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ITAÚSA - INVESTIMENTOS ITAÚ S.A.

NOTES TO THE FINANCIAL STATEMENTS 

YEARS ENDED DECEMBER 31, 2002 AND 2001

(In thousands of Reais)

NOTE 1. Operations

ITAÚSA – Investimentos Itaú S.A. - main objective is to support the companies in which capital it holds interest, through studies, analyses and suggestions on the operating policy and projects for the expansion of the mentioned companies obtaining resources to meet the related additional needs of risk capital through subscription or acquisition of securities issued, to strengthen its position in the capital market and related activities or subsidiaries of interest of the mentioned companies, except for the private of financial institutions.

NOTE 2. Presentation of the Financial Statements
The financial statements of ITAÚSA – Investimentos Itaú S.A. – (ITAÚSA) and its subsidiaries (ITAÚSA CONSOLIDATED) have been prepared in accordance with accounting policies derived from 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.

In ITAÚSA, the goodwill arising from acquisitions by subsidiary Banco Itaú S.A. (ITAÚ) of BBA Creditanstalt  S.A. (BBA), BEG S.A. (BEG), Banestado (BANESTADO), Bemge S.A. (BEMGE), del Buen Ayre S.A., of Lloyds TSB Asset Management S.A., and part of Itaú Bankers Trust  Banco de Investimento S.A. – IBT (IBT) and by the subsidiary IPI-Itaúsa Portugal, Investimentos, SGPS Ltda do Banco BPI, S.A., (BPI), as well as own and other subsidiaries goodwill, are being amortized based on expected future profitability (10 years), or realization of investments, in order to:

a) avoid unnecessary decrease in Stockholders’ Equity for operating limits computation purposes ;

b) avoid unnecessary capital increase;

c) obtain better compliance with market accounting practices.

In ITAÚSA CONSOLIDATED, this goodwill was fully amortized in the periods when these acquisitions occurred in order to:

a) permit a better comparability with previous periods financial statements;

b) permit measuring Net Income and Stockholders’ Equity based on conservative criteria. 

In BANESTADO, tax credits are recorded at an amount considered sufficient justified by expected future profitability, reflected in ITAÚSA through equity in the results in the subsidiary ITAÚ, taking into consideration the operating reorganization in course. In ITAÚSA CONSOLIDATED, because it is a context with more extension and synergy, factors that are favorable to the maximization of results, these tax credits were recognized up to the limit of the goodwill arising from the acquisition made by the subsidiary ITAÚ.  

NOTE 3. Consolidated Statements

The consolidated financial statements comprise ITAÚSA and its direct and indirect subsidiaries among which we highlight:

	
	
	Participation ( % )

	
	
	December 31, 2002
	December 31, 2001

	Financial Institutions
	
	
	

	Banco Itaú S.A. and subsidiaries 
	(a)
	47.87
	47.71

	Banco Banerj S.A. and subsidiaries 
	
	47.87
	47.71

	Banco Bemge S.A. and subsidiaries 
	(a)
	47.79
	47.64

	Banco Banestado S.A. and subsidiaries 
	(a)
	46.62
	46.46

	Banco BBA Creditanstalt S.A. and subsidiaries
	(b)
	45.84
	- 

	Banco BEG S.A. and subsidiaries 
	(a)
	42.81
	40.29

	Banco Itaú Buen Ayre S.A. 
	
	47.87
	47.71

	Banco Itaú Europa, S.A. and subsidiaries 
	
	89.82
	89.77

	Banco Itaú Europa Luxembourg S.A. and subsidiaries
	
	89.78
	89.73

	Banco Itaú Holding Financeira S.A.
	(c)
	100.00
	47.71

	Cia. Itauleasing de Arrendamento Mercantil
	
	47.87
	47.71

	Itaú Corretora de Valores S.A.and subsidiaries
	
	47.87
	47.71

	Itau Bank, Ltd.
	
