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FINANCIAL SUMMARY

CONSOLIDATED RESULTS

The year ended The year ended The year ended The year ended The year ended
December 31, 2020 December 31, 2019 December 31, 2018 December 31, 2017 December 31, 2016
RMB’000 %  RMB’000 % RMB'000 % RMB'000 % RMB'000 %

Revenue
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CEO’S STATEMENT

Dear Shareholders,

In June 2020, the Group successfully completed the transition of the Board and the management team.
| was appointed as the Chairman and the acting CEO of the Group. Based on the full review, objective
analysis and due consideration of the achievements and problems of the previous management during
its term, the new management has formulated and defined the new “Three-step” strategy from the
perspectives of rebuilding corporate culture, adjusting management and control model, as well as
optimising institutional development. Since the new management came on board, the Group adopted
the new decision-making process to support the stable operation of all the hospitals owned, managed
and founded by the Group (the “Group Hospital(s)”) . Apart from consistently enhancing the quality
of its assets, the Group has also been actively exploring innovative operating models to consistently
strengthen the existing business portfolios, thereby striving to become a large technological medical
service group.

I Review of Results of Operations

The outbreak of the COVID-19 pandemic marked the beginning of 2020. Strict pandemic
prevention and control measures brought great shock and challenges to offline medical services.
At the same time, more thorough medical reform policies in relation to DRGs and healthcare
associations (0 0 0) also had a profound impact on the development trend and competitive
landscape of the domestic medical industry. In the first half of 2020, the business results of
Group Hospitals underperformed as compared to the corresponding period of the previous year
due to the pandemic. As China gradually brought the outbreak under control in the second half
of the year, each Group Hospital took initiative to adjust the business portfolios and actively
implemented the management and control measures of the Group, which stabilized and improved
their operating results.

Throughout 2020, the total revenue of Group Hospitals slightly decreased by only approximately
2% from last year. As compared to the decline of approximately 18% in revenue for the
first quarter and approximately 8% in revenue for the first half of the year, the year-on-year
contraction showed a steadily narrowing trend. The annual operating revenue of the Group has
decreased by approximately 2.8% year-on-year, while the adjusted net profit has grown by
approximately 10.4% year-on-year.
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Strategic Plans and Achievements of the Year

In June 2020, the Group successfully completed the transition of the management team. Besides
maintaining the stable operation of all Group Hospitals, the Group responded to the development
of the medical service industry in the new era and adapted to the medical regulatory environment
under new medical reform policies. Following the exploration and examination by the general
manager’s office, the Group formulated the “Three-step” strategic development plan with a focus
on “strengthening the management and control system, enhancing the quality of assets and
exploring innovative business models”.

As the first step, the Group strengthened the management and control system to further
establish standards and rules, so as to optimize its management and control system and rebuild
the corporate culture. Relevant tasks were largely completed within the year, which mainly
included:

1. Further clarifying the management and control model. The Group identified the general
manager’s office as the highest deliberative body for issues within the Board’s authority.
It also specified its responsibility in strategy, talent and capital management and control,
while establishing a matrix management model with information system as the underlying
infrastructure and management tool;

2. Optimizing the management team. On the group level, the Group successively introduced
several senior management members including the Group’s Chief Technology Officer,
the Development Director and the Supply Chain Director of the Company. In addition, it
assigned two Medical Directors to set up the medical management department, which took
charge of managing medical quality and standardizing the diagnosis and treatment system
at hospitals. On the hospital level, the Group appointed Mr. Zhang Jiamin and Mr. Wang
Jianping as the hospital administrator of Zhejiang Jinhua Guangfu Oncological Hospital
(“Jinhua Hospital”) and Jiande Hospital of Traditional Chinese Medicine Co., Ltd. (“*Jiande
Hospital”) , respectively;

3. Establishing the incentive and binding mechanism for hospital administrators. In order to
enhance the responsibility management for objectives of Group Hospitals and allow hospital
administrators to perform their role as the primary person in charge in hospital operation,
the Group has set up the appraisal mechanism for hospital administrators that are linked to
the annual business plans of Group Hospitals. This has clarified the incentive and binding
principles for hospital administrators;

HOSPITAL CORPORATION OF CHINA LIMITED



CEO’S STATEMENT

Building a professional training system. Leveraging on external resources from the medical
management consultancy industry, the Group successfully organized three advanced training
sessions for the hospital operation team on various topics, including hospital management,
new hospital development model and hospital quality management. It developed an internal
professional training system to educate key hospital management personnel and medical
professionals about the latest medical management concepts and offer them a platform to
practise what they have learnt; and

Launching the staff incentive scheme. To facilitate team building and motivate the
workforce, the Group approved the staff incentive scheme and completed the establishment
of trusts thereof in January 2021.

As the second step, the Group enhanced the quality of assets. Its key tasks included building

its own supply chain system and information system and giving full support to the development

of the medical service network with Jinhua Hospital as the regional center. Details of the progress

are as follows:

1.

Building the information system of the Group. Apart from leading the restructuring of the
information & technology department, the Chief Technology Officer is also responsible
for the overall IT infrastructure construction and digitalization of the Group and the Group
Hospitals. While promoting hospital information infrastructure construction and application
upgrade at Jinhua Hospital as a pilot project, the Group drew experience therefrom to
update and optimize the overall IT blueprint and plan, so as to implement, design and launch
the group-wide digitalized medical operation solutions in phases;

Establishing the supply chain system of the Group. The Supply Chain Director guided
the development of the supply chain system of the Group. The Group has decided on the
registered address of the supply chain company and applied for licenses to supply drugs.
At the same time, it is planning to build a supply chain system that covers drug inventory
management; and

Developing Jinhua Hospital as the regional center of the Group. The Group has offered

maximum talent, financial and material resources to support Jinhua Hospital. Taking
up frontline responsibility in hospital operation management, the medical management
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As the third step, the Group explored innovative business models. Based on the characteristics
of medical service development in the new era, the Group will further enrich the existing
business mix. It will gradually transform from a medical group that principally engaged in merger,
acquisition and operation of hospitals into a large medical service technology group. The Group
will, for instance, expand upstream and downstream services in the industry chain, such as
ancillary services of the supply chain and medical waste treatment. With a focus on integrated
medical services, it will also explore innovative business models such as CRO, biotechnology,
intelligent healthcare and big data in healthcare. Meanwhile, it will seek strategic cooperation
with major online medical platforms for the joint development of the offline medical industry.

1. Optimizing the capital structure of the Group. Based on the review and analysis of the
existing capital structure of the Group, the new management team has been actively
engaging with, among others, external investment banks and commercial banks to explore
possible optimization solutions for its capital structure ever since they took office. This laid
a solid foundation for the Group to expand its innovative business; and

2. Researching into the direction of business model innovation. The investment department
of the Group played a leading role in the in-depth research of the latest development trend
in the current medical service industry, thereby exploring potential opportunities for business
model innovation in the future. This includes but is not limited to upstream and downstream
medical services in the industry chain, internet healthcare, onsite intelligent healthcare,
third-party cooperation and empowerment, and construction of the supply chain system for
the Group.
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CEO’S STATEMENT

Pandemic Control

In view of the COVID-19 outbreak in early 2020, the Group promptly took responsive measures
in a proactive manner and swiftly published the “Notice on Effective Prevention and Control of
COVID-19 Pandemic and Proper Provision of Normal Diagnosis and Treatment Services (U
0000000000000 00DU0Uo0o0ooooogor’oO0)”. It also organized various
pandemic prevention measures at Group Hospitals to keep them in order, which involved
the operation of fever clinics, medical treatment, online consultation, promotion of pandemic
prevention and supplies sourcing. In particular, a total of 144 employees at Jinhua Hospital
volunteered to support the fight against pandemic in Wuhan. According to the requirements of
relevant authorities in Jinhua, the hospital sent a number of medical staff to offer diagnosis and
treatment in pandemic-stricken areas directly. This demonstrated our employees’ willingness
to take responsibility and to consider the overall situation. Meanwhile, the Group advocated
the resumption of operation and production at Group Hospitals to be carried out in an orderly
manner. Taking full precautions against the disease, our medical staff distributed medicines
to enterprises, on the streets and in villages, so as to help implement pandemic prevention
measures and reduce patients’ chances of infection on their way to hospitals. This has gained
wide recognition from local governments and the pubilic.

In 2020, Jinhua Hospital was honored as the “Advanced Unit in combating COVID-19 pandemic
in Zhejiang Province (000000000 O O0O)”. Shanghai Yangsi Hospital (“Yangsi Hospital”)
was awarded “Advanced Socially-run Medical Institution in Pandemic Prevention in Shanghai
(CODO0O0O0O0DO0O0OO0OO0DOoOOOOO)”. Many hospital staff also won the “Advanced
Individual in COVID-19 Pandemic Prevention (00000000 OO)” award. These accolades
not only showcased the commitment of the Group and its hospitals to their social reputation
and corporate responsibility, but also illustrated the benevolence and professionalism of all our
medical staff.

Despite the resurgence of the number of COVID-19 cases in early 2021, the Group and the Group
Hospitals already had countermeasures in place. Guided by the pandemic prevention policies
promulgated by the national and local governments, we responded to the situation properly
with stringent but humane measures as we remained cautious yet optimistic. We have taken our
corporate social responsibility as a medical group, and fully demonstrated the commitment of all
our staff. | am proud to have them as my colleagues.
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IV. Outlook

The COVID-19 pandemic will continue to have an impact on the medical service industry. The
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MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS OVERVIEW

Business positioning

The Group adheres to the “Three-step” development strategy that centers on “strengthening the
management and control system, enhancing the quality of assets and exploring new business
models”. It aims to gradually transform itself from a medical group that principally engaged in
merger, acquisition and operation of hospitals into a large medical service technology group. Since
the new management came into office, the Group has been adopting the following path of business
development and management optimization measures to achieve its strategic goals:

° Strengthening the management and control system. The Group’s objectives were to further
establish standards and rules, refine its management and control system, improve the corporate
culture, set up a scientific training system and optimize the incentive and binding mechanism for
hospital administrators of all Group Hospitals;

° Enhancing the quality of assets. Apart from further upgrading the medical service quality of all
hospitals, the Group also built the supply chain system, developed the management framework
with the informatization system as the fundamental structure to support management, and
established the regional medical service network; and

° Exploring new business models. In the future, the Group will further enrich its business mix by
expanding upstream and downstream services in the industry chain, such as ancillary services
of the supply chain and medical waste treatment. With a focus on integrated medical services,
it will also explore new business models such as CRO, biotechnology, intelligent healthcare and
big data in healthcare. Meanwhile, it will seek strategic cooperation with major online medical
platforms for the joint development of the offline medical industry.
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MANAGEMENT DISCUSSION AND ANALYSIS

Business layout

Through new construction or investment and M&A, the Group has a number of medical institutions of
different classes in densely populated and economically developed regions in China, which form Class
Il hospitals with comprehensive strength as regional medical centers, and radiate and drive a number
of Class Il or Class | hospitals, and each regional medical network further forms a group medical
system;

