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PORTUGUESE BANKING SECTOR (1/111)

“x i, 3Tt

P&;v
f S
""" 159 Credit Institu ons"‘%

* 67 Banks;

° 88 Mutual Agricultural E ----------------------------------
Credit Banks; :

- 4 Savings Banks.

Employees* e,
. +50.110 in Portugal;
*1.226 in international activity.

Payment systems**
*16.650 ATMs;
*12.517 Multibanco ATMs;

Branches *
*5.127 in Portugal;
*198 in international activity.

Source: APB, Banco de Portugal, ECB, INE.
* June 2015
** December 2015
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PORTUGUESE BANKING SECTOR (ll1/111)

Main indicators as at September 2015

Loans and
Total solvency S advances .
. Common Deposits
ratio Equity Tier. 1 to
T customers
Ratio (CETL):

. €250.9
€41.4.1~ mil €261.5 billion
12.5% I \ milhoes

Source: Banco de Portugal
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PORTUGUESE BANKING SECTOR (ll1i/111)

Recent developments (June to September 2015)

* 2.1% reduction in sector’s assets in the period, making a total fall of 3.5% in the year.
Loans and advances decreased 1% in the quarter and 2.4% in 2015.

* The credit standards remained practically unchanged in the quarter. Demand for loans
and advances increased in consumer credit and mortgages, and remained unchanged in
the non-financial firm sector.

* Deposits from the non-monetary sector grew 0.5% and remained practically
unchanged over the year, and continued to be the Portuguese banks’ main source of
funding.

* The amount of borrowing from the ECB by the Portuguese banking sector continued
to fall (-9.4% in the quarter and -25% year on year).

* Risk-weighted assets followed their downward trend of recent years.

* The Portuguese banks continued to meet their minimum capital ratios. Their Common
Equity Tier 1 ratio (11.1%) was comfortably above the required 7% minimum.

OVERVIEW OF THE PORTUGUESE BANKING SYSTEM NOVEMBER 2015 6



PORTUGUESE BANKING
SECTOR OVERVIEW

Il. Importance of the banking
sector to the economy

ASSOCIACAO
PORTUGUESA
DE BANCOS

NOVEMBER 2015



ASSOCIACAO
PORTUGUESA
DE BANCOS

Contrary to the euro area, growth in the Portuguese banks’ assets
continued after the 2008-2010 financial crisis and only began to
fall after the Economic and Financial Adjustment Programme
(EFAP).

Total assets in the banking sector (Dec 2005=100)

Average annual growth
rates (YoY)

Average annual

Index A | T growth rates (YoY) (May11 - Seplan)

veragetann:;aYgrow (2009 - Apr11) Portugal = -3,9?

T ortugal = 8,7% =Y
170 ;::\);55 (2((3)0)8 p gal = 8,7% Euro area =-0,3%
( ) ) Euro area =1,8%
160 - Portugal = 9,5%
Euroarea=11,1%

150 -
140 - 4
130 -

120 -

110 - ‘May 11!/ 571.771M€| !! 32.100.661 M€ |!
100 iMay 12!/  583.088 M€l |1 34.853.757 M€li
1Sep. 1511 452.727 M€y || 31.139.195 M€y

°*r -20,8%

80 T T T T T T T T T T T T T T T T T T T
Dec-05 Jun-06 Dec-06 Jun-07 Dec-07 Jun-08 Dec-08 Jun-09 Dec-09 Jun-10 Dec-10 Jun-11 Dec-11 Jun-12 Dec-12 Jun-13 Dec-13 Jun-14 Dec-14 Jun-15

= Portugal Euro Area

Source: ECB
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The resizing of the banking sector took place not only
in Portugal, but also in most euro area countries .

925,9%
Total assets over GDP* and variation in total assets (2010 to 2014)

Total
Assets/GDP 582,4% |
2010 391,7% : :
2010 355 0% 332 2% : The :
310,3% 321,9% . ’ 321,1% 310,6% | contraction in |
369,9% i I i total assets in i
;Otal cop L L ' the banking !
( zsgiZS)/ 148 9% 274,1% 267,6% 267,2% 280,9% 271,1% . sector |
222,1% | contributed to |
'areductionin !
Netherlands Italy France Belgium Germany Austria Spain Portugal Greece Ireland 'their weight in !
49 reach country’s !

8,4% 5,9%

4,5% . Gbp !

-2,9%
) -6,1%
M Change in total assets between 2010 and 2014

—m- Total assets / GDP (2010)

—g- Total assets / GDP (2014)

-22,8%
N ) .
Gross Domestic Product (Nominal). -29,3%
Source: ECB, Eurostat
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The Portuguese banking sector plays an important role in the
economy. Nonetheless, the weight of its assets in Portugal’s
GDP has been falling since the start of the EFAP.

Total assets of the banking sector in proportion to GDP, in Portugal and the euro area

400% -
Euro area
350% -
300% - / Portugal 310%
271%
250% -
' In spite of the decrease in the Portuguese banks’ assets between 2011 and 2013, the fall |
200% - in national GDP in the same period meant that the total assets to GDP ratio reached levels !
i close to that of the euro area. However, an additional reduction in banking activity and a '
i recovery in macroeconomic indicators in 2014 reduced the weight of the banking sector
150% 1 : in GDP that year. :
100% T T T T T T T T T 1
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Source: ECB
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The deleveraging of the Portuguese banks resulted in a reduction in
their international exposure.

Loans and liabilities of the Portuguese banking sector to

international entitites * Exposure by country (March 2015)
M€
200.000 7 I;/Iy Mozambique
Etherlands > 5%
180.000 10% France
5%
160.000 -
140.000 -
120.000 -
100.000 - N
17%
80.000 -
60.000 T T T T T T T T T

Mar-05 Abr-06 Mai-07 Jun-08 Jul-09 Ago-10 Set-11 Out-12 Nov-13 Dez-14

*Defined as loans and liabilities of Portuguese banking groups on a consolidated basis, excluding intra-group exposure in relation to international entities, including loans, advances
and deposits with other banks, loans and advances to non-banking entities and debt securities. It excludes derivatives and other risk-transfer instruments
Source: Bank for International Settlements
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The contribution of financial services to national gross value
added in Portugal is above that of the euro area.

GVA* of financial services in proportion to total GVA in Portugal and other

European Union countries (2012)

Ireland
UK
e L T
| Portugal i _______.-! Financial services in Portugal (except insurance
o and pension funds but including those provided
t ~< .
________ ?}'_______________________________________________________‘ ' by Banco de Portugal) contributed to around
1 1 0 ) .
i Euro area : : 4.4% of the country_s gross_ value_added in
e e : | 2012. This amount is relatively high when
Greece — ! compared to other euro area countries.
France
Spain M Financial intermediation activities (except insurance and pension funding)
M Insurance, pension funding and activities auxiliary to financial intermediation
Germany
0% 2% 4% 6% 8% 10% 12%
*Gross Value Added, current prices.
Source: Eurostat, INE, Central Statistics Office Ireland
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The increase in the weight of exports in GDP accompanied the

trend towards growth in loans and advances to exporters by

the Portuguese banking sector.

Exports as % of GDP and credit to exporters as % of total credit

21% -

1

1

. The weight of credit to exporters has grown
. substantially since 2010. It has gone from 14.5%
| to 20.4%
|
1
1

20% -

of total loans to non-financial

19%

corporations.