	47.87
	47.71

	Credicard S.A. Administradora de Cartões de Crédito and subsidiaries
	(d)
	15.96
	15.88

	Itaucard Financeira S.A. Crédito, Financiamento e Investimento
	
	47.87
	47.63

	Afinco Americas Madeira, SGPS, Sociedade Unipessoal Limitada and subsidiaries
	
	47.87
	47.51

	Akbar – Marketing e Serviços, LDA e Controladas
	(b)
	45.84
	

	Redecard S.A.
	(d)
	15.29
	15.22

	Serasa – Centralização de Serviços dos Bancos S.A.
	(d)
	15.18
	15.13

	
	
	
	

	Insurance, Pension Plan and Capitalization
	
	
	

	Itaú Seguros S.A and subsidiaries                         
	
	47.87
	45.70

	Itaú Capitalização S.A. and subsidiaries                         
	
	47.87
	47.50

	Itaú Previdência e Seguros S.A.                               
	
	47.87
	47.50

	
	
	
	

	Wood and Construction Materials
	
	
	

	Duraflora S.A.                        
	
	49.89
	49.02

	Duratex S.A. and subsidiaries                
	(a)
	47.84
	46.93

	
	
	
	

	Technology and Electronics
	
	
	

	Itautec Philco S.A. and subsidiaries                   
	(a)
	94.22
	94.22

	
	
	
	

	Chemistry
	
	
	

	Elekeiroz  S.A. and subsidiaries                     
	(a)
	97.93
	97.93

	
	
	
	

	Real Estate
	
	
	

	Itaúsa Empreendimentos S.A.                         
	
	100.00
	100.00

	PRT Investimentos S.A.                                
	
	100.00
	100.00

	
	
	
	

	Support:
	
	
	

	Itaúsa Export S.A. and subsidiaries
	
	88.41
	88.36


a) Listed company.

b) Investment purchased by the subsidiary ITAÚ, on December 31, 2002

c) New name of Banco Francês e Brasileiro S.A , the change in the participation arises from the acquisition by ITAÚSA, of total shares previously held by the subsidiary ITAÚ, on October 31, 2002

d) Investments with Control proportionally included in the consolidation.
NOTE 4. Summary of the Main Accounting Principles

a) Consolidation -  All material intercompany transactions and balances have been eliminated on consolidation. 
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, the recognition of deferred tax assets from the subsidiary ITAÚ, as well as own and other subsidiaries goodwill, and the elimination of unrealized results of transactions among consolidated companies, the related taxes of which have been deferred.

b) Interbank deposits, remunerated restricted credits – Brazilian Central Bank (BACEN), loans and leasing operations, remunerated deposits, funds obtained in the open market, exchange acceptances and issue of securities, borrowings and onlendings 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 contracted index. Real estate loans are adjusted to the present value of future installments. Loans and leasing operations of the financial companies are recorded on the accrual basis until 60 days overdue. Receipts from credit recoveries on loans which had been previously written-off are classified in Financial income and Loans and leases, respectively.

c) Securities and derivative financial instruments
I. In ITAÚSA and non-financial subsidiaries (Industrial Area) are recorded at cost of acquisition restated and adjusted to reflect the market value, when this is lower.

II. In financial subsidiaries, insurance, pension plan security and capitalization companies, and its subsidiaries (Financial and Insurance Area), as from June 30, 2002, in accordance with BACEN Circulars 3068 of November 08, 2001, 3082 of January 30, 2002 and  SUSEP Circular 192 of July 25, 2002: 

1. According to the Circulars, securities should be classified in the following categories:

· trading securities: securities acquired to be actively and frequently traded, are adjusted to market value, as a contra-entry for the results for the period; 
· securities available for sale – securities that are not intended for negotiation and are maintained through their maturity. They are adjusted to their market value as a contra-entry an account disclosed in stockholders’ equity; and 
· securities held to maturity – securities, except for non-redeemable shares, for which there is the intention and financial capacity of the institution to hold them in the portfolio up to their maturity, recorded only at restated cost of acquisition, not being adjusted to market value  .
Gains and losses on securities available for sale, when realized, are recognized through specific identification at the date of negotiation in the statement of income, as contra-entry to a specific stockholders’ equity account, net of related tax effects.