Through the establishment of pharmaceutical distribution and medical device companies, the Group’s
“centralized procurement center (0 OO O OO)” has been using informatization technology to
continuously improve procurement efficiency, reduce procurement costs, boost inventory turnover
and increase the efficiency of fund utilization, thereby fully realizing the intensive and large-scale
advantages of the Group;

With its self-developed informatization system as the fundamental structure to support management,
the Group carried out an in-depth study of the increasingly abundant data on its healthcare operations
to analyze and explore clinical data, operational data and material data in order to continuously
enhance the quality of diagnosis and treatment at hospitals, improve operating efficiency, reduce
hospital operating costs and explore the application of big data in healthcare. Based on the
advantageous brand disciplines of each Group Hospital, the Group built the “internet hospital (O O
0 0O0)” in collaboration with major internet medical platforms for the joint development of offline
medical assets. It integrated its internal and external medical resources, established a new online and
offline integration model of inter-hospital collaboration, collaboration between doctors and doctor-
patient communication, so as to continuously increase the service offering and extend the reach of
services of the Group and the Group Hospitals, thereby enriching the business development paths.
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MANAGEMENT DISCUSSION AND ANALYSIS

INDUSTRY OVERVIEW

Throughout 2020, the COVID-19 pandemic had a great impact on China’s medical service industry.
Changes in patients’ behaEr6.65 0Tr resultedtiena short-term declinstry 20,-ts
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MANAGEMENT DISCUSSION AND ANALYSIS

Intensifying the supply chain reform. In addition to the nation’s bulk procurement of medicines,
many provinces and cities procured drugs in bulk through “procurement alliances” or on a
standalone basis. In September, the procurement of coronary stent marked the nation’s first bulk
purchase of high-value consumables. It is expected that the country will increase and expand its
bulk procurement in the future. In terms of hospital revenue, the profit margins of medicines and
consumables are on the decline, and medical institutions that rely on “supporting the medical
industry by the pharmaceutical business (O O 0 0 )” face challenges. On the other hand, medical
expenses saved from bulk purchases are used to subsidize medical services. Thus, medical
institutions with a focus on medical services and academic development will have greater
competitive advantages and enjoy more rooms for development; and

More thorough reform on medical insurance payment. In parallel to the orderly commencement
of the DRGs payment pilot program, the National Healthcare Security Administration issued the
Notice on the Publication of Budget for Total Regional Payment on Point-based System and
Diagnosis-Intervention Packet Pilot Working Plan (O 0 0000000000000 OODOOO
O00O000D0O000 in October, which proposed Diagnosis-Intervention Packet model to be
piloted in 71 cities. With its extensive coverage and high flexibility, this payment model will be
integral to China’s medical insurance audit. The intense development and implementation of the
medical insurance payment policy indicate that the medical service industry shall continuously
offer valid, reasonable and standardized treatment in compliance with relevant requirements.

As mentioned above, the promulgation of the Medical Promotion Law will offer policy support to and

bring more room for the development of socially-run medical institutions. In 2020, the COVID-19

pandemic posed great challenges to the national medical and healthcare service system. As a key

player of the industry, socially-run medical institutions overcame the difficulties by adapting to

changes and some of the outstanding and leading ones showed strong resilience and vitality. At the

same time, medical institutions with refined management capability and high-quality medical service

offerings gained further market share as a result of the medical reform policies implemented by the

state government, such as the bulk procurement and medical insurance payment policies. In 2021, we

will continue to adopt a conscientious and pragmatic approach to develop the medical service market

and boost the operating efficiency of existing hospitals. We will also explore medical technology and

other emerging fields in search of new markets.

14

HOSPITAL CORPORATION OF CHINA LIMITED



MANAGEMENT DISCUSSION AND ANALYSIS

RECENT DEVELOPMENTS

Time Event

May 19, 2020 On May 19, 2020, a loan agreement was entered into between Tibet Dazi
Honghe Ruixin Business Management Co., Lid.* (000000000000
0000, an indirect non wholly-owned subsidiary of the Company) (“Tibet
Dazi”) as lender and Zhejiang Jinhua Guangfu Oncological Hospital* (O O
O00000000) (“Jinhua Hospital”), a hospital managed by the Group,
as borrower. Pursuant to the loan agreement, Tibet Dazi has conditionally
agreed to grant a loan to Jinhua Hospital, for a term of 90 days from the
date of the relevant drawdown of each installment of the loan. The loan
amount was RMB45 million, and the loan interest rate is 4.79% per annum
which is subject to adjustment according to the applicable benchmark
interest rates as published by the People’s Bank of China from time to
time.

Please refer to the announcement of the Company dated May 19, 2020 for
further details.

June 23, 2020 With effect from June 23, 2020, (i) Mr. Shan Guoxin has resigned as an
executive Director, the chief executive officer of the Company (“Chief
Executive Officer”) , a member of the remuneration committee of the
Company (“Remuneration Committee”) and an authorised representative
of the Company (‘Authorised Representative”) under Rule 3.05 of the
Rules Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited (the “Listing Rules”) for personal development reasons;
(i) Mr. Zhao John Huan has resigned as a non-executive Director, the
chairman of the Board and the chairman of the nomination committee of
the Company (“Nomination Committee”) due to work arrangements; and
(iii) Mr. Li Peng has resigned as a non-executive Director and a member
of the audit committee of the Company (“Audit Committee”) due to work
arrangements.

Further, with effect from June 23, 2020, (i) Mr. Su Zhigiang has been
appointed as an executive Director, a member of the Remuneration
Committee and an Authorised Representative; (i) Mr. Chen Shuai has
been appointed as a non-executive Director, the chairman of the Board,
the acting Chief Executive Officer and the chairman of the Nomination
Committee; and (iii) Ms. Shi Wenting has been appointed as a non-
executive Director and a member of the Audit Committee.

*

For identification purposes only
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MANAGEMENT DISCUSSION AND ANALYSIS

Time

November 20, 2020

December 17, 2020

*

Event

On November 20, 2020, a loan agreement was entered into between Tibet
Honghe Zhiyuan Business Management Co., Ltd.* (0O DO OODOO0OO
00000, a wholly-owned subsidiary of the Company) (“Tibet Honghe
Zhiyuan”) as lender and Jinhua Hospital, as borrower. Pursuant to the loan
agreement, Tibet Honghe Zhiyuan has conditionally agreed to grant a loan
to Jinhua Hospital, for an availability period of three years from the date
of the loan agreement and a term of one year from the date of the relevant
drawdown of each installment of the loan. The loan amount was RMB100
million, and the loan interest rate is 4.79% per annum which is subject
to adjustment according to the applicable benchmark interest rates as
published by the People’s Bank of China from time to time.

With effect from November 20, 2020, (i) Mr. Chen Shuai, a non-executive
Director, has been re-designated as an executive Director; (i) Mr. Su
Zhigiang, an executive Director, has been re-designated as a non-
executive Director; (iii) Mr. Su Zhigiang has resigned as an Authorised
Representative under the Listing Rules due to work arrangements; and (iv)
Mr. Chen Shuai has been appointed as an Authorised Representative.

Please refer to the announcements of the Company both dated November
20, 2020 for further details.

On December 17, 2020, in accordance with the terms and conditions of the
convertible bonds with an aggregate principal amount of HK$468,000,000
issued by the Company on March 5, 2018 (the “Vanguard Convertible
Bonds”), the Company and Vanguard Glory Limited (“Vanguard Glory”)
entered into a deed of amendment to alter certain terms of the Vanguard
Convertible Bonds, subject to and effective from fulfilment of the
conditions precedent (the “Alteration of Terms”).

Pursuant to the Alteration of Terms, (i) the maturity date of the Vanguard
Convertible Bonds shall be extended from March 5, 2021 to December
29, 2023; and (i) in the event that the shares of the Company cease to
be listed or admitted to trading on the Stock Exchange, each bondholder
shall have the right, at such bondholder’s option, to require the Company
to redeem, in whole or in part (i.e. rather than in whole only), such
bondholder’s Vanguard Convertible Bonds.

For identification purposes only
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MANAGEMENT DISCUSSION AND ANALYSIS

Time Event

The Alteration of Terms was approved by the shareholders of the Company
other than Vanguard Glory at the extraordinary general meeting of the
Company held on February 22, 2021 and was approved by the Stock
Exchange subsequently.

Please refer to the announcements of the Company dated December
17, 2020 and February 22, 2021 and the circular of the Company dated
January 29, 2021 for further details.

January 15, 2021 Ms. Kwong Yin Ping Yvonne has tendered her resignation as (i) the
company secretary of the Company (the “Company Secretary”), (ii) an
Authorised Representative; and (iii) a process agent of the Company for
accepting on its behalf service of process or notices to be served on the
Company in Hong Kong under the Companies Ordinance (Chapter 622
of the Laws of Hong Kong) and Rule 19.05(2) of the Listing Rules (the
“Process Agent”) with effect from January 15, 2021. Ms. Ho Wing Yan has
been appointed as the Company Secretary, the Authorised Representative
and the Process Agent with effect from January 15, 2021.

January 18, 2021 The Board has approved the adoption of the share award scheme (the
“Share Award Scheme”) on January 18, 2021. The purposes of the Share
Award Scheme are (i) to encourage or facilitate the holding of shares of the
Company by the selected eligible participants of the Share Award Scheme
(the “SAS Eligible Participants”); (ii) to encourage and retain the SAS
Eligible Participants to work with the Group; and (iii) to provide additional
incentive for the SAS Eligible Participants to achieve performance goals,
with a view to achieving the objectives of increasing the value of the
Company and aligning the interests of the SAS Eligible Participants with
the Company’s shareholders through ownership of shares of the Company.

Please refer to the announcement of the Company dated January 18, 2021
for further details.

ANNUAL REPORT 2020 17



MANAGEMENT DISCUSSION AND ANALYSIS

EVENTS AFTER THE YEAR UNDER REVIEW

Ms. Kwong Yin Ping Yvonne has tendered her resignation as (i) the Company Secretary, (ii) the
Authorised Representative under Rule 3.05 of the Listing Rules and (iii) the Process Agent for
accepting on the Company’s behalf service of process or notices to be served on the Company
in Hong Kong under the Companies Ordinance (Chapter 622 of the Laws of Hong Kong) and Rule
19.05(2) of the Listing Rules with effect from January 15, 2021. Ms. Ho Wing Yan has been appointed
as the Company Secretary, the Authorised Representative and the Process Agent with effect from
January 15, 2021.

The Board has approved the adoption of the Share Award Scheme on January 18, 2021. Details of the
principal terms of the Share Award Scheme are set out in the announcement of the Company dated

January 18, 2021.

