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Macroeconomic scenario 
 

Throughout the second half of 2013, worldwide growth showed signs of improvement, particularly due to 
acceleration of developed economies.  

In the United States, activities continued to recover in this second six-month period. Economy grew by 4.1% in 
the third quarter of 2013, with 2.7% rise in the private sector domestic demand.   Considering the improvement 
in the economy and a lower monetary tightening, the US Federal Reserve decided to reduce the monetary 
stimulus. As from January 2014, monthly purchases of assets fell from US$85 billion to US$75 billion. The 
Committee maintained the interest rate close to zero and highlighted that it will continue at such level at least 
until the unemployment rate is above 6.5% and inflation is below the target (2.0%). 

In China, activities have shown signs of growth towards a robust level.  Chinese economy grew 7.7% in 2013, as 
in 2012. Prospectively, however, economy is heading towards a slowdown in the coming years.  In November the 
Chinese government announced a number of reforms to be implemented within five years.   Among such 
reforms is the change in the economic growth model, reducing its dependence on investments and exports and 
increasing the weight of the domestic demand. This change in the Chinese growth model, in a scenario of 
increasing economy leverage of the past years, increases the risk of a more severe slowdown in Chinese 
activities.  

In Brazil, the economy continued showing signs of a slow growth rate in the second half of 2013. GDP in the 
third quarter decreased 0.5% compared with the prior quarter, already seasonally adjusted. Despite the 1% 
increase in consumption in the period, the gross fixed capital formation decreased 2.2%. Such changes led to a 
recovery of part of the gains in the previous quarters. The poor economic performance, however, did not 
prevent unemployment rate from remaining in its lowest level in history. 

Despite the weak growth and tax reliefs granted by the government, inflation reached 5.9% in 2013, slightly 
above the percentage recorded in 2012 (5.8%).  This is the fourth consecutive year in which inflation is above 
the target of 4.5%.  Part of last year’s inflation may be attributed to depreciation of the exchange rate which, in 
view of the perspective of reduced global liquidity, increased from R$/US$2.05 in December 2012 to R$/US$2.36 
in December 2013. In view of this scenario, the Committee continued with the cycle of interest rate hikes that 
began in April. The Brazilian economy’s benchmark interest rate (Selic), that started the year at 7.25%, ended 
the year 2.75% higher, thus reducing the perspective of acceleration in the economic activity ahead.  

 
Our business 

Banco BBM is a wholesale financial institution primarily engaged in providing credit lines for companies and 
financial advisory wealth management services for individuals. 

We maintain governance and processes aiming to fulfill and reconcile the interests of our depositors in a safe 
and at the same time agile environment. 

To this end, we rely on our ability to recruit, assess and motivate people with excellent knowledge, talent, 
ambition and ethics. 

 
 
Performance of the BBM Financial Group 

Banco BBM Financial Group ended year 2013 with equity of R$563 million and net income of R$49 million, which 
represents annual profitability of 8.79%, calculated on average equity for the period. 

Total assets at year end amounted to R$3.2 billion. The volume of domestic and foreign market funding at year 
end was of R$2.1 billion. The Bank’s Basel index at year end was 23.26%. 
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Corporate loans 

The loan portfolio at the year end totaled R$1.3 billion (including advances on foreign exchange contracts, 
leasing and guarantees given through sureties, guarantees and letters of credit). 

Drawing on the expertise developed over the years by both the sales team and the Products and Treasury areas, 
the Bank operates dynamically and selectively seeking to tailor its products to meet each client’s needs by 
adjusting flows and guarantees. 

Treasury 

Our treasury activities involve cash management, equity hedge, technical support and know-how to other 
business areas of the Bank, identification of opportunities in the local market, while maintaining capital as the 
fundamental principle through prudent market risk management.  
 
Private Banking 
 
The Private Banking area provides financial advice for individuals on asset management, serving their needs by 
means of BBM’s structured financial solutions and alternatives provided by the market. 
 
Fund allocation 
 
BBM Administração de Recursos DTVM, subsidiary of Banco BBM, by means of its continuous offering of funds to 
institutional clients in the Brazilian market, aims at the growth and loyalty of its client base.  
 
People 
 
Banco BBM is a talent identification and training center, which prizes the systematic search for state-of-the art 
knowledge and privileges people who want to achieve their professional goals, aggregating value to the 
institution. Its culture provides optimal conditions for practical learning since it offers direct contact with the 
financial market day-to-day dynamics through broad exchange of knowledge in a highly qualified professional 
and team integration environment. 
 
Credit ratings 

In the Bank’s view, the credit rating agencies are an important source of transparent and independent 
assessment of the quality of our credit. The current rating given by Moody’s Investor Services is “Bal” for local 
currency and “Aa2.br” on a national scale, whereas Riskbank’s assigned rating is “low risk to medium term” 
with “very good” disclosure. 



A free-translation from Portuguese into English of Independent Auditors’ report on financial
statements prepared in accordance with the accounting practices adopted in Brazil
applicable to institutions authorized to operate by the Central Bank of Brazil and in Reais
(R$)

INDEPENDENT AUDITOR’S REPORT ON FINANCIAL STATEMENTS

The
Shareholders, Board of Directors and Officers
Banco BBM S.A.

We have audited the accompanying individual financial statements of Banco BBM S.A. (“Bank”) and the
consolidated financial statements of Banco BBM Financial Group (“Consolidated Operating”), which comprise
the individual and consolidated balance sheet as at December 31, 2013 and related individual and consolidated
income statement, statement of changes in equity and cash flow statement for the year then ended, and a
summary of significant accounting practices and other explanatory information.

Management’s responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting practices adopted in Brazil applicable to institutions authorized to operate by the Central Bank of
Brazil (BACEN), 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.

Auditor’s responsibility

Our responsibility is to express an opinion on these individual and consolidated financial statements based on
our audit. We conducted our audit in accordance with Brazilian and International Standards on Auditing. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the individual and consolidated financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
individual and consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the individual and consolidated financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal
control relevant to the preparation and fair presentation of the Bank and Consolidated Operating financial
statements 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 and Consolidated Operating internal control. An audit
also includes evaluating the appropriateness of accounting practices used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall presentation of the individual and
consolidated financial statements.

