


IMPORTANT: If you are in any doubt about any of the contents of this Prospectus, you should obtain
independent professional advice.
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(a joint stock limited company incorporated in the People•s Republic of China with limited liability)

GLOBAL OFFERING
Number of Offer Shares under the Global Offering : 17,600,000 H Shares (subject to adjustment and the

Over-allotment Option)
Number of Hong Kong Offer Shares : 1,760,000 H Shares (subject to adjustment)

Number of International Offer Shares : 15,840,000 H Shares (subject to adjustment and the
Over-allotment Option)

Maximum Offer Price : HK$38.7 per H Share, plus brokerage of 1%,
SFC transaction levy of 0.0027%, and Stock
Exchange trading fee of 0.005% (payable in
full on application in Hong Kong dollars and
subject to refund on final pricing)

Nominal value : RMB1.00 per H Share
Stock code : 2120

Joint Sponsors
(in alphabetical order)



The Company will issue an announcement in Hong Kong to be published in the South
China Morning Post (in English) and the Hong Kong Economic Times (in Chinese) if there is
any change in the following expected timetable(1) of the Hong Kong Public Offering.

Latest time to complete electronic applications under
White Form eIPO service through the
designated website atwww.eipo.com.hk(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11:30 a.m. on

Friday, November 13, 2015

Application lists of the Hong Kong Public Offering open(3) . . . . . . . . . . . . . . . . 11:45 a.m. on
Friday, November 13, 2015

Latest time to lodge WHITE and YELLOW Application Forms . . . . . . . . . . . . 12:00 noon on
Friday, November 13, 2015

Latest time to give electronic application instructionsto HKSCC (4) . . . . . . . . . . 12:00 noon on
Friday, November 13, 2015

Latest time to complete payment forWhite Form eIPO
applications by effecting internet banking transfer(s) or
PPS payment transfer(s). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .12:00 noon on

Friday, November 13, 2015

Application lists of the Hong Kong Public Offering close . . . . . . . . . . . . . . . . . 12:00 noon on
Friday, November 13, 2015

Expected Price Determination Date(5) . . . . . . . . . . . . . . . . . . . . . . Friday, November 13, 2015

Announcement of:

€ the Offer Price;

€ the indication of the level of interest in the International Offering;

€ the indication of the level of interest in the Hong Kong Public Offering; and

€ the basis of allocation of the Hong Kong Offer Shares,

to be published in the South China Morning Post (in English)
and the Hong Kong Economic Times (in Chinese) and
on the website of the Stock Exchange atwww.hkexnews.hk
and our Company at www.knhosp.cn(6) on or before . . . . . . . . . Thursday, November 19, 2015

Results of allocations in the Hong Kong Public
Offering (with successful applicants• identification
document numbers, where appropriate) to be available
through a variety of channels (see the section headed
•How to Apply for the Hong Kong Offer SharesŽ) from . . . . Thursday, November 19, 2015

EXPECTED TIMETABLE (1)
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Results of allocations in the Hong Kong Public
Offering will be available at www.iporesults.com.hk
with a •search by IDŽ function from . . . . . . . . . . . . . . . . . . . Thursday, November 19, 2015

Despatch of H Share certificates on or before. . . . . . . . . . . . . . Thursday, November 19, 2015

and/or White Form e-Refund payment instructions
and/or refund cheques (if applicable) on or before(7)(8) . . . . . Thursday, November 19, 2015

Dealings in H Shares on the Stock Exchange
expected to commence on . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Friday, November 20, 2015

Notes:
(1) All times refer to Hong Kong local time. Details of the structure of the Global Offering, including its

conditions, are set out in the section headed •Structure of the Global OfferingŽ in this Prospectus.
(2) You will not be permitted to submit your application through the designated website atwww.eipo.com.hkafter

11:30 a.m. on the last day for submitting applications. If you have already submitted your application and
obtained an application reference number from the designated website at or before 11:30 a.m., you will be
permitted to continue the application process (by completing payment of application monies) until 12:00 noon
on the last day for submitting applications, when the application lists close.

(3) If there is a tropical cyclone warning signal number 8 or above, or a •blackŽ rainstorm warning at any time
between 9:00 a.m. and 12:00 noon on Friday, November 13, 2015, the application lists will not open on that
day. See •How to apply for the Hong Kong Offer Shares „ 10. Effect of bad weather on the opening of the
application lists.Ž If the application lists do not open and close on Friday, November 13, 2015, the dates
mentioned in this section •Expected TimetableŽ may be affected. An announcement will be made by us in such
event.

(4) Applicants who apply for Hong Kong Offer Shares by giving electronic application instructionsto HKSCC
should refer to the section •How to Apply for the Hong Kong Offer Shares „ 6. Applying by giving electronic
application instructionsto HKSCC via CCASSŽ in this Prospectus.

(5) We expect to determine the Offer Price by agreement with the Joint Global Coordinators (on behalf of the
Underwriters) on the Price Determination Date. The Price Determination Date is expected to be on or around
Friday, November 13, 2015 and, in any event, not later than Monday, November 16, 2015. If, for any reason,
the Offer Price is not agreed among the Joint Global Coordinators (on behalf of the Underwriters) and us by
Monday, November 16, 2015, the Hong Kong Public Offering and the International Offering will not proceed.

(6) The website, and all of the information contained on the website, does not form part of this Prospectus.
(7) H Share certificates for the Hong Kong Offer Shares will only become valid certificates of title provided that

(i) the Global Offering has become unconditional in all respects, and (ii) neither of the Underwriting
Agreements has been terminated in accordance with its terms, which is scheduled to be at around 8:00 a.m. on
Friday, November 20, 2015. Investors who trade H Shares on the basis of publicly available allocation details
before the receipt of H Share certificates or before the H Share certificates becoming valid certificates of title
do so entirely at their own risk.

(8) e-Refund payment instructions/refund cheques will be issued in respect of wholly or partially unsuccessful
applications, and also in respect of successful applications if the Offer Price is less than the price payable on
application. Part of the applicant•s Hong Kong identity card number or passport number, or, if the application
is made by joint applicants, part of the Hong Kong identity card number or passport number of the
first-named applicant, provided by the applicant(s), may be printed on the refund cheque, if any. Such data
would also be transferred to a third party for refund purposes. Banks may require verification of an
applicant•s Hong Kong identity card number or passport number before cashing the refund cheque. Inaccurate
completion of an applicant•s Hong Kong identity card number or passport number may lead to delay in
encashment of, or may invalidate, the refund cheque.

You should read carefully the sections entitled •UnderwritingŽ, •How to Apply for the
Hong Kong Offer SharesŽ, and •Structure of the Global OfferingŽ in this Prospectus, for
details relating to the structure and conditions of the Global Offering, how to apply for Hong
Kong Offer Shares and the expected timetable, including, among other things, conditions,
effect of bad weather and the despatch of refund cheques and H Share certificates.

EXPECTED TIMETABLE (1)
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IMPORTANT NOTE TO INVESTORS

We have issued this Prospectus solely in connection with the Hong Kong Public Offering
and the Hong Kong Offer Shares, and it does not constitute an offer to sell or a solicitation of
an offer to buy any security other than the Hong Kong Offer Shares offered by this Prospectus
pursuant to the Hong Kong Public Offering. This Prospectus may not be used for the purpose
of, and does not constitute, an offer or invitation in any other jurisdiction or in any other
circumstances. We have taken no action to permit a public offering of the Offer Shares in any
jurisdiction other than Hong Kong, and we have taken no action to permit the distribution of
this Prospectus in any jurisdiction other than Hong Kong. The distribution of this Prospectus
and the offering and sale of the Offer Shares in other jurisdictions are subject to restrictions
and may not be made except as permitted under the applicable securities laws of such
jurisdictions pursuant to registration with or authorization by the relevant securities
regulatory authorities or an exemption therefrom.

You should rely only on the information contained in this Prospectus and the Application
Forms to make your investment decision. We have not authorized anyone to provide you with
information that is different from what is contained in this Prospectus. Any information or
representation not made in this Prospectus must not be relied on by you as having been
authorized by us, the Joint Global Coordinators, the Joint Sponsors, the Joint Bookrunners,
any of the Underwriters, any of their respective directors, agents, employees or advisors, or
any other person or party involved in the Global Offering. Information contained on the
website at www.knhosp.cn does not form part of this Prospectus.
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Revenue by Healthcare Facility
The table below sets forth, for the periods indicated, a breakdown of our revenue by

healthcare facility(1)(2):

For the year ended December 31, For the six months ended June 30,
2012 2013 2014 2014 2015

Revenue Amount
% of
total Amount

% of
total Amount

% of
total Amount

% of
total Amount

% of
total

RMB•000 % RMB•000 % RMB•000 % RMB•000 % RMB•000 %
(unaudited)

Wenzhou Kangning
Hospital . . . . . 152,113 89.1 175,787 77.7 215,918 72.9 101,722 73.9 110,644 68.8

Qingtian Kangning
Hospital . . . . . 7,575 4.4 11,026 4.9 13,895 4.7 7,009 5.1 7,432 4.6

Cangnan Kangning
Hospital . . . . . 5,100 3.0 20,651 9.1 31,039 10.5 13,611 9.9 19,319 12.0

Yongjia Kangning
Hospital . . . . . … … 11,012 4.8 18,178 6.1 8,421 6.1 11,207 7.0

Yueqing Kangning
Hospital . . . . . … … 252 0.1 6,972 2.3 2,070 1.5 6,567 4.1

Pingyang
Changgeng
Ward(3) . . . . . 6,025 3.5 7,635 3.4 10,294 3.5 4,762 3.5 5,574 3.5

Total revenue. . . . 170,813 100.0 226,363 100.0 296,296 100.0 137,595 100.0 160,743 100.0

Notes:
(1) We commenced operations at Yanjiao Furen Hospital and Chengdu Renyi Ward in April 2015, both of



For the year ended December 31, For the six months ended June 30,

2012 2013 2014 2014 2015

Amount
% of
total Amount

% of
total Amount

% of
total Amount

% of
total Amount

% of
total

RMB•000,
except

percentages %

RMB•000,
except

percentages %

RMB•000,
except

percentages %

RMB•000,
except

percentages %

RMB•000,
except

percentages %
(unaudited)

Gross profit margin
Treatment and

general
healthcare
services . . . . 36.3% 42.1% 45.0% 48.2% 47.3%

Pharmaceutical
sales. . . . . . 26.5% 25.1% 17.1% 11.1% 18.3%

Ancillary hospital
services . . . . 59.9% 57.6% 54.5% 38.3% 34.5%

Management
service fees . . 76.9% 78.1% 75.3% 73.1% 75.1%

Overall . . . . . . 34.6% 38.4% 38.8% 39.4% 40.6%

The gross profit margin of our treatment and general healthcare services increased from
2012 to 2013 primarily due to the diversification of our service portfolio to provide more
differentiated and personalized treatment services, and further increased from 2013 to 2014
primarily due to our election for certain healthcare facilities to join a government-led pricing
regime that permitted higher pricing for insurance-reimbursable healthcare services in
exchange for selling pharmaceuticals at the procurement bidding price of public hospitals. As
a result of such pricing regime, our gross profit margin for pharmaceutical sales decreased
over the same period. In particular, after our election to join such pricing regime, we
continued to derive gross profits through pharmaceutical sales based on the difference
between the procurement price we negotiate with our pharmaceutical suppliers and our sales
price set in line with the procurement bidding price for public hospitals. Our gross profit
margin on pharmaceutical sales increased in the six months ended June 30, 2015 compared to
the six months ended June 30, 2014, primarily due to the further consolidation of our
pharmaceutical procurement towards major suppliers such as Sinopharm, which resulted in
more cost efficient procurement.

Summary Consolidated Balance Sheets

As of December 31, As of June 30,

2012 2013 2014 2015

RMB•000
Non-current assets . . . . . . . . . . . . . . 100,438 140,676 201,783 365,246
Current assets. . . . . . . . . . . . . . . . . . 126,229 165,003 170,556 207,488
Current liabilities . . . . . . . . . . . . . . . 195,037 69,772 84,405 106,327
Net current (liabilities)/assets. . . . . . (68,808) 95,231 86,151 101,161
Total assets less current liabilities . . 31,630 235,907 287,934 466,407
Non-current liabilities . . . . . . . . . . . 7,564 27,046 26,844 114,612
Total equity . . . . . . . . . . . . . . . . . . . . 24,066 208,861 261,090 351,795

SUMMARY
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Summary of Consolidated Statements of Cash Flows

For the year ended December 31,
For the six months

ended June 30,

2012 2013 2014 2014 2015

RMB•000
Net cash from/used in operating

activities . . . . . . . . . . . . . . . . 22,608 37,078 33,328 2,334 (14,018)(1)

Net cash used in investing
activities . . . . . . . . . . . . . . . . (39,315) (12,885) (60,663) (21,957) (60,982)

Net cash from/used in financing
activities . . . . . . . . . . . . . . . . 18,007 23,751 (2,977) … 77,553

Cash and cash equivalents at
beginning
of the year . . . . . . . . . . . . . . 18,339 19,639 67,583 67,583 37,271

Net increase/decrease in cash
and cash equivalents . . . . . . . 1,300 47,944 (30,312) (19,623) 2,553

Cash and cash equivalents at the
end of the year . . . . . . . . . . . 19,639 67,583 37,271 47,960 39,824

Note:
(1) We had net cash used in operating activities for the six months ended June 30, 2015, primarily due to the

increase in trade and other receivables of RMB52.3 million as a result of (i) increased treatment volume
attributable to the continued expansion and scaling up of our network operations and (ii) our prepayments for
rental expenses relating to the Louqiao Medical Area of Wenzhou Kangning Hospital partially offset by a
decrease in amounts due from related parties of RMB12.6 million as a result of the settlement of amounts due
from Pingyang Changgeng Hospital.

Key Financial Ratios



RISK FACTORS
Our business is subject to a number of risks as set forth in the •Risk FactorsŽ section inthis Prospectus. You should read the •Risk FactorsŽ section in its entirety before you decide to
invest in the H Shares. Some of the major risk factors we face include, among others: (i) we
conduct our business in a heavily regulated industry, in particular with respect to Grade A
Class III hospitals such as our Wenzhou Kangning Hospital, and cannot assure you that we
will be able to obtain or renew the various licenses, permits, approvals and certificates
required for our operations; (ii) certain of our medical services and pharmaceuticals are
effectively subject to regulatory price controls due to medical insurance reimbursement caps
and our policies to voluntarily participate in restrictive pricing policies, which may reduce our
profitability; (iii) changes in China•s regulatory regime for the healthcare industry,
particularly with respect to public medical insurance programs or healthcare reform policies,
could have a material adverse effect on our business; (iv) we derive a significant portion of our
revenue from services and products provided to patients covered in part by public medical
insurance, and any non-payment or delayed payment from insurance programs as a result of
disputes, changes in insurance policies or any other reason may adversely affect our earnings
and cash flow; (v) we experience a long collection cycle on our trade receivables due to our
reliance on public medical insurance to settle a significant portion of our medical bill
payments, and face collection risks with respect to uninsured and underinsured patients, both
of which may exert pressure on our cash flow; and (vi) our performance depends on our ability
to recruit and retain quality doctors and other medical staff, and competition for such
professionals may be intense and adversely affect our labor costs.REGULATORY COMPLIANCE AND MEDICAL INCIDENTS

We have historically had incidents of non-compliance with PRC laws and regulations. Forexample, our Qingtian Kangning Hospital and Cangnan Kangning Hospital are not in
compliance with applicable environmental protection verification and/or fire safety
verification requirements prior to the commencement of operations. We are in the process of
completing fire safety verification and environmental protection verification procedures for
Qingtian Kangning Hospital, and expect to be able to rectify such non-compliances by the
first quarter of 2016. With respect to Cangnan Kangning Hospital, we have adopted plans to
relocate the hospital to another location in Cangnan County, and as of the Latest Practicable
Date, were in the process of identifying suitable land for relocation. We do not expect to
experience any material adverse effect on our business, financial condition and results of
operations due to such relocation. In addition, we were not in full compliance with social



Pre-IPO Investments
We received (i) from Defu Fund, RMB90.5 million in May 2013 and RMB55.1 million in

March 2015, (ii) from Beijing CDH Weixin, RMB35.1 million in May 2013 and RMB13.7
million in March 2015 and (iii) from Beijing CDH Weisen, RMB24.4 million in May 2013 and
RMB9.6 million in March 2015. Following the above Pre-IPO Investments, Defu Fund,
Beijing CDH Weixin and Beijing CDH Weisen held 29.14%, 7.27% and 5.05% equity interest
in our Company, respectively. We used the proceeds from the Pre-IPO Investments primarily
for capital increase, with the remaining being included in the capital reserve. See •Our History
and Corporate Structure „ Pre-IPO Investments.Ž

DIVIDENDS AND DIVIDEND POLICY
We did not pay any dividends in the three years ended December 31, 2012, 2013 and 2014

and the six months ended June 30, 2015. We declared a dividend of RMB18.5 million on May
11, 2015, which was subsequently paid on July 23, 2015. The payment and the amount of any
future dividends will be at the discretion of our Directors and will depend upon various
factors, such as our future operations and earnings, capital requirements and surplus, general
financial condition, debt covenants and other factors that our Directors deem relevant. We do
not have a fixed dividend payout ratio.

PRC laws require that dividends be paid only out of the net profit calculated according to
PRC accounting principles. We and our subsidiaries are required under the PRC Company
Law to appropriate 10% of our after-tax profit, as determined in accordance with the PRC
accounting rules and regulations, to the statutory surplus reserve fund until the reserve
balance reaches 50% of the registered capital. 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 may also be restricted if we or any of our
subsidiaries 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.

GLOBAL OFFERING STATISTICS

Offer size: 17.6 million H Shares
Offering structure: 10% Hong Kong Public Offering (subject to adjustment)

and 90% International Offering (subject to adjustment
and the Over-allotment Option)

Over-allotment Option: up to 15% of the number of Offer Shares initially
available under the Global Offering

Offer Price for H Share: HK$32.1 to HK$38.7 per Offer Share

Based on an Offer
Price of HK$32.1

Based on an Offer
Price of HK$38.7

Market capitalization (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . .
HK$2,259.8

million
HK$2,724.5

million
Unaudited pro forma adjusted net tangible assets

per H Share(2)(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . HK$11.59 HK$13.18

Notes:
(1) Calculation based on 17,600,000 H Shares expected to be issued and outstanding following the Global

Offering.
(2) The pro forma adjusted net tangible assets per H Share is calculated after the adjustments referred to in the

section headed •Financial Information „ Unaudited Pro Forma Statement of Adjusted Net Tangible Assets
of Our Group.Ž

(3) No adjustment has been made to reflect any transactions we entered into subsequent to June 30, 2015.

LISTING EXPENSES
The total estimated listing expenses in relation to the Global Offering are expected to be

RMB55.3 million (based on the mid-point of our indicative price range for the Global
Offering and assuming that the Over-allotment Option is not exercised), of which RMB50.2
million will be deducted from gross proceeds from the Global Offering and accounted for as a
deduction from equity and RMB5.1 million will be recorded in our consolidated statement of
comprehensive income for the year ending December 31, 2015.

