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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 20-F

(Mark One)

¨ Registration statement pursuant to Section 12(b) or 12(g) of the Securities Exchange Act of 1934
or

x Annual report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2012

or

¨ Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from            to            

or

¨ Shell company report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
Date of event requiring this shell company report

Commission file number 001-34563
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Concord Medical Services Holdings Limited
(Exact Name of Registrant as Specified in Its Charter)

Cayman Islands

(Jurisdiction of Incorporation or Organization)

18/F, Tower A, Global Trade Center

36 North Third Ring Road, Dongcheng District

Beijing 100013

People�s Republic of China

(Address of Principal Executive Offices)

Mr. Adam Jigang Sun

Telephone: (86 10) 5957-5266

Facsimile: (86 10) 5957-5252

18/F, Tower A, Global Trade Center

36 North Third Ring Road, Dongcheng District

Beijing 100013

People�s Republic of China

(Name, Telephone, E-mail and/or Facsimile Number and Address of Company Contact Person)

Securities registered or to be registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Ordinary shares, par value US$0.0001 per share* New York Stock Exchange*

* Not for trading, but only in connection with the listing of the American depositary shares, or ADSs, on the New York Stock Exchange. Each
ADS represents the right to receive three ordinary shares. The ADSs are registered under the Securities Act of 1933, as amended, pursuant to
a registration statement on Form F-6. Accordingly, the ADSs are exempt from registration under Section 12(b) of the Securities Exchange
Act of 1934, as amended, pursuant to Rule 12a-8 thereunder.
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Securities registered or to be registered pursuant to Section 12(g) of the Act:

None

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act:

None

Indicate the number of outstanding shares of each of the Issuer�s classes of capital or common stock as of the close of the period covered by the
annual report.

135,487,408 Ordinary Shares Issued and Outstanding

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    Yes  ¨    No  x

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or
15(d) of the Securities Exchange Act of 1934.    Yes  ¨    No  x

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    Yes  x    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ¨ Accelerated filer x Non-accelerated filer ¨
Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included in this filing:

U.S. GAAP x

International Financial Reporting Standards as issued

by the International Accounting Standards Board ¨ Other ¨
If �Other� has been checked in response to the previous question, indicate by check mark which consolidated financial statement item the
registrant has elected to follow.

Item 17  ¨    Item 18  ¨

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Securities Exchange
Act of 1934).    Yes  ¨    No  x

(APPLICABLE ONLY TO ISSUERS INVOLVED IN BANKRUPTCY PROCEEDINGS DURING THE PAST FIVE YEARS)
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Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Sections 12, 13 or 15(d) of the
Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed by a court.    Yes  ¨    No  ¨
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CONVENTIONS THAT APPLY TO THIS ANNUAL REPORT ON FORM 20-F

Unless otherwise indicated, references in this annual report on Form 20-F to:

� �ADRs� are to the American depositary receipts, which, if issued, evidence our ADSs;

� �ADSs� are to our American depositary shares, each of which represents three ordinary shares;

� �China� and the �PRC� are to the People�s Republic of China, excluding, for the purposes of this annual report only, Taiwan and the
special administrative regions of Hong Kong and Macau;

� �Concord Medical,� �we,� �us,� �our company� and �our� are to Concord Medical Services Holdings Limited, its predecessor entities and its
consolidated subsidiaries;

� �ordinary shares� are to our ordinary shares, par value US$0.0001 per share;

� �PRC subsidiaries� are to our subsidiaries incorporated in the People�s Republic of China, including CMS Hospital Management Co.,
Ltd., Beijing Yundu Internet Technology Co., Ltd., Shenzhen Aohua Medical Technology & Services Ltd., Shenzhen Lingdun
Medical Investment & Management Co., Ltd., Tianjin Kangmeng Radiology Equipment Management Co., Ltd., Medstar (Shanghai)
Leasing Co., Ltd., Guangzhou Huanan Taihe Medical Technology Ltd., Wanjie Huaxiang Medical Technology Development Co.,
Ltd., Beijing Jinweiyikang Technology Co., Ltd., Guangzhou Jinkangshenyou Investment Co., Ltd. and Chang�an Hospital Co., Ltd.

� �RMB� and �Renminbi� are to the legal currency of China;

� �US$� and �U.S. dollars� are to the legal currency of the United States; and

� �£� is to the legal currency of the United Kingdom of Great Britain and Northern Ireland.

1
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PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not Applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not Applicable.

ITEM 3. KEY INFORMATION

A. Selected Financial Data
The following selected consolidated statements of operations and other consolidated financial data for the years ended December 31,
2010, December 31, 2011 and December 31, 2012 (other than the income (loss) per ADS data) and the selected consolidated balance sheet data
as of December 31, 2011 and 2012 have been derived from our audited consolidated financial statements, which is included elsewhere in this
annual report on Form 20-F. The selected consolidated balance sheet data as of December 31, 2008 and 2009 have been derived from our
audited consolidated financial statements, which are not included in this annual report on Form 20-F. You should read the selected consolidated
financial data in conjunction with those financial statements and the related notes and �Item 5. Operating and Financial Review and Prospects�
included elsewhere in this annual report on Form 20-F. Our consolidated financial statements are prepared and presented in accordance with
generally accepted accounting principles in the United States, or U.S. GAAP. Our consolidated financial statements are prepared and presented
in accordance with U.S. GAAP. Our historical results are not necessarily indicative of our results expected for any future periods.
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Concord Medical
Year Ended December, 31

2008 2009 2010 2011 2012
RMB RMB RMB RMB RMB US$

(in thousands, except share, per share and per ADS data)
Selected Consolidated Statements of Operations Data
Revenues, net of business tax, value-added tax and related
surcharges:
Network 171,789 292,436 389,524 450,125 465,040 74,644
Hospital-medical income �  �  �  �  89,813 14,416
Hospital-medical service income �  �  �  �  107,496 17,254

Total net revenues 171,789 292,436 389,524 450,125 662,349 106.314
Cost of revenues:
Network (45,597) (87,561) (122,700) (159,416) (169,905) (27,272) 
Hospital-medical cost �  �  �  �  (76,590) (12,293) 
Hospital-medical service cost �  �  �  �  (90,709) (14,560) 

Total cost of revenues (45,597) (87,561) (122,700) (159,416) (337,204) (54,125) 
Gross profit 126,192 204,875 266,824 290,709 325,145 52,189
Operating expenses:
Selling expenses (1) (5,497) (7,675) (17,150) (37,453) (53,911) (8,653) 
General and administrative expenses (2) (18,869) (29,821) (66,789) (80,628) (71,754) (11,517) 
Asset impairment �  �  (3,219) (333,934) (3,360) (539) 
Other operating income �  �  �  �  10,433 1,675

Total operating expenses (24,366) (37,496) (87,518) (452,015) (118,592) (19,034) 

Operating income (loss) 101,826 167,379 179,666 (161,306) 206,553 33,155
Interest expense (7,455) (6,891) (7,448) (6,454) (16,255) (2,609) 
Foreign exchange losses, net (325) (213) (5,436) (10,975) (101) (16) 
Gain from disposal of equipment 658 �  543 �  (1,072) (172) 
Interest income 430 948 7,865 13,357 5,895 946
Share of net profit of equity investee �  �  �  �  1,790 287
Other (expense) income 7,734 �  (399) 346 (144) (23) 

Income (loss) before income taxes 102,404 161,223 174,791 (165,032) 196,666 31,568
Income tax expenses (23,335) (36,396) (43,873) (46,320) (62,186) (9,982) 

Net income (loss) 79,069 124,827 130,918 (211,352) 134,480 21,568

Net income attributable to non-controlling interests �  �  1,518 3,651 3,649 586
Net income (loss) attributable to Concord Medical Services
Holdings Limited�s shareholders (496,037) 46,418 129,400 (215,003) 130,831 21,000

Earning (loss) per share � basic / diluted(3) (8.63) 0.62 0.89 (1.51) 0.95 0.15
Earning (loss) per ADS � basic / diluted (25.89) 1.86 2.66 (4.53) 2.84 0.46

(1) Our selling expenses included share-based compensation of RMB0.3 million in 2009, RMB2.5 million in 2010, RMB2.4 million in 2011;
and RMB2.3 million (US$0.4 million) in 2012.

(2) Our general and administrative expenses included share-based compensation expenses related to certain share options granted in 2008,
2009, 2010 and 2011 of RMB4.2 million, RMB0.7 million, RMB7.0 million and RMB6.9 million and RMB6.8 million (US$1.1 million)
in 2008, 2009, 2010, 2011 and 2012, respectively.

(3) On November 17, 2009, we effected a share split whereby all of our issued and outstanding 704,281 ordinary shares of a par value of
US$0.01 per share were split into 70,428,100 ordinary shares of US$0.0001 par value per share and the number of our authorized ordinary
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shares was increased from 4,500,000 to 450,000,000. The share split has been retroactively reflected in this annual report so that share
numbers, per share price and par value data are presented as if the share split had occurred from our inception.
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As of December 31,
2008 2009 2010 2011 2012
RMB RMB RMB RMB RMB US$

(in thousands)
Selected Consolidated Balance Sheet Data
Cash 353,991 1,037,239 535,783 219,078 75,382 12,100
Total current assets 492,978 1,252,512 904,416 733,657 853,133 136,939
Property, plant and equipment, net 349,121 573,042 907,336 1,068,703 1,522,920 244,446
Goodwill 300,163 300,163 300,163 �  292,885 47,011
Acquired intangible assets, net 181,838 155,345 146,113 129,018 146,512 23,517
Total assets 1,514,395 2,443,865 2,663,044 2,393,446 3,665,220 588,310
Long-term bank borrowings, current portion 39,840 57,487 60,906 77,479 191,473 30,734

Total shareholders� equity 565,020 2,153,748 2,301,835 2,038,096 2,339,910 375,581
Total liabilities and shareholders� equity 1,514,395 2,443,865 2,663,044 2,393,446 3,665,220 588,310

Concord Medical
Year Ended December 31,

2008 2009 2010 2011 2012
RMB RMB RMB RMB RMB US$

(in thousands)
Selected Consolidated Statements of Cash Flow Data
Net cash generated from operating activities 46,774 135,883 190,972 137,102 259,515 41,656
Net cash used in investing activities (1) (376,371) (272,269) (529,468) (494,867) (659,290) (105,823) 
Net cash generated from (used in) financing activities 649,494 819,846 (154,933) 41,785 255,932 41,081
Exchange rate effect on cash (5,698) (212) (8,027) (725) 147 22
Net increase (decrease) in cash 314,199 683,248 (501,456) (316,705) (143,696) (23,064) 

(1) Net cash used in investing activities in 2009, 2010, 2011 and 2012 includes acquisitions, net of cash acquired, of RMB32.2 million,
RMB45.0 million, RMB20.3 million and RMB223.4 million, respectively.

Concord Medical
Year Ended December 31,

2008 2009 2010 2011 2012
RMB RMB RMB RMB RMB US$

(in thousands)
Total net revenues generated by our primary medical equipment
under lease and management services arrangements:
Linear accelerators 40,506 90,278 108,974 114,250 115,009 18,460
Head gamma knife systems 65,365 67,406 80,909 77,035 76,239 12,237
Body gamma knife systems 20,071 25,241 38,599 42,512 31,365 5,034
PET-CT scanners 5,241 24,196 41,036 59,054 71,895 11,540
MRI scanners 15,123 33,880 51,738 65,031 79,220 12,716
Others (1) 8,755 19,161 27,992 22,576 38,602 6,197

Total net revenues � lease and management services 155,061 260,162 349,248 380,457 412,330 66,184

(1) Other primary medical equipment used includes CT scanners and ECT scanners for diagnostic imaging, electroencephalography for the
diagnosis of epilepsy, thermotherapy to increase the efficacy of and for pain relief after radiotherapy and chemotherapy, high intensity
focused ultrasound therapy for the treatment of cancer, stereotactic radiofrequency ablation for the treatment of Parkinson�s Disease and
refraction and tonometry for the diagnosis of ophthalmic conditions.
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Exchange Rate Information

Our business is primarily conducted in China and all of our revenues are denominated in Renminbi. Periodic reports made to shareholders will
be expressed in Renminbi with translations of Renminbi amounts into U.S. dollars at the then current exchange rate solely for the convenience of
the reader. Conversions of Renminbi into U.S. dollars in this annual report are based on, for all dates through December 31, 2008, at the noon
buying rate in the City of New York for cable transfers in Renminbi per U.S. dollar as certified for customs purposes by the Federal Reserve
Bank of New York, or the noon buying rate, and for January 1, 2009 and all later dates and periods, the noon buying rate as set forth in the H.10
statistical release of the Federal Reserve Board. Unless otherwise noted, all translations from Renminbi to U.S. dollars and from U.S. dollars to
Renminbi in this annual report were made at a rate of RMB6.2301 to US$1.00, the noon buying rate in effect as of December 30, 2012. We
make no representation that any Renminbi or U.S. dollar amounts could have been, or could be, converted into U.S. dollars or Renminbi, as the
case may be, at any particular rate, the rates stated below, or at all. The PRC government imposes control over its foreign currency reserves in
part through direct regulation of the conversion of Renminbi into foreign exchange and through restrictions on foreign trade. On April 19, 2013,
the noon buying rate was RMB6.1772 to US$1.00.

The following table sets forth information concerning exchange rates between the Renminbi and the U.S. dollar for the periods indicated.

Exchange Rate (Renminbi per US Dollar)(1)

Period End Average(2) High Low
Period (RMB per US$1.00)
2008 6.8225 6.9193 7.2946 6.7800
2009 6.8259 6.8295 6.8470 6.8176
2010 6.6000 6.7603 6.8330 6.6000
2011 6.2939 6.4475 6.6364 6.2939
2012 6.2301 6.2990 6.3879 6.2221
October 6.2372 6.2627 6.2877 6.2372
November 6.2265 6.2338 6.2454 6.2221
December 6.2301 6.2328 6.2502 6.2251
2013
January 6.2186 6.2215 6.2303 6.2134
February 6.2213 6.2323 6.2438 6.2213
March 6.2108 6.2154 6.2246 6.2015
April (through April 19) 6.1772 6.1927 6.2078 6.1720

(1) The source of the exchange rate is: (i) with respect to any period ending on or prior to December 31, 2008, the Federal Reserve Bank of
New York, and (ii) with respect to any period ending on or after January 1, 2009, the H.10 statistical release of the Federal Reserve Board.

(2) Annual averages are calculated from month-end rates. Monthly averages are calculated using the average of the daily rates during the
relevant period.

B. Capitalization and Indebtedness
Not Applicable.

C. Reasons for the Offer and Use of Proceeds
Not Applicable.
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D. Risk Factors
Risks Related to Our Company

We may encounter difficulties in successfully opening new centers or renewing agreements for existing centers due to the limited number of
suitable hospital partners and their potential ability to finance the purchase of medical equipment directly.

Our growth was driven by our ability to expand our network of radiotherapy and diagnostic imaging centers by primarily entering into new
agreements with top-tier hospitals in China, which are 3A hospitals, the highest ranked hospitals by quality and size in China as determined in
accordance with the standards of the Ministry of Health. The agreements that hospitals enter into with us and our competitors are typically
long-term in nature with terms of up to 20 years. As a result, in any locality or at any given time, there may only be a limited number of top-tier
hospitals that have not yet entered into long-term agreements with us or our competitors and with which we are able to enter into new
agreements. In addition, quotas imposed by government authorities as to the number and type of certain medical equipment that can be
purchased, such as head gamma knife systems or PET-CT scanners, will further limit the number of top-tier hospitals that we or our competitors
can enter into agreements within a given period. See ��Risks Related to Our Industry�Healthcare administrative authorities in China currently set
procurement quotas for certain types of medical equipment.� Due to the limited supply of suitable top-tier hospitals and increasing competition,
we may not be able to enter into agreements with new hospital partners or renew agreements with existing hospital partners on terms as
favorable as those that we have been able to obtain in the past, or at all. Some of our competitors may have greater financial resources than us,
which may provide them with an advantage in negotiating new agreements with hospitals, including our existing hospital partners. In addition, if
adequate funding becomes available for hospitals to purchase medical equipment directly, hospitals may choose to purchase and manage
radiotherapy and diagnostic imaging equipment on their own instead of entering into or renewing agreements with us or our competitors. If we
are unable to compete effectively in entering into agreements with new hospital partners or to renew existing agreements on favorable terms, or
at all, or if hospitals choose to purchase and manage their own medical equipment, our growth prospects could be materially and adversely
affected. Finally, the development of new centers generally involves a ramp-up period during which time the operating efficiency of such centers
may be lower than our established centers, which may negatively affect our profitability.

We have historically derived a significant portion of our revenues from centers located at a limited number of our hospital partners and
regions in which we operate and our accounts receivable are also concentrated with a few hospital partners.

We have historically derived a large portion of our total net revenues from a limited number of our partner hospitals. In 2010, 2011 and 2012,
net revenues derived from our top five hospital partners amounted to approximately 31.8%, 33.0% and 22.9% of our total net revenues,
respectively. Our largest hospital partner accounted for 12.3%, 14.3% and 6.92% of our total net revenues during those periods, respectively. In
addition, centers located in Beijing, Shaanxi province and Liaoning province accounted for 25.6%, 12.3% and 10.2% of our total net revenues in
2010, respectively, centers located in Beijing, Shaanxi province and Liaoning province accounted for 19.0%, 15.9% and 8.5% of our total net
revenues in 2011, respectively, and centers located in Beijing, Henan and Shandong accounted for 18.3%, 10.0% and 8.1% of our total net
revenues in 2012. We may continue to experience such revenue concentration in the future. Due to the concentration of our revenues and
dependence on a limited number of hospital partners, any one or more of the following events, among others, may cause material fluctuations or
declines in our revenues and could have a material adverse effect on our financial condition, results of operations and prospects:

� reduction in the number of patient cases at the centers located at these partner hospitals;

� loss of key experienced medical professionals;

� decrease in the profitability of such centers;

� failure to maintain or renew our agreements with these hospital partners;

� any failure of these hospital partners to pay us our contracted percentage of any such center�s revenue net of specified operating
expenses;
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� any regulatory changes in the geographic areas where our hospital partners are located; or

� any other disputes with these hospital partners.
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In addition, nine of our hospital partners, including three of our top five hospital partners in terms of revenue contribution, accounted for 41.4%
of our total accounts receivable as of December 31, 2012. Any significant delay in the payment of such accounts receivable could have a
material impact on our financial condition and results of operations.

We conduct our business in a heavily regulated industry.

The operation of our network of centers is subject to various laws and regulations issued by a number of government agencies at the national and
local levels. Such rules and regulations relate mainly to the procurement of large medical equipment, the pricing of medical services, the
operation of radiotherapy and diagnostic imaging equipment, the licensing and operation of medical institutions, the licensing of medical staff
and the prohibition on non-profit civilian medical institutions from entering into cooperation agreements with third parties to set up for-profit
centers that are not independent legal entities. Our growth prospects may be constrained by such rules and regulations, particularly those relating
to the procurement of large medical equipment. If we or our hospital partners fail to comply with such applicable laws and regulations, we could
be required to make significant changes to our business and operations or suffer fines or penalties, including the potential loss of our business
licenses, the suspension from use of our medical equipment, and the suspension or cessation of operations at centers in our network. In addition,
many of the agreements we have entered into with our hospital partners provide for termination in the event of major government policy changes
that cause the agreements to become inexecutable. Our hospital partners may invoke such termination right to our disadvantage.

We depend on our hospital partners to recruit and retain qualified doctors and other medical professionals to ensure the high quality of
treatment services provided in our network of centers.

Our success is dependent in part upon our hospital partners� ability to recruit and retain doctors and other medical professionals and on our and
our hospital partners� ability to train and manage these medical professionals. Although we may help our hospital partners to identify and recruit
suitable, qualified doctors and other medical professionals, almost all of these medical professionals are employed by our partner hospitals rather
than by us. As a result, we may have little control over whether such medical professionals will continue to work in the centers in our network.
In addition, there is a limited pool of qualified medical professionals with expertise and experience in radiotherapy and diagnostic imaging in
China, and our hospital partners face competition for such qualified medical professionals from other public hospitals, private healthcare
providers, research and academic institutions and other organizations. In the event that our hospital partners fail to recruit and retain a sufficient
number of these medical professionals, the resulting shortage could adversely affect the operation of centers in our network and our growth
prospects.

Any failure by our hospital partners to make contracted payments to us or any disputes over, or significant delays in receiving, such
payments could have a material adverse effect on our business and financial condition.

Most of the centers in our network are established through long-term lease and management services arrangements entered into with our hospital
partners. We also provide management services to certain radiotherapy and diagnostic imaging centers through service-only agreements.
Payments for treatment and diagnostic imaging services provided in the centers in our network are typically collected by our hospital partners
who then pass on to us our contracted percentage of such revenue net of specific operating expenses on a periodic basis. Our total outstanding
accounts receivable from our hospital partners were RMB169.4 million, RMB244.2 million and RMB210.3 million (US$33.8 million) as of
December 31, 2010, 2011 and 2012, respectively. As of December 31, 2012, approximately 5.3% of our accounts receivable reported on our
consolidated balance sheet as of December 31, 2011 were still outstanding. The average turnover days of our accounts receivable in 2012 were
134 days. Any failure by our hospital partners to pay us our contracted percentage, or any disputes over or significant delays in receiving such
payments from our hospital partners, for any reason, could negatively impact our financial condition. Accordingly, any failure by us to maintain
good working relationships with our hospital partners, or any dissatisfaction on the part of our hospital partners with our services, could
negatively affect the operation of the centers and our ability to collect revenue, reduce the likelihood that our agreements with hospital partners
will be renewed, damage our reputation and otherwise have a material adverse effect on our business, financial condition and results of
operation.

