMB’000

Executive Directors:

Mr. Liang Hongze (梁洪澤先生) . . . . . . . . . . . — 320 8 328

Ms. Xu Jie (徐捷女士) . . . . . . . . . . . . . . . . . — 2,070 8 2,078

Mr. Zhang Liang (張亮先生) . . . . . . . . . . . . . — 240 — 240

Mr. Xu Zechang (徐澤昌先生) . . . . . . . . . . . . — — — —

Mr. Jiang Tianfan (江天帆先生) . . . . . . . . . . . — 200 8 208

Non-executive Directors:

Mr. Yang Huisheng (楊輝生先生) . . . . . . . . . . — — — —

Mr. Zhu Zhongyuan (朱忠遠先生) . . . . . . . . . — — — —

Independent non-executive Directors:

Mr. Kwong Kwok Kong (鄺國光先生) . . . . . . . — — — —

Ms. Cheng Hong (程紅女士) . . . . . . . . . . . . . — — — —

Mr. Wang Bing (王冰先生) . . . . . . . . . . . . . . — — — —

Mr. Sun Jianhua (孫建華先生) . . . . . . . . . . . . — — — —

— 2,830 24 2,854

Note: Mr. Liang Hongze is also the chief executive of the Group and his emoluments disclosed above include those

for services rendered by him as the chief executive.

On 28 February 2013, Mr. Liang Hongze and Mr. Jiang Tianfan were appointed as the directors of the

Company. The other members will be appointed before [●]. The salaries and allowances of Mr. Xu Zechang

of RMB180,000, RMB180,000, RMB280,000, RMB90,000 (unaudited) and RMB189,000 was paid by Yan Hua

Hospital for the years ended 31 December 2010, 2011 and 2012 and the six months ended 30 June 2012 and

2013, respectively.

During the [●], no directors waived or agreed to waive any emoluments, and no emoluments were paid by the

Group to the Directors as an inducement to join or upon joining the Group or as compensation for loss of office.
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Of the five individuals with the highest emoluments in the Group, one was the director of the Company for

the years ended 31 December 2010, 2011 and 2012, and the six months ended 30 June 2012, and two were directors

of the company for the six months ended 30 June 2013 whose emoluments are included in the disclosures above. The

emoluments of the remaining individuals for the [●] were as follows:

For the year ended 31 December
For the six months ended

30 June

2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

RMB’000

Salaries and allowances . . . . . . . . . . 999 1,223 1,640 706 796

Contributions to retirement benefits

schemes . . . . . . . . . . . . . . . . . . . 18 39 31 43 49

1,017 1,262 1,671 749 845

The number of highest paid employees whose remuneration fell within the following band is as follows:

For the year ended 31 December
For the six months ended

30 June

2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

RMB’000

HK$ nil to HK$1,000,000. . . . . . . . . . 4 4 4 4 3

15. EARNINGS PER SHARE

No earnings per share information is presented as such information is not meaningful having regard to the

purpose of this report and the result of the group during the [●] are presented on combined basis as set out in Note

2.

16. DIVIDENDS

No dividend has been paid or declared by any group entities during the [●].
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17. PROPERTY, PLANT AND EQUIPMENT

Buildings
Leasehold

Improvement
Medical

equipment
Motor

vehicles
Office

equipment
Construction

in progress Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

COST
At 1 January 2010 . . . . . 70,945 13,573 64,990 2,577 4,229 2,400 158,714
Additions . . . . . . . . . — — 6,351 453 975 7,486 15,265
Transfer . . . . . . . . . . — 4,837 — — — (4,837) —
Disposals . . . . . . . . . . (468) — (2,382) (1) (489) — (3,340)

At 31 December 2010 . . . 70,477 18,410 68,959 3,029 4,715 5,049 170,639
Additions . . . . . . . . . — — 7,783 365 2,263 7,065 17,476
Transfer . . . . . . . . . . — 3,055 — — — (3,055) —
Disposals . . . . . . . . . . — — (3,064) — (82) — (3,146)

At 31 December 2011 . . . 70,477 21,465 73,678 3,394 6,896 9,059 184,969
Additions . . . . . . . . . — — 39,833 405 2,306 5,065 47,609
Transfer . . . . . . . . . . — 9,943 — — — (9,943) —
Disposals . . . . . . . . . . — — (6,192) (867) (221) — (7,280)

At 31 December 2012 . . . 70,477 31,408 107,319 2,932 8,981 4,181 225,298
Additions . . . . . . . . . — — 7,758 — 404 624 8,786
Transfer . . . . . . . . . . — — 11 — — (11) —
Disposals/write-off . . . . . — — (12,720) (1) (1,586) — (14,307)

At 30 June 2013 . . . . . . 70,477 31,408 102,368 2,931 7,799 4,794 219,777

ACCUMULATED
DEPRECIATION

At 1 January 2010 . . . . . 20,380 967 40,097 2,155 2,383 — 65,982
Charge for the year . . . . 4,423 1,484 9,235 162 753 — 16,057
Eliminated on disposals . . (141) — (2,375) (1) (410) — (2,927)

At 31 December 2010 . . . 24,662 2,451 46,957 2,316 2,726 — 79,112
Charge for the year . . . . 3,838 1,844 7,987 187 851 — 14,707
Eliminated on disposals . . — — (3,052) — (81) — (3,133)

At 31 December 2011 . . . 28,500 4,295 51,892 2,503 3,496 — 90,686
Charge for the year . . . . 4,712 2,512 11,811 264 1,026 — 20,325
Eliminated on disposals . . — — (6,179) (867) (189) — (7,235)

At 31 December 2012 . . . 33,212 6,807 57,524 1,900 4,333 — 103,776
Charge for the period . . . 1,997 1,496 6,155 153 665 — 10,466
Eliminated on

disposals/write-off . . . . — — (12,719) (1) (1,586) — (14,306)

At 30 June 2013 . . . . . 35,209 8,303 50,960 2,052 3,412 — 99,936

CARRYING AMOUNT
At 31 December 2010 . . . 45,815 15,959 22,002 713 1,989 5,049 91,527

At 31 December 2011 . . . 41,977 17,170 21,786 891 3,400 9,059 94,283

At 31 December 2012 . . . 37,265 24,601 49,795 1,032 4,648 4,181 121,522

At 30 June 2013 . . . . . . 35,268 23,105 51,408 879 4,387 4,794 119,841

Buildings are located in the PRC on a medium-term land use right, which was contributed to Jian Gong
Hospital by a non-controlling shareholder in May 2011 (see Note 20).

The above items of property, plant and equipment other than construction in progress are depreciated over
their useful lives, after taking into account the estimated residual value, on a straight-line basis:

Buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20 years

Leasehold improvement . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 – 10 years

Medical equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 – 8 years

Motor vehicles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 years

Office equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 – 5 years

As at 31 December 2012 and 30 June 2013, the carrying amount of medical equipment of RMB6,204,000 and
RMB7,764,000 respectively held under finance lease are pledged to secure the lease payments of the Group (see
Note 30).

As at 31 December 2012 and 30 June 2013, the carrying amount of medical equipment of RMB26,765,000 and
RMB22,667,000 respectively were pledged to secure a borrowing granted to the Group (see Note 31).
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The following is an analysis of the cost of plant, property and equipment which was fully depreciated but still

in use at end of each reporting period.

COST

RMB’000

At 31 December 2010. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28,701

At 31 December 2011. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33,417

At 31 December 2012. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41,261

At 30 June 2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35,073

As at 31 December 2010, 2011 and 2012 and 30 June 2013, the carrying amounts of buildings without

ownership certificates were approximately RMB21,312,000, RMB18,914,000, RMB26,373,000 and RMB25,965,000,

respectively.

18. INTANGIBLE ASSETS

The intangible assets of the Group represent operating rights under IOT agreements. The intangible assets

have finite useful lives, and are amortized on a straight-line basis over the operating period set out in the IOT

agreements which ranged from 19 to 48 years. Details of the operating rights under IOT agreements are disclosed

in Note 8.

For the year ended 31 December

For the six
months
ended

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Cost:

At beginning of the year/period . . . . . . . . . . . . . . 72,000 112,583 163,045 343,138

Additions:

Payments made to contributors . . . . . . . . . . . . . — — 150,000 —

Differences between the Repayable Investment

Amounts made to IOT Hospitals and the fair

value of the Repayable Investment Amounts

upon initial recognition (Note) . . . . . . . . . . . . 40,583 50,462 30,093 —

At the end of the year/period . . . . . . . . . . . . . . . . 112,583 163,045 343,138 343,138

Accumulated amortization:

At beginning of the year/period . . . . . . . . . . . . . . (2,905) (4,421) (7,589) (19,965)

Charge for the year/period . . . . . . . . . . . . . . . . . . (1,516) (3,168) (12,376) (6,945)

At the end of the year/period . . . . . . . . . . . . . . . . (4,421) (7,589) (19,965) (26,910)

Carrying amount at the end of the year/period. . . . . 108,162 155,456 323,173 316,228

Note: Since the Repayable Investment Amounts are part of the respective IOT arrangements which the Group has

been granted the operating rights of the IOT Hospitals in return, the differences between the Repayable

Investment Amounts to the IOT Hospitals and the fair value of the Repayable Investment Amounts

determined upon initial recognition are therefore accounted for as part of the IOT operating rights

classified as intangible assets, which subject to amortization charges to the cost of sales and services in the

combined statements of profit or loss and other comprehensive income over the operating period of the

respective IOT arrangements.
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19. RECEIVABLES FROM IOT HOSPITALS

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Receivables from the IOT Hospitals . . . . . . . . . . . . . 25,147 40,955 55,098 56,749

Less: current portion included in prepayments and

other receivables (Note 25) . . . . . . . . . . . . . . (2,826) (4,812) (6,620) (6,353)

Non-current portion . . . . . . . . . . . . . . . . . . . . . . 22,321 36,143 48,478 50,396

Pursuant to the IOT agreements and arrangements as disclosed in Note 8, the Group made the Repayable

Investment Amounts to the IOT Hospitals in return for the operating rights of the IOT Hospitals over a tenure

ranging from 19 to 48 years. These Repayable Investment Amounts are interest free and will be repaid to the Group

in equal annual installments during the tenure of the IOT arrangements. The carrying amount of these interest free

Repayable Investment Amounts made by the Group to IOT Hospitals that will be repaid back to the Group is

recorded as Receivables from IOT Hospitals and was measured at fair value upon initial recognition and

subsequently carried at amortized cost using the effective interest method by the management of the Group with

effective interest rate at 11% per annum over the operating period of the respective IOT arrangements.

Details of the Repayable Investment Amounts made to each of the IOT Hospitals are set out in Note 8.

20. LEASE PREPAYMENTS FOR LAND USE RIGHT

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Cost:

At beginning of the year/period . . . . . . . . . . . . . . — — 170,552 170,552

Addition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 170,552 — —

At the end of the year/period . . . . . . . . . . . . . . . . — 170,552 170,552 170,552

Accumulated amortization:

At beginning of the year/period . . . . . . . . . . . . . . — — (2,308) (5,771)

Charge for the year/period . . . . . . . . . . . . . . . . . . — (2,308) (3,463) (1,731)

At the end of the year/period . . . . . . . . . . . . . . . . — (2,308) (5,771) (7,502)

Carrying amount at the end of the year/period. . . . . — 168,244 164,781 163,050

Analyze for reporting purpose as:

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Current portion included in prepayments and other

receivables (Note 25). . . . . . . . . . . . . . . . . . . . . — 3,463 3,463 3,463

Non-current portion . . . . . . . . . . . . . . . . . . . . . . — 164,781 161,318 159,587

— 168,244 164,781 163,050

The leasehold land with the land use right is held under medium-term leases and is situated in the PRC. In May

2011, the land use right was contributed by a non-controlling shareholder of Jian Gong Hospital, Beijing

Construction Engineering Group, as a non-cash capital injection and was amortized over the remaining lease term

of 49.3 years. The amount of the land use right is determined as the appraised value by a Chinese Certified Public

Valuer, Beijing Tengqi Certified Public Valuators Co., Ltd (北京騰騏資產評估有限公司), located at 81 Zizhuyuan Road,

Haidian District, Beijing, PRC, with the valuation report “Jing Teng Ping Bao Zi (京騰評報字) (2010) No. 020”.
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21. DEFERRED TAX ASSETS

The movements of the Group’s deferred tax assets during the [●] are as follows:

Accrued
expenses Tax losses Total

RMB’000 RMB’000 RMB’000
At 1 January 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250 — 250
Charge to profit or loss . . . . . . . . . . . . . . . . . . . . . . . . (20) — (20)

At 31 December 2010. . . . . . . . . . . . . . . . . . . . . . . . . . 230 — 230
Credit to profit or loss . . . . . . . . . . . . . . . . . . . . . . . . . 57 — 57

At 31 December 2011. . . . . . . . . . . . . . . . . . . . . . . . . . 287 — 287
Credit to profit or loss . . . . . . . . . . . . . . . . . . . . . . . . . 871 — 871

At 31 December 2012. . . . . . . . . . . . . . . . . . . . . . . . . . 1,158 — 1,158
(Charge) Credit to profit or loss . . . . . . . . . . . . . . . . . . . (477) 2,118 1,641

At 30 June 2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 681 2,118 2,799

At 30 June 2013, the Group has unused tax loss of RMB8,472,000 available for offset against future profits of

which deferred tax assets have been recognised.

22. INVESTMENT IN A SUBSIDIARY

The Company

As at 30 June
2013

RMB’000

Unlisted share, at cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —

Investment cost represents the investment cost in Unison Champ of US$1.

23. INVENTORIES

As at 31 December As at 30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
Pharmaceuticals . . . . . . . . . . . . . . . . . . . . . 19,606 19,884 30,936 24,577
Medical devices and consumables . . . . . . . . . . 2,661 3,316 4,137 5,672

22,267 23,200 35,073 30,249

24. TRADE RECEIVABLES

The Group allows a credit period of approximately 60 days for the general hospital service to the patients

which is due from medical insurance program, 60 days to 120 days for the sales of pharmaceutical, medical devices

and consumables to the IOT Hospitals, and 90 days to 180 days for the hospital management services to the IOT

Hospitals, after issuing the invoice. The following is an aged analysis of trade receivables presented based on the

invoice date.

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
Unbilled or within 60 days . . . . . . . . . . . . . . 20,100 20,219 64,907 92,654
61 to 180 days . . . . . . . . . . . . . . . . . . . . . . — 3,626 18,103 17,864

20,100 23,845 83,010 110,518
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Trade receivables disclosed above were neither past due nor impaired. Based on past experience, management

believes that no impairment allowance is necessary in respect of these balances as there has not been a significant

change in credit quality and the balances are still considered fully recoverable.

In determining the recoverability of trade receivables, the Group considers any change in the credit quality of

the trade receivables from the date that credit were initially granted up to the end of each reporting period. The

Group’s exposure to the concentration of credit risk is disclosed in Note 41.

25. PREPAYMENTS AND OTHER RECEIVABLES

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Current portion of receivables from IOT

Hospitals. . . . . . . . . . . . . . . . . . . . . . . . . 2,826 4,812 6,620 6,353

Current portion of lease prepayment for land

use right. . . . . . . . . . . . . . . . . . . . . . . . . — 3,463 3,463 3,463

Prepaid value-added tax . . . . . . . . . . . . . . . . 2,487 3,495 4,955 5,636

Others . . . . . . . . . . . . . . . . . . . . . . . . . . . 613 1,929 1,685 1,079

5,926 13,699 16,723 16,531

26. SHORT-TERM INVESTMENTS

As at 31 December 2010, 2011 and 2012 and 30 June 2013, the Group’s short-term investments mainly

represent investments in financial products operated by banks, with expected annual return ranging from 1.65% to

4.2% p.a. which have been designated at fair value through profit or loss. The short-term investments as at 31

December 2010, 2011 and 2012 and 30 June 2013 were matured in January and February 2011, January to March

2012, January 2013 and July 2013, respectively.

There were no significant changes in the counterparties’ credit risk and therefore there were no significant

gains or losses attributed to changes in credit risk for these financial assets designated at fair value through profit

or loss during the [●].

27. BANK BALANCES AND CASH

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Cash and bank balances denominated in:

– RMB . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74,675 330,988 113,124 112,730

– USD . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 15,516

74,675 330,988 113,124 128,246

Bank balances carried interest at market rates which range from 0.36% to 0.50% p.a. over the [●].

The bank balances denominated in RMB were deposited with banks in the PRC and the conversion of such

balances into foreign currencies is subject to the rules and regulations of foreign exchange control promulgated by

the PRC government.
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28. TRADE PAYABLES

Trade payables are non-interest bearing and are normally granted a credit term of 0 to 90 days. An aged

analysis of the Group’s trade payables, as at the end of each reporting period, based on the date of delivering of

goods, is as follows:

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
Within 60 days . . . . . . . . . . . . . . . . . . . . . . 68,666 67,508 105,069 100,048
61-180 days . . . . . . . . . . . . . . . . . . . . . . . . 7,405 16,371 16,844 19,596
181 days-1 year. . . . . . . . . . . . . . . . . . . . . . 933 2,832 278 2,500
1-2 years . . . . . . . . . . . . . . . . . . . . . . . . . . 634 3,420 60 —

77,638 90,131 122,251 122,144

29. OTHER PAYABLES

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
Staff cost payables . . . . . . . . . . . . . . . . . . . 10,326 13,146 18,837 15,053
Deposits from suppliers . . . . . . . . . . . . . . . . — — 12,350 14,650
Deposits for capital injection from a new

investor in Beijing Phoenix . . . . . . . . . . . . 7,500 — — —
Payable for acquisition of the non-controlling

interests (Note i) . . . . . . . . . . . . . . . . . . . — — 7,115 7,115
Deposits from patients . . . . . . . . . . . . . . . . . 4,078 3,624 4,571 6,547
Other PRC tax payable . . . . . . . . . . . . . . . . . 2,822 2,419 3,412 3,611
Payable for purchase of property, plant and

equipment . . . . . . . . . . . . . . . . . . . . . . . 6,885 1,696 2,279 2,332
Retirement benefit obligations (Note 32) . . . . . 1,539 2,136 1,895 1,878
Interest payable . . . . . . . . . . . . . . . . . . . . . 588 588 611 —
Payable for acquisition of equity interest in

Beijing Phoenix (Note ii) . . . . . . . . . . . . . . — — — 32,594
Others . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,842 4,901 2,703 3,762

37,580 28,510 53,773 87,542

Note i: The amount represents the payable due to the non-controlling shareholder for the acquisition of the

non-controlling interests on 27 June 2012. The balance is unsecured, non-interest-bearing, and repayable

on demand.

Note ii: From 9 April 2013 to 3 June 2013, the Company through Phoenix International and Star Target acquired

100% equity interest in Beijing Phoenix from its then shareholders as mentioned in note 2.

The amount represents the payable due to the those shareholders, who are not the shareholders of the

Company, which were fully settled by the Group in July 2013.

