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NOVO BANCO 
Who we are 
 

NOVO BANCO, S.A. (“NOVO BANCO” or the “Bank”), together with its subsidiaries and its equity holdings which make 

up the NOVO BANCO Group (the “Group” or “GNB”), operates mainly in the banking sector, but also in asset 

management, and holds equity stakes in companies operating in venture capital, insurance, renting and corporate 

services.  

NOVO BANCO was set up in 2014 upon the resolution of Banco Espírito Santo, S.A.. In October 2017, 75% of the 

capital was bought from the Resolution Fund by Lone Star through Nani Holdings S.G.P.S., S.A.. 

The Group has focused its activities on i) optimizing its core activity, by striving for improved and increasingly efficient 

processes, and for the accelerated divestment of its Legacy assets; ii) consolidating its digital transformation by 

incorporating the most advanced technological developments; and on iii) continuing to build up factors of differentiation 

vis-à-vis the competition, in which the proposals of Banco Best and GNB Gestão de Ativos (Asset Management) stand 

out, to which NOVO BANCO business units Real Estate Financing and Principal Finance have joined. 

GNB supports more than 1.5 million customers through its network of 386 branches as well as through digital channels, 

where active users have increased. 

The NB presents relevant market shares, in the various services and products that makes available to its customers, 

with an emphasis on the market shares of loans to companies, and in trade finance operations. 

 

NOVO BANCO Market Shares  

Product March 2020 

Deposits 10.1% 

Retirement Savings Schemes 9.3% 

Life-capitalisation insurance 10.7% 

Asset Management 13.2% 

Mortgage loans 10.4% 

Individual loans & other 6.3% 

Corporate loans 16.0% 

Trade Finance 19.4% 

Cards 11.1% 

POS 16.2% 
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Strategy 
 

Transforming NOVO BANCO for the future  

NOVO BANCO is transitioning towards a growth strategy, as it approaches the resolution of the Legacy issues, making 

profound changes in the way it is positioning and working responding to new consumer trends and an increasingly digital 

economy, which demand more speed, agility and simplicity.  

COVID-19 demanded, in the first instance, a quick response to adapt to the new context in order to protect employees 

and customers, and ensure business continuity, guaranteeing support for the economy, the business community and 

families. NB kept the branches open and reinforced technological support by promoting transactions through electronic 

tools and also through remote contact. 

But it also required, in the second instance, a deep reflection on the economic impacts and structural changes in the 

market and in the behavior of consumers, in order to review and adjust the Bank's medium-term strategy to better 

respond to post-COVID-19 challenges. 

The 2020-2022 business cycle has 9 strategic priorities underlying the Bank's growth plan in order to strengthen its core 

competencies to compete at par with peers and conquer a sustainable position in the domestic banking sector. NOVO 

BANCO is adamant in becoming a positive contributor in the ecosystem it sits in, continually monitoring how its behaviors 

impact others and continuing to display authenticity, transparency, integrity and consistency. 

 

 

1. Purpose and Identity 

Redefining purpose and identity maintaining an underlying sustainability emphasis. NOVO BANCO steers its activity 

based on sustainability principles and with the firm purpose to give back to the community the support it has received 

from it. With the aim of managing its business fairly and responsibly, the Bank has been implementing a culture of 

permanent monitoring of its impact on the surrounding ecosystem, training and raising awareness of its employees, 

business partners and clients and promoting the values of authenticity, transparency, integrity and consistency.  

More information on the sustainability strategy is provided in the 2019 Sustainability Report.  
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2. Optimization 

NOVO BANCO is further optimizing the Bank’s cost structure and operational models to gain competitive advantage, 

refocusing the Bank on its core activity, accelerating essential changes that increase efficiency and expedite processes 

and restructuring the Bank to achieve a high level of operating profitability. 

 

3. Digitalization 

Aiming to transform the organization, NOVO BANCO is evolving digital transformation to increase efficiency and meet 

customer expectations, ensuring compatibility between an incumbent and a digital platform and responding to digital 

demand, supply digitalization and digital ecosystem. This implies focusing on lower production costs and greater 

commercial productivity, by simplifying processes, facilitating the transition to a more efficient business model and 

boosting service intelligence, in parallel with a better customer experience, and a differentiated and more innovative 

service.  

 

4. Differentiation 

NOVO BANCO is developing differentiated core banking value propositions and implementing additional revenue 

drivers that diversify income sources and distinguish the Bank from its competitors and build up the Group's 

differentiation, namely through new business initiatives like the Real Estate Financing and Principal Finance areas. 

 

5. Legacy 

NOVO BANCO is now executing the tail-end of the Legacy resolution strategy to refocus on its core activity. 

 

6. Adjustment of Risk Processes 

The strategy of the Bank has as one of its pillars a specialized, holistic, resilient and efficient risk management, allowing 

to control support decision-taking processes at both top-management level and across all levels of the organization, 

and in particular in the first lines of defense.  

The programs in progress in the risk area thus aim to ensure the alignment of risk management and control, taking into 

account the new banking challenges, new technological competitors and customer requirements, in compliance with 

the risk appetite rules defined by the Executive Board of Directors. 

 

7. Talent and Merit 

NOVO BANCO is implementing a comprehensive talent & merit strategy, establishing and communicating sound 

governance policies, to attract and retain talent, enable staff to fulfill potential and enhance the Bank’s employee 

experience from recruitment to retirement.  

 

8. IT, Data & Processes 

NOVO BANCO is streamlining processes and systems and implementing new ways of working to simplify the Bank and 

its processes in order to improve customer experience, maximize operational efficiency and reduce cost-to-serve.  

A particular emphasis is been given to programs aimed at technological transformation and at evolving the current 

platforms for integration into an agile IT infrastructure. This involved setting up a Data Science area, where machine-
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learning and artificial intelligence are used in predictive models, and applying robotics to a greater number of processes, 

promoting efficient and fast ways of working. 

 

9. Distribution Model  

To meet our clients' needs, their expectations and requirements in terms of speed and simplicity, the Bank is adjusting 

its distribution model by replacing the current structures and architectures by more efficient, intelligent and technology-

based ones, that deliver to the client a differentiating, unique and integrated new omnichannel relationship experience.  

This change involves deep changes to the branch model and customer journeys, implementing an omnichannel 

distribution model to meet digital clients’ needs through phygital formats (complementing physical with digital and self-

service). 

 

 

Governance Model 
 

NOVO BANCO's management relies on a governance model that is unique within the Portuguese financial sector. In 

line with international best practices in management, and under the new shareholder structure, since 18 October 2017 

the Bank has a General and Supervisory Board (GSB) and an Executive Board of Directors (EBD).  

The General and Supervisory Board is responsible for regularly monitoring, advising and supervising the management 

of the Bank and the Group subsidiaries, as well as for supervising the EBD in what regards the compliance with the 

relevant regulatory requirements of the banking activity. The GSB meets on a monthly basis, and its Chairman maintains 

regular communication and dialogue with the Chief Executive Officer (CEO). In its activity, the GSB is supported by 

committees to which it delegates some of its powers: the Financial Affairs (Audit) Committee, the Risk Committee, the 

Compliance Committee, the Nomination Committee and the Remuneration Committee. These committees are 

composed of and chaired by independent members of the GSB and their meetings may be attended by the members 

of the EBD responsible for the matters that are dealt within these committees. 

The GSB has the responsibilities and powers that are granted to it by law and by the Articles of Association and in its 

internal regulations, including the supervision of all matters related to risk management, compliance and internal audit, 

and prior approval on relevant matters detailed in the Articles of Association. 

The EBD is responsible for the management of the Bank, for the definition of the general policies and strategic 

objectives, as well as ensuring the running of the business in accordance with the rules and good banking practices. 

Composition of the corporate and statutory bodies of NOVO BANCO for the 2017-2020 term of office, at the date of this 

Report: 

Board of the General Meeting 

Chairman: Rui Manuel Pinto Duarte 
Vice-Chairman: Miguel João Valente da Costa Madeira 
Secretary Mário Nuno de Almeida Martins Adegas 

 

General and Supervisory Board 

Chairman: Byron James Macbean Haynes 
Vice-Chairman: Karl-Gerhard Eick 
Member: Donald John Quintin 
Member: Kambiz Nourbakhsh 
Member: Mark Andrew Coker 



 

Management Report of 1st half 2020  9  
 

Member: Benjamin Friedrich Dickgiesser 
Member: John Ryan Herbert 
Member: Robert Alan Sherman 
Member: Carla Antunes da Silva 

 

Executive Board of Directors 

Chairman: António Manuel Palma Ramalho - Chief Executive Officer 
Member: Jorge Telmo Maria Freire Cardoso - Chief Recovery and Investment Officer 
Member: José Eduardo Fragoso Tavares de Bettencourt - Chief Operating Officer 
Member: Luís Miguel Alves Ribeiro - Chief Commercial Officer (Retail) 
Member: Luísa Marta Santos Soares da Silva Amaro de Matos - Chief Legal and Compliance Officer 
Member: Mark George Bourke - Chief Financial Officer 
Member: Rui Miguel Dias Ribeiro Fontes - Chief Risk Officer 
Member: Vítor Manuel Lopes Fernandes - Chief Commercial Officer (Corporate) 

 

Monitoring Committee1

Chairman: José Rodrigues de Jesus 
Member: José Bracinha Vieira 

 

Statutory Auditor 

Ernst & Young, Audit & Associados – SROC, S.A., registered in the CMVM2 under number 20161480 and in the OROC2 

under number 178, represented by António Filipe Dias da Fonseca Brás, registered in the CMVM under number 

20161271 and in the OROC under number 1661, and by João Carlos Miguel Alves, as alternate statutory auditor, 

registered in the CMVM under number 20160515 and in the OROC under number 896. 

 

Company Secretary 

Mário Nuno de Almeida Martins Adegas 
Ana Rita Amaral Tabuada Fidalgo Brás (Alternate Secretary) 

 

 

 

 

 
1 At the date of this report, two of the three members of the Monitoring Committee were appointed. 
2 CMVM: Portuguese Securities Market Commission. OROC: Portuguese Institute of Statutory Auditors 



 

Management Report of 1st half 2020  10  
 

 

 

 
  



 

Management Report of 1st half 2020  11  
 

NOVO BANCO Key aspects and Results Highlights 
First Half 2020 Highlights 

 

• NOVO BANCO's recurrent net income of +€34.0mn (Mar.20: -€75.1mn), demonstrating the Group's underlying 

profitability and future sustainability. 

• Reduction of non-performing loans (NPL) ratio to 10.2%, close to a single digit ratio for the first time in the 

lifetime of the Bank, an important mark given that in 2016 had an unsustainable NPL ratio of 33.4%. 

• Revaluation of the restructuring funds (in accordance with SREP Bank’s decision letter from the ECB) resulting 
in a loss of €260.6mn. 

POSITIVE PERFORMANCE OF RESULTS 

• NOVO BANCO increased its recurrent core operating income to €162.2mn (+7.6% YoY), resulting from 

operating costs optimisation and stable commercial banking income despite the current environment impacted by 

the context that adversely affected commissions. 

• Progress to sustainable profitability, despite the effects of the pandemic on the level of commissions, the 

recurrent commercial banking income reached €387.8mn, increasing by +0.3% compared to the 1st half of 2019. 

Net interest margin rose at €251.2mn (+6.5% YoY), offset by the lower level of fees in services to customers 

(Jun.20: €136.6mn; Jun.19: €150.7mn) and reflecting the effects of the confinement caused by the COVID-19 

pandemic. 

• Recurrent operating costs decreasing -4.4% to €225.6mn (Jun.19: €235.9mn), reflecting a continued focus on 

cost optimisation, while investing in the core business and in Digital transformation.  

POSITIVE PERFORMANCE OF THE ACTIVITY 

• Comparing to the 1st half of 2019, the balance sheet customer funds increased +3.1%, or €908mn, with 

deposits growing by 3.5% or +€972mn in the 1st half of 2020. 

• Liquidity and capital ratios allowed for significant credit growth: Recurrent loan volumes increased by +5.2% YoY 
(+€1,246mn), building on the positive trend achieved during 2019 (+5.6%; +€1,303mn). 

• Annual reduction of Legacy assets -17.4% (-€782mn), across all asset categories. Continuing to execute the 

strategy to reduce non-performing loans (NPL) that decreased by -€310mn in the 1st half to €3,120mn (-€3,148mn 

comparing to Jun.19), reflecting a decrease in NPL ratio from 11.8% in Dec.19 to 10.2% in Jun.20. The NPL 
ratio of the recurrent activity was 3.3% (Dec.19: 3.6%). 

CAPITAL, NET INCOME FOR THE PERIOD, CCA 

The Bank ended the first half properly capitalised and with strong liquidity, which leaves it well positioned to 

continue supporting its retail and corporate customers. 

• Legacy and restructuring 

NOVO BANCO Group's results and activity, in the 1st half of 2020, were impacted by the effects of the COVID-19 

pandemic as well as by the restructuring and Legacy deleveraging that presented a negative net income of  

-€493.7mn. 

The resulting banking activity slowdown and market volatility led to an increase in the cost of risk, with impairments 

for credit risks being elevated by €138.3mn as a result. This elevated level of impairment is expected to continue in 

the coming quarters. 
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In the 1st half 2020, losses of €260.6mn were accounted in the restructuring funds, along with an increase of €26.9mn 

in provisions for restructuring. 

• Contingent Capital Agreement 

As a result of the Legacy activity losses in the amount of -€493.7mn, which reflect the continuation of the 

deleveraging process of loans, real estate and other legacy exposures that were on the Bank's balance sheet in 

2016, NOVO BANCO estimates, at this date and for this period of six months, a receivable amount of €176mn under 

the Contingent Capital Agreement. 

 

NOVO BANCO continues to deliver on its strategic plan, targets and the commitments assumed by the Portuguese 

Government with DGComp. Throughout the year, the Bank continued to make progress on its strategic priorities, 

achieving positive financial results in recurrent commercial banking income, despite the effects of the COVID-19 

pandemic. In the Legacy activity the Bank pursued its strategy of reducing non-performing assets. 

 

As in 2019, NOVO BANCO discloses its 1st half 2020 results (unaudited) presenting separately the financial results of 

NOVO BANCO Recurrent, which include all the core banking activity, and those of NOVO BANCO Legacy. NOVO 

BANCO considers that differentiating between NOVO BANCO Recurrent and NOVO BANCO Legacy will allow 

customers and other stakeholders to better understand the progress of the Bank’s ongoing restructuring. 
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Main Indicators 
 

Novo Banco Consolidated 
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NOVO BANCO Recurrent 
RESULTS 

In the 1st half of 2020, NOVO BANCO Recurrent reported a positive net income of €34.0mn. It is worth noting the 

increase in the commercial banking income with the positive performance of the net interest income (+€15.2mn; + 6.5%) 

offsetting the decrease in commissions (-€14.1mn), denoting the capacity to generate revenue despite the current 

environment, impacted by the pandemic. 

 

Net interest income increased by +€15.2mn compared to Jun.19, to €251.2mn (+6,5%), benefiting from the positive 

contribution of the cost of funding optimisation measures implemented, the expansion of the loan volume, the positive 

evolution of the securities and other assets margin, and continued focus on pricing policy. 

 

 

Compared with 1st half 2019, there was an increase in the average volumes of the loans while maintaining a focus on 

pricing discipline. However, the competitive conditions, portfolio effect and the consequent pressure in interest rates, 

mn€

Recurrent
Change

absolute %

Net Interest Income  236.0  251.2  15.2 6.5%

+ Fees and Commissions  150.7  136.6 - 14.1 -9.4%

= Commercial Banking Income  386.7  387.8  1.1 0.3%

+ Capital Markets Results  47.9 - 6.5 - 54.4 ...

+ Other Operating Results - 20.8 - 23.3 - 2.6 -12.3%

= Banking Income 413.9 358.0 -55.9 -13.5%

- Operating Costs  235.9  225.6 -10.3 -4.4%

= Net Operating Income 178.0 132.4 -45.6 -25.6%

- Net Impairments and Provisions  68.2  98.0 29.8 43.6%

Credit  67.2  108.3  41.1 61.2%

Securities - 0.9  1.4  2.3 ...

Other Assets and Contingencies  2.0 - 11.7 - 13.7 ...

= Income before Taxes 109.7 34.4 - 75.3 -68.7%

Corporate Income Tax and Special Tax on Banks -5.5 1.8  7.3 ...

= Income after Taxes 115.3 32.6 - 82.6 -71.7%

- Non-Controlling Interests 1.9 -1.4 - 3.2 ...

= Net Income for the period 113.4 34.0 - 79.4 -70.0%

Income Statement
30-Jun-19 30-Jun-20

mn€

INTEREST EARNING ASSETS 34 197 1.90%  326 35 237 1.86%  666 36 943 1.79%  333

Customer Loans 23 439 2.29%  270 23 902 2.24%  543 24 478 2.14%  265

Money Market Placements  916 -0.02%  0 1 056 0.01%  0 2 595 -0.03%  0

Securities and Other Assets 9 841 1.15%  57 10 279 1.18%  123 9 869 1.39%  69

INTEREST EARNING ASSETS AND OTHER 34 197 1.90%  326 35 237 1.86%  666 36 943 1.79%  333

INTEREST BEARING LIABILITIES AND OTHER 34 197 0.50%  87 35 237 0.48%  172 36 943 0.42%  79

1.39%  240 1.38%  494 1.36%  255

Stage 3 impairment - 4 - 3 - 3

NIM / NII 1.37%  236 1.37%  491 1.35%  251

NIM /NII
(without stage 3 impairment adjustment)

NET INTEREST INCOME (NII) AND    
NET INTEREST MARGIN (NIM)

30-Jun-19 2019

Average 
Balance Avg. Rate Income / 

Costs
Average 
Balance Avg. Rate

30-Jun-20

Average 
Balance Avg. Rate Income / 

Costs
Income / 

Costs
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namely on loans to companies, contributed to a slight decrease in average interest rates to 2.14%. The assets average 

interest rate decreased to 1.79% from 1.90%. The liability management measures performed in 2018 and 2019 led to 

the reduction of the average cost of funding from 0.50% to 0.42%. The net interest margin was 1.35%, slightly below 

the margins achieved in 2019 and at the end of the 1st half 2019. 

Fees and commissions on banking services contributed +€136.6mn, which compares with +€150.7mn in 30 June 

2019 (-9.4%). The decrease was uniform across all types of products as a result of the effects of the pandemic. 

Commercial banking income grew to +€387.8mn (Jun.19: +€386.7mn), despite the effects of the crisis due to the 

COVID-19 pandemic. 

The Capital markets results totalled -€6.5mn due to losses related to interest rate swaps used in the hedging of 

sovereign debt securities. The securities portfolio amounts to circa €11.5bn. 

About €6.3bn of this portfolio relates to sovereign debt and is marked to market with changes in fair value booked in 

reserves. At 31 December 2019 the unrealized gain on this portfolio was €331mn, which decreased by €57mn to 

€274mn as a result of market volatility in the 1st half 2020. As part of the portfolio is protected by interest rate swaps, 

part of the losses related to hedging are taken through profit and loss account (-€78.7mn). 

Operating costs totalled €225.6mn, a decrease of -4.4% YoY, which notwithstanding the investment in the core 

business and in the digital transformation, reflects the continued cost structure optimization measures. 

Core operating income (commercial banking income deducted from operating costs) reached +€162.2mn, +7.6% 

compared with 1st half 2019. 

The cost of risk considering the credit impairment was 87bps. The additional general provisions of impairments for 

credit risks related to the COVID-19 (€116.0mn; calculated on a collective basis) are not allocated neither to Legacy nor 

Recurrent activity. 

 

ACTIVITY 

In the 1st half 2020, assets increased by €751mn (+1.8%), with net customer loans growing by 2.6% (+€626mn) 

compared to Dec.19, and a growth of +5.5% (+€1,275mn) compared to Jun.19, building on the positive trend already 

achieved in 2019 (+5.7%; +€1,270mn). The growth in corporate loans reflects the continued support to domestic 

companies, across all economic sectors, with a special focus on small and medium-sized enterprises (SMEs).  

 
 

The recurrent asset quality indicators showed an improvement as the NPL ratio reduced to 3.3% and the coverage ratio 

increased +5.0pp.  

mn€

absolute %

Customer loans (net) 23 086 23 735 24 361  626 2.6%

Real estate  325  307  311  4 1.3%

Other assets 15 793 16 772 16 892  121 0.7%

Total Net Assets 39 204 40 814 41 564  751 1.8%

Total Liabilities and Equity 39 204 40 814 41 564  751 1.8%

30-Jun-19 31-Dec-19 30-Jun-20
YTD Change
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mn€

%

Customer Loans (gross) 23 790 24 380 25 036  655 2.7%

Corporate 12 836 12 925 13 678  753 5.8%

Residential Mortgage 9 616 10 100 10 083 - 16 -0.2%

Consumer finance and other 1 338 1 355 1 274 - 81 -6.0%

Non-Performing Loans (NPL)* 1 383  946  921 - 24 -2.6%

Impairment  704  645  674  30 4.6%

NPL Ratio* 5.6% 3.6% 3.3% -0.3 p.p. …

NPL coverage* 50.9% 68.3% 73.3% 5.0 p.p. …

Cost of Risk (bps)  56  91  87 - 5 …
* Includes Deposits and Loans and advances to Banks and Customer Loans

CUSTOMER LOANS 31-Dec-19 30-Jun-20
YTD Change

absolute
30-Jun-19
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NOVO BANCO Legacy 
NOVO BANCO Legacy reported a loss of -€493.7mn. The losses resulted from the independent assessment of the 

restructuring funds (-€260.6mn) and the provision for restructuring (€26.9mn), which together, amount to 58% of the 

losses presented by NOVO BANCO Legacy. 

NOVO BANCO has, in its securities portfolio, investments in restructuring funds, most of which are covered by the 

Contingent Capital Agreement. In compliance with the guidance issued by the European Central Bank, the Bank 

obtained an independent valuation of its exposure on these funds. NOVO BANCO will keep monitoring this area as the 

impact of the pandemic on the Portuguese economy becomes clearer. 

In the 1st half of 2020, NOVO BANCO completed the independent valuation of the funds. These funds are “level 3” 

assets according to the fair value hierarchy of IFRS 13 (quotations provided by third parties whose inputs used are 

unobservable in the market), NOVO BANCO requested an independent valuation from an international consulting firm 

that worked with reputable real estate consulting companies. The valuation resulted in a market value of €557.2mn for 

the total investment held in these assets, leading to a loss of -€260.6mn in the 1st half of 2020. 

 

 

There are no liabilities directly allocated to the legacy activity, therefore the funding costs for legacy assets are calculated 

based on the Group’s average balance sheet funding rate (0.42%). 

NOVO BANCO Legacy assets decreased by -€782mn (-17.4%) compared to Dec.19, underpinned by reductions in the 

net loan book of circa -€158mn (-10.8%), real estate assets -€129mn (-15.5%), and in other assets, that include 

restructuring funds, in -€495mn (-22.6%). 
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NOVO BANCO Group Results 
Performance 
NOVO BANCO Group reported in the 1st half of 2020 a net loss of -€555.3mn, justified in 91% by losses of (i) -€260.6mn 

as a result of the independent assessment of restructuring funds, (ii) -€138.3mn of additional impairment for credit as a 

result of the COVID-19 pandemic, (iii) -€78.7mn related to the interest rate risk hedge of Portuguese sovereign debt 

securities and (iv) -€26.9mn to reinforce the provision for restructuring. However, it is worth noting the combined activity 

results show year-on-year improvements – an increase in core operating income (+3.1%) resulting from an increase in 

the net interest income (+3.2%), and a reduction of operating costs (-5.4%), and an increase of operational results 

(+10.5%). 

 
 

The most relevant aspects of the combined activity during the 1st half of 2020 include the following: 

 Commercial banking income reached +€407.1mn (-1.9% YoY). The increase in net interest income (+3.2%), was 

not enough to offset the decrease in fees and commissions (-10.6%);  

 Capital markets results were negative at -€35.1mn, reflecting the resulting volatility in the financial and capital 

markets in the 1st half of 2020, partly offset by gains on sale of sovereign debt securities; 

 Operating costs decreased by -5.4% year-on-year, to €230.1mn, underpinned by the improvements made in 

simplifying processes and structure optimisation, with the consequent reduction in the number of branches and 

employees; 

 The provision charge in the period, totalling €351.3mn, is composed by credit impairments amounting to €289.5mn 

(of which, €138.3mn reflects the update of IFRS 9 models related to potential impacts in the clients due to the effects 

of the COVID-19 pandemic), €60.5mn for other assets and contingencies, and €1.2mn for securities; 

 The cost of risk was 211bps. Excluding the above-mentioned impairment related to the expected impact of the 

COVID-19 pandemic, the cost of risk in the period was 110bps. 

mn€

absolute %

Net Interest Income  262.5  270.8  8.3 3.2%

+ Fees and Commissions  152.3  136.3 - 16.1 -10.6%

= Commercial Banking Income  414.8  407.1 - 7.8 -1.9%

+ Capital Markets Results  10.2 - 35.1 - 45.3 ...

+ Other Operating Results - 103.3 - 54.9  48.3 46.8%

= Banking Income  321.8  317.0 - 4.7 -1.5%

- Operating Costs  243.1  230.1 - 13.0 -5.4%

= Net Operating Income  78.7  87.0  8.3 10.5%

+ Restructuring funds - independent valuation  0.0 - 260.6 - 260.6 ...

- Net Impairments and Provisions  514.9  351.3 - 163.7 -31.8%

Credit  166.7  289.5  122.8 73.7%

Securities - 4.7  1.2  5.9 ...

Other Assets and Contingencies  353.0  60.5 - 292.4 -82.8%

= - 436.3 - 524.9 - 88.6 -20.3%

- Corporate Income Tax - 49.3  4.5  53.8 ...

- Special Tax on Banks  27.1  27.4  0.3 1.1%

= Income after Taxes - 414.1 - 556.8 - 142.7 -34.5%

- Non-Controlling Interests - 14.0 - 1.5  12.5 89.3%

= Net Income for the period - 400.1 - 555.3 - 155.2 -38.8%

Income before Taxes

INCOME STATEMENT 30-Jun-2030-Jun-19
Change
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Net Interest Income 

The reduction in the assets average interest rate of 6bps YoY (from 1.82% to 1.76%) was in line with the reduction of 

8bps of the liabilities average interest rate, that contributed to a slight increase in the net interest margin by 1bp year-

on-year (from 1.30% to 1.31%). 

 

The average rate on customer loans, the main component of financial assets (66.4%), was 2.07%. Regarding liabilities, 

the average balance of deposits was €28.6bn, with an average interest rate of 0.28%. The Group therefore continued 

to increase the spread between the rate on interest earning assets (1.76%; Dec.19: 1.82%) and the cost of liabilities 

(0.42%; Dec.19: 0.48%). 

 

Fees and Commissions 

Fees and commissions on banking services contributed +€136.3mn (-10.6%), which compares with +€152.3mn on 30 

June 2019.  

 

 

In the 1st half of 2020 there was a general decrease in the fees and commissions reflecting lower levels of transactions 

and general banking activity in Portugal negatively impacted by COVID-19 pandemic effects. 

 

 

 

mn€

INTEREST EARNING ASSETS 40 049 1.82%  367 40 344 1.82%  745 40 738 1.76%  362

Customer Loans 28 777 2.07%  299 28 558 2.08%  601 27 054 2.07%  284

Money Market Placements 1 367 1.36%  9 1 442 1.32%  19 2 896 0.63%  9

Securities and Other Assets 9 906 1.18%  59 10 344 1.19%  125 10 788 1.27%  69

INTEREST EARNING ASSETS AND OTHER 40 049 1.82%  367 40 344 1.82%  745 40 738 1.76%  362

INTEREST BEARING LIABILITIES 37 727 0.53%  100 37 960 0.51%  196 39 579 0.44%  87

Customer Deposits 27 931 0.36%  50 27 949 0.34%  97 28 611 0.28%  40

Money Market Funding 8 724 0.30%  13 8 931 1.12%  25 9 877 0.22%  11

Other Liabilities 1 073 6.72%  36 1 080 6.68%  73 1 091 6.64%  37

OTHER NON-INTEREST BEARING LIABILITIES 2 322 - - 2 383 - - 1 159 - -

INTEREST BEARING LIABILITIES AND OTHER 40 049 0.50%  100 40 344 0.48%  196 40 738 0.42%  87

1.33%  267 1.34%  549 1.33%  275

Stage 3 impairment - 5 - 9 - 4

NIM / NII 1.30%  262 1.32%  541 1.31%  271

NIM / NII
(without stage 3 impairment adjustment)

NET INTEREST INCOME (NII) AND    
NET INTEREST MARGIN (NIM) Average 

Balance
Avg. 
Rate

Income / 
Costs

30-Jun-2030-Jun-19

Average 
Balance

Avg. 
Rate

Income / 
Costs

Average 
Balance

Avg. 
Rate

Income / 
Costs

2019

mn€

absolute %

Payments Management 58.2 53.2 -5.0 -8.5%

Commissions on Loans, Guarantees and Similar 50.7 45.4 -5.3 -10.4%

Asset Management and Bancassurance 33.5 28.8 -4.7 -14.1%

Advising, Servicing and Other 10.0 8.8 -1.1 -11.3%

TOTAL 152.3 136.3 -16.1 -10.6%

FEES AND COMMISSIONS 30-Jun-2030-Jun-19
Change
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Capital Markets and Other Operating Results 

The Capital markets results totalled -€35.1mn, with year on year comparison (-€45.3mn) justified by the losses related 

to interest rate swaps used in the hedging of sovereign debt securities. The securities portfolio amounts to circa €11.5bn 

and is aligned with NOVO BANCO strategy in generating net interest income and with the DGComp commitments.      

About €6.3bn of the portfolio relates to sovereign debt and is marked to market with changes in fair value booked in 

reserves. At 31 December 2019 the unrealized profit of this portfolio was €331mn, which decreased by €57mn to 

€274mn as a result of market volatility in the 1st half of 2020. As part of the portfolio is protected by interest rate swaps, 

part of the losses related to hedging are taken through profit and loss account (-€78.7mn). 

Operating Costs 

Operating costs show a year-on-year reduction of -5.4%, reflecting the optimisation and simplification of organisational 

structure and processes. 

 

Staff costs amounted to €129.2mn (-3.2% YoY), with an associated headcount reduction of 138 employees compared 

to 30 June 2019. As at 30 June 2020, NOVO BANCO Group had 4,855 employees (4,993 on 30 June 2019). 

General and administrative costs dropped by 9.8% year-on-year, to €83.5mn. This reduction reflects the continued 

rationalisation and streamlining of the Bank’s internal business processes. 

As at 30 June 2020 the branch network comprised 386 units (401 on 30 June 2019). 

Impairments and Provisions 

NOVO BANCO Group increased provisions by €351.3mn (-€163.7mn less than on 30 June 2019), of which €289.5mn 

for credit, €60.5mn for other assets and contingencies and €1.2mn for securities. 

 

The economic slowdown as a result of the evolution of the pandemic inevitably led to an increase in the cost of risk, 

with impairments for credit risks being additionally increased by €138.3M as a result of updating IFRS9 models 

generating expected losses related specifically to the economic impact of COVID-19 pandemic. This elevated level of 

impairment is expected to continue in the coming quarters. 

 

  

mn€

absolute %

Staff Costs 157.0  142.8  133.9  133.4  129.2 - 4.2 -3.2%

General and Administrative Costs 118.2  101.0  99.1  92.7  83.5 - 9.1 -9.8%

Depreciation 29.0  21.4  11.2  17.0  17.3  0.3 1.7%

TOTAL  304.2  265.2  244.2  243.1  230.1 - 13.0 -5.4%

OPERATING COSTS 30-Jun-2030-Jun-1730-Jun-16

Change
31-Mar-20 / 31-Mar-1930-Jun-1930-Jun-18

absolute %

Customer Loans 166.7 289.5 122.8 73.7%

Securities -4.7 1.2 5.9 ...

Other Assets and Contingencies  353.0  60.5 - 292.4 -82.8%

TOTAL  514.9  351.3 - 163.7 -31.8%

mn€

30-Jun-19NET IMPAIRMENTS AND PROVISIONS 30-Jun-20
Change
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Activity, Liquidity and Capital Management 

CUSTOMER LOANS 

NOVO BANCO's strategy is one of supporting the domestic business community combined with a robust lending policy. 

This support has been provided across all industry sectors and all companies, with emphasis on the exporting SMEs, 

and those that focus on innovation of their products, services or production systems. 

 

Gross customer loans increased by +€381mn relative to Dec.19. The increase in loans to corporate customers in the 

1st half of 2020 includes a reduction of -€286mn of non-performing loans in the legacy activity. In the recurrent activity, 

loan volumes increased by +2.7%, with improvements in the corporate portfolio of +5.8%. 

The main credit risk indicators had the following evolution when compared with June and December 2019: 

 

The reduction in loans overdue by more than 90 days and in non-performing loans (including deposits with banks and 

loans and advances to banks) led to an improvement in the respective asset quality ratios to 3.7% and 10.2%, 

respectively, on 30 June 2020 (4.0% and 11.8% on 31 December 2019). 

The coverage of non-performing loans by impairments (including deposits with banks and loans and advances to banks) 

reached 62.8% (+6.6pp compared to Dec.19). 

Provisions for credit amounted to €1.9bn, representing 6.9% of the total loan book. 

 

mn€

absolute %

Loans to corporate customers 17 519 15 232 15 715  483 3.2%

Loans to Individuals 11 404 11 823 11 720 - 102 -0.9%

Residential Mortgage 9 827 10 264 10 244 - 20 -0.2%

Other Loans 1 577 1 558 1 476 - 82 -5.3%

Customer Loans (gross) 28 923 27 055 27 436  381 1.4%

Provisions 3 748 1 852 1 882  29 1.6%

Customer Loans (net) 25 175 25 202 25 554  352 1.4%

CUSTOMER LOANS
YTD Change

30-Jun-2030-Jun-19 31-Dec-19

mn€

absolute %

Overdue Loans > 90 days 3 228 1 083 1 009 - 75 -6.9%

Non-Performing Loans (NPL)* 6 268 3 430 3 120 - 310 -9.0%

Overdue Loans > 90 days / Customer Loans (gross) 11.2% 4.0% 3.7% -0.3 p.p.

Non-Performing Loans (NPL) *
 
/ Customer Loans (gross) + Deposits with 

banks and advances to banks (gross)
20.7% 11.8% 10.2% -1.6 p.p.

Credit Provisions / Customer Loans 13.0% 6.8% 6.9% 0.0 p.p.

Coverage of Overdue Loans > 90 days 116.1% 171.0% 186.6% 15.6 p.p.

Coverage of Non-Performing Loans * 61.0% 56.2% 62.8% 6.6 p.p.

YtD Change

* Includes Deposits and Loans and advances to Banks and Customer Loans

ASSET QUALITY AND COVERAGE RATIOS 30-Jun-19 31-Dec-19 30-Jun-20
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SECURITIES 

The securities portfolio, the main source of eligible assets for funding operations with the ECB, totalled €11.5bn on 30 

June 2020 and represented 25.5% of assets. 

 

 

FUNDING 

As at 30 June 2020 total customer funds amounted to €35.0bn with deposits, which represent 82.2% of total funding, 

having a 3.4% increase year-on-year. 

 

 

LIQUIDITY 

During the 1st half of 2020, aiming to improving profitability, the Bank continued to pursue its policy of lowering the price 

of deposits while at the same time diversifying its offering. Customer deposits and other customer funds grew by €776mn 

compared to Dec.19, reaching a total of €29.2bn.  

In terms of assets, in the 1st half of 2020 and compared to the end of 2019, NOVO BANCO increased by +1.4% the net 

loan book, and the amount invested in the securities portfolio decreased by 4.2%. 

The portfolio of eligible assets for rediscount with the European Central Bank totalled €15.8bn (net of haircuts) at the 

end of the 1st half 2020, that compares with €15.3bn in Dec.2019. Adding other HQLA non-eligible for ECB rediscount 

purposes, at the end of the June 2020, the Bank maintained a liquidity buffer above €11bn, largely composed of highly 

liquid assets (83%). 

net of impairment mn€

absolute relative

Portuguese sovereign debt 4 421 4 071 3 465 - 606 -14.9%

Other sovereign debt 3 720 3 750 3 517 - 233 -6.2%

Bonds 2 749 2 883 3 588  705 24.5%

Other 1 615 1 337  961 - 377 -28.2%

Total 12 505 12 042 11 531 - 511 -4.2%

YTD Change
Securities portfolio 30-Jun-19 30-Jun-2031-Dec-19

mn€

absolute %

Deposits 27 821 27 835 28 793  959 3.4%

Other Customer Funds 
(1)  463  566  382 - 183 -32.4%

Debt Securities 
(2)  682  708  699 - 9 -1.3%

Subordinated Debt  432  415  432  17 4.1%

Sub -Total 29 399 29 523 30 307  784 2.7%

Off-Balance Sheet Funds 5 239 4 925 4 734 - 191 -3.9%

Total Funds 34 638 34 448 35 041  593 1.7%

(1) Includes checks and pending payment instructions, Repos and other funds.

(2) Includes funds associated to consolidated securitisation operations.

YTD change
TOTAL FUNDS 30-Jun-2030-Jun-19 31-Dec-19
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In addition, it is worth noting the early May €1,035mn capital injection from the Resolution Fund under the Contingent 

Capital Agreement. 

NOVO BANCO thus maintained a comfortable liquidity position, which is reflected in its Liquidity Coverage Ratio (LCR) 

of 155% at the end of the 1st half of 2020 (143% at the end of 2019).  

 

Customer deposits remain the main source of balance sheet funding, accounting for 69.1% of total liabilities and 63.7% 

of total assets.  

 

The minimum requirement for own funds and eligible liabilities (MREL), set by the Single Resolution Board, using the 

financial and supervisory information as of 31 December 2018, has been set at 17.61% of Total Liabilities and Own 

Funds of NOVO BANCO. MREL requirement represents 26.01% of the Total Risk Exposure Amount and should be 

reached by 31 December 2023. The requirement is in line with Bank’s expectations, and consistent with the funding 

plans. It should be noted that the MREL requirement will be subject to ongoing regulatory reviews, reflecting ongoing 

assessment of the business evolution and this may lead to changes in the profile of NOVO BANCO assets and liabilities, 

and its underlying risks. 

 

CAPITAL  

NOVO BANCO’s Common Equity Tier 1 (CET1) is protected at pre-established levels up to the amounts of losses 

already recorded on the assets protected by the Contingent Capital Agreement. The compensation amount to be 

requested relating to 2020, will consider the losses incurred on the assets covered by the Contingent Capital Agreement, 

as well as the minimum capital condition applicable at the end of 2020 under the Contingent Capital Agreement. While 

NOVO BANCO continues to be protected, the level of protection of CET1 is set at 12% from January 2020. 

45.3

FUNDING STRUCTURE
(figures in billion €)

                                                       (1) Includes ECB funding           

45.2

4.0 3.5

12.3 11.8

1.1 1.1

27.8 28.8

31-Dec-19 30-Jun-20

Deposits (61.5%)

Deposits (63.7%)

Debt Securities (2.5%)

Other Liabilities (27.2%) (1)

Equity

Debt Securities (2.5%)

Other Liabilities (26.0%) (1) 

Equity
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As at 30 June 2020 the provisional CET1 ratio was 12.0% and the provisional total solvency ratio was 13.5%, 

representing a decrease compared to the end of 2019 mainly due to the decrease in shareholders equity (net losses 

during the period and other comprehensive income) impacted in the period by the effects of the COVID-19 pandemic. 

In this context, it is important to highlight the fact that on 12 March 2020 the European Central Bank (ECB) disclosed 

several measures that allow banks to operate temporarily below the required capital level. These measures aim to 

prevent banks from suspending financing to the economy in an adverse economic context. 

 

 
  

mn€

31-Dec-19 30-Jun-20 30-Jun-20

(Phased-in) (Phased-in) (fully loaded)

Risk Weighted Assets (A) 29 579 28 520 28 360

Own Funds

 Common Equity Tier 1 (B) 3 996 3 422 3 216

  Tier 1 (C) 3 998 3 424 3 217

  Total Own Funds (D) 4 475 3 852 3 629

Common Equity Tier 1 Ratio (B/A) 13,5% 12,0% 11,3%

Tier 1 Ratio (C/A) 13,5% 12,0% 11,3%

Solvency Ratio (D/A) 15,1% 13,5% 12,8%

Leverage Ratio 8,4% 7,2% 6,8%

CAPITAL RATIOS (CRD IV/CRR)
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Commercial Activity 
In the 1st half of 2020, the global economic environment was affected by the COVID-19 pandemic, with an international 

impact, which resulted in a slowdown of economic activity, with consequences in the banking sector, through the 

slowdown in the main lines of business. 

Portugal was not immune and regarding the commercial activity, the Bank monitors the impacts of the context on the 

activity of its customers, which became particularly acute as from March onwards. This led NOVO BANCO to act in a 

rapid and flexible way, standing at the forefront of the response, available to serve its clients within the challenging 

environment. 

CORPORATE BANKING 

NOVO BANCO has strong roots in the Portuguese business community, as shown by its market shares, namely in 

corporate loans to non-financial companies, where its share reaches 16.0%, and in deposits, where it stands at 14.3%3. 

Thus, considering the impacts of the COVID-19 pandemic, for the corporate client’s segment, NOVO BANCO acted 

from the first moment as a strategic partner in four key areas: 

• through the financial support to small and medium-sized companies due to the pandemic, having until the 30th 

of June signed agreements under the Capitalizar Credit Line 2018-COVID-19 in an amount totaling €155mn, 

and €794mn under the four sectoral Credit Lines for Support to the Economy, for a total of 3,283 customers; 

• in response to requests, granted loan moratoriums to more than 2,000 customers; 

• through the creation of the NB Empresas Line - Advancing Lay-off Funds, which allows advancing to 

companies that adhered to the simplified Lay-off regime, the amounts for payment of salaries, that are 

receivable from the Social Security Institute; 

• focus on the digital transformation of its processes, investing in remote relationship and signature tools to 

continue to address the needs of its clients quickly but in compliance with the social distancing restrictions 

imposed by COVID-19 situation. 

NOVO BANCO's objective is to maintain a competitive position in the corporate segment, in particular supporting the 

export sector and the most dynamic and innovative sectors. To this end, it will continue to invest in the development of 

digital platforms and in streamlining processes that improve the customer service experience, directing its products and 

services to innovative solutions that respond to the needs of companies, reinforcing its role as a partner of the 

Portuguese business community. 

In the 1st half of 2020, in the medium-sized companies and corporate segment, medium and long-term credit recorded 

a production of €1.4bn, thus NOVO BANCO maintained its reference role in supporting the development of companies 

and economic activity in Portugal. 

In Trade Finance, NOVO BANCO provides a wide range of products and specialised advisory designed to support 

international trade. The Bank's know-how in this segment is much valued by companies, which reward it with a market 

share of circa 19.0%4. In 2020 NOVO BANCO was awarded for the second consecutive year the Best Trade Finance 

Bank in Portugal, by the Global Finance magazine. This award, in addition to reinforcing NOVO BANCO's role in the 

support provided to Companies’ activity, shows the international recognition of its capabilities in this important business 

area, where a wide range of products and a specialised team underline the success of international trade operations, 

and provides the necessary support to export operations. 

In June 2020 the Bank was awarded “Best Sub-custodian Bank 2020” in Portugal, by the same magazine. For the 

award, Global Finance magazine considered among other the following main criteria: the relationship with customers, 

the quality of the services provided, efficiency in handling operations and the continued focus on the development of 

this business lines. 

NOVO BANCO, as a reference and proximity bank for the domestic business sector, especially for SMEs, develops in 

partnership with SIC television channel and Expresso newspaper, the “Our Champions project” (“Os Nossos 

campeões”) aimed to make known the success stories of domestic companies. 

 
3 Non-Financial Companies resident in the Monetary Union, with contracts in Euro - April 2020 
4 June 2020, as measured by the number of Swift messages 
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Considering the constraints caused by the pandemic situation of COVID-19, the project adopted a webinar format 

respecting the directives from the health authorities and allowing achieving a larger geographical audience.  

The first Summit, in this new format, was dedicated to the Agri-food sector and was held on 19 May, which was followed, 

still during the 2nd quarter, by the Summit on the Tourism sector, on 9 June. 

As to the assessment made by the corporate clients of NOVO BANCO and its team, the level of "Customer Service 

Satisfaction" reached 92% (percentage of responses of 8 to 10 in a scale of 1 to 10) in June 2020. Moreover, the results 

of other surveys conducted, namely relating to "Global Satisfaction with the Bank", "Trust", "Repurchase intention" and 

"Recommendation", have also improved steadily since 2015, as well as the Net Promoter Score (NPS) since 2018. 

RETAIL BANKING  

In retail banking NOVO BANCO's response at the operational level, to the constraints and limitations resulting from the 

COVID-19 pandemic, involved keeping its branches open, subject to responsible protection rules for customers and 

employees, developing training campaigns on the remote and digital channels and their main functionalities, and 

creating more flexible ways for contracting products.  

In terms of the offering, a large set of initiatives was developed to support individual and small businesses clients, by 

setting in motion and making available credit lines of support to companies affected by the crisis, and taking part in the 

financial sector's global solution to support families in financial difficulties due to the pandemic (Moratoria for Residential 

Mortgage Loans and Personal Loans). Moreover, the Bank offered temporary exemptions for certain fees (such as fees 

on digital transfers and cash advances), made available free-of-charge debit cards, as well as insurance products with 

special COVID-19 related coverage. 

The Bank once again stressed its importance for the day-to-day of thousands of clients, individuals and small companies 

that entrust their main banking relationship to NOVO BANCO, consequently maintaining a leading position in the main 

product lines, thanks to the quality of the service provided and the reinforcement of the functionalities and products 

available through its various customer relationship channels. 

The current market context had an impact in consumer credit, despite some signs of a reversal of the trend in May and 

June. NOVO BANCO's positioning as an expert in Credit solutions, with an excellent level of service, allowed it to 

maintain the level of consumer credit. It is worth noting the Non-financial Offering, where the Bank maintained the 

regular launch of exclusive and thematic offers, with products of several categories that in May and June reached record 

production. 

In Residential mortgage loans, the real estate market’s slowdown led to a general contraction in lending, affecting 

production up to the 2nd quarter of 2020, which dropped by roughly 20% compared to 2019. In June there was an 

inversion of the downward trend in production, with a growth of 5% compared to May. 

The Clients’ recognition of the focus placed by NOVO BANCO on their wellbeing is reflected in the acquisition of 

customers and in widespread increase in several treasury and day-to-day management products for the Portuguese 

families, even in the current adverse scenario. 

In saving and investment solutions, NOVO BANCO has a comprehensive offering into a value proposition aligned to the 

clients’ risk profile and return expectations. It is worth noting the offering of Investment Funds, which suit the risk appetite 

of each client, and also the regular launch of Structured Deposits with the ESG/ECO stamp, whose performance is 

linked to the performance of companies that are leading the change in their industry sectors’ economic models, and are 

at the forefront of best environmental, social and governance practices. The clients’ strong recognition of and satisfaction 

with the Bank's offering have supported the maintenance of a trend of growing diversification since 2019, although 

March saw a sharp deceleration due to the instability in the Financial and Capital markets caused by the pandemic.  

NOVO BANCO has been rolling out, in a phased manner, a Financial Advisory Service for its NB360º Singular clients, 

which features different propositions and adjusts the investment portfolio according to the client's profile, as yet another 

component of the differentiating service provided to these clients. 

The appearance of COVID-19 and the consequent declaration of a state of emergency, at the end of the first quarter, 

imposed conditions to the evolution of the second quarter. In the business segment, the mandatory doors closing for 

most corporate customers during the month of April and its progressive opening in May and June, created pressure on 

the revenue side and a need for support in treasury. The proximity of NOVO BANCO to its customers allowed from the 

first hour to inform and offer appropriate solutions for each case, the result of which is visible in the growth of the loan 

portfolio by 9.3% in the second quarter. In addition, the readiness and availability allowed that, at the end of June 
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compared to the end of 2019, the number of customers in the segment grew by 3.7% and the number of service accounts 

grew by 4.3%. 

NB DIGITAL 

NOVO BANCO's Digital Transformation emerges from an increasingly broader, faster and more intense digital disruption 

context and with higher customer expectations. 

In the 1st half of 2020, NOVO BANCO continued its digital transformation, reinforcing initiatives to respond to customers 

in a context of mobility restrictions resulting from the impact of confinement measures, namely: 

• Digital channels access by private customers and companies, to request for mortgage credit moratoriums; 

• Launch of a regional Marketplace hosted on the public website www.novobanco.pt to support business 

customers to have or reinforce their digital presence. This platform was promoted among private customers in 

the region, helping to boost sales of these small companies / businesses, promoting online demand and supply 

in a context of confinement. This initiative continues to be extended to several regions, continuing to promote 

and support the local business environment; 

• Initiatives to facilitate activation of the Bank's digital channels for private customers and companies, with 

marketing campaigns targeting different types of clients, with a set of tutorials to enable customers who use 

digital channels for the first time in carrying out their everyday banking operations. In parallel, several private 

individual customers and companies were contacted to understand the impact on their activity and adapt NOVO 

BANCO's response to support customers; 

• Introduction of remote formalization mechanisms by digital signature and e-mail transactions for relevant 

products; 

• Providing mobility solutions to more than 3,000 employees allowing to continue to support customers; 

• Promotion of communication tools between Client and the Bank on the App (mail message, meeting scheduling 

and contact request); 

• Streamlined the personal credit approval process requested through digital channels. 

In addition to these specific initiatives, NOVO BANCO started to provide a set of structural developments: 

• NB Smart App with new functions: allowing “bill split” (in MBway), functionality that divides a bill by two or more 

people, and order for a credit card, continuing to strengthen this digital channel with features that allow greater 

convenience to customers; 

• Evolution of the digital home buying experience starting to test a new branch residential mortgage loan 

simulator, which offers an omnichannel experience and, on the other hand, provides the commercial area with 

a tool to make the residential mortgage loan process faster, simpler and more transparent; 

• Completion of the development of a Short-Term Finance initiative, enabling relationship managers to respond 

immediately to the treasury needs of SME customers; 

• Launch of a test phase of a fully digital and self-service credit solution for small businesses; 

• Launch of a test phase of an integrated solution in the NBnetwork digital channel for account pooling, 

categorization of expenses and revenues, payments initiation, financial calendar and notifications; 

• Development by the Data Science unit of several use cases using Artificial Intelligence to predict and model 

the impacts of COVID-19 on the domestic economy, add Machine Learning models to the methods of 

preventing money laundering, support the business (propensity for activation, inactivation, better offer), among 

others. 
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In the first half of 2020, the digital activity of NOVO BANCO Customers maintained a sustained growth pace, and in 

June 2020 the penetration rate for digital Customers reached 46% for Private Individual Customers, 78% for Corporate 

Customers and 68% for Business Customers. It is worth to note the increase of the penetration rate (across all 

segments) between February and April, as a result of the COVID-19 pandemic and the subsequent confinement policy. 

The growth seen is leveraged in mobile banking, with penetration in this channel reaching 33% for private individuals 

(+4 pp YoY). 

The number of active digital Customers exceeded 577 thousand (+4% YoY), of which 361 thousand were active in the 

NB smart app (+12% YoY), NOVO BANCO's main mobile banking application. Reference should be made to the 

continued leadership of the NB smart app in the ratings given by users in the Google Play and Apple App Store app 

stores, maintaining average ratings of 4.6 out of 5 in both, higher than the reviews for the apps of another domestic 

Bank. 

 

 

 

Compared to the same period last year, there was a strong increase in the number of accesses to the Bank via digital 

channels (+16% in the volume of logins), strongly supported by the increase in accesses via mobile channel (+24% in 

the volume of logins). Currently, 52% of contacts between private individual customers and NOVO BANCO are made 

via mobile (+8 p.p. compared to the beginning of the year). The digital channels, and in particular the mobile, thus prove 

to be the point of relationship par excellence with the customer, reinforcing the adoption of a “mobile digital first” strategy. 

 

  

39.5% 41.9% 44.0% 46.3% 47.4% 48.3%

19.3%
22.6%

25.8%
28.8%

32.2% 33.2%
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Total Mobile
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55% 51% 46% 41% 39% 31%

33%
32%

27%
22%

17%
15%

7% 13% 23%
34% 42% 52%
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Client’s contact profile 
Source: Finalta 

Penetration rate of active digital clients 
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COVID-19 - “Together we’re the economy” 
 

From January 2020, the COVID-19 outbreak has been spreading to all Continents, with significant impact on financial 

markets and economic activity globally and in Portugal.  

NOVO BANCO Group is closely monitoring developments which, after a two-month phase of confinement, has now 

seen the reopening of economic and social activities, although there is still a great uncertainty regarding to the extent 

of the impact on the domestic economy, prospects for returning to growth, and preserving employment. 

The impact on corporate and on households had repercussions in the 1st half of 2020 and, at the date of this report’s 

release. 

NOVO BANCO played an active role in supporting companies and families from the first moment, namely in making 

available credit lines agreed with the State and in loans moratorium. In this regard, the Bank reached about €1.0bn in 

credit lines contracted with a State guarantee. 

Regarding loan moratorium, by the end of June 2020, NOVO BANCO approved operations amounting to €6.8bn, 

comprising more than 38 thousand clients. About 67% of the amount were from companies, 30% related to Residential 

Mortgage Loans moratorium and the remaining related to Consumer loans and other. 

NOVO BANCO is also monitoring the potential impacts and, where relevant, is taking decisions that support the interests 

of different stakeholders, namely customers and employees. 

In the context of the evolution of the pandemic in Portugal, NOVO BANCO highlights the main measures implemented 

to protect employees and customers and support society: 

Employees 

• >45% of employees working remotely (second quarter average); 

• ~100% of the branches remained open with controlled access for protection of customers; 

• Health Authorities5 recommendations fully adopted at all NB’s buildings & facilities; 

• Provision of financial and health package to support for specific needs of employees/households; 

• New internal communication channels implemented to increase the proximity among employees; 

• Trainee program implemented and developed using remote access tools. 

Clients 

• Current accounts for merchants and small businesses with no fees in the first 6 months; 

• Fees waived namely in digital channels and POS fixed costs; 

• Processes streamlined to significantly improve response times (ie: digital access); 

• > 38 thousand clients with moratorium granted, with aid of streamlined processes and usage of robotics; 

• COVID-19 State guaranteed loan transactions corresponding to ~€1.0bn granted; 

• Health insurance was adapted to include coverage for certain COVID-19 conditions; 

• Factoring payments extended for 90 days. 

Community 

• Donations and adherence to initiatives:  

• APB6: to acquire 100 ventilators (€230k); 

• AEP7: to buy protective material (€30k), 

• COVID Tools Access Accelerator8 (€500k); 

 
5 DGS: Direção Geral da Saúde 
6 APB: Associação Portuguesa de Bancos 
7 AEP: Associação Empresarial de Portugal 
8 Promoted by European Union 
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• Prompt payment to suppliers; 

• Implemented NB Marketplace, a free platform that provides local sales channel for the business segment; 

• Multichannel communication (radio programs, publications and digital videos) with the community, sharing 
useful information, and economic trends and perspectives (eg: GPS, TSF – Abertos à Informação, Os Nossos 
Campeões). 

In the context of Moratoriums, NOVO BANCO supports >38,000 clients with a total of ~€6.8bn Moratorium 
granted9 

 
Within the scope of COVID-19 Credit Lines with State guarantee to support companies and businesses10, the 
main highlights are: 

 
 

  

 
9 Data as of 30 June 2020; Breakdown excludes €11.5 million (0.2%) from General Governments and Other Financial Corporations; 
Credit moratoriums granted under Decree Law 10-J / 2020, of 26 March and amended by DL 26/2020, of 16 June (“legal moratorium”) 
and moratorium according to protocols with the Portuguese Banking Association (APB) and with a Leasing and Factoring Association 
(ALF); LTV – Loan to value 
10 Data as of 30 June 2020 
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NOVO BANCO Activity and Results (separate) 
Results 

In the six-month period ended 30 June 2020, NOVO BANCO reported a negative result of €583.3mn, compared to a 
loss of €373.5mn in the same period of the previous year. The 1st half result was impacted by -€260.6mn related to the 
independent evaluation of the restructuring funds. 

Commercial banking income amounted to €404.4mn (+0.9% YoY), driven by the increase in net interest income (+7.2%) 

that offset the negative evolution of customer services (-10.9% YoY). 

Market results were negative by -€124.2mn, which considers the losses related to interest rate risk hedges of Portuguese 
sovereign debt. 

Operating costs amounted to €216.7mn, decreasing 6.2% YoY, as a result of headcount reduction and improvements 

made in simplifying processes and optimizing structures. 

Operating income (before impairment and taxes) was positive by +€259.1mn, lower when compared to the €317.3mn 

registered on 30 June 2019. 

The amount allocated to provisions totalled €335.7mn, which includes €289.1mn for credit, €1.2mn for securities and 

€45.4mn for other assets and contingencies. 

 

  

€ million

Net Interest Income 260.7 279.5 7.2%

+ Fees and Commissions 140.2 124.9 -10.9%

= Commercial Banking Income 400.9 404.4 0.9%

+ Capital Markets Results -59.6 -124.2 ...

+ Other Operating Results -24.1 -21.0 12.6%

= Banking Income 317.3 259.1 -18.3%

- Operating Costs 231.1 216.7 -6.2%

=Net Operating Income 86.2 42.5 -50.7%

+ Restructuring funds - independent valuation 0.0 -260.6 ...

- Net Impairments and Provisions 485.7 335.7 -30.9%

Credit 165.4 289.1 74.8%

Securities -4.7 1.2 ...

Other Assets and Contingencies 325.0 45.4 -86.0%

= Income before Taxes -399.5 -553.8 -38.6%

- Corporate Income Tax -52.7 2.5 ...

- Special Tax on Banks 26.6 27.0 1.3%

= Net Income for the period -373.5 -583.3 -56.1%

INCOME STATEMENT 30-Jun-19 30-Jun-20  YoY
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Activity 
 

NOVO BANCO's activity in the first half of 2020 developed around the guidelines already mentioned for NOVO BANCO 

Group. 

 

 

Deposits as at 30 June 2020 totaled €28.1bn, increasing by €698mn versus December 2019 (€27.4bn). 

The gross customer loan portfolio increased by €475 million compared to December 2019, with corporate loans 

increasing by €474mn. This increase has even more relevance considering the reduction of non-performing loans since 

December 2019 (-€306mn). 

The quality of the loan portfolio at the end of the period shows an improvement in the ratios, with the overdue loans over 

90 days ratio evolving to 3.9% (4.3% as at 31 December 2019), and the respective coverage ratio at 187.2% (171.6% 

on 31 December 2019). 

absolute relative

DATA (€mn)

Customer loans (gross)  26 974  25 046  25 521   475 1,9%

Overdue loans  3 295  1 097  1 027 -  71 -6,4%

Overdue loans > 90 days  3 217  1 073   999 -  74 -6,9%

Restructured credit  4 472  2 694  2 683 -  11 -0,4%

Non-Performing Loans (NPL)*  6 183  3 372  3 066 -  306 -9,1%

Credit provision  3 849  1 841  1 870   28 1,5%

CREDIT QUALITY RATIOS AND COVERAGE (%)

Overdue loans / Customer loans (gross) 12,2% 4,4% 4,0% -0,4 p.p.

Overdue Loans > 90 days / Customer Loans (gross) 11,9% 4,3% 3,9% -0,4 p.p.

Restructured loans / Customer loans (gross) 16,6% 10,8% 10,5% -0,2 p.p.

Non-Performing Loans (NPL) / Customer Loans (gross) + Deposits 

with banks and loans and advances to banks (gross)
21,9% 12,4% 10,7% -1,8 p.p.

Credit Provisions / Customer Loans 14,3% 7,4% 7,3% 0,0 p.p.

Coverage of Overdue Loans > 90 days 116,8% 167,8% 182,1% 14,3 p.p.

Coverage of Overdue Loans > 90 days 119,6% 171,6% 187,2% 15,6 p.p.

Coverage of Non-Performing Loans 62,2% 54,6% 61,0% 6,4 p.p.

* Includes Deposits with banks and loans and advances to banks (gross)

CREDIT QUALITY 30-Jun-19 31-Dez-19 30-Jun-20
YtD Change
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absolute relative

DATA (€mn)

Customer loans (gross)  26 974  25 046  25 521   475 1,9%

Overdue loans  3 295  1 097  1 027 -  71 -6,4%

Overdue loans > 90 days  3 217  1 073   999 -  74 -6,9%

Restructured credit  4 472  2 694  2 683 -  11 -0,4%

Non-Performing Loans (NPL)*  6 183  3 372  3 066 -  306 -9,1%

Credit provision  3 849  1 841  1 870   28 1,5%

CREDIT QUALITY RATIOS AND COVERAGE (%)

Overdue loans / Customer loans (gross) 12,2% 4,4% 4,0% -0,4 p.p.

Overdue Loans > 90 days / Customer Loans (gross) 11,9% 4,3% 3,9% -0,4 p.p.

Restructured loans / Customer loans (gross) 16,6% 10,8% 10,5% -0,2 p.p.

Non-Performing Loans (NPL) / Customer Loans (gross) + Deposits 

with banks and loans and advances to banks (gross)
21,9% 12,4% 10,7% -1,8 p.p.

Credit Provisions / Customer Loans 14,3% 7,4% 7,3% 0,0 p.p.

Coverage of Overdue Loans > 90 days 116,8% 167,8% 182,1% 14,3 p.p.

Coverage of Overdue Loans > 90 days 119,6% 171,6% 187,2% 15,6 p.p.

Coverage of Non-Performing Loans 62,2% 54,6% 61,0% 6,4 p.p.

* Includes Deposits with banks and loans and advances to banks (gross)

CREDIT QUALITY 30-Jun-19 31-Dez-19 30-Jun-20
YtD Change
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Economic Environment 
 

The first half of 2020 was marked by the global outbreak of COVID-19, with the most pronounced impacts on economic 

activity being felt between March and April. The lockdown measures resulted in a simultaneous negative shock on 

supply and demand. In the Eurozone, GDP fell by 3.6% QoQ in Q1 2020, with an estimated contraction of close to 15% 

QoQ in Q2. 

In response to the deterioration in the outlook, the main central banks accentuated the expansionary nature of monetary 

policy. In the USA, the Fed lowered the fed funds rate target from 1.5%-1.75% to 0%-0.25% and expanded its balance 

sheet, from USD 4.2 to 7 trillion. In the Eurozone, the ECB kept its benchmark interest rates unchanged (deposit facility 

rate at -0.5%), but significantly increased purchases of debt securities, creating new programs (PEPP, PELTRO), 

reinforcing existing ones (PSPP) and easing restrictions on the purchase of debt from peripheral economies. The ECB's 

balance sheet rose from EUR 4.7 to 6.3 trillion in the first half of 2020. 

In an early stage of the crisis, the increase in risk aversion and the increased demand for liquidity translated into an 

appreciation of the USD, a rise of the 3-month Euribor (up to -0.16%), a decline in the yield of 10-year Bund, to a 

minimum of -0.81%, and a widening of credit spreads. But the aggressive responses of fiscal and monetary policies, 

and signs of recovery in activity, with the gradual reopening of economies, reversed those movements. The 3-month 

Euribor dropped from -0.38% to -0.42% in the first half. The yield of 10-year Bund rose to -0.45% at the end of June 

and credit spreads narrowed. After reaching a maximum of 1.4% in March, the yield of the 10-year Portuguese 

Government bond closed Q2 at 0.476% (0.442% at the beginning of the year), with the spread vs. Bund at 93 bps (63 

bps at the beginning of the year and 134 bps at the end of Q1). The EUR recovered against the USD, to EUR / USD 

1.123 at the end of June, in line with the value recorded at the beginning of the year. The support of expansionary 

monetary policies and the greater propensity to risk contributed to a strong appreciation of the stock market from the 

March lows. The S&P 500 and DAX indices rose 39% and 46%, respectively, since those lows, while maintaining falls 

4% and 7.1% in the first half as a whole. 

In Portugal, GDP decreased by 3.8% QoQ in Q1 2020 and accentuated this fall in Q2, in line with that observed in the 

Eurozone. The shock of the COVID-19 crisis was amplified by the above average weights of tourism, restaurants and 

commerce in the economic activity. In May, there was a 95% year-on-year drop in overnight stays in tourist 

accommodation. In addition to the impact on services, lockdown measures and falling demand also resulted in declines 

in industrial production (-26% YoY in May) and in exports of goods. 

Temporary measures to support companies and the labor market – including default and credit guarantees, relief from 

tax and contributory obligations, and a simplified layoff regime, covering 1.4 million workers – mitigated the economic 

impacts of COVID-19. Even so, employment fell by 4.6% YTD until May. Housing prices, which grew 10.3% YoY in Q1, 

showed signs of relative stabilization until May. Despite a recovery in activity in May and June, the projections for the 

annual GDP growth in the Eurozone and Portugal have been substantially revised downwards, with a strong recession 

expected in 2020. 

 

  
Market Performance
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1H20 Main events and Subsequent Events 
 

January 

15  NOVO BANCO awarded "Best Trade Finance Bank" in Portugal by the international magazine 

“Global Finance”. 

February 

10  NOVO BANCO applies artificial intelligence to the real estate sector, in partnership with a 

Portuguese start-up, aiming to bring the latest artificial intelligence innovations to the real estate 

sector. 

28  NOVO BANCO informs about 2019 consolidated results, with a recurring result of €178mn and 

business growth above 5%. 

March 

18  In Portugal the state of emergency is declared due to an epidemiological situation caused by the 

coronavirus SARS-CoV-2 and disease COVID-19. 

April 

6 NB Euro Bond, managed by GNB Gestão de Ativos, wins Morningstar Fund Awards 2020 as Best 

Foreign Fund in Euro Bonds. 

9  DBRS Morningstar Confirms Novo Banco’s Long-Term Issuer Rating at B (high), Trend to Negative. 

The confirmation of the ratings reflects the progress made in reducing its Non-Performing Loans 

(NPLs) and other non-core assets, the support provided by the Contingent Capital Agreement (CCA) 

from the Portuguese Resolution Fund, and the Bank’s stable franchise and stable liquidity position. 

28  Moody's affirms NOVO BANCO's deposit and senior unsecured debt ratings and changes the 

outlook to stable. The rating action reflects the deteriorating operating environment from the 

coronavirus outbreak in Portugal, which will limit the upside potential of Novo Banco's standalone 

credit profile. 

May 

14  NOVO BANCO informs about changes in the Board of the General Meeting. 

15  NOVO BANCO Research Team awarded at Analyst Forecast Awards of Focus Economics 

June 

5  NOVO BANCO informs about first quarter 2020 consolidated results, with consolidated net profit of 

-€179mn, reflecting the negative impact of the COVID-19 pandemic, despite positive progress at 

operational level. 

17  DBRS issues rating report on NOVO BANCO. 

25  NOVO BANCO awarded "Best Sub-custodian Bank 2020" by Global Finance, as the best Bank in 

the provision of Securities Custody Services in Portugal. 
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Main risks and uncertainties for the 2H2020 
The first half of 2020 was marked by the beginning of COVID-19 pandemic, and the consequent economic slowdown 

due to the declaration of a state of emergency - with the confirmation of public calamity announced on March 18, 2020 

(Decree of the President of the Republic n. 14- A / 2020) - as well as the definition implementation of a set of containment 

measures that affect NOVO BANCO and the entire Portuguese and world economy. 

The activity to be developed by NOVO BANCO Group in the second half of 2019 will naturally be influenced by several 

risk factors inherent to the banking business, and by the following: 

i. Compliance with the commitments established at the end of 2017 between the Portuguese State and the 

European Commission, in particular the viability commitments (2019 being the first year in which the 

commitments related to pre provision income and Cost-to-Income were measured, as well as those related to 

the number of FTEs and branches), and the commitment to divest non-strategic areas defined for 2020, 

noncompliance with which may entail the adoption of additional measures, including a new downsizing of the 

branch network and workforce; 

 

Business Risk, comprising the risks linked both to the Group's current activity and to situations inherited from the past 

with an impact on reputational risk, namely: 

 

ii. those related to the national and international macroeconomic environment, namely, in addition to the negative 

impacts of COVID-19 pandemic already mentioned, low interest rates, the effects of Brexit, and the evolution 

of the European economy; 

 

iii. reputational risk, including the negative impacts for NOVO BANCO resulting from an unfavourable perception 

of its public image, proven or not, among customers, suppliers, analysts, employees, investors, the media and 

any other bodies with which NOVO BANCO can be related, or even public opinion in general; 

 
iv. the continuation of the world pandemic COVID-19, incorporates high uncertainty for the second half of 2020, 

namely due to the risks of a 2nd wave, as well as the high growth of new cases; 

 
v. geopolitical risks with a potential “trade war" between the US and China.  
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Qualified holdings 
 

NOVO BANCO has share capital of € 5 900 000 000.000 (five billion nine hundred million euro), divided into 

9,799,999,997 (nine billion, seven hundred ninety-nine million, nine hundred ninety-nine thousand and nine hundred 

ninety-seven) nominative and dematerialized shares with no nominal value, fully subscribed and paid up. 

Qualified holdings in NOVO BANCO’s share capital as at 30 June 2020: 

Shareholder Number of shares % of share capital 

Nani Holdings S.G.P.S., S.A. 7,349,999,998 75% 

Fundo de Resolução (Resolution Fund) 2,449,999,999 25% 

 

There are no shareholders with special rights. 

In view of the commitments assumed by the Portuguese State before the European Commission in the context of the 

approval of the sale of a participation in the share capital of NOVO BANCO under EU rules on State aid, the shareholder 

Resolution Fund should refrain from exercising its non-equity rights, namely its voting rights. 
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Securities held by Members of the Corporate Bodies 
 

As at 30 of June of 2020, and regarding to the first six months of 2020, the members of the Corporate Bodies of NOVO 

BANCO did not hold any securities issued by NOVO BANCO or by entities that in a control or group relationship with 

NOVO BANCO.  

Additionally, no acquisitions, disposals or transmissions of securities issued by NOVO BANCO or by entities in a control 

or group relationship with NOVO BANCO were carried out in the period by members of the Corporate Bodies of NOVO 

BANCO. 
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Responsibility for the Information 

Declaration of Conformity with the Financial Information Reported 
 

According to Article 246 (1-c) of the Portuguese Securities Code (“Código dos Valores Mobiliários”), the members of 
the Executive Board of Directors of NOVO BANCO, S.A., identified below, state that: 

(i) the separate and consolidated financial statements of NOVO BANCO, for the six-month period ending 30 June 
2020, were prepared in accordance with International Financial Reporting Standards (IFRS), as adopted in the 
European Union; 

(ii) to the best of their knowledge the financial statements referred to in (i) provide a true and fair view of the assets 
and liabilities, financial position and results of NOVO BANCO and of NOVO BANCO Group, according to the 
referred standards; and 

(iii)  the management report describes accurately the evolution of the business, the performance and financial position 
of NOVO BANCO and of NOVO BANCO Group for the six-month period ending 30 June 2020 and contains a 
description of the main risks and uncertainties faced. 

The management report and the separate and consolidated financial statements were subject of approval in the meeting 
of the Executive Board of Directors held on 27 August 2020. 

Executive Board of Directors 

 

 

António Manuel Palma Ramalho 

 

Vítor Manuel Lopes Fernandes 

 

Jorge Telmo Maria Freire Cardoso 

 

Luísa M. S. Soares da Silva Amaro de Matos 

 

José Eduardo Fragoso Tavares de Bettencourt 

 

Rui Miguel Dias Ribeiro Fontes 

 

Luís Miguel Alves Ribeiro 

 

Mark George Bourke 
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Consolidated Financial Statements 
Income Statement 

  

(in thousands of Euros)

30.06.2020 30.06.2019

Interest Income   368 626   369 632 

Interest Expenses (  97 816) (  107 144)

Net Interest Income   270 810   262 488 

Dividend income   9 925   6 086 

Fee and comission income   160 168   174 191 

Fee and comission expenses (  26 341) (  27 431)

Gains or losses on derecognition of financial assets and liabilities not measured at fair value through 

profit or loss
  84 826   67 210 

Gains or losses on financial assets and liabilities held for trading (  71 877) (  61 183)

Gains or losses on financial assets mandatorily at fair value through profit or loss (  294 875) (  16 054)

Gains or losses on financial assets and liabilities designated at fair value through profit and loss (   7) (   84)

Gains or losses from hedge accounting (  10 948) (  8 054)

Exchange differences (  15 636)   22 456 

Gains or losses on derecognition of non-financial assets (   63)   4 604 

Other operating income   51 178   93 130 

Other operating expenses (  94 257) (  190 247)

Operating Income   62 903   327 112 

Administrative expenses (  212 740) (  226 062)

Staff expenses (  129 194) (  133 410)

Other administrative expenses (  83 546) (  92 652)

Cash contributions to resolution funds and deposit guarantee schemes (  35 048) (  34 707)

Depreciation (  17 322) (  17 029)

Provisions or reversal of provisions (  36 951) (  84 096)

Commitments and guarantees given   7 326   5 720 

Other provisions (  44 277) (  89 816)

Impairment or reversal of impairment on financial assets not measured at fair value through profit or 

loss
(  291 207) (  161 871)

Impairment or reversal of impairment of investment in subsidiaries, joint ventures and associates (  1 105)   1 031 

Impairment or reversal of impairment on non-financial assets (  22 019) (  270 011)

Share of the profit or loss of investments in subsidiaries, joint ventures and associates accounted for 

using the equity method
   386    945 

Profit or loss before tax from continuing operations (  553 103) (  464 688)

Tax expense or income related to profit or loss from continuing operations (  4 487)   49 324 

Current tax   2 710 (  11 123)

Deferred tax (  7 197)   60 447 

(  4 487)   49 324 

Profit or loss after tax from continuing operations (  557 590) (  415 364)

Profit or loss from discontinued operations    788   1 258 

Profit or loss for the period (  556 802) (  414 106)

Attributable to Shareholders of the parent (  555 303) (  400 108)

Attributable to non-controlling interests (  1 499) (  13 998)

(  556 802) (  414 106)

The Certified Accountant The Executive Board of Directors

NOVO BANCO, S.A.
CONSOLIDATED INCOME STATEMENT AS AT 30 JUNE 2020 AND 2019
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Balance Sheet 

 

(in thousands of Euros)

30.06.2020 31.12.2019

ASSETS
Cash, cash balances at central banks and other demand deposits  2 937 264  1 854 081 

Financial assets held for trading   744 846   748 732 

Financial assets mandatorily at fair value through profit or loss  1 057 867  1 314 742 

Financial assets at fair value through other comprehensive income  7 983 879  8 849 896 

Financial assets at amortised cost  28 084 929  27 141 460 

Securities  2 255 636  1 622 545 

Loans and advances to banks   344 116   369 228 

Loans and advances to customers  25 485 177  25 149 687 

Derivatives – Hedge accounting   8 014   7 452 

Fair value changes of the hedged items in portfolio hedge of interest rate risk   69 053   52 540 

Investments in subsidiaries, joint ventures and associates   92 560   92 628 

Tangible assets   783 999   889 152 

Tangible fixed assets   176 144   188 408 

Investment properties   607 855   700 744 

Intangible assets   36 380   26 378 

Tax assets   794 095   900 095 

Current Tax Assets   2 003   1 628 

Deferred Tax Assets   792 092   898 467 

Other assets  2 536 348  3 378 492 

Non-current assets and disposal groups classified as held for sale   39 973   40 255 

TOTAL ASSETS 45 169 207 45 295 903

LIABILITIES
Financial liabilities held for trading   591 569   544 825 

Financial liabilities designated at fair value through profit or loss   91 329   102 012 

Financial liabilities measured at amortised cost  40 005 753  39 673 649 

Deposits from banks  9 339 096  9 849 623 

Due to customers  29 175 889  28 400 127 

Debt securities issued, Subordinated debt and liabilities associated to transferred 

assets
 1 084 038  1 065 211 

Other financial liabilities   406 730   358 688 

Derivatives – Hedge accounting   77 477   58 855 

Provisions   298 896   307 817 

Tax liabilities   20 635   17 980 

Current Tax liabilities   15 819   11 873 

Deferred Tax liabilities   4 816   6 107 

Other liabilities   584 043   586 066 

Liabilities included in disposal groups classified as held for sale   5 052   1 942 

TOTAL DO PASSIVOTOTAL LIABILITIES 41 674 754 41 293 146

EQUITY

Capital  5 900 000  5 900 000 

    Accumulated other comprehensive income (  826 928) (  702 311)

    Retained earnings ( 7 202 828) ( 6 115 245)

    Other reserves  6 143 984  5 942 501 

    Profit or loss attributable to Shareholders of the parent (  555 303) ( 1 058 812)

    Minority interests (Non-controlling interests)   35 528   36 624 

TOTAL EQUITY 3 494 453 4 002 757

TOTAL LIABILITIES AND EQUITY 45 169 207 45 295 903

The Certified Accountant The Executive Board of Directors

NOVO BANCO, S.A.
CONSOLIDATED BALANCE SHEET

AS AT 30 JUNE 2020 AND 31 DECEMBER 2019
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Separate Financial Statements 
Income Statement 

 

  

(in thousands of Euros)

30.06.2020 30.06.2019

Interest Income   379 092   371 861 

Interest Expenses (  99 565) (  111 128)

Net Interest Income   279 527   260 733 

Dividend income   8 681   12 404 

Fee and comission income   145 489   159 012 

Fee and comission expenses (  23 080) (  23 765)

Gains or losses on derecognition of financial assets and liabilities not measured at fair value through 

profit or loss
  83 257   65 084 

Gains or losses on financial assets and liabilities held for trading (  72 161) (  62 182)

Gains or losses on financial assets mandatorily at fair value through profit or loss (  381 251) (  86 348)

Gains or losses on financial assets and liabilities designated at fair value through profit and loss (   7) (   84)

Gains or losses from hedge accounting (  11 183) (  8 612)

Exchange differences (  15 016)   21 936 

Gains or losses on derecognition of non-financial assets   1 372   5 096 

Other operating income   30 701   24 444 

Other operating expenses (  39 961) (  42 654)

Operating income   6 368   325 064 

Administrative expenses (  198 298) (  212 111)

Staff expenses (  119 349) (  122 467)

Other administrative expenses (  78 949) (  89 644)

Cash contributions to resolution funds and deposit guarantee schemes (  34 766) (  34 448)

Depreciation (  18 387) (  18 963)

Provisions or reversal of provisions (  44 165) (  82 946)

Commitments and guarantees given   7 554   5 743 

Other provisions (  51 719) (  88 689)

Impairment or reversal of impairment on financial assets not measured at fair value through profit or 

loss
(  290 843) (  160 591)

Impairment or reversal of impairment of investment in subsidiaries, joint ventures and associates   5 230 (  10 092)

Impairment or reversal of impairment on non-financial assets (  5 872) (  232 103)

Profit or loss before tax from continuing operations (  580 733) (  426 190)

Tax expense or income related to profit or loss from continuing operations (  2 518)   52 656 

Current tax   4 827 (  7 975)

Deferred tax (  7 345)   60 631 

Profit or loss after tax from continuing operations (  583 251) (  373 534)

Profit or loss from discontinued operations - - 

Profit or loss for the period (  583 251) (  373 534)

The Certified Accountant The Executive Board of Directors

NOVO BANCO, S.A.
SEPARATE INCOME STATEMENT AS AT 30 JUNE 2020 AND 2019
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Balance Sheet 

  

(in thousands of Euros)

30.06.2020 31.12.2019

ASSETS
Cash, cash balances at central banks and other demand deposits  2 770 652  1 674 826 

Financial assets held for trading   744 643   748 836 

Financial assets mandatorily at fair value through profit or loss  2 673 661  3 044 724 

Financial assets at fair value through other comprehensive income  7 886 864  8 758 131 

Financial assets at amortised cost  26 996 865  26 042 243 

Securities  2 938 428  2 392 843 

Loans and advances to banks   473 560   495 252 

Loans and advances to customers  23 584 877  23 154 148 

Derivatives – Hedge accounting   8 639   7 992 

Fair value changes of the hedged items in portfolio hedge of interest rate risk   66 231   49 884 

Investments in subsidiaries, joint ventures and associates   236 654   231 425 

Tangible assets   180 339   194 753 

Tangible fixed assets   180 339   194 753 

Intangible assets   35 987   26 043 

Tax assets   786 534   892 713 

Current Tax Assets   1 310    680 

Deferred Tax Assets   785 224   892 033 

Other assets  2 461 983  3 333 586 

Non-current assets and disposal groups classified as held for sale   19 230   21 273 

TOTAL ASSETS 44 868 282 45 026 429

LIABILITIES
Financial liabilities held for trading   591 291   544 400 

Financial liabilities measured at amortised cost  40 239 103  39 924 564 

Deposits from banks  10 297 952  10 542 549 

Due to customers  28 486 659  27 980 577 

Debt securities issued, Subordinated debt and liabilities associated to transferred 

assets
 1 049 107  1 044 445 

Other financial liabilities   405 385   356 993 

Derivatives – Hedge accounting   77 477   58 854 

Provisions   370 047   371 744 

Tax liabilities   11 155   9 239 

Current Tax liabilities   11 155   9 239 

Other liabilities   469 771   471 626 

TOTAL DO PASSIVOTOTAL LIABILITIES 41 758 844 41 380 427

EQUITY

Capital  5 900 000  5 900 000 

    Accumulated other comprehensive income (  759 112) (  632 033)

    Retained earnings ( 7 202 828) ( 6 115 245)

    Other reserves  5 754 629  5 580 864 

    Profit or loss attributable to Shareholders of the parent (  583 251) ( 1 087 584)

TOTAL EQUITY 3 109 438 3 646 002

TOTAL LIABILITIES AND EQUITY 44 868 282 45 026 429

The Certified Accountant The Executive Board of Directors

NOVO BANCO, S.A.
SEPARATE BALANCE SHEET AS AT 30 JUNE 2020 AND 31 DECEMBER 2019
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Annex 
Alternative Performance Measures 

The European Securities and Markets Authority (ESMA) issued on 5 October 2015 a set of guidelines on the disclosure 

of Alternative Performance Measures (APM) by issuers of securities (ESMA/2015/1415), of compulsory application from 

3 July 2016. 

The NOVO BANCO Group uses a set of indicators in the analysis of its financial performance that can be classified as 

Alternative Performance Measures, in accordance with the referred ESMA guidelines. 

In compliance with the ESMA guidelines, we present hereunder (i) the reconciliation of the Consolidated Income 

Statement and (ii) the Alternative Performance Measures: 

 

I – Reconciliation of the Income Statement  

Reconciliation between the Official Consolidated Income Statement and the Management Consolidated Income 

Statement used by NOVO BANCO's Management in the analysis of the NOVO BANCO Group's performance:  

 
euro thousands

Net 

Interest 

Income

Fees and 

Commission

s

Market 

Results

Other 

Operating 

Results

Staff Costs

General and 

Administrative 

Costs

Depreciation

Net 
Operating 

Income

Restructuring 

funds - 

independent 

valuation

Net 
Impairments 

and 
Provisions

Credit 

Impairment

Securities 

Impaiment

Other Assets 

and 

Contingencies 

Provisions

Taxes
Special Tax on 

Banks

 270 810  136 255 ( 35 102) ( 54 942) ( 129 194) ( 83 546) ( 17 322)  86 959 ( 260 553) ( 351 282) ( 289 495) ( 1 243) ( 60 544) ( 4 487) ( 27 439)
Interest Income  368 626  368 626

Interest Expenses ( 97 816) ( 97 816)

Net Interest Income  270 810

Dividend income  9 925  9 925

Fee and comission income  160 168  160 168

Fee and comission expenses ( 26 341) ( 26 341)

Gains or losses on derecognition of financial assets and liabilities not 

measured at fair value through profit or loss
 84 826  83 071  1 755

Gains or losses on financial assets and liabilities held for trading ( 71 877) ( 71 877)

Gains or losses on financial assets mandatorily at fair value through profit or 

loss
( 294 875) ( 34 322) ( 260 553)

Gains or losses on financial assets and liabilities designated at fair value 

through profit and loss
(  7) (  7)

Gains or losses from hedge accounting ( 10 948) ( 10 948)

Exchange differences ( 15 636) ( 15 636)

Gains or losses on derecognition of non-financial assets (  63) (  63)

Other operating income  51 178  2 428  6 369  42 381

Other operating expenses ( 94 257) ( 1 677) ( 65 141) ( 27 439)

Operating Income  62 903

Administrative expenses

Staff expenses ( 129 194) ( 129 194)

Other administrative expenses ( 83 546) ( 83 546)

Contributions to resolution funds and deposit guarantee schemes ( 35 048) ( 35 048)

Depreciation ( 17 322) ( 17 322)

Provisions or reversal of provisions

Commitments and guarantees given  7 326  7 326

Other provisions ( 44 277) ( 44 277)

Impairment or reversal of impairment on financial assets not measured at fair 

value through profit or loss
( 291 207) ( 289 495) ( 1 243) (  469)

Impairment or reversal of impairment of investment in subsidiaries, joint 

ventures and associates
( 1 105) ( 1 105)

Impairment or reversal of impairment on non-financial assets ( 22 019) ( 22 019)

Share of the profit or loss of investments in subsidiaries, joint ventures and 

associates accounted for using the equity method
  386   386

Profit or loss before tax from continuing operations ( 553 103)

Tax expense or income related to profit or loss from continuing operations

Current tax  2 710  2 710

Deferred tax ( 7 197) ( 7 197)

Profit or loss after tax from continuing operations ( 557 590)

Profit or loss from discontinued operations   788   788

Profit or loss for the period ( 556 802)

Attributable to Shareholders of the parent (  555 303)

Attributable to non-controlling interests ( 1 499)

( 556 802)

Official Income Statement

Management  Income Statement

 

II – Alternative Performance Measures 

Information on the Alternative Performance Measures (definition, calculation method and scope): 
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Glossary 
 

Income Statement 
  

Fees and commissions Fee and commission income less fee and commission expense 

Commercial banking 
income 

Net interest income and fees and commissions 

Capital markets results Dividend income, gains or losses on derecognition of financial assets and liabilities not 
measured at fair value through profit or loss, gains or losses on financial assets and 
liabilities held for trading, gains or losses on financial assets mandatorily at fair value 
through profit or loss, gains or losses on financial assets and liabilities designated at fair 
value through profit and loss, gains or losses from hedge accounting and exchange 
differences 

Other operating results Gains or losses on derecognition of non-financial assets, other operating income, other 
operating expenses, share of the profit or loss of investments in subsidiaries, joint 
ventures and associates accounted for using the equity method 

Banking income Net interest income, fees and commissions, capital markets result and other results 

Operating costs Staff costs, general and administrative expenses and depreciation and amortisation                                                                                                                                                                           

Net operating income Banking income - operating costs 

Provisions and 
impairments 

Provisions or reversal of provisions, impairment or reversal of impairment on financial 
assets not measured at fair value through profit or loss, impairment or reversal of 
impairment of investment in subsidiaries, joint ventures and associates and impairment 
or reversal of impairment on non-financial assets   

Balance Sheet / Liquidity 
  

Assets eligible as 
collateral for rediscount 
operations with the ECB 

The Eurosystem only grants credit against adequate collateral. This collateral consists 
of tradable financial securities and other types of assets such as nontradable assets and 
cash. The expression "eligible assets" is used for assets that are accepted as collateral 
by the Eurosystem. 

Securities portfolio Securities (bonds, shares and other variable-income securities) booked in the trading 
portfolios at fair value through profit or loss, mandatory at fair value through profit or 
loss, at fair value through orther comprehensive income and at amortised cost. 

Due to customers 
Banco de Portugal 
Instruction n. 16/2004 

Amounts booked under the following balance sheet accouting headings: [#400 - #34120 
+ #52020 + #53100]. 

Net ECB funding Difference between the funding obtained from the European Central Bank (ECB) and 
the placements with the ECB. 

Total Customer Funds Deposits, other customer funds, debt securities placed with clients and off- balance 
sheet customer funds. 

Off-Balance Sheet Funds Off-balance sheet funds managed by Group companies, including mutual funds, real 
estate investment funds, pension funds, bancassurance, portfolio management and 
discretionary management. 

Loan to deposit ratio 
Banco de Portugal 
Instruction n. 16/2004 

Ratio of [gross loans - (accumulated provisions / impairment for credit)] to customer 
deposits. 

  

Asset Quality and Coverage Ratios 
  

Overdue loans ratio Ratio of overdue loans to total credit. 

Overdue loans > 90 days 
ratio 

Ratio of overdue loans > 90 days to total credit. 

Overdue loans coverage 
ratio 

Ratio of accumulated impairment on customer loans (on balance sheet) to overdue 
loans. 

Overdue loans > 90 days 
coverage ratio 

Ratio of accumulated impairment on customer loans (on balance sheet) to overdue 
loans > 90 days. 
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Coverage ratio of 
customer loans 

Ratio of impairment on customer loans (on balance sheet) to gross customer loans. 

Cost of risk Ratio of credit risk impairment charges accounted in the period to gross customer loans. 

Non-performing loans Total balance of the contracts identified as: (i) in default (internal definition in line with 
article 178 of Capital Requirement Regulation, i.e., contracts with material overdue 
above 90 days and contracts identified as unlikely to pay, in accordance with qualitative 
criteria); and (ii) with specific impairment. 

Non-performing loans 
ratio 

Ratio of non-performing loans to the sum of total credit, deposits with banks and Loans 
and advances to banks 

Non-performing loans 
coverage ratio 

Ratio of impairment on customer loans and loans and advances to banks (on balance 
sheet) to non-performing loans.   

  

Efficiency and Profitability Ratios 
  

Efficiency (Staff costs / 
Banking income) 
Banco de Portugal 
Instruction n. 16/2004 

Ratio of staff costs to banking income (net interest income, securities income, net fees 
and commissions, capital markets results, income from associated companies and 
subsidiaries and other operating income and expenses). 

Efficiency (Operating 
costs / Banking income) 
Banco de Portugal 
Instruction n. 16/2004 

Ratio of operating costs (staff costs, general and administrative expenses and 
depreciation and amortisation) to banking income (net interest income, securities 
income, net fees and commissions, capital markets results, income from associated 
companies and subsidiaries and other operating income and expenses). 

Profitability 
Banco de Portugal 
Instruction n. 16/2004 

Ratio of banking income (net interest income, securities income, net fees and 
commissions, capital markets results, income from associated companies and 
subsidiaries and other operating income and expenses) to average net assets. 

Return on average net 
assets 
Banco de Portugal 
Instruction n. 16/2004 

Ratio of income before tax and non-controlling interests to average net assets. 

Return on average equity 
Banco de Portugal 
Instruction n. 16/2004 

Ratio of income before tax and non-controlling interests to average equity. 

