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Financial Highlights

Principal Financial Data and Indicators

For the six months ended June 30,

2022 2021

(RMB’ 000) (RMB’ 000)

(Unaudited) (Unaudited)

(Restated)

Revenue 738,305 607,737
Profit before income tax 63,331 53,745
Income tax expenses 19,110 17,506
Net profit 44 221 36,238
Net profit attributable to shareholders of the Company 38,788 35,003
Profit or loss attributable to non-controlling interests 5,433 1,235
As at As at

June 30, 2022 December 31, 2021

(RMB’ 000) (RMB’ 000)

(Unaudited) (Audited)

Total assets 2,693,723 2,377,968
Total liabilities 1,339,418 1,106,880
Total equity 1,354,305 1,271,088
Equity attributable to shareholders of the Company 1,249,795 1,199,073
Non-controlling interests 104,510 72,015
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Management Discussion and Analysis

BUSINESS REVIEW AND OUTLOOK

In the first half of 2022, the complicated situation caused by the profound changes unseen in a century and the
recurrent COVID-19 pandemic (the “Pandemic”) has led to a steep increase in uncertainties in global social and
economic development. Faced with multiple pressures such as the continuing economic downturn and the accelerated
reform of diversified and combined medical insurance payment methods, the Group, under the guidance of macro
policies, adheres to Kangning’'s 100-year development strategy and further enhances medical quality and service
standards by continuously strengthening and improving the internal management system, the overall business has
maintained a good development momentum, with the following progress:

In the first half of 2022, the development of the Group’s owned hospitals business demonstrated strong resilience.
During the Reporting Period, the Group’s well-established and owned hospitals such as Wenzhou Kangning Hospital,
Cangnan Kangning Hospital, Qingtian Kangning Hospital, Yongjia Kangning Hospital and Yueging Kangning
Hospital maintained steady growth. In particular, Cangnan Kangning Hospital, Qingtian Kangning Hospital and
Yongjia Kangning Hospital further boost the development and growth potential after relocation; the overall business
development of existing new hospitals, which is in the climbing stage, grew steadily, of which Huainan Kangning
Hospital, Nanjing Yining Hospital, Chun’an Kangning Hospital, Hangzhou Cining Hospital and Wenzhou Cining Hospital
saw a significant increase in business scale compared with the same period last year. The four hospitals with regional
operation and management in Taizhou continued to have satisfactory performance. Only the development of Shenzhen
Yining Hospital, Heze Yining Hospital and Guanxian Yining Hospital has been slowed down under the influence of the
Pandemic and other factors. Meanwhile, the performance of Beijing Yining Hospital and Hangzhou Yining Hospital have
gradually improved during the Reporting Period by adjusting their operation and management models.

With the further implementation of the development strategy of “Healthy China” and the deepening of an aging society,
big health industry has started a new round of rapid growth. In the first half of 2022, the Group will further expand
the layout of the mental health and elderly medical industries. During the Reporting Period, the Group invested and
acquired the controlling interest in Jinyun Shuning Hospital (a psychiatric hospital), and wholly acquired Yueqing Yining
Hospital to provide medical and aged care for the elderly. In addition, Wenzhou Ouhai Yining Elderly Hospital of the
Group has officially opened, mainly providing geriatric diagnosis and treatment, Alzheimer’s disease treatment and
rehabilitation services for the elderly.
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As of June 30, 2022, the number of the Group’s owned hospitals increased to 30 (December 31, 2021: 27), including an
independently established Internet hospital (Yining Psychology Internet Hospital), and its operating beds increased to
9,558 (December 31, 2021: 8,328).

In the first half of 2022, the Group upheld the medical spirit of “respect lives, save lives and heal the injured”, in
addition to the Pandemic prevention and control arrangement within the Group, continued to actively undertake social
responsibilities, responded to the calls for prevention and control of the Pandemic from all levels of government and
fully supported the front line. In addition, the Group has established a psychological crisis intervention platform to
protect the mental health of the public, which was highly recognized and approved by government departments and
the general public.

