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OVERVIEW

We are a medical imaging solutions provider, principally engaged in providing medical imaging
film products and medical imaging cloud services in Shandong Province. In respect of our medical
imaging film products business, our Group engages in the distribution of medical imaging film products

(Note) and the sale of

from international brands, in particular, the Medical Imaging Products Manufacturer
our self-branded medical imaging film products. For our distribution business, our Group was the Tier-2
distributor of the Medical Imaging Products Manufacturer in Shandong Province. In respect of our
medical imaging cloud services business, our Group was the third largest medical imaging cloud
services supplier in Shandong Province with a market share of approximately 4.7% and had a market
share of approximately 0.4% in China, in terms of sales revenue in 2021. Our Group plans to focus its

business in Shandong Province.

We have been the distributor of international medical imaging film products since 2016.
Leveraging on our established customer base in the medical imaging market in Shandong Province and
with a view to increasing our profitability, we have provided our self-branded medical imaging film
products to our customers in Shandong Province since 2018. The sale of the medical imaging film
products of the Medical Imaging Products Manufacturer constituted approximately 89%, 76%, 72% and
68% of our revenue under the medical imaging film products business segment during the three years
ended 31 December 2021 and the six months ended 30 June 2022 and the sale of medical imaging film
products of our own brand constituted approximately 9%, 19%, 28% and 32% of our revenue under the
medical imaging film products business segment during the same periods. Except for the minimal
revenue generated from the sale of medical imaging film products of another international brand during
the two financial years ended 31 December 2020, our Group only distributed medical imaging film
products of the Medical Imaging Products Manufacturer since 2021.

Having established a market position in the medical imaging film products market in Shandong
Province and by riding on the increasing demand for medical imaging informatisation and medical
imaging cloud platform, we tapped into the medical imaging cloud services market by providing
hospitals and healthcare institutions with medical imaging cloud services in 2017. With an aim to
quickly penetrate into the market, we provide such services in the course of the sale of medical imaging
films. Our Directors believe that such services help digitise the medical images and thereby enable
medical practitioners and patients to access patients’ information anytime anywhere and increase the
efficiency and accuracy of diagnosis and treatment. Our Directors also believe that such a sales model
will increase customers stickiness.

As at 31 December 2019, 2020 and 2021, 30 June 2022 and as the Latest Practicable Date, we had
61, 63, 62, 57 and 61 hospitals and healthcare institutions customers. Out of the 61, 63, 62, 57 and 61
customers, 42, 51, 53, 53 and 55 customers also subscribed for our medical imaging cloud service for
the same year/period.

Note: Established in 1901, it is a medical imaging products manufacturer and medical information technology solutions
provider with its headquarters located in USA.
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The following diagram illustrates our main business model.
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(1) In the course of the sale of medical imaging films, depending on our customers’ needs, we will provide the
corresponding self-service film output printer and/or medical image printer to them and our customers are not
charged for the corresponding equipment. Occasionally, we also provide medical image data distribution system
(including CDs) without charging our customers. The ownership of the equipment belongs to our Group. In the event
of termination/discontinuation of the business relationship with our customers, the equipment provided to our
customers during the course of the sale of medical imaging films are required to be returned. The reason for
providing the corresponding self-service film output printer and medical image printer is to avoid incompatibility and
distortion of images due to the use of different brands of medical imaging films, self-service film output printer and/
or medical image printer. According to CIC, such a sales model is in line with the industry practise.

(2) To connect the software and the existing information technology systems of our customers, our integration process
includes (i) installing the software to the existing information technology systems of our customers and formulating
an application programme interface (API); and (ii) installing a hard drive called front-end processor on-site.

3) Medical practitioners and patients can retrieve the medical data from the digital medical imaging cloud storage
platform provided by us.

During the Track Record Period, our customers included hospitals and healthcare institutions in
Shandong Province. Over years of operations, we have accumulated a solid customer base and our
customers covered 43 Grade III hospitals, 30 Grade II hospitals and 20 Grade I hospitals in Shandong
Province, accounting for approximately 20.7% Grade III hospitals, 4.1% Grade II hospitals and 1.9%
Grade I hospitals in Shandong Province, since the date of our inception until the Latest Practicable Date.
According to CIC, Grade III hospitals in the PRC had the highest patient visits, which accounted for
only 9.0% of total number of hospitals in the PRC but with approximately 57.5% of total visits to
hospitals in the PRC in 2021, because the ability to provide an accurate diagnosis at lower grade
hospitals is relatively low and hence patients are inclined to visit a higher grade hospital. Our Directors
believe that our extensive hospital coverage and business network, in particular, our coverage on Grade
IIT hospitals, significantly strengthen our position in the medical imaging market in Shandong Province.
Going forward, we will continue to enhance cooperation with existing customers as well as establish our
presence in the eastern part of Shandong Province that are not extensively covered by our products and
services network.
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In terms of suppliers, for our distribution business, we procure medical imaging film products from
distributors of the medical imaging film products for onward selling to our customers. For our self-
branded products business, we procure medical imaging film products from OEM manufacturers, which
will be further packaged and labelled or assembled by us. For our medical imaging cloud services, we
procure software from our software suppliers, which are designed in accordance with our requirements
and specifications.

During the Track Record Period, our Group generated all of the revenue and profits from
customers in Shandong Province. For the three years ended 31 December 2021 and the six months ended
30 June 2022, we recorded a total revenue of approximately RMB140.8 million, RMB184.4 million,
RMB211.1 million and RMB98.6 million, respectively, and a net profit of approximately RMB22.3
million, RMB29.0 million, RMB23.1 million and RMB15.4 million for the same periods, respectively.
The following table sets forth details of our Group’s revenue derived from each business segment during
the Track Record Period for the periods indicated:

For the year ended 31 December For the six months ended 30 June
2019 2020 2021 2021 2022
RMB’000 %  RMB’000 %  RMB’000 %  RMB’000 %  RMB’000 %
(unaudited)

Sale of medical imaging film

products
— Sale of medical imaging films 127,138~ 90.3 165675  89.8 196,361  93.0 100,503  94.1 92,621 93.9
— Others (Note) L7712 7,120 39 565 03 02 01 149 0.2
Sub-total 128909 915 172,795 937 196926 933 100,565  94.2 92,770 94.1
Provision of medical imaging cloud

services 11916 85 1,640 63 14,150 6.7 6,163 5.8 5851 5.9
Total 140,825 100 184435 100 _ 211,076 100 _ 106,728 100 98,621 100

Note: Others mainly refer to the sale of self-service film output printer, medical image printer, medical image data
distribution system, other medical devices and CDs and the maintenance fees and rental income of medical devices.

The following table sets forth details of our Group’s gross profit and gross profit margin derived
from each business segment during the Track Record Period:

For the year ended 31 December For the six months ended 30 June

2019 2020 2021 2021 2022
Gross Gross Gross Gross Gross
profit profit profit profit profit

Gross profit margin — Gross profit margin  Gross profit margin Gross Profit margin - Gross Profit margin

RMB’000 % % RMB'000 % % RMB000 % %  RMB’000 % % RMB'000 % %
(unaudited)
Sales of medical imaging film
products 36,558 788 284 51779 841 300 63,654 841 323 31385 863 312 34727 876 374
Medical imaging cloud
services 9857 212 827 9796 159 842 12045 159 851 5003 137 812 4899 124 837

Total 46,415 100 330 61,575 100 334 75699 100 359 36,388 100 341 39,626 100 402
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OUR COMPETITIVE STRENGTHS

We believe that the following competitive strengths have contributed to our success, differentiated
us from our competitors, and will continue to be the key drivers of our business growth:

The only provider in Shandong Province which provides medical imaging film products together
with medical imaging cloud services

According to CIC, we are the only provider in Shandong Province which provides medical imaging
film products together with medical imaging cloud services. In respect of our medical imaging film
products business, our Group engages in the distribution of medical imaging film products from
international brand(s) and the sale of our self-branded medical imaging film products. According to CIC,
for our distribution business, our Group was the biggest Tier-2 distributor of the Medical Imaging
Products Manufacturer in Shandong Province in terms of sales volume in 2021. In respect of our
medical imaging cloud services business, our Group was the third largest medical imaging cloud
services supplier in Shandong Province with a market share of approximately 4.7%, in terms of sales
revenue in 2021.

As a one-stop medical imaging solutions provider, if our customers procure medical imaging films
from us and depending on our customers’ needs, we will provide the medical imaging cloud services
along with the medical imaging films so that the medical imaging printers can be connected to our
digital medical imaging cloud storage platform to retrieve medical data. Our Directors consider that we
differentiate ourselves from other medical imaging film products providers in Shandong Province by
specialising in the integration of both hardware and software for offering a one-stop medical imaging
products and services to our customers, which in turn help to maintain customers stickiness and loyalty
to our products and services.

Further, as the provision of medical imaging film products and medical imaging cloud services
share the same pool of customers, the knowledge, expertise and skillset of our sales and marketing teams
can be transferred to the medical imaging cloud services business. In such case, our sales and marketing
resources can be shared among the two segments, and accordingly, we can better utilise our marketing
expenses.

Since we commenced our medical imaging film products business earlier than our medical imaging
cloud services business, we have already established solid and stable relationship with our customers.
Our familiarity of the procurement procedures and requirements of our customers in Shandong Province
gives us an edge over new entrants to the medical imaging cloud services market and hence helps us
attract more customers and grows our market share.

An early mover to the medical imaging cloud services market in Shandong Province

We consider ourselves as an early mover to tap into the medical imaging cloud services market in
Shandong Province. Driven by the needs of larger storage capacity due to the improvement in imaging
devices and significant increase in image volume, cloud platform becomes a more cost-efficient way
than traditional local storage. Coupled with the needs of information and data sharing within regions and
between hospitals and healthcare institutions, the market size of medical imaging cloud services industry
in the PRC increased from approximately RMBO0.7 billion in 2016 to approximately RMB3.5 billion in
2021 at a CAGR of approximately 36.6% and is expected to further grow from approximately RMB3.5
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billion in 2021 to approximately RMB18.9 billion in 2030 at a CAGR of approximately 20.6%. The
market size of medical imaging cloud services industry in Shandong Province increased rapidly from
less than approximately RMBO0.06 billion in 2016 to approximately RMBO0.30 billion in 2021 at a CAGR
of approximately 40.5%, and it is expected to keep continuous growth and reach approximately
RMB1.63 billion in 2030 at a CAGR of approximately 20.5%.

In 2017, we started to provide medical imaging cloud services in the course of the sale of medical
imaging films to our customers in Shandong Province and therefore have established a market presence
in the medical cloud services industry in Shandong Province. As at 31 December 2019, 2020, 2021 and
30 June 2022 and the Latest Practicable Date, the number of customers subscribing to our medical
imaging cloud services was 42, 51, 53, 53 and 55, respectively. Our customer base increased year by
year and our experience in the provision of medical imaging cloud services has become more mature
over the years of operation. During the Track Record Period, our Group’s revenue derived from the
provision of medical imaging cloud services business segment were approximately RMB11.9 million,
RMB11.6 million, RMB14.2 million and RMB5.9 million, respectively, representing approximately
8.5%, 6.3%, 6.7% and 5.9%, of our Group’s total revenue for the relevant period, respectively. We also
plan to broaden our source of income by expanding our medical imaging cloud services portfolio to
further capture the rising opportunities of the medical imaging cloud services market in Shandong
Province. Leveraging on the advantage of being an early mover to the market, proven track record, as
well as market recognition, we believe that we are well positioned to further increase our market share
in the medical imaging cloud services industry in Shandong Province efficiently, strengthen our
competitive advantages effectively and generate attractive investment returns for our Shareholders.

Well-positioned to capture the opportunities in Shandong Province

During the Track Record Period, all of our customers are located in Shandong Province, which is a
highly-populated province in the PRC with relatively high medical demands and extensive hospital
coverage. According to CIC, in 2021, Shandong Province ranked the second, the second and the fifth in
terms of resident population, healthcare institutions coverage, and number of outpatient visits,
respectively, amongst all provinces, municipalities and autonomous regions in the PRC and the total
number of hospitals in Shandong Province increased from over 2,000 in 2016 to over 2,600 in 2021 and
is expected to increase to over 2,900 in 2025.

Our business is deeply rooted in Shandong Province, which allows us to capture the opportunities
there. Over years of operations, we have accumulated a solid customer base and we have successfully
established an extensive hospital coverage that covered 43 Grade III hospitals, 30 Grade II hospitals and
20 Grade I hospitals in Shandong Province, accounting for approximately 20.7% Grade III hospitals,
4.1% Grade II hospitals and 1.9% Grade I hospitals in Shandong Province, as at the Latest Practicable
Date. According to CIC, Grade III hospital in the PRC had the highest patient visits, which accounted
for only 9.0% of total number of hospitals in the PRC but with approximately 57.5% of total visits to
hospitals in the PRC in 2021, because the ability to provide an accurate diagnosis at lower grade
hospitals is relatively low and hence patients are inclined to visit a higher grade hospital. We believe our
extensive coverage is a sign showing that we have a reputation among the hospitals and healthcare
institutions in Shandong Province. Our Directors also believe that the newly established hospitals and
healthcare institutions may tend to choose us as their medical imaging film products and medical
imaging cloud services providers due to our familiarity with the operation and procurement process of
the hospitals and healthcare institutions in Shandong Province.
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Stable and established business relationship with our customers and international medical imaging
film products suppliers

We maintain stable and established business relationship with our customers and more than 40% of
our customers have maintained business relationship with us since our inception. To maintain business
relationship with our customers, our sales and marketing and engineering teams are receptive to our
customers’ feedback, changing preferences and operational needs and are able to provide comprehensive
after-sales support in a timely manner. This, in turn, facilitates a better working relationship with
procurement personnel and medical practitioners from different departments of the hospitals and
healthcare institutions. Our timely delivery of products and services also helps maintain our business
relationship with existing customers in Shandong Province.

Moreover, our sales model is to provide corresponding self-service film output printer and medical
image printer during the sale of medical imaging films to avoid the possibility of distortion of images
and incompatibilities when different brands of equipment and films are used. According to CIC, this is
in line with the market practise. We believe that there will be a continuous demand for the medical
imaging films as our customers will be more inclined to purchase medical imaging films from us after
installing the corresponding self-service film output printer and medical image printer at their hospitals
and healthcare institutions.

Further, to the best knowledge of our Directors, as at the Latest Practicable Date, the hospitals and/
or healthcare institutions procure our Group’s products and services including the medical imaging film
products of the Medical Imaging Products Manufacturer and our medical imaging cloud services,
exclusively from us. As a result, there will be a recurring demand for our medical imaging film products
and medical imaging cloud services from our existing customers and in turn customer stickiness and
loyalty to our Group can be maintained.

Our Directors believe that our stable relationship with our customers also serves as one of the
essential factors in securing our existing suppliers and distributorship and has brought us a competitive
advantage in obtaining and/or negotiating variable distribution rights with medical imaging film products
manufacturers or its distributors. We also believe that our solid business relationship with our customers
allows us to stand out in the competition of the medical imaging market in Shandong Province as we
have already gained an in-depth knowledge and understanding of the procurement procedures and
requirements of the hospitals and healthcare institutions as well as their internal rules and regulations.

Furthermore, we believe that a stable and good relationship with the distributors of international
medical imaging film products is one of the factors to achieve our success. One of our medical imaging
film products suppliers is the Tier-1 distributor of the Medical Imaging Products Manufacturer, which is
Honghe Group. We have established our business relationship with Honghe Group since 2017 and
entered into a ten-year framework procurement agreement with Honghe Group in February 2021.
Founded in 1901, the principal business of Medical Imaging Products Manufacturer is manufacturing of
medical imaging film products. According to CIC, Medical Imaging Products Manufacturer was the
market leader in the medical image film products market in the PRC and Shandong Province with a
market share of approximately 28.0% and 55.0%, respectively, by revenue in 2021. As at 30 June 2022,
approximately 38.6% of our customers procured medical imaging film products of the Medical Imaging
Products Manufacturer from us.
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Capable to supply self-branded medical imaging film products to vertically integrate our medical
imaging film products supply chain

We are one of the medical imaging film products distributors in the PRC which also possesses
product development capabilities. According to the national policy of “Made in China 2025 and
“Outline for Healthy China 2030, substitution of imported medical devices by domestic products has
become an inevitable trend. The domestic market of medical imaging film products is expected to
benefit from this policy, and it is expected that hospitals and healthcare institutions will increase their
purchases from domestic companies. In light of this policy, domestic medical imaging film products
suppliers will play a more important role in supporting China’s healthcare system in the future.

In order to capitalise our experience accumulated over years of experience in the medical imaging
film products market, we commenced our self-branded products business in 2018. We procure medical
imaging films products from OEM manufacturers in the PRC, which will be further packaged and
labelled or assembled by us. As at the Latest Practicable Date, our product portfolio included self-
branded medical dry laser film, thermal film, medical printing film, self-service film output printer,
medical imaging printer and medical image data distribution system. Our self-branded products broaden
our products portfolio and our revenue stream. During the Track Record Period, we saw an increasing
trend in the sale of medical imaging film products of our own brand, which constitute approximately
9%, 19%, 28% and 32% of our total revenue under the medical imaging film products business segment,
respectively.

We believe that as we gradually increase the proportion of our self-branded products business,
there will continue to be a positive impact on our financial performance.

We strive to provide medical imaging cloud services, which can enhance the operational efficiency
of our hospitals and healthcare institutions customers

We believe that we are positioned with the competitive edge over our industry peers and other
larger-scale technology companies which offer similar medical imaging cloud services.

We strive to provide solutions which could serve as infrastructure connecting among medical
practitioners and between medical practitioners and patients within the healthcare system. Our medical
imaging cloud services is a strategic product that can fulfil the operational needs of hospitals.

Our Directors believe that our medical imaging cloud services enable hospitals and healthcare
institutions to enhance their operational efficiency and patients to have quicker access to their medical
information, which in turn enhances the communication between hospitals and patients.

Moreover, compared to some cloud services providers, we differentiate ourselves by having a solid
and well-established business relationship with our hospitals and healthcare institutions customers.
Leveraging on our close business relationship with hospitals and healthcare institutions, we are able to
acquire first-hand knowledge from the hospitals and healthcare institutions the difficulties they
encountered during the shift from the traditional medical imaging films to medical imaging cloud films
and hence design an easy-to-use and simple layout of medical imaging cloud software for them to adapt
to such an inevitable trend.
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As at 31 December 2019, 2020 and 2021, 30 June 2022 and as at Latest Practicable Date, out of
the 61, 63, 62, 57 and 61 hospitals and/or healthcare institutions customers, 42, 51, 53, 53 and 55
customers subscribed for our medical imaging cloud services for the same year/period.

We believe that our competitive edge enables us to effectively attract and retain customers and
compete with our industry peers and larger-scale technology companies offering similar services,
thereby facilitating our business sustainability and path to profitability.

Experienced and committed professional management and sales team with proven track record

Our executive Directors, Mr. Meng and Mr. Guo, have extensive experience in the medical
imaging industry in the PRC. They have been engaged in the sales and distribution of medical imaging
film products in the PRC for over 21 years. For details of the biographies of Mr. Meng and Mr. Guo,
please refer to the section headed “Directors and senior management” in this document. Through Mr.
Meng and Mr. Guo’s involvement and leadership, we have built a team of experienced professionals in
operations, general management and financial management through years of operation. The key members
of our management team have an average of ten years’ of experience in the medical imaging or finance
industry. With keen business insight developed from years of experience in the medical imaging
industry, our management team can identify the market trend, adapt to market needs and grasp existing
and potential business opportunities and in turn our Group may maintain long-standing relationship with
our customers and ensure all of our operations conform to national, local and industry standards.

We have an experienced sales and marketing team that has built up significant local market know-
how and expertise, including an understanding of local customers’ preferences. We believe that our
experienced senior management team has played a key role in leading the operations and development
strategies, and in providing us with industry and operational knowledge, which have been and will
continue to be the key to our success in our future operations and profitability.

OUR BUSINESS STRATEGIES

We aim to continue the growth and expansion of our operations through the following strategic
initiatives:

Expand our customer base and further consolidate our market presence in Shandong Province by
expanding to the eastern part of Shandong Province

According to CIC, the main driving forces of the medical imaging film products market are (i) the
increasing demand for self-service film output printer, which can reduce distribution errors and shorten
waiting time; and (ii) favourable national policies, which encourage the use of local medical imaging
film products to substitute imported medical imaging film products. The domestic medical image
printing suppliers is expected to benefit from this policy, and it is predicted that there will be a shift to
purchase medical imaging film products from multinational companies to domestic companies in the
PRC. On the other hand, according to CIC, the market size of medical imaging cloud services industry
in Shandong Province is expected to grow further from approximately RMBO0.30 billion in 2021 to
RMB1.63 billion in 2030 at a CAGR of 20.5%, attributable to (i) the demand for medical imaging cloud
services which provides the functions of storage, retrieval, management, distribution and presentation of
digital medical images from multiple medical modalities and diagnostic data without the need to
manually file, retrieve or transport the physical medical images and data; (ii) the needs of storage
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capacity as a result of the improvement in medical imaging devices and significant increase in medical
image volume; and (iii) the demand of information and data sharing within regions and between
hospitals and healthcare institutions. For further details of our growth drivers, please refer to the
paragraph headed “Industry Overview — Overview of China’s Medical Imaging Cloud Services Market
— Market Drivers and Future Trends — Market Drivers and Future Trends of the China’s Medical
Imaging Film Products Market” and “Industry Overview — Overview of China’s Medical Imaging
Cloud Services Market — Market Drivers and Future Trends — Market Drivers and Future Trends of
China’s Medical Imaging Cloud Services Market” of this document.

Riding on the growth momentum of the medical imaging film products market and the medical
imaging cloud services market, we plan to further consolidate our market presence, in particular, our
self-branded medical imaging film products and medical imaging cloud services, in these two markets by
expanding our presence to the eastern part of Shandong Province.

During the Track Record Period, most of our customers were situated in the western part of
Shandong Province, including, Jinan, Jining, Linyi, Liaocheng, Zibo, Heze, Zaozhuang and Dezhou. For
further details of our geographical allocation of our customers, please refer to the map of Shandong
Province below:
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Our Customers

Leveraging on our experience with hospitals in the western part of Shandong Province and to
capture the rising opportunities in the medical imaging market in Shandong Province, we plan to
increase our coverage of hospitals and healthcare institutions by expanding our sales network to the
eastern part of Shandong Province which is not extensively covered by us.
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The details of our strategies to tap into the eastern part of Shandong Province are set out below:

(1)

(i1)

Setting up sales office and warehouse: we have set up a sales office and a warehouse in
Jinan. We intend to set up a sales office with gross floor area of 800 sq.m. and a warehouse
with gross floor area of 300 sq.m. in Qingdao at an expected total rental costs of
approximately HK$79,000 per month based on the quotation obtained, which will be
dedicated to serve the customers in the eastern part of Shandong Province, as the commuting
time from the western part of Shandong Province to the eastern part of the Shandong
Province is long, for example, the commuting time from Jinan to Qingdao generally requires
approximately four to five hours by vehicle. In addition, our Directors also noted that
occasionally, we are required to deliver our products and services on the same day when
customers place orders. Therefore, setting up a sales office and warehouse in Qingdao allows
us to provide timely consultation, delivery, installation and after-sales services to our
potential customers in the eastern part of Shandong Province and we may maintain close
contact with our customers in the eastern part of Shandong Province. The cost of renting and
set-up of a sales office and a warehouse is estimated to be approximately HK$[REDACTED]
million which will be financed by the [REDACTED] from the [REDACTED];

Purchasing medical imaging printers from different brands or OEM manufacturers and front-
end processors for provision of medical imaging cloud services: A typical medical image
printing process requires self-service film output printers and film of the same brand to
produce accurate images. Our sales model is to provide the corresponding self-service film
output printers during the sale of medical imaging films. Occasionally, we also provide
medical image data distribution system. Our Directors believe that under such a sales model,
there will be a continuous demand for our medical imaging films. This, in turn, provides us
with a stable and recurring income stream as our customers will be more inclined to purchase
medical imaging films from us after installing the corresponding self-service film output
printers at their hospitals and healthcare institutions. In order to replicate such a sales model,
we intend to procure self-service film output printers and medical image data distribution
system from international brands or engage OEM manufacturers to produce medical imaging
printers. We also plan to purchase front-end processors, which is a hard drive for connecting
our software to the existing information system of our customers, in order to provide medical
imaging cloud services to our new customers during the sale of medical imaging films. The
number of self-service film output printers, medical image data distribution systems, front-
end processors to be procured by us is 360, 45 and 45, respectively. As per the applicable
accounting policies adopted by us, depreciation of our machinery and equipment is calculated
using the straight line method to allocate the residual values over the estimated useful lives
of the equipment and machineries. The expected average useful life of the self-service film
output printers and medical image data distribution system to derive future economic benefits
is five years. The actual useful lives of these equipment and machineries may be different
from the estimates due to reasons such as periodic maintenance. The cost of purchasing the
necessary printers and hardware is estimated to be approximately HK$[REDACTED] million
which will be financed by the [REDACTED] from the [REDACTED] and the working capital
generated from operation/internal resources; and
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(ii1) Recruiting additional staff: with the establishment of our new sales office and warehouse, we
plan to attract and retain a total of nine sales and marketing personnel and 11 engineering
personnel in order to support and sustain our expansion of sales network in the eastern part of
Shandong Province. Our existing sales and marketing personnel and engineering personnel
are devoted to our existing customers, and hence we will need to hire additional sales and
marketing personnel as we intend to expand our customer base by covering more hospitals
and healthcare institutions in the eastern part of Shandong Province. In view of our limited
workforce, we consider it necessary to expand our sales team by recruiting one sales manager
and eight business representatives and our engineering team by recruiting one installation and
after-sales manager, five installation engineer and five after-sales engineer. Each of the sales
manager, business representatives, installation and after-sales manager, installation engineer
and after-sales engineer is expected to have monthly salary of approximately HK$25,000,
HK$10,000, HK$20,000, HK$10,000 and HK$10,000, respectively, which are in line with
market rates. The cost of recruiting additional staff is estimated to be approximately
HKS$[REDACTED] million which will be financed by the [REDACTED] from the
[REDACTED].

In view of the above, we intend to deploy approximately [REDACTED]% of the [REDACTED] to
expand to East Shandong. For further details of the use of [REDACTED] from the [REDACTED], please
refer to the section headed “Future plans and use of [REDACTED]” in this document.

Enhance the delivery of our medical imaging cloud services through strategic acquisition,
obtaining the medical device registration certificate and upgrade of our hardware and software

(1) Strategic Acquisition

According to CIC, an increasing number of hospitals and healthcare institutions in the PRC are
deploying medical imaging cloud services to facilitate reading the medical scans on screen without the
need to print out medical images with an aim to improve diagnostic efficiency, which resulted in the
continuous growth of the market size from RMBO0.7 billion in 2016 to approximately RMB3.5 billion in
2021 at a CAGR of 36.6% and it is expected to further grow from approximately RMB3.5 billion in
2021 to approximately RMB18.9 billion in 2030 at a CAGR of 20.6%. In addition, the medical imaging
cloud services market is scattered in China and the medical imaging informatisation is in its infancy in
China and hence there is still a lot of unmatched market demand.

The healthcare systems in developed countries started the shift from traditional medical imaging
films to digital films for over two decades, and digitisation in medical imaging has since gradually
become a global trend. Presently, medical imaging results along with other patient information are
usually stored in medical institutions database and could be accessed online by physicians and patients
through patient portal, where the patients can still request hard copies of their medical imaging
examination results for purposes such as transferring between medical institutions. The shift to digital
films mainly is to facilitate digital storage, access, and transmission of medical imaging data for
purposes such as remote consultation and diagnosis. As a result, traditional medical imaging films is
subject to a decrease in demand due to digitisation in these developed countries.

