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Introductory Note 

 

The purpose of the present document is to reveal, under a predominantly prudential 

perspective, detailed information on the exposures, own funds, risk management, system of 

governance and remuneration policy of the Caixa Económica Montepio Geral (CEMG), 

according to Part VIII of Regulation (EU) no. 575/2013 of the European Parliament and the 

Council of 26 June 2013, concerning the prudential requirements for the credit institutions and 

for investment companies, so as to complement the information required within the scope of the 

financial statements. 

 

The reported figures are displayed according to the classifications dictated by the regulatory 

prudential rules complied with by CMEG, imposed by Portuguese or EU law and based on the 

recommendations of the Basel Committee on Banking Supervision. 

 

The monetary amounts presented, unless otherwise specified, are in thousands of Euro and 

reflect the positions of the CEMG Group on 31 December 2015. 

 

1. Declaration of responsibility  

 
With regards to the information provided in the “Market Discipline” document, the Executive 

Board of Directors (EBD) of the CEMG: 

 Confirms that all procedures deemed necessary were carried out and that, to its 

knowledge, all the provided information is true and accurate; 

 Ensures the quality of all provided information; 

 Undertakes to disclose, in good time, any significant changes which may take place 

during the financial year that follows the one the document refers to; 

 

The information on the activity and events at the CEMG may be consulted on the website 

https://www.montepio.pt/SitePublico/pt_PT/institucional/grupo/caixa-economica.page, the 

information contained on the Information to Investors page 

https://www.montepio.pt/SitePublico/pt_PT/institucional/grupo/caixa-economica/informacao-

investidores.page. being particularly relevant. 

2. Scope of Application  

 
The scope of the information provided in the present report is the consolidated basis for 

prudential purposes of the Caixa Económica Montepio Geral Group, comprising: 

• Caixa Económica Montepio Geral (“CEMG”); 

• Banco Montepio Geral Cabo Verde - Sociedade Unipessoal, S.A., (“MG Cabo Verde”); 

• Montepio Holding, SGPS, S.A., which includes the following holdings: 

- Montepio Investimento, S.A., which includes the following entity: 

- Montepio – Capital de Risco, Sociedade Capital de Risco, S.A.; 

  Fundo de Capital de Risco Montepio Crescimento 

- Montepio Crédito, S.A.; 

- Montepio Valor - Sociedade Gestora de Fundos Mobiliários, S.A.; 

- Finibanco Angola, S.A.;  

- Banco Terra, S.A. 

• Montepio Recuperação de Crédito, ACE; 

• Pelican Mortgages No.1 PLC; 
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• Pelican Mortgages No.2 PLC; 

• Finipredial Fundo de Investimento Aberto; 

• Montepio Arrendamento – Fundo de Investimento Imobiliário Fechado para 

Arrendamento Habitacional; 

• Montepio Arrendamento II – Fundo de Investimento Imobiliário Fechado para 

Arrendamento Habitacional; 

• Montepio Arrendamento III – Fundo de Investimento Imobiliário Fechado para 

Arrendamento Habitacional; 

• Polaris – Fundo de Investimento Imobiliário Fechado; 

• Portugal Estates Fund (PEF) – Fundo de Investimento Imobiliário Fechado; 

• Carteira Imobiliária – Fundo Especial de Investimento Imobiliário Aberto. 

 

 

 

Table 1 – Consolidated entities in the CEMG Group 

 
 

 

 

In the previous table are highlighted the entities which are consolidated in the accounts, 

including the country on which they are based and the CEMG percentage of the holding, to 

date, in their share capital. For each entity, the figure of its total asset value is presented, as 

well as the contribution to the risk-weighted assets of the CEMG Group (including all the 

regulatory adjustment and weights in force at the time). The accounting consolidation method of 

each of the entities is also presented. 
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3. Risk Management Purposes and Policies 

3.1 Declaration on the appropriateness of the risk management measures 

 

The EBD ensures that the risk management system implemented in the Bank, as well as the 

procedures and measures aimed at ensuring that the established risk limits are complied with, 

is appropriate for ensuring the correct execution of the business strategy, considering the profile 

and size of the CEMG. 

3.2 Declaration on the overall risk profile and its relation with the business strategy 

 
The risk appetite is based on certain principles – namely soundness, sustainability and 

profitability – and defined according to the business strategy and to the positioning in the 

intended market. The CEMG examines the risks that it faces in its activities and identifies those 

which are materially relevant For these, goals are established according to the desired level of 

return and strategy, tolerance levels, i.e., risk variation range which may lead to discussions and 

decisions on corrective measures, and limits which, if exceeded, may lead to immediate 

corrective measures. 

 

The EBD's main concern in defining the risk appetite consists in its alignment with the other 

organizational components (business strategy and global vectors of risk strategy). In addition to 

that, the EBD intends to ensure that the risk appetite is well understood by the whole 

organisation, mainly by the business units responsible for decision-making, which can affect the 

risk exposure and its monitoring. 

 

The EBD determines the maintenance of solid balance sheet ratios, through a strong capital 

position and a stable and safe liquidity profile, which enable to face stress situations. The EBD 

intends to ensure sufficient capital to meet the regulatory needs, to cover potential losses, with 

a optimised balance sheet structure which enables to maintain a stable financing capacity and 

strong liquidity reserves, limiting the risk of potential liquidity problems and ensuring the 

continuity of its operations, without the intervention of the supervisors and the protection of its 

depositors and holders of non-subordinated debt. 

 

More specifically, the CEMG has clear goals, defined in its strategic plan, for capital ratios, 

credit to deposits ratio and liquidity coverage ratio (LCR), besides a feasible and sustainable 

business model aligned with the risk appetite.  

 

3.3 Strategies and procedures 

 

The CEMG is subject to risks of various nature within the scope of the implementation of its 

activity. The risk management of the various companies within the CEMG Group is carried out 

in a centralised manner in coordination with the local departments and taken into consideration 

the specific risks of each business. 

 

The Group's risk management policy strives for the constant maintenance of an appropriate 

relationship between its own capital and the activity performed, as well as the corresponding 

risk/return profile assessment per line of business. In this context, the monitoring and control of 

the main types of financial risks - credit, market, liquidity, real estate and operational - to which 

the Group's activity is subject become particularly relevant.  
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The CEMG Group's global risk management falls within the competence of the EBD, and it is at 

that level that the tolerance levels and the maximum risk limits, which are to be willingly taken 

on a global level for each specific risk deemed materially relevant, according to the strategic 

goals and business plans, are defined. This policy is regularly reviewed in light of the results 

obtained and the levels defined for the risk indicators and limits. 

 

The efficient risk control and management have been playing a crucial role in the balanced and 

sustained development of the CEMG. Besides contributing to optimising the relationship 

between profitability and risk of the various lines of business, they also ensure the maintenance 

of a conservative risk profile with regards to solvency and liquidity.   

 

The risk management pursues the following main goals: 

• Identification, quantification and control of the different types of risk taken, progressively 

adopting uniform principles and methodologies; 

• Ongoing contribution to the improvement of support tools to the structuring of operations 

and development of internal techniques of performance assessment and optimisation of 

the capital base; 

• Follow-up of the CEMG's internationalisation strategy, and collaborating in the design of 

organisational solutions and in the monitoring and reporting of the risk taken by the 

different international units. 

 

3.4 Structure and organisation 

 

The EBD, in performing its duties, is responsible for the strategies and policies to be adopted 

with regards to risk management, which includes the approval of the principles and rules of the 

highest-level that must be complied with during that management. 

 

Committees of Support to the EBD have been formed and constitute structures dependent on 

the EBD, functioning as forums of discussion and support to the decision-making, through the 

formulation of proposals and recommendations to the EBD in the areas of its scope of 

intervention. 

 

The Assets and Liabilities Committee (ALCO) is responsible for following up the management of 

Capital, Balance Sheet and Profit and Loss Account. Among its duties, there are some that can 

be highlighted, such as the formulation of proposals and recommendations to the EBD bearing 

in mind the updating of the CEMG's risk profile, the establishment of limits to risk-taking, the 

management of liquidity or capital positions, the adoption of recovery measures, taking into 

account the scenario of activity expansion, the macroeconomic environment and the indicators 

referring to the real and expected evolution of the different risks. 

