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Abstract 
With the development of Internet technology and the popularity of mobile Internet, the 
development of the pharmaceutical industry has ushered in digital transformation and 
new opportunities.Internet websites and all kinds of mobile application clients have 
realized systematic communication through various forms, forming new channels for H 
Company's digital transformation, and this force also promotes the integration of the 
medical industry.Based on the knowledge of enterprise financial statement analysis, this 
paper uses financial analysis method to analyze the financial situation of H Company 
from 2017 to 2020, and evaluates and analyzes the solvency, profitability and operating 
capacity of H Company. By exploring the pharmaceutical industry, this paper examines 
the company's strategy and finance. To further understand the operation situation of H 
Company and find the existing problems and put forward suggestions. 
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1. H Company Profile 

H company was founded in 1669 (the eighth year of the Reign of Emperor Kangxi of the Qing 
Dynasty).Since 1723 (the first year of Yongzheng in the Qing Dynasty), he has supplied imperial 
medicine to the Qing Palace for 188 years through eight generations of emperors.The founding 
of The People's Republic of China in 1949 gave H Company a new lease of life after many 
vicissitudes of life.In 1992, Beijing H Company Group was established and restructured into a 
wholly state-owned company in 2001. The modern enterprise system has been gradually 
established and improved in H Company Group.In 1997, H Company's shares were listed on the 
Shanghai Stock Exchange, in 2000, H Company's technology was listed on the Hong Kong Stock 
Exchange, and in 2013, H Company's Chinese medicine was listed on the Hong Kong Stock 
Exchange. The overall strength of H Company jumped to a new level.Group H company adheres 
to the main direction of traditional Chinese medicine, are formed in the management pattern in 
the pharmaceutical industry as the core, the retirement with health keeping in good health, 
medical, commercial retail, international pharmaceutical industry to support the five plates, 
build the plant (breeding), manufacturing, sales, medical, health, research and development in 
one of the major health industry chain.With the development of social economy, people now 
have higher and higher requirements for health. Enterprises with unique, core competitiveness 
and the ability to achieve digital transformation will gain huge development advantages. 

2. Solvency Analysis 

Solvency shows the effect of disposing debts with its own assets, and is an important indicator 
of the ability of an enterprise to repay maturing debts and the operation of its financial 
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capacity.Since long-term solvency is linked to profitability, while short-term solvency is not 
proportional to profitability, we divide solvency into long-term solvency and short-term 
solvency for analysis respectively. 

2.1. Short-term Solvency Analysis 
Short-term solvency is the ability of an enterprise to repay its current liabilities with its current 
assets, and it is also an ability of an enterprise to pay its maturing debts. It is an important 
symbol to measure the relative liquidity of current assets.The short-term debt capacity of 
COMPANY H is shown in Table 1. 
 

Table 1. Analysis table of SHORT-TERM solvency of H Company in 2017-2020 
Ratio/Year In 2017, In 2018, In 2019, In 2020, 
Current ratio 3.29 3.31 3.29 2.95 
Quick ratio 1.97 2.01 2.08 1.87 
Cash ratio 1.32 1.42 1.54 1.49 
Cash flow ratio 0.32 0.40 0.46 0.39 

Data source: Calculated according to the 2017-2020 annual report data of H Company. 
 
