ITAÚSA - INVESTIMENTOS ITAÚ S.A.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 

PERIODS FROM MARCH 1 TO 31, 2002 AND 2001

( In Thousands of Reais)

NOTE 1 – PRESENTATION OF THE FINANCIAL STATEMENTS

The consolidated financial statements of Itaúsa – Investimentos Itaú S.A. – (ITAÚSA) and its subsidiaries  (ITAÚSA CONSOLIDATED) have been prepared in accordance with accounting policies derived from the Brazilian Corporate Law and the instructions issued by the Brazilian Securities and Exchange Commission (CVM), the Superintendency of Private Insurance (SUSEP) and the Brazilian Central Bank (BACEN), which include accounting policies and estimates to calculate accounting provisions.

NOTE 2 – CONSOLIDATED STATEMENTS

The consolidated financial statements comprise ITAÚSA and its subsidiary companies among which we highlight:

Banco Itaú S.A. (Itaú); Banco Itaú Europa, S.A. (BIE); Banco Banerj S.A. (Banerj); Banco Banestado S.A. (Banestado); Banco BEG S.A. (BEG) (a); Banco Bemge S.A. (Bemge); Banco Itaú Buen Ayre S.A. (Itaú Buen Ayre); Itaú Seguros S.A. (Itauseg); Itaú Capitalização S.A. (Itaucap); Duratex S.A. (Duratex); Elekeiroz S.A. (Elekeiroz);  Itautec Philco S.A. (Itautec); Itaúsa Empreendimentos S.A. (Itaúsa Empreendimentos).

(a) New name of Banco do Estado de Goiás S.A, acquired by the parent company at December 4, 2001

NOTE 3 – SUMMARY OF THE MAIN ACCOUNTING PRINCIPLES

a)
Consolidation   -  The material balances of balance sheet accounts and the amounts of the transactions between the consolidated companies have been eliminated. The difference between ITAÚSA and ITAÚSA CONSOLIDATED in net income and stockholders’ equity results from the effects of the differing policies for the amortization of goodwill on acquisitions of investments and in the establishment of deferred tax assets from the subsidiary ITAÚ, as well as own goodwill and goodwill from other subsidiaries, and the elimination of unrealized results on transactions among consolidated companies, which corresponding taxes have been deferred.

b) Short-term interbank deposits, loans, discounted trade receivables and financings, funds raised by subsidiary companies, funds obtained in the open market and other receivables and payables – Transactions subject to monetary correction or foreign exchange rates are recorded at present value, calculated "pro rata die" based on the variation of the contracted index. Real estate loans are adjusted to present value of future installments. Balances with fixed remuneration rates are recorded at their redemption value, adjusted for unearned income/expenses. Loans, discounted trade receivables and other type of loans from financial institutions are recorded on the accrual basis until they are 60 days overdue. Income from recovery of credits, which have been previously written-off, is recorded in Income from Loan Operations.  

c) Securities -  These are recorded at acquisition cost and adjusted by a provision to reflect market value, when this is lower.

BACEN Circular 3068/ 2001, established new accounting evaluation and classification criteria of the existing securities in the portfolio of financial institutions, which would be adopted as from Marche 31,2002. According to this legislation, securities shall be classified in the following categories:

· trading securities – securities acquired to be actively and frequently traded which should  be adjusted to market value through a contra-entry to the results of the period; 
· securities available for sale – securities which are not classified for trading, nor to be held to maturity, shall be adjusted to market value through a contra-entry to a separate stockholders’ equity account; and
· securities held to maturity – securities, except unredeemable shares, which the financial institution intends to hold in its portfolio through the maturity date, will be valued at acquisition cost plus accrued earnings through a contra-entry to the results of the period.
Later, through Circular 3082, of January 30, 2002, BACEN changed the date of implementation to June 30, 2002, also establishing criteria to record and evaluate the derivative financial instruments. In case the implementation of the new criteria had occurred on March 31, 2002, the resulting adjustment would have increased stockholders’ equity by R$ 155,979, net of taxes.

d) Allowance for loan losses – The allowance for loan losses was based on an analysis of the credit risks, in amounts considered sufficient to cover loan losses. For the subsidiaries of the financial area, the allowance was based on legislation determined by BACEN Resolution 2682, of December 21,l 1999, including the following rules: 

