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A free translation from Portuguese into English of Independent Auditor’s Report on financial
statements prepared in Brazilian currency and in accordance with the International Financial
Reporting Standards (IFRS) issued by the International Accounting Standards Board (IASB).

Independent auditor’s report on consolidated financial statements
The Shareholders and management of Banco ABC Brasil S.A.
Opinion

We have audited the consolidated financial statements of Banco ABC Brasil S.A.
(“Bank”), which comprise the balance sheet as at December 31, 2018, and the
related statements of income, changes in equity and cash flows for the year then
ended, and a summary of significant accounting practices and other explanatory
information.

In our opinion, the accompanying consolidated financial statements present fairly,
in all material respects, financial position of Banco ABC Brasil S.A. as at
December 31, 2018, and its consolidated financial performance and respective
cash flows for the year then ended, in accordance with the International Financial
Reporting Standards (IFRS) issued by the International Accounting Standards
Board (IASB).

Basis for opinion

We conducted our audit in accordance with Brazilian and International Standards
on Auditing. Our responsibilities under those standards are further described in
the “Auditor’s responsibilities for the audit of the consolidated financial statements”
section of our report. We are independent of the Bank and its subsidiaries in
accordance with the relevant ethical principles set forth in the Code of
Professional Ethics for Accountants, the professional standards issued by the
Brazil's National Association of State Boards of Accountancy (CFC) and we have
fulfilled our other ethical responsibilities in accordance with these requirements.
We believe that the audit evidence we have obtained is sufficient and appropriate
to provide a basis for our opinion.
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Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most
significance in our audit of the financial statements of the current year. These matters
were addressed in the context of our audit of the consolidated financial statements as
a whole, and in forming our opinion thereon, and we do not provide an individual
opinion on these matters. For each matter below, our description of how our audit
addressed the matter, including any commentary on the findings or outcome of our
procedures, is provided in that context.

We have fulfilled the responsibilities described in the “Auditor’s responsibilities for the
audit of the consolidated financial statements” section of our report, including in
relation to these matters. Accordingly, our audit included the performance of
procedures designed to respond to our assessment of the risks of material
misstatement of the financial statements. The results of our audit procedures,
including the procedures performed to address the matters below, provide the basis
for our audit opinion on the accompanying financial statements.

1. Technological environment

The Bank’s operations rely on the appropriate operation of the technological
structure and its systems, and, therefore, we considered the technological
environment as a key component in our scope. As a result, we understand that
this is a key audit matter. Given the Bank’s business nature and volume of
transactions, our audit strategy is based on the technological environment
effectiveness.

The Bank considers that the success of its activities depends on the
improvement and continuous enhancement and integration of its technological
platforms necessary for good performance of its operations.

How our audit addressed this matter:

In the course of our audit, we engaged our technology team specialists to
conduct IT general controls tests for systems considered significant in the
audit context, focusing upon change management processes and logical
access granting to users. We also conducted procedures in connection with
the effectiveness of automatic controls, considered material, which support
significant business processes and accounting records of operations.
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Our tests related to design and operation of IT general controls, included
automatic controls, considered as relevant in audit process, gave us support to
keep the nature, time and extension planned of our substantive audit
procedures.

2. Loans and advance to customers measured at amortized cost

As presented in Note 9, at December 31,2018, gross balance of loans and
advance to customers measured at amortized cost amount to R$ 15,658,295
thousand, and the allowance for bad debt provision amount to R$ 379,500,
and the net balance is R$ 15,278,795 thousand.

We consider this a significant area due to: (i) significance of the loan
transaction balance, subject to loss assessment; (ii) guarantees received for
loan transactions granted, which may impact the level of the allowance to be
considered; (iii) the country’s economic situation and the conditions of the
market where borrowers operate, (iv) management’s judgment in relation to
ratings determining the minimum individual level of allowance per operation,
credit borrower or economic group; and (v) process for recognition of revenue
from interest on loan transactions; among others. Additionally, IFRS 9 —
Financial instruments became effective on January 1, 2018, changing
estimation of loss for loans and advance to customers with introduction of
expected loss concept instead incurred loss.

Therefore, Bank reviewed and changed internal politics and methodology to
estimate loss. New methodology require, by nature, use of judgment and
assumptions by Bank’s management, including analysis of external factors,
such as general economic conditions and projections, internal factors, such as
history of payments and renegotiation, risk evaluation of counterparty and
guarantees.
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How our audit addressed this matter:

In our audit, we considered the understanding of the process established by
management, and we performed tests related to: (i) origin of transactions; (ii)
analysis and approval of credit transactions considering the established levels;
(iii) rating granted per transactions; borrower or economic group; (iv) analysis
of guarantees received; (v) timely update of borrower’s information; (vi)
recognition of revenue from interest on operations under ordinary conditions;
(vii) analysis of account policies and comparison of management’s pricing
models in relation to requirements of IFRS 9; (viii) test of models for a sample,
including process of approval and review of assumptions to estimate expected
loss; (ix) SPPI test for a sample of financial instruments recorded at amortized
cost, and (x) review of financial statements disclosures to confirm compliance
with requirements of IFRS 9.

3. Evaluation of unquoted marketable securities and derivative financial
instruments

The evaluation of unquoted marketable securities and derivative financial
instruments was considered an area of focus in our audit due to the complexity
of the pricing process, which is substantially based on judgments and
estimates made by management and the inherent uncertainty of this process.

At December 31, 2018, unquoted marketable securities amounted to

R$ 923,905 thousand. As regards unquoted derivative financial instruments,
the balance recorded amounted to R$ 364,589 thousand in assets and

R$ 285,798 thousand in liabilities. Bank’s disclosures are included in Note 8.

How our audit addressed this matter:

Our audit procedures included, among others, (i) understanding the process,
methodology and assumptions established by management for pricing of
unquoted marketable securities and derivative financial instruments; (ii) tests
of key controls, including controls related to definition and approval of
assumptions to be used in pricing models and how these assumptions feed
these models.
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Additionally we conducted, based on sampling, the following procedures for
selected operations: (i) confirmation of existence through checking of
statements from custody agencies and/or agreements between the parties; (ii)
with support of our specialists, we ran evaluation tests and evaluated the
methodologies and assumptions used through comparison with models and
independent market sources.

Based on the results of our audit procedures related to unquoted marketable
securities and derivative financial instruments, which are consistent with
management evaluation, we consider that the criteria and assumptions
adopted by management, as well as the related disclosures in note 8 of the
financial statements are acceptable in the context of the financial statements
taken as a whole.

4. Hedge Accounting

At December 31, 2018, the Bank has a hedge accounting structure to cover
risks arising from foreign exchange variations related to portions of
subordinated debts and obligations for transfers abroad, amounting to R$
273,254 thousand and R$ 95,919 thousand, respectively, representing
approximately 1% of the Bank’s liabilities. This area was considered significant
in our audit due to its materiality, complexity of required criteria for accounting
and for involving management's assumptions and judgments for pricing of
hedged items and related derivative financial instruments. The Bank’s
disclosures on hedge accounting structure are included in Notes 3, 8, 12 and
13.

How our audit addressed this matter:

Our audit procedures included, in addition to checking the sufficiency of
documentation prepared by Bank’s management to meet the criteria of IFRS,
tests, based on sampling and, with our specialists’ support, on hedge
accounting structure, considering tests of evaluation of transactions and
evaluation of assumptions and models used. We also evaluated the result of
the hedge accounting structure effectiveness tests documented by
management.
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Based on the results of our audit procedures, which are consistent with
management evaluation, we consider the hedge accounting policies
acceptable to support the judgments, estimates and information disclosed in
note 8.

Other matters

Statements of value added

The statements of value added for the year ended December 31, 2018 disclosed
on note n°® 27, prepared under the responsibility of Bank’s management, of which
the presentation is required by law for listed companies and presented as
supplementary information for purposes of IFRS, were submitted to audit
procedures conducted together with the consolidated financial statements. For the
purposes of our opinion, we evaluated if these statements are reconciled to the
financial statements and accounting records, as applicable, and if their form and
content comply with the criteria defined by CPC 09 — Statement of Value Added. In
our opinion, these statements of value added were prepared fairly, in accordance
with the criteria defined in abovementioned technical pronouncement, and are
consistent in relation to the overall consolidated financial statements.

Responsibilities of management and those charged with governance for the
consolidated financial statements

Management is responsible for the preparation and fair presentation of these
consolidated financial statements in accordance with the International Financial
Reporting Standards (IFRS) issued by the International Accounting Standards Board
(IASB), and for such internal controls as management determines is necessary to
enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for
assessing the Bank’s ability to continue as a going concern, disclosing, as applicable,
matters related to going concern and using the going concern basis of accounting
unless management either intends to liquidate the Bank and its subsidiaries or to
cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the financial
statements reporting process.
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Auditor’s responsibilities for the audit of the consolidated financial statements

Our objective is to obtain reasonable assurance that the overall consolidated financial
statements are free from material misstatements whether due to fraud or error, and
issue an audit report with our opinion. Reasonable assurance is a high level of
assurance, but not a guarantee that the audit performed in accordance with the
Brazilian and international standards on auditing will always detect existing material
misstatements. Misstatements may arise from fraud or error and are considered
material when, either individually or in aggregate, may impact, within a reasonable
perspective, the economic decisions of users, made based the aforementioned
financial statements.

As part of an audit in accordance with Brazilian and International Standards on
Auditing, we exercise professional judgment and maintain professional skepticism
throughout the audit. We also:

o Identify and assess the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error, design and perform
audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control.

e Obtained an understanding of internal control relevant to the audit in order
to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the
Bank’s and its subsidiaries’ internal control.

o Evaluate the appropriateness of accounting policies used and the
reasonableness of accounting estimates and related disclosures made by
management.
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e Conclude on the appropriateness of management’s use of the going
concern basis of accounting and, based on the audit evidence obtained,
whether a material uncertainty exists related to events or conditions that
may cast significant doubt on the Bank’s and its subsidiaries’ ability to
continue as a going concern. If we conclude that a material uncertainty
exists, we are required to draw attention in our auditor’s report to the
related disclosures in the consolidated financial statements or, if such
disclosures are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our auditor’s report.
However, future events or conditions may cause the Company and its
subsidiaries to cease to continue as a going concern.

o Evaluated the overall presentation, structure and content of the financial
statements, including the disclosures, and whether the consolidated
financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit and significant audit findings,
including any significant deficiencies in internal control that we identify during our
audit.

We also provide those charged with governance with a statement that we have
complied with relevant ethical requirements, including applicable independence
requirements, and to communicate with them all relationships and other matters
that may reasonably be thought to bear on our independence, and where
applicable, related safeguards.
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From the matters communicated with those charged with governance, we
determine those matters that were of most significance in the audit of the financial
statements of the current period and are therefore the key audit matters. We
describe these matters in our auditor’s report unless law or regulation precludes
public disclosure about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report because the
adverse consequences of doing so would reasonably be expected to outweigh the
public interest benefits of such communication.

Sao Paulo, March 28, 2019.

ERNST & YOUNG

Auditores Independentes S/S
CRC-25P034519/0-6

A ] /s /7 2
l‘c-,/b»'vx. L& SN

Eduardo Wellichen
Contador CRC-1SP184050/0-6



Banco ABC Brasil S.A.

Consolidated balance sheets
December 31, 2018 and 2017
(In thousands of reais)

Assets
Cash and reserve with Central Bank of Brazil

Financial assets measured at fair value through profit or loss
Marketable securities
Derivatives
Loans and advances to customers

Derivatives used as fair value hedge

Financial assets measured at fair value through other
comprehensive income
Marketable securities

Financial assets measured at amortized cost
Repurchase agreements
Deposits w ith private banks
Marketable securities
Loans and advances to customers

Other assets
Property and equipment in use and intangible assets

Total assets

See accompanying notes.

10

2018 2017

Notes (Restated)
5 29,378 18,176
5,266,137 5,239,332
8a 4,118,520 4,854,079
8alb 1,074,991 238,172
8a 72,626 147,081
8alb 33,359 3,523
371,938 89,357
8a 371,938 89,357
23,374,115 20,935,140
6 5,809,890 4,709,689
6 1,449,222 1,700,616
8a 836,208 501,799
9 15,278,795 14,023,036
11 991,598 810,707
48,883 48,575
30,115,408 27,144,810



Banco ABC Brasil S.A.

Consolidated balance sheets
December 31, 2018 and 2017
(In thousands of reais)

Liabilities
Financial liabilities measured at fair value through profit or loss
Subordinated debt

Funding - Transfers abroad
Derivatives

Derivatives used as fair value hedge

Financial liabilities measured at amortized cost
Funding

Amounts payable to banks

Customers

Subordinated debt

Other liabilities
Taxes
Other

Equity
Capital
Treasury stock
Capital reserve
Income reserve
Other comprehensive income

Total liabilities and equity

11

2018 2017

Notes (Restated)
1,343,566 655,677
8a/12/13 274,552 234,728
8al12 97,205 215,916
8 971,809 205,033
8alb - 22,889
24,526,272 22,625,518
12 24,526,272 22,625,518
16,686,386 14,696,075
6,303,656 6,988,038
12/13 1,536,230 941,405
506,722 489,910
14 92,080 200,582
15 414,642 289,328
3,738,848 3,350,816
2,470,313 2,291,065
(35,569) (36,795)
45,466 35,196
1,236,955 1,040,927
21,683 20,423
30,115,408 27,144,810



Banco ABC Brasil S.A.

Consolidated income statements
Years ended December 31, 2018 and 2017
(In thousands of reais)

Interest income
Interest expenses

Net interest income

Commissions and services

Net income from financial assets and liabilities

Income / (Loss) from foreign exchange operations and exchange variation
Other operating income (expenses)

Total commissions, services and other operating income (expenses)
Operating income

Loss on receivables - Loans and advances to customers
Loss on receivables - Other financial instruments
Recoveries on receivables

Net provisions
Total operating income after provisions

Payroll and social charges
Business promotion

Trips

Communications

Premises

Depreciation and amortization
Other expenses

Total operating expenses
Income and social contribution tax expenses
Net income for the year

Earnings per share - Basic in R$
Earnings per share - Diluted in R$

See accompanying notes.
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Notes 2018 2017
2,391,943 2,156,854
(1,558,233) (1,660,020)
833,710 496,834
20 359,753 306,906
21 55,878 347,528
(259,669) 72,048
22 (76,253) (100,798)
79,709 625,684
913,419 1,122,518
9 (139,336) (251,940)
6/8 (3,380) -
16,717 15,726
(125,999) (236,214)
787,420 886,304
(353,942) (326,794)
(6,197) (5.141)
(10,172) (9,092)
(3,944) (3,573)
(19,279) (18,386)
(12,181) (11,008)
23 (68,495) (59,819)
(474,210) (433,813)
17 103,265 (25,074)
416,475 427,417
24¢ 2.06 2.29
24c 2.04 2.26



Banco ABC Brasil S.A.

Consolidated statements of comprehensive income
Years ended December 31, 2018 and 2017
(In thousands of reais)

Net income for the year

Other revenues (expenses) recognized
Financial assets available for sale - Adjustment to market value
Foreign exchange gain (loss) on foreign investments - Net of taxes

Total recognized revenues and expenses

Total of comprehensive income

See accompanying notes.
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2018 2017
416,475 427,417
1,260 4,624
3,374 2,510
(2,114) 2,114
417,735 432,041
417,735 432,041



Banco ABC Brasil S.A.

Consolidated statements of changes in equity

Years ended December 31, 2018 and 2017

(In thousands of reais)

Balances at December 31, 2016

Net change in Financial assets measured at fair value in
other comprehensive income

Foreign exchange gain (loss) on foreign investments
Distribution of treasury stock

Netincome for the year

Capital raising

Interest on equity

Allocation - Legal reserve

Constitution of reserves - Management remuneration
Constitution of reserves

Balances at December 31, 2017
Initial adoption of IFRS 9

Balances at December 31, 2017 (Restated)
Net change in Financial assets measured at fair value in
other comprehensive income

Foreign exchange gain (loss) on foreign investments
Distribution of treasury stock

Netincome for the year

Capital raising

Interest on equity

Allocation - Legal reserve

Constitution of reserves - Management remuneration
Constitution of reserves

Balances at December 31, 2018

See accompanying notes.
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Income reserve

Other
Treasury Capital Legal Dividend Share Retained comprehensive

Capital stock reserve reserve equalization repurchase earnings income Total
2,121,765 (46,050) 32,422 144,131 671,054 55,000 - 15,799 2,994,121
- - - - - - - 2510 2510
- - - - - - - 2,14 2,14
- 9,255 - - - - - - 9,255
- - - - - - 427 417 - 427 47
169,300 - - - - - - - 169,300
- - - - - - (206,196) - (206,196)
- - - 21371 - - (21371 - -
- - 2,774 - - - - - 2,774
- - - - 199,850 - (199,850) - -
2,291,065 (36,795) 35,196 165,502 870,904 55,000 - 20,423 3,401,295
- - - - (50,479) - - - (50,479)
2,291,065 (36,795) 35,196 165,502 820,425 55,000 - 20,423 3,350,816
- - - - - - - 3,374 3,374
- - - - - - - (2,14) (2,11)
- 1226 - - - - - - 1226
- - - - - - 46,475 - 46,475
179,248 - - - - - - - 179,248
- - - - - - (220,447) - (220,447)
- - - 20,824 - - (20,824) - -
- - 10,270 - - - - - 10,270
- - - - 175,204 - (175,204) - -
2,470,313 (35,569) 45,466 186,326 995,629 55,000 - 21,683 3,738,848



Banco ABC Brasil S.A.

