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Grenke AG

Key Rating Drivers

Sound Capitalisation, Niche Market Position: Grenke AG’s Long-Term Issuer Default Rating
(IDR) reflects its sound capitalisation and leverage, adequate risk appetite, well-diversified
albeit part-wholesale funding profile, and well-established market position in small-ticket
leasing of IT and software, office, machinery, and medical and other equipment. Grenke has
operations across 33 countries anda substantial presence initscore markets in western Europe.

Monoline Business Model: The ratings also consider the largely monoline nature of Grenke'’s
product offering (leading to a relatively narrow market position), its moderate scale compared
with higher-rated leasing companies, high, but stable and well-provisioned, non-performing
receivables ratios and acceptable profitability.

Strengthened Governance Following Review: Fitch Ratings views Grenke's corporate
governance practices as adequate, with the company benefitting from its status as a publicly
listed and regulated financial institution. A short-seller attack in mid-2020 triggered internal
and external reviews that discovered several governance and accounting deficiencies. In our
view, most shortcomings have been rectified but certain remedial actions remain outstanding.

Acceptable Profitability: Grenke’s profitability has been pressured by pandemic-related lower
business volumes and costs from implementing remedial actions following recent reviews.
Grenke’s pre-tax income/average assets ratio improved to 1.7% in 3Q22. Its management
expects profitability to gradually recover to pre-pandemic levels (2019: 2.5%), which compares
favourably with commercial banks but less so with lighter-regulated leasing company peers.

High NPL Ratio, Good Coverage: Grenke’s non-performing receivables (defined as Stage 3
receivables)/total receivables ratio was high at 10.1% at end-3Q22, reflecting Grenke’s primary
focus on higher-risk smaller SMEs. Grenke’s granular receivables book and stably sound
reserves coverage of Stage 3 (about 90%) mitigates high non-performing receivables ratio.

Capitalisation a Rating Strength: Grenke’s gross debt (including customer deposits)/tangible
equity ratio of 3.7x at end-3Q22 compares well with peers. Grenke is subject to prudential
capital and liquidity requirements, which supports our capital and leverage assessment. At end-
3Q22, Grenke's common equity Tier 1 (CET1) (174%) and its total capital ratio (20.8%)
provided a comfortable buffer of around 8% over the respective minimum requirements.

Deposits Reduce Wholesale Funding Reliance: Grenke’s funding profile is well diversified and
benefits from capital market access and deposit funding. Balance sheet encumbrance is limited,
with around 80% of total non-equity funding being unsecured. Liquidity is robust, supported by
EURO.5 billion cash balance at end-3Q22 and multiple revolving credit facilities. Grenke’s
prudential liquidity coverage ratio was strong at 201% atend-3Q22.

Rating Sensitivities

Asset Quality; Governance: A material worsening of asset quality affecting profitability and,
ultimately, capitalisation, as well as a failure to sufficiently strengthen the governance and
control environment, leading to further regulatory intervention, could be rating-negative.

Capital; Liquidity Management: More aggressive capital management or inability to maintain
the currently adequate liquidity and funding profile, leading to increased refinancing and
liquidity risks, could be rating-negative.

Solid Profitability, Increased Scale: Sustained improvements in profitability with a pre-tax
income/average assets ratio sustained at or above 3% in conjunction with unchanged (or
improved) capitalisation, increased scale and diversification could be rating-positive.
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(EURm) 3Q22 2021
Total assets 6,362 6,661
Equity 1,314 1,269
Tangible equity 1,265 1,219
Net income 62 95
Pre-tax income/av. 1.7 1.8
assets (%)

Gross debt/tangible 3.7 4.2
equity (x)

Common equity Tier 1 17.4 16.3
ratio (%)

Unsecured debt/total 78.7 83.1
debt (%)
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Rating Approach

Fitch rates Grenke principally under the finance and leasing companies section of its Non-Bank
Financial Institutions Rating Criteria because of its business model and the large proportion of
receivables originated by non-bank lending entities. However, given Grenke’s prudentially-
regulated status (including regulatory capital requirements at group level) and the relevance of
its deposit-taking bank subsidiary (Grenke Bank AG), Fitch used its Bank Rating Criteria to assess
certain aspects of Grenke’s credit profile, such as operating environment (in particular, the
regulatory framework), capitalisation and leverage, and funding and liquidity.