30. OBLIGATION UNDER FINANCE LEASES

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
Analysis for reporting purpose as
Current portion . . . . . . . . . . . . . . . . . . . . . — — 1,077 1,529
Non-current portion . . . . . . . . . . . . . . . . . . — — 4,904 6,265

— — 5,981 7,794
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The Group has leased certain of its medical equipment under finance lease. All of the lease term is 6 years.

Interest rate underlying all obligations under finance leases is fixed at respective contract dates ranging from

10.64% per annum (“p.a.”) to 10.94% p.a. and 10.64% p.a. to 11.29% p.a. as at 31 December 2012 and 30 June 2013,

respectively. The rights to the leased assets are reverted the lessor in the event of default of the lease obligations

by the Group. All these finance lease contracts were early terminated on 19 August 2013, and the remaining balance

of all obligations under finance leases as at 30 June 2013 were fully settled on the same date.

Minimum lease payments
Present value of minimum lease

payments

As at 31 December
As at

30 June As at 31 December
As at

30 June

2010 2011 2012 2013 2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Within one year . . . . . . . . . — — 1,151 1,636 — — 1,077 1,529

In more than one year but

not more than two years . . — — 1,307 1,845 — — 1,100 1,549

In more than two year but

not more than five years . . — — 4,855 6,792 — — 3,299 4,555

In more than five years . . . . — — 1,114 560 — — 505 161

Subtotal . . . . . . . . . . . . . . 8,427 10,833 — — 5,981 7,794

Less: future finance charges . — — (2,446) (3,039)

Present value of minimum

lease payments . . . . . . . . — — 5,981 7,794

31. BORROWINGS

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Secured borrowings, fixed rate . . . . . . . . . . . 200,000 200,000 233,074 231,765

Carrying amount repayable:

Within one year . . . . . . . . . . . . . . . . . . . — 200,000 5,803 6,274

More than one year, but not exceeding two

years . . . . . . . . . . . . . . . . . . . . . . . . . . 200,000 — 206,173 206,604

More than two year, but not exceeding five

years . . . . . . . . . . . . . . . . . . . . . . . . . . — — 19,770 18,887

More than five years . . . . . . . . . . . . . . . . . — — 1,328 —

200,000 200,000 233,074 231,765

Less: amounts due within one year shown

under current liability . . . . . . . . . . . . . . — (200,000) (5,803) (6,274)

Amount due after one year. . . . . . . . . . . . . . 200,000 — 227,271 225,491

The effective interest rates, which are also equal to contracted interest rates, per annum at the respective

reporting dates, are as follows:

As at 31 December
As at

30 June

2010 2011 2012 2013

% % % %

Effective interest rate . . . . . . . . . . . . . . . . . 5.800 5.800 9.850 9.850

As at 31 December 2010 and 2011, the balance represented borrowing from Jilin Trust Co., Ltd (吉林信託有限
責任公司) which was guaranteed by CITIC Trust Co., Ltd (中信信託有限責任公司) (“CITIC Trust”), with the guarantee fee

at 3.5% p.a. and 6% p.a. of the principal amount, respectively. The borrowing was fully settled in October 2012.
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As at 31 December 2012 and 30 June 2013, the borrowing from CITIC Trust of RMB200,000,000 was secured by

53.51% equity interest in Jian Gong Hospital.

As at 31 December 2012 and 30 June 2013, the remaining balance of the borrowing of RMB33,074,000 and

RMB31,765,000 from China Hua Rong Financial Leasing Co., Ltd (華融金融租賃股份有限公司) (“Hua Rong”) which was

secured by the medical equipment of the Group with carrying amount of RMB26,765,000 and RMB22,667,000 at 31

December 2012 and 30 June 2013 respectively. In 2012, the Group entered into a sale and leaseback transaction with

Hua Rong on certain medical equipment with sale proceeds of RMB33,616,000. In accordance with the lease

agreement, the term of the lease is 6 years and the Group has the option to purchase the assets at a nominal

consideration at the end of the lease term. The effective interest rate underlying the borrowing is at 8.96% p.a.. The

arrangement does not in substance involve a lease and the proceeds are recognized as collateralized borrowings.

On 19 August 2013, the lease agreement was early terminated, and the remaining balance of the borrowing as at

30 June 2013 was fully settled on the same date.

32. RETIREMENT BENEFIT OBLIGATIONS

32.1 Defined contribution plans

The PRC employees of the Group are members of a state-managed retirement benefit plan operated by the

government of the PRC. The PRC subsidiaries of the Company are required to contribute a specified percentage of

payroll costs to the retirement benefit plan to fund the employee benefits. The only obligation of the Group with

respect to the retirement benefit plan is to make the specified contributions. The retirement benefit cost charged

to profit or loss for the years ended 31 December 2010, 2011 and 2012 and the six months ended 30 June 2012 and

2013 amounts to RMB3,469,000, RMB3,867,000, RMB4,838,000, RMB2,093,000 (unaudited) and RMB2,597,000,

respectively.

32.2 Defined benefit plans

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Total estimated benefit payable to retired

staffs . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,128 12,589 10,453 9,151

Less: Amounts due within one year included in

other payable (Note 29) . . . . . . . . . . . . (1,539) (2,136) (1,895) (1,878)

Amounts due after 12 months . . . . . . . . . . . . 12,589 10,453 8,558 7,273

Pursuant to the agreement with Beijing Construction Engineering Group upon the reform of Jian Gong

Hospital in 2003, the Group operated a defined benefit plan for 35 retirees. Under the plan, the retirees are entitled

to a certain medical insurance and funeral compensation until death.

The plan exposes the Group to longevity risk. The present value of the defined benefit plan liability is

calculated by reference to the best estimate of the mortality of plan participants. An increase in the life expectancy

of the plan participants will increase the plan’s liability.

The principal assumption used for the purposes of the valuation was as follows:

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Discount rate . . . . . . . . . . . . . . . . . . . . . . . 3.85% 3.85% 3.85% 3.85%

Expected rate of the average per capital

disposable income growth . . . . . . . . . . . . . 4.50% 4.50% 4.50% 4.50%

Average longevity at retirement age for

current pensioners . . . . . . . . . . . . . . . . . . 84 85 87 87
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Movement in the present value of the defined benefit obligation during the [●] were as follows:

For the year ended 31 December

For the six
months
ended

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

At beginning of the year/period . . . . . . . . . . 15,253 14,128 12,589 10,453

Benefit paid . . . . . . . . . . . . . . . . . . . . . . . . (1,125) (1,539) (2,136) (1,302)

At the end of the year/period . . . . . . . . . . . . 14,128 12,589 10,453 9,151

Significant assumptions for the determination of the defined obligation are discount rate, expected average

per capital disposable income and mortality. The sensitivity analyzes below have been determined based on

reasonably possible changes of the respective assumptions occurring at the end of each reporting period, while

holding all other assumptions constant.

If the discount rate is higher (lower) by 1%, the defined benefit obligation would decrease (increase) by

RMB712,000 (RMB774,000), RMB640,000 (RMB817,000), RMB447,000 (RMB934,000) and RMB273,000 (RMB1,040,000)

for the years ended 31 December 2010, 2011 and 2012 and for the six months ended 30 June 2013, respectively;

If the expected average per capital disposable income growth increases (decreases) by 1%, the defined benefit

obligation would decrease (increase) by RMB322,000 (RMB301,000), RMB379,000 (RMB244,000), RMB535,000

(RMB88,000) and RMB626,000 (RMB30,000) for the years ended 31 December 2010, 2011 and 2012 and for the six

months ended 30 June 2013, respectively;

If the average longevity at retirement age for current pensioners increases (decreases) by one year for retirees,

the defined benefit obligation would increase (decrease) by RMB1,533,000 (RMB1,394,000), RMB1,947,000

(RMB1,336,000), RMB2,601,000 (RMB890,000) and RMB2,351,000 (RMB698,000) for the years ended 31 December

2010, 2011 and 2012 and for the six months ended 30 June 2013, respectively;

The sensitivity analysis presented above may not be representative of the actual change in the defined benefit

obligation as it is unlikely that the change in assumptions would occur in isolation of one another as some of the

assumptions may be correlated.

As at 31 December 2010, 2011 and 2012 and 30 June 2013, the Group is expected to make payment of

RMB1,539,000, RMB2,136,000, RMB1,895,000 and RMB1,878,000 under the defined benefit plan in the next twelve

months from the end of each reporting period.
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33. NON-WHOLLY OWNED SUBSIDIARY

The table below shows details of the non-controlling interests of Jian Gong Hospital:

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Profit allocated to

Non-controlling interests . . . . . . . . . . . . . . 6,197 10,371 9,646 2,062

Accumulated non-controlling interests . . . . . . 23,625 204,160 92,502 94,564

Summarized financial information in respect of the Group’s subsidiary, Jian Gong Hospital that has

non-controlling interests is set out below. The summarized financial information below represents amount before

intra-group eliminations.

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Current assets. . . . . . . . . . . . . . . . . . . . . . . 82,139 125,474 307,417 310,924

Non-current assets. . . . . . . . . . . . . . . . . . . . 90,684 386,535 295,807 283,954

Current liabilities . . . . . . . . . . . . . . . . . . . . (73,376) (67,358) (96,531) (82,931)

Non-current liabilities . . . . . . . . . . . . . . . . . (12,589) (10,453) (44,186) (39,127)

Total equity . . . . . . . . . . . . . . . . . . . . . . . . 86,858 434,198 462,507 472,820

For the year ended 31 December
For the six months ended

30 June

2010 2011 2012 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

RMB’000

Revenue . . . . . . . . . . . . . . . . . . . . 280,995 320,674 402,189 186,873 213,522

Expenses . . . . . . . . . . . . . . . . . . . . (258,209) (293,887) (373,880) (170,845) (203,214)

Profit for the year/period . . . . . . . . . 22,786 26,787 28,309 16,028 10,308

Net cash inflow (outflow) from

operating activities . . . . . . . . . . . . 12,557 48,676 (3,415) 7,810 6,905

Net cash outflow from investing

activities . . . . . . . . . . . . . . . . . . . (16,342) (151,265) (24,741) (11,867) (24,795)

Net cash inflow (outflow) from

financing activities . . . . . . . . . . . . — 150,000 28,812 — (3,596)

Net cash (outflow) inflow . . . . . . . . . (3,785) 47,411 656 (4,057) (21,486)
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34. CAPITAL

The Company

Number Of
shares

Nominal value
Per share Share Capital

HK$ HK$

Authorised

On incorporation (Note i). . . . . . . . . . . . . . . . . . . . . . 3,800,000 0.1 380,000.0

Increase on subdivision of shares (Note ii)

On 17 April 2013 . . . . . . . . . . . . . . . . . . . . . . . . . . 380,000,000 0.001 380,000.0

At 30 June 2013 . . . . . . . . . . . . . . . . . . . . . . . . . . 380,000,000 0.001 380,000.0

Issued and paid:

On incorporation (Note i). . . . . . . . . . . . . . . . . . . . . . 1 0.1 0.1

Increase on subdivision of shares (Note ii)

On 17 April 2013 . . . . . . . . . . . . . . . . . . . . . . . . . . 100 0.001 0.1

Issuance and allotment pursuant to the Reorganization

(Note iii) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 135,999,900 0.001 135,999.9

At 30 June 2013 . . . . . . . . . . . . . . . . . . . . . . . . . . 136,000,000 0.001 136,000.0

RMB’000

Presented as. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 109

Notes:

(i) On 28 February 2013, the Company was incorporated in the Cayman Islands as an exempted company with

limited liability with authorised share capital comprised of 3,800,000 shares at par value of HK$0.10 per share.

On 19 March 2013, one nil paid subscriber share of the Company transferred to Speed Key Limited.

(ii) On 17 April 2013, each ordinary share of the Company with nominal value HK$0.10 is sub-divided into 100

ordinary shares of nominal value of HK$0.001 each.

(iii) In May and June 2013, the Company allotted and issued 89,739,900 shares and 46,260,000 shares to certain

institutional investors and certain companies beneficially owned by individual shareholders at a total

consideration of RMB100 million.

The Group

For the purpose of the preparation of combined statements of financial position, the balance of capital at 31

December 2010, 2011 and 2012 represented the share capital of Beijing Phoenix prior to the Reorganization.

Number of shares Share capital

’000 RMB’000

As at 1 January 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 99,600 99,600

Issued of new shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30,980 30,980

As at 31 December 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 130,580 130,580

Issued of new shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35,000 35,000

As at 31 December 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 165,580 165,580

Shares repurchase . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (25,000) (25,000)

As at 31 December 2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 140,580 140,580

The Group’s capital at 30 June 2013 represented the aggregate amount of issued share capital of the Company

of RMB0.1 million and issued share capital of Pinyu of USD1 (equals to approximately RMB6). The authorised share

capital of USD50,000. On 2 July 2013, Unison Champ acquired 100% equity interest in Pinyu, who is the sole

shareholder of Star Target, from Green Talent, and in exchange, the Company allotted and issued 14,680,000 Shares

to Green Talent, one institutional investor. Pursuant to the Reorganization which was completed on 2 July 2013, the

Company has become the holding company of the entities now comprising the Group.
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35. SHARE PREMIUM AND RESERVES OF THE COMPANY

Share Premium Accumulated loss

RMB’000 RMB’000

At 28 February 2013 (date of incorporation). . . . . . . . . . . . . . . — —

Issue of shares by the Company . . . . . . . . . . . . . . . . . . . . . . 99,891 —

Loss and total comprehensive expense for the period . . . . . . . . — (1,834)

At 30 June 2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 99,891 (1,834)

36. OPERATING LEASES

The Group as lessee

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Minimum lease payments under

operating leases

Within one year . . . . . . . . . . . . . . . . . . . . 614 554 653 2,020

In the second to the third year . . . . . . . . . . 550 — 204 3,459

In the third to the fourth year . . . . . . . . . . — — 204 —

1,164 554 1,061 5,479

Operating lease payments represent rentals payable by the Group for the office premises leased. These leases

were negotiated for lease terms of one to four years at fixed monthly rental.

37. CAPITAL COMMITMENTS

The following is the details of capital expenditure contracted for but not provided in the Financial

Information.

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000

Commitment for acquisition of property, plant

and equipment . . . . . . . . . . . . . . . . . . . . 3,140 2,483 1,552 1,339

Commitment for Repayable Investment

Amounts to Yan Hua Hospital under IOT

agreement . . . . . . . . . . . . . . . . . . . . . . . 150,000 93,000 73,000 73,000

153,140 95,483 74,552 74,339

38. CONTINGENT LIABILITIES

The Group is involved as defendants in certain medical disputes arising from its normal business operations.

Management of the Group believes, based on legal advice, that the final result of these lawsuits will not have a

material impact on the financial position or operations of the Group and accordingly, no provision is made in this

regard.

At 31 December 2012 and 30 June 2013, the Group provided a financial guarantee of RMB21,970,000 and

RMB21,182,000 in respect of the finance lease contracts signed between Yan Hua Hospital and Hua Rong for certain

medical equipment with lease terms of 6 years. All these finance lease contracts and the relevant guarantee were

early terminated on 4 July 2013.
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39. RELATED PARTY TRANSACTIONS

(a) Names and relationships

Names and relationships with related parties are as follows:

Name Relationship

Yan Hua Phoenix Entity controlled by a shareholder with significant
influence over the Company

Yan Hua Hospital Entity controlled by a shareholder with significant
influence over the Company

Beijing Wantong Entity controlled by a shareholder with significant
influence over the Company

Liu Xing The spouse of a shareholder, with significant influence
over the Company

Vertex Asia Fund Pte. Ltd. (“Vertex Fund”) Shareholder of the Company

Silvapower Investments Limited
(“Silvapower Investments”)

Shareholder of the Company

(b) Related party transactions

During the [●], the transactions with Yan Hua Hospital set out in Note 8 are expected to continue after [●] of
the Company and a supplemental agreement to the Yan Hua IOT Agreements was entered into on 31 October 2013
with details in section C of this report.

The transactions were carried out in the ordinary course of business of the Group and conducted in accordance
with the terms and conditions mutually agreed by both parties.

(c) Related party balances

At the end of each reporting period, other than receivables for IOT Hospital (Yan Hua Hospital) set out in Note
8, the Group had the following balances with related parties:

Amounts due from related parties

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
Trade in nature
Yan Hua Hospital . . . . . . . . . . . . . . . . . . . . 40,253 75,066 56,831 36,005

The Group allows a credit period of 60 days for the sales of pharmaceuticals, medical devices and consumables
and 90 days to 180 days for the hospital management service.

The following is an aged analysis of amount due from a related party which is trade in nature based on the
invoice date at the end of each reporting period:

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
Within 60 days . . . . . . . . . . . . . . . . . . . . . . 36,621 51,267 48,461 22,473
61-180 days . . . . . . . . . . . . . . . . . . . . . . . . 3,632 11,223 8,370 8,021
181days-1 year . . . . . . . . . . . . . . . . . . . . . . — 74 — 5,511
1-2 years . . . . . . . . . . . . . . . . . . . . . . . . . . — 12,502 — —

40,253 75,066 56,831 36,005
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The amount due from a related party disclosed above included amount (see below for aged analysis) that are
past due at the end of the reporting period for which the Group has not recognised an allowance for doubtful debt
because there has not been a significant change in credit quality and the balances are still considered fully
recoverable.

The following is an aged analysis of amount due from the related party which are past due but not impaired:

As at 31 December
As at

30 June

2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000
61-180 days . . . . . . . . . . . . . . . . . . . . . . . . 3,632 11,223 8,370 8,021
181 days-1 year. . . . . . . . . . . . . . . . . . . . . . — 74 — 5,511
1-2 years . . . . . . . . . . . . . . . . . . . . . . . . . . — 12,502 — —

3,632 23,799 8,370 13,532

THE GROUP
THE

COMPANY

As at 31 December
As at

30 June
As at

30 June

2010 2011 2012 2013 2013

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Non-trade in nature
Beijing Wantong (Note i) . . . . . . . . . — — — 92,000 —
Vertex Fund (Note ii) . . . . . . . . . . . . — — — 15,152 15,152
Silvapower Investments (Note ii) . . . . — — — 84,848 84,848

— — — 192,000 100,000

Notes:

(i) Pursuant to the written resolutions of the shareholders on 16 January 2013 and 5 March 2013, Beijing Phoenix

entered into the loan agreements with Beijing Wantong amounting to RMB92,000,000 which are interest-free

and shall be settled on or before 31 December 2013. The balance has been fully paid on 3 September 2013.

(ii) On 5 May 2013, the Company issued 8,300,000 shares and 1,480,000 shares representing 5.51% and 0.98% of

the Company upon the completion of the Reorganization to Vertex Fund and Silvapower Investments at

subscription price of RMB84,848,000 and RMB15,152,000, respectively. The balances were fully settled on 3

July 2013.

