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ANNUAL RESULTS ANNOUNCEMENT FOR
THE YEAR ENDED DECEMBER 31, 2016

1 INTRODUCTION

1.1 The board of directors (the “Board’) of Wenzhou Kangning Hospital Co., Ltd. (the “Company”)
is pleased to announce the consolidated annual results of the Company and its subsidiaries
(collectively, the “Group”, “we” or “our”) for the financial year ended December 31, 2016 (the
“Reporting Period”) with comparative figures for the preceding financial year ended December
31, 2015.

1.2 The financial statements of the Group for the Reporting Period (the “Financial Statements™) are
prepared in accordance with the International Financial Reporting Standards (the “IFRSs”).



2.1

FINANCIAL HIGHLIGHTS

Principal Financial Data and Indicators

2016
RMB’000
Revenue 415,408
Profit before income tax 92,139
Income tax expense (26,588)
Total comprehensive income 65,551
Attributable to:
Equity holders of the Company 68,832
Non-controlling interests (3,281)
2016
RMB’000
Total assets 1,603,382
Total liability 562,012
Total equity 1,041,370
Equity attributable to:
Owners of the Company 1,008,383
Non-controlling interests 32,987

For the year ended December 31,

2015

2014

2013

RMB’000 RMB’000 RMB’ 000

343,674 296,296 226,363
70,170 68,567 47,576
(18,548) (17,369) (11,383)
51,622 51,198 36,193
55,709 51,198 36,193
(4,087) — —
As of December 31,
2015 2014 2013
RMB’000 RMB’000 RMB 000
1,224,434 372,339 305,679
262,205 111,249 96,818
962,229 261,090 208,861
959,716 261,090 208,861
2,513 e —

2012
RMB 000

170,813
17,964
(4,733)
13,231

13,231

2012
RMB’000

226,667
202,601
24,066

24,066



3.1

BUSINESS REVIEW AND OUTLOOK
Business Review

The year 2016 was the first full year after the Group’s listing. It was also our “Year of Strategic
Layouts” during which we have implemented a number of medium- and long-term development
strategies, laying the foundation for the Group’s long-term development. Specific progress has

been made as follows:

In 2016, the Group’s own hospital business continued to develop. Linhai Kangning Hospital
Co., Ltd. (“Linhai Kangning Hospital”) and Wenzhou Yining Geriatric Hospital Co., Ltd.
(“Wenzhou Yining Geriatric Hospital”) commenced operation in the first half of 2016 and
achieved rapid enhancement in bed utilization rates. Qingtian Kangning Hospital Co., Ltd. and
Yueqing Kangning Hospital Co., Ltd. recorded relatively fast growth in service volume, while
Wenzhou Kangning Hospital, Cangnan Kangning Hospital Co., Ltd. and Yongjia Kangning
Hospital Co., Ltd. slowed down in bed growth due to limited space for bed expansion, and
Quzhou Yining Hospital Co., Ltd. has also obtained medical practice license at the end of the
year 2016 and began operation of 67 beds in phase I. As of December 31, 2016, the number
of Group’s owned hospitals increased to 8 (December 31, 2015: 5) and number of beds under
operation increased to 2,577 (December 31, 2015: 2,010), representing an increase of 28.2% as

compared with 2015.

In 2016, the Group’s business of managing healthcare facilities achieved mixed performance. On
the one hand, the Group secured new entrustment management of Pujiang Huangfeng Psychiatric
Specialty Hospital (“Pujiang Hospital”’) and Chun’an Huangfeng Kang’en Hospital (“Chun’an
Hospital”) through agreement, and entered into the framework agreement with the People
Government of Yiwu in relation to the provision of entrustment management services to Yiwu
Psychiatric Health Center, while the psychiatric specialty care business in Yanjiao Furen Hospital
of Tranditional Chinese and Western Medicine (“Yanjiao Furen Hospital”) and Pingyang
Changgeng Hospital Co., Ltd. which previously under our management, also achieved stable
development. On the other hand, the bed utilization rate of Beijing Yining Hospital Co., Ltd.
(“Beijing Yining Hospital”) under management of the Group was still relatively low, while the
psychiatric specialty business of Chengdu Renyi Hospital Co., Ltd. (“Chengdu Renyi Hospital”)
was not developed due to the change in equity of the cooperative hospital. As of December 31,
2016, the healthcare facilities managed by the Group increased to 6 (December 31, 2015: 4) and
the number of beds under management increased to 790 (December 31, 2015: 370), representing
an increase of 113.5% as compared with 2015.

