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Independent Expert Report
Renegotiation of the Convertible Bonds (OCEANES 2022) Project

Genfit (thereafter “Genfit”, the “Company”, the “Group”) is a biopharmaceutical group listed on the
compartment B of Euronext Paris. Created in 1999 next to the Lille Regional Hospital, in the Eurasanté
park, the Company develops innovative drug candidates and diagnostic solutions for metabolic diseases
and associated hepatic pathologies. These pathologies present medical needs that are still today largely
unmet.
To finance its development, the Company issued, on October 16, 2017, 6 081 081 bonds convertible into
new or existing shares for a nominal amount of €180 million at a subscription price of €29.6 euros and
maturing in October 2022 (the “OCEANEs 2022”). Then, in February 2019, the Company conducted a
capital increase of approximately €140 million euros as part of its IPO on NASDAQ in the United States
and of a private placement to European institutional investors.
As of the end of September 2020 the Company had approximately €199 million1 euro's in available cash,
indispensable for the development of its research and development activities for the next years.
2020 was marked by a brutal decline in the share price of the Company because of the disappointing results
of the Phase III clinical trial of its leading research and development programme, elafibranor for the
treatment of NASH (Non-Alcoholic SteatoHepatitis – a liver pathology particularly prevalent in developed
countries). The Company's market capitalization is today of approximately €160 million, with a share price
averaging between €3.0 and €5.0 since this announcement, while the shares were trading over €20 in
January 2020.
Following this setback, the Company has refocused its research and development activities around two
other programmes:


elafibranor, for the treatment of PBS (Primary Biliary Cholangitis - an autoimmune disease of the
liver), for which the Phase III clinical trial has suffered delays in 2020 because of the COVID-19
sanitary crisis and for which the results are now expected in early 2023 at the earliest;



the “NIS4” technology, a non-invasive diagnostic for NASH.

On September 30, the Company announced to the market its results for the first half of the year 2020, its
new strategy and the associated cash burn forecast. As part of this announcement, it announced its
intention to propose a modification of the terms and conditions of the OCEANEs 2022 (the “Transaction”)
in order to adapt its financial structure to its new situation.
In its November 16 press release, the Company gave more details on its project of restructuring its bond
by proposing:


a partial repurchase of the OCEANEs 2022, for up to €50 million,



an extension of the maturity, up to October 2025, of the remaining OCEANEs 2022, as well as
modification of their conversion ratio.

The final financial terms proposed for the Transaction were then announced by the Company on November
23, and mainly included:


1

the repurchase of a maximum of 50.1% of the outstanding OCEANEs 2022, at a purchase price per
bond of €16.40 (representing a maximum cash outlay for the Company of €50 million),

Amount verified by the statutory auditors of the Company.
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the maturity of the remaining OCEANEs 2022 being postponed to October 16, 2025, with an
increase in the conversion ratio to 5.5 shares per OCEANEs 2022 (instead of one share per
OCEANEs 2022), the nominal value and the redemption price per bond remaining unchanged at
€29.60.

On December 7, 2020, following the period during which responses to the repurchase offer were collected,
the Company announced the success of the first phase of the Transaction and communicated the final
results of the partial repurchase: 2 895 206 OCEANEs 2022 will be repurchased, representing 47.6% of
the outstanding OCEANEs 2022, for a total amount of €47.5 million.
The completion of the Transaction remains however conditioned upon the approval of the modifications of
the terms and conditions of the 3 185 821 OCEANEs 2022 remaining outstanding by the shareholders’
meeting, on the one hand, and the bondholders’ meeting, on the other hand. Those two meetings will take
place between mid-January and late January 2021.
It is in this context that the Board of Directors of the Company has, on November 23, 2020, appointed, on
a voluntary basis, Accuracy to act as independent expert and provide an opinion on the fairness of the
financial conditions of the Transaction. This opinion is therefore not a fairness opinion provided for in articles
261-1 et al. of the General Regulations of the Autorité des Marchés Financiers (AMF).
This report is in six parts. The first one gives a synthetic presentation of Accuracy, the independent expert
assignments it conducted during the last 24 months as well as a statement of independence and a
description of the diligence it conducted for this assignment. The second and third parts provide a
description of the Company and of the financial instruments it has issued on the market. The fourth part of
this report more specifically looks into the financial condition of the Company immediately before the
Transaction and into the immediate impact of the Transaction on the shareholders and the holders of the
OCEANEs 2022. The fifth part analyses the financial medium term impact of the Transaction for the two
categories of holders. Finally, the sixth and last part presents our conclusions on the fairness of the financial
conditions of the Transaction.
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1. Presentation d’Accuracy and scope of work
1.1.

Presentation of Accuracy

Accuracy is a financial consultancy wholly owned by its Partners that has offices in Europe, North America
and Asia. Accuracy provides advice and expertise to managers and decision-makers in strategic or critical
situations: transactions, disputes and crises, strategic and financial analysis, operational performance.
Accuracy's team of more than 450 consultants (including some 200 based in Paris) has extensive expertise
in business and company valuations and in valuing complex financial instruments such as management
packages, options and preferred shares.
The table below shows the fairness opinion assignments performed regarding listed companies over the
past 24 months.

Accuracy is not a member of either of the professional associations of independent valuation experts
recognized by the AMF pursuant to Article 263-1 of the AMF's General Regulation, as we consider that our
scale, broad-ranging analytical and valuation expertise and the internal procedures put in place are a
guarantee of the highest quality and independence required by this type of assignment.
1.2.

Personnel involved in the assignment

The assignment was carried out by Henri Philippe, Partner at Accuracy, Laura Surun, Director, and
Margaux de Saint-Exupéry, Senior Manager.


Henri Philippe has over 25 years' experience in financial valuation and has been involved in more
of 40 fairness opinion assignments. Henri Philippe graduated from ESC Bordeaux, holds an MBA
from Wake Forest University and a PhD in Finance from Université Paris-Dauphine. He is also a
lecturer at Ecole des Ponts ParisTech and at HEC Group.



Laura Surun has over ten years' experience in financial consulting and she is specialized in
valuation. She has carried out numerous valuation assignments, particularly for companies with a
strong technological component (Thales, Dassault Systèmes, etc.). She has also participated in
about fifteen independent appraisal assignments on listed companies. Laura Surun graduated from
HEC.



Margaux de Saint-Exupéry has nearly eight years of experience in financial consulting and she is
specialized in valuation. She has carried out numerous valuation assignments for family-owned
groups and has participated in several independent appraisal assignments on listed companies.
Margaux graduated from HEC.
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In carrying out their work, they were assisted by a consultant graduate of HEC with over four years' financial
advisory experience.
1.3.

Statement of independance

Accuracy has not carried out any assignment and in particular no valuation assignment, on behalf of the
Company during the last 18 months. Therefore, Accuracy states that there are no known past, present or
future ties between it and the parties concerned by the offer or transaction and their advisors that could
compromise its independence or impair the objectivity of its assessment when carrying out the appraisal.
1.4.
1.4.1.

Scope of work
Calendar

Our assignment was conducted from November 23, 2020, the date of our first meeting with the
Management of the Company, to December 15, 2020 the date on which this report was signed.
During this period, we had working meetings with the management of the Company and with its financial
advisor, Natixis.
1.4.2.

