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Major Rating Factors

Strengths: Weaknesses:

• Very strong capitalization.

• Very high profitability, based on sound margins and

high cost efficiency.

• Good risk management capabilities as well as high

granularity and collateralization of the portfolio.

• Above-average reliance on wholesale funding.

• Business and revenue concentration in a cyclical

leasing niche.

• Comparatively high loan loss levels, given the niche

business model.

Outlook: Negative

Standard & Poor's Ratings Services' negative outlook on Germany-based GRENKELEASING AG (Grenke)

indicates a one-in-three possibility that we could downgrade Grenke within the next 12-24 months. We believe

Grenke's creditworthiness could deteriorate if it were to lose its competitive edge in superior risk-adjusted pricing

and risk management. This could prompt us to remove the one notch of uplift we currently include in the ratings

for Grenke's outperformance of similar peers.

Moreover, we continue to see challenges for Grenke's historically strong loss track record in Europe's sluggish and

fragile economies. We might also consider a negative rating action if an unexpected worsening of economic

conditions in Europe or an increase in lending growth, coupled with inability to finance such growth through

internal capital generation, diluted Grenke's risk-adjusted capital (RAC) ratio to below 15%.

We might revise the outlook to stable if we saw a longer period of pricing discipline and risk management at

Grenke, and we believed that Grenke would be able to maintain a RAC ratio higher than 15% through internal

capital generation.
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Rationale

Our ratings on Grenke reflect its 'bbb+' anchor, as well as our view of the company's "weak" business position, "very

strong" capital and earnings, "adequate" risk position, "below-average" funding, and "adequate" liquidity, as our criteria

define these terms. The stand-alone credit profile (SACP) is at 'bbb'.

Anchor: 'bbb+' for a Germany-domiciled entity with major European operations

Grenke's anchor of 'bbb+' reflects its headquarters in Germany and the blended economic risks of the markets in which

it operates. This is because Grenke has major exposures in other countries, with a large share of its portfolio in France

and Southern Europe.

Under our bank criteria, we use our Banking Industry Country Risk Assessment's economic risk and industry risk

scores to determine a bank's anchor, the starting point in assigning an issuer credit rating. Our anchor for a

commercial bank operating only in Germany is 'a-', based on an economic risk score of '1' and an industry risk score of

'3'.

Our economic risk assessment reflects Germany's highly diversified and competitive economy and its lack of major

economic imbalances. However, as an export-led nation, Germany remains vulnerable to swings in global economic

growth and trade flows, as well as to adverse capital market trends.

Grenke has expanded its leasing business in European countries other than Germany and Switzerland by double-digit

figures since 2010. We believe economic risks are comparatively higher in these other jurisdictions. In the first six

months of 2014, Grenke's business grew by 7.2%, and about 60% of total new business was outside the German and

Swiss markets. We believe that most of Grenke's business will remain in less economically robust European markets

than Germany and Switzerland. The anchor for Grenke is therefore one notch lower than that for a financial institution

operating solely in Germany to reflect heightened economic risks in Grenke's international operations.

Our industry risk assessment benefits from Germany's extensive funding market and domestic banks' funding

surpluses, which developed as a result of low domestic credit growth and high savings rates. However, the sector's

competitive dynamics result in relatively low profitability, which is fueled by significant disparities in the commercial

targets and business and risk profiles of market players.

Table 1

GRENKELEASING AG Key Figures

--Year-ended Dec. 31--

(Mil. €) 2014* 2013 2012 2011 2010

Adjusted assets 2,702.0 2,572.4 2,293.1 1,953.4 1,656.3

Customer loans (gross) 2,427.3 2,265.4 1,974.0 1,657.9 1,415.6

Adjusted common equity 376.1 352.4 270.2 279.7 252.7

Operating revenues 119.4 213.0 184.3 154.2 133.3

Noninterest expenses 52.9 96.5 80.1 68.8 62.3

Core earnings 31.2 49.6 43.7 39.9 28.6

*Data as of June 30.
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Business position: A narrow business model in a cyclical niche leads to concentration risk

In our view, Grenke's "weak" business position reflects the inherent concentration risk associated with operating in a

very cyclical, small-ticket information technology (IT) leasing niche. We believe this concentration risk is more

pronounced than that of other financial institutions operating in economies with similar industry risk as Germany.

