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Wirecard AG: Red Flag Alert
Recommendation: Short

Price: €30.1 | Price Target: €15.3 | Forecast Return: 49%
Market Cap: €3.7bn | Valuation Metric: 2016E Normalised FCF (adj. for medium-term customer financing)
Current Multiple: 49x | Target Multiple: 25x

e Wirecard is a leading player in a fast-growing market which is likely to commoditise in coming years, putting pressure
on revenue growth and margins.

e The income statement does not reflect the full cash economics of the business. FCF is negative if adjustments are
made for capitalisations (i.e. operating expenses), sales partner financing (i.e. working capital) and acquisitions (i.e.
growth capex).

e Management's focus on EBITDA as the key business KPI ignores key costs of growing the business (namely capitalised
R&D, capital investment and partner financing). Management's variable compensation is based solely on share price
performance, which always concerns us as investors.

e Valuation is at a significant premium to market, peers and recently announced comparable transactions.

Low Barriers to Entry

Wirecard is a European-based electronic payments processing company. It has four main activities:

e Payment processing and risk management of electronic payments;
e Credit card acquiring, providing acceptance of transactions through Wirecard Bank AG;
e Issuing credit cards and prepaid cards; and

e  Call centre activities.

Wirecard sits in the middle of the supply chain. Visa and Mastercard are the main upstream suppliers, and looking

downstream the customers are e-commerce businesses (primarily within the travel, consumer and digital goods sectors).

e As customers grow, they receive volume discounts. This is evidenced by 90%+ of Wirecard’'s customers by number
(source: Bloomberg Q4’11 conference call transcript) being in the consumer sector, driving a revenue share from
consumer which is higher than the transactional €bn volume share (43% Q1'14) due to better pricing dynamics for
smaller merchants.

e The opposite is seen in travel (23% volume share Q1'14) and digital goods (34% volume share Q1'14) where the
merchants tend to be of greater scale (e.g. airlines and major online leisure operators) leading to greater customer
concentration and therefore they pay less as a percentage of a transaction.

e The main differentiation that Wirecard, as a European market leader, ultimately has is with regards to additional services
such as risk management which it can provide to a merchant/acquirer and that it is also has a bank which allows it to

be an acquirer. Ultimately these businesses should become less of an advantage as technologies mature and due to
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the principal membership agreements for merchant acquiring which MasterCard Europe and Visa Europe are signing

with payment processors (e.g. Optimal Payments in January 2014).

e Visa and Mastercard are in the strongest position in the chain and have the strongest pricing power.
e We note how competitive the industry is. As an example, Demandware, a provider of enterprise cloud commerce
solutions, lists over 170 partners on its website (see here), of which a large number are payment related providers (e.g.

Accertify, Bongo, Boom! Payments, Optimal Payments, PayOne, Skrill, Verifone, WorldPay).
There is some evidence of pricing pressure in some areas of the payment processing market.

e  Sage reported pricing pressure in its US payments business in Q2'14 (calendar year).

o  Whilst Wirecard is not active in the same US market as Sage (it services from our analysis higher-risk customers such
as an airline, and is an acquirer whereas Sage is simply a processor using other acquirers such as BMO, Wells Fargo
and Chase Paymentech) we see little defence to gross margin pressure if this trend was to become prevalent in Europe

and there is pressure on the commission rate of the transaction.

We estimate the payment piece of the chain takes 1.5% to 3.0% of the total value of the online transaction, with the largest
share going to Visa and Mastercard (usually 0.7%, source: WorldLine 2013 Registration Document). For reference,
Wirecard's total revenue (Q1'14) is 1.7% of processed volumes — excluding recently-acquired businesses such as Newcastle
Building Society’s cards business and many, if not all, the Asian businesses which operate different business models would

yield a revenue over processed volumes number of 2.0% to 2.2%, in line with what Wirecard reported historically.