· Allowances are determined as from the granting of credit, based on the risk classification of the customer, based on the periodical analysis of the quality of the customer and the customer’s sector, and not only whether a default has occurred;

· Taking only default into consideration, write-offs may be made more than 360 days after the due date or more than 720 days, for balances falling due in over 36 months. Other factors related to the analysis of customer/credit quality may cause write-offs before these periods, but never 180 days before maturity date.

e) Investments - Investments in subsidiary and affiliated companies are recorded on the equity method. The financial statements of foreign subsidiaries are adapted to comply with current Brazilian accounting policies and converted into reais. Other investments are recorded at cost, restated up to December 31, 1995. 

f) Fixed Assets – These are stated at cost of acquisition or construction, less accumulated depreciation, monetarily restated up to December 31, 1995 and adjusted to market value for properties related to insurance, private pension and capitalization operations, through revaluations supported by appraisal reports. Depreciation is calculated using the straight-line method, based on monetarily corrected cost at the following annual rates:

	
	
	
	

	Buildings in use............................................................................................................................. 
	
	
	4%

	Installations, furnishings, equipment in use and security, transport and communication systems......
	
10%
	
to


	
25%

	Electronic data processing systems ...............................................................................................
	20%

a
	to


	50%

	
	
	
	


g) Deferred charges -  Deferred organization and expansion expenses mainly represent leasehold improvements, which are amortized on a straight-line basis over the respective rental periods, and acquisition and development of, which software are amortized on a straight-line basis over five years.

h) Technical Provisions for Insurance, Pension Plan and Capitalization 

-  Restricted: correspond in the insurance segment to provisions of claims to be settled based on the claims notices in an amount sufficient to face the future commitments and supplemented by the provision for Incurred But Not Reported (IBNR) claims. In the segments of Pension Plan and Capitalization they correspond to amounts of benefits and redemptions requested but not paid until the balance sheet date or liabilities known or calculable, plus related charges, when applicable.

-  Unrestricted: in the insurance segment, they correspond to unearned premium provisions calculated in accordance with the criteria established by the National Council of Private Insurance (CNSP) Resolution 59/2001 and the mathematical provision for individual life insurance, calculated based on actuarial study, which purpose is guarantee of future commitments. Technical provisions for Pension Plan and Capitalization segments are constituted in conformity with mathematical formulas calculated by an actuary which are supported by the actuarial technical notes approved by SUSEP.
i) Income Tax, Social Contribution, Social Integration Program (PIS) and Social Contribution on Revenues (COFINS) – The provisions were calculated according to the current legislation at the rates shown below.

	
	

	Income tax
	
	15.00%
	

	Additional income tax
	
	10.00%
	

	Social contribution
	
	  8.00%
	

	Additional social contribution 
	
	 1.00%
	

	PIS
	
	 0.65%
	

	COFINS
	
	 3.00%
	

	

	

	


Amounts subject to litigation have been fully provided.
NOTE 4 – INCOME TAX AND SOCIAL CONTRIBUTION

a) Income tax and social contribution due on operations for the year are shown below:

	
	
	
	
	

	
	
	
	1.01  to 03.31.2002 
	1.01 to 03.31.2001 

	
	
	
	
	

	Income before income tax and social contribution
	
	
	710,554
	827,200

	Tax charges (Income tax and social contribution) at rates of 25% and 9%    respectively 
	
	
	(241,588)
	(281,248)

	Increases/Decreases in income tax and social contribution charges as a result of:
	
	
	
	

	Permanent (Inclusions)  Exclusions
	
	
	(16,685)
	133,761

	Equity in affiliates and subsidiaries
	
	
	1,125
	3,014

	Interest on own capital
	
	
	(1,365)
	48,119

	Non-deductible expenses/provisions and others
	
	
	(16,445)
	82,628

	Temporary (Inclusions)  Exclusions
	
	
	44,784
	(28,484)

	 Allowance for loan losses
	
	
	(39,747)
	(16,256)

	 Labor provisions, tax contingencies and others 
	
	
	84,531
	(12,228)

	Other adjustments:
	
	
	(1,852)
	(7,306)

	 Income tax of foreign subsidiary companies
	
	
	(1,852)
	(7,306)

	Income tax and social contribution due on operation for the year
	
	
	(215,341)
	(183,277)

