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SELL @ €110

Wirecard — View All Notes and Models

Recommendation: Sell (No Change)

Price: €110 Market Cap: €13.5bn Ticker: WDI GY

3m Average Daily Volume: $250m

Investment Thesis

e Fraud allegations and press reporting on Indian acquisition highlight the risk of significant loss to investors.
Company'’s public responses do not allay fears and the lack of detail on the internal investigation alongside the
extension of police investigations in Singapore and India increases risk. Audit signing and results on the horizon
for 25 April 2019, with the shorting ban scheduled to end 18 April 2019.

e Roundtripping risk is higher than previously considered due to ecosystem of undisclosed associated companies
in Singapore and India — specifically, corporate relationship with Emerging India, Bijlipay, Senjo Payments,-
I

e Gross debt balance of €1.3bn, €505m of risk in working capital, and concerns on €651m of historic acquisition
spending. These are large items in the context of Wirecard's current cash flows which can severely impair the
equity value.

e Longer-term concerns on competitive pressures in payment processingand challenges in reconciling Wirecard'’s
presence in the real world with the management’s promotional commentary.

e Due diligence visit to India failed to discover evidence of meaningful business operations.

Chennai is the centre of Wirecard's Indian operations. In light of the unrelenting hegative media coverage in the Financial
Times (FT), which highlights critical concerns for shareholders, we undertook.some of our own investigative work. Far too
much desk-based research is being pushed into the debate,whilst we wantedto challenge our negative inclinations by looking
at Wirecard's on-the-ground presence.in India.

Wirecard is a highly divisive company = the company reports.and sell-side supporters would have it that press reporting is
unfounded, defamatory, and/or.informed by unidentified ‘bogeymen’ in the form of short-sellers or hedge funds. To that end,
a series of responses from thescompany have sought to allay investors’ concerns about potential fraud, money-laundering,
roundtripping, audit quality, compliance performancesaccounting, partner networks, and management complicity. We find the
company’s responses broadly uninformative, resorting to general repudiation of concerns rather than providing openness and
debate, engaging the opposition, and'providing-additional detail regarding the responses. The internal investigation performed
by lawyers R&T and an unnamed forensie.firm<left more questions unanswered, and we await further information from
Singapore law enforcement.:We are unsure-why the full-year results would be delayed by three weeks if there have been no
material consequences. An audit process should work in parallel to other investigations, and since Wirecard believes it has
answered all concerns, why are results delayed?

Much of the analysis is desk-based;'both on the buy-side and amongst the extensive and bullish sell-side analyst community.
Our strong suspicion issthat most of those passing comment have not taken measures to independently verify allegations.
We would like to have,an open conversation with shareholders or analysts who have travelled to Chennai and India
independently, if there are any.

We sent an investigative accountant to Chennai, India for one week to provide us with independent verification of Wirecard's
Indian-Chennai operations. This researcher speaks the local language, Tamil, and has vast business, accounting, and financial
experience in several multinational organisations, including ones with interest in India. His experience also spans into
exchange businesses such as MoneyGram and credit card businesses such as Vanquis Bank and other investment banks.

The Indian operations cost Wirecard shareholders at least €330m, whilst the company’s Asian operations (including the large
market of India) are used to justify between half and two-thirds of the value of the company. With Wirecard’'s market
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capitalisation at €12bn, we hoped to find operations consistent with a €5bn+ company. We briefed our investigator to have
an open mind, with the mandate to seek to disprove our own negative biases. He failed to do so. At least in Chennai, Wirecard
has minimal operations and no visible presence in the payment industry, other than the small head offices.

Exhibit 1: Wirecard Provides This Overview on Its Website for India

India

Wirecard India Private Limited

No. 301; 302; Campus 3B, 3rd Floor, RMZ Millenia
Business Park II

No. 143; MGR Road, Kandanchavadi Perungudi,
Chennai - TN 600096

Local number: +91 044 42773333

Hermes | Tickets Private Limited

No. 301; 302; Campus 3B, 3rd Floor, RMZ Millenia
Business Park I

No. 143; MGR Road, Kandanchavadi Perungudi,
Chennai - TN 600096

Local number: +91 044 33186000

Gl Technology Private Limited

No. 301; 302; Campus 3B, 34 Floor, RMZ Millenia
Business Park Il

No. 143; MGR Road, Kandanchavadi Perungudi,
Chennai - TN 600096

Local number: +91 044 33186000

Wirecard Forex India Private Limited

Cunningham Classic, 22 Cunningham. Road,
Bengaluru-560 052

Local number: +91 08041502666, +91 080 41511666

Source: Wirecard Website, Accessed on 28 March 2079

Summary Findings

e In multiple visits to shopping malls and travel agents,we found no evidence of the iCASH card; we did not find anybody
that had heard of it, knew it, or accepted it'in the locations we visited: We'did not find any merchant that used Bijlipay
terminals. We found no evidence of the existence, of || | EGz:

e Hermes lists five smart shops on its website in Chennai. A key feature of the product is the claimed integration of
ecommerce into physicalretail through top-up through local.shops. No shops exist at the locations provided by Wirecard
on the Hermes website and we were unable to find smart.cards or top-up cards.

e In 2017, Wirecard claimed that iICASH and Smart Shops were ‘India’s No.1 Retail Assisted E-Commerce Network' — we beg
to differ.

e Wirecard/Hermes clearly-appear to be.on guard for investigative researchers. Our researcher was followed back to his
hotel in an intimidating manner.

e Staff at multiple banks were unaware of Hermes iCASH card wallets and prepaid cards. Hermes suggests there are
payment slips at bank partners; this does not appear to be the case. We found no options to use, or evidence of, iCASH
cards at Metro stations, or any Wirecard presence.

e Incontrast to Wirecard, we found that Moneygram, Western Union, Weizmann, Ingenico, and Verifone are highly visible in
the area and at merchants. Most payment terminals belonged to Verifone and Ingenico in the stores we visited.

e Head offices are small, disorganised, and poorly staffed, not indicative of a significant professional payment organisation.
o Hermes and GI Technology operate at the RMZ Business Park in Chennai. They operate on the third floor of building
3B with an open plan office with space for 30-50 desks — up to half were occupied. The office was not busy and we

were not provided any assistance. Our researcher was followed by two men out of the office, with one pursuing his
rickshaw on a motorbike. Enquiries were later made at our hotel, which were highly suspicious.
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o Gl Retall still operates at Guindy, Chennai and is now a petitioner against Wirecard in the Madras High Court. This is
the former parent of Hermes. No one at these offices was willing to help us in our enquiries.

o  Star Global operates in Nungambakkam, Chennai. Its so-called ‘head office’ is a 60-square-foot shop with two cabins
and apparently four employees. Wirecard signage was visible in the shop and on the money slip. We were made
unwelcome when the manager was informed of our presence, and we left. Wirecard lists a new head office for this
business in Bengaluru — perhaps a more substantial presence could be verified there.

o - is moving, or has just moved, office to a new address that is not consistent with the address listed on its
website. The office was messy and incomplete. The manager we spoke to informed us that Wirecard had put capital
into the business and assisted financially. There seemed to be four staff members at this location. The head office is
in Mumbai, which may explain the shambolic presence in Chennai.

o Billipay/ I/ is described as disrupting the market and adding thousands of merehants;, enabled by
Wirecard. Bijlipay occupies the top floor of a building housing several small, mainly freight, businesses. The office was
not busy and we were not offered any assistance.

o SR Batliboi/E&Y, CNGSN, and Kuriachan & Nova are three audit 'firms that have dealt with Wirecard and its
predecessors. They all operate offices in Chennai. None were willing or able to assistin our enquiries, suggesting their
resignation letters would provide additional insight into the changes of audit.in India.

e We found no trace of Wirecard's physical operation in Chennai other than the registered head offices, where possible
internet activities could take place. A business of this size must have a more substantial physical exposure in its home
city and we could not understand what, if anything, Wirecard boughtin 2015/16 for ~£330m. If Wirecard is a wholly online

operation in India with white labelled products, then we see a number of possible explanations:

o Wirecard has, since acquisition, removed all.physical presence from:Chennai, which was the original centre of the
acquired business.

o  Wirecard never had a physical presence in the area inthe first place.

o  Wirecard products and.services are present.elsewhere in.India, but not in Chennai (same for Bijlipay).
e We should, therefore, repeat our investigation for other major Indian cities.
We let the pictures below-tell the majority of the story.