Sector Margins

35.0%
2011 m2012 m2013 m2014E
30.0%
25.0%
20.0%

15.0%

EBITDA Margin (%)

10.0%

5.0%

0.0%

Ogone (pre- GlobalCollect Ingenico Optimal Payments Verifone Wirecard WorldLine
acquisition)
Acquired Companies Listed Players

Source: Company Filings, Bloomberg Consensus Data for estimates

Acquisitions based on data in deal announcements.

TheAnalyst.co.uk


http://www.investegate.co.uk/optimal-payments-plc--opay-/rns/principal-memberships-with-mastercard-and-visa/201401090700122298X/
http://www.demandware.com/partners/link-technology-partners/
http://www.theanalyst.co.uk/company/178

24" July 2014
1

Sector Valuations

We are concerned by inflated valuations across the payments sector, in particular with regards to mobile payments — both

in the listed world and the implied valuations of funding rounds of start-ups.

The mobile sector is clearly disruptive, but we do not see businesses in the middle of the supply chain generating above
average levels of profitability long-term. Wirecard is also making significant investments in mobile to support many players,
mainly MNQOs, which is depressing profitability and, more importantly, FCF as much of the development is capitalised. Our

view is that mobile will not lead to superior incremental returns on sales and capital for Wirecard.

e Monitise, which is yet to make a pre-tax profit, has changed its business model a number of times, has raised a
significant amount of equity and has pushed its strategic targets out to FY'18.
e Square, a US payments processor with some overlap to Wirecard in terms of enabling mobile and tablet devices,

achieved a valuation at its last funding round of $5bn (Source: Financial Times, 14.01.14).

We see the ultimate winners in the payments world as Visa and MasterCard where the pricing power and moats around the
businesses are significant. Mobile wallets may provide some competition here, but they are still often utilising Mastercard
and Visa infrastructure packaged as a wallet, meaning the economics for mobile are not particularly different for Wirecard

which still takes its acquiring and processing fees of these transactions.

Wirecard is rated at premium multiples to Visa and MasterCard as shown below, yet the economics of the business is worse
in terms of margins and cash conversion. They are also less dominant in their industry segment, with smaller technology

moats around their business.

Comparative sector P/E valuations — EU Payments vs. AMEX, V and MA
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e  Wirecard’'s key competitors in Europe have historically been Worldpay, Ogone and GlobalCollect which have now been
acquired or are in exclusive discussions about being acquired.

o Worldpay was sold by RBS in the summer of 2010 to Advent/Bain Capital for an EV of £2.025bn. Worldpay
generated an operating profit of £249 in FY'09 implying an EV/EBIT multiple of 8.1x.

o Ogone was bought by Ingenico in 2013 for an EV of €360m from Summit Partners. This implied a valuation
of 8.6x EV/Sales and 28.5x EV/EBITDA (based on 30% EBITDA margin)

o GlobalCollect is currently in exclusive discussions to be acquired by Ingenico Payment Services for €820m.
This implies EV/Sales and EV/EBITDA valuations of 2.7x and 16.4x respectively.

o In addition, Optimal Payments acquired Meritus Payment Solutions, a payments platform provider for US
based merchants, for EV/Sales and EV/EBITDA of 2.8x and 16.2x respectively in July 2014.

Wirecard trades at a premium to the most recent two announced transactions. We do not think a listed equity should

trade at a premium valuation to a change of control transaction.

Recent transactions in online payments
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EBITDA Management and Share Price Compensation
Management’s primary financial target is EBITDA and EBITDA growth (as shown in the extract from the annual report below).

This is not uncommon (Gemalto and Ingenico guide to either absolute EBITDA or EBITDA margin targets), but it ignores

many of the real costs of the business as we detail below.

Focus on EBITDA

3. CORPORATE MANAGEMENT, OBJECTIVES
AND STRATEGY

3.1. Financial and non-financial targets

A key objective is to maintain our innovation and technology leadership through the early
identification and active structuring of significant market trends. A high level of product and
service quality forms the foundation for sustained, long-term customer relationships, and

consequently ranks among our key corporate targets.

EBITDA comprises Wirecard AG's central operating financial performance indicator.

