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ABSTRACT

A health checkup business provides services to examine the customer’s health status. This thesis
has been developed to understand the heath preventive market and prepare a business plan of starting up
high-tier checkup centers in China. The target customers are the high-income individuals with more than
USD10, 000 per year in big cities, age between 30 and 69. A case study of Beijing Mei Zhao Health
Screening Center illustrates that the analysis of this thesis is reasonable and applicable, however, more

details will need to be calibrated before launching the real business.

The overall health checkup market is in a full force growth period in China. For example, CiMing
Health Checkup Management Group Co., Ltd. filed its [PO in 2012 and 2013. Ciming planned to use the
funds to invest in Osis hospital that opened in 2011, which positioned itself as a high-end checkup and
medical service center. In another example, iKang Healthcare Group, Inc. has filed its IPO prospectus on
NASDAQ on March 3rd, 2014 and the trading commenced on April 9th (NASDAQ:KANG). iKang
opened its International Evergreen Medical in December 2013, which is comparable with Osis Hospital.
Both of the firms have ambitions to invest in super high-tier health checkup centers. Health 100 claimed
that it became the biggest health checkup service institution, with 130 sites in 55 cities in 2013. These are

the positive signals for this prosperous market.

The audiences of this thesis are the investors and entrepreneurs who are interested in this market,

and the scholars who are pursuing academic research on this industry.

Thesis Supervisor: Val Livada
Title: Senior Lecturer, Martin Trust Center for MIT Entrepreneurship



[Page intentionally left blank]



ACKNOWLEDGEMENT

This research has been conducted with the supervision from Val Livada. I knew Val through
taking his class of Corporate Entrepreneurship, MIT Sloan course 15.369. I learned about the
development of Corporate Venture Capital (CVC) in the past 30 years globally, and most importantly, I
started to build more sense about Entrepreneurship. I then developed my idea about this thesis based on
the learning from this course and other Sloan action-learning programs. I would thank Val sincerely for

his mentorship. Val has provided substantial coaching and support to my research on this topic.

Dr. Jack Chiang, at the Guanghua School of Management, Peking University, has co-supervised
this research. Jack is my class lecturer and friend, who has coached me through the MBA study in Peking

University in the past three years.

I would thank my family and friends who support and recognize me as always. I can only move
forward with good courage based on their rigid support. My wife Pingping Yang and daughter Yixuan

Mia Liu have given great love to me, to enable me conduct this dedicated study.



[Page intentionally left blank]



LIST OF TABLES

The list of tables in this thesis is as following:

Table Page

Table 1 The total percentage of GDP in Health expenditure in the US 15

Table 2 The Rising Prevalence of Chronic Diseases. The table sets forth the growth in | 35

the prevalence of select chronic diseases in China from 2001 to 2012.

Table 3 The major health checkup centers in Beijing in 2009. 36

Table 4 The different categories of health checkup centers by pricing. 40

Table 5The age distribution of 7752 people who did health checkup in Ciming Beijing. | 41

Table 6 The three categories of medical approaches, defined by the National Health | 43

and Family Planning Commission of the People’s Republic of China

Table 7 The assumed profit and loss form 49

Table 8 The assumed Headcounts in one center 51




LIST OF FIGURES

The List of Figures in this thesis is as following:

Figure Page
Figure 1 The per capita healthcare spending of OECD countries in 2006 16
Figure 2 The disease prevalence in the U.S 17
Figure 3 The drug price and overall average price comparing with five European | 18
countries

Figure 4 The Insurance system in the U.S 20
Figure 5 The money flow in the U.S healthcare system. 20
Figure 6 The recommended direction of reform healthcare system in the U.S 22
Figure 7 The life expectancy and potential life years lose in Japan. 23
Figure 8 Current Fund system and contribution rate 24
Figure 9 The Co-payment of Japan is the highest among all the countries. 25
Figure 10 The data of people covered by insurance in China. 28
Figure 11 The four categories of institutions that are providing health checkup |29
services in China

Figure 12 The disease infection and recovery model 32
Figure 13 The China Average Yearly Wages. 33
Figure 14 The personal expense on health checkup/prevention in China as of 2011. 34
Figure 15 The business strategy 45
Figure 16 The Organization Chart 53
Figure 17 The Company Culture 54




Table of Contents

1  EXeCutive SUIMIMATY wvimirniieiimiiaimsscissssssessismemse it sinmsessassnssasmmissssatsssssssnsssssassssssssasnssssne 11
1.1 Consumer Needs on Health Checkup .........couiiciiiiieiiiiniceciin et seces et sres s snne e 12
1.2 Opportunities in the Market ..ottt s sats e sanssan s 12
1.3 Key BUSINESS SIFAtEEY 1iviiiieiieieieeiieieeiite et e teecnteseee s et e aate sevabessbte s sabas s sans enssassstenasesansesans 12
1.4 Key Marketing StrateZY ..oocveeieeierieere et citerree e enssine s eenr s s ne s esre s ar e smrses s se st e shbnsnsnersssae st esanees 13
1.5 Key Operating StrateZy ..ot eset s ssre st s et sae e snees e s s s ssaesnesssesenssns 13
1.6 Key FINancing Plan........cccooieiiiiin i s e st ceasnsse st svansssssasanssssessbass s s snesonnosnasnas 14
1.7 Contact INFOIMIATION ..couviiie ettt ettt ettt et ete b e s r e ese s e s steseres e nessasesbesbnassansmssasansenans 14
2 Overview of Global Healthcare SySteIms. ... i 15
2.1 US Healthcare System INtroduCtion........cccoociiiioiiiiiicniieii ittt aens 16

2.1 1 OVEIrVIEW Of THE SYSTEM ...ttt e stn e scesentssasss st s sss e ss s s as st esssaara e sessessaas 16

2.1.2  Health Insurance SOUrce QA SYSENM .......ccccceeveeieiieieeeseereeeeeeeeeeaectessssssssssssssansssssssreesssssesaseses 19

2.1.3  Health CRECKUD SEIVICES ..coveeieereetieeeeectieiectieeeeteersesisesisssavsssissssssssssissssssnsssssssssasessnsessnanssnses 21
2.2 Japan Healthcare System INtrodUCHON. ..ottt 23

2.2.1  OVEIrVIEW OF tNE SYSEEM ..ottt eee s et s saesssstssstsssssesbs s s o sta s b snesneraesanes 23

2.2.2  Health Insurance Source QNA SYSIEM .......c.ccciveevrivivireeisrrirsiessssssrirsesressserenateeesirsssssssssssassasssans 25

2.2.3  Health CReCKUD SErviCes .....cocvimvrsiviirsiiasviniiissisiiiisicsssesssssssivsssissessisssssssssissssssnssnssesssesssssassses 26
2.3 China Healthcare System INtroduction ........ccccciviimiiiiiiniininr s s 27

2.3. 1 OVEIVIEW OF tHE SYSIEM ..ttt eeee st st s sstsss st sssts s sans st ssbs st s s s s bnssanennsen 27

2.3.2  Health Insurance Source and SYSIEM........ouecvveeciresiieessiissesssisisssseessanessreseseeesseressisssssssssssssons 29

2.3.3  Health CRECKUD SEIVICES .....cceeeeeeeueeieeirieieeteisertee sttt erveesteesesescreesesssasssatssssessassssssnsessessssssssanes 29
2.4 Lesson Learned for China's Future Development of Healthcare System........cccoovevvmecmeccnnninicinnne 30
3 Consumer Needs in the Health Checkup Service......cmiuimmmmsnmnsmmee e 31
3.1 “Wish of Well-being’ Strongly Rooted in Chinese Culture .........cccccovervviniiiiiiniiniinniecie e 31
3.2  Proactive Prevention Is Key of Being Well .....ooociiiiiiicceiinceeninrnn e 31
3.3 Improved Average Wage Can Afford the Cost of Being Well ... 33
3.4 Increasing Prevalence of Chronic Diseases Drives More Needs .......ccooevviiniiiieinvnninieniiceeene, 35
4 The Health Checkup Market, Competitors and Identified Business Opportunity ........ 36
4.1 The Current Market in ChINA........ccouveeceiiierieeiieerieste e eee e st ee et e seete e s eeesese s e ese e s e vesa s saansssaareonesnns 36
4.2 Key Players and Their Strategy Through Media ReVieW.......cocovvvviirinininiciiccnincne, 37
4.3 The Better Market Position Found Through Analysis......cccccvviieeiiencncomnninnii s, 39

5 Primary and Essential Step: Obtain a Certificate of Business as a Healthcare Institution
41

6 Business Strategy — Creating a Flywheel ..........ccvviisniciissmnmmun s 44
6.1 Flywheel Model- More Awareness, More Trial, More Satisfaction and More Loyalty .........c.c....... 44
6.2  Competitive AdVANTAZES ....coovvriviiiiii ittt r et et e s 45
6.3 SHATTUD SIFALEEY ..veeeiriiiiiitiiiiit ettt et s s b e b e e m e e e b e e ss s s e n s e s e s s e eaa e s 46



6.4 EXPANSION STALEEY ...oveerereiiiiiniiicteietatetstsss s ettt sttt 47

7 Marketing Strategy ... st e 48
8 OPErating Strategy ..o A s A s 48
8.1 Revenue and Cost StIUCIUIE .....uirctiiaiecieertterterresterereer e st eneeer s entsssass o saessrstanssrsssrtosssrasorssssrssnsns 49
8.2 Net Revenue- Results of High Service Level, Efficiency and Innovation .............ccoceeevicenniiiiianen 50
8.3 Cost of Medical Consumables and Outsourced Services — Enhance High Service Level, Efficiency
50

8.4 Cost of Salaries and Benefits —Enhance High Service Level, Efficiency and Innovation ................ 51
8.5 Cost of Rental and Office Expenses —Enhance High Service Level, Efficiency........cccoonninnncne 51
8.6 Cost of Depreciation with Facilities ~Enhance High Service Level, Efficiency and Innovation......52
8.7 Cost of Sales & Marketing —Enhance High Service Level ...t 52
8.8 Cost of General Administration- Management Team—Enhance High Service Level, Efficiency and