Amounts due to related parties/a fellow subsidiary

THE GROUP
THE

COMPANY

As at 31 December
As at

30 June
As at

30 June

2010 2011 2012 2013 2013

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Non-trade in nature
Related parties:
Yan Hua Phoenix (Note i) . . . . . . . . . 15,768 — — — —
Yan Hua Hospital . . . . . . . . . . . . . . 3,561 — — — —
Beijing Wantong (Note ii) . . . . . . . . . — — — 203,263 —
Liu Xing (Note ii) . . . . . . . . . . . . . . — — — 129,930 —

19,329 — — 333,193 —

A fellow subsidiary:
Beijing Phoenix . . . . . . . . . . . . . . . — — — — 1,834

APPENDIX I ACCOUNTANTS’ REPORT

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

I-51



Notes:

(i) The above balance due to Yan Hua Phoenix represents the payable for acquisition of the operating right of
Yan Hua Hospital and was fully settled on 28 March 2011.

(ii) From 9 April 2013 to 3 June 2013, the Company through Phoenix International and Star Target acquired 100%
equity interest in Beijing Phoenix from its then shareholders as mentioned in note 2. The balances as at 30
June 2013 represent the payables due to Beijing Wantong and Liu Xing which were fully settled by the Group
on 12 July 2013 and 17 July 2013, respectively.

The amounts due to related parties are unsecured, non-interest bearing and repayable on demand.

(d) Other related party transactions

Detailed information about the financial guarantee provided to Yan Hua Hospital is disclosed in Note 38.

(e) The Directors represented the key management personnel of the Group. The details of remuneration of the
Directors are set out in Note 14.

40. NON-CASH TRANSACTIONS

The Group entered into a series of finance lease arrangements in respect of medical equipment with a total
capital value at the inception of RMB5,981,000 and RMB2,069,000 for the year ended 31 December 2012 and the six
months ended 30 June 2013, respectively.

41. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT

Categories of financial instruments

THE GROUP
THE

COMPANY

As at 31 December
As at

30 June
As at

30 June

2010 2011 2012 2013 2013

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Financial assets:

Loans and receivables (including
cash and bank balances) . . . . . . . 160,788 472,783 309,748 524,597 100,000

FVTPL. . . . . . . . . . . . . . . . . . . . . 246,600 23,000 60,450 22,000 —

407,388 495,783 370,198 546,597 100,000

Financial liabilities:
Amortized cost . . . . . . . . . . . . . . 322,686 314,086 403,791 769,155 1,834
Obligations under finance leases . . . — — 5,981 7,794 —

Financial risk management objectives and policies

The Group’s major financial instruments include trade receivables, amounts due from (to) related parties,
other receivables, cash and bank balances, receivables from IOT Hospitals, short-term investments, trade payables,
other payables, obligations under finance leases and borrowings. The Company’s major financial instrument is
amounts due from related parties and amount due to a fellow subsidiary. Details of these financial instruments are
disclosed in respective notes. The risks associated with these financial instruments include market risk, credit risk and
liquidity risk. The policies on how to mitigate these risks are set out below. The management manages and monitors
these exposures to ensure appropriate measures are implemented on a timely and effective manner.

Currency risk

The Group undertakes certain financing and operating transactions in foreign currencies, which expose the
Group to foreign currency risk. The Group does not use any derivative contracts to hedge against its exposure to
currency risk. The management manages its currency risk by closely monitoring the movement of the foreign
currency rates and considering hedging significant foreign currency exposure should such need arise.
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The carrying amounts of the Group’s foreign currency denominated monetary assets and monetary liabilities
during the [●] are as follows:

Liabilities Assets

As at 31 December
As at

30 June As at 31 December
As at

30 June

2010 2011 2012 2013 2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
US$ . . . . . . . . . . . . . . . . . — — — 681 — — — 15,516
HK$ . . . . . . . . . . . . . . . . . — — — 1,037 — — — —

The functional currency of the Company is RMB in which most of their transactions are denominated. The
Company does not have any foreign currency transaction during the [●] which expose the Company to foreign
currency risk.

Sensitivity analysis

The Group is mainly exposed to the risk of fluctuations in the HK dollar and US dollar against RMB.

The following table details the Group’s sensitivity to a 5% increase and decrease in RMB against HK dollar and
US dollar. 5% is the sensitivity rate used when reporting foreign currency risk internally to key management
personnel and represents management’s assessment of the reasonably possible change in foreign exchange rates.
The sensitivity analysis includes only outstanding foreign currency denominated monetary items and adjusts their
translation to RMB at year/period end for a 5% change in foreign currency rates. A positive number below indicates
an increase in post-tax profit where RMB weakens 5% against the relevant currency. For a 5% strengthening of RMB
against the relevant currency, there would be an equal and opposite impact on the post-tax profit, and the balances
below would be negative.

HK dollar US dollar

As at 31 December
As at

30 June As at 31 December
As at

30 June

2010 2011 2012 2013 2010 2011 2012 2013

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Profit or loss . . . . . . . . . . . — — — (39) — — — 556

Interest rate risk

The Group is exposed to fair value interest rate risk in relation to the fixed-rate borrowings and obligations
under finance leases (see Notes 31 and 30) and cash flow interest risk in relation to variable-rate bank balances (see
Note 27), which carry prevailing market interest rates and short-term investments (see Note 26). The Group currently
does not have a specific policy to manage their interest rate risk and have not entered into interest rate swaps to
hedge its exposure, but will closely monitor their interest rate risk exposure in the future.

No sensitivity analysis on interest rate risk on bank balances is presented as management consider the
sensitivity on interest rate risk on bank balances is insignificant.

Credit risk

The Group’s maximum exposure to credit risk which will cause a financial loss to the Group due to failure to
discharge an obligation by the counterparties is arising from the carrying amount of the respective recognized
financial assets as stated in the combined statements of financial position and the financial guarantee set out in
Note 38.

In order to minimise the credit risk, the management of the Group has delegated a team responsible for
determination of credit limits, credit approvals and other monitoring procedures to ensure that follow-up action is
taken to recover overdue debts. In addition, the management of the Group reviews the recoverable amount of each
material individual debt at the end of each of the reporting period to ensure that adequate impairment losses are
made for irrecoverable amounts. In this regard, the management of the Group considers that the Group’s credit risk
is significantly reduced.

The Group has concentration of credit risk on liquid funds which are deposited with several banks. However,
the credit risk on cash and bank balances is limited because the majority of the counterparties are banks with good
reputation.
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The Group has concentration of credit risk in respect of amounts due from the IOT Hospitals, including

receivables from the IOT Hospitals and trade receivables from the IOT Hospitals, and amounts due from related

parties. Details of the balances with IOT Hospitals and the amount due from related parties are set out in Notes 8

and 39(c) respectively. The Group monitors the exposure to credit risk on an ongoing basis and credit evaluation is

performed on each of the IOT Hospitals. In order to minimise the credit risk, the Group have reviewed the

recoverability of the amounts due from the related parties to ensure that follow-up action is taken timely. Therefore

the Group’s management concludes the exposure to bad debt is not significant. Under such circumstances, the

management considers that the Group’s credit risk is not significant.

Liquidity risk

At 30 June 2013, the Group had net current liabilities amounting to RMB30,132,000. The Group is exposed to

liquidity risk of being unable to raise sufficient funds to meet its financial obligations when they fall due.

In management of liquidity risk, the Group’s management monitors and maintains a reasonable level of cash

and cash equivalents which deemed adequate by the management to finance the Group’s operations and mitigate

the impacts of fluctuations in cash flows. The management relies on the cash generated from operating activities

and monitors the utilisation of borrowings as the main source of liquidity. For the years ended 31 December 2010,

2011 and 2012 and the six months ended 30 June 2013, Group had cash generated from operating activities of

RMB70 million, RMB62 million, RMB166 million and RMB72 million, respectively. The Group has unutilized

borrowing facilities of RMB100 million, which is secured by 26.49% equity interest in Jian Gong Hospital as at 31

December 2012 and 30 June 2013. The Group expects to meet its other obligations from operating cash inflows and

proceeds of maturing financial assets.

As at 30 June 2013, the amount due from the related parties and amount due to a fellow subsidiary of the

Company are repayable on demand. The following table details the Group’s remaining contractual maturity for its

non-derivative financial liabilities. The table has been drawn up based on the undiscounted cash flows of financial

liabilities based on the earliest date on which the Group can be required to pay. The table includes both interest

(including guarantee fee, as appropriate) and principal cash flows.

In addition, the following tables detail the Group’s expected maturity for its non-derivative financial assets.

The tables have been drawn up based on the undiscounted contractual cash flows of the financial assets including

interest that will be earned on those assets. The inclusion of information on these non-derivative financial assets is

necessary in order to understand the Group’s liquidity risk management as the liquidity is managed on a net asset

and liability basis.

To the extent that interest flows are floating rate, the undiscounted amount is derived from interest rate at

the end of each reporting period.
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The amounts included below for variable interest rate instruments for both non-derivative financial assets and

liabilities are subject to change if changes in actual variable interest rates different to those estimates of interest

rates as determined at the end of each reporting period.

Weighted
average

interest rate

On demand
or within

one month
1-3

months
3 months
to 1 year 1-5 years >5 years

Total
undiscounted

cash flows
Carrying
amount

% RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
As at 31 December 2010
Financial assets
Receivables from IOT

Hospitals . . . . . . . . . 11.00 — — 3,000 12,000 50,000 65,000 25,147
Trade receivables . . . . . . 16,080 4,020 — — — 20,100 20,100
Other receivables . . . . . . 491 122 — — — 613 613
Amount due from a

related party . . . . . . . 32,202 8,051 — — — 40,253 40,253
Short-term investment . . . 3.31 31,634 216,149 — — — 247,783 246,600
Bank balances and cash . . 74,675 — — — — 74,675 74,675

Total . . . . . . . . . . . . . 155,082 228,342 3,000 12,000 50,000 448,424 407,388

Financial liabilities
Trade payables . . . . . . . 46,583 31,055 — — — 77,638 77,638
Other payables . . . . . . . 15,431 10,288 — — — 25,719 25,719
Amounts due to related

parties . . . . . . . . . . . 11,597 7,732 — — — 19,329 19,329
Borrowings (Note) . . . . . 9.30 — — 234,100 — 234,100 200,000

Total . . . . . . . . . . . . . 73,611 49,075 — 234,100 — 356,786 322,686

Note: The undiscounted cash flows of borrowings include guarantee fee (see Note 31).

Weighted
average

interest rate

On demand
or within

one month
1-3

months
3 months
to 1 year 1-5 years >5 years

Total
undiscounted

cash flows
Carrying
amount

% RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
As at 31 December 2011
Financial assets
Receivables from IOT

Hospitals . . . . . . . . . 11.00 — — 5,126 20,502 103,372 129,000 40,955
Trade receivables . . . . . . 19,076 4,769 — — — 23,845 23,845
Other receivables . . . . . 1,543 386 — — — 1,929 1,929
Amount due from a

related party . . . . . . . 60,053 15,013 — — — 75,066 75,066
Short-term investment . . . 2.87 5,035 18,017 — — — 23,052 23,000
Bank balances and cash . . 330,988 — — — — 330,988 330,988

Total . . . . . . . . . . . . . 416,695 38,185 5,126 20,502 103,372 583,880 495,783

Financial liabilities
Trade payables . . . . . . . 54,079 36,052 — — — 90,131 90,131
Other payables . . . . . . . 14,374 9,581 — — — 23,955 23,955
Borrowings (Note) . . . . . 9.30 — — 217,050 — — 217,050 200,000

Total . . . . . . . . . . . . . 68,453 45,633 217,050 — — 331,136 314,086

Note: The undiscounted cash flows of borrowings include guarantee fee (see Note 31).
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Weighted
average

interest rate

On demand
or within

one month
1-3

months
3 months
to 1 year 1-5 years >5 years

Total
undiscounted

cash flows
Carrying
amount

% RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
As at 31 December 2012
Financial assets
Receivables from IOT

Hospitals . . . . . . . . . 11.00 — — 7,052 28,207 133,615 168,874 55,098
Trade receivables . . . . . . 66,408 16,602 — — — 83,010 83,010
Other receivables . . . . . 1,348 337 — — — 1,685 1,685
Amount due from a

related party . . . . . . . 45,464 11,367 — — — 56,831 56,831
Short-term investment . . . 3.15 10,037 50,517 — — — 60,554 60,450
Bank balances and cash . . 113,124 — — — — 113,124 113,124

Total . . . . . . . . . . . . . 236,381 78,823 7,052 28,207 133,615 484,078 370,198

Financial liabilities
Trade payables . . . . . . . 73,351 48,900 — — — 122,251 122,251
Other payables . . . . . . . 29,079 19,387 — — — 48,466 48,466
Obligations under finance

lease . . . . . . . . . . . . 10.70 59 214 878 6,162 1,114 8,427 5,981
Financial guarantee

(Note) . . . . . . . . . . . 21,970 — — — — 21,970 —
Borrowings . . . . . . . . . 9.85 — — 6,138 271,179 4,510 281,827 233,074

Total . . . . . . . . . . . . . 124,459 68,501 7,016 277,341 5,624 482,941 409,772

Note: The amounts included above for financial guarantee contract (see note 38) are the minimum amounts the
Group could be required to settle under the arrangement for the full guaranteed amount if that amount is
claimed by the counterparty to the guarantee. Based on expectation as at 31 December 2012, the Group
considers that it is more likely than not than no amount will be payable under the agreement. However, this
estimate is subject to change depending on the probability of the counterparty claiming under the guarantee
which is a function of the likelihood that the financial receivables held by the counterparty which are
guaranteed suffer credit losses.

Weighted
average

interest rate

On demand
or within

one month
1-3

months
3 months
to 1 year 1-5 years >5 years

Total
undiscounted

cash flows
Carrying
amount

% RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
As at 30 June 2013
Financial assets
Receivables from IOT

Hospitals . . . . . . . . . 11.00 — — 7,052 28,207 130,090 165,349 56,749
Trade receivables . . . . . . 88,414 22,104 — — — 110,518 110,518
Other receivables . . . . . . 863 216 — — — 1,079 1,079
Amounts due from related

parties . . . . . . . . . . 202,404 25,601 — — — 228,005 228,005
Short-term investment . . . 3.67 — 22,055 — — — 22,055 22,000
Bank balances and cash . . 128,246 — — — — 128,246 128,246

Total . . . . . . . . . . . . . 419,927 69,976 7,052 28,207 130,090 655,252 546,597

Financial liabilities
Trade payables . . . . . . . 73,286 48,858 — — — 122,144 122,144
Other payables . . . . . . . 49,232 32,821 — — — 82,053 82,053
Obligations under finance

lease (Note ii) . . . . . . 10.86 64 326 1,246 8,637 560 10,833 7,794
Amounts due to related

parties . . . . . . . . . . . 333,193 — — — — 333,193 333,193
Financial guarantee

(Note i) . . . . . . . . . . 21,182 — — — — 21,182 —
Borrowings (Note ii) . . . . 9.85 — 1,566 5,070 262,247 — 268,883 231,765

Total . . . . . . . . . . . . . 476,957 83,571 6,316 270,884 560 838,288 776,949

Note i: The amounts included above for financial guarantee contract (see note 38) are the minimum amounts the
Group could be required to settle under the arrangement for the full guaranteed amount if that amount
is claimed by the counterparty to the guarantee. Based on expectation as at 30 June 2013, the Group
considers that it is more likely than not than no amount will be payable under the agreement. However, this
estimate is subject to change depending on the probability of the counterparty claiming under the
guarantee which is a function of the likelihood that the financial receivables held by the counterparty
which are guaranteed suffer credit losses.
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Note ii: As disclosed in Notes 30 and 31, all finance lease obligations amounted to RMB7,794,000 and the borrowing

from Hua Rong amounted to RMB31,765,000 as of 30 June 2013 have been early terminated and settled in

August 2013.

Fair value of financial instruments

The short-term investments (see Note 26) are measured at fair value at the end of each reporting period. The

fair value of short-term investment was RMB246.6 million, RMB23 million, RMB60.5 million and RMB22 million as at

31 December 2010, 2011 and 2012 and 30 June 2013 respectively which are determined in accordance with generally

accepted pricing models based on discounted cash flow analysis. Future cash flows are estimated based on expected

interest rates.

The Directors consider that the carrying amounts of financial assets and financial liabilities recorded at

amortized cost in the Financial Information approximate their fair values.

42. CAPITAL RISK MANAGEMENT

The Group manages its capital to ensure that entities in the Group will be able to continue as a going concern,

while to maximize the return to the Equity holders of the Company through optimisation of debt and equity

balances. The Group’s overall strategy remains unchanged during the [●].

The capital structure of the Group consists of the borrowings, net of cash and bank balances and total equity

of the Group.

The management reviews the capital structure on a quarterly basis. As part of this review, the management

considers the cost of capital and the risks associated with each class of capital. Based on the recommendation of

management, the Group will balance its overall capital structure through issue of new shares, issue of new debts as

well as the repayment of existing debts.
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B. DIRECTORS’ REMUNERATION

Under the arrangements presently in force, the aggregate remuneration payable to the

Directors for the year ending 31 December 2013 is estimated to be approximately

RMB5,758,000.

Save as disclosed in this report, no other remuneration has been paid or is payable by

the Company or any of its subsidiaries to the Directors in respect of the [●].

C. SUBSEQUENT EVENTS

Other than those disclosed in the Section A of the Financial Information, the following

significant events took place subsequent to 30 June 2013:

1. On 13 June 2013, Speed Key Limited and the Company entered into three

exchangeable note subscription agreements with Green Talent, Silvapower

Investments and Vertex Fund, respectively. The three exchangeable notes in the

aggregate principal amount of US$24,282,454 (equivalent to RMB150,000,000),

US$13,735,530 (equivalent to RMB84,848,485) and US$2,452,774 (equivalent to

RMB15,151,515) with coupon interest rate of 12% per annum were issued to Green

Talent, Silvapower Investments and Vertex Fund, respectively in July 2013.

The principal amount of each exchangeable note and all of the accrued interest

thereon are exchangeable for shares in the Company owned by Speed Key Limited

on 31 July 2013. None of the noteholders had exercised their rights to exchange

shares with their exchangeable notes and all such exchange rights have expired.

The borrowing will mature upon the earlier of the [●] of the Company or the first

anniversary of the issuance of the borrowing of 3 July 2014.

A guarantee was granted by Ms. Xu and the Company jointly and severally in

favour of each of the noteholders to guarantee the repayment obligations of

Speed Key Limited. This guarantee will lapse upon the [●].

2. On 3 July 2013, in order to finance certain steps of the Reorganization, the

Company borrowed USD40,470,767 (approximately equal to RMB250 million) from

Speed Key Limited controlled by the Xu’s Family, at an interest rate of 12% p.a.. The

borrowing will mature upon the earlier of [●] of the Company or the first

anniversary of the issuance of the borrowing on 3 July 2014.

3. On 2 July 2013, Unison Champ acquired 100% equity interest in Pinyu, who is the

sole shareholder of Star Target, from Green Talent, and in exchange, the Company

allotted and issued 14,680,000 Shares to Green Talent, an institutional investor.

