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Improvements to international financial reporting standards (cycle 2015-2017) - (Applicable in the European Union for years
beginning on or after 1 January 2019)

These improvements involve the clarification of some aspects related to: IFRS 3 - Concentration of business activities: it requires re-
measurement of interests previously held when an entity obtains control over a subsidiary that previously had joint control; IFRS 11 -
Joint ventures: clarifies that there should be no remeasurement of interests previously held when an entity obtains joint control over a
joint transaction; IAS 12 - Income Tax: clarifies that all tax consequences of dividends should be recorded in profit or loss, regardless of
how the tax arises; IAS 23 - Borrowing costs: clarifies that the part of the loan directly related to the acquisition / construction of an
asset, outstanding after the corresponding asset has been ready for the intended use, is, for the purpose of determining the
capitalization rate, considered an integral part of the entity's general financing.

Amendment to IFRS 9: Prepayment features with negative clearing (Applicable in the European Union for years beginning on or
after 1 January 2019)

This amendment allows financial assets with contractual conditions which, in their early amortization, allow the payment of a
considerable amount by the creditor, can be measured at amortized cost or at fair value for reserves (depending on the business model),
since that: (i) on the date of the initial recognition of the asset, the fair value of the early amortization component is insignificant; and (ii)
the possibility of negative compensation in the early amortization is the only reason for the asset in question not to be considered as an
instrument that only includes payments of principal and interest.

Amendment to IAS 28: Long-term investments in associates and joint arrangements (Applicable in the European Union for years
beginning on or after 1 January 2019)

This amendment clarifies that IFRS 9 should be applied (including related impairment requirements) to investments in associates and
joint arrangements when the equity method is not applied in their measurement.

IFRIC 22 - Foreign currency transactions and down payments (Applicable in the European Union for years beginning on or after 1
January 2019)

This interpretation establishes the date of the initial recognition of the advance or deferred income as the date of the transaction for the
purpose of determining the exchange rate of the recognition of the revenue.

IFRIC 23 - Uncertainties in the treatment of income tax (Applicable in the European Union for years beginning on or after 1
January 2019)

This interpretation provides guidance on the determination of taxable income, tax bases, tax losses to be reported, tax credits to be used
and tax rates in scenarios of uncertainty regarding the treatment of income tax.

These standards have not yet been endorsed by the European Union and as such were not applied by the Group (Company) in the year
ended 31 December 2017.

With respect to these standards and interpretations, issued by the IASB but not yet endorsed by the European Union, it is not estimated
that their adoption will result in significant impacts on the accompanying financial statements.

55. CONTINGENT LIABILITIES AND OTHER COMMITMENTS

In accordance with accounting policy 1 z), the main contingent liabilities and other commitments under IAS 37 are as follows:

1. In 2012, the Portuguese Competition Authority initiated an administrative proceeding relating to competition restrictive practices.
During the investigations, on 6 March 2013, several searches were conducted to the Bank’s premises, as well as to at least 8 other credit
institutions, where documentation was seized in order to check for signs of privileged commercial information in the Portuguese
banking market.

The Portuguese Competition Authority has declared that the administrative proceedings are to stay under judicial secrecy, once it
considered that the interests dealt with in the investigation, as well as the parties’ rights, would not be compatible with the publicity of
the process.

The Bank received on 2 June 2015, the notice of an illicit act issued by the Competition Authority relating to the administrative offence
proceedings nr. 2012/9, and was charged of taking part in the exchange of information amongst Banks of the system relating to pricing
already approved and mortgage and consumption loan operations already approved or granted. Concerning the charges brought
forward, the Bank will present its reply to the notice and afterwards, if need be, will present its legal objections. We must point out that a
notice of an illicit act does not imply the making of a final decision concerning the proceedings. If the Competition Authority were to
issue a conviction, the Bank could be sentenced to pay a fine within the limits set forth by the law, which foresees a maximum amount
equivalent to 10% of the consolidated annual turnover registered in the year prior to the making of the decision. Notwithstanding, such
a decision may be contested in court. The proceedings were suspended by the Competition Authority until the legal decision of the
various pending interlocutory appeals.
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In October 2016, the Lisbon Court of Appeal overruled the decision of the Competition, Regulation and Supervision Court which had
decided for the proceedings to be suspended. The Bank appealed to the Constitutional Court on this sentence. The Constitutional Court
denied the appeal and the decision became final.

On 4 July 2017, the Competition Authority notified the Bank on the decision regarding the withdrawal of the suspension concerning the
access to documents deemed as confidential and of the extension of the term for the making of a decision on the illicit act for more 40
days. The Bank has already present its reply.

