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Major Rating Factors

Strengths: Weaknesses:

• Very strong capitalization

• Very high profitability, based on sound risk-adjusted

margins

• High portfolio granularity and collateralization

• Strong reliance on wholesale funding

• Business and revenue concentration in leasing

• Comparatively high loan loss levels, given its niche

business model
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Outlook: Negative

S&P Global Ratings' negative outlook on Germany-based financial institution Grenke AG reflects our view that the

bank faces tougher economic conditions in its main European markets over the next 18-24 months, as well as the

broader negative industry risk trend that we see for the German banking industry. We consider Grenke's earnings,

asset quality, and risk profile vulnerable to impacts from the pandemic, leading to a global recession in 2020, with

recovery in 2021 and 2022.

Downside scenario

We would likely lower the ratings on Grenke if we considered the bank's operating environment in its main

operating markets to have further deteriorated, leading to a material weakening of its asset quality or earnings. We

could reflect these pressures through a revision of our assessment of German bank economic or industry risks, for

example. Although less likely, we could also lower our rating on Grenke if the bank's risk-adjusted capital (RAC)

ratio dropped below our forecast 15% threshold.

Upside scenario

We could revise our outlook to stable if we saw a sustainable and material improvement in the macroeconomic

market environment in the main regions where Grenke operates, and the industry risk in Germany. An outlook

revision to stable would also depend on the bank demonstrating ongoing superior profitability compared with

peers. A positive rating action is very unlikely during our two-year outlook horizon, given that Grenke is smaller

than its peers and has a niche business model with a material reliance on wholesale funding.

Rationale

We base our assessment of Grenke's creditworthiness on the bank's sound yet concentrated business model as a

specialist lender, focusing mainly on small ticket IT-leasing across 32 European countries. The pandemic and sudden

stop of the global economy have led us to sharply revise our GDP forecasts. We now expect a global recession in 2020,

which will materially harm the economies to which Grenke is heavily exposed-–particularly Germany, Italy, and

France. Furthermore, despite ample fiscal stimulus, credit losses for banks in these markets will likely start to rise

through 2020.

But we think Grenke will enter the anticipated recession with solid profitability compared with peers, superior

capitalization, and sound asset quality. Although we anticipate much worsened operating credit conditions in Grenke's

main markets, we expect a manageable increase in the bank's cost of risk, nonperforming loan levels, and similar risk

metrics. We view positively the high granularity and collateralization of Grenke's portfolios, and comparably high

risk-adjusted margins that provide a substantial buffer to absorb a rise in credit losses. Accordingly, we continue to

anticipate that the bank will maintain its very strong capitalization--we forecast the bank's S&P Global Ratings RAC

ratio to remain at 16.5%-17.5% over the coming 12-24 months. Grenke's strong dependence on capital markets

funding is only partly mitigated by its matched funding structure and the short asset duration.
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Anchor:'bbb+' for a Germany-domiciled entity with major European operations

We use our Banking Industry Country Risk Assessment (BICRA) economic risk and industry risk scores to determine a

bank's anchor, the starting point in assigning an issuer credit rating. Our anchor for banks operating mainly in

Germany is 'a-', and we have negative German trends, both on our economic risk and our industry risk scores.

Our 'bbb+' anchor for Grenke is based on the German industry risk score of '3' and a blended economic risk score of

'4'. We take into account the bank's headquarters in Germany and our view of the economic risks of all the markets in

which Grenke operates. Because the bank has major exposure to other countries, with a large share of its portfolio in

France, Italy, and other European countries, the anchor for Grenke is one notch lower than that for a financial

institution operating predominantly in Germany.

