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KEY FIGURES
GRENKE GROUP

Jan. 1, 2016 to Change Jan. 1, 2015 to

Dec. 31, 2016 (%) Dec. 31, 2015 Unit
New business GRENKE Group Leasing 1,592,506 171 1,359,882 EURk
i1 of which international 1,175,315 17.8 998,136 EURk
. of which franchise international 37,525 60.5 23,381 EURk
: of which Germany* 379,666 12.2 338,365 EURK
Western Europe (without Germany)** 499,835 12.8 443,158 EURk
Southern Europe** 443,637 27.6 347,659 EURk
Northern / Eastern Europe** 241,537 15.8 208,636 EURk
Other regions** 27,831 26.1 22,064 EURK
New business GRENKE Group Factoring (incl. collection services) 356,222 9.7 324,632 EURk
= of which Germany 153,177 235 124,066 EURK
i+ of which international 144,673 6.4 154,636 EURk
i1 of which franchise international 58,372 271 45,930 EURk
GRENKE Bank
Deposits 417,088 19.4 349,304 EURK
New business start-up financing (incl. microcredit business) 25,282 28.9 19,610 EURk
Contribution margin 2 (CM2) on new business
GRENKE Group Leasing 265,942 8.3 245,493 EURk
: of which international 211,482 8.9 194,273 EURk
= of which franchise international 7,716 732 4,455 EURk
: of which Germany* 46,744 0.0 46,765 EURk
Western Europe (without Germany)** 86,756 1.7 85,310 EURk
Southern Europe** 81,111 15.6 70,175 EURk
Northern / Eastern Europe** 45,816 16.9 39,201 EURk
Other regions** 5,515 36.4 4,042 EURk
Further information leasing business
Number of new contracts 182,655 14.9 159,000 units
Share of IT products in lease portfolio 78 -37 81 percent
Share of corporate customers in lease portfolio 100 0.0 100 percent
Mean acquisition value 8.7 12 8.6 EURk
Mean term of contract 48 0.0 48 months
Volume of leased assets 4,863 17.2 4,149 EURm
Number of current contracts | 566,086 15.0 492,455 units

* including Europa Leasing GmbH

** Regions: Western Europe (without Germany): Austria, Belgium, France, Luxembourg, the Netherlands, Switzerland
Southern Europe: Croatia, Italy, Malta, Portugal, Slovenia, Spain
Northern / Eastern Europe: Denmark, Finland, Ireland, Norway, Sweden, UK / Czech Republic, Hungary, Poland, Romania, Slovakia
Other regions: Brazil, Canada, Chile, Dubai, Singapore, Turkey

GRENKE Group = GRENKE Consolidated Group including franchise partners
GRENKE Consolidated Group = GRENKE AG and all consolidated subsidiaries and structured entities according to IFRS
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KEY FIGURES
GRENKE CONSOLIDATED GROUP

Jan. 1, 2016 to Change Jan. 1, 2015 to

Dec. 31, 2016 (%) Dec. 31, 2015 Unit
Key figures income statement
Net interest income 217,790 13.9 191,204 EURK
Settlement of claims and risk provision 55,089 -7.2 59,369 EURk
Profit from service business * 59,279 16.7 50,801 EURkK
Profit from new business 58,799 17.4 50,068 EURK
Gains (+) / losses (—) from disposals -5,985 829.3 —644 EURk
Other operating income 4,049 -26.8 5,531 EURk
Cost of new contracts 40,244 14.6 35,107 EURkK
Cost of current contracts 12,453 12.9 11,031 EURkK
Project costs and basic distribution costs 42,193 2.0 41,357 EURk
Management costs 38,971 243 31,343 EURk
Other costs 8,455 -10.2 9,416 EURK
Operating result 136,527 24.9 109,337 EURk
Other financial result (income () / expense (+)) 1,123 -1.159.4 -106 EURk
Income / expenses from fair value measurement —868 —4.922.2 18 EURk
EBT (earnings before taxes) 134,536 229 109,461 EURk
Net profit 103,234 27.7 80,845 EURk
Earnings per share (according to IFRS) 6.87 26.5 5.43 EUR
Further Information
Dividends 1.75 16.7 1.50 EUR
Embedded value, leasing contract portfolio (incl. equity before taxes) 1,030 14.7 898 EURmM
Embedded value, leasing contract portfolio (incl. equity after taxes) 948 15.3 822 EURmM
Cost / income ratio 51.2 5.2 54.0 percent
Return on equity (ROE) after taxes 15.0 9.5 13.7 percent
Average number of employees 1,031 1.1 928  employees
Staff costs 70,624 11.8 63,190 EURK
— of which total remuneration 58,003 11.8 51,902 EURk
— of which fixed remuneration 43,577 12.8 38,630 EURkK
— of which variable remuneration | 14,426 87 13,272 EURkK

* Previous year’s designation: "profit from insurance business"

GRENKE Group = GRENKE Consolidated Group including franchise partners
GRENKE Consolidated Group = GRENKE AG and all consolidated subsidiaries and structured entities according to IFRS
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LETTER TO SHAREHOLDERS
FROM THE BOARD OF DIRECTORS

Dear Shareholders,
Ladies and Gentlemen,

2016 was a year in which the world economy was on shaky footing. For GRENKE, however, it was a

year marked by renewed strong growth. The GRENKE Group achieved a 16 percent rise in new business

amid a challenging environment. At EUR 1,974.0 million, the volume acquired was just under the

EUR 2 billion threshold. This meant that we were once again able to grow significantly faster than our

medium-term growth target of at least twelve percent per year. We are proud of this performance. Not

least of which is the result of our value-based business model, which brilliantly proved itself once again.

New business at GRENKE Group Leasing was absolutely in line with our expectations rising

EUR 232.6 million to EUR 1,592.5 million. This increase of 17 percent was fully in line with our 2016

forecast for growth between 16 and 20 percent. We realised strong growth especially in Southern Europe,

particularly in Italy and Spain. We also had very satisfactory performance in our home market of Germany

where we accomplished double-digit growth amid continued intense competition. New business growth in

our Factoring segment clearly lagged our expectations. Although all of the purchased receivables demon-

strated a high level of credit quality, the strong comparisons from the volume acquired in Switzerland in

the prior year still resulted in comparatively low nominal growth in the reporting year.

GRENKE Bank was able to expand three of its collaborations with federal (KfW) and state development

banks in the reporting year through the arrangement of new global loans. The solutions offered by these

collaborations are aimed at small and medium-sized enterprises, self-employed professionals and entre-

preneurs who finance new business purchases through leasing. GRENKE Bank has been offering low-

interest financing together with regional development banks since 2010 by means of promotional vouch-

ers. This has resulted in over 21,000 lease contracts to date.



A majority of our growth is generated from our demand-oriented and ever-evolving range of offers — some
of which span far beyond our traditional leasing business. In this respect, the shareholders’ decision to
change the Company’s name to GRENKE AG is an indication of what to expect in the future. We broad-
ened the diversification our product range in the reporting year by making a strategic investment in
Finanzchef24 GmbH via GRENKE BANK AG. Founded in 2012, Finanzchef24 is the first electronic
insurance broker for entrepreneurs and the self-employed professionals and operates an online finance
portal. We also took advantage of another strategic option by acquiring Europa Leasing GmbH, which
substantially strengthens our market position in the small ticket leasing of medical equipment. The busi-
ness models of both companies have similar settlement processes for leasing, which presents us with

some highly attractive growth opportunities.

We continued to experience strong momentum in terms of our international expansion in the 2016 fiscal
year, opening a total of nine new locations European-wide as part of our cell division strategy. In addition,
our customers in Poland have been profiting from our comprehensive range of factoring products since
the end of 2016.

GRENKE is and remains exceptionally positioned for continued profitable growth. In addition to cell
divisions in existing markets, we plan to launch our leasing products in Australia in the 2017 fiscal year
and thereby enter a new and attractive market. We will also roll out our range of factoring offers in Italy.
In 2017, we expect new business growth in our leasing business to range between 11 to 16 percent and

new business growth in our factoring business to fall in the range of 12 and 20 percent.

After achieving a 28 percent rise to EUR 103.2 million in the GRENKE Consolidated Group’s net profit in
the reporting year exceeding our revised forecast raised with the half-year results, we expect net profit in
the 2017 fiscal year to range between EUR 113 and 123 million. This would correspond to a rise of at
least nine percent. In view of the favourable development in the reporting year and the continued positive
outlook for the future, the Supervisory Board and the Board of Directors plan to propose a dividend of
EUR 1.75 per share to the GRENKE AG Annual General Meeting. The previous year’s dividend was
EUR 1.50 per share.

On behalf of the entire Board of Directors, | would like to thank our employees for their commitment and
contribution to our outstanding business development. | would also like to extend my personal thanks to
the members of the Supervisory Board for their valuable support. | would like to thank our shareholders
for their continued confidence and the loyalty to our Company. And finally, | would like to welcome my
longstanding and valued colleague Mr Sebastian Hirsch to the Board of Directors of GRENKE AG.

Mr Hirsch began his career at the Company in 2004, and since that time has proven himself in various

roles in the area of finance.

Wolfgang Grenke

Chairman of the Board of Directors

GRENKE AG Consolidated Group
Annual Financial Report 2016
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THE BOARD OF DIRECTORS OF GRENKE AG

WOLFGANG GRENKE ANTJE LEMINSKY GILLES CHRIST

Chairman of the Board of Directors Deputy Chairman of the Board of Directors Member of the Board of Directors
Chief Executive Officer (CEO)
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"THE INTERNATIONAL PRESENCE
OF OUR BUSINESS WILL CONTINUE
TO BE A DECISIVE SUCCESS
FACTOR IN THE FUTURE."

SEBASTIAN HIRSCH MARK KINDERMANN

Member of the Board of Directors Member of the Board of Directors
(since January 1, 2017)

The members of the Board of Directors in the 2016 fiscal year were Wolfgang Grenke (Chairman),

Antje Leminsky (Deputy Chairman), Gilles Christ, J6rg Eicker and Mark Kindermann
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REPORT OF THE SUPERVISORY BOARD

This results presented in this annual financial report are further confirmation of the sustainable success
of GRENKE AG’s growth model. While maintaining its consistent high profitability, your company, dear
shareholders, generated another year of double-digit growth. Neither the financial crisis after the Lehman
bankruptcy nor the low interest rates of the last few years could hinder the enduring growth story which
began with the Company’s initial public offering in the year 2000. This success is mainly the result of
following a consistent strategy: We target only small and medium-sized enterprises; the amounts
financed are small, averaging no more than EUR 8,700 per object; the product range and processes are
entirely electronic; we now include banking and factoring products alongside those of leasing; and we
transformed our German business model to a model that enjoys significant international success. In

the following, my fellow Supervisory Board members provide you not only with the important formal
information but also some interesting information on our business. Therefore, we ask that you please

read all of the information.

In fiscal year 2016, the Supervisory Board of GRENKE AG performed the activities required of it by law
and under the Articles of Association. The Supervisory Board’s collaboration with the Board of Directors
was on an amicable and faithful basis at all times. It monitored the management of the business and
advised it regularly. The Board of Directors informed the Supervisory Board promptly and fully on all

important issues and involved it in all decisions of fundamental significance to the Company.

The Board of Directors and the Supervisory Board coordinated closely particularly in matters relating to
the Consolidated Group’s strategic direction. The Board of Directors informed the Supervisory Board in
detail on all of the interim developments of the GRENKE Consolidated Group and those of GRENKE
BANK AG and GRENKEFACTORING GmbH.



The Supervisory Board carefully reviewed the Board of Directors’ reports with regard to their plausibility.
The subject and scope of reporting by the Board of Directors fully met the Supervisory Board’s require-
ments at all times. To the extent required by law and the Articles of Association, the Supervisory Board
closely examined, discussed, and subsequently voted on the Board of Directors’ reports and resolution

proposals. Matters requiring approval were submitted for resolution in a timely manner.

As the Chairman of the Supervisory Board, | also kept myself informed of current business developments
outside of the scheduled Supervisory Board meetings, which included developments in the banking
business as well as key transactions. | was also thoroughly informed by the Board of Directors about
transactions of special significance. The key issues addressed in personal discussions with the Board

of Directors included acquisitions and investments, refinancing decisions, compliance issues, internal

controlling as well as personnel issues.

In addition, the planned progressive change in the Company’s name from GRENKELEASING AG to
GRENKE AG was discussed ahead of the Annual General Meeting on May 3, 2016. Given that the
Consolidated Group’s growth is now generated with a range of products that spans far beyond the tradi-
tional leasing business. Today, the GRENKE brand stands for the best service and the highest quality
internationally when it comes to financial services for small and medium-sized enterprises. The change in
the Company’s name now also reflects this message. Together with the Board of Directors, | discussed
the management proposal to our shareholders offering them the renewed option to receive the dividend
exclusively in cash or partly in cash and partly in the form of shares of the GRENKE AG. The sharehold-
ers of GRENKE AG welcomed the resolutions proposed by the Board of Directors and Supervisory Board

by a large majority.

During the reporting year, the Supervisory Board monitored the Consolidated Group-wide risk manage-
ment system and the internal control systems in the internal audit, accounting and compliance areas. In
the compliance area, this monitoring also included a review of the adequacy of the management proce-
dure applied as well as the compliance with the relevant provisions of the German Banking Act (KWG
compliance). The Supervisory Board also monitored the operating risk control system as well as the risk
strategy and the appropriateness of the risk management processes and their implementation. As part of

this process, the Supervisory Board received reports from the Board of Directors.

GRENKE Consolidated Group’s liquidity and refinancing situation were regular topics of discussion for the

Supervisory Board. The Consolidated Group’s refinancing was secured throughout the 2016 fiscal year.

Other common issues discussed by the Supervisory Board included the Company’s current business
performance, sales development, management issues, the monitoring of international entities, the state
of the Company’s planning and personnel development issues. In the discussion on personnel issues, a

special importance was placed once again on the issue of the balance of women in management

GRENKE AG Consolidated Group
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positions. The goal of the GRENKE Consolidated Group is to have one-quarter of its management posi-
tions held by women. Recent studies conducted by renowned market experts confirm that GRENKE has

one of the highest ratios of women in management among the major listed companies in Germany.