2. On 20 October 2014, Bank Millennium Poland was notified of a class action against the Bank that aims to assess the "illicit" gains of
the Bank taking into account certain clauses in mortgage loan agreements indexed in CHF. On 28 May 2015, the Regional Court of
Warsaw dismissed the proceedings. On 3 July 2015 the Claimant filed an appeal against this decision, and the Court of Appeal upheld the
appeal by refusing the dismissal of the claim. On 31 March 2016 the Regional Court in Warsaw issued a decision dismissing Bank´s
motion for a security deposit to secure litigation costs. Bank Millennium filed an appeal on this decision on 6 April 2016, which was
denied by the Court of Appeal on 13 July 2016.

On 17 February 2016 the Claimant filed a submission with the Regional Court in Warsaw, extending the claim again by a further 1,041
group members. The Bank has not yet been notified of this submission. On 2 August 2016 the Regional Court in Warsaw issued a
decision ordering the publication of an announcement in the press concerning the commencement of group action proceedings.

Following the Bank’s motion to repeal this decision, the Court suspended its execution, but, on 8 August 2016, it issued another decision
for the case to be heard in group action proceedings. On 31 August 2016 the Bank appealed against this decision. On 16 December 2016
the Court of Appeal in Warsaw overruled decision of the Regional Court for the case to be heard in group action proceedings and
referred the request for the case to be heard in group action proceedings to the Regional Court for re-examination. At a hearing on 15
March 2017 the Regional Court issued decision for the case to be heard in group action proceedings. On 18 April 2017 the Bank filed an
appeal against the above decision; currently the date of reviewing the case by the the Court of Appeal in Warsaw has not been scheduled
yet. On 30 June 2017 the Claimant filed a submission with the Regional Court in Warsaw, extending the claim again by further 676 group
members. The new value of the subject matter of the dispute was indicated as approx. PLN 132.7 million (Euros 31.8 million, including
the values provided in the statement of claim and the previous submissions concerning extension of the claim dated 4 March 2015 and
17 February 2016). On 28 September 2017 the Court of Appeal in Warsaw issued a decision dismissing the Bank’s appeal against the
decision the Regional Court in Warsaw dated 15 March 2017; thus, the decision for the case to be heard in group action proceedings
became final. . On 20 November 2017, the District Court in Warsaw ordered the publication in the newspaper “Rzeczpospolita” that
group proceedings had been initiated. The announcement has not been published yet.

On 3 December 2015 the Bank received notice of a class action lawsuit lodged by a group of 454 borrowers represented by the Municipal
Consumer Ombudsman in Olsztyn pertaining to low down payment insurance used with CHF - indexed mortgage loans. The plaintiffs
demand the payment of the amount of PLN 3.5 million (Euros 0.84 million) claiming for some clauses of the agreements pertaining to
low down payment insurance to be declared null and void. On 3 March 2016 the Bank filed the response to the lawsuit demanding its
dismissal. The first court hearing took place on 13 September 2016 and the court issued the decision on the admissibility of the class
action in this case. On 16 February 2017, the Court of Appeal denied the appeal brought forward by the Bank and the previous sentence
became definitive. On 30 March 2017 the Regional Court in Warsaw dismissed Bank’s motion to oblige the plaintiff to provide security
for costs of proceedings. On 10 April 2017 Bank filed a complaint to the Court of Appeal in Warsaw against the decision dismissing the
motion to provide security. The decision is final. On 28 December 2017, pursuant to the decision from 10 October 2017, the Regional
Court in Warsaw announced the initiation of group proceedings in the newspaper "Rzeczpospolita", thus setting a period of three
months for submitting by interested parties the statements on joining the group.

3. On 28 December 2015 and 5 April 2016, Bank Millennium was notified of two cases filed by clients (PCZ SA and Europejska Fundacja
Współpracy Polsko - Belgijskiej / European Foundation for Polish-Belgian Cooperation (EFWP-B)), in the amount of PLN 150 million
(Euros 35.9 million) and of PLN 521.9 million (Euros 125 million) respectively. The authors allege in their petitions that Bank Millennium
misrepresented certain contractual clauses, which determined the maturity of the credits, causing losses to the Authors. A decision of
the Warsaw Regional Court is awaited. As regards the case brought by PCZ, the Wrocław Regional Court (first instance) on 7 April 2017
issued a verdict favourable to Bank Millennium by rejecting the case.

4. On 21 March 2017, a lawsuit was filed against the subsidiary Bank Millennium by a client in which the amount of PLN 200 million
(Euros 47.9 million) was claimed for the payment of damages and compensation following the blocking of accounts in the context of
insolvency proceedings. The process is currently at an early stage of assessment. In the Bank's opinion, the probability of the customer
winning the process is marginal.