Consolidated statements of cash flows
Years ended December 31, 2018 and 2017
(In thousands of reais)

Operating activities
Adjusted net income for the year

Net income for the year

Adjustment to net income:
Depreciation and amortization
Credit losses
Provision for contingent liabilities
Adjustment to market value of financial instruments available for sale
Foreign exchange gain (loss) on foreign investments

(Increase) / Decrease in operating assets
Cash and reserve w ith Central Bank of Brazil
Repurchase agreements
Deposits with private banks
Derivative financial instruments
Loans and advances to customers
Financial assets measured at amortized cost
Financial assets measured at fair value through profit or loss
Financial assets measured at fair value through other comprehensive income
Other assets

Increase / (Decrease) in operating liabilities
Derivative financial instruments
Tax liabilities
Funding - Transfers abroad
Other liabilities

Cash flow (used in) / provided by operating activities

Investing activities
Acquisition of fixed assets for use and intangible assets
Fixed asset in use and intangible asset disposals
Constitution of reserve

Cash (used in) investing activities

Financing activities
Amounts payable to banks
Amounts payable to customers
Treasury stock
Interest on equity paid
Subordinated debts
Capital raising

Cash provided by financing activities
Increase / (Decrease) in cash and cash equivalents

At the beginning of the year
At the end of the year

Change in cash and cash equivalents

See accompanying notes.
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2018 2017
(Restated)
563,567 682,168
416,475 427,417
147,092 254,751
12,181 11,008
142,716 251,940
(9,065) (12,821)
3,374 2,510
(2,114) 2,114
(1,874,210) (3,293,589)
- 1,515
(31,383) 108,567
407,180 (2,282,029)
(29,836) (730)
(1,395,095) (1,042,821)
(334,437) 288,240
(26,806) (1,528,876)
(282,943) 1,395,404
(180,890) (232,859)
651,053 (934,597)
743,887 (676,501)
(108,502) (172,323)
(118,711) (126,511)
134,379 40,738
(659,590) (3,546,018)
(12,621) (12,839)
132 294
10,270 2,774
(2,219) (9,771)
1,990,311 2,732,728
(684,382) (74,474)
1,226 9,255
(220,447) (206,196)
634,649 (408,401)
179,248 169,300
1,900,605 2,222,212
1,238,796 (1,333,577)
3,035,592 4,369,169
4,274,388 3,035,592
1,238,796 (1,333,577)



Banco ABC Brasil S.A.

Notes to consolidated financial statements
December 31, 2018 and 2017
(In thousands of reais)

1.
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Operations

The Bank is a publicly-traded corporation and a subsidiary of The Bank ABC, based in
Bahrain, In Brazil, the Bank is engaged in asset and liability operations inherent to
multiple bank activities, being authorized to operate with commercial, foreign exchange,
investment, credit and financing, and real state portfolios.

The Bank’s operations are conducted through branches in Brazil and abroad through
an overseas branch located in Georgetown, Cayman Islands.

The consolidated financial statements for the year ended December 31, 2018 were
prepared and approved by the Company’s Executive Board on March 28, 2019.

Accounting practices
2.1 Basis of preparation

The consolidated financial statements were prepared based on historical cost,
except for financial assets measured at fair value through other comprehensive
income, derivative financial instruments and financial assets and liabilities
designated at fair value through profit or loss, which were all measured at fair value.

The consolidated financial statements are presented in Brazilian Reais (R$), which
is the functional currency and of presentation of Banco ABC Brasil S.A. and its
subsidiaries.

Declaration of compliance

The Bank's consolidated financial statements were prepared in accordance with
the International Financial Reporting Standards (IFRS) as issued by the
International Accounting Standards Board (IASB).

The Bank published on February 6, 2019 its individual and consolidated financial
statements prepared in accordance with the accounting practices adopted in Brazil
applicable to institutions authorized to operate by Central Bank of Brazil (BACEN)
“‘BRGAAP”.



Banco ABC Brasil S.A.

Notes to consolidated financial statements
December 31, 2018 and 2017
(In thousands of reais)
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The reconciliation between the balances presented in accordance with accounting
practices adopted in Brazil applicable to financial institutions authorized to operate
by the Central Bank of Brazil "BRGAAP" and International Financial Reporting

Standards (IFRS), of equity and net income for the years ended December 31, 2018
and 2017, are shown below:

2018 2017

(Restated)
Equity under BRGAAP 3,665,510 3,284,332
Provision for losses on loans and advances to customers (b) 44,948 91,143
Guarantees and responsibilities 17,119 19,903
Others 11,271 5,917
Initial adoption of IFRS 9 (a) - (50,479)
Equity under IFRS 3,738,848 3,350,816
Net income under BRGAAP 418,086 418,733
Provision for losses on loans and advances to customers (b) 1,348 1,924
Guarantees and responsibilities 4,218 6,760
Others (7,177) -
Net income under IFRS 416,475 427,417

(a) See Note 2.3 item iii)
b) Provision for losses on loans and advances to customers

With the adoption of IFRS 9, there has been a change in the calculation model
of loss incurred (IAS39) for expected loss, considering prospective information.

In BRGAAP is used the concept of expected loss in according with BACEN
Resolution No. 2,682/99.



Banco ABC Brasil S.A.

Notes to consolidated financial statements
December 31, 2018 and 2017
(In thousands of reais)
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2.2

Consolidation basis

The consolidated financial statements include the financial statements of Banco
ABC Brasil S.A. and subsidiaries ABC Brasil Distribuidora de Titulos e Valores
Mobiliarios S.A. and ABC Brasil Administragado e Participagdes Ltda., whose direct
and indirect ownership interest at December 31, 2018, corresponds to
approximately 100%.

The accounting practices adopted to record operations and in the evaluation of
balance sheet elements by the Bank, including the operations of the foreign branch
and subsidiaries included in consolidation were uniformly applied, and investments,
rights, obligations and the results between the consolidated companies were
eliminated.

Significant accounting judgments and estimates

In the process of preparing the financial statements of the Bank, management has
resorted to professional judgment and used estimates to calculate certain amounts
recorded in the financial statements. The most important use of judgment and
estimates occurs in relation to:

Continuity of operations

Management assessed the Bank's ability to continue operating normally and is
convinced that the Bank has the resources to continue its business in the future.
Additionally, management is not aware of any material uncertainty which may
generate significant doubts about its ability to continue operating. Therefore, the
financial statements were prepared based on this principle.

Fair value of financial instruments, including derivatives

When the fair value of financial assets and liabilities recorded in the balance sheet
can not be obtained in an active market, it is determined using a variety of valuation
techniques including the use of mathematical models. The variables of these
models are derived from observable market data whenever possible, but when
market data is not available, judgment is needed to establish fair value. Judgment
includes considerations about liquidity and variable models, such as volatility of
long-term derivatives and discount rates, prepayment rates and assumptions
related to default on notes secured by assets. The valuation of financial instruments
is presented in more detail in Note 8.



Banco ABC Brasil S.A.

Notes to consolidated financial statements
December 31, 2018 and 2017
(In thousands of reais)
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Impairment of loans and advances

The Bank reviews its loans and advances individually every balance sheet date to
assess whether impairment losses must be recorded in the income statement.
Judgment by management is required to estimate the amount and period of future
cash flow to determine impairment losses. In estimating these cash flows, the Bank
makes judgments regarding the financial situation of customer and the realizable
value net of collateral. These estimates are based on assumptions of a number of
factors and, therefore, actual results may vary, leading to future changes in the
provision. Impairment of loans and advances to customers is disclosed in more
details in Note 9.

Impairment of financial assets measured at fair value through other comprehensive
income

The Bank reviews its debt instruments classified as financial assets measured at
fair value through other comprehensive income every balance sheet date to assess
whether they are subject to impairment. This requires a similar judgment to the
individual evaluation of loans and advances. The Bank also records impairment of
equity financial assets measured at fair value through other comprehensive income
when there was a significant or prolonged decrease in fair value below cost. The
determination of what is considered “significant” or “prolonged” requires judgment.
In this judgment, the Bank evaluates, among other factors, the historic variation in
share price, and the duration and extent to which the fair value of investment was
lower than its cost.

Deferred tax assets

Deferred tax assets are recognized on tax losses to the extent that it is probable
that taxable income will be available during the period in which the losses may be
used. Judgment is required to determine the amount of future deferred tax asset
that should be recognized, based on the probable future taxable income flow and,
together with tax planning strategies.
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2.3 Changes in accounting practices

The Bank in the preparation of these financial statements observed all International
Standards and Interpretations issued by the International Accounting Standards
Board - IASB, effective as of the date of preparation of these financial statements.
The new interpretations or revisions of IFRS issued but effective after the date of
these financial statements were not complied with by the Bank, which believes that
such changes will not produce significant effects on these financial statements as
a whole.

Standards applicable for the period ended December 31, 2018

» On January 1, 2018, the Bank adopted IFRS 9, which replaced IAS 39 - Financial
Instruments, establishing new requirements for the recognition and measurement
of financial instruments.

i) Transition

The differences in the values of financial assets and liabilities arising from the
adoption of IFRS 9 were recognized in income reserves on December 31, 2017.
The explanatory notes below are necessary to understand the differences related
to information for the same period of 2018.
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ii) Classification of financial assets and liabilities at initial adoption of IFRS 9:

e . Balance at P Balance at e e .
Clas sification inaccordance with 145 39 QBNT Reclas sifications Rem eas urement AT New clas sification inaccordance with IFRS 3
Fnancial Assets
(Openmarket and financial deposits
Fepwr chase agreements. 473838 - {4.143) d) 4705883 Rnancelass=t= 5t amorEed cost
Deposits w ith private banks. 1,760 525 - {308} d) 1700818 Rnancel 3===t st amorfeed cost
Financial as sets held for trading
Markeble securtes 4070 506 TEATE & - 4 54 0753 Fnancel ass=k sbied at fair valbe through profit or lbss
Ceratves 38172 212172 Fnancel sss=t sEed 5t far vabe through profit or bes
Derivatives used as fair value hedge s - = 282 Fnancel sz=s=t soEd at far vabs through profit or bss
Financial as sets available for salke
Markethe securtes T {783,173} a [EE=T I 1] 85357 Rnancal asset messwred at far whe in ofher comprehensive income
Financial assets Held to maturity
Markebie securties 502388 - (587 d) 201,733 FRnancal ss==t at amorized cost
Loans and Receivables
2 14,108,837 {80801} d} 14023038 Rnancil asset at amorfzed cost
1=} = T T 2 2
L o ol e D e 1o 140530 B 6551 o) 147,081 Financial assets swied at fir vabie thiough profit or bss
(Other assets
Other ™R - 4214 g S10.707 Otheras=ts
e . Balance at S Balance at e o :
Classification in accordance with A5 39 BART Re¢las sifications Remeasurement 1200017 New class ification in accordance with IFRS 9
Financial Liabilitie s
Financial liabilities held for trading
Cerivatves 205033 - - 205,032 Fnancis lebites sted at fair valus firough profit or loss
Financial liabilities at fair value throughproft or loss
Subordinated debt 234 TR - - 234728 PFnancid Iebites sted at fair value through profit or lss
Fnding - Transfers sbroad H5318 - - 215518 Fnancis Iebites sted at f5ir value through profit or ks
Derivative s used as fair value hedge 22889 - = 22829 Fnancid Iebites sEd at fair value firough profit or less
Financial liabilities at amortize d cost
Funding
Anmunts payable © banks 14,886 075 - - 14556075 FRnancal lshilies at amorized cost
Cusiomers 6,388038 - - 8588038 Fnancal lebilies at amorized cost
Subordinaed debt 541,405 - - 541,405 Financil lebilifes at anorized cost
[Other liabilitie s
Ofher 78,557 - 273 d 283328 Other labites
Equity
hcome reserve - Didend equaleston Bro504 - {5047 220425  hcome reserve - Dividend egqualzaton

(A) Reclassifications of marketable securities with irrevocable designation, on the date of initial adoption, with the
objective of reducing any measurement inconsistencies or "accounting mismatch".

(B) Reclassifications of loans and receivables resulting from the your cash flow, do not meet the conditions defined in
IFRS 9 for the amortized cost classification, in the amount of R$ 140,530.

(C) Adjustment to fair value of loans and receivables are classified as "Financial assets measured at fair value through
profit or loss" on the date of initial adoption.

(D) Remeasurement of the calculation of the expected loss in accordance with IFRS 9, the amount of R$ 99,174.

(E) Tax effects arising from the adoption of IFRS 9.

iii) Balance sheet restated arising from the initial adoption of IFRS 9.
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The balance sheet, as of December 31, 2017, the changes in equity and cash flow
presented for comparison purposes were adjusted and are being restated as a result of

the initial adoption of IFRS 9.

Assets
Cash and resewe with Central Bank of Brazil

Open market and financial deposits
Repurchase agreements
Deposits with private banks

Financial assets held for trading
Marketable securities
Derivatives

Financial assets measured at far value through profit or loss
Marketable securities
Derivatives
Loans and advances to customers

Denvatives used as farr value hedge

Financial assets avalable for sale
Marketable securities

Financial assets measured at fair value through other
Marketable securities

Held to maturity
Marketable securities

Loans and Receivables
Loans and advances to customers

Financial assets measured at amortized cost
Repurchase agreements
Deposits with private banks
Marketable securities
Loans and advances to customers

Other assets
Property and equipment in use and intangible assets

Total assets

22

2017 Reclassifications Remeasurement 27

{Restated)

18.176 - - 18.176
6,414 763 (6414 ,763) - -
4,713,838 (4,713,838) - -
1,700,925 (1,700,925) - -
4,309,078 (4,309,078) - -
4,070,906 (4,070,906) - -
238172 (238,172) - -

- 5232741 6,551 5,239,332

- 4854079 - 4,854 079

- 238172 - 238172

- 140,530 6,551 147,081

3,623 - - 3,623
873,127 (873.127) - -
873,127 (873,127) - -

- 89,954 (597) 89,357

- 89,954 (597) 89,357
502,386 (502,386) - -
502,386 (502,386) - -
14 244 367 (14,244 367) - -
14,244 367 (14,244 367) - -

- 21,020,986 (85,846) 20,935,140

- 4713838 (4,149) 4 709,689

- 1,700,925 (309) 1,700,616

- 502,386 (587) 501,799

- 14,103,837 (80,801) 14,023,036

768,563 - 42 144 810,707

48 575 - - 48 575

27,182,558 . (37,748) 27,144,810
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2017 Reclassifications Remeasurement 207
Liabilities (Restated)
Financial liabilties held for trading 205,033 (205,033) - -
Derivatives 205,033 (205,033) - -
Financial liabilties measured at fair value through profit or loss 450.644 205,033 - 655,677
Subordinated dek 234,728 - - 234723
Funding - Transfers abroad 215,916 - - 215916
Dervatives - 205,033 - 205,033
Denvatives used as fair value hedge 22 889 - - 22 889
Financial liabilties measured at amortized cost 22 625 518 - - 22,625,518
Funding 22 625 518 - - 22 625 518
Amounts payable to banks 14,696,075 - - 14,696,075
Customers 6,968.038 - - 6,988,038
Subordinated dek 941,405 - - 941,405
Other liabilities 477 179 - 12,731 489,910
Taxes 200,582 - - 200,582
Other 276,597 - 12,731 269,328
Equity 3.401.295 - (50.479) 3,350,816
Capital 2,291,065 - - 2,291,065
Treasury stock (36,795) - - (36,795)
Capital reserve 35,196 - - 35,19
Income reserve 1,091,406 - (50.479) 1,040,927
Other comprehensive income 20,423 - - 20,423
Total liabilities and equity 27,182,558 2 (37,748) 27,144,810

iv) Reconciliation of shareholders' equity resulting from the initial adoption of IFRS 9:

Shareholders ' equity before the adoption of IFRS 9 - 12/31/2017

Adjustments to income reserves
Provision for losses

Remessing of assets due to new categories
Deferred taxes and contributions

Shareholders ' equity after the adoption of IFRS 9 - 12/31/2017 (Restated)

v) Reconciliation of the expected credit loss resulting from the initial adoption of IFRS 9:

Provision for

3,401,295

(50,479)

(99,174)
6,551
42144

3,350,816

Expected loss

losses IAS 39 Remeasurement IFRS 9

Repurchase agreements - 4,149 4,149
Deposits with private banks - 309 309
Marketable securities - AFS - 597 597
Marketable securities - HTM - 587 587
Loans and advances to customers 342,943 80,801 423,744
Financial guarantees and responsibilities 10,937 12,731 23,668
353,880 99,174 453,054
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Other Norms, amendments and interpretations not vet effective

IFRS 16 - Leases - The pronouncement replaces IAS 17 - Leases, and related
interpretations (IFRIC 4, SIC 15 and SIC 27). It eliminates the accounting for operating
lease agreements for the lessee, presenting only one lease model, that consists of: (a)
initially recognizing all lease in assets (Right-of-Use Asset) and liabilities (Other liabilities)
at present value; and (b) recognizing depreciation of Right-of-Use Asset and interest from
lease separately in the result. This standard is effective for annual periods beginning on
January 1, 2019. The transition to IFRS 16 will cause a variation not exceeding 0.14% of
Total Assets.

