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Portuguese banking system - 4™ quarter of 2018

Balance-sheet structure

The banking system's total assets increased
by 0.2% from the third quarter of 2018, due
to arise of 1% in the debt securities portfolio
(particularly public debt securities) and of
0.7% in loans to customers, partly offset by a
reduction in equity holdings (-0.1 p.p. of
assets) and in non-current assets held for
sale (-0.3 p.p. of assets).

Central bank funding remained at 5.3% of
assets in the fourth quarter, which was the
lowest value recorded since the first quarter
of 2010.

The banking system’s liquidity position
remained at comfortable levels, with a
loan-to-deposit ratio of 88.9% and the
liquidity coverage ratio at 196.5%.

Asset quality

The NPL ratio remained on a downward
trend, standing at below 10% (9.4%) at the
end of 2018, which meant a quarterly
reduction of 1.9 p.p.. These developments
vis-a-vis the previous quarter result from a
sharp reduction in the stock of non-
performing loans of NFCs and Households
by €3.8 billion and €1.3 billion respectively,
thus leading to an NPL ratio net of
impairments of below 5% (4.5%).

Since its historical peakin June 2016, the NPL
ratio declined by 8.5 p.p. (NFCs: -11.9 p.p,;
Households: -4.1 p.p.). This reflects a
reduction of almost 50% of the total NPL
stock (NFCs: -49%; Households: -46%),
corresponding to a decline of €24.6 billion
(NFCs: -€£16.1 billion; Households: -€5.9
billion).

The NPL impairment coverage ratio declined
by 1.4 p.p. in the quarter under review, to
51.9%, due to a decline in the NFC's NPL
coverage ratio.

Chart 1 « Central bank funding and loan-to-
deposit ratio
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Chart 2 « NPL ratios
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Chart3 « NPL coverage ratios
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Profitability

In 2018 bank profitability measured by
return on equity (ROE) and return on assets
(ROA) increased from the previous year by
3.7 p.p. and 0.3 p.p. respectively, to stand at
7.1% and 0.7%. The rise in ROA was mostly
determined by a significant reduction in
provisions and impairments (0.6 p.p. of
assets), in particular credit impairments. This
led to a 0.6 p.p. decline in the loan loss
charge, to 0.4%.

Total operating income made a negative
contribution to the evolution of ROA (0.4
p.p.). This was due to a decline in profits from
financial operations, associated to losses on
credit sales and the dissipation of the base
effect related to the recording, under other
operating income in 2017, of instalments
related to the contingent capitalisation
scheme envisaged in Novo Banco's sale
contracts.

The less marked reduction of operational
costs (1.9%), in the context of a fall in total
operating income, was reflected on a
decrease in the banking system’s efficiency,
as measured by the cost-to-income ratio,
which stood at 60.3% (52.8% in 2017).

Solvency

In the fourth quarter of 2018 solvency ratios
declined slightly, with the total capital ratio
and the Common Equity Tier 1 (CET1) ratio
standing at 15.1% and 13.2% respectively.
This development was in part due to the
change of Novo Banco's parent undertaking
- for the purposes of prudential supervision
- to LSF Nani Investments S.a.r.l.

The decline in risk-weighted assets led to a
0.7 p.p. decrease in the average risk weight,
which stood at 54.4% at the end of 2018.

The leverage ratio declined slightly to 7.3%,
remaining far above the minimum
benchmark defined by the Basel Committee
on Banking Supervision (3%).

Chart 4 « Return on equity (ROE), return on

assets (ROA) and recurring operating result
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Chart 6 « Own funds ratios and leverage ratio
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Table 1 « Portuguese banking system indicators @

