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Introduction 

Since FY’10, Wirecard has accelerated revenue growth from +20% (FY’10-FY’13) and +30% (FY’14-FY’16), to +40% (FY’17e). 

However, this revenue acceleration required a massive consumption of capital, and Wirecard has not generated any cash flow 

(after M&A) during this entire period. Wirecard burns cash to deliver perfect revenue and EBITDA growth to the stock market. 

Wirecard has spent at least €1 of capital for €1 of revenue, and it is a highly capital-intensive business. This means the EBITDA 

margin overstates the returns of the business, and EBITDA is a really bad way to measure the economics. Wirecard may 

require additional debt and/or equity funding to meet targets assuming the current rate of capital consumption continues. 

Key Points: 

• 30-40% of revenue is invested in capex, M&A, working capital, customer relationships, trade receivables (non-transitory),

medium-term financing and/or FinTech loans (compared to EBITDA margins of 30%).

• At least €1 has been spent, to drive €1 of revenue (e.g. €306m spending in 2015 drove €257m revenue growth in 2016,

€388m spending in 2016 will drive €368m revenue growth in 2017).

• Cash must always be spent on capex, M&A, working capital and FinTech business to maintain current growth rates and

win business. Cash goes out before the business comes in – a legitimate business strategy, but one which explains the

capital consumption, the growth, and the large debt burden.

04 October 2017 16:00 

Wirecard: The Death of Fundamental Accounting 
Shorts or Peak Euphoria? 
SHORT @ €79 

Wirecard – View All Notes and Models 

Analyst:  Mark Hiley 

Recommendation: Short (No Change) 

Price: €79 Market Cap:  €9.8bn Ticker:  WDI GY 

3m Average Daily Volume (USD): $62.3m 2 Year Price Target: €30 Forecast Return: 62% 

Valuation Metric: FY’20 Price/FCF Current Multiple: 20x Consensus Target Multiple: 15x The Analyst Adjusted 

Investment Thesis 

• Given the spending needs, investors are unlikely to recover €11bn of cash flows from the company (€10bn market

cap and €1bn debt). In fact, they may need to keep giving the company equity and debt.

• The high ‘take-rate’ on the processed payment volumes and the growth could be explained by the use of the

balance sheet to pre-fund customers and partners in the ecosystem, which is not captured in the free cash flow

definition. Using your own balance sheet to drive growth is a smart commercial tactic, but may prove

unsustainable and is not captured in the free cash flow statements.

• Real free cash flow available to the company is 54% (on average FY’10-H1’17) of the published free cash flow and

explains our previous concerns; that the presence of the company is difficult to measure and discover in

fundamental research, that the company pays low cash taxes, and that they have raised €975m of gross debt

whilst free cash + equity could have been used to fund the business.

• Returns have halved in the last five years due to rising capital intensity, whilst the stock trades on 6.5x book value,

with a 12% return on equity. Unlike the consensus, we believe there is a valuation limit on this stock despite the

‘bubble characteristics’ currently in play.

• Pre-M&A and increases in transitory receivables (post increases in FinTech receivables), Wirecard could generate

€270m of free cash flow in 2020. We assume more equity is raised and the debt burden will not decline in the

near-term. Applying a 15x multiple (undiscounted) to these cash flows gives us a price target of €30, well over

60% downside.

SAMPLE
 R

ESEARCH 

CONFID
ENTIAL I

NFORMATIO
N 

THE ANALY
ST R

ESEARCH LL
P

http://www.theanalyst.co.uk/
http://www.theanalyst.co.uk/connect/company/wirecard
http://www.theanalyst.co.uk/


04 October 2017 

TheAnalyst.co.uk 2 

• A further €1.3bn may be spent by 2020 to hit the €2.5bn revenue target, assuming continuation of these trends.  

• Even on 20-25% annual growth in adjusted free cash flows, there may be still a funding gap, considering the increase in 

FinTech loans, capex and likely M&A spend in the coming years.  

Exhibit 1: €1 of Capital Spending generates €1 of Revenue Growth 

 

Source: Company Financials, The Analyst and Consensus Estimates 

NB: Consensus revenue estimates (FY’17-FY’19), company guidance (FY’20 revenue), capital outflow forecast based on 100% 

of revenue growth in subsequent year, assume €20m annual working capital consumption, assume H2’17 fintech loans in-line 

with H1’17 then €100m p.a.), no more medium-term financing, M&A is balancing item for capital spend forecasts, €110m due 

on existing acquisitions spread evenly H2’17 and FY’18. 

• The company now spends 7% of revenue on the three capex accounting items; investment in property, plant and 

equipment, investment in intangible assets (internally-generated), and investment in other intangible assets (software). 

We should also consider the historic capital outflows for medium-term financing with sales partners, which was disclosed 

in the footnotes as additional cash outlays in previous years.  

