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Financial H|gH||gHts

Principal Financial Data and Indicators

For the year ended December 31,
2018 2017 2016 2015 2014
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Revenue 745,972 666,436 415,408 343,674 296,296
Profit before income tax 106,910 69,863 92,139 70,170 68,567
Income tax expense (31,941) (22,027) (26,588) (18,548) (17,369)
Net profit 74,969 47,836 65,551 51,622 51,198
Net profit attributable to

Shareholders of the Company 80,596 49,071 68,832 55,709 51,198
Non-controlling interests (5,627) (1,235) (3,281) (4,087) o

As of December 31,
2018 2017 2016 2015 2014
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Total assets 1,840,724 1,690,401 1,603,382 1,224,434 372,339
Total liabilities 635,451 579,904 562,012 262,205 111,249
Total equity 1,205,273 1,110,497 1,041,370 962,229 261,090

Equity attributable to
Shareholders of the Company 1,120,995 1,051,834 1,008,383 959,716 261,090



GUAN Weili

Chairman

Dear Shareholders,

2018 is the 40th anniversary of China’s reform and opening-up. With the deepening of health care reform, the Group is also
ushering in a crucial year for the implementation of the five-year strategic plan. During the Reporting Period, with the goal
of consolidating the foundation and strengthening the management as the starting point, we made new progress in medical
business, service quality and scientific research cooperation through the trinity management strategy of “lean operation,
optimization of the investment layout of mergers and acquisitions and extension of business sector”.

This year, the Group’s efficiency has steadily improved and its operating results have reached a new level. The Group
recorded revenue of healthcare business amounted to RMB726.4 million during the Reporting Period, representing an
increase of 32.9% as compared with 2017. The net profit attributable to the Shareholders of the parent Company (excluding
non-recurrent items) was RMB80.5 million, representing an increase of 36.4% as compared with 2017. Among them, the
businesses of four hospitals which were opened after 2016, namely, the Geriatric Hospital, Linhai Kangning Hospital,
Pingyang Kangning Hospital and Quzhou Yining Hospital developed rapidly. While Hangzhou Cining Hospital, Hangzhou
Yining Hospital, Lugiao Cining Hospital and Taizhou Kangning Hospital, have been put into operation in succession and
entered the right track. With the further expansion of the Group’s network layout of healthcare institutions, the number
of healthcare institutions under operation and management increased from 18 at the end of 2017 to 24 at the end of 2018,
and the number of beds under operation and management by healthcare institutions increased from 4,550 at the end of
2017 to 6,300 at the end of 2018. In order to further improve the service quality, we have carried out in-depth renovation
and upgrade of the existing healthcare institutions: The inpatient buildings of Yiwu City Psychiatric Health Center and
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CHalrman 9 gtatement zﬁontlnuea;

Pujiang Hospital have been renovated and put into use. The renovation project of the new building of Cangnan Kangning
Hospital has been completed, and the new sites of Qingtian Kangning Hospital and Yongjia Kangning Hospital have been
implemented. In addition, Wenzhou Kangning Hospital has successfully passed the acceptance of the national key clinical
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Business Review and Outlook

Psychiatric Specialized Medical Service Industry in China

With the continuous improvement of the material living standards of the Chinese people, people are paying more and more
attention to their mental health. Chinese government departments have also issued relevant encouragement policies and
increased financial investment. The Outline of the “Healthy China 2030 Plan proposes to strengthen the construction and
standardized management of mental health service system, strengthen the intervention of common mental disorders and
psychological and behavioral problems such as depression and anxiety disorders, comprehensively promote community
rehabilitation services for mental disorders, and gradually establish and improve the mental health service system. By
the end of 2018, there were 40,400 psychiatric practitioners (assistants) and 101,300 registered nurses in China, and the
number of undergraduate students enrolled in psychiatry increased to 1,600 per year. In 2018, China’s financial investment
in mental health increased to RMB3.42 billion.

Although China continues to increase investment, there are still great challenges in the field of psychiatric medical services,
mainly including: first, the supply of psychiatric medical services is seriously inadequate, 493 districts and counties in the
country do not have psychiatric medical institutions, the existing county-level psychiatric medical institutions have poor
equipments; Second, the shortage of psychiatric talents in the short term is serious, and it will take some time for the
existing professionals to improve their abilities.

In addition, China set up the National Healthcare Security Administration in 2018, thus a new background of medical
reform which combining “ Medicine, Medical Care, Medical Insurance” has been formed. The supervision of the medical
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Business Review

In 2018, with further deepened reform of China’s medical and health system, the Group fine-tuned several development
strategies based on the latest policy guidance which mainly included the concentration of strengths on the development
of owned hospital business while controlling and gradually reducing the scale of hospital management business. Specific
progress has been made as follows:

In 2018, the Group’s owned hospital business developed rapidly. Four new hospitals, namely Hangzhou Cining Hospital,
Hangzhou Yining Hospital, Lugiao Cining Hospital and Taizhou Kangning Hospital, have been put into operation in
succession. The business of those second new hospitals, such as Linhai Kangning Hospital, Geriatric Hospital, Quzhou
Yining Hospital, Pingyang Kangning Hospital and Shenzhen Yining Hospital, which were opened after 2016, entered into a
phase of rapid growth. Except for Shenzhen Yining Hospital, all other four hospitals have realized profits in 2018. After the
new building of Wenzhou Kangning Hospital was put into use, the proportion of middle and high-end patients as well as
nonlocal patients gradually increased, driving the growth in the Group’s average inpatient spending per bed-day. The service
volume of Qingtian Kangning Hospital and Yueqing Kangning Hospital has also increased steadily as compared with the
same period of last year. However, Yongjia Kangning Hospital and Cangnan Kangning Hospital have slowed down in
business growth due to limited space for expansion, while Cangnan Kangning Hospital is carrying out a relocation project
which is expected to add 300 new beds. As of December 31, 2018, the number of the Group’s owned hospitals increased to
18 (December 31, 2017: 10) and the number of beds under operation increased to 5,140 (December 31, 2017: 3,420).