18%

17%

16%

Loans to exporters in total credit (%)

15%

14% T T T T T T

Dec-09 May-10 Oct-10 Mar-11 Aug-11  Jan-12  Jun-12 Nov-12 Apr-13

Credit to exporters as % of total credit

Source: INE, Banco de Portugal

Sep-13  Feb-14  Jul-14
Exports as % of GDP (rhs)

OVERVIEW OF THE PORTUGUESE BANKING SYSTEM

NOVEMBER 2015

Dec-14 May-15

45%

43%

40%

38%

35%

33%

30%
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The performance of total assets in 2014 was mainly due to a
contraction in loans and advances and in securities portfolios.

Contribution of each asset item to aggregate annual variation

Percentage and percentage Other assets
points I Participations

15% - I Securities

mm Credit to foreign countries

10,2% B Credit to other financial institutions

10% -
I Credit to households, NFCs and General Government

== Growth rate
5% -

0% -

-5% -

-7,5%

- 0, -
10% -8.9%

-15% -
2006 2007 2008 2009 2010 2011 2012 2013 2014

Source: Banco de Portugal
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In spite of the contraction, loans and advances to customers
continue to absorb almost 50% of the Portuguese banks’ total
assets.

Loans to customers* in proportion to total assets (Septembrer 2015)

80% - .
Compared to other euro area countries,

Portuguese banks’ business focuses on
classic intermediation.

70% -

60% -

49,3% T
50% -

0,
0% 37,9%
30% -~
20% -

10% -

-2 -2 ) e ) Q > Q &) 2 2 > Q > & 2 2 Q> )
o”’o\ & ~\QﬂQ @Q’g & ‘—)Q@\ «:ég @ \’b(\b o"k\ \3”6 s 6@(\ &’bo ® \QS\)@ @J‘\Q @7}& & o
X Q o .

J & G G &® QO ,\&QJ Y & & & QL « NS +®<°
N >

* Loans to the non-monetary sector (gross end-of-month balances)

Source: ECB
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Before the financial crisis, loans and advances were showing a

sharp upward trend in Portugal and the rest

of the euro area.

May 10  295.313 M€ 12.357.311 M€
May 12 275.381 M€ 12.319.235 M€
Loans and advances* in Portugal and the euro area (Dec 2005=100) dep.1>  22>821Mey  11817.157Mey
Index
165 -+
Average annual growth rates (YoY) Average annual growth rates (YoY)
155 - (2009 — Apri11) (May11 - Sep15)

Portugal = 6,2%; Euro area = 4,5%

Portugal = -5,3%; Euro area = -0,6%

145

135

125

115

105

95 T T T T T T T T T T T T T T T T T T T
Dec-05 Jun-06 Dec-06 Jun-07 Dec-07 Jun-08 Dec-08 Jun-09 Dec-09 Jun-10 Dec-10 Jun-11 Dec-11 Jun-12 Dec-12 Jun-13 Dec-13 Jun-14 Dec-14 Jun-15

* Loans to the non-monetary sector (gross outstanding amounts at the end of period). Portugal Euro area
Source: ECB
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The high weight and downward trend of loans to construction
and real estate sectors has adversely affected the performance
of total loans to non-financial corporations.

Loans to non-financial corporations (YoY%)

55%

45%

35%

25%

15%

5%

-5%

-15%

-25%

1 1
: In the segment of loans to NFCs in Portugal, lending has been very adversely affected by the :
| negative dynamic of loans to the construction and real estate segments, with a weight of over 30%. |
| The change in loans to the manufacturing and wholesale trade have remained broadly unchanged. |
1 1

=== Manufacturing === Construction == \N'holesale e Real Estate Total

Dec-98 Dec-99 Dec-00 Dec-01 Dec-02 Dec-03 Dec-04 Dec-05 Dec-06 Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Dec-12 Dec-13 Dec-14

Source: ECB
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In the recent past, demand for loans and advances increased
and credit standards became more expansive.

Diffusion index - Credit standards Diffusion index - Demand for loans
Index Index
90 70 1 Non-financial corporations
. Households - Mortgage T Higher
70 - 1 Households - Consumption demand
30 +
50 A
10 -
More
30 - 4
T restrictive -10
10 - \ -30 1
W ' .50 - Lower
-10 - demand
-70 -
Non-financial corporations
230 - More
Households - Mortgage expansive -90 ~
Households - Consumption
-50 - -110 -
Mar-06  Jun-07 Sep-08 Dec-09 Mar-11 Jun-12  Sep-13 Dec-14 Mar-06 Jun-07 Sep-08 Dec-09 Mar-11 Jun-12 Sep-13 Dec-14

Source: Banco de Portugal (Bank Lending Survey)
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Access to funding constitutes less of a restriction on the business
of SMEs, as opposed to the performance of demand.

Main constraints on SMEs — access to funding Main constraints on SMEs — low demand
23 40 - The low demand is a growing
. constraint to SME activity.
21
35
19
30
17
15 25
13
20
11 : :
9 EAccess to funding is progressively less of a Y 15
- constraint to SME activity.
7 T "--""-"-;"""""""-""I ------------------- I-"""""""""; ------------------- — T T 10 T T T T T T T T

Jun-09 Mar-10 Dec-10 Sep-11 Jun-12 Mar-13 Dec-13 Sep-14 Jun-15  jyn-09 Mar-10 Dec-10 Sep-11 Jun-12 Mar-13 Dec-13 Sep-14 Jun-15

—— Portugal = Euro Area Portugal ——Euro Area

Source: ECB
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The level of borrowing from banks in the Portuguese economy
has been decreasing, coming closer to the rest of Europe.

Customer loans* / GDP ratio

= The deleveraging by the Portuguese banks plus
sluggish demand for loans and advances led to a
decrease of almost 11 percentage points in the
customer loans / GDP ratio in 2014.

customers in Portugal accounted for around 134% of

= This ratio fell around 28 percentage points after

2010, as opposed to 13 p.p. In the euro area

i = At the end of 2014, loans and advances to

% GDP
250% - 2007 - 144%
2010-162%
2012 -154% 2007 - 120% nominal GDP.
200% + 2014-134%  2010-129%
:r ____________ I 2012 -125%
150% - i | 2014-117%
100% -
50% - | :
0% _— e |; - :Ii - 1 E— T
Ireland Spain United i Portugal || Euroarea | Italy Greece
Kingdom " oo mommmmmmeeees
* Loans to the non-monetary sector (gross outstanding amounts at the end of period) 142007
Source: ECB, Eurostat
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Bank loans represent approximately 77% of the funding needs
of the private sector of the Portuguese economy.

Bank loans as a % of total debt and debt as a % of GDP - private sector * (2007 — Sep 2015)

. 146% 152% 153% 156% 166% 160% 153% 146%
| — —————— ¢ —
90% 92% 95% 94% 93% 95% 91% 85% 81%

Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Dec-12 Dec-13 Dec-14 Sep-15
™= Domestic loans in % of debt N Foreign loans in % of debt === Commercial loans in % of debt
™= Debt securities in % of debt =@—Household debt as % of GDP ——NFC debt as % of GDP

* Includes households and non-financial corporations (outstanding amounts, end of month).

