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The present declaration of responsibility is issued by the Board of Directors (BD) with regards to
the Market Discipline Report within the scope of the disclosure requirements laid down in
Regulation (EU) 575/2013 of the European Parliament and of the Council of 26 June 2013,
concerning the prudential requirements for credit institutions and for investment companies, so
as to complement the information required within the scope of the financial statements and under
the terms of Article 70, number 2 of the Commercial Companies Code.

Since there was no provision in the regulations, this report has not been audited by Banco
Montepio’s Statutory Auditor. However, this report includes information disclosed in the
consolidated and audited Financial Statements reported in the Annual Report for 2020.

The relevant events occurred during 2020, as well as Banco Montepio's Social Commitment
Charter Proposal, which can be consulted on pages 12 to 17 of the Annual Report for 2020.

On 11 March 2020, the World Health Organisation qualified the public health emergency caused
by the severe acute respiratory syndrome coronavirus 2 (SARS- CoV- 2) (commonly referred to
as Covid-19), which led to the declaration of a state of emergency in Portugal, through President
of the Republic decree 14-A/2020 of 18 March.

The Covid-19 pandemic has brought in numerous challenges and led to profound changes in
personal and business relations. Rising to the imposed challenges, Banco Montepio (BM)
implemented a Business Continuity Plan and activated the Crisis Management Office which
regularly monitored (and continues to regularly monitor) the impact of the contingencies on the
Institution's core activities, particularly at the operational level. At the same time, in order to meet
the immediate needs of the Customers, Suppliers and Employees, the Bank fast-tracked the
ongoing digital transition and the optimisation and innovation of its processes and procedures,
with a view to increasing its efficiency both in terms of its response to Clients and within its internal
organisation. Further information regarding the impacts of the Covid-19 pandemic and Banco
Montepio's response can be found on pages 60 to 62 of the Annual Report for 2020.

With regard to the information disclosed in the Market Discipline Report, the BD of Banco
Montepio:

e Confirms that all procedures deemed necessary were carried out and that, to its
knowledge, all the provided information is true and accurate;

e Ensures the quality of all provided information; including information relative to or
originating in entities included in the Banco Montepio Group;

e Informs that information related to the provisions laid out in Article 432, number 2 of
Regulation (EU) 575/2013 of the European Parliament and of the Council was not
omitted,;

e Undertakes to disclose, in good time, any significant changes which may take place
during the financial year following that which this document refers to.
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The Board of Directors, to the best of its knowledge, declares that the risk management system
implemented in the Group is appropriate for ensuring the correct execution of the business
strategy, considering the profile and size of the Group, and that the procedures and measures
aimed at ensuring that the prudential and risk limits are complied with are adequate.

The management and supervisory bodies receive regular information on the risks to which the
institution's activity is subject, as well as on the methodologies used in their mediation and control,
requesting from the risk management function all the changes and information they need for
compliance with the Banco Montepio Group's Risk Management Policy.

The Bank has an independent risk management function, whose functions and hierarchical and
functional reporting lines are formalised, thus ensuring that the function has adequate authority,
independence and status.

The risk appetite is based on certain principles — namely soundness, sustainability and profitability
— and defined according to the business strategy and positioning in the intended market, whose
responsibility falls under the BD. Within the scope of the annual process of identification and
review of risks, the Group examines the risks that it faces in its activities, from a consolidated
perspective, and identifies those which are materially relevant, complemented by the individual
perspective concerning the main entities. In this regard, 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 Risk Appetite Statement reflects the principles of risk acceptance that guide and form part of
the Group’s strategy, which includes a series of comprehensive high-level limits in terms of
material (financial and non-financial) risks.

The definition of risk appetite ensures its alignment with the other organisational components
(business strategy and global vectors of risk strategy), as well as with the planning and budgeting
exercises, ICAAP (Internal Capital Adequacy Assessment Process), ILAAP (Internal Liquidity
Adequacy Assessment Process) and the Recovery Plan. In addition, it seeks to ensure that the
risk appetite is well understood by the whole organisation, mainly by the business units
responsible for decision-making, origination and investment, which can affect risk exposure and
its monitoring.

The establishment of risk appetite takes into account the maintenance of solid balance sheet
ratios, through a strong capital position and a stable and safe liquidity profile, enabling stress
situations to be faced. The BD intends to ensure that there are sufficient levels of capital to cover
potential losses, above the minimum limits required by the supervisory authorities, with an efficient
balance sheet structure enabling the maintenance of 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 supervisory authorities, and the protection of its
depositors and holders of non-subordinated debt.
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Hence, the defined risk appetite under the business strategy and aimed at ensuring sustained
growth with adequate capital and liquidity levels is based on the following pillars of action in risk
management:

Increase risk-adjusted profitability, by assessing the RORC of credit operations, and to
increase the Bank's profitability: strengthening the recurring component of total
operating income with a focus on credit, but reducing exposure to non-performing
assets: non-performing loans (NPL), real estate, financial holdings and participation
units, and increasing the core business of retail and commercial banking and increasing
operational efficiency by reducing the Bank's cost to income.

Improve the risk profile of the credit portfolio: aim towards business growth with suitable
risk levels, with the reference being an average internal rating of 8 for individuals and 9
for companies, as well as compliance with the macroprudential recommendation with
respect to consumer credit.

Diversify risk: limit credit concentration by economic group and increment business in
new sectors, with the consequent reduction of the weight of construction and real estate
development.

Change the paradigm of real estate financing risk: finance projects in which the capital
risk is unequivocally assumed by the investors and not by the Bank, as such, it should
not, as a principle, finance land and the own funds brought in by the borrowers should
be more than 25% (except in financing the purchase of the Bank's own real estate,
where it can be higher than 20%).

Optimise the use of capital: promote the granting of credit in operations with lower
capital consumption, such as, for example, Government guaranteed credit lines
sponsored by Mutual Guarantee Companies (Sociedades de Garantia Mutua (SGM))
and financing credit lines backed by the European Investment Fund (EIF), operations
with pledge of deposits, granting of permanent home loans and other retail and SME
loans

Manage liquidity and interest rate risk, and capital adequacy, taking into account
regulatory requirements, maximisation of profitability, and the business and market
environment, within the limits defined in the risk appetite of the BM Group.

Maintain a robust reputational position among customers, investors and the public in
general, supported by the strength and firmness of a centenary institution in the banking
market.

The high-level definition of risk management and risk appetite is supported by a several capital
metrics, quality of assets (NPL, Real Estate, average rating and concentration in terms of sectors,
among others), profitability and liquidity, which arise from Banco Montepio's business plan and
strategy, conduct and reputation risk indicators.
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Indicators Dec/2020 Dec/2019
CET1 ratio (phasing in) 11.6% 12.4%
T1 ratio (phasing in) 11.6% 12.4%
Total Capital Ratio (phasing in) 13.8% 13.9%
Leverage Ratio (phasing in) 6.0% 7.0%
LCR Ratio 200.7% 179.9%
NPE Ratio (EBA) 10.4% 12.3%

Net income before taxes /
Average net assets

Net income before taxes /
Average equity

-0.7% 0.3%

-8.8% 3.1%
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Caixa Econémica Montepio Geral, caixa econdmica bancéaria, S.A - with registered office at Rua
Castilho, n.° 5, 1250 066 Lisbon and registered at the Lisbon Commercial Registry under the
unigue registry and tax identification number 500792615 - incorporated in 1844 (hereinafter
referred to as Banco Montepio or BM), is a credit institution, a type of savings bank which has
adopted the form of a public limited liability company that is governed by the applicable legal
provisions and respective Articles of Association. The share capital of BM amounts to 2,420,000
thousand euros and is fully paid up.

This document was prepared taking into consideration Instruction 5/2018 of the Banco de
Portugal (which implements in the Portuguese legal system the EBA/2016/11 and
EBA/GL/2017/01 guidelines), the EBA/GL/2018/01, the Implementing Regulations (IR) 2016/200
and 1423/2013 and the requirements set out in Part VIII of Regulation (EU) 575/2013 of the
European Parliament and the Council of 26 June 2013 (also known as CRR - Capital
Requirements Regulation), concerning the prudential requirements for credit institutions and for
investment companies, so as to complement the information required within the scope of the
financial statements and its objective is to disclose information on the risk management processes
and the adequacy of the capital on a consolidated basis, as well as detailed information on own
funds, own funds requirements and the risks assumed by Banco Montepio.

The information presented complies with the prudential requirements and regulations, the
international accounting standards or recommendations of the regulatory authorities at a
European level, when applicable, and reflect the information on a consolidated basis for the Banco
Montepio Group (hereinafter referred to as BM Group or Group), with reference to 31 December
2020.

Unless otherwise specified, the amounts presented are expressed in thousands of euros.

The references to the governing bodies and corporate structure are based on the governance
model in force at the reference date of this report, as of 31 December 2020.
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BM is a savings bank, incorporated in the form of a public limited liability company (Sociedade
Anénima), with 99% of its share capital subscribed by Montepio Geral — Associacdo Mutualista
and the remainder of its share capital subscribed by other shareholders.

BM holds a number of equity stakes in entities that aim to offer a broad and diversified range of
banking and financial products and services, and which contribute with their earnings to the
mutualist goals. In this context, the Group positions itself as a diversified banking and financial
group, a centennial institution of reference in the national market made up of Portuguese capital,
aligned with its mutualist nature and objectives, which lend it unique features in the sectors in
which it operates and in Portuguese society. Further information can be consulted at
https://www.bancomontepio.pt/institucional/investor-relations

The scope of the information disclosed in this report is the consolidated basis for prudential
purposes of the BM Group which does not differ from the accounting consolidation perimeter. The
EU LI1 and EU LI2 templates will thus not be disclosed.

Under the strategic redefinition of its international holdings, and with a view to refocusing its
approach to the African market, Banco Montepio is committed to taking measures to ensure the
deconsolidation of the subsidiary Finibanco Angola, and to assessing the strategic options
available to Banco Montepio Geral Cabo Verde under the new legal, economic and financial
framework of the country. Considering this strategy, in accordance with the IFRS5, the activities
developed by the subsidiaries Banco MG - Cabo Verde, Sociedade Unipessoal, S.A. and
Montepio Valor - Sociedade Gestora de Fundos de Investimento, S.A. were deemed to be
discontinued operations and the activities developed by Finibanco Angola are henceforth fully
recorded in the income account and balance sheet, notwithstanding the commitment referred to
above. Accordingly, in the financial statements, the earnings of the subsidiaries Banco MG - Cabo
Verde and Montepio Valor are henceforth stated in an income account heading named “Income
of discontinued operations” and, in the balance sheet under the headings named “Non-current
assets held for sale — Discontinued operations” and “Non-current liabilities held for sale —
Discontinued operations”. However, for the purposes of prudential reporting and the calculation
of capital requirements on a consolidated basis, the total assets and liabilities of these
subsidiaries are consolidated under the full consolidated method (i.e. not considering the
reclassification of assets and liabilities in accordance with IFRS 5). Likewise, in this report, the
tables presented related to the prudential information include the balance sheet (and off-balance
sheet) components of the entities subject to the application of IFRS 5, which correspond to the
subsidiaries Banco MG - Cabo Verde and Montepio Valor.

Without prejudice to the principles and rules that govern intra-Group relations, and as far as BM
is aware, there is no significant, current or foreseen, impediment to the prompt transfer of own
funds or repayment of liabilities among BM and its subsidiaries. With regards to Angola, the rules
in force in the country can condition the fluidity of fund transfers. Based on the amounts of deposits
of the Group in Finibanco Angola, as well as on the liquidity indicators of BM, we do not anticipate
significant impacts on the Group's liquidity in a scenario where the fluidity of funds is conditioned.

Pursuant to points d) and e) of Article 436 of the CRR, there are no subsidiaries included in the
consolidation perimeter for prudential purposes and that are subject to the calculation of own
funds.

Market Discipline Report 2020 9


https://www.bancomontepio.pt/institucional/investor-relations

Banco
Montepio

The following table shows the entities included in the consolidation perimeter in accordance with
the international accounting standards and applicable prudential rules. In addition, information is
presented relative to the country in which each entity is based, BM’s equity stake in its share
capital, including its activity sector. The accounting consolidation methods of BM shown in the
table below correspond to the full consolidation method or the equity method:

Equity method: it is considered for associated companies, since the date the Group acquires
significant influence until the date it ceases. Associates are those entities in which the Group
has significant influence, but not control, over the financial and operating policy decisions of
the investee. It is assumed that the Group has significant influence when it holds, directly or
indirectly, 20% or more of the voting rights of the investee. Conversely, if the Group holds,
directly or indirectly less than 20% of the voting rights of the investee, it is presumed that the
Group does not have significant influence, unless such influence can be clearly
demonstrated.
The existence of significant influence by the Group is usually evidenced in at least one of the
following ways:

e representation on the Board of Directors or equivalent governing body of the

investee;
e participation in policy-making processes, including participation in decisions about
dividends or other distributions;

e material transactions between the Group and the investee;

e interchange of the management team;

e provision of essential technical information.
The consolidated financial statements include the attributable part of the total results and
reserves of associated companies accounted on an equity basis. When applying the equity
method, unrealised gains or losses on transactions between the Group and its associates
are eliminated. Dividends attributed by associates are reduced to the amount of the
investment in the consolidated balance sheet. The accounting policies of Associates are
changed whenever necessary to ensure that they are applied consistently by all Group
companies. When the Group’s share of losses exceeds its interest in an associate, the
carrying amount of the investment and any other medium and long-term interests in that
associate is reduced to nil and recognition of further losses is discontinued except to the
extent that the Group has a legal obligation to assume those losses on behalf of an associate.

Comprehensive: is considered for subsidiaries (including investment funds and
securitisation vehicles) controlled by the Group. The Group controls an entity when:
e it is exposed, or has rights, to variability in returns from its involvement with that
entity,
e it may appropriate them through its power over the relevant activities of that entity
(de facto control);
e it has the ability to affect those variable returns through the power it exercises over
the relevant activities of the entity.

As established in IFRS 10, the Group analyses the purpose and structure of the way in
which the operations of an entity are carried out in order to assess the control over the
entity.
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The financial statements of subsidiaries are fully consolidated from the date on which the
Group acquires control until the date on which control ceases. Third party participation in
these companies is presented in the caption Non-controlling interests.

Accumulated losses are attributed to non-controlling interests in the proportions held, which
may imply the recognition of negative non-controlling interests.

The accounting policies of subsidiaries are changed whenever necessary to ensure that they
are applied consistently by all Group companies.