The digitisation of the business model has been at the core of GRENKE AG'’s existence since its estab-
lishment. Digital products and processes have been and continue to be the key to maximising our value
to the customer, being a cost leader in the financial services sector and to the successful international
rollout of our business model. This is the reason the Supervisory Board deals regularly with IT issues.
Discussions in the reporting year included, among others, the status and progress of current IT projects
as well as the medium-term IT strategy of the GRENKE Consolidated Group, particularly in view of its
progressing internationalisation and growing product diversity. The Supervisory Board also addressed
GRENKE Consolidated Group’s further strategic development, particularly the development of the fran-
chise companies as a whole and the decision to acquire franchises in Turkey, Hungary and Malta. The
establishment of an administrative and financing subsidiary in Brazil was also an agenda item, as was the
cooperation with the digital insurance broker and online finance portal Finanzchef24 GmbH and the

takeover of Europa Leasing GmbH, which specialised in lease financing for medical devices.

Mr. Jorg Eicker has left the Board of Directors of GRENKE AG by mutual consent effective December 31,
2016. The Supervisory Board and the Board of Directors thanked Mr. Eicker for his contribution to the
positive and successful business development and positioning of GRENKE AG over the last several
years. The Supervisory Board appointed Mr. Sebastian Hirsch to the GRENKE AG Board of Directors
effective January 1, 2017. In this context, the Supervisory Board has discussed and approved the new
division of responsibilities in the Board of Directors. Mr. Hirsch is now responsible for the areas

Controlling, M&A and Treasury and Mr. Wolfgang Grenke is responsible for Investor Relations.

On February 4, 2016, the Board of Directors together with the Supervisory Board submitted
GRENKELEASING AG's Declaration of Conformity pursuant to Section 161 of the German Stock
Corporation Act. Barring the exceptions contained in the Declaration, the Company has complied with the
recommendations of the "Government Commission on the German Corporate Governance Code". In this
Annual Financial Report for the 2016 fiscal year, the Board of Directors’ report on corporate governance

at GRENKE AG was also submitted on the behalf of the Supervisory Board.

The Supervisory Board held five meetings in fiscal year 2016. The meetings took place on February 4,
May 2, June 22 (extraordinary), July 9 - 11 and November 21. The only item on the agenda for the meet-
ing in June was the resolution on the acquisition of an interest in Finanzchef24 Gmbh. All members were

present at each of the Supervisory Board meetings.

In accordance with the Articles of Association, the Supervisory Board of GRENKE AG consists of six

members.



The Supervisory Board consisted of the following members in the 2016 fiscal year:

Prof. Dr. Ernst-Moritz Lipp, Chairman
Gerhard E. Witt, Deputy Chairman
Tanja Dreilich

Dr. Ljiljana Mitic

Florian Schulte

Erwin Staudt

In accordance with its Rules of Procedure, the Supervisory Board formed two committees to allow it to
perform its duties efficiently: the Audit Committee and the Personnel Committee (Executive Committee).
The chairpersons of the committees reported to the full Supervisory Board at its meetings with respect to

the committees’ work.

The Audit Committee consists of the following members:

Gerhard E. Witt, Chairman
Prof. Dr. Ernst-Moritz Lipp

Tanja Dreilich

The Audit Committee primarily deals with the issues of internal and external accounting, the corporate
planning policies, corporate risk management and compliance. Its members have expertise in these
areas. The Audit Committee commissioned the auditor and determined the focus of the audit. The Com-
mittee verified the auditor’s independence and concluded the auditor’s fee agreement. In the reporting
year, the Audit Committee did not learn of any circumstances that would call the independence of the

auditor into question.

The Audit Committee prepared the Supervisory Board meeting for the adoption of the annual financial
statements and the approval of the consolidated financial statements. In the presence of the auditor, the
2015 annual financial statements were addressed in depth. The Audit Committee and the Board of

Directors also thoroughly discussed the quarterly financial statements to be published.

The Personnel Committee (Executive Committee) consists of the following three members:

Prof. Dr. Ernst-Moritz Lipp, Chairman

Erwin Staudt
Gerhard E. Witt

GRENKE AG Consolidated Group
Annual Financial Report 2016
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The Personnel Committee primarily deals with personnel decisions made by the Supervisory Board but is
also responsible for proposals on the conclusion, amendment and termination of employment agreements

with the members of the Board of Directors.

The annual financial statements and the consolidated financial statements of GRENKE AG prepared by
the Board of Directors as per December 31, 2016, the combined presentation of the management reports
of GRENKE AG and of the GRENKE Consolidated Group for fiscal year 2016 in accordance with Section
315 (3) and Section 298 (3) HGB, and the Board of Directors’ proposal on the appropriation of GRENKE

AG'’s unappropriated surplus were all submitted to the Supervisory Board in a timely manner.

The annual financial statements, as well as the condensed financial statements and interim management
report for the first six months of the 2016 fiscal year were reviewed and audited by Ernst & Young GmbH
Wirtschaftsprifungsgesellschaft, Stuttgart. The accounting of the separate financial statements of
GRENKE AG was in accordance with the provisions of the German Commercial Code (HGB), taking

into consideration the regulations for bank accounting. The HGB annual financial statements as per
December 31, 2015, were audited in accordance with the rules and regulations of Section 317 HGB and
German generally accepted standards for the audit of financial statements promulgated by the Institut der

Wirtschaftsprifer [Institute of Public Auditors in Germany] (IDW).

The consolidated financial statements and the group management report for the January 1 through
December 31, 2016, fiscal year were prepared in accordance with Section 315 a (1) HGB on the basis of
the International Reporting Standards as adopted in the EU and in accordance with German Accounting
Standard No. 20. The consolidated financial statements were audited in accordance with the rules and
regulations of Section 317 HGB and German generally accepted standards for the audit of financial
statements promulgated by the IDW (IDW PS 200). Unqualified audit opinions were issued for both the
annual financial statements of GRENKE AG and the consolidated financial statements of the GRENKE

Consolidated Group.

The Supervisory Board thoroughly reviewed the financial statements submitted to it by the Board of
Directors and the auditor and discussed the result at its meeting on February 1, 2017. The auditor re-
sponsible took part and reported on the audit’s key findings. After completing its own review, the Supervi-
sory Board did not raise any objections to the result of the audit of the annual financial statements by the
auditor and therefore adopted GRENKE AG’s annual financial statements and approved GRENKE AG’s
consolidated financial statements. The Supervisory Board endorsed the Board of Directors’ proposal on

the appropriation of GRENKE AG’s unappropriated surplus.

At the same meeting on February 1, 2017, the Supervisory Board dealt with the mandatory disclosures in

accordance with Section 289 (4) and Section 315 (4) HGB and the related report. The Supervisory Board
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has reviewed these disclosures and explanations, which it believes are presented in full in the combined

management report, and has thereby adopted them.

The Supervisory Board would like to extend its sincere appreciation to all employees of the GRENKE
Group and its franchise businesses, which now represent GRENKE in 30 countries worldwide. The
Supervisory Board would also like to thank the members of the Board of Directors for their personal
dedication and valued contribution. The Board’s and the employees’ commitment were vital in making the
2016 fiscal another successful year for GRENKE. Their readiness to solidify the worldwide success of the
GRENKE brand with their high motivation gives the Supervisory Board tremendous confidence in the

Company’s future.

Baden-Baden, February 1, 2017
On behalf of the Supervisory Board

Yl

Prof. Dr. Ernst-Moritz Lipp

Chairman of the Supervisory Board
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THE SUPERVISORY BOARD OF GRENKE AG

Name / Place of residence

Function / Profession

Additional Supervisory and
Advisory Board mandates

:t Prof. Dr. Ernst-Moritz Lipp

Baden-Baden

Born 1951

First elected: 2003

Elected until 2018 Annual General Meeting

Chairman of the Supervisory Board, Professor
of International Finance, Managing Director of
ODEWALD & COMPAGNIE

Gesellschaft fiir Beteiligungen mbH

GRENKE BANK AG, Baden-Baden;
Oberberg Klinik Holding GmbH, Berlin

: Gerhard E. Witt
Baden-Baden
Born 1945
First elected: 1997
Elected until 2018 Annual General Meeting

1 Tanja Dreilich

Munich

Born 1969

First elected: 2015

Elected until 2019 Annual General Meeting

:t Dr. Ljiliana Mitic

Munich

Born 1969

First elected: 2015

Elected until 2019 Annual General Meeting

Deputy Chairman of the Supervisory Board,
certified public accountant and tax advisor,
legal advisor for succession, corporate and

bankruptcy law

Managing Director and CFO

of Kirchhoff Ecotec GmbH,
Managing Director and CFO

of Kirchhoff Automotive Verwaltungs-
gesellschaft mbH

Independent business consultant specialised in
IT, financial services and start-ups

GRENKE Investitionen Verwaltungs KGaA,
Baden-Baden

. Florian Schulte
Baden-Baden
Born 1971
First elected: 2010
Elected until 2019 Annual General Meeting

. Erwin Staudt

Leonberg

Born 1948

First elected: 2005

Elected until 2019 Annual General Meeting

Managing Director of Fines Holding GmbH,
Managing Director of S.K. Management- und
Beteiligungs GmbH

Degree in economics

Global Group Dialog Solutions AG, Idstein;
Syntellix AG, Hannover

PROFI Engineering Systems AG, Darmstadt;
USU Software AG, Mdéglingen;

Hahn Verwaltungs-GmbH, Fellbach;
Interstuhl Biromobel GmbH & Co. KG,
MeRstetten-Tieringen
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CORPORATE GOVERNANCE REPORT

A feeling of responsibility guides all of GRENKE Consolidated Group’s activities. The responsible and
effective leadership of the Consolidated Group is an essential part of our corporate philosophy. The
Supervisory Board, Board of Directors and our senior executives all identify with the principles of good
corporate governance, which conform to the German Corporate Governance Code (GCGC). They are
committed to full-scale compliance of ethical and legal rules, codes of conduct and all relevant laws and
know that good corporate governance is fundamental in building and maintaining trust in the Company.
This is especially true for stakeholders — current and future customers, employees, business partners and

investors — who are critical to the Company’s long-term success.

The Supervisory Board, Board of Directors and senior management are committed to value-oriented

management as well as transparent leadership and control.

GRENKE AG complies with the recommendations of the GCGC in the version dated May 5, 2015, with
only a few justified exceptions. The Board of Directors and the Supervisory Board have thoroughly dis-
cussed their compliance with the Code and have adopted the Declaration of Conformity that has been
reproduced at the end of this corporate governance report. The declaration is also available on the
GRENKE AG website.

Consolidated Group Management and Monitoring

The Board of Directors of GRENKE AG currently consists of five members. The Supervisory Board is
comprised of six members. The target set by the Supervisory Board for female representation of at least
20 percent on the Board of Directors and 33 percent on the Supervisory Board has been met. About half
of all employees are female. The Supervisory Board therefore considers the current target for female

representation as a minimum target that should move higher over the long term.

Supervisory Board

During the 2016 fiscal year, the Board of Directors provided the Supervisory Board with regular, detailed
and extensive information on the Company’s economic situation, the status of corporate planning and
current events. In this context, a regular and key component of these reports was information on new
business, sales, IT decisions and the refinancing situation. The Supervisory Board coordinated strategic
developments with the Board of Directors and discussed issues related to risk management, compliance,

risk provisioning and the internal control and internal audit systems.
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GRENKE AG'’s Supervisory Board formed two committees to allow it to perform its duties efficiently. These
committees have been given certain authorisations that comply with the Supervisory Boards’ Rules of Pro-
cedure. The committees prepare the relevant issues and resolutions that are to be discussed in the plenum.

The committees’ chairpersons report to the Supervisory Board plenum on the work of the committees.

Audit Committee

The Audit Committee consists of three members who have particular expertise in accounting, corporate
planning, risk management and compliance. The Committee primarily deals with external and internal
accounting issues, corporate planning system and risk management. It reviews and monitors the auditor’s
independence in accordance with Article 7.2.1 of the GCGC. The Committee also determines the audit’s

focus and is responsible for and agrees on the auditor’s fee.

Furthermore, it prepares the Supervisory Board’s decision on the adoption of the annual financial state-
ments and the approval of the consolidated financial statements. In the context of the tasks of the
Supervisory Board under the GCGC, the Audit Committee also deals with compliance and compliance
management issues. The Board of Directors regularly reports to the Audit Committee on the Company’s

compliance situation, including compliance with the KWG.

Personnel Committee (Executive Committee)
The Personnel Committee is comprised of three members. The main task of the Committee is to prepare
the Supervisory Board’s personnel decisions and submit proposals for concluding, amending, and termi-

nating employment agreements with members of the Board of Directors.

Board of Directors

The Board of Directors autonomously manages the GRENKE Consolidated Group and is responsible for
its operating management, implementing its strategic direction and compliance with the principles of
corporate policy. The Board of Directors also prepares the annual financial statements of GRENKE AG,
and the Consolidated Group’s quarterly statements, half-year and annual financial statements. The Board
of Directors reports to the Supervisory Board regularly and comprehensively through reports and meeting
documents on issues such as the Company’s strategy and its implementation, planning, business devel-
opment, risk situation, compliance, financial and earnings situations, strategic and operational business
risks and their management. Key decisions made by the Board of Directors, such as those on acquisi-
tions and financing, require the approval of the Supervisory Board. The Board of Directors’ Rules of
Procedure contains a list of transactions requiring approval. The Board of Directors and the Supervisory

Board are liable to pay damages to the Company in the event of culpable neglect.
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Remuneration of the Board of Directors
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Fixed
remuneration components Variable remuneration components

Long-term

Annual  remuneration
remuneration components components Total Total

Fixed salary Performance Share-based
EUR and allowances Fringe benefits bonus Bonus compensation 2016 2015
Christ 165,832.61 44,154.00 99,161.61 66,333.04 375,481.26 355,050.04
Eicker 297,000.00 320,221.50* 60,101.54 80,400.00 —-86.000 671,723.04 535,990.06
Grenke 300,000.00 47,194.92 179,407.50 120,000.00 646,602.42 646,120.92
Kindermann 169,999.92 34,459.64 101,664.21 67,999.97 374,123.74 331,204.81
Leminsky 305,000.04 17,594.88 77,891.81 102,000.00 502,486.73 606,350.94
Total ~ 1,237,832.57 463,624.94 518,226.67 436,733.01 -86.000  2,570,417.19 2,474,716.77

* includes a severance payment of EUR 300k as per December 31, 2016

The principles of the remuneration system for the Board of Directors provide for fixed remuneration
components that include non-performance-related fixed remuneration, allowances, fringe benefits such as
company cars and the payment of insurance premiums as well as performance-related remuneration

components.

The structure of the remuneration system aims to promote the Consolidated Group’s long-term success
and create an incentive to assume only those risks that are easily manageable by using statistical tools

and generating an appropriate return for the respective risk. No incentive is provided for assuming inap-
propriate risk. GRENKE AG'’s regulatory capital is not jeopardised by its remuneration practice and does

not restrict the long-term retention of its equity.