Motes Unit Dec.08 Dec.14 Dec.15 Dec.16 Dec. 17 Sep. 18 Dec. 18
Assets
Losns to customers (net) {1 % 70.2 60.4 &60.0 60.7 60.6 Se e 547
Debt securities 1) % 106 175 183 185 18.2 213 214
Portuguese government debt securities 2) % 05 64 6.6 71 23 28 28
Totel essets £ billien 47465 4257 407E 386.1 3813 3837 345
Total essets (gross) / GDP (nominal) ¥ 265.3 2480 228.7 207.0 1959 1817 180.8
Liquidity and funding
Central benk funding 1) % 3.0 7.9 7.0 6.4 6.3 53 53
Interbank financing (net) (1)) I 9.2 45 a7 & %) £.3 6.1
Customer deposits {1 L] 459 592 62.4 63.6 B5.5 664 67.1
Ligkilities represented by debt securities (1) ¥ 223 88 75 6.1 48 43 42
Equity (1) i 55 7.2 2.1 77 a5 a3 o1
Loen-to-deposit (Ltd) ratic 3 % 1529 1020 96.1 95.5 925 234 839
Highly liquid assets ) % n.a. n.a. n.a. 113 148 158 17.2
Liquidity coverage ratio (LCR) {5) L] n.a. n.a. n.a. 150.8 1735 185.0 196.5
Asset guality
Mon-performing loans (gross vslue) £ millien n.a na. 49818 46361 37,001 31,171 25850
Mon-performing loans (net of impairments) £ millicn n.a. na 29512 25364 18728 14541 12428
MPL ratic - Total (6) ¥ n.a. n.a. 175 17.2 133 113 g4
MPL ratic - Househelds {8) L] n.a. n.a. g4 87 71 6.1 g1
MPL retic - Men-financisl corporstions &) I n.s. n.s. 283 255 252 221 185
MPL ratic net of impairments - Total N % n.a. n.a. 104 g4 8.7 53 45
MNPL impsirment coversge ratio - Total 8) % n.a. n.a. 40.8 453 454 534 519
Cowverage ratic - Households 8] I n.s. n.s. 36.2 354 371 387 41.0
Coversge ratio - Mon-financis| corporstions 8) ¥ n.s. n.s. 444 483 539 587 56.3
Profitability ™
Return on ass=ts (ROA) 5 % 03 -13 0.2 06 03 08 07
Recurring opersting result {10} il 0.9 04 06 07 08 0.9 0.9
Return cn equity (ROE) {11) ¥ 57 -19.4 2.2 -7.3 33 87 71
Profit or loss for the yesr £ millien 970 5311 324 1,249 -88 2,248 1,084
Cost-to-Income 12) % 556 65.5 60.9 524 528 56.1 60.3
Lcan loss charge {13) % 07 22 1.2 18 1.0 04 04
Solvency
Commeon Equity Tier 1 {Core Tier 1/CET 1) (14),{(15) ¥ 122 113 124 114 139 135 132
Additionsl Tier 1 (AT 1) 14 i n.e. 0.1 0.2 03 0.6 07 0e
Tier 2 (14) % n.a. 0.9 0.7 0.6 0.7 1.2 1.2
Leversge rstic {18) % n.a. 8.5 7.6 6.6 78 77 73
Average risk weight [ ¥ n.a. 60.9 60.6 589 56.0 55.2 544
Motes:

(g) Banking system dsts sre besed on accounting infermation on & consclidsted basis from credit institutions end investment firms, reported
to Bance de Portugsl for supervisory purposes.

{b) Profitability indicstors sre calculsted with snnuslised flows sccumulsted up to the reference pericd.

(1) As 8 percentsge of totsl assets.

{2) Monetary and financisl ststistics. As s percentsge of other menetsry financial institutions’ assets.

{3) Ratic of customer loans to customer deposits.

{4) Correspends to the emount of liquid assets held by credit instituticns that sstisfy requirements set in the Commission Delegsted
Regulstion (EU) 2015/61 of 10 October 2014. As 5 percentage of totsl sssets.

{5) Ratic of svsilsble highly liquid sssets snd net cash cutflows calculsted under s 30-dsy stress scensrio.

(€) Ratic of the gross velue of non-performing loens to the totsl gross velue of lcans.

{7) Retic of nen-performing leans net of impsirments to the totsl gross value of loans.

{8) Ratic of impairments for non-performing losns to their gross value.

(9) Prefit and loss before taxes as 8 percentage of average assets.

{10} Met interest income snd net commissions less operstionsl costs; ss s percentsge of sverage assets.

{11} Profit and loss before taxes &5 8 percentsge of average equity.

{12} Rstic of cperstional costs to totsl cpersting income.

{13} Flow of credit impsirments as & percentsge of totsl sversge gross credit granted to customers.

(14) As & percentsge of risk-weighted assets.

{15) The transition to s new prudentisl regime in 2014 led to structursl bresks in solvency indicstors, sccounted for by methodologicsl
differences in the calculstion of own funds components, sffecting the comparability of ratios vis-g-vis previous yesrs.

{16) Up to June 2016 it corresponds to the ratic of Tier 1 capital to totsl sssets. From September 2016 cnwards it correspends to the ratic of
Tier 1 capital to totsl exposure (including on- and off-balance sheet assets and derivatives).

{17) Rstio of risk-weighted sssets to totsl assets.
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