• Wirecard spends less capex, as measured in euros, than the peer group. With this spend, they manage to achieve the 

highest growth rates, and high margins. This is difficult to explain without looking at the capital spending elsewhere in the 

cash-flow and balance sheet statements. 

Exhibit 2: Relative levels of capital spending and growth 

 

Source: Company Financials 

• The M&A expenditure we consider is the total acquired in the year, plus the cash on prior year deals relating to earn outs 

and other phased acquisition structures. We also consider much of the M&A spend as expansion capex, but this is an 

academic debate, and investors must take their own view.  

• The working capital consumption refers only to the trade receivables and payables presented in the Wirecard adjusted 

cash flow statement. We have excluded the transitory working capital and FinTech loans (described separately), as the 

company also does.  

• As FinTech loans are revenue generating through interest income, and the processing business, the extension of loans to 

these partners should be considered further capital spending. This capital used is offset by the deposits held in the bank, 

but is nonetheless, working capital from an analytical point of view. Wirecard details €97m of receivables from the bank 

Capital Spend and Revenue Growth FY'10 FY'11 FY'12 FY'13 FY'14 FY'15 FY'16 FY'17e FY'18e FY'19e FY'20e

Revenue 272 325 395 482 601 771 1028 1396 1713 2101 2500

Revenue Growth (€m) 53 70 87 119 170 257 368 317 388 399

Revenue Growth (%) 20% 21% 22% 25% 28% 33% 36% 23% 23% 19%

Capital Outflows (€m) -7 -49 -50 -114 -181 -306 -388 -519 -388 -399 -375

% of sales 3% 15% 13% 24% 30% 40% 38% 37% 23% 19% 15%

Revenue growth to prior spend (%) 756% 141% 176% 104% 94% 84% 95% 61% 100% 100%

Capex -10 -14 -18 -34 -52 -54 -73 -100 -123 -151 -179

% sales 4% 4% 5% 7% 9% 7% 7% 7% 7% 7% 7%

M&A 0 -21 -41 -38 -91 -169 -227 -317 -145 -128 -76

Working Capital 4 -14 17 -15 -27 -23 -2 -28 -20 -20 -20

FinTech Loans -45 -82 -75 -100 -100 -100

Medium-term financing (e.g. to sales partners) 0 0 -8 -28 -12 -14 -3

2016 Worldline Wirecard Worldpay NETS Ingenico

Revenue (€mn) 1309 1028 5160 960 2312

Capex (€mn) 85 73 183 90 77

Organic Growth 4% 21% 15% 6% 8%

EBITDA margin 20% 30% 42% 35% 21%
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business at Q2’17, held in the Trade Receivables line, with a further €116m in the non-current assets in Financial and Other 

Assets. We have added these capital items into our capital spend analysis. Oddly, Wirecard, continually describes FinTech 

investments as receivables in their 2016 annual report, before, conveniently excluding them from the adjusted free cash 

flow statement.  

• This analysis shows that Wirecard has required at least €1 of capital spend to grow revenue by €1. It has not been a 

scalable technology platform by any stretch of the imagination. Asset turn is 0.3-0.4x and the company makes a low return 

on capital considering the margin structure of the P&L. As a reminder, the stock trades on 6.5x Price/Book, with a 12% 

return on equity – the returns look like a banking business, but the multiple is above that of Visa Paypal, and Mastercard.  

Why Raise all the Debt?  

• From FY’10 to H1’17, €893m of cumulative net income generated €727m of free cash flow (Wirecard’s ‘adjusted free cash 

flow’), but €839m of cash flow went out on M&A spend and €111m went out on dividends. Wirecard is a big hole for cash, 

sucking in capital from equity and debt investors. To fund the growth, Wirecard firstly raised equity of €141m in 2012 and 

€367m in 2014. This injection of €508m at an average price of €24, has provided equity investors with a 3x return on capital 

at the current share price (if they sell now). Secondly, they accumulated a gross debt position of €975m, despite generating 

all this cash flow and earnings in the period. On free cash, net cash and equity raise, they could have funded the M&A. 

However, they now sit on nearly €1bn of debt.  

Exhibit 3: Whatever the company’s own definition of net cash, the fact is that Wirecard now has €975m of 
gross debt, incurring interest. 

Source: Wirecard H1’17 Interim Report 

• This leaves investors with a conundrum? Why does a company that generates significant free cash flow and profit, and 

possesses a unique and scalable technology platform, consistently consume cash and require significant external capital? 

• Wirecard, on their own definition of free cash flow, has produced cumulative free cash flow prior to M&A spend of €727m 

(FY’10-H1’17) and only paid out cumulative dividends of €111m. Prior to equity raising, debt raising, and M&A there was 

€616m available to the company. To this balance, we add the €508m raised from equity placings giving theoretical total 

cash available of €1124m. 

