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Abstract 
In recent years, the capital market has increasingly favored equity pledge as a simple 
and easy means of financing. As the largest manufacturer of iodine contrast agent 
products in China, the pledge proportion of the controlling shareholder's equity was 
once as high as 51. 22% in 2019. This paper takes the equity pledge made by Starry in 
2019 to acquire Hisyn Pharmaceutical Co, Ltd. as the starting point to explore the real 
nature behind it. The study found that the equity pledge of Starry‘s controlling 
shareholders is not ostensibly "supportive", but has an obvious hollowing tendency. 
Even if the seemingly "supportive" equity pledge leads to the inflow of external economic 
resources into the enterprise, major shareholders may use their control to hollow out 
the company and damage the value of listed companies. Through this case study, we put 
forward reasonable suggestions and preventive measures for the tunneling risk of 
"supporting" equity pledge. 
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1. Introduction 

Equity pledge, as a simple way of financing, is increasingly favored by the capital market in 
recent years. The equity pledge made by the research object of this paper in May 2019 is to 
provide guarantee for the company’s short-term loans. Through the announcement, we also 
confirmed the real capital flow of the equity pledge, which can be regarded as "supporting 
equity pledge", which can make economic benefits flow into the company to a certain extent 
and improve the company’s investment level. However, through research, we found that the 
market reaction of Starry before and after the "supporting equity pledge" did not support the 
appearance. Therefore, we will further explore the true nature of the "supporting equity 
pledge" from the perspective of hollowing out, and uncover the fog of Starry’s equity pledge.  

2. Research Ideas 

This paper focuses on the issue of "tunneling or supporting: clearing the fog of Starry’s equity 
pledge", and the content framework is roughly as follows: 
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Figure 1. Content framework 1 

3. Company Profile 

Zhejiang Starry Pharmaceutical Co. , Ltd. (hereinafter referred to as "Starry") is a leading 
enterprise of X-ray contrast agent API in China. On March 9, 2016, the company’s shares were 
listed on Shanghai Stock Exchange. Since the listing, the scale of assets has increased rapidly. At 
the end of 2018, Starry acquired 94. 67% equity of Haishen pharmaceutical with RMB 800 
million in cash. After acquisition, the asset scale of Starry increased by 52. 3% compared with 
2017, which also led to a sharp increase in asset liability ratio. In 2020, Starry financed through 
non-public offering of shares, and the relevant data of the company&apos;s assets and liabilities 
are shown in the table below.  
 

Table 1. Balance Sheet of Starry 
Time 2022(6/30) 2020 2019 2018 2017 2016 

Total assets (million RMB) 4350 4406 3485 3067 2013 1894 
Total liabilities (million RMB) 2340 2542 2456 2144 1141 1067 

Asset liability ratio (%) 53.80 57.68 70.48 69.90 56.67 56.32 
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At the end of 2018, Starry completed the acquisition of Haishen pharmaceutical, the second 
largest enterprise of contrast agent API in China, which further consolidated Starry’s leading 
position and made rapid progress in operating revenue and net profit in 2019 compared with 
2018. In 2020, although affected by the epidemic situation and the explosion accident in Xianju 
factory, Starry strengthened internal management, and the total cost rate during the period was 
lower than that of the previous year. Therefore, the production capacity of raw materials of 
iodine contrast agent was still significantly increased compared with that of the previous year. 
In the first half of 2021, due to the rise in the price of upstream raw materials, the overall release 
progress was affected by the epidemic and other factors, and the company&apos;s performance 
was slightly lower than previously expected. The relevant data of the company’s revenue are 
shown in the table below.  
 

Table 2. Income and Profit Statement of Starry 
Time 2021(6/30) 2020 2019 2018 2017 2016 

Total operating income (million RMB) 855.10 1367.08 1308.84 890.47 710.93 672.94 
Total operating cost (million RMB) 660.47 1085.86 1062.64 771.42 630.35 581.32 

Net profit (million RMB) 155.64 238.72 170.33 93.67 83.11 76.12 
Net interest rate (%) 18.20 17.46 13. 01 10. 52 11. 69 11. 31 

4. Equity Structure and Changes of The Company 

4.1. Actual Controller of Starry 
Hu Jinsheng, the largest shareholder of the company, directly controls 20. 53%, and his son Hu 
Jian directly controls 18. 01%. At the same time, 29. 44% of the shares of Taizhou Jue 
Investment Co., Ltd., the third largest shareholder of Starry, are held by Hu Jian. The 
shareholding structure is shown in the figure below.  
 