The criteria for the variable remuneration components are defined annually in advance. These criteria are
based on the increase in the GRENKE Consolidated Group’s operating result ("EBT" — Earnings Before
Taxes) and the development of the key performance indicators forming part of the GRENKE Balanced
Scorecard (BSC). The attainment of the EBT growth target is measured retrospectively on an annual
basis. Failure to achieve the targets means that no variable remuneration will be paid. The relevant BSC
criteria correspond to the key performance indicators measuring the Consolidated Group’s long-term
success and thereby the long-term increase in shareholder value. These criteria also include the
development in the number of lease contracts, the volume of new business, the contribution margins and

the development of losses. The fulfilment of the BSC criteria is assessed retrospectively each quarter.
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The Supervisory Board of GRENKE AG concluded phantom stock agreements with several members of

the Board of Directors.

As per December 31, 2016, such agreements were in place with all current members of the Board of
Directors with the exception of Mr. Grenke. The value of these phantom stock agreements at the end of
the fiscal year was EUR Ok (December 31, 2015: EUR 225k) Payments made under these agreements

during the year amounted to EUR 139k. The related expenses were recognised in the prior year.

While the agreement with Ms. Leminsky applies to fiscal years 2015 through 2017, the agreements with
Mr. Christ, Mr. Eicker and Mr. Kindermann apply to fiscal years 2016 through 2018. Under these agree-
ments, the Board members are each entitled to payments (tranches) for the respective fiscal years equal to
the increase in the value of 20,000 shares of GRENKE AG (6,000 shares in the case of Mr. Kindermann) in
relation to a defined basic share price. The basic share price is the arithmetic mean of the XETRA closing
prices on all trading days from December 1 to December 23 of the respective prior year. The basic share

price for the 2016 fiscal year amounts to EUR 180.42.

The payment entitlement is limited in its amount and subject to the statutory provisions for appropriate
remuneration, the statutory maximum level of variable remuneration components and especially the rules
of the German Banking Act. The maximum payment under these agreements is limited to EUR 400,000
(EUR 150,000 in the case of Mr. Kindermann) for the three tranches. This maximum payment applies to
the respective agreement in its entirety, i.e. the total payment for the three tranches may not exceed the
maximum payment amount. If an annual tranche exceeds the maximum total entitlement and the agree-
ment is still in force for several more years (tranches), then no further claims may be acquired in the
future. The participants in the programme are required to invest the respective net amount paid plus a
personal contribution of 25 percent of that amount in GRENKE AG shares. The Company is entitled, but
not required, to render the payment in whole or in part in the form of shares instead of cash for one or
more tranches. In this case, a personal contribution is not required. The shares are subject to a vesting
period of four years. Given the sharp increase in the share price in 2015, Ms. Leminsky already reached
the maximum payment amount in fiscal year 2015. She did not acquire any additional entitiements in the

2016 fiscal year and will also not acquire any in the current 2017 fiscal year.

The amount of EUR 86k set aside in the previous year as per December 31, 2015 under the agreement
with Mr. Eicker (2016 tranche) that went into effect on October 1, 2015, will not be paid due to the share
price development in the 2016 measurement period. Future entitlements from these tranches were for-

feited with Mr. Eicker’s resignation from the Board of Directors effective December 31, 2016.

GRENKE AG has also taken out a directors’ and officers’ liability insurance policy for members of the
Board of Directors. This policy prescribes a fixed ten percent deductible per claim for each member of the

Board of Directors and is limited to a maximum of one and a half times the annual fixed remuneration for
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all claims per year. If employment is terminated, the service agreements contain a non-compete clause
that provides compensation payments for a period of two years (cap). The amount of the payments is
limited to 50 percent of the most recent annual remuneration (cap). Compensation payments are based
on the fixed and variable remuneration actually paid in the fiscal year preceding termination. No settle-
ment agreements are in place. During the reporting year, no members of the Board of Directors received
benefits or corresponding commitments from third parties based on their position as a member of the

Board of Directors.

Remuneration of the Supervisory Board

Basic
remuneration Audit  Personnel Variable Travel Total Total
Name Function 2016 Committee Committee remuneration expenses 2016* 2015*
EUR
Prof. Dr. Lipp ~ Chairman 22,500.00 2,000.00 1,500.00 26,000.00 1,217.35 53,217.35 52,131.61
Witt Deputy Chairman 15,000.00 3,000.00 1,000.00 19,000.00 604.96 38,604.96 38,000.00
Member (since
Dreilich May 12, 2015) 15,000.00 2,000.00 0.00 17,000.00 4,128.39 38,128.39 23,218.19
Member (since
Dr. Mitic May 12, 2015) 15,000.00 0.00 0.00 15,000.00 594.00 30,594.00 19,567.88
Member (until
Minch May 12, 2015) 0.00 0.00 0.00 0.00 136.20 136.20 12,734.86
Schulte Member 15,000.00 0.00 0.00 15,000.00 629.01 30,629.01 30,000.00
Staudt Member 15,000.00 0.00 1,000.00 16,000.00 604.96 32,604.96 32,000.00
Member (until
Prof. Dr. Wérn~ May 12, 2015) 0.00 0.00 0.00 0.00 0.00 0.00 11,237.00
Total 97,500.00 7,000.00 3,500.00 108,000.00 7,914.87 223,914.87 218,889.54

* Fixed remuneration (basic remuneration, Audit and Personnel Committee), variable remuneration and travel expenses

GRENKE AG'’s Atrticles of Association resolved by the Company’s shareholders also govern the remu-
neration of Supervisory Board members. At the Annual General Meeting on May 12, 2015, a resolution
was made with regard to the adjustment to Supervisory Board compensation and the corresponding
change in the Articles of Association. According to this resolution, for each full fiscal year, members of the
Supervisory Board are to receive fixed compensation of EUR 15,000 and the chairperson is to receive
EUR 22,500. Members of the Audit Committee receive an additional EUR 2,000, and the Committee
chairpersons receive an additional EUR 3,000. The fixed compensation of Supervisory Board members
who are also members of the Personnel Committee increased by EUR 1,000 and the chairperson’s fixed

compensation increased by EUR 1,500.
The remuneration for committee memberships and chairmanships are calculated on a pro rata basis for

members who serve on the Supervisory Board for only part of a fiscal year. The Supervisory Board members

also receive a variable component when shareholders are paid a dividend of more than EUR 0.70 per share.
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In this case, remuneration is increased by the percentage by which the dividend per share exceeds

EUR 0.70, whereby the variable component cannot exceed 100 percent of fixed remuneration.

GRENKE AG has also taken out a directors’ and officers’ liability insurance policy for Supervisory Board
members. This policy prescribes a fixed ten percent deductible per claim for each member and is limited
to a maximum of one and a half times the annual fixed remuneration for all claims per year. The Company
also reimburses the members of the Supervisory Board for their cash expenses and VAT insofar as they

are entitled to invoice the tax separately and actually do so.

Share Transactions of Governing Bodies

Detailed information concerning the shareholding of governing bodies as per December 31, 2016 is
contained in the following tables. Information on share transactions by governing bodies during the report-
ing year can be found on the Company’s homepage www.grenke.de/en under the section "Investor

Relations/Corporate Governance".

Shareholdings of the Board of Directors

Number of shares held as per December 31

2016 2015
Gilles Christ 2,912 5112
Jorg Eicker 5,422 5172
Wolfgang Grenke* 0 0
Mark Kindermann 53,172 53,172
Antje Leminsky 3,693 2,823
Total 65,199 66,279
* direct shareholding
Shareholdings of the Supervisory Board

Number of shares held as per December 31

2016 2015
Tanja Dreilich 1,600 390
Prof. Dr. Ernst-Moritz Lipp 36,118 34,118
Dr. Ljiljana Mitic 468 468
Florian Schulte 2,365 2,365
Erwin Staudt 2,009 1,009
Total 42,560 38,350




Accounting, Financial Statement Audits and Financial Reporting

GRENKE Consolidated Group’s management report and the management report for the separate financial
statements of GRENKE AG are prepared in accordance with Section 315 (3) and Section 298 (3) HGB and
summarised in a combined section. Any substantial differences arising between the corporate entities are
discussed in a separate section. The annual financial statements of GRENKE AG and the financial state-
ments of the GRENKE Consolidated Group for fiscal year 2016 are published jointly in the Federal Gazette

(Bundesanzeiger).

The accounting policies applied to the consolidated financial statements for the January 1 to December 31,
2016 fiscal year were applied in accordance with the rules and regulations of International Financial
Reporting Standards as adopted in the European Union. In preparing the consolidated financial statements
and the group management report, the Company was also subject to and applied the provisions of German
commercial law under Section 315 a (1) HGB. The consolidated financial statements were audited in
accordance with the rules and regulations of Section 317 HGB and German generally accepted standards
for the audit of financial statements promulgated by the IDW (IDW PS 200). The Audit Committee ensures
the independence of the auditor and recommends an auditor for election to the Annual General Meeting. The

election of the auditor is carried out at the Annual General Meeting in accordance with statutory provisions.

Transparency and Reporting to Shareholders

GRENKE uses the internet to promptly, impartially, and thoroughly report to shareholders and the public.

All press releases, financial reports and quarterly statements, as well as notifications under the Market Abuse
Regulation (MAR) and the German Securities Trading Act (WpHG) are published in German and English.
The Declaration of Conformity under the GCGC is available on GRENKE'’s website (www.grenke.de/
en/investor-relations). The Company’s website also provides information to shareholders and the public on
the GRENKE Consolidated Group, its organisational structure and management members. Company notifi-
cations are published in the Federal Gazette (Bundesanzeiger). The report of the Board of Directors and the
general discussion at the Annual General Meeting are streamed live on the internet and freely accessible.
Proxies appointed by the Company can be entrusted to exercise voting rights, even in absentia. The dates of
regular financial reporting are shown in the financial calendar and on GRENKE'’s website. Detailed infor-

mation on GRENKE’s shares can be found in the "Investor Relations" section.

GRENKE AG Consolidated Group
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Compliance

At GRENKE, compliance encompasses all business activities and business processes. Particularly, acting
in accordance with ethical principles, the relevant laws and supervisory and internal rules is a matter of
course at GRENKE. GRENKE believes that the fair and respectful treatment of customers, employees and
society form the basis of healthy business relationships. GRENKE and all of its employees are committed
to a corporate code that pays special attention to dealings with customers and employees, respecting
human rights and complying with legal provisions. All governing bodies and employees are properly in-
formed of the applicable laws, internal regulations and any new features and changes via a system-based

intranet, through e-mail, and in the form of training courses.

Rule compliant behaviour in day-to-day business is ensured at GRENKE through a Compliance Manage-
ment System (CMS). The ongoing review and the appropriate adaptation of the risks, laws and the devel-

opment of the industry increase the effectiveness of our CMS and at the same time enhance its efficiency.

Risks related to compliance and money laundering are analysed annually by the entities in each country,
and the results of these analyses are used as the basis for controlling risks. Due diligence processes are
conducted to minimise risk, particularly in advance of acquisitions. Local compliance officers in the respec-
tive countries check that the standards are being followed and ensure that risk is minimised both nationally
and internationally. At GRENKE, ensuring compliance with national laws is a top priority. This is the reason,
GRENKE regularly reviews the subsidiaries by means of a compliance and money laundering audit at the

Group level.

The local compliance officers report directly to the compliance officers of the GRENKE Group. The com-
pliance officer of the GRENKE Group reports directly to the member of the Board of Directors responsible
for the Compliance area. The Supervisory Board receives a detailed Annual Compliance Report in order
to review the effectiveness and appropriateness of the CMS. The compliance officer also helps the Board

of Directors to prevent breaches of the law, corruption and fraudulent acts and assists in their clarification.

The subjects of money laundering and terrorism financing are vigorously opposed through a number of
work instructions and guidelines. The appointment of national money laundering officers forms the basis
for the Consolidated Group-wide compliance with the law. This is reflected, among others, in the fact that
sanctions imposed by the legislator are adequately taken into account. To ensure this, GRENKE has
opted for a system-based process. In addition, all new employees receive a comprehensive introduction

to the subjects of compliance and money laundering.

GRENKE'’s employees have a variety of ways and means available to report any possible rule violations.
The reported information is handled delicately and fairly as a matter of course. GRENKE responds to

violations of the law with the appropriate actions.



Controlling and Risk Management

All of the employees involved and the Board of Directors should be in the position to consciously control
risks and seize available opportunities. At GRENKE Consolidated Group, risk management includes not
only a method for ascertaining and securing risk-bearing capacity but also includes the definition of strate-
gies as well as risk controlling and an iterative risk management process. We consider our risk manage-

ment to be appropriate and effective.

The Minimum Requirements for Risk Management (MaRisk) published by the Deutsche Bundesbank and
the German Federal Office for Supervision of Financial Services must be complied with. Therefore,
GRENKE has implemented the risk management and controlling processes currently required for key risk
types such as counterparty, market price, liquidity and operational risks across the Consolidated Group.
The functionality of the risk management system and the impact of any actions initiated are monitored by
the Risk Controlling and the Internal Audit departments, which report directly to the Board of Directors.

Details on risk management are presented in the management report.

GRENKE AG Consolidated Group
Annual Financial Report 2016

25



GRENKE AG Consolidated Group
Annual Financial Report 2016

Declaration of Conformity of the Board of Directors and Supervisory Board on the
German Corporate Governance Code (DCGK) in accordance with Section 161 AktG

The Board of Directors and the Supervisory Board of GRENKE AG issued the following Declaration of

Conformity on February 1, 2017.

26

"The Board of Directors and the Supervisory Board of GRENKE AG hereby declare, in accordance
with Section 161 of the German Stock Corporation Act, that since the issue of the last Declaration of
Conformity dated February 4, 2016, the Company has complied with the recommendations of the
"Government Commission on the German Corporate Governance Code", in the version dated May 5,

2015 and will continue to comply with these in the future with the following exceptions:

In determining the Board of Directors individual members’ total compensation, the Supervisory Board
ensures that compensation is commensurate with the performance and tasks of the individual Directors
and the Company’s situation. The Supervisory Board reviews the appropriateness of the Board of Direc-
tor’ compensation on a regular basis. Nevertheless, by derogation from Article 4.2.2 (2) of the DCGK,
when assessing the compensation of the Board of Directors, the assessment currently does not explicitly
take into consideration the relationship of the compensation of the Board of Directors, senior manage-
ment and the staff overall nor its development over time. GRENKE AG is a medium-sized company that
pays its Board of Directors a moderate level of compensation, both in relation to the staff overall and the
development over time. The DCKG'’s recommendation is aimed at large enterprises that pay their Board

of Directors high compensation and is, therefore, unsuitable for GRENKE AG.

