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Abstract 

With the concept of health getting more and more popular, the global biomedical 
industry has been maintaining a high-speed development trend in recent years. In order 
to guide the healthy development of the pharmaceutical industry, the government has 
invested a lot in the fields of fund support, resource allocation and policy support. As a 
leading enterprise in the pharmaceutical industry, Shanghai Fosun Pharmaceutical 
(Group) Co., Ltd. covers the whole pharmaceutical and health industry chain. With the 
increasing support of the state, it is not only responsible to investors but also to the 
people's life and health to study the profitability of Shanghai Fosun Pharmaceutical 
(Group) Co., Ltd. and how to use financial subsidy resources efficiently. By analyzing the 
current situation of the profit quality of Shanghai Fosun Pharmaceutical (Group) Co., Ltd. 
and the influence of government subsidies on the profit quality, this paper finds that 
government subsidies improve the profitability of Fosun’s business activities and the 
profitability of its operating assets to a certain extent, and then improve the 
coordination of the internal profit structure of Fosun, and the matching degree of profit 
structure and asset structure. However, government subsidies have no significant effect 
on the convergence of profit structure and cash flow structure. Finally, according to the 
problems exposed in the case study, the improvement measures are put forward from 
the perspective of the government and enterprises. 
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1. Introduction 

Under the guidance of national policies, China's medical security system has been gradually 
improved, and the pharmaceutical industry has shown the momentum of vigorous 
development. However, there are also specific risks in the pharmaceutical industry. For 
example, enterprises have to invest a lot of money in R & D to adapt to the changing needs of 
the market, but the results of R & D are very uncertain, In addition, the introduction of more 
advanced technologies and the emergence of drug resistance lead to the uncertainty of the 
duration of new products entering the market, which brings great risks to enterprises. 
Therefore, the state has issued many policies to protect and cultivate this industry, and the 
government subsidies are also increasing. Many enterprises begin to use government subsidies 
to seek benefits. At this time, information users should not only pay attention to the amount of 
profits, but also pay more attention to the quality of enterprise profits. 

A large number of research results of profit quality in China are based on earnings quality, and 
from the current research point of view, most of the research on profit quality is empirical 
research, and the micro research on enterprise case form is lack of attention. Therefore, this 
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paper selects the typical pharmaceutical enterprise Shanghai Fosun Pharmaceutical (Group) 
Co.,Ltd. as the research object, respectively analyzes the influence of government subsidies on 
the coordination of its profit internal structure, the matching degree of profit structure and 
asset structure, the convergence of profit structure and cash flow structure, and finally 
summarizes the problems, and puts forward the corresponding countermeasures and 
suggestions, hoping to provide a case study for pharmaceutical enterprises to improve the 
profit quality Research data and relevant practice basis. 

2. Literature review 

In the 1930s, American securities industry put forward the concept of "profit quality", which 
was used to help investors make decisions. After the 1980s, only focusing on the quantity of 
profit can not meet the needs of information users, and scholars began to focus on the quality 
of profit. Chinese scholars believe that profit quality refers to the fact that an enterprise has a 
certain profitability and its ability to obtain cash is relatively strong (Zhang Xinmin, 2003[1]). 
Profit quality has four main characteristics: authenticity, stability, liquidity and growth (Chen 
Guomin and Zhao Xiujuan, 2014[2]; Zhao Kesu, 2018[3]). The factors that affect the profit quality 
include profitability and risk level, financial status, profit composition, cash flow and profit 
structure (Zhang Bo, 2018[4]). As for the evaluation indicators of profit quality, Chinese scholars 
believe that they include quantitative and qualitative indicators (LV gang and Yu Mei, 2003[5]) 
and four indicators (core profit rate, return on operating assets, loss rate of asset impairment 
and profit and loss rate of fair value change) (Zhao Ziqiang, 2009[6]). But foreign scholars 
Dechow (1998)[7] think that under certain conditions, we can build DKW model to evaluate the 
profit quality of enterprises. 

