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Financial Highlights

Principal Financial Data and Indicators

For the year ended December 31,

2019 2018 2017 2016 2015

RMB’ 000 RMB’000 RMB’ 000 RMB’000 RMB’ 000

Revenue 860,692 745,972 666,436 415,408 343,674

Profit before income tax 55,523 106,910 69,863 92,139 70,170

Income tax expense (17,295) (31,941) (22,027) (26,588) (18,548)

Net profit 38,228 74,969 47,836 65,551 51,622
Net profit attributable to

Shareholders of the Company 57,289 80,596 49,071 68,832 55,709

Non-controlling interests (19,061) (5,627) (1,235) (3,281) (4,087)

As of December 31,

2019 2018 2017 2016 2015

RMB’000 RMB’000 RMB’000 RMB’ 000 RMB’ 000

Total assets 2,117,352 1,840,724 1,690,401 1,603,382 1,224,434

Total liabilities 855,843 635,451 579,904 562,012 262,205

Total equity 1,261,509 1,205,273 1,110,497 1,041,370 962,229

Equity attributable to
Shareholders of the Company 1,164,484 1,120,995 1,051,834 1,008,383 959,716
Non-controlling interests 97,025 84,278 58,662 32,987 2,513
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Chairman’s Statement

Dear Shareholders,

2019 is the last year of the first five-year strategic plan for the Group, and also an important year for our policy of

13



WENZHOU KANGNING HOSPITAL CO., LTD.

2019 ANNUAL REPORT

Chairman’s Statement

In early 2020, the COVID-19 outbreak pulled at the heartstrings of people in all sectors of society. As a listed company in
the medical service industry, the Group actively participated in the fight against the COVID-19 outbreak while doing its
own epidemic prevention work. We provided free psychological crisis intervention for the public through the psychological
counseling hotline and Internet hospital platforms such as WeDoctor. In addition, we appointed senior psychological
experts to go to the front of Wuhan with Zhejiang medical team. During the epidemic period, due to traffic control, the
Group provided remote diagnosis and treatment through cloud hospitals and offered door-to-door inspection and drug
delivering, so as to ensure the drug supply for patients of long-term medication with chronic mental disorders, then the
COVID - 19 will not have any significant impact on the business performance and financial status of the Company.

Looking forward, the National Medical and Health System Reform will be further deepened. While controlling the dramatic
rise in overall cost, the medical insurance department will constantly adjust the cost structure and improve the service value
of medical personnel. In addition, after the COVID-19 outbreak, China will probably increase investment in public health
and gradually open medical insurance payment for remote diagnosis and treatment, which will create opportunities for the
development of Internet medical services. In the face of opportunities and challenges, we will continue to plough deep in
psychological healthcare and treatment, unswervingly focusing on the Group’s development strategy and core values. We
will implement the strategy of “Talent First” and “Rejuvenate the hospital through science and technology”, build a social
hospita3 -1(t13 -1.5chological nce depart.38ronic mmo as,y)Tjpl valo wril ta newl dap19 o throughleostpWuhgtrategy and c.
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Management Discussion and Analysis

Business Review and Outlook

Psychiatric Specialized Medical Service Industry in China

With the economic development and the continuous improvement of the material living standards of the people, they are
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Management Discussion and Analysis

Business Review

In 2019, the National Healthcare Security Administration implemented a series of reform measures to control medical
insurance expenditure, such as procurement with volume in 4+7 pilot cities and the reform of medical insurance payment
methods. The Group actively adjusted its strategy to adapt to medical insurance supervision requirements. While ensuring
the quality of healthcare services, the Group improved and adjusted the charging structure to control medical expenses. The
following progress has been made:

In 2019, the Group’s owned hospital business developed steadily. Hangzhou Yining Hospital, Taizhou Kangning Hospital
and Lugiao Cining Hospital, which were opened in 2018 as well as Wenling Nanfang Hospital, Nanjing Yining Hospital,
Guanxian Yining Hospital and Heze Yining Hospital, which were consolidated by mergers and acquisitions, all have been
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Management Discussion and Analysis

Looking into the future, with the further development of building a healthy China and the strong demand for healthcare
service, the medical insurance payment methods will be more scientific and reasonable. While expanding the healthcare
service network, the Group will further optimize the service positioning, actively dock with commercial insurance,
vigorously expand non-medical insurance business, further develop high-end markets with special needs, explore the
internet medical service model and strive to achieve stable and sustainable development of healthcare business.