SUMMARY
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FUTURE PLANS AND USE OF PROCEEDS
We estimate that we will receive net proceeds from the Global Offering of approximately

HK$555.2 million (assuming the Over-allotment Option is not exercised and an Offer Price of
HK$35.4 per H Share, being the mid-point of the proposed Offer Price range stated in this
Prospectus), after deducting the underwriting fees and commissions and estimated expenses
payable by us in relation to the Global Offering. We intend to use these net proceeds for the
following purposes:

€ Approximately 50% or HK$277.6 million will be used to expand and ramp up our
healthcare facility network and operating capacity, including with respect to both
our existing and future pipeline facilities, by leveraging our diversified expansion
model in regions with underserved demand for psychiatric healthcare services. As of
the Latest Practicable Date, except as otherwise disclosed in the section headed





•BoardŽ the board of Directors

•Board of SupervisorsŽ the board of Supervisors

•Business DayŽ or •business dayŽ any day (other than a Saturday, Sunday and public
holiday in Hong Kong) on which banks in Hong Kong
are generally open for normal banking business

•CAGRŽ compound annual growth rate

•Cangnan KangningŽ or
•Cangnan Kangning HospitalŽ

Cangnan Kangning Hospital Co., Ltd. ( �•�Ì
p�¹�<	ë�Þ
�"�®�! ), a company established in the PRC with limited
liability on June 15, 2012, one of our wholly-owned
subsidiaries

•CCASSŽ the Central Clearing and Settlement System established
and operated by HKSCC

•CCASS Clearing ParticipantŽ a person admitted to participate in CCASS as a direct
clearing participant or general clearing participant

•CCASS Custodian ParticipantŽ a person admitted to participate in CCASS as a
custodian participant

•CCASS Investor ParticipantŽ a person admitted to participate in CCASS as an
investor participant who may be an individual or joint
individuals or a corporation

•CCASS ParticipantŽ a CCASS Clearing Participant, a CCASS Custodian
Participant or a CCASS Investor Participant

•Chengdu Renyi HospitalŽ Chengdu Renyi Hospital Company Limited (�Ó�Ç� �S�<
	ë�Þ�"�®�! ), an independent third party established in
the PRC on June 29, 2010 as Chengdu Jihong Hospital
Company Limited (�Ó�Ç�ö�ƒ�<	ë�Þ�"�®�! ) and which
changed to its current name on July 28, 2015. For the
purposes of this Prospectus, Chengdu Renyi Hospital is
assumed to have operated under its current name
throughout its existence

•Chengdu Renyi WardŽ the psychiatric healthcare department of Chengdu Renyi
Hospital

•ChinaŽ or •PRCŽ the People•s Republic of China excluding, for the
purpose of this Prospectus only, Hong Kong, the Macau
Special Administrative Region and Taiwan

•close associate(s)Ž has the meaning ascribed thereto under the Listing Rules

DEFINITIONS
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•Companies OrdinanceŽ the Companies Ordinance (Chapter 622 of the Laws of
Hong Kong) as amended, supplemented or otherwise
modified from time to time

•Companies (Winding Up and
Miscellaneous Provisions)
OrdinanceŽ

the Companies (Winding Up and Miscellaneous
Provisions) Ordinance (Chapter 32 of the Laws of Hong
Kong) as amended, supplemented or otherwise modified
from time to time

•CompanyŽ, •our CompanyŽ,
•the CompanyŽ, •weŽ or •usŽ

Wenzhou Kangning Hospital Co., Ltd. ( �]�È
p�¹�<	ë�p
�…�Þ�"�®�! ), previously known as Wenzhou Kangning
Mental Convalescent Hospital (�]�È�9
p�¹�Z	Z
p�B�<
	ë ), Wenzhou Kangning Hospital (�]�È
p�¹�<	ë ) and
Wenzhou Kangning Hospital Limited ( �]�È
p�¹�<	ë�Þ
�"�®�! ), which was established as a joint stock
cooperative enterprise on February 7, 1996 and
subsequently converted into a limited liability company
in December 2011. On October 15, 2014, it was
converted into a joint stock company established under
the laws of the PRC with limited liability, and if the
context requires, it also includes its predecessor

•connected person(s)Ž has the meaning ascribed to it under the Listing Rules

•Controlling Shareholder(s)Ž has the meaning ascribed under the Listing Rules and in
this context, refers to Mr. Guan Weili (�M
��m ) and Ms.
Wang Lianyue (�î�ó�Ü )

•CSRCŽ China Securities Regulatory Commission (�•
7�Ç�N�9�–
�M�#�‰�p�6)

•Defu FundŽ Guangzhou GL Capital Investment Fund L.P. ( �?�È�C�E
�p�Æ�³��
?�–�¥�«�†�8 (�Þ�"�¥�« )), being one of our
Promoters, is a limited partnership established in the
PRC on January 23, 2013, holding approximately 29.14%
in our Company as of the Latest Practicable Date. Its
general partner is Guangzhou GL Capital GP L.P. (�?�È
�C�E�³���T���¥�«�†�8 (�Þ�"�¥�« ))

•Director(s)Ž the director(s) of our Company

•Domestic SharesŽ ordinary shares in our capital, with a nominal value of
RMB1.00 each, which are subscribed for and paid up in
Renminbi

DEFINITIONS
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•EIT LawŽ PRC Enterprise Income Tax Law (�•
6�[�O�•�q
7�†�8�Ô

{�ü�, ) adopted by the National People•s Congress on
March 16, 2007, and became effective on January 1,
2008, as amended, supplemented or otherwise modified
from time to time

•Enci KangningŽ Ningbo Enci Kangning Investment Management L.P. (�¹
�*�¸�	
p�¹�³���M�#�¥�«�†�8 (�Þ�"�¥�« )), being one of
our Promoters, is a limited partnership established in the
PRC on July 18, 2014, holding approximately 0.49% in
our Company as of the Latest Practicable Date. As of
the Latest Practicable Date, it was held by 27 individuals
(including a Supervisor, and employees and external
consultants of our Group)

•Frost & Sullivan ReportŽ an industry report dated November 2, 2015
commissioned by us for a fee of RMB880,000, issued by
Frost & Sullivan (Beijing) Inc., Shanghai Branch Co., a
private independent research firm

•G7 countriesŽ A governmental forum of leading developed economies
in the world, consisting of Canada, France, Germany,
Italy, Japan, the United Kingdom and the United States

•GDPŽ gross domestic product (all references to GDP growth
rates are to real as opposed to nominal growth rates of
GDP)

•GFAŽ gross floor area

•Global OfferingŽ the Hong Kong Public Offering and the International
Offering

• GREEN Application Form(s)Ž the application form(s) to be completed byWhite Form
eIPO Service Provider, Computershare Hong Kong
Investor Services Limited

•GroupŽ or •our GroupŽ our Company and its subsidiaries

•H Share(s)Ž overseas listed foreign shares in our ordinary share
capital with a nominal value of RMB1.00 each, to be
subscribed for and traded in Hong Kong dollars and
listed on the Stock Exchange

•H Share RegistrarŽ Computershare Hong Kong Investor Services Limited
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•healthcare facilitiesŽ our psychiatric healthcare institutions, which include
our owned psychiatric specialty hospitals and our
psychiatric wards and hospitals that we manage under
management agreements with third party hospitals

•HKSCCŽ Hong Kong Securities Clearing Company Limited

•HKSCC NomineesŽ HKSCC Nominees Limited, a wholly-owned subsidiary
of HKSCC

•Hong KongŽ or •HKŽ Hong Kong Special Administrative Region of the PRC

•Hong Kong dollarsŽ or
•HK$Ž

Hong Kong dollars, the lawful currency of Hong Kong

•Hong Kong Offer SharesŽ the 1,760,000 H Shares initially being offered by us for
subscription pursuant to the Hong Kong Public Offering
(subject to adjustment as described in the section headed
•Structure of the Global OfferingŽ in this Prospectus)

•Hong Kong Public OfferingŽ the conditional offering by our Company of the Hong
Kong Offer Shares for subscription to the public in Hong
Kong (subject to adjustment as described in the section
headed •Structure of the Global OfferingŽ in this
Prospectus) at the Offer Price on the terms and
conditions described in this Prospectus and the
Application Forms

•Hong Kong UnderwritersŽ the group of underwriters of the Hong Kong Public
Offering listed in the section headed •Underwriting „
Hong Kong UnderwritersŽ in this Prospectus

•Hong Kong Underwriting
AgreementŽ

the underwriting agreement dated November 9, 2015
relating to the Hong Kong Public Offering entered into
between, among others, the Joint Global Coordinators,
the Joint Sponsors, the Hong Kong Underwriters and us
as further described in •Underwriting „ Underwriting
Arrangements and Expenses „ Hong Kong Public
Offering „ Hong Kong Underwriting AgreementŽ in
this Prospectus

•IFRSŽ the International Financial Reporting Standards, which
include standards and interpretations promulgated by
the International Accounting Standards Board (IASB)

DEFINITIONS
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•independent third party(ies)Ž an individual or a company who is not connected with
(within the meaning of the Listing Rules) any director,
supervisor, chief executive or Substantial Shareholder of
our Company, its subsidiaries or any of their respective
associates

•International Offer SharesŽ the 15,840,000 H Shares initially offered by our
Company for subscription under the International
Offering, subject to the Over-allotment Option and
adjustment as described in the section headed •Structure
of the Global OfferingŽ in this Prospectus

•International OfferingŽ the offer of the International Offer Shares at the Offer
Price outside the United States in offshore transactions
in accordance with Regulation S and in the United States
to QIBS only in reliance on Rule 144A or any other
available exemption from registration under the U.S.
Securities Act

•International UnderwritersŽ the group of international underwriters expected to
enter into the International Underwriting Agreement to
underwrite the International Offering

•International Underwriting
AgreementŽ

the underwriting agreement expected to be entered into
on or about November 13, 2015 by, among others, the
Joint Global Coordinators, the Joint Bookrunners, the
International Underwriters and us in respect of the
International Offering, as further described in
•Underwriting „ Underwriting Arrangements and
Expenses „ International OfferingŽ

•Joint BookrunnersŽ and •Joint
Lead ManagersŽ

Citigroup Global Markets Asia Limited (in relation to
the Hong Kong Public Offering), Citigroup Global
Markets Limited (in relation to the International
Offering) and CLSA Limited

•Joint Global CoordinatorsŽ Citigroup Global Markets Asia Limited and CLSA
Limited

•Joint SponsorsŽ Citigroup Global Markets Asia Limited and CITIC
CLSA Capital Markets Limited

•Judicial Appraisal InstitutionŽ Wenzhou Kangning Judicial Appraisal Institution ( �]�È

p�¹�!�,�á�›�Ô ), previously known as Wenzhou Zhemin
Judicial Appraisal Institution ( �]�È	��á�!�,�á�›�Ô ), an
institution established in the PRC on June 16, 2006,
which is wholly sponsored by our Company
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•NHFPCŽ The National Health and Family Planning Commission
of the PRC (�•
6�[�O�•�q
7�
�[�q���Œ�[���‰�p�6 ),
which was reorganized from the former Ministry of
Health and the National Population and Family
Planning Commission in March 2013 and includes such
predecessor regulatory bodies for the purpose of this
Prospectus

•Nomination CommitteeŽ the nomination committee of our Board

•Non-Competition AgreementŽ the non-competition agreement dated May 11, 2015
entered into by our Company and our Controlling
Shareholders as further described in •Relationship with
Our Controlling Shareholders … Non-Competition
AgreementŽ in this Prospectus

•Non-PRC resident enterpriseŽ as defined under the EIT Law, companies established
pursuant to non-PRC law with their de facto
management conducted outside the PRC, but which have
established organizations or premises in the PRC, or
which have generated income within the PRC without
having established organizations or premises in the PRC

•NRCMISŽ New Rural Cooperative Medical Insurance Scheme (�-�è
�5�À�¥�*�<���­�ˆ )

•Offer PriceŽ the final price per Offer Share in Hong Kong dollars
(exclusive of brokerage fee of 1%, Stock Exchange
trading fee of 0.005% and SFC transaction levy of
0.0027%) at which the Hong Kong Offer Shares are to be
subscribed, to be confirmed in the manner further
described in the section headed •Structure of the Global
OfferingŽ in this Prospectus

•Offer Share(s)Ž the Hong Kong Offer Shares and the International Offer



•Over-allotment OptionŽ the option expected to be granted by our Company to
the International Underwriters exercisable by the Joint
Global Coordinators (on behalf of the International
Underwriters) under the International Underwriting
Agreement pursuant to which our Company may be
required by the Joint Global Coordinators to issue and
allot up to an aggregate of 2,640,000 additional H
Shares at the Offer Price as described in the section
headed •Structure of the Global OfferingŽ in this
Prospectus

•PBOCŽ the People•s Bank of China (�•
7�[�O�Õ�� )

•Pingyang Changgeng HospitalŽ Pingyang Changgeng Hospital Company Limited (�;
¢
�$�—�²�<	ë�Þ�"�ª�‚�®�! ), a company established in the
PRC on December 13, 2005, an independent third party

•Pingyang Changgeng WardŽ the psychiatric healthcare department of Pingyang
Changgeng Hospital

•PRC Company LawŽ or
•Companies LawŽ

the Company Law of the PRC (�•
6�[�O�•�q
7�®�!�, ),
as amended and adopted by the Standing Committee of
the Tenth National People•s Congress of the PRC on
October 27, 2005 and effective on January 1, 2006, as
amended, supplemented or otherwise modified from time
to time, which was further amended on December 28,
2013 to take effect on March 1, 2014

•PRC GovernmentŽ or •PRC
governmentŽ or •StateŽ

the government of the PRC, including government
departments at all levels (including provincial, municipal
and other regional or local governmental agencies)

•PRC Securities LawŽ the Securities Law of the PRC (�•
6�[�O�•�q
7�Ç�N�, ),
which was enacted by the Standing Committee of the
National People•s Congress on December 29, 1998 and
became effective on July 1, 1999, as amended from time
to time, which was further amended on August 31, 2014
to take effect on August 31, 2014

•Price Determination DateŽ the date, expected to be on or around Friday, November
13, 2015 but no later than Monday, November 16, 2015,
on which the Offer Price is to be fixed for the purposes of
the Global Offering

•PromotersŽ the promoters of our Company, namely Mr. Guan Weili,
Ms. Wang Hongyue, Ms. Wang Lianyue, Defu Fund,
Beijing CDH Weixin, Beijing CDH Weisen, Xinshi
Kangning, Enci Kangning and Renai Kangning
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•ProspectusŽ this Prospectus being issued in connection with the Hong
Kong Public Offering

•Qingtian KangningŽ or
•Qingtian Kangning HospitalŽ

Qingtian Kangning Hospital Co., Ltd. ( �¡�^
p�¹�<	ë�Þ
�"�®�! ), a company established in the PRC with limited
liability on April 1, 2011, one of our wholly-owned
subsidiaries

•Qualified Institutional BuyersŽ
or •QIBsŽ

qualified institutional buyers within the meaning of Rule
144A

•Regulation SŽ Regulation S under the U.S. Securities Act

•Remuneration CommitteeŽ the remuneration committee of our Board

•Renai KangningŽ Ningbo Renai Kangning Investment Management L.P.
(�¹�*� ��
p�¹�³���M�#�¥�«�†�8 (�Þ�"�¥�« )), being one
of our Promoters, is a limited partnership established in
the PRC on July 17, 2014, holding approximately 0.38%
in our Company as of the Latest Practicable Date. As of
the Latest Practicable Date, it was held by 41 employees
of our Group

•RMBŽ or •RenminbiŽ the lawful currency of the PRC

•Rule 144AŽ Rule 144A under the U.S. Securities Act

•SAFEŽ State Administration of Foreign Exchange of the PRC
(�•
6�[�O�•�q
7
7�•�.
Ò�M�#�… )

•SATŽ or •State Administration
of TaxationŽ

State Administration of Taxation of the PRC ( �•
6�[�O
�•�q
7
7�•�ü
��<�… )

•SFCŽ the Securities and Futures Commission of Hong Kong

•SFOŽ the Securities and Futures Ordinance (Chapter 571 of
the Laws of Hong Kong), as amended, supplemented or
otherwise modified from time to time

•Share(s)Ž share(s) in the share capital of our Company, with a
nominal value of RMB1.00 each, including our
Domestic Shares and H Shares

•Shareholder(s)Ž holder(s) of our Share(s)

DEFINITIONS
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•Yanjiao Furen HospitalŽ Yanjiao Furen Hospital of Traditional Chinese and
Western Medicine (�ò���¾� �•���<
��¥�<	ë ) under our
operation and management in accordance with an
entrustment management agreement dated March 26,
2015 entered into between Yanjiao Furen Hospital of
Traditional Chinese and Western Medicine and our
Company

•Yining InvestmentŽ Shenzhen Yining Medical Investment Co., Ltd.
(�	�­�Ë�¹�<���³���Þ�"�®�! ), a company established in
the PRC with limited liability on September 23, 2015,
one of our wholly-owned subsidiaries

•Yongjia KangningŽ or •Yongjia
Kangning HospitalŽ

Yongjia Kangning Hospital Co., Ltd. ( �Q�—
p�¹�<	ë�Þ�"
�®�! ), a company established in the PRC with limited
liability on December 12, 2012, one of our wholly-owned
subsidiaries

•Yueqing KangningŽ or •Yueqing
Kangning HospitalŽ

Yueqing Kangning Hospital Co., Ltd. ( �€
ö
p�¹�<	ë�Þ
�"�®�! ), a company established in the PRC with limited
liability on September 3, 2013, one of our wholly-owned
subsidiaries

In this Prospectus:

The English names of the PRC nationals, enterprises, entities, departments, facilities,
certificates, titles and the like are translation and/or transliteration of their Chinese names
and are included for identification purposes only. In the event of inconsistency between the
Chinese names and their English translations and/or transliterations, the Chinese names shall
prevail.
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€ Our ability to obtain or extend the terms of the licenses necessary for the operation
of our business;

€ Changes to our expansion plans and estimated capital expenditure;

€ Adverse changes or developments in the industries in which we operate;

€ Fluctuations in inflation, interest rates and exchange rates;

€ Changes in the availability of, or new requirements for financing;

€ Our dividend policy; and

€ Our success in accurately identifying future risks to our business and managing the
risks of the aforementioned factors.

Forward-looking statements may and often do differ materially from actual results. Any
forward-looking statements in this Prospectus reflect our management•s current view with
respect to future events and are subject to risks relating to future events and other risks,
uncertainties and assumptions. Investors should specifically consider the factors identified in
this Prospectus, which could cause actual results to differ, before making any investment
decision. Subject to the requirements of the Listing Rules and except as may be required by
applicable law, we undertake no obligation to revise any forward-looking statements that
appear in this Prospectus to reflect any change in our expectations, or any events or
circumstances, that may occur or arise after the date of this Prospectus. All forward-looking
statements in this Prospectus are qualified by reference to this cautionary statement.

FORWARD-LOOKING STATEMENTS
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You should carefully read and consider all of the information in this Prospectus,
including the material risks and uncertainties described below before making any investment
in our H Shares. You should pay particular attention to the fact that we are incorporated in
the PRC and that all of our operations are conducted in the PRC and are governed by a legal





Changes in China•s regulatory regime for the healthcare industry, particularly with respect to
public medical insurance programs or healthcare reform policies, could have a material adverse
effect on our business.

In recent years, the PRC government unveiled a new healthcare reform plan with the aim
to ensure that every citizen has access to affordable basic healthcare. In pursuit of these
objectives, the PRC government has issued extensive policy reforms to address the
affordability, accessibility and quality of healthcare services and medical insurance coverage,
and has called for additional government spending on healthcare. The PRC government aims
to expand the public insurance programs to cover 100% of the population by 2020, and
accordingly, funding for such programs has increased from RMB367.0 billion in 2008 to
RMB1,122.1 billion in 2013, representing a CAGR of 25.1%, according to the Frost &
Sullivan Report.

A substantial portion of our business operations and future expansion plans are affected
by government policies, which may change significantly in the future and are beyond our
control. Depending on the priorities determined by the PRC government, the economic and
political climate at any given time and the continued development of the Chinese healthcare
system, future legislative changes may negatively affect the healthcare reform process in a
number of ways, including, not but limited to, (i) reducing coverage or reimbursement rates, or
lengthening the payment processing cycle, for publicly insured services and products, (ii)
limiting private or foreign investment in healthcare services, (iii) implementing additional
price controls on pharmaceuticals and (iv) imposing certain caps on treatment fees permitted
to be charged, any of which may materially and adversely affect our business, financial
condition and results of operation.

We derive a significant portion of our revenue from services and products provided to patients
covered in part by public medical insurance, and any non-payment or delayed payment from
insurance programs as a result of disputes, changes in insurance policies, administrative
obstacles or any other reason may adversely affect our earnings and cash flow.

We receive a significant portion of payments for our medical bills from the PRC
government, principally by way of public medical insurance provided through social insurance
programs. According to the Frost & Sullivan Report, as of the end of 2012, public medical
insurance for urban residents in China covered approximately 95% of the total registered
urban population, while public medical insurance for rural residents covered approximately
98% of the total registered rural population. Under these 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 percentages and caps for
covered medical expenses may vary widely depending on the region, hospital rating, type of
illness and treatment and pharmaceuticals provided.

In line with the expansion of funding and expenditure for the PRC public medical
insurance programs, during the Track Record Period, our medical bill payments received from
public medical insurance grew significantly. Such payments amounted to RMB53.3 million,
RMB81.5 million, RMB134.2 million and RMB79.1 million in 2012, 2013 and 2014 and the
six months ended June 30, 2015, respectively, representing 31.5%, 42.1%, 51.0% and 52.7% of
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our total payments received in the same period, respectively. In addition, as a result of our
election for Wenzhou Kangning Hospital, Pingyang Changgeng Ward, Yongjia Kangning
Hospital and Cangnan Kangning Hospital to join a government-led pricing regime that allows
for higher pricing of reimbursable services, we expect to continue to receive a significant
portion of our total medical bill payments from public medical insurance. Any dispute or late
or delinquent reimbursement payment may cause our accounts receivables to increase and
result in provisions. In addition, any prolonging of our average receivables settlement days due
to a slowdown in payments from insurance or other sources may have an adverse effect on our
cash inflow from operations. Healthcare insurers may also change their reimbursement
policies and coverage plans in the future such that (i) certain services and products we provide
may no longer be covered or (ii) more stringent thresholds on existing coverage may be
imposed, such as reducing the admissions and lengths of stay for inpatients, for whom
treatment is generally more costly than outpatients. Any reduction in the rates paid or the
scope of services covered by insurance providers may reduce patients• accessibility to our
healthcare facilities and may, in turn, lead to reduced patient flow or require us to lower the
prices we charge, either of which could have a material adverse effect on our business,
financial position and results of operations.

We experience a long collection cycle on our trade receivables due to our reliance on public
medical insurance to settle a significant portion of our medical bill payments, and face collection
risks with respect to uninsured and underinsured patients, both of which may exert pressure on
our cash flow.

Collection of our trade receivables, which primarily relate to the unpaid portion of the
medical bills we issue, is critical to our operating performance. The net balance of our trade
receivables was RMB52.0 million, RMB63.1 million, RMB84.5 million and RMB106.6 million
as of December 31, 2012, 2013 and 2014 and June 30, 2015, respectively. We do not hold any
collateral or other credit enhancements over these balances. Typically, public medical
insurance programs settle accounts receivable with us at approximately one to six months
following the billing date. Settlement from supplemental civil administration funds for
low-income patients, which comprise a smaller source of total payments to us, may require one
to two years. As a result, we have had average trade receivables turnover days of 101 days, 93
days, 91 days and 108 days in 2012, 2013 and 2014 and the six months ended June 30, 2015,
respectively. By comparison, in the same period, our average inventory turnover days were 25
days, 19 days, 15 days and 15 days, respectively, and our average trade payables turnover days
were 73 days, 69 days, 49 days and 50 days respectively. Our trade receivables cycle may expose
us to cash flow shortages or liquidity gaps in our operations, which would require us to obtain
working capital from other sources, such as external borrowings, in order to meet our
obligations, which we may not be able to do on commercially acceptable terms or at all.

We also face impairment risk with respect to our trade receivables. As of December 31,
2012, 2013 and 2014 and June 30, 2015, our provision for impairment of trade receivables,
which primarily represented receivables attributable to uninsured and underinsured patients
for whom we deem the amounts to irrecoverable, and thus have decided to make provisions for,
amounted to RMB3.0 million, RMB3.7 million, RMB5.0 million and RMB6.0 million,
respectively, representing 5.4%, 5.5%, 5.6% and 5.3% of our balance of trade receivables as of
such dates, respectively. We expect to continue to face collection risk with respect to uninsured
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and underinsured patients going forward, especially as we continue to scale up our operations.
Any adverse developments in our ability to timely settle our trade receivables may have a
material adverse effect on our business, financial condition and results of operations.