Looking ahead, the Group will seize the opportunity of policies of the big health industry, integrate the strategy of “Healthy
China” into the development of the Group in all aspects, focus on meeting the medical service needs of patients, build
a “whole life cycle” layout and concept of great medical care, enhance the capacity of medical professional services,
implement the core system of medical quality and safety, establish a layered and diversified medical and health service
network, and continue to strengthen the synergy and sustainability of mental health and elderly health care. The Group
will further strengthen the construction of the internal control system, continue to improve the refined management
model and deepen the integration of production, education, research and development and healthcare, promote the
construction of a superior discipline system, improve the talent introduction and training mechanism, and actively
explore new areas of business such as social psychological services, drug/device clinical trials.

The Group is determined to achieve stable and long-term development, and will continue to adhere to its core value of
“Respecting Life and Serving Humbly” to provide quality health services to the public.
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Management Discussion and Analysis

Financial Review

The Group recorded revenue of RMB738.3 million during the Reporting Period, representing an increase of 21.5% as
compared with that of the same period of 2021. Among them, the revenue from operating its owned hospitals amounted
to RMB683.1 million, representing an increase of 21.7% as compared with that of the same period of 2021. During the
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Management Discussion and Analysis

Revenue and cost of revenue from operating its owned hospitals

Revenue from operating its owned hospitals consists of fees (“Billing Revenue”) charged for outpatient visits and
inpatient services at the Group’s various hospitals, which can be divided into treatment and general healthcare services
and pharmaceutical sales, as well as variable considerations for medical services provided by the Group, including
medical insurance settlement differences and loss of income from special medical services. The net amount after
deducting the variable considerations is recorded as operating revenue of the Group.

The table below sets forth a breakdown of the Billing Revenue of the Group’s owned hospitals adjusted to operating
revenue for the periods indicated:

For the six months ended June 30,

2022 2021

(RMB’000) (RMB’000)

(Unaudited) (Unaudited)

(Restated)

Billing Revenue from owned hospitals 689,629 577,993

Less: medical insurance settlement differences 2,440 1,574

loss of income from special medical services!" 4,110 15,074

Revenue from operating owned hospitals — net 683,079 561,345

Note:

(@) Loss of income from special medical services refers to the estimated unrecoverable charges for offering medical services by the Group

to extremely deprived community members, below minimum living security patients who are impoverished due to illness and other
persons with special difficulties stipulated by the people’s government at or above the county level (the “Patients in Need”) pursuant to
relevant policies.

For the Reporting Period, the Group's Billing Revenue from its owned hospitals amounted to RMB689.6 million,
representing an increase of 19.3% as compared with that of the same period of 2021, which was mainly due to an
increase in treatment and general healthcare services revenue driven by higher outpatient visits and inpatient visits.
During the Reporting Period, loss of income from special medical services amounted to RMB4.1 million, representing
a decrease of RMB11.0 million as compared with that of the same period of 2021, mainly due to the increased
reimbursement ratio of medical expenses on cross-regional patients for some local medical insurance authorities and
an increase in the proportion of medical assistance.
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The table below sets forth a breakdown of our revenue, cost of revenue and gross profit for the Group’s owned hospitals

for the periods indicated:

For the six months ended June 30,

2022 2021
(RMB’000) (RMB’000)
(Unaudited) (Unaudited)
(Restated)
Treatment and general healthcare services
Revenue 542,043 449,713
Cost of revenue 365,916 295,515
Gross profit 176,127 154,198
Pharmaceutical sales
Revenue 147,586 128,280
Cost of revenue 136,141 122,123
Gross profit 11,445 6,157
Owned hospitals
Revenue 689,629 577,993
Cost of revenue 502,057 417,638
Gross profit 187,572 160,355

During the Reporting Period, revenue from operating the Group’s owned hospitals amounted to RMB689.6 million,

representing an increase of RMB111.6 million as compared with that of the same period of 2021, mainly due to the

increase in the revenue of Yongjia Kangning Hospital, Qingtian Kangning Hospital, Yueqging Kangning Hospital,

