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1. Presentation of the Report
Financial market globalization has prompted the appearance of financial activities and instruments that
are outside the reach of domestic bank oversight authorities. On the other hand, differences in national
regulations to which banks were subject created inequalities in international competitive conditions. To
mitigate the effects of these gaps and conditions, the Basel Committee on Banking Supervision was
created in 1974 with the mission of promoting international convergence in capital standards and bank
management practices. The need to add other financial segments to the convergence process led to the
creation of the Financial Stability Board, in 2009, to coordinate the work of the Basel Committee and
other financial activity supervisory bodies.
Currently, the banking segment guidelines defined by these two bodies are organized in accordance with
a structure known as “the three pillars”.
Pillar 1 – Capital Requirement: Sets the minimum capital standards to be required from the banks, as
well as the methodologies to be used to measure credit, market, and operating risks.
Pillar 2 – Supervision Process: Establishes the principles of performance of the banking system
supervisors and sets criteria to address risks not covered under Pillar 1. The risk management processes
are also included in this part of the guidance.
Pillar 3 – Market Discipline: Recommends banks to broadly disclose a set of basic information in such
a manner as for financial market participants to be able to undertake well-grounded assessments of the
risks these institutions incur.
This report seeks to provide stakeholders access to information on risk management in the Bradesco
Organization. It presents a detailed picture of the practices and controls of the main risks to which it is
exposed, thus allowing market agents to appraise its capital adequacy. Also, this report is in accordance
with Basel Committee on Banking Supervision's recommendations, and other BCB’s rules required by the
BCB through Circular Letter 3678, of October 31, 2013.
The Organization believes that risk management is essential to enable the long-term stability of financial
institutions and that transparency in the disclosure of information regarding this activity strengthens the
Organization, contributing to the solid health of the national financial system and society in general. As a
consequence of the continuous risk management process and adoption of the best practices, the
Organization was the first financial institution1 in Brazil authorized by the Central Bank of Brazil, since
January 2013, to use its internal market risk models to calculate regulatory capital. Those models were
already in use for managerial purposes.
This report complies with the requirements of Pillar 3 and should be read with other documents disclosed
by the Organization, such as the Report on Economic and Financial Analysis and the Supplementary
Information to the Report on Economic and Financial Analysis, which present information on all
Organization's activities. For more information, access our Investor Relations website at
www.bradescori.com.br.

1

As per BIS document named “Regulatory Consistency Assessment Programme (RCAP) – Assessment of Basel III
regulations in Brazil”, of December 2013.
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2. Regulatory Risk Indicators – Prudential Conglomerate
jun-17

mar-17

16.7%

15.3%

10.8%

10.8%

12.5%

12.0%

7.5%

7.5%

11.6%

11.2%

6.0%

6.0%

CAPITAL RATIOS
Basel Ratio
Minimum Regulatory Requirement
Tier I Ratio
Minimum Regulatory Requirement
Commom Equity Ratio

1

Minimum Regulatory Requirement
Capital Breakdown - R$ Million
Total Capital (A + B + C)
Tier I Capital (A + B)
Tier II Capital (C)
A. Common Equity
Shareholders' Equity
Prudential Adjustments

103,050
77,322
25,728

92,920
73,123
19,797

71,949
106,808
(34,859)

67,915
104,558
(36,643)

5,374

5,207

C. Tier II Capital
Subordinated Debt

25,728
25,728

19,797
19,797

Risk Weighted Assets

618,611

607,464

550,858
20,530
47,222

546,210
13,097
48,157

B. Additional Capital

Credit Risk Weighted Assets
Market Risk Weighted Assets
Operating Risk Weighted Assets
LEVERAGE RATIO 2
Reference Equity Level I
Total Exposure
LIQUIDITY COVERAGE RATIO (LCR)
Minimum Regulatory Requirement

7.2%
77,322
1,075,254

6.7%
73,123
1,083,956

155.1%

173.4%

80.0%

80.0%

1

The M ain Capital Ratio co nsiders the additio nal Co nservatio n, Systemic Risk and Co untercyclical capital buffers, as established in Reso lutio n 4193/13 and Circular Letters
3768/15 and 3769/15, respectively.
2

The minimum required ratio will be defined up until 2018. Fo r no w, the minimum ratio o f 3% has been used as reference in B asel.
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3. Scope of Risk Management
The Organization applies the broadest scope to its risk management, allowing the risks inherent to the
Economic-Financial Consolidated (includes the regulatory scope of the Prudential Conglomerate and other
companies in the Consolidated) to be duly identified, measured, mitigated, monitored and reported, all in
order to support the development of its activities.

4. Risk Appetite
Risk appetite refers to the types and levels of risk that the Organization generally accepts in the process
of working towards its business and goals, reflecting in its risk and capital management philosophy, which
influences the culture and manner in which the Organization operates.
This appetite is influenced by a number of factors, including, among them, the corporate strategy,
solvency goals, liquidity indexes, portfolio concentration management and definition of types of risk not
accepted in the conduction of business.
The Organization’s risk appetite is defined and formalized by the Board of Directors, which is assisted by
the Integrated Risk Management and Capital Allocation Committee (COGIRAC), and controlled by several
risk limits. Risk appetite is aligned with the Organization’s strategy, proving the engagement of the
governance structure in defining and monitoring risks. The risk monitoring process is a corporation-wide
activity and starts right from the Organization's budget process.

5. Risk Map
Given the complexity and variety of products and services offered to its customers in all market
segments, the Organization is exposed to diverse types of risks stemming from both internal and external
factors. Thus, it is very important that the Organization constantly monitors all the risks in order to
provide all stakeholders with security and comfort. Notable among the main risk types are:
Credit Risk - represented by the possibility of losses due to the non-compliance by either borrower
or the counterparty of their respective financial obligations under the agreed-upon terms, as well as
 the depreciation of the credit agreement resulting from the downgrading of the borrower's credit
rating, the reduction of gains or remuneration, advantages tranted in renegotiation, recovery costs,
and other amounts related to the counterparty's non-compliance with their financial obligations
Counterparty's Credit Risk - represented by the possibility of loss due to the non-compliance by
the counterparty with the obligations relating to the settlement of operations involving financial

asset trading, including the settlement of derivative financial instruments or decrease of the
counterparty's credit standing.
Market Risk - represented by the possibility of financial loss due to fluctuating prices and interest
 rates of the Organization's financial assets as its asset and liability portfolios may show mismatched
maturities, currencies and indexes.
Operational Risk - represented by the possibility of losses arising from faulty, defficient or
 inadequate internal processes, people and systems, or external events. This definition includes legal
risk associated to activities developed by the Organization.
Insurance Risk - resulting from an adverse economic situation, which is contrary to insurance
 company's expectations upon the preparation of its insurance policy, as well as the uncertainties in
estimated provisions.
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Liquidity Risk - represented by the possibility of the Organization not being able to efficiently meet
its obligations, without affecting its daily operations and incurring significant losses, as well as the

possibility of the Organization not being able to trade a position at market price due to its high
amount when compared to the usually traded volume or due to some market discontinuation.



Concentration Risk - represented by the possibility of loss due to significant exposure to a
counterparty, risk factor, product, economic sector or geographic region.

Social and Environmental Risk - represented by potential damages that a business may cause to
the society and environment. Most of social and environmental risks associated to financial

institutions are indirect and result from business relations, including those with the supply chain and
customers through financing and investing activities.
Strategic Risk - represented by the possibility of not accomplishing established objectives due to
 adverse business environment changes or use of inadequate assumptions in decision making
processes.
Legal or Compliance Risk - represented by the possibility of the Organization not conducting its
business in conformity with laws, rules, regulations and codes of conduct applicable to activities,

which may consequently cause damages to its image and financial losses resulting from lawsuits
and legal sanctions.
Reputational Risk - represented by the loss of credibility before customers, competitors,
 government agencies, market or community, resulting from undue and improper actions, acts and
behavior.



Model Risk - represented by the possibility of losses due to models with errors or inconsistencies,
deficiencies or inadequacies in the development process, implementation or use.



Contagion Risk - represented by the possibility of losses at financial institutions due to the
occurrence of adverse events in its related companies and/or relevant equities.

In addition to the main risks described above and considering the business environment in which the
Organization operates, we recognize the importance of constantly monitoring emerging risks that may
adversely impact the Organization’s exposures, as listed below:


Deterioration of Brazil’s economic and fiscal scenarios: increased instability, hindering
governability and preventing or postponing the continuity of necessary tax adjustments, with
adverse impacts, such as currency depreciation (with inflationary effects) and the possibility of
once again hampering economic recovery (another year of GDP decline);



Frustration of global growth: given the fragile global growth, new negative shocks may create
unfavorable conditions in the financial markets, with limited room for monetary and tax stimuli in
some developed countries with little reaction power;



Risk of an increase in the United States inflation rate: a sudden increase in domestic prices could
impair the gradual rise of interest rates in the United States, leading to the risk of capital flight
from emerging countries;



Unpredictable economic environment of U.S.: uncertainty regarding trade policies with China and
Mexico and the new government’s geopolitical stance;
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Impacts of the Brexit and European elections: in addition to the trade channel between the
United Kingdom and Europe (which may decrease), the negative contagion can occur through
political and financial destabilization (populism) in the Euro Zone;



Banking risk in Europe: even with process of de-leveraging of the financial system observed since
2011, some banks still have significant leverage, which makes them sensitive to increases in
defaulting loans;



Geopolitical issues: Tension in Syria and rise of the Islamic State in the Middle East, with an
increasing risk of terrorist attacks in Europe. Other countries, such as Venezuela and North Korea
are also being monitored.

6. Risk Management Process
The activity of risk management is of great strategic importance due to the increasing complexity of
services and products and the globalization of the Organization’s business. The dynamic nature of the
market is conducive to the constant improvement of risk management activity.
The Organization conducts corporate risk control in an integrated and independent manner, preserving
and valuing an environment of collective decision-making in which methodologies, models and tools to
measure and control risks are developed. The Organization also works on training its employees at all
levels, from business areas to the Board of Directors.
The risk management process allows the proactive identification, measurement, mitigation, monitoring
and reporting of risks, which is necessary for the complexity of financial products and the profile of the
Organization's activities, is made up of the following stages:



Identification



Identifying risks related to the Organization´s activies, regarding business,
products and services evaluation and classification in the risk scope.



Calculates expected and unexpected losses through internationally known
methodologies, either under ordinary market conditions or stressful situations.
Compatible measurement tools are used due to the complexity of existing
operations, products and services.



Represents the measures taken by the Organization to reduce risks by
adopting actions that minimize the impact should there be contrary events. For
instance, it comprises internal control activities, the use of security interest,
fiduciary contract, hedges, subscription policies, risk transfer, among others.


Measurement


Mitigation


Monitoring

The Organization has several activities focused on ensuring the proper
behavior of risks, respecting the policies and established limits, and also verifies

the effectiveness of internal controls and correct design of processes and their
updates.


Focuses on all actions involving the disclosure of risk and control information,



6.1.

Reporting

 carried out on a timely basis, involving all levels of the Organization, market and
domestic and foreign regulators.

Risk and Capital Management Policies

The Organization has policies, rules and procedures to manage risks and capital. These instruments
establish the basic operational guidelines laid out by Senior Management in accordance with the
institution’s standards of integrity and ethics and cover all the activities performed by the Organization
and associated companies.
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Policies, standards and procedures ensure that the Organization is structured in accordance with the
nature of its operations, the complexity of its products and services, activities, processes, systems and
the dimension of its risk exposure.
The risk and capital management policies are in line with the Organization’s strategic objectives, the best
national and international practices and in compliance with laws and regulations issued by oversight
bodies. They are reviewed at least once a year by the Board of Directors and disseminated to all
employees and associated companies via the corporate intranet.
 Corporate Governance
 Credit Risk Management
 Market and Liquidity Risk Management
 Operational Risk Management
 Insurance Risk Management
Risk and Capital Management
Policies

 Business Continuity Management
 Hiring and Management of Outsourced Services
 Corporate Sustainability
 Strategy Risk Management
 Capital Management
 Compliance and Internal Control

6.2.

Risk and Capital Management Structure

The risk and capital management structure is made up of committees, which assist the Board of
Directors, the CEO and the Board of Executive Officers in their strategic decision-making process.
The Organization has a committee known as the Integrated Risk and Capital Allocation Management
Committee, whose duty is to advise the Board of Directors in performing its duties in the Capital and Risk
Management and Control.
The bodies that assist this committee are Capital Management Executive Committee, and Risk
Management Executive Committees for a) Credit, b) Market and Liquidity, c) Operational and Social and
Environmental and d) Grupo Bradesco Seguros and BSP Empreendimentos Imobiliários. In addition, it
also is supported by the Products and Services Executive Committee and the Executive Committees in
business areas, which, among other duties, suggest exposure thresholds for their respective risks and
prepare mitigation plans to be submitted to the Integrated Risk and Capital Allocation Management
Committee and the Board of Directors.
It is worth highlighting the Integrated Risk Control Department (DCIR), responsible for implementing risk
control and capital allocation through solid practices and certification of the existence, execution and
effectiveness of controls which ensure acceptable risk levels in the Organization’s processes,
independently, consistently, on a transparent and integrated manner. This Department is also responsible
for complying with the Central Bank of Brazil rules for risk management activities.

