Galapagos

Optionality too large to ignore

European Life Sciences

Going into the new year, Galapagos' stock is in a holding pattern
awaiting a catalyst to unlock the negative EV value. Given limited
near-term pipeline newsflow and a gradual launch of Jyseleca in
Europe, we look for the appointment of a new CEO (and management
team) to restore investor confidence in the company. Even if we can't
point to a specific catalyst, we find the negative ~€2b EV optionality
too large to ignore and raise our rating to a BUY with a PT of €67 ($77
for ADRs).

Looking for a CEO with a strong R&D background

The most significant near-term catalyst, in our view, would be the
announcement of a new CEOQ. Per the company's disclosure, the board
is looking for a profile of a person with a "strong R&D background" but
also someone that has experience in the commercial space, so an overall
seasoned executive. Of note, a CSO candidate has already been identified,
but they would naturally like to join after the CEO appointment. Given the
search has been ongoing since August, we could see an announcement in
early Q1'22. We will be particularly looking for any past working relationship
the new CEO has with Gilead management which could clarify the next
steps for the company, and its relationship with Gilead.

Gilead clearly signaling Jyseleca in the US is off the table

With the announcement of the completion of recruitment in the filgotinib
phase 3 trial in CD in Oct, Gilead effectively walked away from
commercializing filgotinib in the US. In a revised agreement, Gilead shifted
operational and financial responsibility to Galapagos for the CD program
in exchange for $15m. Additionally, upon EU approval in CD, the royalties
payable by Galapagos to Gilead will be reduced by 30% across all Jyseleca
indications to 5.6-10.5%, still as of 2024. The news came on the back of the
announcement from the FDA to include additional safety concerns to the
boxed warning for all the JAK inhibitors approved in immunology. A positive,
however, is that with the reduced royalty burden we now see profitability
for Jyseleca in Europe.

Scenarios for the future of the Gilead relationship

Given the early-stage pipeline of Galapagos and abandonment of Jyseleca
in the US, we see a couple of scenarios for the future of Galapagos and
its relationship with Gilead:

= Preserving the status quo.Galapagos and Gilead could continue as
is, with the cash split between late-stage M&A/BD and internal R&D. In
this scenario, we could see a conflict between assets that Galapagos
should acquire to leverage its European commercial organization and
assets that Gilead would want Galapagos to acquire.

= Gilead acquiring Galapagos. Gilead is already a 25.5% shareholder
and still has a warrant (warrant B) to go to 29.9% by Aug'24 (can be
extended to 2029). Continued on the next page
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Rating BUY
Price Target €67.00
Closing price (06 Dec 2021) €43.31
Previous rating and Price target
Change Revision Oid
PT 1 October 2021 €50.00
Rating 1 October 2021 NEUTRAL
Company data
Market Cap €2,837.8m
52-week range €41.30 - €101.00
Number of shares 65.5m
Free float 50.0%
Avg. daily volume (20d) 319,091
Avg. daily turnover (20d) €14,171,680
Daily turnover €15,596,770
Next announcement date 24 February 2022
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https://www.fda.gov/drugs/drug-safety-and-availability/fda-requires-warnings-about-increased-risk-serious-heart-related-events-cancer-blood-clots-and-death#:~:text=FDA%20is%20requiring%20new%20and,%2C%20and%20Rinvoq%20(upadacitinib).
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= Near-term however the exercise price could be a challenge as Gilead would
have to pay at least €140.59/share. As part of the overall agreement, Gilead
agreed not to dispose of any shares until Aug'24 but also not to go beyond 29.9%
ownership until 2029. Thus, it would appear that the only outcome is the status
quo, however, we believe that the standstill and exercise price could always be
renegotiated (particularly under new management) if it is in the best interest of
all shareholders.

= Gilead (partially) walking away. As highlighted above, Gilead can not just walk
away at this point but could perhaps walk away from the current structure of
Galapagos. While the board has previously committed to keeping the commercial
organization and R&D together, with Gilead clearly not interested in launching
Jyseleca in the US there could be a rationale for a transaction that keeps Gilead
committed to the R&D part of Galapagos only.