Due to COVID-19, we expect a sharp 6% real GDP contraction for Germany in 2020, which will be more than

compensated by a strong rebound, with 4.3% expansion in 2021, and 3.3% in 2022. We see damage to the economy,

household wealth, and various corporate sectors from COVID-19, but anticipate that Germany's ample fiscal and

monetary measures will mitigate the cyclical shock to the economy, the banking system, and customers, as well as

limit German banks' credit losses. Nevertheless, the high degree of openness, with exports accounting for 50% of GDP,

exposes the country strongly to external risks and makes the trajectory of recovery also very dependent on the

pandemic's international development. Returning to higher house price growth and sector-specific challenges,

especially in the auto industry, will also continue to represent a risk to growth post-COVID-19.

As is the case for many European banking industries, industry risk in Germany is intermediate, in our view. However,

German banks entered the pandemic already suffering from pressure on profitability, notably due to high competition,

low interest rates, and a relatively heavy cost base. In addition to expected increasing--but manageable--risk cost, we

see cost pressures from the German banking industry's need for significant investment in core banking systems and

digital customer services that are essential to avoid the risks of tech disruption and franchise damage from

cyberattacks and customer data mismanagement.

Germany's retail banking market will to continue to be dominated by well-funded and strongly capitalized savings and

cooperative banking groups that have about 50% of the market in this segment. Large banks consequently typically

carry riskier concentration and business risk, but have become significantly less vulnerable to economic risks due to

substantial deleveraging, de-risking, and recapitalization in recent years.

Table 1

Grenke AG--Key Figures

--Fiscal year ended Dec. 31--

(Mil. €) 2019 2018 2017 2016 2015

Adjusted assets 7,012.7 5,738.4 4,733.3 3,889.1 3,398.5

Customer loans (gross) 6,230.8 5,137.0 4,323.3 3,570.9 3,097.7

Adjusted common equity 844.3 768.5 569.6 517.5 451.8

Operating revenues 526.6 453.3 387.1 331.9 296.8

Noninterest expenses 216.0 192.2 164.8 137.6 123.9

Core earnings 153.0 142.3 134.1 108.0 85.0
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Business position: The niche business model leads to concentration risk

We expect that Grenke's business position will remain a rating weakness relative to peers' in markets with similar

industry risks, reflecting the inherent concentration risk associated with operating in a niche for small-ticket IT leasing.

We believe this concentration risk is more pronounced than that of other financial institutions in its peer group. On a

positive note, we expect that Grenke will further enhance its geographic diversification it already reduced its reliance

on its home market, Germany over recent years (see chart 1). The bank is showing strong growth rates in other

European countries, especially in Italy and France, and is constantly entering new markets like, Belgium, Canada,

Chile, Croatia, Romania, the United Arab Emirates, Singapore, Turkey and (most recently) the U.S.

Chart 1

We consider prudent Grenke's well established franchise strategy, particularly in foreign markets, to attract

entrepreneurs, dilute start-up and capital investment costs, and take over the franchise only after a successful market

entrance.

Following the acquisition of Europa Leasing GmbH in 2017, Grenke expanded its business to medical equipment

leasing in German speaking countries and has since successfully strengthened this line of business. Medical equipment

leasing accounted for about 9.1% of total leasing by March 31, 2020, up from 8.4% a year earlier. We expect the

product portfolio to further diversify across bigger European markets.
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Grenke's factoring business in several European markets and SME lending in collaboration with several state

development banks in Germany, will further enhance its product diversification. These business lines are showing

material double-digit growth, albeit at a low level.

Established in 1978, Grenke has been a listed joint-stock company since 2000. In February 2018, the company's

founder and CEO Wolfgang Grenke retired from the board of directors and is now chairman of the supervisory board.

He was succeeded by Antje Leminsky, who has been with the company since 2012 and who continues the growth

strategy. The Grenke family owns about 41% of the bank's share capital as of early 2019 via Grenke Beteiligung GmbH

& Co. KG, and we do not expect this share will decrease over the next few years. The remainder of Grenke's shares is

in free float.

