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GRENKELEASING AG

Major Rating Factors

Strengths:

• Committed, strong capitalization.

• Solid profitability, sound margins, and high efficiency.

• Relatively robust asset quality from strong risk management and high

granularity and collateralization.

Counterparty Credit Rating

BBB+/Stable/A-2

Weaknesses:

• Reliance on wholesale funding.

• Business and revenue concentration in a cyclical leasing niche.

• Increasing credit costs, owing to weakening economic conditions.

Rationale

The ratings on Germany-based GRENKELEASING AG (Grenke) are based on the company's sound niche-market

position in the very cyclical, small-ticket information-technology (IT) leasing segment, supported by high

granularity, collateralization, and strong risk-management systems to safeguard its solid profitability and strong

capitalization.

The ratings are constrained by Grenke's reliance on wholesale funding and its focus on a cyclical leasing niche. In

addition, Grenke is currently operating in a severe economic downturn, so its credit costs have increased since 2009.

The ratings are based on Standard & Poor's Ratings Services' assessment of Grenke's stand-alone credit profile and

do not factor in any external support. Grenke is not a systemically important financial institution in Germany.

However, in 2009, regulators started to supervise the German leasing business, including Grenke. Grenke acquired

Hesse Newman Bank in 2009, which it renamed GrenkeBank. Because GrenkeBank is a member of the German

deposit protection scheme, it is subject to full bank regulation and is eligible to receive state support. However, we

understand that Grenke never intended to use any of the state's support facilities.

Established in 1978, Grenke has been a listed joint-stock company since 2000, and its founder and current CEO,

Wolfgang Grenke, and his family own 38.2% of its share capital. The remainder of Grenke's shares is in free float.

Our ratings reflect Grenke's stand-alone credit profile and do not include ownership support.

Grenke is the domestic market leader in the fragmented niche market of independent small-ticket IT leasing and had

€1.3 billion in gross receivables on Sept. 30, 2010. The company selectively employs a prudent franchise strategy,

particularly in foreign markets, to attract entrepreneurs and share start-up costs and capital investments. We

therefore expect Grenke's dependence on Germany to diminish over time, indicated by 59% in new business

volumes abroad. Grenke has returned to organic growth again since the fourth quarter of 2009, backed by

increasing margins to buffer any additional credit and funding costs, and well in line with demonstrated prudent

risk-management systems.
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Grenke's access to wholesale funds has remained relatively robust since midyear 2007, reflecting several measures it

has enforced in recent years, which mitigate our concerns. The company maintains sound capitalization, which

allows a committed minimum (15%) refinancing of assets. Grenke has soundly diversified its committed unsecured

and secured funding lines, which are complemented by well-managed, proactive, groupwide, day-to-day liquidity

monitoring.

Throughout 2010, funding has been founded on Grenke's four renewed, committed, one-year, rollover, €452

million, on-balance-sheet, asset-backed commercial paper (ABCP) programs. The programs are based on pledged

leasing assets on a nonrecourse basis. Moreover, Grenke has set up a €300 million three-year revolving asset-backed

securities bond, and renewed €120 million of committed one-year revolving lines provided by four banks.

Diversified medium-term debt issuances, various promissory notes, smaller revolving credit facilities with existing

and new bank partners, and access to retail deposits (120 million at Sept. 2010) via GrenkeBank complement

Grenke's liquidity management. However, the ABCP program leaves Grenke's unsecured creditors structurally

subordinated. We consequently continue to rate the company's senior unsecured debt one notch lower than the

counterparty credit ratings.

Because of rising credit risk costs in the current recessionary environment, Grenke has posted a moderate decline in

its pretax profits to about €34 million as of Dec. 31, 2009, from €46 million on Dec. 31, 2008. However, in light of

still deteriorating corporate credit quality and rising insolvency rates, we expect to see high--albeit

manageable--credit costs for 2010 and 2011 as well. We therefore expect Grenke to post a pretax profit for full-year

2010 marginally below 2009 results. Generation of new business has so far compensated for higher funding costs,

but does not fully offset increased credit costs, because higher margins are only likely to feed through in 2011.

