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Wolfspeed: New Name Can’t Mask $49.2 Million
in Accounting Errors

Silicon carbide (SIC) manufacturer has corrected accounting errors in six of
its last ten quarterly filings and is valued as if annual sales will top global
industry forecasts.
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● The company recently beat consensus forecasts, in part, by making millions of dollars in
depreciation expense disappear

● The company still has exposure to the deteriorating LED lighting business it sold and is
not yet the semiconductor pure play its valuation implies

● The company excludes losses from its divested LED business from adjusted results
despite inking a recurring, long term supply agreement with the acquirer

● Wolfspeed is understating accounts payable, suggesting the bills for its new $1 billion
wafer fabrication plant under construction are too high to count as payables

● The company has made approximately $49.2 million in recent accounting errors, making
corrections in six of its last ten quarterly filings

● In the period the accounting mistakes were made, Wolfspeed gave its auditor, PwC,
three pay raises, including a 65% increase in 2021, making the fee nearly twice the
average audit fee

● When questioned by the SEC, Wolfspeed could not explain why three distributors based
in countries designated as state sponsors of terror were included on its website but not
disclosed in its annual report

● Wolfspeed’s current valuation implies it achieves 100% SIC market share by 2025, will
grow annual sales by 55%, and achieve a 40% profit margin— well in excess of the
company’s own projections

● Though SIC has the potential to extend EV battery life and Wolfspeed is a leading
manufacturer, the company’s valuation— 5.5x the estimated 2025 global SIC market and
more than 20x sales— suggests shares have 74.6% downside potential

https://www.nickwinkler.net/


Wolfspeed Beats Earnings Expectations With Help of New
Accounting Policy Change
The company beat consensus forecasts, in part, by making millions of dollars in
depreciation expense disappear.

To complement its new corporate name, the company formerly known as Cree also adopted a
new accounting policy that helped it beat Q1 FY22 Street estimates in its first quarter as
Wolfspeed Inc. On an adjusted basis, Wolfspeed lost $0.21 per share versus the consensus
estimate of a $0.23 loss. But the narrower than expected loss, which rocketed shares
approximately 30% higher, was aided by a change in the company’s useful life estimates.

Wolfspeed increased the expected useful lives of certain machinery and equipment by two to
five years.The change was applied prospectively, and decreased depreciation expense in the
quarter, according to the company, by $8.4 million or $0.01 per share in the quarter.

If we add back the $8.4 million in depreciation, Wolfspeed’s net loss was $78.5 million, not
$70.1million. If we adjust it exactly as Wolfspeed does— and generously boost the company’s
income tax adjustment by half— we estimate a non-GAAP loss of $0.238 per share, which just
meets consensus.

Wolfspeed might object to immediately adding back the decrease in depreciation in its entirety
as the company says most of it resulted in a reduction of inventory which will impact cost of
revenue in future periods. The company expects the impact to gross profit to be approximately
$8.0 million per quarter by the end of the year as inventory is relieved.

Regardless, the useful life change helped the company beat earnings expectations. The only
question is by how much. It’s the latest in a string of accounting policy determinations one might
think unnecessary for a company claiming to make a superior product with more demand than
can possibly be met in the near term.

Wolfspeed: A Semiconductor “Pure Play” (With Exposure to a
Deteriorating Lighting Business)
The company excludes losses from its divested LED business from adjusted results
despite inking a recurring, long term supply agreement with the acquirer.

Wolfspeed recently sold its heritage lighting businesses and wants investors to perceive it as a
semiconductor powerhouse entering attractive new markets. The company is building what it
calls the world’s largest silicon carbide (SIC) fabrication facility in New York for $1 billion. Silicon
carbide powered devices, compared to silicon, promise to extend the range of electric vehicles
(EV) and improve the efficiency of 5G and solar power applications.

https://www.sec.gov/ix?doc=/Archives/edgar/data/895419/000089541921000138/wolf-20210926.htm
https://investor.wolfspeed.com/static-files/545f2fdc-e26c-4297-accc-64b64ad2b1be
https://www.wolfspeed.com/company/news-events/news/wolfspeed-and-the-biophysical-economics-institute-announce-pioneering-study-that-demonstrates-the-superiority-of-silicon-carbide-for-energy-efficiency
https://www.wolfspeed.com/company/news-events/news/cree-inc-officially-changes-company-name-to-wolfspeed-inc-marking-successful-transition-to-global-semiconductor-powerhouse


But Wolfspeed isn’t yet a semiconductor pureplay.