Source: Banco de Portugal
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The weight of loans and advances to individuals and non-
financial firms (NFCs) in Portugal’s GDP is significantly higher
than in most countries in the euro area.

Weight of loans to private customers, non-financial corporations and the public
administration in GDP* - Portugal and other EU countries (December 2014)

3= 132,7% 127,8% 121,7% 105,3% 104,1% 103,4% 94% 94% 92,8%

Greece Euro area

Portugal
PR, [N, Kingdom

Spain Italy France Germany United Ireland

*
* Includes only loans but not public debt securities u Gener.al Goyernment N
** Includes publicly owned companies M Non-financial corporations

=
Source: Ameco, ECB Households
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The stock of loans to the economy has continued to go down,
and is at the lowest level since September 2006.

Amount of loans and advances™ by institucional sector (EUR billion)

300.000

! The deleveraging of the economy is expressed
! in the decrease in the stock of loans and
] advances since 2011.

_____________________________________________

200.000 Loans to
Change
% Chan

250.000

Ouseholds

(Aprll~today): -20 827 Me

ge (A —
150.000 Pril=today): .14 7o,

100.000

Loans to Genery) Government
50.000 the difficulties in the Portuguese Republic’s access to funding Change (Apr1i-today): -10 465 Mg
from the financial markets, resulting in considerable growth in % Change (Apr11-today)
bank loans.

e o o o e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e =

:-54,2%

Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08 Jan-09 Jan-10 Jan-11 Jan-12 Jan-13 Jan-14 Jan-15

General Government B Households m Non-financial corporations

* Gross outstanding amounts, end of period. Includes only loans (does not include public debt securities). Non-financial corporations include state-owned corporations.
Source: Banco de Portugal

OVERVIEW OF THE PORTUGUESE BANKING SYSTEM NOVEMBER 2015 24



ASSOCIACAO
PORTUGUESA
DE BANCOS

While loans to private customers are mostly mortgages, loans
to non-financial firms are mainly for the construction and real

estate sectors.

Loans™ (September 2015)

Loans to private customers

v

Households
44%

Non-financial
corporations
31%

General
Government
4%

Consumer
credit
10%

Crédito a sociedades nao financeiras

Construction
Other and Real Estate
25% 31%

* Loans to the monetary and non-monetary sectors, including non-residents
(gross outstanding amounts at the end of the period).

Source: Banco de Portugal

> Trade,
Industry accommodation
Agriculture, 21% and food
forestry and services
fishing 20%

3%
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The proportion of mortgage loans in total loans is higher in
Portugal than in the euro area.

Portugal Euro area

The weight of
consumer credit in
total loans granted

to private
customers has
been falling in
Portugal and the
euro area. This is
of credit is less
important in
Portugal than in
the euro area,
however.

2007 2010 Set-15 2007 2010 Set-15

4 Other M Consumer credit H Morgages
Source: ECB
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Housing prices in the peripheral euro countries have been
falling, though less markedly in Portugal.

Housing price index in Portugal and other euro area countries (Dec 2005=100)

Index

120 +

110 -

100

90 -

80 -

70 -

60 -

50

Euro area

Portugal

Spain

Ireland

Dec-05 Sep-06 Jun-07 Mar-08 Dec-08 Sep-09 Jun-10 Mar-11 Dec-11 Sep-12 Jun-13 Mar-14 Dec-14

Source:

ECB
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The property
sector in
Portugal did not
experience a
speculative
boom prior to
the crisis, unlike
Spain, Ireland
and Greece.
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The proportion of loans and advances per sector in Portugal is
more evenly distributed than in the rest of the euro area.

Portugal Euro area

The aggregate weight
of the construction
and real estate sectors
has been falling in
aggregate terms in
Portugal since 2007.
On the other hand the

Loans to agriculture
' proportion of these

and industry carry
more weight in the
rest of the euro area
than in Portugal.
However, this
segment’s share in
total loans to NFCs has
increased considerably
in Portugal in recent
years and come closer
to European figures.

sectors in the euro
area grew until 2012
due to real estate
activity. The trend
reversed recently due
to a contraction in the
construction sector.

2007 2010 Sep-15 2007 2010 Sep-15
M Other
M Wholesale and retail trade, accommodation and food service activities
M Real estate activities, professional, scientific and technical activities, administrative and support service activities

Source: Banco de Portugal, ECB
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State-owned companies account for around 9% of the total debt
of non-financial corporations to the resident financial sector.

Debt of state-owned non-financial corporations to the financial sector in Portugal*

11,3%  11,5%

10,7%

89% g 5% | |
. The debt of the state-owned
7,1% non-financial corporations
6,4%  6,6% . account for a substantial part of
. total funding to non-financial
. corporations in Portugal. The
. amount increased considerably
. after 2009 due to the sovereign
. debt crisis. In spite of a reduction
| up to 2015, it is still higher than .
before 2010. :

2007 2008 2009 2010 2011 2012 2013 2014 Set-15

* As a percentage of the balances of loans obtained and bonds issued by non-financial firms as opposed to the resident financial sector.
The concept of resident financial sector includes banks and other financial institutions.

Source: Banco de Portugal
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The debt of publicly owned companies to the resident financial
sector in the form of securities has been gaining importance
over loans.

Debt of state-owned non-financial corporations to the financial sector in Portugal, by instrument

Dec-07 Jun-11 Sep-15

67.0% 57,6% - 42,3% '

4 Loans B Debt securities

Source: Banco de Portugal
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The difference between average interest rates on loans to NFCs
in Portugal and the euro area increased after the onset of the
sovereign debt crisis.

Average interest rates on loans from monetary financial institutions (stock on balance
sheet) to non-financial corporations in Portugal and the euro area

%

e e e el T R

7,0 - ! September 2015
== Portugal I Interest rates Portugal : 3.55% |
e Fyro area i Euroarea: 2,73% |
6,0 7 i Yields on 10-year Portugal: 2.39% i

sovereign debt Euro area*: 1.48%

__________________________________

50 -

-
Portugal: 6.29%
30 b ] Euro area: 5.68% | \ I
Yields on 10-year Portugal: 4.96% i
sovereign debt Euro area*: 4.81%

2,0 r_____T______I______I______I______I______I ______ T = T T T T T T T T T T T T
Dec-05 Jun-06 Dec-06 Jun-07 Dec-07 Jun-08 Dec-08 Jun-09 Dec-09 Jun-10 Dec-10 Jun-11 Dec-11 Jun-12 Dec-12 Jun-13 Dec-13 Jun-14 Dec-14 Jun-15

* Euro area benchmark bond — Changing composition. Calculated as a weighted average of yields on sovereign debts of euro area countries using the outstanding amounts
of 10-year sovereign debt as weights.
Source: ECB
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Interest rates on new loans to NFCs in Portugal increased as of
mid-2009, but have been falling since early 2012.

Average interest rates on loans from monetary financial institutions (new operations) to
non-financial firms in Portugal and the euro area

% e
757 September 2015

Portugal: 3,55%
Euro area: 1,92%

== Portugal

Euro area

5,5 -

4,5 -

3,5 A

2,5 4

1,5 T T T T T T T T T T T T T T T T T T T
Dec-05 Jun-06 Dec-06 Jun-07 Dec-07 Jun-08 Dec-08 Jun-09 Dec-09 Jun-10 Dec-10 Jun-11 Dec-11 Jun-12 Dec-12 Jun-13 Dec-13 Jun-14 Dec-14 Jun-15

Source: ECB
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The quality of loans granted deteriorated after 2010,
particularly in consumer credit and to non-financial

corporations.