Table 2

Grenke AG--Business Position

--Fiscal year ended Dec. 31--

(%) 2019 2018 2017 2016 2015

Total revenues from business line (mil. €) 526.6 453.3 387.1 331.9 297.1

Commercial and retail banking/total revenues from business line 5.8 4.8 4.0 3.7 4.4

Other revenues/total revenues from business line 94.2 95.2 96.0 96.3 95.6

Return on average common equity 14.1 15.5 18.3 17.2 15.4

Capital and earnings: Very strong capital ratios supported by an exceptionally high earnings capacity

We expect Grenke to maintain capitalization as its main rating strength based on solid earnings. This is underpinned

by our forecast 16.5%-17.5% RAC ratio over the next 24 months, up from 16.3% as of year-end 2019. The bank

expects to further build up capital internally or externally to keep to comparably high capital level when compared

with other European financial institutions.

Against the backdrop of very difficult markets, we expect Grenke to maintain high earnings retention into capital

outweighing its strong asset growth plans in 2021 and 2022, based on the bank's superior profitability compared with

peers and a manageable increase in the risk cost.

We also expect further issuance hybrid or Tier 1 capital if needed, considering Grenke's prudent capital target of 16%

balance sheet equity, or our very strong capital and earnings assessment.

Table 3

Grenke AG--Capital And Earnings

--Fiscal year ended Dec. 31--

(%) 2019 2018 2017 2016 2015

Tier 1 capital ratio N/A 16.0 14.9 12.8 12.5

S&P Global Ratings’ RAC ratio before diversification 16.3 16.9 16.1 15.4 15.5

S&P Global Ratings’ RAC ratio after diversification 13.9 14.3 13.3 13.5 13.9

Adjusted common equity/total adjusted capital 80.8 86.0 81.6 90.8 93.6

Net interest income/operating revenues 69.5 62.1 62.9 65.3 64.5

Fee income/operating revenues 30.4 38.0 37.0 36.4 34.0

Market-sensitive income/operating revenues (0.1) 0.0 (0.0) (0.3) 0.0
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Table 3

Grenke AG--Capital And Earnings (cont.)

--Fiscal year ended Dec. 31--

(%) 2019 2018 2017 2016 2015

Noninterest expenses/operating revenues 41.0 42.4 42.6 41.4 41.8

Preprovision operating income/average assets 4.8 4.9 5.0 5.2 5.4

Core earnings/average managed assets 2.4 2.7 3.0 2.9 2.7

RAC--Risk-adjusted capital. N/A--Not applicable.

Table 4

Grenke AG--Risk-Adjusted Capital Framework Data

(Mil. €) Exposure*

Basel III

RWA

Average Basel III

RW(%)

S&P Global

Ratings RWA

Average S&P Global

Ratings RW (%)

Credit risk

Government and central banks 407 0 0 9 2

Of which regional governments and

local authorities

177 0 0 8 5

Institutions and CCPs 307 0 0 80 26

Corporate 4,224 0 0 3,605 85

Retail 1,390 0 0 1,194 86

Of which mortgage 0 0 0 0 0

Securitization§ 0 0 0 0 0

Other assets† 280 0 0 422 151

Total credit risk 6,607 0 0 5,310 80

Credit valuation adjustment

Total credit valuation adjustment -- 0 -- 0 --

Market risk

Equity in the banking book 10 0 0 91 875

Trading book market risk -- 0 -- 0 --

Total market risk -- 0 -- 91 --

Operational risk

Total operational risk -- 0 -- 994 --

(Mil. €) Exposure

Basel III

RWA

Average Basel II

RW (%)

S&P Global

Ratings RWA

% of S&P Global

Ratings RWA

Diversification adjustments

RWA before diversification -- 0 -- 6,395 100

Total Diversification/

Concentration Adjustments

-- -- -- 1,095 17

RWA after diversification -- 0 -- 7,490 117

(Mil. €)

Tier 1

capital Tier 1 ratio (%)

Total adjusted

capital

S&P Global Ratings

RAC ratio (%)

Capital ratio

Capital ratio before adjustments 941 0.0 1,044 16.3

Capital ratio after adjustments‡ 941 0.0 1,044 13.9
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Table 4

Grenke AG--Risk-Adjusted Capital Framework Data (cont.)