We believe that the audit evidence we obtained is sufficient and appropriate to provide a basis for our audit
opinion.



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Banco BBM S.A., as well as the consolidated financial position of Banco BBM Financial Group as at
December 31, 2013, their individual and consolidated operating performance and their individual and
consolidated cash flows for the year then ended, in accordance with accounting practices adopted in Brazil,
applicable to institutions authorized to operate by the Central Bank of Brazil.

Rio de Janeiro, February 11, 2014

ERNST & YOUNG
Auditores Independentes S.S.
CRC - 2SP 015.199/O-6 – F-RJ

Flávio Serpejante Peppe
Accountant CRC 1SP 172.167/O-6

Guilherme Portella Cunha
Accountant CRC - 1RJ 106.036/O-5
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1.       Operations 
 
Banco BBM S.A. is the leading entity of Banco BBM Financial Group (Note 4) and is authorized to operate as a 
multiple bank in the following portfolios: 

 Commercial 

 Investment 

 Loan, Financing and Investment; 

 Exchange 

 Leases 
 
The Bank’s and the Financial Group’s operations are carried out in the context of a group of institutions which 
operate together in the financial market and certain operations have co-participation or intermediation of 
associated institutions which are part of Banco BBM Financial Group. The benefits from services rendered among 
such institutions and the costs of the Financial Group’s operating and administrative structures in common are 
fully or individually absorbed, on a basis that is practical and reasonable in the circumstances.  
 

2.        Presentation of financial statements 
 
The financial statements of Banco BBM S.A., including its foreign branch, and of the Banco BBM Financial Group 
(Note 4) were prepared in accordance with accounting practices derived from the Brazilian Corporation Law, 
considering the changes introduced by Law No. 11638 and by the Provisional Executive Order (MP) No. 449, 
converted into Law No. 11941/09, and regulations and instructions of the Central Bank of Brazil (BACEN), and 
are presented in conformity with the Chart of Accounts for Institutions of the National Financial System (COSIF). 
 
The first-time adoption of Law No. 11638/07 has not generated any significant adjustments to the Bank’s and 
the Financial Conglomerate’s financial statements, as the major changes from the new legislation which impact 
their operations had already been adopted according to current accounting standards set forth by the Central 
Bank of Brazil (BACEN).  
 
The authorization for conclusion of these financial statements was given by the Bank’s Executive Board on 
February 11, 2014.  
 

3.        Summary of significant accounting practices 
 
(a) P&L from operations 

 
Profit and loss are recorded on an accrual basis.  
 

(b)   Marketable securities and derivative financial instruments 
 
In accordance with BACEN Circular No. 3068, securities are classified into the following categories: 

I- Trading securities; 

II - Securities available for sale; 

III - Securities held to maturity. 
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3.        Summary of significant accounting practices (Continued) 
 
Securities classified in categories I and II are adjusted to market value. For trading securities, this adjustment is 
directly recorded in P&L and for available for sale securities it is recorded in a specific account in equity, net of 
tax effects. Securities classified as held to maturity are recorded at cost plus accrued interest. 
 
Derivative financial instruments are adjusted to market value, in accordance with BACEN Circular No. 3082. 
 
Investment fund shares are monthly restated based on the share value disclosed by the Fund Administrators 
where funds are invested. The appreciation and depreciation of investment fund shares are presented in 
“Income (loss) from marketable securities transactions”. 
 
 

(c) Current and noncurrent assets 
 
These are stated at realizable values, including, when applicable, earnings and monetary (on a daily pro-rata 
basis) and exchange variations, less unearned income and/or allowance for losses. Balances maturing within 12 
months (or 360 days) are classified as current assets.  
 

(d) Permanent assets 
 
These are stated at cost combined with the following aspects: 

 Significant investments in subsidiaries are accounted for by the equity pickup method; 

 Property and equipment and leased assets are depreciated on the straight-line basis, at annual rates which 
take into account the economic and useful lives of assets, as follows: property in use - 4%; furniture and 
fixtures, machinery and equipment - 10%; and EDP equipment – 20%.  

 Amortization of deferred charges, mainly represented by leasehold improvements, over the lease term.  

 
 Amortization of intangible assets is calculated according to the asset economic useful life.  

 
In accordance with Resolution No. 3617/08 issued by the National Monetary Council (CMN), financial institutions 
must record as deferred charges only the pre-operating expenses and restructuring costs that will actually 
contribute to increasing net income for more than one fiscal year and that do not represent only a reduction in 
costs or an increase in operating efficiency. This Resolution also allows institutions to keep those balances 
existing as of September 30, 2008 until their effective write-off. 
 

(e) Current and noncurrent liabilities  
 
These are stated at known or estimated values, including, when applicable, accrued charges, monetary and 
exchange variations (on a daily pro rata basis), less unaccrued expenses. Balances maturing within 12 months (or 
360 days) are classified as current liabilities. 
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3.        Summary of significant accounting practices (Continued) 
 
(f) Income and social contribution taxes 

 
The provision for income tax is calculated on taxable profit at a 15% rate, plus 10% surtax on taxable profit in 
excess of R$240 thousand for a period of 12 months. Social contribution tax is calculated at the rate of 15%. 
 
The deferred tax assets and liabilities arising from temporary differences were recognized in accordance with 
CMN Resolution No. 3059 issued on December 20, 2002, and CMN Resolution No. 3355, issued on March 31, 
2006, and take into account the history of profitability and the expected generation of future taxable profit 
supported by technical feasibility studies. The deferred taxes were recognized based on the expected income 
and social contribution tax rates of 25% and 15% respectively. 
 