	Withholding tax on distribution of interest on own capital
	
	
	(18,675)
	(22,448)

	Total income tax and social contribution due


	
	
	(234,016)
	(205,725)


b) The composition of accounting adjustments comprising temporary additions for income tax and social contribution is shown below:

	
	
	
	
	

	
	
	
	1 .01 to 03.31.2002
	1.01 to 03.31.2001

	
	
	
	
	

	Deferred income tax and social contribution related to temporary additions
	
	
	88,044
	87,141

	Deferred tax assets:
	
	
	
	

	
	
	
	
	

	Increase  (Reversal) from temporary additions/exclusions
	
	
	(44,784)
	16,283 

	Increase (Reversal) from tax losses and negative social contribution basis 
	
	
	(3,860)
	55,506

	Increase  (Reversal) in others
	
	
	136,688
	15,352


c) The balance of deferred tax assets and deferred tax liabilities (income tax and social contribution), is represented by: 

	
	12.31.2001
	Net movement
	03.31.2002 



	
	
	
	

	Deferred tax assets
	
	
	

	Temporary differences represented by:
	
	
	

	

Allowance for loan losses
	822,992
	52,833
	875,825

	  
Provision for devaluation of securities/interbank deposits
	241,219
	(51,985)
	189,234

	  
Provision for interest on own capital 
	88,755
	36,133
	124,888

	  
Provision for tax contingencies 
	216,028
	19,452
	235,480

	  
Provision for labor contingencies
	181,497
	15,015
	196,512

	  
Provision for civil contingencies
	73,914
	3,542
	77,456

	  
Real estate allowances 
	44,898
	(850)
	44,048

	  
Tax losses and negative social contribution basis
	796,668
	(3,860)
	792,808

	  
Others 
	413,080
	16,538
	429,618

	
	
	
	

	TOTAL 
	2,879,051
	86,818
	2,965,869

	
	
	
	

	Deferred tax liabilities
	
	
	

	
	
	
	

	Temporary differences represented by:
	
	
	

	
Excess of depreciation in leasing operations 
	185,107
	18,529
	203,636

	
Revaluation reserve
	19,594
	(118)
	19,476

	
Taxation on branches and subsidiary companies abroad 
	8,280
	1,852
	10,132

	
Taxation on results abroad – Capital gain
	38,221
	(696)
	37,525

	
 Other provisions 
	292
	(153)
	139

	
	
	
	

	TOTAL 
	251,494
	19,414
	270,908


       The average term for realizing these temporary differences is 4 years

NOTE 5 – STOCKHOLDERS’ EQUITY – ITAÚSA

a) Shares

Capital comprises 3,070,505,414 book entry nominative shares, of which 1,127,332,427 are common shares and 1,943,172,987 are preferred shares.

As decided at the Ordinary Stockholders’ Meeting (AGO) held on April 29, 2002, a capital increase from R$ 2,316,939 to R$ 2,851,235, was approved without issuing of shares through capitalization of reserves consigned in the balance sheet of 12.31.2001.

Still at the AGO on April 29, 2002, the capital increase of ITAÚSA, from R$ 2,851,235 to R$ 3,000,000, was approved by issuing 78,297,786 new shares, of which 28,746,786 are common shares and 49,550,582 preferred shares, to be paid-up at the price of R$ 1.90 each, with a preferential subscription right from April 30, to May 29, 2002. The paid-up shares shall be subscribed until June 05, 2002  in cash or through the offset of credits from interest on own capital, declared by ITAÚSA.

b) Dividends

Stockholders are entitled to a minimum mandatory dividend of 25% of net income, adjusted according to rules set forth in the Brazilian Corporate Law. Both types of shares participate equally, after common shares have been assured payments equal to the minimum preferential dividends or preferred shares.  

The Board of Directors decided to pay interest on own capital in lieu of dividends as from January 1999. 

NOTE 6 – RELATED PARTIES

Transactions with related parties are carried out at the usual market amounts, terms and average rates in effect on respective dates under reciprocal conditions.

Transactions involving ITAÚSA and its subsidiary companies were eliminated and take into consideration the lack of risk.

