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This is the fourth edition of our Banking & Finance and Capital Markets Newsletter,
covering the period running from October 2008 to April 2009. In this new issue,
we seek to analyse and discus the main developments and issues, alongside with
the most significant legislative amendments, occurred during the referred time
period, in what concerns both banking and finance and capital markets sectors.

This last semester has confirmed the intensification of a financial crisis, particularly
in the credit and capital markets, which has also been felt in the Portuguese
market and in the transactions carried out therein. We have therefore seen the
embracing of extraordinary measures attempting at tackling the consequences
of the financial crisis and the push from market operators to handle the difficulties
caused by stressed market conditions.

In fact, since the beginning of the year 2009 and bearing in mind the environment
felt in the international and national markets, we may confirm the diversification
of transactions carried out, namely comprising new types of assets such as energy
tariff deficits and increasing taking up of several extraordinary and transitional
measures by legislators and regulators, with the purpose of diminishing the
difficulties recently experienced in the placement of transactions in the market.
In this context, certain measures were embraced, such as the state guarantees
issued in respect of financing obtained by credit institutions, the possibility of
opening extraordinary credit lines destined to protect mortgage borrowers, the
creation of commercial practices envisaging at ensuring information transparency
in addition to other processes seeking to strengthen stability in the financial
markets. The market has seen a diversification of the types of transactions all
aimed at maximizing access to liquidity, namely through credit operations
conducted with the European Central Bank.

In this sense, with this fourth issue of our Newsletter, we address certain of these
new diplomas which deal with specific matters of this market, and give notice of
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public consultations regarding legislative amendments that have been proposed
within this period, and also stress the recent novelties of certain areas of this
practice, such as: (i) the State guaranteed issuances; (i) the new rules applicable
to bank deposits; (iii) the new legal framework for complex financial products;
(iv) the changes in the eligibility criteria used by the European Central Bank in
relation to collateral eligible for monetary policy and credit operations and (v)
the European Comission’s recent position on the depreciation of banking assets.
As usual, we will take a brief overview of other legislative novelties occurred
during this semester, as well a brief insight of other matters pending publication.

We trust the contents of this fourth edition prove helpful and meet the expectations
of our addressees and we would like to thank all the comments and suggestions
received in respect of this project, looking forward to additional remarks you may
have on the current edition, which can be sent to the following address
bancariofinanceiro@vda.pt.




ECB ELIGIBLE ABS

Paula Gomes Freire

Further to the 2008 European Central Bank's (“ECB")

biennial review of its risk control measures for

Eurosystem credit operations, banks tapping the

European Central Bank to raise liquidity by borrowing

central bank funds are now required to post more

collateral.

In fact, the so-called “technical refinements” in the

ECB risk control framework, announced back in

September 2008, are in full force and effect since

1 February 2009. And, even if, on the one hand, the

ECB has adopted certain temporary measures to

further expand the collateral framework and enhance

the provision of liquidity (such as expanding the list
of assets that are eligible as collateral to debt
instruments denominated in currencies other than

Euro), the truth is that, on the other hand, it has

tightened access to its lending window by imposing

stricter risk control measures.

This is particularly true in respect of asset backed

securities (“ABS"):

o aflat-rate haircut of 12% now applies to all ABS,
regardless of their residual maturity and coupon
structure while, before, this rate corresponded
to the level of haircut assigned to ABS with a
fixed coupon and a residual maturity of over ten

years while for shorter term maturities the
discount could be as low as 2%;

e avaluation markdown of 5%, corresponding to
an additional haircut of 4,4%, will apply on top
of the 129% base-rate for ABS that are subject to
theoretical valuation by the Eurosystem absent
determination of market price (i.e. ABS
theoretically valued by the Eurosystem in the
absence of a market price are subject to a total
haircut of 16,4%);

e while the credit assessment of all eligible assets
must be based on a public rating issued by an
eligible external credit assessment institution
(“ECAI") in the case of ABS ratings must be
explained in a publicly available credit rating
report and ECAIs are required to publish rating
reviews for ABS at least on a quarterly basis;

e while in the context of the above mentioned
temporary measures to further expand the
collateral framework the Eurosystem lowered
the credit threshold for eligible assets from A-
to BBB-, it requires, since 1 March 2009 a rating
at AAA level at issuance for ABS to be eligible.