(g) Swaps, futures, forward and options 
 
The nominal amounts of contracts are recorded in memorandum accounts. The daily adjustments of operations 
carried out in the futures market are recorded as effective income or expense when earned or incurred.  
Premiums paid or received in option transactions are recorded in the related balance sheet accounts at cost, and 
marked-to-market with the resulting gains and losses recognized in P&L for the period. The market value of 
swap and forward transactions are individually recognized in balance sheet accounts, with the resulting gains 
and losses recognized in the related income and expense accounts.  
 

(h) Earnings per share 
 
Earnings per share are calculated based on the number of outstanding shares at the balance sheet dates. 
 

(i) Impairment of assets 
 
In accordance with CPC 01, as approved by CMN Resolution 3566, of May 29, 2008, and based on management 
analysis, an impairment loss is recognized in the income statement if the book value of the Bank’s and its 
subsidiaries’ assets exceeds the related recoverable amount. 
 

(j) Contingent assets and liabilities and legal obligations 
 
The recognition, measurement and disclosure of contingent assets and liabilities and legal, tax and social security 
obligations are carried out according to the following criteria: 
 
Contingent assets - these are only recognized in financial statements upon existence of evidence guaranteeing 
their realization, on which no further appeals can be filed. 
 
Contingent liabilities – These are recognized in the financial statements when legal counsel and management 
rate the likelihood of an unfavorable outcome for a lawsuit or administrative proceeding as probable and the 
amounts involved are measurable with sufficient safety.  Contingent liabilities considered as possible losses by 
the legal counsel are only disclosed in the notes to the financial statements, whereas those rated as remote do 
not require any provision or disclosure. 
 
Legal obligations – tax and social security – These refer to legal claims whereby lawfulness and constitutionality 
of certain taxes and contributions are under dispute. The amount at issue is quantified and recorded. 
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3.        Summary of significant accounting practices (Continued) 
 
(k) Short-term interbank investments 

 
Short-term interbank investments are stated at acquisition, investment or release cost, plus exchange and 
monetary variations and interest as agreed by contract. Allowances are recognized for adjustment to realizable 
value when market value is lower. 
 

(l) Loans 
 
Loans are stated at acquisition, investment or release cost, plus exchange and monetary variations and interest 
as agreed by contract. Allowances are recognized for adjustment to realizable value when market value is lower. 
The allowance for loan losses is set up at an amount considered sufficient to cover potential losses and its set up 
was based on past experience, assessment of delinquent accounts and collateral risks, as well as specific terms 
and conditions of the transactions, in conformity with BACEN Resolution No. 2682.  These are recorded at 
present value on a daily pro rata basis, based on the index variation and on the agreed-upon interest rate, 
restated up to the 59th day in arrears at the financial companies, observing the estimated receipt date.  
Following the 60th day, they are recognized in P&L when their installments are effectively received. 
Renegotiated transactions are held at least at the same level they were previously classified and if they are 
written off against provision, they are then classified at H level; gains are recognized in revenue when 
effectively received. . 
 

(m)  Cash and banks  
 
Cash and banks are represented by cash, unrestricted balances held with the Central Bank of Brazil and highly 
liquid financial assets with original maturities not exceeding three months, subject to insignificant risk of 
changes in fair value, used by the Group to manage short-term commitments. The balance is broken down as 
follows: 

 

 
 

(a) Repurchase agreements maturing within 90 days. 
 
4.       Consolidated financial statements  

(Consolidated Operating) 
 
The consolidated financial statements were prepared in conformity with the consolidation criteria set forth by 
BACEN, which require the inclusion of all of the financial institutions belonging to the same financial group. 
  
The consolidation process involving balance sheet and P&L accounts corresponds to the horizontal addition of 
balances of assets, liabilities, revenues and expenses accounts, according to their nature, with the following 
eliminations: 
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4.       Consolidated financial statements (Continued) 
 

 Shareholding interest, reserves and retained earnings between entities, there being no reciprocal holdings; 

 Current account balances and other asset and/or liability accounts between institutions, whose balance 
sheets were consolidated; and 

 Effects of significant transactions conducted among such institutions. 
 
The Consolidated Operating statements comprise the financial statements at December 31, 2013 and 2012 of the 
following institutions: 

 Banco BBM S.A. and Nassau Branch; 

 BBM Bank Ltd. (a) 

 BACOR Corretora de Câmbio e Valores Mobiliários S.A. (c)  

 BBM Administração de Recursos DTVM S.A. (c) 
 

(a) The indirect interest of 100% of Banco BBM S.A. in BBM Bank Ltd capital was eliminated from the 
Consolidated Operating statements at “Interest in Subsidiaries - The Southern Atlantic Investments Ltd."  This 
elimination produced the following effects on Consolidated Operating accounts:  reduction of permanent 
investment by R$197,428 thousand, and reduction of equity pickup by R$1,254 thousand. 

 
(b)  Banco BBM S.A. holds directly 100% of the capital of these entities. 

 
5.       Short-term interbank investments 

 
Short-term interbank investments are as follows: 
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6.      Marketable securities and derivative financial instruments 

 

 

Gains (losses) on marketable securities for the Bank and Consolidated Operating are as follows: 
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6.          Marketable securities and derivative financial instruments (Continued) 

 

 

 

The market value of marketable securities and derivative financial instruments is determined based on market 
price quotations at the balance sheet date, when available, or through price valuation models. 

(*) Securities classified as "available for sale" with maturity over 12 months that at December 31, 2013 total 
R$99,384 thousand (R$108,609 thousand at December 31, 2012) - Bank and Consolidated Operating are stated in 
noncurrent assets as determined by BACEN Circular No. 3068/01, irrespective of their liquidity level. The effect of 
this classification in working capital is stated in Note 21 – Liquidity risk. 