Non-performing loans* as a percentage of total corresponding credit

19,0%
0,
16,6% iy 16,1%
15,6% 0
13,8%
11,9% 12,2%
10,6% — 0, 0,
9,8% F=3 10,3% 9,9%
7,7%
_— 0,
5,2% 5,8% 5,6% 17 5,9% 5,9%
iy 4,3%
2010 2011 2012 2013 2014 2010 2011 2012 2013 2014 2010 2011 2012 2013 2014 2010 2011 2012 2013 2014
Total Housing Consumption Non-financial corporations

* Including the total amount owed : i) of loans that have repayments of principal or interest in arrears for more than 90 days, ii) restructured loans whose repayments of
principal or interest have been in arrears for 90 days or more and their repayments have been capitalised or refinanced or their payment date postponed, but the guarantees
provided have not been reinforced or the debtor has not fully paid up overdue interest and other and iii) of loans with repayments of principal or interest overdue for less
than 90 days, but for which there is evidence warranting their classification as credit at risk.

Source: Banco de Portugal
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NPLs showed a general upward trend in the euro area
countries, particularly the most vulnerable ones.

33,8%

31,9%

Non-performing loans* as a percentage of total corresponding credit

2008 2009 2010 2011 2012 2013 2014

Je=4 Spain == Portugal = Italy B Greece =@-Euro area

* Including the total amount owed : i) of loans that have repayments of principal or interest in arrears for more than 90 days, ii) restructured loans whose repayments of
principal or interest have been in arrears for 90 days or more and their repayments have been capitalised or refinanced or their payment date postponed, but the guarantees
provided have not been reinforced or the debtor has not fully paid up overdue interest and other and iii) of loans with repayments of principal or interest overdue for less
than 90 days, but for which there is evidence warranting their classification as credit at risk.

Source: Banco de Portugal
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Developments in non-performing loans are mainly due to the
deterioration in quality of credit in the construction and real
estate sectors.

Total: 16,4%

Overdue credit as a percentage of total corresponding credit

Total: 14,4%

Total: 11,8%

Total: 9,4%

Total: 6,0%
Total: 3,9%  Total:4,1%

Total: 1.5% Total: 2,2%
otal: 1,5%

2007 2008 2009 2010 2011 2012 2013 2014 Oct-15
H Construction and Real Estate M| Agriculture, industry and electricity, gas and sanitation
M| Trade, accommodation and food services activities B Consultingand IT

M Healthcare and other activities

Source: Banco de Portugal
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Customer deposits are the Portuguese banks” most important
source of funding.

Comparison of the funding structure of Portuguese banks with that in other EU
countries (September 2015)

In the European context, |
the Portuguese banking
sector holds one of the

largest shares of i
customer deposits in its

30%

funding structure.
Compared to customer
deposits, wholesale
funding plays a less
important role.

_______________________________

Spain Portugal Italy Germany Euro area Greece UK France Ireland

M Deposits M Wholesale funding M Capital M Other*

* Includes liabilities to entities non-resident in the euro area, except for the United Kingdom, for which it includes liabilities to non-residents in the country.

Source: ECB
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The growth trend in deposits in the euro area has been more

stable than in Portugal.

May 10  208.241 €bn 10.304.518 €bn
Deposits* in Portugal and the Euro area (Dec 2005=100) May 12 236.799 €bn 11.027.581 €bn

Sep.15  220.364 €bn 11.622.462 €bn

Index QS,_S@ +12,8%

180 -
Average annual growth rates (YoY)
\\(0\(\ (May11 - Sep15)
Ta"es - o/. - [
W Portugal = -0,2%; Euro area = 1,9%
160 - am‘\\"a\ Br° Aad A% T T T T T T T T TS oo oo m oo m s m s >
2
140 - R
@)
o (\(\\)3;2/7«00
\le(a% \'Lo o) \)‘?
29" _-- < L emmme M e mm e — e — = =
2 = ~ > - \
120 - ot - R REREEEEEEEEEEE R . : |
' After mid-2010, depositsin ! ' The growth trend reversed as of June |
I ’ . . 1
' Portugal began an upward trend : ' 2012, when deposits fell more in Portugal
1 I . 1
' that was more accentuated than ! ' thanin the euro area. The fall was caused 1
1 . . 1
100 - : in the euro area. ! | by thatin the NFCs segment, while the !
——Portugal (100 = 155.185 M€) L e e o . | private customer segment grew. :
! I
Euro area (100 = 7.386.698 M€) L e [
80 T T T T T T T T T T T T T T T T

Dec-05 Jul-06 Feb-07 Sep-07 Apr-08 Nov-08 Jun-09 Jan-10 Aug-10 Mar-11 Oct-11 May-12 Dec-12 Jul-13 Feb-14 Sep-14 Apr-15
*Deposits from the non-monetary sector (end-of-period balances)

Source: ECB
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Despite the austerity imposed by the EFAP in Portugal, private
customers’ deposits remained stable and reached their highest
level ever in June.

Deposits* in Portugal by institutional sector (Apr. 2011 = 100)

Index

120 - the need to deleverage. This resulted in a reduction in deposits at Portuguese banks, as

1
|
| |
,' the sustained growth in the private customer segment did not totally offset the fall in the !
115 - )i NFC segment. !

110 -

Households

105 -

100 -

90 -

85 -

80 T T T T T T T T T T T T T T T T T 1
Apr-11 Jul-11 Oct-11 Jan-12 Apr-12 Jul-12 Oct-12 Jan-13 Apr-13 Jul-13 Oct-13 Jan-14 Apr-14 Jul-14 Oct-14 Jan-15 Apr-15 Jul-15

* Deposits from the non-monetary sector (end-of-period balances), including emigrants

Source: Banco de Portugal
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Attractive returns from savings certificates have stimulated their
growth since 2013, coinciding with a reduction in units in
investment funds.

Growth rates in deposits, investment fund units and savings certificates held by
private customers in Portugal (YoY%)

1 1 ! 1
I I ! . . e !
60% | In2011, growth in private customers’ deposits coincided with 1 | Certificates began a significant fall 1
' areduction in their investment fund units, demonstratingthe ' | in February 2015, when the : TN a
' replacement of products with different risk profilesanda ' | government reduced their interest !
0, -
40% : preference for lower-risk assets. L rate. :
1 1 L . 1
L il
20% - N
\\
‘ B
O% - T T T T T T =A‘- T e ‘
-20% -
-40% -
e Deposits e Units issued by investment funds* = Treasury savings certificates
-60% -

Dec-05 Jun-06 Dec-06 Jun-07 Dec-07 Jun-08 Dec-08 Jun-09 Dec-09 Jun-10 Dec-10 Jun-11 Dec-11 Jun-12 Dec-12 Jun-13 Dec-13 Jun-14 Dec-14 Jun-15

* Includes stock funds, bond funds, treasury funds, money market funds, retirement savings funds, funds of funds and mixed funds.
Source: Banco de Portugal
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In Portugal, deposits are mainly held by private customers and
their weight has been increasing.