We may not be able to effectively manage the expansion of our operations through new acquisitions or joint ventures or to successfully
realize the anticipated benefits of any such acquisition or joint venture.

We have historically complemented our organic development of new centers through the selective acquisition of complementary businesses or
assets or the formation of joint ventures, and we may continue to do so in the future. For example, in June 2012, we acquired 52% of the equity
interest in Chang�an Hospital, a licensed full-service private hospital. In December 2012, we acquired 19.98% of equity interest in The University
of Texas MD Anderson Cancer Center Proton Therapy Center, a leading proton treatment center in the world. The identification of suitable
acquisition targets or joint venture candidates can be difficult, time consuming and costly, and we may not be able to successfully capitalize on
identified opportunities. We may not be able to continue to grow our business as anticipated if we are unable to successfully identify and
complete potential acquisitions in the future. Even if we successfully complete an acquisition or establish a joint venture, we may not be able to
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successfully integrate the acquired businesses or assets or cooperate successfully with the joint venture partner. Integration of the acquired
business or assets or cooperation with the joint venture partners can be expensive, time consuming and may strain our resources. Such
integration or cooperation could also require significant attention from our management team, which may prevent key members of our
management from focusing on other important aspects of our business
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In addition, we may be unable to successfully integrate or retain employees or management of the acquired businesses or assets or retain the
acquired entity�s patients, suppliers or other partners. Consequently, we may not achieve the anticipated benefits of any acquisitions or joint
ventures. For example, we plan to transform Chang�an Hospital into a full-service hospital with a special focus on cancer diagnosis and treatment
services. In addition, we plan to merge CCICC into Chang�an Hospital after which CCICC will become part of Chang�an Hospital and cease to be
a specialty hospital . We cannot assure such transformation and integration would be implemented successfully, or without incurring significant
cost. Furthermore, future acquisitions or joint ventures could result in potentially dilutive issuances of equity or equity-linked securities or the
incurrence of debt, contingent liabilities or expenses, or other charges, any of which could have a material adverse effect on our business,
financial condition and results of operations.

We had net current liabilities as of December 31, 2012 and we cannot assure you that we will not experience net current liabilities in the
future

We had net current liabilities of RMB6.4 million (US$1.0 million) as of December 31, 2012 primarily due to cost incurred in connection with
the acquisition of equity interests in Chang�an Hospital and Texas MD Anderson Cancer Center Proton Therapy Center in 2012. The total
consideration we paid for the acquisition was RMB248.8 million (US$39.9 million) for Chang�an Hospital and US$32.3 million for Texas MD
Anderson Cancer Center Proton Therapy Center, respectively. We believe that our current cash and anticipated cash flow from operations will
be sufficient to meet our anticipated cash needs, including our cash needs for working capital and capital expenditures, for at least the next 12
months. However, we cannot assure you that we will not have net current liabilities in the future. If we fail to generate current assets to the
extent that the aggregate amount of our current assets on any given day exceeds the aggregate current liabilities on the same day, we will
continue to record net current liabilities. If we have significant net current liabilities for an extended period of time, our working capital for
purposes of our operations may be subject to constraints, which may have a material adverse effect on our business, financial condition and
results of operations.

We may not be successful in negotiating the conversion of a few of our cooperation agreements with our partner hospitals into lease and
management agreements due to regulatory changes.

Since the effectiveness in September 2000 of the Implementation Opinions on the Classified Management of Urban Medical Institutions, which
was promulgated by the Ministry of Health, the State Administration of Traditional Chinese Medicine, the Ministry of Finance and the National
Development Reform Committee, or NDRC, non-profit civilian medical institutions are no longer permitted to enter into cooperation
agreements or to continue to operate under existing cooperation agreements with third parties pursuant to which the parties jointly invest in or
cooperate to set up for-profit centers or units that are not independent legal entities. However, according to the Opinions on Certain Issues
Regarding Classified Management of Urban Medical Institutions issued in July 2001 by the same authorities, a non-profit civilian medical
institution may, if lacking sufficient funds to purchase medical equipment outright, enter into a leasing agreement pursuant to which the medical
institution leases medical equipment from its partner at market rates. To comply with these regulatory changes, we have transitioned most of our
cooperation agreements with non-profit civilian hospitals to lease and management agreements. However, we are still negotiating the transition
of our cooperation agreements relating to 13 of our centers located at eight of our partner hospitals, which centers� combined revenues in 2010,
2011 and 2012 constituted approximately 7.9% , 6.3% and 3.1% of our total net revenues, respectively. Although neither we nor any of our
hospital partners have incurred any penalties to date for continuing to operate under cooperation agreements at these centers, there can be no
assurance that we will not incur penalties in the future or that we will be able to successfully negotiate the conversion of these agreements. If we
are unable to successfully negotiate the conversion of our cooperation agreements with these hospitals or if government authorities decide to
assess penalties against either us or our hospital partners or to suspend the operation of these centers before we are able to complete the
transition, our business, financial condition and results of operation could be materially and adversely affected.
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We are not aware of any similar restriction imposed by military healthcare administrative authorities on the cooperation agreements that we have
entered into with military hospitals, which are hospitals regulated by the military but most of which are otherwise the same as other
government-owned civilian hospitals open to the public. Accordingly, we have maintained our cooperation agreements with 37 military
hospitals as of December 31, 2012. However, as military hospitals are also government-owned, if military hospitals are required by military
healthcare administrative authorities to transition away from cooperation agreements in the future, we will have to negotiate a similar conversion
of the agreements with our military hospital partners. If we are unable to successfully negotiate lease and management or other alternative
agreements with our existing military hospital partners on terms not less favorable than those under our cooperation agreements, our business,
financial condition and results of operation may be adversely affected.

We cannot assure you that government authorities will not interpret regulations differently from us to find that our lease and management
agreements are still not in compliance with relevant regulations.

We believe that our lease and management agreements with civilian public hospital partners, which terms continue to provide that our revenues
from hospital-based centers are to be calculated based on contracted percentages of each center�s revenue net of specified operating expenses, are
in compliance with the Implementation Opinions on the Classified Management of Urban Medical Institutions and the Opinions on Certain
Issues Regarding Classified Management of Urban Medical Institutions. However, we cannot assure you that the Ministry of Health or other
competent authorities will not interpret these regulations differently to find that our lease and management agreements are still not in compliance
with such regulations, in which instance, such authorities could, among other things, declare our lease and management agreements to be void,
order our civilian hospital partners to terminate such agreements with us, order our civilian hospitals partners to suspend or cease operation of
the centers governed by such agreements, suspend the use of our medical equipment, or confiscate revenues generated under the noncompliant
agreements. Furthermore, we may have to change our business model which may not be successful. If any of the above were to occur, our
business, financial condition and results of operation could be materially and adversely affected.

There may be corrupt practices in the healthcare industry in China, which may place us at a competitive disadvantage if our competitors
engage in such practices and may harm our reputation if our hospital partners and the medical personnel who work in our centers, over
whom we have limited control, engage in such practices.

There may be corrupt practices in the healthcare industry in China. For example, in order to secure agreements with hospital partners or to
increase direct sales of medical equipment or patient referrals, our competitors, other service providers or their personnel or equipment
manufacturers may engage in corrupt practices in order to influence hospital personnel or other decision-makers in violation of the
anti-corruption laws of China and the U.S. Foreign Corrupt Practices Act, or the FCPA. We have adopted a policy regarding compliance with
the anti-corruption laws of China and the FCPA to prevent, detect and correct such corrupt practice. However, as competition persists and
intensifies in our industry, we may lose potential hospital partners, patient referrals and other opportunities to the extent that our competitors
engage in such practices or other illegal activities. In addition, our partner hospitals or the doctors or other medical personnel who work in our
network of centers may engage in corrupt practices without our knowledge to procure the referral of patients to centers in our network. Although
our policies prohibit such practices, we have limited control over the actions of our hospital partners or over the actions of the doctors and other
medical personnel who work in our network of centers since they are not employed by us. If any of them were to engage in such illegal practices
with respect to patient referrals or other matters, we or the centers in our network may be subject to sanctions or fines and our reputation could
be adversely affected by any negative publicity stemming from such incidents.

We plan to establish and operate additional specialty cancer hospitals that will be majority owned by us and are subject to significant risks.

As part of our growth strategy we plan to establish specialty cancer hospitals that will focus on providing radiotherapy services as well as
diagnostic imaging services, chemotherapy and surgery. For example, in June 2012, we acquired, through our subsidiaries, Cyber Medical
Network Limited, or Cyber Medical, and Medstar (Shanghai) Leasing Co., Ltd., or Shanghai Medstar, 52% of the equity interest in Chang�an
Hospital or a total consideration of approximately RMB248.8 million (US$39.9 million). In addition, at the Beijing Proton Medical Center, one
of our planned specialty cancer hospitals, we plan to offer proton beam therapy treatment services with which we have had no prior experience.
Since we have limited experience in operating our own specialty cancer hospital, or in providing many of the services that we plan to offer in our
specialty cancer hospitals, such as chemotherapy treatments, surgical procedures or proton beam therapy, we may not be able to provide as high
a level of service quality for those treatment options as for the other treatments that are currently offered at our network of centers, which may
result in damage to our reputation and our future growth prospects. In addition, we may not be successful in recruiting qualified medical
professionals to effectively provide the services that we intend to offer in our specialty cancer hospitals. Furthermore, although our brand name
is well known among referring doctors, patients are not currently familiar with our brand as we do not carry our own brand name in our network
of centers under our existing agreements with our hospital partners. Therefore, when we establish our own specialty cancer hospitals under our
brand name, we may not be able to immediately gain wide acceptance among patients and, thus, may be unable to attract a sufficient number of
patients to our new hospitals.
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We could also face increased exposure to liability claims at our specialty cancer hospitals, including claims for medical malpractice. We may
need to obtain medical malpractice insurance and other types of insurance that we do not currently carry, each of which could increase our
expenses and decrease our profitability. In addition, there can be no assurance that such insurance will be available at a reasonable price or that
we will be able to maintain adequate levels of liability insurance coverage, if at all. In addition, our specialty cancer hospitals will also be
required to obtain various quotas, permits and authorizations, which are currently the responsibility of our hospital partners under our existing
agreements. See ��Risks Related to Our Industry�Healthcare administrative authorities in China currently set procurement quotas for certain types
of medical equipment� and ��Risks Related to Our Industry�We or our hospital partners may be unable to obtain various permits and authorizations
from regulatory authorities in China relating to our medical equipment, which could delay the installation or interrupt the operation of our
equipment.�

Finally, if our plans change for any reason or the anticipated timetable or costs of development change for our specialty cancer hospitals, our
business and future prospects may be negatively impacted. There can be no assurance that the planned specialty cancer hospitals will be
completed or that, if completed, they will achieve sufficient patient cases to generate positive operating margins. In addition, as our currently
planned specialty cancer hospitals are to be established through joint ventures with other parties, we also may not be successful in cooperating
with such joint venture partners in operating our specialty cancer hospitals. See ��Risk Factors Related to Our Business �We may not be able to
effectively manage the expansion of our operations through any new acquisitions or joint ventures, which we may not be able to successfully
execute.�

We rely on the doctors and other medical professionals providing services in our network of centers to make proper clinical decisions and we
rely on our hospital partners to maintain proper control over the clinical aspects of the operation of our network of centers.

We rely on the doctors and other medical professionals who work in our network to make proper clinical decisions regarding the diagnosis and
treatment of their patients. Although we develop treatment protocols for doctors, provide periodic training for medical professionals in our
network of centers on proper treatment procedures and techniques and host seminars and conferences to facilitate consultation among doctors
providing services in our network of centers, we ultimately rely on our hospital partners to maintain proper control over the clinical activities of
each center and over the doctors and other medical professionals who work in such centers. Any incorrect clinical decisions on the part of
doctors and other medical professionals or any failure by our hospital partners to properly manage the clinical activities of each center may result
in unsatisfactory treatment outcomes, patient injury or possibly death. Although part of the liability for any such incidents may rest with our
partner hospitals and the doctors and other medical professionals they employ, we may be made a party to any such liability claim which,
regardless of its merit or eventual outcome, could result in significant legal defense costs for us, harm our reputation, and otherwise have a
material adverse effect on our business, financial condition and results of operations. The centers in our network have experienced claims as to a
limited number of medical disputes since they commenced operations. As of December 31, 2012, eight centers in our network have agreed to
pay an aggregate amount of approximately RMB163,000 (US$26,000) to settle such claims. Any expenses resulting from such liability claims
are generally required to be accounted for as expenses of the relevant center, which could reduce our revenue derived from such center. We do
not carry malpractice or other liability insurance at many of the centers in our network, and at those centers that do carry such insurance, it may
not be sufficient to cover any potential liability that may result from such claims. For our specialty cancer hospitals that are currently under
development, we will likely face direct liability claims for any such incidents.

Any failures or defects of the medical equipment in our network of centers or any failure of the medical personnel who work at the centers in
our network to properly operate our medical equipment could subject us to liability claims and we may not have sufficient insurance to cover
any potential liability.

Our business exposes us to liability risks that are inherent in the operation of complex medical equipment, which may contain defects or
experience failures. We rely to a large degree on equipment manufacturers to provide technical training to the medical technicians who work in
our network of centers on the proper operation of our complex medical systems. If such medical technicians are not properly and adequately
trained by the equipment manufacturers or by us, they may misuse or ineffectively use the complex medical equipment in our network of
centers. These medical technicians may also make errors in the operation of the complex medical equipment even if they are properly trained.
Any medical equipment defects or failures or any failure of the medical personnel who work in the centers to properly operate the medical
equipment could result in unsatisfactory treatment outcomes, patient injury or possibly death. Although the liability for any such incidents rests
with the equipment manufacturers or the medical technicians, we may be made a party to any such liability claim which, regardless of its merit
or eventual outcome, could result in significant legal defense costs for us, harm our reputation, and otherwise have a material adverse effect on
our business, financial condition and results of operations. In addition, any expenses resulting from such liability claims may be accounted for as
expenses of the center, which could reduce our revenue derived from such center. We do not carry product liability insurance at any of the
centers in our network.
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Any downtime for maintenance and repair of our medical equipment could lead to business interruptions that could be expensive and
harmful to our reputation and to our business.

Significant downtime associated with the maintenance and repair of medical equipment used in our network of centers would result in the
inability of the centers to provide radiotherapy treatment or diagnostic imaging services to patients in a timely manner. We primarily rely on
equipment manufacturers or third party service companies for maintenance and repair services. The failure of manufacturers or third party
service companies to provide timely repairs on our equipment could interrupt the operation of centers in our network for extended periods of
time. Such extended downtime could result in lost revenues for us and our partner hospitals, dissatisfaction on the part of patients and our
partner hospitals and damage to the reputation of the centers in our network, our partner hospitals and our company.

We rely on a limited number of equipment manufacturers.

Much of the medical equipment used in our network of centers is highly complex and is produced by a limited number of equipment
manufacturers. These equipment manufacturers provide training on the proper operation of our medical equipment to the medical personnel who
work in the centers in our network as well as maintenance and repair services for such equipment. Any disruption in the supply of the medical
equipment or services from these manufacturers, including as a result of failure by any such manufacturers to obtain the requisite third-party
consents and licenses for the intellectual property used in the equipment they manufacture, may delay the development of new centers or
negatively affect the operation of existing centers and could have a material adverse effect on our business, financial condition and results of
operations.

We may fail to protect our intellectual property rights or we may be exposed to misappropriation and infringement claims by third parties,
either of which may have a material adverse effect as to our business.

We have applied for and obtained the registration of our trademark �Medstar� in China to protect our corporate name. As of December 31, 2012,
we also owned the rights to 92 domain names that we use in connection with the operation of our business. We believe that such domain names
provide us with the opportunity to enhance our marketing efforts for the treatments and services provided in our network and enhance patients�
knowledge as to cancers, the benefits of radiotherapy and the various treatment options that are available. Our failure to protect our trademark or
such domain names may undermine our marketing efforts and result in harm to our reputation and the growth of our business.

Furthermore, we cannot be certain that the equipment manufacturers from whom we purchase equipment have all requisite third-party consents
and licenses for the intellectual property used in the equipment they manufacture. As a result, those equipment manufacturers may be exposed to
risks associated with intellectual property infringement and misappropriation claims by third parties which, in turn, may subject us to claims that
the equipment we have purchased infringes the intellectual property rights of third parties. We have in the past been subject to, and may in the
future continue to be subject to, such claims by third parties. As a result, we may be named as a defendant in, or joined as a party to, any
intellectual property infringement proceedings against equipment manufacturers relating to any equipment we have purchased. If a court
determines that any equipment we have purchased from our equipment manufacturers infringes the intellectual property rights of any third party,
we may be required to pay damages to such third party and the centers in our network may be prohibited from using such equipment, either of
which could damage our reputation and have a material adverse effect on our business prospects, financial condition and results of operations. In
addition, any such proceeding may also be costly to defend and may divert our management�s attention and other resources away from our
business. Furthermore, the standard equipment purchase agreements that we enter into with our equipment manufacturers typically do not
contain indemnification provisions for intellectual property claims. Although we have obtained specific indemnity from one equipment
manufacturer for a patent infringement claim, there can be no assurance that we would be able to recover any damages, lost profits or litigation
costs resulting from any intellectual property infringement claims or proceedings in which we are named as a party.
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Our business depends substantially on the continuing efforts of our executive officers and other key personnel, and our business may be
severely disrupted if we lose their services.

We depend on key members of our management team, which includes Mr. Jianyu Yang, chairman and our chief executive officer, Dr. Zheng
Cheng, a director and our chief operating officer, Mr. Adam Jigang Sun, our chief financial officer, Mr. Steve Sun, a director and chairman of
the investment committee, Mr. Jing Zhang, our chief administrative officer, Mr. Yaw Kong Yap, senior vice president, as well as other key
personnel for the continued growth of our business. The loss of any of these members of our management team or other key employees could
delay the implementation of our business strategy and adversely affect our operations. Our future success will also depend in large part on our
continued ability to attract and retain highly qualified management personnel. The process of hiring suitable, qualified personnel is often lengthy
and such talented and highly qualified management personnel is often in short supply in China. If our recruitment and retention efforts are
unsuccessful in the future, it may be more difficult for us to execute our business strategy. We cannot assure we can always make similar smooth
transition if any executive officers or key personnel were to leave our company in the future. Although none of the key members of our
management team is nearing retirement age in the near future and we are not aware of any current key members of our management team or
other key personnel planning to retire or leave us, if one or more of such personnel are unable or unwilling to continue in their present positions,
we may not be able to replace them readily, if at all. Consequently, our business may be severely disrupted, and we may incur additional
expenses to recruit and retain new officers. In addition, we do not maintain key employee insurance. We have entered into employment
agreements and confidentiality agreements with all of the key members of our management team and other key personnel. However, if any
disputes arise between any of our key members of our management team or other key personnel and us, we cannot assure you, in light of
uncertainties associated with the PRC legal system, the extent to which any of these agreements could be enforced in China, where all key
members of our management team and other key personnel reside and hold some of their assets. See ��Risks Related to Doing Business in
China�Uncertainties with respect to the PRC legal system could have a material adverse effect on us.�

Our reported earnings could decline if we recognize impairment losses on intangible assets and goodwill relating to the Chang�an Hospital
and other acquisitions.

We acquired 52% equity interest in Chang�an Hospital in 2012 and recorded goodwill in the amount of RMB292.9 million as well as certain
acquired intangibles. We may continue to selectively acquire complementary businesses in the future, which may result in recorded goodwill
and additional acquired intangibles. Any future goodwill we record will be tested for impairment by us annually or more frequently if an event
occurs or a circumstance develops that would require more frequent assessments. Examples of such events or circumstances include, but are not
limited to, a significant adverse change in the legal or business climate, an adverse regulatory action or unanticipated competition. In the future,
we could recognize additional impairment losses on the intangible assets and goodwill, which could result in a charge to our reported results of
operations and cause our reported earnings to decline.

We do not have insurance coverage for some of our medical equipment and do not carry any business interruption insurance.

We do not have insurance for six units of electroencephalography and thermotherapy equipment at centers from which we derived less than
3.2% of our total revenues in each of 2010, 2011 and 2012. Damage to, or the loss of, such uninsured equipment due to natural disasters, such as
fires, floods or earthquakes, could have an adverse effect on our financial condition and results of operation. In addition, the operations in our
network of centers may be particularly vulnerable to natural disasters that disrupt transportation since many patients travel long distances to
reach such centers. Also, we do not have any business interruption insurance. Any business disruption could result in substantial expenses and
diversion of resources and could have a material adverse effect on our business, financial condition and results of operations. For example, the
strong earthquake that struck Sichuan Province in May 2008 resulted in the suspension of operations at three of our centers in Chengdu, the
provincial capital of Sichuan Province, for approximately one month due to the diversion of hospital resources toward the treatment of
earthquake victims.

