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Increasing TP to $121 Instinet, LLC, Equity Research
C e . . .. . . 17 April 2017
Baricitinib CRL Improves Filgotinib Positioning P
Remans
We are increasing our Target Price for GLPG to $121 from $87. We view Target Price USD 121.00
baricitinib’s CRL (April 14) as a positive for GLPG, which will ultimately Inereased from 87.00 i
improve filgotinib’s opportunity in the competitive RA market. Closing price USD 89.96
13 April 2017 .

e Baricitinib (LLY/INCY) CRL May Limit First-Mover Advantage vs.

Filgotinib. We now anticipate at least a 1-year delay in baricitinib’s Potential upside +34.5%

approval, slimming the potential lead time on US market over filgotinib.

Filgotinib top-line P3 RA results YE18. Additionally, baricitinib CRL-related
dose/safety questions may impair the product label and marketing efforts.
We now estimate filgotinib can more deeply penetrate the RA market; Americas Biotech

Research analysts

increasing market penetration in RA to 5% from previously 4%.
Christopher Marai, PhD - ILLC

e Filgotinib’s Higher Specificity May Confer Improved Risk/Benefit vs. Christopher.Marai@Instinet.com
Baricitinib. Filgotinib’ s selective JAK1-inhibition may confer improved +1212-310-5466
risk/benefit vs. baricitinib and tofacitinib. Xeljanz (tofacitinib), a marketed Tahel Noy, PhD - ILLC

tahel.noy@instinet.com

JAK1/3 inhibitor, remains limited by tolerability and mild efficacy. Baricitinib 11 212-310-5469

specificity (JAK2 and JAK1) demonstrated an improved safety profile . _

compared to tofacitinib. We expect that the specific JAK1-inhibition of m:gﬁnggﬁgjﬁémﬁ:‘nﬁt com
filgotinib will have lower off-target activity, resulting in an improved safety +1 212-310-5465

profile of filgotinib, particularly in combination.

® Filgotinib’s FINCH Phase 3 Program Includes a Larger Database in
Combination with Widely Used MTX. The FINCH program for filgotinib in
RA incorporated 3,273 patients similar to baricitinib’s RA P3 program
(n=3,388). However, in contrast to baricitinib, filgotinib’s program includes
two studies that evaluate the combo of filgotinib (high and low dose) and
MTX in a total number of 2,850 patients, providing a large safety database
for this combo and across doses.

e Next Filgotinib Landscape Data Flow: (1) ABT-494 Crohn'’s data in 210
pts (4-doses) with inadequate response to anti-TNFs in May 2017; (2)
filgotinib’s DARWIN3 LOE study is ongoing, top-line data at EULAR (Jun.
14-17); (3) data from CELG’s ozanimod in CD, mongersen in UC 1H17.

e Increasing Target Price to $121 from $87. We now anticipate a higher
penetration into the Rheumatoid Arthritis market from 4% to 5% and raise
our TP to $121 from $87. GLPG’s CF triple combo program represents

$30/share.

Summary of Financials (€ths except per share)
2016A 2017E 2018E

Total Revenues € 151,612 € 166,055 € 199,836

Operating Expense € 163,103 € 385,451 € 426,043
Operating Income (€ 11,491) (€ 219,396) (€ 226,207)
Net Income, (GAAP) €54,012 (€ 211,373) (€ 226,442)
Diluted EPS, (GAAP) €1.14 (€ 4.35) (€ 4.68)
Cash (mn) €973 €831 €637
Diluted Shares Outstanding (th) 47,308 48,624 48,434

Source: Company data, Instinet estimates

Key company data: See next page for company data and detailed price/index chart.

See Appendix A-1 for analyst certification, important disclosures and the status of non-US analysts.
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Key data on Galapagos NV

Rating
Stock Buy
Sector Not rated
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Source: Thomson Reuters, Instinet research
Performance
(%) 1M 3M 12M
Absolute 15.2 30.0 107.3
Relative to Nasdaq

. 18.5 26.1 103.8
Biotechnology Index
Stock price data
Current stock price ($) 89.96
Market cap ($ - mn) 4,161.2
52-week low ($) 43.20
52-week high ($) 90.46
Shares outstanding (mn) 46.26