3. Summary of significant accounting practices

a) Translation of balances in foreign currency

The assets and liabilities are converted at the exchange rate of the Financial
Statements date. The revenues and expenses are converted at the monthly average
exchange rate and equity accounting to the subsidiaries with a functional currency
equal to the Brazilian Real in the period.

b) Financial instruments - Initial recognition and subsequent measurement

(I) Date of recognition

All assets and liabilities are initially recognized at trade date, i.e. the date on
which the Bank becomes a party to the contractual relationship of the instrument.
This includes purchases or sales of financial assets that require delivery of the
asset at a specified time established by regulation or market standard.

(I1) Initial recognition of financial instruments

The classification of financial instruments at initial recognition depends on the
purpose for which the financial instruments were acquired by management and
their characteristics. All financial instruments are initially measured at fair value
plus transaction costs, except in cases where financial assets and liabilities are
recorded at fair value through profit or loss.

24
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(1) Derivatives recorded at fair value through profit or loss (FVTPL)

The Bank uses derivatives, such as interest rate swap and forward interest
contracts, foreign exchange rate swap, foreign exchange forward contracts and
interest rate, foreign exchange rate and share options. Derivatives are recorded
at fair value and held as assets when fair value is positive and as liabilities when
fair value is negative. Changes in the fair value of derivatives are included in 'net
result from financial assets and liabilities’. Derivatives embedded in other
financial instruments, such as the conversion option into a convertible instrument
purchased, are treated as separate derivatives and recorded at fair value if their
economic characteristics and risks are not directly related to the main contract,
as long as the main contract is not held for trading or designated at fair value
through profit or loss. The embedded derivatives separated from the main one
are stated at fair value in the portfolio, with changes in fair value recognized in
the income statement.

(IV) Financial assets and liabilities stated at fair value through profit or loss (FVTPL)

Financial assets and liabilities classified in this category are those designated
as such during initial recognition. The designation of a financial instrument at fair
value through profit or loss upon initial recognition only takes place when the
following criteria are met, and designation of each instrument is determined
individually:

e The designation eliminates or significantly reduces the inconsistent treatment
that would occur in the measurement of assets and liabilities or in recognizing
gains and losses in different ways, or

e The assets and liabilities are part of a group of financial assets, financial
liabilities or both, which are managed and their performance evaluated based
on fair value, as a documented risk or investment management strategy, or

¢ The financial instrument has one (or more) embedded derivative (s), which
significantly modifies the cash flows that would be required by the contract.

Financial assets and liabilities at fair value through profit or loss are recorded in
the balance sheet at fair value. Changes in fair value are recorded in "Net result
of financial assets and liabilities”. Interest earned or incurred is appropriated in
'Interest income' or 'interest expense', respectively, using the effective interest
rate. Dividend income is recognized as 'other operating income' when the right
to payment is established.
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(V) Profit or loss -‘Day 1’

When the transaction amount is different from fair value from other observable
transactions in an active market with the same instrument or based on a
valuation technique whose variables include only observable market data, the
Bank will immediately recognize the difference between transaction and fair
value (profit or loss 'Day 1 ') in 'net result from financial assets and liabilities ".
Where the fair value is determined not using observable market data, the
difference between transaction price and the value of the model is only
recognized in the income statement when the variables may be observable, or
when the instrument is liquidated.

(VI) Financial assets measured at fair value in other comprehensive income

(FVTOCI)

After the initial measurement, financial instruments measured at fair value in
other comprehensive income are subsequently measured at fair value.
Unrealized gains and losses are recognized directly in equity, in the “Other
comprehensive income” for adjustment to market value of financial assets
measured at fair value through other comprehensive income, net of taxes.

When the investment is liquidated, the cumulative gain or loss previously
recognized in equity is recognized in income statement in "net income from
financial assets”. When the Bank maintains more than an investment of the
same type, they are considered as if they were written off using the concept of
"average purchase cost”. Changes in fair value and interest income or interest
expense are recognhized, according to contractual terms or when right to
payment is established, are recorded in “’Net result from financial assets and
liabilities”. Interest income or expense is recorded under "interest income and
expense" respectively under the terms of the agreement or when the right to
payment is established. Dividends received while it is held as a financial assets
measured at fair value through other comprehensive income are recognized in
the income statement as 'other operating income' when the right to receive
payment is established.

Impairment of these financial instruments is recognized in the income statement
under "net income from financial assets and liabilities" and written off from the
‘reserves for adjustment to market value of financial assets measured at fair
value through other comprehensive income’.
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(VINAmounts receivable from banks and loans and advances to customers

Receivables from banks and 'loans and advances to customers’ include financial
assets with fixed or determinable payments not quoted in an active market. After
initial measurement, the amounts of receivables from banks and ‘loans and
advances to customers’ are subsequently measured at amortized cost using the
effective interest rate, net of provision for impairment. The amortized cost is
calculated considering any discount or premium on acquisition of significant
amounts and other charges and costs that are components of effective interest
rate. Amortization is included in 'interest income' in the income statement.
Impairment is recognized in the income statement in 'losses on receivables’.

The Bank has no loans and advances intended for sale.

(VI) Borrowings

Borrowings are measured at amortized cost using effective interest rate, except
funding subject to hedge accounting (Note 12 and 13) disclosure at fair value.
Amortized cost is calculated taking into consideration any discount or premium
on issuance and significant costs that are components of the effective interest
rate.

(IX) Subordinated debt

This is stated at fair value through proft or loss, and such financial instrument is
subject to hedge accounting as stated in Note 8. See hedge accounting criteria
described in Notes 3g, 8b and 13.

c) Write-off of financial assets and liabilities

() Financial assets

A financial asset (or applicable part of a financial asset or group of similar assets)
is written off when:

¢ The right to receive cash flow from the asset has expired; or

e The Bank transferred the right to receive cash flow from the asset or assumed
the obligation of paying the cash flow received, for the total amount, without
significant delay, to a third party due to an onlending contract, and if:

e The Bank transferred substantially all the risks and rewards of the asset; or
the Bank did not transfer or retained substantially all the risks and rewards
from the asset, but has transferred control over the asset.
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() Financial liabilities

A financial liability is written off when the obligation related to the liability is
eliminated, cancelled or matures.

d) Repurchase agreements

Securities sold under repurchase agreement on a specific future date are not written
off from the balance sheet, as the Bank retains substantially all the risks and rewards
of ownership. The corresponding cash received is recognized in the balance sheet
as an asset with the obligation of return, including interest appropriated as a liability
in 'cash collateral of securities lent and repurchase agreements', reflecting the
economic nature of the transaction as a Bank debt. The difference between sale and
repurchase price is treated as interest expense and is appropriated over contract
duration using the effective interest rate.

Conversely, securities purchased under resale agreements on a specific future date
are not recognized in the balance sheet. The amount paid, including appropriated
interest, is recorded in the balance sheet as cash collateral of borrowed securities
and repurchase agreements, reflecting the economic nature of the transaction as a
Bank loan. The difference between the purchase and resale price is recorded in
'Interest income' and is appropriated during contract term using the effective interest
rate. If securities purchased under resale agreements are subsequently sold to third
parties, the obligation to return the securities is recorded as a short sale included in
financial liabilities held for trading and measured at fair value, with any gain or loss
included in 'net trading income (expense)’.
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€) Determination of fair value

The fair value of financial instruments traded in active markets at balance sheet date
is based on quoted market or OTC price (sales price for long positions and purchase
price for short positions), without any transaction cost deduction.

For all other financial instruments not traded in an active market, fair value is
determined using appropriate valuation methods, which include the discounted cash
flow method, comparison with similar instruments for which there are observable
market prices, option valuation models, credit models and other known valuation
models. Certain financial instruments are carried at fair value using valuation
methods in which the current market transactions or observable market data are not
available. For these financial instruments, the fair value is determined using a
valuation method that was tested against prices or data of current market
transactions and using the best estimates of the most appropriate model of the Bank.
Models are adjusted to reflect the change in purchase and sale prices to reflect the
cost of liquidating the position, to serve as contra entry of credit and liquidity changes
and model limitations. An analysis of the fair value of financial instruments and more
details about how they were measured are available in Note 8.

f) Impairment of financial assets

The new standard brings the concept of expected credit loss (including the use of
prospective information) and classification into three stages. An asset will migrate
from the stage of expected credit loss as credit risk deteriorates. If, in a subsequent
period, the quality of a financial asset improves or the significant increase in
previously identified credit risk reverses, the financial asset may return to the
previous stage, unless it is a financial asset originated with credit recovery problems.

Stage 1 - Expected credit loss for 12 months: represents the possible delinquency
events within 12 months. Applicable to financial assets without significant increase
in credit risk and without credit originate recovery problems.

Stage 2 - Permanent expected credit loss over the life of the financial instrument:
Applicable to financial assets with a significant increase in credit risk, but which did
not originate with recovery problems.

Stage 3 - Permanent expected credit loss for assets with credit recovery problems:
Applicable to financial assets considered to have credit recovery problems due to the
occurrence of one or more events that have a detrimental impact on the estimated
future cash flows of that asset. For financial assets that do not originate with recovery
problems, but which later became troubled with recovery, it differs from stage 2 by
recognizing interest income by applying the effective interest rate at amortized cost
(net of provision) instead of the gross book value.
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() Financial assets recorded at amortized cost

For financial assets recorded at amortized cost (such as amounts receivable
from banks, loans and advances to customers), the Bank evaluates individually
whether there is objective evidence of impairment.

When there is objective evidence of impairment, the amount thereof is measured
as the difference between the recorded asset value and the present value of
estimated future cash flows (excepting expected future losses on receivables
that have not yet been incurred).

The book value of the asset is reduced through the use of a provision and the
amount of loss is recognized in income statement. Interest income continues to
be appropriated on the net book value of the provision and is calculated based
on the interest rate used to discount future cash flow used to measure the
impairment loss. Interest income is recorded as part of "financial income". Loans
and related provisions are written off when there is no likelihood of recovery and
the entire guarantee was realized or transferred to the Bank. If the estimated
impairment loss increases or decreases due to an event occurring after the
impairment loss was recognized, the amount of impairment loss previously
recognized is increased or decreased by adjusting the provision. If a future write-
off is later recovered, the amount is credited to ‘losses on receivables’.

The present value of estimated future cash flow is discounted at original effective
interest rate of the financial asset. If a loan has a variable interest rate, the
discount rate for measuring any impairment loss is the current effective interest
rate. Calculation of present value of estimated future cash flow of the financial
asset provided as collateral reflects the cash flow that can result from the
settlement less costs to obtain and sell the guarantee, even if the settlement is
not likely.

See Note 9 for details of impairment losses on financial assets carried at
amortized cost and for an analysis of the provision for impairment losses of loans
and advances to customers by type.
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(I) Renegotiated loans

Where possible, the Bank seeks to restructure debts rather than to take
possession of collateral. This may involve extending the term of payment and
agreeing on new loan conditions. Once the terms are renegotiated, any
impairment is measured using the original effective rate before the modification
of the terms of the loan, which will no longer be considered delayed.
Management performs ongoing review of loans renegotiated to ensure that all
criteria are met and that future payments will occur. The loans continue to be
subject to individual assessment of impairment, calculated using the original
effective rate of the loan.

g) Hedge accounting

The Bank uses derivative instruments to manage exposure to interest rate, foreign
exchange rate and credit risks, including the exposure generated by future
transactions and firm commitments. To manage a specific risk, the Bank applies
hedge accounting for transactions that fit into specific criteria.

At the beginning of the hedge relationship, the Bank formalizes the process through
documentation of the relationship between the hedged item and hedging instrument,
including the nature of risk, the hedge designation objective and strategy and the
method that will be used to assess effectiveness of the hedge relationship.

Also at the beginning of the hedge relationship, a formal evaluation is made to ensure
that the hedging instrument is highly effective in offsetting the designated risk in the
hedging relationship. Hedges are formally evaluated every month. A hedge is
expected to be highly effective if it offsets from 80% to 125% of the change in fair
value or cash flow attributed to the risk being hedged during the hedging relationship
period.

For the accounting and disclosure of hedge accounting structures as of December
31, 2018, the Bank used the option of IFRS 9 to maintain the practices determined
by IAS 39.
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() Fair value hedge

For designated and qualifying fair value hedges, the change in fair value of a
hedging derivative is recognized in the income statement in 'net trading income'.
However, the change in fair value of the hedged item attributed to the hedged
risk is recorded as part of its book value and is also recognized in the income
statement in 'net trading income’'. (see Note 8)

If the hedging instrument expires or is sold, cancelled or exercised, or when the
hedge position does not fit into hedge accounting conditions, the hedging
relationship is terminated. For hedged items recorded at amortized cost, the
difference between book value of the hedged item upon termination and the
notional value is amortized over the remaining term of the original hedge using
the effective rate. If the hedged item is sold, the unamortized fair value
adjustment is immediately recognized in the income statement.

h) Financial instruments - Net presentation

Financial assets and liabilities are presented net in the balance sheet if and only if
there is a current legal and enforceable right of offsetting the recognized amounts
and if there is the intention of offsetting, or of realizing the asset and settling the
liability simultaneously. This is not usually the case in master netting agreements, for
which the related assets and liabilities are presented separately in the balance sheet.
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i) Recognition of revenues and expenses

Revenue is recognized to the extent that it is probable that the economic benefit will
be transferred to the Bank and revenue can be reliably measured. The specific
recognition criteria below must be met before revenue is recognized:

(1)

Interest income and expense

For all financial instruments measured at amortized cost, interest earning
financial assets classified as financial assets measured at fair value through
other comprehensive income and financial instruments designated at fair value
through profit or loss, interest income or expense is recorded using the effective
interest rate, which is the rate that exactly discounts the estimated future
payments or receipts over the estimated life of the financial instrument, or a
shorter period when appropriate, to the net book value of the asset or liability.
The calculation takes into account all contractual terms of the financial
instrument and includes any charge or incremental costs that are directly
attributable to the instrument and are integral parts of the effective rate, but not
of future losses on receivables. The book value of the financial asset or liability
is adjusted if the Bank revises its estimates of payment and receipt. The adjusted
book value is calculated based on the original interest rate and the adjustment
in the book value is recorded as 'Other operating income'. However, for a
reclassified financial asset for which the Bank subsequently increases its
estimate of future cash receipt as a result of increased probability of recovery of
future cash receipts, the effect of the increase is recognized as an adjustment in
the effective rate as from the date of change in the estimate.

Once the recorded value of a financial asset or a group of similar financial assets
is written off due to impairment loss, interest income continues to be recognized
using the interest rate used to discount the future cash flow used to measure
impairment loss.

Revenue from charges and commissions

The Bank earns revenue from charges and commissions through various types
of services it provides to its customers. Revenues from charges are segregated
into the following categories:

Revenue from commissions and charges for services rendered

Commissions and charges received with services rendered are recorded in the
income statement on the date of service completion. When such commissions
and charges have a relationship with the term of the operations, revenues are
recognized over the term of the related operations.
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i)

Revenue from charges for transaction services rendered

Charges arising from trading or participation in trading with third parties, for
example, contract for the purchase of shares or other securities or the purchase
or sale of a business, are recognized at the end of the transaction that generated
the charge. Charges or components of charges that are probably related to
specific performance are recognized after meeting the specific criteria.

Cash and cash equivalents

Cash and cash equivalents as referred to in the cash flow statements include cash
on hand, unrestricted current accounts with banks and available amounts receivable
from banks or with original maturities of 90 days of application date.