9

2Q17 RISK MANAGEMENT

GENERAL SHAREHOLDERS’
MEETING

FISCAL COUNCIL

INTEGRATED RISK MANAGEMENT
AND CAPITAL ALLOCATION
COMMITTEE

BOARD OF DIRECTORS

INTERNAL CONTROLS AND
COMPLIANCE COMMITTEE

CEO

AUDIT COMMITTEE

RISK MANAGEMENT EXECUTIVE
COMMITTEES: CREDIT, MARKET,
LIQUIDITY, OPERATIONAL ,
SOCIAL AND ENVIRONMENTAL
RISK
CAPITAL MANAGEMENT EXECUTIVE
COMMITTEE
RISK MANAGEMENT EXECUTIVE
COMMITTEE OF GRUPO BRADESCO
SEGUROS AND BSP
EMPREENDIMENTOS
IMOBILIÁRIOS
BUSINESS AREAS EXECUTIVE
COMMITTEE

GENERAL INSPECTORATE
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6.3.

CREDIT RISK

MARKET AND
LIQUIDITY RISK

OPERATIONAL RISK

SOCIAL AND
ENVIRONMENTAL RISK

RISK MODELING

INTERNAL CONTROL

Risk and Capital Management Governance

All the levels of the Organization participate in its corporate governance with the aim of optimizing the
Company’s performance and safeguard stakeholders’ interests, also facilitating access to capital, adding
value to the Organization and contributing to its sustainability, mainly through transparency, equal
treatment and accountability. This framework complies with guidelines laid out by the Board of Directors.
In this context, risk and capital are managed through collective decisions based on specific committees.
This process relies on the participation of all corporate governance segments, ranging from Senior
Management to the diverse business, operational, product and service areas.

Board of Directors

Integrated Risk
Management and Capital
Allocation Committee

Approves and revises risk management strategies, and risk and capital
 management structures and policies, including risk appetite and
exposure limits by types of risk.


Validates and submits exposure appetite and limits by types of risk for
approval by the Board of Directors;



Validates and submits risk and capital management policies for
approval by the Board of Directors;

 Ensures compliance with risk management policies;


Monitors risk profile, performance, capital requirements and sufficiency
exposure versus limits and risk control.

Takes note of the rules issued by the Basel Committee on Banking
 Supervision (BCBS), estimate the impacts for its adjustment and
monitor its implementation.
 Revises the integrity of financial statements;
Audit Committee

Recommends to the Board of Executive Officers corrections or
 improvements to policies, practices and procedures identified within
the scope of its duties.
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Internal Controls and
Compliance Committee



Evaluates the effectiveness and compliance of the Organization's
Internal Controls System;



Certifies the compliance of procedures with rules, regulations and
applicable laws;



Submits Semesterly Reports on Compliance with Internals Controls on
the Organization's companies to the Board of Directors.

 Certifies the business risk management process;
Inspectorate/Internal
Auditors



Ensures compliance with policies, rules, standards, procedures and
internal and external regulations;

 Recommends improvements to the internal control environment.
Executive Disclosure
Committee
Executive Committees
Market and Liquidity
Risks
Credit Risk
Operational and social
and environmental Risk
Grupo Bradesco
Seguros and BSP
Empreendimentos
Imobiliários Risks

Capital Management
Executive Committee

Product and Service
Executive Committee

Collection and Recovery
Executive Committee



Supports Senior Management in evaluating the disclosure
transactions and relevant information related to the Organization;

of



Evaluates reports to ensure they are prepared in accordance with
controls and procedures defined for their preparation.

 Guarantee compliance with risk management policies;
 Ensure the effectiveness of the risk management process;
Approve definitions, criteria and procedures to be adopted, in addition
 to methodologies, models and tools used in management and
measurement of risk;


Monitor and evaluate information on risk exposure level, both
consolidated and by area;



Monitor market movements
implications and risks thereof.



Approves capital management methodologies, definitions, criteria and
tools;

and

developments,

evaluating

the

Evaluates and submits for approval by the Risk Management and
 Capital Allocation Committee the policy, structure, documents,
responsibilities, risk appetite, capital plan and capital adequacy report.
Ensures that all risks have been pointed out and are acceptable,
 resolving on the creation, change, suspension or discontinuity of
products and services.


Resolves on proposals for the renegotiation of debts overdue or with
potential risk loss;



Approves corporate
rules, procedures, measures and guidelines
related to the Credit Collection and Recovery;

 Defines limits of authorization to approve debt renegotiation.

Credit Executive
Committee

Executive Treasury
Committee for Asset and
Liability Management



Makes collegiate decisions to verify limits or operations involving credit
risk, proposed by Bradesco Organization's Premises and Companies.

Define strategies for managing assets and liabilities based on an
analysis of the domestic and international political and economic

scenarios and for pricing asset, liability and derivative operations with
Bradesco Organization customers;
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 Evaluate external asset hedging strategies;
Validate the proposed risk exposure tolerance limits and liquidity rule
 and submit them for approval to the Integrated Risk and Capital
Allocation Management Committee.

Treasury Executive
Committee

Strategic Planning
Executive Committee

Define Treasury strategies to optimize results based on the analysis of
domestic and international economic and political scenarios;

Validates and submits for the Integrated Risk Management and Capital
 Allocation Committee's approval of the proposals for tolerance
thresholds of exposure to Treasury risks;


Monitors results, behaviors and risks of the Trading Portfolio, the
mismatches of assets and liabilities, and the clients' portfolio.



Evaluates positions on the strategy risk
mitigation.

and defines actions for its

Aiming at the search for the best practices of Governance and Corporate Conduct within the highest
ethical standards and principles, it has been created The Department of Compliance, Conduct and Ethics
(DCCE), whose mission is to independently ensure that the Organization is aligned with its principles,
legislation and regulations, contributing to the sustainable and ethical development of its business,
society in general and the continuous improvement of Risk Management.

7. Risks: Process, Measurement and Control
7.1.

Credit Risk

Credit risk refers to the possibility of losses associated with the borrower’s or counterparty’s failure to
comply with their financial liabilities under the agreed upon terms, as well as the depreciation of loan
agreements resulting from deterioration in the borrower’s risk rating, the reduction in gains or
remunerations, and also with benefits granted in renegotiations, recovery costs and other amounts
related to the counterparty’s default with their financial obligations.
Credit risk management in the Organization is a continuous and evolving process of mapping,
development, assessment and diagnosis through the use of models, instruments and procedures that
require a high degree of discipline and control during the evaluation of credit proposals in order to
preserve the integrity and autonomy of the processes.
The Organization controls its exposure to credit risk, which mainly results from credit operations,
securities and derivative financial instruments. Credit risk also stems from financial obligations related to
credit commitments or financial guarantees.
In order to ensure the quality expected from the portfolio, special attention is paid to all aspects of the
lending process, credit concentration, guarantee requirements, maturities, amongst others.
The Organization continuously maps all the activities that could possibly generate exposure to credit risk,
classifying them by their probability and magnitude, identifying their managers, as well as their
measurement and mitigation plans.
Counterparty Credit Risk
The counterparty credit risk to which the Organization is exposed is represented by the possibility of loss
due to the counterparty default of their obligations relating to the settlement of operations involving
financial asset trading, including the settlement of derivative financial instruments or reduction of the
counterparty’s credit standing.
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The Organization exercises complete control over its net position (the difference between purchase and
sale agreements) and the potential future exposure of operations involving counterparty risk. All
exposure to counterparty risk is part of the general credit limits set for Organization’s customers.
Normally, guarantees related to this type of operation are margin deposits made by the counterparty to
the Organization or other custodial institutions, which also duly assess their own counterparty risks.

7.1.1.

Credit Risk Management Process

The credit risk management process is conducted in a corporation-wide approach. This process involves
several areas with specific duties, ensuring structural efficiency. Credit risk measurement and control are
conducted in a centralized and independent manner.
The credit risk monitoring area actively participates in improving customer risk rating models, following
up large risks by periodically monitoring major delinquencies and the provisioning levels for expected and
unexpected losses.
This area continuously reviews the internal processes, including the roles and responsibilities and IT
training and requirements, as well as conducts periodical reviews of risk evaluation processes to
incorporate new practices and methodologies.

7.1.2.

Lending Process

In the Credit Department, the lending process is based on the Organization’s Credit Policy, which lays
emphasis on safety, quality and liquidity while investing in credit assets. The risk management
governance permeates the entire process, which fully complies with Central Bank of Brazil rules.
The methodologies adopted value business agility and profitability, with targeted and appropriate
procedures oriented to the granting of credit transactions and establishment of operating limits.
The assessment and classification of the total risk of customers and economic groups, the Organization
considers the quantitative (economic and financial indicators) and qualitative (registration and behavioral
data) aspects of the customers’ capacity to pay their debts.
All business proposals are subject to operational limits, which are included in the Loan Guidelines and
Procedures. At branches, the delegation of power to grant a loan depends on its amount, the customer's
total exposure to the Organization, the collaterals and guarantees posted, the level of restriction and
their credit risk rating. Business proposals with risks beyond these limits are submitted to technical
analysis and approval by the Credit Department.
The Executive Credit Committee was created to decide, within its authority, on queries about assignment
of limits or operations proposed by business areas, previously analyzed and with analysis from the Credit
Department. Depending on the financial amount, operations/limits proposed, from this Committee, may
be submitted for approval by the Board of Directors.
Loan proposals pass through an automated system with parameters to provide indispensable information
for analysis and granting of loans, in addition to the follow-up of the loans granted, minimizing the risks
inherent to the operations.
There are exclusive Credit and Behavior Scoring systems for the assignment of mass loans in the Retail
segment, intended to provide speed and reliability, while standardizing the procedures for loan analysis
and approval.
Business is diversified, wide-spread and aimed at individuals and companies with a proven payment
capacity and solvency, seeking to support them with collaterals and guarantees that are adequate to the
risk assumed, considering the credit lines, amounts and the maturities of the granted loans.
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7.1.3.

Credit Risk Mitigation

Potential credit losses are mitigated by the use of a series of collaterals formally stipulated through legal
instruments, such as conditional sales, liens, mortgages, by guarantees such as third-party sureties or
guarantees, and also by financial instruments such as credit derivatives. The efficiency of these
instruments is evaluated considering the time to recover and realize an asset given as collateral, its
market value, the guarantors’ counterparty risk and the legal safety of the agreements. The main types
of collaterals include: term deposits; financial investments and securities; residential and commercial
properties; movable properties such as vehicles, aircraft; furthermore, security interest also include
commercial bonds such as invoices, checks and credit card bills. Sureties and guarantees may also
include bank guarantees.
Credit derivatives are bilateral agreements where one of the counterparties buys hedge against credit risk
of a specific financial instrument and its risk is transferred to the selling counterparty. Usually, the later
receives a linear remuneration during transaction’s effectiveness. In the event of default, the
counterparty who bought the hedge will be paid, the purpose of which is to mitigate the financial
instrument impairment. In this case, the selling counterparty receives the underlying asset in exchange
for referred payment.

7.1.4.

Credit Risk Rating

The credit risk assessment methodology, in addition to providing data to establish the minimum
parameters for lending and risk management, also enables the definition of special Credit Rules and
Procedures according to customer characteristics and size. Thus, the methodology provides the basis not
only for the correct pricing of operations, but also for defining the appropriate guarantees.
The methodology used also follows the requirements established by National Monetary Council Resolution
4,327 and includes analysis of social and environmental risk in projects, aimed at evaluating customers’
compliance with related laws and the Equator Principles, a set of rules that establish the minimum social
and environmental criteria which must be met for lending.
In accordance with its commitment to the continuous improvement of methodologies, the credit risk
rating of the Organization’s economic groups/customers uses a seventeen-level scale, in which thirteen
levels represent performing loan operations, ensuring greater compliance with the requirements of the
Basel Capital Accord.
The risk ratings for economic groups (companies)
are based on statistical parameterized procedures,
using quantitative and qualitative information and
judgments. Classifications are made on a corporate
basis and periodically monitored so as to preserve
loan portfolio quality.
With respect to individuals, risk ratings are
generally defined based on their registered
reference variables, namely: income, equity,
restrictions and indebtedness, as well as their past
relationship with the Organization, also using
statistical models for credit assessment.
The criteria set forth by National Monetary Council
Resolution 2,682 for recording the necessary
provisions were maintained according to the rating
equivalence shown in the following table.