Wenzhou Cining Hospital, Taizhou Kangning Hospital and Nanjing Yining Hospital and the mergers and acquisitions of

Pingyang Changgeng Yining Hospital, Yueqing Yining Hospital and Jinyun Shuning Hospital, as compared with that of
the same period of last year. During the Reporting Period, the gross profit of the Group’s owned hospitals increased by
17.0% as compared with that of 2021, mainly due to the increase in inpatient bed-days and average inpatient spending

per bed-day.
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The table below sets forth a breakdown of Billing Revenue of the Group’s owned hospitals by inpatients and outpatients
for the periods indicated, with relevant operating data:

For the six months ended June 30,

2022 2021
(Unaudited) (Unaudited)
(Restated)
Inpatients
Inpatient bed as at period end 9,558 8,328
Effective inpatient service bed-day capacity 1,729,998 1,507,368
Utilization rate (%) 87.0 87.3
Number of inpatient bed-days 1,505,499 1,315,493
Treatment and general healthcare services revenue attributable to
inpatients (RMB'000) 513,773 427,770
Average inpatient spending per bed-day on treatment and
general healthcare services (RMB) 341 325
Pharmaceutical sales revenue attributable to inpatients (RMB'000) 74,837 72,211
Average inpatient spending per bed-day on pharmaceutical sales (RMB) 50 55
Total inpatient revenue (RMB’000) 588,610 499,981
Total average inpatient spending per bed-day (RVMB) 391 380
Outpatients
Number of outpatient visits 225,032 177,881
Treatment and general healthcare services revenue attributable to
outpatients (RMB'000) 28,271 21,943
Average outpatient spending per visit on treatment and
general healthcare services (RMB) 126 123
Pharmaceutical sales revenue attributable to outpatients (RMB'000) 72,748 56,069
Average outpatient spending per visit on pharmaceutical sales (RMB) 323 Bl
Total outpatient revenue (RMB’000) 101,019 78,012
Total average outpatient spending per visit (RMB) 449 438
Total treatment and general healthcare services revenue (RMB’000) 542,044 449,713

Total pharmaceutical sales revenue (RMB’000) 147,585 128,280
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During the Reporting Period, inpatient Billing Revenue amounted to RMB588.6 million, representing an increase of
17.7% as compared with that of the same period of 2021, primarily due to: (i) the number of the Group's inpatient bed-
days increased by 14.4%, which was driven by the increase in the inpatient bed-days of Yongjia Kangning Hospital,
Qingtian Kangning Hospital, Wenzhou Cining Hospital, Taizhou Kangning Hospital, Lugiao Cining Hospital, Pingyang
Changgeng Yining Hospital, Yueqing Yining Hospital and Jinyun Shuning Hospital; and (ii) the average inpatient
spending per bed-day of the Group’s owned hospitals increased by 4.9%. The proportion of inpatient Billing Revenue to
Billing Revenue from owned hospitals was 85.4% (for the six months ended June 30, 2021: 86.5%).

During the Reporting Period, outpatient Billing Revenue amounted to RMB101.0 million, representing an increase of
29.5% as compared with that of the same period of 2021, primarily due to the increase of outpatient visits by 26.5% and
the increase in average outpatient spending per visit by 2.3%. The proportion of outpatient Billing Revenue to Billing
Revenue from owned hospitals was 14.6% (for the six months ended June 30, 2021: 13.5%).

During the Reporting Period, due to the increase of both inpatient and outpatient business of our owned hospitals,
Billing Revenue from treatment and general healthcare services increased by 23.7% as compared with that of the
same period of 2021, and increased to 78.6% of Billing Revenue from owned hospitals (for the six months ended June
30, 2021: 77.8%); Billing Revenue from pharmaceutical sales increased by 15.0% as compared with that of the same
period of 2021, accounting for 21.4% of Billing Revenue from owned hospitals (for the six months ended June 30, 2021:
22.3%), of which: the ratio of inpatient pharmaceutical sales to total inpatient Billing Revenue increased to 21.7% (for the
six months ended June 30, 2021: 14.4%), the ratio of outpatient pharmaceutical sales to total outpatient Billing Revenue
slightly increased to 72.0% (for the six months ended June 30, 2021: 71.9%).