Decreases in the market value of securities available for sale and those held up to maturity, below their related costs, resulting from non-temporary reasons, are recorded in results as realized losses.

2. Derivative Financial Instruments are classified, at the date of acquisition, in accordance with management intention of utilizing these derivative financial instruments as a hedge or not.

Transactions involving financial instruments, carried out at customers request, at one’s own account, or which do not comply with hedging criteria (mainly derivatives used to manage the exposure to global risks), are stated at market value, including realized and unrealized gains and losses, which are recorded directly in the statement of income.

III. The effects of the procedures described in the items 1 and 2 above, in the subsidiaries of the Financial and Insurance Area of ITAÚSA, recorded under stockholders’ equity or in the income statement, were equally recorded directly in stockholders’ equity or in the equity of earnings of subsidiaries in proportion to the participation percentage.

d) Allowance for loan losses – The balance of the allowance for loan losses was constituted based on an analysis of the credit risk in the loan portfolio, in amounts considered sufficient to cover loan losses according to the rules determined by BACEN Resolution 2682 of December 21, 1999, for the financial subsidiaries, among which are:

· Provisions necessary are recorded from the date of the loan disbursements, based on periodic analysis of the quality of the client and the industry and not just in the event of default;

· Based exclusively on delinquency, write-offs can be made 360 days after the due date of the credit or 540 days for operations that mature after a period of 36 months. Other factors related to analysis of the quality of the client/loan may generate write-offs before these periods.
e) Prepaid expenses – These refer to the investments that will result in earnings in future years.
f) Investments – In subsidiary and affiliated companies, investments are accounted for under the equity method. The financial statements of foreign branches and subsidiaries, are adapted to comply with Brazilian accounting policies and converted into Reais. Other investments are recorded at cost, restated up to December 31, 1995.
g) Fixed assets – These are stated at cost of acquisition or construction, less accumulated depreciation, restated up to December 31, 1995. For insurance, private pension and capitalization operations, property and equipment are adjusted to market value 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 and security, transportation and communication systems
	10 % to 25 %

	EDP Systems
	20 % to 50 %


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

i) Technical Provisions of Insurance, Capitalization and Pension Plans 
· Technical provisions are constituted in accordance with criteria established in CNSP Resolution 59/2001.
· Restricted: as regards insurance, these provisions correspond basically to provisions for unsettled claims set up based on the notices of loss, in an amount sufficient to cover future commitments. The provision is supplemented by the provision for Incurred But Not Reported (IBNR) Claims. In the Pension Plan and Capitalization segments, these provisions correspond to benefits and withdrawals claimed but unpaid at the balance sheet date, or known or estimable liabilities accrued of the corresponding charges, when applicable.

· Unrestricted: in the insurance segment, these provisions correspond to provisions for unearned premiums and the mathematical provision for the individual life insurance segment calculated based on an actuarial study, and the purpose of which is the guarantee of future commitments. In the Pension Plans and Capitalization segments, these provisions are set up by applying mathematical formulas calculated by an actuary and substantiated by actuarial technical notes approved by SUSEP.

j) Income Tax, Social Contribution, PIS and 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%

	
	


(*) As from December 2002 included, for ITAÚSA and its non-financial subsidiaries, the rate is 1.65%, according to Law 10.637 of December 31, 2002.
Amounts subject to litigation have been fully provisioned.