  

Designations & abbreviations 

  

NB NOVO BANCO 

NBG NOVO BANCO Group 

YTD Year-to-date 

YoY Year-on-Year 

ECB European Central Bank 

QE Quantitative Easing 

CRD IV Capital Requirements Directive 2013 

CRR Capital Requirements Regulation 

NIM Net Interest Margin 

€, EUR euro 

€mn millions of euro 

€bn billions of euro 

€k thousands of euro 

bps basis points 

p.p. percentage points 

tCO2e tonnes of carbon dioxide equivalent 
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Sustainability Indicators 
 

 2019 1H 2020 
Social Indicators     
Employees (#) 4,326 4,300 
Training hours 200,545 69,320 
Turnover11 4.7% 2.4% 
Woman employment rate 52.5% 52.4% 
Woman in leadership roles rate 36.1% 37.2% 
Woman senior leaders roles rate 31.3% 32.3% 
Pay Gap (%) 9.6% 10.4% 
    
Environmental Indicators     
ESG structured products issued (#; in period) 12 5 
ESG structured products subscriptions (#; in period) 2,547 2,553 
ESG structured products subscriptions (#; cumulative amount) 4,051 6,604 
Clients who subscribed ESG structured products (#; in period) 4,953 2,410 
Clients who subscribed ESG structured products (#; cumulative amount) 4,953 7,363 
Total ESG structured products subscriptions (in period; € million) 55 60 
Total ESG structured products subscriptions (cumulative; € million) 89 148 
CO2 Emissions from electricity consumption (tCO2e) 5,828 3,104 
Active digital customers (#; thousand) 566 577 
   
Governance Indicators     
Account monitoring – alerts generated (#) 11,457 5,754 
Communication to the authorities (#) 1,035 457 
Account opening scoring Investigation (#) 3,705 1,567 
Participation Entry scoring Investigation (#) 574 321 
Account opening rejected with scoring Investigation (#) 48 57 
   
Economic - Comunity/Society Indicators     
Planned savings/"Poupança programada" (# of clients) 277,495 270,352 
Planned savings/"Poupança programada" (€ million) 1,090 1,149 
Minimum Banking Services Account (# of accounts) 8,491 9,401 
Suppliers with sustainability scoring (#) 496 584 
Very satisfied/satisfied clients with service quality (Retail; %) 97.0% 96.6% 
Very satisfied/satisfied clients with service quality (SME; %) 99.3% 98.3% 
Donations (€ million) 0.58 0.31 
Direct economic value generated (€ million) 841 405 
Economic value distributed (€ million) 412 194 
Economic value retained  (€ million) 429 211 

 

 
11 2020 turnover rate was calculated based on the formula (Entries + Exits) / 2 / Total employees 
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(in thousands of Euros)

30.06.2020 30.06.2019 30.06.2020 30.06.2019

Interest Income 5  181 556  191 580  368 626  369 632

Interest Expenses 5 ( 48 143) ( 53 838) ( 97 816) ( 107 144)

Net Interest Income  133 413  137 742  270 810  262 488

Dividend income 6  4 740  5 578  9 925  6 086

Fee and comission income 7  77 259  88 724  160 168  174 191

Fee and comission expenses 7 ( 12 708) ( 12 867) ( 26 341) ( 27 431)

Gains or losses on derecognition of financial assets and liabilities not measured at fair value through profit or loss 8  80 733  20 495  84 826  67 210

Gains or losses on financial assets and liabilities held for trading 9 ( 28 624) ( 26 202) ( 71 877) ( 61 183)

Gains or losses on financial assets mandatorily at fair value through profit or loss 10 ( 252 545) ( 22 982) ( 294 875) ( 16 054)

Gains or losses on financial assets and liabilities designated at fair value through profit and loss 10 - (  65) (  7) (  84)

Gains or losses from hedge accounting 11 ( 6 181) ( 6 056) ( 10 948) ( 8 054)

Exchange differences 12 ( 1 755)  13 453 ( 15 636)  22 456

Gains or losses on derecognition of non-financial assets 13   524  3 570 (  63)  4 604

Other operating income 14  30 775  40 942  51 178  93 130

Other operating expenses 14 ( 50 015) ( 102 552) ( 94 257) ( 190 247)

Operating Income ( 24 384)  139 780  62 903  327 112

Administrative expenses ( 105 560) ( 114 298) ( 212 740) ( 226 062)

Staff expenses 15 ( 63 787) ( 67 216) ( 129 194) ( 133 410)

Other administrative expenses 17 ( 41 773) ( 47 082) ( 83 546) ( 92 652)

Contributions to resolution funds and deposit guarantee schemes 18 ( 35 009) ( 34 707) ( 35 048) ( 34 707)

Depreciation 25, 27 ( 8 707) ( 8 498) ( 17 322) ( 17 029)

Provisions or reversal of provisions 32 ( 34 632) ( 16 962) ( 36 951) ( 84 096)

Commitments and guarantees given  4 621   820  7 326  5 720

Other provisions ( 39 253) ( 17 782) ( 44 277) ( 89 816)

Impairment or reversal of impairment on financial assets not measured at fair value through profit or loss 22 ( 147 351) ( 85 985) ( 291 207) ( 161 871)

Impairment or reversal of impairment of investment in subsidiaries, joint ventures and associates 24 ( 1 134)  1 031 ( 1 105)  1 031

Impairment or reversal of impairment on non-financial assets 27, 29, 30 ( 16 646) ( 261 274) ( 22 019) ( 270 011)

Share of the profit or loss of investments in subsidiaries, joint ventures and associates accounted for using the equity method 24 (  198) (  266)   386   945

Profit or loss before tax from continuing operations ( 373 621) ( 381 179) ( 553 103) ( 464 688)

Tax expense or income related to profit or loss from continuing operations ( 3 958)  57 390 ( 4 487)  49 324

Current tax  3 855 ( 5 740)  2 710 ( 11 123)

Deferred tax ( 7 813)  63 130 ( 7 197)  60 447

Profit or loss after tax from continuing operations ( 377 579) ( 323 789) ( 557 590) ( 415 364)

Profit or loss from discontinued operations 30 (  241)  1 653   788  1 258

Profit or loss for the period ( 377 820) ( 322 136) ( 556 802) ( 414 106)

Attributable to Shareholders of the parent ( 376 231) ( 306 986) ( 555 303) ( 400 108)
Attributable to non-controlling interests 35 ( 1 589) ( 15 150) ( 1 499) ( 13 998)

( 377 820) ( 322 136) ( 556 802) ( 414 106)

Basic earnings per share (in Euros) 19 (0.04) (0.03) (0.06) (0.04)

Diluted earnings per share (in Euros) 19 (0.04) (0.03) (0.06) (0.04)

Basic earnings per share of continuing activities (in Euros) 19 (0.04) (0.03) (0.06) (0.04)

Diluted earnings per share of continuing activities (in Euros) 19 (0.04) (0.03) (0.06) (0.04)

The accompanying explanatory notes are an integral part of these interim condensed consolidated financial statements

Notes
Three month period ended in Six month period ended in

INTERIM CONDENSED CONSOLIDATED INCOME STATEMENT

NOVO BANCO GROUP

FOR THE THREE AND SIX MONTH PERIODS ENDED ON 30 JUNE 2020 AND 2019
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(in thousands of Euros)

30.06.2020 30.06.2019 30.06.2020 30.06.2019

Net profit / (loss) for the period (  377 820) (  322 136) (  556 802) (  414 106)

Other comprehensive income/(loss) 

Items that will not be reclassified to results ( 75 846) ( 97 474) ( 78 097) ( 90 648)

Actuarial gains / (losses) on defined benefit plans a) ( 86 131) ( 103 071) ( 85 993) ( 103 118)

Other comprehensive income from associates accounted for using the

 equity method a) (  130)  1 997 (  247)  1 852

Fair value changes of equity instruments measured at fair value through 

other comprehensive income a)  7 382 ( 2 580) ( 7 357) ( 1 013)

Fair value changes of financial liabilities at fair value through profit or loss that is

attributable to changes in their credit risk a)  3 033  6 180  15 500  11 631

Items that may be reclassified to results  41 495  151 604 ( 46 520)  238 258

Foreign exchange differences a) (  285)   41 ( 1 398)   111

Financial assets at fair value through other comprehensive income a)  41 780  151 563 ( 45 122)  238 147

Total other comprehensive income/(loss) for the period ( 412 171) ( 268 006) ( 681 419) ( 266 496)

Attributable to non-controlling interest ( 1 589) ( 15 150) ( 1 499) ( 13 998)
Attributable to shareholders of the Bank ( 410 582) ( 252 856) ( 679 920) ( 252 498)

a) See Interim Statement of Changes in the Consolidated Equity

NOVO BANCO GROUP

Notes

The accompanying explanatory notes are an integral part of these interim condensed consolidated financial statements

INTERIM CONDENSED CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME 
FOR THE THREE AND SIX MONTH PERIODS ENDED ON 30 JUNE 2020 AND 2019

Three month period ended in Six month period ended in
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(in thousands of Euros)

Notes 30.06.2020 31.12.2019

ASSETS
Cash, cash balances at central banks and other demand deposits   20 2 937 264 1 854 081

Financial assets held for trading   21  744 846  748 732

  22 1 057 867 1 314 742

Financial assets at fair value through other comprehensive income   22 7 983 879 8 849 896

Financial assets at amortised cost   22 28 084 929 27 141 460

Securities 2 255 636 1 622 545

Loans and advances to banks  344 116  369 228

   (of which, Reverse Repurchase Agreement)   4 -

Loans and advances to customers 25 485 177 25 149 687

Derivatives – Hedge accounting   23  8 014  7 452

  23  69 053  52 540

Investments in subsidiaries, joint ventures and associates   24  92 560  92 628

Tangible assets  783 999  889 152

Tangible fixed assets   25  176 144  188 408

Investment properties   26  607 855  700 744

Intangible assets   27  36 380  26 378

Tax assets   28  794 095  900 095

Current Tax Assets  2 003  1 628

Deferred Tax Assets  792 092  898 467

Other assets   29 2 536 348 3 378 492

Non-current assets and disposal groups classified as held for sale   30  39 973  40 255

TOTAL ASSETS 45 169 207 45 295 903

LIABILITIES
    Financial liabilities held for trading   21  591 569  544 825

    Financial liabilities designated at fair value through profit or loss   31  91 329  102 012

    Financial liabilities measured at amortised cost   31 40 005 753 39 673 649

Deposits from banks 9 339 096 9 849 623

   (of which, Repurchase Agreement) 1 483 134 2 168 488

Due to customers 29 175 889 28 400 127

1 084 038 1 065 211

Other financial liabilities  406 730  358 688

    Derivatives – Hedge accounting   23  77 477  58 855

    Provisions   32  298 896  307 817

    Tax liabilities   28  20 635  17 980

Current Tax liabilities  15 819  11 873

Deferred Tax Liabilities  4 816  6 107

    Other liabilities   33  584 043  586 066

    Liabilities included in disposal groups classified as held for sale   30  5 052  1 942

TOTAL LIABILITIES 41 674 754 41 293 146

EQUITY
    Capital   34 5 900 000 5 900 000

    Accumulated other comprehensive income   35 ( 826 928) ( 702 311)

    Retained earnings   35 (7 202 828) (6 115 245)

    Other reserves   35 6 143 984 5 942 501

    Profit or loss attributable to Shareholders of the parent ( 555 303) (1 058 812)

    Minority interests (Non-controlling interests)   35  35 528  36 624

TOTAL EQUITY 3 494 453 4 002 757

TOTAL LIABILITIES AND EQUITY 45 169 207 45 295 903

The accompanying explanatory notes are an integral part of these interim condensed consolidated financial statements

Debt securities issued, Subordinated debt and liabilities associated to transferred assets

Fair value changes of the hedged items in portfolio hedge of interest rate risk

Financial assets mandatorily at fair value through profit or loss

NOVO BANCO GROUP
INTERIM CONDENSED CONSOLIDATED BALANCE SHEET

AS AT 30 JUNE 2020 AND 31 DECEMBER 2019
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(in thousands of Euros)

Other 
Comprehen
sive Income

Other

Balance as at 31 December 2018  5 900 000 (  790 884) ( 4 682 300)  4 872 841 ( 1 412 642) (  25 258)   60 604  3 922 361 

  Other Increase / (Decrease) in Equity - - ( 1 432 945)   559 801  1 412 642 -   14 850   554 348 
Appropriation to retained earnings of net profit / (loss) of the previous period * - - ( 1 432 875)   20 233  1 412 642 - - - 

Reserve of Contingent Capital Agreement - - -   540 737 - - -   540 737 

Other movements - - (   70) (  1 169) - - - (  1 239)

Other changes in non-controlling Interests - - - - - -   14 850   14 850 

Total comprehensive income for the period -   147 610 - - (  400 108) (  13 998) - (  266 496)
Changes in fair value, net of tax -   236 284 - - - - -   236 284 

Foreign exchange differences, net of tax -    111 - - - - -    111 

Remeasurement of defined benefit plans, net of tax - (  103 118) - - - - - (  103 118)

Other comprehensive income appropriated from associated companies -   1 852 - - - - -   1 852 

Variation in the credit risk of financial liabilities at fair value, net of taxes
-   11 631 - 

- 
- - -   11 631 

Reserves of impairment of securities at fair value through OCI -    297 - - - - -    297 

Reserves of sales of securities at fair value through OCI -    553 - - - - -    553 

Net profit / (loss) for the period - - - - (  400 108) (  13 998) - (  414 106)

Balance as at 30 June 2019  5 900 000 (  643 274) ( 6 115 245)  5 432 642 (  400 108) (  39 256)   75 454  4 210 213 

  Other Increase / (Decrease) in Equity - (  13 216) -   509 859 - (   1) (  5 918)   490 724 
Reserve of Contingent Capital Agreement - - -   496 276 - - -   496 276 

Other movements - (  13 216) -   13 583 - - -    367 

Other changes in non controlling Interests - - - - - (   1) (  4 172) (  4 173)

Total comprehensive income for the period - (  45 821) - - (  658 704)   6 345 - (  698 180)
Changes in fair value, net of tax - (  25 077) - - - - - (  25 077)

Foreign exchange differences, net of tax - (   80) - - - - - (   80)

Remeasurement of defined benefit plans, net of tax - (  4 223) - - - - - (  4 223)

Other comprehensive income appropriated from associated companies - (   955) - - - - - (   955)

Variation in the credit risk of financial liabilities at fair value, net of taxes - (  14 502) - 
- 

- - - (  14 502)

Reserves of impairment of securities at fair value through OCI -   4 039 - - - - -   4 039 

Reserves of sales of securities at fair value through OCI - (  5 023) - - - - - (  5 023)

Net profit / (loss) for the period - - - - (  658 704)   6 345 - (  652 359)

Balance as at 31 December 2019  5 900 000 (  702 311) ( 6 115 245)  5 942 501 ( 1 058 812) (  32 912)   69 536  4 002 757 

  Other Increase / (Decrease) in Equity - - ( 1 087 583)   201 483  1 058 812 -    403   173 115 
Appropriation to retained earnings of net profit / (loss) of the previous period - - ( 1 087 584)   28 772  1 058 812 - - - 

Reserve of Contingent Capital Agreement    35 - - -   173 766 - - -   173 766 

Other movements - -    1 (  1 055) - -    403 (   651)

Total comprehensive income for the period - (  124 617) - - (  555 303) (  1 499) - (  681 419)
Changes in fair value, net of tax    35 - (  41 118) - - - - - (  41 118)

Foreign exchange differences, net of tax - (  1 398) - - - - - (  1 398)

Remeasurement of defined benefit plans, net of tax    16 - (  85 993) - - - - - (  85 993)

Other comprehensive income appropriated from affiliates - (   247) - - - - - (   247)

Credit risk changes of financial liabilites at fair value, net of tax    35 -   15 500 - - - - -   15 500 

Reserves of impairment of securities at fair value through OCI    35 - (   888) - - - - - (   888)

Reserves of sales of securities at fair value through OCI    35 - (  10 473) - - - - - (  10 473)

Net income of the period - - - - (  555 303) (  1 499) - (  556 802)

Balance as at 30 June 2020  5 900 000 (  826 928) ( 7 202 828)  6 143 984 (  555 303) (  34 411)   69 939  3 494 453 

Non-controlling interests

NOVO BANCO GROUP
INTERIM CONDENSED STATEMENT OF CHANGES IN CONSOLIDATED EQUITY

FOR THE SIX MONTH PERIOD ENDED ON 30 JUNE 2020 AND 2019

The accompanying explanatory notes are an integral part of these interim condensed consolidated financial statements

Share 
Capital

Other 
Comprehen
sive Income

Net profit/(loss) 
for the period 
attributable to 

shareholders of 
the Bank

TotalNotes Retained 
earnings

Other 
reserves
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(in thousands of Euros)

Notes 30.06.2020 30.06.2019

Cash flows from operating activities
Interest received  379 003  366 925 

Interest paid ( 76 715) ( 88 898)

Fees and commissions received  160 315  174 403 

Fees and commissions paid ( 26 341) ( 27 431)

Recoveries on loans previously written off  15 223  15 668 

Contributions to the pension fund ( 95 076) (  796)

Cash contributions to resolution funds and deposit guarantee schemes ( 35 048) ( 34 707)

Cash payments to employees and suppliers ( 223 691) ( 226 664)

 97 670  178 500 

Changes in operating assets and liabilities:

Deposits with / from Central Banks  230 954  121 612 

Financial assets mandatorily at fair value through profit or loss ( 347 197) ( 171 675)

Financial assets designated at fair value through profit or loss ( 32 202) ( 141 290)

Financial assets at fair value through other comprehensive income  798 640 ( 745 944)

Financial assets at amortised cost (1 213 175) ( 720 628)

Debt securities ( 630 595) ( 192 351)

Loans and advances to Banks  24 519  22 574 

Loans and advances to customers ( 607 099) ( 550 851)

Financial liabilities at amortised cost  9 616 ( 182 741)

Deposits from Banks ( 763 011)  220 189 

Due to customers  772 627 ( 402 930)

Derivatives - Hedge accounting  1 547   665 

Other operating assets and liabilities  392 074  426 052 

Net cash from operating activities before corporate income tax ( 62 073) (1 235 450)

Corporate income taxes paid ( 21 348) ( 30 325)

Net cash from operating activities ( 83 421) (1 265 775)

Cash flows from investment activities
Acquisition of investments in subsidiaries and associated companies - (  500)

Sale of investments in subsidiaries and associated companies  59 949   13 

Dividends received  9 925  6 086 

Sale of investment properties  62 339  145 263 

Acquisition of tangible fixed assets ( 5 809) ( 2 423)

Sale of tangible fixed assets  1 860   408 

Acquisition of intangible assets ( 11 332) ( 5 951)

Net cash from investment activities  116 932  142 896 

Cash flows from funding activities
Contingent Capital Agreement 1 035 016 1 149 295 

Reimbursement of bonds and other debt securities ( 3 812) ( 2 341)

Net cash from funding activities 1 031 204 1 146 954 

Net changes in cash and cash equivalents 1 064 715  24 076 

Cash and cash equivalents at the beginning of the period 1 585 602  719 541 

Net changes in cash and cash equivalents 1 064 715  24 076 

Cash and cash equivalents at the end of the period 2 650 317  743 617 

Cash and cash equivalents include:
Cash 20  135 473  129 802 

Deposits with Central Banks 20 2 526 605  589 870 

    (of which, Restricted balances) ( 286 947) ( 262 717)

Deposits with Banks 20  275 186  286 662 

Total 2 650 317  743 617 

INTERIM CONDENSED CONSOLIDATED CASH FLOW STATEMENT
FOR THE SIX MONTH PERIOD ENDED ON 30 JUNE 2020 AND 2019

The accompanying explanatory notes are an integral part of these interim condensed consolidated financial statements

NOVO BANCO GROUP

 



 

 

      
  Notes to the Interim Condensed Consolidated Financial Statements of 1st half 2020 56  

 
NOVO BANCO Group 
Notes to the Interim Condensed Consolidated Financial Statements as at 30 June 2020 
 
(Amounts expressed in thousands of Euro, except when otherwise indicated)  
 
NOTE 1 – ACTIVITY AND GROUP STRUCTURE  
 
NOVO BANCO, S.A. is the main entity of the financial Group NOVO BANCO focused on the banking activity, having been 
incorporated on the 3rd of August 2014 per deliberation of the Board of Directors of Banco de Portugal (the Central Bank of 
Portugal) dated 3rd of August 2014 (8 p.m.), under No. 5 of article 145-G of the General Law on Credit Institutions and Financial 
Companies (“Regime Geral das Instituições de Crédito e Sociedades Financeiras” (RGICSF))1, approved by Decree-Law No. 
298/92, of 31 December, following the resolution measure applied by Bank of Portugal to Banco Espírito Santo, S.A. (BES), under 
the terms of paragraphs 1 and 3-c) of article 145-C of the RGICSF, from which resulted the transfer of  certain assets, liabilities and 
off-balance sheet elements as well as assets under management of BES from BES to NOVO BANCO, S.A. (NOVO BANCO or the 
Bank).  
 
As a result of the resolution measure applied, Fundo de Resolução (“Resolution Fund”) became the sole owner of the share capital 
of NOVO BANCO, in the amount of Euro 4 900 million, which acquired the status of a transition Bank, with a limited duration, due to 
the commitment assumed by the Portuguese State with the European Commission to sell its shares within two years from the date 
of its incorporation, extendable for one year. 
 
On 31 March 2017, the Resolution Fund signed the sale agreement of NOVO BANCO. On 18 October 2017, the sale process was 
concluded, following the acquisition of the majority (75%) of its share capital by Nani Holdings, SGPS, SA, a company belonging to 
the North-American Group Lone Star, through two share capital increases in the amount of Euro 750 million and Euro 250 million, 
in October and December, respectively. Thus, as at 30 June 2020 and 31 December 2019, the share capital of NOVO BANCO 
amounted to Euro 5 900 million, represented by 9 799 999 997 nominative shares, with no nominal value. 
 
Within the sale process, a Contingent Capital Agreement was created, which in case its capital ratios decrease below the 
regulatory requirements defined for NOVO BANCO, and cumulatively, losses are recorded in a delimited portfolio of assets, the 
Resolution Fund makes a payment corresponding to the lower of the losses recorded and the amount needed to restore the capital 
ratios at the relevant level, up to a maximum of Euro 3 890 million. 
 
With the conclusion of the sale process, NOVO BANCO ceased to be considered a transition Bank and began to operate normally, 
although still being subject to certain measures restricting its activity, imposed by the European Competition Authority. 
 
Since 18 October 2017 the financial statements of NOVO BANCO are consolidated by Nani Holdings SGPS, S.A., with registered 
office at Avenida D. João II, No. 46, 4A, Lisbon. LSF Nani Investments S.à.r.l., headquartered in Luxembourg, is the parent 
company of the Group. 
 
NOVO BANCO, S.A. has its registered office in Lisbon, at Avenida da Liberdade, No. 195. 
 
NOVO BANCO Group (hereinafter also designated as Group or NB Group) has a retail network comprising 386 branches in 
Portugal and abroad (31 December 2019: 387 branches), including branches in Spain and Luxembourg, and 4 representative 
offices overseas (31 December 2019: 4 representative offices).  
 
Group companies in which the Bank has a direct or indirect holding higher or equal to 20%, over which the Bank exercises control 
or significant influence, and that were included in the consolidation perimeter, are presented below. 
 
The entities directly consolidated into NOVO BANCO are the following:  

 
1 References made to RGICSF refer to the version in force at the date of the resolution measure. The current version of the RGICSF has suffered 

changes, namely in article 145, following the publication of Law 23-A 2015, of 26 March, that came into force on the day following its publication. 
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NOVO BANCO, SA 2014 - Portugal Commercial Banking

    Novo Banco Servicios Corporativos, SL 1996 1997 Spain Insurance distrib. & real estate management 100.00% Full consolidation

    Novo Vanguarda, SL 2011 2011 Spain Services provider 100.00% Full consolidation

    Novo Banco dos Açores, SA (NB Açores) 2002 2002 Portugal Commercial Banking 57.53% Full consolidation

    BEST - Banco Electrónico de Serviço Total, SA (BEST) 2001 2001 Portugal Electronic banking 100.00% Full consolidation

    NB África, SGPS, SA 2009 2009 Portugal Holding 100.00% Full consolidation

    GNB - Gestão de Ativos, SGPS, SA (GNB GA) 1992 1992 Portugal Holding 100.00% Full consolidation

    ES Tech Ventures, S.G.P.S., SA  (ESTV) 2000 2000 Portugal Holding 100.00% Full consolidation

    NB Finance, Ltd. (NBFINANCE) 2015 2015 Cayman Islands Issue and distribution of securities 100.00% Full consolidation

    GNB - Recuperação de Credito, ACE (GNBREC) 1998 1998 Portugal Debt collection 99.15% Full consolidation

    GNB Concessões, SGPS, SA (GNB CONCESSÕES) 2002 2003 Portugal Holding 100.00% Full consolidation

    GNB - Serviços de Suporte Operacional, ACE (GNB ACE) 2006 2006 Portugal Services 97.86% Full consolidation

    Espírito Santo Representações, Ltda. (ESREP) 1996 1996 Brazil Representation services 99.99% Full consolidation

    Fundo de Capital de Risco NOVO BANCO PME Capital Growth 2009 2009 Portugal Venture capital fund 100.00% Full consolidation

    Fundo FCR PME / NOVO BANCO 1997 1997 Portugal Venture capital fund 56.78% Full consolidation

Fundo de Gestão de Património Imobiliário - FUNGEPI - Novo Banco 1997 2012 Portugal Real estate fund management 100.00% Full consolidation

    Fundo de Gestão de Património Imobiliário - FUNGEPI - Novo Banco II 2011 2012 Portugal Real estate fund management 100.00% Full consolidation

FUNGERE - Fundo de Gestão de Património Imobiliário 1997 2012 Portugal Real estate fund management 95.28% Full consolidation

ImoInvestimento – Fundo Especial de Investimento Imobiliário Fechado 2012 2012 Portugal Real estate fund management 100.00% Full consolidation

Prediloc Capital – Fundo Especial de Investimento Imobiliário Fechado 2006 2012 Portugal Real estate fund management 100.00% Full consolidation

Imogestão – Fundo de Investimento Imobiliário Fechado 2006 2013 Portugal Real estate fund management 100.00% Full consolidation

Arrábida - Fundo Especial de Investimento Imobiliário Fechado 2006 2013 Portugal Real estate fund management 100.00% Full consolidation

Invesfundo VII – Fundo de Investimento Imobiliário Fechado 2008 2013 Portugal Real estate fund management 100.00% Full consolidation

NB Logística - Fundo Especial de Investimento Imobiliário Aberto 2007 2012 Portugal Real estate fund management 85.77% Full consolidation

NB Património - Fundo de Investimento Imobiliário Aberto 1992 2014 Portugal Real estate fund management 55.83% Full consolidation

Fundes - Fundo Especial Investimento Imobiliário Fechado 2008 2015 Portugal Real estate fund management 100.00% Full consolidation

NB Arrendamento - Fundo de Investimento Imobiliário Fechado para Arrendamento Habitacional 2009 2012 Portugal Real estate fund management 100.00% Full consolidation

Orey Reabilitação Urbana - Fundo de Investimento Imobiliário Fechado 2006 2012 Portugal Real estate fund management 100.00% Full consolidation

Fimes Oriente - Fundo de Investimento Imobiliário Fechado 2004 2012 Portugal Real estate fund management 100.00% Full consolidation

Fundo de Investimento Imobiliário Fechado Amoreiras 2006 2015 Portugal Real estate fund management 95.24% Full consolidation

Fundo de Investimento Imobiliário Fechado Solid 2004 2015 Portugal Real estate fund management 100.00% Full consolidation

ASAS Invest - Fundo Especial de Investimento Imobiliário Fechado 2010 2013 Portugal Real estate fund management 100.00% Full consolidation

Novimove - Fundo de Investimento Imobiliario Fechado 2004 2019 Portugal Real estate fund management 100.00% Full consolidation

Febagri-Actividades Agropecuárias e Imobiliárias SA 2006 2012 Portugal Real estate development 100.00% Full consolidation

Autodril - Sociedade Imobiliária, SA 1998 2012 Portugal Real estate development 100.00% Full consolidation

JCN - IP - Investimentos Imobiliários e Participações, SA 1995 2012 Portugal Real estate development 95.28% Full consolidation

Portucale - Sociedade De Desenvolvimento Agro - Turistico, SA 1990 2012 Portugal Agricultural holdings 94.80% Full consolidation

Greenwoods Ecoresorts empreendimentos imobiliários, SA 2012 2012 Portugal Real estate development 100.00% Full consolidation

Sociedade Imobiliária Quinta D. Manuel I, SA 2012 2012 Portugal Real estate development 100.00% Full consolidation

Quinta da Areia - Sociedade Imobiliária, SA 2012 2012 Portugal Real estate development 100.00% Full consolidation

Sociedade Agrícola Turística e Imobiliária da Várzea da Lagoa, SA 2012 2012 Portugal Real estate development 100.00% Full consolidation

Imalgarve - Sociedade de Investimentos Imobiliários, SA 1986 2014 Portugal Real estate development 100.00% Full consolidation

Promotur - Empreendimentos Turístico, SA 1983 2014 Portugal Real estate development 99.875% Full consolidation

Herdade da Boina - Sociedade Imobiliária 1999 2012 Portugal Real estate development 100.00% Full consolidation

Ribagolfe - Empreendimentos de Golfe, SA 1995 2012 Portugal Golf course operations 100.00% Full consolidation

Benagil - Promoção Imobiliária, SA 1970 2012 Portugal Real estate development 100.00% Full consolidation

Imoascay - Promoção Imobiliária, SA 2011 2012 Portugal Real estate development 100.00% Full consolidation

Fundo de Investimento Imobiliário Fechado Quinta da Ribeira 2006 2017 Portugal Real estate fund management 100.00% Full consolidation

R Invest - Fundo Especial de Investimento Imobiliário Fechado 2009 2017 Portugal Real estate fund management 100.00% Full consolidation

Promofundo - Fundo Especial de Investimento Imobiliário Fechado 2008 2018 Portugal Real estate fund management 100.00% Full consolidation

    Locarent - Companhia Portuguesa de Aluguer de Viaturas, SA (LOCARENT) 2003 2003 Portugal Renting 50.00% Equity method

UNICRE - Instituição Financeira de Crédito, SA 1974 2010 Portugal Non banking financing 17.50% Equity method

    Ijar Leasing Algérie 2011 2011 Algeria Leasing 24.50% Equity method

    Edenred Portugal, SA 1984 2013 Portugal Services provider 50.00% Equity method

    PNCB - Plataforma de Negociação Integrada de Créditos Bancários, A.C.E. 2018 2018 Portugal Debt Renegociation Services 33.33% Equity method

b)  Entities consolidated under the equity method as the voting rights grant control to the other shareholders

Activity % Economic 
Interest Consolidation method

Year 
incorporated

Year 
acquired Registered office

a) The percentage presented above reflects the Group's economic interest. These entities were included in the consolidated balance sheet via the equity method as the Group exercises significant influence over their activities 

a)

b)
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Subgroups: 

    GNB - Gestão de Ativos, SGPS, SA (GNB GA) 1992 1992 Portugal Holding 100.00% Full consolidation

        GNB Fundos Mobiliários - Sociedade Gestora de Organismos de Investimento Coletivo, SA 1987 1987 Portugal Investment fund management 100.00% Full consolidation

        GNB Real Estate - Sociedade Gestora de Organismos de Investimento Coletivo, SA 1992 1992 Portugal Investment fund management 100.00% Full consolidation

        GNB - Sociedade Gestora de Fundos de Pensões, SA 1989 1989 Portugal Investment fund management 100.00% Full consolidation

        Espírito Santo International Asset Management, Ltd. 1998 1998 Virgin Islands Investment fund management 50.00% Equity method

        GNB - Sociedade Gestora de Patrimónios, SA 1987 1987 Portugal Wealth management 100.00% Full consolidation

    ES Tech Ventures, S.G.P.S., SA  (ESTV) 2000 2000 Portugal Holding 100.00% Full consolidation

        Yunit Serviços, SA 2000 2000 Portugal Internet portal management 33.33% Equity method

    Fundo de Capital de Risco NOVO BANCO PME Capital Growth 2009 2009 Portugal Venture capital fund 100.00% Full consolidation

       Righthour, SA 2013 2013 Portugal Services 100.00% Full consolidation

Imbassaí Participações, SA 2009 2013 Brazil Holding 100.00% Full consolidation

Lírios Investimentos Imobiliários, Ltda 2007 2013 Brazil Real estate management 100.00% Full consolidation

UCH Investimentos Imobiliários, Ltda 2007 2013 Brazil Real estate management 100.00% Full consolidation

UCS Participações e Investimentos, Ltda 2004 2013 Brazil Real estate management 100.00% Full consolidation

UR3 Investimentos Imobiliários, Ltda 2007 2013 Brazil Real estate management 100.00% Full consolidation

    Fundo FCR PME / NOVO BANCO 1997 1997 Portugal Venture capital fund 56.78% Full consolidation

        Enkrott SA 2006 2006 Portugal Water treatment and management 16.07% Equity method

        Logic C - Logística Integrada, SA 2005 2016 Portugal Logistics 20.74% Equity method

       Epedal - Indústria de Componentes Metálicos, S.A. 1981 2015 Portugal Metalic Components 12.22% Equity method

Nexxpro - Fábrica de Capacetes, S.A. 2001 2015 Portugal Helmet manufacturing 38.99% Equity method

Cristalmax – Indústria de Vidros, S.A. 1994 2017 Portugal Glass manufacturing 18.96% Equity method

Ach Brito & Ca, SA 1918 2015 Portugal Soap manufacturing 8.77% Equity method

M. N. Ramos Ferreira, Engenharia, SA 1983 2013 Portugal Engeneering 8.11% Equity method

    GNB Concessões, SGPS, SA (GNB CONCESSÕES) 2002 2003 Portugal Holding 100.00% Full consolidation

        Lineas – Concessões de Transportes, SGPS, SA 2008 2010 Portugal Holding 40.00% Equity method

    Portucale - Sociedade De Desenvolvimento Agro - Turístico, SA 1990 2012 Portugal Agricultural holdings 94.80% Full consolidation

        Herdade da Vargem Fresca VI - Comércio e Restauração SA 1997 2012 Portugal Catering 94.80% Full consolidation

a) The percentage presented above reflects the Group's economic interest. These entities were included in the consolidated balance sheet via the equity method as the Group exercises significant influence over their activities.

b)  Entities consolidated under the equity method as the voting rights grant control to the other shareholders

Activity % Economic 
Interest Consolidation method

Year 
incorporated

Year 
acquired Registered office

a)

a)

b)

a)

a)

a)

 
 
Additionally, and considering the requirements of IFRS 10, the Group’s consolidation perimeter includes the following structured 
entities: 
 

Lusitano Mortgages No.6 plc (*) 2007 2007 Ireland 100% Full consolidation

Lusitano Mortgages No.7 plc (*) 2008 2008 Ireland 100% Full consolidation

Lusitano SME No. 3 (*) 2016 2016 Portugal 100% Full consolidation

Consolidation method

(*) - Structured entities set up in the scope os securitization operations, recorded in the consolidated financial statements in accordance with the continued involvement of the Group in these

operations, determined based on the percentage of the equity pieces held of the respective vehicles (see Note 39)

Year incorporated Year acquired Registered 
office Share-holding %

 
 
During the first half of 2020, the main changes in NOVO BANCO Group’s structure were as follows: 

 
- Associated companies 

• In April 2020, NOVO BANCO sold the entire participation and supplementary contributions of Herdade do Pinheirinho and 
Herdade do Pinheirinho II, recording a gain of Euro 209 thousand. 
 

- Subsidiaries 

• In June 2020, FCR PME NB converted a credit granted to Nexxpro in the amount of Euro 639 thousand into supplementary 
contributions. 

 

 
During the first half of 2019, the main changes in NOVO BANCO Group’s structure were as follows: 
 
- Subsidiaries 

• In January 2019, the London branch was closed; 

• In March 2019, the early redemption of Lusitano Project Finance No. 1, FTC.. 

 
 



 

 

      
  Notes to the Interim Condensed Consolidated Financial Statements of 1st half 2020 59  

- Associated companies 

• In March 2019, the Nexxpro, an associated company of the FCR PME NB Fund, made a capital increase of Euro 440 
thousand, which was fully subscribed by the Fund. As such, the Fund's percentage in this Company went from 59.58% to 
68.68%. 

 
Subsidiaries that were classified under IFRS 5 as non-current assets held for sale and discontinued operations are detailed in Note 
30. 
 
 
 
NOTE 2 – MAIN ACCOUNTING POLICIES 
 
2.1. Basis of presentation 
In accordance with Regulation (EC) No. 1606/2002 of 19 July 2002 of the European Council and the Parliament and Notices 
5/2015 of the Bank of Portugal, the consolidated financial statements from NOVO BANCO, S.A. (the group or NOVO BANCO) were 
prepared in accordance with the International Financial Reporting Standards (IFRS) as adopted by the European Union effective as 
of 1 January 2020. 
 
The IFRS comprise accounting standards issued by International Accounting Standards Board (IASB) as well as interpretations 
issued by the International Reporting Interpretations Committee (IFRIC), and by their predecessor bodies Standing Interpretations 
Committee (“SIC”). 
 
The consolidated financial statements of NOVO BANCO are presented as at 30 June 2020. These interim condensed financial 
statements were prepared in accordance with IAS 34 Interim Financial Reporting (“IAS 34”). Consequently, these financial 
statements do not include all the information required in accordance with IFRS, and should therefore be read in conjunction with 
the financial statements for the year ended 31 December 2019. Changes to the most relevant accounting policies are described in 
the following section. 
 
Changes in Accounting Estimates 
The preparation of the financial statements in accordance with IFRS requires the Group to make judgments and estimates and use 
assumptions that affect the application of accounting policies and the amounts of income, costs, assets and liabilities. Changes in 
such assumptions or differences in relation to reality may have an impact on current estimates and judgments. The areas that 
involve a higher level of judgment or complexity or where significant assumptions and estimates are used in the preparation of the 
consolidated financial statements, are analyzed in Note 3. 
 
The consolidated financial statements and the Management Report of 30 June 2020 were approved at the Executive Board of 
Directors’ meeting held on 25 August 2020. 
 
2.2. Consolidation principles 
 
These consolidated financial statements comprise the assets, liabilities, income, expenses, other comprehensive income and cash 
flows of NOVO BANCO and of its subsidiaries (Group or NOVO BANCO Group) and the results attributable to the Group relating to 
shareholdings in associated companies. 
 
These accounting policies have been consistently applied to all the Group companies during the financial years covered by these 
consolidated financial statements, with the exception of Gama Life (formerly known as GNB - Companhia de Seguros de Vida, S.A. 
(GNB Vida)) which did not adopt IFRS 9 as of 1 January 2018 due to the company benefiting from the deferment period of the 
adoption of this standard granted to Insurance Companies, which extends until 1 January 2021, which is why its assets and 
liabilities recognized in discontinued operations as of 30 June 2019 still follow the valuation recommended in IAS 39 - Financial 
Instruments. The sale process of this entity was concluded in the second half of 2019. 
 
Subsidiaries  
Subsidiaries are entities (including investment funds and securitization vehicles) over which the Group exercises control. The 
Group controls an entity when it is exposed, or has rights, to the variability of the return deriving from its involvement with that entity 
and may take possession of same by way of the power it has over the entity (de facto control) and has the ability to affect these 
variable returns through the power it held over the relevant activities of the entity. As provided in IFRS 10, the Group analyses the 
objective and the structuring of how an entity’s operations are developed when assessing its control over such entity. Subsid iaries 
are fully consolidated from the date on which control over their activities is transferred to the Group and until the date that control 
ceases. Holdings of third parties in these entities are presented in the caption Non-controlling interests, except for open investment 
funds in which these values are presented in the caption Other liabilities, due to the high probability of their redemption.  
 
The accumulated losses of a subsidiary are attributed proportionally to non-controlling interests even if this results in the recognition 
of non-controlling interests of a negative value. 
 
When control is obtained in a business combination achieved in stages (step acquisition) the Group remeasures its previously held 
non-controlling interest in the entity at its fair value and recognizes the resulting gain or loss in the income statement upon 
determining the respective goodwill. At the moment of a partial sale, resulting in the loss of control of a subsidiary, any remaining 
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non-controlling interest retained is remeasured to its fair value at the date the control is lost, and the resulting gain or loss is 
recognised in the income statement. 
 
The entity identified as acquirer or incorporator integrates the results of the entity/ business acquired as from the date of its 
acquisition, that is, from the date of the takeover of control. 
 
The accounting treatment of mergers by incorporation, between entities under common control, follows the same principles - the 
integration of the assets and liabilities of the entity to be incorporated is carried out at the amounts presented in the consolidated 
financial statements of the entity that has control over the two entities, at the highest level of the Group's financial holdings chain 
(the "predecessor"). The difference between the carrying book value of the incorporated assets and liabilities and the amount of the 
financial investment is recognised as a merger reserve. 
 
Associated companies 
Associated companies are those entities over which the Group has significant influence over the company’s financial and operating 
policies, but not its control. Generally, when the Group owns more than 20% of the voting rights but less than 50%, it is presumed 
to have a significant influence. Even if the Group owns less than 20% of the voting rights, it can still have a significant influence 
through its participation in the management of the associated company or its representation in its executive Management bodies. 
 
Investments in associated companies are recorded in the consolidated financial statements of the Bank using the equity method of 
accounting from the date on which significant influence is attained by the Group and until the date that significant influence ceases. 
The carrying value of the investments in associated companies includes the value of the respective goodwill determined at the 
acquisition date and is presented net of impairment losses. NOVO BANCO carries out impairment tests on its investments in 
associated companies, whenever there are any indications of impairment. Impairment losses recognised in prior years may be 
reversed, up to the limit of the accumulated losses. 
 
In a step acquisition that results in the Group obtaining significant influence over an entity, any previously held stake in that entity is 
remeasured to its fair value through the income statement when the equity method is first applied. 
 
When the Group’s share of losses of an associated company equals or exceeds its interest in the associated company, including 
any medium and long-term interest, the Group discontinues the application of the equity method, except when it has a legal or 
constructive obligation to cover those losses or has made payments on behalf of the associated company. 
 
Gains or losses on disposals of shares in associated companies are recognised in the income statement even if those disposals do 
not result in the loss of significant influence. Dividends attributed by associated companies reduce the balance sheet value 
recognised by the Group. 
 
Structured Entities (SE)  
The Group consolidates, using the full consolidation method, certain special purpose entities, created specifically to accomplish a 
narrow and well-defined objective, when the substance of the relationship with those entities indicates that they are controlled by 
the Group, irrespective of the percentage of the equity held. 

 
The evaluation of the existence of control is made based on the established by IFRS 10 – Consolidated Financial Statements, 
according to which a SE is controlled if (i) the Group is exposed, or has rights to its results; and (ii) the Group has the power to 
affect the SE’s results through the control it exercises over them.  
 
Investment funds managed by the Group  
As part of its asset management activity, the Group manages investment funds on behalf of the holders of the participation units. 
The financial statements of these funds are not consolidated by the Group except in the cases where control is exercised over their 
activity, according to the criteria established by IFRS 10. 
 
Goodwill 
Goodwill represents the difference between the acquisition cost and the fair value of the Group’s share of identifiable net assets, 
liabilities and contingent liabilities acquired. 
 
Business combinations occurring after 31 December 2009 were accounted for using the purchase method. The acquisition cost 
includes the fair values: i) of the assets transferred, ii) of the liabilities assumed by the acquirer before the previous shareholders of 
the acquired, and iii) of the equity instruments issued.   
 
In accordance with IFRS 3 – Business Combinations, the Group measures goodwill as the difference between the fair value of the 
consideration transferred including the fair value of any non-controlling interest previously held, and the fair value attributable to the 
assets acquired and the liabilities assumed and any equity instruments issued. The fair values are determined at the acquisition 
date. The costs directly attributable to the acquisition are expensed at the moment of the acquisition.  
 
As at the acquisition date, the non-controlling interests are measured at their proportional interest in the fair value of the net 
identifiable assets acquired and liabilities assumed, without their respective portion of goodwill. As a result, the goodwill  recognised 
in these consolidated financial statements corresponds solely to the portion attributable to the shareholders of the Bank.  
 
In accordance with IFRS 3 – Business Combinations, positive goodwill is recognised as an asset at its cost and is not amortised. 
Goodwill relating to the acquisition of associated companies is included in the carrying book value of the investments in those 
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associated companies, determined using the equity method. Negative goodwill is recognised directly in the income statement in the 
period the business combination occurs. Impairment losses of goodwill may not be reversed in the future. 
 
The recoverable amount of the goodwill recognised as an asset is reviewed annually, regardless of whether there is, or not, any 
indication of impairment. Impairment losses are expensed directly in the income statement. The recoverable amount corresponds 
to the lower of market value less costs to sell and the respective value in use. In determining value in use, estimated future cash 
flows are discounted using a rate that reflects market conditions, the time value of money and business risks.  
 
Transactions with non-controlling interests  
Acquisitions of non-controlling interests that do not result in a change in control over a subsidiary are accounted for as transactions 
with shareholders and, therefore, no additional goodwill is recognised as a result of such transactions. Any difference between the 
acquisition cost and the carrying book value of the non-controlling interest acquired is recognised directly in reserves. Similarly, 
gains or losses arising from sale of non-controlling interests that do not result in a loss of control over a subsidiary, are always 
recorded against reserves.  
 
Gains or losses arising on the dilution or on the sale of portion of an interest in a subsidiary, resulting in a loss of control, are 
recognised, by the Group, in the income statement. 
 
Non-controlling interests in Open Real Estate Funds are recorded under Other Liabilities. 
 
Transcription of financial statements in foreign currency  
The financial statements of each of the Group’s subsidiaries and associated companies are prepared using their functional 
currency, which is defined as the currency of the primary economic environment in which that entity operates. The Group’s 
consolidated financial statements are prepared in Euro, which is NOVO BANCO’s functional currency. 
 
The financial statements of each of the Group entities that have a functional currency different from the Euro are translated into 
Euro in accordance with the following criteria: 

• Assets and liabilities are translated using the exchange rate prevailing at the reporting date; 

• Income and expenses are translated at exchange rates approximating the real rates ruling at the dates of the transactions;  

• The exchange differences arising between the translation amount of the equity at the beginning of the period and the amount 
determined at the balance sheet date of the consolidated accounts, using the exchange rates applicable at that date, are 
recorded against reserves (other comprehensive income). Similarly, regarding the subsidiaries and associated companies’ 
results, the exchange differences arising from the translation of income and expenses at the rates ruling at the dates of the 
transactions and that determined at the balance sheet date are recorded in reserves. When the entity is sold, such exchange 
differences are recognised in results as an integral part of the gain or loss on the disposal.  

 
Balances and transactions eliminated with consolidation 
Intercompany balances and transactions, including any unrealised gains and losses on transactions between Group companies, 
are eliminated in preparing the consolidated financial statements, unless the unrealised losses provide evidence of an impairment 
loss that should be recognised in the consolidated financial statements.  
 
Unrealised gains on transactions between the Group and its associated companies are eliminated to the extent of the Group’s 
interest in the associated companies. Unrealised losses are also eliminated unless the transactions reveal evidence of impairment.  
 
The accounting policies of subsidiaries and associated companies are changed, whenever necessary, to ensure that same are 
applied consistently throughout the Group. 
 
2.3. Foreign currency transactions 
Foreign currency transactions are translated into the functional currency using the exchange rate prevailing at the date of the 
transaction. 
 
Monetary assets and liabilities denominated in foreign currencies are translated into Euro at the foreign exchange rates ruling at the 
balance sheet date. Foreign exchange differences arising on this translation are recognized in the income statement. 
 
Non-monetary assets and liabilities recorded at historical cost, denominated in foreign currency, are translated using the exchange 
rate prevailing at the transaction date. Non-monetary assets and liabilities, denominated in foreign currency, that are stated at fair 
value are translated into Euro at the foreign exchange rates ruling at the dates the fair value was determined. The resulting 
exchange differences are accounted for in the income statement, except if related to equity instruments classified as financial 
assets at fair value through other comprehensive income, which are recorded in equity reserves. 
 
Foreign exchange differences relating to cash flow hedges and the hedging of the net investment in foreign operational units, when 
they exist, are recognized in other comprehensive income. 
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2.4. Derivative financial instruments and hedge accounting 
 
Classification  
The Group classifies its derivative portfolio into (i) fair value hedge and (ii) trading derivatives, which include, in addition to the 
trading book, other derivatives contracted for the purpose of hedging certain assets and liabilities designated at fair value through 
profit or loss but not classified as hedging (fair value option). 
 
Recognition and measurement 
Derivative financial instruments are initially recognised at their fair value on the date the derivative contract is entered into (trade 
date). Subsequent to initial recognition, the fair value of derivative financial instruments is remeasured on a regular basis and the 
resulting gains or losses on remeasurement are recognised directly in the income statement, except for derivatives designated as 
hedging instruments. The recognition of the resulting gains or losses arising on the derivatives designated as hedging instruments 
depends on the nature of the risk being hedged and the hedge model used. 
 
Derivatives traded on organised markets, namely futures and some options contracts, are recorded as trading derivatives and their 
fair value changes are recorded against the income statement. The margin accounts are included under other assets and other 
liabilities (see Notes 29 and 33) and comprise the minimum collateral mandatory for open positions.  
 
The fair value of the remaining derivative financial instruments corresponds to their market value, if available, or is determined 
using valuation techniques, including discounted cash flow models and options pricing models, as appropriate. 
 
Hedge accounting 
• Classification criteria 
Derivative financial instruments used for hedging purposes may be classified in the accounts as hedging instruments provided the 
following criteria are cumulatively met: 
(i) Hedging instruments and hedged items are eligible for the hedge relationship; 
(ii) At the inception of the hedge, the hedge relationship is identified and documented, including identification of the hedged item 

and hedging instrument and evaluation of the effectiveness of the hedge; 
(iii) There is an economic relationship between the hedged item and the hedging instrument; 
(iv) The effect of credit risk does not dominate the changes in value that result from this economic relationship; 
(v) The effectiveness of the hedge can be reliably measured, both at the inception of the hedge and on an ongoing basis. 
 
The use of derivatives is framed in the Group's risk management strategy and objectives. 
 

• Fair value hedge 
In a fair value hedging operation, the carrying value of the hedged asset or liability, determined in accordance with the respective 
accounting policy, is adjusted to reflect the changes in its fair value attributable to the risk being hedged. Changes in the fair value 
of the derivatives that are designated as hedging instruments are recorded in the income statement, together with any changes in 
the fair value of the hedged asset or liability that are attributable to the risk hedged. In cases where the hedging instrument covers 
an equity instrument designated at fair value through other comprehensive income, changes in fair value are also recognised in 
other comprehensive income.  
   
If the hedge no longer meets the effectiveness requirement, but the objective of risk management stays the same, the Group may 
adjust the hedging operation in order to meet the eligibility criteria (rebalancing). 
 
If the hedge no longer meets the criteria for hedge accounting (if the hedging instrument expires, is sold, terminated or exercised, 
without having been replaced in accordance with the entity's documented risk management objective), the derivative financial 
instrument is transferred to the trading portfolio and hedge accounting is discontinued prospectively. The cumulative adjustment to 
the carrying book value of a hedged asset or liability corresponding to a fixed income instrument, is amortised via the income 
statement over the period to its maturity, using the effective interest rate method. 
 

• Cash flow hedge 
When a derivative financial instrument is designated as a hedge against the variability of highly probable future cash flows, the 
effective portion of the changes in the fair value of the hedging derivative is recognised in reserves, being recycled to the income 
statement in the periods in which the hedged item affects the income statement. The ineffective portion is recognised in the income 
statement. 
 
When a hedging instrument expires or is sold, or when a hedge no longer meets the criteria for hedge accounting, any cumulative 
gain or loss recognised in reserves at that time is recognised in the income statement when the hedged transaction also affects the 
income statement. When a hedged transaction is no longer expected to occur, the cumulative gain or loss reported in equity is 
recognised immediately in the income statement and the hedging instrument is reclassified to the trading portfolio. 
 
Embedded derivatives  
If a hybrid contract includes a host contract that is a financial asset under IFRS 9, the Group classifies the entire contract in 
accordance with the policy outlined in Note 2.5. 
 
If a hybrid contract includes a host contract that is not an asset under IFRS 9, an embedded derivative shall be separated from the 
host contract and accounted for as a derivative under this Standard if, and only if:  
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a) The economic characteristics and risks of the embedded derivative are not closely related to the economic characteristics and 
risks of the host contract; 
b) a separate financial instrument with the same terms as the embedded derivative satisfies the definition of a derivative; and 
c) The hybrid contract is not measured at fair value and changes in fair value are recognised in profit or loss (a derivative that is 
embedded in a financial liability at fair value through profit or loss is not separated). 
  
These embedded derivatives are measured at fair value with the changes in fair value being recognised in the income statement. 
 
 
2.5. Other financial assets: placements with credit institutions, customer loans and securities 
 
From 1 January 2018, the Group initially classifies all of its financial assets based on the business model for managing the assets 
and the asset’s contractual terms. This classification determines how the asset is measured after its initial recognition: 

• Amortised cost: if it is held within a business model with the objective to hold financial assets in order to collect contractual 
cash flows that are solely payments of principal and interest (SPPI - solely payments of principal and interest); 

• Fair value through other comprehensive income: if it is held within a business model, the objective of which is achieved by both 
collecting contractual cash flows and selling financial assets and the contractual cash flows fall under the scope of SPPI. In 
addition, upon initial recognition, the Bank may choose to classify irrevocably equity instruments in the fair value through other 
comprehensive income portfolio being the changes in the fair value recognised in equity;  

• Mandatorily measured at fair value through profit or loss: all cases not within the scope of SPPI; 

• Measured at fair value through profit or loss: other financial instruments not included in the business models described above. 
If these assets are acquired for the purpose of trading in the short term, they are classified as held for trading. 
  

In accordance with its documented strategy for risk management, the Group contracts derivative financial instruments to hedge 
certain risks pertaining to a specific part of the loan portfolio, without, however, resorting to hedge accounting as described in Note 
2.4. In these situations, the initial recognition of the loan is made measurement fair value through profit or loss. In this manner, 
measurement consistency is achieved between the loans and the derivatives for risk management purposes (accounting 
mismatch). 
 
Initial recognition and measurement and derecognition 
These financial assets are initially recognised at fair value plus transaction costs, except for financial assets at fair value through 
profit or loss, where transaction costs are directly recognised in the income statement. 
 
Financial assets are derecognised when (i) the Group's contractual rights to its cash flows have expired, (ii) the Group has 
transferred substantially all the risks and rewards associated with its holding, or (iii) retained part, but not substantially all the risks 
and rewards associated with their detention, control over the assets has been transferred. When a financial asset measured at fair 
value through OCI is derecognised, the accumulated gain or loss previously recognised in other comprehensive income is 
reclassified to profit or loss. In the specific case of equity instruments, the cumulative gain or loss previously recognised in other 
comprehensive income is not reclassified to profit or loss and is transferred between equity captions. 
 
Deposits and loans and advances to Banks and loans and advances to customers are recorded on the date the amount of the 
transaction is advanced to the counterparty. Acquisitions and disposals of securities are recognised on the trade date, that is, on 
the date on which the Group undertakes to acquire or dispose of the asset. 
 
Financial assets at amortised cost or accounted at fair value through other comprehensive income 
In accordance with IFRS 9 - Financial Instruments, for a financial asset to be classified and measured at amortised cost or at fair 
value through other comprehensive income, it is necessary that: 

(i) The contractual terms of the financial asset give rise to cash flows that are solely payments of principal and interest (SPPI 
- solely payments of principal and interest) on the principal amount outstanding. Principal, for the purposes of this test is 
defined as the fair value of the financial asset at initial recognition. The contractual terms that are SPPI are consistent with 
a basic lending arrangement. Contractual terms that introduce exposure to risks or volatility in the contractual cash flows 
that are unrelated to a basic lending arrangement, such as exposure to changes in stocks or commodity prices, do not 
give rise to contractual cash flows that are solely payments of principal and interest on the amount outstanding. In such 
cases, the financial asset is required to be measured at fair value through profit or loss;  

 
(ii) The financial asset is held within a business model with the objective to hold financial assets to maturity to collect 

contractual cash flows (financial assets at amortised cost) or to collect the contractual cash flows until maturity and selling 
the financial asset (financial assets at fair value through other comprehensive income). The assessment of the business 
models of the financial asset is fundamental for its classification. The Group determines the business models by financial 
asset groups according to how they are managed to achieve a particular business objective. The Group's business models 
determine whether cash flows will be generated by obtaining only contractual cash flows, from selling the financial assets 
or both. At initial recognition of a financial asset, the Group determines whether it is part of an existing business model or if 
it reflects a new business model. The Group reassesses its business models in each reporting period in order to determine 
whether there have been changes in business models since the last reporting period.  

 
The above requirements do not apply to lease receivables, which meet the criteria defined in IFRS 16 – Leases.  
 
Financial assets that are subsequently measured at amortised cost or at fair value through other comprehensive income are 
subject to impairment. 
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Financial assets at fair value through other comprehensive income are initially recorded at fair value and subsequently measured at 
fair value with changes in the fair value recognised in reserves (other comprehensive income) until derecognition, when cumulative 
potential gains and losses recognised in reserves are reclassified to the caption Gains and losses on financial assets and liabilities 
designated at fair value through profit or loss. In the specific case of equity instruments, the cumulative gains/ (losses) previously 
recognised in equity is not reclassified to profit or losses being reclassified between equity accounts. However, dividends received 
from these equity instruments are recognised in profit or loss.  
 
At initial recognition, financial assets at amortised cost are recorded at acquisition cost, and subsequently measured at amortised 
cost based on the effective interest rate. Interest, calculated at the effective interest rate, and dividends are recognised in profit or 
loss. 
 
Financial assets at fair value through profit or loss 
Financial assets measured at fair value through profit or loss present the following characteristics: 

• contractual cash flows are not SPPI (mandatorily measured at fair value through profit or loss); and/or 

• it is held within a business model which objective is neither to obtain only contractual cash flows or to obtain contractual cash 
flows and sale; or 

• it is designated at fair value through profit or loss as a result of applying the fair value option. 
 
These assets are measured at fair value and the respective revaluation gains or losses are recognised in the income statement. 
 
The fair value of listed financial assets is based on bid-prices, the bid price of the last transaction or on the bid known. In the 
absence of a price an active market, the Group estimates fair value using (i) valuation techniques, including the use of recent 
similar arm’s length transactions, discounted cash flow techniques and option pricing models customized to reflect the specif icities 
and circumstances of the instrument and (ii) valuation assumptions based on market information. 
 
For assets included in the level 3 of fair value hierarchy, whose quotation is provided by a third party using parameters that are not 
observable in the market, the Group carries out, when applicable, a detailed analysis of the historical and liquidity performance of 
these assets, which may imply an additional adjustment to its fair value. 
 
Reclassifications 
If the Group changes a business model, the financial assets included in that model are reclassified and the classification and 
measurement requirements for the new category are applied prospectively as from that date. 
 
Impairment 
The Group record impairment allowance for expected credit losses ("ECLs") for the following debt instruments: 

• Loans and advances to customers; 

• Financial and performance guarantees; 

• Import documentary credits; 

• Confirmed export documentary credits; 

• Undrawn loan commitments; 

• Money market exposures;  

• Securities portfolio. 
 
Debt instruments at amortised cost or at fair value through other comprehensive income are in the scope of the impairment 
calculation. 
 
Impairment losses identified are recognised in the income statement and are subsequently reversed through the income statement 
if, in a subsequent period, the amount of impairment losses decreases.  
 
The impairment calculation approach distinguishes between the 12 months’ expected credit losses - Stage 1 - and the lifetime 
expected credit losses. To determine expected lifetime losses, the approach considers the projection of contractual cash flows - 
Stage 2 - or the present value of the expected recoveries - Stage 3. Thus, the model of impairment calculation by Stage is 
summarized as follows:  

• expected credit loss resulting from a potential loss event occurring within the next 12 months after the calculation date (Stage 
1); or 

• expected credit loss, resulting from all potential loss events expected over the lifetime, applied to the projection of contractual 
cash flows (Stage 2); or 

• expected credit loss resulting from the difference between the amount outstanding and the present value of the cash flows 
estimated to be recovered from the exposure2 (Stage 3). 

 
Therefore, for the determination of impairment, the classification by Stage for all exposures according to their level of credit risk, as 
summarized in the figure below, is made beforehand: 
 

 
2 Parameters used to determine recoveries vary, mainly depending on the risk profile / nature of the exposure. 
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• Stage 3  
The process of assigning Stage to an exposure starts by checking if the Stage 3 criteria applies. If the exposure is classified 
as Default - according to the current internal definition3 - this exposure is classified as Stage 3. 
 
Thus, the classification of exposures in Stage 3 is based on the occurrence of a default event, with objective evidence of loss 
occurring at the time from which a significant change occurs in the creditor-debtor relationship, being the creditor exposed to a 
monetary loss. 
 
Considering the measure of specific triggers of Default or the Stage 3 determination indicators, the result will be the 
determination of Default and Stage 3 accordingly, taking as a starting point the default setting. 

 
Within the scope of the impairment calculation process and in the context of the IFRS 9 application, the exposures of 
customers and loans with impairment will be identified (in Credit Impaired Stage 3). These Stage 3 exposures are considered 
as Default. The impairment calculation and analysis process includes the evaluation of the following indicators of possible 
occurrences of unlikely-to-pay (UTP): 
 

a) A borrower's sources of recurring income are no longer available to meet the payment of installments; 
b) There are justified concerns about a borrower's future capability to generate stable and sufficient cash flows; 
c) The institution has executed collateral, including a guarantee; 
d) The debtor's level of indebtedness has increased significantly or there are reasons to believe that it will increase in 

the near future; 
e) Absence of an active market for the debtor's financial instruments; 
f) When there is a default of a company wholly owned by a single person and it was provided the institution with a 

personal guarantee for all the obligations of a company; 
g) Fraud; 
h) Postponement or extension of loans beyond the economic life span; 
i) Borrower's license is withdrawn. 
j) The debtor used the contractual possibility to unilaterally change the payment plan established. 

 
The Impairment calculation and analysis process also takes into account the customer's assessment and exposures at the 
level of the connected client group, when applicable, namely if some of the relevant exposures or players in that group are in 
a default situation. 

 
In turn, the Default setting for a given credit position is made automatically in cases where at least one of the specific triggers 
for the purpose is positive, encompassing the following situations, described in a non-exhaustive manner: 

 

• Existence of credit amounts in default with more than 90 calendar days above the materiality threshold; this threshold 
is checked daily and it consists of an absolute and a relative component; material non-compliance is considered to 
exist when it cumulatively exceeds the absolute and relative thresholds; the amounts of overdue credit and exposure 
considered are determined at the level of the credit position typology (i.e. at the level of the credit facility or at the level 
of the debtor); 

• Application of insolvency measures and / or other special protection measures; 

• Sale of loan portfolios with material economic losses; 

• Recognition of credit losses; 

• Application of restructuring measures due to the existence of indicators of financial difficulties. 
 

This definition of Default incorporates competing procedures (automatic and manual) for the assessment and determination of 
the objective improvement of the quality of a debtor. This assessment will be automatic, during any quarantine period, through 
the application of a criterion that automatically cancels and resets those probative periods (restart of quarantine). The 
quarantine is a period of time during which the default marking of the contract, client or debtor remains active, even when the 
situation that originated the marking is settled. Depending on the trigger and disregarding restarts, the minimum quarantine 
periods can range from 3 to 12 months. The deselection of the trigger to which the period applies can only be made after full 
and uninterrupted counting of the quarantine period. Although this automatic criterion guarantees an extensive evaluation of 
all exposures and debtors, the improvement in the quality of the debtor will be supplemented in all processes of deactivating 
manual triggers (when active) and in the process of assigning credit ratings (when applicable). 

 
3 The internal definition of Default is aligned with article 178 of CRD IV, providing criteria of material past due for more than 90 days and for unlikely 

to pay. 
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• Stage 2 
Exposures are classified as Stage 2 whenever there is a significant increase in credit risk, since initial recognition. If there is 
no objective evidence of loss associated with the exposure, criteria are analysed to determine whether exposure has 
significantly increased its credit risk. 
 
The significant increase in credit risk is assessed through qualitative and quantitative evidence. Once it is verified that - at 
least - one of these triggers is active, the exposure is classified in Stage 2. The table below describes the criteria and 
respective thresholds applicable: 
 

 
 

As explained in IFRS 9, the assessment of the significant increase in credit risk also involves comparing the current risk level 
of an exposure against the level of risk at origination. 
 
The Group assigns an internal credit risk grade to the exposure / borrower, depending on its quality and associated with the 
probability of default. In assessing whether the exposure credit risk has increased significantly since initial recognition, the 
Group compares, at the reporting date, the lifetime probability of default with the probability of default at origination of the 
exposure. Depending on whether the observed variation falls above a defined threshold - relative and / or absolute - the 
exposure is classified in Stage 2. 
 
In addition to this event, the Group considers other events, that if verified imply the classification in Stage 2 (e.g.: material 
default for more than 30 days, risk events in the financial system, internal credit risk grade above a certain threshold, among 
others). 
 

• Stage 1 
The classification of exposures in Stage 1 depends on: 

(i) absence of active events that qualify for Stage 3 and Stage 2, which were mentioned and described above; or 
(ii) the framing of these exposures under the low-credit risk exemption. These exposures, if not in Stage 3, are 

automatically classified in Stage 1. 
The outlined vision is based not only on the requirement in IFRS 9, but also on the approach defined for capital 
calculation, where for these exposures a 0% risk weight is considered. Thus, entities that are not classified as default 
and fully comply with the conditions mentioned above are classified as low credit risk, being assigned stage 1. Each 
month the list of entities in these conditions is reviewed, whose majority is composed of Portuguese public debt, 
public debt in the Euro zone, American public debt and / or equivalent. 

 
The Group assesses collective and individual impairment. In the collective assessment model, the impairment calculation is based 
on an initial classification of the credit risk level – Stage 1, 2 or 3; in the individual analysis the calculation is based on a going 
concern or gone concern approach.  
 
If for a particular loan there is no objective evidence of impairment in an individual level, the loan is grouped together with other 
loans that have similar credit risk characteristics (loan portfolio) and assessed collectively through the application of estimated risk 
factors for exposure segment - collective assessment of impairment. If an impairment loss is identified on an individual basis, the 
amount of the impairment loss determined prevails over the collective impairment. 
 
Individual assessment is carried out for the following exposures: 



 

 

      
  Notes to the Interim Condensed Consolidated Financial Statements of 1st half 2020 67  

• All borrowers classified as defaulted (stage 3), or classified in stage 2 and with no internal grade assigned, with exposure 
above Euro 1 million; 

• All borrowers classified in stage 2, with exposure above Euro 5 million;  

• All borrowers classified in stage 1 and with no internal grade assigned, with credit exposure above Euro 5 million;  

• All real estate entities and financial holdings with credit exposure above Euro 5 million; 

• All other low-risk borrowers (stage 1) with exposure above Euro 25 million; and 

• Additionally, the following borrowers are selected for individual analysis:  
- identified by the Committee based on other justified criteria (e.g.: sector of activity); 
- exposures that in the past were subject to an individual impairment recognition;  
- exposures that based on new events which may impact the impairment calculation, might be elected for analysis by one 
of the Impairment Committee members or by another body/committee.  
 

For purposes of the collective assessment of impairment, loans are grouped on the basis of similar credit risk characteristics, taking 
in consideration the Group’s credit risk management process. For each of these homogeneous risk groups, risk factors are 
estimated and then applied for impairment assessment purposes. 
 
For the purpose of determining collective impairment, operations are allocated to risk sub-segments in accordance with the 
following definitions in the table below: 
 

1st Segmentation 
Client Type 

Corporate Individuals 

2nd Segmentation 

Risk Segment Product type 

Large companies 
Real Estate 

Medium Companies 
Small Companies 

Start-Ups 
Financial Institutions  

Sovereign 

Mortgage 
Consumer loans 

Credit cards 
Other Individuals 

3rd Segmentation Rating notation Scoring notation 

4th Segmentation 

Collaterals – LTV 

Typically, Corporate segments consider the value of 
collateral for segmentation purposes 

The mortgage segment considers the value of the 
financed asset for the purposes of segmentation 

 
 
Scenarios 
As required by IFRS 9, the impairment assessment should reflect different expectations of macroeconomic developments, i.e., it 
should incorporate multiple scenarios. In order to incorporate the effects of future macroeconomic behaviour on loss estimates, 
forward looking macroeconomic estimates are included in some of the risk parameters used to calculate impairment. In fact, 
different possible scenarios giving rise to the same number of impairment results are considered. 
 
In this context, the process of defining macroeconomic scenarios must consider the following principles: 

• Representative scenarios that capture the existing non-linearities (e.g. a base scenario, an optimistic and a pessimistic 
scenario);  

• The base scenario should be consistent with the inputs used in other exercises in the Group (e.g., Planning). This is ensured 
since the option used for the purpose of calculating impairment was precisely the same methodology that the Group uses in 
internal and / or regulatory planning exercises; 

• Alternative scenarios to the base scenario should not originate extreme scenarios; 

• The correlation between the projected variables should be realistic with the economic reality (e.g. if GDP is increasing it is 
expected that unemployment is decreasing). 

 
The macroeconomic scenarios and projections available also have a probability of occurrence. In the case of the base scenario, 
since it is the most representative, it has a 60% probability of occurrence. The other two alternative scenarios, considered to be 
variations of the central scenario, have probabilities of occurrence of 25% for the less favorable alternative scenario compared to 
the base scenario and 15% for the more favorable alternative scenario compared to the base scenario. 
 
The exercise of build the base and alternative macroeconomic scenarios for the Portuguese economy is based on a combination of 
econometric forecasts, information on forecasts from other external institutions and application of subjective expert judgment. 
 
In the first component, GDP growth is estimated through estimates for the growth of expenditure components, obtaining GDP 
through the formula GDP = Consumption + Investment + Exports - Imports. The econometric specifications chosen are those that, 
after testing different alternatives, generate the best result. 
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The econometric estimates thus obtained are then weighted with forecasts from external institutions, according to the principle that 
the combination of different projections tends to be more accurate than just a forecast (the risk of errors and bias associated with 
specific methods and variables is minimized). 
 
The forecasts for prices (consume and real estate) and unemployment follow a similar methodology: own forecasts based on an 
estimated model, weighted with forecasts from external institutions, if available. In a base scenario, the projections for interest rates 
start from market expectations (provided by Bloomberg), with possible adjustments in accordance with the principles defined 
above, if considered appropriate (weighting by expert judgment and forecasts from external institutions). The alternative scenarios 
are based on the historical observation of deviations from the trend in GDP behavior (cost and contraction cycles), the reference of 
EBA recommendations for extreme adverse scenarios, the stylized facts of economic cycles, with respect to the components of 
expenditure, prices, unemployment, etc. and estimates. 
 
Thus, when revising / updating the scenarios, the respective probabilities of execution are also reviewed. Once the scenarios are 
updated, the values of the risk parameters are updated for later consideration in the scope of the Impairment calculation. The final 
impairment calculated will thus result from the sum of the impairment value of each scenario, weighted by the respective probability 
of execution. 

 
It is also relevant to mention that there is a specific universe of portfolios where the internal credit risk notes incorporate, through 
their attribution process, forward looking information. We refer to portfolios usually called Low Default Portfolios for which the 
internal credit risk rating is assigned in a medium and long term perspective and incorporating all available forward looking 
information.  
 
Therefore, for this universe of portfolios the incorporation of the forward-looking information is guaranteed. 
 
Covid-19 pandemic 
 
The Covid-19 pandemic was an event that significantly impacted the normal development of economic activity, both due to 
limitations in the exercise and consumption and investment patterns, as well as significant restrictions in the way of operating in 
almost all sectors. of the economy. This exceptional context justified the implementation of different protection measures for 
families and companies.  In the face of these material and formal changes, NOVO BANCO ensured an immediate adherence to the 
moratorium regimes and promoted a timely review of its credit risk appetite rules. 
 
Within the framework of statutory moratorium and private initiative schemes, NOVO BANCO granted access to these suspension 
measures in the reimbursement of capital / interest to all eligible proposing customers, covering more than 38 thousand customers 
and total liabilities of Euro 6.8 billion on 30 June 2020, which represent about 30% of total loans to companies, 20% of mortgage 
loans and 15% of consumer loans. 
 
The absence of repayment of capital in this component of the loan portfolios that will have a minimum duration until the end of 
September 2020 (which may automatically extend until 31 March 2021), or until June 2021 in the case of private initiative 
moratoria, it will induce a smaller future reduction in the bank's overall credit volume by modifying the originally scheduled 
amortizations. 
 
During the next months NOVO BANCO will monitor the profile of customers who adhered to these moratorium regimes and their 
standard of compliance and solvency, in order to identify in advance those who are unable to meet future debt service after the end 
of the moratorium period and may need other forms of support or restructuring, preventing entry into default. 
 
In the review of credit risk appetite, given the distinct impact that the Covid-19 pandemic had on the sectors of economic activity, 
NOVO BANCO segregated them into two groups: a group of sectors directly most impacted by this event and for which it was 
defined more conservative credit policy rules, and another group composed of all other activities. These risk appetite rules continue 
to be monitored on a permanent basis, in order to ensure that at all times the bank maintains updated policies that are appropriate 
to the risk profile of each client. 
 
NOVO BANCO's exposure to these most affected sectors of activity (tourism, events, leisure, sports, transport, restaurants, 
shopping in shopping centers) represents about 7% of the total loan portfolio. 
 
As a result of its adherence to the protocol of credit lines guaranteed by the State and in addition to the remaining credit to the 
economy whose concession was maintained by NOVO BANCO within the current risk appetite rules, a global volume of lines was 
reached at the end of June approximately Euro 1 billion, with an average use of 70% of the committed capital. These lines 
represent about 6% of the total loan portfolio and have a dispersion by sector of economic activity similar to the share that NOVO 
BANCO has in these sectors. 
 
Given the risks arising from the Covid-19 pandemic, 3 scenarios were considered: central, adverse and favorable. 
 

• The central scenario envisages a swoosh recovery. It implies that there are effective mitigation measures associated with 
the Covid-19 pandemic for 3 to 6 months, followed by a recovery beginning in the second half of 2020 (with a return to the 
growth trend seen in the years 2017 to 2019). GDP in 2021 remains below the level of 2019, reflecting a moderate loss of 
productive capacity. For the construction of the scenario, the information available on the initial economic impacts by 
sector of activity was used, including signs of stabilization and a gradual recovery of the economy from April 2020; 
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• The adverse scenario predicts a “W” shaped recovery. It includes a second outbreak of the Covid-19 pandemic in the 
second half of 2020, which forces a second wave of containment measures between the third and the last quarter of 2020. 
The recovery begins in the first half of 2021. However, GDP remains well below the level of 2019 in either 2020 or 2021, 
reflecting a severe loss of potential productive capacity; 

 

• The favorable scenario calls for a “V” shaped recovery. It implies that there are effective mitigation measures associated 
with the Covid-19 pandemic for 3 to 6 months, followed by a rapid recovery and a rapid return to the level of GDP 
recorded before the pandemic. 

 
Four macroeconomic models were used for the Companies (excluding Real Estate), Real Estate firms, Mortgage Loans and Other 
Loans to Individuals: 
 

• The Companies segment (excluding Real Estate) is particularly sensitive to the GDP growth rate and the unemployment 
rate. In all scenarios, there is a drop in GDP, followed by a recovery in the following years, reaching in 2021 the levels 
recorded before the Covid-19 pandemic, with the exception of the adverse scenario, in which the pre-pandemic levels are 
not reached in the horizon of 3 years. Unemployment shows a significant increase in the year 2020, followed by a 
recovery that is not sufficient to reach the levels of unemployment before the pandemic, with the exception of the favorable 
scenario which in the year 2022 is slightly lower than that registered before the Covid-19 pandemic; 
 

• The Real Estate firms segment is particularly sensitive to changes in property prices and to the GDP growth rate. It is the 
segment most affected in the time horizon concerned. The price of real estate registered a significant fall in the year 2020 
in all scenarios, followed by a faster or slower recovery, depending on the scenario in question; 

 

• The Mortgage Loans segment is mainly affected by the reduction in GDP and the fall in real estate prices, across all 
scenarios in the year 2020; 

 

• The Other Loans to Individuals segment is substantially affected by the increase in Unemployment and the reduction in 
GDP, verified in 2020 in any of the scenarios. 

 
 
Internal rating models for the portfolios of companies, institutions and stocks 
Regarding the rating models for company portfolios, different approaches are adopted depending on the size and sector of activity 
of the clients. Specific models are also used, adapted to loan operations of project finance, acquisition finance, object finance, 
commodity finance and finance to construction. 
 
Below is a summary table on the types of risk models adopted in the internal assignment of credit ratings: 
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The Bank's Rating Department has a Rating Model for the following segments: Start-ups; Individual Entrepreneurs (ENIs); Small 
business; Medium-sized companies; Big companies; Real Estate and Real Estate Income; Holding Large Company; Financial 
Institution; Municipalities and Institutions; Countries; Project Finance; Object, Commodity and Acquisition Finance; Financial 
Holding. 
 
The segments for which rating models are not available are: 
- Insurance and Pension Funds; 
- Churches, political parties and non-profit associations with a turnover of less than 500 thousand euros. 
 
Regarding the credit portfolios of large companies, Financial Institutions, Institutions, Local and Regional Administrations and 
Specialized Loans - namely Project Finance, Object Finance, Commodity Finance and Acquisition Finance - the credit ratings are 
assigned by the Bank's Rating representation. This structure is made up of 7 multisectoral teams that comprise a team leader and 
several specialized technical analysts. The attribution of internal risk ratings by this team to these risk segments, classified as low 
default portfolios, is based on the use of “expert-based” rating models (templates) that are based on qualitative and quantitative 
variables, strongly correlated with the sector or sectors of activity in which the clients under analysis operate. With the exception of 
assigning a rating to specialized loans, the methodology used by the Rating representation is also governed by a risk analysis at 
the level of the maximum consolidation perimeter and by the identification of the status of each company in the respective 
economic group. The internal credit ratings are validated daily in a Rating Committee composed of members of the Rating 
Department's Management and the various specialized teams. 
 
For the medium-sized business segment, statistical rating models are used, which combine financial data with qualitative and 
behavioral information. However, the publication of credit ratings requires the execution of a previous validation process that is 
carried out by a technical team of risk analysts, who also take into account behavioral variables. In addition to rating, these teams 
also monitor the customers’ loan portfolio of the Bank through the preparation of risk analysis reports, as provided for in internal 
regulations, in accordance with the current responsibilities / customer rating binomial, which may include specific recommendations 
on the credit relationship with a given customer, as well as technical advice on investment support operations, restructuring, or 
other operations subject to credit risk. 
 
For the business segment, statistical scoring models are also used which have, in addition to financial and qualitative information, 
the behavioral variables of the companies and the partner(s) in the calculation of credit ratings. 
 
There are also implemented scoring models specifically aimed at quantifying the risk of start-ups (companies established less than 
2 years ago) and individual entrepreneurs (ENI). These customers together with the small companies, depending on the exposure 
value, are included in the regulatory retail portfolios. 
 
Finally, for companies in the real estate sector (companies dedicated to the activity of real estate promotion and investment, 
especially small and medium-sized companies), taking into account their specificities, the respective ratings are assigned by a 
specialized central team, based on use of specific models that combine the use of quantitative and technical variables (real estate 
appraisals carried out by specialized offices), as well as qualitative and behavioral variables. 
 
With regard to exposures equated to shares held by the Bank, directly or indirectly through the holding of investment funds, as well 
as shareholders loans and supplementary capital contributions, all included in the risk class of shares for the purposes of 
calculating credit risk weighted assets, they are classified in the various risk segments according to the characteristics of their 
issuers or borrowers, following the segmentation criteria presented above. These segmentation criteria determine the type of rating 
model to be applied to the issuers of the shares (or borrowers of the shareholders loans / supplementary capital contributions) and, 
therefore, to them. 
 
Relationships between internal and external ratings 
The assignment of an internal rating to entities with an external rating is made through the Markets Template available in the Rating 
Calculation application. The Markets Template gathers the external ratings that were assigned to a specific entity by the rating 
agencies Standard & Poor’s (S&P), Moody’s and Fitch. 
 
Specifically, the functionality of providing external ratings from S&P - XpressFeed feeds the application of External Ratings on a 
daily basis, which allows the external ratings published by these agencies for a given entity to be filled in the Markets Template. 
The external ratings assigned by Moody’s and Fitch are not obtained automatically, having to be entered manually in the Markets 
Template, after consulting the websites www.moodys.com and www.fitchratings.com. 
 
The internal rating results, in the majority of situations, from the S&P equivalent external rating and, in exceptional situations, from 
the S&P equivalent external rating plus an internal adjustment, which must always be accompanied by justifying comments 
prepared by the analyst. 
 
It should be noted that the S&P equivalent external rating is obtained by making a correspondence between the available external 
ratings and the rating scale of the referred financial rating agencies. The internal ratings produced by the Markets Template and 
which have had adjustments must be mandatorily approved and validated by the Rating Committee. 
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The table below shows the correspondence between the external ratings S&P, Moody's and Fitch and the equivalent external rating 
S&P: 
 

 
 
Internal scoring models for private portfolios 
With regard to scoring models for private portfolios, NB has origination / concession and behavioral scoring models (applied to 
operations older than 6 months). 
 
These models are automatic, based on statistical models developed with internal information, considering socio-demographic 
information, loan characteristics, behavioral information and automatic penalties (if there are warning signs). In the case of 
behavioral models, information on the remaining loans of the contract holders is also considered. 
 
NB is authorized by Bank of Portugal to use internal models in the calculation of regulatory capital requirements for the main 
portfolios of individuals: Mortgage Loans and Individual Loans. In addition, it has origination and behavioral scorings for the Credit 
Card, Overdraft and Loan Accounts products, which it uses for the purposes of designing and monitoring credit quality, however, 
not being IRB portfolios. 
 
Individual Impairment Analysis 
The Individual Impairment Analysis aims to determine the most appropriate impairment rate for each credit customer, being an 
independent process of the Collective Impairment Model. 
 
The Individual Analysis of the selected clients is carried out based on information collected regarding the client / Group's context, 
historical and forecast cash flows and existing collateral. 
 
Based on the information collected, the best recovery scenario is established, aligning the commercial strategies defined for the 
client with the different recovery possibilities, namely whether the scenario that is expected for credit recovery is through the 
continuity of the client's business (going concern) or through the foreclosure of collateral (gone concern). 
 
In a going concern scenario, impairment is determined by the difference between the credit value and the current value of 
estimated cash flows. If this analysis results in no impairment, the impairment will be determined by collective analysis, that is, by 
the collective impairment model (except for cases with objective evidence of loss/Default, in which the final rate is defined). 
 
In a gone concern scenario, impairment is determined by the difference between the credit value and the current value of cash 
flows that may result from the foreclosure of collateral. The value of collaterals is determined according to the rules described in the 
point 1.1.2 of the Annex I of Circular Letter No. CC/2018/0000006 of January 24. The management of the Individual Analysis 
process is the responsibility of the Rating Department. 
 
Customers who are considered materially relevant for Individual Impairment Analysis, due to signs of impairment and/or due to its 
exposure, are selected for analysis. 
 
The identification of customers for Individual Analysis is updated monthly, in order to contemplate any changes that may occur 
throughout the year. 
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The Individual Impairment Analysis can be carried out for individual customers, but as a rule it considers the Economic Group view 
of the selected customers. 
 
Individual analyzes carried out are valid for 6 months and a shorter period may be established whenever justified. 
 
The analysis of the Economic Groups of the identified clients is, as a rule, carried out in the month in which: the client is classified 
materially relevant to the Individual Impairment Analysis for the first time; in the month in which the analysis expires; or when there 
is a new and relevant data/event for determining the client's impairment. 
 
The Individual Analysis process is supported by an Individual Impairment Analysis Form, which reflects the scenarios considered in 
the impairment determination. The monthly reference information which supports the Individual Analysis (namely the customer's 
exposure values) is the last available. 
 
The Executive Board of Directors is the highest body for determining the amount of impairment to be attributed to each client. Due 
to its determination, the execution of this function is delegated to the Rating Department and the Impairment Committee. 
 
The decision process in the Individual Impairment Analysis begins with a proposal from the Commercial Structures and it is decided 
on one of three progressive levels of competence, defined according to the exposure of the Economic Group of the client under 
analysis: Rating Department, Impairment Committee and Extended Impairment Committee. 
 
The Impairment Committee has permanent members: Rating Department (DRT), Global Risk Department (DRG), Credit 
Department (DC), Accounting, Consolidation and Tax Department (DCCF), Corporate Credit Recovery Department (DRCE), Retail 
Credit Recovery Department (DRCR) and Internal Audit Department (DAI), the latter always as an advisor, in accordance with the 
rules of independence, objectivity and conflict of interest defined in the Internal Audit Regulation, approved by the Executive Board 
of Directors of NOVO BANCO, and its representatives are not bound by any decision taken, even though their opinion has been 
requested. 
 
The Commercial Structures with customers management also participate and be assessed in the Committee meetings, as well as 
other specialized Entities or Departments whose presence is necessary for a better assessment of the impairment to be 
constituted. The Commercial Structures vote exclusively in cases related to the customers they monitor. The invited Entities or 
Departments do not have the right to vote. 
 
Decisions resulting from the intervention of the Impairment Committee are taken by majority, with the DRT having the veto power. 
They are considered binding, unless otherwise determined by the Executive Board of Directors. The Extended Imparity Committee 
meets with the presence of the Administrators of the areas involved. Proposals are deemed to have been approved with the 
agreement of all Directors present. 
 
The process is concluded with the transposition of the impairment decisions by individual analysis, in the collective impairment 
processing of that month, applying the scenarios approved in the subsequent monthly processing. 
 
 
Write-offs 
Write-off is defined as the derecognition of a financial asset from the Group’s balance sheet, which should only occur when 
cumulatively: 
 
(i) the total amount of the credit has been demanded, that is, the credit must be fully recognized as overdue credit. Exemptions 

from this requirement are extra-judicial agreements, PER and Insolvency, where part of the credit may remain due and the 
remaining debt is written off by judicial/ extra-judicial decision; 

(ii) All the recovery efforts, considered appropriate, have been developed (and the relevant evidence gathered) and additional 
efforts to recover the asset will not be considered economically viable.  

(iii) The credit recovery expectations are very low, leading to an extreme scenario of total impairment– 100% impairment. This rule 
is only applicable for contracts without real estate collateral and if the whole contract is classified as overdue. In all other 
cases, it is necessary to ensure that the amount to be written off is fully impaired (at least in the month prior to the month of 
the write-off); and 

(iv) A final agreement has been obtained as part of a restructuring process and the remaining debt can no longer be recovered. 
 

Or additionally, if it is considered more beneficial to sell the credit to a third party. At the time of sale, the difference between the 
sale amount and the balance sheet amount must be fully impaired, and at the time of sale the credit will be derecognized in 
exchange of the funds/assets received. 

 
Subsequent payments received after the write-off must be recognized as subsequent write-off recoveries.  
 
 
2.6. Assets sold with repurchase agreements, securities loaned and short sales 
 
Securities sold subject to repurchase agreements (repos) at a fixed price or at a price that corresponds to the sales price plus a 
lender’s return are not derecognised from the balance sheet. The corresponding liability is included under amounts due to banks or 
to customers, as appropriate. The difference between the sale and repurchase price is treated as interest and deferred over the life 
of the agreement, using the effective interest rate method. 
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Securities purchased under agreements to resell (reverse repos) at a fixed price or at a price that corresponds to the purchase 
price plus a lender’s return are not recognised in the balance sheet, the purchase price paid being recorded as loans and advances 
to banks or customers, as appropriate. The difference between the purchase and resale price is treated as interest and deferred 
over the life of the agreement, using the effective interest rate method. 
 
Securities ceded under loan agreements are not derecognised in the balance sheet, being classified and measured in accordance 
with the accounting policy described in Note 2.5. Securities received under borrowing agreements are not recognised in the 
balance sheet.  

 
Short sales correspond to securities sold that are not included in the Group’s assets. They are recorded as financial liabilities held 
for trade, at the fair value of the assets to be returned in the scope of the repurchase agreement. Gains and losses resulting from 
the change in their respective fair value are recognised directly in the income statement.  
 
 
2.7. Financial liabilities 
 
An instrument is classified as a financial liability when it contains a contractual obligation to transfer cash or another financial asset, 
regardless of its legal form. Financial liabilities are derecognised when the underlying obligation is liquidated, expires or is 
cancelled. 
 
Non-derivatives financial liabilities include deposits from banks and customers, loans, debt securities, subordinated debt and short 
sales. Preference shares issued are considered to be financial liabilities when the Group assumes the obligation of reimbursement 
and/or the payment of dividends. 
 
These financial liabilities are recognised (i) initially, at fair value less transaction costs and (ii) subsequently, at amortised cost, 
using the effective interest rate method, except for short sales and financial liabilities designated at fair value through profit or loss, 
which are measured at fair value.  
 
The Group designates, at inception, certain financial liabilities at fair value through profit or loss when: 

• It eliminates or significantly reduces, a measurement or recognition inconsistency (accounting mismatch) that would 
otherwise occur; 

• The financial liability it’s part of a portfolio of financial assets or financial liabilities or both, managed and evaluated on a 
fair value basis, according with the Group’s risk management or investment strategy; or 

• These financial liabilities contain embedded derivatives and IFRS 9 allows designate the entire hybrid contract at fair value 
through profit and loss. 

 
Reclassifications between categories of liabilities are not allowed.  
 
The structured products issued by the Group – except for the structured products for which the embedded derivatives were 
separated, recorded separately and revalued at fair value - are classified under the fair value through profit or loss category 
because they always meet one of the abovementioned conditions.  
 
The fair value of listed financial liabilities is their current market bid prices. In the absence of a quoted price, the Group establishes 
the fair value by using valuation techniques based on market information, including the Group issuer’s own credit risk.  
 
Profits or losses arising from the revaluation of liabilities at fair value are recorded in the income statement. However, the change in 
fair value attributable to changes in credit risk is recognised in other comprehensive income. At the time of derecognition of the 
liability, the amount recorded in other comprehensive income attributable to changes in credit risk is not transferred to the income 
statement. 
 
The Group accounts material changes in the terms of an existing liability or part of it as an extinction of the original financial liability 
and recognises of a new liability. The terms are assumed to be substantially different if the present value of the cash flows under 
the new terms, including any fees paid net of commissions received, and discounted using the original effective interest rate is at 
least 10% different from the discounted present value of the remaining cash flows from the original financial liability. The difference 
between the carrying amount of the original liability and the value of the new liability is recognised in the income statement.  
 
If the Group repurchases debt securities issued, these are derecognised from the balance sheet and the difference between the 
carrying book value of the liability and its acquisition cost is recognised in the income statement.  
 
 
2.8. Financial and performance guarantees 
 
Financial guarantees  
Financial guarantee contracts are contracts that require the issuer to make specified payments to reimburse the holder for a loss 
due to non-compliance with the contractual terms of a debt instrument, namely the payment of principal and/or interest. 
 
Financial guarantees are initially recognised in the financial statements at fair value. Financial guarantees are subsequently 
measured at the higher of (i) the fair value recognised on initial recognition and (ii) the amount of any financial obligation arising as 
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a result of guarantee contracts, measured at the balance sheet date. Any change in the amount of the liability relating to 
guarantees is taken to the income statement.  
 
Financial guarantee contracts issued by the Group normally have a stated maturity date and a periodic fee, usually paid in 
advance, which varies in function of the counterpart risk, the amount and the time period of the contract. Consequently, the fair 
value of the financial guarantee contracts issued by the Group, at the inception date, is approximately equal to the initial fee 
received, considering that the conditions agreed to are market conditions. Hence, the amount recognised at the contract date is 
equal to the amount of the commission initially received, which is recognised in the income statement over the period to which it 
relates. Subsequent periodic fees are recognised in the income statement in the period to which they relate. 
 
Performance guarantees 
Performance guarantees are contracts that result in the compensation of a party if the other does not comply with its contractual 
obligation. Performance guarantees are initially recognised at their fair value, which is normally evidenced by the amount of the 
commissions received during the contract period. When there is a breach of contract, the Group has the right to reverse the 
guarantee, recognizing the amounts in Loans and advances to customers after transferring the compensation for the losses to the 

collateral taker.  
 