• The cumulative M&A spend has been €839m, which means that Wirecard really had no need to raise any debt. The M&A 

spend could have been covered by organic free cash generation and the historical equity funding. Instead, we have 

witnessed an explosion in gross debt. In 2014, the company had just €98m of interest-bearing liabilities – this has 

increased to €975m and they are incurring the matching financial expenses. At H1’17, the company carried short-term 

interest-bearing liabilities of €280m and long-term interest-bearing liabilities of €696m. Offsetting this debt balance there 

is €1,597m of cash and cash equivalents, of which €658m (customer deposits in the bank) do not belong to the company. 

Even in 2014, the company had €695m of cash and cash equivalents, of which €225m were in customer deposits leaving 

a ‘net cash’ position on a reasonable definition of €400-500m at that point in time, with the €98m gross debt mentioned 

above. Why the explosion in debt?  
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• We still have issues with Wirecard’s own definition of net cash, that includes working capital and other long-term financial 

assets (not liquid).  

Exhibit 4: Wirecard claim to have ‘net cash’ of €142m 

 

Source: H1’17 Results Presentation Wirecard 

• Wirecard could have easily funded all their activities from cash flow and net cash. Instead they have accumulated a huge 

debt burden and consumed cash at an increasing rate. The implication is that Wirecard does not have liquid access to the 

gross cash position, and the gross cash position overstates the real liquidity available to the company, whilst the free cash 

generation is unsustainable or unavailable for acquisitions, or there is additional cash consumption in the business (below 

the disclosed ‘adjusted free cash flow’ of the company).  

• Our point is this: 

o In a bull case, and at best, Wirecard is a high-risk, levered, capital structure that will soon complete an intense 

period of M&A. After 2017, the company could, in theory, deliver genuine free cash, without M&A, grow to their 

2020 targets, and then begin returning real cash to shareholders. For this, investors are now paying €9.5bn, 6x the 

consensus 2018 revenue, >30x consensus FY’18 earnings and ~40x FY’18 cash flows. Even in the most stretched 

imagination, this represents something close to fair value. Without the capital spending, growth rates will slow 

down and the company would miss estimates considerably.  

o In a bear case, and at worst, this is a high-risk, levered, capital structure that consumes large amounts of capital, 

has a declining return on that capital, operates in a highly-competitive industry with rapid technology change and 

utilises aggressive accounting measures and changes in disclosure to obfuscate the true cash generation of the 

company and achieve an unsustainable valuation by the stock market. Our view remains the latter, and in this note 

we run through the new total of our concerns.  

• Our expectations of the real future returns to shareholders, as measured by real cash returns is materially lower than the 

€9.5bn valuation of the business today. In fact, after making the adjustments described below, factoring in the additional 

capital required by the company and netting off all the assets and liabilities of the balance sheet, we maintain a price target 

of €30.  
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• We also expect another equity raise as with a 10% equity issue, Wirecard could now collect €900m, effectively wiping out 

the gross debt, and taking the gross cash position to €2.5bn. Ironically, this capital raise would provide further support to 

the thesis outlined above of capital consumption, despite profit, cash generation, and apparent net cash on the balance 

sheet. Investors would be diluted further, and the potential losses should the profits be unsustainable would grow, but the 

company could easily remove the recently-acquired debt burden and associated funding costs. 

Hopes for Cash are Misplaced 

Changes in accounting disclosure make it extremely difficult to analyse growth rates, the balance sheet and cash flows of the 

company. FinTech loans, medium-term financing, pre-payments on M&A, acquisition of customer relationships and growth 

in transitory receivables are all examples of cash going out before revenue. Would growth rates be sustainable without this 

cash out?  

In a capital-intensive business, the EBITDA margin considerably overstates the returns of the business. EBITDA minus capex, 

is 23% of sales, EBITDA minus capex minus M&A, is close to zero. Wirecard could possibly require additional debt and/or 

equity funding. 

• We have already shown the cost of growth, where we measured the additional revenue compared to prior year investment 

in capex, working capital and M&A expenditure.  

• The sum of capex, working capital, and M&A is broadly equal to the revenue growth in the next year. For example, in FY’15, 

Wirecard spent €306m (€68m capex, €169m M&A, €23m working capital, €45m FinTech loans) and then grew revenue by 

€257m in FY’16. For FY’16, capital spend of €3388m will drive €368m of incremental revenue in 2017. Of course, if the 

company stops acquiring and capital spend reduces, our bear thesis is severely impaired (we saw this with SAP after the 

€25bn M&A binge of FY’11-FY’15). Also, spending capital to grow can be a great strategy, but the question has to be – how 

much growth can you really fund, when does it stop, and without it, what happens to growth rates?  