While steadily developing existing owned hospitals, the Group is also accelerating network
layout through self-construction, investment as a minority shareholder and other methods. As
of the date of this results announcement, Pingyang Kangning Hospital Co., Ltd. (“Pingyang
Kangning Hospital”) has obtained the medical practice license; while Shenzhen Yining Hospital
Co., Ltd. is applying for the medical practice license; and Hangzhou Yining Hospital Co., Ltd.,
Sihui Kangning Hospital Co., Ltd. and Langfang Yining Hospital Management Co., Ltd. have
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3.2

obtained the license for setting up healthcare facilities and is under renovation. Furthermore, as
a minority shareholder, the Group has also invested in Chongqing Hechuan Kangning Hospital
Co., Ltd. (a psychiatric specialty hospital located in Hechuan District, Chongqing) and Shandong
Yining Hospital Co., Ltd. and Hanzghou Honglan Information Technology Co., Ltd. (“Hanzghou
Honglan Information™) (an operator of online psychological health consultation platform).

The Group continued to increase investment in scientific research and talent forging. In 2016,
the Group founded the Psychiatry School of Wenzhou Medical University jointly with Wenzhou
Medical University and recruited 90 undergraduates and 6 graduate students, laying the talent
foundation for the Group’s long-term development. Meanwhile, we have engaged Dr. Daolong
Zhang, the famous psychiatrist in the United States, as the chief medical officer of the Group,
to provide all the Group’s doctors with standardized trainings in biological, psychological and
sociological models according to American standards, so as to enhance the healthcare services
quality of the Group. Kangning Mental Health Institute has established the Zebrafish Simulation
Animal Room Laboratory with international standard, and published 68 articles of various types

throughout the year, representing greater enhancement as compared with 2015.
Business Highlights

On December 7, 2016, the Group entered into a framework agreement with the People’s
Government of Yiwu in relation to the Company’s proposed provision of entrustment
management services to Yiwu Psychiatric Health Center through Yiwu Kangning Hospital
Management Company Limited, a subsidiary of the Company, and charge the Yiwu Psychiatric
Health Center brand fees and management service fees in return. For details, please refer to the
announcement of the Group dated December 7, 2016. Yiwu Kangning Hospital Management
Company Limited was incorporated on January 22, 2017.

To further enhance the Group’s brand influence in China so as to secure more business
opportunities, the Board of the Company has proposed to apply for A share offering. On
December 23, 2016, the application materials in respect of the Company’s proposed A share
offering was accepted by the China Securities Regulatory Commission (“CSRC”). On December
27, 2016, a copy of the A share prospectus of the Company has been made available on the
CSRC’s website for preliminary publication. For details, please refer to the announcements of the

Company dated December 23, 2016 and December 27, 2016, respectively.



3.3 Business Outlook

The Group’s financial position and operating results are mainly subject to the following risks:

(i) Risk relating to high reimbursement amount from public medical insurance. From 2014 to
2016, reimbursement amount from public medical insurance accounted for 50.0%, 56.6%
and 52.6% of the total cash received from sales of goods and rendering of service for the
respective years, respectively. If the Group’s medical institutions are unable to maintain the
qualification of designated medical insurance institutions in the future, or there are adverse
changes on the national public medical insurance policy in respect of treatment of mental

illness, the Group’s operating results will be affected adversely.

(i) Risk relating to loss of professional medical talents. Under the laws and regulations of the
PRC, it requires medical institutions shall maintain a certain number of medical staff. With
the increase in the number of medical institutions of the Group, if we are unable to recruit or
maintain adequate medical staff, we will face difficulty to provide patients with the desirable

medical services, which in return will adversely affect our operating results.

(ii1) Risk relating to failure to renew qualifications and licenses required for our operations.
Medical institutions are required to obtain the Medical Practice License before carrying
out their businesses, which usually have valid period and requires regular inspection by
the regulatory authorities. If the medical institutions of the Group are unable to renew their
licenses in the future due to poor management or non-compliance, our operating results will

be affected adversely.

Looking into the future, the Group will leverage on the favorable environment in China during
the year 2017 which encourage the social capital to establish medical facilities to implement and
improve a number of medium- and long-term strategic layouts, accelerate the network layout of
healthcare facilities while using distance education system to strengthen the training of talents
to enhance the quality of the Group’s healthcare services. Meanwhile, our Group will respond to
policies that call for seeking opportunities to cooperate with public hospitals, including but not
limited to involving in the management of public hospitals in various forms to confront with the
uncertainties brought to the Group by control of medical insurance fees, so as to maintain the
steady and rapid development of the Group.



4.1

MANAGEMENT DISCUSSION AND ANALYSIS
Financial Review

The Group achieved revenue of RMB415.4 million for 2016, representing an increase of 20.9%
as compared with 2015. The revenue from operating the Group’s owned hospitals and the
management service fees from managing healthcare facilities both increased. Because of lower
utilization rate of new facilities, the gross profit margin of our owned hospitals decreased to
33.1%, and the gross profit margin of healthcare facilities management business was 49.6%. As
such, the overall gross profit margin of the Group for 2016 decreased to 34.2% (2015: 37.9%).
For the year 2016, net profit attributable to shareholders of the Company amounted to RMB68.8
million, representing an increase of 23.6% as compared with 2015.