In fact, ABS now needs to be AAA rated at issuance,

while the previously A- minimum rating is required

to be retained over the lifetime of the ABS. Moreover,
as of 1 March 2010 ABS’ underlying pool may not
consist, in whole or in part, of tranches of other ABS.
While the ECB refers to all these changes as technical
refinements (or complements thereto) of its risk
control measures we believe that, in the context of
the current financial market conditions, these
changes can clearly be seen as a response to the
growing concern that ECB's liquidity lines could be
misused.

We believe this is a fair concern, particularly in a time
where the search for liquidity seems to be absolutely
critical for all market participants.

However, no matter what, the truth is that the
Eurosystem’s collateral framework has proven robust
and efficient over the years and has constituted a
liquidity “stronghold” in the current financial
downturn. We believe this is the feature ECB is trying
hard to preserve, namely by imposing stricter ABS
risk control measures which ultimately reflect the
actual use of eligible ABS by counterparties. From a
policy perspective we may say that these measures
certainly increase the standard and therefore foster
safety and certainty to the benefit of all participants
in the Eurosystem.

MEASURES AGAINST FINANCIAL AND ECONOMIC
CRISIS: THE STATE GUARANTEES

Lara Reis

In the context of the international financial crisis
and consequent breach of investors’ confidence and
the increasing difficulties in liquidity raising by
Portuguese credit institutions (“CIs"), the Portuguese
State reacted in the second half of 2008 with the
enactment of Law n. 60-A/2008, of 20 October,
which, together with the Ministerial Order n. 1219-
A/2008, of 23 October enabled the granting, until
December 2009, of extraordinary personal
guarantees by the Portuguese State to the Cls, in
the context of financing transactions.

This package of guarantees by the Portuguese State,
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up to the global amount of €20,000,000,000, was
approved by the European Commission, as it is in
line with the state aid rules of the Treaty establishing
the European Community, particularly the limitation
in time and scope, the requirement for payment of
arm’s length commissions and the availability of
this measure, on a non-discriminatory basis, to all
Cls with registered offices in Portugal.

The aforementioned Ministerial Order sets forth that,
in case the beneficiary Cl enforces on the guarantee,
it will have to reimburse the Portuguese State in full
or exchange the loan for preferential shares.
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Until now, the Portuguese State has granted
personal guarantees to seven Cls, mainly to
guarantee the obligations arising from issues of
bonds, it being expected that other Cls require the
granting of a personal guarantee up to the end of
the year.

Notwithstanding the above guarantee scheme and
the relevance thereof it is worth mentioning that in
2009 there have already been issues of non
guaranteed bonds, something that represents
certainlly a positive sign as to the stability of financial
markets.



NEW RULES CONCERNIN

FINANCIAL PRODUCTS

José Luis Andrade and Rodrigo Formigal

The Bank of Portugal (“BP”) and the Securities Market
Commission (“CMVM") have recently submitted to
public discussion two projects of Notices and a
Regulation project, respectively, which aim at regulating
the distribution of complex financial products in Portugal.
The intervention of the regulatory authorities was
expected, taking into account doubts regarding the
qualification of some of these banking and investment
products, as well as the need to enhance the fulfillment
by credit institutions of information duties towards
their clients. These initiatives purport to increase the
transparency and accurateness of the information
rendered by credit institutions to their customers and,
therefore, at ensuring that on the occasion of
subscription of complex financial products, customers
are aware of its characteristics and the inherent risks.
Following some doubts triggered by the definition of
“complex financial product”, the BP and the CMVM
have released on 12 March 2009 a joint understanding
on their competences in respect of the control of the
distribution of complex financial products
(“Understanding”). The BP is responsible for the
supervision of deposits (indexed and dual), while the
CMVM is in charge of the supervision and regulation
concerning investment in financial instruments.

The draft of the Notice subject to BP's Public
Consultation no. 4/2009 regulates, according to the
Understanding, the distribution of indexed deposits
and dual deposits, which shall be included within the

“complex financial products” subject to the supervision
of the BP. This draft also foresees, among others, the
obligation to seek the BP's approval to the draft of the
information prospectus (the contents of which shall
also be reflected in the agreement) prior to the
beginning of the promotion and distribution, in order
for its addressees to clearly perform an evaluation of
the risks and return rate involved.