EBITDA of between EUR 160 million and EUR 175 million will be generated in the current fiscal year.
This forecast is based on dynamic growth of the e-commerce market and constant acquisition of
new customers, cross-selling effects with existing customers, and earnings contributions from
acquisitions realised in the previous year. As the result of the continuously rising number of custom-
er relationships and growing transaction volumes, we expect further economies of scale from our
transaction-oriented business model, and substantial synergies with our banking services and from
cross-selling effects.

Source: Wirecard 2013 Annual Report, page 60. Emphasis The Analyst.

Management’s variable remuneration, both annual and long-term, is entirely based on share price performance (as shown
in the extract from the annual report below). This is a double-edged sword: it does mean that management's interests are
aligned with those of shareholders, but it also creates the temptation towards short-term management of guidance,
expectations and published P&L numbers (the primary focus of most in the investment community), at the risk of

sustainability and cash-flows.
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Management’s annual bonus and long-term variable remuneration are based on Wirecard’s share

price

Remuneration in 2013 comprised the following components: (1) fixed annual remuneration, (2)
an annual bonus (Variable Remuneration 1), which is calculated based on Wirecard AG's share

price performance, (3) Iong—term variable remuneration (Variable Remuneration Il), which is

linked to the multi-year performance of Wirecard AG's share price and (4) a fixed amount as a

contribution to retirement benefits. In addition, it is possible for the members of the Management
Board to receive the following performance-related remuneration if certain conditions are fulfilled:
(5) an extraordinary bonus for sustained and particularly extraordinary performance by the
Management Board, (6) a special bonus for retirement benefits (Mr. Burkhard Ley only) and (7) a
special bonus in the event of a change of control for the benefit of members of the Management
Board and employees. In addition, no non-cash perquisites and other benefits in kind exist, such
as private use of a company car and refund of expenses, including business-related travel and
entertainment costs.

Source: Wirecard 2013 Annual Report, page 22. Emphasis The Analyst.

Income Statement Excludes Many Cash Flow Items

The exhibit below shows Wirecard'’s cash flow statement from the 2013 annual report.
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2013 Annual Report Cash Flow Statement

Consolidated cash flow statement

in kEUR Notes 01.04.2013 - 34.12.2013 |04.01.2042- 34.12.2012
Earnings after interest and tax (5.) 82,729 73,297
Financial result 4223 2,446
Income tax expenses 11,585 17,839
Gain/loss from disposal of non-current assets 63 -49
Amortisation/depreciation 27,410 15,649
Change from currency exchange-rate differences 3122 966
Change in inventories - 2544 1,064
Change in trade and other receivables - 64,921 - 33,926
Change in trade payables 70,394 51,605
Change in other assets and liabilities 8,058 - 21,477
Met cash outflow ansing from income taxes -13,349 - 11,608
Interest paid excluding interest on loans -172 -313
Interest received 492 199
Cash flow from operating activities 127,404 95,690
Cash outflows for investments in intangible assets and property, plant

and equipment - 561,326 - 50,544
Cagh inflows from sale of intangible assets and property, plant and

equipment 9 i}
Cash outflows for investments in financial assets and interest-bearing

securities - 83,308 - 39,671
Cash outflows for acquisition of companies less acquired cash (1.1.,6.) - 27,569 - 39,276
Cash flow from investing activities (6.2.) - 162,184 - 129,491
Cash outflows for previous years' acquisitions of companies -10,044 -1,932
Drawdown/redemption of lease habilities - 3,847 228
Cagh inflows from issuing of shares 1,367 141,152
Cash outflows for expenses from issuing of shares b} - 2202
Cash inflows from drawing down of financial liabilities 140,000 53,531
Cash outflows for expenses for drawing down of financial liabilities -2534 - 506
Cash outflows for repayment of financial habilities - 2,500 - 45,024
Dividends paid - 12,341 - 11,198
Interest paid on loans and finance leases - 2908 - 1,654
Cash flow from financing activities (6.3.) 107,184 132,395
Met change in cash and cash equivalents 72101 93,595
Exchange-rate-related changes to cash and cash equivalents - 724 - 808
Cash and cash equivalents at start of period 230,696 144,910
Cash and cash equivalents at end of period (6.4.) 314,073 239,696