TIMIOVALION ..veieiieeeetieecitreesre e s e e e see e e resr e e ab e e et eeseasae s e st seb b e s bs s s b e b e s s b e e b e moRe hosaasssenbessabeaasntesasasarastanssns 52
8.9 Cost of Research and Development-Enhance High Service Level, Efficiency and Innovation........ 53
8.10 Profit before Tax —Enhance High Service Level, Efficiency and Innovation...........cc.ccoceienannnn 54
8.11 Company Culture-Enhance High Service Level, Efficiency and Innovation .........ccecceeeiviennnnene 54
9 Financing Plam ... s st s ssssss s sssssssststamssssssssssssasssssssssassss sanss 55
10 Case Study of Beijing MJ Health Screening Center ... e 55
11 Key Risk and Mitigation Plan ... s 57
I1.1  WIONE RESUILS .curiieiniiiitieitiiniii ettt e sttt er e 57
11.2 ReguIAtion RISK ...c.cciviiiiiiiniiiiiiiiiiiicnnst e sttt sttt bt n et s 57
11.3 The Argument that Checkup is Not Useful ....ccoviiiviiiimiii s 58
12 CONCIUSION covvirinreeraressesnrsessnsmsssssussssssussssss censssssanssssssnessesssnsssniasssssssassssasussss s sassnsassnssnsssanssnsssnsnaes 58
13 WOKK CHEEd ..ovvroneeerarsrssemmssrsensnsssscamsasscanmmsssssssssssasssmsseassssasassisasasansss snassse sassosassansesssnasesssanssnsssnssass 60
) SN 07 12 1T | O R 63

10



1 Executive summary

Nowadays, we are increasingly paying more attention to the health care system globally because of
people’s wish of longer lifetime and high health care expense. As the economy of China becomes
prosperous, there is an obvious and strong need for well being from Chinese people. Health checkup
service provides a good approach of being well, by screening potential disease in advance. Health
checkup service is one of the preventive approaches by visiting to a health institute by asymptomatic
person on a regular basis (commonly encouraged to be performed annually). It is known by several names
such as general medical examination, health screening, health evaluation, annual physical, comprehensive
medical exam, general health check, or preventive health examination. The term of ‘health checkup’ is

used in this thesis to represent all the above terms.

The health checkup service has been well established in the United States, Japan and all the other
developed countries in the last century. In China, the health checkup services used to be provided mainly
by the public hospitals, and many people went for the checkup because it was a mandatory requirement
for enrolling into the military or job positions. However, starting from 2000, private health checkup
institutions entered in this market mostly in the first-tier cities such as Beijing, Shanghai, Guangzhou etc,
under the encouragement of government policy. The private institutions have reduced the high reliance on
public hospitals for most medical care services. Therefore, many of these institutions have grown rapidly

and successfully.

This thesis is a business plan discussing about starting up a high tier health checkup business in
China. The audiences of this thesis are the investors and entrepreneurs who are interested in this market,
and the scholars who need the basic overview information about this industry. Due to time and resource
limitation, there are assumptions made in certain situations, which will require actual business analyses in

deeper level of details when the new business is being launched.
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1.1 Consumer Needs on Health Checkup

“Health Cultivation’ is a popular topic, to explore the good science and the good medicine of
strengthening human body’s immune and endocrine systems in China. The television program about this
topic has high audience rating; the products such as food and tea related with this topic are sold quickly;
the books are occupying good percentage of shelves in bookstore. This phenomenon illustrates the strong
need for being well by Chinese customers, who emphasize on staying healthy. In recent years, health
checkup centers provide a good approach in understanding and monitoring one’s body status, especially
on chronic diseases such as hypertension, diabetes and hyperlipidemia. Therefore, health checkup is
definitely one of the critical matches to these strong needs of well-being. That's the reason there is a 50%

to 70% annual increase in revenue with several key players in this market in China.

1.2 Opportunities in the Market

A high-tier health checkup center’s target customers are the top high-income (annual income of
more than USD 10, 000) group in first-tier cities in China (such as Beijing, Shanghai, Guangzhou). Their
age range is between 30 and 69. Per the statistics in chapter 3, there are 1.35Million potential customers.
If the minimum average expense on health checkup is USD400 per person per year based on current
market benchmark, the total size of the market for high-tier checkup service is USD540Million annual
revenue. As the economic development in China is progressing, the growth is clearly continuing on the

same fast track.

1.3 Key Business Strategy

With identified target customers, the business strategy for the early stage of this startup can be
summarized as “More Awareness, More Trial, More Satisfaction and More Loyalty”. The approach is to
build the right channel to reach these potential customers, offer good reasons for customers to have first
time experience, retain customers by providing high service levels and sustain customer's loyalty through
this positive feedback loop. Over time, the business can gain competitive advantage in terms of Brand,

People, Operation and Culture.
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1.4 Key Marketing Strategy

The marketing strategy should be focused on increasing the brand awareness and trial, which
reinforces customer's satisfaction and builds on the brand loyalty. The process can in turn influence more
customers to join the practice and form a flywheel effect to enhance the brand. There are three
approaches: 1) it can be based on geography that the target group live in the similar neighborhood. The
startup company can build joint activities with the administrative office of the neighborhood to deliver the
health care programs to the target group. 2) The strategy can be applied to build a community who is
careful about his/her health through a well-designed and well-maintained website. This provides an
opportunity to generate a platform for the target group to get the necessary information about health, to
discuss recent concerns about health and to learn from each other about healthy lifestyles. 3) Initiating
smart promotion to ensure the target group tries the health checkup service is critical. The promotion may
not necessarily entail a price reduction; it can be implemented in a smart way, such as bundling it with

other services or a market champion to award the winner for membership in the health checkup center.

1.5 Key Operating Strategy

Since the business strategy is: “More Awareness, More Trial, More Satisfaction and More Loyalty”.
The operating strategy should be focusing on increasing the service level to ensure satisfaction, which can
then gain more customer loyalty. The process can in turn influence more customers to join the practice
and form a flywheel effect to enhance the brand and grow the business. To achieve the business strategy
and business goal, the operation should have the advantage of high service level, efficiency and
innovation. To start the analysis, an assumption is made of the profit and loss. There is a gross margin of

49% and a profit of 28% from the business operations (Refer to table 7).

Besides the revenue and cost structures, it is equally important for the management team to drive for

a strong company culture, to unite employees together and deliver excellent service to customers.
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1.6 Key Financing Plan

This startup business is expected as from being in a high growth market that needs the involvement
of investors such as private equity and venture capital. The funding of a high tier health checkup center
requires CN'Y20Million, which is USD 3.26Million (based on the rate of USD100=CNY613.06 on March
6™, 2014). The land area needed is 1,000 square meters. There is no substantial quotation in this thesis
regarding the total funds needed; hence this number is an estimation that requires more accurate quotation

about lease, decoration, equipment and compensation to finalize the budget.

The startup of first center can be funded through one or two investors who have confidence about
this health checkup industry and who agree with the strategy of this business plan. The entrepreneur who
runs the business can gain some equity stake as incentive. More discussions are needed in this topic with

the actual investor according to different scenarios.

1.7 Contact Information

Weibo (Chris) Liu

Address: 14B, MIT Building ES5, 60 Wadsworth Street, Cambridge, MA 02142
Phone: +1 (617) 949 0321

Email: chris.liu@sloan.mit.edu
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2 Overview of Global Healthcare Systems

Healthcare expenditure is one of the major expenses for a nation. This spending is closely related
with the health status and life expectation of the population in every country; hence it is one of the focus
areas for government officials. Per the World Bank’s data, the expenditure accounts for 2~20% of GDP
globally in different countries. Developed countries have higher percentage, while developing countries
have lower by increasing percentage. Refer to table 1 to take the United States, Japan and China for
example, their healthcare expenses account for 17.9%, 10.1% and 5.4% of their GDP respectively in
2012. Most importantly, there is clear trend of growth year by year. These health expenditure data include
public and private health expenditure. They cover the provision of health services for both preventive and
curative activities, family planning activities, nutrition activities, and emergency aid designated for health
but do not include provision of water and sanitation. Preventive service is the focused area in this thesis.

(The World Bank)

2004 2005

2008 2009 2010

2011

2012

Table 1 The total percentage of GDP in Health expenditure in the United States, Japan and China. Source: The Word
Bank.

While developed countries spend more with health care, in terms of total spending and spending
per capita. For instance, the health care spending from thirteen ‘Organization for Economic Co-operation
and Development (OECD)’ peers are all range in higher range, especially the United States’ health
spending is the highest. The per capita healthcare spending is much higher than his OECD peers,
according to the graph in Figure 1. Therefore, it is interesting to investigate the healthcare system of the

United States, to understand the structure of spending and the improvement opportunities.
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The United States spends far more on health care than expected even
when adjusting for relative wealth

Per capita health care spending, 2006
$ at PPP*
8,000

2006 R*=0.88
7.000 p Unitea &

6,000 |
5,000 |
4,000 }
3,000 |

2,000 r

1,000

0 i i A A L L
10,000 15,000 20,000 25,000 30,000 35000 40,000 45000 50,000
Per capita GDP
. 3
* Purchasing power parity.
** Estimated Spending According 1o Wealth.
Source: Organisation for Economic Co-operation and Development {OECD)

Figure 4 The per capita healthcare spending of OECD countries in 2006. Source: OECD. McKinsey Report. 2008

2.1 US Healthcare System Introduction

2.1.1 Overview of the System

The United States healthcare system has its significant features to study. On one hand, it is titled as
“ best healthcare system in the world”, which has the most advanced technologies and medical facilities.
The research groups in the US have been leading the development of medical technology and other
related technologies. For instance, the robotic application in the U.S medical centers is far more common

than in other countries’ centers.
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It is not hard to understand that healthcare spending of the US is the highest. The output regarding to

disease prevalence for most high-cost medical conditions is lower than other countries. Figure 2 is the

research result from McKinsey Global Institute, which indicates heart conditions, mental disorders,

COPD asthma, hypertension, osteoarthritis and back problems are all better controlled. It might be

questionable because the population is younger in the US comparing with the other OECD countries.