Current ratio refers to the ratio between current assets and current liabilities.The liquidity 
ratios of H company in the third quarter of 2017-2020 were 3.29, 3.31, 3.29 and 2.70, 
respectively, which were all higher than the empirical value 2, indicating that its asset liquidity 
ability was good and its short-term solvency was strong.At the same time, the study found that 
the monetary capital and inventory accounted for a large proportion of H company's current 
assets, resulting in a low inventory turnover rate, excessive hoarding of inventory reduced the 
use efficiency of funds, affecting the further profitability of the company. 
Quick ratio reflects the ratio of quick assets to current liabilities.Quick assets are the accounts 
after subtracting the poor and unstable inventories and prepayments from the current assets, 
including cash, receivables and other assets that can be realized quickly.We generally believe 
that a quick ratio of 1:1 is appropriate. In Table 1, the quick ratio of H company fluctuates 
around 2, which fully indicates that H Company has strong solvency. 
Cash ratio is the ratio of money funds and marketable securities to current liabilities.The ratio 
greater than 1 indicates that H company has a strong liquidity ability.The working capital raised 
by enterprises through debt has been fully utilized, and the cash ratio is generally on the rise, 
which is conducive to the effective use of enterprises' funds and increases the opportunities for 
enterprises to make profits from investment. 
Cash flow ratio is the ratio of net cash flow from operating activities to current liabilities.This 
ratio is mainly used to measure the degree to which the cash flow generated by business 
activities can offset current liabilities. The higher the ratio, the better the financial 
flexibility.From 2017 to 2019, the cash flow ratio showed a steady upward trend, which may be 
affected by the epidemic. The data in q3 2020showed a slight decline, but the overall data was 
good, indicating the strong liquidity capacity of H Company. 
Based on the analysis of the above four short-term solvency indicators, the current liabilities of 
H company are mostly composed of accounts payable and prepaid, which are generated by 
occupying the funds of upstream and downstream enterprises. As long as H Company can 
guarantee the normal operation of enterprise business activities, there is no need to worry 
about debt repayment.Even though some financial indicators declined slightly in 2020 due to 
the epidemic environment, all financial indicators of H company tended to normal levels, with 
relatively strong liquidity of current assets and strong short-term debt repayment ability. 
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2.2. Long-term Solvency Analysis 
In addition to short-term solvency, long-term solvency is also evaluated.The long-term 
liabilities of enterprises are mainly used for long-term investment, and the income generated 
by investment is used to repay the interest and principal.Long-term solvency refers to the 
ability of an enterprise to repay long-term debt. The stronger the long-term solvency is, the 
stronger the company's financial ability to deal with risks is. 
 

Table 2. Analysis table of H Company's long-term solvency from 2017 to 2020 
Ratio/Year In 2017, In 2018, In 2019, In 2020, 
Asset-liability ratio % 29.61 29.05 29.93 28.81 

Equity ratio % 42.07 40.94 42.71 40.47 
Long-term debt-to-capital ratio % 7.56 7.06 8.53 4.27 
Debt protection ratio 3.82 3.08 2.75 2.89 

Data source: Calculated according to the 2017-2020 annual report data of H Company. 
 
Asset-liability ratio is the ratio of liabilities to assets, reflecting the size of the company's loans, 
and can measure the debt level of an enterprise. Generally speaking, a reasonable asset-liability 
ratio should be maintained at about 50%-60%. Although H company is an asset-light company, 
its asset-liability ratio is still low, always lower than 32%, and remains around 29% in most of 
the time.It can be seen from the analysis that H company adopts a conservative operation mode 
and is unwilling to borrow a lot, which is not conducive to the use of financial leverage and the 
use of external capital to create greater profits, and to some extent restricts the long-term 
development and business expansion of the enterprise.H company can adjust the capital 
structure of the enterprise to some extent and appropriately increase corporate debt to play 
the role of financial leverage, so as to expand production scale, explore new markets, increase 
enterprise vitality and gain more profits. 
In fact, the equity ratio is another form of asset-liability ratio, but this index focuses on the 
robustness of the financial structure and reflects the protection degree of the owner's equity to 
the interests of creditors in the liquidation of the enterprise. Generally, it is considered that 1:1 
is appropriate for this index.The lower this ratio is, the stronger the long-term solvency of the 
enterprise is, the higher the protection degree of creditor's rights and interests is, and the 
smaller the risk is.It can be seen from the data in the table that the property rights ratio of H 
company fluctuates slightly, which is generally lower than 50%, at a low level. The company 
has low risks and belongs to a financial structure with good risk control. 
Long-term debt-to-capital ratio is the ratio of long-term liabilities to total assets, which is used 
to reflect the proportion of long-term liabilities and interest-bearing liabilities in the whole 
long-term working capital of an enterprise. Therefore, the proportion should be less than 
20%.According to the data in the table, the long-term asset-liability ratio of H Company is at a 
low level for a long time, long-term liabilities are small and stable, debt repayment pressure is 
small, capital structure risk of H company is small, production and operation condition is good, 
long-term debt repayment ability is strong. 
At the same time, it can be seen from the data in the table that the debt security ratio of 
COMPANY H is also very stable and remains low. In terms of the current development state, 
company H has relatively strong long-term debt paying ability. 