Business Highlights

In 2019, the Group’s informatization was further improved, and a series of core systems of psychiatric specialty hospitals
initially achieved independent research and development and independent copyright and were officially sold. In addition,
the Group also jointly established overseas academician work stations with Canadian experts, and was committed to
cooperating in artificial intelligence research and medical clinical education.
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Management Discussion and Analysis

Business Outlook

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

(i)

(i)

(iii)

Risk relating to high reimbursement amount from public medical insurance. From 2017 to 2019, reimbursement
amount from public medical insurance accounted for 53.8%, 56.6% and 58.2% 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;

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

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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Management Discussion and Analysis

Financial Review

The Group recorded revenue of RMB860.7 million during the Reporting Period, representing an increase of 15.4%
as compared with 2018. Among them, the revenue from operating owned hospitals amounted to RMB793.5 million,
representing an increase of 12.3% as compared with 2018. During the Reporting Period, the average inpatient spending
per bed-day of the Group’s owned hospitals has decreased, thus the gross profit margin of our owned hospitals decreased
to 22.3% (2018: 33.2%). As such, the overall gross profit of the Group decreased to RMB204.5 million, representing a
decrease of 18.9% as compared with that of 2018. During the Reporting Period, net profit attributable to equity holders of
the Company amounted to RMB57.3 million, representing a decrease of 28.9% as compared with 2018.

Revenue and Cost of Revenue

11
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Management Discussion and Analysis

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,

2019 2018
(RMB’000) (RMB’000)
Treatment and general healthcare services
Revenue 587,874 539,548
Cost of revenue 441,786 331,883
Gross profit 146,088 207,665
Pharmaceutical sales
Revenue 205,616 167,103
Cost of revenue 174,398 140,330
Gross profit 31,218 26,773
Owned hospitals
Revenue 793,490 706,651
Cost of revenue 616,184 472,213
Gross profit 177,306 234,438

During the Reporting Period, revenue from operating the Group’s owned hospitals amounted to RMB793.5 million,
representing an increase of RMB86.8 million as compared with 2018, mainly due to the fast business development of
Guanxian Yining Hospital, Hangzhou Yining Hospital and Taizhou Kangning Hospital. During the Reporting Period,
the gross profit of the Group’s owned hospitals decreased by 24.4% as compared with that of 2018, mainly due to (i)
the bed utilization rate was relatively low in newly opened owned hospitals in 2018; (ii) the Group adjusted its internal
medical service constructure to adapt to the reform of the medical insurance payment methods; (iii) the substantial
increase in employee benefits and expenses brought by the expanding network of medical facilities in the Group; and (iv)
pharmaceutical sales prices declined as a result of the drug expenditure cutting.
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Management Discussion and Analysis
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Management Discussion and Analysis

During the Reporting Period, inpatient revenue amounted to RMB668.3 million, representing an increase of 10.6% as
compared with 2018, primarily due to: (i) the number of the Group’s inpatient bed-days increased by 23.8% arising from
the increase of inpatient beds in Wenling Nanfang Hospital, Taizhou Kangning Hospital, Hangzhou Yining Hospital,
Heze Yining Hospital and Guanxian Yining Hospital; and (ii) the average inpatient spending per bed-day of the Group’s
owned hospitals decreased by 10.7% caused by reform of medical insurance payment methods. The proportion of inpatient
revenue to revenue from operating owned hospitals decreased to 84.2% (2018: 85.5%).