 
2.9. Equity instruments 
 
An instrument is classified as an equity instrument when it does not contain a contractual obligation to deliver cash or another 
financial asset, regardless of its legal form, but evidences a residual interest in the assets of an entity after deducting all of its 
liabilities.  
 
Transaction costs directly attributable to the issuance of equity instruments are recorded against equity as a deduction from the 
amount issued. Amounts paid or received relating to acquisitions or sales of equity instruments are recognised in equity, net of 
transaction costs. 
 
Distributions to holders of an equity instrument are deducted directly from equity as dividends, when declared.  
 
Preference shares issued are considered equity instruments if the Group has no contractual obligation to redeem these and if 
dividends, non-cumulative, are paid only if, and when, declared by the Group.  
 
 
2.10. Offsetting financial instruments 
 
Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is a legally enforceable right 
to offset the recognised amounts and there is an intention to settle on a net basis, or to realize the asset and settle the liability 
simultaneously. The legally enforceable right may not be contingent on future events, and must be enforceable in the course of the 
normal activity of the NOVO BANCO Group, as well as in the event of default, bankruptcy or insolvency of the Group or the 
counterpart. 
 
 
2.11. Foreclosed properties and non-current assets held for sale 
Non-current assets or disposal groups (groups of assets to be disposed of together and the related liabilities that include at least 
one non-current asset) are classified as held for sale when their carrying values will be recovered mainly through a sale transaction 
(including those acquired exclusively with a view to their subsequent disposal), the assets or disposal groups are available for 
immediate sale and the sale is highly probable (within the period of one year). 
 
Immediately before the initial classification as held for sale, the measurement of the non-current assets (or of all the assets and 
liabilities in a disposal group) is brought up to date in accordance with the applicable IFRS. Subsequently, these assets or disposal 
groups are remeasured at the lower of their carrying value and fair value less costs to sell. When the carrying book value of non-
current assets corresponds to fair value less costs to sell, the fair value level of the IFRS 13 hierarchy corresponds mostly to level 
3. 
 
In the scope of its loan granting activity, the Group incurs in the risk of the borrower failing to repay all the amounts due. In case of 
loans and advances with mortgage collateral, the Group executes these and receives real estate properties resulting from 
foreclosure. Due to the provisions of the General Law on Credit Institutions and Financial Companies (“Regime Geral das 
Instituições de Crédito e Sociedades Financeiras” (RGICSF)), banks are prevented, unless authorised by Bank of Portugal, from 
acquiring real estate property that is not essential to their installation and daily operations and the pursuit of their object (No. 1 of 
article 112 of RGICSF), being able to acquire, however, real estate property in exchange for loans granted by same. This real 
estate property must be sold within 2 years, period which may, based on reasonable grounds, be extended by Bank of Portugal, on 
the conditions to be determined by this Authority (article 114 of RGICSF). 
 
Although the Group’s objective is to immediately dispose of all real estate property acquired as payment in kind for loans, during 
financial year 2016 the Group changed the classification of this real estate properties from Non-current assets held for sale to Other 
assets (and to Investment properties, in the case of assets owned by investment funds or real estate properties leased out), due to 
the permanence of same in the portfolio exceeding 12 months. However, the accounting method has not changed, these being 
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initially recognised at the lower of their fair value less costs to sell and the carrying amount of the subjacent loans. Subsequently, 
these real estate properties are measured at the lower of its initial carrying amount and the corresponding fair value less costs to 
sell and it is not depreciated. For real estate properties recorded in the balance sheet of NOVO BANCO and of the remaining credit 
institutions integrating the consolidation perimeter of the Group, the amount recoverable from their immediate sale is considered to 
be their respective fair value. For real estate properties held by investment funds, and in accordance with Law No. 16/2015, of 
February 24, fair value is determined as the average between two valuations, obtained from independent entities, determined at the 
best price that could be obtained if it were put up for sale under normal market conditions at the time of valuation, which is reviewed 
at least annually or, in the case of open investment funds, with the frequency of redemption, and whenever acquisitions or 
disposals occur or when significant changes in the value of the real estate property occur. The market value of properties for which 
a promissory purchase and sale agreement was entered into corresponds to the value of that agreement. 
 
The valuation of these real estate properties is performed in accordance with one of the following methodologies, applied in 
accordance with the specific situation of the asset:  
  

(i) Market Method 
The Market Comparison Criteria takes as a reference transaction values of similar and comparable real estate properties 
to the real estate property under valuation, obtained through market prospection carried out in the zone. 
 

(ii) Income Method  
Under this method, the real estate property is valued based on the capitalization of its net income, discounted to the 
present using the discounted cash-flow method.  
 

(iii) Cost Method  
This method aims to reflect the current amount that would be required to substitute the asset in its present condition, 
separating the value of the real estate property into its fundamental components: Urban Ground Value and Urbanity Value; 
Construction Value; and Indirect Costs Value. 

 
Valuations carried out are performed by independent entities specialized in these services. The valuation reports are analysed 
internally, namely comparing the sales values with the revalued amounts of the assets so as to assess the parameters and process 
adequacy with the market evolution.  
 
Additionally, since these are assets whose level in fair value hierarchy of IFRS 13 mostly corresponds to level 3, given the 
subjectivity of some assumptions used in the valuations and the fact that there are external indications with alternative values, the 
Group proceeds to analyses on the assumptions used, which may imply additional adjustments to their fair value. 
 
Assets / liabilities of subsidiaries acquired for resale purposes reflect, essentially, assets and liabilities of subsidiaries acquired by 
the Group in the scope of loan restructuring operations, for which the Group’s objective is their subsequent disposal within one 
year. Since these acquisitions arise from loan restructuring operations, they are recognised at their fair value, and any differences 
between their fair values and those of the extinguished loans following the acquisitions, are recognised as impairment losses on 
loans and advances. On the acquisition of an entity meeting the subsidiary criteria and for which the Group’s objective is its resale, 
it is consolidated in accordance with the applicable procedures adopted by the Group and its assets and liabilities are measured at 
fair value at the acquisition date. However, in these specific cases, the assets are classified as non-current assets held for sale and 
the liabilities are classified as non-current liabilities held for sale. Consequently, and at the first consolidation date, the net value of 
the assets and liabilities of the subsidiary reflects their fair value determined at the acquisition date (which results from the loan 
restructuring operation).  
 
These subsidiaries are consolidated until their effective sale. At each balance sheet date, the net carrying book value of their 
assets and liabilities is compared with their fair value, less costs to sell, and impairment losses are recognised when necessary. 
Assets and liabilities relating to discontinued operations are recorded in accordance with the valuation policies applicable to each 
category of assets and liabilities, as set down in IFRS 5, according to the IAS/IFRS applicable to the respective assets and 
liabilities. 
 
 
For purposes of determining the fair value of subsidiaries held for resale, the Group adopts the following methodologies: 

• for subsidiaries which assets comprise fundamentally real estate, their fair value is determined with reference to the value of 
those assets, which is based on valuations performed by independent specialised entities; 

• for the remaining entities, their fair value is determined based on the discounted cash flow methodology, using assumptions 
consistent with the business risks of each of the subsidiaries under valuation. If these subsidiaries cease to comply with the 
conditions necessary to be recorded as non-current assets held for sale in accordance with IFRS 5, their assets and liabilities 
are fully consolidated in the respective asset and liability captions, in accordance with that provided for in Note 29. 

 
 
2.12. Tangible fixed assets 
 
The Group’s tangible fixed assets are measured at cost less accumulated depreciation and impairment losses. The cost includes 
expenditure that is directly attributable to the acquisition of the assets.  
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Subsequent costs with tangible fixed assets are only recognised when it is probable that future economic benefits associated with 
them will flow to the Group. All repair and maintenance costs are charged to the income statement during the period in which they 
are incurred, on the accrual basis.  
 
Land is not depreciated. The depreciation of tangible fixed assets is calculated using the straight-line method, at the following 
depreciation rates that reflect their estimated useful lives: 
 

 
 

The useful lives and residual values of the tangible fixed assets are reviewed at each reporting date.  
 
When there is an indication that an asset may be impaired, IAS 36 requires its recoverable amount to be estimated and an 
impairment loss recognised when the book value of the asset exceeds its recoverable amount. Impairment losses are recognised in 
the income statement, being reversed in subsequent periods, when the reasons that led to their initial recognition cease to exist. 
For this purpose, the new depreciated amount shall not exceed that which would be recorded had the impairment losses not been 
imputed to the asset, but considering the normal depreciation the asset would have been subject to. 
 
The recoverable amount is determined as the lower of its net selling price and its value in use, which is based on the net present 
value of the estimated future cash flows arising from the continued use and ultimate disposal of the asset at the end of its useful 
life.  
 
On the date of the derecognition of a tangible fixed asset, the gain or loss determined as the difference between the net selling 
price and the net carrying book value is recognised under the caption Other operating income or Other operating expenses. 
 
 
2.13. Intangible assets 
 
The costs incurred with the acquisition, production and development of software are capitalised, as are additional costs incurred by 
the Group to implement said software. These costs are amortised on a straight-line basis over their expected useful lives, which 
usually range between 3 and 6 years. 
 
Costs that are directly associated with the development of specific software applications, that will probably generate economic 
benefits beyond one financial year, are recognised and recorded as intangible assets. 
 
All remaining costs associated with information technology services are recognised as an expense as incurred. 
 
2.14. Leases 
 
IFRS 16 – Leases 
According to IFRS 16: 
- as a lessee, the standard introduces a single accounting model with the recognition of rights-of-use assets representative of their 
rights of use of the underlying assets and lease liabilities representative of their obligations to make lease payments; 
- as a lessor, accounting remains the same as existing accounting policies and leases may be classified as financial or operating. 
 
The Group adopted IFRS 16 using the Modified Retrospective approach, so there was no impact on its net worth as there are no 
differences between the right to use the asset and the lease liability at the time of initial recognition on 1 January 2019. 
 
A. Lease Definition 
- Determining whether an Agreement Contains a Lease. The Group assesses whether a contract is or contains a lease based on 
the lease definition. In accordance with IFRS 16, a contract is or contains a lease if it has the right to control the use of an identified 
asset for a certain period of time, in exchange for retribution. 
 
For leases in which the Bank is a lessee, it was decided not to separate the non-lease components and to account the lease and 
non-lease components as a single lease component. 
 
B. As lessee  
Finance lease contracts are recorded at the inception date, both under assets and liabilities, at the cost of the asset leased, which 
is equal to the present value of the outstanding lease instalments. Instalments comprise (i) an interest charge, which is recognized 
in the income statement and (ii) the repayment of principal, which is deducted from liabilities. Financial charges are recognized as 
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costs over the lease period, in order to produce a constant periodic rate of interest on the remaining balance of the liability for each 
period. 
 
The Group leases various assets, including real estate, vehicles and IT equipment. 
 
As lessee, the Group initially classified leases as operating leases or finance leases based on the overall assessment of whether 
the lease substantially transfers all risks and rewards associated with ownership of the underlying assets. In accordance with IFRS 
16, the Group recognizes leased assets and lease liabilities for some asset classes, i.e., these leases are on the entity's balance 
sheet. 
 
However, the Group has opted not to recognize assets under right of use and liabilities for short-term leases, with a lease term of 
12 months or less, and low value asset leases (e.g. IT equipment). The Group recognizes the lease payments associated with 
these leases as expenses on a straight-line basis over the lease term. 
 
The Group presents assets under right of use that do not fit the definition of investment property as "tangible fixed assets", in the 
same line as the underlying assets of the same nature that they own. Right-of-use assets that fall under the definition of investment 
property are presented as investment property. 
 
The Group presents the lease liabilities under "Other liabilities" in the statement of financial position. 
 
Significant judgment in determining contract lease term 
 
The Group has applied judgment to determine the lease term of certain agreements, in which it acts as lessee, and which include 
renewal and termination options. The Group determines the lease term as the non-cancellable lease term, together with any 
periods covered by an option to extend the lease if it is reasonably certain to be exercised, or any periods covered by an option to 
terminate the lease, if reasonably certain not to be exercised. This assessment will have an impact on the lease term, which will 
significantly affect the amount of the lease liabilities and recognized right-of-use assets. 
 
The Group has the option, namely in real estate lease agreements, to lease assets for additional periods from 1 month to 20 years. 
The Group applies judgment in assessing whether it is reasonably right to exercise the renewal option. That is, it considers all the 
relevant factors that create an economic incentive for renewal. 
 
For leases classified as operating leases in accordance with IAS 17, the lease liabilities are measured at the present value of the 
remaining lease payments, discounted at the NOVO BANCO’s incremental financing rate. Assets under right-of-use are measured 
at: amount equivalent to the lease liability, adjusted by the amount of any advance or accumulated lease payments.  
 
Practical expedients 
The Group has adopted some practical expedients provided for in the standard in applying IFRS 16 
- Apply the exception of non-recognition of assets under right of use and liabilities for short-term leases (i.e. with a lease term of 12 
months or less); 
- Apply the exception of non-recognition of assets under use and liabilities for low value leases (i.e. new value less than Euro 5 
thousand); 
- Do not separate lease components from non-lease components. 
 
C. As lessor 
Financial leases 
Finance lease contracts are recorded at the inception date, both under assets and liabilities, at the cost of the asset leased, which 
is equal to the present value of the outstanding lease instalments. Instalments comprise (i) an interest charge, which is recognised 
in the income statement and (ii) the repayment of principal, which is deducted from liabilities. Financial charges are recognised as 
costs over the lease period, in order to produce a constant periodic rate of interest on the remaining balance of the liability for each 
period. 
 
Operating leases 
Payments made by the Group under operating leases are charged to the income statement in the period to which they relate. 
 
Until 31 December 2018, the Group classified leasing operations as finance leases or operating leases, depending on their 
substance and not on their legal form, fulfilling the criteria defined in IAS 17 - Leases. Operations where the risks and benefits 
inherent in the ownership of an asset are substantially transferred to the lessee are classified as finance leases. All other leasing 
operations are classified as operating leases. The accounting policies applicable to the Group as lessor are not different from the 
policies applicable under IAS 17. 
 
2.15. Employee benefits 
 
Pensions 
Pursuant to the signature of the Collective Labour Agreement (“Acordo Coletivo de Trabalho” (ACT)) for the banking sector and its 
subsequent amendments resulting from the 3 tripartite agreements described in Note 16, pension funds and other mechanisms 
were set up to cover liabilities assumed with pensions on retirement, disability, survival and health-care benefits. 
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The liabilities’ coverage is assured, for most of the Group companies, by pension funds managed by GNB - Sociedade Gestora de 
Fundos de Pensões, SA, subsidiary of the Group. 
 
The pension plans of the Group are defined benefit plans, as they establish the criteria to determine the pension benefit to be 
received by employees during retirement, usually dependent on one or more factors such as age, years of service and salary level. 
 
The retirement pension liabilities are calculated semi-annually, in 31 December and 30 June of each year, for each plan 
individually, using the Projected Unit Credit Method, being annually reviewed by qualified independent actuaries. The discount rate 
used in this calculation is determined with reference to market rates associated with high-quality corporate bonds, denominated in 
the currency in which the benefits will be paid out and with a maturity similar to the expiry date of the plan’s liabilities. 
 
The Group determines the net interest income / expense for the period incurred with the pension plan by multiplying the plan’s net 
assets / liabilities (liabilities net of the fair value of the fund’s assets) by the discount rate used to measure the retirement pension 
liabilities referred to above. On that basis, the net interest income / expense was determined based on the interest cost on the 
retirement pension liabilities net of the expected return on the funds’ assets, both calculated using the discount rate applied in the 
determination of the retirement pension liabilities. 
 
Re-measurement gains and losses, namely (i) actuarial gains and losses arising due to differences between actuarial assumptions 
used and real values verified (experience adjustments) and changes in actuarial assumptions and (ii) gains and losses arising due 
to the difference between the expected return on the fund’s assets and the actual investment returns, are recognised in equity 
under the caption other comprehensive income. 
 
The Group recognizes as a cost in the income statement a net total amount that includes (i) current service costs, (ii) net interest 
income / expense with the pension fund, (iii) the effect of early retirement, (iv) past service costs, and (v) the effect of settlements or 
curtailments occurring during the period. The net interest income / expense with the pension plan is recognised as interest income 
or interest expense, depending on its nature. Early retirement costs correspond to increases in liabilities due to employees retiring 
before turning 65 (normal retirement age foreseen in the ACTV) and which forms the basis of the actuarial calculation of pension 
fund liabilities. Whenever the possibility of the early retirement provided for in the pension fund regulation is invoked, the 
responsibilities of same must be incremented by the value of the actuarial calculation of the liabilities corresponding to the period 
between the early retirement and the employee turning 65. 
 
The Group makes payments to the funds to assure their solvency, the minimum levels set by Bank of Portugal being: (i) the liability 
with pensioners must be totally funded at the end of each period, and (ii) the liability relating to past service costs for active 
employees must be funded at a minimum level of 95%.  
 
The Group assesses the recoverability of any excess in a fund regarding he retirement pension liabilities, based on the expectation 
of reductions in future contributions.  
 
Health-care benefits 
The Group provides to its banking employees health-care benefits through a specific Social-Medical Assistance Service. This 
Social-Medical Assistance Service (SAMS) is an autonomous entity which is managed by the respective Union.  
 
SAMS provides its beneficiaries services and/or contributions with medical assistance expenses, diagnostics, medication, 
hospitalization and surgeries, in accordance with its funding availability and internal regulations.  
 
Until 1 February 2017, the Group’s annual mandatory contribution to SAMS amounted to 6.50% of the total annual remuneration of 
active employees, including, amongst others, the holiday subsidy and Christmas subsidy.  
 
Arising from the signature of the new Collective Labour Agreement (ACT) on 5 July 2016, published in Labour Bulletin (Boletim do 
Trabalho) No. 29, of 8 August 2016, the Group’s contributions to SAMS as from 1 February 2017, correspond to a fixed amount (as 
per Annex VI of the new ACT) for each employee, 14 times a year.  
 
The calculation and recognition of the Group’s liability with post-retirement health-care benefits is similar to the calculation and 
recognition of the pension liability described above. These benefits are covered by the Pension Fund, which presently covers all 
liabilities with pensions and health-care benefits. 
 
Long-term service bonus and Career bonus 
In accordance with the previous Collective Labour Agreement (ACT) for the Banking Sector, in force until July 2016, the Group had 
the commitment to pay active employees who completed 15, 25 and 30 years of service in the Group, long-term service bonuses 
corresponding to one, two and three times, respectively, their monthly salary paid at the date the bonuses were paid.  
 
At the date of early retirement due to disability or presumed disability, employees had the right to a long-term service bonus 
proportional to that which they would receive if they were to remain in service until meeting the next bonus level. 
 
These long-term service bonuses were accounted for by the Group in accordance with IAS 19, as other long-term employee 
benefits. The Group’s liability with these long-term service bonuses were periodically estimated by the Group using the Projected 
Unit Credit Method. The actuarial assumptions used were based on expectations as to future salary increases and mortality tables. 
The discount rate used in this calculation was determined using the methodology described for retirement pensions. In each period, 
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the increase in the liability for long-term service bonuses, including actuarial gains and losses and past service costs, was charged 
to the income statement. 
 
Upon the signature of the new ACT on 5 July 2016, the long-term service bonus was extinguished and the Group paid its 
employees the proportional share of the bonuses due on entry into force of the new ACT. 
 
Under the new ACT, the long-term service bonus was replaced by a career bonus, payable immediately prior to the employee´s 
retirement date, if the employee retires at the service of the Group, corresponding to 1.5 of his/her salary at the time of its payment.  
 
The career bonus is accounted for by the Group in accordance with IAS 19, as a long-term employee benefit. The remeasurement 
effects and past service costs of this benefit are recognised in the income statement for the year, as occurred with the accounting 
model for long-term service bonuses.  
 
The amount of the Group's liabilities with this career bonus is likewise periodically estimated based on the Projected Unit Credit 
Method. The actuarial assumptions used are based on expectations of future salary increases and mortality tables. The discount 
rate used in this calculation is determined applying the same methodology described above for retirement pensions. 
 
Employees’ variable remuneration and other obligations 
The Group recognises under costs the short-term benefits paid to employees who were at its services in the respective accounting 
period. 
 

• Profit-sharing and bonus plans 
The Group recognizes the cost expected with profit-sharing pay-outs and bonuses when it has a present, legal or 
constructive, obligation to make such payments as a result of past events, and can make a reliable estimate of the obligation. 

 

• Obligations with holidays, holiday subsidy and Christmas subsidy 
In accordance with the legislation in force in Portugal, employees are annually entitled to one month of holidays and one 
month of holiday subsidy, this being a right acquired in the year prior to their payment. In addition, employees are annually 
entitled to one month of Christmas subsidy, which right is acquired throughout the year and settled during the month of 
December of each calendar year. Hence, these liabilities are recorded in the period in which the employees acquire the right 
to same, regardless of the date of their respective payment. 

 
 
2.16. Corporate Income tax 
 
NOVO BANCO and its subsidiaries are subject to the tax regime consigned in the Código do Imposto sobre o Rendimento das 
Pessoas Coletivas (IRC code). 
 
Corporate income tax comprises current tax and deferred tax.  
 
Corporate income tax is recognised in the income statement except to the extent that it relates to items recognised directly in 
equity, in which case it is recognised under deferred tax reserves (other comprehensive income). Corporate income tax recognised 
directly in equity relating to fair value remeasurement of financial assets at fair value through other comprehensive income and 
cash flow hedges is subsequently recognised in the income statement when the gains or losses giving rise to said income tax are 
also recognised in the income statement. 
 
Current tax 
 
Current tax is the tax expected to be paid on the taxable profit for the year, calculated using tax rules and tax rates enacted or 
substantively enacted in each jurisdiction. The tax is recognised in each financial reporting period based on management estimates 
as regards the average effective tax rate foreseen for the entire fiscal year. 
 
Current tax is calculated based on taxable income for the period, which differs from the accounting result due to adjustments 
resulting from expenses or income not relevant for tax purposes or which will only be considered in subsequent years. 
 
Deferred tax 
 
Deferred tax is calculated on timing differences arising between the carrying book values of assets and liabilities for financial 
reporting purposes and their respective tax base and is calculated using the tax rates enacted or substantively enacted at the 
balance sheet date in each jurisdiction and that are expected to apply when the timing differences are reversed. 
 
Deferred tax liabilities are recognised for all taxable timing differences except for: i) goodwill non-deductible for tax purposes; ii) 
differences arising on the initial recognition of assets and liabilities that neither affect the accounting nor taxable profit; iii) that do 
not result from a business combination, and iv) differences relating to investments in subsidiaries to the extent that they will 
probably not reverse in the foreseeable future and the Group does not control the timing of the reversal of the timing differences. 
Deferred tax assets are recognised to the extent that it is probable that future taxable profits will be available against which the 
deductible timing differences can be offset. Deferred tax liabilities are always accounted for, regardless of the performance of 
NOVO BANCO and its subsidiaries. 
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The Group, as established in IAS 12, paragraph 74, offsets deferred tax assets and liabilities whenever (i) it has the legally 
enforceable right to offset current tax assets and current tax liabilities; and (ii) they relate to corporate income taxes levied by the 
same Taxation Authority, on the same tax entity or different taxable entities that intent to settle current tax liabilities and assets on a 
net basis, or to realize the assets and settle the liabilities simultaneously, in each future period in which the deferred tax liabilities or 
assets are expected to be settled or recovered.  
 
 
2.17. Provisions and Contingent liabilities 
 
Provisions are recognised when: (i) the Group has a current legal or constructive obligation, (ii) it is probable that its settlement will 
be required in the future and (iii) a reliable estimate of the obligation can be made.  
 
Provisions related to legal cases opposing the Group to third parties, are constituted according to internal risk assessments made 
by Management, with the support and advice of its legal advisors. 
 
When the effect of the passage of time (discounting) is material, the provision corresponds to the net present value of the expected 
future payments, discounted at an appropriate rate considering the risk associated with the obligation. In these cases, the increase 
in the provision due to the passage of time is recognised in financial expenses.  
 
Restructuring provisions are recognised when the Group has approved a formal, detailed restructuring plan and such restructuring 
has either commenced or has been publicly announced.  
 
A provision for onerous contracts is recognised when the benefits expected to be derived by the Group from a contract are lower 
than the unavoidable costs of meeting its obligation under the contract. This provision is measured at the present value of the lower 
of the estimated cost of terminating the contract and the estimated net costs of continuing the contract.  
 
If a future outflow of funds is not probable, this situation reflects a contingent liability. Contingent liabilities are always disclosed, 
except when the likelihood of their occurrence is remote. 
 
 
2.18. Recognition of interest income and expense 
 
Interest income and expense is recognised in the income statement under interest and similar income and interest expense and 
similar charges for all financial instruments measured at amortised cost and for all financial assets at fair value through other 
comprehensive income, using the effective interest rate method. Interest arising on financial assets and liabilities at fair value 
through profit or loss is also included under interest and similar income or interest expense and similar charges, as appropriate.  
 
The effective interest rate is the rate that discounts the estimated future cash payments or receipts throughout the expected life of 
the financial instrument or, when appropriate, a shorter period to the net book value of the financial asset or liability. The effective 
interest rate is calculated at inception and is not subsequently revised, except in respect of financial assets and liabilities with a 
variable interest rate. In this case, the effective interest rate is periodically revised, taking into consideration the impact of the 
change in the interest rate of reference on the estimated future cash flows. 
 
When calculating the effective interest rate, the Group estimates the cash flows considering all the contractual terms of the financial 
instrument (for example, prepayment options) but does not consider future credit losses. The calculation includes all the 
commissions that are an integral part of the effective interest rate, transaction costs and all other related premiums or discounts. 
 
Interest and similar income includes interest from financial assets for which were recognised impairment. The interest from financial 
assets classified as Stage 3 are determined based on the effective interest rate method applied to the net book value. When the 
asset is no longer classified as Stage 3, the interest is calculated based on the gross book value. 
 
For derivative financial instruments, the interest component in the change in fair value of derivative financial instruments classified 
as fair value hedge and fair value option is recognized under interest income or interest expense. For other derivatives, the interest 
component inherent in the fair value change will not be separated and will be classified under the income statement of assets and 
liabilities at fair value through profit or loss (see Note 2.4). 
 
 
2.19. Recognition of fee and commission income 
 
Fees and commissions income are recognized as revenue from customer contracts to the extent that performance obligations are 
met: 

• Fees and commissions that are earned on the execution of a significant act, such as loan syndication fees, are recognized 
as income when the significant act has been completed; 

• Fees and commissions earned over the period during which the services are provided are recognized as income in the 
financial year in which the services are provided; 

• Fees and commissions that are an integral part of the effective interest rate of a financial instrument are recognized as 
income using the effective interest rate method. 
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2.20. Recognition of dividend income 
 
Dividend income is recognized when the right to receive the dividend payment is established. 
 
2.21. Earnings per share 
 
Basic earnings per share are calculated by dividing the net income attributable to the shareholders of the parent company by the 
weighted average number of ordinary shares outstanding during the period.  
 
For the calculation of diluted earnings per share, the weighted average number of ordinary shares outstanding is adjusted to reflect 
the impact of all potential dilutive ordinary shares, such as those resulting from convertible debt and share options granted to 
employees. The dilution effect translates into a decrease in earnings per share, based on the assumption that the convertible 
instruments will be converted or the options granted exercised. 
 
2.22. Cash and cash equivalents 
 
For the purposes of the cash flow statement, cash and cash equivalents comprise balances with a maturity of less than three month 
from the date of acquisition / contracting and whose risk of change in value is immaterial, including cash, deposits with Central 
Banks and deposits with other credit institutions. Cash and cash equivalents exclude restricted balances with Central Banks. 
 
 
2.23. Investment properties 
 
The Group classifies as investment properties the real estate assets held to earn rentals or for capital appreciation or both. 
Investment properties are initially recognised at acquisition cost, including directly attributable transaction costs, and subsequently 
at their fair value. Changes in fair value determined at each balance sheet date are recognised in the income statement, under the 
caption Other operating income and expenses, based on periodic valuations performed by independent entities specialised in this 
type of service. Investment properties are not depreciated. 
 
Additionally, since these are assets whose level in fair value hierarchy of IFRS 13 mostly corresponds to level 3, given the 
subjectivity of some assumptions used in the valuations and the fact that there are external indications with alternative values, the 
Group proceeds to analyses on the assumptions used, which may imply additional adjustments to their fair value. 
 
Reclassifications to and from the caption Investment properties may occur whenever a change in respect of the use of a real estate 
property is verified. On the reclassification of investment properties to real estate properties held for own use, the estimated cost, 
for accounting purposes, is the fair value, at the date of the change in usage. If a real estate property held for own use is 
reclassified to investment properties, the Group records that asset in accordance with the policy applicable to real estate properties 
held for own use, up to the date of its reclassification to investment properties and at fair value subsequently, with the difference 
arising in its measurement at the date of the reclassification being recognised in revaluation reserves. If a real estate property is 
transferred from other assets to investment properties, any difference between the fair value of the asset at that date and the 
previous carrying book value is recognised in the income statement. 
 
Subsequent expenditure is capitalised only when it is probable that the Group will obtain future economic benefits in excess of 
those originally estimated based on the performance of the asset. 
 
Gains and losses on the disposal of investment properties resulting from the difference between the realised value and the carrying 
book value are recognised in the income statement for the year under the caption Other operating income and expenses. Gains 
and losses on the disposal of investment properties resulting from the difference between the realised value and the carrying book 
value are recognised in the income statement for the year under the caption Other operating income or Other operating expenses. 
 
Investment properties recorded relate solely to non-banking activities (Investment Funds and Real Estate Companies). 
 
 
NOTE 3 – MAIN ACCOUNTING ESTIMATES AND JUDGEMENTS USED IN PREPARING THE FINANCIAL STATEMENTS 
 
Considering that the current accounting framework requires applying judgements and calculating estimates involving some degree 
of subjectivity, the use of different parameters or judgements based on different evidence may result in different estimates. The 
main accounting estimates and judgments used in applying the accounting principles by the Group are discussed in this Note in 
order to improve the understanding of how their application affects the reported results of the Bank and its disclosure. 
 
The relevant judgments made by management in the application of the Group's accounting policies and the main sources of 
uncertainty in the estimates were the same as those described in the last reporting of the Financial Statements. 
 
 
3.1. Impairment of financial assets at amortised cost and at fair value through other comprehensive income 
 
The critical judgements with greater impact on the recognised impairment values for the financial assets at amortised cost and at 
fair value through other comprehensive income are the following: 
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• Assessment of the business model: the measurement and classification of financial assets depends on the results of SPPI 
test and on the business model setting. The Group determines its business model based on how it manages the financial 
assets and its business objectives. The Group monitors if the business model classification is appropriate based on the 
analysis on the anticipated derecognition of the assets at amortised cost or at fair value through other comprehensive 
income, assessing if it is necessary to prospectively apply any changes; 

• Significant increase on the credit risk: as mentioned on the Note 2.5 – Other financial assets investments in credit 
institutions, customer loans and securities, the determination of the transfer of an asset from stage 1 to stage 2 with the 
purpose of determining the respective impairment is made based on the significant increase of its credit risk, though IFRS 
9 does not objectively define what constitutes a significant increase on credit risk; 

• Classification of default: the internal definition of exposure in default is broadly in line with the regulatory definition in 
Article 178 of CRR/CRD IV. This regulation defines qualitative criteria for assessing the default classification – unlikely to 
pay -, which are replicated in the internal definition implemented by NOVO BANCO and which result in performing 
judgements when assessing the high probability that the borrower does not fulfil its obligations within the conditions 
agreed with NOVO BANCO. This concept is covered in more detail below; 

• Definition of groups of financial assets with similar credit risk characteristics: when the expected credit losses are 
measured through collective model, the financial instruments are aggregated based on the same risk characteristics. The 
Group monitors the credit risk characteristics in order to assure the correct reclassification of the assets, in cases of 
changes on the credit risk characteristics; 

• Models and assumptions: the Group uses several models and assumptions on the measurement of the expected credit 
losses. The judgement is applied on the identification of the more appropriate model for each type of asset as well as in 
the determination of the assumptions used in these models, including the assumptions related with the main credit risk 
drivers. In addition, in compliance with the IFRS9 regulation that clarifies the need for the impairment result to consider 
multiple scenarios, a methodology for incorporating different scenarios into the risk parameters was implemented. Thus, 
the calculation of collective impairment considers several scenarios with a specific weighting, based on the internal 
methodology defined about scenarios - definition of multiple perspectives of macroeconomic evolution, with probability of 
relevant occurrence.  

 
The internal and regulatory framework for the definition of Default is described in internal regulations and is implemented in 
accordance with article 178 of EU Regulation No. 575/2013, CRR. The concept of Default has existed in the Bank for more than 20 
years. However, either due to legal requirements or due to the internal efficiency of the process, the underlying definition has 
undergone some changes over the past few years. 
 
The concept of Default was first determined by the criteria defined in section 2.1. of Part 4 of Annex IV of Notice no. 5/2007 and the 
additional clarifications agreed with Bank of Portugal at the meeting of 17 March 2008 on this topic. In this sense, a default situation 
was considered with respect to a given debtor or contract, when one or more of the following events occurred: a) the debtor is 
delayed by more than 90 days, regarding any significant credit obligation to the banking group; or b) the Bank considers that there 
is a reduced probability that the debtor will fully comply with its obligations to the Bank, without resorting to specific mitigation 
actions, such as the activation of any guarantees held. 
 
Since then, the definition of Default has been subject to adaptations in accordance with the new regulatory requirements provided 
for by the CRR and also by subsequent guidelines made by EBA and included in this regulation. In 2016, with the publication of the 
final guidelines on the application of the definition of default under the terms of article 178 of the CRR (EBA/GL/2016/07 and 
EBA/RTS/2016/06), EBA established the objective of harmonizing the application the definition of Default in all entities covered by 
the SSM, leading to consistency and comparability in the calculation of capital requirements, both in Standard (SA) and IRB 
approaches. These issued guidelines introduce changes in the entire scope of the definition in force at the Bank until 2020, namely 
in the frequency of the process, in the criterion of days in arrears, materiality of the default and also in the indicators of reduced 
probability of payment. This new definition of Default (nDoD) is in effect at the Bank through a daily process created specifically for 
this purpose since 31 May 20204. In addition to the daily process, an effort has been made to recover historical information since 
2009 (on a monthly basis), to apply these rules for marking and deselecting Default, on which the ongoing process of reviewing the 
risk parameters is based. The output of the recovery process of the historical default markings served as input to the daily rules 
engine, in order to reduce the gap between the default dates. 
 
The close relationship between the definition of Default and other regulatory definitions, such as Non Performing Loans (NPL) 
and/or Non Performing Exposures (NPE), Credit Impaired Stage 3 and even Credit Forborne, led to the determination of an 
alignment of the concepts. In practical terms, the criteria for marking and deselecting Default will be as demanding as the 
applicability, not only of its specific regulatory requirements, but also of the requirements of these other regulatory definitions. 
 
The definition of Default in effect after 2020 considers a set of concepts that were not evaluated by the previous definition, namely 
the concepts of debtor and joint materiality in the default trigger. However, and in general lines, given the guidelines 
EBA/GL/2016/07 and the alignment between other regulatory definitions, the definition of Default is based on the following pillars, 
determined on a daily basis, summarized in the following figure: 

▪ Days in Default; 
▪ Unlikely to pay deterministic situations; 
▪ Propagation effect (pulling effect included); 
▪ Quarantine period; 
▪ Default exit condition. 

 
4
 Definition in force according to JST approval. 
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3.2. Fair value of derivative financial instruments and other financial assets and liabilities at fair value 
 
Fair value is based on listed market prices when available; otherwise fair value is determined based on similar recent arm’s length 
transaction prices or using valuation methodologies, based on the net present value of estimated future cash flows taking into 
consideration market conditions, the time value, the yield curve and volatility factors, in accordance with IFRS 13 - Fair Value 
Measurement. The Group uses several models and assumption in measuring the fair value of financial assets. Judgement is 
applied on the identification of the more appropriate model for each type of asset as well as in the determination of the assumptions 
used in these models, including the assumptions related with the main credit risk drivers.  
 
Consequently, the use of a different methodology or different assumptions or judgements in applying a particular model could have 
produced different financial results, summarised in Note 40. 
 
 
3.3. Impairment of goodwill 
 
The recoverable amount of the goodwill recognized as an asset of the Group is revised periodically regardless of the existence, or 
not, of impairment triggers.  
 
For this purpose, the book value of the cash generating units of the Group in respect of which goodwill has been recognized is 
compared with their respective recoverable amount. A goodwill impairment loss is recognized when the book value of a cash 
generating unit exceeds the respective recoverable amount.  
  
In the absence of an available market value, the recoverable amount is determined using cash flows techniques and applying a 
discount rate that includes a risk premium that is appropriate to the business unit being tested. The determination of the future cash 
flows to be discounted and the discount rate involve judgement.  
 
Changes in the expected cash flows and in the discount rate may lead to conclusions that differ from those used in the preparation 
of these financial statements and are evidenced in the amount of goodwill indicated in Note 27. 
 
3.4. Corporate income taxes 
 
The Group is subject to corporate income tax in numerous jurisdictions. Certain interpretations and estimates are required in 
determining the overall corporate income tax amount. Different interpretations and estimates could result in a different level of 
income tax, current and deferred, being recognised in the period and evidenced in Note 28. 
 
This aspect assumes additional relevance for effects of the analysis of the recoverability of deferred taxes, while the Bank 
considers forecasts of futures taxable profits based on a group of assumptions, including the estimate of income before taxes, 
adjustments to the taxable income and its interpretation of fiscal legislation. This way, the recoverability of deferred taxes depends 
on the concretization of the strategy of the Executive Board of Directors, namely in the capacity to generate the estimated taxable 
results and its interpretation of fiscal legislation. 
 
The Tax Authorities are entitled to review the determination of the taxable income of the Bank and of its subsidiaries located in 
Portugal during a period of four years or twelve years, when there are tax loss carry forwards. Hence, it is possible that some 
additional taxes may be assessed, mainly as a result of differences in interpretation of tax law. However, it is the conviction of the 
Executive Board of Directors of the Bank and of its subsidiaries, that there will be no significant corrections to the corporate income 
taxes recorded in the financial statements. 
 
 
3.5. Pensions and other employee benefits 
 
The determination of the retirement pension liabilities presented in Note 14 requires the use of assumptions and estimates, 
including the use of actuarial tables, assumptions regarding the growth of pensions, salaries and discounts rates (which are 
determined based on the market rates associated with high quality corporate bond, denominated in the same currency in which the 
benefits will be paid and with a maturity similar to the expiry date of the plan's obligations). These assumptions are based on the 
expectations of the NOVO BANCO Group for the period during which the liabilities will be settled as well as other factors that may 
impact the costs and liabilities of the pension plan.  
 
Changes in these assumptions could materially affect the amounts determined. 
 
 
3.6. Provisions 
 
The Group recognises provisions intended to cover for losses arising from commercial offers approved by the Executive Board of 
Directors of the Bank, when these are not opposed by Bank of Portugal. The amount of the provisions reflects NOVO BANCO’s 
best estimate as each reporting date. The subjectivity inherent to the determination of the probability and amount of the internal 
resources required for the payment of the obligations may lead to significant adjustments (i) due to variations in the assumptions 
used (ii) for the future recognition of provisions previously disclosed as contingent liabilities; and/or (iii) for the future write-off of 
provisions, when they start to classify as contingent liabilities only. The provisions are detailed in Note 32. 
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3.7. Investment properties, Assets received from credit recovery and Non-current assets held for sale 
 
Investment properties are initially recognised at cost, including directly related transaction costs and subsequently at fair value. 
Assets received from credit recovery and Non-current assets held for sale are measured at the lower of the net book value and the 
fair value less costs to sell. 
 
The fair value of these assets is determined based on valuations conducted by independent entities specialized in this type of 
service, using the market, income or cost methods, as defined in Notes 2.11 and 2.23. The valuation reports are analysed 
internally, namely comparing the sales values with the revalued values of the properties, to keep the valuation parameters and 
processes updated to the market evolution. 
 
The use of alternative methodologies and different assumptions may result in a different level of fair value with respective impact on 
the recognised balance sheet value. 
 
 
3.8. Entities included in the consolidation perimeter 
 
For the determination of the entities to be included in the consolidation perimeter, the Group evaluates the extent to which (i) it is 
exposed, or has rights, to the variability of the return from its involvement with this entity, and (ii) it can seize that return through of 
its power. In this analysis, the Bank also considers shareholder agreements that may exist and that result in the power to take 
decisions that impact the management of the entity's activity. The decision that an entity should be consolidated by the Group 
requires the use of judgments to determine to what extent the Group is exposed to the variability of an entity's return and has the 
power to seize that return. In using this judgment, the Group analyses assumptions and estimates. Thus, other assumptions and 
estimates could lead to a different consolidation perimeter, with a direct impact on the balance sheet. 
 
 
NOTE 4 – SEGMENT REPORTING 
 
NOVO BANCO Group activities are centered on the financial sector targeting corporate, institutional and private individual 
customers. Its decision center is in Portugal, making the domestic territory its main market. 
 
The products and services rendered include deposit taking, granting of loans to corporate and private customers, investment fund 
management, broker and custodian services and the commercialization of life and non-life insurance products. Additionally, the 
Group makes short-, medium- and long-term investments in the financial and currency exchange markets with the objective of 
taking advantage of price changes or to get returns on its available financial resources. 
 
For this purpose, as at 30 June 2020, the Group has NOVO BANCO as its main operating unit - with 356 branches in Portugal (31 
December 2019: 356 branches) and branches in Spain (11 branches), Luxembourg and 4 representation offices – with NBA Açores 
(13 branches), Banco BEST (6 branches), GNB GA and GNB Seguros (non-life insurance segment), amongst other companies.  
 
When evaluating performance by business area, the Group considers the following Operating Segments: (1) Domestic Commercial 
Banking, including Retail, Corporate and Private Banking; (2) International Commercial Banking; (3) Asset Management; (4) Life 
Insurance; (5) Markets; and (6) Corporate Centre. Each segment integrates the NOVO BANCO structures that directly relate to it, 
as well as the units of the Group whose businesses are mainly related to the segments. The individual and independent monitoring 
of each operating unit of the Group is complemented, at the Board of Directors of NOVO BANCO level, by the definition of specific 
strategies and commercial programs for each unit. 
 
In accordance with the commitments assumed with Directorate General for Competition – European Commission (“DGComp”), at 
the end of 2019 the Bank discontinued the Private Banking services. 
 
Additionally, in 2019 NOVO BANCO derecognized the investment on Gama Life (formerly GNB Vida), after obtaining the necessary 
regulatory authorizations, discontinuing the information reported in the Life Insurance Activity segment. 
 
4.1. Description of the operating segments 
 
Each of the operating segments includes the following activities, products, customers and Group structures, aggregated by criteria 
of risk, market / geography and nature of the products and services: 
 
Domestic Commercial Banking 
This Operating Segment includes all the banking activity developed on national territory involving corporate and private customers 
and using the branch network, corporate centres and other channels, and includes the following sub segments: 
a) Retail: corresponds to all the activity developed in Portugal with private customers and small businesses. The financial 

information of the segment relates, amongst other products and services, to mortgage loans, consumer credit, small business 
financing, deposits, retirement plans and other insurance products sold to private customers, account management and 
electronic payments and placement of investment funds, brokerage and custodian services; 

b) Corporate and Institutional: includes the activities developed in Portugal with medium- and large-sized companies, 
developed through a commercial structure dedicated to this segment, which includes 20 Corporate Centres. This segment also 
includes activities with institutional and municipal customers. The Group maintains an important presence in this segment, the 
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result of the support it has lent to the development of the national business community, focused on companies with good risk, 
an innovative nature and an exporter activity;  

c) Private Banking: comprises the Private banking activity integrating all the asset-side products and the fundraising activities, 
namely, deposits, discretionary management services, custodian services, brokerage services and insurance products.  

 
International Commercial Banking 
This Operating Segment integrates the units located abroad, which banking activities focus both on corporate and private 
customers, excluding the asset management business, which is integrated in the corresponding segment. 
 
Amongst the units comprising this segment are NOVO BANCO’s branches in Spain, London (closed at the beginning of 2019) and 
Luxembourg. The aggregation of this units in the same segment is related with the geographic criteria and with the nature of the 
clients, the products and the services provided.  
 
Asset Management 
This segment, which depends on the specific nature of the products and services provided, includes the asset management 
activities developed both in Portugal and abroad through specialised companies incorporated for the purpose. The product range 
includes all types of funds - investment funds, real estate funds and pension funds - as well as discretionary management and 
portfolio management. 
 
Life insurance 
Segment that depends on the specific nature of the products and services provided, including the activities of Companhia de 
Seguros Gama Life (formerly GNB Vida) that sells traditional and investment insurance contracts and retirement plans. As 
mentioned in Note 30, NOVO BANCO derecognised this investment in September 2019, after obtaining the necessary regulatory 
authorizations, discontinuing the information reported in this segment. 
 
Markets 
This segment includes the overall financial management of the Group, including the taking and ceding of funds on the financial 
markets, as well as the investment and risk management of credit, interest rate, currency and securities instruments, whether of a 
strategic nature or related to the current activity of the Markets’ area. It also covers the activity involving non-resident institutional 
investments and the effects of strategic decisions with a transversal impact on the Group. 
 
Corporate Centre 
This area does not correspond to an operational segment in the true sense of the concept, it is an aggregation of transversal 
corporate structures that ensure the basic functions of the Group's global management, such as those linked to the Administration 
and Supervision, Compliance, Planning, Accounting, Risk Management and Control, Institutional Communication, Internal Audit, 
Organization and Quality, among others. Since the Bank is in a tax loss situation in the first six months of 2020 and 2019, the 
deferred taxes recognized were fully allocated to this segment. 
 
 
4.2. Criteria for the allocation of activities and results to the operating segments 
 
The financial information presented for each segment was prepared in accordance with the criteria followed in the preparation of 
the internal information that is analysed by the Executive Board of Directors of the Group, as required by IFRS. 
 
The accounting policies applied in the preparation of the financial information related to the operating segments are consistent with 
those used in the preparation of these consolidated financial statements, which are described in Note 2, with the adoption of the 
following additional principles: 
 
Measurement of the profit or loss of the segments 
The Group uses net income / (loss) before taxes as the measure of the profit or loss for purposes of evaluating the performance of 
each operating segment. 
 
Autonomous operating units 
As mentioned above, each autonomous operating unit (foreign branches, subsidiaries and associated companies) is evaluated 
separately, as each of these units is considered an investment centre. Additionally, based on the characteristics of the primary 
business developed by these units, they are fully integrated into one of the Operating Segments, i.e. their assets, liabilities, income 
and expenses. 
 
NOVO BANCO structures dedicated to the Segment 
NOVO BANCO’s activity, given its characteristics, can be allocated to most of its operating segments and is, therefore, accordingly 
disaggregated. 
 
For purposes of allocating the financial information, the following principles are used: (i) the origin of the operation, i.e. the 
operation is allocated to the same segment that the commercial structure that originated it integrates, even if, in a subsequent 
phase, the Group, strategically, decides to securitize some of the assets; (ii) the allocation of a commercial margin to mass-
products, defined at top management level when the products are launched; (iii) for non-mass products, the allocation of a margin 
directly negotiated by the commercial structures with customers; (iv) the allocation of the direct costs of commercial and central 
structures dedicated to the segment; (v) the allocation of indirect costs (central support and IT services) determined based on 
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specific drivers; (vi) the allocation of credit risk determined in accordance with the impairment model; and (vii) the allocation of 
NOVO BANCO’s total equity to the Markets segment. 
 
The transactions between the legally autonomous units of the Group are made at market prices; the price for services rendered 
between the structures of each unit, namely the price established for internal funding between units, is determined using the 
margins process referred to above (which varies in accordance with the strategic relevance of the product and the equilibrium of the 
structures’ funding and lending functions); the remaining internal transactions are allocated to the segments, without any margin for 
the supplier; the strategic decisions and/or of an exceptional nature are analysed on a case-by-case basis, with the income and/or 
costs being generally allocated to the Markets segment. 
 
The interest rate risk, currency risk, liquidity risk and others, excluding credit risk, are included in the Financial Department, which 
mission it is to undertake the Bank’s financial management, and which activity and results are included in the Markets segment. 
 
Interest and similar income / expense 
Since the Group’s activities are exclusively carried out in the financial sector, the income reflects, fundamentally, the difference 
between interest received on assets and interest paid on liabilities. This situation and the fact that the segment evaluation is based 
on margins previously negotiated or determined for each product, leads to the presentation of the results from the intermediation 
activity, as permitted by IFRS 8, paragraph 23, at the net value of interest, under the designation “Net interest income / expense”. 
 
Investments presented using the equity method 
Investments in associated companies presented under the equity method are included in the Markets segment, in the case of 
NOVO BANCO’s associated companies. For other associated companies of the Group, these entities are included in the segment 
to which they relate. 
 
Non-current assets 
Non-current assets, according to IFRS 8, include Tangible fixed assets, Intangible assets and Non-current assets held for sale. 
NOVO BANCO includes these assets in the Markets segment, with the non-current assets held by the remaining subsidiaries being 
allocated to the segment in which these subsidiaries primarily develop their business. 
 
Corporate income tax  
Corporate income tax is part of the Group’s net income that, for purposes of monitoring the performance of the Operating 
Segments, by the Executive Board of Directors, does not affect the evaluation of most of the Operating Segments. In the tables 
presented below the deferred tax recognised in net income for the year are included in the Corporate Centre. Deferred tax assets 
and liabilities are included in the Markets segment. 
 
Domestic and International Areas 
In the presentation of financial information by geographic areas, the operational units that integrate the International Area are 
NOVO BANCO’s branches in Spain, Luxembourg and London (closed in early 2019), and the subsidiaries Novo Banco Servicios, 
Ijar Leasing Algérie, as well as units located outside GNB GA, and the discontinued operations Novo AF and Banco Delle Tre 
Venezie.  
 
The financial and economic elements related to the international area are those consistent with the financial statements of such 
units, with the respective consolidation adjustments and eliminations. 
 
Legacy and recurrent activity 
From 2018 the GROUP started to present separate financial information between "NOVO BANCO Recurrent", that includes all the 
core banking activity, and "NOVO BANCO Legacy” that include loans and advances to customers, integrating not only the credits 
included in Contingent Capital Agreement, as well as other receivables, securities, real estate and discontinued operations 
considered, on its majority, as no strategic in the commitments imposed by DGCOMP after the resolution measure, so the 
references in these explanatory notes should be read taking this segmentation into account.  
 
When determining the NOVO BANCO Legacy, the Bank considered the following items: 

• Loans and advances to customers include all clients of the CCA and other non-strategic exposures; 

• Securities and associated companies were selected by contract and include restructuring funds, real estate funds, 
commercial paper and mandatory convertible securities (“VMOCs”);  

• The portfolio of real estate properties available for sale has been selected by contract and excludes yield assets;   

• Assets and liabilities of the discontinued operations were allocated to legacy, based on a case-by-case analysis insofar as 
they were considered by management to be legacy assets; 

• All profit and loss associated with legacy assets was considered as results of this activity; 

• The cost of funding corresponds to the percentage of legacy liabilities in the total liabilities of the Group (excluding 
discontinued operations); and 

• Operating costs include all CCA costs, and the operating costs of some departments, according to the weight of legacy 
assets in their activity. 
  

The Group considers that the split between the NOVO BANCO Recurrent and NOVO BANCO Legacy will allow customers and 
other stakeholders to have a better understanding of the Bank's ongoing restructuring process.  
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The segment reporting is presented as follows:  
 

(in thousands of Euros)

Retail

Corporate 

and 

Institutional

Private 

banking

International 

Commercial 

Banking

Investment 

Banking

Asset 

Management

Life 

Insurance
Markets

Corporate 

centre
Total

Net interest income  101 968  114 824 -  23 802 -   1 -  30 215 -  270 810 

Net fees and comissions  80 470  50 335 -  10 267 -  10 041 - ( 17 286) -  133 827 

Other operating income  7 116  10 535 - (  374) - (  842) - ( 358 169) - ( 341 734)

Total operating income  189 554  175 694 -  33 695 -  9 200 - ( 345 240) -  62 903 

Operating expenses  159 226  133 369 -  34 186 -  5 606 -  234 693  49 312  616 392 

    Of which:

Provisions / Impairment losses  29 315  114 360 -  14 174 -   123 -  193 310 -  351 282 

Depreciation and amortization  5 889   451 -  1 742 -   225 -   585  8 430  17 322 

Net gains / (losses) from investments in subsidiaries, joint ventures and associated companies 

registered  by the equity method
- - - - - - -   386 -   386 

 Profit / (loss) from continued operations before taxes and non-controlling interests  30 328  42 325 - (  491) -  3 594 - ( 579 547) ( 49 312) ( 553 103)

Taxes - - -   36 -   953 -  1 479  2 019  4 487 

Profit / (loss) of discontinued operations - - - - - (  203)  1 700 (  709) -   788 

Net Profit / (loss) for the period attributable to non-controlling interests   564 - - - - - - ( 2 063) - ( 1 499)

Net Profit / (loss) for the period attributable to Shareholders of the parent  29 764  42 325 - (  527) -  2 438  1 700 ( 579 672) ( 51 331) ( 555 303)
Intersegment operating income (1)  1 949  2 804 -  11 193 -  3 684 - ( 16 667)  1 213  4 176 

Total Net Asset 20 674 859 11 498 724 - 5 458 077 -  87 482 - 7 450 065 - 45 169 207 
Total Liabilities 20 465 626 11 449 193 - 5 585 403 -  14 849 - 4 159 683 - 41 674 754 

Investments in associated companies - - - - - - -  92 560 -  92 560 
Investments in tangible fixed assets   304 - -   33 -   23 -  5 449 -  5 809 
Investments in intangible assets   117 - -   300 -   16 -  10 899 -  11 332 
Investments in other assets - real estate properties   101 - -  1 638 - - -  11 603 -  13 342 

(1) Intersegment operating income refers essentially to interest (net interest income)

Six month period ended in
30.06.2020

 
 

(in thousands of Euros)

Retail

Corporate 

and 

Institutional

Private 

banking

International 

Commercial 

Banking

Investment 

Banking

Asset 

Management

Life 

Insurance
Markets

Corporate 

centre
Total

Net interest income  75 526  85 923  1 887  34 096 -   1 -  65 055 -  262 488 

Net fees and comissions  85 057  52 113  3 321  10 483 -  10 913 - ( 15 127) -  146 760 

Other operating income  9 613  10 935   1 (  358) - (  633) - ( 101 694) - ( 82 136)

Total operating income  170 196  148 971  5 209  44 221 -  10 281 - ( 51 766) -  327 112 

Operating expenses  140 674  347 993  2 826  65 612 -  5 271  57 971  127 800  44 598  792 745 

    Of which:

Provisions / Impairment losses  8 243  326 369 ( 1 349)  38 450 -   9  57 971  85 254 -  514 947 

Depreciation and amortization  5 263   452   281  1 901 -   17 -   783  8 332  17 029 

Net gains / (losses) from investments in subsidiaries, joint ventures and associated companies 

registered  by the equity method
- - - - - - -   945 -   945 

 Profit / (loss) from continued operations before taxes and non-controlling interests  29 522 ( 199 022)  2 383 ( 21 391) -  5 010 ( 57 971) ( 178 621) ( 44 598) ( 464 688)

Taxes - - -  4 764 -  1 293 -  1 423 ( 56 804) ( 49 324)

Profit / (loss) of discontinued operations - - - - -   61  1 533 (  336) -  1 258 

Net Profit / (loss) for the period attributable to non-controlling interests  1 040 - - - - - - ( 15 038) - ( 13 998)

Net Profit / (loss) for the period attributable to Shareholders of the parent  28 482 ( 199 022)  2 383 ( 26 155) -  3 778 ( 56 438) ( 165 342)  12 206 ( 400 108)
Intersegment operating income (1)  2 784  2 594 -  22 814 -  1 539 - ( 22 957) -  6 774 

Total Net Assets* 19 835 663 11 223 700 - 4 846 926 -  84 058 - 9 305 556 - 45 295 903 
Total Liabilities* 19 541 454 11 605 333 - 4 964 199 -  13 649 - 5 168 511 - 41 293 146 

Investments in associated companies* - - - - - - -  92 628 -  92 628 
Investments in tangible fixed assets*  1 633 - -   767 -  1 196 -  16 363 -  19 959 
Investments in intangible assets*   282 - -   703 -   18 -  25 436 -  26 439 
Investments in other assets - real estate properties*  1 134 - -  4 358 - - -  81 319 -  86 811 

(1) Intersegment operating income refers essentially to interest (net interest income)

* Values as at 31 December 2019

Six month period ended in
30.06.2019

 
 
 
The geographical information of the different business units of the Group is as follows: 
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(in thousands of Euros)

Portugal Spain Luxembourg Brazil Angola Cape Verde Macao Others Total

Net profit / (loss) for the period attributable to Shareholders of 

the parent
( 550 852) ( 3 170) ( 1 295)   14 - - - ( 555 303)

(of which: rel. to discontinued units)   551    237 - - - - - -   788 

Total income 2 044 670  42 645  86 004   53 - - - - 2 173 372 

Intersegment operating income  3 097 ( 8 878)  9 957 - - - - -  4 176 

Net assets 40 053 758  2 119 001 2 985 005  1 758  3 060 - -  6 625 45 169 207 

(of which: rel. to discontinued units)  28 070   3 280 - -  2 946  1 299  2 078  2 300  39 973 

Investments in associated companies  92 560 - - - - - - -  92 560 

Investments in tangible fixed assets  5 776   33 - - - - - -  5 809 

Investments in intangible assets  11 032   300 - - - - - -  11 332 

Investments in other assets - real estate properties  11 704  1 638 - - - - - -  13 342 

Profits / (losses) of continuing operating units before taxes 

and non-controlling interests
( 550 242) ( 3 246)   371   14 - - - - ( 553 103)

Turnover 
(a) (b)  222 602  25 304  36 002   53 - - - -  283 961 

Number of employees 
(a)  4 646   187   11   5 - - -   6  4 855 

(a) 
Financial information presented according to art. 2 of DL no. 157/2014 

(b)
Turnover corresponds to the sum of the following items in the consolidated operating account: interest income, dividend income, fee and commission income, gains or losses on derecognition of financial assets and liabilities not

measured at fair value through profit or loss on financial assets and liabilities held for trading, gains or losses on financial assets mandatorily at fair value through profit or loss, gains or losses on financial assets and liabilities carried at fair

value through profit or loss, hedge accounting losses, exchange differences, gains or losses on derecognition of non-financial assets, other operating operating income and proportion of profits or losses on investments in subsidiaries,

joint ventures and associates accounted for under the equity method.

30.06.2020

 
 

(in thousands of Euros)

Portugal Spain Luxembourg Brazil Angola Cape Verde Macao Others Total

Net profit / (loss) for the period attributable to Shareholders of 

the parent
( 370 656) ( 43 485)  14 226 (  193) - - - - ( 400 108)

(of which: rel. to discontinued units)  1 197    61 - - - - - -  1 258 

Total income 2 100 092  42 040  70 623   138 - - - - 2 212 893 

Intersegment operating income ( 10 718) ( 9 810)  27 302 - - - - -  6 774 

Net assets* 40 772 690  2 011 246 2 498 979  3 303  3 060 - -  6 625 45 295 903 

(of which: rel. to discontinued units)*  25 349   4 240 - -  2 946  1 299  4 121  2 300  40 255 

Investments in associated companies*  92 628 - - - - - - -  92 628 

Investments in tangible fixed assets*  19 192   767 - - - - - -  19 959 

Investments in intangible assets*  25 736   703 - - - - - -  26 439 

Investments in other assets - real estate properties*  82 453  4 358 - - - - - -  86 811 

Profits / (losses) of continuing operating units before taxes 

and non-controlling interests
( 440 418) ( 43 303)  19 226 (  193) - - - - ( 464 688)

Turnover
 (a) (b)  587 322  26 528  41 506   42 - - - -  655 398 

Number of employees 
(a)  4 728   243   10   5 - - -   7  4 993 

(a) 
Financial information presented according to art. 2 of DL no. 157/2014 

(b)
Turnover corresponds to the sum of the following items in the consolidated operating account: interest income, dividend income, fee and commission income, gains or losses on derecognition of financial assets and liabilities not

measured at fair value through profit or loss on financial assets and liabilities held for trading, gains or losses on financial assets mandatorily at fair value through profit or loss, gains or losses on financial assets and liabilities carried at fair

value through profit or loss hedge accounting losses, exchange differences, gains or losses on derecognition of non-financial assets, other operating operating income and proportion of profits or losses on investments in subsidiaries,

joint ventures and associates accounted for under the equity method.

30.06.2019

* Values as at 31 December 2019  
 
 
The information aggregated by legacy and recurring activity is as follows: 
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(in thousands of Euros)

Recurrent 
(2)  Legacy  

(2) Total Recurrent  Legacy Total

Net interest income  251 230  19 580  270 810  235 990  26 498  262 488 

Net fees and commissions  134 125 (  298)  133 827  145 124  1 636  146 760 

Other operating income ( 20 535) ( 321 199) ( 341 734)  38 086 ( 120 222) ( 82 136)

Total operating income  364 820 ( 301 917)  62 903  419 200 ( 92 088)  327 112 

Operating expenses  358 664  141 728  616 392  394 283  398 462  792 745 

   Includes:

   Provisions / Impairment losses  98 009  137 273  351 282  123 675  391 272  514 947 

Net gains / (losses) from investments in subsidiaries, joint ventures and 

associated companies registered  by the equity method
  895 (  509)   386  2 014 ( 1 069)   945 

Taxes ( 25 678)  50 612  4 487 ( 32 681) ( 16 643) ( 49 324)

Profit / (loss) of discontinued operations (  106)   894   788  55 652 ( 54 394)  1 258 

Net Profit / (loss) for the period attributable to non-controlling interests ( 1 365) (  134) ( 1 499)  1 872 ( 15 870) ( 13 998)

Net Profit / (loss) for the period attributable to Shareholders of the 

parent
 33 988 ( 493 738) ( 555 303)  113 392 ( 513 500) ( 400 108)

Total net Assets 
(1) 41 564 374 3 700 386 45 169 207 40 813 669 4 482 234 45 295 903 

(of which: related to discontinued operations) 
(1)  16 066  23 907  39 973  15 891  24 364  40 255 

(1)
 For the information as at 30 June 2019, the balance sheet values refer to 31 December 2019.

30.06.2020 30.06.2019

(2)
 Its does not include aditional Credit Impariment related with Covid-19 not alocated to contracts (116.0 Million Euros) net of taxes.  

 
 
 
NOTE 5 – NET INTEREST INCOME 
 
The breakdown of this caption as at 30 June 2020 and 2019 is as follows: 

(in thousands of Euros)

Other Other

From assets / liabilities at 
fair value through other 
comprehensive income 
and assets at amortised 

cost

Income/expense
s from negative 
interest rates

From assets / 
liabilities at fair 
value through 
profit or loss

From assets / liabilities at 
fair value through other 

comprehensive income and 
assets at amortised cost

Income/expense
s from negative 
interest rates

From assets / 
liabilities at fair 
value through 
profit or loss

Interest Income
Interest from loans and advances  281 263  -  -  281 263  295 600  -  -  295 600 

Interest from deposits with and loans and advances to Banks  10 186  3 836  -  14 022  10 455  1 173   1  11 629 

Interest from securities  63 729  -  5 607  69 336  56 647  -  2 118  58 765 

Interest from derivatives held for risk management purposes  -  -  3 195  3 195  -  -  3 458  3 458 

Other interest and similar income   345   465  -   810   18   162  -   180 

 355 523  4 301  8 802  368 626  362 720  1 335  5 577  369 632 
Interest Expenses

Interest on debt securities  19 590  -  -  19 590  15 515  -  3 790  19 305 

Interest on amounts due to customers  39 870  -  -  39 870  50 202  -  -  50 202 

Interest on deposits from Central Banks and other Banks  8 519   904  -  9 423  10 366  1 090  -  11 456 

Interest on subordinated liabilities  17 038  -  -  17 038  16 942  -  -  16 942 

Interest on derivatives held for risk management purposes  -  2 802  4 905  7 707  -  1 699  4 698  6 397 

Other interest and similar expenses  4 026   162  -  4 188  2 842  -  -  2 842 

 89 043  3 868  4 905  97 816  95 867  2 789  8 488  107 144 
 266 480   433  3 897  270 810  266 853 ( 1 454) ( 2 911)  262 488 

Six month period ended in 

30.06.2020 30.06.2019

Calculated by the effective interest method Calculated by the effective interest method

Total Total

 
 
Interest on amounts due to customers and deposits from Central Banks and other banks include as at 30 June 2020, respectively, 
the amounts of Euro 16 thousand and Euro 138 thousand related to repurchase agreement operations (30 June 2019: Euro 2 
thousand of interest on deposits with and loans and advances to Banks and Euro 845 thousand of interest on funds from Central 
Banks and other Banks). 
 
Interest income and expense items related to derivative interest include, according to the accounting policy described in Notes 2.4 
and 2.18, interest from hedging derivatives and from derivatives used to manage the economic risk of certain financial assets and 
liabilities designated at fair value through profit or loss, as per the accounting policies described in Notes 2.4 e 2.7. 
 
The measures adopted to reduce the cost of customer funds justify the decrease in interest costs related to these liabilities. 
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NOTE 6 – DIVIDEND INCOME 
 
The breakdown of this caption is as follows:  

(thousands of Euros)

30.06.2020 30.06.2019

Financial assets mandatorily at fair value through profit or loss

Shares  1 638  2 906 

Participation units  5 852   952 

Others -   1 

Financial assets at fair value through other comprehensive income

Shares  2 209  2 227 

 9 925  6 086 

Six month period ended in

 
 
 
In the first half of 2020, dividend income amounts to Euro 9 925 thousand, which includes dividends received from Fundo Solução 
Arrendamento in the amount of Euro 3 141 thousand, from Fundo Arrendamento Mais in the amount of Euro 1 593 thousand, from 
Euronext NV in the amount of Euro 1 391 thousand, from SIBS SGPS in the amount of Euro 887 thousand and from ESA Energia 
in the amount of Euro 609 thousand (30 June 2019: Euro 6 086 thousand, which includes dividends received from Euronext in the 
amount of Euro 1 348 thousand, from Sealion Ltd in the amount of Euro 1 161 thousand, from ESA Energia in the amount of Euro 1 
080 thousand and from SIBS SGPS in the amount of Euro 922 thousand). 
 
 
 
NOTE 7 – FEE AND COMMISSION INCOME AND FEE AND COMISSION EXPENSES 
 
The breakdown of this caption is as follows:  
 

(in thousands of Euros)

30.06.2020 30.06.2019

Fee and comission income
From banking services  116 693  124 000 

From guarantees provided  19 719  23 106 

From transaction of securities  3 113  3 816 

From commitments to third parties  5 048  4 592 

Third Parties Operations - Cross selling  14 801  17 262 

Other fee and comission income   794  1 415 

 160 168  174 191 
Fee and comission expenses

With banking services rendered by third parties  16 085  17 744 

With guarantees received   966   960 

With transaction of securities  2 547  2 657 

Other fee and comission income  6 743  6 070 

 26 341  27 431 
 133 827  146 760 

Six month period ended in

 
 
 
 
NOTE 8 – GAINS OR LOSSES ON DERECOGNITION OF FINANCIAL ASSETS AND LIABILITIES NOT MEASURED AT FAIR 
VALUE THROUGH PROFIT OR LOSS 
 
The breakdown of this caption is as follows:  
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(in thousands of Euros)

Gains Losses Total Gains Losses Total

From financial assets at fair value through other comprehensive income
Securities

Bonds and other fixed income securities

Issued by government and public entities  94 317  6 529  87 788  67 606  1 615  65 991 

Issued by other entities   737  5 454 ( 4 717)  1 745   443  1 302 

 95 054  11 983  83 071  69 351  2 058  67 293 

From financial assets and liabilities at amortised cost
Securities

Bonds and other fixed income securities

Issued by other entities - - -   1   1 - 

Loans  1 843   88  1 755  4 921  5 004 (  83)

 1 843   88  1 755  4 922  5 005 (  83)
 96 897  12 071  84 826  74 273  7 063  67 210 

Six month period ended in

30.06.2020 30.06.2019

 
 
 
 
NOTE 9 - GAINS OR LOSSES ON FINANCIAL ASSETS AND LIABILITIES HELD FOR TRADING 
 
The breakdown of this caption is as follows:  

(in thousands of Euros)

Gains Losses Total Gains Losses Total

Securities
Bonds and other fixed income securities

Issued by government and public entities  8 462  16 109 ( 7 647)  23 079  5 563  17 516 

Financial Derivatives
Foreign exchange rate contracts  61 626  43 063  18 563  16 698  20 378 ( 3 680)

Interest rate contracts  312 339  396 258 ( 83 919)  267 997  345 024 ( 77 027)

Equity / Index contracts  55 022  54 502   520  62 103  61 748   355 

Credit default contracts   23   22   1  77 975  78 346 (  371)

Other   637   32   605  3 245  1 221  2 024 

 438 109  509 986 ( 71 877)  451 097  512 280 ( 61 183)

Six month period ended in

30.06.2020 30.06.2019

 
 
In accordance with the accounting policy described in Note 2.5, financial instruments are initially recorded at fair value. It is deemed 
that the best evidence of the fair value of the instrument at inception is the transaction price. However, in certain circumstances, the 
fair value of a financial instrument at inception, determined based on valuation techniques, may differ from the transaction price, 
namely due to the existence of an intermediation fee, originating a day one profit. 
 
The Group recognizes in its income statement the gains arising from the intermediation fee (day one profit), which is generated, 
primarily, through currency and derivative financial product intermediation, given that the fair value of these instruments, both at 
inception and subsequently, is determined based solely on observable market data and reflects the Group’s access to the 
(wholesale market). 
 
As at 30 June 2020, the gains recognised in the income statement arising from intermediation fees, which are essentially related to 
foreign exchange transactions, amounted to approximately Euro 2 640 thousand (30 June 2019: Euro 1 527 thousand). 
 
 
NOTE 10 - GAINS OR LOSSES ON FINANCIAL ASSETS MANDATORILY AT FAIR VALUE THROUGH PROFITS OR LOSS 
AND GAINS OR LOSSES ON FINANCIAL ASSETS AND LIABILITIES DESIGNATED AT FAIR VALUE THROUGH PROFIT 
AND LOSS 
 
The breakdown of this caption is as follows:  
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(in thousands of Euros)

Gains Losses Total Gains Losses Total

Gains or losses on financial assets mandatorily 
at fair value through profit or loss

Securities
Bonds and other fixed income securities

Issued by other entities   1  14 412 ( 14 411)   353   50   303 

Shares  15 127  114 011 ( 98 884)  28 105  2 410  25 695 

Other variable income securities  1 500  183 080 ( 181 580)  12 047  54 099 ( 42 052)

 16 628  311 503 ( 294 875)  40 505  56 559 ( 16 054)

Gains or losses on financial assets and liabilities designated 
at fair value through profit and loss

Securities
Bonds and other fixed income securities

Issued by other entities -   7 (  7) -   84 (  84)

-   7 (  7) -   84 (  84)

 16 628  311 510 ( 294 882)  40 505  56 643 ( 16 138)

30.06.2020 30.06.2019

 
 
As at 30 June 2020, gains or losses on financial assets mandatorily at fair value through profit or loss – securities, shares and other 
variable income securities, include a loss of Euro 260.6 million, resulting from the completion of an independent valuation to the 
restructuring funds. These funds are “level 3” assets in accordance with the fair value hierarchy of IFRS 13 (quotes provided by 
third parties whose parameters used are not observable in the market). NOVO BANCO requested an independent assessment 
from an international consulting firm in conjunction with real estate consulting firms. This work resulted in a market value of Euro 
557.2 million for the total investment held in these assets (see Note 22), which led to a loss of Euro -260.6 million in the first half of 
2020. This assessment included assumptions for the valuation of assets in the funds, a haircut at the fund level based on 
comparable parameters in quoted funds and an assessment of the potential evolution of the fund during 2020. Given that this is an 
estimate, the NOVO BANCO Group will continue to monitor this area as the impact of the Covid-19 pandemic on the Portuguese 
economy becomes clearer. 
 
 
 
NOTE 11 – GAINS OR LOSSES FROM HEDGE ACCOUNTING 
 
The breakdown of this caption is as follows: 

(in thousands of Euros)

Gains Losses Total Gains Losses Total

Instrumentos financeiros derivadosFair value changes of hedging instruments
Interest rate contracts  25 249  45 877 ( 20 628)  10 884  38 251 ( 27 367)

Instrumentos financeiros derivadosFair value changes of hedging item attributable to hedged risk  27 363  17 683  9 680  27 515  8 202  19 313 

 52 612  63 560 ( 10 948)  38 399  46 453 ( 8 054)

Compensations for hedging operations interruptions (see Note 14)   835 -   835   54 -   54 

Amount net of compensations  53 447  63 560 ( 10 113)  38 453  46 453 ( 8 000)

Six month period ended in

30.06.2020 30.06.2019

 
 
 
 
NOTE 12 – EXCHANGE DIFFERENCES 
 
The breakdown of this caption is as follows: 

(in thousands of Euros)

30.06.2020 30.06.2019

Gains Losses Total Gains Losses Total

Foreign exchange revaluation  520 847  536 483 ( 15 636)  403 602  381 146  22 456 

 520 847  536 483 ( 15 636)  403 602  381 146  22 456 

Six month period ended in

 
 
This caption includes the results arising from the foreign currency revaluation of monetary assets and liabilities denominated in 
foreign currency in accordance with the accounting policy described in Note 2.3. 
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NOTE 13 – GAINS OR LOSSES ON DERECOGNITION OF NON-FINANCIAL ASSETS 
 
The breakdown of this caption is as follows: 

(in thousands of Euros)

30.06.2020 30.06.2019

Real Estate (  662)  3 959 

Equipment (  275) (  493)

Other   874  1 139 

(  63)  4 604 

Six month period ended in

 
 
 
 
NOTE 14 – OTHER OPERATING INCOME AND OTHER OPERATING EXPENSES 
 
The breakdown of these captions is as follows: 

(in thousands of Euros)

30.06.2020 30.06.2019

Other operating income
Gains / (losses) on recoveries of loans  15 223  15 668 

Non Current Consultancy Services   154  1 128 

Income of Funds and real estate companies  12 973  16 037 

Gains on the acquisition of debt issued by the Group (see Note 31)   7  1 994 

Gains on investment properties revaluation (see Note 26)  6 831  50 488 

Other income  15 990  7 815 

 51 178  93 130 

Other operating expenses
Direct and indirect taxes ( 3 243) ( 3 312)

Banking levy ( 27 439) ( 27 143)

Membership subscriptions and donations ( 1 045) (  901)

Expenses of Funds and real estate companies ( 5 464) ( 6 394)

Charges with Supervisory entities ( 1 289) ( 1 284)

Losses on investments properties revaluation (see Note 26) ( 44 314) ( 129 780)

Other expenses ( 11 463) ( 21 433)

( 94 257) ( 190 247)
Other operating income / (expenses) ( 43 079) ( 97 117)

Six month period ended in

 
 
As of June 30, 2020, the amount received relating to compensation for interruption of hedging operations, included in other income, 
amounts to Euro 835 thousand (see Note 11) (30 June 2019: Euro 54 thousand). 
 
 
NOTE 15 – STAFF EXPENSES 
 
The breakdown of these captions is as follows: 

(in thousands of euros)

30.06.2020 30.06.2019

Wages and salaries  96 192  100 956 

Remuneration  95 899  100 498 

Long-term service / Career bonuses (see Note 16)   293   458 

Mandatory social charges  30 154  30 321 

Costs with post-employment benefits (see Note 16)   197   7 

Other costs  2 651  2 126 

 129 194  133 410 

Six month period ended in

 
 
The provisions and costs related to the restructuring process are presented in Note 32. 
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As at 30 June 2020 and 2019, the number of employees of NOVO BANCO Group has the following breakdown: 
 

30.06.2020 30.06.2019

Novo Banco employees  4 420  4 539 

Employees of Group's subsidiaries   435   454 

Total employees of the Group  4 855  4 993 
 

 
 
 
NOTE 16 – EMPLOYEE BENEFITS 
 
Pension and health-care benefits 
 
In compliance with the Collective Labour Agreement (ACT) for the banking sector established with the unions, the Bank undertook 
the commitment to grant its employees, or their families, pensions on retirement, disability and survival. These payments consist of 
a percentage that increases in accordance with the years of service, applied to each year’s negotiated salary table for the active 
workforce. 
 
Banking employees also receive health-care benefits through a specific Social-Medical Assistance Service (SAMS), managed by 
the respective Union, having the Group made (until February 2017) annual contributions to SAMS amounting to 6.50% of the total 
annual remuneration of the active employees, including, amongst others, the holiday subsidy and Christmas subsidy. The 
measurement and recognition of the Group’s liability with post-retirement health-care benefits is similar to the measurement and 
recognition of the pension liability. These benefits are covered by the Pension Fund, which currently covers all liabilities with 
pensions and health-care benefits. 
 
Arising from the signature of the new Collective Labour Agreement (ACT) on 5 July 2016, published in Labour Bulletin (Boletim do 
Trabalho) No. 29, of 8 August 2016, the Group’s contributions to SAMS as from 1 February 2017, correspond to a fixed amount (as 
per Annex VI of the new ACT) for each employee, 14 times a year.  
 
For employees hired until 31 December 2008, the retirement pension and the disability, survival and death pensions consecrated 
under the ACT, as well as the liabilities for health-care benefits (SAMS), are covered by a closed pension fund, managed by GNB – 
Sociedade Gestora de Fundos de Pensões, S.A.. 
 
Protection of employees in the event of maternity, paternity and adoption, as well as old age, is covered by the General Social 
Security Regime, given that with the publication of Decree-Law No. 1-A/2011, of 3 January, all banking employees who were 
beneficiaries of “CAFEB – Caixa de Abono de Família dos Empregados Bancários” were integrated in the General Social Security 
Regime as from 1 January 2011. 
 
Employees hired after 31 December 2008 are covered by the Portuguese General Social Security Regime. 
 
Retirement pensions of banking employees integrated in the General Social Security Regime within the scope of the 2nd tripartite 
agreement continue to be calculated in accordance with the provisions of the ACT and other conventions; however, banking 
employees are entitled to receive a pension under the General Regime that considers the number of years of contributions under 
that regime. The Banks are responsible for the difference between the pension determined in accordance with the provisions of the 
ACT and that which the banking employees are entitled to receive from the General Social Security Regime. 
 
The contribution rate is 26.6%, 23.6% paid by the employer and 3% paid by the employees on the behalf of Caixa de Abono de 
Família dos Empregados Bancários (CAFEB), abolished by said Decree-law. In consequence of this change, pension entitlements 
of active employees are to be covered on the terms defined under the General Social Security Regime, for the length of their 
employment between 1 January 2011 and their retirement date. The differential required to make up the pension guaranteed under 
the ACT is paid by the Banks. 
 
At the end of financial year 2011 and pursuant to the 3rd tripartite agreement, it was decided to transfer, definitively and irreversibly, 
to the General Social Security Regime all the banks’ liabilities with pensions in payment to retirees and pensioners that were in that 
condition as at 31 December 2011 at constant values (0% discount rate) for the component foreseen in the “Instrumento de 
Regulação Coletiva de Trabalho” (IRCT) applicable to banking employees, including the eventualities of death, disability and 
survival. The liabilities relating to the updating of pension amounts, pension benefits other than those to be borne by Social 
Security, health-care contributions to SAMS, death allowances and deferred survivor’s pensions will remain under the banks’ 
responsibility, with the corresponding funding being met through the respective pension funds. 
 
The agreement further established that the financial institutions’ pension fund assets relating to the part allocated to the satisfaction 
responsibilities for those pensions, be transferred to the State. 
 
According to the deliberation of the Board of Directors of Bank of Portugal of 3 August 2014 (8 p.m.), considering the resolution by 
the same Board of Directors of 11 August 2014 (5 p.m.), and the additional clarifications contained in the deliberation of the Board 
of Directors of Bank of Portugal, of 11 February 2015, it was clarified that the BES responsibilities not transferred to NOVO BANCO 
relate to the retirement and survival pensions and complementary retirement and survival pensions of the Directors of BES who 
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had been members of its Executive Committee, as defined in BES’s Articles of Association and BES’s General Assembly 
Regulations to which the Articles of Association refer, not having, therefore, been transferred to NOVO BANCO, without prejudice 
to the transfer of the responsibilities relating exclusively to the employment contracts with BES. 
 
Given the aforementioned, liabilities arising exclusively from the employment contracts with BES were transferred to NOVO 
BANCO. Considering the foregoing, only the pension fund liabilities arising from the Complementary Executive Committee Plan 
were split, with a part (described above) remaining in BES, with the other part being transferred to NOVO BANCO, together with 
the Pension Fund’s liabilities relating to the Base Plan and the Complementary Plan. 
 
To quantify the amounts relating to the split of the Pension Fund assets allocated to the liabilities that remained in BES, following 
the decision of Bank of Portugal of 11 February 2015, from those that were transferred to NOVO BANCO, the assets existing on 3 
August 2014 were split in proportion to the liabilities calculated on the same date, allocated to each of the groups of former 
participants and beneficiaries allocated to each of the entities. The split performed on these terms will result, on 3 August 2014, in a 
level of funding of the Complementary Plan of the Executive Commission that is equal for each of the associates of the Fund 
(NOVO BANCO and BES). 
 
However, up to the present date, the formalization of the effective splitting of the liabilities / assets of BES and NB has not yet 
occurred, with both formally continuing to be members of the same Pension Fund, currently designated Fundo de Pensões NB. 
 
On 1 June 2016, an amendment was made to Fundo de Pensões NB´s constitutive contract, where the complementary plan 
became a defined contribution instead of a defined benefit plan. Considering this, and in accordance with IAS 19, this plan´s 
responsibilities and assets are net of the amounts presented for the defined benefit plans. 
 
The key actuarial assumptions used to calculate retirement pension and health-care liabilities are identical and are as follows: 

Assumptions Actual Assumptions Actual

Actuarial Assumptions

    Projected rate of return on plan assets 1.35% -2.13% 1.35% 6.82%

    Discount rate 1.35% - 1.35% -

    Pension increase rate 0.25% -0.32% 0.25% 0.49%

    Salary increase rate 0.50% 1.21% 0.50% 1.20%

    Mortality table men

    Mortality table women TV 88/90-2 years TV 88/90-2 years

30.06.2020 31.12.2019

TV 88/90 TV 88/90

 
 
Disability decreases are not considered in the calculation of the liabilities. The determination of the discount rate as at 30 June 
2020 and 31 December 2019 was based on: (i) the evolution of the main indices for high quality corporate bonds and (ii) the 
duration of the liabilities.  
 
The application of IAS 19 in terms of liabilities and coverage levels as at 30 June 2020 and 31 December 2019 is as follows: 
 

(in thousands of Euros)

Assets / (liabilities) recognized in the balance sheet

Total liabilities (1 849 011) (1 848 930)
    Pensioners (1 277 472) (1 287 349)

    Employees ( 571 539) ( 561 581)

Coverage
    Fair value of plan assets 1 694 144 1 695 857

Net assets / (liabilities) in the balance sheet (See Notes 29 and 33) ( 154 867) ( 153 073)

Accumulated actuarial deviations recognized in other comprehensive income  685 498  599 454

30.06.2020 31.12.2019

 
 
According to the policy defined in Note 2.15 - Employee Benefits, the Group calculates liabilities for pensions and actuarial gains 
and losses half-yearly and evaluates at each balance sheet date and for each plan separately, the recoverability of the excess of 
the respective pension liabilities. 
 
In the first half of 2020, the net balance sheet value includes Euro 32.9 million (31 December 2019: Euro 30.4 million) related to 
NOVO BANCO’s share of the deficit of the complementary plan CE. With respect to the base and complementary net liabilities as 
at 31 December 2019, the Group has made the contribution in early 2020. 
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The evolution of the actuarial gains and losses in the balance sheet can be analysed as follows: 
(in thousand of Euros)

30.06.2020 31.12.2019

Accumulated actuarial losses recognized in other comprehensive income at the beginning of the period  599 454  492 177 
Actuarial (gains) / losses in the period:

    - Changes in assumptions

    - Financial -  125 523 

    - Plan assets return (excluding net of interests)  86 459 ( 18 189)

Other (  415) (  57)

Accumulated actuarial losses recognized in other comprehensive income at the end of the period  685 498  599 454 
 

 
Retirement and health benefit costs for the six-month periods ended 30 June 2020 and 2019 can be analysed as follows:  

(in thousand of Euros)

30.06.2020 30.06.2019

Current service cost   197   7 

Net interest  2 278  1 321 

Cost with post-employment benefits  2 475  1 328 

Six month period ended in

 
 
In the first half of 2020, the value of early retirements amounted to Euro 8.6 million (30 June 2019: Euro 5.0 million), which are 
related to the Group’s restructuring process, and as such, were recognised against the restructuring provision (see Note 32). 
 
 
Career bonuses 
 
As at 30 June 2020, the liabilities assumed by the Group amounted to Euro 7 266 thousand, corresponding to the liabilities for past 
services subjacent to the career bonuses, as described in Note 2.15 – Employee benefits (31 December 2019: Euro 7 106 
thousand) (see Note 33). 
 
As at 30 June 2020, the costs recognised with career bonuses were Euro 293 thousand (30 June 2019: Euro 458 thousand) (see 
Note 15). 
 
 
 
NOTE 17 – OTHER ADMINISTRATIVE EXPENSES 
 
The breakdown of this caption is as follows: 

(in thousands of Euros)

30.06.2020 30.06.2019

Rentals  1 667  2 612 

Advertising  3 940  5 847 

Communication  6 528  7 620 

Maintenance and repairs expenses  4 559  4 761 

Travelling and representation  1 475  1 954 

Transportation of valuables  2 374  2 136 

Insurance  1 670  1 742 

IT services  23 580  23 171 

Independent work  1 385  2 500 

Temporary work   676   694 

Electronic payment systems  5 673  5 425 

Legal costs  3 713  5 523 

Consultancy and audit fees  10 327  9 742 

Water, energy and fuel  1 841  2 701 

Consumables   907   987 

Other costs  13 231  15 237 

 83 546  92 652 

Six month period ended in

 
 
The caption Other costs includes, amongst others, specialised service costs incurred with security and surveillance, information 
services, training and sundry external supplies. 
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NOTE 18 - CONTRIBUTIONS TO RESOLUTION FUNDS AND DEPOSIT GUARANTEE SCHEMES 
 
This caption on June 30, 2020 and 2019 is analyzed as follows: 

(In thousands of Euros)

30.06.2020 30.06.2019

Contribution to Single Resolution Fund  22 266  22 469 

Contribution to Portuguese Resolution Fund  12 743  12 196 

Contribution to Deposit Guarantee Fund   39   42 

 35 048  34 707 

Six month period ended in

  
 
 
 
NOTE 19 – EARNINGS PER SHARE 
 
Basic earnings per share 
The basic earnings per share are calculated dividing the net profit attributable to the shareholders of the Bank by the weighted 
average number of ordinary shares in circulation during the financial year /period. 

(In thousands of Euros)

30.06.2020 30.06.2019

Net consolidated profit / (loss) attributable to shareholder of the Bank ( 555 303) ( 400 108)

Weighted average number of common shares outstanding (thousands) 9 800 000 9 800 000 

Basic earnings per share attributable to shareholders of NOVO BANCO (in Euros) (0,06) (0,04)

Basic earnings per share from continuing activities attributable to shareholders of NOVO BANCO (in Euros) (0,06) (0,04)

Six month period ended in

 
 
Diluted earnings per share  

 
The diluted earnings per share are calculated considering the net profit attributable to the shareholders of the Bank and the 
weighted average number of ordinary shares in circulation, adjusted for the effects of all potential dilutive ordinary shares.  
 
The diluted earnings per share do not differ from the basic earnings per share, since there are no dilutive effects. 
 
 
 
NOTE 20 – CASH, CASH BALANCES AT CENTRAL BANKS AND OTHER DEMAND DEPOSITS 
 
As at 30 June 2020 and 31 December 2019, this caption is analysed as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

Cash   135 473   179 220 

Demand deposits with Central Banks
Bank of Portugal  2 499 380  1 387 250 

Other Central Banks   27 225   21 658 

 2 526 605  1 408 908 

Deposits in other credit institutions in the country
Repayable on demand   17 974  12 303 

Uncollected checks   40 148  51 437 

 58 122  63 740 

Deposits with Banks abroad
Repayable on demand   178 080  175 761 

Other deposits   38 984  26 452 

 217 064  202 213 

 2 937 264  1 854 081 
 

 
The caption Demand Deposits with Bank of Portugal includes mandatory deposits to comply with the minimum legal cash reserve 
requirements in an amount of Euro 259.7 million (31 December 2019: Euro 246.8 million). According to the European Central Bank 
Regulation (EU) No. 1358/2011, of 14 December 2011, minimum cash requirements of demand deposits with Bank of Portugal are 
interest-bearing and correspond to 1% of the deposits and debt certificates maturing in less than 2 years, after excluding from these 



 

 

      
  Notes to the Interim Condensed Consolidated Financial Statements of 1st half 2020 98  

the deposits of institutions subject to the European System of Central Banks minimum reserve requirements. As at 30 June 2020, 
the average interest rate on these deposits was null (31 December 2019: null). 
 
Compliance with minimum cash requirements, for a given observation period, is monitored taking into account the average amount 
of the deposits with Bank of Portugal over said period. The balance of the account with Bank of Portugal as at 30 June 2020 was 
included in the observation period running from 10 June 2020 to 21 July 2020. 
 
Checks to be collected on credit institutions at home and abroad were sent for collection within the first business days following the 
reference dates. 
 
 
 
 
NOTE 21 – FINANCIAL ASSETS AND LIABILITIES HELD FOR TRADING 
 
As at 30 June 2020 and 31 December 2019, this caption is analysed as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

Financial assets held for trading
Securities

Bonds and other fixed income securities

Issued by other entities   233 388  254 848 

 233 388  254 848 
Derivatives

Derivatives held for trading with positive fair value   429 515  419 791 

Fair value option derivatives with positive fair value   81 943  74 093 

 511 458  493 884 
  744 846   748 732 

Financial liabilities held for trading
Derivatives

Derivatives held for trading with negative fair value   591 569  544 825 

  591 569   544 825 
 

 
Securities held for trading 
 
In accordance with the accounting policy described in Note 2.5, securities held for trading are those acquired to be traded in the 
short-term regardless of their maturity.  
 
A breakdown of the securities held for trading, by fair value hierarchy, is presented in Note 40. 
 
 
Derivatives 
 
As at 30 June 2020 and 31 December 2019, this caption is analysed as follows: 

(in thousands of Euros)

Asset Liability Asset Liability
Derivatives held for negotiation

Foreign exchange rate contracts 1 917 073  54 475  40 612 2 006 014  34 540  33 953 

Interest rate contracts 7 620 252  355 207  536 914 7 902 439  352 939  501 689 

Equity / Index contracts  840 417  19 832  14 013  863 976  32 311  9 141 

Credit default contracts  2 883   1   30  2 883   1   42 

Fair value option derivatives
Interest rate contracts  171 369  81 943 -  171 371  74 093 - 

  511 458   591 569   493 884   544 825 

30.06.2020 31.12.2019

Notional Fair value Notional Fair value

 
 
Fair value option derivatives include instruments designed to manage the risk associated with certain financial assets and liabilities 
designated at fair value through profit or loss, in accordance with the accounting policy described in Notes 2.4 and 2.7, and which 
the Group has not designated for hedge accounting. 
 
