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Rating BUY
Price Target €135.00

Closing price (28 Mar 2019) €85.06
 
Previous rating and Price target
 Change Revision Old
PT 17 Jan 2019 €125.00
 
Company data
 Market Cap €4,645.5m
52-week range €70.64 - €105.35
Number of shares 54.6m
Free float 61.6%
Avg. daily volume (20d) 461,553
Avg. daily turnover (20d) €40,400,025
Daily turnover €32,863,020
Next announcement date 25 April 2019
Reporting Period Q1'19 results
  
FY 31-Dec, EUR 2018E 2019E 2020E
 Total revenues 317.8 224.7 416.3
EBITDA (44.8) (174.8) 26.2
EBIT -44.8 -174.8 26.2
Net profit -29.3 -174.8 26.2

Source: Kempen estimates 
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The long-awaited FINCH 1 and FINCH 3 trials with filgotinib in RA
demonstrated competitive efficacy and best-case scenario safety
profile (only 1 VTE in over 2000 patients). While the high placebo
rates have weighted on ACR20 scores against upadacitinib, the
higher hurdles establish a competitive profile and support approvals
across RA treatment lines. Taken together, the high efficacy, cleanest
safety, and attainability of 2 registered dosing regimens positions
filgotinib as a leading JAK, deserving market share at par with upa and
significantly ahead bari and tofa. We expect more details on the data,
MANTA status and filing timelines over the course of the summer, that
should remove any remaining concerns regarding filgotinib potential.
We reiterate our BUY and increase PT to €135/ $155 (ADR) (from €125)
and Galapagos continues to feature on our Favorites list.

Best in class safety
Both doses were safe and well tolerated and there were no differences in
herpes and serious infections rates compared to Humira or MTX as seen
with other JAks (Table 1 below). There were also no imbalances in MACE
or malignancies vs control and only 1 case of VTE (!!!) with 200mg vs 3 with
MTX. Finally, there were 5 deaths in the trials: 1 with 100mg, 2 with 200mg
and 2 with MTX - which does not look dose-depended and considering the
size of the patient population and rarity of the events appears to be more
of a random distribution. Finally, lab parameters were consistent with the
prior findings with improvement in hemoglobin, reduction of platelets, and
improvement of lipid profile. Taken together with FINCH 2, the safety looks
meaningfully better than other JAKs or biologic therapies, differentiating
filgo in RA and supporting the lead position in IBD.

High placebo weighs on ACR20, but higher hurdles are competitive
The trials met primary endpoints with high stat sig and showed superiority
to ada with 200mg dose on DAS28 remission in MTX-IR and superiority
to MTX with 200mg/100mg on MTX background and monotherapy in
MTX naive (ex. ACR20). There was a clear dose-response, which should
support the approval of both doses given equal safety profiles. On absolute
scores filgotinib performed at par with upadacitinib and on top of JAK class.
The placebo rates were the highest seen in RA trials (almost as good
as upa itself one can say) across the scores resulting in comparatively
lower ACR20 scores (Fig 1/2) suggesting that at high 80s ACR20 losses
sensitivity. According to the company, there was no apparent explanation
for such high placebo rates, but the analysis of baseline characteristic
and demographics (eg geography FINCHes had meaningful Japanese
population in the trial) is ongoing. However, on more robust and clinically
relevant ACR50/70 and remission filgotinib looks as efficacious especially
considering a clearer separation of the scores in FINCH 2.
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Table 1 - Filgotinib looks the safest among JAKs

Source: # - absolute numbers vs %; Galapagos, Kempen analysis

Widening the divide in the JAK class
In all, the totality data should support the approval across the RA populations
from TNF-IR to MTX-naive with the potential for monotherapy inclusion (not stat
sig on ACR20, but need to see the separation of the scores over time) - thereby
effectively resulting in a similar label as upa's. Admittedly, more straightforward
superiority to Humira on ACR50 and remission at 12w and stat sig ACR20 for
monotherapy with upa in MTX-naive will aide Abbvie’s marketing machinery, but
looking at combined data and absolute scores with filgo, it looks more technical than
fundamental superior. On the other hand, the cleaner safety profile and potential
registration of 2 different doses represent an unmatched competitive advantage for
filgo. With the widening gap over tofa and upa, there is definitely sufficient room for
upa and filgo to make meaningful sales in RA.