Biding its time with GLPG3667

Following the publication of passable phase 1b results with GLPG3667 (TYK2
inhibitor) in Jul in PSO (note), Galapagos is taking a step-wise approach by running
first an extended dose-escalation study in healthy volunteers. In 2022, the company
is planning to start a phase 2b in PSO and a phase 2 in UC. As a reminder, post
phase 2b data, Gilead can in-license any Galapagos compound ex-Europe rights for
$150m and 20-24% royalty with phase 3 costs split evenly. Thus, for GLPG3667,
Gilead will likely have to decide in 2023 at the earliest when the FDA's position will
be clearer. BMS has a PDUFA date for deucravacitinib on 10 Sep'22 which will bring
clarity on whether the FDA treats TYK2 inhibitors in line with other JAKs. Meanwhile,
we noted Pfizer spinning off its phase 2 JAKK/TYK2 inhibitor, brepocitinib, as well as
TYK2 inhibitor PF-06826647 to an undisclosed partner. While Pfizer retains upside
in the assets, we believe this is another signal of big pharma losing interest in the
TYK2 class.

Two new SIK inhibitors in the clinic in 2022

Following disappointing POC data with GLPG3970 (SIK2/3 inhibitor) in PSA, RA,
and UC (note), Galapagos discontinued the development (though the Sjogren's trial
still appears to be recruiting). Instead, Galapagos is starting a phase 1 trial with
GLPG4399 (SIK3 inhibitor) by YE'21 and expects to move another SIK2/3 inhibitor
into the clinic in 2022. Given the data so far, we remain skeptical about the class and
do not reflect any upside in our model from the programs and not expect to have a
more conclusive view until 2023.

Wild card AbbVie data in CF around YE'21

Galapagos divested the CF assets in 2018 with AbbVie assuming all responsibilities
in exchange for $45m upfront and up to $200m in development and commercial
milestones. Additionally, Galapagos remains eligible for single-digit to low teens
royalties. AbbVie could be reporting phase 2 data with a potentiator/corrector doublet
(incl.Galapagos originated galicaftor/ABBV222 and navocaftor/ABBV3-67) in Q1'22
(NCT03969888) as well as from a triple combo trial (incl. galicaftor and navocaftor)
around YE'21 (NCT04853368).

Optionality too hard to ignore, raising to a BUY rating

While we have a hard time getting a conviction into the existing pipeline assets, we
believe the optionality in the stock is too high to ignore and decrease our negative
platform contribution in our valuation. Combined with a now positive contribution from
Jyseleca in Europe, we raise our PT to €67 ($77 for ADRs) with a new BUY rating.
Even so, our updated valuation is just about in line with our estimated YE'22 cash
position.
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Galapagos - Company Profile

Galapagos is a Dutch-based biotech company that carries out small molecule drug discovery and development. The company's lead drug,
Jyseleca (JAK inhibitor), is being commercialized for RA and UC in Europe while in the US, partner Gilead discontinued development due to an
unfavorable commercial prospect. In the pipeline, GLPG3667 (TYK2 inhibitor) is going into phase 2b in PSO and in phase 2a in UC in 2022 while in
the SIK inhibition program, Galapagos will test new molecules in phase 1through 2022.