By derogation from the recommendation in Article 4.2.3 (2) Sent. 6 of the DCGK, the Board of Direc-
tors’ compensation does not stipulate a cap on the overall or variable compensation. GRENKE AG’s
compensation of the Board of Directors is at a comparable level to other medium-sized businesses of
similar size. Also, in this case, the DCKG’s recommendation to provide a cap for the Board of Direc-
tors’ overall compensation is aimed at large enterprises with high compensation for their Board of

Directors. For GRENKE AG as a medium-sized company, this recommendation is unsuitable.

By derogation from the recommendation in Article 4.2.3 (4) of the DCGK, the Board of Directors’
service contracts for the Board of Directors’ members in office do not stipulate a settlement cap
because the Board of Directors’ service contracts are usually concluded for the length of the term of
appointment only and cannot be terminated with a notice period. Therefore, a Board of Directors’
service contract cannot be unilaterally terminated prematurely without good cause but only by means
of a mutual resolution. The Board of Directors’ service contracts contain no regulations on severance

linked to events at the Company, especially a change of control.



The recommendation set forth in Article 4.2.5 (3) and (4) of the DCGK was not complied with.
Specifically, the "model tables" of the "German Corporate Governance Code" for reporting the
remuneration of the Board of Directors have not been used. The individualised remuneration for each
member of the Board of Directors is presented in a transparent manner and pursuant to statutory
provisions in the remuneration report, which forms part of the combined management report for fiscal
year 2016. The Supervisory Board and the Board of Directors are of the opinion that an additional or
alternate presentation of the remuneration components of the individual members of the Board of

Directors is not necessary for the interests of shareholders or reasons of transparency.

Various aspects are to be observed in accordance with the recommendations given in Article 5.1.2
and 5.4.1 of the DCGK, including the determination of an age limit as well as diversity, both in terms of
the composition of the Board of Directors and with regard to persons nominated for election to the
Supervisory Board. The Company is of the opinion that the knowledge, skill and experience required
for the respective division or area of responsibility should, in fact, be the decisive factor when selecting
suitable candidates, both in terms of the composition of the Board of Directors and when nominating
persons to be elected to the Supervisory Board. The above-mentioned recommendations of the DCGK
are considered with regard to the composition of the Board of Directors and the nominations for elec-

tions to the Supervisory Board.

In accordance with Article 5.3.3 of the DCGK, the Supervisory Board shall form a nomination com-
mittee composed exclusively of shareholder representatives who proposes suitable candidates to the
Supervisory Board for the nominations to be proposed to the Annual General Meeting. Currently, the
Supervisory Board of GRENKE AG consists of a total of six members, who are to be elected exclu-
sively by shareholders. The Board of Directors and the Supervisory Board do not consider it neces-
sary to create an additional committee. The Company believes that the transparency of the selection
procedure desired by the Commission in Article 5.3.3 of the DCGK is ensured even without a corre-

sponding committee. For this reason, the recommendation of Article 5.3.3 has not been satisfied.

In accordance with Article 5.4.1 of the DCGK, a limit for the regular length of membership shall be
specified for members of the Supervisory Board. As mentioned above, the individual knowledge, skill
and experience of Supervisory Board members are crucial for the composition of the Board. The
expertise necessary to properly fulfil the Supervisory Board tasks and important for GRENKE AG
should be ensured in its entirety. Therefore, we refrain from setting a limit for the regular length of

Supervisory Board membership.

The Company currently does not comply with the recommendation of Article 5.4.6 (2) Sentence 2 of
the DCGK. In accordance with Article 10 (3) of the current version of the Articles of Association, each
member of the Supervisory Board is granted variable remuneration in addition to fixed remuneration

provided a certain minimum dividend is distributed to shareholders. However, the variable remuneration
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component must not exceed a maximum level of 100% of the Supervisory Board member’s fixed remu-
neration. The applicable provision of the Articles of Association including the variable compensation
component therefore does not formally conform to the Code’s recommendation, which is focused on a
sustainable development of the company, for example, by basing variable compensation components on
the average dividend over several years. "The Board of Directors and the Supervisory Board point out
that because of the Company’s business model, the EBT and the dividend of GRENKE AG reflect the
profitability of the entire lease portfolio across all lease transactions over the past four years and their
respective contribution margins. Thus, to that end, the dividend is not affected by any short-term fluctua-

tions in annual new business or contributions margins".

Baden-Baden, February 1, 2017

GRENKE AG
On behalf of the Board of Directors On behalf of the Supervisory Board
Wolfgang Grenke Prof. Dr. Emst-Moritz Lipp"
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SHARES AND INVESTOR RELATIONS

Capital Market Communication

Open and continuous communication with all capital market participants is very important to GRENKE AG
which is why we place great value on maintaining direct contact to our analysts, investors, private share-
holders and representatives of the media. We regularly inform institutional investors by means of telephone
conferences, individual meetings, roadshows and at selected capital market conferences. The main venue
for maintaining contact with our private shareholders is our yearly Annual General Meeting. As a special
service, we offer those shareholders who cannot attend the meeting personally, as well as the broader
public, the option of viewing the Chairman of the Board of Directors’ address and the general discussion via
a live stream on our website. All current investor relations’ news, press releases, and financial reports are

also continually available on our website. We also offer an individualised news service.

At GRENKE, our top priority is the quality and timeliness of our information. This is the reason we have been
reporting on our first and third quarter business performance in the form of a quarterly statement since 2016.
This allows us to take advantage of the newly created option to use a new format for quarterly reporting,
which was initially granted by the European and the national legislators and subsequently by the Deutsche
Bérse. Our capital market partners were overwhelmingly positive about this change because the new format

is short, concise and therefore easier to understand than the previous quarterly financial reports.

In the past fiscal year we took part in various roadshows and capital market conferences both in Germany
and internationally. We continued to see strong interest in our Company from both existing and new
investors alike. We addressed this interest through both email and conference calls and in the form of

personal meetings.
The effort we placed in our capital market communications was also recognised in the reporting year with

our award of fourth place for 2016 in Germany’s most prestigious Investor Relations competition "The

Best Annual Report" for SDAX companies, after receiving fifth place in the prior year.
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Investment Case

We promote our shares on the capital market by focusing on our business model’s unique selling points,

which include

our competitive advantage and high barriers to entry for potential competitors based on our high
standardisation and IT-based automation for speed at the Point of Sale (POS);

the international roll-out of our unique selling points as a success factor for our growth strategy;
a broad diversification of products and financial solutions for SMEs;

market leadership in Central Europe in our core business;

long-standing, proven risk management as a key driver of revenue and value, even in times of
economic crisis; and

a high intrinsic value for our shares measured in terms of return on equity and embedded value.

Our strategic goal remains sustainable expansion in order to generate dynamic profit growth. The focus of
our international growth is on the countries and products that offer a favourable competitive environment
and an attractive risk-reward profile. In doing so, it is important that we do not make it a rule to avoid risk
but assess it as correctly as possible and enforce adequate margins. We use a proven and continually
updated proprietary IT-based scoring model for forecasting losses to effectively control our costs and
risks. This allows us flexibility in responding to changing market conditions while at the same time obtain-
ing appropriate risk premiums. We have clearly and continuously demonstrated our strategy’s success in

all stages of both economic and interest rate cycles.
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GRENKE'’s Share Price Performance

EUR Source: Reuters
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The major stock market indices had a very moderate start to the year 2016. After Germany’s leading DAX
index had finished the year 2015 at 10,743 points, it slipped to its lowest level of the year in mid-February
falling to 8,753 points. The markets then stabilised amid some high fluctuation. Only "Brexit" at the end of
June was able to kick-start a broad-based phase of recovery under the leadership of the U.S. benchmark
indices. The second half of the year saw an initial phase of low volatility, followed by the presidential
election in the United States, which sent the market into a strong rally. The DAX ended the year

characterised by numerous historical events at 11,451 points for a year-on-year gain of seven percent.

GRENKE AG shares, in contrast, experienced a year of sharp volatility. The shares started the year at
EUR 184.60 and initially performed in line with their benchmarks. After marking a record high of

EUR 200.80 (intraday) at the beginning of April 2016, they went on to correct in the months that followed
and fell to a level of roughly EUR 150 at the beginning of July. After a temporary recovery, the shares
declined again until reaching their lowest level of the year at EUR 135.55 in early December. Only at the
year's end did they embark on a clear upward trend ending the 2016 trading year at EUR 149. After the
shares’ outstanding performance in 2015, their level at the end of 2016 represented a net year-on-year
decline for the shares of roughly 19 percent. GRENKE shares also underperformed their benchmarks

price indices, the SDAX (+3 percent) and DAXsector Financial Services (+2 percent).

Our share liquidity continued to improve in the reporting year. The daily average shares traded on all
German stock exchanges was 15,000 shares. In the two prior years, the average was around 12,000 and
7,000, respectively. The better balance in supply in demand makes GRENKE shares more attractive for

institutional investors in particular.
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Research and Ratings
Analyst Recommendations

In April 2016, Commerzbank reinitiated coverage of GRENKE, bringing the total of renowned investment
banks covering our shares to a total of seven. This coverage includes the analysts’ regular assessment of
GRENKE's strategic and operational development, publication of price targets and investment recom-
mendations for the share. The investment recommendations reflect, among others, the future potential of
GRENKE's shares. At the end of the 2016 fiscal year, the majority of analysts recommended buying the
shares and a smaller number of analysts recommended holding the shares. An overview of analyst
recommendations at the end of the 2016 fiscal year is presented in the table below. The current analyst

recommendations can always be found on our website under the section titled "Investor Relations".

Institution Analyst Recommendation
Bankhaus Lampe Andreas Schafer Buy
Berenberg Bank Martin Comtesse Buy
Commerzbank Christoph Blieffert Hold
Deutsche Bank Benjamin Goy/Nizla Naizer Hold
equinet Bank AG Dr. Philipp HaRler Buy
HSBC Trinkaus & Burkhardt AG Johannes Thormann Buy
Warburg Research Andreas Wolf Buy
Credit Ratings

We also enjoy an excellent reputation on the bond market. GRENKE is assessed regularly in a rating
process carried out by the leading international rating agency Standard & Poor’s and the German rating
agency Gesellschaft fiir Bonitatsbeurteilung ("GBB"). We recently received very good ratings from both of
these agencies, with each awarding us investment grade status, thereby confirming our unchanged level

of high creditworthiness.

In an analysis dated May 18, 2016, Standard & Poor’s confirmed GRENKE AG'’s counterparty credit
ratings. GRENKE AG received a short-term debt rating of "A-2", and "BBB+" for senior unsecured debt.

The "stable" outlook was left unchanged.



Standard & Poor’s detailed assessment is as follows:

Counterparty credit rating BBB+/Stable/A-2
Senior unsecured BBB+
Short-term debt A-2

On December 15, 2016, S&P announced a revised outlook for the credit ratings of bonds issued by several
German banks. The sole cause underlying this revision was a change to the law in Germany, effective
January 1, 2017, under which certain bond issues ("non-structured senior unsecured") are to be classified
in the future as "subordinated". S&P also places in this category any bonds issued by GRENKE AG, but not
those of its subsidiary GRENKE FINANCE PlIc, which are guaranteed by GRENKE AG. The outlook was
reduced to "negative". S&P expressly emphasises that this action is not a result of company-specific

factors. All of the bonds issued to date were issued by GRENKE FINANCE Plc and not GRENKE AG.

GBB also confirmed our high credit quality in its rating dated December 15, 2016. GBB confirmed the "A"
rating with an unchanged stable outlook based on the compelling level of capital adequacy, the clear,
long-time successful strategic alignment, as well as sustained solid new business and earnings develop-
ment accompanied with high profitability. GBB also positively emphasised the high granularity of the

reseller and customer portfolio, the efficient processes and the sophistication of the control instruments.

Dividend Policy

Continuity, return and the security of the capital base for future expansion are the central criteria of our
long-term dividend policy. This is one reason why GRENKE shares are considered a good investment
with attractive growth prospects in addition to their high intrinsic value and continuous stream of income.
GRENKE has traditionally had a strong equity base that secures favourable refinancing opportunities.
Our strategic equity ratio target is 16 percent. Our consistently good ratings are based not only on this
ratio but also the high returns on equity we generate, even in times of strong growth. These factors give
us access to a variety of refinancing alternatives at attractive conditions. At the end of the 2016 fiscal
year, the GRENKE Consolidated Group’s equity ratio was 17.4 percent following 17.0 percent in the

previous year.

Actively managing our solid equity base is the key requirement for future growth. We structure our divi-
dend policy in a profit-oriented manner in the context of this crucial, long-term strategic requirement and
are confident in the continuity of our dividend distributions based on our anticipation of ongoing dynamic

business growth and increasing earnings in the years to come.
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Proposal for the Appropriation of the Unappropriated Surplus

Based on the ongoing solid business development in the 2016 fiscal year, the Board of Directors and the

Supervisory Board will propose a dividend for the 2016 fiscal year of EUR 1.75 per share at the Annual

General Meeting on May 11, 2017. This would mark the sixth consecutive year that the Company has

increased its dividend per share.

GRENKE Shares at a Glance

Reference Data

Code GLJ

Bloomberg code GLJ_GR

Reuters code GLJn.DE

ISIN DEOOOA161N30

Market segment Regulated Market (Prime Standard)
Index SDAX

Designated Sponsors ODDO SEYDLER BANK AG;

Total number of registered shares outstanding

Class

HSBC Trinkaus und Burkhardt AG

14,771,034

No-par-value shares
(registered shares)

Notional nominal value per share (rounded) EUR 1.28
Shareholder structure:
Free float according to Section 1.9 of the current "Deutsche Borse stock indices guidelines". 57.3%
Grenke Beteiligung GmbH & Co. KG * 42.7%
* General partner: Grenke Vermdgensverwaltung GmbH
Limited partners: Grenke family (Wolfgang, Anneliese, Moritz, Roland, Oliver Grenke)

Share Data*

2016 2015 2014 2013 2012
Closing price on last trading day EUR 149.00 EUR 184.60 EUR 88.99 EUR 68.00 EUR 50.61
Highest share price EUR 198.00 EUR 187.55 EUR91.79 EUR 76.38 EUR 54.46
Lowest share price EUR 135.55 EUR 90.00 EUR 66.46 EUR 50.25 EUR 37.45
Market capitalisation EUR 2,201m EUR 2,724m EUR 1,313m EUR 1,000m EUR 693m
Earnings per share EUR 6.87 EUR 5.43 EUR 4.41 EUR 3.23 EUR 3.10
Dividend per share** EUR1.75 EUR 1.50 EUR 1.10 EUR 1.00 EUR 0.80
Price-earnings ratio 21.7 34.0 20.2 211 16.3

* Share prices based on XETRA closing prices
** 2016: Proposal to the Annual General Meeting
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COMBINED GROUP MANAGEMENT
REPORT AND MANAGEMENT REPORT
OF GRENKE AG

The following presents the combined management report for the GRENKE Consolidated Group (the "Consolidated
Group") and GRENKE AG (the "Company") for the 2016 fiscal year (January 1 to December 31). The Consolidated
Group continues to report in accordance with the International Financial Reporting Standards (IFRS) as applicable in
the European Union. The Company continues to report in accordance with the German Commercial Code (HGB).
Any key statements concerning the general environment, our strategy or the performance of the GRENKE Consoli-
dated Group or GRENKE AG apply to both corporate entities. Any material differences between GRENKE AG and
the GRENKE Consolidated Group during the fiscal year are discussed in the section "Management Report of
GRENKE AG" at the end of this combined management report.