Our performance depends on our ability to recruit and retain quality doctors and other medical
staff, and competition for such professionals may be intense and adversely affect our labor costs.

Our success and competitive advantage relies, in part, on the number and quality of the
psychiatric doctors and other medical staff of our healthcare facilities. Our future success will
depend significantly on our ability to identify, hire and retain highly qualified professionals of



in extreme cases, death. Serious incidents may arise at any point in the patient intake,
treatment and follow-up processes, including violence or threats of violence committed by
patients against themselves, other patients or our doctors and staff.

For the three years ended December 31, 2012, 2013 and 2014, and for the six months
ended June 30, 2015, we had certain material instances of medical incidents at our healthcare



capital expenditure in connection with such relocation plan to materially and adversely affect
the availability of financial resources budgeted for our current expansion plan and pipeline
hospitals, there is no assurance that the planned capital expenditure would be sufficient for
such relocation which may experience significant increase due to factors beyond our control.
Any such negative development may have a material and adverse effect on our business,
financial condition and results of operations.

A majority of our operations are located in Zhejiang Province, which renders us especially
sensitive to local conditions and changes, such as with respect to laws and regulations, force
majeure events, natural disasters or outbreaks of contagious diseases.

A majority of our healthcare facilities and beds in operation are located in Zhejiang
Province, primarily in and around Wenzhou. As of the Latest Practicable Date, six of our nine
healthcare facilities in operation were located in Zhejiang Province. As a result, we are highly
sensitive to the regulatory, economic, public health, environmental and competitive conditions
in this region. In particular, significant changes in laws and regulations governing the
healthcare industry in Zhejiang may materially affect our business. In addition, we may be
adversely impacted by any recurrence of past outbreaks or epidemics in the PRC, 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 may choose 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 may occur in Zhejiang Province, 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 healthcare facilities and require significant repair,
which could prevent us from effectively serving our patients. Any such developments in
Zhejiang Province may have a material adverse effect on our business, financial condition and
results of operations.

We currently derive a majority of our revenue from Wenzhou Kangning Hospital, and may be
particularly sensitive to adverse developments with respect to such hospital.

Wenzhou Kangning Hospital is our flagship hospital and the first healthcare facility of
our network to be established. As the largest healthcare facility in our network in terms of
revenue, bed count and employees, we concentrate a significant portion of our network
resources at Wenzhou Kangning Hospital, including much of our training, teaching and
research programs as well as our core management team. Revenue from Wenzhou Kangning
Hospital amounted to RMB152.1 million, RMB175.8 million, RMB215.9 million and
RMB110.6 million in 2012, 2013 and 2014 and the six months ended June 30, 2015,
representing 89.1%, 77.7%, 72.9% and 68.8% of our total revenue in the same years,
respectively, and is expected to continue to account for a significant portion, if not the
majority, of our revenue going forward. As a result, any events with respect to Wenzhou
Kangning Hospital that would negatively impact, among other things, its ability to generate
revenue would have a material adverse effect on our business, financial condition and results
of operation.
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We may not be able to execute our growth strategy or manage our growth in a timely and
cost-effective manner.

We have grown our healthcare facility network from three healthcare facilities as of
January 1, 2012 to eight as of June 30, 2015, in the process more than doubling our bed
capacity from 1,090 to 2,210 as of the same dates, respectively. We began operating our first
healthcare facility beyond Zhejiang Province in April 2015, and have three additional
healthcare facilities under development in various locations in the PRC as of the Latest
Practicable Date. To achieve further business growth, we will need to continue to seek
expansion opportunities in other geographic areas, including those where we have limited
experience. Accomplishing our growth strategy depends partly on timely and cost-effective
execution of our expansion efforts, which will require us to face and overcome new market,
technological, regulatory and operational risks and challenges with which we have limited
experience. Moreover, our expansion strategies may require significant time commitments
from our management and other personnel, as well as substantial operational, financial and
other resources. The success of our expansion efforts depends on many factors, including,
among others, our ability to:

€ accurately identify suitable geographic markets for the type of services we offer,
including evaluating the target markets• ability to support such expansion with
respect to their population densities and income levels;

€ identify local demand and preferences, including executing development plans and
strategies and accommodating local social needs;

€ address local market competition;

€ negotiate acceptable lease agreements and renew them on commercially acceptable
terms;

€ hire, train and retain a sufficient workforce of qualified doctors and other
personnel, as well as maintain a reliable pipeline of future recruits, to meet our
growth demands;

€ successfully integrate new healthcare facilities into our existing control structure
and operations, including with respect to implementation of our high-standardized
operating protocols, in order to provide consistently high levels of service
throughout our network;

€ maintain stable relationships with our suppliers;

€ provide consistent, high-quality service throughout our network in order to
strengthen our reputation and attract more patients; and

€ secure financing or maintain sufficient capital to invest in healthcare facilities.
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We may not be able to obtain adequate or timely financing for existing and future investments for
our expansion plans, and our projects under development may not be completed within the
expected time frame and within our budget, or at all, and may not achieve the intended economic
results.

To finance our continued growth or future developments, including investments in new
healthcare facilities and upgrades for our existing healthcare facilities that we may decide to
undertake, we will require additional cash resources. The amount and timing of such
additional financing needs will vary depending on the timing of our new healthcare facility
openings, investments in acquired healthcare facilities, labor costs and the amount of cash
flow from our operations. If our internally-generated resources are insufficient to satisfy our
cash requirements, we may seek additional financing. To the extent that we raise additional
financing by selling additional equity, our shareholders may experience dilution.

To the extent we engage in debt financing, the incurrence of indebtedness would result in
increased debt service obligations and could result in operating and financing covenants that
may, among other things, restrict our operations or our ability to pay dividends. Servicing
such debt obligations could also be burdensome to our operations. If we fail to service any
particular debt obligations or are unable to comply with such debt covenants, we could be in
default under the relevant debt obligations, which could trigger a default of other debt
obligations and materially and adversely affect our liquidity and financial condition. Our
ability to obtain additional capital on acceptable terms is subject to a variety of uncertainties,
some of which are beyond our control, including general economic and capital market
conditions, credit availability from banks or other lenders, receipt of necessary PRC
government approvals, investors• confidence in us, the performance of the psychiatric
healthcare industry in general, and our operating and financial performance in particular. We
cannot assure you that future financing will be available in amounts or on terms acceptable to
us, if at all. In the event that financing is not available or is not available on terms acceptable
to us, our business, results of operations and growth prospects may be adversely affected.

Any early termination of our leases, failure to renew leases or substantial increases in rent prices
may adversely affect our business and financial performance.

We lease the properties and underlying land for a number of our healthcare facilities,
including a portion of Wenzhou Kangning Hospital and all of our self-operated hospitals, for
which the lease agreements typically have a term of eight to 15 years. However, our landlords



We rely on major suppliers for a significant portion of our pharmaceutical procurement and
construction services with respect to our healthcare facility network.

As a healthcare provider, we depend substantially on our ability to provide
pharmaceuticals to patients as part of our comprehensive treatment services, as well as our
ability to develop and scale up psychiatric healthcare facilities to expand our network and
operational capacity. In 2013, we entered into a supply agreement with Sinopharm with the
aim to consolidate our procurement needs and achieve economies of scale. Subsequently, our
procurement from Sinopharm amounted to RMB8.4 million, RMB13.9 million, RMB43.5
million and RMB36.5 million in 2012, 2013, 2014 and the six months ended June 30, 2015,



and delay the implementation of our business strategies. In addition, we may not be able to
hire suitable or qualified replacements, and may incur additional expenses to recruit and train



hospitals, allegations or actual medical incidents that occurred within other departments of
such hospitals may be improperly attributed to our psychiatric wards and in turn, our
psychiatric healthcare facility network as a whole. As we focus a substantial majority of our
operations on psychiatric healthcare, any of the above developments may have a material
adverse effect on our business, financial condition and results of operations.

If we have major disputes with our business partners for our healthcare facilities that we manage
under management agreements, or if they decide to terminate or not renew such management
agreements, our business and reputation may suffer.

For our managed facilities, our management agreements set forth certain events that may
grant the relevant parties the right to early termination. In particular, the counterparty may
unilaterally terminate the agreement if we fail to reach certain performance targets or incur
significant losses in the course of our management of the operations of the relevant
healthcare facility. In addition, if we have material disputes with our hospital partners or





Regarding Anti-corruption and Anti-commercial Bribery.Ž We cannot assure you that our
doctors, staff and hospital administrators will fully comply with anti-corruption regulations at
all times, or that our management will be able to detect and identify all instances of bribery
involving our healthcare facilities. In the event of any bribery incidents involving our
employees, 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.

We could be exposed to risks related to our management of our patients• medical data.

As part of our routine operations, our healthcare facilities collect and maintain medical
data and psychiatric treatment records and other personal details of our patients. PRC laws
and regulations generally require medical institutions and their medical personnel to protect
the privacy of their patients and prohibit unauthorized disclosure of personal information.
Such medical institutions and their medical personnel will be liable for damage caused by
divulging the patients• private or medical records without consent.

We have taken measures to maintain the confidentiality of our patients• medical records
and personal data, including encrypting such information in our information technology
system so that it cannot be viewed without proper authorization, and setting internal rules
requiring our employees to maintain the confidentiality of our patients• medical records.
However, these measures may not be always effective in protecting our patients• medical
records. Our information technology systems could be breached through hacking activities.
Personal information could be leaked due to any theft or misuse of personal information
arising from misconduct or negligence. In addition, as Wenzhou Kangning Hospital also
operates as a teaching and research hospital, we frequently host medical students and
professionals from third party institutions working on-site with our staff and patients. We
cannot ensure that such persons will always comply with our data privacy measures.
Furthermore, any change in such laws and regulations could affect our ability to use medical
data and subject us to liability for the use of such data for current permitted purposes. Failure
to protect the confidentiality of patient medical records and personal data, or any restriction
on or liability as a result of, our use of medical data, could have a material adverse effect on
our business and operations.

The proper functioning of our computer network infrastructure and centralized information
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 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 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



system relating to our billing and public medical insurance reimbursements were to
malfunction and lose related records, we might not timely receive full payments on our
accounts receivable, which may result in 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 depend on the strength of our reputation, including the prestige conferred by the Grade A
Class III hospital rating achieved by Wenzhou Kangning Hospital, and any damage to our
reputation could materially and adversely impact our business and results of operations.

Our reputation is critical to our success in China•s rapidly-growing psychiatric healthcare
industry. We believe that our success and continued growth depend on the public perception of
our reputation and our ability to protect and promote it. In particular, the Grade A Class III
rating that we have achieved for our Wenzhou Kangning Hospital carries significant
competitive advantages, but also requires substantial effort and cost to maintain. We cannot
assure you that we will always be able to maintain the highest rating for Wenzhou Kangning
Hospital or that our other healthcare facilities will be able to elevate or maintain their
respective ratings.

Many factors which are important to help maintain and enhance our image are beyond
our control and may have a negative impact on our name and reputation. Such factors include,
among others:

€ our ability to effectively control the quality and consistency of the services
performed by our doctors and other medical staff, and to monitor the service
performance of such personnel as we continue to expand;

€ our ability to offer a comfortable, convenient and consistently reliable patient
experience as we expand our service offerings; and

€ our ability to enhance our reputation among existing and potential patients through
various marketing, promotional and community outreach activities.

Any failure to continuously develop, maintain and enhance our reputation may
materially and adversely affect the level of market recognition of, and trust in, our services,
which could result in stagnant or negative growth and have a material adverse effect on our
business, financial condition and results of operations.

We may be subject to intellectual property rights infringement or misappropriation claims by
third parties, which may force us to incur substantial legal expenses and, if determined adversely
against us, may materially disrupt our business.



against us in any such litigation or proceedings could subject us to significant liability to third
parties, require us to seek costly licenses for use, pay ongoing royalties or prohibit us from
operating under our historical trade names. Protracted litigation or an adverse determination
against us could also harm our ability to provide the full scope of our services to our patients,
which may harm our relationships with our patients and in turn, our reputation. Any such



enterprises, however a substantial portion of productive assets in the PRC is still owned by the
PRC government. In addition, the PRC government continues to play a significant role in
regulating industry development by imposing industrial policies. The PRC government still
retains significant control over the PRC•s economic growth through the allocation of
resources, controlling payment of foreign currency denominated liabilities, setting monetary
policy and providing preferential treatment to particular industries or enterprises.

Our performance has been and will continue to be affected by the PRC economy, which in
turn is influenced by the global economy. The global economic slowdown and the turmoil in
the global financial markets that began in the second half of 2008, continued weakness in the
United States economy and the sovereign debt crisis in Europe have collectively added
downward pressure to economic growth in the PRC.

Any of the above factors may materially and adversely affect our business, financial
condition and results of operations. We are unable to accurately predict the precise nature of
all the risks and uncertainties that we face as a result of current economic, political, social and
regulatory conditions and many of these risks are beyond our control.

Uncertainties with respect to the PRC legal system could have a material adverse effect on us.

Our business and operations are conducted in the PRC and governed principally by the
PRC laws and regulations. The PRC legal system is based on written statutes, and prior court
decisions can only be cited as reference. Since 1979, the PRC government has promulgated
laws and regulations in relation to economic matters such as foreign investment, corporate
organization and governance, commerce, taxation, finance, foreign exchange and trade, with a
view to developing a comprehensive system of commercial law. However, China has not
developed a fully integrated legal system and recently enacted laws and regulations may not
sufficiently cover all aspects of economic activities in China, or may be unclear or
inconsistent.

In particular, since PRC healthcare industry is experiencing ongoing reform, the laws and
regulations relating to this industry are unspecific and may be incomprehensive. Because of
the limited volume of published decisions and their non-binding nature, the interpretation and





(5) To define the rehabilitation for mental disorders. The Mental Health Law states
what community rehabilitation organizations, medical institutions, self governing
mass organizations, organizations for the disabled, employers and guardians mean
to the patients with mental disorders in respect of rehabilitation.

(6) To specify protective measures for patients with mental disorders. It is stipulated in
the Mental Health Law that health administrative departments of the People•s
Government above the level of counties shall establish healthcare facilities to
provide patients with severe mental disorders with basic public health services free
of charge. Medical expenses for patients with mental disorders shall be paid by the
basic medical insurance funds in accordance with the requirements in relation to
social insurance as provided by the national government. In the event that patients
with mental disorders still face difficulties in settling medical expenses even with the
payment from the basic medical insurance or in the cases where such patients are
unable to settle medical expenses through the basic medical insurance, departments
of civil affairs shall give priority to offer medical aids and assistance to such
individuals.





4. Housing: (1) the building area of each bed is not less than 35 square metres; (2)
the net usable area for each bed in a ward is not less than 4 square metres; (3)
the average site for outdoor activities of patients for each bed is not less than 2
square metres; (4) good ventilation, natural lighting and safety meet the
requirements for a psychiatric hospital.

5. Equipment: The hospital is equipped with oxygen supplying device, ventilator,
gastric lavage device, electric suction apparatus and other basic equipment.
Simultaneously, the requirements for each unit regarding each bed can be
satisfied and the hospital owns and develops other equipment corresponding to
the departments of treatment.

6. It has established various rules and regulations and post responsibility system.
It also has some regulations for technical operation regarding medical care
formulated or recognized by the State and such regulations can be bound into
book form.

7. The registered capital is in place while the amount is confirmed by the health
administrative departments of all provinces, autonomous regions and
municipalities directly managed by the Central government.

(2) Psychiatric hospitals of Grade II

1. Hospital beds: the total number of beds in psychiatric hospitals is 70 to 299.

2. Establishment of departments: (1) clinical departments: at least, psychiatric
department (including emergency department and psychological consultation
department), male psychiatric ward, female psychiatric ward, occupational and
recreational therapy room and preventive health department are established;
(2) medical technological departments: at least, pharmacy, laboratory, X-ray
department, and sterile supply department are established.

3. Personnel: a bed shall be equipped with 0.44 medical staff; (2) there is at least 1
psychiatrist who is competent to be an associate chief doctor or above; (3)
there is at least 1 doctor who is competent to be an attending doctor or above
for each clinical department; (4) there is at least 1 nurse who is competent to be
the chief nurse; (5) on average, there is at least 0.3 nurse for each bed.

4. Housing: (1) the building area of each bed is not less than 40 square metres; (2)
the net usable area for each bed in a ward is not less than 4.5 square metres; (3)
the average site for outdoor activities of patients for each bed is not less than 3
square metres; (4) good ventilation, natural lighting and safety meet the
requirements for a psychiatric hospital.
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5. Equipment: The hospital is equipped with oxygen supplying device, ventilator,
gastric lavage, electric suction apparatus, clean bench and other basic
equipment. Simultaneously, the requirements for each unit regarding each bed
can be satisfied and the hospital owns and develops other equipment
corresponding to the departments of treatment.

6. It has established various rules and regulations and post responsibility system.
It also has some regulations for technical operation regarding medical care
formulated or recognized by the State and such regulations can be bound into
book form.

7. The registered capital is in place while the amount is confirmed by the health
administrative departments of all provinces, autonomous regions and
municipalities directly managed by the Central government.

(3) Psychiatric hospitals of Grade III

1. Hospital beds: the total number of beds in psychiatric hospitals is over 300.



6. It has established various rules and regulations and post responsibility system.
It also has some regulations for technical operation regarding medical care
formulated or recognized by the State and such regulations can be bound into
book form.

7. The registered capital is in place while the amount is confirmed by the health
administrative departments of all provinces, autonomous regions and
municipalities directly managed by the Central government.

The •Accreditation Standard of Psychiatric Hospitals of Grade III (2011)Ž promulgated
and implemented by the National Health and Family Planning Commission on February 9,
2012 and the •Implementing Rules Regarding the Accreditation Standard of Psychiatric
Hospitals of Grade III (2011)Ž promulgated and implemented by the General Office of the
National Health and Family Planning Commission on May 29, 2012 provide detailed
provisions for the accreditation standard for psychiatric hospitals of Grade III and can be
made reference to be used by professional medical institutions of mental health at all levels
and of all types. The •Accreditation Standard of Psychiatric Hospitals of Grade III (2011)Ž
contains 7 chapters and 62 sections and sets 332 accreditation standards and monitoring
indices. In the •Accreditation Standard of Psychiatric Hospitals of Grade III (2011)Ž, the
indices listed in Chapter 1 to Chapter 6 are used to conduct on-site appraisal for psychiatric
hospitals of Grade III and is also used by the hospital for self-evaluation and improvement.
The indices listed in Chapter 7 (Evaluation Index of Daily Statistics) are used for monitoring,
tracing and evaluating the operation of psychiatric hospitals of Grade III, index for quality
and safety of medical treatment. The main contents of the assessment criteria set out in the
Implementing Rules Regarding the Accreditation Standard of Psychiatric Hospital of Grade III
(2011) are as follows:

Name Main content

Chapter I Adhering to
the Non-profit
Principle of Hospitals

€ the establishment, functions and tasks of the hospital in
line with the positioning and requirements of the local
healthcare plan and medical institution layout plan

€ with scientific and standardized internal administration
system

€ undertaking public mental health services and such other
mandatory tasks prescribed by the government

€ emergency management

€ clinic psychiatry education

€ scientific research and achievements

Chapter II Services of
Hospitals . . . . . . . . . .

€ diagnosis and treatment reservation

€ management on outpatient process
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Name Main content



Name Main content

€ management and its continuous improvement for other
special diagnosis and treatment

€ medical record (case) management and its continuous
improvement

Chapter V Nursing
Management and
Continuous Quality
Improvement . . . . . . .

€ establishment of organizational system for nursing
management

€ human resource management on nursing personnel

€ clinical nursing quality control and its continuous
improvement

€ nursing safety management

€ quality control of intensive care unit and its surveillance

Chapter VI Hospital
Management . . . . . . .

€ practicing in accordance with laws

€ clarifying management responsibility and
decision-making mechanism with management
accountability system in place

€ setting the development target as well as the medium and



Name Main content

Chapter VII Assessment
Criteria for Daily
Statistics . . . . . . . . . . .

€ basic monitoring indices for hospital operation

€ monitoring indices for medical quality and safety of
inpatients

€ monitoring indices for rational use of medicines

The • Implementing Rules Regarding the Accreditation Standard of Psychiatric Hospitals
of Grade III (2011) Ž shall be divided into basic terms (applicable to all psychiatric hospitals
of Grade III), core terms (the 30 terms marked with •�º Ž in each section therein, i.e. the most
basic, the most common standard terms which are easiest to be done and are required to be
done, including the system and work procedure for medical safety related matters and the
accountability system for clinic application and administration of pharmaceuticals) and
selectable terms (mainly referring to such projects that require examination and approval but
cannot be immediately developed at the discretion of the hospital probably due to the
restriction in the regional health planning and functional duties of hospitals, or due to being
specially controlled by the government). A five-grade assessment is adopted to present the
results of the accreditation, namely A (outstanding) (�´�ø ), B (good) (���» ) , C (pass) (�¥�ø ),
D (fail) ( �”�¥�ø ) and E (not applicable, referring to such projects which are not approved or
are agreed not to be provided at the discretion of health administrative departments after
taking into consideration the functions and tasks of the hospital). The principle of the
accreditation is that in order to attain grade B (good), the project must attain grade C (pass)
first and meet the requirements under grade B (good) and in order to attain grade A
(outstanding), the project must attain grade B (good) first and meet the requirements under
grade A (outstanding). The Implementing Rules Regarding the Accreditation Standard of
Psychiatric Hospitals of Grade III (2011)



Policy Regarding Anti-corruption and Anti-commercial Bribery

The governmental departments of China have formulated the relevant laws and
regulations for standardizing the anti-corruption and anti-commercial bribery in medical
treatment and health industry. In accordance with theCode of Conduct for Practitioners in
Medical Institutions (�•�<���Ú�ô
}�8�[�p���‰�•�Í�‘ ), the practitioners in medical
institutions should perform their duties honestly, be self-disciplined and abide by medical
ethics. They develop and expand medical ethics. They are strictly self-discipline and do not ask
for or illegally receive any property from patients. They do not make improper benefits by
utilizing the convenience of their positions. They do not receive such rebates or commissions,
in various form or titles, offered by personnel in production or operating an enterprise in
respect of medical equipment and machinery, pharmaceuticals, chemical agents and others.
They do not participate in such operational entertainment arranged, organized or paid by
such personnel. They do not gain or acquire the basic medical protection fund by cheating, or
they do not provide others with convenience for cheating or acquiring. They do not violate the
laws by participating in advertisement for medical treatment and marketing and promotion of
pharmaceuticals and machinery for medical treatment. They do not resell the registration
number for treatment at a profit.

