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Office of Shanghai Qinghong, owned by the chairman of STAAR’s China distributor, Lansheng. Company is in a
village 60 km from the city center and has the same phone and website as Lansheng.
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STAAR derives 53% of its global revenue (Q2) from a
single distributor in China called Lansheng.

‣ We think STAAR’s China sales are overstated by
at least 33%. That would mean NONE of
STAAR’s profit actually exists.
‣ Fake sales come at 100% margins and
therefore translate directly into profit.
‣ That means that the roughly $21.6 mln in
overstated Chinese sales in 2019 represent
152% of total company profit.
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STAAR Surgical makes Implantable Contact Lenses (ICLs) to treat
severe myopia.
The ICL is a niche product that competes with LASIK but is far more
expensive. Insurance does not cover the procedure.

STAAR has lost money in 13 of the last 17 years.

STAAR got 43% of its income and 71% of growth in 2019 from a
single distributor in China (whose name the company misspells).
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Ex-China, STAAR sales have grown an average of 5%
annually for the last decade.
Ex-China STAAR Sales (mln USD) and YoY Growth
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China CAGR has been 37% for a decade.
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The China market has provided all the growth and has
supported a skyrocketing share price.
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Some key milestones have marked the share gains: signing the Chinese
distributor and giving a “strategic partner” its own account that bypasses
the usual ordering system.
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Who is the China distributor, Lansheng?
‣ Privatized portion of a Shanghai SOE.
‣ The company owner formed a new company that he called by
the same name in English though it’s written differently in
Chinese. He moved the STAAR business to his new company. It
has a BVI parent where ownership is opaque.
‣ Owner is shareholder or director of about 26 medical
companies
‣ The sub-distributors also own clinics
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Lansheng 1: the registered office, on
Shanghai’s Chongming Island.

Lansheng 2: office in downtown
Shanghai.

Photos by J Capital and J Capital investigator spring 2019
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Our evidence
1. The largest customer: Aier Eye Hospital Group
(300015 SZ) buys less than distributors claim.
‣ Aier represents half of China
sales. The volume should have
been about 70,000 lenses in
2019.
‣ But the Aier 2019 AR shows
about ¥617.9 mln spent on ICL
procedures. At roughly ¥30,000
per procedure, that translates
into 20,596 procedures.
‣ If every procedure involves two
lenses, that’s 41,192 lenses.
That’s only a bit more than half
of what it should be to make up
the numbers.
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2. Lansheng uses 8 Tier 2 distributors. We spoke with them
all. Numbers don’t add to reported totals.
‣ Two of the Tier 2 distributors
are shell companies with no
visible activity.
‣ The other six together told us
they had sold about 29,400
lenses in 2019.
‣ Together, the estimated Aier
sales and sales to other
channels add to 70,400 lenses.
That is more than one-third
short of the volume necessary
to generate the reported China
revenue of $64.8 mln.
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Two of the distributors appear to be empty shells.

Left: Shanghai Leyue is owned and managed by former STAAR
China staff. When we called, the company refused to confirm
its name or address or to let us speak with a salesperson.
Lansheng claims that Leyue sells 20% of China product.
Above: Qinghong is owned by Zhang Jian, the owner of
Lansheng. Its phone and website are the same as Lansheng’s
and it has no visible staff.
Photos by J Capital July 2020
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3. Swiss trade data and activity don’t compute.
‣ Swiss export records show
just $23.5 mln in exports
of implantable contact
lenses to China for 2019,
compared with STAAR’s
reported China sales of
$64.8 mln. The exports to
Hong Kong are de
minimis.
‣ 100% of China product is
shipped from Switzerland.
Source: Swiss-Impex
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STAAR has been renting a facility in Nidau for two decades. But despite
sharp increases in volume, neither headcount nor space has grown.

STAAR facility in
Nidau,
Switzerland.
Photo by J Capital
July 2020
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4. STAAR’s accounts are hard to reconcile with the
story of a rapidly growing manufacturer.
‣ Inventories have actually
declined over five years
despite a 95% increase in
income. Work in process
has declined 6% in five
years, falling every year
except 2018.