Most of our radiotherapy and diagnostic imaging equipment contains radioactive materials or emits radiation during operation.

Most of the radiotherapy and diagnostic imaging equipment in our network of centers, including gamma knife systems, proton beam therapy
systems, linear accelerators and PET-CT systems, contain radioactive materials or emit radiation during operation. Radiation and radioactive
materials are extremely hazardous unless properly managed and contained. Any accident or malfunction that results in radiation contamination
could cause significant harm to human beings and could subject us to significant legal expenses and result in harm to our reputation. Although
equipment manufacturers and our hospital partners and their staff may bear some or all of the liability and costs associated with any accidents or
malfunctions, if we are found to be liable in any way we may also face severe fines, legal reparations and possible suspension of our operating
permits, all of which could have a material and adverse effect on our business, results of operations and financial condition. Also, certain of our
medical equipment require the periodic replacement of their radioactive source materials. We do not directly oversee the handling of radioactive
materials during the replacement or reloading process or during the disposal process, and any failure on the part of our hospital partners to
handle or dispose of such radioactive materials in accordance with PRC laws and regulations may have an adverse effect on the operation of
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Any change in the regulations governing the use of medical data in China, which are still in development, could adversely affect our ability
to use our medical data and could potentially subject us to liability for our past use of such medical data.

The centers in our network collect and store medical data from radiotherapy treatments for purposes of analysis, use in training doctors
providing services in our network and improving the effectiveness of the treatments provided in our network of centers. In addition, doctors in
our network utilize such medical data to conduct clinical research. We do not make any such medical data public and only keep such medical
data for our internal use and for research purposes by doctors upon the approval of our medical affairs department and our hospital partners.
Chinese regulations governing the use of such medical data are still in development but currently do not impose any restrictions on the internal
use of such data by us as long as we have the permission of our hospital partners who have ownership of such data. Any change in the
regulations governing the use of such medical data could adversely affect our ability to use such medical data and could subject us to liability for
past use of such data, either of which could have a material adverse effect on our business, operations and financial results.

Our directors, executive officers and significant shareholders have substantial influence over our company and their interests may not be
aligned with the interests of our other shareholders.

As of the date of this annual report, our directors, executive officers and significant shareholders beneficially owned approximately 40.3% of our
outstanding share capital. As such, they have substantial influence over our business, including decisions regarding mergers, consolidations and
the sale of all or substantially all of our assets, election of directors and other significant corporate actions. This concentration of ownership may
discourage, delay or prevent a change in control of our company, which could deprive our shareholders of an opportunity to receive a premium
for their shares as part of a sale of our company and might reduce the price of our ADSs. These actions may be taken even if they are opposed by
our other shareholders.

Our articles of association contain anti-takeover provisions that could adversely affect the rights of holders of our ordinary shares and
ADSs.

Our third amended and restated articles of association limit the ability of others to acquire control of our company or cause us to engage in
change-of-control transactions. These provisions could have the effect of depriving our shareholders of an opportunity to sell their shares at a
premium over prevailing market prices by discouraging third parties from seeking to obtain control of our company in a tender offer or similar
transaction. For example, our board of directors has the authority, without further action by our shareholders, to issue preferred shares in one or
more series and to fix their designations, powers, preferences, privileges, and relative participating, optional or special rights and the
qualifications, limitations or restrictions, including dividend rights, conversion rights, voting rights, terms of redemption and liquidation
preferences, any or all of which may be greater than the rights associated with our ordinary shares, in the form of ADS or otherwise. Preferred
shares could be issued quickly with terms calculated to delay or prevent a change in control of our company or to make removal of management
more difficult. If our board of directors issues preferred shares, the price of our ADSs may fall and the voting and other rights of the holders of
our ordinary shares and ADSs may be adversely affected.

We may require additional funding to finance our operations, which financing may not be available on terms acceptable to us or at all, and
if we are able to raise funds, the value of your investment in us may be negatively impacted.

Our business operations may require expenditures that exceed our available capital resources. To the extent that our funding requirements
exceed our financial resources, we will be required to seek additional financing or to defer planned expenditures. There can be no assurance that
we can obtain these bank loans or additional funds on terms acceptable to us, or at all. In addition, our ability to raise additional funds in the
future is subject to a variety of uncertainties, including, but not limited to:

� our future financial condition, results of operations and cash flows;

� general market conditions for capital raising and debt financing activities; and

� economic, political and other conditions in China and elsewhere.

Edgar Filing: Concord Medical Services Holdings Ltd - Form 20-F

Table of Contents 25



13

Edgar Filing: Concord Medical Services Holdings Ltd - Form 20-F

Table of Contents 26



Table of Contents

Furthermore, if we raise additional funds through equity or equity-linked financings, your equity interest in our company may be diluted.
Alternatively, if we raise additional funds by incurring debt obligations, we may be subject to various covenants under the relevant debt
instruments that may, among other things, restrict our ability to pay dividends or obtain additional financing. Servicing such debt obligations
could also be burdensome to our operations. If we fail to service such debt obligations or are unable to comply with any of these covenants, we
could be in default under such debt obligations and our liquidity and financial condition could be materially and adversely affected.

If we fail to comply with financial covenants under our loan agreements, our financial condition, results of operations and business
prospects may be materially and adversely affected.

We have entered into and may in the future enter into loan agreements containing financial covenants that require us to maintain certain financial
ratios. We may not be able to comply with some of those financial covenants from time to time. For example, as of December 31, 2012, we were
not in compliance with certain financial covenants as provided in a loan agreement which would give the lender the right to demand immediate
repayment of the outstanding loan amount. In April 2013, we obtained from the relevant lender a waiver on the right to demand immediate
repayment of the outstanding loan amount based on the non-compliance of the financial covenants as of December 31, 2012. However, if we
need to obtain waivers from lenders again in the future with respect to prepayment or to amend financial covenants or other relevant provisions
under such loan agreements to address potential breaches, we cannot assure you that we would be able to reach agreements with the lenders to
avoid a breach. In addition, Chang�an Hospital might be deemed not in incompliance with certain terms of the loan agreement for a loan which
Chang�an Hospital took from Chang�an Bank. For more details, see �Item 7B. Related Party Transactions.� If we are required to repay a significant
portion or all of our existing indebtedness prior to their maturity, we may lack sufficient financial resources to do so. Furthermore, a breach of
those financial covenants will also restrict our ability to pay dividends. Any of those events could have a material adverse effect on our financial
condition, results of operations and business prospects.

We have granted security interests over certain of our medical equipment in order to secure bank borrowings. Any failure to satisfy our
obligations under such borrowings could lead to the forced sale of such equipment.

In order to secure bank loans in an aggregate amount of RMB189.0 million, RMB201.2 million and RMB875.5 million (US$140.5 million) as of
December 31, 2010, 2011 and 2012, respectively, we have granted security interests in equipment with a net carrying value of RMB173.5
million, RMB171.3 million and RMB205.3 million (US$33.0 million), respectively, representing 19.1%, 16.0% and 13.5% of the net value of
our net property, plant and equipment of RMB907.3 million, RMB1,068.7 million and RMB1,522.9 million (US$244.4 million) as of
December 31, 2010, 2011 and 2012, respectively. Any failure on our part to satisfy our obligations under these loans could lead to the forced
sale of our medical equipment that secure these loans, the suspension of the operation of the centers in which such medical equipment is used, or
otherwise damage our relationship with our hospital partners and our reputation in the medical community, all of which could have a material
adverse effect on our business, financial condition and results of operation. We may grant additional security interests in our equipment in order
to secure future bank borrowings.

If we fail to establish or maintain an effective system of internal controls over our financial reporting, we may be unable to accurately report
our financial results or prevent fraud, and investor confidence and the market price of our ADSs may, therefore, be adversely impacted.

In connection with management�s assessment of the effectiveness of our internal control over financial reporting for the year ended December 31,
2010, we and our current independent registered public accounting firm identified a material weakness in our internal controls over financial
reporting related to our lack of adequate resources with the requisite U.S. GAAP and SEC financial accounting and reporting expertise to
support the accurate and timely assembly and presentation of our consolidated financial statements and related disclosures. As of December 31,
2011, this material weakness has been remediated. We have successfully completed our Section 404 assessment for the year ended
December 31, 2012 and received the auditor�s attestation. However, in the future, if we fail to maintain effective internal controls over financial
reporting or to obtain an �unqualified� auditors� attestation, our ability to accurately report our financial results may be impaired, which could
adversely impact investor confidence and the market price of our ADSs.

Our business may be adversely affected by fluctuations in the value of the Renminbi as a significant portion of our capital expenditures
relates to the purchase of medical equipment priced in U.S. dollars.

A significant portion of our capital expenditures relates to the purchase of radiotherapy and diagnostic imaging equipment from manufacturers
outside of China. As the price of such equipment is denominated almost exclusively in U.S. dollars, any depreciation in the value of the
Renminbi against the U.S. dollar could cause a significant increase our capital expenditures, reduce the profitability of our network of centers
and have a material and adverse effect on our business, results of operations and financial condition.
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If we grant employee share options, restricted shares or other equity incentives in the future, our net income could be adversely affected.

We adopted our 2008 share incentive plan on October 16, 2008, which was subsequently amended on November 17, 2009. We are required to
account for share-based compensation in accordance with ASC 718, Compensation-Stock Compensation, which requires a company to
recognize, as an expense, the fair value of share options and other equity incentives to employees based on the fair value of equity awards on the
date of the grant, with the compensation expense recognized over the period in which the recipient is required to provide service in exchange for
the equity award. On November 27, 2009 and September 30, 2011, we granted options to purchase 4,765,800 ordinary shares at an exercise price
of US$3.67 and US$2.17 per share, respectively, under our 2008 share incentive plan to our directors and employees. We did not grant any
option under our 2008 share incentive plan in 2010 and 2012. We granted share options in 2007, before adopting our 2008 share incentive plan,
to certain executive officers that were subsequently exercised in 2008. As a result, we have incurred share-based compensation expenses of
RMB9.6 million in 2010, RMB9.2 million in 2011 and RMB9.1 million (US$1.5 million) in 2012 related to such options. If we grant more
options, restricted shares or other equity incentives in the future, we could incur significant compensation charges and our results of operations
could be adversely affected.

We are a Cayman Islands company and, because judicial precedent regarding the rights of shareholders is more limited under Cayman
Islands law than that under U.S. law, you may have less protection for your shareholder rights than you would under U.S. law.

Our corporate affairs are governed by our memorandum and articles of association, as amended and restated from time to time, the Companies
Law (as amended) of the Cayman Islands and the common law of the Cayman Islands. The rights of shareholders to take action against the
directors, actions by minority shareholders and the fiduciary responsibilities of our directors to us under Cayman Islands law are to a large extent
governed by the common law of the Cayman Islands. The common law of the Cayman Islands is derived in part from comparatively limited
judicial precedent in the Cayman Islands as well as from English common law, which has persuasive, but not binding, authority on a court in the
Cayman Islands. The rights of our shareholders and the fiduciary responsibilities of our directors under Cayman Islands law are not as clearly
established as they would be under statutes or judicial precedent in some jurisdictions in the United States. In particular, the Cayman Islands has
a less developed body of securities laws than the United States. In addition, some U.S. states, such as Delaware, have more fully developed and
judicially interpreted bodies of corporate law than the Cayman Islands.

As a result of all of the above, public shareholders may have more difficulty in protecting their interests in the face of actions taken by
management, members of the board of directors or controlling shareholders than they would as shareholders of a company headquartered in the
U.S.

You may have difficulty enforcing judgments obtained against us.

We are a Cayman Islands company and substantially all of our assets are located outside of the United States. Substantially all of our current
operations are conducted in the PRC. In addition, most of our directors and officers are nationals and residents of countries other than the United
States. As a result, it may be difficult for you to effect service of process within the United States upon these persons. It may also be difficult for
you to enforce judgments obtained in U.S. courts based on the civil liability provisions of the U.S. federal securities laws against us and our
officers and directors, most of whom are not residents in the United States and the substantial majority of whose assets are located outside of the
United States. In addition, there is uncertainty as to whether the courts of the Cayman Islands or the PRC would recognize or enforce judgments
of U.S. courts against us or such persons predicated upon the civil liability provisions of the securities laws of the United States or any state and
it is uncertain whether such Cayman Islands or PRC courts would be competent to hear original actions brought in the Cayman Islands or the
PRC against us or such persons predicated upon the securities laws of the United States or any state.

We are exempt from certain corporate governance requirements of the New York Stock Exchange.

We are exempt from certain corporate governance requirements of the New York Stock Exchange, or the NYSE, by virtue of being a foreign
private issuer. We are required to provide a brief description of the significant differences between our corporate governance practices and the
corporate governance practices required to be followed by U.S. domestic companies under the NYSE rules. The standards applicable to us are
considerably different than the standards applied to U.S. domestic issuers. The significantly different standards applicable to us do not require us
to:

� have a majority of the board be independent (other than due to the requirements for the audit committee under the United States
Securities Exchange Act of 1934, as amended, or the Exchange Act);
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� have a compensation committee, a nominating or corporate governance committee;

� provide annual certification by our chief executive officer that he or she is not aware of any non-compliance with any corporate
governance rules of the NYSE;

� have regularly scheduled executive sessions with only non-management directors;

� have at least one executive session of solely independent directors each year;

� seek shareholder approval for (i) the implementation and material revisions of the terms of share incentive plans,(ii) the issuance of
more than 1% of our outstanding ordinary shares or 1% of the voting power outstanding to a related party, (iii) the issuance of more
than 20% of our outstanding ordinary shares, and (iv) an issuance that would result in a change of control;

� adopt and disclose corporate governance guidelines; or

� adopt and disclose a code of business conduct and ethics for directors, officers and employees.
We intend to rely on all such exemptions provided by the NYSE to a foreign private issuer, except that we have established a compensation
committee, will seek shareholder approval for the implementation of share incentive plans and for the increase in the number of shares available
to be granted under share incentive plans and have adopted and disclosed corporate governance guidelines and a code of business conduct and
ethics for directors, officers and employees. As a result, you may not be provided with the benefits of certain corporate governance requirements
of the NYSE.

We may be classified as a passive foreign investment company, which could result in adverse United States federal income tax consequences
to United States Holders.

We believe we were not a �passive foreign investment company,� or a PFIC, for our taxable year ended on December 31, 2012, and we do not
expect to become one for our current taxable year or in the future, although there can be no assurance in this regard. The determination of
whether or not we are a PFIC is made on an annual basis and depends on the composition of our income and assets. A non-U.S. corporation will
be considered a PFIC for any taxable year if either (i) at least 75% of its gross income is passive income or (ii) at least 50% of the value of its
assets (based on an average of the quarterly values of the assets during a taxable year) is attributable to assets that produce or are held for the
production of passive income (which includes cash). The market value of our assets may be determined in large part by the market price of our
ADSs and ordinary shares, which is likely to fluctuate. In addition, the composition of our income and assets will be affected by how, and how
quickly, we spend our cash. If we are treated as a PFIC for any taxable year during which United States Holders (as defined in �Item 10.
Additional Information�E. Taxation�United States Federal Income Taxation�) hold ADSs or ordinary shares, certain adverse United States federal
income tax consequences could apply to such United States Holders. See �Item 10. Additional Information�E. Taxation�United States Federal
Income Taxation�Passive Foreign Investment Company.�
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Risks Related to Our Industry

Healthcare administrative authorities in China currently set procurement quotas for certain types of medical equipment.

The procurement, installation and operation of large medical equipment in China are regulated by the Rules on Procurement and Use of Large
Medical Equipment issued on December 31, 2004 by the Ministry of Health, the NDRC, and the Ministry of Finance. Pursuant to these rules,
quotas for large medical equipment are set by the NDRC and the Ministry of Health or the relevant provincial healthcare administrative
authorities, and hospitals must obtain a large medical equipment procurement license prior to the procurement of any such equipment. For
medical equipment classified as Class A large medical equipment, which includes gamma knife systems, proton beam therapy systems and
PET-CT scanners, procurement planning and approval are conducted by the Ministry of Health and the NDRC and large medical equipment
procurement licenses are issued by the Ministry of Health. For medical equipment classified as Class B large medical equipment, which includes
linear accelerators and MRI and CT scanners, procurement planning and approval are conducted by the relevant provincial healthcare
administrative authorities with ratification by the Ministry of Health and the large medical equipment procurement licenses are issued by the
relevant provincial healthcare administrative authorities. These rules apply to all public and private civilian medical institutions, whether
non-profit or for-profit. Although these rules do not directly apply to military hospitals in China, which are hospitals regulated by the military
but most of which are otherwise the same as other government-owned civilian hospitals open to the public, they are used as a reference by the
healthcare administrative authority of the general logistics department of the PRC People�s Liberation Army, or the PLA, in approving the
procurement of such medical equipment. The procurement regulations issued by the Ministry of Health stipulate that from 2011 to 2015, the
total number of PET-CT large medical equipment procurement licenses issued in China cannot exceed 160 and by the end of 2015, the total
number of PET-CT systems in China cannot exceed 270. There is currently no guidance as to the total number of Class A large medical
equipment procurement licenses that may be issued for other types of Class A large medical equipment that the centers in our network operate.
In addition, many provincial administrative authorities do not provide the general public with information on their procurement planning and
quotas for Class B large medical equipment procurement licenses, if any. Although the current number of procurement licenses available did not
have a significant impact on our existing expansion plan in 2012, the limitation on the number of procurement licenses available and any adverse
change to such procurement licenses available in the future as a result of any change in government policy, increases in competition and the
number of applicants for the procurement licenses or other factors, or any failure of our hospital partners to obtain such licenses as expected,
may affect our expansion plan after 2012, which could have a material adverse effect on our future prospects.

In addition, for most of the medical equipment that we intend to install and operate in our specialty cancer hospitals, we will need to obtain large
medical equipment procurement licenses from the Ministry of Health or provincial level healthcare administrative authorities. Such licenses
might not be obtained in a timely manner or at all, which could delay or prevent the opening of our specialty cancer hospitals, and could have a
material adverse effect on our growth strategy and results of operations. See ��Risks Related to Our Business�We plan to establish and operate
additional specialty cancer hospitals that will be majority owned by us and are subject to significant risks.�

Certain of our hospital partners have not received large medical equipment procurement licenses or interim procurement permits for some of
the medical equipment in our network of centers which could result in fines or the suspension from use of such medical equipment.

The quota requirement for large medical equipment procurement became effective in March 2005. A medical institution that houses equipment
purchased prior to that time is required to retroactively apply for and obtain a large medical equipment procurement license. If a medical
institution is unable to obtain a procurement license as a result of a lack of procurement quotas for such medical equipment allocated to the
region in which the medical institution is located, an interim procurement permit for large medical equipment must be obtained instead. As of
December 31, 2012, of the 130 units of medical equipment in the centers in our network that are subject to large medical equipment procurement
quota requirements, 97 were issued with a procurement license, 3 were issued with an interim procurement permit subsequent to the
implementation of the quota requirement, 13 were issued with procurement permits or authorizations by competent regulatory authorities prior
to the implementation of the quota requirement but have not received new procurement licenses or interim procurement permits under the quota
requirements that became effective in 2005, and six, which accounted for approximately 4.4%, 4.2% and 3.2% of our total net revenues in 2010,
2011 and 2012, respectively, have not yet been issued with any procurement license or permit. Although our hospital partners have applied to
the competent regulatory authorities for procurement licenses for these last six centers, we cannot assure you that they will be successful. If our
hospital partners fail to receive either a procurement license or an interim procurement permit, the centers in our network operating such medical
equipment may be required to discontinue operations and may be deprived of the revenue derived from the operation of such equipment or
assessed a fine, any of which could have a material adverse effect on our business, financial condition and results of operation.

17

Edgar Filing: Concord Medical Services Holdings Ltd - Form 20-F

Table of Contents 32



Table of Contents

We believe that the 20 units of equipment, for which procurement permits or authorizations were obtained from the regulatory authorities prior
to the implementation of the quota requirement but no new procurement licenses or interim procurement permits under the 2005 quota
requirements have been issued, are unlikely to face fines or other penalties from such regulatory authorities, although we cannot be certain.
These 20 units of equipment accounted for approximately 15.9%, 12.5% and 6.6% of our total net revenues in 2010, 2011 and 2012,
respectively. In addition, for the two units of medical equipment that were issued with interim procurement permits subsequent to the
implementation of the quota requirement, the relevant regulations require that hospitals pay taxes derived from the use of equipment covered by
such interim permits, which may increase the operating costs of the centers in our network that operate such equipment. Also, upon the
expiration of the useful life of medical equipment issued with interim procurement permits, hospitals are not permitted to replace such medical
equipment with a newer model, in which case we may not be able to continue or renew our agreements with such hospital partners with interim
procurement permits for medical equipment reaching the end of its life unless they are able to obtain a new procurement license.

Pricing for the services provided by our network of centers may be adversely affected by reductions in treatment and examination fees set by
the Chinese government.