In accordance with theNotice on Printing and Distributing of the •Nine ProhibitionsŽ
for Strengthening Ethical Conduct in the Healthcare Industry(�• �ë�õ�™�ï��
v�<���
�[��
�,���£ • �X�”�X Ž�Y�·�]�‘ ) promulgated and implemented by the National Health and
Family Planning Commission and the State Administration of Traditional Chinese
Medicine on December 26, 2013, medical institutions are required to implement the policy
of the •Nine ProhibitionsŽ (• �X�”�X Ž), including that it is prohibited to link the personal
income of medical health personnel with the income of medical examination; it is
prohibited to issue a bill by deducting a commission; it is prohibited to receive charges by
violating laws; it is prohibited to receive donations and subsidy from the society by
violating laws; it is prohibited to participate in marketing activities and illegally release
advertisements for medical treatment; it is prohibited to be the party system with
commercial aims; it is prohibited to privately purchase and use pharmaceutical products in
violation of laws; it is prohibited to receive rebates; it is prohibited to receive •red
packetsŽ from patients. As for those medical and health institutions which are in violation
of the •Nine ProhibitionsŽ, the health and family planning administrative departments
shall handle the case by issuing criticism to, requesting rectification within a time frame,
lowering the level or degrading such institution, pursuant to the seriousness of the case.
Should administrative punishment be inflicted to such institutions, warnings, orders to
suspend the business should be granted to such institutions and even the revocation of the
business licenses of such institutions would be made. As for those healthcare staff who are
in violation of the •Nine ProhibitionsŽ, such staff shall receive criticism and education
from all units or shall have their good results of medical performance appraisal for the
current year to be cancelled, or have their salary cut, or have their employment being
suspended, or shall be dismissed and wait to be hired, or shall be dismissed. In the event of
serious cases, the health and family planning administrative departments shall order such
institutions to suspend their business operations or revoke their business licenses or give
other punishment. In the event of a suspected criminal case, such case shall be referred to
a judicial organ for legal processing.
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In accordance with the Implementing Opinions of the Ministry of Health and the State
Administration of Traditional Chinese Medicine on the Launching of Specialized Compliance
Project Regarding Commercial Bribery in Respect of the Procurement of Medicines(�•�
�[�Å�e

7�•�•�<�¹�M�#�…�ë�õ
š�•�7�#�<�¹�…�V�ï
9
 �8�!�$
Y
°�ˆ�*�Y�¼�D�����‘ ) promulgated
and implemented by the National Health and Family Planning Commission and the State
Administration of Traditional Chinese Medicine on April 21, 2006 and the Notice of the
Ministry of Health on Issuing the Provisions on the Establishment of Commercial Bribery
Records in the Purchase and Sale of Medicines(�•�ë�õ���m�<�¹�…�V�ï
9
 �8�!�$�”��	¾�}�Y
�•�›�‘ ) promulgated and implemented by the National Health and Family Planning
Commission on December 25, 2013, the key points of launching specialized compliance
projects regarding commercial bribery in respect of the procurement of medicines are: (1) the
act of the leaders and the relevant personnel of medical institutions of receiving such property
or rebate granted by the manufacturing and business enterprises and their marketing and sales



Interim Measures for the Administration of Medical Insurance Designated Medical Institutions
and the Provision of Basic Medical Insurance for Urban Employees

According to The Interim Measures for the Administration of Medical Insurance
Designated Medical Institutionsand the Provision of Basic Medical Insurance for Urban
Employees, which were jointly promulgated by Ministry of Labor and Social Security
(currently known as •Ministry of Human Resources and Social SecurityŽ), National Health
and Family Planning Commission, State Administration of Traditional Chinese Medicine and
implemented on May 11, 1999, Medical Insurance Designated Medical Institution, which
provide basic medical insurance for urban employees, shall be reviewed by the labor security
administration department in a coordinating district and recognized by social insurance
agencies. Qualifying Certificate as a Medical Insurance Designated Medical Institution shall
be issued upon examination and approval by the aforesaid authorities.

Reform on Price of Medicine

Notice of Issuing Opinions on Reforming the Price Formation System of Medicine and Medical
Services

According to the Notice on Issuing Opinions on Reforming the Price Formation System of
Medicine and Medical Servicespromulgated and implemented on November 9, 2009 by the
National Development and Reform Commission, the National Health and Family Planning
Commission and the Ministry of Human Resources and Social Security, the following major
opinions have been made in respect of reforming the price formation system of medicine and
medical services: (i) Reform of the Management on the Price of Medicine. The classified
management shall be imposed on the medicine. In particular, the department in charge of
prices under the State Council shall take charge of formulating policy, principle and method
for pricing the medicine, as well as fixing prices of the national essential drugs, the prescribed
drugs of the drugs for the national essential medical security, and the special medicine the
production and operation of which are with monopolized nature. All provincial, autonomous
and municipal departments in charge of prices shall, in accordance with the national unified



method for medical services to enhance the guidance and coordination for the local
formulation of medical service prices. The guiding prices for the essential medical services
shall be formulated by the provincial or the municipal competent price department together
with the National Health and Family Planning Commission and the Ministry of Human
Resources and Social Security at the same grade.

Medicine Prices

Notice of Issuing the Opinions on Pushing Forward the Reform on Medicine Prices by the
National Development and Reform Commission and other Departments

According to the Notice of Issuing the Opinions on Pushing Forward the Reform on
Medicine Prices by the National Development and Reform Commission and other Departments
promulgated by the National Development and Reform Commission, the National Health and
Family Planning Commission, the Ministry of Human Resources and Social Security, the
Ministry of Industry and Information Technology, the Ministry of Commerce and the China
Food and Drug Administration on May 4, 2015 and implemented on June 1, 2015, apart from
the anesthetics and the first class psychoactive drugs, the former prices of medicine
formulated by the government are cancelled. As for the anesthetics and the first class
psychoactive drugs, the National Development and Reform Commission shall still tentatively
implement the management of the highest ex-works prices and the highest retail prices. As
pointed out in the opinions, the Medical Insurance Department and the related departments
shall jointly draw up the procedure, basis and methods and other rules for formulating the
payment standard for the medicine under medical insurance, explore and establish the
mechanism to guide the reasonable price formation for the medicine paid by the Medical
Insurance Fund.

Relevant Stipulations of Price Reform for Public Hospitals

Opinions on the Pilot Comprehensive Reform of Public Hospitals at County Level
promulgated and implemented by the General Office of the State Council on June 7, 2012, and
Notice of the National Development and Reform Commission, the Ministry of Health, and the
Ministry of Human Resources and Social Security on Promoting Medicine Price Reform in
Public Hospitals at County Levelpromulgated and implemented by the National Development
and Reform Commission, the National Health and Family Planning Commission, the Ministry
of Human Resources and Social Security on September 3, 2012, advocate certain measures for
promoting the pilot reform on public hospitals at county level, including the reform on the
compensation system for the medical cost through drug-selling profits and the cancellation of
the price mark-up of medicine. The decrease in the reasonable revenue of the hospital shall be
compensated by adjusting the prices of medical technical services and increasing the
government commitment etc. The standards for diagnosis charges, surgery charges and
nursing charges shall be raised and the medical technical service fees shall be included in the
scope of medical insurance payment policy, coupled with the promoting reform on the means
of payment for medical insurance payment. The price adjustment is in line with the payment
policy of medical insurance.
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Guiding Opinions of the Price Bureau of Zhejiang Province on the Comprehensive
Promotion of the Price Reform on the Medicine of Public Hospitals at County Level



Municipality (�•�Ó�Ç�9�$	t�®�m�<	ë�]�¥�·�'�
�Ã�Ù�é�‘ ) promulgated and implemented by
the People•s Government of Chengdu Municipality on June 13, 2014, all public hospitals at
the county level for Chengdu in its entirety shall completely implement the cancellation of
medicine markups, adjust the prices for medical services and among such prices, the enhanced
portion of the consultation and examination fees (holistic diagnosis and treatment fee for
traditional Chinese medicine) regarding outpatient or emergency clinics, inpatient
consultation and examination fees (holistic diagnosis and treatment fee for traditional Chinese
medicine) and nursing fees shall be incorporated into the scope of the overall pooling funds
for medical insurance. In accordance with theNotice of the Provincial Health and Family
Planning Commission Regarding the Implementation Plan of the General Reform of Public
Hospitals at the County Level of Sichuan Province Referred by the General Office of the
People•s Government of Sichuan Province (Chuan Ban Fa [2014] No. 69)(�•�,�‡�²�[�O�A�´�l
�®�B�7�ï�²�
�[���[�‰
��Å�˜�,�‡�²�$	t�®�m�<	ë�]�¥�·�'�¼�D�Ù�é�Y�·�]�‘ (�‡�l�ï [2014]69
�î )) promulgated and implemented by the People•s Government of Sichuan Province on
August 7, 2014, it is stipulated in the Plan of the General Reform of Public Hospitals of
Sichuan Province that: (1) the cancellation of medicine markups is consolidated; (2) the price
of medical services shall be rationalized; the prices of the items regarding medical
examination, surgery, nursing, bed and Chinese medicine shall be enhanced in appropriate
manner; the prices of medicine and high-valued consumables, and the prices of examination
using large medical equipment, treatment, laboratory and examination shall be reduced; the
price adjustment policy is linked with the policy regarding medical insurance payment; the
charges for the items of medical services upon adjustment shall be incorporated in the scope
of medical insurance payment pursuant to the stipulations.

In accordance with Shenzhen Municipality•s Implementation Plan for Public Hospitals•
Reform on the Separation of Medical Treatment and Medicine Sales(�•�	�­�9�®�m�<	ë�<�¹�±

š�·�'�¼�D�Ù�é�‘ ) promulgated and implemented by the People•s Government of Shenzhen
Municipality on June 7, 2012, it is stipulated in Shenzhen Municipality•s Implementation Plan
for Public Hospital•s Reformon the Separation of Medical Treatment and Medicine Salesthat:
(1) the medicine markups are cancelled. (2) The compensation mechanism of public hospitals
is improved and perfected. The charging standard regarding diagnosis and treatment services
are raised by levels. The insurance package regarding the medical treatment of the insured is
enhanced. In accordance with theWork Plan Regarding the Trial Points for the Reform on the
Separation of Medical Treatment and Medicine Sales of Public Hospitals at the county level of
Guangdong Province(Yue Jia Han [2013] No. 590) (�•�?���²�$	t�®�m�<	ë�<�¹���ø�·�'�
�Ã
�ˆ�*�Ù�é�‘ (�½���L [2013]590�î )) promulgated and implemented by the Price Control
Administration of Guangdong Province, the Guangdong Provincial Health Department,
Guangdong Provincial Department of Human Resources and Social Security and Department
of Finance of Guangdong Province on May 30, 2013, it is stipulated inthe Reform on the
Separation of Medical Treatment and Medicine Sales of Public Hospitals at the county level of
Guangdong Provincethat: (1) public hospitals at the county level shall sell medicine to patients
with zero profit; (2) the prices of the items related to medical technology and services
including examination fee, nursing, treatment fee, surgery fee and Chinese medicine are
enhanced in reasonable manner.







insurance shall, in compliance with the requirements of the reform on the means of payment
for medical insurance, identify the specific means and standard of payment with the
designated non-public medical institutions through negotiation to increase the application
efficiency of the fund.

Guiding Price Catalog for Medical Services

On May 4, 2012, the National Development and Reform Commission, the National
Health and Family Planning Commission and the State Administration of Traditional Chinese
Medicine promulgated the Notice Concerning the Standardization of Price Management for
Medical Services and Related Issuesand announced the National Medical Services Price
Project Standardization (2012 Version). The price projects of medical services announced by
the project standardization shall be the basis of the costs charged by the various classes and
types of NMIs for their medical services. Those project charges requiring merger or
combination or the new medical service price projects shall be examined and approved by the
provincial competent price department together with the departments including the health
administration at the same grade.

On June 8, 2005, the Price Bureau of Zhejiang Province and the Zhejiang Health
Department (currently known as •Zhejiang Health and Family Planning CommissionŽ,
hereinafter referred to as the •Zhejiang HKPCŽ) promulgated thePrices (interim) of Medical
Services in Zhejiang Provincewhich stipulated the government guiding prices for the medical
services in Zhejiang Province. All classes of medical institutions shall execute the
corresponding prices stipulated in the said catalog. The appropriate downward price
adjustment shall be permitted but no upward price adjustment shall be permitted. The Price
Bureau of Zhejiang Province and the Health and Family Planning Commission of Zhejiang





Coverage and Standards of Basic Medical Insurance of Beijing Municipality for Treatment
Programs and Service Facilitieslaunched by Beijing Municipal Bureau of Labor and Social
Security on March 21, 2003 covers into 4 main categories, namely general medical services,
medical diagnosis and treatment by technology, clinical diagnosis and treatment, Chinese
medicine and ethnomedicine, applicable to such medical services programs offered by
designated medical institutions within the coverage of the basic medical insurance for the
insured in Beijing Municipality. Medical services programs not included shall be reported by
designated medical institutions in accordance with relevant requirements if they are intended
to be incorporated into the list of programs covered by the medical insurance fund and the
incorporation shall be subject to examination and approval.

The List of Treatment Programs Covered by the Basic Medical Insurance of Sichuan
Province promulgated by The Labor and Social Security Department of Sichuan Province,
Sichuan Provincial Department of Finance, Sichuan Provincial Department of Health,
Sichuan Provincial Price Bureau and Administration of Traditional Chinese Medicine of
Sichuan on May 25, 2005 determines using the elimination method treatment programs not
covered by the basic medical insurance and those covered in part. In the case that the medical
program that the insured undergoes for treatment at the designated medical institutions is not
covered by the basic medical insurance, the treatment costs incurred will not be indemnified by
the insurance. In the event that the program is covered in part by the basic medical insurance,
after the insured has paid the required proportion out-of-pocket, the remaining portion shall
be paid in accordance with the requirements under the basic medical insurance. The payment
for treatment programs not included in The List of Treatment Programs Covered by the Basic
Medical Insurance of Sichuan Provinceshall be paid in accordance with the requirements
under the basic medical insurance.

Treatment Programs Covered by Urban Employee Basic Medical Insurance Schedule of
Guangdong Provincepromulgated by the Guangdong Provincial Department of Labor and
Social Security on December 6, 2000 sets out using the elimination methodThe List of
Treatment Programs Not Covered by Basic Medical Insuranceand The List of Treatment
Programs Covered in Part by Basic Medical Insurance. If the treatment costs that the insured
incurs in a treatment program do not fall within the coverage of basic medical insurance under
Treatment Programs Not Covered by Basic Medical Insurance, the costs will not be indemnified
by the basic medical insurance. For the treatment programs that fall within such coverage
under Treatment Programs Covered in Part by Basic Medical Insurance, after the insured has
paid the required proportion out-of-pocket, the remaining portion shall be paid in accordance
with the requirements under the basic medical insurance. The coordinating local labor and
social security department shall determine a suitable proportion for out-of-pocket payments
after taking into account the economic development level and the affordability of the insured
in that region. In principle, the percentage shall be within 10% - 30% of the costs incurred in
the treatment program.
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Rules on the Supervision over Pharmaceuticals in Medical Institutions

Drug Control Law of PRC and its Implementing Rules• and Measures for Supervision and
Administration of Drugs of Medical Institutions (For Trial Implementation)

According to Drug Control Law of PRC, which was promulgated by Standing Committee
on September 20, 1984 and amended on February 28, 2001, December 28, 2013 and April 24,
2015, Regulations for the Implementation of the Drug Administration Law, which was
promulgated by State Council on August 4, 2002 and came into effect on September 15, 2002,
and Measures for Supervision and Administration of Drugs of Medical Institutions (For Trial
Implementation), which was promulgated by China Food and Drug Administration and came
into effect on October 11, 2011, medical institutions must purchase drugs from enterprises
qualified to produce and deal in drugs. Drugs used by medical institutions must be purchased
uniformly by special departments in accordance with the provisions, and other departments
and medical staff members of medical institutions are forbidden to purchase drugs on their
own.

Regulations on Control of Narcotic Drugs and Psychotropic Substances

According to Regulations on Control of Narcotic Drugs and Psychotropic Substances,
which were promulgated by the State Council on August 3, 2005 and revised on December 7,
2013, where a medical institution needs to use any narcotic drug or Class I psychotropic
substance, it shall, upon approval by the competent health department, obtain the Seal Card
for Purchasing and Using Narcotic Drugs and Class I Psychotropic Substances (hereinafter
referred to as •the Seal CardŽ). The medical institution shall, on the strength of the Seal Card,
purchase the narcotic drugs or Class I psychotropic substances from a designated wholesaler
within the administrative area of the province, autonomous region, or municipality directly
under the Central Government.

Rules on Medical Equipment and Treatment Provided by Medical Institutions

Administrative Measures on the Radiotherapy

According to the Administrative Measures on the Radiotherapy, which were promulgated
by the National Health and Family Planning Commission on January 24, 2006 and came into
effect on March 1, 2006, medical institutions engaged in the radiodiagnosis and radiotherapy
shall be equipped with the conditions required for conducting radiodiagnosis and
radiotherapy, and apply for the License for Radiotherapy issued by the competent public
health administrative authorities. After obtaining the License for Radiotherapy, medical
institution shall undertake registration of the relevant diagnosis and treatment subject with
health administrative and registration authorities, which issued the Practice Permits for
Medical Institutions. Medical institutions shall not conduct radiodiagnosis and radiotherapy
if failing in obtaining License for Radiotherapy or not registering the diagnosis and treatment
subject.
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Regulations on Safety and Protection of Radioisotopes and Radiation-emitting Devices• and
Measures for Administration of the Safety Licensing of Radioactive Isotopes and Radioactive
Equipment

According to Regulations on Safety and Protection of Radioisotopes and
Radiation-emitting Devices, which were promulgated by the State Council on September 14,
2005 and revised on July 29, 2014, andMeasures for Administration of the Safety Licensing of
Radioactive Isotopes and Radioactive Equipment, which were promulgated by Ministry of
Environmental Protection on January 18, 2006 and revised on December 6, 2008, any unit
which conducts activities of production, sale, and use of radioactive isotopes and radial
equipment within the territory of PRC shall obtain the Radiation Safety Licenses in
accordance with the provisions of the Measures.

Administrative Measures on the Deployment and Use of Large Medical Equipment

The Administrative Measures on the Deployment and Use of Large Medical Equipment,
which were jointly promulgated by National Health and Family Planning Commission,
National Development and Reform Commission and Ministry of Finance on December 31,
2004 and came into effect on March 1, 2005, provide that the management of large medical
equipment is subject to allocation planning and License for the Deployment system. Large
medical equipment refers to those medical equipment listed in the catalog issued by the public
health administrative authorities of the State Council or those unlisted medical equipment
deployed for the first time within the provincial regions with a unit price above RMB5 million.
Medical institutions that wish to purchase large medical equipment 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. Mount
guard of the large medical equipment (including doctors, operation staff, engineers and
technicians and etc.) shall accept job training and obtain corresponding operating
qualifications.

The Law of the People•s Republic of China on Maternal and Infant Healthcare, its
Implementation Measures and Management Measures of Special Technology Services Licensing
and Personnel Qualification of Maternal and Infant Care

According to the Law of PRC on Maternal and Infant Healthcare, which was promulgated
by the Standing Committee and came into effect on October 27, 1994 and revised on August
27, 2009, and itsImplementation Measures, which were promulgated by the State Council and
came into effect on June 20, 2001, andManagement Measures of Special Technology Services
Licensing and Personnel Qualification of Maternal and Infant Care, which was promulgated by
the National Health and Family Planning Commission and came into effect on August 7,
1995, medical and healthcare institutions engaged in pre-marital medical examination, genetic
disease diagnosis, prenatal diagnosis, ligature operations or operations for termination of
gestation shall be licensed by the relevant local administrative department of public health of
the people•s government and obtain License of Maternal and Infant Health Care Technology
Services.
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Interim Provisions of Management of Physical Examination

According to Interim Provisions of Management of Physical Examination, which was
promulgated by National Health and Family Planning Commission on August 5, 2009 and
came into effect on September 1, 2009, when medical institutions apply to registration
authority, which proved and issued Practice Permits for Medical Institutions to them, for



Rules on Medical Advertisement

Measures on Medical Advertisement Administration

According to Measures on Medical Advertisement Administration, which were
promulgated by the State Administration of Industry and Commerce and National Health and
Family Planning Commission on November 10, 2006 and came into effect on January 1, 2007,
any medical institution that intends to publish any medical advertisement shall apply for
medical advertisement examination to health administrative departments and administrative
departments for traditional Chinese medicine prior to its publication, and obtain Medical
Advertisement Examination Certification. The Medical Advertisement Examination
Certification shall be valid for one year.