NOTE 5. Short-Term Interbank Investments – Financial Area

We present below the composition of short-term interbank investments portfolio of the subsidiaries of the Financial Area:

	
	12/31/2002
	
	12/31/2001

	 
	Cost
	Adjustment to market value
	Market value
	
	Market value

	
	
	
	
	
	

	 Investment in the open market 
	10,008,602 
	                     -
	10,008,602 
	
	5,984,456 

	          Funded position 
	7,215,785 
	-
	7,215,785
	
	2,475,542 

	          Financed position 
	    2,792,817 
	-
	2,792,817
	
	3,508,914 

	 Interbank deposits investments 
	     6,967,836 
	(4,899)
	6,962,937
	
	4,085,560 

	
	
	
	
	
	

	 Total  
	   16,976,438 
	   (4,899) 
	16,971,539
	
	10,070,016 


NOTE 6. Securities and Derivative Financial Instruments (Assets and Liabilities) 
a) Summary

We present below the composition of the Securities and Derivative Financial Instruments portfolio. In ITAÚSA subsidiaries financial and insurance areas classified in accordance with BACEN and SUSEP new rules, stated at their cost and market values, as well as the effects directly recorded in the subsidiaries and ITAÚSA net equity. 

	ITAÚSA CONSOLIDATED 
	 Cost 
	 Market value 
	 Provision for market value adjustment

	
	
	
	 Reflected in : 

	
	
	
	 Income
	 Net equity 

	ITAÚSA and Industrial Area:
	
	
	
	

	Securities
	       584,401 
	       584,401 
	             -   
	              -   

	Financial Area :
	
	
	
	

	Trading securities
	   8,800,627 
	   8,852,854 
	      52,227 
	-

	Derivative financial instruments (Assets)
	   2,969,304 
	   2,287,516 
	   (681,788)
	-

	Securities available for sale
	 13,679,834 
	 13,480,531 
	- 
	    (199,303)

	Securities held to maturity
	   1,072,483 
	   1,072,483 
	-
	 

	Subtotal
	 26,522,248 
	 25,693,384 
	   (629,561)
	    (199,303)

	Deferred tax assets
	- 
	- 
	- 
	        71,377 

	BBA adjustment not reflected in Itaú
	- 
	- 
	- 
	        31,367 

	Total adjustment to market value
	- 
	- 
	- 
	      (96,559)

	Reclassification of additional provision
	- 
	      255,000 
	- 
	      255,000 

	Reclassification of deferred tax assets
	- 
	- 
	- 
	      (86,700)

	Total reclassified
	- 
	      255,000 
	- 
	      168,300 

	Additional provision (exceeding the minimum required) (*)
	- 
	     (760,000)
	- 
	-

	Total securities and derivative financial instruments (assets)
	27,106,649
	   25,772,785
	- 
	71,741

	Derivative financial instruments (liabilities)
	   2,251,942
	   1,956,335
	   (295,607)
	- 

	 
	 
	 
	 
	 

	Minority interest
	-
	-
	- 
	(14,749)

	 
	 
	 
	 
	 

	Value disclosed in ITAÚSA net equity
	- 
	-
	- 
	        56,992 


(*) Additional provision aims to cover risks of current and future fluctuation in the prices of securities available for sale, reclassified to stockholders’ equity, and to neutralize a possible deterioration in the amount of the assets given instabilities and uncertainties of the local and international markets, considering the high volatility scenarios seen in the course of the last year, including the case of an appreciation of the Brazilian Real to R$ 3.20 to the US dollar.

b) Derivatives

The globalization of markets in the last years has resulted in a high level of sophistication in the financial products used. As a result of this process, there was an increasing demand for derivative financial instruments to manage market risks mainly arising from fluctuations in interest and exchange rates and assets prices. Accordingly, ITAÚSA is fully involved in the operation of derivative markets, either in complying with the growing clients’ needs, or in the performance of its risk management policy. Such policy is based on the use of derivative instruments to minimize the risks resulting from commercial and financial operations. 

The derivatives negotiated by the Bank are purchased for two basic purposes:

· Hedge – to perform hedge of structural portfolio;

· Trading – to serve as instruments for the Bank to assume proprietary and risk management positions of the derivatives traded with large clients.