Centers in our network are primarily located in non-profit civilian and military hospitals in China. The medical service fees charged by these
non-profit hospitals are subject to price ceilings set by the relevant provincial or regional price control authorities and healthcare administrative
authorities in accordance with the Opinion Concerning the Reform of Medical Service Pricing Management issued on July 20, 2000 by the
NDRC and the Ministry of Health. These price ceilings can be adjusted by those authorities downwards or upwards from time to time. For
example, in 2006, treatment fees for the head gamma knife in one of the centers in our network decreased by approximately 30% and in 2007,
and treatment fees for the body gamma knife in one of the centers in our network decreased by approximately 25%. However, overall, the
average medical service fees for each of the treatments and diagnostic imaging services provided across our network of centers have remained
stable since 2008. The relevant price control authorities and healthcare administrative authorities provide notices to hospitals, which in turn
provide immediate notice to us, as to any change in the pricing ceiling for medical services. The timing between when notices are provided by
the relevant price control authorities and healthcare administrative authorities and the effective date of such pricing change varies in different
cities and regions as well as the relevant medical services in question, but typically ranges from one to three months. According to the
Implementation Plan for the Recent Priorities of the Health Care System Reform (2009-2011), which was issued by the State Council on
March 18, 2009, the Chinese government is aiming to reduce the examination fees for large medical equipment. In addition, according to the
Opinion on the Reform of Pharmaceuticals and Healthcare Service Pricing Structures issued on November 9, 2009 by the NDRC, the Ministry
of Health and the Ministry of Human Resources and Social Security, or the MHRSS, the Chinese government is also aiming to reduce the
treatment fees for large medical equipment. If the examination or treatment fees for the services provided by the centers in our network are
reduced by the government under these or other policies, our contracted percentage of each center�s revenue net of specified operating expenses
may decrease, hospitals may be discouraged from entering into or renewing their agreements with us, and our business, financial condition and
results of operations may be materially and adversely affected.

Our business may be harmed by technological and therapeutic changes or by shifts in doctors� or patients� preferences for alternative
treatments.

The treatment of cancer patients is subject to potentially revolutionary technological and therapeutic changes. Future technological
developments could render our equipment and the services provided in our network of centers obsolete. We may incur significant costs in
replacing or modifying equipment in which we have already made a substantial investment prior to the end of its anticipated useful life. In
addition, there may be significant advances in other cancer treatment methods, such as chemotherapy, surgery, biological therapy, or in cancer
prevention techniques, which could reduce demand or even eliminate the need for the radiotherapy services that we provide. Also, patients and
doctors may choose alternative cancer therapies over radiotherapy due to any number of reasons. Any shifts in doctors� or patients� preferences for
other cancer therapies over radiotherapy may have a material adverse effect on our business, financial condition and results of operations.

The technology used in some of our radiotherapy equipment, particularly our body gamma knife and our proton beam therapy system, has
been in use for a limited period of time and the international medical community has not yet developed a large quantity of peer-reviewed
literature that supports their safe and effective use.

The technology in some of our radiotherapy equipment, particularly the body gamma knife system and the proton beam therapy system, has
been in use for a limited period of time, and the international medical community has not yet developed a large quantity of peer-reviewed
literature that supports their safe and effective use. As a result, such technology may not continue to gain acceptance by doctors and patients in
China or may lose any acceptance such technology has previously gained if negative information were to emerge concerning their effectiveness
or safety. As our agreements with manufacturers do not directly address such contingencies, we cannot assure you that equipment manufacturers
would allow us to return their equipment or to otherwise reimburse us for any losses that we may suffer under all such circumstances. Since each
unit of our medical equipment represents a significant investment, any of the foregoing could have a material adverse effect on our business,
financial condition and results of operation.
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Our business may be adversely affected by impending healthcare reforms in China.

In January 2009, the Chinese government approved in principle a healthcare reform plan to address the affordability of healthcare services, the
rural healthcare system and healthcare service quality in China. In March 2009, the Chinese government published the healthcare reform plan for
2009 to 2010, which broadly addressed medical insurance coverage, essential medicines, provision of basic healthcare services and reform of
public hospitals. The published healthcare reform plan also called for additional government spending on healthcare over the next three years of
RMB850.0 billion to support the reform plan. According to the Implementation Plan for the Recent Priorities of the Health Care System Reform
(2009-2011), which was issued by the State Council on March 18, 2009, the Chinese government is aiming to reduce the examination fees for
large medical equipment. In addition, according to the Opinion on the Reform of Pharmaceuticals and Healthcare Service Pricing Structures
issued on November 9, 2009 by the NDRC, the Ministry of Health and the MHRSS, the Chinese government is also aiming to reduce the
treatment fees for large medical equipment. Although many details related to the implementation of the healthcare reform plan are not yet clear,
the implementation of any policy that reduces examination or treatment fees for large medical equipment or provides more funding for hospitals
to purchase their own equipment may have a material and adverse effect on our business, financial condition and results of operations.

Some details of the implementation of the healthcare reform that have been published, including a policy drafted jointly by five ministries,
including the Ministry of Finance, NDRC and the Ministry of Health, providing general principles and guidelines for government subsidies and
investments in the public healthcare system, a policy statement allowing doctors to practice in up to three hospital within the same province, and
the release of a list of 307 essential drugs whose prices are subject to central government guidelines and provincial government tenders. The
distribution of these drugs is expected to encompass all government-owned healthcare facilities by 2020. In addition, the government has
implemented a pilot plan as to the new rural healthcare insurance program whereby patients are required to pay hospitals only a portion of their
medical expenses upfront and hospitals are required to seek payment of the balance from the government. Any resulting disputes or late or
delinquent reimbursement payments may affect the collection of revenue at our network of centers and could increase our accounts receivables
days. On February 11, 2010, the Ministry of Health, the State Commission Office for Public Sector Reform, the NDRC, the Ministry of Finance
and the MHRSS jointly issued the Guidance of Pilots of Public Hospital Reform, or the Public Hospital Reform Guidance, which provides the
general plan and policy of public hospital reforms that encourages private capital to invest in the medical service industry. Hospitals may take
measures through cooperation, management and reorganization to promote the rational distribution of medical resources. The Public Hospital
Reform Guidance may result in an increase competition as hospitals receive more private capital to finance the construction and operation of
their own radiotherapy and diagnostic imaging center. In addition, the PRC government also calls for the reduction of the examination or
treatment fees for large medical equipment in the Public Hospital Reform Guidance which may adversely affect our business, financial condition
and results of operations. See ��Pricing for the services provided by our network of centers may be adversely affected by reductions in treatment
and examination fees set by the Chinese government.�

We or our hospital partners may be unable to obtain various permits and authorizations from regulatory authorities in China relating to our
medical equipment, which could delay the installation or interrupt the operation of our equipment.

For our hospital-based centers, our hospital partners are required to obtain a radiation safety permit from the Ministry of Environmental
Protection, or MEP, and a radiotherapy permit from the competent healthcare administrative authorities in order to operate the medical
equipment in our network of centers that contains radioactive materials or emit radiation during operation. Our hospital partners are also
required to obtain a radiation worker permit from the competent provincial healthcare administrative authorities for each medical technician who
operates such equipment. Any failure on the part of our hospital partners to obtain approvals or renewals of these permits from the MEP or the
competent healthcare administrative authorities could delay the installation, or interrupt the operation, of our medical equipment, either of which
could have a material adverse effect on our business, financial condition and results of operation.

Each of our planned specialty cancer hospitals that will be majority owned by us will be required to obtain a radiation safety permit from the
MEP and a radiotherapy permit as well as a medical institution practicing license and radiation worker permits for our staff from the relevant
provincial healthcare administrative authorities. Any failure on our part to obtain approvals or renewals of these permits could delay the opening,
or interrupt the operation, of our specialty cancer hospitals, which could have a material adverse effect on our business, financial condition and
results of operation. For more information on risks related to our planned specialty cancer hospitals, see ��Risks Related to Our Business�We plan
to establish and operate additional specialty cancer hospitals that will be majority owned by us and are subject to significant risks.�
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If the government and public insurers in the PRC do not continue to provide sufficient coverage and reimbursement for the radiotherapy
and diagnostic imaging services provided by our network of centers, our revenues could be adversely affected.

Although self payments account for a high percentage of total medical expenses in China, approximately 27.5% of total medical expenses were
sourced from direct payments by the government and approximately 35.1% of total medical expenses were sourced from government-directed
public medical insurance schemes, commercial insurance plans and employers in 2009, according to the Ministry of Health. For public servants
and others covered by 1989 Administrative Measure on Public Health Service and the 1997 Circular of Reimbursement Coverage of Large
Medical Equipment of Public Health Service, the government currently either fully or partially reimburses medical expenses for certain
approved cancer diagnosis and radiotherapy treatment services, including treatments utilizing linear accelerators and diagnostic imaging services
utilizing CT and MRI scanners. However, gamma knife treatments and PET scans are currently not eligible for reimbursement under this plan.
Urban residents in China are covered by one of two urban public medical insurance schemes and rural residents are covered under a new rural
healthcare insurance program launched in 2003. The urban employees basic medical insurance scheme, which covers employed urban residents,
partially reimburses urban workers for treatments utilizing linear accelerators and gamma knife systems and diagnostic imaging services
utilizing CT and MRI scanners, with reimbursement levels varying from province to province. For urban non-workers and rural residents, the
types of cancer diagnosis and radiotherapy treatments that are covered are generally set with reference to the policy for urban employees in the
same region of the country, but the reimbursement levels for covered medical expenses for urban non-workers and rural residents, which vary
widely from region to region and treatment to treatment, are generally lower than those for urban employees in the same region. We cannot
assure you that the current coverage or reimbursement levels for cancer diagnosis or radiotherapy treatments will persist. If the national or
provincial authorities in China decide to reduce the coverage or reimbursement levels for the radiotherapy and diagnostic imaging services
provided by our network of centers, patients may opt for or be forced to resort to other forms of cancer therapy and our business, financial
condition and results of operation could be materially and adversely affected.

Risks Related to Doing Business in China

Adverse changes in political, economic and other policies of the Chinese government could have a material adverse effect on the overall
economic growth of China, which could materially and adversely affect the growth of our business and our competitive position.

All of our business operations are conducted in China. Accordingly, our business, financial condition, results of operations and prospects are
affected significantly by economic, political and legal developments in China. The Chinese economy differs from the economies of most
developed countries in many respects, including:

� the degree of government involvement;

� the level of development;

� the growth rate;

� the control of foreign exchange;

� the allocation of resources;

� an evolving regulatory system; and

� lack of sufficient transparency in the regulatory process.
While the Chinese economy has experienced significant growth in the past 30 years, growth has been uneven, both geographically and among
various sectors of the economy. The Chinese economy has also experienced certain adverse effects due to the recent global financial crisis. The
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Chinese government has implemented various measures to encourage economic growth and guide the allocation of resources. Some of these
measures benefit the overall Chinese economy, but may also have a negative effect on us. For example, our financial condition and results of
operations may be adversely affected by government control over capital investments or changes in tax regulations that are applicable to us.

The Chinese economy has been transitioning from a planned economy to a more market-oriented economy. Although in recent years the Chinese
government has implemented measures emphasizing the utilization of market forces for economic reform, the reduction of state ownership of
productive assets and the establishment of sound corporate governance in business enterprises, a substantial portion of the productive assets in
China is still owned by the Chinese government. The continued control of these assets and other aspects of the national economy by the Chinese
government could materially and adversely affect our business. The Chinese government also exercises significant control over Chinese
economic growth through the allocation of resources, controlling payment of foreign currency-denominated obligations, setting monetary policy
and providing preferential treatment to particular industries or companies.

Any adverse change in the economic conditions or government policies in China could have a material adverse effect on overall economic
growth and the level of healthcare investments and expenditures in China, which in turn could lead to a reduction in demand for our products
and consequently have a material adverse effect on our businesses.
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Uncertainties with respect to the PRC legal system could have a material adverse effect on us.

The PRC legal system is based on written statutes. Prior court decisions may be cited for reference but have limited precedential value. In 1979,
the PRC government began to promulgate a comprehensive system of laws and regulations governing economic matters in general. The overall
effect of legislation since then has been to significantly enhance the protections afforded to various forms of foreign investments in China. We
conduct all of our business through our subsidiaries established in China. These subsidiaries are generally subject to laws and regulations
applicable to foreign investment in China and, in particular, laws applicable to foreign-invested enterprises. However, since these laws and
regulations are relatively new and the PRC legal system continues to rapidly evolve, the interpretations of many laws, regulations and rules are
not always uniform and enforcement of these laws, regulations and rules involves uncertainties, which may limit legal protections available to
us. In addition, some regulatory requirements issued by certain PRC government authorities may not be consistently applied by other
government authorities (including local government authorities), thus making strict compliance with all regulatory requirements impractical, or
in some circumstances, impossible. For example, we may have to resort to administrative and court proceedings to enforce the legal protection
that we enjoy either by law or contract. However, since PRC administrative and court authorities have significant discretion in interpreting and
implementing statutory and contractual terms, it may be more difficult to evaluate the outcome of administrative and court proceedings and the
level of legal protection we enjoy than in more developed legal systems. These uncertainties may impede our ability to enforce the contracts we
have entered into with our business partners, customers and suppliers. In addition, such uncertainties, including the inability to enforce our
contracts, together with any development or interpretation of PRC law that is adverse to us, could materially and adversely affect our business
and operations. Furthermore, intellectual property rights and confidentiality protections in China may not be as effective as in the United States
or other countries. Accordingly, we cannot predict the effect of future developments in the PRC legal system, including the promulgation of new
laws, changes to existing laws or the interpretation or enforcement thereof, or the preemption of local regulations by national laws. These
uncertainties could limit the legal protections available to us and other foreign investors, including you. In addition, any litigation in China may
be protracted and result in substantial costs and diversion of our resources and management attention.

The M&A rule establishes more complex procedures for some acquisitions of Chinese companies by foreign investors, which could make it
more difficult for us to pursue growth through acquisitions in China.

The M&A rule establishes additional procedures and requirements that could make some acquisitions of Chinese companies by foreign investors
more time-consuming and complex, including requirements in some instances that the Ministry of Commerce be notified in advance of any
change-of-control transaction in which a foreign investor takes control of a Chinese domestic enterprise. We may grow our business in part by
acquiring complementary businesses. Complying with the requirements of the M&A rule to complete such transactions could be
time-consuming, and any required approval processes, including obtaining approval from the Ministry of Commerce, may delay or inhibit our
ability to complete such transactions, which could affect our ability to expand our business or maintain our market share.
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Recent PRC regulations, particularly SAFE Circular No. 75 relating to acquisitions of PRC companies by foreign entities, may limit our
ability to acquire PRC companies and adversely affect the implementation of our strategy as well as our business and prospects.

In 2005, the State Administration of Foreign Exchange, or the SAFE issued a number of rules regarding offshore investments by PRC residents.
The currently effective rule, the Notice on Issues Relating to the Administration of Foreign Exchange in Fund-Raising and Return Investment
Activities of Domestic Residents Conducted Via Offshore Special Purpose Companies, known as SAFE Circular No. 75, was issued on
October 21, 2005 and further clarified by Circular No. 106 issued by the SAFE on May 29, 2007. SAFE Circular No. 75 requires PRC residents
to register with and receive approvals from the SAFE in connection with certain offshore investment activities. Since we are a Cayman Islands
company that is controlled by PRC residents, we are affected by the registration requirements imposed by SAFE Circular No. 75. Also, any
failure by our shareholders who are PRC residents to comply with SAFE Circular No. 75, or change in SAFE policy and regulations in respect of
SAFE Circular No. 75, could adversely affect us in a variety of ways. SAFE Circular No. 75 provides, among other things, that prior to
establishing or assuming control of an offshore company for the purpose of transferring to that offshore company assets of, or equity interests in,
an enterprise in the PRC, each PRC resident (whether a natural or legal person) who is an ultimate controller of the offshore company must
complete prescribed registration procedures with the relevant local branch of the SAFE. Such PRC resident must amend his or her SAFE
registration under certain circumstances, including upon any further transfer of equity interests in, or assets of, an onshore enterprise to the
offshore company as well as any material change in the capital of the offshore company, including by way of a transfer or swap of shares, a
merger or division, a long-term equity or debt investment or the creation of any security interests in favor of third parties. The registration and
filing procedures under SAFE rules are prerequisites for other approval and registration procedures necessary for capital inflow from the
offshore entity, such as inbound investments or shareholder loans, or capital outflow to the offshore entity, such as the payment of profits or
dividends, liquidating distributions, equity sale proceeds, or the return of funds upon a capital reduction. SAFE Circular No. 75 applies
retroactively and to indirect shareholdings. PRC residents who have established or acquired direct or indirect control of offshore companies that
have made onshore investments in the PRC in the past are required to complete the registration procedures by March 31, 2006. On May 27,
2011, the SAFE issued Circular of the State Administration of Foreign Exchange on Printing and Distributing on the Operating Rules for the
Administration of Foreign Exchange with Respect to the Financing and Round-tripping Investment of Domestic Residents via Overseas Special
Purpose Companies, called as SAFE Circular No.19 as well, in which regulates procedures in detail, including legal basis, materials to be
examined, principles for examination and scope of authorization for all kinds of relevant registrations. The failure or inability of a PRC resident
shareholder to receive any required approvals or make any required registrations could subject the PRC subsidiary to fines and legal sanctions,
restrict the offshore company�s additional investments in the PRC subsidiary, or limit the PRC subsidiary�s ability to make distributions or pay
dividends offshore. Due in part to the uncertainties relating to the interpretation and execution of SAFE Circular No. 75 and No.19, their effect
on companies such as ours is difficult to predict.

Currently, several of our shareholders who are residents in the PRC and are subject to the above registration or amendment of registration
requirements have applied to SAFE�s local branches to make the required make-up SAFE registration with respect to their existing investments in
our company. Furthermore, there may be additional PRC shareholders, whose identities we may not be aware of and whose actions we do not
control, who are not in compliance with the registration procedures set forth in SAFE Circular No. 75 and No.19. If the SAFE determines that
any of our PRC shareholders failed to make filings that they should have made with respect to any of our offshore entities, we could be subject
to fines and legal penalties, or the SAFE could impose restrictions on our foreign exchange activities, including the payment of dividends and
other distributions to us or our affiliates and our PRC subsidiaries� ability to receive capital from us. Any of these actions could, among other
things, materially and adversely affect our business operations, acquisition opportunities and financing alternatives.

PRC regulation of loans and direct investment by offshore holding companies to PRC entities may delay or prevent us from using the
proceeds of our initial public offering to make loans or additional capital contributions to our PRC subsidiaries.

In utilizing the proceeds from our initial public offering in December 2009 or from any further offerings, as an offshore holding company of our
PRC subsidiaries, we may make loans to our PRC subsidiaries, or we may make additional capital contributions to our PRC subsidiaries. Any
loans to our PRC subsidiaries are subject to PRC regulations and approvals. For example, loans by us to our wholly owned PRC subsidiaries in
China, each of which is a foreign-invested enterprise, to finance their activities cannot exceed statutory limits and must be registered with the
SAFE or its local counterpart.

We may also decide to finance our PRC subsidiaries through capital contributions. These capital contributions must be approved by the Ministry
of Commerce in China or its local counterpart. We cannot assure you that we will be able to obtain these government registrations or approvals
on a timely basis, if at all, with respect to future loans or capital contributions by us to our subsidiaries or any of their respective subsidiaries. If
we fail to receive such registrations or approvals, our ability to use the proceeds of our initial public offering and to capitalize our PRC
operations may be negatively affected, which could adversely and materially affect our liquidity and our ability to fund and expand our business.
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Governmental control of currency conversion may limit our ability to use our revenues effectively and the ability of our PRC subsidiaries to
obtain financing.

We receive all of our revenues in Renminbi, which currently is not a freely convertible currency. Restrictions on currency conversion imposed
by the PRC government may limit our ability to use revenues generated in Renminbi to fund our expenditures denominated in foreign currencies
or our business activities outside China, if any. Under China�s existing foreign exchange regulations, Renminbi may be freely converted into
foreign currency for payments relating to �current account transactions,� which include among other things dividend payments and payments for
the import of goods and services, by complying with certain procedural requirements. Our PRC subsidiaries are able to pay dividends in foreign
currencies to us without prior approval from the SAFE, by complying with certain procedural requirements. Our PRC subsidiaries may also
retain foreign currency in their respective current account bank accounts for use in payment of international current account transactions.
However, we cannot assure you that the PRC government will not take measures in the future to restrict access to foreign currencies for current
account transactions.

Conversion of Renminbi into foreign currencies, and of foreign currencies into Renminbi, for payments relating to �capital account transactions,�
which principally includes investments and loans, generally requires the approval of SAFE and other relevant PRC governmental authorities.
Restrictions on the convertibility of the Renminbi for capital account transactions could affect the ability of our PRC subsidiaries to make
investments overseas or to obtain foreign currency through debt or equity financing, including by means of loans or capital contributions from
us. In particular, if our PRC subsidiaries borrow foreign currency from us or other foreign lenders, they must do so within approved limits that
satisfy their approval documentation and PRC debt to equity ratio requirements. Further, such loans must be registered with the SAFE or its
local counterpart. In practice, it could be time-consuming to complete such SAFE registration process.