• The point is, Wirecard is a ‘dream equity’, providing investors with;  

o Accelerating Growth, High-Returns, and fantastic Free Cash Flow. However, these three are mutually exclusive in 

this case. Firstly, Wirecard does not have high returns. Secondly, the real free cash flows are materially below 

those measured by analysts. This is, in fact, quite normal, for a growth, technology business that needs to invest. 

• Our thesis is that predictions of revenue growth to FY’20 must be considered alongside the capital requirements of the 

growth. Consensus revenue growth for FY’18 is €317m, which is considerably below the expected FY’17 capital spending 

of €519m (€100m capex, €252m M&A in H1’17, and half of the purchase price liabilities of €110m settled in H2’17 on the 

acquisitions of MyGate and the Citigroup assets). Wirecard could even beat FY’18 estimates, but then need to spend a lot 

more to reach the 2020 estimates and goals.  

• For Wirecard to add a further €800m of revenue from FY’18 (€1.7bn) to FY’20 (€2.5bn) will probably require at least €800m 

of capital spending (in FY’18 and FY’19), of which 7% of sales can reasonably be expected in capex (€334m) and €300-

400m is likely to be M&A, or FinTech receivables (or a mix of both). We expect Wirecard to make more acquisitions in late 

FY’17 and FY’18 to fulfil this growth ambition. If Wirecard can achieve this growth with an improved capital spend ratio, of 

course that will invalidate our short thesis, and the stock just becomes a ‘valuation short’.  We would expect an amount of 

€400m capital spend in FY’20 also, meaning €1.3bn of total spending between now and the end of the decade. 

• If Wirecard can grow free cash flow (on the company’s adjusted definition and prior to M&A) at a compound rate of 20% 

to 2020 (in-line with consensus expectations), the company still may not be able to cover this rate of capital spend and 

dividends from free cash flow and will require additional capital. On consensus numbers, free cash flow estimates (H2’17-

FY’20) may reach €1.3bn, but capital spend will reach €1.3bn. We also discuss below, that consensus free cash flow 

estimates simply do not capture the real balance sheet situation.  

• Furthermore, analysts must consider the potential capital needs in any sensible valuation, or DCF, of the equity. We note 

consensus forecasts of capex (7% of sales) but do not believe analysts adequately model the additional M&A spend, 
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working capital consumption, or FinTech loans, which is necessary to capture the growth numbers planned. Wirecard is 

very successful at growing and winning customers, but it has spent heavily and continually. 

• In all likelihood, investors will need to provide more equity and debt to Wirecard. They may be willing to do this after such 

great share price performance and tempted by the prospect of more years of 20-30% revenue and EBITDA growth. 

However, based on our analysis, Wirecard is a continuously capital-consuming business, with a deteriorating return on 

capital and is unlikely to ever provide the €9.5bn of equity market cap or €1bn of gross debt back to their investors. 

Changes in Accounting Disclosure Make it Difficult to Analyse 
Growth Rates, the Balance Sheet, and Cash Flows of the Company 

• After articles in the FT by journalist Dan McCrum, the company began disclosing free cash flow conversion in their investor 

presentations. Cash conversion has improved from 89% (FY’14) to 110% (H1’17). However, the company’s own definition 

is difficult to track. For example, the FY’14 presentation of cash conversion shows €48.146m of ‘operative capex’, whereas 

the annual report shows capex of €74.6m. Nonetheless, after the negative analysis of the cash flows in the British press, 

cash conversion improved significantly from ~60% (2010-2013) to 100% (2014-H1’17). Furthermore, in the FY’16 annual 

report, they changed disclosure on cash from operations. In FY’17, they have reduced disclosure on M&A. Without the 

exclusion of FinTech receivables, we see cash conversion still at 60%, in-line with historical levels, but below the company’s 

own definitions of cash conversion.  

Exhibit 5: Definition of Capex in 2014 Cash Conversion 

Source: Investor Presentation and Annual Report 2015 

• We are happy to accept the adjusted free cash statement from the company for the purposes of this analysis. The table 

below shows the following. Firstly, free-cash flow, based on the company’s own definition. Secondly, EBITDA. Thirdly, 

capital expenditure. Fourthly, M&A expenditure. We can see that Wirecard simply, and consistently cannot generate cash. 

Either on a classic definition of free cash flow minus M&A, or an alternative of EBITDA (margin of 30%) minus capex (7% 

of sales) minus M&A (20-30% of sales). The debate as to whether the M&A expenditure represents expansion capex, rather 

than strategic acquisition of scalable technology is academic. Our argument is that M&A consists of acquiring geographic 

footprint, sales partners, customers and operating licenses. As such, it is expansion capex, and acquisition of revenue, not 

classic M&A which would be acquisition of complementary technologies that allow the company to expand return on 

capital and scale.  