Disease prevalence in the United States is lower than in Il Higher US prevalence
peer countries for most high-cost medical conditions B Lower US prevalence

US health care expenditures

Heart conditions

Disease prevalence: United
States vs. peer countries*™
US prevalence = peer counties at 100

Lower
relative disease
prevalence in the United
States represents an
estimated $57 billion to
$70 billion in medical

cost savings

* Includes 35 of 60 medical conditions surveyed by US Medical Expenditure Panel Survey, the costs of these diseases

represent 35 percent of total US health expenditures.

** Peer couniries are France, Germany, Raly, Spain, and the United Kingcom.

*** Chronic Obstructive Pulmonary Disease.

Source: Medical Expenditure Panel Survey, 2005; Dedision Resources 2008; McKinsey Global Institute analysis

Figure 5 The disease prevalence in the U.S by McKinsey Global Institute. Source: “Accounting for the cost of U.S

Healthcare: a new look at why Americans spend more”

However, on the other hand, the system is criticized as uneven and inefficient. 8% of the population

is not covered by insurance in this system as of 2006 although the overall expenditure is high. The

medical waste is higher than other countries. During an interview the thesis author conducted in Boston
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area, one of the doctors who worked in China’s hospital and are the visiting scholars in the US hospital in
2014 said: “In my opinion, comparing with China’s hospital’s current status, the medical waste is huge in
the US. Certain operation tools can be sanitized and reused for more than hundred times in one year in

China, while they are the disposable tools for one time use in the US hospital.”

The key reason is that patients in the U.S are paying more on the healthcare services and drugs.
Since these services and drugs are covered by insurance, the patients are not sensitive to the price of
medical care during visiting doctors. Figure 3 illustrates that the drug prices in the U.S are 50% higher for
comparable products in United Kingdom, Germany, Italy, France and Spain. The drug overall average

price index is 118% higher than in the above five countries.

Drug prices in the United States are 50 percent higher for comparable
products; average price gap is nearly 120 percent due to usage patterns

For comparable drugs, US prices
are 50 percent higher than in other

... and the use of a more expensive
mix of drugs in the United States

developed countries . .. increases average prices even more

Average price* difference for the Overall average price*
same drug $/pill indexed: EU5*** price = 100
$/pill indexed: EUS*** price = 100

150 218

D

+118%
100

United EUS*™* United EUS***
States™* States™
* Manufacturer price.

** Assumes 15 percent rebates from manufacturers to payers and Pharmacy Benefit Managers (PBMs).
*** Average of the United Kingdom, Germany, Italy, France, and Spain.
Source: IMS Health; McKinsey Global Institute analysis

Figure 6 The drug price and overall average price comparing with five European countries by McKinsey Global Institute.
Source: “ Accounting for the cost of U.S Healthcare: a new look at why Americans spend more”
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2.1.2 Health Insurance Source and System

Globally, every country has its public and private funding sources to form a healthcare system. The
public source is mainly the government expenditure from tax. The private source is from the premiums
paid by employer, employee and individual person. In the U.S healthcare system, the private source
dominates the financing of insurance rather than public source. The private expenditure is more than 50%
of the overall healthcare expenditure, the public covers around 42%. High private fund involvement

reduced the government burden on this area.

Figure 2 illustrates the US health insurance system’s structure. The private and public insurance are
the two sources of the US healthcare expenditure. The private insurance is paid by employer or individual
who is self-employed or retired. Typically the employer pays for insurance premium as the benefit for
employees. The employer pays either full percentage of the insurance or a major percentage. The
employee then pays the remainder. They all pay on a monthly basis. When one is retired, laid off or
chooses to self-employ, he/she has to pay the premium on his/her own. This becomes an expensive option
for individual comparing with other insurance sources. The public source can then act as another option to
choose. Firstly, The Medicare is a federal program that covers individuals aged 65 and over. The
government is the single payer in this program to cover all the reimbursement for the healthcare spending.
The fund is from the federal income tax. However, Medicare is not a well-covered insurance. For
instance, there are incomplete preventive care coverage, and no coverage for dental, hearing, or vision
care. The enrollees choose to buy supplemental insurance, which can account for as high as 22% of their
income for health care costs despite their Medicare coverage. Secondly, US launched another insurance:
Medicaid, which is designed for the low-income and disabled. The states and federal governments finance
Medicaid jointly through taxes. This is a relatively comprehensive insurance. There are other federal -
sponsored insurance such as S-CHIP for children whose family is not eligible for Medicaid but can’t

afford private insurance; Veteran’s Administration is for veterans of the military.
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Employer Sponsored Insurance

Private Insurance ™9

US Health Insurance L Individual Paid Insurance
pr—

Medicare

Public Insurance - Medicaid

S-CHIP & Veteran’s Administration

Figure 4 The Insurance system in the U.S

Kao-Ping Chua drew a money flow to indicate the structure of the system. The employer and
individual provide the fund through paying premium, income tax, and direct payment. Premiums are paid
to private insurers, who run the commercial insurance programs. The government provides fund through
covering the public insurance programs (Medicare, Medicaid, S-CHIP & VA) and paying premium for
government workers / employees. Nevertheless, the government fund is from the income tax. Hence the
primary source of the insurance is the employer and individual. Generally the patient needs to co-pay
during a visit in medical care. This is the direct payment to healthcare provider. All the funds eventually
go to healthcare providers to support the medical expense in this nation. The overall healthcare system

works to provide the medical care to the people who are enrolled in.

; 1 | worker's premuim |

Prmluns | _?!ynent 1

Employer / Individual S————————( | Davurex E - ! - “r
- m-m T

| i |
= e D I SRR

Figure 5 The money flow in the U.S healthcare system. Source: Overview of the U.S. Health Care.System by Kao-Ping
Chua
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2.1.3 Health Checkup Services

The healthcare services include preventive and curable activities. During the healthcare reforms
that took place in the late 1960s through the early 1970s in the U.S, prevention healthcare became an
important element in the healthcare system. The prevention includes vaccine injection, promotion of
healthy lifestyle, safety regulations and health checkup. The public accepted these activities as good
approach to improve public health in the nation. It is also analyzed that the healthcare expenditure can be
reduced since the diseases can be detected and treated in the very early stage, to avoid high medical

treatment cost.

In 1984, the U.S. Preventive Services Task Force (USPSTF or Task Force) was created. It is an
independent group of national experts in prevention and evidence-based medicine that works to improve
the health of all Americans by making evidence-based recommendations about clinical preventive
services such as screenings, counseling services, or preventive medications. USPSTF introduced a Guide
to Clinical Preventive Services, to emphasize the importance of preventive care by including prevention
in primary health care, ensuring health plan coverage for effective preventive services, and holding health
care providers and systems accountable for delivering preventive care. Therefore, the health checkup

services have been established through the healthcare reform and USPSTF guidelines.

The U.S health insurance plan covers the health checkup service. Therefore, people who are
enrolled in the health insurance can go to see their doctor for a checkup regarding his/her health status.
The interview with Val Livada (my thesis advisor) who uses the health checkup service annually said:
“The US has a comprehensive healthcare checkup procedure where yearly checkups are covered by the
insurance policy. The coverage is used at the discretion of the insured. Young people don't use it too
much although they have the right to. As one gets older, and especially at the encouragement of the
doctor, the checkup becomes a routine.” Most of the checkup services are provided by medical centers

and hospitals, but there are not many dedicated health checkup centers specializing at screening.
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McKinsey Global Institute researched the U.S healthcare system in the report of “Accounting for
the cost of U.S Healthcare: a new look at why Americans spend more” in December 2008. The first
recommended way to improve the healthcare system is to prevent illness in order to manage demand on
healthcare products and services. It is easy to understand that if the illness is bettered controlled, the
demand can then by reduced to lower down the overall healthcare expenditure. The health checkup
service is one critical preventive approach to detect and predict issue in a person’s health status;
accordingly, the early treatment can be applied for recovery in a faster and cheaper way. To summarize
the status of health checkup service, it is a common practice by most of the healthcare providers;

however, the participation rate is not high at the moment.

MGI believes that to be effective, reform should focus on both supply and
demand

Design Levers
Actively manage op tillne
What levers must - e ‘ o
care products and :
et e-inmsion o 58 —Qmmm
system leader or
intermediary follow Promote sustainable financing
to promote equity, emmmwmmmm
quality, cost St
effectiveness, and
service sustainably?
Ensure that the —ammmdmh
supply of health labor, infrastructure, and innovation
. can muihan e ———o Promote improvements to safeguarding
quantity, price, and
iy tancsind by and to service levels
the market @) Promote improvements to cost
competitiveness
|
@ Provide adequate organizational framework |
and deploy adequate approaches to allow |
the implementation of strategy levers !

Source: A framework to guide heaith care system reform, McKinsey Global Institute, November 2006

Figure 6 The recommended direction of reform healthcare system in the U.S by McKinsey Global Institute. Source:
“ Accounting for the cost of U.S Healthcare: a new look at why Americans spend more”
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2.2 Japan Healthcare System Introduction

2.2.1 Overview of the System

Japan's healthcare system is in remarkably good shape comparing with US and other developed
countries. Starting from a level similar to the United States, Japan has achieved the lowest infant mortality
rate. Japanese also have the longest life expectancy in the world as in Figure 7. Japan is the world's leader
through a well-thought-out plan for prevention, coupled with government investment. Moreover,
spending on healthcare expenditure is lower than in most OECD countries. The healthcare expenditure is
10.1% of its GDP in 2012. In Japan’s universal healthcare system, all residents are covered with any
medical issue they may have, and they can go to any medical institute for treatment as long as the institute

is covered by Japan’s national healthcare system.