In March 2021, Wolfspeed sold its lighting and LED business for a loss of $29.1 million. The
Wafer Supply Agreement Wolfspeed has with the acquirer ensures Wolfspeed will maintain
exposure to the LED segment for four more years despite its poor economics. Net income for
the LED business declined from $60.6 million in 2019 to $5.9 million in 2020. In FY21, even if
you add back the $112 million non-cash goodwill impairment, the segment lost $70 million.

Even though Wolfspeed provides the acquirer silicon carbide materials— the semiconductor on
which it’s betting the future— the company does not include Wafer Supply Agreement gains or
losses as part of operations. In the latest quarter, Wolfspeed lost $800,000 on the deal but
accounted for it as a non-operating expense.

The Wafer Supply Agreement ensures Wolfspeed maintains exposure to the LED industry for
the next four year. By definition, these sales are recurring. Yet Wolfspeed excludes them from
operating profit calculations, arguing the Wafer Supply Agreement isn’t reflective of its ongoing
operations.

This maneuver— along with the recent accounting policy change just prior to earnings— are the
latest in a string of accounting treatments that distort Wolfspeed’s financial performance.

Wolfspeed Understates Accounts Payable by Excluding
Fabrication Facility Cap-Ex
The company suggests the bills for its new fabrication plant under construction are just
too high to count as payables.

Wolfspeed’s Accounts Payable and “days in accounts payable” (DPO) are understated. The
company prefers not to include the $1 billion it’s costing to build its fab of the future in New York
state. Wolfspeed argues construction is so expensive, it’s not appropriate to include the bills it
owes as payables:

“Due to the significant amount of capital expenditures associated with our future Silicon
Carbide device fabrication facility in New York, we exclude accounts payable related
to capital expenditures in connection with the facility.”

Wolfspeed was awarded a $500 million grant from the state of New York and expects to be
reimbursed for approximately half the plant’s cost through fiscal 2024. As of September 26,
2021, Wolfspeed has billed New York for $101.million and has been reimbursed for $61.5
million. The Winkler Group verified Wolfspeed’s billing and reimbursement figures through a
public records request of the state of New York.

Similarly, Wolfspeed is also understating Inventory and “days of supply in inventory” (DSI).
Wolfspeed holds inventory related to the Wafer Supply Agreement but does not include it as

https://www.sec.gov/ix?doc=/Archives/edgar/data/895419/000089541921000070/cree-20210627.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/895419/000089541921000138/wolf-20210926.htm
https://investor.wolfspeed.com/static-files/545f2fdc-e26c-4297-accc-64b64ad2b1be
https://investor.wolfspeed.com/static-files/545f2fdc-e26c-4297-accc-64b64ad2b1be


Inventory on the balance sheet. Instead, the company includes Wafer Supply Agreement
inventory in Other Current Assets.

Expect approximately $100 million in accounting adjustments as early as next quarter (Q2
FY22) as Wolfspeed looks to restructure its Luxembourg holding company to realize all or part
of its $121.8 million in deferred tax assets (DTAs):

“This determination would result in the release of all or a portion of the Luxembourg
valuation allowance. The release of the Luxembourg valuation allowance could result in
the recognition of $121.8 million of net operating loss deferred tax assets and a
decrease to income tax expense in the period the release is recorded.”

Wolfspeed Has Made Approximately $49.2 Million in Recent
Accounting Errors
The company has corrected accounting mistakes in 60% of its quarterly reports dating
back to October 2018 and has awarded its auditor significant fee increases during the
same period.

Of the last ten 10-Qs Wolfspeed has filed, six include accounting errors that required revisions.
The mistakes total approximately $49.2 million and include errors related to operating cash
flows, taxes, stock options exercises, currency transactions, and available-for-sale securities.
The SEC has noticed and recently required Wolfspeed to do better.

We’ve included a more detailed summary of the errors as an Appendix to this report to
supplement to the examples of Wolfspeed’s errors and revisions below:

● “The Company increased income tax expense for the three and six months ended
December 29, 2019, resulting in a net increase to net loss of $1.5 million in each
period.”

● “The Company increased net cash provided by operating activities by $12.4 million and
decreased net cash provided by financing activities by the same amount.”

● “...the Company has revised the amounts for the three and nine months ended March
25, 2018 to reflect a currency translation gain of $0.8 million and $2.0 million, and net
unrealized loss on available-for-sale securities of $2.3 million and $6.0 million, net of
tax benefit, respectively.”