Exhibit 6: Wirecard does not generate cash for their shareholders 

 

Source: Company Financials, The Analyst Estimates 

Cash Generation FY'10 FY'11 FY'12 FY'13 FY'14 FY'15 FY'16 H1'17 TOTAL

Company Definition of Free Cash Flow (adjusted)36 24 44 56 96 145 210 115 727

cash conversion in % 67% 39% 61% 68% 89% 102% 119% 110% 82%

M&A 0 -21 -41 -38 -91 -169 -227 -252 -839

Net Cash Flow (definition 1) 36 3 3 19 5 -24 -17 -137 -112

EBITDA 73 84 109 126 173 227 308 176 1,277

Capex -10 -14 -18 -34 -52 -54 -73 -35 -291

M&A 0 -21 -41 -38 -91 -169 -227 -252 -839

Net Cash Flow (Definition 2) 62 49 50 55 30 4 7 -110 147
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• In fact, the company themselves struggle to decide how much ‘net cash’ they have. In 2015, net cash of €536m was shown 

(relating to what by 2016 was called ‘net cash position short-term’), whilst in 2016, the company decided that in fact long-

term interest-bearing liabilities should probably be considered (thereafter giving us short-term and long-term net cash). 

We are pretty sure that net working capital is not net cash, and would like clients to reference other listed companies that 

consider trade receivables as net cash.  

Exhibit 7: Wirecard aren’t sure what the right definition of net cash is 

 

Source: Investor Presentation 2015 (LHS), 2016 (RHS) 

Key Points:  

• Regarding definition 1 (company adjusted free cash flow minus M&A) cumulative free cash flow of €727m has been 

eclipsed by €839m of M&A spending.  

• Regarding definition 2 (EBITDA minus capex minus M&A) EBITDA margins of 30% overstate the returns of the business 

as capex is 7% of sales, and the cumulative free cash, after the M&A, is minimal (prior to payment of interest and taxes). 

• So far, we have primarily considered the adjusted free cash metrics. However, additional capital spending can be identified. 

The message here is that Wirecard is very commercially successful and extends money into its ecosystem to help grow 

the customer base in payments, the processing volumes, and their banking business. This is smart of the management, 

and why shouldn’t they use all the capital to grow at these rates? However, our thesis is that these capital outflows must 

always occur, and repeat, to maintain the current growth. This ultimately means shareholders cannot get cash returns 

without suffering a material slowdown in growth rates. In the following analysis, we look at some of the other uses of cash.  

An Old Concern - €64m Cash Outflow to ‘Medium-Term Financing-Agreements, i.e. with Sales 
Partners’ 

• Disclosures and descriptions change. For example, in the 2013 annual report, Wirecard disclosed €28m of cash outflow 

for ‘Medium-term financing-agreements i.e. with sales partners’. This sounds a bit like lending money to customers or 

partners, and that money might be coming back as revenue. There’s nothing wrong with this, but a €28m loan to a 

customer that comes back as €28m of revenue does not look like real, long-term revenue to us, and the loan would be 

working capital. Nor would this be simple banking business, where a loan is issued to a customer to generate interest 

income. This would be a case of loans that generate interest income, but are also used to purchase services (e.g. payment 

processing) off the loan issuer, or to provide capital to support the growth of the customer’s business. Companies with 

this circularity of revenue and cash flow should be treated with caution by investors, as the growth needs escalating capital 

spend. We simply reclassify these medium-term loans as working capital, as we do with FinTech loans. In FY’14, the 

company outlaid another €12m, followed by €14m in FY’15. By FY’16/FY’17, this activity appears to have stopped (possibly 

to be replaced by the FinTech activity described below). The FT wrote about it in July 2015, it reduced to €3m in 2016 and 

soon disappeared from the financial statements at €0m in H1’17. The description also changed to ‘Securities and medium-

term financing arrangements’, helpfully dropping the words ‘i.e. with sales partners’. Nonetheless, we take the cumulative 

cash outflows of €64m when considering our adjusted cash flow definition below. 
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A Newish Disclosure and Consumer of Cash - FinTech Receivables of €212m 

• Wirecard has provided €212m of financing to FinTech partners as shown in these balance sheet items. This disclosure 

arrived in more detail from the FY’16 accounts onwards. Wirecard offered additional cash flow disclosure, with new lines 

referring to changes in assets in the banking operations and changes in customer deposits. As the company is now 

providing more significant financing to the FInTech partners/customers of the business (in addition to payment 

processing services) they give more financial details. 