*Exposure at default. §Securitization Exposure includes the securitization tranches deducted from capital in the regulatory framework. †Exposure

and S&P Global Ratings’ risk-weighted assets for equity in the banking book include minority equity holdings in financial institutions.

‡Adjustments to Tier 1 ratio are additional regulatory requirements (e.g. transitional floor or Pillar 2 add-ons). RWA--Risk-weighted assets.

RW--Risk weight. RAC--Risk-adjusted capital. Sources: Company data as of 'Dec. 31 2019', S&P Global Ratings.

Risk position: High portfolio granularity mitigates elevated credit losses

We expect that Grenke's risk position remains a neutral rating factor despite the global recession. We anticipate that

the bank's superior margins and prudent risk-pricing strategy, coupled with sound risk management, continue to more

than offset elevated risk costs compared with that of peers. We also acknowledge Grenke's favorable loss track record

during the 2008-2009 recession in European markets.

We expect the bank's credit risk costs (to average customer loans) to peak at about 3.2% in 2020-2021, after 2.2% in

2019, due to difficult credit conditions in Grenke's main markets. Due to its niche model, credit losses are comparably

higher than the normalized losses suggested by our RAC model, but we believe this is sufficiently offset by the bank's

materially higher pre- provisioning earnings. Also, since 2018, higher accounting cost of risk partially relate to IFRS 9

considering the expected 12-month losses for its Stage 1 loans that will increase in line with new business.

The company's loan portfolio (including leasing, factoring, and SME lending) increased by about 21% over 2019, and

we envisage flat growth this year and a return to the previous growth trajectory of about 15% in subsequent years. This

rapid growth stems partly from Grenke's expansion into European and international markets via a franchise system.

However, we believe that Grenke bears most of the associated risks, given the attendant reputation risk of its franchise

system and because it partially finances the franchises' business. We expect that management will continue

safeguarding the bank's sound financial profile as a mitigating factor by using sophisticated risk-management systems

that allow for daily underwriting and risk monitoring.

Grenke's leasing portfolio is highly collateralized and very granular, with average contract volumes of about €9,000

and a typical lease contract term at origination of about 49 months. The company exclusively offers standard leasing

contracts with full amortization requirements. Consequently, Grenke largely limits residual value risk to defaulting

clients. It also uses a high degree of automation, while maintaining robust margin buffers and rigid underwriting

requirements. Services also include a self-developed Internet platform to remarket used leasing assets, which facilitates

prompt tracking of appropriate collateral values and adds additional recurring income.

Table 5

Grenke AG--Risk Position

--Fiscal year ended Dec. 31--

(%) 2019 2018 2017 2016 2015

Growth in customer loans 21.3 18.8 21.1 15.3 15.9

Total diversification adjustment/S&P Global Ratings’ RWA before diversification 17.1 18.4 21.6 14.1 12.0

Total managed assets/adjusted common equity (x) 8.5 7.6 8.5 7.7 7.7

New loan loss provisions/average customer loans 2.2 1.9 1.4 1.7 2.1

Net charge-offs/average customer loans N.M. N.M. 1.3 1.5 1.8

Gross nonperforming assets/customer loans + other real estate owned 8.0 7.6 6.4 6.4 7.4
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Table 5

Grenke AG--Risk Position (cont.)

--Fiscal year ended Dec. 31--

(%) 2019 2018 2017 2016 2015

Loan loss reserves/gross nonperforming assets 71.9 72.0 55.9 57.8 56.0

RWA--Risk-weighted assets. N.M.--Not meaningful.