Source: Wirecard 2013 Annual Report, page 134. Emphasis The Analyst.
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We highlight the following:

1. Capitalisation of internally-generated intangible assets and customer relationships relative to the associated
amortisation charge. The adjustment to be made is €29m (€50m of additions against €21m amortisation, equivalent
to ~6% of 2013 revenue) if fully adjusting for Asian customer relationship payments completed post acquisition or
€21m if acquisition-related expenditure (defined by us as Customer Relationship intangible) is excluded from the net

capitalisation benefit to the income statement, equivalent to 4.4% of sales.

Wirecard amortises customer relationships from cost value on a straight-line basis of useful lives of 10 or 20 years
(Source: 2013 Annual report), internally-generated software for payment platform and “Mobile Payment” projects over
10 years (Source: Q1’14 report), straight-line basis and purchased software is amortised on a straight-line basis, over

three to 10 years (Source: Q1’14 Report).

e Optimal Payments, a close peer, amortises intangible intellectual property on a straight-line basis over three to
five years and website and platform development costs over useful life using declining balance method at 30%.

e Ingenico amortises capitalised development costs over three to seven years, licences over three years, customer
relationships over five to 14 years and other intangible assets over five years.

e Monitise amortises customer contracts over seven to eight years, purchase software licences over one to five
years, intellectual property over seven years, acquired licences over seven years, acquired technology over four

to six years and capitalised development costs of three to four years.

Capitalisation of intangibles benefited income statement between 4.4% and 6.0% in FY'13 vs. fully expensing

Intangible Assets (€m) FY'll FY'12 FY'13
Addition due to first-time consolidation (“M&A Impact”) 45 57 39
Additions 24 46 50
o/w Customer Relationships 12 32 17
Charge -8 -13 -21
o/w Customer Relationships -2 -6 -10
Net Benefit (ex M&A impact) 16 33 29
% of revenue 5.0% 8.5% 6.0%
Net Benefit (ex M&A impact and excluding Asia Customer Relationships cap’d post
acquisition) 7 7 21
% of revenue 2.0% 1.8% 4.4%
Net Benefit (incl. M&A as growth capex) 61 91 68

N.B. Analysis based on intangible assets of Goodwill, Internally-generated intangible assets and Customer relationships.

Source: The Analyst Analysis of 2012 and 2013 Wirecard Annual Reports.

2. ‘Cash outflows for investments in financial assets and interest-bearing securities,” which amounted to €39.7m (2012)
and €83.3m (2013). The exhibit below shows the split in further detail. Our main concern is around the ‘Medium-term
financing-arrangements i.e. with sales partners’ which appears to be the extension of loans/financing to affiliates for

funding purposes, who in turn generate traffic and revenue for Wirecard.
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There is little detail on this item in the annual reports (2012 and 2013) looking at the economics of the transaction.

The Q1’2012 transcript (Source: Bloomberg) did give an overview of the sales partners process and how it works.

Question:

“And the other question | have is more detail, in your cash flow statement, you say €7.5 million investment for medium-

term financing agreement with a sales partner, may be you can give us a bit of background information here.”

Answer (CFO Burkhard Ley):

“7.5 million are related to the growth in Asia and distribution partner arrangement making it possible that via
distribution partner, the growth with regard to classical B2B business can be accelerated in Asia and the payback of
that, of course, is directly linked to the cash flow of the customer transaction volume covered by Wirecard Group, that's

the figure you asked for in.”

Follow-up question:

“Yeah, sorry to interrupt you. Did | miss that? So, you've paid €7.5 million to a distribution partner, and he has to

deliver on bringing new business and then he can keep the money, otherwise he has to pay back?”

