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By reading this report, you agree that use of research produced by Ghost Raven Research is at 
your own risk. In no event will you hold Ghost Raven Research or any affiliated party liable for 
any direct or indirect trading losses caused by any information in this report.

This report is not investment advice or a recommendation or solicitation to buy any securities. 
Ghost Raven Research is not registered as an investment advisor in any jurisdiction. You agree 
to do your own research and due diligence before making any investment decision with respect 
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person unless that person has agreed to be bound by these same terms of service.
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price of either declines. We intend to continue transacting in the securities of issuers covered on 
this site for an indefinite period after our first report, and we may be long, short, or neutral at any 
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process. Ghost Raven Research believes all information contained herein is accurate and 
reliable, and has been obtained from public sources we believe to be accurate and reliable.
However, such information is presented “as is,” without warranty of any kind, whether express or 
implied. 

Ghost Raven Research makes no representation, express or implied, as to the accuracy, 
timeliness, or completeness of any such information or with regard to the results to be obtained 
from its use. All expressions of opinion are subject to change without notice, and Ghost Raven
Research is not obligated to update or supplement any reports or any of the information, 
analysis and opinion contained in them.

You should assume that Ghost Raven Research has and/or will file as a whistleblower with 
regulators.
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To all it may concern,

We are writing to inform you that we believe that we have uncovered a massive accounting 
fraud at Celltrion Inc., larger in fact in terms of market capitalization than Sino Forest at its peak.   
While accounting issues were raised by the Wall Street Journal in 2012 , those concerns were 1

never fully investigated by the financial community.  Since that time, the financial manipulation 
at Celltrion has aggressively expanded, and Celltrion’s stock price has appreciated ~300% in 
the last 3 years to a ~$9 billion market capitalization.  

Ghost Raven Research represents an anonymous team of researchers and forensic 
investigators.  We have uncovered numerous frauds in various geographies across the world 
prior to their exposure in the media.  We are short Celltrion shares and will profit from a decline 
in the company’s share price. 

 http://www.wsj.com/articles/SB100014240529702040050045780811918620654841



Through our analysis of Celltrion and its subsidiaries audited financials through 2014 (we do not 
have access to 2015 audited financials for all Celltrion subsidiaries yet), we believe that Celltrion 
today has actual revenues ~90% below what they claim, and operating expenses more than 
50% above what they claim.  The true financial picture is that Celltrion is a tiny company burning 
tons of cash, with way too much inventory and way too much debt.  Were Celltrion to report 
accurate financial statements, we believe it would collapse as one of the largest frauds in world 
history.  Moreover, even based on fundamentals alone, we think the stock is overvalued by 
more than 50%.

We invite you to view our research as well as primary source documents that we have 
translated from Korean to English.  For the avoidance of doubt, we believe that we do not have 
any material non public information.  For our financial analysis, we are relying primarily on the 
annual audited financial statements of Celltrion and its subsidiaries.

We believe our analysis, supported by primary source documentation, stands for itself and do 
not currently intend to continually update the market on our latest thoughts regarding Celltrion.  
We believe that we have provided sufficient information and analysis for the market to make up 
its own mind regarding Celltrion’s future and will allow other analysts to carry the torch forward 
in writing this story.  As the world reviews our analysis, we are certain that some analysts will 
quibble over certain of our assumptions, and perhaps pundits will uncover a few immaterial 
errors here and there (we have reviewed thousands of pages of financials after all, and we do 
not claim perfection).  However, when all is said and done, we believe the market will agree with 
our overarching conclusions: Celltrion is misleading the market by overstating its true revenue 
and earnings, Celltrion burns cash, and Celltrion is overlevered.  

A common tactic of companies accused of fraud is to attack the messenger in an attempt to 
discredit the authors’ claims.  We think that a better use of Celltiron management’s time would 
be to directly address our core claims and to conduct a third party review of its financials by a 
globally recognized accounting firm that is not currently on the audit payroll, such as Ernst & 
Young.  While we currently do not intend to publish further reports on this company, if Celltrion 
engages us with frivolous lawsuits, then we reserve the right to publish further reports on 
Celltrion in the coming weeks. Future research topics might include:

1. A detailed analysis of Celltrion and its subsidiaries audited 2015 financials upon their 
release.
2. An analysis of Celltrion’s 2015 quarterly financials.  We find it fascinating, for instance, 
that no one on the sell side has bothered to pull the Remisa global monthly sales data 
provided by IMS and compare those figures to Celltrion’s reported quarterly 2015 revenue 
numbers.
3. A deep dive on growing biosimilar competition and why we think its unlikely Celltrion 
replicates its first mover success beyond Remicade.

We believe that given the lack of any meaningful long-term earnings power, Celltrion will 
eventually be unable to service its debt and may eventually be delisted, going down as one of 
the largest accounting frauds by market capitalization in the history of the world.  But please do 
your own research and come to your own conclusions.

Sincerely Yours,
Ghost Raven Research



Source Documentation:

Celltrion Healthcare Hungary
https://www.scribd.com/doc/300310549/Celltrion-Healthcare-Hungary-Korlatolt-Felelossegu-
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https://www.scribd.com/doc/300310045/Celltrion-Healthcare-2011-AR
https://www.scribd.com/doc/300310050/Celltrion-Healthcare-2012-AR
https://www.scribd.com/doc/300310046/Celltrion-Healthcare-2013-AR
https://www.scribd.com/doc/300310049/celltrion-healthcare-2014-ar

Celltrion GSC:
https://www.scribd.com/doc/300309076/Celltrion-GSC-2011-AR
https://www.scribd.com/doc/300309080/Celltrion-GSC-2012-AR
https://www.scribd.com/doc/300309081/Celltrion-GSC-2013-AR
https://www.scribd.com/doc/300309077/Celltrion-GSC-2014-AR

Celltrion Holdings:
https://www.scribd.com/doc/300307944/Celltrion-Holdings-2011-AR
https://www.scribd.com/doc/300307940/Celltrion-Holdings-2012-AR
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https://www.scribd.com/doc/300306750/Celltrion-Pharm-2012-AR-Part-II
https://www.scribd.com/doc/300306749/Celltrion-Pharm-2013-AR
https://www.scribd.com/doc/300306751/Celltrion-Pharm-2014-AR
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EXECUTIVE SUMMARY 

Criminals behind the largest fraud in corporate history are committing the same fraud again: Daewoo 
Motors spectacularly collapsed in the late 1990s in what remains the largest fraud in world history. The 
market has a short memory – many of the masterminds behind the fraud at Daewoo Motors have 
resurfaced at Celltrion to commit an almost-identical fraud in a new, “hot” sector. 

