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Commerzbank AG
Additional provision on Swiss franc mortgage loans in Poland
will burden 2021 earnings
On 21 January, Commerzbank AG (A1 stable/A1 negative, baa21) announced an additional
€436 million legal provision that will burden the bank's fourth-quarter earnings. The
additional charge is consistent with our expectation that unresolved litigation risk from Swiss
franc-denominated mortgages at mBank S.A. (A3 stable, baa3), Commerzbank's majorityowned subsidiary in Poland, is a major challenge during Commerzbank's transformation.
While the charge is likely to reduce full-year 2021 profit, we consider the improved risk
coverage beneficial to its long-term profitability and credit positive.
Commerzbank's earnings have been repeatedly reduced by legal reserve building. These
legal reserves accounted for 15.2% of the bank's 2020 consolidated pre-provision profit
and 4.7% of its 2019 consolidated pre-provision profit, and 12.6% of the total for the
January to September 2021 period. As of 30 September 2021, Commerbank's total stock of
provisions for this unresolved legal issue was €472 million, or 20% of mBank's €2.4 billion
total outstanding volume of Swiss franc loans (see exhibit). Including the new provision, we
believe that Commerzbank's coverage improves to around €900 million, or roughly 38%2 of
the total.
Exhibit 1

Commerzbank has gradually increased its legal risk coverage for Swiss franc-denominated loans
at mBank to around 38% as of year-end 2021
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Note: * Coverage ratio compares the stock of legal provisions with the outstanding volume of Swiss franc-denominated loans.
Sources: Commerzbank and Moody's Investors Service

We believe that a rising number of individual court cases against mBank as well as more
voluntary bilateral settlements between mBank and select clients have triggered the sizeable
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increase in reserve building. By the end of September 2021, 11,691 borrowers had filed individual court cases against mBank, compared
with 6,870 at the end of 2020. The rising charge also reflects a higher probability that a final verdict is in favour of borrower and
includes less favorable terms for the bank.
Polish banks are exposed to high legal risks stemming from their exposure to foreign-currency, mainly Swiss franc mortgages, and
Commerzbank's subsidiary mBank is one of the most exposed Polish banks. As of 30 September 2021, its Swiss-franc mortgages
accounted for €2.4 billion, or around 8.9% of total loans.
The debate around Swiss franc-denominated mortgages has spanned more than a decade in Poland. Following a sharp appreciation of
the Swiss franc, Polish borrowers struggled to cope with rising repayment balances. After the Polish government dropped proposals for
forced conversions of these mortgages into zloty in 2019, more borrowers turned to the courts. We expect that the ongoing settlement
of the legal disputes between Polish banks and borrowers with Swiss franc mortgages will continue to burden Polish banks' profitability
and could even wipe out excess capital from some banks. However, the final outcome is unclear at this stage, reflecting that the Polish
Supreme Court on 2 September 2021 delayed a decision.
Commerzbank is currently implementing its most ambitious set of measures aimed at improving its long-term profitability, something
it has termed Strategy 2024. This latest announcement demonstrates that the bank's path to build a track record of sustainable
earnings is challenging and unexpected large expenses can occur during such a comprehensive transformation. Indeed, in July last year
the bank recorded an extraordinary write-off of around €200 million related to the cancellation of an outsourcing project associated
with its financial securities settlement service.

Moody's related publications
Issuer Comments
» Commerzbank AG: Digital overhaul is pivotal to improving profitability, 22 March 2021
» Restructuring charge aims to imprve long-term profitability, but will burden 2020 earnings, 5 January 2021
» Restructuring charge drives third-quarter net loss, 6 November 2020
» Stable business performance offsets COVID-19 disruption and possible restructuring charge, 7 August 2020
» Resignation of most senior executives raises questions about the bank's strategic direction, a credit negative, 6 July 2020
» Commerzbank abandons plan to sell mBank stake, benefiting profitability, 13 May 2020
» Execution of Commerzbank's strategic initiatives are supported by profits and improved capital, a credit positive, 14 February 2020
To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.

Endnotes
1 The ratings shown are Commerzbank’s deposit rating, senior unsecured debt rating (where available) and Baseline Credit Assessment.
2 We compare the increased coverage to mBank's outstanding Swiss franc loans at the end of September 2021.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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