4.1.1Revenue and cost of revenue

The Group generates revenue mainly through the following three ways: (i) revenue from
operating its owned hospitals, (ii) management service fees from managing healthcare
facilities, and (iii) other revenue.

The table below sets forth a breakdown of total revenue for the periods indicated:

For the year ended
December 31,
2016 2015
(RMB’000) (RMB’000)

Revenue from operating the owned hospitals 391,505 327,843
Management service fee income 18,943 13,561
Other revenue 4,961 2,270
Total revenue 415,409 343,674

Note: In the 2015 Annual Results Announcement, the revenue of the judicial forensic services was
categorized into the revenue of the ancillary hospital services of operating the Group’s owned
hospitals, which is categorized into other revenue of the Group from 2016.



During the Reporting Period, total revenue of the Group amounted to RMB415.4 million,
representing a year-on-year increase of 20.9%, primarily due to (i) the increase of revenue
from operating the owned hospitals by 19.4%, (ii) the increase of management service fee
income by 39.7% and (iii) the increase of revenue from other business by RMB2.7 million.
Revenue from operating the owned hospitals accounted for 94.2% of total revenue (2015:
95.4%) and management service fee income accounted for 4.6% of total revenue (2015:
3.9%).

Revenue and cost of revenue from operating the owned hospitals

Revenue from operating the owned hospitals consists of fees charged for the outpatient visits
and the inpatient services at the Group’s various hospitals, including treatment and general
healthcare services and pharmaceutical sales. The table below sets forth a breakdown of our

revenue, cost of revenue and gross profit for the owned hospitals for the periods indicated:

For the year ended
December 31,
2016 2015
(RMB’000) (RMB’000)

Treatment and general healthcare services

Revenue 285,599 240,103
Cost of revenue 174,853 133,627
Gross profit 110,746 106,476

Pharmaceutical sales

Revenue 105,906 87,740

Cost of revenue 86,970 71,023

Gross profit 18,936 16,717
Owned hospitals

Revenue 391,505 327,843

Cost of revenue 261,823 204,650

Gross profit 129,682 123,193

During the Reporting Period, revenue from the Group’s owned hospitals amounted to

RMB391.5 million, representing an increase of 19.4% as compared with 2015.



The table below sets forth a breakdown of revenue of the Group’s owned hospital by

inpatients and outpatients for the periods indicated, with relevant operating data:

For the year ended
December 31,
2016 2015

Inpatients
Inpatient bed as at period end 2,577 2,010
Effective inpatient service bed-day capacity 943,182 733,650
Utilization rate (%) 86.5% 93.9%
Number of inpatient bed-days 815,883 689,244
Treatment and general healthcare services

revenue attributable to inpatients (RMB 000) 268,555 225,244
Average inpatient spending per bed-day on treatment

and general healthcare services (RMB) 329 327
Pharmaceutical sales revenue attributable to

inpatients (RMB '000) 48,262 39,764
Average inpatient spending per bed-day on

pharmaceutical sales (RMB) 59 58
Total inpatient revenue (RMB’000) 316,816 265,008
Total average inpatient spending per bed-day (RMB) 388 384
Outpatients
Number of outpatient visits 145,696 129,355
Treatment and general healthcare services

revenue attributable to outpatients (RMB 000) 17,044 14,859
Average outpatient spending per visit on treatment

and general healthcare services (RMB) 117 115
Pharmaceutical sales revenue attributable to

outpatients (RMB'000) 57,644 47,976
Average outpatient spending per visit on

pharmaceutical sales (RMB) 396 371
Total outpatient revenue (RMB’000) 74,688 62,835
Total average outpatient spending per visit (RMB) 513 486
Total treatment and general healthcare services

revenue (RMB’000) 285,599 240,103
Total pharmaceutical sales revenue (RMB’000) 105,906 87,740



During the Reporting Period, inpatient revenue amounted to RMB316.8 million,
representing an increase of 19.5% as compared with 2015, primarily due to (i) the increase
of inpatient days by 18.4% and (ii) the increase of average inpatient spending per bed-day
by 1.0%. Inpatient revenue accounted for 80.9% of our revenue from operating our owned
hospitals (2015: 80.8%).

During the Reporting Period, outpatient revenue amounted to RMB74.7 million,
representing an increase of 18.9% as compared with 2015, primarily due to (i) the increase
of outpatient visits by 12.6% and (ii) the increase of average outpatient spending per visit
by 5.5%. Outpatient revenue accounted for 19.1% of our revenue from operating our owned
hospitals (2015: 19.2%).