Nearly 100% of sales are fabricated through a controlled related party: Celltrion is only able to 
generate sales by offloading unwanted product to Celltrion Healthcare, a private related party that 
seems to have been set up for no other purpose than to allow Celltrion to fabricate sales and hide 
excessive levels of debt and inventory 

True end-market sales are a tiny fraction of reported sales: Celltrion’s related party subsidiary is having 
a very difficult time selling product to truly independent customers. We believe that “real” end-market 
sales are over 90% lower than claimed by Celltrion. 

Creating fake revenues and profits by round-tripping cash: Celltrion and its investors loan money to 
related parties who then use that money to “buy” goods from Celltrion – allowing the company to 
create a never-ending flywheel of fake financing cash flows turning into fake revenues and profits 

Mountains of inventory hidden off balance sheet: As Celltrion’s true sales are a tiny fraction of 
reported sales, inventory is piling up. The listed company inventory balance is very high, but the true 
inventory pile is comical when aggregating the balances at controlled related parties. We think it could 
take Celltrion a decade to work through it all. 

Aggressive accounting materially understates costs: Celltrion aggressively capitalizes research & 
development and interest expense. If these were properly recognized as cash expenses, Celltrion’s 
profitability would fall by over 80% even if we gave them credit for their fake revenues. 

Huge cash burn with off balance sheet debt piling up: With little real sales and lots of fake ones, 
Celltrion is unable to generate positive operating cash flow. The company operates in a capital intensive 
business, so high capital expenditures further pressure the balance sheet. As a result, Celltrion burns 
tons of cash and hides most these losses at controlled related parties. The cash flow hole is plugged 
through a large and increasing mountain of debt that is also hidden at controlled related parties. 

Fundamentals poised to get much worse: Many competitors are poised to enter Celltrion’s market over 
the next two years, which will destroy pricing and market share. 

Conclusion: We believe that Celltrion is the largest non-manipulated fraud in the stock market today. 
We believe that Celltrion today has revenues 90% below what they claim, and operating expenses more 
than 50% above what they claim. The true financial picture is that Celltrion is a tiny company burning 
tons of cash, with way too much inventory and way too much debt. Were Celltrion to report accurate 
financial statements, we believe it would collapse as one of the largest frauds in world history. 
Moreover, even based on fundamentals alone, we think the stock is overvalued by more than 50%. 
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BACKGROUND 

Celltrion is a biotech company based in South Korea that focuses on the development and production of 
biosimilar drugs. The company went public through a reverse merger in 2009.   

Biosimilars are essentially generic versions of complicated biologic drugs like Humira, Enbrel and 
Remicade. They use the suffix “-similar” because the complexity of the molecule makes it difficult to 
prove molecular equivalence. Instead, biosimilar manufacturers are required to demonstrate through 
clinical trials that the safety and efficacy of the drug is substantially identical to the original product. 

Celltrion began marketing their first biosimilar (Remsima), a copy of Johnson & Johnson’s Remicade, in 
Europe earlier this year, primarily through their partner Hospira (recently acquired by Pfizer). They are 
also conducting clinical trials on biosimilars for Roche’s Herceptin and Roche/Biogen’s Rituxan. 

The market is excited because the biologic drug markets being targeted by biosimilar developers are 
very large. Remicade, for example, did more than $8 billion in revenue globally prior to competition. 
Further, bulls believe that the acquisition of Hospira by Pfizer will be beneficial to Celltrion given Pfizer’s 
larger clout and superior infrastructure. We will show later in this report that the market potential for 
biosimilar drug developers is significantly overstated and that the Hospira acquisition is actually a 
material negative for Celltrion. 

Corporate structure 

Celltrion is arranged in a curious manner. The listed company that we discuss today is supplied by a 
controlled related party called Celltrion GSC. Celltrion then sells all of the product it manufactures on to 
a controlled related party called Celltrion Healthcare. Celltrion Healthcare then sells product on to 
independent third parties and to Celltrion Pharm, a controlled related party that distributes drugs in 
Korea (and a reverse merger itself). Celltrion Holdings is the investment vehicle of the chairman and is 
also important to note. 

The corporate structure can be visualized as follows: 
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Shareholdings 

Celltrion is controlled by Seo Jung Jin (aka JJ Seo), who owns ~20% of shares outstanding. The majority 
of his shares are held by Celltrion Holdings, a holding company where he owns 99% of shares 
outstanding. He also owns shares indirectly through Celltrion GSC, a supplier to Celltrion where he owns 
68% of shares outstanding. Mr. Seo controls all Celltrion related parties as well.  

The shareholding structure can be visualized as follows: 

 

Mr. Seo Jung Jin

Celltrion Holdings Celltrion GSC

Celltrion

(068270 KS)

Celltrion Pharm 

(068760 KS)

98.9% 53.9%68.4%

20.1%
2.2%

48.2%

Celltrion Healthcare
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CRIMINALS BEHIND THE LARGEST FRAUD IN CORPORATE HISTORY ARE COMMITTING THE SAME 

FRAUD AGAIN 

Daewoo Motors was a stock market darling in Korea with a rockstar CEO in Kim Woo Chong. However, in 
1999 during the Asian Financial Crisis it collapsed under a spectacular fraud that CNN called the “biggest 
accounting fraud in history, surpassing WorldCom and Enron…”  

After the fraud was exposed, Mr. Kim fled the country and lived as a fugitive for over six years, before 
returning to Korea where he was sentenced to 8.5 years in prison and ordered to pay a whopping $18 
billion fine. 

Wanted Poster Created by Korean Metal Workers Federation (Daewoo union) 
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Northwestern put together an excellent case study that is a must-read for anyone interested in the inner 
workings of the Daewoo or Celltrion frauds. It can be found here: 
(http://scholarlycommons.law.northwestern.edu/cgi/viewcontent.cgi?article=1669&context=njilb) 

The mechanics of the Daewoo fraud are eerily similar to the fraud being perpetrated by Celltrion. Both 
companies are controlled by a powerful chairman who makes all the decisions and tolerates little 
dissent. Both companies are heavily reliant on debt financing. Both companies falsify revenue by selling 
a single asset multiple times through a chain of related companies. Both companies massively 
overstated revenue and assets. Both companies use off-balance-sheet entities to hide debt and both 
companies use scam subsidiaries to skirt accounting rules.  