5. On January 3 2018, Bank Millennium received decision of the President of the Office of Competition and Consumer Protection
(UOKIK), in which the President of UOKIK found infringement by the Bank of the rights of consumers. In the opinion of the President of
UOKiK the essence of the violation is that the Bank informed consumers (it regards 78 agreements) in responses to their complaints, that
the court verdict stating the abusiveness of the provisions of the loan agreement regarding exchange rates do not apply to them.
According to the position of the President of UOKiK the abusiveness of contract’s clauses determined by the court in the course of
abstract control is constitutive and effective for every contracts from the beginning. As a result of the decision, the Bank was obliged to:
1) send information on the UOKiK decision to the said 78 clients
2) place the information on decision and the decision itself on the website and on twitter
3) to pay a fine 20.7 mln PLN (Euros 5 million). The decision on the fine is not immediately enforceable.
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The decision of the President of UOKIK is not final. The Bank does not agree with this Decision and lodged an appeal within the statutory
time limit.

6. On 19 January 2018 the Bank has received the lawsuit petition of First Data Polska SA requesting the payment of PLN 186.8 million
(Euros 45 million). First Data claims a share in an amount which the Bank has received in connection with the Visa Europe takeover
transaction by Visa Inc. The plaintiff based its request on an agreement with the Bank on cooperation in scope of acceptance and
settlement of operations conducted with the usage of Visa cards. The Bank does not accept the claim and shall file the response to the
lawsuit petition within the deadline set forth in the law.

7. On 2 August 2016 the President’s Bill on support for FX mortgage borrowers was submitted to the Parliament. The proposed law is to
apply to FX (all currencies) loan agreements signed from 1 July 2000 to 26 August 2011 (when the “Anti-spread Act” came into force).
This Bill concerns the return of part of FX spreads applied by banks.

On 2 August 2017 a new Presidential Bill appeared in Parliament regarding changes in the Act on Support for Distressed Borrowers who
Took Residential Loans. On 13 October 2017 the first reading of the Bill took place in the Sejm and it was sent to a Parliamentary
Committee. The Bill assumes a modification of the existing Borrowers’ Support Fund by separating-out two Funds: Supporting Fund and
Restructuring Fund. As regards the Supporting Fund, the Bill aims to increase availability of money from the fund by means of: relaxing
criteria, which must be satisfied by a borrower applying for support; increasing the maximum amount of support; extending the period,
for which the support is granted; forgiving part of the support granted conditional on punctual repayment to the fund. The Restructuring
Fund is to be used for currency conversion of FX mortgages to PLN. The Bill contains very general regulations and does not specify
criteria of eligibility for such currency conversion and its rules.

Quarterly payments to the Restructuring Fund made by lenders are not to exceed the equivalent of the FX mortgage portfolio and the
rate of 0.5%. The maximum costs for the entire sector, estimated by KNF, are up to PLN 2.8 billion (Euros 671million) in the first year of
operation of the Restructuring Fund. According to the Bill, KNF may issue a recommendation to lenders specifying the principles of
voluntary conversion of receivables for restructuring with consideration of stability of the financial system and effective use of money in
the Restructuring Fund.

Including the two above Bills, so far four draft Acts have been submitted to Parliament and in consequence it is not possible to estimate
the impact of the proposed legislation on the banking sector and the Bank. However, if any of the Bills is adopted and begins to bind
banks, this may lead to significant reduction of the Bank’s profitability and its capital position.

8. On 1 October 2015, a set of entities connected to a group with past due loans to the Bank worth Euros 170 million, resulting from a
loan agreement signed in 2009 - debts already fully provisioned in the Bank's accounts -, filed against the Bank, after receiving the
Bank's notice for mandatory payment, a lawsuit aiming to:

a) deny the obligation to settle those debts to the Bank, arguing that the respective agreement is null, but without the corresponding
obligation of returning the amounts already paid;
b) have the Bank sentenced to pay amounts of around Euros 90 million and Euros 34 million for other debts owed by those entities to
other banking institutions, as well as other amounts, totalling around Euros 26 million, supposedly already paid by the debtors within the
scope of the loan agreements;
c) have the Bank be given ownership of the object of the pledges associated to the aforementioned loan agreements, around 340 million
shares of the Bank, allegedly purchased on behalf of the Bank, at its request and in its interest.

The Bank presented its defence and counterclaim, demanding the payment of the debt. The Plaintiffs submitted their defence against
the counterclaim and the Bank answered in July 2016. The proceedings are waiting for the schedule of a prior hearing or the issue of a
conclusive opening order.

9. RESOLUTION FUND

Resolution measure of Banco Espírito Santo, S.A.

