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Background and ownership
Headquartered in Frankfurt, Commerzbank (CBK) is Germany’s second largest
commercial bank by total assets (€544bn at end-3Q20). Focused on Private and Small

Business Customers, as well as Corporate Clients, the bank has a strong franchise 3Q20
among the German Mittelstand (SME sector), transacting almost a third of Germany's

. . . . Total Assets (€bn) 544.3
foreign trade. Its operations are supplemented by some smaller capital markets activities,
an online banking subsidiary in Germany with the brand Comdirect, and the Polish  Loan Book (€bn) 269.7
subsidiary mBank. Commerzbank is classified as a domestic systemically important bank
(D-SIB). Loans to Deposits (%) 105.1
Commerzbank is listed on the German stock exchange and its largest shareholders are Cost to Income (%) 748
the German government with a stake of 15.6%, followed by Cerberus (5.01%) and Capital  operating Profit (€m) 168
Group (5%). The company’s senior management structure has seen a shakeup in recent
months. In July 2020 both CEO Zielke and Chairman Schmittmann resigned following  Net Profit (€m) -69
shareholder pressure to enact significant change to the operations and strategic planning LCR (%) B
of the bank following years of underperformance. Former CEO of LBBW, Hans-Jorg ‘
Vetter, was appointed new Chairman in August while Manfred Knof, who headed | ceT1 (%) 135
Deutsche Bank’s retail division, was announced as designated CEO to join in January
2021. Leverage Ratio (%) 4.8
Market Cap? (€bn) 6.31

The bank’s revenue streams are predominantly reported across its two main business
segments for reporting purposes: Private and Small Business Customers (59% of p/pg« 0.22
revenues 9M20), and Corporate Clients, which includes investment banking (38%).

Source: Bank’s statements, Bloomberg. *As of
. . 14/12/2020
Restructuring ongoing

In September 2019, CBK announced its strategy update dubbed “Commerzbank 5.0” which sets out to reduce gross expenses
by €1bn until 2023 through headcount reductions of 4,300 FTE and the closure of nearly a fifth (200) of its branches in Germany,
among other things. The plan also foresees a drive for higher efficiency through digitalization and profitability growth focused
on its corporate client base. CBK assumed a total of €1.6bn in expenditure to achieve this, split between restructuring charges
of around €850m, of which €101m were already booked during 2019, as well as €750m in IT spending. Commerzbank also
intends to maintain a CET1 ratio of ~12.5% and achieve RoTE of >4% by 2023.

Recent efforts to structurally reorganise the bank have not been successful as talks to merge Commerzbank into Deutsche
Bank failed in April 2019 due to high execution risk, associated capital requirements and the prospect of politically unpopular
job cuts at the time. In May 2020, CBK also shelved plans to sell its 69% majority stake in its Polish subsidiary mBank on the
grounds of not being able to execute the transaction on reasonable terms due to the pandemic. The sale was meant to fund
the group’s restructuring. However, the cancellation of the disposal should not be seen as credit negative as mBank provides
revenue diversification to the group and is highly profitable. As of 9M20 it contributed 23% towards CBK’s operating income.

A shift in strategy is expected to be announced in 1Q21, after Knof takes charge as CEO. Previous plans have been criticised
by major shareholders and the ECB alike for not being sufficiently ambitious, after which CBK displayed willingness for
adjustments. We would therefore expect to see deeper cost-saving measures given the pressure on revenues and the likely
negative effects of the Coronavirus on credit losses. CBK is also likely to revise its financial targets in light of the new
macroeconomic reality caused by the pandemic, but as of today has adequate levels of excess capital to cover expected
restructuring charges as well as pandemic-related loan loss provisions.

Financial strength indicators

Asset quality — In line with the group’s retail and corporate focus, loans accounted for 49% of the group’s total assets which
amounted to €544bn as of end-3Q20. Loans are split 43% to private customers and 35% to corporate clients. During the year,
the balance sheet grew by €80bn compared to FY19 (+17.4%) mostly due to the participation in the ECB’s T-LTRO |II
programme. The bank’s asset-quality metrics remain solid, reflective of balance sheet de-risking that has been carried out in
recent years. CBK’s NPL and coverage ratios of 1.7% and 58% compare favourably to European banking sector averages of


mailto:william.hahn@uk.daiwacm.com

Error! No text of specified style in document.: Commerzbank AG D -

Securities

2.9% and 45.3% respectively, as reported by the EBA. Government guarantee and loan deferral schemes offered during the
pandemic have helped support the strong asset quality ratios.