. * . - - -
Deposits™ in Portugal by institutional sector The weight of non-monetary

1
1
1
! financial institutions increased
1
1

1
1
1
1
M€ . . !
300.000 - considerably in the second half of !
.4 2010 andin 2011, but began to fall
m General government // | in 2012. !
250.000 - = Non-monetary financial institutions a7 TTTTTTTTTTmmmmmmmmm o T mmm T
m Non-financial corporations
mH hol
200.000 ouseholds
150.000
100.000
50.000

0
Dec-05 Jun-06 Dec-06 Jun-07 Dec-07 Jun-08 Dec-08 Jun-09 Dec-09 Jun-10 Dec-10 Jun-11 Dec-11 Jun-12 Dec-12 Jun-13 Dec-13 Jun-14 Dec-14 Jun-15

* *Deposits from the non-monetary sector (end-of-period balances)

Source: Banco de Portugal
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Deposits with a maturity of less than one year are the most
numerous, in spite of recent growth in longer-term deposits.

Deposits* in Portugal by maturity

M€
300.000

250.000

200.000

150.000

100.000

50.000

0

m QOver 2 years
From 1to 2 years

m Upto1year

m Overnight deposits

B Redeemable at notice

Dec-05 Jun-06 Dec-06 Jun-07 Dec-07 Jun-08 Dec-08 Jun-09 Dec-09 Jun-10 Dec-10 Jun-11 Dec-11 Jun-12 Dec-12 Jun-13 Dec-13 Jun-14 Dec-14 Jun-15

* Deposits from the non-monetary sector (end-of-period balances)

Source: Banco de Portugal
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A reduction in the credit-to-deposit ratio reflects deleveraging

by the Portuguese banking system.

Consolidated credit* to deposit ratio

170% -
160,1% 161,5%
160% - - 157,8%
160,3%
150% 1 143,59
140% - 134'7%136,57 ______________________________________
130,7% Following the implementation of the
130% -

i EFAP in Portugal, Banco de Portugal
i recommended that the eight largest

120% 1115,3% ' banking groups reduce this ratio to
i 120% by the end of 2014.

110% -

127,9%
116,9%

107,2%

[s)
106,9% 104,2%

——

100% T T T T T T T T T T T

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

*Credit net of impairments (including securitised and non-derecognised loans ). End-of-of period balances

Source: Banco de Portugal

Jul-05 Jul-05 Jul-05 Mar-15 Jun-15 Sep-15
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Recourse to wholesale funding by the Portuguese banks was
growing much faster than in the euro area, a trend that has
reversed in recent years.

Growth in deposits in Portugal was

Wholesale finance* in Portugal and the euro area (Dec 2005=100) not sufficient to offset growth in

Index ,/ greater dependence on wholesale
0 7 a funding.
270 - ‘es\‘{O . g
== Portugal (100 = 83.887 M€) NG o /. e e e e e e I
250 1 Euro area (100 = 9.382.724 M€) A
o

1
1
|
:
Portuguese banks’ assets, leading to :
1
|
|
|
1

230 ~

210 +

190 -

170 -

150 +

130 +

110 -

90 -

70 T T T T T T T T T T T T T T T T T T T
Dez-05 Jun-06 Dez-06 Jun-07 Dez-07 Jun-08 Dez-08 Jun-09 Dez-09 Jun-10 Dez-10 Jun-11 Dez-11 Jun-12 Dez-12 Jun-13 Dez-13 Jun-14 Dez-14 Jun-15

* Wholesale funding includes deposits in the monetary sector, debt securities issued and money market funds (end-of-period balances).

Source: ECB
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banking sector.

Wholesale funding structure by type of instrument

Portugal Euro area

/\PB PORTUGUESA
DE BANCOS
Both in Portugal and the euro area, deposits from the monetary
sector are the main component of wholesale funding of the

0,3% 0,0% 2.2%

2007 2010 Sep-15 2007

i Money market funds M Deposits from the monetary sector
Source: ECB

2010

M Debt securities

OVERVIEW OF THE PORTUGUESE BANKING SYSTEM

NOVEMBER 2015

Sep-15

In Portugal,
however, the
weight of the

debt securities
issuing market

2007. This
source of
funding is more
important to the
Portuguese
banks than for
those in the rest
of the euro area.

45
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Both in Portugal and the euro area, debt securities issued by
banks are predominantly long term.

Debt securities structure by maturity on date of issue (September 2015)

Portugal Euro area

_________________________

The weight of debt
issues maturing in less
than two years has
shown a downward
trend in the recent
past. Their weight is
only negligible in the
Portuguese banking
sector, as opposed to
in the euro area.

90,3%

M Uptolyear HMFrom1lto2years M Over?2years

Source: ECB
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Up to 2011, covered bonds gained importance as a source of
funding for Portuguese banks. More recently, however, the
amount issued has been falling.

1
At the end of 2014, the balance of E
covered bonds represented around |
7.3% of Portuguese banks’ funding. !
1

Issue and balances of covered bonds in Portugal

M€
40.000 -

35.000 - Covered bonds by type of

30.000 - underlying asset (2014)

25.000 -

20.000 -

15.000 -

10.000 - 3.825
5.000 -

2006 2007 2008 2009 2010 2011 2012 2013 2014

Outstanding amounts, end of period = |Ssuance

Public sector

M Mortgage
Source: ECB, European Covered Bond Council, Factbook, 2014
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The downgrades of the Portuguese Republic's risk adversely

affected the Portuguese banks’ ratings*.

Ratings of the Portuguese Republic and Portuguese banks by Moody’s, S&P and Fitch

Moody's / S&P / Fitch

Aaa / AAA / AAA
Aal / AA+ [ AA+
Aa2 / AA/ AA

Aa3 / AA-/ AA-

Al/ A+ / A+
A2/A/A
A3/ A-/A-

Baal/BBB+/BBB+
Baa2 / BBB / BBB

(X 4

°e

(2 2
(1)

(1]
(3 4

e o o ¢

Baa3/BBB- / BBB- ® <*
e oo Y 'Y 'Y

Bal/BB+/BB+ o o6 oo e L 4 oo 2 4 L 2

o0
Ba2 /BB /BB S L 2 (X 2 o
Ba3/BB- /BB ee oo ee ee oo oo e oo oo
@ e ¢ o ¢ o
B1/B+/B+ ° ° ° ° e o
B2/B/B °

* Portuguese Republic
® Portuguese Banks (CGD, BCP, BPI and BES up to 2013)

*At the end of the period.
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The amount of borrowing from the ECB by Portuguese banks
has been decreasing steadily since June 2012.

The Portuguese banks’ portfolio of eligible

Borrowing from the European Central Bank * collateral enabled them to increase their

. dependence on the ECB, thereby mitigating
! the impact of restrictions on access

M€
70.000 - to the interbank markets during the crisis.
60.000 - -
Data M€
00007 1 Dec.08  10.210 M€ !
oo | | Dec09  16.061ME @
77 ] | Dec.10  40.899 M€ |
oo | | Mayll  47.204ME |
. ' Jun.12  60.502 M€ §¢
' Sep.15  25.114 M€ |
20.000 4 Lo _____ 1
10.000 -
0 _

Dec-99 Nov-00 Oct-01 Sep-02 Aug-03 Jul-04 Jun-05 May-06 Apr-07 Mar-08 Feb-09 Jan-10 Dec-10 Nov-11 Oct-12 Sep-13 Aug-14 Jul-15

* End-of-period balances.