According to “Opinions of the General Office of the State Council on Promoting the Development

of “Internet + Medical Health” (355 B HEA R A E 38 [ BB A+ Bl | BRmER)
promulgated by the General Office of the State Council in 2018 and “Notice on Accelerating the
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Mutual Recognition of the Examination Results™ (B 52 f A= fdt R 23 H 2 B B i fin DR 4 A A 5 A B 45 R B
7@ LAEM %) published by the National Health Commission in 2021, the PRC government called for
the construction of the national and regional health platform, through the establishment of medical
institutions examination database including “medical imaging cloud films” serving as the source of
database, in order to promote the sharing of examination data, and to achieve the interconnection and
mutual recognition of examination data between medical institutions in the same region. Such an
encouragement of the use of medical imaging cloud films by the PRC government may demonstrate an
inevitable trend for hospital and/or medical institutions to switch from traditional medical imaging film
products to medical imaging cloud films at both state and provincial levels, including Shandong
Province.

In light of (i) the inevitable trend of the shift from traditional medical imaging films to medical
imaging cloud films; (ii) the corresponding expected growth in the medical imaging cloud services
market; and (iii) to capitalise the unmatched market demand, it is necessary to enhance the delivery of
our medical imaging cloud services as we offered medical imaging cloud services with basic and general
functions only during the Track Record Period in order to outperform our other competitors during the
infancy stage of the medical imaging cloud services market in China. Our capability in offering cloud
services to customers premises upon our advanced technology. As such, a higher technological level of
expertise in software engineering discipline is required. Since technology level and the set-up of a
mature software engineering team may take years to develop, our Directors consider that mergers and
acquisitions of companies with solid skills and knowledge will provide us with immediate access to the
software engineering and technological expertise. Leveraging on the skills and knowledge of the
software engineering staff and the technology of the target companies, our Directors believe that our
Company will be able to enhance the effectiveness of, and add new and/or complex functions and
features to our existing cloud services and develop new type of cloud services, which in turn enhances
our competitiveness. Also, acquisition will not only increase our capacity as we acquire the facilities of
the target companies, but will also allow us to diversify our customers bases as we will have immediate
access to the existing customer base of the target companies upon acquisition. As we consider our
medical imaging cloud services as one of our major business segments and we aim to expand our
provision of cloud services in the long term, we believe our in-house software engineering term will
allow us to timely react to the ever-evolving market trends and business requirements, to develop
innovative, customised cloud services to our customers’ satisfaction when compared to engaging a third-
party software supplier and to stay ahead in the ever-changing market. Accordingly, we intend to acquire
a majority, if not all shareholding interest of:

(i) a company which possesses the technical know-how of developing PACS system and digital
medical imaging cloud storage platform; and

(ii) a start-up company in Al healthcare industry, which possesses the technical know-how of
building an AI system relating to providing a medical diagnosis recommendation by
analysing the historical medical images.

Given the medical imaging informatisation in China is still in its infancy, by acquisition at this
infancy stage, our Directors believe that when the medical imaging cloud services market in China
becomes mature, our Group has already captured some market share in Shandong Province and
consolidated our position in the medical imaging cloud services market by that time.
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PACS system, digital medical imaging cloud storage platform

During the Track Record Period, in the course of providing our medical imaging cloud
services, we engaged third-party software suppliers to (i) develop software including PACS system
and digital medical imaging cloud storage platform in accordance with our instructions and
specifications; and (ii) upgrade the system and platform at least four times a year, which is mainly
to add new or enhance existing functions to our PACS system and reduce bugs. To build a reliable
and solid base of our information technology services and eliminate recurring procurement costs,
we plan to acquire a PACS system developer and a digital medical imaging cloud storage platform
developer. Generally, a PACS system software developer also possesses the expertise of
developing an interface of the digital medical imaging cloud storage platform. Therefore, we plan
to acquire a PACS system software developer with such expertise.

With the promotion of medical imaging informatisation in hospitals, more and more hospitals
require new, customised and complex functions and features to be added to their PACS systems.
During the Track Record Period, we provided PACS system with basic and general functions. To
cope with such an increasing requirement of adding more and/ or complex functions and features
for example, the automatic report generation function and integration of the PACS systems from
different departments within a hospital, we have to constantly upgrade our PACS system. However,
due to insufficient software engineering staff, we are unable to do so without engaging third-party
software suppliers to develop or upgrade the PACS systems of our customers. Based on the fee
quotation we obtained, the average costs in engaging third-party software suppliers to develop or
upgrade the PACS system, including, amongst others, installation of new, customised and complex
functions and features, for each customer or project, amount to RMB1.45 million.

We estimate that there will be approximately 80% in cost savings if we develop and upgrade
a PACS system on our own after the acquisition of a PACS system developer, compared to the
costs of engaging third-party software suppliers. To the best knowledge of our Directors, the
estimated average costs, in particular, labour costs, in operating our own software engineering team
to develop and upgrade the PACS system, including, amongst others, installation of new,
customised and complex functions and features, for each customer or project, is approximately
RMB290,000 under the assumption that our software engineering staff will spend an average of
221 days in total on each customer or project.

Al-aided diagnosis software

It is our plan to ride on the technical know-how, expertise and experience of the start-up
company, which is currently developing or has developed the Al-aided diagnosis software. The Al-
aided diagnosis software is a software which supports medical practitioners during diagnosis
process by enabling medical images detection and recognition and providing intelligent diagnosis
recommendations. We believe the Al-aided diagnosis software has great potential due to an
expected increase in the number of medical visits in Shandong Province as well as the expectation
of the improvement in diagnosis efficiency in the future.

The raw data, including digital medical images and diagnosis report of the patients, which is
stored in our digital medical imaging cloud storage platform and/or the existing information
technology system of our hospitals and healthcare institutions customers, serves as a database to
build up the Al-aided diagnosis software. The software we intended to develop will make use of
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the raw data to analyse and compare the historical medical images in the database with the medical
images to be diagnosed and make reference to the diagnosis decisions made with the similar
medical images in the past to arrive at an optimal diagnosis recommendation and/or suggest action
to be taken. Our Directors believe that the development of such a software, which will be built
upon our medical imaging cloud services, will complement our existing range of medical cloud
services, widen our cloud services offerings and increase our revenue in long run. This, in turn,
will enhance our role as a one-stop medical imaging solutions provider.

Below is an illustrative diagram of our Al-diagnosis aided software.
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In line with the AI software industry practise, generally, it is unlikely for an AI medical
software company to sell its Al-diagnosis aided software including its intellectual property, core
technology and underlying structure, to other companies. As such, to the best knowledge of our
Directors, our Company can only engage a third-party software supplier to provide Al-aided
diagnosis services for each of our customers (i.e. hospitals) and the costs of engaging a third-party
software supplier to provide such services for each of our customers (i.e. hospitals) is
approximately RMB2 million based on the fee quotation we obtained.

As we aim to develop the medical imaging cloud services in long term and to maintain our
competitiveness in the medical imaging cloud services market, our Directors believe acquisition of
a start-up company is more beneficial to us in the long run, because we can timely react to our
customers’ requirements on the software and develop innovative, and customised cloud services to
our customers’ satisfaction when compared to engaging a third-party software supplier.

As advised by our PRC Legal Advisers, in case the relevant competent authority is of the
view that the Al-diagnosis services described above falls within the classification under “Special
Management Measures (Negative list) for the Access of Foreign Investment”, foreign investors
may be restricted from holding more than 50% equity interest in companies providing such
services and that it may not be viable for our Company to hold our PRC company in carrying out
such intended business directly through equity ownership. As such, as advised by our PRC Legal
Advisers, we may have to gain effective control over, and receive all the economic benefits
generated by the intended business to be operated by our PRC company through contractual
arrangements. For further details on the risks relating to our possible contractual arrangements,
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please refer to the paragraph headed ‘“Risk Factors — Risks Relating to Our Business and

Operations — We may be subjected to certain risks relating to contractual arrangements during the

course of implementation of our business strategies’ in this document.

Announcement(s) and/or circular containing, among other things, details of the acquisition

and contractual arrangements will be published in accordance with the Listing Rules should the

Company proceed with the acquisition after [REDACTED]. We intend to acquire a majority, if not

all shareholding interest of the target(s) and if we are not able to acquire the majority shareholding

interest of the target through contractual arrangements in the future, we may acquire a minority

shareholding interest of the suitable target or look for other ways to engage such business.

We plan to take the following steps in pursuing opportunities for selective acquisitions:

(1)

(i1)

(iii)

our Board will evaluate and identify potential acquisition targets based on the following
selection criteria, including but not limited to: (i) their products and/or research and
development portfolio; (ii) years of experiences, qualifications and competencies of
their engineer personnel; (iii) their existing customer base; (iv) their track record and
operating history; (v) their revenue, cash flow and earnings generation capabilities, as
well as balance sheet strength and other financial consideration; and (vi) the required
permits and licences under the relevant laws and regulations in the PRC. In choosing
our acquisition targets, we may consider a target that: (i) has reached a revenue of more
than RMB3 million; (ii) has a geographical coverage in China that is complementary to
our business and strategies; (iii) has an operational history and track record of more
than three years; and (iv) is valued at RMB20 million to RMB40 million, depending on
market conditions, industry development and valuation benchmarks.

according to CIC, there are approximately 17 PACS system software developers and 8
start-up companies in Al healthcare industry that may potentially meet our requirements
for acquisition in the PRC based on the limited available market information. The
potential targets are expected to be small-sized companies with a strong software
engineering team. We cannot preclude the possibility that there are other available
potential acquisition targets in the market at the time of the implementation of our
acquisition plan.

our management will perform feasibility study, preliminary due diligence on potential
targets and present an internal evaluation proposal to our Board for consideration and
approval. Our Board will assess whether the business activities of the potential targets
can be integrated into our Group to create synergy and economies of scale to reduce
operational costs thus increasing overall sales and profitability of our Group.

We intend to [REDACTED] not more than approximately HK$[REDACTED] million, by the
[REDACTED] from the [REDACTED], depending on the amount of purchase price and
commercial terms of the potential acquisition, to settle part of the consideration of any strategic

acquisitions, with the remaining part being settled by internal resources and/or external financing.
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Our Directors believe that the above strategic acquisition plan is feasible and effective taking

into consideration the following factors:

(1)

(ii)

(iii)

our Group plans to utilise HK$[REDACTED] million to settle part of the consideration
of any strategic acquisitions and the remaining part will be settled by internal resources
and/or external funding, knowing that technology company may be valuable. Our Group
remains flexible in terms of budget and the selection of suitable potential acquisition
targets if the targets are able to meet our qualification and competency requirements.

our Group has commenced its medical imaging cloud services business since 2017 and
is regarded as an early mover in the medical imaging cloud services market in
Shandong Province. We may make use of our experience in the market and our
familiarities of the needs and requirements of the hospitals and healthcare institutions in
the area of medical imaging cloud services to quickly identify available and suitable
targets, which can improve our product offerings and enhance functions of our medical
imaging cloud services.

as compared to the other large technology companies, we may act relatively faster in
terms of decision-making in strategic acquisition owning to our simplified corporate
structure.

In line with our business practice, we may explore potential available targets through (i) our

cooperation with business acquaintances and (ii) participation in exhibitions, including China

International Medical Equipment Fair and China International Medical Equipment Exhibition.

As at the Latest Practicable Date, we had neither identified any suitable target, nor

formulated any specific acquisition plans, nor entered into any definitive agreements for any

potential target.

(2) Obtaining the medical device registration certificate

To enable the Al-aided diagnosis system to be installed in the hospitals and healthcare institutions,

a Class III medical device registration certificate has to be obtained as required under the Regulations on
the Supervision and Administration of Medical Devices (& %5 i B B8 #4471 )). The costs expected
to be incurred include:

(1)

(i1)

costs to engage certification consultants: in order to assist and facilitate our application, we

would have to engage certification consultants, who are familiar with the application

procedures, and possess the required expertise, experience and knowledge of the relevant
rules and regulations. The services they rendered include preparing for necessary
documentation, arranging for clinical trials, communication with relevant authorities and
overall project coordination and management;

costs of arranging clinical trials: clinical trials and administrative expenses would be incurred
during the application process, including expenses for various clinical trials during the
application process and application fee for registration; and

(ii1) other administrative expenses.
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Our Directors expect that, the timeframe required for the registration process of the Class III
medical device registration certificate is at least twenty-nine months in general.

To finance the application for registration certificates costs, we expect that approximately
HKS$[REDACTED] million of the [REDACTED] of the [REDACTED], will be utilised for such purpose.

(3) Upgrading our hardware and software

Our Directors believe that possession of up-to-date market intelligence within the industry is one
of the key factors leading to the success of a medical imaging cloud services provider. To this end, we
will continue to strengthen our IT services capabilities and are committed in developing and expanding
our medical imaging cloud services, in order to maintain our competitiveness and increase our market
share in the healthcare industry. In particular, we intend to further expand and develop our medical
imaging cloud services which include, among others, cloud storage, data transmission and R&D.
Accordingly, we plan to (i) invest in our technology infrastructure; (ii) expand our cloud storage
capacity; and (iii) acquire additional software. The following table sets forth the breakdown of hardware
and software to be procured by us.

Particulars of cloud storage/software/hardware Estimated costs
(HKS$)

Cloud storage
Purpose: to expand the cloud storage capacity [REDACTED]

Distributed Storage System
Purpose: to facilitate and support the development of cloud services [REDACTED]

Hyper-Converged Infrastructure (a software-defined, unified system that

combines all the elements of a traditional data centre: storage, compute,

networking and management)

Purpose: to facilitate and support the development of cloud services [REDACTED]

Computer, laptops and monitors
Purpose: to facilitate and support the development of cloud services [REDACTED]

Development and other ancillary software
Purpose: to facilitate and support the development of cloud services [REDACTED]

Total [REDACTED]

To finance the upgrade of hardware and software costs, we expect that approximately
HKS$[REDACTED] million of the [REDACTED] of the [REDACTED], will be utilised for such purpose.
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Horizontally expand our value chain by broadening our product offerings

Leveraging on our established “7E{#2 %" (Guanze Huiyi) brand, our historical experience in
engaging OEM manufacturers, solid track record for product validation and commercialisation and
experienced sales team, we intend to expand our product offerings through offering the following self-
branded products by engaging OEM manufacturers because there is an unsaturated demand for the

products.
Product Pipeline Description
Mobile X-ray system Different from the conventional X-ray system, the mobile X-ray

€2 ER S CIFTL ) system is moveable and hence improves patient care. It eliminates the
need and inconvenience of transporting patients to the radiology
department to conduct medical scan and enables medical scan to be
done at a patient’s bedside. Imaging patients at their bedside can help
eliminate the risk of spread of contagions during patient

transportation.
High pressure injector The function of a high pressure injector is to inject a sufficient
(%E’SEE?%‘%) amount of contrast agent (?ﬁ%ﬁ‘ﬂ) into the examination site of the

body in order to clearly reflect the structures or fluids within the
body in the medical images. The applicable type of diagnostic
imaging is CT, MR and DSA.

According to CIC, an unsaturated demand for the mobile X-ray system is supported by the
following reasons. First, the rising awareness of health and wellness and ageing population contribute to
a higher risk of sport injuries, which may require X-ray examinations, and it is expected that there will
be an increase of the number of arthroscopic surgeries operated from approximately 1.0 million in 2021
to approximately 2.0 million in 2025 at a CAGR of approximately 19.6%. Second, in preparation for
future public health emergencies, such as in the case of infectious disease, hospital and healthcare
institutions tend to equip themselves with mobile X-ray systems. The sales volume of mobile X-ray
system in the PRC increased from 582 units in 2016 to 1,714 units in 2021 at a CAGR of 24.1% due to
the increase in demand for X-ray scans, which is resulted from the COVID-19 outbreak. The sales
volume of mobile X-ray system in the PRC is expected to increase from 2,233 units in 2025 to 2,907
units in 2030 at a CAGR of 5.4%.

Further, the unsaturated demand for high pressure injector is also supported by the following
reasons, according to CIC. First, the demand for a clear and high quality of medical images gives rise to
the procurement of high pressure injector. Second, the prevalence of cardiovascular diseases in the PRC
gives rise to a demand for high pressure injector as it is one of the essential equipment in cardiovascular
imaging. According to CIC, the volume of CT, MR and DSA scans in the PRC in aggregate increased
from 272 million in 2016 to 405 million in 2021 at a CAGR of 8.3% and is expected to increase from
546 million in 2025 to 761 million in 2030 at a CAGR of 6.9%, thus it is foreseen that the market size
of high pressure injector in the PRC will also experience a stable growth.
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During the Track Record Period, we engaged OEM manufacturers to manufacture thermal film,
medical printing film, medical dry laser film, self-service film output printer, medical image data
distribution system and medical image printer or the equipment component. As confirmed by CIC, the
sale of OEM mobile X-ray system and high pressure injector and the sale of our existing OEM products
share the same business flow as those of medical imaging products, which is to (i) engage OEM
manufacturers to manufacture mobile X-ray system and high pressure injector according to our
instructions and requirements, (ii) label and package the products; and (iii) arrange delivery and
installation of the products. In the premise of the similarity between the sale of OEM mobile X-ray
system and high pressure injector and the sale of our existing OEM products and taking into account that
there are no legal impediments to register the mobile X-ray system and high pressure injector as medical
devices as long as we are in compliance with applicable laws and regulations, as confirmed by our PRC
Legal Advisers, our Directors therefore believe, and the Sole Sponsor concurs that we possess the
relevant experience and expertise to procure the above products from OEM manufacturers, given (i) our
well-established presence as a medical imaging film products and cloud services provider with a
extensive customer base in Shandong Province; and (ii) that we engaged in the sale of mobile X-ray
system of other brands on several occasions during the Track Record Period.

According to the PRC Legal Advisers, our Group has to apply for the registration of the syringe of
the high pressure injector as a Class III medical device and the mobile X-ray system and the equipment
of the high pressure injector as a Class II medical device; and obtain the relevant medical device
registration certificates before the launch of the products. The details of costs to be incurred for applying
for the certificates include:

(i) costs to engage certification consultants: in order to assist and facilitate our application, we
would have to engage certification consultants, who are familiar with the application
procedures, and possess the required expertise, experience and knowledge of the relevant
rules and regulations. The services they rendered include preparing for necessary
documentation, arranging for clinical trials, communication with relevant authorities and
overall project coordination and management;

(ii) costs of arranging clinical trials (for Class III medical device registration certificate only):
clinical trials and administrative expenses would be incurred during the application process,
including expenses for various clinical trials during the application process and application
fee for registration;

(iii) cost of procuring the trial products from OEM manufacturers; and
(iv) other administrative expenses.

In light of the above, we believe the expansion of product portfolio will broaden our income
stream, and enable us to become a one-stop medical imaging products supplier.

To finance the above registration of Class III and II medical device registration certificates, we
expect that approximately HK$[REDACTED] million of the [REDACTED] of the [REDACTED], will
be utilised for such purpose.
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Continue to promote our brands and increase market awareness by participating in exhibitions

We plan to enhance our sales and marketing efforts, promote our brand and enhance awareness of
our corporate image by participating in more exhibitions to showcase our medical imaging film products
and cloud services to potential buyers, raise our corporate profile in the industry, expand our
procurement network and enhance our product offerings.

We attended the China International Medical Equipment Fair (CMEF) in Shenzhen and Shanghai
during the Track Record Period and we expect to participate in the CMEF and China International
Medical Equipment Exhibition (CMEE) in Jinan in the upcoming years. The expected costs to be
incurred include (i) rental of the booth; (ii) transportation and accommodation fees; and (iii) business
development fees including, booth design and construction fees and rental of the electronic devices.

By participating in the abovementioned exhibitions, we expect to (i) meet more suppliers and
explore new business opportunities so as to broaden our product portfolio; (ii) obtain the latest
information of the medical device market, including recent technological development, market trend and
customers’ feedback and preferences; and (iii) enhance our sourcing capability and strengthen our
competency in providing market trend analysis to our customers.

To finance the above expenditures, we expect that approximately HK$[REDACTED] million of the
[REDACTED] of the [REDACTED], will be utilised for such purpose.

Upgrade our information technology systems

We intend to upgrade our information technology systems by having new computer hardware and
software and adopting a new enterprise resources planning system so as to enhance our operational and
management efficiency. We purchased our current enterprise resources planning system with basic
functions on inventory and sales management in September 2020. In view of the limited functionalities
provided by our current system, our Directors consider that it is necessary to upgrade our information
technology systems as we need to expand the features and functionalities of our enterprise resources
planning system to cope with our business expansion, in particular, one that can facilitate budget
management, ledger consolidation, credit management, financial analysis and projections, human
resources management and administration functions. Furthermore, we plan to upgrade our in-house
technology infrastructure to support our evolving R&D activities, for instance renting more servers,
expanding connectivity bandwidth and updating our firewalls. The estimated cost of upgrading our
information technology system is approximately HK$[REDACTED] million, which is expected to be
financed by the [REDACTED] from the [REDACTED]. We believe that such upgrade will provide us
with a wider range of information-based solutions in a more efficient manner, and hence enhance our
operating efficiency.

OUR BUSINESS MODEL

We are a medical imaging solutions provider, principally engaged in providing medical imaging
film products and medical imaging cloud services in Shandong Province. When a new client approaches
us, if necessary, we will first conduct initial consultation with our potential customers through field
surveys in hospitals and healthcare institutions. During the field survey, our staff will gather necessary
information and try to understand the technical requirements and specifications of the medical imaging
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film products and medical imaging cloud services. We will also provide after-sales services to our
customers upon delivery of our products and services. For further details of our business workflow,
please refer to the paragraph “Our Business Workflow” in this section.

The following diagram illustrates our main business model:
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(1) In the course of the sale of medical imaging films, depending on our customers’ needs, we will provide the
corresponding self-service film output printer and/or medical image printer to them and our customers are not
charged for the corresponding equipment. Occasionally, we also provide medical image data distribution system
(including CDs) without charging our customers. The ownership of the equipment belongs to our Group. In the event
of termination/discontinuation of the business relationship with our customers, the equipment provided to our
customers during the course of the sale of medical imaging films are required to be returned. The reason for
providing the corresponding self-service film output printer and medical image printer is to avoid incompatibility and
distortion of images due to the use of different brands of medical imaging films, self-service film output printer and/
or medical image printer. According to CIC, such a business model is in line with the industry practise.

(2) To connect the software and the existing information technology systems of our customers, our integration process
includes (i) installing the software to the existing information technology systems of our customers and formulating
an application programme interface (API); and (ii) installing a hard drive called front-end processor on-site.

3) Medical practitioners and patients can retrieve the medical data from the digital medical imaging cloud storage
platform provided by us.

(i) Sale of medical imaging films

We engage in the sale of (i) medical imaging films procured from international brands, including
the Medical Imaging Products Manufacturer, and (ii) medical imaging films under our own “ 7t {% &% &
(Guanze Huiyi) brand to hospitals and healthcare institutions. In the course of the sale of medical
imaging films, depending on our customers’ needs, we will provide the corresponding self-service film
output printer and/or medical image printer to them and our customers are not charged for the
corresponding equipment. Occasionally, we also provide medical image data distribution system
(including CDs) without charging our customers.

Our self-branded medical imaging films are manufactured by OEM manufacturers, and further
packaged and labelled by us while our self-branded medical imaging printers are manufactured by OEM
manufacturers.
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(ii) Provision of medical imaging cloud services

Further, we will also offer four types of medical imaging cloud services including (i) digital
medical imaging cloud storage platform; (ii) digital medical image platform; (iii) regional imaging
diagrams platform; and (iv) PACS system, in the course of the sale of medical imaging films.

Revenue generated from our products and services

During the Track Record Period, the medical imaging film products business segment accounted
for the majority of our revenue. For the three years ended 31 December 2021 and the six months ended
30 June 2022, our sale of medical imaging film products accounted for approximately 91.5%, 93.7%,
93.3% and 94.1%, respectively, of our total revenue, and our provision of medical imaging cloud
services accounted for approximately 8.5%, 6.3%, 6.7% and 5.9%, respectively, of our total revenue.
The table below sets out our revenue of our products and services during the Track Record Period:

For the year ended 31 December For the six months ended 30 June

2019 2020 2021 202 202
RMB'000 % RMB'000 % RMB'000 % RMB'000 % RMB'000 %

(unaudited)
Sale of medical imaging film products

— Sale of medical imaging films 127,138 903 163,675 89.8 196,361 93.0 100,503 94.1 92,621 939
— Others (Note) 1,771 1.2 7,120 39 565 03 62 0.1 149 0.
Sub-total 128,909 915 172,795 93.7 196,926 9.3 100,565 94.2 92,770 941
Provision of medical imaging cloud services 11916 8.5 11,640 6.3 14,150 0.7 6,163 5.8 3851 59
Total 140,825 100 184,435 100 211,076 100 106,728 100 98,621 100

Note: Others mainly refer to the sale of self-service film output printer, medical image printer, medical image data
distribution system and CDs and the maintenance fees and rental income of medical devices. Upon the sale of
equipment, the ownership of the equipment belongs to the purchasers.
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Revenue contributed by our customers

Over the years of operation, we have accumulatively served over 90 customers in Shandong
Province from the date of our inception until the Latest Practicable Date, which cover (i) over 80 public
hospitals and (ii) over six private hospitals; and (iii) other customers (such as medical equipment
manufacturers and medical imaging films trading companies). Public hospitals in Shandong Province
constituted our core customer base and accounted for approximately 99.4%, 99.3%, 99.4% and 99.2% of
our revenue for the three years ended 31 December 2021 and the six months ended 30 June 2022,
respectively. The table below sets out our revenue from our customers during the Track Record Period:

For the year ended 31 December

For the six months ended 30 June

2019 2020 2021 2021 2022

RMB’000 %  RMB’000 %  RMB’000 %  RMB’000 %  RMB’000 %
Hospitals
Public hospitals 139,876 99.4 183,122 99.3 209,861 99.4 105,821 99.2 97,796 99.2
Private hospitals 774 0.5 883 0.5 1,136 0.5 574 0.5 797 0.8
Sub-total 140,650 99.9 184,005 99.8 210,997 99.9 106,396 99.7 98,593 100
Others ™' 7 175 0.1 430 0.2 79 0.0N 2 333 03 28 0.0Ne )
Total 140,825 100 184,435 100 211,076 100 106,728 100 98,621 100
Notes:

(1) Others represent medical equipment manufacturers and medical imaging films trading companies.

2) Represented less than 0.1%

OUR PRODUCTS AND SERVICES

The following diagram illustrates the categories and major types of products and services provided

by us during the Track Record Period.