The draft of the Notice subject to BP's Public
Consultation ne. 5/2009 is applicable, in accordance
with the Understanding, to all bank deposits, from the
most simple ones to deposits that qualify as complex
financial products, namely those referred in the public
consultation mentioned above, and defines the key
features of deposits and the variables that may be
used to calculate the respective remuneration. We note
that the designation “deposit” may only be used in
promotion and distribution campaigns provided that
it refers to a deposit category foreseen in Decree-Law
no. 430/91, of 2 November, and so far as the
reimbursement of the invested capital is guaranteed,
by means of the delivery to the client of the deposited
amount on the maturity date or upon prior mobilization
(if allowed), and reflected in the balance sheet of the
credit institution. Regarding the remuneration,
irrespectively of the calculation of the remuneration
rate, the same should, in no circumstance, be negative.
Regarding Regulation draft subject to CMVM’s
Consultation no. 11/2008, the Understanding darified

that it shall only be cdusidered an investment in a
complex financial product$\and, therefore, subject to
this diploma:
(i)  an investment which results in an indirect
exposure to the risks of financial instruments
through the delivery of reimbursable funds to
a credit institution, whose profitability is indexed
to official exchange indexes or to any financial
instruments, without guarantee of the invested
capital; and
(i)  an investment which results in a direct or
indirect exposure to one or more financial
instruments through the joint distribution of
more than one financial product even if one of
them is a deposit.
Within the scope of the duties defined by this Regulation
project, the highlight goes to the obligation to prepare
an informative document written in Portuguese
concerning each complex financial produdt, describing
the main characteristics and risks of the of such product
and containing a minimum content determined in the
above mentioned Regulation project.
These measures represent additional duties for credit
institutions and bring along additional protection to
consumers. They also evidence the beginning of a new
attitude of the regulators towards the regulated entities,
with a view to reestablish the confidence in the credit
institutions and in the financial markets where they
operate.

STATE AID TO THE BANKING SECTOR:
TREATMENT OF IMPAIRED ASSETS

Pedro Bizarro and Joana Pires Aratjo

The European Commission’s communication 2009/C
72/01 on the treatment of impaired assets in the
Community banking sector has recently been
disclosed (“Communication”).

Pursuant to the Communication, the granting of aid
in relation to impaired assets is subject to a deep
analysis of (i) the beneficiary’s contribution to the
program’s costs, (ii) the measures suitable to ensure

the bank’s return to a viable condition; and (iii) the
measures necessary in order to correct competition
distortions.

An application submitted by a financial institution shall
be preceded by full disclosure of the devaluations
suffered and followed by a complete analysis of its
activities and balance sheet, so as to assess the adequacy
of its own funds and future prospects of viability.
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Banks will be supporting any losses arising from said
devaluations to the fullest possible extent. With the
purpose of accomplishing this purpose, the
Commission deems fundamental that a correct and
coherent valuation method is adopted.
Further follow-up measures may yet be implemented,
which may lead to the limitation of the bank's
commercial expansion, in the interest of competition.
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Nationalization of Banco Portugués de Negdcios

Law no. 62-A/2008, of 11 November, nationalized the shares representing the
whole share capital of Banco Portugués de Negdcios, S. A., and simultaneously
approved the legal framework of public appropriation by means of nationalization.
This regime sets forth crucial aspects insofar as nationalization is concerned,
such as the procedure to be followed, the determination of the compensation
payable to the shareholders and the process to valuate the relevant shares.

Information and Transparency on Publicity of Financial Services

and Products

Bank of Portugal Notice No. 10/2008, of 9 December, has set forth the information
and transparency obligations to be observed by credit institutions and financial
companies in the advertising of financial services and products, such as the
need to use characters with a minimum size. Simultaneously, Circular no.
108/2008/DSB, of 22 December, was also published by the Bank of Portugal,
aiming at defining the procedure for notification of advertising campaigns
relating to complex financial products, as well as of campaigns which include
written material available at the counter, direct mailing or advertising boards
used exclusively inside the agencies’ premises.

Exceptional Mechanisms for the Decrease of the Par Value of the

Shares of Sociedades Anénimas

Decree-Law no. 64/2009, of 20 March (“DL 64/2009"), created, for the period
up to 31 December 2009, two mechanisms softening the rule which determines
that the issue value of companies shares may not be less than the correspondent
par value. Such mechanisms are (i) the reduction of the capital by diminishing
the par value of the shares provided that an amount equal to the amount of
such reduction is taken to a special reserve and (i) for those companies with
shares admitted to trading in a regulated market, the possibility of passing a
resolution decreasing the par value of the shares with no reduction of the share
capital provided that the par value, prior to the reduction, is equal or inferior
to the accounting value of the shares and a share capital increase, through new
cash contributions, is simultaneously resolved, or has been previously or
simultaneously authorized, such resolution being conditional on the execution
of the share capital increase.

SOON...

