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Overview
PRIMARY CREDIT ANALYST

- OnOct. 29, 2024, Grenke AG reduced its earnings guidance for the 2024 financial year to €68
million-€76 million from the previously communicated range of €95 million-€115 million.
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- Wethink that Grenke's high margins mitigate higher credit losses resulting from a more
challenging business environment in some its key markets.

- We affirmed our 'BBB/A-2' long- and short-term issuer credit ratings on Grenke. SECONDARY CONTACT
- The outlook remains stable because we expect Grenke to contain the deterioration in its asset Karim Kroll
quality and gradually rebuild its risk-adjusted profitability. Frankfurt
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Rating Action

On Nov. 5, 2024, S&P Global Ratings affirmed its 'BBB/A-2' long- and short-term issuer credit
ratings on Germany-based Grenke AG. The outlook remains stable.

Rationale

We expect the impact of higher credit losses to be manageable for Grenke. On Oct. 29, 2024,
Grenke reduced its earnings guidance for 2024 to €68 million-€76 million from the previously
communicated range of €95 million-€115 million. This is driven by higher-than-expected risk
provisions in its leasing portfolio, due to a higher number of insolvencies in its core markets of
France, Spain, and Germany, which together account for about 50% of its existing credit
exposures. Due to Grenke's small and midsize enterprises client base, it is typically affected
earlier by an economic slowdown in its core markets. We now expect risk costs of about 220 basis
points (bps) in 2025-2026, up from about 200 bps in 2024, and a nonperforming assets ratio of
around 10%. We continue to view the granular portfolio and sufficient gross margins as mitigants.
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We expect Grenke to slowly improve its risk-adjusted profitability, despite a challenging
business environment in its key markets. We forecast that Grenke's return on equity (ROE) will
increase to 8.5%-9.0% by year-end 2026, which is in line with our median ROE forecast of rated
European banks in 2026. We only modestly adjusted our 2024 ROE forecast to 6.6% from 7.1% in
August (see "Grenke AG," published Aug. 1, 2024, on RatingsDirect) because in our base case we
already incorporated our expectation of materially higher credit losses than in 2023. Importantly,
we project core earnings to S&P Global Ratings' risk-weighted assets (RWA; our measure of
risk-adjusted profitability) to increase to 1.4% by year-end 2026, which is near the upper quartile
for European banks in similar markets. This is driven by higher new business generation and a
gradual phase-out of lower-margin business of the previous years.

We expect capitalization to remain Grenke's main rating strength. This is indicated by our
risk-adjusted capital (RAC) ratio forecast of about 19.0%-20.5 during 2024-2026. We expect loan
growth of slightly below 10% over that period and anticipate the dividend payout ratio to remain
between 20-30%.

Outlook

The stable outlook signifies that we expect Grenke to maintain high capital buffers for the next
12-24 months, while containing the deterioration in its asset quality and gradually rebuilding its
risk-adjusted profitability. We also anticipate that Grenke will fortify its underwriting and risk
systems by strengthening its digital capabilities. This should help Grenke achieve its plans for
higher growth.

Downside scenario

We could lower our rating on Grenke if:

- Risk costs increase materially above the historical average level of about 200 bps; or

- Risk-adjusted new business margins deteriorate, diminishing Grenke's capacity to cover credit
losses with its pre-provision operating income

Similarly, we could downgrade the bankif:

- We anticipated that remediation of the remaining identified organizational deficiencies would
be slow or incomplete;

- Senior management demonstrated a lack of stability; or

- Itwas unable to adjust its organization to support its plans for high growth.

Upside scenario

We currently consider a positive rating action remote. We would only raise the rating within the
next 18-24 months if Grenke demonstrated much better risk-adjusted performance, in line with
higher-rated banks, considering Grenke's credit profile and its relatively small size, niche
business model, and high reliance on wholesale funding.
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Ratings Score Snapshot
Issuer Credit Rating BBB/Stable/A-2
SACP bbb
Anchor bbb+
Business position Constrained (-2)
Capital and earnings Very strong (+2)
Risk position Adequate (0)
Funding and liquidity Moderate and adequate (-1)

Comparable ratings analysis 0

Support 0
ALAC support 0
GRE support 0
Group support 0
Sovereign support 0

Additional factors 0

SACP--Stand-alone credit profile.
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Ratings List

Ratings Affirmed

Grenke AG

Issuer Credit Rating BBB/Stable/A-2

Grenke AG

Junior Subordinated BB-

Commercial Paper A-2

Grenke Finance PLC

Senior Unsecured BBB

Senior Subordinated 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.spglobal.com/ratings for further information. A description of each of
S&P Global Ratings' rating categories is contained in "S&P Global Ratings Definitions" at
https://disclosure.spglobal.com/ratings/en/regulatory/article/-/view/sourceld/504352. Complete ratings
information is available to RatingsDirect subscribers at www.capitalig.com. All ratings affected by this rating action
can be found on S&P Global Ratings' public website at www.spglobal.com/ratings. Alternatively, call S&P Global
Ratings' Global Client Support line (44) 20-7176-7176.
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