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Wirecard
Customer —+ Merchant
v Last Reporting
A Q3/2019
Customer Bank Merchant Bank __
- Receivables from Acquiring Business 732.8 mio Euros
4 Payables from Acquiring Business 578.6 mio Euros
Credit Card Comp »  Acquirer
= Wirecard
Earns Processing +
In Urance Fap

= Usually a negative working capital business

= FT2015: Why positive WC?*

= Wirecard early years: some receivables are rather collaterals
= Wirecard later years: because of the MCA business

*Financial Times Alphaville, 23 July 2015, Wirecard: adjust your perspective (part 1),
26 November 2020, Bilanzanalyse, Matthias Meitner https:/ftalphaville.ft.com/2015/07/23/2131270/wirecard-adjust-your-perspective-part-1/
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Wirecard
Cash Taxes
, = low!
Consolidated Pre Tax Income
amazon / \
Due to aggressive tax optimisation Due to overstatement of earnings in the
Might be legally ok, but bears the risk of backfiring consolidated accounts
in future years via reactions of tax authorities Sign at least for aggressive consolidated accounting

... or a combination of both ...

Wirecard AG Adyen N.V.
2018 2017 2018 2017
weight Tax Rate Tax Rate
Germany 15% 27,025%  27,025% petherames  Lox 25,0% 25,0%
Other 85% 9.7% 14.8% Other 85% 26,9% 28,8%
Total® 100% | 12,30% 16,60% | Total* 100% | 2663%  28,26% |
* Wirecard information on average tax rates * Adyen info, adj. for "Innovation Box" effects

26 November 2020, Bilanzanalyse, Matthias Meitner



2015: Acquistion
b@ an bwvestiment
vehicle for ca. 35
mio Buros

2015 Wirecarol-
Acquistion from the
nvestment vehicle
for >=200 mio Euros

26 November 2020, Bil

Hermes | Ticket,
Star Global

Hermes | Ticket,
Star Global

Immediately
integrated into
,Payment
Processing & Risk
Management”

Use of Headroom2
in order to not
recognise any
impairments in
2015-2018

anzanalyse, Matthias Meitner
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Wirecard

The Headroom2 Effect

Combination

[—

Headroom

CGU1

CcGuU2

CGU3
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Wirecard
Revenue Recognition
Usually ONE single number Merchant

IFRS 15: Who is in the driver seat of the

transaction with the merchant?

Wirecard TPA
gross approach net approach

KPMG: Perhaps ,,other financial assets” /. Cost of Materials 3 _

26 November 2020, Bilanzanalyse, Matthias Meitner
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Wirecard

Cash In
Countries with
Capital Transfer
Restrictions

I'.-'":.CEEh in subsidiaries Cash used for

f without domination " ONgoInNg
| agreement ‘ S Operations

Cash E-'I.ijE'Et to ',."'II.I Prepaﬁrrment_
Repatriation //Cashin like Cash

Taxes Escrow
" Accounts

i
P

26 November 2020, Bilanzanalyse, Matthias Meitner
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Wirecard

EY ~ BaFin '

Building a better TIMES
working world

 Very difficult to « Forensic  Very difficult to * Brave behaviour
assess from an investigation report assess from an . _
external with a clear external But gfter the 2015 Working
perspective message perspective Capital article they got

stuffed with whistleblower

» The story about the « although it could information
cr;rgi?ilr?ga?i%?:rg:n Qlae \/a(erearllﬁi?rcml ){hbeeen * This should not shrink their
the Singapore bank information we performance but make
could break the have toda clear that it was not only an
neck IF true y analytical effort

26 November 2020, Bilanzanalyse, Matthias Meitner



Wirecard

Lessons:

* In most cases you cannot detect fraud as an external analyst (but
probably aggressive accounting)

* A bad corporate governance does not automatically mean that the
company is fraudulent, but fraud nearly always comes along with bad
CG (risk assessment)

* For investors the best way to deal with Wirecard-like cases: Stay
away if in doubt!

26 November 2020, Bilanzanalyse, Matthias Meitner
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Detecting Fraud

Frequency of First Digitsaccording to Benford's Law
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26 November 2020, Bilanzanalyse, Matthias Meitner
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Detecting Fraud

Frequency of First Digits in Steinhoff's Balance Sheet 2015-17
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-@- Actual Frequency -8 Expected Frequency (Benford's Law)

26 November 2020, Bilanzanalyse, Matthias Meitner
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Detecting Fraud

Enron Tax Rates (Currently Payable)

20,0%
15,0%
10,0%

5,0%

'D.ﬂ% — o -
1998 1959 2000

B [ncome before income taxes (mio USD, RHS)
B income Taxes (mio USD, payable currently, RHS)

== _3sh Income Tax Rate (LHS)