Save as disclosed above, the Group had no significant events after December 31, 2020 and up to the
date of this report.
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MANAGEMENT DISCUSSION AND ANALYSIS

Sale of pharmaceutical products

Revenue from sale of pharmaceutical products was derived from the business of Zhejiang Dajia
Medicines Co., Ltd. (“Dajia Medicines”) and its subsidiary, Honghe (Jinhua) Pharmaceutical Co., Ltd.
(“Honghe Jinhua”) , which are indirectly owned as to 70% by Jiande Hexu Enterprise Management
Co., Ltd. and are principally engaged in the supply of pharmaceutical products to customers. Revenue
from sale of pharmaceutical products decreased by approximately 52.0% from approximately RMB2.2
million in 2019 to approximately RMB1.1 million in 2020, mainly due to a decrease in Dajia Medicines’
and Honghe Jinhua’s income from the supply of pharmaceutical products to customers.

Cost of revenue

Our cost of revenue decreased by approximately 13.6% from approximately RMB237.0 million in 2019
to approximately RMB204.9 million in 2020. The decrease in costs was mainly attributable to (i) a
decrease of approximately RMB24.4 million in cost of inventories; and (ii) a decrease of approximately

RMB6.4 million in employee benefit expenses.

Administrative expensess incllion iximately RMB1.1 million in 25120. The decrease in costs was mainapenses
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MANAGEMENT DISCUSSION AND ANALYSIS

Other income

We recorded other income of approximately RMB3.5 million and approximately RMB4.8 million for
the years ended December 31, 2019 and 2020, respectively, representing a year-on-year increase
of approximately 39.1%. The increase was mainly attributable to the annual grant of approximately
RMB1.9 million received by Jiande Hospital from the People’s Government of Jiande city, to support
the development of private medical institutions established through social capital contribution.

Finance income and finance costs

Our finance income decreased by approximately RMB23.7 million from approximately RMB42.1 million
in 2019 to approximately RMB18.4 million in 2020, and such decrease was mainly attributable to (i)
a decrease of approximately RMB31.5 million in foreign exchange gains in relation to cash and cash
equivalents, which was offset by an increase of approximately RMB7.8 million in interest income from
demand deposit, term deposit, deposit held at call and loan to a related party, etc.

Our finance costs increased by approximately RMB30.8 million from approximately RMB23.6 million in
2019 to approximately RMB54.4 million in 2020, mainly due to an increase of approximately RMB34.8
million in foreign exchange losses in relation to cash and cash equivalents, which was offset by the
decrease in finance expenses in relation to other financial liability at amortized cost of approximately
RMB2.3 million and the decrease of approximately RMB1.7 million in interest expenses on bank
borrowings.

Income tax credit/ (expense)

We recorded income tax credit of approximately RMB14.8 million for the year ended December 31,
2020, and income tax expense of approximately RMB26.1 million for the year ended December 31,
2019. The changes of approximately RMB40.9 million was mainly attributable to the decrease of
approximately RMB49.3 million in deferred income tax expenses, which was offset by the increase in
current income tax expenses of approximately RMB8.4 million.

Loss for the year

We recorded a net loss of approximately RMB421.1 million for the year ended December 31, 2020,
representing a decrease of approximately RMB590.5 million from the net profit of approximately
RMB169.4 million for the corresponding period. Such decrease was mainly due to the impairment
losses on goodwill and relevant intangible assets of approximately RMB668.2 million, which was offset
by the increase of approximately RMB10.4 million in gains on changes of fair value of convertible
bonds in 2020 and the increase of approximately RMB62.2 million in net gains resulting from the
extension of convertible bonds.
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MANAGEMENT DISCUSSION AND ANALYSIS

Discussion of certain items from the consolidated balance sheet

Cash and cash equivalents

We had cash and cash equivalents of approximately RMB836.6 million and approximately RMB860.7
million as at December 31, 2019 and 2020, respectively. Other than cash flows from operating
activities, the increase of approximately RMB24.1 million in 2020 was primarily attributable to (i)
proceeds from the redemption of financial assets at fair value through profit or loss of approximately
RMB449.2 million; (ii) proceeds from redemption of term deposits over three months of approximately
RMB134.4 million; (iii) proceeds from borrowings of approximately RMB57.2 million; and (iv) recovery
of approximately RMB15.0 million of receivables for monetary funds with floating rates, offset by
(i) payment for the purchase of financial assets at fair value through profit or loss of approximately
RMB502.3 million; (ii) repayment of bank loans of approximately RMB129.7 million; and (iii) payments
of interests, dividends and withholding tax of approximately RMB43.9 million.

Other receivables, deposits and prepayments

Our other receivables, deposits and prepayments decreased by approximately RMB13.7 million from
approximately RMB18.4 million as at December 31, 2019 to approximately RMB4.7 million as at
December 31, 2020, primarily due to a decrease of approximately RMB15.0 million in receivables for
monetary funds with floating rates.

Financial assets at fair value through profit or loss

Our financial assets at fair value through profit or loss as at December 31, 2020 amounted to

approximately RMB90.7 million, mainly representing monetary funds with floating rates. The monetary
funds held by us are low-risk products.
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The following table sets out the changes in the monetary funds with floating rates for the year ended

December 31, 2020.

Opening balance

Additions

Settlements

Gains recognised in other gains — net

Closing balance

Year ended
December 31,
2020

RMB’ 000

36,229
502,320

(450,365)

2,553

90,737
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The details of monetary funds that we acquired from 10 financial institutions during the year under
review are set out below:

Financial assets Balance as at
at fair value through December 31,
profit or loss Name of monetary funds 2020
(including
dividend
income)
RMB
Monetary Fund MinSheng Royal Cash Profit Increase Money Market Fund A 3,453,211
(0DOO0O0DO0OO0OO0OOA)
Monetary Fund Yinhua Duolibao Money Market Fund B 22,575,844
(00O OoB)
Monetary Fund Southern RiTian Yi Money Market Fund A 1,006,246
(0DOO0OA)
Monetary Fund HSBC Jintrust Money Market Fund Class A 18,933
(0DOO0O0OA)
Monetary Fund Franklin Templeton Sealand Daily Income Money Market Fund B 384,470
(0DD0OO0O0O0DOoB)
Monetary Fund MANULIFE TEDA Money Market Fund 5,027,068
(0DDO0O0O0DOoOoO0)
Monetary Fund Aegon-Industrial Monetary Market Securities Investment Fund 21,775,427
(0DDOO0O0D00OOoOoOooDon)
Monetary Fund Huaan Fuli Cash Fund 25,327,017
(0DDO0O0O0DDoOoO0)
Monetary Fund HSBC Jintrust Money Market Fund Class B 7,001,807
(00DDOO0O0DD0OBO)
Monetary Fund MANULIFE TEDA Money Market Fund 1,937,688
(0DDOO0O0O0DD0OoO0)
Monetary Fund Agricultural Bank of China Cash Fund B 2,229,004

(00O0O0O00O0B)

The financial assets that the Company invested in during the year ended December 31, 2020 are
monetary funds with floating rates, which carry lower expected return of principal and risk as
compared to stocks or corporate debt issues. These monetary funds focus on short-term securities in
the capital markets, and invest in financial instruments such as certificates of deposit and short-term
commercial papers with maturities not exceeding one year.
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The fundamental objectives of our financial management are safety, liquidity and profitability. In
particular, we endeavor to maintain appropriate levels of risk and liquidity while satisfying the capital
needs of the Group’s operations and strategic developments, with the goal of enhancing the efficiency
and profitability on the use of capital. These monetary funds offer liquidity, stable returns and low cost
and fees, which allow the Company to meet the redemption needs from time to time in compliance
with our financial management principles in managing the Company’s idle funds.

Going forward, the Directors consider that it is in the Company’s best interest to continue to invest
in monetary funds based on our business and operational needs. The Company may deposit the
unutilized amount of the net proceeds from the Listing and full exercise of the over-allotment option
into short-term demand deposits and money market instruments, as disclosed in the prospectus of the
Company dated February 28, 2017 (the “Prospectus”).

Accruals, other payables and provisions

Our accruals, other payables and provisions were approximately RMB79.2 million and approximately
RMB85.9 million as at December 31, 2019 and 2020, respectively. The accruals, other payables and
provisions increased by approximately RMB6.7 million, mainly due to the increase in (i) engineering
equipment payables of approximately RMB2.2 million, (ii) medical insurance settlement payables of
approximately RMB3.4 million, and (iii) medical insurance turnover fund payables of approximately
RMB2.2 million.

LIQUIDITY AND CAPITAL RESOURCES

As at December 31, 2020, our total equity was approximately RMB1,367.2 million (2019: approximately
RMB1,817.8 million). As at December 31, 2020, we had current assets of approximately RMB1,265.9
million (2019: approximately RMB1,277.5 million) and current liabilities of approximately RMB481.1
million (2019: approximately RMB492.9 million). As at December 31, 2020, our current ratio was
approximately 2.63, as compared with approximately 2.59 as at December 31, 2019.

Our current assets decreased by approximately RMB11.6 million from approximately RMB1,277.5
million as at December 31, 2019 to approximately RMB1,265.9 million as at December 31, 2020,
primarily due to a decrease in other receivables, deposits and prepayments of approximately RMB13.6
million. Our current liabilities decreased by approximately RMB11.8 million from approximately
RMB492.9 million as at December 31, 2019 to approximately RMB481.1 million as at December 31,
2020, primarily due to a decrease of approximately RMB17.4 million in bank borrowings due within
one year.
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Our primary uses of cash in 2020 were for working capital, and payment for financial assets at fair
value through profit or loss. We financed our liquidity requirements mainly with cash flows generated
from our operating activities. In the year under review, we had net cash generated from operating
activities of approximately RMB83.5 million, consisting of approximately RMB191.8 million in net
cash inflows generated from our operations before changes in working capital, net cash outflows of
approximately RMB64.7 million relating to changes in working capital, cash outflows on income tax
paid of approximately RMB43.9 million and interests received of approximately RMBO0.3 million. Our
net cash inflows generated from operating activities before changes in working capital were primarily
attributable to our loss before income tax of approximately RMB435.8 million, adjusted for non-cash
and non-operating items, mainly including impairment losses on intangible assets of approximately
RMB668.2 million, gains on fair value change arising from the change in value of convertible bonds
of approximately RMB73.0 million, net gains on the extension of convertible bonds of approximately
RMB62.2 million, foreign exchange losses of approximately RMB34.8 million arising from cash
and cash equivalents, financial expenses in relation to other financial liability at amortized cost of
approximately RMB6.5 million, impairment losses on financial assets of approximately RMB15.1
million and depreciation of property, plant and equipment, and amortization of intangible assets of
approximately RMB42.9 million. Our net cash outflows relating to changes in working capital were
primarily attributable to the increase in receivables from related parties of approximately RMB62.7
million and the increase in trade receivables of approximately RMB9.3 million, which were offset by the
increase in accruals, other payables and provisions of approximately RMB7.1 million and the increase
of trade payables of approximately RMB3.4 million.