In 2018, in order to concentrate our strength and energy on the development of owned hospitals, the Group reduced the
scale of business of healthcare facilities management, terminated the business of management of Chengdu Yining Ward and
Beijing Yining Hospital, and reduced the business scale of management services for Pingyang Changgeng Ward. However,
for agreed management services, the Group continued to strive to provide high-quality management services, including the
completion of the renovation and upgrading of Yiwu Psychiatric Health Center, and strive to maintain stable development
of the business of Wenzhou Cining Hospital, Yanjiao Furen Hospital, Pujiang Hospital and Chun’an Hospital. Due to
the adjustment of the Group’s business strategy, as of December 31, 2018, the healthcare facilities managed by the Group
decreased to 6 (December 31, 2017: 8), and the number of beds under management slightly increased to 1,160 (December
31, 2017: 1,130).

In 2018, while steadily developing our existing hospitals, the Group strengthened the efforts to accelerate the healthcare
facilities’
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In 2018, the Group achieved remarkable results in healthcare quality, discipline construction and group management. On
the one hand, the Group has always taken healthcare quality as its lifeline and discipline construction as its breakthrough
point. The Group has increased investment in standardizing diagnosis and treatment behavior, building characteristic
specialties, scientific research and teaching reserves and increasing brand influence and other aspects. On the other hand,
through the implementation of a new round of equity incentive scheme and reserve cadres management plan, the Group has
gradually explored the new supervision mode of 0.5(t)0ue Gm .rquity ittsubordinated oanadrs oETEMbce suitygiv andfull
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Management Discussion and Ana|y5|s

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 2016 to 2018, reimbursement
amount from public medical insurance accounted for 52.6%, 53.8% and 56.6% of the total cash received from sales
of goods and rendering of service for the respective years. If the Group’s healthcare facilities 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 shortage of professional medical talents. Under the laws and regulations of the PRC, healthcare
facilities shall maintain a certain number of medical staff. With the increase in the number of healthcare facilities 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; and

(iii) Risk relating to failure to renew qualifications and licenses required for our operations. Healthcare facilities are
required to obtain the Medical Practice License before carrying out their businesses, which usually has valid period
and requires regular inspection by the regulatory authorities. If the healthcare facilities of the Group are unable to
renew their licenses in the future due to poor management or non-compliant operation, our operating results will be
affected adversely.

Looking into the future, the Group will leverage on the favorable environment in China, the government of which
encourages the social capital to establish healthcare facilities to implement and improve a number of medium- and long-
term strategic layouts. While continuing to expand the network of healthcare facilities and strengthen the Group’s market
position, the Group will strengthen scientific research, personnel training and informatization construction, with a view to
improving its service level of healthcare facilities.
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Financial Review

The Group recorded revenue of RMB746.0 million for the Reporting Period, representing an increase of 11.9% as
compared with 2017. After excluding the revenue of RMB19.6 million for real estate and other business, the revenue of
healthcare business amounted to RMB726.4 million, representing an increase of 32.9% as compared with 2017, primarily
because the revenue from operating the Group’s owned hospitals increased by 35.8% as compared with 2017. As eight new
hospitals were put into operation in 2018 and the bed utilization rate of the Group’s owned hospitals decreased, the gross
profit margin of owned hospitals decreased to 33.2% (2017: 34.0%). As such, the overall gross profit margin of healthcare
business of the Group during the Reporting Period decreased to 33.2% (2017: 35.1%) and the gross profit of healthcare
business increased to RMB241.4 million, representing an increase of 26.0% as compared with 2017. During the Reporting
Period, net profit attributable to equity holders of the Company amounted to RMB80.6 million, representing an increase of
64.2% as compared with 2017, primarily because the Geriatric Hospital, Quzhou Yining Hospital and Pingyang Kangning
Hospital realized profit during the Reporting Period. During the Reporting Period, net profit attributable to equity holders
of the Company after excluding non-recurring items was RMB80.5 million, representing an increase of 36.4% as compared
with 2017.

Revenue and Cost of Revenue

The Group generates revenue mainly through the following four ways: (i) revenue from operating its owned hospitals; (ii)
management service fees from managing healthcare facilities; (iii) revenue of other healthcare related business; and (iv)
revenue of the property business.

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

For the year ended December 31,

2018 2017

(RMB’000) (RMB’000)

Revenue from operating owned hospitals 706,651 520,175
Management service fee income 19,748 26,386
Total revenue of healthcare business 726,399 546,561
Revenue from other healthcare related business 2,533 2,318
Revenue of the property business 17,040 117,557

Total revenue 745,972 666,436
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During the Reporting Period, total revenue of the Group amounted to RMB746.0 million, representing an increase of
11.9% as compared with 2017, of which healthcare business revenue was RMB726.4 million, representing an increase of
32.9% as compared with 2017, primarily due to revenue from operating the Group’s owned hospitals increased by 35.8%.
The proportion of revenue from operating the Group’s owned hospitals to healthcare business revenue increased to 97.3%
(2017: 95.2%), while the proportion of management service fee income to healthcare business revenue decreased to 2.7%
(2017: 4.8%).