During the Reporting Period, due to the increase of both inpatient and outpatient business,
revenue from treatment and general healthcare services increased by 18.9% as compared
with 2015, accounting for 72.9% of our revenue from operating our owned hospitals (2015:
73.2%); and revenue from pharmaceutical sales increased by 20.7% as compared with that
of 2015, accounting for 27.1% of our revenue from operating our owned hospitals (2015:
26.8%).

Cost of revenue of the Group’s owned hospitals primarily consisted of pharmaceuticals and
consumables used, employee benefits and expenses, leasing expenses, depreciation and
amortization, canteen expenses, testing fees and outsourcing fee. The table below sets forth

a breakdown of cost of revenue for operating the Group’s owned hospitals for the periods

indicated:
For the year ended
December 31,
2016 2015
(RMB’000) (RMB’000)

Pharmaceuticals and consumables used 103,972 85,496
Employee benefits and expenses 87,060 73,317
Leasing expenses 12,830 8,006
Depreciation and amortization 17,697 12,068
Canteen expenses 14,018 11,280
Testing fees 6,062 3,388
Outsourcing fee 5,900 U
Others 14,284 11,095
Cost of revenue 261,823 204,650



During the Reporting Period, the cost of revenue of the Group’s owned hospitals increased
to RMB261.8 million, representing an increase of 27.9% as compared with that of the
same period of 2015, which was higher than the increase of revenue. It was mainly due to:
(i) the increase of 21.6% in pharmaceutical expenses relating to increase in revenue from
pharmaceutical sales; (ii) the increase of 26.8% in employee benefits and expenses and
outsourcing fee arising from the increase in beds in operation of our owned hospitals; (iii)
newly added leasing expenses and depreciation and amortization of RMB4.3 million of
Linhai Kangning Hospital and Wenzhou Yining Geriatric Hospital which were newly put

into operation in 2016.

From the cost structure perspective, pharmaceutical and consumables used is still the main
part of cost of revenue of the owned hospitals, accounting for 39.7% (2015: 41.8%). The
second part is employee benefits and expenses and outsourcing fee, which accounted for
35.5% of cost of revenue of the owned hospitals (2015: 35.8%). Leasing expenses, together
with depreciation and amortization, accounted for 11.7% of cost of revenue of owned
hospitals (2015: 9.8%).

Management service fee income

The Group’s management service fee income is primarily derived from rendering
management services to other healthcare facilities. The table below sets forth the breakdown

of our management service fee income, cost of revenue and gross profit for the periods

indicated:
For the year ended
December 31,
2016 2015
(RMB’000) (RMB’000)

Revenue 18,943 13,561
Cost of revenue 9,554 7,006
Gross profit 9,389 6,555

In 2016, management service fee income of the Group amounted to RMB18.9 million,
representing an increase of 39.7% as compared with that of 2015 and accounting for 4.6%
of the total revenue of the Group in 2016 (2015: 3.9%), due to the contribution of the
management service fee in relation to the newly-entrusted Pujiang Hospital and Chun’an
Hospital starting from April 1, 2016.

Cost of the Group for rendering management services primarily include benefits and
expenses for management staff assigned and amortization of operation rights acquired for

obtaining management rights.
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During the Reporting Period, cost of revenue of management services of the Group increased
to RMB9.6 million, representing an increase of 36.4% as compared with that of 2015, which
is lower than the increase of revenue, mainly because in April 2016, the Group has acquired
the operation rights of Pujiang Hospital and Chun’an Hospital for 30 years, where both
hospitals achieved higher efficiency under the Group’s management. Accordingly, gross

profit margin of the management service business increased to 49.6% (2015: 48.3%).
Other Revenue

Other revenue of the Group includes judicial forensic service income, property leasing
income and others. In 2016, revenue from other businesses increased to RMB5.0 million,
representing an increase of RMB2.7 million as compared to that of 2015, mainly because
the Group had acquired Wenzhou Guoda Investment Co., Ltd. (“Wenzhou Guoda
Investment”) in August 2016. Part of the properties held by Wenzhou Guoda Investment
were leased out and rental income of RMB2.0 million was obtained during the period from
August to December of 2016.

4.1.2 Gross Profit and Gross Profit Margin

he
. e
During the Reporting Period, total gross profit of the Group amoTI®)TjR277 0 TdR)/jH24B O TR T T7
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4.1.4 Selling Expenses

During the Reporting Period, the selling expenses of the Group amounted to RMB3.1
million (2015: RMB2.0 million), representing an increase of 59.6% as compared with that
of 2015 and accounting for 0.8% of the total revenue of 2016 (2015: 0.6%), mainly due to
the sales commission paid for the sales of Phase II of Business Center of Wenzhou Higher
Education Mega Center by Wenzhou Guoda Investment.