JAPAN HAS ONE OF THE HEALTHIEST POPULATIONS IN THE WORLD

Ranked from best to worst
Life expectancy at birth Potential life years lost*
Years; 2003 Years lost/100,000 population; 2002
1. Japan 1. Sweden
2. Iceland 2. Japan
3. Switzerland 3. lceland
4. Australia 4. Switzerand
5. Spain 5. Raly
6. Sweden 6. Australia
7. Canada 7. Norway
8. taly 8. Netherlands
9. Norway 9. Greece
10. France 10. Canada
11. New Zealand | 11. Spain
12. Greece i 12. Austria
13. Singapore 13. Germany
14. Austria 14. United Kingdom
15. Belgium 15. Finland

°munpnhuhmmumm.lwnmwumamwmmmm
before age 75, This indicator gives more Importance to the causes of death that occumed at younger ages than those at older ages.
Source: OECD Health Data 2006; Singapore Department of Statistics; Canadian Institute for Health Information

Figure 7 The life expectancy and potential life years lose in Japan. McKinsey Global Institute. Source: The challenge of
funding Japan's future health care needs.
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Looking forward in the next 30 years, the situation of healthcare system in Japan is not
promising, due to the aging population, technology development, and wealth growth. MGI research
suggests health care spending could double as a proportion of Japan GDP within 30 years. The financing
gap is so large that policies on which Japan has relied in the past, such as increasing co-payments, will not
be sufficient to close it. The government also faces fiercely competing demands for resource allocation
among prevention, treatment and basic science interest groups. Figure 8 predicts there will be 19.2 trillion
gap by 2020 and 42.8 trillion gap by 2035 in Japan’s healthcare expenditure. This is the current challenge

in Japan’s healthcare system.

CURRENT FUNDING SYSTEM AND CONTRIBUTION RATES WILL
RESULT IN LARGE FUNDING GAP

¥ trillion
Assumptions
Change in percentage
Increase in elderly population 40.0 6.0
Decrease in total population 3.0 70
Real GDP growth p.a. 13 06
Income growth pa. ... SO, ... S
Revenue sources As in 2005 As in 2005

Source: McKinsey analysis

Figure 8 Current Fund system and contribution rate will result in large gap in healthcare expenditure in Japan.
McKinsey Global Institute. Source: The challenge of funding Japan's future health care needs.
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2.2.2 Health Insurance Source and System

Japan healthcare chose employment-based system of financing. This mechanism is similar with
the US’s system as mentioned in the paragraph 2.1.2. The difference is that private source in Japan
contribute even more than in the US. The largest share of healthcare financing in Japan is raised by

compulsory premiums paid by individual subscribers (34.6 percent) and employers (21.7 percent).

People’s premiums to enroll in the insurance are based on income and ability to pay. What is
unique with Japan’s system is that the co-payment is highest for individual. The co-payment can be as
high as 30% for people age from 3 to 69; 20% for people above age 70. Figure 8 compares Japan’s co-

payment rate with other countries.

NO OTHER COUNTRY HAS A STANDARD CO-PAYMENT
RATE OF THE MAGNITUDE OF JAPAN

- Including standard rate
Average co-pay rate; percent

Sned

" (not applied to everyone
and subject to ceilings)”

---------------------------------------------

Japan

United
States™

Belgium*™*

Switzeriand |

Sweden*™*

United i
Kingdom*** |

* Among the countries shown, only Japan has a standsrd rate definad as a percentage of total ireatment cost,
Other countries have lump-sum payments. France has a percentage co-pay rate of similar size (30% for GPs,
35% for specialists, drugs, and devices) but unike in Japan, this does not apply 1o hospitals.

= Qut-of pocket gxpenditure, which comprises much mors than just co-payments.
**= Based on local definitions of co-payment,

Source: OECD; ONS; Statistik over kosinader for halso- och sjukvarden, Assuralia; Socisistyreisen; McKinsey analysis

Figure 9 The Co-payment of Japan is the highest among all the countries. McKinsey Global Institute. Source: The
challenge of funding Japan's future health care needs.
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The insurance plans in Japan can be grouped in five groups. First group is government-managed
plans. These are for employees of small enterprises with more than five but fewer than three hundred
employees. Premium contributions are at a fixed rate of 8.2 percent of monthly income before taxes and
evenly split between employees and employers. Second group is society-managed plans. These plans are
for companies with more than 300 employees. Payroll taxes for such plans range from 5.8 to 9.5 percent
of monthly income before tax. Third group is mutual aid association insurers. These are for national and
local government employees and school employees. The average payroll contribution is 8.5 percent of the
employee's wage. Fourth plan is for day laborers who work less than two months during a year and
seaman. Fifth group is for companies with fewer than five workers, the self-employed and retirees. These
plans are covered either by municipal governments or by national health insurance societies.
Contributions to these national health insurance societies are based on reported income. It is also
necessary to mention that more than 60% of hospitals in Japan are privately owned healthcare

corporations.

2.2.3 Health Checkup Services

In Japan, there is around 70% of the population using the health checkup service annually. There
are three major health checkup categories in Japan. The first one is the company or school checkups for
their full-time employees or students. This category of people normally has annual health checkups for
free, which are sponsored by company or school. The checkup items are basically simple, such as height
and weight measurements, a blood or urine test, and a chest screening by X-ray. Company typically
contracted with hospitals or checkup centers for employees to go for the services. School normally has its

own medical center to provide this service.

The second category is the private health-screening center. Many Japanese hospitals have
introduced extensive health checkup services, which are extended for cancer, the brain, the vascular
system, women’s health screening, etc. This kind of health checkup service is called Ningen Dock in

Japanese. A Ningen Dock can be provided by most of the hospitals and clinics. A Ningen Dock takes
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anywhere from half a day to full day or night’s stay. The Health Insurance does not cover the cost of
general health checkups. Customers need to pay by his/her own. Prices vary, but start from around
USD400. In many cases, companies pay for the health checkup services. The doctor explains the checkup

results at the end.

The third option is the municipal public health checkups services, which are free or very cheap.
These services are mostly designed for self-employed people with National Health Insurance. Some of the
screenings and services are available for anyone who are the residents in that city. The checkup items of
this option are not comprehensive. The service level of the checkup centers is not as good as at Ningen

Dock.

2.3 China Healthcare System Introduction

2.3.1 Overview of the System

China launched its major healthcare reform in 1994, trying to advance the system to have good
coverage and insurance of the population. The ambition is to establish a universal health system that can
provide safe, effective, convenient, and low-cost health services to all of citizens. This reform established
the twenty years development of Chinese healthcare system, however, there are still many issues
remaining such as uneven distribution of healthcare resources, conflicts between doctors and patients, and

the relative high price of healthcare vs. average wage.

In terms of the positive effect of the reform, China has built the insurances that almost cover all the
1.3 billion population in urban and rural areas, with public and private fund. The life expectancy of
Chinese has risen significantly; the children mortality rates have been reduced significantly. Chinese can
go to hospital to receive better quality of medical care. The constructions of hospitals and community
medical centers have progressed quickly, to generate more hospital beds and other services. Starting from
end of 1990s, China allowed the private source to enter in the healthcare market and provide medical care

to the population, under the regulatory control of government.
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In 2006, there is only 45% of the population covered by insurance. By the end of 2009, there is 90

percent of the population covered by health insurance, per the data in figure 10. Initially, there was Urban

Employee Basic Medical Insurance (UEBMI) for employed people. Then China established Urban

Resident Basic Medical Insurance (URBMI) and New Rural Cooperative Medical System (NRCMS) to

cover unemployed population. (China’s health care reforms. McKinsey & Company.)

Almost all of China’s population is now insured.

Covered population (million)
Eligibility 2006 2009
Urban Employee * Mandatory basic health insurance
Basic Medical for urban employees of
Insurance (UEBMI) state-owned or private enterprises
= Funded by employers and empioyees 160 220
Current annual premiums are
$100-250
Urban Resident » Yoluntary basic health insurance
Basic Medical for urban residents not eligible
Insurance (URBMI) for UEBMI (eg, seniors, unemployed,
children, students, disabled) 10
» Funded by government and
* Current annual premiums are
$20-100
New Rural Coop- » Yoluntary basic medical insurance
erative Medical for rural residents
System (NRCMS) » Funded by government and
individuals 410
« Current annual premiums are $20-50

Source: Ministry of Human Resources and Social Security; Ministry of Health

Figure 10 The data of people covered by insurance in China.

Company.

Source: China’s health care reforms. McKinsey &
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2.3.2 Health Insurance Source and System

Funding of the healthcare system in China is extremely challenge taking into consideration the
1.3billion population and the early development stage of healthcare system. UEBMI is the well-
established program, which can provide comprehensive coverage. The employer is required to contribute
six to twelve percent of an employee’s annual salary to the insurance. Employee is required to contribute
another 3~6 percentage. In contrast, the central government, local governments, and individuals fund
URBMI and NRCMS. Individuals also need to co-pay up to 40% of the medical care expense at the

moment. The government fund is the major source at the current stage.

2.3.3 Health Checkup Services

There are four categories of institutions that are providing health checkup services in China at the
moment. They exist due to the different development stages of Chinese healthcare system. These

institutions are serving the 1.3Billion population in China nowadays. They are:

Health Checkup department at public hospitals

Figure 11 The four categories of institutions that are providing health checkup services in China
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The health checkup departments at public hospitals held 80% of the market share in 2009. They
are still playing the leading role in this market; however, the service level in these departments cannot
meet the increasing expectation of Chinese customers. There are two reasons: 1) there are too many
patients in these public hospitals in China, considering the population of China is as high as 1.3Billion but
the number of public hospitals is limited. The hospitals have to put all of their attention to take care of the
patients who are in urgent conditions. Therefore, the health checkup departments whose function is
prevention cannot be fully supported and developed. 2) The individual who goes for checkup service
might share the same test machine with the patients in the hospital. Per the model in Figure 12, there is
probability of cross contamination, a risk of infection by patients who are recovering in the public
hospitals to people who use the same equipment for health check-ups. Referring to other categories, the
community health centers are designed for primary health services providers, however, the patients go to
the major public hospitals directly when they need to see the doctor. The community health centers are
skipped and hence these centers are underdeveloped. This unbalanced phenomenon dramatically lowers
down the service level in the current health care institutions. Therefore, a new model of health care

centers with better services and lower risk of infection is highly demanded by the consumers.