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,

2018 2017
(RMB’000) (RMB’000)
Treatment and general healthcare services
Revenue 539,548 389,494
Cost of revenue 331,883 235,839
Gross profit 207,665 153,655
Pharmaceutical sales
Revenue 167,103 130,681
Cost of revenue 140,330 107,405
Gross profit 26,773 23,276
Owned hospitals
Revenue 706,651 520,175
Cost of revenue 472,213 343,244
Gross profit 234,438 176,931

During the Reporting Period, revenue from operating the Group’s owned hospitals amounted to RMB706.7 million,
representing an increase of RMB186.5 million as compared with 2017, mainly due to the fast business growth of Linhai
Kangning Hospital, Geriatric Hospital, Pingyang Kangning Hospital, Quzhou Yining Hospital and Shenzhen Yining
Hospital. Revenue of the aforementioned five hospitals during the Reporting Period amounted to RMB204.4 million (2017:
RMB88.4 million). During the Reporting Period, the gross profit of the Group’s owned hospitals increased by 32.5% as
compared with 2017.
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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,
2018 2017

Inpatients
Inpatient bed as at period end 5,140
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During the Reporting Period, outpatient revenue amounted to RMB102.2 million, representing an increase of 22.3%
as compared with 2017, primarily due to: (i) the increase of outpatient visits by 17.8%; and (ii) the average outpatient
spending per visit increased by 4.0%. The proportion of outpatient revenue to revenue from operating owned hospitals
decreased to 14.5% (2017: 16.1%), mainly due to outpatient revenue of Geriatric Hospital, Pingyang Kangning Hospital
and Shenzhen Yining Hospital accounted for low proportion of their operating revenue.

During the Reporting Period, due to the increase of both inpatient and outpatient business, revenue from treatment and
general healthcare services increased by 38.5% as compared with 2017, accounting for 76.4% of revenue from operating
owned hospitals (2017: 74.9%); and revenue from pharmaceutical sales increased by 27.9% as compared with 2017,
accounting for 23.6% of revenue from operating owned hospitals (2017: 25.1%), of which: the ratio of revenue from
inpatient pharmaceutical sales to total inpatient revenue slightly reduced to 14.5% (2017: 14.9%), the ratio of revenue
from outpatient pharmaceutical sales to total outpatient revenue reduced to 77.7% (2017: 78.7%).

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 and testing fees. The table below
sets forth a breakdown of cost of revenue of the Group’s owned hospitals for the periods indicated:

For the year ended December 31,

2018 2017

(RMB’000) (RMB’000)

Pharmaceuticals and consumables used 177,106 131,949
Employee benefits and expenses 158,047 116,085
Leasing expenses 27,938 20,358
Depreciation and amortization 45,222 29,331
Canteen expenses 25,331 17,401
Testing fees 14,093 9,975
Others 24,476 18,145
Cost of revenue of owned hospitals 472,213 343,244

During the Reporting Period, the cost of revenue of the Group’s owned hospitals increased to RMB472.2 million,
representing an increase of 37.6% as compared with 2017, which was higher than the increase in revenue from owned
hospitals. It was mainly due to: (i) the increase of 34.2% in pharmaceutical expenses relating to increase in revenue from
pharmaceutical sales; (ii) the increase of 36.1% in employee benefits and expenses arising from the increase in beds in
operation of owned hospitals; (iii) the operation of Hangzhou Yining Hospital and other new hospitals has increased the
leasing expenses by approximately RMB7.6 million; and (iv) the depreciation and amortization increased by 54.2% as
compared with 2017 mainly caused by the usage of the new building of Wenzhou Kangning Hospital.
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From the cost structure perspective, the proportion of pharmaceuticals and consumables used in the cost of revenue of
owned hospitals decreased to 37.5% (2017: 38.4%), mainly due to the decrease in the proportion of outpatient business
revenue accounted for revenue of owned hospitals. The proportion of employee benefits and expenses to cost of revenue of
owned hospitals slightly decreased to 33.5% (2017: 33.8%). The proportion of leasing expenses, together with depreciation
and amortization to cost of revenue of owned hospitals increased to 15.5% (2017: 14.5%). During the Reporting Period,
the change of the cost structure was mainly due to the fact that more new hospitals were put into operation, which resulted
in an increase in fixed costs that do not vary with business volume, such as depreciation and amortization as compared with
2017.

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,

2018 2017

(RMB’000) (RMB’000)

Revenue 19,748 26,386
Cost of revenue 12,816 11,690
Gross profit 6,932 14,696

During the Reporting Period, management service fee income of the Group amounted to RMB19.7 million, representing a
decrease of 25.2% as compared with 2017, accounting for 2.7% of healthcare business revenue in 2018 (2017: 4.8%). The
decrease of management service fee income was mainly attributable to the Group’s adjustment of its business development
strategy, reducing the scale of hospital management business and giving more efforts on its owned hospital business, which
led to the decrease of the management services fee income of Pingyang Changgeng Ward, Pujiang Hospital, Chun’an
Hospital and Yanjiao Furen Hospital during the Reporting Period.

The Group’s cost of revenue for rendering management services primarily includes benefits and expenses for management
staff assigned and amortization of operation rights acquired for obtaining operation rights. During the Reporting Period,
cost of revenue of management service fee of the Group slightly increased to RMB12.8 million, representing an increase of
9.6% as compared with 2017. Accordingly, gross profit margin of the management service business decreased to 35.1%
(2017: 55.7%).
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Revenue and cost of revenue of the property business

The Group’
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Selling Expenses

During the Reporting Period, the selling expenses of the Group amounted to RMB5.1 million (2017: RMB1.8 million),
which increased a lot as compared with 2017, mainly because in order to better serve the patients, the Group’s headquarters
has established a customer relationship department to improve communication between its hospitals and patients. The
selling expenses accounted for only 0.7% of the Group’s revenue of healthcare business (2017: 0.3%), demonstrating that
the Group’s business development does not rely on market promotion.