CMN Resolution 2,682
Rating
AA

A

B

C

Internal Rating Grades
AA1
AA2
AA3
A1
A2
A3
B1
B2
B3
C1
C2
C3

D

D

E

E

F

F

G

G

H

H
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7.1.5.

Controlling and Monitoring

The Organization’s credit risk is controlled and monitored by the credit risk area of the DCIR. The
department advises the Executive Credit Risk Management Committee, in which methodologies for credit
risk measurement are discussed and formalized. Significant issues discussed in this committee are
reported to the Integrated Risk and Capital Allocation Management Committee, which is subordinated to
the Board of Directors.
Additionally to the committee, the area holds monthly meetings with all product and segment executives
and officers, with a view to informing them about the evolution of the loan portfolio, delinquency,
adequacy of allowance for loan losses, loan recoveries, gross and net losses, portfolio limits and
concentrations among others. This information is also reported to the Audit Committee on a monthly
basis.
The area also monitors any internal or external event that may cause a significant impact on the
Organization’s credit risk, such as mergers, bankruptcies and crop failure, in addition to monitoring
industries in which the company is exposed to significant risks.
Both the governance process and existing limits are sanctioned by the Integrated Risk and Capital
Allocation Management Committee, which are submitted for the approval of the Board of Directors, and
are revised at least once a year.

7.1.6.

Internal Reporting

Credit risk is monitored on a daily basis in order to maintain the risk levels within the limits established
by the Organization. Managerial reports on risk control are provided to all levels of business, from
branches up to Senior Management.
Pointing out the risk situations that could impact the liquidity of loans granted to customers, the credit
risk monitoring area provides daily reports, through a corporate system, to the branches, business
segments, as well as the lending and loan recovery areas. This system provides dynamic information
about the loan portfolios and credit bureau information of customers, in addition to enabling comparison
of past and current information, highlighting points requiring a more in-depth analysis by managers.
The Organization also has a corporate system of credit risk indicators to provide the lending and loan
recovery areas, business areas, regional managers and branches with information on assets by segment,
product, region, risk rating, delinquency and expected and unexpected losses, amongst others. This
system provides both a macro-level and detailed view of the information, and also enables a specific loan
operation to be viewed.
The information is viewed and delivered via reports, allowing queries at several levels such as business
segment, divisions, managers, regions, products, employees and customers, and under several aspects
(asset, delinquency, provision, write-off (loss), restriction levels, use of collaterals, portfolio quality by
rating, among others).

7.2.

Social and Environmental Risk

Social and environmental risk refers to the potential damage that an economic activity can cause to
society and the environment. Those risks associated with financial institutions are mainly indirect ones,
arising from business relationships, including those in the supply chain and with customers, in the form of
financing and investment activities.
In constantly seeking to perfect its organizational structure, the Organization centralized the control of
social and environmental risk to DCIR in 2014.

15

2Q17 RISK MANAGEMENT

7.2.1.

Management of Social and Environmental Risk

The process of managing social and environmental risk permits risks to be identified in advance,
measured, minimized, monitored and reported; this is necessary in view of the complexity of the
Organization’s financial products and the nature of its activities.
In this context, the Organization has issued its Social and Environmental Risk Regulations to determine
which credit transactions, real estate guarantees, investments and suppliers should be analyzed in terms
of social and environmental risk. These rules fulfill the Organization’s commitment to implement Equator
Principles III, indicating the situations where credit transactions or financial advice must meet these
requirements.

Equator Principles
A signatory to Equator Principles since 2004, the Organization has since the beginning of 2014 complied
with version III, which introduced a number of changes including broadening the scope of application of
the commitment to corporate project finance and bridge loans. Among the requirements of Equator
Principles III are working conditions and the impact on the community and the environment of projects
financed by the Organization, subject to Brazilian law and the standards and guidelines of the
International Finance Corporation (IFC). During the credit process, these projects undergo a thorough
Social and Environmental Risk analysis that includes the details obtained from studies, licenses,
authorizations, information on the project, and data such as the georeferencing of the undertaking.
In granting loans for major projects, the Organization follows the guidelines contained in the Equator
Principles III, and assesses and monitors projects that present significant risks covered by these
principles.
Implementation of Equator Principles III
The Organization’s Financial Advisory and Project Finance service is structured on Banco Bradesco de
Investimentos (BBI), with the support of the DCIR Social and Environmental Risk Control Area in
presenting the content, application and benefits of compliance with Equator Principles III by the proposed
project.
Transactions involving Project Finance, Corporate Project Lending and Bridge Loans are structured mainly
for the Corporate customers, which is responsible for obtaining and registering business by means of
credit proposals. The economic and financial aspects of these proposals are analyzed by the Credit
Department and social and environmental risk is assessed by the Social and Environmental Risk Control
Area.
This area assesses proposals, analyzes documents, and categorizes projects under Equator Principles III
classifications of High Risk (Category A), Moderate Risk (Category B) or Low Risk (Category C). It then
issues an opinion on social and environmental risk, according to the guidelines contained in the
Principles:
High Risk (Category A) – Projects with potential for significant risks and/or social or environmental
impact, which are multiple, irreversible or unprecedented.
Moderate Risk (Category B) – Projects with potential for limited risks and/or social or environmental
impact, in small numbers, limited in area, easily reversible and speedily controlled by mitigatory
measures.
Low Risk (Category C) – Projects with no or very little risk or negative social or environmental impact,
or with minimal, reversible risks that can be mitigated.
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Loan agreements for transactions approved according to the established internal flow contain social and
environmental obligations which are monitored periodically.
The period that elapsed between the publication of the Principles and their implementation was very
important in terms of lessons learned. During this period it was possible to hold meetings with other
Brazilian bank signatories to discuss the issues involved in implementing Equator Principles III.
Internally, it was possible to plan for suitable processes, training the staff who would be dealing with the
issue and involving the executive forums that are part of the social and environmental risk management
process in the Organization.
For training on the new processes and procedures arising from Equator Principles III, meetings were
arranged with the analysts and managers of the areas involved within the Organization.
To add value to the analysis and control of social and environmental risk, and to help train the team, the
analysts are allocated to working groups on specific issues such as: Contaminated Areas, Sustainable
Finance, Biodiversity and so on. They are also members of the Equator Principles LATAM Brazilian Task
Force and attend meetings with other Brazilian bank signatories to update themselves and share
experiences in respect of Equator Principles III guidelines.

7.2.2.

Controlling and Monitoring

Credit Operations
The Organization oversees the process of analysis, approval, documentation and subsequent monitoring
of transactions covered by Equator Principles III. To this end, the following items are analyzed:




Project Finance Advisory Services for transactions exceeding US$10 million;
Project Finance for transactions exceeding US$10 million;
Corporate Project Lending where
a) the greater part of the loan is directed towards a single project over which the customer
has effective operating control;
b) the total value of the transaction exceeds US$100 million;
c) the Organization’s individual commitment (as a member of a syndicate) is exceeds US$50
million; or
d) the loan has a duration over two years.



Bridge loans for less than two years to be refinanced by Project Finance or Corporate Project
Lending.

In addition to complying with Equator Principles III, the Organization also obeys a set of criteria applying
to social and environmental issues in credit analysis for projects where there is potential social or
environmental risk.
This analysis includes checking for the existence of contaminated areas, as disclosed by the States of São
Paulo, Minas Gerais and Rio de Janeiro, or areas embargoed or assessments drawn up by the Brazilian
Institute for the Environment and Natural and Renewable Resources (IBAMA), licenses, certificates,
archeological reports, environmental impact reports and other environmental studies, as well as
undertaking technical visits when required. To put the potential impact of projects into context, satellite
images with public information are also used to indicate the location of Brazil’s biomes, conservation
units, indigenous lands, caves, mining activities, biodiversity and cities, and to provide other information
to help with a detailed analysis of the place where the project to be financed is located. These studies
help to identify potential social and environmental risks, to be discussed with the customers.
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Decisions taken by the Executive Credit Committee take into consideration social and environmental risks
as well as other economic and financial aspects. Once a loan has been approved, negotiations take place
with the customer and the loan agreement will include social and environmental obligations. Thereafter,
projects that represent potential social and environmental risks are regularly monitored to ensure that
these contractual obligations are fulfilled.
The subjects related to Social and Environmental Risk are discussed in the Operational and Social and
Environmental Risk Management Executive Committee (CEROS).
The Sustainability Committee is responsible for validating the Corporate Sustainability Policy, which helps
senior management to define strategies where involving organizational sustainability, and reports to the
Board of Directors.
Supply Chain
The Organization conducts a Social and Environmental Assessment for Suppliers, to ensure that social
and environmental risks in the supply chain are minimized. Under this program, suppliers are constantly
and permanently assessed for compliance with environmental, labor and occupational health and safety
legislation, and with the international standards and internal guidelines adopted by the Organization.

7.2.3.

Internal Reporting

The topics relating to the analysis and monitoring of social and environmental risks are reported to the
areas involved in the credit transaction and supplier processes, being regularly reported to the Executive
Board and the Board of Directors.

7.3.

Market Risk

Market risk is represented by the possibility of financial loss due to fluctuating prices and interest rates of
the Organization’s financial instruments as its asset and liability transactions may show mismatched
maturities, currencies and indexes.
Market risk is identified, measured, mitigated, controlled and reported. The Organization’s exposure to
market risk profile is in line with the guidelines established by the governance process, with limits duly
monitored independently.
All transactions that expose the Organization to market risk are mapped, measured and classified
according to probability and magnitude, and the whole process is approved by the governance structure.
The market risk management process relies on the participation of all levels of the Organization from the
business areas to the Board of Directors.
In line with the best Corporate Governance practices, to preserve and strengthen the management of
market risk in the Organization, as well as to meet the requirements of CMN Resolution 3,464, the Board
of Directors approved the Market and Liquidity Risk Management Policy, wholly reviewed at least once a
year by the competent committees and the Board of Directors itself, providing the main operational
guidelines for accepting, controlling and managing market and liquidity risk. In addition to this policy, the
Organization has several specific rules that regulate the market risk management process, as follows:


Classification of Operations;



Reclassification of Operations;



Trading of Government and Private Bonds;



Use of Derivatives; and



Hedge.
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7.3.1.

Market Risk Management Process

The market risk management process is conducted in a corporate manner, comprising from business
areas to the Board of Directors; it involves diverse areas, with specific duties in the process, thereby
ensuring an efficient structure, and the measurement and control of market risk is conducted in a
centralized and independent manner. This process allowed the Organization to be the first financial
institution in Brazil authorized by Central Bank of Brazil to use, since January 2013, its internal market
risk models to calculate regulatory capital requirements. This process, approved by the Board of
Directors, is also revised at least once a year by the Committees and the Board itself.

7.3.2.

Limit Definition

Market risk limit proposals are validated by specific committees, ratified by the Integrated Risk and
Capital Allocation Management Committee and submitted for approval by the Board of Directors,
according to the business’ characteristics, and are classified as follows:
Trading Book: it comprises all operations involving financial instruments, including derivatives, held-fortrading or used to hedge other instruments in the Trading Book, which have no trading restrictions. Heldfor-trading operations are those destined for resale, to obtain benefits from actual or expected price
variations, or for arbitrage:


Value at Risk (VaR);



Stress;



P&L (profit and loss);



Financial Exposure / Concentration.

Banking Book: it comprises operations not classified in the Trading Book, arising from Organization’s
other businesses and their respective hedges:


7.3.3.

Interest Rate Risk.