In the year under review, we had net cash inflows from investing activities of approximately RMB104.8
million, which primarily comprised proceeds from the redemption of financial assets at fair value
through profit or loss of approximately RMB449.2 million, proceeds from redemption of fixed deposits
with a term of over three months of approximately RMB134.4 million and recovery of receivables for
monetary funds with floating rates of approximately RMB15.0 million, which were offset by payments
for financial assets at fair value through profit or loss of approximately RMB502.3 million and payment
for property, plant and equipment of approximately RMB9.0 million.
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Cash and Borrowings

We had cash and cash equivalents of approximately RMB836.6 million and approximately RMB860.7
million as at December 31, 2019 and 2020, respectively. Our borrowings amounted to approximately
RMB131.7 million as at December 31, 2020 (as at December 31, 2019: approximately RMB214.4
million). Of our borrowings, approximately RMB91.7 million bear interest at a floating rate with
reference to HIBOR plus 360 basic points, approximately RMB3.0 million bear interest at a fixed rate
of 4.437%, approximately RMB9.9 million bear interest at a fixed rate of 4.35% and approximately
RMB27.1 million bear interest at a fixed rate of 4.30%. The table below sets forth the maturity profile
of our borrowings in the years indicated:

Bank borrowings

2020 2019

RMB’000 RMB’000

Within 1 year 97,309 114,744
Between 1 and 2 years 34,386 62,286
Between 2 and 5 years - 37,372
131,695 214,402

As at December 31, 2020, the net gearing ratio of the Company was approximately 3.5% (net gearing
ratio equals borrowing balance divided by total assets). Our Directors believe that, after taking into
account the financial resources available to us, including internally generated funds and the net
proceeds from the Listing, we have sufficient working capital for our requirements. As at December
31, 2020, the Group did not have any material contingent liabilities or guarantees.
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FUTURE PROSPECTS

In 2021, the top priority of the Group remains to be sustaining the recovery and the steady growth of
the businesses of the Group Hospitals while maintaining the management of pandemic prevention and
control measures. The Group will fully support the talent recruitment and academic development at
its Group Hospitals, push forward the establishment of informatization system and group supply chain
system, promote synergy of resources within the systems, and build a preliminary medical service
network with Jinhua Hospital as the regional center. Focusing on general medical services, the Group
will also continue to explore medical technology and innovative business transformation to roll out
businesses in the fields of biotechnology, big data in healthcare and online medical services.

In view of the changes in the medical service industry and the increasingly in-depth medical reform
policies on DRGs and healthcare association$l [0 [0 00 00, the Group will continue its thorough and
systematic research and propose effective response plans to identify the right development pattern
and path. The Group will comprehensively upgrade its brand strategy and raise brand awareness
through innovative marketing solutions. Targeting the core audience, it will strengthen its reputation
in the industry and establish a moat against threats to the brand. It will build an overall brand control
system to better support future development strategy of the Company and its participation in brand
competition in the industry, thereby gaining key competitive edges of the Company from the brand.

With the “Three-step” development strategy as the guiding framework, the Group will implement
operational management and control based on the characteristics of the medical industry. It will
enhance the quality of assets and the comprehensive value of the Group Hospitals while providing
safe, convenient and dignified medical services to the public, so as to meet their healthcare needs at
different stages and levels. By exploring innovative business models and enriching the business mix,
the Group aims to transform from a medical group that principally engaged in merger, acquisition and
operation of hospitals into a large technological medical service group that is reliable, respectable and
excellence-pursuing.

MATERIAL ACQUISITIONS AND DISPOSALS OF SUBSIDIARIES, ASSOCIATES AND JOINT
VENTURES

The Group did not undertake any material acquisitions and disposals of subsidiaries, associates and
joint ventures from January 1, 2020 until December 31, 2020.
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SIGNIFICANT INVESTMENTS AND FUTURE PLANS FOR MATERIAL INVESTMENTS OR
CAPITAL ASSETS

As of December 31, 2020, the Group did not have any significant investments or future plans for
material investments or capital assets.

EXPOSURE TO FOREIGN EXCHANGE RISK

Foreign exchange risk is the risk that the value of a financial instrument will fluctuate due to changes
in foreign exchange rates.

The Group mainly operates in the PRC with most of its transactions settled in RMB. Foreign exchange
rate risk arises when recognized assets and liabilities are denominated in a currency that is not the
entity’s functional currency.

As at December 31, 2020, the Group was exposed to foreign exchange risk arising from foreign
currency transactions, primarily with respect to USD and HKD.

The Group did not use any derivative financial instruments to hedge foreign exchange risk. The Group
will constantly review the economic situation and its foreign exchange risk profile, and will consider
appropriate hedging measures in the future, as may be necessary.

PLEDGE OF ASSETS

As at December 31, 2020, the Group has pledged its assets as security for the Group’s and a related
party’s bank borrowings, details of which are set out in Note 30 and Note 38 to the consolidated
financial statements.

FINAL DIVIDEND

The Board does not recommend the payment of a final dividend for the year ended December 31,
2020.
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HUMAN RESOURCES

As at December 31, 2020, we had a total of 473 employees (December 31, 2019: 489). We provide
wages, employee-related insurance and employee benefits to our employees. Remuneration packages
for our employees mainly consist of base salary, welfare and bonus. For the year ended December 31,
2020, the total employee benefits expenses (including Directors’ remuneration) were approximately
RMB110.4 million (2019: approximately RMB122.1 million).

We set performance targets for our employees based on their position and department, and regularly
review their performance. The results of these reviews are used in their salary determinations, bonus
awards and promotion appraisals. Our employee-related insurance consists of employee pension
insurance, maternity insurance, unemployment insurance, work-related injury insurance, medical
insurance and housing accumulation funds as required by Chinese laws and regulations.

We provide ongoing training for our employees. Our doctors and other medical professionals regularly

receive technical training in their relevant fields. Our administrative and management staff also receive
systematic training on management skills and business operations.
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The Board is pleased to present the report of the Directors together with the audited consolidated
financial statements of the Group for the year ended December 31, 2020.

PRINCIPAL ACTIVITIES AND BUSINESS REVIEW

The principal activity of the Company is investment holding. The Group is a hospital operation and
management company in China, led by a professional team with extensive hospital management
experience. The Group is principally engaged in (i) the operation and management of its privately
owned hospitals; (ii) the provision of management and consultancy services to three not-for-
profit hospitals, i.e. Yangsi Hospital, Cixi Hospital and Jinhua Hospital; and (iii) the wholesale of
pharmaceutical products in China.

Segment analysis of the Company for the year ended December 31, 2020 is set out in Note 5 to the
consolidated financial statements. A list of the Company’s subsidiaries, together with their places of
incorporation, principal activities and particulars of their issued shares/registered share capital, is set
out in Note 11 to the consolidated financial statements.

A discussion and analysis of the activities as required by Schedule 5 to the Companies Ordinance
(Cap. 622 of the Laws of Hong Kong), including a fair review of the business, particulars of important
events affecting the Group that have occurred since the end of the year ended December 31, 2020,
and an indication of likely future developments in the Group’s business, can be found in the “CEO’s
Statement”, “Management Discussion and Analysis” and “Environmental, Social and Governance
Report” sections in this annual report. These discussions form part of this report of the Directors.
Further discussions on the principal risks and uncertainties facing the Company, the Company’s
environmental policies and performance and compliance with relevant laws and regulation are set out
on pages 59 to 61 of this report.

Save as disclosed on page 18 of this annual report, there is no significant subsequent event
undertaken by the Company or by the Group from January 1, 2021 to the date of this report.

FINANCIAL RESULTS

The results of the Group for the year ended December 31, 2020 are set out in the consolidated
statement of comprehensive income on page 112 of this annual report.
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SUMMARY FINANCIAL INFORMATION

A summary of the results and of the assets and liabilities of the Group for the years ended December
31, 2016, 2017, 2018, 2019 and 2020, as set out on page 4 of this annual report, is extracted from the
audited consolidated financial statements.

SHARE CAPITAL

Details of the movement in the share capital of the Company during the year ended December 31,
2020 are set out in Note 25 to the consolidated financial statements. As of the date of this report, the
total share capital of the Company was HK$138,194 divided into 138,194,000 Shares of HK$0.001
each.

FINAL DIVIDEND

As a Cayman Islands company, any dividend recommendation will be at the absolute discretion of the
Directors. The Company may declare dividends after taking into account its results of operations and
earnings, capital requirements and surplus, general financial condition, contractual restrictions, and
other factors as the Directors may deem relevant at such time.

PRC laws require that dividends be paid only out of net profit calculated according to PRC accounting
principles, which may differ from generally accepted accounting principles in other jurisdictions,
including IFRS. Some of the Company’s subsidiaries in China that are foreign-invested enterprises
have set aside part of their net profit as statutory reserves, in accordance with the requirements of
relevant PRC laws and the provisions of their respective articles of association. These portions of net
profit of the Company’s subsidiaries are not available for distribution as cash dividends. Distributions
from the Company’s subsidiaries may also be restricted if they incur debt or losses, or are subject
to any restrictive covenants in bank credit facilities or other agreements that the Company or its
subsidiaries may enter into. Since we rely on dividends from our PRC subsidiaries as a source of
funding for the payment of dividends, these restrictions may limit or completely prevent us from
paying dividends.

32 HOSPITAL CORPORATION OF CHINA LIMITED



REPORT OF THE DIRECTORS

Any declaration and payment of dividends, as well as the amount thereof, will be subject to the
articles of association of the Company (the “Articles”) and the Companies Law of the Cayman Islands
(the “Cayman Companies Law”). Shareholders of the Company may, at general meetings, approve
and make any declaration of dividends, which must not exceed the amount recommended by the
Directors. No dividend may be declared or paid except out of our profits or reserves set aside from
profits at the Directors’
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USE OF NET PROCEEDS FROM LISTING

The shares of the Company were listed on the Main Board of the Stock Exchange on March 16,
2017 (the “Listing Date”). The net proceeds received by the Company from the global offering and
the exercise of the over-allotment option after deducting underwriting commissions and all related
expenses was approximately HK$465.6 million. The net proceeds received from the global offering
has been and will be used in the manner consistent with that mentioned in the section headed
“Future Plans and Use of Proceeds” of the prospectus of the Company dated February 28, 2017 (the
“Prospectus”). All of the unutilized amount has been placed with licensed banks in Hong Kong, and
will be utilized in the manner as described in the Prospectus and in accordance with the Company’s
needs from time to time. An analysis of the utilization of the net proceeds from the Listing Date up to
December 31, 2020 is set out below:

Utilized amount

subsequent to
Utilized December 31, Unutilized
Percentage amountupto 2019 and up to amount as at
of the total December 31, December 31, December 31, Expected
amount  Net proceeds 2019 2020 2020 time period

HKS million HKS million HKS million HKS million

Strategic acquisition of hospitals in China 50% 232.80 232.80 - - -
Further investment in the hospitals we own or manage

from time to time (except for not-for-profit hospitals)

- Purchase of medical and other equipment 1% 51.22 41.59 9.63 - -

- Upgrading and improvement of medical facilities % 32.59 32.59 - - -
Employee training programs at the hospitals we

own or manage from time to time, efforts to

recruit talents and academic research activities

- Human resources expenses 6% 21.94 21.94 - - -
- Employing medical professionals and experts in 5% 23.28 17.96 5.3 - -
business management

- Conducting academic research activities and 4% 18.62 8.75 3.48 6.39 The balance
developing employee training programs with a is expected to be
focus on management training and fully utilized by
professional training the end of 2023
Upgrading and improving our information 7% 32.59 24.02 430 427 The balance is
technology system expected to be
fully utilized by

the end of 2021

Provide funding for our working capital, 10% 46.56 46.56 0 0 0

rental and property related expenses and
other general corporate purposes

100% 465.60 432.21 22.73 10.66
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CONVERTIBLE BONDS

Vanguard Convertible Bonds

In view of the Group’s substantial need to fund our future acquisitions, the Company and Vanguard
Glory Limited (“Vanguard Glory”), a shareholder holding 70.19% of the Company’s issued share
capital, entered into a subscription agreement on January 25, 2018, pursuant to which, on March
5, 2018, the Company issued and Vanguard Glory subscribed for convertible bonds in the principal
amount of HK$468 million (“vanguard Convertible Bonds”) with an initial conversion price of HK$18.00
per conversion share. The Vanguard Convertible Bonds will mature three years upon their issuance
or may be converted into 26,000,000 ordinary shares of the Company (assuming the conversion
rights are exercised in full and subject to adjustment). Upon maturity, the Company will redeem all
outstanding Vanguard Convertible Bonds at its principal amount.