Funding and liquidity: Above-average reliance on wholesale funding to finance leasing growth

We believe Grenke's funding position will remain a credit weakness with regard to its reliance on continuing access to

less stable and more confidence-sensitive funding sources. This is also reflected in an ongoing stable funding ratio of

86% as of Dec. 31, 2019. This is lower than the typical 90%-110% in the German banking sector, and indicates a

reliance on potentially unstable sources to fund long-term assets. Grenke's weak funding ratios also reflect its strong

reliance on short-term wholesale debt maturing within less than a year, which made up about 21% of its funding base

as of year-end 2019. However, this reliance reflects the bank's comparably low average asset duration of 21 months

and does not lead to significant asset-liability mismatches.

Although Grenke largely relies on wholesale funding, its access to these funds has remained robust since 2007. The

bank has, in our view, soundly diversified its committed unsecured and secured funding lines, complemented by

well-managed and proactive groupwide liquidity monitoring.

Throughout 2020, Grenke will continue to rely on several established funding sources, such as the asset-backed

commercial paper program, revolving asset-backed bonds, and additional asset-backed loans. The bank's funding

management is complemented by committed bank lines, diversified medium-term debt issuances, various promissory

notes, and smaller revolving credit facilities. Over the long term, we expect that retail deposits at Grenke Bank could

increase to about 30% of total refinancing requirements. Core customer deposits accounted for about 16% of the

group's funding base as of year-end 2019. However, we believe Grenke will continue to opportunistically shift between

available funding sources, without building material concentrations. Grenke has access to funding from the European

Central Bank via Grenke Bank but it lacks eligible collateral to make use of it if needed.

Grenke's broad liquid assets to short-term wholesale funding ratio is lower than that of global peers, at only about 40%

as of year-end 2019. Balance sheet liquidity consists solely of cash and some near-term interbank deposits, and we

understand there is no intention to build a larger liquidity portfolio. However, the bank's liquidity is significantly

supported by ongoing cash inflows from its maturing short-term leasing business. Grenke uses a matched-funding

strategy and we see no structural liquidity gap. If liquidity were to be substantially stressed as the pandemic unfolds,

we expect the bank to reduce or stop new lending by rejecting leasing applications, despite potential reputational risks,

and use cash inflows of roughly €1 billion annually from its maturing leasing business to offset liquidity needs. This

would allow Grenke to withstand liquidity stress with no access to capital markets for more than 12 months, in our

view. Nevertheless, this indicates somewhat more aggressive liquidity planning compared with that of banking peers.
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Table 6

Grenke AG--Funding And Liquidity

--Fiscal year ended Dec. 31--

(%) 2019 2018 2017 2016 2015

Core deposits/funding base 15.6 15.1 13.7 13.4 13.0

Customer loans (net)/customer deposits 659.5 695.5 802.8 824.3 850.1

Long-term funding ratio 82.2 78.2 73.5 71.6 71.4

Stable funding ratio 85.6 80.9 73.6 71.5 71.2

Short-term wholesale funding/funding base 21.3 26.3 31.8 33.9 34.1

Broad liquid assets/short-term wholesale funding (x) 0.4 0.3 0.2 0.1 0.2

Net broad liquid assets/short-term customer deposits (156.5) (308.5) (366.8) (397.4) (364.1)

Short-term wholesale funding/total wholesale funding 24.3 30.0 35.4 38.4 38.7

Narrow liquid assets/three-month wholesale funding (x) 1.0 0.7 0.4 0.5 0.4

Support: No extraordinary support factored into the rating

We regard Grenke's importance to the German banking system as low, reflecting its modest size and limited

complexity. We do not add any notches of uplift to the SACP for the likelihood of any extraordinary support or

additional loss-absorbing capacity.

