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Gilead Sciences (GILD)
Filgotinib thoughts - Pros and Cons to think
about?
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Key Takeaway
Filgotinib remains a pot'l important drug for GILD and general expectations
are for multi-billion peak sales over time especially if the efficacy/safety
equation play out over the next year...we are probably more balanced and
cautiously optimistic long-term on the program within our other factors for a
GILD buy thesis.

GILD remains a top large-cap "value" idea based on a relative medium/longer-
term turn around thesis insofar they will trough out on revenue and EPS this year (Q1
was actually possibly the trough already), HCV will stabilize and revs/earnings won't miss
again this year to prove that, sentiment is the most negative of all the large cap biotechs
and it's the most under-weight of all the large caps (hence most room to turn around),
and there's a big call option on the Phase III NASH ASK-1 study in early 2019 and it's not
in consensus but yet biggest large cap catalyst in the sector over next 6-8 months, in our
view (though only a 30% confidence on our part). That said, we understand Street needs
some visibility on Q3 numbers to comfort recent mgmt change surprises and may need a
new CEO by year-end to get Street comfortable and stock more "ownable" too.

Phase II Filgotinib data today in ankylosing spondylitis (AS) is incremental
"positive" for the franchise and helps bolster pot'l multi-billion peak sales. Note
strong efficacy is very notable and helps bolster the RA efficacy question a tad but a pot'l
headline safety question will arise on one case of DVT however per GLPG (Buy, covered by P.
Welford) commentary (note here) the one patient had an inherited risk of thrombosis (Factor
V Leiden gene mutation) and the DVT occurred in the follow-up period post-treatment,
hence was later assessed to not be treatment-related. We await upcoming Phase III RA data
(FINCH-2 study) and while expectations are not low on efficacy (to be ballpark similar to
competitors), focus will be on safety and ensuring no major issue with DVT or other SAEs
or serious infections or concerns (though these are known issues esp minor risk of serious
infections). See our filgotinib preview on this here looking for a ACR-20 placebo-adjusted
20-25% delta for low dose and 25-30% for high dose to be positive in the ballpark of
competitors with ACR-50 and ACR-70 possible add'l differentiation.

On the other hand, our longer term "questions" we are watching and weighing
on filgotinib have to do with the ultimate risk/reward of the franchise for GILD
given: (1) it ultimately is still tracking to be a fourth-to-market JAK that while may possibly
be theoretically best-in-class, may or may not be totally differentiated from third-to-market
but pretty clean-so-far ABBV upadacitinib, which also claims to not increase platelets (less
DVT risk) and/or hasn't had pooled DVT rates above natural history and does not claim to
have decreased hemoglobin or lymphocytes either; so will GILD filgotinib differences matter
enough to the managed care formularies if rebating is ultimately the deciding factor and it's
1-2 years behind ABBV? (2) investor uncertainty around the "male toxicity" (sperm count)
study (link here) which is growing a bit noisier for Street...and ultimately FDA acceptability
for the actual data eventually to support high dose 200mg though in EU they seem to be fine
with the high dose. A study has been enrolling for a year but still not completed enrollment
(n=250), GILD mgmt has said they need to address it, and GILD may need the 6-mo study
completed before they can file. It's possible this just falls into a 2020 filing.

Indeed, on the Q2 EPS call, GILD nicely noted "In terms of filgotinib and the male
safety study, we're enrolling the study it's something that we have to address. We believe
our margin is adequate above and beyond the minor histological abnormalities that we're
seeing in the pre-clinical models and we'll evaluate the data as it comes in"...(also): "And
thirdly, we need to submit data from the male safety study, which is enrolling. And, you
know, these are tough studies to do. You've got to have men with ulcerative colitis and
they have to be on the drug for six months and have multiple sperm collections. So we're
doing everything we can to enhance enrollment and we will announce the details when it's
appropriate in terms of the filing time...."
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Company Description

Gilead Sciences
Gilead is a leader in the development and marketing of anti-infective drugs, with approved products for the treatment of HIV/AIDS, Hep
C, hepatitis B, liver and pulmonology diseases. Gilead is developing a pipeline of antivirals, liver disease, immunology and oncology. The
company has an extensive worldwide sales and marketing infrastructure.