On December 17, 2020, in accordance with the terms and conditions of the Vanguard Convertible
Bonds, the Company and Vanguard Glory entered into a deed of amendment to alter certain terms of
the Vanguard Convertible Bonds, subject to and effective from fulfiiment of the conditions precedent
(the “Alteration of Terms”).

Pursuant to the Alteration of Terms, (i) the maturity date of the Vanguard Convertible Bonds shall
be extended from March 5, 2021 to December 29, 2023; and (ii) in the event that the shares of the
Company cease to be listed or admitted to trading on the Stock Exchange, each bondholder shall
have the right, at such bondholder’s option, to require the Company to redeem, in whole or in part (i.e.
rather than in whole only), such bondholder’s Vanguard Convertible Bonds.

The Alteration of Terms was approved by the Shareholders other than Vanguard Glory at the
extraordinary general meeting of the Company held on February 22, 2021 and was approved by the

Stock Exchange subsequently.

Please refer to the announcements of the Company dated December 17, 2020 and February 22, 2021
and the circular of the Company dated January 29, 2021 for further details.

The market price of the Company’s shares on January 25, 2018, being the date on which the terms of
the issuance of the Vanguard Convertible Bonds were determined, was HK$15.00 per share.
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The net proceeds from the Vanguard Convertible Bonds, after deducting all related costs and
expenses, was approximately HK$467 million. The net proceeds of approximately HK$405 million

were used to acquire
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Hony Convertible Bonds

On May 29, 2018, the Company and Hony Capital Fund VIII (Cayman), L.P. (“Hony Fund VIII”) entered
into a share purchase agreement (the “Share Purchase Agreement”) in relation to the sale and
purchase of the entire equity interest in Oriental Ally Holdings Limited (“Oriental Ally”), a company
incorporated in the British Virgin Islands with limited liability and owned by Hony Fund VIIl, at a
consideration of RMB630,000,000 (equivalent to approximately HK$773,879,717).

Oriental Ally is an investment holding company, which directly owns 100% of the equity interest in
Impeccable Success Limited (“Impeccable Success”), which in turn directly owns 75% of the equity
interest in Zhejiang Honghe Zhiyuan Medical Technology Co., Ltd. (“Zhejiang Honghe Zhiyuan”)
(collectively referred to as the “Target Group”). The Target Group is principally engaged in the
provision of management and consultation services to a not-for-profit hospital, Jinhua Hospital, in the
PRC.

On August 7, 2018, the acquisition was completed, and Oriental Ally became a subsidiary of
the Company. The Company directly holds 100% of the equity interest in Oriental Ally. Through
Oriental Ally, the Company indirectly holds 75% of the equity interest in Zhejiang Honghe Zhiyuan.
The remaining 25% equity interest held by Hony Kangshou Management Consulting (Shanghai)
Co., Ltd. shall be recognized as a non-controlling interest. The consideration was satisfied by the
issuance of the convertible bonds (the “Hony Convertible Bonds”) in the aggregate principal amount
issuance7Co., Ltd. shall benverVirginmouis 0.272talmprincipadenomin0,000 (e co1. apearn ementd272thaly. Tno e
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The unutilized portion of the net proceeds of approximately HK$800 million as at December 31, 2020

is expected to be applied according to the use of proceeds as stated in the circular of the Company

dated January 16, 2019. The Company will use the unutilized portion of such net proceeds for

acquisitions of other hospitals or hospital management businesses by the Group and as discussed

in the section headed “Management Discussion and Analysis — Future Prospects” in this annual

report, the Group will strive to make substantial progress on such projects in 2021. An analysis of the

utilization of the net proceeds up to December 31, 2020 is set out below:

Percentage
to the total Net Utilized Unutilized
amount proceeds amount amount
HK$ million HK$ million HK$ million
Acquisitions of hospitals
or hospital management
businesses 100% 800 - 800
Total 100% 800 - 800

Expected
time period

The balance is
expected to be
fully utilized by

2024

As at December 31, 2020, none of the LW Convertible Bonds has been converted into shares of the

Company. Details of the LW Convertible Bonds have been disclosed in the announcements of the
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Dilution Effect of the Conversion of the Vanguard Convertible Bonds, the Hony Convertible Bonds
and the LW Convertible Bonds

Set out below is the dilution effect on equity interest of the substantial Shareholders upon the full
conversion of the outstanding Vanguard Convertible Bonds, the outstanding Hony Convertible Bonds
and the outstanding LW Convertible Bonds.

Immediately upon
full conversion of the
Vanguard Convertible Bonds,

Substantial the Hony Convertible Bonds and
Shareholders As at December 31, 2020 the LW Convertible Bonds

Number of Approximate Number of Approximate

Shares % Shares %

Vanguard Glory 97,000,000 70.19 123,000,000 50.64

Hony Fund VIII 0 0.00 38,693,985 15.93

Leap Wave 0 0.00 40,000,000 16.47

Anhui Zhong’an LP 9,098,800 6.58 9,098,800 3.75

PURCHASE, SALE OR REDEMPTION OF THE COMPANY’S LISTED SECURITIES

During the year ended December 31, 2020, neither the Company nor any of its subsidiaries has
purchased, sold or redeemed any of the Company’s listed securities.
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DIRECTORS

During the year and up to the date of this report, the Directors were:

Executive Directors:

Mr. Shan Guoxin (Chief Executive Officer) (Note 1)
Mr. Chen Shuai (Chairman and Acting Chief Executive Officer) (Note 2)
Mr. Lu Wenzuo

Non-executive Directors:

Mr. Zhao John Huan (Chairman) (Note 3)

Mr. Li

Peng (Note 4)

Mr. Su Zhigiang (Note 5)
Ms. Shi Wenting (Note 6)
Ms. Liu Lu

Ms. Wang Nan

Independent non-executive Directors:

Ms. Chen Xiaohong (Note 7)
Mr. Dang Jinxue (Note 8)
Mr. Shi Luwen

Mr. Zhou Xiangliang

Notes:

Mr. Shan Guoxin resigned as an executive Director and the chief executive officer of the Company (the
“Chief Executive Officer”) on June 23, 2020 due to personal development reasons.

Mr. Chen Shuai was appointed as a non-executive Director, the chairman of the Board (the “Chairman”®)
and the acting Chief Executive Officer on June 23, 2020 and was re-designated as an executive Director on

November 20, 2020.

Mr. Zhao John Huan resigned as the Chairman and a non-executive Director on June 23, 2020 due to work
arrangements.

Mr. Li Peng resigned as a non-executive Director on June 23, 2020 due to work arrangements.

Mr. Su Zhigiang was appointed as an executive Director on June 23, 2020 and was re-designated as a
non-executive Director on November 20, 2020.

Ms. Shi Wenting was appointed as a non-executive Director on June 23, 2020.

Ms. Chen Xiaohong resigned as an independent non-executive Director on March 9, 2020 due to personal
health reasons.

Mr. Dang Jinxue was appointed as an independent non-executive Director on March 9, 2020.
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Biographical details of the Directors are set out in the section headed “Biographies of Directors and
Senior Management” on pages 62 to 72 of this annual report.

Mr. Chen Shuai, Mr. Su Zhigiang and Ms. Shi Wenting shall retire at the forthcoming annual general
meeting of the Company (the “AGM”) pursuant to the Articles.

Mr. Shi Luwen shall also retire by rotation at the AGM. Ms. Liu Lu and Ms. Wang Nan shall also
voluntarily retire at the AGM. Save as Mr. Su Zhigiang who will not offer himself for re-election at the
AGM due to other business commitments, all of the aforementioned retiring Directors, being eligible,
will offer themselves for re-election at the AGM.

DISCLOSURE OF DIRECTORS’ INFORMATION PURSUANT TO RULE 13.51B(1) OF THE
LISTING RULES

Changes in the information of Directors required to be disclosed under Rule 13.51B(1) of the Listing
Rules are set out below:

Name of Director Details of changes
Mr. Chen Shuai Re-designated as an executive Director on November 20, 2020.
Mr. Su Zhigiang Re-designated as a non-executive Director on November 20, 2020.

Resigned as the investment director of the private equity investment
department of Hony Capital in November 2020.

Appointed as the investment director of the strategic investment
department of the Alibaba Group Holding Limited (HKEX Stock Code:
9988) in November 2020.

Ms. Liu Lu Resigned as a director of the Shanghai Huilun Life Sciences & Technology
Co., Ltd. in September 2020.

DIRECTORS’ SERVICE CONTRACTS
None of the Directors offering themselves for re-election at the AGM has a service contract with the
Company which is not determinable within one year without payment of compensation other than

statutory compensation.

DIRECTORS’ INTERESTS IN CONTRACTS OF SIGNIFICANCE AND COMPE11l i7(Mr5mTtQ
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As of December 31, 2020, none of the Directors was interested in any businesses other than our
business which competes or is likely to compete with our business, either directly or indirectly or
would otherwise require disclosure under Rule 8.10 of the Listing Rules.

CONTRACTS OF SIGNIFICANCE

Save as disclosed in this report, at no time during the year ended December 31, 2020 did the
Company or any of its subsidiaries enter into any contract of significance with a controlling
shareholder of the Company or any of its subsidiaries, or any contract of significance for the provision
of services to the Company or any of its subsidiaries by a controlling shareholder of the Company or
any of its subsidiaries.