Data used

We mainly relied on the public information available on the Company and, in addition, on confidential
information that was provided to us by the management of the Company, including the terms and conditions
of the OCEANEs 2022.
The main public information we used were the following:


annual and half-year reports of the Company and its press releases,



recent research reports published by financial analysts on the Company,



annual reports of comparable companies,



market information made available by financial databases such as Capital IQ and Bloomberg.

1.4.3.

List of the individuals with whom we mainly exchanged during our assignment



Laurent Lannoo, Secretary General, Genfit



Nathalie Huitorel, CFO, Genfit



Jean-Christophe Marcoux, Head of Strategy, Genfit



Stefanie Magner, Deputy Director for Legal Affairs, Genfit

(these persons being jointly designated as the “Management” in this report)


Xavier Hennequin, financial advisor to the Company, Natixis,



Alexis Bauza, financial advisor to the Company, Natixis,



Bertrand de Cordoue, financial advisor to the Company, Natixis.

1.4.4.

Limitations of our work

We considered that the financial and accounting information that was disclosed to us by the Management
or the advisors of the Company in connection with our assignment was reliable and provided in good faith.
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In accordance with the terms of our assignment, we did not validate or verify in any way the forecast
information prepared by the management of the Company. However, we endeavored to determine whether
said forecast data was reasonable in light of the recent historical performance of the different business
activities, explanations given verbally by management on the growth outlook.
Moreover, although our work was based on an analysis of the Group's historical and projected financial
statements, under no circumstances may it be construed as an audit or even limited review of those
financial statements.
Finally, the constrained nature of the deadlines for the execution of this assignment necessarily limited the
scope of the work we were able to carry out.
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2. Presentation of the Company
Created in 1999 in Loos in the Lille Metropolitan area, Genfit is a pharmaceutical biotech group developing
therapeutic or diagnostic solutions seeking to improve the life of patients suffering from liver diseases or
metabolic diseases. In practice, Genfit creates and then develops drug candidates or diagnostic
technologies, conducts the different tests and clinical studies (Phase I, II and III) 2 necessary to obtain a
marketing authorization for these new products and then to draw revenues from them. For a biotech like
Genfit, revenue generation generally entails entering into license agreements with bigger pharmaceutical
groups when the clinical trials have positive results, in particular in Phase III: the Company can then receive
an upfront fee when signing the agreement, then milestone payments when predetermined milestones are
attained, and, finally royalties on the sales of the product - the partner then generally taking upon itself the
marketing authorization, the production and the commercialization of the product. Depending on the size
of the market for which its product are intended, the biotech company can also make the choice of seeking
the marketing authorization on its own and directly commercializing the drug to the patients without a
partner.
As of today, Genfit’s portfolio includes drug candidates or technologies at different levels of development,
none of which have successfully completed at Phase III or obtained a marketing authorization. Therefore,
the Group does not benefit yet from significant and recurring revenues, has been recording operational
losses since 2007 and will continue to do so in future years as it pursues the development of its portfolio
drug candidates and technologies.
The main drug candidate of Genfit’s portfolio, named elafibranor, has been developed to target the potential
treatment of the following two pathologies:


Non Alcoholic SteatoHepatitis or NASH, is a disease that affects millions of people in the world and
which constitutes in the accumulation of lipids in the liver and can result eventually in lethal
pathologies such as cirrhosis. Diagnosing this pathology is difficult (the patient does not have any
symptoms for a long time) expensive and invasive (it is necessary to conduct a liver biopsy). As of
today there is still no treatment approved for this pathology.



Primary biliary cholangitis or PBC, is a relatively rare autoimmune disease, but which prevalence is
increasing3, with very debilitating symptoms for the patient (general fatigue, prurit). This disease, if
not treated, can result in serious or even lethal complications.

Given the particularly attractive potential of its market (important size of the market with no approved
treatment to date), the development of elafibranor for NASH has been for a long time the leading program
of the Group. After encouraging Phase II results published in April 2015, Genfit launched a Phase III study
in November 2015 (RESOLVE-It) with elafibranor for the treatment of NASH.
In order to finance this large trial and prepare the commercialization of its drug candidate, Genfit raised
more than €445 million during the 2016 2019 period, through:


three capital increases in 2016: the first one in February 2016 for an amount of €49.6 million and
then two consecutive ones in October 2016 for a total amount of €78.5 million;

2

The clinical development of a therapeutic solution or of a drug candidate generally entails the following three successive phases,
each of which must be successful in order to be able to file for a marketing authorization
‒
Phase I aims at evaluating the safety of the product with a clinical trial conducted on a limited number of healthy patients;
‒
Phase II aims at demonstrating the efficacy of the treatment and at defining the optimal dose, with a clinical trial conducted
on the limited number of sick patients.
‒
Phase III aims of comparing the efficacy of the drug candidate to a placebo or a standard of care, if it exists, with clinical
trials contacted on a large population of sick patients (hundreds or thousands, depending on the prevalence of the indication
being targeted), in several centers (that is in numerous study centers or hospitals) and in a double-blind setting (that is
neither the medical team not the patient knows which treatment the patient is being administered so as to avoid any bias
on efficacy or secondary effects of the drug candidate be tested).
3
According to the June 30, 2020 half-year report of the Company, the prevalence of PBC in the World is today approximately 40
patients for 100,000 people.
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and issuance of OCEANEs for an amount of €118 million in October 2017, with a 5-year maturity
(the OCEANEs 2022);



an IPO on NASDAQ in the United States in March 2019, through the issuance of ADSs (American
depositary shares), together with a capital increase conducted through a private placement in
Europe, for a total amount of €137.5 million.

In addition, through its licensing agreement concluded in June 2019 with Terns Pharmaceuticals for the
development and commercialization in the Greater China area (Continental China, Macau, Hong Kong and
Taiwan)4 of elafibranor in NASH and PBC, the Company received in 2019 an upfront fee of approximately
€30 million ($35 million).
The publication of disappointing results for the RESOLVE-IT trial led the Company to decide to terminate
the clinical development program of elafibranor in NASH. As the Phase III study did not allow to
demonstrate the efficacy of elafibranor in the treatment of NASH, the management of Genfit decided to
terminate this program together with all the other related trials of the Group (a trial in pediatric NASH,
combination trials and a trial on the composition of liver hepatic fats).
On September 30, 2020, Management communicated to the market the new strategy of the Group. It is
organized around its two main programs:


the elafibranor program in PBC,



the NIS4 diagnostic technology in NASH.