As for government subsidies, foreign scholars gerulli and Poti (2012) [8]believe that government 
subsidies will make enterprises inert, unwilling to carry out R & D activities, and eventually 
have a negative impact on enterprise performance. Research by Chinese scholars shows that, 
on the one hand, subsidy mechanism is one of the important means for the government to 
adjust the macro-economy and optimize the allocation of resources (Zhao Zhiyun, 2017[9]); on 
the other hand, some enterprises use government subsidies to whitewash profits, resulting in 
overcapacity in the industry and failure of market regulation mechanism (Xiao Xingzhi and 
Wang yipan, 2014[10]). In addition, some scholars believe that government subsidies, except for 
relief, do not significantly enhance the value of the company, but government subsidies have 
become one of the ways for managers to grab excess compensation (Wei Zhihua 2015[11]). 

To sum up, there has been a lot of research on profit quality and government subsidies, and a 
lot of valuable research conclusions have been obtained. The research on profit quality mainly 
focuses on the meaning, influencing factors and evaluation indicators of profit quality. There is 
no unified conclusion on the evaluation index of profit quality. The research on government 
subsidies mainly focuses on the economic consequences and the relationship between 
government subsidies and enterprise performance. However, it is worthy of further discussion 
on which indicators should be included in profit quality and what role government subsidies 
play in enterprise profits. 

3. General situation of development of pharmaceutical enterprises and 
obtaining government subsidies 

3.1. Development trend of pharmaceutical industry 

China's aging population is speeding up, and there is a great demand for medical and health 
care in the future. According to the top 10 biomedical enterprises in the world in 2019 listed in 
Table 1, we can see that there are 6 from the United States and 2 from Switzerland in the top 
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10 of the world's biomedical enterprises. However, there is no Chinese enterprise in the top 10 
of the industry, which indicates that China's biomedical enterprises are growing in scale There 
is still a certain gap with the world's leading pharmaceutical companies. However, the intensive 
release of policies in China will significantly enhance the R & D enthusiasm and enthusiasm of 
domestic pharmaceutical enterprises, and the profit-making effect of innovative drugs in China 
is prominent.In this case, in the business sector of Shanghai Fosun Pharmaceutical (Group) 
Co.,Ltd.,pharmaceutical manufacturing and R & D accounted for 83.31% of the company's total 
profit, and the gross profit rate was as high as 64.61%. 

 

Table 1. Top 10 biomedical enterprises in 2019 
Ranking Company Headquarters Sales($ 100 million) 

1 Pfizer U.S.A 453.02 
2 Roche Holding AG Switzerland 445.52 
3 Novartis AG Switzerland 434.81 
4 Johnson&Johnson(JNJ) U.S.A 388.15 
5 Merck & Co.,Inc. U.S.A 373.53 
6 Sanofi(sny) France 351.21 
7 AbbVie U.S.A 320.67 
8 GlaxoSmithKline Plc Britain 306.45 
9 Amgen,Inc. U.S.A 225.33 

10 Gilead Sciences,Inc. U.S.A 216.77 

 

3.2. Current situation of government subsidies for pharmaceutical enterprises 

With the development of biomedical technology and related industries getting more and more 
attention, governments and departments at all levels in China have issued a number of policies 
and measures to encourage the development of the pharmaceutical industry. In terms of 
government subsidies, this paper takes the listed companies in the biomedical industry in a 
shares as the research object, selects 371 listed companies classified as the biomedical industry 
according to the industry classification results of Shenwan listed companies, and excludes some 
companies with missing or undisclosed key data. Finally, the sample is 247, And the relevant 
data of the third quarter of 2013-2020 are analyzed. Among them, government subsidy 
intensity = government subsidy amount / total assets of the company. 

 
Figure 1. Government subsidies for pharmaceutical listed companies from 2013 to 2019 

( Unit: RMB 100 million), Data source: Wind 
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It is not difficult to see from Figure 1 that during the period from 2013 to 2019, the government 
subsidies for listed pharmaceutical enterprises have increased year by year. The intensity of 
government subsidies can reflect the impact of government subsidies on enterprises. In recent 
years, the intensity of government subsidies in the pharmaceutical industry has declined. 
Combined with the annual growth of government subsidies, we can see that the growth of 
assets in the pharmaceutical industry has accelerated in recent years. However, due to the lack 
of effective supervision mechanism for the use of financial funds, there are some phenomena in 
the market, such as enterprises defrauding financial subsidies, or using government subsidies 
to make false reports on the business performance of enterprises, which not only has a negative 
impact on the development of pharmaceutical enterprises, but also causes a huge waste of 
financial funds, and may mislead some pharmaceutical investors. 