Market Risk Measurement Models

Market risk is measured and controlled using the Stress, VaR, the EVE and Sensitivity Analysis
methodologies, as well as limits for the Management of P&L and Financial Exposure. Using several
methodologies to measure and evaluate risks is of great importance, because they can complement each
other and their combination allows the analysis of different scenarios and situations.
Trading and Regulatory Books
Trading Book risks are controlled using Stress and Value at Risk (VaR) methodologies. The Stress
methodology quantifies the negative impact of economic shocks and events that are financially
unfavorable to the Organization’s positions. The analysis uses stress scenarios prepared by the Market
Risk area and the Organization’s Economic area based on historical and forward looking data for the risk
factors in which the Organization holds a position.
The methodology adopted to calculate VaR (Value at Risk) is the Delta-Normal, with a confidence level of
99% and considering the number of days necessary to unwind the existing exposures. The methodology
is applied to the Trading and Regulatory Books (Trading Book positions plus Banking Book foreign
currency and commodities exposures). It is worth noting that the historical simulation and the Delta–
Gama–Vega models are applied to measure all risk factors to an options portfolio, whichever is the most
conservative. A minimum 252-business-day period is adopted to calculate volatilities, correlations and
historical returns.
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For regulatory purposes, the capital requirements relating to shares of the Banking Book Prudential
Conglomerate are determined through the credit risk evaluation, as per Central Bank of Brazil resolution,
i.e., they are not considered in assessing market risk.
Interest Rate Risk of the Banking Book
The interest rate risk of the Banking Book is measured and controlled using the Economic Value of Equity
(EVE) methodology, which measures the economic impact on the positions according to scenarios
prepared by the Organization’s economic area. These scenarios determine the positive and negative
movements of interest rate curves that may affect Organization’s investments and capital-raising.
The EVE methodology consists of re-pricing the portfolio subject to interest rate variation based on
increases or decreases in the rates used to calculate the present value and the total term of assets and
liabilities. Thus, the economic value of the portfolio is calculated both based on the market interest rates
on the analysis date as well as on scenarios projected. The difference between the amounts obtained for
the portfolio will be EVE, i.e., the interest rate risk attributed to the Banking Book.
To measure the Banking Book interest rate risk, the early loan settlement premise is not used for this
situation. For demand and savings deposits with undetermined maturity, their historical behaviors and
the possibility of maintaining them are analyzed. Thus, after all the deductions from demand and savings
deposits, for example, the reserve requirements held at Central Bank of Brazil, the remaining balance
(free funds) is considered in accordance with the maturity flows of fixed-rate lending operations.

7.3.4.

Financial Instrument Pricing

To adopt the best market prices related to the assessment of financial instruments’ market value, the
Market and Liquidity Risk Management Executive Committee (CEGRIMEL) established the Mark-to-Market
Commission (CMM), which is responsible for approving or submitting mark-to-market models to
CEGRIMEL. CMM is composed of business, back-office and risk representatives, and the risks area
responsible for the coordination of the Commission and for the submission of the matters assessed to the
CEGRIMEL, for reporting or approval, whichever is the case.
Whenever possible, the Bank adopts prices and rates practiced by the Securities, Commodities and
Futures Exchanges and the Secondary Markets. Should these market references not be found, prices
made available by other sources (such as Bloomberg, Reuters and Brokerage Firms) are used. As a last
resort, proprietary models are adopted to price instruments, which also follow the Mark-to-Market
Commission (CMM) approval procedure and are submitted to the Organization’s validation and
assessment processes.
Mark-to-market criteria are periodically reviewed, according to the governance process, and may vary
due to changes in market conditions, creation of new classes of instruments, establishment of new
sources of data or the development of models considered more appropriate.
The financial instruments to be included in the Trading Book must be approved by the Treasury Executive
Committee or the Product and Service Executive Committee and their pricing criteria must be defined by
the CMM.
The following principles for the mark-to-market process are adopted by the Organization:






Commitment: the Organization is engaged in guaranteeing that the prices used reflect the market
value of the operations. Should information not be found, the Organization will use its best efforts
to estimate the market value of the financial instruments;
Frequency: the formalized mark-to-market criteria are applied on a daily basis;
Formality: the CMM is responsible for ensuring the methodological quality and the formalization
of the mark-to-market criteria;
Consistency: the process to gather and apply prices is carried out consistently, to guarantee
equal price to a type of instrument within the Organization;
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Transparency: the methodology must be accessible by the Internal and External Audit and
Independent Model Validation areas and by Regulatory Agencies.

In December 2014, the Brazilian National Monetary Council published Resolution 4389, which amended
Resolution 4277 of 2013. These resolutions set forth the basic procedures that entities must follow in
pricing financial instruments to market value and the guidelines to apply prudential adjustments to these
instruments. According to the abovementioned procedures, the Organization is already aligned with these
resolutions’ guidelines, including applying due prudential adjustments required by regulations.

7.3.5.

Hedge and Use of Derivatives

In order to standardize the use of financial instruments used to hedge the operations and use of
derivatives by the Treasury Department, the Organization created specific rules that were approved by
the competent Committees.
The hedge operations executed by Organization’s Treasury Department must necessarily cancel or
mitigate risks related to mismatches quantities, terms, currencies or indexes of the positions in
Treasury’s books, for which they must use assets and derivatives authorized to be traded in each of their
books to:




Control and classify the operations, respecting the exposure and risk limits in effect;
Alter, modify or revert positions due to changes in market and operating strategies; and
Reduce or mitigate exposure of operations in idle markets, under stress or low liquidity
conditions.

For derivatives classified under the ‘hedge accounting’ category, their effectiveness and accounting
implications have their effectiveness monitored.
Standardized Derivatives and Continued Use Derivatives
The Organization’s Treasury Department may use standardized derivatives (traded in stock exchanges)
and continued use derivatives (traded in over-the-counter markets) to obtain results and create hedges.
The derivatives classified as continuous use ,usually traded in over-the-counter markets, such as vanilla
swaps (interest rates, currencies, Credit Default Swap, among others), forward contracts (i.e.,
currencies), vanilla options (currency, Bovespa Index), among others. Non-standardized derivatives not
classified as continued use or structured operations depend upon the authorization of the competent
Committee.

7.3.6.

Control and Monitoring

Market risk is controlled and monitored by an independent area, the DCIR, which, on a daily basis,
measures the risk of outstanding positions, consolidates results and prepares reports required by the
existing governance process.
In addition to daily reports, Trading Book positions are discussed once a week by the Treasury Executive
Committee, while Banking Book positions and liquidity reports are examined every fifteen days by the
Asset and Liability Management Treasury Executive Committee. At both meetings, results and risks are
assessed and strategies are discussed. Both the governance process and existing thresholds are ratified
by the Integrated Risk and Capital Allocation Management Committee and submitted to approval of the
Board of Directors, and they are revised at least once a year.
Should any threshold controlled by the DCIR be exceeded, the head of the business area responsible for
the position is informed that the threshold was reached, and the Integrated Risk and Capital Allocation
Management Committee is called upon in a timely fashion to make a decision. If the Committee decides
to raise the threshold and/or maintain the positions, the Board of Directors is called upon to approve the
new threshold or revise the strategy position.
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7.3.7.

Internal Reporting

The market risk area provides daily managerial control reports on the positions to the business areas and
Senior Management, in addition to weekly reports and periodic presentations to the Board of Directors.
Reporting is conducted through an alert system, which determines the addressees of risk reports as a
previously determined risk threshold percentage is reached; therefore, the higher the risk threshold
consumption, more Senior Management members receive said reports.

7.4.

Liquidity Risk

The Liquidity Risk is represented by the possibility of the institution not being able to efficiently meet its
obligations, without affecting its daily operations and incurring significant losses, as well as the possibility
of the institution not being able to trade a position at market price due to its high value when compared
to the usually traded volume or due to some market discontinuity.
The understanding and monitoring of this risk is crucial to enable the Organization to settle operations in
an agile and safe manner.

7.4.1.

Liquidity Risk Management Process

The liquidity risk management is conducted in a corporate approach. This process involves several areas
with specific attributions. The measurement and control of liquidity risk is conducted in a centralized and
independent manner, including the daily monitoring of available funds, the compliance with the minimum
liquidity level and contingency planning for stress situations.
One of the objectives of the Organization’s Policy on Market and Liquidity Risk Management, approved by
the Board of Directors, is to establish the rules, criteria and procedures that guarantee the establishment
of the Minimum Liquidity Reserve (RML) for the Organization, as well as the strategy and action plans for
liquidity crisis situations. The policy and controls established fully comply with National Monetary Council
Resolution 4,090.
As part of the criteria and procedures approved, the Organization establishes the minimum daily liquidity
reservs and the types of assets eligible for making up the resources available. It also establishes the
instruments for managing liquidity in a normal scenario and in a crisis scenario and the strategies to be
implemented in each case.

7.4.2.

Controlling and Monitoring

The liquidity risk management process is conducted by the Treasury Department following the positions
determined by the back-office area, which is responsible for providing all the necessary information to the
management process and for monitoring the compliance with the established limits. The DCIR is
responsible for the methodology for measuring minimum liquidity reserve; controlling the established
limits for each entity of the Group, including non-financial firms, and for each type of currency; reviewing
the policies, rules, criteria and procedures; and conducting studies for new recommendations.
Liquidity risk is monitored daily by the business and control areas and at the meetings of the Treasury
Asset and Liability Management Executive Committee, which manages liquidity reserves, with term and
currency mismatches. Monitoring is also handled by the Integrated Risk and Capital Allocation
Management Committee and the Board of Directors.
In addition to the controlling and the monitoring internal methodology, in October 2015 the Organization
began to measure and report to Central Bank of Brazil the Short-Term Liquidity indicator (LCR), as
provided by National Monetary Council Resolution 4,401 of Central Bank of Brazil Circular Letter 3,749.

22

2Q17 RISK MANAGEMENT

7.4.3.

LCR - Liquidity Coverage Ratio

The Liquidity Coverage Ratio (LCR) is designed to ensure that the Organization maintains a sufficient
level of liquid assets to cover liquidity needs in an eventual stress scenario. The LCR is the ratio between
the stock of High Quality Liquid Assets (HQLA) and total net cash outflow, calculated based on a generic
stress scenario. The formula below shows the main components of the indicator:

LCR=

HQLA
Cash Outflows

-

Cash Inflows*

≥ % Required

*Limited to 75% of outflows

In accordance with the LCR implantation schedule, the level of the ratio between high quality liquid
assets and total net cash outflows must comply with the following schedule:
Year

2016

2017

2018

As of 2019

% Required

70%

80%

90%

100%

The stress scenarios parameterization was conducted by the Regulator to capture idiosyncratic
and market shocks, considering the period of thirty days. The items below show some of the
shocks included in the methodology:
• the partial loss of retail and uncollateralized wholesale funding, as well as short-term
funding capacity;
• the additional outflow of funds, contractually foreseen, due to the downgrading of the
institution’s credit rating by up to three levels, including eventual additional collateral
requirements;
• an increase in the volatility of factors that impact collateral quality or the potential
future exposure of derivative positions, resulting in the application of larger collateral
discounts or a call for additional collateral or in other liquidity requirements;
• withdrawals of higher than expected amounts from credit/liquidity lines granted; and
• the potential need to repurchase debt or honor non-contractual obligations in order to
mitigate reputational risk.
High Quality Liquid Assets (HQLA)
HQLA are assets that maintain their market liquidity in periods of stress and that meet the minimum
requirements established by the Central Bank of Brazil, such as, among others, being free of any legal
impediment or restriction; suffering little or no loss in market value when converted into cash; having a
low credit risk; easy and accurate pricing; and being traded in an active and important market, with little
difference between the purchase and sale price, high traded volume and a large number of participants.
These assets are subject to weighting factors which may reduce their value, for example in accordance
with the risk rating of their issuer or the historic variation in their market price, among other
requirements.

Cash Outflows and Inflows
Cash outflows are the result of a reduction in deposits and funding; the maturity of securities issued;
scheduled contractual obligations for the next 30 days; margin adjustments and calls in derivative
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operations; the utilization/withdrawal of credit and liquidity lines granted by the Bank; and contingent
cash outflows.
Cash inflows for the next thirty days correspond to the expected receipt of loans and financings; deposits;
securities; and margin adjustments and easing in derivative operations.

7.4.4.

Internal Reporting

The liquidity risk management process submits reports on a daily basis to the areas involved in its
management and control, as well as the Senior Management. This process comprises several analytical
instruments used to monitor liquidity, such as:






Daily distribution of liquidity control instruments;
Automatic intra-day update of the liquidity reports for appropriate management by the Treasury
Department;
Preparation of reports with past behavior and future simulations based on scenarios;
Daily verification of compliance with minimum liquidity levels; and
Weekly reports to the Senior Management, showing the behavior and expectations related to the
liquidity situation.

The liquidity risk management process also has an alert system that selects the appropriate reporting
level according to the percentage of use of the established limits. Thus, the lower the volume available
resources concerning the minimum reserve of liquidity for stressful situations, the higher the number and
echelon of Senior Management members who receive the reports.

7.5.

Operational Risk

Operational risk is represented by the possibility of losses resulting from faulty, deficient or inadequate
internal processes, people, systems, or external events. This definition includes the legal risk associated
with activities performed by the Organization.

7.5.1.

Operational Risk Management Process

The operational risk management is conducted in a corporate approach. It involves several areas with
specific duties, ensuring an efficient structure. Operational risk measurement and control are conducted
in a centralized and independent manner. Therefore, the following activities are carried out:


Identify, evaluate and monitor operational risks inherent to the Organization’s activities, as well
as new products/services and their conformity with procedures and controls;



Map and treat operational losses recorded to comprise an internal database;



Ensure the integrity of the loss data collected and provide analyses that generate quality
information to the branches, aiming at improving operational risk management;



Measure, control and report the evolution of operational losses assessing effective mitigation
initiatives with the business areas/premises;



Assess with managers, indicators, scenarios, and external operating loss data aiming at, possibly,
incorporating/adjusting processes and controls, as well as at quantifying the impact on the
economic capital;



Assess and calculate the capital necessary for operational risk from the Regulatory and Economic
Capital points of view; and



Prepare reports on operational risk to present to the Committees, the Board of Executive Officers
and related areas.

