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Overview

- Marex Group PLC (Marex) today issued a $100 million, perpetual additional tier one (AT1)
instrument. The note materially strengthens Marex's capitalization, boosting its S&P Global
Ratings risk-adjusted capital ratio (RAC) to above 12%.

- We revised our outlook on Marex to stable, affirmed our 'BBB-' issuer credit rating on the group,
and assigned our 'BB-' issue rating to the group's AT1 instrument.

- The 'BB-' issue rating on the new notes reflects their subordination, the mandatory and
discretionary coupon deferral clauses present in their documentation, and the mandatory
equity conversion trigger.

- The stable outlook reflects Marex's improved capitalization and well-managed risk profile,
despite its substantial growth and the significant volatility in its core commodities markets.

Rating Action

On June 22, 2022, S&P Global Ratings revised the outlook on Marex to stable from negative;
affirmed the 'BBB-' rating on the group's holding company, Marex Group PLC; and affirmed the
'BBB' rating on the group's primary operating company, Marex Financial.

We also assigned our 'BB-' issue rating to the group's new note.

Rationale

Marex's AT1 issuance has bolstered the group's capitalization after a period of pressure on its
RAC ratio. Marex's robust capital position has been a strength since we first assigned our rating
in 2018, but after an intervening period of rapid growth--both organic and inorganic--Marex has
diluted its capital headroom. For example, we estimate that the group's risk-weighted assets grew

Research Update:

Marex Outlook Revised To Stable On Solid
Capitalization Post AT1 Issuance; Ratings Affirmed;
Notes Assigned 'BB-' Rating
June 22, 2022

PRIMARY CREDIT ANALYST

William Edwards

London

+ 44 20 7176 3359

william.edwards
@spglobal.com

SECONDARY CONTACT

Giles Edwards

London

+ 44 20 7176 7014

giles.edwards
@spglobal.com

www.spglobal.com/ratingsdirect June 22, 2022       1

mailto:william.edwards@spglobal.com
mailto:william.edwards@spglobal.com
mailto:giles.edwards@spglobal.com
mailto:giles.edwards@spglobal.com


by about 40%-50% between December 2018 and December 2021, with a similar magnitude of
growth in its operational risk exposure. Despite solid profitability in that time, Marex's tangible
capital base has remained broadly flat due to acquired goodwill and intangibles and modest
dividends. To this end, we estimate that the group's year-end 2021 RAC ratio fell to about
10%--below previous levels, and a potential downside pressure point in our rating. The issuance
of AT1 capital, however, addresses this challenge significantly. The AT1 issuance will boost
pro-forma adjusted capital to about $330 million at year-end 2021 from about $250 million. This
reflects partial credit for the instrument and leads to an improved pro forma RAC ratio of about
12% at year-end 2021. This solid level of capital relieves pressure on our view of the group's
capitalization as Marex continues to expand its balance sheet and earnings base. Business
growth will lead to some modest attrition in capital headroom, but not to such an extent that the
group's RAC ratio drops below our ratings threshold of 11%.

Marex continues to face material volatility across its global commodities business, but we
think it has weathered the storm well so far. As a global liquidity provider across hard and soft
commodities, Marex has had to navigate complex and volatile operating conditions over the past
six months. Commodities were already volatile prior to the Russia-Ukraine conflict, which has put
further pressure on commodities producers and brokers. Over the past few months, the market
has seen surging prices and volumes across a range of commodities, large margin calls from
clearinghouses and counterparts under credit support annexes, and extended periods of market
dysfunction--most notably for nickel contracts at the London Metal Exchange. Furthermore, like
peers, Marex has had to navigate the complex and expanding web of global sanctions against
Russian companies and individuals since the start of the conflict. Despite these multiple
pressures, Marex has weathered the storm well. We understand it operated profitably in this
period, particularly benefitting from the sharp increases in volumes across commodities (on top of
early signs of earnings uplift from the steepening yield curve); its clients have not experienced
material, uncovered defaults; and Marex itself has been able to maintain robust funding and
liquidity to meet its own margin calls, whether from clearinghouses or its hedging counterparties.
We see this as a further demonstration of Marex's robust risk management and control
framework, which has coped well with an evolving risk profile and unprecedented market volatility.