On 3 August 2014, with the purpose of safeguarding the stability of the financial system, the Bank of Portugal applied a resolution
measure to Banco Espírito Santo, S.A. (BES) in accordance with the article 145 C (1.b) of the Legal Framework for Credit Institutions and
Financial Companies (RGICSF), namely by the partial transfer of assets, liabilities, off-balance sheet items and assets under management
into a transition bank, Novo Banco, S.A. (Novo Banco), incorporated on that date by a decision issued by the Bank of Portugal. Within the
scope of this process, the Resolution Fund made a capital contribution to Novo Banco amounting to Euros 4,900 million, becoming the
sole shareholder.

Within this context, the Resolution Fund borrowed Euros 4,600 million, of which Euros 3,900 million were granted by the State and Euros
700 million by a group of credit institutions, including the Bank.

As announced on 29 December 2015, the Bank of Portugal transferred to the Resolution Fund the liabilities emerging from the “eventual
negative effects of future decisions regarding the resolution process that may result in liabilities or contingencies”.
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On 7 July 2016, the Resolution Fund declared that it would analyse and evaluate the diligences to take, following the publication of the
report on the result of the independent evaluation, in order to estimate the level of credit recovery for each category of creditors under a
hypothetical scenario of a normal insolvency process of BES on 3 August 2014.

In accordance with the applicable law, when the BES liquidation process is over, if it is verified that the creditors, whose credits were not
transferred to Novo Banco, would take on a higher loss than the one they would hypothetically take if BES had gone into liquidation right
before the application of the resolution measure, such creditors shall be entitled to receive the difference from the Resolution Fund.

Moreover, following this process, a significant number of lawsuits against the Resolution Fund was filed and is underway.

On 20 February 2017, the Bank of Portugal communicated that it decided to select the potential investor Lone Star to be part of an
exclusive definitive negotiation stage for the conditions under which the sale of the investment that the Resolution Fund held in Novo
Banco, S.A. could be carried out.

On 31 March 2017, the Bank of Portugal made a communication about the sale of Novo Banco, where it states the following: "The Bank
of Portugal selected today the company Lone Star to conclude the sale of Novo Banco. The sale agreement documentation has already
been signed by the Resolution Fund. In accordance with the sale agreement, Lone Star will make capital injections into Novo Banco
totalling Euros 1,000 million, of which Euros 750 million at the moment the operation is completed and Euros 250 million during the
following 3 years. Through this capital injection, the company Lone Star will become the owner of 75% of Novo Banco share capital and
the Resolution Fund will own the remaining 25%.

The conditions agreed also include the existence of a contingent capitalization mechanism, according to which the Resolution Fund, as
shareholder, commits to carry out capital injections if certain cumulative conditions materialize, related with: i) the performance of a
defined group of assets of Novo Banco and ii) the evolution of the bank's capitalization levels.

The eventual capital injections to be made in accordance with this contingent mechanism benefit from a capital buffer resulting from
the capital injection to be made, in accordance with the terms and conditions of the operation, and are subject to an absolute maximum
threshold.

The conditions agreed also foresee mechanisms to safeguard the interests of the Resolution Fund, the alignment of incentives and
supervision, despite the limitations resulting from the application of State supporting rules.”

On 7 July 2017, the European Commission declared its non-opposition to this sale operation.

On 18 October 2017, following the resolution of the Council of Ministers No. 151-A/2017,of 2 October 2017, the Bank of Portugal
communicated the conclusion of the sale of Novo Banco to Lone Star, with an injection by the new shareholder of Euros 750 million,
followed by a further capital increase of Euros 250 million by the end of 2017. With this operation, the condition of Novo Banco as a
transition bank ceased, fully complying with the purposes of the resolution of Banco Espírito Santo.

In February 2018, the European Commission disclosed the public version on the “Decision not to raise objections” to the state aid in the
case of the Resolution of BES. It identifies three support measures of the Resolution Fund and the Portuguese State included in the sale
agreement, associated to a loan portfolio of Euros [10-20] billion [*] (GBV) with a uncertain degree of adequacy of the loan coverage (**):

i) Contingent capital mechanism, in which Lone Star has the right to claim from the Resolution Fund the costs of funding, losses and
provisioning with the assets belonging to this portfolio, up to a maximum amount of Euro 3.89 billion, subject to the fulfilment of a
number of conditions, including a reduction in the capital ratio CET1 to below (8% -13%) (*) (**);

ii) Underwriting by Resolution Fund of the Tier 2 security to be issued by the Novo Banco, up to the amount of Euros 400 million, to the
extent necessary, that if executed will be deducted to the amounts relating to the contingent capital mechanism, thus limiting the
exposure of the Resolution Fund to the Novo Banco to Euros 3,89 billion (**);

iii) The Portuguese State may inject capital into Novo Banco, under certain conditions and through different instruments, in the event
that the total capital ratio reaches values lower than the capital requirements defined under the scope of the Supervisory Review and
Evaluation Process ("SREP") ( **).