Source: Banco de Portugal
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The degree of risk of Portuguese banks’ assets has been
decreasing in recent years.

Risk-weighted assets in proportion to total assets*

' The risk-weighted assets to total
assets ratio of the Portuguese

i banks fell considerably in recent
i years. This trend grew after the
. EFAP and reflects a reduction in
. the average risk of assets making
i up the Portuguese banks’

66,9%  66,8%

balance sheet. In the first six
months of 2014, this ratio
increased slightly due to changes
in the calculation of RWAs
introduced by CRD IV / CRR, but
began to fall again at the end of
the year

2007 2008 2009 2010 2011 2012 2013 Jun-14 2014  Jun-15

* Risk-weighted assets include off-balance-sheet items, consolidated data

Source: Banco de Portugal
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The risk-weighted asset to total risk ratio is above the euro
area average, however.

Risk-weighted assets in proportion to total assets* (June 2014)

80% 1 75% 74%

70%

60% - 56%

52% 51% 509 499
50% - °

40% 38% 38% 38% 37%

40% - 36% 35%

32%  30%
30% -
20% -

10% -

0% +

* Risk-weighted assets include off-balance-sheet items. The data differ from the previous slide as they refer only to bank groups and domestic banks on a consolidated basis.
** Euro area with 18 countries
*** The data for Portugal may differ from those shown in the previous slide due to slight differences in methods used by Banco de Portugal and the ECB.

Source: ECB
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Total assets have been falling at a slower rate than risk-weighted
assets due to optimisation of exposure to risk by the Portuguese
banks.

Risk weighted assets and total assets of Portuguese banks* (Dec 2007=100)

Index
125 - . New rules
~e_ G
S~< - Top,, Ow,
120 - = Risk weighted assets ~<_ '?’S/r,,,,o,ta/ass A rate CRD IV /CRR
~<. 6/5’/7[' etSQJS

S~ : 3, ()

115 - Total assets \\\\jsSets\s/o
~ <o 0,50/0

110 - -
105 { vy

: Growth rates
0,
Total assets = 11,5%

- g S g 4(y
100 .- ’o «\(a’:q ‘C)OIo ! :5010 Risk weighted assets 2,4%
95 e \asr’e:’a 56‘5 -
0\,3 (2
< o \&
90 - ?;\c,\k
85 -
80 I I I ! T T 1
Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Dec-12 Dec-13 Dec-14

* Data from bank groups and domestic banks on a consolidated basis, excluding the insurance business

Source: ECB
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The better quality own funds at the Portuguese banks, core
Tier 1/CET1, have increased significantly since 2009.

Own funds of Portuguese banks* (Dec 2009=100)

Index

149,4
150 -
Core Tier 1/Common Equity Tier 1 New
140 - N CRD IV / CRR rules
e Tier 1 o
N
AN
130 ~ Total own funds .
o 121,7
\‘
120 A .
S
S 107,4
~
110 - \\\ /
100 - ~~\
N\
‘\\ 88,90
90 7 ‘g
80 T T T T T T 1
2009 2010 2011 2012 2013 Jun-14 2014 Jun-15
* Data from bank groups and domestic banks on a consolidated basis, excluding the insurance business
Source: Banco de Portugal
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Historically, the Portuguese banks’ capital levels have always
been above the minimums required by law..

Récio Tier 1 (%)

Basel Il required financial institutions’ Tier 1 ratio to be:

13,0 3,3
12,1 11,

10,6 11, 4% or more and their solvency ratio to be no Iower.
04 ithan 8%. The new regulatory framework adopted after.
8,1 'Basel Ill, which has been in effect since the beginning of !
12014, focuses on the Common Equity Tier 1 ratio. In:
.2014 according to the CRD IV/CRR transitional:
arrangements the requirement was 6% for the Tier 1'
' ratio and 8% for the solvency ratio. E

2007 2008 2009 2010 2011 2012 2013 2014 Jun-15

Racio de Solvabilidade (%)
14,3
31 13,1

155 156 161
12,59 13288 19901 12,2
10,3 10,2
i Portugal
n Euro area

2007 2008 2009 2010 2011 2012 2013 2014  Jun-15

* Data from bank groups and domestic banks on a consolidated basis, excluding the insurance business
Source: ECB
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The solvency of the Portuguese banks improved substantially
after 2011, so that the new CET 1 ratio is comfortably above

the minimum requirements.

Core Tier 1 ratio / Common Equity Tier 1 ratio

119% 12,3%

11,5% 11,6% 11,6%

11,3%

11,3%  11,1%

Dez-10 Jun-11 Dez-11 Jun-12 Dez-12 Jun-13 Dez-13 Dez-14* Mar-15* Jun-15* Set-15*

* CET 1 ratio calculated in accordance with the new CRD IV/CRR transitional arrangements

Source: Banco de Portugal
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Since the beginning of 2014, the '
' Portuguese banks have had to
i follow the new CRD IV/CRR .
| transitional arrangements for |
adequacy of own funds, which
i imposes a Common Equity Tier .
+ (CET) 1 ratio of 7%. Up to the
. end of 2013, the Portuguese |
i banks were obliged by Banco de ,
' Portugal to satisfy a Core Tier 1
i ratio of no less than 10%.

________________________________
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In the recent past, the banking sector has had to face new

regulatory requirements ...

Basel 2.5

[
2009

securitisation
instruments and

| Basel | | Basel Il |
I o l o |
: 1992 : 2004 :
| | |
: * Definition of Tier 1and: * Requirements same :
) 1 Tier 2 1 as Basel | .
Capital | * Requirements: : :
require- | Tier 1 - 4%; | |
ments ' own funds — 8% : :
| | |

: * Pillar 1 — market risk T * New Pillar 1 - credit1| * Revisions of
 (change made in 1997) | risk :
RWA . Pillar 1 — Credit risk I = Pillar 2 — ICAAP I

require- | « Requirement: 8% | = Pillar 3 — disclosures | trading book
ments : : * Requirements same :
I i as Basel | I
________ e e e

Liquidity | : |
require- ! | |
ments | | |

All figures are for full implementation of the Basel agreements

OVERVIEW OF THE PORTUGUESE BANKING SYSTEM
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Basel Il

o
2014

* New definition of capital
New buffers

* Leverage ratio

* Systemic risk

* Counterparty risk
* Requirements:
CET - 4.5%;

Tier 1 — 6%;

Tier 1 + Tier 2—-8%

* Liquidity coverage ratio (LCR)
* Net stable funding ratio
(NSFR)
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... With special focus on capital requirements.

