




Wirecard Exposes Fintech Weakness

Recent Highlights:
· As far back as 2008, warning signs at Wirecard were delayed in investigation and not pursued by BaFin, the German Federal Financial Supervisory Authority resulting in Wirecard investors pursuing legal action against BaFin after the Wirecard collapse.
· Former Wirecard COO Jan Marsalek disappeared in June after the $2 billion shortfall in accounts came to light. It is speculated he is hiding in Russia.
· Former Wirecard CEO Markus Braun has been arrested twice in relation to the accounting scandal and is now in jail. Two other executives, former CFO Burkhard Ley and former head of accounting Stephan von Erffa have also been arrested.
· An Ernst & Young audit weeks before the Wirecard collapse showed no irregularities and dismissed concerns about audit reliability. Deeper scrutiny shows EY found many red flags that may have been ignored in years prior to the collapse.
· A subsequent Ernst & Young statement indicated the firm fell victim to a “group of criminals” at Wirecard that prevented them from uncovering irregularities resulting in damage to EY and to the accounting profession as a whole. 
· A special audit by KPMG raised flags of concern prompting Ernst & Young auditors to warn the report needed the “context” of third-party business transactions. 
· German regulators have found short sellers of the company stock to be mainly of British and Israeli nationality and have put in place stronger regulatory measures.

Innovator in Digital Banking
On June 18, Wirecard auditors revealed that $2 billion was missing from the company’s accounts. Bankruptcy followed swiftly. Through 18 months of inquiry and speculation due to warning signs raised by KPMG including media probes, the German digital payments company continued to assure investory and regulators that the fintech company was on solid ground. 
The international story of the fintech company success may have led to investors overvaluing the company and overlooking the clear signs of financial crisis. The company’s stability through the months leading up to the crisis may have been largely driven by faith and hope despite accusations of fraud going back several years and strongly denied by the company’s leadership. 
New Business, New Risks
Because the fintech industry is still in a high state of growth, its possible risks were not properly identified or mitigated through intentional plans. Control mechanisms may not have been properly defined or implemented to the degree necessary for a potentially volatile payments business. The company leaders promoting the brand and value of the company appeared to continually overlook the growing breakdown in necessary financial controls including internal controls, assessments, audits, and governance. The leadership shifted the focus back to technology concerns and opportunities while overlooking or downplaying the normal risks associated with financial organizations. 
Culture of Opportunity
The growth of the fintech industry necessitated a technology-driven strategy in the company without an appropriate corporate culture to properly identify and mitigate risk. A leadership culture of denial and lack of willingness to address warning signs of breakdown only accelerated and amplified the eventual crisis. The internal compliance team of 20 was unable to effectively address regulatory and compliance issues in the way similar companies with thousands of compliance personnel can. Leadership clearly did not prioritize or put resources toward the foundational necessities of internal controls. Complacency, growth, and the expectation the company would grow out of its early mis-steps appeared to give leaders and investors a false sense of security. 
Fintech in Growth Crisis

The collapse of Wirecard did not come from a single practice or a single bad actor. It came from a collection of interwoven leadership errors, a culture of avoidance, and a lack of oversight internally as well as externally. Other companies in the fintech industry may have the opportunity to learn from the Wirecard scandal and create stronger industry standards to support innovation and growth while preserving stability and reducing risk.
Industry Reform Ahead
A source within Wirecard further explained that the Ernst & Young auditors did not request any bank statements proving funds in trust accounts genuinely existed. The firm worked from information provided by trustees, which followed acceptable auditing rules. These standards are under review within the industry and will likely be strengthened in the future due to the unravelling of Wirecard.  
To advance this initiative, the European Securities and Markets Authority (ESMA) has recommended changes to the EU Transparency Directive to strengthen enforcement of financial reporting across the EU and to enhance investor protection and confidence in capital markets.
Discussion Questions:
1. How did Wirecard overlook warning signs and continue on a strategy that resulted in the collapse of the company?
2. Analyze the cultural factors that were absent in the Wirecard organizational culture and develop a guideline for cultural behaviors essential to success with any company in fintech?
3. How do innovation, fast growth, and technology contribute to a company’s ability to overlook or to choose not to address foundational short comings in internal controls?
4. What are the leadership mistakes that can bring a company into decline even when no single individual is identified as a bad actor responsible for the misdeeds?
5. What can other fintech companies learn about stability and long term growth from the Wirecard scandal?
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