(*) Exact value not disclosed by the European Commission for reasons of confidentiality.
(**) As referred to in the European Commission Decision
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On 28 March 2018, the Resolution Fund announced that, following the disclosure of Novo Banco 2017 results, the contingent
capitalization mechanism provided in Novo Banco’s sale agreement reached Euros 792 million, falling within the obligations of the
Resolution Fund. The payment by the Resolution Fund shall be made after the legal certification of Novo Banco accounts and following a
verification procedure, to be carried out by an independent entity. To this end, the Resolution Fund will use, in the first place, the
available financial resources from banking contributions (direct and indirect). These will be complemented by a State loan, under the
terms agreed on October 2017. At this date, the amount of the loan is estimated not to exceed Euros 450 million.

Novo Banco is held by Lone Star and the Resolution Fund, corresponding to 75% and 25% of the share capital respectively.

Resolution measure of Banif – Banco Internacional do Funchal, S.A.

On 19 December 2015, the Board of Directors of the Bank of Portugal announced that Banif was "at risk of insolvency or insolvent" and
started an urgent resolution process of the institution through the partial or total sale of its activity, which was completed on 20
December 2015 through the sale to Banco Santander Totta S.A. (BST) of the rights and obligations of Banif, formed by the assets,
liabilities, off-balance sheet items and assets under management.

The largest portion of the assets that were not sold, were transferred to an asset management vehicle denominated Oitante, S.A.
(Oitante) specifically created for that purpose, having the Resolution Fund as the sole shareholder. For that matter, Oitante issued bonds
representing debt in the amount of Euros 746 million. The Resolution Fund provided a guarantee and the Portuguese State a counter-
guarantee, for which the Oitante has already made a partial early repayment in the amount of Euros 90 million.

The operation also involved state aid, of which Euros 489 million were provided by the Resolution Fund. The Euros 489 million taken by
the Resolution Fund were funded through a loan granted by the State.

In a statement of 21 July 2016, the Resolution Fund announced it had proceeded to the early partial repayment, amounting to Euros 136
million, of the loan obtained from the State in December 2015 to finance the resolution measures applied to Banif. This amount
corresponds to the income of the contribution collected, until 31 December 2015, from the institutions covered by the Regulation of the
Single Resolution Mechanism that was not transferred to the Single Resolution Fund. This amount will be paid to the Single Resolution
Fund by credit institutions that are covered by this scheme over a period of 8 years, starting in 2016.

Liabilities and Financing of the Resolution Fund

Pursuant to the resolution measures applied to BES and Banif and after the agreement of sale of Novo Banco to Lone Star, the Resolution
hold, as at 31 December 2017, all the share capital of Oitante, and 25% of the capital of Novo Banco but without the corresponding
voting rights.

Under the scope of these measures, the Resolution Fund borrowed loans and assumed other responsibilities and contingent liabilities
resulting from:

- Effects of the application of the principle that no creditor of the credit institution under resolution may assume a loss greater than the
one it would take if that institution did not go into liquidation;
- Negative effects resulting from the resolution process that result in additional liabilities or contingencies for Novo Banco, S.A., which
must be neutralized by the Resolution Fund;
- Legal proceedings filed against the Resolution Fund;
- Guarantee granted to the bonds issued by Oitante S.A. totalling Euros 746 million, of which Oitante, S.A. made an early repayment of
Euros 90 million. This guarantee is counter-guaranteed by the Portuguese State;
- Contingent capital mechanism, in which Lone Star has the right to claim from the Resolution Fund the costs of funding, losses and
provisioning with the assets belonging to this portfolio, up to a maximum amount of Euros 3.89 billion, subject to the fulfilment of a
number of conditions, including a reduction in the capital ratio CET1 to below (8% -13%) (*) (**);
- Underwriting by Resolution Fund of the Tier 2 security to be issued by the Novo Banco, up to the amount of Euros 400 million, to the
extent necessary, that if executed will be deducted to the amounts relating to the contingent capital mechanism, thus limiting the
exposure of the Resolution Fund to the Novo Banco to Euros 3,89 billion (**);
- The Portuguese State may inject capital into Novo Banco, under certain conditions and through different instruments, in the event that
the total capital ratio reaches values lower than the capital requirements defined under the scope of the Supervisory Review and
Evaluation Process ("SREP") ( **).