Table 1 | EU LI3 Entities of the consolidation perimeter of the BM Group

Accounting Regulatory

Name of the entity Dec/20 e il il ] Activity Head office % Share

Caixa Econémica Montepio Geral Full Full Banking Portugal 100%
Montepio Holding SGPS, S.A. Full Full Holding company Portugal 100%
Montepio Investimento, S.A. Full Full Banking Portugal 100%
Montepio Crédito, Instituicdo Financeira de Crédito, S.A. Full Full Specialised Credits Portugal 100%
Montepio Valor - Sociedade Gestora de Fundos de Investimento, S.A. Full Full Investment fund management Portugal 100%
Finibanco Angola, S.A. Full Full Banking Angola 80%

Banco Montepio Geral - Cabo Verde, Sociedade Unipessoal, S.A. Full Full Banking Cape Verde 100%
Montepio - Gestdo de Activos Imobiliarios, A.C.E. Equity Method Equity Method Management of real estate assets Portugal 29%

H.T.A. - Hoteis, Turismo e Animag&o dos Acores, S.A. Equity Method Equity Method Hotels, restaurants and similar activities |Portugal 20%

Montepio Arrendamento — Fundo de Investimento Imobilidrio Fechado Full Full Real estate investment fund Portugal 100%
Montepio Arrendamento Il — Fundo de Investimento Imobiliario Fechado Full Full Real estate investment fund Portugal 100%
Montepio Arrer Il - Fundo de i Imobiliario Fechado Full Full Real estate investment fund Portugal 100%
Polaris - Fundo de Investimento Imobiliario Fechado Full Full Real estate investment fund Portugal 100%
PEF - Fundo de Investimento Imobiliario Fechado Full Full Real estate investment fund Portugal 100%
Carteira Imobiliaria — Fundo Especial de Investimento Imobiliario Aberto Full Full Real estate investment fund Portugal 100%
SSAGINCENTIVE - Sociedade de Servicos Auxiliares e de Gestdo de Iméveis, S.A.  |Full Full Real estate management Portugal 100%
CESource, ACE Equity Method Equity Method Management of IT resources Portugal 18%

Pelican Mortgages No. 3 Full Full Securitisation of Credits Portugal 100%
Pelican Mortgages No. 4 Full Full Securitisation of Credits Portugal 100%
Aqua Mortgages No. 1 Full Full Securitisation of Credits Portugal 100%
Pelican Mortgages No. 5 Full Full Securitisation of Credits Portugal 100%
Pelican Mortgages No. 6 Full Full Securitisation of Credits Portugal 100%
Pelican Finance No. 1 Full Full Securitisation of Credits Portugal 100%
Aqua Finance No. 4 Full Full Securitisation of Credits Portugal 100%

(1) Impact on prudential capital indicators results from the calculation of the capital requirements relative to the equity method value recorded in the consolidated balance sheet.
(2) Stake sold on 24 April 2019

Accounting Regulatory

Name of the entity Dec/19 e s CEEE e e s Activity ad office % Share

Caixa Econémica Montepio Geral Full Full Banking Portugal 100%
Montepio Holding SGPS, S.A. Full Full Holding company Portugal 100%
Montepio Investimento, S.A. Full Full Banking Portugal 100%
Montepio Crédito, Instituicdo Financeira de Crédito, S.A. Full Full Specialised Credits Portugal 100%
Montepio Valor - Sociedade Gestora de Fundos de Investimento, S.A. Full Full Investment fund management Portugal 100%
Finibanco Angola, S.A. Full Full Banking Angola 80%
Banco Montepio Geral - Cabo Verde, Sociedade Unipessoal, S.A. Full Full Banking Cape Verde 100%
Montepio - Gestao de Activos Imobiliarios, A.C.E. Equity Method Equity Method Management of real estate assets Portugal 26%
H.T.A. - Hoteis, Turismo e Animag&o dos Acores, S.A. Equity Method Equity Method Hotels, restaurants and similar activities |Portugal 20%
Montepio Arrendamento — Fundo de Investimento Imobiliario Fechado Full Full Real estate investment fund Portugal 100%
Montepio Arrendamento Il — Fundo de Investimento Imobiliario Fechado Full Full Real estate investment fund Portugal 100%
Montepio Arrendamento IIl — Fundo de Investimento Imobilidrio Fechado Full Full Real estate investment fund Portugal 100%
Polaris - Fundo de Investimento Imobiliario Fechado Full Full Real estate investment fund Portugal 100%
PEF - Fundo de Investimento Imobiliario Fechado Full Full Real estate investment fund Portugal 100%
Carteira Imobiliaria — Fundo Especial de Investimento Imobiliario Aberto Full Full Real estate investment fund Portugal 100%
SSAGINCENTIVE - Sociedade de Servigos Auxiliares e de Gestao de Iméveis, S.A.  |Full Full Real estate management Portugal 100%
CESource, ACE Equity Method Equity Method Management of IT resources Portugal 18%
Pelican Mortgages No. 3 Full Full of Credits Portugal 100%
Pelican Mortgages No. 4 Full Full itisation of Credits Portugal 100%
Aqua Mortgages No. 1 Full Full isation of Credits Portugal 100%
Pelican Mortgages No. 5 Full Full Securitisation of Credits Portugal 100%
Pelican Mortgages No. 6 Full Full 1 of Credits Portugal 100%
Pelican Finance No. 1 Full Full Securitisation of Credits Portugal 100%
Aqua Finance No. 4 Full Full itisation of Credits Portugal 100%
(1) Impact on prudential capital indicators results from the ion of the capital requil ts relative to the equity method value recorded in the consolidated balance sheet.

(2) Stake sold on 24 April 2019
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13. During the past two years, the Group presented the following ratios and risk indicators:

Table 2 | Main capital and liquidity indicators

thousands of euros

Common Equity Tier 1 1,114,188 1,273,868
Risk Weighted Assets 9,576,942 10,298,618
CET1 Ratio 11.6% 12.4%
T1 Ratio 11.6% 12.4%
Total Capital Ratio 13.8% 13.9%
Leverage Ratio 6.0% 7.0%
LCR Ratio 200.7% 179.9%

Global risk management principles

14. The Group’s overall risk management includes a series of policies, procedures, limits and controls
that enable, in an appropriate and integrated manner, identifying, assessing, monitoring,
mitigating and reporting the risks derived from the activities developed in the different business
lines and entities of the Group, supported by, among others, the following main elements:

e Risk appetite table;

e Risk management strategy;

e Organisational structure, policies and procedures;

e Risk identification and assessment;

e Internal capital and liquidity planning and management;

e Monitoring and overall reporting of risk and internal capital;
e Stress tests;

e Contingency planning.

15. The elements mentioned are developed within the scope of the global risk reporting table, which
is the responsibility of the Risk Management Function (RMF), which performs its duties
independently of the other risk-taking areas.

16. The RMF reports information on a regular basis to the Risk Committee, an autonomous body that
comprises elements with non-executive functions, composed of three members, which includes
a Chairman, appointed by the BD. Banco Montepio's Risk Committee is responsible for
overseeing the risk management framework at Group level and at the level of the entities that
make up its prudential consolidation perimeter. In this sense, the development and changes to
the risk management framework of the Group and the Bank, namely regarding the definition of its
risk appetite, are subject to opinion by the Risk Committee, and the final approval is the
responsibility of the BD.
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Also within the scope of the Risk Management Function, the Audit Committee stands out as Banco
Montepio's supervisory body, which oversees the effectiveness of the risk management system.
It is responsible, without prejudice to the other competences attributed to it by law or the Articles
of Association, for exercising a role of continuous assessment of Banco Montepio, particularly
with regard to financial performance, the definition of the institution's strategy and general policies,
the Group's corporate structure and the decisions that should be considered strategic due to their
amount and risk.

Additional information on the RMF can be found on pages 105 and 106 of the Annual Report.

Throughout 2020, in articulation with the BD and the various departments of the organic structure
of BM, and with the Risk Department (RID) in particular, as the entity responsible for the RMF,
the Risk Committee conducted a detailed analysis of the themes related to the competencies
conferred on it. During this year, the Risk Committee held fourteen meetings, with members of
the BD, the Chief Risk Officer (CRO) and the various departments of BM or of the Group having
taken part.

In addition, various Committees providing support to the management body had been constituted
as at the reference date of this report, as forums of debate and support to decision-making,
through formulation of proposals and recommendations to the body in the areas of their scope of
intervention.

Committees providing support to the Executive Committee have been constituted, as forums of
debate and support to decision-making, through formulation of proposals and recommendations
in the areas of their scope of intervention. The Credit Committee (COMCRED) holds weekly
meetings, where loan operations area appraised and decided in accordance with the policy and
regulation on loan concession. The Assets and Liabilities Committee (COMALCO) is responsible
for following up the management of Capital, Balance Sheet and Profit and Loss Account. Its duties
include, in particular, the issue of proposals or recommendations with a view to the management
of liquidity or capital positions, considering the scenarios of evolution of the activity, the
macroeconomic context and the indicators relative to the real and projected evolution of the
different risks. Under its risk management function, the Risk Department also participates in the
Impairment Committee (COMIMP), the Non-Performing Asset Monitoring Committee
(COMAANP), the Business Committee (COMNEG), the Pension Fund Monitoring Committee
(COMAFP), as well as in the regular meetings of the Crisis Management Office, and business
recovery, activated under the Bank's response to the Covid-19 pandemic crisis in order to ensure
the operational continuity of the Bank's critical functions and to ensure business continuity.

Risk appetite framework

The risk appetite framework (RAF) comprises the main element of the Group’s risk management
system, consisting of a global and integrated management approach, according to which the
strategy and risk appetite are established, communicated and monitored within the organisation.

This framework is supported by the risk management policies, governance processes, indicators
and their limits, as well as by the information systems necessary for its establishment, and its
objective is to promote:

e The effective transmission to and awareness raising of all of the Group’s employees
regarding the risks that the Group is exposed to;
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e  The knowledge of the strategy outlined by the management body to manage and control
those risks;

e Informed decision-making, at the different operational levels, consistent with the Group’s
objectives.

The risk limits underlying the implementation of the risk management strategy and the
maintenance of appropriate levels of capital and liquidity result from the Risk Appetite Statement
(RAS) approved by the BD, taking into account:

e  The definition of the high-level risk strategy and risk appetite;

e The recognition of the relevant risks, based on the identification and assessment
exercises, from which the relevant risk categories and factors are defined for the pursuit
of the strategic objectives;

e The analysis of the risk taking capacity and materialisation of the risk appetite, which
consists in the assessment of the internal risk-taking capacity taking into account, namely,
the available internal capital and liquidity;

e  The identification of risk metrics, which involves the definition of quantitative metrics, for
each material risk category, which permit the implementation of objectives and risk limits,
in conformity with the defined appetite;

e  The establishment of objectives and risk limits, where for each category risk limits and/or
risk objectives are defined, underpinned by the assessment metrics that result from the
previously described process;

e The integration in the strategic planning processes, whereby the RAS must integrate by
principle, in an interdependent scheme, the planning and management processes of BM
and of each of the entities of its consolidation perimeter.

There is an instituted process of monitoring and reporting of the approved risk limits and
objectives. The RAS must be reviewed and updated at least annually, approved by the BD and
supported by the RMF, within the scope of the strategic planning processes, or as the result of a
change in business strategy or of an extraordinary event.

Risk management strategy

The risk management strategy is established in conformity with the Group's risk appetite
statement and takes into account the following aspects:

e Solvency;
e Liquidity;
e Profitability based on risk adjusted return.

The risk management strategy includes the main business segments and must be sufficiently
granular - so that each of the material risk categories must be associated to the entity’s plans to
accept, manage and control those risks.
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Global risk management is based on the identification and assessment of the financial and non-
financial risks of the institution, and on the implementation of management and control
approaches, differentiated according to the relevance of each risk category and its factors. The
process is supported by a Risk Taxonomy, which includes the risk categories and concepts
defined transversally for the Group:

Risk category

Risk Subcategory/Risk Factor

Strategy risk

Risk of changes in the business environment
Business model risk

Internal Governance
risk

Internal governance structure
Risk management structure and risk culture
Infrastructure, data and reporting

Credit risk

Default risk

Country risk

Creditrisk (spread)

Foreign exchange credit risk
Specialised lending risk
Counterparty credit risk
Migration risk

Counterparty concentration risk
Sectoral concentration risk
Regional concentration risk
Securitisation risk

Residual risk

Risk of reduction of amounts receivable
Settlement and delivery risk
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Risk category

General position risk (debt instruments)
Specific position risk (debt instruments)
Credit spread risk

Risk from equity instruments

Migration risk

Trading book's market . r',SIF .

risk Commodities risk
Options risk
Credit valuation adjustment risk
Basis risk

Sovereign risk

Trading book interest rate risk

Concentration risk / Liquidity risk

Transaction risk

FX risk Conversion risk

Economic risk

General position risk (debt instruments)
Specific position risk (debt instruments)

Credit spread risk

Banking book market  |Equity instrument risk

risk Migration risk

Default risk

Sovereign risk

Concentration risk / Liquidity risk

Revaluation risk

Banking book interest  |Yield curve risk

rate risk Basis risk

Option risk

Internal fraud

External fraud

Employment practices and safety at work practices
Customers, products and commercial practices
Damage to physical assets

Disruption of activity

Implementation, delivery and management of processes
Outsourcing risk

Information and communication technologies

Wholesale funding risk

Retail funding risk

Cost of funding risk

Liquidity and funding Intraday risk

risk Liquidity and/or financing foreign exchange risk
Intra-group liquidity and/or funding risk
Liquidity concentration and/or funding risk
Cash flow mismatch risk

Operational Risk

Model risk
Reputational risk

Compliance risk

Compliance risk
P Money laundering and terrorism financing risk.

Pension fund risk
Real estate risk

Insurance risk

Step-in risk

Other Other concentration risks
Risk of excessive leverage
Group risk

In the risk identification and assessment procedures, prospective scenarios must be considered,
according to the Group’s business strategy, enabling a prospective analysis of the risks. In
addition to that, the RMF must challenge the results of those procedures based on historical risk
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events and their impacts. The RMF is responsible for implementing and coordinating a risk
identification and assessment process, which guarantees, at least once a year, that the main
financial and non-financial risks are identified, assessed, reported and managed/controlled.

Internal capital and liquidity planning and management

The capacity to absorb risks depends on internal capital and available liquidity. Therefore, the
Group develops consistent and coherent processes over time, for the planning of its capital and
liquidity levels, basing itself on (i) the current and long-term objectives of the risk management
strategy; (ii) the indicators and limits of the risk appetite framework; and (iii) the assessment of
the adequacy of that capital and liquidity.

The regulatory requirements are used as a minimum reference to calculate and assess internal
capital adequacy. Taking into consideration the risk profile of the institution and its business
strategy, the RMF develops its own methodologies and models to quantify the risks that the Group
is materially exposed to.

The quantification of risks is used by the RMF to analyse and control the adequacy of the
institution’s internal capital, assessing in a comprehensive manner the sufficiency of the capital
and financing plans related to the risk profile of the entity and the market environment. The
analyses conducted by the RMF are presented on a regular basis to the BD, which is responsible
for defining and approving any action plans, objectives and risk limits with a view to controlling
the adequacy of internal capital.

The assessment of the adequacy of the institution’s liquidity is guided by the principles of (i)
maintenance of an adequate structure of financing of the Group’s activity, considering the
characteristics of its assets, liabilities and off-balance sheet items, as well as the respective
residual or behavioural maturities; and (ii) existence of sufficient levels of liquidity to cope with
adverse scenarios.

Stress tests and contingency planning

Within the scope of overall risk management, the RMF must, on a regular basis, conduct
stress tests on key risks, which have the following targets: (i) identify new risks or emerging
risks; (ii) assess exposure to material risks; and (iii) support the internal capital adequacy
assessment. The management body is responsible, under the proposal of the RMF, for defining
objectives and limits for the results of the stress tests.

Pursuant to the regulatory terms, the Group conducts stress tests, under the Group's Recovery
Plan, the Internal Liquidity Adequacy Assessment Process (ILAAP) and the Internal Capital
Adequacy Assessment Process (ICAAP) submitted to Banco de Portugal.

The Group's Recovery Plan involves analysis and measurement of impacts derived from adverse
scenarios, considering systemic events, idiosyncratic events of the Group and a combination of
both. This analysis gave rise to a series of strategic options and recovery measures to be placed
in practice in order to assure the preservation and solidity of the Group's levels of capital, liquidity,
profitability and operating activities, in the event of being faced with situations of contingency or
financial crisis.

The ILAAP provides the Board of Directors, Executive Committee and supervisory body with an
appropriate overview of the evolution of the liquidity and funding risk profile, as well as overall
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exposure to risk. Moreover, it also provides information on the available liquidity sources and the
adequacy of liquidity of the Banco Montepio Group.

In order to assess capital insufficiency during periods of stress, ICAAP included the definition of
a series of stress tests (reverse stress tests and adverse scenarios) on the risk quantification
models and capital adequacy. The outcome of these tests enables confirming the adequacy of
internal capital levels to the tested adverse scenarios.

In addition to the stress tests reported to Banco de Portugal, the Group regularly carries out
other impact studies aimed at providing an analytical vision of its position in terms of liquidity,
net income for the year and capital when subject to adverse scenarios arising from changes in
risk factors such as interest rates, credit spreads, deposits withdrawals, margins of assessment
of eligible assets applied by the ECB, ratings (of the Group and counterparties), portfolio loss
ratios, collateral, among others.

The stress tests and analyses of adverse scenarios are disclosed and debated with the Group's
management, with the conclusions drawn being subsequently incorporated in the strategic
decision-making processes, more precisely in the determination of levels of solvency, liquidity,
exposure to specific risks (counterparty and price risks) and overall risks (interest rate, exchange
rate and liquidity risks).

Based on the results of the internal capital monitoring processes, the evaluation of the overall risk
profile of the entity and, in particular, the results of the stress tests, the presentation of a capital
or liquidity contingency plan may be requested.

The plan aims to identify the measures that can be taken to promptly correct a situation in which
the entity is in financial imbalance, or at risk of becoming financially imbalanced.

In addition, the BM Group, and each of its entities, has a business continuity management
framework, based on concrete plans for an alternative recovery of its activities that allows them
to deal with the occurrence of any disruptive events, in accordance with the defined business
continuity policy.

During 2020, a one-tier governance model was in force at Caixa Econémica Montepio Geral,
caixa econOmica bancaria, S.A., hereinafter Banco Montepio, composed of a Board of Directors,
which includes an Audit Committee, and a Statutory Auditor.