2.4 Lesson Learned for China's Future Development of Healthcare System

Referring to these two examples of the US and Japan, it is easier to conclude that health checkup is
an essential service that people will take, especially when they are in their senior age. As the Chinese
economy develops, the similar situation can be expected in the near future. Therefore, it is time to start
the journey in this exciting roadmap to develop the Chinese version of a strong health checkup network

service.

The facilities and equipment in the United States and Japan are well maintained; the one who funds
the new health checkup center in China should plan a visit and experience the process in these two

countries so as to get the first hand information.
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It is necessary to point out that the health checkup expense is not covered by national health
insurance system in China. The expense is either paid by individual, or by the corporation that covers the
checkup expense as part of the compensation of employees. This is a major difference in the United
States. The opportunity is that the market can grow even faster if there is collaboration with insurance
system. For example, the commercial health insurance may be willing to offer a bundling of health
checkup and care services at a higher insurance premium. By offering this insurance product, on one
hand, the service can be more comprehensive to meet customer’s needs and more attractive when the
customer is considering to buy insurance. On the other hand, the healthcare expense can be lowered down
since the diseases are predicted or found at the very early stage. In the long term, the Chinese government
might even consider to include the health checkup service at the national healthcare insurance system,
comparable to the system in the United States. There is no clear decision-making discussion about this

topic now, but it is a key future opportunity to change the rules of current market.

3 Consumer Needs in the Health Checkup Service

3.1 ‘Wish of Well-being’ Strongly Rooted in Chinese Culture

With the development of Chinese medicine in the past thousands of years, the Chinese people
believe a healthy lifestyle leads to longevity. ‘Traditional Chinese Medicine Health Cultivation’ is a hot
topic in history. There are many researches on this topic. A simple search on Baidu.com results in
100million related websites. Accordingly, the information is distributed through Internet, TV, magazine,
book and other media channels. Audiences have shown great passion about health cultivation related
products / services. As the new and popular practice of a common form of preventive medicine, health

checkup is definitely one of the critical matches to these strong needs.

3.2 Proactive Prevention Is Key of Being Well

When examining the definition of health and illness, I found that it is difficult to distinguish

between a healthy person and an ill person. The reason is that there is always potential conversion from
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healthy to unhealthy individuals in the dynamic situation. Figure 12 is a simplified system dynamics
model to illustrate the infection process. The infection rate is determined by the contacts made between
infected and uninfected people and the infectivity of the disease. One of the approaches to control the
infective diseases is to control the infection rate, as indicated by the red arrow in the diagram. This is an
early-on control approach and can save on healthcare expense significantly. The population does not need
to go through the infection and recovery loop, which will cost even more with the overall healthcare

budget.

Similar concept applies to chronic diseases, which takes time for these diseases to be detected
when the individual does not feel well. To better control the disease and prevent sickness, one can
proactively monitor his/her body conditions by quantified checkup results. Through this checkup, he/she
can detect the clue of potential disease and take actions to avoid it in the very early stage. In other words,

Health checkup is the practice to screen and predict the disease development process.

T
Recovered
from a disease |

.
Susceptible *  Contacts Berween  Contagion , propability of Contact average duration
T Crstass Depletionggfected and Uninfected with Infected Person , - of infection
o & ‘mpk + [+] [+ ]
\\-‘/ Total
Population
o] o

Figure 72 The disease infection and recovery model (Adopted from Sloan course 15.871 Introduction to System Dynamics)
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3.3 Improved Average Wage Can Afford the Cost of Being Well
Per the webpage of World Bank, China’s GDP in 2012 is $8.227 trillion and the income level is
‘upper middle income’. The average wage of Chinese workers has been increased dramatically year by

year, as the economy of China took off over the past twenty-five years.

Tradingeconomics.com summarizes the average wage of Chinese workers from 2004 to 2013. Up
to January 2013, the average yearly wages is CNY 46,769, which is USD 7,628 (based on the rate of
USD100=CNY613.06 on March 6“‘, 2014). The exact number is not as big as developed countries;
however, the yearly rate of increase is significant, as shown in the bar chart in the following figure.

Continuous growth is expected from the current market analysis and policy guidance.

This increasing income allows people to improve their living conditions. Meanwhile, more and
more people pay attention to healthy lifestyles and longer life than before. This expectation builds the

foundation for strong consumer needs in health related products and services.

CHINA AVERAGE YEARLY WAGES
50000 —50000
46769
45000 —45000
40000 40000
35000 35000
30000 ~30000
25000 —25000
21001
20000 20000
16024 [FEORERT
15000 ] , T T T 15000
Jan/04 Jan/06 Jan/08 Jan/10 Jan/12

SOURCE: WWW TRADINGECONOMICS.COM | MOHRSS, CHINA

Figure 13 The China Average Yearly Wages. Unit: CNY.
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As analyzed, the need for health checkup is strong; the improved financial status allows people to
spend on health related products and services. It is helpful to zoom in on the overall healthcare expense

and examine the business case in this area.

Nationwide, the growth rate of China’s healthcare expense is significant. The Compound Average
Growth Rate (CAGR) of overall healthcare expense is 18.03%. It is CN'Y 396Billion as in 2011, which
accounts for 5.1% of China’s GDP. The CAGR of personal expenditure on healthcare is 17.89%, which is

CNY 138Billion in 2011.

The growth and overall personal expenditure on health checkup/prevention is not as high as the
healthcare expense, however, there has been fast growth in the past twenty years and the growth rate is
expected to be much higher as income continues to rise, especially in the first-tier cities. Figure 3 is the
illustration of growth with personal expense on health checkup/prevention. The rising trend is clearly fast.
It is well agreed that spending on preventive activities can widely lower down the cost of overall
healthcare, because many more diseases can be controlled and treated early. Therefore, it can be expected

that expenditure on health prevention activities including health checkup will keep up fast growing trend.

1200
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800

19904E 1995%E 20005 20055 20074 20085 20094 2010%E 20115
eHBR sigAER '

Figure 14 The personal expense on health checkup/prevention in China as of 2011. Unit: CNY. Blue Bar: Rural area;
Green Bar: Urban area. Source: Z4E# (2012 EhFE AL HHEE)
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3.4 Increasing Prevalence of Chronic Diseases Drives More Needs

As the quality of life improves, some of the chronic diseases can easily happen if the individual does
not pay good attention to healthy lifestyle. These diseases typically include Hypertension, Diabetes and
Hyperlipidemia. iKang’s IPO prospectus lists the growth in the prevalence of these three chronic diseases
in China from 2001 to 2012. All three diseases exceeded 70% growth in a year, which is a significant
increase. This trend can greatly harm the health of the people in China. As a result, it is necessary to
provide regular health checkup to the people, and suggest preventive approaches to avoid these diseases

from happening in advance.

Disease in China
2001 —2012 Growth
(in millions) {in milions) %)
Hypertension 141 266 89
Diabetes 47 92 97
Hyperlipidemia 146 250 !

Table 2 The Rising Prevalence of Chronic Diseases. The table sets forth the growth in the prevalence of select chronic
diseases in China from 2001 to 2012. Source: IKang’s IPO prospectus

To conclude in this chapter, it is clear that consumer needs and the buying power are matched in the
health checkup service. This awareness of being well among Chinese builds the foundation of consumer
needs on healthy related products and services. The average wage of Chinese workers has been increasing
significantly, and is expected to continuously increase in the next ten years. Hence, people become more
and more interested in the topic of being well; people can afford the cost of being well. Health checkup

has been commonly recognized as one of the critical approaches of being well.
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4 The Health Checkup Market, Competitors and Identified Business Opportunity

4.1 The Current Market in China

As mentioned in paragraph 2.3.3, the public health checkup centers have unbalanced supply and
demand. To mitigate this situation, the private-owned health checkup institutions started up since year
2000 in several major cities such as Beijing, Shanghai, Guangzhou, and became more and more popular
due to the new operating model of better service level and separation from infection by patients who are
taking disease recovery in public hospitals. They set up the practice of a new business model and fastly
expanded to more than twenty major cities. Businesses such as Ciming, iKang and Health 100 set their
prices at low to medium level (USD 50 to USD 150 per visit). There are typically the individual and
corporate customers. It was found clearly that the corporate customers who send their employees for
health checkup are the key revenue source for most of the health checkup centers. It is regarded as one of
the compensation packages to offer free health checkup service by corporations. Through the list of the
major checkup centers in Beijing in 2009, I found there has been another pricing strategy on higher end
customers such as MeiZhao (MJ in short). MJ targets the top high-income customers who could afford a

higher price of up to USD600 per visit. Here is a list of major health checkup centers in Beijing in 2009:

Name 5 i i Xiandai ¢ Health

Yang care

Guang service

center

Daily
capacity

Report

available time

i

2 RERE e i L2 A BTN ek LY
Table 3 The major health checkup centers in Beijing in 2009. Source: 2011-2015 Health Checkup Industry Report. China
Commodity Marketplace. Chinacem.com.
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4.2 Key Players and Their Strategy Through Media Review

It would be helpful to understand the current market players and their business strategy. This

information was collected from different media reviews and summarized in paragraphs below:

CiMing Health Checkup Management Group Co.,Ltd.

Ciming Health Checkup Management Group, one of the largest healthcare providers in China,
applied for an IPO on the Shenzhen Stock Exchange. Although there were delays during the approval
process, this indicated the confidence of the management team to compete in this business sector.
According to the prospectus released in March, Ciming Health Checkup planned to issue 40 million
shares to raise as much as USD28 million (CNY 175 million). The company had engaged a number of
Chinese private equity funds and venture capital firms as investors since its founding in 2002 in Beijing.