Property and equipment

Property and equipment are recorded at cost excluding maintenance cost, less
accumulated depreciation and impairment. Changes in estimated useful lives are
accounted for as changes in the amortization method or period, and appropriately
treated as changes in accounting estimates.

Depreciation is computed using the straight-line method to adjust the cost of property
and equipment to their residual value over their estimated useful lives. The estimated
useful lives of assets are as follows:

¢ Buildings 25 to 40 years

o Computer hardware 2 years

o Other furniture and equipment 2 to 4 years

Property and equipment are written off upon disposal or when future economic
benefits are no longer expected from use thereof. Any gain or loss generated on
asset disposal (calculated as the difference between net revenue from disposal and
asset book value) is recognized in ‘other operating income’ in the income statement

for the year in which the asset is disposed of.

Intangible assets

Intangible assets of the Bank basically include the amount of software. An intangible
asset is recognized only when its cost may be reliably measured and it is probable
that expected future economic benefits will flow to the Bank.
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m) Financial guarantees

In the normal course of business, the Bank provides financial guarantees through
sureties. Financial guarantees are initially recognized in the financial statements as
commitments in memorandum accounts. Any increase in liability associated with
financial guarantees is recorded in the income statement in 'losses on receivables’.
The premium received is recognized in the income statement in 'net revenue from
charges and commissions’ using the straight-line method based on the duration of
the guarantee term.

n) Provisions

Provisions are recognized when the Bank has a present obligation (legal or
constructive) as a result of a past event, and it is probable that an outflow of economic
benefits will be required to settle the obligation and a reliable estimate can be made
of the amount of the obligation. The expense relating to any provision is presented
in the income statement net of any reimbursement.

The recognition, measurement and disclosure of contingent assets and liabilities,
and legal obligations are made according to the criteria described below:

Contingent assets - these are not recognized in the financial statements, except
when there is evidence that provide a guarantee of realization thereof, about which
no further appeals apply.

Contingent liabilities - these are recognized in the financial statements when, based
on the opinion of legal counsel and administration, an unfavorable outcome on the
judicial or administrative proceeding is probable, with a probable outflow of funds for
the settlement of obligations and when the amounts involved are measurable with
sufficient certainty. The contingent liabilities classified as possible losses by legal
counsel are only disclosed in the notes to financial statements, while those classified
as remote do not require provision or disclosure.

Taxes

Provisions for income tax and social contribution, when due, are based on
accounting profit, adjusted for additions and exclusions provided for in tax legislation.
Deferred income tax and social contribution are calculated on the amount of
temporary differences, whenever the realization of these amounts is deemed
probable.

For income tax, the rate used is 15% plus an additional 10% of annual taxable
income exceeding R$ 240 thousand and a 20% contribution to financial companies.
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p) Treasury stock

The Bank's own equity instruments that were acquired (treasury stock) are deducted
from equity and accounted for using the weighted average cost. Amounts paid or
received on the sale, purchase, in the issue or cancellation of own equity instruments
are recognized directly in equity. No gain or loss is recognized in profit or loss on the
sale, purchase, in the issue or cancellation of own equity instruments.

q) Dividends (Interest on equity) of common and preferred shares

Dividends (interest on capital - JCP) of common and preferred shares are recognized
as a liability and deducted from equity when approved by the shareholders of the
Bank. Dividends and interest on equity at interim dates are deducted from equity
when declared and are not subject to future decision by the Bank.

Earnings per share (Basic and diluted)

The basic earnings per share is calculated by dividing the profit attributable to
shareholders of the Company by the weighted average number of shares
outstanding during the period, excluding shares purchased by the Company and held
as treasury shares (Note 24 c).

The diluted earnings per share is computed similar to basic earnings per share, but
with the adjustment made by assuming the conversion of potentially dilutive shares
in the denominator.
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Information by segment

For managerial purposes, the Bank is organized into two operating segments based on
business units and its activities as follows:

a) Commercial Activity - It mostly comprises managing loans and other credit
operations and deposit services and checking accounts to large and medium-
sized corporate and institutional clients, and promoting capital market operations
and other banking services.

b) Corporate and Treasury - These comprise the financial results related to cost
of own capital attributed to commercial activities, in addition to financial results
of typical treasury activities, such as management of currency gap, rates and
other arbitrage risks in foreign and domestic markets and results in managing
proprietary positions.It also comprises other costs and corporate results, such
as provisions for contingencies and indirect costs of activities, redistributing such
costs to the commercial area.

Management manages the operating results of the Bank’s business units separately for
the purposes of making decisions about resource allocation and performance
evaluation. Segment performance is evaluated based on profit or loss from the
operation, which considers, among other criteria, adjustment of deemed cost of own
capital. The commercial segment absorbs the tax on results at a rate of 45%, and the
difference in relation to total tax is allocated to the corporate and treasury segment.

No revenue from transactions with a single customer or counterparty reached 10% or
more of total revenue of the Bank in 2018 and 2017.

On the measurement of operating segments results managerial reclassifications of
expenses and costs for managing operating effects are considered, which can
represent differences in classifications in the income statements lines compared to the
financial statement prepared based on IFRS criteria.
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The following table presents managerial income statements related to the segments of

the Bank:

Operating income
Losses on receivables (net of recoveries)
Total operating income after provisions

Personnel expenses

Installations, depreciation and amortization
Other expenses

Allocated expenses

Total operating expenses

Income before taxes

Income and social contribution tax expenses

Net income for the year

Operating income
Losses on receivables (net of recoveries)
Total operating income after provisions

Personnel expenses

Installations, depreciation and amortization
Other expenses

Allocated expenses

Total operating expenses

Income before taxes

Income and social contribution tax expenses

Net income for the year
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2018
Commercial Corporate and
Activity Treasury Total
849,379 64,040 913,419
(87,754) (38,245) (125,999)
761,625 25,795 787,420
(182,060) (171,882) (353,942)
(5,956) (25,504) (31,460)
(26,405) (62,403) (88,808)
(167,555) 167,555 -
(381,976) (92,234) (474,210)
379,649 (66,439) 313,210
(170,842) 274,107 103,265
208,807 207,668 416,475
2017
Commercial Corporate and
Activity Treasury Total
731,627 390,891 1,122,518
(206,648) (29,566) (236,214)
524,979 361,325 886,304
(168,096) (158,698) (326,794)
(5,569) (23,825) (29,394)
(22,493) (55,132) (77,625)
(111,653) 111,653 -
(307,811) (126,002) (433,813)
217,168 235,323 452,491
(12,034) (13,040) (25,074)
205,134 222,283 427,417
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Geographic information

Bank operations are concentrated in Brazil but it also operates through its branch in
Cayman Islands.

The balances of operations performed with third parties by the foreign branch at
December 31, 2018 and 2017 are as follows:

2018 2017
Assets
Cash and Banks 6,593 6,252
Interbank short - term investments 612,343 398,687
Marketable securities and derivative financial instruments 3,457,916 1,342,289
Loans - net 1,941,850 2,626,308
Other assets 442,799 15,640
Total 6,461,501 4,389,176
Liabilities
Demand deposits 46 240
Term deposits 188,751 104,754
Interbranch accounts 263 1,050
Foreign loans 4,104,230 2,970,210
Derivative financial instruments 163,708 219
Other liabilities 415,964 47,589
Total 4,872,962 3,124,062
Net income (loss)
Operating income (loss) 331,315 193,939
Administrative expenses (7,797) (4,292)
Other operating income (expenses) (294) 1,239
Total 323,224 190,886

In Brazil, the Bank has a business platform in 10 states (Rio Grande do Sul, Santa
Catarina, Parana, Sao Paulo, Rio de Janeiro, Minas Gerais, Goias, Mato Grosso do Sul
and Mato Grosso) and Federal district. The other Brazilian states are served by these
platforms.

5. Cash and Central Bank of Brazil reserve

Breakdown of cash and Central Bank of Brazil reserve are as follows:

2018 2017
(Restated)
Cash and Banks 29,378 18,175
Compulsory deposit on demand deposits - 1
Total 29,378 18,176
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6.

Repurchase agreements and deposits with private bank

Repurchase agreements backed by federal securities in the amount of R$ 5,809,890
(R$ 4,409,689 in 2017) with maturity date until June 2019. Deposits with private banks
in the amount of R$ 1,449,222 (R$ 1,700,925 in 2017) with maturity date until November
2019.

At December 31, 2018 and 2017, the balances of repurchase agreements and deposits
with private banks are thus shown according to their stage classification and expected
loss:

2018

Financial assets recorded at amortized cost Stage 1 Stage 2 Stage 3 Total

Repurchase agreements 5,817,015 - - 5,817,015
Repurchase agreements - expected credit loss (7,125) - - (7,125)
Subtotal - Repurchase agreements 5,809,890 - - 5,809,890
Deposits with private banks 1,449,545 - - 1,449,545
Deposits with private banks - expected credit loss (323) - - (323)
Subtotal - Deposits with private banks 1,449,222 - - 1,449,222

2017 (Restated)

Financial assets recorded at amortized cost Stage 1 Stage 2 Stage 3 Total

Repurchase agreements 4,713,838 - - 4,713,838
Repurchase agreements - expected credit loss (4,149) - - (4,149)
Subtotal - Repurchase agreements 4,709,689 - - 4,709,689
Deposits with private banks 1,700,925 - - 1,700,925
Deposits with private banks - expected credit loss (309) - - (309)
Subtotal - Deposits with private banks 1,700,616 - - 1,700,616

The expected credit loss for repurchase agreements and financial deposits had the
following transactions in the years ended December 31, 2018 and 2017:

2017
2018 (Restated)
Balances at the beginning of the year (4,458) -
Constitution in the year (2,990) (4,458)
Balances at the end of year (7,448) (4,458)

7. Cash and cash equivalents

The components of cash and cash equivalents considered in the presentation of the

consolidated statements of cash flows are set out below:

Cash and Central Bank of Brazil
Interbank investments

Deposits with private banks
Repurchase agreements with maturity less than 90 days

Total cash and cash equivalents
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2018 2017
(Restated)
29,378 18,176
4,245,010 3,017,416
723,826 568,026
3,521,184 2,449,390
4,274,388 3,035,592
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8. Classification of financial instruments

a) Measurement of financial instruments

The table below presents the position of asset financial instruments and the related

fair value:
2018
Public market Internal
quotes Internal models models
(Level 1) (Level 2) (Level 3) Total
Financial Assets
Financial assets stated at fair value through profit or loss
Financial treasury bills - LFT 1,816,864 - - 1,816,864
National treasury notes - NTN-B 235,254 - - 235,254
National treasury notes - NTN-A - 97,318 - 97,318
Financial treasury bills - LTN 399,165 - - 399,165
Bank Deposit Certificate - CDB - 5,106 - 5,106
Foreign government bonds 807,350 757,463 - 1,564,813
Loans and advances to customers - 72,626 - 72,626
Derivatives 743,761 331,230 - 1,074,991
Subtotal - Financial assets stated at fair value through
profit or loss 4,002,394 1,263,743 - 5,266,137
Financial assets measured at fair value in other
comprehensive income
Financial treasury bills - LFT 148,048 - - 148,048
Eurobonds 15,044 - - 15,044
National treasury notes - NTN-B 13,909 - - 13,909
Debentures 131,878 28,837 - 160,715
Promissory Notes - NP - 35,181 - 35,181
Expected credit loss (959) - - (959)
Subtotal - Financial assets measured at fair value in other
comprehensive income 307,920 64,018 - 371,938
Financial assets recorded at amortized cost
National treasury notes - NTN-B 66,903 - - 66,903
Financial treasury bills - LTN 769,920 - - 769,920
Expected credit loss (615) - - (615)
Subtotal - Financial assets recorded at amortized cost 836,208 - - 836,208
Derivatives used as fair value hedge
Derivatives - 33,359 - 33,359
Subtotal - Derivatives used as fair value hedge - 33,359 - 33,359
Total Financial Assets 5,146,522 1,361,120 - 6,507,642
Financial Liabilities
Financial liabilities stated at fair value through profit or
loss
Subordinated debts - (274,552) - (274,552)
Funding - Transfers abroad - (97,205) - (97,205)
Derivatives (686,011) (285,798) - (971,809)
Subtotal - Financial liabilities stated at fair value through
profit or loss (686,011) (657,555) - (1,343,566)
Total Financial Liabilities (686,011) (657,555) - (1,343,566)
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Financial Assets

Financial assets stated at fair value through profit or loss

Financial treasury bills - LFT
Eurobonds
National treasury notes - NTN-B
National treasury notes - NTN-A
Financial treasury bills - LTN
Debentures
Foreign government bonds
Derivatives
Loans and advances to customers
Subtotal - Financial assets stated at fair value through
profit or loss

Financial assets measured at fair value in other
comprehensive income
Eurobonds
National treasury notes - NTN-B
Debentures
Expected credit loss

Subtotal - Financial assets measured at fair value in other

comprehensive income

Financial assets recorded at amortized cost
Financial treasury bills - LTN
Expected credit loss
Subtotal - Financial assets recorded at amortized cost

Derivatives used as fair value hedge
Derivatives
Subtotal - Derivatives used as fair value hedge

Total Financial Assets

Financial Liabilities
Financial liabilities stated at fair value through profit or
loss

Derivatives

Subordinated debts

Funding - Transfers abroad

Subtotal - Financial liabilities stated at fair value through

profit or loss
Derivatives used as fair value hedge
Derivatives
Subtotal - Derivatives used as fair value hedge

Total Financial Liabilities

As of December 31, 2018, the balance of unquoted securities is R$ 923,905. The fair
value measurements of unquoted securities are obtained through valuation
techniques that include data for assets that are not based on observable market

variables.
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2017 (Restated)

Public market Internal
quotes Internal models models
(Level 1) (Level 2) (Level 3) Total
1,392,698 - - 1,392,698
32,221 - - 32,221
224,359 - - 224,359
- 85,515 - 85,515
1,509,079 - - 1,509,079
31,740 233,756 - 265,496
1,344,711 - - 1,344,711
185,241 52,931 - 238,172
- 147,081 - 147,081
4,720,049 519,283 - 5,239,332
7,164 - - 7,164
21,374 - - 21,374
61,416 - - 61,416
(597) (597)
89,357 - - 89,357
502,386 - - 502,386
(587) - - (587)
501,799 - - 501,799
- 3,523 - 3,523
- 3,523 - 3,523
5,311,205 522,806 - 5,834,011
(155,502) (49,531) - (205,033)
- (234,728) - (234,728)
- (215,916) - (215,916)
(155,502) (500,175) - (655,677)
- (22,889) - (22,889)
- (22,889) - (22,889)
(155,502) (523,064) - (678,566)
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See in Note 3 (e) details about the criteria adopted to determine fair value of financial
instruments.

Measurement of fair value - level 1 is based on quoted prices (not adjusted) in active
markets for identical assets or liabilities.

Measurement of fair value - level 2 is based on other variables in addition to
observable quoted prices included in level 1 for asset or liability, whether directly
(i.e., as prices) or indirectly (i.e., based on prices).

Measurement of fair value - level 3 is based are those derived from valuation
techniques that include inputs for the asset or liability that are not based on
observable market data (unobservable inputs).

There were no changes to the level 3 on December 31, 2018 and 2017.

At December 31, 2018 and 2017 the balances of financial instruments are thus
shown according to their stage classification and expected loss:

2018 2017
(Restated)

Financial assets mensured at amortized cost Stage 1 Stage 2 Stage 3 Total Total
Financial instruments 836,823 - 836,823 502,386
Financial instruments - expected credit loss (615) - (615) (587)
Subtotal - Financial instruments 836,208 - 836,208 501,799

2018 2017
(Restated)

Financial assets measured at fair value in other

comprehensive income Stage 1 Stage 2 Stage 3 Total Total
Financial instruments 372,897 - 372,897 89,954
Financial instruments - expected credit loss (959) - (959) (597)
Subtotal - Financial instruments 371,938 - 371,938 89,357

The expected credit loss for financial instruments had the following transactions in

the years ended December 31, 2018 and 2017:

2017

Financial assets mensured at amortized cost 2018 (Restated)
Balances at the beginning of the year -
Constitution in the year (587)
Balances at the end of year (587)
Financial assets measured at fair value in other comprehensive 2017

income 2018 (Restated)
Balances at the beginning of the year -
Constitution in the year (597)
Balances at the end of year (597)

43



Banco ABC Brasil S.A.