CONTINUING CONNECTED TRANSACTIONS
On June 3, 2019, Jiande Hospital, an indirect non-wholly owned subsidiary of the Company, entered
into the following agreements which constitute continuing connected transactions of the Company

under Chapter 14A of the Listing Rules:

(i) a medicine procurement agreement (“Medicine Procurement Agreement”) with Zhejiang
Zhongyouli Medicines Co., Ltd. (DO OOOO0OOOOCO0O) (¢
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Zhejiang Xinxiangli Investment Co., Ltd. (00000000 0O0O0O) (*Xinxiangli Investment”) is a
substantial shareholder of Jiande Hospital, which is an indirect non-wholly owned subsidiary of the
Company. Hence, Xinxiangli Investment is a connected person of the Company. Zhejiang Zhongyouli
and Zhejiang Dajia are subsidiaries of Xinxiangli Investment and are therefore connected persons of
the Company under the Listing Rules. Therefore the transactions contemplated under the Medicine
Procurement Agreement and the Medical Consumables and Equipment Procurement Agreement
constitute continuing connected transactions of the Company under Chapter 14A of the Listing Rules.

Annual caps and historical transaction amounts

Annual caps for the Medicine Procurement Agreement

The annual caps in respect of the transactions contemplated under the Medicine Procurement
Agreement for each of the three financial years ending December 31, 2019, 2020 and 2021 are
expected to be RMB50 million for each year.

Annual caps for the Medical Consumables and Equipment Procurement Agreement

The annual caps in respect of the transactions contemplated under the Medical Consumables and
Equipment Procurement Agreement for each of the three financial years ending December 31, 2021
are expected to be RMB7 million, RMB8 million and RMB9 million, respectively.

Historical transaction amounts

During the year ended December 31, 2020, the cost of purchasing medicines, medical consumables
and medical equipment incurred by the Group pursuant to the Medicine Procurement Agreement and
the Medical Consumables and Equipment Procurement Agreement amounted to RMB23,165,000,
comprising (i) approximately RMB17,510,000 paid to Zhejiang Zhongyouli for the purchase of
medicines; and (ii) approximately RMB5,655,000 paid to Zhejiang Dajia for the purchase of medical
consumables and equipment. The actual amounts paid by the Group to Zhejiang Zhongyouli and
Zhejiang Dajia under the Medicine Procurement Agreement and the Medical Consumables and
Equipment Procurement Agreement, respectively, did not exceed the above-mentioned annual caps
approved by the Board.
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Internal control procedures

For the above continuing connected transactions, the procurement department of the Group has in
place the following internal control procedures to ensure that the pricing terms offered by Zhejiang
Zhongyouli and Zhejiang Dajia reflect the fair market prices of similar or related products:

(i) conducting quarterly reviews of the guidance or reference prices available on purchasing
platforms in Zhejiang province;

(i) comparing, on a quarterly basis, procurement prices of medicines and medical consumables or
equipment offered to Jiande Hospital by Zhejiang Zhongyouli and Zhejiang Dajia, against the
procurement prices of similar or related products offered to other hospitals managed or founded
by the Group; and

(iii)  seeking quotations for similar medicines and medical consumables or equipment offered by
independent third party suppliers from time to time depending on market price adjustments and
anticipated changes in pricing terms within the industry.

Confirmation from Directors in respect of continuing connected transactions

The independent non-executive Directors have reviewed the continuing connected transactions of the
Company and confirmed that the transactions have been entered into:

(@) in the ordinary and usual course of business of the Group;

(b) on normal commercial terms or better; and

(c) according to the relevant agreements governing them on terms that are fair and reasonable and
in the interests of the shareholders of the Company as a whole.

The Company confirms that it has complied with the reporting and annual review requirements under
Chapter 14A of the Listing Rules in respect of the continuing connected transactions set out above.

The Directors, including the independent non-executive Directors, consider that the continuing
connected transactions and the annual caps set out above are fair and reasonable, and that such
transactions have been entered into and will be carried out in the ordinary and usual course of
business of the Group, are on normal or better commercial terms, and are in the interests of the
shareholders of the Company as a whole.
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Auditor’s report on continuing connected transactions

The Company’s auditor was engaged to report on the Group’s continuing connected transactions
as disclosed above in accordance with the Hong Kong Standard on Assurance Engagement 3000
(Revised) and the Assurance Engagements other than Audits or Reviews of Historical Financial
Information, and with reference to Practice Note 740, Auditor’s Letter on Continuing Connected
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DIRECTORS’ AND CHIEF EXECUTIVES’ INTERESTS AND SHORT POSITIONS IN SHARES,
UNDERLYING SHARES AND DEBENTURES OF THE COMPANY OR ITS ASSOCIATED
CORPORATIONS

As at December 31, 2020, the interests or short positions of the Directors and chief executives of
the Company in the shares, underlying shares and debentures of the Company or its associated
corporations (within the meaning of Part XV of the Securities and Futures Ordinance (“SFQ”)) (i) which
were required to be notified to the Company and the Stock Exchange pursuant to Divisions 7 and 8
of Part XV of the SFO (including interests or short positions which they were taken or deemed to have
under such provisions of the SFO); or (ii) which were required, under section 352 of the SFO, to be
recorded in the register required to be kept by the Company; or (iii) which were required under the
Model Code for Securities Transactions by Directors of Listed Issuers (the “Model Code”) as set out
in Appendix 10 to the Listing Rules to be notified to the Company and the Stock Exchange were as
follows:

Long positions in the shares and underlying shares of the Company

Number of
shares or Approximate
underlying percentage of
shares of shareholding
Name of Director Capacity/Nature of interest the Company interest®
Ms. Liu Lu Interest of controlled corporation 9,098,800M 6.58%

Notes:

(1) Ms. Liu Lu is one of the general partners of Hefei Kangyang Capital Management Partnership (Limited
Partnership) (0000000000 O0O0OOOOO), which holds 55% of the equity interest in Anhui
Zhong’an Health Investment Management Co., Ltd. (000000000000 00O0) (“Anhui Zhong'an®).
Anhui Zhong
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS AND SHORT POSITIONS IN SHARES AND
UNDERLYING SHARES OF THE COMPANY

As of December 31, 2020, the following persons (other than the Directors and chief executives of
the Company) had or were deemed or taken to have an interest and/or short position in the shares
or underlying shares of the Company which were required to be disclosed under the provisions of
Divisions 2 and 3 of Part XV of the SFO and as recorded in the register required to be kept by the
Company under section 336 of the SFO, or who was, directly or indirectly, interested in 5% or more of

the issued shares of the Company:

Name of shareholder

Vanguard Glory®

Hony Capital Fund V, L.P.®

Hony Capital Fund V GP, L.P.®

Hony Capital Fund V GP Limited®
Hony Group Management Limited®®
Hony Managing Partners Limited®®
Exponential Fortune Group Limited®®
Hony Fund VIII®

Hony Capital Fund VIIl GP (Cayman), L.P.®
Hony Capital Fund VIII GP (Cayman) Limited®

Mr. Zhao John Huan®

Anhui Zhong’an LP®

Anhui Zhong’an®

Hefei Kangyang Capital Management
Partnership (Limited Partnership)
(00DO0O0D0ODOODOoDOOODOO®

Anhui Chuanggu Equity Investment Fund
Management Co., Ltd.
(00D0DDDDODODODOODOD)e

Mr. Niu Yang®

Leap Wave Limited®

Legend Holdings Corporation®
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Capacity/Nature of interest

Beneficial owner

Interest of controlled corporation
Interest of controlled corporation
Interest of controlled corporation
Interest in controlled corporation
Interest in controlled corporation
Interest in controlled corporation
Beneficial owner

Interest in controlled corporation
Interest in controlled corporation
Interest in controlled corporation
Beneficial owner

Interest in controlled corporation
Interest in controlled corporation

Interest in controlled corporation

Interest in controlled corporation
Beneficial owner
Interest in controlled corporation

Number of
shares or
underlying
shares of

the Company

123,000,000
123,000,000
123,000,000
123,000,000
161,693,985
161,693,985
161,693,985
38,693,985
38,693,985
38,693,985
161,693,985
9,098,800
9,098,800
9,098,800

9,098,800

9,098,800
40,000,000
40,000,000

Approximate
percentage of
shareholding
interest(

89.01%
89.01%
89.01%
89.01%
117.01%
117.01%
117.01%
28.00%
28.00%
28.00%
117.01%
6.58%
6.58%
6.58%

6.58%

6.58%
28.94%
28.94%
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Notes:

Q)

Vanguard Glory is a wholly-owned subsidiary of Hony Fund V, L.P. and holds (a) 97,000,000 shares of the
Company and (b) convertible bonds issued by the Company, which can be converted into 26,000,000 shares
of the Company and represent approximately 18.81% of the issued share capital of the Company as of
December 31, 2020. For further details, please refer to the section headed “Convertible Bonds” in this report.

Hony Capital Fund V, L.P. is an exempted limited partnership formed under the laws of the Cayman Islands
as an investment vehicle. The general partner of Hony Capital Fund V, L.P. is Hony Capital Fund V GP, L.P.,
whose general partner is Hony Capital Fund V GP Limited. Hony Capital Fund V GP Limited is wholly-owned
by Hony Group Management Limited, 80% equity interest of which is held by Hony Managing Partners
Limited, which in turn is wholly-owned by Exponential Fortune Group Limited. Exponential Fortune Group
Limited is held as to 49% by Mr. Zhao John Huan. Mr. Zhao John Huan is a director of Hony Capital Fund
V GP Limited, Hony Group Management Limited, Hony Managing Partners Limited and Exponential Fortune
Group Limited.

Hony Capital Fund VIII (Cayman), L.P. is an exempted limited partnership formed under the laws of the
Cayman lIslands as an investment vehicle. The general partner of Hony Capital Fund VIII (Cayman), L.P. is
Hony Capital Fund VIII GP (Cayman), L.P., whose general partner is Hony Capital Fund VIIl GP (Cayman)
Limited. Hony Capital Fund VIII GP (Cayman) Limited is wholly-owned by Hony Group Management Limited,
80% equity interest of which is held by Hony Managing Partners Limited, which in turn is wholly-owned
by Exponential Fortune Group Limited. Exponential Fortune Group Limited is held as to 49% by Mr. Zhao
John Huan. Mr. Zhao John Huan is a director of Hony Capital Fund VIII GP (Cayman) Limited, Hony Group
Management Limited, Hony Managing Partners Limited and Exponential Fortune Group Limited.

Mr. Zhao John Huan is deemed to be interested in a total of 161,693,985 shares that are held by his
controlled corporations, Vanguard Glory and Hony Fund VIIl. Vanguard Glory holds 97,000,000 shares of the
Company and holds convertible bonds issued by the Company that can be converted into 26,000,000 shares
of the Company. Hony Fund VIII holds convertible bonds issued by the Company that can be converted into
38,693,985 shares of the Company. For details, please refer to the section headed “Convertible Bonds” in
this report.

Anhui Zhong’an LP is a limited partnership formed under the laws of the PRC as an investment vehicle. The
general partner of Anhui Zhong’an LP is Anhui Zhong’an, which is jointly held as to 55% by Hefei Kangyang
Capital Management Partnership (Limited Partnership) (0000000000000 DOOOOO) and as to
45% by Anhui Chuanggu Equity Investment Fund Management Co. Ltd. (00O 0OO0OOO0OOOOOOO
O0). Mr. Niu Yang is one of the general partners of Hefei Kangyang Capital Management Partnership (Limited
Partnership) (00 000000000000 0O0O0ODON. Ms. Liu Lu is a director of Anhui Zhong’an and Anhui
Chuanggu Equity Investment Fund Management Co. Lid. (0000000000 OOOOOO).