(**) The breakdown of assets and liabilities referring to the fund Estrutura II Fundo de Investimento Imobiliário 
(FII), a Banco BBM exclusive fund, in the Bank and Consolidated Operating, at December 31, 2013, is as follows:  
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7.       Loans, lease, sureties and guarantees 
 
At December 31, 2013 and 2012, loans, lease and guarantees provided through sureties or guarantee 
agreements by the Bank and the Consolidated Operating statements, classified according to the clients’ 
economic activities, are as follows: 
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7.       Loans, lease, sureties and guarantees (Continued) 
 

Loans are stated in the Bank’s and Consolidated Operating balance sheets as follows: 
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7.       Loans, lease, sureties and guarantees (Continued) 

(a) The advances on exchange contracts and the related income receivable are classified as reduction accounts 
of Other Liabilities – Exchange Portfolio and Other Receivables – Exchange Portfolio, respectively, as shown 
in Note 8. 

(b) These also refer to purchase of real estate portfolios. 

(c) These refer to guarantees provided through sureties, guarantee agreements and import letter of credit.  
Guarantees provided are recorded in memorandum accounts and the related income is recorded in 
Deferred Income and recognized in P&L for the period according to their maturity terms.  The Bank’s 
balances also include guarantees provided for loans from BBM Bank Limited, which are eliminated from the 
Consolidated Operating financial statements. 

At December 31, 2013 and 2012, loans, lease and guarantees provided through sureties and guarantee 
agreements, Bank and the Consolidated Operating, were segregated by the following payment terms, 
grouped according to the due date of installments: 
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7.       Loans, lease, sureties and guarantees (Continued) 

The allowance for loan and lease losses was calculated according to the criteria established by Resolutions 
No. 2682 and No. 2697 of the National Monetary Council, based on the risk classification of the transactions 
and the amounts in arrears.  

The classification of loans in the Consolidated Operating financial statements can be shown as follows: 
 

 

 

The quality of loans in the Consolidated Operating financial statements can be demonstrated by the 
following main indexes: 
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7.      Loans, lease, sureties and guarantees (Continued) 
 

The allowance above is presented in the Consolidated Operating balance sheets as follows: 
 

 
 
Changes in allowance are as follows: 
 

 
 
At December 31, 2013, renegotiated loans in the Bank and Consolidated Operating statements amounted 
to R$36,839 thousand (R$27,364 thousand at December 31, 2012). 
 
At December 31, 2013, recovered loans in the Bank and Consolidated Operating statements amounted to 
R$210 thousand (R$10,417 thousand at December 31, 2012). 
 
At December 31, 2013, the Bank disposed of contracts significantly transferring risks and rewards in 
accordance with BACEN Resolution No. 3533/2008, as follows: 
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7.      Loans, lease, sureties and guarantees (Continued) 
 
The credit risk concentration in the Consolidated Operating statements is as follows: 
 

 
 
Breakdown of Consolidated Operating portfolio by type is as follows: 
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8.       Exchange Portfolio (Bank and Consolidated Operating) 
 
 
 

 
 

(a) See Note 7. 
 
At December 31, 2013, federal securities were deposited as guarantee for exchange transactions at the Foreign 
Exchange Clearinghouse of the Brazilian Securities, Commodities and Futures Exchange (BM&FBovespa) in the 
amount of R$87,450 thousand (R$78,356 thousand in 2012). 
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9.       Investments in subsidiaries 
 

 

 

(a) Financial statements audited by our independent auditors. 

(b) Refers partially to the exchange variation on the Nassau branch equity not eliminated in the consolidation 
process. 
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Consolidated Operating 
 

 
 

(a) Financial statements audited by our independent auditors. 

(b) The indirect interest of 100% of Banco BBM S.A. in BBM Bank Ltd capital was eliminated from the Consolidated 
Operating statements at “Interest in Subsidiaries - The Southern Atlantic Investments Ltd."  For the year ended 
December 31, 2013, this elimination produced the following effects on the Consolidated Operating financial 
statements: decrease in permanent investment by R$197,428 thousand (R$410,871 thousand at December 31, 
2012), and decrease in equity pickup by R$1,254 thousand (R$886 thousand at December 31, 2012). 

(c) BBM Investment Management Services, headquartered in the Cayman Islands, was incorporated in March 2006 
through payment of US$50 thousand, and its purpose was to manage the investments fund portfolio on an 
international market level. 

(d) “Other” in Consolidated Operating income mainly states changes in equity of subsidiaries that were not 
eliminated, such as exchange variation of interest abroad, restatement of membership certificates and prior year 
adjustments, when applicable. 
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10.        Deposits  
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10.       Deposits (Continued) 
 

 
 

 
11.       Repurchase agreements  
  

The Bank and Consolidated Operating liabilities from repurchase agreements are as follows: 
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12.        Funds from acceptance and issue of securities and real estate credit bills 
 

Banco BBM S.A. has an issue of Eurobonds in the amount of R$247,070 thousand in December 2013, acquired 
by The Southern Atlantic Investments Ltd, a company not included in the Consolidated Operating financial 
statements. On February 27, 2012, U$$22,000 thousand were issued maturing on December 30, 2014; on 
September 18, 2012, U$$30,000 thousand were issued maturing on December 28, 2015; on December 21, 2012, 
U$$50,000 thousand were issued maturing on January 31, 2014; and on September 20, 2013, U$$3,000 
thousand were issued maturing on November 30, 2016. 
 
At December 31, 2013, fund raising through Agribusiness Credit Bills (LCA), Real Estate Credit Bills (LCI) and 
Financial Bills (LF) was segregated by maturity range as follows:  
 

 
 

(a) Agribusiness Credit Bill (LCA) remunerated by a CDI percentage is a nominative credit bill, backed by 
agribusiness credit rights and issued exclusively by public or private financial institutions.  LCA is issued by the 
Bank registered with the Brazil’s OTC Clearing House - CETIP, under Law No. 11076/2004 and Law 
No. 11311/2006 and subsequent amendments. 
 

(b) The Real Estate Credit Bill (LCI) is a nominative credit bill created by Provisional Executive Order No. 2223 of 
09/04/2011, which resulted in Law No. 10931 of 08/02/2004, backed by real estate credits secured by mortgage 
or statutory lien on real property, attributing to borrowers a credit right for the nominal amount, interest and 
monetary restatement established therein, as applicable. 