These procedures are supported by several internal controls, independently certified as to their efficacy
and execution, aiming at ensuring acceptable risk levels in the Organization’s processes.
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7.5.2.

Methodology to Measure the Operational Risk

Pursuant to Central Bank of Brazil Circular Letter 3,640, the Organization adopted the Alternative
Standardized Methodology to calculate the risk-weighted assets corresponding to the Operational Risk.
Moreover, the Organization uses the operational loss internal data, which are used to measure the
operational risk based on internal models. In this context, the Organization classifies the operational risk
events as follows:

Operational Risk Events
Internal Fraud

External Events

External Fraud

Information Technology

Human Resources

Processes

Commercial Relations

The Organization is a member of the worldwide consortium of operational losses database called
Operational Riskdata Exchange (ORX) and uses its information to analyze scenarios and compare
operational losses events with major global banks.

7.5.3.

Controlling and Monitoring

The operational risk is mainly controlled and monitored by the DCIR, an independent area supported by
several areas composing the risk management process.
The DCIR is responsible for coordinating the Internal Control and Operational Risk Commission (CIRO),
which reports to the Operational and Social and Environmental Risk Management Executive Committee
(CEROS), and whose main objectives are to analyze the behavior of operational losses of the business
areas/premises, the efficiency and efficacy of the processes and controls adopted, the methodologies for
provision and their impacts on operational risk management, as well as assess indicators, scenarios and
external data regarding operational losses in order to incorporate/adjust processes and controls.
The DCIR is CEROS’ advisory body, whose purpose is to advise the Chief Executive Officer in the
performance of his or her attributions related to operational risk management, business continuity, social
and environmental risk. Topics of relevance debated at this level are reported to the Integrated Capital
Risk and Allocation Management Committee (COGIRAC), which reports to the Board of Directors.
The Board of Directors approves the governance process, which is revised at least once a year.

7.5.4.

Internal Reporting

Issues related to operational losses, as well as controls and initiatives adopted for their mitigation, are
presented and discussed periodically with the areas involved in the operational risk management process,
including the Senior Management.

7.6.

Business Continuity Management - BCM

The Organization according to ABNT NBR ISO 22300, “Business Continuity” is “the ability of the
organization to keep on delivering goods or services according to previously defined and acceptable levels
after interruption incidents.”
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The procedures adopted after an interruption, which must ensure an acceptable operational level for
critical business processes – whether internal or outsourced –, are provided for in a BCP – Business
Continuity Plan or in a defined continuity strategy whose purpose is to resume the activities and reduce
potential impacts for our customers.
The organizational structure and the governance established regarding Business Continuity include
policies and corporate rules that define the roles and responsibilities that must ensure the update and
efficiency of the plans and strategies in use through the application of tests and exercises in business
units on a regular basis. This process also takes into account the critical processes carried out by service
providers who are considered “Material Third Parties.”
These policies and internal rules are in line with Central Bank of Brazil regulations and the
recommendations of the Basel Committee on Banking Supervision. Business Continuity Management is
under the responsibility of the Integrated Risk Control Department – DCIR of the Business Continuity
Management (BCM) area.

7.6.1.

Business Continuity Management Process

The management process of the business continuity is carried out in a corporate and integrated manner,
in order to accomplish the annual cycle of this activity in the Organization. According to this process, the
units must:
• review critical business processes based on the Business Impact Assessment (BIA);
• assess Business Continuity strategies;
• keep all plans duly reviewed and updated in a corporate tool;
• qualify the persons involved in the activities;
• test all plans and strategies according to the annual planning;
• analyze the outcomes and make the adjustments and improvements required;
• identify, assess and handle all continuity procedures that involve third parties that are deemed
material for the unit’s activities.
The business continuity actions are developed internally, based on the best practices issued by the key
international entities in the sector: DRI International (USA) and BCI - Business Continuity Institute (UK).
It also takes into account national rulings and frameworks, such as ABNT NBR ISO 22301 and ABNT NBR
ISO 22313 standards.

7.6.2.

Control and Monitoring

All stages of the Management process are monitored, controlled, and evidenced, being available to the
Regulatory Bodies, and Internal and External Audits.
The Internal Controls area periodically carries out the assessment of controls concerning the
management of the Business Continuity Management, such as:
• Compliance Report: shows the principal outcomes, positive points and points of attention.
• Corporate Self-assessment: applied on a yearly-basis for a sample of employees, its purpose is to
identify the level of knowledge, understanding and applicability of certain topics, including “Business
Continuity.”
• Administrative Self-assessment: Its purpose is to measure the level of compliance of the Premises to
the Corporate Rules, providing support to the review of procedures and implementation of corrective
actions with focus on the improvement of controls.
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7.6.3.

Internal Communication

Communication actions are accessible to all Premises and employees through: Policies and Rules on
Business Continuity and Material Third Parties, available at the Normative system; Posters showing
information about the Policies adopted; On-line training programs offered in the corporate intranet
system; Quarterly meetings held with the Persons in Charge for PCN; and on-site awareness lectures.

8. Capital Management
8.1.

Capital Management Corporate Process

The Capital Management Corporate Process provides the conditions required to meet the Organization's
strategic goals and face the risks inherent to its activities. It includes the preparation of the capital plan,
identifying the contingency actions to be considered in possible stress scenarios.
The Organization manages capital, in line with the strategic guidelines, involving the control and business
areas, in accordance with the guidelines of the Board of Executive Officers and Board of Directors.
The governance structure for the capital management and the Internal Capital Adequacy Assessment
Process (ICAAP) is composed by Committees and its highest level body is the Board of Directors. The
most important is the Planning, Budget and Control Department (DPOC), whose mission is to provide the
efficient and effective management of the business through strategic management and planning. The
DPOC supports the Top Management by providing analyses and projections of capital requirements and
availability, identifying threats and opportunities that help plan towards the sufficiency and optimization
of capital levels. The Department is responsible for complying with the provisions of the Central Bank of
Brazil regarding capital management activities.

8.2.

Capital Adequacy

Total Capital adequacy is checked daily, aiming to make sure the Organization maintains a solid capital
base in normal situations or in extreme market conditions – and meets the regulatory requirements.
According to a requirement of the Central Bank of Brazil determination, financial institutions must
maintain, permanently, capital (Total Capital) and additional core capital (conservation, countercyclical
and systemic) compatible with the respective risk activities. They are represented by Risk Weighted
Assets (RWA), which is calculated based on, at least, the sum of Credit, market and operational risk
installments.
Additionally, the Organization must maintain enough capital to meet the interest rate risk from operations
not included in the Trading Book (Banking Book’s interest rate risk), calculated using the EVE method.

8.3.

Capital Sufficiency

The capital management is in line with the strategic planning and considers an outlook, that anticipates
any changes in the economic and commercial environment conditions in wich we operate.
The Organization’s capital management aims to ensure, in a permanently way, a solid capital
composition in a permanent way to support the development in its activities and ensure appropriate
coverage of all risks involved. The Organization maintains a managerial capital margin (buffer), which is
added to the minimum regulatory requirements.
The management buffer is defined according to the leading practices and regulatory requirements,
observing aspects such as additional impacts generated by stress scenarios, qualitative risks and risks
not captured by the regulatory model. The Organization considers it appropriate to maintain a Tier I
Capital margin of at least 25% in relation to the minimum capital requirements in the medium and long
term, pursuant to the schedule established by the Central Bank of Brazil for the full adoption of Basel III
guidelines.
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The Organization’s regulatory capital sufficiency can be seen by calculating the Total Capital adequacy
ratio which in this period was 16.7%, of which 12.5% and 11.6% under Tier I and Common Equity Tier I.
In terms of margin, the amount totaled R$ 30.9 billion, allowing for an increase of up to R$ 383.6 billion
in loan operations (Retail).
It is important to highlight that since January 2015, according to the CMN’s Resolution 4,192 which deals
with the methodology for calculating the ratios of Common Equity Tier 1, Tier 1 and Total Capital, the
regulatory scope became the Conglomerate Prudential, the Prudential adjustments went from 60 % to
80% and the use of subordinated debt eligible for capital issued under the previous rules of the Basel III
was from 60% to 50% of the stock of these debts.

8.4.

Capital Forecast

The ICAAP and capital management area is responsible for making simulations and projections of the
Organization’s capital, in accordance with the strategic guidelines, the impacts arising from variations and
trends of the economic and business environment as well as regulatory changes. The results from the
projections are submitted to the Senior Management, pursuant to the governance established.
The projections for the next three years present adequate levels of Common Equity and Tier I Capital
Ratios, considering the incorporation of net profits and the increase in prudential adjustments due to the
increase of the factors established in Article 11 of National Monetary Council Resolution 4,192 for
subsequent periods.
Simulation - Basel III
Based on Basel III rules published by BCB in March and October 2013, which include the definition of
capital and the expansion of risk scope and are being gradually implemented up to 2019, below is the
simulation based on strategic assumptions for the Prudential Conglomerate, taking into consideration the
full compliance with the rules on the reference date of June 2017, i.e., anticipating all the impacts
expected throughout the implementation schedule, according to National Monetary Council Resolution
4,192.

12.5
Limits (5)
2017

11.8

0,9

11.6

(0.5)

0.6

0,9

(0.2)

0.4

12.8

(4)

0,9

11.9

10.9

9,5% Tier I
8,0% Common
Equity

7,5%
Tier I
Common 6,0%
Equity

Tier I Ratio (1)

Schedule of phase-in Risk-weighted assets
arrangements - early rules - early adoption
adoption (2)
(3)

Basel III fully loaded
Tier I Ratio

Common Equity

Limits (5)
01.01.19

Use of tax credits

Goodwill/intangible Basel III simulated fully
assets, net of
loaded Tier I Ratio
amortization and gain
of synergies in HSBC
Brasil integration

Additional Capital

(1) Published (Schedule 80%);
(2) Effect of the full impact. Including the reserve of Goodwill / Intangible paid for the purchase of HSBC Brasil, net of amortization and the reallocation of resources, through the payment of
dividends by the Insurance Group (Grupo Segurador);
(3) Considers the anticipation of the multiplier of installments of market and operational risks, from 9.250% to 8%, in 2019;
(4) Considers the possibility of the Management issuing an additional capital by 2018, with market conditions, the Tier I Capital would be 13.4%; and
(5) Refers to the minimum required, according to Central Bank of Brazil Circular No. 4,193/13, calculated by adding the portions of capital under Circulars No. 3,768 / 15 and 3,769 / 15

9. Independent Risk Model Validation
The Organization uses models to manage and measure risks and capital, based on statistical, economic,
financial and mathematical theories or experts’ knowledge, which support and facilitate the structuring of
critical matters and provide the standardization and streamlined decision-making.
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In order to identify, mitigate and control the risks of the use of models in decision-making processes, the
Organization uses an Independent Model Validation Area (AVIM), whose main objective is to assess
whether the models are working as expected and if their results are suitable to the uses to which they
are designed.
The Independent Models Validation adopts a methodology that includes quantitative and qualitative
aspects, assessing the adaptation of processes, governance, construction of models and their
assumptions and the use and monitoring of models. The results are reported to the managers, the
Internal Audit and the Integrated Risk Management and Capital Allocation Committee.
Therefore, the activities carried out enable the continuous improvement that allows the constant
improvement of the validation scope, which is specific for each model type and may use structures that
have already been implemented and consolidated at the Organization in order to avoid the overlap of
duties.
Qualitative




Model scope: scope of application of the model, which includes its goal, the type of addressed risk,
companies exposed to this type of risk, portfolios, products, segments, channels, among others;
Application of the Model: includes the definition, reasonability in the use of the model's factors,
the flow and the timeliness of the information for the decision-making process;
Technological Environment and Data Consistency: structure of systems and controls involved in
the calculations performed by the model and the process in which the model is inserted. It also
includes data consistency, taking into consideration the functionalities of version and access
controls, backup, traceability, changes in parameters, data quality, system contingency and
automated controls.

Quantitative


Measurement System: challenge to the risk measurement procedures, both base and stress,
including the definition, implementation and internal validation of the method, which consists of
methodology, assumptions, parameters, calculation routine, input data and results;



Backtesting: statistic procedure used to assess the model by comparing the amounts estimated
by the model and the amounts observed within a previously defined period. It includes
methodological, formalization and utilization aspects for model improvement .

