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Research Update:

German Financial Institution GRENKELEASING
AG Outlook Revised To Stable From Negative;
'BBB+/A-2' Ratings Affirmed

Overview

» W& expect GRENKELEASI NG AG (Grenke) to continue to outperform universa
bank peers in ternms of key earnings neasures over the cycle.

« W also anticipate that Genke will continue to proactively nanage and
preserve its very strong capital and earnings position

e W are therefore revising our outlook on Genke to stable fromnegative
and are affirming the ratings at 'BBB+ A-2'.

» The stable outl ook reflects our expectation that Genke will continue to
benefit fromits superior risk-adjusted pricing and that its projected
ri sk-adjusted capital ratio will remain above 15% over the next 18-24
nont hs.

Rating Action

On Aug. 13, 2015--Standard & Poor's Ratings Services revised its outl ook on
Ger many- based financial institution GRENKELEASI NG AG (G enke) to stable from
negative. The long- and short-termcounterparty credit ratings were affirned
at 'BBB+/ A-2'.

Rationale

Grenke continues to post strong risk-adjusted interest margins and declining
credit loss provision ratios despite a lowinterest rate environnent and
fragile economies in several of its key markets outside Germany. These results
have been underpi nned by strong earnings ahead of the conmpany's own
projections for the first half of 2015. In addition, G enke has further
denonstrated its comitnment and ability to secure its "very strong" capita
position despite robust new business growh, including by the issuance of a
€30 mllion Additional Tier 1 (AT1l) instrunment in July 2015. W al so consi der
that Grenke's investnment in operations in recent years and grow ng econoni es
of scal e from busi ness expansi on shoul d support favorabl e earnings capacity.
As such, we now think there is a reduced |ikelihood of erosion in Genke's
conpetitive edge in risk-adjusted pricing and ri sk nanagenent, or a drop of
its risk-adjusted capital (RAC) ratio to below 15.0% from 15. 1% at year-end
2014.

On the back of Grenke's stronger earnings |evel conpared w th universal banks
domiciled in Germany, we currently forecast annual earnings to cover about 400
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basis points of its Standard & Poor's risk-wei ghted assets, which could act as
a first line of defense in case of severe credit stress at the group |evel.
The strength of its earnings mainly stens from Grenke's attractive niche in
its markets, which enables it to generate favorable net interest nargins
conpared with the level of credit |oss provisions. This | eads us to continue
applying a positive one-notch adjustnent to Grenke's stand-al one credit
profile (SACP) of 'bbb' to arrive at the 'BBB+ long-termrating. At the sane
time, we account for Grenke's relatively small size and the concentrated
nature of its overall business operations in our "weak" assessnent of the

busi ness position as well as the resulting | ower SACP.

In our analysis of Genke's capital managenent, we anticipate that Genke wll
continue to build capital--mainly through earnings retention--such that our
nmeasure of core capital, total adjusted capital, keeps pace with its

doubl e-digit growmh in exposures. W also assune that the quality of growth
and its regional split will not materially increase the riskiness of its
credit exposures. Furthernore, we would expect further inorganic capital

i ncreases, if Grenke woul d be endangered to breach our 15% RAC ratio
threshold, a level that is consistent with our "very strong" capital and
ear ni ngs assessnent. W note that Grenke has constantly taken initiatives to
preserve its capital strength, for exanple through the ATl issuance in July
2015, the offering of stock dividends instead of cash payouts in 2014, or its
share capital increase back in 2013. W project that Genke's RACratio wll
stand between 16.5% and 17.0% over the next 18 nonths, which benefits mainly
fromits recent AT1 issuance conpared with the ratio at year-end 2014.

As per our criteria, we regard G enke as a bank because it owns a fully

consol i dat ed bank subsidi ary, GRENKEBANK, which is a nmenber of the Gernan
deposit protection scheme. GRENKEBANK is subject to full bank regul ati on and,
nost inportantly, has potential access to European Central Bank funding. W do
not include any external support in the ratings on G enke, however.

Qur rating on Grenke continues to reflect the 'bbb+ anchor, our baseline
assessnment, as well as our view of the conpany's "weak" business position,
"very strong" capital and earnings, "adequate" risk position, "bel ow average"
fundi ng, and "adequate" liquidity, as our criteria define these terns.

Outlook

The stable outlook reflects our expectation that Grenke will continue to
benefit fromits superior risk-adjusted pricing. It also reflects our
assessment that its projected RACratio will renmmin above 15% over the next
18- 24 nont hs.

Downside scenario

We woul d I ower the ratings on Grenke if, in contrast to our expectations, we
concluded that it would not be able to maintain its RAC rati o above our 15%
threshol d, as per our criteria. W could also lower the ratings if we
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percei ved hei ghtened credit |osses due to a nore difficult nmacroeconomc
environnent in the European countries where Grenke has maj or operations, or
due to expansion in riskier regions.

Upside scenario

A positive rating action over the next 18-24 nonths is renpte given G enke's
conparably snall size and niche business nbdel with material reliance on
whol esal e fundi ng, which are unlikely to change in the foreseeable future.

Ratings Score Snapshot

| ssuer Credit Rating BBB+/ St abl e/ A- 2
SACP bbb
Anchor bbb+
Busi ness Position Weak (-2)
Capi tal and Earni ngs Very strong (+2)
Ri sk Position Adequat e (0)
Fundi ng and Liquidity Bel ow Average and Adequate (-1)
Suppor t 0
GRE Support 0
G oup Support 0
Sover ei gn Support 0

Addi ti onal Factors +1

Related Criteria And Research

Related Criteria

e Bank Rating Methodol ogy And Assunptions: Additional Loss-Absorbing
Capacity, April 27, 2015

 Bank Hybrid Capital And Nondeferrabl e Subordi nated Debt Methodol ogy And
Assunptions, Jan. 29, 2015

e Group Rating Methodol ogy, Nov. 19, 2013

e Quantitative Metrics For Rating Banks d obally: Methodol ogy And
Assunptions, July 17, 2013

* Revised Market Ri sk Charges For Banks In Qur Risk-Adjusted Capital
Framewor k, June 22, 2012

* Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011

e Banking Industry Country Ri sk Assessnment Met hodol ogy And Assunpti ons,
Nov. 9, 2011

e Banks: Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010

 Met hodol ogy For Mappi ng Short- And Long-Term | ssuer Credit Ratings For
Banks, May 4, 2010

e Use O CreditWatch And Qutl ooks, Sept. 14, 2009

 Commercial Paper |: Banks, March 23, 2004
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Related Research
e Banking Industry Country Ri sk Assessnment: Germany, July 23, 2015

Ratings List

Qutl ook Action; Ratings Affirmed

To From

GRENKELEASI NG AG

Counterparty Credit Rating BBB+/ St abl e/ A- 2 BBB+/ Negati ve/ A- 2
Ratings Affirmed
GRENKELEASI NG AG

Preferred Stock BB-

Conmrer ci al Paper[ 1] A-2
G enke Finance PLC

Seni or Unsecured[ 1] BBB+

[ 1] Guarant eed by GRENKELEASI NG AG

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDirect at
www. gl obal credi tportal.comand at spcapitaliq.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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