Pursuant to Article 13, number 1, point m) of the Articles of Association of Banco Montepio and
Article 6 of the Regulations of the Board of Directors, the Board of Directors (BD) approved the
constitution of three internal Committees composed exclusively of non-executive members: the
Risk Committee (CR), the Remunerations, Appointments and Evaluations Committee (CRNA)
and the Corporate Governance, Ethics and Sustainability Committee (CGSES), and delegated
the current management of Banco Montepio to an Executive Committee:
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e The mission of the Risk Committee is to permanently monitor the definition and
implementation of the institution's risk strategy and risk appetite, and check that they are
compatible with the medium and long-term sustainable strategy and with the action
programme and budget that have been approved, advising the Executive Committee and
Board of Directors in these areas. Further detail on the Risk Committee can be found on
pages 647 and 648 of the Annual Report.

e Within the scope of its activity, the Remuneration, Appointments and Evaluations
Committee observes the interests of Banco Montepio, considering the long-term interests
of the shareholders and investors, and weighing up the interests of other relevant players
for the institution's sustainability, as well as the public interest, in order to prevent
decision-making by the management body being dominated by any person or small group
of people in detriment of the general interests of Banco Montepio. Further details on the
Remuneration, Appointments and Evaluations Committee can be found on pages 648
and 649 of the Annual Report.

e The mission of the Corporate Governance, Ethics and Sustainability Committee is to
support the Board of Directors in the definition of governance policies and structures,
sustainability and social responsibility policies, policies on conflicts of interest, principles
on ethics and codes of conduct to be adopted by Banco Montepio and its subsidiaries.
Further details on the Corporate Governance, Ethics and Sustainability Committee can
be found on page 649 of the Annual Report.

e The Executive Committee is responsible for exercising the powers of the current
management of the Bank that are delegated to it by the Board of Directors, except for the
powers related to matters whose delegation is prohibited by law, or those that the Board
of Directors reserves for itself, under the terms of its Regulations. Further details on the
Executive Committee can be found on page 649 and 650 of the Annual Report.

Pursuant to Article 4 of the Regulations of the Remunerations, Nominations and Assessment
Committee (CRNA), it is responsible for matters relating to Remunerations, Nominations and
Assessments, in addition to those attributed by law, the Articles of Association of BM and by the
BD.

With regard to Remunerations, the CRNA is responsible for ensuring that the remuneration policy
and practices encourage the sustainable development of the institution. The CRNA, should
formulate, at least on an annual basis, informed and independent judgements on the
remuneration policy and practices, with a view to the annual submission to the General Meeting
of a statement on the remuneration policy of the members of the management body, forwarding
to the General Meeting the reports prepared on the remuneration policy and practices, proposing
to the BD the criteria to be used in the annual process of assessment and establishment of the
variable component of the remuneration of the members of the Executive Committee, where the
CRNA should comment on the adequacy of the proposed arrangement of supplementary
retirement pensions, due to old age or disability, of the directors approved by the General Meeting,
under the terms of Article 402 of the Commercial Companies Code, and verify the implementation
of and compliance with the remuneration procedures adopted by the competent governing body,
including verification of the independence between the remuneration of the employees who
perform risk management and control functions, and the institution's results.

Concerning Nominations, the CRNA is responsible for formulating and conveying to the Board of
Directors recommendations on candidate members of the management and supervisory bodies,
including the "fit & proper" process, appraising the respective profile in terms of suitability,
professional qualification, independence and availability to hold the position, commenting on
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subsequent alterations or nominations for new duties and about nominations in terms of
knowledge, skills, diversity and experience.

Finally, on matters of Assessment, the CRNA is responsible for proposing to the Board of
Directors the approval, at the General Meeting, of the Policy of Selection and Evaluation of the
Adequacy of the members of the management and supervisory bodies.

In 2020, the CRNA prepared a Policy of Selection and Evaluation of the Adequacy of the Members
of the Management and Supervisory Body (MOAF) and Key Function Holders (TFE), with a view
to ensuring that the Management and Supervisory Body and Key Function Holders have, at all
times, all the requirements necessary for the performance of their duties, and that a process of
assessment of this specific adequacy, in individual and collective terms, should be carried out on
an annual basis.

This Policy was presented by the CRNA to the Board of Directors in order to be submitted for
approval at the General Meeting of 30 June 2020, the legal deadline established in the current
context of the Covid-19 pandemic framework.

Banco Montepio recognises as good practice the safeguarding of diversity and its Policies for the
Selection and Assessment of Suitability of MOAFs and TFEs and Succession Policy for MOAFs
highlight the importance of promoting gender balance in the composition of the management and
supervisory body and, in general, establish that sufficient diversity should be ensured in terms of
professional qualifications and experience, as well as opinions, experiences, age levels, gender,
geographical and cultural origin. Thus, the assessment of this issue is underway and the necessary
steps are being taken to establish, in the short term, objectives in terms of diversity and a policy to
achieve them, to be considered in Banco Montepio and its subsidiaries, particularly with regard to
the respective management and supervisory bodies. Specifically on gender diversity, the
Remunerations, Nominations and Assessment Committee is working towards the establishment of
objectives and targets to ensure gender diversity, with a view to increasing the number of people of
the under-represented gender, and the Board of Directors is expected to approve, by the end of
July 2021, the inclusion of this objective and targets in the MOAF and TFE Selection and
Assessment Policy, with subsequent submission for final approval by the General Meeting.

Additional information on the governance system and the corporate bodies of BM can be
consulted in the ‘"Institutional” area (https://www.bancomontepio.pt/institucional/investor-
relations/governance).

Credit risk

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 a security or the counterparty in a
contract to comply with the respective obligations.

Credit risk management benefits from an adequate process of credit analysis and decision-
making, based on a series of tools to support the decision-making process. The quantification of
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credit risk is also supported by credit risk management models, including the calculation of
impairment losses.

One of the fundamental principles of credit risk analysis is 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 under analysis (i.e. the capacity of modelling
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 retail portfolios and rating models for the non-retail segment.

Within the scope of the credit risk, regarding the analysis methodologies, the risk control
techniques and models are essentially based on statistical models, 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 compliance with various rules on
financial capacity and bidding behaviour.

There are acceptance scoring models for lending to individuals in retail portfolios, namely for
mortgage loans, personal loans and for credit cards. Regarding Individual Entrepeneurs and
Microenterprises, these are classified as retail, and, therefore, the respective scoring models are
applied. For the retail portfolios, there are also behavioural scoring models, which are used in the
monitoring of the credit portfolio, as well as in the assessment of new credit proposals, which are,
when applicable, combined with acceptance scoring information.

In what regards credit to the non-retail segment, internal rating models are used for small,
medium-sized and large companies, differentiated by sectors of activity, such as the tertiary
sector, or by the number of years of company activity, namely startups.

Regardless of the type of applicable model, any proposal, contract or customer is classified in a
category of the single risk scale, in ascending order of Probability of Default. This scale is
composed of 19 categories, of which the first 15 correspond to performing risk categories,
categories 16 to 18 correspond to credit incidents or registration of delinquency in the financial
system or in the actual entity, and category 19 corresponds to the definition of default, according
to the definition in force, which follows the guidelines of the regulatory authorities in terms of
prudential requirements.

Limits delegated by different decision levels, by operation amount and client global exposure,
type of operation/collateral and risk rating attributed are defined. In this regard, the greatest
exposures must be scaled to higher hierarchical levels and delegation of powers in the various
levels depends on the risk rating. The highest decision level corresponds to the BD, which in turn
empowers the Credit Committee in accordance with the established internal regulations. In the
intermediate levels, without intervention of the members of the management bodies, a loan
approval can only be granted with the unanimity of the two agents - the four-eyes principle— one
belonging to the commercial network and the other to the Credit Analysis Department (DAC), a
body that is independent from the commercial structure and the RMF. The RID is the unit
responsible for the development of the credit risk models (scoring and rating), and for the control
and monitoring of the Group’s risk in overall terms, including BM in individual terms.

Within the scope of credit risk, weekly, monthly and quarterly reports on the evolution of credit
risk for the various levels of the organisation, including the management bodies, are prepared by
the RID. The internal reports contain the main risk indicators of the credit portfolios and metrics
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on the use of the rating/scoring models. With regards to preventive monitoring, an alerts system
is in force for indicators of increased credit risk (Early Warning Signs).

IFRS 9, which replaced IAS 19, entered into force on 1 January 2018. IFRS 9 is divided into three
pillars:

e Classification and Measurement;
e Impairment; and
e Hedge accounting.

Regarding impairment, IFRS 9 establishes the need to recognise Expected Credit Losses (ECL)
as impairment for all financial assets that comply with the SPPI criteria (Solely Payment of
Principal and Interest), considering the expected credit loss of one year, or the expected credit
loss up to the maturity of the financial instrument (ECL lifetime).

The Expected Credit Loss model (IFRS 9) replaces the incurred loss model (IAS 39).

According to this change, financial assets are classified into segments, based on the evolution of
their credit risk.

- Stage 1: regular financial assets, i.e. without any indication of a significant increase in
credit risk since initial recognition and which are not in default.

- Stage 2: financial assets with a significant increase in credit risk since initial recognition,
based on the criteria that are defined in the internal standard on the recognition of a
significant increase in credit risk or other financial assets (namely, Amounts due for
collection, Other debtors, Other receivables or other assets). It should be noted that
restructured credit due to financial difficulties is considered an indicator of a significant
increase in credit risk, which is why the portfolio of credits marked as restructured is
included in Stage 2;

- Stage 3: Non-performing financial assets, based on the non-performing loans indicators
that are defined in the internal standard on non-performing or acquired or created credit-
impaired financial assets, considered, for the purposes of the requirements in force, as
impaired financial assets.

The measurement of expected losses (ECL) for the segment of homogeneous populations is the
result of the product of probability of default (PD) of the financial asset, the loss given default
(LGD) and the exposure on the date of default (EAD), discounted at the effective interest rate of
the contract up to the reporting date.
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The main difference between the measured impairment losses for financial assets classified in
the stages refers to the time horizon of the probability of default.

The probability of default (PD) is one of the main differences in the calculation of IFRS 9
impairment (ECL), with two types of probability of default being estimated:

- 12-month PD: the probability of a default occurring in the next 12 months (for contracts
belonging to Stage 1), which considers forward-looking information;

- Lifetime PD: the probability of a default occurring during the remaining life of the credit
(for contracts belonging to Stage 2); In this case lifetime parameters are used which
consider forward-looking information; and

- PD =100% for all contracts belonging to Stage 3.

In the group of individually significant clients, the clients’ exposures are subject to individual
analysis. This analysis focuses on the credit quality of the debtor, as well as on the expectations
of credit recovery, namely considering the economic and financial viability of the debtor, existing
collaterals and guarantees and the other factors considered relevant for this analysis.

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.

The individual analysis is the responsibility of DAEC and in assessing impairment losses the

following factors are essentially considered:

e Total exposure of each customer and/or economic group, internal risk rating of
the customer and/or economic group, staging associated to each operation and

the existence of signs of impairment;

e Economic and financial viability of the customer or economic group and the

capacity to generate future cash flows to meet debt repayment;
o Existence of collateral associated with each loan and respective valuation;
e Assets of clients or guarantors;

e Bankruptcy or insolvency of customers and/or guarantors;

e Expectation of the debt recovery period.

Concentration risk

Within the scope of the established risk appetite, limits and strategic objectives were defined for
key indicators, with concentration risk being one of the relevant dimensions, namely in the sub-
components of credit risk, liquidity risk and sovereign risk. The limits currently in force were
approved in 2020 by the respective management body. As a process subject to annual review, it
must be reassessed during this year.
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In this way, based on the defined limits, the RID monitors the evolution of the risk profile in relation
to risk appetite, which includes the concentration risk, with the respective reporting to the
Executive Committee and to the Risk Committee, as well as every six months to the BD as a
whole, in accordance with the Group’s Risk Management Policy.

Credit concentration risk management considers four sub-categories of this risk that are
considered materially relevant in the activity:

Counterparty concentration: possibility of occurrence of significant losses arising from
risk assumed before the counterparty or before a group of related counterparties.

Within the scope of the control of the concentration risk of the counterparty credit risk, the
Major Risks procedure aims to assess, among other objectives, compliance with the CRR
requirements regulated by Notice 9/2014 of the Banco de Portugal regarding prudential
limits by economic group. These limits correspond to a percentage of the eligible own
funds of the Institution under analysis.

The procedure in question covers all the exposures assumed before the counterparties,
both in terms of assets and of the off-balance sheet items, on a consolidated and
individual basis, for the entities subject to the prudential supervision of the Banco de
Portugal. Within the scope of this procedure, reports are prepared at least quarterly for
the Executive Committee within the context of the monitoring of the risk appetite, as well
as for the Risk Committee on a regular basis.

Within the scope of the control of the counterparty concentration risk, the procedure of
the Largest Exposures aims to complement the control undertaken in terms of Major
Risks. To this end, internally defined concepts, methodologies and metrics are used.

Concentration by risk category: possibility of occurrence of significant losses arising
from an exposure or a series of exposures assumed vis-a-vis high risk ratings.

In the individual approval of the activity of specific business areas, limit matrices are
defined by rating and by counterparty type. Exposure is monitored on a daily basis to
ensure that the limits are respected.

In addition, according to the internal policy of concentration risk, the monitoring of
exposures to the Economic Groups is undertaken, taking into account the respective
ratings. Within the scope of this procedure, reports are prepared at least every quarter
for the Executive Committee within the context of risk appetite monitoring.

Sectoral concentration: possibility of occurrence of significant losses arising from an
exposure or a series of exposures assumed vis-a-vis a specific sector of economic
activity.

The process of sectoral distribution of the exposure aims to monitor the concentration at
the level of the sectors of activity which are based on internally defined groupings, namely
taking into account the existence of correlation between sectors (such as, for example,
the aggregation of NACEs related to construction and real estate activities, regarding
which limits are defined within the scope of the RAS. Within the scope of this procedure,
reports are prepared at least every quarter for the management bodies within the context
of risk appetite monitoring.
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e Geographic concentration: possibility of occurrence of significant losses arising from
an exposure or a series of exposures assumed vis-a-vis a specific country or geographic
area.

Market risk

The concept of market risk reflects 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 prices of the different
financial instruments composing it, taking into account both the correlations existing between
them and the respective volatilities.

With respect to market risk information and analysis, there is regular reporting on own financial
assets portfolios. Therefore, for the own portfolios of each Group entity, if applicable, various risk
limits are defined and the VaR methodology is also used. Different exposure limits are also
defined, including global VaR limits, by issuer taking into account the level of credit quality (rating),
by country and by asset type/category. There are also Stop Loss limits and Loss Trigger limits
defined for the positions held for negotiation and available for sale (positions accounted for as at
fair value through other comprehensive income.

The VaR is calculated on a regular basis both for the trading book and for the other securities
portfolios, 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 rate risk, the price risk, the
credit risk and the commaodities risk.

The reports that are produced are used to control the different limits of exposure, analysing the
risks of concentration, credit, interest rate and asset price variation, among others. These
analyses encompass the analysis of scenarios, namely the sensibilities of securities portfolios to
changes in interest rates, of spreads, as well as analyses of stress scenarios based on past
extreme events, such as the Sovereign Debt Crisis of 2011. Regarding the trading book, specific
risk reports are produced.

The RID produces specific reports for the Executive Committee and the Risk Committee on
market risk exposure on a monthly basis and for the BD on a quarterly basis.

Banking book interest rate risk

The interest rate risk assessment arising from banking book operations is carried out by analysing
risk sensibility, under a consolidated perspective.

The interest rate risk is assessed according to the impacts on net interest income and on
economic value and own funds caused by changes to market interest rates. 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).
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Based on the financial characteristics of each contract, the respective forecast of the expected
cash flows is carried out, according to the rate repricing dates and possible behaviour
assumptions taken into consideration.

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 Banco de Portugal Instruction 34/2018 of 26
December, the Group calculates, at least quarterly, 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.

In this context, limits are defined for exposure to interest rate risk factors which are monitored by
ALCO, where any overrunning of the established limits requires the approval of the BD or the
implementation of measures to cover the exposure.

At the same time, a stress test is conducted with six shock scenarios on the interest rate curve.
The test also measures impacts on net interest income at one year and on economic value arising
from shocks on the interest rate curve specified in the BIS document of April 2016, Standards —
Interest rate risk in the banking book.

The Risk Department submits interest rate monitoring reports to the Executive Committee, Risk
Committee and BD at least on a quarterly basis.

Foreign exchange risk

Concerning the exchange rate risk of the banking book, in general, the different resources
attracted are invested in different currencies through assets in the respective money market for
maturity periods that are not higher than those of the resources. Therefore, the existing foreign
exchange gaps essentially derive from possible mismatches between the maturity periods of the
investments and resources.

The defined limits of exposure to exchange rate risk include limits of position by currency (in
consolidated terms and individual terms), as well as in terms of VaR, also being disaggregated in
terms of the trading book and banking book. These limits are monitored by ALCO. In this regard,
the established limits may only be exceeded in case of approval and the respective action plan
must be analysed, which may involve the coverage of the exchange rate risk.

The RID submits specific reports to the Executive Committee and the Risk Committee on the
exposure to exchange rate risk and to the BD on a half-yearly basis.