Grenke Bank AG, which accounts for a sizeable proportion of the group (assets of EUR 1.6 billion
or 25% of group assetsat end-3Q22) opens the group anaccess to adeposit base.Proceeds from
the deposits are channelled to purchase leasing receivables (EUR1.1 billion at end-3Q22)
originated elsewhere in the group. This is done under receivables purchase agreements (true
sale).
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Brief Company Summary
Well-Established Business Model

Since its establishment in 1978 in Germany, Grenke has grown into a global leasing company
operating in a narrow niche and offering mostly small-ticket solutions toits clients. Grenke also
offers factoring and banking services, but these only account for a minor part of its revenue.
Grenke offers its products through a network of 163 branches, which support around 30,000
independent dealers (resellers) who then offer Grenke leasing products to predominately SME
clients. Grenke also indirectly distributes via online channels (i.e. the online offering of its
resellers) but has so far not established direct online channels as asset quality of
online-generated receivables tended to be worse.

Grenke’s business model is largely monoline, with a sizeable concentration on IT-related leases.
It accounted for around 57% of the total portfolio in 3Q22 (reporting quarter). As some parts of
its leasing portfolio have been subject to structural decline (e.g. certain photocopying products),
Grenke has introduced new product types (for instance, medical equipment and e-bikes) to
diversify its portfolio and capture growth opportunities. Unlike many other leasing companies,
Grenke targets fairly small tickets, with an average size of around EUR8,000, where competition
from larger competitors - notably banks - is less pronounced, which supports its margins.

Global Expansion

Grenke accounted for 23% of lease receivables in its home market of Germany at end-2021,and
is predominately present indeveloped markets (e.g. France: 22%; Italy: 18%), which supports
Fitch’s assessment of Grenke’s operating environment score at ‘a+. Exposure to more volatile
markets (e.g. Southern and Eastern Europe and South America) is moderate.

Grenke’s growth plans under its current strategy are largely centred around developed leasing
markets such as the US (where it has had a presence since 2020), Canada and Australia. While
Americas and Asia/Australia merely accounted for 6% of new leasing business in 3Q22, Grenke
projects this to grow to 20% by 2025.

While we expect several of Grenke’s core markets, including Germany, to enter a recession in
2023, we believe lending volumes and asset quality will remain broadly resilient.

Strengthened Governance Following Review

We view Grenke’s corporate governance practices as adequate for its rating level, benefitting
from the company’s status as publicly listed company and prudential requirements at both
group level and the level of Grenke Bank AG. Public disclosure of financial and non-financial
information is frequent and of adequate quality.

Following the short-seller attack in mid-2020 Grenke conducted multiple internal and external
reviews, and subsequently discovered a number of governance and accounting deficiencies,
notably concerning the accounting of foreign franchise operations. This led to multiple financial
statement restatements (mostly with regards to the accounting of goodwill and intangibles) and
a programme of acquiring and fully consolidating the former franchise operations. Fitch
believes that Grenke has since improved internal control environment but certain remedial
actions remain outstanding.

As aresult of the shortcomings, and as part of its regular Supervisory Review and Evaluation
Process (SREP), the German regulator (BaFin) increased the capital requirements for both
Grenke (minimum capital requirement: 10.5%, from 9.0% previously) and Grenke Bank AG (to
11.5% from 8.5%). Fitch understands that the SREP surcharge could be lifted if during its regular
follow-up audit BaFinis satisfied that all material findings have been addressed and remedied.

Ambitious Portfolio Growth Plans

Grenke’s current strategy includes ambitious plans for receivables growth, with projected new
business doubling to EUR3.4 billion by 2024. In Fitch’s view Grenke’s prudent underwriting
standards, improved risk controls, focus on organic growth and management’s commitment to
maintain the firm’s equity/assets ratio in excess of 16% (20.7% at end-3Q22) will mitigate
associated execution risk.
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Key Financial Metrics - Latest Developments
Solid Reserve Coverage

Grenke’s high delinquency levels reflect the business model’s predominate focus on smaller

SME end-clients. Compared with larger and higher-rated lessors Grenke’s non-performing
receivables ratio is highat 10.1% atend-3Q22 (10.4% atend-2021).

Nevertheless, Fitch’s assessment of Grenke’s asset quality (bbb-) also considers the company’s
sound and consistent coverage ratio at 91% atend-3Q22 and the granularity of its lease book,
which is also adequately diversified by asset types and georgaphies.