The $49.2 million in accounting errors we tallied is the equivalent of approximately 2% of
Wolfspeed’s revenue and 5.6% of gross profit during the period examined. We did not calculate
the accounting error sum as a percentage of profit as Wolfspeed did not earn a profit in the
period examined.

https://www.sec.gov/ix?doc=/Archives/edgar/data/895419/000089541921000138/wolf-20210926.htm
https://www.sec.gov/Archives/edgar/data/895419/000000000020009008/filename1.pdf


In each case though, the company concluded the errors were not material individually or in the
aggregate to any of the periods impacted.

Wolfspeed’s auditor when the accounting errors were made was PwC. In 2018, when we first
documented accounting errors, Wolfspeed increased PwC’s pay 23% to $3.2 million. The
average Big 4 auditor pay that year for firms Wolfspeed’s size was $2.3 million.

In 2019, as the errors continued, PwC received a 9.3% increase in pay to $3.5 million. The
average Big 4 auditor pay that year for firms Wolfspeed’s size was $2.1 million. In FY20, PwC’s
fees declined 17.1%. In 2021, Wolfspeed increased PwC’s pay 65% to $4.8 million, nearly twice
the average audit fee.

Wolfspeed Has No Idea How Suspect Foreign Distributors Got On
Its Website
Wolfspeed can’t explain how distributors based in countries listed as state sponsors of
terror wound up on its website.

The SEC sent a letter asking Wolfspeed why it omitted any mention of certain foreign based
distributors listed on its website from its 2019 annual report. Those distributors happen to be
based in countries designated as being state sponsors of terrorism and potentially off limits to
U.S. businesses:

Image via: SEC

https://www.sec.gov/Archives/edgar/data/895419/000089541918000115/def14a2018.htm#sEDD80950569D5989BE87D3CD44FC510C
https://www.armaninollp.com/white-papers/sec-audit-fee-survey-2019/
https://www.sec.gov/Archives/edgar/data/895419/000089541919000079/def14a2019.htm
https://www.armaninollp.com/white-papers/sec-audit-fee-survey-2020/
https://www.sec.gov/Archives/edgar/data/895419/000089541919000079/def14a2019.htm
https://www.sec.gov/Archives/edgar/data/895419/000089541921000110/def14a2021.htm
https://www.cfodive.com/news/audit-fees-rise-faster-than-inflation/609341/
https://www.sec.gov/Archives/edgar/data/895419/000000000019013773/filename1.pdf
https://www.sec.gov/Archives/edgar/data/895419/000000000019013773/filename1.pdf


Eight days later, Wolfspeed responded, denying any contact with the countries in question. The
company offered no explanation for how the distributors were included on the company’s
websites:

“The listing of a distributor for the Company’s LED products for Sudan and distributors
for the Company’s Wolfspeed products for Sudan, Syria, and North Korea on the
Company’s websites was the result of an inadvertent oversight by the Company. We
have updated our websites to correct this error.”

We only raise the matter due to Wolfspeed’s years of accounting mistakes. Inadvertent
oversights are seemingly the norm. At best, it indicates a pattern of carelessness and a lack of
attention to detail that manifests itself on the company’s website and financial statements.

Wolfspeed’s Current Valuation Implies 100% Market Share
Wolfspeed’s share price implies annual sales that far exceed current global industry
forecasts and has 74.6% downside potential.

With an Enterprise Value (EV) of approximately $16 billion, Wolfspeed’s valuation is 5.5x the
total estimated 2025 global SIC market. If global SIC sales reach $2.5 billion by 2025 as the
market forecast Wolfspeed references indicates, Wolfspeed’s current share price— according to
our Reverse DCF which quantifies investor expectations embedded in the current share price—
implies the company must achieve the following to justify its current valuation:

● Grow sales 55% annually
● Increase NOPAT margin from (12.8%)1 to 40%
● Increase Invested Capital (IC) turns from 0.372 to 1.5

The current share price3 also implies Wolfspeed achieves 100% of the global SIC market share
in 2025:

3 $135.00 per share
2 Four year average
1 Four year average

https://www.sec.gov/Archives/edgar/data/895419/000089541919000083/filename1.htm
http://www.yole.fr/SiC_PowerEletronics_CompetitiveLandscape.aspx
http://www.yole.fr/SiC_PowerEletronics_CompetitiveLandscape.aspx