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 healthcare facilities under development, depreciation and
amortization, consultancy expenses, travelling expenses and other expenses. The table below sets forth a breakdown of
administrative expenses of the Group for the periods indicated:

For the year ended December 31,

2018 2017

(RMB’000) (RMB’000)

Employee benefits and expenses 55,281 42,020
Leasing expenses of the healthcare facilities under development 4,095 14,469
Depreciation and amortization 8,723 6,967
Consultancy expenses 10,218 11,218
Travelling expenses 3,694 3,745
Others 15,990 11,762

Total administrative expenses

Ay
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Finance Expenses — 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, the losses on foreign exchange and the amortization of unrecognized
financial charge in relation to long-term payables. The table below sets forth a breakdown of our finance income and
expense for the periods indicated:

For the year ended December 31,

2018 2017

(RMB’000) (RMB’000)

Interest income 3,683 4,960
Exchange gain/(loss) 4,074 (14,930)
Borrowing interest expense (8,850) (8,371)
Amortization of unrecognized financial charge (5,511) (5,465)
Others (567) (457)
Finance expenses — net (7,171) (24,263)

During the Reporting Period, the net finance expenses of the Group amounted to RMB7.2 million, representing a decrease
of RMB17.1 million as compared with 2017, mainly due to the exchange gains of RMB4.1 million were recorded during
the Reporting Period, while the exchange losses of RMB14.9 million were recorded during the same period in 2017.

Investment Losses

Our investment losses consist of share of investments losses accounted for using the equity method and gains arising from
disposal of long-term equity investment. The table below sets forth a breakdown of our investments losses for the periods

indicated:
For the year ended December 31,
2018 2017
(RMB’000) (RMB’000)
Share of losses of investments accounted for using the equity method (10,029) (6,462)
Gains arising from disposal of long-term equity investment 1,727 350
(8,302) (6,112)

During the Reporting Period, our investment losses amounted to RMB8.3 million, representing an increase of
approximately RMB2.2 million as compared with 2017, mainly due to the recorded losses of the Group’s investment as a
minority shareholder in Chengdu Yining Hospital and Huainan Kangning Hospital during the Reporting Period, resulting
in an increase in investment losses accounted for using the equity method.
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Assets Impairment Losses and Credit Impairment Losses

During the Reporting Period, assets impairment losses and credit impairment losses increased to RMB23.5 million in total
(2017: RMB19.1 million), and increased to 3.2% of the Group’s total revenue (2017: 2.9%). As at December 31, 2018
and 2017, the provisions for bad debts of accounts receivables of the Group’s healthcare business amounted to RMB25.2
million and RMB14.7 million respectively and accounted for 7.8% and 6.7% of total accounts receivables of the healthcare
business at the corresponding time.

Non-Operating Income (Expenses) and Other Gains

Our non-operating income mainly consists of government grants, and non-operating expenses mainly consist of donation
expenses and losses on disposal of non-current assets. The table below sets forth a breakdown of our non-operating income,
non-operating expenses and other gains for the periods indicated:

For the year ended December 31,

2018 2017

(RMB’000) (RMB’000)

Government grants 6,714 9,619
Other non-operating income 468 196
Non-operating income 7,182 9,815
Losses on disposal of non-current assets — 7,215
Donation 5,254 4,166
Other non-operating expenses 788 1,821
Non-operating expenses 6,042 13,202
Other gains 8,538 9,417

During the Reporting Period, the non-operating income of the Group decreased to RMB7.2 million, primarily due to the
government grants of RMB2.7 million arising from the listing of the Company in 2017, while there was no relevant grants
during the Reporting Period; the non-operating expenses of the Group decreased to RMB6.0 million, primarily due to the
decrease of RMB7.2 million of losses on disposal of non-current assets.

Income Tax Expense

During the Reporting Period, income tax expense increased to RMB31.9 million (2017: RMB22.0 million), representing an
increase of 45.0% as compared with 2017, mainly due to the increase of 53.0% of the Group’s profits before income tax
during the Reporting Period as compared with 2017. As for the year of 2018 and 2017, our actual tax rates were 29.9%
and 31.5%, respectively. The slight decrease in actual tax rates for the Reporting Period was mainly due to the decrease in
the expenses which cannot be deducted before tax.
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Total Comprehensive Income

The table below sets forth the major non-recurring items affecting the total comprehensive income attributable to
Shareholders of the Company for the periods indicated:

For the year ended December 31,
2018 2017
(RMB’000) (RMB’000)

Exchange gains/(losses) 4,074 (14,930)
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Financial Position

Inventory

As of December 31, 2018, inventory balances amounted to RMB20.8 million (as of December 31, 2017: RMB23.5 million),
mainly include: (i) the medical inventory and turnover materials of RMB18.2 million (as of December 31, 2017: RMB14.1
million); and (ii) completed development properties of RMB2.6 million (as of December 31, 2017: RMB9.4 million),
representing Phase 1l Works of Business Center of Wenzhou Higher Education Mega Center developed by Wenzhou Guoda.
The table below sets forth the details of completed development properties held by us during the Reporting Period:

Completed property Phase Il 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.) (Sg. m.) 30,557.34

Usage Commercial, office and hotel

Stage Completed and accepted

Completion date June 30, 2017

Accounts Receivables

As of December 31, 2018, the balance of accounts receivables amounted to RMB299.8 million (as of December 31, 2017:
RMB232.2 million), among which, the balance of accounts receivables for healthcare business amounted to RMB297.4
million, representing an increase of 35.1% as compared with that of December 31, 2017. With the growth of the business
volume of our healthcare facilities, our revenue of healthcare business increased during the Reporting Period as compared
with 2017.