These two programs offer relatively few synergies and Management also indicated its intention to make
those two activities more autonomous and independent from one another, with a view to improve their
operational efficacy and provide more visibility to third parties (clients, partners or potential investors for
instance).
With respect to elafibranor in PBC, if the size of the target and the potential revenues that would be
generated by Genfit’s drug candidate are expectedly less than what was contemplated for NASH, they
remain nevertheless substantial. According to certain estimates, the potential market for such a treatment
of PBC has already reached $300 million in 2020, with a 2-digit growth (ICPT data) and could reach $1
billion5, acknowledging that the only existing treatment (Ocaliva, commercialized by Intercept
Pharmaceuticals since 2016) presents important secondary effects and that, apart from Genfit’s, there is
only one other potential candidate for this market in the next few years (Celadelpar developed by Cymabay
Therapeutics).
After being delayed for several months due to the COVID-19 sanitary crisis, the Phase III study of
elafibranor in PBC (ELATIVE) finally began in September 2020 when the first patient was recruited. Genfit’s
management believes today that the results of this trial should be available at the beginning of 2023,
provided that the current sanitary crisis does not again delay patient recruitment.
In addition, through its research on NASH, Genfit has developed an innovative blood diagnostic technology,
called NIS4 , which can to detect high risk NASH, in a less expensive and invasive way than a liver biopsy
(the only diagnostic solution validated as of today by regulatory authorities for clinical trials in NASH, but
not designed for mass diagnostic). In January 2019, Genfit signed a first license agreement with the
LabCorp group, through its Covance subsidiary, which allows Covance to develop and commercialize NIS 4
for clinical research only. A new license agreement was signed in September 2020 between LabCorp and
Genfit to roll out the NIS 4 technology at a greater scale, through the commercialization, starting in 2021,
of a laboratory developed test (LDT) in the United States and Canada (this type of test does not require a
marketing authorization from the FDA to be commercialized, if the laboratory which uses it has the
4

The Greater China does not constitute a “priority” market for Genfit; it pursues its developments in a Phase III study in PBC with a
view to obtaining a marketing authorization and then to commercialize elafibranor in North America and Europe in the first place.
5
See Genfit’s June 30 2020 half-year report, page 5.
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appropriate certification). The financial terms of this agreement remain confidential as the partner does not
wish them to be disclosed. However the management of Genfit indicated to us that revenues generated by
a diagnostic solution are generally largely inferior to those generated by a therapeutic solution. The Group
will continue its efforts to obtain a marketing authorization for a test using the NIS4 technology in an IVD
(in vitro diagnostic) in the US market, and to obtain The CE mark in the European market.
To sum up, following the failure in Phase III of its elafibranor program in NASH, Genfit has seen its horizon
for a significant revenue generation being postponed by more than two years since, according to
Management, the Group will almost certainly not have any visibility on the results of its two lead research
programs, and therefore most likely no significant new source of revenues provided by the valorization of
new results on these programs, before the end of 2022.
In this context, and in order to reduce its annual cash burn, the Group has implemented a global savings
plan, which includes the refocusing of his research and development activities on its two lead programs
and the termination of non-priority programs, as well as a headcount reduction plan for 40% of its
employees in France and in the United States. Genfit thus believes that it can bring its net cash burn from
€110 million in 2020 to €45 million in 20226.

6

Excluding the reimbursement of the OCEANEs 2022 (€180 million).
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3. Analysis of the listed financial instruments issued by the Company
The Company has issued two categories of financial instruments (shares and the OCEANEs 2022), which
are both involved in the Transaction
3.1.
3.1.1.

Financial performance of the shares (ordinary shares and ADS) Of the Company
Share holding structure and liquidity

The share capital of the Company is composed as of today of 38 858 617 shares. Ordinary shares are
traded on Compartment B of Euronext Paris. The ADSs are traded on NASDAQ in the United States.
On September 30, 2020, the day on which the Transaction7 was announced, the market capitalization of
the Company was €189.3 million, which puts the Company in the midcaps category.
As at 31 December 2019, the first shareholder of the Company was Biotech Avenir with 1 888 618 (4.86%
of the shares as of that date). As of that same date, the float represented over 93% of the capital.
The Company has entered into a liquidity contract with CM-CIC. Under this contract, the Company held
59,550 of its own shares as of December 8, 2020
During the 12 months preceding the announcement of the Transaction, significant volumes were
exchanged, reaching 134,596,449 shares in total (approximately 380% of the float). These high volumes
reflect the uncertainties about the future of the Company, following the recent announcements; for instance,
since the announcement of the failure of elafibranor’s Phase III study in NASH, daily traded volumes
strongly increased, including in the last days preceding the announcements of September 30, 2020 (more
than 1 million shares per day).

As it is frequently the case for innovative companies, the Company has several times issued dilutive8
financial instruments for its employees, executive officers and consultants, some of which may still impact
the capital of the Company:


Share subscription warrants (BSA): issued in 2017 in 2019, these warrants mature in June 2022
and May 2024; they have a strike price of €19.97 and €12.32, respectively. These options could
trigger a dilution through the creation of a total of 71,760 shares if they are exercised, but they are
today way out of the money.



Stock options: regularly issued every year, these stock options have strike prices ranging between
€13.99 and € 21.65, and maturities ranging between December 16, 2026 and January 17, 2030.
These options could trigger a dilution through the creation of a total of 408,849 shares if exercised,

7

The press release announcing the half-year results of the Company, its new strategy and the future launch of the Transaction was
published on September 30, after market close.
8
See Annex 3.
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but they are today way out of the money. In addition, some of these are subject to presence and
performance conditions (internal ones, linked to the progress of the research and development
programmes, and external ones, linked to their share price) before they can definitively vest.


3.1.2.

Free shares: the Company has regularly issued free shares in the past. These plans are subject
to presence and performance conditions (internal ones, linked to the progress of the research and
development programmes, and external ones, linked to their share price). The review of the
performance conditions for the 2017 plan will take place on December 31, 2020; it would trigger, if
all the performance conditions are met on that date, the dilution by the creation of 11,947 shares.
As to the 2018 plan, the completion of all the performance conditions on December 31, 2020, would
trigger a dilution by the creation of 33,928 shares. Finally, with respect to the 2019 plan, which will
expire in mid-September 2022, it will trigger, subject to the realisation of all the performance
conditions as of that date, a dilution through the creation of 35,474 shares.
Analysis of the evolution of the share price

Listed for the first time on Alternext in in 2006, and then listed on Euronext in 2014, the share price shows
a high historic volatility, as shown in the graph below. This volatility is mainly the result of the nature of the
activities of the Company (biotech company whose revenue generation capacity is uncertain and would
take place in at a relatively far time horizon), market rumours, but also a significant float for a company with
a modest market capitalization.

During 2020, the financial performance of the share reflected the events discussed above, i.e.:


the announcement, on May 11, 2020, of the failure the Phase III clinical trial for the leading research
programme of the Company to reach the primary endpoint (use of elafibranor in the treatment of
NASH);



the announcements, on September 24 and 28, 2020, of the initiation of the Phase III clinical trial for
elafibranor in PBC and of the signature of an agreement with Labcorp for the commercialization of
the NIS4 technology through a laboratory developed test in North America ;



the presentation, on September 30, 2020 (after market close), of the new strategy of the Company
as well as the announcement of the Transaction ;



the publication, on November 23, 2020, of the final financial terms proposed for the Transaction.