 Daewoo Celltrion 
Powerful chairman Yes Yes 
Weak internal controls Yes Yes 
Inflated revenues through 
related party transactions Yes Yes 

Manipulation of revenue and 
assets through hidden 
subsidiaries 

Yes Yes 

Improved balance sheet through 
related party transactions Yes Yes 

Single assets sold multiple times 
to generate artificial sales Yes Yes 

Scam subsidiaries used to skirt 
accounting rules Yes Yes 

Gross-guarantees used to raise 
capital Yes Yes 

False R&D expenses Yes Yes 
False inventories Yes Yes 
Lots of off-balance-sheet debt Yes Yes 
Heavy reliance on debt financing Yes Yes 
Holding company not profit 
center for business Yes Yes 

 

These similarities are not surprising. Most of the key people behind Celltrion are former Daewoo 
executives. The founder of Celltrion, JJ Seo (until recently chairman and CEO) was a senior advisor to 
Woo Chong Kim, the mastermind of the Daewoo fraud. Kim Tae Gu, the former CEO of Celltrion GSC and 
Celltrion Healthcare, previously served as President of Daewoo Motors and was sentenced to four years 
in jail for his role in the Daewoo fraud. 



6 
 

 

Source: New York Times 

There’s more: Celltrion’s CFO, HK Kim, was previously Head of Strategic Planning at Daewoo Motors. The 
former CEO of Celltrion Healthcare, SJ Kim, was previously the CEO of Daewoo Motors. After JJ Seo 
stepped down as Chairman and CEO earlier this year, he appointed two co-CEOs to replace him. 
Unsurprisingly, both new executives (Kim Hyeong Gi and Gi Wu Seong) were previously senior 
executives at Daewoo Motors.  

Celltrion’s criminal history not limited to crimes related to Daewoo 

In December 2009, YJ Kim, the former CEO of Celltrion Pharm was sentenced to three years in prison by 
the Seoul High Court for “breach of trust” which typically means embezzlement. And best of all, 

Celltrion’s own founder JJ Seo was convicted of insider trading and market manipulation in mid-2014.   

“Our conclusion is that it was Seo who manipulated the stock price.  He inflated Celltrion’s stock 
price because some of its affiliates, including Celltrion GSC, had received loans backed by their 
stakes in the bio firm from banks.  The affiliates had to pay back loans or provide more collateral 
should Celltrion’s stock price fall.  That’s why Seo attempted to keep its stock price high.” – 
Korean FSS 

“We’ve found evidence showing Seo and some others bought shares just before the firm unveiled 
favorable measures for stock investors.” – Korean FSS 
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NEARLY 100% OF SALES ARE FABRICTED THROUGH A RELATED PARTY 

The listed part of the Celltrion organization – Celltrion, is solely engaged in the development and 
manufacture of drugs. It does not have sales & marketing or distribution operations. For marketing of 
the drugs, the company turns to Celltrion Healthcare, a private related party also controlled by JJ Seo. 
Celltrion Healthcare theoretically exists to handle relationships with Celltrion’s global distribution 
partners and to occasionally bid directly on business. 

Since Celltrion began developing biosimilars, substantially all of its sales have been to Celltrion 
Healthcare. 

 

We believe that Celltrion Healthcare exists solely for the purpose of inflating sales and margins at the 
listed company to meaningfully exaggerate its financial performance. 

Example #1: Celltrion Healthcare gross margins depressed at the expense of Celltrion 

 

Example #2: Celltrion is able to hide 20-33% of operating expenses at Celltrion Healthcare 

 

(KRW millions) 2009 2010 2011 2012 2013 2014 2009-2014

Celltrion reported sales (1) 145,551 180,948 278,593 350,196 226,208 406,337 1,587,833

Celltrion sales to Celltrion Healthare 145,551 179,533 275,615 329,997 223,162 404,116 1,557,974

Percentage to Celltrion Healthcare 100% 99% 99% 94% 99% 99% 98%

(1) Excludes Celltrion Pharm consolidation

2010 2011 2012 2013 2014

Celltrion gross margin 78.1% 81.3% 73.2% 69.6% 72.4%

Celltrion Healthcare gross margin 32.2% 14.2% 14.7% 46.6% 47.2%

Difference 45.9% 67.0% 58.5% 23.1% 25.2%

(KRW millions) 2010 2011 2012 2013 2014

Celltrion operating expenses 35,066 48,125 60,833 57,677 139,669

Celltrion Healthcare operating expenses 8,996 11,820 27,311 28,320 44,017

Total operating expenses 44,061 59,945 88,144 85,997 183,686

Percent of opex hidden at Celltrion Healthcare 20% 20% 31% 33% 24%
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TRUE END MARKET SALES ARE A TINY FRACTION OF REPORTED SALES 

It is rare to see a fraud so egregious that 98% of sales have been to related parties over the past six 
years. One might say, “So what? Celltrion Healthcare sells all of those products to real end customers, so 
the related party portion of the transaction is just a pass through.” This, however, is totally false.  

Celltrion Healthcare revenues (very generous proxy for end market sales) have routinely been a small 
fraction of Celltrion revenues. 

 

Source: Celltrion and Celltrion Healthcare financial statements 

The above analysis fails to adjust for a number of important things that significantly increase the 
discrepancy. Celltrion Healthcare COGS are the more appropriate comparator given that they should 
closely approximate Celltrion revenue. And, as we discuss in more detail below, much of Celltrion 
Healthcare’s revenue is false. 

In fact, only 18% of the product ever “purchased” by Celltrion Healthcare was sold to independent third 
parties and even less was actually sold by those third parties to real, end customers. 

 

Source: Celltrion and Celltrion Healthcare financial statements 

Even this overstates the true independent third party sales figures of Celltrion for two primary reasons. 

First, Celltrion Healthcare deconsolidated a 100%-owned related party (Celltrion Hungary) in 2013 
despite no change in ownership seemingly for one purpose: to inflate reported sell-through. 

(KRW millions) 2009 2010 2011 2012 2013 2014 2009-2014

Celltrion sales (1) 145,551 180,948 278,593 350,196 226,208 406,337 1,587,833

Celltrion Healthcare sales 0 97,287 31,600 33,820 145,288 166,953 474,948

Percentage difference -100% -46% -89% -90% -36% -59% -70%

(1) Excludes Celltrion Pharm consolidation

(KRW millions) 2009 2010 2011 2012 2013 2014 2009-2014

Celltrion Healthcare purchases from Celltrion 145,551 179,533 275,615 329,997 223,162 404,116 1,557,974

Celltrion Healthcare COGS 0 66,000 27,100 28,839 77,651 88,183 287,773

COGS/purchases 0% 37% 10% 9% 35% 22% 18%
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Source: Celltrion Healthcare financial statements 

Unsurprisingly, Celltrion Healthcare reconsolidated Celltrion Healthcare Hungary the following year once 
the deconsolidation had served its purpose. 

To see if Celltrion Hungary was selling the product that it “purchased” from Celltrion Healthcare, we 
pulled their local financial statements. What we found was not a surprise: Celltrion Hungary reported 
zero revenues in 2011, 2012 or 2013. 

