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Overview

- Our base-case expectation is that allegations of severe misconduct at Grenke AG will prove to
be unfounded.

- We also note Grenke's franchise and funding resilience during the disruptive period since the
allegations emerged.

- We are affirming our 'BBB+/A-2' issuer credit ratings on Grenke AG, as well as all related issue
ratings, and removing them from CreditWatch, where they were placed with negative
implications on Sept. 17, 2020.

- The negative outlook reflects the pending special audits and our view that further tangible
progress is needed to restore investor confidence and improve risk governance, as well as the
tough economic conditions that Grenke faces in its main European markets.

Rating Action

On Dec. 10, 2020 S&P Global Ratings affirmed its 'BBB+/A-2' long- and short-term issuer credit
ratings and all related issue ratings on Grenke AG and its debt and removed them from
CreditWatch, where they were placed with negative implications on Sept. 17, 2020 (see "Grenke
'BBB+/A-2' Ratings Put On CreditWatch Negative On Uncertainties Following Financial And
Accounting Allegations," published on RatingsDirect). The outlook on the long term rating is
negative.

Rationale

The affirmation reflects our base-case expectation that allegations of severe misconduct at
Grenke will turn out to be unfounded. We note that Grenke's management and the regulator have
acted swiftly to bring in special auditors, and initial investigations have identified no material
wrongdoing. However, Grenke's management has acknowledged the need to make improvements
in risk governance and market transparency. We also remain mindful that the audits are ongoing,
and final evaluations of potential shortcomings may take months to conclude.
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Our rating action also takes into account our view that Grenke's management soundly managed
near-term disruption risk to its reputation, businesses, and liquidity and funding position. We
observed that Grenke demonstrated solid cash and liquidity positions over the past three months
since the short-seller allegations, amid a global recession and uncertainties regarding the
COVID-19 pandemic.

We expect that Grenke's management will accelerate improvements in transparency, risk
governance, and oversight structures. In our view, this is important to restore investor confidence
in its unusual, and somewhat complex, business model as a franchise-driven, specialist lender.
We recognize, among other recently announced measures, that Grenke will expand its
management board to five members from four by hiring a new chief risk officer. Similarly, we
consider important Grenke's plans to restructure its entire franchise strategy, including to fully
take over and consolidate existing franchise businesses.

Although we anticipate much worse operating credit conditions in its main markets due to
COVID-19 effects, we continue to expect Grenke will outperform many peers in terms of capital,
profitability, and risk-adjusted margins. We forecast that Grenke will prudently manage its
reduced new business, which is roughly 75% the size of that seen in 2019, and expect it will tilt
somewhat to lower economic risk in Germany. We anticipate that Grenke will remain clearly
profitable through our 2023 forecast horizon, in part helped by increased new business margins.
Accordingly, we expect the group's S&P Global Ratings risk-adjusted capital ratio will improve to
more than 17% by year-end 2022, from 16.3% at year-end 2019, including a small dilution from
the full consolidation of Grenke's franchises.

Outlook

Our negative outlook on Grenke reflects the pending special audits and our view that the bank
needs to further restore investor confidence and improve its risk governance, oversight, and
transparency. It also continues to reflect likely continued tough economic conditions in its main
European markets over the next 12-24 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, which we expect will lead to a global
recession in 2020, with recovery in 2021 and 2022.

Downside scenario

We would likely lower the ratings on Grenke if pending special audits reveal very significant
shortcomings in risk governance or management oversight, or we anticipate a slow or incomplete
remediation of any identified gaps. At the same time, we could lower our ratings if the environment
in the bank's main operating markets further deteriorates, leading to a material weakening of its
asset quality, earnings, or new business. We could reflect these pressures through a revision of
our assessment of German banking industry risks, or economic risks for a broader set of European
markets, for example.

Upside scenario

We could revise our outlook to stable if we see improved clarity from the special audits and a
well-established plan to deliver any necessary improvements in Grenke's risk management
structures. An outlook revision would also depend on an improved macroeconomic and
competitive backdrop in the main regions where Grenke operates, and the bank demonstrating
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superior profitability compared with that of peers.

Ratings Score Snapshot

To From

Issuer Credit Ratings BBB+/Negative/A-2 BBB+/Watch Neg/A-2

SACP bbb bbb

Anchor bbb+ bbb+

Business Position Weak (-2) Weak (-2)

Capital & Earnings Very Strong (+2) Very Strong (+2)

Risk Position Adequate (0) Adequate (0)

Funding and Liquidity Below Average and Adequate (-1) Below Average and Adequate (-1)

Support (0) (0)

ALAC Support (0) (0)

GRE Support (0) (0)

Group Support (0) (0)

Sovereign Support (0) (0)

Additional factors (+1) (+1)

Related Criteria

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

- 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

- Criteria | Financial Institutions | Banks: Quantitative Metrics For Rating Banks Globally:
Methodology And Assumptions, July 17, 2013

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

- Criteria | Financial Institutions | Banks: Banking Industry Country Risk Assessment
Methodology And Assumptions, Nov. 9, 2011

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

Related Research

- Grenke 'BBB+/A-2' Ratings Put On CreditWatch Negative On Uncertainties Following Financial
And Accounting Allegations, Sept. 17, 2020

- Grenke AG, July 9, 2020
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- Grenke AG Outlook Revised To Negative On Heightened Macroeconomic COVID-19 Risks;
'BBB+/A-2' Ratings Affirmed, April 24, 2020

Ratings List

Outlook Action; Ratings Affirmed

To From

Grenke AG

Issuer Credit Rating BBB+/Negative/A-2 BBB+/Watch Neg/A-2

Grenke AG

Junior Subordinated BB- BB-/Watch Neg

Grenke Finance PLC

Senior Unsecured BBB+ BBB+/Watch Neg

Commercial Paper A-2 A-2/Watch Neg

Ratings Affirmed

Grenke AG

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
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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