 
(c) Financial Bill (LF) remunerated by a CDI percentage is a nominative credit bill, issued exclusively by public or 

private financial institutions.  LF is issued by the Bank registered with CETIP, under Law No. 12249/10 (Section II, 
articles 37 to 43) and regulated by the National Monetary Council - CMN (Law No. 3836). 
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13.        Borrowings and onlending 
 

a) Borrowings abroad 
 

Bank and Consolidated Operating borrowings abroad are comprised as follows: 
 

 
 

  
The amount of R$107,640 thousand, Bank and Consolidated Operating statements in December 2012, classified 
as noncurrent liabilities, comprise two funding operations in Reais taken out from the International Finance 
Corporation (IFC), a World Bank agency, maturing in January 2014, indexed to the CDI.  
  
b) Local onlending 
 
Liabilities for local onlending (R$437 thousand at December 31, 2012) refer to credit lines obtained from 
FINAME and FINEM, maturing up to May 2013. 
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14.       Securities trading  
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15.        Equity 
 
(a) Capital - Banco BBM S.A. 

 
Capital comprises 257,560,034 registered shares with par value of R$1.60 each, divided into 172,156,270 
common shares and 85,403,764 preferred shares. 
 

(b) Legal reserve 
 

This reserve is calculated at the rate of 5% of the net income at each balance sheet, up to the limit determined 
by the Corporation Law of 20% of Capital. 
 

(c) Statutory reserve 
 

In accordance with the articles of incorporation, this reserve represents the remaining balance of net income at 
each balance sheet date, after the legal allocations. 
 

(d) Treasury shares 
 
At December 31, 2013, Banco BBM has 69,601,567 shares held in treasury, amounting to R$181,679 thousand.  

 
At June 30, 2013, the amount of R$322 thousand was set up referring to the supplemental price of shares 
repurchased under the earn-out clause for treasury. 
 
On March 5, 2012, Banco BBM purchased 863,250 registered common shares at the par value of R$2.83, and 
kept these shares in treasury. 
 

(e) Interest on equity 
 

In accordance with article 9 of Law No. 9249/95 and subsequent regulations, Banco BBM S.A., in 2013, declared 
the amount of R$27,141 thousand for purposes of interest on equity (R$30,706 thousand in 2012), with 
withholding income tax of R$4,071 thousand (R$4,606 thousand in 2013), calculated at 15% rate. The amount 
was determined in accordance with the legal limits in force, and recorded as “Other operating expenses”. 

 
For purposes of publication of the income statement, as established by BACEN Circular No. 2739, the expense 
related to the payment of interest on equity capital was adjusted by a reclassification to retained earnings, and 
recognized in the statement of changes in equity as an allocation of income.  
 
Interest on equity proposed in 2013 reduced the tax burden by R$10,856 thousand (R$12,282 thousand in 
2013). 
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15.        Equity (Continued) 
 

(f) Dividends 
 

In accordance with the Bank’s articles of incorporation, the shareholders are entitled to mandatory minimum 
dividends of 25% of net income for the year, after specific allocations. 
 

 
 
(a) Mandatory minimum dividends were approved as interest on equity. 
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 16.       Financial intermediation expenses and exchange gains (losses) 
 

 
 
(a) These refer substantially to the exchange effects on borrowings obtained by the Bank from its Branch abroad, 

through onlending of funds raised in foreign currency, which, at December 31, 2013 and 2012, were reclassified 
for purposes of preparation of the financial statements, from “Other operating income” to “Market funding 
expenses”. 
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17.       Service revenue 
 

 
 
 

18.         Other administrative expenses 
 

 
 

(a) This includes brokerage expenses, fees and commissions regarding stock and derivative financial instrument 
trading amounting to R$1,258 thousand (Bank) and R$1,319 thousand (Consolidated Operating) in 2013 
(R$2,431 thousand in the Bank and R$2,522 thousand in Consolidated Operating in 2012). 
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19.     Transactions with related parties 
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19.     Transactions with related parties (Continued) 
 

2H13 12/31/2013 12/31/2012 2H13 12/31/2013 12/31/2012

Income (loss)
Investments abroad (1.321) (1.361) (794) (1.321) (1.361) (794)
Derivative financial instruments (3.189) (5.801) (1.876) 4.683 14.012 20.452 
    The Southern Atlantic Investments Ltd 13.522 12.034 (42) (2.900) (2.900) 20.452 
    BBM Bank Limited (16.711) (17.835) (1.834) 7.707 16.912 
    Bahia Fund (124) (124) 
Investment funds (124) 8.987 8.431 (124) 8.987 8.431
    Fundo Imobiliário Estrutura II - FII (114) 7.992 8.438 (114) 7.992 8.438
    Fundo Estrutura III - FIP (10) 995 (7) (10) 995 (7)
Assignment of credit 12.248 2.407 12.248 2.407
    Évora S.A. 12.248 2.383 12.248 2.383
    Paramana Fundo de Investimento em Direitos Creditórios 24 24
Market funding transactions (73.216) (125.841) (98.100) (72.068) (123.666) (95.964)

Expenses from marketable securities abroad (16.515) (35.925) (42.686) (16.168) (35.198) (42.064) 
    The Southern Atlantic Investments Ltd (16.515) (35.925) (42.686) (16.168) (35.198) (42.064)

Expenses from interbank deposits (786) (1.401) (1.485)
    BACOR CCVM S.A. (554) (981) (1.019)
    BBM Administração de Recursos DTVM S.A. (232) (421) (466)

Expenses from deposits of resignation notices (2) (16) (30)
    BBM Bank Limited (2) (16) (30)