Company Valuation/Risks

Gilead Sciences
Our $95 PT is based on a pipeline-adjusted DCF and 16x our 2019 EPS estimate. Risks: competition, pipeline disappointments, and worse-
than-expected sales.

AbbVie
Our $110 PT is supported by DCF, PE and PEG-relative valuations. Risks: Humira; R&D; reimbursement; M&A.

Galapagos
Our Price Target is based on a sum-of-the-parts valuation comprising probability-adjusted NPVs for filgotinib, the cystic fibrosis alliance,
GLPG1690 in IPF, GLPG1972 in osteoarthritis, and MOR106 in atopic dermatitis, plus Net Cash. Risks include: (1) efficacy, safety, or regulatory
setbacks; (2) need to execute future out-licensing and alliances; and (3) clinical trial failures.
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or views expressed in this research report.
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subject company(ies). I also certify that 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.
I, Kelechi Chikere, Ph.D., certify that all of the views expressed in this research report accurately reflect my personal views about the subject
security(ies) and subject company(ies). I also certify that 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.
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As is the case with all Jefferies employees, the analyst(s) responsible for the coverage of the financial instruments discussed in this report receives
compensation based in part on the overall performance of the firm, including investment banking income. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Aside from certain industry reports published on a periodic basis, the large majority
of reports are published at irregular intervals as appropriate in the analyst's judgement.
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Company Specific Disclosures
Jefferies LLC is acting as a financial advisor to Kite Pharma (KITE) on the sale of the company to Gilead Sciences (GILD).
Steven DeSanctis owns shares of AbbVie Inc. common shares.
Jefferies Group LLC makes a market in the securities or ADRs of Gilead Sciences, Inc.
Jefferies Group LLC makes a market in the securities or ADRs of Galapagos.

Explanation of Jefferies Ratings
Buy - Describes securities that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.
Hold - Describes securities that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 10% within a 12-month period.
Underperform - Describes securities that we expect to provide a total return (price appreciation plus yield) of minus 10% or less within a 12-month
period.
The expected total return (price appreciation plus yield) for Buy rated securities with an average security price consistently below $10 is 20% or more
within a 12-month period as these companies are typically more volatile than the overall stock market. For Hold rated securities with an average
security price consistently below $10, the expected total return (price appreciation plus yield) is plus or minus 20% within a 12-month period. For
Underperform rated securities with an average security price consistently below $10, the expected total return (price appreciation plus yield) is minus
20% or less within a 12-month period.
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NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/
or Jefferies policies.
CS - Coverage Suspended. Jefferies has suspended coverage of this company.
NC - Not covered. Jefferies does not cover this company.
Restricted - Describes issuers where, in conjunction with Jefferies engagement in certain transactions, company policy or applicable securities
regulations prohibit certain types of communications, including investment recommendations.
Monitor - Describes securities whose company fundamentals and financials are being monitored, and for which no financial projections or opinions
on the investment merits of the company are provided.

Valuation Methodology
Jefferies' methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected total
return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF,
P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Jefferies Franchise Picks
Jefferies Franchise Picks include stock selections from among the best stock ideas from our equity analysts over a 12 month period. Stock selection
is based on fundamental analysis and may take into account other factors such as analyst conviction, differentiated analysis, a favorable risk/reward
ratio and investment themes that Jefferies analysts are recommending. Jefferies Franchise Picks will include only Buy rated stocks and the number
can vary depending on analyst recommendations for inclusion. Stocks will be added as new opportunities arise and removed when the reason for
inclusion changes, the stock has met its desired return, if it is no longer rated Buy and/or if it triggers a stop loss. Stocks having 120 day volatility in
the bottom quartile of S&P stocks will continue to have a 15% stop loss, and the remainder will have a 20% stop. Franchise Picks are not intended
to represent a recommended portfolio of stocks and is not sector based, but we may note where we believe a Pick falls within an investment style
such as growth or value.