During the Reporting Period, outpatient revenue amounted to RMB125.2 million, representing an increase of 22.5%
as compared with 2018, primarily due to: (i) the increase of outpatient visits by 20.3%; and (ii) the average outpatient
spending per visit increased by 1.6% as the number of high-end patients rose. The proportion of outpatient revenue to
revenue from operating owned hospitals increased to 15.8% (2018: 14.5%).

During the Reporting Period, due to the increase of both inpatient and outpatient business, revenue from treatment and
general healthcare services increased by 9.0% as compared with 2018, the proportion of which to revenue from operating
our owned hospitals decreased to 74.1% (2018: 76.4%); revenue from pharmaceutical sales increased by 23.0% as
compared with 2018, accounting for 25.9% of revenue from operating owned hospitals (2018: 23.6%), of which: the
proportion of revenue from inpatient pharmaceutical sales to total inpatient revenue increased to 16.5% (2018: 14.5%),
and the proportion of revenue from outpatient pharmaceutical sales to total outpatient revenue reduced to 76.1% (2018:
77.7%).

Cost of revenue of the Group’s owned hospitals primarily consisted of pharmaceuticals and consumables used, employee
benefits and expenses, leasing expenses, depreciation of right-of-use assets, 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,
2019 2018
(RMB’000) (RMB’000)
Pharmaceuticals and consumables used 222,516 177,106
Employee benefits and expenses 206,523 158,047
Leasing expenses 2,225 27,938
Depreciation of right-of-use assets 29,860 —
Depreciation and amortization 62,804 45,222
Canteen expenses 35,940 25,331
Testing fees 17,325 14,093
Others 38,991 24,476

Cost of revenue of owned hospitals 616,184 472,213
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Management Discussion and Analysis

During the Reporting Period, the cost of revenue of the Group’s owned hospitals increased to RMB616.2 million,
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Gross Profit and Gross Profit Margin

During the Reporting Period, total gross profit of the Group amounted to RMB204.5 million, decreased by 18.9% as
compared with 2018. The gross profit of the owned hospitals businesses amounted to RMB177.3 million, representing a
decrease of 24.4% as compared with 2018. The table below sets forth a breakdown of the gross profit margin of different
businesses for the periods indicated:

For the year ended December 31,

2019 2018
Treatment and general healthcare services 24.9% 38.5%
Pharmaceutical sales 15.2% 16.0%
Owned hospitals businesses 22.3% 33.2%
Property and other businesses 40.5% 45.3%
Consolidated gross profit margin 23.8% 33.8%

During the Reporting Period, consolidated gross profit margin of the Group decreased to 23.8% (2018: 33.8%), of which
the gross profit margin of treatment and general healthcare services decreased by 13.6 percentage points as compared
with 2018, mainly due to the decrease in the average inpatient spending per bed-day resulting from medical insurance
expenditure containment. The gross profit margin of pharmaceutical sales decreased by 0.8 percentage point as compared
with 2018, mainly due to the payment standard for certain drugs have been further cut down, which was caused by
implementation of the nationwide lowest drug price linkage in Zhejiang Province from May 1, 2019.

Tax and Surcharge

During the Reporting Period, the tax and surcharge of the Group amounted to RMB5.2 million (2018: RMB5.7 million),
mainly included property tax related to the new building of Wenzhou Kangning Hospital as well as taxes related to the
property business of Wenzhou Guoda.