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 at values below to the market values (market
liquidity risk).
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Liquidity risk is assessed using defined regulatory indicators, as well as other internal metrics for
which there are established internal limits. This control is strengthened with the regular carrying
out of stress tests, with the purpose of characterising the risk profile and ensuring that the Group
complies with its obligations under normal business conditions, but also in a scenario of any stress
or liquidity crisis.

The objective of controlling the liquidity levels is to maintain a satisfactory level of liquid assets so
as to meet financial needs in the short, medium and long term. Liquidity risk is monitored on a
daily basis, and various reports are drawn up for the purpose of control and follow-up and to
support the decision-taking process in the context of the ALCO.

The development of the liquidity situation is carried out, specifically, based on the future cash
flows estimated for various time horizons, considering the Group'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 determining the
accumulated liquidity gap for many time horizons.

In addition to that, a follow-up of the liquidity positions from a prudential perspective is also carried
out, 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 deposit to loans, of concentration of
financing sources, of short-term financing and of eligible assets.

Limits are defined for various indicators of liquidity risk, which are monitored through monthly
reports that are submitted by the Risk Department to the Executive Committee and the Risk
Committee.

In addition, the liquidity risk is reported on a weekly basis by the Risk Department to the BD

As a consequence of the COVID-19 pandemic, negative economic impacts are expected, with
consequences on banks' liquidity levels. In light of the current context and in line with the ECB's
decision for significant institutions, Banco de Portugal said it would allow less significant credit
institutions subject to its supervision to temporarily operate with liquidity levels below the liquidity
coverage requirement (LCR).

Real estate risk

Real estate risk results from possible negative impacts on results or own funds, due to
fluctuations in the market price of real estate assets.

Real estate risk arises from exposure in real estate assets, whether from properties given in lieu
of repayment or judicial auction sale in the context of recovery procedures for loans or
participation units of real estate funds held in the securities portfolio. These exposures are
monitored based on analyses of scenarios that seek to estimate potential impacts of changes to
the real estate market on the portfolios of these real estate assets and provide the necessary
information for the definition of the real estate risk management policy.
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Monthly reports are prepared by the Strategic Planning and Control Department (DPEC) within
the scope of control of the real estate activity as detailed below:

These monthly reports present Banco Montepio's performance in terms of controlling the
reduction of exposure to real estate risk, on a consolidated basis and by entity, comparing it with
that observed at the end of the previous year and with the ambition set out in the Funding and
Capital Plan (FCP), identifying any deviations. This document is subject to review and appraisal
by the Executive Committee and the Non-Performing Asset Monitoring Committee;

The ALCO Committee monitors, on a monthly basis, the degree to which the objective of the
plan to reduce exposure to real estate risk is achieved.

The evolution of the real estate activity is also monitored, on a monthly basis, within the scope
of BM's strategic planning control, which is reported to the BD.

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.

The BM Group has approval from the Banco de Portugal to use the standard approach to
quantify its own fund requirements for operational risk, supported by an implemented
operational risk management system that is based on identifying, assessing, monitoring,
measuring, mitigating and reporting this type of risk.

The assessment of the operational risk profile for new products, processes and systems and
their monitoring, on a regular basis, has permitted the prior identification and mitigation of
situations of operational risk.

At the level of risk monitoring, the main activities carried out consist 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 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
and submitted to the Executive Committee and the Risk Committee. A report covering the
analysis of all operational risk management instruments is also produced annually for the
Executive Committee and the Risk Committee. These reports may also be submitted to the
Board of Directors whenever the Board deems this appropriate.

Within the scope of the mitigation measures, action plans are prepared for the more significant
risks, identified based on the previously referred to operational risk management tools.

In addition to that, a business continuity management procedure has been implemented,
supported by a series of activities of assessment, of design, of implementation and monitoring,
integrated in 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).

Market Discipline Report 2020 28



Banco
Montepio

The following powers are defined within the operational risk management governance:

Board of Directors (BD): the BD is responsible for establishing a culture of
operational risk control through the involvement of the entire institution. The BD
is responsible for defining and approving the policy for management of
operational risk at BM, from an individual and Group perspective. The BD is
responsible for ensuring the resources that allow the operational risk to be
managed appropriately and effectively. In particular, the BD is responsible for:

i. Approval of the risk level deemed acceptable, taking into account the
identification of the operational risk sub-categories for which additional
mitigation measures should be considered as a result of the assessment
process for these risks and controls applied;

ii. Analysing and deciding on the policies, methodologies, models and limits
for quantifying operational risks relevant to BM's activity;

Executive Committee: responsible for ensuring the implementation of the policy
approved by the BD for the management of the operational risk and deciding on
the action plans proposed to it.

Risk Committee: as an advisory body to the BD and Executive Committee on
specialised risk matters, this body is responsible for following up and monitoring
compliance with the policy approved for operational risk management. The Risk
Committee regularly monitors the evolution of operational risk indicators and, at
least once a year, or whenever justified, shall assess the adequacy of the
operational risk management policy.

Risk Department (RID): the RID is responsible for the corporate operational risk
management of the BM Group, supported by interlocutors in different organic
units and entities of the Group who ensure the proper implementation of the
operational risk management cycle.

Other organic units: as the first line of defence, all employees of the organic
units are responsible for identifying operational risk focuses and recording events
in order to provide the RID with information that enables it to identify measures
and action plans to mitigate the operational risk.

The operational risk management system is based on the 3 lines of defence model. Thus, the

responsibility for operational risk management lies with the functional areas, designated by:
1st Lines of Defense, which have the responsibility of identifying and reporting on
operational risk events. As a first line of defence, all employees of the Organic Units
are responsible for identifying operational risk focuses and recording events in the
available internal application (MGIRO), in order to provide the RID with information that
enables it to identify measures and action plans to mitigate operational risk. It is also
the responsibility of the Organic Units to carry out annual Self Assessment exercises
of the operational risks related to their business functions.
The RIDI, as a 2nd Line of Defence, performs the corporate function of operational risk
management for the Banco Montepio Group. It is supported by the existence of
interlocutors in the Group's different Organic Units and entities that ensure the
appropriate implementation of the operational risk management cycle.
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e The operational risk management function is assigned to an internal department of the
RID (Operational Risk Department - ORID), which is responsible for developing
methodologies, metrics and structures to prevent, identify and analyse the
organisation's operational risk, with the duty of periodic reporting to the management
and supervisory bodies. Operational risk management aims to contribute to the
effectiveness of Banco Montepio Group's internal control system, taking into account
the established risk appetite, with a view to adequately controlling all activities and
processes, in order to limit losses arising from operational risk, while remaining within
the limits defined by the BD and mitigating the relevant negative impacts.

Throughout 2020, the Executive Committee and the Crisis Management Office took all the
necessary measures to ensure the safeguarding of employees, customers and business
continuity, scrupulously following the recommendations of the Health officials and the
Government on this matter. Whenever necessary, measures were taken regarding the type of
attendance at the Branch network and the organisation of the Central Services:

e The branch network continued to operate with a conditioned attendance system and,
whenever this was not possible, by appointment, given the nature and scope of the
functions that require face-to-face work. Numerous measures were taken, including the
use of masks and visors in the branch network and the placement of acrylic barriers in
customer service, as well as the use of alcohol gel solutions and more frequent
cleaning.

¢ Regarding the Central Services, remote working has become mandatory, since the
first case in Portugal. It is worth highlighting the promotion of remote meetings through
the use of digital means, the digitalisation of internal mail during confinement, the
definition of isolation rooms and the mandatory use of mask and alcohol gel solutions
in common circulation areas. In terms of access, also in line with the General Directorate
of Health recommendations, schedules were made more flexible and preference was
given to the use of private transport, also ensuring the possibility of parking even for
employees who do not usually have an assigned parking space.

Compliance Risk

Compliance risk is mitigated by promoting a culture of ethics and compliance, and by the
intervention of the compliance function in the Bank's main procedures that entail compliance
risk. For the purpose of compliance and reputational risk management, Banco Montepio has a
Policy and Methodological Approach for Compliance Risk Management and a Policy and
Methodological Approach for Reputation Risk Management, both of which are communicated
to all the institution's employees. These policies support the adoption of a compliance culture
based on the identification, assessment, monitoring and mitigation of compliance risk.
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The compliance function, as an integral part of the internal control system and operating as a
second line of defence, undertakes responsibility for the management of compliance risk, i.e.,
the risk of legal or regulatory penalties, financial or reputation loss, as a consequence of breach
of laws, regulations, specific determinations, contracts, rules of conduct and relations with
Customers, ethical principles or internal rules of Banco Montepio.

The compliance function has the necessary autonomy to perform its functions independently,

reporting to the Board of Directors and the Audit Committee on relevant matters such as
approval of the activities and training plan, the budget, as well as compliance policies, and also
on any indications of breach of legal obligations or rules of conduct that may cause Banco
Montepio and/or Group Companies to incur in an illicit administrative offence.

The executed activities are identified with appraisal of aspects that contribute to the
characterisation of compliance risk, especially in the annual training plan of the employees and
in institutional processes, associated with products and services with the consolidation of the
process of prior analysis and monitoring of the offer of products and services of Banco Montepio,
duties of disclosure of information to customers and, in general, providing specialised support
on matters of control and compliance.

Pension fund asset risk

Pension Fund risk arises from the potential devaluation of the fund’s portfolio of assets or from
the decrease of the corresponding expected returns, as well as from the increase in the fund’s
liabilities as a result of the evolution of the different actuarial assumptions. When faced with
scenarios of this type, unforeseen contributions are required so as to maintain the benefits
defined by the Fund.

The Pension Fund Monitoring Committee holds regular meetings to analyse and monitor the
management of Banco Montepio’s Pension Fund. Moreover, the RID produces monthly reports
on the evolution of the market value of the Pension Fund portfolio and associated risk indicators.
The RID submits specific reports to the Executive Committee, the Risk Committee and the BD
at least every quarter.

Considering the investment policy provisions of the Montepio Geral Pension Fund regarding the
exposure to different risks and to the different legal provisions, those limits are controlled on a
daily basis, through a detailed review of the “exceeded legal and investment limits”. In this
regard, there are a series of procedures that are carried out if the limits are exceeded.

The RID monitors the effect of the adopted measures and their impact on the investment policy.
At the same time, the levels of exposure to the legal and prudential limits that govern the
Montepio Geral Pension Fund are also monitored.

In addition to verifying compliance with the investment policy and the legal and prudential limits,
the managing body (Futuro) decided to strengthen control and monitoring through the use of
various risk measures and a number of internal procedures aimed at maintaining a prudent
management of risk. On this basis, a risk management model is used based on the technical
perspective of the “QIS pension Funds” studies of EIOPA (European Insurance and
Occupational Pensions Authority). The development of tolerance indicators for this model
permits the monitoring of variations in these indicators, according to the defined investment
policy for the Pension Fund.
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Other risks

Regarding other risks - reputation risk, strategy and business risk - these are also monitored -
up by the BD, which controls the risks and takes corrective measures in light of the obtained
results relative to the objectives/limits established. It is important to note, in this regard, the
monitoring undertaken within the scope of the ALCO, namely the control of deviations relative
to the approved strategic plan and budget. The RID submits specific reports to the Executive
Committee and the Risk Committee at least quarterly and to the BD on a half-yearly basis, which
include other risks considered material in addition to those referred to in the previous sections.

For the purpose of reducing credit risk, the risk mitigation elements associated with each
operation are considered. Specifically, real mortgage guarantees and financial collateral are
relevant, as well as the provision of personal credit protection, namely collateral. Different
hedging policies are defined for different types of credit.

In prudential terms, the direct reduction of the exposure value includes the credit operations
collateralised by financial collateral, namely term deposits and securities. In financial collaterals,
the market risk of the assets involved is considered, and, when applicable, an adjustment of the
value of the collateral is carried out.

Regarding real mortgage guarantees, valuation and revaluation models are defined which are
applied to the properties that may constitute collateral for credit operations, in the contracting
phase and in the monitoring and subsequent follow-up of the risk. The asset evaluation is carried
out by independent experts, and the management of evaluations and inspection is centralised
in a unit of the institution, regardless of the commercial area.

According to the CRR, the requirements for the verification and reassessment of the assets’
value is ensured, depending on the case, by statistical and computerised methods or by review
or revaluation of the valuation value by the expert.

For personal credit guarantees, the principle of substitution of the customer’s risk by that of the
protection provider is applied, provided the latter's risk is better than the former's.

Processes for on- and off-balance sheet netting are not used and neither are credit derivatives
held for hedging or mitigating risk of the positions in portfolio.

Trading portfolio market risk mitigation techniques essentially consist of hedging exposures for
financial products with symmetric risk to decrease the net risk of exposures (or the partial or
total sale of exposures to reduce exposure or cancel it completely).
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With regards to the banking book, interest rate and foreign exchange rate risk mitigation
techniques consist of hedging operations with derivatives to hedge interest rate or exchange
rate risk and close positions through the sale of open exposures, when applicable.

The Group's own funds are established in accordance with the applicable regulatory standards,
namely Directive 2013/36/EU (CRD IV), CRR and Notice No. 10/2017 of the Banco de Portugal.
Own funds include Tier 1 capital and Tier 2 capital. Tier 1 includes common equity tier 1 (CET1)
capital and additional tier 1 capital with the following composition:

Common Equity Tier 1 (CET1) capital: This category includes the paid-up share capital
(with deduction of treasury shares), eligible reserves (including the fair value reserves),
retained earnings, positive and certified retained earnings for the period or wholly if
negative. The value of reserves and retained earnings is adjusted by reversal of the
results in financial liabilities at fair value through profit or loss in the part corresponding to
the risk of the institution's own credit. The minority interests are only eligible to the extent
necessary to cover the Group's capital requirements attributable to the minority
shareholders. The balance sheet value of the amounts related to goodwill, other
intangible assets, as well as the difference, if positive, between assets and the pension
fund’s liabilities, is deducted. The value of the prudent valuation calculated in accordance
with Article 34 and 105 of the CRR is also deducted, as well as the deferred tax assets
associated with tax losses. With regards to financial investments in financial sector
entities and to deferred tax assets arising from temporary differences that depend on
future profitability, the values of those items are deducted, providing that they are,
individually, above 10% of CET1, 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 financial investments). The non-deducted values will be
subject to a weight of 250% for the total risk-weighted assets. Regarding financial
investments in financial institutions, the eventual deduction is proportionally realised on
the respective held capital levels. Within the scope of the implementation of the
requirements defined in CRR a transition plan was defined which permitted the gradual
recognition of the most significant impacts of this new regulation. In 2018 this transition
plan reached total recognition (i.e. of 100%) for almost all of the items covered. For
deferred tax assets, which do not depend on future profitability, the transitional cumulative
recognition plan is maintained on a 10% annual basis, on the balance sheet as at 1
January 2014. In 2020 it will be of 50%. With the revision of Regulation (EU) 575/2013,
on 27/06/2020, the applicable amount of insufficient coverage for non-performing
exposures became subject to deduction, if the exposure was originated after 26 April
2020.
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- Tier1(T1) capital: Includes capital equivalent instruments, whose conditions comply with
the requirements defined in article 52 of CRR and that have obtained approval from the
Banco de Portugal. The non-controlling interests relating to the minimum additional own
funds’ requirements of the institutions for which the Group does not hold full ownership
are also eligible. Furthermore, possible holdings of T1 capital of financial institutions
subject to deduction are deducted from the above mentioned capital.

- Tier 2 (T2) capital: includes quasi-equity instruments, whose conditions comply with the
requirements defined in Article 63 of CRR and that have been approved by the Banco de
Portugal. The non-controlling interests relating to the minimum total own funds’
requirements of institutions for which the Group does not hold full ownership are equally
eligible. Furthermore, possible holdings of T2 capital of financial institutions subject to
deduction are deducted from the above mentioned capital.

Total Own Funds or Total Capital consist of the sum of the three levels of own funds previously
referred to.

With regards to the calculation of risk-weighted assets, in addition to credit, operating and
market risks requirements, it is important to mention the weighting of 250% of deferred tax
assets arising from temporary differences which depend on future profitability and investments
which are within the limit established for non-deduction to CET1. With respect to deferred tax
assets arising from temporary differences which do not depend on future profitability, these are
subject to a weighting of 100% for the purposes of capital requirements. The Credit Valuation
Adjustment (CVA) requirement is also determined.

With the adoption of IFRS 9 - Financial instruments, applicable from 1 January 2018 and
considering Regulation (EU) 2017/2395 of the European Parliament and of the Council, the
Group has chosen to apply the phasing-in prudential plan defined in the Regulation, on an
ongoing basis, over a period of 5 years. Therefore, in 2020, Banco Montepio prudentially
recognises only 30% of the impact related to the adoption of IFRS 9.

