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Introduction




Where the story started...

BUSINESS MEWS JAMNUARY 30, 2079 f 3:45 PM / UPDATED 3 YEARS AGC

BANKS

EU investigating German watchdog
over Wirecard collapse

Wirecard denies FT report alleging

financial wrongdoing

Wirecard: Former boss

arrested over €1.9bn scandal

(© 23 June 2020

Wirecard: Scandal-hit firm

files for insolvency

@ 25 June 2020

‘The Enron of Germany’: Wirecard
scandal casts a shadow on corporate
governance
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Repercussions of the German Wirecard scandal

*Reputational damage

I m paCt O n BaFl n *Head and deputy stepped down (Jan 2021)

+Criminal investigation into how BaFin oversaw Wirecard, potential insider dealing

*Reputational damage

I m paCt O n EY *Head of EY Germany stepped down (Feb 2021)

*Investing billions of dollars to improve quality of audits

*Damage to confidence in auditors and regulators more broadly

*Negative impact on reputation and perceived trustworthiness of payments and fintech

Wider impact

*Germany has introduced new requirements for corporate governance and audits of listed companies

*EU seeking more independence for financial regulators

/N
1 1 . ' claims against BaFin dismissed (Jan 2022) °
Investigations and [
.g . *Money laundering charges brought against individual associated with Wirecard (Dec 2021) I:I 9 /\/7|
prosecutions continue .

*Former COO Jan Marsalek remains missing .
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Wirecard Card Solutions Limited (WDCS) — May 2020 WDCS - Solvent wind-down

UK entity, FCA authorised EMI, part of the Wirecard group Events affecting Wirecard group caused irreparable damage

Established in 2016, on acquisition of Newcastle Building affecting WDCS's long term viability

Society's prepaid cards business Solvent wind-down successfully achieved in under six months,

Grown to one of the largest prepaid card issuers in Europe: with a combination of:

over 500 live programmes programme migrations

around 5 million cards in active circulation sale of part of business to Railsbank/PayrNet

closure of a very small number of mostly legacy

over £550 million in safeguarded funds
programmes

revenue for FY19 just shy of £90 million _ _
All credit to management team led by Tom Jennings and Andrea

Also had an acquiring business Farace, supported by Paul Newman (and Osborne Clarke)
... and to FCA supervisory team

No loss of any safeguarded funds

FCA permissions cancelled with effect 3 November 2021

Less than 30 FOS cases ongoing

No redundancies
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Early stages — crisis
management
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Early stages — crisis management "l German Wiecard SOMBANES . pian & proise meeting FCA

preliminary administration — not conditions to lift restrictions.

 Lack of information from group Wiregz_;\rd Banl_<, Nl and. * Plan B: prepare for appointment of
. a(-:qUIrln-g SerV|C?S can continue administrators on Monday_
* Belief that group wide insolvency not without interruption. )
o * Repatriate money.
Imminent. « Rush to communicate with _
_ « FCA concerned about immediate insolvency stakeholders that WDCS can still ’ Gro_pr_CIZ_EO ?peaks to FCA re:
EY informs at group level and withdrawal of outsourced o operate. availability of group services.
:/r\lllrtgfard ?? . services. * Liquidity demand. * Focus on safeguarding and
atit can't fin o : :
evidence for + Need for wind-down plan and dependencies  * OC take lead on FCA relationship. contingency planning.
EUR 1.9 billion. map.

24 & 25
June 2020

O O O O
2020 2020 2020 2020 June 2020 2020
() () () ® ()

* FCAin contact with WDCS. » Prospective administrators lined up

* Primary concern is to stop assets  Daily calls with FCA. as part of contingency plan « Notice served that WDCS must

being diminished. » Increasing Ml demands. - Priorities: liquidity, safeguarding, cease regulated activity and not

 VREQ negotiated. « Privilege concerns. operational dependencies, wind- dispose of any funds or assets.
down plan. « End customers (including vulnerable

people) left without access to funds.

Restrictions lifted




00000000000000000

Insolvency Issues and
Implementing strategy
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Insolvency issues and implementing strategy

» Current status — WDCS in members' voluntary liquidation since November 2021
* Directors' duties

« Wrongful trading

» Preference

« Financial status

* Directors' & Officers' Liability Insurance

 Skilled Person Monitoring Reports — compliance with FCA's Requirement Notice of
June 2020

« Safeguarded Monies / Statutory Trust — Berkley Applegate
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Insolvency issues and implementing strategy

« Contingency planning
« Administration
« Special Administration — Banking Act 2009
« Compulsory Liguidation and Special Managers
« Compulsory Liguidation with no Special Managers

* Solvent wind-down
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Key phases to the solvent wind-down

..............................................................