Exhibit 2: Wirecard’s Claims Are Not Consistent with the Evidence in Chennai

THE SMART SHOP CONCEPT
INDIA'S NO. 1 RETAIL ASSISTED E-COMMERCE NETWORK

Smart Shop

ICASH

BANKING CORRESPONDENT

TRAVEL TICKETING

MOBILE TOPUP

INSURANCE

| |
| |
| |
’ RETAI ORDERS ‘
| |
| |
| |

BILL PAYMENT

Source: Wirecard 2017 Introduction to India Presentation
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Exhibit 3: We Could Not Find the Hermes Smart Shop or the iCASH Card in Chennai
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Sourece: The Apalyst Lens

Exhibit 4: Our Researcher Went to All Addresses and Could Not Find SmartShops

Source: The Analyst Lens

Exhibit 5: Wirecard Head Offices Were Not Indicative of Sizeable Payments Companies

Source: The Analyst Lens
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Exhibit 6: Wirecard and Bijlipay Have Close Relations in India According to Company Sources

HERMES AND BIJLIPAY (BIJLI)
PARTNERSHIP IN PLACE

of Hermes as Di

Partner for Bijlipay

PP

= Roll out micro ATM or Cash Out Services -
8 vy

+ Roll out mPOS to our contracted agents across India |

wirecard

Source: Wirecardlpvestor Presentation

Exhibit 7: The Bijlipay Solution

The result

With the Bijlipay solution, the partners have quickly and effectively fulfilled the needs of the market with
one single product that provides all the required services. Bijlipay is.one of the firsttooffer mPOS on a
Chip & Pin basis in India. Small and medium enterprises (SMEs) from the Indian retail, transport,
gastronomy, logistics and many others can use this solution to.easily and securely accept card payments
via smartphones on the go. This represents a highly progressive developmentin India. The new white
label payment program from Wirecard featuring the Bijlipay design has beenvery well received in India.
One success story is Mahaligam AzhaghumuthU's taxi service in'€hennai, which is located in'south east

India. The high traffic volumes in thisregion often cause journeys totake longerthan expected, so costs
can be hard to predict. He now uses the secure and cost-effective card acceptance solution from Bijlipay,

meaning that his passengers.do not need'to worry about unexpectedly runningout of cash. The owner-

accepted cash payments, customers who did not have sufficient cash.an them would often have to leave
without the items they wanted'to buy. The new mPOS terminal from Bijlipay is highly flexible. This has
even enabled Sippy Medical to introduce a.medication delivery service as card payments can be accepted

anywhere. The local supermarket Saravana Store hasfecorded increased sales since using the mP0S

solution. The progressive move ta.a convenient mode of payment helped build loyalty and attract new

customers.

Source: Wirecard Website, Accessed 04 April 2079

Background to the Trip

e Most of Wirecard's.purchased companies and associates started in Chennai with registered headquarters and audit
offices in the city. This was home of Gl Retail, which sold assets to Wirecard via the brief ownership of Emerging Markets
Fund TA in Mauritius.

e Wirecard acquired assets of Gl Retail in Hermes, GI Technology, and subsequently another entity called Star Global in late
2015. Wirecard subsequently profiled its distribution partner Bijlipay in investor presentations. The entity that sold these

assets to Wirecard also invested in ||| | | | | | [N 25 ovtiined in our last note.

« Bijlipay has close links to || | | | | | I anc 2ppears to be a recipient of loans from Wirecard as well as a key partner
for technology development and mobile point of sale systems in India. Therefore, we extended our investigation into this
business.

e Wirecard continues to claim it is a leading, fast-growing player in the Indian payment and ecommerce market. Investor

and sell-side analyst excitement about the company’s growth in India supports a large portion of the current valuation and
hope for the future.
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Conclusion

We have a Sell recommendation, as the German regulator has banned short selling until 18 April 2019. On the back of these
incremental findings, we advise all clients to exit Wirecard stock immediately.
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Important Information and Disclaimers

The accompanying documents have been prepared and issued by The Analyst Research LLP (“The Analyst”). This research is confidential
and is intended only for use by persons to whom it has been directly distributed by The Analyst. This research is strictly confidential and must
not be distributed to any third party by the recipient named in the watermark.

The Analyst is a limited liability partnership authorised and regulated by the Financial Conduct Authority ("FCA") of the United Kingdom (firm
reference number 605593) and registered as an investment adviser in the United States of America by the U.S. Securities and Exchange
Commission (registration number 801-76777). Registered office: Arthur House, Chorlton Street, Manchester, M1 3FH. Trading address: 35
Bedford Road, London, SW4 7EF.

THE ACCOMPANYING DOCUMENTS ARE MARKETING COMMUNICATIONS. The documents are not independent investment research and have not
been prepared in accordance with legal requirements designed to promote the independence of investment research and, in producing these documents,
The Analyst is not, and has not been, subject to any prohibition on dealing ahead of the dissemination of these documents.