Answer (CFO Burkhard Ley):

“He has to pay back with the cash flows of the customers”

“He as a distribution partner brings to our platform”

“That’s a typical arrangement we have in those areas where you see potential to grow faster with distribution partners.
You know from the past, we always have a mix between direct approach and indirect approach to customers and that’s

a typical example to this indirect approach.

We are currently investigating this number further, but at a minimum on our model it needs to be treated as working
capital and taken out of adjusted operating (which it is not by management) and free cash flow. The cumulative
investment in this area of €36m also needs to be looked at in the context of the Other Countries (ex Europe, ex Germany)
segment revenue of €140m and EBITDA of €40m in 2013.
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2012 Cash flow from investing activities

Substantial cash outflows for investments

MEA transactions and acquisition of customer relationships 106,078
Internally generated intangible assets 10,260
Medium-term financing-agreements with sales partners 7,600
Other intangible assets (software) 4,293
Property, plant and equipment 3,202

Source: Wirecard 2012 Annual Report, page 194. Emphasis The Analyst.

2013 Cash flow from investing activities

Substantial cash outflows for investments

in kEUR 2013
Strategic transactions/M&A &2,559
Customer relationships 17,472
Internally-generated intangible assets 20,727
Medium-term financing-agreements i.e. with sales partners 28,308
(Other intangible assets (software) 10,169
Property, plant and equipment 2,949

Source: Wirecard 2013 Annual Report, page 201. Emphasis The Analyst.

3. We view M&A expenditure as accelerated growth capex. Wirecard is rapidly acquiring front-end businesses across Asia
to acquire customer relationships. In turn, the company can then sell-in and cross-fertilise these acquired companies
with their technology, products and solutions. However, the business acquired are small by nature (recent M&A deals
EBITDA guidance from deal press releases is PT Aprisma €6.5m, PaymentLink €2.5m, Trans Infotech €2.5m) and are
bringing network and scale to the business, rather than technology. Of the combined asset sides of the balance sheets
of these three transactions 67% was for customer relationships and only 6% was derived from other non-current

intangible assets (i.e. intangibles which are not goodwill or customer relationships).

The acquisition spend is significant and seems to be ongoing, so for our model we would tentatively classify this as

growth capex and adjust the net investments and deferred considerations for cash flow calculations.
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Wirecard Cumulative CF Statement — FY’07 to Q1’14

CF (Wirecard Adjusted) (€m) FY'07 FY'08 FY’'09 FY'10 FY'll FY'l2 FY'13 Q1'14 Cumulative
Operating Profit (IFRS) 33 49 57 67 76 94 99 26 500
Gains/loss from disposal of NCA 0 0 0] 0] 0 0 0 0 0
D+A 2 3 4 6 8 16 27 9 76
+/- from currency exchange rate differences 0 -2 0 0 0 0 -1 0 -3
+/-in WK -5 -3 12 -6 -8 -3 -9 -8 -31
Operating Cash Flow 30 48 73 67 76 | 105 | 116 | 27 542
Tax -3 -6 -4 -6 -15 | -10 -8 -2 -55
Net Interest 0 0 1 0] 0 0 0 0 0
Cash flow from operating activities (Adjusted) 27 41 70 61 61 95 107 25 487
% of IFRS Cash flow from operating activities 28% | 100% | 105% | -258% | 134% | 99% | 85% |-182% 112%
Capex, Net -19 | -13 | -13 | 24 | -37 | -b1 | 51 | -12 -221
Equity FCF (Adjusted) 8 29 57 36 24 44 56 12 267
as % of net income 27% 67% | 126% | 67% 39% | 61% | 68% 58% 65%
Medium term financing agreements 0 0 0] 0 0 -8 -28 0 -36
i.e. with sales partners

M&A, Net 0 -23 0 0 21 | 41 | -38 | -41 -164
FCF post M&A and customer financing 8 5 57 36 3 -4 -10 -29 67

Source: The Analyst’s analysis of Wirecard Annual Reports

Taking these three items (capex, medium-term financing and M&A) and deducting from the ‘Cash flow from operating
activities (adjusted)’ of €95m (2012) and €107m (2013), implies Wirecard is a cash flow negative business currently as

the LTM FCF, post M&A and medium-term customer financing, is an outflow of €33m.