 
Figure 2. Equity Structure of Controlling Shareholders 
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4.2. Brief Introduction of Starry Pledge Process 
From 2016 to 2021, Hu Jinsheng and Hu Jian pledged their equity for financing for a total of 12 
times. As of September 2 , 2021, Hu Jinsheng held 50,274,000 shares of the company, 
accounting for 20.53% of the total shares of the company. The cumulative number of pledged 
shares was 25500000 shares, accounting for 50.72% of the total shares and 10.41% of the 
current total share capital of the company. Hu Jinsheng and Hu Jian are persons acting in 
concert. They hold 94,374,000 shares of the company, accounting for 38.54% of the current 
total share capital of the company. The cumulative number of Pledged Shares is 4,317,000 
shares, accounting for 45.74% of the total shares and 17.63% of the current total share capital 
of the company. The pledge process is shown in the table below.  
 

Table 3. Details of Hu Jinsheng’s Equity Pledge 

Pledge date Number of shares pledged this 
time(unit: million shares) 

Pledge rate(in total shares of 
the company) 

Pledge rate(own 
shares) 

2017/03/30 3.50 2.92% 13.65% 
2017/04/06 3.50 2.92% 13.65% 
2017/06/21 5.50 3.28% 15.32% 
2017/06/21 2.20 1.31% 6.13% 
2017/06/21 7.70 3.28% 15.32% 
2017/12/06 13.15 10.96% 51.26% 
2019/05/28 20.00 8.17% 39.78% 
2019/05/28 19.20 7.84% 38.19% 
2020/06/29 5.50 2.34% 10.94% 

 
Table 4. Details of Hu Jian’s Equity Pledge 

Pledge date Number of shares pledged this 
time(unit: million shares) 

Pledge rate(in total shares of 
the company) 

Pledge rate(own 
shares) 

2017/12/06 44.10 18.01% 100% 
2021/03/30 14.87 6.07% 33.72% 
2021/03/30 2.80 1.14% 6.35% 

 

It can be seen that since 2016, Hu Jinsheng and Hu Jian who acted in concert, have pledged most 
of their equity for financing. The proportion of Hu Jinsheng’s pledged shares in the total shares 
of the company also exceeded 50%. During Hu Jian’s personal period, the pledge ratio was once 
as high as 100%, which means that all his shares are used for pledge financing.  

5. Unexpected Doubt - Market Response Analysis 

5.1. Hypothesis Proposal 
We first put forward the "tunneling hypothesis" and "supporting hypothesis". "Tunneling 
hypothesis", that is, when the company has equity pledge, it will reduce the value of the 
company and produce negative cumulative excess returns to listed companies. "Support 
hypothesis", that is, when the company’s equity is pledged and the financing funds are fully 
invested in the listed company, it will release a positive signal to investors, that is, the 
controlling shareholders of the company support the listed company, so as to attract more 
external investors to invest, making the listed company produce positive cumulative excess 
returns. The research assumptions are summarized in the table below.  
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Table 5. Analysis of Research Hypothesis 

 Personal demand equity pledge Equity pledge required by the company 

"Tunneling hypothesis" negative negative 

"Supporting hypothesis" negative just 

5.2. Event Day and Event Window 
In order to study the impact of the equity pledge of the capital flow to the company on the 
market, the event date is determined as the announcement date of the controlling 
shareholder&apos;s equity pledge. After distinguishing the different purposes of the 
announcement disclosure, the equity pledge date for the needs of the company is selected as 
May 30, 2019.  