Rules on Medical and Nursing Personnel of Medical Institutions

Licensed Doctors

According to the Law on Medical Practitioners of PRC, which was promulgated by the
Standing Committee of the National People•s Congress on June 26, 1998 and revised on
August 27, 2009, the Interim Measures of Physician Practice Registration, which was
promulgated by the NHFPC Planning Commission and came into effect on July 16, 1999, and
the Tentative Provisions on the Scope of Practice in Relation to the Practice and Registration of
Medical Practitioners promulgated and implemented by the NHFPC and the State
Administration of Traditional Chinese Medicine on June 20, 2001, the State applies the system
of registration for licensed doctors. Anyone who has obtained the qualifications of a licensed
doctor or a licensed assistant doctor, upon registration with and obtaining the Doctor•s
Practicing Certificate from corresponding health administration department, may conduct
medical treatment, disease-prevention or healthcare related work at the places, for the areas of
practice and within the scopes of practice as registered. No one may work as a doctor without
a doctor•s license obtained through registration. Areas of practice refer to clinical medicine,
Chinese medicine (including Chinese medicine, ethnomedicine and integrated
Chinese-Western medicine), dental medicine and public health, whereas the scope of practice
encompasses that for clinical medical practitioners, dental practitioners, public health
practitioners and Chinese medical practitioners. The scope of practice for clinical medical
practitioners includes mental health specialty. Medical practitioners shall not engage in
professions other than those within the scope of practice for which they have registered.

On November 5, 2014, National Health and Family Planning Commission, National
Development and Reform Commission, Ministry of Human Resources and Social Security,
State Administration of Traditional Chinese Medicine, Insurance Regulatory Commission
jointly promulgate Opinions on Promoting and Regulating Medical Practitioners• Practice with
Different Medical Institutions (• the OpinionsŽ). According to the Opinions, medical
practitioners engaged in the practice of medicine, stomatology and Chinese Medicine may
practice with different medical institutions (i.e., during the term of valid registration period,
medical practitioners may practice in two or more than two medical institutions). Medical
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practitioners• practice with different medical institutions shall be subject to registration
management. However, where the medical practitioners are engaged in counterpart support
between urban and rural hospitals, support at the grass-roots level, or practice among medical



special evaluation of the effects shall be made; or where the effects on the environment are
very little and therefore it is not necessary to make an evaluation of them, a registration form
of environmental effects should be filled out. The document for evaluation of the
environmental effects of a construction project shall, in accordance with the regulations of the
State Council, be submitted by the construction unit for examination and approval to the
competent administrative department for environment protection.

According to Regulations on Administration of Environmental Protection Testing
Acceptance on Completion of Construction Projects, which was promulgated by Ministry of
Environmental Protection on December 27, 2001 and revised on December 22, 2010, upon the
completion of a construction project, the construction unit shall apply with the competent
administrative department of environmental protection for inspection and acceptance of the
completed environmental protection of the construction project.

Regulations on the Management of Medical Waste, the Implementation Measures of the
Management of Medical Waste

According to the Regulations on the Management of Medical Waste, which were
promulgated by the State Council on June 16, 2003 and revised on January 8, 2001, andthe
Implementation Measures of the Management of Medical Waste, which were promulgated by
National Health and Family Planning Commission on October 15, 2003 and came into effect
on the same day, medical or health institution shall register medical wastes, manage medical
wastes under classification and undertake management of duplicate forms for transfer of
hazardous waste in accordance withthe Catalogue of Classified Medical Wastes, and deliver
medical wastes to a unit for centralized disposal of medical wastes and licensed by a relevant
environment protection administrative department for dispose. Sewage generated by any
health institution and excretion of its patients or suspected patients of infectious diseases
shall be sterilized in strict accordance with the relevant provisions, and shall not be discharged
into sewage disposal systems until the discharging standards are met.

The Administrative Measures on Licensing of Urban Drainage

The Administrative Measures on Licensing of Urban Drainage, which were promulgated by
the Ministry of Housing and Urban-rural Development on January 22, 2015 and came into
effect on March 1, 2015, provide that enterprises engaging in industry, construction, catering
industry, medical industry and discharging sewage into the urban drainage network must
apply for and obtain a License for Urban Drainage.

Rules on Pharmaceutical Distribution

Drug Control Law of the People•s Republic of China and its Implementing Rules

The Pharmaceutical Administration Law of PRC, which was promulgated by the Standing
Committee on September 20, 1984 and amended on February 28, 2001, December 28, 2013
and April 24, 2015 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
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required for pharmaceutical manufacturing and related operating activities.The Regulations
for the Implementation of the Pharmaceutical Administration Law of PRC, which were
promulgated by the State Council on August 4, 2002 and came into effect on September 15,
2002, provide detailed implementing measures ofthe 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. 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 issued by the relevant pharmaceutical regulatory
authorities.

Administrative Measures on the Supervision of the Distribution of Pharmaceutical Products

The Administrative Measures on the Supervision of the Distribution of Pharmaceutical
Products, which were promulgated by China Food and Drug Administration 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.

The Measures for the Classification and Administration of Prescription Pharmaceuticals and
Non-prescription Pharmaceuticals (For Trial Implementation)

The Measures for the Classification and Administration of Prescription Pharmaceuticals
and Non-prescription Pharmaceuticals (For Trial Implementation), which were promulgated by
China Food and Drug Administration on June 18, 1999 and came into effect on January 1,
2000, set forth different systems for the control over prescription and non-prescription drugs.
Prescription pharmaceuticals can only be dispensed, purchased and used after acquiring
prescriptions dispensed by licensed physicians or licensed associate physicians.
Non-prescription pharmaceuticals can be purchased and used at discretion without acquiring
prescriptions dispensed by licensed physicians or licensed associate physicians. Medical
institutions can decide or recommend the use of non-prescription pharmaceuticals with regard
to medical necessary.

Regulations on Centralized Pharmaceutical Procurement by Medical Institutions

The Opinions on Further Regulating Centralized Pharmaceutical Procurement by Medical
Institutions and the Interpretations of Issues Related to the Opinions on Further Regulating
Centralized Pharmaceutical Procurement by Medical Institutions, which were jointly
promulgated by the National Health and Family Planning Commission and other five
departments on January 17, 2009 and June 19, 2009, respectively, as well asthe Standards of
Centralized Pharmaceutical Procurement Work for Medical Institutionsjointly promulgated by
the National Health and Family Planning Commission and other six departments on July 7,
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2010, stipulate that Medical institutions of other forms, such as for-profit medical
institutions, are encouraged to participate in the centralized pharmaceutical procurement



the activities that such units engage in and be registered in accordance with relevant
requirements. Such private non-enterprises units may not engage in profit-making operational
activities, and the income legally obtained from activities provided in the Articles of
Association in compliance with the relevant requirements stipulated by the national
government shall only be used in activities provided therein.

RULES ON FOREIGN INVESTMENTS

Industry Catalog for Guiding Foreign Investment and Interim Provisions Guiding Foreign
Investment Direction

According to the Industry Catalog for Guiding Foreign Investment (2015 Revised Version)
(the • Industry CatalogŽ), which was jointly promulgated by the National Development and



Further Encouraging and Guiding Social Capital in Setup of Medical Facilities

According to the Opinions on Further Encouraging and Guiding Social Capital in Setup of
Medical Facilities, Overseas medical facilities, enterprises and other economic organizations
are permitted to establish medical facilities together with domestic medical facilities,
enterprises or other economic organizations in the form of equity or cooperation joint
venture, and the restrictions on equity proportion for overseas capital will be gradually
removed.

Impact of Rules on Foreign Investments on our Group

As advised by Tian Yuan Law Firm, our PRC legal advisors, the Industry Catalog and
the Interim Measures are not expected to have a material impact on our Group. According to
Tian Yuan Law Firm, medical institutions are listed under the •restricted projectsŽ category
for foreign investment, meaning that foreign investment in medical institutions is restricted to
Sino-foreign equity joint venture or cooperative joint venture, though the Industry Catalog is
silent on the maximum percentage ownership permitted to foreign investors. In this regard, the
Interim Measures provide that the equity ownership in a Sino-foreign joint venture held by the
foreign partner shall not exceed 70%. Tian Yuan Law Firm is of the view that because (i) as of
the date of this Prospectus, our Company and each of our subsidiaries, which together own all
of our current and pipeline healthcare facilities, is incorporated under the laws of the PRC,
and (ii) prior to the Global Offering, each shareholder of our Company and of each of our
subsidiaries is a PRC individual or an entity incorporated under the laws of the PRC, we are
currently in compliance with the Industry Catalog and the Interim Measures. Tian Yuan Law



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 labor safety and health conditions stipulated under national
regulations and necessary labor protection equipment, as well as 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 establish a vocational training system. Vocational training funds must be
withdrew and used in accordance with national regulations and vocational training for
workers must be carried out in a planned way based on the actual conditions of the employer.

Labor Contract Law of PRC

The Labor Contract Law of PRC, which was promulgated by the Standing Committee on
June 29, 2007, came into effect on January 1, 2008, and amended on December 28, 2012, and
the Implementation Regulations on Labor Contract Lawwhich were promulgated and came into
effect on September 18, 2008, 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 employee after reaching an agreement
upon due negotiations with the employee or by fulfilling the statutory conditions.

Social Security and Housing Funds

According to applicable laws and regulations, includingthe Law on Social Insurance of
PRC, which was promulgated by the Standing Committee on October 28, 2010 and came into
effect on July 1, 2011,the Regulations on the Administration of Housing Provident Fund, which
were promulgated by the State Council and came into effective on March 24, 2002, workers
shall participate in basic pension insurance, basic medical insurance, work-related injury
insurance, unemployment insurance and maternity insurance and shall pay and deposit
housing funds. An employing entity shall undertake social insurance registration and
registration of payment and deposit of the housing provident fund; shall pay work-related
injury insurance premiums and maternity insurance premiums, and shall pay and deposit
housing funds for workers. The basic pension insurance premiums, basic medical insurance
premiums and unemployment insurance premiums shall be paid jointly by the employing
entities and the workers. If an employing entity does not pay the full amount of social
insurance premiums and housing funds as scheduled, it may be ordered to make the payment
or make up the difference within the stipulated period and imposed a fine of the overdue
payment.

LEGAL SUPERVISION ON TAXATION IN THE PRC

Enterprise Income Tax

The Enterprise Income Tax Law, which was promulgated by the National People•s
Congress on March 16, 2007 and came into effect on January 1, 2008, and itsImplementation
Regulations, which were promulgated by the State Council on December 6, 2007 and came into
effect on January 1, 2008, stipulate that the rate of enterprise income tax is 25%.
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Business Tax

The Temporary Regulations on Business Tax, which were promulgated by the State
Council on December 13, 1993, 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 as prescribed inSchedule of Items and Rates of Business
Tax, transfer of intangible assets or sale of real estate. 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 of PRC, which were promulgated by the
State Council on December 13, 1993, amended on November 10, 2008, and came into effect on
January 1, 2009 and theDetailed Implementing Rules of the Temporary Regulations on
Value-added Tax of PRC, which were promulgated by the Ministry of Finance and became
effective on December 25, 1993, 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. For small-scale taxpayers engaged in selling goods or taxable
services, a simplified method for the calculation of tax payable according to the sales volume
and the rate leviable shall apply, the rate leviable on small-scale taxpayers is 3 percent.

Furthermore, according to the Trial Scheme for the Conversion of Business Tax to
Value-added Tax, which were promulgated by the Ministry of Finance and the State
Administration of Taxation, 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.

NOT-FOR-PROFIT ORGANIZATIONS

As advised by our PRC legal advisors, the not-for-profit organizations are private
non-enterprise units established under theProvisional Regulations on Registration and
Management for Private Non-Enterprise Units (�O�l�¢�†�8�
���î	¾�M�#�r��
â�7 )
(• Provisional Regulations on Private Non-Enterprise UnitsŽ) for the provision of not-for-profit



OUR HISTORY

Our history can be traced back to 1996 when our Company was established as a joint
stock cooperative enterprise in the PRC on February 7, 1996 by Mr. Guan Weili (•Mr. GuanŽ),
Ms. Wang Hongyue, Mr. Wang Xianjing (• Mr. WangŽ) (the brother of Ms. Wang Hongyue
and the brother-in-law of Mr. Guan) and Mr. Xia Aiguang (• Mr. Xia Ž) who is independent
from Mr. Guan, Ms. Wang Hongyue and Mr. Wang, and they found our Company with their
own financial resources. For details of Mr. Guan and Ms. Wang Hongyue, please refer to the
section •Directors, Supervisors and Senior ManagementŽ of this Prospectus. We commenced
our business primarily for the provision of psychiatric care specializing in psychiatric and
mental health in Wenzhou, Zhejiang province in 1996. On December 19, 2011, our Company
was converted into a limited liability company under the PRC Company Law, and was then
converted into a joint stock limited company on October 15, 2014.

OUR MILESTONES

The following sets forth the key milestones of our Group since 1996:

Year Milestone

1996 € Our Company was established in Wenzhou, Zhejiang province and
commenced business under the name of Wenzhou Kangning Mental
Convalescent Hospital (�]�È�9
p�¹�Z	Z
p�B�<	ë ) primarily for the
provision of psychiatric medical treatment.

1998 € Our Company relocated to our first self-built and self-owned building.

2004 € Our Company became one of the first batches of hospitals which was
awarded the •Exemplary Hospitals Relied Upon by People Across the
NationŽ (�Œ
7�õ�‘�ó�Ð�j�Í�<	ë ).

€ Our Company was renamed as Wenzhou Kangning Hospital (�]�È
p�¹
�<	ë ).

2006 € Our Company was recognized as a Grade B Class III psychiatric
hospital.

2011 € Our first subsidiary, Qingtian Kangning, commenced business
primarily for the provision of psychiatric medical treatment.

€ The psychiatric department of our Company was listed as one of the
•Key National Hospital for Specialized Clinical PsychiatryŽ (
7�•�W�‘
� �Ã
Y�Å���£�
�� (�Z	Z�Å )).

€ Our Company was converted into a limited liability company and
renamed as Wenzhou Kangning Hospital Limited (�]�È
p�¹�<	ë�Þ�"�®
�! ).
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Year Milestone

2012 € Our Company established Cangnan Kangning, and commenced
business primarily for the provision of psychiatric medical treatment.

€ Our Company established Yongjia Kangning, and commenced
businesses primarily for the provision of psychiatric medical treatment.

2013 € Our Company established Yueqing Kangning, and commenced
businesses primarily for the provision of psychiatric medical treatment.

€ Our Company was recognized as a Grade A Class III psychiatric
hospital.

2014 € Our Company was converted into a joint stock limited company and
was renamed as Wenzhou Kangning Hospital Co., Ltd. (�]�È
p�¹�<	ë
�p�…�Þ�"�®�! ).

2015 € Our Company launched the entrustment management operational
model with Yanjiao Furen Hospital.

OUR CORPORATE DEVELOPMENT

Background

In February 1996, our Company was established as a joint stock cooperative enterprise
with a registered capital of RMB6.0 million, divided into 1,200 shares with a nominal value of
RMB5,000 each, held as to 36% by Mr. Guan, 27% by Mr. Wang, 27% by Mr. Xia and 10% by
Ms. Wang Hongyue.

In December 2009, Mr. Xia entered into agreements to transfer 10% and 17% of his
equity interest in our Company to Ms. Wang Hongyue and Mr. Guan for a consideration of
RMB600,000 and RMB1,020,000, respectively. The considerations were determined with
reference to the then registered capital of our Company, and were settled on January 18, 2010.
In addition, in December 2009, Mr. Wang entered into agreements to transfer 7% and 20% of
his equity interest in our Company to Mr. Guan and Ms. Wang Lianyue for a consideration of
RMB420,000 and RMB1,200,000, respectively. The considerations were determined with
reference to the then registered capital of our Company, and were settled on January 18, 2010.
As a result of the above transfers, our Company was held as to 60% by Mr. Guan, 20% by Ms.
Wang Hongyue and 20% by Ms. Wang Lianyue.

In August 2010, our Company increased its registered capital from RMB6.0 million to
RMB20.0 million and was subscribed by the then Shareholders on the basis of their respective
shareholding by way of cash.

In December 2011, our Company was converted into a limited liability company under
the PRC laws.

OUR HISTORY AND CORPORATE STRUCTURE

… 129 …



In March 2013 and April 2013, Defu Fund, Beijing CDH Weixin and Beijing CDH
Weisen (Beijing CDH Weixin and Beijing CDH Weisen collectively referred to as •Beijing
CDH Ž), which are independent third parties, made the first round of investment in our



Renai Kangning held 19,810,250, 15,384,541, 5,304,350, 3,794,500, 3,838,754, 2,667,605,
1,543,000, 258,000 and 199,000 Domestic Shares, representing approximately 37.52%, 29.14%,
10.05%, 7.19%, 7.27%, 5.05%, 2.92%, 0.49% and 0.38%, of the then equity interest in our
Company, respectively.

As advised by our PRC legal advisors, each of the abovementioned changes in the
shareholding structure of our Company was legally and properly completed and settled and
complied with all applicable laws and regulations of the PRC. We have obtained all necessary
approvals, permits, licenses, authorizations and consents from the relevant PRC governmental
authorities with respect to such changes and such approvals, permits, licenses, authorizations
and consents are valid, current, subsisting and irrevocable.

OUR PRINCIPAL SUBSIDIARIES

Qingtian Kangning

On April 1, 2011, Qingtian Kangning, a wholly-owned subsidiary of our Company, was
established in the PRC with a registered capital of RMB1,000,000. The principal business of
Qingtian Kangning is for the provision of psychiatric medical treatment and it commenced its
business in April 2011.

Cangnan Kangning

On June 15, 2012, Cangnan Kangning, a wholly-owned subsidiary of our Company, was
established in the PRC with a registered capital of RMB1,000,000. The principal business of
Cangnan Kangning is for the provision of psychiatric medical treatment and it commenced its
business in June 2012.

Yongjia Kangning

On December 12, 2012, Yongjia Kangning, a wholly-owned subsidiary of our Company,
was established in the PRC with a registered capital of RMB1,000,000. The principal business
activity of Yongjia Kangning is for the provision of psychiatric medical treatment and it
commenced its business in December 2012.

Yueqing Kangning

On September 3, 2013, Yueqing Kangning, a wholly-owned subsidiary of our Company,
was established in the PRC with a registered capital of RMB1,000,000. The principal business
of Yueqing Kangning is for the provision of psychiatric medical treatment and it commenced
its business in September 2013.

Judicial Appraisal Institution

On June 16, 2006, the Judicial Appraisal Institution, fully sponsored by our Company,
was established in the PRC with a capital of RMB500,000. The principal business of the



Judicial appraisal institutions are mainly governed under the Judicial Appraisal
Institution Registration and Management Law (�!�,8ž�›�Ú�ô�î	¾�M�#�l�, ) (the •JAI Law Ž),
and it does not provide any rules on internal organization measures of the judicial appraisal
institutions. As advised by our PRC legal advisors, the internal organization measures of the
judicial appraisal institutions are governed by their articles of association which are required
to be registered with the relevant PRC authority.

The committee of the Judicial Appraisal Institution (• JAI CommitteeŽ) is responsible for
deciding all the major issues of the Judicial Appraisal Institution and is established under its
articles of association (•JAI Articles Ž). As advised by our PRC legal advisors, based on the
JAI Articles, the members of the JAI Committee shall consist of judicial appraisal
practitioners.

The rights of the JAI Committee include the formulation and amendment of the JAI
Articles, review of the financial budget and accounts and the approval of major expenditures,
etc. The JAI Articles do not provide for any obligations of the JAI Committee. The JAI
Committee can only convene a meeting when there are two-thirds or more of the judicial
appraisal practitioners. The JAI Committee is the highest authority of the Judicial Appraisal
Institution and is not subject to any reporting duty within the JAI.

The members of the JAI Committee consist of Mr. Gong Benhong, Mr. Tang Wei, Mr. Li
Fangmin, Mr. Liu Wenguang, Mr. Chen Yuanling, Mr. Ye Minjie and Ms. Liu Linjing. As the
members of the JAI Committee declared and agreed to vote in accordance with the
instructions of our Company since September 23, 2014, our Company•s reporting accountants,
PricewaterhouseCoopers, are of the view that the Judicial Appraisal Institution is considered
as a wholly-owned subsidiary of our Company.

Shenzhen Yining

On September 22, 2014, Shenzhen Yining, a non-wholly-owned subsidiary of our
Company, was established in the PRC with the registered share capital of RMB10,000,000. At
the time of its establishment, our Company owned 70% equity interest in Shenzhen Yining and
Shenzhenshi Yidi Investment Co., Ltd. (�	�­�9�<�Y�³���Þ�"�®�! ) (• Shenzhenshi YidiŽ), an
independent third party, owned 30% of the equity interest in Shenzhen Yining. On June 16,
2015, Shenzhen Yining, our Company, Shenzhenshi Yidi and Shenzhen Dongwu Investment
Group Co., Ltd. ( �	�­���N�³��
«� �Þ�"�®�! ) (• Shenzhen DongwuŽ) (an independent third
party) entered into a capital increase agreement in respect of an increase in the registered
capital of Shenzhen Yining for an amount of RMB40 million (the • Capital Increase
AgreementŽ). Pursuant to the Capital Increase Agreement, our Company, Shenzhenshi Yidi
and Shenzhen Dongwu further contributed RMB19 million, RMB9 million and RMB12
million to the registered capital of Shenzhen Yining, respectively. The above capital increase
was completed on July 16, 2015, and the registered capital of Shenzhen Yining was increased
from RMB10 million to RMB50 million and is held as to 52%, 24% and 24% by our Company,
Shenzhenshi Yidi and Shenzhen Dongwu, respectively. Our Company entered into a share
transfer agreement dated October 22, 2015 with Yining Investment to transfer the 52% equity
interest held by our Company in Shenzhen Yining to Yining Investment for a consideration of
RMB10.4 million. Shenzhen Yining is currently undergoing procedures for registering such
change of its shareholder with the relevant government authorities. After the completion of



the above transfer, Shenzhen Yining will be held as to 52%, 24% and 24% by Yining
Investment, Shenzhenshi Yidi and Shenzhen Dongwu, respectively. As of the Latest
Practicable Date, Shenzhen Yining had not commenced its business and was expected to be
primarily engaged in the provision of psychiatric medical treatment.