During the Reporting Period, the accounts receivables turnover days of the Groups healthcare business were 130 days (2017:
121 days).
Other Receivables and Prepayments

As of December 31, 2018, other receivables and prepayments increased to RMB74.7 million (as of December 31, 2017:
RMB54.6 million).
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Investment Properties

As of December 31, 2018, the balance of investment properties amounted to RMB128.6 million (as of December 31, 2017:
RMB128.6 million), representing Phase | Works of Business Center of Wenzhou Higher Education Mega Center (3F &
4F) and Phase [0 Works of Business Center (2F to 11F) held by Wenzhou Guoda. During the Reporting Period, there was
no significant change in the fair value of investment properties. The following table sets out the details of our investment

properties during the Reporting Period:

Investment property

Address

Lot number

Interests of the Group

Land area (Approx.) (Sg. m.)
Total floor area (Approx.) (Sg. m.)
Usage

Whether a freehold property

Investment property

Address

Lot number

Interests of the Group

Land area (Approx.) (Sg. m.)
Total floor area (Approx.) (Sg. m.)
Usage

Whether a freehold property

Other Non-current Financial Assets

Phase | Works of Business Center of Wenzhou Higher Education Mega Center
(3F & 4F)

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

Wen Guoyong (2012) No. 3-290617, Wen Guoyong (2012) No. 3-290604,
Wen Guoyong (2012) No. 3-290602, Wen Guoyong (2012) No. 3-290616, Zhe
(2017) Wenzhou property rights No. 0136790, Zhe (2017) Wenzhou property
rights No. 0136791, Zhe (2017) Wenzhou property rights No. 0136792, Zhe
(2017) Wenzhou property rights No. 0136793

75%

3,722.29

11,137.06

Non-residential

Nature of the land is state-owned land, the expiry date of the land use right is
January 29, 2043, and the related properties are freehold properties

Phase Il Works of Business Center of Wenzhou Higher Education Mega Center
(2F to 11F)

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

Wen Guoyong (2012) No. 3-289403

75%

6,602.26

11,850.34

Commercial, office and hotel

Nature of the land is state-owned land, the expiry date of the land use right is
January 29, 2043, and the related properties are freehold properties

As of December 31, 2018, other non-current financial assets amounted to RMB51.0 million (as of December 31, 2017:
available-for-sale financial assets RMB50.0 million), primarily due to our contribution to the investment fund. During the
Reporting Period, the fair value of other non-current financial assets increased by RMB1.0 million.
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Net Cash Generated from Financing Activities

During the Reporting Period, net cash generated from financing activities amounted to RMB37.4 million, primarily due to
the cash receipt of RMB34.8 million by absorbing investment.

Significant Investment, Acquisition and Disposal

The Group had no significant investment, acquisition or disposal during the Reporting Period.

Indebtedness

Bank Borrowings

As of December 31, 2018, the balance of bank borrowings of the Group amounted to RMB225.0 million (as of December
31, 2017: RMB200.0 million), primarily attributable to repayment of borrowings of RMB160.0 million and an increase in
borrowings of RMB185.0 million during the Reporting Period.

Contingent Liabilities

As of December 31, 2018, the Group had no contingent liabilities or guarantees that would have a material impact on the
financial position or operation of the Group.

Asset Pledge

Wenzhou Guoda, a subsidiary of the Group, had pledged its completed properties, Phase Il of Business Center of Wenzhou
Higher Education Mega Center, in favor of the China Zheshang Bank for bank loan and as of December 31, 2018, the
balance of the borrowing amounted to RMB40.0 million.

Contractual Obligations
The contractual obligation of the Group primarily consists of operating lease arrangements. As of December 31, 2018, the
future aggregate minimum lease payments under non-cancellable lease agreements were RMB275.0 million.

Financial Instruments

Financial instruments of the Group consist of accounts receivable, other non-current financial assets, other receivables, cash
and cash equivalents, bank borrowings, accounts payable and other payables. The Company’s management manages and
monitors these exposures to ensure effective measures are implemented on a timely manner.



2018 ANNUAL REPORT 25

Management Discussion and Ana|y5|s

Exposure to Fluctuation in Exchange Rates

The Group deposits certain of its financial assets in foreign currencies, which mainly involve risks of fluctuations in the



26 WENZHOU KANGNING HOSPITAL CO., LTD.

Management Discussion and Ana|y5|s

After the consideration and approval at the 2017 AGM, first grant of the grant scheme comprised of 179 persons, the
aggregate number of Shares first granted was 1,934,097 Shares. After the confirmation at the eighth meeting of the second
session of the Board of the Company convened at August 20, 2018, the actual first grant comprised of 165 persons, as 13
persons voluntarily abstained to subscribe, 1 person was no longer qualified for grant. The actual aggregate number of
Shares first granted was 1,818,529 Shares, representing 2.4898% of total issued share capital of the Company as at the date
of this annual report and the details are shown as the following table. The participants shall pay the subscription amounts
calculated by the amount of grants multiplied by the grant price (RMB10.47 per Share) in person.

Number of grant

representing

Number of Number of total issued share
persons granted  Shares granted capital of the

Category of personnel (person) (Share) Company
Senior management 4 133,715 0.1831%
Core technical personnel 161 1,684,814 2.3067%
Total 165 1,818,529 2.4898%

The Shares granted to the participants are restricted Shares of the Company.

The Company set up the Employees’ Shareholding Platform through the formation of a limited partnership, and the
Employees’ Shareholding Platform will hold the incentive Shares for and on behalf of the participants. Participants shall
subscribe for and contribute capital at the grant price and become a limited partner of the partnership.

The incentive Shares under the incentive scheme comprise the non-tradable and non- listed domestic Shares of the Company
to be issued to the Employees’ Shareholding Platform by the Company.

The locked-up period of the incentive Shares granted to the participants is 48 months, calculated from the date the

Shares under the reserved grant shall be unlocked concurrently with those under the first grant.
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The Board is pleased to present this annual report and the audited consolidated financial statements of the Group for the
year ended December 31, 2018.