A bolstered capital base and good risk management, despite market instability, drive our
outlook revision to stable. Questions around future capitalization and risk management have
been the basis of the negative outlook since 2019, and since then we have seen consistent
pressure on tangible capitalization and Marex's risk profile as the group gained scale and
complexity. However, capital is now positioned with significant headroom following the AT1
issuance, and the company has not only managed recent volatility well, but also enjoyed an
extended period of material organic and inorganic growth. Together, this supports the group's
'bbb' group credit profile.

We expect Marex to continue its course of acquisitive growth. Despite stabilizing capitalization
and a strong risk management framework, Marex's balance sheet and business have expanded
meaningfully over the past 24 months, a trend we expect to continue. Much of the growth comes
from organic initiatives, but acquisitions have played a key role, and will likely continue to do so.
We think this growth creates incremental risk for Marex, with expansion bringing larger credit,
market, and operational risk for the group to manage. We capture this overarching risk in our
outlook by setting a tighter downside trigger for our ratings. Specifically, if Marex's RAC ratio
moves below 11% on a sustained basis, this will likely precipitate a downgrade, all else remaining
equal.
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We assigned a 'BB-' issue rating to the junior subordinated, perpetual notes. The three-notch
difference between the 'BBB-' issuer credit rating on Marex and the 'BB-' issue rating on the notes
reflects:

- One notch of deduction for the subordination of the issuance. The issuance is subordinated to
senior secured, senior unsecured, and tier 2 obligations of the issuer in resolution or
liquidation;

- One notch of deduction reflecting the presence of mandatory and discretionary deferral
conditions that lead to coupon nonpayment. Although we regard the regulatory framework
overseeing these clauses, Investment Firms Prudential Regulation (IFPR), as a stringent
prudential framework, we consider it less stringent than Basel III or equivalents. For example,
the documentation does not set explicit conditions whereby the group must suspend coupon or
other discretionary payments, other than those linked to the point of equity conversion--unlike
Basel III. As such, the combination of payment deferral clauses and a less stringent prudential
regulatory framework lead us to deduct one notch for the risk of coupon nonpayment, rather
than the two notches typical for a bank AT1 instrument.

- One notch of deduction reflecting the mandatory conversion to equity feature in the notes.
Under the bond documentation, if Marex's IFPR capital ratio were to fall below 64% from 138%
pro forma on January 1, 2022, the notes will mandatorily convert to equity. This is consistent
with the conditions for a notch of additional deduction under our hybrid capital framework.

- No other considerations affect the rating on the bonds.

As part of the transaction, Marex intends to partially repay its outstanding tier 2 notes. As of
year-end 2021, Marex had approximately $56 million of tier 2 notes outstanding and intends to
repay $50 million of these from the proceeds of the AT1 issuance. This proposed transaction has
no impact on our issuer level ratings on the group and its subsidiaries, or the 'BB' issue level rating
on the tier 2 notes themselves.

Outlook

The stable outlook reflects Marex's continued good trading performance in a volatile commodities
market, and materially improved capital headroom following the issuance of its AT1 instrument.
These come alongside a well-managed, if constantly evolving, risk profile and solid funding
position.

Downside scenario

We could lower our ratings if Marex's RAC ratio were to fall below 11% on a sustained basis; its
risk profile were to deteriorate; or its funding and liquidity position deteriorated rapidly--likely
demonstrated by significant outflows in its structured notes program, and diminished liquidity
headroom as a consequence of margin calls, or other contingent liquidity needs.

Upside scenario

An upgrade is remote at present, but we could consider raising the rating if Marex were to
materially grow and strengthen its franchise beyond its niche commodities business. We would
also need to see comparable creditworthiness with higher-rated securities firms, many of whom
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tend to operate broader, better-diversified businesses.
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Ratings List

Ratings Affirmed; Outlook Action

To From

Marex Group PLC

Issuer Credit Rating BBB-/Stable/A-3 BBB-/Negative/A-3

Marex Financial

Issuer Credit Rating BBB/Stable/A-2 BBB/Negative/A-2

Ratings Affirmed

Marex Group PLC

Subordinated BB

New Rating

Marex Group PLC

Junior Subordinated BB-

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
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criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. A description of each of
S&P Global Ratings' rating categories is contained in "S&P Global Ratings Definitions" at
https://www.standardandpoors.com/en_US/web/guest/article/-/view/sourceId/504352 Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49)
69-33-999-225; or Stockholm (46) 8-440-5914
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