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Overview
PRIMARY CREDIT ANALYST

- Grenke has shown notable earnings, liquidity, and funding resilience over the disruptive period Harm Semder
since the market allegations in 2020 and the pandemic, and we expect this will continue. Frankfurt
+49693 399 9158

harm.semder
@spglobal.com

- We continue to believe that market allegations of severe misconduct made in late 2020 are
unfounded, although subsequent special audits have highlighted deficiencies in accounting
and governance that the bank will remedy.

SECONDARY CONTACT
- We have affirmed our issuer credit ratings on Grenke at 'BBB+/A-2". Heiko Verhaag, CFA, FRM
- The outlook remains negative, reflecting the pending results of the regulatory audit and our Frankfurt

+49 693399 9215

view that further tangible progress is needed to restore investor confidence and improve risk
heiko.verhaag

governance. @spglobal.com
ADDITIONAL CONTACT
Claudio Hantzsche
Rating Action Frankfurt
+ 49 693 399 9188

OnJuly 21, 2021, S&P Global Ratings affirmed its 'BBB+/A-2' long- and short-term issuer credit claudio.hantzsche
ratings on Grenke AG. The outlook is negative. @spglo-bal.com

Rationale

Our affirmation reflects our base-case expectation that Grenke will continue to demonstrate
solid performance and resilience in difficult markets. We anticipate Grenke will maintain solid
profitability compared with similarly rated peers, as well as superior capitalization and sound
asset quality. Based on its still healthy margins and moderate growth opportunities as a
franchise-driven, specialist lender, we forecast Grenke's return on average common equity (ROE)
will recover to about 10%-11% by 2023.

This includes a manageable increase in the bank's cost of risk, nonperforming loan levels, and
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similar risk metrics in ongoing difficult markets, buffered by the high granularity and
collateralization of its portfolios, and comparably high risk-adjusted margins.

We note that Grenke posted in 2020 a remarkably high 9.1% ROE, although down from 14%-15%
in prior years, against the cost and backdrop of a severe double stress scenario caused by
COVID-19-related recession and reputational and organizational damages from a short seller's
allegations of severe misconduct. Grenke nevertheless demonstrated robust franchise and
funding resilience and related metrics during this very disruptive period since the allegations
emerged, mitigating also our general concerns about its business model's weakness owing to its
strong wholesale financing reliance. Similarly supportive, we forecast Grenke will gradually
improve its already very strong capitalization as indicated by the bank's S&P Global Ratings
risk-adjusted capital (RAC) ratio to about 18.5% by 2023 from 17.9% at year-end 2020.

We consider 2021 a transitional year for Grenke's management to swiftly execute on needed
improvements in transparency, risk governance, and oversight structures, including
money-laundering prevention. We anticipate that Grenke will remedy as fast as possible the
remaining weaknesses identified in Grenke's organization or processes, particularly regarding risk
governance and market transparency, which Grenke's management and a series of ongoing
special audits have revealed in recent months. We positively note that Grenke's management
soundly managed its near-term disruption risk and already took various actions to restore
customer confidence. For example, changes to its management board were made and are still
under way, its franchise strategy was revamped and franchise businesses were largely
consolidated, along with further changes to refresh the composition of the supervisory board
slated for the near future.

Our ratings continue to incorporate our base-case expectation that the allegations of any material
management misbehavior will be proven unfounded, although details of a final regulatory report
and possible sanctions are yet to be announced.

Outlook

Our negative outlook on Grenke reflects the pending regulatory audit results and the bank's
execution risk to further restore investor confidence and improve remaining organizational and
procedural deficiencies in its risk governance, oversight, and transparency over the next 12-24
months.

Downside scenario
We would likely lower the rating on Grenke if:

- Pending results of the special audits reveal very significant shortcomings in risk governance or
management oversight;

- Major regulatory sanctions are imposed on Grenke for identified deficiencies;

- We anticipate a slow or incomplete remediation of any identified risks; or

- Grenke lacks stability in senior management.

We could also lower our rating if there is a significant setback to the path of economic recovery in

the bank's main operating markets, leading to a material weakening of Grenke's asset quality,
earnings, or new business.
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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. Such an outlook revision would also depend on an improved macroeconomic and
competitive backdrop in the main regions where Grenke operates, and the bank continuing to
demonstrate superior profitability compared with peers.

Ratings Score Snapshot

Issuer Credit Ratings BBB+/Negative/A-2
SACP bbb
Anchor bbb+
Business Position Weak (-2)

Capital & Earnings Very Strong (+2)

Risk Position Adequate (0)

Funding and Liquidity Below Average and Adequate (-1)

Support (0)
ALAC Support (0)
GRE Support (0)
Group Support (0)

Sovereign Support (0)

Additional factors (+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
- General Criteria: Guarantee Criteria, Oct. 21, 2016

- Criteria | Financial Institutions | Banks: Bank Rating Methodology And Assumptions: Additional
Loss-Absorbing Capacity, April 27, 2015

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

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

- Criteria | Financial Institutions | Banks: Banks: Rating Methodology And Assumptions, Nov. 9,
201
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- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Related Research

- Various German Banks Downgraded On Persistent Profitability Challenges And Slow
Digitalization Progress, June 24, 2021

- Grenke AG's Current Audit Results Offer No Negative Surprises, Dec. 17, 2020

- Grenke AG Ratings Affirmed And Removed From CreditWatch Negative; Outlook Negative, Dec.
10,2020

Ratings List

Ratings Affirmed

Grenke AG

Issuer Credit Rating BBB+/Negative/A-2

Junior Subordinated BB-

Commercial Paper  A-2

Grenke Finance PLC

Senior Unsecured BBB+

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/sourceld/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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