Resilient Profitability

Grenke’s profitability has been constrained by lower business volumes as a result of the
pandemic. Compared to less-regulated NBFIs, Grenke’s much tighter bank-like regulatory
requirements (including higher liquidity) weigh down on its profitability. Profitability was
additionally pressured by the costs related to various internal and external reviews. Pre-tax
income/average assets ratio averaged 1.7% in 2020-3Q22. Fitch’s assessment of Grenke’s
earnings and profitability (bbb-) is supported by the company'’s relative resilience to the current
stressed environment and Fitch’s expectation that profitability will gradually recover to pre-
pandemic levels (2019: 2.5%).

Ample Capitalisation Headroom

Grenke’s capital adequacy is a rating strength, with a gross debt (including customer
deposits)/tangible equity ratio of 3.7x at end-3Q22 (end-2021: 4.2x) corresponding to an
implied score in the ‘bbb’ range. Fitch’s assessment of Grenke’s capitalisation and leverage (a-)
benefits from the company’s regulatory regime, with prudential capital and liquidity
requirements (at both consolidated and bank level).

Grenke manages its capital position based on several metrics, including its equity/total balance
sheet assets ratio, which was 20.7% at end-3Q22 compared to a 16% internal minimum
threshold. Grenke also maintains comfortable buffers over regulatory capitalisation metrics.

Sound Funding Profile

Fitch’s assessment of Grenke’s funding and liquidity profile considers good predictability of
funding needs given its focus on small equipment with minimal order book (capex)
commitments. The company'’s funding mix is diversified and includes senior unsecured (56% of
total funding at end-3Q22), asset-backed (22%) and deposit funding (22%) from Grenke Bank
AG.

The company has a demonstrated record of capital market access in a stressed economic
environment and access to a deposit funding base, which, together with the company’s robust
liquidity, supports the company’s growth strategy. However, our assessment also considers
Grenke’s reliance on wholesale funding and the price sensitivity of Grenke Bank AG’s deposit
base. These factors increase sensitivity to interest rate volatility and depositors’ confidence.

Grenke’s only limited balance-sheet encumbrance (unsecured funding at around 80%) mitigates
refinancing risk. Secured funding comprised mostly of Grenke’s established ABCP programme
(around 19% of total funding at end-3Q22).

Grenke’s liquidity position is robust, supported by EURQ.5 billion cash balances at end-3Q22
and multiple revolving credit facilities. Funding maturities (excluding deposits) totalled
EUR1.1 billionin 2023 and EUROQ.7 billion in 2024.
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Environmental, Social and Governance Considerations
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Grenke AG
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Credit-Relevant ESG Derivation

Grenke AG has 5 ESG potential rating drivers
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General Issues

Management Strategy
Governance Structure
Group Structure

Financial Transparency

E Score

3

S Score

1

G Score

3

Sector-Specific Issues

gl y risks, fines or costs related to owned
equipment, which could impact asset demand, profitability, etc.

inor of assets with bel
which could impact future valuation of these assets

efficiency

na.

na.

Impact of extreme weather events on assets and/or operations and
ling risk profile & risk; credit

concentrations

Sector-Specific Issues

na.

Fair lending practices; pricing
practices; consumer data
of the above

y fines from any

and

Impact of labor
composition

including

na.

Shiftin social or consumer preferences as a result of an institution's social
positions, or social and/or political disapproval of core activities

Sector-Specific Issues
Operational implementation of strategy

Board il

and protection of

Reference E Scale

Operating Environment

Risk Profile

Business Profile; Asset Quality

> >
14 14

Reference S Scale

Operating Environment; Risk Profile; Asset
Quality

Business Profile; Management & Strategy;
Earnings & Profitability; Capitalization &
Leverage; Funding, Liquidity & Coverage

na.

Business Profile; Earnings & Profitability

>
14

Reference G Scale

Management & Strategy

rights; legal
person risk; related party transactions

risks; business i ', key

Organizational structure;
intra-group dynamics; ownership

relative to business model; opacity;

Quality and timing of financial reporting and auditing processes

& Strategy

Business Profile

Management & Strategy

Overall ESG Scale

costs related to owned equipment, which could impact asset demand, profitability, etc. but this has very low impact on the
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How to Read This Page
ESG scores range from 1 to 5 based on a 15-level color gradation. Red
(5) is most relevant and green (1) is least relevant.

The Environmental (E), Social (S) and Governance (G) tables break
out the individual components of the scale. The right-hand box shows
the aggregate E, S, or G score. General Issues are relevant across all
markets with Sector-Specific Issues unique to a particular industry
group. Scores are assigned to each sector-specific issue. These
scores signify the credit-relevance of the sector-specific issues to the
issuing entity's overall credit rating. The Reference box highlights the
factor(s) within which the corresponding ESG issues are captured in
Fitch's credit analysis.