Source: Thomson Reuters, Instinet research

Company Description

Galapagos NV is a clinical-stage biotechnology
company focused on the discovery and development of
small-molecule therapeutics in an area of disease with
a considerable unmet need. The company’s lead asset,
filgotinib, is a JAK1-specific inhibitor for the treatment
of inflammatory diseases. Filgotinib is being studied in
three Phase 3 studies for the treatment of rheumatoid
arthritis and two Phase 3 studies in inflammatory bowel
disease. In addition, the company is developing a
triple-combination therapy for the treatment of cystic
fibrosis. One of the components of this combo
demonstrated positive results in a Phase 2 study. The
two additional compounds are in Phase 2 and 1
studies. Galapagos plans to initiate a triple-combo
study in patients during 2H17.
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Valuation

We change our valuation to top-line revenue multiple from DCF, a method

widely used in early-stage biotechnology valuation. We also increase
filgotinib peak penetration into the RA market to 5% from previously 4%, due
to the delayed approval of baricitinib in this indication. We arrive at our target

price of $121 by using a 6x multiple for EU profit share on filgotinib across
inflammatory indications and a 16x multiple for US royalties on filgotinib. In
filgotinib for RA we apply a 15% discount rate, reflecting a lower
development risk as the target, JAK, is already validated by an approved
drug in RA. In filgotinib in UC and Crohn’s, we apply at 20% discount rate,

reflecting a slightly higher risk for these indications for which no JAK inhibitor
is approved. For the Cystic Fibrosis program we use an 18x multiple,

reflecting a higher value for the higher-margin orphan program and a 25%

discount that reflects a higher development risk.

Fig. 1: Top-Line Revenue Valuation

Drug/Indication

Expected
Launch

Peak

Sales/Royalty Est
(SMM)

Valuation
NCESEES

Multiple

Discounted
Asset Value

Value / Share

Discount Rate Partner

Filgotinib - Profit Split EU Big 5
RA
Crohns
uc
Sub Total
Filgotinib - US Royalties
RA
Crohns
uc
Sub Total
CF Triple Combo
Pipeline Value
Net Cash (YE:2017)
Total Equity Value
Diluted Shares Outstanding Used for Valuation (MM)
Numbers may not add up due to rounding.
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2020
2021
2022

2021

$306
$76
$34

$416

$275
$192

$28
$495
$370

2025
2025
2025

2025
2025
2025

2025

16
16
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18

$690
$127

$57
$874

$1,654
$857
$125
$2,636
$1,477
$4,988
$831

$14
$3
$1
$18

$34
$18
$3
$54
$30
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$18
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15%
20%
20%

15%
20%
20%
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Gilead
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Source: Company reports, Instinet estimates
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Upcoming Catalysts

Fig. 2: Potential Upcoming Catalysts

Date Program Indication Impact Event Description

1H17 Filgotinib RA et gsrtg;f)aeiztnc;g Baricitinib PDUFA date. Interested in whether baricitinib will receive the same label
1H17 Mongersen uc ++ Competitor: Potential Phase 2 study results in UC

1H17 Ozanimod CD ++ Competitor: Potential Phase 2 study results in CD

1H17 Otezla CD i Competitor: Potential Phase 2 study results in UC

1H17 filgotinib RA ++ Interim analysis of the LTE study in RA will be presented at the EULAR,

1H17 Filgotinib CD + Additional data presentation from the FITZROY studies at the DDW conference
1H17/ACR GLPG1972 Osteoarthritis + Data from first in humans study will disclose cartilage breakdown and target
1H17 GLPG1972 Osteoarthritis + US IND and initiation of a Phase 1b study

1H17 ABT-494 CD ++ Competitor: Phase 2 readout from AbbVie's ABT-494 in CD at DDW (May 6-7)
3Q17 Triple combo CF ++ Initiation of a triple combo study in patients

2H17 2451+2222 CF +++ Results of a combo study in healthy volunteers

2H17 Filgotinib CD + Additional data presentation from the FITZROY studies at the UEGW conference
2H17 filgotinib RA + Additional data presentation at the ACR conference

2H17 VX-440/VX-152 CF ++ Competitor: Vertex triple combo data from a Phase 2 study in CF patients
2H17 VX-659 CF + Competitor: Vertex triple combo data from a Phase 1 study in CF patients
2H17 2222 CE +++ Results of Phase 2 in patients study in combination with Kalydeco

2H17 2451 CF ++ Results from a FIH study

3Q17 Triple combo CF +++ Results of the triple combo in healthy volunteers

1Q18 Triple combo CF +++ Results of the in patients study with the triple combo

Early2018 Filgotinib uc +++ Interim analysis of the Phase 2/3 study

2H18 Mongersen CD +++ Competitor: Phase 3 study results

2H18 Ozanimod uc +++ Competitor: Phase 3 study results

Source: Company reports, Instinet research
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Fig. 3: Income statement