With the entry into force of Regulation 2020/873 of the European Parliament and Council, the
dynamic component of the transitional plan applied to IFRS9 impacts (Regulation (EU)
2017/2395) was revised and an additional plan was introduced regarding the impacts of IFRS9
impairment accruals occurring after 01/01/2020 in Stages 1 and 2. These accruals are subject
to a transitional derecognition plan for these impacts of 100% in 2020 and 2021, 75% in 2022,
50% in 2023 and 25% in 2024. With regard to the transitional plan applicable to impairment
accruals in Stages 1 and 2 between 01/01/2018 and 31/12/2019 Banco Montepio has no
impacts subject to this plan. Also under this regulation, Banco Montepio joined the transitory
regime applied to unrealised gains and losses assessed at fair value through other
comprehensive income, corresponding to exposures to central governments, regional
governments or local authorities, in accordance with article 468 of the CRR.

As previously mentioned, in 2020, the effects of the new Basel Il regulation regarding deferred
tax assets, which do not depend on future profitability (provided that on balance sheet as at 31
December 2013), as well as the effects resulting from the adoption of IFRS 9 are still subject to
a gradual recognition. This gradual recognition process is known as phasing-in. The full adoption
of the new regulation, without considering transition plans, is known as full implementation. The
phasing-in process is currently in force, and it is on this basis that one verifies whether a given
entity has an amount of own funds that is no less than that of its own funds requirements, thus
certifying the adequacy of its capital. This relationship is reflected in the different capital ratios,
namely the CET1 ratio, T1 ratio and total capital ratio (ratio corresponding to the respective
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capital level as a percentage of the amount corresponding to 12.5 times the own funds
requirements).

142. The following tables exhibit the breaking down of own funds and the reconciliation of own funds
with the balance sheet.

Table 3 | Reconciliation of own funds and balance sheet
(thousands of euros)

dez/20 dez/19
(+) Equity
Capital 2,420,000 2,420,000
Other equity instruments 0 6,323
Own securities 0 0
Revaluation reserves -28,295 809
Other reserves and retained earnings -993,159 -1,008,378

Of which associated with the actuarial deviation of
the pension fund

Of which initial recognition IFRS 9 (net credit
impairment DTA)

-301,212 -300,878

-143,655 -104,904

Net income for the period -80,686 21,684
Minority interests 9,299 11,550
Total Equity 1,327,159 1,451,988
Other equity instruments not eligible for CET1 0 -6,323
Minority interests not eligible for CET1 -6,235 -6,952
Result for the year not eligible for FPPN1 0 0

Adjustments associated to the transition plan

. i 112,184 89,168
applied to the IFRS 9 impacts
Other regulatory adjustments -318,921 -254,014
Of which: Intangible assets -35,829 -34,785
Of which: Deferred tax assets -274,211 -216,803
Alternative deduction to risk weighting 1250% -6,707 0
Common Equity Tier 1 (CET1) capital 1,114,188 1,273,868
Minority interests eligible for T1 225 252
Tier 1 (T1) capital : 1,114,413 1,274,120
Subordinated Liabilities (recorded as equity) 0 6,323
Subordinated Liabilities (recorded as liabilities) 206,548 150,000
Other regulatory adjustments 0 0
Of which: prudential amortisation of subordinated 0 0
liabilities
Tier 2 (T2) capital 206,548 156,323
Total Capital (T1+T2) 1,320,961 1,430,443

143. The following table exhibits the main characteristics of the own funds instruments issued,
according to what is described in Article 437, points b) and c) of the CRR. The instruments
issued consist of share capital (ordinary shares) and subordinated debt.
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Table 4 | Main characteristics of own funds instruments

Characteristics of Own Funds Instruments(1)

Shares

MONTEPIO EMTN 35
SUB 2018/2028

FINIBANCO VALOR
INVEST 2010

MONTEPIO EMTN 36
SUB 2019/2029

MONTEPIO EMTN 37
SUB 2020/2030

Issuer

Unique identifier (for example, CUSIP, ISIN or
Bloomberg identifier for private placement
Governing law(s) of the instrument
Regulatory treatment

Transitional CRR rules

Post-transitional CRR rules

Eligible at solo / group / solo and group

Instrument type

Amount recognised in regulatory capital (in millions of
euros)

Nominal amount issued of the instrument (in millions
of euros)

Issuance price

Redemption price

Accounting classification

Date of Issuance

Perpetual / Dated

Maturity Date

Issuer call subject to prior supervisory approval
Optional call date / contingent call dates and
redemption amount

Subsequent call dates

Dividend / Coupon

Coupon rate / Related index if applicable

Existence of a dividend stopper

Fully discretionary, partially discretionary or
mandatory (in terms of maturity)

Fully discretionary, partially discretionary or
mandatory (in terms of amount)

Existence of step up or other incentive to redeem
Non-cumulative or cumulative

Convertible or non-convertible

If convertible, conversion trigger(s)

If convertible, fully or partially

If convertible, conversion rate

If convertible, mandatory or optional conversion

If convertible, specify instrument type convertible into

If convertible, specify issuer of instrument it converts
into

Write-down features

If write-down, write-down trigger(s)

If write-down, full or partial

If write-down, permanent or temporary

If temporary write-down, description of write-up
mechanism

Position in subordination hierarchy in liquidation
(specify instrument type immediately senior to
instrument)

Non-compliant transitioned features

If yes, specify non-compliant features

CEMG
PTCMHOAMO0027
Portuguese
Common Equity Tier 1
capital
Common Equity Tier 1
capital
Solo and group
Ordinary shares

2,420.0
2,420.0

1

Share Capital
9/14/2017

Total

Total

CEMG
PTCMGUOMO0026

Portuguese

Tier 2 capital

Tier 2 capital

Solo and group
Subordinated debt

50.0

50.0

100%
Repayment at par
Other subordinated
liabilities
27/Dec/2018
Dated
27/Dec/2028
Yes

27/Dec/2023

Fixed + Variable

8% until 27/Dec/2023 Mid
Swap Rate + 7.77% after
27/Dec/2023

No
Mandatory

Mandatory

No
N.A.
Non-convertible

Senior Creditors

No

CEMG
PTFNIIOMO0011

Portuguese

Tier 2 capital

Tier 2 capital

Solo and group
Subordinated debt

6.3

15.0

100%
Repayment at par
Other subordinated
liabilities
02/Feb/2010
Perpetual
No maturity
Yes

02/Feb/2015

At any moment after

02/Feb/2010, subject to 30

days’ notice

Fixed + Variable / Minimum

limit
7% until 2/Feb/2012
Euribor6M+2.75%, with a
minimum of 5% after
2/Aug/2012
No

Mandatory

Mandatory

No
N.A.
Non-convertible

Senior Creditors

No

CEMG
PTCMGVOMO0025

Portuguese

Tier 2 capital

Tier 2 capital

Solo and group
Subordinated debt

100.0

100.0

100%
Repayment at par
Other subordinated
liabilities
03/Apr/2019
Dated
03/Apr/2029
Yes

03/Apr/2024

Fixed + Variable

10.5% until 03/Apr/2024
Mid Swap Rate +
10.514% after
03/Apr/2024
No

Mandatory

Mandatory

No
N.A.
Non-convertible

Senior Creditors

No

CEMG
PTCMGBOMO0037

Portuguese

Tier 2 capital

Tier 2 capital

Solo and group
Subordinated debt

50.0

50.0

100%
Repayment at par
Other subordinated
liabilities
09/Jun/2020
Dated
09/Jun/2030
Yes

09/Jun/2025

Fixed + Variable

9.5% until 09/Apr/2024
Mid Swap Rate + 9.742%
after 09/Apr/2024

No

Mandatory

Mandatory

No
N.A.
Non-convertible

Senior Creditors

No

(1) Indicate “N.A” if the issue is not relevant.

(2) Characteristics reflect the changes introduced at the Meetings of Bondholders held in May/15

144. In addition to the information presented in the following table, the full terms and conditions of all

the eligible issuances of Additional Tier 1 and Tier 2 can be consulted at the following electronic

addresses.
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Table 5| Full terms and conditions of own funds instruments

Address

https://www.bancomontepio. pt/iwov-resources/SitePublico/documentos/pt _PT/informacao-financeira-

PTCMGVOMO0025 montepio/funding-programes/programa-obrigacoes-caixa/montepio-final-terms-obrigacoes-caixa-
01042019.pdf
https://www.bancomontepio. pt/iwov-resources/SitePublico/documentos/pt _PT/informacao-financeira-
PTCMGUOMO0026 montepio/funding-programes/programa-obrigacoes-caixa/montepio-final-terms-obrigacoes-caixa-

28122018. pdf

PTFNIZOMO011

https://www.bancomontepio. pt/iwov-resources/SitePublico/documentos/pt PT/informacao-financeira-
montepio/funding-programes/convocatoria-ag-obrigacionistas/PTFNI1OMO0011-condicoes-finais-

atualizadas-30062020.pdf

PTCMGBOMO0037

https://www.bancomontepio. pt/iwov-resources/SitePublico/documentos/pt PT/informacao-financeira-
montepio/funding-programes/programa-obrigacoes-caixa/montepio-final-terms-obrigacoes-caixa-

08062020.pdf

145. Pursuant to Article 437, points d) and e) of the CRR, a table is published disclosing the applied
filters, deductions and items not deducted from own funds. It should be noted that no restrictions
are applied to the calculation of own funds, in accordance with point e) of the abovementioned
Article. In order to better understand the information provided, it will be broken down into three
parts, in the following tables.
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Table 6 | Main items of own funds

(thousands of euros)

Common Equity Tier 1 (CET1) capital: instruments and reserves

(A) Amountat  (B) Regulation (EU)
the reporting 575/2013 article

date reference
Capital instruments and the related share premium accounts 2,420,000 ﬁ; (212) (2)7 28,29, EBA
of which: instrument type 1 2,420,000 EBA list 26 (3)
of which: instrument type 2 EBA list 26 (3)
of which: instrument type 3 EBA list 26 (3)
Retained earnings -592,324 26 (1) (c)
Accumulated other comprehensive income (and other reserves) -429,130 26 (1)
Funds for general banking risk 0 26 (1) (f)
Amount of qualifying items referred to in Article 484, number 3 and the related share premium 486 (2)
accounts subject to phase out from CET1
Capital injections from the public sector subject to acquired rights until 1 January 2018 483 (2)
Minority interests (amount allowed in consolidated CET1) 3,064 84, 479, 480
Independently reviewed interim profits, net of any foreseeable charge or dividend 0 26 (2)
Common Equity Tier 1 (CET1) capital before regulatory adjustments 1,401,610
Common Equity Tier 1 (CET1) capital: regulatory adjustments i
Additional value adjustments 157,410 34,105
Intangible assets (net of related tax liability) -35,829 36 (1) (b), 37,472 (4)

Empty set in the EU
Deferred tax assets that rely on future profitability, excluding those arising from temporary
differences (net of related tax liability where the conditions in Article 38, number 3 are met.

199,212 36 (1) (c), 38, 472 (5)

Fair value reserves related to gains or losses on cash flow hedges 33 (a)

Negative amounts resulting from the calculation of expected loss amounts ?66) (1) (d), 40, 159, 472

Any increase in equity that results from securitised assets 32 (1)

Gains or losses on liabilities valued at fair value due to changes in own credit standing. -8 33 (b)

Defined-benefit pension fund assets 36 (1) (e), 41, 472 (7)

Direct and indirect holdings by an institution of own CET1 instruments 36 (1) (), 42, 472 (8)

Holdings of the CET1 instruments of financial sector entities where those entities have

reciprocal cross holdings with the institution designed to artificially inflate the own funds of the 0 36 (1) (g), 44, 472 (9)

institution

Direct and indirect holdings by the institution of CET1 instruments of financial sector entities in

which the institution does not have a significant investment (amount above the 10% threshold 0 36 (1) (), 43, 45, 46,
L . 49 (2) (3), 79, 472 (10)

and net of eligible short positions)

Direct, indirect and synthetic holdings by the institution of the CET1 instruments of financial 36 (1) (i), 43, 45, 47,

sector entities where the institution has a significant investment (amount above the 10% 0 48(1) (b), 49 (1) a (3),

threshold and net of eligible short positions) 79, 470, 472 (11)

Empty set in the EU

Exposure amount of the following items which qualify for a RW of 1250%, where the institution
. . -6,707 36 (1) (k)

chooses the alternative of deduction

of which: qualifying holdings outside the financial sector 36 (1) (k) (i), 89 to 91

36 (1) (k) (ii), 243 (1)

of which: securitisation positions -6,707 (b), 244 (1) (b), 258
of which: free deliveries 36 (1) (k) (iii), 379 (3)
Deferred tax assets arising from temporary differences (amount above the 10% threshold, net 122389 36 (1) (c), 38,48 (1)
of related tax liabilities where the conditions established in Article 38(3) are met) ' (a), 470, 472 (5)
Amount exceeding the 15% threshold 0 48 (1)

of which: direct and indirect holdings by the institution of the CET1 instruments of financial 36 (1) (i), 48 (1) (b),
sector entities where the institution has a significant investment in those entities 470, 472 (11)

Empty set in the EU
of which: Deferred tax assets arising from temporary differences

Losses for the current financial year -80,686 36 (1) (a), 472 (3)
Foreseeable tax charges relating to CET1 items 36 (1) (I)
Regulatory adjustments to common equity tier 1, relative to amounts subject to treatment

before CRR

Regulatory adjustments to unrealised gains and losses under the terms of Articles 467 and

468

of which: filter for unrealised losses relative to debt security positions 0 467

of which: filter for unrealised losses relative to equity positions 0 467

of which: filter for unrealised gains relative to debt security positions -1,516 468

of which: filter for unrealised gains relative to equity positions 0 468
Amount to be deducted or added to common equity tier 1 with regards to required additional 0 281
filters and deductions before CRR

of which prudential filter relative to actuarial discrepancies 0 481
Qualifying AT1 deductions that exceed the AT1 of the institution 0 36 (1)
Total regulatory adjustments to common equity tier 1 (CET1) -287,422

Common equity tier 1 (CET1) capital 1,114,188
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Table 6.1 | Main items of own funds (continuation)

(A) Amount at  (B) Regulation (EU)
the reporting 575/2013 article

date reference
Additional tier 1 (AT1) capital: instruments

Capital instruments and the related share premium accounts 0 51,52
of which: classified as equity under applicable accounting standards 0

of which: classified as liabilities under applicable accounting standards

Amount of qualifying items referred to in Article 484 (4) and the related share premium
accounts subject to phase out from AT1

Capital injections from the public sector subject to acquired rights until 1 January 2018 483 (3)
Qualifying Tier 1 capital included in the consolidated AT1 (including minority interests not

0 486 (3)

included in line 5) issued by subsidiaries and held by third parties 225 85, 86, 480
of which: instruments issued by subsidiaries subject to phase out 486 (3)
Additional tier 1 (AT1) capital before regulatory adjustments 225

Direct and indirect holdings by an institution of own AT1 instruments ‘5‘35(1()2)(13) 56 (a). 57,
Holdings of the AT1 instruments of financial sector entities where these entities have

reciprocal cross holdings with the institution designed to artificially inflate the own funds of the 56 (b), 58, 475 (3)
institution

Direct and indirect holdings of the AT1 instruments of financial sector entities where the
institution does not have a significant investment (amount above the 10% threshold and net of
eligible short positions)

Direct and indirect holdings by the institution of the AT1 instruments of financial sector entities
where the institution has a significant investment in those entities (amount above the 10% 56 (d), 59, 79, 475 (4)
threshold and net of eligible short positions)

Regulatory adjustments applied to additional tier 1 capital, relative to amounts subject to

treatment before CRR and transitional treatments subject to phasing out as prescribed in

Regulation (EU) 575/2013

56 (c), 59, 60, 79, 475
(C]

472,472 (3) (a), 472

Residual amounts deducted from additional tier 1 capital relative to the deduction of common (4), 472 (6), 472 (8)

:g;}tzyotf;r 1 capital during the transitional period as per Article 472 of Regulation (EU) 0 (@), 472 (9). 472 (10)
(a), 472 (11) ()
of which: Intangible assets 0

of which: direct and indirect holdings by the institution of CET1 instruments of financial sector
entities, where the institution has no significant investment

of which: direct, indirect and synthetic holdings of the CET1 instruments of financial sector
entities where the institution has a significant investment (amount above the 10% threshold
and net of eligible short positions)

Residual amounts deducted from additional tier 1 capital relative to the deduction of tier 2 477,477 (3), 477 (4)
capital during the transitional period as per Article 475 of Regulation (EU) 575/2013 (a)

of which: direct and indirect holdings by the institution of tier 2 instruments of financial sector
entities in which the institution has no significant investment

of which: direct, indirect and synthetic holdings of T2 instruments of financial sector entities
where the institution has a significant investment

Amounts to be deducted or added to additional tier 1 capital with regards to required additional

filters and deductions prior to CRR 467, 468, 481
Deductions to qualifying T2 that exceed the T2 of the institution 56 (e)
Total regulatory adjustments to additional tier 1 (AT1) capital 0

Additional tier 1 (AT1) capital 225

Tier 1 capital (T1 = CET1 + AT1) 1,114,413

Capital instruments and the related share premium accounts 206,323 62.63
Amount of qualifying items referred to in Article 484(5) and the eligible related share premium 486 (4)
accounts subject to phase out from Tier 2 capital.