Medical imaging films

Medical imaging

film products

Self-service film
output printer

Medical image printer

Our business

Medical image data
distribution system

Digital medical imaging
cloud storage platform

Medical imaging

Digital medical image
platform

cloud services

Regional imaging
diagnosis platform

PACS system
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Medical imaging film products
Medical imaging films

Medical imaging film refers to the medium used to carry the graphic information of medical
images and is used by medical practitioners as an auxiliary tool to diagnose patients’ condition. We
provided our customers with medical imaging films of different brands, in particular, the Medical
Imaging Products Manufacturer and our *“7if{% %% (Guanze Huiyi) brand. Our self-branded medical
imaging films were manufactured by OEM manufacturers, which are further packaged and labelled by
us. The types of medical imaging films distributed or provided by us during the Track Record Period
primarily include medical dry laser film, thermal film and medical printing film. Set forth below is a
brief introduction of each type of medical imaging films provided by us:

Description and output Clinical Printing
Product name colour applications speed Photographs Brands
Medical dry e A polyester film coated CT, MRI, DR Fast CXACAH I Medical Imaging
laser film with silver halide and Products
protective layers. It has Manufacturer
the characteristics of (Note 1),
higher contrast and ERES 3
definition (Guanze Huiyi)
(Note 2)

e  Black and white output

Thermal film e A polyester film coated CT, MRI, CR, DR, Average JERES 3 (Guanze

with thermal and etc. Huiyi) and other
protective layers international
brand
e Mainly black and white
output
Medical printing e A traditional printing film CT, MRI Slow SR (Guanze
film which is composed of Huiyi)

polyester film base, anti-
static layer and ink
absorption layer

e Black and white or colour
output

Notes:

1. To the best knowledge of our Directors, as at the Latest Practicable Date, our end customers procure medical dry
laser film of the Medical Imaging Products Manufacturer exclusively from us.

2. Our Group commenced the sale of our self-branded medical dry laser film in June 2021. Our self-branded medical
dry laser films are manufactured by OEM manufacturers, and further packaged and labelled by us.
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The average thickness of our self-branded medical imaging films is approximately 0.2mm, which is
consistent with the industry specifications. Generally, the life span of our self-branded medical imaging
films and third-party branded medical imaging films are approximately two years, which are consistent
with the industry average, according to CIC.

Before October 2017, we were the Tier-1 distributor of the medical imaging film products of the
Medical Imaging Products Manufacturer, including the medical dry laser film, in Shandong Province and
subsequently, our Directors confirmed that we initiated the termination of our distributorship with the
Medical Imaging Products Manufacturer as (i) we intended to focus our efforts in establishing our own
brand, and (ii) the presence of minimum purchase targets of other ancillary products and services
required to be met for being a Tier-1 distributor of the Medical Imaging Products Manufacturer. Our
Directors confirmed that our Group met the minimum purchase target of being a Tier-1 distributor
throughout the time when we were engaged as a Tier-1 distributor of the Medical Imaging Products
Manufacturer.

Leveraging on our established customer base in the medical imaging market in Shandong Province
and to increase our profitability, we started to sell our self-branded medical printing films and thermal
films in 2018. In addition, to mitigate the supplier concentration risk (i.e. Honghe Group), we started to
engage in the sale of our self-branded medical dry laser film in June 2021, which were manufactured by
our OEM manufacturers, then further packaged and labelled by us. Our Directors believe that we are
well-positioned to maintain our competitiveness as we offer both medical imaging films of the Medical
Imaging Products Manufacturer, which is an international brand, and self-branded medical imaging
films, which in turn allows our customers to make their own choice. Some of our hospitals and
healthcare institutions customers may be brand sensitive and tend to choose medical imaging films of
the Medical Imaging Products Manufacturer whereas some of our hospitals and healthcare institutions
customers may be cost conscious and hence may be inclined to choose our self-branded medical imaging
films, which are priced at a relatively lower price range as compared to that of the Medical Imaging
Products Manufacturer.
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Third parties’ brands

During each of the three years ended 31 December 2021, the revenue generated from medical
imaging film products of third parties’ brands demonstrated an increasing trend which was primarily in
line with the market growth. Such revenue decreased from approximately RMB75.4 million for the six
months ended 30 June 2021 to approximately RMB63.4 million for the six months ended 30 June 2022
mainly due to the decrease in sales volume of medical dry laser films of the Medical Imaging Products
Manufacturer brand as some of our customers who procured medical dry laser films of the Medical
Imaging Products Manufacturer in the past shifted their desire to purchase our self-branded medical dry
laser films. The gross profit margin of our third parties’ brand medical imaging films remained relatively
stable during the Track Record Period. The gross profit of medical imaging film products of third
parties’ brands generally follows the fluctuations in revenue during the Track Record Period.

Guanze Huiyi

During the Track Record Period, the revenue derived from medical imaging films of Guanze Huiyi
brand and its percentage relative to our total revenue demonstrated an increasing trend because (i) we
have been actively developing our self-branded medical imaging films; and (ii) some of our customers
who procured medical dry laser film of the Medical Imaging Products Manufacturer in the past shifted
their desire to purchase our self-branded medical dry laser film.

The gross profit margin of the medical imaging films of the Guanze Huiyi brand decreased from
approximately 41.2% for the year ended 31 December 2019 to approximately 37.2% for the year ended
31 December 2020 primarily brought by the decrease in gross profit margin of our self-branded medical
printing film as we sold a smaller amount of large size medical printing film, which have a higher
margin than small size medical printing film, in 2020. The gross profit margin of the medical imaging
films of Guanze Huiyi brand increased from approximately 37.2% for the year ended 31 December 2020
to approximately 41.8% for the year ended 31 December 2021 primarily due to (i) the increase in gross
profit margin of our self-branded thermal film attributable to the decrease in average cost brought by the
rebate from Supplier B according to our rebate arrangement with them; and (ii) the slight increase in
gross profit margin of our self-branded medical printing film. The gross profit margin of the Guanze
Huiyi brand increased from approximately 40.1% for the six months ended 30 June 2021 to
approximately 56.4% for the six months ended 30 June 2022 primarily (i) because we began to sell our
self-branded medical dry laser films since June 2021 which generated a high gross profit margin because
the average cost of procuring self-branded medical dry laser film from local OEM manufacturers is
lower than the average cost of purchasing medical dry laser film of the Medical Imaging Products
Manufacturer; and (ii) because of the increase in gross profit margin of our self-branded thermal film
attributable to the decrease in average procurement cost of our self-branded thermal films, resulting from
a larger purchase volume of self-branded thermal films procured from Supplier G, a local OEM
manufacturer who is able to offer a lower average selling price as compared to the other international
OEM manufacturers.

The gross profit from the medical imaging films of Guanze Huiyi brand demonstrated an
increasing trend during the Track Record Period, which was due to the combined effect of (i) the
increase in revenue; and (ii) the fluctuations in gross profit margin as mentioned above.
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Medical dry laser films

The sales volume and revenue generated from medical dry laser films of the Medical Imaging
Products Manufacturer increased steadily during each of the three years ended 31 December 2021 which
was in line with the growth of the medical imaging market in China and Shandong Province. For the six
months ended 30 June 2022, the sales volume and revenue generated from medical dry laser films of the
Medical Imaging Products Manufacturer decreased as compared to the same period of last year, which
was mainly attributable to (i) two of our five largest customers (i.e. Jining No.l Hospital and Jining
Affiliated Hospital) shifted their demand to other models of medical dry laser film of Medical Imaging
Products Manufacturer (namely AMB and DVS model), which (a) are sold at a lower selling prices than
the model they procured in the past (namely DVB model); (b) have been distributed to our customers
since late May 2021; and (c) the quality of AMB and DVS models are comparable to DVB model; and
(i) some of our customers who procured medical dry laser film of the Medical Imaging Products
Manufacturer in the past shifted their desire to purchase our self-branded medical dry laser film. The
gross profit from the medical dry laser film of the Medical Imaging Products Manufacturer remained
relatively stable during the Track Record Period, which was consistent with the trend of the revenue. For
details of AMB, DVS and DVB models, please refer to the paragraph headed “Our Products and
Services — Medical imaging film products — AMB, DVS and DVB models of medical dry laser film of
Medical Imaging Products Manufacturer” in this section below.

The gross profit margin of the medical dry laser film of the Medical Imaging Products
Manufacturer increased slightly from approximately 27.6% for the year ended 31 December 2019 to
approximately 27.9% for the year ended 31 December 2020, and further increased to approximately
28.7% for the year ended 31 December 2021. The gross profit margin of the medical dry laser film of
the Medical Imaging Products Manufacturer decreased slightly from approximately 28.9% for the six
months ended 30 June 2021 to 28.7% for the six months ended 30 June 2022. The increase in our gross
profit margin from 2020 to 2021 was primarily because we sold a larger amount of medical dry laser
films of DVE 25cm x 30cm, which normally generated a higher margin, in 2021. The average selling
price of the medical dry laser film of the Medical Imaging Products Manufacturer remained relatively
stable during the Track Record Period.

We only began to sell our self-branded medical dry laser films since June 2021. As a result, sales
volume, revenue, gross profit, gross profit margin and average selling prices were only recorded for the
year ended 31 December 2021 and the six months ended 30 June 2022. The gross profit margin of the
medical dry laser film of Guanze Huiyi and Medical Imaging Products Manufacturer were approximately
53.7% and 28.7%, respectively, for the year ended 31 December 2021 and approximately 60.8% and
28.7%, respectively, for the six months ended 30 June 2022. The higher gross profit margin of our self-
branded medical dry laser film was primarily because the average cost of procuring self-branded medical
dry laser film from local OEM manufacturers is lower than the average cost of purchasing medical dry
laser film of the Medical Imaging Products Manufacturer. According to CIC, the cost of purchasing
branded medical imaging films from a well-established medical imaging films manufacturers is generally
higher than non-branded medical imaging films from OEM manufacturers.
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Thermal films

The sales volume and revenue of our self-branded thermal films demonstrated an increasing trend
during the Track Record Period, which was primarily due to our effort to develop our self-branded
products. The gross profit of our self-branded thermal film also demonstrated an increasing trend during
the Track Record Period, which was consistent with the trend of its revenue. The gross profit margin of
our self-branded thermal film increased from approximately 32.6% for the year ended 31 December
2019 to approximately 35.6% for the year ended 31 December 2020, and further increased to
approximately 40.2% for the year ended 31 December 2021. The steady increase was primarily
attributable to the decrease in average cost brought by the rebate from Supplier B according to our
rebate arrangement with them. The gross profit margin of our self-branded thermal film increased from
approximately 38.9% for the six months ended 30 June 2021 to 55.4% for the six months ended 30 June
2022. Such a significant increase during the six months ended 30 June 2022 was primarily attributable to
the decrease in average procurement cost of our self-branded thermal films, resulting from a larger
purchase volume of self-branded thermal films procured from Supplier G, a local OEM manufacturer
who is able to offer a lower average selling price as compared to the other international OEM
manufacturers. The average selling price of our self-branded thermal films remained relatively stable
during the Track Record Period.

For other third-party branded thermal films, the sales volume and revenue increased from 2019 to
2020 which was in line with the market growth. According to CIC, due to the steady increase in the
number of patients with cardiovascular diseases, cancer and other diseases caused by the ageing of the
population and other factors, and with the continuous increase in per capita medical expenditures, the
demand for imaging diagnosis services has increased significantly. This has led to the increase in
demand of our medical imaging films. The increase in gross profit was consistent with the trend of
revenue during the same period. The gross profit margin from other third-party branded thermal film
increased from approximately 12.5% for the year ended 31 December 2019 to approximately 15.2% for
the year ended 31 December 2020, primarily attributable to the sale of thermal films to one of our
customers with higher average selling price as a result of commercial negotiation. Since 2021, we did
not sell thermal films of other third-party brands.

The gross profit margins of our self-branded thermal film were higher than that of other third-party
branded thermal film for each of the years ended 31 December 2019 and 2020. This was primarily
because the average cost of procuring self-branded thermal films from local OEM manufacturers is
lower than the average cost of purchasing thermal film from third-party brand. According to CIC, the
cost of purchasing branded medical imaging films from a well-established medical imaging film
manufacturer is generally higher than the cost of non-branded medical imaging films from OEM
manufacturers.

Medical printing films

We only sold medical printing films under our own brand Guanze Huiyi during the Track Record
Period. During the three years ended 31 December 2021, the sales volume of our medical printing film
increased slightly with the growth of our business. The revenue generated from the sale of medical
printing film decreased from approximately RMB1.7 million for the year ended 31 December 2019 to
approximately RMB1.4 million for the year ended 31 December 2020 because of the decrease in average
selling price from approximately RMB7.7 per piece to approximately RMBS5.8 per piece during the same
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period. Such fluctuation was mainly because we sold a larger amount of large size medical printing film,
which have a higher average selling price than small size medical printing film, in 2019. This also led to
the decrease in gross profit margin from medical printing film from approximately 87.6% for the year
ended 31 December 2019 to approximately 70.5% for the year ended 31 December 2020 as the sale of a
large size medical printing film normally generated a higher margin than a small size medical printing
film. The revenue generated from the sale of medical printing film increased with the sale volume for
the year ended 31 December 2021. The gross profit also increased along with the increase in revenue,
while the gross profit margin and average selling price remained relatively stable during 2020 and 2021.

For the six months ended 30 June 2022, the revenue generated from the sale of our self-branded
medical printing film, its sales volume and its gross profit margin decreased slightly as compared to the
same period of last year. The gross profit for the six months ended 30 June 2022 also decreased along
with the decrease in revenue. The average selling price of our self-branded medical printing films
remained stable for each of the six months ended 30 June 2021 and 2022.

For the reasons for the fluctuations of the unit selling prices of each type of film products during
the Track Record Period, please refer to “Financial Information — Description of certain items from
consolidated statements of profit or loss and other comprehensive income — Revenue — Revenue by
film products”.

Comparison with industry selling prices

According to CIC, as (i) the average selling price varies across hospitals customers; (ii) there is no
official guidance price in the market; and (iii) the same film products can be of different dimension and
size, it is not meaningful to present a single average selling price for comparison purpose. Therefore,
price range is employed. According to CIC, the market average selling prices range of (i) medical dry
laser film ranges from approximately RMB13 per piece to RMB21 per piece; (ii) thermal film ranges
from approximately RMB9.5 per piece to RMBI18.5 per piece; and (iii) medical printing film ranges
from approximately RMB7 per piece to RMBI11 per piece. During the Track Record Period, the selling
prices range of our (i) medical dry laser film ranges from approximately RMB3.6 per piece to RMB18.1
per piece; (ii) thermal film ranges from approximately RMB3.5 per piece to RMB16.4 per piece; and
(iii) medical printing film ranges from approximately RMB1.7 per piece to RMB18.1 per piece. The
major reasons for the deviation of our selling price range from the market price range are as follows: (i)
we occasionally sold our products at a lower price in order to attract customers and open up new market
or to facilitate our inventory turnover and avoid inventory obsolescence; and (ii) we sold our products at
a higher price due to commercial negotiation.

AMB, DVS and DVB models of medical dry laser film of Medical Imaging Products Manufacturer

According to CIC, the common measurements of a medial dry laser film are film fog and
maximum density. The common film fog level of a medical dry laser film should be less than or equal to
0.3 and the common maximum density level of a medical dry laser film should be more than or equal to
2.4. Low film fog level and high maximum density level can produce sharp and high contrast images,
which in turn allow medical practitioners to clearly view the inside of patients’ bodies and improve
diagnostic capabilities.
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The table below sets forth the characteristics of AMB, DVS and DVB models of medical dry laser
film of Medical Imaging Products Manufacturer.

Medical dry laser film of Medical Imaging Film fog Maximum density

Products Manufacturer V¢ ) (Note 2) (Note 3)

AMB model 0.17 2.61
DVS model 0.19 3.13
DVB model 0.19 3.82
Notes:

(1) The model names are for indicative purposes only.
(2) The lower the fog level, the higher the contrast level.

3) The higher the density level, the darker the film can be and the greater the contrast.

The table below sets forth the sales volume and average selling price of AMB, DVS and DVB
models of medical dry laser film of Medical Imaging Products Manufacturer.

Year ended 31 December Six months ended 30 June
019 2020 2021 2021 2022
Sales Average Sales Average Sales Average Sales Average Sales Average
volume ~ selling price volume ~ selling price volume ~ selling price volume ~selling price volume selling price

(piece '000) ~ (RMB/piece) ~ (piece '000)  (RMB/piece)  (piece '000)  (RMB/piece)  (piece '000) ~ (RMB/piece)  (piece '000)  (RMB/piece)

Medical dry laser film of
Medical Imaging
Products Manufacturer

AMB model - - - — 1,116 11.8 34 11.9 589 11.8
DVS model — - — — 920 11.2 160 11.2 1,163 114
DVB model 3304 139 3315 15.0 1,309 14.8 1,242 14.7 - —

For the three financial years ended 31 December 2021 and the six months ended 30 June 2022, the
average selling prices of AMB and DVS models of Medical Imaging Products Manufacturer remained
stable. For the two financial year ended 31 December 2020, the average selling price of DVB model was
RMB13.9 per piece and RMB15.0 per piece, respectively. The increase in average selling price of DVB
model was mainly attributable to a larger sales volume of large size DVB model, which has a higher
average selling price than small size DVB model as compared to the sales volume of large size DVB
model in 2019. The average selling price of DVB model remained stable for the financial year ended 31
December 2021 and for the six months ended 30 June 2022.
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For the two financial years ended 31 December 2020, our Group did not distribute any AMB and
DVS models of medical dry laser film of Medical Imaging Products Manufacturer to our customers and
the sales volume of DVB model remained stable. For the financial year ended 31 December 2021, our
Group started to offer AMB and DVS models of medical dry laser film of Medical Imaging Products
Manufacturer to our customers. Since the quality of AMB and DVS models are similar to DVB model
and the selling prices of the two models are lower than the selling price of DVB model, some of our
customers, including Jining No.1 Hospital and Jining Affiliated Hospital, shifted their model preferences
to AMB and DVS models in 2021 and hence the sales volume of DVB model decreased drastically from
3.3 million pieces to 1.3 million pieces while the sales volume of AMB and DVS models were 1.1
million pieces and 920,000 pieces, respectively. The sales volume of AMB model increased from
approximately 324,000 pieces for the six months ended 30 June 2021 to approximately 589,000 pieces
for the six months ended 30 June 2022 and the sales volume of DVS model increased from
approximately 160,000 pieces for the six months ended 30 June 2021 to approximately 1.2 million
pieces for the six months ended 30 June 2022, which was mainly attributable to the shift of our
customers’ model preference and demand from DVB model to AMB and DVS models, which (a) are
sold at a lower selling prices than the selling price of DVB model; (b) have been distributed to our
customers since late May 2021; and (c) the quality of AMB and DVS models are comparable to DVB
model. For the six months ended 30 June 2022, our customers no longer procured DVB model from our
Group.

Self-service film output printer, medical image printer and medical image data distribution system

During the Track Record Period, we principally provided three types of medical imaging printers,
namely self-service film output printer, medical image printer and medical image data distribution
system. Our self-branded medical imaging printers are either (i) manufactured by OEM manufacturers or
(ii) assembled by us and the components of which are sourced from OEM manufacturers (for self-service
film output printer only).

Generally, depending on our customers’ needs, we will provide the self-service film output printer,
medical image printer and medical image data distribution system (including CDs) in the course of the
sale of medical imaging films and our customers are not charged for the corresponding equipment. The
ownership of the equipment belongs to our Group. In the event of termination/discontinuation of the
business relationship with our customers, the equipment provided to our customers during the course of
the sale of medical imaging films are required to be returned. The reason for providing the
corresponding self-service film output printer and medical image printer is to avoid incompatibility and
distortion of images due to the use of different brands of medical imaging films, self-service film output
printer and/or medical image printer. According to CIC, such a sales model is in line with the industry
practise. Occasionally, we also (i) sell our medical imaging printers or (ii) provide rental and
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maintenance services to our customers. We also provide on-site technical assistance during the trial

operation, maintenance services and after-sales technical supports on such products. Set forth below is a

brief introduction of each type of medical imaging printers principally provided by us:

Product name

Usage/Description

Application of
the medical
imaging films

Photographs of
our self-branded products Brands

Self-service film
output printer

Medical image
printer

A medical self-service
terminal for patients to
print their own medical
imaging films and reports
anytime

Patients can print and
obtain their diagnostic
imaging reports and films
by scanning their medical
insurance cards, radio
frequency identification
cards, and barcodes

This avoids manually
distributing the medical
imaging films, which in
turn can save manpower
and reduce the contact
among people in the case
of epidemics

Intended user: patients
A printer for printing the
medical images on the
medical imaging films

Intended user: medical
practitioners

e  Medical dry
laser film

e Thermal film

e  Medical
printing film

e  Medical dry
laser film

e Thermal film

e  Medical
printing film

Medical Imaging
Products
Manufacturer
(Note), TiEEE
% (Guanze
Huiyi)

TR (Guanze
Huiyi)

Note: To the best knowledge of our Directors, as at the Latest Practicable Date, our end customers procure self-service
film output printer of the Medical Imaging Products Manufacturer exclusively from us.
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Photographs of
our self-branded

Product name Usage/Description products Brands
Medical image data e  The diagnostic imaging reports and films received | SRR (Guanze
distribution by the system will be stored in a CD and the | Huiyi)
system relevant medical information, including but not |

limited to the name of medical institution, patient
information, type of medical imaging modalities
used and examination date, will be printed on the
CD surface at the same time

e  Patients can burn a CD by scanning their medical
insurance cards, ID cards and barcodes

e The CD can be read by different hospitals and
would be more convenient for the patients to share
data with another hospital.

e Intended user: patients

B 0013654 nmewHcr
16 P ezaBITION
89 8 nRaB 20190706
nEAR=e" pEESKER
O
!

%,
% g
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The following describes the standard operating procedures of the self-service film output printer
and the medical image data distribution system. After patients scan their medical insurance cards, radio
frequency identification cards, ID cards and barcodes, the operating system installed in the self-service
film output printer and the medical image data distribution system will automatically receive non-
medical data such as personal information of the patients from the RIS system and medical data and
images from the medical imaging modalities, or make a request to the PACS system to obtain the
medical data and images, which belong to the relevant patients. Medical images and reports will then be
printed or stored in a CD. Depending on the customers’ requirements, no matter it is a third party or
self-branded medical imaging printers, the operating system can also be connected to our medical
imaging cloud services through the front-end processor, which enables it to retrieve medical data stored
therein. Below is an illustrative paragraph of the workflow of the medical imaging printers.

Medical imaging
modality: CT

= 8 (m

4

—

Medical image data

Self-service film distribution system

= output printer

— ? Diagnosis
reports

o " Patients’
information
S — Medical images
Medical imaging PACS RIS
modality: MRI servers servers

ll —'q,! Medical
ﬁ' u images Diagnosis reports

Medical imaging modality: —
X-ray/CD/DR g
-

Diagnosis report workstation

Accounting treatment of our self-service film output printer and medical image printer

In the course of the sale of our medical imaging films, depending on our customers’ needs, we will
provide the corresponding self-service film output printer and/or medical image printer to them and our
customers are not charged for the corresponding equipment. The reason for providing the corresponding
self-service film output printer and medical image printer is to avoid incompatibility and distortion of
images due to the use of different brands of medical imaging films, self-service film output printer and/
or medical image printer.

Under such circumstances, the amount of the costs borne by our Group for the provision of such
printers for each of the years/period comprising the Track Record Period was approximately
RMB216,000, RMB828,000, RMB2.0 million and RMBI1.2 million, respectively. Such costs were
accounted as depreciation of property, plant and equipment and recorded as cost of sales in the
Accountants’ Report. The carrying amount of the relevant property, plant and equipment as at the end of
each of the years/period comprising the Track Record Period was approximately RMBS5.4 million,
RMBI11.3 million, RMB15.7 million and RMB18.9 million, respectively.
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Medical imaging cloud services

Our medical imaging cloud services provide four types of services, including (i) digital medical
imaging cloud storage platform, (ii) digital medical image platform, (iii) regional imaging diagnosis
platform and (iv) PACS system. We procure software which offer the above services from our software
suppliers. We also engage our software suppliers for updates on the software including adding new
functions and reducing bugs for at least four times a year. Our Group is responsible for installing the
software to the existing information technology systems of our customers. To connect the software and
the existing information technology systems of our customers, we are also required to (i) formulate an
application programme interface (API) and (ii) install a hard drive called front-end processor on-site.

There is an actual business need in employing medical imaging cloud services for the hospitals in
Shandong Province as a result of (i) the favourable government policies which encourage, amongst
others, the use of medical cloud films and the sharing of medical data through online platform; and (ii)
the improvement in hospital efficiency performance resulting from the employment of medical cloud
services.

In general, we provide such medical imaging cloud services during the sale of medical imaging
films. As at 31 December 2019, 2020, 2021 and 30 June 2022, and the Latest Practicable Date, the
number of customers subscribing for our cloud services was 42, 51, 53, 53 and 55, respectively, which
demonstrated an increasing trend.

To the best knowledge of our Directors, as at the Latest Practicable Date, our end customers
procure our medical imaging cloud services exclusively from us.

Digital medical imaging cloud storage platform

Our digital medical imaging cloud storage platform serves the function of storing and archiving
patients’ digital medical images and diagnostic results. In short, it is a virtual storage platform. The
major advantages of our platform include the followings:

° medical practitioners will be able to access to the patient’s medical image data anytime
anywhere with his/her electronic devices whenever there is an internet connection

° the changes made to the files in platform will be synchronised automatically and updated
across all of the devices having access to the cloud storage

Such a digital medical imaging cloud storage platform serves as a base of our provision of services
as the medical data in the digital medical image platform, regional imaging diagnosis platform and
medical cloud PACS system are saved in our digital medical imaging cloud storage platform.
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Below is an illustrative diagram of the workflow of the medical imaging cloud services.

Digital medical image Regional imaging

PACS syst
platform diagnosis platform system Software

The medical data are
retrieved from the
digital medical imaging
cloud storage platform.

Digital medical imaging cloud storage platform

Digital medical image platform

Digital medical image platform allows patients to obtain their own digital medical images and
diagnosis reports by scanning a QR code or barcode generated by the hospitals and healthcare
institutions which will then redirect to patients’ own personal account. Such a digital medical image
platform facilitates and optimises the process of release and dissemination of digital medical images and
information and hence improves patients’ diagnostic experience and satisfaction as well as enhances the
efficiency of medical consultation process.

Below is a diagram illustrating how our digital medical image platform functions.

Medical Consultation Issue of medical report X R The QRACOde F)r Enz'ibling Patient§ to

(including with the print of a QR Patients scanning the barcode will redirect review their medical

medical scans) —» code or barcode —| QRcodeorbarcode |—p | patients to theirown |— | images and diagnosis
personal accounts reports online
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Below are the interfaces of the digital medical image platform:

Digital medical image platform interfaces

A QR code or barcode
was provided in the
patients’ radiology
checkup application
list

List of digital medical images
available to be read by patients

Basic information of
patients including,
patients’ reference
number and date of
diagnostic test

Scanned original
diagnostic report

A digital diagnostic
report
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Regional imaging diagnosis platform

The regional imaging diagnosis platform allows a diagnosis to be done or reviewed in a top-tier
hospitals while medical scan on the patients can be conducted in a low-tier hospitals and healthcare
institutions. According to CIC, since the low-tier hospitals and healthcare institutions in the PRC lack
medical practitioners with extensive experience, such regional imaging diagnosis system allows the
digital medical images and/or diagnosis reports of patients from low-tier hospitals and healthcare
institutions to be uploaded to our regional imaging diagnosis platform, where the top-tier hospitals can
also gain access to it, and the medical practitioners in top-tier hospitals and healthcare institutions will
conduct a diagnosis on the same medical images and provide a diagnosis and/or feedback to the
diagnosis reports to the low-tier hospitals and healthcare institutions. Our Directors believe such a
platform can fill the gaps and break the barriers among different levels of healthcare institutions in terms
of sharing the healthcare information and resources lying under the traditional healthcare system in
China and resolve the issues regarding allocation of medical resources.