2.3. Comprehensive Analysis of Debt Paying Ability 
According to the above analysis of solvency indicators, H Company has strong short-term 
solvency and short-term solvency.H company adopts a profit model of asset-light operation, 
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which reduces the enterprise's interest-bearing liability ratio and improves its non-interest-
bearing liability ratio.By integrating the resources of upstream and downstream enterprises in 
the supply chain, enterprises obtain a large amount of interest-free debt, which reduces the 
financial pressure of enterprises and enhances the debt paying ability.According to the analysis 
of various indicators of H Company's debt paying ability, all ratios tend to normal levels. Even 
in 2020, under the influence of the epidemic environment, the operating revenue and net profit 
of H company's technology subsidiary fell, H Company's debt paying ability is still stronger than 
the industry level. 
While maintaining the strong solvency, H company's assets structure is not very reasonable, 
asset-liability ratio below the normal level, although for a long time can improve the enterprise 
long-term debt paying ability, but this is not conducive to enterprise use of financial leverage, 
using the power of the outside capital to create more profits, to some extent, limits the long-
term development of enterprises and the expansion of business, In the long run, it will affect 
the market scale of enterprises and reduce the market share, leading to the deadlock of H 
Company. 

3. Operational Capability Analysis 

Operating capacity analysis is to analyze the ability of enterprises to operate and manage and 
use funds. It is to measure the utilization efficiency of enterprises' funds by analyzing relevant 
measures of the turnover speed of enterprises' operating funds.The faster the turnover of 
operational funds of enterprises, the better the effect of capital utilization, the higher the 
efficiency, the stronger the operation capacity of enterprises.Operation capacity analysis 
includes inventory turnover analysis, accounts receivable turnover analysis and total assets 
turnover analysis. 
 

Table3. Analysis of H Company's operating capacity in 2017-2020 
Ratio/Year In 2017, In 2018, In 2019, In 2020, 
Inventory turnover 1.28 1.24 1.16 1.13 
Inventory turnover days 281.25 290.32 310.34 318.58 
Accounts receivable turnover 12.75 12.00 11.05 10.92 
Accounts receivable turnover days 28.24 30.00 32.58 32.97 
Current asset turnover 0.95 0.93 0.83 0.79 
Fixed asset turnover 7.68 6.87 4.39 3.23 
Total asset turnover 0.75 0.72 0.64 0.60 

Data source: Calculated according to the 2017-2020 annual report data of H Company. 
 