Hu Bo is the current Chairman of Ciming HealthCheckup. (http://www.forbes.com). Ciming obtained

great success in Beijing. The revenue of the 16 health checkup centers in Beijing accounted for 57% of
Ciming’s total revenue. Ciming has acquired ‘Shen Zhen Wo Jia Health checkup centers’ aggressively in
South China, trying to get a strong winning position across China. This is a deal of twelve health checkup

centers under the total valuation of USD250Million (CNY 1.5Billion).

It is worth to zoom in on the services provided at Ciming’s center. One of Shanghai Ciming
dispensary is located in central business district of Lu Jia Zui-Bund with comfortable surroundings and
convenient space of around 2,000 square meters. Ciming claims the whole checkup process uses clear air,
amiable service, easeful environment and warm atmosphere. “Good Health, Happy Mood" is an updated
comprehension of life proposed by Ciming. Different from the normal hospitals in China, The individual
space is provided in Ciming. Customers enjoy a feeling of being home; there is no time wasting on
walking up and down seeking offices, and guided all the way by nurses. Customer is never afraid of the
cross-contamination there. A face-to-face explanation by specialists during the checkup results and

suggestions are provided. There would be lectures on health care and health improvement available
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afterwards. (http://www.shmtppp.com) Furthermore, Ciming offers post-checkup services for those who

need further medical care such as hospitalizing, personal nutritionist consulting and psychological

consulting, etc.
iKang Guobin Healthcare Group, Inc

iKang is one of the largest providers in China’s fast growing private preventive healthcare services
market, accounting for approximately 11.6% of the market share in terms of revenue in 2012. The
founder is Ligang Zhang, who graduated from Harvard University and had a dream of building China’s
healthcare system. iKang filed its IPO on NASDAQ on March 3" and started trading on Apr 9™. This is a

smooth IPO process.

iKang provides comprehensive and high quality preventive healthcare solutions including a wide
range of medical examinations services. The customers are primarily corporate customers who contract
with medical examination services to provide their employees and clients with these services at pre-
negotiated prices. iKang also directly markets the services to individual customers.

As of December 31, 2013, iKang’s network consisted of 42 self-owned medical centers in 13 big
cities in China. The corporate customers include 71 of the 100 largest Chinese companies in 2012 as
ranked by Forbes. iKang has since expanded the customer base from approximately 5,200 corporate
customers in fiscal 2010 to approximately 11,200 corporate customers in fiscal 2012 and further to
approximately 16,900 corporate customers in the nine months ended December 31, 2013. Total customer
visits increased from approximately lmillison in fiscal 2010 to approximately 1,381,000 in fiscal 2011
and to approximately 1.9 million in fiscal 2012, representing a CAGR of 34.5%, and the number of total
customer visits was approximately 2.3 million for the nine months ended December 31, 2013. From fiscal
2010 to fiscal 2012, the net revenues grew from US$68.2 million to US$133.9 million, representing a
CAGR of 40.1%. The net revenues reached US$172.8 million for the nine months ended December 31,

2013. (From IPO prospectus, NASDAQ)
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Health 100

Headquartered in Shanghai, Health 100 has the most number of stores. Health 100 claimed that it
became the biggest health checkup service institution in 2012, with more than 100 sites all over China. It

had 130 sites in 55 cities in 2013, whose network covers a big scale in the Mainland China.
Beijing Meizhao Health Screening Co.,Ltd. (MJ)

MIJ originated from Taiwan. In 2003, MJ started the first Mainland China health checkup center in
Beijing. It is located in the center of Beijing with the operating area of 3,000 square meters. The total
investment was USD5Million. It aimed to provide health screening, health improvement and health
management services. The price per visit was set higher than the market average. It was between USD
400 to 600, as interviewed by one of the customers who was enrolled in the annual checkup. MJ opened
up its second center in Shanghai in 2009. The expansion speed of MJ is slower than Ciming and iKang.
M]J only has two in-house centers now and the other centers are contracted, while Ciming and iKang have

expended more than twenty centers respectively in China.

4.3 The Better Market Position Found Through Analysis

In China, the size of the market can be huge if the right service is provided to the population. As
shown in the income classification data in 2011 (appendix 1), there are 20% of population having middle
income of CNY 21,439, which is USD 3,497; 20% upper middle income of CNY 29,059, which is USD
4,740; 10% high income of CNY 39,215, which is USD 6,397; 10% having even higher income of CNY
64,461, which is USD 10,515; (based on the rate of USD100=CNY613.06 on March 6" 2014). These
account for 810Million potential consumers who have buying ability for health checkup services. The
10% top high-income group has 135Million potential consumers who might need a high level of service

in the health checkup center.
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Therefore, a high tier health checkup center’s target consumers can be the top 10% high-income
group in first-tier cities of China. Assuming 1% of the top high-income group participates in annual health
checkup, we have 1.35Million consumers. The minimum average expense on health checkup is USD400
per person in the current market. The total annual revenue of the market is USD540Million under this
minimum estimation. The market size would be bigger if we take into consideration that once one family
member gets involved in the health checkup practice, he/she will introduce this practice to all the family

members in the foreseeable future.

To make the discussion clear, I grouped the existing market players to different categories
according to the price set for one checkup visit in these health checkup centers. It is found that the
majority of the business focuses on the category of low to medium price level. Specifically, Ciming and
iKang started up the premium pricing level in the recent years, targeting the super rich group. MJ is in the
range of high price level but not as high as the luxurious branding. This thesis proposes a startup in the
same range of MJ, which is above the current average market price but not as high as luxury level. The
reasons are 1) the low to medium category is already close to “red ocean”, where the competition is
strong 2) it is too early to have the luxury category in China, since the super rich group is getting the
healthcare services in Japan or the United States; it will take a long time to build the capability and win

their trust.

Price for one time checkup Examples

USD 50-150 Health 100

>UD1 500 ' : ang International
Evergreen Medical

Lazls® pines

Table 4 The different categories of health ceup centers by rlclg. eﬁned by Weiboe Liu for this thesis)
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Besides positioning on income level, the health checkup business should consider age as another
critical factor. The people who need this service the most are the ones who have a higher possibility of
getting ill. The table 5 is generated by Ciming, which is the age distribution of 7752 people from 76
corporations that enrolled in the checkup from January to August in 2006 in one of Beijing’s centers. The
age group between 30 and50 represents the majority in the corporations. Furthermore, people older than
60 typically are not involved in the corporate checkup activity but pay on their own. People older than 70
are closely involved with public hospitals’ healthcare services. These senior people conduct frequent

checkup while seeing their doctors. Hence they do not have strong need to conduct another annual

checkup.
Age People Percentage %
20 1113 14.36
30 1839 23.72
40 1909 24.63
50 1480 19.09
60 811 10.46
70 587 7.57
Above 80 13 0.17

Table 5 The age distribution of 7752 people who did health checkup in Ciming Beijing. Source:
http://www.ciming.com/zoujinciming/meitizhongxin/cimingxinwen/2010-12-10/269.htm]

To sum up, the target group for this business plan is the people whose ages range from 30 to 69, with
an annual income more than USD10, 000 in the first-tier cities. This group has the strongest need to have
the high service level health checkup, and this can definitely generate high profits in the current market in

China. The following startup plan is focusing on discussing how to better serve this group.

5 Primary and Essential Step: Obtain a Certificate of Business as a Healthcare
Institution

To start up this new business, the primary and essential step is to obtain the certification. Here is

the detailed background information. The health checkup center is a medical institution that must obtain a
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medical institution establishment approval certificate from the National Health and Family Planning
Commission (NHFPC) or its local health bureau. This is defined by the ‘Regulations on Administration of
Medical Institutions’ issued in February 1994 by the China State Council and the ‘Implementation Rules
for the Regulations on Administration of Medical Institution’ issued in August 1994 by the NHFPC. The
approval process will consider the population needs, existing medical care capability and the capability of
new medical institution. All medical institutions practicing licenses are subject to an annual inspection.
All personnel and employees who are directly performing medical services are required to obtain

qualification certificates.

Additionally, there are two government officials who define and regulate this market. Government
Municipal Administration of Quality and Technology Supervision monitor the calibration and quality
assurance of all the checkup equipment. State Administration for Industry and Commence of the People’s

Republic of China monitors the business activities such as advertisement.

The State Council announced the policy to encourage private investment in the medical institution
in March 2009; the National Health and Family Planning Commission defined the criteria to operate a

health checkup center in August 2009:

¢  Have independent health checkup and awaiting area

¢ Include capability for checking internal, surgery and obstetrics

»  Employ two or more associate senior title doctors

»  Employ at least one certified medical profession in every department

*  Employ more than ten certified nurses

The State Council kept announcing improvement policies between 2010 and 2013 to promote the
private investment in medical care industry. Now it has become a standardized procedure and criteria to

obtain and operate the health checkup center.
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The startup business also needs to understand the medical responsibility of a health checkup center
while obtaining a certificate. There are three categories of medical approaches and technology, defined by
the National Health and Family Planning Commission of the People’s Republic of China in March 2009.

They are as following:

' Category | Description Response

he tecolois safe and has confirmed effet t is _. sd j roc/tate govt '

or higher risk involved, which needs to be managed by government | administration of health

administration of health

abe 6 .: cories of ica ch . the National Health and amily Plnning Commission of
the People’s Republic of China

A health checkup center is defined in category 1 that is responsible for the safety and effectiveness
through routine management. The technology applied in a checkup center needs to be safe and has
confirmed effect. This is the basic requirement to achieve. Relatively, the management of a checkup
center is simplified by this definition, since no new technological development or high-risk operation is

involved in a checkup center.

Obtaining an approved certificate can be time consuming, if the business does not understand the
requirements clearly or does not meet with the requirements exactly. Once a certificate is obtained, the

business starts to deploy these strategies as described in the following paragraphs.
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6 Business Strategy — Creating a Flywheel

6.1 Flywheel Model- More Awareness, More Trial, More Satisfaction and More Loyalty
As indicated in chapter 3, Ciming, iKang and Health 100 are strong players with the low to medium
categories of individual customers and corporate customers. On another range, Ciming started up its Osis
Hospital in 2011, which is a super high tier health service institution. iKang opened its International
Evergreen Medical in Dec. 2013 that is comparable with Osis. The price of these luxury health service
centers can be as high as USD 1500 and more. Both of the firms have ambitions to invest on super high

tier / luxury health checkup centers through their IPO prospectus.