 

The Internal Control Committee aims to support and assist the EBD in matters related to the 

internal control system, so as to ensure its adequacy and efficiency and the compliance with the 

applicable provisions, as well as to promote the ongoing improvement and the alignment with 

the best practices in this area. Among its duties, there are some that can be highlighted, such 

as the formulation of proposals or recommendations to the EBD with a view to the optimisation 

of the internal control system and the improvement of the operational risk levels and the 

implementation of the corrective or improvement measures according to the defined schedule. 
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At the Risk Committee, the evolution of the exposure to the different types of risk is monitored, 

and proposals and recommendations are formulated and issued to the EBD with a view to 

promote the improvement of the risk management procedures. 

 

The Business Committee examines and defines the characteristics of new products and 

services, as well as traded products and services with regards to their adequacy to the risk 

policy in force at each moment and the regulatory framework. 

 

The analysis and monitoring of the Pension Fund management is the responsibility of the 

Pension Fund Follow-Up Committee, which issues opinions on possible proposals of change to 

the management policy in force at each moment. In addition to that, the CEMG takes part in the 

Future Investments Committee, a body which takes management decisions regarding the 

Montepio Pension Fund. 

 

The Property Risk Committee follows up the property risk management, formulating proposals 

or issuing recommendations to the EBD with a view to promote an enhanced management of 

the property risk in line with the defined global goals. 

 

The purpose of the Risk Department (RID) is to support the EBD in the taking of decisions 

related to the management of the different types of risk inherent to the activity, within the Group.  

 

This Department ensures the analysis and management of the Market, Liquidity, Interest Rate, 

Credit, Property and Operational risks, providing advice to the EBD, namely through the 

proposal of regulations and models of management of the different risks, the formulation of 

management reports which form the basis of the decision-taking and the taking part in 

Committees of Support to the EBD. 

 

The RID also ensures the compliance with the set of prudential reports to the supervisor, 

namely in the area of capital requirements, control of major risks, liquidity risk, interest rate risk, 

country risk, counterparty risk, self-assessment of the adequacy of Own Funds, Market 

Discipline, Recovery Plan and Resolution Plan. 

 

In addition to that, within the scope of the credit risk management, the Credit Analysis 

Department ensures the appraisal of credit proposals of companies and individuals. 

 

The internal audit function, ensured by the Audit and Inspection Department, constitutes an 

integral part of the internal control system monitoring procedure, carrying out complementary 

autonomous appraisals on the controls realised, and identifying possible defects and 

recommendations, which are documented and reported to the board of directors. 

 

The functions of the Audit and Inspection Department involve the carrying out of audits to the 

Risk Managements procedures, according to the guidelines issued by the supervisors, including 

the independent review of the internal models of risk assessment and the calculation of the 

minimum capital requirements for hedging. Based on the results of the carried out audits, 

measures are recommended and the follow-up of these is constantly pursued so as to ensure 

that the necessary measures are adopted and that they are adequately managed. 

 

The compliance function, carried out by the Compliance Office, subordinated to the EBD, 

pursues, as its main responsibility,  the Compliance risk management, which translates into the 

risk of legal or regulatory sanctions, of financial loss or loss of reputation arising from the failure 

to comply with the law, regulations, code of conduct and sound banking practices.  
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The compliance risk is mitigated through the promotion of a culture of compliance, of 

observation by the Group entities and their workers of the applicable law through an 

independent intervention, together with all the organic units. 

 

The compliance function is responsible for defining the respective compliance control 

mechanisms and procedures and carry out the respective monitoring, promptly providing the 

Executive Board of Directors with all information regarding any evidence of infringement of legal 

obligations, rules of conduct and of relationship with clients or of any other obligations which 

may cause the institution or its workers to incur an administrative offence.  

 

Plans, programs or measures, supported by information systems, and procedures, providing a 

high degree of reliability regarding the risk management measures which are defined in good 

time, are drawn up and set according to the nature and relevance of the risk. 

 

 

3.5 Information and risk measurement systems 

 

The CEMG is exposed to a number of risks, namely capital, credit, concentration, market, 

interest rate, liquidity, property and operational risks. All risks identified as material risks are 

subject to a regular control and to mitigation actions so as to reduce the potential losses for the 

CEMG Group. The monitoring of these risks is centralised at the RID, which informs the EBD of 

its evolution and proposes intervention measures whenever necessary. 

 

 

Capital Risk 

 

The capital risk consists in the possibility that unexpected potential losses may occur, 

compromising the institution's capacity to meet the capital needs defined by prudential 

regulations. In this context, the CEMG's goal is to maintain a sufficient level of capital so as to 

make it possible to ensure capital ratios at least equal to the prudential limits, to ensure a strong 

resilience in face of adverse scenarios and to make it possible to cover unexpected losses and 

keeping the institution on the market in competitive and sustainable conditions. 

 

With that purpose in mind, the CEMG establishes metrics to control that risk, such as the 

prudential ratios of capital CET1, TIER1 and Total Capital and the leverage ratio, on the 

individual and consolidated basis and in phasing-in and full implementation. In addition to that, 

the internal capital ratio (Pillar II) obtained at the ICAAP at a baseline scenario and in stress 

scenarios are also analysed. 

 

For these ratios, there is a monthly control in order that corrective measures can be taken in 

case they stray away from the goals and limits set. 
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Credit risk 

 

The credit risk is associated with the degree of uncertainty of the expected returns, by inability 

either of the borrower (or guarantor, if there is one), the issuer of security or the counterparty in 

a contract to comply with the respective obligations. 

 

The fundamental principle of the credit risk analysis is the independence with regards to 

business decisions. In the analysis, instruments are used and rules are defined according to the 

materiality of the exposures, the familiarity with the types of risk in question (i.e. the capacity of 

modelling of those risks) and the liquidity of the instruments. 

 

The credit risk models play an essential role in the credit-decision procedure. Therefore, the 

procedure of decision of credit operation transactions is based on a set of policies making use 

of scoring models for the portfolios of Individual clients and Businesses and rating models for 

the Corporate segment. 

 

Regarding the analysis methodologies, within the scope of the credit risk, the risk control 

techniques and models are based on econometric modelling, supported by the experience of 

the institution in granting various types of credit and also, whenever possible, at the level of 

recovery.  

 

The credit decisions depend on the risk classification and the compliance with various rules on 

the financial capacity and the bidding behaviour. There are reactive scoring models for the main 

credit portfolios to individuals, namely mortgage credit and individual credit, which consider the 

necessary segmentation between client and non-clients (or recent clients).  

 

In the field of credit to companies, internal rating models are used for medium to large-sized 

companies, the construction sector and the tertiary sector being differentiated from the 

remaining sectors, while the scoring model of Business is applied to the Sole Proprietors clients 

(“SPs”) and micro-companies. 

 

The internal rating models carry out the classification of the companies in 7 performing risk 

categories and another one in default
1
.  

 

The reactive scoring model of mortgage credit has a scale comprising 8 categories and the one 

concerning individual credit comprises 10 categories for each one of those portfolios, including 

in both situations clients and non-clients. The reactive scoring of credit cards carries out the 

classification of credit proposals in 4 risk categories. 

 

The principle of involvement in the analysis of credit risk is based on the materiality of the 

operations. Limits for companies, by operation amounts, risk classification and global exposure 

classification are defined, with a mandatory opinion by credit analysts independent from the 

business decision.  

 

The opinions include the exposure limit attributed to the maturity of the operation, taking into 

consideration the cash-flow generation capacity by the company and its financial charges. 

 

                                                           
1
However, the seventh risk category also comprises companies which are in default in the Portuguese financial system, 

even though they are performing at Montepio. 
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The strategies applied to the risk management of the institution take into account the capital 

requirements associated with the operations, through the definition of decision rules and the 

credit pricing. 

 

The pricing of the active operations reflects the respective expected loss, as well as the cost of 

debt capital and equity capital and also the administrative costs. The quantification of the 

referred to expected loss takes into consideration the marginal probabilities of default of the 

operation maturity, associated with the internal risk categories, as well as the severity of the 

loss, quantified through market estimates, considering the types of credit and collaterals.  The 

pricing also reflects the level of business relationship with the clients. 