26 November 2020, Bilanzanalyse, Matthias Meitner
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Detecting Fraud

the vesting schaedules for awards granted to date are a= follows:

Tt el ddrmingy Ol ke GE 0w D BT
{0 © OOl Sl T i Timdets I yiara

T v Pedd wis g /) Fulll watling \
Awams made prior to 23 lanuzny 2007 FP +5% | 33% vests) / EP 5% \
fowands made on 24 Jlamiany 2007 P +7 5% {336 yect5) RPH20%
Awands made an or after 2 3 danuary 008 R 1050 (25%: vests) R 309

R+ 109 25% vest s for awards R & 25%: (for awards

up to H% of base sals up to W% of base salaryd
Awards made on or after 20 Jamuary 2010 P r_h” i r

| + 258 (for amy additional P+ 30%: (for awands

awands over 100% of base sslamy) up to 125% of base salary®

* P W anal of o e 12 5% 0T Da sadary W0% Wil W Tat BPY + 25%., with 1N aoaiiomad 25% vasling on a 5T

The following vesting schedule will

Total earnings per share growth per & nmwm
{not compounded) over three financial years

e B BpTaaR AP = 25%: P+ 3%

therefore apply for awards mad

Value of award that will vest

Less than 3% p.a.
3% p.a.
5% p.a.

(084
15% of base salary

25% of hase salary

<J0% p.a.

100% of base salary >

10% p.a. up to 12.5% p.a.

100% to 150% of base salary

26 November 2020, Bilanzanalyse, Matthias Meitner
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Valuation

Classification

Recognition,

26 November 2020, Bilanzanalyse, Matthias Meitner

Detecting Aggressive Accounting

Levers for
manipulation

N 4

Pushing up, Frontloading

Expenses

Pushing down,

hiding in assets,

backloading

Capitalization,
Valuation, D&A

Interaction

e Asset vs. Expense

® Revenue vs.
receivables vs.
cash flows

...-

Economic
Consequences

¢ Third Party R&D
expense cutting
vs. long-term
performance

¢ Prolongation of
useful lives vs.
replacement
capex and asset
performance
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Business
Modell

Some Models
are more
dependent on
estimates,
some less

Accounting

Projections

Both Accounting
& Guidance/
Management
Forecasts require
estimates
Finding out the
critical estimates

26 November 2020, Bilanzanalyse, Matthias Meitner

N 4

Detecting Aggressive Accounting

Check
typical
minefields

Basics of Financial
Statement
Analysis

Narratives-
Numbers
Consistency

Is the message in
the numbers
consistent with
the message in
the general
communication?

Governance

Incentives

The more
estimates are
needed the
more important
the governance
framework gets

Probabilistic
assessment of the
quality of the
accounting
Adjustments to
numbers
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Steepening (,,Take-or-Pay*

N 4

Fixed Costs

N

Flattening
(step-fixed costs)

,Normal Zone“

N\

require

/

Operating Margin

26 November 2020, Bilanzanalyse, Matthias Meitner

other minimum purchase

Revenues
ments)

— Flattening (variabilisation

of Fixed Costs)

copex, Marketing, RED?
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Hedging

HEDGING STRATEGY LUFTHANSA GROUP

Hedging level in % Hedge is built up over 18 months

m Hedge is held for & months

Overhedging

120
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?SBD
7 80
61b6 60
5?56 40
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q"”' 18 18 18 18 18 19 19 19 19 19 20 20 20
5
mm Hedge Dez 19 mmm Hedge Jan 20

2230 N2091B710BM41312N1M109 87 654321

Months before actual consumption

Source: Deutsche Lufthansa AG, AR 2019, S. 72.

‘ Revenue-side: FX-hedging

‘ Sourcing-side: FX- and commodity hedging

26 November 2020, Bilanzanalyse, Matthias Meitner

s Hedge Feb 20

Hedge Mrz 20 . Hedge Apr 20 m Hedge Mai 20

e Consumption Kerosene
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Estimates and Surprises in Ryanair's Q1/21
Reporting (mio Euros)

m B

Consensus Est.
Revenues

Actual Revenues

i

Consensus Est. Net
Loss

Actual Net Loss

N 4

Little ,,Simplifications” become material...

250
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Sep 14 —
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Revenue per Passenger

|

Sep 15 ——
Sep 16 m—

Dec 16
Mar 17

Sep 17 —
Sep 18 —
Sep 19 m—
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Dec 15
Mar 16
Jun 16
Jun17
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Mar 18
Dec 18
Mar 19

Jun 19

Jun20

M Ryanair B Wizz

,Exceptional items in the year ended March 31, 2012 relates to a one-off release of ticket sales revenue of €57.8 million,
net of tax, due to a change in accounting estimates relating to the timing of revenue recognition for unused passenger

tickets which were made as a result of the availability of more accurate and timely data obtained through system
enhancements.” (Source: Ryanair AR 2012, p. 10).