Expenses from time deposits (3.983) (8.337) (12.227) (3.971) (8.306) (12.227)
    Ravenala S.A. (181) (245) (1.570) (181) (245) (1.570)
    Évora S.A. (870) (1.514) (563) (870) (1.514) (563)
    Pronor Petroquimica S.A. (1.563) (2.733) (1.560) (1.563) (2.734) (1.560)
    Fundo Imobiliário Estrutura II - FII (23) (1.830) (354) (23) (1.830) (354)
    BBM Bank Limited (13) (31)
Other related individuals/legal entities (1.334) (1.984) (8.180) (1.334) (1.984) (8.180)
Expenses from financial bills (11.697) (11.999) (7.432) (11.697) (11.999) (7.432)
    Pronor (14) (28) (32) (14) (28) (32)
Other related individuals/legal entities (11.683) (11.972) (7.400) (11.683) (11.972) (7.400)
Expenses from agribusiness credit bills (38.492) (66.243) (33.376) (38.492) (66.243) (33.376)
Other related individuals/legal entities (38.492) (66.243) (33.376) (38.492) (66.243) (33.376)
Expenses from real estate credit bills (1.740) (1.919) (865) (1.740) (1.919) (865)
Other related individuals/legal entities (1.740) (1.919) (865) (1.740) (1.919) (865)
Other administrative expenses (22) (42) (38) (2)

Services (22) (42) (38) (2) 
      BBM Bank Limited (22) (42) (38) (2)
Other operating income 545 1.049 974
      BBM Bank Limited 395 749 674 
      BBM Administração de Recursos DTVM S.A. 150 300 300

   Income from marketable securities abroad 550 967 2.400
   Management compensation (1.970) (4.145) (13.083) (1.979) (4.143) (13.916)
Total (78.747) (126.187) (102.086) (70.808) (106.170) (81.791) 

In thousands of R$
Bank Consolidated Operating

Transactions with related parties were conducted at the average market rates effective at the transaction dates.
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20.       Derivative financial instruments 
 

The Bank and the other Consolidated Operating institutions participate in operations involving derivative 
financial instruments to meet their own needs as well as on behalf of their clients.  
 
Derivative financial instruments are classified according to management’s intent at the inception of the 
transaction, taking into consideration whether or not the purpose is to hedge risks. 
 
In accordance with BACEN Circular No. 3082, derivative financial instruments designated to compensate, in 
whole or in part, exposure to risks from assets, liabilities, commitments or projected future transactions 
(hedged item) are classified as hedge instruments if they are considered effective in reducing the risk 
associated with the exposure of the hedged item, according to their nature: 
 
- - Market risk hedge – hedged items and related derivative financial instruments are recorded at market value 
and corresponding appreciations or devaluations are posted to P&L for the period; and  
- - Cash flow hedge – hedged items and related derivative financial instruments are recorded at market value, 
and corresponding appreciations or devaluations, net of tax effects, are posted to the separate asset/liability 
account “Market value adjustment – marketable securities and derivative financial instruments”, up to 
realization of the hedged item.  The non-effective portion of the hedge is recognized directly in P&L for the 
period. 
 
In addition, there are “macro hedging” transactions to hedge all or part of the net exposure of the 
Consolidated Operating accounts against interest rate and currency risks, and also operations with directional 
positions.  Management of these risks is carried out through policies that define the operation’s strategy, as 
well as controls to monitor and define position limits. These transactions do not fall under the definition of 
“hedge accounting” as established by BACEN Circular No. 3082. 
 

 The transactions are traded, registered or held in custody at the Brazilian Securities, Commodities and Futures 
Exchange (BM&F Bovespa S.A.) or in Brazil’s OTC Clearing House (CETIP S.A.). In the Consolidated Operating 
statements, transactions with international derivatives are traded at and registered in the Chicago Board of 
Trade (CBOT) or the Chicago Mercantile Exchange (CME). 

 
 The criteria used to calculate the market value of the derivative financial instruments are: 
  

- Futures: the daily adjustment of the transactions; 
- Swap and forward: the cash flow of each component is estimated and discounted to present value, 

according to related interest yield obtained based on BM&F’s prices or prices of the underlying assets; 
- Options: average trading price on the calculation date or, when not available, estimated price based on 

pricing models, such as Black & Scholes. 
 

At December 31, 2013 the guarantees involved in transactions with derivative financial instruments are 
represented mainly by government securities in the total amount of R$170,121 thousand (R$191,396 thousand 
at December 31, 2012). 
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The commitments assumed as a result of these financial instruments, as recorded in memorandum accounts at December 31, 2013, mature up to 
January 2022 (at December 31, 2012 – up to June 2014), and may be summarized as follows: 

 
a.) Recorded in memorandum and balance sheet accounts 
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b.) By cost and market value 
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c.) Notional value by counterparty 
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(I) Includes futures contracts with maturity through March 5, 2014. 
 
(II) Includes futures contracts with maturity between April 1, 2014 and April 1, 2014. 

 
(III) Includes futures contracts with maturity between June 30, 2014 and October 1, 2014. 
 

The futures market includes the following positions maturing on the first business day of the subsequent 
month:  
 
- Short position in foreign exchange coupons (DDI) in the amount of R$588,377 thousand (at December 31, 

2012, long position in foreign exchange coupons (DDI) in the amount of R$335,160 thousand); 
 
- Short position in interest (DI1) in the amount of R$211,843 thousand (at December 31, 2012, short position 

in interest (DI1) in the amount of R$154,917 thousand; 
 

- Long position in currency (DOL) in the amount of R$193,850 thousand (at December 31, 2012, short 
position in currency (DOL) in the amount of R$283,025 thousand). 

 
 

Net gains (losses) on derivative financial instruments are as follows:  
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21.        Risk management 
  
 Market risk 
 

Banco BBM has a market risk management structure comprised of the following agents, with their respective 
functions: a) the Executive Board, responsible for reviewing risk management policies and proposing risk 
management operating limits, submitting these to the approval of the Board of Directors at least annually; b) 
Board of Directors, which approves the risk policies and limits at least annually; c) the Market Risk area, 
reporting to the Bank’s Chief Internal Control, Capital and Risk Officer, is responsible for identifying, 
measuring, monitoring and informing daily to the Executive Board the Bank’s market risk, ensuring compliance 
with the market risk management policy, as well as guaranteeing that operating limits are observed; d) the 
Price department, which among other duties is responsible for defining the price models and sources used in 
mark-to-market adjustments of traded products, independently from managerial departments; e) Internal 
Audit, which is responsible for ensuring the adequacy of procedures and the consistency between market risk 
management policies and the structure actually implemented.  A full description of the Bank’s risk 
management structure is available at Banco BBM’s website (www.bancobbm.com.br). 