The Credit-Relevant ESG Derivation table shows the overall ESG
score. This score signifies the credit relevance of combined E, S and G
issues to the entity's credit rating. The three columns to the left of the
overall ESG score summarize the issuing entity's sub-component ESG
scores. The box on the far left identifies some of the main ESG issues
that are drivers or potential drivers of the issuing entity's credit rating
(corresponding with scores of 3, 4 or 5) and provides a brief
explanation for the score.

Classification of ESG issues has been developed from Fitch's sector
ratings criteria. The General Issues and Sector-Specific Issues draw on
the classification standards published by the United Nations Principles
for Responsible Investing (PRI) and the Sustainability Accounting
Standards Board (SASB).

Sector references in the scale definitions below refer to Sector as
displayed in the Sector Details box on page 1 of the navigator.

CREDIT-RELEVANT ESG SCALE

How relevant are E, S and G issues to the overall credit rating?
Highly relevant, a key rating driver that has a significant impact on the-
rating on an individual basis. Equivalent to "higher" relative importance
within Navigator.

Relevant to rating, not a key rating driver but has an impact on the
rating in combination with other factors. Equivalent to "moderate”
relative importance within Navigator.

Minimally relevant to rating, either very low impact or actively managed
in a way that results in no impact on the entity rating. Equivalent to

“lower" relative importance within Navigator.
Irrelevant to the entity rating but relevant to the sector.

4
2
é Irrelevant to the entity rating and irrelevant to the sector.
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Non-Bank Financial Institutions
Finance and Leasing Companies

Germany
Income Statement
30 Sep 22 30 Sep 22 31 Dec 21 31 Dec 20 31 Dec 19
9 months - interim 9 months - interim Year end Year end Year end
(USDm) (EURm) (EURm) (EURm) (EURm)
Reviewed - Reviewed - Audited - Audited - Audited -
unqualified unqualified unqualified unqualified unqualified
Revenues
Financial lease income 300.7 308.5 410.9 457.1 425.7
Finance lease-related commission income 93.8 96.2 165.0 169.6 167.4
Net income on revenue-generating assets 0.3 0.3 -5.7 -54 -6.6
(RGA) sales
Operating lease & rental income 16.3 16.7 21.0 19.8 18.0
Other operating revenue 3.9 4.0 42.6 19.8 19.3
Operating revenues 415.0 425.7 633.8 660.9 623.9
Expenses
Interest expense 53.3 54.6 711 744 62.1
Impairment charges 87.7 89.9 142.8 2024 136.6
Depreciation of RGA n.a. n.a. 21.2 19.7 16.4
SG&A expenses 174.7 179.2 224.7 2014 199.1
Other operating expenses 9.8 10.0 19.7 13.0 10.9
Operating expenses 3254 333.8 479.4 510.9 425.1
Operating income 89.6 919 1544 149.9 198.8
Non-RGA depreciation/amortisation -23.5 -24.1 -31.5 -28.9 -30.4
FX gains/(losses) n.a. n.a. -3.5 -7.0 -6.9
Other income/(expenses) 15.1 15.5 4.1 1.1 1.3
Pre-tax income 81.2 83.3 123.5 115.2 162.8
Income tax 20.9 215 28.3 267 294
Net income 60.2 61.8 95.2 88.4 133.3
Memo: dividends paidinthe period 23.1 237 12.1 28.2 37.1
Source: Fitch Ratings, Fitch Solutions, Grenke AG
Grenke AG
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Non-Bank Financial Institutions
Finance and Leasing Companies