Risks which may impede the achievement of our Price Target
This report was prepared for general circulation and does not provide investment recommendations specific to individual investors. As such, the
financial instruments discussed in this report may not be suitable for all investors and investors must make their own investment decisions based
upon their specific investment objectives and financial situation utilizing their own financial advisors as they deem necessary. Past performance of
the financial instruments recommended in this report should not be taken as an indication or guarantee of future results. The price, value of, and
income from, any of the financial instruments mentioned in this report can rise as well as fall and may be affected by changes in economic, financial
and political factors. If a financial instrument is denominated in a currency other than the investor's home currency, a change in exchange rates may
adversely affect the price of, value of, or income derived from the financial instrument described in this report. In addition, investors in securities such
as ADRs, whose values are affected by the currency of the underlying security, effectively assume currency risk.

Other Companies Mentioned in This Report
• AbbVie (ABBV: $95.19, BUY)
• Galapagos (GLPG NA: €83.48, BUY)
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Notes: Each box in the Rating and Price Target History chart above represents actions over the past three years in which an analyst initiated on a
company, made a change to a rating or price target of a company or discontinued coverage of a company.
Legend:

I: Initiating Coverage

D: Dropped Coverage

B: Buy

H: Hold

UP: Underperform

For Important Disclosure information on companies recommended in this report, please visit our website at https://javatar.bluematrix.com/sellside/
Disclosures.action or call 212.284.2300.
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Distribution of Ratings
IB Serv./Past 12 Mos. JIL Mkt Serv./Past 12