The Group calculates the Credit Valuation Adjustment (CVA) for derivative instruments in accordance with the following 
methodology: (i) Portfolio basis – the calculation of the CVA corresponds to the application, to the aggregate exposure of each 
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counterpart, of an expected loss and a recovery rate, considering the average duration period estimated for each exposure; (ii) 
Individual basis – the calculation of the CVA on an individual basis is based on the determination of the exposure using stochastic 
methods (Expected Positive Exposure) which translates into the calculation of the expected fair value exposure that each derivative 
is likely to assume over its remaining life. Subsequently, are applied to the exposure determined, an expected loss and a recovery 
rate. 
 
In the first half of 2020, the Group recognized a gain of Euro 604 thousand related to the CVA of derivative instruments (30 June 
2019: gain of Euro 1 754 thousand). 
 
Credit Support Annex (CSA) 
NOVO BANCO has several contracts negotiated with counterparts with which it trades derivatives on the Over-the-counter market. 
The CSAs take the form of collateral agreements established between two parties negotiating over-the-counter derivatives with 
each other, with the main objective of providing protection against credit risk, defining for that purpose rules regarding collateral. 
Derivative transactions are regulated by the International Swaps and Derivatives Association (ISDA) and have minimum risk margin 
that may change according to the ratings of the parties.  
 
 
 
NOTE 22 – FINANCIAL ASSETS MANDATORILY AT FAIR VALUE THROUGH PROFIT OR LOSS, DESIGNATED AT FAIR 
VALUE THROUGH PROFIT OR LOSS, AT FAIR VALUE THROUGH OTHER COMPREHENSIVE INCOME AND AT 
AMORTISED COST 
 
As at 30 June 2020 and 31 December 2019, this caption is analysed as follows: 

(in thousands of Euros)

Mandatorily at fair 
value through 
profit and loss

Fair value 
through other 

comprehensive 
income

Amortised cost Fair value 
changes * Total

Securities  1 057 867  7 983 879  2 255 636    502  11 297 884 

Loans and advances to Banks - -   344 116 -   344 116 

Loans and advances to customers - -  25 485 177   68 551  25 553 728 

 1 057 867  7 983 879  28 084 929   69 053  37 195 728 
* Fair value changes of the elements covered by the interest rate hedge portfolio (see Note 23)

30.06.2020

 
 

(in thousands of Euros)

Mandatorily at fair 
value through 
profit and loss

Fair value 
through other 

comprehensive 
income

Amortised cost Fair value 
changes * Total

Securities  1 314 742  8 849 896  1 622 545 -  11 787 183 

Loans and advances to Banks - -   369 228 -   369 228 

Loans and advances to customers - -  25 149 687   52 540  25 202 227 

 1 314 742  8 849 896  27 141 460   52 540  37 358 638 
* Fair value changes of the elements covered by the interest rate hedge portfolio (see Note 23)

31.12.2019
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Securities  
 
As at 30 June 2020 and 31 December 2019, the detail of securities portfolio is as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

Securities mandatorily at fair value through profit or loss

Bonds and other fixed income securities

From other issuers  169 492  57 590 

Shares  431 055  603 851 

Other securities with variable income  457 320  653 301 

1 057 867 1 314 742 

Securities at fair value through other comprehensive income

Bonds and other fixed income securities

From public issuers 6 305 386 7 108 022 

From other issuers 1 606 215 1 661 538 

Shares  72 277  80 334 

Other variable income securities   1   2 

7 983 879 8 849 896 
Securities at amortised cost

Bonds and other fixed income securities

From public issuers  444 065  459 260 

From other issuers 1 972 263 1 322 059 

Impairment ( 160 692) ( 158 774)

2 255 636 1 622 545 

Corrections due to Interest Rate Risk Coverage Operations *   502 - 

11 297 884 11 787 183 
* See note 23  

 
The securities mandatorily accounted at fair value through profit or loss include the participation units held by the Group in 
Restructuring Funds, which are accounted for in accordance with the accounting policy described in Note 2.5, based on the net 
book value disclosed by the Management Companies, which may be adjusted according to information, analyzes or independent 
evaluations deemed necessary to determine its fair value, in response to guidelines from the European Central Bank. 
 
In the first half of 2020, NOVO BANCO completed the independent assessment of the restructuring funds. These funds are “level 3” 
assets in accordance with the fair value hierarchy of IFRS 13 (quotes provided by third parties whose parameters used are not 
observable in the market). NOVO BANCO requested an independent assessment from an international consulting firm in 
conjunction with real estate consulting firms. This work resulted in a market value of Euro 557.2 million for the total investment held 
in these assets, which led to a loss of Euro -260.6 million in the first half of 2020 recorded in the caption “Gains or losses on 
financial assets mandatorily at fair value through profit or loss” (see Note 10). This assessment included assumptions for the 
valuation of assets in the funds, a haircut at the fund level based on comparable parameters in quoted funds and an assessment of 
the potential evolution of the fund during 2020. Given that this is an estimate, the NOVO BANCO Group will continue to monitor this 
area as the impact of the Covid-19 pandemic on the Portuguese economy becomes clearer. 
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As at 30 June 2020 and 31 December 2019, the detail of the fair value securities through other comprehensive income is as 
follows: 
 

(in thousands of Euros)

Positive Negative

Bonds and other fixed income securities
From public issuers 6 035 623  270 154 (  391) 6 305 386 ( 3 960)

Residents 2 689 091  109 908 (  391) 2 798 608 ( 1 809)

Non residents 3 346 532  160 246 - 3 506 778 ( 2 151)

From other issuers 1 527 158  86 824 ( 7 767) 1 606 215 (  707)
Residents  33 210  9 285 -  42 495 (  7)

Non residents 1 493 948  77 539 ( 7 767) 1 563 720 (  700)

Shares  469 720  24 560 ( 422 003)  72 277 - 
Residents  364 453  18 128 ( 327 144)  55 437 - 

Non residents  105 267  6 432 ( 94 859)  16 840 - 

Other securities with variable income   2   1 (  2)   1 - 
Residents   2 - (  2) - - 

Non residents -   1 -   1 - 

Balance as at 30 June 2020 8 032 503  381 539 ( 430 163) 7 983 879 ( 4 667)

(1) Acquisition cost referring to shares and other equity instruments and amortized cost for debt securities.

Cost (1)
Fair value reserve Balance 

sheet value
Impairment 

reserves

 
 
 

(in thousands of Euros)

Positive Negative

Bonds and other fixed income securities
From public issuers 6 781 109  327 605 (  692) 7 108 022 ( 4 527)

Residents 3 201 240  162 006 (  490) 3 362 756 ( 2 158)

Non residents 3 579 869  165 599 (  202) 3 745 266 ( 2 369)
From other issuers 1 575 607  87 363 ( 1 432) 1 661 538 ( 1 029)

Residents  33 212  20 711 -  53 923 (  8)
Non residents 1 542 395  66 652 ( 1 432) 1 607 615 ( 1 021)

Shares  480 591  25 771 ( 426 028)  80 334 - 
Residents  375 391  24 590 ( 335 217)  64 764 - 

Non residents  105 200  1 181 ( 90 811)  15 570 - 

Other securities with variable income   2   2 (  2)   2 - 
Residents   2 - (  2) - - 

Non residents -   2 -   2 - 

Balance as at 31 December 2019 8 837 309  440 741 ( 428 154) 8 849 896 ( 5 556)
(1) Acquisition cost referring to shares and other equity instruments and amortized cost for debt securities.

Impairment 
reservesCost (1)

Fair value reserve Balance 
sheet value
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The movements in the impairment reserves in fair value securities through other comprehensive income are presented as follows: 

(in thousands of Euros)

Stage 1 Stage 2 Stage 3 Total

Balance as at 31 December 2018   1 191    22 -   1 213 

Increases due to changes in credit risk   1 459 - -   1 459 

Decreases due to changes in credit risk (  1 109) - - (  1 109)

Utilization during the period (   52) - - (   52)

Other movements    21 (   22) - (   1)

Balance as at 30 June 2019   1 510 - -   1 510 

Increases due to changes in credit risk   4 774 - -   4 774 

Decreases due to changes in credit risk (   620) (   18) - (   638)

Utilization during the period (   85) - - (   85)

Other movements (   23)    18 - (   5)

Balance as at 31 December 2019   5 556 - -   5 556 

Increases due to changes in credit risk   1 291    38 -   1 329 

Decreases due to changes in credit risk (  2 018) - - (  2 018)

Utilization during the period (   181) - - (   181)

Other movements (   25)    6 - (   19)

Balance as at 30 June 2020   4 623    44 -   4 667 

Impairment movement of securities at fair value
through other comprehensive income

 
 
 
During the first half of 2020, the Group sold Euro 1 179.4 million of financial instruments classified at fair value through other 
comprehensive income (31 December 2019: Euro 3 761.0 million), with a gain of Euro 83.1 million (31 December 2019: gain of 
Euro 67.8 million), recorded in the income statement, from the sale of debt instruments and a loss of Euro 10.5 million that were 
transferred from revaluation reserves to reserves associated with sales (31 December 2019: loss of Euro 4.5 million).  
 
Changes in impairment losses on amortised cost securities are as follows: 

(in thousands of Euros)

Stage 1 Stage 2 Stage 3 Total

Balance as at 31 December 2018   2 233   57 623   134 930   194 786 

Derecognised financial assets - - (  3 424) (  3 424)

Increases due to changes in credit risk   5 040   318 275    56   323 371 

Decreases due to changes in credit risk (  4 982) (  320 009) (  3 393) (  328 384)

Utilization during the period - - - - 

Other movements    107 (   84)    8    31 

Balance as at 30 June 2019   2 398   55 805   128 177   186 380 

Increases due to changes in credit risk   3 172   320 647   6 560   330 379 

Decreases due to changes in credit risk (  3 226) (  322 517) (  4 297) (  330 040)

Utilization during the period - (   1) (  28 019) (  28 020)

Other movements (   48)    122    1    75 

Balance as at 31 December 2019   2 296   54 056   102 422   158 774 

Increases due to changes in credit risk   4 554   328 412    23   332 989 

Decreases due to changes in credit risk (  3 835) (  324 437) (  2 785) (  331 057)

Utilization during the period - (   1) - (   1)

Other movements (   13) - - (   13)

Balance as at 30 June 2020   3 002   58 030   99 660   160 692 

Impairment movement of securities at amortised cost

 
 
In accordance with the accounting policy mentioned on Note 2.5, the Group regularly evaluate if there is any objective evidence of 
impairment in its securities portfolio at a fair value through other comprehensive income based on the judgement criteria mentioned 
on Note 3.1. 
 
The detail of the securities portfolio by fair value hierarchy is presented in Note 40. 
 
The portfolio securities pledged by the Group are analysed in Note 36. 
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Loans and advances to Banks 
 
As at 30 June 2020 and 31 December 2019, the detail of Loans and advances to Banks is as follows: 

(in thousands of Euros)

Loans and advances to Banks in Portugal
Very short-term placements -  8 902 

Deposits   6 590  9 342 

Loans   20 301  34 013 

Other loans and advances    3   3 

 26 894  52 260 
Loans and advances to Banks abroad

Deposits   10 548  10 850 

Loans    331  1 645 

Operations with reverse repurchase agreements    4 - 

Other loans and advances   384 154  381 561 

 395 037  394 056 

 421 931  446 316 

Impairment losses (  77 815) ( 77 088)

 344 116  369 228 

30.06.2020 31.12.2019

 
 
Investments in credit institutions are all recorded in the amortised cost portfolio. 
 
Changes in impairment losses on loans and advances to Banks are presented as follows: 

(in thousands of Euros)

Stage 1 Stage 2 Stage 3 Total

Balance as at 31 December 2018    170   75 143    427   75 740 

Increases due to changes in credit risk    198   1 349 -   1 547 

Decreases due to changes in credit risk (   230) (  1 443) - (  1 673)

Other movements (   19)    455    1    437 

Balance as at 30 June 2019    119   75 504    428   76 051 

Increases due to changes in credit risk    208   1 403 -   1 611 

Decreases due to changes in credit risk (   4) (  1 516) - (  1 520)

Utilization during the period - (   22) - (   22)

Other movements (   5)    972    1    968 

Balance as at 31 December 2019    318   76 341    429   77 088 

Increases due to changes in credit risk    132   1 847 -   1 979 

Decreases due to changes in credit risk (   140) (  1 359) (   11) (  1 510)

Other movements    1    248    9    258 

Balance as at 30 June 2020    311   77 077    427   77 815 

Loans and advances to Banks
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Loans and advances to customers 
 
As at 30 June 2020 and 31 December 2019, the detail of loans and advances to customers is presented as follows: 

(in thousands of Euros)

Domestic loans and advances
Corporate

Current account loans 1 350 210 1 408 191 

Loans 9 076 389 8 436 268 

Discounted bills  92 811  121 203 

Factoring  534 882  710 493 

Overdrafts   538  3 061 

Financial leases 1 459 222 1 523 091 

Other loans and advances  18 319  29 617 

Individuals

Residential Mortgage loans 9 051 751 9 102 659 

Consumer credit and other loans 1 115 822 1 178 338 

22 699 944 22 512 921 

Foreign loans and advances
Corporate

Current account loans  858 820  667 842 

Loans 1 217 171 1 068 336 

Discounted bills  10 428  21 206 

Factoring  86 905  138 292 

Overdrafts  11 282  39 158 

Financial leases  37 212  37 422 

Other loans and advances   1   1 

Individuals

Residential Mortgage loans 1 105 258 1 085 701 

Consumer credit and other loans  300 791  321 114 

3 627 868 3 379 072 

Overdue loans and advances and interests
Under 90 days  30 569  26 695 

Over 90 days 1 008 616 1 083 494 

1 039 185 1 110 189 

27 366 997 27 002 182 

Impairment losses (1 881 820) (1 852 495)

25 485 177 25 149 687 

Fair value adjustaments of interest rate hedges *
Corporate

Loans  17 849  14 390 

Individuals

Residential Mortgage loans  50 702  38 150 

 68 551  52 540 

25 553 728 25 202 227 
* See Note 23

30.06.2020 31.12.2019

 
  
During the year of 2019, a sale of a portfolio of non-performing loans (called “NATA II”) was carried out, and the impact of this 
operation on the balance sheet resulted in a reduction in net loans and advances to customers of 141.9 million euros (1 180.7 
million euros in gross value and 1 038.8 million euros in impairment), and the impact on results was a loss of 79.7 million euros 
(see Note 42). 
 
Loans to customers are all recorded in the amortised cost portfolio. 
 
As at 30 June 2020, the amount of loans and advances to customers (net of impairment) includes the amount of Euro 1 528.1 
million (31 December 2019: Euro 1 608.7 million), related to securitization operations in which, according to the accounting policy 
referred to in Note 2.2, structured entities are consolidated by the Group (see Notes 1 and 39). The liabilities associated with these 
securitization operations were recognized as Debt Securities (see Note 31). 
 
As at 30 June 2020, the caption Loans and advances to customers include Euro 6 071.4 million of mortgage loans related to the 
issuance of mortgage bonds (31 December 2019: Euro 6 076.8 million) (see Note 31). 
 
As at 30 June 2020, the amount of interest and commissions recorded in the balance sheet relating to credit operations amounts to 
Euro 40 489 thousand (31 December 2019: Euro 26 343 thousand).  
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Changes in credit impairment losses are presented as follows: 
 

(in thousands of Euros)

Stage 1 Stage 2 Stage 3 Total

Balance as at 31 December 2018   265 353   110 355  3 582 214  3 957 922 

Financial assets derecognised - (   2) (  3 324) (  3 326)

Increases due to changes in credit risk   2 569   49 997   198 819   251 385 

Decreases due to changes in credit risk (  9 896) (  7 825) (  67 004) (  84 725)

Utilization during the period (   24) (   202) (  406 862) (  407 088)

Other movements (  216 377) (  5 740)   255 851   33 734 

Balance as at 30 June 2019   41 625   146 583  3 559 694  3 747 902 

Financial assets derecognised (  1 050) (   11) ( 1 052 393) ( 1 053 454)

Increases due to changes in credit risk   134 913   56 613   506 633   698 159 

Decreases due to changes in credit risk (  146 180) (  24 156) (  66 966) (  237 302)

Utilization during the period (   25) (   220) ( 1 302 709) ( 1 302 954)

Other movements   24 662 (  39 034)   14 516    144 

Balance as at 31 December 2019   53 945   139 775  1 658 775  1 852 495 

Financial assets derecognised (   2) - (  153 828) (  153 830)

Increases due to changes in credit risk   10 160   122 602   198 223   330 985 

Decreases due to changes in credit risk (  14 277) (  14 046) (  13 167) (  41 490)

Utilization during the period (   15) (   83) (  112 566) (  112 664)

Other movements   13 481 (  2 396) (  4 761)   6 324 

Balance as at 30 June 2020   63 292   245 852  1 572 676  1 881 820 

Impairment movements of loans and advances to customers 

 
 
During the first half of 2020, the credit risk impairments were additionally reinforced by Euro 138.3 million, with the updated 
information in the IFRS 9 models, anticipating the losses related to the Covid-19 pandemic. 
 
 
 
NOTE 23 – DERIVATIVES – HEDGE ACCOUNTING AND FAIR VALUE CHANGES OF THE HEDGED ITEMS 
 
At 30 June 2020 and 31 December 2019, the fair value of the hedging derivatives is analysed as follows: 
 

(in thousands of Euros)

30.06.2020 31.12.2019

Hedging derivatives
Assets  8 014  7 452 

Liabilities ( 77 477) ( 58 855)

( 69 463) ( 51 403)

Fair value component of the assets and liabilities hedged for interest rate risk
Financial assets

Securities (see Note 22)   502 - 

Loans and advances to customers (see Nota 22)  68 551  52 540 

 69 053  52 540 
 

 
Changes in the fair value of the hedged assets and liabilities mentioned above and of the respective hedging derivatives are 
recognised in the income statement in the caption Gains and losses from hedge accounting. 
 
As at 30 June 2020, the ineffective portion of the fair value hedging operations resulted in a cost of Euro 2.2 million that was 
recognised in the income statement (30 June 2019: cost of Euro 1.8 million). The Group periodically evaluates the effectiveness of 
the hedges. 
 
Following the ECB communication to the Banks considered to be systemic in the country they operate, on the measures adopted / 
to be adopted to face the discontinuation of the IBOR's market benchmarks and the future use of risk-free interest rates, the Group 
has been carrying out several simulations of all balance sheet and derivative operations indexed to market rates, as well as its 
valuation and risk analysis processes, based on the scenario in which: 

•  on 2 October 2019, the ECB launched the new risk-free interest rate, €STR, which is lower than EONIA by 8.5 basis 
points and being disclosed in T+1; 

•  from 3 October 2019 to 3 January 2022, the EONIA changed its calculation to €STR plus 8.5 basis points and disclosed 
by EMMI also in T+1. From 3 January 2022, EONIA would be discontinued; 
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•  the valuations of derivative instruments cleared in Central Counterparties (CCP, Central Counterparties) started to be 
determined based on the €STR curve as of 25 July 2020; 

•  the valuations of derivative instruments with bilateral counterparties would now be determined based on the €STR curve 
after review of the collateral contracts (ISDA-CSA), running until 2021; 

•  instruments subject to hedge accounting would be discounted to the €STR curve, provided that there is no contractual 
impediment; 

•  Euribor could be discontinued as of the beginning of 2024; 

•  Libors would cease from the beginning of 2022. 
 
Thus, from 27 June 2020, the Group changed the discount curve of its positions in the CCP from EUR OIS to €STR, as well as 
some positions in hedge accounting, not expecting significant impacts on the operating account. 
 
Given the uncertainties that remain regarding the indexes that can replace EURIBOR and remaining IBOR’s, the Group will 
continue to follow the theme of the reform of the indexes and monitor their impacts. 
 
 
 
NOTE 24 – INVESTMENTS IN SUBSIDIARIES, JOINT VENTURES AND ASSOCIATES 
 
Investments in subsidiaries, joint ventures and associates are presented as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019 30.06.2020 31.12.2019 30.06.2020 31.12.2019 30.06.2020 30.06.2019

LOCARENT   2 967   2 967 50.00% 50.00%   20 907   19 612    364    649 

LINEAS - CONCESSÕES DE TRANSPORTES   146 769   146 769 40.00% 40.00%   61 786   61 786 - - 

EDENRED   4 984   4 984 50.00% 50.00%   1 855   1 992    222    43 

UNICRE  a)   11 497   11 497 17.50% 17.50%   24 391   24 640    309   1 321 

Other   29 020   28 381   21 043   20 915 (   509) (  1 068)

  195 237   194 598   129 982   128 945    386    945 
Impairment (  37 422) (  36 317)

  92 560   92 628 
a) Although the Group's shareholding is less than 20%, this entity was consolidated under the equity method as that the Group exercises significant influence over its activities.

Acquisition cost Economic interest Book value Profit / loss attributable to 
the Group

 
 
The movements in impairment losses for investments in associates are presented as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019 30.06.2019

Balance at the beginning of the period  36 317  35 623  36 650 
Charges  1 211   1 - 

Reversals (  106)   697 ( 1 031)

Foreign exchange differences - (  4)   4 

Balance at the end of the period  37 422  36 317  35 623 

Six month period ended in
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NOTE 25 – TANGIBLE FIXED ASSETS 
 
This caption as at 30 June 2020 and 31 December 2019 is analysed as follows:  
 

(in thousands of Euros)

30.06.2020 31.12.2019

Real estate properties
For own use  207 621  207 553 

Improvements in leasehold properties  139 579  139 257 

Assets under right-of-use  59 091  60 531 

 406 291  407 341 
Equipment

Computer equipment  107 668  110 371 

Fixtures  58 128  58 243 

Furniture  70 717  71 061 

Security equipment  24 697  24 829 

Office equipment  8 245  8 230 

Transport equipment   602   640 

Assets under right-of-use  10 022  5 952 

Other   488  1 195 

 280 567  280 521 

 686 858  687 862 
Work in progress

Improvements in leasehold properties -   22 

Real estate properties   82   67 

Equipment   1   6 

Other   362 - 

  445   95 

 687 303  687 957 

Accumulated impairment ( 10 609) ( 10 609)

Accumulated depreciation ( 500 550) ( 488 940)

 176 144  188 408 
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The changes in this caption were as follows: 

(in thousands of Euros)

Real estate 
properties Equipment Other Work in 

progress Total

Acquisition cost
Balance at 31 December  2018   347 224   286 815 -   1 942   635 981 

Acquisitions    195   2 115 -    113   2 423 

Disposals / write-offs (   184) (  8 245) - - (  8 429)

Reclassifications    455    370 - (   825) - 

IFRS 16 transition impact   66 644   4 461 - -   71 105 

Foreign exchange differences and other    513 (   821) - (   1) (   309)

Balance as at 30 June 2019   414 847   284 695 -   1 229   700 771 
Acquisitions   8 035   9 256 -    245   17 536 

Disposals / write-offs (  20 060) (  14 389) - - (  34 449)

Reclassifications    36    580 - (  1 380) (   764)

Foreign exchange differences and other   4 483    379 - -   4 862 

Other movements - - -    1    1 

Balance at 31 December 2019   407 341   280 521 -    95   687 957 
Acquisitions    971   4 391 -    447   5 809 

Disposals / write-offs (  2 155) (  5 349) - - (  7 504)

Reclassifications    91    6 - (   97) - 

Foreign exchange differences and other    43    998 - -   1 041 

Balance as at 30 June 2020   406 291   280 567 -    445   687 303 

Depreciation
Balance at 31 December  2018   225 713   257 043    122 -   482 878 

Depreciation   10 632   5 886 - -   16 518 

Disposals / write-offs (   184) (  8 242) - - (  8 426)

Foreign exchange differences and other    1 (   998) (   106) - (  1 103)

Balance as at 30 June 2019   236 162   253 689    16 -   489 867 
Depreciation   9 910   5 981    1 -   15 892 

Disposals / write-offs (  5 814) (  13 050) - - (  18 864)

Reclassifications (   210) (   74) - - (   284)

Foreign exchange differences and other   1 084   1 139    106 -   2 329 

Balance at 31 December 2019   241 132   247 685    123 -   488 940 
Depreciation   9 625   6 367 - -   15 992 

Disposals / write-offs (   612) (  5 302) - - (  5 914)

Reclassifications (   31) - - - (   31)

Foreign exchange differences and other   1 570 (   4) (   3) -   1 563 

Balance as at 30 June 2020   251 684   248 746    120 -   500 550 

Impairment
Balance at 31 December  2018   10 609 - - -   10 609 

Balance as at 30 June 2019   10 609 - - -   10 609 
Balance at 31 December 2019   10 609 - - -   10 609 
Balance as at 30 June 2020   10 609 - - -   10 609 

Net balance at 30 June 2020   143 998   31 821 (   120)    445   176 144 

Net balance at 31 December 2019   155 600   32 836 (   123)    95   188 408 

Net balance at 30 June 2019   168 076   31 006 (   16)   1 229   200 295  
 
 
 
 
NOTE 26 – INVESTMENT PROPERTIES 
 
The movement in the caption Investment properties is presented as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019 30.06.2019

Balance at the beginning of the period  700 744  871 853 1 098 071 
Changes in consolidation perimeter  -  9 455  -

Sales ( 62 339) ( 51 795) ( 145 263)

Improvements  6 946  -  -

Changes in fair value ( 37 483) ( 136 827) ( 79 292)

Other (  13)  8 058 ( 1 663)

Balance at the end of the period  607 855  700 744  871 853 

Six month period ended in

 
 
According to the accounting policy described in Note 2.23, the book value of investment properties is the fair value of the 
properties, as determined by a registered and independent appraiser with a recognised professional qualification and experience in 
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the geographical location and category of the property being valued. For the purposes of determining the fair value of these assets, 
generally accepted criteria and methodologies are used, which integrate analyses by the income method and the market method, 
corresponding to level 3 of the fair value hierarchy (see Note 40). 
 
Investment properties comprise some assets held by Funds and Real Estate firms, and include commercial properties leased for 
revenue and properties held for valuation. Most of the lease contracts have no specific tenor, enabling the lessee to cancel it at any 
time. However, for a small number of these commercial properties leased to third parties there is a non-cancelling clause for 
approximately 10 years. Subsequent leases are negotiated with the lessee. 
 
In the first half of 2020, the decrease in the fair value of investment properties of Euro 37.5 million (30 June 2019: reduction of Euro 
79.2 million) (see Note 14), and the rental income from investment properties of Euro 7.5 million (30 June 2019: Euro 7.2 million) 
are recognised in Other operating income and expenses. 
 
Given the uncertainty related to the estimate of assets fair value, the NOVO BANCO Group will continue to monitor this area as the 
impact of the Covid-19 pandemic on the Portuguese economy becomes clearer. 
 
 
NOTE 27 – INTANGIBLE ASSETS 
 
This caption as at 30 June 2020 and 31 December 2019, is analyzed as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

Goodwill   13 907   13 908 
Internally developed

Software - Automatic data processing system   69 408   69 408 

Other    1    1 

Acquired from third parties
Software - Automatic data processing system   373 328   371 533 

Other    4    4 

  442 741   440 946 
Work in progress   27 000   17 464 

  483 648   472 318 
Accumulated amortization (  433 361) (  432 032)

Impairment losses (  13 907) (  13 908)

  36 380   26 378 
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The changes in this caption were as follows: 

(in thousands of Euros)

Goodwill and 
Value In Force Software Work in 

progress Total

Acquisition cost
Balance as at 31 December 2018   251 004   442 494   2 618   696 116 

Acquisitions

Acquired from third parties -    602   5 349   5 951 

Disposals / write-offs - (  7 460) - (  7 460)

Foreign exchange differences and other (  2 460) (  1 996) - (  4 456)

Balance as at 30 June 2019   248 544   433 640   7 967   690 151 
Acquisitions

Acquired from third parties -   2 819   17 669   20 488 

Disposals / write-offs (  234 575)    2 - (  234 573)

Transfers -   4 467 (  8 172) (  3 705)

Foreign exchange differences and other (   61)    18 - (   43)

Balance as at 31 December 2019   13 908   440 946   17 464   472 318 
Acquisitions

Acquired from third parties -   1 796   9 536   11 332 

Foreign exchange differences and other (   1) (   1) - (   2)

Balance as at 30 June 2020   13 907   442 741   27 000   483 648 

Amortizations
Balance as at 31 December 2018 -   440 130 -   440 130 

Amortization for the period -    511 -    511 

Disposals / write-offs - (  7 460) - (  7 460)

Foreign exchange differences and other - (  1 892) - (  1 892)

Balance as at 30 June 2019 -   431 289 -   431 289 
Amortization for the period -    743 -    743 

Balance as at 31 December 2019 -   432 032 -   432 032 
Amortization for the period -   1 330 -   1 330 

Foreign exchange differences and other - (   1) - (   1)

Balance as at 30 June 2020 -   433 361 -   433 361 

Impairment
Balance as at 31 December 2018   250 561 - -   250 561 

Impairment losses    443 - -    443 

Foreign exchange changes and other (  2 460) - - (  2 460)

Balance as at 30 June 2019   248 544 - -   248 544 
Reversals of impairment losses (  234 575) - - (  234 575)

Foreign exchange changes and other (   61) - - (   61)

Balance as at 31 December 2019   13 908 - -   13 908 
Foreign exchange changes and other (   1) - - (   1)

Balance as at 30 June 2020   13 907 - -   13 907 

Net balance at 30 June 2020 -   9 380   27 000   36 380 

Net balance at 31 December 2019 -   8 914   17 464   26 378 

Net balance at 30 June 2019 -   2 351   7 967   10 318  
 
Goodwill is recognized in accordance with the accounting policy described in Note 2.2, is analyzed as follows: 
 

(in thousands of Euros)

30.06.2020 31.12.2019

Subsidiaries
Imbassaí 13 526 13 526 

Other  381  382 

13 907 13 908 

Impairment losses
Imbassaí (13 526) (13 526)

Other ( 381) ( 382)

(13 907) (13 908)

- - 
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NOTE 28 – INCOME TAXES 
 
NOVO BANCO and its subsidiaries and associated companies located in Portugal are subject, individually, to taxation in 
accordance with the Corporate Income Tax (IRC) Code. As a result, deferred taxes are recorded depending on the temporary 
differences between accounting and tax income relevant for IRC purposes, whenever such temporary differences are to be 
reverted in the future. 
 
The income taxes correspond to the value determined of taxable income (if applicable) of the period, using the overall Corporate 
Income Tax (IRC) at the general rate of 21% and autonomous taxations. 
 
Corporate income taxes (current or deferred) are recognised in the income statement except when the underlying transactions or 
items to which they are related have been reflected under equity captions (e.g. revaluation of financial assets at a fair value through 
other comprehensive income). In these situations, the corresponding tax is also charged to equity, not affecting the net profit / (loss) 
for the year. 
 
Deferred taxes are calculated based on the tax rates expected to be in force at the temporary differences’ reversal date, which 
correspond to the rates enacted or substantively enacted at the balance sheet date. 
 
Thus, at 30 June 2020 the deferred tax related to temporary differences was determined based on an aggregate rate of 31%, 
resulting from the sum of the general IRC rate (21%), the Municipal Surcharge of 1.5% and an average rate of State Surcharge of 
8.5%. 
 
On 4th September 2019, Law No. 98/2019 was published, which amended the IRC Code on the tax treatment of credit institutions' 
impairments, creating rules applicable to impairment losses recorded in the tax periods beginning before 1 January 2019, not yet 
accepted for tax purposes. This Law established a transition period for the aforementioned tax regime, which allows taxpayers in 
the five tax periods beginning on or after 1 January 2019, to continue to apply the tax regime in force before publication of this law, 
except if they perform the exercise of opt in until the end of October of each tax period of the adaptation regime. 
 
The IRC payment declarations are subject to inspection and possible adjustment by the Tax Authorities for a period of four years or 
during the period in which it is possible to deduct tax losses or tax credits (up to a maximum of twelve years, depending on the year 
of determination). Thus, possible additional tax assessments may take place due essentially to different interpretations of tax 
legislation. However, Management believes that, in the context of the consolidated financial statements, there will be no additional 
charges of significant value. 
 
On 30 June 2020 and 31 December 2019, NOVO BANCO Group recorded deferred tax assets associated with impairments not 
accepted for tax purposes for credit operations, which have already been written off, considering the expectation that these will 
contribute to a taxable profit in the periods taxation in which the conditions required for tax deductibility are met. 
 
Pursuant to Law No. 55-A/2010, of 31 December, a Bank Levy was established, which is levied on the average annual liabilities 
recorded on the balance sheet net of own funds and of deposits covered by the guarantee of the Deposit Guarantee Fund and on 
the notional amount of derivative financial instruments. The Bank Levy is not eligible as a tax cost, and the respective regime has 
been extended. As at 30 June 2020, NOVO BANCO Group recognised Banking Levy charges as a cost in the amount of Euro 27 
159 thousand (31 December 2019: Euro 27 091 thousand). The cost recognised as at 30 June 2020 has been calculated and paid 
based on the maximum rate of 0.110% levied on the average annual liabilities recorded on the balance sheet, net of own funds and 
deposits covered by the guarantee of the Deposit Guarantee Fund, approved by Law No. 7-A/2016, of 30 March and by Ordinance 
No. 165-A/2016, of 14 June.  
 
The deferred tax assets and liabilities recognized in the balance sheet as at 30 June 2020 and 31 December 2019 may be 
analysed as follows: 
 

(in thousands of Euros)

Assets Liabilities Assets Liabilities

Current tax   2 003   15 819   1 628   11 873 
Corporate tax recoverable    624   9 012    802   7 865 

Other   1 379   6 807    826   4 008 

Deferred tax   792 092   4 816   898 467   6 107 
  794 095   20 635   900 095   17 980 

30.06.2020 31.12.2019
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The deferred tax assets and liabilities recognized in the balance sheet in this period are as follows: 
(in thousands of Euros)

Assets Liabilities Net
30.06.2020 31.12.2019 30.06.2020 31.12.2019 30.06.2020 31.12.2019

Financial instruments  56 895  54 531 ( 117 657) ( 137 302) ( 60 762) ( 82 771)

Impairment losses on loans and advances to customers  786 105  906 917 - -  786 105  906 917 

Other tangible assets - - ( 8 290) ( 8 377) ( 8 290) ( 8 377)

Provisions  42 726  48 560 - -  42 726  48 560 

Pensions  26 837  27 375 - -  26 837  27 375 

Long-term service bonuses   25   23 - -   25   23 

Other  4 303  5 364 ( 4 419) ( 5 493) (  116) (  129)

Tax losses carried forward   751   762 - -   751   762 

Deferred tax asset / (liability)  917 642 1 043 532 ( 130 366) ( 151 172)  787 276  892 360 

Asset / liability set-off for deferred tax purposes ( 125 550) ( 145 065)  125 550  145 065 - - 

Net Deferred tax asset / (liability)  792 092  898 467 ( 4 816) ( 6 107)  787 276  892 360  
 
Deferred tax assets are recognised to the extent it is probable that taxable profits will be available allowing for the utilization of the 
deductible temporary differences. The Group has evaluated the recoverability of the deferred tax assets considering its 
expectations of future taxable profits until 2024. The recoverable deferred tax assets covered by the Special Regime applicable to 
Deferred Tax Assets is not dependent on the generation of future taxable income. 
 
The assessment of the recoverability of the deferred tax assets is made annually. With reference to 31 December 2019, exercise 
was made based on the business plan for the period 2019-2022. This evaluation led the Bank to the annulment of deferred tax 
assets generated by tax losses recognized in previous years in the amount of Euro 138 030 thousand during the last quarter of 
2019. 
 
The reduction in the Group´s capacity to recover the deferred tax assets generated from tax liabilities, which was the reason for the 
abovementioned write down at the end of 2019, when compared to the amount estimated by the Executive Board of Directors at 
the end of 2018, is due, with the commitments between the Portuguese State and Directorate-General for Competition of the 
European Commission (“DGCOMP”), reviewed upon the partial sale of NOVO BANCO concluded by the end of October 2017 and 
formally announced to the Bank in December 2017, and due to a higher level of conservatism on the Portuguese macroeconomic 
projections for the medium and long term, bearing in mind the challenges and difficulties faced by NOVO BANCO, as well as the 
current expectations for the reference rates in the medium term, in particular after the measures announced by the ECB in the 
Summer of 2019. 
 
The plan incorporates also a greater focus on reducing non-performing assets, reflecting the requirements and commitments the 
bank faces in the regulatory framework of the European Union, something that also contribute to this less favourable evolution. 
 
In the evaluation of the expectation of future taxable income generation in Portugal for the purposes of the above recovery 
exercise, the following assumptions were also considered:  
 

• Growth of pre-tax income at a rate of 2.62% from 2022;  

• Significantly unfavourable evolution of net interest income in relation to the projections presented in the previous Medium-
term Plan (PMP), mainly due to the effect of the reduction in the interest rate benchmarks, according to the current 
macroeconomic estimates; 

• Reduction of operating costs, reflecting the favourable effect of the decreases in the number of employees and branches 
and, generally, of the simplification and increased process efficiency; and  

• Increase in credit impairment in line with the evolution of the Group's activity and based on the macroeconomic 
projections, especially bearing in mind the significant effort made in the last years in the provisioning of the loan portfolio.  
 

Special Regime applicable to Deferred Tax Assets 
 
During 2014, NOVO BANCO adhered to the Special Regime applicable to deferred tax assets, after a favourable decision of the 
Shareholders General Meeting. 
 
The Special Regime applicable to Deferred Tax Assets approved by Law No. 61/2014, of 26 August, covers deferred tax assets 
resulting from non-deduction of expenses and negative equity changes related to impairment losses on credit and with post-
employment or long-term employee benefits. 
 
The changes to the mentioned above regime, introduced by Law No. 23/2016, of August 19, limited the temporal application of the 
above mentioned negative expenses and equity variations, accounted for in the tax periods beginning on or after 1January 2016, 
as well as the associated deferred taxes. Thus, the deferred taxes covered by this special regime correspond only to expenses and 
negative equity variations calculated up to 31 December 2015. 
 
Deferred tax assets covered by the above mentioned regime are convertible into tax credits when the taxpayer records a negative 
net result in the respective tax period, or in case of liquidation by voluntary dissolution or insolvency decreed by court decision. 
 
To convert to a tax credit (other than by liquidation or insolvency), a special reserve should be created for the amount of the 
respective tax credit increased by 10%. The exercise of conversion rights results in the capital increase of the taxable person by 
incorporation of the special reserve and issuance of new common shares. This special reserve may not be distributed. 
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Deferred tax assets recorded by the Group and considered eligible the special regime at 30 June 2020 and 31 December 2019, are 
as follows: 
 

(in thousands of euros)

30.06.2020 31.12.2019

Credit impairment  389 528  516 616 

Employees' benefits   252   268 

 389 780  516 884 
 

 
Following the determination of a negative net income for the years between 2015 and 2019, the deferred tax assets converted or 
estimated to be converted by reference to the deferred tax assets eligible at the balance sheet date are as follows:  
 

(in thousands of Euros)

2019 2018 2017 2016 2015

Tax credit  118 572  161 974  136 403  99 474  153 555 

 
 
As a result of Law No. 61/2014, the amount of deferred tax assets to be converted into a tax credit and the constitution of the 
special reserve shall be subject to certification by a statutory auditor, as well as to confirmation by the Tax and Customs Authority, 
within the scope of the review procedures for the assessment of the taxable income for the relevant tax periods. 
 
 
NOTE 29 – OTHER ASSETS 
 
As at 30 June 2020 and 31 December 2019, the caption Other assets is analysed as follows: 
 

(in thousands of Euros)

30.06.2020 31.12.2019

Collateral deposits placed  841 983  807 810 

Derivative products  678 865  631 994 

Collateral CLEARNET, VISA and EBA  33 275  33 175 

Collateral deposits relating to reinsurance operations  128 897  141 697 

Other collateral deposits   947   944 

Recoverable government subsidies on mortgage loans  5 186  4 663 

Public sector  568 746  459 752 

Contingent Capital Agreement  175 763 1 037 013 

Other debtors  456 082  611 802 

Income receivable  19 171  36 319 

Deferred costs  55 186  56 910 

Retirement pensions and health-care benefits (see Note 16)   6 - 

Precious metals, numismatics, medal collection and other liquid assets  9 761  9 555 

Real estate properties a)
 945 823  977 465 

Equipment 
a)

 3 334  3 130 

Stock exchange transactions pending settlement  17 106 - 

Other assets  193 528  138 881 

3 291 675 4 143 300 

Impairment losses

Real estate properties a) ( 542 669) ( 542 589)

Equipment a) ( 2 338) ( 2 404)

Other debtors - Shareholder loans, supplementary capital contributions ( 126 618) ( 126 452)

Other ( 83 702) ( 93 363)

( 755 327) ( 764 808)

2 536 348 3 378 492 

a) Real estate properties and equipment received in settlement of loans and discontinued  
 
The caption Collateral deposits placed includes, amongst others, deposits made by the Group as collateral in order to celebrate 
certain derivative contracts on organised markets (margin accounts) and on over the counter markets (Credit Support Annex – 
CSA).  
 
At 30 June 2020, the caption Other debtors includes, amongst others: 

• Euro 14.7 million in shareholder loans and supplementary capital contributions granted to entities within the scope of the 
Group’s venture capital business which are entirely provisioned (31 December 2019: Euro 14.7 million, entirely provisioned); 
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• Euro 111.6 million of shareholder loans and supplementary capital contributions resulting from the assignment of loans and 
advances which are entirely provisioned (31 December 2019: Euro 111.6 million, entirely provisioned),  

• Euro 108.2 million receivable relation to the sale operation of non-performing loans (Project NATA I: Euro 58.0 million and 
NATA II: Euro 50.2 million) (31 December 2019: Euro 135.9 million relating to NATA I and Euro 110.8 million relating to NATA 
II) (see Note 42); 

• Euro 80.0 million receivable in relation to the sale operation of real estate assets in 2018 (denominated “Viriato Project”) (31 
December 2019: Euro 89.6 million);  

• Euro 18.1 million receivable in relation to the sale operation of real estate assets in 2019 (denominated “Sertorius Project”) (31 
December 2019: Euro 29.0 million); and 

• Euro 1.4 million receivable in relation to the sale operation of real estate assets and non-performing loans in the Spanish 
Branch in 2019 (denominated “Albatros Project”) (31 December 2019: Euro 36.2 million). 

 
As at 30 June 2020, the caption Deferred costs includes the amount of Euro 42 522 thousand (31 December 2019: Euro 43 836 
thousand) related to the difference between the nominal amount of the loans and advances granted to Group employees under the 
Collective Labour Agreement (ACT) for the banking sector and their respective fair value at grant date, calculated in accordance 
with IFRS 9. This amount is charged to the income statement under staff costs over the lower of the remaining period to the 
maturity of the loan granted and the estimated remaining years of service life of the employee. 
 
The captions of Real estate properties and Equipment relate to foreclosed assets through the recovery of loans and advances and 
to discontinued facilities, for which the Group has the objective of immediate sale.  
 
The Group implemented a plan aimed at the immediate sale of all real estate property recorded in Other assets, continuing its 
efforts to meet the sales program established, of which we highlight the following (i) the existence of a web site specifically aimed at 
the sale of real estate properties; (ii) the development and participation in real estate events both in Portugal and abroad; (iii) the 
establishment of protocols with several real estate agents; and (iv) the regular sponsorship of auctions. Despite its intention to sell 
these assets, the Group regularly requests the Bank of Portugal’s authorization, under article 114 of RGICSF, to extend the period 
the Group has to hold foreclosed assets. 
 
Stock exchange transactions pending settlement refer to transactions of securities, recorded at the trade date and pending 
settlement, in accordance with the accounting policy described in Note 2.5. 
 
In the first half of 2019, the Group recorded impacts related to the sale of a portfolio of real estate assets (Project Sertorius) and to 
a sale of a portfolio of non-performing loans and real estate assets (Project Albatros). The details of these operations can be found 
in Note 42. 
 
During the first half of 2020, a net impairment amount of Euro 19.0 million was booked (30 June 2019: Euro 241.1 million). Given 
the uncertainty related to this estimate, the Bank will continue to monitor this area as the impact of the Covid-19 pandemic on the 
Portuguese economy becomes clearer. 
 
The changes occurred in impairment losses are presented as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019 30.06.2019

Balance at the beginning of the period  764 808 1 005 111  866 348 
Allocation for the period  21 928  92 973  216 599 

Utilisation during the period ( 18 710) ( 294 969) ( 75 372)

Write-back for the period ( 2 947) ( 25 800) ( 2 459)

Foreign exchange differences and other ( 9 752) ( 12 507) (  5)

Balance at the end of the period  755 327  764 808 1 005 111 

Six month period ended in

 
 
 
 
NOTE 30 – NON-CURRENT ASSETS AND DISPOSAL GROUPS FOR SALE CLASSIFIED AS HELD FOR SALE AND 
LIABILITIES INCLUDED IN DISPOSAL GROUPS CLASSIFIED AS HELD FOR SALE 
 
Under IFRS 5 - Non-current assets held for sale and discontinued operations, a group of directly associated assets and liabilities 
are reclassified for discontinued operations if their balance sheet value is recoverable through a sale transaction, which must be 
ready for immediate sale. 
 
This category includes the subsidiaries and associated companies in the Group's consolidation perimeter, but which the Bank 
intends to sell and are actively in the process of selling with the net value of assets and liabilities measured at the lower of book 
value or fair value net of costs to sell. 
 
The breakdown of Non-current assets and liabilities held for sale and discontinued operations on 30 June 2020 and 31 December 
2019, net of consolidation adjustments, is as follows: 
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(in thousands of Euros)

30.06.2020 31.12.2019

Ativos de operações descontinuadasAssets of discontinued operations
International Investment Bank, S.A. (former BICV)   1 299   1 299 

Banco Well Link (former NB Ásia)   2 078   4 121 

GNB – International Management, S.A.   4 133 - 

Banco Delle Tre Venezie   9 633   9 633 

Económico FI   3 060   3 060 

Greendraive    880    856 

NOVO AF   1 811   2 770 

GNB Seguros   9 714   8 209 

ESEGUR   14 596   14 499 

Multipessoal   2 641   2 641 

Nueva Pescanova   1 469   1 470 

  51 314   48 558 
Perdas por imparidadeImpairment losses

Banco Delle Tre Venezie (  7 333) (  7 333)

Económico FI (   114) (   114)

Greendraive (   880) (   856)

ESEGUR (  3 014) - 

(  11 341) (  8 303)

  39 973   40 255 

Passivos de operações descontinuadasLiabilities of discontinued operations
Greendraive   3 633    982 

Novo AF    908    960 

GNB – International Management, S.A.    511 - 

  5 052   1 942 
 

 
The results of discontinued operations at 30 June 2020 and 31 December 2019 are as follows: 

(in thousands of Euros)

30.06.2020 30.06.2019

Profit / (loss) generated by discontinued operations
Greendraive (   806) (   761)

NOVO AF    237    61 

GNB Seguros   1 700   1 533 

ESEGUR    97    224 

Multipessoal -    201 

GNB IM (   440) - 

   788   1 258 
 

 
The impairment movement for non-current Assets and Liabilities for disposal classified as held for sale is as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019 30.06.2019

Balance at the beginning of the period  8 303  272 987  217 559 

Allocation / reversals for the period  3 038 ( 50 025)  55 428 

Utilizations - ( 214 658) - 

Exchange differences and other - (  1) - 

Balance at the end of the period  11 341  8 303  272 987 

Six month period ended in

 
 
During 2019, the associates GNB Seguros, Esegur, Multipessoal and Novo AF were transferred to non-current assets held for sale 
because they are in active sale processes with the objective of their sale in the short term. 
 
Gama Life (former GNB Vida) 
As consequence of the commitments made between the Portuguese State and European Commission Competition Authority 
communicated to the Group by the end of 2017, after the completion of Bank’s sale process, the group launched in 2017 an 
organized sale process of 100% of the share capital of GNB Vida. Therefore, this entity was considered as a discontinued 
operation on 31 December 2017. On 12 September 2018, the Group entered into a purchase and sale agreement of the entire 
share capital of GNB Vida, with Bankers Insurance Holdings, S.A., a company of the Global Bankers Insurance Group, LLC. The 
derecognition of this investment occurred in September 2019, after obtaining the necessary regulatory authorizations (see Note 
42). 
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NOTE 31 – FINANCIAL LIABILITIES DESIGNATED AT FAIR VALUE THROUGH PROFIT OR LOSS AND FINANCIAL 
LIABILITIES MEASURED AT AMORTISED COST 
 
This caption as at 30 June 2020 and 31 December 2019 is analysed as follows: 

(in thousands of Euros)

Fair value 
through profit 

and loss

Measured at 
amortised cost

Fair value 
changes * Total

Deposits from Banks -  9 339 096 -  9 339 096 

Due to customers -  29 175 889 -  29 175 889 

Debt securities issued, subordinated debt and liabilities associated to transferred 

assets
  91 329  1 084 038 -  1 175 367 

Other financial liabilities -   406 730 -   406 730 

  91 329  40 005 753 -  40 097 082 
* Fair value changes of the elements covered by the interest rate hedge portfolio 

30.06.2020

 
 

(in thousands of Euros)

Fair value 
through profit 

and loss

Measured at 
amortised cost

Fair value 
changes * Total

Deposits from Banks -  9 849 623 -  9 849 623 

Due to customers -  28 400 127 -  28 400 127 

Debt securities issued, subordinated debt and liabilities associated to transferred 

assets
  102 012  1 065 211 -  1 167 223 

Other financial liabilities -   358 688 -   358 688 

  102 012  39 673 649 -  39 775 661 
* Fair value changes of the elements covered by the interest rate hedge portfolio 

31.12.2019

 
 
 
Deposits from Banks 
 
The balance of Deposits from banks is composed, as to its nature, as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

Deposits from Central Banks
From the European System of Central Banks

Deposits   18 580  36 176 

Other funds  6 354 000 6 087 000 

6 372 580 6 123 176 

6 372 580 6 123 176 

Deposits from credit institutions
Domestic

Deposits   130 730   105 183 

Other funds   33 491   12 827 

 164 221  118 010 
Foreign

Deposits   686 377   780 583 

Loans   612 248   634 557 

Operations with repurchase agreements  1 483 134  2 168 488 

Other resources   20 536   24 809 

2 802 295 3 608 437 

2 966 516 3 726 447 

9 339 096 9 849 623 
 

 
As at 30 June 2020, the caption Other funds from the European System of Central Banks includes Euro 6 354 million, covered by 
Group financial assets pledged as collateral (31 December 2019: Euro 6 087 million) (see Note 36). 
 
The balance of the caption Repurchase agreements operations corresponds to the sale of securities with purchasing agreement 
(repos), recorded in accordance with the accounting policy mentioned in Note 2.6. 
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Regarding the financing operations from the European Central Bank (ECB), the ECB introduced an interest rate benefit on 
financing operations obtained under the third series of long-term refinancing operations (TLTRO III), which is being deducted from 
financing costs on a linear basis for accounting purposes, in accordance with IAS 20. 
 
 
Due to costumers 
 
The balance of Due to costumers is composed, as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

Repayable on demand
Demand deposits  13 474 653  12 159 032 

Time deposits
Time deposits  10 507 669  11 307 364 

Other    170    262 

 10 507 839  11 307 626 
Savings accounts
Retirement saving accounts   241 147   244 009 

Other  4 690 204  4 494 220 

 4 931 351  4 738 229 

Other funds
   Other   262 046   195 240 

  262 046   195 240 

29 175 889 28 400 127 
 

 
 
Debt Securities issued, subordinated debt and financial liabilities associated to transferred assets 
 
This caption has the following breakdown: 
 

(in thousands of Euros)

30.06.2020 31.12.2019
Fair value 

through profit 
and loss

Measured at 
amortised cost Total

Fair value 
through profit 

and loss

Measured at 
amortised cost Total

Debt securities issued
Euro Medium Term Notes (EMTN)  91 329  565 130  656 459  102 012  559 837  661 849 

Bonds -  42 350  42 350 -  45 855  45 855 

 91 329  607 480  698 809  102 012  605 692  707 704 
Subordinated debt

Bonds -  432 107  432 107 -  415 069  415 069 

Financial liabilities associated to transferred assets
Asset lending operations -  44 451  44 451 -  44 450  44 450 

 91 329 1 084 038 1 175 367  102 012 1 065 211 1 167 223 
 

 
Under the Covered Bonds Program (“Programa de Emissão de Obrigações Hipotecárias”), which has a maximum amount of Euro 
10 000 million, the Group issued covered bonds which, on 30 June 2020, amount to Euro 5 500 million (31 December 2019: Euro 
5 500 million), being these covered bonds totally repurchased by the Group. The main characteristics of the outstanding issues as 
at 30 June 2020 and 31 December 2019 are as follows: 
 

(in thousands of Euros)

Moody's DBRS

NB 2015 SR.1    1 000 000 - 07/10/2015 07/10/2021 Quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.2    1 000 000 - 07/10/2015 07/10/2024 Quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.3    1 000 000 - 07/10/2015 07/10/2020 Quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.4     700 000 - 07/10/2015 07/10/2022 Quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.5     500 000 - 22/12/2016 22/12/2023 Quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2019 SR.6   750 000 - 10/12/2019 10/06/2023 Quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2019 SR.7   550 000 - 10/12/2019 10/12/2024 Quarterly Euribor 3 months + 0.25% XDUB A2 A

 5 500 000 - 

30.06.2020

Designation
Nominal value 
(in thousands 

of Euros)

Carrying book 
value (in 

thousands of 
Euros)

Issue date Maturity date Interest 
payment Interest Rate Market

Rating
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(in thousands of Euros)

Moody's DBRS

NB 2015 SR.1    1 000 000 - 07/10/2015 07/10/2021 Quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.2    1 000 000 - 07/10/2015 07/10/2024 Quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.3    1 000 000 - 07/10/2015 07/10/2020 Quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.4     700 000 - 07/10/2015 07/10/2022 Quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.5     500 000 - 22/12/2016 22/12/2023 Quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2019 SR.6   750 000 - 10/12/2019 10/06/2023 Quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2019 SR.7   550 000 - 10/12/2019 10/12/2024 Quarterly Euribor 3 months + 0.25% XDUB A2 A

 5 500 000 - 

31.12.2019

Designation
Nominal value 
(in thousands 

of Euros)

Carrying book 
value (in 

thousands of 
Euros)

Issue date Maturity date Interest 
payment Interest Rate Market

Rating

 
 
These covered bonds are guaranteed by a cover asset pool, comprising mortgage and other assets, segregated in NOVO BANCO 
Group’s accounts as autonomous patrimony and over which the holders of the relevant covered debt securities have a special 
creditor privilege. The conditions of the covered debt securities issues are framed in Decree-Law No. 59/2006, and in Notices No. 
5, 6, 7 and 8 and Instruction No. 13 of Bank of Portugal. 
 
As at 30 June 2020, the assets that collateralize these covered debt securities amount to Euro 6 071.4 million (31 December 2019: 
Euro 6 076.8 million) (see Note 22). 
 
The changes in the first half of 2020 and 2019 in Debt securities issued, subordinated debt and financial liabilities associated to 
transferred assets was as follows: 

(in thousands of Euros)

Balance as 
at  

31.12.2019
Issues Redemptions LME Net 

purchases
Other 

movements a)
Balance as 

at 30.06.2020

Debt securities issued
Euro Medium Term Notes (EMTN)  661 849 - - - (   281) ( 5 109)  656 459 

Bonds  45 855 - (  3 539) -    1   33  42 350 

 707 704 - ( 3 539) - (  280) ( 5 076)  698 809 

Subordinated liabilities debt
Bonds  415 069 - - - -  17 038  432 107 

Financial liabilities associated to transferred assets
Asset lending operations  44 450 - -               - -   1  44 451 

1 167 223 - ( 3 539) - (  280)  11 963 1 175 367 
a) Other movements include accrued interest, corrections for hedging operations, corrections of fair value and exchange rate changes.  

 

(in thousands of Euros)

Balance as 
at 31.12.2018 Issues Redemptions LME Net 

purchases
Other 

movements a)
Balance as 

at 31.12.2019

Debt securities issued
Euro Medium Term Notes (EMTN)  634 186 - - - -  27 663  661 849 

Mortgage bonds  55 066 - (  9 210) - - (  1)  45 855 

- 1 300 000 - - (1 300 000) - - 

 689 252 1 300 000 ( 9 210) - (1 300 000)  27 662  707 704 

Subordinated liabilities debt
Bonds  414 903 - - - -   166  415 069 

Financial liabilities associated to transferred assets
Asset lending operations  44 450 - - - - -  44 450 

1 148 605 1 300 000 ( 9 210) - (1 300 000)  27 828 1 167 223 
a) Other movements include accrued interest, corrections for hedging operations, corrections of fair value and exchange rate changes.  
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The main characteristics of these liabilities, as at 30 June 2020 and 31 December 2019, are as follows: 
(in thousands of Euros)

Entity Description Currency Issue date Carrying 
Book value Maturity Interest rate Market

Bonds

Lusitano Mortgage nº 6 Lusitano Mortgage nr 6- Class A EUR 2007  40 850 2031 b) Euribor 3m + 0.40% Ireland

Lusitano Mortgage nº 6 Lusitano Mortgage nr 6- Class B EUR 2007  1 500 2031 b) Euribor 3m + 0.60% Ireland

Euro Medium Term Notes

NB (Luxembourg branch) BES Luxembourg 3.5% 02/01/43 EUR 2013  40 913 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg 3.5% 23/01/43 EUR 2013  94 406 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg 3.5% 19/02/2043 EUR 2013  61 118 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg 3.5% 18/03/2043 EUR 2013  45 035 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg ZC EUR 2013  35 346 2048 Zero Coupon XLUX

NB (Luxembourg branch) Banco Esp San Lux ZC 12/02/49 EUR 2014  44 255 2049 Zero Coupon XLUX

NB (Luxembourg branch) Banco Esp San Lux ZC 19/02/49 EUR 2014  38 918 2049 Zero Coupon XLUX

NB (Luxembourg branch) Banco Esp San Lux ZC 27/02/51 EUR 2014  33 706 2051 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 06/03/2051 EUR 2014  14 713 2051 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 03/04/48 EUR 2014  42 141 2048 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 09/04/52 EUR 2014  37 455 2052 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 16/04/46 EUR 2014  11 081 2046 Zero Coupon XLUX

NB Finance EMTN 40 a) EUR 2005  91 329 2035 Indexed to swap 12m XLUX

NB Finance EMTN 56 EUR 2009  11 906 2043 Zero Coupon XLUX

NB Finance EMTN 57 EUR 2009  3 877 2044 Zero Coupon XLUX

NB Finance EMTN 58 EUR 2009  5 876 2045 Zero Coupon XLUX

NB Finance EMTN 59 EUR 2009  15 365 2042 Zero Coupon XLUX

NB Finance EMTN 60 EUR 2009  16 256 2040 Zero Coupon XLUX

NB Finance EMTN 61 EUR 2009  10 462 2041 Zero Coupon XLUX

NB Finance EMTN 114 EUR 2011  2 301 2021 Fixed rate 6% XLUX

Subordinates

NOVO BANCO NB 06/07/2028 EUR 2018  432 107 2023 b) 8,50% XDUB

1 130 916 

a) liabilities at fair value through profit and loss

b) Date of the next call option

30.06.2020

 
 

(in thousands of Euros)

Entity Description Currency Issue date Carrying 
Book value Maturity Interest rate Market

Bonds

Lusitano Mortgage nº 6 Lusitano Mortgage nr 6- Class A EUR 2007  44 355 2031 b) Euribor 3m + 0.40% Ireland

Lusitano Mortgage nº 6 Lusitano Mortgage nr 6- Class B EUR 2007  1 500 2031 b) Euribor 3m + 0.60% Ireland

Euro Medium Term Notes

NB (Luxembourg branch) BES Luxembourg 3.5% 02/01/43 EUR 2013  41 798 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg 3.5% 23/01/43 EUR 2013  96 270 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg 3.5% 19/02/2043 EUR 2013  62 461 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg 3.5% 18/03/2043 EUR 2013  46 011 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg ZC EUR 2013  34 344 2048 Zero Coupon XLUX

NB (Luxembourg branch) Banco Esp San Lux ZC 12/02/49 EUR 2014  42 861 2049 Zero Coupon XLUX

NB (Luxembourg branch) Banco Esp San Lux ZC 19/02/49 EUR 2014  37 674 2049 Zero Coupon XLUX

NB (Luxembourg branch) Banco Esp San Lux ZC 27/02/51 EUR 2014  32 615 2051 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 06/03/2051 EUR 2014  14 236 2051 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 03/04/48 EUR 2014  40 699 2048 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 09/04/52 EUR 2014  36 317 2052 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 16/04/46 EUR 2014  10 703 2046 Zero Coupon XLUX

NB Finance EMTN 40 a) EUR 2005  102 012 2035 Indexed to swap 12m XLUX

NB Finance EMTN 56 EUR 2009  11 498 2043 Zero Coupon XLUX

NB Finance EMTN 57 EUR 2009  3 745 2044 Zero Coupon XLUX

NB Finance EMTN 58 EUR 2009  5 677 2045 Zero Coupon XLUX

NB Finance EMTN 59 EUR 2009  14 859 2042 Zero Coupon XLUX

NB Finance EMTN 60 EUR 2009  15 716 2040 Zero Coupon XLUX

NB Finance EMTN 61 EUR 2009  10 116 2041 Zero Coupon XLUX

NB Finance EMTN 114 EUR 2011  2 237 2021 Fixed rate 6% XLUX

Subordinates

NOVO BANCO NB 06/07/2028 EUR 2018  415 069 2023 b) 8,50% XDUB

1 122 773 

a) liabilities at fair value through profit and loss

b) Date of the next call option

31.12.2019

 
 
As at 30 June 2020, this caption includes a balance sheet value of Euro 91 329 thousand of liabilities represented by securities 
recorded at fair value through profit or loss (31 December 2019: Euro 102 012 thousand) (see Note 40). This compares with Euro 
104 699 thousand related to the amount to be repaid at the maturity date of this issue. 
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The table below presents the fair value component attributable to the credit risk of the fair value through profit or loss: 

 (in thousands Euros)

30.06.2020 31.12.2019

Fair value attributable to credit risk at the beginning of the period   47 935   50 806 

Recognized in other comprehensive income

Changes through other comprehensive income   15 500 (  2 871)

Fair value attributable to credit risk at the end of the period  63 435  47 935 
 

 
The change in fair value attributable to changes in issuance credit risk is calculated using the credit spread observed in recent 
similar debt issues, adjusted for subsequent changes in the CDS credit spread of senior debt issued by Group entities. As of 1 
January 2018, in accordance with IFRS 9, this liability component has been reflected in Other comprehensive income (see Note 
35). 
 
The Group did not present capital or interest defaults on its debt issued in the six-month period ended in 30 June 2020 or during 
2019. 
 
 
 
NOTE 32 – PROVISIONS 
 
As at 30 June 2020 and 31 December 2019, the caption Provisions presents the following changes: 

(in thousands of Euros)

Restructuring 
provision

Provision for 
guarantees and 
commitments

Commercial 
Offers

Programme of 
antecipated 

repayment of 
liabilities

Other 
provisions Total

Balance as at 31 December 2018  9 781  189 661  72 877  38 865  114 751  425 935 

Allocation / (write-backs) for the period  35 075 ( 5 720) ( 1 366) -  56 107  84 096 

Utilization during the period ( 10 195) - ( 23 809) ( 37 640) ( 3 147) ( 74 791)

Foreign exchange differences and other (  252) ( 33 033) - -   242 ( 33 043)

Balance as at 30 June 2019  34 409  150 908  47 702  1 225  167 953  402 197 

Allocation / (write-backs) for the period  12 216 ( 55 056) - ( 1 172) ( 18 787) ( 62 799)

Utilizações ( 22 857) - ( 6 128) (  54) ( 19 041) ( 48 080)

Transferências   24 - - - -   24 

Diferenças de câmbio e outras   252  1 234 (  240)   1  15 228  16 475 

Balance as at 31 December 2019  24 044  97 086  41 334 -  145 353  307 817 
Allocation / (write-backs) for the period  23 446 ( 7 326) (  629) -  21 460  36 951 

Utilization during the period ( 15 698) - ( 23 445) - ( 6 616) ( 45 759)

Foreign exchange differences and other - (  104) - - (  9) (  113)

Balance as at 30 June 2020  31 792  89 656  17 260 -  160 188  298 896 
 

 
The changes in the caption Provisions for guarantees, are detailed as follows: 

(in thousands of Euros)

Stage 1 Stage 2 Stage 3 Total

Balance as at 31 December 2018  26 779  16 832  143 738  187 349 

Increases due to changes in credit risk   199  5 887  33 526  39 612 

Decreases due to changes in credit risk ( 3 167) ( 1 359) ( 41 022) ( 45 548)

Other movements ( 14 425) (  34) ( 18 574) ( 33 033)

Balance as at 30 June 2019  9 386  21 326  117 668  148 380 
Increases due to changes in credit risk    113    842   4 447  5 402 

Decreases due to changes in credit risk    656 (  6 351) (  55 387) ( 61 082)

Other movements (  6 906) (  1 719)   9 859   1 234 

Balance as at 31 December 2019   3 249   14 098   76 587   93 934 
Increases due to changes in credit risk    267   2 073   11 295   13 635 

Decreases due to changes in credit risk (  1 286) (  11 160) (  9 721) (  22 167)

Other movements    44   1 824 (  1 973) (   105)

Balance as at 30 June 2020   2 274   6 835   76 188   85 297 
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The changes in the caption Provisions for commitments are detailed as follows: 
 

(in thousands of Euros)

Stage 1 Stage 2 Stage 3 Total

Balance as at 31 December 2018  1 867   445 -  2 312 
Increases due to changes in credit risk   221   435   2   658 

Decreases due to changes in credit risk (  326) (  113) (  3) (  442)

Other movements (  5)   4   1 - 

Balance as at 30 June 2019  1 757   771 -  2 528 - 
Increases due to changes in credit risk    288    514    210  1 012 

Decreases due to changes in credit risk (   106) (   70) (   212) (  388)

Other movements    45 (   47)    2 - 

Balance as at 31 December 2019  1 984  1 168 -  3 152 
Increases due to changes in credit risk   3 696   1 727 -   5 423 

Decreases due to changes in credit risk (  3 523) (   677) (   17) (  4 217)

Other movements    34 (   50)    17    1 

Balance as at 30 June 2020   2 191   2 168 -   4 359 
 

 
The restructuring provisions were set up within the scope of the commitments assumed before the European Commission arising 
from the Group's sale and restructuring process. 
 
In the first half of 2020, a provision of Euro 26.9 million was set up, and there was also a reversal of the provisions set up in 2016 
and 2017 in the amount of Euro 3.5 million. Uses in the first half of 2020 totaled Euro 15.7 million, of which Euro 10.4 million related 
to the provision set up in this period and Euro 5.2 million related to the provision set up in 2019. 
 
Other provisions amounting to Euro 160.2 million (31 December 2019: Euro 145.4 million) are intended to cover certain identified 
contingencies related to the Group’s activities, the most relevant being:  

• Contingencies associated with ongoing tax processes. To cover for these contingencies, the Group maintains provisions of Euro 
20.6 million (31 December 2019: Euro 32.2 million);  

• The remaining amount, of Euro 139.6 million (31 December 2019: Euro 113.2 million), is intended to cover for losses in connection 
to the Group’s normal activities, such as fraud, theft and robbery, and ongoing legal lawsuits, among others. 

 
 
 
NOTE 33 – OTHER LIABILITIES 
 
As at 30 June 2020 and 31 December 2019, the caption Other liabilities is analysed as follows: 

 

(in thousands of Euros)

30.06.2020 31.12.2019

Public sector   35 443   33 110 

Creditors for supply of goods   56 278   78 686 

Other creditors   55 522   77 350 

Non-controlling interests of Open Investment Funds (see Note 35)   98 143   99 394 
Career bonuses (see Note 16)   7 266   7 106 

Retirement pensions and health-care benefits (see Note 16)   154 873   153 073 

Other accrued expenses   92 372   86 277 
Deferred income   3 832   2 557 

Foreign exchange transactions pending settlement    182   6 577 

Other transactions pending settlement   80 132   41 936 

 584 043  586 066 
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NOTE 34 – SHARE CAPITAL  
 
Ordinary shares 
 
In 2017 and following the acquisition of 75% of NOVO BANCO by Lone Star, two capital increases in the amounts of Euro 750 
million and Euro 250 million, in October and December, respectively, were realised. Thus, as at 30 June 2020 and 31 December 
2019, the share capital of the Bank amounts to Euro 5 900 000 000, represented by 9 799 999 997 registered shares, with no 
nominal value, fully subscribed and realised by the following shareholders: 
 

30.06.2020 31.12.2019

Nani Holdings, SGPS, SA 75.00% 75.00%

Resolution Fund 
(1)

25.00% 25.00%

100.00% 100.00%

% Share Capital

(1) 
In view of the commitments assumed by the Portuguese Republic before the European Commisson, the Resolution Fund is inhibited from exercising its voting rights.

 
As mentioned in Note 28, NOVO BANCO adhered to the Special Regime applicable to Deferred Tax Assets (DTA) approved by 
Law No. 61/2014, of 26 August. Said regime applies to deferred tax assets related to the non-deduction, for corporate income tax 
purposes, of costs and negative equity changes recorded up to 31 December 2015 for impairment losses on loans and advances 
to customers and with employee post-employment or long-term benefits. Said regime foresees that those assets can be converted 
into tax credits when the taxable entity reports an annual net loss. 
 
The conversion of the eligible deferred tax assets into tax credits was made according to the proportion of the amount of said net 
loss to total equity at the individual company level.  
 
A special reserve was established with an amount identical to the tax credit approved, increased by 10%. This special reserve 
was established using the originating reserve and is to be incorporated in the share capital. 
 
The conversion rights are securities that grant the State the right to demand of NOVO BANCO the respective share capital 
increase, through the incorporation of the amount of the special reserve and the consequent issue and delivery of ordinary shares 
at no cost. The shareholders of NOVO BANCO have the unilateral right to acquire the conversion rights from the State. 
 
It is estimated that the conversion rights to be issued and allocated to the State following the net loss of years 2015 and 2019 will 
confer a shareholding of up to approximately 13.2% of the share capital of NOVO BANCO, which will only dilute, in accordance to 
the sale contract, the Resolution Fund stake. 
 
 
 
NOTE 35 – ACCUMULATED OTHER COMPREHENSIVE INCOME, RETAINED EARNINGS, OTHER RESERVES AND  
MINORITY INTERESTS (NON-CONTROLLING INTERESTS)  
 
As at 30 June 2020 and 31 December 2019, the accumulated other comprehensive income, retained earnings and other reserves 
present the following detail: 
 

(in thousands of Euros)

30.06.2020 31.12.2019

Other accumulated comprehensive income (  826 928) (  702 311)
Retained earnings ( 7 202 828) ( 6 115 245)
Other reserves  6 143 984  5 942 501 

Originating reserve  1 967 758  2 098 188 

Special reserve   736 976   606 547 

Other reserves and Retained earnings  3 439 250  3 237 766 

( 1 885 772) (  875 055)
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Other accumulated comprehensive income 
 
The movements in Other accumulated comprehensive income were as follows: 
 

(in thousands of Euros)

Balance as at 31 December  2018  1 211  1 202 ( 3 315) ( 297 995) (  191) ( 491 796) ( 790 884)

Actuarial deviations - - - - - ( 103 118) ( 103 118)

Fair value changes, net of taxes - - -  236 284 - -  236 284 

Foreign exchange differences - - - -   111 -   111 

Changes in credit risk of financial liabilities at fair value, 

net of taxes -  11 631 - - - -  11 631 

Impairment reserves of securities at fair value through 

other comprehensive income   297 - - - - -   297 

Reserves of sales of securities at fair value through other 

comprehensive income - -   553 - - -   553 

Other comprehensive income of associated companies - - -  1 852 - -  1 852 

Balance as at 30 June 2019  1 508  12 833 ( 2 762) ( 59 859) (  80) ( 594 914) ( 643 274)

Actuarial deviations - - - - - ( 4 223) ( 4 223)

Fair value changes, net of taxes - - - ( 25 077) - - ( 25 077)

Foreign exchange differences - - - - (  80) - (  80)

Changes in credit risk of financial liabilities at fair value, 

net of taxes - ( 14 502) - - - - ( 14 502)

Impairment reserves of securities at fair value through 

other comprehensive income  4 039 - - - - -  4 039 

Reserves of sales of securities at fair value through other 

comprehensive income - - ( 5 023) - - - ( 5 023)

Other comprehensive income of associated companies - - - (  955) - - (  955)

Other - - - - ( 13 216) - ( 13 216)

Balance as at December 2019  5 547 ( 1 669) ( 7 785) ( 85 891) ( 13 376) ( 599 137) ( 702 311)

Actuarial deviations - - - - - ( 85 993) ( 85 993)

Fair value changes, net of taxes - - - ( 41 118) - - ( 41 118)

Foreign exchange differences - - - - ( 1 398) - ( 1 398)

Changes in credit risk of financial liabilities at fair value, 

net of taxes -  15 500 - - - -  15 500 

Impairment reserves of securities at fair value through 

other comprehensive income (  888) - - - - - (  888)

Reserves of sales of securities at fair value through other 

comprehensive income - - ( 10 473) - - - ( 10 473)

Other comprehensive income of associated companies - - - (  247) - - (  247)

Balance as at June 2020  4 659  13 831 ( 18 258) ( 127 256) ( 14 774) ( 685 130) ( 826 928)

 Total 
 Other 

variations of 
other 

comprehensiv
e income 

 Impairment 
reserves 

 Credit risk 
reserves  

 Sales 
reserves 

 Actuarial 
deviations (net of 

taxes) 

 Fair value 
reserves 

Other accumulated comprehensive income

 
 
As at 30 June 2020, the accumulated variation of the credit risk reserves of financial liabilities at fair value through profit or loss is 
Euro +13 831 thousand (31 December 2019: Euro -1 669 thousand). 
 
Fair value reserve  
The fair value reserves represent the amount of the unrealised gains and losses arising from the securities portfolio classified as at 
a fair value through other comprehensive income, net of impairment losses. The amount of this reserve is shown net of deferred 
taxes and non-controlling interests.  
 
The changes occurred in the fair value reserves, net of deferred taxes and impairment losses may be analysed as follows: 
 

(in thousands of Euros)

 Financial assets at fair 
value through other 

comprehensive income 

 Deferred tax 
reserves 

 Total fair 
value reserves 

 Financial assets at fair 
value through other 

comprehensive income 

 Deferred tax 
reserves 

 Total fair 
value reserves 

Balance at the beginning of the period  13 057 ( 98 948) ( 85 891) ( 293 622) ( 4 373) ( 297 995)

Changes in fair value  20 470 -  20 470  383 497 -  383 497 

Foreign exchange differences ( 2 221) - ( 2 221) ( 6 678) - ( 6 678)

Sales in the period ( 74 969) - ( 74 969) ( 70 140) - ( 70 140)

Impairment recognized in the period ( 4 195) - ( 4 195) - - - 

Deferred taxes recognized in the period in reserves -  19 550  19 550 - ( 94 575) ( 94 575)

Balance at the end of the period ( 47 858) ( 79 398) ( 127 256)  13 057 ( 98 948) ( 85 891)

31.12.2019
 Fair value reserves 

 30.06.2020 
 Fair value reserves 
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The fair value reserves are analysed as follows: 
(in thousands of Euros)

30.06.2020  31.12.2019 

Amortised cost of financial assets at fair value through other comprehensive income 8 032 503 8 837 309 

Market value of financial assets at fair value through other comprehensive income 7 983 879 8 849 896 

Unrealised gains / (losses) recognized in fair value reserve ( 48 624)  12 587 

Fair value reserves by the equity method  2 718  2 965 

Non-controlling Interests ( 1 952) ( 2 495)

Total fair value reserve ( 47 858)  13 057 

Deferred Taxes ( 79 398) ( 98 948)

Fair value reserve attributable to shareholders of the Bank ( 127 256) ( 85 891)
 

 
Originating reserve 
The originating reserve results from the difference between the assets and liabilities transferred from BES to NOVO BANCO, on the 
terms defined in the resolution measure applied by Bank of Portugal to BES. The amount of the reserve includes the effects of 
Bank of Portugal’s Resolution Measure (“Medida de Resolução”) and those of the conclusions reached through the audit conducted 
by the independent auditor nominated by Bank of Portugal.  
 
Special reserve 
As mentioned in Note 34, the special reserve was created as a result of the adhesion of NOVO BANCO to the Special Regime 
applicable to Deferred Tax Assets approved by Law No. 61/2014, of 26 August, which implied the conversion of eligible deferred 
tax assets into tax credits and the simultaneous establishment of a special reserve. 
 
Following the net losses recorded from 2015 until 2019 and with reference to the eligible deferred tax assets at the end of each 
year, the special reserve was set up for the same amount of the tax credit calculated, increased by 10%, as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

2016 (net loss 2015)   168 911   168 911 

2017 (net loss 2016)   109 421   109 421 

2018 (net loss 2017)   150 044   150 044 

2019 (net loss 2018)   178 171   178 171 

2020 (net loss 2019)   130 429 - 

  736 976   606 547  
 
Other reserves and retained earnings 
 
Following the conditions agreed in the NOVO BANCO’S sale process, a Contingent Capital Agreement was created. In this context, 
if the capital ratios fall below a certain threshold and, cumulatively, losses are recorded in a delimited asset portfolio, the Resolution 
Fund makes a payment corresponding to the lower of the losses recorded and the amount necessary to restore the ratios to the 
defined threshold, of up to a maximum of Euro 3 890 million (see Note 35 – Contingent liabilities and commitments). The capital 
corresponds to a previously defined asset perimeter, with an initial net book value (June 2016) of around Euro 7.9 billion. As at 30 
June 2020 these assets had a net value of Euro 2.6 billion, mainly as a result of losses recorded as well as payments and 
recoveries (31 December 2019: net value of Euro 3.1 billion).  
 
As a result of the losses recorded by NOVO BANCO on 31 December 2019, 2018 and 2017, the conditions determining the 
payment by Resolution Fund of Euro 1 035 016 thousand, Euro 1 149 295 thousand and Euro 791 695 thousand were meet and 
the payments occurred in May 2020, 2019 and 2018, respectively. In the first half of 2020, the caption Reserves registered the 
responsibility of the Resolution Fund amounting to Euro 175 763 thousand relating to the Contingent Capital Agreement. The 
amount is accounted for under Other reserves and it depends at each Balance Sheet date on the incurred losses and on the 
regulatory ratios in force at the moment of its determination.  
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Non-controlling interests  
The caption Non-controlling interests, by subsidiary, is detailed as follows:  
 

(in thousands of Euros)

Balance sheet Income 
statement

% Non-
controlling 
interests

Balance sheet Income 
statement

% Non-
controlling 
interests

NB Património
 a)

- (   453) 44.17% - (  7 189) 44.27%

NB Açores   18 810    564 42.47%   18 745   1 736 42.47%

Amoreiras   9 166 (   56) 4.76%   9 222 (   166) 4.76%

Outros   7 552 (  1 554)   8 657 (  2 034)

  35 528 (  1 499)   36 624 (  7 653)
a)

 Non-controlling interests relating to Open real estate investment funds are recorded as Other liabilities (see Note 33)

30.06.2020 31.12.2019

 
 
 
 
NOTE 36 – CONTINGENT LIABILITIES AND COMMITMENTS 
 
In addition to the derivative financial instruments, the balances relating to off-balance accounts as at 30 June 2020 and 31 
December 2019 are the following: 

(in thousands of Euros)

30.06.2020 31.12.2019

Contingent liabilities
   Guarantees and standby letters 2 881 968 2 993 785 

   Financial assets pledged as collateral 13 224 343 11 833 012 

   Open documentary credits  446 814  516 162 

16 553 125 15 342 959 

Commitments
   Revocable commitments 6 717 092 6 845 430 

   Irrevocable commitments  362 364  411 378 

7 079 456 7 256 808 
 

 
Guarantees and standby letters provided are banking operations that do not imply any mobilization of funds for the Group. 
 
As at 30 June 2020, the caption financial assets pledged as collateral includes:  

• The market value of financial assets pledged as collateral to the European Central Bank in the scope of a liquidity facility, in the 
amount of Euro 12.2 billion (31 December 2019: Euro 11.5 billion);  

• Securities pledged as collateral to the Portuguese Securities and Exchange Commission (“Comissão do Mercado de Valores 
Mobiliários” (CMVM)) in the scope of the Investors Indemnity System (“Sistema de Indemnização aos Investidores”), in the 
amount of Euro 9.3 million (31 December 2019: Euro 9.5 million);  

• Securities pledged as collateral to the Deposits’ Guarantee Fund (“Fundo de Garantia de Depósitos”), in the amount of Euro 72.0 
million (31 December 2019: Euro 73.1 million);  

• Securities pledged as collateral to the European Investment Bank, in the amount of Euro 788.2 million (31 December 2019: Euro 
98.5 million); 

• Securities delivered as collateral in connection with derivatives trading with a central counterparty in the amount of Euro 110.0 
million (31 December 2019: Euro 113.0 million). 

 
The above mentioned financial assets pledged as collateral are recorded in the various asset categories of the Group’s balance 
sheet and may be executed in the event the Group does not fulfil its obligations under the terms and conditions of the contracts 
celebrated. The increase in the value of securities pledged as collateral to the European Investment Bank is related to the 
reinforcement of the collateral due to changes in the minimum required amounts. 
 
Documentary credits are irrevocable commitments made by the Group, on behalf of its customers, to pay or order to pay a certain 
amount to a supplier of goods or services, within a determined period, upon the presentation of documentation of the expedition of 
the goods or rendering of the services. The condition of “irrevocable” derives from the fact that they may not be cancelled neither 
changed without the agreement of all involved parties.  
 
Revocable and irrevocable commitments represent contractual agreements to extend credit to customers of the Group (e.g. 
undrawn credit lines), which are, generally, contracted for fixed periods of time or with other expiration conditions and, usually, 
require the payment of a fee. Almost all credit commitments in force require that customers continue meeting certain conditions that 
were verified at the time the credit was contracted.  
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Despite the characteristics of these contingent liabilities and commitments, these operations require a previous rigorous risk 
assessment of the solvency of the customer and of its business, similarly to any other commercial operation. When necessary, the 
Group requires the collateralisation of these transactions. Since it is expected that the majority of these operations will mature 
without any funds having been drawn, these amounts do not necessarily represent future cash out-flows. 
 
Additionally, liabilities recorded in off-balance sheet items related to banking services provided are as follows: 
 

(in thousands of Euros)

30.06.2020 31.12.2019

   Deposit and custody of securities and other items 34 748 630 36 644 517 

   Amounts received for subsequent collection  229 202  283 647 

   Securitized loans under management (servicing)  736 982  776 249 

   Other responsibilities related with banking services 2 428 804 2 582 526 

38 143 618 40 286 939 
 

 
Under the resolution measure applied to BES by deliberation of Bank of Portugal of 3 August 2014, (point 1., paragraph b), 
subparagraph (vii) of Appendix 2), as altered by the deliberation of Bank of Portugal of 11 August 2014, the “Excluded Liabilities” 
from the transfer to NOVO BANCO include “any obligations, guarantees, liabilities or contingencies assumed in the trading, 
financial intermediation and distribution of debt instruments issued by entities integrating Espírito Santo Group (…)”.  
 
Under the terms of the point and paragraph referred to above and sub point (v), the excluded liabilities also include “any liabilities or 
contingencies, namely those resulting from fraud or the violation of regulatory, penal or administrative offense provisions or 
regulations”. 
 
On 29 December 2015, Bank of Portugal adopted a new deliberation for the “Clarification and retransmission of liabilities and 
contingencies defined as excluded liabilities in subparagraphs (v) through (vii) of paragraph (b) of No. 1 of Appendix 2 of the 
Deliberation of Bank of Portugal of 3 August 2014 (8 p.m.), with the wording given it by the Deliberation of Bank of Portugal of 11 
August 2014 (5 p.m.)”. Through this deliberation, Bank of Portugal:  
 

(i)  Clarified the treatment as excluded liabilities of the contingent and unknown liabilities of BES (including litigation liabilities 
related to pending litigation and liabilities or contingencies arising from fraud or violation of rules or regulatory, criminal or 
administrative offence decisions), regardless of their nature (tax, labour, civil or other) and whether or not these are 
recorded in the accounts of BES, in accordance with subparagraph (v) of paragraph (b) of No. 1 of Appendix 2 of the 
Deliberation of 3 August; and 
 

(ii) Clarified that the following liabilities had not been transferred from BES to NOVO BANCO: 
a.  All the liabilities relating to Preference Shares issued by vehicle companies established by BES and sold by BES; 
b.  All liabilities, damages and expenses related to real estate assets that were transferred to NOVO BANCO; 
c.  All indemnities related to breach of contracts (purchase and sale of real estate assets and others) signed and 

celebrated before 20h00 on 3 August 2014; 
d.  All indemnities related to life insurance contracts, in which the insurer was BES - Companhia de Seguros de 

Vida, S.A.; 
e.  All liabilities and indemnities related to the alleged annulment of certain clauses in loan agreements in which BES 

was the lender; 
f.  All the indemnities and liabilities arising from the cancellation of operations carried out by BES whilst financial 

and investment service provider; and 
g.  Any liability that is the object of any of the processes described in Appendix I of said deliberation. 
 

(iii) To the extent that, despite the clarifications made above, it is found that there has been an effective transfer of any 
liabilities from BES to NOVO BANCO which, in terms of any of those paragraphs and the Deliberation of 3 August, should 
have remained in BES’s legal sphere, said liabilities will be retransmitted from NOVO BANCO to BES, with effect as at 8 
p.m. of 3 August 2014.  

 
In the preparation of its consolidated financial statements as at 30 June 2020 (as well as in the previous financial statements), 
NOVO BANCO incorporated the decisions resulting from the referred resolution measure regarding the transfer of the assets, 
liabilities, off-balance sheet items and assets under management of BES, as well as from the deliberation of 29 December 2015 of 
Bank of Portugal, in particular, with regards to the clarification of the non-transmission to NOVO BANCO of contingent and 
unknown liabilities as well as the clarifications relating to the liabilities listed in paragraph (ii) above, herein also including the 
lawsuits listed in said deliberation. 

 
In addition, also by the deliberation of Bank of Portugal of 29 December 2015, it was decided that it is the responsibility of 
Resolution Fund to neutralize, at the NOVO BANCO level, the effects of decisions that are legally binding, beyond the control of 
NOVO BANCO and to which it did not contribute and that, simultaneously, translate into the materialization of liabilities and 
contingencies which, according to the perimeter of the transfer to NOVO BANCO as defined by Bank of Portugal, should remain in 
BES’s scope or give rise to the setting of indemnities in the scope of the implementation of court sentences annulling decisions 
adopted by Bank of Portugal. 
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Considering that the establishment of the Bank results from the application of a resolution measure to BES, which had a significant 
impact on the net worth of third parties, and notwithstanding the deliberations of Bank of Portugal of 29 December 2015, there are 
still relevant litigation risks, albeit mitigated, namely regarding the various disputes relating to the loan made by Oak Finance to 
BES and regarding the senior bond issues retransmitted to BES, as well as the risk of the non-recognition and/or non-
implementation of the various decisions of Bank of Portugal by Portuguese or foreign courts (as it is the case of the courts in Spain) 
in disputes related to the perimeter of the assets, liabilities, off-balance sheet items and assets under management transferred to 
NOVO BANCO. These disputes include the two lawsuits of late January 2016, with the Supreme Court of Justice of Venezuela, 
Banco de Desarrollo Económico y Social de Venezuela and the Fondo de Desarrollo Nacional against BES and NOVO BANCO, 
relating to the sale of debt instruments issued by entities belonging to the Espírito Santo Group, in the amount of Dollar 37 million 
and Dollar 335 million, respectively, and which requests the reimbursement of the amount invested, plus interest, compensation for 
the value of inflation and costs (in a total estimated amount by the claimants of Dollar 96 million and Dollar 871 million, 
respectively). The main actions and precautionary seizure procedures are still pending before the Supreme Court of Venezuela. 
 
In the preparation of the individual and consolidated financial statements of the Bank as at 30 June 2020, the Executive Board of 
Directors reflected the Resolution Deliberation and related decisions made by Bank of Portugal, in particular the decisions of 29 
December 2015. In this context, the present financial statements, namely in what regards the provisions for contingencies arising 
from lawsuits, reflect the exact perimeter of the assets, liabilities, off-balance sheet elements and assets under management and 
liabilities transferred from BES to NOVO BANCO, as determined by Bank of Portugal and taking as reference the current legal 
bases and the information available at the present date. 
 
As part of the sale of NOVO BANCO, completed on 18 October 2017, the respective contractual documents include specific 
provisions that produce effects equivalent to the aforementioned resolution of the Board of Directors of the Bank of Portugal, dated 
29 December 2015, concerning the neutralisation, at the level of NOVO BANCO, of the effects of unfavourable decisions that are 
legally binding, although it is now contractual in nature, thus maintaining the contingent liabilities of the Resolution Fund. 
 
Significant lawsuits 
For the purpose of determining the contingent liabilities, and without prejudice to the information contained in these notes to the 
accounts, namely regarding the conformity of the policy for the constitution of provisions with the resolution measure and 
subsequent decisions of Bank of Portugal (and the criteria for the allocation of responsibilities and contingencies arising therefrom), 
it is also necessary to identify the following disputes whose effects or impacts on the financial statements of NOVO BANCO are, on 
this date, not susceptible of determination or quantification: 
 
(i) Lawsuit brought by Partran, SGPS, S.A., Massa Insolvente da Espírito Santo Financial Group, S.A. and Massa Insolvente da 

Espírito Santo Financial (Portugal), S.A. against NOVO BANCO and Calm Eagle Holdings, S.A.R.L. through which it is 
intended that the pledge of the shares of Companhia de Seguros Tranquilidade, S.A. be declared invalid and, secondarily, 
that said pledge be annulled or declared ineffective; 

 
(ii) Lawsuit brought by NOVO BANCO, challenging the resolution decided in favour of the insolvent estate in respect of the acts of 

the constitution and subsequent execution of the pledge on the shares of the company Companhia de Seguros Tranquilidade, 
S.A., declared by the insolvency administrator of Partran, SGPS, S.A., due to considering that there are no grounds for the 
resolution of these acts, as well as demanding the reimbursement of the amount received by way of price (Euro 25 million, 
corresponding to the initial price and positive adjustments) on the sale of the shares of Companhia de Seguros Tranquilidade, 
S.A.. NOVO BANCO challenged judicially the resolution act, with this process running its course attached to the insolvency 
proceedings of Partran, SGPS, S.A.. The Group recorded a provision of Euro 4.0 million related to this lawsuit; 

 
(iii) Following the conclusion of the sale agreement of NOVO BANCO's share capital, signed between the Resolution Fund and 

Lone Star on 31 March 2017, certain legal suits have been lodged, related to the conditions of the sale, namely the 
administrative action brought by Banco Comercial Português, SA (BCP) against the Resolution Fund, of which NOVO BANCO 
is not a party, and according to the public disclosure of inside information made by BCP on the website of the CMVM on 1 
September 2017, it requested the legal assessment of the contingent capitalization obligation assumed by the Resolution 
Fund within the CCA; 

 

(iv) In addition, NOVO BANCO was informed by the publication in the Official Journal of the European Union of 16 July 2018, of 
the existence of an appeal to the General Court by Banco Comercial Português, SA and other entities of the group seeking 
the annulment of the decision of the European Commission C (2017 / N) of 11 October 2017 which considers the contingent 
capital agreement agreed between the Resolution Fund and the Lone Star Group in connection with the sale of NOVO 
BANCO, compatible with the internal market. NOVO BANCO was informed about this procedure through the publication made 
in the Official Journal of the European Union on 16 July 2018. Although NOVO BANCO is not a party to this proceeding, it has 
asked the General Court to intervene as a party and this request was granted. 
 