Upon the completion of this step, the Group completed the Reorganization as

described in Note 2 in preparation for [●].

4. In August 2013, pursuant to the terms of the equity transfer agreement between

Beijing Phoenix and Beijing Wantong, Beijing Wantong transferred the 10% of the

equity interest of Jian Gong Hospital back to Beijing Phoenix at a consideration of

RMB42.1 million. On 27 August 2013, this equity transfer was duly registered with

Beijing State Administration for Industry and Commerce.
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5. On 30 September 2013, the Company’s shareholders and directors passed

resolutions approving a sub-division in the Company’s share capital. Each ordinary

share of nominal value HK$0.001 each was sub-divided into 4 ordinary shares of

nominal value of HK$0.00025 each.

6. On 31 October 2013, the supplemental agreement to Yan Hua IOT Agreements is

entered into among Beijing Phoenix, Yan Hua Phoenix and Yan Hua Hospital.

Pursuant to the supplemental agreement, the term of the Yan Hua IOT Agreements

is subject to approval by the Company’s independent shareholders every three

years. On 6 November 2013, Beijing Phoenix and Yan Hua Phoenix also entered into

a reimbursement agreement. Pursuant to the reimbursement agreement, Yan Hua

Phoenix has undertaken to reimburse the Beijing Phoenix part of the initial

investment paid to Yan Hua Phoenix under the Yan Hua IOT Agreements which

represents the unamortized balance as if the initial investment is amortized equally

over the term of operating right period of 48 years under the Yan Hua IOT

Agreements, upon termination or discontinuation of the Yan Hua IOT Agreements.

Ms. Xu Xiaojie and Ms. Xu Jie have jointly and severally guaranteed the

performance of the above undertaking. The signing of the supplemental

agreement to the Yan Hua IOT Agreements, which stipulates the Company’s

independent shareholders’ approval requirement for every three years, would

affect the estimated recoverable amount and useful life of the operating right of

Yan Hua Hospital under the IOT arrangement, which is classified as intangible

assets. If the estimated recoverable amount is lower than the carrying amount of

the relevant intangible asset, a material impairment may arise which would be

recognized in profit or loss for the period in which such event takes place. The

Directors are in the process of assessing the relevant financial impact.

D. SUBSEQUENT FINANCIAL STATEMENTS

No audited financial statements have been prepared by any of the companies now

comprising the Group in respect of any period subsequent to 30 June 2013.

Yours faithfully,

[●]

Certified Public Accountants

Hong Kong
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The following is the text of a letter, summary of values and valuation certificates,

prepared for the purpose of incorporation in this document received from Jones Lang LaSalle

Corporate Appraisal and Advisory Limited, an independent valuer, in connection with its

valuation as at September 30, 2013 of the property interests of the Phoenix Healthcare Group

Co. Ltd.

[draft]

The Board of Directors

Phoenix Healthcare Group Co. Ltd

Suites 1214-1215

Two Pacific Place

88 Queensway

Hong Kong

Dear Sirs,

In accordance with your instructions to value the property interest held by Phoenix

Healthcare Group Co. Ltd (the “Company”) and its subsidiaries (hereinafter together

referred to as the “Group”) which have interests in the People’s Republic of China (the

“PRC”), we confirm that we have carried out inspections, made relevant enquiries and

searches and obtained such further information as we consider necessary for the purpose of

providing you with our opinion of the capital values of the property interests as at

September 30, 2013 (the “valuation date”).

Our valuation was carried out on a market value basis. Market value is defined as “the

estimated amount for which an asset or liability should exchange on the valuation date

between a willing buyer and a willing seller in an arm’s-length transaction after proper

marketing and where the parties had each acted knowledgeably, prudently and without

compulsion”.

Where, due to the nature of the buildings and structures of the property in the PRC,

there are no market sales comparables readily available, the buildings and structures have

been valued by the cost approach with reference to their depreciated replacement cost.

Depreciated replacement cost is defined as “the current cost of replacing an asset with

its modern equivalent asset less deductions for physical deterioration and all relevant forms

of obsolescence and optimization.” It is based on an estimate of the market value for the

existing use of the land, plus the current cost of replacement of the improvements, less

deduction for physical deterioration and all relevant forms of obsolescence and

optimization. In arriving at the value of the land portion, reference has been made to the

sales evidence as available in the locality. The depreciated replacement cost of the property

interest is subject to adequate potential profitability of the concerned business. In our

valuation, it applies to the whole of the complex or development as a unique interest, and

no piecemeal transaction of the complex or development is assumed.
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Our valuation has been made on the assumption that the seller sells the property

interests in the market without the benefit of a deferred term contract, leaseback, joint

venture, management agreement or any similar arrangement, which could serve to affect

the values of the property interests.

No allowance has been made in our report for any charge, mortgage or amount owing

on any of the property interest valued nor for any expense or taxation which may be incurred

in effecting a sale. Unless otherwise stated, it is assumed that the property is free from

encumbrances, restrictions and outgoings of an onerous nature, which could affect its value.

We have relied to a very considerable extent on the information given by the Group and

have accepted advice given to us on such matters as tenure, planning approvals, statutory

notices, easements, particulars of occupancy, lettings, and all other relevant matters.

We have been shown copies of title documents including a State-owned Land Use Rights

Certificate and a Building Ownership Certificate (BOC) relating to the property interest and

have made relevant enquiries. Where possible, we have examined the original documents to

verify the existing title to the property interest in the PRC and any material encumbrance

that might be attached to the property interest or any tenancy amendment. We have relied

considerably on the advice given by the Company’s PRC legal advisers — Commerce & Finance

Law Offices, concerning the validity of the property interest in the PRC.

We have not carried out detailed measurements to verify the correctness of the areas in

respect of the property but have assumed that the areas shown on the title documents and

official site plans handed to us are correct. All documents and contracts have been used as

reference only and all dimensions, measurements and areas are approximations. No on-site

measurement has been taken.

We have inspected the exterior and, where possible, the interior of the property.

However, we have not carried out investigation to determine the suitability of the ground

conditions and services for any development thereon. Our valuation has been prepared on

the assumption that these aspects are satisfactory. Moreover, no structural survey has been

made, but in the course of our inspection, we did not note any serious defect. We are not,

however, able to report whether the property is free of rot, infestation or any other

structural defect. No tests were carried out on any of the services.

Inspection of the property was carried out in the period from June 24, 2013 to June 28,

2013 by Stephanie Sun, who has obtained the Master of Property (First Class Honors) and

Master of Business Administration degrees from The University of Auckland. Stephanie is a

member of the Property Institute of New Zealand with 6 years’ experience in the property

valuation sector in both Asia Pacific and the PRC.
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We have had no reason to doubt the truth and accuracy of the information provided to

us by the Group. We have also sought confirmation from the Group that no material factors

have been omitted from the information supplied. We consider that we have been provided

with sufficient information to arrive an informed view, and we have no reason to suspect

that any material information has been withheld.

Unless otherwise stated, all monetary figures stated in this report are in Renminbi (RMB).

Our valuation certificate is attached.

Yours faithfully,

For and on behalf of

Jones Lang LaSalle Corporate Appraisal

and Advisory Limited

Eddie T. W. Yiu

MRICS MHKIS RPS (GP)

Director

Note: Eddie T.W. Yiu is a Chartered Surveyor who has 19 years’ experience in the valuation of properties in Hong

Kong and the PRC as well as relevant experience in the Asia-Pacific region.
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VALUATION CERTIFICATE

Property interest held and occupied by the Group in the PRC

Property Description and tenure
Particulars of

occupancy

Capital value in
existing state as at

September 30, 2013

RMB

A parcel of land,

25 buildings, and

various structures

located at

No. 6 Rufuli Road

Xicheng District

Beijing

The PRC

The property comprises a parcel of

land with a site area of approximately

18,998.76 sq.m., 25 buildings and

various structures erected thereon

which were completed in various

stages between 1980 and 2013.

The buildings have a total gross floor

area of approximately 30,150.26 sq.m.

The aforementioned buildings include

a medical consulting building, an

office/medical examination center, and

various ancillary buildings.

The structures mainly include roads

and garden fencing.

The land use rights of a parcel of land

of the property have been granted for

a term expiring on August 24, 2060

for medical and charity uses.

The property is

currently occupied by

the Group for hospital

purpose.

244,666,000

80% interest

attributable to

the Company:

RMB195,733,000

Notes:

1. Beijing Jian Gong Hospital Co., Ltd. (“Jian Gong Hospital”) (北京市健宮醫院有限公司) is 80% interest owned by

the Company.

2. Pursuant to a State-owned Land Use Rights Certificate — Jing Xi Guo Yong (2011 Chu) Di No. 10045, the land

use rights of a parcel of land with a site area of approximately 18,998.76 sq.m. have been granted to Jian Gong

Hospital for a term of 50 years expiring on August 24, 2060 for medical and charity uses.

3. Pursuant to a Building Ownership Certificate — X Jing Fang Quan Zheng Xi Zi Di No. 072091, 16 buildings with

a total gross floor area of approximately 21,434.2 sq.m. are owned by Jian Gong Hospital. According to the

information provided by the Group, the actual total gross floor area of the aforementioned 16 buildings has

been changed from 21,434.2 sq.m. to 28,190.92 sq.m. after completion of the renovation and building

extension works (6,756.72 sq.m.) that have been carried out in 5 buildings.

4. For the remaining 9 buildings with a total gross floor area of approximately 1,959.34 sq.m., we have not been

provided with proper title documents.
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5. We have been provided with a legal opinion regarding the property interest by the Company’s PRC legal

advisers, which contains, inter alia, the following:

a. Jian Gong Hospital has obtained the legal title certificates of the land and the buildings mentioned in

notes 2 and 3 (excluding the part of building extension), and has the rights to occupy, use, transfer,

lease, or otherwise dispose of it in accordance with the prescribed use term stated in the title

certificates;

b. for the part of building extension mentioned in note 3 and the 9 buildings without title documents

mentioned in note 4, Jian Gong Hospital may be subject to a penalty for having commenced

construction of the building prior to obtaining the necessary construction permits, and for using the

building without the necessary inspection and approval from the local authorities upon completion in

accordance with the relevant PRC laws, rules and regulations. There is no material legal impediment for

Jian Gong Hospital to obtain the construction permits and the title certificates after the planning and

construction conditions imposed by relevant governmental authorities are satisfied and relevant

inspection and approval procedures are completed; and

c. If the hospital’s medical buildings and land are used for medical purpose, then with or without

ownership certificates, they are not permitted to be used as collateral for borrowings due to the

requirements under the applicable PRC laws, rules and regulations. Accordingly, Jian Gong Hospital has

no rights to mortgage the land and buildings mentioned in notes 2, 3, and 4.

6. In the valuation of this property, we have relied on the aforesaid legal opinion and attributed no commercial

value to the part of building extension mentioned in note 3 and the 9 buildings mentioned in note 4 which

are without title documents. However, for reference purpose, we are of the opinion that the depreciated

replacement cost of them (excluding the land element) as at the valuation date would be RMB21,591,000

assuming all relevant title certificates have been obtained and they could be freely transferred.

7. The property contributes a significant portion of revenue to the Group, we are of the view that the property

is the material property held by the Group:

Details of the material property

(a) General description of

location of the property

: The subject property (known as Beijing Jian Gong Hospital) is located

at the northern side of Rufuli Road, which connects Tao Ranting

Street. The property is close to Cai Shikou Road which is one of the

main roads of the city. A range of transportation facilities are

available near the property, such as the Subway Line 4 and Beijing

South Railway Station. Besides, the Tao Ranting Park is located

nearby within easy walking distance.

(b) Details of encumbrances,

liens, pledges, mortgages

against the property

: Nil

(c) Environmental Issue : No environmental impact assessment has been carried out.

(d) Details of investigations,

notices, pending litigation,

breaches of law or title

defects

: The Group has not obtained title certificates to the part of building

extension (6,756.72 sq.m.) and the 9 buildings (1,959.34 sq.m.) with

a total gross floor area of approximately 8,716.06 sq.m.. Please refer

to notes 3 and 4 for details of buildings with title defects. We have

been provided with a legal opinion regarding the property interest

by the Company’s PRC legal adviser. Please refer to note 5 for detail.

(e) Future plans for

construction, renovation,

improvement or

development of the

property

: As advised by the Company, there is no plan for new major

development in the next 12 months from the date of this document.
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Set out below is a summary of certain provisions of the Memorandum and Articles of

Association of the Company and of certain aspects of Cayman company law.

The Company was incorporated in the Cayman Islands as an exempted company with

limited liability on February 28, 2013 under the Companies Law (Revised) of the Cayman

Islands (the “Companies Law”). The Amended and Restated Memorandum of Association

(the “Memorandum”) and the Amended and Restated Articles of Association (the “Articles”)

comprise its constitution.

1. MEMORANDUM OF ASSOCIATION

(a) The Memorandum states, inter alia, that the liability of members of the Company

is limited to the amount, if any, for the time being unpaid on the Shares

respectively held by them and that the objects for which the Company is

established are unrestricted (including acting as an investment company), and that

the Company shall have and be capable of exercising all the functions of a natural

person of full capacity irrespective of any question of corporate benefit, as

provided in section 27(2) of the Companies Law and in view of the fact that the

Company is an exempted company that the Company will not trade in the Cayman

Islands with any person, firm or corporation except in furtherance of the business

of the Company carried on outside the Cayman Islands.

(b) The Company may by special resolution alter its Memorandum with respect to any

objects, powers or other matters specified therein.

2. ARTICLES OF ASSOCIATION

The Articles were adopted on September 30, 2013. The following is a summary of certain

provisions of the Articles:

(a) Directors

(i) Power to allot and issue shares and warrants

Subject to the provisions of the Companies Law and the Memorandum and Articles and

to any special rights conferred on the holders of any shares or class of shares, any share may

be issued with or have attached thereto such rights, or such restrictions, whether with regard

to dividend, voting, return of capital, or otherwise, as the Company may by ordinary

resolution determine (or, in the absence of any such determination or so far as the same may

not make specific provision, as the board may determine). Subject to the Companies Law, the

rules of [●] (as defined in the Articles) and the Memorandum and Articles, any share may be

issued on terms that, at the option of the Company or the holder thereof, they are liable to

be redeemed.

The board may issue warrants conferring the right upon the holders thereof to subscribe

for any class of shares or securities in the capital of the Company on such terms as it may from

time to time determine.

Subject to the provisions of the Companies Law and the Articles and, where applicable,

the rules of [●] (as defined in the Articles) and without prejudice to any special rights or

restrictions for the time being attached to any shares or any class of shares, all unissued
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shares in the Company shall be at the disposal of the board, which may offer, allot, grant

options over or otherwise dispose of them to such persons, at such times, for such

consideration and on such terms and conditions as it in its absolute discretion thinks fit, but

so that no shares shall be issued at a discount.

Neither the Company nor the board shall be obliged, when making or granting any

allotment of, offer of, option over or disposal of shares, to make, or make available, any such

allotment, offer, option or shares to members or others with registered addresses in any

particular territory or territories being a territory or territories where, in the absence of a

registration statement or other special formalities, this would or might, in the opinion of the

board, be unlawful or impracticable. Members affected as a result of the foregoing sentence

shall not be, or be deemed to be, a separate class of members for any purpose whatsoever.

(ii) Power to dispose of the assets of the Company or any subsidiary

There are no specific provisions in the Articles relating to the disposal of the assets of

the Company or any of its subsidiaries. The Directors may, however, exercise all powers and

do all acts and things which may be exercised or done or approved by the Company and

which are not required by the Articles or the Companies Law to be exercised or done by the

Company in general meeting.

(iii) Compensation or payments for loss of office

Pursuant to the Articles, payments to any Director or past Director of any sum by way

of compensation for loss of office or as consideration for or in connection with his retirement

from office (not being a payment to which the Director is contractually entitled) must be

approved by the Company in general meeting.

(iv) Loans and provision of security for loans to Directors

There are provisions in the Articles prohibiting the making of loans to Directors.

(v) Disclosure of interests in contracts with the Company or any of its subsidiaries.

A Director may hold any other office or place of profit with the Company (except that

of the auditor of the Company) in conjunction with his office of Director for such period and,

subject to the Articles, upon such terms as the board may determine, and may be paid such

extra remuneration therefor (whether by way of salary, commission, participation in profits

or otherwise) in addition to any remuneration provided for by or pursuant to any other

Articles. A Director may be or become a director or other officer of, or otherwise interested

in, any company promoted by the Company or any other company in which the Company may

be interested, and shall not be liable to account to the Company or the members for any

remuneration, profits or other benefits received by him as a director, officer or member of,

or from his interest in, such other company. Subject as otherwise provided by the Articles, the

board may also cause the voting power conferred by the shares in any other company held

or owned by the Company to be exercised in such manner in all respects as it thinks fit,

including the exercise thereof in favor of any resolution appointing the Directors or any of

them to be directors or officers of such other company, or voting or providing for the

payment of remuneration to the directors or officers of such other company.
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Subject to the Companies Law and the Articles, no Director or proposed or intended

Director shall be disqualified by his office from contracting with the Company, either with

regard to his tenure of any office or place of profit or as vendor, purchaser or in any other

manner whatsoever, nor shall any such contract or any other contract or arrangement in

which any Director is in any way interested be liable to be avoided, nor shall any Director so

contracting or being so interested be liable to account to the Company or the members for

any remuneration, profit or other benefits realized by any such contract or arrangement by

reason of such Director holding that office or the fiduciary relationship thereby established.

A Director who to his knowledge is in any way, whether directly or indirectly, interested in

a contract or arrangement or proposed contract or arrangement with the Company shall

declare the nature of his interest at the meeting of the board at which the question of

entering into the contract or arrangement is first taken into consideration, if he knows his

interest then exists, or in any other case, at the first meeting of the board after he knows that

he is or has become so interested.

A Director shall not vote (nor be counted in the quorum) on any resolution of the board

approving any contract or arrangement or other proposal in which he or any of his associates

is materially interested, but this prohibition shall not apply to any of the following matters,

namely:

(aa) any contract or arrangement for giving to such Director or his associate(s) any

security or indemnity in respect of money lent by him or any of his associates or

obligations incurred or undertaken by him or any of his associates at the request

of or for the benefit of the Company or any of its subsidiaries;

(bb) any contract or arrangement for the giving of any security or indemnity to a third

party in respect of a debt or obligation of the Company or any of its subsidiaries for

which the Director or his associate(s) has himself/themselves assumed responsibility

in whole or in part whether alone or jointly under a guarantee or indemnity or by

the giving of security;

(cc) any contract or arrangement concerning an offer of shares or debentures or other

securities of or by the Company or any other company which the Company may

promote or be interested in for subscription or purchase, where the Director or his

associate(s) is/are or is/are to be interested as a participant in [●];

(dd) any contract or arrangement in which the Director or his associate(s) is/are

interested in the same manner as other holders of shares or debentures or other

securities of the Company by virtue only of his/their interest in shares or

debentures or other securities of the Company;

(ee) any contract or arrangement concerning any other company in which the Director

or his associate(s) is/are interested only, whether directly or indirectly, as an officer

or executive or a shareholder or in which the Director and any of his associates are

not in aggregate beneficially interested in 5 percent. or more of the issued shares

or of the voting rights of any class of shares of such company (or of any third

company through which his interest or that of any of his associates is derived); or
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(ff) any proposal or arrangement concerning the adoption, modification or operation
of a share option scheme, a pension fund or retirement, death, or disability
benefits scheme or other arrangement which relates both to Directors, his
associates and employees of the Company or of any of its subsidiaries and does not
provide in respect of any Director, or his associate(s), as such any privilege or
advantage not accorded generally to the class of persons to which such scheme or
fund relates.