  
BBM’S market risk is monitored through daily calculations of the Value at Risk (VaR*), a statistical tool that 
measures the institution’s maximum potential loss at a given level of confidence over a given investment 
horizon.  A stipulated VaR limit may be allocated by the Chief Treasury Officer among the various risk factors.  
The VaR calculation model is subjected to back testing on a regular basis. Additionally, scenario analyses are 
conducted daily, as monthly defined by the Risk Committee, independently from managerial departments. 

  
*VaR = Maximum potential loss given the level of confidence and the investment timeframe. In the case of 
BBM, the limit is based on a 95% probability that the Bank will lose a maximum 2% of its equity over one day. 

 
Liquidity risk 
 
Banco BBM’s liquidity target is to ensure that at any given time the Bank has sufficient cash to meet its 
liabilities and all the other commitments, without having to carry out any debt rollover or additional fund 
raising transactions. 
In order to reach this objective, we adopt a policy of matching liabilities assumed with assets held: fund raising 
transactions are carried out at terms and volumes at least equal to the terms and volumes of the loan 
transactions, thus ensuring that the volumes and terms of the funding portfolio, together with the portion of 
the Bank’s equity not intended to fixed assets are higher than the volumes and terms of the loan portfolio.  

 
Liquidity risk is managed based on cash flow forecasts, considering different scenarios of funding, loan and 
treasury transactions.  These cash flow analyses take into consideration: (a) implicit risk of each client, (b) 
adventitious additional cash for compulsory deposits, (c) derivative adjustments and (d) other existing 
obligations.  The general principle is that of ensuring that the Bank’s commitments are aligned with its equity 
and the current fund raising, loan and treasury policies. 
 
Banco BBM has a liquidity risk management structure with the following components, and their related duties: 
(a) liquidity risk area, subordinated to the Chief Internal Control, Capital and Risk Officer, is responsible for 
centralizing and analyzing information referring to liquidity risk management, ensuring that operating limits 
are complied with as well as disclosing reports facilitating decision-making specifically related to liquidity risk; 
(b) Internal Audit, which is responsible for ensuring adequacy of the procedures and consistency among 
liquidity risk management policies and the structure effectively implemented.   
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21.        Risk management (Continued) 
 
A full description of the Bank’s liquidity risk management structure is available at Banco BBM’s website 
(www.bancobbm.com.br). 
 
 

 
 
Credit risk 
 
Banco BBM has a credit risk management structure comprising the following elements, with their duties: a) 
Credit Committee, responsible for defining credit limits of the economic groups and for monitoring and 
evaluating the consolidated portfolio position, its concentration and risk level. It is also responsible for 
establishing the term for resolving cases of default on loan transaction or with a certain guarantee 
deterioration and deciding on whether or not to start judicial collection, as applicable; b) Board of Directors, 
responsible for approving the risk policies and limits, at least once a year; c) Credit risk area, subordinated to 
the Chief Internal Control, Capital and Risk Officer, is responsible for centralizing and evaluating information 
related to individual credit risk management by portfolio transaction and consolidated, ensuring that 
operating limits are complied with, disclosing reports to facilitate decision making related to credit limits 
approved by the Credit Committee.  It is also responsibility of the risk area to previously evaluate new 
operation modalities related to credit risk; d) Credit Analysis area, responsible for assessing credit risk of 
economic groups with which the Bank maintains or intends to maintain credit relationships; e) Internal Audit, 
which carries out periodic audit at the business units and in the Group’s loan processes; f) Legal Department, 
responsible for analyzing the contracts entered into between BBM and its clients, as well as coordinating 
measures to recover credits or protect BBM rights and g) Contracts Department, responsible for issuing 
contracts to be entered into by BBM and clients, as well as checking adherence of operations to the parameters 
established in the Credit Limit Proposal(“PLC”), and the adequate constitution of guarantees. It is also 
responsible for issuing contracts to be entered into by BBM and clients. 
  
A full description of the credit risk management structure is available at Banco BBM’s website 
(www.bancobbm.com.br). 
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Operational risk 
 

Banco BBM has implemented an operational risk management structure based on the best market practices 
and in compliance with regulatory requirements in force. The structure is documented in the internal manual 
"Policy on Operational Risk Management" which describes the management methodology and process, roles 
and responsibilities, categories, information storage and documentation procedures, and also the disclosure 
process in order to ensure the transparency of management activities.  A full description of the operational risk 
management structure is available at Banco BBM’s website (www.bancobbm.com.br). 

The Operational Risk Department is an independent organizational unit segregated from the internal audit 
department, subordinated to the Chief Internal Control, Capital and Risk Officer. This area is responsible for 
operating together with the other components of the operational risk structure in order to ensure compliance 
with the Policy. 

 

Capital management  
 

Banco BBM manages its capital through a structure composed of the following bodies: Board of Directors, 
Executive Board, Internal Control, Capital and Risk Board, Treasury Board, Fund Raising Board, BackOffice, 
Business Units and Audit Board.  The Board of Directors is at the top of this structure, in charge of monitoring 
the capital adequacy. The Executive Board must review the documents to be submitted to the Board of 
Directors, as well as approve the methodologies to be used in the management and monitoring of the capital 
adequacy. The capital management and centralization is incumbent upon the Capital and Risk Board, which 
must continuously work to improve and oversee the institution’s compliance with the capital management 
policy and its capital plan. The Treasury and Fund Raising Boards are incumbent upon the planning of equity 
instrument issues, if necessary.  Capital management department periodically generates reports on the capital 
adequacy, which are sent to the Executive Board and to the Board of Directors. These reports comprise 
simulations of severe events and extreme market conditions. The Business Units must provide all information 
that the Internal Control, Capital and Risk Board deems necessary for the effective capital management.  The 
Audit department is responsible for evaluating, from time to time, the effectiveness of the capital 
management process. A full description of the capital management structure is available at Banco BBM’s 
website (www.bancobbm.com.br). 
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22.        Operating limits 
 

In October 2013, the new rules related to capital measurement became effective. Financial institutions and 
similar entities are required to maintain minimum equity of 11% of their assets weighted by levels of risk to 
exposures in gold, foreign currencies and operations subject to operating risk and changes in:  exchange rates, 
interest rates, commodities prices and stock prices classified as trading securities, in accordance with rules 
established by BACEN.  Consolidated Operating statements of Banco BBM must observe such operating limits 
at December 31, 2013. 
 