(v) NOVO BANCO was notified of an order by the Central Criminal Investigation Court that determines the provision of a bond by 
NB in the amount of approximately Euro 51 million due to an alleged failure to comply with a bank seizure order, using the 
respective means of reaction to oppose the application of the aforementioned asset guarantee measure due to the absence of 
a legal basis. 

 
Resolution Fund 
Resolution Fund is a public legal entity with administrative and financial autonomy, created by Decree-Law No. 31-A/2012, of 10 
February, which is governed by the RGICSF and by its internal regulation, having as its mission to provide financial support for the 
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resolution measures implemented by Bank of Portugal, whilst national resolution authority, and to carry out all the other functions 
conferred by law in the scope of the execution of such measures. 
 
The Bank, as with the generality of the financial institutions operating in Portugal, is one of the institutions participating in 
Resolution Fund, making contributions that result from the application of a rate defined annually by Bank of Portugal, based, 
essentially, on the amount of its liabilities. As at 30 June 2020, the periodic contribution made by the Group amounted to Euro 12 
743 thousand (31 December 2019: Euro 12 196 thousand). 
 
As part of its responsibility as the supervisory and resolution authority, Bank of Portugal decided to apply, on 3 August 2014, a 
resolution measure to BES, under No. 5 of article 145-G of the RGICSF, which consisted on the transfer of most of its activity to 
NOVO BANCO, created specifically for this purpose and the capital was assured by the Resolution Fund. 

 
To realise the share capital of NOVO BANCO, Resolution Fund made available Euro 4 900 million, of which Euro 365 million 
corresponded to own funds. A loan was also granted by a banking syndicate to Resolution Fund, amounting to Euro 635 million, 
with the participation of each credit institution being weighted by various factors, including their respective size. The remaining 
amount (Euro 3 900 million) had its origin in a reimbursable loan granted by the Portuguese State. 

 
In December 2015, national authorities decided to sell most of the assets and liabilities associated with the activity of Banif - Banco 
Internacional do Funchal, SA (Banif) to Banco Santander Totta, S.A. (Santander Totta), for Euro 150 million, also in the scope of 
the application of a resolution measure. In the context of this resolution measure, the assets of Banif identified as problematic were 
transferred to an asset management vehicle, created for the purpose – Oitante, S.A..  

 
The serious financial imbalance of BES in 2014 and Banif in 2015, which justified the application of resolution measures, created 
uncertainties related to the risk of litigation involving Resolution Fund, which is significant, as well as to the risk of an insufficiency of 
funds to ensure its compliance with its responsibilities, namely the short-term repayment of the loans contracted. 

 
It was in this context that, in the second half of 2016, the Portuguese Government reached an agreement with the European 
Commission to change the terms of the financing granted by the Portuguese State and by the banks participating in Resolution 
Fund in order to preserve its financial stability, through the promotion of conditions that endow predictability and stability of the 
contributory efforts to Resolution Fund. To this end, an addendum to the financing agreements with Resolution Fund was 
formalised, which introduced a number of changes to the repayment schedule, remuneration rates and other terms and conditions 
associated with said loans such that these are adjusted to Resolution Fund’s ability to fully meet its obligations based on its regular 
revenues, that is, without the need to charge the banks participating in Resolution Fund for special contributions or any other 
extraordinary contribution. 
 
As announced by the Resolution Fund in 21 March 2017, the review of the conditions of the funding granted by the Portuguese 
State and the participating banks aimed to ensure the sustainability and the financial balance of the Resolution Fund, with the basis 
of a stable, predictable and affordable charge to the banking sector. Based on this review, the assumed Resolution Fund is assured 
the full payment of their responsibilities, and the respective remuneration, without need for recourse to special contributions or any 
other type of contributions extraordinary by the banking industry. 
 
On 31 March 2017, Bank of Portugal announced that it had selected Lone Star Funds for the acquisition of NOVO BANCO, which 
was completed on 18 October 2017, through the injection, by the new shareholder, of Euro 750 million, followed by another capital 
injection of Euro 250 million, made on 21 December 2017. Lone Star Funds came to hold 75% of the share capital of NOVO 
BANCO and Resolution Fund the remaining 25%. In addition, the approved conditions include: 

• A Contingent Capital Agreement, under which the Resolution Fund, whilst shareholder, may be called upon to make payments 
in the event of certain cumulative conditions related to: i) the performance of a restricted set of assets of NOVO BANCO and ii) 
the evolution of the Bank’s capitalization levels. The possible payments needed, in the agreed terms of this Contingent Capital 
Agreement are of an absolute maximum of Euro 3 890 million; 

• An indemnity mechanism to NOVO BANCO, if certain conditions are met, it will be ordered to pay any liability, by a final judicial 
decision that does not recognize or is contrary to the resolution measure applied by Bank of Portugal, or to the perimeter of 
NOVO BANCO's assets and liabilities. 

 
Notwithstanding the possibility under the applicable legislation for the collection of special contributions, in light of the renegotiation 
of the conditions of the loans granted to Resolution Fund by the Portuguese State and by a syndicate of banks, and of the public 
press releases made by the Resolution Fund and the Office of the Finance Minister stating that this possibility is not to be used, the 
present financial statements reflect the expectation of the Board of Directors that the Bank will not be required to make special 
contributions or any other type of extraordinary contributions to finance the resolution measures applied to BES and Banif, as well 
as the Contingent Capital Agreement and the Compensation Mechanism referred to in the previous paragraphs.  
 
Any changes in this regard and the application of these mechanisms may have relevant implications in the Group’s financial 
statements. 
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NOTE 37 – ASSETS UNDER MANAGEMENT (DISINTERMEDIATION) 
 
In accordance with the legislation in force, the managing companies together with the depositary Bank are jointly liable to the 
participants of the funds for the non-fulfilment of obligations assumed under the terms of the law and the regulations of the funds 
managed.  
 
As at 30 June 2020 and 31 December 2019, the value of the assets under management by the Group companies are analysed as 
follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

Investment funds 1 260 323 1 344 949 

Real estate investment funds  78 505  90 184 

Pension funds 2 390 319 2 386 809 

Discretionary management 1 005 219 1 103 025 

4 734 367 4 924 967  
 
The amounts included in these captions are measured at fair value, determined at the balance sheet date. 
 
 
 
NOTE 38 – RELATED PARTIES TRANSACTIONS 
 
The group of entities considered to be related parties by NOVO BANCO in accordance with the IAS 24 definitions, are (i) key 
management personnel (members of the Executive Board of Directors and members of the General Supervisory Board of NOVO 
BANCO); (ii) people or entities with a family, legal or business relationship with key management personnel; (iii) people or entities 
with a family, legal or business relationship with shareholders; (iv) shareholders holding direct or indirect stakes equal to or 
exceeding 2% of the share capital or voting rights of NOVO BANCO; (v) subsidiaries consolidated for accounting purposes under 
the full consolidation method; (vi) associated companies, that is, companies over which NOVO BANCO Group has significantly 
influence on the company’s financial and operational polices, despite not having control; and (vii) entities under joint control of 
NOVO BANCO (joint ventures). 
 
The Group Balance Sheet balances with related parties as at 30 June 2020 and 31 December 2019, as well as the respective profit 
and losses, can be summarised as follows: 

(in thousands of Euros)

Assets Liabilities Guarantees Income Expenses Assets Liabilities Guarantees Income Expenses

Shareholders
NANI HOLDINGS -   153 -   249 - -   153 -   332 - 

Resolution Fund  175 763 - - -  12 658 1 037 013 - - -  12 196 

Associated companies
LINEAS  64 925  7 789 -  1 631 -  97 656  29 556 -  2 609 - 

LOCARENT  122 760  2 132 -   562  2 082  122 802   376 -  1 176  4 215 

GNB SEGUROS -  14 245 - - - -  14 390 -   2   1 

ESEGUR  3 513  3 327   69 - -  4 157  1 510   69 - - 

UNICRE  19 208   3 -   137 -  28 360  2 500 -   180 - 

MULTIPESSOAL  2 325   35   273   11 -  3 520   35   273   22 - 

BANCO DELLE TRE VENEZIE -   38 - - - -   11 - - - 

EDENRED   2  77 286   62 -   25   4  57 300 - -   22 

ENKROTT  1 202 -   279   11 -  1 332   1   53   22 - 

YUNIT - - - - - - - - - - 

PNBC - - - -   251 - - - -  1 477 

 389 698  105 008   683  2 601  14 765 1 294 844  105 832   395  4 343  17 911 

Other
HUDSON ADVISORS PORTUGAL - - - -  1 603 - - - -  2 767 

NACIONAL CONTA LDA (*)   211   1 - - -   117   8 - - - 

Other   211   1 - -  1 603   117   8 - -  2 767 
(*) Companies controlled directly or indirectly by members of the corporate bodies.

31.12.201930.06.2020

 
 
The amount of assets receivable from the Resolution Fund corresponds to the amount of the triggering of the Contingent Capital 
Agreement regarding the first half of 2020 and financial year 2019. 
 
In June 2018 a contract was entered into between NANI HOLDINGS, SGPS, S.A., LSF NANI INVESTMENTS S.à.r.l. and NOVO 
BANCO, to provide support services for the preparation of consolidated information and regulatory reports. 
 
The assets on the balance sheet related to associated companies included in the table above refer mainly to loans and advances, 
and shareholder loans granted, or debt securities acquired in the scope of the Group’s activity. The liabilities relate mainly to Bank 
deposits taken.  
 
Related party transactions were carried out at arm's length, under similar terms and conditions, when compared with others carried 
out with unrelated parties, and when these conditions were not verified, those exceptions were substantiated in accordance with 
the Bank’s Related Party Transactions Policy.  
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All the loans granted to related parties are included in the impairment model, being subject to the determination of impairment in the 
same manner as the commercial loans and advances granted by the Group in the scope of its activity. All assets placed with 
related parties earn interest between 0% and 4.49% (the rates correspond to the rates applied according to the original currency of 
the asset). 
 
As at 30 June 2020, the amount of credit granted to members of Key Management Personnel of NOVO BANCO was as follows: (i) 
to members of the Executive Board of Directors and their immediate relatives was Euro 437 thousand; and (ii) members of the 
General and Supervisory Board and their immediate relatives did not had credit granted. 
 
As at 31 December 2019, the amount of credit granted to members of Key Management Personnel of NOVO BANCO was as 
follows: (i) to members of the Executive Board of Directors and their immediate relatives was Euro 447 thousand; and (ii) members 
of the General and Supervisory Board and their immediate relatives did not had credit granted. 
 
 
 
NOTE 39 – SECURITISATION OF ASSETS 
 
As at 30 June 2020 and 31 December 2019 the outstanding securitization transactions made by the Group were as follows: 
 

(in thousands of Euros)

30.06.2020 31.12.2019

Lusitano Mortgages No.4 plc September 2005  1 200 000  296 439  312 836 Mortgage loans (general scheme)

Lusitano Mortgages No.5 plc September 2006  1 400 000  440 542  463 413 Mortgage loans (general scheme)

Lusitano Mortgages No.6 plc July 2007  1 100 000  415 032  434 463 Mortgage loans (general scheme)

Lusitano Mortgages No.7 plc September 2008  1 900 000 1 045 288 1 090 124 Mortgage loans (general scheme)

Lusitano SME No.3 November 2016   630 385  73 462  88 937 Loans to small and medium-sized enterprises

Asset securitizedIssue Start date Original amount
Current amount

 
 
The loans and advances to customers covered by the securitization operation Lusitano SME No. 3 was not derecognised from the 
balance sheet since the Group substantially retained all the risks and rewards of ownership associated with the securitised assets. 
The remaining securitisation operations were derecognised as the Group substantially transferred all the risks and rewards of 
ownership. 
 
In accordance with the consolidation rules established in IFRS 10, Lusitano Mortgages No. 6 plc and Lusitano Mortgages No. 7 plc 
are consolidated using the full consolidation method as from the date of their incorporation (see Note 1). The following are the main 
impacts of the consolidation of these entities on the Group's accounts: 
 

(in thousand of Euros)

30.06.2020 31.12.2019

Cash and other demand deposits   120 693   146 364 

   Loans and advances to customers (net of impairment)  1 528 080  1 608 684 

Debt securities issued 
(a)

 2 225 354   45 855 

(a)
 see Note 30  

 
Additionally, Lusitano Mortgages No. 4 plc and Lusitano Mortgages No. 5 plc are not consolidated since they do not meet the rules 
defined in IFRS 10, namely because the interest retained by the Group is residual. 
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The main characteristics of these operations, as at 30 June 2020 and 31 December 2019, may be analysed as follows: 
 

(in thousands of Euros)

Fitch Moody's S&P DBRS Fitch Moody's S&P DBRS

Lusitano Mortgages No.4 plc Class A 1 134 000  227 748 - - December 2048 AAA Aaa AAA  - AAA Aaa AAA -

Class B  22 800  15 076 - - December 2048 AA Aa2 AA  - AA Aa2 AA -

Class C  19 200  12 695 - - December 2048 A+ A1 A+  - A+ A1 A+ -

Class D  24 000  15 869 - - December 2048 BBB+ Baa1 BBB-  - BBB+ Baa1 BBB- -

Class E  10 200  5 100 - - December 2048 NA  - NA  - - - - -

Lusitano Mortgages No.5 plc Class A 1 323 000  330 659 - - December 2059 AAA Aaa AAA  - AAA Aaa AAA -

Class B  26 600  25 494 - - December 2059 AA Aa2 AA  - AA Aa2 AA -

Class C  22 400  21 469 - - December 2059 A A1 A  - A A1 A -

Class D  28 000  26 836 - - December 2059 BBB+ Baa2 BBB  - BBB+ Baa2 BBB -

Class E  11 900  11 900 - - December 2059 N/A  - N/A  - - - - -

Lusitano Mortgages No.6 plc Class A  943 250  243 964  203 085  194 324 March 2060 AAA Aaa AAA  - AAA Aaa AAA -

Class B  65 450  65 450  63 950  52 276 March 2060 AA Aa3 AA  - AA Aa3 AA -

Class C  41 800  41 800  41 800  32 345 March 2060 A A3 A  - A A3 A -

Class D  17 600  17 600  17 600  11 815 March 2060 BBB Baa3 BBB  - BBB Baa3 BBB -

Class E  31 900  31 900  31 900  8 607 March 2060 BB  - BB  - BB - BB -

Class F  22 000  22 000  22 000 - March 2060  -  -  -  - - - - -

Lusitano Mortgages No.7 plc Class A 1 425 000  563 475  563 475  517 386 October 2064  -  - AAA AAA - - A- AAH

Class B  294 500  294 500  294 500  264 423 October 2064  -  - BBB-  - - - BB- -

Class C  180 500  180 500  180 500  111 519 October 2064  -  -  -  - - - - -

Class D  57 000  57 000  57 000 - October 2064  -  -  -  - - - - -

Lusitano SME No.3 Class A  385 600 - - - December 2037 - A3 - AA - A3 - AA

Class B  62 700 - - - December 2037 - Baa3 - BBB - Baa3 - BBB

Class C  62 700 - - - December 2037 - B1 - B - B1 - B

Class D  116 000  73 782  73 782  72 989 December 2037 - - - - - - - -

Class E  9 500  3 135  3 135  2 931 December 2037 - - - - - - - -

Class S  88 771  3 490  3 490  2 500 December 2037 - - - - - - - -

30.06.2020

Initial rating of the bonds Current rating of the bondsCurrent 
nominal valueBonds issued

Interest held by 
Group (Nominal 

value)
Maturity dateInitial nominal 

value

Interest held by 
Group (Book 

value)
Issue

 
 

(in thousands of Euros)

Fitch Moody's S&P DBRS Fitch Moody's S&P DBRS

Lusitano Mortgages No.4 plc Class A 1 134 000  241 493 - - December 2048 AAA Aaa AAA  - BB Aa3 AA -

Class B  22 800  15 985 - - December 2048 AA Aa2 AA  - BB Baa1 BBB- -

Class C  19 200  13 461 - - December 2048 A+ A1 A+  - BB Ba3 BB- -

Class D  24 000  16 827 - - December 2048 BBB+ Baa1 BBB-  - CCC Caa3 B- -

Class E  10 200  5 100 - - December 2048 NA  - NA  - - - - -

Lusitano Mortgages No.5 plc Class A 1 323 000  355 021 - - December 2059 AAA Aaa AAA  - AAA Aaa AAA -

Class B  26 600  25 494 - - December 2059 AA Aa2 AA  - AA Aa2 AA -

Class C  22 400  21 469 - - December 2059 A A1 A  - A A1 A -

Class D  28 000  26 836 - - December 2059 BBB+ Baa2 BBB  - BBB+ Baa2 BBB -

Class E  11 900  11 900 - - December 2059 N/A  - N/A  - - - - -

Lusitano Mortgages No.6 plc Class A  943 250  264 905  220 548  210 489 March 2060 AAA Aaa AAA  - A Aa3 A- -

Class B  65 450  65 450  63 950  57 981 March 2060 AA Aa3 AA  - BBB- Baa1 A- -

Class C  41 800  41 800  41 800  32 227 March 2060 A A3 A  - B Ba3 BBB+ -

Class D  17 600  17 600  17 600  11 906 March 2060 BBB Baa3 BBB  - CCC Caa3 CCC -

Class E  31 900  31 900  31 900  9 371 March 2060 BB  - BB  - CC - D -

Class F  22 000  22 000  22 000 - March 2060  -  -  -  - - - - -

Lusitano Mortgages No.7 plc Class A 1 425 000  616 503  616 503  563 186 October 2064  -  - AAA AAA - - AA AAA

Class B  294 500  294 500  294 500  264 601 October 2064  -  - BBB-  - - - BBB -

Class C  180 500  180 500  180 500  154 463 October 2064  -  -  -  - - - - -

Class D  57 000  57 000  57 000 - October 2064  -  -  -  - - - - -

Lusitano SME No.3 Class A  385 600 - - - December 2037 - A3 - AA - WR - -

Class B  62 700 - - - December 2037 - Baa3 - BBB - WR - -

Class C  62 700 - - - December 2037 - B1 - B - A3 - AAA

Class D  116 000  103 316  103 316  100 534 December 2037 - - - - - - - -

Class E  9 500  3 135  3 135  2 776 December 2037 - - - - - - - -

Class S  88 771  5 214  5 214  3 218 December 2037 - - - - - - - -

31.12.2019

Issue Bonds issued Initial nominal 
value

Current 
nominal value

Interest held by 
Group (Nominal 

value)

Interest held by 
Group (Book 

value)
Maturity date

Initial rating of the bonds Current rating of the bonds

 
 
 
 
NOTE 40 – FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES 
 
The governance model of the valuation of the Bank's financial instruments is defined in internal regulations, which establish the 
policies and procedures to be followed in the identification and valuation of financial instruments, the control procedures and the 
definition of the responsibilities of the parties involved in this process. 
 
In accordance with the fair value valuation methodology of assets and liabilities followed, these are classified in the corresponding 
hierarchy of fair value defined in IFRS 13 - Fair Value. The following is a brief description of the type of assets and liabilities 
included in each level of the hierarchy and the corresponding valuation method:  
 
Quoted market prices (level 1)  
 
This category includes financial instruments with market prices quoted on official markets and those with dealer price quotations 
provided by entities that usually disclose transaction prices for these instruments traded on active markets. 
 
The priority in terms of which price is used is given to those observed on official markets; where there is more than one official 
market the choice falls on the main market on which those instruments are traded.  
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The Group considers market prices those disclosed by independent entities, assuming that these act for their own economic benefit 
and that such prices are representative of the active market, using, whenever possible, prices supplied by more than one enti ty (for 
a specific asset and/or liability). For the process of re-evaluating financial instruments, the Bank analyses the various prices in order 
to select the one it considers most representative for the instrument under analysis. Additionally, when they exist, prices relating to 
recent transactions with similar financial instruments are used as inputs, being subsequently compared to those supplied by said 
entities to better justify the option taken by the Bank in favour of a specific price.  
 
This category includes, amongst others, the following financial instruments:  

 
(i) Derivatives traded on an organized market; 
(ii) Shares quoted on a stock exchange; 
(iii) Open investment funds quoted on a stock exchange;  
(iv) Closed investment funds whose subjacent assets are solely financial instruments listed on a stock exchange;  
(v) Bonds with observable market quotes; 
(vi) Financial instruments with market offers even if these are not available at the normal information sources (e.g. securities 

traded based on recovery rate). 
 
Valuation models based on observable market parameters / prices (level 2)  
 
In this category, the financial instruments are valued using internal valuation techniques, namely discounted cash flow models and 
option pricing models which imply the use of estimates and require judgments that vary in accordance with the complexity of the 
financial instruments. Notwithstanding, the Bank uses as inputs in its models, observable market data such as interest rate curves, 
credit spreads, volatility and market indexes. This category also includes instruments with dealer price quotations but which 
markets have a lower liquidity. Additionally, the Bank also uses as observable market variables, those that result from transactions 
with similar instruments and that are observed with a certain regularity on the market.  
 
This category includes, amongst others, the following financial instruments:  
(i) Bonds without observable market valuations valued using observable market inputs; and 
(ii) Derivatives (OTC) over-the-counter valued using observable market inputs; and 
(iii) Unlisted shares valued using internal models using observable market inputs. 
 
 
Valuation models based on unobservable market parameters (level 3)  
 
This level uses models relying on internal valuation techniques or quotations provided by third parties, but which imply the use of 
non-observable market information. The bases and assumptions for the calculation of fair value are in accordance with IFRS 13.  
 
This category includes, amongst others, the following financial instruments:  
(i) Debt securities valued using non-observable market inputs;  
(ii) Unquoted shares;  
(iii) Closed real estate funds;  
(iv) Hedge funds;  
(v) Private equities;  
(vi) Restructuring funds; and  
(vii) Over the counter (OTC) derivatives with prices provided by third parties. 
 
The valuation models used by type of instrument are as follows:  

 
Money market operations and loans and advances to customers: fair value is determined by the discounted cash flows method, 
with future cash flow being discounted considering the currency yield curve plus the credit risk of the entity contractually liquidating 
that flow.  
 
Commercial paper: its fair value is determined by discounting future cash flows considering the currency yield curve plus the credit 
risk of the issuer determined in the issuance program. 
 
Debt instruments (bonds) with liquidity: the selective independent valuation methodology is used based on observations available 
on Bloomberg, designated as 'Best Price', where all the valuations available are requested, but only previously validated sources 
considered as input, with the model excluding prices due to seniority and outlier prices. In the specific case of the Portuguese 
sovereign debt, and due to the market making activity and the materiality of the Bank's positions, the CBBT source valuations are 
always considered (the CBBT is a composite of valuations prepared by Bloomberg, which considers the average of executable 
prices with high liquidity). 
 
Debt instruments (bonds) with reduced liquidity: the models considered for the valuation of low liquidity bonds without observable 
market valuations are determined taking into account the information available on the issuer and the instrument, with the following 
models being considered: (i) discounted cash flows - cash flows are discounted considering the interest rate risk, credit risk of the 
issuer and any other risks subjacent to the instrument; or (ii) valuations made available by external counterparties, when it is 
impossible to determine the fair value of the instrument, with the selection always falling on reliable sources with reputed credibility 
in the market and impartiality in the valuation of the instruments being analysed. 
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Convertible bonds: the cash flows are discounted considering the interest rate risk, the issuer's credit risk and any other risks that 
may be associated with the instrument, increased by the net present value (NPV) of the convertibility options embedded in the 
instrument.  
 
Shares and quoted funds: for quoted market products, the quotation on the respective stock exchange is considered. 
 
Unquoted Shares: the valuation is carried out using external valuations made of the companies in which the shareholding is held. In 
the event the request for an external valuation is not justified due to the immateriality of this position in the balance sheet, the 
position is revalued considering the book value of the entity. 
 
Unquoted funds: the valuation considered is that provided by the fund's management company. In the event there are calls for 
capital after the reference date of the last available valuation, the valuation is recalculated considering the capital calls subsequent 
to the reference date at the amount at which these were made, until a new valuation is made available by the management 
company, already considering the capital calls realised. It should be noted that, although it accepts the valuations provided by the 
management companies, when applicable in accordance with the funds' regulations, the Bank requests the legal certification of 
accounts issued by independent auditors in order to obtain additional assurance about the information provided by the 
management company. 
 
Derivative instruments: if these are traded on organised markets, the valuations are observable in the market, otherwise these are 
valued using standard models and relying on observable variables in the market, namely:  

• Foreign currency options: are valued through the front office system, which considers models such as Garman-Kohlhagen, 
Binomial, Black & Scholes, Levy or Vanna-Volga; 

• Interest rate swaps and foreign currency swaps: the valuation of these instruments is done through the front office system, 
where the fixed leg cash flows of the instrument are discounted based on the yield curve of the respective currency, and 
the cash flows of the variable leg are projected considering the forward curve and discounted, also considering discount 
factors and forward rates based on the yield curve of the respective currency; 

• Credit Default Swaps (CDS): both legs of the CDS are composed of cash flows contingent on the credit risk of the 
underlying asset and are therefore valued using market credit spreads; 

• Futures and Options: the Bank trades these products on an organised market, but also has the possibility to trade them on 
the OTC market. For futures and options traded on an organised market, the valuations are observable in the market, with 
the valuation being received daily through the broker selected for these products. For futures and options traded on the 
OTC market, and depending on the type of product and the underlying asset type, discrete time (binominal) or continuous 
time (Black & Scholes) models may be used.  

 
Investment properties: their fair value is determined based on periodic valuations performed by independent entities specializing in 
this type of service (see accounting policy in Note 2.23). 
 
Validation of the valuation of financial instruments is performed by an independent area, which validates the models used and the 
prices attributed. More specifically, this area is responsible for independent price verification for mark-to-market valuations, for 
mark-to-model valuations, validates the models used and changes to them wherever they exist. For prices supplied by external 
entities, the validation performed consists in confirming the use of the correct prices. 
 
The market value of the real estate assets for which a promissory purchase and sale agreement was entered into corresponds to 
the value of that contract. 
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The fair value of financial assets and liabilities and non-financial assets (investment properties) measured at fair value of the Group 
is as follows: 

(in thousands of Euros)

(Level 1) (Level 2) (Level 3)

30 June 2020

Financial assets held for trading  233 388  429 515  81 943  744 846 
Securities held for trading  233 388 - -  233 388 

Bonds issued by public entities  233 388 - -  233 388 

Derivatives held for trading -  429 515 -  429 515 

Exchange rate contracts -  54 475 -  54 475 

Interest rate contracts -  355 207 -  355 207 

Credit default contracts -   1 -   1 

Other -  19 832 -  19 832 

Economic hedging derivatives - -  81 943  81 943 

Interest rate contracts - -  81 943  81 943 

Financial assets at fair value through profit or loss  223 947   49  833 871 1 057 867 
Bonds issued by other entities  94 488   49  74 955  169 492 

Shares  129 296 -  301 759  431 055 

Other variable income securities   163 -  457 157  457 320 

Financial assets at fair value through other comprehensive income 7 921 785  23 456  38 638 7 983 879 
Bonds issued by public entities 6 305 386 - - 6 305 386 

Bonds issued by other entities 1 606 215 - - 1 606 215 

Shares  10 184  23 456  38 637  72 277 

Other variable income securities - -   1   1 

Derivatives - Hedge Accounting -  8 014 -  8 014 
Interest rate contracts -  8 014 -  8 014 

Investment properties - -  607 855  607 855 

Assets at fair value 8 379 120  461 034 1 562 307 10 402 461 

Financial liabilities held for trading -  589 091  2 478  591 569 
Derivatives held for trading -  589 091  2 478  591 569 

Exchange rate contracts -  40 612 -  40 612 

Interest rate contracts -  534 436  2 478  536 914 

Credit default contracts -   30 -   30 

Other -  14 013 -  14 013 

Financial liabilities at fair value through profit or loss  91 329 - -  91 329 
Debt securities issued  91 329 - -  91 329 

Derivatives - Hedge Accounting -  77 477 -  77 477 
Interest rate contracts -  77 477 -  77 477 

Liabilities at fair value  91 329  666 568  2 478  760 375 

At Fair Value

Total Fair ValueQuoted market 
prices

Valuation models 
based on 

observable market 
parameters

Valuation models 
based on 

unobservable 
market 

parameters
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(in thousands of Euros)

(Level 1) (Level 2) (Level 3)
31 December 2019

Financial assets held for trading  254 848  419 600  74 284  748 732 
Securities held for trading  254 848 - -  254 848 

Bonds issued by public entities  254 848 - -  254 848 

Derivatives held for trading -  419 600   191  419 791 

Exchange rate contracts -  34 540 -  34 540 

Interest rate contracts -  352 748   191  352 939 

Credit default contracts -   1 -   1 

Other -  32 311 -  32 311 

Economic hedging derivatives - -  74 093  74 093 

Interest rate contracts - -  74 093  74 093 

Financial assets mandatorily at fair value through profit or loss  172 030   48 1 142 664 1 314 742 
Bonds issued by other entities  57 535   48   7  57 590 

Shares  114 296 -  489 555  603 851 

Other variable income securities   199 -  653 102  653 301 

Financial assets at fair value through other comprehensive income 8 783 741  28 976  37 179 8 849 896 
Bonds issued by public entities 7 108 022 - - 7 108 022 

Bonds issued by other entities 1 661 538 - - 1 661 538 

Shares  14 181  28 976  37 177  80 334 

Other variable income securities - -   2   2 

Derivatives - Hedge Accounting -  7 452 -  7 452 
Interest rate contracts -  7 452 -  7 452 

Investment properties - -  700 744  700 744 

Assets at fair value 9 210 619  456 076 1 954 871 11 621 566 

Financial liabilities held for trading -  542 988  1 837  544 825 
Derivatives held for trading -  542 988  1 837  544 825 

Exchange rate contracts -  33 953  33 953 

Interest rate contracts -  499 852  1 837  501 689 

Credit default contracts -   42   42 

Other -  9 141  9 141 

Financial liabilities at fair value through profit or loss  102 012 - -  102 012 
Debt securities issued  102 012 - -  102 012 

Derivatives - Hedge Accounting -  58 855 -  58 855 
Interest rate contracts -  58 855 -  58 855 

Liabilities at fair value  102 012  601 843  1 837  705 692 

At Fair Value

Quoted market 
prices

Valuation models 
based on 

observable market 
parameters

Valuation models 
based on 

unobservable 
market 

parameters

Total Fair Value

 
 
The changes occurred in financial assets and liabilities valued based on non-observable market information (level 3 of the fair value 
hierarchy) during the six-month periods ended 30 June 2020 and the financial year ended 31 December 2019, may be analysed as 
follows: 
 

(in thousands of Euros)

Financial liabilities 

held for trading

Derivatives 

held for 

trading

Economic 

hedging 

derivatives

Derivatives held for 

trading

Balance as at 31 December 2019   191  74 093 1 142 664 -  37 179  700 744 1 954 871  1 837  1 837 
Acquisitions - -  3 825 -  3 677 -  7 502 - - 

Maturity - - ( 17 322) - - - ( 17 322) - - 

Liquidation - - - - ( 14 609) - ( 14 609) - - 

Transfers in - - - - - - -   191   191 

Transfers out (  191) - - - - - (  191) - - 

Sales - - - - - ( 62 339) ( 62 339) - - 

Changes in value -  7 850 ( 295 296) -  12 391 ( 30 537) ( 305 592)   450   450 

Other movements - - - - - (  13) (  13) - - 

Balance as at 30 June 2020 -  81 943  833 871 -  38 638  607 855 1 562 307  2 478  2 478 

Investment 

properties
Total assets Total liabilities

Financial 

assets at fair 

value through 

profit or loss

30.06.2020

Financial assets held for trading Financial assets 

mandatorily at fair 

value through 

profit or loss

Financial assets at 

fair value through 

other 

comprehensive 

income

 
 



 

 

      
  Notes to the Interim Condensed Consolidated Financial Statements of 1st half 2020 136  

(in thousands of Euros)

Financial liabilities 

held for trading

Derivatives 

held for 

trading

Economic 

hedging 

derivatives

Derivatives held for 

trading

Balance as at 31 December 2018   396  70 177 1 487 630 -  45 713 1 098 071 2 701 987  2 724  2 724 

Acquisitions - -  86 828   100  14 309 -  101 237 - - 

Maturity - ( 44 412) - - - ( 44 412) - - 

Liquidation (  396) - ( 93 656) - ( 14 692) - ( 108 744) (  347) (  347)

Transfers in - - - - -  9 455  9 455 - - 

Transfers out - - - (  16) - - (  16) - - 

Sales - - - - - ( 197 058) ( 197 058) - - 

Changes in value   191  3 916 ( 293 726) (  84) ( 8 151) ( 216 119) ( 513 973) (  540) (  540)

Other movements - - - - -  6 395  6 395 - - 

Balance as at 31 December 2019   191  74 093 1 142 664 -  37 179  700 744 1 954 871  1 837  1 837 

Total liabilities

Financial 

assets at fair 

value through 

profit or loss

31.12.2019

Financial assets held for trading Financial assets 

mandatorily at fair 

value through 

profit or loss

Financial assets at 

fair value through 

other 

comprehensive 

income

Investment 

properties
Total assets

 
 
Potential gains and losses on financial instruments and investment property classified at level 3 of the fair value hierarchy are 
recorded in profit or loss or revaluation reserves in accordance with the respective asset accounting policy. The amounts calculated 
in the first half of 2020, financial year 2019 and the first half of 2019 were as follows: 
 

(in thousands of Euros)

Recognised in 
reserves

Recognised in 
the income 
statement

Total Recognised in 
reserves

Recognised in 
the income 
statement

Total Recognised in 
reserves

Recognised in 
the income 
statement

Total

Derivatives held for trading - (  832) (  832) - ( 1 038) ( 1 038) -  1 720  1 720 

Securities held for trading - - - - - - - - - 

Economic hedging derivatives -  11 189  11 189 - ( 5 383) ( 5 383) -  11 587  11 587 

Financial assets at fair value through profit or loss - ( 295 580) ( 295 580) - ( 245 223) ( 245 223) - ( 42 471) ( 42 471)

Financial assets at fair value through other comprehensive income  3 826 -  3 826  1 829 -  1 829 ( 1 818) - ( 1 818)

Investment properties - ( 37 483) ( 37 483) - ( 136 827) ( 136 827) - ( 79 292) ( 79 292)

 3 826 ( 322 706) ( 318 880)  1 829 ( 388 471) ( 386 642) ( 1 818) ( 108 456) ( 110 274)

30.06.2020 30.06.201931.12.2019

 
 
The following table presents, for assets included in level 3 of the fair value hierarchy, the main valuation methods used and the 
impact of changing the main variables used in their valuation, when applicable: 
 

(in millions of Euros)

Change Impact Change Impact

Financial assets held for trading  81.9  -  -
Derivatives held for trading Other (a)  -  -  -

Economic hedging derivatives (b)  81.9  -  -

Financial assets mandatorily at fair value through 
profit or loss  833.9 ( 4.8)  9.6

Bonds issued by other issuers Discounted cash flow model Specific Impairment  75.0 -50% ( 29.4) +50%  31.0

Shares  301.8  -  -

Other (a)  2.8  -  -

Valuation of the management company Net assets value (c)  299.0  -  -

Other variable income securities  457.2 ( 4.8)  9.6

Other (a)  0.3  -  -

Valuation of the management company Net assets value (b)  456.9 -50% ( 4.8) +50%  9.6

Financial assets at fair value through other 
comprehensive income  38.6  -  -

Shares  38.6  -  -

Other (a)  0.3  -  -

Other  36.6  -  -

Valuation of the management company Net assets value (b)  1.8  -  -

Investment Properties Valuation of the management company Net assets value (c)  607.9  -  -
Total 1 562.3 ( 4.8)  9.6

(b) In the specific case of derivatives valued according to information provided by external entities, it is not reasonable to carry out an analysis of the impact of changes of the variables subjacent to the determination of the

quotation by the entity

(c) In the specific case of participation units valued in accordance with quotations provided by the respective management company, it is not reasonable to carry out an analysis of the impact of changes of the variables subjacent

to the determination of the quotation by the entity

(a) No sensitivity analysis was carried out for these categories as these include securities of an individually immaterial value

Assets classified under level 3
30.06.2020

Valuation Model  Variable analysed Carrying book 
value

Unfavorable scenario Favorable scenario
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(in millions of Euros)

Change Impact Change Impact

Financial assets held for trading  74.3  -  -
Derivatives held for trading Outros (a)  0.2  -  -

Economic hedging derivatives (b)  74.1  -  -

Financial assets mandatorily at fair value through 
profit or loss 1 142.7 ( 34.1)  40.6

Shares  489.6 ( 29.3)  31.0

Discounted cash flow model Specific Impairment  74.7 -50% ( 29.3) +50%  31.0

Other (a)  2.8  -  -

Valuation of the management company Net assets value (c)  412.1  -  -

Other variable income securities  653.1 ( 4.8)  9.6

Other  27.7  -  -

Valuation of the management company  625.4 -50% ( 4.8) +50%  9.6

Financial assets at fair value through other 
comprehensive income  37.2  -  -

Shares Other (a)  37.2  -  -

Investment Properties Valuation of the management company Net assets value (c)  700.7  -  -

Total 1 954.9 ( 34.1)  40.6

(c) In the specific case of participation units valued in accordance with quotations provided by the respective management company, it is not reasonable to carry out an analysis of the impact of changes of the variables subjacent

to the determination of the quotation by the entity

(a) No sensitivity analysis was carried out for these categories as these include securities of an individually immaterial value

Assets classified under level 3
31.12.2019

Valuation Model  Variable analysed Carrying book 
value

Unfavorable scenario Favorable scenario

(b) In the specific case of derivatives valued according to information provided by external entities, it is not reasonable to carry out an analysis of the impact of changes of the variables subjacent to the determination of the

quotation by the entity

 
 
The main parameters used, at 30 June 2020 and 31 December 2019, in the valuation models were as follows: 
 
Interest rate curves  
The short-term rates presented reflect benchmark interest rates for the money market, whilst those presented for the long-term 
represent the interest rate swap quotations for the respective periods: 
 

(%)

EUR USD GBP EUR USD GBP

Overnight -0.4600 0.0400 0.1450 -0.4560 1.6000 0.7500

1 month -0.5100 0.1500 0.1950 -0.4380 1.7900 0.7650

3 months -0.4220 0.2250 0.2450 -0.3830 1.9200 0.8650

6 months -0.3080 0.2950 0.3000 -0.3240 1.9300 0.9000

9 months -0.3275 0.3850 0.4000 -0.3174 1.9100 0.9450

1 year -0.3507 0.2630 0.1238 -0.3161 1.7490 0.7419

3 years -0.3850 0.2225 0.1870 -0.2380 1.6556 0.8243

5 years -0.3590 0.3130 0.2362 -0.1205 1.6990 0.8844

7 years -0.2950 0.4557 0.2890 0.0160 1.7630 0.9406

10 years -0.1790 0.6190 0.3650 0.2110 1.8470 1.0172

15 years -0.0040 0.7800 0.4350 0.4670 1.9650 1.0968

20 years 0.0622 0.8570 0.4500 0.5990 2.0160 1.1206

25 years 0.0589 0.8820 0.4435 0.6370 2.0350 1.1130

30 years 0.0209 0.8927 0.4290 0.6310 2.0420 1.1082

30.06.2020 31.12.2019

 
 
Credit Spreads 
The credit spreads used by the Group in the valuation of credit derivatives are those disclosed on a daily basis by Markit, 
representing observations pertaining to around 85 renowned international financial entities. The evolution of the main indexes, 
understood as being representative of the credit spread behaviour in the market during the year, is presented as follows: 
 

(basis points)

Index Series 1 year 3 years 5 years 7 years 10 years

30 june 2020
CDX USD Main 34 52.13 63.11 75.88 92.99 111.80

iTraxx Eur Main 33 0.00 41.86 66.40 84.49 104.61

iTraxx Eur Senior Financial 33 0.00 0.00 79.37 0.00 103.87

31 december 2019
CDX USD Main 33 9.09 23.31 45.30 67.47 90.08

iTraxx Eur Main 32 - 23.32 44.22 64.99 85.26

iTraxx Eur Senior Financial 32 - - 51.59 - 83.45
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Interest rate volatility  
The values presented below represent the implicit volatilities (at the money) used for the valuation of interest rate options: 
 

(%)

EUR USD GBP EUR USD GBP

1 year 19.44 104.57 296.50 12.71 18.87 48.83

3 years 26.21 182.67 - 22.74 39.23 57.73

5 years 34.21 157.30 - 33.51 36.57 64.04

7 years 40.43 125.57 - 40.12 39.25 67.79

10 years 47.16 107.74 - 46.46 34.71 70.87

15 years 52.02 - - 51.03 - -

30.06.2020 31.12.2019

 
 
Foreign exchange rates and volatility  
Presented below, are the foreign exchange rates (European Central Bank) at the balance sheet date and the implicit volatilities (at 
the money) for the main currencies used in the derivatives’ valuation: 
 
 

Foreign 
exchange 
rate 30.06.2020 31.12.2019 1 month 3 months 6 months 9 months 1 year

EUR/USD 1.1198 1.1234 7.14 7.16 7.48 7.37 7.37

EUR/GBP 0.9124 0.8508 7.50 7.81 8.35 8.45 8.49

EUR/CHF 1.0651 1.0854 5.05 5.25 5.50 5.58 5.68

EUR/NOK 10.9120 9.8638 11.13 10.80 10.60 10.33 10.18

EUR/PLN 4.4560 4.2568 6.26 6.05 5.98 5.89 5.86

EUR/RUB 79.6300 69.9563 7.51 8.07 8.71 9.29 9.58

USD/BRL 
a)

5.4579 4.0197 26.60 22.75 20.75 19.75 18.75

USD/TRY 
b)

6.8549 5.9501 10.08 13.10 15.25 16.05 17.40

Volatility (%)

a) 
Calculated based on EUR / USD and EUR / BRL exchange rates.

b) 
Calculated based on EUR / USD and EUR / TRY exchange rates.  

 
Regarding foreign exchange rates, the Group uses in its valuation models the spot rate observed in the market at the moment of 
the valuation. 
 
Equity indexes  
The table below presents the evolution of the main market equity indexes and their respective volatilities, used in the valuation of 
equity derivatives: 
 
 

30.06.2020 31.12.2019 % change 1 month 3 months

DJ Euro Stoxx 50  3 234       3 745      15.80% 29.98 48.46 27.53

PSI 20  4 390       5 214      18.77% 20.77 39.81 -

IBEX 35  7 231       9 549      32.05% 32.49 50.46 -

FTSE 100  6 170       7 542      22.25% 25.93 44.38 25.80

DAX  12 311       13 249      7.62% 31.91 49.87 29.93

S&P 500  3 100       3 231      4.21% 27.31 55.23 24.35

BOVESPA  95 056       115 645      21.66% 27.71 71.39 35.93

Implied 
Volatility

Historical volatilityQuotation
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The fair value of financial assets and liabilities recorded in the balance sheet at amortised cost is analysed as follows, having been 
estimated based on the main methodologies and assumptions described below:  
 

(in thousands of Euros)

(Level 1) (Level 2) (Level 3)

30 June 2020

Cash, cash balances at central Bank and other demand deposits 2 937 264 - 2 937 264 - 2 937 264 

Financial assets at amortised cost

Debt securities 2 255 636  653 226  503 991 1 250 416 2 407 633 

Loans and advances to Banks  344 116 -  344 116 -  344 116 

Loans and advances to customers 25 485 177 - - 25 770 257 25 770 257 

Financial assets 31 022 193  653 226 3 785 371 27 020 673 31 459 270 

Financial liabilities measured at amortised cost

Deposits from Banks 9 339 096 - 9 339 096 - 9 339 096 

Due to customers 29 175 889 - - 29 175 889 29 175 889 

Debt securities issued, subordinated debt and liabilities associated to transferred 

assets
1 084 038 1 215 135  2 347  84 528 1 302 010 

Other financial liabilities  406 730 -  406 730  406 730 

Financial liabilities 40 005 753 1 215 135 9 341 443 29 667 147 40 223 725 

Assets / liabilities 
recorded at 

amortised cost

Fair Value

Quoted market 
prices

Valuation models 
based on observable 
market parameters

Valuation models 
based on 

unobservable 
market parameters

Total Fair Value

 
 

(in thousands of Euros)

(Level 1) (Level 2) (Level 3)

31 December 2019

Cash, cash balances at central Bank and other demand deposits 1 854 081 - 1 854 081 - 1 854 081 

Financial assets at amortised cost

Debt securities 1 622 545  84 535  636 336 1 046 352 1 767 223 

Loans and advances to Banks  369 228 -  369 228 -  369 228 

Loans and advances to customers 25 149 687 - - 25 478 179 25 478 179 

Financial assets 28 995 541  84 535 2 859 645 26 524 531 29 468 711 

Financial liabilities measured at amortised cost

Deposits from Banks 9 849 623 - 9 875 850 - 9 875 850 

Due to customers 28 400 127 - - 28 400 127 28 400 127 

Debt securities issued, subordinated debt and liabilities associated to transferred 

assets
1 065 211 1 365 636 -  89 087 1 454 723 

Other financial liabilities  358 688 -  358 688  358 688 

Financial liabilities 39 673 649 1 365 636 9 875 850 28 847 902 40 089 388 

Fair Value

Total fair value

Assets / liabilities 
recorded at 

amortised cost

Quoted market 
prices

Valuation models 
based on observable 
market parameters

Valuation models 
based on 

unobservable 
market parameters

 
 
Cash and deposits with Central Banks, Deposits with banks and Loans and advances to credit institutions and Deposits from 
Central Banks.  
Considering the short-term nature of these financial instruments, their carrying book value is a reasonable estimate of their fair 
value. 
 
Securities at amortised cost  
The fair value of securities recorded at fair value is estimated according to the methodologies used for the valuation of securities 
recorded at fair value, as described at the beginning of the current Note. 
 
Loans and advances to customers 
The fair value of loans and advances to customers is estimated based on the discounted expected future cash flows of principal 
and interest, assuming that the instalments are paid on the dates contractually defined. The expected future cash flows from 
portfolios of loans with similar credit risk characteristics, such as residential mortgage loans, are estimated collectively on a portfolio 
basis. The discount rates used by the Group are the current interest rates used for loans with similar characteristics.  
 
Deposits from credit institutions  
The fair value of deposits from Central Banks and Deposits from credit institutions is estimated based on the discounted expected 
future cash flows of principal and interest. 
 
Due to customers  
The fair value of these financial instruments is estimated based on the discounted expected future cash flows of principal and 
interest. The discount rate used by the Group is that which reflects the current interest rates applicable to deposits with similar 
characteristics at the balance sheet date. Given that the interest rates applicable to these instruments are renewed for periods 
under one year, there are no material relevant differences in their fair value. 
 
Debt securities issued and Subordinated debt  
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The fair value of these instruments is based on quoted market prices, when available. When not available, the Group estimates 
their fair value by discounting their expected future cash flows of principal and interest. 
 
Other financial liabilities 
These liabilities are short-term and therefore the book value is a reasonable estimate of their fair value. 
 
 
 
NOTE 41 – ASSET TRANSFERS 
 
As part of the restructuring process of the Portuguese real estate sector, several initiatives were launched to create financial, 
operational and management conditions to the sector. Accordingly, the Government, in close liaison with the business and the 
financial sector, including BES, encouraged the creation of companies and specialised funds which, through concentration, 
aggregation, mergers and integrated management, could achieve the required synergies to recover the companies. Pursuing the 
goals established, companies (parent companies) were incorporated, in which the Originating Bank had minority interests and 
which, in turn, now hold almost all the share capital of certain subsidiaries (subsidiaries of those parent companies) to acquire 
certain real estate Bank loans.  
 
Several assignments operations of financial assets (namely loans and advances to customers) were made to the latter entities 
(subsidiaries of the parent companies). These entities are responsible for managing the assets received as collateral and, after the 
assignment of the loans and advances to customers, for implementing a plan to increase their value. Almost all the financial assets 
assigned under these operations were derecognised from the balance sheet of the Group, since a substantial portion of the risks 
and rewards associated with these, as well as the respective control, were transferred to those third parties. 
 
These acquiring entities have a specific management structure, fully autonomous from the assignor Banks, appointed on the date 
of their incorporation and have the following main responsibilities: 

• define the entity’s purpose;  

• to administer and manage, exclusively and independently, the assets acquired, to define the objectives and investment policy 
as well as the management and affairs of the entity. 

 
The acquiring entities are predominantly financed through the issuance of senior equity instruments, fully subscribed by the parent 
companies. The amount of capital represented by senior securities equals the fair value of the underlying asset, determined 
through a negotiation process based on valuations made by both parties. These securities are remunerated at an interest rate that 
reflects the risk of the company holding the assets. Additionally, the funding can be supplemented through Bank underwriting of 
junior capital instruments in an amount equal to the difference between the carrying book value of the assets transferred and the 
fair value subjacent to the senior securities’ valuation. These junior capital instruments, when subscribed by the Group, will give rise 
to a contingent positive amount, if the value of the assets assigned exceeds the value of the senior securities plus their 
remuneration, and are normally limited to a maximum of 25% of the aggregate amount of the senior and junior securities issued. 
 
Given that these junior securities reflect a differential assessment (gap) of the fair value of the assets assigned, based on a 
valuation performed by independent entities and a negotiation process between the parties, they are fully provided for in the 
Group's balance sheet.  
 
Therefore, following the asset assignment operations, the Group subscribed:  

• equity instruments, representing the capital of parent companies in which the cash flow that will enable the company to be 
recovered come from a wide range of assets provided by the various Banks. These securities are recognized in the assets 
portfolio mandatorily at fair value through profit or loss being valued to market, with valuation released regularly by the mentioned 
companies whose accounts are audited at the end of each year; 

• junior instruments issued by the loan acquiring companies, which are fully provided for to reflect the best estimate of the 
impairment of the financial assets transferred.  

 
The instruments subscribed by NOVO BANCO Group represent clear minority positions in the share capital of the parent 
companies and of its subsidiaries.  
 
In this context, holding no control but being exposed to some of the risks and rewards of ownership, the NOVO BANCO Group, in 
accordance with IFRS 9 3.2.7, performed an analysis of its exposure to the variability of the risks and rewards of the transferred 
assets before and after the operation, having concluded that it has not substantially retained all the risks and rewards of ownership. 
Additionally, and considering that it has no control either, it proceeded, in accordance with IFRS 9 3.2.6c (i) with the derecognition 
of the assets transferred and (ii) the recognition of the assets received in return, as shown in the following table: 
 



 

 

      
  Notes to the Interim Condensed Consolidated Financial Statements of 1st half 2020 141  

(in thousands of Euros)

Net assets 

transferred
Transfer amount

Result of the 

transfer

Shares

(Senior 

securities)

Junior 

securities
Total Impairment 

Carrying book 

value

Up to 31 December 2012
Fundo Recuperação Turismo, FCR   282 121   282 121 -   256 892   34 906   291 798 (  34 906)   256 892 

FLIT SICAV   252 866   254 547   1 682   235 318   23 247   258 565 (  23 247)   235 318 

Discovery Portugal Real Estate Fund 96 196 93 208 (2 988) 96 733 - 96 733 - 96 733 

Fundo Vallis Construction Sector 66 272 66 272 - 81 002 21 992 102 994 (21 992) 81 002 

Fundo Recuperação, FCR 145 564 149 883 4 319 148 787 36 182 184 970 (23 000) 161 970 

Up to 31 December 2013
Fundo Vallis Construction Sector 18 552 18 552 - 1 606 2 874 4 480 (2 874) 1 606 

FLIT SICAV 80 769 80 135 ( 634) 85 360 - 85 360 - 85 360 

Discovery Portugal Real Estate Fund 51 809 45 387 (6 422) 51 955 - 51 955 - 51 955 

Fundo Recuperação Turismo, FCR 11 066 11 066 - - - - - - 

Fundo Recuperação, FCR 52 983 52 963 ( 20)  726 -  726 -  726 

Fundo Reestruturação Empresarial 67 836 67 836 - 99 403 - 99 403 - 99 403 

Up to 31 December 2014
Discovery Portugal Real Estate Fund 73 802 74 240  438 58 238 - 58 238 - 58 238 

Fundo Vallis Construction Sector - - - 1 289  314 1 603 ( 314) 1 289 

Fundo Recuperação, FCR - - - 14 565 - 14 565 - 14 565 

Fundo Reestruturação Empresarial 5 389 5 389 - 4 078 - 4 078 - 4 078 

Fundo Aquarius 108 517 108 481 ( 36) 104 339 - 104 339 - 104 339 

FLIT SICAV - - - 1 500 - 1 500 - 1 500 

Up to 31 December 2015
Fundo Aquarius 24 883 24 753 ( 130) 30 406 - 30 406 - 30 406 

Fundo Recuperação, FCR 1 471 1 471 - - - - - - 

Discovery Portugal Real Estate Fund 5 348 5 774  427 4 855 - 4 855 - 4 855 

Up to 31 December 2016
Fundo Aquarius  710  602 ( 108)  600 -  600 -  600 

Fundo Vallis Construction Sector 14 156 14 156 - 14 453 - 14 453 - 14 453 

Up to 31 December 2017
Fundo Aquarius    555    470 (   86)    624 -    624 -    624 

FLIT SICAV   3 261   3 298    37 - - - - - 

FIAE CAPITAL CRIATIVO PROMOÇÃO E TURISMO 131 013 131 056  43 133 927 - 133 927 - 133 927 

Up to 31 December 2018
Fundo Aquarius  839  644 ( 194)  644 -  644 -  644 

FLIT SICAV - - - 3 348 - 3 348 - 3 348 

Fundo Vallis Construction Sector - - - ( 1) - ( 1) - ( 1)

Up to 31 December 2019
Fundo Aquarius  376  332 ( 44)  507 -  507 -  507 

 1 496 355  1 492 637 (  3 718)  1 431 155   119 516  1 550 671 (  106 333)  1 444 337 

Amounts of transferred assets Securities subscribed

Amounts at transfer date

 
 
As at 30 June 2020, the Group's total exposure to securities associated with the assignment operations amounted to Euro 557.2 
thousand (December 31, 2019: Euro 839.9 million). With the adoption of IFRS 9, these securities were transferred from the fair 
value portfolio through other comprehensive income to the mandatorily measured at fair value through profit or loss, therefore, the 
balance sheet value presented below already corresponds to the respective fair value, not requiring register an impairment. The 
detail is as follows: 
 

(in thousands of Euros)

Participation 
units subscribed 

(no.)
Book value Gross 

amount Impairment Net 
amount

Participation units 
subscribed (no.) Book value Gross 

amount Impairment Net 
amount

Fundo Recuperação Turismo, FCR   260 166   90 998   34 824 (  34 824) -   14 286   259 646   180 646   34 824 (  34 824) -   14 807 

FLIT SICAV   280 225   164 042   14 900 (  14 900) -   14 698   279 515   197 744   14 900 (  14 900) -   15 309 

Discovery Portugal Real Estate Fund   257 123   133 850 - - -   6 864   256 847   213 217 - - -   7 193 

Fundo Vallis Construction Sector - - - - - - - - - - - - 

Fundo Recuperação, FCR   206 805   43 785 - - -   18 803   206 805   74 296 - - -   19 063 

Fundo Reestruturação Empresarial   117 051   47 149 - - -   8 237   117 051   48 148 - - -   8 237 

Fundo Aquarius   159 274   77 347 - - -   20 832   159 274   125 875 - - -   22 800 

 1 280 644   557 171   49 724 (  49 724) -   83 720  1 279 138   839 926   49 724 (  49 724) -   87 409 

31.12.2019

Securities Shareholder loans or 
supplementary capital Unrealised 

Subscribed 
Capital

30.06.2020

Securities Shareholder loans or 
supplementary capital Unrealised 

Subscribed 
Capital

 
 
These funds are “level 3” assets according to the fair value hierarchy of IFRS 13 (quotes provided by third parties whose 
parameters used are not observable in the market) and NOVO BANCO requested an independent assessment from an 
international consulting firm in conjunction with real estate consulting firms. This work resulted in a market value of Euro 557.2 
million for the total investment held in these assets (see Note 22), which led to a loss of Euro -260.6 million in the first half of 2020 
recorded in the caption “Gains or losses on financial assets mandatorily at fair value through profit or loss” (see Note 10). This 
assessment included assumptions for the valuation of assets in the funds, a haircut at the fund level based on comparable 
parameters in quoted funds and an assessment of the potential evolution of the fund during 2020. Given that this is an estimate, 
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the NOVO BANCO Group will continue to monitor this area as the impact of the Covid-19 pandemic on the Portuguese economy 
becomes clearer. 
 
.  
 
NOTE 42 – RELEVANT TRANSACTIONS OCCURRED IN THE FIRST HALF OF 2020 AND IN FINANCIAL YEAR OF 2019 
 
2019 Exercise 
 
Sale of Non-Performing Loans (Project NATA II) 
In the last quarter of 2019, NOVO BANCO and Fundo Arrábida signed a Purchase and Sale Agreement with Burlington Loan 
Management DAC, a company affiliated and advised by Davidson Kempner European Partners, Llp, for the sale of a portfolio of 
overdue loans and exposures related (NATA II Project). The impact of this operation in 2019 net income was Euro -79.0 million. 
  
Sale of a portfolio of real estate assets (called Project Sertorius) 
In August 2019, the Group signed a promissory purchase and sale agreement with entities indirectly held by funds managed by 
Cerberus Capital Management, LP, a New York-based company, for the sale of a portfolio of real estate assets called Project 
Sertorius.The impact of this operation in 2019 net income was Euro -229.2 million. 
 
Sale of a portfolio of non-performing loans and real estate assets (called Project Albatros) 
In August 2019, the Group, through its Spanish Branch and Novo Banco Servicios Corporativos, S.L entered into a purchase and 
sale agreement with Waterfall Asset Management LLC, an asset management company based in New York, for the sale of a 
portfolio of real estate assets and non-performing loans, designated Project Albatros. The impact of this operation in 2019 net 
income was Euro -33.9 million. 
 
Sale of GNB Vida 
Following the contract for the purchase and sale of the entire share capital of GNB Vida, entered into with Bankers Insurance 
Holdings, SA, a company of the Global Bankers Insurance Group, LLC, on September 12, 2018, the Group proceeded to 
derecognize this investment in September 2019, after obtaining the necessary regulatory authorizations. The impact of this 
operation in 2019 net income was Euro -4.1 million. 
 

NOTE 43 – NPL DISCLOSURES 
Following the recommendations of the European Banking Authority explained in document EBA/GL/2018/10, credit institutions with 
an NPL (Non Performing Loans) ratio greater than 5% must publish a set of information regarding NPE (Non Performing 
Exposures, restructured loans and foreclosed assets, according to a standard format, which we present below (we emphasize that 
this information is prepared from a prudential perspective, whose consolidation perimeter differs from the consolidation perimeter of 
the financial statements presented): 
 

Credit quality of forborne exposures 
(in thousands of Euros)  

Of which In 

default

Of which In 

impairment 

situation

Loans and advances 975 216 1 642 658 1 642 658 1 642 658 -55 637 -968 711 1 056 028 473 847

   Central banks 0 0 0 0 0 0 0 0

   General governments 6 193 56 56 56 -597 -46 4 843 0

   Credit institutions 0 0 0 0 0 0 0 0

   Other financial corporations 5 505 147 273 147 273 147 273 -5 -57 136 86 874 82 850

   Non-financial corporations 789 331 1 303 349 1 303 349 1 303 349 -53 568 -802 847 762 398 352 103

   Households 174 186 191 980 191 980 191 980 -1 468 -108 683 201 913 38 894

Debt securities 0 0 0 0 0 0 0 0

Loan commitments given 35 921 2 599 2 599 2 599 0 0 0 0

Total 1 011 137 1 645 257 1 645 257 1 645 257 -55 637 -968 711 1 056 028 473 847

Gross carrying amount / Nominal amount of exposures of 

restructuring procedures

Accumulated impairments, 

accumulated negative changes 

in fair value resulting from credit 

risk and provisions

Colletarals and financial guarantees 

on restructured exposures

Restructured 

Performing

Non - performing restructured On 

restructured 

productive 

exposures

On non 

productive 

restructured 

exposures

Of which collateral 

and financial 

guarantees received 

on non-performing 

exposures with 

forbearance 

measures
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Credit quality of performing and non-performing exposures by past due days 
(in thousands of Euros)  

Not past due or 

past due < =30 

days

Past due > 30 

days <=90 days

Unlikely to pay that 

are not past due or 

are past due <=90 

days

Past due > 90 

days <=180 

days

Past due > 

180 days <=1 

year

Past due > 1 

year <= 2 

years

Past due > 2 

years >=5 

years

Past due > 5 

years >=7 

years

Past due > 7 

years

Of which 

defaulted

Loans and advances 24 656 941 24 421 167 235 774 3 135 611 1 604 105 141 348 189 021 229 512 628 217 279 340 64 067 2 752 937

   Central banks 0 0 0 0 0 0 0 0 0 0 0 0

   General governments 418 942 418 940 1 567 139 0 0 420 7 0 0 567

   Credit institutions 31 395 31 395 0 384 150 382 675 0 0 0 1 476 0 0 1 476

   Other financial corporations 235 362 235 262 101 173 301 81 785 54 20 44 74 321 6 430 10 648 173 301

   Non-financial corporations 12 770 756 12 731 628 39 127 2 108 503 893 003 110 508 149 465 187 079 487 619 245 148 35 681 2 108 503

                    Of which SMEs 7 068 285 7 042 490 25 795 1 190 746 534 415 98 984 80 966 118 487 191 892 131 594 34 409 1 190 746

  Households 11 200 487 11 003 942 196 544 469 089 246 503 30 785 39 536 41 970 64 794 27 763 17 739 469 089

Debt securities 10 288 501 10 288 501 0 213 587 74 955 0 0 5 800 50 357 82 475 0 213 587

Central banks 0 0 0 0 0 0 0 0 0 0 0 0

General governments 6 753 411 6 753 411 0 0 0 0 0 0 0 0 0 0

Credit institutions 706 695 706 695 0 0 0 0 0 0 0 0 0 0

Other financial corporations 352 538 352 538 0 34 140 0 0 0 2 910 31 230 0 0 34 140

Non-financial corporations 2 475 857 2 475 857 0 179 447 74 955 0 0 2 890 19 127 82 475 0 179 447

Off-balance-sheet exposures 12 230 087 504 107 491 480

Central banks 0 0 0

General governments 41 593 0 0

Credit institutions 444 306 12 627 0

Other financial corporations 66 225 7 433 7 433

Non-financial corporations 10 643 037 480 066 480 066

Households 1 034 925 3 981 3 981

Total 47 175 528 34 709 668 235 774 3 853 306 1 679 060 141 348 189 021 235 312 678 574 361 815 64 067 3 458 004

Gross carrying amount/nominal amount

Performing exposures Non-performing exposures

 
 
 
Performing and non-performing exposures and related provisions  

(in thousands of Euros)  

Of which 

stage 1

Of which 

stage 2

Of which 

stage 2

Of which 

stage 3

Of which 

stage 1

Of which 

stage 2

Of which 

stage 2

Of which 

stage 3

Loans and advances 24 656 941 20 637 566 4 019 375 3 135 611 382 675 2 752 937 -304 085 -48 428 -255 657 -1 669 008 -77 072 -1 591 936 -483 317 14 142 082 841 493

   Central banks 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0

   General governments 418 942 351 527 67 415 567 0 567 -1 850 -451 -1 399 -386 0 -386 0 38 020 160

   Credit institutions 31 395 30 959 436 384 150 382 675 1 476 -742 -739 -3 -77 073 -77 072 -1 0 330 0

   Other financial corporations 235 362 226 564 8 798 173 301 0 173 301 -647 -572 -75 -75 523 0 -75 523 -146 100 178 554 86 280

   Non-financial corporations 12 770 756 10 037 788 2 732 968 2 108 503 0 2 108 503 -293 074 -42 030 -251 043 -1 304 939 0 -1 304 939 -335 730 3 615 949 548 938

                    Of which SMEs 7 068 285 5 534 402 1 533 883 1 190 746 0 1 190 746 -68 815 -16 581 -52 233 -621 838 0 -621 838 -53 745 2 546 268 370 812

  Households 11 200 487 9 990 729 1 209 758 469 089 0 469 089 -7 772 -4 636 -3 137 -211 086 0 -211 086 -1 487 10 309 229 206 114

Debt securities 10 288 501 9 788 214 500 287 213 587 0 213 587 -65 699 -7 625 -58 074 -99 660 0 -99 660 0 0 0

Central banks 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0

General governments 6 753 411 6 753 411 0 0 0 0 -4 635 -4 635 0 0 0 0 0 0 0

Credit institutions 706 695 621 844 84 851 0 0 0 -241 -241 0 0 0 0 0 0 0

Other financial corporations 352 538 330 216 22 322 34 140 0 34 140 -777 -321 -456 0 0 0 0 0 0

Non-financial corporations 2 475 857 2 082 743 393 114 179 447 0 179 447 -60 046 -2 428 -57 618 -99 660 0 -99 660 0 0 0

Off-balance-sheet exposures 12 230 087 10 408 238 1 821 849 504 107 12 627 491 480 13 475 3 929 9 546 76 190 6 76 184 148 560 16 800

Central banks 0 0 0 0 0 0 0 0 0 0 0 0 0 0

General governments 41 593 25 453 16 141 0 0 0 6 6 0 0 0 0 4 785 0

Credit institutions 444 306 424 905 19 401 12 627 12 627 0 67 43 24 6 6 0 3 514 2 162

Other financial corporations 66 225 62 515 3 710 7 433 0 7 433 94 55 40 704 0 704 5 350 0

Non-financial corporations 10 643 037 8 918 653 1 724 384 480 066 0 480 066 11 954 2 747 9 207 74 838 0 74 838 122 033 14 453

Households 1 034 925 976 713 58 213 3 981 0 3 981 1 353 1 078 275 642 0 642 12 879 184

Total 47 175 528 40 834 018 6 341 510 3 853 306 395 302 3 458 004 -356 309 -52 123 -304 185 -1 692 478 -77 066 -1 615 412 -483 317 14 290 642 858 293

Gross carrying amount/nominal amount
Accumulated impairment, accumulated negative changes in fair value due to credit risk and 

provisions

Accumulated 

partial write-

off

Collateral and financial 

guarantees received

Performing exposures Non-performing exposures
Performing exposures – accumulated 

impairment and provisions

Non-performing exposures – accumulated 

impairment, accumulated negative changes 

in fair value due to credit risk and provisions
On 

performing 

exposures

On non-

performing 

exposures
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Collateral obtained by taking possession and execution processes  
(in thousands of Euros)  

Value at initial recognition Accumulated negative 
variations

Property Plant and Equipment 0 0

Other, except propoerty plant and equipment 543 885 -270 427

Real estate housing 150 523 -35 900

Commercial real estate properties 385 866 -218 783

Movable property (auto, shipping, etc.) 3 334 -2 338

Equity and debt instruments 0 0

Other, except propoerty plant and equipment 4 162 -4 162

Total 543 885 -270 427

Guarantees obtained by acquisition of ownership

 
 
 
 
NOTE 44 - DISCLOSURES ON EXHIBITIONS RESULTING FROM MEASURES RELATED TO THE PANDEMIC COVID-19 
 
Following the recommendations of the European Banking Authority, and in accordance with Instruction No. 19/2020 on reporting 
and disclosing information on exposures subject to measures applied in response to the Covid-19 crisis in accordance with EBA 
guidelines (EBA/GL/2020/07), below are presented the following details regarding default and loans granted under the new 
guarantee plans public, which are fully applicable to the consolidation perimeters of Nani Holdings, SGPS, S.A. and LSF Nani 
Investments S.à.r.l: 
 
Information on loans and advances subject to legislative and non-legislative moratoria 
 

(in thousands of Euros)  

Gross carrying 

amount 

6 846 408 6 353 607 571 885 1 787 518 492 800 359 088 423 324 -270 140 -76 953 -35 628 -67 746 -193 187 -150 337 -161 244 42 601

2 254 726 2 196 322 76 190 526 216 58 403 26 750 49 067 -26 353 -7 433 -580 -6 858 -18 920 -12 675 -17 025 22 933

2 023 251 1 992 290 73 006 466 332 30 962 5 993 24 228 -7 882 -4 583 -481 -4 309 -3 299 -758 -2 698 16 932

4 580 149 4 145 801 495 560 1 260 622 434 348 332 289 374 208 -243 687 -69 461 -35 047 -60 874 -174 227 -137 621 -144 179 19 669

3 056 839 2 720 454 256 643 760 116 336 385 244 113 279 593 -166 680 -35 014 -12 483 -30 294 -131 666 -99 191 -102 037 19 669

1 512 186 1 249 657 169 443 476 993 262 528 219 473 206 452 -131 127 -24 720 -9 322 -22 614 -106 407 -90 710 -78 250 10 709

of which: Small and Medium-

sized Enterprises

of which: Collateralised by 

commercial immovable 

Loans and advances subject to 

moratorium

of which: Households

of which: Collateralised by 

residential immovable property

of which: Non-financial 

corporations

Inflows to 

non-performing 

exposures

Of which:

exposures with 

forbearance 

measures

Of which:

Instruments with 

significant increase in 

credit risk since initial 

recognition but not credit-

impaired (Stage 2)

Of which:

exposures with 

forbearance 

measures

Of which:

Unlikely to pay 

that are not past-

due or past-due 

<= 90 days 

Of which:

exposures with 

forbearance 

measures

Of which:

Instruments with 

significant increase in 

credit risk since initial 

recognition but not credit-

impaired (Stage 2)

Of which:

exposures with 

forbearance 

measures

Of which:

Unlikely to pay 

that are not past-

due or past-due 

<= 90 days 

Gross carrying amount Accumulated impairment, accumulated negative changes in fair value due to credit risk 

Performing Non performing Performing Non performing 

 
 
 
Breakdown of loans and advances subject to legislative and non-legislative moratoria by residual maturity of moratoria 

(in thousands of Euros)  

Loans and advances for which moratorium was offered 38 991 6 846 408

Loans and advances subject to moratorium (granted) 38 991 6 846 408 6 046 237 0 0 0 6 689 498 156 910 0

of which: Households 2 254 726 1 458 991 0 0 0 2 101 508 153 218 0

    of which: Collateralised by residential immovable property 2 023 251 1 402 689 0 0 0 2 023 241 10 0

of which: Non-financial corporations 4 580 149 4 575 713 0 0 0 4 576 457 3 692 0

    of which: Small and Medium-sized Enterprises 3 056 839 3 052 406 0 0 0 3 053 147 3 692 0

    of which: Collateralised by commercial immovable property 1 512 186 1 512 166 0 0 0 1 512 186 0 0

> 3 months

<= 6 months

> 6 months

<= 9 months

> 9 months

<= 12 months
> 1 year

Number of 

obligors
Of which: 

legislative 

moratoria

Of which: 

expired
<= 3 months

Gross carrying amount

Residual maturity of moratoria
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Information on newly originated loans and advances provided under newly applicable public guarantee schemes 
introduced in response to Covid-19 crisis 
 

(in thousands of Euros)  

Maximum amount of the 

guarantee that can be 

considered

Gross carrying amount

of which: forborne Public guarantees received

Inflows to 

non-performing 

exposures

Newly originated loans and advances subject to public guarantee schemes 697 341 400 91 026 172

of which: Households 0 0

    of which: Collateralised by residential immovable property 0 0

of which: Non-financial corporations 695 818 400 89 826 172

    of which: Small and Medium-sized Enterprises 576 663 172

    of which: Collateralised by commercial immovable property 0 0

Gross carrying amount

 
 
 
 
NOTE 45 – RECENTLY ISSUED ACCOUNTING STANDARDS AND INTERPRETATIONS 
 
IFRS 17 – Insurance contracts 
IFRS 17 applies to all insurance contracts (i.e., life, non-life, direct insurance and reinsurance), regardless of the type of entities that 
issue them, as well as certain guarantees and financial instruments with discretionary participation characteristics. A few scope 
exceptions will apply.  
 
The overall objective of IFRS 17 is to provide an accounting model for insurance contracts that is more useful and more consistent 
for insurers. 
 
In June 2020, the IASB issued amendments to IFRS 17, which included the deferral of the effective application date for reporting 
periods beginning on or after 1 January 2023. 
 
No material impacts are expected on the Group's financial statements. 
 
Definition of business activity - Amendments to IFRS 3 
This amendment clarified the minimum requirements for a business, removes the assessment of whether market participants are 
capable of replacing any missing elements, adds guidance to help entities assess whether an acquired process is substantive, 
narrows the definitions of business activity and of outputs and introduces an optional fair value concentration test. 
 
The amendments must be applied to transactions that are either business combinations or asset acquisitions for which the 
acquisition date is on or after the beginning of the first annual reporting period beginning on or after 1 January 2020. Consequently, 
entities do not have to revisit such transactions that occurred in prior periods. Earlier application is permitted and must be 
disclosed. 
 
The amendments could also be relevant in other areas of IFRS (e.g., they may be relevant where a parent loses control of a 
subsidiary and has early adopted Sale or Contribution of Assets between an Investor and its Associate or Joint Venture 
(Amendments to IFRS 10 and IAS 28)). 
 
No material impacts are expected on the Group's financial statements. 
 
 
Interest Rate Benchmark Reform – Amendments to IFRS 9, IAS 39 and IFRS 7 
In September 2019, the IASB issued amendments to IFRS 9, IAS 39 and IFRS 7 Financial Instruments: Disclosures, which 
concludes phase one of its work to respond to the effects of Interbank Offered Rates (IBOR) reform on financial reporting. 
 
The amendments provide temporary reliefs which enable hedge accounting to continue during the period of uncertainty before the 
replacement of an existing interest rate benchmark with an alternative nearly risk-free interest rate (an RFR). 
 
The amendments to IFRS 9 
The amendments include a number of reliefs, which apply to all hedging relationships that are directly affected by the interest rate 
benchmark reform. A hedging relationship is affected if the reform gives rise to uncertainties about the timing and/or amount of 
benchmark-based cash flows of the hedged item or the hedging instrument. 
 
Application of the reliefs is mandatory. The first three reliefs provide for: 

• The assessment of whether a forecast transaction (or component thereof) is highly probable; 

• Assessing when to reclassify the amount in the cash flow hedge reserve to profit and loss; 

• The assessment of the economic relationship between the hedged item and the hedging instrument. 
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For each of these reliefs, it is assumed that the benchmark on which the hedged cash flows are based (whether or not contractually 
specified) and/or, for relief three, the benchmark on which the cash flows of the hedging instrument are based, are not altered as a 
result of IBOR reform. 
 
A fourth relief provides that, for a benchmark component of interest rate risk that is affected by IBOR reform, the requirement that 
the risk component is separately identifiable need be met only at the inception of the hedging relationship.  
 
Where hedging instruments and hedged items may be added to or removed from an open portfolio in a continuous hedging 
strategy, the separately identifiable requirement need only be met when hedged items are initially designated within the hedging 
relationship. 
 
To the extent that a hedging instrument is altered so that its cash flows are based on an RFR, but the hedged item is still based on 
IBOR (or vice versa), there is no relief from measuring and recording any ineffectiveness that arises due to differences in their 
changes in fair value. 
 
The relief continue indefinitely in the absence of any of the events described in the amendments. When an entity designates a 
group of items as the hedged item, the requirements for when the reliefs cease are applied separately to each individual item within 
the designated group of items. 
 
The amendments also introduce specific disclosure requirements for hedging relationships to which the reliefs are applied. 
 
The amendments to IAS 39 
The corresponding amendments are consistent with those for IFRS 9, but with the following differences: 

• For the prospective assessment of hedge effectiveness, it is assumed that the benchmark on which the hedged cash flows 
are based (whether or not it is contractually specified) and/or the benchmark on which the cash flows of the hedging 
instrument are based, are not altered as a result of IBOR reform. 

• For the retrospective assessment of hedge effectiveness, to allow the hedge to pass the assessment even if the actual 
results of the hedge are temporarily outside the 80%-125% range, during the period of uncertainty arising from IBOR 
reform. 

• For a hedge of a benchmark portion (rather than a risk component under IFRS 9) of interest rate risk that is affected by 
IBOR reform, the requirement that the portion is separately identifiable need be met only at the inception of the hedge. 

 
The amendments must be applied retrospectively. However, any hedge relationships that have previously been de-designated 
cannot be reinstated upon application, nor can any hedge relationships be designated with the benefit of hindsight. Early 
application is permitted and must be disclosed. 
 
No material impacts are expected on the Group's financial statements. 
 
 
Definition of Material - Amendments to IAS 1 and IAS 8 
The purpose of this amendment was to align the definition of ‘material’ across the standards and to clarify certain aspects of the 
definition. The new definition states that, ’Information is material if omitting, misstating or obscuring it could reasonably be expected 
to influence decisions that the primary users of general purpose financial statements make on the basis of those financial 
statements, which provide financial information about a specific reporting entity.’ 
 
The amendments clarify that materiality will depend on the nature or magnitude of information, or both. An entity will need to assess 
whether the information, either individually or in combination with other information, is material in the context of the financial 
statements. 
 
This amendment is effective for annual reporting periods beginning on or after 1 January 2020. The amendments must be applied 
prospectively. Early application is permitted and must be disclosed. 
 
No material impacts are expected on the Group's financial statements. 
 
 
Covid-19-Related Rent Concessions - Amendments to IFRS 16 
In May 2020, the IASB amended IFRS 16 Leases to provide relief to lessees from applying the IFRS 16 guidance on lease 
modifications to rent concessions arising as a direct consequence of the Covid-19 pandemic. The amendment does not apply to 
lessors. 
 
As a practical expedient, a lessee may elect not to assess whether a covid-19 related rent concession from a lessor is a lease 
modification. A lessee that makes this election accounts for any change in lease payments resulting from the covid-19 related rent 
concession the same way it would account for the change under IFRS 16, if the change were not a lease modification.  
 
The practical expedient applies only to rent concessions occurring as a direct consequence of the Covid-19 pandemic and only if all 
of the following conditions are met.  
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A lessee will apply the amendment for annual reporting periods beginning on or after 1 June 2020. Earlier application is permitted, 
including in financial statements not yet authorized for issue at 28 May 2020. 
 
No material impacts are expected on the Group's financial statements. 
 
 
The conceptual framework for financial reporting  
The IASB issued the Conceptual Framework in March 2018. It sets out a comprehensive set of concepts for financial reporting, 
standard setting, guidance for preparers in developing consistent accounting policies and assistance to others in their efforts to 
understand and interpret the standards.  
 
The Conceptual Framework includes some new concepts, provides updated definitions and recognition criteria for assets and 
liabilities and clarifies some important concepts. 
 
The revised Conceptual Framework for Financial Reporting (the Conceptual Framework) is not a standard, and none of the 
concepts override those in any standard or any requirements in a standard. It is applicable to entities that develop accounting 
policies based on the Conceptual Framework for annual reporting periods beginning on or after 1 January 2020. 
 
No material impacts are expected on the Group's financial statements. 
 
 
Reference to the Conceptual Framework - Amendments to IFRS 3 
In May 2020, the IASB issued Amendments to IFRS 3 Business Combinations - Reference to the Conceptual Framework. The 
amendments are intended to replace a reference to a previous version of the IASB’s Conceptual Framework (the 1989 Framework) 
with a reference to the current version issued in March 2018 (the Conceptual Framework) without significantly changing its 
requirements.   
 
The amendments add an exception to the recognition principle of IFRS 3 to avoid the issue of potential ‘day 2’ gains or losses 
arising for liabilities and contingent liabilities that would be within the scope of IAS 37 Provisions, Contingent Liabilities and 
Contingent Assets or IFRIC 21 Levies, if incurred separately. The exception requires entities to apply the criteria in IAS 37 or IFRIC 
21, respectively, instead of the Conceptual Framework, to determine whether a present obligation exists at the acquisition date.  
 
At the same time, the amendments add a new paragraph to IFRS 3 to clarify that contingent assets do not qualify for recognition at 
the acquisition date.  
 
These amendments are effective for annual reporting periods beginning on or after 1 January 2022 and must be applied 
prospectively. 
 
No material impacts are expected on the Group's financial statements. 
 
 
Property, Plant and Equipment: Proceeds before intended use - Amendments to IAS 16 
The amendment prohibits entities from deducting from the cost of an item of property, plant and equipment (PP&E), any proceeds 
of the sale of items produced while bringing that asset to the location and condition necessary for it to be capable of operating in 
the manner intended by management. Instead, an entity recognizes the proceeds from selling such items, and the costs of 
producing those items, in profit or loss.  
 
These amendments are effective for annual reporting periods beginning on or after 1 January 2022 and must be applied 
prospectively. 
 
No material impacts are expected on the Group's financial statements. 
 
 
Onerous contracts: costs of fulfilling the contract - Amendments to IAS 37 
In May 2020, the IASB issued amendments to IAS 37 Provisions, Contingent Liabilities and Contingent Assets to specify which 
costs an entity needs to include when assessing whether a contract is onerous or loss-making.  
 
The amendments apply a ‘directly related cost approach’. The costs that relate directly to a contract to provide goods or services 
include both incremental costs (e.g., the costs of direct labour and materials) and an allocation of costs directly related to contract 
activities (e.g., depreciation of equipment used to fulfil the contract as well as costs of contract management and supervision). 
General and administrative costs do not relate directly to a contract and are excluded unless they are explicitly chargeable to the 
counterparty under the contract.  
 
These amendments are effective for annual reporting periods beginning on or after 1 January 2022 and must be applied 
prospectively to contracts for which an entity has not yet fulfilled all of its obligations at the beginning of the annual reporting period 
in which it first applies the amendments (the date of initial application). 
 
No material impacts are expected on the Group's financial statements. 
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Amendments to IFRS 10 and IAS 28: Sale or contribution of assets between an investor to its associate or joint ventures 
The amendments address the conflict between IFRS 10 and IAS 28 in dealing with the loss of control of a subsidiary that is sold or 
contributed to an associate or joint venture.  
 
The amendments to IAS 28 introduce different recognition criteria regarding the effects of transactions for the sale or contribution of 
assets by an investor (including its consolidated subsidiaries) to its associate or joint venture depending on whether the 
transactions involve assets that constitute a business, as defined in IFRS 3 - Business Combinations. When the transactions 
constitute a business combination under the required terms, the gain or loss should be recognized, in its entirety, in the income 
statement of the investor. However, if the transferred asset does not constitute a business, the gain or loss should continue to be 
recognized only to the extent that it concerns the other (unrelated) investors. 
 
No material impacts are expected on the Group's financial statements. 
 
 
Classification of Liabilities as current and non-current - Amendments to IAS 1 
In January 2020, the IASB issued amendments to IAS 1 - Presentation of Financial Statements to specify the requirements for 
classifying liabilities as current and non-current. 
 
This amendment is effective for annual reporting periods beginning on or after 1 January 2022. The amendment must be applied 
retrospectively. 
 
No material impacts are expected on the Group's financial statements. 
 
 
Improvement to IFRS - 2018-2020 cycle (issued in May 2020) 
 
IFRS 1 - First-time Adoption of International Financial Reporting Standards – Subsidiary as a first-time adopter 
The amendment permits a subsidiary that elects to apply paragraph D16(a) of IFRS 1 to measure cumulative translation differences 
using the amounts reported by the parent, based on the parent’s date of transition to IFRS. This amendment is also applied to an 
associate or joint venture that elects to apply paragraph D16(a) of IFRS 1. 
 
This amendment is effective for annual reporting periods beginning on or after 1 January 2022. 
 
IFRS 9 - Financial Instruments - Fees in the ’10 per cent’ test for derecognition of financial liabilities  
The amendment clarifies the fees that an entity includes when assessing whether the terms of a new or modified financial liability 
are substantially different from the terms of the original financial liability. These fees include only those paid or received between 
the borrower and the lender, including fees paid or received by either the borrower or lender on the other’s behalf. There is no 
similar amendment proposed for IAS 39.  
 
This amendment is effective for annual reporting periods beginning on or after 1 January 2022. 
 
IFRS 16 - Leases 
The amendment removes the illustration of payments from the lessor relating to leasehold improvements in Illustrative Example 13 
accompanying IFRS 16.  
 
IAS 41 - Agriculture 
The amendment removes the requirement in paragraph 22 of IAS 41 that entities exclude cash flows for taxation when measuring 
the fair value of assets within the scope of IAS 41.  
 
This amendment is effective for annual reporting periods beginning on or after 1 January 2022. 
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(in thousands of Euros)

30.06.2020 30.06.2019 30.06.2020 30.06.2019

Interest Income 4  188 864  192 849  379 092  371 861

Interest Expenses 4 ( 48 999) ( 55 615) ( 99 565) ( 111 128)

Net Interest Income  139 865  137 234  279 527  260 733

Dividend income 5   367  11 775  8 681  12 404

Fee and comission income 6  70 715  82 004  145 489  159 012

Fee and comission expenses 6 ( 11 133) ( 11 792) ( 23 080) ( 23 765)

Gains or losses on derecognition of financial assets and liabilities not measured at fair value through profit or loss 7  80 004  19 165  83 257  65 084

Gains or losses on financial assets and liabilities held for trading 8 ( 28 644) ( 27 302) ( 72 161) ( 62 182)

Gains or losses on non-trading financial assets mandatorily at fair value through profit or loss 9 ( 331 531) ( 86 871) ( 381 251) ( 86 348)

Gains or losses on financial assets and liabilities designated at fair value through profit and loss 9 - (  84) (  7) (  84)

Gains or losses from hedge accounting 10 ( 6 240) ( 6 238) ( 11 183) ( 8 612)

Exchange differences 11 ( 1 682)  12 632 ( 15 016)  21 936

Gains or losses on derecognition of non-financial assets 12  1 908  1 674  1 372  5 096

Other operating income 13  16 589  14 366  30 701  24 444

Other operating expenses 13 ( 4 927) ( 6 742) ( 39 961) ( 42 654)

Operating Income ( 74 709)  139 821  6 368  325 064

Administrative expenses ( 98 327) ( 107 621) ( 198 298) ( 212 111)

Staff expenses 14 ( 58 924) ( 62 183) ( 119 349) ( 122 467)

Other administrative expenses 16 ( 39 403) ( 45 438) ( 78 949) ( 89 644)

Contributions to resolution funds and deposit guarantee schemes 17 ( 34 729) ( 34 448) ( 34 766) ( 34 448)

Depreciation 24, 25 ( 9 218) ( 9 533) ( 18 387) ( 18 963)

Provisions or reversal of provisions 30 ( 52 434) ( 16 939) ( 44 165) ( 82 946)

Commitments and guarantees given  4 602   792  7 554  5 743

Other provisions ( 57 036) ( 17 731) ( 51 719) ( 88 689)

Impairment or reversal of impairment on financial assets not measured at fair value through profit or loss 21 ( 145 911) ( 84 761) ( 290 843) ( 160 591)

Impairment or reversal of impairment of investment in subsidiaries, joint ventures and associates 23  5 230 -  5 230 ( 10 092)

Impairment or reversal of impairment on non-financial assets 27, 28 ( 3 228) ( 224 309) ( 5 872) ( 232 103)

Profit or loss before tax from continuing operations ( 413 326) ( 337 790) ( 580 733) ( 426 190)

Tax expense or income related to profit or loss from continuing operations ( 3 058)  59 092 ( 2 518)  52 656

Current tax  4 775 ( 4 094)  4 827 ( 7 975)

Deferred tax ( 7 833)  63 186 ( 7 345)  60 631

Profit or loss after tax from continuing operations ( 416 384) ( 278 698) ( 583 251) ( 373 534)

Profit or loss before tax from discontinued operations - - - -

Profit or loss for the period ( 416 384) ( 278 698) ( 583 251) ( 373 534)

Basic earnings per share (in Euros) 18 (0.04) (0.03) (0.06) (0.04)

Diluted earnings per share (in Euros) 18 (0.04) (0.03) (0.06) (0.04)

Basic earnings per share of continuing activities (in Euros) 18 (0.04) (0.03) (0.06) (0.04)

Diluted earnings per share of continuing activities (in Euros) 18 (0.04) (0.03) (0.06) (0.04)

INTERIM CONDENSED SEPARATE INCOME STATEMENT

NOVO BANCO, S.A.

FOR THE SIX MONTH PERIOD ENDED 30 JUNE 2020 AND 2019

The accompanying explanatory notes are an integral part of these interim condensed separate financial statements

Three month period ended in Six month period ended in
Notes

 
 
 



 
 

 
Notes to the Interim Condensed Separate Financial Statements of 1st half 2020 151  

(in thousands of Euros)

30.06.2020 30.06.2019 30.06.2020 30.06.2019

Net profit / (loss) for the period (  416 384) (  278 698) (  583 251) (  373 534)

Other comprehensive income / (loss) 

Items that will not be reclassified to results ( 69 125) ( 98 256) ( 70 620) ( 90 605)

Actuarial gains / (losses) on defined benefit plans a) ( 86 120) ( 102 497) ( 86 120) ( 102 533)

Fair value changes of equity instruments measured at fair value through 

other comprehensive income a)  13 962 ( 1 939) -   297

Fair value changes of financial liabilities at fair value through profit or loss that is

attributable to changes in their credit risk a)  3 033  6 180  15 500  11 631

Items that may be reclassified to results  29 063  150 080 ( 56 459)  235 839

Financial assets at fair value through other comprehensive income a)  29 063  150 080 ( 56 459)  235 839

Total comprehensive income / (loss) for the period ( 456 446) ( 226 874) ( 710 330) ( 228 300)

a) See Statement of Changes in Equity

Three month period ended in Six month period ended in

NOVO BANCO, S.A.