4.1.5 Administrative Expenses

During the Reporting Period, administrative expenses of the Group primarily consist of
benefits and expenses for the management and administrative staff, leasing expenses of
the hospitals prOnd@p0 Td)TiB.459 0 Tdéh)T;jiE
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4.1.6 Finance Income - Net

Our finance income includes interest income from bank deposits and the gains on foreign
exchange, and the finance expenses include the interest expenses on bank loans and the
financial expense in relation to long-term payables. The table below sets forth a breakdown

of our financial income and expense for the periods indicated:

For the year ended
December 31,
2016 2015
(RMB’000) (RMB’000)

Interest income 929 1,140
Exchange gain 25,139 10,485
Finance income 26,068 11,625
Finance expenses (5,745) (4,002)
Finance income — net 20,323 7,623

During the Reporting Period, the net finance income of the Group increased to RMB20.3
million, primarily attributable to the increase in the exchange gains of RMB14.7 million
arising from the higher exchange rate of HKD against RMB due to the fact that the proceeds
from the initial public offering were deposited in Hong Kong dollars. Finance expenses
mainly comprised the finance expenses of RMBS5.7 million measured at the effective interest
rate from the long-term payables in relation to the entrusted management of Yanjiao Furen
Hospital, representing an increase of 43.6% as compared with the same period of 2015,
primarily because we started to undertake the entrustment of Yanjiao Furen Hospital in
April 2015 and the same period of 2015 only includes nine months of interest calculation
accordingly.

4.1.7 Share of Loss of Investments Accounted for Using the Equity Method

During the Reporting Period, share of losses of investment accounted for using the equity
method amounted to RMB6.2 million (2015: RMB6.3 million), mainly representing our
49% equity interests losses in Beijing Yining Hospital and 35% equity interests losses
in Hangzhou Honglan Information. Beijing Yining Hospital commenced operation in
September 2015 and recorded losses after tax of RMB9.2 million in 2016.

4.1.8 Income Tax Expense

During the Reporting Period, income tax expense increased to RMB26.6 million,
representing an increase of 43.3% as compared with 2015. In 2016 and 2015, our actual
tax rates were 28.9% and 26.4%, respectively. The increase in actual tax rates for 2016 was

mainly due to the increase in tax losses for which no deferred tax assets were recognised.
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4.1.9 Total Comprehensive Income

In 2016, total comprehensive income attributable to owners of the Company amounted to
RMB68.8 million, representing an increase of 23.6% as compared with 2015, primarily due

to the following reasons:

(1) exchange gain of RMB14.7 million generated by the appreciation of HKD;

(ii) adecrease of RMBS5.2 million in listing fee; and

(iii) offset the decrease in gross profit margin due to the commencement of operation of the
new facilities.

4.2 Financial Position
4.2.1 Inventory

As of December 31, 2016, inventory balances amounted to RMB9.3 million (as of December
31, 2015: RMB7.5 million), mainly due to the increase of the medicine inventory resulting

from the development of our medical business.
4.2.2 Properties Under Development

As of December 31, 2016, the balance of the properties under development was RMB153.5
million (as of December 31, 2015: Nil), primarily representing the properties under
development held by Wenzhou Guoda Investment as of December 31, 2016, a company
acquired by the Group during the year. The table below sets forth the details of properties
under development held by us during the Reporting Period:

Properties under development Phase II Works of Business Center of Wenzhou Higher
Education Mega Center

Address Southeast corner of Wenzhou Higher Education Mega
Center, Chashan Street, Wenzhou City, Zhejiang
Province, the PRC

Lot number Guo Yong (2012) No. 3-289403
Interests of the Group 75%
Land area (Approx.) (Sq. m.) 6,602.26

Total floor area (Approx.) (m.)  30,557.34

Usage Commercial, office, hotel
Stage Application for completion acceptance
Expected completion date June 30, 2017
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4.2.3 Trade Receivables

As of December 31, 2016, the balance of trade receivables increased to RMB142.9 million
(as of December 31, 2015: RMB123.1 million), primarily due to the increase in our revenue
over the same period in line with the business growth of our healthcare institutions. In 2016,

the trade receivables turnover days are 117 days (2015: 116 days).

4.2.4 Other Receivables, Deposits and Prepayments

As of December 31, 2016, other receivables, deposits and prepayments increased to
RMB109.2 million (as of December 31, 2015: RMB91.0 million), primarily due to the
deposit of RMBS5.0 million paid for the judicial auction for the property of Cangnan
Kangning Hospital relocation project.
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4.2.5 Investment Properties

As of December 31, 2016, the balance of investment properties increased by RMB72.2
million, mainly due to part of the properties held by Wenzhou Guoda Investment which we
have acquired were leased out. The following table sets out the details of our investment

properties during the Reporting Period:

Investment property Phase I Works of Business Center of Wenzhou Higher
Education Mega Center (3F & 4F)

Address Southea
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4.3

4.2.8 Advanced proceeds received from the customers

As of December 31, 2016, advanced proceeds received from the customers increased to
RMBG67.4 million (as of December 31, 2015: Nil), mainly due to a number of properties
of Wenzhou Guoda Investment, Phase II of business center of Wenzhou Higher Education
Mega Center, have been sold, and the receipts in advance from the customers is RMB67.4
million. Because the properties have not been delivered, the receipts in advance have not
been settled yet.