Principal Activities

The principal activities of the Group are operating and managing a network of healthcare facilities that primarily focus
on providing psychiatric specialty care across various regions in China. Details of the principal activities of the principal
subsidiaries of the Company are set out in “Notes to the Financial Statements — Interests in other entities — Interests in
subsidiaries — The Group structure” of this annual report.

Descriptions of the relationship between the Group and its employees, clients and suppliers are set out in “Management
Discussion and Analysis — Employees and Remuneration Policy” and “Report of the Board-Major Customers and
Suppliers™ of this annual report, respectively.

Business Review

The business review on the Group is set out in the “Management Discussion and Analysis” of this annual report. The
future development of the Group and tlie MJETEMC /Span A.ang (en-US)/MCID 1255rdk 0.053uncerf tnTEMC at A.ang (emays, exponc
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Compliance with Relevant Laws and Regulations

The Company continues to review its current systems and procedures, emphasizes and strives to comply with the PRC
Company Law, the Hong Kong Listing Rules, the Securities and Futures Ordinance, applicable Hong Kong Companies
Ordinance, and other relevant laws and regulations which have a significant impact on the Company. The Company
endeavors to safeguard its Shareholders’ interests, enhance corporate governance and strengthen the functions of the Board
of Directors.

Laws and regulations that have a significant impact on the operation of the Group include but are not limited to the Mental
Health Law of the PRCC OO0 00O O OO O OO O D, the Management Regulations of Medical Institutions[( O 0 O 0O O
0 00D and the Rules for the Implementation of Management Regulations of Medical Institutions O 0000 OOOO
oooo.

The operation of the Group has always complied with national and local laws and regulations. It upholds honesty and
integrity and performs its social responsibility.

The Company and its employees have been exercising their best endeavours to strictly follow the applicable rules, laws and
industry standards. The Directors are not aware of any breach of laws or regulations which have a significant impact on the
Group in 2018, nor are they aware of any litigation or cases of corruption, bribery, extortion, fraud and money laundering
involving the Group during the Reporting Period.

There was no material incident of non-compliance with relevant laws and regulations that had a significant impact on the
Company during the Reporting Period.

Permitted Indemnity Provision

For the year ended December 31, 2018, the Group has no permitted indemnity provision.

Use of Proceeds from Initial Public Offering

The H Shares were listed on the Main Board of the Hong Kong Stock Exchange on November 20, 2015. The Company’s
net proceeds from the initial public offering amounted to approximately HK$693.2 million (equivalent to RMB580.7
million) after deducting underwriting commissions and all related expenses.

On March 30, 2017, the Board of Directors of the Company resolved a resolution to change the use of the net proceeds,
deducted the allocation to finance renovation and upgrades for Wenzhou Kangning Hospital by RMB58.1 million, and
increased the allocation to expand and ramp up healthcare facilities network and operating capacity by RMB58.1 million.
Details please refer to the announcement of the Company dated March 31, 2017.

On March 23, 2018, the Board of Directors of the Company resolved a resolution to change the use of the net proceeds
again, deducted the allocation to research, teaching and personnel training purposes by RMB17.4 million, deducted
the allocation to develop mobile and online platform for medical consultation and upgrade information technology
infrastructure by RMB29.1 million, and increased the allocation to expend and ramp up healthcare facilities network and
operating capacity by RMB46.5 million. Details please refer to the announcement of the Company dated March 26, 2018.



2018 ANNUAL REPORT

Report of the Board

Save as above, there were no other changes in the use of net proceeds from the global offering of the Company.

As of December 31, 2018, the use of proceeds from the global offering of the Company is set out below:

The use of net proceeds
set out in the Prospectus

Original allocation

of net proceeds
Approximate
(RMB Approximate

Amount of net proceeds used Remaining net proceeds
as of December 31, 2018

Approximate
(RMB Approximate

as of December 31, 2018
Approximate
(RMB Approximate

million) (%) million) (%) million) (%)

To expand and ramp up

our healthcare facility

network and operating capacity 290.3 50.0 361.2 66.7 33.8 89.2
To finance renovation and upgrades

for Wenzhou Kangning Hospital 145.2 25.0 84.0 155 0.0 0.0
Research, teaching and

personnel training purposes 58.1 10.0 41.3 7.6 0.0 0.0
To develop our mobile and

online platform for

medical consultation and

upgrade our information

technology infrastructure 46.5 8.0 13.3 25 4.1 10.8
Working capital and

other general corporate purposes 40.6 7.0 41.3 7.6 0.0 0.0
Total 580.7 100.0 541.1 100.0 37.9 100.0

%
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Overseas, according to the requirements of State Administration of Foreign Exchange of the PRC that “not less than 70%
of the raised funds shall be recycled to Mainland China for settlement of foreign exchange”, as of December 31, 2018, the
Company’s retained overseas raised funds accounted for about 0.8% of the total raised funds. The overseas retained funds
were distributed as follows: (1) approximately HK$0.5 million and US$2.2 million were retained in the listing collection
account opened with the Bank of Communications Hong Kong Branch; (2) a total of HK$50,000 was transferred into
Industrial Bank Hong Kong Branch.

Save as used above, as of December 31, 2018, the remaining funds of the Company’s proceeds were approximately
HK$38.9 million, US$2.2 million and RMB16.0 million, which were deposited in a special account opened by the Company
in the bank.