Notes to consolidated financial statements
December 31, 2018 and 2017
(In thousands of reais)

b) Derivative financial instruments

The table below presents the fair value of derivative financial instruments recorded
as assets or liabilities with the related notional value:

2018 2017
Notional
Assets Liabilities Notional value Assets Liabilities value
Derivatives held for trading
Futures contracts - - 6,547,676 - - 12,048,014
Swap contracts 89,913 (78,621) 3,978,288 29,140 (31,375) 3,462,052
Interbank market 12,243 (3,742) 800,755 18,322 (15,689) 1,086,969
Foreign currency 63,238 (53,068) 1,228,838 8,620 (9,030) 731,053
Fixed rate 14,387 (18,772) 1,930,893 2,198 (5,497) 1,627,817
Other 45 (3,039) 17,802 - (1,159) 16,213
Option contracts 882,209 (807,946) 21,520,348 179,738 (154,229) 7,343,827
Purchase commitments 329,549 (303,606) 10,741,203 36,363 (29,792) 3,681,293
Foreign currency 329,549 (291,730) 10,507,786 36,320 (28,698) 3,671,349
Others financial assets - (11,876) 233,417 43 (1,094) 9,944
Sales commitments 552,660 (504,340) 10,779,145 143,375 (124,437) 3,662,534
Foreign currency 534,392 (502,249) 10,399,453 143,186 (124,254) 3,644,336
Others financial assets 18,268 (2,091) 379,692 189 (183) 18,198
Others financial instruments 102,869 (85,242) 6,879,833 29,294 (19,429) 3,764,511
Foreign currency 41,864 (22,032) 2,471,989 19,036 (15,656) 2,225,342
Others financial assets 61,005 (63,210) 4,407,844 10,258 (3,773) 1,539,169
Total 1,074,991 (971,809) 38,926,145 238,172 (205,033) 26,618,404
Management decided to designate financial instruments below the statements for
accounting hedge of the principal amount as well as the contractual interest portion.
2018
Derivatives used as fair value hedge Notional value Curve Yield Market value MTM
Hedge instruments
Swap contracts 333,070 30,093 33,359 3,266
Subordinate loans 238,163 29,813 31,793 1,980
Foreign currency - US dollar - Assets position (1) 238,163 29,813 31,793 1,980
Liabilities due to transfers abroad 94,907 280 1,566 1,286
Foreign currency - US dollar - Assets position (1) 94,907 280 1,566 1,286
Subject to hedge 369,173 (369,173) (372,439) (3,266)
Subordinate loan (Note 13) 273,254 (273,254) (275,234) (1,980)
Liabilities due to transfers abroad (Note 12) 95,919 (95,919) (97,205) (1,286)

(1) Amounts updated until the balance sheet date.
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2017
Derivatives used as fair value hedge Notional value Curve Yield Market value MTM
Hedge instruments
Swap contracts 463,305 (24,967) (19,366) 5,601
Subordinate loans 238,163 (10,940) (8,248) 2,692
Foreign currency - US dollar - Liabilities position (1) 238,163 (10,940) (8,248) 2,692
Liabilities due to transfers abroad 225,142 (14,027) (11,118) 2,909
Foreign currency - US dollar - Assets position (1) 106,508 3,288 3,523 235
Foreign currency - US dollar - Liabilities position (1) 118,634 (17,315) (14,641) 2,674
Subject to hedge 446,154 (446,154) (451,755) (5,601)
Subordinate loan (Note 13) 233,147 (233,147) (235,839) (2,692)
Liabilities due to transfers abroad (Note 12) 213,007 (213,007) (215,916) (2,909)
(1) Amounts updated until the balance sheet date.
Derivatives used as fair value hedge
In order to mitigate the risks arising from subordinated debt transactions,
management decided to allocate the financial instruments referred to above to hedge
the principal, as well as the amount of contractual interest.
Considering that the financial flow (Principal and Interest) of the item subject to
Hedge (Subordinated Debt) and financial flows of allocated financial instruments
(Swaps) are identical, the effectiveness expected from the allocation of hedge
instruments and throughout the operation is in line with the requirements of the IAS
39 - Financial Instruments: Recognition and Measurement.
The effectiveness of the hedge portfolio at December 31, 2018 was in line with the
established parameters (see Note 3 g).
The notional value of derivative financial instruments, including the operation used
as hedge instrument, by maturity, has the following breakdown at December 31,
2018 and 2017:
2018 2017
Upto1 1to3 3to6 6to 12 1to3 Over
month months months months years 3 years Total Total
Off Balance
Futures contracts 2,703,503 459,586 547,914 1,076,403 1,473,327 286,943 6,547,676 12,048,014
Option contracts 375,221 1,270,466 1,443,472 1,361,767 17,069,422 - 21,520,348 7,343,827
Swap contracts 539,793 543,470 511,925 867,128 1,573,624 275,418 4,311,358 3,925,356
Others financial instruments 780,193 2,393,241 1,257,584 1,416,592 1,032,223 - 6,879,833 3,764,511
Total - 2018 4,398,710 4,666,763 3,760,895 4,721,890 21,148,596 562,361 39,259,215 -
Total - 2017 4,878,350 4,437,286 3,111,126 10,854,260 3,455,568 345,118 - 27,081,708
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The unquoted derivative financial instruments where the pricing process is
substantially based on the use of judgments and estimates has the amounts
recorded in the Assets of R$ 364,589 and in the Liabilities of R$ 285,798.

9. Loans and advances to customers

The balance of loans and advances to customers by industry and the related provision
are as under:

2018

% of debt balance in
relation to total

Debt balance balance Provision Net amount
Agribusiness 4,623,027 29.52 (103,466) 4,519,561
Trade and Services 2,505,404 16.00 (26,264) 2,479,140
Construction and Infrastructure 2,116,078 13.51 (137,131) 1,978,947
Financial 708,700 4.53 (1,243) 707,457
Transformation industry 1,419,305 9.06 (28,922) 1,390,383
Industry and technology 2,272,072 14.51 (39,783) 2,232,289
Individuals 195,048 1.25 (2,482) 192,566
Transportation and logistics 936,293 5.98 (35,188) 901,105
Public utility 882,368 5.64 (5,021) 877,347
Total 15,658,295 100.00 (379,500) 15,278,795

2017 (Restated)

% of debt balance in
relation to total

Debt balance balance Provision Net amount
Agribusiness 4,442 407 30.80 (50,251) 4,392,156
Trade and Services 2,019,532 13.97 (59,241) 1,960,291
Construction and Infrastructure 1,681,194 11.63 (187,706) 1,493,488
Financial 751,178 5.19 (363) 750,815
Transformation industry 1,318,091 9.12 (54,484) 1,263,607
Industry and technology 2,076,266 14.37 (40,166) 2,036,100
Individuals 93,290 0.64 (825) 92,465
Transportation and logistics 902,760 6.24 (26,743) 876,017
Public utility 1,162,062 8.04 (3,965) 1,158,097
Total 14,446,780 100.00 (423,744) 14,023,036
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Loans and advances to customers are presented based on operation nature:

2018 2017 (Restated)
Loans 5,204,621 4,685,866
Financing - BNDES / Finame 562,283 722,333
Export financing 2,109,350 1,936,860
Onlending of foreing borrowings 53,969 44,846
Discounted securities 34,611 38,477
Foreign currency financing 787,231 840,171
Secured account 155,016 142,303
Rural and agro industrial financing 1,831,939 1,983,567
Real Estate Financing 571,409 289,467
Credit assignments operations 30,092 10,007
Advances on foreign exchange contracts 575,236 408,386
Notes and accounts receivable 898,587 906,499
Loans assigned on guarantees 94,330 613
Other credit operations 2,749,621 2,437,385
Total 15,658,295 14,446,780
Provision (379,500) (423,744)
Total loans and advances to customers 15,278,795 14,023,036

At December 31, 2018 and 2017 the balances of loans and advances to customers are
thus shown according to their stage classification and expected loss:

2018
Financial assets recorded at amortized cost Stage 1 Stage 2 Stage 3 Total
Loans and advances to customers 14,212,582 629,311 816,402 15,658,295
Loans and advances to customers - expected credit loss (49,380) (22,538) (307,582) (379,500)
Subtotal - Loans and advances to customers 14,163,202 606,773 508,820 15,278,795

2017 (Restated)

Financial assets recorded at amortized cost Stage 1 Stage 2 Stage 3 Total

Loans and advances to customers 13,320,811 598,526 527,443 14,446,780
Loans and advances to customers - expected credit loss (44,168) (75,416) (304,160) (423,744)
Subtotal - Loans and advances to customers 13,276,643 523,110 223,283 14,023,036

The credit assignments with substantial retention of risks and benefits are replaced its
results recognized by the remaining term of operations. The financial assets objects of
sales remain recorded as loans and the amount received as obligations for sales or
transfer of financial assets. The assignments were as described below:

During the year ended December 31, 2018, in the Bank and consolidated assignments
were made with substantial transfer of risks and benefits, in accordance with CMN
Resolution No. 3,533/08, in the amount of R$ 12,671 (R$ 201,407 in 2017), the effect
of these operations on the income was gain on year ended December 31, 2018 of R$
1,401 (R$ 5,244 of loss in 2017).
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The expected credit loss for loans and advances to customers

transactions in the years ended December 31, 2018 and 2017:

had the following

Loans and advances to customers 2017

2018 (Restated)
Balances at the beginning of the year 423,744 366,812
Constitution in the year 139,336 251,940
Credits offset as loss (183,580) (275,809)
Remeasurement inicial adoption of IFRS 9 - 80,801
Balances at the end of year 379,500 423,744
Movement of the expected credit loss by stage:
Loans and advances to customers Stage 1 Stage 2 Stage 3 Total
Balance as at 31 December, 2017 (IAS 39) - (36,408) (306,535) (342,943)
Remeasurement (44,168) (39,008) 2,375 (80,801)
Balance as at 31 December, 2017 (IFRS 9) - (Restated) (44,168) (75,416) (304,160) (423,744)
Loans and advances to customers Stage 1 Stage 2 Stage 3 Total
Balance as at 31 December, 2017 (Restated) (44,168) (75,416) (304,160) (423,744)
Transfer to Stage 1 - 248 13,405 13,653
Transfer to Stage 2 (1,875) - - (1,875)
Transfer to Stage 3 (17,512) (10,265) - (27,777)
Originated of Stage 1 - 1,875 17,512 19,387
Originated of Stage 2 (248) - - (248)
Originated of Stage 3 (13,405) - 10,265 (3,140)
Originated assets / Received assets or amortized 27,828 61,020 (228,184) (139,336)
Loans written off the losses - - 183,580 183,580
Balance as at 31 December, 2018 (49,380) (22,538) (307,582) (379,500)

At December 31, 2018, balance of renegotiated loans amounted

to R$ 356,752

(R$ 312,270 in 2017), being total loan transactions renegotiated over the year ended
December 31, 2018 amounted to R$ 231,524 (R$ 94,050 in 2017).

The amount of loans recovered for the year ended December 31, 2018, previously offset
against the provision, was R$ 16,717 (R$ 15,726 in 2017).

The amount of overdue operations at December 31, 2018 is R$ 129,637 (R$ 133,483
in 2017), representing 0.85% (0.94% in 2017) of the total loan portfolio.

See position of loans and advances by maturity shown in Note (26) Risk Management.
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10. Contingent credit commitments

The balance of contingent credit commitments are described below:

2018 2017
(Restated)
Contingent credit commitments (Financial guarantees and responsibilities)
Guarantees provided to customers 10,532,910 10,023,767
Open import credit 117,957 25,306
Total 10,650,867 10,049,073

Guarantees provided to customers are subject to charges and counter-guarantees and
recorded in memorandum accounts. On December 31, 2018, the balance of provisions
for financial guarantees and liabilities was R$ 24,321 (R$ 23,668 in 2017) - (Note 15.a).

The balance of contingent credit commitments, by maturity, are as follows:

Upto1 1t0 3 3to6 6to12 1t0 3 Above

month months months months years 3 years Total
Contingent credit commitments 448,684 1,281,906 1,887,449 4,454,606 2,540,745 37,477 10,650,867
Total - 2018 448,684 1,281,906 1,887,449 4,454,606 2,540,745 37,477 10,650,867
Total - 2017 492,938 1,480,119 1,494,185 2,624,446 3,737,975 219,410 10,049,073

At December 31, 2018 and 2017 the balances of contingent credit commitments are

thus shown according to their stage classification and expected loss:

2017
2018 (Restated)
Financial assets recorded at amortized cost Stage 1 Stage 2 Stage 3 Total
Contingent credit commitments 10,675,188 - - 10,675,188 10,072,741
Contingent credit commitments - expected credit loss (24,321) - - (24,321) (23,668)
Subtotal - Contingent credit commitments 10,650,867 - - 10,650,867 10,049,073

The expected credit loss for contingent credit commitments had the following

transactions in the years ended December 31, 2018 and 2017:

2017
2018 (Restated)
Balances at the beginning of the year (23,668) (10,937)
Constitution in the year (653) (12,731)
Balances at the end of year (24,321) (23,668)
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Other assets

The composition of other assets are described below:

2017
2018 (Restated)
Foreign exchange portfolio 12,107 8,243
Tax credits (Note 17) 349,360 307,408
Negotiation and intermediation of securities 276,228 89,553
Debtors for the purchase of assets and assets 9,557 14,661
Guarantee deposits 17,170 14,395
Other assets 288,886 348,987
Prepaid expenses 10,049 7,699
Others 28,241 19,761
Total 991,598 810,707

The foreign portfolio balance is mainly represented by advances received from
customers to settle operations and by foreign exchange rate differences payable arising

from foreign exchange purchases and sales to be settled.

The balance of trading and intermediation of securities is substantially represented by
receivables arising from the settlement of operations with financial assets listed on stock

exchanges.

Funding

Breakdown of funding are as follows:

2018 2017
Demand deposits 249,772 39,918
Interbank deposits 723,532 681,429
Time deposits 5,218,478 5,328,897
Linked to repurchase agreement 717,527 1,432,166
Real estate credit bills - LCI 1,177,337 874,666
Agribusiness credit bills - LCA 2,406,221 2,768,581
Financial bills - LF 5,394,941 4,343,742
Certificates of structured finance 51,685 9,744
Interbranch accounts 28,235 28,447
Foreign borrowings 4,688,351 3,285,628
Local onlendings 1,306,333 1,591,334
Onlendings - Foreign (1) 1,124,835 1,515,477
Subordinated debt (Note 13) (1) 1,810,782 1,176,133
Total 24,898,029 23,076,162

(1) Funding for transfers abroad and subordinated debt used as fair value hedges are shown in Notes 8 (b) and

respectively.

Interbank deposits, time deposits, real estate credit bills (LCI) and agribusiness credit
market

bils (LCA) and financial letters (FL) are made at normal

12,

rates.
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Foreign borrowings include funds raised for use in foreign exchange transactions
relating to export and import financing, as well as onlendings and financing in foreign
currency.

Such obligations are subject to foreign exchange variation and interest in the
international market and are updated by exchange variation and charges, calculated
through to balance sheet date.

Local onlendings correspond to special funds and programs managed by official
institutions, which are onlent to end borrowers and are restated by official indices and
charges, calculated through to balance sheet date.

Foreign onlending are represented mainly by funds raised by the Bank with multilateral
agencies (IFC - International Finance Corporation, IDB - Inter-American Development
Bank, IIC - Inter-American Investment Corporation and PROPARCO - Societe de
Promotion et de Participation pour la Cooperation Economique SA), which are passed
onto final borrowers and are adjusted by the exchange rate variation and financial
charges incurred through to the balance sheet date.

The compositions of the balance of borrowings - foreign onlendings at December 31,
2018 and 2017 are composed as follows:

2018 2017

Foreign Onlendings
Subject to “Hedge accounting”

Principal amount US$ 33,3 million in 2017 - 110,247

Principal amount US$ 24,6 million (US$ 30,8 million in 2017) 95,365 101,766

Accrued interest 554 994
Subtotal 95,919 213,007
Adjustment to market value (“Hedge Accounting”) - Notes 2.11.d and 5.b 1,286 2,909
Total 97,205 215,916
Other foreign onlendings 1,027,630 1,299,561
Total 1,124,835 1,515,477

Subordinated debt not subject to hedged accounting structure are measured at
amortized cost in accordance with Note 3 Item IX. The balance at December 31, 2018
is R$ 1,027,630 (R$ 1,299,561 in 2017).
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The composition of the balance of subordinated debt at December 31, 2018 and 2017
are composed as follows:

2018 2017
Subordinated debts subject to “Hedge accounting”

Subordinated Notes US$ 69,3 million (US$ 69,3 million in 2017) 274,552 234,728
Subtotal 274,552 234,728
Others Subordinated debts

Financial bills 1,287,312 706,088

Subordinated Notes US$ 62,7 million (US$ 68,5 million in 2017) 248,918 235,317
Subtotal 1,536,230 941,405
Total Subordinated debts 1,810,782 1,176,133

The composition of the balance of subordinated debt from subordinated notes issued

abroad, at December 31, 2018 and 2017, are composed as follows:

2018 2017
Subordinated debts subject to “Hedge accounting”

Subordinated Notes

Principal amount US$ 49,3 million (US$ 49,3 million in 2017) 190,942 163,012
Principal amount US$ 20,0 million (US$ 20,0 million in 2017) 77,496 66,160
Accrued interest 4,816 3,975
Subtotal 273,254 233,147
Deferred fund-raising expenses (286) (498)
Deferred hedge accounting P&L (396) (613)
Adjustment to market value (“Hedge Accounting”) - Notes 2.1l.d and 5.b 1,980 2,692
Total 274,552 234,728
Others Subordinated debts

Subordinated Notes US$ 62,7 million (US$ 68,5 million in 2017) 242,791 226,760
Goodwill 1,846 4,507
Deferred fund-raising expenses (74) (153)
Accrued interest 4,355 4,203
Total 248,918 235,317

Funding in subordinated debt non-hedge, are measured at amortized cost in

according with note 3 item IX. The balance as of December 31, 2018 is
1,536,230 (R$ 941,405 in 2017).