The Company’s name was changed from GRENKELEASING AG to GRENKE AG with the registration in the commercial
register on May 11, 2016. The name change was approved by a large majority of shareholders at the Annual General
Meeting of May 3, 2016 and better reflects today’s broadly diversified product range — which now spans far beyond the

traditional leasing business — and particularly the successful international establishment of the GRENKE brand.

The Company’s consolidated financial statements and separate financial statements for the 2016 fiscal year are pub-
lished jointly in the Federal Gazette (Bundesanzeiger). The fiscal year 2016 annual financial report is also available

online and can be downloaded as a PDF document at http://www.grenke.de/en/investor-relations/financial-reports.

The Consolidated Group operates internationally. For many years, the Company has employed an internationally success-
ful franchise model for developing new regional markets and using new financing products for expansion. The Company
does not own interests in the legally independent companies of its franchisees. Therefore, the combined management
report distinguishes between the GRENKE Consolidated Group; namely, the Company and all of its consolidated subsidiar-
ies and structured entities in accordance with IFRS; and the GRENKE Group, which refers to the GRENKE Consolidated

Group, its legally independent franchise partners and the future subsidiary Europa Leasing GmbH.

Consolidated Group Principles

Consolidated Group Business Model

Organisational Structure

From its headquarters in Baden-Baden, GRENKE AG, as the parent company, assumes the management role for the
Consolidated Group, which is represented internationally by subsidiaries located in several countries. In some cases,
the subsidiaries have their own branch offices in their respective local markets. The management of the Company is
performed by a Board of Directors consisting of five members, who are based at the Company’s headquarters in

Baden-Baden. The Company’s Supervisory Board consists of six members.

As a financial services provider, the Company is specialised in small to medium financing volumes. A prerequisite for
processing contracts profitably — even low volume contracts — is maintaining very low costs per contract. We have
attained our market success by achieving maximum efficiency in the business processes and ensuring a lean organisa-

tional structure. GRENKE business model is thus geared towards the key goals of optimising both the benefit to the
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customer and our competitive advantage as well as maximising the Consolidated Group’s efficiency. This cost
efficiency, which has evolved from many years of operational experience, is based on standardisation, comprehensive
IT-based automation and speed. It is also the key to what makes the GRENKE Consolidated Group unique and pre-

sents a high barrier to entry for potential competitors.

Under the franchise model, GRENKE AG contractually provides its partners expertise, an operational infrastructure,
numerous services and permission to use the Company’s name. At the same time, the Company retains the right to
acquire the respective franchise company based on a pre-arranged time frame of typically four to six years. The
purchase price is based on a formula determined when the contract is signed and takes market parameters and the
company’s individual performance into account. GRENKE AG refinances the rental and lease contracts between fran-

chisees and their customers usually through its Irish subsidiary.

Segments
The three business segments — Leasing, Banking and Factoring — are aligned along the Consolidated Group’s organi-
sational structure as described in the following. The Leasing segment continues to represent the Consolidated Group’s

most important segment and includes all processes relevant to its role as lessor.

The Banking segment includes the activities of GRENKE BANK AG ("GRENKE Bank"), which acts as a financial part-
ner mainly for small and medium-sized companies (SMEs). It also cooperates with a variety of federal government and
state development banks to provide business start-up financing and development loans. These development loans are
targeted at SMEs and self-employed professionals who want to finance new business purchases with lease financing.
GRENKE BANK AG also continues to offer straightforward investment alternatives such as fixed deposit products to
private and business customers via its website. The Factoring segment includes traditional factoring services in

Germany and Switzerland that are focused on small amounts of contractual receivables.

The GRENKE Group operates in virtually all of Europe as well as in Brazil, Chile, Dubai, Canada, Singapore and
Turkey. In terms of the Consolidated Group, Germany, France, and Italy are the key regions on a country basis where

we generate new business with external customers.

Business Processes and Services

We offer lease financing at commercially reasonable terms, even for smaller IT products with low purchase prices.
Consequently, we have defined and developed a market that today is still addressed only selectively by a broad majority
of lease providers. For commercial customers, we finance primarily IT products such as printers, copiers, communication
products and software starting at a net purchase price of EUR 500. This market sharply differs from the traditional leasing
business in that ticket prices are usually significantly higher. As a result, the market is only loosely correlated with eco-
nomic investment overall and is much less affected by economic fluctuations. In fact, leasing represents an even more
attractive financing alternative for investments made during economic downturns, particularly for SMEs and self-

employed professionals.

The mean acquisition value per lease contract based on GRENKE Group’s new business was roughly EUR 8,719 in
the reporting year after EUR 8,553 in the previous year. Because of the type and scope of office products used in

European mid-sized companies, the structure of the financed goods portfolio was left virtually unchanged.
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In addition to GRENKE Bank’s various financing, investment and payment products, we are also involved in "ease
guarantee" programmes sponsored by German guarantee banks in which especially young companies are given easier
access to leasing for larger investments. We are continuing to rapidly expand our activities in business start-up financing.
We have extended the "Microkreditfonds Deutschland" programme of the Federal Ministry of Labour and Social Affairs,
which is aimed primarily at start-ups and young companies with a low credit standing. We also offer diverse time deposits
at attractive conditions through our cooperation with the "WeltSparen" portal. In addition to expanding our factoring ser-

vices business, we were also able to further diversify our product range in the reporting year.

Our leasing business relies mainly on what is known as "sales leasing" because of the granularity of the contracts. In
this segment, we use multiple approaches to economically cover all sales channels. For example, our financing
contracts with end customers are largely concluded through our specialist reseller partners. We also have our own
employees based in local sales offices who are rapidly building an extensive partner network in our respective target
markets. We sell our financing products through IT product manufacturers whom we support using key account man-
agement. We also approach select business customers directly and offer them attractive framework contracts with
competitive conditions and flexible access to lease financing. In addition to these channels, our online activities repre-

sent another important and growing distribution channel.

This is not only true for our traditional business with small-ticket IT leasing but also other financial products. Thus, we
operate the deposit business solely as an online bank and have developed an innovative internet platform for the pro-
cessing of start-up financing. The purchase of receivables (factoring) is carried out using an IT-supported, automated
process. In this area, as opposed to our other activities, we actively and directly acquire customers using mail and tele-
phone campaigns. All of GRENKE Consolidated Group’s operating business contracts are centrally administered and
automatically processed at the Consolidated Group’s headquarters in Baden-Baden. Financing risk and rates of default
are calculated and measured using our continuously updated proprietary IT-based scoring model for forecasting losses,

which allows us to limit the cost of credit checks and issue contracts and payment approvals within a short time.

Sales Markets

The GRENKE Group operates internationally. Sustainable and rapid geographic expansion is our specialty and in-
cludes the penetration of new international markets such as Brazil, Chile, Dubai, Canada, Singapore and Turkey, which
were entered over the past few years. Because our international markets can have very different cultures, structures,
requirements and legal systems, our financial products and contract arrangements are customised and have varying
contribution margin requirements. Before entering a new market, we carefully examine the market'’s local conditions
and legal requirements from our base in Germany. We then either establish a local subsidiary or enter into a contract
with an entrepreneurial-minded franchisee with extensive knowledge of the local market. Our contracts are regularly
updated based on information from the close working relationship between the local sales team and the GRENKE

Consolidated Group’s head office in Germany.

We are also reinforcing our network on a continual basis through cell divisions and acquisitions of franchise companies
in existing markets to systematically bring us closer to our customers. In the reporting year, we acquired our former
franchise company in Turkey and, as part of our cell division strategy, opened new locations in Belgium, Germany,
Finland, Italy, Poland and Spain. We have been very successful for some time with our expansion in smaller cities,
particularly in our home market of Germany, and are increasing our business potential. The GRENKE Group currently
has 122 locations in 30 countries, whereby 29 of those locations are in our home market of Germany. We operate in

both France and Italy — also key European countries — with 17 and 14 locations, respectively.
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External Factors Influencing our Business

Macroeconomic cycles have relatively little impact on the GRENKE Consolidated Group’s business performance. Of
much greater importance are industry trends, such as commercial banking policies and policies of financial service pro-
viders in the leasing, factoring and deposit businesses and the sector’s rising regulatory requirements. We have recently
emphatically demonstrated that we are able to expand our business in a targeted manner, even in economically challeng-
ing times. Other external factors affecting our business include insolvency rates and the impact on refinancing costs from
changes in capital market and central bank interest rates. These factors are presented in the section "Macroeconomic

and Industry-Specific Environment" as well as in the risk report.

Targets and Strategy

We are one of the leading international providers of financial services for SMEs focused on lease financing for IT
products with low average contract volumes. As a growth company, our clear strategic, long-term goal is to become the
market leader in this segment. We are already the market leader in small-ticket IT leasing in Germany, Switzerland and
Italy and one of the primary providers of financial services for SMEs on a European level. Outside of Europe, we have

successfully entered several countries in the Middle East and North and South America.

We do not necessarily strive to achieve market leadership in every country we operate, but rather concentrate on those
markets that offer the most attractive risk-reward profile. For example, many of our competitors reduced their small-ticket
IT leasing offers or even exited the market all together after the financial and sovereign debt crises. We are taking full
advantage of these market opportunities. Providers from the banking sector are also faced with increasing regulatory
requirements leading to higher underlying capital needs and thereby more pressure to achieve better returns from their
business activities. In order to achieve satisfactory returns, small-ticket IT leasing demands highly efficient processes and
effective risk assessment for online operations. This requires upfront investments and process experience, both of which

under more stringent requirements represent an even higher barrier to entry in this market.

GRENKE Consolidated Group’s business model has been proven to harbour great growth potential and generate
earnings, particularly in terms of its internal financing capabilities. Therefore, the regulatory changes mentioned present
us with attractive medium-term opportunities to continue to consistently expand our position as a leading provider of

financial services for SMEs.

To keep the barriers to entry high and improve our proximity to customers, we have been continuously increasing the
density of our network of subsidiaries and branch offices and, for some time, have also been doing this in small and
mid-sized towns in Germany. We are rapidly penetrating new markets through franchisees, who have a keen under-
standing of their local markets. Opportunities for growth through acquisition result primarily from acquiring the compa-
nies of our franchisees several years after they have been established. This ensures our familiarity with the quality of
the receivables portfolio and our ability to reliably assess these portfolios when making these acquisitions. We also took
advantage of the opportunity of acquiring Europa Leasing GmbH in the fourth quarter of 2016. The acquisition provides
an ideal opportunity to substantially expand our leasing business with medical devices. Because the acquisition only
took effect on January 1, 2017, Europa Leasing GmbH was not yet included in the Consolidated Group’s scope of

consolidation in the 2016 fiscal year.
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In addition to our regional expansion, we have also been continuing to diversify our product range. One example is our
participation last year in the "lease guarantee” programme and the continuation of the "Mikrokreditfonds Deutschland”
programme. GRENKE Bank also expanded its diverse financing, investment and payment product portfolio. After the
prior year’s strategic investment in Cash Payment Solutions GmbH, an innovative online payment service, GRENKE
BANK AG’s diversification was boosted further in the reporting year through the strategic investment in Finanzchef24
GmbH. Finanzchef24, founded in 2012, is the first electronic insurance broker for commercial customers in Germany

and operates an online finance portal for entrepreneurs and self-employed professions.

In collaboration with a growing number of federal government and state development banks, GRENKE Bank also
finances business start-ups and provides development funds for new equipment purchases that are financed through

leasing. Until now, over 21,000 lease contracts have been concluded as part of these collaborations.

The purchase of lower-volume receivables (factoring) in various European countries is also a permanent and steadily
growing component of our extensive product range that we believe has high long-term growth potential. In factoring, we
offer an additional financing alternative especially suited for our small and medium-sized leasing customers who are
offered only a few alternatives from our competitors because of the low contract volumes. Our long-term goal, aside

from increasing our market share, is to continue to expand in this area and achieve adequate margins.

GRENKE Group’s new business growth has averaged 16 percent since the year 2000 and underscores our ability to
profit equally in times of economic strength and weakness. During the reporting year, we had renewed success achiev-
ing new business growth of roughly 16 percent. Detailed information on GRENKE Group’s new business is presented in

the section on our business performance.

Our business model is as straightforward as it is value-oriented. Strategically, we rely on diversification to limit risk. The
broadest diversification possible of our portfolios across customers, industries and countries along with the comparably

low average volumes of our contracts characterise our business.

Once again, in fiscal year 2016, no single lessee accounted for more than a one percent share in GRENKE Group’s
new business, and GRENKE Consolidated Group’s total exposure to any one customer did not exceed two percent of
the Consolidated Group’s equity. In both Germany and our international markets, we avoid cluster risks with our distri-
bution partners and are generally independent of any single manufacturer for our leased assets. We structure our

factoring business and banking services in a similar manner.

We also rely on the continued expansion of our already broad range of refinancing instruments so that we can take
advantage of a variety of options to finance our growth at all times. These options are available to us because of our
history of economic success and especially our reputation as a reliable business partner. This is why we are careful to

maintain our reputation in the equity and debt markets.
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Management System

The focus of our management is to increase our market share wherever we operate. To achieve this, the GRENKE Group
strives for long-term new business growth — defined as the total of the acquisition costs of newly acquired lease assets,

factoring volumes and start-up financing (including the micro credit business) — of a minimum of twelve percent annually.

In following this growth strategy, our aim is not to avoid risk but to assess it as correctly as possible while obtaining
adequate margins. Our long-proven and continually fine-tuned IT-based model for forecasting losses plays a key role in
achieving this and has greatly contributed to our track record of high growth, limited risk and attractive margins in all

stages of the economic and interest rate cycles.