Mos.
Rating Count Percent Count Percent Count Percent

BUY 1128 54.10% 84 7.45% 14 1.24%
HOLD 833 39.95% 18 2.16% 1 0.12%
UNDERPERFORM 124 5.95% 0 0.00% 0 0.00%
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Other Important Disclosures
Jefferies does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that Jefferies may have a
conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment
decision.
Jefferies Equity Research refers to research reports produced by analysts employed by one of the following Jefferies Group LLC (“Jefferies”) group
companies:
United States: Jefferies LLC which is an SEC registered broker-dealer and a member of FINRA (and distributed by Jefferies Research Services, LLC, an
SEC registered Investment Adviser, to clients paying separately for such research).
United Kingdom: Jefferies International Limited, which is authorized and regulated by the Financial Conduct Authority; registered in England and
Wales No. 1978621; registered office: Vintners Place, 68 Upper Thames Street, London EC4V 3BJ; telephone +44 (0)20 7029 8000; facsimile +44 (0)20
7029 8010.
Hong Kong: Jefferies Hong Kong Limited, which is licensed by the Securities and Futures Commission of Hong Kong with CE number ATS546; located
at Suite 2201, 22nd Floor, Cheung Kong Center, 2 Queen’s Road Central, Hong Kong.
Singapore: Jefferies Singapore Limited, which is licensed by the Monetary Authority of Singapore; located at 80 Raffles Place #15-20, UOB Plaza 2,
Singapore 048624, telephone: +65 6551 3950.
Japan: Jefferies (Japan) Limited, Tokyo Branch, which is a securities company registered by the Financial Services Agency of Japan and is a member
of the Japan Securities Dealers Association; located at Hibiya Marine Bldg, 3F, 1-5-1 Yuraku-cho, Chiyoda-ku, Tokyo 100-0006; telephone +813 5251
6100; facsimile +813 5251 6101.
India: Jefferies India Private Limited (CIN - U74140MH2007PTC200509), which is licensed by the Securities and Exchange Board of India as a Merchant
Banker (INM000011443), Research Analyst (INH000000701) and a Stock Broker with Bombay Stock Exchange Limited (INB011491033) and National
Stock Exchange of India Limited (INB231491037) in the Capital Market Segment; located at 42/43, 2 North Avenue, Maker Maxity, Bandra-Kurla
Complex, Bandra (East) Mumbai 400 051, India; Tel +91 22 4356 6000.
This report was prepared by personnel who are associated with Jefferies (Jefferies International Limited, Jefferies Hong Kong Limited, Jefferies Singapore
Limited, Jefferies (Japan) Limited, Jefferies India Private Limited); or by personnel who are associated with both Jefferies LLC and Jefferies Research
Services LLC (“JRS”). Jefferies LLC is a US registered broker-dealer and is affiliated with JRS, which is a US registered investment adviser. JRS does not
create tailored or personalized research and all research provided by JRS is impersonal. If you are paying separately for this research, it is being provided
to you by JRS. Otherwise, it is being provided by Jefferies LLC. Jefferies LLC, JRS, and their affiliates are collectively referred to below as “Jefferies”.
Jefferies may seek to do business with companies covered in this research report. As a result, investors should be aware that Jefferies may have a conflict
of interest that could affect the objectivity of this report. Investors should consider this report as only one of many factors in making their investment
decisions. Specific conflict of interest and other disclosures that are required by FINRA and other rules are set forth in this disclosure section.
* * *
If you are receiving this report from a non-US Jefferies entity, please note the following: Unless prohibited by the provisions of Regulation S of the
U.S. Securities Act of 1933, as amended, this material is distributed in the United States by Jefferies LLC, which accepts responsibility for its contents in
accordance with the provisions of Rule 15a-6 under the US Securities Exchange Act of 1934, as amended. Transactions by or on behalf of any US person
may only be effected through Jefferies LLC. In the United Kingdom and European Economic Area this report is issued and/or approved for distribution
by Jefferies International Limited (“JIL”) and is intended for use only by persons who have, or have been assessed as having, suitable professional
experience and expertise, or by persons to whom it can be otherwise lawfully distributed.
JIL allows its analysts to undertake private consultancy work. JIL’s conflicts management policy sets out the arrangements JIL employs to manage any
potential conflicts of interest that may arise as a result of such consultancy work. Jefferies LLC, JIL and their affiliates, may make a market or provide
liquidity in the financial instruments referred to in this report; and where they do make a market, such activity is disclosed specifically in this report
under “company specific disclosures”.
For Canadian investors, this material is intended for use only by professional or institutional investors. None of the investments or investment services
mentioned or described herein is available to other persons or to anyone in Canada who is not a "Designated Institution" as defined by the Securities
Act (Ontario). In Singapore, Jefferies Singapore Limited (“JSL”) is regulated by the Monetary Authority of Singapore. For investors in the Republic of
Singapore, this material is provided by JSL pursuant to Regulation 32C of the Financial Advisers Regulations. The material contained in this document
is intended solely for accredited, expert or institutional investors, as defined under the Securities and Futures Act (Cap. 289 of Singapore). If there are
any matters arising from, or in connection with this material, please contact JSL, located at 80 Raffles Place #15-20, UOB Plaza 2, Singapore 048624,
telephone: +65 6551 3950. In Japan, this material is issued and distributed by Jefferies (Japan) Limited to institutional investors only. In Hong Kong,
this report is issued and approved by Jefferies Hong Kong Limited and is intended for use only by professional investors as defined in the Hong Kong
Securities and Futures Ordinance and its subsidiary legislation. In the Republic of China (Taiwan), this report should not be distributed. The research
in relation to this report is conducted outside the People’s Republic of China (“PRC”). This report does not constitute an offer to sell or the solicitation
of an offer to buy any securities in the PRC. PRC investors shall have the relevant qualifications to invest in such securities and shall be responsible for