Capital injections from the public sector subject to acquired rights until 1 January 2018 483 (4)
Qualifying own funds instruments included in the consolidated T2 capital (including minority

interests and AT1 not included in lines 5 and 34) issued by subsidiaries and held by third 225 87, 88, 480
parties

of which: instruments issued by subsidiaries subject to phase out 486 (4)
Credit risk adjustments 62 (c), (d)
Tier 2 (T2) capital before regulatory adjustments 206,548

Tier 2 (T2) capital: regulatory adjustments

Direct and indirect holdings by an institution of own T2 instruments and subordinated loans 237(?)2)(') 66 (a), 67,
Holdings of the T2 instruments and subordinated loans of financial sector entities where those

entities have reciprocal cross holdings with the institution designed to artificially inflate the own 66 (b), 68, 477 (3)
funds of the institution

Direct and indirect holdings of the T2 instruments and subordinated loans of financial sector
entities where the institution does not have a significant investment in those entities (amount
above the 10% threshold and net of eligible short positions)

Of which new holdings not subject to transition provisions

Of which holdings existing before 1 January 2013 and subject to transitional arrangements
Direct and indirect holdings by an institution of T2 instruments and subordinated loans of
financial sector entities where the institution has a significant investment in those entities (net 66 (d), 69, 79, 477 (4)
of eligible short positions)

Regulatory adjustments applied to tier 2 capital, relative to amounts subject to treatment prior

to CRR and transitional treatments subject to phasing out as prescribed in Regulation (EU)

66 (c), 69, 70, 79, 477
()]

575/2013

472, 472 (3) (a), 472
Residual amounts deducted from tier 2 capital relative to the deduction of common equity tier 1 (4), 472 (6), 472 (8)
capital during the transitional period as per Article 472 of Regulation (EU) 575/2013 (a), 472 (9), 472 (10)

(a), 472 (11) (a)
of which: direct and indirect holdings by the institution of CET1 instruments of financial sector
entities, where the institution has no significant investment
of which: direct, indirect and synthetic holdings of the CET1 instruments of financial sector
entities where the institution has a significant investment in those entities

Residual amounts deducted from tier 2 capital relative to the deduction from additional tier 1 547, 475 (2) (a), 475
capital during the transitional period as per Article 475 of Regulation (EU) 575/2013 (3), 475 (4) (a)
Amoun_t to be _deducted or added to tier 2 capital with regards to required additional filters and o 467, 468, 481
deductions prior to CRR

Total regulatory adjustments to tier 2 (CET1) capital 0

Tier 2 (T2) capital 206,548

Total Capital (TC = T1 + T2) 1,320,961
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Table 6.2 | Main items of own funds (continuation)
(A) Amount at  (B) Regulation (EU)
the reporting 575/2013 article
date ‘ reference

Risk Weighted Assets
Risk weighted assets relative to amounts subject to treatment before CRR and transitional

treatments subject to phasing out as prescribed in Regulation (EU) 575/2013 139,851
of which: direct and indirect holdings by an institution of its own CET1 instruments 0

of which: deferred taxes which depend on future profitability 0

of which: direct and indirect holdings by the institution of own funds instruments of financial 0
sector entities where the institution has no significant investment in those entities

of which: direct, indirect and synthetic holdings of own funds instruments of financial sector 0
entities where the institution has a significant investment in those entities

of which: regulatory adjustments applied to tier 2 capital, relative to amounts subject to 0
treatment before CRR and transitional treatments subject to phasing out as prescribed in CRR

Total risk weighted assets 9,576,942

Prudential capital ratios and reserves ; :
Common Equity Tier 1 capital 11.63% 92 (2) (a), 465

Level 1 11.64% 92 (2) (b), 465

Total capital 13.79% 92 (2) (c)

Institution specific buffer requirement 9.02% DRFP 128, 129, 130
of which: capital conservation buffer requirement 2.50%

of which: countercyclical buffer requirement 0.00%

of which: systemic risk buffer requirement 0.00%

of which: Global systemically important institution (G-Sll) or Other systemically important
institution (O-SlI) buffer
Common Equity Tier 1 (CET1) available to meet buffers 2.61% DRFP 128

0.19% DRFP 131

Amounts below the thresholds for deduction (before risk weighting)

36 (1) (h), 45, 46, 472
(10), 56 (c), 59, 60,
475 (4), 66 (c), 69, 70,

Direct and indirect holdings of own funds instruments of financial sector entities where the
institution does not have a significant investment in those entities (amount above the 10% 0
threshold and net of eligible short positions)

477 (4)
Direct and indirect holdings by the institution of own funds instruments of financial sector .
- e R ) ) - 36 (1) (i), 45, 48, 470,
entities where the institution has a significant investment in those entities (amount above the 0 472 (11)

10% threshold and net of eligible short positions)

Empty set in the EU

Deferred tax assets arising from temporary differences (amount below the 10% threshold, net 118.919 36 (1) (c), 38, 48, 470,
of related tax liabilities where the conditions established in Article 38 (3) are met] ' 472 (5

Applicable caps on inclusion
Credit risk adjustments included in T2 in respect of exposures subject to the standardised

approach 62

(prior to the application of the cap)

Cap on inclusion of credit risk adjustments in T2 under the standardised approach 62

Credit risk adjustments included in T2 in respect of exposures subject to the internal ratings-

based 62

approach (prior to the application of the cap)

Cap for inclusion of credit risk adjustments in T2 under the internal ratings-based approach 62

Capital instruments subject to phase-out arrangements (only applicable between 1 January 2014 and 1 January 2022) ]
Current cap on CET1 instruments subject to phase-out arrangements 484 (4), 486 (3) and (5)
Amount excluded from CET1 due to cap (excess over cap after redemptions and maturities) 484 (3), 486 (2)
Current cap on AT1 instruments subject to phase-out arrangement 484 (4), 486 (3) and (5)
Amount excluded from AT1 due to cap (excess over cap after redemptions and maturities) 484 (4), 486 (3) and (5)
Current cap on T2 instruments subject to phase out arrangement 484 (4), 486 (3) and (5)
Amount excluded from T2 due to cap (excess over cap after redemptions and maturities) 484 (4), 486 (3) and (5)

146. Pursuant to Article 437, point f) of CRR, prudential ratios of own funds that are calculated based
on legislation that is different from what is set out in CRR are not disclosed on an individual and
consolidated basis.

147. Since the Group decided to recognise the impacts of IFRS9 in phases, pursuant to Article 473-
A of CCR, introduced by Regulation 2017/2395 of the European Parliament, the model
comparing own funds, own funds ratios and institutions’ leverage with and without application
of the transitional regime of IFRS 9 or similar expected credit losses, as referred to in the
EBA/GL/2018/01 guidelines, relative to the uniform disclosure of the transitional regime to
reduce the impact of the introduction of IFRS 9 on own funds, is shown below.
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Table 7 | Uniform disclosure of the transitional regime to reduce the impact of IFRS 9

(thousands of euros)

AVAILABLE OWN FUNDS (AMOUNTS) 31/Dec/2020 30/Sep/2020 30/Jun/2020 31/Mar/2020

1 Common equity tier 1 (CET1) capital 1,114,188 1,181,096 1,163,566 1,198,360
Common equity tier 1 (CET1) capital if the transitional regime of IFRS 9 or similar expected credit
losses had not been applied
Common equity tier 1 (CET1) capital if the transitional regime applied to unrealised gains and

958,502 1,016,453 1,033,253 1,099,053

2a losses measured at fair value through other comprehensive income in accordance with Article 468 1,115,704 1,182,545 1,162,736 N.A.
of the CRR had not been applied

3 Tier 1 capital 1,114,413 1,181,339 1,163,795 1,198,602

4 Z:)(i)r”i;apltal if the transitional regime of IFRS 9 or similar expected credit losses had not been 058,727 1,016,695 1,033,481 1,099,294
Tier 1 capital if the transitional regime applied to unrealised gains and losses measured at fair

4a value through other comprehensive income in accordance with Article 468 of the CRR had not 1,115,929 1,182,788 1,162,964 N.A.
been applied

5 Total capital 1,320,961 1,387,904 1,370,118 1,354,925
'Ia'g;allilet;apltal if the transitional regime of IFRS 9 or similar expected credit losses had not been 1165275 1223261 1,239,804 1255617
Total capital if the transitional regime applied to unrealised gains and losses measured at fair

6a value through other comprehensive income in accordance with Article 468 of the CRR had not 1,322,477 1,389,354 1,369,287
been applied

RISK-WEIGHTED ASSETS (AMOUNTS)
7 Total risk-weighted assets 9,576,942 10,089,074 10,118,935 10,280,709

Total risk-weighted assets if the transitional regime of IFRS 9 or similar expected credit losses 9,436,711 9,942.310 0999772 10,209,748

had not been applied
CAPITAL RATIOS

9 Common equity tier 1 capital (as a percentage of the amount of the exposures) 11.6% 11.7% 11.5% 11.7%
Common equity tier 1 capital (as a percentage of the amount of the exposures) if the transitional

regime of IFRS 9 or similar expected credit losses had not been applied 10.2% 10.2% 10.3% 108%
0 Common Equity Tier 1 capital (as percentage of the exposure amount) if the transitional regime
N applied to unrealised gains and losses measured at fair value through other comprehensive 11.6% 11.7% 11.5% N.A.
income according to Article 468 of the CRR had not been applied
11 Tier 1 capital (as a percentage of the amount of the exposures) 11.6% 11.7% 11.5% 11.7%
P Tler_ 1_cap|tal (asa perc_entage of the amount of thg exposures) if the transitional regime of IFRS 9 10.2% 10.2% 10.3% 10.8%
or similar expected credit losses had not been applied
1 Tier 1 capital (as a percentage of the amount of the exposures) if the transitional regime applied
. fo unrealised gains and losses measured at fair value through other comprehensive income under 11.7% 11.7% 11.5% N.A.
Article 468 of the CRR had not been applied
13 Total capital (as a percentage of the amount of the exposures) 13.8% 13.8% 13.5% 13.2%
" Totgl (_:apnal (asa perce_ntage of the amount of the‘exposures) if the transitional regime of IFRS 9 12.3% 12.3% 12.4% 12.3%
or similar expected credit losses had not been applied
Total capital (as a percentage of the amount of the exposures) if the transitional regime applied to
unrealised gains and losses measured at fair value through other comprehensive income in 13.8% 13.8% 13.5%
accordance with Article 468 of the CRR had not been applied
15 Total leverage ratio exposure 18,435,409 18,075,184 18,360,018 18,119,657
16 Leverage ratio 6.0% 6.5% 6.3% 6.6%
;g\gﬁ;a:jge ratio if the transitional regime of IFRS 9 or similar expected credit losses had not been 5.20 5.6% 5.6% 6.1%

4.2 Capital requirements

The calculation of the capital requirements for credit and market risk is determined according to
the standardised approach.

In 2020, the capital requirements for credit risk were fully calculated based on the standard
method, based on the business segments of the various group entities.

In 2020, the calculation of the capital requirements for operational risk was determined in
accordance with the standardised approach for BM, MG Cabo Verde, Montepio Crédito and
Montepio Investimento, and in accordance with the basic indicator approach for Finibanco
Angola. This calculation was carried out in conformity with the requirements foreseen for each
of the mentioned calculation approaches, as indicated in CRD IV and CRR.

The following table exhibits, according to Article 438 (c) to (f) of CRR - with the exception of
point (d) which applies to the IRB Approach -, the distribution of the capital requirements among
the various types of risk, including, among others, the requirements relative to deferred taxes
and CVA. The credit and counterparty risk is the most significant, corresponding to about 76%
of capital requirements.
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In December 2020, the value of risk-weighted assets (RWA) came to 9,577 million euros, which
represents a decrease of about 7.01% year-on-year, essentially explained by the observed
reduction in the credit risk component - excluding the Credit Conversion Factor (CCF), i.e.
conversion of the off-balance sheet items to a credit risk equivalent — arising from balance sheet
deleveraging, namely the reduction evidenced in the consolidated credit portfolio (about 78%).

The reduction noted in terms of the RWA associated with its credit portfolio had an important
contribution from the operation that began on 18 December 2020, which sets up a synthetic
securitisation structure. This operation is based on a portfolio of small and medium-sized
enterprise (SME) loans. In this operation there was no sale of credits to third parties, issue of
bonds or participation of Credit Securitisation Companies, Credit Securitisation Vehicles and
Credit Securitisation Funds, or need to maintain Reserve Accounts. Likewise, there was no
transfer of collections. The operation follows a risk tranche pattern similar to that of a traditional
securitisation, and was divided into the following tranches: senior (80.3% of the portfolio),
mezzanine (18% of the portfolio), junior (1.7% of the portfolio) and synthetic excess spread
(0.54%). For the senior and mezzanine tranche the Bank transferred the risk to third parties by
contracting two financial guarantees that constitute a credit hedge not subject to MtM. For this
purpose, the EIB and the EIF are the guarantors of the senior and mezzanine tranches. Banco
Montepio retained the risk of the junior tranche and the excess spread.

The entry into force of Regulation (EU) 2020/873 of the European Parliament and of the Council,
of 24 June also enabled a positive effect to be noted in terms of RWA, essentially owing to the
revision of the criteria permitting preferential treatment in terms of the risk weighting of SME
financing.
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Table 8 | EU OV1 Overview of the risk-weighted assets

(thousands of euros)

Capital Requirements

Dec-19 | Dec-20 | Sep-20 i Dec-19

Credit Risk (excluding CCR) 7,219,694 7,576,239 8,898,237 577,576 606,099 711,859
of which: standardised approach 7,219,694 7,576,239 8,898,237 577,576 606,099 711,859
Art. 438 (c)(d) of which: IRB approach 0 0 0 0 0 0
of which: advanced IRB approach 0 0 0 0 0 0
of which: equity IRB under the
Art. 438 (d) simple risk-weighted approach or 0 0 0 0 0 0
IMA
Art. 107
Art. 438 (c) (d) CCR 80,174 93,636 88,386 6,414 7,491 7,071
Of which: mark to market (MtM) 64,044 73,555 71,108 5,124 5,884 5,689
Of which: original exposure o 0 0 0 0 0
approach
of which: standardised approach 0 0 0 0 0 0
Art. 438 (0) (d) of which: internal model method 0 0 0 0 0 0
(IMM)
of which: exposure amount for
contributions to the Default Fund of 0 0 0 0 0 0
aCCP
of which: CVA 16,130 20,081 17,278 1,290 1,607 1,382
Art. 438 (e) Settlement Risk 0 0 0 0 0 0
Art. 449 (o) (i) Canking book securitisation 1,057,583 1,102,571 1,541 84,607 88,206 123
exposures (net of cap)
of which: IRB approach 0 0 0 0 0 0
of which: supervisory formula
method (SFA) 0 0 0 0 0 0
of which: internal assessment o o 0 0 0 o
approach
of which: standardised approach 1,057,583 1,102,571 1,541 84,607 88,206 123
Art. 438 (e) Market Risk 55,019 66,385 97,643 4,402 5,311 7,811
of which: standardised approach 55,019 66,385 97,643 4,402 5,311 7,811
of which: IMA 0 0 0 0 0 0
Art. 438 (e) Large Exposures 0 0 0 0 0 0
Art. 438 (f) Operational Risk 688,081 761,205 761,205 55,046 60,896 60,896
of which: basic indicator approach 0 0 0 0 0 0
of which: standardised approach 688,081 761,205 761,205 55,046 60,896 60,896
of which: advanced measurement 0 0 0 0 0 0
approach
G R
Art. 48 ) : 476,391 489,038 451,607 38,111 39,123 36,129
and Art. 60 deduction (subject to a RW of
) 250%)
Art. 500 Threshold adjustment 0 0 0 0 0 0
Total 9,576,942 10,089,074 10,298,618 766,155 807,126 823,889

155. The following table exhibits the evolution in 2020 of the Pillar | requirements.
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156. Bearing in mind the Risk Appetite Statement, the BD aims to maintain a capital level more
adequate to the evolution of the Group’s business in order to ensure that it has satisfactory
solvency indicators compatible with the prudential recommendations, as well as from an

157.
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Table 9 | Capital Requirements

Capital requirements

For credit, counterparty credit and dilution risks and free

deliveries

Standardised Approach
Standardised Approach Exposure classes, excluding ¢

Claims or contingent claims on central
governments or central banks
Claims or contingent claims on regional
governments or local authorities
Claims or contingent claims on administrative
bodies and non-commercial undertakings
Claims or contingent claims on multilateral
development banks
Claims or contingent claims on international
organisations
Claims or contingent claims on Institutions
Claims or contingent claims on Corporates
Retail claims or contingent retail claims
Claims or contingent claims secured on real
estate property
Past due items

ltems belonging to regulatory high-risk categories

Covered bonds
Exposures on collective investment undertakings
(ClV):
Other items
Securitisation positions under the Standardised Apprc
(-) Provisions for general credit risks
Settlement risk
Capital requirements for position, foreign exchange and c
Standardised Approach
Debt instruments
Equity securities
Foreign exchange risks
Commodities risk
Capital requirements for operational risk
Basic indicator approach
Standardised Approach
Advanced measurement approaches
Capital requirements - CVA
Transitional or other capital requirements

economic viewpoint.

