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Overview

- OnDec.9, 2021, S&P Global Ratings published its revised "Financial Institutions Rating
Methodology," (FI Methodology) and placed its ratings on Germany-based Grenke AG under
criteria observation (UCO).

- Under our revised FI Methodology, we can now apply a positive or negative adjustment of up to
one notch when determining a bank's stand-alone credit profile (SACP). This enables us to

incorporate credit factors that other parts of our analysis do not fully capture (the "comparable

ratings analysis" or CRA adjustment).

- We factor in one notch of CRA uplift into Grenke's SACP because we believe that Grenke will
continue to outperform financial institutions with similar creditworthiness in terms of
profitability and risk-adjusted margins, and we have not fully captured this in Grenke's other
SACP factors.

- Having completed our review of Grenke, we have raised by one notch our issue credit ratings on
Grenke AG's senior nonpreferred and subordinated debt to 'BBB' from 'BBB-'and its additional
Tier 1 (AT1) instruments to 'BB' from 'BB-'. We have also affirmed the 'BBB+' issuer credit rating

(ICR) on the bank and our ratings on its senior debt and removed all the ratings from UCO.

- The negative outlook on Grenke reflects the pending results of the regulatory audit and
execution risk regarding the restoration of investor confidence and rectification of remaining
organizational and procedural deficiencies in its risk governance, oversight, and transparency
over the next 12-24 months.

Rating Action
On Dec. 16, 2021, S&P Global Ratings took the following rating actions (see the Ratings List):

- Raised the issue ratings on Grenke AG's senior nonpreferred debt to 'BBB' from 'BBB-'and
those on its AT1 instruments to 'BB' from 'BB-';
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- Affirmed the 'BBB+/A-2' long- and short-term ICRs on Grenke, as well as the ratings on the
senior debt. The outlook on the long-term ICR is negative; and

- Removed the issuer credit and all debt ratings from UCO, where they were placed on Dec. 9,
2021.

Rationale

The rating actions follow a revision to our methodologies for rating banks and nonbank financial
institutions and for determining a Banking Industry Country Risk Assessment (BICRA) (see
"Financial Institutions Rating Methodology," published Dec. 9, 2021, and "Banking Industry
Country Risk Assessment Methodology And Assumptions," published Dec. 9, 2021).

We can now apply a comparative adjustment notch to determine a bank's stand-alone
creditworthiness. Through the adjustment, which could be either positive or negative and up to
one notch, we aim to incorporate additional credit factors. These could be either transitional or
more structural factors that we do not separately identify or capture in other parts of the analysis.
In addition, we aim to ensure that the SACP is set at a level that is consistent with that of peers.

For Grenke AG, the positive CRA adjustment results in an upward revision of the SACP
assessment to 'bbb+' from 'bbb'. We factor in one notch of uplift into Grenke's SACP because we
believe that Grenke will continue to outperform financial institutions with similar creditworthiness
in terms of profitability and risk-adjusted margins, and we have not fully captured this in Grenke's
other SACP factors. We forecast, for example, that Grenke will achieve a net interest margin of
about 5.8% and an 11% average return on equity by 2023, which would continue to represent
remarkably resilient and robust results against strong headwinds from difficult markets due to
the pandemic and a lower-for-longer interest rates. This follows Grenke's 6% net interest margin
in 2020 and average returns on equity of 16% between 2015 and 2019, levels rarely seen among
its peers. Similarly, as an indicator of a first line of defense in stressed markets, we estimate a 4%
earnings buffer for Grenke in 2021, which is very favorable representing more than 3x the
expected earnings buffer of Europe's top 100 universal banks. Among financial institutions, only
banks active in consumer lending in very stable markets can achieve similarly strong
risk-adjusted earnings metrics. Other stand-alone rating factors do not adequately reflect this
strength. Grenke's higher profitability reflects its competitive advantage in its specific niche
market, where it is less exposed to competitive pressures that we consider negative for industry
risks German banks face.

The upgrade of the hybrid instruments by one notch mirrors our view of Grenke's stronger
stand-alone creditworthiness. Thisis because we derive our ratings on the hybrids by notching
down from the SACP. Our ratings on the senior debt were affirmed in line with the ICR on which
they depend. We rate the senior unsecured notes issued by Grenke Finance PLC and guaranteed
by Grenke at the same level as the 'BBB+' long-term ICR on Grenke.

Our ratings remain supported by Grenke's robust capitalization and earnings. These are
indicated by our forecast of a risk-adjusted capital ratio of about 18.5% by 2023, up from 17.9% at
year-end 2020. This resilience also mitigates our general concerns about the weakness of
Grenke's business model owing to its reliance on wholesale financing, and business and revenue
concentration in its leasing niche business model.
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We consider 2021 a transitional year for Grenke's management to swiftly execute necessary
improvements in transparency, risk governance, and oversight, including money-laundering
prevention. We anticipate that Grenke will remedy as fast as possible the weaknesses in its
organization and processes, particularly regarding risk governance and market transparency,
which Grenke's management and a series of ongoing special audits have revealed in recent
months. Our ratings continue to incorporate our base-case expectation that any allegations of
material misconduct will prove unfounded, although details of a final regulatory report and
possible sanctions are yet to be announced.

Outlook

Our negative outlook on Grenke reflects the pending results of the regulatory audit, and the
execution risk regarding the restoration of investor confidence and rectification of remaining
organizational and procedural deficiencies in its risk governance, oversight, and transparency over
the next 12-24 months.

Downside scenario
We would likely lower the rating on Grenke if:

- Thefinal results of the regulatory audit reveal significant shortcomings in risk governance or
management oversight;

- Major regulatory sanctions are imposed on Grenke for the identified deficiencies;

- We anticipate a slow or incomplete remediation of any identified deficiencies; or

- Grenke lacks stability in senior management.

We could also lower our rating if there is a significant setback on the path to economic recovery in

the bank's main operating markets, leading to a material weakening of its asset quality, earnings,
or new business.

Upside scenario

We could revise our outlook to stable if we have greater clarity from the special audits and Grenke
has a well-established plan to deliver any necessary improvements in its risk-management
structures. An outlook revision could also depend on a better-than-anticipated macroeconomic
and competitive environment in the main regions where Grenke operates, and the bank continuing
to demonstrate superior profitability compared with that of its peers.

Ratings Score Snapshot

Issuer Credit Rating: BBB+/Negative/A-2
Stand-alone credit profile: bbb+

- Anchor: bbb+

- Business position: Constrained (-2)

- Capital and earnings: Very strong (+2)
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- Risk position: Adequate (0)
- Funding and liquidity: Moderate and adequate (-1)

- Comparable rating analysis: +1

Support: 0
- ALAC support: 0

GRE support: 0
- Group support: 0

- Sovereign support: 0

Additional factors: 0

ALAC--Additional loss-absorbing capacity.
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Ratings List

Ratings Affirmed

Grenke AG

Issuer Credit Rating BBB+/Negative/A-2

Grenke Finance PLC

Senior Unsecured BBB+

Upgraded
To From
Grenke AG
Junior Subordinated BB BB-

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. A description of each of
S&P Global Ratings' rating categories is contained in "S&P Global Ratings Definitions" at
https://www.standardandpoors.com/en_US/web/guest/article/-/view/sourceld/504352 Complete ratings
information is available to subscribers of RatingsDirect at www.capitalig.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49)
69-33-999-225; Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.
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