The responsibility for executing the independent validation process, that includes the analysis and the
assessment of models, belongs to the Independent Model Validation Area (AVIM), which uses structures
that are already implemented and established in the Organization to avoid overlapping tasks.

10.

Details of Assets and Risk Exposure

10.1. Capital Breakdown
The following are details on the required Total Capital of the Prudential Conglomerate, under the
regulatory approach:
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R$ million
Jun-17

Mar-17

Tier I Capital

77,322

73,123

Common Equity

71,949

67,915

Shareholders' Equity

106,808

104,558

39

34

Non-controlling Interest
Prudential adjustments

1

Additional Capital
Subordinated Debt (according C MN resolution 4,192/13)
Tier II Capital
Subordinated Debt (according C MN resolution 4,192/13)
Subordinated Debt (previous to C MN Resolution No. 4,192/13)
Total Capital
1

(34,898)

(36,677)

5,374

5,207

5,374

5,207

25,728

19,797

16,998

10,147

8,729

9,650

103,050

92,920

A cco rding CM N reso lutio n 4,192/13.

Beginning in January 2017, prudential adjustments went from 60% to 80% and the use of eligible debts
tied to capital issued under the rules prior to the Basel III went from 60% to 50% of the inventory of
these debts.
For more information on Capital and details of subordinated debts, see “Exhibit 1 – Breakdown of
Regulatory Capital and information on adjustments to Capital” and “Exhibit 2 – Main Characteristics of
Regulatory Capital”, available on the website www.bradescori.com.br.
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10.2. Risk-Weighted Assets (RWA)
Below is the evolution of risk-weighted assets (RWA) for the Prudential Conglomerate, regulatory
approach:
R$ million
Risk Weight Asset
Credit Risk
Risk Weight of 0%
Risk Weight of 2%

Jun-17

Mar-17

550,858
-

546,210
-

300

313

Risk Weight of 20%

2,033

1,836

Risk Weight of 35%

10,083

9,783

Risk Weight of 50%

26,547

26,108

Risk Weight of 75%

114,425

113,407

Risk Weight of 85%

127,315

135,334

Risk Weight of 100%

238,186

229,196

Risk Weight of 250%

26,964

25,190

Risk Weight of 300%

2,642

2,727

Risk Weight to 1250%

2,364

2,317

20,530

13,097

15,910

10,919

2,030

2,911

591

623

Market Risk 1
Fixed Rate in Reais
Foreign C urrency C oupon
Price Index C oupon
Interest Rate C oupon

-

-

Shares

472

322

73

26

6,155

4,171

C ommodities
Exposure to Gold, Foreign C urrencies and Exchange

47,222

48,157

C orporate Finance

1,417

1,417

Trading and Sales

1,935

2,870

Operational Risk 2

Retail

9,002

9,002

21,629

21,629

Payment and Settlement

6,040

6,038

Financial Agent Services

3,382

3,382

Asset Management

3,663

3,663

156

156

618,611

607,464

57,222

56,190

Banking Book's Interest Rate Risk

3,912

3,400

Additional Capital (ACPs) 3

9,279

9,112

AC P Conservation

7,733

7,593

AC P Systemic

1,547

1,519

C ommercial

Retail Brokerage

Total Risk Weight Asset
Total Capital Requirement

1

In o rder to calculate the po rtio n relating to expo sures to market risk, the capital requirement will be the maximum between the
internal mo del and 80% o f the standard mo del, acco rding to Central B ank o f B razil Circular Letters 3,646 and 3,674. In June/17 and
M arch/17, the internal mo del was prevailed.
2

Due to reclassificatio n o f so me o peratio ns in business lines o peratio nal risk RWA fo r first half 2017 was recalculated.

3

In 2017, the amo unt o f the A CP -Co nservatio n represents 1.25% o f the RWA amo unt. The A CP -Systemic represents 0.25% o f the
RWA amo unt (Systemically Impo rtance Facto r calculated acco rding to Central B ank o f B razil Circular Letter 3,768 - To tal Expo sure:
R$ 988.5 billio n and GDP : R$ 6 trillio n). The A CP -Co untercyclical represents 0% o f the RWA amo unt, acco rding to Central B ank o f
B razil Release No . 30,499, which was anno unced in M arch, 2017, with RWA being the no n-bank private secto r credit risk
(RWA CP rNB ) o f R$ 475.8 billio n in B razil.
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10.3. Leverage Ratio (LR)
In compliance with Basel Committee’s recommendations, in October 2015 BCB Circular Letter 3,748
which provides for Leverage Ratio (LR) was enacted. This ratio, combined with Basel Ratio, limits the risk
exposure level assumed by financial institutions and evaluates leverage through the ratio between Tier I
Capital and assets recorded at book values, plus off balance sheet exposures (limits, accommodation,
suretyship and derivatives).
The minimum required ratio is expected to be defined from 2018 onwards, for now, the minimum ratio of
3% has been used as a Benchmark. Below, we present a comparison between total exposure and the
Organization’s financial statements, followed by the LR calculation statement:
R$ million
Number
Comparative Summary of Published Financial Statements and Leverage Ratio
of Line
1

Total assets according to published financial statements

2

Adjustment for differences in consolidation of accounts

3

Adjustment for assets assigned or transferred with substantial transfer of risks and benefits and recognized in the books

4

Adjustment for changes in reference values and potential future gains on derivative financial instruments

5

Adjustment for repurchase transactions and securities lending

6
7
8

Total Exposure

Jun-17

Mar-17

1,189,124

1,189,381

(189,832)

(190,528)

(8,277)

(8,203)

584

700

7,649

8,980

Adjustment for transactions not booked in prudential total group assets

108,344

108,272

Other adjustments

(32,338)
1,075,254

(24,645)
1,083,956

R$ million
Number
Leverage Ratio (LR)
of Line

Jun-17

Mar-17

Items shown in the Balance Sheet
1

Balance sheet items other than derivative financial instruments, securities received on loan and resales for settlement
under repurchase transactions.

813,070

2

Adjustments for equity items deducted in calculating Level I

(49,895)

3

Total exposure shown in the Balance Sheet

798,980
(39,147)

763,175

759,833

Transactions using Derivative Financial Instruments
4

Replacement value for derivatives transactions

14,110

16,781

5

Potential future gains from derivatives transactions

14,191

11,423

6

Adjustment for colalteral in derivatives transactions

-

-

7

Adjustment for daily margin held as collateral

-

-

8

Derivatives in the name of customers where there is no contractual obligation to reimburse in the event of bankruptcy or
default of the entities responsible for the settlement system

-

-

9

Reference value adjusted for credit derivatives

584

700

10

Adjustment of reference value calculated for credit derivatives

11

Total exposure for derivative financial instruments

-

-

28,886

28,903

167,210

177,991

Repurchase Transactions and Securities Lending
12

Investments in repurchase transactions and securities lending

13

Adjustment for repurchases for settlement and creditors of securities lending

14

Amount of counterparty credit risk

15

Amount of counterparty credit risk in transactions as intermediary

16

Total Exposure on Repurchase Transactions and Securities Lending

-

-

3,803

3,753

3,837

5,204

174,849

186,948

Off-balance sheet items
17

Reference value of off-balance sheet transactions

297,818

296,796

18

Adjustment for application of FC C specific to off-balance sheet transactions

(189,474)

(188,524)

19

Total off-balance sheet exposure

108,344

108,272

Capital and Total Exposure
20

Level I (A)

21

Total Exposure (B)

22

Leverage Ratio (A/B)

77,322

73,123

1,075,254

1,083,956

7.2%

6.7%
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10.4. Credit Risk
The tables below show the total exposure of assets for the purpose of ascertaining capital needs by type
of exposure, country, region and economic sector.
By Type of Exposure, Country and Region
R$ million
Jun-17

%

Mar-17

%

By Type
C redit Operations (Non-Retail)

149,908

10.9

155,253

11.5

C redit Operations (Retail)

178,030

12.9

177,004

13.1

Guarantees

59,478

4.3

61,451

4.6

C redit Limit

109,836

8.0

105,954

7.9

C ompromised operations

455,023

33.1

421,562

31.3

Securities, Derivatives and Interbank Investments

255,679

18.6

263,283

19.5

168,325

12.2

164,446

12.2

External Market

47,460

3.4

48,237

3.6

Internal Market

1,328,818

96.6

1,300,717

96.4

1,134,427

85.4

1,105,584

85.0

South

77,720

5.8

79,379

6.1

North

18,448

1.4

18,238

1.4

Northeast

63,554

4.8

62,796

4.8

Midwest

34,670

2.6

34,720

2.7

Other Assets

1

By Country

By Region (Domestic Market)
Southeast

Total Exposure

1,376,278

1,348,954

Quarter Average

1,362,616

1,359,847

1

Other Assets refer to Tax C redits and Advances Granted, among other.
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Sector of the economic activity
R$ million
Sector of the economic activity

Jun-17

Public Sector

%

Mar-17

%

224,341

16.3

201,608

14.9

210,760

15.3

188,499

14.0

11,463

0.8

11,000

0.8

2,063

0.1

2,055

0.2

55

0.0

54

0.0

826,905

60.1

824,109

61.1

Legal Entity

564,211

41.0

569,731

42.2

Financial

Government
Oil and Petrochemical
Electrical Energy
Other Sectors
Private Sector

251,374

18.3

229,801

17.0

Miscellaneous Services

44,183

3.2

48,632

3.6

Real Estate and C onstruction Activities

41,951

3.0

44,142

3.3

Retail

30,868

2.2

32,898

2.4

Transportation and C oncession

23,834

1.7

25,655

1.9

Electrical Energy

16,737

1.2

17,817

1.3

Automotive industry

16,246

1.2

18,427

1.4

Holding

13,753

1.0

22,150

1.6

Wholesale

13,163

1.0

13,691

1.0

Steel and Metallurgy

12,413

0.9

12,530

0.9

Food Industry

12,154

0.9

12,817

1.0

Extraction

9,137

0.7

9,143

0.7

Telecommunications

7,011

0.5

7,226

0.5

Sugar and Alcohol

6,975

0.5

7,069

0.5

C onstruction Material

6,806

0.5

6,971

0.5

Paper and Pulp

5,356

0.4

4,803

0.4

C hemistry

5,208

0.4

5,509

0.4

C apital Goods

4,842

0.4

5,991

0.4
0.3

Smoke and drinks

4,764

0.3

4,078

37,438

2.7

40,380

3.0

262,694

19.1

254,378

18.9

325,033

23.6

323,236

24.0

1,376,278

100.0

1,348,954

100.0

Other Sectors
Individual
Other Exposures
Total Exposure

10.4.1.

Credit Transactions

The following charts contain information on the loan portfolio (concept defined by the Central Bank of
Brazil), including exposure to individual credit card limits.
By Type and Industry
R$ million
Jun-17

Mar-17

Government
Public
Rural Loan

Private Sector
Agribusiness

Commerce

Industry

Services

Individuals

Total

3,170

320

2,253

976

8,356

15,075

14,948

0

1,184

2,514

9,107

13,673

6,633

33,112

34,373

3,076

2,700

1,187

35,675

5,335

-

47,972

48,379

6

993

18,190

13,930

34,051

-

67,170

71,018

Other

5,018

664

9,044

7,760

33,948

175,174

231,609

229,962

Total

8,100

8,711

31,255

68,725

87,983

190,164

394,938

398,680

BNDES/Finame Onlending
Imports and Exports
Working C apital, Discount of Bills and Overdraft Account

-

Total

Note: In Individuals, includes the balances of limits in the C redit C ard segment.
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By Type and Region
R$ million
Jun-17

Mar-17
Domestic Market

Southeast
Individuals

South

North

Northeast

Mid-West

Foreign
Market

Average of
quarter

Total

125,567

19,353

7,221

22,111

14,801

190,164

188,810

3,226

2,052

294

303

2,481

-

8,356

8,331

8,306

Real Estate Financing

19,319

4,752

1,203

4,222

3,130

-

32,625

32,447

32,269

Personal Line of C redit (including payroll-deductible loan)

35,017

4,611

3,304

11,998

3,464

C DC /Vehicle Leasing

16,727

972

346

766

660

C redit C ard

42,586

3,607

1,237

3,246

BNDES/Finame Onlending

1,818

1,985

313

Other

6,874

1,373

123,991
3,356

BNDES/Finame Onlending

Rural Loan

1,111

Total
187,457

0.1

58,393

58,037

57,681

-

19,470

19,498

19,526

1,938

746

53,361

52,305

51,249

370

2,147

-

6,633

6,651

6,668

524

1,207

981

365

11,324

11,541

11,759

26,883

3,107

10,577

7,628

32,590

204,775

207,998

211,222

2,971

10

161

221

-

6,719

6,681

6,643

16,676

6,467

449

1,601

1,287

-

26,479

27,092

27,705

Imports and Exports

23,874

4,578

26

281

164

19,050

47,972

48,175

48,379

Working C apital, Discount of Bills and Overdraft Account

36,761

7,984

1,498

4,245

3,254

13,429

67,170

69,094

71,018

Other

43,325

4,883

1,124

4,289

2,703

111

56,434

56,957

57,479

Total

249,558

46,235

10,328

32,688

22,429

33,701

394,938

396,809

398,680

Corporate
Rural Loan

Note: In Individuals, includes the balance of limits in the C redit C ard segment.

