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Summary of Tasks Completed

We have interviewed a few vendor executives including
both local and international vendors about their pricing
strategy.

We also interviewed information from hospitals which have
purchased enterprise-wise PACS system.
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A Description of Buyer’'s Behavior in Purchasing
PACS

From the hospital side, they have two options when purchase a PACS system.
Either they can bundle the purchase of software and hardware from the PACS
software vendor or they will separate the purchase of software and hardware.
Hardware may include server, storage, switch, PCs, high-resolution monitor.

When the IT department of the hospital is more technically capable, they tend
to set very detailed specs for hardware purchase. In this case the hardware
vendors are required to propose solutions that meet the same specs. Other
factors that may impact the hospitals to not bundle hardware and software
include good relationship with a hardware vendor, better deal with a hardware
vendor etc.
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A Description of Buyer’'s Behavior in Purchasing
PACS (Continued)

If a hospital bundles software and hardware, in general all the vendors will
propose the hardware solutions without much difference. The hospital’'s
behavior results in this situation. Sometimes, hospitals tend to purchase a
better hardware solution to “ensure” the security and reliability of the system.
Sometimes when a vendor proposes a “low-end” hardware solution because
the software is well designed and it doesn’t need very expensive hardware to
support it while the hospital may think the hardware proposal is too weak.
Sometimes, the fact that hospital’s fund to purchase PACS is from the

government may also make them tend to buy better hardware.
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Some PACS Purchase Examples

We have interviewed 3 big class-3 hospitals with more than 1,000 beds. Here
IS a snapshot of what they bought and how much is spent on hardware vs.
software

Shanghai No. 6 People’s Hospital — bought 60 high-resolution monitors
(30 for radiology, 30 for wards), 8 PACS servers, storage, a dedicated
fiber network for PACS transmission, PACS software from GE, RIS
software from Kingstar (a local HIS vendor). Total investment is about 10
million. Hardware account for more than 80%.

Beijing Chaoyang Hospital - GE PACS and GE RIS. Software account
for 30% of total investment.

Peking University 3 Hospital — Hardware accounts for at least 65% of
the total investment. High-resolution monitor is an important part of
hardware.
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Critical Factors to Make a Deal

Relationship with the hospital seems to the most important factor to win a deal
or to get into the competition in many hospitals.

For big hospitals where the relationship is very complicated, other important
factors following relationship that could impact the final purchase decision
include price and product.

PACS software price varies among vendors. While high-end software product
sells for several million RMB, some local vendor sells it for a few hundred
thousand RMB or some time sell it for free.

GE, Siemens, Carestream and Agfa are considered the most expensive PACS

vendors. Local vendors are much cheaper. Other vendors like Infinitt are in
between.
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A Description of Vendor’s Behavior in Selling PACS

In general, international vendors are more rational when they are trying to get a
deal. They have a bottom line which is at least the cost estimate for software,
man days, service, and sales overhead.

Based on the cost estimate, a markup is added. An international vendor sales
director we interviewed told us the markup is really dependent on how much
budget the hospital has and the hospital budget information is collected
through relationship buiiding.

Huahai is one local vendor with a big client base. They claim to have more than
2,000 installation bases. Many deals Huahai has won can’t cover their cost
according to its local competitor and international competitor. They try to gain a
big market share because it plans to go public and revenue and number of
contracts will help the company a lot to attract investors.
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A Description of Vendor’s Behavior in Selling PACS
(Continued)

The competition on software price has resulted in a decrease in software
contract price according to a local vendor. In 2007 and 2008, the average
contract software price for a big hospital could reach RMB 3 to 4 million but
now the number is down to RMB 1 to 2 million.

Vendors need to balance their revenue pressure with their bottom line target
when pursuing a deal. It seems some international vendors are more selective
iIn working with profitable client while some are more focused on getting a deal
and revenue increase.
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Comments on Philips Price Proposal

We have received a copy of Philips internal price proposal from Susan Xia. The
price is proposed by Global BU. We were asked to provide independent
comments on the proposal. Here are some of the high level comments we
have based on the preliminary study of price strategy and situation on the
market as presented in the beginning of this report.
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