GLPG Income Statement

(€1000s, except per share data) [FY - Dec] 2015 1Q16 2Q16 3Q16 4Q16A 2016A 1Q17 2Q17 3Q17 4Q17 2017E 2018E
US Filgotinib Sales (RA Only) 0 0 0 0 0 0 0 0 0 0 0 0
Intl Filgotinib Sales (RA Only) 0 0 0 0 0 0 0 0 0 0 0 0
US Filgotinib Sales (Crohn's) 0 0 0 0 0 0 0 0 0 0 0 0
Intl Filgotinib Sales (Crohn's) 8 0 0 0 0 0 0 0 0 0 0 0
US Filgotinib Sales (UC only) 0 0 0 0 0 0 0 0 0 0 0 0
Intl Filgotinib Sales (UC only) 0 0 0 0 0 0 0 0 0 0 0 0
Total Filgotinib Royalties 0 0 0 0 0 0 0 0 0 0 0 0
US GLPG- Triple Combo Royalties (CF) 0 0 0 0 0 0 0 0 0 0 0 0
Intl GLPG-Triple Combo Royalties (CF) 0 0 0 0 0 0 0 0 0 0 0 0
Total GLPG1837+Corrector Royalties 0 0 0 0 0 0 0 0 0 0 0 0
R&D revenue 39,563 10,121 28,674 11,214 79,510 129,519 22,274 28,956 37,643 48,935 137,807 151,588
Other Income 21,017 4,696 5,273 5,062 7,062 22,093 7,062 7,062 7,062 7,062 28,248 48,248
Total Revenues 60,579 14,817 33,947 16,276 86,572 151,612 29,336 36,018 44,705 55,997 166,055 199,836
Costs & Expenses:
Cost of Goods Sold 0 0 0 0 0 0 0 0 0 0 0 0
R&D 129,714 27,818 34,594 34,327 42,834 139,573 55,684 72,389 94,106 122,338 344,518 378,970
SG&A 19,127 3,972 5,854 5,685 8,018 23,529 8,820 9,702 10,672 11,739 40,933 47,073
Restructuring and integration costs 1,182 422 454 396 0 0 0 0 0 0
Total Operating Expenses 150,023 32,212 40,902 40,408 50,852 163,103 64,504 82,091 104,778 134,077 385,451 426,043
Operating Income (89,444) (17,395) (6,955) (24,132) 35,720 (11,491) (35,168) (46,073) (60,074) (78,080) (219,396) (226,207)
Interest and Other Income (Expense), net (30,632) 57,479 0 0 0 57,479 0 0 0 0 0 0
Pretax Income (Loss) (119,627) 35,950 (4,371) (23,439) 46,106 54,246 (33,104) (44,009) (58,009) (76,016) (211,138) (226,207)
Income tax expense (Benefit) 1,218 0 24 (95) (164) (235) (59) (59) (59) (59) (235) (235)
Net Income (Loss) as reported (118,410) 35,950 (3,721) (24,091) 45,874 54,012 (33,163) (44,068) (58,068) (76,074) (211,373) (226,442)
Stock option expense 5,036 1,092 3,150 2,959 3,833 11,034 3,225 4,105 5,239 6,704 19,273 29,823
Other 0 0 0 0 0 (1,605) 0 0 0 0 0 0
Net Income (Loss) Non-GAAP (113,374) 37,042 (571) (21,132) 49,707 63,441 (29,937) (39,963) (52,829) (69,370) (192,100) (196,619)
Diluted Earnings Per Share Non-GAAP (€ 2.90) £0.83 (€0.01) (€ 0.46) €1.01 €1.34 (€0.62) (€0.82) (€ 1.07) (€1.43) (€ 3.95) (€ 4.29)
Basic Earnings Per Share Non-GAAP (€2.81) €0.81 (€0.01) (€0.44) €1.07 €1.39 (€0.64) (€0.87) (€1.14) (€1.52) (€ 4.16) (€ 4.29)
Diluted Earnings Per Share (€3.03) €0.81 (€0.10) (€0.53) €0.93 €1.14 (€ 0.69) (€0.91) (€1.18) (€1.57) (€ 4.35) (€ 4.68)
Basic Earnings Per Share as reported (€2.94) €0.79 (€0.10) (€ 0.52) €0.99 €1.18 (€0.71) (€ 0.96) (€ 1.25) (€ 1.66) (€ 4.58) (€4.94)
Basic Shares Outstanding (th) 39,076 44,425 45,229 45,527 46,450 45,696 46,496 45,742 46,543 45,787 46,142 45,833
Diluted Shares Outstanding (th) 40,308 45,492 46,756 48,328 49,251 47,308 48,023 48,542 49,344 48,588 48,624 48,434