The cost of revenue of the Group’s owned hospitals primarily consisted of pharmaceuticals and consumables used,
Billing Revenue from owoup
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During the Reporting Period, the cost of revenue of the Group’s owned hospitals increased to RMB502.1 million,
representing an increase of 20.2% as compared with that of the same period of 2021. It was mainly due to: (i) the
increase of 16.4% in pharmaceuticals and consumables expenses relating to the increase of pharmaceutical sales
revenue; (i) the increase of 22.4% in employee benefits and expenses arising from the increase in beds in the operation
of our owned hospitals; (iii) depreciation of right-of-use assets increased by 5.0% as compared with that of the same
period of 2021; and (iv) the depreciation and amortization increased by 27.0% as compared with that of the same
period of 2021, mainly caused by the expansion of the healthcare facilities’ network.

From the cost structure perspective, the proportion of pharmaceuticals and consumables used to the cost of revenue of
our owned hospitals decreased to 34.6% (for the six months ended June 30, 2021: 35.7%). The proportion of employee
benefits and expenses to cost of revenue of our owned hospitals increased to 35.7% (for the six months ended June 30,
2021: 35.1%). The proportion of the depreciation of right-of-use assets together with depreciation and amortization to
the cost of revenue of our owned hospitals was 14.1% (for the six months ended June 30, 2021: 14.1%).

Revenue from other healthcare related business

The revenue from other healthcare related business of the Group primarily includes revenue from sales of medical
devices, revenue from pharmaceutical sales outside the hospitals, revenue from social mental service and revenue from
healthcare information technology business, etc. During the Reporting Period, revenue from the other healthcare related
business of the Group amounted to RMB51.8 million, of which revenue from sales of pharmaceuticals and medical
devices outside the hospitals was RMB37.7 million (for the six months ended June 30, 2021: RMB16.3 million).

Revenue from the property business

During the Reporting Period, no real estate business income was generated (for the six months ended June 30,
2021: RMB19.4 million), mainly because the Company entered into an equity transfer agreement with Mr. Guan Weili,
a Director and substantial shareholder of the Company, on June 24, 2021 to sell 75% equity interest in Wenzhou
Guoda (a limited liability company established in China in February 2002, mainly engaged in the business of real
estate development and operation, leasing and ancillary property management and infrastructure investment and
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During the Reporting Period, total gross profit of the Group on operating income basis amounted to RMB197.8 million,

representing an increase of 28.8% as compared with that of the same period of 2021. The gross profit of our owned

hospitals businesses amounted to RMB181.0 million, representing an increase of 26.0% as compared with that of the

same period of 2021. The table below sets forth a breakdown of the gross profit margin of different businesses for the

periods indicated:

For the six months ended June 30,

2022 2021

(Unaudited) (Unaudited)

(Restated)

Treatment and general healthcare services 31.7% 31.8%
Pharmaceutical sales 7.8% 4.8%
Owned hospitals businesses 26.5% 25.6%
Property and other businesses 30.3% 21.3%
Consolidated gross profit margin 26.8% 25.3%

During the Reporting Period, consolidated gross profit margin of the Group increased to 26.8% (for the six months

ended June 30, 2021 (restated): 25.3%), of which the gross profit margin of treatment and general healthcare services

slightly decreased by 0.1 percentage points as compared with that of the same period of 2021. The gross profit margin
of pharmaceutical sales increased by 3.0 percentage points as compared with that of the same period of 2021.

Tax and Surcharge

During the Reporting Period, the tax and surcharge of the Group amounted to RMB2.0 million (for the six months ended

June 30, 2021: RMB2.2 million).