5.3. Determination of Cumulative Excess Return 
First, determine the expected normal rate of return of the target company. There are usually 
three methods to calculate the expected normal return, namely, market adjustment method, 
mean adjustment method and risk adjustment method. In this section, the market adjustment 
method is used to calculate the expected normal rate of return of Starry, and the calculation 
formula is as follows: 
 

 
 
Among them, , The adjustment factor used in calculating the expected normal rate of return 
for the study window period, Is the market yield on day t, Is the model residual, Is the 
daily yield of the target company&apos;s shares on day t.  
When determining the adjustment coefficient, this section selects a total of 180 trading days as 
the estimation period, i. e. from 200 trading days before the event window to 20 trading days 
[- 200, - 20], and obtains it by market model regression.  
 

 
Figure 3. Time Window Timeline 

 

Next, calculate the daily excess return rate of Starry in the event window period . Excess 

rate of return Equal to the actual daily rate of return of Starry&apos;s stock on day t minus 
the expected normal rate of return of the stock. Namely: 
 

 
 
Finally, calculate the cumulative excess return car of Starry in the event window period [T1, 
T2]. The calculation formula is as follows: 
 



Volume 3 Issue 4, 2022 

DOI: 10.6981/FEM.202204_3(4).0007 

51 

Frontiers in Economics and Management 

ISSN: 2692-7608 

 

5.4. Statistical Results and Analysis 
After calculating the cumulative excess return car on the event day, the results are shown in the 
table below.  
 
Table 6. Cumulative Excess Rate of Return of Equity Pledge of Capital Flow To The Company 

Event window 2019.5.30 Equity pledge required by the company 
[-5,5] -5.25% 
[-8,8] -14.64% 

 

By analyzing the statistical results, we can find that when Starry carried out the equity pledge 
required by the company, the equity pledge funds completely flowing to the company should 
have had a positive impact on the company, but this is not the case. In the window period on 
May 30, 2019, there is a significantly negative car. When the time window is [-5,5], the car is -
5.25%; When it is [-8,8], the car is -14.64%. This shows that the equity pledge behavior of Starry 
for the purpose of the company’s demand still sends a negative signal to the market, that is, 
external investors feel that such behavior of Starry will have a negative impact on the 
company’s value, increase investment risk, and then reduce their confidence in the stock, which 
will eventually lead to the decline of the stock price. This result is contrary to the prediction of 
the "supporting hypothesis" we initially thought. According to the two hypotheses we gave at 
the beginning, according to the "supporting hypothesis", the funds raised by Starry through 
equity pledge were finally invested in the company’s operation and M&A, which can broaden 
the development direction of Starry, enhance its influence in the industry, reflect the support 
of controlling shareholders for listed companies, and send a positive signal to the market, make 
Starry obtain positive cumulative excess return.  

6. Related-party Transactions 

Before and after the pledge of 20 million shares of the controlling shareholder of Starry in May 
2019, we found two large related party transactions. By inquiring about the relevant 
announcement of cninfo, we found that in order to acquire 94.67% of the equity of Hisyn 
pharmaceutical, steli adopted the transaction method of pure cash consideration of 805 million 
RMB in order to complete the rapid delivery. According to the 2018 interim report of Hisyn 
pharmaceutical, the net assets in the above table were 215 million RMB, corresponding to the 
Pb value acquired was 3.74 times,It is not cost-effective to buy an upstream supplier 
pharmaceutical enterprise at such a high premium.  
In this transaction, the cash consideration obtained by Hong Kong South West Group Limited, 
Ningbo Paradise Silicon Valley and Tibet Silicon Valley Paradise were 705 million RMB, 50 
million RMB and 50 million RMB respectively. Obviously, Hong Kong South West Group Limited 
is the biggest beneficiary.  
The restructuring report shows that Hong Kong South West Group Limited is a company 
actually controlled by Lu Weiwei, the spouse of Hu Jian, one of the actual controllers of the listed 
company Stella. Therefore, the transaction constitutes a related-party transaction.  
On October 15, 2019, Starry acquired the remaining shares of  Hisyn Pharmaceutical. Starry 
acquired 3.53% equity of Hisyn Pharmaceutical held by Zhejiang Zhumei Bedding Technologies 
Co., Ltd. (hereinafter referred to as "Zhumei Bedding") for RMB 32.37 million. The shareholding 
structure obtained through Tianyancha shows that Hu Jinzhou is the actual controller of 
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Zhumei Bedding, Hu Jinsheng, the controlling shareholder of Starry, and Hu Jinzhou are 
brothers, so this transaction also constitutes a related-party transaction.  
The two major transactions involved in the major asset restructuring carried out by the 
controlling shareholder of Starry after providing loan guarantee for the listed company 
constitute related-party transactions. As a result of the asset restructuring, the listed company 
is burdened with huge liabilities, and most of the cash consideration in the related party 
transactions has entered the pockets of the actual controller of the listed company.  