If we finance our PRC subsidiaries through additional capital contributions, the amount of these capital contributions must be approved by the
Ministry of Commerce in China or its local counterpart. On August 29, 2008, SAFE promulgated Circular 142, a notice regulating the
conversion by a foreign-invested company of foreign currency into Renminbi by restricting how the converted Renminbi may be used. The
notice requires that Renminbi converted from the foreign currency-denominated capital of a foreign-invested company may only be used for
purposes within the business scope approved by the applicable governmental authority and may not be used for equity investments within the
PRC unless specifically provided for otherwise in its business scope. In addition, SAFE strengthened its oversight of the flow and use of
Renminbi funds converted from the foreign currency-denominated capital of a foreign-invested company. The use of such Renminbi may not be
changed without approval from SAFE, and may not be used to repay Renminbi loans if the proceeds of such loans have not yet been used for
purposes within the company�s approved business scope. Violations of Circular 142 may result in severe penalties, including substantial fines as
set forth in the Foreign Exchange Administration Regulations.

We cannot assure you that we will be able to complete the necessary government registrations or obtain the necessary government approvals on
a timely basis, if at all, with respect to future loans by us to our PRC subsidiaries or with respect to future capital contributions by us to our PRC
subsidiaries. If we fail to complete such registrations or obtain such approvals, our ability to use the proceeds we receive from our initial public
offering and to capitalize or otherwise fund our PRC operations may be negatively affected, which could adversely and materially affect our
liquidity and our ability to fund and expand our business.

Fluctuations in the value of the Renminbi may have a material adverse effect on your investment.

The value of the Renminbi against the U.S. dollar and other currencies may fluctuate and is affected by, among other things, changes in China�s
political and economic conditions. The conversion of Renminbi into foreign currencies, including U.S. dollars, has historically been set by the
People�s Bank of China. On April 16, 2012, the PRC government changed its policy of pegging the value of the Renminbi to the U.S. dollar.
Under the new policy, the Renminbi is permitted to fluctuate within a band against a basket of certain foreign currencies, determined by the
Bank of China, against which it can rise or fall by as much as 1% each day.

There remains significant international pressure on the PRC government to further liberalize its currency policy, which could result in a further
and more significant appreciation in the value of the Renminbi against the U.S. dollar. In addition, as we rely entirely on dividends paid to us by
our PRC subsidiaries, any significant revaluation of the Renminbi may have a material adverse effect on our revenues and financial condition,
and the value of any dividends payable on our ADSs in foreign currency terms. For example, to the extent that we need to convert U.S. dollars
that we receive from a future offering into Renminbi for our operations, appreciation of the Renminbi against the U.S. dollar would have an
adverse effect on the Renminbi amount that we receive from the conversion. Conversely, if we decide to convert our Renminbi into U.S. dollars
for the purpose of making payments for dividends on our ordinary shares or ADSs or for other business purposes, appreciation of the U.S. dollar
against the Renminbi would have a negative effect on the U.S. dollar amount available to us. In addition, appreciation or depreciation in the
value of the Renminbi relative to the U.S. dollar would affect our financial results reported in U.S. dollar terms without giving effect to any
underlying change in our business or results of operations.
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The increase in the PRC enterprise income tax and the discontinuation of the preferential tax treatment currently available to us could, in
each case, result in a decrease of our net income and materially and adversely affect our financial condition and results of operations.

Our PRC subsidiaries are incorporated in the PRC and are governed by applicable PRC income tax laws and regulations. Prior to January 1,
2008, entities established in the PRC were generally subject to a 30% state and 3% local enterprise income tax rate. There were various
preferential tax treatments promulgated by national tax authorities that were available to foreign-invested enterprises or enterprises located in
certain areas of China. In addition, some local tax authorities may allow enterprises registered in their tax jurisdiction to enjoy lower preferential
tax treatments according to local preferential tax policy. The PRC Enterprise Income Tax Law, or the EIT Law, was enacted on March 16, 2007
and became effective on January 1, 2008. The implementation regulations under the EIT Law issued by the PRC State Council became effective
January 1, 2008. Under the EIT Law and the implementation regulations, the PRC has adopted a uniform tax rate of 25% for all enterprises
(including foreign-invested enterprises) and revoked the previous tax exemption, reduction and preferential treatments applicable to
foreign-invested enterprises. However, there is a transition period for enterprises, whether foreign-invested or domestic, that received
preferential tax treatments granted in accordance with the then prevailing tax laws and regulations prior to January 1, 2008. Enterprises that were
subject to an enterprise income tax rate lower than 25% prior to January 1, 2008 may continue to enjoy the lower rate and gradually transition to
the new tax rate within five years after the effective date of the EIT Law. In 2010, our subsidiary Shanghai Medstar had a preferential income
tax rate of 22% that is increased to 24% in 2011 and 25% in 2012. We cannot assure you that the preferential income tax rates that we enjoy will
not be phased out at a faster rate or will not be discontinued altogether, either of which could result in a decrease of our net income and
materially and adversely affect our financial condition and results of operations.

Also, the reduced enterprise income tax rate of 15%, as described above, that our subsidiary Shanghai Medstar enjoyed before January 1, 2008,
was granted based on Shanghai tax authorities� local preferential tax policy. It is uncertain whether the transitional tax rates under the EIT Law
would apply to companies that enjoyed a preferential reduced tax rate of 15% under a local preferential tax policy. If Shanghai Medstar cannot
enjoy such transitional tax rates under the EIT Law, it will be subject to the standard enterprise income tax rate, which is currently 25%, and our
income tax expenses would increase, which would have a material adverse effect on our net income and results of operation. In addition, under
current PRC regulations, if it is determined that a taxpayer has underpaid tax due to prior incorrect advice from relevant tax authorities, the
taxpayer may still be required to retroactively pay the full amount of unpaid tax within three years of such determination, although the taxpayer
would not be subject to any penalty or late payment interest. If we are required to make such retroactive tax payments due to the retroactive
cancellation of Shanghai Medstar�s preferential reduced enterprise income tax rate of 15%, our financial condition and results of operation could
be materially and adversely affected.

We rely on dividends paid by our subsidiaries for our cash needs, and any limitation on the ability of our subsidiaries to make payments to us
could have a material adverse effect on our ability to conduct our business.

We conduct all of our business through our consolidated subsidiaries incorporated in China. We rely on dividends paid by these consolidated
subsidiaries for our cash needs, including the funds necessary to pay any dividends and other cash distributions to our shareholders, to service
any debt we may incur and to pay our operating expenses. The payment of dividends by entities established in China is subject to limitations.
Regulations in China currently permit payment of dividends only out of accumulated profits as determined in accordance with accounting
standards and regulations in China. Each of our PRC subsidiaries, including wholly foreign-owned enterprises, or WFOEs, and joint venture
enterprises is also required to set aside at least 10% of its after-tax profit based on PRC accounting standards each year to its general reserves or
statutory capital reserve fund until the aggregate amount of such reserves reaches 50% of its respective registered capital. Our statutory reserves
are not distributable as loans, advances or cash dividends. We anticipate that in the foreseeable future our PRC subsidiaries will need to continue
to set aside 10% of their respective after-tax profits to their statutory reserves. In addition, if any of our PRC subsidiaries incurs debt on its own
behalf in the future, the instruments governing the debt may restrict its ability to pay dividends or make other distributions to us. Any limitations
on the ability of our PRC subsidiaries to transfer funds to us could materially and adversely limit our ability to grow, make investments or
acquisitions that could be beneficial to our business, pay dividends and otherwise fund and conduct our business.

In addition, under the EIT law, the Circular issued by the State Administration of Taxation on January 29, 2008 regarding a summary on the
dividend rates under the double tax treaties, or Notice 112, the Arrangement between the Mainland of China and the Hong Kong Special
Administrative Region for the Avoidance of Double Taxation and the Prevention of Fiscal Evasion with respect to Taxes on Income, or
PRC-HK DTA, or the Double Taxation Arrangement (Hong Kong), which became effective on December 8, 2006, and the Notice of the State
Administration of Taxation Regarding Interpretation and Recognition of Beneficial Owners under Tax Treaties, or Notice 601, which became
effective on October 27, 2009, dividends from our PRC subsidiaries paid to us through our Hong Kong subsidiary may be subject to a
withholding tax at a rate of 10%, or at a rate of 5% if our Hong Kong subsidiary is considered as a �beneficial owner� that is generally engaged in
substantial business activities and entitled to treaty benefits under the Double Taxation Arrangement (Hong Kong). Furthermore, the ultimate tax
rate will be determined by treaty between the PRC and the tax residence of the holder of the PRC subsidiary. We are actively monitoring the
proposed withholding tax and are evaluating appropriate organizational changes to minimize the corresponding tax impact.
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Dividends we receive from our operating subsidiaries located in the PRC would be subject to PRC withholding tax.

The EIT Law provides that a maximum income tax rate of 20% may be applicable to dividends payable to non-PRC investors that are
�non-resident enterprises,� to the extent such dividends are derived from sources within the PRC, and the State Council has reduced such rate to
10%, in the absence of any applicable tax treaties that may reduce such rate, through the implementation regulations. We are a Cayman Islands
holding company and substantially all of our income may be derived from dividends we receive from our operating subsidiaries located in the
PRC. If we are required under the EIT Law to pay income tax for any dividends we receive from our subsidiaries, the amount of dividends, if
any, we may pay to our shareholders and ADS holders may be materially and adversely affected.

According to the PRC-HK DTA, Notice 112, Notice 601 and Guoshuihan [2009] No. 81, dividends paid to enterprises incorporated in Hong
Kong are subject to a withholding tax of 5% provided that a Hong Kong resident enterprise owns over 25% of the PRC enterprise continuously
in the last 12 months before distributing the dividend and can be considered as a �beneficial owner� and entitled to treaty benefits under the
PRC-HK DTA. Thus, as Cyber Medical is a Hong Kong company and owns 100% of CMS Hospital Management, under the aforementioned
arrangement dividends paid to us through Cyber Medical by CMS Hospital Management may be subject to the 5% income tax if we and Cyber
Medical are considered as �non-resident enterprises� under the EIT Law and Cyber Medical is considered as a �beneficial owner� and entitled to
treaty benefits under the PRC-HK DTA . If Cyber Medical is not regarded as the beneficial owner of any such dividends, it will not be entitled to
the treaty benefits under the PRC-HK DTA. As a result, such dividends would be subject to normal withholding income tax of 10% as provided
by the PRC domestic law rather than the favorable rate of 5% applicable under the PRC-HK DTA.

The British Virgin Islands, where OMS, the direct holding company of Aohua Medical Technology, is incorporated, does not have a tax treaty
with the PRC. Thus, if OMS is considered a �non-resident enterprise� under the EIT law, the 10% withholding tax would be imposed on our
dividend income received from Aohua Technology.

We may be classified as a �resident enterprise� for PRC enterprise income tax purposes, which could result in unfavorable tax
consequences to us and our non-PRC shareholders.

The EIT Law provides that enterprises established outside of China whose �effective management organizations� are located in China are
considered �resident enterprises� and are generally subject to the uniform 25% enterprise income tax rate on their worldwide income. In addition, a
circular issued by the State Administration of Taxation on April 22, 2009 regarding the standards used to classify certain Chinese-invested
enterprises controlled by Chinese enterprises or Chinese group enterprises and established outside of China as �resident enterprises� clarified that
dividends and other income paid by such �resident enterprises� will be considered to be PRC source income, subject to PRC withholding tax,
currently at a rate of 10%, when recognized by non-PRC enterprise shareholders. This circular also subjects such �resident enterprises� to various
reporting requirements with the PRC tax authorities. Under the implementation regulations to the enterprise income tax, a �effective management
organizations� is defined as a body that has material and overall management and control over the manufacturing and business operations,
personnel and human resources, finances and properties of an enterprise. In addition, the circular mentioned above sets out criteria for
determining whether �effective management organizations� are located in China for overseas incorporated, domestically controlled enterprises.
However, as this circular only applies to enterprises established outside of China that are controlled by PRC enterprises or groups of PRC
enterprises, it remains unclear how the tax authorities will determine the location of �effective management organizations� for overseas
incorporated enterprises that are controlled by individual PRC residents like us and some of our subsidiaries. Therefore, although substantially
all of our management is currently located in the PRC, it remains unclear whether the PRC tax authorities would require our overseas registered
entities to be treated as PRC tax resident enterprises. We do not currently consider our company to be a PRC tax resident enterprise. However, if
the PRC tax authorities disagree with our assessment and determine that we are a �resident enterprise,� we may be subject to enterprise income tax
at a rate of 25% on our worldwide income and dividends paid by us to our non-PRC shareholders as well as capital gains recognized by them
with respect to the sale of our shares may be subject to a PRC withholding tax. This will have an impact on our effective tax rate, a material
adverse effect on our net income and results of operations, and may require us to withhold tax on our non-PRC shareholders.
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Dividends payable by us to our foreign investors and gains on the sale of our ADSs or ordinary shares may become subject to taxes under
PRC tax laws.

Under the EIT Law and implementation regulations issued by the State Council, a 10% PRC income tax is applicable to dividends payable to
investors that are �non-resident enterprises,� which do not have an establishment or place of business in the PRC or which have such establishment
or place of business but have income not effectively connected with the establishment or place of business, to the extent such dividends are
derived from sources within the PRC. Similarly, any gain realized on the transfer of ADSs or shares by such investors is also subject to a 10%
PRC income tax if such gain is regarded as income derived from sources within the PRC. It is unclear whether dividends paid on our ordinary
shares or ADSs, or any gain realized from the transfer of our ordinary shares or ADSs, would be treated as income derived from sources within
the PRC and would as a result be subject to PRC tax. If we are considered a PRC �resident enterprise,� then any dividends paid to our overseas
shareholders or ADS holders that are �non-resident enterprises� may be regarded as being derived from PRC sources and, as a result, would be
subject to PRC withholding tax at a rate of 10%. In addition, if we are considered a PRC �resident enterprise,� non-resident enterprise shareholders
of our ordinary shares or ADSs may be eligible for the benefits of income tax treaties entered into between China and other countries. If we are
required under the EIT Law to withhold PRC income tax on dividends payable to our non-PRC investors that are �non-resident enterprises,� or if
you are required to pay PRC income tax on the transfer of our ordinary shares or ADSs, the value of your investment in our ordinary shares or
ADSs may be materially and adversely affected.

If we are found to have failed to comply with applicable laws, we may incur additional expenditures or be subject to significant fines and
penalties.

Our operations are subject to PRC laws and regulations applicable to us. However, the scope of many PRC laws and regulations are uncertain,
and their implementation could differ significantly in different localities. In certain instances, local implementation rules and their
implementation are not necessarily consistent with the regulations at the national level. Although we strive to comply with all applicable PRC
laws and regulations, we cannot assure you that the relevant PRC government authorities will not determine that we have not been in compliance
with certain laws or regulations.

Our auditor, like other independent registered public accounting firms operating in China, is not permitted to be subject to inspection by
Public Company Accounting Oversight Board, and as such, investors may be deprived of the benefits of such inspection.

Our independent registered public accounting firm that issues the audit reports included in our annual reports filed with the SEC, as an auditor of
companies that are traded publicly in the United States and a firm registered with the Public Company Accounting Oversight Board (United
States), or PCAOB, is required by the laws of the United States to undergo regular inspections by PCAOB to assess its compliance with the laws
of the United States and professional standards. Because our auditor is located in China, a jurisdiction where PCAOB is currently unable to
conduct inspections without the approval of the PRC authorities, our auditor, like other independent registered public accounting firms operating
in China, is currently not inspected by PCAOB.

Inspection of other firms that PCAOB has conducted outside of China have identified deficiencies in those firms� audit procedures and quality
control procedures, which may be addressed as part of the inspection process to improve future auditor quality. The inability of PCAOB to
conduct inspections of independent registered public accounting firms operating in China makes it more difficult to evaluate the effectiveness of
our auditor�s audit procedures or quality control procedure. As a result, investors may be deprived of the benefits of PCAOB inspections.

We face risks related to natural disasters and health epidemics in China, which could have a material adverse effect on our business and
results of operations.

Our business could be materially and adversely affected by natural disasters or the outbreak of health epidemics in China. For example, in May
2008, Sichuan Province experienced a strong earthquake, measuring approximately 8.0 on the Richter scale, that caused widespread damage and
casualties. In addition, as our network of radiotherapy and diagnostic imaging centers are located in hospitals across China, our operations may
be particularly vulnerable to any health epidemic. In the last decade, the PRC has suffered health epidemics related to the outbreak of avian
influenza and severe acute respiratory syndrome, or SARS. Any future natural disasters or health epidemics in the PRC could also have a
material adverse effect on our business and results of operations.
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We may be adversely affected by the outcome of the administrative proceedings brought by the SEC against five accounting firms in China.

The SEC has brought administrative proceedings against five accounting firms in China recently, alleging that they refused to produce audit
work papers and other documents related to certain China-based companies under investigation by the SEC for potential accounting fraud. We
were not and are not subject to any SEC investigations, nor are we involved in the proceedings brought by the SEC against the accounting firms.
However, the independent registered public accounting firm that issues the audit reports included in our annual reports filed with the SEC is one
of the five accounting firms named in the SEC�s proceedings and we may be adversely affected by the outcome of the proceedings, along with
other U.S.-listed companies in China audited by these accounting firms. If the SEC prevails in the proceedings, our independent registered
public accounting firm and other four accounting firms in China that were named in the proceedings may be barred from practicing before the
SEC and hence unable to continue to be the auditors for China-based companies listed in the U.S. like ourselves. If none of the China-based
auditors are able to continue to be auditors for China-based companies listed in the U.S., we will not be able to meet the reporting requirements
under the Securities Exchange Act of 1934, as amended, or the Exchange Act, which may ultimately result in our deregistration by the SEC and
delisting from NYSE.

Risks Related to Our Ordinary Shares and ADSs

The market price for our ADSs may be volatile.

The market price for our ADSs has been and may continue to be highly volatile and subject to wide fluctuations in response to factors including
the following:

� announcements of technological or competitive developments;

� regulatory developments in China affecting us or our competitors;

� announcements of studies and reports relating to the effectiveness or safety of the services provided in our network of centers or
those of our competitors;

� actual or anticipated fluctuations in our quarterly operating results and changes or revisions of our expected results;

� changes in financial estimates by securities research analysts;

� changes in the economic performance or market valuations of other medical services companies;

� addition or departure of our senior management and other key personnel;

� release or expiry of lock-up or other transfer restrictions on our outstanding ordinary shares or ADSs;

� sales or perceived sales of additional ordinary shares or ADSs; and

� general economic or political conditions in China or elsewhere in the world.
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In addition, the securities market has from time to time experienced significant price and volume fluctuations that are not related to the operating
performance of particular companies. For example, the securities of some China-based companies that have listed their securities in the United
States have experienced significant volatility since their initial public offerings, including, in some cases, substantial price declines in the trading
prices of their securities. The trading performances of these Chinese companies� securities after their offerings may affect the attitudes of
investors toward Chinese companies listed in the United States, which consequently may impact the trading performance of our ADSs,
regardless of our actual operating performance. In addition, any negative news or perceptions about inadequate corporate governance practices
or fraudulent accounting, corporate structure or other matters of other Chinese companies may also negatively affect the attitudes of investors
towards Chinese companies in general, including us, regardless of whether we have engaged in any inappropriate activities. In particular, the
global financial crisis and the ensuing economic recessions in many countries have contributed and may continue to contribute to extreme
volatility in the global stock markets, such as the large decline in share prices in the United States, China and other jurisdictions in late 2008,
early 2009 and the second half of 2011. These broad market and industry fluctuations may adversely affect the market price of our ADSs. In the
past, following periods of volatility in the market price of a company�s securities, shareholders have often instituted securities class action
litigation against that company. If we were involved in a class action suit or other securities litigation, it would divert the attention of our senior
management, require us to incur significant expense and, whether or not adversely determined, could have a material adverse effect on our
business, financial condition, results of operations and prospects.
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Substantial future sales or perceived sales of our ADSs in the public market could cause the price of our ADSs to decline.

Sales of our ADSs or ordinary shares in the public market, or the perception that these sales could occur, could cause the market price of our
ADSs to decline. In addition, certain of our shareholders or their transferees and assignees have the right to cause us to register the sale of their
shares under the Securities Act upon the occurrence of certain circumstances. Registration of these shares under the Securities Act would result
in these shares becoming freely tradable without restriction under the Securities Act immediately upon the effectiveness of the registration. Sales
of these registered shares in the public market could cause the price of our ADSs to decline.

Holders of ADSs have fewer rights than shareholders and must act through the depositary to exercise those rights.

Holders of ADSs do not have the same rights as our shareholders and may only exercise voting rights with respect to the underlying ordinary
shares in accordance with the provisions of the deposit agreement. Under the deposit agreement, if the vote is by show of hands, the depositary
will vote the deposited securities in accordance with the voting instructions received from a majority of holders of ADSs that provided timely
voting instructions. If the vote is by poll, the depositary will vote the deposited securities in accordance with the voting instructions it timely
receives from ADS holders. In the event of poll voting, deposited securities for which no instructions are received will not be voted. Under our
third amended and restated articles of association, the minimum notice period required to convene a general meeting is seven days. When a
general meeting is convened, you may not receive sufficient notice of a shareholders� meeting to permit you to your ordinary shares to allow you
to cast your vote with respect to any specific matter. In addition, the depositary and its agents may not be able to send voting instructions to you
or carry out your voting instructions in a timely manner. We will make all reasonable efforts to cause the depositary to extend voting rights to
you in a timely manner, but we cannot assure you that you will receive the voting materials in time to ensure that you can instruct the depositary
to vote your shares. Furthermore, the depositary and its agents will not be responsible for any failure to carry out any instructions to vote, for the
manner in which any vote is cast or for the effect of any such vote. As a result, you may not be able to exercise your right to vote and you may
lack recourse if your ordinary shares are not voted as you requested. In addition, in your capacity as an ADS holder, you will not be able to call a
shareholder meeting.

