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An Empirical Study on Investment of IPO Capital of

Public Pharmaceutical Companies in China

Abstract

Pharmaceutical industry belongs to the capital-intensive industry. Marketing, R&D
and other business operations all need high capital investment. Facing the bottleneck
of capital shortage, many pharmaceutical companies actively use the stock market to
solve the problem, and raise funds in large by initial public offering (IPO) from the
stock market. Normally, pharmaceutical enterprise shall make use of the raised funds
in compliance with the description in the prospectus concerning the use of proceeds
and the use of such proceeds shall have obtained satisfactory results. Foreign
pharmaceutical enterprises are more normative in this aspect, and there’re few
enterprises changing the use of proceeds. However, so the phenomenon of the
domestic listed companies changing the use of proceeds frequently and in a large
scale becomes China-specific. There are many pharmaceutical giants such as Pfizer,
Eli Lily, Johnson &Johnson and so on in European and American pharmaceutical
industry, while our Chinese pharmaceutical industry is lack of world-influential
enterprises.

The widespread phenomenon of changing the use of proceeds proves that China's
listed companies in raising funds that the stock market support competitiveness may
be effected by changing the use of proceeds. Then the impact on pharmaceutical
enterprises due to the changing thus starves for study now.

This study adopted second-hand data analysis method, and selected the Chinese
pharmaceutical company going public in 1993-2006 as the research object, with main
business for pharmaceutical and without data exception for two basic filter condition.
And 74 listed pharmaceutical companies were finally screened out as the sample. The
data source were from the listed company’s prospectus, format, annals, the
announcement of change and yearbook of China through Biological Medicine plate of
Guangfa Securities real-time online trading system, Shanghai stock exchange,
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Shenzhen stock exchange, China Securities Network, Chinese Listed Companies
Network, JRJC etc.

The results show that Chinese listed companies invest in R&D and marketing far
more less than the funds raised in the kind of production, such as the technical
renovation, expansion of production/ production/firm/factory/workshop and so on.
And these kinds of alteration types, such as cancelling the project & changing the use
of proceeds, project closing and changing the use of surplus funds, changing the use
of idle funds, cutting project and changing the use etc., account for a large proportion
of the number of enterprises and a frequency. And nearly half the sample exist
progress being late. Even some listed pharmaceutical companies altered the financing
capital's usage to purchase the subsidiary’s assets through share premium income to
cash.

Chinese pharmaceutical companies raised a large sum of money through initial public
offerings of shares on the stock market, but most companies had alteration of varying
degree. Looking from the external factor, the reasons are the approval of a new drug
or project, the sudden change of market environment etc. But such big range and high
frequency alteration of the first raised funds provokes people to question the
pharmaceutical companies’ intention of IPO and their strategic development ability.
Anyhow, ignorance of R&D and marketing and high frequency& wide range of
changing raised funds proved that there’re still problems of managing raised funds
and our capital market is not normative.

The thesis contains 6 chapters. Chapter 1 is the introductory to the background and
the problem of Chinese pharmaceutical industry and the stock market. Chapter 2 is to
introduce pharmaceutical industry and listed company in Europe, America and Asia.
Chapter 3 is a review of the investment of raised funds by initial public offering and
its alteration. Chapter 4 is focused on the data analysis of Chinese listed
pharmaceutical companies’ investment and alteration of funds raised by PO and
performance. Chapter 5 is the case study that compares the condition of
pharmaceutical listed companies using the raised funds and the efficiency and
analyzes the reasons. Chapter 6 is the summary, and Suggestions, deficiency and

prospects are put forward.

Key words: First Raised Funds; Investment; Alteration
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