 
 



 
Notes to financial statements 
December 31, 2013 and 2012 

 

49 
 

Banco BBM S.A. 
and Banco BBM Financial Group 

23.        Income and social contribution taxes 
 

The changes in tax credits and in the provision for deferred taxes on temporary differences can be summarized 
as follows: 
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Breakdown of tax credits and provision for deferred taxes is as follows: 
 

 
 
(a) These tax credits, both at Bank and Consolidated Operating levels, are expectect to be realized by 2018 for 
Social Contribution Tax, currently of R$18 million, and by 2018 for Income Tax, currently of R$27 million. 
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The reconciliation of tax expense calculated at the statutory rates and the income and social contribution tax 
expense recorded is as follows: 

 

 
 

In November 2013, Provisional Executive Order (MP) No. 627 was issued, providing for changes in Federal Tax 
Legislation on IR, CS, PIS and COFINS.  MP No. 627/13 establishes the following: 
 
Revocation of the Transition Tax Regime (RTT), governing adjustments arising from the new accounting 
methods and criteria that were introduced upon convergence of the Brazilian accounting standards with IFRS;   
 
Taxation on the legal entity domiciled in Brazil, in relation to equity increase arising from sharing of profits 
accrued overseas by subsidiaries and affiliates; and  
 
Special installment program for payment of PIS and COFINS  
 
Banco BBM will await conversion of MP No. 627/13 into law for a more detailed and conclusive analysis. In a 
preliminary assessment, the impacts on the Bank will not be significant. 
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24.        Provisions and liabilities for legal obligations 
 
The Bank and Banco BBM Financial Group are parties to judicial and administrative proceedings, arising from 
the normal course of operations, involving tax, labor, civil and other issues. 

 
a) Breakdown of provisions 

 
Based on information from legal advisors, analysis of the pending legal proceedings, and previous experience 
with regard to amounts claimed in labor claims, management recorded provisions for amounts considered 
sufficient to cover possible losses from the ongoing claims, as follows: 
 

 
 
Provisions are registered as “Other Liabilities - Sundry” under noncurrent liabilities. In the course of the year 
ended December 31, 2013, the provision for contingencies was reversed by R$3,778 thousand in the Bank and 
Consolidated Operating statements. 
 
b) Liabilities for legal obligations (*) 
 
Since April 2007, based on a preliminary court order in connection with contesting the constitutionality of the 
law that increased the PIS and COFINS tax bases, Banco BBM S.A and BACOR Corretora de Valores Mobiliários 
S.A. have been paying said taxes calculated only on service revenue, recording a liability for the remaining 
balances until a final decision is handed down, recorded as “Other Liabilities - Sundry” under noncurrent 
liabilities, as follows: 
 

 

 
 
(*) In December 2013, PIS and COFINS liabilities arising from the discussion on increase of the tax bases 
mentioned above were zeroed at the Bank, given that it joined the tax installment payment program for debts 
with the Brazilian IRS (SRF), the Brazilian General Attorney’s Office of the National Treasury (PGFN) and the 
National Social Security Institute (INSS), established by Law No. 11941/2009, readdressed with the changes set 
forth by Law No. 12865/2013 (“REFIS”). The discussion is still ongoing for BACOR Corretora de Valores 
Mobiliários S.A., an entity included in the Consolidated Operating statements. 
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24.       Provisions and liabilities for legal obligations (Continued) 
 
c) BM&F and Bovespa demutualization 
 
In December 2013, Banco BBM and BACOR Corretora de Câmbio e Valores Mobiliários S.A joined the tax 
installment payment program for debts with the Brazilian IRS (SRF), the Brazilian General Attorney’s Office of 
the National Treasury (PGFN) and the National Social Security Institute (INSS), established by Law No. 
11941/2009, readdressed with the changes set forth by Law No. 12865/2013 (“REFIS”), in connection with 
notices served by the Brazilian IRS in December 2011, aiming at: (i) charging IRPJ and CSLL on the reserve for 
restatement of BM&F and Bovespa membership certificates due to the demutualization of these entities and 
(ii) charging PIS and COFINS on capital gain from sale of the referred to certificates.  We stress that only Banco 
BBM joined the program for purposes of PIS and COFINS taxation, and amount net of tax effects of R$5,917 
remains outstanding for BACOR Corretora de Câmbio e Valores Mobiliários S.A. 
 
Still in connection with items (b) and (c) above, in 2013 the tax installment payment program for debts with 
the Brazilian General Attorney’s Office of the National Treasury (PGFN) and the National Social Security 
Institute (INSS), established by Law No. 11941/2009, was readdressed with the changes set forth by Law No. 
12865/2013 (“REFIS”), determining the deadline of November and December 2013 to join the program, with 
the objective of settling debts discussed in administrative and tax collection proceedings, benefiting from fine 
and interest reduction. 
 
 

25.        Management of third-party funds 
 
Revenues from management and performance fees are recorded under “Service revenues”, except those 
earned by BBM Investments Management Services, which is a subsidiary of BBM Administração de Recursos 
DTVM S.A., not included in the Consolidated Operating financial statements, as described in Note 4, as it is not 
considered a financial institution. Income from third-party fund administration and management is as follows: 
 

 
 
 
 

(a) See Note 17. 
 

*          *          * 
Aline Gomes – Controller 
CRC 087.989/0-9 “S”- BA. 
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