You may be subject to limitations on transfers of your ADSs.

Your ADSs are transferable on the books of the depositary. However, the depositary may close its transfer books at any time or from time to
time when it deems is expedient to do so in connection with the performance of its duties. In addition, the depositary may refuse to deliver,
transfer or register transfers of ADSs generally when our books or the books of the depositary are closed, or at any time if we or the depositary
deem it advisable to do so because of any requirement of law or of any government or governmental body, or under any provision of the deposit
agreement, or for any other reason.

Your right to participate in any future rights offerings may be limited, which may cause dilution to your holdings and you may not receive
cash dividends if it is impractical to make them available to you.

We may, from time to time, distribute rights to our shareholders, including rights to acquire our securities. However, we cannot make any such
rights available to you in the United States unless we register such rights and the securities to which such rights relate under the Securities Act or
an exemption from the registration requirements is available. Also, under the deposit agreement, the depositary bank will not make rights
available to you unless the distribution to ADS holders of both the rights and any related securities are either registered under the Securities Act,
or exempted from registration under the Securities Act. We are under no obligation to file a registration statement with respect to any such rights
or securities or to endeavor to cause such a registration statement to be declared effective. Moreover, we may not be able to establish an
exemption from registration under the Securities Act. Accordingly, you may be unable to participate in our rights offerings and may experience
dilution in your holdings.
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In addition, the depositary has agreed to pay to you the cash dividends or other distributions it or the custodian receives on our ordinary shares or
other deposited securities after deducting its fees and expenses. You will receive these distributions in proportion to the number of ordinary
shares your ADSs represent. However, the depositary may, at its discretion, decide that it is inequitable or impractical to make a distribution
available to any holders of ADSs. For example, the depositary may determine that it is not practicable to distribute certain property through the
mail, or that the value of certain distributions may be less than the cost of mailing them. In these cases, the depositary may decide not to
distribute such property and you will not receive such distribution.

ITEM 4. INFORMATION ON THE COMPANY

A. History and Development of the Company
Concord Medical Services Holdings Limited, or Concord Medical, was incorporated in the Cayman Islands on November 27, 2007 as a limited
liability company. Concord Medical became our ultimate holding company on March 7, 2008, when the shareholders of Ascendium Group
Limited, or Ascendium, a holding company incorporated in the British Virgin Islands on September 10, 2007, exchanged all of their shares
Ascendium for shares of Concord Medical. Prior to that, on October 30, 2007, Ascendium had acquired 100% of the equity interest in Our
Medical Services, Ltd., or OMS, resulting in a change in control. We refer to this transaction as the OMS reorganization in this annual report.
Prior to the OMS reorganization, OMS, together with Shenzhen Aohua Medical Services Co., Ltd., or Aohua Medical, in which OMS
effectively held all of the equity interest at the time, operated all of our business.

Aohua Medical was incorporated by OMS on July 23, 1997 and OMS contributed RMB4.8 million to Aohua Medical, representing 90% of the
equity interest in Aohua Medical. The remaining 10% equity interest in Aohua Medical was held by two nominees who acted as the custodians
of such equity interest. On June 10, 2009, this 10% equity interest was transferred to our subsidiary Shenzhen Aohua Medical Leasing and
Services Co., Ltd., or Aohua Leasing. The two nominees have not maintained their required capital contributions at any time subsequent to the
incorporation of Aohua Medical. Due to this capital deficiency as well as other legal conditions, the two nominees had no legal rights to
participate either retrospectively or prospectively at any time in any profits or losses of Aohua Medical or to share in any residual assets or any
proceeds in the event that Aohua Medical encountered a liquidation event. For these reasons, we did not account for this 10% equity interest as a
minority interest in our consolidated results of operations or financial position.

On July 31, 2008, our subsidiary Ascendium acquired 100% of the equity interest in China Medstar together with its wholly owned PRC
subsidiary, Shanghai Medstar, for approximately £17.1 million. China Medstar, through its then subsidiary Shanghai Medstar, engaged in the
provision of medical equipment leasing and management services to hospitals in the PRC. On March 1, 2009, 100% of the equity interest in
Shanghai Medstar was transferred from China Medstar to Ascendium. On August 17, 2009, the registration for such transfer was completed.

On October 28, 2008, we acquired 100% of the equity interest in Beijing Xing Heng Feng Medical Technology Co., Ltd., or Xing Heng Feng
Medical, through our subsidiaries Aohua Leasing and CMS Hospital Management Co., Ltd., or CMS Hospital Management, for a consideration
of approximately RMB35.0 million.

In April 2010, we acquired four radiotherapy and diagnostic imaging centers in Hebei Province for RMB60.0 million, including RMB42.0
million in cash and RMB18.0 million in contingent consideration, by acquiring 100% of the equity interest in Tianjin Kangmeng Radiology
Equipment Management Co., Ltd.

In July 2010, we acquired 52% of the equity interest in Chang�an CMS International Cancer Center for RMB103.2 million from Chang�an
Hospital. In May, June and September 2011, we incorporated four holding companies, namely, (i) US Proton Therapy Holdings Limited (BVI)
in British Virgin Islands, (ii) US Proton Therapy Holdings Limited (Delaware) in Delaware, USA, (iii) Guangzhou Huanan Taihe Medical
Technology Limited in PRC, and (iv) Medstar Oversea Limited in British Virgin Islands for potential future acquisitions and businesses. None
of these holding companies had any substantive assets or business as of date of this annual report.
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In December 2011, we effectuated a merger through which Aohua Medical was merged into Aohua Leasing. Aohua Leasing acquired all of the
assets and assumed all of the liability of Aohua Medical, which was dissolved upon the merger. Aohua Leasing subsequently changed its name
to Shenzhen Aohua Medical Technology & Services Co., Ltd., or Aohua Technology.

In June 2012, we acquired through Cyber Medical and Shanghai Medstar 52% of the equity interest in Chang�an Hospital, for a total
consideration of approximately RMB248.8 million (US$39.9 million) in cash. The results of operations of Chang�an Hospital were consolidated
into our results of operation commencing in the third quarter of 2012.

In December 2012, we acquired 19.98% of equity interest in The University of Texas MD Anderson Cancer Center Proton Therapy Center, a
leading proton treatment center in the world, for a total consideration approximately US$32.3 million.

As of the date of this annual report, we conduct substantially all of our operations through the following subsidiaries in the PRC:

� Shenzhen Aohua Medical Technology & Services Co., Ltd., our wholly owned subsidiary incorporated in the PRC that
engages in the provision of radiotherapy and diagnostic equipment leasing services to hospitals in the PRC;

� Medstar (Shanghai) Leasing Co., Ltd., our wholly owned subsidiary incorporated in the PRC that engages in the sale of medical
equipment and the provision of radiotherapy and diagnostic equipment leasing and management services to hospitals in the PRC;

� CMS Hospital Management Co., Ltd., our wholly owned subsidiary incorporated in the PRC that engages in the provision of
radiotherapy and diagnostic equipment management services to hospitals in the PRC;

� Beijing Yundu Internet Technology Co., Ltd., or Beijing Yundu, our wholly owned subsidiary incorporated in the PRC that engages
in the provision of radiotherapy and diagnostic equipment management services to hospitals in the PRC;

� Chang�an CMS International Cancer Center, which specializes in cancer diagnosis and treatment in Xi�An, was established by us and
Chang�an Hospital in which we will have controlling equity interest upon the consummation of the acquisition described above; and

� Tianjing Kangmeng Radiology Equipment Management Co., Ltd, our wholly owned subsidiary incorporate in the PRC that manages
four radiotherapy and diagnostic imaging centers in Hebei province.

On December 11, 2009, our ADSs were listed on the New York Stock Exchange.

Our principal executive offices are located at 18/F, Tower A, Global Trade Center, 36 North Third Ring Road East, Dongcheng District, Beijing,
People�s Republic of China, 100013. Our telephone number at this address is (86 10) 5903-6688 and our fax number is (86 10) 5957-5252. Our
registered office in the Cayman Islands is at Scotia Centre, 4th Floor, P.O. Box 2804, George Town, Grand Cayman, Cayman Islands
KY1-1112. Our website is www.concordmedical.com. The information contained on our website is not a part of this annual report.

B. Business Overview
Overview

We operate the largest network of radiotherapy and diagnostic imaging centers in China in terms of revenues and the total number of centers in
operation in 2008, according to a report by Frost & Sullivan commissioned by us that compared our pro forma revenues against the revenues of
our competitors in 2008 and our number of centers and units of equipment against those of our competitors as of the end of 2008. As of
December 31, 2012, our network comprised 136 centers based in 76 hospitals, spanning 53 cities across 24 provinces and administrative regions
in China. These hospitals are substantially comprised of 3A hospitals, the highest ranked hospitals by quality and size in China as determined in
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accordance with the standards of the Ministry of Health. Cancer was the leading cause of death in China in 2008 according to the Ministry of
Health, and there is a relatively low penetration of radiotherapy and diagnostic imaging equipment compared to developed countries. We believe
that our leading network and our experience and expertise uniquely position us to address the underserved market in China for radiotherapy and
diagnostic imaging services.
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Most of the centers in our network are established through long-term lease and management services arrangements entered into with our hospital
partners. Under these arrangements, we receive a contracted percentage of each center�s revenue net of specified operating expenses. Each center
is located on the premises of our hospital partners and is typically equipped with a primary unit of advanced radiotherapy or diagnostic imaging
equipment, such as a linear accelerator, head gamma knife system, body gamma knife system, positron emission tomography-computed
tomography scanner, or PET-CT scanner, or magnetic resonance imaging scanner, or MRI scanner. We provide clinical support services to
doctors who work in the centers in our network, which include developing treatment protocols for doctors and organizing joint diagnosis
between doctors in our network and clinical research. In addition, we help recruit and determine the compensation of doctors and other medical
personnel in our network and are typically in charge of most of the non-clinical aspects of the centers� daily operations, including marketing,
training and administrative duties. Our hospital partners are responsible for the centers� clinical activities, the medical decisions made by doctors,
and the employment of the doctors in accordance with regulations.

We believe that our success is largely due to the high quality clinical care provided at our network of centers and our market-oriented
management culture and practices. Many of the doctors who work in our network have extensive clinical experience in radiotherapy, some of
whom are recognized as leading experts in radiation oncology in China. We enhance the quality of clinical care in our network through
established training of, and on-going clinical education for, doctors in our network. We believe that our market-oriented management culture and
practices allow us to manage centers more efficiently and offer more consistent and better patient services than our competitors. We believe that
our success has given us a strong reputation within the medical community, which in turn gives us a competitive advantage in gaining patient
referrals and establishing new centers.

To complement our organic growth, we have also selectively acquired businesses to expand our network. In July 2008, we acquired China
Medstar Pte. Ltd., or China Medstar, a company then publicly listed on the Alternative Investment Market of the London Stock Exchange, or the
AIM, for approximately £17.1 million. At the time of the acquisition, China Medstar jointly managed 23 centers with its hospital partners across
14 cities in China. In April 2010, we acquired four radiotherapy and diagnostic imaging centers in Hebei Province for RMB60.0 million by
acquiring 100% of the equity interest in Tianjin Kangmeng Radiology Equipment Management Co., Ltd.

To further enhance our reputation and to employ high quality doctors, we are in the process of establishing and operating specialty cancer
hospitals in China. We established our first specialty cancer hospital, Chang�an CMS International Cancer Center, in Xi�an, Shanxi Province in
July 2010 with Chang�an Hospital, a licensed full-service private hospital. In June 2012, we acquired, through our subsidiaries, Cyber Medical
and Shanghai Medstar 52% of the equity interest in Chang�an Hospital for a total cash consideration of approximately RMB248.8 million
(US$39.9 million). The consummation of this acquisition gave us effective control over the full capacity of 1,100 beds in Chang�an Hospital. We
are also in the process of establishing the Beijing Proton Medical Center, another specialty cancer hospital, which is expected to commence
operation in late 2014. We expect that the Beijing Proton Medical Center will be the first proton beam therapy treatment center in China
equipped with a proton beam therapy system licensed for clinical use. In January 2011, we entered into a framework agreement with Sun
Yat-Sen University Cancer Center and a third party to build a 400-bed cancer specialty hospital in Guangzhou for cancer diagnosis and
treatment. In May 2012, we obtained the approval of establishing medical institution from the Ministry of Health of Guangdong province as well
as the land usage rights from the local land administrative bureau.

Our business has grown significantly in recent years through development of new centers, increases in the number of patient cases of existing
centers and acquisitions. We have increased the number of centers in our network from 119 as of December 31, 2010 to 131 as of December 31,
2011 and to 136 as of December 31, 2012. Our total net revenues were RMB389.5 million, RMB450.1 million and RMB662.3 million
(US$106.3 million) for the year ended December 31, 2010, 2011 and 2012, respectively. For additional information relating to our history and
reorganization and our financial presentation, see �� History and Development of the Company,� ��Organizational Structure� and �Item 5. Operating
and Financial Review and Prospects.�

Our Network of Centers and Specialty Cancer Hospitals

As of December 31, 2012, we operated an extensive network of 136 centers based in 76 hospitals, spanning 53 cities across 24 provinces and
administrative regions in China. These hospitals are substantially comprised of 3A hospitals, the highest ranked hospitals by quality and size in
China as determined in accordance with the standards of the Ministry of Health. Our network includes 111 radiotherapy and diagnostic imaging
centers and 25 centers that provide other treatment and diagnostic services, such as electroencephalography for the diagnosis of epilepsy,
thermotherapy to increase the efficacy of and for pain relief after radiotherapy and chemotherapy, high intensity focused ultrasound therapy for
the treatment of cancer, stereotactic radiofrequency ablation for the treatment of Parkinson�s Disease and refraction and tonometry for the
diagnosis of ophthalmic conditions. Each center is typically equipped with a primary unit of medical equipment, such as a linear accelerator,
head gamma knife system, body gamma knife system, PET-CT scanner or MRI scanner. Each center is located on the premises of our hospital
partners with the facilities of the centers provided by the hospitals. Each center is usually comprised of a treatment area, a patient preparation
and observation room, working areas for the center�s doctors and other personnel and a waiting and reception area.
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In addition to our network of centers, we are currently in the process of establishing the Beijing Proton Medical Center in Beijing. In January
2011, we entered into a framework agreement with Sun Yat-Sen University Cancer Center and a third party to form a specialty hospital in
Guangzhou for cancer diagnosis and treatment. We plan to establish and operate additional specialty cancer hospitals that will be majority
owned by us.

Our Arrangements with Hospital Partners

Lease and Management Services Arrangements

As of December 31, 2012, we had 129 centers that were established under lease and management services arrangements. We typically establish
such centers with civilian hospitals by entering into a lease agreement and a management agreement. Centers at military hospitals, which are
regulated by the military but most of which are otherwise the same as other government-owned hospitals open to the public, are typically
established under a cooperation agreement. The reason for the two different contractual structures is to comply with the different regulations
governing civilian and military hospitals in China. See �Item 4. Information on the Company�B. Business Overview�Regulation of Our
Industry�Regulation of Medical Institutions�Restrictions on Cooperation Agreements.�

Under these lease and management services arrangements, we are responsible for purchasing the medical equipment used in the centers. We
lease this medical equipment to the hospitals for a fixed period of time and establish and manage the centers in conjunction with our hospital
partners. These arrangements are typically long-term in nature, ranging from six to 20 years. We receive from the hospital a contracted
percentage of each center�s revenue net of specified operating expenses. Such contracted percentage typically ranges from 50% to 90% and are
typically adjusted based on a declining scale over the term of the arrangement but in some instances, are fixed for the duration of the
arrangement. We also have centers that operate under revenue-sharing agreements, which stipulate the percentage of the revenue and the
pre-operating expenses to be shared with our hospital partners. The specified operating expenses of centers typically include variable expenses
such as the salaries and benefits of the medical and other personnel at the center, the cost of medical consumables, marketing expenses, training
expenses, utility expenses and routine equipment repair and maintenance expenses. Typically, these lease and management services
arrangements may be terminated upon the mutual agreement of the parties if the centers experience an operating loss for a specified period of
time or fail to achieve certain operating targets. In addition, the arrangements typically can be terminated upon the default or failure by either
party to perform its respective obligations under the arrangement. In the event of termination, most arrangements call for the parties to reach a
mutual agreement as to the resolution of the remaining obligations of the parties or the division of assets that have been acquired for the centers.
Under certain of these arrangements, our hospital partners are required to compensate us based on the average contracted percentage for an
agreed upon period of time if we are not responsible for the early termination. Since the beginning of 2007, we have terminated the agreements
of five centers in our network with our hospital partners primarily due to the unsatisfactory performances of the centers located in these
hospitals. Excluding acquired and terminated centers, as of the date of this annual report, we entered into agreements with hospital partners to
establish 102 new centers since the beginning of 2007. All of such agreements remain in force and 60 centers are already in operation.

Management Services

From time to time, we provide management services to radiotherapy and diagnostic imaging centers under service-only agreements. As of
December 31, 2012, we had such agreements for seven centers. Unlike the centers established under lease and management services
arrangements, we do not purchase and lease to the hospitals the medical equipment used at the centers established under service-only
agreements. Rather, we only manage such centers in exchange for a management fee typically consisting of a contracted percentage of the
revenue net of specified operating expenses of the center. In addition, as compared to our lease and management services arrangements, the
terms of the service-only agreements are typically shorter. We enter into such service-only agreements on a strategic basis to expand the
coverage of our network. We will continue from time to time enter into additional strategic service-only agreements with other hospitals in the
future.

32

Edgar Filing: Concord Medical Services Holdings Ltd - Form 20-F

Table of Contents 55



Table of Contents

Specialty Cancer Hospitals

We are currently in the process of establishing specialty cancer hospitals that will focus on providing radiotherapy services as well as diagnostic
imaging services, chemotherapy and surgery. We intend for these specialty cancer hospitals to provide a complete and coordinated treatment
program for cancer patients. We intend for these hospitals to be centers of excellence in our network providing cancer treatments to patients
using the latest radiotherapy technology in China. Typically, in China the various specialist doctors such as surgeons, radiation oncologists or
medical oncologists who provide care to a given cancer patient do not collaborate. We believe that the quality of cancer treatment will be greatly
improved at our specialty cancer hospitals, because we will employ and manage the various specialist doctors directly and thereby promote the
appropriate coordination of their services for the benefit of cancer patients. We believe that these hospitals will play an important role in further
strengthening our reputation as the leading provider of radiotherapy services in China and developing our corporate brand. These specialty
cancer hospitals will be majority owned and operated by us. We will purchase all of the medical equipment for these hospitals and will employ
and manage all of the personnel, including doctors, nurses, medical technicians and administrative personnel. The specialty cancer hospitals will
be licensed as for-profit hospitals in China and will be subject to the relevant PRC laws and regulations and permits requirements. As for-profit
hospitals, the medical service fees of our specialty cancer hospitals will not be subject to price controls but will be subject to certain taxes not
applicable to non-profit hospitals. We plan to fund the development of our specialty cancer hospitals with proceeds raised from our initial public
offering and with bank loans.

Beijing Proton Medical Center

We have also entered into a framework agreement with Chang�an Information Industry to establish the Beijing Proton Medical Center. The
Beijing Proton Medical Center will allow us to bring the latest in radiotherapy treatment technology to China and increase the radiotherapy
treatment options available to cancer patients. The Beijing Proton Medical Center is expected to be operational in late 2014 and is expected to be
the first proton beam therapy system in China licensed for clinical use. The Beijing Proton Medical Center is expected to have a gross floor area
of approximately 12,700 square meters and have 50 licensed patient beds. The Beijing Proton Medical Center will primarily offer treatments
using a proton beam therapy system, which treatments are designed to be non-invasive and usually do not require hospitalization. As a result, the
Beijing Proton Medical Center will not require the use of as many patient beds as the Chang�an CMS International Cancer Center. In addition,
the proton beam therapy system occupies a much larger installation area than the radiotherapy and diagnostic imaging equipment that is to be
used in the Chang�an CMS International Cancer Center, which reduced physical areas for licensed beds that can be made available in the Beijing
Proton Medical Center.