4.2.9 Accruals and Other Payables

As of December 31, 2016, accruals and other payables increased to RMB172.9 million (as
of December 31, 2015: RMB166.4 million).

Liquidity and Capital Resources

The table below sets forth the information as extracted from the consolidated cash flow

statements of the Group for the periods indicated:

For the year ended
December 31,
2016 2015
(RMB’000) (RMB’000)

Net cash generated from/(used in) operating activities 49,867 (5,063)
Net cash (used in) investing activities (92,788) (382,367)
Net cash generated from financing activities 69,080 708,785
Net increase in cash and cash equivalents 26,159 321,355

4.3.1 Net Cash from Operating Activities

In 2016, net cash from operating activities amounted to RMB49.9 million. We had net
cash of RMB106.7 million generated from operating activities before changes in working
capital, primarily consisting of profit before tax of RMB92.1 million and adjustments for
depreciation of property, plant and equipment of RMB24.8 million. Changes in working
capital resulted in cash outflow of RMB40.2 million. We had cash outflow of RMB16.7
million attributable to our income tax paid.

4.3.2 Net Cash Used in Investing Activities

In 2016, net cash used in investing activities amounted to RMB92.8 million, primarily due to
purchase of property, plant and equipment of RMB175.7 million, consisting of (i) amounts
paid and prepaid to renovate and upgrade Wenzhou Kangning Hospital; (ii) amounts paid
to renovate Wenzhou Yining Geriatric Hospital; (iii) amounts for purchasing properties by
Pingyang Kangning Hospital; and (iv) RMBS50.0 million for contribution to the investment
fund.
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4.3.3 Net Cash from Financing Activities

In 2016, net cash generated from financing activities amounted to RMB69.1 million,
primarily due to a loan of RMB160.0 million from a bank, which offset repayment of the
loan of RMB67.5 million from a bank and cash dividend of RMB18.3 million.

4.3.4 Significant Investment, Acquisition and Disposal

On February 22, 2016, the Company entered into a strategic cooperation agreement to
contribute RMB50.0 million to an investment fund, which shall invest in healthcare and
other modern services industries. In principle, the investment in the hospital and healthcare
service industry shall be no less than 80% of its total amount available for investment of the
investment fund. Please refer to the announcement of the Company dated February 23, 2016
for details. As of December 31, 2016, the investment fund had completed several investment

projects.

On June 2, 2016, the Company entered into an agreement with Wenzhou Medical University
Asset Management Company Limited (the “Vendor”) and Wenzhou Medical University in
relation to (i) the acquisition of 51% of the equity interests in Wenzhou Guoda Investment
by the Company from the Vendor and (ii) the acquisition by the Company of Wenzhou
Medical University’s creditor’s rights in relation to certain sums owed to it by Wenzhou
Guoda Investment. The Company shall pay the equity consideration of approximately
RMB17.5 million and pay the consideration for the acquisition of creditor’s rights of
approximately RMB20.1 million. Please refer to the announcement of the Company dated
June 2, 2016 for details.

Save as disclosed above, the Group had no other significant investment, acquisition or
disposal in 2016. The Group had no plan of significant investment or purchase of assets in

the next one year.
4.3.5 Capital Expenditure

Capital expenditure of the Group primarily consisted of expenditures on: (i) property, plant

and equipment, comprising buildings and construction, leasehold improvements, medical 2016.
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4.3.6 Use of Proceeds from Initial Public Offering

The Board closely monitored the use of proceeds from the initial public offering with
reference to those as disclosed in the prospectus of the Company dated November 10, 2015
(the “Prospectus”) and confirmed that there was no material change in the proposed use as
previously disclosed in the Prospectus. As of December 31, 2016, the Group applied the net
proceeds in the followings:

0 RMB254.3 million for expanding and ramping up our healthcare institutions network
and operating capacity;

0 RMB36.8 million for renovation and upgrades for Wenzhou Kangning Hospital;
0 RMBI17.5 million for research, teaching and personnel training purposes;

0 RMBS5.0 million to develop online platform for medical consultation and upgrade IT

infrastructure; and
0 RMBS.6 million for working capital and other general corporate purposes.
4.4 Indebtedness
4.4.1 Bank Borrowings

As of December 31, 2016, the balance of bank borrowings of the Group amounted to
RMB216.7 million (as of December 31, 2015: RMB50.0 million), primarily attributable to
the additional borrowings of RMB130.0 million designated for construction purposes and
borrowings of RMB56.7 million for development of Phase II properties by Wenzhou Guoda
Investment in 2016. Bank borrowings due within one year amounted to RMB66.7 million,
whilst bank borrowings due over one year amounted to RMB150.0 million, of which
borrowings made at fixed interests rates amounted to RMB180.0 million (as of December
31, 2015: RMB50.0 million).