(vi) Remuneration

The ordinary remuneration of the Directors shall from time to time be determined by

the Company in general meeting, such sum (unless otherwise directed by the resolution by

which it is voted) to be divided amongst the Directors in such proportions and in such manner

as the board may agree or, failing agreement, equally, except that any Director holding

office for part only of the period in respect of which the remuneration is payable shall only

rank in such division in proportion to the time during such period for which he held office.

The Directors shall also be entitled to be prepaid or repaid all travelling, hotel and incidental

expenses reasonably expected to be incurred or incurred by them in attending any board

meetings, committee meetings or general meetings or separate meetings of any class of

shares or of debentures of the Company or otherwise in connection with the discharge of

their duties as Directors.

Any Director who, by request, goes or resides abroad for any purpose of the Company

or who performs services which in the opinion of the board go beyond the ordinary duties

of a Director may be paid such extra remuneration (whether by way of salary, commission,

participation in profits or otherwise) as the board may determine and such extra

remuneration shall be in addition to or in substitution for any ordinary remuneration as a

Director. An executive Director appointed to be a managing director, joint managing

director, deputy managing director or other executive officer shall receive such

remuneration (whether by way of salary, commission or participation in profits or otherwise

or by all or any of those modes) and such other benefits (including pension and/or gratuity

and/or other benefits on retirement) and allowances as the board may from time to time

decide. Such remuneration may be either in addition to or in lieu of his remuneration as a

Director.

The board may establish or concur or join with other companies (being subsidiary

companies of the Company or companies with which it is associated in business) in

establishing and making contributions out of the Company’s monies to any schemes or funds

for providing pensions, sickness or compassionate allowances, life assurance or other

benefits for employees (which expression as used in this and the following paragraph shall

include any Director or ex-Director who may hold or have held any executive office or any

office of profit with the Company or any of its subsidiaries) and ex-employees of the

Company and their dependents or any class or classes of such persons.

The board may pay, enter into agreements to pay or make grants of revocable or

irrevocable, and either subject or not subject to any terms or conditions, pensions or other

benefits to employees and ex-employees and their dependents, or to any of such persons,

including pensions or benefits additional to those, if any, to which such employees or

ex-employees or their dependents are or may become entitled under any such scheme or

fund as is mentioned in the previous paragraph. Any such pension or benefit may, as the

board considers desirable, be granted to an employee either before and in anticipation of,

or upon or at any time after, his actual retirement.
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(vii) Retirement, appointment and removal

At each annual general meeting, one third of the Directors for the time being (or if their

number is not a multiple of three, then the number nearest to but not less than one third)

will retire from office by rotation provided that every Director shall be subject to retirement

at an annual general meeting at least once every three years. The Directors to retire in every

year will be those who have been longest in office since their last re-election or appointment

but as between persons who became or were last re-elected Directors on the same day those

to retire will (unless they otherwise agree among themselves) be determined by lot. There

are no provisions relating to retirement of Directors upon reaching any age limit.

The Directors shall have the power from time to time and at any time to appoint any

person as a Director either to fill a casual vacancy on the board or as an addition to the

existing board. Any Director appointed to fill a casual vacancy shall hold office until the first

general meeting of members after his appointment and be subject to re-election at such

meeting and any Director appointed as an addition to the existing board shall hold office

only until the next following annual general meeting of the Company and shall then be

eligible for re-election. Neither a Director nor an alternate Director is required to hold any

shares in the Company by way of qualification.

A Director may be removed by an ordinary resolution of the Company before the

expiration of his period of office (but without prejudice to any claim which such Director may

have for damages for any breach of any contract between him and the Company) and may

by ordinary resolution appoint another in his place. Unless otherwise determined by the

Company in general meeting, the number of Directors shall not be less than two. There is no

maximum number of Directors.

The office or director shall be vacated:

(aa) if he resigns his office by notice in writing delivered to the Company at the

registered office of the Company for the time being or tendered at a meeting of

the Board;

(bb) becomes of unsound mind or dies;

(cc) if, without special leave, he is absent from meetings of the board (unless an

alternate director appointed by him attends) for six (6) consecutive months, and

the board resolves that his office is vacated;

(dd) if he becomes bankrupt or has a receiving order made against him or suspends

payment or compounds with his creditors;

(ee) if he is prohibited from being a director by law;

(ff) if he ceases to be a director by virtue of any provision of law or is removed from

office pursuant to the Articles.
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The board may from time to time appoint one or more of its body to be managing

director, joint managing director, or deputy managing director or to hold any other

employment or executive office with the Company for such period and upon such terms as

the board may determine and the board may revoke or terminate any of such appointments.

The board may delegate any of its powers, authorities and discretions to committees

consisting of such Director or Directors and other persons as the board thinks fit, and it may

from time to time revoke such delegation or revoke the appointment of and discharge any

such committees either wholly or in part, and either as to persons or purposes, but every

committee so formed shall, in the exercise of the powers, authorities and discretions so

delegated, conform to any regulations that may from time to time be imposed upon it by the

board.

(viii) Borrowing powers

The board may exercise all the powers of the Company to raise or borrow money, to

mortgage or charge all or any part of the undertaking, property and assets (present and

future) and uncalled capital of the Company and, subject to the Companies Law, to issue

debentures, bonds and other securities of the Company, whether outright or as collateral

security for any debt, liability or obligation of the Company or of any third party.

Note: These provisions, in common with the Articles in general, can be varied with the sanction of a special

resolution of the Company.

(ix) Proceedings of the Board

The board may meet for the despatch of business, adjourn and otherwise regulate their

meetings as they think fit. Questions arising at any meeting shall be determined by a

majority of votes. In the case of an equality of votes, the chairman of the meeting shall have

an additional or casting vote.

(x) Register of Directors and Officers

The Companies Law and the Articles provide that the Company is required to maintain

at its registered office a register of directors and officers which is not available for inspection

by the public. A copy of such register must be filed with the Registrar of Companies in the

Cayman Islands and any change must be notified to the Registrar within thirty (30) days of

any change in such directors or officers.

(b) Alterations to constitutional documents

The Articles may be rescinded, altered or amended by the Company in general meeting

by special resolution. The Articles state that a special resolution shall be required to alter the

provisions of the Memorandum, to amend the Articles or to change the name of the

Company.
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(c) Alteration of capital

The Company may from time to time by ordinary resolution in accordance with the
relevant provisions of the Companies Law:

(i) increase its capital by such sum, to be divided into shares of such amounts as the
resolution shall prescribe;

(ii) consolidate and divide all or any of its capital into shares of larger amount than its
existing shares;

(iii) divide its shares into several classes and without prejudice to any special rights
previously conferred on the holders of existing shares attach thereto respectively
any preferential, deferred, qualified or special rights, privileges, conditions or
restrictions as the Company in general meeting or as the directors may determine;

(iv) sub-divide its shares or any of them into shares of smaller amount than is fixed by
the Memorandum, subject nevertheless to the provisions of the Companies Law,
and so that the resolution whereby any share is sub-divided may determine that, as
between the holders of the shares resulting from such sub-division, one or more of
the shares may have any such preferred or other special rights, over, or may have
such deferred rights or be subject to any such restrictions as compared with the
others as the Company has power to attach to unissued or new shares; or

(v) cancel any shares which, at the date of passing of the resolution, have not been
taken, or agreed to be taken, by any person, and diminish the amount of its capital
by the amount of the shares so cancelled.

The Company may subject to the provisions of the Companies Law reduce its share
capital or any capital redemption reserve or other undistributable reserve in any way by
special resolution.

(d) Variation of rights of existing shares or classes of shares

Subject to the Companies Law, all or any of the special rights attached to the shares or
any class of shares may (unless otherwise provided for by the terms of issue of that class) be
varied, modified or abrogated either with the consent in writing of the holders of not less
than three-fourths in nominal value of the issued shares of that class or with the sanction of
a special resolution passed at a separate general meeting of the holders of the shares of that
class. To every such separate general meeting the provisions of the Articles relating to
general meetings will mutatis mutandis apply, but so that the necessary quorum (other than
at an adjourned meeting) shall be two persons holding or representing by proxy not less than
one-third in nominal value of the issued shares of that class and at any adjourned meeting
two holders present in person or by proxy whatever the number of shares held by them shall
be a quorum. Every holder of shares of the class shall be entitled on a poll to one vote for
every such share held by him, and any holder of shares of the class present in person or by
proxy may demand a poll.

The special rights conferred upon the holders of any shares or class of shares shall not,
unless otherwise expressly provided in the rights attaching to the terms of issue of such
shares, be deemed to be varied by the creation or issue of further shares ranking pari passu
therewith.
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(e) Special resolution-majority required

Pursuant to the Articles, a special resolution of the Company must be passed by a

majority of not less than three-fourths of the votes cast by such members as, being entitled

so to do, vote in person or, in the case of such members as are corporations, by their duly

authorized representatives or, where proxies are allowed, by proxy at a general meeting of

which not less than twenty-one (21) clear days’ notice, specifying the intention to propose

the resolution as a special resolution, has been duly given. Provided that, except in the case

of an annual general meeting, if it is so agreed by a majority in number of the members

having a right to attend and vote at such meeting, being a majority together holding not less

than ninety-five per cent. (95%) in nominal value of the shares giving that right and, in the

case of an annual general meeting, if so agreed by all Members entitled to attend and vote

thereat, a resolution may be proposed and passed as a special resolution at a meeting of

which less than twenty-one (21) clear days’ notice has been given.

A copy of any special resolution must be forwarded to the Registrar of Companies in the

Cayman Islands within fifteen (15) days of being passed.

An ordinary resolution is defined in the Articles to mean a resolution passed by a simple

majority of the votes of such members of the Company as, being entitled to do so, vote in

person or, in the case of corporations, by their duly authorized representatives or, where

proxies are allowed, by proxy at a general meeting held in accordance with the Articles.

(f) Voting rights (generally and on a poll) and right to demand a poll

Subject to any special rights or restrictions as to voting for the time being attached to

any shares by or in accordance with the Articles, at any general meeting on a show of hands,

every member who is present in person or by proxy or being a corporation, is present by its

duly authorized representative shall have one vote and on a poll every member present in

person or by proxy or, in the case of a member being a corporation, by its duly authorized

representative shall have one vote for every fully paid share of which he is the holder but so

that no amount paid up or credited as paid up on a share in advance of calls or installments

is treated for the foregoing purposes as paid up on the share. Notwithstanding anything

contained in the Articles, where more than one proxy is appointed by a member which is a

clearing house (or its nominee(s)), each such proxy shall have one vote on a show of hands.

On a poll, a member entitled to more than one vote need not use all his votes or cast all the

votes he uses in the same way.

At any general meeting a resolution put to the vote of the meeting is to be decided on

a show of hands unless voting by way of a poll is required by the rules of [●] (as defined in

the Articles) or (before or on the declaration of the result of the show of hands or on the

withdrawal of any other demand for a poll) a poll is demanded by (i) the chairman of the

meeting or (ii) at least three members present in person or, in the case of a member being

a corporation, by its duly authorized representative or by proxy for the time being entitled

to vote at the meeting or (iii) any member or members present in person or, in the case of

a member being a corporation, by its duly authorized representative or by proxy and

representing not less than one-tenth of the total voting rights of all the members having the

right to vote at the meeting or (iv) a member or members present in person or, in the case

of a member being a corporation, by its duly authorized representative or by proxy and

APPENDIX IV SUMMARY OF THE CONSTITUTION OF THE COMPANY
AND CAYMAN ISLANDS COMPANY LAW

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to change. This

Web Proof Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Web Proof

Information Pack.

IV-8



holding shares in the Company conferring a right to vote at the meeting being shares on

which an aggregate sum has been paid equal to not less than one-tenth of the total sum paid

up on all the shares conferring that right or (v) if required by the rules of [●] (as defined in

the Articles), by any Director or Directors who, individually or collectively, hold proxies in

respect of shares representing five per cent. (5%) or more of the total voting rights at such

meeting.

If a recognized clearing house (or its nominee(s)) is a member of the Company it may

authorize such person or persons as it thinks fit to act as its representative(s) at any meeting

of the Company or at any meeting of any class of members of the Company provided that,

if more than one person is so authorized, the authorization shall specify the number and

class of shares in respect of which each such person is so authorized. A person authorized

pursuant to this provision shall be deemed to have been duly authorized without further

evidence of the facts and be entitled to exercise the same powers on behalf of the

recognized clearing house (or its nominee(s)) as if such person was the registered holder of

the shares of the Company held by that clearing house (or its nominee(s)) including the right

to vote individually on a show of hands.

Where the Company has any knowledge that any shareholder is, under the rules of [●]

(as defined in the Articles), required to abstain from voting on any particular resolution of

the Company or restricted to voting only for or only against any particular resolution of the

Company, any votes cast by or on behalf of such shareholder in contravention of such

requirement or restriction shall not be counted.

(g) Requirements for annual general meetings

An annual general meeting of the Company must be held in each year, other than the

year of adoption of the Articles (within a period of not more than fifteen (15) months after

the holding of the last preceding annual general meeting or a period of eighteen (18)

months from the date of adoption of the Articles, unless a longer period would not infringe

the rules of [●] (as defined in the Articles)) at such time and place as may be determined by

the board.

(h) Accounts and audit

The board shall cause true accounts to be kept of the sums of money received and

expended by the Company, and the matters in respect of which such receipt and expenditure

take place, and of the property, assets, credits and liabilities of the Company and of all other

matters required by the Companies Law or necessary to give a true and fair view of the

Company’s affairs and to explain its transactions.

The accounting records shall be kept at the registered office or at such other place or

places as the board decides and shall always be open to inspection by any Director. No

member (other than a Director) shall have any right to inspect any accounting record or book

or document of the Company except as conferred by law or authorized by the board or the

Company in general meeting.
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A copy of every balance sheet and profit and loss account (including every document

required by law to be annexed thereto) which is to be laid before the Company at its general

meeting, together with a printed copy of the Directors’ report and a copy of the auditors’

report, shall not less than twenty-one (21) days before the date of the meeting and at the

same time as the notice of annual general meeting be sent to every person entitled to receive

notices of general meetings of the Company under the provisions the Articles; however,

subject to compliance with all applicable laws, including the rules of [●] (as defined in the

Articles), the Company may send to such persons summarized financial statements derived

from the Company’s annual accounts and the directors’ report instead provided that any such

person may by notice in writing served on the Company, demand that the Company sends to

him, in addition to summarized financial statements, a complete printed copy of the

Company’s annual financial statement and the directors’ report thereon.

Auditors shall be appointed and the terms and tenure of such appointment and their

duties at all times regulated in accordance with the provisions of the Articles. The

remuneration of the auditors shall be fixed by the Company in general meeting or in such

manner as the members may determine.

The financial statements of the Company shall be audited by the auditor in accordance

with generally accepted auditing standards. The auditor shall make a written report thereon

in accordance with generally accepted auditing standards and the report of the auditor shall

be submitted to the members in general meeting. The generally accepted auditing standards

referred to herein may be those of a country or jurisdiction other than the Cayman Islands.

If so, the financial statements and the report of the auditor should disclose this fact and

name such country or jurisdiction.

(i) Notices of meetings and business to be conducted thereat

An annual general meeting and any extraordinary general meeting at which it is

proposed to pass a special resolution shall (save as set out in sub-paragraph (e) above) be

called by at least twenty-one (21) clear days’ notice in writing, and any other extraordinary

general meeting shall be called by at least fourteen (14) clear days’ notice (in each case

exclusive of the day on which the notice is served or deemed to be served and of the day for

which it is given). The notice must specify the time and place of the meeting and, in the case

of special business, the general nature of that business. In addition notice of every general

meeting shall be given to all members of the Company other than such as, under the

provisions of the Articles or the terms of issue of the shares they hold, are not entitled to

receive such notices from the Company, and also to the auditors for the time being of the

Company.

Notwithstanding that a meeting of the Company is called by shorter notice than that

mentioned above, it shall be deemed to have been duly called if it is so agreed:

(i) in the case of a meeting called as an annual general meeting, by all members of the

Company entitled to attend and vote thereat; and

(ii) in the case of any other meeting, by a majority in number of the members having

a right to attend and vote at the meeting, being a majority together holding not

less than ninety-five per cent (95%) in nominal value of the issued shares giving

that right.
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All business shall be deemed special that is transacted at an extraordinary general

meeting and also all business shall be deemed special that is transacted at an annual general

meeting with the exception of the following, which shall be deemed ordinary business:

(aa) the declaration and sanctioning of dividends;

(bb) the consideration and adoption of the accounts and balance sheet and the reports

of the directors and the auditors;

(cc) the election of directors in place of those retiring;

(dd) the appointment of auditors and other officers;

(ee) the fixing of the remuneration of the directors and of the auditors;

(ff) the granting of any mandate or authority to the directors to offer, allot, grant

options over or otherwise dispose of the unissued shares of the Company

representing not more than twenty per cent (20%) in nominal value of its existing

issued share capital; and

(gg) the granting of any mandate or authority to the directors to repurchase securities

of the Company.

(j) Transfer of shares

All transfers of shares may be effected by an instrument of transfer in the usual or

common form or in a form prescribed by [●] (as defined in the Articles) or in such other form

as the board may approve and which may be under hand or, if the transferor or transferee

is a clearing house or its nominee(s), by hand or by machine imprinted signature or by such

other manner of execution as the board may approve from time to time. The instrument of

transfer shall be executed by or on behalf of the transferor and the transferee provided that

the board may dispense with the execution of the instrument of transfer by the transferee

in any case in which it thinks fit, in its discretion, to do so and the transferor shall be deemed

to remain the holder of the share until the name of the transferee is entered in the register

of members in respect thereof. The board may also resolve either generally or in any

particular case, upon request by either the transferor or the transferee, to accept

mechanically executed transfers.

The board in so far as permitted by any applicable law may, in its absolute discretion,

at any time and from time to time transfer any share upon the principal register to any

branch register or any share on any branch register to the principal register or any other

branch register.