Below is a diagram illustrating how our regional medical imaging diagnosis platform functions.

o Saving the medical images and/or
draft diagnosis reports
H ] H >
Low-tier hospitals and Conduct a diagnosis on the Top-tier hospitals and
healthcare institutions same medical images and healthcare institutions

provide a diagnosis and/or
feedback to the diagnosis
Medical Regional imaging reports to the low-tier
diagnosis ) diagnosis platform hospitals and healthcare
reports and Medical scans institutions.
medical images

[

—\
o=<0
Patients

Note: If the top-tier hospitals and healthcare institutions have engaged our Group in providing such services, we will install
the software for the particular top-tier hospitals and healthcare institutions and its low-tier hospitals and healthcare
institutions so as to allow the top-tier hospitals and healthcare institutions to gain access to the medical images and/
or diagnosis reports uploaded to the platform by the low-tier hospitals and healthcare institutions.
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Below is the interface of the regional imaging diagnosis platform:

Regional imaging diagnosis platform interface

Top-tier hospital can edit the diagnostic report written by the
medical practitioners from the low-tier hospital or write a
diagnostic report after reviewing the digital medical images
saved in the platform.
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in the medical images
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PACS system

We provide both traditional PACS system and medical cloud PACS system. A traditional PACS
system provides storage, retrieval, management, distribution and presentation of digital medical images
from multiple medical modalities and diagnosis data without the need to manually file, retrieve or
transport the physical medical images and data. It uses the server onsite to store the data. Hospitals and
healthcare institutions must ensure the server has a sufficient capacity for an increasing data volume.
With our medical cloud PACS system, the functions and applications are the same as the traditional
PACS system but the digital medical images and data are stored in our digital medical imaging cloud
storage platform to allow the authorised users to gain access to the data in the medical cloud PACS
system anytime and anywhere provided that there is an internet connection.

Below is a diagram illustrating how our PACS system functions.

Medical imaging
modality: CT
=
i

an# Allowing
medical
practitioner to
= store, retrieve,

; i manage the

.. medical images
O — Medical images PACS g
Medical imaging system and data as
modality: MRI

well as to write
a diagnosis

]

ll ) ‘__ﬁ’! EAN report in the
&Q PACS system

Medical imaging modality:
X-ray/CD/DR
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Below is the interface of both traditional PACS system and medical cloud PACS system.

Traditional PACS system and medical cloud PACS system interface

Medical practitioners can refer to the medical
knowledge hub to extract some common use of
diagnostic language and sentence forms.

Medical practitioners can write the diagnostics report
in the space provided below and request the diagnostic

report to be printed in a standard report format. Functions panel
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OUR BUSINESS WORKFLOW

The following diagram illustrates our business workflow:

Phase Major Steps Involved

e Identification of opportunity
Pre-sale * Assessment and initial consultation
e Formulation of proposal

. * Quotation/tender submission
Q“"ti‘)tlon/ Tender * Signing of contracts
rocess

e Procurement and/or provision of medical imaging
film products and/or medical imaging cloud services
* On-site installation and configuration

Implementation

Completion and

After-sales e Product return policy, warranty and after-sales

Pre-sale
(i)  Identification of opportunity

In general, we secure sales orders either through (i) tender, which includes open tender and tender
by invitation; or (ii) quotation. Leveraging on the stable business relationship with hospitals and
healthcare institutions and our well-established market reputation in Shandong Province, we receive
requests or invitations for tender and quotations from hospitals and healthcare institutions for the supply
of our products and services from time to time. We may also collect tender information through
browsing relevant official websites of potential customers and local public tender websites on a regular
basis and contact existing or potential customers to enquire any upcoming tender or quotation
opportunity.

Our public hospitals and healthcare institution customers may be subject to the tendering and
bidding process under the laws and regulations in relation to government procurement and tendering and
bidding. For details, please refer to the paragraph headed “Regulatory Overview — Laws and
Regulations Relating to Medical Devices — Procurement of medical devices by public hospital and
healthcare institutions” in this document.
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(it) Assessment and initial consultation

Upon receipt of a tender or quotation invitation or any other business opportunities, our
management will evaluate and perform assessment of the tender or quotation documents to identify the
scope and complexity of work, product specification, costs and profitability, feasibility, resources
availability and expertise, in order to ascertain whether to pursue the project.

When a potential customer approaches us, our engineering and sales personnel will first conduct
initial consultation with the potential customer through field surveys in the hospitals and healthcare
institutions. During the field survey, we will gather necessary information and try to understand the
technical requirements and specifications of the medical imaging film products and medical imaging
cloud services required by our customers.

(iii) Formulation of proposal

If we decide to pursue with the project, our sales personnel will then formulate pitching proposals
or relevant tender submission documents.

Quotation/Tender Process
(i)  Quotation/tender submission
Quotation

Our sales personnel will submit quotation to our customers within the timeframe specified by
our potential customers.

Tendering

Set out below is the general outline of the tendering procedure:

Collect tender information ]

A 4

A 4

[ Prepare tender documents ]

Participate in tender ]

if successful

[ Signing of contracts ]

The tendering process, if required, is usually arranged by the hospitals and healthcare
institutions themselves and it usually takes one month to complete.
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Our sales department participates in tendering either through physical tendering or electronic

bidding. In general, besides price assessment, the criteria considered by hospitals and healthcare

institutions includes, among others, (i) the technicality, specification and quality of products and

services; (ii) reliable and timely completion; (iii) qualification and track record of the tenderer; and

(iv) warranty and after-sales services provided.

The outcome of the tender is normally announced in customers’ official websites, and we will

be awarded with the contract if we win the tender. The following table sets forth our tender

success rates during the Track Record Period:

For the six months ended

For the year ended 31 December 30 June
2019 2020 2021 2021 2022
Number of tenders submitted (Note 1) 5 10 5 4 1
Number of contracts awarded 3 7 4 3 1
Success rate (Note 2) 60.0% 70.0% 80.0% 75% 100.0%
Total contract sum of tenders awarded
(RMB’000) (Note 3) 1,087 13,797 42,573 17,455 22,516
Notes:
1. The tenders submitted refer to the tenders sent to our customers for their consideration.
2. Tender success rate is calculated by dividing the number of contracts secured in respect of the tenders
submitted during the relevant period by the number of tenders submitted during the relevant period.
3. Depending on the commencement date and the term of the relevant tender contract, the contract sum of the

tender awarded to our Group may not be recognised as revenue in the financial year in which the relevant

tender is awarded, and all or part of the contract sum may be recognised as revenue in the following financial

year(s).

The table below sets out the breakdown of our revenue attributable to orders obtained

through tendering or quotation during the Track Record Period.

For the six months ended

For the year ended 31 December 30 June
2019 2020 2021 2021 2022
Approximate Approximate Approximate Approximate Approximate
RMB’000 % RMB’000 % RMB’000 % RMB’000 % RMB 000 %
Tendering 1,087 0.8 13,797 15 42,573 202 17,455 16.4 22,516 228
Quotation 139,738 99.2 170,638 92.5 168,503 79.8 89,273 83.6 76,105 712
Total 140,825 100 184,435 100 211,076 100 106,728 100 98,021 100

(ii) Signing of contracts

Upon being selected as their suppliers, we will generally enter into a framework sales agreements

with hospitals, healthcare institutions and/or deliverers and will supply our products and/or services

upon receiving purchase order(s) placed by them.
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Implementation

(i)  Procurement and/or provision of medical imaging film products and/or medical imaging cloud
services

° Procurement of medical imaging film products from third-party suppliers

If our customers specify a specific brand of medical imaging film products to be provided,
we will either check our stock availability of the specific brand of medical imaging film products
or procure the required brand products from third-party suppliers.

° Provision of our self-branded medical imaging film products and/or medical imaging cloud
services

Self-branded medical imaging film products

To provide our self-branded medical imaging films, we will either check our stock
availability or procure the customised medical imaging films, which are manufactured in
accordance with our customers’ specifications and requirements, from OEM manufacturers.
Upon arrival of the medical imaging films, we will seal and package the medical imaging
films and stick a label on the box. For our self-branded medical imaging printers, we will
either (i) check our stock availability, (ii) procure them from OEM manufacturers, or (iii)
assemble the self-service film output printer by using the equipment components sourced
from OEM manufacturers. Subject to the stock availability, our Company may have to
procure necessary raw materials including packaging materials and accessories for packaging
and labelling the medical imaging films and equipment components including shell and
medical image printers for assembling the self-service film output printer. We will carry out
selective inspection of the procured items upon arrival to ensure that they conform with our
customers’ requirements.

Self-branded medical imaging cloud services

We are responsible for installing the software to the existing information technology
systems of our customers. To connect the software and the existing information technology
systems of our customers, we are also required to (i) formulate an application programme
interface (API) and (ii) install a hard drive called front-end processor on-site.

(ii) On-site installation and configuration

For the medical imaging printers, we will carry out installation work either at our warehouse or
customers’ premises. For the medical imaging cloud services, the installation work we perform mainly
include (i) installation and setting up of hardware, such as front-end processors, terminals and cables,
and (ii) installation and configuration of software.
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Completion and After-sales
Product return policy, warranty and after-sales

If we determine the quality of our medical imaging film products to be defective and such defects
are not caused by our customers, we allow our customers to exchange the defective medical imaging
film products for new items as part of our product return policy. We generally provide warranty to our
customers in relation to the maintenance and repair of the medical imaging printers procured from us for
generally a year. For the medical imaging cloud services, our Group normally provides remote technical
support or conducts on-site maintenance and repair work if requested by our customers during the
warranty period, which is generally one year, and also carries out upgrading work for the cloud services
from time to time.

OUR PACKAGING AND LABELLING, AND ASSEMBLY PROCESSES
Packaging and labelling of our self-branded medical imaging films

During the Track Record Period, we manually packaged and labelled the medical imaging films
procured from OEM manufacturers.

The following diagram illustrates the key steps in our packaging and labelling process for medical
imaging films:

Procurement —

Passed quality No
control tests?
| Inner packaging I‘—
Passed quality No
control tests?
Outer packaging ¢
. N

Passed quality ©

control tests?

Delivery
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Details of our principal packaging and labelling process are further explained below:

° Procurement: We procure customised medical imaging films, which are manufactured in
accordance with our customers’ specifications and requirements, from OEM manufacturers
and they are stored in our warehouse under precisely controlled illumination, temperature,
humidity and dust levels for a prescribed period of time.

° Inner packaging: Each medical imaging film is sealed in a specially designed sheath in order
to protect the finished product from exposure to light and other damages. The quality of the
inner packaging will be subject to inspection by our quality control staff.

) Outer packaging: The medical imaging films will then be packaged into a box and a label
will be stuck on each of the boxes. All packed products are subject to quality inspection by
our quality control staff on sampling basis to ensure that they are in good condition and
conform to the packaging and labelling specifications of our customers. The products are
stored under prescribed conditions until delivery to customers.

° Delivery: We are responsible for the logistics and transportation of delivering our medical
imaging films. Please refer to the paragraph headed “Logistical arrangements” in this section
below. Delivery of the medical imaging films is also subject to stringently controlled
conditions to avoid any damages to the medical imaging films and/or exposure to sunlight.
Normally, throughout the delivery, the temperature should be controlled at or below 24°C and
the humidity should be controlled between 20% to 60%.

Generally, the whole packaging and labelling process for one box of medical imaging films takes
around 30 minutes.

Assembly of our self-branded self-service film output printers

During the Track Record Period, we manually assembled our self-branded self-service film output
printer and the components of which are sourced from OEM manufacturers.
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The following flowchart illustrates our assembly process for our self-branded self-service film
output printers:

Procurement ’

R

A 4

[ Assembly of hardware ’

y

[ Installing software ’

Passed quality
control tests?

[Labelling and Packaging ’

A 4

[ Delivery ’

° Procurement: We procure equipment such as shell and medical image printer from OEM
manufacturers for our assembly of self-service film output printers.

° Assembly of hardware: Our engineering personnel assembles the equipment procured from
OEM manufacturers.

° Installing software: We install the operating system in the self-service film output printer.

° Labelling and packaging: After passing the quality control test, we label and package the
self-service film output printer.

° Delivery: The self-service film output printer will be delivered to our customers after
labelling and packaging. We are responsible for the logistic and transportation of delivering
our self-service film output printer. Please refer to the paragraph headed ‘“Logistical
arrangements” in this section below for details.

Generally, the time required for assembling a self-branded self-service film output printer takes
around five working days, subject to the specifications required by our customers.

For further details of the typical quality control procedures, please refer to the paragraph headed
“Quality control and assurance” in this section.
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LOGISTICAL ARRANGEMENTS

The logistical arrangement with our customers is that we are responsible for the transportation of
the products to our customers’ sites at our own costs. In particular, the transportation of medical imaging
films requires stringent control on the delivery condition due to their sensitivity to temperature and
humidity. Normally, the temperature of the vehicles should be controlled at or below 24°C and the
humidity should be controlled between 20%—60% throughout the delivery. We normally arrange delivery
with our in-house logistic resources. We have a logistic team and two self-owned vehicles specifically
used for delivering and transporting the products from our warehouse to destinations designated by our
customers. During the Track Record Period, we only engaged one logistics company to deliver our
products to customers. As at the Latest Practicable Date, we have not entered into any long-term
agreements with such third-party logistics company.

We are responsible for the risks associated with transportation and delivery of products, which are
generally mitigated by the insurance we bought. During the Track Record Period, we did not experience
any material disruption in transportation nor have we suffered any loss or paid any compensation as a
result of delays in delivery or poor handling by logistics companies.

RAW MATERIALS AND PROCUREMENT

For our distribution business, the major materials procured from suppliers are mainly medical
imaging films and medical imaging printers. The major materials procured from suppliers for our self-
branded film products business include medical imaging films, medical imaging printers, accessories,
packaging materials and equipment components such as shell. For our medical imaging cloud services,
we procure the software from our software suppliers. We purchased all of our raw materials in the PRC
during the Track Record Period. We have dedicated procurement staff responsible for the selection of
suppliers and the purchase of materials. The procurement staff possesses certain procurement experience
and has adequate technical knowledge about our products, services and raw materials.

Our procurement staff devises our procurement plans on a monthly and quarterly basis,
respectively, by taking into account, among others, our actual and expected sales volume, inventory
level and delivery lead time. The procurement staff then makes purchases in accordance with the
procurement plan. Generally, the materials will be delivered to us within one month after our
procurement department places a purchase order.
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OUR SUPPLIERS

Our suppliers primarily comprise distributors of international medical imaging film products, OEM
medical imaging film products manufacturers and software companies. We select our suppliers based on
a number of criteria, including their reputation and qualification, product quality, scale of production,
market share and financial strength. We will review and update our list of suppliers annually.

Our five largest suppliers generally grant us a credit term of O to 7 days. For each of the three
years ended 31 December 2021 and the six months ended 30 June 2022, purchases from the five largest
suppliers amounted to approximately RMB108.2 million, RMB107.6 million, RMB126.6 million and
RMB49.8 million, respectively, accounted for approximately 98.0%, 98.0%, 98.9% and 98.3% of our
total purchases, respectively, and purchases from the single largest supplier amounted to approximately
RMBO1.8 million, RMB84.5 million, RMB94.5 million and RMB37.0 million, respectively, accounted
for approximately 83.1%, 77.0%, 73.8% and 73.0% of our total purchases during the same periods
respectively.
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To the best knowledge of our Directors, save as Guanze Medical Equipment Shanghai, all of our
top five suppliers during the Track Record Period were Independent Third Parties. None of the Directors
or any of their respective associates, or any of the Shareholders who owned more than 5% of the issued
share capital of the Company during the Track Record Period and up to the Latest Practicable Date, held
any interest in any of our Group’s five largest suppliers.

Distributorship

During the Track Record Period, we entered into two distributorship agreements with (i) the
distributor of the Medical Imaging Products Manufacturer and (ii) the distributor of another international
medical imaging film products brand. For the salient terms of the framework sales agreements with the
distributors of the medical imaging film products, please refer to the paragraph headed “Our Suppliers
— Salient terms of the typical distributorship agreements with the distributors of medical imaging film
products” in this section.

If we meet the criteria in becoming a Tier-2 distributor including but not limited to an extensive
customers network and strong sales and marketing capabilities, our Group can become a Tier-2
distributor of the medical imaging film products of a Tier-1 distributor. During the Track Record Period,
the two suppliers authorised us as a Tier-2 distributor of medical imaging film products in Shandong
Province but we were not the only Tier-2 distributor of the medical imaging film products procured from
them. Except for being a Tier-2 distributor of Medical Imaging Products Manufacturer and another
international medical imaging film products brand in Shandong Province, our Group did not act as Tier-
2 or even lower-tier distributor of any other manufacturers during the Track Record Period and up to the
Latest Practicable Date.

The distribution agreement with Supplier C was terminated in 2020 primarily because (i) we
shifted our resources to the development of our self-branded medical imaging products in order to
strengthen our position as a medical imaging products supplier in Shandong Province; and (ii) the gross
profit margin of the medical imaging films procured from Supplier C was relatively low when compared
to our self-branded medical imaging films.

As at the Latest Practicable Date, we had one distributorship agreement with Tier-1 distributor of
the Medical Imaging Products Manufacturer, which is Honghe Group.

OEM Manufacturers

Our OEM manufacturers are specialised in the production of medical imaging film products, and
are experienced in providing OEM services. We adopt a strict guideline to evaluate our OEM
manufacturers in relation to its infrastructure and production capacity, licences held, financial condition,
and its ability to meet the specific quality and quantity requirements for medical imaging film products.
In addition, we implement stringent product quality requirements on the OEM manufacturers to ensure
that the selected OEM manufacturers are able to meet the quality requirements as set out by us. During
the Track Record Period, we did not encounter any disruption to our business operation due to material
non-compliance, counterparty default or business interruption by the OEM manufacturers. During the
Track Record Period, we had 4, 6, 8 and 7 OEM manufacturers, respectively. We do not rely on any
single OEM manufacturer as there is a large number of OEM manufacturers for medical imaging film
products with similar quality and price available in the market.
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During the Track Record Period, our OEM expenses incurred were approximately RMB6.7 million,
RMB14.1 million, RMB33.1 million and RMB13.3 million. Our Directors believe that by utilising OEM
manufacturers for production offers us the opportunity to focus resources on key stages of business, such
as product development and sales and distribution.

Rebate arrangements with Honghe Group, Supplier B and Supplier G

During the Track Record Period, Honghe Group, Supplier B and Supplier G provided rebate to us
if we met purchase targets specified in the respective agreements.

In general, if we fulfil the yearly minimum purchase target, rebates will be provided on an annual
basis in the form of (i) self-service film output printer and (ii) a discount of medical imaging films,
which can be used for future purchases.

During the Track Record Period, the total amount of rebates received by us in both forms were
approximately RMB2.2 million, RMB6.4 million, RMB7.2 million and RMB4.7 million, respectively.

The rebate in the form of self-service film output printer is recorded in property, plant and
equipment in the balance sheet and the depreciation of self-service film output printer will be recorded
in cost of goods sold in the income statement. The rebate in the form of discounts of medical imaging
films for future purchases is recorded in inventories in the balance sheet when the medical imaging films
are bought at a discount and if the medical imaging films are sold, it will be recorded in cost of goods
sold in the income statement.

Salient terms of the typical distributorship agreements with the distributors of medical imaging
film products

For our distribution business, during the Track Record Period, we entered into framework
distributorship agreements with the distributors of medical imaging film products. We entered into a ten-
year framework agreement with Honghe Group in February 2021, which shall be subject to the
commercial terms to be further agreed by both parties annually. For further details, please refer to the
paragraph headed “Business — Our Suppliers — Relationship with Honghe Group™. The following sets
forth the salient terms of the framework distributorship agreements:

Duration . Typically for a term of one year.

Exclusivity : We are only authorised to distribute medical imaging film products in
Shandong Province.

Minimum purchase : We are required to meet minimum yearly targets as specified in the
targets agreement. If our Group is unable to meet such purchase targets, the
distributors are entitled to terminate the distributorship with us. Our
Directors confirmed that during the Track Record Period, we have

fulfilled the minimum purchase targets.

Sales and pricing . No restrictions on distribution prices are specified in the agreements.
Payment and credit : Payment terms are not specified. In general, payments shall be made
terms upon placing a purchase order or delivery.
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Delivery, shipping . We are responsible for the costs of shipping.
and other costs
Rebate : We receive rebates if the minimum purchase targets are met, which is in

the form of (i) self-service film output printer and/or (ii) a discount of
medical imaging films for future purchases.

Salient terms of the typical production and purchase agreements with OEM manufacturers

For our self-branded products business, during the Track Record Period, we entered into
production and purchase agreements with OEM manufacturers. The following sets forth the salient terms
of the production and purchase agreements:

Duration : The production and purchase agreement does not have a specified
duration.
Renewal :  The production and purchase agreement is not automatically renewed.
Services to be :  The OEM manufacturers shall manufacture the semi-finished products or
rendered finished products in accordance with our standards and specifications;

and in accordance with the terms and conditions of the production and
purchase agreement.

Payment and credit : Payment shall be arranged by deposit, followed by payment of the
terms remaining balance prior to delivery or payment shall be arranged within
2-3 working days upon execution of the agreement or upon delivery.

Rebate . We receive rebates if the minimum purchase targets are met, which is
generally in the form of (i) a discount on the upcoming purchase of
medical imaging films or (ii) self-service film output printer.

To the best knowledge of our Directors, during the Track Record Period, we had not experienced
nor were we aware of any material disputes or disagreements between our Group and our major
suppliers, and our Group was not a party to any legal or arbitration proceedings with any of our major
suppliers. Our Directors also confirm that there was no incident of material breach of any supply
contract with our suppliers as at the Latest Practicable Date.

Relationship with Honghe Group

During the Track Record Period, we mainly procured medical dry laser films and self-service film
output printers from Honghe Group. For each of the three years ended 31 December 2021 and the six
months ended 30 June 2022, our purchase from Honghe Group amounted to approximately RMB91.8
million, RMB84.5 million, RMB94.5 million, and RMB37.0 million, respectively, representing
approximately 83.1%, 77.0%, 73.8% and 73.0% of our Group’s total purchases for the relevant year/
period, respectively. For the risks relating to our supplier concentration, please refer to the paragraph
headed ‘““Risk factors — Risks relating to our business and operations — Our largest supplier accounted
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for over 70% of our total purchases throughout the Track Record Period. If our relationship with it
deteriorates or terminates, our business and results of operations would be adversely affected” in this
document.

Background of Honghe Group

Our relationship with Honghe Group dated back to 2017. During the Track Record Period and as at
the Latest Practicable Date, Honghe Group is the only Tier-1 distributor of the Medical Imaging
Products Manufacturer in Shandong Province and according to CIC, Honghe Group accounted for
approximately 40% to 50% of the tier-1 distributor medical imaging film products market in Shandong
Province in 2021. According to CIC, the Medical Imaging Products Manufacturer is one of the major
medical imaging film products brands in the PRC, ranking the first in terms of sales revenue in the PRC
and Shandong Province with a market share of approximately 28.0% and 55.0%, respectively, in 2021.
As confirmed by the Medical Imaging Products Manufacturer, it accepts one or more Tier-1 distributors
in Shandong Province (i.e. Honghe Group is not the exclusive Tier-1 distributor of the Medical Imaging
Products Manufacturer in Shandong Province) but forbids the Tier-1 distributors to perform cross-
regional sales and distribution.

As at the Latest Practicable Date, as confirmed by Honghe Group, its customers consists of mostly
Tier-2 distributors in Shandong Province and some hospitals and healthcare institutions. To the best
knowledge of our Directors, as at the Latest Practicable Date, there is no overlapping end customers
between our Group and Honghe Group (including the end customers of its Tier-2 distributors).

Contractual arrangement with Honghe Group

During the Track Record Period, we entered into framework agreements with Honghe Group for a
term of one year. According to CIC, due to the change of market conditions and variation of sales
projection every year, it is an industry norm for medical imaging films manufacturer to renew the terms
of distributorship agreement with their Tier-1 distributor every year and to set a new minimum purchase
targets and pricing terms every year. Likewise, it is also an industry norm for Tier-1 distributor to enter
into a distributorship agreement with Tier-2 distributorship every year in order to renew the minimum
purchase targets and pricing terms. As such, the principal rationale of having a one-year term
distributorship agreement is to facilitate the negotiation of terms and development of business in
response to latest market trend but not to facilitate the termination of cooperation with Tier-1 and/or
Tier-2 distributors. To secure the relationship with Honghe Group and to maintain the sustainability of
our business, we entered into a framework agreement with Honghe Group in February 2021 for a term of
ten years. The enforceability of such an agreement is subject to the commercial terms to be further
agreed by both parties annually. Since the framework agreement only stipulated the general commercial
terms, both parties to the framework agreement agreed that the annual purchase targets, the selling price
for each sub-type of the medical dry laser films and the arrangement of rebate shall be subject to the
supplemental agreement signed by both parties every year during the ten-year period. Our PRC Legal
Advisers are of the view that both the framework agreement and the supplemental agreements which
have already been signed are valid and legally binding. For further details, please refer to the paragraph
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headed “Business — Our Suppliers — Relationship with Honghe Group — Sustainability of our
business in view of our concentration — Ten-year framework agreement entered into with Honghe

Group”. The followings set forth the salient terms of the framework agreements with Honghe Group:

Exclusivity:

Minimum purchase targets:

Sales and pricing:

Payment and credit terms:

Delivery, shipping and

other costs:

Rebate:

Termination:

We are only authorised to distribute medical imaging film products
in Shandong Province.

We are required to meet minimum target as specified in the
agreement. Our Directors confirmed that during the Track Record
Period, we have fulfilled the minimum purchase targets. Below are
the details of the expected yearly minimum purchase target required
by Honghe Group and the actual purchase volume of our Group
during the Track Record Period:

Expected yearly Actual yearly
purchase target purchase target
of 14x17 inch of 14x17 inch

medical dry medical dry
Year laser films (Box) laser films (Box)
2019 66,000 66,295
2020 58,300 58,820
2021 58,800 68,353

No restrictions on distribution prices are specified in the agreement.

Payment terms are not specified. In general, payments shall be made
upon placing a purchase order or delivery.

We are responsible for the costs of shipping.

We receive rebates if the minimum purchase targets are met, which
is in the form of (i) self-service film output printer of the Medical
Imaging Products Manufacturer and/or (ii) a discount of medical
imaging films for future purchases.

Not available

Our Directors confirmed that we have not encountered any material adverse change in the terms of

our Group’s distribution agreements with Honghe Group since cooperation.
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Reasons for concentration
Our Directors are of the view that the concentration is mainly due to the following:

° According to CIC, the medical imaging film products market is highly concentrated in the
PRC. The top five manufacturers accounted for more than 60% of the market share in China
in terms of sales revenue in 2021. It is an industry norm for companies like us to rely heavily
on a few suppliers due to the dominance by a few players in the medical imaging film
products industry in the PRC.

° According to CIC, as at the Latest Practicable Date, Honghe Group was the only Tier-1
distributor of the Medical Imaging Products Manufacturer in Shandong Province, and our
Group can only procure the medical dry laser film of the Medical Imaging Products
Manufacturer from Honghe Group for onward selling to customers, because the Medical
Imaging Products Manufacturer designates Tier-1 distributor on a regional basis and forbids
cross-regional sales and distribution.

° We have established business relationship with Honghe Group since 2017 and have not
encountered any major procurement problems in terms of shortage, delay and pricing.