There is nothing wrong with growing through acquisitions, and indeed many of our favourite long ideas have acquisitions
built into the investment thesis (ASSA ABLQY, Arcadis) but Wirecard has diluted equity holders in both Q1'12 and Q1'14,

raising close to €500m of equity, despite as we show above being cumulatively FCF positive since FY'O7 even after taking

into account M&A and medium-tern financing. Clearly the ramp-up of investment has accelerated over the past three years

which may explain the need for the equity raise.

Estimates Assume Acceleration of Organic Growth

According to Bloomberg, consensus forecasts have:

e  Revenue growth of 19% for FY'15 and 20% for FY'16. This could already be factoring-in some acquisitions given trend
organic growth has been 17-19% in recent years, or simply assuming that mobile accelerates growth.

e EBITDA margins expanding from 26% in FY'11 to 29%-30% by FY'16.

e EPS growing ata 2013 to 2016E CAGR of 26%.

Overall, we see the risk of upside to estimates from an organic basis as relatively low. Consensus estimates for FY'14 have

been coming down in recent weeks, according to Bloomberg.

11
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Consensus Revenue and EBITDA Margin forecasts imply either accelerating organic growth or are

already factoring in upside from utilising acquisition war chest.
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Source: Bloomberg, Wirecard (Historical Data)

Risks to Shorting/Selling Wirecard

e The market in Europe is growing at least 10-12%+, and is growing more rapidly in Asia. Wirecard are outpacing this
growth organically and can also add on the M&A (last reported sales growth of +25% in Q1, of which 19% was organic).
This appears to be a growth company in a growth industry that investors are happy to pay premium multiples for.

e Wirecard has recently raised a war chest for M&A which could drive estimates upwards. Management raised equity in
Q1’14 and has a significant war chest to invest in growth opportunities in the coming one to three years. Recent deal
multiples for Wirecard have been for EV/EBITDA of 10x to 13.5x which would imply the potential for €52m to €70m
of EBITDA to be added to the group through M&A. For reference, 2014E EBITDA guidance is €160m to €175m.

o Management is heavily incentivised on share price performance. Therefore, there is an EBITDA guidance and growth
machine in place, and as long as investors (both buy-side and sell-side) remain focussed only on growth momentum
and EBITDA guidance, the share price can rise. Without due attention to realistic valuation levels, the cash economics
of the business and discounts appropriate for the risk factors discussed in this note, there may still be momentum
behind the share price.

e Wirecard has global presence and a large suite of self-developed products and solutions. The capitalisation of €220m
of customer relationships, the sales network, European banking license and thematic backdrop may appeal to an
acquirer. That said, the special bonus clause in management compensation only accounts for a valuation up to €2bn,

whereas the shares today are valued at €3.8bn. We feel a premium to this number would be unwarranted and completely
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out-of-line with other transactions in this space. Technology is changing rapidly, with an uncertain competitive

landscape in the coming years.

Valuation Thoughts

For valuation purposes on earnings, we note the following points:

e  We would adjust the reported EBIT margin of 20% to 21% by 4% to 6% to reflect the cash impact of the intangible
capitalisation where the cash impact is not being fully reflected in the income statement.

o We also believe that as the industry matures that margins should trend down as merchants become larger.

e Ultimately, Wirecard on a cash EBIT basis could be a 10% to 15% margin business. We get there by the following
calculation:

o Q1 operating profit margin of 21%.

o Adjusted for capitalisation benefits to the income statement of 4% to 6%.

o Balance margin of 15% to 17%.

o Adjust for some pressure in the industry on pricing as industry growth slows; we assume this is a further 2%
to 5%.