Full income statement for Celltrion Healthcare Hungary 

 

Source: Celltrion Healthcare Hungary credit check 

Second, a large portion of the “sales” reported by Celltrion Healthcare have just ended up as inventory 
at distributors. For example, controlled related party Celltrion Pharm is carrying huge inventory balances 
that make no sense. In their 2014 annual report, Celltrion Pharm discloses that they are currently 
holding KRW 58 billion of Remsima inventory and, amazingly, KRW 13 billion of biosimilar Herceptin – a 
drug that is not approved for sale anywhere in the world and will not be approved for years, if ever. 

(KRW millions) 2009 2010 2011 2012 2013 2014

Celltrion Healthcare revenue 0 97,287 31,600 33,820 145,288 166,953

Sales to Celltrion Healthcare Hungary 0 0 0 2 113,437 0

(USD 000s) 2011 2012 2013
Revenues 0 0 0
Other income 0 0 0

Material type expenses 6 9 40
Personnel type expenses 27 7 0
Depreciation & amortization 0 0 0
Other expenses 0 0 0
Operating (trading result) -34 -16 -40

Financial income 0 7 553
Expenses of financial transactions 9 2 0
Result of financial activities -9 5 553

Ordinary profit -43 -10 513
Profit before tax -43 -10 513
Tax charge 0 0 33
Profit after tax -43 -10 480
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Source: Celltrion Pharm annual report 

Key distribution partner Hospira is also holding a lot of inventory. Until their acquisition by Pfizer, 
Hospira reported these inventory balances in their quarterly and annual reports filed with the SEC. 

 

Source: Celltrion Healthcare financial statements, Hospira financial statements 

When adjusting for the above, we conclude that the best case scenario is that Celltrion’s historical 
revenues have been overstated by at least 90%. 

 

Source: Celltrion Healthcare, Celltrion Pharm, Hospira 

(KRW millions) 2014

Celltrion Pharm inventory 75,926
Remsima 57,996
Herceptin biosimilar 13,000

Percentage of 2009-2014 Celltrion Healthcare revenue:
Celltrion Pharm inventory 16%
Remsima 12%
Herceptin biosimilar 3%

2011 2012 2013 2014

Celltrion Healthcare revenue (KRW) 31,600 33,820 145,288 166,953

Hospira inventory balance ($) 0 0 7.2 29.5

Changes in Hospira inventory ($) 0 7.2 22.3
Changes in Hospira inventory (KRW) 0 7,877 23,474

Percentage of Celltrion Healthcare revenue 0% 0% 5% 14%

(KRW millions) 2011-2014

Celltrion Healthcare COGS 287,773
Less: sales to Celltrion Healthcare Hungary -60,628
Less: sales into Hospira inventory -16,609
Less: sales into Celltrion Pharm inventory -47,567
Adjusted Celltrion Healthcare COGS 162,969

Percentage of Celltrion sales that are legitimate 10%



11 
 

This is a best case scenario because it assumes that Celltrion’s extremely aggressive revenue recognition 
practices are limited to the financial accounts that we can directly examine and that they aren’t using 
other distributors and/or undisclosed related parties to recognize further fictitious sales. 
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CREATING FAKE REVENUES AND PROFITS BY ROUND-TRIPPING CASH 

Celltrion has other ways of creating fake revenues and profits than by simply selling product to a 
controlled distributor. Much like Daewoo Motors, they also sell the same asset multiple times, and turn 
financing cash flow into revenue and profits through related party loan schemes. 

Selling the same asset multiple times 

Beginning with the first quarter of 2014, Celltrion decided to consolidate the results of Celltrion Pharm 
despite owning less than 50% of the company. This means that Celltrion is literally selling product to 
itself.  

Now, when Celltrion makes a sale to Celltrion Healthcare, it recognizes revenue. When Celltrion 
Healthcare sells that product to Celltrion Pharm and then Celltrion Pharm sells that product to an end 
customer, Celltrion Pharm recognizes revenue. Celltrion consolidates that revenue, meaning that 
Celltrion is able to recognize revenue twice on the sale of the exact same product. 

 

Even better, because Celltrion stuffed Celltrion Pharm with inventory before consolidating it, it gets to 
double-recognize revenue again when/if Celltrion Pharm sells the existing inventory on to end 
customers 

Celltrion, Inc. Celltrion 
Healthcare Celltrion Pharm

Sale to itself is completed through controlled intermediary

Celltrion sells 
product to 
Celltrion 

Healthcare

1

Celltrion 
Healthcare sells 

product to 
Celltrion Pharm 

2

3

REVENUE 
RECOGNITION

End 
customersREVENUE 

RECOGNITION
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Importantly, in both scenarios mentioned above, Celltrion realizes no additional cash flow from these 
transactions. Revenues go higher, but economics do not improve. 

 

Turning financing cash flows into revenue (now debt can equal profit!) 

Celltrion is well aware that its financial statements will be scrutinized closely by the public markets. It is 
further aware that the various mechanisms it employs to generate fictitious sales will provide no 
assistance to its ability to generate operating cash flow. 

In response to this large problem, the company has deployed a number of schemes that seek to turn 
financing cash flows from investors and related parties into revenue and profits for the listed entity. 

This scheme has successfully fooled sell-side analysts and investors. Indeed, if we look simply at 
Celltrion’s operating cash flows, no immediate red flags emerge. 

 

Source: Celltrion 

We will demonstrate below that substantially all of this reported operating cash flow is actually 
repurposed financing cash flow from internal and external sources. 

Scheme #1: raising equity at Celltrion Healthcare to pay for product purchased from Celltrion. 

Celltrion Healthcare has raised lots of equity, preferred and debt over time in order to plug the hole 
created by substantial purchases from Celltrion and little cash generated by end market sales. Celltrion 
Healthcare has then used a large portion of this fundraising to pay Celltrion for product that it does not 
need. 

Celltrion, Inc. Celltrion 
Healthcare Celltrion Pharm

Celltrion stuffs Celltrion Pharm with inventory and recognizes revenue 
on it (through sales to Celltrion Healthcare)1

Celltrion consolidates Celltrion Pharm2

End 
customers

3

REVENUE 
RECOGNITION

REVENUE 
RECOGNITION

(KRW millions) 2009 2010 2011 2012 2013 2014

Celltrion operating cash flow 44,954 31,069 62,760 20,971 137,081 145,159
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Below we highlight two such examples. One is a December 2011 investment from One Equity Partners 
and the other is a August 2013 convertible bond/warrant investment from existing investors and JJ Seo 
himself.  