The decrease in capital ratios in December 2020 compared to December 2019 was due to the
reduction in equity, particularly the phase in effect, essentially associated with the recognition
of the impacts of the initial adoption of IFRS 9, as well as the evolution of the results of 2020.
Conversely, reference should be made to the issue of subordinated debt eligible for Tier 2 own
funds in the amount of 50 million euros at the end of the first half of 2020. This effect on own
funds was mitigated by the reduction of around 440 million euros in risk-weighted assets,
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essentially due to changes in the credit and debt securities portfolios, as well as the effects of

the synthetic securitisation in December 2020.

158. The following table exhibits a summary of the main capital indicators, be they in phasing in or in
full implementation. As mentioned previously, the effects of the new Basel Il (CRD IV/CRR)

regulation will be gradually introduced.

Table 10 | Capital indicators

CET1 Ratio 11.6%
T1 Ratio 11.6%
Total Capital Ratio 13.8%
Leverage Ratio 6.0%
CET1 Ratio 10.1%
T1 Ratio 10.1%
Total Capital Ratio 12.3%
Leverage Ratio 5.2%

11.7%

11.7%

13.8%
6.5%

10.2%
10.2%
12.3%
5.7%

11.5%

11.5%

13.5%
6.3%

10.3%

10.3%

12.3%
5.6%

12.4%

12.4%

13.9%
7.0%

11.2%

11.2%

12.8%
6.4%

159. Following the annual supervisory procedure, known as the Supervisory Review and Evaluation
Process (SREP), the applicable Pillar 2 requirement for the Group is 3.25%.

160. The minimum requirements, which include the minimum requirements components (Pillar 1),
specific requirements arising from SREP (Pillar 2) and combined reserve requirements, in

December 2020, were the following:

CET1 9.02%
T1 11.13%
Total 13.94%

4.50%
6.00%
8.00%

1.83% 2.69%
2.44% 2.69%
3.25% 2.69%

161. As a consequence of the Covid-19 pandemic, and in line with the decision taken by the ECB for
significant institutions, Banco de Portugal took a series of measures aimed at enhancing the
flexibility of the regulatory and supervision requirements, enabling less significant credit
institutions subject to its supervision to operate, temporarily, at a level lower than that of the
combined reserve of own funds (Overall Capital Requirement — OCR), considering that the
capital reserves were designed to enable credit institutions to overcome especially adverse

situations.

162. As at 31 December 2020, the capital ratios reported by Banco Montepio were above the required
prudential levels considering the temporary relief measures issued by Banco de Portugal in the
context of the Covid-19 pandemic. Nonetheless, the Board of Directors started a series of
initiatives with a view to strengthening the capital ratios, which are currently underway.

163. The Group has established an internal capital adequacy assessment process (ICAAP), which is
an essential component in risk management and seeks to develop an analysis of the Group's
internal capital, based on a qualitative and quantitative assessment of the risks to which the
Group is exposed in its activity. The measurement of internal controls and of their effectiveness
in mitigating exposure to these risks and the simulation of a series of adverse scenarios with an

impact on the Group's solvency.
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The ICAAP exercise is conducted at a consolidated level and at an individual level, when
applicable, with the following main objectives:

e Be atool to support strategic decision-making;

e Stimulate a culture of risk that fosters the participation of the entire organisation in the
management of the internal capital (BD, Business Areas and Internal Control Functions);

e Assure the adequacy of the internal capital in relation to its risk profile and its risk and
business strategies;

e Assure an appropriate identification, quantification, control and mitigation of the material
risks to which the Group is exposed;

e Assure proper documentation of the demonstrated results, by reinforcing the integration
of the risk management processes in the risk culture of the Group and in decision-making
processes;

e Foresee a contingency plan to assure the adequacy of the internal capital in the event of
a recession or crisis.

The results of the ICAAP enable investigating whether the Group’s capitalisation is, in a
sustainable form, adequate to the risks derived from its activity. This capital adequacy is
assessed based on the comparison between the available internal capital and the economic
capital requirements, taking into account the risk appetite level established by the BD.

In the first phase, this entails identification of the material risks which the Group’s activity is
subject to, based on an internal risk classification. All the risks identified as material and the
risks considered in Basel Pillar |, regardless of being considered material or not, are integrated
in the ICAAP.

At a second stage, the material risks are modelled with a view to the quantification of the
respective economic capital requirements, based on an extremely adverse scenario in line with
the defined risk appetite level. The risks are thus incorporated by add-on to the regulatory
capital. The capital add-on values therefore include the requirements relative to other risks not
considered in Pillar | (regulatory vision) and the difference between the regulatory and economic
requirements, considering the risk quantification methodologies used internally.

Capital adequacy is assessed based on the comparison between the economic capital
requirements and the available internal capital to absorb estimated losses, calculated
considering the established risk appetite level.

The result of the capital adequacy assessment is supplemented by the values obtained through
reverse stress tests and under stress test scenarios. The objective is to assess the capacity to
absorb unexpected losses, which involves the identification of potential contingency plans to
deal with any insufficiency of internal capital, duly aligned with other capital planning exercises,
namely the Funding and Capital Plan (FCP) and the Recovery Plan.

In light of the defined strategic plan that is reviewed periodically, no significant changes are
foreseen in the materiality of the different types of risk. In addition, measures are planned in the
Funding and Capital Plan that will allow the Group's solvency levels to be strengthened from a
regulatory and economic perspective.
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4.4  Prudential reserves of own funds

. The buffer rate for each institution is the result of a weighted average of the countercyclical buffer
rates applicable in the countries where the (credit) exposures of that institution are located. The
countercyclical buffer rate applicable to exposures located in Portugal during 2020 was 0%.

The following table exhibits, in compliance with Article 440, number 1, point a) of the CRR, the
geographical distribution of the relevant credit exposures for the calculation of the counter-
cyclical reserve.

Table 11 | Geographical distribution of the relevant credit exposures for the calculation of the
counter-cyclical reserve.

ital R irement:

Of which:

Value of the
Value of Sum of the | securitised

exposures for long and exposures Of which: Weighting [Countercy

Relevant the purposes short for the general exposures = Whl.Ch' of capital clical
in the securitised

countries of the positions in | purposes of credit tradin e requirement| capital
Standardised | the trading the exposures 9 P s buffer rate
Approach book Standardised

Approach

Portugal 18,558,891 619,460 619,510 91% 0.000%
Angola 186,066 0 0 26,008 0 0 26,008 4% 0.000%
Luxembourg 116,310 0 0 10,851 0 0 10,851 2% 0.250%
United Kingdom 215,781 383 0 5,574 61 0 5,636 1% 0.000%
Other Countries 1,561,528 6,896 1,371 15,981 975 23 16,978 3% 0.001%
TOTAL 20,638,576 7,506 2,059 677,874 1,072 36 678,982 100% 0.0040%
. The counter-cyclical reserve rate of the relevant geographies (geographies whose exposure

represents more than 2% of the total risk-weighted positions) is 0%. Taking into account the
remaining geographical distribution of exposures, the applicable specific countercyclical buffer
tended to be 0.0040%.

Table 11.1 | Clearance of countercyclical buffer for Own Funds Requirements

(thousands of euros)

—

Total amount of exposures (RWA) 9,576,942
Countercyclical reserve rate of own funds specific to the institution 0.0040%
Countercyclical reserve requirement of own funds specific to the institution 385

. Regarding the reserve of other systemically important institutions (O-SlIs) the Banco de Portugal
defined for the Group a buffer of 0.1875% in 2020 and 2021 and of 0.25% in 2022.

45 Leverage ratio

. In the calculation of the leverage ratio the regulatory rules in force established in the CRR,
updated by the applicable regulations, and the guidelines of the regulatory authorities on the
subject, namely Delegated Regulation (EU) 2015/62 and in accordance with the Implementing
Regulation (EU) 2016/200, both of the European Commission, are complied with.

The leverage ratio is defined as a percentage corresponding to the relation between the capital
measure (in the numerator) and the exposure measure (in the denominator).
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177. As at 31 December 2020, the leverage ratio was 6.0%, a value that exceeds the minimum
reference value of 3% indicated by the supervisory authorities. There was a 99 bps decrease in
comparison to the preceding year, essentially due to the decrease in Tier 1 own funds.

178. The Group chose not to disclose the information related to the leverage ratio based on the
definition of the own funds measure provided for in Article 499 (1) (b) of CRR.

Table 12 | Leverage ratio

(thousands of euros)

Tier 1 capital 1,114,413 1,181,339 1,274,120
Leverage ratio total exposure measure 18,435,409 18,075,184 18,119,657
Leverage ratio

Leverage ratio 6.04% 6.54% 7.03%

Choice on transitional arrangements and amount of derecognised fiduciary items

Choice on transitional arrangements for the definition of
the capital measure

Amount of derecognised fiduciary items in accordance
with Article 429 (11) 0 0 0
of Regulation (EU) 575/2013

Transitional definition

179. The following table exhibits the breakdown of the denominator of the ratio (total exposure) and
the reconciliation of the total exposure measure with the relevant information disclosed in
published financial statements.
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Table 13 | Breakdown of the total exposure

(thousands of euros)

CRR leverage ratio exposures Dec-20 Jun-20
On-balance sheet exposures (excluding derivatives and SFTs)

On-balance sheet items (excluding derivatives, SFT and fiduciary assets, but including guarantees) 17,920,643 17,856,453

(Asset amounts deducted to determine Tier 1 capital) -206,736 -188,141

Total on-balance sheet exposures (excluding derivatives, SFTs and fiduciary assets) 17,713,907 17,668,312

Derivative exposures

Replacement cost associated with all derivative transactions (i.e. net of eligible cash variation margin) 20,092 25,640

Add-on amounts for PFE associated with all derivative transactions (mark-to-market approach) 29,523 44,269

Exposure determined under the Original Exposure Method 0 0

Gross-up for derivatives collateral provided where deducted from the balance sheet assets pursuant to the applicable accounting

framework

(Deductions of receivables assets for cash variation margin provided in derivatives transactions) 0 0

(Exempted CCP leg of client-cleared trade exposures) 0 0

Adjusted effective notional amount of written credit derivatives 0 0

(Adjusted effective notional offsets and add-on deductions for written credit

derivatives)

Total derivative exposures 49,615 69,909

SFT exposures

Gross SFT assets (with no recognition of netting), after adjusting for sales accounting transactions 109,693 109,693

(Netted amounts of cash payables and cash receivables of gross SFT assets) -109,693 -109,693

Counterparty credit risk exposure for SFT assets 55,660 1,517

Derogation for SFTs: Counterparty credit risk exposure in accordance with 0 0

Articles 429-B (4) and 222 of Regulation (EU) 575/2013

Agent transaction exposures 0 0

(Exempted CCP leg of client-cleared SFT exposure) 0 0

Total securities financing transaction exposures 55,660 1,517

Other off-balance sheet exposures

Off-balance sheet exposures at gross notional amount 1,936,976 1,912,382

(Adjustments for conversion to credit equivalent amounts) -1,320,748 -1,292,102

Other off-balance sheet exposures 616,228 620,280

Exempted exposures in accordance with Article 429 (7) and (14) of Regulation (EU) 575/2013 (on and off balance sheet) 0

(Intragroup exposures (solo basis) exempted in accordance with 0 0

Article 429 (7) of Regulation (EU) 575/2013 (on and off balance sheet))

(Exposures exempted in accordance with Article 429 (14) of Regulation 0 0

(EU) 575/2013 (on and off balance sheet))

Tier 1 capital 1,114,413 1,163,795

Leverage ratio total exposure measure (sum of lines 3, 11, 16, 19,

EU-19a and EU-19b) 18,435,409 18,360,018

Breakdown of on-balance sheet exposures (excluding derivatives, SFTs)

Total on-balance sheet exposures (excluding derivatives, SFTs), of which: 17,976,303 17,860,139

Exposures in the trading book 0 0

Exposures in the banking book, of which: 17,976,303 17,860,139
Covered Bonds 54,216 0
Exposures treated as sovereign 3,842,613 3,650,410
Exposures to regional governments, multilateral development banks, international organisations and SPCs not treated as sovereign 101,479 122,765
Institutions 447,329 479,288
Secured by mortgages on real estate property 6,202,809 6,388,810
Retail portfolio exposures 2,090,129 1,789,858
Companies 2,090,890 2,020,461
Exposures in default 493,642 603,259
Other exposures (e.g. equities, securitisations and other non-credit obligation assets) 2,653,196 2,805,288

Table 14 | Reconciliation of the total exposure with the accounting financial assets
(thousands of euros)
Summary reconciliation of accounting assets and leverage ratio exposures Dec-20 Sep-20
Total assets as per published financial statements 17,940,735 17,882,093
Adjustment for entities which are consolidated for accounting purposes but are outside

the scope of regulatory consolidation 0 0
(Adjustment for fiduciary assets recognised on the balance sheet pursuant to the

applicable accounting framework but excluded 0 0
from the leverage ratio exposure measure in accordance with Article 429, number 13

of Regulation (EU) 575/2013)

Adjustments for derivative financial instruments 29,523 44,269
Adjustments for securities financing transactions (SFTs) 55,660 1,517
Adjustment for off-balance sheet items (i.e. conversion to credit equivalent amounts of 616,228 620,280

off-balance sheet exposures)

(Adjustment for intragroup exposures excluded from the leverage ratio exposure

measure in accordance with Article 429, number 7 0 0
of Regulation (EU) 575/2013)

(Adjustment for exposures excluded from the leverage ratio exposure measure in

accordance with Article 429, number 14 0 0
of Regulation (EU) 575/2013)

Other adjustments -206,736 -188,141
Total leverage ratio exposure 18,435,409 18,360,018

180. The provisions in Article 429, number 11 of the CRR do not apply to the Group.
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Based on the gap between the current level of the leverage ratio which reached 6.0%,
corresponding to more than double the indicative minimum of 3%, no excessive leverage is
observed, and which derives from the defined risk appetite, namely with defined limits for
exposure to sovereign, as well as to market risk of the proprietary portfolios, including trading
and banking books. Additionally, the Group has a rather low risk appetite in terms of trading
(trading book), with the main aim of the exposure to derivatives being to hedge the interest rate
risk of the banking book and to manage the exchange rate risk.

In this way, monitoring, on at least a quarterly basis, within the scope of the risk appetite
framework and, on a monthly basis, by ALCO, enables regular monitoring by the management
bodies and taking any corrective measures that may be necessary.

As mentioned above, the leverage ratio of BM does not show evidence of excessive leverage.

The leverage ratio is a key performance indicator monitored on a monthly basis under the
Recovery Plan, so an alert and activation level has been defined for it. Consequently, in a
scenario of deterioration of the leverage ratio, the procedures defined in the Recovery Plan will
be implemented to strengthen this indicator. In this sense, in a scenario in which the
deterioration of this indicator is identified (reaching trigger of the Recovery Plan), the same will
be identified both in the ALCO and via internal reporting, with immediate communication to the
EC. The Executive Committee, in turn, after identifying the need to implement measures to
restore the indicator, and selection of measures, communicates them to the BD and the Risk
Committee for their approval, and start of implementation. The measures deemed necessary to
implement shall also be reported to the supervisor.

On 31 December 2020, BM was not considered a Global Systemically Important Institution (G-
Sll) in accordance with 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.

One of the most significant risks associated with the activity of derivatives trading and
repurchase operations is related to the risk of default by the counterparty before the final
settlement of all the financial flows.

The exposure to derivative and repo instruments (sales operations with repurchase agreement,
purchase operations with resale agreement and the underwriting or assigning of securities
borrowing or lending transactions are considered as repos) is followed up with regards to the
trading and monitoring of the proprietary positions, in terms of management and within the scope
of the risk control activity and definition of the internal limits for the exposure to derivative
instruments, as well as with regards to the possibility of combined settlement of operations
regulated by the same contract, with the possibility of offsetting receivables and payables.
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The contracts signed with the various counterparties to classify their repo and derivatives activity
are, mostly, standard contracts: ISDA Master Agreement with Credit Support Annex (CSA) and
Global Master Repurchase Agreement (GMRA).