$2,300

$160,000

$140,000
$2,200
$120,000
$2,100
$100,000

$2,000

$80,000

$60,000
$1,900
$40,000
$1,800
$20,000

$1,700

$0
2015
Sales

2016

2017

Net inventories

2018

2019
Work in process

8/11/20

Cash taxes remain puzzlingly flat despite nearly
tripling of profit.
Cash Taxes and Net Profit (,000 USD)
2017

2018

2019

Cash taxes paid

$ 881

$ 635

$

792

Net income

$ (2,139)

$ 4,968

$ 14,048

The company has also reported no growth in VAT receivable over
five years despite very significant growth in sales in international
markets where VAT returns are accrued.
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H1 results
‣ Asia and especially China rescued H1 results. Although
sales declined by 2.7%, China went from 43% to 53% of
total company sales. ICL volumes were reported up by
7%.
‣ But this information conflicts with what we were told by
Lansheng, its Tier 2 distributors, and 15 clinics. They
estimated that volumes had declined in H1 by 30-50%.
‣ We asked about market inventory and found inventories
were light.
‣ July was a very good month, but it is the seasonal high,
and there was demand held over from the period of
closure. It does not seem possible for STAAR to get back
to flat this year.
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How to generate fake turnover 1: marketing
budget
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Using marketing to inflate sales?
‣ We think about half of the $45.5 mln marketing
budget may be used to inflate sales by overstating price and booking the inflated amount as a
marketing expense.
‣ Former executives say a big chunk of the budget
is dedicated to “price subsidies” for the lenses, eg,
a lens really sells for $300 but STAAR books $450
and adds $150 to “marketing expense.”
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We cannot find anything approaching
$45.5 mln in actual marketing spend.
‣ Local distributors pay for any advertising
‣ STAAR pay honoraria for conferences and training.
But we could identify maximum $500,000
annually in those expenses.
‣ Based on local financial statements, STAAR China
spent less than $200,000 on sales and marketing
in China in 2019, yet China is 43% of the total
market.
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How to generate fake turnover 2: R&D
budget
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‣ We are skeptical of the reported
$25 mln in 2019.
– Interviews say all R&D is
internal
– Company has ~20 staff in
R&D.
– Quality remediation may
have cost up to $3 mln
annually 2014-18 but is
completed now.
– Trials run through contract
research organizations: ~$3
mln annually
– About $15 mln in R&D
appears unaccounted-for
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STAAR’s total clinical trials: few and far between
STAAR Clinical Trials
Title
Prospective Comparative Study of Refractive
Outcome of STAAR and Alcon Toric Intraocular
Lenses

Year
Completed

Status

Estimated
enrollment

Locations

Completed

2010

100

Singapore, 1
location

Rotational Stability After Nanoflex Collamer
Toric Intraocular Lens Implantation in Astigmatic
Patients

Unknown status

2017

60

Italy, 1 location

Randomized, Prospective Comparison of the
Outcome of Toric Implantable Contact Lens (TICL)
and Q-LASIK for the Correction of Myopia With
Astigmatism

Unknown status

2008

30

China, 1 location

Clinical Performance of a Phakic Intraocular Lens
(IOL)

Completed

2019

41

Belgium, Spain: 5
locations

Unknown status

2018

75

Korea, 1 location

Endothelial Cell Loss After Penetrating
Keratoplasty

Completed

2020

8

Egypt, 1 location

Multicenter Clinical Trial of a Phakic Implantable
Collamer Lens (ICL)

Recruiting

2023

333

U.S., 14 locations

Comparative Analysis of the Visual Performance
After TICL Implantation in Patients With Stable
Keratoconus

Unknown status

2016

24

Tehran, Iran, 1
location

Prospective Evaluation of Near and Intermediate
Visual Outcomes With Monofocal Intraocular
Lenses: The Mast Study

Unknown status

2012

200

U.S., 1 location

Rotational Stability of V4C Toric Implantable
Contact Lenses After On Axis Implantation
Measured With OPD Scan 3

And why did
STAAR
conduct a
trial in Iran?