R$
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The funds raised abroad of US$ 300,0 million, with the principal amount of US$ 49,3
million on December 31, 2018 (US$ 49,3 in December 31, 2017) subject to hedged
accounting structure, with maturing in April 2020 and annual interest rate of 7.9%,
paid on a semiannual basis. On October 9, 2012, the Bank raised funds through the
issuance of additional Subordinated Notes abroad in the amount of US$ 100,0
million, in the principal amount US$ 82,7 million on December 31, 2018 (US$ 88,5
on December 31, 2017), with US$ 20,0 million (US$ 20,0 in December 31, 2017)
subject to hedged accounting structure with same maturity and interest rates.

On the year ended December 31, 2018, the Bank made a partial repurchase of the
subordinated notes issued on October 9, 2012, in the amount of US$ 5,890. The total
amount paid under the offer for the notes accepted for repurchase was  US$ 6,183.

Goodwill and discount for raising these funds, and direct expenses, are deferred
throughout the maturities of the respective notes.

The balance of R$ 1,287,312, related to capital through the issuance of financial bills
with subordination clause, with maturity until August 2028.

14. Tax liabilities

Breakdown of tax liabilities are described below:

2017
2018 (Restated)
Provision for deferred taxes and contributions (Note 17) 63,616 99,563
Taxes and contributions payable 28,464 101,019
Total 92,080 200,582
15. Other liabilities
a) Breakdown of other liabilities are described below:
2017
2018 (Restated)
Provision for payments to be made 83,116 77,861
Provision for contingent liabilities 22,024 25,208
Deferred income (commissions on guarantees) 30,910 32,635
Securities trading and intermediation 149,707 38,778
Provision for financial guarantees provided 24,321 23,668
Taxes payable 1,694 1,900
Social and statutory 96,842 88,736
Others 6,028 542
Total 414,642 289,328
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Securities trading and intermediation basically corresponds to amounts payable
resulting from settlement of operations with stock-exchange registered financial assets.

16. Related parties

a) Subsidiaries and affiliates

The figures below refer to the Bank's transactions with related companies.
Transactions with related parties were carried out using usual market rates and
conditions on the transaction dates. In the years ended December 31, 2018 and
2017, the balances of transactions with related parties are as follows:

2018 2017
Assets / Income / Assets / Income /
Transactions / Related parties Maturity Remuneration (Liabilities) (Expenses) (Liabilities) (Expenses)
Demand deposits
Without
ABC Brasil Adm. e Participagdes Ltda. (3) No maturity remuneration (64) - (49) -
Without
ABC Brasil DTVM S.A. (3) No maturity remuneration (136) - (48) -
Without
Marsau Comercial Exportadora e Importadora Ltda. (4) No maturity remuneration (242) - (31) -
Time deposits and Fund from acceptance and issue
of securities
Marsau Uruguay Holdings Sociedad Anonima (1) 01/22/2019 2.5%y.y (21) - (1.966) (23)
Management (4) (a) (a) (32,438) (2,317) (39.867) (3.598)
Borrowings
Arab Banking Corporation (B.S.C) (2) 02/27/2019 3.16% y.y (135.618) (1,479) (365.948) (7.628)

(1) Direct controlling shareholder, (2) Indirect controlling shareholder, (3) Subsidiary, (4) Related party.

(a) CDB - Rate of 98.50% up to 100.00% of CDI - Lowest starting date: 05/25/2018. Largest date of maturity: 08/12/2020.
LCA /LCI - Rate of 90.00% up to 100.00% of CDI - Lowest starting date: 01/03/2016, Largest date of maturity: 09/10/2021.
LCA - Fixed interest rate of 8.35% up to 10.12% - Lowest starting date: 05/18/2018, Largest date of maturity: 01/06/2023.
LCA - Fixed interest rate of 3.40% up to 4.30% + IPCA - Lowest starting date: 09/25/2015, Largest date of maturity: 07/12/2021.
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b) Fees of key members of management

In compliance with Resolution CMN No. 3,921/10, Banco ABC Brasil has
implemented a Management Remuneration Policy applicable to the members of the
Board of Directors, to the Executive Committee and to the Officers with no specific
title (employees).

In brief, the policy has as main objectives: (i) complying with the regulations of the
National Monetary Council and the Central Bank of Brazil (BACEN), which establish
special rules for financial institutions such as Banco ABC; (ii) fixing the remuneration
of those considered Managers of Banco ABC in compliance with the regulations
referred to in item (i) above and, in particular, of those assuming this position
according to the Bank’s governance; (iii) aligning the remuneration of the Managers
of Banco ABC with the Bank’s risk management policy; (iv) avoiding behaviors that
would raise risk exposure above the levels considered prudent in the short, medium
and long-term strategies adopted by Banco ABC; and (v) creating a tool for attracting
and retaining talents in key positions at Banco ABC.

The remuneration defined in the policy takes into account: (i) current and potential
risks faced by Banco ABC; (ii) the overall results of Banco ABC, in particular recurring
income (net book profit for the period adjusted for unrealized income and ignoring
the effects of non-recurring events which are within the control of Banco ABC); (iii)
Banco ABC’s capacity for generating cash flow; (iv) the economic environment in
which Banco ABC operates, and its trends; (v) long-term sustainable financial bases
and adjustments to future payments as a result of the risks assumed, changes in the
cost of capital and liquidity forecasts; (vi) the individual performance of the Managers
based on the target agreement celebrated by each Officer, as provided for in the
profit sharing agreement filed at the headquarters of Banco ABC; (vii) the
performance of the business unit; and (viii) the relationship between the individual
performance of the Managers, the performance of the business unit, the
performance of Banco ABC as a whole and the risks assumed.
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Variable remuneration shall be calculated as follows:
| - To Officers without specific designation:

a) Up to 50% (fifty percent) of the amount determined in variable remuneration is
immediately paid in cash on payment of profit sharing; and

b) A minimum of 50% (fifty percent) of the amount determined for variable
remuneration shall be deferred and paid in preferred shares of the Bank
observing that the number of shares to be allocated to the managers will be
determined by dividing the amount corresponding to deferred variable
remuneration, net of withholding tax, by the unit share price, calculated by the
average closing price of the preferred shares issued by Banco ABC Brasil, at the
trading sessions of B3 S.A. - Brasil, Bolsa, Balcdo on June (for the payment of
variable remuneration for the first half) and December (for payment of the
variable remuneration for the second half of the year), as applicable, except in
cases where there are closed periods in those months, at which time the average
will be calculated using the subsequent trading sessions.

Il - To the members of the Executive Committee:

a) 100% (one hundred percent) of the amount fixed for variable remuneration shall
be paid in shares;

b) 60% (sixty percent) of the variable remuneration shall be subject to sale
restriction (lock up) for 6 months; and

c) 40% (forty percent) of the variable remuneration shall be paid on a deferred
basis, as provided for by Resolution CMN No. 3,921/10.

The delivery of shares relating to deferred variable remuneration allocated to
managers shall only take place if, in the applicable period of deferment there is no
(i) significant reduction in recurring profit realized, or (ii) losses posted by the
institution or business unit, or (iii) evidence of errors in accounting and / or
management practices that affect the income calculated in the variable remuneration
rights acquisition period.
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The total compensation of key members of management for the year ended in

December 31, 2018 and 2017 are composed as follows:

2018 2017
Fixed remuneration 22,765 21,851
Variable remuneration 14,411 33,968
Total short-term benefits 37,176 55,819
Share-based compensation 68,958 38,097
Total long-term benefits 68,958 38,097
Total 106,134 93,916

¢) Summary of changes in the compensation plan

To meet the resolution of compensation plan of the Bank was authorized by CVM,

privately, transfer shares of its own shares held in treasury for its executives.

In according to the compensation plan actions cited in Note 16.b, shares were granted
to executives eligible, for settlement at the end of the vesting period, as shown below in

number of shares:

2018 2017
At the beginning of the year 3,711,587 3,917,518
Set up 2,992,755 1,640,437
Shares granted (2,543,339) (1,846,368)
At the end of the year 4,161,003 3,711,587
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17. Income and social contribution taxes

The nature, origin and movement of tax credits and deferred tax liabilities in the years
ended December 31, 2018 are described below:

2017
(Restated) Additions Write-offs 2018
Tax credits
Temporary differences:
Allowance for doubtful accounts 207,319 134,085 (158,800) 182,604
Provision for financial guarantees provided 19,276 (79) (3,315) 15,882
Provision for assets on own use - BNDU 13,675 6,673 (1,519) 18,829
Adjustment to market value of securities and derivative financial instruments 15,601 90,888 (16,467) 90,022
Unrealized gain / (loss) from futures market operations 19,917 5,020 (19,186) 5,751
Others 19,626 44,509 (35,969) 28,166
Adjustment to market value - Financial assets measured at fair value in
other comprehensive income 11,994 10,714 (14,602) 8,106
307,408 291,810 (249,858) 349,360
Deferred taxes
Temporary differences:
Adjustment to market value of securities and derivative financial instruments  (79,810) (42,339) 71,842 (50,307)
Unrealized results from futures market operations (1,350) (3,067) 1,128 (3,289)
Adjustment to market value - Financial assets measured at fair value in
other comprehensive income (16,380) (7,076) 13,581 (9,875)
Others (293) - 148 (145)
Deferred taxes on foreign exchange variation (1,730) - 1,730 -
(99,563) (52,482) 88,429 (63,616)
Net balance 207,845 239,328 (161,429) 285,744
Determination of income and social contribution tax expense for the years ended
December 31, 2018 and 2017 are as follows:
2018 2017
Income after participation in profits and income before tax and social contribution 313,210 452,491
Total income 313,210 452,491
Income and social contribution taxes 143,839 217,789
Income net of realization and constitution of deferred liabilities net of tax credits in the year 73,552 61,712
Nondeductible expenses net of non - Taxable revenues 34,535 (56,649)
Interest on equity (Note 24b) (99,201) (92,789)
Other (182,438) (33,221)
Total income and social contribution taxes - Current (29,713) 96,842
Deferred taxes and contributions
Tax liabilities set up in the year 45,406 71,087
Tax liabilities realized in the year (73,118) (205,039)
Tax credits set up in the year (275,958) (219,733)
Tax credits realized in the year 230,118 281,917
Total deferred taxes and contributions (73,552) (71,768)
Total income and social contribution taxes (103,265) 25,074
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Profit sharing

An allowance for profit sharing was established based on the Variable Compensation
Program set up by Banco ABC Brasil S.A. and its employees, that takes into
consideration activities developed by the Bank in various areas, the degree of
responsibility, the degree of influence on earnings, as well as qualitative and
guantitative targets set with individual Bank employees.

Contingent assets and liabilities and legal, tax and social security
obligations

The Bank and its subsidiaries are involved in judicial and administrative proceedings of
tax, labor and civil nature, both as plaintiff or claimer, Note 3.n explains the criteria for
recognizing and measuring these suits and proceedings.

a) Fiscal contingents

The bank is responsible for actions and processes whose losses are being considered
with possible prognoses by our directors in the amount of R$ 402,555 and have not
been provisioned, see below the main lawsuits whose probability of unfavorable
outcome was assessed as possible:

Corporate Income Tax (IRPJ) and Social Contribution Tax (CSLL) related to non-
taxation of retained earnings of a foreign subsidiary

In 2001, the Bank filed a petition for writ of mandamus seeking a preliminary injunction
that ensured the right not to add to its P&L figures, for the purposes of determination of
IRPJ and CSLL, retained earnings that were never actually made available by ABC
Brasil Banking Ltd, upon the divestiture of interest in that company. Currently the
decision at first and second jurisdiction level is favorable. Total contingency
corresponds to R$ 10,762.

Fine - Service Tax (“ISS”) - 2008 a 2011

This is an administrative proceeding in which the Bank discusses the release of 50% of
fine, the assessment notices issued by the municipality of Sdo Paulo, referring to the
service tax on guarantees of income on the period from 2008 to 2011. The fine was
launched on values whose enforceability was suspended as linked to the injunction
where challenging the levy of this tax. The amount involved is R$ 14,329.
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Social Security’s Charges (“INSS”)

The Bank is currently a defendant in a lawsuit related to payment of pension charges,
mainly on profit sharing related to 2006 to 2014 exercises, amounting to R$ 234,468.

Unauthorized payment - COFINS

Refers to payment of COFINS without fines, as established in article 63 of Law No.
9,430/96. Awaiting appeal decision. Amount demanded totals R$ 3,746.

Income Tax (IRPJ) and Social Contribution Tax (CSLL) related to the deduction of
income for the period of 2010 on loans operations

Collection of income tax and social contribution related deduction of losses on loans
operations in result of 2010. The Bank has estimated the losses as effective, however,
the Receita Federal considers that occurred anticipation of the deduction period
provided for in Law 9,430/96. The value of the requirement amounts to R$ 5,454.

IRPJ - Deductibility PLR of the Board on the period from 2010 to 2014

It is collection of income tax of PLR on the deductibility paid to the board of directors for
the period of 2010 to 2014. Awaiting judgment of the cases in the administrative sphere.
The amount of requirement amounts to R$ 82,509.

PIS - ABC Brasil Distribuidora de Titulos e Valores Mobiliarios S.A.

This is an action filed by the Federal Government in the face of a final decision that
recognized the claim of the Distribuidora to non-payment of the PIS contribution from
July 1997 to December 1999 pursuant to EC 17/1997. The estimated amount of the
contingency corresponds to R$ 1,895.

b) Labor

On December 31, 2018, labor lawsuits in progress classified by our legal counsel as
probable loss totaled R$ 11,079 (Note 19.d). The labor lawsuits classified as possible
loss totaled R$ 13,029 and were not provisioned.

c) Civil

On December 31, 2018, civil claims in progress classified by our legal counsel as
probable loss totaled R$ 1,436 (Note 19.d). The civil lawsuits classified as possible
loss totaled R$ 4,188 and were not provisioned.
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d) Changes in provisions

At the beginning of the year

Set up / (Reversal)
Write-offs
At the end of the year

Tax and legal

obligations Labor Civil
13,391 10,662 1,155
(3,882) 2,538 281
- (2,121) -
9,509 11,079 (b) 1,436 (a)

(a) Note 19.c (b) Note 19.b

20. Result of commissions and services

The result of commissions and services, in the years ended December 31, 2018 and

2017, are described below:

Income from guarantees given
Fees related to credit operations
Revenue from collection services
Revenue from bank charges

Revenue from commissions and securities placement

Revenue from other services

Total

21

Net result of financial assets and liabilities

2018 2017

224,932 212,355
16,575 12,186
16,790 15,488
10,357 9,164
88,834 56,820
2,265 893
359,753 306,906

The net result of financial assets and liabilities, for the years ended December 31, 2018

and 2017 are described below:

Derivative financial instruments

Marketable securities

Funding raising - Transfers abroad

Subordinated debt
Total

Derivative financial instruments

Marketable securities

Funding raising - Transfers abroad

Subordinated debt
Total

61

2018

Fair value through

Financial assets measured

profit or loss at fair value through other Total
comprehensive income
56,047 - 56,047
16,703 12,486 29,189
(18,520) - (18,520)
(10,838) - (10,838)
43,392 12,486 55,878
2017
Fair value through Financial assets measured
rofit or loss at fair value through other Total
P comprehensive income
(143,864) - (143,864)
347,771 76,268 424,039
(8,899) - (8,899)
76,252 - 76,252
271,260 76,268 347,528
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22. Other operating income (expenses)

Other operating income (expenses) for the years ended December 31, 2018 and 2017:

2018 2017
Restatement of judicial deposits 482 840
Taxes on operating income - PIS / COFINS / ISS (57,882) (67,974)
FGC contribution expenses (10,761) (13,397)
Other revenues (expenses) (17,697) (38,700)
Provision of constitution 9,605 18,433
Total (76,253) (100,798)

23. Other expenses

Other expenses, for the years ended December 31, 2018 and 2017:

2018 2017
Specialized technical services (13,971) (14,410)
Third party services (9,111) (7,290)
Financial system services (16,921) (14,175)
Other administrative expenses (8,226) (8,982)
Data processing (12,909) (10,937)
Transportation expenses (480) (447)
Tax expenses (6,877) (3,578)
Total (68,495) (59,819)

24. Equity

a) Capital

In December 31, 2018 capital comprises 211,132,950 registered and uncertified
shares (196,554,847 in 2017), without par value, of which 106,634,935 common
shares (99,152,654 in 2017) and 104,498,015 preferred shares (97,402,193 in

2017).