Source: Company reports, Instinet estimates



Nomura | Instinet | Galapagos NV 17 April 2017
Fig. 4: Balance Sheet

(€1000s, except per share data) [FY - Dec] 2015A 2016A 2017E 2018E
ASSETS

Current assets:

Cash and cash equivalents 340,314 973,241 831,362 637,430

Current restricted cash 6,857 6,570 6,570 6,570

Current R&D incentives receivables 9,161 10,154 10,154 10,154

Current financial assests from share subscription agreement 8,371 0

Short term marketable securities 0 0 0

Trade & other receivables 3,931 9,728 2,918 2,918

Inventory 325 300 300 300

Prepaid expenses and other current assets 5,512 7,239 7,239 7,239

Total current assets 374,470 1,007,232 858,544 664,612

Property and equipment, net 13,782 14,961 17,908 23,461

Goodwill 0 0 0 0

Intangible assets 1,550 1,023 1,023 1,023

Deferred tax assets/receivables 1,726 1,957 1,957 1,957

Non-current R&D incentives receivables 49,384 54,188 54,188 54,188

Non-current restricted cash 1,046 1,098 1,098 1,098

Other non-current assets 557 2,880 2,879 2,879

Total assets 442,514 1,083,338 937,596 749,218

LIABILITIES AND STOCKHOLDER'S EQUITY

Current liabilities:

Trade and other payables 29,482 31,269 77,090 85,209

Current obligations under finance lease 52 54 54 54

Current tax payable 2,583 1,022 1,022 1,022

Accrued charges 490 619 1,156 1,278

Deferred income 39,806 70,827 70,827 70,827

Other current liabilities 0 0 0 0

Total current liabilities 72,412 103,791 150,150 158,390

Long term debt 0 0 0 0

Obligations under finance lease 63 9 9 9

Deferred Revenue 0 214,785 214,785 214,785

Provisions 55 63 63 63

Pension liabilties 2,693 3,520 3,520 3,520

Other liabilities 2,291 2,469 2,469 2,469

Total liabilities 77,515 324,637 370,996 379,236

Stockholders' equity:

Common Stock 185,399 223,928 223,928 223,928

Additional paid in capital 357,402 649,135 649,135 649,135

Other reserves (18) (1,000) (1,000) (1,000)
Translation differences (467) (1,090) (1,090) (1,090)
Accumulated other comprehensive loss 0 0 0 0

Accumulated Deficit (177,319) (112,272) (304,372) (500,991)
Total stockholders' equity 364,999 758,701 566,601 369,982

Total liabilities and stockholders' equity 442,514 1,083,338 937,596 749,218

Source: Company reports, Instinet research
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Fig. 5: Cash Flow Statement
(€1000s, except per share data) [FY - Dec] 2015A 2016A 2017E 2018E
CASH FLOWS FROM OPERATING ACTIVITIES
Net Income (Loss) (118,410) 54,012 (211,373) (226,442)
Adjustments
Tax income/expenses (1,218) 235 0 0
Other net financial income (448) (8,258) 0 0
Fair value measurment of share subscription 30,632 (57,479) 0 0
Depreciation and amortization 3,402 4,182 3,740 4,477
Net realized loss for foreign exchange transaction (398) 1,229 0 0
Stock based compensation 5,036 11,034 19,273 29,823
Other 0 0 0
Change in assets and liabilities:
Increase/decrease in provisions (125) 7 0 0
Increase pension liabilities 30 244 0 0
Gain on sale of fixed assests (62) (14) 0 0
Inventories (44) 25 0 0
Account receivables (7,220) (12,978) 6,810 0
Prepaid expenses & other assets 0 0 0 0
Accounts payable and accrued expenses (26,728) 2,102 46,359 8,240
Interest paid (49) (47) 0 0
Interest received 1,106 1,066 0 0
Income taxes paid/received (94) (1,763) 0 0
Current obligations under finance lease 0 2 0 0
Deferred revenues & other 0 245,806 0 0
Net cash provided by (used in) operating activities (114,590) 239,405 (135,192) (183,902)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment (6,100) (4,458) (6,687) (10,031)
Purchase of and expenditure of intangible fixed assets (565) (332) 0 0
Proceeds from disposal of PPE 110 18 0 0
Increase/decrease in restricted cash 2,258 235 0 0
Investments, net 0 (2,750) 0 0
Other 0 0 0 0
Net cash used in investing activities (4,297) (7,287) (6,687) (10,031)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of shares, net cost 271,413 391,784 0 0
Exercise of options 0 4,261 0 0
Repayment obligations under finance and other debt (43) (49) 0 0
Repurchase of common stock 0 0 0 0
Other 0 0 0
Net cash provided by financing activities 271,370 395,996 0 0
Effect of exchange rate on cash 118 4,816
Net increase in cash and cash equivalents 152,483 632,927 (141,879) (193,932)
Cash and cash equivalents at beginning of period 187,712 340,314 973,241 831,362
Cash and cash equivalents at end of period 340,314 973,241 831,362 637,430