Source: https://clinicaltrials.gov/ct2/home

Source: clinicaltrials.gov
8/11/20

Weird cash pattern
‣

‣
‣

‣

STAAR’s Q2 report showed that the
company earned almost no interest
on its large cash balance of $116
mln--$20,000 net.
This is a net number, but debt is
tiny, at $1.3 mln.
The company in May 2020 issued a
shelf offering, which is odd, since
STAAR is sitting on more than 5x as
much cash as it ever had prior to
the secondary offering in 2018.
We are hesitant to accuse any
company of misleading investors
about cash balances, but this is not
right.

STAAR Cash Balances and Debt vs
Annualized Gross Interest Rate
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FDA deficiencies
‣ STAAR received deficiency letters from the FDA
numerous times between 2005 and 2014. Although
new management succeeded in remediating the
deficiencies, we believe the pattern of hiding data is
troubling.
‣ We question why the company waited until 2020 to
begin trials for its EVO lens in the U.S., when the FDA
issues were cleared in 2018, and the product has been
selling overseas for years.
‣ STAAR paid out $10.7 mln to settle two separate
class-action lawsuits over a decade due to this failure
of disclosure.
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Disclaimer
By viewing this material you agree to the following Terms of Service. You agree that use of J Capital Research USA LLC’s research is at your
own risk. In no event will you hold J Capital Research USA LLC or any affiliated party liable for any direct or indirect trading losses caused by
any information on this site. You further agree to do your own research and due diligence before making any investment decision with
respect to securities covered herein. You represent to J Capital Research USA LLC that you have sufficient investment sophistication to
critically assess the information, analysis and opinion on this site. You further agree that you will not communicate the contents of this
report to any other person unless that person has agreed to be bound by these same terms of service. If you download or receive the
contents of this report as an agent for any other person, you are binding your principal to these same Terms of Service. You should assume
that as of the publication date of our reports and research, J Capital Research USA LLC may benefit from short positions a client has in all
stocks (and/or options, swaps, and other derivatives related to the stock) and bonds covered herein, and therefore stands to realize
significant gains in the event that the price of either declines. This is not an offer to sell or a solicitation of an offer to buy any security, nor
shall J Capital Research offer, sell or buy any security to or from any person through this site or reports on this site. If you are in the United
Kingdom, you confirm that you are accessing research and materials as or on behalf of: (a) an investment professional falling within Article
19 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the "FPO"); or (b) high net worth entity falling within
Article 49 of the FPO. Our research and reports express our opinions, which we have based upon generally available information, field
research, inferences and deductions through our due diligence and analytical process. To the best of our ability and belief, all information
contained herein is accurate and reliable, and has been obtained from public sources we believe to be accurate and reliable, and who are not
insiders or connected persons of the stock covered herein or who may otherwise owe any fiduciary duty or duty of confidentiality to the
issuer. However, such information is presented “as is,” without warranty of any kind, whether express or implied. J Capital Research USA LLC
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. Further, any report on this site contains a very large measure of analysis and opinion. All expressions of
opinion are subject to change without notice, and J Capital Research USA LLC does not undertake to update or supplement any reports or any
of the information, analysis and opinion contained in them. You agree that the information on this website is copyrighted, and you therefore
agree not to distribute this information (whether the downloaded file, copies / images / reproductions, or the link to these files) in any
manner other than by providing the following link: https://www.jcapitalresearch.com/. If you have obtained the research of J Capital
Research USA LLC in any manner other than by downloading from that link, you may not read such research without going to that link and
agreeing to the Terms of Service. You further agree that any dispute arising from your use of this report and / or the J Capital Research USA
LLC website or viewing the material hereon shall be governed by the laws of the State of New York, without regard to any conflict of law
provisions. You knowingly and independently agree to submit to the personal and exclusive jurisdiction of the superior courts located within
the State of New York and waive your right to any other jurisdiction or applicable law. The failure of J Capital Research USA LLC to exercise
or enforce any right or provision of these Terms of Service shall not constitute a waiver of this right or provision. If any provision of these
Terms of Service is found by a court of competent jurisdiction to be invalid, the parties nevertheless agree that the court should endeavor to
give effect to the parties’ intentions as reflected in the provision and rule that the other provisions of these Terms of Service remain in full
force and effect, in particular as to this governing law and jurisdiction provision. You agree that regardless of any statute or law to the
contrary, any claim or cause of action arising out of or related to use of this website or the material herein must be filed within one (1) year
after such claim or cause of action arose or be forever barred.
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