 

The response of the scoring systems, internal ratings and internal price list tables can be 

exceeded, only for higher levels of decision, in accordance with the established principles of 

delegation of powers. The situations of denial are defined so as to reduce the adverse selection 

risk, and there is also at least one denial risk category. 

 

The credit denials are thus determined by the occurrence of credit-linked notes in the financial 

system, infringement of credit rules (e.g. effort rate) and whenever the incorporation of the risk 

in the pricing significantly worsens the adverse selection risk.  

 

Limits of intervention of the different decision levels, by operation amount and client global 

exposure, type of operation/collateral and pricing/ROE (Return on Equity) are also defined. This 

context reveals the principle that the highest hierarchy levels are competent to approve 

operations with a lower adjusted ROE of risk or higher exposures. These limits are approved by 

the EBD, to which belongs the highest decision level. 

 

The risk analysis also involves the regular internal reporting to the EBD and the implicated lines 

of business on the main types of risk. Within the scope of the credit risk, monthly internal reports 

are drawn up, with the main risk indicators of the credit portfolios and metrics on the use of the 

rating/scoring models. With regards to preventive monitoring, an alerts system is in force for the 

main indicators of increased credit risk, as well as a watchlist of follow-up of the biggest portfolio 

of credit to companies´ exposures. In addition to that, a report of exposure to counterparty risk 

is drawn up weekly. 

 

 

Concentration risk 

 

So as to minimise the concentration risk, the CEMG strives to diversify, as far as possible, its 

areas of activity and sources of income, as well as to diversify its exposures and source of 

financing.  

 

The concentration risk is analysed at the level of individual concentration and sector 

concentration and strives to reflect possible diversification shortcomings. 

 

The concentration risk management is carried out in a centralised manner, with a regular 

monitoring of the concentration ratios by the RID. Particularly, the concentration level of the 

major depositors and, with regards to the credit portfolio, the regional diversification degree, the 

individual concentration level and the diversification degree of the quality of companies are 

regularly monitored by the RID. 
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There are maximum exposure limits established per client/group of clients related to one 

another, as well as limits for the concentration of the biggest depositors. The limits established 

may only be exceeded, even if temporarily, if the EBD so approves. 

 

 

Market risk 

 

The concept of market risk reflect the possible loss that may be registered by a given portfolio 

as a result of changes to rates (interest and exchange rates) and/or to the process of the 

different financial instruments composing it, taking into account both the correlations existing 

between them and the respective volatilities. 

 

With regards to the information and market risk analysis, it is ensured the daily reporting on the 

own financial assets portfolios and those of other Group entities. At the level of the own 

portfolios, there are various risk limits which are defined, the Value at Risk (VaR) being the 

methodology used; plus, extreme scenario tests are also applied. There are different exposure 

limits defined, including global VaR limits, by Issuer, by type/category of asset and level of credit 

quality (rating). There also Stop Loss limits and Loss Trigger limits defined for the positions held 

for negotiation and available for sale.  

 

The CEMG calculates the VaR on a regular basis both for its trading book, both for the available 

for sale portfolio, and that value is ascertained on the basis of a day time horizon of 10 business 

days and at a significance level of 99% by the historical simulation method. The types of risk 

taken into account by the methodology are the interest rate risk, the exchange risk, the CDS 

risk, the options risk and the specific credit risk. 

 

The produced reports carry out the control of the various exposure limits, and the concentration, 

credit, interest rate and changes to price of assets risks, among others, are analysed. These 

analyses encompass the analysis of scenarios, namely the sensibilities of securities portfolios to 

changes of interest rates, of spreads, of exchange rate developments and to changes of the 

market prices of shares and properties.  

 

In the field of market risk, adding to the risk report of the CEMG global portfolio, there are also 

specific risk reports carried out for the trading book, as well as for the portfolios owning assets 

available for sale, and monthly reports of the Pension Fund portfolios.  

 

The interest rate risk assessment arising from banking book operations is carried out by 

analysing the sensibility to the risk, under a consolidated perspective for the entities comprising 

the consolidated balance sheet of the Group. 

 

The interest rate risk is assessed according to the impacts on the financial margin and on the 

net position and own funds caused by changes to the interest rates in the market.  The main 

risk factors result from the mismatch between the time limits for repricing and/or residual 
maturities between assets and liabilities (repricing risk), from the non-parallel change in the 

interest rate curves (yield curve risk), from the lack of a perfect correlation between different 

rates with the same repricing time limit (basis risk) and from the options associated with 

instruments enabling a diverse action on part of the stakeholders dependent on the level of 

contracted and practised rations in the moment (option risk). 

 

Based on the financial characteristics of each contract, the respective forecast of the expected 

cash flows is carried out, according to the repricing dates of rate and possible behaviour 

assumptions taken into consideration. 
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The aggregation, for each of the analysed currencies, of the expected cash flows on each time 

interval makes it possible to determine the interest rate gaps by repricing time period 

 

Following the Basel recommendations and the Instruction no. 19/2005 of 15 June from the Bank 

of Portugal, the Group calculates its exposure to the exchange rate risk based on the 

methodology of the Bank of International Settlements (BIS), classifying all the assets, liabilities 

and off-balance items, which do not belong to the trading book, by levels of repricing. 

 

With regards to the exchange risk of the banking book, the resources obtained in the various 

currencies are applied through assets in the respective money market and for time periods that 

are not superior to the resources time periods, wherefore the monetary gaps essentially result 

from possible mismatches between the time periods of the applications and those of the 

resources, as well as from the international activity of the CEMG, namely in Angola and 

Mozambique. 

 

With regards to the interest rate and exchange risks of the banking book, there are limits 

defined for the exposure to these risks, which are followed up in ALCO; the established limits 

may only be exceeded, even if temporarily, in case of approval by the EBD or application of 

measures of coverage of exposure.  

 

 

Liquidity risk 

 

The liquidity risk reflects the Group's inability in fulfilling its obligations at the respective maturity, 

without incurring in significant losses arising from a disintegration of the financing conditions 

(financing risk) and/or from the sale of its assets by values inferior to the market values (market 

liquidity risk). 

 

The assessment of the liquidity risk is carried out by using regulatory indicators defined by the 

supervisors, as well as other internal metrics for which exposure limits there are also defined. 

This control is strengthened with the monthly carrying out of stress tests, with the purpose of 

characterising the risk profile of the CEMG and ensure that the Group complies with its 

obligations in a scenario of liquidity crisis. 

 

 The control of the levels of liquidity aims to keep a satisfactory level of cash resources to meet 

the financial need in the short, medium or long term. The liquidity risk is monitored on a daily 

basis, and various reports are drawn up for the purpose of control and follow-up and support to 

the decision-taking process in the context of the ALCO committee. 

 

The development of the liquidity situation is carried out, specifically, based on the future cash 

flows estimated for various time horizons, considering the CEMG's balance sheet. The liquidity 

position on the day of the analysis and the amount of assets deemed highly liquid existing in the 

uncommitted securities portfolio are added to the ascertained values, thus being determined the 

liquidity gap accumulated for many time horizons. In addition to that, a follow-up of the liquidity 

positions from a prudential perspective is also carried out, those positions being calculated 

according to the rules required by the Bank of Portugal (Instruction no. 13/2009 of 15 

September), as well as a follow-up of the level of compliance with the liquidity prudential 

indicators, Liquidity Coverage Ratio (LCR), Net Stable Funding Ratio (NSFR) and Additional 

Liquidity Monitoring Metrics (ALMM), and of internal ratios, such as turning deposits in credit, of 

concentration of financing sources, of short-term financing and of eligible assets.   
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There are limits defined for various indicators of the liquidity risk, which are monitored through 

weekly and monthly reports. 

 

 

Property risk 

 

The property risk results from possible negative impacts on the results or level of capital of the 

CEMG, due to fluctuations in the market price of the immovable properties. 

 

The property risk results from the exposure in property assets (either resulting from credit 

recovery procedures or investment properties), as well as property funds units held in the 

securities portfolio. These exposures are followed-up based on analysis of scenarios which 

strive to estimate potential impacts of changes to the property market in the property investment 

funds portfolios, investment properties and properties given in payment. 