Referring to Table 3 about the different categories of health checkup centers defined by price per
visit, it can be found that there is relatively less competition in the high tier health checkup category of
USD 400-600. Hence the target group of this business plan is the people age from 30 to 69, whose annual
income is more than USD10, 000. The startup can play a leading role in this area to push the frontier of

this market.

With identified target customers, the business strategy for the early stage of this startup can be
summarized as “More Awareness, More Trial, More Satisfaction and More Loyalty”, as shown in the
below figure. The author of this thesis would use this flywheel model to establish the business strategy
and create positive feedback loop for growth. The first critical path is to drive the awareness of the new
established brand in customer’s mind. Through doing so, some of the customers can be willing to try the
new services. Meanwhile, the operational excellence ensures customer satisfaction during the checkup
process. This creates loyalty from these customers and retains their business. All the related business
goals should be designed to measure these four dimensions to drive on positive feedback loop. It is easy
to understand, however, it requires a comprehensive market and operation strategy to realize and

implement.
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top high-income group
in tier one cities

%

Figure 15 The business strategy, developed by Weibo Liu for this business plan

6.2 Competitive Advantages

This startup business needs to gain four competitive advantages in order to keep the signature of the
business and become successful. Brand, People, Operation and Culture are equally important to the
development of this business. No sustainable profit can be generated without achieving excellence in

these four elements of competitive advantages:

(1) Brand Building
As a high tier health checkup center, the brand building is critical. It starts with the marketing strategy
to increase customer awareness and initial trials. Then the brand is built through a high service level
to give customers an excellent experience. This will definitely create the flywheel effect to enhance
the overall business growth. A market team needs to be setup to continuously build the brand

according to changes in the market.
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(2) Retain and Develop People
Certificated doctors and nurses, good management team and good supporting crew would clearly be
a competitive advantage for this industry. The startup business should design the approach to retain
and develop people. The salary can be set above the 75% percentile of the health checkup centers.
More importantly, the day-by-day engagement activities are actually more appealing to retain the
people and keep them motivated to work. For instance, a simple activity such as supplying free food
on Friday or celebrating birthday monthly can create the feeling of belonging for employees.

(3) Operate Efficiently
Whether the competition is high or not, the one who operates efficiently can gain the highest profits.
Meanwhile, an efficient operation can deliver better services to customers. The following sections
examine the details on operational excellence.

(4) Building the Company Culture
It is essential for all the employees to have faith in their jobs. Therefore, they can perform well in role
and gain career satisfaction through the daily work. The management team should pay greater

attention on building the company culture even at the very early stage of the startup.

6.3 Startup Strategy

The startup can establish its first site in Beijing, to implement, develop and refine the business
strategy mentioned in above paragraph. It might take a while to get the certificates, hire right people,
establish good location and start accumulating active customers. The first two years might not have
substantial financial returns and all the profit generated from business operation would be re-invested

back to the startup.

It is critical to get the certificate of health care institution from Beijing Municipal Health Bureau.
This is one of the critical paths for the startup. For example, MJ's application process took as long as
three years in Shanghai. To avoid this similar situation, the startup business needs to understand the policy

well and hire a person who has done this right and fast before.
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The startup has to connect with one or two well-recognized doctors who are influential in the
healthcare area. They can help to build the initial brand image and attract customers to try this service.
The majority of the doctors are retirees from public hospitals, with ages between 55 and 69. These doctors
have the up-to-date knowledge about health and can plan the backbone role in the business. The doctors
who have retired for more than 10 years are not preferred since they do not have updated knowledge any

more.

The current identified location is near ‘Ma Dian’ area, which is north of the third ring road in
Beijing. Firstly, this place is in the middle of many residential areas, which is close to customers.
Secondly, north of Beijing is regarded as the preferred place of high-income people. Thirdly, these
residential areas have been built for more than twenty years. Hence, many elderly are living in these
neighborhoods. Fourthly, the transportation is relatively better since several highways and ring roads
merge. Lastly, competition is avoided by being closely located with MJ, which is exactly in the middle of

the city.

6.4 Expansion Strategy

With the first startup site, the operating experience can be gained and accumulated. The staffing
team includes the crew and management team. The reputation of high-end service can be established
through word of mouth and advertisement. Therefore, it will be a good foundation to expand to the
second site. Per the principle of ‘take strong position fast’, the business expansion can be aggressive built
by opening three to five new clinics each year using good risk control approaches. Nevertheless, the
critical item is to find sufficient funds to support the expansion. Obtaining funding would be highly

possible once the first site has proven to be successful and strategically right.
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7  Marketing Strategy

Since the business strategy is: More Awareness, More Trial, More Satisfaction and More Loyalty.
The marketing strategy should be focused on increasing the brand awareness and attract target customers
to try the service which can then gain more customer satisfaction and build the brand loyalty. The process

can in turn influence more customers to join the practice and form a flywheel effect to enhance the brand.

First of all, the strategy can be applied to reach the target group through different approaches. It can
be based on geography since the target group lives in the similar neighborhood. The startup company can
build joint activity with the administrative office of the neighborhood to deliver the health care program
to the target group. It can also be based on certain website that the target group visits frequently. The

message of the new health checkup center with superior quality can be pushed in front of the target group.

Secondly, the strategy can be applied to build a community who is careful about his/her health
through a well-designed and well-maintained website. There are many websites designed for this purpose
in China, although the contents available on the website are really few now. These websites are lack of
proper maintenance. This provides an opportunity to generate a platform for the target group to get
necessary information about health, to discuss recent concerns about health and to learn from each other

about healthy lifestyles.

Thirdly, initial promotion and smart promotion to ensure the target group tries the health checkup
service is critical. The promotion may not be purely a function of low pricing. It can be implemented in a
smart way, such as bundling with other services or a market champion to award the winner for

membership in the health checkup center.

8 Operating Strategy

Since the business strategy is: More Awareness, More Trial, More Satisfaction and More Loyalty.

The operating strategy should be focused on increasing the service level to ensure satisfaction, which can
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then gain more customer loyalty. The process can in turn influence more customers to join the practice

and form a flywheel effect to enhance the brand and grow the business.

In this section, one Profit and Loss (P&L) form is assumed to this business. Then every item on the

P&L form is analyzed to decipher the operating opportunity to enable business strategy and business goal.

8.1 Revenue and Cost Structure

To achieve the business strategy and business goal, the operation should have the advantage of high
service level, efficiency and innovation. These three operating strategy can be supported by every aspect
of business model and every decision made daily. To start the analysis, an assumption is made of the

profit and loss form:

ssum %

Mical examinations 80

'Other services (Dental, ealth management) 1

Medical consumables and tsourced ervices 1

5
8

Rental and office expenses

(Total 51 |

—Sales & Markeg -, _ | o . '

esearch and devlopen )

Profit before tax 28
Table 7 The assumed profit and loss form, developed by Weibo Liu for this business plan
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8.2 Net Revenue- Results of High Service Level, Efficiency and Innovation

The net revenue is generated through the daily operating for the customers who come for health
checkup and health management service. Initially, majority of the revenue comes from medical
examinations, which are the current services provided in most of the health checkup centers. To enhance
the service level, more disease screening services can be done to predict the potential disease. For
instance, cancer related screening would be very helpful to identify the disease at the very early stage,
thus allowing the patient to have a better chance of recovery. At the same time, the revenue can be driven
by increased disease screening services. Another critical service from a high tier health checkup center is
health management, which is about providing critical information about a customer’s health and
providing services to improve the customer’s health. It is not well adopted at the moment in China but
will definitely become a popular demand for the top high-income group. The revenue can be driven by

increased health management services.

The price per customer is higher than average price of health checkup services in the current
market; hence the revenue generated per customer is higher. This gives much room for enhancing the
service level, such as hiring, training and retaining the best people. In another word, the expense can be

increased to achieve the best services.

8.3 Cost of Medical Consumables and Qutsourced Services — Enhance High Service
Level, Efficiency
The medical consumables costs are the costs of the consumables used in medical tests, instruments
and treatments. The outsourced services costs consist of costs for outsourced medical tests conducted by
qualified independent laboratories, and fees paid to third-party service providers. These are critical items
to ensure high service level. The good standard of medical consumables shall be applied in the health
checkup center. The outsourced services can be leveraged to provide better service and efficient response

to customers. These include inpatient care, outpatient services, specialized testing or dental care. These
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can be further expanded based on customer needs, such as Yoga or Gym training courses. To make the

difference, this is a key area to innovate.

8.4 Cost of Salaries and Benefits -Enhance High Service Level, Efficiency and Innovation

The ranking of salaries and benefits to employees shall be above 75 % in this industry in order to
attract, hire and retain the best people to deliver the best services. It is actually an entry barrier for having
sufficient certified doctors and nurses in a health checkup center. The high tier checkup center shall
involve the well-known doctors who can be employed on a part-time basis. The center shall hire the
doctors who have expertise and are innovative. The center shall hire the nurses who deliver a high quality

work results and care much about people.

Professions Number of people

Sales and Martng

Table 8 The assumed Headcounts in one center, developed by Weibo Liu for this business plan

8.5 Cost of Rental and Office Expenses —Enhance High Service Level, Efficiency

The cost of rental and office expenses primarily consists of rental fees and office expenses directly
associated with the use of medical center. To enhance a high service level and efficiency, the location of
the center shall be convenient for customers to reach. The quality of the decoration shall be higher

standard to enhance the checkup experience. The design of the overall layout shall be scientific to ensure
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operating efficiency and customer experience. The center need not be located at CBD center or busy area,

nor occupy huge space to have low efficiency.