(*) Exact value not disclosed by the European Commission for reasons of confidentiality.
(**) As referred to in the respective European Commission Decision.
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By a public statement on 28 September 2016, the Resolution Fund and the Ministry of Finance communicated the agreement on the
basis of a review of the terms of the Euros 3,900 million loan originally granted by the State to the Resolution Fund in 2014 to finance
the resolution measure applied to BES. According to the Resolution Fund, the extension of the maturity of the loan was intended to
ensure the ability of the Resolution Fund to meet its obligations through its regular revenues, regardless of the contingencies to which
the Resolution Fund is exposed. On the same day, the Office of the Minister of Finance also announced that increases in the liabilities
arising from the materialization of future contingencies will determine the maturity adjustment of State and Bank loans to the
Resolution Fund, in order to maintain the contributory effort required to the banking sector at current levels.

According to the communication of the Resolution Fund of 21 March 2017:

- The conditions of the loans obtained from the Fund to finance the resolution measures applied to Banco Espírito Santo, S.A. and to
Banif – Banco Internacional do Funchal, S.A. were changed”. These loans in the amount of Euros 4,953 million, of which Euros 4,253
million were granted by the Portuguese State and Euro 700 million were granted by a group of banks".
- “Those loans are now due in December 2046, without prejudice to the possibility of being repaid early based on the use of the
Resolution Fund's revenues. The due date will be adjusted so that it enables the Resolution Fund to fully meet its liabilities based on
regular revenues and without the need for special contributions or any other type of extraordinary contributions. The liabilities resulting
from the loans agreed between the Resolution Fund and the Sate and the banks pursuant to the resolution measures applied to BES and
Banif are handled with one another".
- “The revision of the loans' conditions aimed to ensure the sustainability and financial balance of the Resolution Fund".
- "The new conditions enable the full payment of the liabilities of the Resolution Fund, as well as the respective remuneration, without
the need to ask the banking sector for special contributions or any other type of extraordinary contributions".

On 2 October 2017, by Council of Ministers (Resolution No. 151-A/2017), the Portuguese State, as the ultimate guarantor of financial
stability, was authorised to enter into a framework agreement with the Resolution Fund, to make available the necessary financial
resources to the Resolution Fund, if and when it deemed necessary, to satisfy any contractual obligations that may arise from the sale of
the 75% stake in Novo Banco. It is also mentioned that the reimbursement will take into account the stability of the banking sector, i.e.
without the Resolution Funds’ participants being charged special contributions or any other extraordinary contributions.

On 31 December 2016, the Resolution Fund's own resources had a negative balance of Euros 4,760 million, according to the latest
annual report of the Resolution Fund approved by Order No. 913/17 of 26 October 2017, prepared by the Assistant Secretary of State for
Treasury and Finance.

In the State Budget for 2018, an amount of Euros 850 million was recorded as exceptional expenses for medium-term loans to the
Resolution Fund.

To reimburse the loans obtained and to meet other liabilities that it may take on, the Resolution Fund receives proceeds from the initial
and regular contributions from the participating institutions (including the Bank) and from the contribution over the banking sector
(Law 55-A/2010). It is also provided for the possibility of the member of the Government responsible for the area of finance to
determine, by ordinance, that the participating institutions make special contributions, in the situations provided for in the applicable
legislation, particularly in the event that the Resolution Fund does not have resources to fulfil with the their obligations.

Pursuant to Decree-Law no. 24/2013 of 19 February, which establishes the method for determining the initial, periodic and special
contributions to the Resolution Fund, provided for in the RGICSF, the Bank has been proceeding, since 2013, to the mandatory
contributions, as provided for in the decree-law.

On 3 November 2015, the Bank of Portugal issued a Circular Letter under which it is clarified that the periodic contribution to the
Resolution Fund should be recognised as an expense at the time of the occurrence of the event which creates the obligation to pay the
contribution, i.e. on the last day of April of each year, as stipulated in Article 9 of the referred Decree-Law, thus the Bank is recognising
as an expense the contribution to the RF in the year in which it becomes due.

The Resolution Fund issued, on 15 November 2015, a public statement declaring: "...it is further clarified that it is not expected that the
Resolution Fund will propose the setting up of a special contribution to finance the resolution measure applied to Banco Espírito Santo,
S.A., (‘BES’). Therefore, the eventual collection of a special contribution appears to be unlikely."

The regime established in Decree-Law no. 24/2013 establishes that the Bank of Portugal fixes, by instruction, the rate to be applied each
year on the basis of objective incidence of periodic contributions. The instruction of the Bank of Portugal No. 20/2017, published on 19
December 2017, set the base rate to be effective in 2018 for the determination of periodic contributions to the FR by 0.0459% against
the rate of 0.0291% effective in 2017.