Consequently, this concentration risk offsets other strengths in our assessment of Grenke's business position. On a

positive note, we expect Grenke to further enhance its geographic diversification and reduce reliance on its home

market, Germany. Moreover, Grenke has started conducting factoring business and business-startup financing in

collaboration with several state development banks in its core markets Germany and Switzerland, which we expect to

further enhance its product diversification over time.

Established in 1978, Grenke has been a listed joint-stock company since 2000. The company's founder and current

CEO, Wolfgang Grenke, and his family own 42.6% of its share capital as of September 2014 via Grenke Beteiligung

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

is in free float.

We expect Grenke to secure its position as the domestic market leader in the fragmented and niche markets of

independent small-ticket IT leasing and small-scale factoring. At midyear 2014, Grenke had about €2.4 billion in gross

receivables, the majority of which were with corporate entities and small and midsize enterprises domiciled outside

Germany. On average, Grenke had 859 employees and operated in about 30 countries as of June 30, 2014.

The company uses a prudent franchise strategy, particularly in foreign markets, to attract entrepreneurs and dilute

start-up and capital investment costs. We do not expect Grenke to materially change its successful niche business

model. In our view, this focused business strategy should allow Grenke to continue reporting stable new business and

revenue inflow. We also expect management to continue safeguarding Grenke's sound financial profile by using

sophisticated risk-management systems that allow for daily risk monitoring.

Table 2

GRENKELEASING AG Business Position

--Year-ended Dec. 31--

(%) 2014* 2013 2012 2011 2010

Total revenues from business line (mil. €) 119.4 213.6 184.7 154.5 133.4

Commercial & retail banking/total revenues from business line 5.9 5.9 2.7 2.8 2.6

Other revenues/total revenues from business line 94.1 94.1 97.3 97.2 97.4

Return on equity 13.9 11.9 12.7 13.0 10.1

*Data as of June 30.

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

We assess Grenke's capital and earnings as "very strong." Our view is underpinned by a RAC ratio of 15.9% as of

year-end 2013 following a capital increase of €54 million on Feb. 21, 2013. We project our RAC ratio for Grenke,

before concentration and diversification adjustments, to remain at about 15.0%-15.5% over the next 18 months. In

addition, we are convinced that Grenke's management is committed to maintaining very strong capital, despite

double-digit growth in the leasing portfolio. Moreover, we anticipate further inorganic capital increases if the RAC ratio
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or Grenke's equity–to-total-assets ratio were in danger of falling below 15% and 16%, respectively. Because Grenke is

not subject to full banking regulation and supervision (except for its subsidiary GrenkeBank) and does not report bank

capital ratios, we consider that Grenke's public commitment to a capital-to-total-assets ratio of 16% supports our view

of its very strong capital position.

We expect internal capital generation to remain limited, given the shareholders' dividend expectations of up to 30% of

net income. Therefore, we do not anticipate earnings retention to fully compensate for strong lending growth, and

forecast a steady but slow decline in our RAC ratio for Grenke over the next two years. The decline in the RAC ratio

will likely slow down over the next few years because Grenke introduced the option of a stock dividend this year,

which some of its shareholders have accepted. As a result, about €5 million in new shares were distributed instead of

cash dividends.

Grenke's very strong earnings capacity, reflected in a projected three-year average earnings buffer of close to 500 basis

points (bps) at year-end 2015 (based on Grenke's normalized losses), plays an increasingly important role in our

assessment of its ability to retain earnings. This means that we expect Grenke's annual earnings to cover about 500

bps of its risk-weighted assets according to our RAC ratio calculations, so that its earnings would act as a first line of

defense in a potential credit stress. Grenke's earnings buffer is about three times higher than that for universal banks. In

the financial institutions universe, only banks active in consumer lending in very stable markets are able to achieve

similarly strong risk-adjusted earnings metrics.

Table 3

GRENKELEASING AG Capital And Earnings

--Year-ended Dec. 31--

(%) 2014* 2013 2012 2011 2010

S&P RAC ratio before diversification N.M. 15.9 13.9 18.5 21.4

S&P RAC ratio after diversification N.M. 14.2 12.6 16.7 19.2

Adjusted common equity/total adjusted capital 100.0 100.0 100.0 100.0 100.0

Net interest income/operating revenues 62.2 61.0 60.4 59.9 59.5

Fee income/operating revenues 35.8 37.5 35.7 36.8 36.4

Noninterest expenses/operating revenues 44.3 45.3 43.4 44.6 46.8

Preprovision operating income/average assets 4.9 4.7 4.8 4.7 4.5

Core earnings/average managed assets 2.3 2.0 2.0 2.2 1.8

*Data as of June 30. N.M.--Not meaningful.