The unconsolidated related parties are the following:

· The controlling stockholders of ITAÚSA;

· Fundação Itaubanco, Fundação Duratex, Fundação Itaúsa Industrial, FUNBEP – Multi-Sponsored Pension Fund and Social Security Savings of BEG Employees (PREBEG), closed private pension entities, which administer supplementary retirement plans sponsored by ITAÚSA and/or its subsidiaries, as described in Note 9 a; and

· Fundação Itaú Social and Instituto Itaú Cultural - IIC, entities sponsored by the subsidiary Itaú to act in their respective areas of interest. During the period, consolidated companies made donations to IIC in the amount of R$ 5,000.

The transactions with these related parties are not significant in the overall context of ITAÚSA operations and besides those already mentioned above, are basically characterized by: 

· Banking transactions under normal operations, in unrestricted compliance with the limits imposed by BACEN, such as movement of current accounts, investments and redemption of securities, and portfolio custody/management services.

· Property leases involving Fundação Itaubanco, FUNBEP and PREBEG.

NOTE 7 – FINANCIAL INSTRUMENTS

a) Derivatives 

In relation to transactions involving derivatives, the subsidiaries of ITAÚSA have been meeting the principal needs of their corporate customers to manage market risks, arising mainly from fluctuations in interest and exchange rates. In order to monitor these risks on a timely basis, the group has invested in the development of internal control systems. 

ITAÚSA and its subsidiaries’ policy is to minimize market risks resulting from derivative operations. As such, the group avoids taking positions which are subject to fluctuations due to market factors and only utilizes instruments that permit risk control, which is the responsibility of an independent area. 

Most derivative contracts negotiated with customers are swap and future transactions, which are all registered at the Commodities and Futures Exchange (BM&F) or Clearing House for the Custody and Financial Settlement of Securities (CETIP), and involve fixed rates, interbank deposits (DI), exchange variations or price indices. BM&F future contracts involving interbank rates and U.S. dollars are mainly used to lock in interest rates offered to customers with maturities or in currencies which are mismatched with the resources used to fund these loans.


The notional values for these financial instruments are recorded in memorandum accounts, and the adjustments/premiums are recorded in balance sheet accounts.

Amounts related to positions in future, swap and options are as follows:

	
	MEMORANDUM ACCOUNTS
	
	BALANCE SHEET ACCOUNT

	
	NOTIONAL VALUE
	
	AMOUNTS RECEIVABLE/RECEIVED

	
	
	
	
	
	
	(PAYABLE/PAID)

	
	
	
	
	
	
	
	
	

	
	
	03.31.2002
	 03.31.2001
	
	
	
	03.31.2002
	03.31.2001

	Future contracts
	
	33,612,200
	26,890,330
	
	
	
	(58,146)
	(115,714)

	
	
	
	
	
	
	
	
	

	Purchase commitments
	
	15,832,935
	12,778,562
	
	
	
	(113,966)
	(116,659)

	
	
	
	
	
	
	
	
	

	Commitment to sell
	
	17,779,265
	14,111,768
	
	
	
	55,820
	945

	
	
	
	
	
	
	
	
	

	Swap Contracts
	
	
	
	
	
	
	(108,556)
	(127,622)

	
	
	
	
	
	
	
	
	

	Asset position
	
	12,874,841
	10,625,563
	
	
	
	387,028
	189,834

	
	
	
	
	
	
	
	
	

	Liability position
	
	12,983,397
	10,753,185
	
	
	
	(495,584)
	(317,456)

	
	
	
	
	
	
	
	
	

	Option contracts
	
	4,031,299
	4,227,568
	
	
	
	(25,060)
	(112,648)

	
	
	
	
	
	
	
	
	

	 Purchase  commitments - purchased

position
	1,299,535
	1,034,945
	
	
	
	(52,313)
	(44,215)
	

	
	
	
	
	
	
	
	
	

	Commitments to sell - purchased position 
	1,602,027
	907,162
	
	
	
	(23,283)
	(121,839)
	

	
	
	
	
	
	
	
	
	

	Purchase commitments -sold position
	464,924
	1,443,685
	
	
	
	6,809
	10,657
	

	
	
	
	
	
	
	
	
	

	Commitments to sell - sold position 
	664,813
	841,776
	
	
	
	43,727
	42,749
	

	Future contracts, swaps and options have the following maturity dates: 
	

	
	
	
	
	
	