We expect Grenke's capitalization to remain sound for its current rating level, reflecting the company's capacity to

maintain its publicly stated target of a capital-to-leasing assets ratio of more than 15%, based on good profitability

and high earnings retention. Our risk-adjusted capital calculation shows a strong 19% before adjustments and

17.4% after adjustments; however, this is consistent with Grenke's higher business and earnings concentration.

Outlook

The stable outlook reflects our expectation that Grenke's well-managed business model will remain relatively robust,

despite increasing credit risks and ongoing uncertainty in the funding markets. Overall, we expect Grenke to

continue to safeguard its sound financial profile and funding access with strong risk-management systems, which

should reduce higher concentrations in cyclical risks and its limited experience in some European markets it has

recently entered.

We would consider negative rating actions if Grenke failed to demonstrate relative resilience of its funding sources,

or if it demonstrated weakening asset quality and earnings (for example due to international expansion), or if capital

ratios were to weaken below the committed 15% total equity-to-total assets ratio.

Positive rating actions are unlikely, given Grenke's concentrated business model and reliance on wholesale funding.
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Related Criteria And Research

• Bank Rating Analysis Methodology Profile, March 18, 2004

• Risk-Adjusted Capital Framework For Financial Institutions, April 21, 2009

Table 1

GRENKELEASING AG Risk-Adjusted Capital Data

(Mil. €) Exposure*
Basel II
RWA

Average Basel II RW
(%)

Standard & Poor's
RWA

Average Standard & Poor's
RW (%)

Credit risk

Government and central banks 61 0 0 3 5

Institutions 10 0 0 2 21

Corporate 806 0 0 658 82

Retail 415 0 0 329 79

Of which mortgage 0 0 0 0 0

Securitization 0 0 0 0 0

Other assets 92 0 0 137 150

Total credit risk 1,384 0 0 1,129 82

Market risk

Equity in the banking book¶ 0 0 0 0 0

Trading book market risk -- 0 -- 0 --

Total market risk -- 0 -- 0 --

Insurance risk

Total insurance risk -- -- -- 0 --

Operational risk

Total operational risk -- 0 -- 221 --

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

Diversification adjustments

RWA before diversification 0 1,350 100

Total adjustments to RWA -- 128 9

RWA after diversification 0 1,478 109

(Mil. €)

Tier 1 capital Tier 1 ratio (%) Total adjusted capital Standard & Poor's RAC ratio
(%)

Capital ratio

Capital ratio before
adjustments

0 0.0 257 19.0

Capital ratio after
adjustments§

0 0.0 257 17.4

*Exposure at default. ¶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 Sep. 30, 2010, Standard & Poor's.
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Table 2

GRENKELEASING AG Asset Quality, Funding, And Liquidity Ratios

--Year-ended Dec. 31--

(%) 2010* 2009 2008 2007 2006

Gross nonperforming assets/customer loans plus other real estate owned 12.9 13.9 12.4 13.0 13.3

Net nonperforming assets/customer loans plus other real estate owned 7.0 7.6 6.8 7.0 7.2

Loan loss reserves/gross nonperforming assets 49.3 49.0 48.3 49.9 49.0

Loan loss reserves/customer loans 6.4 6.8 6.0 6.5 6.5

New loan loss provisions/average customer loans 2.7 2.6 1.8 1.6 1.6

Net charge-offs/average customer loans N/A N/A 0.6 0.5 1.4

Customer deposits/funding base 10.5 9.7 0.0 0.0 0.0

Total loans/customer deposits 1,120.4 1,157.3 0.0 0.0 0.0

Total loans/customer deposits plus long-term funds 135.1 126.8 142.9 136.7 122.8

Customer loans (net)/assets (adjusted) 82.3 76.5 79.5 79.6 80.3

*Data as of Sept. 30. N/A--Not applicable.

