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Fitch Ratings-London-11 April 2017: Portugal's efforts to address the legacy problems in
the country's banking sector continue to make gradual progress, Fitch Ratings says. The sale
of Novo Banco would help clarify sovereign exposure to the sector if it is completed as
planned, and follows the recapitalisation of Caixa Geral de Depositos (CGD).

But the outcome of current initiatives to address high non-performing loans remains
unclear, and further costs to the sovereign or the banking sector cannot be ruled out.

State-owned CGD issued EUR500 million of additional Tier 1 capital notes last month,
allowing for a planned EUR2.5 billion capital increase by the state. This restored capital
buffers as outlined in the bank's 2017-2020 strategic plan and was factored into our
affirmation of CGD's ratings on 16 March.

The government raised funds for the recapitalisation of CGD last year and this is reflected
in our debt figures for 2016. Our 2017 deficit forecast of 2.9% of GDP includes 1.1% of GDP
from the CGD transaction. We rate Portugal 'BB+'/Stable.

The Portuguese government also announced an agreement with US private equity firm
Lone Star regarding Novo Banco, the bridge bank that took over some assets and liabilities
from the collapsed Banco Espirito Santo in 2014. Lone Star will inject EUR1 billion of capital
in return for a 75% stake. Portugal's Resolution Fund will retain 25%. The Fund injected
EURA4.9 billion capital into Novo Banco, of which EUR3.9 billion was covered by government
loans and the remainder mostly by loans from Portuguese banks.

The Lone Star deal means that sale proceeds will not be enough for the Resolution Fund to
repay these loans. This is confirmed by the government's decision to extend the maturities
onits loans to the Resolution Fund to 2046. We already anticipated that the gap between
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the capital injected and the sale price will be covered by Portuguese banks' contributions
and that these would be spread over many years to avoid damaging their profitability
further.

We did not include possible positive stock-flow adjustments from planned disposals of bank
assets in our sovereign debt forecasts due to uncertainty over their size and timing.

The latest developments are broadly positive. CGD is in a better position to improve
profitability, and a successful sale of Novo Banco could improve investor sentiment toward
the banking sector. However, the Novo Banco agreement is subject to execution risk. It
requires approval by the EU authorities and the raising of EUR500 million of common
equity tier 1 from a voluntary liability management exercise, the details of which are still
being discussed.

Moreover, the Portuguese government has said that the Resolution Fund may need to
provide additional capital if Novo Banco's capital levels drop below regulatory minimums
due to the performance of designated assets held in a "side bank". The Resolution Fund's
contribution would be capped at EUR850 million annually. If the Fund did not have access to
sufficient funds, the government might provide it with liquidity via a new loan or guarantee,
which would potentially would have an impact on fiscal accounts.
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The above article originally appeared as a post on the Fitch Wire credit market commentary
page. The original article can be accessed at www.fitchratings.com. All opinions expressed
are those of Fitch Ratings.

Media Relations: Peter Fitzpatrick, London, Tel: +44 20 3530 1103, Email:
peter.fitzpatrick@fitchratings.com; Pilar Perez, Barcelona, Tel: +34 93 323 8414, Email:

pilar.perez@fitchratings.com.

Additional information is available on www.fitchratings.com
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independent sources, to the extent such sources are available for a given security orin a
given jurisdiction. The manner of Fitch’s factual investigation and the scope of the third-
party verification it obtains will vary depending on the nature of the rated security and its
issuer, the requirements and practices in the jurisdiction in which the rated security is
offered and sold and/or the issuer is located, the availability and nature of relevant public
information, access to the management of the issuer and its advisers, the availability of pre-
existing third-party verifications such as audit reports, agreed-upon procedures letters,
appraisals, actuarial reports, engineering reports, legal opinions and other reports provided
by third parties, the availability of independent and competent third- party verification
sources with respect to the particular security or in the particular jurisdiction of the issuer,
and a variety of other factors. Users of Fitch’s ratings and reports should understand that
neither an enhanced factual investigation nor any third-party verification can ensure that
all of the information Fitch relies on in connection with a rating or a report will be accurate
and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other
reports. In issuing its ratings and its reports, Fitch must rely on the work of experts,
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verification of current facts, ratings and forecasts can be affected by future events or
conditions that were not anticipated at the time a rating or forecast was issued or affirmed.
The information in this report is provided “as is” without any representation or warranty of
any kind, and Fitch does not represent or warrant that the report or any of its contents will
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the creditworthiness of a security. This opinion and reports made by Fitch are based on
established criteria and methodologies that Fitch is continuously evaluating and updating.
Therefore, ratings and reports are the collective work product of Fitch and no individual, or
group of individuals, is solely responsible for a rating or a report. The rating does not
address the risk of loss due to risks other than credit risk, unless such risk is specifically
mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have
shared authorship. Individuals identified in a Fitch report were involved in, but are not
solely responsible for, the opinions stated therein. The individuals are named for contact
purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for
the information assembled, verified and presented to investors by the issuer and its agents
in connection with the sale of the securities. Ratings may be changed or withdrawn at any
time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice
of any sort. Ratings are not arecommendation to buy, sell, or hold any security. Ratings do
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not comment on the adequacy of market price, the suitability of any security for a particular
investor, or the tax-exempt nature or taxability of payments made in respect to any security.
Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for
rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable
currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues
issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor,
for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or
the applicable currency equivalent). The assignment, publication, or dissemination of a
rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in
connection with any registration statement filed under the United States securities laws,
the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities
laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and
distribution, Fitch research may be available to electronic subscribers up to three days
earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an
Australian financial services license (AFS license no. 337123) which authorizes it to provide
credit ratings to wholesale clients only. Credit ratings information published by Fitch is not
intended to be used by persons who are retail clients within the meaning of the
Corporations Act 2001
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