In addition to compliance with the new figures for the Core
Tier 1 ratio, there are other factors that have increased the
31.12.2011 Portuguese banks’ capital needs, such as :

Core Tier 1 - 9%

Results of
special

Reconhecimento inspection

|
1
1
Haircut divida de imparidades | programme of
31.12.2012 Grécia adicionais na | the 8 largest
: carteira de crédito ! .
Core Tier 1 - 10% ' bankgroupsin
. 2011, 2012 and
1
; i1 2013. The aim
Pactos fo. Impactos i of these
\ | assessments
i s Transferéncia do AU HEIC : was to validate
€ No R4 .: -
31.12.2013 ®r 1 nessa gy Fundo de Pensdes eguisitos t::) : ' the data used
Core Tier 1 - 10% ’ da banca para a bara riF;copde ! to calculate the
ore lier 1-10% Seguranga Social crédito i institutions’
i solvency and
! assess the
| suitability of
i impairments.
01.01.2014 o !
CET1-7% D CRD IV/CRR transitional R
arrangement

Source: APB, Banco de Portugal
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Timeline of public recapitalisation schemes and personal
guarantees from the state to credit institutions before the EFAP

October \EW; February March July January
2009 2010 2010 2010

Guarantee scheme

Scheme . Budgetchanged  Prorogation -
‘approvedupto | | . untilJun 2010 ‘Prorogation . Prorogation
Dec 2009 . Budget changed .until Dec 2010 until Jun 2011
€20bn . €16bn . €9.15bn °

Recapitalisation scheme

P T T T T T T T T P TP P PP PP PP P TP P T T T T T T T T P TP P PP PP PP P TP NN ENEEENSENEEEEESsEsEsEEEEsESENSEEESESEESESEE  SeNSEEEESESNSRNSESESESSESEERESESESEESESEEEESEEREEE

 Regime aprovado Prorogation P P

até Novembro de .until June 2010 = Prorogation . Prorogation

: 2009 ‘Budget changed . until Dec 2010 “until June 2011
€4.000M €3 bn*

SRS | SRS | R | SRS |

The use of both schemes must not exceed EUR 9.15 bn
60-A/2008 63-A/2008 3-B/2010 Source: APB, European Commission — DGCOMP, Direc¢ao Geral do Tesouro e Finangas

OVERVIEW OF THE PORTUGUESE BANKING SYSTEM NOVEMBER 2015 60



ASSOCIACAO
PORTUGUESA
DE BANCOS

Timeline of public recapitalisation schemes and personal
guarantees from the state to credit institutions during the EFAP

May/Jun

2012

Dec

2012

Prorogation

~until Dec .
' i Prorogation :

EE i Prorogation

Guarantee scheme

§§Prorogation Prorogatlon Prorogatlon Prorogatlon EProrogation%

12011, Pmrogat'on prror ;oo

gbudget unt|I Jun éguntll Dec unt|I Jun éguntll Dec  : untilJun “until Dec  until Jun i i until Dec
12012 2012 2013 _2014 _2014 _2015 £2015
‘changed €35 i
bn ..........................................................................
%Prorogation : :

131 Dec 2011 ! Prorogation Prorogation

‘budget ‘until Dec ¢ ‘until Dec ¢

‘changed 12012 12013

€12 bn

......................................

Lein2 48/2011
Lei n2 4/2012

.....................................

.....................................

Source: APB, Comissdo Europeia — DGCOMP, Direc¢do Geral do Tesouro e Finangas
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The Portuguese banks survived the financial crisis without
state support in terms of recapitalisation ...

State support schemes used until the end of June 2011

Up to the end of June
Not used* 2011:

Recaplta!lzatlon EUR 3 bn
(Equity)

2=
EUR 4,95 bn PEa=0EE RN 3 operations in 2008

Guarantees EUR 9,15 »
bn

= 6 banks (including CGD)
had used the guarantee
scheme

= 2 operations in the
amount of EUR 75 m had
been amortised (one in
< EUR 1.000 M 2009, the other in 2010)

> EUR 100 M 2 operations in 2009 = The guarantees in effect
totalled EUR 4.875 bn, i.e.

53% of the existing
1 operation in 2008, budget

<EUR 100 M

2 operations in 2009

* It was not used by private banks. In December 2010, CGD increased its capital by EUR 550 m, EUR 56 m of which came from the budget of the recapitalisation scheme.

Source: APB, European Commission — DGCOMP, Direc¢ao Geral do Tesouro e Finangas
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... meanwhile the public debt crisis led to an increase in the use
of state guarantees.

Use of guarantee scheme after July 2011

Guarantees

3=
EUR 16,5 bn

—)

> EUR 1.000 M

<EUR 1.000 M
>EUR 100 M

<EUR 100 M

10
new operations

3
new operations

3
new operations

= After the July 2011.:

o 6 banks used the guarantee scheme in new funding operations
o New operations totalled EUR 16.525 bn, i.e. 47.2% of the budget

Source: APB, European Commission — DGCOMP, Direc¢ao Geral do Tesouro e Finangas
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Use of the recapitalisation scheme occurred later, to comply with
the rules imposed by Banco de Portugal and the EBA.

Use of recapitalisation scheme

2= = At the end of December
EUR 5,6 bn* 2014, the banks that used
3 operations between June 2012 the scheme had repaid EUR
» and the beginning of 2013 4.025 billion. The amount
used to date was EUR 1.575
Recapitalization billion
3=
EUR 3,9 bn*

1 loan to the Resolution Fund in

» August 2014

* Does not include recapitalisation of CGD in June 2012, to the amount of EUR 1.65 million.

Source: APB, European Commission — DGCOMP, Direc¢ao Geral do Tesouro e Finangas
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State aid used by Portuguese banks up to 2010 was 3% of GDP,

rising to 19% in 2013.

268%

State aid to the financial sector as a percentage of GDP * 2008-2010
M Total support without
2008-2013 guarantees
M Guarantees
67%
214% 21% 129
0,
= 63% 62% ° 18% 17% 16% 12% 10% 10% 8% 6% 3% 0%
[ |
28%
23% 13? 19%
0,
] ’ C 1% 7% g5y 14y
[ ] 10% 10% 9%
— — ’ ° 6% 6% 5%
— H = e - o=
o X 2 S Q& S 2 % Q 2 Q@ Q 2

N S & N > (\6 Q S N N Q 2 & 2

2 & ¢ Q R 3 2 9 @ S 3 N 3 e
& & N ) S N N NS & S N <
N QQ/ 9 C ’\@e +®(° 0@ Ve 3 %$
¥ »
B Recapitalisation Measures Guarantees B Asset relief interventions B Liquidity measures other than guarantees

* The data on guarantees and injections of cash are for 2009, at the peak of use of these instruments in Europe.

Source: European Commission
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Guarantee commissions paid and payable by credit institutions.

Commiissions paid and payable annually* (EUR millions)

2008
2009
2010
2011
2012
2013
2014
Total amount paid until 2015
2015
2016

2017

* Estimates.

_op

_Ele

_.._1453

__-_Jsae

_ 4 2286

_ 4 211,7

_ 4 199,2
}iiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiil7515 m
75 301

__'_7 19,2 > = EUR 807,4 Million
_ESJ

Source: APB, Direc¢do Geral do Tesouro e Finangas
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The rise in credit risk in Portugal led to an increase in
impairments recorded by the banks, which affected their
profits.

the profits of the Portuguese banking sector

were adversely affected not only by an increase
Portuguese banks’ consolidated net interest income, impairments in impairments but also a reduction in net

and profits before tax (Emillions " interest income. In spite of the stabilisation of

net interest income in 2014, the high level of
impairments continued to condition Portuguese

M Net interest income , i
banks’ profits.