It can be seen from Table 3 that H company's inventory turnover has been declining since 2017, 
which is mainly caused by the rise of raw material prices and the company's shrinking strategy 
to control costs.In 2019, H Company's inventory turnover rate was 1.16. Compared with E 
Company in the same industry (inventory turnover rate was 1.86) in the same period, H 
Company's operation capacity was slightly insufficient and inventory liquidity capacity was 
poor.Meanwhile, according to the data of inventory turnover days in recent four years, the 
number of inventory turnover days of H company has always been more than 280 days, and 
there is a trend of continuous growth. The inventory turnover speed is slow, and the efficiency 
of inventory management is low. 
Due to the particularity of the industry in which H company operates, the turnover speed of 
receivables is generally higher than that of other industries. The turnover days of receivables 
of H Company are short and the speed is fast. Judging from this financial indicator alone, the 
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liquidity of current assets of the company is good.However, compared with E Company in the 
same industry (2017 receivables turnover rate 21.65, 2018 receivables turnover rate 17.50, 
2019 receivables turnover rate 15.24), H Company's receivables turnover rate from 2017 to 
now is lower than E Company's receivables turnover rate. It indicates that H Company's 
operation capacity of accounts receivable is relatively weak in the pharmaceutical industry. 
From the perspective of longitudinal data, the accounts receivable turnover rate of H Company 
has been declining since 2017, the recovery speed of accounts receivable has been reduced, and 
the asset utilization efficiency has been reduced.H company from less efficient utilization of 
assets can also be seen in the accounts receivable turnover days data, compared to the 
pharmaceutical industry accounts receivable turnover days 20 days or so, H company accounts 
receivable turnover days were higher than experience value, and sustained growth, it is bad for 
H company capital turnover, as light pattern of enterprise assets, if not timely to change the 
status quo, Very easy to appear capital chain fracture crisis. 
Both the turnover rate of current assets and the turnover rate of fixed assets are declining, and 
the turnover speed of the enterprise is constantly decreasing. In 2020, the increase in the 
turnover rate of fixed assets is mainly caused by the increase of fixed assets caused by the 
completion of some ongoing projects in the subsidiaries of H Company.However, compared 
with the same period in the same industry, E Company's fixed asset turnover rate is twice that 
of H Company (2017 fixed asset turnover rate is 13.79, 2018 fixed asset turnover rate is 15.26, 
2019 fixed asset turnover rate is 15.59). H Company has poor fixed asset management and low 
utilization rate of fixed assets. 
The overall analysis shows that H Company has poor operating capacity, poor liquidity of 
current assets, and certain problems in inventory, accounts receivable and fixed assets 
management.Although H Company has abundant capital and perfect capital chain at present, 
for an enterprise with asset-light operation mode, slow turnover speed will affect normal 
capital operation and form capital waste, which is not conducive to the long-term development 
of the enterprise. 

4. Profitability Analysis 

Profitability reflects the ability of an enterprise to obtain profits.Profit is an important business 
goal of an enterprise and the material basis for its survival and development. It is not only 
related to the return on investment of the enterprise owner, but also an important indicator for 
the enterprise to repay debts. 
 

Table 4. Analysis of H Company's profitability from 2017 to 2020 
Ratio/Year In 2017, In 2018, In 2019, In 2020, 
Gross margin on sales % 46.24 46.75 46.76 47.04 
Net profit margin on sales % 13.02 12.83 11.76 8.04 
Return on Total Assets (ROA) 12.14 11.63 9.72 4.82 
Return on equity (ROE) % 12.33 11.33 9.99  

Data source: Calculated according to the 2017-2020 annual report data of H Company. 
 
As can be seen from Table 4, the gross profit margin and net profit margin on sales of H 
Company have an overall trend of continuous growth and are relatively stable.Compared with 
E Company (31.19% gross profit margin in 2017, 31.25% in 2018 and 28.56% in 2019) in the 
same industry during the same period, H Company has obvious advantages. This is because H 
Company has established its own Chinese herbal medicine planting base in recent years, 
reducing its external dependence on herbal medicine supply and production cost. At the same 
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time, H company seized more market share by increasing marketing and publicity in 2016, 
making its operating revenue increase from 12.091 billion yuan in 2016 to 14.209 billion yuan 
in 2018, with increased revenue and reduced cost. 
Return on total assets (ROA) is the company's total profits and the proportion of the 
relationship between average total assets, return on equity (ROE) is the percentage of net 
income and the owner's equity ratio, the two indicators are the core indicators of corporate 
profitability, the two measures are presented down state in recent years, H company asset 
utilization efficiency is not high. 
When the net profit margin on sales is good, the return on total assets and return on 
shareholders' equity are constantly decreasing, indicating that H Company is still deficient in 
sales, unable to bring more profits to the company and inefficient in leverage utilization.To sum 
up, although H Company's operating income keeps increasing, due to rising operating costs and 
declining asset turnover speed, the company cannot make good use of leverage efficiency, 
resulting in a decline in profitability of H Company.In the future, H Company must increase 
publicity channels, appropriately increase sales expenses, control operating costs, speed up 
capital turnover, speed up asset turnover, and improve corporate profitability. 