obtaining all relevant approvals, licenses, verifications and/or registrations from the relevant governmental authorities themselves. In India, this report
is made available by Jefferies India Private Limited. In Australia, this information is issued solely by JIL and is directed solely at wholesale clients within
the meaning of the Corporations Act 2001 of Australia (the "Act"), in connection with their consideration of any investment or investment service
that is the subject of this document. Any offer or issue that is the subject of this document does not require, and this document is not, a disclosure
document or product disclosure statement within the meaning of the Act. JIL is authorised and regulated by the Financial Conduct Authority under
the laws of the United Kingdom, which differ from Australian laws. JIL has obtained relief under Australian Securities and Investments Commission
Class Order 03/1099, which conditionally exempts it from holding an Australian financial services license under the Act in respect of the provision of
certain financial services to wholesale clients. Recipients of this document in any other jurisdictions should inform themselves about and observe any
applicable legal requirements in relation to the receipt of this document.
This report is not an offer or solicitation of an offer to buy or sell any security or derivative instrument, or to make any investment. Any opinion or
estimate constitutes the preparer's best judgment as of the date of preparation, and is subject to change without notice. Jefferies assumes no obligation
to maintain or update this report based on subsequent information and events. Jefferies, and their respective officers, directors, and employees, may
have long or short positions in, or may buy or sell any of the securities, derivative instruments or other investments mentioned or described herein,
either as agent or as principal for their own account. This material is provided solely for informational purposes and is not tailored to any recipient,
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and is not based on, and does not take into account, the particular investment objectives, portfolio holdings, strategy, financial situation, or needs
of any recipient. As such, any advice or recommendation in this report may not be suitable for a particular recipient. Jefferies assumes recipients of
this report are capable of evaluating the information contained herein and of exercising independent judgment. A recipient of this report should not
make any investment decision without first considering whether any advice or recommendation in this report is suitable for the recipient based on
the recipient’s particular circumstances and, if appropriate or otherwise needed, seeking professional advice, including tax advice. Jefferies does not
perform any suitability or other analysis to check whether an investment decision made by the recipient based on this report is consistent with a
recipient’s investment objectives, portfolio holdings, strategy, financial situation, or needs
By providing this report, neither JRS nor any other Jefferies entity accepts any authority, discretion, or control over the management of the recipient’s
assets. Any action taken by the recipient of this report, based on the information in the report, is at the recipient’s sole judgment and risk. The recipient
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broker-dealers), in connection with a purchase or sale of a security that is a subject of these materials, such broker-dealer may act as principal for its
own accounts or as agent for another person. Only JRS is registered with the SEC as an investment adviser; and therefore neither Jefferies LLC nor any
other Jefferies affiliate has any fiduciary duty in connection with distribution of these reports.
The price and value of the investments referred to herein and the income from them may fluctuate. Past performance is not a guide to future
performance, future returns are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects
on the value or price of, or income derived from, certain investments.
This report has been prepared independently of any issuer of securities mentioned herein and not as agent of any issuer of securities. No Equity
Research personnel have authority whatsoever to make any representations or warranty on behalf of the issuer(s). Any comments or statements made
herein are those of the Jefferies entity producing this report and may differ from the views of other Jefferies entities.
This report may contain information obtained from third parties, including ratings from credit ratings agencies such as Standard & Poor’s. Reproduction
and distribution of third party content in any form is prohibited except with the prior written permission of the related third party. Jefferies does not
guarantee the accuracy, completeness, timeliness or availability of any information, including ratings, and is not responsible for any errors or omissions
(negligent or otherwise), regardless of the cause, or for the results obtained from the use of such content. Third-party content providers give no express
or implied warranties, including, but not limited to, any warranties of merchantability or fitness for a particular purpose or use. Neither Jefferies nor any
third-party content provider shall be liable for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages,
costs, expenses, legal fees, or losses (including lost income or profits and opportunity costs) in connection with any use of their content, including
ratings. Credit ratings are statements of opinions and are not statements of fact or recommendations to purchase, hold or sell securities. They do not
address the suitability of securities or the suitability of securities for investment purposes, and should not be relied on as investment advice.
Jefferies research reports are disseminated and available electronically, and, in some cases, also in printed form. Electronic research is simultaneously
made available to all clients. This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Jefferies.
Neither Jefferies nor any of its respective directors, officers or employees, is responsible for guaranteeing the financial success of any investment, or
accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of this report or its contents. Nothing
herein shall be construed to waive any liability Jefferies has under applicable U.S. federal or state securities laws.
For Important Disclosure information relating to JRS, please see https://adviserinfo.sec.gov/IAPD/Content/Common/crd_iapd_Brochure.aspx?
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