Table 3

GRENKELEASING AG Loan Portfolio

--Year-ended Dec. 31--

(Mil. €) 2010* 2009 2008 2007 2006

Leases 1,350.2 1,217.9 1,216.5 1,069.6 1,009.0

Other loans 4.8 3.0 6.0 2.1 2.5

*Data as of Sept. 30.

Table 4

GRENKELEASING AG Profitability Ratios

--Year-ended Dec. 31--

(%) 2010* 2009 2008 2007 2006

Net interest income/average earning assets 5.6 5.4 5.6 5.7 6.0

Net interest income/revenues 59.8 60.7 58.6 60.7 61.6

Fee income/revenues 36.2 36.8 38.3 36.4 34.2

Market-sensitive income/revenues 0.2 (0.1) 0.0 (0.0) 0.0

Personnel expense/revenues 24.2 24.9 23.6 21.4 20.5

Noninterest expenses/revenues 47.0 45.0 43.4 38.5 36.2

Net operating income before provision/revenues 53.0 55.0 56.6 61.5 63.8

New loan loss provisions/revenues 26.9 26.5 17.3 16.8 15.2

Net operating income before loan loss provisions/loan loss provisions 197.1 207.8 326.9 366.5 419.6

Net operating income after loan loss provisions/revenues 26.1 28.5 39.3 44.7 48.6

Pretax profit/revenues 26.1 28.5 39.3 44.7 48.6

Tax/pretax profit 25.0 26.8 27.4 29.7 36.9

Core earnings/revenues 19.6 20.9 28.5 31.4 31.0

Core earnings/average adjusted assets 1.7 1.7 2.5 2.6 2.6

Noninterest expenses/average adjusted assets 4.0 3.6 3.7 3.2 3.2

Core earnings/average risk-weighted assets 1.7 1.7 2.4 2.6 2.6
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Table 4

GRENKELEASING AG Profitability Ratios (cont.)

Core earnings/average adjusted common equity 10.1 10.3 14.9 15.8 16.3

Pretax profit/average common equity 12.5 13.2 19.3 21.4 26.1

*Data as of Sept. 30.

Table 5

GRENKELEASING AG Capital Ratios

--Year-ended Dec. 31--

(%) 2010* 2009 2008 2007 2006

Adjusted common equity/risk assets 16.5 16.3 15.9 17.0 16.1

Tier 1 capital ratio N/A N/A N/A N/A N/A

Adjusted total equity/adjusted assets 16.6 16.5 16.0 17.0 16.2

Adjusted total equity/managed assets 16.5 16.3 15.9 17.0 16.1

Adjusted total equity plus loan loss reserves (specific)/customer loans (gross) 25.3 26.9 25.0 26.5 25.3

Common dividend payout ratio 33.4 33.4 24.8 25.6 24.6

*Data as of Sept. 30. N/A--Not applicable.

Table 6

GRENKELEASING AG Summary Balance Sheet

--Year-ended Dec. 31--

(Mil. €) 2010* 2009 2008 2007 2006

Assets

Cash and money market instruments 60.1 109.9 77.0 53.4 46.4

Securities 3.8 2.0 7.1 1.0 0.3

Trading securities (marked to market) 0.0 0.0 0.0 0.0 0.0

Nontrading securities 3.8 2.0 7.1 1.0 0.3

Mortgage-backed securities included above 0.0 0.0 0.0 0.0 0.0

Loans to banks (net) 0.0 10.2 0.0 0.0 0.0

Gross receivables, nui 1,355.0 1,221.0 1,222.4 1,071.8 1,011.5

Loan loss reserves 86.4 83.1 73.3 69.6 65.8

Net receivables 1,268.6 1,137.9 1,149.2 1,002.2 945.7

Earning assets 1,418.9 1,343.0 1,306.6 1,126.2 1,058.2

Equity interests/participations (nonfinancial) 0.0 0.0 0.0 0.0 0.0

Investments in unconsolidated subsidiaries (financial companies) 0.0 0.0 0.0 0.0 0.0