	TOTAL
	

	 
	0 - 30
	31 - 180
	181 – 365
	Over 365 
	
	3.31.2002
	3.31.2001
	

	
	
	
	
	
	
	
	
	

	Future
	2,537,093
	14,715,815
	5,625,473
	10,733,819
	
	33,612,200
	26,890,330
	

	
	
	
	
	
	
	
	
	

	Swaps
	958,803
	5,000,416
	2,282,488
	4,246,106
	
	12,487,813
	10,435,729
	

	
	
	
	
	
	
	
	
	

	Options
	1,787,953
	934,720
	794,753
	513,873
	
	4,031,299
	4,227,568
	


b) Market Value 

The financial statements were prepared in conformity with accounting principles, which presuppose the normal continuity of the operations of ITAÚSA and its subsidiaries.

The book value of each financial instrument, whether included or not in the balance sheet, when compared with the value that might be obtained in an active market, or in the absence of such market, using the net present value of future cash flows adjusted based on the current market interest rate, approximates its corresponding market value, or the market value is not available, except for those included below (basically represented by ITAÚ and its direct and indirect subsidiaries):

	
	Book Value
	Market Value
	Unrealized income (loss) (1)

	
	03.31.2002
	03.31.2001
	03.31.2002
	03.31.2001
	03.31.2002
	03.31.2001

	
	
	
	
	
	
	

	Shot-term  interbank investment 
	8,796,653
	7,172,710
	8,831,743
	7,174,336
	35,090
	1,626

	Securities and derivatives
	20,093,953
	20,736,353
	20,724,414
	21,644,668
	630,461
	908,315

	Loan operations
	22,509,923
	20,024,449
	22,489,951
	19,998,023
	(19,972)
	(26,426)

	Investment in BPI 
	283,324
	270,147
	529,763
	609,579
	246,439
	339,432

	Other investments
	405,558
	383,719
	403,899
	379,951
	(1,659)
	(3,768)

	
	
	
	
	
	
	

	Funds raised by subsidiary companies
	50,335,493
	49,694,982
	50,297,237
	49,573,654
	38,256
	121,328

	Borrowings
	837,074
	947,216
	823,408
	934,340
	13,666
	12,876

	
	
	
	
	
	
	

	Treasury shares
	409,955
	193,352
	558,313
	365,948
	148,358
	172,596

	
	
	
	
	
	
	

	Total unrealized gains
	
	
	
	
	1,090,639
	1,525,979


      (1) Includes unrealized gains from minority interests amounting to R$ 510,228 (R$ 725,289 at March 31, 2001).

       Does not include potential gains from shares of publicly held subsidiary companies because of their permanent character.

To obtain the market values of these financial instruments, the following criteria were adopted:   

· Interbank deposits, Bank Deposit Certificates and Mortgage Securities, the latter two included in Securities, were determined on the basis of their nominal values, monetarily corrected to maturity dates and discounted to present value at  future market interest rates and swap market rates for fixed-rate securities and market interest  rates for floating-rate securities published in the Gazeta Mercantil on April 1, 2002.

· Public Securities, included in Securities, were determined based on market rates validated through comparison with lists provided by the National Association of Open Market Institutions (ANDIMA). 

· Investment fund quotas, included in Securities, were determined based on the net value per quota on the balance sheet date. 

· Publicly traded shares, when included in Securities, were valued using the average price quote of the last trading day of the month, if available, or on the most recent quotations published in the daily bulletin of each stock exchange.

· Loans with maturity dates over 90 days, when available, were calculated based on their net present value of future cash flows discounted at market interest rates on the balance sheet date, also considering the effects of hedges (swap contracts).

· Other investments and equity shares in foreign subsidiary and affiliated companies are determined on the basis of stock market quotations, book value per share and auction quotation.

· Time and interbank deposits, and funds from acceptances and issuance of securities, when available, were calculated based on their present value of future cash flows discounted using futures market interest rates, swap market rates for fixed-rate securities, and market rates for floating-rate securities published in the Gazeta Mercantil on April 1, 2002; the effects of the hedges (swap contracts) are also taken into account. 

· Derivatives, comprising swap contract to hedge other assets/liabilities, are determined based on reference values of each parameter set forth in the contracts (asset and liability positions), monetarily corrected through maturity and discounted to present value using future market interest rates, according to the characteristics of each contract.