4. Analysis of the impact of government subsidies on the profit quality of 
Shanghai Fosun Pharmaceutical(Group)Co.,Ltd.  

4.1. Introduction of Shanghai Fosun Pharmaceutical(Group)Co.,Ltd.  

Shanghai Fosun Pharmaceutical (Group) Co., Ltd. (hereinafter referred to as Fosun 
Pharmaceutical) is an industrial group focusing on health care. It was listed on Shanghai Stock 
Exchange in 1998 and Hong Kong Stock Exchange in 2012. The company's business mainly 
includes medical devices and medical diagnosis, medical services, pharmaceutical 
manufacturing and R & D, among which the most important business is pharmaceutical 
manufacturing and R & D, accounting for 71.45% of the company's operating revenue and 80.03% 
of its main profit, as shown in Table 2. 

 

Table 2. Main business of Fosun Pharmaceutical in 2019 

Business name 
Revenues (Unit: 

RMB 100 million) 
Income 

Proportion 
Business costs (Unit: 

RMB 100 million) 
Cost 

Proportion 
Profit 

Proportion 
Pharmaceutical 

manufacturing and R & D 
100.12 71.45% 37.54 60.62% 80.03% 

Medical devices and 
medical diagnosis 

26.41 18.85% 13.09 21.13% 17.04% 

Medical service 13.60 9.70% 11.30 18.25% 2.93% 

 

 
Figure 2. Net profit of Fosun Pharmaceutical, Source: Financial report of Fosun 

Pharmaceutical over the years 
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Through the analysis of its financial statements from 2013 to 2019, its profit situation is shown 
in Figure 2. From 2013 to 2017, the company's net profit attributable to the owner of the parent 
company and net profit after deducting non recurring profit and loss have increased year by 
year. After a short decline in 2018, it has resumed to rise by the end of 2019, reflecting the 
strong development trend of Fosun medicine as a whole Head. 

From the perspective of operating income, as shown in Figure 3, the operating income of Fosun 
Pharmaceutical increased steadily from RMB 9996 million in 2013 to 28.85 billion yuan in 2019 
from RMB 9.996 billion in 2013, especially in 2015-2018, the operating income of Fosun 
Pharmaceutical maintained a rapid growth. The main reason for the decline of the growth rate 
of business income in 2013-2015 is the impact of the overall market environment. During this 
period, the national economic growth rate has declined, the industry is facing transformation 
and upgrading, and the whole market is in a declining state of growth rate. However, the growth 
rate of business income of Fosun Pharmaceutical in 2013-2017 almost exceeded 10%, 
indicating that the products are in the growth stage and there is no risk of product renewal. 

 

 
Figure 3. Business income ( (RMB 100 million) and growth rate of business income of Fosun 

Pharmaceutical 

 

The financial situation of Fosun Pharmaceutical was comprehensively analyzed with DuPont 
analysis method, especially the profitability analysis. The results are shown in Table 3. Its net 
sales interest rate and total asset turnover rate remained relatively stable from 2013 to 2016, 
and the net sales interest rate began to decline slightly from 2017. Fosun Pharmaceutical's 
return on equity decreased slightly during 2017-2019, and increased in other years, reflecting 
that the profitability of shareholders' investment capital began to show a downward trend. The 
equity multiplier shows an upward trend in recent years, which indicates that Fosun 
Pharmaceutical's asset liability ratio has increased and its business risk has also increased. 