Selling Expenses

During the Reporting Period, the selling expenses of the Group amounted to RMB6.1 million (for

the six months ended

June 30, 2021: RMB4.9 million). The selling expenses accounted for 0.9% of the Group's revenue from operating its

owned hospitals (for the six months ended June 30, 2021: 0.9%).
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Administrative Expenses

During the Reporting Period, administrative expenses of the Group primarily consist of benefits and expenses for
the management and administrative staff, depreciation and amortization, consultancy expenses, travelling expenses
and other expenses. The table below sets forth a breakdown of administrative expenses of the Group for the periods
indicated:

For the six months ended June 30,

2022 2021

(RMB’000) (RMB'’000)

(Unaudited) (Unaudited)

(Restated)

Employee benefits and expenses 52,917 42,156
Depreciation and amortization 11,246 8,632
Consultancy expenses 12,309 5,971
Travelling expenses 1,724 1,226
Others 16,698 18,076
Total administrative expenses 94,894 76,061

During the Reporting Period, the administrative expenses of the Group amounted to RMB94.9 million, representing an
increase of 24.8% as compared with that of the same period of 2021. During the Reporting Period, the proportion of
the administrative expenses to the revenue from operating owned hospitals of the Group was 13.9% (for the six months
ended June 30, 2021 (restated): 13.5%).

Research and Development Expenses

During the Reporting Period, the Group’s research and development expenses amounted to RMB15.1 million (for the
six months ended June 30, 2021: RMB11.8 million), representing an increase of 27.6% as compared with that of the
same period of 2021. The proportion of research and development expenses to the revenue from operating owned
hospitals of the Group was 2.2% (for the six months ended June 30, 2021 (restated): 2.1%), which was mainly due to
the continuous increase in investments in the development of information software, social mental service platform and
Internet hospital applications by the Group.
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Finance Expenses — Net

Our finance income includes interest income from bank deposits, and the finance expenses include the losses on
foreign exchange, the borrowing interest expenses and the interest expense on lease liabilities. The table below sets
forth a breakdown of our financial income and expense for the periods indicated:

For the six months ended June 30,

2022 2021

(RMB’000) (RMB’000)

(Unaudited) (Unaudited)

(Restated)

Interest income -1,699 -1,684
Foreign exchange losses -44 23
Borrowing interest expenses 15,561 11,674
Interest expense on lease liabilities 7,239 6,677
Others 591 548
Finance expenses — Net 21,648 17,238

During the Reporting Period, the net finance expenses of the Group amounted to RMB21.6 million, representing an
increase of RMB4.4 million as compared with that of the same period of 2021, mainly due to the increase in bank loans
of the Group, resulting in the increase in borrowing interest expense of RMB3.9 million as compared with that of the

same period of 2021.
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Investment Income/(Losses)

Our investment income/(losses) consist of share of losses of investments accounted for using the equity method, gains
arising from disposal of long-term equity investment and interest from structured deposit. The table below sets forth a
breakdown of our investment income/(losses) for the periods indicated:

For the six months ended June 30,

2022 2021

(RMB’000) (RMB’000)

(Unaudited) (Unaudited)

Share of losses of investments accounted for using the equity method -1,672 -755
Gains arising from disposal of long-term equity investment 1,393 6,119
-279 5,364

During the Reporting Period, our investment loss amounted to RMBO0.3 million. Among the said amount, there was
attributable investment loss of RMB1.7 million accrued under the equity method which primarily included the investment
loss from the investment in Hangzhou Anken Medical Technology Co., Ltd..

Credit Impairment Losses
During the Reporting Period, credit impairment increased to RMB2.7 million (for the six months ended June 30, 2021
(restated): RMB2.3 million).