Thus, during 2017, the Group made regular contributions to the Resolution Fund in the amount of Euros 8,490,000. The amount related
to the contribution on the banking sector, registered in 2017, was Euros 31,037,000. These contributions were recognized as cost in the
months of April and June 2017, in accordance with IFRIC No. 21 – Levies.
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In 2015, following the establishment of the Single Resolution Fund (‘SRF’), the Group had to make an initial contribution in the amount of
Euros 31,364,000. In accordance with the Intergovernmental Agreement on the transfer and mutualisation of contributions to the SRF,
this amount was not transferred to the SRF but was used instead to partially cover for the disbursements made by the RF in respect of
resolution measures prior to the date of application of this Agreement. This amount will have to be reinstated over a period of 8 years
(starting in 2016) through the periodic contributions to the SRF. The total amount of the contribution, in 2017, attributable to the Group
was Euros 21,466,000, of which the Group delivered Euros 18,246,000 and the remaining was constituted as irrevocable payment
commitment. The Single Resolution Fund does not cover undergoing situations with the National Resolution Fund as at 31 December
2015.

It is not possible, on this date, to assess the effects on the Resolution Fund due to: (i) the sale of the shareholding in Novo Banco in
accordance with the communication of Banco de Portugal dated 18 October 2017; (ii) the application of the principle that no creditor of
the credit institution under resolution may take on a loss greater than the one it would take if that institution did not go into liquidation;
(iii) additional liabilities or contingencies for Novo Banco, S.A. which need to be neutralized by the Resolution Fund; (iv) legal proceedings
against the Resolution Fund, including the legal proceeding filed by those who have been defrauded by BES; and (v) the guarantee
provided to the bonds issued by Oitante.

Despite the possibility foreseen in the applicable legislation concerning the payment of special contributions, taking into consideration
the recent developments in the renegotiation of the conditions of the loans granted to the Resolution Fund by the Portuguese State and
by a group of banks, including the Bank, and the public notice made by the Resolution Fund and by the Office of the Portuguese Ministry
of Finance mentioning that such a possibility will not be used, the financial statements as at 31 December 2017 reflect the Bank's
expectation that no special contributions or other type of extraordinary contributions will be required of the institutions to finance the
resolution measures applied to BES and to Banif.

Eventual alterations regarding this matter may have relevant implications in future financial statements of the Bank.

10. As announced, in 2012 the Bank issued subordinated debt securities in the amount of Euros 3,000 million, convertible into capital in
contingency situations (CoCos), which were subscribed by the Portuguese State and which qualify as Tier I. If the amortization of this
outstanding amount does not occur until 30 June 2017, the unamortized securities will be converted into (ordinary) shares, under
conditions established by law.

Also under the context of timely published information in this respect, the restructuring plan approved by the European authorities
provided for a set of commitments, including those relating to the repayment schedule of these instruments, which could require the
Bank to adopt measures with adverse impact on its activity, financial condition and results of operations.

Until 31 December 2016, Euros 2,300 million of the CoCos were reimbursed and, on 9 February 2017, Banco Comercial Português, S.A.,
reimbursed the remaining Euros 700 million to the Portuguese State. This reimbursement, which marks the return to the normalization
of BCP's activity, had previously been approved by the European Central Bank, subject to the success of the capital increase that BCP
concluded on that date.

The commitments of the Restructuring Plan ceased on 31 December 2017 with the end of the transition period, following the full
reimbursement of the CoCos in anticipation of the defined schedule, and the European Commission confirmed in March 2018 that the
Restructuring Plan had been successfully completed and that the monitoring of the commitments contained therein had been closed.

11. On 31 December 2013, a Memorandum of Understanding was signed with the Trade Unions to implement a temporary adjustment
process, which will allow BCP to reach the targets agreed by the EC with the Portuguese State to reduce staff costs. This agreement,
which entered into force on 1 July 2014, in addition to reducing the remuneration, suspends the promotions, progressions and future
diuturnities that should be paid by the end of 2017. This agreement also foresees that this reduction of salaries will be returned to the
employees, subject to the approval at the General Meeting of shareholders of the Bank, on proposal of the Executive Committee.

In the last week of 2016, the negotiation that had been held since October 2016 with some labour unions was completed with the
objective of reviewing the Collective Labour Agreement ("CLA"), whose main objective was the Bank's ability to maintain adequately the
evolution of short-term staff costs with the lowest possible impact on employees' lives.

This revision of the CLA, which has been in force since February 2017, covered several matters, among which the most relevant are (i)
the commitment to anticipate, by July 2017, the salary replacement that was scheduled for January 2018 and (ii) to raise the retirement
age in order to bring it into line with that of Social Security, which will make it possible to strengthen the sustainability of pension funds.