Sustainability of our business in view of our concentration

Our Directors are of the view that the following factors should contribute to the sustainability of
our business despite our concentration of purchases from Honghe Group:

° Measures to mitigate concentration risk

Notwithstanding we endeavour to maintain the established relationship with Honghe Group,
our Directors recognise the importance of expanding our product portfolio and establishing our
own brands to maintain a sustainable business model. We commenced the sale of our self-branded
medical dry laser film in June 2021 with an aim to mitigate concentration risk and increase our
profitability. Our self-branded medical dry laser films were manufactured by OEM manufacturers,
and further packaged and labelled by us. Our Directors believe that we can attract potential
customers to procure our self-branded medical dry laser film by offering them a more competitive
price. It is our plan to further develop our self-branded products in the future, not only to reduce
our reliance on Honghe Group and but also to strengthen our position in the market and the supply
chain. During the Track Record Period, our revenue attributable to the medical imaging film
products under our brand were approximately RMB11.3 million, RMB32.2 million, RMB54.8
million and RMB29.3 million, respectively, representing approximately 9%, 19%, 28% and 32% of
our revenue under the medical imaging film products business segment, respectively, which
exhibited an increasing trend.

In addition, we plan to source medical dry laser film from alternative suppliers. For further
details, please refer to ‘“Business — Our Suppliers — Relationship with Honghe Group —
Sustainability of our business in view of our concentration — Our flexibility and plans to source
from alternative suppliers™.
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° Mutual reliance between our Group and Honghe Group

We have established business relationship with Honghe Group since 2017 and have not
encountered any major procurement problems. By virtue of our Group’s extensive sales and
marketing experiences in medical imaging film products industry and established market position
in Shandong Province, our Directors consider that the reliance between Honghe Group and our
Group was mutual as our customers were sourced independently without the assistance of Honghe
Group and Honghe Group relied on our extensive distribution network for its sale of the Medical
Imaging Products Manufacturer’s medical dry laser film in Shandong Province during the Track
Record Period. Over years of operations, we have accumulated a solid customer base and our
customers covered, 43 Grade III hospitals, 30 Grade II hospitals and 20 Grade I hospitals in
Shandong Province, accounting for approximately 20.7% Grade III hospitals, 4.1% Grade II
hospitals and 1.9% Grade I hospitals in Shandong Province, as at the Latest Practicable Date.
During the Track Record Period, as confirmed by Honghe Group, our purchase from Honghe
Group accounted for approximately 50% of our Honghe Group’s total sales revenue and we ranked
the first among the customers of Honghe Group in terms of its sales revenue. Also, our successful
record of the sale of medical dry laser film has strengthened our cooperation and enabled us to
become an important business partner of Honghe Group. Our Directors believe that we have
considerable advantages in the medical imaging film products market as we can leverage on our
experienced staff, sales network in Shandong Province, our extensive sales and marketing
experience, our reputation in distributing medical imaging film products in Shandong Province, and
our successful business strategies which helped Honghe Group to maintain its leading position in
terms of sale of the Medical Imaging Products Manufacturer’s products in Shandong Province. As
such, our Directors believe that we are a valuable business partner to Honghe Group and such
business relationship between our Group and Honghe Group is expected to remain stable in the
future.

° Ten-year framework agreement entered into with Honghe Group

We have entered into a framework agreement with Honghe Group in February 2021 with a
term of ten years. Under the framework agreement, Honghe Group shall guarantee the long-term
supplies of the products of the Medical Imaging Products Manufacturer to us, and we shall
complete the minimum purchase targets agreed by both parties. The enforceability of such an
agreement is subject to the minimum purchase targets, price, rebate and other specific terms to be
further agreed by both parties annually. We will submit the estimated sales plan to Honghe Group
three months in advance, and Honghe Group shall complete inventory and stocking work three
months in advance in accordance with our sales plan.

Despite the Honghe Group’s distribution agreement with the Medical Imaging Products
Manufacturer will have to renew once a year, our Directors are of the view that Honghe Group will
continue to be able to act as Tier-1 distributor of Medical Imaging Products Manufacturer due to
the following factors and that we will be able to secure the supply from Honghe Group:

(i) long-term business relationship between Medical Imaging Products Manufacturer and
Honghe Group. According to Honghe Group, it has all along been the Tier-1 distributor
of the Medical Imaging Products Manufacturer for 23 years.
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(i1) mutual reliance between Medical Imaging Products Manufacturer and Honghe Group.
As confirmed by Honghe Group, it is the only Tier-1 distributor of Medical Imaging
Products Manufacturer in Shandong Province as at the Latest Practicable Date.

(iii) fulfilment of the minimum purchase targets. As confirmed by Honghe Group, it met the
required minimum purchase target throughout their cooperation.

In light of the above, the Sole Sponsor concurs with the view of our Directors.
° Our flexibility and plans to source from alternative suppliers

We maintain flexibility in supplier selection for other medical dry laser film of similar
features and specifications. Our Directors confirm that there are alternative suppliers in the market
which can supply medical dry laser film at comparable terms and quantities. Given our established
presence in the medical imaging market, our Directors believe that there should not be any
practical difficulty in purchasing from these alternative suppliers at comparable prices. Generally,
our customers would choose their preferred brand of medical dry laser films, having regard to,
among others, the quality of the products such as pixel and resolution, delivery time and pricing.

As confirmed by Honghe Group and our Directors, there was no non-competition provision
under the distributorship agreements entered into between the Group and Honghe Group. As
confirmed by the Medical Imaging Products Manufacturer, there was no non-competition provision
under the distributorship agreements between Honghe Group and the Medical Imaging Products
Manufacturer.

Our Directors recognise the importance of expanding our supplier base and we will continue
to improve our supplier network and foster relationship with potential new suppliers that match our
development plan from time to time.

Considering (i) the commencement of the sale of our self-branded medical dry laser film; (ii)
the mutual reliance between our Group and Honghe Group; (iii) the framework agreement in
relation to the supply of medical dry laser film with Honghe Group; and (iv) our flexibility and
plans to source from alternative supplier, our Directors consider that the risk of Honghe Group to
cease to provide medical dry laser film to the Group is remote in the foreseeable future and
therefore, the Group’s reliance on Honghe Group would not affect our Group’s business
sustainability.

Our Directors are of the view that our relationship with Honghe Group is not likely to be
terminated or otherwise materially adversely change in the foreseeable future due to the following
factors: (i) our stable business relationship with Honghe Group; (ii) mutual reliance between our
Group and Honghe Group; and (iii) the fulfilment of the minimum purchase targets throughout our
cooperation. Based on the above, the Sole Sponsor is also of the view that there are no red flags
indicating (i) our relationship with Honghe Group is likely to be terminated or (ii) any materially
adversely change of our relationship with Honghe Group in the foreseeable future.
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Our self-branded products

Since June 2021, our Group has offered its own self-branded medical dry laser films. To the best
knowledge of our Directors, Honghe Group has all along been informed of our Group’s development of
self-branded medical imaging film products including the commencement of sale of our self-branded
medical dry laser film. In addition, there was no non-competition clause in the framework distributorship
agreements entered into between our Group and Honghe Group during the Track Record Period.

Network of a distributor is one of the essential factors that the medical imaging products
manufacturers/distributor may take into account when selecting a suitable distributor/sub-distributor.
Given (i) our Group’s extensive hospital network in Shandong Province and (ii) the solid business
relationship between the end customers and our Group, our Directors believe that Medical Imaging
Products Manufacturer and Honghe Group are inclined to cooperate with our Group in order to offer
their products to the hospitals and healthcare institutions in Shandong Province. In light of the above,
the relationship between our Group and Honghe Group is mutual and complementary and we have
maintained an amicable and solid business relationship since our first year of cooperation.

Despite the medical dry laser film and self-service film output printer of Medical Imaging Products
Manufacturer and Guanze Huiyi share similar characteristics, nature and functionalities, our Directors
believe that the international brand name of Medical Imaging Products Manufacturer may distinguish the
target customers as some of the hospital and/or healthcare institutions may prefer to purchase
international brand products on the one hand, while on the other hand, the lower selling price of our
self-branded medical dry laser film may attract customers who are cost-conscious.

Further, our Directors consider that the offer of the products of Medical Imaging Products
Manufacturer, our self-branded products are complementary but may not necessarily compete with each
other within our Group because of our diverse product portfolio, which offers a wider product offerings
and may appeal to a large customer base. Such a business model may in turn enhance our Group’s
competitiveness and the business development of our Group.

As confirmed by the Medical Imaging Products Manufacturer, it is well aware of our Group’s
development of self-branded medical imaging products and it will not impose any non-competition
clause on us in the event we become its Tier-1 distributor.

INVENTORY MANAGEMENT

Our inventories primarily include (i) raw materials, such as accessories, packaging materials and
shell of the self-service film output printer; and (ii) finished goods, such as medical imaging films. We
own one warehouse in Jinan, Shandong Province to store our inventories. Due to the sensitive nature of
the medical imaging films, they are being stored under the temperature of 24°C or below and the
humidity between 20% and 60%.

We maintain our inventories of finished goods and procure raw materials according to the
projected demand from our customers and the estimated packaging and labelling and assembly time. We
also communicate with our customers on a regular basis to understand their expected demand. We
typically maintain an inventory level of our finished goods of one to three months to meet the
unexpected demand of our customers.
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If the inventory is about to expire, we would sell at a lower price in order to avoid inventory
obsolescence. Certain aged inventory had been sold to Supplier G for the year ended 31 December 2021.
For details, please refer to the paragraph headed ‘““Sales, Customers and Marketing — Overlapping
customer and supplier” in this section. Except for the provision for inventories in the sum of
approximately RMB178,000 for the year ended 31 December 2020 due to the impairment of our aged
inventories, our Group has not recorded any provision of expired products during the Track Record
Period.

If the inventory has expired, it shall be considered as inventory loss and such expired inventory
will be disposed by our Group. In relation to the details of ESG policy on the disposal of medical
imaging film, please refer to “Environmental, Social and Corporate Governance” in this section.

We generally do not accept cancellation of order unless under special circumstances such as
termination of business relationship with our customers. We may then negotiate with the concerned
customers and accept cancellation of order. In the event of cancellation of order from our customers due
to termination of business relationship with us, the products ordered will be regarded as inventories and
be resold to other customers.

During the Track Record Period, our Directors confirm that there was no expired product, disposal
of products nor cancelled order.

SALES, CUSTOMERS AND MARKETING

During the Track Record Period, all of our revenue was derived from our sales in Shandong
Province. Our products are directly or ultimately provided to hospitals and healthcare institutions. Over
years of operations, we have successfully established an extensive hospital coverage that covered 43
Grade III hospitals, 30 Grade II hospitals and 20 Grade I hospitals in Shandong Province, accounting for
approximately 20.7% Grade III hospitals, 4.1% Grade II hospitals and 1.9% Grade I hospitals in
Shandong Province, since the date of our inception until the Latest Practicable Date. As at the Latest
Practicable Date, according to CIC, there are 208, 734 and 1,061 Grade III, Grade II and Grade I
hospitals in Shandong Province, respectively.

As at 31 December 2019, 2020 and 2021, 30 June 2022 and as at the Latest Practicable Date, we
had 61, 63, 62, 57 and 61 hospitals and/or healthcare institutions customers, respectively. The table
below sets out the movement in the number of our hospitals and/or healthcare institutions for the years/
period indicated:

As at
As at the Latest
Number of hospitals and for healthcare As at 31 December 30 June Practicable
institutions 2019 2020 2021 2022 Date
Hospitals and/or healthcare institutions at the
beginning of the year/period (Note 1) 60 61 63 62 57
Additions of hospitals and/or healthcare
institutions (Note 2) 4 12 5 1 5
Reductions of hospitals and/or healthcare
institutions (Note 3) 3 10 5 6 1
Hospitals and/or healthcare institutions at the
end of the year/period 61 63 62 57 61

(Note 4)
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Notes:

(1) The number of hospitals and/or healthcare institutions at the beginning of the year/period represents those hospitals
and/or healthcare institutions who had transaction(s) with us in the previous year/period.

(2) The additions of hospitals and/or healthcare institutions represents those hospitals and/or healthcare institutions who
had no transaction with us in the previous year/period but transacted with us in the present year/period.

3) The reductions of hospitals and/or healthcare institutions represents those hospitals and/or healthcare institutions who
had transaction(s) with us in the previous year/period but did not transact with us in the present year/period.

(4)  One of the hospitals merged with Shandong Hospital in 2021 and accordingly they are counted as one hospital.

The reduction in the number of our hospitals and healthcare institutions during the Track Record
Period primarily because we did not have transaction with certain hospitals and healthcare institutions
with relatively little transaction amount in the previous year/period to reduce our administrative costs.

We obtain sales of medical imaging film products and cloud services through (i) tender, which
includes open tender and tender by invitation; and (ii) quotation. For further details of tender and
quotation, please refer to the paragraph headed “Our Business Workflow — Pre-sale” in this section.

Our sales channel

During the Track Record Period, our products and services were ultimately provided to hospitals
and healthcare institutions either directly or through deliverers.

The following table sets forth the breakdown of our revenue by sales channel for the years

indicated:
For the year ended 31 December For the six months ended 30 June
2019 2020 2021 2021 2022

(RMB’000) (%) (RMB’000) (%)  (RMB’000) (%)  (RMB’000) (%)  (RMB’000) (%)

Sales to hospitals and
healthcare institutions 93,620 66.5 113,166 61.4 105,507 50.0 59,095 554 39,689 40.2
Sales through deliverers 47,030 334 70,839 384 105,490 50.0 47,300 443 58,903 59.7
Other ™" 7 175 0.1 430 0.2 79 0.0% Y 333 03 28 0.0M Y
Total 140,825 100 184,435 100 211,076 100 106,728 100 98,621 100

Notes:

(1 Others represented our sales to, among others, medical equipment manufacturers and medial films trading companies.

2) Represented less than 0.1%.
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The diagram below sets forth our sales model:

Our Company

Deliverers

v v

Hospitals and healthcare institutions

—» Contractual relationships with us

----- » Contractual relationships between third parties
Sales to hospitals and healthcare institutions

Our Directors are of the view that selling to hospitals and healthcare institutions allows us to
establish and maintain direct contact with certain key hospital customers and medical practitioners and
keeps us close to the frontline of medical practise and the application of our products. In turn, this
enables us to collect feedback from medical practitioners, which helps us design new and upgraded
products, and form new strategies to adjust to market demands.

Sales through deliverers

In recent years, increasing hospitals and healthcare institutions in the PRC have adopted the
supply, processing and distribution (SPD) model, pursuant to which certain procurement steps are
outsourced to deliverers (BL#% ) in an attempt to reduce the workload of the procurement department of
the hospitals and healthcare institutions and increase the efficiency of procurement. According to CIC, it
is common for medical imaging film products manufacturers or distributors to supply their products to
hospitals and healthcare institutions through deliverers. The deliverers are usually state-owned
companies or private companies in the PRC which principally engage in the distribution of medical
devices and pharmaceutical products with wide logistic network in China. Owing to the increase of the
adoption of SPD model by the hospitals and healthcare institutions in the PRC, some of our hospital and
healthcare institutions customers will procure our medical imaging film products through the deliverers.
As a result, some hospitals and healthcare institutions customers may require us to enter into agreements
with their selected deliverers instead of signing sales agreements with them directly. For the avoidance
of doubt, the deliverers are chosen by our hospitals and healthcare institutions and our Group did not
play any role during the course of the selection of the deliverers.

The services provided by the deliverers generally include, among other things, (i) liaising with the
hospitals and healthcare institutions to arrange the schedule of the delivery of our products to the
hospitals and healthcare institutions; (ii) monitoring the quality of our products; and (iii) arranging the
collection of account receivables from the hospitals and healthcare institutions.
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Due to the nature of medical imaging films, which is sensitive to humidity and temperature, in
some cases, deliverers will require us to deliver medical imaging films directly to hospitals and
healthcare institutions.

Our relationship with deliverers is regarded as a principal-agent relationship. We are regarded as a
principal during the course of the sale of our medical imaging films to hospital through deliverers,
taking into consideration that (i) we are primarily responsible for the provision of goods and after-sales
services in general and (ii) we have the right to negotiate and decide the end selling prices of our goods
with hospital while the deliverers have no pricing power in this regard. Accordingly, under HKFRS 15,
the relevant transactions through our deliverers are accounted for as sales to hospitals and healthcare
institutions rather sales to deliverers.

The following sets forth, among other things, the general sales and logistical arrangement via sales
through deliverers channel:

(I) Pre-sale: In general, we secure a business opportunity with hospitals and healthcare
institution either through (i) tender or (ii) quotation. For details of our sales through tender
and quotation, please refer to the paragraph headed “Our Business Workflow” in this section.
At this stage, our fixed unit selling price (the “Marked-Up Fixed Unit Price”) for each type
of our products are generally predetermined at the tender price or the quotation price we
offered to hospitals and healthcare institutions and the deliverers do not have pricing power
on the Marked-Up Fixed Unit Price.

(2) Signing of sales agreements with deliverers: Upon being selected as the suppliers of
hospitals and healthcare institutions, we are being referred to the deliverers, which are chosen
by hospitals and healthcare institutions, and hospitals and healthcare institutions will require
us to enter into agreements with their selected deliverers.

We will then negotiate with the deliverers our fixed unit selling price for the same products
we will offer to the hospitals and healthcare institutions (the “Fixed Unit Price”), which
should be lower than the Marked-Up Fixed Unit Price since the difference between the
Marked-Up Fixed Unit Price and the Fixed Unit Price is the fees the deliverers charged for
the services provided by them as described above and such a fee is accounted as the channel
fees incurred by our Group.

For details of the factors determining the channel fee rate, please refer to the paragraph
headed “Business — Sales, Customers and Marketing — Our sales channel — Sales through
deliverers — Channel fees” in this section.

(3) Receipt of purchase order: The purchase order from the hospitals and healthcare institutions
will be placed to us through the deliverers.

(4) Delivery of products and issue of invoice: Due to the nature of medical imaging films,
which is sensitive to humidity and temperature, deliverers will require us to deliver medical
imaging films directly to hospitals and healthcare institutions.

Upon delivery of products to the designated premises of the hospitals and healthcare
institutions, we will issue invoice to the deliverers.
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(5) Receipt of payment: Upon receipt of payment from the hospitals and healthcare institutions,
the deliverers will generally make payment (net of its channel fee) to us correspondingly.

(6) After-sales services to hospitals and healthcare institutions: We are responsible for the
after-sales services to the hospitals and healthcare institutions, including technical support.

Channel fees

During the Track Record Period, the channel fees we incurred amounted to approximately RMB7.6
million, RMB14.4 million, RMB22.0 million and RMB10.7 million, respectively and the overall channel
fee rate charged by our Group’s deliverers (i.e. (channel fee + revenue generated from the sale of
medical imaging film products through deliverers) x 100%) was approximately 16.2%, 20.3%, 20.9%
and 18.2%. The increasing trend of the overall channel fee rate charged by our Group’s deliverers for the
three years ended 31 December 2021 was primarily because of the increase in the proportion of our sales
of self-branded medical imaging film products, which were charged at a higher channel fee rate than the
international brand products (as disclosed hereinafter), over the years. The decrease in the overall
channel fee rate charged by our Group’s deliverers for the six months ended 30 June 2022 was primarily
because of the decrease in the channel fee rate charged by Jinan Qinjian Medical Equipment Co., Ltd.*
7% T B fa B R g O FRZA 7 (“Jinan Qinjian™), which was due to the commercial negotiation between
the Group and Jinan Qinjian taking into account the increase in the sales volume of self-branded medical
imaging films as compared to the previous years.

According to CIC, the factors determining the channel fee rate include, amongst others, which are
beyond the control of medical imaging film products manufacturers and/or distributors:

(i) the size of deliverers, for example, a large-scale and well-established or small-to-mid size
deliverers.

For those large-scale and well-established deliverers, the overall channel fee rates charged by
them are relatively low as compared to those small-to-mid size deliverers since most of their
end customers of the large-scale and well-established deliverers are generally Grade III
hospitals and thus the volume of medical consumables required by a Grade III hospital are
normally larger than a Grade II and a Grade I hospital. Therefore, they can achieve
economies of scale easily by purchasing medical consumables in bulk.

On the contrary, for those small-to-mid size deliverers, the overall channel fee rates charged
by them are relatively high as compared to those large-scale and well-established deliverers
during the Track Record Period since their end customers are mainly Grade II and Grade I
hospitals and thus the medical consumables required by a Grade II and Grade I hospital are
generally smaller than a Grade III hospital. Therefore, they face difficulties in achieving
economies of scale when the purchase volume of medical consumables, including our medical
imaging films is not as many as the quantity procured by a large-scale deliverer;

(ii) the brand of medical imaging film products, for example, local brand or international brand;

(ii1) the track record of the brand of medical imaging film products;
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(iv) the deliverers’ risk exposure in relation to coordination and liaison with relevant parties, for
example, if the manufacturers/distributors are not able to deliver products in time (if
applicable) or if there is any quality issue or after-sales services issue in relation to the
products;

(v) the pricing policies adopted by the deliverers, including

(a) the channel fee rate is charged at the same rate for all medical imaging films regardless
of their sizes and models;

(b) the channel fees are charged either at an absolute amount regardless of the size and
model of the medical imaging films or at an amount which the channel fee rate charged
for small size medical imaging film is higher than the channel fee rate charged for large
size medical imaging film; and

(c) since the 14x17 inch medical imaging films are the common size of medical imaging
films procured by the hospitals and healthcare institutions in the PRC market, some of
the deliverers may charge a lower channel fee rate as compared to the channel fee rate
of other sizes of same brand medical imaging films; and

(vi) the bargaining power of deliverers since manufacturers or distributors can only sell their
products to public hospitals and healthcare institutions through deliverers if public hospitals
and healthcare institutions adopt the SPD model.

According to CIC, the channel fee rate can vary significantly among each deliverers, which can be
affected by the above-mentioned factors. Therefore, CIC is of the view that there is no specific upper
and lower limit of the channel fee rate in the market.

On some occasions, a higher channel fees was incurred for our self-branded products because our
brand is relatively new as compared to the other international brands. Despite the fact that the hospitals
and healthcare institutions is the one who chooses the particular brand of the product to be provided to
them, when compared with the case of other international brands, the deliverers consider that they may
be exposed to more risks in relation to coordination and liaison with relevant parties, for example, if (i)
we are not able to deliver our products in time or (ii) if there is any quality issue or after-sales services
issue in relation to our products. Moreover, our Directors believe, and CIC concurs that deliverers, in
particular those who are state-owned or large-scale companies, are concerned about the quality of
medical products provided by suppliers like us as their reputations are at stake pursuant to the fact that
hospitals have the discretion to choose deliverers. In view of this, in the course of dealing with us, the
deliverers may have to devote more resources and/or incur more costs for coordinating and liaising with
relevant parties, in order to make sure (i) our punctual delivery; (ii) an early collection of account
receivables from hospitals and healthcare institutions to maintain the liquidity for the production of our
self-branded medical imaging films; and (iii) the quality of our product fulfils the standard as specified
by the hospitals and healthcare institutions.
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During the Track Record Period and as at the Latest Practicable Date, our Directors believe that
the Fixed Unit Price or the channel fees (i) has been determined after arm’s length negotiation between
our Group and the deliverers and (ii) is reasonable, by taking into account the following factors:

(i) hospitals and healthcare institutions have already reached a consensus with us in relation to
the tender price or the quotation price; and

(ii) deliverers, as a procurement arm of hospitals and healthcare institutions, should use their best
efforts to reach business terms on an arm’s length basis with us in order not to jeopardise its
business relationship with hospitals and healthcare institutions.

During the Track Record Period and as at the Latest Practicable Date, the number of deliverers
were 25, 31, 37, 33 and 33, respectively.

For details of the salient terms of framework sales agreement entered into with the deliverers,
please refer to the paragraph headed *“Sales, Customers and Marketing — Principal Terms of the
Framework Sales Agreements” in this section.

Our Deliverers

Our Group’s revenue attributable to the five largest deliverers for each year/period of the Track
Record Period amounted to approximately RMB27.7 million, RMB38.9 million, RMB60.0 million and
RMB36.9 million, respectively, representing approximately 19.7%, 21.1%, 28.4% and 37.4% of our total
revenue for the respective years/periods. Our Group’s revenue attributable to the largest deliverer during
the Track Record Period amounted to approximately RMB7.4 million, RMB11.2 million, RMB21.6
million and RMB15.5 million, respectively, representing approximately 5.3%, 6.1%, 10.2% and 15.7%
of our total revenue for the respective years/periods.
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Year ended 31 December 2019

Approximate
percentage
to the
Revenue deliverers’ Approximate
contribution revenue percentage
to our Group  contribution to the total
Rank Top five deliverers Background (RMB’000)  to our Group revenue
1 Sinopharm Group Co., Ltd. A state-owned enterprise based in Shanghai with more 7411 15.8 5.3
I B I (3 A7 PR A ) than RMB3.1 billion registered capital, which was
(“Sinopharm Group”) established in the PRC in 2003 and is primarily
engaged in wholesaling of medicine; and sales of
health supplements
2 Qilu Medical Investment A state-owned enterprise based in Shandong Province 7,030 14.9 5.0
Management Co., Ltd.* with RMB42.45 million registered capital, which was
T R A A R established in the PRC in 2003 and is primarily
A F] (“Qilu Medical”) engaged in wholesaling of medical devices and in
vitro diagnostic reagent
3 Shandong Shande A company authorised and managed by the National 5,977 12.7 4.2
Investment Co., Ltd.* Health Commission based in Shandong Province with
IR R B A PR A RMB7 million registered capital, which was
(“Shandong Shande”) established in the PRC in 2014 and is primarily
engaged in elderly care and buildings cleaning
services
4 Shandong AoXiang A private company based in Shandong Province with 4,302 9.1 3.1
Medical Technology RMB20 million registered capital, which was
Co., Ltd.* established in the PRC in 2011 and is primarily
IR B BB AT R engaged in sales of Class I and Class II medical
/A7) (“Shandong devices; development of software; leasing of medical
AoXiang”) devices; and marketing businesses
5 Jinan Qinjian A private company based in Shandong Province with 2,994 6.4 2.1
RMBS million registered capital, which was
established in the PRC in 2011 and is primarily
engaged in technical solutions and leasing of medical
devices; wholesaling and sales of office equipment
and computer software and hardware; and export and
import businesses
Five largest deliverers 27,714 58.9 19.7
All other deliverers 19,316 41.1 13.7
Total revenue by sales through deliverers 47,030 100 33.4

*  for illustration purposes only
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Year ended 31 December 2020

Approximate
percentage
to the
Revenue deliverers’ Approximate
contribution revenue percentage
to our Group  contribution to the total
Rank Top five deliverers Background (RMB’000)  to our Group revenue

1 Sinopharm Group A state-owned enterprise based in Shanghai with more 11,171 15.8 6.1
than RMB3.1 billion registered capital, which was
established in the PRC in 2003 and is primarily
engaged in wholesaling of medicine; and sales of
health supplements

2 Shandong Shande A company authorised and managed by the National 9,089 12.8 4.9
Health Commission based in Shandong Province with
RMB?7 million registered capital, which was
established in the PRC in 2014 and is primarily
engaged in elderly care and buildings cleaning
services

3 Jinan Qinjian A private company based in Shandong Province with 8,401 11.9 4.6
RMBS million registered capital, which was
established in the PRC in 2011 and is primarily
engaged in technical solutions and leasing of medical
devices; wholesaling and sales of office equipment
and computer software and hardware; and export and
import businesses

4 Shandong AoXiang A private company based in Shandong Province with 5,627 79 3.1
RMB20 million registered capital, which was
established in the PRC in 2011 and is primarily
engaged in sales of Class I and Class II medical
devices; development of software; leasing of medical
devices; and marketing businesses

5 Ji'nan Shencheng Trading A private company based in Shandong Province with 4,658 6.6 2.5
Co., Ltd.* RMB2 million registered capital, which was
5 T A PR established in the PRC in 2008 and is primarily
(“Jinan Shencheng”) engaged in sales, maintaining, installing and technical
solutions of medical devices; and wholesaling and
sales of office equipment, constructions material,
machinery and electronic devices

Five largest deliverers 38,946 55.0 21.1
All other deliverers 31,893 45.0 17.3
Total revenue by sales through deliverers 70,839 100 38.4
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Year ended 31 December 2021

Approximate
percentage
to the
Revenue deliverers’ Approximate
contribution revenue percentage
to our Group  contribution to the total
Rank Top five deliverers Background (RMB’000)  to our Group revenue

1 Sinopharm Group A state-owned enterprise based in Shanghai with more 21,580 20.5 10.2
than RMB3.1 billion registered capital, which was
established in the PRC in 2003 and is primarily
engaged in wholesaling of medicine; and sales of
health supplements

2 Shandong Shande A company authorised and managed by the National 12,307 11.7 5.8
Health Commission based in Shandong Province with
RMB?7 million registered capital, which was
established in the PRC in 2014 and is primarily
engaged in elderly care and buildings cleaning
services

3 Jinan Qinjian A private company based in Shandong Province with 11,881 11.3 5.6
RMBS million registered capital, which was
established in the PRC in 2011 and is primarily
engaged in technical solutions and leasing of medical
devices; wholesaling and sales of office equipment
and computer software and hardware; and export and
import businesses

4 Jinan Shencheng A private company based in Shandong Province with 7,298 6.9 3.5
RMB2 million registered capital, which was
established in the PRC in 2008 and is primarily
engaged in sales, maintaining, installing and technical
solutions of medical devices; and wholesaling and
sales of office equipment, constructions material,
machinery and electronic devices

5 Shandong AoXiang A private company based in Shandong Province with 6,968 6.6 33
RMB20 million registered capital, which was
established in the PRC in 2011 and is primarily
engaged in sales of Class I and Class II medical
devices; development of software; leasing of medical
devices; and marketing businesses

Five largest deliverers 60,034 56.9 28.4
All other deliverers 45,456 43.1 21.6
Total revenue by sales through deliverers 105,490 100 50.0
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Six months ended 30 June 2022

Rank Top five deliverers

Background

Revenue
contribution
to our Group
(RMB’000)

Approximate
percentage
to the
deliverers’
revenue
contribution
to our Group

Approximate
percentage
to the total

revenue

1 Sinopharm Group

2 Jinan Qinjian

3 Jinan Shencheng

4 Shandong Shande

5 Shandong Tianhengyuan
Medical Equipment
Co., Ltd.*
LR R AT 55 B
filR/A7 (“Shandong
Tianhengyuan”)

*  for illustration purposes only

A state-owned enterprise based in Shanghai with more

than RMB3.1 billion registered capital, which was
established in the PRC in 2003 and is primarily
engaged in wholesaling of medicine; and sales of
health supplements

A private company based in Shandong Province with

RMBS million registered capital, which was
established in the PRC in 2011 and is primarily
engaged in technical solutions and leasing of medical
devices; wholesaling and sales of office equipment
and computer software and hardware; and export and
import businesses

A private company based in Shandong Province with

RMB?2 million registered capital, which was
established in the PRC in 2008 and is primarily
engaged in sales, maintaining, installing and technical
solutions of medical devices; and wholesaling and
sales of office equipment, constructions material,
machinery and electronic devices

A company authorised and managed by the National

Health Commission based in Shandong Province with
RMB?7 million registered capital, which was
established in the PRC in 2014 and is primarily
engaged in elderly care and buildings cleaning
services

A private company based in Shandong Province with

RMBI10 million registered capital, which was
established in the PRC in 2017 and is primarily
engaged in wholesaling and sales of medical devices,
computers and computer consumables, and
construction equipment

Five largest deliverers
All other deliverers
Total revenue by sales through deliverers
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Principal Terms of the Framework Sales Agreements

During the Track Record Period, we generally entered into framework sales agreements with our

hospitals and healthcare institutions customers and deliverers. Pursuant to the respective framework

sales agreements, we will provide products and/or services upon receiving orders placed by the

hospitals, healthcare institutions and deliverers, which specify the type and quantity of the product or

scope of services, as well as the timing of delivery.