 

 

Operational risk 

 

Operational risk is regarded as the potential loss arising from failures or inadequacies in the 

internal procedures, in people or systems, or even the potential losses arising from external 

events. 

 

There is an operational risk management system implemented which is based on the 

identification, assessment, follow-up, measurement, mitigation and reporting of this type of risk. 

The RID fulfils the corporate function of operational risk of the Group which is supported by the 

existence of Interlocutors in different organic units which ensure the adequate implementation of 

the operational risk management in the Montepio group. 

 

The assessment of the operational risk profile for new products, procedures and systems and 

the consequent follow-up has enabled the previous identification and the mitigation of situations 

of operational risk. 

 

At the level of the monitoring of risk, the main activities carried out consisted in the process of 

collection and analysis of events of operational risk loss, in the analysis of the Key Risk 

Indicators, in the assessment of the exposure to the Operational Risk and in the drawing up of 

periodic reports on the operational risk profile of the Institution. Specifically, there are quarterly 

reports of follow-up of the events of operational risk loss and of implemented mitigation 

measures that are drawn up. On an annual basis, an annual report is drawn up, envisaging the 

analysis of all the operational risk management instruments.  

 

Within the scope of the mitigation stage, Action Plans were suggested for the more significant 

risks, identified based on the referred to before operational risk management tools. 

 

In addition to that, the CEMG has been implementing a business continuity management 

procedure, supported by a set of activities of assessment, of design, of implementation and 

monitoring, integrated into an ongoing improvement cycle. 

 

This procedure is crucial as a risk mitigating instrument, making the business procedures more 

resilient and enabling the continuity of operations in case of occurrence of events which cause 

the interruption of the activity, and also taking into account the defined Recovery Time Objective 

(RTO). 
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Other risks 

 

Regarding other risks - pension fund risk, reputation risk, strategy and business risk - they are 

also followed-up by the EBD, controlling the risks and taking corrective measures in light of the 

obtained results in face of the objectives/limits established in the risk appetite. 

 

3.6 Risk hedging and reduction policies 

 
For the purpose of the credit risk reduction, the mortgage collaterals and the financial collaterals 

are important, if they enable a direct reduction of the value of the position. The personal 

protection guarantees with a substitutions effect at the risk position are also considered.  

 

The imposition of collaterals depends on the size of the expected loss and normally occurs in 

operations of higher volume, especially in construction financing and house purchase financing.  

 

Different hedging policies are defined for the different types of credit, and the distribution of the 

types of collaterals by portfolio segment is as follows: 

 

 

Chart 1 – Distribution of Types of Collateral by Credit Segment
 2 

 

 

The risk mitigation through collateralisation of operations is considered in the pricing of 

operations, be it through the borrower's credit risk (e.g. in case of property collaterals) or 

through the reduction of the value in exposure, when there are financial collaterals (in which 

situation the market risk of the involved assets is revealed). 

 

The direct reduction encompasses the credit operations collateralised by financial collaterals, 

namely, term deposits, bonds and shares included in a main index listed on a recognised 

                                                           
2
 The values considered in personal collateral correspond to operations without any other type of collateralisation. 
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exchange, as stipulated in Section 4, Chapter 4, Title II of Part III of the Regulation (UE) no. 

575/2013 of the European Parliament and of the Council of 26 June 2013 (CRR). 

 

The Group does not normally use of processes for on- and off-balance sheet netting nor does it 

originate credit derivatives on positions in its portfolio.    

 

With regards to mortgage collateral, the assessment of the items are carried out by independent 

assessors or by structure unit of the Institution itself, independent from the commercial 

department. The reassessment of items is carried out based on assessments on-site, by an 

assessor, according to the conditions imposed in CRR, and that reassessment is periodically 

verified through property variation rates.  

 

The trading portfolio market risk mitigation techniques essentially consist of the coverage of risk 

exposures by financial products with a symmetric risk to reduce the operations' total risk, of the 

partial or total sale of the risk exposures to reduce the exposure or completely cancel it, and of 

the definition of limits controlling the exposure to the market risk. 

 

Regarding the banking book, the interest rate risk and exchange risk mitigation techniques 

consist of the negotiation of hedging operations with derivatives and closing of positions by way 

of sale of the open exposures (feasible in the case of medium and long term public debt 

portfolios and  companies' bonds portfolios). 

 

3.7 Calculation model of impairments losses of the credit portfolio 

 

The Group's Calculation Model of Impairment Losses of the Credit Portfolio is in force since 

June 2006, and is periodically updated, the most recent version being from 2015, and is 

governed by the general principles defined in IAS 39, as well as by the guidelines contained in 

the Circular Letter no. 02/2014/DSP of the Bank of Portugal, in order to align the calculation 

process with the best international practices. 

 

The impairment model of the Group starts by separating the credit portfolio clients in there 

different groups, according to the existence of evidence of impairment (which encompasses 

internal and external information) and the size of the set of exposures of each economic 

group/clients: 

 

- Individually Significant: an individual analysis is carried out on the Clients or Economic 

Groups which meet, at least, one of the following requirement: 

 Exposure above € 1M, with evidence of impairment; 

 Exposure above € 2M, without evidence of impairment; 

 

- Homogeneous Populations with evidence of impairment: Clients or Economic Groups 

which do not meet the criteria to be Individually Significant and exhibit at least one evidence 

of impairment. 

 

- Homogeneous Populations without evidence of impairment: Clients or Economic Groups 

which do not meet the criteria to be Individually Significant and do not exhibit any evidence 

of impairment. 

 

According to the group in which clients are classified, the operations are handled by way of an 

Analysis on Individual basis or an Analysis on Collective Basis. 
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For each active client/credit, a verification of the set of evidence of impairment is carried out, 

encompassing internal and external information which, in turn, worsens the impairment values 

since they represent an increased risk of default. It should be noted that the restructured credit 

is an evidence of impairment, which is why the portfolio of credits marked as restructured is 

included in the credits with evidence of impairment. 

 

In the homogeneous populations group, the clients' exposures are subject to an analysis on 

collective basis. The calculation of the impairment amount for the credits of clients belonging to 

the homogeneous populations results from the product of the EAD exposure (deducted from 

risk-free financial collaterals) by the following risk parameters:  

 

• PD (probability of default): corresponds to internal estimates of default, based on the risk 

classifications associated with operations/clients, group and respective evidence of 

impairment/status of credit (if any). In case the credit is in a default or cross-default 

situation, the PD corresponds to 100%;  

 

• LGD (loss given default): corresponds to internal estimates of loss, which vary according 

to the segment, whether or not it has a property collateral, LTV (Loan-to-Value) and time 

of default, based on the historical experience of recovery of credits which defaulted. 

 

In the group of individually significant clients, the clients' exposures are subject to an analysis 

on individual basis. This analysis focuses on the credit quality of the debtor, as well as on the 

expectations of credit recovery, namely considering the existing collaterals and guarantees. 

 

The impairment amount for the Individually Significant clients is ascertained through the 

discounted cash-flows method, i.e., the impairment value corresponds to the difference between 

the credit value and the sum of the expected cash-flows relative to the various client's 

operations, updated as per the interest rates of each operation. 

 

 

 

3.8 Governance arrangements 

 

The CEMG is exposed to a number of risks, namely capital, credit, concentration, market, 

interest rate, liquidity, property and operational risks. All risks identified as material risks are 

subject to a regular control and to mitigation actions so as to reduce the potential losses for the 

CEMG Group. The monitoring of these risks is centralised at the RID, which ensures the 

reporting system and the information flow to the administrative board of directs and specialised 

committees, enabling the board and the committees to carry out an assessment, control and 

management of the relevant risks, in a timely manner. The implemented system consists not 

only of regular reports of a regular stable structure, but also of various information that the EBD 

may request when it deems necessary to do so. 

 

Regarding the supplementary information relative to the system of governance, they may be 

consulted in the Corporate Governance Report of 2015 document, and part of the Annual 

Report and Accounts, particularly: 

 

Part I, section B.II, paragraph 26 describes the positions held by the members of the Board of 

Directors. 
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Part I, section B.II, paragraph 24 and 25 – (24) describes the bodies responsible for carrying out 

the assessment of the executive directors' performance and (25) pre-determined criteria for the 

performance assessment. 