 

Table 3. DuPont analysis indicators of Fosun Pharmaceutical in 2013-2019 
Year ROE Equity multiplier Net interest rate in sale Total asset turnover 
2013 12.30% 1.41 24.01% 0.36 
2014 13.38% 1.83 19.71% 0.37 
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2016 14.25% 1.81 22.02% 0.36 
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4.2. Analysis of the impact of government subsidies on the coordination of 
internal profit structure of Fosun Pharmaceutical 

In order to analyze the profitability of Fosun Pharmaceutical's own business activities, gross 
profit rate, core profit rate and core profit rate are used to evaluate. It can be seen from table 4 
that, on the one hand, the sales gross profit rate of Fosun Pharmaceutical from 2013 to 2015 
was lower than the average level of the same industry, and since 2016, the sales gross profit 
rate was higher than the average level of the same industry, indicating that the added value of 
the company's products has gradually increased. However, compared with Jiangsu Hengrui 
Medicine Co., Ltd., there is still a gap in profitability. On the other hand, although the core profit 
of Fosun Pharmaceutical has been rising from 2013 to 2019, the core profit margin in 2018 is 
lower than that in 2017, and the profitability of its business activities is low. Overall, Fosun's 
own business activities are profitable, higher than the industry level, but there is still room for 
improvement. 

 

Table 4. Profitability of Fosun Pharmaceutical's own business activities 
Year 2013 2014 2015 2016 2017 2018 2019 

Gross profit margin 44.55% 44.13% 49.97% 54.07% 58.95% 58.40% 59.62% 
Gross profit margin of pharmaceutical 

industry 
46.62% 47.48% 50.30% 52.62% 55.71% 57.04% 57.74% 

Gross profit margin of Jiangsu 
Hengrui Medicine Co.,Ltd. 

81.33% 82.38% 85.27% 87.07% 86.63% 86.59% 87.49% 

Core profit(100 million yuan) 7.29 8.14 10.24 13.41 26.33 28.46 34.79 
Core profit margin 7.30% 6.77% 8.12% 9.17% 14.21% 11.42% 12.17% 

 

The analysis of asset management quality of Fosun Pharmaceutical mainly uses the project of 
"asset impairment loss" to evaluate. As can be seen from Figure 4 of asset impairment loss of 
Fosun Pharmaceutical from 2013 to 2019, it basically maintained in a low range from 2015 to 
2018, but increased to 390 million yuan in 2019, which indicates that there are some omissions 
in debt or inventory management of Fosun Pharmaceutical to a certain extent. 

 

 
Figure 4. Changes in asset impairment loss of Fosun Pharmaceutical (Unit: RMB 100 million) 
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In order to analyze the sustainability of Fosun Pharmaceutical's profit structure, this paper 
makes a preliminary analysis and evaluation by directly comparing the relative scale of 
operating profit and net non operating income and expenditure, as shown in Table 5. 

 

Table 5. Sustainability of profit structure of Fosun Pharmaceutical (Unit:RMB 100 million) 
Year 2013 2014 2015 2016 2017 2018 2019 

Operating profits 22.26 23.94 32.97 33.94 40.75 35.36 44.94 
Net non-operating income 0.88 3.24 0.75 1.78 -0.13 0.44 0.32 

Total profits 23.14 27.18 33.72 35.72 40.62 35.8 45.26 
Proportion of net non operating income and 

expenditure to total profit 
3.80% 11.92% 2.24% 4.98% 

-
0.32% 

1.23% 0.71% 

 

Except that the operating profit of Fosun Pharmaceutical decreased from 4.075 billion yuan to 
3.538 billion yuan in 2018, the rest of the years basically showed continuous growth. However, 
there is no obvious continuity in the net non operating income and expenditure, especially the 
net non operating income and expenditure in 2017 was -13 million yuan, which decreased to 
32 million yuan in 2019 after a short rise in 2018; The proportion of net non operating income 
and expenditure to total profit shows that the profit structure of Fosun Pharmaceutical is 
generally sustainable, and it can keep sustainable as a whole, but fluctuates greatly. 

In order to study the influence of government subsidies on the internal structure coordination 
of Fosun Pharmaceutical profit, the core profit plus the data of government subsidies, namely 
Core Profit B (the same below). At the same time, the core profit rate calculated by core profit 
B is called Core Profit Rate B. It can be seen from the data in Table 6 that the core profit margin 
B in 2013 is 8.24%, which is higher than 7.30% of the core profit margin. By 2019, the core 
profit margin B is 13.27%, which is also significantly higher than 12.17% of the core profit 
margin. To a certain extent, it can be explained that the addition of government subsidies can 
improve the profitability of Fosun Pharmaceutical, Government subsidies can improve the 
coordination of internal profit structure of Fosun Pharmaceutical to a certain extent. 