Additional rating factors: One-notch uplift due to the bank's superior profitability and unique niche
business model

We factor one notch of uplift into the long-term rating because we believe that Grenke will continue to outperform

financial institutions at the same rating level in terms of profitability and risk-adjusted margins. Its net interest margin

was 6.1% in 2019, a level rarely seen among its peers. In our base-case scenario, we forecast the bank's operating

income after credit losses to cover about 320 basis points of its S&P Global Ratings' risk-weighted assets in 2020. This

earnings buffer (see chart 2) would act as a first line of defense in a potential adverse macroeconomic scenario and

compares very favorably with our calculated earnings buffers at universal banks, being more than 3x as high. Among

financial institutions, only banks active in consumer lending in very stable markets can achieve similar strong

risk-adjusted earnings metrics.

This strength is not adequately reflected in other rating components and factors. Grenke's higher profitability reflects

its competitive advantage in its specific niche market. In this niche, it is less exposed to the competitive pressures that

we consider a negative factor in the industry risk for German banks.
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Chart 2

Issue ratings

We rate the senior unsecured notes issued by Grenke Finance PLC and guaranteed by Grenke AG at the same level as

the 'BBB+' long-term issuer credit rating on Grenke. Grenke Finance is not affected by the retrospective subordination

of plain-vanilla senior unsecured notes, introduced in the German Credit Act and effective since January 2017. While

issuances of Grenke AG would be subject to the amended law, it currently has no affected notes outstanding. We rate

Grenke's additional tier 1 notes (XS1262884171 and XS1689189501) two low-trigger hybrid capital instruments, 'BB-'.

We notch down the rating on these instruments from Grenke's 'bbb' SACP by four notches, reflecting the instrument's

subordination, tier 1 status, and coupon nonpayment risk.

Related Criteria

• General Criteria: Hybrid Capital: Methodology And Assumptions, July 1, 2019

• Criteria | Financial Institutions | General: Risk-Adjusted Capital Framework Methodology, July 20, 2017

• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

• Criteria | Financial Institutions | Banks: Quantitative Metrics For Rating Banks Globally: Methodology And

Assumptions, July 17, 2013
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• Criteria | Financial Institutions | Banks: Banking Industry Country Risk Assessment Methodology And

Assumptions, Nov. 9, 2011

• Criteria | Financial Institutions | Banks: Banks: Rating Methodology And Assumptions, Nov. 9, 2011

• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009
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• Research Update: Grenke AG Outlook Revised To Negative On Heightened Macroeconomic COVID-19 Risks;
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• Negative Rating Actions Taken On Multiple German Banks On Deepening COVID-19 Downside Risk, April 23, 2020
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• Banking Industry Country Risk Assessment: Germany, Oct. 1, 2019

Anchor Matrix

Industry

Risk

Economic Risk

1 2 3 4 5 6 7 8 9 10

1 a a a- bbb+ bbb+ bbb - - - -

2 a a- a- bbb+ bbb bbb bbb- - - -

3 a- a- bbb+ bbb+ bbb bbb- bbb- bb+ - -

4 bbb+ bbb+ bbb+ bbb bbb bbb- bb+ bb bb -

5 bbb+ bbb bbb bbb bbb- bbb- bb+ bb bb- b+

6 bbb bbb bbb- bbb- bbb- bb+ bb bb bb- b+

7 - bbb- bbb- bb+ bb+ bb bb bb- b+ b+

8 - - bb+ bb bb bb bb- bb- b+ b

9 - - - bb bb- bb- b+ b+ b+ b

10 - - - - b+ b+ b+ b b b-

Ratings Detail (As Of July 9, 2020)*

Grenke AG

Issuer Credit Rating BBB+/Negative/A-2

Junior Subordinated BB-

Issuer Credit Ratings History

23-Apr-2020 BBB+/Negative/A-2

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 9, 2020   12

Grenke AG



Ratings Detail (As Of July 9, 2020)*(cont.)

13-Aug-2015 BBB+/Stable/A-2

06-Dec-2012 BBB+/Negative/A-2

Sovereign Rating

Germany AAA/Stable/A-1+

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable

across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.

Additional Contact:

Claudio Hantzsche, Frankfurt + 4933919188; claudio.hantzsche@spglobal.com
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