Notes

The accompanying explanatory notes are an integral part of these interim condensed separate financial statements

INTERIM CONDENSED SEPARATE STATEMENT OF COMPREHENSIVE INCOME 
FOR THE SIX MONTH PERIOD ENDED 30 JUNE 2020 AND 2019
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(in thousands of Euros)

Notes 30.06.2020 31.12.2019

ASSETS
Cash, cash balances at central banks and other demand deposits   19 2 770 652 1 674 826

Financial assets held for trading   20  744 643  748 836

  21 2 673 661 3 044 724

Financial assets at fair value through other comprehensive income   21 7 886 864 8 758 131

Financial assets at amortised cost   21 26 996 865 26 042 243

Debt securities 2 938 428 2 392 843

Loans and advances to Banks  473 560  495 252

   (of which, Reverse Repurchase Agreement)   4   8

Loans and advances to customers 23 584 877 23 154 148

Derivatives – Hedge accounting   22  8 639  7 992

  22  66 231  49 884

Investments in subsidiaries, joint ventures and associates   23  236 654  231 425

Tangible assets  180 339  194 753

Tangible fixed assets   24  180 339  194 753

Intangible assets   25  35 987  26 043

Tax assets   26  786 534  892 713

Current Tax Assets  1 310   680

Deferred Tax Assets  785 224  892 033

Other assets   27 2 461 983 3 333 586

Non-current assets and disposal groups classified as held for sale   28  19 230  21 273

TOTAL ASSETS 44 868 282 45 026 429
-

LIABILITIES
    Financial liabilities held for trading   20  591 291  544 400

    Financial liabilities measured at amortised cost   29 40 239 103 39 924 564

Deposits from Banks 10 297 952 10 542 549

   (of which, Repurchase Agreement) 1 483 134 2 168 488

Due to customers 28 486 659 27 980 577

1 049 107 1 044 445

Other financial liabilities  405 385  356 993

    Derivatives – Hedge accounting   22  77 477  58 854

    Provisions   30  370 047  371 744

    Tax liabilities   26  11 155  9 239

Current Tax liabilities  11 155  9 239

    Other liabilities   31  469 771  471 626

TOTAL LIABILITIES 41 758 844 41 380 427

EQUITY
Capital   32 5 900 000 5 900 000

Accumulated other comprehensive income   33 ( 759 112) ( 632 033)

Retained earnings   33 (7 202 828) (6 115 245)

Other Reserves   33 5 754 629 5 580 864

Profit or loss attributable to Shareholders of the parent ( 583 251) (1 087 584)

TOTAL EQUITY 3 109 438 3 646 002

TOTAL LIABILITIES AND EQUITY 44 868 282 45 026 429

The accompanying explanatory notes are an integral part of these interim condensed separate financial statements

NOVO BANCO, S.A.
INTERIM CONDENSED SEPARATE BALANCE SHEET

AS AT 30 JUNE 2020 AND 31 DECEMBER 2019

Debt securities issued and Subordinated debt

Fair value changes of the hedged items in portfolio hedge of interest rate risk

Non-trading financial assets mandatorily at fair value through profit or loss
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(in thousands of Euros)

Balance as at 31 December 2018  5 900 000 (  751 016) ( 4 682 368)  4 565 538 ( 1 432 875)  3 599 279 

  Other Increase / (Decrease) in Equity - - ( 1 432 877)   540 735  1 432 875   540 733 
Appropriation to retained earnings of net profit / (loss) of the previous period - - ( 1 432 875) -  1 432 875 - 

Reserve of Contingent Capital Agreement - - -   540 737 -   540 737 

Other movements - - (   2) (   2) - (   4)

Total comprehensive income for the period -   145 234 - - (  373 534) (  228 300)
   Changes in fair value, net of tax -   235 840 - - -   235 840 

Remeasurement of defined benefit plans, net of tax - (  102 533) - - - (  102 533)

Variation in the credit risk of financial liabilities at fair value, net of taxes -   11 631 - - -   11 631 

Reserves of impairment of securities at fair value through OCI -    297 - - -    297 

Reserves of sales of securities at fair value through OCI - (   1) - - - (   1)

Net profit / (loss) for the period - - - - (  373 534) (  373 534)

Balance as at 30 June 2019  5 900 000 (  605 782) ( 6 115 245)  5 106 273 (  373 534)  3 911 712 

  Other Increase / (Decrease) in Equity - - -   474 591 -   474 591 
Reserve of Contingent Capital Agreement - - -   496 276 -   496 276 

Merge reserve BES GMBH - - - (  195 267) - (  195 267)

Merge reserve BESIL - - -   173 679 -   173 679 

Merge reserve ES Plc - - - (   97) - (   97)

Total comprehensive income for the period - (  26 251) - - (  714 050) (  740 301)
Changes in fair value, net of tax - (  7 386) - - - (  7 386)

Remeasurement of defined benefit plans, net of tax - (  3 493) - - - (  3 493)

Variation in the credit risk of financial liabilities at fair value, net of taxes - (  14 502) - - - (  14 502)

Reserves of impairment of securities at fair value through OCI -   4 004 - - -   4 004 

Reserves of sales of securities at fair value through OCI - (  4 874) - - - (  4 874)

Net profit / (loss) for the period - - - - (  714 050) (  714 050)

Balance as at 31 December 2019  5 900 000 (  632 033) ( 6 115 245)  5 580 864 ( 1 087 584)  3 646 002 

  Other Increase / (Decrease) in Equity - - ( 1 087 583)   173 765  1 087 584   173 766 
Appropriation to retained earnings of net profit / (loss) of the previous period - - ( 1 087 584) -  1 087 584 - 

Reserve of Contingent Capital Agreement    33 - - -   173 766 -   173 766 

Other movements - -    1 (   1) - - 

Total comprehensive income for the period - (  127 079) - - (  583 251) (  710 330)
Changes in fair value, net of tax    33 - (  45 099) - - - (  45 099)

Remeasurement of defined benefit plans, net of tax    15 - (  86 120) - - - (  86 120)

Variation in the credit risk of financial liabilities at fair value, net of taxes    33 -   15 500 - - -   15 500 

Reserves of impairment of securities at fair value through OCI    33 - (   887) - - - (   887)

Reserves of sales of securities at fair value through OCI    33 - (  10 473) - - - (  10 473)

Net profit / (loss) for the period - - - - (  583 251) (  583 251)

Balance as at 30 June 2020  5 900 000 (  759 112) ( 7 202 828)  5 754 629 (  583 251)  3 109 438 

Accumulated 
Other 

Comprehensive 
Income

The accompanying explanatory notes are an integral part of these interim condensed separate financial statements

NOVO BANCO, S.A.
INTERIM CONDENSED SEPARATE STATEMENT OF CHANGES IN EQUITY

FOR THE FIRST HALF OF 2020 AND 2019

Net profit / 
(loss) for the 

period

Total 
do 

Capital 
Próprio 

Notes Retained 
earnings

Other 
reserves

Share 
Capital
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(in thousands of Euros)

30.06.2020 30.06.2019

Cash flows from operating activities
Interest received  384 892  371 758 

Interest paid ( 76 239) ( 85 315)

Fees and commissions received  145 489  159 224 

Fees and commissions paid ( 23 080) ( 23 765)

Recoveries on loans previously written off  15 012  15 192 

Contributions to the pension fund ( 95 076) - 

Cash contributions to resolution funds and deposit guarantee schemes ( 34 766) ( 18 963)

Cash payments to employees and suppliers ( 207 589) ( 191 071)

 108 643  227 060 

Changes in operating assets and liabilities:

Deposits with / from Central Banks  230 954  121 612 

Financial assets mandatorily at fair value through profit or loss ( 403 619) ( 386 883)

Financial assets designated at fair value through profit or loss ( 32 267) ( 62 353)

Financial assets at fair value through other comprehensive income  800 517 ( 752 236)

Financial assets at amortised cost (1 217 301) ( 608 450)

Securities ( 534 486) ( 196 120)

Loans and advances to banks  20 697  21 438 

Loans and advances to customers ( 703 512) ( 433 768)

Financial liabilities at amortised cost  19 747  7 453 

Deposits from banks ( 483 362)  268 977 

Due to customers  503 109 ( 261 524)

Derivatives - Hedge accounting  1 629  1 034 

Other operating assets and liabilities  562 336  335 231 

Net cash from operating activities before corporate income tax  70 640 (1 117 533)

Corporate income taxes paid ( 21 869) ( 29 033)

Net cash from operating activities  48 771 (1 146 565)

Cash flows from investment activities
Dividends received  8 681  12 404 

Acquisition of tangible fixed assets ( 5 484) ( 2 350)

Sale of tangible fixed assets  1 871   406 

Acquisition of intangible assets ( 11 197) ( 5 951)

Sale of intangible assets -   1 

Net cash from investment activities ( 6 129)  4 510 

Cash flows from funding activities
Contingent Capital Agreement 1 035 016 1 149 295 

Reimbursement of bonds and other debt securities (  300) (  273)

Net cash from funding activities 1 034 716 1 149 022 

Net changes in cash and cash equivalents 1 077 358  6 967 

Cash and cash equivalents at the beginning of the period 1 406 347  544 199 

Net changes in cash and cash equivalents 1 077 358  6 967 

Cash and cash equivalents at the end of the period 2 483 705  551 166 

Cash and cash equivalents include:
Cash  130 223  124 696 

Deposits with Central Banks 2 526 605  589 870 

    (of which, Restricted balances) ( 286 947) ( 262 717)

Deposits with banks  113 824  99 317 

Total 2 483 705  551 166 

NOVO BANCO, S.A.
INTERIM CONDENSED CASH FLOW STATEMENT

FOR THE SIX MONTH PERIODS ENDED ON 30 JUNE 2020 AND 2019

The accompanying explanatory notes are an integral part of these interim condensed separate financial statements  
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NOVO BANCO  
Notes to the Interim condensed separate financial statements as at 30 June 2020 
 
(Amounts expressed in thousands of Euro, except when otherwise indicated) 
 
NOTE 1 – ACTIVITY 
 
NOVO BANCO, S.A. is the main entity of the financial Group NOVO BANCO focused on the banking activity, having been 
incorporated on the 3rd of August 2014 per deliberation of the Board of Directors of Banco de Portugal (the Central Bank of 
Portugal) dated 3rd of August 2014 (8 p.m.), under no. 5 of article 145-G of the General Law on Credit Institutions and Financial 
Companies (“Regime Geral das Instituições de Crédito e Sociedades Financeiras” (RGICSF)1) , approved by Decree-Law no. 
298/92, of 31 December, following the resolution measure applied by Bank of Portugal to Banco Espírito Santo, S.A. (BES), under 
the terms of paragraphs 1 and 3-c) of article 145-C of the RGICSF, from which resulted the transfer of  certain assets, liabilities and 
off-balance sheet elements as well as assets under management of BES from BES to NOVO BANCO, S.A. (NOVO BANCO or the 
Bank).  
 
As a result of the resolution measure applied, Fundo de Resolução (“Resolution Fund”) became the sole owner of the share capital 
of NOVO BANCO, in the amount of Euro 4 900 million, which acquired the status of a transition Bank, with a limited duration, due to 
the commitment assumed by the Portuguese State with the European Commission to sell its shares within two years from the date 
of its incorporation, extendable for one year. 
 
On 31 March 2017, the Resolution Fund signed the sale agreement of NOVO BANCO. On 18 October the sale process was 
concluded, following the acquisition of the majority (75%) of its share capital by Nani Holdings, SGPS, SA, a company belonging to 
the North-American Group Lone Star, through two share capital increases in the amount of Euro 750 million and Euro 250 million, in 
October and December, respectively. Thus, as at 30 June 2020 and 31 December 2019, the share capital of NOVO BANCO 
amounted to Euro 5 900 million, represented by 9 799 999 997 nominative shares, with no nominal value. 
 
Within the sale process, a Contingent Capital Agreement was created with the sale process, which in case its capital ratios 
decrease below the regulatory requirements defined for NOVO BANCO, and cumulatively, losses are recorded in a delimited 
portfolio of assets, the Resolution Fund makes a payment corresponding to the lower of the losses recorded and the amount 
needed to restore the capital ratios at the relevant level, up to a maximum of Euro 3 890 million. 
 
With the conclusion of the sale process, NOVO BANCO ceased to be considered a transition Bank and began to operate normally, 
although still being subject to certain measures restricting its activity, imposed by the European Competition Authority.  
 

Since 18 October 2017 the financial statements of NOVO BANCO are consolidated by Nani Holdings SGPS, S.A., with registered 
office at Avenida D. João II, no. 46, 4A, Lisbon. LSF Nani Investments S.à.r.l., headquartered in Luxembourg, is the parent 
company of the Group. 
 
As at 30 June 2020, NOVO BANCO has a retail network comprising 367 branches in Portugal and abroad (31 December 2019: 368 
branches), including branches in Spain and Luxembourg and 4 representative offices in Switzerland (31 December 2019: 4 
representative offices). 
 
During 2019, the subsidiaries BES GMBH, BESIL and ESPLC were merged into NOVO BANCO. The branches in London and the 
Cayman Islands were also closed. 
 
 
NOTE 2 – MAIN ACCOUNTING POLICIES 
2.1. Basis of presentation 
 
In accordance with Regulation (EC) no. 1606/2002 of 19 July 2002 of the European Council and the Parliament and Notices 5/2015 
of the Bank of Portugal, the separate financial statements from NOVO BANCO, S.A. (the Bank or NOVO BANCO) were prepared in 
accordance with the International Financial Reporting Standards (IFRS) as adopted by the European Union effective as of 1 
January 2020. 
 
The IFRS comprise accounting standards issued by International Accounting Standards Board (IASB) as well as interpretations 
issued by the International Reporting Interpretations Committee (IFRIC), and by their predecessor bodies Standing Interpretations 
Committee (“SIC”). 
 
The separate financial statements of NOVO BANCO are presented as at 30 June 2020. These interim condensed financial 
statements have been prepared in accordance with IAS 34 Interim Financial Reporting (“IAS 34”). Consequently, these financial 
statements do not include all the information required by IFRS and should be read in conjunction with the financial statements for 

 
1 References made to RGICSF refer to the version in force at the date of the resolution measure. The current version of the RGICSF has suffered 

changes, namely in article 145, following the publication of Law 23-A 2015, of 26 March, that came into force on the day following its publication. 
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the year ended December 31, 2019. The accounting policies used by the Bank in their preparation are consistent with those used in 
the preparation of the financial statements as at 31 December 2019, except in what concerns with the new standards issued.  
 
 
 
Changes in accounting policies  
 
The preparation of the financial statements in accordance with IFRS requires the Bank to make judgments and estimates and use 
assumptions that affect the application of accounting policies and the amounts of income, costs, assets and liabilities. Changes in 
such assumptions or differences in relation to reality may have an impact on current estimates and judgments. The areas that 
involve a higher level of judgment or complexity or where significant assumptions and estimates are used in the preparation of the 
financial statements are analyzed in Note 3. 
 
The individual financial statements and the Management Report of June 30, 2020 were approved at a meeting of the Executive 
Board of Directors on 25 August 2020. 
 
2.2. Foreign currency transactions 
 
Foreign currency transactions are translated into the functional currency using the exchange rate prevailing at the date of the 
transaction. 
 
Monetary assets and liabilities denominated in foreign currencies are translated into Euro at the foreign exchange rates ruling at the 
balance sheet date. Foreign exchange differences arising on this translation are recognized in the income statement.  
 
Non-monetary assets and liabilities recorded at historical cost, denominated in foreign currency, are translated using the exchange 
rate prevailing at the transaction date. Non-monetary assets and liabilities, denominated in foreign currency, that are stated at fair 
value are translated into Euro at the foreign exchange rates ruling at the dates the fair value was determined. The resulting 
exchange differences are accounted for in the income statement, except if related to equity instruments classified as financial 
assets at fair value through other comprehensive income, which are recorded in equity reserves. 
 
Foreign exchange differences relating to cash flow hedges and the hedging of the net investment in foreign operational units, when 
they exist, are recognized in other comprehensive income. 
 
 
2.3. Derivative financial instruments and hedge accounting 
 
Classification 
 
The Bank classifies its derivatives portfolio into (i) hedging derivatives and (ii) trading derivatives, which include, in addition to the 
trading book, other derivatives contracted for the purpose of hedging certain assets and liabilities designated at fair value through 
profit or loss but not classified as hedging (fair value option). 
 
Recognition and measurement  
 
Derivative financial instruments are initially recognized at their fair value on the date the derivative contract is entered into (trade 
date). Subsequent to initial recognition, the fair value of derivative financial instruments is premeasured on a regular basis and the 
resulting gains or losses on remeasurement are recognized directly in the income statement, except for derivatives designated as 
hedging instruments. The recognition of the resulting gains or losses arising on the derivatives designated as hedging instruments 
depends on the nature of the risk being hedged and the hedge model used. 
 
Derivatives traded on organized markets, namely futures and some options contracts, are recorded as trading derivatives and their 
fair value changes are recorded against the income statement. The margin accounts are included under other assets and other 
liabilities (see Notes 27 and 31) and comprise the minimum collateral mandatory for open positions.  
 
The fair value of the remaining derivative financial instruments corresponds to their market value, if available, or is determined 

using valuation techniques, including discounted cash flow models and options pricing models, as appropriate. 
 
Hedge Accounting 
 
• Classification criteria 

Derivative financial instruments used for hedging purposes may be classified in the accounts as hedging instruments provided the 
following criteria are cumulatively met:  
(i) Hedging instruments and hedged items are eligible for the hedge relationship; 
(ii) At the inception of the hedge, the hedge relationship is identified and documented, including identification of the hedged item 

and hedging instrument and evaluation of the effectiveness of the hedge; 
(iii) There is an economic relationship between the hedged item and the hedging instrument; 
(iv) The effect of credit risk does not dominate the changes in value that result from this economic relationship; 
(v) The effectiveness of the hedge can be reliably measured, both at the inception of the hedge and on an ongoing basis. 
 
The use of derivatives is framed in the Bank's risk management strategy and objectives. 
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• Fair value hedge 
In a fair value hedging operation, the carrying value of the hedged asset or liability, determined in accordance with the respective 
accounting policy, is adjusted to reflect the changes in its fair value attributable to the risk being hedged. Changes in the fair value 
of the derivatives that are designated as hedging instruments are recorded in the income statement, together with any changes in 
the fair value of the hedged asset or liability that are attributable to the risk hedged. In cases where the hedging instrument covers 
an equity instrument designated at fair value through other comprehensive income, changes in fair value are also recognized in 
other comprehensive income.  
 
If the hedge no longer meets the effectiveness requirement, but the objective of risk management stays the same, the Bank may 
adjust the hedging operation in order to meet the eligibility (rebalancing) criteria.  
 
If the hedge no longer meets the criteria for hedge accounting (if the hedging instrument expires, is sold, terminated or exercised, 
without having been replaced in accordance with the entity's documented risk management objective), the derivative financial 
instrument is transferred to the trading portfolio and hedge accounting is discontinued prospectively. The cumulative adjustment to 
the carrying book value of a hedged asset or liability corresponding to a fixed income instrument is amortised via the income 
statement over the period to its maturity, using the effective interest rate method. 
 

• Cash Flow Hedge 
When a derivative financial instrument is designated as a hedge against the variability of highly probable future cash flows, the 
effective portion of the changes in the fair value of the hedging derivative is recognized in reserves, being recycled to the income 
statement in the periods in which the hedged item affects the income statement. The ineffective portion is recognized in the income 
statement. 
 
When a hedging instrument expires or is sold, or when a hedge no longer meets the criteria for hedge accounting, any cumulative 
gain or loss recognized in reserves at that time is recognized in the income statement when the hedged transaction also affects the 
income statement. When a hedged transaction is no longer expected to occur, the cumulative gain or loss reported in equity is 
recognized immediately in the income statement and the hedging instrument is reclassified to the trading portfolio. 
 
Embedded derivatives 
 
If a hybrid contract includes a host contract that is a financial asset under IFRS 9, the Bank classifies the entire contract in 
accordance with the policy outlined in Note 2.4.  
 
If a hybrid contract includes a host contract that is not an asset under IFRS 9, an embedded derivative shall be separated from the 
host contract and accounted for as a derivative under this Standard if, and only if:  
 
a) the economic characteristics and risks of the embedded derivative are not closely related to the economic characteristics and 
risks of the host contract; 
b) a separate financial instrument with the same terms as the embedded derivative satisfies the definition of a derivative; and  
c) the hybrid contract is not measured at fair value and changes in fair value are recognized in profit or loss (a derivative that is 
embedded in a financial liability at fair value through profit or loss is not separated).  
 
These embedded derivatives are measured at fair value with the changes in fair value being recognized in the income statement 
 
 
2.4. Other financial assets: placements with credit institutions, customer loans and securities 
 
From 1 January 2018, the Bank initially classifies all of its financial assets based on the business model for managing the assets 
and the asset’s contractual terms. This classification determines how the asset is measured after its initial recognition:  
• Amortized cost: if it is held within a business model with the objective to hold financial assets in order to collect contractual 

cash flows that are solely payments of principal and interest (SPPI - solely payments of principal and interest) on the principal 
amount outstanding; 

• Fair value through other comprehensive income: if it is held within a business model, the objective of which is achieved by both 
collecting contractual cash flows and selling financial assets and the contractual cash flows fall under the scope of SPPI. In 
addition, upon initial recognition, the Bank may choose to classify irrevocably equity instruments in the fair value through other 
comprehensive income portfolio being the changes in the fair value recognized in equity; 

• Mandatorily measured at fair value through profit or loss: all cases not within the scope of SPPI.  

• Measured at fair value through profit or loss: other financial instruments not included in the business models described above. 
If these assets were acquired with the objective of being traded in the short term, they are classified as held for trading. 

 
In accordance with its documented strategy for risk management, the Bank contracts derivative financial instruments to hedge 
certain risks pertaining to a specific part of the loan portfolio, without, however, resorting to hedge accounting as described in Note 
2.4. In these situations, the initial recognition of the loan is made through its measurement at fair value through profit or loss. In this 
manner, measurement consistency is achieved between the loans and the derivatives for risk management purposes (accounting 
mismatch). 
 



 
 

 
Notes to the Interim Condensed Separate Financial Statements of 1st half 2020 158  

Initial recognition and measurement and derecognition  
 
These financial assets are initially recognized at fair value plus transaction costs, except for financial assets at fair value through 
profit or loss, where transaction costs are directly recognized in the income statement. 
 
Financial assets are derecognized when (i) the Bank's contractual rights to its cash flows have expired, (ii) the Bank has transferred 
substantially all the risks and rewards associated with its holding, or (iii) retained part, but not substantially all the risks and rewards 
associated with their detention, control over the assets has been transferred. When a financial asset measured at fair value through 
OCI is derecognized, the accumulated gain or loss previously recognized in other comprehensive income is reclassified to profit or 
loss. In the specific case of equity instruments, the cumulative gain or loss previously recognized in other comprehensive income is 
not reclassified to profit or loss and is transferred between equity captions.  
 
Deposits and loans and advances to banks and loans and advances to customers are recorded on the date the amount of the 
transaction is advanced to the counterparty. Acquisitions and disposals of securities are recognized on the trade date, that is, on 
the date on which the Bank undertakes to acquire or dispose of the asset. 
 
Financial assets at amortised cost or at fair value through other comprehensive income 
 
In accordance with IFRS 9 - Financial Instruments, for a financial asset to be classified and measured at amortised cost or at fair 
value through other comprehensive income, it is necessary that: 
 
(i) The contractual terms of the financial asset give rise to cash flows that are solely payments of principal and interest (SPPI) on 

the principal amount outstanding. Principal, for the purposes of this test is defined as the fair value of the financial asset at 
initial recognition. The contractual terms that are SPPI are consistent with a basic lending arrangement. Contractual terms that 
introduce exposure to risks or volatility in the contractual cash flows that are unrelated to a basic lending arrangement, such 
as exposure to changes in stocks or commodity prices, do not give rise to contractual cash flows that are solely payments of 
principal and interest on the amount outstanding. In such cases, the financial asset is required to be measured at fair value 
through profit or loss; 
 

(ii) The financial asset is held within a business model with the objective to hold financial assets to maturity to collect contractual 
cash flows (financial assets at amortised cost) or to collect the contractual cash flows until maturity and selling the financial 
asset (financial assets at fair value through other comprehensive income). The assessment of the business models of the 
financial asset is fundamental for its classification. The Bank determines the business models by financial asset groups 
according to how they are managed to achieve a particular business objective. The Bank's business models determine 
whether cash flows will be generated by obtaining only contractual cash flows, from selling the financial assets or both. At 
initial recognition of a financial asset, the Bank determines whether it is part of an existing business model or if it reflects a 
new business model. The Bank reassesses its business models in each reporting period in order to determine whether there 
have been changes in business models since the last reporting period. 

 
The above requirements do not apply to lease receivables, which meet the criteria defined in IFRS 16 - Leases. 
 
Financial assets that are subsequently measured at amortised cost or at fair value through other comprehensive income are subject 
to impairment. 
 
Financial assets at fair value through other comprehensive income are initially recorded at fair value and subsequently measured at 
fair value with changes in the fair value recognized in reserves (other comprehensive income) until derecognition, when cumulative 
potential gains and losses recognized in reserves are reclassified to the caption Gains and losses on financial assets and liabilities 
designated at fair value through profit or loss. In the specific case of equity instruments, the cumulative gains/ (losses) previously 
recognized in equity is not reclassified to profit or losses being reclassified between equity accounts. However, dividends received 
from these equity instruments are recognized in profit or loss.  
 
At initial recognition, financial assets at amortised cost are recorded at acquisition cost, and subsequently measured at amortised 
cost based on the effective interest rate. Interest, calculated at the effective interest rate, and dividends are recognized in profit or 
loss. 
 
Financial assets at fair value through profit or loss  
Financial assets recorded at fair value through profit or loss present the following characteristics: 

• contractual cash flows are not SPPI (mandatorily measured at fair value through profit or loss); and/or 

• it is held within a business model which objective is neither to obtain only contractual cash flows or to obtain contractual cash 
flows and sale; or, 

• it is designated at fair value through profit or loss as a result of applying the fair value option. 
 
These assets are measured at fair value and the respective revaluation gains or losses are recognized in the income statement.  
 
The fair value of listed financial assets is based on bid-prices, the bid price of the last transaction or on the bid known. In the 
absence of a price an active market, the Bank estimates fair value using (i) valuation techniques, including the use of recent similar 
arm’s length transactions, discounted cash flow techniques and option pricing models customized to reflect the specificities and 
circumstances of the instrument and (ii) valuation assumptions based on market information. 
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For assets included in the fair value level 3, whose quotation is provided by a third party using parameters not observable in the 
market, the Bank proceeds, when applicable, to a detailed analysis of the historical and liquidity performance of these assets, which 
may imply a additional adjustment to its fair value. 
 
Reclassifications 
 
If the Bank changes a business model, the financial assets included in that model are reclassified and the classification and 
measurement requirements for the new category are applied prospectively as from that date.  
 
Impairment 
The Bank records impairment allowance for expected credit losses ("ECLs") for the following debt instruments 

• Loans and advances to customers; 

• Financial and performance guarantees; 

• Documentary credits; 

• Irrevocable documentary credits; 

• Loan commitments; 

• Money market exposures; 

• Securities portfolio. 
 
Debt instruments at amortised cost or at fair value through other comprehensive income are in the scope of the impairment 
calculation.  
 
Impairment losses identified are recognized in the income statement and are subsequently reversed through the income statement 
if, in a subsequent period, the amount of impairment losses decreases.  
 
The impairment calculation approach distinguishes between the 12 months’ expected credit losses - Stage 1 - and the lifetime 
expected credit losses. To determine expected lifetime losses, the approach considers the projection of contractual cash flows - 
Stage 2 - or the present value of the expected recoveries - Stage 3. Thus, the model of impairment calculation by Stage is 
summarized as follows: 

• expected credit loss resulting from a potential loss event occurring within the next 12 months after the calculation date 
(Stage 1); or  

• expected credit loss, resulting from all potential loss events expected over the lifetime, applied to the projection of 
contractual cash flows (Stage 2); or  

• expected credit loss resulting from the difference between the amount outstanding and the present value of the cash flows 
estimated to be recovered from the exposure 2 (Stage 3). 

 
Therefore, for the determination of impairment, the classification by Stage for all exposures according to their level of credit risk, as 
summarized in the figure below, is made beforehand: 
 

 
 

• Stage 3  
The process of assigning Stage to an exposure starts by checking if the Stage 3 criteria applies. If the exposure is classified 
as Default - according to the current internal definition3 - this exposure is classified as Stage 3.  
 
Thus, the classification of exposures in Stage 3 is based on the occurrence of a default event, with objective evidence of loss 
occurring at the time from which a significant change occurs in the creditor-debtor relationship, being the creditor exposed to a 
monetary loss. 

 
Considering the measure of specific triggers of Default or the Stage 3 determination indicators, the result will be the 
determination of Default and Stage 3 accordingly, taking as a starting point the default setting. 

 
Within the scope of the impairment calculation process and in the context of the IFRS 9 application, the exposures of 
customers and loans with impairment will be identified (in Credit Impaired Stage 3). These Stage 3 exposures are considered 
as Default. The impairment calculation and analysis process includes the evaluation of the following indicators of possible 
occurrences of unlikely-to-pay (UTP): 
 

 
2 Parameters used to determine recoveries vary, essentially depending on the risk profile / nature of the exposure. 
3 The internal definition of Default is aligned with article 178 of CRD IV, providing criteria of material past due for more than 90 days and 

for unlikely to pay. 
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a) A borrower's sources of recurring income are no longer available to meet the payment of installments; 
b) There are justified concerns about a borrower's future capability to generate stable and sufficient cash flows; 
c) The institution has executed collateral, including a guarantee; 
d) The debtor's level of indebtedness has increased significantly or there are reasons to believe that it will increase in 

the near future; 
e) Absence of an active market for the debtor's financial instruments; 
f) When there is a default of a company wholly owned by a single person and it was provided the institution with a 

personal guarantee for all the obligations of a company; 
g) Fraud; 
h) Postponement or extension of loans beyond the economic life span; 
i) Borrower's license is withdrawn. 
j) The debtor used the contractual possibility to unilaterally change the payment plan established. 

 
The Impairment calculation and analysis process also takes into account the customer's assessment and exposures at the 
level of the connected client group, when applicable, namely if some of the relevant exposures or players in that group are in a 
default situation. 

 
In turn, the Default setting for a given credit position is made automatically in cases where at least one of the specific triggers 
for the purpose is positive, encompassing the following situations, described in a non-exhaustive manner: 

• Existence of credit amounts in default with more than 90 calendar days above the materiality threshold; this threshold 
is checked daily and it consists of an absolute and a relative component; material non-compliance is considered to 
exist when it cumulatively exceeds the absolute and relative thresholds; the amounts of overdue credit and exposure 
considered are determined at the level of the credit position typology (i.e. at the level of the credit facility or at the level 
of the debtor); 

• Application of insolvency measures and / or other special protection measures; 

• Sale of loan portfolios with material economic losses; 

• Recognition of credit losses; 

• Application of restructuring measures due to the existence of indicators of financial difficulties. 
 

This definition of Default incorporates competing procedures (automatic and manual) for the assessment and determination of 
the objective improvement of the quality of a debtor. This assessment will be automatic, during any quarantine period, through 
the application of a criterion that automatically cancels and resets those probative periods (restart of quarantine). The 
quarantine is a period of time during which the default marking of the contract, client or debtor remains active, even when the 
situation that originated the marking is settled. Depending on the trigger and disregarding restarts, the minimum quarantine 
periods can range from 3 to 12 months. The deselection of the trigger to which the period applies can only be made after full 
and uninterrupted counting of the quarantine period. Although this automatic criterion guarantees an extensive evaluation of 
all exposures and debtors, the improvement in the quality of the debtor will be supplemented in all processes of deactivating 
manual triggers (when active) and in the process of assigning credit ratings (when applicable). 

 

• Stage 2  
Exposures are classified as Stage 2 whenever there is a significant increase in credit risk, since initial recognition. If there is 
no objective evidence of loss associated with the exposure, criteria are analyzed to determine whether exposure has 
significantly increased its credit risk.  
 
The significant increase in credit risk is assessed through qualitative and quantitative evidence. Once it is verified that - at 
least - one of these triggers is active, the exposure is classified in Stage 2. 
 
The table below describes the criteria and respective applicable thresholds: 
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As explained in the IFRS 9 regulation, the assessment of a significant increase in credit risk involves - also - comparing the 
current level of risk of an exposure against the level of risk existing in origination. 

 
The Bank assigns an internal credit risk grade to the exposure / borrower, depending on its quality and associated with the 
probability of default. In assessing whether the exposure credit risk has increased significantly since initial recognition, the 
Bank compares, at the reporting date, the lifetime probability of default with the probability of default at origination of the 
exposure. Depending on whether the observed variation falls above a defined threshold - relative and / or absolute - the 
exposure is classified in Stage 2. 
 
In addition to this event, the Bank considers other events, that if verified imply the classification in Stage 2 (e.g.: material 
default for more than 30 days, risk events in the financial system, internal credit risk grade above a certain threshold, among 
others). 
 

 

• Stage 1 
The classification of exposures in Stage 1 depends on: 

(i) absence of active events that qualify for Stage 3 and Stage 2, which were mentioned and described above; or 
(ii) the framing of these exposures under the low-credit risk exemption. These exposures, if not in Stage 3, are automatically 

classified in Stage 1. 
The outlined vision is based not only on the requirement in IFRS 9, but also on the approach defined for capital calculation, 
where for these exposures a 0% risk weight is considered. Thus, entities that are not classified as default and fully comply 
with the conditions mentioned above are classified as low credit risk, being assigned stage 1. Each month the list of 
entities in these conditions is reviewed, whose majority is composed of Portuguese public debt, public debt in the Euro 
zone, American public debt and / or equivalent. 

 
The Bank assesses collective and individual impairment. In the collective assessment model, the impairment calculation is based on 
an initial classification of the credit risk level – Stage 1, 2 or 3; in the individual analysis the calculation is based on a going concern 
or gone concern approach.  
 
If for a particular loan there is no objective evidence of impairment in an individual level, the loan is grouped together with other 
loans that have similar credit risk characteristics (loan portfolio) and assessed collectively through the application of estimated risk 
factors for exposure segment - collective assessment of impairment. If an impairment loss is identified on an individual basis, the 
amount of the impairment loss determined prevails over the collective impairment. 
 
Individual assessment is carried out for the following exposures:  
  

• All borrowers classified as defaulted (stage 3), or classified in stage 2 and with no internal grade assigned, with exposure 
above Euro 1 million; 

• All borrowers classified in stage 2, with exposure above Euro 5 million; 

• All borrowers classified in stage 1 and with no internal grade assigned, with credit exposure above Euro 5 million; 

• All real estate entities and financial holdings with credit exposure above Euro 5 million; 

• All other low-risk borrowers (stage 1) with exposure above Euro 25 million; 

• Additionally, the following borrowers are selected for individual analysis: 
o identified by the Committee based on other justified criteria (e.g.: sector of activity); 
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o exposures that in the past were subject to an individual impairment recognition; 
o exposures that based on new events which may impact the impairment calculation, might be elected for analysis by 

one of the Impairment Committee members or by another body/committee. 
 
For purposes of the collective assessment of impairment, loans are grouped on the basis of similar credit risk characteristics, taking 
in consideration the Bank’s credit risk management process. For each of these homogeneous risk groups, risk factors are estimated 
and then applied for impairment assessment purposes. 
 
For the purpose of determining collective impairment, operations are allocated to risk sub-segments in accordance with the 
following definitions in the table below: 

 

1st Segmentation 
Client Type 

Corporate Individuals 

2nd Segmentation 

Risk Segment Product type 

Large companies 
Real Estate 

Medium Companies 
Small Companies 

Start-Ups 
Financial Institutions  

Sovereign 

Mortgage 
Consumer loans 

Credit cards 
Other Individuals 

3rd Segmentation Rating notation Scoring notation 

4th Segmentation 

Collaterals – LTV 

Typically, Corporate segments consider the value of 
collateral for segmentation purposes 

The mortgage segment considers the value of the 
financed asset for the purposes of segmentation 

 
 
Scenarios 
As required by IFRS 9, the impairment assessment should reflect different expectations of macroeconomic developments, i.e., it 
should incorporate multiple scenarios. In order to incorporate the effects of future macroeconomic behaviour on loss estimates, 
forward looking macroeconomic estimates are included in some of the risk parameters used to calculate impairment. In fact, 
different possible scenarios giving rise to the same number of impairment results are considered. 
 
In this context, the process of defining macroeconomic scenarios must consider the following principles: 

• Representative scenarios that capture the existing non-linearities (e.g. a base scenario, an optimistic and a pessimistic 
scenario);  

• The base scenario should be consistent with the inputs used in other exercises in the Bank (e.g., Planning). This is 
ensured since the option used for the purpose of calculating impairment was precisely the same methodology that the 
Bank uses in internal and / or regulatory planning exercises; 

• Alternative scenarios to the base scenario should not originate extreme scenarios; 

• The correlation between the projected variables should be realistic with the economic reality (e.g. if GDP is increasing it is 
expected that unemployment is decreasing). 

 
The macroeconomic scenarios and projections available also have a probability of occurrence. In the case of the base scenario, 
since it is the most representative, it has a 60% probability of occurrence. The other two alternative scenarios, considered to be 
variations of the central scenario, have probabilities of occurrence of 25% for the less favorable alternative scenario compared to 
the base scenario and 15% for the more favorable alternative scenario compared to the base scenario. 
 
The exercise of build the base and alternative macroeconomic scenarios for the Portuguese economy is based on a combination of 
econometric forecasts, information on forecasts from other external institutions and application of subjective expert judgment. 
 
In the first component, GDP growth is estimated through estimates for the growth of expenditure components, obtaining GDP 
through the formula GDP = Consumption + Investment + Exports - Imports. The econometric specifications chosen are those that, 
after testing different alternatives, generate the best result. 

 
The econometric estimates thus obtained are then weighted with forecasts from external institutions, according to the principle that 
the combination of different projections tends to be more accurate than just a forecast (the risk of errors and bias associated with 
specific methods and variables is minimized). 
 
The forecasts for prices (consume and real estate) and unemployment follow a similar methodology: own forecasts based on an 
estimated model, weighted with forecasts from external institutions, if available. In a base scenario, the projections for interest rates 
start from market expectations (provided by Bloomberg), with possible adjustments in accordance with the principles defined above, 
if considered appropriate (weighting by expert judgment and forecasts from external institutions). The alternative scenarios are 
based on the historical observation of deviations from the trend in GDP behavior (cost and contraction cycles), the reference of 
EBA recommendations for extreme adverse scenarios, the stylized facts of economic cycles, with respect to the components of 
expenditure, prices, unemployment, etc. and estimates. 
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Thus, when revising / updating the scenarios, the respective probabilities of execution are also reviewed. Once the scenarios are 
updated, the values of the risk parameters are updated for later consideration in the scope of the Impairment calculation. The final 
impairment calculated will thus result from the sum of the impairment value of each scenario, weighted by the respective probability 
of execution. 

 
It is also relevant to mention that there is a specific universe of portfolios where the internal credit risk notes incorporate, through 
their attribution process, forward looking information. We refer to portfolios usually called Low Default Portfolios for which the 
internal credit risk rating is assigned in a medium and long term perspective and incorporating all available forward looking 
information.  
 
Therefore, for this universe of portfolios the incorporation of the forward-looking information is guaranteed. 
 
Covid-19 pandemic 
 
The Covid-19 pandemic was an event that significantly impacted the normal development of economic activity, both due to 
limitations in the exercise and consumption and investment patterns, as well as significant restrictions in the way of operating in 
almost all sectors. of the economy. This exceptional context justified the implementation of different protection measures for 
families and companies.  In the face of these material and formal changes, NOVO BANCO ensured an immediate adherence to the 
moratorium regimes and promoted a timely review of its credit risk appetite rules. 
 
Within the framework of statutory moratorium and private initiative schemes, NOVO BANCO granted access to these suspension 
measures in the reimbursement of capital / interest to all eligible proposing customers, covering more than 38 thousand customers 
and total liabilities of Euro 6.8 billion on 30 June 2020, which represent about 30% of total loans to companies, 20% of mortgage 
loans and 15% of consumer loans. 
 
The absence of repayment of capital in this component of the loan portfolios that will have a minimum duration until the end of 
September 2020 (which may automatically extend until 31 March 2021), or until June 2021 in the case of private initiative moratoria, 
it will induce a smaller future reduction in the bank's overall credit volume by modifying the originally scheduled amortizations. 
 
During the next months NOVO BANCO will monitor the profile of customers who adhered to these moratorium regimes and their 
standard of compliance and solvency, in order to identify in advance those who are unable to meet future debt service after the end 
of the moratorium period and may need other forms of support or restructuring, preventing entry into default. 
 
In the review of credit risk appetite, given the distinct impact that the Covid-19 pandemic had on the sectors of economic activity, 
NOVO BANCO segregated them into two groups: a group of sectors directly most impacted by this event and for which it was 
defined more conservative credit policy rules, and another group composed of all other activities. These risk appetite rules continue 
to be monitored on a permanent basis, in order to ensure that at all times the bank maintains updated policies that are appropriate 
to the risk profile of each client. 
 
NOVO BANCO's exposure to these most affected sectors of activity (tourism, events, leisure, sports, transport, restaurants, 
shopping in shopping centers) represents about 7% of the total loan portfolio. 
 
As a result of its adherence to the protocol of credit lines guaranteed by the State and in addition to the remaining credit to the 
economy whose concession was maintained by NOVO BANCO within the current risk appetite rules, a global volume of lines was 
reached at the end of June approximately Euro 1 billion, with an average use of 70% of the committed capital. These lines 
represent about 6% of the total loan portfolio and have a dispersion by sector of economic activity similar to the share that NOVO 
BANCO has in these sectors. 
 
Given the risks arising from the Covid-19 pandemic, 3 scenarios were considered: central, adverse and favorable. 
 

• The central scenario envisages a swoosh recovery. It implies that there are effective mitigation measures associated with 
the Covid-19 pandemic for 3 to 6 months, followed by a recovery beginning in the second half of 2020 (with a return to the 
growth trend seen in the years 2017 to 2019). GDP in 2021 remains below the level of 2019, reflecting a moderate loss of 
productive capacity. For the construction of the scenario, the information available on the initial economic impacts by 
sector of activity was used, including signs of stabilization and a gradual recovery of the economy from April 2020; 
 

• The adverse scenario predicts a “W” shaped recovery. It includes a second outbreak of the Covid-19 pandemic in the 
second half of 2020, which forces a second wave of containment measures between the third and the last quarter of 2020. 
The recovery begins in the first half of 2021. However, GDP remains well below the level of 2019 in either 2020 or 2021, 
reflecting a severe loss of potential productive capacity; 
 

• The favorable scenario calls for a “V” shaped recovery. It implies that there are effective mitigation measures associated 
with the Covid-19 pandemic for 3 to 6 months, followed by a rapid recovery and a rapid return to the level of GDP recorded 
before the pandemic. 

 
Four macroeconomic models were used for the Companies (excluding Real Estate), Real Estate firms, Mortgage Loans and Other 
Loans to Individuals: 
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• The Companies segment (excluding Real Estate) is particularly sensitive to the GDP growth rate and the unemployment 
rate. In all scenarios, there is a drop in GDP, followed by a recovery in the following years, reaching in 2021 the levels 
recorded before the Covid-19 pandemic, with the exception of the adverse scenario, in which the pre-pandemic levels are 
not reached in the horizon of 3 years. Unemployment shows a significant increase in the year 2020, followed by a recovery 
that is not sufficient to reach the levels of unemployment before the pandemic, with the exception of the favorable scenario 
which in the year 2022 is slightly lower than that registered before the Covid-19 pandemic; 
 

• The Real Estate firms segment is particularly sensitive to changes in property prices and to the GDP growth rate. It is the 
segment most affected in the time horizon concerned. The price of real estate registered a significant fall in the year 2020 
in all scenarios, followed by a faster or slower recovery, depending on the scenario in question; 
 

• The Mortgage Loans segment is mainly affected by the reduction in GDP and the fall in real estate prices, across all 
scenarios in the year 2020; 
 

• The Other Loans to Individuals segment is substantially affected by the increase in Unemployment and the reduction in 
GDP, verified in 2020 in any of the scenarios. 
 

 
 
Internal rating models for the portfolios of companies, institutions and stocks 
Regarding the rating models for company portfolios, different approaches are adopted depending on the size and sector of activity 
of the clients. Specific models are also used, adapted to loan operations of project finance, acquisition finance, object finance, 
commodity finance and finance to construction. 
 
Below is a summary table on the types of risk models adopted in the internal assignment of credit ratings: 

 

 
 

 
The Bank's Rating Department has a Rating Model for the following segments: Start-ups; Individual Entrepreneurs (ENIs); Small 
business; Medium-sized companies; Big companies; Real Estate and Real Estate Income; Holding Large Company; Financial 
Institution; Municipalities and Institutions; Countries; Project Finance; Object, Commodity and Acquisition Finance; Financial 
Holding. 
The segments for which rating models are not available are: 
- Insurance and Pension Funds; 
- Churches, political parties and non-profit associations with a turnover of less than 500 thousand euros. 
 
Regarding the credit portfolios of large companies, Financial Institutions, Institutions, Local and Regional Administrations and 
Specialized Loans - namely Project Finance, Object Finance, Commodity Finance and Acquisition Finance - the credit ratings are 
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assigned by the Bank's Rating representation. This structure is made up of 7 multisectoral teams that comprise a team leader and 
several specialized technical analysts. The attribution of internal risk ratings by this team to these risk segments, classified as low 
default portfolios, is based on the use of “expert-based” rating models (templates) that are based on qualitative and quantitative 
variables, strongly correlated with the sector or sectors of activity in which the clients under analysis operate. With the exception of 
assigning a rating to specialized loans, the methodology used by the Rating representation is also governed by a risk analysis at 
the level of the maximum consolidation perimeter and by the identification of the status of each company in the respective 
economic group. The internal credit ratings are validated daily in a Rating Committee composed of members of the Rating 
Department's Management and the various specialized teams. 
 
For the medium-sized business segment, statistical rating models are used, which combine financial data with qualitative and 
behavioral information. However, the publication of credit ratings requires the execution of a previous validation process that is 
carried out by a technical team of risk analysts, who also take into account behavioral variables. In addition to rating, these teams 
also monitor the customers’ loan portfolio of the Bank through the preparation of risk analysis reports, as provided for in internal 
regulations, in accordance with the current responsibilities / customer rating binomial, which may include specific recommendations 
on the credit relationship with a given customer, as well as technical advice on investment support operations, restructuring, or 
other operations subject to credit risk. 
 
For the business segment, statistical scoring models are also used which have, in addition to financial and qualitative information, 
the behavioral variables of the companies and the partner(s) in the calculation of credit ratings. 
 
There are also implemented scoring models specifically aimed at quantifying the risk of start-ups (companies established less than 
2 years ago) and individual entrepreneurs (ENI). These customers together with the small companies, depending on the exposure 
value, are included in the regulatory retail portfolios. 
 
Finally, for companies in the real estate sector (companies dedicated to the activity of real estate promotion and investment, 
especially small and medium-sized companies), taking into account their specificities, the respective ratings are assigned by a 
specialized central team, based on use of specific models that combine the use of quantitative and technical variables (real estate 
appraisals carried out by specialized offices), as well as qualitative and behavioral variables. 
 
With regard to exposures equated to shares held by the Bank, directly or indirectly through the holding of investment funds, as well 
as shareholders loans and supplementary capital contributions, all included in the risk class of shares for the purposes of 
calculating credit risk weighted assets, they are classified in the various risk segments according to the characteristics of their 
issuers or borrowers, following the segmentation criteria presented above. These segmentation criteria determine the type of rating 
model to be applied to the issuers of the shares (or borrowers of the shareholders loans / supplementary capital contributions) and, 
therefore, to them. 
 
Relationships between internal and external ratings 
The assignment of an internal rating to entities with an external rating is made through the Markets Template available in the Rating 
Calculation application. The Markets Template gathers the external ratings that were assigned to a specific entity by the rating 
agencies Standard & Poor’s (S&P), Moody’s and Fitch. 
 
Specifically, the functionality of providing external ratings from S&P - XpressFeed feeds the application of External Ratings on a 
daily basis, which allows the external ratings published by these agencies for a given entity to be filled in the Markets Template. 
The external ratings assigned by Moody’s and Fitch are not obtained automatically, having to be entered manually in the Marke ts 
Template, after consulting the websites www.moodys.com and www.fitchratings.com. 
 
The internal rating results, in the majority of situations, from the S&P equivalent external rating and, in exceptional situations, from 
the S&P equivalent external rating plus an internal adjustment, which must always be accompanied by justifying comments 
prepared by the analyst. 
 
It should be noted that the S&P equivalent external rating is obtained by making a correspondence between the available external 
ratings and the rating scale of the referred financial rating agencies. The internal ratings produced by the Markets Template and 
which have had adjustments must be mandatorily approved and validated by the Rating Committee. 
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The table below shows the correspondence between the external ratings S&P, Moody's and Fitch and the equivalent external rating 
S&P: 
 

 
 
Internal scoring models for private portfolios 
With regard to scoring models for private portfolios, NB has origination / concession and behavioral scoring models (applied to 
operations older than 6 months). 
 
These models are automatic, based on statistical models developed with internal information, considering socio-demographic 
information, loan characteristics, behavioral information and automatic penalties (if there are warning signs). In the case of 
behavioral models, information on the remaining loans of the contract holders is also considered. 
 
NB is authorized by Bank of Portugal to use internal models in the calculation of regulatory capital requirements for the main 
portfolios of individuals: Mortgage Loans and Individual Loans. In addition, it has origination and behavioral scorings for the Credit 
Card, Overdraft and Loan Accounts products, which it uses for the purposes of designing and monitoring credit quality, however, 
not being IRB portfolios. 
 
Individual Impairment Analysis 
The Individual Impairment Analysis aims to determine the most appropriate impairment rate for each credit customer, being an 
independent process of the Collective Impairment Model. 
 
The Individual Analysis of the selected clients is carried out based on information collected regarding the client / Group's context, 
historical and forecast cash flows and existing collateral. 
 
Based on the information collected, the best recovery scenario is established, aligning the commercial strategies defined for the 
client with the different recovery possibilities, namely whether the scenario that is expected for credit recovery is through the 
continuity of the client's business (going concern) or through the foreclosure of collateral (gone concern). 
 
In a going concern scenario, impairment is determined by the difference between the credit value and the current value of 
estimated cash flows. If this analysis results in no impairment, the impairment will be determined by collective analysis, that is, by 
the collective impairment model (except for cases with objective evidence of loss/Default, in which the final rate is defined). 
 
In a gone concern scenario, impairment is determined by the difference between the credit value and the current value of cash 
flows that may result from the foreclosure of collateral. The value of collaterals is determined according to the rules described in the 
point 1.1.2 of the Annex I of Circular Letter No. CC/2018/0000006 of January 24. The management of the Individual Analysis 
process is the responsibility of the Rating Department. 
 
Customers who are considered materially relevant for Individual Impairment Analysis, due to signs of impairment and/or due to its 
exposure, are selected for analysis. 
 
The identification of customers for Individual Analysis is updated monthly, in order to contemplate any changes that may occur 
throughout the year. 
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The Individual Impairment Analysis can be carried out for individual customers, but as a rule it considers the Economic Group view 
of the selected customers. 
 
Individual analyzes carried out are valid for 6 months and a shorter period may be established whenever justified. 
 
The analysis of the Economic Groups of the identified clients is, as a rule, carried out in the month in which: the client is classified 
materially relevant to the Individual Impairment Analysis for the first time; in the month in which the analysis expires; or when there 
is a new and relevant data/event for determining the client's impairment. 
 
The Individual Analysis process is supported by an Individual Impairment Analysis Form, which reflects the scenarios considered in 
the impairment determination. The monthly reference information which supports the Individual Analysis (namely the customer's 
exposure values) is the last available. 
 
The Executive Board of Directors is the highest body for determining the amount of impairment to be attributed to each client. Due 
to its determination, the execution of this function is delegated to the Rating Department and the Impairment Committee. 
 
The decision process in the Individual Impairment Analysis begins with a proposal from the Commercial Structures and it is decided 
on one of three progressive levels of competence, defined according to the exposure of the Economic Group of the client under 
analysis: Rating Department, Impairment Committee and Extended Impairment Committee. 
 
The Impairment Committee has permanent members: Rating Department (DRT), Global Risk Department (DRG), Credit 
Department (DC), Accounting, Consolidation and Tax Department (DCCF), Corporate Credit Recovery Department (DRCE), Retail 
Credit Recovery Department (DRCR) and Internal Audit Department (DAI), the latter always as an advisor, in accordance with the 
rules of independence, objectivity and conflict of interest defined in the Internal Audit Regulation, approved by the Executive Board 
of Directors of NOVO BANCO, and its representatives are not bound by any decision taken, even though their opinion has been 
requested. 
 
The Commercial Structures with customers management also participate and be assessed in the Committee meetings, as well as 
other specialized Entities or Departments whose presence is necessary for a better assessment of the impairment to be 
constituted. The Commercial Structures vote exclusively in cases related to the customers they monitor. The invited Entities or 
Departments do not have the right to vote. 
 
Decisions resulting from the intervention of the Impairment Committee are taken by majority, with the DRT having the veto power. 
They are considered binding, unless otherwise determined by the Executive Board of Directors. The Extended Imparity Committee 
meets with the presence of the Administrators of the areas involved. Proposals are deemed to have been approved with the 
agreement of all Directors present. 
 
The process is concluded with the transposition of the impairment decisions by individual analysis, in the collective impairment 
processing of that month, applying the scenarios approved in the subsequent monthly processing. 

 
Write-offs 
Write-off is defined as the derecognition of a financial asset from the Bank’s balance sheet, which should only occur when 
cumulatively: 
 
(i) the total amount of the credit has been demanded, that is, the credit must be fully recognized as overdue credit. 

Exemptions from this requirement are extra-judicial agreements, PER and Insolvency, where part of the credit may remain 
due and the remaining debt is written off by judicial/ extra-judicial decision; 

(ii) All the recovery efforts, considered appropriate, have been developed (and the relevant evidence gathered) and additional 
efforts to recover the asset will not be considered economically viable.  

(iii) The credit recovery expectations are very low, leading to an extreme scenario of total impairment– 100% impairment. This 
rule is only applicable for contracts without real estate collateral and if the whole contract is classified as overdue. In all 
other cases, it is necessary to ensure that the amount to be written off is fully impaired (at least in the month prior to the 
month of the write-off); and 

(iv) A final agreement has been obtained as part of a restructuring process and the remaining debt can no longer be 
recovered. 

 
Or additionally, if it is considered more beneficial to sell the credit to a third party. At the time of sale, the difference between the 
sale amount and the balance sheet amount must be fully impaired, and at the time of sale the credit will be derecognized in 
exchange of the funds/assets received. 

 
Subsequent payments received after the write-off must be recognized as subsequent write-off recoveries.  
 
 
2.5. Assets sold with repurchase agreements, securities loaned and short sales 
 
Securities sold subject to repurchase agreements (repos) at a fixed price or at a price that corresponds to the sales price plus a 
lender’s return are not derecognized from the balance sheet. The corresponding liability is included under amounts due to banks or 
to customers, as appropriate. The difference between the sale and repurchase price is treated as interest and deferred over the life 
of the agreement, using the effective interest rate method. 
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Securities purchased under agreements to resell (reverse repos) at a fixed price or at a price that corresponds to the purchase 
price plus a lender’s return are not recognized in the balance sheet, the purchase price paid being recorded as loans and advances 
to banks or customers, as appropriate. The difference between the purchase and resale price is treated as interest and deferred 
over the life of the agreement, using the effective interest rate method.  
 
Securities ceded under loan agreements are not derecognized in the balance sheet, being classified and measured in accordance 
with the accounting policy described in Note 2.4. Securities received under borrowing agreements are not recognized in the 
balance sheet.  
 
Short sales correspond to securities sold that are not included in the Bank’s assets. They are recorded as financial liabilit ies held for 
trade, at the fair value of the assets to be returned in the scope of the repurchase agreement. Gains and losses resulting from the 
change in their respective fair value are recognized directly in the income statement 
 
 
2.6. Financial liabilities 
 
An instrument is classified as a financial liability when it contains a contractual obligation to transfer cash or another financial asset, 
regardless of its legal form. Financial liabilities are derecognized when the underlying obligation is liquidated, expires or is 
cancelled.  
 
Non-derivatives financial liabilities include deposits from banks and customers, loans, debt securities, subordinated debt and short 
sales. 
 
These financial liabilities are recognized (i) initially, at fair value less transaction costs and (ii) subsequently, at amortised cost, 
using the effective interest rate method, except for short sales and financial liabilities designated at fair value through profit or loss, 
which are measured at fair value. 
 
The Bank designates, at inception, certain financial liabilities at fair value through profit or loss when: 

• It eliminates or significantly reduces, a measurement or recognition inconsistency (accounting mismatch) that would otherwise 
occur; 

• The financial liability it’s part of a portfolio of financial assets or financial liabilities or both, managed and evaluated on a fair 
value basis, according with the Bank’s risk management or investment strategy; or  

• These financial liabilities contain embedded derivatives and IFRS 9 allows designate the entire hybrid contract at fair value 
through profit and loss. 

 
Reclassifications between categories of liabilities are not allowed. 
 
The structured products issued by the Bank – except for the structured products for which the embedded derivatives were 
separated, recorded separately and revalued at fair value - are classified under the fair value through profit or loss category 
because they always meet one of the above-mentioned conditions.  
 
The fair value of listed financial liabilities is their current market bid prices. In the absence of a quoted price, the Bank establishes 
the fair value by using valuation techniques based on market information, including the Group issuer’s own credit risk.  
 
Profits or losses arising from the revaluation of liabilities at fair value are recorded in the income statement. However, the change in 
fair value attributable to changes in credit risk is recognized in other comprehensive income. At the time of derecognition of the 
liability, the amount recorded in other comprehensive income attributable to changes in credit risk is not transferred to the income 
statement.  
 
The Bank accounts material changes in the terms of an existing liability or part of it as an extinction of the original financial liability 
and recognizes of a new liability. The terms are assumed to be substantially different if the present value of the cash flows under 
the new terms, including any fees paid net of commissions received, and discounted using the original effective interest rate is at 
least 10% different from the discounted present value of the remaining cash flows from the original financial liability. The difference 
between the carrying amount of the original liability and the value of the new liability is recognized in the income statement. 
 
If the Bank repurchases debt securities issued, these are derecognized from the balance sheet and the difference between the 
carrying book value of the liability and its acquisition cost is recognized in the income statement. 
 
 
2.7. Financial and performance guarantees 
 
Financial guarantees  
Financial guarantee contracts are contracts that require the issuer to make specified payments to reimburse the holder for a loss 
due to non-compliance with the contractual terms of a debt instrument, namely the payment of principal and/or interest.  
 
Financial guarantees are initially recognized in the financial statements at fair value. Financial guarantees are subsequently 
measured at the higher of (i) the fair value recognized on initial recognition and (ii) the amount of any financial obligation arising as 
a result of guarantee contracts, measured at the balance sheet date. Any change in the amount of the liability relating to guarantees 
is taken to the income statement.  
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Financial guarantee contracts issued by the Bank normally have a stated maturity date and a periodic fee, usually paid in advance, 
which varies in function of the counterpart risk, the amount and the time period of the contract. Consequently, the fair value of the 
financial guarantee contracts issued by the Bank, at the inception date, is approximately equal to the initial fee received, 
considering that the conditions agreed to are market conditions. Hence, the amount recognized at the contract date is equal to the 
amount of the commission initially received, which is recognized in the income statement over the period to which it relates. 
Subsequent periodic fees are recognized in the income statement in the period to which they relate. 
 
Performance guarantees 
Performance guarantees are contracts that result in the compensation of a party if the other does not comply with its contractual 
obligation. Performance guarantees are initially recognized at their fair value, which is normally evidenced by the amount of the 
commissions received during the contract period. When there is a breach of contract, the Bank has the right to reverse the 
guarantee, recognizing the amounts in Loans and advances to customers after transferring the compensation for the losses to the 
collateral taker. 
 
 
2.8. Equity instruments 
 
An instrument is classified as an equity instrument when it does not contain a contractual obligation to deliver cash or another 
financial asset, regardless of its legal form, but evidences a residual interest in the assets of an entity after deducting all of its 
liabilities. 
 
Transaction costs directly attributable to the issuance of equity instruments are recorded against equity as a deduction from the 
amount issued. Amounts paid or received relating to acquisitions or sales of equity instruments are recognized in equity, net of 
transaction costs.  
 
Distributions to holders of an equity instrument are deducted directly from equity as dividends, when declared. 
 
 
2.9. Offsetting financial instruments 
 
Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is a legally enforceable right 
to offset the recognized amounts and there is an intention to settle on a net basis, or to realize the asset and settle the liability 
simultaneously. The legally enforceable right may not be contingent on future events, and must be enforceable in the course of the 
normal activity of the NOVO BANCO, as well as in the event of default, bankruptcy or insolvency of the Bank or the counterpart. 
 
 
2.10. Foreclosed properties and non-current assets held for sale 
 
Non-current assets or disposal groups (groups of assets to be disposed of together and the related liabilities that include at least 
one non-current asset) are classified as held for sale when their carrying values will be recovered mainly through a sale transaction 
(including those acquired exclusively with a view to their subsequent disposal), the assets or disposal groups are in condition for 
immediate sale and the sale is highly probable (within the period of one year). 
 
Immediately before the initial classification as held for sale, the measurement of the non-current assets (or of all the group assets 
and liabilities) is brought up to date in accordance with the applicable IFRS. Subsequently, these assets or disposal groups are 
remeasured at the lower of their carrying value and fair value less costs to sell. When the carrying book value of non-current assets 
corresponds to fair value less costs to sell, the fair value level of the IFRS 13 hierarchy corresponds mostly to level 3.  
 
In the scope of its loan granting activity, the Bank incurs in the risk of the borrower failing to repay all the amounts due. In case of 
loans and advances with mortgage collateral, the Bank executes these and receives real estate properties resulting from 
foreclosure. Due to the provisions of the “Regime Geral das Instituições de Crédito e Sociedades Financeiras” (RGICSF), banks 
are prevented, unless authorized by Bank of Portugal, from acquiring real estate property that is not essential to their installation 
and daily operations and the pursuit of their object (no. 1 of article 112 of RGICSF), being able to acquire, however, real estate 
property in exchange for loans granted by same. This real estate property must be sold within 2 years, period which may, based on 
reasonable grounds, be extended by Bank of Portugal, on the conditions to be determined by this Authority (article 114 of RGICSF). 
 
Although the Bank’s objective is to immediately dispose of all real estate property acquired as payment in kind for loans, during 
financial year 2016 the Bank changed the classification of this real estate properties from Non-current assets held for sale to Other 
assets, due to the permanence of same in the portfolio exceeding 12 months. However, the accounting method has not changed, 
these being initially recognized at the lower of their fair value less costs to sell and the carrying amount of the subjacent loans. 
Subsequently, these real estate properties are measured at the lower of its initial carrying amount and the corresponding fair value 
less costs to sell and it is not depreciated. Unrealized losses on these assets, so determined, are recorded in the income statement. 
 
The valuation of these real estate properties is performed in accordance with one of the following methodologies, applied in 
accordance with the specific situation of the asset: 
(i) Market Method 

The Market Comparison Criteria takes as a reference transaction values of similar and comparable real estate properties to 
the real estate property under valuation, obtained through market prospection carried out in the zone. 
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(ii) Income Method 
Under this method, the real estate property is valued based on the capitalization of its net income, discounted to the present 
using the discounted cash-flow method 
 

(iii) Cost Method 
This method aims to reflect the current amount that would be required to substitute the asset in its present condition, 
separating the value of the real estate property into its fundamental components: Urban Ground Value and Urbanity Value; 
Construction Value; and Indirect Costs Value. 
 

Valuations carried out are performed by independent entities specialized in these services. The valuation reports are analyzed 
internally, namely comparing the sales values with the revalued amounts of the assets so as to assess the parameters and process 
adequacy with the market evolution. 
 
In addition, since these are assets whose fair value level in the hierarchy of IFRS 13 corresponds mainly to level 3, given the 
subjectivity of some assumptions used in the valuations and the fact that there are external indications with alternative values, the 
Bank proceeds to analyzes on the assumptions used, which may imply additional adjustments to their fair value. 
 
 
2.11. Tangible fixed assets 
 
The Bank’s tangible fixed assets are measured at cost less accumulated depreciation and impairment losses. The cost includes 
expenditure that is directly attributable to the acquisition of the assets.  
 
Subsequent costs with tangible fixed assets are only recognized when it is probable that future economic benefits associated with 
them will flow to the Bank. All repair and maintenance costs are charged to the income statement during the period in which they 
are incurred, on the accrual basis. 
 
Land is not depreciated. The depreciation of tangible fixed assets is calculated using the straight-line method, at the following 
depreciation rates that reflect their estimated useful lives: 

 
 
The useful lives and residual values of the tangible fixed assets are reviewed at each reporting date.  
 
When there is an indication that an asset may be impaired, IAS 36 requires its recoverable amount to be estimated and an 
impairment loss recognized when the book value of the asset exceeds its recoverable amount. Impairment losses are recognized in 
the income statement, being reversed in subsequent periods, when the reasons that led to their initial recognition cease to exist. 
For this purpose, the new depreciated amount shall not exceed that which would be recorded had the impairment losses not been 
imputed to the asset, but considering the normal depreciation the asset would have been subject to.  
 
The recoverable amount is determined as the lower of its net selling price and its value in use, which is based on the net present 
value of the estimated future cash flows arising from the continued use and ultimate disposal of the asset at the end of its useful 
life.  
 
On the date of the derecognition of a tangible fixed asset, the gain or loss determined as the difference between the net sel ling 
price and the net carrying book value is recognized under the caption Other operating income or in Other operating expenses. 
 
 
2.12. Intangible assets 
 
The costs incurred with the acquisition, production and development of software are capitalized, as are additional costs incurred by 
the Bank to implement said software. These costs are amortised on a straight-line basis over their expected useful lives, which 
usually range between 3 and 6 years.  
 
Costs that are directly associated with the development of specific software applications, that will probably generate economic 
benefits beyond one financial year, are recognized and recorded as intangible assets. 
 

All remaining costs associated with information technology services are recognized as an expense as incurred. 
 



 
 

 
Notes to the Interim Condensed Separate Financial Statements of 1st half 2020 171  

2.13. Leases 
 
IFRS 16 – Leases 
According to IFRS 16: 
- as a lessee, the standard introduces a single accounting model with the recognition of rights-of-use assets representative of their 
rights of use of the underlying assets and lease liabilities representative of their obligations to make lease payments; 
- as a lessor, accounting remains the same as existing accounting policies and leases may be classified as financial or operating. 
 
The Bank adopted IFRS 16 using the Modified Retrospective approach, so there was no impact on its net worth as there are no 
differences between the right to use the asset and the lease liability at the time of initial recognition on 1 January 2019. 
 
A. Lease Definition 
- Determining whether an Agreement Contains a Lease. The Bank assesses whether a contract is or contains a lease based on the 
lease definition. In accordance with IFRS 16, a contract is or contains a lease if it has the right to control the use of an identified 
asset for a certain period of time, in exchange for retribution. 
 
For leases in which the Bank is a lessee, it was decided not to separate the non-lease components and to account the lease and 
non-lease components as a single lease component. 
 
B. As Lessee 
Finance lease contracts are recorded at the inception date, both under assets and liabilities, at the cost of the asset leased, which 
is equal to the present value of the outstanding lease instalments. Instalments comprise (i) an interest charge, which is recognized 
in the income statement and (ii) the repayment of principal, which is deducted from liabilities. Financial charges are recognized as 
costs over the lease period, in order to produce a constant periodic rate of interest on the remaining balance of the liability for each 
period. 
 
The Bank leases various assets, including real estate, vehicles and IT equipment. 
 
As lessee, the Bank initially classified leases as operating leases or finance leases based on the overall assessment of whether the 
lease substantially transfers all risks and rewards associated with ownership of the underlying assets. In accordance with IFRS 16, 
the Bank recognizes leased assets and lease liabilities for some asset classes, i.e., these leases are on the entity's balance sheet. 
 
However, the Bank has opted not to recognize assets under right of use and liabilities for short-term leases, with a lease term of 12 
months or less, and low value asset leases (e.g. IT equipment). The Bank recognizes the lease payments associated with these 
leases as expenses on a straight-line basis over the lease term. 
 
The Bank presents assets under right of use that do not fit the definition of investment property as "tangible fixed assets", in the 
same line as the underlying assets of the same nature that they own. Right-of-use assets that fall under the definition of investment 
property are presented as investment property. 
 
The Bank presents the lease liabilities under "Other liabilities" in the statement of financial position. 
 
Significant judgment in determining contract lease term 
 
The Bank has applied judgment to determine the lease term of certain agreements, in which it acts as lessee, and which include 
renewal and termination options. The Bank determines the lease term as the non-cancellable lease term, together with any periods 
covered by an option to extend the lease if it is reasonably certain to be exercised, or any periods covered by an option to terminate 
the lease, if reasonably certain not to be exercised. This assessment will have an impact on the lease term, which will significantly 
affect the amount of the lease liabilities and recognized right-of-use assets. 
 
The Bank has the option, namely in real estate lease agreements, to lease assets for additional periods from 1 month to 20 years. 
The Bank applies judgment in assessing whether it is reasonably right to exercise the renewal option. That is, it considers all the 
relevant factors that create an economic incentive for renewal. 
 
For leases classified as operating leases in accordance with IAS 17, the lease liabilities are measured at the present value of the 
remaining lease payments, discounted at the NOVO BANCO’s incremental financing rate. Assets under right-of-use are measured 
at: amount equivalent to the lease liability, adjusted by the amount of any advance or accumulated lease payments.  
 
Practical expedients 
The Bank has adopted some practical expedients provided for in the standard in applying IFRS 16 
- Apply the exception of non-recognition of assets under right of use and liabilities for short-term leases (i.e. with a lease term of 12 
months or less); 
- Apply the exception of non-recognition of assets under use and liabilities for low value leases (i.e. new value less than Euro 5 
thousand); 
- Do not separate lease components from non-lease components. 
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C. As lessor 
Financial leases  
Finance lease contracts are recorded at the inception date, both under assets and liabilities, at the cost of the asset leased, which 
is equal to the present value of the outstanding lease instalments. Instalments comprise (i) an interest charge, which is recognized 
in the income statement and (ii) the repayment of principal, which is deducted from liabilities. Financial charges are recognized as 
costs over the lease period, in order to produce a constant periodic rate of interest on the remaining balance of the liability for each 
period. 
 
Operating leases 
Payments made by the Bank under operating leases are charged to the income statement in the period to which they relate. 
 
Until December 31, 2018, the Bank classified leasing operations as finance leases or operating leases, depending on their 
substance and not on their legal form, fulfilling the criteria defined in IAS 17 - Leases. Operations where the risks and benefits 
inherent in the ownership of an asset are substantially transferred to the lessee are classified as finance leases. All other leasing 
operations are classified as operating leases. The accounting policies applicable to the Bank as lessor are not different from the 
policies applicable under IAS 17. 
 
 
2.14. Employee benefits 
 
Pensions  
 
Pursuant to the signature of the Collective Labour Agreement (“Acordo Coletivo de Trabalho” (ACT)) for the banking sector and its 
subsequent amendments resulting from the 3 tripartite agreements described in Note 15, pension funds and other mechanisms 
were set up to cover liabilities assumed with pensions on retirement, disability, survival and health-care benefits. 
 
The liabilities’ coverage is assured, for most of the Bank companies, by pension funds managed by GNB - Sociedade Gestora de 
Fundos de Pensões, SA, subsidiary of the NOVO BANCO Group.  
 
The pension plans of the Bank are defined benefit plans, as they establish the criteria to determine the pension benefit to be 
received by employees during retirement, usually dependent on one or more factors such as age, years of service and salary level. 
 
The retirement pension liabilities are calculated semi-annually, in 31 December and 30 June of each year, for each plan 
individually, using the Projected Unit Credit Method, being annually reviewed by qualified independent actuaries. The discount rate 
used in this calculation is determined with reference to market rates associated with high-quality corporate bonds, denominated in 
the currency in which the benefits will be paid out and with a maturity similar to the expiry date of the plan’s liabilities.  
 
The Bank determines the net interest income / expense for the period incurred with the pension plan by multiplying the plan’s net 
assets / liabilities (liabilities net of the fair value of the fund’s assets) by the discount rate used to measure the retirement pension 
liabilities referred to above. On that basis, the net interest income / expense was determined based on the interest cost on the 
retirement pension liabilities net of the expected return on the funds’ assets, both calculated using the discount rate applied in the 
determination of the retirement pension liabilities.  
 
Re-measurement gains and losses, namely (i) actuarial gains and losses arising due to differences between actuarial assumptions 
used and real values verified (experience adjustments) and changes in actuarial assumptions and (ii) gains and losses arising due 
to the difference between the expected return on the fund’s assets and the actual investment returns, are recognized in equity 
under the caption other comprehensive income.  
 
The Bank recognizes as a cost in the income statement a net total amount that includes (i) current service costs, (ii) net interest 
income / expense with the pension fund, (iii) the effect of early retirement, (iv) past service costs, and (v) the effect of settlements or 
curtailments occurring during the period. The net interest income / expense with the pension plan is recognized as interest income 
or interest expense, depending on its nature. Early retirement costs correspond to increases in liabilities due to employees retiring 
before turning 65 (normal retirement age foreseen in the ACT) and which forms the basis of the actuarial calculation of pension 
fund liabilities. Whenever the possibility of the early retirement provided for in the pension fund regulation is invoked, the 
responsibilities of same must be incremented by the value of the actuarial calculation of the liabilities corresponding to the period 
between the early retirement and the employee turning 65.  
 
The Bank makes payments to the funds in order to assure their solvency, the minimum levels set by Bank of Portugal being: (i) the 
liability with pensioners must be totally funded at the end of each period, and (ii) the liability relating to past service costs for active 
employees must be funded at a minimum level of 95%. 
 
The Bank assesses the recoverability of any excess in a fund regarding he retirement pension liabilities, based on the expectation 
of reductions in future contributions. 
 
 
Health-care benefits  
 
The Bank provides to its banking employees health-care benefits through a specific Social-Medical Assistance Service. This Social-
Medical Assistance Service (SAMS) is an autonomous entity which is managed by the respective Union.  
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SAMS provides its beneficiaries services and/or contributions with medical assistance expenses, diagnostics, medication, 
hospitalization and surgeries, in accordance with its funding availability and internal regulations.  
 
Until 1 February 2017, the Bank’s annual mandatory contribution to SAMS amounted to 6.50% of the total annual remuneration of 
active employees, including, amongst others, the holiday subsidy and Christmas subsidy.  
 
Arising from the signature of the new Collective Labour Agreement (ACT) on 5 July 2016, published in Labour Bulletin (Boletim do 
Trabalho) no. 29, of 8 August 2016, the Bank’s contributions to SAMS as from 1 February 2017, correspond to a fixed amount (as 
per Annex VI of the new ACT) for each employee, 14 times a year.  
 
The calculation and recognition of the Bank’s liability with post-retirement health-care benefits is similar to the calculation and 
recognition of the pension liability described above. These benefits are covered by the Pension Fund, which presently covers all 
liabilities with pensions and health-care benefits. 
 
 
Long-term service bonus and Career bonus  
In accordance with the previous ACT ("Acordo Coletivo de Trabalho") for the Banking Sector, in force until July 2016, the Bank had 
the commitment to pay active employees who completed 15, 25 and 30 years of service in the Bank, long-term service bonuses 
corresponding to one, two and three times, respectively, their monthly salary paid at the date the bonuses were paid.  
 
At the date of early retirement due to disability or presumed disability, employees had the right to a long-term service bonus 
proportional to that which they would receive if they were to remain in service until meeting the next bonus level. 
 
The long-term service bonuses were accounted for by the Bank in accordance with IAS 19, as other long-term employee benefits. 
The Bank’s liability with these long-term service bonuses were periodically estimated by the Bank using the Projected Unit Credit 
Method. The actuarial assumptions used were based on expectations as to future salary increases and mortality tables. The 
discount rate used in this calculation was determined using the methodology described for retirement pensions. In each period, the 
increase in the liability for long-term service bonuses, including remeasurements and past service costs, was charged to the income 
statement.  
 
Upon the signature of the new ACT on 5 July 2016, the long-term service bonus was extinguished and the Bank paid its employees 
the proportional share of the bonuses due on entry into force of the new ACT.  
 
Under the new ACT, the long-term service bonus was replaced by a career bonus, payable immediately prior to the employee´s 
retirement date, if the employee retires at the service of the Bank, corresponding to 1.5 of his/her salary at the time of its payment.  
 
The career bonus is accounted for by the Bank in accordance with IAS 19, as a long-term employee benefit. The remeasurement 
effects and past service costs of this benefit are recognized in the income statement for the year, as occurred with the accounting 
model for long-term service bonuses.  
 
The amount of the Bank's liabilities with this career bonus is likewise periodically estimated based on the Projected Unit Credit 
Method. The actuarial assumptions used are based on expectations of future salary increases and mortality tables. The discount 
rate used in this calculation is determined applying the same methodology described above for retirement pensions. 
 
Employees’ variable remuneration and other obligations 
The Bank recognizes under costs the short-term benefits paid to employees who were at its services in the respective accounting 
period. 
 

• Profit-sharing and bonus plans 
The Bank recognizes the cost expected with profit-sharing pay-outs and bonuses when it has a present, legal or constructive, 
obligation to make such payments as a result of past events, and can make a reliable estimate of the obligation. 

 

• Obligations with holidays, holiday subsidy and Christmas subsidy 
In accordance with the legislation in force in Portugal, employees are annually entitled to one month of holidays and one 
month of holiday subsidy, this being a right acquired in the year prior to their payment. In addition, employees are annually 
entitled to one month of Christmas subsidy, which right is acquired throughout the year and settled during the month of 
December of each calendar year. Hence, these liabilities are recorded in the period in which the employees acquire the right 
to same, regardless of the date of their respective payment. 

 
 
2.15. Corporate Income tax  
 
NOVO BANCO and its subsidiaries are subject to the tax regime consigned in the Código do Imposto sobre o Rendimento das 
Pessoas Coletivas (IRC code).  
 
The total amount of corporate income tax comprises current tax and deferred tax.  
 
Corporate income tax is recognized in the income statement except to the extent that it relates to items recognized directly in 
equity, in which case it is recognized under deferred tax reserves (other comprehensive income). Corporate income tax recognized 
directly in equity relating to fair value remeasurement of financial assets at fair value through other comprehensive income and 
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cash flow hedges is subsequently recognized in the income statement when the gains or losses giving rise to said income tax are 
also recognized in the income statement.  
 
Current Taxes  
Current tax is the tax expected to be paid on the taxable profit for the year, calculated using tax rules and tax rates enacted or 
substantively enacted in each jurisdiction. The tax is recognized in each financial reporting period based on management estimates 
as regards the average effective tax rate foreseen for the entire fiscal year. 
 
Current tax is calculated based on taxable income for the period, which differs from accounting income due to adjustments resulting 
from expenses or income not relevant for tax purposes or which will only be considered in subsequent years. 
 
Deferred taxes  
Deferred tax is calculated on timing differences arising between the carrying book values of assets and liabilities for financial 
reporting purposes and their respective tax base, and is calculated using the tax rates enacted or substantively enacted at the 
balance sheet date in each jurisdiction and that are expected to apply when the timing differences are reversed.  
 
Deferred tax liabilities are recognized for all taxable timing differences except for goodwill, non-deductible for tax purposes, 
differences arising on the initial recognition of assets and liabilities that neither affect the accounting nor taxable profit, and that do 
not result from a business combination, and differences relating to investments in subsidiaries to the extent that they will probably 
not reverse in the foreseeable future. Deferred tax assets are recognized to the extent that it is probable that future taxable profits 
will be available against which the deductible timing differences can be offset. Deferred tax liabilities are always accounted for, 
regardless of the performance of NOVO BANCO. 
 
Taxable income or tax loss reported by the Bank may be corrected by the Portuguese Tax Authorities within a period of four years, 
except when any deduction was made or a tax credit was used, in which case this period corresponds to the period during which 
this right may be exercised (5 or 12 years in the case of tax losses, depending on the financial year). The Executive Board of 
Directors considers that any corrections, resulting mainly from differences in interpretation of tax legislation, will not have a material 
effect on the financial statements.  
 
The Bank, as established in IAS 12, paragraph 74, offsets deferred tax assets and liabilities whenever (i) it has the legally 
enforceable right to offset current tax assets and current tax liabilities; and (ii) they relate to corporate income taxes levied by the 
same Taxation Authority, on the same tax entity or different taxable entities that intent to settle current tax liabilities and assets on a 
net basis, or to realize the assets and settle the liabilities simultaneously, in each future period in which the deferred tax liabilities or 
assets are expected to be settled or recovered. 
 
 
2.16. Provisions and Contingent liabilities  
 
Provisions are recognized when: (i) the Bank has a current legal or constructive obligation, (ii) it is probable that its settlement will 
be required in the future and (iii) a reliable estimate of the obligation can be made. 
 
Provisions related to legal cases opposing the Bank to third parties, are constituted according to internal risk assessments made by 
Management, with the support and advice of its legal advisors.  
 
When the effect of the passage of time (discounting) is material, the provision corresponds to the net present value of the expected 
future payments, discounted at an appropriate rate considering the risk associated with the obligation. In these cases, the increase 
in the provision due to the passage of time is recognized in financial expenses. 
 
Restructuring provisions are recognized when the Bank has approved a formal, detailed restructuring plan and such restructuring 
has either commenced or has been publicly announced.  
 
A provision for onerous contracts is recognized when the benefits expected to be derived by the Bank from a contract are lower 
than the unavoidable costs of meeting its obligation under the contract. This provision is measured at the present value of the lower 
of the estimated cost of terminating the contract and the estimated net costs of continuing the contract.  
 
If a future outflow of funds is not probable, this situation reflects a contingent liability. Contingent liabilities are always disclosed, 
except when the likelihood of their occurrence is remote. 
 
 
2.17. Recognition of interest income and expense  
 
Interest income and expense is recognized in the income statement under interest and similar income and interest expense and 
similar charges for all financial instruments measured at amortised cost and for all financial assets at fair value through other 
comprehensive income, using the effective interest rate method. Interest arising on financial assets and liabilities at fair value 
through profit or loss is also included under interest and similar income or interest expense and similar charges, as appropriate. 
 
The effective interest rate is the rate that discounts the estimated future cash payments or receipts throughout the expected life of 
the financial instrument or, when appropriate, a shorter period to the net book value of the financial asset or liability. The effective 
interest rate is calculated at inception and is not subsequently revised, except in respect of financial assets and liabilities with a 
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variable interest rate. In this case, the effective interest rate is periodically revised, taking into consideration the impact of the 
change in the interest rate of reference on the estimated future cash flows. 
 
When calculating the effective interest rate, the Bank estimates the cash flows considering all the contractual terms of the financial 
instrument (for example, prepayment options) but does not consider future credit losses. The calculation includes all the 
commissions that are an integral part of the effective interest rate, transaction costs and all other related premiums or discounts.  
 
Interest and similar income includes interest from financial assets for which were recognized impairment. The interest from financial 
assets classified as Stage 3 are determined based on the effective interest rate method applied to the net book value. When the 
asset is no longer classified as Stage 3, the interest is calculated based on the gross book value.  
 
For derivative financial instruments, excluding derivatives held for risk management purposes (see Note 2.3), the interest 
component of the changes in their fair value is not separated and is classified under net gains / (losses) from financial assets and 
liabilities at fair value through profit or loss. The interest component of the changes in the fair value of derivatives held for risk 
management purposes is recognized under interest and similar income or interest expense and similar charges.  
 
 
2.18. Recognition of fee and commission income 
 
Fees and commissions income are recognized as revenue from customer contracts to the extent that performance obligations are 
met: 

• Fees and commissions that are earned on the execution of a significant act, such as loan syndication fees, are recognized 
as income when the significant act has been completed; 

• Fees and commissions earned over the period during which the services are provided are recognized as income in the 
financial year in which the services are provided; 

• Fees and commissions that are an integral part of the effective interest rate of a financial instrument are recognized as 
income using the effective interest rate method. 

 
 
2.19. Recognition of dividend income  
 
Dividend income is recognized when the right to receive the dividend payment is established. 
 
 
2.20. Report by Segment  
 
In accordance with the paragraph 4 of IFRS 8 – Operational Segments, the Bank is waived to present the report by segment on an 
individual basis, since the separated financial statements are presented together with the consolidated financial statements.  
 
 
2.21. Earnings per share  
 
Basic earnings per share are calculated by dividing the net income attributable to the shareholders of the parent company by the 
weighted average number of ordinary shares outstanding during the period.  
 
For the calculation of diluted earnings per share, the weighted average number of ordinary shares outstanding is adjusted to reflect 
the impact of all potential dilutive ordinary shares, such as those resulting from convertible debt and share options granted to 
employees. The dilution effect translates into a decrease in earnings per share, based on the assumption that the convertible 
instruments will be converted or the options granted exercised. 
 
 
2.22. Cash and cash equivalents  
 
For the purposes of the cash flow statement, cash and cash equivalents comprise balances with a maturity of less than three 
months from the date of acquisition / contracting and whose risk of change in value is immaterial, including cash, deposits with 
Central Banks and deposits with other credit institutions. Cash and cash equivalents exclude restricted balances with Central 
Banks. 
  
 
2.23. Provision of insurance or reinsurance mediation services  
 
NOVO BANCO is an entity authorized by the Instituto de Seguros de Portugal for the practice of insurance mediation activity in the 
category of Mediator of Linked Insurance, in accordance with Article 8, a), i), of Decree-Law no. 144/2006, of July 31, developing 
the activity of insurance intermediation through sale of life and non-life insurance contracts. As remuneration for the rendered 
services of insurance mediation, the Bank receives commissions that are defined in agreements / protocols established between 
the Bank and the Insurers. 
 
The commissions received by the services of insurance mediation cover the following modalities: 
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• commissions that include a fixed and variable component. The fixed component is calculated by applying a predetermined 
rate on the value of the subscriptions made through the Bank and the variable component is calculated monthly according 
to pre-established criteria, with the total annual commission equal to the sum of the commissions calculated monthly;  

• other variable commissions, which are calculated and paid annually by insurer in the beginning of the following year.  
 
The commissions received by the insurance mediation services are recognized in accordance with the principle of accruals accrual, 
so that commissions paid at a different time than the period to which they relate are registered as an amount receivable under 
Other Assets. 
 
 
NOTE 3 – MAIN ACCOUNTING ESTIMATES AND JUDGEMENTS USED IN PREPARING THE FINANCIAL STATEMENTS 
 
Considering that the current accounting framework requires applying judgements and calculating estimates involving some degree 
of subjectivity, the use of different parameters or judgements based on different evidence may result in different estimates. The 
main accounting estimates and judgments used in applying the accounting principles by the Bank are discussed in this Note in 
order to improve the understanding of how their application affects the reported results of the Bank and its disclosure. 
 
The relevant judgments made by Management in the application of the Bank's accounting policies and the main sources of 
uncertainty in the estimates were the same as those described in the last report of the Financial Statements. 
 
 
3.1. Impairment of financial assets at amortised cost and at fair value through other comprehensive income  
 
The critical judgements with greater impact on the recognized impairment values for the financial assets at amortised cost and at 
fair value through other comprehensive income are the following:  

• Assessment of the business model: the measurement and classification of financial assets depends on the results of SPPI 
test and on the business model setting. The Bank determines its business model based on how it manages the financial 
assets and its business objectives. The Bank monitors if the business model classification is appropriate based on the 
analysis on the anticipated derecognition of the assets at amortised cost or at fair value through other comprehensive 
income, assessing if it is necessary to prospectively apply any changes; 

• Significant increase on the credit risk: as mentioned on the Note 2.4 – Other financial assets investments in credit 
institutions, customer loans and securities, the determination of the transfer of an asset from stage 1 to stage 2 with the 
purpose of determining the respective impairment is made based on the significant increase of its credit risk, though IFRS 
9 does not objectively define what constitutes a significant increase on credit risk; 

• Classification of default: the internal definition of exposure in default is broadly in line with the regulatory definition in Article 
178 of CRR/CRD IV. This regulation defines qualitative criteria for assessing the default classification – unlikely to pay -, 
which are replicated in the internal definition implemented by NOVO BANCO and which result in performing judgements 
when assessing the high probability that the borrower does not fulfil its obligations within the conditions agreed with NOVO 
BANCO. This concept is covered in more detail below; 

• Definition of groups of financial assets with similar credit risk characteristics: when the expected credit losses are 
measured through collective model, the financial instruments are aggregated based on the same risk characteristics. The 
Bank monitors the credit risk characteristics in order to assure the correct reclassification of the assets, in cases of 
changes on the credit risk characteristics; 

• Models and assumptions: the Bank uses several models and assumptions on the measurement of the expected credit 
losses. The judgement is applied on the identification of the more appropriate model for each type of asset as well as in 
the determination of the assumptions used in these models, including the assumptions related with the main credit risk 
drivers. In addition, in compliance with the IFRS 9 regulation that clarifies the need for the impairment result to consider 
multiple scenarios, a methodology for incorporating different scenarios into the risk parameters was implemented. Thus, 
the calculation of collective impairment considers several scenarios with a specific weighting, based on the internal 
methodology defined about scenarios - definition of multiple perspectives of macroeconomic evolution, with probability of 
relevant occurrence. 

 
The internal and regulatory framework for the definition of Default is described in internal regulations and is implemented in 
accordance with article 178 of EU Regulation No. 575/2013, CRR. The concept of Default has existed in the Bank for more than 20 
years. However, either due to legal requirements or due to the internal efficiency of the process, the underlying definition has 
undergone some changes over the past few years. 
 
The concept of Default was first determined by the criteria defined in section 2.1. of Part 4 of Annex IV of Notice no. 5/2007 and the 
additional clarifications agreed with Bank of Portugal at the meeting of 17 March 2008 on this topic. In this sense, a default situation 
was considered with respect to a given debtor or contract, when one or more of the following events occurred: a) the debtor is 
delayed by more than 90 days, regarding any significant credit obligation to the banking group; or b) the Bank considers that there 
is a reduced probability that the debtor will fully comply with its obligations to the Bank, without resorting to specific mitigation 
actions, such as the activation of any guarantees held. 
 
Since then, the definition of Default has been subject to adaptations in accordance with the new regulatory requirements provided 
for by the CRR and also by subsequent guidelines made by EBA and included in this regulation. In 2016, with the publication of the 
final guidelines on the application of the definition of default under the terms of article 178 of the CRR (EBA/GL/2016/07 and 
EBA/RTS/2016/06), EBA established the objective of harmonizing the application the definition of Default in all entities covered by 
the SSM, leading to consistency and comparability in the calculation of capital requirements, both in Standard (SA) and IRB 
approaches. These issued guidelines introduce changes in the entire scope of the definition in force at the Bank until 2020, namely 
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in the frequency of the process, in the criterion of days in arrears, materiality of the default and also in the indicators of reduced 
probability of payment. This new definition of Default (nDoD) is in effect at the Bank through a daily process created specifically for 
this purpose since 31 May 20204. In addition to the daily process, an effort has been made to recover historical information since 
2009 (on a monthly basis), to apply these rules for marking and deselecting Default, on which the ongoing process of reviewing the 
risk parameters is based. The output of the recovery process of the historical default markings served as input to the daily rules 
engine, in order to reduce the gap between the default dates. 
 
The close relationship between the definition of Default and other regulatory definitions, such as Non Performing Loans (NPL) 
and/or Non Performing Exposures (NPE), Credit Impaired Stage 3 and even Credit Forborne, led to the determination of an 
alignment of the concepts. In practical terms, the criteria for marking and deselecting Default will be as demanding as the 
applicability, not only of its specific regulatory requirements, but also of the requirements of these other regulatory definitions. 
 
 
The definition of Default in effect after 2020 considers a set of concepts that were not evaluated by the previous definition, namely 
the concepts of debtor and joint materiality in the default trigger. However, and in general lines, given the guidelines 
EBA/GL/2016/07 and the alignment between other regulatory definitions, the definition of Default is based on the following pillars, 
determined on a daily basis, summarized in the following figure: 

▪ Days in Default; 
▪ Unlikely to pay deterministic situations; 
▪ Propagation effect (pulling effect included); 
▪ Quarantine period; 
▪ Default exit condition. 

 
 
3.2. Fair value of derivative financial instruments and other financial assets and liabilities at fair value 
 
Fair value is based on listed market prices when available; otherwise fair value is determined based on similar recent arm’s length 
transaction prices or using valuation methodologies, based on the net present value of estimated future cash flows taking into 
consideration market conditions, the time value, the yield curve and volatility factors, in accordance with IFRS 13 - Fair Value 
Measurement. The Bank uses several models and assumption in measuring the fair value of financial assets. Judgement is applied 
on the identification of the more appropriate model for each type of asset as well as in the determination of the assumptions used in 
these models, including the assumptions related with the main credit risk drivers.  
 
Consequently, the use of a different methodology or different assumptions or judgements in applying a particular model could have 
produced different financial results, summarized in Note 37.  
 
 
3.3. Corporate income taxes  
 
The Bank is subject to corporate income tax in numerous jurisdictions. Certain interpretations and estimates are required in 
determining the overall corporate income tax amount. Different interpretations and estimates could result in a different level of 
income tax, current and deferred, being recognized in the period and evidenced in Note 26.  
 