As of 3Q20, €6.8bn loans were subject to government guarantees while loan deferrals only amounted to €3.4bn. Together this
makes up a modest 3.8% of the overall loan book. It should be noted that most loan deferrals ended in 3Q20 and CBK reported
that of those 96% resumed their payments. Loan loss provisions (LLP) as at 9M20 stood at EUR1.1bn including a single-name
charge of €175m. 46% of LLPs are pandemic-related which CBK expects to result in an annual cost of risk of 48-55bps.
Expected asset quality weakening over the coming quarters has been accounted for through additional provisioning, however
the full effect of the pandemic on bank’s balance sheets is yet to be seen when loan moratoria and government guarantee
schemes are due to fall away in 2021.

Profitability — Top-line revenue performance is the bank’s main weakness. It remains under pressure from the historically low
interest rate environment, the competitive banking landscape in Germany and Covid related LLPs. Commerzbank reported a
net loss of -€163m in 9M20 compared to net profit of €682m over the same period last year. This resulted in a weak net ROE
of —1.1% vs 3.2% one year prior. The loss was partially driven by a restructuring charge of €201m booked in 3Q20 which is
related to the closure of some 200 branched and headcount reductions of 1000 FTE.

The underwhelming profitability stems from CBK'’s reliance on interest income, which is expected to continue to strain
profitability going forward. However, the retention of its profitable subsidiary mBank will continue to provide some needed
earnings diversification that helps offset the banks weak domestic bottom line results. Operational efficiency is deemed low as
measured by the cost to income ratio which stood at a high 81% in 9M20 (9M19: 78%). CBK has made some efforts to curb
its operating expenses which fell by 3.3% over the course of the last nine months and we expect further reductions under the
bank’s new business plan, helping the bank achieve its modest 2023 RoTE target of >4% (9M20: -1.2%).

Capitalisation — Commerzbank’s capital position is robust with CET1
at 13.5% as at 3Q20, which is comfortably above its SREP requirement
of 9.78%. Regulatory capital relief measures in response to the

pandemic have_lowgreq CBK’s capital requirements over the course of Key Ratios (%) 9M20 FY19 FY18
the year, resulting in sizeable buffers over SREP and MDA of some
€6.9bn (+370bps). The bank’s capital base has been strengthened CET1 13.5 134 12.9
through three transactions in 2020 thus far. A Tier 2 of €750m and two | Total Capital 18.0 16.8 16.3
AT1 issuances of_€1.25bn and €500m .respectlvely were Iaunched_ to Leverage Ratio 48 51 48
offset AT1 and Tier 2 shortfalls following the update of the Capital
Requirements Regulation (CRR II). The new regulation allows banks to LCR 129 132 135
meet Pillar 2 requirements with AT1 and Tier 2 issuances as well as | Net RoE -1.1 2.2 3.1
their Pillar 1 requirements. Cost to Income 811 78.3 803
In 3Q20, CBK’s nominal CET1 position fell by €276m to €24.7bn due to | Balance sheet (€bn)
FX valuation effects as well as the net loss incurred during the quarter. | Total assets 544 463 462
However, this was offset by sizeable €4bn RWA reductions due to lower Loans and
precautionary drawings of credit lines by corporate customers, bringing | oceivables 269 260 247
the total to €183bn. We deem the bank’s near-term CET1 target of
>13% as reasonable. CBK’s MREL position is also considered rather ggsg’s’n:r 256 246 228
comfortable with a ratio of 31.5%, meeting its minimum requirement of P
27.66% and its subordination ratio of 26.6% above its 15.82% | Equity 32.9 30.6 29.5
requirement. This suggests that the need for any subordinated debt | Total HQLA 90.2 85.9 85.6
issuances that qualify as MREL subordinated instruments (SNP, AT1 | - e
and Tier 2) will be limited in the near-term. ncome statement (€m)

Revenues 6,158 8,643 8,570
Funding — Commerzbank’s funding consists primarily of €172bn | Operating 4551 6.313 6.459
granular retail deposits and €84bn corporate deposits which together | Expenses ’ ’ ’
account for 49% of the bank’s non-equity funding sources as of end- | | qirment losses| 1,067 620 446
3Q20, highlighting Commerzbank’s strong deposit base in Germany. )
The gross loans-to-deposits ratio amounted to 105%, which together ggzguctunng 201 101 0
with the bank’s limited capital markets activities, reduces its need for _
wholesale funding. Commerzbank also participated in the ECB’s T- | Net Profit -162 644 862