o This leaves us at a balance of 10% to 15% for the industry to earn on a cash basis

o We note that peer GlobalCollect recently disclosed (source: Ingenico exclusive negotiations press release 02.07.14)
2013 gross revenue of €305m, net revenue of €111m (we assume this is equal to Wirecard's gross profit) and adjusted
EBITDA of €50m — a gross margin of 36.4% and 16.4% EBITDA margin vs. Wirecard at 42.9% and 27.8% respectively.
Adjusting this for our estimate of likely depreciation and amortisation to sales of 1% to 3% of sales (Wirecard was
7.0% in Q1'14) and we show the margin for one of Wirecard's close peers is already trading in our long-term assessment
of what the industry should be earning on a cash basis of between 10% to 15%.

e The GlobalCollect deal is priced at 16.4x 2013 EV/EBITDA based on numbers which are now seven months out of date
and we estimate that the GlobalCollect business is likely to be growing at 10% to 20%. This would imply a forward
purchase EV/EBITDA multiple for:

o 2014E-13.7xto 14.9x

o 2015E-11.4xto 13.6x

o 2016E-9.5xt012.3x
We note that Wirecard trades at the following consensus EV/EBITDA multiples (Source: Bloomberg):

o 2014E -18.0x

o 2015E -14.7x

o 2016E-12.0x
We see no reason why Wirecard’s current equity should be valued at or at a premium to a change of control premium
multiple and, as we have already shown earlier in this note, consensus estimates appear to be already factoring-in
either/a combination of: (i) accelerating organic growth; (ii) increase in mobile profitability driving up EBITDA margins;

and (iii) acquisitions.
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For the basis of our price target, we have attempted to look at the steady-state free cash flow of the Wirecard business.

e  QOver the last 12 months, Wirecard has generated:
o €120m of adjusted cash flow from operating activities;
o Invested €28m in medium-term customer financing; and
o Invested €47m in capital investment.
Effectively this is €44m of normalised FCF as we would define it.
e |f we then assume,
o Wirecard can grow this normalised FCF at 18% in line with 12% market growth and 50% market
outperformance; and
o 5% growth for M&A already achieved in FY'14.
We achieve 2016E FCF €76m or €0.61 per share of free cash flow.

At the current valuation, this implies a price to normalised FCF multiple of 49x. We would be willing to pay 20x to 30x for
a high growth e-commerce business given we recognise it is a high growth asset. For reference, Mastercard and Visa sit on

2016E FCF multiples based on Bloomberg data of 17.2x and 19.6x respectively.

e Paying 20x to 30x for our normalised FCF definition of Wirecard implies equity fair value of €12.2 to €18.3. We pick
€15.3 — or 25x our normalised 2016E FCF. We note that this is still at a premium to Visa and Mastercard so could still
be overvaluing Wirecard relative to other industry players.

e If we exclude the medium-term financing and grow the FCF (i.e. adjusted cash flow from operating activities less capital
investment) driving a base LTM number of €73m then growing that as above, at 20x to 30x FCF multiple, we get to
share prices of €20.2 to €30.4 per share i.e. little, if any, upside from today’s current share price (€30.1). To achieve

material upside, one has to believe that the acquisitions which Wirecard makes are significantly FCF accretive.

Conclusion

We think the payments industry is very competitive and that the valuations of payments businesses have similar valuation

characteristics to prior trends in growth areas such as solar, telematics and wind in the past.

On balance, we feel an equity valuation of half the current share price (€15.3 — 25x normalised 2016E FCF) is more
appropriate for this business, and believe we have enough conviction with the concerns raised in this note to issue a Short

recommendation on the stock and highlight the following areas for further exploration:

1. Extension of medium-term financing to customers in Asia and how recurring items of this kind are going to be in the

cash flow statement.

2. Use of affiliate and partner networks for traffic generation.

3. History and quality of the acquired Asian businesses relative to the Wirecard Group.
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4. Verification of customer and partner references and exploration of Wirecard’'s market presence, particularly in Asian

markets, where we think further capital is likely to be deployed in coming quarters.

In addition, we are looking again at Gemalto and refer clients back to our notes highlighting the commodity nature of much
of their business, the excessive valuation of the equity and the ongoing poor free cash conversion. We are overdue an update

on Gemalto and are working hard to reinstate coverage on this stock.
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