Exhibit 8: €116m to FinTech (Non-current assets) and €97m to FinTech (Current assets) 

Source: Wirecard Interim Report H1’17 

Exhibit 9: Cash flow presentation for 2015 changes from 2015 annual report into 2016 annual report with new 
disclosure on movement on assets in the banking operations 

Source: 2015 and 2016 Annual Reports 

• The Fintech loans generate some interest income for the company, and is simply smart business to assist customers and 

partners in need of capital, provide liquidity to their platforms and probably ensure they do business with Wirecard in 

exchange for financing. One interesting area for further research would be to investigate if any of the FinTech partners are 

undisclosed related-parties. This is good business, but should be considered as working capital investment, which it is not 

by the company. The company excludes the increase in FinTech business from their definition of free cash flow and 

adjusted working capital movements. This interest income is generated and recognised in revenue, not in financial results.  

• In 2016, ‘adjusted free cash flow’ of €210m was prior to €120m of FinTech receivables outflow. Free cash flow was ~40% 

of the published number.  
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Exhibit 10: Wirecard disclosures on FinTech businesses. Wirecard generated €5.5m interest income in the 
Acquiring & Issuing segment in H1’17 and €9.7m in 2016.  

 

Source: Company Filings 

• At Q2’17, Wirecard held customer deposits of €821m, which are included in gross cash, but is not the company’s own 

cash. They use this to provide financing. One example might be directly to Funding Circle, or on the lending platform of 

Funding Circle, a UK based company, that is a strategic partner of Wirecard. Wirecard can help their customers with 

financing, particularly FinTech start-ups in need of capital. In exchange, we assume Wirecard can get more favourable 

pricing on the processing volumes, secure the customer as a banking client and grow with them over time. However, this 

does mean that your customer acquisition and growth is concomitant on providing financing. Therefore, we should 

consider FinTech receivables as actual trade receivables, to be included in any calculation of free cash flow.  

• In total, average loans of €133m to FinTech partners in FY’16, generated €9.7m interest income (average interest rate of 

7.2%) and average loans of €193m in H1’17, generated annualised interest income of €11m (average interest rate of 5.7%). 

These interest rates also seem quite low relative to the returns available on lending platforms and in high-yield markets, 

so the short-term economic return on the activity is not obvious to us. Nonetheless, it’s an excellent way to grow a business, 

by helping your customers with their financing. The only problem is that another €212m has left the asset side of the 

balance sheet, and should be included in free cash calculations.  

Exhibit 11: Movements in FinTech Receivables are excluded from adjusted cash flow despite describing them 
as Receivables 

         

 

Item FY'15 Q1'16 Q2'16 Q3'16 Q4'16 FY'16 Q1'17 Q2'17

BALANCE SHEET

Financial and Other Assets: Receivables from bank business (mostly from FinTech business) 24 ? 46 39 85 85 89 116

Trade Receivables: Receivables from bank business (mostly from FinTech business) 68 89 85 89 90 90 84 97

CASH FLOW

Change in non-current assets (banking operations) -21 -29 -5 ? ? -64 -12 -24

Change in current assets (banking operations) -17 -98 7 ? ? -57 46 -13

INCOME STATEMENT

Revenue from Interest Income (Acquiring and Issuing) 4 1 3 2 3 10 3 3
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Source: 2016 Annual Report 

• We can see that the use of customer deposits to lend money to customers and partners is accruing interest which is 

valuable to the corporate entity and above the interest earned on the bank deposits (like a bank!). However, most banks 

trade on a low multiple of book value, whilst Wirecard trades on 6.3x Price/Book (the business made a 12% return on 

equity in 2016). The business is small, in the context of the total business (1% of revenue) but large in the context of the 

free cash flow movements. We do not yet see any meaningful bad debt accruals in the balance sheet, and have no visibility 

on the average duration of the lending or risk profile. Nor do we know if the FinTech partners are also customers (we 

assume they are, and Wirecard describe them as such) in the processing business.  

Pre-payments on Deals, and Lower Disclosure on the Citi Deals than Previous Asian Deals:  

• On 13th March 2017, Wirecard signed the acquisition of the customer portfolio of the Citigroup, following the acquisition 

of control over Citi Prepaid Card Services on 9th March, and Mygate Communications on 6th March. In neither the press 

releases, the 2016 annual report, nor the 2017 interim report, does Wirecard detail the specific cost of the two Citigroup 

deals. We don’t know the amount paid, only that closing occurs in stages on Citi APAC, with a €20m EBITDA benefit from 

consolidation in 2019, and that the value of the assets is €112m. We also know Citi Prepaid will contribute $20m in FY’17, 

and that Wirecard’s valuation of the net assets the business acquired is €183m.  

• We know the company paid €237m in H1’17 for acquisitions and there is a further €110m of purchase price liabilities 

recorded on the balance sheet. However, the deal structures and prices are far lower disclosure than in previous deals.  