Gains Arising from Disposal of Assets

During the Reporting Period, gains arising from disposal of assets amounted to RMBO0.4 million (for the six months
ended June 30, 2021: nil) which was due to disposal gains arising from termination of lease of Quzhou Yining Hospital.
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Non-Operating Income and Non-Operating Expenses

Our non-operating income mainly consists of government grants, donations received and demolition and reallocation
compensation income, and non-operating expenses mainly consist of losses on scrapping of non-current assets,
donation expenses, expenses for medical disputes and expenses for breach of contract. The table below sets forth a
breakdown of our non-operating income and non-operating expenses for the periods indicated:

For the six months ended June 30,

2022 2021

(RMB’000) (RMB’000)

(Unaudited) (Unaudited)

(Restated)

Government grants 1,167 297
Donations received 4,018 4,235
Other non-operating income 167 308
Non-operating income 5,352 4,840
Losses on scrapping of non-current assets 239 71
Donation expenses 1,419 473
Expenses for medical disputes 1,237 1,209
Other non-operating expenses 478 459
Non-operating expenses 3,373 2,212

During the Reporting Period, the non-operating income of the Group amounted to RMB5.4 million, representing
an increase of RMBO0.5 million as compared with that of the same period last year, mainly due to the increase in
government grants of RMB0.9 million compared with that of last year. During the Reporting Period, the non-operating
expenses of the Group increased to RMB3.4 million, mainly due to the increase in donation expenses of RMB0.9 million
as compared with that of the same period of 2021.

Income Tax Expense

During the Reporting Period, income tax expense increased to RMB19.1 million (for the six months ended June 30,
2021 (restated): RMB17.5 million), representing an increase of 9.2% as compared with that of the same period of 2021.
During the Reporting Period and for the six months ended June 30, 2021, our actual tax rate was 29.9% and 32.1%
(restated), respectively.
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Financial Position

Inventory

As of June 30, 2022, inventory balances amounted to RMB55.3 million (as of December 31, 2021: RMB56.5 million),
mainly including the medical inventory and turnover materials.

Accounts Receivables

As of June 30, 2022, the balance of accounts receivables amounted to RMB422.1 million (as of December 31, 2021:
RMB311.8 million), representing an increase of 35.4% as compared with that of December 31, 2021, mainly due to the
increase in operational income of the Group’s owned hospital.

During the Reporting Period, the accounts receivables turnover days of the Group were 90 days (for the six months
ended June 30, 2021 (restated): 76 days).

Other Receivables and Prepayments

As of June 30, 2022, other receivables and prepayments decreased to RMB35.3 million (as of December 31, 2021:
RMB41.8 million).

Other Non-current Financial Assets

As of June 30, 2022, the balance of other non-current financial assets was RMB65.8 million (as of December 31, 2021:
RMB65.8 million).

Right-of-use Assets

As of June 30, 2022, right-of-use assets decreased to RMB246.8 million (as of December 31, 2021: RMB257.4 million),
mainly due to the decrease in right-of-use assets of RMB10.6 million as a result of provision for depreciation of right-of-
use assets normally made by the Group during the Reporting Period.
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Liquidity and Capital Resources

The table below sets forth the information as extracted from the consolidated cash flow statements of the Group for the
periods indicated:

For the six months ended June 30,

2022 2021

(RMB’000) (RMB'’000)

(Unaudited) (Unaudited)

Net cash generated from operating activities 55,974 37,316
Net cash used in investing activities (164,454) (60,918)
Net cash generated from financing activities 194,881 93,139
Net increase in cash and cash equivalents 86,446 69,515

Net Cash Generated from Operating Activities

During the Reporting Period, net cash generated from operating activities amounted to RMB56.0 million, primarily
consisting of net profit of RMB38.8 million, adjustments of RMB2.7 million for credit impairment losses and asset
impairment losses and adjustments of RMB86.4 million for depreciation and amortisation of various assets. Changes in
working capital resulted in cash outflow of RMB102.8 million.

Net Cash Used in Investing Activities

During the Reporting Period, net cash used in investing activities amounted to RMB164.5 million, primarily due to the
amount of RMB121.1 million for purchasing property, plant and equipment, primarily including, infrastructure investment
of Lucheng Yining Hospital, Ouhai Yining Hospital, Jinyun Shuning Hospital, Quzhou Yining Hospital and decoration of
Pingyang Changgeng Yining Hospital and Nanjing Yining Hospital.