· Treasury shares are valued according to the average quotation available on the last trading day of the month, or if this is not available, according to the most recent quotation on prior trading days, published in the daily bulletin of each stock exchange.

NOTE 8 – EXTRAORDINARY RESULT
For a better analysis of the financial statements of the period, the effects of Itaú Buen Ayre, arising from the economic measures and impacts occurred in Argentina whose effects on the subsidiary Itaú were fully absorbed by the partial reversal of provision for devaluation of investments established previously, as well as non-operating loss of R$ 49,221 from the variation of interest in subsidiary Itaú, with regard to the acquisition of treasury shares and non-operating gain of R$ 15,133 with regard to capital increase, have been segregated in extraordinary results account. 

NOTE 9 – BENEFITS TO EMPLOYEES

In accordance with CVM Resolution 371, of December 13, 2000, the following are the policies used by Itaúsa and subsidiary companies relating to employee benefits, as well as the accounting procedures adopted:

a) Supplementary pension benefits:

ITAÚSA and its subsidiaries sponsor supplementary pension plans managed by Fundação Itaubanco, Fundação Itaúsa Industrial (new name of Aricanduva Previdência), FUNBEP – Fundo de Pensão Multipatrocinado, Caixa de Previdência dos Funcionários do BEG and by Fundação Duratex (closed and supplementary private pension funds), for the purpose of granting lifetime income (in the case of FUNBEP and the plan arising from Fundação Bemge de Seguridade Social – FASBEMGE, also in the form of death benefit pensions), to complement the retirement pension paid by the Social Security system. During the period, the contributions amounted to R$ 7,842 (R$ 7,342 from January 1 to March 31, 2001).The contribution rate increases in accordance with the participant’s salary. 

b) Post-retirement benefits:

BANESTADO and BEG sponsor a health plan for their retired employees and beneficiaries according to maintenance commitments assumed in contracts signed by Itaú and established terms and conditions. During the period, contributions totaled R$ 1,289 (R$ 1,079 from January 1 to March 31, 2001). The contribution rate increases according to the beneficiary’s age.

c)   Net amount of actuarial assets and liabilities of benefit plans:

Following is the composition of the net actuarial assets and liabilities at March 31, 2002, which take into consideration the actuarial liabilities, calculated according to CVM Resolution 371/2000, as it relates to the revision of actuarial models as well as assumptions in relation to those established in the Technical Notes of the plans, which were not recognized by the sponsors: 

	
	03.31.2002

	Net assets of the plans
	5,213,555

	Actuarial liabilities
	(4,912,997)

	Excess
	300,558

	
	


The main assumptions used in the actuarial evaluation are:

	Discount rate
	
	10.24% p.a.

	Estimated rate of return of assets
	
	12.32% p.a.

	Future salary increase
	
	8.16% p.a.

	Increase in social security benefits and plans
	
	4.00% p.a.

	Inflation
	
	4.00% p.a.

	Actuarial method
	
	Projected unit credit (1)


(1) In the Projected Unit Credit actuarial method, the mathematical reserve is defined by multiplying the projected current amount of estimated benefit by the ratio between the accumulated length of service on the valuation date and the length of service which will be reached on the date that the benefit is granted. Costing is determined by spreading the current amount of the projected benefit over the years of service of each participant. 

In addition to reserves kept by the plans, sponsors have provisions in the amount of R$ 59,583 to cover possible actuarial deficits.

NOTE 10 – ADDITIONAL INFORMATION

a)  ITAÚSA CONSOLIDATED paid or recorded provision for taxes and contributions in the amount of R$ 678,383 (R$ 482,167 from January 1 to March 31, 2001), incurred on profits, revenues and payroll. In addition, the amount of R$ 1,071,917 ( R$ 755,606 from January 1 to March 31, 2001), was retained from customers and paid on financial intermediation transactions. 

b) Balance sheet accounts in R$ , linked to foreign currency were:

	
	3.31.2002
	3.31.2001

	Permanent foreign investments 
	4,711,311
	4,188,347

	
	
	

	Net amount of other assets and liabilities in foreign currency, including derivatives. 
	198,853
	(1,738,167)

	
	
	

	Net foreign exchange position 
	4,910,164
	2,450,180


5
G:\MAC\ITAUSA02.DOC