The Company will gradually put the abovementioned net proceeds into use according to development strategy, market
condition and the revised utilization plan. The Company expects that the remaining unused proceeds will be fully used for
the year ended December 31, 2019. Set out below is the revised proceeds utilization plan of the Company, including the net
proceeds used as of the Latest Practicable Date:

Amount of net proceeds used Planned amount of net proceeds
Use of net proceeds upon the change as of the Latest Practicable Date used as of December 31, 2019
Approximate

Approximate
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Dividend

The Board recommends the payment of the Proposed Final Dividend. Subject to the approval of the Proposed Final
Dividend by the Shareholders at the AGM to be held on June 18, 2019, the Proposed Final Dividend will be distributed on
or about July 18, 2019 to the Shareholders whose names appear on the register of members of the Company on June 30,
2019 (the “Record Date™).

The amount of final dividend distribution shall be calculated based on the total number of Shares in issue as of December
31, 2018 and the final cash dividend distribution shall be based on RMBO0.15 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 Hong Kong Investor Services Limited (address: Shops 1712-1716, 17/F,
Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong) before 4:30 p.m. on June 24, 2019. 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 25, 2019 to June 30, 2019 (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 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.

In accordance with the Enterprise Income Tax Law of the People’s Republic of China (OO 00000000 OO0OOO)
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
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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 this 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 Hong Kong
Investor Services Limited. 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 the PRC under the tax agreement, or which has not
entered into any tax agreement with the PRC, or otherwise, the Company shall withhold and pay the individual income tax
at a rate of 20%.

For the year ended December 31, 2018, none of the Shareholders has waived or agreed to waive any dividends.

Share Capital

Details of the movements in the share capital of the Company during the Reporting Period are set out in “Notes to the
Financial Statements — note (28) to the consolidated financial statements™ of this annual report.

Reserves

Details of movements in the reserves of the Group during the Reporting Period are set out in the “Consolidated Statement
of Changes in Shareholder’s Equity and Notes to the Financial Statements — note (29) to the consolidated financial
statements” of this annual report.

Distributable Reserves

As of December 31, 2018, details of the Company’s reserves available for distribution are calculated in accordance with the
PRC regulations, and the distributable reserves was RMB30.0 million, which was the retained earnings computed under
China Accounting Standards for Business Enterprises.
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Property, Plant and Equipment

Details of the movements in the property, plant and equipment of the Group during the Reporting Period are set out in““Notes
to the Financial Statements — note (10) to the consolidated financial statements™ of this annual report.

Major Custrhe me Supplirht.

”’s five largest t.
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Securities Issuance

On June 13, 2018, the annual general meeting of the Company for the year 2017 considered and approved the proposal
on the Proposed Grant of A General Mandate to the Board to Issue Additional Domestic Shares and other relevant
proposals, endorsing the Company’s grant of a general mandate to the Board to issue additional Domestic Shares. On
June 29, 2018, the 7th meeting of the 2nd session of the Board of Directors of the Company deliberated and adopted the
Proposal on Additional Issuance of Domestic Shares of the Company in Mainland China and other relevant proposals,
endorsing the Company issued 2,460,000 Domestic Shares with a nominal value of RMB1.0 each by way of a non-
public private placement, and the issue price of the Issuance is determined to be RMB10.47 per Share. On August 20,
2018, the 8th meeting of the 2nd session of the Board of Directors of the Company deliberated and adopted the Proposal
on the Additional Registered Capital by the Company and other relevant proposals, the Company issued 2,460,000
Domestic Shares, at a price of issuance of RMB10.47 per Share, the total proceeds amounted to RMB25,756,200, of
which RMB2,460,000 shall be included in the Company’s registered capital and RMB23,296,200 shall be included in the
Company’s capital reserve. There was no unused balance of the proceeds. Upon completion of the issuance, the registered
capital of the Company shall be increased from RMB73,040,000 to RMB75,500,000.

Please refer to the relevant announcements published on the websites of HKEX news of the Hong Kong Stock Exchange
(www.hkexnews.hk) and the Company (www.knhosp.com) for detailed information thereof.

Debentures in Issue

For the year ended December 31, 2018, the Group did not issue any debentures.

Equity-linked Agreements

For the year ended December 31, 2018, no equity-linked agreements were entered into by the Group, or existed during the
year ended 31 December 2018.

Donations

For the year ended December 31, 2018, the charitable contributions and other donations made by the Group amounted to
approximately RMB5.3 million in aggregate.

Subsidiaries

Details of the Company’s principal subsidiaries as of December 31, 2018 are set out in “Notes to the Financial Statements —
Interests in other entities — Interests in subsidiaries — The Group structure” of this annual report.
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Directors

The Directors during the Reporting Period and up to the date of this annual report are:

Executive Directors

Mr. GUAN Weili (Chairman)
Ms. WANG Lianyue
Ms. WANG Hongyue

Non-executive Directors

Mr. YANG Yang
Mr. LIN Lijun

Independent Non-executive Directors

Mr. CHONG Yat Keung
Mr. HUANG Zhi
Mr. GOT Chong Key Clevin

Supervisors
The Supervisors during the Reporting Period and up to the date of this annual report are:

Mr. SUN Fangjun (Chairman)
Ms. HUANG Jingou

Mr. XIE Tiefan

Mr. QIAN Chengliang

Mr. MA lJinlong

Business Review and Analysis of Key Indicators of Financial Performance

For business review and analysis of key indicators of financial performance of the Group for the year ended December 31,
2018, please refer to the sections of “Financial Highlights” and “Management Discussion and Analysis™ in this annual
report.