Selling Expenses

During the Reporting Period, the selling expenses of the Group amounted to RMB8.0 million (2018: RMB5.1 million),
which increased a lot as compared with 2018, mainly because the Group has set up the brand department to enhance the
brand influence. The selling expenses accounted for 1.0% of the revenue from operating owned hospitals of the Group (2018:
0.7%).
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Administrative Expenses

During the Reporting Period, administrative expenses of the Group primarily consist of benefits and expenses for the
management and administrative staff, 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,
2019 2018
(RMB’000) (RMB’000)

17
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Finance Expenses — Net

Our finance income includes interest income from bank deposits, and the finance expenses include exchange losses,
borrowing interest expense, the interest expenses on lease liabilities 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,
2019 2018
(RMB’000) (RMB’000)
Interest income 4,477 3,683
Exchange (losses)/gains (643) 4,074
Borrowing interest expense (12,307) (8,850)
Interest expenses on lease liabilities (12,415) —
Amortization of unrecognized financial charge (1,841) (5,511)
Others (759) (567)
Finance expenses — net (23,488) (7,171)

During the Reporting Period, the net finance expenses of the Group amounted to RMB23.5 million, representing an increase
of RMB16.3 million as compared with 2018, mainly due to: (i) an increase of RMB3.5 million arising from interest expense
of bank borrowings during the Reporting Period; and (ii) an increase of RMB12.4 million arising from the interest expenses
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Investment Gains/(Losses)

Our investment gains/(losses) consist of share of investments gains/(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 gains/(losses)
for the periods indicated:

For the year ended December 31,

2019 2018

(RMB’000) (RMB’000)

Share of losses of investments accounted for using the equity method (3,403) (10,029)
Gains arising from disposal of long-term equity investment 26,213 1,727
Interest from structured deposit 702 -
Dividend income from funds 824 -
24,336 (8,302)

During the Reporting Period, our investment gains amounted to RMB24.3 million, mainly due to RMB22.3 million of
investment gains arising from disposal of equity investment from the capital increase in Beijing Yining Hospital of the
Group and transferring from other equity, RMB3.9 million of investment gains from disposal of equity investment from
the capital increase in Huainan Kangning Hospital and RMB6.6 million of the share of losses of investments accounted for
using the equity method in associates.

Assets Impairment Losses and Credit Impairment Losses

During the Reporting Period, assets impairment losses and credit impairment losses increased to RMB29.3 million in total
(2018: RMB23.5 million), accounting for 3.4% of the Group’s total revenue (2018: 3.2%). As at December 31, 2019
and 2018, the provisions for bad debts of accounts receivables of the Group’s owned hospitals businesses amounted to
RMB21.4 million and RMB21.5 million respectively and accounted for 7.1% and 7.3% of total accounts receivables of the
owned hospitals businesses at the corresponding time.

19
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Management Discussion and Analysis

Non-Operating Income (Expenses) and Other Gains

Our non-operating income mainly consists of government subsidies, and non-operating expenses mainly consist of donation
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Financial Position

Inventory

As of December 31, 2019, inventory balances amounted to RMB23.6 million (as of December 31, 2018: RMB20.8 million),
mainly include: (i) the medical inventory and turnover materials of RMB21.0 million (as of December 31, 2018: RMB18.2
million); and (ii) completed development properties of RMB2.6 million (as of December 31, 2018: RMB2.6 million),
representing Phase 1l Works of Business Center of Wenzhou Higher Education Mega Center developed by Wenzhou Guoda,
Room 2701, Room 2806, Room 2807 and Room 2808. The table below sets forth the details of completed development
properties held by us during the Reporting Period:

Completed property Phase 1l Works of Business Center of Wenzhou Higher Education Mega Center,
Room 2701, Room 2806, Room 2807 and Room 2808

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

Interests of the Group 75%

Land area (Approx.) (Sg. m.) 19.3

Total floor area (Approx.) (Sg. m.) 325.73

Usage Commercial, financial and office

Stage Completed and accepted

Completion date June 30, 2017

Accounts Receivables

As of December 31, 2019, the balance of accounts receivables amounted to RMB310.5 million (as of December 31,
2018: RMB299.8 million), among which, the balance of accounts receivables for owned hospitals businesses amounted to
RMB281.7 million, representing an increase of 3.09% as compared with that of December 31, 2018, mainly due to the
increase of our revenue from operating owned hospitals during the Reporting Period as compared with that of 2018, which
was in line with the increase of business volume of our healthcare facilities.