62



Banco ABC Brasil S.A.

Notes to consolidated financial statements
December 31, 2018 and 2017
(In thousands of reais)

63

b) Dividends and interest on equity capital

As established in the Bank’s articles of incorporation, shareholders are entitled to an
annual dividend of not less than 25% of net income adjusted as provided for in
applicable law. Such dividend can, alternatively, be distributed in the form of interest
on equity.

For the years ended December 31, 2018 and 2017 shareholders resolved to
distribute interest on equity, calculated according with established by Law 9,249/95,
as follows:

2018

Reduction in expenses with income and social

Resolution approval date Interest on equity contributions taxes
06/26/2018 108,002 48,601
12/21/2018 112,445 50,600
Total - 2018 220,447 99,201

2017
Reduction in expenses with income and social

Resolution approval date Interest on equity contributions taxes
06/27/2017 103,319 46,494
12/22/2017 102,877 46,295
Total - 2017 206,196 92,789

Interest on equity is calculated on net equity accounts and limited to the long-term
interest rate, conditioned to the existence of profit calculated before deduction or
retained subscription earnings and income reserves in amount equal or two times
higher its amount.

c¢) Earnings per share

i) Basic earnings per share:

The basic earnings is calculate by dividing the profit attributable to shareholders of
the Company by the weighted average number of shares outstanding during the
period, excluding shares purchased by the Company and held as treasury shares
(Note 24 e).

2018 2017
Net profit attributable to the Parent 416,475 427,417
Weighted average shares outstanding 201,684,066 186,815,001
Basic earning per share (Brazilian reais) 2.06 2.29
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ii) Diluted earnings per share

The diluted earnings per share is computed similar to basic earnings per share, but
with the adjustment made by assuming the conversion of potentially dilutive shares
in the denominator.

2018 2017
Net profit attributable to the Parent 416,475 427,417
Weighted average shares outstanding 204,443,256 189,169,972
Diluted earning per share (Brazilian reais) 2.04 2.26

d) Destination of earnings

i) Income reserve - Legal reserve

The establishment of compulsory legal reserve of 5% of netincome
for December 31, 2018 is of R$ 20,824 (R$ 21,371 in 2017).

ii)  Income reserve - Dividend equalization

At the Annual and Special Shareholders’ Meetings held on April 30, 2008, the
shareholders approved the creation of the account Income Reserve for Dividend
Equalization, to which the retained earnings account balance is allocated, limited
to 80% of capital, the latter of which is set up to maintain the shareholder
payment flow.

ii) Income reserve - Repurchase of shares
The reserve for repurchase of shares is set up to support the possible opening,
after approval by the Board of Directors, of the program for repurchase of the

Institution’s shares, should market conditions indicate such possibility.

e) Treasury shares

For the year ended December 31, 2018, based on authorization of the Board of
Directors to acquire shares of Company for holding in treasury, 1,888,718 preferred
shares were repurchased.

On December 31, 2018, the total value of shares repurchased in treasury is R$
35,569 equivalent to 2,514,535 preferred shares (R$ 36,795 equivalent to 3,169,156
in 2017). The average cost per share repurchased treasury is R$ 14.15.
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Changes in treasury shares

2018 2017
At the beginning of the year 3,169,156 4,381,824
Shares acquired 1,888,718 633,700
Shares delivered (2,543,339) (1,846,368)
At the end of the year 2,514,535 3,169,156

f) Capital increase

On March 9, 2018 was deliberate by the Board of Directors a capital increase of R$
87,446, corresponding to the issuance of 7,014,397 new shares, being 3,596,542
new common shares and 3,417,855 new preferred shares through the use of interest
on shareholders' equity or cash payment, approved by the Central Bank of Brazil on
March 20, 2018.

On June 26, 2018, the Board of Directors approved a proposal by the Board of
Directors to distribute interest on capital in the total gross amount of R$ 108,002,
which represents a gross amount of R $ 0.5400 per common share and preferred
share.

On September 6, 2018 was deliberate by the Board of Directors a capital increase
of R$ 91,802, corresponding to the issuance of 7,563,706 new shares, being
3,885,739 new common shares and 3,677,967 new preferred shares through the
use of interest on shareholders' equity or cash payment, approved by the Central
Bank of Brazil on October 8, 2018.

On December 21, 2018, the Board of Directors approved the proposal for distribution
of interest on own capital on the gross value of R$ 112,445, that represents a gross
value of R$ 0.5390 per ordinary and preferential shares. It was also deliberated the
proposal to increase the equity of the company, on the amount of R$ 95,579 at most,
through the emission of new shares, for the private subscription with the utilization
of interest credit over own capital hereby approved.

25. Other information
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Offset and settlement of liabilities agreement - the Bank has an agreement on the offset
and settlement of liabilities under the Brazilian National Financial System, in
accordance with CMN Resolution No. 3,263/05, resulting in added guarantees of
settlement of their assets with financial institutions that are party to the agreement. The
Bank mitigated the amount of R $ 102,025 per compensation agreement on December
31, 2018 (The Bank does not have compensation mitigation services as of December
31, 2017).
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26. Risk management

Corporate risk

Objectives

The Bank understands that risk management is a process aimed at adding and
preserving value for the institution, providing reasonable assurance that events that
may affect it are identified and promptly managed according to its risk appetite.

For this purpose, it keeps structures dedicated to risk management activities that
assess, monitor and report both the assumed risk and the risk appetite of the
organization, proposing measures to enhance execution of processes, correct failures
and avoid practices that do not abide by the required standards. Thus, it aims also to
comply with Resolution No. 4,557 by the National Monetary Council, governing the
activities of operational, market, credit and liquidity risk management structures and the
environmental responsibility framework, respectively.

The framework developed aims at the achievement of objectives through actions to:

¢ Align risk appetite and strategy adopted;

e Make decisions considering existing risks;

o Reduce unforeseen operating losses;

¢ Identify and manage risks associated with the ventures;

e Provide integrated responses to multiple risks;

e Seize opportunities; and

e Improve capital allocation.

All areas and associates are liable for Corporate Risk Management, which must perform
their activities as good as they can and timely identify control risks, failures, and

deficiencies to areas to be able to solve them. It is performed therefore, in a centralized
manner by the Vice-President for Credit and Risk Management.
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Governance

The Bank, a publicly traded company with shares traded on the S&do Paulo Stock
Exchange, at level I, believes that the Bank should be managed with main focus on
adding value for shareholders without infringing the rights of stakeholders, and
respecting the laws that regulate markets within accepted and recommended ethical
standards.

The Bank's governance structure is based on the regulations from the Sdo Paulo Stock
Exchange, the Brazilian Securities and Exchange Commission (CVM) and the Central
Bank of Brazil, with bodies like the Board of Directors, Audit Committee and Supervisory
Board (non-permanent), as well as the internal bodies, such as the Board Risk
Committee, Collegiate Board and other operating committees, as the Credit Committee
and the Finance Committee.

The Board of Directors is responsible for defining the risk appetite of the institution, the
approval of business strategies and the maintenance of high governance standards. It
should ensure the effectiveness of the risk management framework, providing
independence and resources for its proper functioning. It receives support from bodies
and committees created for this purpose.

The Executive Board is responsible for enforcing Board of Directors resolutions and
management of the institution's activities.

The risk management policies are disclosed on internal page (Intranet), where the rules
are published and made accessible to all Bank employees.

Since the Bank operates with large and medium-sized corporate customers, it opted to
create two independent credit extension structures, in order to be more efficient and
accurate in analyses, the establishment of credit limits and definition of required
guarantees.

Approval of the credit lines is the responsibility of the Credit Committee for customers
in general and the Finance Committee for those of the financial sector, until the limits of
their levels of authority. Above that, such approval is the exclusive prerogative of the
Board Risk Committee.

The Bank has supported the Areas of Credit Management to ensure that risks are within
the prescribed limits and that the guarantees are within the required coverage and
quality.
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The area of Risk Management monitors the credit point of view of portfolio concentration
monitoring and evaluating the impact of adverse scenarios. Generated reports are
regularly sent to the Risk Committee of the Board of Directors, the Audit Committee and
the Executive Board.

The business model of Banco ABC Brasil, focused on loans, financing, guarantees and
derivative instruments with medium-sized and large customers, has a structure that is
responsible for the entire credit management cycle, including but not limited to:

« Evaluation of new customers;

* Review of credits already extended;

« Evaluation of new products;

» Adaptation of products to its target customers;

* Monitoring of concentrations;

* Release of operations within the approved conditions;

+ Timely identification of weakness in economic and financial condition of customers;
* Analysis of the impact of changes in circumstances on portfolio quality;
* Adequacy of collateral provided by customers.

» Collection of amounts due;

» Collection suits, whether amicable or not; and

+ Management of guarantees provided.

Credit risk management criteria

Credit risk management encompasses all related activities, from approval of credit lines
until settlement, including accounting, allocation of economic and regulatory capital and
issuing periodic managerial reports to the Executive Board and Board of Directors:

» Credit risk management is done both from the perspective of processes and
products;

» The credit approval process for new or existing customers depends on the authority
and responsibility defined for people, areas and committees involved;

» The credit extension process is governed by specific rules for the Corporate and
Middle-Market portfolio, taking into account market conditions, the macroeconomic
prospects, changes in products and sectorial or geographical concentrations;

* Creditrisk is assessed both on its own merits, as the mitigating effect of guarantees,
also evaluates the effectiveness of the transfer of credit risk;
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* The limits are set by customer and financial group for all credit risk exposures,
including counterparty, settlement and issuer risk, both for the trading and non-
trading portfolios;

* There are specific processes and processes for management of credit portfolios and
the monitoring of individual customers, including determination of appropriate
provisions and reserves, and procedures for attributing and monitoring credit rating;

* There are mechanisms for monitoring risks, quality and concentration of the
portfolios, which are used in the preparation of stress scenarios and specific reports;

» The counterparty risk arising from changes in market risk variables is identified and
subject to regular reviews;

+ There is a formalized process for treatment of doubtful credits, indicating incumbents
and classification of cases according to the stage of collection;

» All positions subject to credit risk are monitored, including off-balance sheet ones,
which are recorded on a deemed risk basis, taking into account the likelihood and
impact of the materialization of rights of receipt of the Bank;

» Large credit lines are approved by the Board Risk Committee, which also defines the
levels of authority of local management;

» Credits prohibited are included in specific list and are consistent with the policies to
prevent money laundering;

* New products are analyzed taking into account both the risk it brings to the Bank and
to the customer, according to their needs and sophistication;

» The areas involved in the management and monitoring of credit risk are independent
from the business areas and have the necessary structure to perform their activities;
and

* Independent verification of claims is made by regular audits, which are forwarded to
the Board of Directors and the Executive Board and to the Audit Committee.

Rating

Banco ABC Brasil works with a rating scale applied to customers, complemented by the
rating of each individual operation. The first derives from quantitative and qualitative
factors relating to the customer and takes into account the industry, management
quality, market positioning, support from parent company, the quality of information
available and the figures in the financial statements. For the rating of the operation, the
effect of associated guarantees is further considered.
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Credit monitoring

The monitoring of credits is done steadily for dedicated area that accompanies the
behavior of credit portfolios and guarantees, as well as information from third parties
such as credit bureaus. The activity is supported by specific systems.

Credit review

There is specific area of Credit Review with the dual mission to verify the quality of the
analyzes and to proceed with an interim assessment during the period of the lines. This
area is independent of the Executive Board of Credit Analysis.

Monitoring limit use of credit and guarantees

The framework of credit exposures is monitored constantly by area and dedicated
systems. The same is true for the guarantees, which also has a specialized team to
monitor the degree of coverage. The Committee shall meet guarantees in order to
discuss, report and troubleshoot disability or quality of the collateral transferred.

Deemed risk

Derivative operations use the credit lines specifically approved for them in amounts
related to a proportion of the notional value. This stems from the maturity of the
operation and the volatility of the risk factors involved. Daily recalculation ensures that
volatility shocks, amounts paid and term reduction are taken into account.

Credit recovery process

The Bank has specific processes for quick recovery of loans in default, and it also has
a dedicated structure for this. The Credit, Commercial, Legal areas and the Credit
Committee and Vice Chairs are directly involved and problem solving is monitored
considering the specific characteristics of each case.
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Responsibility of the committees

e Board Risk Committee: it is responsible for approving the credit risk management
structure and the credit lines above the level of authority of the local Credit
Committees;

e Credit Committee - Corporate: it is responsible for credit approval for corporate
customers until its level of authority and the ratification of the rating assigned to
customers and operations - all approvals must be by unanimous voting of its
members, including managers of the Credit and Commercial areas and Chair and
Vice Chairs;

¢ Syndicated Operations Committee: responsible for approving limits for underwriting
operations;

o Committee of LLP, which discusses and validates the amount of provisioning for all
operations of the Bank, also reviewing the rating by range of delay, guarantees
provided, or significant facts that impact customer repayment capacity; and

o BNDU Committee: It proposes policies and strategies for sale of property and assets
received from of loans or from performance guarantees.

Credit concentration

a) Sectorial concentration

Managerial monitoring of sectorial concentration is based on classification that takes
into account the correlation of the activities of each sector with the economic cycle,
taking into account the needs and reality of the Bank. Exposure is monitored by the
Risk Management and Credit Extension areas, the Executive Board and the Board
of Directors for both the Large Corporate and the Corporate portfolios. It are based
on the concentration of credit and advances portfolio and guarantees provided.

2018
Total Large Corporate Corporate
Amount Amount Amount
(In Million) % (In Million) % (In Million) %
Agribusiness 5,091 19.35 4,250 20.29 841 15.70
Trade and services 3,275 12.45 1,683 8.03 1,592 29.72
Construction and infrastructure 2,687 10.21 1,692 8.08 995 18.57
Financial 2,762 10.50 2,676 12.77 86 1.61
Transformation industry 2,933 11.15 2,568 12.26 365 6.81
Industry and technology 2,834 10.77 1,945 9.28 889 16.60
Individuals 298 1.13 151 0.72 147 2.74
Transport and logistics 1,672 6.35 1,378 6.57 294 5.49
Utilities 4,757 18.09 4,609 22.00 148 2.76
Total 26,309 100.00 20,952 100.00 5,357 100.00
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2017
Total Large Corporate Corporate
Amount Amount
(In Million) % (In Million) % Amount %
Agribusiness 4,987 20.53 4,279 21.20 708 17.23
Trade and services 2,570 10.58 1,363 6.75 1,207 29.37
Construction and infrastructure 2,019 8.31 1,441 7.14 578 14.07
Financial 3,018 12.42 2,954 14.63 64 1.56
Transformation industry 2,769 11.40 2,423 12.00 346 8.42
Industry and technology 2,677 11.02 1,819 9.01 858 20.88
Individuals 167 0.69 87 0.43 80 1.95
Transport and logistics 1,683 6.93 1,490 7.38 193 4.70
Utilities 4,404 18.12 4,329 21.46 75 1.82
Total 24,294 100.00 20,185 100.00 4,109 100.00
a) Credit risk concentration by financial instrument type
(In million of R$)
2018 2017

Amount receivable from banks 7,259 6,415

Financial instruments 6,474 5,685

Loans and advances to customers 15,279 14,244

Subtotal 29,012 26,344
Guarantees provided and responsibilities 10,651 10,049

Total 39,663 36,393

Credit portfolio quality

The portfolio of loans and advances to customers by credit quality is presented below.
High quality credits are those fitting into ratings 1 to 5. Rating 6 corresponds to prime
quality. Ratings 7 to 11 correspond to sub-prime quality. At the end of 2018 and 2017,
the portfolio classified as sub-prime coincided with that considered by management as

involving possibility of impairment problems.