Off to the market
Galapagos CEO reiterated the intention to file for approval in EU, the US and Japan
as soon as possible. The exact US timelines are still vague, but there should be
more clarity pending the meeting with the FDA which could be disclosed as early
as mid-July (75d for the meeting and 30d for back out on minutes). Meanwhile, we
expect FINCHes LBAs at EULAR, 52w data from FINCHes at ACR, first filing in EU
and Japan in early Q4 (discussions already ongoing) and if MANTAs recruitment
matches the speed of site openings - US filing in Q4'19/Q1'20. Finally, we also expect
the phase II data in CLE and Sjorjens in H2'19 that are high-risk but could further
expand filgo's potential.
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Chart 1 - Placebo-adjusted ACR scores in the phase III trials with JAKs in MTX-IR (FINCH-1)

Source: ORAL STANDARD, RA BEAM, SELECT COMPARE, 12 week data

Chart 2 - Placebo-adjusted ACR scores in the phase III trials with JAKs in MTX-naive (FINCH-3)

Source: ORAL START, RA BEGIN, SELECT EARLY, 24 weeks data
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Galapagos - Company Profile
Company description

Galapagos is a biotechnology company that carries out small molecule drug discovery in a number of therapeutic
areas. The company’s research and development activities are based on novel drug targets identified using
Galapagos' unique proprietary target discovery technology.

SWOT analysis

Strength

Filgotinib is potentially best in class JAK inhibitor with a
strong partner in blockbuster indications

Broad proprietary pipeline

Unique, proprietary target discovery and validation
capabilities

 Weakness

Early-stage product pipeline focused on novel targets
results in high risk drug candidates

High competition in inflammatory indications

Opportunities

Initiation and progress of new drug discovery programs
against first in class targets

New partnering deals

 Threats

Clinical failures

Litigation/Infringement

Rating BUY
Price Target €135.00

Closing price (28 Mar 2019) €85.06
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Company data
Bloomberg GLPG NA
Market Cap €4,645.5m
52-week range €70.64 - €105.35
Number of shares 54.6m
Free float 61.6%
Avg. daily volume (20d) 461,553
Avg. daily turnover (20d) €40,400,025
Daily turnover €32,863,020
Next announcement date 25 April 2019
Reporting Period Q1'19 results
 
Major shareholders 38.4%
 Gilead 12.4%
van Herk 9.4%
Sands Capital 5.5%
Federated 5.2%
Capital Research 4.0%
Oppenheimer 1.9%

Source: Company data, AFM
 
Anastasia Karpova 
anastasia.karpova@kempen.com +31 20 348 8214

Source: Kempen estimates
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Income Statement (FY 31-Dec, EUR m) 2015A 2016A 2017A 2018E 2019E 2020E
Total revenues 60.6 151.6 155.9 317.8 224.7 416.3
COGS 0.0 0.0 0.0 0.0 0.0 -4.2
Gross profit 60.6 151.6 155.9 317.8 224.7 412.1
SG&A -20.3 -23.5 -27.2 -39.8 -26.5 -41.9
R&D -129.7 -139.6 -218.5 -322.9 -373.0 -344.0
Other operating expenses/income (net) 3.4 4.2 4.3 0.0 0.0 0.0
EBITDA (86.0) (7.3) (85.5) (44.8) (174.8) 26.2
Depreciation and amortization -2.4 -3.3 -3.6 0.0 0.0 0.0
EBIT -89.4 -11.5 -89.8 -44.8 -174.8 26.2
Interest expense 0.4 8.3 -25.7 15.6 0.0 0.0
Taxes 1.2 -0.2 -0.2 -0.1 0.0 0.0
Other financial items -30.6 57.5 0.0 0.0 0.0 0.0
Net profit -118.4 54.0 -115.7 -29.3 -174.8 26.2

