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Investment Theme 
Investing in companies with solid business model, outstanding drug 
products, and continued emphasis on R&D and innovation. Rigorous 
practicing of value investing method to identify the outstanding 
companies that are currently underpriced. 
  
Overview 
Celgene is a leading biopharmaceutical company that discovers, 
develops, and commercializes innovative drugs for the treatment of the 
most debilitating diseases such as cancer, immunological disorder, and 
chronic inflammation. Its core disease expertise is hematological and 
solid tumor cancers such as multiple myeloma (MM), myelodysplastic 
syndromes (MDS), non-Hodgkin’s lymphoma (NHL), non-small-cell 
lung cancer (NSCLC), and breast, ovarian, prostate, and pancreatic 
cancers. Celgene is a leading biotech player built on the platform of 
traditional, small-molecular based medications, particularly with 
immunomodulators. Its flagship drug product is Revlimid indicated for 
MDS and MM, which has registered an impressive global sale of $3.2 
billion. Other marketed prescription drugs include Revlimid’s 
predecessor Thalomid, indicated for MM, Vidaza, recently acquired 
from Pharmion Corp and indicated for MDS, Abraxane, recently 
acquired from Abraxis BioScience and indicated for metastatic breast 
cancer and NSCLC, and Istodax, recently acquired from Gloucester 
Pharmaceuticals and indicated for T-cell lymphoma.  
 
The major growth driver come from Revlimid, which was originally approved by U.S. Food and Drug 
Administration (FDA) for treatment of MDS in 2005 and since then obtained regulatory nodding from leading 
pharmaceutical markets in U.S., E.U., Japan, and some emerging countries for treatment of refractory MM, which 
result in huge commercial success and rapid sales growth. Its more toxic predecessor Thalomid also contributes to 
over $300 million total sales, although the growth is relatively flat. The newly acquired drugs such as Vidaza also 
brought in healthy sales over $700 million. The pipeline is highly robust, including extension of indications for 
current drugs as well as late-stage clinical trials leading to the approval of new drugs. For example, Abraxane 
which has been approved for NSCLC and metastatic breast cancer is undergoing Phase III trials for melanoma and 
pancreatic cancer; Apremilast, a newly developed compound for treatment of inflammatory diseases has produced 
very positive data for psoriatic arthritis and is slated to NDA filing in early 2013. 
 
Celgene, trading at $77.27, results in a P/E ratio of approximately 22.5x based on current-year EPS estimates of 
approximately $4.46. The provided discounted cash flow valuation that assumes a 9.8% five year compounded 
annual growth rate and a WACC of 5.6%, resulting in an intrinsic value of $112.84.  
 
The major risks for the business of Celgene include the tightened fiscal situation in both U.S. and E.U., the 
emphasis on value-based purchasing from government payers and managed care organizations, recent healthcare 
reform and ensuing uncertainties about payer policies, the over-dependence on Revlimid for the long-term growth, 
and highly uncertain outcome in the drug discovery industry. 
 
2012 Q3 Results 
Wal-Mart registered a net sale of $1.388 billion and EPS of $0.99 for fiscal year 2012 quarter 3 ending in 
September 30th, 2012, which were both in line with Wall Street expectations. Compared to 2011 Q3, the revenue 
and EPS grew by 14% and 26%, respectively. The operating margin also increased from 47.8% to 49.1%. With 
such strong performance, the management is increasing the FY 2012 EPS guidance by 5 cents to $4.85-$4.90 with 
refined revenue range of $5.45 to $5.55 billion. 

Recommendation:  BUY 

Total Annual Return Est.: 

3 year FV  13.5% 
5 year FV 7.9% 
Financial Snapshot: 

Price $77.27 
DCF Value $112.84 
Buy Target $95.92 
Sell Target $129.77 
P/E 22.5x 
Forward P/E 21.1x 
Div Yield Nil 
Market Cap $33.8 Billion 
52 Wk Range $58 - $81 
EPS Growth 20.5% 
PEG 0.73 
Credit BBB+ 
Current Ratio 2.8 
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Investment Thesis 
Celgene has dominated the market for multiple myeloma with its flagship drug Revlimid together with its 
predecessor Thalomid and future second-line drug Pomalidomide (under FDA review, PDUFA time Feb 2013) and 
it is aggressively expanding international footprints and into other oncology indications. Revlimid has registered 
impressive $3.2B sales in 2011 and is projected to break $5B mark by 2015. The positive industry outlook together 
with its frontrunner position, strong finances and cash, and high growth potential make CELG a safe and timely 
investment. 
 
Pros 
• Favorable demographic and regulatory changes result in significant increased customer drug utilization and 
customer population, with particular demand on specialty drug treatment such as oncology medications. 
• CELG has delivered strong revenue growth of last five years, due to rapid market uptake of its leading 
multiple myeloma drug Revlimid. Because of its orphan drug designation in US and EU, CELG will be able to 
enjoy healthy revenue streams for next decade and favorable tax policies (18% tax rate). 
• Recent acquisitions (Pharmion Corp and Abraxis Biosciences) have brought CELG drugs that are strategic 
fit with current product portfolio plus decent revenue. Vidaza supplements Revlimid and Thalomid treatment for 
MDS; whereas Istodax and Abraxane help CELG move into other solid tumor indications. 
• CELG has a healthy and diverse R&D pipeline portfolio with over 20 late stage Phase III trials, covering 
new indication for current drugs and novel innovative drugs for various cancer and immune diseases. Abraxane is 
in two Phase III studies for melanoma and pancreas cancer; Apremilast has demonstrated favorable Phase III results 
for psoriasis and psoriatic arthritis and is slated for NDA filing in 1Q2013. 
 