5. Development capability analysis 

Table 5. Analysis table of H Company's development capacity in 2017-2020 
Ratio/Year In 2017, In 2018, In 2019, The third quarter of 2020 
Growth rate of operating income 10.63% 6.22% - 6.56% - 3.4% 
Growth rate of total assets 9.66% 9.46% 2.17% 4.38% 
Growth rate of operating profit 13.40% 6.37% - 13.57% 1.85% 
Net profit growth rate 9.03% 11.49% - 13.12% 4.67% 
Growth rate of net assets 7.99% 10.04% - 0.28% 6.46% 

Data source: Calculated according to the 2017-2020 annual report data of H Company. 
 
The purpose of enterprise development capability analysis is to understand the long-term 
capability of the enterprise and the strength of the enterprise's future operation.The growth 
rate of retained sales, assets and net profit are the main indicators to evaluate a company's 
growth capacity. 
According to the data in the table, the growth rate of operating revenue of H company slowed 
down in 2018 and showed negative growth in 2019. This is because the production capacity of 
the newly built production base of its subsidiaries has not been implemented yet, and the 
variety transfer is still ongoing, which has affected the output value to a certain extent. In 2019, 
burdened by science and technology and business, the production capacity of the science and 
technology subsidiaries is low. In 2020, due to the epidemic situation, people's consumption 
habits changed, and the online sales channels were not perfect, which led to the decrease of 
income.Growth rate of total assets and net asset growth rate change trend similar to the data in 
2019 reached the lowest point, the growth rate of net assets by turn is negative, this suggests 
that enterprise expected return is reduced, appear insolvent phenomenon, investment can't 
recover, shareholders' equity, turnaround in 2020 with the outbreak and corporate efforts to 
develop the market, continue to explore online sales, Subordinate retail terminals constantly 
promote standardized management, strengthen internal control ability, enhance risk 
prevention ability and improve terminal service level;The growth rate of operating profit 
continues to decline, and the growth rate of revenue performance slows down. As a result, the 
overall development capacity of H Company declines. 
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6. Conclusions and Recommendations 

6.1. Adhere to Core Competitiveness 
As a leading enterprise in the traditional Chinese medicine industry, H Company has strong core 
competitiveness in the manufacturing of TRADITIONAL Chinese medicine. High-quality drugs 
are the foundation of pharmaceutical enterprises in both the future derivative products of 
Traditional Chinese medicine and the industrial chain of traditional Chinese medicine.In order 
to realize the sustainable development of enterprises, we must adhere to the development of 
core competitiveness, continue to take TCM manufacturing as the core competitiveness of 
enterprises, and carry out strict quality supervision of corresponding products. Excellent 
product quality is the foundation of enterprises, which will lay a solid foundation for the future 
development of multiple ways to complete the perfect product life cycle. 

6.2. Innovating TCM Diagnosis and Treatment 
Based on health and medical big data, artificial intelligence technology and clinical data training, 
the development of "intelligent cloud TCM" has been a trend.Modern young people have a lot 
of work pressure and less free time, especially under the epidemic situation, residents are less 
likely to go out, and it is more difficult to implement face-to-face diagnosis and treatment 
services. Therefore, the introduction of online diagnosis and treatment is in line with today's 
development. (3) Increase long-term debt financing and use financial leverage. 
Although H company has strong debt paying ability at present, its utilization rate of financial 
leverage is still insufficient and it cannot effectively use external funds to create wealth. To solve 
this problem, it is necessary to adjust the structure of assets and liabilities of the company.For 
H Company, it can increase the scale of long-term liabilities and develop large-scale projects 
with long-term liabilities, such as establishing medicinal herbs planting and production bases, 
so as to reduce financing costs and meet the development trend of the enterprise.At the same 
time, intelligent cloud diagnosis and treatment also needs the support of expert teams to ensure 
effective diagnosis and treatment. 
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