Balance Sheet (FY 31-Dec, EUR m) 2015A 2016A 2017A 2018E 2019E 2020E
Cash and cash equivalents 347.2 979.8 1,151.2 1,290.8 1,067.6 997.2
Receivables 3.9 9.7 28.0 18.6 8.0 14.8
Inventories 0.3 0.3 0.3 0.0 1.0 1.6
Deferred tax assets 1.7 2.0 2.0 2.5 6.4 11.9
Financial assets and other current assets 15.5 11.2 9.9 16.2 20.2 30.7
Tangible fixed assets 13.8 15.0 16.7 23.1 18.2 21.7
Intangible fixed assets 1.6 1.0 2.5 3.6 3.6 3.6
Goodwill -- -- -- -- -- --
Other non-current assets 58.5 64.3 75.8 84.6 84.6 84.6
Total assets 442.5 1,083.3 1,286.3 1,439.5 1,209.7 1,166.3
Payables 29.5 31.3 47.1 68.9 68.9 51.3
Other current liabilities 42.9 289.7 223.5 152.6 97.6 45.6
Provisions 2.7 3.6 3.6 3.8 3.8 3.8
Long-term liabilities 2.4 0.0 0.0 0.0 0.0 0.0
Total liabilities 77.5 324.6 274.3 225.2 170.2 100.7
Total liabilities and shareholder's equity 442.5 1,083.3 1,286.3 1,439.5 1,209.7 1,166.3

Cash Flow Statement (FY 31-Dec, EUR m) 2015A 2016A 2017A 2018E 2019E 2020E
EBITDA -86.0 -7.3 -85.5 -44.8 -174.8 26.2
Cash interest income/expenses -30.2 65.7 -25.7 15.6 0.0 0.0
Cash taxes 1.2 -0.2 -0.2 -0.1 0.0 0.0
Changes in provisions -0.3 0.8 0.1 0.1 0.0 0.0
Changes in working capital -1.3 -4.0 -2.4 31.4 9.6 -25.1
Changes in deferred revenue (milestones) -- -- -- -- -- --
Other cash adjustments -271.2 -99.5 -443.5 -345.3 -72.6 -42.8
Cash flow from operating activities -387.8 -44.4 -557.3 -343.0 -237.8 -41.7
Cash flow from investments -10.0 5.7 -1.6 -5.6 0.0 0.0
Proceeds from equity issues 277.3 339.7 369.0 231.5 0.0 0.0
Debt drawdowns/(repayments) -0.0 -0.1 -0.0 0.0 0.0 0.0
Cash flow from financing activities 277.3 339.6 369.0 231.5 0.0 0.0

Ratios 2015A 2016A 2017A 2018E 2019E 2020E
EV/revenues 24.5x 8.3x 14.7x 8.6x 12.7x 7.0x
EV/EBITDA nm nm nm nm nm 111.7x
P/E nm 41.5x nm nm nm 149.9x
Net debt / EBITDA (x) 4.0x 134.3x 13.5x 28.8x 6.1x -38.1x

Metrics 2015A 2016A 2017A 2018E 2019E 2020E
Total revenue growth nm nm 2.8% nm nm nm
COGS as % of revenue 0 0 0 0 0 1.0%
SG&A as % of revenue -33.5% -15.5% -17.5% -12.5% -11.8% -10.1%
R&D as % of revenue -214.1% -92.1% -140.1% -101.6% -166.0% -82.6%
EBITDA margin (%) -142.0% -4.8% -54.8% -14.1% -77.8% 6.3%
EBIT margin (%) -147.6% -7.6% -57.6% -14.1% -77.8% 6.3%
Net profit margin (%) -195.5% 35.6% -74.2% -9.2% -77.8% 6.3%
Cash as % of market cap 19.0% 43.7% 33.5% 32.1% 27.2% 25.4%

Source: Kempen estimates
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Disclosures
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 and/or its affiliates acted as lead manager or co-manager in a public offering for Galapagos in the last 12 months.
 Kempen 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 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 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 clients
 BUY 87 (49%) 65%
 NEUTRAL 64 (36%) 31%
 SELL 26 (15%) 4%

 Total  177 (100%) 100%

Rating distribution based on data of 29 March 2019.