This aspect assumes additional relevance for effects of the analysis of the recoverability of deferred taxes, while the Bank 
considers forecasts of futures taxable profits based on a group of assumptions, including the estimate of income before taxes, 
adjustments to the taxable income and its interpretation of fiscal legislation. This way, the recoverability of deferred taxes depends 
on the concretization of the strategy of the Executive Board of Directors, namely in the capacity to generate the estimated taxable 
results and its interpretation of fiscal legislation.  
 
The Tax Authorities are entitled to review the determination of the taxable income of the Bank during a period of four years or 
twelve years, when there are tax loss carry forwards. Hence, it is possible that some additional taxes may be assessed, mainly as a 
result of differences in interpretation of tax law. However, it is the conviction of the Executive Board of Directors of the Bank, that 
there will be no significant corrections to the corporate income taxes recorded in the financial statements. 
 
 
3.4. Pensions and other employee benefits  
 
The determination of the retirement pension liabilities presented in Note 15 requires the use of assumptions and estimates, 
including the use of actuarial tables, assumptions regarding the growth of pensions, salaries and discounts rates. These 
assumptions are based on the expectations of the NOVO BANCO for the period during which the liabilities will be settled as well as 
other factors that may impact the costs and liabilities of the pension plan. The sensitivity analysis of the above assumptions is 
presented in Note 15.  
 
Changes in these assumptions could materially affect the amounts determined. 
 
 

 
4
 Definition in force according to JST approval. 
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3.5. Provisions  
 
The Bank recognizes provisions intended to cover for losses arising from commercial offers approved by the Executive Board of 
Directors of the Bank, when these are not opposed by Bank of Portugal. The amount of the provisions reflects NOVO BANCO’s 
best estimate as each reporting date. The subjectivity inherent to the determination of the probability and amount of the internal 
resources required for the payment of the obligations may lead to significant adjustments (i) due to variations in the assumptions 
used (ii) for the future recognition of provisions previously disclosed as contingent liabilities; and/or (iii) for the future write-off of 
provisions, when they start to classify as contingent liabilities only. The provisions are detailed in Note 30.  
 
 
3.6. Foreclosed properties and non-current assets held for sale  
 
Foreclosed properties and non-current assets held for sale are measured at the lower of net book value and fair value less selling 
costs.  
 
The fair value of these assets is determined based on valuations carried out by independent entities specializing in this type of 
service, using the market, income or cost methods defined in Note 2.10. The valuation reports are analyzed internally, namely 
comparing the sales values with the revalued values of the properties in order to maintain the valuation parameters and processes 
aligned with the market evolution.  
 
The use of alternative methodologies and different assumptions could result in a different level of fair value with an impact on the 
respective balance sheet amount recognized.  
 
 
 
NOTE 4 – NET INTEREST INCOME  
 
The breakdown of this caption as at 30 June 2020 and 2019 is as follows:  

(in thousands of Euros)

Other Other

From assets / liabilities 
at fair value through 
other comprehensive 

income

From assets / 
liabilities at fair 
value through 
profit or loss

Income / 
expenses from 

negative 
interest rates

From assets / liabilities 
at fair value through 
other comprehensive 

income

From assets / 
liabilities at fair 
value through 
profit or loss

Income / 
expenses from 

negative 
interest rates

Interest income
Interest from loans and advances  272 832  -  -  272 832  285 573  -  -  285 573 

Interest from deposits with and loans and advances to Banks  10 576  3 836  -  14 412  11 164  1 173  -  12 337 

Interest from securities  71 588  -  16 173  87 761  63 841  -  6 409  70 250 

Interest from derivatives held for risk management purposes  -   483  3 289  3 772  -   146  3 555  3 701 

Other interest and similar income   315  -  -   315  -  -  -  -

 355 311  4 319  19 462  379 092  360 578  1 319  9 964  371 861 
Interest expenses

Interest on debt securities  16 913  -  -  16 913  18 214  -  -  18 214 

Interest on amounts due to customers  38 942  -  -  38 942  49 054  -  -  49 054 

Interest on deposits from Central Banks and other Banks  13 939   904  -  14 843  12 851  1 090  3 790  17 731 

Interest on subordinated liabilities  17 038  -  -  17 038  16 942  -  -  16 942 

Interest on derivatives held for risk management purposes  -  2 802  4 905  7 707  -  1 699  4 698  6 397 

Other interest and similar expenses  3 976   146  -  4 122  2 790  -  -  2 790 

 90 808  3 852  4 905  99 565  99 851  2 789  8 488  111 128 
 264 503   467  14 557  279 527  260 727 ( 1 470)  1 476  260 733 

Six month period ended in 

30.06.2020 30.06.2019

Effective Interest Rate Method Effective Interest Rate Method

Total Total

 
 
Interest on amounts due to customers and deposits from Central banks and other banks include, as at 30 June 2020, respectively, 
the amounts of Euro 16 thousand and Euro 138 thousand related to repurchase agreement operations (30 June 2019: Euro 2 
thousand of interest from deposits with and loans and advances to banks and Euro 845 thousand in interest on deposits from 
Central Banks and other banks). 
 
Interest income and expense items for risk management include interest on hedging derivatives and interest on derivatives 
contracted for the purpose of hedging certain financial assets and liabilities designated at fair value through profit or loss, in 
accordance with the accounting policies described in Notes 2.3 and 2.6. 
 
The measures adopted to reduce the cost of customer funds justify the decrease in interest costs related to these liabilities. 
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NOTE 5 - DIVIDEND REVENUE 
 
The breakdown of this caption is as follows:  

(in thousands of Euros)

30.06.2020 30.06.2019

Non-trading financial assets mandatorily at fair value through profit or loss

Shares  1 627  2 903 

Participation units  4 769   939 

Other -   138 
De ativos financeiros pelo justo valor através de outro rendimento integral

Financial assets at fair value through other comprehensive income

Shares  1 702  1 676 

Invesments in associated companies through a method other than the equity method   583  6 748 

 8 681  12 404 

Six month period ended in

 
 
In the first half of 2020, dividend income of Euro 8 681 thousand was recorded, including dividends received from Fundo Solução 
Arrendamento in the amount of Euro 3 141 thousand, Fundo Arrendamento Mais in the amount of Euro 1 593 thousand, Euronext 
in the amount of Euro 1 391 thousand, SIBS SGPS in the amount of Euro 887 thousand and ESA Energia in the amount of Euro 
609 thousand and from Edenred in the amount of Euro 583 thousand (30 June 2019: Euro 12 404 thousand, including dividends 
received from Unicre in the amount of Euro 4 165 thousand, GNB Seguros in the amount of Euro 1 500, Euronext in the amount of 
Euro 1 348 thousand, NB Açores in the amount of Euro 1 083 thousand and from Sealion Ltd in the amount Eurro 989 thousand). 
 
 
 
NOTE 6 – FEE AND COMISSION INCOME AND EXPENSES  
 
The breakdown of this caption is as follows: 

(in thousands of Euros)

30.06.2020 30.06.2019

Fee and comission income
From banking services  101 669  108 934 

From guarantees provided  19 498  22 970 

From transaction of securities  2 424  2 556 

From commitments to third parties  5 048  4 592 

From commitments to third parties - Cross Selling  15 426  18 063 

Other fee and comission income  1 424  1 897 

 145 489  159 012 
Fee and comission expenses

With banking services rentered by third parties  15 445  17 456 

With guarantees received   966   960 

With transaction of securities  2 959  2 580 

Other fee and comission expenses  3 710  2 769 

 23 080  23 765 
 122 409  135 247 

Six month period ended in
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NOTE 7 – GAINS OR LOSSES ON DERECOGNITION OF FINANCIAL ASSETS AND LIABILITIES NOT MEASURED AT FAIR 
VALUE THROUGH PROFIT OR LOSS 
 
The breakdown of this caption is as follows: 

(in thousands of Euros)

Gains Losses Total Gains Losses Total

From financial assets at fair value through other comprehensive income
Securities

Obrigações e outros títulos de rendimento fixoBonds and other fixed income securities

De emissores públicos Issued by government and public entities  92 748  6 529  86 219  65 481  1 615  63 866 

De outros emissoresIssued by other entities   737  5 454 ( 4 717)  1 745   443  1 302 

 93 485  11 983  81 502  67 226  2 058  65 168 

From financial assets and liabilities at amortised cost
Securities

Bonds and other fixed income securities

Issued by other entities - - -   1   1 - 

Loans  1 843   88  1 755  4 920  5 004 (  84)

 1 843   88  1 755  4 921  5 005 (  84)
 95 328  12 071  83 257  72 147  7 063  65 084 

Six month period ended in

30.06.2020 30.06.2019

 
 
 
 
NOTE 8 - GAINS OR LOSSES ON FINANCIAL ASSETS AND LIABILITIES HELD FOR TRADING 
 
The breakdown of this caption is as follows: 

(in thousands of Euros)

Gains Losses Total Gains Losses Total

Securities
Bonds and other fixed income securities

Issued by government and public entities  8 462  16 109 ( 7 647)  23 079  5 563  17 516 

Financial Derivatives
Foreign Exchange rate contracts  61 304  43 181  18 123  16 918  20 208 ( 3 290)

Interest rate contracts  311 396  395 154 ( 83 758)  267 321  344 297 ( 76 976)

Equity / Index contracts  55 003  54 488   515  61 982  61 561   421 

Credit default contracts   12   11   1  77 975  78 346 (  371)

Other   637   32   605  1 739  1 221   518 

 436 814  508 975 ( 72 161)  449 014  511 196 ( 62 182)

30.06.2020 30.06.2019

 
 
In accordance with the accounting policies followed by the Bank, financial instruments are measured, at their initial recognition, at 
their fair value. The transaction value of the instrument is assumed to correspond to the best estimate of its fair value on the date of 
its initial recognition. However, in certain circumstances, the initial fair value of a financial instrument, determined on the basis of 
valuation techniques, may differ from the transaction value, especially by the existence of an intermediary margin, resulting in a day 
one profit. 
 
The Bank recognizes in profit or loss the gains arising from the day one profit generated primarily by the intermediation of derivative 
and foreign exchange financial products, since the fair value of these instruments, on the date of their initial recognition and 
subsequently, is determined only by the Bank based on observable market variables and reflects the Bank's access to the 
wholesale market. 
 
As at 30 June 2020, gains recognized in profit or loss arising from this situation, which relate essentially to foreign exchange 
operations, amounted to approximately Euro 2 640 thousand (30 June 2019: Euro 1 527 thousand). 
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NOTE 9 - GAINS OR LOSSES ON FINANCIAL ASSETS MANDATORILY AT FAIR VALUE THROUGH PROFIT OR LOSS AND 
GAINS OR LOSSES ON FINANCIAL ASSETS AND LIABILITIES DESIGNATED AT FAIR VALUE THROUGH PROFIT AND 
LOSS 
 
The breakdown of this caption is as follows: 

(in thousands of Euros)

Gains Losses Total Gains Losses Total

Gains or losses on non-trading financial assets mandatorily 
at fair value through profit or loss

Securities
Bonds and other fixed income securities

Issued by other entities  3 171  67 223 ( 64 052)  5 371  3 630  1 741 

Shares  15 095  114 011 ( 98 916)  27 631  2 408  25 223 

Other variable income securities  2 578  220 861 ( 218 283)  12 465  125 777 ( 113 312)

 20 844  402 095 ( 381 251)  45 467  131 815 ( 86 348)

Gains or losses on financial assets and liabilities designated 
at fair value through profit and loss

Securities
Bonds and other fixed income securities

Issued by other entities -   7 (  7) -   84 (  84)

-   7 (  7) -   84 (  84)

 20 844  402 102 ( 381 258)  45 467  131 899 ( 86 432)

Six month period ended in

30.06.2020 30.06.2019

 
 
As at 30 June 2020, gains or losses on financial assets mandatorily at fair value through profit or loss - securities - shares and other 
variable income securities include a loss of Euro 260.6 million, resulting from the completion of an independent valuation to the 
restructuring funds. These funds are “level 3” assets in accordance with the fair value hierarchy of IFRS 13 (quotes provided by 
third parties whose parameters used are not observable in the market). NOVO BANCO requested an independent assessment 
from an international consulting firm in conjunction with real estate consulting firms. This work resulted in a market value of Euro 
557.2 million for the total investment held in these assets (see Note 21), which led to a loss of Euro -260.6 million in the first half of 
2020. This assessment included assumptions for the valuation of assets in the funds, a haircut at the fund level based on 
comparable parameters in quoted funds and an assessment of the potential evolution of the fund during 2020. Given that this is an 
estimate, the Bank will continue to monitor this area as the impact of the pandemic on the Portuguese economy becomes clearer. 
 
 
 
NOTE 10 – GAINS OR LOSSES FROM HEDGE ACCOUNTING 
 
The breakdown of this caption is as follows: 

(in thousands of Euros)

Gains Losses Total Gains Losses Total

Instrumentos financeiros derivadosFair value changes of hedging instruments
Interest rate contracts  25 243  45 938 ( 20 695)  10 930  38 296 ( 27 366)

Instrumentos financeiros derivadosFair value changes of hedging item attributable to hedged risk  20 206  10 694  9 512  27 354  8 600  18 754 

 45 449  56 632 ( 11 183)  38 284  46 896 ( 8 612)

Compensations for hedging operations interruptions (see Note 13)   835 -   835   54 -   54 

Compensations Net Value  46 284  56 632 ( 10 348)  38 338  46 896 ( 8 558)

Six month period ended in

30.06.2020 30.06.2019

 
 
 
 
NOTE 11 – EXCHANGE DIFFERENCES 
 
The breakdown of this caption is as follows: 

(milhares de euros)

30.06.2020 30.06.2019

Gains Losses Total Gains Losses Total

Foreign exchange revaluation  511 205  526 221 ( 15 016)  380 591  358 655  21 936 

 511 205  526 221 ( 15 016)  380 591  358 655  21 936 

Six month period ended in
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This caption includes the results of foreign exchange revaluation of monetary assets and liabilities registered in foreign currency in 
accordance with the accounting policy described in Note 2.2. 
 
 
 
NOTE 12 – GAINS OR LOSSES ON DERECOGNITION OF NON-FINANCIAL 
 
The breakdown of this caption is as follows: 

(in thousands of Euros)

30.06.2020 30.06.2019

Real Estate   778  4 452 

Equipment (  275) (  493)

Others   869  1 138 

 1 372  5 096 

Six month period ended in

 
 
 
 
NOTE 13 – OTHER OPERATING INCOME AND EXPENSES 
 
The breakdown of this caption is as follows:  

(in thousands of Euros)

30.06.2020 30.06.2019

Other operating income
Gains / (losses) on recoveries of loans  15 012  15 192 

Non-recurring advisory services   154  1 128 

Other income  15 535  8 124 

 30 701  24 444 

Other operating expenses
Direct and indirect taxes ( 1 652) ( 1 036)

Banking levy (Note 26) ( 26 981) ( 26 647)

Membership subscriptions and donations (  984) (  869)

Charges with Supervisory entities ( 1 289) ( 1 284)

Other expenses ( 9 055) ( 12 818)

( 39 961) ( 42 654)
Other operating income / (expenses) ( 9 260) ( 18 210)

Six month period ended in

 
 
As at 30 June 2020, the amount received relating to compensation for interruption of hedging operations, included in other income, 
amounts to Euro 835 thousand (30 June 2019: Euro 54 thousand) (see Note 10). 
 
 
 
NOTE 14 – STAFF EXPENSES 
 
The breakdown of staff expenses is as follows: 

(in thousands of Euros)

30.06.2020 30.06.2019

Wages and salaries  88 511  92 379 

Remuneration  88 223  91 925 

Long-term service / Career bonuses (see Note 15)   288   454 

Mandatory social charges  28 126  28 187 

Costs with post-employment benefits (see Note 15)   203 - 

Other costs  2 509  1 901 

 119 349  122 467 

Six month period ended in

 
 
The expense with remuneration and other benefits attributed to key management personnel of NOVO BANCO is presented in Note 
30.  
 
At 30 June 2020, the Bank´s number of employees is 4 420 (30 June 2019: 4 539). 
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NOTE 15 – EMPLOYEE BENEFITS 
 
Pension and health-care benefits 
In compliance with the Collective Labour Agreement (ACT) for the banking sector established with the unions, the Bank undertook 
the commitment to grant its employees, or their families, pensions on retirement, disability and survival. These payments consist of 
a percentage that increases in accordance with the years of service, applied to each year’s negotiated salary table for the active 
work force. 
 
Banking employees also receive health-care benefits through a specific Social-Medical Assistance Service (SAMS), managed by 
the respective Union, having the Bank made (until 1 February 2017) annual contributions to SAMS amounting to 6.50% of the total 
annual remuneration of the active employees, including, amongst others, the holiday subsidy and Christmas subsidy. The 
measurement and recognition of the Bank’s liability with post-retirement health-care benefits is similar to the measurement and 
recognition of the pension liability. These benefits are covered by the Pension Fund, which currently covers all liabilities with 
pensions and health-care benefits.  
 
Arising from the signature of the new Collective Labour Agreement (ACT) on 5 July 2016, published in Labour Bulletin (Boletim do 
Trabalho) no. 29, of 8 August 2016, the Bank’s contributions to SAMS as from 1 February 2017, correspond to a fixed amount (as 
per Annex VI of the new ACT) for each employee, 14 times a year. 
 
For employees hired until 31 December 2008, the retirement pension and the disability, survival and pensions consecrated under 
the ACT, as well as the liabilities for health-care benefits (SAMS), are covered by a closed pension fund, managed by GNB – 
Sociedade Gestora de Fundos de Pensões, S.A..  
 
Protection of employees in the event of maternity, paternity and adoption, as well as old age, is covered General Social Security 
Regime, given that with the publication of Decree-Law no. 1-A/2011, of 3 January banking employees who were beneficiaries of 
“CAFEB – Caixa de Abono de Família dos Empregados Bancários” were integrated in the General Social Security Regime as from 
1 January 2011. 
 
Employees hired after 31 December 2008 are covered by the Portuguese General Social Security Regime. 
 
Retirement pensions of banking employees integrated in the General Social Security Regime within the scope of the 2nd tripartite 
agreement continue to be calculated in accordance with the provisions of the ACT and other conventions; however, banking 
employees are entitled to receive a pension under the General Regime that considers the number of years of contributions under 
that regime. The banks are responsible for the difference between the pension determined in accordance with the provisions of the 
ACT and that which the banking employees are entitled to receive from the General Social Security Regime. 
 
The contribution rate is 26.6%, 23.6% paid by the employer and 3% paid by the employees on the behalf of CAFEB, abolished by 
said Decree-law. In consequence of this change, pension entitlements of active employees are to be covered on the terms defined 
under the General Social Security Regime, for the length of their employment between 1 January 2011 and their retirement date. 
The differential required to make up the pension guaranteed under the ACT is paid by the Banks. 
 
At the end of financial year 2011 and pursuant to the 3rd tripartite agreement, it was decided to transfer, definitively and irreversibly, 
to the General Social Security Regime all the banks’ liabilities with pensions in payment to retirees and pensioners that were in that 
condition as at 31 December 2011 at constant values (0% discount rate) for the component foreseen in the “Instrumento de 
Regulação Coletiva de Trabalho” (IRCT) applicable to banking employees, including the eventualities of death, disability and 
survival. The liabilities relating to the updating of pension amounts, pension benefits other than those to be borne by Social 
Security, health-care contributions to SAMS, death allowances and deferred survivor’s pensions will remain under the banks’ 
responsibility, with the corresponding funding being met through the respective pension funds.  
 
The agreement further established that the financial institutions’ pension fund assets relating to the part allocated to the satisfaction 
responsibilities for those pensions, be transferred to the State. 
 
According to the deliberation of the Board of Directors of Bank of Portugal of 3 August 2014 (8 p.m.), considering the resolution by 
the same Board of Directors of 11 August 2014 (5 p.m.), and the additional clarifications contained in the deliberation of the Board 
of Directors of Bank of Portugal, of 11 February 2015, it was clarified that the BES responsibilities not transferred to NOVO BANCO 
relate to the retirement and survival pensions and complementary retirement and survival pensions of the Directors of BES who had 
been members of its Executive Committee, as defined in BES’s Articles of Association and BES’s General Assembly Regulations to 
which the Articles of Association refer, not having, therefore, been transferred to NOVO BANCO, without prejudice to the transfer of 
the responsibilities relating exclusively to the employment contracts with BES. 
 
Given the aforementioned, liabilities arising exclusively from the employment contracts with BES were transferred to NOVO 
BANCO. Considering the foregoing, only the pension fund liabilities arising from the Complementary Executive Committee Plan 
were split, with a part (described above) remaining in BES, with the other part being transferred to NOVO BANCO, together with the 
Pension Fund’s liabilities relating to the Base Plan and the Complementary Plan. 
 
To quantify the amounts relating to the split of the Pension Fund assets allocated to the liabilities that remained in BES, following 
the decision of Bank of Portugal of 11 February 2015, from those that were transferred to NOVO BANCO, the assets existing on 3 
August 2014 were split in proportion to the liabilities calculated on the same date, allocated to each of the groups of former 
participants and beneficiaries allocated to each of the entities. The split performed on these terms will result, on 3 August 2014, in a 
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level of funding of the Complementary Plan of the Executive Commission that is equal for each of the associates of the Fund 
(NOVO BANCO and BES).  
 
However, up to the present date, the formalization of the effective splitting of the liabilities / assets of BES and NB has not yet 
occurred, with both formally continuing to be members of the same Pension Fund, currently designated Fundo de Pensões NB. 
 
On 1 June 2016, an amendment was made to Fundo de Pensões NB´s constitutive contract, where the complementary plan 
became a defined contribution instead of a defined benefit plan. Considering this, and in accordance with IAS 19, this plan´s 
responsibilities and assets are net of the amounts presented for the defined benefit plans. 
 
The key actuarial assumptions used to calculate retirement pension and health-care liabilities are identical and are as follows: 
 

Assumptions Actual Assumptions Actual

Actuarial Assumptions

    Projected rate of return on plan assets 1.35% -2.13% 1.35% 6.82%

    Discount rate 1.35% - 1.35% -

    Pension increase rate 0.25% -0.32% 0.25% 0.49%

    Salary increase rate 0.50% 1.21% 0.50% 1.20%

    Mortality table men

    Mortality table women TV 88/90-2 years TV 88/90-2 years

30.06.2020 31.12.2019

TV 88/90 TV 88/90

 
 
Disability decreases are not considered in the calculation of the liabilities. The determination of the discount rate as at 30 June 2020 
and 31 December 2019 was based on: (i) the evolution of the main indices for high quality corporate bonds and (ii) the duration of 
the liabilities.  
 
The application of IAS 19 in terms of liabilities and coverage levels as at 30 June 2020 and 31 December 2019 is presented as 
follows: 

(in thousands of Euros)

Assets / (liabilities) recognized in the balance sheet

Total liabilities (1 811 896) (1 811 526)
    Pensioners (1 265 681) (1 275 193)

    Employees ( 546 215) ( 536 333)

Coverage
    Fair value of plan assets 1 657 381 1 659 246

Net assets / (liabilities) in the balance sheet (See Note 31) ( 154 515) ( 152 280)

Accumulated actuarial deviations recognized in other comprehensive income  669 516  583 396

30.06.2020 31.12.2019

 
 
According to the policy defined in Note 2.14. Employee Benefits, the Bank calculates liabilities for pensions and actuarial gains and 
losses half-yearly and evaluates at each balance sheet date and for each plan separately, the recoverability of the excess of the 
respective pension liabilities. 
 
In the first half of 2020, the net balance sheet value includes Euro 32.9 million (31 December 2019: Euro 30.4 million) related to 
NOVO BANCO’s share of the deficit of the complementary plan CE. With respect to the base and complementary net liabilities as 
at 31 December 2019, the Bank has made the contribution in early 2020. 
 
The evolution of the actuarial gains and losses in the balance sheet can be analysed as follows:  

(in thousands of Euros)

30.06.2020 31.12.2019

Accumulated actuarial losses recognized in other comprehensive income at the beginning of the period  583 396  477 370 
Actuarial (gains) / losses in the period:

    - Changes in assumptions

    - Financial -  122 794 

    - Experience adjustments (gains) / losses  86 120 ( 16 804)

Other -   36 

Accumulated actuarial losses recognized in other comprehensive income at the end of the period  669 516  583 396 
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Costs with retirement pensions and health benefits in the six-month periods ended 30 June 2020 and 2019, may occur as follows: 

(in thousands of Euros)

30.06.2020 30.06.2019

Interest expense / (income)   203  - 

Net Interest Rate  2 261  1 309 

Cost with post-employment benefits  2 464  1 309 

Six month period ended in

 
 
In the first half of 2020, the value of early retirements amounted to Euro 8.6 million (30 June 2019: Euro 5.0 million), which are 
related to the Bank’s restructuring process, and as such, were recognized against the restructuring provision (see Note 30). 
 
Career bonuses 
As at 30 June 2020, the liabilities assumed by the Bank amounted to Euro 7 137 thousand, corresponding to the liabilities for past 
services subjacent to the career bonuses, as described in Note 2.14 – Employee benefits (31 December 2019: Euro 6 891 
thousand) (see Note 31). 
 
As at 30 June 2020, the costs recognized with career bonuses were Euro 288 thousand (30 June 2019: Euro 454 thousand) (see 
Note 14). 
 
 
 
NOTE 16 – OTHER OPERATING INCOME AND EXPENSES 
 
The breakdown of this caption is as follows:  

(in thousands of Euros)

30.06.2020 30.06.2019

Rentals  1 331  2 058 

Advertising  3 413  5 329 

Communication  5 170  6 309 

Maintenance and repairs expenses  4 498  4 651 

Travelling and representation  1 350  1 788 

Transportation of valuables  2 257  2 026 

Insurance  1 606  1 686 

IT services  22 379  22 145 

Independent work  1 150  2 279 

Temporary work   644   661 

Electronic payment systems  5 153  5 023 

Legal costs  3 608  5 321 

Consultancy and audit fees  9 962  9 138 

Water, energy and fuel  1 781  2 603 

Consumables   871   919 

Other costs  13 776  17 708 

 78 949  89 644 

Six month period ended in

 
 
The Other costs item includes, among others, training costs and costs with services provided by the Complementary Groupings of 
Companies (ACE) in which NOVO BANCO participates. 
 
 
 
NOTE 17 - CONTRIBUTIONS TO RESOLUTION FUNDS AND DEPOSIT GUARANTEE SCHEMES 
 
As at 30 June 2020 and 2019, this caption is analyzed as follows: 

(In thousands of Euros)

30.06.2020 30.06.2019

Contribution to Single Resolution Fund  22 201  22 412 

Contribution to Portuguese Resolution Fund  12 528  11 996 

Contribution to Deposit Guarantee Fund   37   40 

 34 766  34 448 

Six month period ended in
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NOTE 18 – EARNINGS PER SHARE 
 
Basic earnings per share  

The basic earnings per share are calculated dividing the net profit attributable to the shareholders of the Bank by the weighted 
average number of ordinary shares in circulation during the financial year / period.  
 

(In thousands of Euros)

30.06.2020 30.06.2019

Net consolidated profit / (loss) attributable to shareholder of the Bank ( 583 251) ( 373 534)

Weighted average number of common shares outstanding (thousands) 9 800 000 9 800 000 

Basic earnings per share attributable to shareholders of NOVO BANCO (in Euros) (0,06) (0,04)

Basic earnings per share from continuing activities attributable to shareholders of NOVO BANCO (in Euros) (0,06) (0,04)

Six month period ended in

 
 
 
Diluted earnings per share 
 
The diluted earnings per share are calculated considering the net profit attributable to the shareholders of the Bank and the 
weighted average number of ordinary shares in circulation, adjusted for the effects of all potential dilutive ordinary shares.  
  
The diluted earnings per share do not differ from the basic earnings per share, since there are no dilutive effects.  
 
 
 
NOTE 19 – CASH, CASH BALANCES AT CENTRAL BANKS AND OTHER DEMAND DEPOSITS 
 
As at 30 June 2020 and 31 December 2019, this caption is analyzed as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

Cash   130 223   174 156 

Demand deposits with Central Banks
Bank of Portugal  2 499 380  1 387 250 

Other Central Banks   27 225   21 658 

 2 526 605  1 408 908 

Deposits in other credit institutions in the country
    Repayable on demand   17 103  11 850 

    Uncollected checks   39 127  50 915 

 56 230  62 765 

Deposits with Banks abroad
    Repayable on demand   57 594  28 997 

 57 594  28 997 

 2 770 652  1 674 826 
 

 
The caption Demand Deposits with Bank of Portugal includes mandatory deposits to comply with the minimum legal cash reserve 
requirements in an amount of Euro 249.8 million (31 December 2019: Euro 237.8 million). According to the European Central Bank 
Regulation (EU) No. 1358/2011, of 14 December 2011, minimum cash requirements of demand deposits with Bank of Portugal are 
interest-bearing and correspond to 1% of the deposits and debt certificates maturing in less than 2 years, after excluding from these 
the deposits of institutions subject to the European System of Central Banks minimum reserve requirements. As at 30 June 2020, 
the average interest rate on these deposits was null (31 December 2019: null). 
 
Compliance with minimum cash requirements, for a given observation period, is monitored taking into account the average amount 
of the deposits with Bank of Portugal over said period. The balance of the account with Bank of Portugal as at 30 June 2020 was 
included in the observation period running from 10 June 2020 to 21 July 2020. 
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NOTE 20 – FINANCIAL ASSETS HELD FOR TRADING 
 
As at 30 June 2020 and 31 December 2019, the caption is analyzed as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

Financial assets held for trading
Securities

Securities helf for trading

Bonds and other fixed income securities

Issued by government and public entities   233 388  254 848 

 233 388  254 848 
Derivatives

Derivatives held for trading with positive fair value   429 312  419 895 

Hedgind derivatives with positive fair value   81 943  74 093 

 511 255  493 988 
  744 643   748 836 

Financial liabilities held for trading
Derivatives

Derivatives held for trading with negative fair value   591 291  544 400 

  591 291   544 400 
 

 
 
Debt securities held for trading 
 
According the accounting policy described in Note 2.4, Debt securities held for trading are securities acquired for the purpose of 
trading in the short term regardless of maturity. 
 
Details of the securities held for trading by fair value hierarchy are presented in Note 37. 
 
 
Derivatives 
 
The Derivatives at 30 June 2020 and 31 December 2019 are analyzed as follows: 

(in thousands of Euros)

Asset Liability Asset Liability
Derivatives held for trading

Foreign Exchange rate contracts 1 917 068  54 290  40 612 2 005 516  34 652  33 820 

Interest rate contracts 7 223 068  355 207  536 880 7 885 077  352 939  501 632 

Equity / Index contracts  839 351  19 814  13 769  862 910  32 303  8 906 

Credit default contracts  2 883   1   30  2 883   1   42 

Hedgind Derivatives
Interest rate contracts  171 369  81 943 -  171 371  74 093 - 

Credit default contracts - - -  77 963 - - 

  511 255   591 291   493 988   544 400 

30.06.2020 31.12.2019

Notional Fair value Notional Fair value

 
 
Hedging derivatives include instruments designed to manage the risk associated with certain financial assets and liabilities 
designated at fair value through profit or loss, in accordance with the accounting policy described in Notes 2.4 and 2.6, and which 
the Bank has not designated for hedge accounting. 
 
The Bank calculates the Credit Valuation Adjustment (CVA) for derivative instruments in accordance with the following 
methodology: (i) Portfolio view - the calculation of CVA results from the application to each counterparty's aggregate exposure of a 
loss and expected recovery rate, taking into account the estimated average duration for each exposure; (ii) Individual perspective is 
based on the calculation of exposure using stochastic methods (Expected Positive Exposure) which translates into the calculation 
of the expected fair value exposure that each derivative should assume over the remaining life. Subsequently, are applied to the 
exposure determined, an expected loss and a recovery rate. 
 
In the first half of 2020, the Bank recognized a gain of Euro 604 thousand related to the CVA of derivative instruments (30 June 
2019: gain of Euro 248 thousand). 
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Credit Support Annex (CSA) 
NOVO BANCO has several contracts negotiated with counterparts with which it trades derivatives on the Over-the-counter market. 
The CSAs take the form of collateral agreements established between two parties negotiating over-the-counter derivatives with 
each other, with the main objective of providing protection against credit risk, defining for that purpose rules regarding collateral. 
Derivative transactions are regulated by the International Swaps and Derivatives Association (ISDA) and have minimum risk margin 
that may change according to the ratings of the parties.  
 
 
 
NOTE 21 – FINANCIAL ASSETS MANDATORILY AT FAIR VALUE THROUGH PROFIT OR LOSS, DESIGNATED AT FAIR 
VALUE THROUGH PROFIT OR LOSS, AT FAIR VALUE THROUGH OTHER COMPREHENSIVE INCOME AND AT 
AMORTISED COST 
 
As at 30 June 2020 and 31 December 2019, these captions are analyzed as follows: 

(in thousands of Euros)

Mandatorily at fair value 
through profit and loss

Fair value through 
other comprehensive 

income
Amortised cost Fair value 

changes * Total

Securities  2 673 661  7 886 864  2 938 428    502  13 499 455 

Loans and advances to Banks - -   473 560 -   473 560 

Loans and advances to customers - -  23 584 877   65 729  23 650 606 

 2 673 661  7 886 864  26 996 865   66 231  37 623 621 
* Fair value changes of the elements covered by the interest rate hedge portfolio (See Note 22)

30.06.2020

 
 

(in thousands of Euros)

Mandatorily at fair value 
through profit and loss

Fair value through 
other comprehensive 

income
Amortised cost Fair value 

changes * Total

Securities  3 044 724  8 758 131  2 392 843 -  14 195 698 

Loans and advances to Banks - -   495 252 -   495 252 

Loans and advances to customers - -  23 154 148   49 884  23 204 032 

 3 044 724  8 758 131  26 042 243   49 884  37 894 982 
* Fair value changes of the elements covered by the interest rate hedge portfolio (See Note 22)

31.12.2019

 
 
 
Securities 
 
As at 30 June 2020 and 31 December 2019, the detail of debt securities portfolio is as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

Securities at fair value through profit or loss - mandatory

Bonds and other fixed income securities

From other issuers  728 897  694 667 

Shares  428 795  601 613 

Other securities with variable income 1 515 969 1 748 444 

2 673 661 3 044 724 

Securities at fair value through other comprehensive income

Bonds and other fixed income securities

From public issuers 6 223 830 7 027 343 

From other issuers 1 606 215 1 661 538 

Shares  56 818  69 248 

Other securities with variable income   1   2 

7 886 864 8 758 131 
Securities at amortised cost

Bonds and other fixed income securities

From public issuers  438 052  459 260 

From other issuers 2 662 364 2 093 737 

Impairment ( 161 988) ( 160 154)

2 938 428 2 392 843 

Corrections due to Interest Rate Risk Coverage Operations*   502 - 

13 499 455 14 195 698 
* See Note 22  
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The securities mandatorily accounted at fair value through profit or loss include the participation units held by the Bank in 
Restructuring Funds, which are accounted for in accordance with the accounting policy described in Note 2.4, based on the net 
book value disclosed by the Management Companies, which may be adjusted according to information, analyzes or independent 
evaluations deemed necessary to determine its fair value, in response to guidelines from the European Central Bank. 
 
In the first half of 2020, NOVO BANCO completed the independent assessment of the restructuring funds. These funds are “level 3” 
assets in accordance with the fair value hierarchy of IFRS 13 (quotes provided by third parties whose parameters used are not 
observable in the market). NOVO BANCO requested an independent assessment from an international consulting firm in 
conjunction with real estate consulting firms. This work resulted in a market value of Euro 557.2 million for the total investment held 
in these assets, which led to a loss of Euro -260.6 million in the first half of 2020 recorded in the caption “Gains or losses on 
financial assets mandatorily at fair value through profit or loss” (see Note 9). This assessment included assumptions for the 
valuation of assets in the funds, a haircut at the fund level based on comparable parameters in quoted funds and an assessment of 
the potential evolution of the fund during 2020. Given that this is an estimate, the Bank will continue to monitor this area as the 
impact of the pandemic on the Portuguese economy becomes clearer. 
 
NOVO BANCO will continue to monitor this area as the impact of the pandemic on the Portuguese economy becomes clearer. 
 
As at 30 June 2020 and 31 December 2019, the detail of the fair value securities through other comprehensive income is as 
follows: 

(in thousands of Euros)

Positive Negative

Bonds and other fixed income securities
From public issuers 5 957 328  266 893 (  391) 6 223 830 ( 3 911)

Residents 2 610 796  106 647 (  391) 2 717 052 ( 1 760)

Non residents 3 346 532  160 246 - 3 506 778 ( 2 151)

From other issuers 1 527 158  86 824 ( 7 767) 1 606 215 (  707)
Residents  33 210  9 285 -  42 495 (  7)

Non residents 1 493 948  77 539 ( 7 767) 1 563 720 (  700)

Shares  413 404  14 240 ( 370 826)  56 818 - 
Residents  337 232  13 087 ( 303 298)  47 021 - 

Non residents  76 172  1 153 ( 67 528)  9 797 - 

Other securities with variable income   2   1 (  2)   1 - 
Residents   2 - (  2) - - 

Non residents -   1 -   1 - 

Balance as at 30 June 2020 7 897 892  367 958 ( 378 986) 7 886 864 ( 4 618)
(1) Acquisition cost referring to shares and other equity instruments and amortized cost for debt securities.

Cost (1)
Fair value reserve Balance 

sheet
Impairment 

reserves

 
 

(in thousands of Euros)

Positive Negative

Bonds and other fixed income securities
From public issuers 6 705 039  322 996 (  692) 7 027 343 ( 4 476)

Residents 3 125 170  157 397 (  490) 3 282 077 ( 2 107)

Non residents 3 579 869  165 599 (  202) 3 745 266 ( 2 369)
From other issuers 1 575 607  87 363 ( 1 432) 1 661 538 ( 1 029)

Residents  33 212  20 711 -  53 923 (  8)
Non residents 1 542 395  66 652 ( 1 432) 1 607 615 ( 1 021)

Shares  424 304  19 795 ( 374 851)  69 248 - 
Residents  348 161  18 614 ( 311 371)  55 404 - 

Non residents  76 143  1 181 ( 63 480)  13 844 - 

Other securities with variable income   2   2 (  2)   2 - 
Residents   2 - (  2) - - 

Non residents -   2 -   2 - 

Balance as at 31 December 2019 8 704 952  430 156 ( 376 977) 8 758 131 ( 5 505)
(1) Acquisition cost referring to shares and other equity instruments and amortized cost for debt securities.

Cost (1)
Fair value reserve Balance 

sheet
Impairment 

reserves

 
 
 
Changes in impairment losses on securities valued at fair value are as follows: 
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(in thousands of Euros)

Stage 1 Stage 2 Stage 3 Total

Balance as at 31 December 2018   1 182    22 -   1 204 

Increases due to changes in credit risk changes   1 456 - -   1 456 

Decreases due to changes in credit risk changes (  1 105) - - (  1 105)

Utilization during the period (   52) - - (   52)

Other movements    20 (   22) - (   2)

Balance as at 30 June 2019   1 501 - -   1 501 

Increases due to changes in credit risk changes   4 732 - -   4 732 

Decreases due to changes in credit risk changes (   620) (   18) - (   638)

Utilization during the period (   85) - - (   85)

Other movements (   23)    18 - (   5)

Balance as at 31 December 2019   5 505 - -   5 505 

Increases due to changes in credit risk changes   1 273    38 -   1 311 

Decreases due to changes in credit risk changes (  1 999) - - (  1 999)

Utilization during the period (   181) - - (   181)

Other movements (   24)    6 - (   18)

Balance as at 30 June 2020   4 574    44 -   4 618 

Impairment movement of securities at fair value
through other comprehensive income

 
 
During the first half of 2020, the Bank sold Euro 1 157.2 million of financial instruments classified at fair value through other 
comprehensive income (31 December 2019: Euro 3 730.0 million), with a gain of Euro 81.5 million (31 December 2019: gain of 
Euro 65.7 million), recorded in the income statement, from the sale of debt instruments and a loss of Euro 10.4 million that were 
transferred from revaluation reserves to reserves associated with sales (31 December 2019: Euro -4.9 million).  
 
Changes in impairment losses on securities valued at amortised cost are as follow 
 

(in thousands of Euros)

Stage 1 Stage 2 Stage 3 Total

Balance as at 31 December 2018   3 970   57 283   131 072   192 325 

Increases due to changes in credit risk changes   8 281   317 149    55   325 485 

Decreases due to changes in credit risk changes (  8 345) (  319 227) (  2 950) (  330 522)

Other movements    106 (   85) -    21 

Balance as at 30 June 2019   4 012   55 120   128 177   187 309 

Increases due to changes in credit risk changes   6 113   319 673   6 560   332 346 

Decreases due to changes in credit risk changes (  6 319) (  320 940) (  4 297) (  331 556)

Utilization during the period - (   1) (  28 019) (  28 020)

Other movements (   48)    122    1    75 

Balance as at 31 December 2019   3 758   53 974   102 422   160 154 

Increases due to changes in credit risk changes   5 637   327 602    23   333 262 

Decreases due to changes in credit risk changes (  5 050) (  323 579) (  2 785) (  331 414)

Utilization during the period - (   1) - (   1)

Other movements (   13) - - (   13)

Balance as at 30 June 2020   4 332   57 996   99 660   161 988 

Impairment movement of securities at amortised cost

 
 
In accordance with the accounting policy described in Note 2.4, the Bank regularly assesses if there is objective evidence of 
impairment in its portfolio of financial assets at fair value through other comprehensive income following the judgment criteria 
described in Note 3.1. 
 
The detail of debt securities portfolio by fair value hierarchy is presented in Note 37. 
 
The portfolio securities pledged by the Bank are analyzed in Note 34. 
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Loans and advances to Banks 
 
As at 30 June 2020 and 31 December 2019, the detail of Loans and advances to banks is as follows: 

(in thousands of Euros)

Loans and advances to Banks in Portugal
Very short-term placements -  8 902 

Deposits   136 182  135 411 

Loans   20 301  34 013 

Other loans and advances    4   3 

 156 487  178 329 
Loans and advances to Banks abroad

Deposits   10 548  10 851 

Loans    331  1 645 

Operations with reverse repurchase agreements    4   8 

Other loans and advances   384 154  381 553 

 395 037  394 057 

 551 524  572 386 

Impairment losses (  77 964) ( 77 134)

 473 560  495 252 

30.06.2020 31.12.2019

 
 
Loans and advances to Banks are totally recorded in the amortised cost portfolio. 
 
Changes in impairment losses on loans and advances to Banks are presented as follows: 

(in thousands of Euros)

Stage 1 Stage 2 Stage 3 Total

Balance as at 31 December 2018    177   75 143    424   75 744 

Increases due to changes in credit risk changes    81   1 349 -   1 430 

Decreases due to changes in credit risk changes (   126) (  1 443) - (  1 569)

Other movements (   1)    455    1    455 

Balance as at 30 June 2019    131   75 504    425   76 060 

Increases due to changes in credit risk changes    335   1 488 -   1 823 

Decreases due to changes in credit risk changes (   98) (  1 595) - (  1 693)

Utilization during the period - (   22) - (   22)

Other movements (   1)    966    1    966 

Balance as at 31 December 2019    367   76 341    426   77 134 

Increases due to changes in credit risk changes    255   1 847 -   2 102 

Decreases due to changes in credit risk changes (   161) (  1 359) (   11) (  1 531)

Other movements (   1)    248    12    259 

Balance as at 30 June 2020    460   77 077    427   77 964 

Loans and advances to Banks
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Loans and advances to customers 
 
As at 30 June 2020 and 31 December 2019, the detail of loans and advances to customers is presented as follows: 

(in thousands of Euros)

Domestic loans and advances
Corporate

Current account loans 1 306 452 1 362 889 

Loans 8 974 868 8 345 875 

Discount bills  90 120  119 241 

Factoring  533 274  709 747 

Overdrafts   532  3 042 

Financial lease 1 459 389 1 523 226 

Other loans and advances  18 223  29 477 

Individuals

Residential Mortgage loans 7 383 982 7 370 060 

Consumer credit and other loans 1 019 203 1 042 745 

20 786 043 20 506 302 

Foreign loans and advances
Corporate

Current account loans  880 564  687 878 

Loans 1 216 875 1 068 038 

Discount bills  10 428  21 206 

Factoring  86 905  138 292 

Overdrafts  11 282  39 158 

Financial lease  37 212  37 422 

Other loans and advances   1   1 

Individuals

Residential Mortgage loans 1 104 133 1 084 606 

Consumer credit and other loans  294 693  315 483 

3 642 093 3 392 084 

Overdue loans and advances and interest
Under 90 days  27 906  24 025 

Over 90 days  998 784 1 073 220 

1 026 690 1 097 245 

25 454 826 24 995 631 

Impairment losses (1 869 949) (1 841 483)

23 584 877 23 154 148 

Fair value adjustments of intest rate hedges *
Corporate

Loans  17 849  14 390 

Individuals

Residential Mortgage loans  47 880  35 494 

 65 729  49 884 

23 650 606 23 204 032 
* See Note 22

30.06.2020 31.12.2019

 
 
During the year of 2019, a sale of a portfolio of non-performing loans (called “NATA II”) was carried out, and the impact of this 
operation on the balance sheet resulted in a reduction in net loans and advances to customers of 141.9 million euros (1,180.7 
million euros in gross value and 1,038.8 million euros in impairment), and the impact on results was a loss of 79.7 million euros (see 
Note 39). 
 
Loans and advances to customers are totally recorded in the amortised cost portfolio. 
 
As at 30 June 2020, this caption includes Euro 6,071.4 million (31 December 2019: Euro 6,076.8 million) of mortgage loans related 
to the issuance of mortgage bonds (see Note 29). 
 
As at 30 June 2020, the amount of interest and commissions recorded in the balance sheet regarding credit operations is Euro 
39,508 thousand (31 December 2019: Euro 25,139 thousand). 
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Changes in impairment losses on loans and advances to customers are presented as follows: 

(in thousands of Euros)

Stage 1 Stage 2 Stage 3 Total

Balance as at 31 December 2018   394 119   106 078  3 571 646  4 071 843 

Financial assets derecognised - (   2) (  3 324) (  3 326)

Increases due to changes in credit risk changes   473 656   49 531   194 531   717 718 

Decreases due to changes in credit risk changes (  481 908) (  6 553) (  63 841) (  552 302)

Utilization during the period (   21) (   183) (  418 985) (  419 189)

Other movements (  216 728) (  5 655)   256 184   33 801 

Balance as at 30 June 2019   169 118   143 216  3 536 211  3 848 545 

Financial assets derecognised (   803) (   11) ( 1 052 393) ( 1 053 207)

Increases due to changes in credit risk changes   191 598   56 366   505 831   753 795 

Decreases due to changes in credit risk changes (  202 705) (  23 472) (  62 179) (  288 356)

Utilization during the period (   25) (   220) ( 1 301 489) ( 1 301 734)

Other movements (  104 118) (  38 907)   25 465 (  117 560)

Balance as at 31 December 2019   53 065   136 972  1 651 446  1 841 483 

Financial assets derecognised (   2) - (  153 828) (  153 830)

Increases due to changes in credit risk changes   9 846   122 254   194 780   326 880 

Decreases due to changes in credit risk changes (  13 740) (  13 558) (  10 470) (  37 768)

Utilization during the period (   15) (   83) (  112 046) (  112 144)

Other movements   13 420 (  2 169) (  5 923)   5 328 

Balance as at 30 June 2020   62 574   243 416  1 563 959  1 869 949 

Loans and advances to customers

 
 
During the first half of 2020, the credit risk impairments were additionally reinforced by Euro 138.3 million, with the updated 
information in the IFRS 9 models, anticipating the losses related to the Covid-19 pandemic. 
 
 
 
NOTE 22 – DERIVATIVES – HEDGE ACCOUNTING AND FAIR VALUE CHANGES OF THE HEDGED ITEMS 
 
At 30 June 2020 and 31 December 2019, the fair value of the hedging derivatives is analyzed as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

Hedging derivatives
Assets  8 639  7 992 

Liabilities ( 77 477) ( 58 854)

( 68 838) ( 50 862)

Fair value component of the assets and liabilities hedged for interest rate risk
Financial assets

Securities (see Note 21)   502 - 

Loans and advances to customers (see Note 21)  65 729  49 884 

 66 231  49 884 
 

 
Changes in the fair value of the hedged assets and liabilities mentioned above and of the respective hedging derivatives are 
recognized in the income statement, in the caption Net gains / (losses) from financial assets and liabilities at fair value through profit 
or loss (see Note 9). 
 
As at 30 June 2020, the ineffective portion of fair value hedge operations, which translated into a loss of Euro 2.3 million, was 
charged to the income statement (30 June 2019: loss of Euro 1.3 million). The Bank periodically conducts effectiveness tests of 
existing hedging relationships. 
 
Following the ECB communication to the Banks considered to be systemic in the country they operate, on the measures adopted / 
to be adopted to face the discontinuation of the IBOR's market benchmarks and the future use of risk-free interest rates, the Bank 
has been carrying out several simulations of all balance sheet and derivative operations indexed to market rates, as well as its 
valuation and risk analysis processes, based on the scenario in which: 

•  on 2 October 2019, the ECB launched the new risk-free interest rate, €STR, which is lower than EONIA by 8.5 basis points 
and being disclosed in T+1; 

•  from 3 October 2019 to 3 January 2022, the EONIA changed its calculation to €STR plus 8.5 basis points and disclosed by 
EMMI also in T+1. From January 3, 2022, EONIA would be discontinued; 

•  the valuations of derivative instruments cleared in Central Counterparties (CCP, Central Counterparties) started to be 
determined based on the €STR curve as of July 25, 2020; 
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•  the valuations of derivative instruments with bilateral counterparties would now be determined based on the €STR curve 
after review of the collateral contracts (ISDA-CSA), running until 2021; 

•  instruments subject to hedge accounting would be discounted to the €STR curve, provided that there is no contractual 
impediment; 

•  Euribor could be discontinued as of the beginning of 2024; 

•  Libors would cease from the beginning of 2022. 
 
Thus, from 27 June 2020, the Bank changed the discount curve of its positions in the CCP from EUR OIS to €STR, as well as some 
positions in hedge accounting, not expecting significant impacts on the operating account. 
 
Given the uncertainties that remain regarding the indexes that can replace EURIBOR and remaining IBOR’s, the Bank will continue 
to follow the theme of the reform of the indexes and monitor their impacts. 
 
 
 
NOTE 23 – INVESTMENTS IN SUBSIDIARIES, JOINT VENTURES AND ASSOCIATES 
 
Investments in subsidiaries, joint ventures and associate companies are presented as follows: 
 

(in thousands of Euros)

30.06.2020 31.12.2019
Direct Nominal Direct Nominal

No. Shares shareholding amount Shareholding No. Shares shareholding amount Shareholding
% (Euros) cost % (Euros) cost

NB AÇORES  2 144 404 57.53%   5.00   10 308  2 144 404 57.53%   5.00   10 308 

NB FINANCE   100 000 100.00% 1.00   1 700   100 000 100.00%   1.00   1 700 

BEST  62 999 700 100.00%   1.00   100 418  62 999 700 100.00%   1.00   100 418 

ES TECH VENTURES  71 500 000 100.00%   1.00   71 500  71 500 000 100.00%   1.00   71 500 

GNB GA 2 350 000 100.00%   5.00   86 722 2 350 000 100.00%   5.00   86 722 

GNB CONCESSÕES   942 306 98.97%   5.00   20 602   942 306 98.97%   5.00   20 602 

E.S. REPRESENTAÇÕES   49 995 99.99%   0.17    8   49 995 99.99%   0.22    12 

LOCARENT   525 000 50.00%   5.00   2 967   525 000 50.00%   5.00   2 967 

NOVO BANCO SERVICIOS  2 676 665 100.00%   0.40   1 057 2 676 665 100.00%   0.40   1 057 

NOVO VANGUARDA   500 000 100.00%   1.00    500  500 000 100.00%   1.00    500 

NB ÁFRICA 13 300 000 100.00%   5.00   66 500 13 300 000 100.00%   5.00   66 500 

UNICRE  350 029 17.50%   5.00   11 497  350 029 17.50%   5.00   11 497 

IJAR LEASING ALGERIE  122 499 24.50%   69.41   12 362  122 499 35.00%   74.94   12 362 

EDENRED PORTUGAL 101 477 601 50.00%   0.01   4 984 101 477 601 50.00%   0.01   4 984 

HERDADE DO PINHEIRINHO I  - - 5 280 000 100.00%   1.00   5 280 

HERDADE DO PINHEIRINHO II  - - 17 200 000 100.00%   1.00   17 200 

  391 125   413 609 
Impairment losses (  154 471) (  182 184)

  236 654   231 425 
 

 
During the first half of 2020, the subsidiaries Herdade do Pinheirinho I and Herdade do Pinheirinho II were sold. 
 
During 2019, ES PLC and BES GMBH were merged into NOVO BANCO. The associated companies GNB Seguros, ESEGUR and 
Multipessoal were transferred to Non-current assets held for sale because they are in active sale processes (see Note 28). 
 
The changes in impairment losses for investments in subsidiaries, joint ventures and associates are presented as follows: 
 

(in thousand of Euros)

30.06.2020 31.12.2019 30.06.2019

Balance at the beginning of the period  182 184  156 275  146 281 
Charges -  25 948  10 092 

Utilizations ( 22 480) (  38) - 

Reversals ( 5 230) - - 

Foreign exchange revaluation and other (  3) (  1) (  98)

Balance at the end of the period  154 471  182 184  156 275 

The six month period ended
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NOTE 24 – TANGIBLE FIXED ASSETS 
 
As at 30 June 2020 and 31 December 2019, this caption is analyzed as follows: 
 

(in thousands of Euros)

30.06.2020 31.12.2019

Real estate properties
For own use  202 553  202 485 

Improvements in leasehold properties  136 568  136 307 

Assets under right-of-use  76 101  77 574 

 415 222  416 366 
Equipment

Computer equipment  102 629  105 322 

Fixtures  56 000  56 208 

Furniture  67 181  67 528 

Security equipment  24 152  24 284 

Office equipment  7 733  7 739 

Transport equipment   562   586 

Assets under right-of-use  8 879  5 076 

Other   163   167 

 267 299  266 910 

Work in progress
Improvements in leasehold properties -   22 

Real estate properties -   65 

Equipment   362 - 

  362   87 

 682 883  683 363 

Accumulated impairment ( 10 609) ( 10 609)

Accumulated depreciation ( 491 935) ( 478 001)

 180 339  194 753 
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The changes in this caption were as follows: 

(in thousands of Euros)

Real estate 
properties Equipment Work in 

progress Total

Acquisition cost
Balance as at 31 December 2018   339 664   273 008   1 889   614 561 

Acquisitions    195   2 048    107   2 350 

Disposals / write-offs (   184) (  7 885) - (  8 069)

Reclassifications    402    370 (   772) - 

IFRS 16 transition impact   90 280   3 755 -   94 035 

Foreign exchange differences and other    376    690 (   1)   1 065 

Balance as at 30 June 2019   430 733   271 986   1 223   703 942 
Acquisitions   5 881   8 656    243   14 780 

Disposals / write-offs (  19 905) (  13 626) - (  33 531)

Reclassifications    36    580 (  1 380) (   764)

Foreign exchange differences and other (   379) (   686)    1 (  1 064)

Balance as at 31 December 2019   416 366   266 910    87   683 363 
Acquisitions    897   4 221    366   5 484 

Disposals / write-offs (  2 132) (  4 625) - (  6 757)

Reclassifications    91 - (   91) - 

Other movements -    793 -    793 

Balance as at 30 June 2020   415 222   267 299    362   682 883 

Depreciations
Balance as at 31 December 2018   222 994   245 227 -   468 221 

Depreciation   12 923   5 567 -   18 490 

Disposals / write-offs (   184) (  7 885) - (  8 069)

Other movements (   1) - - (   1)

Balance as at 30 June 2019   235 732   242 909 -   478 641 
Depreciation   11 511   5 509 -   17 020 

Disposals / write-offs (  5 743) (  12 291) - (  18 034)

Reclassifications (   210) (   74) - (   284)

Foreign exchange differences and other    92    566 -    658 

Balance as at 31 December 2019   241 382   236 619 -   478 001 
Depreciation   11 247   5 887 -   17 134 

Disposals / write-offs (   595) (  4 566) - (  5 161)

Foreign exchange differences and other   1 954    7 -   1 961 

Balance as at 30 June 2020   253 988   237 947 -   491 935 

Impairment
Balance as at 31 December 2018   10 609 - -   10 609 

Balance as at 30 June 2019   10 609 - -   10 609 

Balance as at 31 December 2019   10 609 - -   10 609 

Balance as at 30 June 2020   10 609 - -   10 609 

Net balance as at 30 June 2020   150 625   29 352    362   180 339 

Net balance as at 31 December 2019   164 375   30 291    87   194 753 

Net balance as at 30 June 2019   184 392   29 077   1 223   214 692 
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NOTE 25 – INTANGIBLE ASSETS 
 
As at 30 June 2020 and 31 December 2019, this caption is analyzed as follows: 
 

(in thousands of Euros)

30.06.2020 31.12.2019

Internally developed
Software - Automatic data processing system   65 270   65 270 

Acquired from third parties
Software - Automatic data processing system   365 724   364 062 

  430 994   429 332 

Work in progress   26 981   17 446 
  457 975   446 778 

Accumulated amortization (  421 988) (  420 735)

  35 987   26 043 
 

 
Internally generated intangible assets include expenditures incurred by Bank units specialized in the implementation of IT solutions 
with future economic benefits (see Note 2.12). 
 
The changes in this caption were as follows: 

(in thousands of Euros)

Software Work in 
progress Total

Acquisition cost
Balance as at 31 December 2018   429 187   2 618   431 805 

Acquisitions

Acquired from third parties    602   5 349   5 951 

Disposals / write-offs (  7 461) - (  7 461)

Foreign exchange differences and other    1 -    1 

Balance as at 30 June 2019   422 329   7 967   430 296 
Acquisitions

Acquired from third parties   2 535   17 651   20 186 

Disposals / write-offs    1 -    1 

Reclassifications   4 467 (  8 172) (  3 705)

Balance as at 31 December 2019   429 332   17 446   446 778 
Acquisitions

Acquired from third parties   1 662   9 535   11 197 

Balance as at 30 June 2020   430 994   26 981   457 975 

Amortizations
Balance as at 31 December 2018   427 024 -   427 024 

Amortization for the period    473 -    473 

Disposals / write-offs (  7 460) - (  7 460)

Balance as at 30 June 2019   420 037 -   420 037 
Amortization for the period    698 -    698 

Balance as at 31 December 2019   420 735 -   420 735 
Amortization for the period   1 253 -   1 253 

Balance as at 30 June 2020   421 988 -   421 988 

Net Balance as at 30 June 2020   9 006   26 981   35 987 

Net Balance as at 31 December 2019   8 597   17 446   26 043 

Net Balance as at 30 June 2019   2 292   7 967   10 259 
 

 
 



 
 

 
Notes to the Interim Condensed Separate Financial Statements of 1st half 2020 198  

NOTE 26 – INCOME TAXES 
 
NOVO BANCO and its subsidiaries and associated companies located in Portugal are subject, individually, to taxation in 
accordance with the Corporate Income Tax (IRC) Code. As a result, deferred taxes are recorded depending on the temporary 
differences between accounting and tax income relevant for IRC purposes, whenever such temporary differences are to be reverted 
in the future. 
 
Current taxes correspond to the value of taxable income (if applicable) of the period, using the overall Corporate Income Tax rate in 
force at the balance sheet date (21%) and autonomous taxation. 
 
Corporate income taxes (current or deferred) are recognized in the income statement for the year, except when the underlying 
transactions or items to which they are related have been reflected under other equity captions (e.g. revaluation of financial assets 
at fair value through other comprehensive income). In these situations, the corresponding tax is also charged to equity, not affecting 
the net profit/(loss) for the year. 
 
Deferred taxes are calculated based on the anticipated tax rates to be effective at the date of reversal of temporary differences, 
which correspond to rates approved or substantially approved at the balance sheet date. 
 
Thus, as at 30 June 2020, the deferred tax regarding to most temporary differences was calculated based on an aggregate rate of 
31%, resulting from the sum of the general corporate income tax rate (21%) and the Municipal Surcharge rate of 1.5% and an 
average State Spill rate of 8.5%. 
 
On 4th September 2019, Law No. 98/2019 was published, which amended the IRC Code on the tax treatment of credit institutions' 
impairments, creating rules applicable to impairment losses recorded in the tax periods beginning before 1 January 2019, not yet 
accepted for tax purposes. This Law established a transition period for the aforementioned tax regime, which allows taxpayers in 
the five tax periods beginning on or after 1 January 2019, to continue to apply the tax regime in force before publication of this law, 
except if they perform the exercise of opt in until the end of October of each tax period of the adaptation regime. 
 
Thus, on 30 June 2020, the Bank continued to apply Regulatory Decree No. 13/2018, of December 28, which aims to extend, for 
tax purposes, the tax framework resulting from Notice 3/95 of Bank of Portugal. 
 
The IRC payment declarations are subject to inspection and possible adjustment by the Tax Authorities for a period of four years or 
during the period in which it is possible to deduct tax losses or tax credits (up to a maximum of twelve years, depending on the year 
of determination). Thus, possible additional tax assessments may take place due essentially to different interpretations of tax 
legislation. However, Management believes that, in the context of the consolidated financial statements, there will be no additional 
charges of significant value. 
 
On 30 June 2020 and 31 December 2019, NOVO BANCO recorded deferred tax assets associated with impairments not accepted 
for tax purposes for credit operations, which have already been written off, considering the expectation that these will contribute to a 
taxable profit in the periods taxation in which the conditions required for tax deductibility are met. 
 
Pursuant to Law No. 55-A/2010, of 31 December, a Bank Levy was established, which is levied on the average annual liabilities 
recorded on the balance sheet net of own funds and of deposits covered by the guarantee of the Deposit Guarantee Fund and on 
the notional amount of derivative financial instruments. The Bank Levy is not eligible as a tax cost, and the respective regime has 
been extended. As at 30 June 2020, NOVO BANCO recognized Banking Levy charges as a cost in the amount of Euro 26 981 
thousand (30 June 2019: Euro 26 647 thousand). The cost recognized as at 30 June 2020 has been calculated and paid based on 
the maximum rate of 0.110% levied on the average annual liabilities recorded on the balance sheet, net of own funds and deposits 
covered by the guarantee of the Deposit Guarantee Fund, approved by Law No. 7-A/2016, of 30 March and by Ordinance No. 165-
A/2016, of 14 June.  
 
The deferred tax assets and liabilities recognized in the balance sheet as at 30 June 2020 and 31 December 2019 may be 
analyzed as follows: 

(in thousands of Euros)

Assets Liabilities Assets Liabilities

Current tax   1 310   11 155    680   9 239 
Corporate tax recoverable -   5 278 -   5 278 

Other   1 310   5 877    680   3 961 

Deferred tax   785 224 -   892 033 - 
  786 534   11 155   892 713   9 239 

30.06.2020 31.12.2019
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The deferred tax assets and liabilities recognized in the balance sheet as at 30 June 2020 and 31 December 2019 can be analysed 
as follows: 

(in thousands of Euros)

Assets Liabilities Net
30.06.2020 31.12.2019 30.06.2020 31.12.2019 30.06.2020 31.12.2019

Financial instruments  55 715  54 200 ( 115 585) ( 134 654) ( 59 870) ( 80 454)

Impairment losses on loans and advances to customers  782 851  903 759 - -  782 851  903 759 

Other tangible assets - - ( 8 290) ( 8 377) ( 8 290) ( 8 377)

Provisions  42 558  48 375 - -  42 558  48 375 

Pensions  26 465  26 938 - -  26 465  26 938 

Other  1 510  1 792 - -  1 510  1 792 

Deferred tax asset / (liability)  909 099 1 035 064 ( 123 875) ( 143 031)  785 224  892 033 

Asset / liability set-off for deferred tax purposes ( 123 875) ( 143 031)  123 875  143 031 - - 

Net Deferred tax asset / (liability)  785 224  892 033 - -  785 224  892 033 
 

 
Deferred tax assets are recognized to the extent that it is probable that taxable profits will be available allowing for the utilization of 
the deductible temporary differences. The Bank has assessed the recoverability of the deferred taxes assets considering its 
expectations of future taxable profits until 2024. The recoverable deferred tax assets covered by the Special Regime applicable to 
Deferred Tax Assets is not dependent on the generation of future taxable income. 
 
The assessment of the recoverability of the deferred tax assets is made annually. With reference to 31 December 2019, exercise 
was made based on the business plan for the period 2019-2022. This evaluation led the Bank to the annulment of deferred tax 
assets generated by tax losses recognized in previous years, during the last quarter of 2019. 
 
The reduction in the Bank's ability to recover deferred tax assets generated by tax losses on the basis of the above-mentioned 2019 
annulment, as compared to the estimate by the Executive Board of Directors for the year ended 2018, is related, on the one hand 
with the structural commitments between the Portuguese State and the Directorate-General for Competition of the European 
Commission (“DGCOMP”) revised following the Bank's partial sale agreement concluded at the end of October 2017 and formally 
announced to the Bank in December On the other hand, due to the greater degree of conservatism in the macroeconomic 
projections for Portugal in the medium and long term, bearing in mind, in particular, the challenges and difficulties observed by 
NOVO BANCO, as well as the current expectations for medium-term interest rate benchmarks, in particular after the measures 
announced by the ECB in the Summer of 2019. 
 
The Plan also incorporates a greater focus on reducing non-performing assets, reflecting the requirements and commitments 
placed on NOVO BANCO within the EU regulatory framework, which also contributed to this less favourable evolution. 
 
In assessing the expectation of future taxable income generation in Portugal for the purposes of the above recovery exercise, the 
following effects were also taken into account: 

• Pre-tax earnings growth at a rate of 2.62% from 2022; 

• Significantly unfavourable evolution of net interest income in relation to the projections presented in the previous Medium-term 
Plan (PMP), mainly due to the effect of the reduction in the interest rate benchmarks, according to the current macroeconomic 
estimates; 

• Reduction in operating costs, reflecting the favourable effect of decreases in headcount and branches and, generally, the 
simplification and increase of process efficiency; and 

• Appropriations for loan impairments in line with the evolution of the Bank's activity and supported by the macroeconomic 
projections, bearing in mind the significant effort made in the last years in the provisioning of the loan portfolio. 

 
 
Special Regime applicable to deferred tax assets  
 
During 2014, NOVO BANCO adhered to the special regime applicable to deferred tax assets, after a favourable decision of the 
General Shareholders' Meeting. 
 
The Special Regime applicable to deferred tax assets, approved by Law No. 61/2014, of August 26, covers deferred tax assets 
resulting from non-deduction of expenses and negative equity changes related to impairment losses on credits and with post-
employment or long-term employee benefits. 
 
The changes to the abovementioned regime, introduced by Law No. 23/2016, of August 19, limited the temporal application of the 
abovementioned negative expenses and changes in equity, accounted for the tax periods beginning on or after January 1. 2016, as 
well as the associated deferred taxes. Thus, the deferred taxes covered by this special regime correspond only to expenses and 
negative equity variations calculated up to December 31, 2015. 
 
Deferred tax assets covered by the abovementioned regime are convertible into tax credits when the taxpayer records a negative 
net result in the respective tax period, or in case of liquidation by voluntary dissolution or insolvency obtained by court decision. 
 
To convert a tax credit (other than by liquidation or insolvency), a special reserve shall be created for the amount of the respective 
tax credit increased by 10%. The exercise of conversion rights results in the capital increase of the taxable person by incorporation 
of the special reserve and issuance of new common shares. This special reserve may not be distributed. 
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Deferred tax assets recorded by NOVO BANCO and considered eligible the special regime at 30 June 2020 and 31 December 
2019, are as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

Credit impairment  389 011  516 072 

 389 011  516 072 
 

 
Following the determination of a negative net income for the years 2015 to 2019, the deferred tax assets converted or estimated to 
be converted by reference to the deferred tax assets eligible at the balance sheet date are as follows: 
 

(in thousands of Euros)

2019 2018 2017 2016 2015

Tax credit  118 572  161 974  136 403  99 474  153 555 

 
 
As a result of Law nº 61/2014, the amount of deferred tax assets to be converted into a tax credit, the constitution of the special 
reserve shall be subject to certification by a statutory auditor, as well as to confirmation by the Tax and Customs Authority, within 
the scope of the review procedures for the assessment of the taxable income for the relevant tax periods. 
 
 
 
NOTE 27 – OTHER ASSETS 
 
As at 30 June 2020 and 31 December 2019, this caption is analyzed as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019
Collateral deposits placed  841 983  807 810 

Derivative products  678 865  631 994 

Collateral CLEARNET, VISA and EBA  33 275  33 175 

Collateral deposits relating to reinsurance operations  128 897  141 697 

Other collateral deposits   947   944 

Recoverable government subsidies on mortgage loans  4 898  4 441 

Public sector  546 856  437 249 

Contingent Capital Agreement  175 763 1 037 013 

Other debtors 497 087  730 419 

Income receivable  17 668  31 061 

Deferred costs  54 043  55 317 

Precious metals, numismatics, medal collection and other liquid assets 9 716  9 510 

Real estate properties a)
 535 653  562 532 

Equipment 
a)

 3 334  3 130 

Stock exchange transactions pending settlement  17 106 - 

Other assets  188 428  135 150 

2 892 535 3 813 632 

Impairment losses
Real estate properties a) ( 257 043) ( 267 656)

Equipment a) ( 2 338) ( 2 404)

Other debtors - Shareholder loans, supplementary capital contributions ( 111 217) ( 111 051)

Other ( 59 954) ( 98 935)

( 430 552) ( 480 046)
2 461 983 3 333 586 

a) Real estate properties and equipment received in settlement of loans and discontinued  
 
The amount of Other debtors includes, among others: 

• Euro 111.6 million of shareholder loans and supplementary capital contributions resulting from the assignment of loans and 
advances which are entirely provisioned (31 December 2019: Euro 111.6 million, entirely provisioned),  

• Euro 108.2 million receivable relation to the sale operation of non-performing loans (Project NATA I: Euro 58.0 million and 
NATA II: Euro 50.2 million) (31 December 2019: Euro 135.9 million relating to NATA I and Euro 110.8 million relating to NATA 
II) (see Note 39); 

• Euro 80.0 million receivable in relation to the sale operation of real estate assets in 2018 (denominated “Viriato Project”) (31 
December 2019: Euro 89.6 million);  

• Euro 14.1 million receivable in relation to the sale operation of real estate assets in 2019 (denominated “Sertorius Project”) (31 
December 2019: Euro 21.0 million); and 

• Euro 1.4 million receivable in relation to the sale operation of real estate assets and non-performing loans in the Spanish 
Branch in 2019 (denominated “Albatros Project”) (31 December 2019: Euro 36.2 million). 
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As at 30 June 2020, the caption Deferred costs includes the amount of Euro 42 097 thousand (31 December 2019: Euro 43 372 
thousand) related to the difference between the nominal amount of the loans and advances granted to Bank employees under the 
Collective Labour Agreement (ACT) for the banking sector and their respective fair value at grant date, calculated in accordance 
with IFRS 9. This amount is charged to the income statement under staff costs over the lower of the remaining period to the 
maturity of the loan granted and the estimated remaining service life of the employee. 
 
The captions of Real estate properties and Equipment relate to foreclosed assets through the recovery of loans and advances and 
to discontinued facilities, for which the Bank maintains the objective of immediate sale. 
 
The Bank implemented a plan aimed at the immediate sale of all real estate property recorded in Other assets, continuing its efforts 
to meet the sales program established, of which we highlight the following (i) the existence of a web site specifically aimed at the 
sale of real estate properties; (ii) the development and participation in real estate events both in Portugal and abroad; (iii) the 
establishment of protocols with several real estate agents; and (iv) the regular sponsorship of auctions. Despite its intention to sell 
these assets, the Bank regularly requests the Bank of Portugal’s authorization, under article 114 of RGICSF, to extend the period 
the Bank has to hold foreclosed assets. 
 
The caption Collateral deposits placed includes, amongst others, deposits made by the Bank as collateral in order to celebrate 
certain derivative contracts on organized markets (margin accounts) and on over the counter markets (Credit Support Annex – 
CSA). 
 
Stock exchange transactions pending settlement refer to transactions of securities, recorded at the trade date and pending 
settlement, in accordance with the accounting policy described in Note 2.4. 
 
In 2019, NOVO BANCO recorded impacts related to the sale of a portfolio of real estate assets (Project Sertorius) and to a sale of a 
portfolio of non-performing loans and real estate assets (Project Albatros). The details of these operations can be found in Note 39. 
 
During the first half of 2020, a net impairment amount of Euro 5.9 million was booked (30 June 2019: Euro 174.1 million). Given the 
uncertainty related to this estimate, the Bank will continue to monitor this area as the impact of the pandemic on the Portuguese 
economy becomes clearer. 
 
The changes occurred in impairment losses are presented as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019 30.06.2019

Balance at the beginning of the period  480 046  664 970  553 947 
Allocation for the period  11 378  88 560  174 667 

Utilisation during the period ( 55 366) ( 256 945) ( 62 040)

Write-back for the period ( 5 506) ( 19 993) (  585)

Foreign exchange differences and other -  3 454 ( 1 019)

Balance at the end of the period  430 552  480 046  664 970 

Six month period ended

 
 
 
 
NOTE 28 – NON-CURRENT ASSETS AND DISPOSAL GROUPS CLASSIFIED AS HELD FOR SALE 
 
As at 30 June 2020 and 31 December 2019, this caption is analyzed as follows: 

(in thousands of Euros)

Non-current assets held for sale
Banco Well Link (former NB Ásia)  2 078  4 121 

Banco Delle Tre Venezie  8 926  8 926 

ESEGUR  9 634  9 634 

GNB - Companhia de Seguros, S.A.             3 749  3 749 

Other  3 619  3 619 

 28 006  30 049 

Impairment losses
Banco Delle Tre Venezie ( 6 626) ( 6 626)

Other ( 2 150) ( 2 150)

( 8 776) ( 8 776)

 19 230  21 273 

30.06.2020 31.12.2019

 

 
Other non-current assets held for sale include shareholdings and respective shareholder loans, which were reclassified to this 
caption under IFRS 5.  
 
The movement of the non-current assets held for sale was as follow: 
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(in thousands of Euros)

30.06.2020 31.12.2019 30.06.2019

Balance at the beginning of the period  30 049  650 453  634 881 

Transfers - (  1)  15 533 

Sales - ( 620 472) - 

Other movement ( 2 043)   69   39 

Balance at the end of the period  28 006  30 049  650 453 

Six month period ended in

 
 
During 2019, NOVO BANCO completed the sale of GNB Vida (see Note 39). 
 
The movements occurring in impairment losses are presented as follows: 

(in thousands of Euros)

30.06.2019

Balance at the beginning of the period  8 776  508 494  448 373 
Allocation / reversals for the period - ( 2 246)  58 021 

Utilizations - ( 497 472) - 

Exchange differences and other - -  2 100 

Balance at the end of the period  8 776  8 776  508 494 

Six month period ended in

31.12.201930.06.2020

 
 
 
 
NOTE 29 – FINANCIAL LIABILITIES MEASURED AT AMORTISED COST 
 
As at 30 June 2020 and 31 December 2019, this caption is analysed as follows: 

(in thousands of Euros)

Deposits from Banks  10 297 952  10 542 549 

Due to customers  28 486 659  27 980 577 

Debt securities issued, subordinated liabilities and liabilities associated to transferred assets  1 049 107  1 044 445 

Other financial liabilities   405 385   356 993 

 40 239 103  39 924 564 

30.06.2020 31.12.2019

 
 
 
Deposits from Banks 
 
The balance of Deposits from banks is composed, as to its nature, as follows: 
 

(in thousands of Euros)

30.06.2020 31.12.2019

Deposit from Central Banks 
From the European System of Central Banks

Deposits   18 580  36 176 

Other funds  6 354 000 6 087 000 

6 372 580 6 123 176 

Deposits from other credit institutions
Domestic

Deposits   982 603   681 478 

Other funds   33 483   12 674 

1 016 086  694 152 
Foreign

Deposits   828 407   914 414 

Loans   612 248   634 557 

Operations with repurchase agreements  1 483 134  2 168 488 

Other funds    107   7 762 

2 923 896 3 725 221 

3 939 982 4 419 373 

10 297 952 10 542 549 
 

 
As at 30 June 2020, the caption of Other funds from the European System of Central Banks includes Euro 6,354 million, covered by 
Bank financial assets pledged as collateral (31 December 2019: Euro 6,087 million) (see Note 34). 
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The balance of the caption Repurchase agreements operations corresponds to the sale of securities with purchasing agreement 
(repos), recorded in accordance with the accounting policy mentioned in Note 2.5. 
  
Regarding the financing operations from the European Central Bank (ECB), the ECB introduced an interest rate benefit on 
financing operations obtained under the third series of long-term refinancing operations (TLTRO III), which is being deducted from 
financing costs on a linear basis for accounting purposes, in accordance with IAS 20. 
 
 
Due to customers 
 
The balance of Deposits due to customers is composed, as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

Repayable on demand
   Demand deposits  12 962 641  11 877 766 

Time deposits
   Time deposits  10 407 142  11 228 519 

   Other    160    253 

 10 407 302  11 228 772 
Savings accounts
   Retirement saving accounts   240 716   243 507 

   Other  4 626 092  4 439 813 

 4 866 808  4 683 320 
Other funds
   Other   249 908   190 719 

  249 908   190 719 

28 486 659 27 980 577 
 

 
 
Debt securities issued, Subordinated debt and liabilities associated to transferred assets 
 
This caption breaks down as follows: 

(in thousands of Euros)

30.06.2020 31.12.2019

Debt securities issued
Euro Medium Term Notes (EMTN)  499 087  495 989 

Subordinated liabilities
Bonds  432 107  415 069 

Financial liabilities associated to transferred assets
Asset lending operations  117 913  133 387 

1 049 107 1 044 445 
 

 
Under the Covered Bonds Program (Programa de Emissão de Obrigações Hipotecárias), which has a maximum amount of Euro 
10,000 million, the Bank issued covered bonds which amount to Euro 5,500 million (31 December 2019: Euro 5,500 million), being 
these covered bonds totally repurchased by the Bank. The main characteristics of the outstanding issues as at 30 June 2020 and 
31 December 2019 are as follows: 

(in thousands of Euros)

Moody's DBRS

NB 2015 SR.1    1 000 000 - 07/10/2015 07/10/2021 quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.2    1 000 000 - 07/10/2015 07/10/2024 quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.3    1 000 000 - 07/10/2015 07/10/2020 quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.4     700 000 - 07/10/2015 07/10/2022 quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.5     500 000 - 22/12/2016 22/12/2023 quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2019 SR.6   750 000 - 10/12/2019 10/06/2023 quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2019 SR.7   550 000 - 10/12/2019 10/12/2024 quarterly Euribor 3 months + 0.25% XDUB A2 A

 5 500 000 - 

30.06.2020

Designation
Nominal value 
(in thousands 

of Euros)

Carrying book 
value (in 

thousands of 
Euros)

Issue date Maturity date Interest 
payment Interest Rate Market

Rating
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(in thousands of Euros)

Moody's DBRS

NB 2015 SR.1    1 000 000 - 07/10/2015 07/10/2021 quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.2    1 000 000 - 07/10/2015 07/10/2024 quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.3    1 000 000 - 07/10/2015 07/10/2020 quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.4     700 000 - 07/10/2015 07/10/2022 quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2015 SR.5     500 000 - 22/12/2016 22/12/2023 quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2019 SR.6   750 000 - 10/12/2019 10/06/2023 quarterly Euribor 3 months + 0.25% XDUB A2 A

NB 2019 SR.7   550 000 - 10/12/2019 10/12/2024 quarterly Euribor 3 months + 0.25% XDUB A2 A

 5 500 000 - 

31.12.2019

Designation
Nominal value 
(in thousands 

of Euros)

Carrying book 
value (in 

thousands of 
Euros)

Issue date Maturity date Interest 
payment Interest Rate Market

Rating

 
 
These covered bonds are guaranteed by a cover asset pool, comprising mortgage and other assets, segregated in NOVO BANCO 
Bank’s accounts as autonomous patrimony and over which the holders of the relevant covered debt securities have a special 
creditor privilege. The conditions of the covered debt securities issues are framed in Decree-Law no. 59/2006, and in Notices nos. 
5, 6, 7 and 8 and Instruction 13, of Bank of Portugal. 
 
As at 30 June 2020, the assets that collateralize these covered debt securities amount to Euro 6,071.4 million (31 December 2019: 
Euro 6,076.8 million) (see Note 21). 
 
The changes in the first half of 2020 and 2019 in Debt securities issued, subordinated debt and financial liabilities associated to 
transferred assets was as follows: 
 

(in thousands of Euros)

Balance as 
at 31.12.2019 Issues Redemptions b) Net 

purchases
Other 

movements a)
Balance as 

at 30.06.2020

Debt securities issued
Euro Medium Term Notes (EMTN)  495 989 - - (   281)  3 379  499 087 

Subordinated liabilities
Bonds  415 069 - - -  17 038  432 107 

Financial liabilities associated to transferred assets
Asset lending operations  133 387 - ( 15 508) -   34  117 913 

1 044 445 - ( 15 508) (  281)  20 451 1 049 107 

b) During the first half of 2020, Classes D and S from Lusitano SME no. 3 were partially reimbursed.

a) Other movements include accrued interest, corrections for hedging operations, corrections of fair value and exchange rate changes.

 
 

(in thousands of Euros)

Balance as 
at 31.12.2018 Issues Redemptions b) Net 

purchases
Other 

movements a)
Balance as 

at 31.12.2019

Debt securities issued
Euro Medium Term Notes (EMTN)  507 236 - - - ( 11 247)  495 989 

Covered bonds c) - 1 300 000 - (1 300 000) - - 

 507 236 1 300 000 - (1 300 000) ( 11 247)  495 989 

Subordinated liabilities
Bonds  414 903 - - -   166  415 069 

Financial liabilities associated to transferred assets
Asset lending operations  242 438 - ( 107 660) - ( 1 391)  133 387 

1 164 577 1 300 000 ( 107 660) (1 300 000) ( 11 081) 1 044 445 

b) In 2019, Classes B and C and Euro 12.6 thousand of class D from Lusitano SME no. 3 were early reimbursed.

a) Other movements include accrued interest, corrections for hedging operations, corrections of fair value and exchange rate changes.

c) In 2019, two mortgage bons were issued with the nominal value of Euro 750 million and Euro 550 million, respectively.
 

 
 
The main characteristics of these liabilities, as at 30 June 2020 and 31 December 2019, are as follows: 
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(in thousands of Euros)

Entity Description Currency Issue date Carrying 
Book value Maturity Interest rate Market

Euro Medium Term Notes

NB (Luxembourg branch) BES Luxembourg 3.5% 02/01/43 EUR 2013  40 913 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg 3.5% 23/01/43 EUR 2013  94 406 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg 3.5% 19/02/2043 EUR 2013  61 118 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg 3.5% 18/03/2043 EUR 2013  45 035 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg ZC EUR 2013  35 346 2048 Zero Coupon XLUX

NB (Luxembourg branch) Banco Esp San Lux ZC 12/02/49 EUR 2014  44 255 2049 Zero Coupon XLUX

NB (Luxembourg branch) Banco Esp San Lux ZC 19/02/49 EUR 2014  38 918 2049 Zero Coupon XLUX

NB (Luxembourg branch) Banco Esp San Lux ZC 27/02/51 EUR 2014  33 706 2051 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 06/03/2051 EUR 2014  14 713 2051 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 03/04/48 EUR 2014  42 141 2048 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 09/04/52 EUR 2014  37 455 2052 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 16/04/46 EUR 2014  11 081 2046 Zero Coupon XLUX

Subordinates

NOVO BANCO NB 06/07/2028 EUR 2018  432 107 2023 a) 8.50% XDUB

 931 194 

a) Date of the next call option

30.06.2020

 
 

(in thousands of Euros)

Entity Description Currency Issue date Carrying 
Book value Maturity Interest rate Market

Euro Medium Term Notes

NB (Luxembourg branch) BES Luxembourg 3.5% 02/01/43 EUR 2013  41 798 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg 3.5% 23/01/43 EUR 2013  96 270 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg 3.5% 19/02/2043 EUR 2013  62 461 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg 3.5% 18/03/2043 EUR 2013  46 011 2043 Fixed rate 3.5% XLUX

NB (Luxembourg branch) BES Luxembourg ZC EUR 2013  34 344 2048 Zero Coupon XLUX

NB (Luxembourg branch) Banco Esp San Lux ZC 12/02/49 EUR 2014  42 861 2049 Zero Coupon XLUX

NB (Luxembourg branch) Banco Esp San Lux ZC 19/02/49 EUR 2014  37 674 2049 Zero Coupon XLUX

NB (Luxembourg branch) Banco Esp San Lux ZC 27/02/51 EUR 2014  32 615 2051 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 06/03/2051 EUR 2014  14 236 2051 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 03/04/48 EUR 2014  40 699 2048 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 09/04/52 EUR 2014  36 317 2052 Zero Coupon XLUX

NB (Luxembourg branch) BES Luxembourg ZC 16/04/46 EUR 2014  10 703 2046 Zero Coupon XLUX

Subordinates

NOVO BANCO NB 06/07/2028 EUR 2018  415 069 2023 a) 8.50% XDUB

 911 058 

a) Date of the next call option

31.12.2019

 
 
The Bank did not present any capital or interest defaults regarding debt issued during the first half of 2020 or the year 2019.  
 
 
 
NOTE 30 – PROVISIONS 
 
As at 30 June 2020 and 31 December 2019, this caption presents the following changes: 

(in thousands of Euros)

Restructuring 
provisions

Provision for 
guarantees and 
commitments

Commercial 
offers

Programme of 
antecipated 

repayment of 
liabilities

Other 
provisions Total

Balance as at 31 December 2018  9 781  189 369  72 877  38 865  112 991  423 883 
Allocation / (write-backs) for the period  35 075 ( 5 743) ( 1 366) -  54 980  82 946 

Utilization during the period ( 10 195) - ( 23 809) ( 37 640) ( 2 586) ( 74 230)

Foreign exchange differences and other (  252) ( 33 037) - -   276 ( 33 013)- 

Balance as at 30 June 2019  34 409  150 589  47 702  1 225  165 661  399 586 

Allocation / (write-backs) for the period  12 216 ( 54 724) - ( 1 172)  62 578  18 898 

Utilization during the period ( 22 857) - ( 6 128) (  54) ( 18 981) ( 48 020)

Foreign exchange differences and other   276  1 238 (  240)   1   5  1 280 

Balance as at 31 December 2019  24 044  97 103  41 334 -  209 263  371 744 
Allocation / (write-backs) for the period  23 446 ( 7 554) (  629) -  28 902  44 165 

Utilization during the period ( 15 698) - ( 23 445) - ( 6 614) ( 45 757)

Foreign exchange differences and other - (  105) - - - (  105)

Balance as at 30 June 2020  31 792  89 444  17 260 -  231 551  370 047 
 

 
The changes in the caption Provisions for guarantees, are detailed as follows: 
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(in thousands of Euros)

Stage 1 Stage 2 Stage 3 Total

Balance as at 31 December 2018  26 789  16 788  143 498  187 075 
Increases due to changes in credit risk changes   198  5 887  33 522  39 607 

Decreases due to changes in credit risk changes ( 3 168) ( 1 353) ( 40 994) ( 45 515)

Other movements ( 14 427) (  31) ( 18 579) ( 33 037)

Balance as at 30 June 2019  9 392  21 291  117 447  148 130 
Increases due to changes in credit risk changes   109   837  4 437  5 383 

Decreases due to changes in credit risk changes   977 ( 6 348) ( 55 356) ( 60 727)

Other movements ( 6 903) ( 1 719)  9 859  1 237 

Balance as at 31 December 2019   3 575   14 061   76 387   94 023 
Increases due to changes in credit risk changes    159   2 070   11 289   13 518 

Decreases due to changes in credit risk changes (  1 369) (  11 144) (  9 714) (  22 227)

Other movements    43   1 818 (  1 966) (   105)

Balance as at 30 June 2020   2 408   6 805   75 996   85 209 
 

 
The changes in the caption Provisions for commitments are detailed as follows: 

(in thousands of Euros)

Stage 1 Stage 2 Stage 3 Total

Balance as at 31 December 2018  1 870   424 -  2 294 
Increases due to changes in credit risk changes   220   417 -   637 

Decreases due to changes in credit risk changes (  370) (  99) (  3) (  472)

Other movements (  10)   7   3 - 

Balance as at 30 June 2019  1 710   749 -  2 459 - 
Increases due to changes in credit risk changes   284   501   210   995 

Decreases due to changes in credit risk changes (  98) (  65) (  212) (  375)

Other movements   39 (  40)   2   1 

Balance as at 31 December 2019  1 935  1 145 -  3 080 
Increases due to changes in credit risk changes   3 633   1 698 -   5 331 

Decreases due to changes in credit risk changes (  3 488) (   671) (   17) (  4 176)

Other movements    27 (   44)    17 - 

Balance as at 30 June 2020   2 107   2 128 -   4 235 
 

 
The restructuring provisions were set up within the scope of the commitments assumed before the European Commission arising 
from the Bank's sale and restructuring process. 
 
In the first half of 2020, a provision of Euro 26.9 million was set up, and there was also a reversal of the provisions set up in 2016 
and 2017 in the amount of Euro 3.5 million. Uses in the first half of 2020 totaled Euro 15.7 million, of which Euro 10.4 million related 
to the provision set up in this period and Euro 5.2 million from related to the provision set up in 2019. 
 
Other provisions amounting to Euro 231.6 million (31 December 2019: Euro 209.3 million) are intended to cover certain duly 
identified contingencies related to the Bank’s activities, the most relevant being:  

• Contingencies associated with ongoing tax processes. To cover for these contingencies, the Bank maintains provisions of Euro 
15.7 million (31 December 2019: Euro 27.3 million);  

• The remaining amount, of Euro 215.9 million (31 December 2019: Euro 182.0 million), is intended to cover for losses in connection 
to the Bank’s normal activities, such as fraud, theft and robbery, and ongoing legal lawsuits, among others. 

 
 
NOTE 31 – OTHER LIABILITIES 
 
As at 30 June 2020 and 31 December 2019, this caption is analyzed as follows: 
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(in thousands of Euros)

30.06.2020 31.12.2019

Public sector   33 773   31 047 

Creditors for supply of goods   65 305   88 315 

Other creditors   49 715   70 197 

Career bonuses (see Note 15)   7 137   6 981 

Retirement pensions and health-care benefits (see Note 15)   154 515   152 280 
Other accrued expenses   82 621   76 989 

Deferred income    967    983 
Foreign exchange transactions pending settlement -   6 577 

Other transactions pending settlement   75 738   38 257 

 469 771  471 626 
 

 
 
 
NOTE 32 – SHARE CAPITAL  
 
Ordinary shares 
 
In 2017, and following the acquisition of 75% of NOVO BANCO by Lone Star, two capital increases in the amounts of Euro 750 
million and Euro 250 million, in October and December, respectively, were realized. Thus, as at 30 June 2020 and 31 December 
2019, the share capital of the Bank amounts to Euro 5,900,000,000, represented by 9,799,999,997 registered shares, with no 
nominal value, fully subscribed and realized by the following shareholders: 
 

30.06.2020 31.12.2019

Nani Holdings, SGPS, SA 75.00% 75.00%

Resolution Fund 
(1)

25.00% 25.00%

100.00% 100.00%

Share Capital %

(1)
 Given the commitments made by the Portuguese Republic and the European Commission, the Resolution Fund is inhibited from using its voting rights.  