 

Source: Celltrion, Celltrion Healthcare 

More recently, Celltrion Healthcare raised $200 million by selling a convertible bond to distribution 
partner Hospira that carries a 6% coupon. Highlighting the dire liquidity situation at Celltrion Healthcare, 
the company can elect to pay interest in the form of product instead of cash and had to relinquish 
market exclusivity in the key US market to Hospira (easily the world’s largest market). 

“On September 30, 2014, Hospira purchased a convertible bond from Celltrion Healthcare with 
an aggregate principal amount denominated in Korean Won equal to $200.0 million U.S. Dollars, 
due on September 30, 2019. Interest is payable quarterly at an annual rate of 6.0%. The 
convertible bond is recognized as an available-for-sale investment and is subject to credit risk. 
Hospira may redeem some or all of the principal of the convertible bond for cash or an equity 
interest in Celltrion Healthcare, or, starting on the third anniversary of the issuance of the 
convertible bond, the supply of biosimilar products. Additionally, Celltrion Healthcare may elect 
to pay interest on the convertible bond in cash, or in kind by providing biosimilar product to 
Hospira. Further, Hospira amended its co-exclusive agreement with Celltrion to amend 
commercial terms, which includes providing Hospira exclusive rights to specific biosimilar 
products in the U.S. and certain other territories.” 

http://edgar.sec.gov/Archives/edgar/data/1274057/000127405715000027/hsp-
2015630x10q.htm 

 

Celltrion, Inc. Celltrion 
Healthcare

One Equity 
Partners

Existing 
investors 
(incl. Seo)

Cash for product 
purchases 

(i.e. “sales” for 
Celltrion)

One Equity 
Partners invests 

KRW 254 billion for 
purchase of 20% 
preferred equity 
stake (Dec 2011)

Existing investors and Seo invest 
KRW 180 billion in convertible 
bonds and bonds w/ warrants 

(Aug 2013)

2

1a

1b
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Scheme #2: using related parties to loan money to other related parties so they can pay for product 
purchased from Celltrion 

Instead of directly using funds from outside investors to funnel cash into Celltrion, the company 
sometimes uses the cash as “loans” to related parties who then use the “loan” to funnel the cash into 
Celltrion. 

In the example illustrated below, Temasek purchases Celltrion shares from Celltrion GSC in July 2013. 
Celltrion GSC then uses the proceeds from this sale to pay down debt and then loan money to Celltrion 
Healthcare. Celltrion Healthcare then uses that loaned money to pay cash for products purchased from 
Celltrion. 

 

Source: Celltrion GSC, Celltrion, Celltrion Healthcare 

Scheme #3: Celltrion loans money directly to related parties so they can pay for product purchased from 
Celltrion  

Using third party investors to fabricate operating cash flows at least shows a façade of propriety. 
However, Celltrion also directly uses controlled related parties for similar schemes. 

The example illustrated below is the most explicit as Celltrion itself is the driver of the false operating 
cash flows. In mid-2013, Celltrion loaned money to Celltrion Pharm, who then used that money to pay 
off outstanding receivables to Celltrion Healthcare. Celltrion Healthcare then used that money to 
purchase products from Celltrion for cash. 

Celltrion GSC Celltrion, Inc. Celltrion 
Healthcare

Celltrion GSC loans KRW 54.6 billion to 
Celltrion Healthcare (Q2-Q4 2013)

Existing 
investors

1
Temasek purchases KRW 85.8 billion 
worth of Celltrion, Inc. shares from 

Celltrion GSC to pay down collateralized 
debt balance at GSC  (Jun 2013)

3
Cash for product 

purchases 
(i.e. “sales” for 

Celltrion)

2
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Source: Celltrion, Celltrion Healthcare, Celltrion Pharm 

Were we to just use the examples above, it is clear that financing raised from third parties and round-
tripped within the Celltrion organization represents over 100% of Celltrion’s lifetime operating cash 
flows. 

 

Source: Celltrion, Hospira, Celltrion Healthcare, Celltrion Pharm, Celltrion GSC 

     

Celltrion, Inc. Celltrion 
Healthcare Celltrion Pharm

KRW 50 billion loan 
and purchase of 
KRW 60 billion 

bonds + warrants 
(Q2-Q3 2013)

KRW 64 billion 
payment of 
outstanding 

payables 
(Q1-Q3 2013)

Cash goes 
back to 

Celltrion, Inc. 
to pay for 
product

1

23

(KRW billions)

Celltrion lifetime operating cash flow 442

One Equity investment in Celltrion Healthcare 254
Existing investors investment in Celltrion Healthcare 180
Hospira investment in Celltrion Healthcare 200
Celltrion GSC loan to Celltrion Healthcare 55
Celltrion loan to Celltrion Pharm 110
Total 799

Percentage of Celltrion lifetime operating cash flow 181%
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MOUNTAINS OF INVENTORY HIDDEN OFF BALANCE SHEET 

As we have shown above, Celltrion has barely any sales to true end customers. The obvious question 
that follows is: “where is all of this product going?” The answer to that question is that the vast majority 
of product ever produced is sitting on the balance sheets of Celltrion, its controlled related parties and 
distributors. 

Celltrion itself holds a very large amount of inventory. DIOs have been over 600 days for the past two 
years.  

 

Source: Celltrion 

While the Celltrion inventory balance alone is cause for concern (and unmatched across any other 
biotech that we could find), dramatically more inventory is hidden at other controlled related parties. 

Celltrion Healthcare holds a whopping KRW 1.2 trillion of inventory. That equates to 2.5 times Celltrion 
Healthcare’s total sales ever. The DIO calculations below are not a misprint. 

 

Source: Celltrion Healthcare 

The last major hiding place for unsold inventory that we know of is at Celltrion Pharm, where inventories 
have risen by 19x since Celltrion took over the company. 

 

Source: Celltrion Pharm 

As mentioned previously, Hospira also holds unsold inventory worth about KRW 31 billion. 

(KRW millions) 2009 2010 2011 2012 2013 2014

Inventory 17,361 23,018 40,598 78,005 136,840 223,617

DIOs 123 212 284 303 727 628

(KRW millions) 2009 2010 2011 2012 2013 2014

Inventory at Celltrion Healthcare 26,400 145,200 380,676 678,848 931,604 1,173,942

DIOs N/A 803 5,127 8,592 4,379 4,859

(KRW millions) 2009 2010 2011 2012 2013 2014

Inventory at Celltrion Pharm 3,969 17,808 49,797 84,372 82,315 75,926

DIOs 263 517 1,501 2,284 1,953 1,180
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Source: Hospira 

When all of this unsold inventory is added up, the results are truly astounding. The inventory balance is 
a whopping KRW 1.5 trillion and almost 7x larger than the balance reported by Celltrion. 

 

Source: Celltrion, Celltrion Healthcare, Celltrion Pharm, Hospira 

Based on 2014 sales levels reported by Celltrion, it would take them almost 12 years to sell all of this 
product were it held at Celltrion instead of hidden at related parties. 