Linhai Kangning

On February 2, 2015, Linhai Kangning, a non-wholly-owned subsidiary of our Company,
was established in the PRC with a registered share capital of RMB2,000,000. Our Company
owns 80% equity interest in Linhai Kangning and Mr. Qu Kaisheng (�¡�ñ�÷ ), an independent
third party, owns 20% of the equity interest in Linhai Kangning. As of the Latest Practicable
Date, Linhai Kangning had not commenced its business and was expected to be primarily
engaged in the provision of psychiatric medical treatment.

Yining Investment

On September 23, 2015, Yining Investment, a wholly-owned subsidiary of our Company,
was in313i.marily



341,205 new Domestic Shares for a consideration of RMB55,098,148, RMB13,748,112 and



Name of Investors Defu Fund Beijing CDH Weixin Beijing CDH Weisen

Cost per RMB1.00
registered capital(1)

for the first round
investment

RMB18.68 RMB18.68 RMB18.68

Cost per Domestic Share
paid for the second
round investment(2)

RMB28 RMB28 RMB28

Payment date of
consideration for the
first and second round
investments

(1) May 24, 2013
(2) March 17, 2015

(1) May 24, 2013
(2) March 18, 2015

(1) May 24, 2013
(2) March 18, 2015

Basis of determination
of the consideration
for the first and
second round
investments

(1) The consideration
was determined
with reference to
the then financial
performance of our
Group and was
based on arm•s
length negotiations
between Mr. Guan
Weili, Ms. Wang
Hongyue and Ms.
Wang Lianyue and
the Pre-IPO
Investors at the
time of
subscription.

(2) The consideration
was based on the
then net present
value of the
Company.

(1) The consideration
was determined
with reference to
the then financial
performance of our
Group and was
based on arm•s
length negotiations
between Mr. Guan
Weili, Ms. Wang
Hongyue and Ms.
Wang Lianyue and
the Pre-IPO
Investors at the
time of
subscription.

(2) The consideration
was based on the
then net present
value of the
Company.

(1) The consideration
was determined
with reference to
the then financial
performance of our
Group and was
based on arm•s
length negotiations
between Mr. Guan
Weili, Ms. Wang
Hongyue and Ms.
Wang Lianyue and
the Pre-IPO
Investors at the
time of
subscription.

(2) The consideration
was based on the
then net present
value of the
Company.

Discount to the Offer
Price for the first and
second round
investments

(1) The discount of
approximately
63.7%(1) to the
midpoint of the
indicated Offer
Price range of
HK$32.1 to
HK$38.7, on the
basis of enlarged
share capital
immediately upon
completion of the
Global Offering.

(2) The discount of
approximately
2.9%(2) to the
midpoint of the
indicated Offer
Price range of
HK$32.1 to
HK$38.7, on the
basis of enlarged
share capital
immediately upon
completion of the
Global Offering.

(1) The discount of
approximately
63.7%(1) to the
midpoint of the
indicated Offer
Price range of
HK$32.1 to
HK$38.7, on the
basis of enlarged
share capital
immediately upon
completion of the
Global Offering.

(2) The discount of
approximately
2.9%(2) to the
midpoint of the
indicated Offer
Price range of
HK$32.1 to
HK$38.7, on the
basis of enlarged
share capital
immediately upon
completion of the
Global Offering.

(1) The discount of
approximately
63.7%(1) to the
midpoint of the
indicated Offer
Price range of
HK$32.1 to
HK$38.7, on the
basis of enlarged
share capital
immediately upon
completion of the
Global Offering.

(2) The discount of
approximately
2.9%(2) to the
midpoint of the
indicated Offer
Price range of
HK$32.1 to
HK$38.7, on the
basis of enlarged
share capital
immediately upon
completion of the
Global Offering.
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Name of Investors Defu Fund Beijing CDH Weixin Beijing CDH Weisen

Use of Proceeds and
whether fully utilized
for the first and
second round
investments

(1) Part of the
proceeds were used
for the capital
increase and the
remaining was
included in the
capital reserve. The
proceeds were fully
utilized.

(2) Part of the
proceeds were used
for the capital
increase and the
remaining was
included in the
capital reserve. The
proceeds were fully
utilized.

(1) Part of the
proceeds were used
for the capital
increase and the
remaining was
included in the
capital reserve. The
proceeds were fully
utilized.

(2) Part of the
proceeds were used
for the capital
increase and the
remaining was
included in the
capital reserve. The
proceeds were fully
utilized.

(1) Part of the
proceeds were used
for the capital
increase and the
remaining was
included in the
capital reserve. The
proceeds were fully
utilized.

(2) Part of the
proceeds were used
for the capital
increase and the
remaining was
included in the
capital reserve. The
proceeds were fully
utilized.

Shareholding in the
Company upon
Listing (assuming the
Over-allotment
Option is not
exercised)

21.85% 5.45% 3.79%

Strategic Benefit In conjunction with their investments, the Pre-IPO Investors provided capital and
strategic advice to our Company in relation to our Group•s business based on
their extensive experience gained from advising companies in their investment
portfolios, which our Directors believe have brought strategic benefits to our
Group.

Notes:
(1) Our Company was a limited liability company under the PRC laws when the Pre-IPO Investors made the

first round investment in 2013, as a result of which our registered capital was increased to
RMB28,023,978. On October 15, 2014, our Company was converted into a joint stock limited company
under the PRC laws with a registered capital of RMB50.0 million, which was divided into 50,000,000
Domestic Shares of nominal value of RMB1.00 each. Solely for the purposes of illustrating the discount
to the Offer Price for the first round of investment, the cost per RMB 1.00 registered capital for the first
round investment, being RMB18.68, was adjusted to RMB10.47, being the cost per Share after
conversion of our Company into a joint stock limited company.

(2) Our Company was a joint stock limited company when the Pre-IPO Investors made the second round
investment in 2015.
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S h a r e h o l d e r s • R i g h t s o f P r e - I P O I n v e s t o r s

S e t o u t b e l o w i s a s u m m a r y o f c e r t a i n r i g h t s t o w h i c h t h e P r e - I P O I n v e s t o r s a r e e n t i t l e d

u n d e r t h e A g r e e m e n t s a m o n g P r o m o t e r s .

T r a n s f e r R e s t r i c t i o n s T h e S h a r e h o l d e r s o t h e r t h a n t h e P r e - I P O I n v e s t o r s s h a l l

n o t , d i r e c t l y o r i n d i r e c t l y s e l l , t r a n s f e r , p l e d g e ,

h y p o t h e c a t e , d o n a t e o r o t h e r w i s e e n c u m b e r o r d i s p o s e o f

i n a n y w a y o r o t h e r w i s e g r a n t a n y i n t e r e s t o r r i g h t w i t h

r e s p e c t t o a l l o r a n y p a r t o f t h e i r i n t e r e s t i n a n y e q u i t y

s e c u r i t i e s o f o u r C o m p a n y n o w o r h e r e a f t e r o w n e d o r

h e l d d i r e c t l y o r i n d i r e c t l y b y s u c h S h a r e h o l d e r s p r i o r t o

t h e Q u a l i f i e d I P O ( a s d e f i n e d b e l o w ) , w i t h o u t t h e p r i o r

w r i t t e n c o n s e n t o f t h e P r e - I P O I n v e s t o r s .

• Q u a l i f i e d I P O Ž m e a n s t h e i n i t i a l p u b l i c o f f e r i n g o f o u r

S h a r e s o n a P R C s t o c k e x c h a n g e ( e i t h e r o n m a i n b o a r d ,

S M E b o a r d o r C h i N e x t m a r k e t ) , p r i o r t o w h i c h t h e

v a l u a t i o n o f o u r C o m p a n y i s n o t l e s s t h a n

R M B 1 , 8 0 0 , 0 0 0 , 0 0 0 , o r o t h e r s i m i l a r l i s t i n g o f o u r

S h a r e s o n o t h e r e l i g i b l e s t o c k e x c h a n g e a c c o r d i n g t o

a p p l i c a b l e s e c u r i t i e s l a w s a n d l i s t i n g r u l e s .

R i g h t o f F i r s t R e f u s a l a n d

T a g - a l o n g R i g h t s

I f a n y o f t h e S h a r e h o l d e r s o t h e r t h a n t h e P r e - I P O

I n v e s t o r s p r o p o s e s t o s e l l o r t r a n s f e r a n y o f h i s o r h e r

e q u i t y s e c u r i t i e s o f o u r C o m p a n y ( t h e • O f f e r e d

S h a r e s Ž ) , t h e P r e - I P O I n v e s t o r s h a v e t h e o p t i o n t o

p u r c h a s e s u c h n u m b e r o f t h e O f f e r e d S h a r e s t o b e

d e t e r m i n e d b y m u l t i p l y i n g ( i ) t h e t o t a l n u m b e r o f t h e

O f f e r e d S h a r e s , b y ( i i ) a f r a c t i o n , t h e n u m e r a t o r o f w h i c h

i s t h e n u m b e r o f S h a r e s h e l d b y D e f u F u n d o r B e i j i n g

C D H , a n d t h e d e n o m i n a t o r o f w h i c h i s t h e a g g r e g a t e

n u m b e r o f S h a r e s h e l d b y t h e P r e - I P O I n v e s t o r s a t t h e

s a m e p r i c e a n d o n t h e s a m e t e r m s a n d c o n d i t i o n s . T o t h e

e x t e n t t h a t t h e P r e - I P O I n v e s t o r s d o n o t e x e r c i s e t h e i r

r e s p e c t i v e r i g h t s o f f i r s t r e f u s a l a s t o a l l o f t h e O f f e r e d

S h a r e s , t h e P r e - I P O I n v e s t o r s h a v e t h e o p t i o n t o

p a r t i c i p a t e i n s u c h s a l e o f S h a r e s a t t h e s a m e p r i c e a n d

o n t h e s a m e t e r m s a n d c o n d i t i o n s u p t o t h e n u m b e r o f

t h e S h a r e s t o b e d e t e r m i n e d b y m u l t i p l y i n g ( i ) t h e t o t a l

n u m b e r o f t h e O f f e r e d S h a r e s , b y ( i i ) a f r a c t i o n , t h e

n u m e r a t o r o f w h i c h i s t h e s h a r e h o l d i n g p e r c e n t a g e o f

t h e C o m p a n y • s t o t a l r e g i s t e r e d c a p i t a l o f D e f u F u n d o r

B e i j i n g C D H , a n d t h e d e n o m i n a t o r o f w h i c h i s t h e

a g g r e g a t e o f t h e s h a r e h o l d i n g p e r c e n t a g e o f t h e

C o m p a n y • s t o t a l r e g i s t e r e d c a p i t a l o f t h e P r e - I P O

I n v e s t o r s p l u s t h e s h a r e h o l d i n g p e r c e n t a g e o f o u r

C o m p a n y • s t o t a l r e g i s t e r e d c a p i t a l o f s u c h S h a r e h o l d e r s

w h o a r e s e l l i n g t h e i r O f f e r e d S h a r e s .

O U R H I S T O R Y A N D C O R P O R A T E S T R U C T U R E
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Right of First Refusal between the
Pre-IPO Investors, Mr. Guan
Weili, Ms. Wang Hongyue and
Ms. Wang Lianyue

If one of the Pre-IPO Investors proposes to sell or
transfer, directly or indirectly, its Shares to a third party
other than their related parties, the other Pre-IPO
Investor is entitled to purchase such number of Shares
proposed to be transferred at the same price offered to
the third party if the other Pre-IPO Investor notifies the
selling Pre-IPO Investor in writing within 30 days upon
being notified of the proposed transfer. If the other
Pre-IPO Investor decides not to exercise its right of first
refusal or fails to notify the selling Pre-IPO Investor
within the abovementioned time frame, or that all the
Pre-IPO Investors propose to sell or transfer, directly or
indirectly, their Shares, Mr. Guan Weili, Ms. Wang
Hongyue and/or Ms. Wang Lianyue is/are entitled to
have the option to purchase such number of the Shares
proposed to be transferred at the same price offered to
the third party.

Put Option In case of any of the following: (i) at any time after April
22, 2017, (ii) any breach of the Agreements among
Promoters or any violation of the Articles of
Association by the Company or the Shareholders other
than the Pre-IPO investors, which has caused or may
potentially cause a material impact on the Group, or (iii)
any untruthfulness, non-compliance or non-performance
of the representations, warranties, undertakings and
agreements made by our Company, Mr. Guan Weili, Ms.
Wang Hongyue or Ms. Wang Lianyue under the CDH
Investment Agreement or the Defu Investment
Agreement, which has caused or may potentially cause a
material impact on our Group, each of the Pre-IPO
Investors has the right to sell all or any part of the
Shares held by it in our Company to Mr. Guan Weili,
Ms. Wang Hongyue and/or Ms. Wang Lianyue.

Exit Right Where (i) most of Mr. Guan Weili, Ms. Wang Hongyue
and Ms. Wang Lianyue and the Pre-IPO Investors
approve the transactions of which to sell all or most of
the Shares or business to any third parties or (ii) the
Pre-IPO Investors approve in writing the transactions of
which to sell all of the Shares of which the value is no
less than RMB1.89 billion to any third parties during the
period from July 1, 2014 to June 30, 2018, all the
Shareholders shall procure our Board to approve such
transaction. In respect of (ii) above, Mr. Guan Weili, Ms.
Wang Hongyue and/or Ms. Wang Lianyue shall have the
right of first refusal to purchase all of the Pre-IPO
Investors• Shares on the same terms and conditions
offered by the same third parties.
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Anti-Dilution Right The Pre-IPO Investors shall have the right to adjust their
shareholding in the Company•s registered capital
according to the anti-dilution adjustment mechanism to
avoid dilution of their shareholdings in our Company.

If our Company further increases its registered capital
(including if any existing Shareholder makes further
contribution to our registered capital) or issues new
Shares (collectively, the •Additional Capital IncreaseŽ)
and the valuation of our Company prior to the
Additional Capital Increase is lower than the Valuation
After Investment (as defined below), the Shareholders
other than the Pre-IPO Investors shall not allow our
Company to progress with such Additional Capital
Increase, unless, the number of Shares of the Pre-IPO
Investors are adjusted according to the following
formula:

Number of Shares After Adjustment = (i) ×
A

B
, where

(i) = Shares held by the relevant Pre-IPO Investor
prior to the Additional Capital Increase

A = Total investment by the relevant Pre-IPO
Investor in our Company prior to the Additional
Capital Increase divided by the relevant Pre-IPO
Investor•s shareholding percentage in our
Company prior to the Additional Capital
Increase (•Valuation After InvestmentŽ)

B = Valuation of our Company prior to the
Additional Capital Increase

Profit Guarantee 2013 Adjustment: In the event that our Company•s
audited net profit after tax does not meet 90% of the
profit target (as defined below) in 2013, the Pre-IPO
Investors shall have the right to adjust their shareholding
according to the formula below:

2013 Shareholding After Adjustment =
X × Y

Z
, where

X = Shareholding percentage of Defu Fund or Beijing
CDH
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Y = 2013 Target which shall mean (i) if the closing (i.e.
the closing of the Defu Investment Agreement and
Beijing CDH Investment Agreement, whichever is
earlier) occurs prior to or on April 26, 2013, the
2013 Target will be RMB40,000,000; but (ii) if the
closing (i.e. the closing of Defu Investment
Agreement and Beijing CDH Investment
Agreement, whichever is earlier) occurs after April
26, 2013, the 2013 Target will be equal to
RMB40,000,000 minus RMB1,000,000 for every
thirty (30) days during the period from April 26,
2013 to the date of closing (i.e. the closing of the
Defu Investment Agreement and Beijing CDH
Investment Agreement, whichever is earlier).

Z = Audited Net Profit After Taxes of the Fiscal Year
ended on December 31, 2013

2014 Adjustment:In the event that (i) the audited net
profit after taxes for the fiscal year ended on December
31, 2013 is lower than 95% of the 2013 Target, and the



Pre-emptive Right For any further capital increase made by our Company,
the Shareholders other than the Pre-IPO Investors shall
irrevocably agree to waive their pre-emptive rights or any
other rights (whatsoever statutory, contractual or
otherwise, including the rights provided for under the
PRC Laws) in respect of such capital increase. Our
Company hereby grants each of the Pre-IPO Investors
the right to subscribe any part of the capital increase
(including the registered capital and capital reserves) to
be further made by our Company based on their
respective shareholding:

Proportion
of Shares to
be allotted to
each Pre-IPO
Investor

=

the shareholding percentage of
Defu Fund

or Beijing CDH prior to
the capital increase

the shareholding percentage of the
Pre-IPO

Investors prior to
the capital increase

If either Defu Fund or Beijing CDH waives its
pre-emptive right to subscribe for additional shares, the
other party is entitled to all or any of such additional
shares belong to the party who has waived its
pre-emptive right.

Liquidation Preference In the event of liquidation (including but not limited to
any deemed liquidation), if the value of the remaining
assets and capital of our Company available for
distribution is lower than RMB1,575,000,000:

(a) the Pre-IPO Investors shall have the right to receive
their payments in cash prior to other Shareholders,
with an amount equal to 1.5 times of their total
investment, plus all overdue or accumulative
dividends (•Priority Liquidation AmountŽ). The
Priority Liquidation Amount shall be in proportion
to their respective shareholding percentages in our
Company out of the aggregate shareholding
percentage of the Pre-IPO Investors at the time of
such liquidation.
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(b) after the Priority Liquidation Amount has been
allocated in full to the Pre-IPO Investors, any
remaining assets or capital of our Company shall be
allocated to all Shareholders (including the Pre-IPO
Investors) according to their respective
shareholding percentage in our Company at the
time of such liquidation.

Director and Supervisor
Nomination Rights

Each of Defu Fund and Beijing CDH is entitled to
nominate one Director. Defu Fund and Beijing CDH
together are entitled to nominate one Supervisor. In
addition, as long as the Pre-IPO Investors hold any
interest in our Company, each is entitled to appoint one
observer, to attend any Shareholders meetings and Board
meetings.

Veto/Protective Rights Unanimous approval by all Directors nominated by the
Pre-IPO Investors is required for matters including,
without limitation, acquisition, reorganization or event
which may lead to our capital changes, any expansion
plan of our Company and any change or appointment of
key management of our Company. The approval of at
least one Director appointed by Defu Fund or Beijing
CDH is required for all other matters of our Company.

Certain matters which require simple majority approval
in Shareholders• meeting as provided in the Articles of
Association shall at least be approved by Defu Fund or
Beijing CDH.

Information and Inspection
Rights

The Pre-IPO Investors have the right to receive periodic
financial information. The Pre-IPO Investors also have
the right to reasonably request for information about, or
answers to its enquiries relating to, the operations,
business affairs and financial condition of our Group.

Pursuant to the supplemental agreement among the Promoters dated September 18, 2014
and the second supplemental agreement among the Promoters dated April 30, 2015, certain
rights, including, without limitation, the right of first refusal and tag along rights, put option,



profits have met the profit targets in both 2013 and 2014 as provided under the Agreements



Beijing CDH Weixin and Beijing CDH Weisen

Each of Beijing CDH Weixin and Beijing CDH Weisen is a limited liability partnership
established on May 19, 2010 and August 6, 2010, respectively, under the laws of the PRC. The
general partner is CDH Huatai Investment Management (Beijing) Co., Ltd. (�{�/
6	��³���M
�# (���/ )�Þ�"�®�! ), the majority of which is owned by CDH Equity Investment Management
(Tianjin) Co., Ltd. ( �{�/�p�Æ�³���M�# (�Â�u )�Þ�"�®�! ) which is controlled by Tianjin Taiding
Investment Co., Ltd.(�Â�u	��{�³���Þ�"�®�! ). Both Beijing CDH Weixin and Beijing CDH
Weisen are independent third parties other than their shareholdings in our Company.

Joint Sponsors• Confirmation

The Joint Sponsors have determined that the terms of the Pre-IPO Investments are under
normal commercial terms and confirmed that the Pre-IPO Investments are in compliance with
the Interim Guidance on Pre-IPO Investment issued by the Stock Exchange on October 13,
2010, Guidance Letters HKEx-GL44-12 (issued in October 2012) and HKEx-GL43-12 (issued
in October 2012 and updated in July 2013), based on the review of the relevant
documentation.

OUR SHAREHOLDING AND CORPORATE STRUCTURES

Our corporate and shareholding structure immediately before the completion of the
Global Offering:



Notes:
(1) Each of Xinshi Kangning, Enci Kangning and Renai Kangning (collectively referred to as the

• Kangning PartnershipsŽ) was established in the PRC as a partnership on July 16, 2014, July 18, 2014



(9) Each of the Directors, Supervisors, and senior management members of our Company undertakes that,
upon the Listing, pursuant to the PRC Company Law, he/she will continuously declare to our Company
his/her interest in the Shares, and will comply with the following restrictions: (1) he/she shall not
transfer his/her respective interests in the Shares within one year upon the Listing; (2) he/she shall not
transfer more than 25% of his/her respective interests in the Shares each year after the first year of the
Listing during his/her tenure; and (3) he/she will not transfer any of his/her respective interests in the
Shares within six months after his/her departure from our Company.

(10) Our Company has also established five not-for-profit organizations. According to the articles of
association of these five not-for-profit organizations, since our Company is not entitled to dividends
return from these five not-for-profit organizations, they are not considered as subsidiaries of our
Company. Please refer to the section headed •Regulatory Overview „ Not-For-Profit OrganizationsŽ in
this Prospectus for further details. Our reporting accountants, PricewaterhouseCoopers, are of the view
that any contributions made by our Company in respect of the establishment of the five not-for-profit
organizations are not considered as equity investment but were recorded as •expensesŽ. Apart from
these contributions, our Company has no further financial obligations to these not-for-profit
organizations. In addition, any payments made by our Company on behalf of the five not-for-profit
organizations are recoverable and are therefore recognized as •amounts due from related partiesŽ. For
further details, please refer to the Accountants• Report included in Appendix I to this Prospectus for
further details.

(11) Our Company entered into a share transfer agreement dated October 22, 2015 with Yining Investment to
transfer the 52% equity interest held by our Company in Shenzhen Yining to Yining Investment for a
consideration of RMB10.4 million. Shenzhen Yining is currently going through the procedures for
registering such change of its shareholder with the relevant government authorities. After the
completion of the above transfer, Shenzhen Yining will be held as to 52%, 24% and 24% by Yining
Investment, Shenzhenshi Yidi and Shenzhen Dongwu, respectively.