 

Part I, section B.II, paragraph 29 refers to the duties and the summary of the activities pursued 

by the committees created within the General and Supervisory Committee and the Executive 

Board of Directors, as well as to how often they convened. 

 

 

4. Capital Adequacy 

4.1 Own funds and capital ratios 

 
 
The Group's own funds are ascertained according to the applicable regulatory rules, namely the 

Directive 2013/36/UE and the Regulation (UE) no. 575/2013, approved by the European 

Parliament and the Council (CRD IV/CRR), and the Notice no. 6/2016 from the Bank of 

Portugal. The own funds include Tier 1 capital and Tier 2 capital. Tier 1 covers the common 

equity tier 1 - CET1) and the supplementary tier 1 supplementary capital with the following 

composition: 

 

Common Equity Tier 1 (CET1): This category includes the paid-in share capital (minus 

own securities), eligible reserves (including fair value reserves), the carried over results, 

the retained earnings for the period when they are positive and certified or the total 

results when they are negative. The value of results and the carried over results are 

corrected from the reversal of results on financial liabilities assessed at the fair value 

through results in the part concerning the institution's own credit risk. The minority 

interests are only eligible to the necessary extent to cover the Group's capital 

requirements attributable to the minority. The balance sheet value is deducted from the 

amounts related to the calculated goodwill, other intangible assets, as well as the 

difference, in case it is positive, between the asset and the liabilities of the pension fund. 

The deferred tax assets associated with tax losses are also deducted. When it comes to 

holdings in entities from the financial sector and to deferred tax assets arising from 

temporary differences that depend on the Group's future profitability, the values of those 

items are deducted, providing that they are, individually, above 10% of CET, or, 

subsequently, above 15% of CET1 when considered in aggregate (only in the non-

deducted part in the first barrier of 10% and only taking into consideration the significant 

holdings). The non-deducted values shall be subject to a weight of 250% for the total 

risk-weighted assets. Regarding the holdings in financial institutions, the possible 

deduction is carried out proportionally in the corresponding levels of capital held. A 

transitional period permitting the gradual recognition of the biggest impacts of this new 

regulation shall be in force between the implementation of that prudential regulation in 

2014 and 2018. An emphasis should be made regarding the transition plan applied to 

the deferred tax assets and actuarial negative difference of the pension fund, which 

enables to recognise, at 20%, cumulatively, in each year, the possible negative effects 

of the new regulations. The fair value reserves are also subject to a transition plan of 

20%, annually and cumulatively, a plan from which, however, the fair value reserves 

relative to risk exposures to Central Administrations are excluded. This exclusion will no 

longer be in force after the adoption by the European Commission of a regulation based 
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on the Regulation (EC) no. 1606/2002 approving the International Financial Reporting 

Standard which will replace the IAS 39 standard. 

 

  

Common equity tier 1 (T1):  Comprises quasi-equity instruments, the conditions of 

which comply with article 52 of the Regulation 575/2013 and are approved by the Bank 

of Portugal.  The non-controlling interests referring to the minimum additional capital 

requirements of institutions for which the Group does not have a total holding are 

equally eligible. Furthermore, possible holdings of T1 capital of financial institutions 

subject to deduction are deducted from the above mentioned capital. 

 

 

Common equity tier 2 (T2):  Comprises quasi-equity instruments, the conditions of 

which comply with article 63 of the Regulation 575/2013 and are approved by the Bank 

of Portugal.  The non-controlling interests referring to the minimum total capital 

requirements of institutions for which the Group does not have a total holding are 

equally eligible. Furthermore, possible holdings of T2 capital of financial institutions 

subject to deduction are deducted from the above mentioned capital. 

 

 

The Total Own Funds or Total Capital is composed of the sum of the three levels of capital 

referred to above. 

 

With regards to the calculation of the risk-weighted assets, apart from the credit risk 

requirements, an emphasis should be made regarding the weight at 250% of the deferred tax 

assets from temporary differences which depend on future profitability and financial holdings 

which are within the established limit for non-deduction to CET1.  

 

The CVA (credit valuation adjustments) requirement is also ascertained. 

 

 

As was mentioned, the effects of the new Basel III regulation will be gradually introduced up to 

2018. This process is usually known as Phasing-in. The full adoption of the new regulation, 

without taking into consideration transition plans, is known as Full Implementation. The 

Phasing-in process is currently in force, and it is based on this that it is verified whether a given 

entity has own funds in an amount no less than that of the respective capital requirements, thus 

the adequacy of its capital being certified. This relationship is reflected in the different capital 

ratios, namely the CET1 ratio, T1 ratio and total capital ratio (formerly known as solvency ratio, 

represented by the corresponding capital level in percentage of the amount corresponding to 

12.5 times the capital requirements). 

  

 

So as to strengthen the prudential situation by adapting the prudential ratios to the demands of 

the Group's strategic plan, the increase in the Group's own funds was approved, in accordance 

with the resolutions provided for in the articles of association and issued by the General Council 

of the MGAM, the General and Supervisory Council and the Executive Board of Directors of the 

CEMG, as described in comment 65 to the explanatory notes attached to the financial 

statements, contained in the Annual Report and Accounts of 2015. 

 

 

The following tables exhibit the breaking down of the own funds and the reconciliation of the 

own funds with the balance sheet. 
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Table 2 – Breaking down of own funds 
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Table 3 – Reconciliation of Own Funds and Balance Sheet on 31-12-2015 

 
 
 

4.2 Capital requirements 

 
The calculation of the capital requirements for credit and market risk of the CEMG on 31 

December 20156 was determined according to the Standardised Approach. For the operational 

risk, the calculation was carried out according to the Standard method for the CEMG, MG Cabo 

Verde and Montepio Crédito, and according the Basic Indicator Approach for Montepio 

Investimento, Banco Terra and Finibanco Angola. This calculation complies with the Basel III 

regulation, the Capital Requirements Directive IV (Directive 2013/36/EU) and the Capital 

Requirements Regulation (Regulation 575/2013 (CRD IV/CRR). 

 
The following table exhibits the distribution of the capital requirements among the various types 
of risk, including the requirements related to deferred taxes and the Credit Valuation Adjustment 
(under Other Risks Basel III): 
 

Table 4 – Capital Requirements by Type of Risk 
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From the capital requirements for credit and counterparty risk, about 90.5% correspond to the 

credit portfolio.  

 

The following table exhibits the evolution in 2015 of the Pillar I requirements.  

 

Table 5 – Capital Requirements 

 
 

4.3 Assessment and adequacy of own funds 

 
The CEMG Group has been striving to provide the CEMG with a capital level more adequate to 

the evolution of its business in order to ensure that it has satisfactory solvency indicators 

compatible with the prudential recommendations. 

 

Regarding the level of the CEMG's prudential capital, 2015 was marked by the increase of 200 

million Euro in capital, via Fundo de Participação, which were fully subscribed by Montepio 

Geral Associação Mutualista in June 2015. The re-eligibility of subordinated debt capital 

instruments for the Tier II capital also took place. That re-eligibility was possible on account of 

the change of clauses of those issuances (approved in Bondholders' Meetings) during the first 

quarter of 2015. 

 



 

Market Discipline - 2015  22 

 

Table 6 – Capital Indicators 

 
 

The previous table exhibits a summary of the main capital indicators, be they in phasing in or in 

full implementation. As was mentioned earlier, the effects of the new Basel III (CRD IV / CRR) 

regulation will be gradually introduced up to 2018. This process is usually known as Phasing-in. 

The full adoption of the new regulation, without taking into consideration transition plans, is 

known as Full Implementation. 

 

In its self-assessment process of the adequacy of the Internal Capital (ICAAP), the CEMG 

examines the evolution observed in the practices of qualitative and quantitative assessment of 

the risks to which its activity is exposed, in the measurement of the internal controls and of 

effects which enable to mitigate the risk exposure, in the simulation of adverse situations with 

impacts on the solvency of the CEMG Group and in the assessment of the adequacy of the 

internal capital. 

 

In this exercise, the CEMG quantifies its economic capital requirements through add-ons to 

regulatory capital. The capital add-ons include the requirements relative to other risks which are 

not considered in Pillar I (regulatory perspective) and the difference between the regulatory and 

economic requirements, taking into consideration the methodologies of quantification of risks 

which are used internally by the CEMG. 