LTRO Il programme for a total of €32.3bn during the first half of 2020,
taking advantage of the recalibrated and favourable funding conditions
offered in June. This also reduced the bank’s initial funding plan for 2020 from €10bn to €7bn, which included a €500m
benchmark SNP green bond. Outstanding debt capital market funds totalled €65bn and are comprised of covered bonds (48%),
unsecured bonds (28%), subordinated debt (13%) and promissory notes (11%). Liquidity indicators LCR and NSFR remained
adequate and above minimum requirements at 129.8% and >100% respectively.

Figures as stated by the bank. Source: Commerzbank
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Rating agencies’ views
Moody’s affirmed Commerzbank’s deposit and senior unsecured debt and issuer rating at A1 and changed the outlook to
negative from stable. The affirmation and change in outlook reflect (1) the bank’s achievements in de-risking and solid asset
quality; (2) sound liquidity and adequate capitalisation levels; (3) manageable wholesale funding needs. The ratings are
constrained by the bank’s low profitability and operational efficiency. The negative outlook reflects uncertainties over the full
delivery of its medium-term funding plan, future lending volumes and uncertainty on repayment plan of ECB funding.

S&P’s negative outlook on Commerzbank acknowledges downside risks that management faces in the coming 12-24 months,
including weakened operating conditions amid the COVID-19 pandemic and challenges in executing the restructuring plan.
This could derail restructuring initiatives, and the bank's revenue base and asset quality could come under greater strain
through 2H20 and 2021 than currently anticipated if an economic recovery is significantly delayed.

Fitch downgraded the ratings of CBK's Long-Term IDR, VR and SNP debt rating to 'BBB' from 'BBB+' because the economic
disruption in Germany poses material execution risk for the implementation of the bank's strategic plan, which will negatively
affect revenue generation. The bank enters the expected economic downturn from a position of relative weakness given its
below-average earnings and profitability, which is of high importance to its VR. The Negative Outlook on CBK's IDR reflects
the view that the economic and financial market disruption from the coronavirus outbreak creates additional medium-term
downside risks to the assessment of CBK's asset quality, earnings, profitability and capitalisation, which could ultimately affect
the bank's company profile.

9M Revenues by business line Funding Activities 2020 (Total: €7bn at end-9M20)
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Recent Transactions

Security Maturity  Currency Size (m) Coupon Yield Flna(lbizgead
16/09/2020 | Senior Non-Preferred Green 5.5NC4.5 EUR 500 Fixed 0.75% 0.861% MS + 130
08/09/2020 Additional Tier 1 PNC-Apr30 EUR 500 Fixed 6.50% 6.507% -
24/08/2020 Senior Preferred 7Y EUR 750 Fixed 0.375% 0.484% MS + 83
08/06/2020 Additional Tier 1 PNC-Oct25 EUR 1.25 Fixed 6.125% 6.131% MS + 636.3

Source: Commerzbank, BondRadar

This is an issuer profile and contains factual statements only. All statements are sourced from Commerzbank financial reports, which can be found at

https://commerzbank.com/en/hauptnavigation/aktionaere/investor_relations.html
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Access our research blog at:
www.Uk.daiwacm.com/research-zone/research-blog

Follow us
@DaiwaEurope

This document is produced by Daiwa Securities Co. Ltd and/or its affiliates and is distributed by Daiwa Capital Markets Europe Limited in the European Union, Iceland, Liechtenstein, Norway
and Switzerland. Daiwa Capital Markets Europe Limited is authorised and regulated by The Financial Conduct Authority, is a member of the London Stock Exchange and an exchange participant
of Eurex. Daiwa Capital Markets Europe Limited and its affiliates may, from time to time, to the extent permitted by law, participate or invest in, or be mandated in respect of, other transactions
with the issuer(s) referred to herein, perform services for or solicit business from such issuer(s), and/or have a position or effect transactions in a particular issuer’s securities or options thereof
and/or may have acted as an underwriter during the past twelve months in respect of a particular issuer of its securities. In addition, employees of Daiwa Capital Markets Europe Limited and its
affiliates may have positions and effect transactions in such securities or options and may serve as Directors of a particular issuer. Daiwa Capital Markets Europe Limited may, to the extent
permitted by applicable UK law and other applicable law or regulation, effect transactions in securities of a particular issuer before this material is published to recipients.