• In addition, Wirecard has historically provided loans to the acquisition targets, prior to the closing of the deals. These 

prepayments on acquisitions could be added into a more negative analysis of the cash flows, and add to the thesis of cash 

being advanced prior to business being received. However, these prepayments are captured in our summation of total 

M&A spending, and we leave this analytical point for others to calculate and debate.  

Exhibit 12: Wirecard are not specifically disclosing the purchase price on the Citi deals 

 
Source: H1’17 Company Report 

• Compare this to previous detailed disclosures about the phased payment plans, loans prior to acquisition, earn-out 

formula, and total price paid on the acquisitions in FY’12-FY’15.  
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Exhibit 13: Extensive disclosure on a €47m deal relative to minimal disclosure on >€300m of Citigroup deals 

 

Source: Wirecard 2014 Annual Report 

Changes in Regional Revenue Accounting Disclosure Boost Growth Rates in Europe from 
19% to 30%, Underlying Organic Growth may be Closer to High Single-Digits 

• Another example of a favourable change in disclosure is the reclassification of ‘Regional revenue breakdown’ in FY’17. For 

the FY’16 annual report, Wirecard disclosed revenue by Germany, Europe and Other Countries. In addition, the 

consolidation revenues of €82m are disclosed, relating to inter-company revenue (non-external). In the Q1’17 and the H1’17 

report, the company has merged the German and European revenue into one line, and removed the consolidation revenue 

from the H1’16 numbers. We see growth of 30% for revenue in Europe (incl. Germany), which is an increase from the rates 

of FY’16 (+22% in Germany, and +25% in Europe) due to the elimination of the ‘Consolidation Europe’ revenue in H1’16.  

• Revenue in H1’16 is reduced to €272.545m in the H1’17 accounts, from prior reporting of €297.425m in the H1’16 

accounts, thereby increasing the growth rate to 30% (prior to ‘Consolidation Europe’) and 25% (post ‘Consolidation Europe), 

compared to 19% under the old measure. We can also see this in the Q1’17 accounts – it looks like Europe (incl. Germany) 

has grown by 24%, but the consolidation revenue has disappeared, reducing the Q1’16 revenue base for the growth 

calculation. On the old accounting, the region would have grown 14%. We have no insight into the accounting for inter-

company or consolidation revenues which would allow us to reconcile the changes. 

• Our conclusion is that growth in Europe and Germany is slowing, which is inevitable as the revenue base gets larger, and 

Wirecard has not conducted M&A in Europe recently. This slowdown in organic growth is also supported by evidence from 

the financial accounts of Wirecard Bank AG (WBAG) which shows acquiring commissions grew by 7% in FY’16, down from 

23% in 2015 and an average of 23% for the past five years.  

Exhibit 14: ‘Consolidation Revenue’ is disappearing and the ‘Europe (incl. Germany) can show higher revenue 
growth of 30% 

 

Source: Interim Reports 2016 and 2017 
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Analysis of the Bank Subsidiary Reveals the Company Missed Budget and Organic Growth 
may be Closer to 7% 

• We examined the subsidiary accounts of Wirecard Bank AG which gives us the growth in the acquiring volumes, and could 

be considered a good proxy for organic growth. The two extracts below make our point. As almost all the M&A has 

occurred outside Europe, the German banking business should be close to organic growth, with some boost in the 

subsequent year from the acquired customer portfolios that should become banking customers in time.  

• The subsidiary filing shows that growth in acquiring commission income was only 7% in FY’16 (€218m, compared to 

€202m in 2015). This is considerably lower than the 22% growth rate shown for the whole division (Acquiring and Issuing) 

in 2016. We believe this is a good proxy for European organic growth – still strong numbers, but considerably below the 

common perception that Wirecard consistently grows at organic rates of +20%, with the additional acquired revenue 

contributing another +15-20% to reported numbers.  

Exhibit 15: Wirecard Bank AG grew commission income by 7% in FY’16 

 

Source: Wirecard Bank 2016 Accounts 

• In FY’16, the company missed the targets with a transaction volume of €9,020m, which was below the budget of €9,585m. 

Nonetheless gross margin increased by 12% (compared to Wirecard Group AG gross margin growth of 41% in 2016).  

Exhibit 16: Wirecard Bank AG could not reach its budget in FY’16. The group never misses budgets, and has 
beat, raised, and upgraded EBITDA expectations for the last seven years, almost every quarter.  

 
Source: Wirecard Bank AG 2016 Accounts 
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Changes in Cash Flow Accounting Render Historical Measurements More Difficult 

• After Q3’16 the company changed the presentation of the cash-flow statement to show the financing (as we discuss 

above) provided to FinTech companies. As the cooperation with the FinTech companies has reached scale and 

importance, the amount of financing movements is provided in the cash flow statement. We can now assess the volume 

of lending Wirecard is providing to customers and partners as described above.  