 

In light of the strategic plan defined and the Funding and Capital Plan agreed upon with the 

Bank of Portugal and periodically reviewed, no significant changes to the materiality of the 

various types of risks are expected. It can be observed that, in light of the forecasts, the CEMG 

is adequately capitalised. In addition to that, regarding the Funding and Capital Plan, there are 

measures which are being planned that will enable to reinforce the solvency levels of the 

CEMG, be it through  the increase of own funds, be it through the reduction of risk-weighted 

assets. 

 

 

4.4. Prudential Reserves of Own Funds 

 
On 31 December 2015, the CEMG was not obliged to set up a counter-cyclical reserve of own 

funds. 

 

On 29 December 2015, the Bank of Portugal indicated the value of 0% for the counter-cyclical 

reserve of own funds of the total amount of risk exposures (credit risk exposures in which the 

counterparty is the non-financial national private sector of credit institutions and investment 
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companies subject to the supervision of the Bank of Portugal and the European Central Bank), 

to be in force from 1 January 2016 onwards and during the first quarter of 2016. The decision 

shall be reviewed on a quarterly basis by the Bank of Portugal and published on its site together 

with the underlying analysis and data. 

 

4.5 Leverage ratio 

 
The leverage ratio is defined as a percentage corresponding to the relation between the capital 

measure (at the numerator) and the exposure measure (at the denominator). On 31 December 

2015, the leverage ratio of the CEMG was 5.73%, a value superior to the minimum reference 

value indicated by the supervisors, which is 3%. The CEMG chose not to disclose the 

information related to the leverage ratio based on the definition of the own funds measure 

provided for in subparagraph b), paragraph 1 of article 499 of CRR. 

 
 

5. Indicators of Global Systematic Importance 

 
On 31 December 2015, the CEMG was not considered a Global Systemically Important 

Institution (G-SII) as per article 131 of Directive 2103/36/EU, which is why the obligations of 

information disclosure provided for in article 441 of CRR do not apply. 

 

6. Counterparty Credit Risk 

 
Counterparty credit risk is regarded as the “risk of default by the counterparty in an operation 

before the final settlement of the respective financial flows”, according to the definition of article 

276, paragraph 1 of Regulation 575/2013. This type of risk is mostly associated with the 

derivatives activity and repurchase operations.  

 

As shown in the table below, the counterparty risk exposures at the CEMG exhibit a reduced 

weight when compared with the total portfolio, the counterparty being by and large associated 

with financial institutions. 

 

Table 7 – Counterparty Credit Risk 
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When calculating the value of the risk exposure  – regarding derivatives, repurchase operations, 

borrowing or lending operations of securities or commodities, long settlement transactions and 

margin lending transactions – the method used is the Mark-to-Market Approach, defined in 

Section 3, Chapter 6, Title II, Part III of CRR. That approach consists in adding the potential 

future value of the position to the market value of that position. This value results from the 

multiplication of the notional value by a prudential factor defined according to the type of 

contract and its residual maturity. 

 
 
By 31-12-2015, the CEMG had no values in credit risk coverage operations through the use of 

credit derivatives. 

 

By the same date, the CEMG had the following exposure to credit derivatives, considering the 

market value: 

 

Table 8 – Credit Derivatives 

 

7. Credit risk 

7.1 Accounting policies 

 
For accounting purposes: 

• Overdue Loan is regarded as corresponding to all provisions of principal and interest 

which have not been settled on the date of their maturity; 

• Impaired Credit is regarded as corresponding to all credits which, in line with the 

analysis carried out individually to the Individually Significant Credits, or collectively to 

those included in Homogeneous Populations, point to loss expectations or present 

impairment indicators, which are defined in an internal model (including, namely, 

overdue loan, restructured credit and registration as risk user in the Bank of Portugal's 

Data Base, etc.); 

• Value Adjustments arise from the constitution of regulatory provisions on the positions 

of the CEMG's portfolio, in line with the procedures defined in Notice no. 5/2015 of the 

Bank of Portugal.  
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The value corrections registered in the financial years of 2014 and 2015 reached the amounts 

of € 1,389 M and € 1,352 M, respectively, as shown in the table below. 

 

 
Table 9 – Value Corrections and Provisions 

 
 
 

7.2 Portfolio structure 

 
In the distribution of the risk exposures of the credit portfolio by risk category, a greater 

concentration in the exposure classes of Positions with Collateral of Real Estate Property and 

Companies is observed, similarly to the previous year, regardless of the reduction occurred in 

the Companies category.   

 

 
Table 10 – Distribution of the risk exposures of the asset by risk categories 

 

 
 

When analysing the geographic distribution of the credit portfolio, as per the Territorial Units for 

Statistic Purposes of Level II (NUTS II), a greater concentration in the areas with a larger 

population density (Lisbon, Northern Portugal and Central Portugal) is observed, the CEMG 

having commercial presence in most of the regions of the country. 
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Table 11 – Geographic distribution of the risk exposures of the credit portfolio by risk categories 
(in % of the original risk exposure)) 

 

 
 

 

Regarding the distribution by sector of activity of the companies´ credit portfolio, the reduction of 

about 3 p.p. in the Construction sector, in comparison with the position in Dec. 14, against the 

increase registered in the Commerce segments, is an aspect that should be highlighted.  
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Table 12 – Sectoral distribution of the risk exposures of the credit portfolio by risk categories (in % 
of the original risk exposure)) 

 

 
 

As seen in the table below, in terms of distribution by residual maturity time limit, about 48% of 

the assets and long-term assets (residual maturity above 10 years). These assets, in their 

majority, are classified under “Positions with Property Collateral” and consist of mortgage credits 

for individuals and investment in companies credit. The part of the portfolio without a payment 

plan defined, corresponding approximately to 13.0% of the original full risk exposure, consists, 

by and large, in current accounts of support to the companies' cash flow (revolving credit). 

 

 

 

 

 

 

 



 

Market Discipline - 2015  28 

 

Table 13 – Residual maturity time limit of the credit portfolio by risk categories (in % of the original 
risk exposure)) 

 

 
 

 

In December 2015, the distribution of the CEMG's portfolio among the various categories and 

risk weights is shown in detail in the table below. 
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Table 14 – Credit and Counterparty Risk Capital Requirements 

 
 

 

7.3 Concentration risk 
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As mentioned, the CEMG is currently pursuing a strategy of diversification of its activity, in order 

to reduce the weight of the exposure to the property sector. The impact of the concentration risk 

on the capital requirements is ascertained through an approach based on the calculation of the 

sectoral and individual concentration rates (CR), according to Instruction no. 5/2011 of the Bank 

of Portugal.  

 

The calculation of the individual CR
3
 is based on the 100 greatest exposures in portfolio, 

aggregated by client/economic group. The weight of these exposures to 31 Dec. 2015 

corresponded approximately to 18% of the credit portfolio and to 20% of the total portfolio
4
. 

 

With regards to the sectoral CR
5
, it is calculated from the classification of economic activities 

(CEA) associated with the counterparties in the portfolio.  

 
Table 15 – Concentration Rates 

   
(thousands of Euro) 

  Credit Portfolio Total Portfolio 

  Dec-15 Dec-14 Dec-15 Dec-14 

Individual CR 0,25 0,29 0,29 0,34 

Sectoral CR 9,4 9,8 9,6 10,2 

 

 
 

The reduction of the sectoral CR in Dec-15 in comparison with Dec-14 reflects the strategy of 

business diversification that the Institution has been following in all portfolios, at the level both of 

the sectors of activity and the assets themselves.  

 

 

7.4 Overdue impaired loan 

 
The distribution of the overdue positions and respective impairment provisions by sector of 

activity of the credit to companies segment reflects the concentration of the activity in the 

Construction, Real Estate, Financial and Insurance Activities and Business segments. 

 

In terms of geographic distribution of the positions with overdue loans, a bigger concentration in 

the areas of Greater Lisbon and Northern Portugal is observed, something that also applies to 

all positions on 31 December 2014, reflecting the geographic structure of the total portfolio. 