| 28Aug Late August/early
. 13 Jul t , | Presentation of 3 Sept September
omfn;e?c_iergen . e down plan Providing sufficient ~ ISsue formal notice
of detaile Board sign-off and despatch of lock-up. launch wind- to Acquiring
planning phase wind-down plan ! Participation B,

down plan and serve ~ customers and

and discussions and proposed Deeds to
i notice to Programme  Cardholders (two
with Mastercard heads of terms Programme Managgrs months' notice)
S Managers

| |

30 November

16 Sept Contractual back-
PMs to have stop for
identified new termination of
issuers and aligned Programme
BIN migration dates Managers
agreements

® ® - ® o ()
Detailed planning phase Launch and wind down
® O () ()

Mid-November

27 Aug 28 Aug — 2 Sept 2 Sept _
Al Programme Programme Deadline for return Targeted cessation
June end Managers invited' Managers and other by Programme for Issuer and
Programme to briefing key stakeholders Managers of Acquiring
Manager level meeting | consider wind-down signed businesses and
reconciliation plan Participation transfers of all BINs
completgd tq 5 Deeds
support migration :
E} Weekly “check in meetings” with Programme Managers on a bilateral basis R
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Migration
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Migration - Card Programme funds

Card Programme funds

A

—

Cardholder balances

Relevant Funds

PM Own Funds g zdfel=1iTt:]

1

:

1

ATy sy

+  Pre-funds |

» Accrued Programme Manager fees i

* Card unloads in payments :
progress (refunds) I

* Return-to-sender in progress '

« Reconciling items i

+ Unsettled negative balances |

________________________________
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Migration — Process and timeline

Cardholder notifications BIN migration date (T)
BIN transfers « Instruct balancing transfer of Relevant Completion of solvent wind-down
Full PM reconciliation — Relevant Funds and PM Own Funds Funds of WDCS
Transfer of safeguarded Relevant Funds — initial and balancing ’ Saftleguardmg O.b“r?at'(.)n and schen:je_ * Transfer of any residual funds
transfers sett e(rjnent_s ?W'tcf to Tcommg bR retained under the Participation
_ e (intraday timing of settlements moving may Deed
Ongoing reconciliations not be known)
Settlement of net amounts due to PM or WDCS
Five business days before migration (T-5) One bu.sint?[_ss d:ill_ylbefore One business day after migration (T+1)
migration (T- . i -to-
+ Indicative “Migration Settlement Monies” calculated .g. _ (T-1) Resumption of return-to-source payments,
. . .  Instruct initial transfer of 90% indemnities, chargebacks and refunds by
* Incoming card issuer provides safeguarded account of Relevant Funds incoming card issuer
details and confirmation |

® * ® > & o o ® *

Two business days before migration (T-2) Five business days after migration (T+5)
* Final “Migration Settlement Monies” calculated * PM provides post-migration statement
« PM provides pre-migration statement setting out setting out Relevant Funds at T 20 business days after migration (T+20)
Relevant Funds at T-2 « WDCS handovers any outstanding return-to-sender
*  WDCS confirm intraday migration timing (if available) payments or card refunds to new EMI

» Closure of client bank account (if applicable)

Ten business days before migration (T-10) » Final card programme reconciliation agreed (target)

* Outstanding WDCS invoices should be settled . L
. _ N Ongoing reconciliation and funds release
» Processing of return-to-source payments, indemnities,

chargebacks and card refunds processing paused

Post-migration pipeline transferred to incoming card issuer
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Concluding remarks
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Concluding remarks — UK FCA perspective

Stronger regulation and challenge to FinTechs

Clear tension between encouraging innovation and consumer protection

Ambiguities remain in safeguarding rules and insolvency legislation

Clear FCA focus on:

O

O

the right consumer outcomes

the specific regulated entity and what's within its control (e.g. group-wide
resources)

(immediate) access to and delivery up of documentation (systems)
wind-down plans

operational resilience
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About Osborne Clarke

Our global connections and
'best friends'’

Through a network of 'best friends' we
extend our reach across the globe,
particularly in North America, EMEA &
Asia Pacific. We have worked closely
with like-minded firms in over 100
countries. We'll find the right local
partner for you and wherever that may
be, we will make sure that you receive
the Osborne Clarke level of service.

Osborne Clarke is the business name for an international legal practice and its associated
businesses.

Full details here: osborneclarke.com/verein

*Services in India are provided by a relationship firm

Europe

Belgium: Brussels

France: Paris

Germany: Berlin, Cologne, Hamburg, Munich
Italy: Busto Arsizio, Milan, Rome

The Netherlands: Amsterdam

Spain: Barcelona, Madrid, Zaragoza
Sweden: Stockholm

UK: Bristol, London, Reading

USA

New York, San Francisco, Silicon Valley

Asia

China: Shanghai

India*: Bangalore, Mumbai, New Delhi
Singapore

025+

talented lawyers
working with

270+

expert partners

in

international locations*
advising across

8

core sectors
with

1

client-centred approach
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