Most derivative contracts traded with clients in Brazil are swap and future contracts, which are registered at the Commodities and Futures Exchange (BM&F) or at the Clearing House for the Custody and Financial Settlement of Securities (CETIP). BM&F future contracts involving interbank rates and U.S. dollars are mainly used to fix the financing rates offered to customers with maturities or in currency which are mismatched with the resources used to fund these operations. ITAÚSA carries out transactions overseas with futures contracts, forwards, options and swaps, with registration mainly in the stock exchanges of Chicago, new York and London.  

The main risk factors of the derivatives assumed by ITAÚSA at December 31, 2002 were related to the foreign exchange rate, interest rate, U.S. dollar and reference rate Libor and variable income. The management of these and other market risk factors is supported by the infrastructure of sophisticated statistical and deterministic models. Based on this management model, the institution, with the use of transactions involving derivatives, has been able to maximize the relation risk and return, even under high volatility situations.

Under regular conditions, the stock exchange prices are the best indicators of the fair value of the financial instruments. However, not all instruments have liquidity or quotes and, in this case, it is necessary to adopt current value estimates and other valuation techniques. To obtain these market values, the following criteria were adopted:

· Futures and Forward Contracts: quotes on the stock exchanges;

· Swaps: the cash flow of each part is discounted to current value, according to the corresponding interest curves, obtained based on the BM&F prices and/or market prices of the public securities for Brazilian transactions, and on the international stock exchanges prices for transactions carried out abroad.

· Options: statistical models that take over the volatility behavior of the asset objective, the interest rates, the exercise price and the spot price of the good, such as the Black & Scholes model.

 The positions of these financial instruments have their referential values recorded in memorandum accounts and the adjustments/premiums in balance sheet accounts.

The following chart summarizes the national value restated to market value and the respective net exposures in the balance sheet for the derivative financial instruments.

	ITAÚSA CONSOLIDATED
	Memorandum accounts

Notional Value
	Balance Sheet Account

Receivable/received

( Payable/Paid)
	Market value
	Adjustment to market value

	
	12/31/2002
	12/31/2001
	12/31/2002
	12/31/2001
	12/31/2002
	12/31/2002

	
	
	
	
	
	
	

	Future contracts
	  25,666,019 
	40,054,207 
	          (22,799)
	(9,990) 
	                 (22,799)
	-

	Purchase commitments
	12,721,869 
	19,550,827 
	40,521 
	(129,956)
	          40,521 
	-

	Commitment to sell
	  12,944,150 
	20,503,380 
	          (63,320)
	119,966 
	                 (63,320)
	-

	
	
	
	
	
	
	

	Swap contracts
	
	
	       673,853 
	(125,047)
	     435,860 
	 (237,993)

	Asset position
	  31,052,151 
	12,971,567 
	    2,630,136 
	   429,703 
	1,823,773 
	 (806,363)

	Liability position
	  30,378,298 
	13,096,614
	 (1,956,283)
	(554,750)
	 (1,387,913)
	     568,370 

	
	
	
	
	
	
	

	Option contracts
	    8,917,665 
	5,040,474 
	 46,490 
	(45,383)
	     179,624 
	  (133,134)

	Purchase commitments – purchased position
	    2,396,088 
	1,498,870 
	 (193,730)
	(49,724)
	     (350,064)
	156,334 

	Commitments to sell – sold position
	    2,377,031 
	1,987,002 
	 (38,123)
	(56,862)
	       (19,812)
	   (18,311)

	Purchase commitments – sold position
	    3,002,442 
	272,583 
	       201,246 
	              3,445 
	       418,691 
	  (217,445)

	Commitments to sell – sold position
	    1,142,104 
	1,282,019 
	          77,097 
	57,758 
	       130,809 
	(53,712)

	
	
	
	
	
	
	

	Forward
	
	
	
	
	
	

	Sales receivable
	-
	-
	142,602 
	-
	129,154 
	(13,448)

	
	
	
	
	
	
	

	Other derivative financial instruments (1)
	
	
	
	
	
	

	Asset position
	426,941 
	-
	3,779 
	-
	3,779 
	-

	Liability position
	440,451 
	-
	        (17,316)
	-
	(18,922)
	(1,606)