 

Source: Celltrion, Celltrion Healthcare, Celltrion Pharm, Hospira 

This might not be as big of an issue if we were talking about something like fine art or commercial real 
estate, where we don’t need to worry about depreciation or spoilage, but unfortunately for Celltrion, we 
are not. Drugs have finite shelf lives. According to the European Medicines Agency (EMA), Remsima has 
a shelf life of only 36 months. 

http://www.ema.europa.eu/docs/en_GB/document_library/EPAR_-
_Public_assessment_report/human/002576/WC500151486.pdf 

Despite the huge and ballooning inventory balances and the limited shelf life for the products produced, 
Celltrion’s inventory reserve has been declining rapidly even though a large and increasing portion of 
that inventory is in finished goods and merchandise. 

2014
Hospira inventory balance ($) 29.5
Hospira inventory balance (KRW) 31,053

(KRW millions) 2009 2010 2011 2012 2013 2014

Inventory at:
Celltrion 17,361 23,018 40,598 78,005 136,840 223,617
Celltrion Healthcare 26,400 145,200 380,676 678,848 931,604 1,173,942
Celltrion Pharm 3,969 17,808 49,797 84,372 82,315 75,926
Hospira 7,877 31,053
Total 47,731 186,026 471,071 841,225 1,158,637 1,504,537

Multiple of what is held at Celltrion 2.7x 8.1x 11.6x 10.8x 8.5x 6.7x

(KRW millions)
2014 Celltrion COGS 129,908
Total inventory 1,504,537

Years to sell 11.6x
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Source: Celltrion 

The chart below illustrates the dramatic increase in DIOs set against the dramatic decline in inventory 
reserve. 

 

Source: Celltrion 

(KRW millions) 2009 2010 2011 2012 2013 2014

Net inventory 17,361 23,018 40,598 78,005 136,840 223,617

Inventory reserve 0.5% 10.5% 10.2% 7.7% 2.4% 1.6%

Inventory mix:
Finished product 6% 4% 15% 46% 64% 53%
Merchandise 0% 3% 2% 0% 0% 32%
Work in process 21% 14% 0% 4% 4% 1%
Raw materials 52% 58% 67% 40% 25% 10%
Supplies 15% 16% 11% 8% 5% 3%
Other 6% 5% 5% 2% 2% 1%
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AGGRESSIVE ACCOUNTING MATERIALLY UNDERSTATES COSTS 

Celltrion employs aggressive capitalization policies for both research and development and interest 
expenses that lead to reported expenses being far below actual, cash expenses. As a result, Celltrion’s 
current and historical profitability has been significantly exaggerated. 

Actual R&D expenses at Celltrion are almost 5x higher than reported R&D expenses 

 

Source: Celltrion 

Operating income would be 72% lower than reported if Celltrion had expensed all of its cash outlays for 
R&D instead of capitalizing a large portion. 

 

Source: Celltrion 

Actual interest expense is ~70% higher than reported interest expense 

 

Source: Celltrion 

Putting it all together, we believe that Celltrion has overstated its current profit by 86% and historical 
profits by 84% due to aggressive capitalization policies. 

(KRW millions) 2009 2010 2011 2012 2013 2014 2009-2014

Reported R&D 5,762 16,142 19,154 31,089 25,386 69,642 167,175

Capitalized R&D 33,980 79,195 118,322 124,243 142,337 118,780 616,857

Cash R&D expense 39,742 95,337 137,476 155,332 167,723 188,422 784,032

Cash expenses / reported expenses 6.9x 5.9x 7.2x 5.0x 6.6x 2.7x 4.7x

(KRW millions) 2009 2010 2011 2012 2013 2014 2009-2014

Reported operating income 71,752 106,213 178,657 195,450 99,845 201,469 853,386

Less: capitalized R&D 33,980 79,195 118,322 124,243 142,337 118,780 616,857

Adjusted operating income 37,773 27,018 60,335 71,207 -42,492 82,689 236,529

Relative to reported operating income -47% -75% -66% -64% -143% -59% -72%

(KRW millions) 2009 2010 2011 2012 2013 2014 2009-2014

Reported interest expense 2,464 709 2,507 16,824 32,119 38,349 92,972

Capitalized interest expense n/a 14,895 19,340 11,842 10,704 10,103 66,884

Cash interest expense n/a 15,604 21,847 28,666 42,822 48,453 157,391

Cash expenses / reported expenses n/a 22.0x 8.7x 1.7x 1.3x 1.3x 1.7x
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Source: Celltrion 

The implication of this is important – even if one were to accept Celltrion’s obviously ridiculous revenue 
recognition policies that overstate revenue by more than 10x, Celltrion’s actual historical earnings would 
still be overstated by more than 6x when adjusted for a more conservative capitalization policy. 

An interesting interlude about the auditors 

Celltrion is audited by Samil, a local affiliate of respected firm PricewaterhouseCoopers. We have no 
problem with this. What we think is interesting is that Celltrion has chosen different auditors for the 
other Celltrion entities. We suspect that this is a purposeful attempt to prevent auditors from seeing 
both sides of the curious transactions that Celltrion participates in. 

Company  Auditor 
Celltrion  Samil (PwC) 
Celltrion Healthcare Anjin (Deloitte) 
Celltrion Pharm Lian 
Celltrion GSC Samyoung 
 

Even more interesting is that Celltrion had to actively switch auditors to create this structure. The chart 
below illustrates the musical chairs being played with Celltrion auditors. 

Company 2009 2010 2011 2012 2013 2014 
Celltrion Samil (PwC) Samil (PwC) Samil (PwC) Samil (PwC) Samil (PwC)  
Celltrion 
Healthcare 

Samyoung Samyoung Samyoung Anjin 
(Deloitte) 

Anjin 
(Deloitte) 

 

Celltrion 
Pharm 

Lian Lian Lian Lian Lian  

Celltrion 
GSC 

Samil (PwC) Samil (PwC) Samyoung Samyoung Samyoung  

 

We think Samyoung is a particularly interesting choice to audit any components within what today is the 
largest listed company in the KOSDAQ index. 

(KRW millions) 2009 2010 2011 2012 2013 2014 2009-2014

Reported pre-tax income 67,532 112,226 183,385 187,567 115,665 149,111 815,486

Less: capitalized R&D 33,980 79,195 118,322 124,243 142,337 118,780 616,857

Less: capitalized interest n/a 14,895 19,340 11,842 10,704 10,103 66,884

Adjusted pre-tax income 33,552 18,136 45,723 51,482 -37,376 20,228 131,746

Relative to reported pre-tax income -50% -84% -75% -73% -132% -86% -84%
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Samyoung only has 8 public company clients with an aggregate market cap under $1 billion. 