Provision of medical imaging film products and medical imaging cloud services

The table below sets out a summary of the salient terms of the sales agreements typically entered

into with hospitals and healthcare institutions:

Duration

Scope of work

Pricing

Payment and credit
terms

Products return/
replacement

Liability

Termination and
renewal

Typically one year to two years.

The technical specifications and requirements of the medical imaging
films are specified by customers. Generally, provision of (i) medical
imaging cloud services and (ii) medical imaging printers maintenance
services (if the medical imaging printers are provided by us) will be
specified in the framework agreement.

Generally a fixed unit price for each type of medical imaging films is
specified.

Our customers are generally required to settle the payment in full within
a specified period upon delivery and issuance of invoice.

If we determine the quality of our medical imaging films to be defective
and such defects are not caused by our customers, we allow customers to
exchange the defective medical imaging films for new items at our own
costs as part of our product return policy.

In the event that the customers change their technical specifications and
requirements of the medical imaging films, including brands or sizes of
medical imaging films, we allow customers to exchange the medical
imaging films for the specified items as part of our product return
policy.

Party which fails to perform relative contractual responsibilities will be
in default and shall be liable for breach of terms, including payment of
liquidated damages.

Agreements would be terminated by one party if the other party breaches
the terms and conditions of the relevant agreements. Generally, no
renewal clause is specified in the agreements.
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The table below sets forth a summary of the salient terms of the sales agreements typically entered

into with deliverers:
Duration

Scope of work

Pricing

End customers

Delivery

Payment and credit
terms

Products return/
replacement

Liability

Termination and
renewal

Typically one year to two years.

The technical specifications and requirements of the products specified
by deliverers/the ultimate customers. Generally, (i) medical imaging
cloud services and (ii) medical imaging printer maintenance services (if
the medical imaging printers are provided by us) provided by us to the
hospitals will be specified in the framework agreement.

Generally a fixed unit price for each type of products, which is the unit
price that we offer to deliverers, is specified (i.e. the Fixed Unit Price)
and a marked-up fixed unit price for each type of products, which is the
unit price that we offer to end customers, will also be specified (i.e. the
Marked-Up Fixed Unit Price).

The identity of the end customers are specified.

Generally, we are responsible for the delivery of the products and
services to end customers.

Deliverers are generally required to settle the payment in full within a
specified period upon receiving settlement from hospitals and healthcare
institutions or a specified period upon delivery to the hospitals and
healthcare institutions and issue of invoice.

If we determine the quality of our medical imaging films to be defective,
we allow deliverers to exchange the defective medical imaging films for
new items at our own costs as part of our product return policy.

In the event that the customers change their technical specifications and
requirements of the medical imaging films, including brands or sizes of
medical imaging films, we allow deliverers to exchange the medical
imaging films for the specified items as part of our product return
policy.

Party which fails to perform relative contractual responsibilities will be
in default and shall be liable for breach of terms, including payment of
liquidated damages.

Agreements would be terminated by one party if the other party breaches
the terms and conditions of the relevant agreements. Some agreements
are renewed upon expiration and parties’ agreement.

Our Group has no refund policy. During the Track Record Period, our Directors confirm that there

was no occurrence of refund.
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During the Track Record Period, our sales return amounted to nil, approximately RMB285,750,
RMB132,000 and RMB603,000, respectively, representing nil, approximately 0.15%, 0.06% and 0.6% of
our total revenue for the corresponding years, which was due to the exchange of products as a result of
the change of technical specifications or requirements of the products by our customers. Our Directors
confirm that, as at the Latest Practicable Date, there was no material breach of sales agreement with our
customers, and we had no record of any return of products due to quality defects. We also have not
received any product liability claims or complaints from customers with regard to the quality of products
which had materially or adversely affected our business during the Track Record Period.

Our Customers

During the Track Record Period, our customers included hospitals and healthcare institutions in
Shandong Province. We make certain assessments before committing ourselves to the transactions with
new customers, including their reputation and payment ability. After the initial sales, our sales and
marketing department also conducts ongoing assessment on our customers in this regard on a regular
basis.

We normally grant a credit period of 90 to 365 days to our customers. For some customers that we
provided a credit period up to 365 days, we take into account the following factors: (i) customer’s
normal payment practise and payment history, (ii) our amiable relationship with customers; (iii)
relatively low risk of default due to their nature as a public institution; and (iv) the internal procedures
they have to go through for processing payment as a public institutions. For our five largest customers,
we generally grant them a credit term of 90 to 300 days. Our customers usually settle their payments
through bank transfer and bank acceptance bills. For each of the three years ended 31 December 2021
and the six months ended 30 June 2022, our revenue generated from our five largest customers
amounted to approximately RMB62.7 million, RMB79.5 million, RMB86.4 million and RMB42.7
million, respectively, representing approximately 44.5%, 43.2%, 41.0% and 43.3% of our total revenue,
respectively, and our revenue generated from our largest customer was approximately RMB16.6 million,
RMB21.9 million, RMB25.6 million and RMBI12.5 million, respectively, representing approximately
11.8%, 11.9%, 12.2% and 12.7% of our total revenue respectively.
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During the Track Record Period and up to the Latest Practicable Date, to the best knowledge of the
Directors, all of the top five customers were Independent Third Parties. None of the Directors or any of
their respective associates, or any of the Shareholders who owned more than 5% of the issued share
capital of the Company as of the Latest Practicable Date, held any interest in any of our Group’s five
largest customers.

Overlapping customer and supplier

For the year ended 31 December 2021, our Group had one overlapping customer and supplier,
which is our Supplier G.

The following table sets out our Group’s total revenue and purchase amount from the overlapping
customer-supplier during the Track Record Period:

Six months

Year ended 31 December ended 30 June
2019 2020 2021 2022
RMB RMB RMB RMB
Sales to the overlapping customer-supplier
Sales revenue — — 192,544 —
As a percentage of our total sales revenue (%) — — 0.1 —
Gross loss — — 114,970 —
Gross loss margin (%) — — 59.7 —
Purchase from the overlapping customer-supplier
Purchase amount 898,920 421,287 1,757,595 5,071,593
As a percentage of our total purchases (%) 0.8 0.4 1.2 10.0

Supplier G was one of our Group’s top five suppliers for the year ended 31 December 2021 and
one of our Group’s customers for the year ended 31 December 2021. During the Track Record Period,
Supplier G, as an OEM manufacturer, supplied customised medical imaging films to us. For the year
ended 31 December 2021, Supplier G purchased customised medical imaging films, which were not the
products we procured from Supplier G, from us. As one batch of our customised medical imaging films
were about to expire, in order to avoid the inventory obsolescence and to facilitate our inventory
turnover, we decided to sell it to Supplier G for its onward sales. Our Directors and Supplier G
confirmed that it is a one-off transaction. Since the concerned customised medical imaging films sold to
Supplier G was about to expire, the gross loss was due to the recognition of an impairment on such
medical imaging films.

Our Directors confirm that our Group’s sales and purchases to/from such overlapping customers-
supplier were (i) entered into after due consideration taking into account the prevailing purchase and
selling prices at the relevant times, (ii) conducted in the ordinary course of business under normal
commercial terms and on an arm’s length basis, (iii) at prices that are no less favourable than from other
independent third parties who are not customer-supplier, and (iv) conducted on individual basis and the
sales and purchases were neither inter-connected nor inter-conditional with each other. To the best
knowledge of our Directors, save as disclosed above, our Group did not have any other overlap between
our other major customers and major suppliers during the Track Record Period.
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Product Life Cycle and Seasonality

Generally, the product life cycle is affected by both the frequency of launch of new product models
by our competitors and the pace of technological development. Our Directors are of the view that our
medical imaging printers have a reasonable useful life, assuming that our customers perform regular
inspections and maintenance. We believe that our provision of products and services are not subject to
any significant seasonal trends.

Pricing and Settlement Terms

We believe it is crucial to maintain a steady supply of quality products at competitive prices for
the continuous success of our Group. We adopt different pricing policies in each business segment and
details of which are set forth below:

(i) Sale of medical imaging film products

In general, we adopt a ‘“‘cost-plus” pricing policy. In determining our selling prices to our
customers, for our distribution business, we take into account the costs of procuring international
medical imaging film products and the regional market prices of competitors; whilst for our self-branded
products business, we consider our OEM expenses, our packaging, labelling and/or assembly costs and
the regional market prices of competitors.

Our Directors believe that our pricing strategy allows us to pass on part of the increase in purchase
and operating costs to our customers. In order to stay profitable and competitive, we will also regularly
monitor the pricing of our competitors as our points of reference and we will continue to determine and
adjust the prices of our products in response to the prevailing market trend.

(it) Provision of medical imaging cloud services

Our sales model is to provide the medical imaging cloud services in the course of the sale of
medical imaging films, and the price of our cloud services is charged at a range of premium rate on the
unit selling price of each medical imaging film procured. The premium rate usually ranges from 4.0% to
12.0% and is determined with reference to the following factors, including (i) the type(s) of the services
we are requested to provide; (ii) the quantities of the medical imaging films customer procured from us
(if any); and (iii) the costs of providing medical imaging cloud services. We will regularly review the
pricing policy of our cloud services and decide whether adjustment is needed according to the market
conditions and other commercial consideration.
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Marketing
Our sales office is located in Jinan, Shandong Province.

We believe that marketing and promotion are fundamental to maintaining our market position. As
part of our marketing activities, we also participate in industry-related exhibitions in order to promote
our products and services and to keep up with the relevant development trends of our industry. Set out
below is a summary of the key exhibitions we participated in during the Track Record Period:

Name of exhibitions Location Time

The 82nd China International Medical Equipment Fair* Shanghai October 2019
(Autumn) (5582 i H 2 [ R 0 e Ak Bk 2 1 SE )

The 85th China International Medical Equipment Fair* Shenzhen October 2021

(Autumn) (5585 PR B R AN (B ) 1R )
QUALITY CONTROL AND ASSURANCE

We recognise the importance of maintaining a satisfactory and consistent level of quality
throughout our provision of services and products and believe that an effective quality management
system is critical to ensure the quality of our products and services and hence maintain our reputation
and success. We have adopted comprehensive quality control procedures during packaging and labelling
process, assembly process, from procurement of raw materials to delivery of products. A quality control
inspector is designated to be specifically responsible for the inspection, quality control and overseeing
the quality of our raw materials and finished products. With our stringent quality assurance in place, we
have been accredited with, among others, ISO 9001:2015 certification for quality management system in
respect of the production and sales of Class I medical devices (medical printing film, thermal film), ISO
13485:2016 certification for medical device quality management system for the production and sales of
medical printing film and thermal film, ISO 20000-1:2018 certification for information technology
service management system in respect of providing medical image information management software
operation and maintenance services to external customers, and ISO 27001:2013 certification for
information security management system relating to the production and sales of medical printing film
and thermal film.

Distribution business

We fully comply with all relevant PRC laws and regulations to ensure the quality of our
operations. Please see the section headed “Regulatory Overview” in this document for further details.
Further, we only use suppliers that have excellent credentials and product quality track records.

When we receive products from our suppliers, we conduct selective spot inspections on the
packaging, checkings on the quantity, serial numbers and qualification of the products. If such products
are qualified, we will store them in our warehouse for distribution. If such products do not pass the
examination, we will notify the supplier immediately for exchange of products.
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Self-branded products business

We have established quality control systems in accordance with all relevant national or industry
guidelines. In addition, we also adhere to our internal quality control guidelines. We can replace any
OEM manufacturer that fails to pass such inspections with suitable alternatives.

In particular, we implement stringent product quality requirements for our OEM manufacturers. In
accordance with the applicable laws and regulations, we are liable to our customers for the obligations
of our OEM manufacturers. Therefore, we observe the whole production process during onsite visits and
conduct inspections and tests on the works of our OEM manufacturers to ensure they comply with the
relevant laws and regulations before we place orders with them. During the Track Record Period, we did
not encounter any disruptions to our business due to material non-compliance, counterparty default or
business interruption by OEM manufacturers.

LICENCE AND PERMITS

The medical imaging industry is highly regulated and we are subject to laws, regulations and
supervision by different levels of regulatory authorities and is required to maintain various licences,
permits, approvals and certificates in order to operate the facilities and conduct the business. A summary
of such relevant laws and regulations which the business operations are subject to is set out in the
section headed “Regulatory Overview” in this document. As advised by the PRC Legal Advisers and as
confirmed by the Directors, we have obtained all necessary licences, permits, approvals and certificates
to conduct the business in material respects and such licences, permits, approvals and certificates are
valid and remain in effect as at the Latest Practicable Date. The following table sets forth details of the
material licences and permits for the business operations:

Company Licence and permit Issuing authority Date of issue Date of expiry
Jinan Guanze Class I Medical Device Jinan City 14 November —
Registration Certificate Administrative 2018

(Medical dry laser film) Approval Service
FHBEREAWAEEMS  Bureau (KR TITE
%{5@") (BWaEoE  FHRER)

B
Jinan Guanze Class I Medical Device Jinan City 15 November —
Registration Certificate Administrative 2018

(Thermal film) (38 —H Approval Service
B WUE M R Bureau (5 rd 17

(BB R TR )
Jinan Guanze Class I Medical Device Jinan City 10 December —
Registration Certificate Administrative 2018

(Self-service film output  Approval Service
printer) (55— 8B E Bureau (7 117
MUEEMRES) (A8 FHRER)

R 1)

- 229 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THE INFORMATION MUST BE READ IN
CONJUNCTION WITH THE SECTION HEADED "WARNING" ON THE COVER OF THIS DOCUMENT.

BUSINESS

Company

Licence and permit

Issuing authority

Date of issue

Date of expiry

Jinan Guanze

Jinan Guanze

Jinan Guanze

Shanghai

Guanze

Jinan Guanze

Shanghai

Guanze

Jinan Guanze

Class I Medical Device
Registration Certificate
(Medical image printer)
(B — JH B A E A
RIBHE) (B M EGITED
#)

Class III Medical Device
Business Operation
Certificate (5 =JH 5%
PR FE AT )

Class I Medical Device
Registration Certificate
(Medical printing film)
(A — BRI A A 7 A
RiER) (ERHATEHRB )

Class II Medical Device
Business Registration
Certificate (55 —JH B
Ll A E ST

Class IT Medical Device
Business Registration
Certificate (55 " JH B
(LGS L CES T

Class III Medical Device
Business Operation
Certificate (55 = JH B
A RAE A T AT )

Medical Device
Registration Certificate
(PACS System) (B4
Wit ) (B SRR
BV AR SR AT

Jinan City
Administrative
Approval Service
Bureau (57 4T
RS )

Jinan High Technology
Development Zone
Management

Committee (3575 = #7

AT 7 3 B % 1 2
ZH®E)

Jinan City
Administrative
Approval Service
Bureau (i 17
RS )

Market Supervision and
Administration
Authority of
Shanghai Pudong
New District (T
il SRR [ T 30 B
H )

Jinan City
Administrative
Approval Service
Bureau (¥ 17
RS )

Market Supervision and
Administration
Authority of
Shanghai Pudong
New District (i T
Tl R [ i 35 B
)

Shandong Province
Drug Administration
(IR EEMEEE
HJ)
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Company Licence and permit

Issuing authority Date of issue

Date of expiry

Jinan Guanze Medical Device
Registration Certificate
(Year 2017 Catalogue:
Class II; 21-02 Image
Processing Software)

(BIRAR I E 3 ] )

(01748 H # - 1181

21-025 14 i BEBR 1)

Class I Medical Device
Registration Certificate
(Medical laser film) (3§
—HIR B SMAE ER
) (% OB )

Class I Medical Device
Registration Certificate
(Medical thermal film)

Jinan Guanze

Jinan Guanze

(R —J R AR IR 2
FigaE) (BHABB )

Shandong Province 12 August 2021

Drug Administration
(SR 4 B

)

Jinan City 29 January 2022
Administrative

Approval Service

Bureau (574 17T

B =)

Jinan City 10 March 2022
Administrative
Approval Service

Bureau (54T
(RYiE:=idi & 35))

11 August 2026

We intend to apply for renewal of the above key licences, permits, approvals and certificates prior

to their respective expiry dates. We did not experience any difficulties in renewing the necessary
licences, permits, approvals and certificates during the Track Record Period, and we expect there is no
material difficulty in renewing them when they expire. Our PRC Legal Advisers confirmed that, as at
the Latest Practicable Date, there was no legal impediment for us to renew the licences, permits and
certificates as long as we comply with the relevant legal requirements.
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AWARDS AND RECOGNITION

We have been accredited the below certificate in recognition of our work, details of which are set

out below:
Year Awards and recognition Award holder Issuing authority
2021 Certificate of High and New  Jinan Guanze Ministry of Science &
Technology Enterprise Technology of Shandong
[ R A e E Soa— Province (L3R b £ 4 fi B,
(GR202137006758) Department of Finance of

Shandong Province (LI &
B g8, State Administration of
Shandong Province (|2 ZBiH5
RN R A B )

DATA SECURITY

We generally do not acquire data of customers or patients during our provision of medical imaging
cloud services. The medical data and information in our digital medical imaging cloud storage platform
are stored and archived in the virtual storage drive operated by a PRC state-owned company (the
“Cloud Storage Provider”), and hence the Cloud Storage Provider is responsible for the protection of
such data and information.

During the Track Record Period, we procured software, which is connected to the virtual storage
drive, from our software supplier to provide medical imaging cloud services to our customers and the
data of customers or patients will be stored and archived in the virtual storage drive in the course of
using the software. Accordingly, in any event of data leakage due to technical issues of the software, our
software supplier shall bear the primary responsibility for any losses or damages resulting from the
leakage as confirmed by the software supplier. As advised by our PRC Legal Advisers, in such
circumstances, the hospitals and healthcare institutions may claim against us and/or the software supplier
and we have a right to seek indemnification from the software supplier causing the data leakage if there
is no fault on our side.

However, any improper or unauthorised use or disclosure of such medical data by us, our
employees or our business partners could subject us to reputational, financial, legal and operational
consequences. If an actual or perceived breach of security occurs, the market perception of the
effectiveness of our security measures could be harmed, we could lose customers and we may be
exposed to significant legal and financial risks, including legal claims and regulatory fines and penalties.
Any of these actions could have a material and adverse effect on our business and results of operations.
For further details, please refer to the paragraph headed “Cyber-security and privacy breaches may hurt
our business” in the “Risk Factors™ section.

Our Directors confirm that, during the Track Record Period and up to the Latest Practicable Date,
we have not encountered any breaches of personal data privacy or relevant leakages or disputes, nor
have we been involved in any litigation, arbitration or administrative proceedings or subject to any
penalties or fines in this respect.
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[REDACTED] SOCIAL AND CORPORATE GOVERNANCE
Governance

We acknowledge our responsibilities on environmental protection, social responsibilities and is
aware of the climate-related issues that may have impact on its business operation. We are committed to
comply with the environmental, social and governance (“ESG”) reporting requirements upon
[REDACTED]. We have established an ESG policy (the “ESG Policy”) in accordance with the
standards of Appendix 27 to the Listing Rules, which outlined, among others, (i) the appropriate risk
governance on ESG matters, including climate-related risks; (ii) identification of key stakeholders and
the communication channels to engage with them; (iii) ESG governance structure; (iv) ESG strategy
formation procedures; (v) ESG risk management and monitoring; and (vi) the identification of key
performance indicators (“KPIs”’), the relevant measurements and mitigating measures.

Our ESG policy also sets out the respective responsibility and authority of different parties in
managing the ESG matters. Our Board has an overall responsibility for overseeing and determining our
Group’s environmental, social, and climate-related risks and opportunities impacting our Group,
establishing and adopting the ESG policy and targets of our Group, reviewing our Group’s performance
annually against ESG-related targets and revising the ESG strategies as appropriate if significant
variance from the target is identified.

Our Board has established an ESG working group that comprises of various head of department,
including but not limited to our management department, accounting and finance department and
technical department. The ESG working group serves as a supportive role to the Board in implementing
the agreed ESG policy, targets and strategies; taking involvement into the annual enterprise risk
assessment; conducting materiality assessments of ESG areas and assess how our Group adapts its
business in light of climate change; collecting ESG data from different parties while preparing for the
ESG report; and continuous monitoring of the implementation of measures to address our Group’s ESG-
related risks. The ESG working group is also responsible for the investigation of deviation from targets
and liaise with the relevant functional department to take prompt rectification actions for such deviation.
The ESG working group has to report to our Board on a semi-annually basis via board meetings on the
ESG performance of our Group and the effectiveness of the ESG systems.

We have adopted various strategies and measures to evaluate and manage the material ESG related
areas and to ensure our compliance with the Stock Exchange’s requirements on ESG, including but not
limited to, discussing among our management team from time to time to ensure all the material ESG
areas are recognised and reported, and ensuring the recommendations and the requirements on ESG
under the Listing Rules are complied with. Our Board has conducted stakeholder engagement through
different communication channels, and materiality assessment on ESG areas to identify the key ESG
areas towards our Group and our stakeholders. During the materiality assessment, our Group has
identified several key ESG areas, including environmental and resources management, climate change,
employee’s benefits, occupational health and work safety, product and service quality and return and
protection of intellectual property rights. We have established a set of ESG policies to mitigate risks in
these areas to ensure that we comply with local laws and regulations. These key ESG areas may present
a variety of risks and opportunities for our Group. Our Group will continue to monitor related
performances.
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Strategies in addressing ESG-related risks

We will conduct enterprise risk assessment at least once a year to cover the current and potential
risks faced by our Group, including, but not limited to the risks arising from the ESG aspects and
strategic risk around disruptive forces such as climate change. Our Board will assess the risks and
review our Group’s existing strategy, target and internal controls, and necessary improvement will be
implemented to mitigate the risks. Our Board, Audit Committee and the ESG working group will
maintain oversight of our Group’s approach to risk management, including climate-related risks and risks
are monitored as part of the standard operating processes to ensure the appropriate mitigations are in
place as part of the regular management reviews. The decision to mitigate, transfer, accept or avoid a
risk is resulted after our enterprise risk assessment process and directly influence the mitigating steps of
those identified risks. Our Group will incorporate climate-related issues, including physical and
transition risk analysis, into our risk assessment processes and risk appetite setting. If the risk and
opportunities are considered to be material, our Group will make reference to them in the course of the
strategy and financial planning process. Upon annual review of the ESG-related risks, and our Group’s
performance in addressing the risks, we may revise and adjust the ESG strategies as appropriate.

Environmental and Resources Management

Our operations are subject to the relevant environmental protection laws and regulations
promulgated by the PRC government, a summary of which is set out in the section headed “Regulatory
Overview — Regulations Relating to Environmental Protection™ in this document. Given the nature of
our business (please refer to the paragraph headed “Business — Our Packaging and Labelling, and
Assembly Processes™ for details), our operational activities do not directly generate industrial pollutants
and thus our Directors are of the view that the Group’s operational activities do not significantly pose
negative impact to the environment and the Group is not aware of any material environmental liability
risk or compliance costs during the Track Record Period. Our Directors also expect that we will not
incur significant costs for the compliance with applicable environmental protection rules and regulations
in the future. However, as a supporter of environment protection, we advocate for green office practises
to reduce our carbon footprint, constantly raise the awareness of environmental protection among our
employees and take account of the resources and materials we uses in daily operation.