During the Reporting Period, the accounts receivables turnover days of the Group’s owned hospitals businesses were 128
days (2018: 122 days).
Other Receivables and Prepayments

As of December 31, 2019, other receivables and prepayments decreased to RMB68.7 million (as of December 31, 2018:
RMB74.7 million).

21
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Investment Properties

As of December 31, 2019, the balance of investment properties amounted to RMB110.9 million (as of December 31, 2018:
RMB128.6 million), representing Phase | Works of Business Center of Wenzhou Higher Education Mega Center (3/F) and
Phase 0 Works of Business Center of Wenzhou Higher Education Mega Center (2/F to 11/F) held by Wenzhou Guoda.
During the Reporting Period, Phase | Works of Business Center of Wenzhou Higher Education Mega Center (4/F) has been
entirely sold, and there was no significant change in the fair value of the remaining investment properties. Set out in the
following table are the details of the investment properties held by us at the end of Reporting Period:

Investment property Phase | Works of Business Center of Wenzhou Higher Education Mega Center
(3/F)

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

Interests of the Group 75%

Land area (Approx.) (Sg. m.) 2,133.52

Total floor area (Approx.) (Sg. m.) 7,367.61

Usage Non-residential

Whether a freehold property 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

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

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

Interests of the Group 75%

Land area (Approx.) (Sg. m.) 6,602.26

Total floor area (Approx.) (Sg. m.) 11,850.34

Usage Commercial, office and hotel

Whether a freehold property 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

Other Non-current Financial Assets

As of December 31, 2019, balance of other non-current financial assets amounted to RMB51.3 million (as of December
31, 2018: RMB51.0 million). During the Reporting Period, the fair value of other non-current financial assets increased by
RMBO0.3 million as compared with that of 2018.

Right-of-use Assets

As of December 31, 2019, right-of-use assets amounted to RMB235.3 million (as of December 31, 2018: Nil), mainly due
to the adoption of the New Lease Standard.
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Accounts Payables

As of December 31, 2019, accounts payables increased slightly to RMB75.6 million (as of December 31, 2018: RMB73.6
million).

Contract Liability

As of December 31, 2019, contract liability increased to RMB8.6 million (as of December 31, 2018: RMB2.2 million).

Other Payables

As of December 31, 2019, other payables increased to RMB133.3 million (as of December 31, 2018: RMB129.8 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,

2019 2018

(RMB’000) (RMB’000)

Net cash generated from operating activities 111,290 66,521
Net cash used in investing activities (140,531) (155,481)
Net cash generated from financing activities 7,762 37,374
Net decrease in cash and cash equivalents (22,115) (50,472)

Net Cash Generated from Operating Activities

During the Reporting Period, net cash generated from operating activities amounted to RMB111.3 million, primarily
consiion a.mara.m2 5million).Othel7g the Repoed from OpUactivitles

23
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Net Cash Generated from Financing Activities

During the Reporting Period, net cash generated from financing activities amounted to RMB7.8 million, mainly due to a net
inflow of RMB85.0 million in bank borrowings and an outflow of approximately RMB58.0 million caused by repayment
of leasing liability.

Significant Investment, Acquisition and Disposal

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

Indebtedness

Bank Borrowings

As of December 31, 2019, the balance of bank borrowings of the Group amounted to RMB310.0 million (as of December
31, 2018: RMB225.0 million), primarily attributable to repayment of borrowings of RMB185.0 million and an increase in
borrowings of RMB270.0 million during the Reporting Period.

Contingent liability

As of December 31, 2019, the Group had no contingent liability 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, to the China Zheshang Bank as pledge for providing corresponding credit facilities to the
Company. As of December 31, 2019, no loan has been applied to the China Zheshang Bank.