GRENKE Group Leasing’s new business is governed by the contribution margin 2 (CM2), which is defined as the sum
of the present value of the agreed cash flows of a lease contract less individual contract costs and the projected cost

of risks, including projected service and disposal income. Our management of the new business at GRENKE Group
Factoring is also earnings-oriented and uses factoring margins and the length of a factoring transaction measured by
the number of days as key performance indicators. Longer term, however, we focus on factoring volumes because
increases in these volumes usually coincide with an increase in the number of customers and also offer a starting

point for additional leasing business. Financing application approvals are staggered according to their risk classification,
both in terms of the absolute number of approvals and according to a risk-weighted margin. This enables us to achieve
steady profitability — a factor that remains one of our top priorities. In line with regulatory requirements, we have chosen
to use the deposit volume and a minimum equity ratio of eight percent as the key performance indicators for GRENKE

Bank’s business.

Management at the Consolidated Group level is value-based. Key performance indicators at this level are net profit and a
sustainable high return on equity (ROE; net profit as a percentage of average equity) while maintaining a solid equity
base. Whereas earnings growth stems mainly from the new business gained in prior fiscal years and can be somewhat
volatile, the targets for the after-tax return on equity and the equity ratio have remained steady at 16 percent for many
years. We believe these returns are crucial for ensuring our good rating. Despite our rapid growth in recent years, our
ROE in the 2016 fiscal year was 15.0 percent after 13.7 percent in the prior year, but still below our target of 16 percent.
Embedded value (based on the calculation of net asset value) is another one of our key performance indicators because
expenditures incurred from our expansion into new markets, cell divisions and opening new offices in existing markets
are not immediately covered by income but usually funded only after the completion of the start-up phase. Embedded
value represents the present value of all remaining outstanding instalments after costs and risk provisioning. If there is a
positive difference in embedded value when comparing the beginning to the end of a fiscal year, then the Company’s
enterprise value has increased. Even if the fiscal year's ROE did not change significantly but the embedded value in-
creased, there would still be a positive effect on the Consolidated Group. It is the combination of ROE and embedded

value that makes our management approach value-based and is a sign of our active growth-oriented value management.

We rely on a broad range of continually updated instruments to manage our refinancing activities. We not only strive to
offer the best possible refinancing conditions but also make sure there are no cluster risks contained in the liabilities on
our balance sheet. We always utilise all instruments available on the market so that we can form our own opinion on

the current state of the market and react quickly if necessary.
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Research and Development

As a financial service provider, the GRENKE Consolidated Group does not conduct any basic research and develop-
ment. The Consolidated Group’s core capabilities include efficient risk management and suitable leasing logistics
based on centralised, standardised and highly digitised processes. To achieve efficient risk management, we continu-
ously optimise the standard software products as well as our individually developed applications. Our activities are not
only focused on modernising our infrastructure but also on our portals, apps and processing systems for sales and
administration. In the reporting year, development costs amounting to EUR 4.9 million were capitalised compared to
EUR 2.2 million in the previous year. The amortisation of capitalised development costs amounted to EUR 0.7 million

(previous year: EUR 0.3 million).

The innovative "eSignature" service, which was introduced last year, has continued to gain acceptance. GRENKE is
thereby one of the first companies to provide specialist reseller partners and customers a unique value by means of
a service for the electronic administration of lease contracts. This entirely paperless process speeds up contract pro-
cessing and shortens the time between signing the contract and the inflow of funds: It also significantly reduces pro-

cessing costs for our contract partners.

Our GRENKE Technology Center founded last year at the "Kreativpark" in Karlsruhe — one of the most important tech-
nology locations in Europe — is located in close proximity to Germany’s leading universities, technology institutes and
networks and has earned the reputation as an "innovation hub". The Center conducts state-of-the-art software and
business process development and was created to provide GRENKE and its partners with system solutions based on

the latest standards in technology.

4



GRENKE AG Consolidated Group

Annual Financial Report 2016

42

Report on Business Development

Overall Statement on the Business Performance and Financial Situation
of the Consolidated Group

The 2016 fiscal year marked another year of profitable growth for the GRENKE Consolidated Group. Our performance
is particularly evident when looking at the Consolidated Group’s net profit, which grew sharply compared to the previ-
ous year causing us to raise our target corridor with the publication of our 2016 half-year report. At the same time, we
took advantage of the favourable conditions in the capital markets and relied on a variety of funding options that we
used as needed and to their full extent. The material transactions carried out during the reporting year are presented

in the section on the Consolidated Group’s net assets.

We continued our international expansion in attractive markets during the past reporting year by opening a total of nine
new locations European-wide as part of our cell division strategy. We also acquired the business of our former franchisee
in Turkey. In addition to our organic growth, we also made some important acquisitions: We substantially strengthened
our market position in the small-ticket leasing of medical devices through our acquisition of Europa Leasing GmbH and
GRENKE Bank invested in Finanzchef24 GmbH. Further information on the cell divisions and acquisitions in the reporting

year can be found in the chapter on the business development of the GRENKE Consolidated Group.

At the time of preparing this combined management report, the GRENKE Consolidated Group possessed a strong
earnings, financial and net assets position. Therefore, we believe that the Consolidated Group is excellently positioned

to continue its international expansion, expand its new business and further increase its profits.

Macroeconomic and Industry-Specific Environment

According to the Federal Association of German Leasing Companies [Bundesverband der Deutschen Leasingunter-
nehmen — (BDL)], 2016 marked a new record year for the leasing sector. New business increased by nine percent to
EUR 64.2 billion. Growth was driven mainly by the vehicle leasing segment, but also other segments were able to gain
further market share. Overall, movables leasing in 2016 grew seven percent and the leasing rate, or leasing share, of the
overall economic investment in capital goods reached a new record of 24 percent. According to BDL estimates, IT in-
vestments were disappointing decreasing a total of ten percent over the period after stagnating in the previous year.

BDL believes this poor development is a reflection of the level of investment in the IT sector in the overall economy.

The trend in overall IT investment has little bearing on small-ticket leasing because, in our view, this market segment is

not yet fully developed.

In our experience, the growth in GRENKE Group’s new business is relatively unaffected by overall economic cycles.
Industry trends, such as the business policies of banks and financial service providers in the leasing, factoring and
deposit businesses, and the sector’s rising statutory requirements have a much greater impact on our growth. There

were no material changes in the industry environment during the reporting year.

General economic developments are reflected in capital goods investments and corporate insolvencies. The trend in
insolvencies usually has a delayed effect on the Consolidated Group’s loss rate. However, as demonstrated by the

trend in our loss rate, we are able to effectively cushion ourselves from any impact on our profitability.
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The business activities of GRENKE Bank make a sector comparison irrelevant because the objective of our deposit
business is to provide refinancing facilities to the Consolidated Group and not necessarily to grow the Bank’s business
or gain additional market share. Any changes in the capital market or central bank interest rates that impact our refi-
nancing costs are passed on to our customers in the conditions of our contracts. These types of changes do not affect
current contracts because of our congruent refinancing structure. Nevertheless, the time gap needed to adjust our
conditions can have a temporary positive or negative effect on the profitability of our new business. Because we have
access to a broad range of refinancing instruments and are able to obtain bank deposits through GRENKE Bank, we

have the flexibility to use a variety of alternatives depending on the expected market and interest rate environments.

This broad mix of products and investors gave the Consolidated Group sufficient access to refinancing funds at attrac-

tive conditions at all times during the 2016 fiscal year.

Business Development

GRENKE Group’s New Business

The GRENKE Group is geared towards profitable growth, which is reflected, among others, by its advancing geographic
expansion, product diversification and continued rise in new business. As a result, new business in the reporting year at
the GRENKE Group reached a volume of EUR 1,974.0 million compared to EUR 1,704.1 million in the previous year.

This is equivalent to an increase of 16 percent.

New business at GRENKE Group Leasing — defined as the total acquisition cost of newly purchased lease assets —
climbed 17 percent in 2016 to a volume of EUR 1,592.5 million following EUR 1,359.9 million in the previous year.

A key driver of this growth was the positive development of the Leasing segment’s international markets. New business
growth in the core market of France and the important Italian market increased by 15 percent and 29 percent, respec-
tively. It is also worth noting the positive development in our home market of Germany, which saw a noticeable pick-up
in growth in the second half of 2016 and exceeded the previous year’s volume by twelve percent. At 72 percent, the

international share of our new business in the reporting year remained essentially at the previous year’s level.
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On a regional basis, new business volume in Western Europe (without Germany) increased by 13 percent in the report-
ing year to EUR 499.8 million (previous year: EUR 443.2 million). We generated the highest growth in Southern Europe
where new business volume rose 28 percent reaching EUR 443.6 million compared to EUR 347.7 million in the previ-
ous year. Favourable performance was recorded in Italy (+29 percent) and especially in Spain (+20 percent) and
Portugal (+14 percent). In Northern / Eastern Europe we were able to increase our new business this past fiscal year by
16 percent to EUR 241.5 million (previous year: EUR 208.6 million). The decline of the British pound due to Brexit
resulted in a negative translation effect of EUR 12.2 million from the conversion of leasing new business in the UK into
our reporting currency, the euro. Once again, we recorded high growth in our other regions, which are still largely new
countries for us. The volume acquired in these countries rose 26 percent in the reporting year to EUR 27.8 million

compared to EUR 22.1 million in the previous year.

Lease applications in 2016 grew to a total of 390,736 and resulted in 182,655 new lease contracts, which is equivalent
to a conversion rate (applications into contracts) of 47 percent compared to 45 percent in the previous year. A total of
318,672 of these applications came from our international markets and led to 145,413 new contracts. At 46 percent
(previous year: 43 percent), the conversion rate in those markets is traditionally lower than the rate in our home market

of Germany of 52 percent (previous year: 51 percent).

In the 2016 fiscal year, our new business remained highly profitable. The contribution margin 2 (CM2) on new business
in the Leasing segment increased eight percent from EUR 245.5 million in the previous year to EUR 265.9 million. This
is equivalent to a CM2 margin of 16.7 percent versus 18.1 percent in the previous year. The CM1 margin in the report-
ing year totalled 12.5 percent compared to 13.5 percent in the previous year. In absolute terms, the CM1 increased to
EUR 199.1 million (previous year: EUR 184.2 million). The below-average contribution margin growth mainly resulted
from the previous year’s change in the calculation method and the increased focus of our sales activities on high

growth. An isolated comparison on a quarterly basis shows an essentially parallel development in the margin.

The sum of purchased receivables, including collection services, in the Factoring segment increased year-on-year

by ten percent. As a result, the acquired volume in the reporting year reached EUR 356.2 million (previous year:

EUR 324.6 million). The acquired volume in the German market, where our main activity is the traditional factoring
business, was extremely satisfactory allowing us to surpass the previous year’s level by 24 percent. The development
of the acquired volume in our international markets was significantly weaker rising a mere one percent due to difficult
year-on-year comparisons in Switzerland. After adjusting for the aforementioned translation effect from the weakness of
the British pound, the growth rate internationally was three percent. The gross margin on the new business acquired in
Germany remained at a high level of 1.86 percent compared to 2.08 percent. The gross margin in our international
markets was slightly lower at 1.24 percent (previous year: 1.36 percent). The gross margin is based on an average
period for a factoring transaction of roughly 26 days in Germany (previous year: 25 days) and approximately 37 days

(previous year: 34 days) internationally.

We are very pleased with the development of GRENKE Bank where the volume of business start-up financing, including
the microcredit business, increased by 29 percent in the reporting year to EUR 25.3 million after its total of EUR 19.6 million
in the previous year. Deposit volumes as per the December 31, 2016 reporting date amounted to EUR 417.1 million, or

19 percent above the value of EUR 349.3 million at the end of the previous fiscal year.
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SHARES IN NEW BUSINESS OF GRENKE GROUP LEASING + FACTORING + BUSINESS START-UP FINANCING
(INCLUDING MICROCREDIT BUSINESS) INCLUDING FRANCHISE PARTNERS AS PER DECEMBER 31, 2016

Other regions | 1.4%

o
Northern / Eastern Europe | 15.2% (erzmmEny || 23

Southern Europe | 22.5%

Previous year:

Germany: 28.3%

Western Europe (without Germany): 35.1%

Southern Europe: 20.4% )

Northern / Eastern Europe: 14.9% » Western Europe (without Germany) | 32.6%
Other regions: 1.3%

New business 2016
GRENKE Group Leasing: EUR 1,592.5 million (previous year: EUR 1,359.9 million)
GRENKE Group Factoring: EUR 356.2 million (previous year: EUR 324.6 million)

GROWTH RATES IN NEW BUSINESS OF GRENKE GROUP LEASING AS PER DECEMBER 31, 2016
(COMPARED TO THE SAME PERIOD IN 2015)

27.6%

26.1%

15.8%
12.2% 12.8%

Germany Western Europe Southern Europe Northern / Eastern Europe Other regions
(without Germany)

Previous year: Germany 18.3%; Western Europe (without Germany) 13.7%;, Southern Europe 31.6%;
Northern / Eastern Europe: 16.2%; Other regions: 69.5%

Regions: Western Europe (without Germany): Austria, Belgium, France, Luxembourg, the Netherlands, Switzerland
Southern Europe: Croatia, Italy, Malta, Portugal, Slovenia, Spain
Northern / Eastern Europe: Denmark, Finland, Ireland, Norway, Sweden, UK / Czech Republic, Hungary, Poland, Romania, Slovakia
Other regions: Brazil, Canada, Chile, Dubai, Singapore, Turkey
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The GRENKE Consolidated Group’s Business Development

We are very pleased overall with our performance in the 2016 fiscal year. Our strong trend in earnings from the previ-
ous year persisted, and we continued to profit from the recent high-margin new business and a sustained favourable
environment for refinancing. The Consolidated Group’s net profit grew 28 percent to EUR 103.2 million (previous year:
EUR 80.8 million). We experienced continuing intense competition in our home market of Germany in the reporting
year. In response, we expanded our sales activities by, among others, opening up new locations and acquiring Europa
Leasing GmbH. This strategic acquisition, which is an ideal addition to the Consolidated Group due to the similar leas-
ing processing, substantially increases our leasing business with medical devices. What is more, we see high growth
potential for Europa Leasing GmbH in Europe. Because the acquisition only became effective on January 1, 2017,

Europa Leasing GmbH was not yet included in the Consolidated Group’s scope of consolidation in the 2016 fiscal year.

In the second quarter of 2016, GRENKE Bank purchased a 15 percent interest in the Munich-based Finanzchef24 GmbH.
Finanzchef24 is the first electronic insurance broker for commercial customers in Germany and operates an online finance
portal for entrepreneurs and self-employed professionals. Finanzchef24 and GRENKE Bank share very similar target
groups. This is GRENKE Bank’s second strategic investment after purchasing a stake in Cash Payment Solutions GmbH

in Berlin at the end of the prior fiscal year.