 

Table 6. The influence of government subsidies on the coordination of internal profit 
structure of Fosun Pharmaceutical  (Unit:RMB 100 million) 

Year 2013 2014 2015 2016 2017 2018 2019 
Government subsidies 0.95 0.75 0.92 1.76 1.42 2.77 3.13 

Core profit 7.29 8.14 10.24 13.41 26.33 28.46 34.79 
Core profit margins 7.30% 6.77% 8.12% 9.17% 14.21% 11.42% 12.17% 

Core profit B 8.24 8.89 11.16 15.17 27.75 31.23 37.92 
Core profit margins B 8.24% 7.39% 8.85% 10.37% 14.97% 12.53% 13.27% 

 

4.3. Analysis of the impact of government subsidies on the matching degree of 
profit structure and asset structure of Fosun Pharmaceutical 

The analysis of the matching degree between the profit structure and the asset structure of 
Fosun Pharmaceutical mainly focuses on the analysis of the value-added quality of the 
operating assets, that is, the analysis of the return rate of the operating assets. In this paper, the 
rate of return on operating assets is derived from the ratio of operating profit to average 
operating assets, and the value is shown in Table 7. The narrow sense operating profit of Fosun 
Pharmaceutical has been increasing from 2015 to 2019, and the return on operating assets is 
4.04% in 2015. Compared with 2013, the value-added situation of operating assets has been 
significantly improved, but it has continued to decline since 2016, and has dropped to 2.28% 
by 2019, indicating that the value-added situation of Fosun Pharmaceutical's operating assets 
in the process of value transfer and holding is decreasing. 
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Table 7. Matching degree of original profit structure and asset structure of Fosun 
Pharmaceutical and the influence of government subsidies on it 
Year 2013 2014 2015 2016 2017 2018 2019 

Operating profit in narrow sense 6.46 7.46 8.46 9.46 10.46 11.46 12.46 
Operating assets 178.27 208.97 209.34 248.7 406.28 485.07 547.33 

Rate of return on operating assets 3.62% 3.57% 4.04% 3.80% 2.57% 2.36% 2.28% 
Narrow sense of operating profit B 7.41 9.41 11.41 13.41 15.41 17.41 19.41 

Rate of return on operating assets B 4.16% 4.50% 5.45% 5.39% 3.79% 3.59% 3.55% 

 

After introducing Return on Operating Assets B (adding government subsidies) and Return on 
Operating Assets B, as shown in Figure 5, return on operating assets B is higher than return on 
operating assets, which can explain that government subsidies have played a certain role in 
promoting the profitability of Fosun Pharmaceutical's operating assets to a certain extent, and 
help to improve the matching degree between its profit structure and asset structure. 

 

 
Figure 5. The trend of the impact of government subsidies on the matching degree of profit 

structure and asset structure of Fosun Pharmaceutical 
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Table 8. Operating profit and corresponding cash flow of Fosun Pharmaceutical in 2013-2019 
 2013 2014 2015 2016 2017 2018 2019 

Core profit 7.29 8.14 10.24 13.41 26.33 28.46 34.79 
Depreciation of fixed assets 3.29 4.55 5.27 6.01 7.16 8.60 8.78 

Amortization of long term deferred expenses 0.06 0.06 0.08 0.06 0.07 0.27 0.48 
Amortization of intangible assets 0.86 1.04 1.22 1.32 2.22 4.60 4.54 

Financial expenses 3.09 4.04 4.71 4.89 5.73 9.22 10.77 
Income tax expense 5.06 3.48 5.01 3.50 4.76 5.60 7.82 

Core profit of the same caliber 9.53 14.35 16.51 22.19 36.75 45.55 51.54 
Net cash flow from operations 10.12 12.00 16.21 21.10 25.80 29.50 32.22 

 

In order to explore the convergence effect of government subsidies on the profit structure and 
cash flow structure of Fosun Pharmaceutical, core profit B of the same caliber is introduced, as 
shown in Table 9. It can be seen that the overall change trend of core profit B of the same caliber 
and net cash flow from operating activities has no obvious change compared with the data 
without government subsidies, which can be explained to a certain extent, Government 
subsidies have no significant effect on the convergence of profit structure and cash flow 
structure of Fosun Pharmaceutical. 