Leap Wave Limited, which is wholly-owned by Legend Holdings Corporation, holds convertible bonds issued
by the Company that can be convertible into 40,000,000 shares of the Company, representing approximately
28.94% of the issued share capital of the Company as of December 31, 2020. For further details, please

refer to the section headed “Convertible Bonds” in this report.

As of December 31, 2020, the total number of issued shares of the Company was 138,194,000.
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SHARE-BASED PAYMENT SCHEMES

Save as disclosed below and under Note 26 to the consolidated financial statements, the Company

does not have any other share option schemes.

(@)

50

Share Subscription Agreement

For the benefit and long-term development of the Group, on March 31, 2016, the Company
entered into a share subscription agreement (the “Share Subscription Agreement”) with
certain members of the management (collectively, the “Management Subscribers” and each a
“Management Subscriber”), their respective investment holding companies, Midpoint Honour (a
shareholder of the Company, which is collectively owned by the investment holding companies of
the Management Subscribers), Hony Management (a management company established by Hony
Capital), and Vanguard Glory (the immediate parent company of the Company).

The Share Subscription Agreement was subsequently amended on December 4, 2016 and
January 23, 2017 (the “Amendment Agreements”).

Pursuant to the Share Subscription Agreement, the Company allotted and issued 300 new
shares (“Subscription Shares”) to Midpoint Honour, representing 3% of the Company’s then
issued share capital, for RMB31,152,000, and such Subscription Shares were treated as
treasury shares. On December 4, 2016, the Company repurchased 14 Subscription Shares at a
price of HK$1,787,000 and subsequently cancelled these shares. Pursuant to the Amendment
Agreements, the Subscription Shares with par value amounting to RMB2,000 were treated as
treasury shares. On March 16, 2017, the remaining 286 Subscription Shares were divided into
2,860,000 shares with a par value of HK$0.001 each upon the capitalization issue.

Pursuant to the Share Subscription Agreement and the Amendment Agreements, Midpoint Honour
is subject to lock-up restrictions and shall put back the Subscription Shares to the Company
when a Management Subscriber resigns with the Company’s consent, at a consideration equal
to the subscription consideration plus interest where available (the “Put Back Consideration”).
As a result, it is accounted for as a share option scheme in accordance with relevant accounting
standards, under which the Management Subscribers were granted 300 share options and the
Group receives services from the Management Subscribers. The share options are conditional
on the employees completing the first year and second year’s services, which are the vesting
period. The share options are exercisable starting 12 months (the “First Batch Share Options”) or
24 months (the “Second Batch Share Options”) from the Listing Date. The exercise price of the
granted share options is equal to the Put Back Consideration. The granted share options were
considered as an equity-settled share-based payment to the subscriber.
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On March 15, 2018, pursuant to the Share Subscription Agreement and the Amendment
Agreements, the First Batch Share Options of unlocked treasury shares were vested to the
respective Management Subscribers. In 2018, one of the Management Subscriptions resigned
and the Company agreed not to exercise its right to repurchase the relevant shares attributable
to him that were subject to lock-up restrictions.

On March 15, 2019, pursuant to the Share Subscription Agreement and the Amendment
Agreements, the Second Batch Share Options of unlocked treasury shares were vested to the
respective Management Subscribers. In 2019, one of the remaining Management Subscribers
resigned and the Company agreed not to exercise its right to repurchase the relevant shares
attributable to him that were subject to lock-up restrictions.

The share-based compensation expense related to the Share Subscription Agreement of
RMBO0.00 were recognized as ‘cost of revenue’ for the year ended December 31, 2020 (2019:
RMB311,000).

Pre-IPO Share Appreciation Rights Scheme

On November 28, 2016, the Board approved a share appreciation rights scheme prior to the
initial public offering of the Company (the “Pre-IPO SARs Scheme”) which enables the Company
to grant share appreciation rights to certain members of management (collectively referred to
as the “Pre-IPO SARs Grantees”). The purpose of the Pre-IPO SARs Scheme is to enable the
Company to grant share appreciation rights to eligible participants as rewards or returns for their
contribution or potential contribution to the Company and/or and of its subsidiaries.

Pursuant to the Pre-IPO SARs Scheme, the Company granted 2,500,000 notional shares to the
Pre-IPO SARs Grantees entitling them to receive cash payments based on the appreciation of the
notional shares over a vesting period starting from June 30, 2016.

Pursuant to the lock-up restrictions provided in the Pre-IPO SARs Scheme, from March 15, 2018,
the first batch, representing 25% of the total number of notional shares were free to be vested. In
2018, one of the Pre-IPO SARs Grantees resigned and the remaining 75% of locked-up notional
shares granted to him lapsed pursuant to the Pre-IPO SARs Scheme.

In January 2019, one of the Pre-IPO SARs Grantees exercised the aforementioned 25% of total
notional shares that were free to be vested.

From March 15, 2019, the second batch, representing 25% of the total number of notional
shares, were free to be vested. In 2019, one of the remaining Pre-IPO SARs Grantee resigned
and the remaining 50% of locked-up notional shares granted to him lapsed pursuant to the Pre-
IPO SARs Scheme.
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From March 15, 2020, the third batch, representing 25% of the total number of notional shares,
were free to be vested.

The share-based compensation expense related to the Pre-IPO SARs Scheme of RMB990,000
were derecognized as “cost of revenue” for the year ended December 31, 2020 (2019:
RMB2,862,000 were derecognized as “cost of revenue”).

Service Contract with Mr. Lu Wenzuo

Pursuant to a service contract entered into between New Pride Holdings Limited (“New Pride”)
and Mr. Lu Wenzuo (the “Service Contract”), New Pride conditionally granted the following
awards to Mr. Lu Wenzuo if he could work for Weikang Investment Management Co., Ltd.
(“Weikang Investment”) and provide hospital management services to Yangsi Hospital as the
hospital administrator until December 31, 2017:

(i) Certain share awards (the “Share Awards”) to acquire 1% of the equity interest in each
of Weikang Investment and Tibet Dazi Honghe Ruixin Business Management Co., Ltd.
(“Honghe Ruixin”) for each of the three years ending December 31, 2017 from New Pride
and Tibet Honghe Zhiyuan Business Management Co., Ltd., or receive a cash payment
equivalent to the value of 1% of the equity interest in each of Weikang Investment and
Honghe Ruixin for each of the three years ending December 31, 2017; and

(i) Share appreciation rights (“Mr. Lu’s SARs”) to receive a cash payment based on the
appreciation of 1% of the notional equity interest in Weikang Investment and Honghe
Ruixin.

On May 30, 2018, pursuant to an exercise notification from Mr. Lu Wenzuo to New Pride, Mr. Lu
Wenzuo confirmed his choice to settle the Share Awards in shares rather than in cash. Pursuant
to the Service Contract, the fair value of the debt component of the Share Awards amounting to
RMB40,500,000 was recognised as capital reserve upon the date of the exercise notification.

On January 25, 2019, Mr. Lu Wenzuo submitted an application to New Pride for the exercise of
Mr. Lu’s SARs. As of December 31, 2020, the amount in respect of Mr. Lu’s SARs had not been
settled.

The share-based compensation expenses related to Mr. Lu’'s SARs of RMB0.00 were

derecognized as “cost of revenue” for the year ended December 31, 2020 (2019: RMB277,000
were derecognized as “cost of revenue”).
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Share Incentive Scheme

On October 24, 2017, Vanguard Glory entered into a share incentive scheme (the “Share
Incentive Scheme”) with certain members of management (collectively referred to as the “Share
Incentive Grantees” and each a “Share Incentive Grantee”). Pursuant to the Share Incentive
Scheme, Vanguard Glory granted 6,412,201 share awards to the Share Incentive Grantees
entitling them to subscribe for shares held by Vanguard Glory at an exercise price of HK$14.35
per share, subject to certain lock-up restrictions.

In 2018, two of the Share Incentive Grantees resigned and the Company agreed with one of the
grantees that all of the share awards granted by Vanguard Glory to him would remain in effect
after his resignation with an accelerated vesting schedule. Further, as agreed by the Company,
25% of the share awards granted by Vanguard Glory to another grantee would be free to be
vested after her resignation, and the remaining 75% locked-up notional shares granted to her
lapsed. The share-based compensation expenses in relation to the share awards granted to the
resigned Share Incentive Grantee for the year ended December 31, 2018 was recognised as
capital reserve upon her resignation.

In 2019, two of the Share Incentive Grantees resigned and as agreed by the Company, 50% of
the share awards granted by Vanguard Glory to one of the grantees would be released from the
lock-up restrictions and free to be vested after his resignation, while the remaining 50% locked-
up notional shares granted to him lapsed. The share-based compensation expenses in relation to
the share awards granted to the resigned Share Incentive Grantee for the year ended December
31, 2019 were recognised as capital reserve upon his resignation. Further, pursuant to the Share
Incentive Scheme, the share awards granted to another grantee who has resigned which were
permitted to vest but had not been exercised will be terminated and the remaining locked-up
notional shares granted to him shall lapse.

In 2020, the remaining 50% of the shared awards granted by Vanguard Glory has been released
from the lock-up restrictions and free to be vested.

Share-based compensation expenses related to the Share Incentive Scheme of RMB1,392,000

were recognized as ‘cost of revenue’ for the year ended December 31, 2020 (2019:
RMB5,182,000).
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(e) Post-IPO Share Appreciation Rights Scheme

We adopted a post-IPO share appreciation rights scheme (the “Post-IPO SARs Scheme”) on
December 13, 2016 to enable the Company to grant post-IPO share appreciation rights (the
“Post-IPO SARs”) to Post-IPO SARs Eligible Participants (as defined below) as rewards or returns
for their contribution or potential contribution to the Company and/or any its the subsidiaries.
The Post-IPO SARs Scheme does not involve the grant of options over new securities of the
Company. Under the Post-IPO SARs Scheme, directors, employees, advisors, consultants,
distributors, contractors, customers, suppliers, agents, business partners, joint venture partners
and service providers of the Company or any of its subsidiaries (the “Post-IPO SARs Eligible

54 HOSPITAL CORPORATION OF CHINA LIMITED



REPORT OF THE DIRECTORS

The eligibility of any of the SAS Eligible Participant to a Share Award and/or the number of Shares
to be granted shall be determined by the SAS Administration Body, taking into consideration
matters such as the contribution of the relevant SAS Eligible Participant to the profits of the
Group and the general financial condition of the Group. After the SAS Administration Body has
determined the number of Shares to be granted and/or the SAS Selected Participants, it shall
notify the SAS Trustee and (if the SAS Selected Participants are identified) issue the grant letter
to the SAS Selected Participants.