The framework agreement contemplates that we are to invest equity capital to the Beijing Proton Medical Center project that was previously
invested and developed by Chang�an Information Industry, Hong Kong Jian Chang Group Ltd. and China-Japan Friendship Hospital. We will
then obtain approximately 93.0% of the equity interest in Beijing Century Friendship Science & Technology Development Co., Ltd., or Beijing
Century Friendship, which will in turn own approximately 55.0% of the Beijing Proton Medical Center. The remaining approximately 7.0% of
the equity interest in Beijing Century Friendship will be owned by Xi�an Wanjie Changxin Medical Development Co., Ltd., or Xi�an Wanjie
Changxin, a subsidiary of Chang�an Information Industry. As a result, we will ultimately own approximately 51.2% of the Beijing Proton
Medical Center, with the remaining equity interest owned by Xi�an Wanjie Changxin, Hong Kong Jian Chang Group Ltd. and China-Japan
Friendship Hospital.
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The framework agreement provides that it will only become effective upon our payment of RMB10.0 million in deposit to Chang�an Information
Industry. As of the date of this annual report, we have not made such deposits. However, we provided Beijing Century Friendship with
interest-free loans of RMB26.6 million, RMB29.6 million and RMB29.6 million (US$4.7 million) as of December 31, 2010, 2011 and 2012,
respectively, for working capital purposes towards establishing the Beijing Proton Medical Center. Total development costs for the completion
of Beijing Proton Medical Center are expected to be approximately RMB500.0 million to RMB600.0 million. We plan to fund the development
of the Beijing Proton Medical Center with our working capital and bank loans.

We obtained the official approval for foreign investment from the Beijing Municipal Commission of Commerce in March 2012 and the business
license from Beijing Administration for Industry and Commerce in July 2012 for the Beijing Proton Medical Center. We are currently in the
process of obtaining other relevant government approval.

Guangzhou Taihe Cancer Hospital

In January 2011, we entered into a framework agreement with Sun Yat-Sen University Cancer Center and a third party to build Guangzhou
Taihe Cancer Hospital, a 400-bed specialty hospital in Guangzhou for cancer diagnosis and treatment. In May 2012, we obtained the approval of
establishing medical institution from the Ministry of Health of Guangdong province. In August 2012, Guangzhou Huanan Taihe Medical
Technology Ltd was granted the land usage rights from the local land administrative bureau. On December 31, 2012, we have paid RMB25.6
million (US$4.1 million) for land usage rights. Currently, we are undertaking pre-construction design as well as other preparatory works. The
construction is expected to commence during the second half of 2013.

Financing Leases

In 2011, we entered into financing lease agreements in connection with sales and leaseback agreement with several hospitals to which we lease
radiotherapy, diagnostic and other equipment. We will transfer the leased properties to the lessee by the end of the lease term pursuant to the
financing lease agreement. The terms of the financing leases vary, usually between 3 to 5 years. The net investment in financing lease is in the
range of RMB3.9 million to RMB61.8 million, depending on the types of equipments subject to the leases in 2012.

Other Business Arrangements

We have, from time to time, purchased medical equipment from manufacturers or distributors for re-sale to hospitals, and have contractual
relationships with certain equipment manufacturers, acted as a distributor of such manufacturer�s equipment in selling medical equipment to
hospitals. Although we may continue these activities on a limited basis in the future, we do not expect these activities to represent an important
part of our business going forward.

Service Offerings in Our Network

Each of the centers in our network is typically equipped with a primary unit of medical equipment, such as a linear accelerator, head gamma
knife system, body gamma knife system, PET-CT scanner or MRI scanner. Set forth below is a summary of the principal treatment and
diagnostic imaging modalities provided at our centers.

Linear Accelerators External Beam Radiotherapy

As of December 31, 2012, we owned 27 linear accelerators and one MM50 intensity-modulated radiation therapy systems. Linear accelerators
use microwave technology to deliver a high-energy x-ray beam directed at the tumor. Linear accelerators can be used to treat tumors in the brain
or elsewhere in the body. A typical course of treatment given to a patient ranges from 20 to 40 daily sessions and with each session lasting for 10
to 20 minutes. Since linear accelerators move during treatment, they are not as precise as gamma knife systems. However, linear accelerators are
capable of treating larger tumors. Linear accelerators can also be integrated with specialized computer software and advanced imaging and
detection equipment to provide more effective and advanced treatments. Such advanced treatments include three-dimensional conformal
radiation therapy, which uses imaging equipment to create detailed, three-dimensional representations of the tumor and surrounding organs. The
radiation beam can then be shaped to match the patient�s tumor, thereby reducing the radiation damage to healthy tissues. In general, such
advanced modalities increase the medical service fees that can be charged as compared to the maximum medical service fees that can be charged
for treatments.
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Gamma Knife Radiosurgery

A gamma knife is used in radiosurgery for the treatment of tumors and other abnormal growths. A gamma knife uses multiple radiation sources,
which differentiates it from traditional radiotherapy where only a single radiation source is used. These radioactive sources, which are typically
cobalt-60, a radioactive isotope, emit gamma rays that are passed through a collimator unit to produce a highly-focused beam of radiation. The
individual beams then converge to deliver an extremely concentrated dose of radiation to locations within the patient that are identified using
imaging guidance systems, such as PET-CT or MRI scanners. The intense radiation produced by a gamma knife at a precise target point destroys
tumor cells, while minimizing damage to the surrounding healthy tissues. The treatment procedure is minimally or non-invasive and may be
used as a primary or supplementary treatment option for cancer patients. The treatment requires no general anesthesia and provides an
alternative treatment option to patients who may not be good candidates for surgery. In addition, the gamma knife procedure usually involves
shorter patient hospitalization, is more cost effective than surgery and avoids many of the potential risks and complications that are associated
with other treatment options. Our network of centers currently operates two types of gamma knife systems, head gamma knife systems and body
gamma knife systems. As of December 31, 2012, we owned 37 gamma knife systems, including 23 head gamma knife systems and 14 body
gamma knife systems.

Head Gamma Knife Systems

Head gamma knife systems are primarily used for the treatment of brain tumors. The treatment is typically completed in one 10 to 30 minute
session rather than in multiple daily sessions spanning several weeks during which time small doses of radiation are given at each session. Head
gamma knife systems can also be used to treat other conditions, such as certain types of brain lesions, trigeminal neuralgia (facial pain) and
arteriovenous malformations (abnormal connection between veins and arteries).

Body Gamma Knife Systems

Body gamma knife systems are used for the treatment of tumors located in the body but outside of the brain. Treatments using the body gamma
knife are provided over a course of multiple sessions spanning several weeks. The radiation that converges from the individual beams is less
concentrated than in head gamma knife systems due to the difficulty of fixing and restricting the movement of the body. This is a widely used
technology in China that was developed domestically and approved by the PRC State Food and Drug Administration, or the SFDA. However,
the body gamma knife system has not been broadly introduced and widely adopted outside of China. We believe this is because the Chinese
manufacturers of body gamma knife system have determined that the time and cost of gaining approval for use of the body gamma knife system
in countries other than China are likely commercially prohibitive. In addition, potential gamma knife system manufacturers outside of China
may not have historically viewed clinical studies conducted by users of body gamma knife systems in China as sufficiently convincing for them
to try to develop such systems outside of China. As a result, we believe that the international medical community has not yet had the opportunity
to develop a large quantity of peer-reviewed literature that supports the safe and effective use of body gamma knife system and to adopt such
technology outside of China.

Proton Beam Therapy

Proton beam therapy is a form of external beam radiotherapy that uses beams of protons rather than the x-ray beams used by linear accelerators.
The advantages of proton beam therapy compared to other types of external beam radiotherapy is that a proton beam�s signature energy
distribution curve, known as the �Bragg peak,� allows for greater accuracy in targeting tumor cells so that healthy tissue is exposed to a smaller
dosage. Proton beam therapy can focus cell damage caused by the proton beam at the precise depth of the tissue where the tumor is situated,
while tissues located before the Bragg peak receive a reduced dose and tissues situated after the peak receive none. These advantages make
proton beam therapy a preferred option for treating certain types of cancers where conventional radiotherapy would damage surrounding tissues
to an unacceptable level, such as tumors near optical nerves, the spinal cord or central nervous system and in the head and neck area, as well as
prostate cancer and cancer in pediatric cases. Proton beam therapy is not a widely utilized treatment modality, with only approximately 55
proton beam therapy treatment centers in operation or under construction worldwide. We plan to enter into the proton therapy market with the
construction of our Beijing Proton Medical Center. See ��Our Network of Centers and Specialty Cancer Hospitals�Specialty Cancer Hospitals.�
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Diagnostic Imaging

Our network of centers employs a wide range of diagnostic imaging equipment. Such equipment includes some of the most advanced diagnostic
imaging technology available in China, including PET-CT scanners. A PET-CT scanner is a device that combines a positron emission
tomography, or PET, scanner and a computed tomography, or CT, scanner in one unit. PET-CT scanners allow the functional imaging obtained
by PET scanning, which depicts the spatial distribution of metabolic or biochemical activities in the body, to be more precisely aligned or
correlated with the anatomic imaging obtained by a CT scanner. Other diagnostic imaging services offered in our centers include MRI. MRI
scanners use a powerful magnetic field, radio frequency pulses and computers to produce detailed pictures of organs, soft tissues, bone and
virtually all other internal body structures. MRI technology, which does not involve radiation, is typically able to provide a much greater level of
contrast between the different soft tissues of the body than CT, making it especially useful in neurological or oncological imaging. As of the date
of this annual report, we owned 19 PET-CT scanners and 25 MRI scanners.

Other Treatment and Diagnostic Modalities

Our network also includes centers that provide other treatments and diagnostic services through the use of other types of medical equipment.
Such equipment currently includes CT, ECT, electroencephalography for the diagnosis of epilepsy, thermotherapy to increase the efficacy of and
for pain relief after radiotherapy and chemotherapy, high intensity focused ultrasound therapy for the treatment of cancer, stereotactic
radiofrequency ablation for the treatment of Parkinson�s Disease and refraction and tonometry for the diagnosis of ophthalmic conditions. In
2010, 2011 and 2012, revenues derived from centers that provide such other services were approximately 7.2%, 4.7% and 8.3%, respectively, of
our total net revenues.

Our Hospital Business

We hold 52% equity ownership in Chang�an Hospital, a leading non-public general hospital located in Xi�an, Shaanxi Province. Chang�an Hospital
is an international general hospital whose services include clinical care, healthcare, preventative care and medical research. Chang�an Hospital is
listed as a contract hospital to the employee medical insurance in Xi�an city and Shaanxi province, to the new rural medical insurance in Xi�an
city and Shaanxi province, to China Life Insurance and Ping-An Insurance. It is the first digitalized hospital in northwest China, and the first
24-hour-operating hospital. Chang�an Hospital currently operates 1,100 hospital beds, with 180,000 square meters floor area and 2,000 medical
staff. Chang�an Hospital is the biggest and only Class-3 private hospital in the middle and west China region and its medical equipment include
MM50, Novalis, 3.0T MRI, GE LightSpeed CT750 HD, PET-CT, SPECT, and DSA.

Medical Equipment Procurement

The medical equipment used in our network of centers and Chang�an Hospital is highly complex and there are usually a limited number of
manufacturers worldwide that produce such equipment. We typically purchase the medical equipment used in our network and Chang�an
Hospital directly from domestic manufacturers and through importers from overseas manufacturers.

In accordance with the relevant PRC laws and regulations, the procurement, installation and operation of Class A or Class B large medical
equipment by hospitals in China are subject to procurement quotas or procurement planning and a large medical equipment procurement license
must be obtained prior to the purchase of such medical equipment. For medical equipment classified as Class A large medical equipment, which
includes gamma knife systems, proton beam therapy systems and PET-CT scanners, quotas are set by the Ministry of Health and the NDRC and
large medical equipment procurement licenses are issued by the Ministry of Health. For medical equipment classified as Class B large medical
equipment, which includes linear accelerators and MRI and CT scanners, procurement planning and approval is conducted by the relevant
provincial healthcare administrative authorities with ratification by the Ministry of Health and the large medical equipment procurement licenses
are issued by the relevant provincial healthcare administrative authorities. A large medical equipment procurement license is not required for
medical equipment that is not classified as either Class A or Class B large medical equipment. These rules concerning procurement of large
medical equipment apply to all public and private medical institutions in China, whether non-profit or for-profit, except for military hospitals in
China, which have a separate procurement system. See �Item 4. Information on the Company�B. Business Overview�Regulation of Our
Industry�Regulation of Medical Institutions�Large Medical Equipment Procurement License.�

Once non-profit hospitals have obtained large medical equipment procurement licenses, the purchase of medical equipment for such hospitals is
conducted through a collective tender process. The tender process is centralized in accordance with relevant PRC laws and regulations and is
supervised by the Ministry of Health for Class A large medical equipment. For Class B large medical equipment, the tender process is
supervised by the relevant provincial heath administrative authorities. Equipment purchases by military hospitals are also conducted through a
centralized collective tender process supervised by the general logistics department of the PLA. The government or military authority will
appoint an agent to manage the tender process who must be certified by the government and qualified to conduct the tender process. The agent

Edgar Filing: Concord Medical Services Holdings Ltd - Form 20-F

Table of Contents 59



publicizes information relevant to the tender process, such as the type of equipment requested by the hospital and the desired commercial terms.
The manufacturers will prepare the tender document according to the agent�s requirement and submit their bids to the agent on or before the
specified date. The agent will then consult with industry experts in evaluating each bid and the industry experts will make a determination on the
winning manufacturer. When the tender process is complete, the results are publicly announced and an import permit is issued for the equipment
of the winning manufacturer. We then begin negotiations with such manufacturer or its importer on the purchase price and the purchasing terms
for the equipment based on the general commercial terms submitted by such manufacturer in the tender process.
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Operation of Radiotherapy and Diagnostic Imaging Centers in Our Network

The following is a brief summary of the various aspects of the operations of the radiotherapy and diagnostic imaging centers in our network.

Management Structure

We manage each of the radiotherapy and diagnostic centers jointly with our hospital partners. Our hospital partners appoint a medical director to
each center and are responsible for the centers� clinical activities, the medical decisions made by doctors, and the employment of doctors in
accordance with the licensing regulations. We provide clinical support to doctors, including developing treatment protocols for doctors and
organizing joint diagnosis between doctors in our network and clinical research. We appoint either an operations director or a project manager to
each center. Such director or manager provides most of the non-clinical aspects of the centers� day-to-day operations, which include marketing,
providing training and clinical education to doctors and other medical personnel in the centers and other general administrative duties such as
arranging for the repair and maintenance of medical equipment. Budgets for each center are established annually based on discussions between
our hospital partners and us. Costs incurred at the centers usually require approval of both our hospital partners and us. As a matter of practice,
certain major expenditures of the center are subject to further approval by our hospital partners� management and our management.

We have established operating procedures and a comprehensive quality assurance program to ensure that our centers operate efficiently and
provide consistent and high quality services. The operating procedures cover the use and maintenance of the medical equipment and interactions
with patients, from initial patient appointment and registration to post-treatment follow-up. The operations director or project manager of each
center is primarily responsible for ensuring the adherence to our operating procedures and comprehensive quality assurance program.

At the corporate level, we have established a dedicated operations department to supervise and provide support to ensure the effective operation
of each center. We actively monitor the activities of each center and conduct scheduled annual evaluations for all centers. These evaluations
focus on whether the applicable procedures are followed and whether our operating personnel are performing at the expected level. In addition to
the scheduled annual review, we also conduct unscheduled evaluations for certain randomly selected centers. The results of these evaluations are
used to help determine the compensation received by our operations directors or project managers and our other employees at the centers. We
receive weekly reports on the operating activities for each center, which help us identify opportunities for continued improvement with regards
to various aspects of each center�s operations. We also have a risk management department that helps to ensure that we meet applicable PRC
laws and regulations and compliance standards for the operation of our business. We have also adopted a code of ethics.

For our specialty cancer hospitals, we intend to maintain full operating control over all clinical and non-clinical aspects of its operation,
including direct supervision over medical decisions made by doctors.

Staffing

In addition to the operations director or project manager appointed by us to each center, we also typically staff each center with dedicated
marketing and accounting personnel. Our hospital partners appoint medical directors to the centers and, except in very limited cases, they also
assign all of the doctors and other medical personnel to the centers. However, we also help our hospital partners to recruit many of the doctors or
medical personnel providing services at the center. We provide feedback to our hospital partners as to the suitability and performance of the
doctors and other medical personnel at each center, and work with our hospital partners to ensure that each center is staffed with the most
qualified and suitable personnel. In addition, we help our hospital partners to determine the compensation of doctors and other medical personnel
providing services in our network of centers. We also, on a very limited basis, enter into employment agreements with doctors to work at centers
in our network after consulting with our hospital partners where such centers are based. We are currently in the process of establishing specialty
cancer hospitals such as Beijing Proton Medical Center . We will be responsible for employing and managing all personnel of these specialty
cancer hospitals, including doctors and other medical personnel.
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Medical Affairs

We have a medical affairs department to support the training, clinical education and clinical research activities of our network of centers. Prior to
setting up a new center, we arrange training for the medical professionals of such new center at certain established centers in our network
designated as training centers. This provides the medical professionals of such new center with the opportunity to gain hands-on clinical
experience in advanced radiotherapy treatment and diagnostic imaging technologies and to benefit from the considerable clinical knowledge of
the doctors and other medical personnel at the designated training centers. The doctors at the designated training centers will evaluate the
performance of the medical professionals of the new center and ensure that they can provide high quality clinical care. In addition, we also
arrange training for the medical staff with the medical equipment manufacturers. We also periodically provide follow-up training at selected
centers and host academic conferences and semi-annual academic seminars where doctors and other medical personnel from our network of
centers and medical experts in China are invited to share their knowledge and clinical experience. From time to time, we invite experts from
professional or academic institutions, such as the Oncology Hospital of the Chinese Academy of Medical Science, to give lectures and provide
guidance as to the latest developments and trends in radiotherapy treatments.

We believe that a well-managed clinical research program enhances the reputation of doctors in our network, which in turn enhances the
reputation of our network of centers. We maintain a database of radiotherapy treatments. This collection of data can be used, upon approval by
us and our hospital partners, to conduct cross-center clinical research and statistical analysis to determine the efficacy and potential of treatment
methods offered in our network. We actively organize, encourage and assist doctors in our network to engage in clinical research and to publish
their results. We assist in coordinating the clinical research efforts between different radiotherapy and diagnostic imaging centers in our network,
which is critical for certain research initiatives that require a significant amount of clinical data that would be difficult for one center to collect.

Doctors in China have historically had very limited opportunities for discussions or consultations with doctors outside of their own hospital. Our
network offers doctors the opportunity to consult with each other on challenging cases and treatments. In addition, we have developed treatment
protocols that are introduced to each center and can be followed by doctors in our network of centers. We also evaluate the clinical activities of
each center as part of our annual evaluations to ensure that high quality treatments or services are provided to patients. We also publish an
internal quarterly magazine titled �Stereotactic Radiosurgery� that highlights the different clinical cases being treated in our centers and the latest
developments in radiosurgery treatment. We further assist in the publication of other literature related to radiosurgery.

Marketing

Marketing efforts for each center in our network are primarily initiated and implemented by the marketing personnel or the operations director or
project manager situated at each center with the support of our headquarters. Each center�s marketing efforts are directed at other doctors in the
hospital where the center is based and at other local hospitals. These marketing efforts are focused on informing such doctors of the applicability
and benefits of radiotherapy and the expertise and experience of the doctors at the centers. We also create and distribute educational materials
and brochures and engage in consumer advertising and educational campaigns through television, magazines and electronic media.

Each center is required to report its marketing activities to us, and we closely monitor such activities and give approval for major marketing
initiatives. We also oversee the budget for marketing activities at the centers. We assist the centers by providing relevant content for marketing
materials and help to coordinate with leading experts in the medical community to attend conferences or seminars hosted by the centers. As our
network of centers continues to expand and as we begin operating our specialty cancer hospitals, we plan to begin centralizing certain of the
marketing and advertising efforts.

Accounting and Payment Collection

Our hospital partners are responsible for patient billing and fee collections and for delivering to us our contracted percentage of medical fees
based on our arrangements with them. We typically hire accounting personnel to each of our centers who are in charge of keeping books and
records as to the revenues and expenses of the center. We reconcile the accounting records for each center in our network with our hospital
partners periodically. After the revenue net of specified operating expenses of a center is agreed upon between us and our hospital partner, we
will bill our hospital partner for our portion of the revenue determined based on our contracted percentage. Our hospital partners will then go
through their internal approval process, which usually takes about 45 days from the time of billing before making payments to us. We have
implemented accounting procedures at each of the centers in our network, and perform periodic reviews to ensure that such activities are
properly conducted. For our specialty cancer hospitals, we will be responsible for patient billing and fee collection.
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Medical Equipment Maintenance and Repair

Equipment maintenance and repair are typically carried out by the equipment manufacturers or third party service companies. The manufacturers
typically provide equipment warranties for a period of one year. After the warranty period expires, we typically enter into service agreements
with the manufacturers or third party service companies to provide periodic maintenance and repair services. We have also established a
dedicated engineering team that is responsible for the general preventive maintenance of medical equipment used in our network of centers. Our
engineering team serves as an initial point of contact when problems are encountered and coordinates with equipment manufacturers or a
third-party service company to ensure that problems are resolved in a timely manner whenever they arise.