 

Table 9. The convergence effect of government subsidies on the profit structure and cash flow 
structure of Fosun Pharmaceutical 

Year 2013 201 2015 2016 2017 2018 2019 
Core profit of the same caliber B 10.48 15.1 17.43 23.95 38.17 48.32 54.67 

Net cash flow from operating activities 10.12 12.00 16.21 21.10 25.80 29.50 32.22 

 

5. Suggestions 

5.1. Suggestions for enterprises 

Government subsidies to a certain extent improve the profitability of Fosun Pharmaceutical 
itself and its operating assets, but at the same time, enterprises should also seize this 
opportunity, from their own point of view to find ways to improve the quality of its profits. 

In the aspect of internal structure coordination of profit, we should strengthen the management 
of creditor's rights and inventory. As for the management of enterprise creditor's rights, first of 
all, Fosun Pharmaceutical can set up a credit file management system to evaluate the credit 
situation of customers and update the assessment of their potential risks at any time, so as to 
strengthen the credit management of customers. Secondly, to improve the internal control of 
accounts receivable, the financial department and the business department should integrate 
with each other, so as to grasp the situation of accounts receivable and facilitate the completion 
of collection work. At the same time, for inventory management, it is necessary to strengthen 
the flow speed of inventory products. The liquidity rate of inventory products is relatively low, 
and the accumulation of inventory indicates the overstock of assets. In order to realize the rapid 
return of funds, enterprises must deal with the inventory products as soon as possible, improve 
the liquidity rate of inventory products, and then improve the cash flow of enterprises. 

In terms of the matching degree between the profit structure and the asset structure, we should 
continuously improve the product sales within the scope of the enterprise's own ability, or 
reduce the cost and increase the profit through technology improvement. Because the 
development space, solvency and profitability of an enterprise are closely related, if the profit 
of the enterprise increases, the development ability and solvency of the enterprise will increase. 
A large part of Fosun Pharmaceutical's profit comes from investment income, and the 
sustainability and stability of investment income is particularly important. Therefore, in the 
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aspect of investment, Fosun Pharmaceutical should strengthen the management of the foreign 
investment system, so as to promote the improvement of the rate of return on financial assets, 
the cash recovery rate of financial assets and the profit cash ratio of investment activities, and 
then change its own economic structure, so as to solve the problem of disharmony between the 
profit structure and the asset structure. 

In terms of the convergence of profit structure and cash flow structure, Fosun Pharmaceutical 
should improve the cash availability of core profit and increase the cash flow of enterprises in 
the future, so as to further enhance the ability of enterprises to cope with the crisis. For example, 
by comparing the cost, income and net cash flow of operating projects, we should pay attention 
to the relevant financial indicators of the project, and the operation, investment, financing and 
capital use plans should be reasonable, so as to make the project management more efficient. 

5.2. Suggestions for government 

5.2.1. Financial policies support the development of pharmaceutical enterprises 

Through the case analysis, the government subsidy is effective for the financial subsidy of 
pharmaceutical enterprises, which can improve the profitability of Fosun Pharmaceutical itself, 
and also improve the coordination of the internal profit structure of Fosun Pharmaceutical to a 
certain extent, and help to improve the matching degree of its profit structure and asset 
structure. And the development of pharmaceutical enterprises has a great demand for funds. 
Therefore, pharmaceutical enterprises with different development stages and enterprise 
nature can be given certain special subsidy funds[12]. In terms of financial subsidy methods, it is 
suggested to innovate and reform the way of financial subsidy, and distribute a government 
subsidy fund by stages, so as to effectively play the use efficiency of financial subsidy funds and 
support the efficient development of the pharmaceutical industry. At the same time, the 
formulation of fiscal policy can learn from the development experience of foreign related 
industries, the government plays a leading role in guiding, investing part of the funds to 
establish the pharmaceutical industry fund, and then in the capital market open or directional 
absorption of social funds for joint operation, to solve the problem of capital demand, so as to 
grow up faster. 