Net Cash Generated from Financing Activities

During the Reporting Period, net cash generated from financing activities amounted to RMB194.9 million.

Significant Investment, Acquisition and Disposal

The Group had no significant investment, acquisition or disposal for the six months ended June 30, 2022.
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Indebtedness

Bank Borrowings

As of June 30, 2022, the balance of bank borrowings of the Group amounted to RMB783.4 million (as of December
31, 2021: RMB553.2 million), primarily attributable to repayment of borrowings of RMB80.0 million and an increase in
borrowings of RMB317.5 million during the Reporting Period.

Contingent Liability

As of June 30, 2022, the Group had no contingent liability or guarantees that would have a material impact on the
financial position or operation of the Group.

Asset Pledge

The Group’s Wenzhou Kangning Hospital pledged property ownership certificates, namely Wenfang Quanzheng
Lucheng District No. 826751, Wenfang Quanzheng Lucheng District No. 826750, Zhe (2016) Wenzhou Real Estate
Rights No. 0010144, Zhe (2016) Wenzhou Real Estate Rights No. 0010142, and Zhe (2021) Wenzhou Real Estate Rights
No. 0081628, to China CITIC Bank Wenzhou Ouhai Sub-branch for obtaining a bank loan. As of June 30, 2022, the
balance of such pledged loan was RMB200.0 million.

Lease Liabilities

The lease liabilities of the Group primarily consist of operating lease arrangements. As of June 30, 2022, the present
values of unsettled lease payments under non-cancellable lease agreements, after deducting an amount of RMB15.6
million which is due within one year, were RMB240.8 million.

Financial Instruments

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

Exposure to Fluctuation in Exchange Rates

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

During the six months ended June 30, 2022, the Group has not used any derivative financial instruments to hedge
against its exposure to currency risks. The management of the Company manages the currency risks by closely
monitoring the movement of the foreign currency rates, and will consider hedging against significant foreign currency
exposures should such need arise.
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Gearing Ratio

As of June 30, 2022, the Group’s gearing ratio (total liabilities divided by total assets) slightly increased to 49.7% (as of
December 31, 2021: 46.5%), mainly due to an increase of bank borrowings.

Employees and Remuneration Policy

As of June 30, 2022, the Group had a total of 4,245 employees (as of December 31, 2021: 3,661 employees). During
the Reporting Period, employees’ remuneration (including salaries and other forms of employee benefits) amounted to
approximately RMB245.3 million (for the six months ended June 30, 2021: RMB198.1 million). The average employees’
remuneration is RMB115.6 thousand per year (including social insurance scheme and housing grant scheme borne by
the Group). The remuneration is determined with reference to the salary level in the same industry and the qualifications,
experience and performance of an employee.

Equity Incentive Scheme

In order to fully mobilize the enthusiasm of senior management and core technical personnel of the Group, the
Company drafted the Equity Incentive Scheme for the Year 2018 of Wenzhou Kangning Hospital Co., Lid. QOO OO
00000000 2018 00000000 the “Equity Incentive Scheme”), which was considered and approved at the
annual general meeting of the Company for the year 2017 which has been convened on June 13, 2018. In order to
meet the requirements regarding capital certainty when the Company applies for the listing of its A Shares in the future,
on June 24, 2021, the proposal on further amendments to the Equity Incentive Scheme was considered and passed
(among others) in the meeting of the Board, and it was resolved to cancel the performance assessment requirements
and the Company’s obligation to repurchase the unlocked incentive shares under the Equity Incentive Scheme. Unless
otherwise specified, capitalized terms used below shall have the same meanings as those defined in the announcement
of the Company dated May 29, 2018, the supplementary circular of the Company dated May 30, 2018, the circular of
the Company dated May 14, 2021, the announcement of the Company dated June 18, 2021 and the announcement of
the Company dated June 25, 2021.