Intangibles (nonservicing) 14.8 13.5 10.5 3.2 2.9

Interest-only strips 0.0 0.0 0.0 0.0 0.0

Fixed assets 35.3 35.4 35.7 32.8 28.1

Derivatives credit amount 0.0 0.0 0.0 1.7 1.5

Accrued receivables 0.0 0.0 0.0 0.0 0.0

All other assets 173.3 192.8 175.9 167.1 155.1

Total assets 1,555.9 1,501.7 1,455.4 1,261.4 1,180.0

Intangibles (nonservicing) 14.8 13.5 10.5 3.2 2.9

Minus insurance statutory funds 0.0 0.0 0.0 0.0 0.0
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Table 6

GRENKELEASING AG Summary Balance Sheet (cont.)

Adjusted assets 1,541.1 1,488.1 1,444.9 1,258.2 1,177.1

Liabilities

Total deposits 129.0 115.2 12.5 13.9 11.1

Noncore deposits 8.1 8.9 12.5 13.9 11.1

Core/customer deposits 120.9 106.4 0.0 0.0 0.0

Acceptances 0.0 0.0 0.0 0.0 0.0

Repurchase agreements 0.0 0.0 0.0 0.0 0.0

Other borrowings 1,025.6 981.2 1,051.1 898.8 844.2

Other other borrowings 0.0 0.0 0.0 0.0 0.0

Other credit reserves 0.0 0.0 0.0 0.0 0.0

Other liabilities 123.5 142.4 145.4 122.6 123.0

Total liabilities 1,278.1 1,238.8 1,209.0 1,035.2 978.3

Total shareholders' equity 277.8 262.9 246.4 226.2 201.7

Manditorily convertible securities 0.0 0.0 0.0 0.0 0.0

Limited life preferred and quasi equity 0.0 0.0 0.0 0.0 0.0

Enhanced trust preferred 0.0 0.0 0.0 0.0 0.0

Minority interest-equity 0.0 0.0 0.0 0.0 0.0

Common shareholders' equity (reported) 277.8 262.9 246.4 226.2 201.7

Share capital and surplus 17.5 17.5 17.5 17.5 17.5

Revaluation reserve 0.0 (4.0) (4.1) 0.6 0.8

Retained profits 19.1 24.6 33.1 32.1 30.5

Other equity 0.0 0.0 0.0 0.0 0.0

Total liabilities and equity 1,555.9 1,501.7 1,455.4 1,261.4 1,180.0

*Data as of Sept. 30.

Table 7

GRENKELEASING AG Equity Reconciliation Table

--Year-ended Dec. 31--

(Mil. €) 2010* 2009 2008 2007 2006

Common shareholders' equity (reported) 277.8 262.9 246.4 226.2 201.7

Plus minority interest (equity) 0.0 0.0 0.0 0.0 0.0

Minus dividends (not yet distributed) (6.4) (8.2) (8.2) (8.2) (7.5)

Minus revaluation reserves (0.0) 4.0 4.1 (0.6) (0.8)

Minus nonservicing intangibles (14.8) (13.5) (10.5) (3.2) (2.9)

Minus interest-only strips (net) 0.0 0.0 0.0 0.0 0.0

Minus tax loss carryforwards 0.0 0.0 0.0 0.0 0.0

Minus postretirement benefit adjustment 0.0 0.0 0.0 0.0 0.0

Minus other adjustments 0.0 0.0 0.0 0.0 0.0

Adjusted common equity 256.6 245.1 231.8 214.2 190.5

Plus admissible preferred and hybrids 0.0 0.0 0.0 0.0 0.0

Plus general reserves 0.0 0.0 0.0 0.0 0.0

Plus unrealized gains 0.0 0.0 0.0 0.0 0.0
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Table 7

GRENKELEASING AG Equity Reconciliation Table (cont.)