 

 

  

                                                           
3
 Individual Concentration Rate = Σ x² / (Σx* Σy) * 100, in which x represents the value of the total exposure to each 

counterparty/economic group belonging to the 100 biggest counterparties of the Institution, and Σy corresponds to the 

total portfolio exposure. 
4 Total Portfolio = Credit Portfolio + Portfolio subject to the constitution of capital requirements (including AFS – 

Available for Sale, HTM – Held to Maturity, Trading and balance sheet hedging). 
5
 Sectoral Concentration Rate = Σ x² / (Σx)² * 100, in which x represents all the exposures to each sector of economic 

activity. 



 

Market Discipline - 2015  31 

 

Table 16 – Distribution of the overdue impaired risk exposures 

 

 

 

 

7.5 Use of ECAIs 
 

The calculation of the credit and counterparty capital requirements is determined in according 

with the Standardised Method, as defined in Basel III, by the Capital Requirements Directive IV 

(Directive 2013/36/EU) and by the Capital Requirements Regulation (Regulation 575/2013) 

(CRD IV/CRR).  Depending on the nature of the counterparty, the portfolio positions are 

distributed among the various risk categories and ratings provided by the Moody's, S&P and 

Fitch agencies are used for attributing the respective risk weights. 

 

This practice runs through all risk categories and the allocation is carried out in accordance with 

was provided in Basel III, as follows:  

• When there are simultaneously different ratings from recognised agencies, of the two 

lowest risk weights, the second highest is applied; 

• In case of bonds and similar securities, the issue rating is revealed; however, if there is 

no issue rating, and only in those cases, the issuer rating  shall be revealed in turn; 

• The ratings, when they exist, are used in a consistent manner for all risk exposures in 

all categories. 
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The value of the risk-weighted positions is ascertained on the basis of the adjusted exposure of 

value corrections and provisions, and following the application of the adjustments related to the 

credit risk reduction techniques, namely the application of conversion factors to off-balance 

sheet items and exercising the property and personal credit protection.  

 

8. Credit risk mitigation techniques 

 
For the purpose of the reduction of the credit risk of the positions held, both the personal 

protection collaterals with a substitution effect on the risk exposure and the financial collaterals 

enabling a direct reduction of the position value are considered. Likewise, the mortgage 

collaterals are also relevant as mitigation of the risk in the CEMG's portfolio, with an impact on 

the capital requirement weight. 

 

The collaterals hereby referred to correspond to the collaterals complying with the eligibility 

criteria as effective guarantees as provided for in the prudential regulatory rules, and do not 

correspond to all collaterals received by the CEMG. 

 

The effect of the prudential mitigation of the collaterals is mostly relevant in the “companies” risk 

category. 

 

The direct reduction encompasses the credit operations collateralised by financial collaterals, 

namely, term deposits, gold, bonds and shares included in a main index listed on a recognised 

exchange, as stipulated in Section 4, Chapter 4, Title II of Part III of CRR. 

 

With regards to mortgage collateral, the assessment of the items are carried out by independent 

assessors or by structure unit of the Institution itself, independent from the commercial 

department. The reassessment of the assets is carried out according to the conditions provided 

for in Article 208 of CRR, by applying the property variation rates or by the conduction of an 

assessment on-site, by an assessor.  
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Table 17 – Concentration analysis – Personal and Property Credit Protection 

 

9. Securitisation Operations 

9.1 Operations carried out 

 
On 31-12-2015, the CEMG was involved, as originator institution, in securitisation operations of 

traditional credits, specifically: Pelican Mortgages No. 1; Pelican Mortgages No. 2; Pelican 

Mortgages No. 3, Pelican Mortgages No. 4, Pelican Mortgages No. 5, Pelican Mortgages No. 6 

and Pelican SME No. 2. As a result of the acquisition of Finibanco Holding in 2011, the CEMG 

started being considered an originator institution of the Aqua Mortgage 1 securitisation 

operation. In 2014, a new credit securitisation operation (Pelican Finance No. 1) was issued, 

with the CEMG and the Montepio Crédito as originator institutions (60% and 40% respectively). 

In all these operations, the main purpose was to promote a better flexibility of the management 

of its Balance Sheet, with a positive impact, inter alia, at the level of liquidity rates. 

 

9.2 Calculation methods of the risk weighted positions' amounts. 

 
Given that no securitisation operation meets the requirements provided for in Article 243 of 

CRR, the underlying risk exposures are not excluded from the calculation of the risk weighted 

amounts. As a result, the capital requirements are not calculated for the securitisation positions 

held, and the losses of those positions are not registered. 

 

Regarding the securitisations in which the CEMG acted as an investor, the method of 

calculation of the risk weighted positions is the one defined in Section 3, chapter 5, Title II of 

Part III of CRR, stipulated for the Standardised Approach. For determining the credit quality 

degree associated with each securitisation position, the respective external ratings of the 

agencies Fitch, Moody's and S&P were taken into consideration. 
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9.3 Accounting policies 

 
Up to 31 December 2004, in accordance with the accounting principles defined by the Bank of 

Portugal, the credits assigned by the CEMG within the scope of the securitisation operations 

were derecognised. The securities acquired within the scope of the referred to operations were 

counted as assets available for sale and provisioned, at that time, according to the rules defined 

by Instruction no. 27/2000 of the Bank of Portugal.  With the revocation of this Notice by 

Instruction no. 2/2008 of the Bank of Portugal, the provisioning of these securities was 

subjected to the impairment rules, as defined in IAS 39. 

 

In accordance with IFRS 1, the derecognition criterion followed in the individual financial 

statements of the CEMG did not suffer any changes for all operations carried out up to 1 

January 2004. All operations carried out from that date onwards must be analysed within the 

scope of the derecognition rules in compliance with IAS 39, according to which, if a substantial 

part of the risks and benefits associated with the assets is transferred or the control over the 

referred to assets are to be transferred, these assets must be derecognised. 

9.4 Quantitative information 

 
Table 18 – Securitisation Operations 
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Table 19 – Value of debt of the securitised risk exposures 

 
 
 

 
Table 20 – Credit Risk – Securitisation Operation: Standardised Approach 

 
 

Table 21 – Credit Risk – Securitisation Operation: Summary of Activities 
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10. Position, credit, counterparty and settlement of trading book risks  

10.1 Capital requirements calculation methods 

 

The trading book is composed of the positions held with the purpose of obtaining short-term 

gains, be it from sales or reassessment. The capital requirements related to this trading book 

are calculated according to the standardised approach. 

 

10.2 Trading book risks assessment methodologies 

 
The trading book is fully hedged by the “standardised approach to the trading book” according 

to Title IV of Part III of CRR. In accordance with the standardised approach, the financial 

products in portfolio are decomposed in two asset categories: Debt instrument (including 

derivatives on debt instruments and comparable instruments) and capital securities (including 

derivatives on capital requirements and comparable instruments. 

 

The capital requirement for each category of assets is calculated according to the needs of 

coverage of specific risk and general risk for each one of the categories of assets. This way, 

according to the “standardised approach to the trading book”, the following methodologies are 

applied to each exposure category: 

 

 Debt instruments 

 General Risk: corresponds to the risk of loss caused by unfavourable variations in 

the interest rate. For the calculation of the capital requirements for the general risk, 

the method used is the one based on the maturity, according to Subsection 2, 

Section 2, Chapter 2, Title IV of Part III of CRR. 

 Specific risk: corresponds to the risk of loss due to factors associated with the 

issuer. The capital requirements for these risks are based on the application of the 

methodology provided for in Subsection 1, Section 2, Chapter 2, Title IV of Part III 

of CRR, which results in the weighting of assets according to the sector and credit 

quality of the issuer. 

 

 Equity 

 General Risk: corresponds to the risk of loss caused by unfavourable variations in 

the share market. For the calculation of the capital requirements for the general risk, 

the method used is the one provided for in Section 3, Chapter 2, Title IV of Part III 

of CRR. 

 Specific risk: corresponds to the risk of loss due to factors associated with the 

issuer. For the calculation of the capital requirements for the specific risk, the 

method used is the one provided for in Section 3, Chapter 2, Title IV of Part III of 

CRR. 

 Positions on collective investment corporates (CIC): these positions are subject to a 

weight of 32%. For the calculation of the capital requirements for positions on CIU, 

the method used is the one provided for in Section 3, Chapter 2, Title IV of Part III 

of CRR. 
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10.3 Quantitative information 

 
Table 22 – Capital Requirements - Trading Book 

 
 

In quantitative terms, the use of the above mentioned methods lead to the ascertaining of an 

amount of capital requirements of 9,047 thousand Euro for the trading book risks. 