(In million of R$)

2018 2017
High quality 12,764 12,358
Prime quality 1,839 1,238
Sub-prime quality 546 515
Overdue credits 130 133
Total 15,279 14,244
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Liquidity risk
Description

The liquidity risk is basically present in the following two forms:

* Funding risk: related to access to funds to honor obligations or expand activities; it
presents a time component defined by occurrence of imbalances between cash
inflows and outflows that may affect the Bank's payment capacity, taking into
consideration different currencies and terms for settling its rights and obligations;

* Market liquidity risk: related to the capacity to operate in the markets, without causing
significant changes in price or charge.

Liquidity risk is managed by the Finance Committee, composed of Chair and Vice
Chairs and treasury, credit rating, risk management, fund raising and managerial
information managers. Treasury implements the decisions of the Finance Committee
and manages, within the limits set for its operations, cash raising and application and
mismatches between cash inflows and outflows over time. It is supported by the Risk
Management area, which monitors the acceptable levels of liquidity in the present and
future, and by the Financial Planning area, which holds the information for the control
over cash positions. Daily reports generated are sent to Treasury, the Executive Board,
Internal Audit, as well as Risk Management areas of the controlling shareholder.
Weekly, the Finance Committee re-evaluates the strategy for the next period.
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Liquidity cushion: cash position should be sufficient to face a serious stress situation
as long as necessary for the actions taken to have the corresponding effect. The
Financial Committee establishes such period in number of months and guarantees
that the cash is higher than the amount calculated. The model takes into account
and both take into account the liabilities falling due, redemption of applications,
devaluation of government securities, margin call and assets renewal rate, among
others;

Cash flow map: it indicates the changes in cash position in time slots, serving to
evaluate performance by product or customer type and adequacy of the temporal
profile of borrowings to finance the Bank's asset portfolio;

Limits: tool to ensure there is no concentration of investors, periods or a combination
of both; and

Liquidity Contingency Plan: A plan that indicates the actions to be taken in managing
the portfolios, in Treasury activities, in reporting on crisis management and other
situations, considering different scenarios and, in each of them, varying severity
degrees.
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Tools

Assets
Cash and reserve with Central Bank of Brazil

Financial assets stated at fair value through
profit or loss
Marketable securities
Derivatives
Loans and advances to customers

Financial assets measured at fair value in other
comprehensive income
Marketable securities
Derivatives used as fair value hedge
Financial assets recorded at amortized cost
Repurchase agreements
Deposits with private banks
Marketable securities
Loans and advances to customers

Other assets

Property and equipment

Total Assets
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2018
Up to 1to 3 3to6 6 to 12 1to 5 Above 5 No
30 days months months months years years maturity Total

29,378 - - - - - - 29,378
3,431,695 79,018 81,896 748,480 817,942 107,107 - 5,266,138
3,367,112 - - 654,090 - 97,318 - 4,118,520
64,535 79,018 77,670 81,717 771,871 181 - 1,074,992
48 - 4,226 12,673 46,071 9,608 - 72,626
159,801 - 43,545 - 15,022 153,570 - 371,938
159,801 - 43,545 - 15,022 153,570 - 371,938
- - - - 33,359 - - 33,359
8,445,004 2,340,901 2,552,603 3,777,346 6,004,583 253,678 - 23,374,115
5,809,890 - - - - - - 5,809,890
855,363 572,308 - 21,551 - - - 1,449,222
349,814 - - - 486,394 - - 836,208
1,429,937 1,768,593 2,552,603 3,755,795 5,518,189 253,678 - 15,278,795
991,597 - - - - - - 991,597
- - - - - - 48,883 48,883
13,057,475 2,419,919 2,678,044 4,525,826 6,870,906 514,355 48,883 30,115,408
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Liabilities

Financial liabilities stated at fair value

through profit or loss
Subordinated debt
Fund raising - Transfers abroad
Derivatives

Financial liabilities recorded at
amortized cost
Fund raising
Amounts payable to banks
Customers
Subordinated debt

Other liabilities
Taxes
Other

Equity

Total liabilities and equity
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2018
Up to 1to 3 3to6 6to 12 1t0 5 Above 5 No

30 days months months months years years maturity Total
75,091 81,855 75,899 80,443 1,029,842 436 - 1,343,566
- - - - 274,552 - - 274,552
- - - - 97,205 - - 97,205
75,091 81,855 75,899 80,443 658,085 436 - 971,809
2,494,556 3,792,680 3,632,066 6,721,342 6,458,267 1,427,361 - 24,526,272
2,494,556 3,792,680 3,632,066 6,721,342 6,458,267 1,427,361 - 24,526,272
1,384,228 2,010,060 1,915,272 5,179,045 5,504,276 693,505 - 16,686,386
1,108,877 1,782,620 1,707,624 1,541,072 163,463 - - 6,303,656
1,451 - 9,170 1,225 790,528 733,856 - 1,536,230
506,722 - - - - - - 506,722
92,080 - - - - - - 92,080
414,642 - - - - - - 414,642
- - - - - - 3,738,848 3,738,848
3,076,369 3,874,535 3,707,965 6,801,785 7,488,109 1,427,797 3,738,848 30,115,408
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Assets
Cash and reserve with Central Bank of Brazil

Financial assets stated at fair value through
profit or loss
Marketable securities
Derivatives
Loans and advances to customers

Derivatives used as fair value hedge
Financial assets measured at fair value in other
comprehensive income
Marketable securities
Financial assets recorded at amortized cost
Repurchase agreements
Deposits with private banks
Marketable securities
Loans and advances to customers

Other assets

Property and equipment

Total Assets

2017 (Restated)

Up to 1to 3 3to6 6 to 12 1to 5 Above 5 No

30 days months months months years years maturity Total
18,176 - - - - - - 18,176
9,975 132,995 16,702 2,606,331 2,085,874 387,455 - 5,239,332
- 120,684 - 2,383,542 1,981,867 367,986 - 4,854,079
9,878 12,311 8,144 197,124 10,705 10 - 238,172
97 - 8,558 25,665 93,302 19,459 147,081
- - - - 3,523 - - 3,523
- - - - 88,647 710 - 89,357
- - - - 88,647 710 - 89,357
7,546,304 1,491,540 2,439,851 3,701,073 5,416,229 340,143 - 20,935,140
4,709,689 - - - - - - 4,709,689
1,700,616 - - - - - - 1,700,616
- - - - 501,799 - - 501,799
1,135,999 1,491,540 2,439,851 3,701,073 4,914,430 340,143 - 14,023,036
810,707 - - - - - - 810,707
- - - - - - 48,575 48,575
8,385,162 1,624,535 2,456,553 6,307,404 7,594,273 728,308 48,575 27,144,810
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Liabilities

Financial liabilities stated at fair value

through profit or loss
Subordinated debt
Fund raising - Transfers abroad
Derivatives

Derivatives used as fair value hedge

Financial liabilities recorded at
amortized cost
Fund raising
Amounts payable to banks
Customers
Subordinated debt

Other liabilities
Taxes
Other

Equity

Total liabilities and equity
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2017 (Restated)
Up to 1to 3 3to6 6 to 12 1to 5 Above 5 No

30 days months months months years years maturity Total
9,028 4,943 10,587 251,618 379,122 379 - 655,677
3,893 - - - 230,835 - - 234,728
- - 994 110,482 104,440 - - 215,916
5,135 4,943 9,593 141,136 43,847 379 - 205,033
- - - - - 22,889 - 22,889
3,376,807 2,527,657 3,375,777 7,427,912 5,419,510 497,855 - 22,625,518
3,376,807 2,527,657 3,375,777 7,427,912 5,419,510 497,855 - 22,625,518
1,513,312 830,022 3,248,080 4,572,935 4,389,159 142,567 - 14,696,075
1,863,495 1,697,635 127,697 2,854,977 444,234 - - 6,988,038
- - - - 586,117 355,288 - 941,405
489,910 - - - - - - 489,910
200,582 - - - - - - 200,582
289,328 - - - - - - 289,328
- - - - - - 3,350,816 3,350,816
3,875,745 2,532,600 3,386,364 7,679,530 5,798,632 521,123 3,350,816 27,144,810
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Market risk
Description

Market risk is defined as the possibility of losses resulting from fluctuations in market
values of positions held. The risks of operations subject to exchange variation,
fluctuations in interest rates, share prices and commodity prices fit into this concept.

Market risk management is performed using inside information that the Risk
Management area, which centralizes control activities and monitors the exposure of
portfolios, provides daily to management, Treasury and Finance Committee members.

The Risk Management area further prepares specific reports to the Board of Directors
and the Audit Committee and also discloses the Bank's risk appetite to the areas
involved in market risk management and also participates in the approval process for
new products or activities.

Treasury implements the decisions of the Finance Committee and manages the trading
and non-trading portfolio positions within the limits set for its actuation. The Finance
Committee formally discusses the exposures in its weekly meetings and outlines the
strategy for the next period, and must always ensure that the limits are appropriate to
the risk appetite and the market situation and act immediately in case of noncompliance.

The risk appetite is expressed in the form of limits, which are approved for each calendar
year, or for shorter periods if necessary, by the Finance Committee, the Board Risk
Committee, the Asset and Liability Committee and Board Risk Committee of the Arab
Banking Corporation.

The market risk management structure adheres to the Bank’s governance standards.
The Treasury report ensures independence in relation to other business areas. The
same happens with the Risk Management area, which reports to the CEO and the Board
Risk Committee.
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The main market risk management tools used are:

Value-at-Risk (VaR): This indicator measures the value in monetary units of the
largest loss that a portfolio can suffer in a given period for a predetermined level of
statistical reliability. It can be calculated in various ways, but basically it takes into
account the distribution of portfolio returns. The great advantage of the index is to
allow comparison of the risk of different asset classes, taking into account the
correlation between their returns and be a simple measure for establishing exposure
limits. Daily reports generated show the VaR calculation for the different risk factors
and the various terms (in case of interest rate), helping to identify concentration of
risks in the portfolios and guiding more effective exposure management measures.
Properly hedged positions contribute little to VaR magnitude, even in markets with
high volatility. The calculation is based on a historic VaR model with observation
window of one year, retention period of one day and reliability level of 99%. VaR,
however, as mentioned in "stress tests" item below, does not consider the impact of
extreme events, resulting from significant shocks that cause abrupt changes in prices
and changes in the pattern of correlation of returns;

Sensitivity analysis (DV01): Fixed income indicator that shows the gain or loss on
the parallel shift of 1bp (basis-point) in the forward structure of interest rates. It also
serves to indicate risk concentration, taking into account that the effect of changing
interest rates is more pronounced for longer maturities;

Stress tests: Result of application of crisis scenarios in the portfolios. They can be
historical scenarios, representing the effects of crises occurred, or hypothetical
scenarios. Such scenarios should take into account changes in prices over a period
of time appropriate to consider both the cumulative effect of shocks and that
necessary for reversal or hedge of risk positions. It allows to take into account
extreme but feasible events, which would be on the tail of the return distribution
curves, as these are not considered in calculating VaR; and

Back-testing: Tests in which there is comparison of daily returns of portfolios with the
maximum losses forecast by VaR with a given reliability level. For example, for VaR
with reliability level of 99%, in the remaining 1% of cases, the loss occurred should
be less than the calculated VaR. The objective is to verify adherence of the model
used for calculating VaR.
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The calculated amount is within the approved limits and presented the following
changes:

Average Maximum Minimum
2018 3,489 6,746 1,597
2017 6,365 16,777 3,085

The Bank also discloses a sensitivity analysis to market risk classes considered
significant by management arising from financial instruments, in compliance with
regulatory rules (CVM Rule No. 475). The table below demonstrates, in management's
view, both the most likely scenario, as well as two additional scenarios. The probable
scenario considers the prices set in contracts and capital allocation according to the
Basel Il rules. Scenario Il considered a 25% increase in risk variables considered in
accordance with the nature of financial instruments. Scenario Ill considered a 50%
increase in the same variables. The scenario analysis was based on minimum capital
required to cover the risk of exposure to interest and foreign exchange rates at
December 31, 2018.

Exposure

Probable

Scenario Scenario Il Scenario lll
i) Interest rate
Net exposure to fixed interest rates (RWAjur1) 10,232 15,654 21,076
Net exposure of currency coupons (RWAjur2) 45177 47,920 50,663
Net exposure of index coupons (RWAjur3) 24,670 26,942 29,213
Total interest rate exposure (Note 28) 80,079 90,516 100,952
ii) Foreign exchange rate
Total exposure purchased at exchange rates 15,990 26,173 36,356
iii) Index, shares and commodities
Total exposure to index, shares and commodities 90,641 90,846 91,051

With respect to interest rate risk of the Non-trading Portfolio (Banking Book), the Bank
applies tests to ensure that capital allocation is also sufficient to cover such risks. The
results of procedures, at December 31, 2018, showed an exposure of R$ 44,311. It
results from the calculation of an interest rate shock applied to this portfolio. This results
from the calculation of VaR of exposure to interest rate with retention period of one year.
For purposes of sensitivity analysis, the risk of currency mismatch of this portfolio is
considered in the position of exchange rates described immediately above.
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Operating risk

Description

The Bank recognizes that the operating risk is a specific category of risk and, as such,
should be managed. Its scope should include the entire institution, involving all of its
employees, and consider its processes, activities, systems, products and physical
structure. Operating risk includes legal risks and has the support of the internal legal
department.

Operating risk management is structured in three lines of defense. The first is the
actuation of the manager of the areas responsible for the processes, systems or
products. Secondly, risks are mapped, along with the related controls and mitigators,
and monitored by the Risk Management area. Finally, the Audit is the ultimate
monitoring level of the operating, business and support areas, as well as of other control
and risk management areas.

Management is based on ongoing identification, evaluation, monitoring, control and
mitigation of risks through specific tools. It is routinely monitored at the corporate level
by internal and external audits and the Operating Risk Committee, constituted for this
purpose. The effectiveness of actions is reinforced by timely communication to
management, the involvement of employees and the efforts to disseminate the culture
of risk management.
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Methodology

The operating risk management model provides for:

Identification, assessment, monitoring, control and mitigation of operating risk
through management instruments and systems;

Mapping of processes in a standardized and organized way based on the structure
of the organization;

Mapping of risk controls and structured in a systematic way for each mapped process
(Risk and Control Matrix);

Risk and controls assessment according to the institution's internal methodology and
dedicated electronic system support;

Key risk indicators;

Databases of losses and incidents in connection with operating risk; and
Communication of operating risk through management instruments, systems or
specific forums.
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27. Statement of value added

Statement of value added for the year ended December 31, 2018 and 2017:

2018 2017
Determination of Value Added
Net interest income 833,710 496,834
Result from commissions and services 359,753 306,906
Net result from financial assets and liabilities 55,878 347,528
Result from foreign exchange operations and exchange variation (259,669) 72,048
Loss on receivables (net of recoveries) (125,999) (236,214)
Other administrative expenses (51,773) (47,200)
Other operating expenses (137,871) (89,065)
Value added 674,029 850,837
Value added to be distributed 674,029 850,837
Value distributed 674,029 850,837
Value added distribution
Work remuneration 306,165 281,191
Personnel expenses 125,564 121,839
Benefits, social charges and training (except INSS) 37,376 34,452
Profit sharing 143,225 124,900
Government remuneration (48,611) 142,229
Social security - INSS 47,777 45,603
Tax expenses (except IRand CSLL) 6,877 71,552
Income and social contribution tax expenses (103,265) 25,074
Remuneration of shareholders 416,475 427,417
Interest on equity (Note 24.b) 220,447 206,196
Retained profits 196,028 221,221

The statement of value added is not required by the IFRS, but it is been presented as
supplementary information in accordance with brazilian statutory legislation for public
companies, and was derived from the Consolidated Financial Statements of the Bank
prepared in accordance with the IFRS.
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The Central Bank of Brazil, through Resolution No. 4,192/13 and 4,278/13, instituted
the determination of the reference equity on a consolidated basis for the financial
conglomerate and by Resolution No. 4,193/13 instituted calculating the minimum equity
required for reference the Risk Weighted Assets (RWA), both with effect from October
2013. The capital adequacy ratio for December 31, 2018 calculated based on the
prudential conglomerate is 17.16% (16.31% at December 31, 2017). The table below
shows the calculation of the minimum equity required for the reference risk weighted
assets (RWA) which was 8.63% on January 01, 2018 (9.25% at December 31, 2017).

2018 2017
Credit risk 2,011,029 1,911,558
Interest Rate 80,079 71,328
Commodities 90,623 4,110
Actions 18 344
Operating risk 139,469 117,782
Exchange risk 15,989 54,014
Required capital base (PRE) 2,337,207 2,159,136
Reference equity (PR) 4,651,280 3,807,057
Excess of equity in relation to limit 2,314,073 1,647,921

.Subsequent event

With the objective of optimizing the capital structure, the Bank issued Letters
Subordinated Perpetual Financial Letters. The amount issued in January 2019 was R$
100 million and was approval by the Central Bank of Brazil to be part of the Referential
Equity in February 2019.