Under another scenario, to justify Wolfspeed’s current valuation based on its own forecast—
$1.4 billion in FY24 sales, a 30% CAGR, and the equivalent of a 25% NOPAT margin— the
company must maintain that pace for eleven years and convert 100% of its $10 billion “pipeline
opportunity” into sales:

https://investor.wolfspeed.com/static-files/465b5d48-8c3d-4dc4-a817-886a6a4e228b
https://investor.wolfspeed.com/static-files/465b5d48-8c3d-4dc4-a817-886a6a4e228b


Even if we assume Wolfspeed grows sales 50% faster than the market and immediately triples
its 4-year average NOPAT margin and IC turns, the stock is worth approximately $34.20 next
year, or 74.6% lower than where it trades today:



If SIC proves to be superior and replaces silicon for use in a wide range of semiconductor
applications, a sharp rise in sales alone won’t support Wolfspeed’s current valuation. Unless
management can also significantly increase ROIC to approximately 25%— far above its TTM
ROIC of approximately (7.2%)— the stock can fall farther.

Wolfspeed is undeniably the leader in high volume SIC production, a difficult process we
suspect may become more difficult as Wolfspeed attempts to automate production at its new
wafer fab. CEO Gregg Lowe, a Texas Instruments alum, gets credit for pivoting the company to
play in the EV and 5G spaces today.

Wolfspeed is now a bet on automotive electrification— Tesla utilizes Wolfspeed’s SIC to extend
battery range— so valuation won’t matter to certain investors who have bid the stock up 93%
over the last year. Expect the company’s valuation to rise even farther if it raises guidance at its
Investor Day on November 17, 2021. But at more than 20x sales, Wolfspeed can’t afford a wafer
fab production ramp stumble or more accounting snafus as investor scrutiny in the EV space
intensifies.
____________________________________________________________________________

This article is for paid subscribers of New Risk Alerts Plus. If you’re not a member, and you’d
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APPENDIX
Wolfspeed accounting errors and corrections between 2018-Present:

In the quarter ending March 28, 2021, Wolfspeed revised income tax expense for the three
months ended March 29, 2020 to correct the income tax provision calculation for the third
quarter of fiscal 2020:

“The Company decreased income tax expense for the three months ended March 29,
2020, resulting in a net decrease to net loss of $1.5 million for the three months ended
March 29, 2020.”

In the quarter ending December 27, 2020, the Wolfspeed revised income tax expense for the
three and six months ended December 29, 2019 to correct the income tax provision calculation
for the second quarter of fiscal 2020:

“The Company increased income tax expense for the three and six months ended
December 29, 2019, resulting in a net increase to net loss of $1.5 million in each period.”

In the quarter ending March 29, 2020, the Wolfspeed revised net cash provided by operating
activities and net cash provided by financing activities for the nine months ended March 31,
2019 to correct the presentation of tax withholding for stock option exercises.

“The Company increased net cash provided by operating activities by $12.4 million and
decreased net cash provided by financing activities by the same amount.”

In the quarter ending December 29, 2019, Wolfspeed revised net cash provided by operating
activities and net cash provided by financing activities for the six months ended December 30,
2018 to correct the presentation of tax withholding for stock option exercises.

“The Company increased net cash provided by operating activities by $11.9 million and
decreased net cash provided by financing activities by the same amount.”

In the quarter ending September 29, 2019, Wolfspeed revised net cash provided by operating
activities and net cash provided by financing activities for the three months ended September
23, 2018 to correct the presentation of tax withholding for stock option exercises.

“The Company increased net cash provided by operating activities by $10.8 million and
decreased net cash provided by financing activities by the same amount.”

In the quarter ending March 31, 2019, Wolfspeed identified an error pertaining to the amounts
presented as currency translation loss and unrealized gain on available-for-sale securities in the
previously reported Consolidated Statements of Comprehensive Loss for the three and nine
months ended March 25, 2018.

https://www.sec.gov/Archives/edgar/data/895419/000089541921000049/0000895419-21-000049-index.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/895419/000089541921000018/cree-20201227.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/895419/000089541921000018/cree-20201227.htm
https://www.sec.gov/Archives/edgar/data/895419/000089541920000016/0000895419-20-000016-index.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/895419/000089541919000097/q1202010q.htm
https://www.sec.gov/Archives/edgar/data/895419/000089541919000018/a10qform3qfy2019.htm


“...the Company has revised the amounts for the three and nine months ended March
25, 2018 to reflect a currency translation gain of $0.8 million and $2.0 million, and net
unrealized loss on available-for-sale securities of $2.3 million and $6.0 million, net of tax
benefit, respectively.”