Lease Liabilities

The lease liabilities of the Group primarily consist of operating lease arrangements. As of December 31, 2019, the present
values of unsettled lease payments under non-cancellable lease agreements, after deducting an amount of RMB27.1 million
which is due within one year, were RMB183.8 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 in a timely manner.
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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
exchange rate of HKD against RMB. The Group is exposed to foreign exchange risks accordingly.

As of December 31, 2019, the Group has not used any derivative financial instruments to hedge against its exposure to
currency risks. The management of the Company 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.

Gearing Ratio

As of December 31, 2019, the Group’s gearing ratio (total liabilities divided by total assets) was 40.4% (as of December
31, 2018: 34.5%), mainly due to an increase of the gearing ratio caused by the recognition of use right assets and leasing
liabilities with the adoption of New Lease Standard.

Employees and Remuneration Policy

As of December 31, 2019, the Group had a total of 2,845 full-time employees (as of December 31, 2018: 2,581 full-
time employees). During the Reporting Period, employees’ remuneration (including salaries and other forms of employee
benefits) amounted to approximately RMB288.7 million (2018: RMB221.6 million). The average employees’ remuneration
is RMB109.5 thousand per year (including social medical insurance scheme and housing grant scheme bore by the Group).
The remuneration is determined with reference to the salary level in the same industry and the qualifications, experience
and performance of an employee.

In order to fully mobilize the enthusiasm of senior management and core technical personnel of the Group, the Company
drafted the Equity Incentive Scheme for the Year 2018 of Wenzhou Kangning Hospital Co., Ltd. (the “Equity Incentive
Scheme”), which was considered and approved at the annual general meeting of the Company for the year 2017 which has
been convened on June 13, 2018 (the “2017 AGM?). Unless otherwise specified, capitalized terms used below shall have the
same meanings as those defined in the announcement of the Company dated May 29, 2018 and the supplementing circular
of the Company dated May 30, 2018.

After the consideration and approval at the 2017 AGM, and confirmation at the 8th meeting of the second session of the
Board of the Company held on August 20, 2018, the actual first grant comprised of 165 persons, the actual aggregate
number of Shares first granted was 1,818,529 Shares.

25
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After the consideration and approval at the 15th meeting of the second session of the Board of the Company convened on
August 26, 2019, incentive Shares were granted to the second phase participants. The second phase participants include
core technical personnel of the Company and other persons who, in the opinion of the Board, shall be incentivized. The
grant of the second phase grant scheme comprised of 37 persons, and the total number of Shares granted was 273,161
Shares. As 14 persons voluntarily abstained to subscribe, the actual grant comprised of 23 persons, and the actual aggregate
number of Shares granted was 180,516 Shares, representing 0.2391% of total issued share capital of the Company at the
grant date. 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).

Number of grant
representing

Number of Number of total issued share

persons granted Shares granted capital of the

Category of personnel (person) (Share) Company

Core technical personnel 17 142,311 0.1885%
Other persons who, in the opinion of the Board,

shall be incentivized 6 38,204 0.0506%

Total 23 180,516 0.2391%

The Shares granted to the participants are restricted Shares of the Company.
The incentive Shares under the incentive scheme comprise reserved Shares of Wenzhou Zhenyan Kangning Investment
Management LP.OOODO0OO0OOOOOOODODOOOOOOOOIbuilt with incentive Shares under the first grant.

Participants shall subscribe for and contribute capital at the Grant Price and become a limited partner of the Partnership.

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

Incentive Shares under the grant shall be unlocked in one go after 48 months from the date of the 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, 2019.

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 the major risks and uncertainties that the Group may be exposed to are set out in the
“Management Discussion and Analysis — Business Outlook™ of this annual report.

Financial Highlights and Results
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Environmental Policies

The Group is conscious of its environmental protection obligations and activ