On the other hand, government subsidies should be tendentious to avoid over subsidies. In 
order to ensure the effect of subsidies, a reasonable range should be set up for the total amount 
of subsidies of pharmaceutical enterprises. At the same time, we should change the previous 
subsidy policy, distinguish the amount of subsidy, and give more preferential policies to 
pharmaceutical enterprises with advanced technology and strong innovation ability, so as to 
reduce the dependence of enterprises on government subsidies to a certain extent. 

5.2.2. Tax policies to support the development of pharmaceutical enterprises 

In the face of the situation that enterprises rely on government subsidies and the efficiency of 
capital use is not high, the government can change the way of direct subsidies in the past, 
increase indirect subsidies such as tax deduction and exemption, avoid the excessive 
dependence on government subsidies and improve the R & D power of enterprises. At present, 
the tax preferential method for pharmaceutical enterprises is reflected in the research and 
development expenses plus deduction and income tax rate preferential. However, the R & D 
expenses are added and deducted, and pharmaceutical enterprises do not enjoy a greater 
deduction compared with the general enterprises. Therefore, on the one hand, the government 
should increase the tax preference for the pharmaceutical projects in the experimental stage, 
and reduce the tax burden in the drug research and development stage. On the other hand, the 
government should appropriately expand the subjects covered by the preferential tax policies, 
such as expanding the support of the preferential policies on the majority of scientific 
researchers, or giving appropriate relief to the various taxes and fees of the venture capital 
subject. 
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5.2.3. Establish and improve the supervision and evaluation mechanism of government 
subsidies 

The purpose of government subsidies to pharmaceutical enterprises is to encourage 
enterprises to increase capital investment for some independent R & D projects and improve 
the ability of scientific research and innovation. However, there are still some deficiencies in 
the distribution and follow-up supervision and management of financial subsidies. First of all, 
we should improve the audit system of the declaration of financial special funds to avoid the 
declaration of false projects. Secondly, according to the progress of the project, the use of funds 
for follow-up inspection and verification, and determine whether to increase subsidies or 
reduce the amount of follow-up financial subsidies. Finally, the completed projects should be 
evaluated carefully in time to verify the project results. This kind of supervision and 
management mechanism before, during and after the financial subsidy project can avoid the 
occurrence of fraud to a certain extent, prevent pharmaceutical enterprises from diverting 
funds for other purposes, and greatly improve the efficiency of the use of government special 
financial subsidy funds. At the same time, we should standardize the information disclosure of 
listed companies, timely disclose the government subsidies and list the purposes. 

6. Research conclusion 

The results show that: the government subsidies have an impact on the profit quality of Fosun 
Pharmaceutical, which mainly improves the profitability of business activities and operating 
assets to a certain extent, and then improves the coordination of internal profit structure and 
the matching degree of profit structure and asset structure of Fosun Pharmaceutical. However, 
the addition of government subsidies has no significant impact on the convergence of profit 
structure and cash flow structure of Fosun Pharmaceutical. The core profit of the enterprise 
can not be well converted into cash flow during 2017-2019. The government subsidies can not 
play a substantial role in improving the ability to obtain core profit. It may also make the 
original financial situation of the enterprise hidden and lead to financial crisis As a result, 
enterprises ignore their own shortcomings, and they also need to find ways to improve their 
profitability. Therefore, finally, in view of the problems exposed in the case study, the 
improvement measures proposed from the perspective of the government and enterprises 
include but are not limited to: supporting the development of pharmaceutical enterprises 
through financial and tax policies; establishing and improving the supervision and evaluation 
mechanism of government subsidies; at the same time, the enterprises themselves should start 
from the coordination of profit internal structure, the matching degree between profit structure 
and asset structure, and the relationship between profit structure and current situation In the 
aspect of convergence of cash flow structure, the paper tries to find out the countermeasures 
to improve its profit quality. 
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