After the failure of the Phase III with elafibranor in NASH, the share price never ceased to go down, to
reach, on September 24, 2020, €3.1, its lowest level over the last five years. The successive
Confidential – Independent expert report - renegotiation of the convertible bond OCEANEs 2022 project - December 2020
10 / 31

announcements of September 24 and 28, 2020 on the launch of the Phase III with elafibranor in PBC and
the signature of a new agreement with LabCorp, triggered a significant rally during the week, with the share
price reaching €4.9 on September 30, 2020, the date Transaction was announced.
The announcements of September 30 resulted in a new down slide of the share price, which reached again
it's watershed of €3.1 a month later. Since the end of October, as the details of the financial conditions of
the Transaction were progressively made public, and the likelihood of its completion increased, the share
price rallied again and reached a level close to the one experienced right before the announcement of the
Transaction. On December 9, 2020 Genfit’s shares quoted €4.6, approximately 6% below its level on the
day of the announcement of the Transaction.

3.1.3.

Opinion of the financial analysts

As indicated above, and despite a modest market capitalization, several financial analysts are covering the
Company. Since the announcement of the Transaction on September 30, 2020, 10 financial analysts have
published a research report: their recommendations range between “neutral “ and “buy” with an average
target share price of €9.09.
According to the four financial analysts who have updated their target share price following the publication
of the proposed financial terms of the Transaction on November 23, the potential for an increase in the
share price of Genfit ranges between +54% and +109%. Despite target prices that are almost always above
the current share price, the “neutral “recommendation of those four analysts demonstrate their “wait and
see” attitude. This is a consequence of the uncertainties affecting the future of the Company, and resulting
from the failure of its leading research and development program, and the completion of the Transaction,
which is still subject to the double condition of the approval by the shareholders meeting and the holders of
the OCEANEs.
3.2.
3.2.1.

Financial performance of the OCEANEs issued by the Company
Terms and conditions

On October 16, 2017, the Company issued 6,081,081 bonds convertible and or exchangeable into new or
existing shares (OCEANEs) for an amount of €180 million. These OCEANEs carry an annual interest rate

9

See Annex 5.
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of 3.5% of their nominal value, paid on April 16 and October 16, until their stated maturity of
October 16, 2022. They were issued at par, with a nominal value per bond of €29.6, representing a 30%
premium over the share price on the issue date (€22.8).
Following the issuance date, they are exchangeable at any time for shares of the Company on the basis of
a conversion ratio10 of one share for one OCEANEs. If all the OCEANEs were converted into new shares,
they would today a 13.5%11 dilution for the existing shareholders.
If they are not converted, the OCEANEs are repaid on the maturity date at their nominal value. They can,
however, be redeemed earlier:


At the Company’s option, from November 6, 2020 and until the maturity date if the share price of
Genfit exceeds during 20 consecutive trading days 150% of nominal value of the bond, i.e. €44.4.



At the holders’ option, solely in case of change of control of the Company or in case of a default in
the payment of the interest of the OCEANEs (or of any other liability greater than €6 million).

3.2.2.

Liquidity

The OCEANEs 2022 are listed on the bond compartment of Euronext Paris, but are mainly traded over the
counter between banks. Therefore, one can assume that there is little liquidity even if only partial data on
volume being exchanged is available to us.
For information purposes, the table below shows the volumes traded for the OCEANEs 2022 communicated
by Euronext.

3.2.3.

Analysis of the evolution of the trading price of the OCEANEs 2022

The evolution of the trading prices of the OCEANEs 2022 shown in the graph below is based on the data
supplied by Bloomberg and is built on the basis of trades communicated by a group of brokers.

10

This conversion ratio has not been modified since the issuance of the OCEANEs. The adjustment clauses for the conversion ratio
are standard clauses for this type of instruments (that is in case of a public offer, dividends, etc.).
11
13.5% = # of bond (# of shares + # of bond) = 6,081,081 / (38,858,617 + 6,081,081).
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Graph Legend
(1) May 12, 2020: Announcement of poor elafibranor Phase III results in NASH.
(2) September 30, 2020: Announcement of results for the first quarter of 2020, the Company's new
strategy and the Transaction
(3) November 23, 2020: Announcement of the proposed financial terms of the Operation
(4) November 30, 2020: Announcement of the preliminary results of the partial buyback offer for
OCEANEs 2022
Since the insurance on October 16, 2017, the price of the OCEANEs 2022 tracks the price of the share,
but with a lower volatility.
This is because the value of an OCEANE can be broken up in two components.
-

The “naked value”, which corresponds to the debt component of the OCEANE. The value of this
component evolves, independently from the value of the share, according to two main parameters:
the first one (macro) is the general evolution of interest rates, and the second one (micro) reflects
the evolution of the default risk of Genfit (borrower’s spread).

-

The value of the conversion option (or embedded call of the OCEANE) is directly linked to the value
of the share and to its volatility. In this instance, before the announcement of the Transaction, the
embedded call was way out of the money, the conversion price of €29.6 being way above their
share price (approximately €4.88 on September 30, 2020).

Between their insurance on October 2017 and the announcement of the failure of the Phase III with
elafibranor in NASH in May 2020, the evolution of the price of the OCEANEs is mainly explained by the
variation of the value of the embedded call12: it moved between €19.0 and €32.0 over the period, reacting
to the different announcements made by the Company.
Following the announcement of the failure of the Phase III of elafibranor in NASH (on May 11, 2020), the
price of the OCEANEs 2022 fell sharply (-61.2% on May 12, 2020). This sharp decline resulted this time:
-

12

the fact that the value of the embedded call of the OCEANE was counted as nil, because he was
too much out of the money,

Over this period, the price of the OCEANEs 2022 and of the shares are 97.2% correlated.
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-

the fact that a very high default risk was now reflected in the debt component of the OCEANE (the
implicit spread being 57.7% on May 12, 2020).

The last traded price for the OCEANE before the announcement of the Transaction, €11.0 (last available
price on September 30, 2020) is not very different from the trading prices recorded over the preceding
weeks.
The announcement of the Transaction and the subsequent related announcement made by the Company
had a positive effect on the price of the OCEANE:
-

During the 10 days that followed the announcement of the Transaction, the price of the OCEANE
increased by 20%, reaching €13.3 on October 8, 2020.

-

The announcement of the proposed financial terms for the Transaction on November 23, 2020
resulted in a further increase of 9.4% during the trading day, getting the trading price to €14.2.

-

Finally, the November 30 and December 7, 202013 announcements, which showed the interest of
the bondholders for the Transaction, had again positive impact on the price of the OCEANE, which
increased by 17% since November 23, to reach €16.7 on December 9th.

13

Announcement of the preliminary and then definitive results of the partial repurchase of the OCEANEs 2022.
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4. Description of the Transaction and of its immediate impact on the shareholders and holders of
the OCEANEs 2022
4.1.

Financial situation of the Company immediately prior to the Transaction

The latest financial statements of Genfit (balance sheet and profit and loss statement) are summarised in
the tables below14.

The analysis of these financial statements raised the following comments on our part.


After having received an exceptional cash payment in the form of the upfront fee under the contract
with Terns Pharmaceuticals in 2019, the Company has not recorded any significant industrial
revenues during the first half of 2020. The main revenue line item in the profit and loss statement
is the tax research credit. In 2019, operating charges of the Company represented €98.8 million,
an increase of almost 30% Compared to the previous year, mainly because of the pre-marketing
expenses incurred as part of the elafibranor program for the treatment of NASH. Even though Genfit
took the decision to terminate this program in the summer of 2020, it will continue to incur certain
expenses in relation with this program during several months. As a result, the amount of operational
charges of the Company should continue to be around €100 million for 2020 (€55 million for the
first half of the year). The negative net financial income of the Company is essentially the interest
charge on the OCEANEs 2022 (€6.3 million per year).