We also continued our geographic expansion during the reporting year. As part of our cell division strategy, we opened
a total of nine new sites in Belgium, Germany, Finland, Italy, Poland and Spain. We also acquired the business of our
former franchisee in Turkey in the first quarter. This expansion brought the number of GRENKE Group locations at the

end of the reporting year to a total of 122 worldwide.

With respect to our product range, we intensified our cooperation with a total of three federal and state development
banks: Thiringer Aufbaubank, NRW.BANK and KfW Group. The existing cooperation with these banks was expanded
through global loans in the amount of EUR 7.5 million, EUR 30 million and EUR 100 million. Further information about the

existing global loan agreements is provided in the Notes to the Consolidated Financial Statements under Note 5.11.4.

We have also received an extremely positive response to our innovative eSignature service offer. This service for the
complete electronic processing of contracts, which we have been offering customers in various European countries
since September 2015, significantly accelerates contract processing and also provides economies of scale in terms
of cost per contract. Since introducing eSignature, we have already concluded over 18,000 contracts. Most of these

contracts were concluded in our markets in Germany, France and ltaly.

We continue to refinance our new business by relying on a broad range of refinancing instruments from four categories:
senior unsecured instruments, asset-based instruments, committed development loans and our ability to obtain bank
deposits from GRENKE Bank. We utilise bank deposits to refinance our business as needed. Thanks to our solid
reputation in the capital markets, we placed all of our new issues successfully within a short period of time. The bonds
issued in the reporting period totalled EUR 401 million and were extremely well received by the market. Based on the
high level of investor demand and our intention to strengthen our equity base, we increased the volume of the existing
Additional Tier 1 (AT1) hybrid bond at the end of the reporting year by EUR 20 million.

Our success when it comes to refinancing is largely a result of our good credit rating, which confirms our high credit-
worthiness and investment grade status. Our ratings include our Issuer Credit Rating of "BBB+" in the area of long-term

maturities and "A-2" in short-term maturities awarded by the internationally leading rating agency Standard & Poor’s in
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May 2003 and our "A" rating granted by the Gesellschaft fiir Bonitatsbeurteilung mbH ("GBB") in 2014. Standard &
Poor’s latest analysis dated May 18, 2016, confirmed our Counterparty Credit Rating of BBB+/A-2 with a stable outlook.
GBB came to a similar conclusion in its recent rating of December 15, 2016 where it confirmed its rating on the basis of
GRENKE's strong equity base, its clear strategy that has proven successful for years and its sustainably positive new

business and earnings development accompanied by high profitability. The "stable" outlook was left unchanged.

On December 15, 2016, S&P announced a change in its outlook for the bond credit ratings issued by several German
banks based on a change in the law in Germany (Insolvency Regulation) effective January 1, 2017, under which certain
bond issues ("non-structured senior unsecured") are to be classified in the future as "subordinated". Standard & Poor’s is
also placing the bonds issued by GRENKE AG in this category but not those of its subsidiary GRENKE FINANCE Plc,
which are guaranteed by GRENKE AG. The respective outlook was reduced to "negative". Standard & Poor’s expressly
emphasises that this action is not a result of company-specific factors. All of the bonds issued to date were issued by
GRENKE FINANCE PIc and not by GRENKE AG.

Actual Versus Forecasted Operating Development

The 2016 fiscal year marked another year in which we achieved or surpassed our key financial targets. Our original
forecast for a net profit ranging between EUR 93 to 98 million was even raised with the publication of the first half-year
financial report due to our strong business performance. This performance was mainly the result of a decline in ex-
penses for settlement of claims and risk provision and an improved cost/income ratio. The new forecast range for net
profit was EUR 98 to 102 million. With net profit of EUR 103.2 million in the reporting year, we clearly exceeded this
target. At 17.4 percent, our equity ratio as per the reporting date also met our target and continued to be above our

long-term target of a minimum 16 percent.

We were also pleased with the development of new business at GRENKE Group Leasing. The international markets
played a strong role in the year-on-year rise in new business volume of 17 percent. This increase was in line with our
growth expectations of between 16 and 20 percent. New business growth at GRENKE Group Factoring was weaker
overall than expected while maintaining high creditworthiness. With growth of ten percent for the 2016 fiscal year, we did
not reach our growth forecast of 18 to 23 percent, which we had lowered with the publication of the first half-year results
(previous target: 30 to 35 percent). The nominally weaker growth was primarily due to the strong rise in new business in

Switzerland in the previous year (comparison effects) and Switzerland’s generally more challenging market environment.
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Financial Situation

Results of Operations

Selected Information from the Consolidated Income Statement

Jan. 1, 2016 Jan. 1, 2015

EURk to Dec. 31, 2016 to Dec. 31, 2015
Net interest income 217,790 191,204
Settlement of claims and risk provision 55,089 59,369
Net interest income after settlement of claims and risk provision 162,701 131,835
Profit from service business* 59,279 50,801
Profit from new business 58,799 50,068
Gains (+)/ losses (—) from disposals —5,985 —644
Income from operating business 274,794 232,060
Staff costs 70,624 63,190
of which total remuneration 58,003 51,902
of which fixed remuneration 43,577 38,630
of which variable remuneration 14,426 13,272
Selling and administrative expenses (not including staff costs) 58,380 52,689
of which IT project costs 6,207 4,630
Earnings before taxes 134,536 109,461
Net profit 103,234 80,845
Earnings per share (basic/diluted, in EUR) 6.87 543

* Previous year: "Profit from insurance business"

Based on the strong margin new business of previous years, favourable loss development and the continuing attractive
interest rate environment, the Consolidated Group continued its positive business development in the reporting year.
Our operating result was 25 percent higher than in the previous year, amounting to EUR 136.5 million compared to
EUR 109.3 million.

The trend of rising interest and similar income from the financing business and at the same time decreasing expenses
from the interest of the refinancing continued in the reporting year. This and the rise in the volume of new business led
to an increase in net interest income of 14 percent compared to the previous year. Expenses for settlement of claims
and risk provision developed well and were seven percent lower as a result of our active and risk-oriented margin
management. This led to a corresponding rise in net interest income after settlement of claims and risk provision of a

gratifying 23 percent. The Consolidated Group’s loss rate amounted to 1.2 percent after 1.5 percent in the prior year.

We also had a pleasing increase in our profit from service business and profit from new business. The solid new busi-
ness development in the reporting year resulted in an increase in each item of 17 percent. The Consolidated Group’s
income from operating business increased by 18 percent and included a loss from disposals. This loss from disposals
resulted mainly from a rise in the number of contracts expiring, which at the end of the lease period causes the increas-
ing elimination of carrying amounts recognised in profit and loss. The corresponding revenue from subsequent leases,
in contrast, is only gradually recognised in profit and loss in later periods in accordance with the applied accounting
rules. Over the total period, the revenue still generated from subsequent leases is expected to result in a break-even

result from disposals.
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Just as in the previous year, the increase in the expense items in the reporting year was visibly below the growth in
income. Staff costs, one of the largest expense components, increased twelve percent versus the previous year as a
result of the higher number of employees and the higher variable compensation component. Sales and administrative
expenses, also a large expense item within the consolidated income statement, rose eleven percent. This rise was
triggered by the growth-related rise in costs for operations, sales and administration, as well as IT, project costs, which
have increased considerably in the course of the system’s continued expansion. Consulting and auditing costs re-

mained at the previous year’s level.

The Consolidated Group’s depreciation and amortisation increased by 17 percent in the reporting year as a result of
investments in fixed assets mainly to expand our IT data centre. At EUR 9.3 million versus EUR 8.0 million in the
previous year, however, this amount on an absolute basis was still insignificant for the GRENKE Consolidated Group’s
overall earnings development. Other operating income and expenses, on the other hand, declined. The net effect of
these two positions in the reporting year was neutral compared to a positive contribution of EUR 1.1 million in the

previous year.

As a result of the above, earnings before taxes grew a pleasing 23 percent. With a slightly lower tax rate of 23.3 per-
cent (previous year: 26.1 percent) due to an investment incentive programme in ltaly, the net profit in the 2016 fiscal

year increased by 28 percent resulting in earnings per share of EUR 6.87 compared to EUR 5.43 in the previous year.

Segment Development
Business segments

Segment reporting is based on the organisational structure of the GRENKE Consolidated Group. Operating segments
are therefore divided according to the management of the business areas in the Leasing, Banking, and Factoring
segments. Detailed information on the business segments can be found in the Consolidated Group’s segment report,

which is a part of the Notes to the Consolidated Financial Statements.

Selected Business Segment Information

Segments
Leasing Banking Factoring

EURk 2016 2015 2016 2015 2016 2015
New business (Leasing) / Receivables volume incl.

collection services (Factoring) 1,592,506 1,359,882 - - 356,222 324,632
Contribution margin 2 (CM2) 265,942 245,493 - - - -
CM2 margin (in percent) 16.7 18.1 - - - -
Deposit volume - - 417,088 349,304 - -
Factoring margin (in percent) - - - - 1.5 1.6
Operating segment income 258,514 215,128 12,294 13,143 3,986 3,789
Staff costs 66,177 59,423 1,826 1,658 2,621 2,209
Segment result 128,329 99,567 8,387 9,462 -189 308
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Business development

The Leasing segment continues to represent the most important earnings pillar for the GRENKE Consolidated Group.
Therefore, the statements on the results of operations pertain mainly to this segment. Operating segment income in the
Leasing segment increased a significant 20 percent from EUR 215.1 million in the previous year to EUR 258.5 million

in the reporting year. With the disproportionately small rise in expenses mentioned above, the segment result was

29 percent higher in the reporting year reaching a level of EUR 128.3 million following EUR 99.6 million in the previous
year. The Factoring segment had a moderate rise of five percent in operating segment income. The segment result was
slightly negative at EUR —0.2 million compared to EUR 0.3 million in the previous year. This was primarily due to the
segment’s 19 percent increase in staff costs in comparison to the prior year and the challenging market environment in
Switzerland. The operating segment income in our Banking segment, which is primarily the result of the Consolidated
Group'’s internal refinancing, amounted to EUR 12.3 million amid a favourable refinancing environment and was roughly
six percent below the previous year’s value of EUR 13.1 million. This not only reduced GRENKE Bank’s interest income
but also the corresponding interest expenses of the respective leasing companies of the Consolidated Group. The
segment result, which contributed EUR 8.4 million to the Consolidated Group’s result compared to EUR 9.5 million in

the previous year, was in line with our expectations.

In terms of the regions we are operating in, Germany increased its operating segment income by 17 percent compared
to the previous year. We also recorded strong growth in our core market of France as well as in Italy — our strongest
growth market over the last few years. Operating segment income in those two regions increased a respective 15 and

36 percent. Operating segment income in the remaining countries exceeded the previous year by twelve percent.

Financial Position
Selected Information from the Consolidated Statement of Cash Flows

EURk Dec. 31, 2016 Dec. 31, 2015
Cash flow from operating activities 16,779 145,355
Net cash flow from operating activities -16,241 119,827
Cash flow from investing activities —14,947 —24,241
Cash flow from financing activities 1,943 13,066
Total cash flow —29,245 108,652

The cash proceeds from refinancing and deposits from GRENKE Bank together amounted to EUR 428.8 million after

EUR 391.3 million in the previous year. Cash outflows resulted mainly from a change in lease receivables of EUR 409.0

million compared to EUR 397.8 million in the previous year and an increase in other assets of EUR 90.7 million (previ-

ous year: EUR 21.9 million). The latter position contained, among others, a prepayment for the acquisition of Europa

Leasing GmbH (EUR 8.5 million). The largest change occurred in deferred lease payments, which increased by

EUR 56.0 million in the previous year and decreased EUR 51.1 million in the reporting year. Other items included an

increase in loans to franchisees as well as a reduction (previous year: increase) in other liabilities, which together

amounted to a net EUR 7.3 million compared to EUR 6.4 million in the previous year. Based on earnings before taxes

of EUR 134.5 million (previous year: EUR 109.5 million) cash flow from operating activities amounted to EUR 16.8

million compared to EUR 145.4 million in the previous year. After interest and taxes paid and received, net cash flow

from operating activities amounted to EUR —16.2 million (previous year: EUR 119.8 million).
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Cash flow from investing activities in the reporting year was EUR —14.9 million (previous year: EUR —24.2 million) and
included payments for the purchase of operating and office equipment, the payment for the interest in Finanzchef24 GmbH
and the acquisition of the former franchise company in Turkey and proceeds from the sale of property, plant, and equip-

ment and intangible assets.

Cash flow from financing activities included the assumption of bank liabilities in the amount of EUR 1.6 million (previous

year: repayment of EUR 0.2 million), net proceeds from a EUR 21.6 million increase in the AT1 hybrid bond issued in the
prior year, interest payments on the hybrid capital of EUR 1.7 million as well as the dividend payment of EUR 19.6 million
(previous year: EUR 16.2 million) and resulted in total cash flows for the reporting year of EUR —29.2 million compared to

EUR 108.7 million in the previous year.

Net Assets
Selected Information from the Consolidated Statement of Financial Position

Annual Financial Report 2016

EURk Dec. 31, 2016 Dec. 31, 2015
Current assets 1,608,963 1,427,593
of which cash and cash equivalents 156,896 186,453
of which lease receivables 1,141,000 1,004,360
Non-current assets 2,362,489 2,046,937
of which lease receivables 2,129,110 1,849,812
Total assets 3,971,452 3,474,530
Current liabilities 1,328,512 1,199,096
of which financial liabilities 1,227,581 1,061,744
Non-current liabilities 1,952,520 1,684,780
of which financial liabilities 1,894,474 1,630,600
Equity 690,420 590,654
Equity ratio (in percent) 174 17.0
Total liabilities and equity 3,971,452 3,474,530
Embedded value after taxes 948,322 821,532
Return on equity (ROE) after taxes (in percent) 15.0 13.7

The solid new business and earnings development was also reflected in the balance sheet structures of the GRENKE
Consolidated Group as per the December 31, 2016 reporting date. Total assets saw a significant year-on-year rise of
14 percent bringing them to EUR 4.0 billion compared to EUR 3.5 billion at the end of the preceding fiscal year. The
Consolidated Group’s equity also showed a solid increase growing 17 percent. This rise was the result of the reporting
year's net profit, the positive response from our shareholders to the renewed Scrip Dividend offer and the increase in
the hybrid bond in December 2016 of a further EUR 20 million. There was a corresponding rise in the equity ratio to
17.4 percent compared to 17.0 percent in the previous year, which meant it once again clearly exceeded our minimum

16 percent target level.