• The three line items for working capital movements (change in receivables, change in liabilities of the acquiring business 

and trade payables, changes in other assets and liabilities) were split into six new line items (change in receivables, change 

in liabilities of the acquiring business and trade payables, change in other assets and liabilities, change in non-current 

assets of banking operations, change in current assets of banking operations, change in customer deposits of banking 

operations). We will receive the historical accounts with the next two reports to look at the 2016 reconciliation. 

• Our issue with this is that Wirecard introduces more accounting disclosure, ostensibly in the interests of transparency, 

whereas the additional disclosure actually makes it even more difficult to track the real movements of cash in and out of 

the business.  

Real Free Cash Flow is, on our Definition, 54% of Published/Adjusted Free Cash Flow 

• We make some necessary adjustments based on the discussion above. To repeat, the theme is money out, prior to revenue 

and growth. This money has gone to the customers, helping to grow the revenue. It’s a good way of growing the business, 

but it needs to be understood in context. We estimate cash conversion is still ~50-60%, compared to the 100% disclosed 

by the company. This makes sense in the context of the historical cash conversion of ~60% in FY’10-FY’13 (prior to press 

articles questioning cash conversion). 

• If these cash outflows stop, the growth slows and the stock would be de-rated and the share price could decline. 

Exhibit 17: Potential adjustments to cash flows 

 
Source: Wirecard Accounts 

1. Adjustment 1: Deduct Medium-Term Financing to Sales Partners from Free Cash Flow, €64m. 

2. Adjustment 2: Deduct FinTech Financing Outflows from Free Cash Flow, €161m. 

3. Adjustment 3: Deduct cash outlays on customer relationships, €108m. 

4. Real free cash flow of €393m, representing 54% of adjusted free cash flow of €727m. 

5. Optional Adjustment 4: Deduct increase in transitory receivables and payables, net of €115m. 

6. Optional Adjustment 5: Deduct M&A spend as expansionary capex, €839m. 

7. Real free cash flow of negative €560m. 

Cash Generation FY'10 FY'11 FY'12 FY'13 FY'14 FY'15 FY'16 H1'17 TOTAL

Company Definition of Free Cash Flow (adjusted) 36 24 44 56 96 145 210 115 727

deduct medium-term financing to e.g. sales partners 0 0 -8 -28 -12 -14 -3 0 -64

deduct FinTech financing outflows -38 -121 -3 -161

deduct cash outflows for customer relationships -14 -12 -32 -17 -23 -10 0 0 -108

REAL FREE CASH FLOW WIRECARD 22 12 5 10 62 84 86 113 393

increase in transitory receivables -44 -40 -47 -51 -48 -33 -78 -5 -347

increase in transitory payables -37 27 48 71 40 42 57 -17 232

deduct M&A spend 0 -21 -41 -38 -91 -169 -227 -252 -839

NET CASH FLOW POST WIRECARD -58 -21 -36 -7 -37 -75 -164 -162 -560
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• If we use our new cash flow calculation of €393m during the period, and then consider the increase in transitory working 

capital of €115m, we arrive at a net free cash flow of €278. Adding the equity raise of €508m, deducting the dividends of 

€111m, provides us with cash available of €675m (down from €1124m at the start of this analysis in the note). Then we 

consider seasonal and intra-period swings in working capital, the M&A spend and the future capital needs of the business, 

and we can begin to understand why the company needs €975m of gross debt available.  

Conclusion 

We estimate free cash flow is approximately half of the adjusted published free cash flow. On the basis that the company 

meets consensus expectations of free cash flow in 2020 (€500m on a published 25% CAGR) but continues to convert cash at 

this rate, we see real free cash flow available to shareholders of ~€270m in 2020. We also consider the additional capital 

needs of the business to meet the 2020 targets, the likelihood of a 10% equity raising (or increasing debt), and the appropriate 

valuation discount for the business described in this note (low return on equity, non-scalable platform, capital-intensive growth, 

competitive industry) and apply a 15x multiple to the free cash.  

Exhibit 18: Summary of Valuation 

 

Source: Bloomberg, The Analyst Estimates 

NB: €500m Bloomberg consensus free cash flow (based on 25% CAGR in published free cash flow and company 2020 

guidance), The Analyst adjustment at 54% based on historic cash conversion described above, 10% equity raise as discussed 

above, 15x multiple (undiscounted). 

At the current market cap of €10bn, Wirecard is a vulnerable stock if there is any deviation from the perfection of the  last 

decade. 

  

2020 Consensus Free Cash Flow 500

Adjusted Free Cash Flow (54% rate) 270

Number of shares (10% equity raise) 136

15x free cash multiple 30
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