8.6 Cost of Depreciation with Facilities —Enhance High Service Level, Efficiency and

Innovation

The facilities in the health checkup center shall be in compliance with good standards to enhance
service level. The purchasing of the equipment shall consider the factors associated with technology,
reliability and maintenance. For instance, the X-ray screening equipment needs to be designed with
advanced technology to ensure accuracy, with reliable operating to ensure utilization and with lower
maintenance cost to ensure efficiency. The equipment will be depreciated over ten years; however, this
will not limit the upgrade of them. The equipment can be replaced in advance if there is proof of

improvement with the new model. All of these in turn can enhance the innovation in the daily operations.

8.7 Cost of Sales & Marketing —-Enhance High Service Level

The sales and marketing costs include the costs associated with hiring and training the sales force,
and implementing of all the sales and marketing related activities. Eight percent is not high number at the
stage of starting up a new health checkup center. The consideration is that the business positioning is very
clear: targeting on the top high-income group in first-tier cities. Due to this clear niche market, the sales
and marketing team can stay focus on increasing the brand awareness and trial, which can then gain more

customer satisfaction and build the brand loyalty.

8.8 Cost of General Administration- Management Team—Enhance High Service Level,
Efficiency and Innovation

The costs of general administration consist of costs of hiring the management team and other
business administrative professions. An organization chart can be the same as in figure 6. A management
team of five people can steer the business. The general manager is the decision maker and has to assume

the leading role in the business. An operating manager is responsible for the operation excellence to
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ensure high service level and efficiency. A sales and marketing manager is critical to champion the
marketing strategy. A customer service manager is in charge of providing high service level in pre-
checkup consulting and after-checkup review. A finance manager can take care of the P&L form and

ensure the clear track of the business financial result.

Operating Sales and Customers Finance

Manager Marketing Service Manager
Manager Manager

Figure 16 The Organization Chart, developed by Weibo Liu for this business plan

8.9 Cost of Research and Development-Enhance High Service Level, Efficiency and
Innovation
R&D does not require high expenditure, but is critical to keep the business updated on good
technology and industry trends. R&D shall be under the management of operating manager. This group
shall focus on sourcing the new technology, collecting equipment related information and developing

innovation business operating approaches.
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8.10 Profit before Tax —Enhance High Service Level, Efficiency and Innovation
All in all, the overall profit before tax can reach 28%. To retain a profit level is essential to ensure
the business operation and reward the startup efforts. The profit can be re-invested to the business for

continuously improvement or opening up the second checkup center when the opportunity is proper.

8.11 Company Culture-Enhance High Service Level, Efficiency and Innovation

The work result will be much better if an employee has faith in her/his job. This startup business has
the advantage to build company culture in a designed style as in figure 7. Systematic work procedure,
care about people, feedback and sharing, rewards, fun and friendship, are elements for people to gain
career satisfaction through the daily work. The management team shall pay great attention on the

company culture building even at the early stage of the startup.

Care about people
Feedback &
Sharing

Rewards

Friendship

/

Figure 17 The Company Culture, developed by Weibo Liu for this business plan
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9 Financing Plan

The funding of a high tier health checkup center requires CNY20Million, which is USD 3.26Million;
(based on the rate of USD100=CNY613.06 on March 6“’, 2014). The area can be 1,000 square meters.
There is no substantial quotation in this thesis regarding the total funds needed. The number is generated
by benchmarking with industry practice. Ciming needed CNY 15Million, which is USD 2.45Million to
start up a new center targeting low and medium services. A high tier center would require more funding.
The area can be smaller than Ciming’s design since the expected total number of customers is lower.

Nevertheless, this number is draft and requires more accurate quotation to finalize the budget.

The startup of first center can be funded through one or two investors who have confidence about
this health checkup industry and who agree with the direction of this business plan. The entrepreneur who
runs the business can gain some percentage of the share as incentive. More discussions are needed in this

topic with the actual investor according to different scenarios.

10 Case Study of Beijing MJ Health Screening Center

MJ started its first health-screening center in Beijing in the winter of 2003 after three years of
preparation for this business. It was the early time of starting up the private health checkup services in
China. MJ targeted at high-end customers. MJ had designed an efficient layout for customers to complete
the checkup in different zones but on one floor; it had an IT system that could allocate customers to
different departments and optimize the process efficiently; it uses high quality equipment and medical
consumables; its decoration is comfortable for customers etc. MJ became the role model for the other
health checkup to learn in terms of process design, services level and standardization. It quickly achieved

the goal of serving 100,000 customers annually.

However, the speed of expansion has been slow over the last ten years. MJ only opened another in-

house center in Shanghai. The other centers are all contracted sites. MJ has the ambition to expand
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quickly across the big cities in China. It turned out the expansion was not smooth. Other competitors such
as Ciming and iKang performed better than MJ. The key barrier is the difficulty to get an approved

certificate, per one of the media report from Finance Sina.com.

The author has connected with Dr. Jiang Hongyi, the CEO of Beijing MJ Health Screening Center
for the purpose of verifying the thinking in this thesis. The new management team had just taken over MJ
at the end of 2013. The purpose of the interview with Dr. Jiang was to analyze whether the strategy
generated from this thesis is practical and explore the MJ’s strategy to see which improvements can be

made immediately.

After the analysis, the opportunity identified for MJ based on the approaches of this thesis can be

summarized as:

1. Upgrade equipment & Recruit new employees, especially doctors

2. Reach target consumer through different and focused channels

3. Achieve operation excellence

The rationale for this recommendation took into consideration MJ’s developmental pace in the recent
years, and it is time now to upgrade the equipment with newly developed technology, which can provide
more accurate results. Some of the doctors have been working at MJ for 10 years even after retirement.
They are unable to follow the new changes in this market. New doctors needed to be hired as fresh eyes to
fill the talent pipeline. Furthermore, the marketing team could focus on specific channels to reach target
customers and attract them to use the service. At the end, MJ will want to improve operation to enable

high service level, and gain higher profit.

Once the new management team establishes these practices, they would be confident to expand the
business to other cities through acquisitions. While applying for a certificate is time consuming, MJ can

get this done fast through acquiring the medical institutions that already possess the certificate.
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Meanwhile, MJ would need to benchmark itself against its competitors and see what can be improved in

the process of applying for the certificate.

11 Key Risk and Mitigation Plan

The health checkup center is one of the critical institutions in the healthcare system. It is critical to
ensure the safety and health of all the customers. Many business-related risks are closely linked with the
wellness of people. Hence, it is essential to understand the risks and develop mitigation plan to control the
risks. These are the key risks identified by the best understanding of the author at the time of drafting this
business plan; more risks are expected along the implementation of start-up activities. The business owner

shall be sensitive about these critical items.

11.1 Wrong Results
Due to equipment error, human operating mistakes or the uniqueness of individual customer, the
checkup results might be wrong, or might not indicate the actual health status. It turns out the customer

can get a different result in another institution or even get sick without any prediction.

The risk level is high. To mitigate the risk, a quality management system needs to be introduced
and implemented in the checkup center. To be specific, the equipment maintenance and calibration
procedure need to be established and executed with precision; the operating training and tracking

procedure need to be executed.

11.2 Regulation Risk

National Health and Family Planning Commission and all its administrative departments are the
key stakeholders of a health checkup center. The policies made can change the rule of the game
significantly. Presently, the health checkup center is strongly supported. It is clear that the regulators will
continuously promote this industry. The key is how the business model can be adjusted agilely to

accommodate the new policies.
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The risk level is low. To mitigate the risk, the business owner shall understand well about the
policies and follow the change of new policies. Furthermore, the business owner can join the association

of health checkup institutions to leverage the power of all the participants and make necessary influence.

11.3 The Argument that Checkup is Not Useful

The argument that checkup is not useful can reduce the customer base suddenly and dramatically if
there is influential report coming up. One party views that although annual medical examinations are a
routine practice in several countries, it is poorly supported by scientific evidence in the majority of the
population. Cochrane (2012) did not find any benefit with respect to the risk of death or poor outcomes
related to disease. People who undergo yearly medical exams however are more likely to be diagnosed

with medical problems.

The risk level is low. No action is needed to mitigate this risk.

12 Conclusion

Nowadays in China, the health checkup industry is enjoying the full force growth along with the
taking-off of the economy. Through the analysis in this business plan, it is clear that people’s needs on
health checkup service and the affordability of the service match with each other. A kind of ‘blue ocean’ -
exists in the position of serving high income customers in tier one city. A high tier center with high
service level positions for this group of customers makes sense. Therefore, there is an opportunity for a

startup business to survive if the right business strategy is in place.

To leverage this great business opportunity, the business strategy developed for a startup in health
checkup center can be summarized as a flywheel model - “More Awareness, More Trial, More
Satisfaction and More Loyalty”. This is the positive feedback loop of attracting customer to have first

time experience in the checkup center, delighting the customer through high service level and retaining
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the customer to build long term loyalty. Overtime, the business can gain significant competitive

advantages in terms of high-reputation brand, engaged people, excellent operation and belonging culture.

MJ’s case analysis is a good reference for this new startup, because the target customers are
similar, the process design and operating approaches are similar. Therefore, the approaches generated in
this thesis can be used to improve MJ’s business strategy, while MJ’s key course of learning can be

applied in this startup business to accelerate the speed of success.

Last but not the least, the factor of people is the most critical one to achieve a successful startup
business. The selection of management team, the search of investor, the recruitment of employees and the
company culture building should be strategically planned, executed and optimized. By the time the
company culture is created as indicated in figure 7, the startup business can be close to a great and

profitable business.
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14 Appendix

Appendix 1 Income Classification in China: on£2E2EAS&sRMERKEBANR ( (HELKEHEE 2012) 23 107
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Appendix 2 MJ’s Layout as a good practice

il oo2s o-o— B 2 & X 4w

Source: http://www.mjlife.com.cn/liuchengMovie.asp

One floor is designed for this startup business. It can be divided to different function areas to standardize
the process. The above drawing is MJ’s current layout, which includes five areas: Preparation, Checkup
area One, Checkup area Two, Dining/ Information, and Consultation. It requires a software system to
direct the checkup flow and guide the customer to see the next physician. By doing so, the overall waiting
time can be minimized and the checkup procedure can be clear to customer. This can increase the service

level in this checkup center.
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