Key information

Bloomberg, Kempen estimates

Bloomberg ticker GLPG NA Cash YE'21 (€m) 4,682
Alternative listing GLPG US Cash YE'21/Mcap 155.4%
Market cap (€m) 3,014 Cash YE'22 (€m) 4,321
Shares outstanding (m) 65.5 Cash YE'22/Mcap 143.4%
Total FTE at YE'20 845 Runway guidance N/A
Rating & PT BUY, €67 WACC 12.5%
Upside/downside to PT 45.6% Tax rate 3.8%
Major shareholders SOTP
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Drug/product Indication Event Timing Up/Downside
Galicaftor, novacaftor (£ Cytstic fibrosis Data phase 2 potentiator/corrector doublet Q122 +/-5%
Filgotinib Ulcerative colitis UK and Japan review process conclusion Q1122 -
Galicaftor, novacaftor (£ Cytstic fibrosis Data phase 2 potentiator/corrector/corrector triplet Q122 +/-5%
Filgotinib Safety (male toxicity)  Data phase 2 MANTA/MANTA-Ray trials - 52 weeks H1'22 +20%/-5%
GLPG3667 Psoriasis Start phase 2b H1'22 -
GLPG3667 Ulcerative colitis Start phase 2a H1'22 -
GLPGO555 Osteoarthritis Data phase 1/2 (JAKT) H1'22 -
GLPG3970 Sjégren’s syndrome  Data phase 2 GLIDER (SIK2/3) H122 +-5%
GLPG2737 ADPKD Data phase 2 H1'23 +- 3%
Filgotinib Crohn's disease Data phase 3 DIVERSITY H1'23 +/-10%
GLPG3667 Psoriasis Data phase 2a H2'23 +-5%
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Income Statement (FY 31-Dec, EUR m) 2019A 2020A 2021E 2022E 2023E 2024E
Total revenues 834.9 4781 456.4 553.4 534.5 634.1
COGS 0.0 0.0 2.1 6.7 -13.3 -26.0
Gross profit 834.9 4781 454.3 546.7 521.2 608.1
SG&A -24.6 -66.5 -80.0 -115.0 147.0 -147.0
R&D -420.1 -523.7 -500.0 -370.0 358.5 391.7
Other operating expenses/income (net) -9.0 -47.9 -100.8 -64.3 -54.9 -65.7
EBITDA 381.2 (160.0) (226.5) (2.6) (39.2) 3.6
Depreciation and amortization -10.0 -14.0 -13.7 -16.6 -16.0 -19.0
EBIT 368.8 -178.6 -2411 -20.3 56.3 -16.7
Interest expense -38.5 -134.2 52.1 47.3 435 40.2
Taxes 0.2 1.2 0.0 0.0 0.0 0.0
Other financial items -181.6 3.0 3.0 3.0 3.0 3.0
Net profit 148.8 -311.0 -186.0 30.0 9.9 26.5
Balance Sheet (FY 31-Dec, EUR m) 2019A 2020A 2021E 2022E 2023E 2024E
Cash and cash equivalents 5,780.8 5,210.8 47274 43454 4,015.7 3,830.2
Receivables 169.4 3341 250.1 2274 131.8 121.6
Inventories 0.0 0.0 0.0 0.0 0.0 0.0
Deferred tax assets 4.2 45 43 5.2 5.0 5.9
Financial assets and other current assets 232 232 232 232 232 232
Tangible fixed assets 66.1 103.4 126.2 142.8 148.1 148.1
Intangible fixed assets 249 249 249 249 249 249
Goodwill 0.0 0.0 0.0 0.0 0.0 0.0
Other non-current assets 0.0 0.0 0.0 0.0 0.0 0.0
Total assets 6,068.6 5,701.0 5,156.1 4,769.0 4,348.8 4,154.0
Payables 1434 1724 125.0 121.3 102.5 104.2
Deferred revenue (milestones / pre-payments) 3,000.6 2,809.1 2,499.1 2,078.9 1,688.6 1,458.6
Other current liabilities 33.6 33.8 323 39.2 378 44.9
Provisions 8.3 8.3 8.3 8.3 8.3 8.3
Long-term liabilities 7.0 7.0 7.0 7.0 7.0 7.0
Total liabilities 3,193.0 3,030.6 2,671.7 2,254.6 1,844.2 1,623.0
Total liabilities and shareholder's equity 6,068.6 5,701.0 5,156.1 4,769.0 4,348.8 4,154.0
Cash Flow Statement (FY 31-Dec, EUR m) 2019A 2020A 2021E 2022E 2023E 2024E
EBITDA 381.2 -159.9 -226.5 2.6 -39.2 36
Cash interest income/expenses -220.1 -1311 55.1 50.3 46.5 432
Cash taxes 0.2 -1.2 0.0 0.0 0.0 0.0
Changes in provisions 45 0.0 0.0 0.0 0.0 0.0
Changes in working capital 8.4 -135.8 36.7 18.9 76.8 11.9
Changes in deferred revenue (milestones) 2,850.8 -191.5 -310.0 -420.3 -390.3 -230.0
Other cash adjustments 36.2 -0.0 -1.3 6.0 -1.2 43
Cash flow from operating activities 3,061.1 -619.7 -446.0 -347.6 -307.4 -167.0
Cash flow from investments -30.8 4.7 -0.9 -1.1 -141 1.3
Dividends paid 0.0 0.0 0.0 0.0 0.0 0.0
Proceeds from equity issues 1,512.6 105.7 0.0 0.0 0.0 0.0
Debt drawdowns/(repayments) 0.0 0.0 0.0 0.0 0.0 0.0
Cash flow from financing activities 1,512.6 105.7 0.0 0.0 0.0 0.0
Ratios 2019A 2020A 2021E 2022E 2023E 2024E
EV/revenues 3.1x 10.6x nm nm nm nm
EV/EBITDA 6.8x nm 8.3x 585.8x 30.1x nm
PIE 71.0x nm nm 94.5x nm 107.1x
Net debt / EBITDA (x) 15.2x 32.6x 20.9x 1,687.0x 102.3x  -1,067.6x
Metrics 2019A 2020A 2021E 2022E 2023E 2024E
Total revenue growth 189.1% nm -4.5% 21.3% -3.4% 18.6%
COGS as % of revenue 0 0 0.5% 1.2% 2.5% 4.1%
SG&A as % of revenue -2.9% -13.9% -17.5% -20.8% -27.5% -23.2%
R&D as % of revenue -50.3% -109.5% -109.6% -66.9% 67.1% -61.8%
EBITDA margin (%) 45.7% -33.5% -49.6% -0.5% -1.3% 0.6%
EBIT margin (%) 44.2% -37.4% -52.8% -3.7% -10.5% -2.6%
Net profit margin (%) 17.8% -65.1% -40.8% 5.4% -1.8% 4.2%
Cash as % of market cap 69.1% 50.6% 166.7% 153.2% 141.6% 135.0%
YE number of FTE 845.0 845.0 845.0 845.0 845.0 845.0