Resources management

Our energy consumption is mainly derived from electricity consumption in offices and warehouse
during our daily operation. We endeavour to proactively conserve energy in response to the
government’s initiatives and thus we have implemented measures to increase energy efficiency in our
operations to fulfil our environmental and social responsibility. Our measures for saving energy mainly
include requiring employees to turn off lights, equipment and other electronic devices when the devices
are not in operation and before they leave the premises; using lighting products that are more energy-
efficient, such as LED lighting and automatic temperature control air-conditioning system.
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Waste management

Our medical imaging film products are mainly made of plastic (such as polyethylene terephthalate
(“PET”)) and silver materials that are generally not harmful to user under normal usage. However,
unappropriate disposal and treatment of PET may lead to adverse effect to our environment such as air,
water and land. Expired medical imaging films (i.e wasted films) are classified as hazardous waste under
the National Hazardous Waste Catalogue (I8 % /[ JiE#) 4 $%) and required to be sorted and disposed in
specific garbage bin according to the local garbage classification requirements.

Our Directors confirm that those materials used are recyclable and can pose minimal negative
impact to our environment by way of recycling our wasted films instead of disposing. Thus, in case
when medical imaging films are expired, per our internal manual, we will re-allocate those expired
products to a specific area in our warehouse for proper classification and then engage qualified third
party service providers to collect, process and recycle our waste generated. Our Directors also confirm
that there was no generation of such waste as no related product was expired during the Track Record
Period.

Routine domestic waste generated from the daily operation is stored according to the local garbage
classification requirements and then will be transferred to waste treatment plant by the local
environment and hygiene authority.

Our Directors confirm that we have obtained applicable permits and licences under PRC
environmental laws and regulations that are material to our operations. Please refer to the paragraph
headed “Business — Licence and Permits” for more details. As advised by our PRC Legal Advisers, we
were not subject to any material claims or penalty in relation to environmental protection during the
Track Record Period. During the Track Record Period, we were in compliance with the applicable
environmental protection laws and regulations in all material aspects.

Metrics and targets of ESG-related risks

Greenhouse gas (“GHG”) emissions are closely related to climate change, which presents
businesses with both long-term risks and opportunities. To better understand, quantify and manage the
carbon and climate change related impacts, risks, and opportunities in our operation, it is integral to
measure and disclose our carbon footprint as a first step in our ESG journey.

GHG emissions mainly consists of scope 1 direct emissions and scope 2 indirect emissions that
arise from our use of vehicles and electricity consumption in offices and warehouse during our daily
operation, respectively. Emission of air pollutant is not significant as those vehicles of the Group were
mainly for limited delivery in local area.

- 235 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THE INFORMATION MUST BE READ IN
CONJUNCTION WITH THE SECTION HEADED "WARNING" ON THE COVER OF THIS DOCUMENT.

BUSINESS

The table below sets forth the quantitative disclosure of GHG emissions and energy consumption
during the Track Record Period of our operation in the PRC.

Six months

Year ended 31 December ended 30 June
2019 2020 2021 2022

GHG emissions
Scope 1 direct emissions (kg CO,

equivalent) —  26,866.69 53,838.61 26,866.69
Scope 2 indirect emissions (kg CO,

equivalent) 10,127.66  10,920.79  11,957.96 6,467.06
Total (kg CO, equivalent) 10,127.66  37,787.48  65,696.57 33,333.75
Intensity (kg CO, equivalent/Revenue

RMB’000) 0.07 0.20 0.31 0.34
Energy consumption
Diesel (litre) — 10,278.00  20,558.00 10,278.00
Purchased electricity (kWh) 16,600.00  17,900.00  19,600.00 10,600.00

The emission targets of our Group include (i) 100% compliance rate on local laws and regulations
relating to environmental protection and (ii) zero complaint. Going forward, we plan to control the
consumption of energy and GHG emissions and aim to maintain relevant levels at 90% to 110%
compared to that of 2021 over the next three years. Our management department will monitor our
environmental protection measures regularly and our accounting and finance department will continue to
keep record for monitoring purpose.

Tackle with climate change

In terms of major climate change related impact that may affect us, we make reference to the Task
Force on Climate-Related Financial Disclosures (“TCFD”) framework to evaluate the magnitude of the
climate impact. The potential climate change risks can be categorised into (a) transition risks: being the
risks arising from compliance with the applicable environmental laws and regulations and the stringent
environmental protection standards; and (b) physical risks: being the risks for the damages arising from
acute weather-related events and longer-term chronic shifts in climate patterns.
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Set forth below is a summary of the climate-related risks our Group identified over the short,
medium and long term.

Risks Sources Potential Impacts
Short term  Physical risks — Extreme weather — Reduced revenue from
(actual) conditions such as typhoon damage to assets and
and snow storms disruption to supply chain

— Increased operating expenses

Long term Transition risks — Change in climate-related = — Increased cost of products
(potential) regulations due to changes in regulations
— Shifts in customer — Reduced demand for our
preferences products

Regarding physical risks, we have implemented contingency plans and purchased adequate
insurance to safeguard us and our employees against any climate change or extreme weather conditions
like typhoon and snow storm that would materially and adversely affect our business and operations.
Please refer to the paragraph headed “Business — Insurance” for details.

In response to transition risks, particularly (i) the evolving environmental and climate regulatory
requirements and (ii) the shifts in customer preferences that could lead to negative financial impact such
as increase our environmental compliance costs and decrease in revenue due to reduced demand for our
products, we have adopted a series of measures to minimise the risks of environment pollution and non-
compliance with the applicable environmental laws and regulations. For details, please refer to the
paragraph headed “Environmental, Social and Corporate Governance — Environmental and Resources
Management” in this section. Climate change is also an opportunity to our medical imaging cloud
services as medical practitioners will be able to access to the patient’s medical image data anytime
anywhere with his/her electronic devices whenever there is an internet connection, thus it can not only
provide a paperless business environment but can also save extra energy consumption for logistics of
medical data transfer.

During the Track Record Period, we had not experienced any material impact on our business
operations or financial performance as a result of climate change or extreme weather conditions. Our
Group’s budgets for addressing risk of climate change in the financial year ending 2022 is approximately
RMBS,000 as expenses for application of the ISO 14001:2015 environmental management system
standard.

For further discussion on the other key ESG areas we have identified, namely, the areas of
employee’s benefits, occupational health and work safety, product and service quality and return and
protection of intellectual property rights, please refer to the paragraphs headed “Employees and Labour
Relations”, “Health and Work Safety”, “Quality Control and Assurance”, “Our Business Workflow —
Completion and After-sales” and “Intellectual Property” in this section.
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To sum up, we attach great importance to our ESG management and recognise that an effective and
efficient ESG management requires our continuous efforts and investment and contribution from a
variety of departments and subsidiaries. We endeavour to further improve the environmental and social
data metrics. Furthermore, we plan to prepare and launch our first ESG report in accordance with the
standards of Appendix 27 to the Listing Rules which will include more qualitative and quantitative ESG
information and analysis by the first half of 2023.

HEALTH AND WORK SAFETY

We are committed to provide a safe working environment for our employees. Various safety
policies and control systems are implemented to promote safety on work sites. All of our employees
received safety-related training regularly during their employment with us. We had not been involved in
any accident or fatality and had been in compliance with the relevant laws and regulations in all material
aspects during the Track Record Period.

RESEARCH AND DEVELOPMENT

We believe our research and development capabilities are the driving force for our future growth
and development. Our research and development team is responsible for formulating an application
programming interface (API) to connect our software with the existing information technology systems
of our customers when new customers engage us to provide our medical imaging cloud services.

For the three years ended 31 December 2021 and the six months ended 30 June 2022, our research
and development expenses amounted to approximately RMB1.4 million, RMB1.2 million, RMB396,000
and RMB 185,000, respectively, accounting for approximately 1.0%, 0.6%, 0.2% and 0.2%, respectively,
of our total revenue.

As at the Latest Practicable Date, we have an in-house engineering team consisting of nine
members, which is led by our Chief Technical Officer, Mr. Wang Fei, who is a member of our senior
management, has approximately seven years of experience in research and development in software
engineering and software development. Our research and development team members have an average of
three-year experience in software engineering and software development, and all of them received
tertiary education.

INTELLECTUAL PROPERTY

As at the Latest Practicable Date, we had 15 trademark registrations and 43 registered software
copyrights. For further information relating to the intellectual property rights of our Group, please refer
to the paragraph headed “Statutory and General Information — B. Further information about the
Business of our Company — 2. Intellectual property rights of our Group™ set out in Appendix IV to this
document.

Our PRC Legal Advisers have confirmed that they are not aware of any infringements, disputes or
litigations in respect of intellectual property rights to which our Group was a party during the Track
Record Period.
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During the Track Record Period, we were not a party to any pending or threatened claims by or
against it with respect to third parties for the material infringement of intellectual property rights owned
by our Group or third parties.

MARKET AND COMPETITION
Market size

According to CIC, the market size of the medical imaging film products industry in China
increased from approximately RMBS5.7 billion in 2016 to approximately RMB6.6 billion in 2021 at a
CAGR of 2.9%. This market is expected to be at around RMB4.8 billion in 2030. The market size of
medical imaging film products industry in Shandong Province increased from approximately RMBO0.38
billion in 2016 to approximately RMBO0.42 billion in 2021 with a stable increasing rate and it is
expected to be at around RMBO0.35 billion in 2030.

Because of the rapid popularisation of internet and the continuous information technological
development, an increasing number of hospitals and healthcare institutions in China are deploying
medical imaging cloud services for improving efficiency and convenient image reading, resulting in the
continuous growth of the market size from approximately RMBO0.7 billion in 2016 to approximately
RMB3.5 billion in 2021 at a CAGR of 36.6%. Driven by the needs of larger storage capacity due to the
improvement in imaging devices and significant increase in image volume, cloud platform becomes a
more cost-efficient way than traditional local storage. Coupled with the needs of information and data
sharing within regions and between hospitals and healthcare institutions, the market size of medical
imaging cloud services industry in China is expected to further grow from approximately RMB3.5
billion in 2021 to approximately RMB18.9 billion in 2030 with a CAGR of 20.6%. Benefitted from the
abundant medical resources, rapid informatisation development and huge demand for medical diagnosis
and treatment in Shandong Province, the market size of the medical imaging cloud services industry in
Shandong Province increased rapidly from less than RMBO0.06 billion in 2016 to approximately
RMBO0.30 billion in 2021 at a CAGR of approximately 40.5%, and it is expected to keep continuous
growth and reach approximately RMB1.63 billion in 2030 with a CAGR of approximately 20.5%.

The medical imaging film products market in Shandong Province is highly concentrated on a
number of medical imaging film manufacturers in the market, with the top two companies accounting for
approximately 85.0% of the market share in terms of sales revenue in 2021, and the medical imaging
cloud services market in Shandong Province is relatively concentrated as compared to the same market
in China, however, the market in Shandong remains to be fragmented. The top three medical imaging
cloud services providers in Shandong Province (including our Group) accounted for approximately
16.4% of the market share in terms of sales revenue in 2021.

In respect of our medical imaging film products business, our Group engages in distributing
medical imaging film products from international brand and supply our self-branded medical imaging
film products. For our distribution business, our Group was the biggest Tier-2 distributor of the Medical
Imaging Products Manufacturer in Shandong Province in terms of sales volume in 2021, according to
CIC. In respect of our medical imaging cloud services business, our Group was the third largest medical
imaging cloud services supplier in Shandong Province with a market share of approximately 4.7%, in
terms of sales revenue in 2021.
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Expected changes in the regulatory environment in the PRC

In 2021, the National Health Commission (NHC) published “Notice on Accelerating the Mutual
Recognition of the Examination Results”, which calls for the construction of the national and regional
health information platform, through the establishment of medical institutions examination database
including “medical imaging cloud films” serving as the source of database, in order to promote the
sharing of examination data, to achieve the interconnection and mutual recognition of examination data
between medical institutions in the same region.

EMPLOYEES AND LABOUR RELATIONS

As at the Latest Practicable Date, we had 43 employees. All of the employees are based in the
PRC. The following table sets forth a breakdown of the employees by function as at the Latest
Practicable Date:

Number

Management

Business

Accounting and finance

Sales and marketing 1
Procurement

Technical

Logistics

N W oo K~ O N L

Administration

Total

~
)

There was no labour union established by our employees as at the Latest Practicable Date.

We enter into a standard employment contract with each employee. Compensation for the
employees includes basic wages, performance wages, bonus and other benefits. We recruit new
employees based on specific job requirements, our resources and needs from time to time. We consider a
number of factors in selecting and recruiting new employees, including relevant work experience,
educational background, skills and knowledge. We value our employees and provide them with internal
training programs. In addition, we promote equal opportunity and diversity in the workplace and we do
not tolerate discrimination based on race, colour, religion, sex, marital status, age, national origin, or any
other considerations deemed inappropriate by local labour laws. We believe this will increase the overall
competitiveness of our workforce.

In compliance with applicable PRC laws and regulations, we are required to make contributions to
various PRC Government sponsored employee benefit funds, including pension plans, basic medical
insurance (including maternity insurance), unemployment insurance and work-related injury insurance.

~ 240 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THE INFORMATION MUST BE READ IN
CONJUNCTION WITH THE SECTION HEADED "WARNING" ON THE COVER OF THIS DOCUMENT.

BUSINESS

We consider that we have maintained good relationship with our employees. The average length of
service of our employees during the Track Record Period has been over four years. During the Track
Record Period, we have not experienced any material disputes with our employees or any disruption to
our business and operations due to labour disputes, nor have us experienced any material difficulties in
recruitment and retention of experienced core staff or skilled personnel during the Track Record Period.

PROPERTIES
Owned Properties

As at the Latest Practicable Date, we owned two properties in Shandong Province, details of which
are as follows:

Approximate
Location GFA Tenure Permitted Usage Actual Usage Owner

(sq.m.)

501, Building 10, 970.09 Until 2 November Industrial purposes Factory and ~ Shanghai
Strategic Emerging 2064 office Guanze
Industry Base, Jinan
High-tech Zone, 2966
Chunhui Road, High-
tech Zone, Jinan,

Shandong, the PRC*
(B LR A g 71
i 1 A I 2 2966 %
4 1o T [ A8 B
7 LR 109EHE501)

601, Building 10, 1,019.34 Until 2 November Industrial purposes Factory and  Jinan Guanze
Strategic Emerging 2064 warehouse
Industry Base, Jinan
High-tech Zone, 2966
Chunhui Road, High-
tech Zone, Jinan,

Shandong, the PRC*
(B L R 3 T
97 1. M 3 2966 HE ¢
4 1o 4 [ A4 B
M 1058601)

As advised by our PRC Legal Advisers, we are entitled to legally own, occupy and use these
properties within the scope of use specified in the real property certificate and in accordance with
relevant PRC laws and regulations regarding the use of land and ownership of buildings.
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Leased properties and property occupied by us for free

As at the Latest Practicable Date, we leased two properties in Shanghai and licenced one property
in Shandong Province, details of which are as follows:

Approximate
Location GFA Rental Tenure Permitted Usage  Actual Usage Lessee

(sq.m.) (RMB)

. Room 1111, 11th Floor, 4736 1.5 per sq.m. 20 January 2020 to  Industrial Warehouse Shanghai Guanze
D3-003, Block D, No. 355, per day 19 January 2023 purpose
Futexi First Road, China (Note 2)

(Shanghai) Pilot Free Trade
Zone* (TE(LIHAME S
BRI B R P — 3355 HED R
D3-00SHIE 1B 1111%)

2. Room 803, 8th Floor, Tower, 50.6 3.0 per sq.m. 16 November 2020 to Office purpose  Office Shanghai Guanze
Block 001, Block C, No. 1 per day 15 November 2025
Keelung Road, Waigaogiao
Free Trade Zone, Shanghai*
(L S A (R B AR B
ISECIR00 LA 88

803%)

3. Room 1702, Block 2, Jinyu 94.85 Nil (Note I) 1 February 2022 to  Business and Office WFOE, Shandong
Building, No.3-1 Jiefang East 31 January 2023 financial Guanze
Road, Lixia District, Jinan (Note 2) purposes

City, Shandong Province*

(ISR R i T [ AR O B
1A FREELT00%)

Notes:

1. For the purpose of promoting the economic development of the region, no rent has been charged by the government,
the lessor, for the use of the subject premise.

2. We have commenced discussion with the landlord on the renewal of the lease as at the Latest Practicable Date.

As at the Latest Practicable Date, we had no single property with a carrying amount of 15% or
more of our total assets, and on this basis, we are not required by Rule 5.01A of the Listing Rules to
include in this document any valuation report. Pursuant to section 6(2) of the [REDACTED], this
document is exempted from compliance with the requirements of section 342(1)(b) of the Companies
(Winding Up and Miscellaneous Provisions) Ordinance in relation to paragraph 34(2) of the Third
Schedule to the Companies (Winding Up and Miscellaneous Provisions) Ordinance, which requires a
valuation report with respect to all of the interests in land or buildings.
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Inconsistency with permitted use

The current usage of leased property No. 1 is inconsistent with its permitted usage. We currently
use this premises as our warehouse while the permitted usage under the building ownership certificate is
industrial. As at the Latest Practicable Date, we had not received any challenge to our right to occupy
and use the properties upon it. Our PRC Legal Advisers are of the view that our continuing operations
will not be materially affected because (i) the relevant laws and regulations did not set out lessee will be
subject to administrative action or punishment if the permitted usage of property is inconsistent with the
actual usage; (ii) no administrative actions or punishments have been initiated or imposed on Shanghai
Guanze; (iii) our Directors are of the view that, if the inconsistency with permitted land use prevents us
from continuing the lease so that we are required to move to another location, we can relocate to other
comparable alternative premises in the relevant regions without any material adverse effect on our
business and financial condition.

Failure to register leased properties

As at the Latest Practicable Date, the leased properties of No. 1 and 2 had not been registered with
the relevant government authority required by the PRC laws. Registration of lease agreement requires
the landlord’s cooperation, including submission of their identity documentations and relevant title
certificates to relevant authorities, which may be out of our control.

Our PRC Legal Advisers have advised us that according to the Administrative Measures for the
Leasing of Commodity Housing (P i & & HAEEE)), if a company fails to register the leases
within 30 days after it enters into the lease agreements, the relevant local authority is entitled to order
the company to do so within a prescribed time limit. If the company fails to do so within such
prescribed time limit, a maximum fine of RMB 10,000 will be imposed on each non-registration. During
the Track Record Period and up to the Latest Practicable Date, we had not been ordered by any authority
to register the unregistered lease agreements; nor had we received any challenge to our right to lease any
property under our lease agreements. Our PRC Legal Advisers have further advised us that the lack of
registration of a lease does not affect the legality, validity or enforceability of these lease agreements.

Absence of building ownership certificate

As at the Latest Practicable Date, lessor of the licenced property No. 3, which we primarily use it
as the registered address of WFOE and Shandong Guanze, was unable to provide the building ownership
certificate of the property. Should disputes arise due to title encumbrances to such properties, we may
encounter difficulty in continuing to use such property as the registered address of WFOE and Shandong
Guanze and may be required to relocate. Our Directors are of the view that we can relocate to other
comparable alternative premises in the relevant regions without any material adverse effect on our
business and financial condition.

For further details, please refer to the paragraph headed ‘“Risk factors — Risks relating to our
business and operations — We may be subject to fines as a result of unregistered lease.” and ‘“Risk
factors — Risks relating to our business and operations — Certain of our leased properties are not used
for the permitted usage under the relevant building ownership certificate and we may be subject to
challenge, lawsuit or other actions taken against us with respect to these properties” in this document.
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INSURANCE

We maintain insurance policies that are required under PRC laws and regulations as well as
policies based on our assessment of our operational needs and industry practise. We are subject to the
social insurance system of the PRC and are required to make contributions for our employees towards
five categories of insurance, including make contributions for basic pension, basic medical,
unemployment, work injury and maternity insurances for our employees.

Our Directors consider that our existing insurance coverage is in line with industry norm and is
sufficient for our present operations. As at the Latest Practicable Date, we had not made nor been the
subject of any material insurance claims. However, our business operations are susceptible to potential
losses caused by a wide range of business disruptions and we may not be fully indemnified for our
losses under our current insurance coverage. Please refer to the paragraph headed “Risk Factors —
Risks relating to our business and operations — We may not have sufficient insurance coverage to cover
the risks relating to our operations” for more details.

LEGAL PROCEEDINGS AND COMPLIANCE

We are subject to the laws, regulations and supervision of the regulatory authorities in the PRC
and are required to maintain certain licences, permits and approvals in order to operate our business. A
summary of the relevant PRC laws and regulations which our business operations are subject to is set
out in the section headed ‘“Regulatory Overview” in this document. As advised by our PRC Legal
Advisers and as confirmed by our Directors, during the Track Record Period and up to the Latest

Practicable Date, we had complied with relevant laws and regulations in all material respects in the
PRC.

As at the Latest Practicable Date, our Directors confirm that, to their best knowledge, neither our
Company nor any of our subsidiaries were aware of any material litigation, arbitration, investigation or
non-compliance matters pending or threatened against our Company or any of our subsidiaries or any of
our Directors, that would have material adverse effect on our business operation or financial results.

INTERNAL CONTROL OVER BUSINESS OPERATIONS
Internal Control Measures

In preparation for the [REDACTED], we engaged an Independent Third Party professional internal
control consultant (the “Internal Control Consultant”) in December 2020 to perform a review of our
internal control systems and procedures on a fact-finding basis and to provide recommendations for
addressing the findings during the review. The Internal Control Consultant provided recommendations in
relation to strengthening our Group’s internal controls. In order to continuously enhance our corporate
governance and to prevent recurrence of non-compliance incidents, our Directors confirmed that the
recommendations provided by the Internal Control Adviser have been or will be implemented.

The Internal Control Consultant conducted follow-up review in June 2021 on the remediation
status of our internal control system and the result is satisfactory. Our Directors are of the view that our
Group has adequate and effective internal control procedures in place for our operations.
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The table below sets out some major findings by the Internal Control Consultant and our measures
implemented in response to the recommendations made:

Corresponding measures taken

Mayjor findings Recommendations by our Group
Corporate governance Compose the board in Our Company will establish a
structure in compliance compliance with the board of directors and the board
with the Listing Rules is Corporate Governance Code committees with written terms of
not in place. as set out in Appendix 14 reference in compliance with the
to the Listing Rules (“CG CG Code before [REDACTED].
Code”). The Board will have a total of
six members, including two
Set up the audit committee, executive Directors (Mr. Meng
nomination committee and Xianzhen and Mr. Guo Zhenyu),
remuneration committee one non-executive Director (Ms.
with written terms of Meng Cathy) and three
reference in compliance independent non-executive
with the Listing Rules and Directors (Dr. Zhao Bin, Dr.
the CG Code. Chang Shiwang, Dr. Wong Man
Hin Raymond). An audit
Appoint the qualified committee will be established
company secretary in with Dr. Wong Man Hin
compliance with Rule 3.28 Raymond as chairman and Dr.
of the Listing Rules. Zhao Bin and Dr. Chang

Shiwang as members. A
remuneration committee will be
established with Dr. Chang
Shiwang as chairman and Mr.
Meng Xianzhen and Dr. Zhao
Bin as members. A nomination
committee will be established
with Mr. Meng Xianzhen as
chairman and Dr. Zhao Bin and
Dr. Chang Shiwang as members.

Mr. Zhang Senquan was appointed

as the company secretary of our
Company on 17 September 2021.
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Major findings

Recommendations

Corresponding measures taken
by our Group

Our Group has not
formulated or adopted
Model Code for
Securities Transactions
by directors as set out in
Appendix 10 to the
Listing Rules as our code
of conduct regarding
directors’ securities
transactions, establish a
mechanism for the
supervision of directors’
securities transactions
and an information
disclosure system.

Our Company has not
established an
information
confidentiality
management system.

Formulate or adopt the

“Model Code for Securities
Transactions by Directors”
as set out in Appendix 10
to the Listing Rules as our
Company’s code of conduct
regarding directors’
securities transactions,
establish a mechanism for

the supervision of directors’

securities transactions and
an information disclosure
system, and classify and
regulate different types of
directors’ securities
transactions.

Establish an information

confidentiality management
system, including
regulations on the scope
and level of confidentiality,
confidentiality measures,
responsibilities and
penalties in relation to
company information.

~ 246 -

Our Company has formulated the

“Group’s Management Securities
Transactions Code” ({4 [H & #{
JE 7857 38 5 <7 D), the
“Management System for
Persons with Inside Information”
(CRFEAR SR A B BE)),
and the ““Accountability System
for Major Errors in Information
Disclosure in our Company’s
Annual Report” ({7 R4 B 15
B Bl R K 2 B AT B T
J£)), in which the securities of
directors are classified and the
various types of securities
transactions are regulated and the
corresponding management
policies for information
disclosure are established.

Our Company has formulated the

“Measures for the Management
of Commercial Secrets” ({2
B A PEHEL ), which clearly
stipulates the scope of our
commercial secrets, confirmation
and decryption of confidential
information, ownership rights of
confidential information,
confidentiality obligations of
employees, etc.
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Corresponding measures taken
Major findings Recommendations by our Group
Our Company has not Establish an anti-monopoly Our Company has formulated the
established an anti- management system, “Group Company Anti-
monopoly management strengthen the monitoring monopoly Compliance
mechanism nor and management of existing Management Measures” ({5 [#]
monitored existing or or potential anti-monopoly O\ W) SR B B ),
potential anti-monopoly matters and provide training which clearly requires our
matters, nor has it to relevant personnel on Company to compete fairly and
conducted anti-monopoly anti-monopoly laws and strictly abide by the law in
training for its regulations. production and operation
employees. activities, and avoid directly or

indirectly engaging in
monopolistic behaviours
prohibited by the relevant anti-
monopoly laws. Our Company
has also provided anti-monopoly
training to our management in
May 2021.

Anti-Corruption and Anti-bribery Measures

As part of our risk management and internal control system, we have formally established a set of
internal policies in relation to bribery and corruption and fraudulent activities, which strictly prohibit
paying or receiving bribes and kickbacks in commercial transactions. The following measures have been
implemented in order to prevent such illegal practises:

° we have formally adopted an employee handbook to standardise our employees’ code of
conduct which strictly forbids paying or receiving bribes. Upon signing the employment
contracts, our employees agreed to abide by the terms and conditions of the employee
handbook. We also have in place an employee code of ethics to prohibit illegal practises such
as bribery and corruption and fraudulent activities. Our employees have signed anti-bribery
and corruption agreement to undertake not to participate in such illegal practises. Employees
who violate any of the terms of the employee handbook, employee code of ethics or anti-
bribery and corruption agreement are subject to penalties, including termination of
employment;

° we have implemented a policy on reporting on conflict of interest setting out the procedures
to manage transactions or events involving any conflict of interest of employees; and

° we have in place an anti-fraud management policy setting out the responsibility of the Board
of Directors and audit committee to cultivate an anti-fraud culture within our Group which
includes the procedures for the reporting, receiving information relating to and investigation
of fraud cases, setting out responsibilities and penalties for fraud, and established channels
for reporting fraud cases.
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Our Directors confirm that during the Track Record Period and up to the Latest Practicable Date,
they have not engaged in, and have not been aware of, any bribery, corruption or fraudulent practise by
our Directors, employees and distributors. Our Directors further confirm that during the Track Record
Period and up to the Latest Practicable Date, as far as they are aware, our Group has not been subject to
any anti-corruption claims or investigations by the relevant authorities. As such, our Directors consider
that our anti-corruption policies and procedures and relevant internal control measures have been
sufficient and effective to ensure our compliance with the relevant anti-corruption laws and regulations
as well as to prevent the occurrence of bribery, corruption or fraudulent practise by our Directors and
employees.