7. Financing Demand Analysis 

The controlling shareholder of Starry began to pledge its equity in 2016 and reached the peak 
in November 2019. It can be said that most of the equity pledge of Starry took place in 2019.  
 

Table 7. comparison of the ending balance of Starry&apos;s monetary capital current 
liabilities from 2016 to 2019 (unit: million RMB) 

Particular year Monetary Fund Balance of current liabilities Difference 

2019 433.78 1593.14 -1159.35 

2018 187.12 1261.04 -1073.92 

2017 197.63 632.11 -434.48 

2016 162.94 648.83 -485.88 

 
From the comparison between the ending balance of monetary funds and the ending balance of 
current liabilities, it can be seen that the monetary funds in 2018 and 2019 are not enough to 
repay current liabilities. At the same time, Starry issued a major asset restructuring report in 
October 2018. It plans to acquire Haishen pharmaceutical with pure cash consideration in 2018, 
and complete two huge pure cash acquisitions while ensuring the company&apos;s daily 
operation. It is not a small challenge to the financing ability of a pharmaceutical enterprise. 
Therefore, it also shows that in 2018 and 2019, when a large number of shareholders pledge 
their equity,Starry does have a strong demand for financing.  

7.1. Poor Solvency - Weak Cash Flow 
In 2018 and 2019, Starry acquired 94. 76% and 3. 53% equity of Haishen pharmaceutical 
respectively. In order to achieve rapid delivery, Starry paid cash consideration in both 
transactions, paying 805 million yuan in 2018 and 32. 37 million yuan in 2019 respectively. As 
a proxy for rapid expansion, Starry&apos;s short-term liabilities also increased rapidly in 2018 
and 2019, resulting in huge cash flow pressure.  
 

Table 8. list of solvency of Starry from 2016 to 2019 
Particular year Current ratio Quick ratio Asset liability ratio (%) Total asset turnover 

2019 0. 77 0. 51 70. 48 0. 08 

2018 0. 77 0. 43 69. 9 0. 35 

2017 1. 24 0. 79 56. 67 0. 27 

2016 1. 08 0. 62 56. 32 0. 2 

 

It can be found from the table that from 2017 to 2018, the current ratio of Starry decreased 
from 1.24 to 0.77, the quick ratio decreased from 0.79 to 0.43, the asset liability ratio increased 
by 13.23%, and the current ratio of Starry from 2016 to 2019 was lower than 1.5, the quick 
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ratio was lower than 120, and even fell below 0.5 in 2018. It can also be found from the table 
that at the end of 2016, 2017 and 2019, the ending monetary fund balance of steli was less than 
the ending current liability balance. At the same time, due to industry constraints, as a capital 
intensive industry, the total capital turnover rate of the pharmaceutical industry is generally 
small. The asset turnover rate of Starry at the end of 2019 is even only 0. 08. When the current 
ratio and quick ratio are worrying, the asset use efficiency of Starry is also far lower than the 
normal level, indicating that enterprises are not only facing huge short-term debt pressure,At 
the same time, it can not be realized quickly.  
 

Table 9. summary of 2016-2019 cash flow statement of Starry (unit: million RMB) 
Particular 

year 
Net cash flow from 
operating activities 

Net cash flow from 
investment activities 

Net cash flow from 
financing activities 

2019 246.76 -132.14 72.51 
2018 191.83 -931.57 704.29 
2017 18.10 17.39 10.65 
2016 7.67 -264.56 296.07 

 
It can also be seen from the cash flow statement that Starry’s investment income is negative 
throughout the year, and the repayment of short-term debt mainly depends on the cash flow 
generated from operating activities and financing activities. Finally, at the end of 2019, 
Starry&apos;s ending monetary capital balance was only 430 million yuan, and there were 
basically no other cash assets. The whole cash flow was in an extremely dangerous state. Once 
the external environment changed and the economy went down, Starry&apos;s ability to bear 
risks was almost zero.  