Information Duties on Residential Mortfgage Lending

The public consultation promoted by the Bank of Portugal in respect of its draft
notice relating to information duties in connection with residential mortgage
lending (“Draft of Notice”), terminated on 28 of February.

The Draft of Notice, which intends to revoke Instruction n.° 27/2003, of 16
January 2004, is aimed at reinforcing the information minimum requirements
that must be provided by credit institutions during the simulation and negotiation
of a residential mortgage loan, also foreseeing new requirements in what
concerns the information that must be provided in the wording of the agreements
and during their respective duration.

This Draft of Notice also establishes the new information duties that must be
complied with during the four typical stages of the entering into a residential
mortgage loan - loan simulation, loan approval, execution and duration of the
loan - stating that, both on the stage of negotiation of the loan and on the
stage of its approval, it is mandatory that the client is provided with a Standard
Information File (Ficha de Informacao Padronizada), the form of which will be
standard, containing both the financial conditions and the financial plans of
the loan, as well as mandatory general information.

Vieira de Almeida & Associados - Sociedade de Advogados, RL | www.vda.pt
Av. Duarte Pacheco, 26 - 1070-110 Lisboa - Portugal | lisboa@vda.pt

Av. da Boavista, 3433 - 8° - 4100-138 Porto - Portugal | porto@vda.pt

Calcada de S. Lourenco, 3 - 2° C - 9000-061 Funchal - Portugal | madeira@vda.pt

Consumer Credit Agreements: Implementation of Directive
2008/48/EC

The Council of Ministers has approved on 11arch 2009 a Decree-Law
implementing Directive 2008/48/EC, which sets ottt the rules on consumer
credit contracts in an amount comprised between 200.and 75,000 Euros.
This Decree-Law introduces several consumer protection measures, including
the creditor’s obligation to evaluate the consumer’s solvability before
executing the agreement, the creation of mechanisms enhancing the
creditor’s information duties, including during the pre-contractual stage,
and the establishment of a maximum indemnity amount to be paid by the
consumer in case of credit amortization and the respective calculation
method.

Finally a maximum interest rate regime for each different consumer loans
contracts types is also foreseen, higher rates being considered usurious.

Information on Commissions and Interest Rates

Until 6 February 2009 the Bank of Portugal submitted to public consultation
drafts of a Notice and an Instruction aimed at reinforcing information duties
of credit institutions in what concerns the disclosure of commissions and interest
rates applied thereby.

With the entry into force of these regulations, the Pricing Table, which
includes the “Leaflet of Commissions” and the “Leaflet of Interest Rates”,
should be fulfilled according to a predefined template approved by the
Bank of Portugal.

The “Leaflet of Commissions” should display the maximum amount of the
applicable commissions, while the “Leaflet of Interest Rates” must disclose the
highest rates offered by the credit institutions.

Credit institutions should also display the Pricing Table at a visible and accessible
spot and should report it to the Bank of Portugal notably in order for its
publication at the Banking Customer Portal.

Protection of First Own Residence in an Unemployment Context
It was approved by the Council of Ministers the diploma that creates an
exceptional and transitory credit facility to finance, for a period of time up to
twenty four months, a moratorium on the repayment of the mortgages loans
for the acquisition of own and permanent house in case of borrowers unemployed
for, at least, three months.

This facility shall be granted by the Portuguese State and other credit institutions
and aims at covering loans up to €150.000, being, however, limited to 50% of
the monthly installment and to a maximum reduction of €500 (monthly) /
€12.000 (aggregate).

Upon termination of the moratorium, borrowers shall repay the granted credit
(i) to the State, at the Euribor rate less 0,5%, without any applicable spread,
(ir) to the adherent credit institutions, under the terms and conditions applicable
to the relevant mortgage loan. This repayment will occur during the whole term
of the mortgage loan.

Credit Ombudsman

It was approved in the Council of Ministers the Decree Law that creates in the
Portuguese legal framework the Credit Ombudsman. This entity will work
within the Bank of Portugal and shall enjoy complete independence on the
exercise of his functions, being assigned to defend and promote the rights,
guaranties and legitimate interests of any person or entity dealing
with a credit relationship, namely in what concerns to mortgage loans.

As a mediator, the Credit Ombudsman shall be entitled to issue recommendations
and assume a major role on the promotion of the financing literacy related to
credit matters. The Credit Ombudsman shall also promote the knowledge of
the rights and obligations on this subject, rendering all clarifications required
thereto and cooperating with the Bank of Portugal on the accomplishing of all
legal and contractual rules regarding credit facilities.
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