By Type and Remaining Maturity
R$ million
Jun-17

Mar-17

Contracts with Remaining Maturity
Between 6
months and
1 year

Between 1
year and 5
years

52,974

22,615

61,317

5,065

1,564

1,673

116

39

3,999
548

Total

Total

53,251

190,164

187,457

54

8,356

8,306

803

31,667

32,625

32,269

3,323

32,927

18,144

58,393

57,681

1,390

17,430

102

19,470

19,526

36,418

15,170

1,767

6.1

53,361

51,249

181

144

3,472

2,836

6,633

6,668

6,647

985

3,245

447

11,324

11,759
211,222

Up to 6
months
Individuals
Rural Loan
Real Estate Financing
Personal Line of C redit (includes payroll-deductible loan)
C DC /Vehicle Leasing
C redit C ard
BNDES/Finame Onlending
Other
Corporate

Above 5
years

54,837

21,262

94,914

33,762

204,775

Rural Loan

2,318

1,299

3,071

31

6,719

6,643

BNDES/Finame Onlending

1,201

2,096

13,971

9,211

26,479

27,705

Imports and Exports

18,673

7,078

16,961

5,260

47,972

48,379

Working C apital, Discount of Bills and Overdraft Account

22,195

8,121

34,134

2,720

67,170

71,018

Other

10,450

2,668

26,777

16,540

56,434

57,479

Total

107,811

43,877

156,231

87,013

394,938

398,680

Note: In Individuals, includes the balance of limits in the C redit C ard segment.
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By Past due loans, Industry and Region
R$ million
Jun-17

Mar-17
Past due
more than
360 days

Past due 15
to 60 days

Past due 61
to 90 days

Past due 91 Past due 181
to 180 days to 360 days

0

0

0

0

-

0

0

0

0

0

-

0

0

11,808

3,943

7,663

10,621

255

34,291

37,987

57

22

20

28

1

128

221

Total

Total

Sector
Government
State
Private Sector
Agribusiness
C ommerce

0

1,132

605

921

1,428

68

4,154

4,599

Industry

910

490

940

1,198

41

3,580

3,513

Services

2,314

813

1,471

1,762

49

6,409

8,124

Individuals

7,394

2,013

4,312

6,204

96

20,020

21,529

11,808

3,943

7,664

10,621

255

34,291

37,987

34.4

11.5

22.3

31.0

0.7

100.0

100.0

Overall Total
% Total

Domestic Market

11,289

3,835

7,357

10,081

242

32,802

36,987

Southeast

7,594

2,446

4,968

6,935

147

22,089

24,767

South

1,261

538

795

1,059

32

3,684

4,221

North

480

138

322

413

10

1,363

1,520

Northeast

1,147

490

780

916

38

3,371

3,567

Mid-West

807

224

492

757

15

2,295

2,912

519

108

307

540

14

1,488

999

11,808

3,943

7,664

10,621

255

34,291

37,987

Foreign Market
Overall Total

By Borrower
%
Prudential Conglomerate
Jun-17

Mar-17

Dec-16

Sep-16

Jun-16

largest debtor

2.2

2.2

2.2

2.2

2.4

10 largest

8.1

8.4

8.5

7.6

8.9

20 largest

12.0

12.7

12.6

11.3

13.2

50 largest

17.4

18.6

18.6

16.6

19.1

100 largest

21.2

23.3

23.0

20.3

23.3

10.4.2.

Changes in Allowance for Loan Losses (ALL)

The changes in allowance for loan losses, including the flow of write-off of the loan portfolio (concept
defined by Central Bank of Brazil):
On June 30, 2017 - R$ million
Government
Public

Agribusiness

Opening balance - ALL as of Mar-17

1

Net Additions

(0)

Write-offs
Closing Balance - ALL as of Jun-17

Private Sector

-

637
44
(99)

1

582

Commerce
4,763
(54)
(160)
4,550

Industry

Services

Individuals

TOTAL

5,795

9,831

18,154

869

366

2,550

3,775

(3,384)

(5,420)

(495)
6,168

(1,281)
8,916

17,319

39,180

37,535

Note: Includes, on June 30, 2017, the amount of R$506,072 thousand, related to the surplus provision of the loan operations guaranteed by standby letter of credit.
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10.4.3.

Loan Assignments and Securitization

A loan assignment is a bilateral agreement by
another institution. The Organization uses these
Assignment for real estate financing operations
with securitization companies, as well as loan
raising funds from investors.

which a financial institution transfers its receivables to
operations to seek opportunities in the financial market.
is one of the most used instruments, and is conducted
assignments to FIDCs, which create an alternative to

Financial asset acquisition, sale or transfer operations, and securitization

R$ million
Jun-17

Operations assigned with co-obligation recorded in memorandum accounts

Mar-17

1,057

1,091

9,731

9,647

FIDC

-

-

Securitization companies

-

-

Exposures assigned with substantial retention of risk and
benefits

Financial institutions

-

-

Special Purpose Entity

6,771

6,639

Other 1

2,960

3,008

1

A ssignment requirements set fo rth in CM N Reso lutio n 2,238.

R$ million
Exposures assigned over the last 12 months which have been
honored or repurchased

apr/17 a
jun/17
45

jan/17 a
mar/17
59

oct/16 a
dec/16
49

jul/16 a
sep/16
39
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R$ million
Exposures acquired - Risk retencion

Jun-17

2

Type of exposure

Mar-17

8,856

9,756

Working capital

62

1,223

203

219

3,535

3,403

C redit card

393

260

Real estate credit

-

-

Finame

218

275

Leasing

0

0

C DC vehicles
Payroll-deductible loans

Sundry receivables

4,444

4,375

Type of assignor

8,856

9,756

Financial Institutions

3,816

4,902

C ompanies

5,040

4,854

2

Risk retentio n: Operatio ns in which the seller o r assigno r retains all o r substantial part o f the risk and transfer the benefits o f the underlying financial assets (CM N
Reso lutio n 3,533).

R$ million
Exposures acquired - Without risk retencion

3

Type of exposure
Working capital
C DC vehicles

Jun-17

Mar-17

1,116

1,200

-

-

1,115

1,196

2

4

Payroll-deductible loans
C redit card

-

-

Real estate credit

-

-

Finame

-

-

Leasing

-

-

Sundry receivables

-

-

Type of assignor

1,116

1,200

1,116

1,200

-

-

Financial Institutions
C ompanies
3

Witho ut risk retentio n: Operatio ns in which the seller o r assigno r transfers all o r substantial part o f the risk alo ng with the benefits o f the underlying financial assets
(CM N Reso lutio n 3,533).

Bellow, we present the information related to proprietary operations assigned with substantial risk
retention and benefits:
R$ million
Securitized Exposures - Type of underlying asset
Mortgage
Rural Loan
1

1

Jun-17

Mar-17

9,731

9,647

6,771

6,639

2,960

3,008

In compliance with requirements of C MN Resolution 2,238.
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Below is the total of securitization exposures composed of investments in securities:
R$ million
Type of securitization

Jun-17

Traditional Securitization

1

Type of securitization bond
FIDC - Without subordination
● Sundry Receivables

2

7,294

7,498

7,294

7,498

735

883

735

883

6,559

6,615

6,559

6,615

3

4

C RI - Without subordination

Mar-17

3

● Mortgage 4
1

Traditio nal securitizatio n is the pro cess where the receivables flo w asso ciated with a gro up o f underlying assets is used to remunerate securitizatio n bo nds.

2

Securities resulting fro m securitizatio n pro cess (CRI, FIDC).

3

Class o f security and its subo rdinatio n to the o thers fo r redemptio n purpo ses: witho ut subo rdinatio n. The Organizatio n has no credit expo sures assigned witho ut any
transfer o r substantial retentio n o f risks and benefits o n the dates referred to in this repo rt.
4

Type o f underlying asset backing the issue: flo w o f receivables fro m custo mers, rentals, purchase and sale agreements between parties, as well as apartment, ho use and
lo t financing agreements.

10.4.4.

Risk Mitigation Instruments

In order to calculate capital requirement for credit risk, following is the total mitigated amount pursuant
to instruments provided for in Articles 36 to 39 of Central Bank of Brazil Circular Letter 3,644, by type of
mitigation instrument and risk weight:
R$ million
Type of Mitigation Instrument
Demand, time and savings account deposits, gold or government
securities
Financial Institution Guarantee

10.4.5.

Risk Weight

Jun-17

Mar-17

0%

434,546

401,789

50%

24,327

23,215

Counterparty Credit Risk Exposure

Below is the notional value of agreements subject to counterparty credit risk to be settled in the clearing
houses where they act as the central counterparty and the amounts related to agreements in which the
clearing houses do not act as the central counterparty, classified as secured and unsecured agreements:
R$ million
Agreements in which the clearing house:

Jun-17

Mar-17

Acts as a central counterparty

305,273

240,859

Does not act as a central counterparty (secured agreements)

376,942

371,112

48,719

57,400

Does not act as a central counterparty (unsecured agreements)

Below are the positive gross amount of collaterals received at operations subject to credit risk:
R$ million
Jun-17
C ollaterals amounts

Mar-17

458,970

425,101

Below is the net overall exposure to counterparty credit risk:
R$ million
Jun-17
Net Global Exposure

Mar-17

14,083

16,752

Below is the notional value of credit derivatives held in the institution’s portfolio:
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R$ million
Jun-17

Mar-17

Transferred Risk

-

-

C redit Default Swap (C DS)

-

-

Received Risk

584

700

C redit Default Swap (C DS)

584

700

Total

584

700

Below is the positive gross amount of collaterals received at operations subject to counterparty credit
risk:
R$ million
Jun-17
Gross positive amount of collaterals

Mar-17

376,942

371,112

10.5. Social and Environmental Risk
10.5.1.

Transactions required from Equator Principles (January-June 2017)

We present the following operation project Finance according to Equator Principles.
Quantity
Breakdown By Category
Category A

Category B
-

Detailed Breakdown By Category

Category A

Category C
-

Category B

Category C

By Sector
Mining

-

-

-

Infrastructure

-

-

-

Oil & Gas

-

-

-

Power

-

1

-

Other

-

-

-

Americas

-

1

-

Europe, Middle East & Africa

-

-

-

Asia and Oceania

-

-

-

Designated

-

-

-

Non-Designated

-

1

-

Yes

-

1

-

No

-

-

-

By Region

By Country Designation

Independent Review

Note: C ategory A (High risk), C ategory B (Medium risk) and C ategory C (Low risk).
R$ million
Jun-17
Project Value

570.9

Bradesco's participation

285.5

In the second quarter of 2017, Advisory Services or Financing of Project Finance were not contracted, as
well as Corporate Loan to Projects under the criteria of Equator III Principles.
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10.6. Market Risk
In this section, we present the evolution of the financial exposure, the VaR calculated using the internal
model and its backtesting, and the Stress Analysis.

10.6.1.

Financial Exposure – Trading Book
R$ million
Jun-17

Risk Factors

Asset

Fixed Rate

31,184

IPC A / IGP-M

Mar-17

Liability
12,077

Asset

Jun-16

Liability

30,313

13,797

Asset

Liability

27,736

4,242

432

472

396

193

305

214

Exchange C oupon

3,454

3,453

4,829

3,174

2,442

2,522

Foreign C urrency

3,500

3,509

4,953

5,033

2,469

2,572

Equity

53

54

217

246

1

4

1,476

715

961

2,915

2,539

911

127

32

420

238

15

33

40,226

20,312

42,089

25,596

35,507

10,499

Sovereign/Eurobonds and Treasuries
Other
Total at the End of the Quarter

10.6.2.

VaR Internal Model – Trading Book

The one-day VaR of Trading Book net of tax effects in the end of the second quarter of 2017 was R$ 25.1
million, and the fixed risk factor had the largest share of the book. VaR increased due to the market’s
high volatility.
R$ million
Risk Factors
Fixed

Jun-17

Mar-17

Jun-16

22.3

12.6

29.8

IPC A / IGP-M

1.0

1.0

0.8

Exchange C oupon

0.1

1.0

0.6

Foreign C urrency

0.2

1.0

1.7

Equity

0.1

0.6

0.0

Sovereign / Eurobonds and Treasury

2.4

4.1

4.4

Other

0.0

0.0

0.4

(1.1)

(4.9)

(3.9)

25.1

15.3

33.8

Average VaR in the quarter

39.0

20.6

20.8

Minimum VaR in the quarter

15.3

11.1

14.3

100.6

30.0

33.8

Correlation / Diversification Effect
VaR at the end of the quarter

Maximum VaR in the quarter

10.6.3.