	
	
	
	
	
	
	

	
	
	Asset
	3,008,370 
	640,909
	2,326,582 
	(681,788)

	
	
	Liability
	(2,251,942)
	(615,953)
	(1,956,335)
	    295,607 

	
	
	Total
	756,428 
	24,956
	       370,247 
	(386,181)


(1) Amounts basically expressed in foreign currency

Futures, swaps, options and forward mature as follows:

	Clearing
	0 - 30
	31 - 180
	181 -365
	Over 365
	12/31/2002
	12/31/2001

	Futures
	7,075,286
	10,093,995
	3,584,793
	4,911,945
	25,666,019
	40,054,207

	Swaps
	3,842,206
	8,957,154
	5,677,270
	9,945,385
	28,422,015
	12,541,864

	Options
	5,074,100
	1,480,818
	504,085
	1,858,662
	8,917,665
	5,040,474

	      Other
	51,613
	268,376
	61,108
	-
	381,097
	-


NOTE 7. Credit Portfolio – Financial Area

a. Summary 

	
	12/31/2002
	12/31/2001

	Loan operations
	
	  33,294,388 
	
	 24,820,935 

	Leasing operations 
	
	    1,014,377 
	
	   1,364,856 

	Other sundry  credits (1)
	
	    1,920,607 
	
	   2,265,182 

	Advances on export contracts (2)
	
	    2,185,731 
	
	   1,164,450 

	(-) Allowance for loan losses
	
	(3,172,145)
	
	  (2,568,182)

	Total
	
	 35,242,958
	
	 27,047,241 

	Endorsements and Sureties (3)
	
	    6,994,892 
	
	   4,666,338 

	Total with endorsements and sureties
	
	 42,237,850
	
	 31,713,579


	(1)
	Includes Credit Card transactions, Securities and Credits Receivable, Debtors from Purchase of other Assets and Honored Endorsements and Sureties, classified as Sundry Receivables.

	(2)
	Includes Advances on Exchange Contracts and Income from Granted Advances. Recorded in Other Receivables/Provisions and Accounts Payable - Exchange Portfolio.

	(3)
	Recorded in Memorandum Accounts.


b. Allowance for Loan Losses

	 
	1/01 to 
12/31/2002
	1/01 to 
12/31/2001

	Opening balance
	                2,568,182 
	                2,033,091 

	Balance arising from purchased institutions
	                  308,904 
	                    16,402 

	Extraordinary result (1)
	                    12,753 
	-   

	Net increase for the period 
	                2,565,830 
	                1,444,868 

	Write-Offs (2)
	               (2,283,524)
	                 (926,179)

	Closing balance
	                3,172,145 
	                2,568,182 

	Minimum required provision (3)
	                2,331,546 
	                1,853,182 

	Provision in excess (4)
	                  840,599 
	                  715,000 


(1) At 12/31/2002, includes the complement of provision in Banco Itaú Buen Ayre, net of effects of exchange variation, allocated to Extraordinary Result.

(2) In ITAÚ CONSOLIDATED, includes additional write-offs from operations considered by management to be of long-term recovery, are included.

(3) Formed according to BACEN rules due to the classification of customer or operation, as well as for operations that has installments overdue for more than 14 days or related to companies going through bankruptcy.

(4) Refers to the provision in excess of the minimum required amount that was set up in accordance with management's prudent policies, and in compliance with good banking practices. It aims at absorbing effects from the possible increase in default caused by strong changes in the economic cycle that was calculated according to the historical development of credit portfolio during economic crisis and considering the operations of the Argentina subsidiary.