Industry Trends 
The fundamental outlook for the biotech industry for the next 12 months is strongly positive. YTD S&P biotech 
index rose by 45.1% vs 15.1% of S&P 500. The aging of the baby-boomer generation, longer time span, increasing 
patient coverage by ACA, and subsequent increased medical demand all serve as favorable backdrop for healthcare 
sector. Re-authorized PDUFA V, increased efficiency and new drug approval by FDA, growing need for specialty 
medicine such as oncology drugs will significantly benefit the biotech industry.  
 
Business Summary 
Celgene is a leading biopharmaceutical firm that discovers, develops, and markets therapeutics for the treatment of 
cancer and immunological diseases. Celgene markets Thalomid to treat multiple myeloma and Revlimid, a less 
toxic thalidomide derivative, to treat myelodysplastic syndromes (MDS) and multiple myeloma. Recent 
acquisitions have brought MDS drug Vidaza, T-cell lymphoma drug Istodax, and breast cancer drug Abraxane. 
  
Management Review 
The current President and CEO Robert Hugin took office in 2010 after serving as COO from 2006 to 2010 and FO 
from 1999 to 2006. Hugin came to Celgene from J.P. Morgan as a Managing Director. Under his leadership, 
Celgene has experienced a rapid growth, particularly with the successful launch of Revlimid for treatment of MDS 
in 2005 and MM in 2006 in U.S. Hugin is accompanied by a group of veteran business executives at Celgene, 



Celgene Corporation (NDQ: CELG)    
Sector: Healthcare (Industry: Biotechnology) 

 Nanxin (Nick) Li 
November 30, 2012 

3 

including EVP/CFO Jacqualyn Fouse, EVP/CCO Mark Alles, and EVP/COO Perry Karsen. The management is 
particularly good at controlling controls, as manifested by continued growth of operating margins, as well as 
driving rapid growth via both organic (in-house discovery) and inorganic (acquisition and in-licensing) ways. 
 
Financial Trend and Health 
The financial trend of Celgene has been really robust over the last few years, registering double digit growth in both 
revenue and net income. The compounded annual growth rate (CAGR) for EPS for the next 3 years is estimated to 
be over 20%. Celgene has also maintained a very strong balance sheet with over $2.5 billion in cash for further 
high-profile acquisition or in-licensing projects if needed. The current ratio is 2.8, indicating the company is in 
good solvency. To leverage the current low favorable interest rate, the company issued two rounds of long-term 
debts in 2010 and 2012 for $1.27 billion and $1.5 billion each.  
 
Competitive Analysis 
Oncology and inflammatory diseases are two of the most competitive disease indication for the life sciences 
industry. Celgene successfully established its market leadership position in the treatment of MM with Revlimid 
which had better efficacy and efficacy than the standard of care Velcade from Millennium Pharmaceuticals 
(Takeda’s oncology division). With newly acquired Vidaza and to be approved Pomalidomide, Celgene is expected 
to dominate the field of MM treatment for next few years with lack of serious competitor drugs in the pipeline. 
With Apremilast, Celgene is expected to enter the highly lucrative but also competitive arena of psoriatic arthritis 
against established market leaders and standard of care anti-TNF-alpha medications Remicade, Enbrel, and Humira, 
which will be uphill battle for gaining favorable market penetration. 
 
Risk Factors 
• Over-dependence on Revlimid, which now contributes to more than 75% of CELG’s revenue, will hurt the 
company in the long run. Clinical reports of secondary cancer incidence following Revlimid treatment raise its 
safety concerns. 
• Recent stumble of Revlimid’s EU filing (withdraw due to insufficient data) as first-line and maintenance 
treatment for multiple myeloma will drag CELG’s international expansion, although MM-015 data looks promising 
to boost re-filing in 2013.  
• The current fiscal tightening in EU and potential change to Medicare and Medicaid due to fiscal cliff 
negotiations will push government payers and managed care organizations to lower the price premium they will pay 
for drugs, particularly the expensive oncology drugs Celgene markets. Pricing and market access will be 
fundamental problem to tackle.   
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DCF Valuation Model 
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 Comparative Valuation Analysis 

 
 
 WACC Calculation     

         
 

 
 
  

 

Total Return Calculation 

 

Valuation Assumptions 

 
 



Celgene Corporation (NDQ: CELG)    
Sector: Healthcare (Industry: Biotechnology) 

 Nanxin (Nick) Li 
November 30, 2012 

6 

 
Income Statement Projection  
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Historical Financial Data 
Income Statement 
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Historical Financial Data 
Balance Sheet 
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Historical Financial Data 
Cash Flow Statement 
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Historical Financial Data 
Key Ratios 
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Historical Financial Data 
Key Ratios (continued) 

 
 