The purposes of the Share Award Scheme are (i) to encourage or facilitate the holding of Shares
by the SAS Eligible Participants; (ii) to encourage and retain the SAS Eligible Participants to
work with the Group; and (iii) to provide additional incentive for the SAS Eligible Participants to
achieve performance goals, with a view to achieving the objectives of increasing the value of
the Company and aligning the interests of the SAS Eligible Participants with the Shareholders
through ownership of Shares.

The Share Award Scheme offers a different form of incentive as compared to the Post-IPO SARs
Scheme of the Company, since SAS Eligible Participants will be entitled to receive Shares upon
vesting of the Share Awards under the Share Award Scheme, while the Post-IPO SARs Eligible
Participants will only be entitled to receive cash payments determined based on the appreciation
of the notional Shares over a specified period under the Post-IPO SARs Scheme. Given the
difference in nature of the reward under the Share Award Scheme and the Post-IPO SARs
Scheme, the Company believes that the Share Award Scheme will impose less pressure on the
Group’s cash flow position and enable the Company to prevent substantive cash outflow while
allowing additional incentives to the Participants to contribute to the Group in the foreseeable
future.

Details of the Share Award Scheme were set out in the announcement of the Company dated
January 18, 2021.

EQUITY-LINKED AGREEMENTS

Save for the share-based payment schemes as set out above and the convertible bonds issued by
the Company as disclosed in the section headed “Convertible Bonds” in this report, no equity-linked
agreement that would or might result in the Company issuing shares, or requiring the Company to
enter into an agreement that would or might result in the Company issuing shares, was entered into by
the Company during the year ended December 31, 2020 or subsisted at the end of 2020.
DONATIONS

During the year ended December 31, 2020, donations for charity or other purposes made by the Group
amounted to RMB0.00 million (2019: approximately RMB2.0 million).

ANNUAL REPORT 2020 55



REPORT OF THE DIRECTORS

NON-COMPETITION UNDERTAKING BY CONTROLLING SHAREHOLDERS

Details of compliance by the controlling shareholders of the Company with the deed of
non-competition entered into with the Company on December 13, 2016 is set out in the “Corporate
Governance Report” of this annual report.

MINIMUM PUBLIC FLOAT

Based on information publicly available to the Company and within the knowledge of the Directors, as
of the date of this report, the Company has maintained the prescribed public float as approved by the
Stock Exchange since the Listing Date.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the laws of the Cayman Islands (being the place
of incorporation of the Company) or under the Articles which would require the Company to offer new
shares on a pro-rata basis to its existing shareholders.

EMOLUMENT POLICY AND SENIOR MANAGEMENT'S EMOLUMENTS

The Directors’ fees are subject to approval by the shareholders of the Company at general meetings.
Their emoluments are determined by the Board with reference to factors such as Directors’ duties,
responsibilities and performance and the results of the Group.

The five individuals whose remuneration was the highest in the Group for the year ended December
31, 2020 included two Directors and three members of the senior management.

Details of the remuneration of the five highest paid individuals and each of the Directors for the year
ended December 31, 2020 are set out in Note 9 and Note 41 to the consolidated financial statements,
respectively. None of the Directors has agreed to waive any emoluments for the year ended December
31, 2020.

The Group has adopted certain share-based payment schemes for the purpose of, among others,
providing additional incentive for the employees of the Group to achieve performance goals. Details
have been set out in the section headed “SHARE-BASED PAYMENT SCHEMES” in the Report of the
Directors.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of the whole or a substantial part of the
business of the Company were entered into or existed during the year ended December 31, 2020.
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PERMITTED INDEMNITY PROVISION

Pursuant to the Articles, every Director shall be entitled to be indemnified out of the assets of the
Company against all losses or liabilities incurred or sustained by him/her as a Director in defending
any proceedings, whether civil or criminal, in which judgment is given in his/her favor, or in which
he/she is acquitted. Such permitted indemnity provision was in force throughout the year ended
December 31, 2020 and up to the date of this report.

KEY RELATIONSHIPS WITH EMPLOYEES, CUSTOMERS AND SUPPLIERS

The Group recognizes the accomplishment of the employees by providing comprehensive benefit
package, career development opportunities and internal training appropriate to individual needs. The
Group provides a healthy and safe workplace for all employees. No strikes and cases of fatality due to
workplace accidents occurred during the Reporting Period under review.

The Group maintains cooperation relationships with suppliers to meet our customers’ needs in
an efficient and effective manner. The departments work closely to make sure the tendering and
procurement process is conducted in an open, fair and just manner.

Our major suppliers are generally manufacturers of pharmaceutical products, and had business
relationship with the Group for over five years on average. Our largest supplier is headquartered in
Zhejiang province, China and engaged in the wholesale and retail of pharmaceuticals and medical
devices. The credit period from the major suppliers is 90 to 365 days. The payables were usually
settled within the credit period.

Details of the trade and bills payables of the Group as at December 31, 2020 are set out in note 29
to the financial statements. Up to the date of this report, approximately 84% of the trade and bills
payable to the major suppliers has been settled.

The principal activities of the Group are provision of hospital management services and general
hospital services and wholesale of pharmaceutical products which rely on, among other things,
sufficient supply of the pharmaceutical products. The Company is subject to price fluctuation of the
pharmaceutical products and could face shortage in supply of pharmaceutical products. To mitigate
the risk, the Company has estimated certain periods of the material usages and maintained a safe
inventory level. The Company has also developed business relationships with more suppliers for
specific pharmaceutical products in order to diversify the risk of relying on single supplier.

During the Reporting Period, the Group did not have any significant disputes with our major suppliers.
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Our major customers include the Group Hospitals. The years of business relationship of these major
customers with the Group ranged between nil and six years and the credit terms granted to them
ranged from 90 to 365 days. Details of the trade and bills receivables of the Group as at December
31, 2020 are set out in note 18 to the financial statements. Up to the date of this report, approximately
78% of the trade and bills receivables from the major customers has been settled.

Our service focuses on improving patients’ health condition, and patients have varying expectations
on the magnitude of improvement that may result from our services. If we fail to properly manage
patients’ expectations of the results from the services provided by the Group Hospitals, patients
may in turn be dissatisfied with the results of the service provided by the Group Hospitals, and a
disappointed client may, among others, complain to the media and file legal claims against the Group
Hospitals. Such actions from patients may have a material adverse effect on our reputation, business,
and results of operations, financial condition and prospects.

During the Reporting Period, the Group has not experienced any major disruption of business due to
material delay or default of payment by our customers due to their financial difficulties. The Group did
not have any material dispute with our customers.

MAJOR CUSTOMERS AND SUPPLIERS

In 2020, Yangsi Hospital, Cixi Hospital and Jinhua Hospital were our largest customers, and the Group
received management service fees from Yangsi Hospital, Cixi Hospital and Jinhua Hospital in respect
of the provision of management and consultancy services to them. In 2020, the management service
fees recognised from them (net of value-added tax) were approximately RMB226.9 million (2019:
approximately RMB212.2 million), accounting for approximately 56.8% (2019: approximately 51.6%)
of our revenue, and the management service fees recognised from the largest customer accounted for
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DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR DEBENTURES

Save as otherwise disclosed in this annual report, at no time during the year ended December 31,
2020 was the Company or any of its holding company, subsidiaries or fellow subsidiaries a party to
any arrangements to enable the Directors to acquire benefits by means of the acquisition of shares in,
or debentures of, the Company or any other body corporate.

RISK MANAGEMENT

Market Risk

We conduct our business in China, from where we derive our revenue. The functional currency
for all of our operating subsidiaries is RMB. In Hong Kong, where the currency is HKD, we accept
certain exchange rate risks to meet investment and financing business needs. We are not exposed to
significant commodity price risk. The wealth management products we held in 2020 were classified as
financial assets at fair value through profit and loss. In view of the short maturity and relatively stable
prices of those wealth management products, we assess its price risk to be low. Borrowings obtained
at variable rates expose us to cash flow interest rate risk, which may be offset in part by cash and
wealth management products held at variable rates, and also expose us to fair value interest rate risk.
As of December 31, 2020, our borrowings amounted to approximately RMB131.7 million. The interest
rates of our loans which bear floating rates are linked to HIBOR. In order to meet daily business
capital requirements, we accept the interest rate risk within HIBOR’s fluctuation.

Credit risk

Credit risk mainly arises from cash and cash equivalents, term deposit, financial assets at fair value
through profit or loss (“FVPL”), amounts due from related parties, and trade and other receivables. The
maximum exposure to credit risk is represented by the carrying amount of each financial asset in the
consolidated balance sheets.

The credit risk of cash and cash equivalents, term deposit, financial assets at FVPL of the Company
is limited because the counterparties are mainly state-owned or public listed commercial banks which
are high-credit-quality financial institutions in the PRC.

The trade receivables of the Group are subject to the expected credit loss model. While financial
assets at FVPL are also subject to the impairment requirements of IFRS 9, no impairment was
identified. The Group applies the IFRS 9 simplified approach to measuring expected credit losses
which uses a lifetime expected loss allowance for all trade receivables. To measure the expected
credit losses, trade receivables have been grouped based on shared credit risk characteristics and the
days past due.
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ENVIRONMENTAL POLICIES AND PERFORMANCE

It is our corporate and social responsibility to promote sustainable development and foster an
environmentally-friendly environment. The Group has implemented internal policies and procedures
with respect to environmental protection at the Group Hospitals and has engaged qualified service
providers to dispose of our Group Hospitals’ medical waste. The Group has established a hospital
infection management committee that sets out annual work plans and carries out supervision
on preventing hospital infections. For the year ended December 31, 2020, the Group incurred
approximately RMB335,160 (2019: approximately RMB425,248) in environmental compliance costs.
The Group integrates international standards, national regulations and industry standards into its
medical services, and procurement and business management activities. The specific tasks are
performed by the Group’s subsidiaries and medical institutions. The Group’s functional departments
are connected to ensure that daily operations are in line with the environmental, social and governance
regulations. During the year ended December 31, 2020 and up to the date of this report, none of our
management received reports concerning environmental claims, lawsuits, penalties or administrative
sanctions.

COMPLIANCE WITH LAWS AND REGULATIONS

Our operations are mainly carried out by the Company’s subsidiaries in China while the Company’s
shares are listed on the Stock Exchange. Our operations shall comply with relevant laws and
regulations in China, Hong Kong and the Cayman Islands. During the year ended December 31, 2020
and up to the date of this report, the Group has complied with all the relevant laws and regulations in
China, Hong Kong and the Cayman Islands in all material respects.

AUDITOR

The consolidated financial statements of the Group for the year ended December 31, 2020 have been
audited by PricewaterhouseCoopers, who will retire at the conclusion of the AGM and offer themselves
for re-appointment. A resolution for the re-appointment of PricewaterhouseCoopers as the auditor of
the Company will be proposed at the AGM. The Company has not changed its auditor during any of
the past three years.

On behalf of the Board

Chen Shuai
Chairman and Acting Chief Executive Officer

Hong Kong
March 30, 2021
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DIRECTORS

Chen Shuai (0