Unless the board otherwise agrees, no shares on the principal register shall be

transferred to any branch register nor may shares on any branch register be transferred to

the principal register or any other branch register. All transfers and other documents of title

shall be lodged for registration and registered, in the case of shares on a branch register, at

the relevant registration office and, in the case of shares on the principal register, at the

registered office in the Cayman Islands or such other place at which the principal register is

kept in accordance with the Companies Law.
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The board may, in its absolute discretion, and without assigning any reason, refuse to

register a transfer of any share (not being a fully paid up share) to a person of whom it does

not approve or any share issued under any share incentive scheme for employees upon which

a restriction on transfer imposed thereby still subsists, and it may also refuse to register any

transfer of any share to more than four joint holders or any transfer of any share (not being

a fully paid up share) on which the Company has a lien.

The board may decline to recognize any instrument of transfer unless a fee of such

maximum sum as [●] (as defined in the Articles) may determine to be payable or such lesser

sum as the Directors may from time to time require is paid to the Company in respect thereof,

the instrument of transfer, if applicable, is properly stamped, is in respect of only one class

of share and is lodged at the relevant registration office or registered office or such other

place at which the principal register is kept accompanied by the relevant share certificate(s)

and such other evidence as the board may reasonably require to show the right of the

transferor to make the transfer (and if the instrument of transfer is executed by some other

person on his behalf, the authority of that person so to do).

The registration of transfers may be suspended and the register closed on giving notice

by advertisement in a relevant newspaper and, where applicable, any other newspapers in

accordance with the requirements of [●] (as defined in the Articles), at such times and for

such periods as the board may determine and either generally or in respect of any class of

shares. The register of members shall not be closed for periods exceeding in the whole thirty

(30) days in any year.

(k) Power for the Company to purchase its own shares

The Company is empowered by the Companies Law and the Articles to purchase its own

Shares subject to certain restrictions and the Board may only exercise this power on behalf

of the Company subject to any applicable requirements imposed from time to time by [●] (as

defined in the Articles).

(l) Power for any subsidiary of the Company to own shares in the Company

There are no provisions in the Articles relating to ownership of shares in the Company

by a subsidiary.

(m) Dividends and other methods of distribution

Subject to the Companies Law, the Company in general meeting may declare dividends

in any currency to be paid to the members but no dividend shall be declared in excess of the

amount recommended by the board.

The Articles provide dividends may be declared and paid out of the profits of the

Company, realized or unrealized, or from any reserve set aside from profits which the

directors determine is no longer needed. With the sanction of an ordinary resolution

dividends may also be declared and paid out of share premium account or any other fund or

account which can be authorized for this purpose in accordance with the Companies Law.
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Except in so far as the rights attaching to, or the terms of issue of, any share may

otherwise provide, (i) all dividends shall be declared and paid according to the amounts paid

up on the shares in respect whereof the dividend is paid but no amount paid up on a share

in advance of calls shall for this purpose be treated as paid up on the share and (ii) all

dividends shall be apportioned and paid pro rata according to the amount paid up on the

shares during any portion or portions of the period in respect of which the dividend is paid.

The Directors may deduct from any dividend or other monies payable to any member or in

respect of any shares all sums of money (if any) presently payable by him to the Company on

account of calls or otherwise.

Whenever the board or the Company in general meeting has resolved that a dividend

be paid or declared on the share capital of the Company, the board may further resolve

either (a) that such dividend be satisfied wholly or in part in the form of an allotment of

shares credited as fully paid up, provided that the shareholders entitled thereto will be

entitled to elect to receive such dividend (or part thereof) in cash in lieu of such allotment,

or (b) that shareholders entitled to such dividend will be entitled to elect to receive an

allotment of shares credited as fully paid up in lieu of the whole or such part of the dividend

as the board may think fit. The Company may also upon the recommendation of the board

by an ordinary resolution resolve in respect of any one particular dividend of the Company

that it may be satisfied wholly in the form of an allotment of shares credited as fully paid up

without offering any right to shareholders to elect to receive such dividend in cash in lieu of

such allotment.

Any dividend, interest or other sum payable in cash to the holder of shares may be paid

by cheque or warrant sent through the post addressed to the holder at his registered

address, or in the case of joint holders, addressed to the holder whose name stands first in

the register of the Company in respect of the shares at his address as appearing in the

register or addressed to such person and at such addresses as the holder or joint holders may

in writing direct. Every such cheque or warrant shall, unless the holder or joint holders

otherwise direct, be made payable to the order of the holder or, in the case of joint holders,

to the order of the holder whose name stands first on the register in respect of such shares,

and shall be sent at his or their risk and payment of the cheque or warrant by the bank on

which it is drawn shall constitute a good discharge to the Company. Any one of two or more

joint holders may give effectual receipts for any dividends or other moneys payable or

property distributable in respect of the shares held by such joint holders.

Whenever the board or the Company in general meeting has resolved that a dividend

be paid or declared the board may further resolve that such dividend be satisfied wholly or

in part by the distribution of specific assets of any kind.

All dividends or bonuses unclaimed for one year after having been declared may be

invested or otherwise made use of by the board for the benefit of the Company until claimed

and the Company shall not be constituted a trustee in respect thereof. All dividends or

bonuses unclaimed for six years after having been declared may be forfeited by the board

and shall revert to the Company.

No dividend or other monies payable by the Company on or in respect of any share shall

bear interest against the Company.
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(n) Proxies

Any member of the Company entitled to attend and vote at a meeting of the Company

is entitled to appoint another person as his proxy to attend and vote instead of him. A

member who is the holder of two or more shares may appoint more than one proxy to

represent him and vote on his behalf at a general meeting of the Company or at a class

meeting. A proxy need not be a member of the Company and shall be entitled to exercise the

same powers on behalf of a member who is an individual and for whom he acts as proxy as

such member could exercise. In addition, a proxy shall be entitled to exercise the same

powers on behalf of a member which is a corporation and for which he acts as proxy as such

member could exercise if it were an individual member. On a poll or on a show of hands,

votes may be given either personally (or, in the case of a member being a corporation, by its

duly authorized representative) or by proxy.

(o) Call on shares and forfeiture of shares

Subject to the Articles and to the terms of allotment, the board may from time to time

make such calls upon the members in respect of any monies unpaid on the shares held by

them respectively (whether on account of the nominal value of the shares or by way of

premium). A call may be made payable either in one lump sum or by installments. If the sum

payable in respect of any call or instalment is not paid on or before the day appointed for

payment thereof, the person or persons from whom the sum is due shall pay interest on the

same at such rate not exceeding twenty per cent. (20%) per annum as the board may agree

to accept from the day appointed for the payment thereof to the time of actual payment, but

the board may waive payment of such interest wholly or in part. The board may, if it thinks

fit, receive from any member willing to advance the same, either in money or money’s worth,

all or any part of the monies uncalled and unpaid or installments payable upon any shares

held by him, and upon all or any of the monies so advanced the Company may pay interest

at such rate (if any) as the board may decide.

If a member fails to pay any call on the day appointed for payment thereof, the board

may serve not less than fourteen (14) clear days’ notice on him requiring payment of so much

of the call as is unpaid, together with any interest which may have accrued and which may

still accrue up to the date of actual payment and stating that, in the event of non-payment

at or before the time appointed, the shares in respect of which the call was made will be

liable to be forfeited.

If the requirements of any such notice are not complied with, any share in respect of

which the notice has been given may at any time thereafter, before the payment required by

the notice has been made, be forfeited by a resolution of the board to that effect. Such

forfeiture will include all dividends and bonuses declared in respect of the forfeited share

and not actually paid before the forfeiture.

A person whose shares have been forfeited shall cease to be a member in respect of the

forfeited shares but shall, notwithstanding, remain liable to pay to the Company all monies

which, at the date of forfeiture, were payable by him to the Company in respect of the

shares, together with (if the board shall in its discretion so require) interest thereon from the

date of forfeiture until the date of actual payment at such rate not exceeding twenty per

cent. (20%) per annum as the board determines.
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(p) Inspection of register of members

Pursuant to the Articles the register and branch register of members shall be open to

inspection for at least two (2) hours on every business day by members without charge, or by

any other person upon a maximum payment of HK$2.50 or such lesser sum specified by the

board, at the registered office or such other place at which the register is kept in accordance

with the Companies Law or, upon a maximum payment of HK$1.00 or such lesser sum

specified by the board, at the Registration Office (as defined in the Articles), unless the

register is closed in accordance with the Articles.

(q) Quorum for meetings and separate class meetings

No business shall be transacted at any general meeting unless a quorum is present when

the meeting proceeds to business, but the absence of a quorum shall not preclude the

appointment of a chairman.

Save as otherwise provided by the Articles the quorum for a general meeting shall be

two members present in person (or, in the case of a member being a corporation, by its duly

authorized representative) or by proxy and entitled to vote. In respect of a separate class

meeting (other than an adjourned meeting) convened to sanction the modification of class

rights the necessary quorum shall be two persons holding or representing by proxy not less

than one-third in nominal value of the issued shares of that class.

A corporation being a member shall be deemed for the purpose of the Articles to be

present in person if represented by its duly authorized representative being the person

appointed by resolution of the directors or other governing body of such corporation to act

as its representative at the relevant general meeting of the Company or at any relevant

general meeting of any class of members of the Company.

(r) Rights of the minorities in relation to fraud or oppression

There are no provisions in the Articles relating to rights of minority shareholders in

relation to fraud or oppression. However, certain remedies are available to shareholders of

the Company under Cayman Islands law, as summarized in paragraph 3(f) of this Appendix.

(s) Procedures on liquidation

A resolution that the Company be wound up by the court or be wound up voluntarily

shall be a special resolution.

Subject to any special rights, privileges or restrictions as to the distribution of available

surplus assets on liquidation for the time being attached to any class or classes of shares (i)

if the Company shall be wound up and the assets available for distribution amongst the

members of the Company shall be more than sufficient to repay the whole of the capital paid

up at the commencement of the winding up, the excess shall be distributed pari passu

amongst such members in proportion to the amount paid up on the shares held by them

respectively and (ii) if the Company shall be wound up and the assets available for

distribution amongst the members as such shall be insufficient to repay the whole of the

paid-up capital, such assets shall be distributed so that, as nearly as may be, the losses shall

be borne by the members in proportion to the capital paid up, or which ought to have been

paid up, at the commencement of the winding up on the shares held by them respectively.
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If the Company shall be wound up (whether the liquidation is voluntary or by the court)
the liquidator may, with the authority of a special resolution and any other sanction required
by the Companies Law divide among the members in specie or kind the whole or any part of
the assets of the Company whether the assets shall consist of property of one kind or shall
consist of properties of different kinds and the liquidator may, for such purpose, set such
value as he deems fair upon any one or more class or classes of property to be divided as
aforesaid and may determine how such division shall be carried out as between the members
or different classes of members. The liquidator may, with the like authority, vest any part of
the assets in trustees upon such trusts for the benefit of members as the liquidator, with the
like authority, shall think fit, but so that no contributory shall be compelled to accept any
shares or other property in respect of which there is a liability.

(t) Untraceable members

Pursuant to the Articles, the Company may sell any of the shares of a member who is
untraceable if (i) all cheques or warrants in respect of dividends of the shares in question
(being not less than three in total number) for any sum payable in cash to the holder of such
shares have remained uncashed for a period of 12 years; (ii) upon the expiry of the 12 year
period, the Company has not during that time received any indication of the existence of the
member; and (iii) the Company has caused an advertisement to be published in accordance
with the rules of [●] (as defined in the Articles) giving notice of its intention to sell such
shares and a period of three (3) months, or such shorter period as may be permitted by [●]
(as defined in the Articles), has elapsed since the date of such advertisement and [●] (as
defined in the Articles) has been notified of such intention. The net proceeds of any such sale
shall belong to the Company and upon receipt by the Company of such net proceeds, it shall
become indebted to the former member of the Company for an amount equal to such net
proceeds.

(u) Subscription rights reserve

The Articles provide that to the extent that it is not prohibited by and is in compliance
with the Companies Law, if warrants to subscribe for shares have been issued by the
Company and the Company does any act or engages in any transaction which would result
in the subscription price of such warrants being reduced below the par value of a share, a
subscription rights reserve shall be established and applied in paying up the difference
between the subscription price and the par value of a share on any exercise of the warrants.

3. CAYMAN ISLANDS COMPANY LAW

The Company is incorporated in the Cayman Islands subject to the Companies Law and,
therefore, operates subject to Cayman Islands law. Set out below is a summary of certain

provisions of Cayman company law, although this does not purport to contain all applicable

qualifications and exceptions or to be a complete review of all matters of Cayman company

law and taxation, which may differ from equivalent provisions in jurisdictions with which

interested parties may be more familiar:

(a) Operations

As an exempted company, the Company’s operations must be conducted mainly outside

the Cayman Islands. The Company is required to file an annual return each year with the

Registrar of Companies of the Cayman Islands and pay a fee which is based on the amount

of its authorized share capital.
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(b) Share capital

The Companies Law provides that where a company issues shares at a premium, whether

for cash or otherwise, a sum equal to the aggregate amount of the value of the premiums

on those shares shall be transferred to an account, to be called the “share premium account”.

At the option of a company, these provisions may not apply to premiums on shares of that

company allotted pursuant to any arrangement in consideration of the acquisition or

cancellation of shares in any other company and issued at a premium. The Companies Law

provides that the share premium account may be applied by the company subject to the

provisions, if any, of its memorandum and articles of association in (a) paying distributions

or dividends to members; (b) paying up unissued shares of the company to be issued to

members as fully paid bonus shares; (c) the redemption and repurchase of shares (subject to

the provisions of section 37 of the Companies Law); (d) writing-off the preliminary expenses

of the company; (e) writing-off the expenses of, or the commission paid or discount allowed

on, any issue of shares or debentures of the company; and (f) providing for the premium

payable on redemption or purchase of any shares or debentures of the company.

No distribution or dividend may be paid to members out of the share premium account

unless immediately following the date on which the distribution or dividend is proposed to

be paid, the company will be able to pay its debts as they fall due in the ordinary course

business.

The Companies Law provides that, subject to confirmation by the Grand Court of the

Cayman Islands (the “Court”), a company limited by shares or a company limited by

guarantee and having a share capital may, if so authorized by its articles of association, by

special resolution reduce its share capital in any way.

The Articles includes certain protections for holders of special classes of shares,

requiring their consent to be obtained before their rights may be varied. The consent of the

specified proportions of the holders of the issued shares of that class or the sanction of a

resolution passed at a separate meeting of the holders of those shares is required.

(c) Financial assistance to purchase shares of a company or its holding company

Subject to all applicable laws, the Company may give financial assistance to Directors

and employees of the Company, its subsidiaries, its holding company or any subsidiary of

such holding company in order that they may buy Shares in the Company or shares in any

subsidiary or holding company. Further, subject to all applicable laws, the Company may give

financial assistance to a trustee for the acquisition of Shares in the Company or shares in any

such subsidiary or holding company to be held for the benefit of employees of the Company,

its subsidiaries, any holding company of the Company or any subsidiary of any such holding

company (including salaried Directors).

There is no statutory restriction in the Cayman Islands on the provision of financial

assistance by a company to another person for the purchase of, or subscription for, its own

or its holding company’s shares. Accordingly, a company may provide financial assistance if

the directors of the company consider, in discharging their duties of care and acting in good

faith, for a proper purpose and in the interests of the company, that such assistance can

properly be given. Such assistance should be on an arm’s-length basis.
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(d) Purchase of shares and warrants by a company and its subsidiaries

Subject to the provisions of the Companies Law, a company limited by shares or a

company limited by guarantee and having a share capital may, if so authorized by its articles

of association, issue shares which are to be redeemed or are liable to be redeemed at the

option of the company or a shareholder. In addition, such a company may, if authorized to

do so by its articles of association, purchase its own shares, including any redeemable shares.

However, if the articles of association do not authorize the manner or purchase, a company

cannot purchase any of its own shares unless the manner of purchase has first been

authorized by an ordinary resolution of the company. At no time may a company redeem or

purchase its shares unless they are fully paid. A company may not redeem or purchase any of

its shares if, as a result of the redemption or purchase, there would no longer be any member

of the company holding shares. A payment out of capital by a company for the redemption

or purchase of its own shares is not lawful unless immediately following the date on which

the payment is proposed to be made, the company shall be able to pay its debts as they fall

due in the ordinary course of business.

A company is not prohibited from purchasing and may purchase its own warrants

subject to and in accordance with the terms and conditions of the relevant warrant

instrument or certificate. There is no requirement under Cayman Islands law that a

company’s memorandum or articles of association contain a specific provision enabling such

purchases and the directors of a company may rely upon the general power contained in its

memorandum of association to buy and sell and deal in personal property of all kinds.

Under Cayman Islands law, a subsidiary may hold shares in its holding company and, in

certain circumstances, may acquire such shares.

(e) Dividends and distributions

With the exception of section 34 of the Companies Law, there is no statutory provisions

relating to the payment of dividends. Based upon English case law, which is regarded as

persuasive in the Cayman Islands, dividends may be paid only out of profits. In addition,

section 34 of the Companies Law permits, subject to a solvency test and the provisions, if any,

of the company’s memorandum and articles of association, the payment of dividends and

distributions out of the share premium account (see paragraph 2(m) above for further

details).

(f) Protection of minorities

The Cayman Islands courts ordinarily would be expected to follow English case law

precedents which permit a minority shareholder to commence a representative action

against or derivative actions in the name of the company to challenge (a) an act which is ultra

vires the company or illegal, (b) an act which constitutes a fraud against the minority and the

wrongdoers are themselves in control of the company, and (c) an irregularity in the passing

of a resolution which requires a qualified (or special) majority.

In the case of a company (not being a bank) having a share capital divided into shares,

the Court may, on the application of members holding not less than one fifth of the shares

of the company in issue, appoint an inspector to examine into the affairs of the company and

to report thereon in such manner as the Court shall direct.
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Any shareholder of a company may petition the Court which may make a winding up

order if the Court is of the opinion that it is just and equitable that the company should be

wound up.

Generally claims against a company by its shareholders must be based on the general

laws of contract or tort applicable in the Cayman Islands or their individual rights as

shareholders as established by the company’s memorandum and articles of association.

(g) Management

The Companies Law contains no specific restrictions on the power of directors to dispose

of assets of a company. However, as a matter of general law, every officer of a company,

which includes a director, managing director and secretary, in exercising his powers and

discharging his duties must do so honestly and in good faith with a view to the best interests

of the company and exercise the care, diligence and skill that a reasonably prudent person

would exercise in comparable circumstances.

(h) Accounting and auditing requirements

A company shall cause proper books of account to be kept with respect to (i) all sums

of money received and expended by the company and the matters in respect of which the

receipt and expenditure takes place; (ii) all sales and purchases of goods by the company; and

(iii) the assets and liabilities of the company.

Proper books of account shall not be deemed to be kept if there are not kept such books

as are necessary to give a true and fair view of the state of the company’s affairs and to

explain its transactions.

(i) Exchange control

There are no exchange control regulations or currency restrictions in the Cayman

Islands.