Minus equity in unconsolidated subsidiaries 0.0 0.0 0.0 0.0 0.0

Minus capital of insurance subsidiaries 0.0 0.0 0.0 0.0 0.0

Minus adjustment for securitized assets 0.0 0.0 0.0 0.0 0.0

Adjusted total equity 256.6 245.1 231.8 214.2 190.5

*Data as of Sept. 30.

Table 8

GRENKELEASING AG Profit And Loss

--Year-ended Dec. 31--

(Mil. €) 2010* 2009 2008 2007 2006

Net interest income 58.3 71.6 68.1 62.0 61.4

Interest income 92.0 115.6 111.5 96.9 90.3

Interest expense 33.8 44.0 43.4 34.9 28.9

Operating noninterest income 39.2 46.3 48.1 40.2 38.2

Fees and commissions 35.3 43.3 44.5 37.2 34.1

Net brokerage commissions 0.0 0.0 0.0 0.0 0.0

Trading gains 0.0 0.0 0.0 0.0 0.0

Other market-sensitive income 0.2 (0.2) 0.0 (0.0) 0.0

Net insurance income 0.0 0.0 0.0 0.0 0.0

Equity in earnings of unconsolidated subsidiaries 0.0 0.0 0.0 0.0 0.0

Other noninterest income 3.7 3.1 3.6 3.1 4.1

Operating revenues 97.5 117.9 116.2 102.2 99.6

Noninterest expenses 45.8 53.0 50.4 39.4 36.1

Personnel expenses 23.6 29.3 27.4 21.8 20.5

Other general and administrative expense 20.2 20.8 20.2 15.3 13.8

Net operating income before loss provisions 51.7 64.8 65.7 62.8 63.5

Credit loss provisions (net new) 26.2 31.2 20.1 17.1 15.1

Net operating income after loss provisions 25.5 33.6 45.6 45.7 48.4

Nonrecurring/special income 0.0 0.0 0.0 0.0 0.0

Nonrecurring/special expense 0.0 0.0 0.0 0.0 0.0

Amortization of intangibles 0.0 0.0 0.0 0.0 0.0

Impairment of intangibles 0.0 0.0 0.0 0.0 0.0

Pretax profit 25.5 33.6 45.6 45.7 48.4

Tax expense/credit 6.4 9.0 12.5 13.6 17.9

Net income (before minority interest) 19.1 24.6 33.1 32.1 30.5

Minority interest in consolidated subsidiaries 0.0 0.0 0.0 0.0 0.0

Net income before extraordinaries 19.1 24.6 33.1 32.1 30.5

Net income after extraordinaries 19.1 24.6 33.1 32.1 30.5

*Data as of Sept. 30.

Standard & Poor’s  |  RatingsDirect on the Global Credit Portal  |  December 6, 2010 8

835655 | 300127137

GRENKELEASING AG



Table 9

GRENKELEASING AG Core Earnings Reconciliation Table

--Year-ended Dec. 31--

(Mil. €) 2010* 2009 2008 2007 2006

Net income (before minority interest) 19.1 24.6 33.1 32.1 30.5

Minus nonrecurring/special income 0.0 0.0 0.0 0.0 0.0

Plus nonrecurring/special expense 0.0 0.0 0.0 0.0 0.0

Plus or minus tax impact of adjustments 0.0 0.0 0.0 0.0 0.0

Plus amortization/impairment of goodwill/intangibles 0.0 0.0 0.0 0.0 0.0

Minus preferred dividends 0.0 0.0 0.0 0.0 0.0

Plus or minus other earnings adjustments 0.0 0.0 0.0 0.0 0.0

Core earnings 19.1 24.6 33.1 0.0 0.0

*Data as of Sept. 30.

Ratings Detail (As Of December 6, 2010)*

GRENKELEASING AG

Counterparty Credit Rating BBB+/Stable/A-2

Senior Unsecured (7 Issues) BBB

Short-Term Debt (1 Issue) A-3

Counterparty Credit Ratings History

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

Sovereign Rating

Germany (Federal Republic of) 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

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