 
As mentioned in Note 26, NOVO BANCO adhered to the Special Regime applicable to Deferred Tax Assets (DTA) approved by 
Law no. 61/2014, of 26 August. Said regime applies to deferred tax assets related to the non-deduction, for corporate income tax 
purposes, of costs and negative equity changes recorded up to 31 December 2015 for impairment losses on loans and advances to 
customers and with employee post-employment or long-term benefits. Said regime foresees that those assets can be converted 
into tax credits when the taxable entity reports an annual net loss. 
 
The conversion of the eligible deferred tax assets into tax credits was made according to the proportion of the amount of said net 
loss to total equity at the individual company level.  
 
A special reserve was established with an amount identical to the tax credit approved, increased by 10%. This special reserve was 
established using the originating reserve and is to be incorporated in the share capital. 
 
The conversion rights are securities that grant the State the right to demand of NOVO BANCO the respective share capital 
increase, through the incorporation of the amount of the special reserve and the consequent issue and delivery of ordinary shares 
at no cost. The shareholders of NOVO BANCO have the unilateral right to acquire the conversion rights from the State. 
 
It is estimated that the conversion rights to be issued and allocated to the State following the net loss of years 2015 and 2019 will 
confer a shareholding of up to approximately 13.2% of the share capital of NOVO BANCO, which will dilute the Resolution Fund, 
according to the sale contract. 
 
 
 
NOTE 33 – ACCUMULATED OTHER COMPREHENSIVE INCOME, RETAINED EARNINGS AND OTHER RESERVES 
 
As at 30 June 2020 and 31 December 2019, the accumulated other comprehensive income, retained earnings and other reserves 
present the following detail: 
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(in thousands of Euros)

30.06.2020 31.12.2019

Other accumulated comprehensive income (  759 112) (  632 033)
Retained earnings ( 7 202 828) ( 6 115 245)
Other reserves  5 754 629  5 580 864 

Originating reserve  1 967 758  2 098 187 

Special reserve   736 976   606 547 

Other reserves and Retained earnings  3 049 895  2 876 130 

( 2 207 311) ( 1 166 414)
 

 
Accumulated other comprehensive income 
 
The movements in Other Reserves and Retained Earnings were as follows: 
 

(in thousands of Euros)

Balance as at 31 December 2018  1 204  1 202 ( 3 557) ( 272 495) ( 477 370) ( 751 016)

Actuarial deviations - - - - ( 102 533) ( 102 533)

Fair value changes, net of taxes - - -  235 840 -  235 840 

Changes in credit risk of financial liabilities at fair value, net 

of taxes -  11 631 - - -  11 631 

Impairment reserves of securities at fair value through other 

comprehensive income   297 - - - -   297 

Reserves of sales of securities at fair value through other 

comprehensive income - - (  1) - - (  1)

Balance as at 30 June 2019  1 501  12 833 ( 3 558) ( 36 655) ( 579 903) ( 605 782)

Actuarial deviations - - - - ( 3 493) ( 3 493)

Fair value changes, net of taxes - - - ( 7 386) - ( 7 386)

Foreign exchange differences - - - - - - 

Changes in credit risk of financial liabilities at fair value, net 

of taxes - ( 14 502) - - - ( 14 502)

Impairment reserves of securities at fair value through other 

comprehensive income  4 004 - - - -  4 004 

Reserves of sales of securities at fair value through other 

comprehensive income - - ( 4 874) - - ( 4 874)

Balance as at 31 December 2019  5 505 ( 1 669) ( 8 432) ( 44 041) ( 583 396) ( 632 033)

Actuarial deviations - - - - ( 86 120) ( 86 120)

Fair value changes, net of taxes - - - ( 45 099) - ( 45 099)

Changes in credit risk of financial liabilities at fair value, net 

of taxes -  15 500 - - -  15 500 

Impairment reserves of securities at fair value through other 

comprehensive income (  887) - - - - (  887)

Reserves of sales of securities at fair value through other 

comprehensive income - - ( 10 473) - - ( 10 473)

Balance as at 30 June 2020  4 618  13 831 ( 18 905) ( 89 140) ( 669 516) ( 759 112)

Other accumulated comprehensive income

 Total  Impairment 
reserves 

 Credit risk 
reserves  

 Reserves of 
sales 

 Fair value 
reserves 

 Actuarial 
deviations (net of 

taxes) 

 
 
The accumulated variation of the credit risk reserves of financial liabilities at fair value through profit or loss is, as at 30 June 2020, 
Euro +13,831 thousand (at 31 December 2019: Euro -1,669 thousand). 
 
Fair value reserve 
The fair value reserves represent the amount of the unrealized gains and losses arising from the securities portfolio classified as at 
a fair value through other comprehensive income, net of impairment losses. The amount of this reserve is shown net of deferred 
taxes.  
 
The changes occurred in the fair value reserves, net of deferred taxes and impairment losses may be analyzed as follows:  
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(in thousands of Euros)

 Financial assets at 
fair value through 

other comprehensive 
income 

 Deferred tax 
reserves 

 Total Fair 
value reserves 

 Financial assets at 
fair value through 

other 
comprehensive 

 Deferred tax 
reserves 

 Total Fair 
value reserves 

Balance at the beginning of the period  53 179 ( 97 220) ( 44 041) ( 280 428)  7 933 ( 272 495)

Changes in fair value  11 426 -  11 426  408 804 -  408 804 

Foreign exchange differences ( 2 221) - ( 2 221) ( 6 678) - ( 6 678)

Sales in the period ( 73 412) - ( 73 412) ( 68 519) - ( 68 519)

Deferred taxes recognized in the period in reserves -  19 108  19 108 - ( 105 153) ( 105 153)

Balance at the end of the period ( 11 028) ( 78 112) ( 89 140)  53 179 ( 97 220) ( 44 041)

30.06.2020 31.12.2019
Fair value reserves Fair value reserves

 
 
 
The fair value reserves are analyzed as follows:  

(in thousands of Euros)

30.06.2020  31.12.2019 

Amortised cost of financial assets at fair value through other comprehensive income 7 897 892 8 704 952 

Market value of financial assets at fair value through other comprehensive income 7 886 864 8 758 131 

Unrealised gains / (losses) in the fair value reserve ( 11 028)  53 179 

Deferred taxes ( 78 112) ( 97 220)

Fair value reserve attributable to shareholders ( 89 140) ( 44 041)
 

 
Originating reserve 
The originating reserve results from the difference between the assets and liabilities transferred from BES to NOVO BANCO, on the 
terms defined in the resolution measure applied by Bank of Portugal to BES. The amount of the reserve includes the effects of 
Bank of Portugal’s Resolution Measure (“Medida de Resolução”) and those of the conclusions reached through the audit conducted 
by the independent auditor nominated by Bank of Portugal.  
 
Special reserve 
As mentioned in Note 32, the special reserve was created as a result of the adherence of NOVO BANCO to the Special Regime 
applicable to Deferred Tax Assets approved by Law no. 61/2014, of 26 August, which implied the conversion of eligible deferred tax 
assets into tax credits and the simultaneous establishment of a special reserve. 
 
Following the determination of a net loss in years between 2015 and 2019, with reference to the deferred tax assets eligible at the 
closing date of those years, the application of the special regime applicable to deferred tax assets, NOVO BANCO recorded a 
special reserve in the same amount of the tax credit calculated, increased by 10%, which presents the following breakdown: 
 

(in thousands of Euros)

30.06.2020 31.12.2019

2016 (net loss 2015)   168 911   168 911 

2017 (net loss 2016)   109 421   109 421 

2018 (net loss 2017)   150 044   150 044 

2019 (net loss 2018)   178 171   178 171 

2020 (net loss 2019)   130 429 - 

  736 976   606 547 
 

 
 
Other reserves and retained earnings 
 
Following the conditions agreed in the NOVO BANCO’S sale process, a Contingent Capital Agreement was created. In this context, 
if the capital ratios fall below a certain threshold and, cumulatively, losses are recorded in a delimited asset portfolio, the Resolution 
Fund makes a payment corresponding to the lower of the losses recorded and the amount necessary to restore the ratios to the 
defined threshold of up to a maximum of Euro 3,890 million (see Note 34 – Contingent liabilities and commitments). The capital 
corresponds to a previously defined asset perimeter, with an initial net book value (June 2016) of around Euro 7.9 billion. As at 30 
June 2020 these assets had a net value of Euro 2.6 billion, mainly as a result of the recording of losses and the occurrence of 
receipts and recoveries (31 December 2019: net value of Euro 3.1 billion).  
 
In view of the losses presented by NOVO BANCO on 31 December 2019, 2018 and 2017, the conditions determining the payment 
by Resolution Fund of Euro 1,035,016 thousand, Euro 1,149,295 thousand and Euro 791,695 thousand were verified, in May 2020, 
2019 and 2018 respectively. In the first half of 2020 the caption Reserves registered the responsibility of the Resolution Fund 
amounting to Euro 175,763 thousand relating to the Contingent Capital Agreement. The amount is accounted for under Other 
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reserves and it depends at each Balance Sheet date on the incurred losses and on the regulatory ratios in force at the moment of 
its determination.  
 
 
 
NOTE 34 – CONTINGENT LIABILITIES AND COMMITMENTS 
 
In addition to the derivative financial instruments, the balances relating to off-balance accounts as at 30 June 2020 and 31 
December 2019 are the following: 
 
 

(in thousands of Euros)

30.06.2020 31.12.2019

Contingent liabilities
   Guarantees and standby letters 3 038 570 3 148 216 

   Financial assets pledged as collateral 13 322 688 11 930 201 

   Open documentary credits  446 814  516 162 

16 808 072 15 594 579 
Commitments
   Revocable commitments 6 748 106 6 897 501 

   Irrevocable commitments  360 154  409 215 

7 108 260 7 306 716 
 

 
Guarantees and standby letters provided are banking operations that do not imply any mobilization of funds for the Bank. 
 
As at 30 June 2020, the caption financial assets pledged as collateral includes: 

• The market value of financial assets pledged as collateral to the European Central Bank in the scope of a liquidity facility, in the 
amount of Euro 12.2 billion (31 December 2019: Euro 11.5 billion); 

• Securities pledged as collateral to the Portuguese Securities and Exchange Commission (“Comissão do Mercado de Va lores 
Mobiliários” (CMVM)) in the scope of the Investors Indemnity System (“Sistema de Indemnização aos Investidores”), in the 
amount of Euro 8.1 million (31 December 2019: Euro 8.1 million); 

• Securities pledged as collateral to the Deposits’ Guarantee Fund (“Fundo de Garantia de Depósitos”), in the amount of Euro 
70.7 million (31 December 2019: Euro 71.8 million); 

• Securities pledged as collateral to the European Investment Bank, in the amount of Euro 788.2 million (31 December 2019: 
Euro 98.6 million).  

• Securities delivered as collateral in connection with derivatives trading with a central counterparty in the amount of Euro 110.0 
million (31 December 2019: Euro 113.0 million). 
 

The above mentioned financial assets pledged as collateral are recorded in the various asset categories of the Bank’s balance 
sheet and may be executed in the event the Bank does not fulfil its obligations under the terms and conditions of the contracts 
celebrated. The increase in the value of securities pledged as collateral to the European Investment Bank is related to the 
reinforcement of the collateral due to changes in the minimum required amounts. 
 
Documentary credits are irrevocable commitments made by the Bank, on behalf of its customers, to pay or order to pay a certain 
amount to a supplier of goods or services, within a determined period, upon the presentation of documentation of the expedition of 
the goods or rendering of the services. The condition of “irrevocable” derives from the fact that they may not be cancelled neither 
changed without the agreement of all involved parties. 
 
Revocable and irrevocable commitments represent contractual agreements to extend credit to customers of the Bank (e.g. undrawn 
credit lines), which are, generally, contracted for fixed periods of time or with other expiration conditions and, usually, require the 
payment of a fee. Almost all credit commitments in force require that customers continue meeting certain conditions that were 
verified at the time the credit was contracted. 
 
Despite the characteristics of these contingent liabilities and commitments, these operations require a previous rigorous risk 
assessment of the solvency of the customer and of its business, similarly to any other commercial operation. When necessary, the 
Bank requires the collateralization of these transactions. Since it is expected that the majority of these operations will mature 
without any funds having been drawn, these amounts do not necessarily represent future cash out-flows. 
 
Additionally, liabilities recorded in off-balance sheet items related to banking services provided are as follows: 
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(in thousands of Euros)

30.06.2020 31.12.2019

   Deposit and custodianship of securities and other items for customers 34 941 767 36 782 430 

   Assets received for subsequent collection on behalf of clients  229 383  283 674 

   Securitized loans under management (servicing) 3 411 997 3 660 539 

   Other responsibilities related with banking services  903 998  871 399 

39 487 145 41 598 042 
 

 
Under the resolution measure applied to BES by deliberation of Bank of Portugal of 3 August 2014, (point 1., paragraph b), 
subparagraph (vii) of Appendix 2), as altered by the deliberation of Bank of Portugal of 11 August 2014, the “Excluded Liabilities” 
from the transfer to NOVO BANCO include “any obligations, guarantees, liabilities or contingencies assumed in the trading, 
financial intermediation and distribution of debt instruments issued by entities integrating Espírito Santo Group (…)”.  
 
Under the terms of the point and paragraph referred to above and sub point (v), the excluded liabilities also include “any liabilities or 
contingencies, namely those resulting from fraud or the violation of regulatory, penal or administrative offense provisions or 
regulations”. 
 
On 29 December 2015, Bank of Portugal adopted a new deliberation for the “Clarification and retransmission of liabilities and 
contingencies defined as excluded liabilities in subparagraphs (v) through (vii) of paragraph (b) of no. 1 of Appendix 2 of the 
Deliberation of Bank of Portugal of 3 August 2014 (8 p.m.), with the wording given it by the Deliberation of Bank of Portugal of 11 
August 2014 (5 p.m.)”. Through this deliberation, Bank of Portugal:  
 

(i)  Clarified the treatment as excluded liabilities of the contingent and unknown liabilities of BES (including litigation liabilities 
related to pending litigation and liabilities or contingencies arising from fraud or violation of rules or regulatory, criminal or 
administrative offence decisions), regardless of their nature (tax, labour, civil or other) and whether or not these are 
recorded in the accounts of BES, in accordance with subparagraph (v) of paragraph (b) of no. 1 of Appendix 2 of the 
Deliberation of 3 August; and 
 

(ii) Clarified that the following liabilities had not been transferred from BES to NOVO BANCO: 
a. All the liabilities relating to Preference Shares issued by vehicle companies established by BES and sold by BES; 
b. All liabilities, damages and expenses related to real estate assets that were transferred to NOVO BANCO; 
c. All indemnities related to breach of contracts (purchase and sale of real estate assets and others) signed and 

celebrated before 20h00 on 3 August 2014; 
d. All indemnities related to life insurance contracts, in which the insurer was BES - Companhia de Seguros de Vida, 

S.A.; 
e. All liabilities and indemnities related to the alleged annulment of certain clauses in loan agreements in which BES 

was the lender; 
f. All the indemnities and liabilities arising from the cancellation of operations carried out by BES whilst financial and 

investment service provider; and 
g. Any liability that is the object of any of the processes described in Appendix I of said deliberation. 

 
(iii) To the extent that, despite the clarifications made above, it is found that there has been an effective transfer of any 

liabilities from BES to NOVO BANCO which, in terms of any of those paragraphs and the Deliberation of 3 August, should 
have remained in BES’s legal sphere, said liabilities will be retransmitted from NOVO BANCO to BES, with effect as at 
20hours of 3 August 2014.  

 
In the preparation of its consolidated financial statements as at 31 June 2020 (as well as in the previous financial statements), 
NOVO BANCO incorporated the decisions resulting from the referred resolution measure regarding the transfer of the assets, 
liabilities, off-balance sheet items and assets under management of BES, as well as from the deliberation of 29 December 2015 of 
Bank of Portugal, in particular, with regards to the clarification of the non-transmission to NOVO BANCO of contingent and 
unknown liabilities as well as the clarifications relating to the liabilities listed in paragraph (ii) above, herein also including the 
lawsuits listed in said deliberation. 

 
In addition, also by the deliberation of Bank of Portugal of 29 December 2015, it was decided that it is the responsibility of 
Resolution Fund to neutralize, at the NOVO BANCO level, the effects of decisions that are legally binding, beyond the control of 
NOVO BANCO and to which it did not contribute and that, simultaneously, translate into the materialization of liabilities and 
contingencies which, according to the perimeter of the transfer to NOVO BANCO as defined by Bank of Portugal, should remain in 
BES’s scope or give rise to the setting of indemnities in the scope of the implementation of court sentences annulling decisions 
adopted by Bank of Portugal. 

 
Considering that the establishment of the Bank results from the application of a resolution measure to BES, which had a significant 
impact on the net worth of third parties, and notwithstanding the deliberations of Bank of Portugal of 29 December 2015, there are 
still relevant litigation risks, albeit mitigated, namely regarding the various disputes relating to the loan made by Oak Finance to 
BES and regarding the senior bond issues retransmitted to BES, as well as the risk of the non-recognition and/or non-
implementation of the various decisions of Bank of Portugal by Portuguese or foreign courts (as it is the case of the courts in Spain) 
in disputes related to the perimeter of the assets, liabilities, off-balance sheet items and assets under management transferred to 
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NOVO BANCO. These disputes include the two lawsuits of late January 2016, with the Supreme Court of Justice of Venezuela, 
Banco de Desarrollo Económico y Social de Venezuela and the Fondo de Desarrollo Nacional against BES and NOVO BANCO, 
relating to the sale of debt instruments issued by entities belonging to the Espírito Santo Group, in the amount of Dollar 37 million 
and Dollar 335 million, respectively, and which requests the reimbursement of the amount invested, plus interest, compensation for 
the value of inflation and costs (in a total estimated amount by the claimants of Dollar 96 million and Dollar 871 million, 
respectively). The main actions and precautionary seizure procedures are still pending before the Supreme Court of Venezuela. 
 
In the preparation of the individual and consolidated financial statements of the Bank as at 30 June 2020, the Executive Board of 
Directors reflected the Resolution Deliberation and related decisions made by Bank of Portugal, in particular the decisions of 29 
December 2015. In this context, the present financial statements, namely in what regards the provisions for contingencies arising 
from lawsuits, reflect the exact perimeter of the assets, liabilities, off-balance sheet elements and assets under management and 
liabilities transferred from BES to NOVO BANCO, as determined by Bank of Portugal and taking as reference the current legal 
bases and the information available at the present date. 
 
As part of the sale of NOVO BANCO, completed on 18 October 2017, the respective contractual documents include specific 
provisions that produce effects equivalent to the aforementioned resolution of the Board of Directors of the Bank of Portugal, dated 
29 December 2015, concerning the neutralization, at the level of NOVO BANCO, of the effects of unfavourable decisions that are 
legally binding, although it is now contractual in nature, thus maintaining the contingent liabilities of the Resolution Fund. 
 
 
Significant lawsuits 
For the purpose of determining the contingent liabilities, and without prejudice to the information contained in these notes to the 
accounts, namely regarding the conformity of the policy for the constitution of provisions with the resolution measure and 
subsequent decisions of Bank of Portugal (and the criteria for the allocation of responsibilities and contingencies arising therefrom), 
it is also necessary to identify the following disputes whose effects or impacts on the financial statements of NOVO BANCO are, on 
this date, not susceptible of determination or quantification: 
 
(i) Lawsuit brought by Partran, SGPS, S.A., Massa Insolvente da Espírito Santo Financial Group, S.A. and Massa Insolvente da 

Espírito Santo Financial (Portugal), S.A. against NOVO BANCO and Calm Eagle Holdings, S.A.R.L. through which it is 
intended that the pledge of the shares of Companhia de Seguros Tranquilidade, S.A. be declared invalid and, secondarily, 
that said pledge be annulled or declared ineffective.  
 

(ii) Lawsuit brought by NOVO BANCO, challenging the resolution decided in favour of the insolvent estate in respect of the acts 
of the constitution and subsequent execution of the pledge on the shares of the company Companhia de Seguros 
Tranquilidade, S.A., declared by the insolvency administrator of Partran, SGPS, S.A., due to considering that there are no 
grounds for the resolution of these acts, as well as demanding the reimbursement of the amount received by way of price 
(Euro 25 000 000.00, subject to possible positive adjustment) on the sale of the shares of Companhia de Seguros 
Tranquilidade, S.A.. NOVO BANCO challenged judicially the resolution act, with this process running its course attached to 
the insolvency proceedings of Partran, SGPS, S.A. the Bank recorded a provision of Euro 4.0 million related to this lawsuit; 
 

(iii) Following the conclusion of the sale agreement of NOVO BANCO's share capital, signed between the Resolution Fund and 
Lone Star on 31 March 2017, certain legal suits have been lodged, related to the conditions of the sale, namely the 
administrative action brought by Banco Comercial Português, SA (BCP) against the Resolution Fund, of which NOVO BANCO 
is not a party, and according to the public disclosure of inside information made by BCP on the website of the CMVM on 1 
September 2017, it requested the legal assessment of the contingent capitalization obligation assumed by the Resolution 
Fund within the CCA; 
 

(iv) In addition, NOVO BANCO was informed by the publication in the Official Journal of the European Union of 16 July 2018, of 
the existence of an appeal to the General Court by Banco Comercial Português, SA and other entities of the group seeking 
the annulment of the decision of the European Commission C (2017 / N) of 11 October 2017 which considers the contingent 
capital agreement agreed between the Resolution Fund and the Lone Star Group in connection with the sale of NOVO 
BANCO, compatible with the internal market. Although NOVO BANCO is not a party to this proceeding, it has asked the 
General Court to intervene as a party and this request was granted; 

 

(v) NOVO BANCO was notified of an order by the Central Criminal Investigation Court that determines the provision of a bond by 
NB in the amount of approximately Euro 51 million due to an alleged failure to comply with a bank seizure order, using the 
respective means of reaction to oppose the application of the aforementioned asset guarantee measure due to the absence of 
a legal basis. 

 
 
Resolution Fund 
Resolution Fund is a public legal entity with administrative and financial autonomy, created by Decree-Law no. 31-A/2012, of 10 
February, which is governed by the RGICSF and by its internal regulation, having as its mission to provide financial support for the 
resolution measures implemented by Bank of Portugal, whilst national resolution authority, and to carry out all the other functions 
conferred by law in the scope of the execution of such measures. 
 
The Bank, as with the generality of the financial institutions operating in Portugal, is one of the institutions participating in Resolution 
Fund, making contributions that result from the application of a rate defined annually by Bank of Portugal, based, essentially, on the 
amount of its liabilities. As at 30 June 2020, the periodic contribution made by the Group amounted to Euro 12 528 thousand (31 
December 2019: Euro 11,996 thousand). 
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As part of its responsibility as the supervisory and resolution authority, Bank of Portugal decided to apply, on 3 August 2014, a 
resolution measure to BES, under no. 5 of article 145-G of the RGICSF, which consisted on the transfer of most of its activity to 
NOVO BANCO, created specifically for this purpose and the capital was assured by the Resolution Fund. 

 
To realize the share capital of NOVO BANCO, Resolution Fund made available Euro 4,900 million, of which Euro 365 million 
corresponded to own funds. A loan was also granted by a banking syndicate to Resolution Fund, amounting to Euro 635 million, 
with the participation of each credit institution being weighted by various factors, including their respective size. The remaining 
amount (Euro 3,900 million) had its origin in a reimbursable loan granted by the Portuguese State. 

 
In December 2015, national authorities decided to sell most of the assets and liabilities associated with the activity of Banif - Banco 
Internacional do Funchal, SA (Banif) to Banco Santander Totta, S.A. (Santander Totta), for Euro 150 million, also in the scope of 
the application of a resolution measure. In the context of this resolution measure, the assets of Banif identified as problematic were 
transferred to an asset management vehicle, created for the purpose – Oitante, S.A..  

 
The serious financial imbalance of BES in 2014 and Banif in 2015 , which justified the application of resolution measures, created 
uncertainties related to the risk of litigation involving Resolution Fund, which is significant, as well as to the risk of an insufficiency of 
funds to ensure its compliance with its responsibilities, namely the short-term repayment of the loans contracted. 

 
It was in this context that, in the second half of 2016, the Portuguese Government reached an agreement with the European 
Commission to change the terms of the financing granted by the Portuguese State and by the banks participating in Resolution 
Fund in order to preserve its financial stability, through the promotion of conditions that endow predictability and stability of the 
contributory efforts to Resolution Fund. To this end, an addendum to the financing agreements with Resolution Fund was 
formalized, which introduced a number of changes to the repayment schedule, remuneration rates and other terms and conditions 
associated with said loans such that these are adjusted to Resolution Fund’s ability to fully meet its obligations based on its regular 
revenues, that is, without the need to charge the banks participating in Resolution Fund for special contributions or any other 
extraordinary contribution. 
 
As announced by the Resolution Fund in 21 March 2017, the review of the conditions of the funding granted by the Portuguese 
State and the participating banks aimed to ensure the sustainability and the financial balance of the Resolution Fund, with the basis 
of a stable, predictable and affordable charge to the banking sector. Based on this review, the assumed Resolution Fund is assured 
the full payment of their responsibilities, and the respective remuneration, without need for recourse to special contributions or any 
other type of contributions extraordinary by the banking industry. 
 
Also on 31 March 2017, Bank of Portugal announced that it had selected Lone Star Funds for the acquisition of NOVO BANCO, 
which was completed on 18 October 2017, through the injection, by the new shareholder, of Euro 750 million, followed by another 
capital injection of Euro 250 million, made on 21 December 2017. Lone Star Funds came to hold 75% of the share capital of NOVO 
BANCO and Resolution Fund the remaining 25%. In addition, the approved conditions include: 

• A Contingent Capital Agreement, under which the Resolution Fund, whilst shareholder, may be called upon to make payments 
in the event of certain cumulative conditions related to: i) the performance of a restricted set of assets of NOVO BANCO and ii) 
the evolution of the Bank’s capitalization levels. The possible payments needed, in the agreed terms of this Contingent Capital 
Agreement are of an absolute maximum of Euro 3,890 million; 

• An indemnity mechanism to NOVO BANCO, if certain conditions are met, it will be ordered to pay any liability, by a final judicial 
decision that does not recognize or is contrary to the resolution measure applied by Bank of Portugal, or to the perimeter of 
NOVO BANCO's assets and liabilities. 

 
Notwithstanding the possibility under the applicable legislation for the collection of special contributions, in light of the renegotiation 
of the conditions of the loans granted to Resolution Fund by the Portuguese State and by a syndicate of banks, and of the public 
press releases made by the Resolution Fund and the Office of the Finance Minister stating that this possibility is not to be used, the 
present financial statements reflect the expectation of the Board of Directors that the Bank will not be required to make special 
contributions or any other type of extraordinary contributions to finance the resolution measures applied to BES and Banif, as well 
as the Contingent Capital Agreement and the Compensation Mechanism referred to in the previous paragraphs.  
 
Any changes in this regard and the application of these mechanisms may have relevant implications in the Group’s financial 
statements. 
 
 
 
NOTE 35 – RELATED PARTY TRANSACTIONS 
 
The group of entities considered to be related parties by NOVO BANCO in accordance with the IAS 24 definitions, are (i) key 
management personnel (members of the Executive Board of Directors and members of the General Supervisory Board of NOVO 
BANCO); (ii) people or entities with a family, legal or business relationship with shareholders; (iii) people or entities with a family, 
legal or business relationship with key management personnel; (iv) shareholders holding direct or indirect stakes equal to or 
exceeding 2% of the share capital or voting rights of NOVO BANCO; (v) subsidiaries consolidated for accounting purposes under 
the full consolidation method; (vi) associated companies, that is, companies over which NOVO BANCO Group holds the power to 
significantly influence financial and operational polices, despite not having control; and (vii) entities under joint control of NOVO 
BANCO (joint ventures). 
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The amounts of the transactions between the Bank and its related parties as at 30 June 2020 and 31 December 2019, as well as 
the respective costs and revenue recognized, are summarized as follows: 

(in thousands of Euros)

Assets Liabilities Guarantees Income Expenses Assets Liabilities Guarantees Income Expenses
Shareholders
NANI HOLDINGS -   153 -   249 - -   153 -   332 - 

RESOLUTION FUND  175 763 - - -  12 528 1 037 013 - - -  11 996 

Subsidiaries
GNB RECUPERAÇÃO DE CRÉDITO -   131 - -  1 004 -   156 - -  2 319 

GNB CONCESSÕES  83 473  39 364 - - -  83 473  39 382 - - - 

GNB ACE -   246 - -   579 -   309 - -  1 728 

GNB GA  3 268  58 077   6  2 804 -  2 698  44 507   6  6 009   1 

NOVO BANCO SERVICIOS  21 833   229 -   389   11  4 777   2 -   438  1 316 

BESIL - - - - - - - -   128   551 

ES Plc - - - - - - - -  41 043  52 409 

ES TECH VENTURES  46 732  65 765 - - -  46 732  64 791 - -   10 

BEST   787  570 010   37   862  2 181  1 858  432 110   37  1 855  5 895 

NB AÇORES  142 044  283 464  102 458   650   968  139 165  145 384  1 295   857  1 860 

FCR PME -  1 083 - - - -   121 - - - 

GNB SISTEMAS DE INFORMAÇÃO - - - - - - - - - - 

SPE-LM6  299 719  2 967 -   203 -  322 437  2 902 -   439 - 

SPE-LM7  893 328  5 493 -   547 -  827 787  5 414 -  1 177 - 

FCR NB GROWTH  15 414  3 480 - - -  15 414  3 147 - - - 

NB ÁFRICA -  7 204 - - - -  7 229 - - - 

NOVO VANGUARDA -   186 - -   198 -   158 - -   627 

FUNGEPI -  59 662 -   15   4 -  58 666 -   29   15 

FUNGEPI_II -  71 020 -   18   4 -  62 244 -   27   13 

FUNGERE -  42 628 -   16   2 -  41 422 -   32   7 

IMOINVESTIMENTO -  1 232 -   22 - -  1 393 -   47 - 

PREDILOC -  2 452 - - - -  2 162 - - - 

IMOGESTÃO -  36 691 -   12   5 -  36 925   409   42   6 

ARRABIDA -  1 228 - - - -  1 308 - - - 

INVESFUNDO VII -  1 222 -   2 - -  1 180 - - - 

NB LOGÍSTICA -  4 973 - - - -  4 415 - - - 

NB PATRIMÓNIO -  33 112 - -  2 228 -  31 071 - -  4 791 

FUNDES -  11 741 - -   1 -  14 598 - -   3 

AMOREIRAS -  34 333 - - - -  36 100 - - - 

FIMES ORIENTE   18  14 406 - -   1 -  14 766 - -   43 

NB ARRENDAMENTO -  3 383 - - - -  3 193 - - - 

NB FINANCE -  72 192  170 709   12  2 319 -  72 911  168 578   268  4 323 

ASAS INVEST -   617 - - - -   660 - - - 

FEBAGRI -   940 - - - - - - - - 

AUTODRIL -   14 - - - -   13 - - - 

JCN - - - - - - - - - - 

PORTUCALE -   66 - - - -   66 - - - 

GREENWOODS -   48 - - - -   132 - - - 

QUINTA D. MANUEL I -   1 - - - -   1 - - - 

QUINTA DA AREIA -   69 - - - -   79 - - - 

VÁRZEA DA LAGOA -   2 - - - - - - - - 

PROMOTUR -   734 - - - -   745 - - - 

HERDADE DA BOINA -   2 - - - -   21 - - - 

RIBAGOLFE -   9 - - - - - - - - 

BENAGIL -   23 - - - -   6 - - - 

IMOASCAY -   625 - - - -   631 - - - 

HERDADE PINHEIRINHO - - - - -  24 713 - - - - 

HERDADE PINHEIRINHO II - - - - -  73 734   33 - - - 

QUINTA DA RIBEIRA -   143 - - - - - - - - 

PROMOFUNDO -   457 - - - -   531 - - - 

OREY REABILITAÇÃO URBANA -  3 021 - - - - - - -   1 

R INVEST -  2 312 - - - -  1 709 - - - 

GREENDRAIVE  2 223   200   106 - -  4 165   20   106   1 - 

1 684 602 1 437 410  273 316  5 801  22 033 2 583 966 1 132 766  170 431  52 724  87 914 

Associated companies
LINEAS  64 925  7 789 -  1 631 -  97 656  29 556 -  2 609 - 

LOCARENT  122 760  2 132 -   562  2 080  122 802   376 -  1 176  4 215 

ASCENDI PINHAL INTERIOR - - - - - - - - - - 

GNB SEGUROS -  13 706 - - - -  14 390 -   2   1 

ESEGUR  3 513  3 327   69 - -  4 157  1 510   69 - - 

UNICRE  19 208   3 -   137 -  28 360  2 500 -   180 - 

MULTIPESSOAL  2 325   35   273   11 -  3 520   35   273   22 - 

OTHER  1 203  60 234   279   11   251  1 336  57 312   53   22  1 499 

 213 934  87 226   621  2 352  2 331  257 831  105 679   395  4 011  5 715 

Other
HUDSON ADVISORS PORTUGAL - - - -  1 603 - - - -  2 767 

NACIONAL CONTA LDA (*)   211   1 - - -   117   8 - - - 

Other (*)   211   1 - -  1 603   117   8 - -  2 767 
(*)  Companies controlled directly or indirectly by members of the corporate bodies.

31.12.201930.06.2020

 
The amount of assets receivable from the Resolution Fund corresponds to the amount of the Contingent Capital Agreement Call 
regarding the first half of 2020 and financial year of 2019.  
 
In June 2018 a contract was entered into between NANI HOLDINGS, SGPS, S.A., LSF NANI INVESTMENTS S.à.r.l. and NOVO 
BANCO, to provide support services for the preparation of consolidated information and regulatory reports. 
 
The assets on the balance sheet related to associated companies included in the table above refer mainly to loans and advances, 
and shareholder loans granted or debt securities acquired in the scope of the Bank’s activity. The liabilities relate mainly to Bank 
deposits taken. 
 
Related party transactions were carried out at arm's length, under similar terms and conditions, when compared with others carried 
out with unrelated parties, and when these conditions were not verified, those exceptions were substantiated in accordance with the 
Bank’s Related Party Transactions Policy. 
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All the loans granted to related parties are included in the impairment model, being subject to the determination of impairment in the 
same manner as the commercial loans and advances granted by the Bank in the scope of its activity. All assets placed with related 
parties earn interest between 0% and 4.49% (the rates correspond to the rates applied according to the original currency of the 
asset).  
 
As at 30 June 2020, the amount of credit granted to members of Key Management Personnel of NOVO BANCO was as follows: (i) 
to members of the Executive Board of Directors and their immediate relatives was Euro 437 thousand; and (ii) members of the 
General and Supervisory Board and their immediate relatives did not had credit granted. 
 
As at 31 December 2019, loans granted to members of Key Management Personnel of NOVO BANCO were as follows: (i) to 
members of the Executive Board of Directors and their immediate family members, was of Euro 447 thousand; and (ii) members of 
the General and Supervisory Board and their immediate relatives did not had credit granted. 
 
 
 
NOTE 36 – SECURITISATION OF ASSETS 
 
As at 30 June 2020 and 31 December 2019 the outstanding securitization transactions made by the Bank were as follows:  
 

(in thousands of Euros)

30.06.2020 31.12.2019

Lusitano Mortgages No.4 plc September  2005  1 200 000  296 439  312 836 Mortgage loans (general scheme)

Lusitano Mortgages No.5 plc September  2006  1 400 000  440 542  463 413 Mortgage loans (general scheme)

Lusitano Mortgages No.6 plc July  2007  1 100 000  415 032  434 463 Mortgage loans (general scheme)

Lusitano Mortgages No.7 plc September  2008  1 900 000 1 045 288 1 090 124 Mortgage loans (general scheme)

Lusitano SME No.3 November 2016   630 385  73 462  88 937 Loans to small and medium-sized enterprises

Asset securitizedIssue Start date Original amount
Current amount

 
 
The loans and advances to customers covered by the securitization operation Lusitano SME No. 3 were not derecognized from the 
balance sheet since the Bank substantially retained all the risks and rewards of ownership associated with the securitized assets. 
The remaining securitization operations were derecognized as the Bank substantially transferred all the risks and rewards of 
ownership. During 2019 the Bank repurchased securitization operations credits Lusitano Mortgages No. 1 plc, Lusitano Mortgages 
No. 2 plc and Lusitano Mortgages No. 3 plc. 
 
The main characteristics of these operations, as at 30 June 2020 and 31 December 2019, may be analysed as follows:  
 

(in thousands of Euros)

Fitch Moody's S&P DBRS Fitch Moody's S&P DBRS

Lusitano Mortgages No.4 plc Class A 1 134 000  227 748 - - December  2048 AAA Aaa AAA  - AAA Aaa AAA -

Class B  22 800  15 076 - - December  2048 AA Aa2 AA  - AA Aa2 AA -

Class C  19 200  12 695 - - December  2048 A+ A1 A+  - A+ A1 A+ -

Class D  24 000  15 869 - - December  2048 BBB+ Baa1 BBB-  - BBB+ Baa1 BBB- -

Class E  10 200  5 100 - - December  2048 NA  - NA  - - - - -

Lusitano Mortgages No.5 plc Class A 1 323 000  330 659 - - December  2059 AAA Aaa AAA  - AAA Aaa AAA -

Class B  26 600  25 494 - - December  2059 AA Aa2 AA  - AA Aa2 AA -

Class C  22 400  21 469 - - December  2059 A A1 A  - A A1 A -

Class D  28 000  26 836 - - December  2059 BBB+ Baa2 BBB  - BBB+ Baa2 BBB -

Class E  11 900  11 900 - - December  2059 N/A  - N/A  - - - - -

Lusitano Mortgages No.6 plc Class A  943 250  243 964  203 085  194 324 March 2060 AAA Aaa AAA  - AAA Aaa AAA -

Class B  65 450  65 450  63 950  52 276 March 2060 AA Aa3 AA  - AA Aa3 AA -

Class C  41 800  41 800  41 800  32 345 March 2060 A A3 A  - A A3 A -

Class D  17 600  17 600  17 600  11 815 March 2060 BBB Baa3 BBB  - BBB Baa3 BBB -

Class E  31 900  31 900  31 900  8 607 March 2060 BB  - BB  - BB - BB -

Class F  22 000  22 000 - - March 2060  -  -  -  - - - - -

Lusitano Mortgages No.7 plc Class A 1 425 000  563 475  563 475  517 386 October 2064  -  - AAA AAA - - A- AAH

Class B  294 500  294 500  294 500  264 423 October 2064  -  - BBB-  - - - BB- -

Class C  180 500  180 500  180 500  111 519 October 2064  -  -  -  - - - - -

Class D  57 000  57 000 - - October 2064  -  -  -  - - - - -

Lusitano SME No.3 Class A  385 600 - - - December  2037 - A3 - AA - A3 - AA

Class B  62 700 - - - December  2037 - Baa3 - BBB - Baa3 - BBB

Class C  62 700 - - - December  2037 - B1 - B - B1 - B

Class D  116 000  73 782  73 782  72 989 December  2037 - - - - - - - -

Class E  9 500  3 135  3 135  2 931 December  2037 - - - - - - - -

Class S  88 771  3 490  3 490  2 500 December  2037 - - - - - - - -

30.06.2020

Bonds issued
Initial 

nominal 
value

Current 
nominal 

value

Interest held 
by the Bank 

(Nominal 
value)

Interest held 
by the Bank 
(Book value)

Maturity date
Initial rating of the bonds Current rating of the bonds

Issue
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(in thousands of Euros)

Fitch Moody's S&P DBRS Fitch Moody's S&P DBRS

Lusitano Mortgages No.4 plc Class A 1 134 000  241 493 - - December  2048 AAA Aaa AAA  - BB Aa3 AA -

Class B  22 800  15 985 - - December  2048 AA Aa2 AA  - BB Baa1 BBB- -

Class C  19 200  13 461 - - December  2048 A+ A1 A+  - BB Ba3 BB- -

Class D  24 000  16 827 - - December  2048 BBB+ Baa1 BBB-  - CCC Caa3 B- -

Class E  10 200  5 100 - - December  2048 NA  - NA  - - - - -

Lusitano Mortgages No.5 plc Class A 1 323 000  355 021 - - December  2059 AAA Aaa AAA  - AAA Aaa AAA -

Class B  26 600  25 494 - - December  2059 AA Aa2 AA  - AA Aa2 AA -

Class C  22 400  21 469 - - December  2059 A A1 A  - A A1 A -

Class D  28 000  26 836 - - December  2059 BBB+ Baa2 BBB  - BBB+ Baa2 BBB -

Class E  11 900  11 900 - - December  2059 N/A  - N/A  - - - - -

Lusitano Mortgages No.6 plc Class A  943 250  264 905  220 548  210 489 March 2060 AAA Aaa AAA  - A Aa3 A- -

Class B  65 450  65 450  63 950  57 981 March 2060 AA Aa3 AA  - BBB- Baa1 A- -

Class C  41 800  41 800  41 800  32 227 March 2060 A A3 A  - B Ba3 BBB+ -

Class D  17 600  17 600  17 600  11 906 March 2060 BBB Baa3 BBB  - CCC Caa3 CCC -

Class E  31 900  31 900  31 900  9 371 March 2060 BB  - BB  - CC - D -

Class F  22 000  22 000 - - March 2060  -  -  -  - - - - -

Lusitano Mortgages No.7 plc Class A 1 425 000  616 503  616 503  563 186 October 2064  -  - AAA AAA - - AA AAA

Class B  294 500  294 500  294 500  264 601 October 2064  -  - BBB-  - - - BBB -

Class C  180 500  180 500  180 500  154 463 October 2064  -  -  -  - - - - -

Class D  57 000  57 000 - - October 2064  -  -  -  - - - - -

Lusitano SME No.3 Class A  385 600 - - - December  2037 - A3 - AA - WR - -

Class B  62 700 - - - December  2037 - Baa3 - BBB - WR - -

Class C  62 700 - - - December  2037 - B1 - B - A3 - AAA

Class D  116 000  103 316  103 316  100 534 December  2037 - - - - - - - -

Class E  9 500  3 135  3 135  2 776 December  2037 - - - - - - - -

Class S  88 771  5 214  5 214  3 218 December  2037 - - - - - - - -

31.12.2019

Initial rating of the bonds Current rating of the bondsCurrent 
nominal 

value
Bonds issued

Interest held 
by the Bank 

(Nominal 
value)

Maturity date
Initial 

nominal 
value

Interest held 
by the Bank 
(Book value)

Issue

 
 
 
 
NOTE 37 – FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES 
 
The governance model of the valuation of the Bank's financial instruments is defined in internal regulations, which establish the 
policies and procedures to be followed in the identification and valuation of financial instruments, the control procedures and the 
definition of the responsibilities of the parties involved in this process. 
 
In accordance with the fair value valuation methodology of assets and liabilities followed, these are classified in the corresponding 
hierarchy of fair value defined in IFRS 13 - Fair Value. The following is a brief description of the type of assets and liabilities 
included in each level of the hierarchy and the corresponding valuation method: 
 
Quoted market prices (level 1)  
This category includes financial instruments with market prices quoted on official markets and those with dealer price quotations 
provided by entities that usually disclose transaction prices for these instruments traded on active markets. 
 
The priority in terms of which price is used is given to those observed on official markets; where there is more than one official 
market the choice falls on the main market on which those instruments are traded.  
 
The Bank considers market prices those disclosed by independent entities, assuming that these act for their own economic benefit 
and that such prices are representative of the active market, using, whenever possible, prices supplied by more than one entity (for 
a specific asset and/or liability). For the process of re-evaluating financial instruments, the Bank analyses the various prices in order 
to select the one it considers most representative for the instrument under analysis. Additionally, when they exist, prices relating to 
recent transactions with similar financial instruments are used as inputs, being subsequently compared to those supplied by said 
entities to better justify the option taken by the Bank in favour of a specific price.  
 
This category includes, amongst others, the following financial instruments:  
(i) Derivatives traded on an organized market; 
(ii) Shares quoted on a stock exchange; 
(iii) Open investment funds quoted on a stock exchange;  
(iv) Closed investment funds whose subjacent assets are solely financial instruments listed on a stock exchange;  
(v) Bonds with observable market quotes; 
(vi) Financial instruments with market offers even if these are not available at the normal information sources (e.g. securities 

traded based on recovery rate). 
 
Valuation models based on observable market parameters / prices (level 2) 
In this category, the financial instruments are valued using internal valuation techniques, namely discounted cash flow models and 
option pricing models which imply the use of estimates and require judgments that vary in accordance with the complexity of the 
financial instruments. Notwithstanding, the Bank uses as inputs in its models, observable market data such as interest rate curves, 
credit spreads, volatility and market indexes. This category also includes instruments with dealer price quotations but which 
markets have a lower liquidity. Additionally, the Bank also uses as observable market variables, those that result from transactions 
with similar instruments and that are observed with a certain regularity on the market. 
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This category includes, amongst others, the following financial instruments:  
(i) Bonds without observable market valuations valued using observable market inputs; and 
(ii) Derivatives (OTC) over-the-counter valued using observable market inputs; and 
(iii) Unlisted shares valued using internal models using observable market inputs. 
 
Valuation models based on unobservable market parameters (level 3)  
This level uses models relying on internal valuation techniques or quotations provided by third parties but which imply the use of 
non-observable market information. The bases and assumptions for the calculation of fair value are in accordance with IFRS 13. 
 
This category includes, amongst others, the following financial instruments: 
(i) Debt securities valued using non-observable market inputs; 
(ii) Unquoted shares; 
(iii) Closed real estate funds; 
(iv) Hedge funds; 
(v) Private equities; 
(vi) Restructuring funds; and 
(vii) Over the counter (OTC) derivatives with prices provided by third parties. 
 
The valuation models used by type of instrument are as follows: 
 
Money market operations and loans and advances to customers: fair value is determined by the discounted cash flows method, 
with future cash flow being discounted considering the currency yield curve plus the credit risk of the entity contractually liquidating 
that flow.  
 
Commercial paper: its fair value is determined by discounting future cash flows considering the currency yield curve plus the credit 
risk of the issuer determined in the issuance program. 
 
Debt instruments (bonds) with liquidity: the selective independent valuation methodology is used based on observations available 
on Bloomberg, designated as 'Best Price', where all the valuations available are requested, but only previously validated sources 
considered as input, with the model excluding prices due to seniority and outlier prices. In the specific case of the Portuguese 
sovereign debt, and due to the market making activity and the materiality of the Bank's positions, the CBBT source valuations are 
always considered (the CBBT is a composite of valuations prepared by Bloomberg, which considers the average of executable 
prices with high liquidity). 
 
Debt instruments (bonds) with reduced liquidity: the models considered for the valuation of low liquidity bonds without observable 
market valuations are determined taking into account the information available on the issuer and the instrument, with the following 
models being considered: (i) discounted cash flows - cash flows are discounted considering the interest rate risk, credit risk of the 
issuer and any other risks subjacent to the instrument; or (ii) valuations made available by external counterparties, when it  is 
impossible to determine the fair value of the instrument, with the selection always falling on reliable sources with reputed credibility 
in the market and impartiality in the valuation of the instruments being analyzed. 
 
Convertible bonds: the cash flows are discounted considering the interest rate risk, the issuer's credit risk and any other risks that 
may be associated with the instrument, increased by the net present value (NPV) of the convertibility options embedded in the 
instrument.  
 
Shares and quoted funds: for quoted market products, the quotation on the respective stock exchange is considered.  
 
Unquoted Shares: the valuation is carried out using external valuations made of the companies in which the shareholding is held. In 
the event the request for an external valuation is not justified due to the immateriality of this position in the balance sheet, the 
position is revalued considering the book value of the entity. 
 
Unquoted funds: the valuation considered is that provided by the fund's management company. In the event there are calls for 
capital after the reference date of the last available valuation, the valuation is recalculated considering the capital calls subsequent 
to the reference date at the amount at which these were made, until a new valuation is made available by the management 
company, already considering the capital calls realized. It should be noted that, although it accepts the valuations provided by the 
management companies, when applicable in accordance with the funds' regulations, the Bank requests the legal certification of 
accounts issued by independent auditors in order to obtain additional assurance about the information provided by the 
management company. 
 
Derivative instruments: if these are traded on organized markets, the valuations are observable in the market, otherwise these are 
valued using standard models and relying on observable variables in the market, namely:  

• Foreign currency options: are valued through the front office system, which considers models such as Garman-Kohlhagen, 
Binomial, Black & Scholes, Levy or Vanna-Volga; 

• Interest rate swaps and foreign currency swaps: the valuation of these instruments is done through the front office system, 
where the fixed leg cash flows of the instrument are discounted based on the yield curve of the respective currency, and 
the cash flows of the variable leg are projected considering the forward curve and discounted, also considering discount 
factors and forward rates based on the yield curve of the respective currency; 

• Credit Default Swaps (CDS): both legs of the CDS are composed of cash flows contingent on the credit risk of the 
underlying asset and are therefore valued using market credit spreads.  
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• Futures and Options: the Bank trades these products on an organized market, but also has the possibility to trade them on 
the OTC market. For futures and options traded on an organized market, the valuations are observable in the market, with 
the valuation being received daily through the broker selected for these products. For futures and options traded on the 
OTC market, and depending on the type of product and the underlying asset type, discrete time (binominal) or continuous 
time (Black & Scholes) models may be used.  

 
The fair value of the financial assets and liabilities of the Bank measured at fair value is as follows: 
 

(in thousands of Euros)

(Level 1) (Level 2) (Level 3)

30 June 2020

Financial assets held for trading  233 388  429 312  81 943  744 643 
Securities held for trading  233 388 - -  233 388 

Bonds issued by public entities  233 388 - -  233 388 

Derivatives held for trading -  429 312 -  429 312 

Foreign exchange rate contracts -  54 290 -  54 290 

Interest rate contracts -  355 207 -  355 207 

Credit default contracts -   1 -   1 

Other -  19 814 -  19 814 

Economic hedging derivatives - -  81 943  81 943 

Interest rate contracts - -  81 943  81 943 

Non-trading financial assets mandatorily at fair value through profit or loss  221 533   49 2 452 079 2 673 661 
Bonds issued by other entities  94 488   49  634 360  728 897 

Shares  127 045 -  301 750  428 795 

Other variable income securities - - 1 515 969 1 515 969 

Financial assets at fair value through other comprehensive income 7 840 213  15 900  30 751 7 886 864 
Bonds issued by public entities 6 223 830 - - 6 223 830 

Bonds issued by other entities 1 606 215 - - 1 606 215 

Shares  10 168  15 900  30 750  56 818 

Outros títulos de rendimento variável - -   1   1 

Derivatives - Hedge accounting -  8 639 -  8 639 
Interest rate contracts -  8 639 -  8 639 

Financial assets at fair value 8 295 134  453 900 2 564 773 11 313 807 

Financial liabilities held for trading -  588 813  2 478  591 291 
Derivatives held for trading -  588 813  2 478  591 291 

Foreign exchange rate contracts -  40 612 -  40 612 

Interest rate contracts -  534 402  2 478  536 880 

Credit default contracts -   30 -   30 

Other -  13 769 -  13 769 

Derivatives - Hedge accounting -  77 477 -  77 477 
Credit default contracts -  77 477 -  77 477 

Liabilities at fair value -  666 290  2 478  668 768 

At fair value

Total Fair valueQuoted market 
prices

Valuation models 
based on 

observable market 
information

Valuation models 
based on 

unobservable 
market 

information
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(in thousands of euros)

(Level 1) (Level 2) (Level 3)

31 December 2019

Financial assets held for trading  254 848  419 704  74 284  748 836 
Securities held for trading  254 848 - -  254 848 

Bonds issued by public entities  254 848 - -  254 848 

Derivatives held for trading -  419 704   191  419 895 

Foreign exchange rate contracts -  34 652  34 652 

Interest rate contracts -  352 748   191  352 939 

Credit default contracts -   1   1 

Other -  32 303  32 303 

Economic hedging derivatives - -  74 093  74 093 

Interest rate contracts - -  74 093  74 093 

Non-trading financial assets mandatorily at fair value through profit or loss  169 606   48 2 875 070 3 044 724 
Bonds issued by other entities  57 535   48  637 084  694 667 

Shares  112 071 -  489 542  601 613 

Other variable income securities - - 1 748 444 1 748 444 

Financial assets at fair value through other comprehensive income 8 703 046  20 485  34 600 8 758 131 
Bonds issued by public entities 7 027 343 - - 7 027 343 

Bonds issued by other entities 1 661 538 - - 1 661 538 

Shares  14 165  20 485  34 598  69 248 

Other variable income securities - -   2   2 

Derivatives - Hedge accounting -  7 992 -  7 992 
Interest rate contracts -  7 992 -  7 992 

Financial assets at fair value 9 127 500  448 229 2 983 954 12 559 683 

Financial liabilities held for trading -  542 563  1 837  544 400 
Derivatives held for trading -  542 563  1 837  544 400 

Foreign exchange rate contracts -  33 820 -  33 820 

Interest rate contracts -  499 795  1 837  501 632 

Credit default contracts -   42 -   42 

Other -  8 906 -  8 906 

Derivatives - Hedge accounting -  58 854 -  58 854 
Credit default contracts -  58 854 -  58 854 

Liabilities at fair value -  601 417  1 837  603 254 

At fair value

Quoted market 
prices

Valuation models 
based on 

observable market 
information

Valuation models 
based on 

unobservable 
market 

information

Total Fair value

 
 
The changes occurred in financial assets and liabilities valued based on non-observable market information (level 3 of the fair value 
hierarchy) during the six-month periods ended 30 June 2020 and the financial year ended 31 December 2019, may be analyzed as 
follows: 
 

(in thousands of Euros)

Financial liabilities 

held for trading

Derivatives 

held for 

trading

Economic 

hedging 

derivatives

Derivatives held for 

trading

Balance as at 31 December 2019   191  74 093 2 875 070 -  34 600 2 983 954  1 837  1 837 
Acquisitions - -  3 825 -  3 625  7 450 - - 

Maturity - - ( 48 579) - - ( 48 579) - - 

Liquidation - - - - ( 14 548) ( 14 548) - - 

Transfers in - - - -   109   109   191   191 

Transfers out (  191) - - - - (  191) - - 

Changes in value -  7 850 ( 378 237) -  6 965 ( 363 422)   450   450 

Balance as at 30 June 2020 -  81 943 2 452 079 -  30 751 2 564 773  2 478  2 478 

30.06.2020

Financial assets held for trading
Financial assets at 

fair value through 

profit or loss

Financial 

assets at fair 

value through 

profit or loss

Total 
liabilities

Financial assets at 

fair value through 

other 

comprehensive 

income

Total assets
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(in thousands of Euros)

Financial liabilities 

held for trading

Derivatives 

held for 

trading

Economic 

hedging 

derivatives

Derivatives held for 

trading

Balance as at 31 December 2018   396  148 139 2 862 796 -  42 176 3 053 507  2 724  2 724 
Acquisitions - -  831 491   100  14 140  845 731 - - 

Maturity - - ( 317 114) - - ( 317 114) - - 

Liquidation (  396) ( 77 963) ( 93 656) - ( 14 569) ( 186 584) (  347) (  347)

Transfers in - -   16 - -   16 - - 

Transfers out - - - (  16) - (  16) - - 

Changes in value   191  3 917 ( 408 463) (  84) ( 7 147) ( 411 586) (  540) (  540)

Balance as at 31 December 2019   191  74 093 2 875 070 -  34 600 2 983 954  1 837  1 837 

Total 
liabilities

Financial assets 

mandatorily at fair 

value through 

profit or loss

31.12.2019

Financial assets held for trading Financial 

assets at fair 

value through 

profit or loss

Financial assets at 

fair value through 

other 

comprehensive 

income

Total assets

 

 
Unrealized gains and losses on financial instruments and investment properties classified in level 3 of the fair value hierarchy are 
recorded in the income statement or revaluation reserves, in accordance with the respective assets' accounting policy. The 
following amounts were determined in the first half of 2020, the financial year 2019 and the first half of 2019 were as follows: 
 

(in thousands of Euros)

Recognised 
in reserves

Recognised in 
income 

statement
Total Recognised 

in reserves

Recognised in 
income 

statement
Total Recognised 

in reserves

Recognised in 
income 

statement
Total

Derivatives held for trading - (  832) (  832) - ( 1 038) ( 1 038) -  1 720  1 720 

Derivatives - Hedge accounting -  11 189  11 189 - ( 5 383) ( 5 383) - ( 66 376) ( 66 376)

Financial assets mandatory at fair value through profit or loss - ( 381 745) ( 381 745) - ( 293 103) ( 293 103) - ( 112 663) ( 112 663)

Financial assets at fair value through other comprehensive income ( 1 516) - ( 1 516)  1 831 -  1 831 (  816) - (  816)

( 1 516) ( 371 388) ( 372 904)  1 831 ( 299 524) ( 297 693) (  816) ( 177 319) ( 178 135)

30.06.201930.06.2020 31.12.2019

 
 
The following table shows, for the assets included in level 3 of the fair value hierarchy, the main valuation methods used and the 
impact of the change in the main variables used in the respective valuation, when applicable: 
 

(in millions of Euros)

Change Impact Change Impact

Financial assets held for trading  81.9  -  -
Economic hedging derivatives c) c)  81.9  -  -

Non-trading financial assets mandatorily at fair value 
through profit or loss 2 452.1 ( 70.5)  88.0

Bonds issued by other entities  634.4 ( 70.5)  88.0

Discounted cash flow model Specific impairment  75.0  (-) 100 bps ( 29.4)  (+) 100 bps  31.0

Discounted cash flow model Discount rate  559.4 ( 41.1)  57.0

Shares  301.8  -  -

Other (a)  2.8  -  -

Valuation of the management company Net assets value (b)  299.0  -  -

Other variable income securities 1 516.0  -  -

Other (a)  0.3  -  -

Valuation of the management company Net assets value (b) 1 515.7  -  -

Financial assets at fair value through other 
comprehensive income  30.8  -  -

Shares  30.8  -  -

Other (a)  0.2  -  -

Other  30.5  -  -

Total 2 564.8 ( 70.5)  88.0

(b) In the specific case of participation units valued in accordance with quotations provided by the respective management company, it is not reasonable to carry out an analysis of the impact of changes of the variables subjacent to

the determination of the quotation by the entity

(c) In the specific case of derivatives valued according to information provided by external entities, it is not reasonable to carry out an analysis of the impact of changes of the variables subjacent to the determination of the quotation

by the entity

(a) No sensitivity analysis was carried out for these categories as these include securities of an individually immaterial value

Assets classified under level 3
30.06.2020

Valuation Model  Variable analysed Carrying book 
value

Unfavorable scenario Favorable scenario
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(in millions of Euros)

Change Impact Change Impact

Financial assets held for trading  74.3  -  -
Derivatives held for trading Other (a)  0.2  -  -

Derivados de cobertura económica c) c)  74.1  -  -

Non-trading financial assets mandatorily at fair value 
through profit or loss 2 875.1 ( 77.7)  96.3

Bonds issued by other entities Discounted cash flow model Discount rate  637.1  (-) 100 bps ( 48.3)  (+) 100 bps  65.3

Shares  489.5 ( 29.3)  31.0

Discounted cash flow model Specific impairment  74.7 -50% ( 29.3) +50%  31.0

Other (a)  2.8  -  -

Valuation of the management company Net assets value (b)  412.1  -  -

Other variable income securities 1 748.4  -  -

Other (a)  0.2  -  -

Valuation of the management company Specific impairment 1 748.2  -  -

Financial assets at fair value through other 
comprehensive income  34.6  -  -

Shares  34.6  -  -

Other (a)  0.3  -  -

Other Specific impairment  34.3  -  -

Total 2 983.9 ( 77.7)  96.3

(c) In the specific case of derivatives valued according to information provided by external entities, it is not reasonable to carry out an analysis of the impact of changes of the variables subjacent to the determination of the quotation

by the entity

(b) In the specific case of participation units valued in accordance with quotations provided by the respective management company, it is not reasonable to carry out an analysis of the impact of changes of the variables subjacent to

the determination of the quotation by the entity

(a) No sensitivity analysis was carried out for these categories as these include securities of an individually immaterial value

Assets classified under level 3
31.12.2019

Valuation Model  Variable analysed Carrying book 
value

Unfavorable scenario Favorable scenario

 
 
The main parameters used in the valuation models as at 30 June 2020 and 31 December 2019 are as follows: 
 
Interest rate curves  
The short-term rates presented reflect benchmark interest rates for the money market, whilst those presented for the long-term 
represent the swap interest rate quotations for the respective periods: 
 

(%)

EUR USD GBP EUR USD GBP

Overnight -0.4600 0.0400 0.1450 -0.4560 1.6000 0.7500

1 month -0.5100 0.1500 0.1950 -0.4380 1.7900 0.7650

3 months -0.4220 0.2250 0.2450 -0.3830 1.9200 0.8650

6 months -0.3080 0.2950 0.3000 -0.3240 1.9300 0.9000

9 months -0.3275 0.3850 0.4000 -0.3174 1.9100 0.9450

1 year -0.3507 0.2630 0.1238 -0.3161 1.7490 0.7419

3 years -0.3850 0.2225 0.1870 -0.2380 1.6556 0.8243

5 years -0.3590 0.3130 0.2362 -0.1205 1.6990 0.8844

7 years -0.2950 0.4557 0.2890 0.0160 1.7630 0.9406

10 years -0.1790 0.6190 0.3650 0.2110 1.8470 1.0172

15 years -0.0040 0.7800 0.4350 0.4670 1.9650 1.0968

20 years 0.0622 0.8570 0.4500 0.5990 2.0160 1.1206

25 years 0.0589 0.8820 0.4435 0.6370 2.0350 1.1130

30 years 0.0209 0.8927 0.4290 0.6310 2.0420 1.1082

30.06.2020 31.12.2019

 
 

 
Credit spreads 
The credit spreads used by the Bank in the valuation of credit derivatives are those disclosed on a daily basis by Markit, 
representing observations from renowned international financial entities. The evolution of the main indexes, understood as being 
representative of the credit spread behaviour in the market during the year, is presented as follows: 
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(basis points)

Index Series 1 year 3 years 5 years 7 years 10 years

30 June 2020
CDX USD Main 34 52.13 63.11 75.88 92.99 111.80

iTraxx Eur Main 33 0.00 41.86 66.40 84.49 104.61

iTraxx Eur Senior Financial 33 0.00 0.00 79.37 0.00 103.87

31 December 2019
CDX USD Main 33 9.09 23.31 45.30 67.47 90.08

iTraxx Eur Main 32 - 23.32 44.22 64.99 85.26

iTraxx Eur Senior Financial 32 - - 51.59 - 83.45
 

 
 
Interest rate volatility  
The values presented below represent the implicit volatilities (at the money) used for the valuation of interest rate options: 
 

(%)

EUR USD GBP EUR USD GBP

1 year 19.44 104.57 296.50 12.71 18.87 48.83

3 years 26.21 182.67 - 22.74 39.23 57.73

5 years 34.21 157.30 - 33.51 36.57 64.04

7 years 40.43 125.57 - 40.12 39.25 67.79

10 years 47.16 107.74 - 46.46 34.71 70.87

15 years 52.02 - - 51.03 - -

30.06.2020 31.12.2019

 
 
Foreign exchange rates and volatility 
Presented below, are the foreign exchange rates (European Central Bank) at the balance sheet date and the implicit volatilities (at 
the money) for the main currencies used in the derivatives’ valuation: 
 

Foreign 
exchange 

rate 30.06.2020 31.12.2019 1 month 3 months 6 months 9 months 1 year

EUR/USD 1.1198 1.1234 7.14 7.16 7.48 7.37 7.37

EUR/GBP 0.9124 0.8508 7.50 7.81 8.35 8.45 8.49

EUR/CHF 1.0651 1.0854 5.05 5.25 5.50 5.58 5.68

EUR/NOK 10.9120 9.8638 11.13 10.80 10.60 10.33 10.18

EUR/PLN 4.4560 4.2568 6.26 6.05 5.98 5.89 5.86

EUR/RUB 79.6300 69.9563 7.51 8.07 8.71 9.29 9.58

USD/BRL 
a)

5.4579 4.0197 26.60 22.75 20.75 19.75 18.75

USD/TRY 
b)

6.8549 5.9501 10.08 13.10 15.25 16.05 17.40

Volatility (%)

a) Calculated based on the EUR/USD and EUR/BRL rates

b) Calculated based on the EUR/USD and EUR/TRY rates

 
 
With respect to exchange rates, the Bank uses in its valuation models the spot rate observed in the market at the time of valuation. 
 
Equity indexes 
The table below presents the evolution of the main market equity indexes and their respective volatilities, used in the valuation of 
equity derivatives: 
 

30.06.2020 31.12.2019 Variation % 1 month 3 months

DJ Euro Stoxx 50  3 234       3 745      15.80% 29.98 48.46 27.53

PSI 20  4 390       5 214      18.77% 20.77 39.81 -

IBEX 35  7 231       9 549      32.05% 32.49 50.46 -

FTSE 100  6 170       7 542      22.25% 25.93 44.38 25.80

DAX  12 311       13 249      7.62% 31.91 49.87 29.93

S&P 500  3 100       3 231      4.21% 27.31 55.23 24.35

BOVESPA  95 056       115 645      21.66% 27.71 71.39 35.93

Implicit 
volatility

Historical volatilityQuotation

 
 

The fair value of financial assets and liabilities recorded in the balance sheet at amortised cost is analyzed as follows, having been 
estimated based on the main methodologies and assumptions described below 
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(in thousands of Euros)

(Level 1) (Level 2) (Level 3)

30 June 2020

Cash, cash balances at central Banks and other demand deposits 2 770 652 - 2 770 652 - 2 770 652 

Financial assets at amortised cost

Debt securities 2 938 428  646 918  503 991 1 972 217 3 123 126 

Loans and advances to Banks  473 560 -  473 560 -  473 560 

Loans and advances to customers 23 584 877 - - 23 878 596 23 878 596 

Financial assets 29 767 517  646 918 3 748 203 25 850 813 30 245 934 

Financial liabilities measured at amortised cost

Deposits from Banks 10 297 952 - 10 297 952 - 10 297 952 

Due to customers 28 486 659 - - 28 486 659 28 486 659 

Debt securities issued, Subordinated debt and liabilities associated to transferred assets 1 049 107 1 125 009 -  122 818 1 247 827 

Other financial liabilities  405 385 - -  405 385  405 385 

Financial liabilities 40 239 103 1 125 009 10 297 952 29 014 862 40 437 823 

Assets/Liabilities 
recorded at 

amortised cost

Fair value

Quoted market 
prices

Valuation models 
based on 

observable market 
information

Valuation models 
based on 

unobservable 
market information

Total fair value

 
 

(in thousands of Euros)

(Level 1) (Level 2) (Level 3)

31 December 2019

Cash, cash balances at central Banks and other demand deposits 1 674 826 - 1 674 826 - 1 674 826 

Financial assets at amortised cost

Debt securities 2 392 843  84 535  636 336 1 859 016 2 579 887 

Loans and advances to Banks  495 252 -  495 252 -  495 252 

Loans and advances to customers 23 154 148 - - 23 482 498 23 482 498 

Financial assets 27 717 069  84 535 2 806 414 25 341 514 28 232 463 

Financial liabilities measured at amortised cost

Deposits from Banks 10 542 549 - 10 568 776 - 10 568 776 

Due to customers 27 980 577 - - 27 980 577 27 980 577 

Debt securities issued, Subordinated debt and liabilities associated to transferred assets 1 044 445 1 271 541 -  106 529 1 378 070 

Other financial liabilities  356 993 - -  356 993  356 993 

Financial liabilities 39 924 564 1 271 541 10 568 776 28 444 099 40 284 416 

Fair value

Total fair value

Assets/Liabilities 
recorded at 

amortised cost

Quoted market 
prices

Valuation models 
based on 

observable market 
information

Valuation models 
based on 

unobservable 
market information

 
 
Cash and deposits with Central Banks, Deposits with Banks and Loans and advances to credit institutions and Deposits from 
Central Banks.  
Considering the short-term nature of these financial instruments, their carrying book value is a reasonable estimate of their fair 
value. 
 
Securities at amortised cost  
The fair value of securities recorded at fair value is estimated according to the methodologies used for the valuation of securities 
recorded at fair value, as described at the beginning of the current Note. 
 
Loans and advances to customers 
The fair value of loans and advances to customers is estimated based on the discounted expected future cash flows of principal 
and interest, assuming that the instalments are paid on the dates contractually defined. The expected future cash flows from 
portfolios of loans with similar credit risk characteristics, such as residential mortgage loans, are estimated collectively on a portfolio 
basis. The discount rates used by the Bank are the current interest rates used for loans with similar characteristics. 
 
Deposits from credit institutions  
The fair value of deposits from Central Banks and Deposits from credit institutions is estimated based on the discounted expected 
future cash flows of principal and interest. 
 
Due to customers  
The fair value of these financial instruments is estimated based on the discounted expected future cash flows of principal and 
interest. The discount rate used by the Bank is that which reflects the current interest rates applicable to deposits with similar 
characteristics at the balance sheet date. Given that the interest rates applicable to these instruments are renewed for periods 
under one year, there are no material relevant differences in their fair value. 
 
Debt securities issued, Subordinated debt and liabilities associated to transferred assets  
The fair value of these instruments is based on market prices when available; if not available, it is estimated based on the 
restatement of expected future cash flows of capital and future interest for these instruments. 
 
Other financial liabilities 
These liabilities are short-term and therefore the book value is a reasonable estimate of their fair value. 
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NOTE 38 – PROVISION OF INSURANCE OR REINSURANCE MEDIATION SERVICES 
 
As at 30 June 2020, and 31 December 2019, the remuneration resulting services provided with insurance and re-insurance 
brokerage have the following composition: 

(in thousands of euros)

30.06.2020 31.12.2019

Life Branch
Unit Link and other life commissions   1 004    707 

Credit protection insurance (life insurance)    315   1 241 

Traditional products   5 858   17 936 

  7 177   19 884 
Non-life branch

Private Insurance   3 132   7 459 

Insurance for companies    90 (   38)

Credit protection insurance (non-life part)    464   1 639 

  3 686   9 060 
 10 863  28 944 

Note: the yields shown are net of periodization  
 
The Bank does not collect insurance premiums on behalf of the Insurance companies, nor does it undertake the movement of funds 
relating to insurance contracts. In this manner, there are no other assets, liabilities, income or expenses to report, relating to the 
insurance brokering activity carried out by the Bank, other than those already disclosed. 
 
 
 
NOTE 39 – TRANSACTIONS WHICH OCCURRED IN THE FIRST HALF OF 2020 AND FINANCIAL YEAR OF 2019 
 
2019 Exercise 
 
Sale of Non-Performing Loans (Project NATA II) 
In the last quarter of 2019, NOVO BANCO and Fundo Arrábida signed a Purchase and Sale Agreement with Burlington Loan 
Management DAC, a company affiliated and advised by Davidson Kempner European Partners, Llp, for the sale of a portfolio of 
overdue loans and exposures related (NATA II Project). The impact of this operation in 2019 net income was Euro -79.0 million. 
 
Sale of a portfolio of real estate assets (called Project Sertorius) 
In August 2019, the Group signed a promissory purchase and sale agreement with entities indirectly held by funds managed by 
Cerberus Capital Management, LP, a New York-based company, for the sale of a portfolio of real estate assets called Project 
Sertorius.The impact of this operation in 2019 net income was Euro -160.5 million. 
 
Sale of a portfolio of non-performing loans and real estate assets (called Project Albatros) 
In August 2019, the Group, through its Spanish Branch and Novo Banco Servicios Corporativos, S.L entered into a purchase and 
sale agreement with Waterfall Asset Management LLC, an asset management company based in New York, for the sale of a 
portfolio of real estate assets and non-performing loans, designated Project Albatros. The impact of this operation in 2019 net 
income was Euro -33.9 million. 
 
Sale of GNB Vida 
Following the contract for the purchase and sale of the entire share capital of GNB Vida, entered into with Bankers Insurance 
Holdings, SA, a company of the Global Bankers Insurance Group, LLC, on September 12, 2018, the Group proceeded to 
derecognise this investment in September 2019, after obtaining the necessary regulatory authorizations. The impact of this 
operation in 2019 net income was Euro -52.0 million. 
 
 
 
NOTE 40 – RECENTLY ISSUED ACCOUNTING STANDARDS AND INTERPRETATIONS 

 
IFRS 17 – Insurance contracts 
IFRS 17 applies to all insurance contracts (i.e., life, non-life, direct insurance and reinsurance), regardless of the type of entities that 
issue them, as well as certain guarantees and financial instruments with discretionary participation characteristics. A few scope 
exceptions will apply.  
 
The overall objective of IFRS 17 is to provide an accounting model for insurance contracts that is more useful and more consistent 
for insurers. 
 
In June 2020, the IASB issued amendments to IFRS 17, which included the deferral of the effective application date for reporting 
periods beginning on or after 1 January 2023. 
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No material impacts are expected on the Group's financial statements. 
 
Definition of business activity - Amendments to IFRS 3 
This amendment clarified the minimum requirements for a business, removes the assessment of whether market participants are 
capable of replacing any missing elements, adds guidance to help entities assess whether an acquired process is substantive, 
narrows the definitions of business activity and of outputs and introduces an optional fair value concentration test. 
 
The amendments must be applied to transactions that are either business combinations or asset acquisitions for which the 
acquisition date is on or after the beginning of the first annual reporting period beginning on or after 1 January 2020. Consequently, 
entities do not have to revisit such transactions that occurred in prior periods. Earlier application is permitted and must be disclosed. 
 
The amendments could also be relevant in other areas of IFRS (e.g., they may be relevant where a parent loses control of a 
subsidiary and has early adopted Sale or Contribution of Assets between an Investor and its Associate or Joint Venture 
(Amendments to IFRS 10 and IAS 28)). 
 
No material impacts are expected on the Group's financial statements. 
 
 
Interest Rate Benchmark Reform – Amendments to IFRS 9, IAS 39 and IFRS 7 
In September 2019, the IASB issued amendments to IFRS 9, IAS 39 and IFRS 7 Financial Instruments: Disclosures, which 
concludes phase one of its work to respond to the effects of Interbank Offered Rates (IBOR) reform on financial reporting. 
 
The amendments provide temporary reliefs which enable hedge accounting to continue during the period of uncertainty before the 
replacement of an existing interest rate benchmark with an alternative nearly risk-free interest rate (an RFR). 
 
The amendments to IFRS 9 
The amendments include a number of reliefs, which apply to all hedging relationships that are directly affected by the interest rate 
benchmark reform. A hedging relationship is affected if the reform gives rise to uncertainties about the timing and/or amount of 
benchmark-based cash flows of the hedged item or the hedging instrument. 
 
Application of the reliefs is mandatory. The first three reliefs provide for: 

• The assessment of whether a forecast transaction (or component thereof) is highly probable; 

• Assessing when to reclassify the amount in the cash flow hedge reserve to profit and loss; 

• The assessment of the economic relationship between the hedged item and the hedging instrument. 
 
For each of these reliefs, it is assumed that the benchmark on which the hedged cash flows are based (whether or not contractually 
specified) and/or, for relief three, the benchmark on which the cash flows of the hedging instrument are based, are not altered as a 
result of IBOR reform. 
 
A fourth relief provides that, for a benchmark component of interest rate risk that is affected by IBOR reform, the requirement that 
the risk component is separately identifiable need be met only at the inception of the hedging relationship.  
 
Where hedging instruments and hedged items may be added to or removed from an open portfolio in a continuous hedging 
strategy, the separately identifiable requirement need only be met when hedged items are initially designated within the hedging 
relationship. 
 
To the extent that a hedging instrument is altered so that its cash flows are based on an RFR, but the hedged item is still based on 
IBOR (or vice versa), there is no relief from measuring and recording any ineffectiveness that arises due to differences in their 
changes in fair value. 
 
The relief continue indefinitely in the absence of any of the events described in the amendments. When an entity designates a 
group of items as the hedged item, the requirements for when the reliefs cease are applied separately to each individual item within 
the designated group of items. 
 
The amendments also introduce specific disclosure requirements for hedging relationships to which the reliefs are applied. 
 
The amendments to IAS 39 
The corresponding amendments are consistent with those for IFRS 9, but with the following differences: 

• For the prospective assessment of hedge effectiveness, it is assumed that the benchmark on which the hedged cash flows 
are based (whether or not it is contractually specified) and/or the benchmark on which the cash flows of the hedging 
instrument are based, are not altered as a result of IBOR reform. 

• For the retrospective assessment of hedge effectiveness, to allow the hedge to pass the assessment even if the actual 
results of the hedge are temporarily outside the 80%-125% range, during the period of uncertainty arising from IBOR 
reform. 

• For a hedge of a benchmark portion (rather than a risk component under IFRS 9) of interest rate risk that is affected by 
IBOR reform, the requirement that the portion is separately identifiable need be met only at the inception of the hedge. 

 
The amendments must be applied retrospectively. However, any hedge relationships that have previously been de-designated 
cannot be reinstated upon application, nor can any hedge relationships be designated with the benefit of hindsight. Early application 
is permitted and must be disclosed. 
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No material impacts are expected on the Group's financial statements. 
 
 
Definition of Material - Amendments to IAS 1 and IAS 8 
The purpose of this amendment was to align the definition of ‘material’ across the standards and to clarify certain aspects of the 
definition. The new definition states that, ’Information is material if omitting, misstating or obscuring it could reasonably be expected 
to influence decisions that the primary users of general purpose financial statements make on the basis of those financial 
statements, which provide financial information about a specific reporting entity.’ 
 
The amendments clarify that materiality will depend on the nature or magnitude of information, or both. An entity will need to assess 
whether the information, either individually or in combination with other information, is material in the context of the financial 
statements. 
 
This amendment is effective for annual reporting periods beginning on or after 1 January 2020. The amendments must be applied 
prospectively. Early application is permitted and must be disclosed. 
 
No material impacts are expected on the Group's financial statements. 
 
 
Covid-19-Related Rent Concessions - Amendments to IFRS 16 
In May 2020, the IASB amended IFRS 16 Leases to provide relief to lessees from applying the IFRS 16 guidance on lease 
modifications to rent concessions arising as a direct consequence of the covid-19 pandemic. The amendment does not apply to 
lessors. 
 
As a practical expedient, a lessee may elect not to assess whether a covid-19 related rent concession from a lessor is a lease 
modification. A lessee that makes this election accounts for any change in lease payments resulting from the covid-19 related rent 
concession the same way it would account for the change under IFRS 16, if the change were not a lease modification.  
 
The practical expedient applies only to rent concessions occurring as a direct consequence of the covid-19 pandemic and only if all 
of the following conditions are met.  
 
A lessee will apply the amendment for annual reporting periods beginning on or after 1 June 2020. Earlier application is permitted, 
including in financial statements not yet authorized for issue at 28 May 2020. 
 
No material impacts are expected on the Group's financial statements. 
 
 
The conceptual framework for financial reporting  
The IASB issued the Conceptual Framework in March 2018. It sets out a comprehensive set of concepts for financial reporting, 
standard setting, guidance for preparers in developing consistent accounting policies and assistance to others in their efforts to 
understand and interpret the standards.  
 
The Conceptual Framework includes some new concepts, provides updated definitions and recognition criteria for assets and 
liabilities and clarifies some important concepts. 
 
The revised Conceptual Framework for Financial Reporting (the Conceptual Framework) is not a standard, and none of the 
concepts override those in any standard or any requirements in a standard. It is applicable to entities that develop accounting 
policies based on the Conceptual Framework for annual reporting periods beginning on or after 1 January 2020. 
 
No material impacts are expected on the Group's financial statements. 
 
 
Reference to the Conceptual Framework - Amendments to IFRS 3 
In May 2020, the IASB issued Amendments to IFRS 3 Business Combinations - Reference to the Conceptual Framework. The 
amendments are intended to replace a reference to a previous version of the IASB’s Conceptual Framework (the 1989 Framework) 
with a reference to the current version issued in March 2018 (the Conceptual Framework) without significantly changing its 
requirements.  
 
The amendments add an exception to the recognition principle of IFRS 3 to avoid the issue of potential ‘day 2’ gains or losses 
arising for liabilities and contingent liabilities that would be within the scope of IAS 37 Provisions, Contingent Liabilities and 
Contingent Assets or IFRIC 21 Levies, if incurred separately. The exception requires entities to apply the criteria in IAS 37 or IFRIC 
21, respectively, instead of the Conceptual Framework, to determine whether a present obligation exists at the acquisition date.  
 
At the same time, the amendments add a new paragraph to IFRS 3 to clarify that contingent assets do not qualify for recognition at 
the acquisition date.  
 
These amendments are effective for annual reporting periods beginning on or after 1 January 2022 and must be applied 
prospectively. 
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No material impacts are expected on the Group's financial statements. 
 
 
Property, Plant and Equipment: Proceeds before intended use - Amendments to IAS 16 
The amendment prohibits entities from deducting from the cost of an item of property, plant and equipment (PP&E), any proceeds 
of the sale of items produced while bringing that asset to the location and condition necessary for it to be capable of operating in the 
manner intended by management. Instead, an entity recognizes the proceeds from selling such items, and the costs of producing 
those items, in profit or loss.  
 
These amendments are effective for annual reporting periods beginning on or after 1 January 2022 and must be applied 
prospectively. 
 
No material impacts are expected on the Group's financial statements. 
 
 
Onerous contracts: costs of fulfilling the contract - Amendments to IAS 37 
In May 2020, the IASB issued amendments to IAS 37 Provisions, Contingent Liabilities and Contingent Assets to specify which 
costs an entity needs to include when assessing whether a contract is onerous or loss-making.  
 
The amendments apply a ‘directly related cost approach’. The costs that relate directly to a contract to provide goods or services 
include both incremental costs (e.g., the costs of direct labour and materials) and an allocation of costs directly related to contract 
activities (e.g., depreciation of equipment used to fulfil the contract as well as costs of contract management and supervision). 
General and administrative costs do not relate directly to a contract and are excluded unless they are explicitly chargeable to the 
counterparty under the contract.  
 
These amendments are effective for annual reporting periods beginning on or after 1 January 2022 and must be applied 
prospectively to contracts for which an entity has not yet fulfilled all of its obligations at the beginning of the annual reporting period 
in which it first applies the amendments (the date of initial application). 
 
No material impacts are expected on the Group's financial statements. 
 
 
Amendments to IFRS 10 and IAS 28: Sale or contribution of assets between an investor to its associate or joint ventures 
The amendments address the conflict between IFRS 10 and IAS 28 in dealing with the loss of control of a subsidiary that is sold or 
contributed to an associate or joint venture.  
 
The amendments to IAS 28 introduce different recognition criteria regarding the effects of transactions for the sale or contribution of 
assets by an investor (including its consolidated subsidiaries) to its associate or joint venture depending on whether the 
transactions involve assets that constitute a business, as defined in IFRS 3 - Business Combinations. When the transactions 
constitute a business combination under the required terms, the gain or loss should be recognized, in its entirety, in the income 
statement of the investor. However, if the transferred asset does not constitute a business, the gain or loss should continue to be 
recognized only to the extent that it concerns the other (unrelated) investors. 
 
No material impacts are expected on the Group's financial statements. 
 
 
Classification of Liabilities as current and non-current - Amendments to IAS 1 
In January 2020, the IASB issued amendments to IAS 1 - Presentation of Financial Statements to specify the requirements for 
classifying liabilities as current and non-current. 
 
This amendment is effective for annual reporting periods beginning on or after 1 January 2022. The amendment must be applied 
retrospectively. 
 
No material impacts are expected on the Group's financial statements. 
 
 
Improvement to IFRS - 2018-2020 cycle (issued in May 2020) 
 
IFRS 1 - First-time Adoption of International Financial Reporting Standards – Subsidiary as a first-time adopter 
The amendment permits a subsidiary that elects to apply paragraph D16(a) of IFRS 1 to measure cumulative translation differences 
using the amounts reported by the parent, based on the parent’s date of transition to IFRS. This amendment is also applied to an 
associate or joint venture that elects to apply paragraph D16(a) of IFRS 1. 
 
This amendment is effective for annual reporting periods beginning on or after 1 January 2022. 
 
IFRS 9 - Financial Instruments - Fees in the ’10 per cent’ test for derecognition of financial liabilities  
The amendment clarifies the fees that an entity includes when assessing whether the terms of a new or modified financial liability 
are substantially different from the terms of the original financial liability. These fees include only those paid or received between 
the borrower and the lender, including fees paid or received by either the borrower or lender on the other’s behalf. There is no 
similar amendment proposed for IAS 39.  
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This amendment is effective for annual reporting periods beginning on or after 1 January 2022. 
 
IFRS 16 - Leases 
The amendment removes the illustration of payments from the lessor relating to leasehold improvements in Illustrative Example 13 
accompanying IFRS 16.  
 
IAS 41 - Agriculture 
The amendment removes the requirement in paragraph 22 of IAS 41 that entities exclude cash flows for taxation when measuring 
the fair value of assets within the scope of IAS 41.  
 
This amendment is effective for annual reporting periods beginning on or after 1 January 2022. 
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(This report is a free translation of the Portuguese version 
 in case of any doubt or misinterpretation the Portuguese version will prevail) 

Report on Limited Review of Interim Condensed Consolidated Financial 
Statements 

Introduction 

We have performed a limited review of the accompanying interim condensed consolidated financial statements of 
Novo Banco, S.A. (“The Group”), which comprise the interim condensed consolidated balance sheet as at June 30, 
2020 (which shows a total of 45,169,207 thousands of euros and total equity of 3,494,453 thousands of euros, 
including a net loss attributable to the shareholders of the Bank of 555,303 thousands of euros), the interim 
condensed consolidated income statement, the interim condensed consolidated statement of comprehensive 
income, the interim condensed statement of changes in consolidated equity and the interim condensed 
consolidated cash flow statement for the six-month period then ended, and accompanying notes thereto, 
including a summary of significant accounting policies. 

Responsibilities of management 

Management is responsible for the preparation of these interim condensed consolidated financial statements in 
accordance with International Financial Reporting Standards as endorsed by the European Union, for interim 
Financial Reporting (IAS 34) purposes, and designing and maintaining an appropriate internal control system to 
enable the preparation of condensed consolidated financial statements that are free from material misstatement, 
whether due to fraud or error. 

Auditor’s responsibilities 

Our objective is to express a conclusion on these interim condensed consolidated financial statements. We 
conducted our limited review in accordance with International Standard on Review Engagements 2410, “Review 
of Interim Financial Information Performed by the Independent Auditor of the Entity” and further technical and 
ethical guidelines from Ordem dos Revisores Oficiais de Contas (the Portuguese Institute of Statutory Auditors). 
These Standards require that our work be conducted for the purpose of expressing a conclusion whether anything 
has come to our attention that causes us to believe that the financial information is not prepared, in all material 
respects, in accordance with International Financial Reporting Standards as endorsed by the European Union, for 
interim Financial Reporting (IAS 34) purposes. 

A limited review of interim financial statements consists of making inquiries, primarily of persons responsible for 
financial and accounting matters, and applying analytical and other review procedures.  

A limited review is substantially less in scope than an audit conducted in accordance with International Standards 
on Auditing (ISA). Accordingly, we do not express an audit opinion. 

Conclusion 

Based on our review, nothing has come to our attention that causes us to believe that the accompanying interim 
condensed consolidated financial statements of Novo Banco, S.A., as at June 30, 2020 have not been prepared, 
in all material respects, in accordance with International Financial Reporting Standards as endorsed by the 
European Union, for interim Financial Reporting (IAS 34) purposes.  
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Novo Banco, S.A. 
Report on Limited Review 

June 30, 2020 

 

Emphasis of matter relating to Covid-19 

Notes 10, 22, 26, 29 and 44 to the interim condensed consolidated financial statements disclose the impacts 
resulting from the Covid-19 pandemic on the results and financial position of the Group, estimated by the 
Executive Board of Directors based in best available information. This estimation includes assumptions, which if 
result differently, may have a material impact on the amount of the presented impacts. Our opinion has not been 
modified in relation to this matter.  
 
 
Lisbon, 27th August 2020 
 
 
Ernst & Young Audit & Associados – SROC, S.A. 
Sociedade de Revisores Oficiais de Contas 
Represented by: 
 
(Signed) 
 
António Filipe Dias da Fonseca Brás – ROC nº 1661 
Registered with the Portuguese Securities Market Commission under license nr. 20161271 
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(This report is a free translation of the Portuguese version 
 in case of any doubt or misinterpretation the Portuguese version will prevail) 

Report on Limited Review of Interim Condensed Separate Financial Statements 

Introduction 

We have performed a limited review of the accompanying interim condensed separate financial statements of 
Novo Banco, S.A. (“The Bank”), which comprise the interim condensed separate balance sheet as at June 30, 
2020 (which shows a total of 44,868,282 thousands euros and total shareholder equity of 3,109,438 thousands 
euros, including a net loss attributable to shareholder of 583,251 thousands euros), the interim condensed 
separate income statement, the interim condensed separate statement of comprehensive income, the interim 
condensed separate statement of changes in equity and the interim condensed separate statement of cash flows 
for the six-month period then ended, and accompanying notes thereto, including a summary of significant 
accounting policies. 

Responsibilities of management 

Management is responsible for the preparation of these interim condensed separate financial statements in 
accordance with International Financial Reporting Standards as endorsed by the European Union, for interim 
Financial Reporting (IAS 34) purposes, and designing and maintaining an appropriate internal control system to 
enable the preparation of interim condensed separate financial statements that are free from material 
misstatement, whether due to fraud or error. 

Auditor’s responsibilities 

Our objective is to express a conclusion on these interim condensed separate financial statements. We conducted 
our limited review in accordance with International Standard on Review Engagements 2410, “Review of Interim 
Financial Information Performed by the Independent Auditor of the Entity” and further technical and ethical 
guidelines from Ordem dos Revisores Oficiais de Contas (the Portuguese Institute of Statutory Auditors). These 
Standards require that our work be conducted for the purpose of expressing a conclusion whether anything has 
come to our attention that causes us to believe that the financial information is not prepared, in all material 
respects, in accordance with International Financial Reporting Standards as endorsed by the European Union, for 
interim Financial Reporting (IAS 34) purposes. 

A limited review of interim financial statements consists of making inquiries, primarily of persons responsible for 
financial and accounting matters, and applying analytical and other review procedures.  

A limited review is substantially less in scope than an audit conducted in accordance with International Standards 
on Auditing (ISA). Accordingly, we do not express an audit opinion. 

Conclusion 

Based on our review, nothing has come to our attention that causes us to believe that the accompanying interim 
condensed separate financial statements of Novo Banco, S.A., as at June 30, 2020 have not been prepared, in all 
material respects, in accordance with International Financial Reporting Standards as endorsed by the European 
Union, for interim Financial Reporting (IAS 34) purposes. 
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Novo Banco, S.A. 
Report on Limited Review 

June 30, 2020 
 

Emphasis of matter relating to Covid-19 

Notes 9, 21 and 27 to the interim condensed separate financial statements disclose the impacts resulting from 
the Covid-19 pandemic on the results and financial position of the Bank, estimated by the Executive Board of 
Directors based in best available information. This estimation includes assumptions, which if result differently, 
may have a material impact on the amount of the presented impacts. Our opinion has not been modified in 
relation to this matter.  
 
 
Lisbon, 27th August 2020 
 
 
Ernst & Young Audit & Associados – SROC, S.A. 
Sociedade de Revisores Oficiais de Contas 
Represented by: 
 
(Signed) 
 
António Filipe Dias da Fonseca Brás – ROC nº 1661 
Registered with the Portuguese Securities Market Commission under license nr. 20161271 
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