The single largest position on the balance sheet, current and non-current lease receivables, grew 15 percent compared to
the prior fiscal year reporting date. This item continued to comprise 82 percent of total assets. The Consolidated Group’s
cash and cash equivalents declined 16 percent compared to the previous fiscal year but were still at a high level amounting
to EUR 156.9 million (previous year: EUR 186.5 million). As long as we are in compliance with legal and regulatory re-

quirements (for example, in the context of the liquidity coverage ratio), we continue to follow our strategy of using liquid
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assets for operating purposes only and, thereby, to finance our growth, particularly in light of the current interest rate envi-
ronment. We recorded a sharp increase in other current and non-current financial assets. The 50 percent year-on-year rise
was mainly a result of higher liquidity reserves from the increase in an asset-backed commercial paper (ABCP) programme
and an expansion in GRENKE Bank’s lending business. We also recorded a significant increase in other current and non-
current assets. These items grew a combined 26 percent and included, among others, assets from the investment in

Finanzchef24 GmbH and a prepayment in the course of the acquisition of Europa Leasing GmbH.

The increase in our new business was also visible on the liabilities side of the balance sheet. Liabilities from refinancing
increased 15 percent year-on-year, and the liabilities of our deposit business rose by 19 percent (each reflects the sum
of current and non-current liabilities). The Consolidated Group total financial liabilities increased 16 percent. This com-

pares with a strong reduction in deferred lease payments, which had a decline of 62 percent as per the reporting date.

We continued to rely on our broad range of refinancing instruments during the past fiscal year. Six new bonds were issued
in the reporting year and the amounts of two existing bonds were increased. The maturities of these bonds totalling

EUR 401 million range from 15 months to ten years. Further information on our bond issues is available on our website at
www.grenke.de/en. As mentioned earlier in this section, we also increased our AT1 hybrid bond issued last year by a
further EUR 20 million. Details on our hybrid capital are presented in the Notes to the Consolidated Financial Statements
under Note 5.17.8. We redeemed bonds in the amount of EUR 235 million as planned. In fiscal year 2016, a total of four
promissory notes (PNs) were redeemed and nine were issued. The total volume of outstanding PNs as per December
2016 was EUR 329.5 million and CHF 68.4 million, exceeding the previous year’s volumes by EUR 55.7 million and

CHF 22 million. We utilised EUR 617.6 million of our ABCP programmes as per the reporting date (previous year:

EUR 437 million). The total volume of these programmes amounted to EUR 735.0 million compared to EUR 593.3 million

at the end of the previous fiscal year.

Of the available money market facilities amounting to EUR 40 million at various institutions, a total of EUR 28 million
and CHF 2.7 million was utilised as per the reporting date (previous year: EUR 31.2 million and CHF 4 million). For
access to short-term funds, we continue to use our commercial paper (CP) programme, which has a volume of up to
EUR 500 million. As per the reporting date, we had utilised a total of EUR 201 million of this programme. We were also
very successful in taking advantage of refinancing via bank deposits from GRENKE Bank and significantly increased

the liabilities from the deposit business by 19 percent from EUR 349.3 million to EUR 417.1 million.

The Consolidated Group’s open credit lines (bank credit lines and available bond and commercial paper volumes)

amounted to EUR 688.6 million and PLN 7 million on the reporting date (previous year: EUR 324.1 million).

We expanded our cooperation with federal (Kf\W) and state development banks in the reporting year. Further infor-
mation on existing and new collaborations is presented in the section on the GRENKE Consolidated Group’s business
development and the Notes to the Consolidated Financial Statements under Note 5.11.4. The total volume of the global
loans, which was used to refinance the development loans, amounted to EUR 237.5 million on the reporting date com-
pared to EUR 125 million at the end of the prior fiscal year. A total of EUR 86.3 million of this amount was utilised

(previous year: EUR 66.8 million).
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The GRENKE Consolidated Group uses a variety of refinancing instruments and staggers these instruments’ maturities

over several periods. This allows us flexibility in responding to changes in the refinancing markets. The table below

shows the expected cash outflows from contractual obligations as per December 31, 2016:

Payments due

1to3 4 months 1to5 After
EURk Total months to 1 Year Years 5 years
Financial liabilities 2,930,753 311,880 779,258 1,617,062 222,553
ABS/ABCP related liabilities 688,963 73,049 202,216 412,825 873
Bonds, debentures, private placements
(denominated in EUR) 1,894,819 199,109 466,064 1,014,563 215,083
Bonds, debentures, private placements
(not denominated in EUR) 92,587 12,237 40,838 39,612 0
Sales of receivables agreements
(denominated in EUR) 22,150 2,829 6,919 12,402 0
Sales of receivables agreements
(not denominated in EUR) 107,562 16,628 36,665 54,269 0
Payments related to bank liabilities 124,672 8,028 26,556 83,491 6,597
Hybrid bond 70,625 4,125 0 66,500 0
Leases and rentals 40,694 3,376 9,623 22,946 4,749
Irrevocable credit commitments 4,694 4,694 0 0 0
Purchase obligations * 466,184 347,913 118,271 0 0
Obligations from onerous contracts 2,976 328 897 1,751 0
Total contractual commitments 3,515,926 672,316 908,049 1,708,259 227,302

* Legally binding obligation to purchase goods and services and trade payables
See the Notes to the Consolidated Financial Statements

In the 2017 fiscal year, in addition to the usual purchase obligations in the context of everyday business activities,

interest and redemption payments will be due for financial liabilities. Of the total EUR 1.1 billion in financial liabilities

due in 2017, a total of EUR 275.3 million are liabilities from ABS and ABCP programmes. A total of EUR 718.2 million

are bonds, promissory notes and private placements. The largest single position consists of two bonds that together

total EUR 225 million and are scheduled to be redeemed in June and October of 2017. Details on the maturities of the

individual instruments are present in the Notes to the Interim Consolidated Financial Statements.
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Financial and Non-Financial Performance Indicators

The GRENKE Consolidated Group’s enterprise value is not only affected by key financial figures but is greatly influenced
by non-financial performance indicators. These performance indicators pertain to the relationship of the Company with its
employees, customers and capital market partners and, in our opinion, form the essential building blocks for our future-

oriented, competitive positioning. Financial performance indicators used at the GRENKE Consolidated Group in the 2016

fiscal year are presented in section titled "Management System".

Commitment to Corporate Responsibility

We strive to conduct our business in a responsible manner not only within our business environment but also when
interacting with our employees and society. Our corporate Code of Conduct extends beyond our markets’ statutory and
regulatory requirements and requires us to act within an ethical framework. The purpose of the Code is to ensure that
the Company’s fundamental values are maintained and practised amid the diversity characterising our international

organisation and across national borders.

Feedback from our employees, suppliers, lessees and other business partners as well as their suggestions, requests
and complaints have been systematically recorded and analysed for many years. The "internal recipient satisfaction"
survey, which is an assessment made with senior managers and departments, is used in the balanced scorecard
assessment (BSC), which is a component of variable remuneration. Depending on the extent to which the targets are
achieved, the BSC can contribute up to a maximum of four percentage points to variable remuneration, which amounts
to a maximum of 35 percent of the fixed annual salary. Additionally, the first and second levels of management evaluate
the performance of the respective managers and teams. This evaluation can contribute up to a maximum share of three
percentage points to potential variable remuneration. The relevant department’s staff turnover is also a factor in the
executives’ evaluation. As part of "external recipient satisfaction", the suggestions and criticisms from our financing
recipients and specialist reseller partners are also assessed on an ongoing basis. This helps us ensure that the feed-
back we receive from business partners is recorded within a structured process and can be taken into consideration

when expanding our range of products and services.

Contemporary Human Resource Management

The success of the GRENKE Consolidated Group is based on the skills and commitment of its employees. The human
resource strategy is organised to provide the best support possible to the Consolidated Group’s strategic development
and international growth. We want to retain highly qualified and committed employees at all levels. Attractive working
conditions and prospects for further development within a global services group play an important role in maintaining

employees and providing a solid basis for mastering the multiple challenges of demographic change successfully.

Beyond the legal and regulatory requirements, we take employee matters very seriously when it comes to our under-
standing of corporate responsibility. The manner in which we should work together and treat one another is summa-
rised in a handbook that describes our employees’ responsibility to the Company and the responsibility of GRENKE
Consolidated Group to its employees. We emphasise mutual appreciation, fairness and respect. We also advocate
personal responsibility and equal opportunity and encourage the individual strengths of our employees while taking

into account their need to shape their work environment and working hours as much as possible.
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Diversity

To promote the equal participation of men and women in senior management positions, GRENKE has set a minimum
25 percent target in each of the second and third management levels. The Company intends to achieve this target by
mid-2017. Maintaining a work-life balance personally affects us at all levels. With this in mind, we offer our employees
a flexible work schedule, among other options. By providing employees with training and continuing education, we give
them a chance to meet the demands placed on them and also provide them with additional opportunities for their pro-

fessional and personal development.

Workforce Development

In 2016, the GRENKE Consolidated Group employed an average of 1,031 people compared to 928 in the previous
year. The rise in employees is a consequence of the Consolidated Group’s continued growth in the reporting year.
Our German location employed a total of 428 people on average in the reporting year (previous year: 402) and our

international locations employed an average of 603 people (previous year: 526).

Staff Turnover
Staff turnover at the Consolidated Group averaged 7.3 percent in the reporting year compared to 6.6 percent in the

previous year. As in prior years, turnover among management and senior executives was much lower.

Training and Continuing Education

Targeted and needs-based training and continuing education open up opportunities for employees both personally and
professionally. The GRENKE Academy offer employees attractive options for continuing education at all locations. Routine
evaluation processes and modern e-learning programmes not only ensure that we meet our high quality standards but also
facilitate the transfer of knowledge within the GRENKE Group. Our training offers have been well received. During the
reporting year, 87 percent of the GRENKE Consolidated Group’s employees participated in various training workshops

(previous year: 83 percent).

In cooperation with the Chamber of Industry and Commerce (IHK) Karlsruhe, we offer a wide range of commercial and
technical training programmes. We have two employees currently completing their training as management assistants in
dialogue marketing and three employees training as management assistants for office management. We are currently
training four employees in the field of systems integration and three in the field of application development. One

employee is completing training for IT merchandising.

The GRENKE Consolidated Group has been a solid partner of the Baden-Wiirttemberg Cooperative University (DHBW)
since 2004. We offer young talented people career-integrated study programmes at various university locations. Currently,
four students are completing the tri-national International Business Management degree programme at DHBW in Lorrach,
the University of Applied Sciences and Arts Northwestern Switzerland in Basel, and the Université de Haute Alsace in
Colmar (France). The programmes’ practical phases also run in cooperation with our international subsidiaries in Switzer-
land and France. In addition to the tri-national degree programme, we have also been offering a dual-study programme in
International Business in Lorrach, provided exclusively in English. We currently have three students completing this pro-

gramme. We also have one student enrolled in the Business Informatics programme at DHBW Lérrach.
Four of our students are enrolled in the same programme at DHBW Karlsruhe, which we have worked with since 2007.
Within the framework of this cooperation, we also offer an Applied Computer Science programme, which one of our

students is currently completing. Since October 2016, DHBW Karlsruhe has been offering a newly developed study
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course "Business Administration in German-French Corporations” for cross-border companies. GRENKE AG was
pleased to take advantage of this offer and has one student enrolled who will complete the alternating phases of

practical experience in our German and French companies.

We have also been working with DHBW Mannheim since 2007 where we currently have four students enrolled in the
Accounting and Controlling study programme. We expanded our cooperation with this university in 2011 and since that
time have offered an International Business dual study programme. Four students are currently taking part in this pro-
gramme. We have been putting together a dual study programme in Business Administration/Financial Services in
cooperation with our subsidiaries GRENKE BANK AG and GRENKE FACTORING GmbH since October 2016. There is

currently one student enrolled in this programme at DHBW Mannheim.

GRENKE Consolidated Group intends to increase its promotion of these training programmes in the future, also inter-
nationally. In 2016, our French subsidiary GRENKE Location SAS started a more expansive training programme and
currently offers five employees practical-based postgraduate studies in the specialised areas of Sales (three trainees),

Human Resources (one trainee) and Accounting (one trainee).

And finally, we maintain a close cooperation with the University of Karlsruhe and the Karlsruhe Institute of Technology
(KIT). These collaborations are particularly important for the Consolidated Group in light of the GRENKE Technology

Center founded in 2015 in Karlsruhe, which is a centre for state-of-the-art software and business process development.

In the 2016 fiscal year, a total of 35 (previous year: 34) young trainees at the GRENKE Consolidated Group were either

enrolled in a vocational training or dual study programme.

GRENKE Centre for Entrepreneurial Studies

To encourage the dynamic Berlin start-up scene, SRH Hochschule Berlin is offering a master’'s programme in entrepre-
neurship to teach how to take a good idea and become successful. With a new endowment professorship, the teaching
and research in this field has intensified. GRENKE AG is financing this endowment professorship and two Ph.D. positions
with EUR 1.0 million until 2022. The professorship should be filled by spring 2017. The aim is to analyse business start-
ups scientifically in order to arrive at practicable success factors. Business start-ups can profit from this type of intelli-
gence. The SRH Hochschule Berlin will establish a GRENKE Centre for Entrepreneurial Studies where the endowment
professorship will be located. By having the research institute based at the centre, the university meets three require-
ments on the topic of start-ups: The GRENKE Centre for Entrepreneurial studies is dedicated to research. The English
master’'s programme "Entrepreneurship" transfers the knowledge into teaching and the start-up centre gives business

start-ups practical assistance from the first business idea until its concrete implementation.

International Customer Base

We have spent decades building a diversified international customer base. The diversification of our product range has
brought us an even larger customer base and has thereby systematically expanded our basis for generating recurring
business. Several cross-selling opportunities have emerged from this growing product range, and we take advantage of
these opportunities. At the end of the reporting year, current contracts at the GRENKE Group numbered 566,086
(previous year: 492,455).

Our broad and established customer base represents a key competitive advantage. Low average contract volumes also

pose a significant barrier to entry for other providers. Our international focus has given us extensive experience in
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developing new markets and leveraging their potential. The proven high scalability of our business model, which we
fully utilise, allows us to quickly and efficiently address new regional markets and thereby leverage our growth potential

regardless of local market developments.

Business Excellence in all Corporate Divisions

Our quality standards are high. We strive to offer superior services to our specialist resellers and our customers. There-
fore, a cornerstone of our corporate philosophy is the continuous improvement of our quality management. We have
subjected our quality management system to regular periodic reviews since 1998. For more information, please refer to
the section "Certification of Quality Management" on page 77 of this report. The quality mana