Germany
BalanceSheet
30 Sep 22 30 Sep 22 31 Dec 21 31 Dec 20 31 Dec 19
9 months - interim 9 months - interim Year end Year end Year end
(USDm) (EURm) (EURm) (EURm) (EURm)
Assets
Net investment in lease (NIL) 5,571.6 5,715.7 5,657.6 6,140.4 6,160.4
Other earning assets (loans and receivables) 286.4 293.8 271.9 288.1 252.1
Loan loss allowances 548.8 563.0 538.7 504.1 384.8
Memo: impaired assets included above 603.1 618.7 6194 671.3 485.3
Operating lease & rental assets 84.7 86.9 42,5 43.0 455
Net RGA 5,393.9 55334 54334 5,967.4 6,073.3
Gross revenue generating assets 5,942.7 6,096.4 5,972.0 6,471.5 6,458.1
Cash & equivalents 448.1 459.6 853.1 944.7 446.0
Foreclosed assets 11.9 12.2 12.4 24.1 27.6
Right-of-use assets 35.2 36.1 42.0 47.7 52.9
Deferred tax assets 225 23.1 20.0 23.1 253
Goodwill & other intangibles 52.8 54.1 60.3 67.5 70.9
Other assets 237.2 2434 239.7 257.3 402.0
Total assets 6,201.7 6,362.0 6,660.9 7,331.8 7,097.9
Liabilities & equity
Short-term liabilities (maturing in next 12 1,936.4 1,986.5 2,073.5 1,868.1 1,738.5
months)
Secured ST debt (incl. finance lease liabilities) 435.1 446.4 430.5 483.6 486.9
Unsecured ST debt 1,501.3 1,540.1 1,642.9 1,384.5 1,251.5
Long-term liabilities (maturing after 12 months) 2,6774 2,746.6 3,003.7 3,942.0 3,941.5
Secured LT debt (incl. finance lease liabilities) 546.3 560.4 426.0 571.4 690.7
Unsecured LT debt 2,131.1 2,186.2 2,577.6 3,370.6 3,250.8
Total debt 4,613.8 4,733.0 5,077.2 5,810.1 5,680.0
Other liabilities 306.6 314.6 314.8 328.6 274.8
Total liabilities 4,9204 5,047.6 5,391.9 6,138.7 5,954.7
Total equity 1,281.2 1,3144 1,269.0 1,193.1 1,143.2
Total liabilities & equity & NCI 6,201.7 6,362.0 6,660.9 7,331.8 7,097.9
Source: Fitch Ratings, Fitch Solutions, Grenke AG
Grenke AG
Rating Report | 28 November 2022 fitchratings.com 7



FitchRatings

Non-Bank Financial Institutions
Finance and Leasing Companies

Germany
Summary Analytics (%)
30 Sep 22 31 Dec 21 31 Dec 20 31 Dec 19
9 months - interim Year end Year end Year end
Asset quality
Impaired assets/gross RGA 10.1 104 104 7.5
Growth of RGA 2.8 -7.7 0.2 21.6
Growth of total assets -6.0 9.1 3.3 212
Foreclosed assets/total assets 0.2 0.2 0.3 0.4
Loss allowance/impaired RGA 91.0 87.0 75.1 79.3
Impairment charges/avg. gross RGA 2.0 2.3 3.1 2.3
Earnings and profitability
Pre-tax income/average assets 1.7 18 1.6 2.5
Operating revenues/avg. gross revenue generating 9.4 10.2 10.2 10.6
assets (RGA)
Impairment charges/pre-impairment op. profit 49.5 48.0 574 40.7
Opex/operating revenue less Interest expense 37.3 31.9 274 29.0
(cost/income)
Pre-tax income/average equity 8.6 10.0 9.9 15.3
Net income/average equity (ROAE) 6.4 7.7 7.6 12.6
Net income/average assets (ROAA) 1.3 14 1.2 2.1
Capitalisation and Leverage
Debt/tangible equity (x) 3.7 4.2 52 5.3
Debt/equity (x) 3.6 4.0 4.9 50
Equity/assets 20.7 19.1 16.3 16.1
Funding and liquidity
Unsecured debt/total debt 78.7 83.1 818 793
Short-term debt/total debt 42.0 40.8 322 30.6
Liquid assets/total assets 7.2 12.8 12.9 6.3
Interest expense/Av. total debt 1.5 1.3 1.3 12
Source: Fitch Ratings, Fitch Solutions, Grenke AG
Grenke AG
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The ratings above were solicited and assigned or maintained at the request of the rated
entity/issuer or a related third party. Any exceptions follow below.

DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers. Please read these
limitations and disclaimers by following this link: https://www: fitchratings.com/understandingcreditratings. In
addition, the following https://www.fitchratings.com/rating-definitions-document details Fitch’s rating definitions
for each rating scale and rating categories, including definitions relating to default. Published ratings, criteria, and
methodologies are available from this site at all times. Fitch’s code of conduct, confidentiality, conflicts of interest,
affiliate firewall, compliance, and other relevant policies and procedures are also available from the Code of
Conduct section of this site. Directors and shareholders’ relevant interests are available at
https://www.fitchratings.com/site /regulatory. Fitch may have provided another permissible or ancillary service to
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