The accompanying documents are intended only to promote the investment research and related advisory services of The Analyst, by using examples
and case-studies to give potential clients of The Analyst a sample of The Analyst’s investment research services and how such services will be provided.
The examples used may be actual investment research issued previously and/or research in relation to hypothetical situations:.

WITHOUT PREJUDICE TO THE FOREGOING, THESE MARKETING DOCUMENTS DO:NOT RECOMMEND OR SUGGEST ANY
INVESTMENT STRATEGY, DO NOT CONSTITUTE INVESTMENT ADVICE AND MUST NOT BE TREATED AS DOING SO BY RECIPIENTS
OF THIS DOCUMENT.

The accompanying documents are issued by The Analyst only to and/or are directed only at (and The Analyst’s services will be made available
only to) persons who are “professional clients” or “eligible counterparties” (as defined in the rules of the FCA). Persons of any other description
(including, without limitation, persons who are “retail clients” for the purposes of the FCA Rules) must not act or rely on this material, and
the services of The Analyst will not be available to such persons.

All content within these marketing documents (including text, trademarks, illustrations, photographs, graphics, designs, arrangements etc.)
are protected by copyright and other protective laws. The marketing documents should not be passed on, duplicated nor reproduced in whole
or in part under any circumstances without The Analyst’s express written consent.

The information in the accompanying documents is provided for information purposes only and is not comprehensive. These accompanying
documents are not directed to, or intended for distribution to‘or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation which
would subject The Analyst to any registration or licensing requirement within.such jurisdiction. The financial instruments described in these
accompanying documents research may not be eligible for sale in all jurisdictions or to. certain categories of investors.

The Analyst gives no undertaking that it will update any of the information, data and opinions in this document. The Analyst may at its
discretion decide to provide you with further data or material but makes no representation that such further data or material will be calculated
or produced on the same basis, or in the same format, as this material.

The Analyst’'s methodology for determining valuations and price targets may include, but are not restricted to, the following methodologies:
analyses of market risk, growth rate, revenue stream, discounted cash flow (“DCF”), earnings before interest, tax, depreciation and
amortisation (“EBITDA”), earnings.per share (‘EPS”), cash flow (“CF”), free cash flow (“FCF”), enterprise value (“EV”)/EBITDA, price-
earnings ratio (“PE”), PE/growth, price/CF, price/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group
PE, sum-of- the-parts (“SOTP”), net asset value (“NAV”), dividend returns and return on equity (“ROE”).

The investments described in.the accompanying documents.place an investor’s capital at risk (i.e. an investor might lose some or all of the
amount invested). Past performance is not necessarily a guide to future performance and an investor may not get back the amount originally
invested. The price, value of, and income from, any of the financial instruments mentioned can rise as well as fall and may be affected by
changes in economic, financial and political factors. The accompanying documents do not seek to provide an exhaustive statement of the
risks associated with the investments or types ofinvestments referred to. All information is provided AS IS with no warranties and confers no
rights. If a financial instrument is denominated in a currency other than the investor's home currency, a change in exchange rates may
adversely affect the price of; value of, or income derived from the financial instrument described in this report. In addition, investors in
securities such as American Depositary Receipts (“ADR’s), whose values are affected by the currency of the underlying security, effectively
assume currency risk. Please note that in particular the bases and levels of taxation may change.

Any prices stated in this research are for information purposes only and do not represent valuations for individual securities or other
instruments. There is no representation that any transaction can or could have been affected at those prices. Different assumptions, made
by The Analyst or any other source, may yield substantially different results. The accompanying documents are intended to be for information
and marketing purposes only and are not intended to constitute, and should not be construed as, investment advice. These documents
have no regard for the specific investment objectives, financial situation or needs of any person. Recipients of these documents should
seek their own independent financial advice. They are not and should not be construed as a recommendation, offer or solicitation for the
purchase or sale of any financial instrument.

No liability is accepted by The Analyst for the reliability, accuracy or completeness of such information. In no event will The Analyst be liable
to any person for any direct, indirect, special or consequential losses or damages of any kind arising out of any use of or reliance on the
information in the accompanying documents, including without limitation, any loss of profit, business interruption, loss of programs or data
on your equipment or otherwise. This does not exclude or restrict any duty or liability that The Analyst has to its customers under the relevant
regulatory systems.

As at the time of publication of this report Mark Hiley (or connected persons) did not hold any position in Wirecard.
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