With the implementation of the Restructuring Plan, the Bank was able to anticipate the full repayment of public funding in February
2017 and for this reason, the Board of Directors decided to bring forward by the end of the transitional period of the wage adjustment to
July 2017.
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12. The Bank was subject to tax inspections for the years up to 2015. As a result of the inspections in question, corrections were made by
the tax authorities, arising from the different interpretation of some tax rules. The main impact of these corrections occurred in the case
of IRC in terms of the tax loss carry forwards and, in the case of VAT, in the calculation of the tax deduction pro rata used for the purpose
of determining the amount of deductible VAT. The additional liquidations / corrections made by the tax administration were mostly
object of contestation by administrative and / or judicial.

The Bank recorded provisions or deferred tax liabilities at the amount considered adequate to offset the tax or tax loss carry forwards, as
well as the contingencies related to the fiscal years not yet reviewed by the tax administration.

56. MOZAMBIQUE'S SOVEREIGN DEBT

Following a period of deceleration in economic activity and increase of inflation, reduction of Republic of Mozambique rating,
depreciation of metical and decrease in foreign direct investment, the Bank of Mozambique has adopted a restrictive policy, with
increases in the reference rate since December 2015, as well as increasing the reserve ratio. This set of factors constrained commercial
banking in Mozambique, pushing it to pursue a strict liquidity management, emphasis on raising funds, despite contributing to the
improvement of net interest income.

According to an International Monetary Fund (IMF) statement dated 23 April 2016, it existed debt guaranteed by the State of
Mozambique in an amount over USD 1 billion that had not been disclosed to the IMF. Following this disclosure, the economic program
supported by the IMF was suspended. According to an IMF statement dated 13 December 2016, discussions were initiated on a possible
new agreement with the Government of Mozambique, and were agreed the terms of reference for an external audit.

In the statements dated of 16 January 2017 and 17 July 2017, the Ministry of Economy and Finance of Mozambique informed the bonds
holders issued by the Republic of Mozambique "US$726.524 million, 10.5%, repayable securities in 2023" that the interest payment due
on 18 January 2017 and 18 July 2017, would not be paid by the Republic of Mozambique.

In June 2017, the Attorney General's Office of the Republic of Mozambique published an Executive Summary regarding the above-
mentioned external audit. On 24 June 2017, the IMF released in a statement that due to the existence of information gaps in this audit,
an IMF mission would visit the country to discuss audit results and possible follow-up measures. Following this visit, the IMF requested
the Government of Mozambique to obtain additional information on the use of the funds.

On 14 December 2017, in a statement from the IMF staff, after the end of the mission held between 30 November and 13 December
2017, it was reiterated the need for the Mozambican State to provide missing information.

In the statement of the Mozambican Attorney General's Office dated 29 January 2018, it is mentioned, among other things, that the
Public Prosecutor submitted to the Administrative Court, on 26 January 2018, a complaint regarding the financial responsability of
public managers and companies participated by the State, participants in the execution and management of contracts for financing,
supplying and providing services related to debts not disclosed to the IMF.

As at 31 December 2017, considering the 66.7% indirect investment in BIM Group, the Bank's interest in BIM's equity amounted to Euros
271,337,000, being the exchange translation reserve associated with this participation a negative amount of Euros 151,710,000. BIM's
contribution to consolidated net income for 2017, attributable to the shareholders of the Bank, amounts to Euros 56,747,000.

On that date, the subsidiary BIM's exposure to the State of Mozambique includes public debt securities denominated in metical classified
as Financial assets available for sale financial assets and Financial assets held to maturity in the amounts of Euros 422,257,000 and
Euros 69,014,000 respectively. These public debt securities mostly have a maturity of less than 1 year.

As at 31 December 2017, the Group has also registered in the balance Loans and advances to costumers, a direct gross exposure to the
Mozambican State in the amount of Euros 282,386,000 (of which Euros 275,588,000 are denominated in metical, Euros 6,410,000
denominated in USD and Euros 388,000 denominated in Euros) and an indirect exposure resulting from sovereign guarantees received in
the amount of Euros 296.004.000 (of which Euros 150,404,000 are denominated in metical and Euros 145,600,000 denominated in USD)
and in the balance Guarantees granted and irrevocable commitments, an amount of Euros 95,544,000 (of which Euros 1,484,000 are
denominated in metical, Euros 94,033,000 denominated in USD and Euros 27,000 denominated in Euros).

According to public information provided by IMF, there are credits granted in default to Mozambican companies, non-state, guaranteed
by the Mozambican State.The ongoing dialogue between the Government of Mozambique, IMF and creditors with the objective of
finding a solution to the debt guaranteed by the State of Mozambique that had not previously been disclosed to the IMF referred to
above. Nevertheless, in March 2018 the Mozambican Government presented proposals regarding this matter, a solution has not yet
been approved to change the Group's current expectations reflected in the financial statements as at 31 December 2017, regarding the
capacity of the Government of Mozambique and public companies to repay their debts and the development of the activity of its
subsidiary Banco Internacional de Moçambique (BIM).
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