Directors’ and Supervisors’ Interests in Transaction, Arrangement or Contracts of
Significance

Save as disclosed in “Notes to the Financial Statements — Related parties and related party transactions” of this annual
report, no transaction, arrangement or contracts of significance to which the Company or any of its holding companies,
subsidiaries or fellow subsidiaries, was a party and in which a Director or a Supervisor, or any entity connected with any
Director or Supervisor, had a material interest, whether directly or indirectly, subsisted as of December 31, 2018 or at any
time during the Reporting Period.
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Controlling Shareholders’ Interests in Contracts of Significance

Save as disclosed in “Notes to the Financial Statements — Related parties and related party transactions™ of this annual
report, neither of the Controlling Shareholders has or had a material interest, either directly or indirectly, in any contract of
significance, whether for the provision of services or otherwise, to the business of the Group to which the Company or any
of its subsidiaries was a party during the Reporting Period.

Management Contracts

During the Reporting Period, the Company did not enter into any management contracts with respect to the entire business
or the core business of the Company.

Non-competition Agreement

Pursuant to the Non-competition Agreement, each of the Controlling Shareholders has agreed not to, and to procure that
his/her respective close associate(s) (as appropriate) (other than the Group) not to, either directly or indirectly, compete
with the Group’s principal business (which is primarily to provide psychiatric specialty care through managing healthcare
facilities and hospitals) and granted to the Group the option for new business opportunities, option for acquisitions and pre-
emptive rights. During the period from the date of the Non-competition Agreement to December 31, 2018, the Company
did not receive any Offer Notice (as defined under the section headed “Relationship with our Controlling Shareholders™ in
the Prospectus) from the Controlling Shareholders.

The Company has received confirmations from the Controlling Shareholders confirming their compliance with the Non-
competition Agreement for the year ended December 31, 2018 for disclosure in this annual report. The independent non-
executive Directors have also reviewed the Controlling Shareholders’ compliance with the Non-competition Agreement for
the year ended December 31, 2018.

Directors’ and Chief Executives’ Emoluments and Five Individuals with Highest
Emoluments

Particulars of the Directors’ and the chief executives’ emoluments and five highest paid individuals for the year ended
December 31, 2018 are set out in “Notes to the Financial Statements — Related parties and related party transactions”
of this annual report. The remuneration policy of the Company is set out in the section headed “Corporate Governance
Report™ of this annual report.

No Director has waived or has agreed to waive any emoluments during the Reporting Period.

Directors’ Interests in Competing Business

During the Reporting Period, none of the Directors or their respective associates (as defined under the Hong Kong Listing
Rules) had engaged in or had any interest in any business which competes or may compete, either directly or indirectly, with
the business of the Group.
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Interests of Substantial Shareholders
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Approximate

Approximate Percentage of
Percentage in  the Company’s
Shares of the Total Issued
Name Class of Shares Nature of Interest Number of Shares Same Class®  Share Capital®
Jinshi Investment Co., Ltd. Domestic Shares Interest in a controlled 2,780,000 (L) 5.03% 3.68%

(0DD0ODO0oOo)®
SJE 0/T10 1 Tf.0958 Tm(Total Issued) TJETEMC /Span <

corporation
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(5) Shanghai Lejin Investment LP. (D 000000000 (0000 )) holds 99.99% equity interest in Shanghai Tanying Investment L.P. (O
O0O0000ooogo (oooo)). Therefore, by virtue of Part XV of the SFO, Shanghai Lejin Investment LP. (0000000000 (O
0 0 0)) is deemed to be interested in all the Domestic Shares held by Shanghai Tanying Investment L.P. (0 000000000 (D OO0O))
in the Company.

(6) Mr. ZHAO Yongsheng holds 99.90% equity interest in Shanghai Qiangang Investent Management L.P. (0000000000 OO (O
0 00 )). Therefore, by virtue of Part XV of the SFO, Mr. ZHAO Yongsheng is deemed to be interested in all the Domestic Shares held by
Shanghai Qiangang Investent Management LP. (D 00000000000 (O0O0OO)) in the Company.

) Shanghai Shengge Investment Management Co., Ltd. (D0 0000000000 ) is the general partner of Shanghai Qiangang Investent
Management LP. (DO00000000O0O0O (0000 )) and Shanghai Tanying Investment L.P. (D 000000000 (OOOO)).
Therefore, by virtue of Part XV of the SFO, Shanghai Shengge Investment Management Co., Ltd. (D0 O0O000O00O0OO0OO ) is deemed
to be interested in all the Domestic Shares held by Shanghai Qiangang Investent Management L.P. (D 00000000000 (ODOOO))
and Shanghai Tanying Investment L.P. (0 000000000 (OO0 O ))in the Company.

8) Qingdao Jinshi Haorui Investment Co., Ltd. (00000 O OO OO 0O O ) is wholly held by Jinshi Investment Co., Ltd. (000 O O00O0O0O).
Therefore, Jinshi Investment Co., Ltd. (DO OO OO OO ) is deemed to be interested in the Domestic Shares held by Qindao Jinshi Haorui
Investment Co., Ltd. (D0 000000 OOOO ) in the Company by virtue of Part XV of the SFO.

Save as disclosed above, as of December 31, 2018, to the knowledge of the Directors, no other person (other than a
Director, a Supervisor or chief executive of the Company) had, or was deemed or taken to have interest or short position in
the Shares or underlying Shares which would fall to be disclosed to the Company under the provisions of Divisions 2 and 3
of Part XV of the SFO, or which were recorded in the register kept by the Company pursuant to Section 336 of the SFO.

Directors’ and Supervisors’ Rights to Acquire Shares or Debt Securities

At no time during the Reporting Period was the Company or any of its subsidiaries a party to any arrangement to enable
the Directors, the Supervisors, or chief executives of the Company (including their spouses or children under 18 years of
age) to acquire benefits by means of acquisition of Shares in, or debentures of, the Company or any other body corporate.

Connected Transaction

The Board confirms that none of the related party transactions set out in “Notes to the Financial Statements — Related
parties and related party transactions” of this annual report constituted connected transactions or continuing connected
transactions under Chapter 14A of the Hong Kong Listing Rule