This publication is intended for investors who are not Retail Clients in the United Kingdom within the meaning of the Rules of the FCA and should not therefore be distributed to such Retail Clients
in the United Kingdom. Should you enter into investment business with Daiwa Capital Markets Europe’s affiliates outside the United Kingdom, we are obliged to advise that the protection afforded
by the United Kingdom regulatory system may not apply; in particular, the benefits of the Financial Services Compensation Scheme may not be available.

Daiwa Capital Markets Europe Limited is part of Daiwa Securities Group Inc. Daiwa Securities Group Inc., its subsidiaries or affiliates, or its or their respective directors, officers and employees
from time to time have trades as principals, or have positions in, or have other interests in the securities of the company under research including market making activities, derivatives in respect
of such securities or may have also performed investment banking and other services for the issuer of such securities. Daiwa Securities Group Inc., its subsidiaries or affiliates do and seek to do
business with the company(s) covered in this research report. Therefore, investors should be aware that a conflict of interest may exist.

Daiwa Capital Markets Europe Limited has in place organisational arrangements for the prevention and avoidance of conflicts of interest. Our conflict management policy is available at
http://www.uk.daiwacm.com/about-us/corporate-governance-regulatory. Regulatory disclosures of investment banking relationships are available at http://www.us.daiwacm.com/.

The statements in the preceding paragraphs are made as of December 2020.
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Additional notes for Japanese-based investors

Explanatory Document of Unregistered Credit Ratings

In order to ensure the fairness and transparency in the markets, Credit Rating Agencies became subject to the Credit Rating Agencies’ registration system based on the
Financial Instruments and Exchange Act. In accordance with this Act, in soliciting customers, Financial Instruments Business Operators, etc. shall not use the credit ratings
provided by unregistered Credit Rating Agencies without informing customers of the fact that those Credit Rating Agencies are not registered, and shall also inform
customers of the significance and limitations of credit ratings, etc.

m The Significance of Registration

Registered Credit Rating Agencies are subject to the following regulations:

1) Duty of good faith.

2) Establishment of control systems (fairness of the rating process, and prevention of conflicts of interest, etc.).

3) Prohibition of the ratings in cases where Credit Rating Agencies have a close relationship with the issuers of the financial instruments to be rated, etc.

4) Duty to disclose information (preparation and publication of rating policies, etc. and public disclosure of explanatory documents).

In addition to the above, Registered Credit Rating Agencies are subject to the supervision of the Financial Services Agency (“FSA”), and as such may be ordered to produce
reports, be subject to on-site inspection, and be ordered to improve business operations, whereas unregistered Credit Rating Agencies are free from such regulations and
supervision.

m Credit Rating Agencies

Standard & Poor’s
The Name of the Credit Rating Agencies group, etc
The name of the Credit Rating Agencies group: S&P Global Ratings (“Standard & Poor’s”)
The name and registration number of the Registered Credit Rating Agency in the group: S&P Global Ratings Japan Inc. (FSA commissioner (Rating) No.5)

How to acquire information related to an outline of the rating policies and methods adopted by the person who determines Credit Ratings
The information is posted under “Unregistered Rating Information” (http://www.standardandpoors.co.jp/unregistered) in the “Library and Regulations” section on the website
of S&P Global Ratings Japan Inc. (http://www.standardandpoors.co.jp)
Assumptions, Significance and Limitations of Credit Ratings
Credit ratings assigned by Standard & Poor’s are statements of opinion on the future credit quality of specific issuers or issues as of the date they are expressed and they are
not indexes which show the probability of the occurrence of the failure to pay by the issuer or a specific debt and do not guarantee creditworthiness. Credit ratings are not a
recommendation to purchase, sell or hold any securities, or a statement of market liquidity or prices in the secondary market of any issues.
Credit ratings may change depending on various factors, including issuers’ performance, changes in external environment, performance of underlying assets, creditworthiness
of counterparties and others. Standard & Poor’s conducts rating analysis based on information it believes to be provided by the reliable source and assigns credit ratings only
when it believes there is enough information in terms of quality and quantity to make a conclusion. However, Standard & Poor’s does not perform an audit, due diligence or
independent verification of any information it receives from the issuer or a third party, or guarantee its accuracy, completeness or timeliness of the results by using the
information. Moreover, it needs to be noted that it may incur a potential risk due to the limitation of the historical data that are available for use depending on the rating.
This information is based on information Daiwa Securities Co. Ltd. has received from sources it believes to be reliable as of March 7th, 2017, but it does not guarantee
accuracy or completeness of this information. For details, please refer to the website of S&P Global Ratings Japan Inc. (http://www.standardandpoors.co.jp)