4.4.2 Contingent Liabilities

As of December 31, 2016, the Group had no contingent liabilities or guarantees that would

have a material impact on the financial position or operation of the Group.
4.4.3 Asset Pledge

Wenzhou Guoda Investment, a subsidiary of our Group, had pledged its properties under
development, Phase II of Business Center of Wenzhou Higher Education Mega Center, in
favor of the Wenzhou Branch of China Minsheng Bank for bank loan and as of December
31, 2016, the balance of the borrowing amounted to RMB20 million. Wenzhou Guoda
Investment had pledged its properties, Phase I of Business Center of Wenzhou Higher
Education Mega Center, in favour of China Zheshang Bank for bank loan and as of
December 31, 2016, the balance of the borrowing amounted to RMB36.7 million.
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Contractual Obligations

The contractual obligation of the Group primarily consists of operating lease arrangements.
As of December 31, 2016, the future aggregate minimum lease payments under non-

cancellable lease agreements were RMB189.4 million.

4.4.5 Financial Instruments

Financial instruments of the Group consist of trade receivables, available-for-sale financial
assets, amounts due from related parties, other receivables, term deposits, cash and cash
equivalents, bank borrowings, trade and other payables. The Company’s management
manages and monitors these exposures to ensure effective measures are implemented on a

timely manner.

4.4.6 Exposure to Fluctuation in Exchange Rates

44.7

The Group deposits certain of its financial assets in foreign currencies, which mainly involve
risks of fluctuations in the exchange rate of HKD against RMB. The Group is exposed to
foreign exchange risks accordingly.

The Group has not used any derivative financial instruments to hedge against its exposure
to currency risks. The management manages the currency risks by closely monitoring the
movement of the foreign currency rates, and will consider hedging against significant

foreign currency exposures should such need arise.
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5.1

5.2

SIGNIFICANT EVENTS
Application for A Shares public offering and Listing was accepted by CSRC

On December 23, 2016, the application materials in respect of the Company’s proposed A share
offering was accepted by CSRC. On December 27, 2016, a copy of the A share prospectus of
the Company has been made available on the CSRC’s website for preliminary publication.
For details, please refer to the announcements of the Company dated December 23, 2016 and

December 27, 2016 respectively.
Dividend

The final dividend distribution plan for the year ended December 31, 2016 (the “Proposed Final
Dividend”) was approved at the fifteenth meeting of the First Session of the Board. Subject to
the approval of the Proposed Final Dividend by the Shareholders at the annual general meeting
of the Company for the year 2016 (the “AGM”) to be held on June 14, 2017, the Proposed Final
Dividend will be distributed on or about July 14, 2017 to the Shareholders whose names appear
on the register of members of the Company on June 25, 2017(the “Record Date”).

The register of members of the Company will be closed from May 15, 2017 to June 14, 2017,
both days inclusive, during which period no transfer of the Shares will be effected. In order
to determine the identity of the Shareholders who are entitled to attend and vote at the AGM,
all share transfer documents accompanied by the relevant share certificates must be lodged
with the Company’s H Share Registrar, Computershare Hong Kong Investor Services Limited.
(“Computershare”) at Shops 1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East,
Wanchai, Hong Kong not later than 4:30 p.m. on May 12, 2017.

The amount of final dividend distribution shall be calculated based on the total number of shares
of the Company (the “Shares”) in issue as of December 31, 2016 and the final cash dividend
distribution shall be based on RMBO0.25 per Share (inclusive of applicable tax). In order to
qualify for the Proposed Final Dividend, the holders of H Shares must lodge all share certificates
accompanied by the transfer documents with Computershare (address: Shops 1712-1716, 17/F,
Hopewell Centre, 183 Queen’s Road East, Wan Chai, Hong Kong) before 4:30 p.m. on June 19,
2017. For the purpose of ascertaining Shareholders who qualify for the Proposed Final Dividend,
the register of members for H Shares will be closed from June 20, 2017 to June 25, 2017 (both
days inclusive).