(j) Taxation

Pursuant to section 6 of the Tax Concessions Law (1999 Revision) of the Cayman Islands,

the Company has obtained an undertaking from the Governor-in-Cabinet:

(1) that no law which is enacted in the Cayman Islands imposing any tax to be levied

on profits, income, gains or appreciation shall apply to the Company or its

operations; and

(2) that the aforesaid tax or any tax in the nature of estate duty or inheritance tax

shall not be payable on or in respect of the shares, debentures or other obligations

of the Company.

The undertaking for the Company is for a period of twenty years from March 19, 2013.
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The Cayman Islands currently levy no taxes on individuals or corporations based upon

profits, income, gains or appreciations and there is no taxation in the nature of inheritance

tax or estate duty. There are no other taxes likely to be material to the Company levied by

the Government of the Cayman Islands save certain stamp duties which may be applicable,

from time to time, on certain instruments executed in or brought within the jurisdiction of

the Cayman Islands. The Cayman Islands are not party to any double tax treaties.

(k) Stamp duty on transfers

No stamp duty is payable in the Cayman Islands on transfers of shares of Cayman Islands

companies except those which hold interests in land in the Cayman Islands.

(l) Loans to directors

There is no express provision in the Companies Law prohibiting the making of loans by

a company to any of its directors.

(m) Inspection of corporate records

Members of the Company will have no general right under the Companies Law to

inspect or obtain copies of the register of members or corporate records of the Company.

They will, however, have such rights as may be set out in the Company’s Articles.

An exempted company may, subject to the provisions of its articles of association,

maintain its principal register of members and any branch registers at such locations,

whether within or without the Cayman Islands, as the directors may, from time to time, think

fit. There is no requirement under the Companies Law for an exempted company to make

any returns of members to the Registrar of Companies of the Cayman Islands. The names and

addresses of the members are, accordingly, not a matter of public record and are not

available for public inspection.

(n) Winding up

A company may be wound up by either an order of the Court or by a special resolution

of its members. The Court has authority to order winding up in a number of specified

circumstances including where it is, in the opinion of the Court, just and equitable to do so.

A company may be wound up voluntarily when the members so resolve in general

meeting by special resolution, or, in the case of a limited duration company, when the period

fixed for the duration of the company by its memorandum expires, or the event occurs on the

occurrence of which the memorandum provides that the company is to be dissolved. In the

case of a voluntary winding up, such company is obliged to cease to carry on its business from

the time of passing the resolution for voluntary winding up or upon the expiry of the period

or the occurrence of the event referred to above.

For the purpose of conducting the proceedings in winding up a company and assisting

the Court, there may be appointed one or more than one person to be called an official

liquidator or official liquidator; and the Court may appoint to such office such person or

persons, either provisionally or otherwise, as it thinks fit, and if more persons than one are
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appointed to such office, the Court shall declare whether any act hereby required or

authorized to be done by the official liquidator is to be done by all or any one or more of

such persons. The Court may also determine whether any and what security is to be given by

an official liquidator on his appointment; if no official liquidator is appointed, or during any

vacancy in such office, all the property of the company shall be in the custody of the Court.

In the case of a members’ voluntary winding up of a company, the company in general

meeting must appoint one or more liquidators for the purpose of winding up the affairs of

the company and distributing its assets.

Upon the appointment of a liquidator, the responsibility for the company’s affairs rests

entirely in his hands and no future executive action may be carried out without his approval.

A liquidator’s duties are to collect the assets of the company (including the amount (if any)

due from the contributories), settle the list of creditors and, subject to the rights of preferred

and secured creditors and to any subordination agreements or rights of set-off or netting of

claims, discharge the company’s liability to them (pari passu if insufficient assets exist to

discharge the liabilities in full) and to settle the list of contributories (shareholders) and

divide the surplus assets (if any) amongst them in accordance with the rights attaching to the

shares.

As soon as the affairs of the company are fully wound up, the liquidator must make up

an account of the winding up, showing how the winding up has been conducted and the

property of the company has been disposed of, and thereupon call a general meeting of the

company for the purposes of laying before it the account and giving an explanation thereof.

This final general meeting shall be called by Public Notice (as defined in the Companies Law)

or otherwise as the Registrar of Companies of the Cayman Islands may direct.

(o) Reconstructions

There are statutory provisions which facilitate reconstructions and amalgamations

approved by a majority in number representing seventy-five per cent. (75%) in value of

shareholders or class of shareholders or creditors, as the case may be, as are present at a

meeting called for such purpose and thereafter sanctioned by the Court. Whilst a dissenting

shareholder would have the right to express to the Court his view that the transaction for

which approval is sought would not provide the shareholders with a fair value for their

shares, the Court is unlikely to disapprove the transaction on that ground alone in the

absence of evidence of fraud or bad faith on behalf of management.

(p) Compulsory acquisition

Where an offer is made by a company for the shares of another company and, within

four (4) months of the offer, the holders of not less than ninety per cent. (90%) of the shares

which are the subject of the offer accept, the offeror may at any time within two (2) months

after the expiration of the said four (4) months, by notice in the prescribed manner require

the dissenting shareholders to transfer their shares on the terms of the offer. A dissenting

shareholder may apply to the Court within one (1) month of the notice objecting to the

transfer. The burden is on the dissenting shareholder to show that the Court should exercise

its discretion, which it will be unlikely to do unless there is evidence of fraud or bad faith or

collusion as between the offeror and the holders of the shares who have accepted the offer

as a means of unfairly forcing out minority shareholders.
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(q) Indemnification

Cayman Islands law does not limit the extent to which a company’s articles of

association may provide for indemnification of officers and directors, except to the extent

any such provision may be held by the court to be contrary to public policy (e.g. for

purporting to provide indemnification against the consequences of committing a crime).

4. GENERAL

Harney Westwood & Riegels, the Company’s special legal counsel on Cayman Islands law,

have sent to the Company a letter of advice summarizing certain aspects of Cayman Islands

company law. Any person wishing to have a detailed summary of Cayman Islands company

law or advice on the differences between it and the laws of any jurisdiction with which he

is more familiar is recommended to seek independent legal advice.
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A. FURTHER INFORMATION ABOUT OUR GROUP

1. Incorporation

We were incorporated in the Cayman Islands with limited liability under the Companies

Law on February 28, 2013. We have established a place of business in Hong Kong at Suites

1214 — 1215, Two Pacific Place, 88 Queensway, Hong Kong and registered as a non-Hong

Kong company under Part XI of the Hong Kong Companies Ordinance under the same

address. Mr. Wong Kwok Hung Kendrick and Mr. Or Wing Kee have been appointed as the

authorized representatives of our Company for the acceptance of service of process and

notices on behalf of our Company to be served on the Company in Hong Kong. The Company

has registered its Chinese name 鳳凰醫療集團有限公司 with the Registrar of Companies of

Cayman Islands on February 28, 2013.

As we are incorporated in the Cayman Islands, our corporate structure, and our

Memorandum of Association and Articles of Association are subject to the relevant laws of

the Cayman Islands. A summary of the relevant provisions of our Memorandum of

Association and Articles of Association and certain relevant aspects of the Companies Law

are set out in Appendix IV to this document.

2. Changes in share capital

On February 28, 2013, the date of our incorporation, our authorized share capital was

HK$380,000 divided into 3,800,000 shares of HK$0.10 each. The following sets out the

changes in our share capital since the date of our incorporation:

• On February 28, 2013, one share of HK$0.10 was allotted and issued to the initial

subscriber Codan Trust Company (Cayman) Limited for cash at par and such one

share was transferred to Time Speed Developments Limited, which is owned by Ms.

Xu Jie.

• On March 19, 2013, Time Speed Developments Limited transferred its one share to

Speed Key Limited.

• On April 17, 2013, our then sole shareholder, Speed Key Limited and directors

passed resolutions approving a sub-division in our share capital. Each ordinary

share of nominal value HK$0.10 was sub-divided into 100 ordinary shares of

nominal value of HK$0.001 each. As a result of the sub-division, Speed Key Limited

held 100 Shares.

• On May 3, 2013, our directors passed resolutions approving issuance and allotment

of 69,339,900, 4,810,000 and 15,590,000 shares to Speed Key Limited, Exalt Great

Limited and Hyde International Investment Limited.

• On June 13, 2013, our directors passed resolutions approving issuance and

allotment of 36,480,000, 8,300,000 and 1,480,000 shares to Senmart Investments,

Silvapower Investments and Vertex Fund, respectively.

• On July 2, 2013, our directors passed resolutions approving issuance and allotment

of 14,680,000 shares to Green Talent.
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• On September 30, 2013, our then shareholders and directors passed resolutions

approving a sub-division in our share capital. Each ordinary share of nominal value

HK$0.001 each was sub-divided into 4 ordinary shares of nominal value of

HK$0.00025 each.

Save as disclosed in this document, there has been no alteration in our share capital

within the two years preceding the date of this document.

3. Changes in share capital of the subsidiaries of our Group

Our subsidiaries are referred to in the Accountants’ Report as set out in Appendix I. The

following alterations in the share capital (or registered capital, as the case may be) of our

subsidiaries have taken place within the two years preceding the date of this document:

Unison Champ Limited

On January 7, 2013, Unison Champ was incorporated in the BVI as a limited liability

company with an authorized share capital of US$50,000 divided into 50,000 shares. On

February 8, 2013, one share of US$1.00 in the authorized share capital was allotted and

issued to Green Talent. On March 13, 2013, Green Talent transferred its one share in Unison

Champ to the Company.

Pinyu Limited

On January 3, 2013, Pinyu was incorporated in the BVI as a limited liability company

with an authorized share capital of US$50,000 divided into 50,000 shares. On February 8,

2013, one share of US$1.00 in the authorized share capital was allotted and issued to Green

Talent. On July 2, 2013, Green Talent transferred its one share in Pinyu to Unison Champ.

Star Target Investments Limited

On January 3, 2013, Star Target was incorporated in Hong Kong as a limited liability

company with an authorized share capital of HK$10,000 divided into 10,000 shares of

HK$1.00 each. On March 26, 2013, one share of HK$1.00 in the authorized share capital of

Star Target was transferred from the initial subscriber to Pinyu.

Phoenix Healthcare International Investment Limited

On August 28, 2012, Citic Phoenix International Health Investment Co. Limited was

incorporated in Hong Kong as a limited liability company with an authorized share capital of

HK$10,000 divided into 10,000 shares of HK$1.00 each. On March 19, 2013, Citic Phoenix

International Healthcare Investment Co. Limited was renamed as Phoenix Healthcare

International Investment Limited. On March 22, 2013, one share of HK$1.00 in the authorized

share capital of Phoenix Healthcare International Investment Limited was transferred from

the initial subscriber to Unison Champ.
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Beijing Phoenix United Hospital Management Consulting Co., Ltd.

On November 6, 2007, Beijing Phoenix United Hospital Management Joint Stock Co.,
Ltd. (北京鳳凰聯合醫院管理股份有限公司) was incorporated in Beijing as a joint stock company
with a registered and paid-up capital of RMB45 million. On December 4, 2007, the registered
and paid-up capital of Beijing Phoenix United Hospital Management Joint Stock Co., Ltd. was
increased to RMB72 million. On January 7, 2008, the registered and paid-up capital was
increased to RMB99.6 million. On May 12, 2010, the registered and paid-up capital was
increased to RMB130.58 million. On May 12, 2011, the registered and paid-up capital was
increased to RMB140.58 million. On December 8, 2011, the registered and paid-up capital

was increased to RMB165.58 million. On March 22, 2012, the registered and paid-up capital

of the Company was reduced to RMB140.58 million. On March 8, 2013, Beijing Phoenix

United Hospital Management Joint Stock Co., Ltd. was renamed as Beijing Phoenix United

Hospital Management Co., Ltd. (北京鳳凰聯合醫院管理有限公司) and the company form was

changed to a limited liability company. On May 28, 2013, Beijing Phoenix United Hospital

Management Co., Ltd. was renamed as Beijing Phoenix United Hospital Management

Consulting Co., Ltd. (北京鳳凰聯合醫院管理諮詢有限公司).

Beijing Jian Gong Hospital Co., Ltd. (北京市健宮醫院有限公司)

On May 12, 2003, Beijing Jian Gong Hospital Co., Ltd. was incorporated in Beijing as a

limited liability company with a registered and paid-up capital of RMB80 million. On January

5, 2009, the registered and paid-up capital of Beijing Jian Gong Hospital Co., Ltd. was

increased to RMB100 million. On May 18, 2011, the registered and paid-up capital of Jian

Gong Hospital was increased to RMB420.5526 million.

Beijing Wanrong Yikang Medical Devices Co., Ltd. (北京萬榮億康醫藥有限公司)

On March 20, 2000, Beijing Wanrong Yikang Medical Devices Co., Ltd. was incorporated

in Beijing as a limited liability company with a registered and paid-up capital of RMB3

million.

Beijing Phoenix Jiayi Medical Devices Co. Ltd. (北京鳳凰佳益醫療器械有限公司)

On December 9, 2004, Beijing Phoenix Luoke Medical Technique Co., Ltd. (北京鳳凰洛克
醫學技術有限公司) was incorporated in Beijing as a limited liability company with a registered

and paid-up capital of RMB4 million. On August 23, 2005, Beijing Phoenix Luoke Medical

Technique Co., Ltd. was renamed as Phoenix Wanfeng Medical Technique (Beijing) Co., Ltd.

(鳳凰萬峰醫學技術(北京)有限公司) and was then renamed as Beijing Phoenix Jiayi Medical

Devices Co. Ltd. (北京鳳凰佳益醫療器械有限公司) on February 10, 2010.

Beijing Phoenix Easylife Healthcare Consulting Co., Ltd. (北京鳳凰益生醫學技術諮詢有限公
司)

On January 18, 2008, Beijing Phoenix Easylife Healthcare Consulting Co., Ltd. was

incorporated in Beijing as a limited liability company with a registered and paid-up capital

of RMB1 million.

Beijing Phoenix Easylife Technology and Trade Co., Ltd. (北京鳳凰益生科貿有限公司)

On April 28, 2011, Beijing Phoenix Easylife Technology and Trade Co., Ltd. was

incorporated in Beijing as a limited liability company with a registered and paid-up capital

of RMB500,000.
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4. Reorganization

The companies comprising the Group and the companies at the shareholders level of the

Company underwent a reorganization to rationalize the business and the structure of the

Company in anticipation of the [●]. For more details on such corporate reorganization, see

“History and Reorganization”.

B. FURTHER INFORMATION ABOUT OUR BUSINESS

1. Summary of material contracts

We have entered into the following contracts (not being contracts entered into in the

ordinary course of business) within the two years immediately preceding the date of this

document that are or may be material:

(a) an equity transfer agreement between Beijing Construction Engineering Group

Co., Ltd. and Beijing Phoenix United Hospital Management Joint Stock Co., Ltd.

dated June 27, 2012, pursuant to which Beijing Construction Engineering Group

Co., Ltd. agreed to transfer to Beijing Phoenix United Hospital Management Joint

Stock Co., Ltd. 27.02% of the equity interest in Beijing Jian Gong Hospital Co., Ltd.

at a consideration of RMB121,800,000;

(b) an equity transfer agreement between Star Target Investments Ltd. and Zhang

Xiaodan dated April 9, 2013, pursuant to which Zhang Xiaodan agreed to transfer

to Star Target Investments Ltd. 0.25% of the equity interest in Beijing Phoenix

United Hospital Management Co., Ltd. at a consideration of RMB1,243,865;

(c) an equity transfer agreement between Star Target Investments Ltd. and Li Qidong

dated April 9, 2013, pursuant to which Li Qidong agreed to transfer to Star Target

Investments Ltd. 0.71% of the equity interest in Beijing Phoenix United Hospital

Management Co., Ltd. at a consideration of RMB3,553,900;

(d) an equity transfer agreement between Star Target Investments Ltd. and Gu Yemei

dated April 9, 2013, pursuant to which Gu Yemei agreed to transfer to Star Target

Investments Ltd. 0.36% of the equity interest in Beijing Phoenix United Hospital

Management Co., Ltd. at a consideration of RMB1,776,950;

(e) an equity transfer agreement between Star Target Investments Ltd. and Li Yongjie

dated April 9, 2013, pursuant to which Li Yongjie agreed to transfer to Star Target

Investments Ltd. 1.10% of the equity interest in Beijing Phoenix United Hospital

Management Co., Ltd. at a consideration of RMB5,508,545;

(f) an equity transfer agreement between Star Target Investments Ltd. and Liang

Hongze dated April 9, 2013, pursuant to which Liang Hongze agreed to transfer to

Star Target Investments Ltd. 4.48% of the equity interest in Beijing Phoenix United

Hospital Management Co., Ltd. at a consideration of RMB22,389,570;

(g) an equity transfer agreement between Star Target Investments Ltd. and Liu Jiping

dated April 9, 2013, pursuant to which Liu Jiping agreed to transfer to Star Target

Investments Ltd. 0.14% of the equity interest in Beijing Phoenix United Hospital

Management Co., Ltd. at a consideration of RMB710,780;
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(h) an equity transfer agreement between Star Target Investments Ltd. and Ni Jin

dated April 9, 2013, pursuant to which Ni Jin agreed to transfer to Star Target

Investments Ltd. 0.12% of the equity interest in Beijing Phoenix United Hospital

Management Co., Ltd. at a consideration of RMB604,163;

(i) an equity transfer agreement between Star Target Investments Ltd. and Shi

Hongxia dated April 9, 2013, pursuant to which Shi Hongxia agreed to transfer to

Star Target Investments Ltd. 0.14% of the equity interest in Beijing Phoenix United

Hospital Management Co., Ltd. at a consideration of RMB710,780;

(j) an equity transfer agreement between Star Target Investments Ltd. and Zhao

Fengrui dated April 9, 2013, pursuant to which Zhao Fengrui agreed to transfer to

Star Target Investments Ltd. 0.27% of the equity interest in Beijing Phoenix United

Hospital Management Co., Ltd. at a consideration of RMB1,350,482;

(k) an equity transfer agreement between Star Target Investments Ltd. and Xu

Zechang dated April 9, 2013, pursuant to which Xu Zechang agreed to transfer to

Star Target Investments Ltd. 0.50% of the equity interest in Beijing Phoenix United

Hospital Management Co., Ltd. at a consideration of RMB2,487,730;

(l) an equity transfer agreement between Star Target Investments Ltd. and Zhang Wei

dated April 9, 2013, pursuant to which Zhang Wei agreed to transfer to Star Target

Investments Ltd. 0.58% of the equity interest in Beijing Phoenix United Hospital

Management Co., Ltd. at a consideration of RMB2,878,659;

(m) an equity transfer agreement between Star Target Investments Ltd. and Cui Jianjun

dated April 9, 2013, pursuant to which Cui Jianjun agreed to transfer to Star Target

Investments Ltd. 1.20% of the equity interest in Beijing Phoenix United Hospital

Management Co., Ltd. at a consideration of RMB5,970,552;

(n) an equity transfer agreement between Star Target Investments Ltd. and Cheng

Libing dated April 9, 2013, pursuant to which Cheng Libing agreed to transfer to

Star Target Investments Ltd. 0.28% of the equity interest in Beijing Phoenix United