Samyoung previously audited a company called Tozai Holdings. Tozai was originally a mining company 
until it acquired a company called Novacell for KRW 1.7 billion in April 2009 to shift its business into 
biotech. Tozai was delisted in late 2011 due to accounting manipulations. Right before Novacell was 
delisted (February 2011), Novacell signed an agreement with Celltrion to co-develop and co-analyze the 
protein compounds of biosimilar products.  

The relationship doesn’t end there. After Tozai was delisted, the company changed its name to Prodizen 
and appointed a new CEO named Brian Kim. Mr. Kim had previously served as an executive at Celltrion 
between 2009 and 2012. 

Samyoung also served as the auditor for Oullim Elses, Oullim Networks and Oullim Information 
Technology. All three were delisted in 2012 due to a series of fraudulent accounting activities that 
closely resemble the current situation at Celltrion.  

 

And while we’re talking about understated costs… meet an undisclosed related party 

We found a company aptly named “Freezone” that appears to be an undisclosed related party of 
Celltrion used to offload operating expenses.  

We believe it is a related party for the following reasons: 

1) Freezone’s first two customers were Celltrion entities 
2) One of Freezone’s main shareholders is the Celltrion Welfare Foundation, an entity controlled 

by the wife of JJ Seo 
3) Freezone shares the same corporate address as Celltrion and Celltrion Healthcare 
4) Freezone CEO Choe Seung-Hee and President Kim Yeong-Meong are probably relatives of JJ Seo 

Freezone is a profitless enterprise providing maintenance and security services to a variety of clients, 
including most of the Celltrion entities.  

In aggregate, Freezone operating expenses are around KRW 9 billion per year, which is a small amount 
relative to the size of Celltrion, but the existence of the company is interesting nonetheless and could 
possibly indicate that there are other undisclosed related parties whose contribution may be more 
meaningful. 
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HUGE CASH BURN WITH OFF BALANCE SHEET DEBT PILING UP 

So far, we have shown that Celltrion has done the following: 

- Overstated revenue through sales to related parties 
- Used round-tripping to turn financing cash flows into operating cash flows 
- Hiding inventory in off-balance-sheet related party accounts 
- Understated operating expenses through aggressive accounting 

All of the above have a negative impact on free cash flow and positive impact on net income. Indeed, 
when aggregating all of Celltrion’s operating entities, we can see that the cumulative reported net 
income is KRW 974 billion yet cumulative reported free cash flow is negative KRW 1.8 trillion. 

The public face of Celltrion – the listed company – is able to show very strong net income and positive 
operating cash flow. However, when adding up the cash flows at all Celltrion entities, the true situation 
for the group is revealed – Celltrion burns hundreds of millions of dollars in negative free cash flow each 
year and has burned an astonishing amount of money since the company was created. Notably, even 
Celltrion’s listed entity has negative free cash flow and has always had negative free cash flow despite 
reporting significant profits. 

  

(KRW millions) 2009 2010 2011 2012 2013 2014 2009-2014

Net income:
Celltrion 59,615 110,445 167,809 174,431 102,455 117,482 732,237
Celltrion Healthcare 2,366 54,637 -11,557 -24,545 19,283 3,438 43,622
Celltrion Pharm 1,308 3,497 2,402 3,936 2,643 5,869 19,655
Celltrion GSC 7,316 6,831 -6,347 101,456 63,056 6,153 178,466
Total 70,605 175,411 152,306 255,279 187,437 132,942 973,980

Cash flow from operations:
Celltrion 44,954 31,069 62,760 20,971 137,081 145,159 441,993
Celltrion Healthcare -5,227 -6,732 -87,383 -193,936 -150,078 -248,898 -692,253
Celltrion Pharm 2,979 -2,920 -4,850 -5,541 -72,377 17,326 -65,383
Celltrion GSC 40 4,680 2,914 -4,782 -38,372 -20,139 -55,659
Total 42,746 26,097 -26,558 -183,288 -123,746 -106,552 -371,301

Cash flow from investing:
Celltrion -74,059 -334,799 -279,451 -169,379 -266,929 -156,709 -1,281,326
Celltrion Healthcare -35,319 7,413 10,139 -8,827 7,354 3,211 -16,028
Celltrion Pharm -25,505 -29,594 2,229 -66,962 -27,212 -44,567 -191,609
Celltrion GSC -26,421 5,731 -8,378 -32,387 101,811 14,793 55,149
Total -161,303 -351,249 -275,460 -277,554 -184,976 -183,271 -1,433,814

Free cash flow:
Celltrion -29,105 -303,730 -216,691 -148,408 -129,848 -11,550 -839,332
Celltrion Healthcare -40,546 681 -77,243 -202,763 -142,724 -245,686 -708,281
Celltrion Pharm -22,526 -32,513 -2,620 -72,503 -99,589 -27,241 -256,992
Celltrion GSC -26,381 10,411 -5,464 -37,169 63,439 -5,346 -509
Total -118,558 -325,151 -302,018 -460,842 -308,722 -289,823 -1,805,114
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Source: Celltrion, Celltrion Healthcare, Celltrion Pharm, Celltrion GSC 

The plug that keeps the scheme going is fundraising – primarily through debt. 

Indeed we can see that debt ballooned to KRW 1.8 trillion by the end of 2014 and has been growing at 
the rate of KRW 300 billion per year since 2010. 

 

Again we see the same theme of obfuscation: Celltrion’s debt load is less than half of the total debt in 
the Celltrion organization. 

While it’s impossible to measure leverage ratio across the system given that system-level EBITDA is hard 
to measure and free cash flow is negative, we can illustrate the precarious situation that Celltrion’s 
balance sheet puts them in in a few different ways. 

First, debt to EBITDA levels are very high (7.0x) when simply adding up EBITDA across all Celltrion 
operating entities even with subtracting nothing for intercompany transactions, which is clearly much 
too conservative. 

 

Source: Celltrion, Celltrion Healthcare, Celltrion Pharm, Celltrion GSC 

Second, given that Celltrion concentrates all positive cash flow at the listed company, we can evaluate 
debt to operating cash flow levels at the listed company level. This makes the leverage look even worse 
at over 12x. 