In respect of the Equity Incentive Scheme, the participants of the first actual grant comprised a total of 165 persons,
with 1,818,529 incentive shares granted. The participants of the second phase of the actual grant comprised a total of
23 persons, with 180,516 incentive shares granted. The participants (including connected persons) of the third phase
of the actual grant comprised a total of 13 persons, with 540,229 incentive shares granted. As of the date of this interim
report, a total of 8 participants exited, corresponding to a total of 79,274 incentive shares. At the beginning and the end
of the Reporting Period, the participants of the actual grant under the Equity Incentive Scheme comprised 193 persons,
and 2,460,000 incentive shares have been granted in total. The incentive shares granted accounted for 3.2976% of the
total issued share capital of the Company in aggregate as of the date of this interim report. The incentive shares were
unlocked at one time after 48 months from the date of the grant, and the grant price was RMB10.47/share.
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The details of the Equity Incentive Scheme are as follows:

(1)

Purposes

The Equity Incentive Scheme has been formulated to further refine the corporate governance structure of the
Company, establish and optimise the Company's long-term incentive and restraint mechanism, attract and
motivate professional management talents and core personnel, fully mobilize their enthusiasm and creativity,
effectively enhance core team cohesion and core corporate competitiveness, better mobilize the enthusiasm of
employees of the Group, and effectively integrate Shareholders’ interests, the Company’s interests and interests
of the core team members so that the parties will make joint efforts for the Company’s long-term development
and ensure the realization of the Company’s development strategy and operation objectives. The Equity Incentive
Scheme has been developed on the precondition of fully safeguarding Shareholders’
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3)

Description of equity to be granted under the Equity Incentive Scheme

(@)

(b)

(c)

Form of equity to be granted under the Equity Incentive Scheme

The Company will set up the employees’ shareholding platform through the formation of a limited
partnership, and the employees’ shareholding platform will hold the Incentive Shares for and on behalf of
the Participants. When Incentive Shares are granted to the Participants, the Participants shall subscribe
for corresponding interests in the limited partnership and contribute capital at the grant price, and
indirectly become a Shareholder of the Company. The Participants are prohibited from transferring,
pledging or otherwise disposing their respective Incentive Shares during the lock-up period. Incentive
Shares to be granted to the Participants are entitled to the corresponding rights upon registration,
including but not limited to dividend distribution and voting rights. The aforementioned rights are not
subject to lock-up period. Upon the expiry of the lock-up period, unless otherwise agreed, Participants
who have fulfilled the unlocking conditions can dispose the unlocked Incentive Shares by transferring
their respective interests in the Partnership.

Source and category of the Shares subject to the equity to be granted under the Equity Incentive Scheme

The Incentive Shares under the Equity Incentive Scheme comprise the non-tradable and non-listed
Domestic Shares to be issued to the employees’ shareholding platform by the Company.

Amount of equity to be granted under the Equity Incentive Scheme and its percentage of the total share
capital of the Company

Participants are proposed to be granted up to 2,460,000 Shares under the Equity Incentive Scheme,
representing 3.30% of the Company’s total share capital as at the date of this interim report, and
accounting for 4.45% of the total number of non-tradable and non-listed Domestic Shares.
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4)

)

Validity period, locked-up period and unlocking period arrangement of the Equity Incentive Scheme

(@)

(b)

(c)

Validity period of the Equity Incentive Scheme

The validity period of the Equity Incentive Scheme shall be 10 years from the date of approval at the
annual general meeting for the year 2017 (i.e. April 26, 2018), unless it is terminated in accordance with
the relevant provisions of the Equity Incentive Scheme.

Locked-up period of the Equity Incentive Scheme

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

Unlocking period arrangement of the Equity Incentive Scheme

Incentive Shares under the first grant shall be unlocked in one go after 48 months (June 28, 2022) from
the date of the first grant (June 29, 2018); Incentive Shares under the reserved grant shall be unlocked
concurrently with those under the first grant unl