NOTE 8. Funding and Borrowings and Onlendings – Financial Area 

	
	12/31/2002
	12/31/2001

	Deposits
	       38,859,688 
	       28,258,543 

	Open market
	       11,875,751 
	       12,523,930 

	Funds from acceptance and issuance of securities
	         4,554,903 
	         2,905,710 

	Borrowings and onlendings
	       14,600,946 
	         9,171,311 

	Subordinated debts (*)
	         5,706,924 
	         1,432,831 

	Total
	       75,598,212 
	       54,292,325 


(*) Includes contractual subordinated debts restricted to the purchase of investment in BBA and subsidiaries:

- Bank Deposit Certificates, issued by ITAÚ, in the amount of R$ 649,511 (base value at 12/31/2002), with maturity over five years and bearing interest based on Interfinancial deposit (DI) rate, payable at the closing term;

- Liabilities relating to preferred shares that will be issued by  ITAÚ in the amount of  R$ 544,303;

- Liabilities relating to redeemable non-voting preferred shares, issued by Itau Bank, Ltd., in the amount of R$ 1,388,842 (US$ 393.072 thousand – base value at 12/31/2002), with maturity over 12.5 years and dividends calculated based on Libor rate plus 1.25% p.a., payable on a semi-annual basis. At 12/31/2002, dividends in the amount of R$ 10,512 (US$ 2.975 thousand) were already included.

NOTE 9. Other Accounts
	a ) Other Receivables – Sundry 


	
	

	 
	 01/01 to 12/31/2002  
	 01/01 to 12/31/2001  

	 Foreign exchange portfolio 
	       8,615,297 
	6,061,662

	 Tax credits          
	3,863,704 
	2,879,051

	  Social contribution to be offset – MP 2158/2001
	1,385,766
	1,385,868

	 Taxes and contribution available for compensation
	1,310,460
	1,020,610

	 Credit card operations
	       1,748,782 
	1,555,305

	 Escrow deposits
	       2,219,997 
	1,967,870

	 Income receivable
	          927,032 
	618,597

	 Negotiation and intermediation of securities
	          294,670 
	614,943

	Sundry
	       1,680,493 
	1,991,183

	Total
	     22,046,201 
	18,095,089

	 
	 
	 

	 b ) Other assets 
	
	

	 
	 1/01 to 12/31/2002  
	 1/01 to 12/31/2001  

	 Non-operating assets 
	          446,926 
	       425,260 

	 Amounts in foreign currencies 
	           66,282 
	        23,242 

	 Other 
	       16,870
	21,497

	 ( - ) Provision for devaluation 
	         (132,937)
	      (144,120)

	Total  
	397,141
	325,879


	c ) Provisions and liabilities 
	

	 
	 1/01 to 12/31/2002  
	1/01 to 12/31/2001  

	
	
	

	 Foreign exchange portfolio
	       6,708,693 
	5,082,778

	 Credit card operations
	       2,028,869 
	1,963,171

	 Negotiation and intermediation of securities
	       1,701,885 
	885,749

	 Provision for labor liabilities/contingencies
	       1,297,798 
	966,170

	 Accounts payable – BBA investments (*)
	          685,059 
	-

	 Provision for personnel
	          256,954 
	278,247

	 Sundry and sundry debts
	       2,761,662 
	2,849,065

	Total 
	     15,440,920 
	12,025,180


(*) Financial settlement at 02/26/2003.

NOTE 10. Extraordinary Result
	
	
	ITAÚSA CONSOLIDATED

	
	ITAÚSA
	Parent company
	Minority
	Conglomerate

	Goodwill amortization (*)
	(580,384) 
	(695,795) 
	(701,384)
	(1,397,179)

	Tax effect
	244,305 
	       311,207 
	333,897
	645,104

	Non-operating losses arising from purchases of shares for treasury by subsidiary Itaú 
	(34,088) 
	(34,088) 
	-
	(34,088)

	Total
	       (370,167) 
	(418,676) 
	(367,487)
	(786,163)


(*) In ITAÚSA, refers basically to goodwill amortization by subsidiary ITAÚ by realization of investments in  BANESTADO, BEMGE and Itaú Buen Ayre S.A. and in ITAÚSA CONSOLIDATED for the purchase of shares of BEG, da Ciquine and investments in BBA.