Source: Kempen estimates
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Analyst certifications

The views expressed in this report accurately reflect the views of the research department of Kempen, on whose behalf the analyst(s) mentioned on the cover or the inside cover page of this
report has been preparing this report, about the subject issuer and the securities of the issuer and/or other subject matters. No part of the compensation of the analyst(s) was, is or will be directly
or indirectly related to the specific recommendations or views contained in this research report. The analyst(s) responsible for preparing this research report received compensation that is based
upon various factors including Kempen's total revenues, a portion of which are generated by Kempen's investment banking activities.

Regulatory disclosure

Companies mentioned in this report
Kempen & Co and/or its affiliates has received compensation from Galapagos for the provision of investment banking or financial advisory services in the last 12 months.

For actual disclosures on all equities, please navigate to https://research.kempen.com and click on the company page.

Rating structure

Definitions

Method Company reports include a discussion of valuation methods used in order to determine Price Targets.The resulting conclusions lead to a Rating as below.
Sell Expected negative total return of 0% or more on a 12 month basis.

Neutral Expected total return between 0% and 10% on a 12 month basis.

Buy Expected positive total return of 10% or more on a 12 month basis.

Under Review Rating and/or Price Target are Under Review in case Kempen & Co Research is actively reviewing its Rating and/or Price Target of the subject company. The previous Rating
and/or Price Target, if any, are no longer in effect, may be subject to change and should not be relied upon.

Not rated Rating and/or Price Target are suspended in case there is insufficient basis for determining a rating and/or price target. The previous Rating and/or Price Target, if any, are
no longer in effect for this stock and should not be relied upon.

Drop Coverage Kempen & Co Research is no longer actively covering this specific stock. Any previous Rating and Price Target, if any, are no longer in effect for this stock and should
not be relied upon.

Price target Expected share price in 12 months.
Rating distribution

Rating Count (% of total coverage) % of investment banking client:
BUY 106 (54%) 87%
NEUTRAL 78 (39%) 13%
SELL 14 (7%) 0%
Total 198 (100%) 31 (30.6%) 100%

Rating distribution based on data of 7 December 2021.

Sustainability screening

All companies under research coverage by Kempen & Co are systematically screened on ESG (Environmental, Social, and Governance) issues by GES Investment Services (www.ges-
invest.com ). Kempen & Co uses internationally-accepted standards as the basis for engagement efforts. In that respect the UN Global Compact offers a globally-recognised framework for
environmental, social and governance policies and practices. We have extended the list of UN conventions and treaties to a comprehensive set of guidelines that is relevant for global investment.
Alleged violations of international conventions will be a reason for the Research team of Kempen & Co to start a dialogue (engagement) with the company.
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This report has been prepared by the Research Department of Kempen & Co solely for information to its
clients. It is not intended as an offer or solicitation for the purchase or sale of any financial instrument.