The Proposed Final Dividend will be denominated and declared in RMB. The holders of domestic
Shares will be paid in RMB and the holders of H Shares will be paid in Hong Kong dollars. The
exchange rate for the Proposed Final Dividend to be paid in Hong Kong dollars will be the mean
of the exchange rates of Hong Kong dollars to RMB as announced by the People’s Bank of China
during the five business days prior to the date of declaration of the Proposed Final Dividend.
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5.3

In accordance with the Enterprise Income Tax Law of the People’s Republic of China and its
implementation regulations which came into effect on January 1, 2008, the Company is required
to withhold and pay enterprise income tax at the rate of 10% on behalf of the non-resident
enterprise Shareholders whose names appear on the register of members for H Shares when
distributing the cash dividends. Any H Shares not registered under the name of an individual
Shareholder, including HKSCC Nominees Limited, other nominees, agents or trustees, or other
organizations or groups, shall be deemed as Shares held by non-resident enterprise Shareholders.
Therefore, on this basis, enterprise income tax shall be withheld from dividends payable to such
Shareholders. If holders of H Shares intend to change its Shareholder status, please enquire about
the relevant procedures with your agents or trustees. The Company will strictly comply with the
law or the requirements of the relevant government authority and withhold and pay enterprise
income tax on behalf of the relevant Shareholders based on the register of members for H Shares
as of the Record Date.

If the individual holders of H Shares are Hong Kong or Macau residents or residents of the
countries which had an agreed tax rate of 10% for the cash dividends to them with the PRC under
the relevant tax agreement, the Company should withhold and pay individual income tax on
behalf of the relevant Shareholders at a rate of 10%. Should the individual holders of H Shares
be residents of the countries which had an agreed tax rate of less than 10% with the PRC under
the relevant tax agreement, the Company shall withhold and pay individual income tax on behalf
of the relevant Shareholders at a rate of 10%. In that case, if the relevant individual holders of
H Shares wish to reclaim the extra amount withheld due to the application of 10% tax rate, the
Company can apply for the relevant agreed preferential tax treatment provided that the relevant
Shareholders submit the evidence required by the notice of the tax agreement to Computershare.
The Company will assist with the tax refund after the approval of the competent tax authority.
Should the individual holders of H Shares be residents of the countries which had an agreed tax
rate of over 10% but less than 20% with the PRC under the tax agreement, the Company shall
withhold and pay the individual income tax at the agreed actual rate in accordance with the
relevant tax agreement. In the case that the individual holders of H Shares are residents of the
countries which had an agreed tax rate of 20% with PRC, or which has not entered into any tax
agreement with PRC, or otherwise, the Company shall withhold and pay the individual income
tax at a rate of 20%.

Purchase, Sale and Redemption of Listed Securities

During the Reporting Period, neither the Company nor any of its subsidiaries purchased, sold or

redeemed any of the Company’s listed securities.
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5.4 Review of Annual Results

The Company’s audit committee has reviewed the Group’s annual results for the financial year
ended December 31, 2016 and has opined that applicable accounting standards and requirements

have been complied with and that adequate disclosures have been made by the Company.

The Company’s audit committee consists of two independent non-executive directors of the
Company, Mr. HUANG Zhi (the chairman of the audit committee) and Mr. GOT Chong Key
Clevin, and one non-executive director of the Company, Ms. HE Xin. Among them, Mr. HUANG
Zhi has the appropriate professional qualifications (a certified public accountant accredited by the
Chinese Institute of Certified Public Accountants).

6 COMPLIANCE WITH CORPORATE GOVERNANCE CODE

The Company complied with all code provisions in the Corporate Governance Code (the
“Corporate Governance Code”) set out in Appendix 14 to the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited (the “Hong Kong Listing Rules™)
during the Reporting Period. The Company will continue to review and enhance its corporate
governance to ensure that it will continue to meet the requirements of the Corporate Governance
Code.

7 COMPLIANCE WITH THE MODEL CODE FOR SECURITIES
TRANSACTIONS BY DIRECTORS OF LISTED ISSUERS

The Company has adopted the Model Code for Securities Transactions by Directors of Listed
Issuers (“Model Code”) set out in Appendix 10 to the Hong Kong Listing Rules as a code of
conduct of the Company for its directors’ and supervisors’ securities transactions. Having made
specific enquiry of all directors and supervisors of the Company, the directors and the supervisors
of the Company have complied with the required standard set out in the Model Code during the
Reporting Period.
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9.1

9.2

IMPORTANT EVENTS AFTER THE REPORTING PERIOD

There is no important events after the Reporting Period to the date of this announcement.
FINANCIAL REPORT

Scope of work of PricewaterhouseCoopers

The figures in respect of this announcement of the Group’s results for the year ended December
31, 2016 have been agreed by the Company’s external auditor, PricewaterhouseCoopers (“PwC”),
to the amounts set out in the Group’s audited consolidated financial statements for the year ended
December 31, 2016. The work performed by PwC in this respect did not constitute an assurance
engagement in accordance with Hong Kong Standards on Auditing, Hong Kong Standards
on Review Engagements or Hong Kong Standards on Assurance Engagements issued by the
Hong Kong Institute of Certified Public