The Company’s capital employed is negative. Indeed, the Company does not capitalise its research
and development expenses, the amount of tangible and intangible assets on its balance sheet
remains limited (€5.2 million as at June 30, 2020 excluding IFRS 16 usage rights and financial
assets). In addition its working capital requirement is negative (-€25.2 million as at June 30, 2020)
since it is principally made up of the operational liabilities of the Company (suppliers and employeerelated liabilities), as the Company still does not record any significant and recurrent industrial
revenues.



In addition, as at June 30, 2020, the Company’s net equity amounted to €31.4 million, of which
€14.3 million15 corresponded to the equity portion of the OCEANEs 2022. From the end of
December 2020, the Company will have negative net equity, as its net income during the second
half of the year will probably be of the same amount as the one for the first half of the year (-€53.0
million).

14

Detailed financial statements over the December 2015 - June 2002 period are presented in Annex 1.
This amount does not appear as such in the Company’s 2019 financial report and half-year 2020 report. We understand, based on
financial reports from 2017 and after, that it corresponds to the amount recorded on the balance sheet of the company at the end of
2017, shortly after the issuance of the OCEANEs 2022, and that it has not changed since.
15
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The gross financial liabilities of the Company amount to €173.4 million as at June 30, 2020 and
correspond mainly to the debt component of the OCEANEs 2022 for €160.1 million. The other
financial liabilities (€5.3 million) include reimbursable grants made by BPI as well as credit lines
entered into with several thanks between the end of 2014 and the end of 2018.

In the short term (the next 12 months), the Company is not facing any liquidity risk since it has, as of
September 30, 2020, available cash in the amount of €199 million and since Management has announced
its intention to progressively reduce de Company’s cash burn to €45 (million) and the OCEANEs 2022 are
not to be reimbursed until October 2022. 16
However, at that time, the Company's available cash will not allow it to repay the OCEANEs 2022 in their
entirety. On the basis of the forecast provided by management, available cash immediately prior to the
maturity date of the OCEANEs 2022 should be approximately €60 million17, a level that is largely below
their reimbursement value of €180 million. This medium term quasi certain default on the OCEANEs 2022
hampers both the operations and the financial restructuring of the Company:


Given the lack of likely significant revenues in the next two years, refinancing of the Company
through bank debt or a new bond issuance is unlikely.



The current share price is incompatible with a significant capital increase, as it would trigger a very
significant dilution for the existing shareholders. On top of this dilution issue, the amount of such
captain increase (€180 million, which is more or less the current market capitalization of the
Company) would probably to be too large, given the lack of visibility on its research program and a
very atomized shareholder base (no reference shareholder, lots of retail holders).



The conversion of the OCEANEs 2022 at maturity is also highly unlikely; The necessary increase
in the share price (between €4 and €5 today for a conversion price of €29.6) cannot be
contemplated until there is more visibility on the research programs, that is in early 2023 at the
earliest.



Given this lack of visibility until October 2022, this constraint, which today bears on the financial
flexibility of the Company and which therefore hampers it's development capacity, is presumably
going to increase as the OCEANEs 2022’s maturity gets nearer.

Should the Company indeed default on the repayment of the OCEANEs 2022 at maturity, there is a
significant risk for the holders of the OCEANEs 2022 to be repaid an amount of less than €60 million (which
is the estimated available cash at that time):


Apart from its intellectual property, built along its research activities, the Company does not own
any assets which could be sold for a non-negligible amount in case of liquidation18. The market
value of its intellectual property assets cannot be meaningfully estimated today. However one can
surmise that, should they be sold in the context of liquidation, the markdown on the theoretical
market value would probably be very high (fire sale discount). It would be as high as the
uncertainties on the results of the clinical trials, which would still be unresolved at that date.

16

We understand that, according to the terms and conditions, the holders of OCEANEs 2022 can require an early redemption on the
case of:
change of control of the Company,
a default payment by the Company of (i) interest on the OCEANEs 2022, or (ii) liabilities higher than € 6 million.
Given the Company’s current available cash, it is unlikely that's such a default would take place prior to the October 2022 maturity.
17
The amount of cash burn announced for 2020 by the Company is €110 million and the target for 2022 is € 45 million. Taking an
“average” cash burn of 75 million for 2021 - excluding the potential impact of the Transaction - total cash burn for the September 2020
- October 2022 period should be around €140 million (110/4 + 75 + 45/12*10), which would bring the available cash to below €60
million at the end of October 2022.
18
The significant amount of net operating losses that the company could apply against tax liabilities (€ 440 million as at June 30,
2020) can be used only within its historical activities. Therefore, these have no value for the Company, either today given the lack of
visibility on its medium term results or in the context of liquidation.
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Not only will the Company have to repay its operational liabilities, starting with employees and tax
liabilities (and the Company has a €25 million negative working capital requirement as of June 30,
2020), but it will also have to pay the liquidation costs.

In such a scenario, the holders of the OCEANEs 2022 would therefore be subject to a discount to the par
value of their bonds of 67%19 at least. As to the shareholders, given their very low seniority ranking, they
would see the value of their shares reduced to nil.
To sum up, on the eve of the Transaction, the Company is in a dire financial situation and only the
renegotiation of the financial terms of the OCEANEs 2022 could constitute a way out for all the financial
stakeholders (shareholders and holders of the OCEANEs 2022).
4.2.

Description of the Transaction

Conscious of these difficulties, the Management has, several months ago, announced its intention to
restructure the OCEANEs 2022.
On November 23, 2020, the Company announced the proposed financial terms of the Transaction:


A partial buyback (up to €50 million maximum) of the OCEANEs 2022. More specifically, the
Company committed to repurchase, at a price of €16.4020 per 2022 OCEANE, a maximum of
3,048,780 2022 OCEANEs, representing an amount equivalent to 50.1% of the outstanding 2022
OCEANEs



An amendment to certain terms of the 2022 OCEANEs that will not be repurchased and cancelled
(the “OCEANE 2025”), the other terms remaining unchanged:



o

an extension of the maturity until October 16, 2025,

o

an increase of the conversion ratio from 1:1 to 1:5.521, resulting in a 30%22 potential dilution
for the existing shareholders,

o

the deferral of the initiation of the early redemption period provided for in the OCEANEs
2022 terms and conditions (until November 3, 2023 rather than November 2020),

o

an amendment of the ratchet clause adjusting the conversion ratio in the event of a tender
offer targeting Genfit shares, in order to take into account the extension of the OCEANEs
2022 maturity from 2022 until 2025.

Should the buyback requests be significantly lower than the €50 million repurchase proposal, the
Company would cancel the Transaction.

On December 7, 2020, following completion of the fixed-price reverse bookbuilding process, the Company
announced the success of the first step of the Transaction and communicated the final results of the partial
repurchase offer: 2,895,260 OCEANEs will be repurchased, representing 47.6% of the outstanding
OCEANEs 2022, for a total repurchase price of 47.48 million euros.
If the Transaction is completed, there will remain 3,185,821 OCEANEs 2025 outstanding, for a total nominal
amount of €94.3 million, resulting in a potential dilution of 31.1%23 for the existing shareholders.
4.3.