Our corporate and shareholding structure immediately after the completion of the
Global Offering (assuming the Over-allotment Option is not exercised):

21.85%

Defu
Fund

5.45%

80% 100% 100% 100% 100% 100% 100%

Beijing
CDH

Weixin

3.79%

Beijing
CDH

Weisen

0.37%

Enci
Kangning

0.28% 2.19% 7.53% 28.14%

Mr.
Guan
Weili

Ms. Wang
Hongyue

5.39%

Ms.
Wang

Lianyue

25%

Public

Cangnan
Kangning

Yueqing
Kangning

Our Company

Yongjia
Kangning

Qingtian
Kangning

Judicial
Appraisal
Institution

52%

Shenzhen
Yining(7)(11)

(10)

(8)

Renai
Kangning(1)(3)(9)

Xinshi
Kangning(1)(4)(9) (5)(9)

(9) (9)

(1)(2)(9)

Yining
Investment (11)

Linhai
Kangning(6)

Notes:
(1)-(11) Please refer to the details contained in Notes (1) to (11) on the proceeding two pages.
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OVERVIEW

We are the largest private psychiatric healthcare group in China as measured by revenue
in 2014, with a market share of 5.8% of the private psychiatric healthcare market in China,
and the second largest in the overall psychiatric healthcare market in China by the same
metric, with a market share of 1.0%, according to the Frost & Sullivan Report. We operate
and manage a network of healthcare facilities across various regions in China that primarily
focus on providing psychiatric specialty care. As of the Latest Practicable Date, we had nine
healthcare facilities in operation, including the only privately-owned Grade A Class III
psychiatric specialty hospital in China. We had 2,210 beds in operation across our network as
of June 30, 2015.

We operate in a rapidly-growing market with a strong demand for our services. According
to the Frost & Sullivan Report, currently over 180 million people in China suffer from
psychiatric disorders. However, much of this demand is unmet. According to the Frost &
Sullivan Report, China has significantly lower ratios of psychiatrists and psychiatric beds per
10,000 persons compared to the median ratio of G7 countries, as well as significantly lower



which we hold a 49% equity interest) that we manage through management agreements. In line
with our network expansion, we more than doubled our operational capacity from 1,090 beds
as of January 1, 2012 to 2,210 beds as of June 30, 2015. We have pipeline healthcare facilities
in the Pearl River Delta Economic Region and the Yangtze Delta Economic Region.

We believe we have preeminent industry standing and experience, which together with our



In addition, within the PRC psychiatric healthcare industry, there are significant market
opportunities and an important social need for private hospital operators. Given that public
psychiatric hospitals are unable to meet current and projected market demand, private
psychiatric hospitals are expected to play an increasingly important role. According to the
Frost & Sullivan Report, the overall market for private psychiatric healthcare institutions in
China grew from RMB2.2 billion in 2010 to RMB5.1 billion in 2014, representing a CAGR of
23.8%, and is projected to grow from an estimated RMB6.2 billion in 2015 to RMB13.6 billion
in 2019, representing a CAGR of 21.8%, which is significantly higher than that of public
psychiatric healthcare institutions during the same period. According to the same source, the
number of annual inpatients in the PRC psychiatric healthcare market increased from 1.17
million in 2010 to 2.07 million in 2014, representing a CAGR of 15.3%, and is projected to
continue to grow at a CAGR of 16.7% from 2015 to 2019, reaching 4.50 million inpatients in
2019. In addition, with rapidly rising disposable income and demand for quality healthcare
services, an increasing number of Chinese patients are willing to pay for premium healthcare
services, which are generally offered by private psychiatric healthcare institutions as a matter
of PRC government policy. For example, while private psychiatric healthcare providers
accounted for approximately one out of every ten hospital beds in the PRC psychiatric
healthcare market in 2014, they contributed nearly one-fifth of the total revenue in the same
market, according to the Frost & Sullivan Report.

Furthermore, the PRC government has made significant efforts to support the
development of the psychiatric healthcare sector and encourage private investment and
involvement in this market. For example, the Mental Health Law of 2013 is considered a key
milestone in the PRC psychiatric healthcare sector, and has significantly raised the profile of
psychiatric healthcare as a key segment of the overall healthcare system in China. Among the
comprehensive measures enacted by the Mental Health Law of 2013 are requirements for
various levels of the PRC government to establish official plans and financial support to
upgrade community-level infrastructure for psychiatric healthcare, including encouraging
medical facility development and modernization and elevating the quality of facilities,
personnel and equipment. In addition, public medical insurance coverage has been expanded
as part of the PRC government•s efforts to establish a universal medical insurance system.
Funding for public medical insurance programs in China has risen from RMB461.6 billion in
2009 to RMB1,079.5 billion in 2013, representing a CAGR of 23.7%, and is projected to reach
RMB3,025.4 billion in 2019, according to the Frost & Sullivan Report. Such efforts
significantly contributed to the growth of private psychiatric healthcare providers. During the
Track Record Period, the amount of our medical bills settled through public medical
insurance increased from RMB53.3 million in 2012 to RMB134.2 million in 2014, representing
a CAGR of 58.7%. In line with the continued expected growth in public medical insurance
funding, we anticipate that payments from public medical insurance will continue to account
for a significant portion of our total payments received going forward.

The largest private psychiatric hospital operator in China

According to the Frost & Sullivan Report, in 2014, we operated the largest
privately-owned hospital network in China that specializes in psychiatric healthcare as
measured by revenue, and were the second largest in the overall psychiatric healthcare market
in China by the same metric. We are the only privately-owned operator of a Grade A Class III
psychiatric hospital, which is the highest attainable classification for all hospitals in China. In
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addition, Wenzhou Kangning Hospital has been entrusted with distinguished government



In addition, we strive to ensure that our rapid expansion efforts do not compromise the
consistency of our service quality and our reputation for clinical excellence. We believe our
long history and experience in operating our healthcare facility network and our pool of
experienced hospital administrators and doctors allow us to have an in-depth understanding
of patient needs and anticipation of market trends. As a pioneer in the private psychiatric
healthcare sector in China, we are a market-leader in implementing well-developed operating
protocols and quality controls. Over years of prudent and comprehensive testing and
refinement, we have formulated highly-standardized diagnosis, treatment, follow-up and
internal review procedures to focus on patient outcomes and service quality. Our consistent
high quality services across our network also support the successful implementation of our
expansion strategies and achieve economies of scale. In addition, we advocate compassionate,
patient-centric values in our operations, and have studied the practices of successful overseas
psychiatric healthcare providers and strive to implement global best practice guidelines in our
field in terms of both clinical and operating protocol and facility design. We believe our
longstanding commitment to clinical outcomes and service quality is a key strategic advantage
and is essential to our long-term growth plans. Furthermore, we believe these values and
protocols have been instrumental in our ability to not only recruit and develop skilled medical
personnel, but also instill a culture of dedication to psychiatric healthcare.

High-quality workforce augmented by our strong teaching, training and research capabilities and



engaged a team of leading psychiatric healthcare experts in the PRC to provide operational
guidance and consultation services to our management staff and doctors. In addition, we
maintain a dedicated research budget and encourage all of our doctors to participate in active
research studies. Since 2014, we have authored six Scientific Citation Index academic papers
under the Wenzhou Kangning Hospital name.

We believe such collaborations not only enhance the training and development of our
workforce, but also strengthen our reputation and industry recognition as a specialized
teaching and research hub, which helps us attract top quality talent in the psychiatric
healthcare industry. In addition, through our teaching and training programs, we have been
able to cultivate relationships with a promising next generation of doctors at an early stage of
their professional development, creating a proprietary pipeline of clinical talent for future
recruitment. For example, in 2014, we began sponsoring scholarships for 28 selected medical
students specializing in psychiatry at Wenzhou Medical University, and plan to further
increase the annual scholarship class going forward. In the same year, we also began providing
clinical psychiatric training programs for undergraduate medical students of Wenzhou
Medical University. We believe such advantages are instrumental to our ability to sustain our
competitiveness and meet the growing demands of our business.

Experienced management team with industry-leading expertise and reputation

We attribute much of our operational and financial success to the members of our
management team, who laid the foundation for our business. Through their vision, experience
and entrepreneurial spirit, they have developed our network from a single hospital in Wenzhou
into a leading private psychiatric healthcare group in China and the only private operator of a
Grade A Class III psychiatric specialty hospital. We have enjoyed over 10 years of leadership
continuity under the core members of our management, each of whom has deep, extensive
knowledge and experience in the PRC psychiatric healthcare field, with an average of 24 years
of industry experience. Several members of our management team are experienced psychiatric
doctors, carrying a wealth of both clinical and management experience. Our chairman and one
of our founders, Mr. Guan Weili, is a leading hospital administrator in China, with
approximately 25 years of management and operational experience in the psychiatric
healthcare field, and has received numerous national recognitions.

We believe the talent and experience of our management team grant us considerable
competitive advantages against public hospitals. For example, we believe that compared to
public hospitals, we are able to enjoy greater flexibility with respect to operational aspects
such as procurement and employee incentivization, without compromising the soundness of
our risk management. As a result, we believe that we have achieved effective cost controls,
leading to our increasing profitability during the Track Record Period. We largely attribute
these advantages to the experience, guidance and continuity of our management team. We
believe that under the continued leadership of our experienced management, we are
well-positioned to further strengthen our reputation and presence through growth and
geographical expansion.
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OUR BUSINESS STRATEGIES

Strengthen our market-leading position by continuing to ramp up and expand our healthcare
facility network across China to capture unmet demand for psychiatric healthcare

We intend to leverage our successful track record and extensive experience in the PRC
psychiatric healthcare industry to continue to expand our healthcare facility network across
China. To establish a national presence, we have prioritized expansion of our network in
major population centers in various leading economic regions in China. For example, we have
recently commenced operations of psychiatric healthcare facilities in Beijing, the Bohai
Economic Rim and the Southwest China region, and have healthcare facilities under
development in the Pearl River Delta Economic Region and the Yangtze Delta Economic
Region. We intend for such healthcare facilities to eventually serve as regional centers of our
network, with further expansion extending from each such regional center in a hub-and-spoke
structure, similar to our Wenzhou Kangning Hospital serving as the hub for subsequent
network growth in Zhejiang Province, which enabled us to consolidate our regional market
share. We believe replicating our hub-and-spoke model in new markets will allow us to
effectively gain patient referrals, improve resource allocation and generate operating leverage.
See •Future Plans and Use of Proceeds.Ž

We have a proven track record of network expansion through various expansion models,
which we believe allow us to limit our upfront capital investments and shorten the ramp-up
periods. We believe that continuing to expand our network through such models will create a
favorable balance of investment returns and operational risks for our Group. We may also
continue to explore other business expansion opportunities where available, such as business
acquisitions or a widely-accessible online platform, in order to quickly capture opportunities
in areas with underserved psychiatric demand and strong growth potential.

Target the premium psychiatric healthcare market in China by upgrading our healthcare
facilities and enhancing our premium service capacity

We intend to penetrate the premium psychiatric healthcare market in China, which offers
significant opportunities in line with the growth in socioeconomic status and per capita



out and scale up premium healthcare services in other markets that we determine to have
substantial, unmet demand for premium psychiatric healthcare, including those where certain
of our existing healthcare facilities are located. See •Future Plans and Use of Proceeds.Ž As
an established industry leader, we believe we will be able to successfully leverage our
reputation and experience to capture growth opportunities in China•s premium psychiatric
healthcare market.

Continue to attract, develop and retain a highly-skilled workforce to support our network
expansion

We plan to continue to expand our workforce of talented hospital administrators, doctors
and other medical staff in order to support the continued growth and expansion of our
healthcare facility network. To this end, we plan to intensify our recruiting efforts for both
experienced doctors and fresh graduates and further strengthen our reputation and appeal as
an employer of choice in our field. For example, we will reinforce our partnerships with
colleges and other higher level institutions, such as establishing a new psychiatric healthcare
preparatory training program in conjunction with Wenzhou Medical University, in order to
expand our pipeline of new medical professionals. We also plan to increase investment and
participation in scientific research, which we believe will help raise our profile in the
psychiatric healthcare industry and attract leading practitioners and specialists in the field to
our network. See •Future Plans and Use of Proceeds.Ž With respect to management personnel,
we intend to implement an internal rotation system to provide both development prospects
and exposure to different environments for our healthcare facility administrators. We believe
providing opportunities to grasp greater responsibilities and work with different employees
will improve management capability. Furthermore, we may consider providing equity-based
incentives to our core medical and management personnel to further bolster our appeal as an
employer of choice.

Continue to enhance the quality of our medical treatments and service throughout our network
by strengthening our research and training programs

In line with our corporate values, we intend to pursue not only the expansion and scaling
up of our hospital network, but also the ability to provide the highest quality medical
treatments and services in our industry. To achieve our vision, we intend to increase our
research funding and, whether through hiring highly accomplished researchers or
collaborating with top-tier research institutions, participate in research initiatives into the
forefront areas of mental health research, such as biomarkers for the prediction, diagnosis,
treatment and prognosis of schizophrenia and other psychiatric diseases. By incorporating
new knowledge and findings into medical technologies and therapies, we believe we will be at
the forefront of the clinical psychiatric treatment field. At the same time, we will also further
strengthen our well-recognized teaching and training programs to elevate the treatment skills
and service quality of our doctors and nurses. By ensuring that we have well-trained medical
staff and advanced treatment techniques, we believe we will be able to further improve patient
outcomes. See •Future Plans and Use of Proceeds.Ž
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Continue to enhance information technology infrastructure

We plan to upgrade our information systems network and improve our management
processes in order to enhance the service capacity at our healthcare facility network. First, we
intend to develop a web-based service platform accessible to mobile and other Internet users
in order to improve convenience, responsiveness and the overall medical treatment experience.
For example, our patients will be able to make online appointments through the platform and
have online communications with our medical staff as part of the follow-up process after
being discharged from our healthcare facilities. We also plan to enhance our network
information technology to broaden the accessibility of our services, such as by providing
remote diagnostic and medical advice across a mobile platform, which we believe will also
enable us to effectively capture market opportunities from a larger customer base and address
privacy concerns that may arise with respect with in-person consultations. Furthermore, we
intend to strengthen our network communication and knowledge sharing capacity in order to
improve our management efficiency and ensure further consistency in service quality across
our network of healthcare facilities. See •Future Plans and Use of Proceeds.Ž

OUR BUSINESS OPERATIONS

Our business primarily focuses on providing psychiatric medical treatment at our
psychiatric specialty healthcare facilities. As of the Latest Practicable Date, our network
consisted of nine healthcare facilities in operation, comprising seven psychiatric specialty
hospitals and two psychiatric wards. We derive our revenue primarily from providing
treatment and general healthcare services and from pharmaceutical sales at our healthcare
facilities.

We have benefited from our business model of operating a network of psychiatric
healthcare facilities rather than a single hospital, which creates various synergies, including
efficient resource utilization, centralized procurement, operational experience-sharing,
group-level training and research and medical staff mobility. Each of our healthcare facilities
offers both inpatient and outpatient psychiatric healthcare services.

The table below sets forth, as of the dates indicated, certain operating data on our
healthcare facilities(1):

As of or for the year ended December 31,

As of or for the
six months

ended June 30,

2012 2013 2014 2015

Number of healthcare facilities 4 6 6 8
Number of beds in operation . . 1,360 1,680 1,900 2,210
Inpatient bed-days(2) . . . . . . . . . 442,791 514,174 615,242 328,893
Outpatient visits(2) . . . . . . . . . . 103,928 114,293 119,425 60,944

Note:

(1) Does not include Beijing Yining Hospital, which commenced operations in August 2015 and for which

we entered into management agreement in November 2015.

(2) Excluding Pingyang Changgeng Ward, Yanjiao Furen Hospital and Chengdu Renyi Ward.
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We are in the process of developing a number of additional psychiatric healthcare
facilities. See •„ Expansion of Our Healthcare Facility Network „ Pipeline Healthcare
Facilities.Ž

Our Psychiatric Healthcare Facility Network

As of the Latest Practicable Date, our network of psychiatric healthcare facilities
includes: (i) five owned psychiatric specialty hospitals, comprising Wenzhou Kangning
Hospital, Qingtian Kangning Hospital, Cangnan Kangning Hospital, Yongjia Kangning
Hospital and Yueqing Kangning Hospital and (ii) four healthcare facilities managed by us
under management agreements, comprising Yanjiao Furen Hospital, Pingyang Changgeng
Ward, Chengdu Renyi Ward and Beijing Yining Hospital. We also have three pipeline
healthcare facilities as of the Latest Practicable Date, all of which are planned to be
psychiatric specialty hospitals owned by us.

The map below sets out the locations of our healthcare facilities in operation and
planned as of the Latest Practicable Date:





We have experienced significant growth over the Track Record Period, generating revenue
of RMB170.8 million, RMB226.4 million, RMB296.3 million, RMB137.6 million and
RMB160.7 million in 2012, 2013 and 2014 and the six months ended June 30, 2014 and 2015,
respectively. The table below sets forth, for the periods indicated, a breakdown of our revenue
by healthcare facility(1)(2):

For the year ended December 31, For the six months ended June 30,

2012 2013 2014 2014 2015

Revenue Amount
% of
total Amount

% of
total Amount

% of
total Amount

% of
total Amount

% of
total

RMB•000 % RMB•000 % RMB•000 % RMB•000 % RMB•000 %
(unaudited)

Wenzhou Kangning
Hospital . . . . . 152,113 89.1 175,787 77.7 215,918 72.9 101,722 73.9 110,644 68.8

Qingtian Kangning
Hospital . . . . . 7,575 4.4 11,026 4.9 13,895 4.7 7,009 5.1 7,432 4.6

Cangnan Kangning
Hospital . . . . . 5,100 3.0 20,651 9.1 31,039 10.5 13,611 9.9 19,319 12.0

Yongjia Kangning
Hospital . . . . . … … 11,012 4.8 18,178 6.1 8,421 6.1 11,207 7.0

Yueqing Kangning
Hospital . . . . . … … 252 0.1 6,972 2.3 2,070 1.5 6,567 4.1

Pingyang
Changgeng
Ward(3) . . . . . 6,025 3.5 7,635 3.4 10,294 3.5 4,762 3.5 5,574 3.5

Total revenue. . . . 170,813 100.0 226,363 100.0 296,296 100.0 137,595 100.0 160,743 100.0

Notes:
(1) We commenced operations at Yanjiao Furen Hospital and Chengdu Renyi Ward in April 2015, both of

which are managed by us through management agreements. During the Track Record Period, Yanjiao
Furen Hospital and Chengdu Renyi Hospital were still in ramp up stage and incurred losses. Therefore,
we did not recognize any management fee income from Yanjiao Furen Hospital and Chengdu Renyi
Hospital.

(2) Does not include Beijing Yining Hospital, which commenced operations in August 2015 and for which
we entered into management agreement in November 2015.

(3) Our revenue from this healthcare facility consists of management service fee income, net of applicable
expenses and other deductions. See •„ Our Psychiatric Healthcare Facility Network „ Our Managed
Healthcare Facilities.Ž
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Each of our healthcare facilities specializes in providing psychiatric healthcare, in
particular through treatment and general healthcare services and pharmaceutical sales. The
table below sets forth, for the years indicated, certain operating data on our inpatients and
outpatients at our owned psychiatric 1(our)-iz hospitals:

For the year ended December 31,
For the six months ended

June 30,

2012 2013 2014 2014 2015

Owned psychiatric
1(our)-iz hospitals
Inpatients

Total inpatient
bed-days . . . . . . . . . 442,791 514,174 615,242 286,992 328,893

Average inpatient



The table below sets forth, for the periods indicated, certain information on Wenzhou
Kangning Hospital:

For the year ended December 31,
For the six months ended

June 30,

2012 2013 2014 2014 2015

Wenzhou Kangning Hospital
Inpatients

Effective service
capacity(1). . . . . . . . . . . 347,780(2) 365,000 365,000 181,000 185,550

Total inpatient bed-days . 389,008 346,206 354,944 170,093 175,128
Utilization rate (3) (%) . . . 111.9% 94.9% 97.2% 94.4% 94.4%
Average inpatient

spending per day
per bed
Treatment and general

healthcare services
(RMB) . . . . . . . . . . . 220 291 383 382 393

Pharmaceutical sales
(RMB) . . . . . . . . . . . 53 68 77 74 83

Total (RMB) . . . . . . . . 273 359 460 456 476
Outpatients

Number of outpatient
visits . . . . . . . . . . . . . . 101,004 104,321 102,151 48,926 50,795

Average outpatient
spending per visit
Treatment and general

healthcare services
(RMB) . . . . . . . . . . . 129 134 145 117 133

Pharmaceutical sales
(RMB) . . . . . . . . . . . 318 342 356 354 384

Total (RMB) . . . . . . . . 447 476 501 471 517

Notes:
(1) Represents the number of beds available at the beginning of each month of the period multiplied by the

number of days in such month and aggregated over the course of the period in terms of bed-days.
(2) Does not include temporary beds that we set up at Wenzhou Kangning Hospital during a certain period

of time in 2012 to serve excess demand in the region, which we believe was in line with our social
responsibilities. As a result, our utilization rate in 2012 exceeded 100%. We did not have such temporary
beds for any other hospital in any other period during the Track Record Period.