(KRW millions) 2009 2010 2011 2012 2013 2014

Debt:
Celltrion 247,826 283,062 416,870 599,027 782,685 883,378
Celltrion Healthcare 71,423 15,252 62,900 30,000 180,000 395,420
Celltrion Pharm 2,838 34,495 35,867 87,707 184,937 168,654
Celltrion GSC 63,459 63,859 66,859 132,184 27,000 38,310
Celltrion Holdings 189,413 339,496 263,692 274,726
Total 385,546 396,668 771,909 1,188,414 1,438,314 1,760,488

(KRW millions) 2014
Total Celltrion debt 1,760,488

EBITDA:
Celltrion 206,729
Celltrion Healthcare 34,910
Celltrion Pharm 8,526
Celltrion GSC -330
Total 249,835

Debt/EBITDA 7.0x
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Source: Celltrion, Celltrion Healthcare, Celltrion Pharm, Celltrion GSC 

Third, we can adjust for the capitalization of R&D to come up with a more realistic assessment of EBITDA 
(though still far too generous). Under this scenario, debt/EBITDA balloons to over 13x. 

 

 

 

 

(KRW millions) 2014
Total Celltrion debt 1,760,488

Celltrion operating cash flow 145,159
Debt/operating cash flow 12.1x

(KRW millions) 2014
Total Celltrion debt 1,760,488

EBITDA:
Celltrion 206,729
Celltrion Healthcare 34,910
Celltrion Pharm 8,526
Celltrion GSC -330
Total 249,835
Less: capitalized R&D -118,780
Adjusted EBITDA 131,055

Debt/EBITDA 13.4x
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FUNDAMENTALS POISED TO GET MUCH WORSE 

Even without the massive overstatement of revenues and profits, Celltrion would be an attractive short 
based on fundamentals alone. 

Bullish analysts and investors are enamored with the large potential size of the biosimilars market and 
Celltrion’s position as the first mover. As mentioned before, Remicade generated over $8 billion in 
annual sales before competition entered the market.  

We think there are a number of reasons why these bullish scenarios will not play out. 

Reason #1: Celltrion will only get a small fraction of each end-market sale of biosimilar drug 

It is important to note that Celltrion will only get roughly $0.33 of every $1 in end-market sales that their 
biosimilar generates. Based on our channel work, we think that Hospira takes roughly 50% of revenue 
off the top for every sale they generate through their distribution channels. Then, Celltrion Healthcare 
takes ~33% of the remaining 50%, leaving Celltrion with only 67% of 50%, or around 33% of each dollar 
of end market sales.  

Reason #2: There is already a large price war taking place and discounts will continue to rise 

As a generic drug manufacturer, Celltrion is forced to sell at a substantial discount to Johnson & Johnson 
(and their partner, Merck, in Europe) to gain market share. With only one competitor in the market 
today, Merck has already said that discounts in Europe have reached as high as 45%. 

“With regards to Remicade, we’re seeing most discounts of 30% to 45%. Maybe a little bit higher 
in some of the countries where there’s been biosimilars for a longer time…” – Merck Q3 2015 
conference call 

Price competition is increasing. Recently, Merck cut the price of Remicade in the UK by 25%. 

http://www.bloomberg.com/news/articles/2015-10-22/merck-co-discounts-remicade-by-25-in-u-k-to-
fend-off-rivals 

With only one biosimilar entrant in the market and prices already down by almost 50%, we wonder how 
bad it will get when more competitors enter. For reference, in a typical small molecule generic market, 
prices tend to fall by over 90%. Fortunately, we will not have to wait long to find out if the same 
scenario will play out for biosimilars. 

Reason #3: More competition is poised to enter the market 

Given the market size, it is no surprise that others want to take their share of the pie. Over the next 
year, we expect that Samsung’s biologics business, Samsung Bioepis, will gain European approval to 
begin to sell their Remicade biosimilar. Pfizer is in phase III clinical trials with their own version that will 
wrap up soon. They will have to sell their biosimilar to a third party as part of their acquisition of 
Hospira. That product should be on the market in less than two years. Epirus Pharmaceuticals is selling 
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Remicade biosimilar in emerging markets today and will enter developed markets within the next few 
years. Allergan/Amgen, Novartis/Sandoz and Baxter are all in early stage development of Remicade 
biosimilars, too. 

Below is a helpful chart from Bernstein that illustrates the intense competition that Celltrion is poised to 
face in the near term and long term from many large, established competitors. 

 

Celltrion themselves have called for a small time frame between the opening of the market and the 
point where competition erodes the attractive returns. 

“…there is enough window to build early leadership in biosimilar market while leading 
pharmaceutical companies are at very initial stage of considering biosimilars.  However, the 
window will be open for a limited time; it will close in 3~5 years and should not be missed” – 
Celltrion investor presentation, 2011 

Based on these three factors, and using what we think are very generous assumptions, we believe that 
Celltrion’s listed company will only be able to generate between $168 million and $337 million in sales 
from biosimilar Remicade at full penetration, with competition. 
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Two things are important to note: 

1) Celltrion today reports revenue well in excess of our highest estimate for their revenue at full 
penetration of the Remicade biosimilar market, illustrating the degree to which they are 
inflating revenues 

2) Celltrion today has reported expenses of over $250 million and cash expenses of over $350 
million meaning that Celltrion would likely not be profitable or cash flow positive even if they 
added zero dollars of expenses between today and whenever they reach full market 
penetration. 

It is not surprising to us that JJ Seo tried and failed to sell the company in 2013 when the stock was 
trading for less than 50% of the current market price. We have spoken to most of the likely buyers and 
found a unanimous consensus that they felt that even those prices were too high by well over 50%. 

 

Source: Reuters 

   

(USD millions) Low Mid High
Remicade sales 8,500 8,500 8,500
x biosimilar discount 40% 50% 60%
Discount market size 5,100 4,250 3,400

Celltrion market share 10% 20% 30%
Celltrion market size 510 850 1,020

Celltrion ListCo share of revenue 33% 33% 33%
Revenues to Celltrion ListCo 168 281 337
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CONCLUSION 

We believe that the evidence presented above shows clearly and convincingly that Celltrion has 
dramatically misrepresented its business and has produced false and misleading statements to the 
market. 

In summary: 

- Celltrion is run by criminals who are responsible for the largest fraud in history 
- Celltrion is constructed in a manner extremely similar to that fraud 
- Over 90% of Celltrion’s reported revenues are false 
- Celltrion understates its operating expenses through aggressive accounting and related party 

transactions 
- Celltrion claims to be very profitable when it is in fact loss making and free cash flow negative 
- Mountains of inventory and debt are hidden at related parties 
- The true leverage ratio is well over 10x debt/EBITDA 

Putting it all together: Celltrion is a tiny, profitless, cash flow negative enterprise overloaded with 

debt and inventory that has somehow managed to acquire a $9 billion market cap. 

We think that Celltrion’s true value as a going concern is a small fraction of its current stock price. Given 
the leverage, negative free cash flow and massive deception, we think that it is quite possible that 
Celltrion will be delisted by regulators or that underlying fundamentals will eventually do the job for 
them.   

 

 

 

 

 

 

 