Immediate impact of the Transaction on the shareholders and the holders of OCEANEs

The immediate consequences of the Transaction on the financial structure of the Company are several.
19

(60 / 180 - 1) = 67%.
On a dirty price basis until the repurchase actually takes place (January 2021).
21
Resulting in an implicit conversion price of €5.38 (€29.6 /5.5).
22
Excluding the impact of the dilutive instruments (share warrants, stock options, free shares) outstanding as of today.
23
Excluding the impact of the dilutive instruments (share warrants, stock options, free shares) outstanding as of today.
20
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The first leg of the Transaction, the repurchase by the Company of a fraction of the OCEANEs 2022 has
several consequences


The Company immediately pays out €47.5 million. With €199 million of available cash at the end
of September 2020 and granted that, according to the Management, the completion of the
Transaction should facilitate access to additional public financings24, the Company should, even
after making this payment, have enough available cash until the clinical results for the use of
elafibranor in PBC are available (early 2023).



This repurchase, by allowing the Company to significantly reduce its debt (€94.3 million of
remaining outstanding bonds post Transaction, compared to €118 million before) mechanically
lowers the risk of default.

The second leg of the Transaction, the amendment to the terms and conditions of the OCEANEs remaining
outstanding increases the value of the debt component of the bond (because of the decrease of the default
risk) and of the embedded call (because of the extension of the maturity and the change in the conversion
ratio). Indeed, by postponing the maturity of the remaining OCEANEs from 2022 to 2025, the Company
pushes back the default risk to a period during which, if the results of its research is positive, it could
negotiate an industrial partnership, or even refinance its debt at a lesser cost. In addition, the modification
of the conversion ratio of the OCEANEs remaining outstanding, significantly reduces the likelihood of the
Company having to repay the bond at maturity in October 2025.
In fact, after the Transaction is completed, the Company will recover the financial flexibility that is
indispensable to its development.
On this basis, we have estimated the immediate impact of each of the two legs of the Transaction on the
financial situation of the shareholders on the one hand, and on that of the holders of the OCEANEs 2022
on the other hand.
(i)

Impact of the partial repurchase of the OCEANEs 2022
From the shareholders’ standpoint, the repurchase, for €47.5 million, of 2.9 million of OCEANEs 2022
has a negative theoretical impact of €15.5 million25, because the repurchase price per OCEANEs
(€16.4) is higher than their market value on the day before the announcement of the Transaction
(€11.0).
From the standpoint of the holders of OCEANEs 2022, the repurchase of the OCEANEs 2022 has a
mirror positive theoretical impact of €15.5 million. The consideration for this theoretical transfer of
value is that holders forgo a portion of their debt, in an amount of €38.2 million26.

(ii)

Impact of the modification of the terms and conditions of the remaining OCEANEs 2022
From the standpoint of the holders of OCEANEs 2022, the modification of the terms and conditions
of the OCEANEs remaining outstanding has a positive theoretical impact €61.3 million, if one looks
at their market value immediately prior to the Transaction. This estimate this based on a valuation
model employed to value the OCEANEs 2025 immediately after the Transaction. 27

24

Such as reimbursables grants by BPI or financial assistance made available by the state in the context of the COVID-19 epidemic,
the latter being, by the way, the reason for the delay in the launch of the phase three trial of elafibranor in the treatment of BPC.
25
This amount corresponds so the difference between the trading price of the OCEANEs prior to the announcement of the Transaction
(€11.0) and the repurchase price (€16.4), multiplied by the number of OCEANEs being repurchased (2,895,260).
26 This amount corresponds to the difference between the re-purchase price (€16.4) and the nominal value of a OCEANEs 2022
(€29.6), multiplied by the number of OCEANEs repurchased (2,895,260).
27 Being conservative, we have used the upper end of our range of estimated values for the OCEANEs 2025, €96.4 million, which
corresponds to a value per bond estimated at €30.3, multiplied by the number of OCEANEs 2025 outstanding (3,185,821)(see Annex
2).
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From the shareholders standpoint, the amendment of the terms and conditions of the OCEANEs
remaining outstanding has a mirror negative theoretical impact of €61.3 million.
The Transaction has therefore a direct impact by transferring value from the shareholders to the holders of
the OCEANEs 2022, which can be measured. However, by reducing the default risk for the Company,
Transaction should also have a positive impact on the value of the shares of the Company, but it cannot
be precisely measured today.
All of the immediate financial impacts of the Transaction can therefore be summarised as presented in the
table below.

It should also be noted that the Company will have obtained from the holders of the OCEANEs 2022,
through the implementation of the Transaction, a reduction of the financial liability represented by the bonds
of close to 52%28.

28

The amount of the bonds remaining outstanding will be € 94 million, compared to € 118 million before the Transaction.
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5. Medium term financial impact of the Transaction on the shareholders and holders of
OCEANEs
We have also examined the medium term impact of the Transaction on the financial situation of the
shareholders and of the holders of the OCEANEs 2022. For this purpose, we placed ourselves on October
16, 2025, the maturity date of the OCEANEs 2025. We have measured, on the basis of the trading prices
before the announcement of the Transaction, what would be the IRRs that would be experienced by the
shareholders and by the holders of the OCEANEs 2022, in each of the different scenarios for the value of
the Company at that date.
Our model is based on the following mechanisms:


We are considering the market value, in October 2025, of the equity and the convertible debt
(shares and OCEANEs), taken as a whole. We take into account the partial repurchase of 47.6%
of the OCEANEs 2022 which will take place at the end of January 2021 (it is therefore comparable
to the €208.9 million floor value estimated immediately after the Transaction - see table in section
4.3) and the cash flows freed up by the conversions over the period.



To determine the number of shares prior to the potential conversion of the OCEANEs 2025, we
have excluded treasury shares and have considered that the dilutive instruments outstanding as of
the date of this report and still outstanding on October 16, 2025 would be exercised fully if their
strike price was reached, without taking into account their performance conditions, to simplify the
calculations.



On the basis of the 5.5 conversion ratio, the value of the equity and the convertible debt taken as
a whole and corresponding to the conversion threshold of the OCEANEs 2025 is €303.1 million29.
Below this threshold, it is not optimal for the holders of the OCEANEs to convert and they will
therefore require repayment at maturity for the nominal amount of the bonds (€94 million), even if
it means putting the Company into default. Above this threshold, they will convert their bonds and
17,522,016 shares will be created.

The table and the graph below show the relative financial performance of the shares and of the OCEANEs
2022 as a function of the value of the equity and the convertible debt taken as a whole on October 16, 2025.
The IRR for the shareholder is calculated on the basis of an initial value of the shares on September 30,
2020 (€4.88), right before the announcement of the Transaction.
The IRR for the holder of the OCEANEs 2022 is calculated on the basis of an initial value of the OCEANEs
on September 30, 2020 (€11.0), right before the announcement of the Transaction30. This IRR also
accounts for, during the interim period, the cash flows resulting from (i) the partial repurchase of the
OCEANEs 2022, that is €47.5 million on January 29 2021, and (ii) the interest payments on the OCEANEs
2022 every six months.
Trading price for the OCEANEs 2022 on September 30, 2020 fully reflects, according to us, the impact of
the default risk on the value of the OCEANEs. It is also impacted by the low market liquidity for this
instrument. In this respect, we believe that it is probably a low value for the OCEANEs 2022, which results
in high IRR estimates for the holders of the OCEANEs 2022.