7.2. Z-score Model Analysis 
The Z-score Model was proposed by Altman (1968). Through empirical analysis of a large 
number of companies, Altman found that the important financial indicators obtained in the 
annual report of listed companies can reflect the financial bankruptcy risk of listed companies 
to a certain extent.  
 

Table 10. comparison table of Z value test 

Index 2019 2018 2017 2016 

X1-Total working capital / assets 
(%) -0. 104 -0. 096 0. 076 0. 029 

X2-Retained earnings / total 
assets (%) 0. 126 0. 103 0. 140 0. 124 

X3-EBIT / total assets (%) 0. 066 0. 041 0. 053 0. 049 

X4-Total market value / total 
assets (%) 

2. 052 0. 569 1. 093 1. 031 

X5-Total operating income / 
assets (%) 

0. 376 0. 290 0. 353 0. 355 

Z value 1. 873 0. 794 1. 467 1. 341 

Z value result description Less 
stable 

Extremely 
unstable 

Extremely 
unstable 

Extremely 
unstable 

 

From the analysis results, it can be seen that From 2016 to 2019, X1 continued to decline, and 
in 2018, X1 changed from positive to negative, indicating that current liabilities continued to 
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increase and exceeded current assets. At the same time, X5 in 2019 increased by 136% year-
on-year compared with 2018. Such abnormal fluctuation was due to the rapid growth of net 
profit after debt acquisition through consolidated statements,While making the share price rise 
rapidly, we chose to list the restricted shares on March 11, 2019, which increased the 
circulating share capital from 64.65 million shares to 120 million shares. On June 25, the 
number of circulating shares increased to 168 million shares through the conversion of 
provident fund to share capital, resulting in a 313% increase in the total market value of the 
company in 2019 compared with the end of 2018, which coincides with our market effect 
analysis. However, from 2016 to 2018, Starry’s Z value was lower than 1.8, which is likely to fall 
into financial crisis and reach the lowest point in 2018, which is also consistent with our debt 
analysis. Due to the extensive use of short-term liabilities in mergers and acquisitions, the 
company had debt crisis and capital mismatch. At the same time, for the great changes in Z value 
in 2019, we can see the X1 in 2018 and 2019 from the table,X2, X3 and X5 have not improved 
significantly. The rapid rise of Z value in 2019 only comes from the rise of total market value, 
rather than the improvement of various financial indicators. Therefore, according to the 
principle of substance over form, we can still judge that Starry at the end of 2019 also has huge 
financial risks.  

8. Conclusions and Suggestions 

This paper takes the high proportion equity pledge of the controlling shareholders of Starry 
company as the research object. From the three perspectives of market effect, financial effect 
and tunneling behavior, it is found that the high proportion and high frequency equity pledge 
behavior of the controlling shareholders of Starry is more consistent with the expectation of 
the "tunneling hypothesis".  
From the perspective of the market effect of equity pledge, the significantly negative car value 
contrary to our expectation indicates that Starry’s equity pledge is more inclined to "tunneling 
hypothesis" than "supporting hypothesis".  
Starting from the tunneling behavior, this paper finds that before and after the equity pledge, 
the controlling shareholders took a large amount of cash into their own pockets through two 
major related party transactions, there is a very obvious interest transfer behavior, and led to 
the deterioration of the financial situation of listed companies. When we integrate the results 
of market effect analysis and tunneling behavior analysis, assuming that the behavior purpose 
of major shareholders remains relatively consistent for a period of time, and analyze it from a 
global perspective, the equity pledge between two extremely huge connected transactions is 
obviously more inclined to the "tunneling hypothesis".  
In conclusion, this paper believes that compared with the "supporting hypothesis", the 
"tunneling hypothesis" can better explain the motivation behind the high proportion equity 
pledge of the controlling shareholders of steli company.  
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