Moody’s
The Name of the Credit Rating Agencies Group, etc
The name of the Credit Rating Agencies group: Moody’s Investors Service, Inc. (“MIS”)
The name and registration number of the Registered Credit Rating Agency in the group: Moody’s Japan K.K. (FSA commissioner (Rating) No.2)

How to acquire information related to an outline of the rating policies and methods adopted by the person who determines Credit Ratings
The information is posted under “Unregistered Rating explanation” in the section on “The use of Ratings of Unregistered Agencies” on the website of Moody’s Japan K.K. (The
website can be viewed after clicking on “Credit Rating Business™ on the Japanese version of Moody’s website (https://www.moodys.com/pages/default_ja.aspx)
Assumptions, Significance and Limitations of Credit Ratings

Credit ratings are Moody’s Investors Service, Inc.’s (“MIS”) current opinions of the relative future credit risk of entities, credit commitments, or debt or debt-like securities.
MIS defines credit risk as the risk that an entity may not meet its contractual, financial obligations as they come due and any estimated financial loss in the event of default.
Credit ratings do not address any other risk, including but not limited to: liquidity risk, market value risk, or price volatility. Credit ratings do not constitute investment or
financial advice, and credit ratings are not recommendations to purchase, sell, or hold particular securities. No warranty, express or implied, as to the accuracy, timeliness,
completeness, merchantability or fitness for any particular purpose of any such rating or other opinion or information, is given or made by MIS in any form or manner
whatsoever.

Based on the information received from issuers or from public sources, the credit risks of the issuers or obligations are assessed. MIS adopts all necessary measures so that the
information it uses in assigning a credit rating is of sufficient quality and from sources MIS considers to be reliable. However, MIS is not an auditor and cannot in every
instance independently verify or validate information received in the rating process.
This information is based on information Daiwa Securities Co. Ltd. has received from sources it believes to be reliable as of May 13, 2016, but it does not guarantee
accuracy or completeness of this information. For details, please refer to the website of Moody’s Japan K.K. (https://www.moodys.com/pages/default_ja.aspx)

Fitch
The Name of the Credit Rating Agencies group, etc
The name of the Credit Rating Agencies group: Fitch Ratings (“Fitch”)
The name and registration number of the Registered Credit Rating Agency in the group: Fitch Ratings Japan Limited (FSA commissioner (Rating) No.7)
How to acquire information related to an outline of the rating policies and methods adopted by the person who determines Credit Ratings
The information is posted under “Outline of Rating Policies” in the section of “Regulatory Affairs” on the website of Fitch Ratings Japan Limited
(https://www.fitchratings.co.jp/web/)
Assumptions, Significance and Limitations of Credit Ratings
Ratings assigned by Fitch are opinions based on established criteria and methodologies. Ratings are not facts, and therefore cannot be described as being “accurate” or
“inaccurate”. Credit ratings do not directly address any risk other than credit risk. Credit ratings do not comment on the adequacy of market price or market liquidity for rated
instruments. Ratings are relative measures of risk; as a result, the assignment of ratings in the same category to entities and obligations may not fully reflect small differences
in the degrees of risk. Credit ratings, as opinions on relative ranking of vulnerability to default, do not imply or convey a specific statistical probability of default.

In issuing and maintaining its ratings, Fitch relies on factual information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch
conducts a reasonable investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that
information from independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The assignment of a rating to any issuer or any
security should not be viewed as a guarantee of the accuracy, completeness, or timeliness of the information relied on in connection with the rating or the results obtained
from the use of such information. If any such information should turn out to contain misrepresentations or to be otherwise misleading, the rating associated with that
information may not be appropriate. Despite any verification of current facts, ratings can be affected by future events or conditions that were not anticipated at the time a
rating was issued or affirmed.
For the details of assumption, purpose and restriction of credit ratings, please refer to “Definitions of ratings and other forms of opinion” on the website of Fitch Rating Japan
Limited.
This information is based on information Daiwa Securities Co. Ltd. has received from sources it believes to be reliable as of May 13, 2016, but it does not guarantee
accuracy or completeness of this information. For details, please refer to the website of Fitch Rating Japan Limited (https://wwuw.fitchratings.co.jp/web/