Pricing of Medical Service

Medical service fees generated through the use of both Class A and Class B large medical equipment at non-profit civilian hospitals and military
hospitals are subject to the pricing guidance of the relevant provincial or regional price control authorities and healthcare administrative
authorities. The pricing guidance sets forth the range of medical service fees that can be charged by non-profit civilian medical institutions and
military hospitals. See �Item 3. Key Information �D. Risk Factors�Risks Related to Our Industry�Pricing for the services provided by our network of
centers may be adversely affected by reductions in treatment and examination fees set by the Chinese government� and �Item 4. Information on
the Company�B. Business Overview�Regulation of Our Industry�Pricing of Medical Services.� The relevant price control authorities and healthcare
administrative authorities provide notices to hospitals, which in turn provide immediate notices to us, as to any change in the pricing ceiling for
medical services. The timing between when notices are provided by the relevant price control authorities and healthcare administrative
authorities and the effective date of such pricing change varies in different cities and regions as well as the relevant medical services in question,
but typically ranges from one to three months. For-profit hospitals or centers based in for-profit hospitals in China, such as our planned specialty
cancer hospitals, are not subject to such pricing restrictions and are entitled to set medical service fees based on their cost structures, market
demand and other factors.

Business Development

We have a business development team responsible for pursuing opportunities to develop centers with hospitals and a hospital investment team
responsible for pursuing opportunities to establish specialty cancer hospitals. When examining potential opportunities, we take into account
factors that include:

� population density, demographics and the level of economic development of the regions or cities in which such new centers would
be located; and

� the reputation of the potential hospital partner and its doctors, nurses and other personnel and the number of licensed patient beds and
patient volume.

After each potential opportunity is identified and evaluated by the business development team or the hospital investment team, as applicable, the
opportunity is presented to our investment committee for review. Our investment committee is comprised of several of our senior executives and
members of our board of directors, and includes Mr. Steve Sun, the chairman of the committee, Dr. Jianyu Yang, Dr. Zheng Cheng, Mr. Adam
Jigang Sun, Ms. Xun Liu and one rotating regional director. New projects need to be approved by a super-majority approval of our investment
evaluation committee and also by our chief executive officer.

Competition

The radiotherapy and diagnostic imaging market in China is fragmented and the competition is intense. The centers in our network compete
primarily on a regional or local basis with government-owned and private hospitals that offer radiotherapy and diagnostic imaging services
either directly or in conjunction with third parties, such as China Renji Medical Group Ltd. and Jiancheng Investment Co. In addition, since
hospitals typically establish radiotherapy and diagnostic imaging centers located on their premises through long term lease and management
services arrangements with us or our competitors, in a given locality over a given period there may only be a limited number of top-tier hospitals
who have not yet entered into long-term arrangements with us or other companies like and type of certain medical equipment that can be
purchased by us or our hospital partners, such as head gamma knife systems of PET-CT scanners, further limit the number of top-tier hospitals
that we or our competitors can enter into arrangements with in a given period. We primarily compete with our competitors on the range of the
option of services provided by us and our competitors, the reputation of centers in our network among doctors and patients in China and level of
patient service and satisfaction.
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In addition, we also compete with those who offer other types of available treatment methods that we do not offer, such as chemotherapy,
surgery, different forms of radiotherapy that we do not currently offer, other alternative treatment methods commercialized in recent years and
certain treatments that are currently in the experimental stage. These treatments may be more effective or less costly, or both, compared to the
treatment methods that our centers provide.

Environmental Matters

The Ministry of Health enacted the Administrative Measures on Medical Wastes Management of Medical Institutions in 2003, which sets forth
the management of and criteria for the disposal of medical waste generated in the operation of medical institutions. As the supervising authority,
the environmental protection authority at the county or higher levels is responsible for environmental inspections of hospitals within their
jurisdictions. The Ministry of Health and the environmental protection authorities have also promulgated a series of specific regulations on the
disposal of dangerous medical waste and the requirements of vehicles used to transport medical wastes. In addition, certain of the medical
equipment used in our network of centers, such as gamma knife systems, use radioactive sources. In accordance with the Regulation on
Radioisotope and Radiation Equipment Safety and Protection promulgated by the PRC State Council in 2005, these radioactive sources should
be returned to the manufacturer of such radioactive materials or sent to dedicated radioactive waste disposal units appointed by the MEP.
Radioactive materials are generally obtained from, and returned to, the medical equipment manufacturers or other third parties, which then have
the ultimate responsibility for their proper disposal. However, as all centers in our network are located on the premises of our hospital partners,
we do not directly oversee the disposal of certain medical waste generated in the centers. The failure of any of our hospital partners to dispose of
such waste in accordance with PRC laws and regulations may have an adverse effect on the operation of centers in our network. See �Item 3. Key
Information�D. Risk Factors�Risks Related to Our Company�Most of our radiotherapy and diagnostic imaging equipment contains radioactive
materials or emits radiation during operation.� For our specialty cancer hospitals, we will be responsible for the disposal of the medical waste
generated.

Insurance

We maintain property insurance on many of the medical equipment used in our network of centers to protect against loss in the event of fire,
earthquake, flood and a wide range of natural disasters. We do not typically maintain any professional malpractice liability insurance since we
do not employ the doctors and other medical personnel providing services in the centers, except in very limited cases and the centers are located
on the premises of our hospital partners. Accordingly, we are not directly responsible for any incidents that occur in the course of providing
treatment. However, as certain agreements entered into with our hospital partners require us to share in the expenses related to medical disputes
and for such expenses to be included as the expenses of the centers, we have obtained malpractice liability insurance for a limited number of
centers. We do not maintain product liability insurance for the medical equipment. We do not maintain real property insurance on the centers as
this is the responsibility of our hospital partners. We do not maintain business interruption insurance or key employee insurance for our
executive offices as we believe it is not the normal industry practice in China to maintain such insurance. We consider our current insurance
coverage to be adequate. However, uninsured damage to any of the medical equipment in our network of centers or inadequate insurance carried
by our partner hospitals as to their respective centers could result in significant disruption to the operation of centers in our network and result in
a material adverse effect to our business, financial condition and results of operations.

We have entered into framework agreements to establish specialty cancer hospitals that are to be majority-owned by us. We will employ all of
the personnel of such hospitals, including doctors, nurses and medical technicians. As a result, we plan to obtain professional malpractice
liability insurance for such specialty cancer hospitals. However, there can be no assurance that such insurance will be available at a reasonable
price or that we will be able to maintain adequate levels of professional and general liability insurance coverage

Legal and Administrative Proceedings

We are not currently involved in any material litigation, arbitration or administrative proceedings. However, we may from time to time become a
party to various other litigation, arbitration or administrative proceedings arising in the ordinary course of our business.
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Regulation of Our Industry

This section sets forth a summary of the most significant regulations or requirements that affect our business activities in China or our
shareholders� right to receive dividends and other distributions from us.

General Regulatory Environment

China�s healthcare industry is regulated by various government agencies, including the Ministry of Health. The Ministry of Health has branch
offices across China that oversee the healthcare industry at the provincial and county levels, which branch offices, together with the Ministry of
Health, we refer to as the healthcare administrative authorities. The healthcare administrative authorities and other government agencies, such as
the National Development and Reform Commission, or NDRC, the State Food and Drug Administration, or SFDA, the Ministry of
Environmental

Protection, or MEP, and the Ministry of Commerce, or MOFCOM, have promulgated rules and regulations relating to the procurement of large
medical equipment, the pricing of medical services, the operation of radiotherapy equipment, the licensing and operation of medical institutions
and the licensing of medical staff.

Permits Required by Our Company

Medical Equipment Operating Enterprise Permits

The SFDA categorizes medical equipment into three classes according to the level of control by the government authorities that, in the judgment
of the SFDA, is required for their safe and effective operation. Class I medical equipment are those medical equipment that require only an
ordinary level of control in order to ensure their safe and effective operation. Class II medical equipment are those medical equipment that
require a heightened level of control in order to ensure their safe and effective operation. Class III medical equipment are those medical
equipment that are used to support or maintain human life, are implanted into the human body or otherwise pose a potential danger to the human
body. Class III medical equipment require strict control in order to ensure their safe and effective operation. In order to ensure an adequate level
of control in the operation of Class II and Class III medical equipment, enterprises that engage in the operation of such equipment, which include
gamma knife systems, linear accelerators, MRI systems and PET-CT systems, must each obtain a medical equipment operating enterprise permit
from the relevant provincial drug supervision and administration agency. As a result, our subsidiaries Shanghai Medstar, Beijing Yundu and
Aohua Technology must each obtain a medical equipment operating enterprise permit from the relevant provincial drug supervision and
administration agency pursuant to the Medical Equipment Supervision and Administration Regulation effective as of April 1, 2000. Each such
permit is valid for a term of five years and, prior to expiration, must be reviewed by and an extension of its term must be obtained from the
relevant authorities. All of our aforementioned subsidiaries have received medical equipment operating enterprise permit.

Radiation Safety Permits

As organizations that produce, sell or use radioactive materials or devices in the PRC, our subsidiaries Shanghai Medstar, Aohua Technology are
required to obtain radiation safety permits from the relevant national or provincial environmental protection authorities pursuant to the
Regulation on Radioisotope and Radiation Equipment Safety and Protection issued on September 14, 2005 by the PRC State Council and the
Rules on Radioisotopes and Radiation Device Safety Permit issued on January 18, 2006 by the State Environmental Protection Administration
(now the MEP) and amended on December 6, 2008 by the MEP. Each such radiation safety permit is valid for a term of five years and, prior to
expiration, must be reviewed by and an extension of its term must be obtained from the relevant authorities. All of our aforementioned
subsidiaries have received a radiation safety permit.

Any organization that is subject to radiation safety permitting requirements is required to strictly observe state regulations regarding individual
radiation dosage monitoring and health administration, conduct individual dosage monitoring and occupational health examinations for its staff
that are directly involved in the production, sale or use of radioactive materials or devices and maintain individual dosage files and occupational
health files. Any used radioactive source materials must be returned to the manufacturer or the original exporter of the equipment. If return to the
manufacturer or the original exporter is not possible, the used radioactive materials must be delivered to a qualified radioactive waste
consolidation and storage unit for storage.
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Leasing Company Permit

As foreign-invested companies engaged in the leasing or financial leasing business, certain of our subsidiaries must obtain a Foreign-invested
Enterprise Approval Certificate from the MOFCOM or its competent local branch. Each such certificate will specify the permitted business
scope of the foreign-invested company as either leasing or financial leasing. Foreign-invested leasing companies are permitted to operate their
businesses for no more than 30 years after obtaining such certificates, after which time they are required to apply for and obtain an extension of
the term of their certificate. Foreign-invested leasing companies are also required to observe the rules for the registered capital and total
investment provided in the Company Law issued by the Standing Committee of National People�s Congress of the PRC on December 29, 1993,
as amended from time to time, and other relevant regulations. Foreign-invested financial leasing companies, such as our subsidiaries Aohua
Technology and Shanghai Medstar are, in addition to the aforementioned requirements for foreign-invested leasing companies, subject to the
additional requirements of maintaining a registered capital level of at least US$10 million, having qualified professionals and having senior
managers with professional qualifications and with no less than 3 years of management experience. Our subsidiaries Aohua Technology and
Shanghai Medstar have each obtained a foreign-invested financial leasing company permit.

Regulation of Medical Institutions

Distinction between For-Profit and Non-Profit Medical Institutions

Medical institutions in China can be divided into three main categories: public non-profit medical institutions, private non-profit medical
institutions and for-profit medical institutions. Medical institutions falling under each category have differing registered business purposes and
governing financial, tax, pricing and accounting standards than medical institutions falling under one of the other categories. Public non-profit
medical institutions, including those owned by the government and military hospitals, are set up and operated to provide a public service and are
eligible for financial subsidies from the government. In contrast, private non-profit medical institutions are not eligible for government financial
subsidies. Both public and private non-profit medical institutions are required to set their medical service fees within a range stipulated by the
relevant governmental price control authorities, to implement financial and accounting systems in accordance with standards promulgated by
government authorities and to retain any profits for the continued development of such institutions.

For-profit medical institutions are permitted to set prices for their medical services in accordance with the market, to implement financial and
accounting systems in accordance with market practice for business enterprises and to distribute profits to their shareholders. Like private
non-profit medical institutions, for-profit medical institutions are not entitled to government financial subsidies. The specialty cancer hospitals
that we plan to develop will be established as for-profit medical institutions.

Medical Institution Practicing License

Pursuant to the Regulation on Medical Institution issued on February 26, 1994 by the PRC State Council, any organization or individual that
intends to establish a medical institution must obtain a medical institution practicing license from the relevant healthcare administrative
authorities. In determining whether to approve any application, the relevant healthcare administrative authorities are to consider whether the
proposed medical institution comports with the population, medical resources, medical needs and geographic distribution of existing medical
institutions in the regions for which such authorities are responsible as well as whether the proposed medical institution meets the basic medical
standards set by the Ministry of Health. Each of the independent specialty cancer hospitals that we intend to establish would need to obtain such
a medical institution practicing license. We are applying for a license for CCICC and it is currently operated within Chang�an Hospital, which has
the necessary license.
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Large Medical Equipment Procurement License

The procurement, installation and operation in China of large medical equipment, which is defined as any medical equipment valued at over
RMB5.0 million or listed in the medical equipment administration catalogue of the Ministry of Health, is regulated by the Rules on Procurement
and Use of Large Medical Equipment issued on December 31, 2004 by the Ministry of Health, the NDRC and the Ministry of Finance, which
became effective on March 1, 2005. Pursuant to these rules, quotas for large medical equipment are set by the Ministry of Health and the NDRC
or the relevant provincial healthcare administrative authorities, and hospitals must obtain a large medical equipment procurement license prior to
the procurement of any such equipment that is covered by the rules on procurement. For large medical equipment classified as Class A large
medical equipment, which includes gamma knife systems, proton beam therapy systems and PET-CT scanners, quotas are set by the Ministry of
Health and the NDRC and large medical equipment procurement licenses are issued by the Ministry of Health. For large medical equipment
classified as Class B large medical equipment, which includes linear accelerators and MRI and CT scanners, procurement planning and approval
is conducted by the relevant provincial healthcare administrative authorities with ratification by the Ministry of Health and the large medical
equipment procurement licenses are issued by the relevant provincial healthcare administrative authorities. However, many provincial
administrative authorities do not provide the general public with information on their procurement planning and quotas for Class B large medical
equipment procurement licenses, if any. A large medical equipment procurement license is not required for medical equipment that is not
classified as either Class A or Class B large medical equipment. These rules concerning procurement of large medical equipment apply to all
public and private medical institutions in China, whether non-profit or for-profit, except for military hospitals which have a separate
procurement system. See ��Regulation of Military Hospitals.�

In accordance with the 2011-2015 National PET-CT Procurement Plan issued on September 30, 2011, by the Ministry of Health and the NDRC,
the total number of PET-CT large medical equipment procurement licenses issued in China cannot exceed 270 from the date of the plan through
the end of 2015, the new licenses cannot exceed 160. In accordance with the National Gamma Ray Stereotactic Head Radiosurgery System
Procurement Plan issued on March 20, 2007 by the Ministry of Health and the NDRC, from the date of the plan through the end of 2010, the
total number of large medical equipment procurement licenses issued for head gamma knife systems cannot exceed 60 nationwide. Procurement
applications for head gamma knife equipment must be filed with the relevant provincial healthcare administrative authorities along with a
feasibility report, which must be reviewed by such provincial authorities before it is submitted to the Ministry of Health for approval. There is
currently no guidance as to the total number of large medical equipment procurement licenses that may be issued for other types of medical
equipment that the centers in our network operate.

With respect to any Class A or Class B large medical equipment purchased before the Rules on Procurement and Use of Large Medical
Equipment came into effect on March 1, 2005, the medical institution that houses such equipment must apply to the Ministry of Health or the
relevant provincial healthcare administrative authorities for a large medical equipment procurement license for such equipment. If such medical
institution is unable to obtain a procurement license as a result of a lack of procurement quotas for such medical equipment allocated to the
region in which the medical institution is located, an interim procurement permit for large medical equipment is required to be obtained instead.
Moreover, any medical institution holding an interim permit must pay taxes on income derived from the use of the equipment covered by the
interim permit and, upon the expiration of the useful life of such medical equipment, the medical institution must dispose of such equipment and
is not permitted to replace it with a newer model. Some of our medical equipment have not yet received a large medical equipment procurement
license or an interim permit. For more information, see �Item 3. Key Information�D. Risk Factors�Risks Related to Our Industry�Certain of our
hospital partners have not received large medical equipment procurement licenses or interim procurement permits for some of the medical
equipment in our network of centers which could result in fines or the suspension from use of such medical equipment.�

Radiotherapy Permit

Medical institutions that engage in radiotherapy are governed by the Regulatory Rules on Radiotherapy issued on January 24, 2006 by the
Ministry of Health and are required to obtain a radiotherapy permit from the relevant healthcare administrative authorities. These rules require
such medical institutions to possess qualifications sufficient for radiotherapy work, which include having adequate facilities for housing
radiotherapy equipment as well as having qualified, properly trained personnel. Medical institutions that operate medical equipment containing
radioactive materials are also required to obtain a radiation safety permit. See ��Permits Required by Our Company�Radiation Safety Permits.�

Radiation Worker Permit

Medical institutions that engage in the operation of medical equipment that contains radioactive materials or emits radiation during operation are
required to obtain a radiation worker permit from the competent healthcare administrative authorities for each medical technician who operates
such equipment.
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Regulation of Military Hospitals

The procurement, installation and operation of large medical equipment by medical institutions of the PLA is regulated by the healthcare
administrative authority of the general logistics department of the PLA with reference to the Rules on Procurement and Use of Large Medical
Equipment. The general logistic department of the PLA issues a large equipment application permit to those military hospitals approved for
procurement. The procurement planning records and annual reviews are provided to the Ministry of Health for its records.

Restrictions on Cooperation Agreements

Since the effectiveness in September 2000 of the Implementation Opinions on the Management by Classification of Urban Medical Institutions
by the Ministry of Health, the State Administration of Traditional Chinese Medicine, the Ministry of Finance and the NDRC, non-profit medical
institutions other than military hospitals have been prohibited from entering into new cooperation agreements or continuing to operate under
existing cooperation agreements with third parties pursuant to which the parties jointly invest in or cooperate to set up for-profit centers or units
that are not independent legal entities. However, according to the Opinions on Certain Issues Regarding Management by Classification of Urban
Medical Institutions issued on July 20, 2001 by the Ministry of Health, the State Administration of Traditional Chinese Medicine, the Ministry
of Finance and the NDRC, a non-profit medical institution that lacks sufficient funds to purchase medical equipment outright may enter into a
leasing agreement pursuant to which the medical institution leases medical equipment at market rates. In response to this regulatory change, we
have replaced the majority of our cooperation agreements with non-profit civilian hospitals with leasing and management agreements. See �Item
3. Key Information�D. Risk Factors�Risks Related to Our Company�We may not be successful in negotiating the conversion of a few of our
cooperation agreements with our partner hospitals into lease and management arrangements due to regulatory changes.�

Regulation of Proton Treatment Centers

Pursuant to the Administrative Measures on Clinical Application of Medical Technology, effective as of May 1, 2009, medical institutions must
apply to the Ministry of Health for approval before utilizing certain medical technologies. On November 13, 2009, the Ministry of Health issued
the Trial Administrative Rules on Proton and Heavy Ion Radiotherapy Technologies, which provide the guidelines for government authorities to
review and approve applications of medical institutions for clinical use of proton and heavy ion radiotherapy technologies. Furthermore, these
rules set out the minimum requirements for medical institutions and their medical staff to provide proton and heavy ion radiotherapy. Such
requirements include, among other things, that medical institutions that are eligible for providing proton and heavy ion radiotherapy must (i) be
3A hospitals, (ii) have a radiotherapy department with 10 or more years of radiotherapy experience and 30 or more inpatient beds, (iii) have a
diagnostic imaging department with five or more years of diagnostic imaging experience and equipped with diagnostic imaging equipment such
as MRI, CT and PET-CT, and (iv) have at least two staff doctors possessing technical competence in the clinical application of proton and heavy
ion radiotherapy technologies. Our Beijing Proton Medical Center has already received preliminary approval from the Ministry of Health prior
to the promulgation of these new rules. These rules will apply to any proton or heavy ion radiotherapy treatment centers that we or our hospital
partners may build and operate in the future.

Registration of Doctors

Doctors in China must obtain a doctor practitioner or assistant doctor practitioner license in accordance with the Law on Medical Practitioners,
effective as of May 1, 1999, and the Interim Measures for Registration of Medical Practitioners, effective as of July 16, 1999. Currently, each
doctor is required to practice in the medical institution specified in such doctor�s registration. If a doctor intends to change such doctor�s practice
location, including but not limited to moving to or from a non-profit medical institution or to or from a for-profit medical institution, practice
classification, practice scope or other registered matters, such doctor is required to apply for such change with the competent healthcare
administrative authorities. However, with the approval of the medical institution with which a doctor is affiliated, such doctor may, within such
doctor�s scope of practice, undertake outside consultations, including diagnostic and treatment activities, for patients of another medical
institution.

The Notice Concerning the Doctors to Practice in Different Locations, which is issued by the Ministry of Health on September 11, 2009, sets
forth the basic principles for doctors to practice in different medical institutions. Pursuant to the notice doctors are allowed to be employed by
more than two medical institutions subject to the approval of the Ministry of Health. However the implementation details are currently unclear.
On January 1, 2010, the Trial Management Measures Concerning the Doctors to Practice in Different Locations issued by Guangdong provincial
branches of the Ministry of Health became effective. The measures provide that doctors, who meet the requirements
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