The exposure to derivatives and repos is monitored on a daily basis, with emphasis on the fact
that these instruments fall under the following dedicated contracts: ISDA with CSA and GMRA
and, as such, are subject to the establishment or release of collateral according to the market
value of the exposure of one of the counterparties in relation to the other.

The CSAs govern the conditions of posting of collateral between the counterparties that have
contracted derivatives under an ISDA Master Agreement and constitute the most effective credit
risk mitigation mechanism in over-the-counter transactions. The CSAs thus permit the
implementation for OTC instruments (interest rate swaps, exchange rate swaps, exchange rate
forwards, among others) of a mechanism similar to the periodic settlement of gains and losses
that the clearing houses ensure for instruments traded in an organised market (such as futures,
for example). The CSAs establish the frequency of the evaluations, the thresholds amounts
above which collateral calls may be requested (request for constitution or reinforcement of
collateral), the minimum transfer amounts to be respected in the reinforcements or constitutions
of collateral, the eligible assets for the posting of collateral (mostly in cash, although sovereign
debt securities and debt securities from other issuers with an appropriate credit risk and
corresponding applicable haircuts are also accepted).

The security repos are considered for the purposes of monitoring of risk, such as loans and
advances to another institution, where the security involved is treated as collateral received (or
posted).

The GMRAs govern the collateral posting conditions between the counterparties that have
contracted operations involving the underwriting or assignment of funds, against the posting or
receipt of collateral.

The value of the current exposure with each counterparty is the substitution value of the
operation, estimated daily for the derivative operations and/or repurchase agreements.

For all counterparties, the current exposure to derivatives is calculated daily based on the
market value of the operations in portfolio, in order to control the exposure value allocated to
derivatives.

Currently, any further downgrading of BM's credit rating would have no impact on the amount
of guarantees provided.

For prudential purposes, the exposures to derivatives are calculated in accordance with the
Mark-to-Market approach described in Article 274 (Part lll, Title I, Chapter 6, Section 3) of the
CRR.

The following table exhibits the risk exposures and risk-weighted assets, as well as the
approaches used to calculate the credit and counterparty risk exposure (excluding the CVA
requirements):
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Table 15 | EU CCR1 Analysis of the exposure to CCR by approach

(thousands of euros)

Noti Replacement P?tfm'al EAD
Dec-2020 S cost/current S EEPE | Multiplier post | RWAs
nal credit
market value CRM
exposure

Mark to Market 42,666 29,140 42,666 22,113
Original exposure - - - -
Standardised approach - - -
Internal Model Method - IMM (for derivatives
and SFTs)

Of which securities financing transactions - - - -

Of which derivatives and long settlement

transactions

Of which from contractual cross-product

netting
Financial collateral simple method (for SFTs) - -
Financial collateral comprehensive method (for

SFTs) 4,089 1,677
VaR for SFTs - -
Total - 42,666 29,140 46,755 23,789

Replacement P?tfnt'al EAD

cost/current cureuc;iei EEPE | Multiplier post | RWAs

market value CRM
exposure

Mark to Market 63,238 43,886 63,238 28,358
Original exposure - - - -
Standardised approach - - -
Internal Model Method - IMM (for derivatives
and SFTs)

Of which securities financing transactions - - - -

Of which derivatives and long settlement

transactions

Of which from contractual cross-product

netting
Financial collateral simple method (for SFTs) - -
Financial collateral comprehensive method (for

SFTs) 0 0
VaR for SFTs - -
Total - 63,238 43,886 63,238 28,358

198. The capital requirements for CVA risk of the portfolio are determined according to the
standardised approach, as set out in Article 384 of the CRR, Part lll, Title VI of CRR.

199. The following table shows the amount of exposure and the amount of the corresponding risk-
weighted positions, at risk of transactions subject to capital requirements for CVA:

Table 16 | EU CCR2 CVA capital requirements
(thousands of euros)

Dec-20 Jun-20

Exposure RWAS Exposure

RWAs
value value

Total portfolios subject to the advanced
method
VaR component (including the
multiplier 3x)
SVaR component (including the
multiplier 3x)
Total portfolios subject to the standardised

36,943 16,130 41,649 18,538
approach
Based on the original exposure approach 0 0 0 0
Total subject to the CVA capital charge 36,943 16,130 41,649 18,538
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200. The standardised approach to calculate the CVA requirement considers the exposure
determined for the calculation of the risk-weighted positions. The RWA corresponds to the
capital requirement value for CVA multiplied by 12.5, according to Article 92 (4b) of CRR.

201. As at 31 December 2020, there were no derivative operations carried out through central
counterparties (CCP).

202. The following table exhibits, by risk category and weight, within the context of the exposures
subject to CCR, the value of the net exposure of impairment following the application of
conversion factors and risk mitigation techniques (EAD) and the RWA.

Table 17 | EU CCR3 Analysis of the RWA exposure to CCR by regulatory portfolio and risk

(thousands of euros)

Central Governments or Central

Banks

Regional Governments or Local

Authorities

Public Sector Entities - - - - - - - - - - - -
Multilateral Development Banks - - - - - - - - - - - -
International Organisations - - - - -
Institutions - - - - 20,386 - 114,787 - 172 - - 135,345

Corporates - - - - - - - 2,391 - - 2,391
Retail - - - - - - - 13 - - - 13
Positions guaranteed by real

estate o ) . ) : ) ) ) ) )

Past due items - - - - - - - - - - - _
Exposures associated with

Particularly High Risks

Covered Bonds - - - - - - - - - - - _

Institutions and Corporates with
a Short-Term Credit Assessment

Positions on Collective

Investment Undertakings (CIU):

Shares - - - - - - - - - - - -
Other items - - - - - - - - - - - -
Securitisations - - - - - -
TOTAL original exposures: - - - - 20,386 - 114,787 13 2,563 - - 137,750 -
Central Governments or Central

Banks

Regional Governments or Local

Authorities

Public Sector Entities - - - - - - - - - - - -

Multilateral Development Banks - - - - - - - - - - - -

International Organisations - - - - - - - -
Institutions - - - - 4,077 - 57,394 - 172 - - 61,643

Counterparty risk EAD by asset classes and risk weights

Corporates - - - - - - - - 2,391 - - 2,391
Retail - - - - - - - 10 - - - 10
Positions guaranteed by real

estate . ) ) ) ) ) ) ) ) )

Past due items - - - - - - B B R R R R
Exposures associated with

Particularly High Risks

Covered Bonds - - - - E - B R R R R R

Institutions and Corporates with
a Short-Term Credit Assessment

Positions on Collective

Investment Undertakings (CIU):

Shares - - - - - - - - - - - _

Other Items - - - - - - - B - _ R _
Securitisations - - - - - - - - - - - _ R
TOTAL exposures: - - - - 4,077 - 57,394 10 2,563 - - 64,044 -

Counterparty risk RWA by asset classes and risk weights
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Jun-20 0% 2% 4% 10% 20% 35% 50% 75% 100% 150% Other Total EAD V;Z:z:t
Central Governments or Central
Banks
Regional Governments or Local
Authorities
Public Sector Entities - - - - - - - - - R - R -
Multilateral Development Banks - - - - - - - - - - - - -
International Organisations - - - - - - - - - - - - -
Institutions - - - - 15,955 - 120,607 - -
Corporates - - - - - - - - 3,043 - - 3,043 -
Retail - - - - - - - 17 - - - 17 -
Positions Guaranteed by Real
Estate
Past Due Items - - - - - - - - - - - _ _
Exposures associated with
Particularly High Risks
Covered Bonds - - - - - - - - - - - - -

Institutions and Corporates with
a Short-Term Credit Assessment

Positions on Collective

Investment Undertakings (CIU):

Shares - - - - - - - - - - - - -
Other Items - - - - - - - - - - - - -
Securitisations - - - - - - - -
TOTAL original exposures: - - - - 15,955 - 120,607 17 3,043 - - 139,621 -
Central Governments or Central

Banks

Regional Governments or Local

Authorities

Public Sector Entities - - - - - - - - - - - - -
Multilateral Development Banks - - - - - - - - - - - - -
International Organisations - - - - - -
Institutions - - - - 3191 - 60,303 - -
Corporates - - - - - - - - 3,043 - - 3,043 -
Retail - - - - - - - 13 - - - 13 -
Positions Guaranteed by Real

Estate

Past due Items - - - - - - - - - - - - -
Exposures associated with

Particularly High Risks

Covered Bonds - - - - - - - - - - - - -

Counterparty risk EAD by asset classes and risk weights

Institutions and Corporates with
a Short-Term Credit Assessment

Positions on Collective

Investment Undertakings (CIU):

Shares - - - - - - - R - R N R R
Other Items - - - - - - B - R - R R R
Securitisations - - - - - - - - - - - N N
TOTAL exposures: - - - - 3,191 - 60,303 13 3,043 - - 66,550 -

Counterparty risk RWA by asset classes and risk weights

203. As at 31 December 2020, there were no credit risk coverage operations through the use of credit
derivatives, and thus the procedure described in Article 439, points g) and i) of the CRR was
not applied.

204. The following tables present the impact of the netting agreements and collateral received on the
calculation of the final exposure value subject to weighting, as well as the details on the
composition of the collateral given and received.
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Table 18 | EU CCR5-A Impact of netting and collateral held on the exposure values
(thousands of euros)

Fair value of Netting Exposure Value of Net
Dec-2020 :
exposure effect after netting collateral exposure
Derivatives 42,666 0 42,666 0 42,666
SFTs 55,660 0 55,660 -51,571 4,089
Cross-product netting 0 0 0 0 0
Total 98,326 0 98,326 -51,571 46,755
Fair value of Netting Exposure Value of Net
Jun-2020 :
exposure effect after netting collateral exposure
Derivatives 63,238 - 63,238 - 63,238
SFTs 1,517 - 1,517 -1,517 -
Cross-product netting - - - - -
Total 64,755 - 64,755 -1,517 63,238

Table 19 | EU CCR5-B Composition of collateral for exposures to CCR

(thousands of euros)

C_:olle_lteral UEEE |_n Collateral used in SFTs
derivative transactions

Dec-2020 Fair value of | Fair value of | Fair value of | Fair value of
collateral posted collateral posted
received collateral received collateral

Cash 0 27,949 109,693 0
National sovereign debt - - 0 153,726
Other sovereign debt - - - -
Other Bonds - - 51,571 0
Other Collateral - - - -
Total 0 27,949 161,264 153,726

Under Article 5 of Instruction 5/2018 of the Banco de Portugal, we inform that the table
identical to the previous table which includes information relative to the previous period is
not disclosed.

7. Credit risk

7.1 Accounting policies

205. The main accounting policies used in the financial statements can be consulted in the notes to
the consolidated financial statements, namely Note 1 which is included in the Annual Reportl
on pages 189 and 191 (Impairment section) and 191-92 (Definition of default section).

206. It is important to note that the past due items presented in this document are based on the
requirements relative to the definition of default used to calculate capital requirements, which
takes into consideration Article 178 of CRR and which are described in note 1 of the
consolidated financial statements, point ¢) Loans to Customers, in the ‘Definition of Default’
(page 191-192 of the Annual Report) section.

207. Regarding the definition of impaired credit, it is included in Note 1 to the consolidated financial
statements, point ¢) Loans to Customers, in the ‘Impairment’ section (page 189 and 190 of the
Annual Report)

1 www.bancomontepio.pt/resources/SiteMontepio/documentos/institucional/informacao-financeira/relatorio-contas-anual-banco-
montepio-2020.pdf
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7.2 Portfolio structure

208. As at 31 December 2020, the net exposure value was 19,475 million euros and was broken
down by the risk categories defined in Article 112 of the CRR as exhibited in the table below.

209. In the distribution of exposures, relative to credit risk, by risk category, a greater concentration
in the exposure classes of Positions with Collateral of Real Estate Property, Governments and
Central Banks, Companies and Retail is observed, which correspond to about 80% of the net
positions.

Table 20 | EU CRB-B Total amount and average amount of net exposures
(thousands of euros)

Net exposure (average
throughout the period)

Dec-2020 Dec-2 Dec-2020 Dec-2019

Net exposure

Exposure classes

Central Governments or Central Banks 3,844,598 3,322,582 3,549,070 3,582,671
Regional Governments or Local Authorities 31,664 50,807 33,014 29,163
Public Sector Entities 70,348 70,000 70,846 70,529
Multilateral Development Banks 0 0 0 0
International Organisations 0 0 0 0
Institutions 703,289 759,436 705,189 689,928
Corporates 2,592,614 2,458,836 2,468,728 2,355,920
Retall 2,869,072 2,484,916 2,565,576 2,509,627
Positions guaranteed by real estate 6,336,703 6,679,649 6,809,386 7,129,540
Past due items 577,135 848,082 840,978 988,378
Exposu_res associated with Particularly 783,856 548,578 501,382 230,010
High Risks

Covered bonds 54,216 12,733 17,798 9,054
Institutions and Corporates with a Short- 0 0 0 0
Term Credit Assessment

Posmons'on Collective Investment 247,999 250,289 269,283 285395
Undertakings

Shares 122,949 140,264 131,498 139,409
Other items 1,238,648 1,395,520 1,435,461 1,592,635
Securitisations 2,059 2,417 2,434 2,702
TOTAL 19,475,150 19,033,110 19,400,643 19,614,960

210. Relative to the previous period, it is important to mention that the net exposure registered an
increase of about 442 million euros (+2.32%), mainly in the exposure classes of Governments
and Central Banks, Retail and Exposures associated with Particularly High Risks.

211. The following table shows the geographic distribution of the credit portfolio, according to the
Territorial Units for Statistic Purposes of Level Il (NUTS Il) of the exposures by risk category.
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Table 21 | EU CRB-C Geographical distribution of exposures

(thousands of euros)

Dec-2020

Portugal

Exposure classes A.R. of A.R. of the

Alentejo Algarve Centre Lisbon North

Madeira Azores
g:z‘k’:' Governments or Central 0 0 10 3742111 954 25,178 0 76345 3,844,508
Regional Governments or Local 74 83 1577 28,474 325 0 1,130 0 31,664
Authorities
Public Sector Entities 0 0 0 70,348 0 0 0 0 70,348
Multilateral Development Banks 0 0 0 0 0 0 0 0 0
International Organisations 0 0 0 0 0 0 0 0 0
Institutions 161 2,330 13,884 653,171 24,939 300 0 8,503 703,289
Corporates 50,574 144,094 243,853 1,484,327 568,695 47,914 41,069 12,088 2,592,614
Retail 123698 139,710 651,713 690,032 1,152,658 44,665 58,879 7718 2,869,072
:;’;“;”S guaranteed by real 299,711 381,366 994,385 2,570,528 1,653,501 175,293 261,829 0 6,336,703
Past due items 25,433 10,448 81,664 300,958 136,528 10,037 9,983 1,185 577,135
Exposures associated with 10,990 46,907 39,664 553,034 120,165 3,187 945 8,964 783,856
Particularly High Risks
Covered Bonds 0 0 0 54,216 0 0 0 0 54,216
Institutions and Corporates with a
Short-Term Credit Assessment 0 0 0 0 0 0 0 0 0
Positions on Collective Investment
Undettalings (CIU) 0 0 0 247,999 0 0 0 0 247,999
Shares 0 0 0 122,949 0 0 0 0 122,949
Other items 251 520 818 1,190,416 38,671 120 39 7813 1,238,648
Securitisations 0 0 0 2,059 0 0 0 0 2,059

Total 510,892 725,458 2,027,569 11,710,621
Dec-2019 Geographic distribution of ex
Portugal

3,696,527 307,593 373,874 122,617 19,475,150

Exposure classes AR. of A.R. of the

Alentej Al Cent Lisb North :
entejo garve entre isbon or Madeira Azores

Central Governments or Central

Banks 0 0 2 3,170,372 960 25,830 0 125,418 3,322,582
Regional Governments or Local 16 134 1,070 47,220 224 2 2,142 0 50,807
Authorities

Public Sector Entities 0 0 0 70,000 0 0 0 0 70,000
Multilateral Development Banks 0 0 0 0 0 0 0 0 0
International Organisations 0 0 0 0 0 0 0 0 0
Institutions 161 2,330 17,572 702,803 30,407 323 96 5,744 759,436
Corporates 35,978 104,955 200,660 1,580,372 439,698 22,174 37,476 37,524 2,458,836
Retail 110,920 114,045 596,024 577,884 1,002,307 33,611 45,621 4,504 2,484,916
:;2::”5 guaranteed by real 319,754 423,943 1,033,195 2,632,061 1,814,667 187,372 268,657 0 6,679,649
Past due items 2