B Impairments
@ | [ncome before tax

______________________________________________

8.863
3.164 7.908 7.849 7.946

2007 2008 2009 2010 2011 2012 2013 2014

Source: Banco de Portugal
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Return on Portuguese banking assets has fallen in recent years and
has not kept up with the European recovery.

ROA and ROE of the Portuguese banking sector were positive
in the first half of 2015 for the first time since 2012. Profits
benefited from lower levels of impairment and operating costs
and gains in financial operations.

ROA - return on assets*

0,
0,8% 0,8%

02% 02% 1o

-0,1% -0,1%

H2008 ®2012
"2,0% m2014 H®Jun-15
Greece Spain Ireland Italy France Portugal EU Germany United

Kingdom

* Data from banking groups and domestic banks on a consolidated basis.

Source: ECB
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Performance was similar if we look at return on equity..

i ROA and ROE of the Portuguese banking sector '
. were positive in the first half of 2015 for the first i
i time since 2012. Profits benefited from lower levels i
ROE - return on equity* ' of impairment and operating costs and gains in i

financial operations.

13,3% 12,7%

0,
4,9% 3,495 o

2,5% 2,2% 1,2% 1,6% 3,0%2/7%

139 25% 1,5% 199 S028,7%

| 2008

M 2012
-25,6%
° 27,2%

-30,9% M 2014 M Jun-15

Greece Spain Ireland Italy France Portugal EU Germany United
Kingdom

* Data from banking groups and domestic banks on a consolidated basis.

Source: ECB
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In addition to low profitability in the sector, the cost of equity was
higher than the return on equity, resulting in value destruction.

Return on Equity vs. Cost of Equity*

30% - Portugal 25% - European Union**
20% - 20% A
10% - 11,6%  15% 1
0, 0,
/ 6,3% 10% - 11,3%
O% T T T T T 1
5% 1 4,5%
-10% - 7% 4% -4%
0% T T T T T T T T T T 1
-20% -
O 21% =%
21% . -5%
-30% - 24% 6% 10% - 8% 99 7%
. -11%
- 0,
-40% - 34% -15% - 2% -13% q39
g o & ® Y Q N oD ™ \e) ) o QA ) ) Q SN ) > &
O \) O Q \) N Sy > Sy Y Y O \) Q Q Q " Sy Y " M Y
DS I S SO S S S S N SIS S SO S S S S N
Difference ===Return on equity (RoE) Cost of Equity (CoE) Difference ===Return on equity (RoE) Cost of Equity (CoE)

2015 figures correspond to the first semester.
** Global Systemically Important Banks (G-SIBs)
Source: APB, Banco de Portugal, Bloomberg
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Since 2011, Banco de Portugal has conducted several inspections
of the largest Portuguese banking groups to assess whether they
had reached an appropriate level of impairment.

1st exercise 2nd exercise 3rd exercise 4th exerciise

2nd half 2011 2nd half 2012 Jun —Jul 2013 Oct 2013 — Mar 2014

* Increase in capital
requirements: 0.6%
®Impact on Tier 1 ratio:
from 9.1% to 8.8%

Reference date: 30 June 2011 | 30 June 2012 | 30 April 2013 | 30 September 2013
__________________________________________ N N R —
] ] ]
Scope: = Assessment of credit I = Assessment of credit | = Assessmentof credit | =12 economic groups
portfolio (EUR 281 billion - i portfolio— exposure to i portfolio (EUR 93 billion i (EUR 9.4 billion)
72% to 100% of each bank’s | construction and real I analysed) !
total portfolio) | estate sectors in Portugal | |
1 . 1 1
= Validation of capital 1 and Spain (56% of : :
requirements for credit risk i populat|o.n .analysed - i i
=Assessment of parameters i EUR 69 billion) i i
and methods used in in ! ! !
stress test exercises. | | |
i i i
1 1 1
------------------------------------------ -
Results: * Need to reinforce I ® Need to reinforce I " Need to reinforce * Need to reinforce
impairments : i impairments : i impairments : EUR 1.127 impairments :
EUR 596 million I EUR 474 million I billion (reinfroced by 30 EUR 1.003 billion
i i
1 1
1 1
1 1
1 1
1 1
1 1
1 1
1 1

1
1
1
1
1
1
1
1
June 2013) |
1
1
1
1
1
1
1
1

Source: Banco de Portugal
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Portugal’s GDP has stabilised in positive territory in the last two
years, after a deep recession. It is still 6.4% lower than in 2007,
however.

Growth in GDP (contribution per component %)

8%
6%

3%

1% Ill..- "l..k‘

-5% -

1,4%

ATTTYL]

-,
-,
-
-
.

_____________________________

i In spite of growth in exports, the i
7% - contribution of foreign demandis |
. negative due to the performance of
-10% - : imports because of an increase in E

domestic demand.

______________________________________

-12% -
Mar-07 Out-07 Mai-08 Dez-08  Jul-09 Fev-10  Set-10  Abr-11 Nov-11 Jun-12  Jan-13 Ago-13 Mar-14 Out-14 Mai-15

m Internal demand I Net exports @ GDP

Source: INE
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Since the beginning of the EFAP, the economy’s need for foreign
funding fell. Since then, it has reached T tinding capacity of financial firms fell from |

and preserved positive readings for the
first time.

Need/ funding capacity of the economy
(per institutional sector, as a % of GDP)

6%

2%

-2%

-6%

-10%

-14%

Dec-99 Feb-01 Apr-02

Source: INE

! 1
! 1
| 5.1% to 2.6% from the second to the third quarter |
. of 2015. This reflected the basic effect of the |
: recording of the capitalisation of Novo Banco asa |
i transfer of capital in the third quarter of 2014. The |
'symmetry effect dictated a reduction in the need fori
I funding from the public administration. I

_____________________________________

== General Government

Jun-03 Aug-04 Oct-05 Dec-06 Feb-08 Apr-09 Jun-10 Aug-11 Oct-12 Dec-13 Feb-15

=—=Households

——Financial corporations =~ ===Non-financial corporations = =—Total
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The unemployment rate fell considerably as of 2013, though it is
still high from a historical perspective.

_______________________________

2013, the unemployment rate has been

Number of unemployed (in thousands) and unemployment rate (%) falling and was 12.2% in the third quarter

of 2015

18% - el - 900
'"\ Vel
w# - 850
16% - IJ- ,|¢-' \t - 800
( N
Y Ine - 750
[s) . n N\

14% yr N 700

\
Lo p \__| 650
( - 600

b

10% - 7 - 550
- 500
8% - - 450
- 400
6% T T T T T T T T T T T T 350

Jan-05 Nov-05 Sep-06 Jul-07 May-08 Mar-09 Jan-10 Nov-10 Sep-11 Jul-12 May-13 Mar-14 Jan-15

mmm Number of unemployed persons (thousands, rhs) —Unemployment rate (%)

Source: INE
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Methodology

=  Unless otherwise explicitly indicated, all the balance sheet data are aggregates of the total banking
system of the country in question.

=  The balance sheet data analysed in this publication are mostly on a separate basis, aggregated for the
whole banking system.

=  The item credit balance includes the following financial instruments :

o Loans, certificates of deposit, repurchase agreements, certificated credit operations, non-performing loans and
doubtful debts.

=  The solvency analyses were based on the financial institutions’ consolidated data.
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