Table 4

GRENKELEASING AG RACF [Risk-Adjusted Capital Framework] Data

(Mil. €) Exposure* Standard & Poor's RWA Average Standard & Poor's RW (%)

Credit risk

Government and central banks 148 18 12

Institutions 102 27 26

Corporate 1,521 1,297 85

Retail 518 434 84

Of which mortgage 0 0 0
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Table 4

GRENKELEASING AG RACF [Risk-Adjusted Capital Framework] Data (cont.)

Securitization 0 0 0

Other assets 40 36 90

Total credit risk 2,330 1,811 78

Market risk

Equity in the banking book¶ 0 0 0

Trading book market risk -- 0 --

Total market risk -- 0 --

Insurance risk

Total insurance risk -- 0 --

Operational risk

Total operational risk -- 399 --

(Mil. €) Standard & Poor's RWA % of Standard & Poor's RWA

Diversification adjustments

RWA before diversification 2,211 100

Total adjustments to RWA 271 12

RWA after diversification 2,482 112

(Mil. €) Total adjusted capital Standard & Poor's RAC ratio (%)

Capital ratio

Capital ratio before adjustments 352 15.9

Capital ratio after adjustments§ 352 14.2

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

and Standard & Poor's 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, 2013, Standard & Poor's.

Risk position: High granularity of the portfolio mitigates elevated credit losses

In our view, Grenke's risk position is "adequate," based on its ongoing superior risk management and risk pricing in its

diversified leasing business, despite higher credit losses than that of universal banks in Germany. In particular, we

acknowledge Grenke's favorable loss track record since the start of the recessions in European markets in 2007-2008.

Although Grenke's risk costs--at 211 bps at midyear 2014--are comparably higher than the credit losses we calculate in

our RAC model, they have not increased materially in the ongoing recessions in many European markets, although

business in these markets has expanded significantly. We also note that Grenke's elevated risk costs are more than

offset by its superior margins and prudent risk-pricing strategy.

The company's loan portfolio increased by about 15% during 2013 and we envisage comparable double-digit growth of

about 15% in subsequent years, in line with the company's plans. This rapid growth stems partly from Grenke's

expansion into European markets via a franchise system, which offers an exit option for Grenke to protect its brand

and franchise. However, we believe that Grenke bears most of the business risk, given the attendant reputation risk of

its franchise system and because it partly finances the franchisees' business. We consider management's daily

monitoring and risk management of the franchisees' business flow and underwriting standards to be positive.
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Another positive factor is that Grenke's lending portfolio is highly collateralized and very granular, with average

contract volumes of about €8,200 and average durations of about 20 months. The company exclusively offers standard

leasing contracts with full amortization requirements only. Consequently, Grenke largely limits residual risk to

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

underwriting requirements. Grenke's 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

GRENKELEASING AG Risk Position

--Year-ended Dec. 31--

(%) 2014* 2013 2012 2011 2010

Growth in customer loans 14.3 14.8 19.1 17.1 15.9

Total diversification adjustment / S&P RWA before diversification N.M. 12.3 9.8 10.7 11.4

Total managed assets/adjusted common equity (x) 7.4 7.5 8.7 7.0 6.6

New loan loss provisions/average customer loans 2.1 2.3 2.4 2.2 2.6

Net charge-offs/average customer loans N.M. 0.8 1.0 1.0 1.1

Gross nonperforming assets/customer loans + other real estate owned 9.4 9.6 10.1 10.2 12.0

Loan loss reserves/gross nonperforming assets 50.1 51.2 48.5 50.2 49.0

*Data as of June 30. N.M.--Not meaningful.

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

Grenke's funding is "below average," as indicated by our internal stable funding ratio, which has fluctuated at about

70% over the past four years and is below our benchmark for the rating. We expect this ratio to remain at about this

level over the next two years. Grenke's weak funding ratios reflect its strong reliance on short-term wholesale debt

maturing within less than a year, which makes up about 35% of its funding base as of June 30, 2014. However, we

acknowledge that this reliance reflects Grenke's comparably low average asset maturity and does not arise from

significant asset-liability mismatches.