VaR Internal Model – Regulatory Book

This capital is calculated based on the Regulatory Book, which comprises the Trading Book and the
Foreign Exchange Exposure and the Commodities Exposure of the Banking Book, through the NormalDelta VaR model. In addition, the historical simulation and the Delta–Gama–Vega models are applied to
measure all risk factors to an options portfolio, and the most conservative model is utilized. It is worth
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noting that the value at risk is extrapolated to the regulatory time horizon2 (at least 10 days) through the
root of time method.
R$ million
Risk Factors

Jun-17
VaR

Mar-17

Stressed VaR

VaR

Stressed VaR

Interest rate

78.9

71.9

45.4

98.9

Exchange rate

75.9

86.0

23.3

37.4

0.2

0.2

0.2

0.3

C ommodity price
Share prices

0.4

0.9

1.8

3.2

(5.7)

(21.2)

(11.2)

(22.9)

149.7

137.8

59.6

116.9

156.2

148.9

64.7

132.9

Correlation / Diversification Effect
VaR at the end of the quarter

Average VaR in the quarter
Minimum VaR in the quarter
Maximum VaR in the quarter

47.7

76.2

32.6

74.2

369.3

236.9

115.1

211.2

To calculate the regulatory capital requirement according to the internal model, it is necessary to take
into consideration the rules described by BCB Circular Letters 3,646 and 3,674, such as the use of VaR
and Stressed VaR net of tax effects, the average in the last 60 days and the multiplier.

10.6.4.

VaR Internal Model – Backtesting

The risk methodology applied is continuously assessed using backtesting techniques, which compare the
one-day period VaR with the hypothetic P&L, obtained from the same positions used in the VaR
calculation, and with the effective P&L, also considering the intraday operations for which VaR was
estimated.
The main purpose is to monitor, validate and assess the adherence of the VaR model, and the number of
disruptions occurred must be compatible with the number of disruptions accepted by the statistical tests
conducted for the confidence level established. Another objective is to improve the models used by the
Organization through analyses carried out for different periods and VaR confidence levels, both for Total
VaR and risk factor.
Daily hypothetical and effective P&L over the last 250 business days surpassed their respective VaR four
and three times, respectively with a confidence level of 99%.
According to the document published by the Basel Committee on Banking Supervision 3, disruptions are
classified as “either bad luck or the markets not behaving as expected by the model”, i.e., volatility was
significantly higher than expected and/or the correlations differed from those forecasted by the model.

10.6.5.

Stress Analysis – Trading Book

The Organization assesses daily the possible impacts on positions in stress scenarios for the next 20
days, with the limit established via the governance process. Thus, considering the effect of diverse risk
factors and amounts net of tax effects, the possibility of average loss estimated in a stress situation
would be R$ 224 million in the second quarter of 2017, and the maximum estimated loss would be R$
366 million.

2

The maximum amount between the book’s holding period and ten days is adopted. This is the minimum regulatory
horizon required by BCB.
3
Supervisory Framework for the use “Backtesting” in Conjunction with the Internal Models Approach to Market Risk
Capital Requirements of January 1996.
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R$ million
Jun-17

Mar-17

Jun-16

At the end of the quarter

115

189

300

Average in the quarter

224

238

162

97

125

106

366

388

300

Minimum in the quarter
Maximum in the quarter

10.6.6.

Derivatives

The three charts below show the Organization’s exposure on derivatives, segregated by risk factor
(interest rates, exchange rate, stock and commodity prices), market (over-the-counter and stock
exchange) and place of operation (Brazil or abroad):
On June 30, 2017 - R$ million
Risk Factor

Interest Rate

Exchange Rate

Stock Price

C ommodity Prices

Market
OTC
Exchange

Brazil

Abroad

Long Position

Short Position

Long Position

Short Position

36,236

40,341

10,828

14,688

105,969

96,998

7,802

45,823

OTC

16,682

29,438

11,581

12,635

Exchange

14,423

49,351

-

15

OTC

13

15

-

-

Exchange

78

366

-

199

OTC

8

52

-

-

Exchange

-

-

50

9

On March 31, 2017 - R$ million
Risk Factor

Interest Rate

Exchange Rate

Stock Price

C ommodity Prices

Market

Brazil

Abroad

Long Position

Short Position

Long Position

Short Position

OTC

38,389

42,872

10,197

15,342

Exchange

62,610

77,036

8,587

58,937

OTC

16,124

30,545

11,595

12,219

8,648

37,761

65

71

17

36

-

-

106

224

-

64

15

33

-

-

-

-

24

7

Exchange
OTC
Exchange
OTC
Exchange

On June 30, 2016 - R$ million
Risk Factor

Interest Rate

Exchange Rate

Stock Price

C ommodity Prices

Market

Brazil

Abroad

Long Position

Short Position

Long Position

Short Position

OTC

22,570

26,815

9,547

9,149

Exchange

90,930

71,198

12,240

9,833

OTC

11,041

16,222

13,138

13,349

Exchange

21,621

57,419

-

-

OTC

65

23

-

-

168

362

-

-

OTC

5

18

-

-

Exchange

-

1

17

4

Exchange
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10.7. Liquidity Risk
The table below shows the average LCR Conglomerate Prudential for the first and second quarter of
2017:
(R$ thousand)
Information on the Liquidity Coverage Ratio (LCR)
jun-17**
Average Amount1
Number
of Line
1
Number
of Line

mar-17*

Weighted Average
Amount2

Average Amount1

Weighted Average
Amount2

High Quality Liquid Assets (HQLA)
Total High Quality Liquid Assets (HQLA)

119,408,160

145,836,662

Cash Outlows

2

Retail funding:

3

Stable funding

206,386,192

15,193,764

209,814,315

130,227,035

3,906,811

129,186,330

4

Less stable funding

5

Non-collateralized wholesale funding:

6

Operating deposits (all counterparties) and affiliated cooperative
deposits

7

3,875,590

76,159,157

11,286,953

80,627,985

11,784,694

114,859,550

54,932,839

120,441,658

55,110,198

7,940,953

238,229

7,640,330

229,210

Non-operating deposits (all counterparties)

106,006,603

53,782,616

111,225,451

53,305,110

8

Other non-collateralized wholesale funding

911,994

911,994

1,575,877

9

Collateralized wholesale funding

10

Additional requirements:

11

Related to exposure to derivatives and other collateral requirements

12

Related to funding losses through the issue of debt instruments

13

Related to lines of credit and liquidity

14

Other contractual obligations

15

Oher contingent obligations

16
Number
of Line

4,543,707

15,660,284

1,575,877
5,623,741

97,984,764

13,260,610

99,396,957

16,240,665

15,906,700

7,091,010

17,341,641

10,068,001

1,839

1,839

8,962

8,962

82,076,225

6,167,762

82,046,353

6,163,702

25,117,718

23,546,665

26,999,259

26,999,259

139,537,743

5,150,138

146,498,527

Total cash ouftlows

116,627,723

5,266,802
124,900,948

Cash Inflows

17

C ollateralized loans

18

Outstanding loans whose payments are fully up-to-date

19

Other cash inflows

20

Total cash intlows

21

Total HQLA

22

Total net cash outflow

23

LCR (%)

1

To tal balance o f cash inflo w/o utlo w item.

2

To tal balance o f cash inflo w/o utlo w item after applicatio n o f weighting facto rs.

3

To tal balance o f cash inflo w/o utlo w item after applicatio n o f weighting facto rs and limits.

166,949,989
34,163,149
21,231,041
222,344,179

21,886,609
17,738,480
39,625,089

184,591,688
34,811,884
22,091,129
241,494,701

22,347,580
18,446,156
40,793,736

Total Adjusted Amount3

Total Adjusted Amount3

119,408,160

145,836,662

77,002,634

84,107,212

155.1%

173.4%

* Calculated based o n the simple average o f the quarters - 2016 (63 o bservatio ns).
** Calculated based o n the simple average o f the quarter (61o bservatio ns).

The reported amount of net assets (HQLA) essentially comprises federal government bonds, in addition to
returns from reserve requirements in the Brazilian Central Bank. These net assets amounted R$ 119.4
billion, on average, in the second quarter of 2017, versus R$ 145.8 billion, on average, in the first
quarter of 2017.
Related to the cash outflows, based on the regulatory stress scenario (item 16), about 60% are
redemptions and non-renewal retail and wholesale funding without collateral (unsecured), as shown in
itens 2 and 5 in the above table.
Another relevant group refers to the item "Other contractual obligations" (item 14), which mainly
includes the output streams of onlending operations, credit cards and trade finance.
Regarding cash inflows, corresponding to R$ 39.6 billion in the middle of the second quarter of 2017, the
proceeds of loans (partial renewal) stand out, the inflows of Trade Finance operations, cash and
redemptions of securities in addition and the inflow of transfer and credit card operations.
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11.

Exhibits

The exhibits described below are available at www.bradescori.com.br
Total Capital Structure and Suitability Information of Total Capital (Exhibit 1)
Exhibit 1 shows the calculation of the Total Capital.
Key features - Total Capital Instruments (Exhibit 2)
Exhibit 2 shows the information about each integral instrument according to the Total Capital.
Balance sheet (Exhibit 3)
Exhibit 3 presents a comparison between the Prudential Conglomerate balance sheet and the balance
sheet published in the Full Accounting Statements.
Institutions Participating in the Prudential Conglomerate (Exhibit 4.a.)
Exhibit 4.a. shows the scope of the publication, in addition to the Prudential Conglomerate’s institutions,
the following companies are also part of the consolidation.
The regulatory scope to measure capital sufficiency since January 2015 is the Prudential Conglomerate,
according to Central Bank of Brazil’s rules. However, it is worth noting that other companies of the
Economic and Financial Consolidated Group also participate in the Organization’s risk management
process. For these companies, all the risks inherent to their activities are evaluated, especially Bradesco’s
Insurance Group companies, which also comply with regulatory capital rules, either through the rules of
Susep or Agência Nacional de Saúde Suplementar ANS, depending on their operating segment.
At Bradesco’s Insurance Group, besides market, credit, operational, liquidity risk, among others, we point
out the insurance risk, which is the main risk an insurance company is exposed to. This risk results from
an adverse economic situation that would go against the insurance company’s expectations, at the time
of preparing the insurance policy, with regard to existing uncertainties, both in terms of definition of
actuarial premises and the creation of technical provisions and calculation of premiums and contributions.
Thus, it is the risk that the frequency or severity of claims or benefits is greater than those estimated by
the company.
Insurance risks are managed by the Department of Actuarial Studies and Risk Management, Bradesco’s
Insurance Group, which also belongs to the Organization's risk management structure. One of its main
duties is to develop an internal model for the calculation of economic capital based on insurance risks.
The management process complies with all policies, rules and procedures of the Organization and seeks
to diversify insurance operations in order to ensure a balanced portfolio sustained by the grouping of
risks with similar characteristics, thereby reducing the impact of isolated risks.

Relevant Institutions (Exhibit 4.b.)
In Exhibit 4.b. we present the list of the main companies, with a direct and indirect interest, included in
the accounting statements.

Equity Interests (Exhibit 4.c.)
We highlight in Exhibit 4.c. the information on the companies’ equity interests.
The equity interests are measured by the equity method or by the cost method. The equity interests
abroad are recorded by the original amount in foreign currency, converted into Reais, by the conversion

45

2Q17 RISK MANAGEMENT
rate on the investment acquisition date. The foreign exchange rate is updated by the variation of PTAX
selling rate released by Central Bank of Brazil related to foreign currencies in countries where
investments are made.
The selection of the method to be used observes prevailing laws, namely:
Equity method: the investment measured by the equity method is calculated monthly based on the
statement of financial position or interim statement of financial position drawn up on the same date, or
until, at most, two months before, and in this assumption, the necessary adjustments are made to
consider the non-recurring and/or relevant facts impacts in the period. The statement of financial position
or interim statement of financial position of investments abroad are adjusted to the accounting criteria
effective in Brazil and converted into Real (by the closing quote), and its effects recognized in the net
income for the period.
Cost method: investments in equity instruments of other entities are measured by cost, when classified
in the sub-group Non-Current Asset Investments, provided that these entities are not considered
associated companies or subsidiaries (including jointly-controlled entities). Through this method, the
investments are recorded by acquisition cost, less provisions for losses.
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