29

Par value of the OCEANEs 2025 multiplied by the number of OCEANEs 2025 remaining outstanding (3,185,821) and divided by
the dilution resulting from the conversion of the OCEANEs [17,522,016 / (17,522,016 + 38,799,067)].
30
The IRR for the holder of OCEANEs 2022 corresponds to the rate of return for all the holders of OCEANEs 2022. We have not
examined the individual situation of a holder of OCEANEs 2022 in relation to the portion of his or her bonds that he or she would
choose to have repurchased or to keep.
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For information purposes, we have also calculated the IRR for the holder of OCEANEs 2022 in relation to
the aggregate nominal value of the bonds (that is €180 million). This is because we understand that
numerous holders of OCEANEs 2022 invested at the time they were issued in 2017 and that therefore the
initial value is for them equal to the par value of these bonds. However, the par value corresponds to a
theoretical maximum value of the OCEANEs 2022 at the time of the Transaction, since it does not account
at all for the increase in the default risk of the Company that has been experienced for over a year.

The outcome of this analysis is that the financial impact of the Transaction is higher for the holders of the
OCEANEs 2022 than for the shareholders. This impact is the result of several factors:


The OCEANEs 2022 are senior to the shares in the financial structure of the Company. Therefore,
since the financial situation of the Company does not guarantee today that the bonds will be repaid,
the holders of the OCEANEs 2022 benefit from a priority right to obtain repayment of the nominal
value of their bond (€180 million). They therefore have leverage on the Company.



This leverage is however limited, since, if the Company were to default, the holders of the
OCEANEs 2022 are quasi-certain of not being entirely repaid and of actually suffering instead a
significant haircut, as we demonstrated above (see section 4.1). In addition, it is likely that in such
a situation, the Company would seek the protection of insolvency laws to protect its interests, which
would certainly result in significantly postponing the repayment of this debt.



As part of the Transaction, the holders of the OCEANEs have agreed to sell a portion of their bonds
at a 45% discount to their face value (€16.4 against €29.6). However, this repurchase price
represents a premium to the last trading prices of the OCEANEs 2022 before the announcement
of the Transaction (€11.0 on September 30, 2020 - a 62% discount to the face value of the bonds).
By agreeing to the Transaction, the holders of the OCEANEs 2022 have for sure abandoned a
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portion of their debt, but the discount they agreed to is less than the discount that could be observed
on the market on that date.


As a last point, with respect to the OCEANEs 2022 remaining outstanding, the holders benefit from
a reset of their characteristics, with both a new conversion price (€5.4) and an extended maturity
of five years (close to the maturity of the OCEANEs 2022 at the time of issuance).
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6. Conclusion on the fairness of the financial conditions of the Transaction
In 2017, Genfit issued bonds convertible into new or existing shares, for an amount of €180 million, maturing
in October 2022 (OCEANEs 2022). The purpose of this issuance was to finance the development of the
Company, and in particular that of its leading research programme, the drug candidate elafibranor for the
treatment of NASH.
Following the disappointing results of the Phase III clinical trial and of the consecutive termination of the
programme in mid-2020, the Company is today in a difficult financial situation. The pursuit of its research
activities during the next two years will continue to consume significant amounts of cash. However, it is at
best in early 2023 that the Company will have the first results of the two programmes on which it has
refocused its research. The Company’s management therefore does not anticipate any significant revenues
coming from these programmes before that date. As a result, at the stated maturity of the OCEANEs 2022
(October 2022), the Company’s available cash should not be enough to allow for the full repayment of the
bonds. At the same time, the current share price of Genfit, close to its lowest historical level, makes it very
unlikely that the OCEANEs 2022 would be converted before their maturity and prohibits the Company from
raising any new capital.
As a result, the Company is likely to be in default when it will have to reimburse the OCEANEs 2022. The
perspective of this default in the medium term hampers the Company in the conduct of its activities and
takes away any flexibility to restructure its financing. Even worse than that, given the lack of visibility from
now until October 2022, this constraint should be increasing as the maturity of the OCEANEs 2022
approaches.
Upon default at that time, the holders of the OCEANEs 2022 are quasi-certain to suffer a very significant
haircut on the face value of their bonds (we estimate this haircut to be at least 67%). As to the shareholders,
they would almost certainly see the value of their shares reduced to nil.
Based on this, we can readily conclude that the Transaction has a very strong rationale, since only a
renegotiation of the financial conditions of the OCEANEs 2022 will allow for a satisfactory way out to those
who have financed the Company, be their shareholders or holders of the OCEANEs 2022. In this context,
given their status as senior creditors in the financial structure of the Company, the holders of the OCEANEs
2022 certainly have leverage.
The final financial terms proposed for the Transaction were announced by the Company on November 23,
and mainly included:


the repurchase of a maximum of 50.1% of the outstanding OCEANEs 2022, at a purchase price per
bond of €16.40 (representing maximum cash out for the Company of €50 million),



the maturity of the remaining OCEANEs 2022 being postponed to October 16, 2025, with an
increase in the conversion ratio to 5.5 shares per OCEANEs 2022 (instead of one share per
OCEANEs 2022), the nominal value and the redemption price per bond remaining unchanged at
€29.60.

On December 7, 2020, following the period during which responses to the repurchase offer where collected,
the Company announced that 2,895,260 OCEANEs 2022 would be repurchased, representing 47.6% of
the outstanding OCEANEs 2022, for a total amount of €47.5 million. If the Transaction is completed,
3,185,821 OCEANEs 2022 will remain outstanding, for a total nominal amount of €94.3 million
In order to be able to take a view on the fairness of the financial conditions of the Transaction, we have
examined and compared the financial situation of the shareholders and of the holders of the OCEANEs
2022, (i) immediately after the completion of the Transaction, and then (ii) at the October 2025 horizon (the
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new maturity date of the OCEANEs 2022 as modified pursuant to the Transaction). The measure of the
financial impact of the Transaction on the two categories of financial instruments has been computed on
the basis of their respective trading prices immediately prior to the announcement of the Transaction
(September 30 2020).
The results of our analysis are as follows:
(i)

As part of the Transaction, the holders of the OCEANEs have agreed to sell a portion of their bonds
at a 45% discount to their face value (€16.4 compared to €29.6). This discount remains, logically,
lower than the discount observed on the market immediately prior to the Transaction (62% to the
€11.0 trading price on September 30 2020), since this trading price fully accounts for the default
risk that the Company is facing.