26 November 2020, Bilanzanalyse, Matthias Meitner

~

Down to € weeks detag, still valtd toomwl
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Inventories and hidden fixed costs

IAS 2.10

cost of inventory should include all:

= costs of purchase (including taxes,
transport, and handling) net of trade
discounts received

= costs of conversion (including variable
and fixed manufacturing overheads) and

= other costs incurred in bringing the
inventories to their present location and
condition

26 November 2020, Bilanzanalyse, Matthias Meitner

Dealing with ,,Overheads” when
valuing inventories in 2020

Inventury PR
Measurement
1) Asset
Overhead
Q2/20 Q3/20 Q4/20 Q1/21 Q2/21
Inventory TN
without 1!
| I '\‘\\ K
Overhead L_! Higher future COGS

2) Expense

Q2/20 Q3/20 Q4/20 Q1/21 Q2/21

SO = I
without 2
Overhead d Immediate Big Expense

18



‘¢
Loss Reluctance vs. Big Bath

Goodwill = Too little too late vs. value relevance
Impairments = Debt covenant breaches?
= Dividend payments?
Bad Debts = |FRS 9: anticipated losses as a basis for measurement (no ,,gone bad“ accounting anymore)
(Receivables) =  Simplified as compared to Banks’ IFRS 9 accounting

= Credit losses are recorded as an expense
= Sustainability of credit losses?

FV accounting = |FRS 9: Tricky issue (take care, markets are still at high levels)
= Mark-to-Market, Mark-to-Comparable, Mark-to-Model

26 November 2020, Bilanzanalyse, Matthias Meitner
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IASB‘s General Presentation and Disclosure Project

Revenue 347,000

Other income 3,800

Changes in inventories of finished goods and work in progress 3,000

Raw materials used (146,000) .
Employee benefits (107,000) Operating
Depreciation (37,000)

Amortisation (12,500)

Professional fees and other expenses (10,030)

Operating profit 41,270

Integra
/ Share of profit or loss of integral associates and joint ventures (600)  associates and
— joint venture —

Operating profit and income and expenses from integral associates and joint ventures 40,670

Share of profit or loss of non-integral associates and joint ventures 3,380 .
o ) Investing
Dividend income 3,550
’ Profit before financing and income tax 47,600
Expenses from financing activities (3,800) : .
- . L . Financing
Unwinding of discount on pension liabilities and provisions (3,000)
Profit before tax 40,800
Income tax (7,200)
Profit for the year 33,600

26 November 2020, Bilanzanalyse, Matthias Meitner
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IASB‘s General Presentation and Disclosure Project

ﬂ _ Multiple
EBIT

26 November 2020, Bilanzanalyse, Matthias Meitn

Financial Result

e el
- -
-

—————————————————— oNe s
§ W s
N SO e Operating
g ~ C/ - = >¥ -
o i Profit
Net Taxes Liabilities Cash
Income Interest Interest
Expenses Income
. . -
. Enterprise
Value
Equity Value Interest Cash
Value bearing Liabilities
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IASB‘s General Presentation and Disclosure Project

ﬂ _ Multiple
EBIT

Financial Result

-——
e —_—
-

-

Net Taxes Liabilities Cash Income from Income from

Income Interest Interest Financial Associates

Expenses Income Instruments and JV
””””””” |
[

Equity Value Interest Cash Value Value

26 November 2020, Bilanzanalyse, Matthias Meit Value bearing Liabilities Financial Associates
Instruments and JV

_ Operating
Profit

‘__ Enterprise
Value
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IASB‘s General Presentation and Disclosure Project

ﬂ _ Multiple
EBIT

26 November 2020, Bilanzanalyse, Matthias Meit

Add:
Proportional
income taxes
of associates
_______ - and Vs :
______ [ . —-
| . | Add:
Add back: P“I’,P‘;’,It,'O“a'
Income from _'i ”t\; .
associates Interes o Operatlng
and IV expensesof .
associates Profit
and Vs
Net Income  1axes Liabilities Cash Income  Incomefrom
Interest Interest From Financial associates
Expenses Income  Instruments and ]V
- T
|
T Add:
Add back: Proportional
Value value interest oo .
associates bearing Enterprlse
and v liabilities of
associates Value
and Vs
Equity Value Interest Cash Value Value
hearing Liahilities
Value

Financial associates

Instruments andJv
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26 November 2020, Bilanzanalyse, Matthias Meitner

= Kontakt:
Prof. Dr. Matthias Meitner, CFA
VALUESQUE
mm@valuesque.com
Tel. 0179-5943746

= Website:
https://valuesque.com

= Link zum Blog (valuation, Accounting, Corona):
https://valuesque.com/aktuelles/
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