 
Sustainability screening
All companies under research coverage by Kempen are systematically screened on ESG (Environmental, Social, and Governance) issues by GES Investment Services (www.ges-invest.com ).
Kempen 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 lead to Kempen Research to establish a dialogue (engagement) with the company.

 
Galapagos 12 Months Rating and Price Target history as of 28 Mar 2019
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Disclaimer

 

This report has been prepared by the Research Department of Kempen 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
recommendations as of the date appearing on this report only. This report has been produced independently
of the Company and the forecasts, opinions and expectations contained herein are entirely those of Kempen.
In preparing this report Kempen 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 endeavour, 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 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 is a full service, integrated investment banking, investment management and brokerage firm and we
may have a relationship with companies mentioned in this report. As such, Kempen, 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 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 is a fully owned subsidiary of Van Lanschot N.V. (‘Van Lanschot’). As an investment firm, Kempen is
subject to the supervision of the Netherlands Authority for the Financial Markets (AFM) and holds a license on
the basis of Article 2:96 of the Dutch Act on Financial Supervision (Wet op het Financieel Toezicht). As a bank,
Van Lanschot is subject to the supervision of De Nederlandsche Bank N.V. and has been issued a license
on the basis of Article 2.11 of the Dutch Financial Supervision Act (Wft). Van Lanschot 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,
REDISTRIBUTED OR COPIED, IN WHOLE OR IN PART, BY ANY PERSON FOR ANY PURPOSE
WITHOUT THE PRIOR WRITTEN PERMISSION OF KEMPEN AND KEMPEN ACCEPTS NO LIABILITY
WHATSOEVER FOR THE ACTIONS OF OTHERS IN THIS RESPECT.
The distribution of this report in certain jurisdictions may be restricted by law, and recipients into whose
possession this comes should inform themselves about, and observe, any such restrictions.
This report is only intended for distribution in the United Kingdom to, and is only directed at, (i) persons who
have professional experience in matters relating to investments, (ii) persons who fall within Article 49(2)(a) to
(d) ("high net worth companies, unincorporated associations etc") of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2001 (as amended), and (iii) persons to whom it may otherwise lawfully be
distributed and any investment or investment activity to which it relates is available only to such persons. This
report should not be distributed or passed on, directly or indirectly, to any other person in the United Kingdom
and any other person should not rely or act on it.
This report is distributed in the United States of America solely to "major US institutional investors" as defined
in Rule 15a-6 of the U.S. Securities Exchange Act of 1934 and may not be furnished to any other person in
the United States. Each U.S. recipient by its acceptance hereof warrants that it is a "major US institutional
investor" as defined, understands the risks involved in dealing in securities or any financial instrument and
shall not distribute nor provide this report, or any part thereof, to any other person. Any U.S. recipient wishing
to effect a transaction in any security or other financial instrument discussed in this report, should do so by
contacting Kempen & Co USA, Inc. Kempen & Co USA, Inc is the U.S. broker-dealer subsidiary of Kempen
& Co NV and is a member of FINRA.
Investors outside the United States and United Kingdom are encouraged to contact their local regulatory
authorities to determine whether any restrictions apply to their ability to purchase investments to which this
report refers.

Netherlands
Kempen & Co N.V.
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1070 AR Amsterdam

Tel.: +31 (0) 20 348 8000

USA

Kempen & Co U.S.A., Inc

880 Third Avenue 17th Floor

New York, NY 10022
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