(3) Calculated as inpatient bed-days divided by effective service capacity, multiplied by 100%.
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We began implementing general renovation and upgrade plans for Wenzhou Kangning
Hospital in 2010, and in 2013 initiated the largest phase of such plans by commencing
construction of a new wing of Wenzhou Kangning Hospital to further increase operational
capacity, which required the demolition of certain existing buildings. We intend to dedicate a
portion of the new wing to premium healthcare services targeted towards mid- to high-income
patients. We expect operations at the new wing to commence in 2017. Upon completion of
such upgrades under development, Wenzhou Kangning Hospital is expected to have an
estimated total GFA of approximately 82,000 sq.m. and an operational capacity of 1,400 beds,
along with a full-time staff of approximately 800 medical professionals. In addition, we are in
the process of developing the Louqiao Medical Area, located in the Ouhai District of
Wenzhou, which will primarily serve as an expansion of the geriatric psychiatry
subdepartment of Wenzhou Kangning Hospital and will increase our overall operational
capacity for Wenzhou Kangning Hospital by a further 150 beds. We expect to commence
operations at the Louqiao Medical Area in 2016, at which time we will relocate operations for
the geriatric psychiatry subdepartment of Wenzhou Kangning Hospital to the Louqiao
Medical Area. We entered into a leasing agreement for the Louqiao Medical Area in
December 2014, effective until April 2025, and prepaid 73 months of rental expenses under
such lease in order to obtain more favorable rental rates. We expect construction of the new
wing and the Louqiao Medical Area to further cost approximately RMB230 million in total,
which we intend to finance primarily with cash inflows from operations and the expected
proceeds from the Global Offering. As of June 30, 2015, we have incurred RMB80.1 million
for the construction of the new wing and the Louqiao Medical Area. We also intend to
allocate proceeds from the Global Offering to finance miscellaneous upgrades at Wenzhou



Ratings, Classification and Recognition

As a specialty hospital, Wenzhou Kangning Hospital is subject to rating and review by
the Health and Family Planning Commission of Zhejiang Province. See •Regulatory Overview
„ The Classification of Medical Institutions.Ž Wenzhou Kangning Hospital was initially
rated as a Grade B Class III psychiatric hospital in 2006 and was upgraded to Grade A Class
III in 2013, the highest grade attainable by hospitals in China.

Our achievements and capabilities with respect to Wenzhou Kangning Hospital have
historically enjoyed significant recognition. For example, Wenzhou Kangning Hospital was
designated as a Key National Hospital for Specialized Clinical Psychiatry (
7�•�W�‘� �Ã
Y�Å
���£�
�� (�Z	Z�Å )) by the NHFPC in 2011, and remains the only privately-owned hospital in
China with such recognition. In 2013 and 2015, the clinical psychology and behavioral
medicine subdepartments of Wenzhou Kangning Hospital were respectively designated as Key
Departments for Non-public Healthcare Facilities with Respect to Special Clinical Disciplines
in Zhejiang Province (	��ê�²�¢�®�m�<���Ú�ô�W�‘	$�
�ª�Å���£�
�� ). In 2003, Wenzhou
Kangning Hospital became a teaching base for psychiatry department of Wenzhou Medical
University, which reflects the strong reputation that we had already cultivated at a relatively
early stage in our operational history. Wenzhou Kangning Hospital subsequently entered into
cooperation relationships with Qiqihar Medical University in 2008 and Bengbu Medical
College in 2009, which, along with its ongoing relationship with Wenzhou Medical University,
has given Wenzhou Kangning Hospital strong ties to multiple medical colleges in the PRC. In
both 2014 and 2015, Wenzhou Kangning Hospital gained TÜV SÜD certification for
excellence in quality and strength of standardization after passing inspection and audit from
the German TÜV SÜD certification body for international hospitals, which we intend to
renew on an annual basis.

Our Other Owned Hospitals

As of the Latest Practicable Date, in addition to Wenzhou Kangning Hospital, we own
four other psychiatric specialty hospitals, each of which we operate on property that we leased
from independent third parties and, through investing in leasehold improvements,
subsequently renovated and converted into hospitals that meet our quality standards. As of
the Latest Practicable Date, we had not applied for our other psychiatric specialty hospitals to
be graded under the relevant regulations for the classification of medical institutions. See
•Regulatory Overview „ Regulatory Supervision of Healthcare Sector in China „ The
Classification of Medical Institutions.Ž

Qingtian Kangning Hospital

We established Qingtian Kangning Hospital in April 2011 in Qingtian County, Lishui
City, Zhejiang Province. Qingtian Kangning Hospital currently occupies property and land
leased from an independent third party and has a GFA of approximately 5,828 sq.m. As of
June 30, 2015, Qingtian Kangning Hospital had 155 beds in operation and 48 full-time
employees, including 24 medical staff.
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The table below sets forth, for the periods indicated, certain information on Qingtian
Kangning Hospital:

For the year ended December 31,
For the six months ended

June 30,

2012 2013 2014 2014 2015

Qingtian Kangning Hospital
Inpatients

Effective service
capacity(1). . . . . . . . . . . 36,620 43,820 51,120 23,985 28,060

Total inpatient bed-days . 29,681 39,706 49,842 23,907 27,262
Utilization rate (2) (%) . . . 81.1% 90.6% 97.5% 99.7% 97.2%
Average inpatient

spending per day
per bed
Treatment and general

healthcare services
(RMB) . . . . . . . . . . . 199 220 223 237 212

Pharmaceutical sales
(RMB) . . . . . . . . . . . 32 29 28 26 33

Total (RMB) . . . . . . . . 231 249 251 263 245
Outpatients

Number of outpatient
visits . . . . . . . . . . . . . . 1,982 3,177 4,366 2,150 2,339

Average outpatient
spending per visit
Treatment and general

healthcare services
(RMB) . . . . . . . . . . . 9 9 14 16 12

Pharmaceutical sales
(RMB) . . . . . . . . . . . 376 344 317 319 311

Total (RMB) . . . . . . . . 385 353 331 335 323

Notes:
(1) Represents the number of beds available at the beginning of each month of the period multiplied by the

number of days in such month and aggregated over the course of the period in terms of bed-days.
(2) Calculated as inpatient bed-days divided by effective service capacity, multiplied by 100%.

Cangnan Kangning Hospital

We established Cangnan Kangning Hospital in June 2012 in Cangnan County, Wenzhou.
Cangnan Kangning Hospital currently occupies property and land leased from an independent
third party and has a GFA of approximately 10,000 sq.m. As of June 30, 2015, Cangnan
Kangning Hospital had 365 beds in operation and 104 full-time employees, including 51
medical staff.
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The table below sets forth, for the periods indicated, certain information on Cangnan
Kangning Hospital:

For the year ended December 31,
For the six months ended

June 30,

2012 2013 2014 2014 2015

Cangnan Kangning Hospital
Inpatients

Effective service
capacity(1). . . . . . . . . . . 80,520 91,300 116,940 53,160 66,080

Total inpatient bed-days . 24,102 81,534 112,605 51,598 62,988
Utilization rate (2) (%) . . . 29.9%(3) 89.3% 96.3% 97.1% 95.3%
Average inpatient

spending per day
per bed
Treatment and general

healthcare services
(RMB) . . . . . . . . . . . 211 214 224 209 245

Pharmaceutical sales
(RMB) . . . . . . . . . . . 21 23 32 29 31

Total (RMB) . . . . . . . . 232 237 256 238 276
Outpatients

Number of outpatient
visits . . . . . . . . . . . . . . 942 4,635 7,064 3,329 4,311

Average outpatient
spending per visit
Treatment and general

healthcare services
(RMB) . . . . . . . . . . . 16 20 23 23 24

Pharmaceutical sales
(RMB) . . . . . . . . . . . 368 358 408 380 419

Total (RMB) . . . . . . . . 384 378 431 403 443

Notes:
(1) Represents the number of beds available at the beginning of each month of the period multiplied by the

number of days in such month and aggregated over the course of the period in terms of bed-days.
(2) Calculated as inpatient bed-days divided by effective service capacity, multiplied by 100%.
(3) We opened Cangnan Kangning Hospital in June 2012 and had not yet ramped up its operations by the

end of 2012, resulting in a relatively low utilization rate for such year.

Yongjia Kangning Hospital

We established Yongjia Kangning Hospital in December 2012 in Yongjia County,
Wenzhou. Yongjia Kangning Hospital currently occupies property and land leased from
independent third parties and has a GFA of approximately 3,637 sq.m. As of June 30, 2015,
Yongjia Kangning Hospital had 208 beds in operation and 57 full-time employees, including
26 medical staff.
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The table below sets forth, for the periods indicated, certain information on Yongjia
Kangning Hospital:

For the year ended December 31,
For the six months ended

June 30,

2012 2013 2014 2014 2015

Yongjia Kangning Hospital
Inpatients

Effective service
capacity(1). . . . . . . . . . . … 54,820 73,095 33,535 37,560

Total inpatient bed-days . … 45,895 71,098 32,551 36,324
Utilization rate (2) (%) . . . … 83.7% 97.3% 97.1% 96.7%
Average inpatient

spending per day
per bed
Treatment and general

healthcare services
(RMB) . . . . . . . . . . . … 199 209 211 260

Pharmaceutical sales
(RMB) . . . . . . . . . . . … 28 29 28 25

Total (RMB) . . . . . . . . … 227 238 239 285
Outpatients

Number of outpatient
visits . . . . . . . . . . . . . . … 2,084 3,874 1,933 2,265

Average outpatient
spending per visit
Treatment and general

healthcare services
(RMB) . . . . . . . . . . . … 14 11 11 14

Pharmaceutical sales
(RMB) . . . . . . . . . . . … 323 352 320 360

Total (RMB) . . . . . . . . … 337 363 331 374

Notes:
(1) Represents the number of beds available at the beginning of each month of the period multiplied by the

number of days in such month and aggregated over the course of the period in terms of bed-days.
(2) Calculated as inpatient bed-days divided by effective service capacity, multiplied by 100%.

Yueqing Kangning Hospital

We established Yueqing Kangning Hospital in September 2013 in Yueqing City,
Wenzhou. Yueqing Kangning Hospital currently occupies property and land leased from an
independent third party and has a GFA of approximately 9,500 sq.m., which can
accommodate further expansion of operational capacity. As of June 30, 2015, Yueqing
Kangning Hospital had 160 beds in operation and 70 full-time employees, including 36
medical staff.
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The table below sets forth, for the periods indicated, certain information on Yueqing
Kangning Hospital:

For the year ended December 31,
For the six months ended

June 30,

2012 2013 2014 2014 2015

Yueqing Kangning Hospital
Inpatients

Effective service
capacity(1). . . . . . . . . . . … 3,080 36,540 15,700 28,960

Total inpatient bed-days . … 833 26,753 8,143 27,191
Utilization rate (2) (%) . . . … 27.1%(3) 73.2% 51.9% 93.9%
Average inpatient

spending per day
per bed
Treatment and general

healthcare services
(RMB) . . . . . . . . . . . … 278 212 207 199

Pharmaceutical sales
(RMB) . . . . . . . . . . . … 35 28 29 26

Total (RMB) . . . . . . . . … 313 240 236 225
Outpatients

Number of outpatient
visits . . . . . . . . . . . . . . … 76 1,970 663 1,234

Average outpatient
spending per visit
Treatment and general

healthcare services
(RMB) . . . . . . . . . . . … 14 29 45 34

Pharmaceutical sales
(RMB) . . . . . . . . . . . … 111 285 179 347

Total (RMB) . . . . . . . . … 125 314 224 381

Notes:
(1) Represents the number of beds available at the beginning of each month of the period multiplied by the

number of days in such month and aggregated over the course of the period in terms of bed-days.
(2) Calculated as inpatient bed-days divided by effective service capacity, multiplied by 100%.
(3) We opened Yueqing Kangning Hospital in September 2013 and had not yet ramped up its operations by

the end of 2013, resulting in a relatively low utilization rate for such year.

Our Managed Healthcare Facilities

As of the Latest Practicable Date, we manage four healthcare facilities through
management agreements.
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Yanjiao Furen Hospital

We started to manage Yanjiao Furen Hospital, a not-for-profit hospital owned by
independent third parties, in April 2015. The hospital is located in Sanhe, Yanjiao Economic
Development Zone, Hebei Province near the Beijing border. Yanjiao Furen Hospital has a
GFA of approximately 7,619 sq.m., with 100 beds in operation, and both inpatient and
outpatient capability. As of June 30, 2015, Yanjiao Furen Hospital had 89 full-time employees,
including 46 medical staff. Two additional hospital structures are currently under
construction, which upon completion in the second half of 2015, are expected to increase
Yanjiao Furen Hospital•s GFA to approximately 15,132 sq.m. and total operational capacity



receipt of management service fees from a not-for-profit hospital does not violate any relevant
PRC laws and regulations. See •Regulatory Overview „ Regulatory Supervision of
Healthcare Sector in China „ Reform of Medical Institutions „ Several Policies and
Measures Regarding the Promotion of Accelerating the Development of the Medical
Institutions Run by Social Capital.Ž

During the term of the agreement, we shall bear all construction, renovation and
improvement costs of the hospital as needed to convert the relevant property into a psychiatric
specialty hospital. With respect to the assets and liabilities, we agreed that all assets acquired
and liabilities incurred before April 1, 2015 shall be fully owned and borne by the hospital
owners, while all assets acquired and liabilities incurred on or after April 1, 2015 shall be fully
owned and borne by us. Upon the expiration of the term of the agreement, we are entitled to
the movable fixtures on properties of the hospital while the hospital retains ownership of the
underlying property.

The parties agreed to customary termination rights, including upon mutual agreement or
material default. In addition, we are entitled to terminate the agreement if the hospital fails to
meet the minimum performance target for seven consecutive years or if the accumulated loss
of the hospital reaches RMB20 million. If any party terminates the agreement before the



January 2014, a one-time increase of RMB200,000 per year for an expansion of the ward (x)
72% of the patient examination fee, (y) the cost of certain operational fees of the ward,
including for utilities, supplies and consumables, employee and patient meals, emergency
service fees, professional medical liability insurance premiums, compensation for medical
incidents and other related logistics fees, and (z) the salary, bonus and other employee benefits



of the doctors, nurses and other medical staff of the ward. The management service fee for
Chengdu Renyi Ward is calculated on a quarterly basis. In addition, in the event that a
quarterly loss is generated, we are required to contribute the balance of the loss attributable to
us with the income from the ensuing quarter before receiving such income allocable to us for
the latter quarter.

The term of our management agreement with Chengdu Renyi Ward is from October 2014
to September 2024, and will automatically be renewed for one year unless either party
provides at least two months written notice prior to the applicable expiration date. Neither
party is entitled to early termination unless the other party breaches the agreement or if the
ward incurs a loss for six consecutive months. Early termination without cause requires the
terminating party to pay the other party an amount equal to such party•s costs incurred for
the ward plus three times the monthly average revenue of the ward for the past 12 months.

Beijing Yining Hospital

Beijing Yining Hospital commenced operations in August 2015. Located in Beijing•s
Haidian District, Beijing Yining Hospital is an upscale psychiatric specialty hospital featuring
exclusively premium services for higher-income patients. As of the Latest Practicable Date,
Beijing Yining Hospital has a GFA of approximately 4,197 sq.m., with 38 beds in operation
and 20 full-time medical staff.

We entered into a joint venture agreement in May 2015 with Beijing Jialikang Hospital
Management Consulting Co., Ltd., an independent third party that is engaged in the
healthcare investment and consulting businesses. Under the agreement, we hold a 49% equity
interest in the hospital and contribute RMB14.7 million to its registered share capital. We
have financed our portion of the investment in Beijing Yining Hospital primarily with cash
inflows from operations. We also paid on behalf of the hospital certain pre-operating costs of
RMB24.8 million prior to the commencement of its operations, including rental expenses,
leasehold improvement costs and other capital expenditure. After the hospital commenced
operations in August 2015, we expect that it will fully repay to us for such pre-operating costs
paid on behalf of the hospital. Such repayment will consist of (i) RMB20.0 million to be paid
from capital contributions upon the incorporation of the hospital entity and (ii) the remaining
amount to be paid within a period of approximately three years from the cash generated from
the hospital•s operations. As of the Latest Practicable Date, RMB12.9 million has been repaid
to us. As of June 30, 2015, RMB23.4 million in total expenditure had been incurred with
respect to the development of Beijing Yining Hospital. We have the right to appoint two
directors to the five-member board of the hospital. Both we and the joint venture partner are



In November 2015, we entered into a management agreement with our joint venture
partner and Beijing Yining Hospital under which we provide management services to the
hospital in return for management service fees. According to the agreement, we are responsible
for: (i) recommending doctors and other medical staff to be employed at the hospital; (ii)
providing training and operational guidance to medical staff; (iii) procuring that the hospital•s
practices and employees comply with applicable regulations; and (iv) appointing a
management-level hospital administrator to oversee day-to-day operations. The term of the
agreement expires in 2025. The agreement is subject to automatic renewal for one year upon
the expiration of the initial agreement period and any subsequent renewed period. Parties to
the agreement may decline to renew with two months written notice.

Our management service fee for Beijing Yining Hospital is calculated as follows: (i) we
receive a management service fee of RMB1.7 million for the remainder of the year 2015 and
RMB3.4 million for the year 2016, payable by our joint venture partner; (ii) for subsequent
periods of the agreement, our annual management service fee is calculated as (x) 20% of the
annual minimum performance target plus (y) 50% of the amount in excess of such target,
payable by the hospital. The annual minimum performance target represents net profit of the
hospital and begins at RMB2.0 million for the year 2016, increases to RMB4.0 million for the
year 2017, and subsequently increases by a predetermined amount between RMB0.4 million
and RMB0.7 million per year until the year 2025, for which the minimum performance target
is RMB8.4 million. If we fail to reach the minimum performance target for the year 2016, our
management service fee for such year will be reduced by 50%. For subsequent periods, if we
fail to reach the minimum performance target in any year, we do not receive any management
service fee for such year.

The parties agreed to customary termination rights. In addition, if the hospital fails to
meet minimum performance targets for each of the first three years of operation, or for three
out of any five consecutive years of operation, both the hospital and the third party have the
right to terminate the agreement.

Expansion of Our Healthcare Facility Network

We carefully research and review expansion opportunities and undertake comprehensive
vetting of potential targets. As of the Latest Practicable Date, we have three planned
healthcare facilities.

Expansion Strategies

We prudently research and review potential expansion opportunities and carefully
consider a number of factors in such assessment, including, among others, the local demand
for psychiatric healthcare, quality of facilities required, estimated breakeven and investment
payback period, potential market growth, policy initiatives and regulatory and licensing
issues. We also emphasize identifying opportunities that we believe fit our business expansion
models, which we have historically had success with. Historically, we have expanded our
network primarily through organic growth by establishing new hospitals, and have recently
started to utilize management agreements to manage third party hospitals in which we may
hold non-controlling equity interest or psychiatric departments and/or make equity
investments to establish jointly-owned psychiatric healthcare facilities. We expect to continue
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to leverage these models for a significant portion of our further expansion plans. Historically,
the investment payback period for our healthcare facilities has ranged from approximately one
to three years. Based on knowledge and experience gained from our past expansion efforts, we



Linhai Kangning Hospital

We plan to establish Linhai Kangning Hospital in Linhai City, Taizhou, Zhejiang
Province as a psychiatric specialty hospital. We incorporated Linhai Kangning, the subsidiary
operating the hospital, in February 2015 and held 80% of the equity interest as of the Latest
Practicable Date. In September 2013, we entered into an agreement to lease the land and
property for Linhai Kangning Hospital from an independent third party. We subsequently
began constructing leasehold improvements and applying for relevant permits and licenses to
ensure that such property will be fully suited to serve as a psychiatric specialty hospital that
meets our standards. We expect our portion of the total investment in Linhai Kangning
Hospital to be RMB20.0 million, which we have financed primarily with cash inflows from
operations. As of June 30, 2015, we had incurred RMB18.7 million for our investment and
expenses in Linhai Kangning Hospital. We expect to commence operations at Linhai
Kangning Hospital in December 2015 or early 2016, with initially 35 full-time medical staff
and 80 beds. We plan to ramp up its operations to 80 full-time medical staff and 200 beds by
2018.

Hangzhou Yining Hospital

We plan to establish Hangzhou Yining Hospital in Hangzhou•s Yuhang District as a
psychiatric specialty hospital. We expect to incorporate the subsidiary operating the hospital
in December 2015. In November 2014, we entered into an agreement to lease the land and
property for Hangzhou Yining Hospital from an independent third party. We plan to begin
constructing leasehold improvements in the second half of 2015 and to apply for the relevant
permits and licenses to ensure that such property will be fully suited to serve as a psychiatric
specialty hospital that meets our standards. We expect our total investment amount in
Hangzhou Yining Hospital to be RMB30.0 million, of which we expect to fund RMB20.5
million from the expected proceeds from the Global Offering and the remaining portion from
cash inflows from operations. As of June 30, 2015, we had incurred RMB0.5 million for our
investment and expenses in Hangzhou Yining Hospital. We expect to commence operations at
Hangzhou Yining Hospital in 2016, with initially 45 full-time medical staff and 100 beds. We
plan to ramp up its operations to 80 full-time medical staff and 220 beds by 2018.

Shenzhen Yining Hospital

We plan to establish Shenzhen Yining Hospital in Shenzhen as a psychiatric specialty
hospital. We incorporated Shenzhen Yining, the subsidiary operating the hospital, in 2014 and
held 52% of the equity interest as of the Latest Practicable Date. We are in the site selection
process and plan to begin constructing leasehold improvements and applying for relevant
permits and licenses after we enter into a leasing agreement. We expect our portion of the
total investment in Shenzhen Yining Hospital to be RMB50.0 million, of which we expect to
fund RMB38.0 million from the expected proceeds from the Global Offering and the



Our Services and Treatment Departments

We advocate compassionate, patient-centric values in our business practices, which we
incorporate into our day-to-day operations. We carefully study advanced overseas psychiatric
healthcare systems for guidance and inspiration as to the best practices in our field. In
particular, we have studied and implemented certain practices of top psychiatric healthcare
facilities in Taiwan, which we believe is a well-developed psychiatric healthcare market, that
reflect the patient-first approach that we strive to promote. For example, we have designed our
psychiatric healthcare facilities with carefully designed interiors in order to convey to patients
and their families the feeling of entering and living in a friendly environment. To that end, we
ensure that hospital rooms and facilities offer ample space, quality furniture and extensive
access to natural light and leisure activities. We also maintain restaurants, communal areas
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