(ii)

The Transaction will result, immediately, in a theoretical value transfer from the shareholders to the
holders of the OCEANEs 2022, which we estimate at €77 million (as a consequence of the partial
repurchase of the OCEANEs 2022 and then the resetting of the conversion price and a
postponement of the maturity of the OCEANEs). However, the Transaction should also, by reducing
the default risk the Company is facing and by giving it back more strategic and operational flexibility,
have a short-term positive impact on the share price, which we, however, cannot precisely measure
today. In addition, if the Transaction does not take place, the shareholders would almost certainly
see the value of their shares reduced to nil by the end of 2022.

(iii)

In 2025, if the value of the equity and equity-like instruments (OCEANEs) measured as a whole
ranges between €100 million and €300 million, the shareholders’ return will be negative, while that
of the holders of the OCEANEs 2022 will remain stable at around 40% (on the basis of the trading
price of the OCEANEs before the Transaction). If, however, the value of the equity and equity-like
instruments measured as a whole crosses the €300 million threshold, the shareholders’ and the
OCEANEs 2022 holders’ returns will both be positive, although the OCEANEs 2022 holders’ will
exceed that of the shareholders.

(iv)

Unsurprisingly therefore, the Transaction will have a more favourable medium term theoretical
financial impact for the holders of the OCEANEs 2022 than for the shareholders. However, we
believe that the spread between these returns is reasonable in light of (i) the current leverage which
the holders of the OCEANEs 2022 have, and (ii) the intrinsic risk level of each category of financial
instrument. This is because the shares of the Company inherently carry more risk than the
OCEANEs 2022. The realisation of a risk (the failure of a clinical trial) has a more significant impact
on the return expected by the shareholders then on that expected by the holders of the OCEANEs
2022.

On this basis, we believe that the financial conditions of the Transaction are fair for the shareholders and
for the holders of the OCEANEs 2022.

Paris, December 15, 2020
For Accuracy,

Henri Philippe
Associé

Laura Surun
Directeur

Margaux de Saint-Exupéry
Senior Manager
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Genfit's historical financial statements
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Estimate of the theoretical value of the OCEANEs 2025
Like any derivative financial instrument, the value of which is a function of the evolution of the underlying
asset, the share, the theoretical value of a OCEANE 2025 is principally function of the value of the shares
and of its volatility. As indicated above, this theoretical value has two components:


the naked value (or bond component of the OCEANE), which we have estimated on the basis of a
traditional discounted cash flow analysis,



the value of the conversion option (the embedded call of the OCEANE), which we have estimated
using a binomial valuation model adapted to account for the characteristics of an OCEANE.

The embedded call is out of the money: the conversion price is €5.38 per share, represents a 10.2%
premium to the trading price of the shares prior to the announcement of the Transaction (€4.88 on
September 30, 2020).
The Estimation of the naked value of the bond is a function of two parameters
1.

The risk-free interest rate: we have used a risk-free interest rate of 0% for a five-year maturity. This
is consistent with our observations of the five-year maturity Obligations Assimilables du Trésor
(OAT) and of the swap rates available for this same maturity.

2.

The issuer spread of the OCEANE: the issuer spread has been set at +7.5%, on the basis of the
spreads observed for comparable bonds in the health and pharmaceutical sectors.
Using a sample of listed bonds, whose maturity ranges from three to five years, for which the
amount issued is less than €650 million, and which are rated BB- or less, we found that the spread
ranges between 6.3% and 8.9%, for issues rated B- and D, respectively, which gives a 7.5% midrange (Source: CapitalIQ on December 8, 2020).
This level of spread takes into account the fact that, following the completion of the Transaction,
the default risk of the Company will have been significantly reduced, thanks to, on the one hand,
the repurchase of almost half of the OCEANEs 2022, at the 45% discount, and, on the other hand,
the three-year extension of the maturity of the OCEANEs remaining outstanding. Therefore, after
the Transaction, the credit risk of the Company will no longer be comparable to that of companies
facing a significant default risk: the spread for bonds rated CCC, which can be observed today on
the market, is slightly inferior to 10% for five-year bonds issued by companies in the health sector,
and therefore acts as a ceiling (see graph below).
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The estimation of the embedded call of the OCEANEs 2025 was based on the following parameters.
1.

Anticipated volatility of the underlying: the long-term volatility anticipated by investors on any shares
cannot be directly observed on the market, since it is the estimation of a future volatility. However,
two approaches (historical and implicit) are generally used to estimate this parameter,
acknowledging that neither of them is fully satisfactory.


With respect to the measure of the implicit volatility of the share, the only derivative
instrument available is the OCEANEs 2022. Unfortunately, as the embedded call is way
out of the money, and the default risk of the Company significant, it is not possible to reliably
measure the implicit volatility of these bonds.



With respect to the measure of the historic volatility of the share, it ranges between 35%
and 45% over periods themselves ranging between two and five years (excluding the
impact of the general lockdown and of the May 11, 2020 announcement). These levels of
volatility are consistent with those observed for companies of the same sector31.
Unsurprisingly, in the recent period, because of the sanitary crisis and of the uncertain
situation of the Company, the observed volatility levels are significantly higher (for instance,
more than 75% if one measures the volatility of the shares over the past three months
only). Considering that the current situation is transitory, we have therefore used a range
of estimates for the volatility comprised between 35% of 40%.

2.

Exercise price of the embedded call which corresponds to the par value of the bond, €29.60 for 5.5
shares

3.

Value of the underlying (i.e. the Genfit share): in the context of the Transaction we have used as a
reference share price for Genfit, the value of the share immediately prior to the announcement by
the Company of its intention to renegotiate the terms of the convertible bond (September 30, 2020),
i.e. €4.88. We have also estimated the theoretical value of the OCEANEs by using several values
for the underlying share.

4.

Cost of refinancing (repo rate): given the Company’s small size and the low liquidity of the
instrument, the refinancing rate used, 5.0%, corresponds to the high end of the ranges of estimates
generally used in this field.

5.

Maturity: the maturity of the OCEANEs is October 16, 2025.

On the basis of the above hypothesis, the theoretical value of an OCEANE 2025 can be estimated to be in
a range of €29.8 to €30.3, which means that the total value of the bond is comprised between €94.8 million
an €96.4 million

31

We have considered the comparable biotechnology companies in France and in the United States to be Intercept
Pharmaceuticals Inc (liver pathologies), Transgene SA (Vaccines and other treatments for cancer), DBV Technologies SA (immuno
therapeutic treatments against allergies).
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List of the financial instruments convertible or exchangeable into shares of the
Company
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Analysis of the volatility of the shares

The tables below show estimates for the historical volatility of the shares of Genfit at different dates:


as of March 5, 2020, reflecting the volatility of the shares before the impact of the COVID-19
epidemic,



as of May 11, 2020, reflecting the volatility of the shares in the context of the COVID-19 epidemic
but before the announcement of the failure of the Phase III of elafibranor in NASH,



as of September 30, 2020, reflecting the volatility of the shares as impacted by (i) the Covid 19
epidemic and (ii) the failure of the Phase III of elafibranor in NASH.

In order to estimate the embedded call of the OCEANE 2025, we have used a volatility range of 35% to
40%, in line with the medium term volatility observed before the impact of the COVID-19 epidemic and of
the recent announcements of the Company.
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Financial analysts’ recommendations on the Genfit shares
The table below sets out the target prices and the recommendations published by financial analysts
following the announcement of the Transaction on September 30.
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