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Overview

- Although profitability and risk-adjusted margins at German bank Grenke AG are gradually
improving, we do not expect them to recover to their pre-pandemic levels because of the
difficult economic environment.

- We anticipate that the bank's overall credit profile will remain closer to that of its 'BBB' rated
peers for the next 12-24 months.

- We lowered our long-term issuer credit rating on Grenke to 'BBB' from 'BBB+', and affirmed its
'A-2' short-term rating.

- The stable outlook signifies that we expect Grenke to maintain its sound risk appetite, asset
quality, and high capital buffers, and to gradually recover its solid risk-adjusted profitability
over the next two years.

Rating Action

On March 23, 2023, S&P Global Ratings lowered to 'BBB' from 'BBB+' its long-term issuer credit
rating on Grenke AG and affirmed our 'A-2' short-term rating on the bank. The outlook is stable.

We also lowered our issue ratings on Grenke AG's senior debt to 'BBB' from 'BBB+'.

The bank's stand-alone credit profile (SACP) was revised down by one notch, causing us to lower
our ratings on the senior nonpreferred debt to 'BBB-' from 'BBB' and those on its additional Tier 1
(AT1) instruments to 'BB-' from 'BB'.
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We no longer expect Grenke to materially outperform financial institutions rated 'BBB', in
terms of profitability and risk-adjusted margins. Our base-case scenario indicates that the
increase in interest rates, inflation, and credit risk costs will weigh on margins. We therefore
anticipate that, by 2024, Grenke's core earnings to S&P Global Ratings risk-weighted assets
before diversification (S&P RWA) will be 1.3%-1.6%, its cost-to-income ratio (CIR) will be
53%-56%, and its average return on common equity (RoE) will be 7%-10%. Although we consider
this represents a sound performance, given the difficult market and Grenke's credit profile, it is
comparable with 'BBB' peers and below Grenke's outstanding pre-pandemic results of about 2.4%
earnings to RWA, 41% CIR, and 15% RoE, respectively, in 2019. Accordingly, we no longer apply a
positive comparable rating adjustment based on earnings to the group's SACP.

We project that the bank's cost of risk and nonperforming loans will be elevated, but
manageable. Although Grenke has plans for strong loan growth in a difficult market, we
anticipate that it will be able to manage its cost of risk. Cost of risk, measured using our definition
(new loan-loss provisions over average customer loans), peaked at 3.2% in 2020 from 2.2% in
2019; we expect it to decline to 1.9%-2.3% in 2023 and 2024. This is high compared with peers,
and the bank's nonperforming loan levels at year-end 2022 were also higher than peers, at 10%.
Our concerns are partially mitigated by Grenke's higher net interest margins, sound risk
management system, and the high granularity and collateralization of its portfolios. In addition,
Grenke's capitalization level has historically been one of the highest among its peers, and we
expect it to maintain this. We forecast that it will have a risk-adjusted capital (RAC) ratio of 20% by
2024, compared with about 22% at year-end 2022.

Grenke has materially improved its transparency, risk governance, and oversight (including
money-laundering prevention) since 2020, which gives us some confidence. In our base-case
scenario, we expect the bank to repair the remaining, and less-acute, organizational deficiencies
that have been identified through various recent audits within a reasonable time frame. We
understand that allegations of material misconduct have been proven to be unfounded.

Outlook

The stable outlook signifies that we expect Grenke to maintain high capital buffers for the next
12-24 months, while containing the deterioration in its asset quality and gradually rebuilding its
risk-adjusted profitability. We also anticipate that Grenke will fortify its management,
underwriting, and risk systems by strengthening its digital capabilities. This should help it achieve
its plans for higher growth.

Downside scenario

We could lower our rating on Grenke if it proves unable to find a path to recovery as difficult
operating markets damage asset quality and weigh on risk-adjusted new business margins.

Similarly, we could downgrade the bank if:

- We anticipated that remediation of the remaining organizational deficiencies that have been
identified would be slow or incomplete;

- Senior management demonstrated a lack of stability; or

- It was unable to adjust its organization to support its plans for high growth.
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Upside scenario

We would only raise the rating within the next 18-24 months if Grenke demonstrated much better
risk-adjusted performance, in line with higher-rated banks, considering Grenke's credit profile
and its relatively small size, niche business model, and high reliance on wholesale funding.

Environmental, Social, And Governance

ESG credit indicators: E-2, S-2, G-3

Governance factors are a moderately negative consideration in our credit rating analysis of
Grenke. We are monitoring progress by Grenke's management toward fully remedying the
weaknesses in its organization and processes. This will improve transparency; risk governance;
and oversight, including money-laundering prevention.

Ratings Score Snapshot

To From

Issuer credit rating BBB/Stable/A-2 BBB+/Negative/A-2

SACP bbb bbb+

Anchor bbb+ bbb+

Business position Constrained (-2) Constrained (-2)

Capital and earnings Very strong (+2) Very strong (+2)

Risk position Adequate (0) Adequate (0)

Funding and liquidity Moderate and adequate (-1) Moderate and adequate (-1)

Comparable ratings analysis 0 +1

Support 0 0

ALAC support 0 0

GRE support 0 0

Group support 0 0

Sovereign support 0 0

Additional factors 0 0

SACP--Stand-alone credit profile. ALAC--Additional loss-absorbing capacity. GRE--Government-related entity.

Related Criteria

- General Criteria: Hybrid Capital: Methodology And Assumptions, March 2, 2022

- Criteria | Financial Institutions | General: Financial Institutions Rating Methodology, Dec. 9,
2021

- Criteria | Financial Institutions | Banks: Banking Industry Country Risk Assessment
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Methodology And Assumptions, Dec. 9, 2021

- General Criteria: Environmental, Social, And Governance Principles In Credit Ratings, Oct. 10,
2021

- General Criteria: Group Rating Methodology, 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

- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Related Research

- Robust German Banking Industry Weathers Increased Geopolitical Economic Risk, Feb. 16,
2023

- Full Analysis: Grenke AG, Aug. 1, 2022

- Grenke AG Affirmed At 'BBB+/A-2', Outlook Negative; Off UCO; Hybrids Upgraded On
Implementation Of Revised FI Criteria, Dec. 16, 2021

Ratings List

Downgraded

To From

Grenke AG

Junior Subordinated BB- BB

Grenke Finance PLC

Senior Unsecured BBB BBB+

Downgraded; Outlook Action

To From

Grenke AG

Issuer Credit Rating BBB/Stable/A-2 BBB+/Negative/A-2

Ratings Affirmed

Grenke AG

Commercial Paper A-2

Grenke Finance PLC

Commercial Paper A-2

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/sourceId/504352 Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
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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; or Stockholm (46) 8-440-5914
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