 

11. Exchange and Commodity Risks of the Banking and Trading Book  

11.1 Minimum capital requirements calculation methods 

 
The method used by the institution to calculate the minimum capital requirements for the 

exchange and commodity risks is the method provided for in chapters 3 and 4, Title IV of Part III 

of CRR. 

11.2 Exchange and commodity risk assessment method 

 
For the calculation of the capital requirements for the exchange risk, the method used is the one 

prescribed in Chapter 3, Title IV of Part III of CRR. This method provides for the application of a 

weight of 8% (or 4% in the case of strictly correlated foreign currencies) to the sum of the liquid 

position in foreign currencies, in case this sum exceeds 2% of the total own funds.  

 
With regards to the commodity risk, the calculation of the capital requirements is ascertained 

according to the Maturity Ladder Approach prescribed in chapter 4, Title IV of Part III of CRR.  

11.3 Quantitative information 

 
On 31-12-2015, the CEMG's exchange risk requirements result from its international activity, 

namely through Finibanco Angola and Banco Terra. 



 

Market Discipline - 2015  38 

 

 

 

 

Table 23 – Capital Requirements – Exchange and Commodity Risks 

 

12. Risk Exposures to Banking Book Shares 

12.1 Objectives associated with the risk exposures to shares 

 
The positions in shares in the CEMG's banking book can be divided into investment positions 

and positions originated by payment in kind for settlement of credit.  

 

12.2 Accounting techniques and assessment methodologies used 

 

The entry into accounts of capital losses in the risk exposures to shares was carried out 

according to the portfolios in which they were classified, to the accumulated values of those 

capital losses and to the time elapsed since the existence of those capital losses. Therefore, the 

capital losses observed in shares belonging to the trading book are promptly recognised in 

results.  

 

The depreciations observed in shares classified as Available for Sale are classified as 

impairment and recognised in results if they exceed 30% or if the situation persists for more 

than 12 months. In the remaining cases, the capital losses are entered into the accounts under 

reassessment reserves, affecting the own funds. 

 

12.3 Quantitative information 

Table 24 – Risk Exposures to Shares 
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13. Operational Risk 

 
The operational risk consists in the risk of losses resulting from defects or failures of the internal 

processes, human resources systems or external factors. 

 

The CEMG Group calculates the minimum capital requirements for coverage of the operational 

risk by using the Standardised Approach (SA) as per authorisation granted by the Bank of 

Portugal, in force since 30 June 2010. 

 

The calculation is ascertained according to Regulation (EU) no. 575/2013 of the European 

Parliament and the European Council, of 26 June (or CRR – Capital Requirements Regulation). 

This regulation defines the prudential requirements applicable to the credit institutions and the 

investment companies, namely regarding the establishment of calculation rules and 

determination of minimum levels of own funds. 

 

For Montepio Investimento, Banco Terra and Finibanco Angola, the requirements were 

calculated according to the Basic Indicator Approach (BIA), as defined in Part III, Title III of 

Chapter 2 of CCR; currently arrangements are being made to broaden the application of the 

standardised approach to these entities 

 

In the basic indicator approach, the calculation of the capital requirements for coverage of the 

operational risk corresponds to the average of the positive annual relevant indicator of the last 

there years weighted by 15%, while the Standardised approach corresponds to the average of 

the positive annual relevant indicator of the last there years obtained in the various lines of 

business, multiplied by the respective weights. 

 

The criteria of attribution by segments of activity follow the provisions contained in Part III, Title 

III, Chapter III of CRR. The following table provides the relationship between the Activity 

Segments and the Activities List existing at the CEMG: 
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Table 25 – Activities Segment and Activities List 

 

 
Table 26 – Capital Requirements for Operational Risk 
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14. Banking Book interest rate risk 

 

The potential loss in the positions of a bank arising from the adverse variation of prices in the 

market is known as market risk. The interest rates are one of the main risk factors in the activity 

of a bank. The interest rate risk occurs not only in the trading book but also in the banking book. 

 

The interest rate risk assessment arising from banking book operations is carried out by 

analysing the sensibility to the risk, under a consolidated perspective for the entities comprising 

the consolidated balance sheet of the Group. 

 

The interest rate risk is assessed according to the impacts on the financial margin and on the 

net position and own funds caused by changes to the interest rates in the market.  The main 

risk factors result from the mismatch between the repricing dates and/or residual maturities 

between assets and liabilities (repricing risk), from the non-parallel change in the interest rate 

curves (yield curve risk), from the lack of a perfect correlation between different interest rates 

with the same repricing time limit (basis risk) and from the options associated with instruments 

enabling a diverse action on part of the stakeholders dependent on the level of contracted and 

practised interest rates in the moment (option risk). 

 

Based on the financial characteristics of each contract, the respective forecast of the expected 

cash flows is carried out, according to the repricing dates of rate and possible behaviour 

assumptions taken into consideration. 

 

Following the Basel recommendations and the Instruction no. 19/2005 of 15 June from the Bank 

of Portugal, the Group calculates its exposure to the exchange rate risk based on the 

methodology of the Bank of International Settlements (BIS), classifying all the assets, liabilities 

and off-balance items, which do not belong to the trading book, by levels of repricing. 

 

Table 27 – Interest Rate Risk 
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Below are listed the interest rate gaps for 31 December 2015 and 2014: 

 

Table 28 – Interest Rate Gaps 

 
 

The sensibility to the interest rate risk of the balance sheet, by currency, is calculated by 

difference between the actual value of the interest rate mismatch deducted from the market 

interest rates and the value deducted from the cash flows simulating parallel shifts in the market 

interest rate curve. 

 

In light of the interest rate gaps observed, on 31 December 2015, a positive, instantaneous and 

parallel variation of the interest rates in 100 basis points would motive an increase of the 

expected economic value of the banking book in approximately 16,662 thousand Euro (2014: 

64,726 thousand Euro). 

 

Table 29 – Interest Rate Risk (Banking Book)  

 
 

 

15. Encumbered and unencumbered assets 

 

Within the scope of Instruction no. 28/2014 of the Bank of Portugal, focusing on the guideline of 

the European Banking Authority concerning the disclosure of encumbered and unencumbered 

assets (EBA/GL/2014/3), and taking into consideration the recommendation issued by the 

European Systemic Risk Board, the information, referring to 31 December 2015 and 2014, 

concerning the assets and collaterals is presented below: 
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Table 30 – Encumbered Assets 

 
Table 31 – Collaterals 

 

 

Table 32 – Encumbered Assets and Received Collaterals 
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The encumbered assets are, by and large, related to financing operations of the Group, namely 

of ECB, repo operations, through the issuing of mortgage bonds and securitisation 

programmes. The types of assets used as collateral of the financing operations previously 

referred to are divided into client credit portfolios, which support securitisation programmes and 

mortgage bonds issuances programmes, be it those placed outside the Group and those 

destined to strengthen the collateral pool with the ECB, and Portuguese, Italian and Spanish 

sovereign debt portfolios, which collateralise Repo operations in the monetary market.  

 

The values exhibited in the previous tables correspond to the position on 31 December 2015 

and 2014 and reflect the high collateralisation level of the wholesale financing of the Group. The 

eligible assets buffer for ECB purposes, after haircuts, deducted from the liquid financing at the 

ECB, goes up to 1,750,398 thousand Euros on 31 December 2015 (2014: 1,825,936 thousand 

Euro). 

 

It should be mentioned that the global value of the available collaterals at the European Central 

Bank (ECB), on 31 December 2015, goes up to 3,723,310 thousand Euro (2014: 4,202,365 

thousand Euro), with a use of 2,277,258 thousand Euro (201: 2,496,886 thousand Euro): 

 

Table 33 – Encumbered Assets related to financing operations 

 
 

 

16. Remuneration Policy 

 

With regards to information concerning the remuneration policy and practices, application to the 

staff categories, the professional activities of whom have a significant impact on the respective 

risk profile, the document Governance Report 2015, as part of the Annual Report and Accounts, 

should be consulted. 