Although Grenke is largely reliant on wholesale funding, its access to such funds has remained very robust since

midyear 2007, reflecting several measures it has enforced in recent years. Grenke has soundly diversified its

committed unsecured and secured funding lines, which are complemented by well-managed and proactive groupwide

liquidity monitoring that takes place daily.

Throughout 2013 and the first half of 2014, Grenke continued to rely on several established funding sources, such as

the asset-backed commercial paper program, revolving asset-backed bonds, and additional asset-backed loans.

Grenke's funding management is complemented by committed bank lines, diversified medium-term debt issuances,

various promissory notes, and smaller revolving credit facilities. Over the medium term, we also expect retail deposits

at GrenkeBank (which Grenke acquired as "Hesse Newman Bank" in 2009) to increase to about 20%-30% of total

refinancing requirements compared with 12% as of June 30, 2014.

We view Grenke's liquidity ratios, such as broad liquid assets to short-term wholesale funding, to be lower than that of

global peers' at only about 20%. However, Grenke's liquidity is significantly supported by ongoing cash inflows from its

short-term leasing business. Grenke uses a matched-funding strategy; therefore there is no structural liquidity gap. In a
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potential stress scenario, we expect Grenke to be able to stop lending and still receive cash inflows from its remaining

leasing portfolio. This would allow Grenke to withstand a liquidity stress for more than six months, in our view.

Table 6

GRENKELEASING AG Funding And Liquidity

--Year-ended Dec. 31--

(%) 2014* 2013 2012 2011 2010

Core deposits/funding base 11.7 12.5 11.4 10.2 9.9

Customer loans (net)/customer deposits 910.5 842.7 896.8 1,014.2 1,089.7

Long term funding ratio 70.2 70.6 73.7 69.7 71.8

Stable funding ratio 67.6 70.0 72.6 69.3 70.1

Short-term wholesale funding/funding base 35.1 34.8 30.5 36.2 34.5

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

Net broad liquid assets/short-term customer deposits (519.6) (516.6) (377.1) (473.7) (357.5)

Short-term wholesale funding/total wholesale funding 39.7 39.7 34.4 40.3 38.3

Narrow liquid assets/3-month wholesale funding (x) 0.1 0.4 0.4 0.6 0.6

*Data as of June 30.

External support: No extraordinary support factored into the rating

German regulators have started to supervise leasing on a narrow basis since 2009. We regard Grenke's importance to

the German banking system as "low," reflecting its limited size. Consequently, we do not add any notches of uplift to

the SACP for the likelihood of extraordinary government support.

GrenkeBank, as a member of the German deposit-protection scheme, is subject to full bank regulation and has full

access to European Central Bank funding in case of need.

Additional rating factors: One notch of uplift due to Grenke'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 margins. We estimate Grenke's current

earnings buffer at close to 500 bps and its net interest margin at about 600 bps, which compare very favorably with

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

profitability than that of traditional universal banks stems from its superior risk-adjusted pricing capabilities and the

unique selling proposition derived from its niche business model.

Related Criteria And Research

Related Criteria

• Bank Hybrid Capital And Nondeferrable Subordinated Debt Methodology And Assumptions, Sept. 18, 2014

• Banks: Rating Methodology And Assumptions, Nov. 9, 2011

• Banking Industry Country Risk Assessment Methodology And Assumptions, Nov. 9, 2011

• Bank Capital Methodology And Assumptions, Dec. 6, 2010

• Use Of Creditwatch And Outlooks, Sept. 14, 2009
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Related Research

• Germany-Based GRENKELEASING AG Outlook Revised To Negative; 'BBB+/A-2' Ratings Affirmed, Dec. 6 2012

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 October 9, 2014)

GRENKELEASING AG

Counterparty Credit Rating BBB+/Negative/A-2

Commercial Paper

Local Currency A-2

Senior Unsecured BBB+

Short-Term Debt A-2

Counterparty Credit Ratings History

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

15-May-2003 BBB+/Stable/A-2

Sovereign Rating

Germany (Federal Republic of) (Unsolicited Ratings) AAA/Stable/A-1+

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable

across countries. Standard & Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country.

Additional Contact:

Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com
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