Hospital Management Co., Ltd. at a consideration of RMB1,421,560;

(o) an equity transfer agreement between Star Target Investments Ltd. and Shan

Baojie dated April 9, 2013, pursuant to which Shan Baojie agreed to transfer to Star

Target Investments Ltd. 0.21% of the equity interest in Beijing Phoenix United

Hospital Management Co., Ltd. at a consideration of RMB1,066,170;

(p) an equity transfer agreement between Star Target Investments Ltd. and Chen

Qianjin dated April 9, 2013, pursuant to which Chen Qianjin agreed to transfer to

Star Target Investments Ltd. 0.15% of the equity interest in Beijing Phoenix United

Hospital Management Co., Ltd. at a consideration of RMB746,319;

(q) an equity transfer agreement between Star Target Investments Ltd. and Jiang

Tianfan dated April 9, 2013, pursuant to which Jiang Tianfan agreed to transfer to

Star Target Investments Ltd. 1.78% of the equity interest in Beijing Phoenix United

Hospital Management Co., Ltd. at a consideration of RMB8,884,750;
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(r) an equity transfer agreement between Star Target Investments Ltd. and Beijing

Tianjian Runyuan Investment Center (Limited Partnership) dated April 9, 2013,

pursuant to which Beijing Tianjian Runyuan Investment Center (Limited

Partnership) agreed to transfer to Star Target Investments Ltd. 9.39% of the equity

interest in Beijing Phoenix United Hospital Management Co., Ltd. at a

consideration of RMB46,911,480;

(s) an equity transfer agreement between Star Target Investments Ltd. and Beijing

Nuopu Investment Management Co., Ltd. dated April 9, 2013, pursuant to which

Beijing Nuopu Investment Management Co., Ltd. agreed to transfer to Star Target

Investments Ltd. 5.30% of the equity interest in Beijing Phoenix United Hospital

Management Co., Ltd. at a consideration of RMB26,476,555;

(t) an equity transfer agreement between Star Target Investments Ltd. and Beijing

Dayao Guanghua Investment Consulting Co., Ltd. dated April 9, 2013, pursuant to

which Beijing Dayao Guanghua Investment Consulting Co., Ltd. agreed to transfer

to Star Target Investments Ltd. 3.06% of the equity interest in Beijing Phoenix

United Hospital Management Co., Ltd. at a consideration of RMB15,281,770;

(u) an equity transfer agreement between Beijing Phoenix United Hospital

Management Co., Ltd. and Beijing Phoenix Wantong Investment Management Co.,

Ltd. dated April 18, 2013, pursuant to which Beijing Phoenix United Hospital

Management Co., Ltd. agreed to transfer to Beijing Phoenix Wantong Investment

Management Co., Ltd. 10% of the equity interest in Beijing Jian Gong Hospital Co.,

Ltd. at a consideration of RMB42,055,260;

(v) an equity transfer agreement between Beijing Phoenix Wantong Investment

Management Co., Ltd. and Phoenix Healthcare International Investment Limited

dated June 3, 2013, pursuant to which Beijing Phoenix Wantong Investment

Management Co., Ltd. agreed to transfer to Phoenix Healthcare International

Investment Limited 40.58% of the equity interest in Beijing Phoenix United

Hospital Management Consulting Co., Ltd. at a consideration of RMB202,749,995;

(w) an equity transfer agreement between Liu Xing and Phoenix Healthcare

International Investment Limited dated June 3, 2013, pursuant to which Liu Xing

agreed to transfer to Phoenix Healthcare International Investment Limited 25.95%

of the equity interest in Beijing Phoenix United Hospital Management Consulting

Co., Ltd. at a consideration of RMB129,646,272;

(x) an equity transfer agreement between Beijing Nuopu Investment Management

Co., Ltd. and Phoenix Healthcare International Investment Limited dated June 3,

2013, pursuant to which Beijing Nuopu Investment Management Co., Ltd. agreed

to transfer to Phoenix Healthcare International Investment Limited 3.45% of the

equity interest in Beijing Phoenix United Hospital Management Consulting Co.,

Ltd. at a consideration of RMB17,236,415;

(y) a subscription agreement among Speed Key Limited, Xu Xiao Jie, the Company and

Green Talent Investments Limited dated June 13, 2013, pursuant to which Green

Talent Investments Limited agreed to subscribe the guaranteed exchangeable

notes due 2014 of Speed Key Limited issued by Speed Key Limited for a principal

amount in US$ equivalent of RMB150,000,000;
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(z) a subscription agreement among Speed Key Limited, Xu Xiao Jie, the Company and
Silvapower Investments Limited dated June 13, 2013, pursuant to which Silvapower
Investments Limited agreed to subscribe the guaranteed exchangeable notes due
2014 of Speed Key Limited issued by Speed Key Limited for a principal amount in
US$ equivalent of RMB84,848,485;

(aa) a subscription agreement among Speed Key Limited, Xu Xiao Jie, the Company and
Vertex Asia Fund Pte. Ltd. dated June 13, 2013, pursuant to which Vertex Asia Fund
Pte. Ltd. agreed to subscribe the guaranteed exchangeable notes due 2014 of
Speed Key Limited issued by Speed Key Limited for a principal amount in US$
equivalent of RMB15,151,515;

(bb) a share redemption agreement between the Company and Green Talent
Investments Limited dated June 13, 2013, pursuant to which the Company agreed
to redeem the shares then held by Green Talent Investments Limited upon the
occurrence of certain events in accordance with the terms of the agreement at the
Redemption Price in consideration for the subscription of shares in the Company by
Green Talent Investments Limited;

(cc) a share redemption agreement between the Company and Silvapower Investments
Limited dated June 13, 2013, pursuant to which the Company agreed to redeem the
shares then held by Silvapower Investments Limited upon the occurrence of certain
events in accordance with the terms of the agreement at the Redemption Price in
consideration for the subscription of shares in the Company by Silvapower
Investments Limited;

(dd) a share redemption agreement between the Company and Vertex Asia Fund Pte.
Ltd. dated June 13, 2013, pursuant to which the Company agreed to redeem the
shares then held by Vertex Asia Fund Pte. Ltd. upon the occurrence of certain
events in accordance with the terms of the agreement at the Redemption Price in
consideration for the subscription of shares in the Company by Vertex Asia Fund
Pte. Ltd.;

(ee) an amendment to share redemption agreement between the Company and Green
Talent Investments Limited dated September 2, 2013, pursuant to which the
Company and Green Talent Investments Limited agreed to amend the terms of the
share redemption agreement between the Company and Green Talent Investments
Limited dated June 13, 2013 without amending the Redemption Price;

(ff) an amendment to share redemption agreement between the Company and
Silvapower Investments Limited dated September 2, 2013, pursuant to which the
Company and Silvapower Investments Limited agreed to amend the terms of the
share redemption agreement between the Company and Silvapower Investments
Limited dated June 13, 2013 without amending the Redemption Price;

(gg) an amendment to share redemption agreement between the Company and Vertex
Asia Fund Pte. Ltd. dated September 2, 2013, pursuant to which the Company and
Vertex Asia Fund Pte. Ltd. agreed to amend the terms of the share redemption
agreement between the Company and Vertex Asia Fund Pte. Ltd. dated June 13,
2013 without amending the Redemption Price;

(hh) a shareholder loan agreement between the Company and Speed Key Limited dated
August 2, 2013, in relation to a loan in the amount of US$40,470,767 provided by
Speed Key Limited to the Company;
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(ii) an equity transfer agreement between Beijing Phoenix Wantong Investment

Management Co., Ltd. and Beijing Phoenix United Hospital Management

Consulting Co., Ltd. dated August 20, 2013, pursuant to which Beijing Phoenix

Wantong Investment Management Co., Ltd. agreed to transfer to Beijing Phoenix

United Hospital Management Consulting Co., Ltd. 10% of the equity interest in

Beijing Jian Gong Hospital Co., Ltd. at a consideration of RMB42,055,260; and

(jj) [●].

2. Intellectual property rights

As of the [●], our Group has registered/applied for the registration of the following

intellectual property rights which we believe are material in relation to the Group’s business.

(A) Trademarks

As of the [●], our Group had registered the following trademarks which we believe are

material in relation to the Group’s business:

Registration

Trademarks Number Class
Name of Trademark

Owners
Place of

Registration Date of Registration

6376447 43 Beijing Phoenix

United Hospital

Management Joint

Stock Co., Ltd.(Note 1)

PRC May 21, 2010

3611370 44 Beijing Phoenix

United Hospital

Management Joint

Stock Co., Ltd.(Note 1)

PRC September 28, 2005

302583919 35,

44

Phoenix Healthcare

Group Co. Ltd

Hong

Kong

April 19, 2013

Note 1: Beijing Phoenix United Hospital Management Joint Stock Co., Ltd. was the former name of Beijing Phoenix.

Beijing Phoenix is in the process of changing the name of trademark owner with the Trademark office of

SAIC.
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As of the [●], our Group had applied for the registration of the following trademarks:

Trademarks
Application

Number Class Name of Applicant
Place of

Application
Date of

Application

12574769 5 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013

12575109 10 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013

12575179 35 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013

12575284 37 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013

12575359 44 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013

12575395 5 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013

12575518 10 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013

12575588 35 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013

12575652 37 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013
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Trademarks
Application

Number Class Name of Applicant
Place of

Application
Date of

Application

12575692 44 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013

12575830 5 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013

12575921 10 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013

12576000 35 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013

12576085 37 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013

12576133 44 Beijing Phoenix

United Hospital

Management Co.,

Ltd.(Note 2)

PRC May 13, 2013

Note 2: Beijing Phoenix United Hospital Management Co., Ltd. was the former name of Beijing Phoenix. Beijing

Phoenix will apply to the Trademark Office of SAIC for changing the name of trademark applicant when

appropriate.

(B) Domain Names

As at the [●], our Group had registered the following domain names which we believe

are material in relation to the Group’s business:

Registrant Domain Name Date of Registration Expiry Date

Beijing Phoenix United
Hospital Management
Consulting Co., Ltd.

phg.com.cn May 31, 2002 June 30, 2014

Beijing Wanrong Yikang

Medical Pharmaceutical

Co., Ltd.

wrykyy.cn November 19, 2008 November 19, 2013

Beijing Jian Gong

Hospital Co., Ltd.

bjsjgyy.com January 9, 2013 January 9, 2018
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C. FURTHER INFORMATION ABOUT OUR DIRECTORS, MANAGEMENT AND STAFF

2. Particulars of service contracts

Each of our executive Directors, has entered into a service contract with our Company

on September 1, 2013 for a term of three (3) years commencing from September 1, 2013,

subject to termination before expiry by either party giving not less than three months’ notice

in writing to the other. Under these service contracts, they shall not be entitled to

remuneration and benefits as the executive Directors of the Company.

Each of our non-executive Director, has entered into a service contract with our

Company on September 1, 2013. Each service contract is for an initial term of three (3) years

commencing from September 1, 2013, unless terminated by either party giving at least three

(3) months’ notice in writing. Under the service contract with our non-executive Director,

they shall not be entitled to remuneration and benefits as the non-executive Directors of the

Company.

Each of our independent non-executive Directors, has entered into a letter of

appointment with our Company on September 1, 2013. Each letter of appointment shall

commence from September 1, 2013 for an initial term of three (3) years and shall be

terminable by giving the other party not less than three (3) months’ prior notice in writing.

Under these letters of appointment, each of Ms. Cheng Hong, Mr. Wang Bing, Mr. Sun

Jianhua and Mr. Kwong Kwok Kong will receive an annual director’s fee of HKD300,000,

HKD300,000, HKD300,000 and HKD500,000 respectively.

Save as disclosed above, none of our Directors has or is proposed to have a service

contract with any member of our Group (other than contracts expiring or determinable by

the employer within one year without the payment of compensation other than the

statutory compensation).

3. Directors’ remuneration

The aggregate salaries, allowances, discretionary bonuses and benefits in kind granted

to our Directors by us and our subsidiaries were approximately RMB0.5 million, RMB3.3

million, RMB4.5 million and RMB2.9 million, respectively, for the three years ended

December 31, 2012 and the six months ended June 30, 2013. Save as above, we have not paid

any other Directors during the [●]. Details of our Directors’ remuneration are also set out in

note [●] to the Accountants’ Report in Appendix I to this document.

It is estimated that remuneration and benefits in kind, excluding any discretionary

bonus payable to the directors, that is equivalent to approximately RMB6.2 million in the

aggregate will be paid and granted to our Directors by us in respect of the financial year

ended December 31, 2013 under arrangements in force at the date of this document.

4. Fees or commissions received

Save as disclosed in this document, none of the directors or any of the persons whose

names are listed in “F. Other Information – 8. Consents” in this Appendix had received any

commissions, discounts, agency fee, brokerages or other special terms in connection with the

issue of sale of any capital of any member of our Group from our Group within the two years

preceding the date of this document.
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5. Related party transactions

During the two years preceding the date of this document, we were engaged in related

party transactions as described under note [●] of the Accountants’ Report set out in Appendix

I to this document.

D. DISCLAIMERS

Save as disclosed in this document:

• none of our directors nor any of the parties listed in [●] in this Appendix is

interested in our promotion, or in any assets which have, within the two years

immediately preceding the issue of this document, been acquired or disposed of by

or leased to us, or are proposed to be acquired or disposed of by or leased to any

member of our Group;

• none of our directors nor any of the parties listed in [●] in this Appendix is

materially interested in any contract or arrangement subsisting at the date of this

document which is significant in relation to our business;

• none of the persons whose names are listed in [●] has any shareholding in any

member of our Group or the right (whether legally enforceable or not) to subscribe

for or to nominate persons to subscribe for securities in any member of our Group;

and

• none of the Directors are interested in any business apart from any Group’s

business, which competes or is likely to compete, directly or indirectly, with the

business of our Group.

E. OTHER INFORMATION

1. Estate Duty

Our Directors have been advised that no material liability for estate duty is likely to fall

on any member of our Group in the Cayman Islands, BVI, the PRC and other jurisdictions in

which the companies comprising our Group are incorporated.

2. Deed of indemnity

Each of our Controlling Shareholders (together, the “Indemnifiers”) has entered into a

deed of indemnity in favor of our Group in as at the date of this document to provide the

following indemnities in favor of our Group.
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Tax indemnities

Under the deed of indemnity, amongst others, the Indemnifiers will jointly and severally

indemnify the Company and each of the members of our Group against:

(a) any taxation falling on our Group relating to any estate duty in any part of the

world on or before the [●] Date;

(b) any taxation falling on our Group resulting from or by reference to, inter alia, any

income received on or before the [●] Date;

(c) all reasonable costs which our Group may properly incur in connection with any

taxation claim against our Group; and

(d) any taxation arising out of any additional assessments by any fiscal authorities in

relation to the tax years beginning January 1, 2010 and ending on the [●] Date;

The indemnity will not cover any taxation claim, to the extent that, inter alia:

(a) full provision or allowance has been made for such taxation in the audited

accounts of the Group up to June 30, 2013;

(b) subject to (a) above, such taxation arises as a result of any retrospective change in

law or increase in tax rates coming into force after the [●] Date;

(c) the liability for such taxation that is caused by our Group in the ordinary course of

business;

(d) any provision or reserve made for such taxation in the audited accounts of our

Group up to June 30, 2013, which is finally established to be an over-provision or

an excessive reserve.

Non compliance with and/or breach of laws, rules and regulations

The Indemnifiers will jointly and severally indemnify the Company and each of the

members of our Group, inter alia, against any claims, actions, losses, liabilities, costs incurred

by our Group as a result of any non-compliance with the applicable laws, rules and

regulations by our Group on or before the [●] Date.

The above indemnity does not apply to a liability arising out of any retrospective change

in the law coming into force after [●] Date.

PRC owned properties

The Indemnifiers will jointly and severally indemnify the Company and each of the

members of our Group, inter alia, against any loss/penalty in respect of any non-availability

of the real estate ownership certificates from the relevant competent governmental

authorities in the PRC, in relation to the failure to obtain any relevant permits in respect of
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the properties owned and occupied by our Group in the PRC as set out in the Property
Valuation Report in Appendix III to the document, “— Risk Factors — Risk Factors Related to
Our Business and Industry — We have not obtained title and have not registered lease
agreements with respect to some of the properties we use to operate our business.” and “—
Business — Our Properties” of this document.

The above indemnity does not apply to a liability arising as a result of any retrospective
change in the law coming into force after the [●] Date.

PRC leased properties

The Indemnifiers will jointly and severally indemnify the Company and each of the
members of our Group, inter alia, against any loss/penalty in respect of the non-availability
of the land use rights certificates and real estate title certificates from the relevant
competent governmental authorities in the PRC for properties rented and occupied by our
Group in the PRC as referred to in “— Risk Factors — Risk Factors Related to Our Business and
Industry — We have not obtained title and have not registered lease agreements with
respect to some of the properties we use to operate our business.” and “— Business — Our
Properties” of this document.

The above indemnity does not cover, inter alia, any such claims, losses and costs which
arise after the [●] Date.

3. Litigation

As of the [●], we are not aware of any other litigation or arbitration proceedings
pending or threatened against us or any of our directors that could have a material adverse
effect on our financial condition or results of operation.

4. Preliminary expenses

Our estimated preliminary expenses are approximately US$6,753.55 and have been paid
by our Company.

5. Miscellaneous

Save as disclosed in this document, within the two years immediately preceding the date
of this document:

(a) no share or loan capital or debentures of the Company or any of its subsidiaries has
been issued or agreed to be issued or is proposed to be fully or partly paid either

for cash or for a consideration other than cash;

(b) no share or loan capital of the Company or any of its subsidiaries is under option

or is agreed conditionally or unconditionally to be put under option;

(c) no commissions, discounts, brokerages or other special terms have been granted or

agreed to be granted in connection with the issue or sale of any share or loan

capital of the Company or any of its subsidiaries; and

(d) no commission has been paid or is payable for subscription, agreeing to subscribe,

procuring subscription or agreeing to procure subscription of any share in the

Company or any of its subsidiaries.
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Save as disclosed in this document, there are no founder, management or deferred

shares nor any debentures in the Company or any of its subsidiaries and no amount or

benefit had been paid or given within the two immediately preceding years or is intended

to be paid or given to any promoter.

The Directors confirm that there has been no material adverse change in the financial

or trading position or prospects of the Group since June 30, 2013 (being the date to which

the latest audited consolidated financial statements of the Group were made up).

There has not been any interruption in the business of the Group which may have or has

had a significant effect on the financial position of the Group in the 12 months preceding the

date of this document.

There is no arrangement under which future dividends are waived or agreed to be

waived.

The Company has not engaged any financial adviser in connection with the [●].

We do not have any selling shareholder in connection with [●].

The Directors have been advised that, under the Companies Law, the use of a Chinese

name pre-approved by the Registrar of Companies in the Cayman Islands by the Company in

conjunction with its English name does not contravene the Companies Law.
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