Risk Management Measures
We have established the following measures and structures to manage our risks:

° our Board carries out a thorough examination of material risks associated with any material
business decision before approving such decision;

° our Directors and senior management keep track of the day-to-day operations and monitor
any associated operational risks of our Group. They are responsible for evaluating potential
market risks related to fluctuations in industrial environment and market variables,
identifying irregularities in connection with operational, credit and market risks, and
formulating policies and resolutions to mitigate or resolve these risks. For details of the
qualification and experience of our Directors and senior management, please see the section
headed “Directors and Senior Management™ in this document;

° our audit committee reviews the internal control system and procedures for the compliance
with the requirements prescribed by the applicable laws, rules and regulations;

° as part of the preparation for [REDACTED], our Directors have received training on their
responsibilities as directors of a Hong Kong [REDACTED] company, including their
fiduciary duties to act in the best interest of our Group. We will also continue to arrange
various trainings to be provided by Hong Kong legal advisers for our Directors, senior
management and employees on the Listing Rules, including but not limited to aspects related
to corporate governance and connected transactions;

° we have appointed Yue Xiu Capital Limited as our compliance adviser pursuant to Rule
3A.19 of the Listing Rules to ensure that, among other things, we are properly guided and
advised as to compliance with the Listing Rules upon [REDACTED]; and

° we provide training to our employees in order to enhance their industry knowledge and to
encourage an all-embracing culture of risk management ensuring that all employees are aware
of and responsible for managing risks.
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TWO INVOICE SYSTEM
Background

As part of the measures for the PRC healthcare system reform, the State Council together with
seven other central government departments (including the NHFPC and the State Administration of Food
and Drug) jointly issued the Notice on Opinions on the Implementation of the Two Invoice System in
Drug Procurement by Public Medical Institutions (for Trial Implementation) ([ 7523 37 B e A i 25
BRI P HEAT W 22 000 A B = L (GAT))) on 26 December 2016. Pursuant to the above notice, public
medical institutions are required to implement the “Two Invoice System” for drug procurements
gradually and encourage other medical institutions to promote the same with an aim to promote the
“Two Invoice System” across the nation by 2018. The aim of the “Two Invoice System” is to only
allow a maximum of two invoices to be issued in the value chain with the first invoice to be issued by
manufacturers to distributors and the second one to be issued by distributors to hospitals and healthcare
1nstitutions.

On 5 March 2018, six government departments including the National Health Commission and
MOF jointly issued the Notice on Consolidating the Achievements of Cancelling Drug Markups and
Deepening Comprehensive Reforms in Public Hospitals (€[ [ 85 B DA 88 4 55 R R R b 2 5 5
Bi#E & MU Y4 A0)), which stipulates the implementation of the centralised purchase of high value
medical consumables, and that the “Two Invoice System” in relation to high-value medical consumables
shall be gradually implemented. According to the General Office of the State Council issued the Notice
on Printing and Distributing the Reform Plan for the Management of High-value Medical Consumables
CBER NS QRSB AFEM MCE %) M%) issued on 19 July 2019, high-value medical
consumables refer to the medical consumables that are directly used for human bodies, and are strictly
required for safety, and are in great clinical demand and priced relatively high, and can impose heavy
burdens on patients for affording them. On 30 September 2019, ten local government departments of
Shandong Province including Health Committee of Shandong Province (Il & #A4{#HEZ B &) (the
“Health Committee”’) issued the Notice on “Two Invoice System” Implementation Plan in Medicines
Procurement by Public Medical Institutions in Shandong Province (A ENEE (1l o /A 37 B e G 4
i PR AT < W S > B M /7 %) MUHEAT)), which stipulates that all public medical institutions in
Shandong Province shall implement the “Two Invoice System” in the procurement of drugs from 30
October 2019. As at the Latest Practicable Date, according to the Health Committee, Shandong Province
was yet to implement the “Two Invoice System” in the procurement of high-value or low-value medical
consumables and it has no concrete plan to implement the “Two Invoice System™ on the procurement of
medical consumables in Shandong Province. As advised by our PRC Legal Advisers, the Health
Committee is the competent authority to consult with in respect of the implementation of the “Two
Invoice System” in Shandong Province.

Given other provinces such as Anhui Province and Fujian Province have implemented “Two
Invoice System” on high-value medical consumables as at the Latest Practicable Date, the
implementation of such policy in Shandong Province may be faster than expected. For details of the
regulatory development regarding the implementation of the “Two Invoice System” for each of the
provinces in the PRC at the Latest Practicable Date, please refer to the section headed ‘““Regulatory
Overview — Laws and Regulations relating to Medical Devices — Two Invoice System” in this
document.
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For illustration purposes only, set out below is the comparison of distribution chain of medical
devices and medical consumables before and after the implementation of the “Two Invoice System” on
the assumption that the “Two Invoice System” will be applied to medical devices and medical
consumables in Shandong Province in the future:

Before the Two Invoice System After the Two Invoice System
Manufacturers Manufacturers
x x
\ 4 E v :
<
Tier 1 distributors Single layer of distributors

¢ Tend to be the distributors

? with direct business
v : relationship with
Lower-tier distributors hospitals
x *
v : ¥ :
Hospitals [ Hospitals
— » Goods Flow - » Money Flow

Potential impacts of the “Two Invoice System” on our business operation

The following analysis on the potential impact of the “Two Invoice System” on our business
operation is based on the assumption that the “Two Invoice System” is fully implemented to our
medical imaging film products.

Except for our self-branded products and our provision of maintenance services, we sourced
medical dry laser films and self-service film output printers, from Honghe Group, the Tier-1 distributor
of the Medical Imaging Products Manufacturer in Shandong Province, as at the Latest Practicable Date.
During the Track Record Period, our revenue attributable to the sale of medical imaging film products of
the Medical Imaging Products Manufacturer were approximately RMB114.8 million, RMB131.0 million,
RMB142.1 million and RMB63.4 million, respectively, representing approximately 89.1%, 75.8%,
72.1% and 68.4% of the total revenue of our sale of medical imaging film products business and
approximately 81.5%, 71.1%, 67.3% and 64.3% of our total revenue for the same periods, respectively.

If the “Two Invoice System” is implemented to our medical dry laser films and self-service film
output printer, sale from the Medical Imagine Film Products Manufacturer to Honghe Group are likely to
be counted as the first invoice, and sale from Honghe Group to our Group will likely to be counted as
the second invoice. Therefore, in the event that the “Two Invoice System™ applies to the medical
imaging film products industry in Shandong Province, our sale of medical imaging film products from
the Medical Imaging Products Manufacturer will possibly to be counted as the third invoice which is not
permitted under the “Two Invoice System”, and we may have to discontinue such mode of business

operation.
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However, as confirmed by the Health Committee in November 2022, (i) it does not have a concrete
plan to implement the “Two Invoice System” on the procurement of medical consumables in Shandong
Province; (ii) our medical imaging films are classified as low-value medical consumables; (iii) our self-
service film output printers and medical image printers are not classified as medical consumables; (iv)
our software is classified as medical software and is not classified as medical consumables and (V)
medical image data distribution system and CDs are not classified as medical devices nor consumables.
As advised by our PRC Legal Advisers, the Health Committee is the competent authority to consult with
in respect of the implementation of the “Two Invoice System” in Shandong Province.

As such, as at the Latest Practicable Date, none of our medical imaging film products and medical
imaging cloud services is subject to the “Two Invoice System” in Shandong Province. As at the Latest
Practicable Date, our Directors confirmed that we have not suffered any material financial loss due to
the implementation of the “Two Invoice System”.

Measures to mitigate the adverse impacts from the implementation of the “Two Invoice System” in
Shandong Province

We will adopt the following measures to mitigate the adverse impacts that may result from the
implementation of the “Two Invoice System” to the medical imaging products industry in Shandong
Province:

(i) In the event of the full implementation of the “Two-Invoice System” in Shandong Province,
Medical Imaging Products Manufacturer confirmed by written confirmation that we will be
engaged as its Tier-1 distributor without imposing any non-competition clause on us as
Medical Imaging Products Manufacturer satisfied itself that our Group have fulfilled the
following requirements to be its Tier-1 distributor during the Track Record Period and up to
the Latest Practicable Date: (a) a legal entity with a registered capital of RMB10 million; (b)
maintaining a Class IT Medical Device Business Registration Certificate (55 %5 R # MAS
B EIER) and Class III Medical Device Business Registration Certificate (55 = %88 BE#s
WAL FF ] #8); (c) having an extensive distribution network; (d) maintaining an established
and good business relationship with the end customers; (e) obtaining an annual revenue
which should be more than or equal to RMBS50 million; (f) having sufficient internal source
of fund; (g) having sufficient storage capacity; and (h) complying with all relevant laws and
regulations and having no material non-compliance record in the past.

With regard to items (d) and (g) above, according to the Medical Imaging Products
Manufacturer, Tier-1 distributors should be considered as having “an established and good
business relationship with the end customers” if they have maintained over five years of
uninterrupted business relationship with its major customers. In terms of “sufficient storage
capacity”, the Medical Imaging Products Manufacturer usually requires its Tier-1 distributors
to maintain an inventory level of finished goods of approximately three months.

Our Directors believe that our Group has maintained an established and good business
relationship with its end customers, taking into consideration: (i) our Group’s years of
business relationship with our top five customers ranges from five to six years; (ii) as
confirmed by our top ten customers for the three financial years ended 31 December 2021
and the six months ended 30 June 2022, they intend to continue the business cooperation with
our Group in the event of the implementation of the “Two-Invoice System” in Shandong
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(i1)

Province; and (iii) as confirmed by our Directors, as at the Latest Practicable Date, there was
no material breach of sales agreement with our customers, and our Group had no record of
any return of products due to quality defects. Our Group also has not received any product
liability claims or complaints from customers in relation to the quality of products which had
materially or adversely affected our business during the Track Record Period.

Our Directors also believe that our Group has sufficient storage capacity by being able to
maintain an inventory level of finished goods of approximately three months, taking into
consideration: (i) our Group owns a factory and warehouse in Jinan with an approximate
gross floor area of 1,019.34 sq.m. and an approximate height of 3.4 m; (ii) the length, width,
height of a standard box of 500 pieces of 14x17 inch medical dry laser films of the Medical
Imaging Products Manufacturer, being the most common type of medical dry laser films sold
by our Group during the Track Record Period, is 56cm, 46¢cm and 22cm, respectively; (iii)
the sales volume of the medical dry laser films of the Medical Imaging Products
Manufacturer during the Track Record Period was approximately 8,080,000 pieces,
8,712,000 pieces, 9,809,000 pieces and 4,543,000 pieces, respectively; and (iv) the estimated
volume of three months inventory level is approximately 282.2 m>. Therefore, our Directors
believe that our Group has a sufficient storage capacity for the inventory level of goods
required to be maintained by our Group.

Further, according to the Medical Imaging Products Manufacturer, our Group has to follow
the procedural requirements below to become its Tier-1 distributor: (a) our Group to submit
an application for becoming a Tier-1 distributor of Medical Imaging Products Manufacturer
in Shandong Province and Medical Imaging Products Manufacturer to verify the materials
submitted; (b) Medical Imaging Products Manufacturer to conduct a background search of
our Group and to review the past historical transaction records of our Group and the
evaluation by end customers regarding our Company’s services and products; (c) our Group
to negotiate the terms and conditions of the distributorship agreement with Medical Imaging
Products Manufacturer including minimum purchase targets; (d) Medical Imaging Products
Manufacturer to go through the internal approval procedures; and (e) Medical Imaging
Products Manufacturer to issue the authorisation letter to our Company and Medical Imaging
Products Manufacturer and our Company to sign the Tier-1 distributorship agreement. Our
Directors believe that there are no impediments to follow the aforementioned procedures.

Despite our Group has received a written confirmation from the Medical Imaging Products
Manufacturer that we will be engaged as its Tier-1 distributor in the event of full
implementation of ‘“Two-Invoice System” in Shandong Province, it is not a guarantee
engagement as our Group is required to follow the procedural requirements as described
above before becoming its Tier-1 distributor.

Before October 2017, we were the Tier-1 distributor of the Medical Imaging Products
Manufacturer. Our Directors confirmed that subsequently, we initiated the termination of our
distributorship with Medical Imaging Products Manufacturer in order to maintain flexibility
in not having to meet the minimum purchase target as a Tier-1 distributor and to focus on the
development of our self-branded products. Taking into account that (i) the products of
Medical Imaging Products Manufacturer are not supplied to the existing Tier-1 distributor in
Shandong Province (i.e. Honghe Group) on an exclusive basis; (ii) our previous relationship
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(iii)

(iv)

and cooperation with the Medical Imaging Products Manufacturer; (iii) our distribution
network in Shandong Province; and provided that we are willing to undertake the minimum
purchase targets to be negotiated with the Medical Imaging Products Manufacturer, our
Directors believe that we can consider and are capable to act as the Tier-1 distributor of
Medical Imaging Products Manufacturer in the event of the full implementation of the “Two
Invoice System” in Shandong Province. Our Directors confirm that we achieved the
minimum purchase targets throughout the Tier-1 distributorship arrangement with Medical
Imaging Products Manufacturer and there are no disputes or disagreements between our
Group and the Medical Imaging Products Manufacturer since the date of commencement of
our relationship and up to the Latest Practicable Date.

According to the Medical Imaging Products Manufacturer, it will impose minimum purchase
targets on us if we are re-engaged as its Tier-1 distributor. As at the Latest Practicable Date,
the details of the minimum purchase targets cannot be ascertained because the targets will be
changed from time to time and is subject to market conditions. Despite this, the Medical
Imaging Products Manufacturer confirmed that our Group’s actual yearly/periodic purchase
volume of 14x17 inch medical dry laser films in each of the three years ended 31 December
2021 and the six months ended 30 June 2022 satisfied its minimum purchase targets in
relation to the medical dry laser films.

Given (i) the fulfilment of the minimum purchase targets as a Tier-1 distributor of Medical
Imaging Products Manufacturer in the past; (ii) our Group’s extensive distribution network;
and (iii) the fact that our Group has been distributing its products since inception, our
Company believes that there is no impediment for us to meet such targets.

In case our Group fails to fulfil the minimum purchase targets, except for losing the
entitlement to be provided with rebates in that year, Medical Imaging Products Manufacturer
confirmed that our Group can still remain as its Tier-1 distributor in the event of the full
implementation of the “Two Invoice System” in Shandong Province.

We will develop our direct business relationship with the other international manufacturers,
which principally engage in the manufacturing of medical dry laser films and self-service
film output printers instead of sourcing products through their distributors by actively
participating in trade fairs and exhibitions. Please refer to the paragraph headed “Our
Business Strategies — Continue to promote our brands and increase market awareness by
participating in exhibitions” for details.

We will further develop our self-branded products business to strengthen our position as a
domestic medical imaging products supplier in Shandong Province. During the Track Record
Period, our revenue attributable to the medical imaging film products under our brand were
approximately RMB11.3 million, RMB32.2 million, RMB54.8 million and RMB29.3 million,
respectively, representing approximately 9%, 19%, 28% and 32% of our revenue under the
medical imaging film products business segment, respectively, which exhibited an increasing
trend.

- 253 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THE INFORMATION MUST BE READ IN
CONJUNCTION WITH THE SECTION HEADED "WARNING" ON THE COVER OF THIS DOCUMENT.

BUSINESS

(v) Given the expected growth in the medical imaging cloud services market, we are actively
developing our business segment of medical imaging cloud services in order to diversify the
risks of the implementation of the “Two Invoice System”. For further details on the
development of our medical imaging cloud services, please refer to the paragraph headed
“Our Business Strategies — Enhance the delivery of our medical imaging cloud services
through strategic acquisition, obtaining the medical device registration certificate and upgrade
of our hardware and software”.

Our Group’s sales to hospitals and healthcare institutions through deliverers and “Two-Invoice
System”

As advised by our PRC Legal Advisers, relevant authorities do not give a clear direction on the
position of the deliverers in the event of the full implementation of the “Two-Invoice System” and thus,
it remains unclear on whether the sale of medical imaging film products from deliverers to hospitals and
healthcare institutions will be counted as the third invoice.

As confirmed by Medical Imaging Products Manufacturer, given the solid and amiable business
relationship with our Group and our Group’s extensive distribution network, MIPM confirmed that our
Group will be engaged as its Tier-1 distributor in the event of full implementation of the “Two-Invoice
System” in Shandong Province, subject to the fulfilment of the general and administrative terms and
conditions, in order to maximise its own benefits. As such, our Group will directly procure the medical
imaging film products from Medical Imaging Products Manufacturer and the sale of medical imaging
film products from Medical Imaging Products Manufacturer to our Group will be counted as the first
invoice.

Based on the above,

(i) if the sale of medical imaging film products from deliverers to hospitals and healthcare
institutions is not counted as the third invoice, our PRC Legal Advisers are of the view that
our Group’s sales to hospitals and healthcare institutions through deliverers would be in
compliant with the “Two-Invoice System”; and

(ii) if the sale of medical imaging film products from deliverers to hospitals and healthcare
institution is counted as the third invoice, hospitals and healthcare institutions will not
procure medical imaging film products through deliverers but directly from the Group based
on (a) the interviews with the top ten end customers during the Track Record Period that they
will continue to maintain business relationship directly with our Group in the event of full
implementation of the “Two-Invoice System” and (b) our Directors confirm that our Group
would comply with the “Two-Invoice System” requirement to maintain business relationship
with our remaining customers in the event of full implementation of the “Two-Invoice
System”. In light of the above, our PRC Legal Advisers are of the view that our Group’s
sales to hospitals and healthcare institutions would be in compliant with the “Two Invoice
System”.
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In any event, our PRC Legal Advisers are of the view that under both circumstances (i.e. whether
the sale of medical imaging film products from deliverers to hospitals and healthcare institutions will or
will not be counted as the third invoice), based on (a) the interviews with the top ten end customers
during the Track Record Period; (b) our Directors confirm that our Group would comply with the “Two-
Invoice System” requirement to maintain business relationship with our remaining customers in the
event of full implementation of the “Two-Invoice System”; and (c) as confirmed by Medical Imaging
Products Manufacturer, our Group’s sales to hospitals and healthcare institutions would be in compliant
with the “Two-Invoice System”. In addition, our Directors are of the view that our Group will not be
eliminated from the value chain and hence our Group’s business operation will not be adversely affected
in material respects.

Competition with Honghe Group

In the event that we become a Tier-1 distributor of the Medical Imaging Products Manufacturer in
Shandong Province and if the Medical Imaging Products Manufacturer does not engage any new Tier-1
distributor in Shandong Province, there will be a total of two Tier-1 distributors of the Medical Imaging
Products Manufacturer in Shandong Province, namely our Group and Honghe Group, and we will
terminate our business relationship with Honghe Group at the relevant time. To the best knowledge of
our Directors, Honghe Group is aware that the Medical Imaging Products Manufacturer will engage our
Group as its Tier-1 distributor in the event of the full implementation of “Two Invoice System” in
Shandong Province. As at the Latest Practicable Date, our relationship with Honghe Group has not been
discontinued. Our Directors believe that our relationship with Honghe Group will not be adversely
affected going forward given the mutual reliance between our Group and Honghe Group, as detailed in
the paragraph headed “Business — Relationship with Honghe Group — Sustainability of our business in
view of our concentration — Mutual reliance between our Group and Honghe Group™ in this section.

In the event that we become the Tier-1 distributor of the Medical Imaging Products Manufacturer,
our Directors believe that our Group is capable to compete with Honghe Group taking into consideration
the following factors:

(i)  our customers were sourced independently without the assistance of Honghe Group;

(ii) as confirmed by Honghe Group, the purchase by our Group from Honghe Group accounted
for approximately 50% of Honghe Group’s total sales revenue and our Group ranked the first
among the customers of Honghe Group in terms of its sales revenue during the Track Record
Period;

(iii) the extensive distribution network of our Group in Shandong Province. Over years of
operations, we have accumulated a solid customer base and our customers covered, 43 Grade
IIT hospitals, 30 Grade II hospitals and 20 Grade I hospitals in Shandong Province,
accounting for approximately 20.7% Grade III hospitals, 4.1% Grade II hospitals and 1.9%
Grade I hospitals in Shandong Province, as at the Latest Practicable Date;

(iv) our solid and amicable business relationship with customers; and

(v) our familiarity with the procurement procedures implemented by the hospitals and healthcare
institutions in Shandong Province.
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Differences between being a Tier-1 and Tier-2 distributor of the Medical Imaging Products

Manufacturer

The table below sets forth a comparison of our Group’s being a Tier-1 and Tier-2 distributor of the

Medical Imaging Products Manufacturer in terms of business operation, liquidity and financial

performance such as inventory turnover and profit margin.

Business operation

Medical Imaging Products Manufacturer

Tier-1 distributor

Our Group directly sources

medical dry laser films and self-
service film output printers from the
Medical Imaging Products
Manufacturer

Our Group will deliver our
medical imaging film products of the
Medical Imaging Products

Tier-2 distributor

Our Group sources medical
dry laser films and self-service film
output printers from Honghe Group

Our Group will deliver our

medical imaging film products of the
Medical Imaging Products
Manufacturer upon receipt of
purchase order from customers

Manufacturer upon receipt of
purchase order from customers

Liquidity Since the payment terms offered by the Medical Imaging Products Manufacturer and
Honghe Group is prepayment, there is no material differences on the liquidity of our
Group
Financial
performance

Inventory turnover No material differences
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Profit margin

Medical Imaging Products Manufacturer

Tier-1 distributor

We are required to meet the
minimum purchase target as specified
by the Medical Imaging Products
Manufacturer. If we are able to fulfil
the yearly minimum purchase targets,
rebates will be provided in the form
of (i) a discount on the price of
medical imaging films for future
purchase and/or (ii) rewards as
agreed by our Group and the Medical
Imaging Products Manufacturer

The rate of rebate may be

higher than the rate of rebate offered
by Honghe Group, subject to the
negotiation with the Medical Imaging
Products Manufacturer. Thus, the
Group may secure a higher profit
margin as compared to being a Tier-2
distributor

Our Group may offer the
products of the Medical Imaging
Products Manufacturer to a Tier-2
distributor at a markup.

Tier-2 distributor

We are required to meet the
minimum purchase target as specified
by Honghe Group.

If we are able to fulfil the yearly
minimum purchase targets, rebates
will be provided in the form of (i)
self-service film output printer and
(i) a discount on the price of
medical imaging films for future
purchase

The rate of rebate may

be lower than the rate of rebate
offered by the Medical Imaging
Products Manufacturer. Thus, the
Group may have a lower profit
margin as compared to being a Tier-1
distributor

Our Group did not sell

any products of the Medical Imaging
Products Manufacturer to a lower-tier
distributor during the Track Record
Period.

A SHIFT FROM TRADITIONAL MEDICAL IMAGING FILMS TO MEDICAL IMAGING

CLOUD FILMS

The healthcare systems in developed countries started the shift from traditional medical imaging
films to digital films for over two decades, and digitisation in medical imaging has since gradually
become a global trend. Presently, medical imaging results along with other patient information are
usually stored in medical institutions database and could be accessed online by physicians and patients
through patient portal, where the patients can still request hard copies of their medical imaging
examination results for purposes such as transferring between medical institutions. The shift to digital
films mainly is to facilitate digital storage, access, and transmission of medical imaging data for
purposes such as remote consultation and diagnosis. As a result, traditional medical imaging films is
subject to a decrease in demand due to digitisation in these developed countries.

According to “Opinions of the General Office of the State Council on Promoting the Development
of “Internet + Medical Health” (355 B HEA BER A E 38 [ R4+ Bl | BRmMER)
promulgated by the General Office of the State Council in 2018 and ‘“Notice on Accelerating the
Mutual Recognition of the Examination Results” ([ 5 7 A= filt 52 2 H 2 B B 77 o0 DR i 28 A A5 A B 45 SR 0
78 TAERY#E0) published by the National Health Commission in 2021, the PRC government called for
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the construction of the national and regional health platform, through the establishment of medical
institutions examination database including “medical imaging cloud films” serving as the source of
database, in order to promote the sharing of examination data, to achieve the interconnection and mutual
recognition of examination data between medical institutions in the same region. Such an encouragement
of the use of medical imaging cloud films by the PRC government may overcome the hurdles faced by
the hospitals and healthcare institutions in China arising from the shift of traditional medical imaging
films to medical imaging cloud films and hence demonstrate an inevitable trend for hospital and/or
medical institutions to switch from traditional medical imaging film products to medical imaging cloud
films at both state and provincial levels, including Shandong Province.

In the event of the full implementation of the replacement of traditional medical imaging films
with medical imaging cloud films, the market demand for our traditional medical imaging film products
may be significantly reduced and our business performance and financial position may be adversely
affected. As at the Latest Practicable Date, according to CIC, there is no nationwide health platform
enabling medical imaging data sharing among all hospitals in China, or province-wide health platform
enabling medical imaging data sharing among all hospitals in Shandong Province.

Nonetheless, despite of the encouragement of the use of medical imaging cloud films by the PRC
government, owing to the following factors, our Directors believe that there is still a demand for
traditional medical imaging film products in China and hence our business performance and financial
position will not be adversely affected in material aspect.

(i) According to CIC, the demand for traditional medical imaging films in China will not be
phased out completely due to the major reasons mentioned in the paragraph headed “Industry
Overview — Market Size of China’s Medical Imaging Film Products Market” in this
document.

According to CIC, the estimate market size of medical imaging film products industry in
China and Shandong Province remains large, accounting for approximately RMBS5.5 billion
and RMBO0.35 billion, respectively. The above reasons also serve as the hurdles faced by the
hospitals and healthcare institutions in China and Shandong Province in respect of the shift
from traditional medical imaging films to medical imaging cloud films.

(ii) According to CIC, as at the Latest Practicable Date, traditional medical imaging films
remains to be the mainstream medical imaging carrier for most of the hospitals and
healthcare institutions in China.

Our Directors believe, and the Sole Sponsor concurs, that the following measures adopted or to be
adopted by the Company may address the industry trend to switch from traditional medical imaging
films to medical imaging cloud films.

(i) our Group has commenced to provide medical imaging cloud services in Shandong Province
since 2017. We offer the following services: (a) digital medical imaging cloud storage
platform, (b) digital medical image platform, (c) regional imaging diagnosis platform and (d)
PACS system, to hospitals and healthcare institutions. For details of our Group’s medical
imaging cloud services, please refer to “Business — Our Products and Services — Medical
Imaging Cloud Services” in this document; and

- 258 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THE INFORMATION MUST BE READ IN
CONJUNCTION WITH THE SECTION HEADED "WARNING" ON THE COVER OF THIS DOCUMENT.

BUSINESS

(i1)

in order to stay ahead of the market competition, our Group is prepared for such an emerging
medical imaging cloud services market. Against the backdrop of the encouragement of
medical imaging informatisation construction, our Directors believe new, customised and
complex functions and features are vital to our medical imaging cloud services so that (i) our
existing customers will remain loyal to us on one hand and our Group is able to stand out
amongst our competitor on the other hand and (ii) most importantly, our existing and
potential customers will be geared up to adapt to such a shift in the future. During the Track
Record Period, we provided our cloud services with basic and general functions. As a result,
we plan to use part of RMB[REDACTED] million, representing approximately
[REDACTED]% of the [REDACTED] to enhance the delivery of our medical imaging cloud
services by acquiring a majority, if not all shareholding interest of (a) a company which
possesses the technical know-how of developing PACS system and digital imaging cloud
storage platform; and (b) a start-up company in Al healthcare industry, which possesses the
technical know-how of building an AI system relating to providing a medical diagnosis
recommendation by analysing the historical medical images. For details, please refer to
“Business — Our Business Strategies — Enhance the delivery of our medical imaging cloud
services through strategic acquisition, obtaining the medical device registration certificate and
upgrade of our hardware and software” in this document.
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