This report is based on information that we consider reliable, but we do not represent that it is accurate
or complete, and it should not be relied on as such. Opinions expressed are our current opinions and
ratings as of the date appearing on this report only. For our valuations and the underlying assumptions
used to evaluate financial instruments or issuers or to set price targets, we use our proprietary Kempen
& Co valuation methodology. For more details, please see here or contact your Kempen & Co Research
representative. This report has been produced independently of the Company and the forecasts, opinions and
expectations contained herein are entirely those of Kempen & Co. In preparing this report Kempen & Co may
have discussed its contents with the subject company; any amendments to this report resulting from such
discussions have only been made to ensure factual accuracy.

We endeavor, but have no obligation, to update the information discussed in this report on a reasonable basis
but regulation, compliance or other reasons may prevent us from doing so.

ANY INVESTMENTS REFERRED TO HEREIN MAY INVOLVE SIGNIFICANT RISK, ARE NOT
NECESSARILY AVAILABLE IN ALL JURISDICTIONS, MAY BE ILLIQUID AND MAY NOT BE SUITABLE
FOR ALL INVESTORS. THIS REPORT HAS BEEN PREPARED WITHOUT REGARD TO THE
INDIVIDUAL FINANCIAL CIRCUMSTANCES AND OBJECTIVES OF PERSONS WHO RECEIVE IT.
THE APPROPRIATENESS OF A PARTICULAR INVESTMENT OR STRATEGY WILL DEPEND ON AN
INVESTOR'S INDIVIDUAL CIRCUMSTANCES AND OBJECTIVES. INVESTORS SHOULD, WITHOUT
RELYING SOLELY ON THIS REPORT, MAKE THEIR OWN INDEPENDENT INVESTMENT DECISIONS
AND, IF NECESSARY, SEEK PROFESSIONAL ADVICE.

The value of or income from any investments referred to herein may fluctuate because of changes in interest
rates or exchange rates, securities prices or market indices, operational or financial conditions of companies
or other factors. Past performance is not indicative of future results. Neither Kempen & Co nor any of its
officers or employees accept any liability for any direct or consequential loss arising from any use of this report
or its contents.

Kempen & Co is focused on investment banking, investment management and brokerage services and we
may have a relationship with companies mentioned in this report. As such, Kempen & Co, group companies
and/or their officers, affiliates, directors and employees, including persons involved in the preparation or
publication of this report, may from time to time (i) perform brokerage, market making activities, liquidity
provider services, and/or investment banking services for, or on behalf of any of the companies referred to
in this report, or may intend to receive or seek compensation for brokerage and investment banking services
from companies mentioned in this report, (ii) have investments, either independently or for the benefit of third
parties, in securities or derivatives of securities mentioned in this report, and may trade them in ways contrary
to or inconsistent with those discussed in this report, as a broker, market maker, or in any other role. As a result,
investors should be aware that Kempen & Co 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.

Kempen & Co is a brand name of Van Lanschot Kempen N.V. (“Van Lanschot Kempen”). As a bank, Van
Lanschot Kempen is subject to the supervision of De Nederlandsche Bank N.V. (‘DNB”) and has been issued
a license on the basis of Article 2.11 of the Dutch Financial Supervision Act (“Wft"). Van Lanschot Kempen
is also registered as financial institution with the Netherlands Authority for the Financial Markets (AFM) in
Amsterdam.

THIS REPORT IS DISTRIBUTED TO AND IS EXCLUSIVELY INTENDED FOR ITS RECIPIENT. EACH
RECIPIENT, BY ITS ACCEPTANCE HEREOF, ACKNOWLEDGES THAT HE WILL NOT PASS ON THIS
REPORT TO ANY OTHER PERSON. THE CONTENTS OF THIS REPORT MAY NOT BE REPRODUCED,
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professionals within the meaning of Article 19 of the Financial Services and Markets Act 2000 (Financial
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This report is distributed in the United States of America solely to "major US institutional investors" as defined Kempen & Co U.S.A, Inc
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