Source: Company reports, Instinet research
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Appendix A-1

Analyst Certification

I, Christopher Marai, hereby certify (1) that the views expressed in this Research report accurately reflect my personal views
about any or all of the subject securities or issuers referred to in this Research report, (2) no part of my compensation was, is or
will be directly or indirectly related to the specific recommendations or views expressed in this Research report and (3) no part of
my compensation is tied to any specific investment banking transactions performed by Nomura Securities International, Inc.,
Nomura International plc or any other Nomura Group company.

Issuer Specific Regulatory Disclosures

The terms "Nomura" and "Nomura Group" used herein refers to Nomura Holdings, Inc. and its affiliates and subsidiaries, including Nomura
Securities International, Inc. (‘'NSI') and Instinet, LLC('ILLC"), U. S. registered broker dealers and members of SIPC.

Materially mentioned issuers

Issuer Ticker Price Price date  Stock rating Sector rating Disclosures
Galapagos NV GLPG US USD 89.96 13-Apr-2017 Buy Not rated A6

A6 The Nomura Group expects to receive or intends to seek compensation for investment banking services from the subject company in the
next three months.

Galapagos NV (GLPG US) USD 89.96 (13-Apr-2017) Buy (Sector rating: Not rated)
Rating and target price chart (three year history)
11-Apr-2014 to 10-Apr-2017 PRICE( USD) Date Rating Target price  Closing price
01-Mar-17 Buy 71.78
20.00 01-Mar-17 87.00 71.78
65.00 27-Oct-15  Not Rated 47.69
80.00 25-Sep-15 62.00 44.60
75.00 08-Jun-15 Buy 55.51
70.00 08-Jun-15 73.00 55.51
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For explanation of ratings refer to the stock rating keys located after chart(s)

Valuation Methodology We use top-line revenue multiple valuation, a method widely used in early-stage biotechnology
valuation. We arrive at our target price of $121 by using a 6x multiple for EU profit share on filgotinib across inflammatory
indications and a 16x multiple for US royalties on filgotinib. In filgotinib for RA we apply a 15% discount rate, reflecting a lower
development risk as the target, JAK, is already validated by an approved drug in RA. In filgotinib in UC and Crohn’s we apply a
20% discount rate, reflecting a slightly higher risk for these indications for which no JAK inhibitor is approved. For the Cystic
Fibrosis program we use a 18x multiple, reflecting a higher value for the higher-margin orphan program and a 25% discount that
reflects a higher development risk.

Risks that may impede the achievement of the target price Regulatory risk: The FDA may require Galapagos to present
data on the efficacy of the individual triple combo drugs in the target patient population, which would require Galapagos to
conduct a large Phase 2 study. Enrollment of patients in these studies might be challenging due to the low expectation of
efficacy from a single compound. For filgotinib, the FDA may issue a class label concerning the risk for serious infections and
malignancies. This action will not prevent filgotinib from reaching the market, but it could create a negative perception of the
drug among patients and physicians, whih would affect commercial viability of the drug. Competitive risk: Baricitinib, a JAK 1/2
inhibitor, was expected to be approved by January 19, 2017. In clinical studies, the drug presented compelling efficacy, superior
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to adalimumab. If baricitinib is found to be safe and approved without a black-box warning, it has the potential to take the lion’s
share of the market. Celgene’s mongersen, a SMAD7 anti-sense RNA, showed compelling safety and efficacy profile in a Phase
2 study in CD patients. The compound is in a Phase 3 study and is set to report top-line data by 2H18. If approved, mongersen
would have first-mover advantage as the only orally available DMT for Crohn’s. Clinical risk: The Phase 2 study with filgotinib in
CD used the CDAI as the primary outcome measure. The Phase 3 study is using the more traditional PRO as the primary
outcome measure. This difference in design may result in a smaller efficacy difference between the placebo and treatment arms
in the Phase 3 study.
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