NOTE 11. Taxes

a) Composition of the expenses with taxes and contributions 
Income tax and social contribution due on operations for the period and to offset relating to temporary additions are as follows:

	Due on operations for the year






	ITAÚSA
	ITAÚSA CONSOLIDATED

	
	1/01 to 12/31/2002
	1/01 to 12/31/2001
	1/01 to 12/31/2002
	1/01 to 12/31/2001

	Income before income tax and social contribution 
	1,874,555
	1,096,234
	4,522,352
	3,137,680

	Tax charges (Income tax and social contribution) at the rates of 25% and 9%, respectively ( 1 )
	(637,349)
	(372,720)
	(1,537,600)
	(1,066,811)

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

	Permanent (Inclusions) / Exclusions
	618,945
	370,617
	964,012
	441,608

	Equity in affiliates and subsidiaries 
	631,757
	395,790
	160,058
	3,466

	Interest on own capital 
	(10,166)
	(3,739)
	301,986
	269,427

	Non-deductible expenses/provisions and other
	(2,646)
	(21,434)
	501,968
	168,715

	Temporary (Inclusions) / Exclusions
	1,695
	(3,879)
	(732,135)
	64,720

	Allowance for loan losses
	-
	                    -
	(317,941)
	(115,045)

	Labor provisions, tax contingencies and other
	1,695
	(3,879)
	(414,194)
	179,765

	Income tax and social contribution due for the year
	(16,709)
	(5,982)
	(1,305,723)
	(560,483)

	Withholding tax on distribution of interest on own capital 
	(62,184)
	(59,207)
	(129,153)
	(125,036)

	Total income tax and social contribution due
	(78,893)
	(65,189)
	(1,434,876)
	(685,519)


	Deferred related to temporary additions 
	
	
	
	

	Increase (Reversal) on temporary additions/exclusions
	-
	-
	719,152
	(70,318)

	Increase (Reversal) on tax losses and negative social contribution 
	-
	-
	(4,964)
	55,188

	Increase (Reversal) on others
	-
	(3,212)
	(43,079)
	81,521

	Total
	-
	(3,212)
	671,109
	66,391


(1) In accordance with Note 4 (j).
b) Tax Credits – ITAÚSA CONSOLIDATED

I) The balance of tax credits (Income tax and social contribution) is as follows:

	
	12/31/2001
	Net activity
	12/31/2002

	
	
	
	

	Relating to tax losses and negative base of Social Contribution
	779,668
	85,547
	865,215

	
	
	
	

	Temporary differences:
	2,099,383
	899,106
	2,998,489

	Allowance for loan losses
	822,992
	407,937
	1,230,929

	Adjustment at market value of securities available for sale and derivative financial instruments (assets and liabilities) 


	258,219
	191,879
	450,098

	Provision for interest on own capital  


	88,755
	5,127
	93,882

	Provisions for tax contingencies 


	216,028
	(15,537)
	200,491

	Provisions for labor contingencies


	181,497
	84,069
	265,566

	Provisions for civil contingencies


	73,914
	44,412
	118,326

	Real estate allowance  


	44,898
	(5,112)
	39,786

	Other 
	413,080
	186,331
	599,411

	Total
	2,879,051
	984,653
	3,863,704


	Social contribution to offset arising from option prescribed by article 8 of Provisional Measure 2158-35, on 8.24.2001.
	1,385,868
	    (102)
	1,385,766


II) The estimate for realization and the present value of tax credits and social contribution to offset, existing at 12/31/2001, arising from Provisional Measure 2158-35, according to the estimate for generation of future taxable income, based on historical profitability and technical study are as follows:

	Year of realization
	

	
	Tax Credits
	Social contribution to offset

	
	Temporary differences
	Tax loss and negative basis
	TOTAL
	

	2003
	1,933,924
	51,445
	1,985,369
	             55,412 

	2004
	402,882
	316,891
	719,773
	            141,959 

	2005
	192,117
	377,470
	569,587
	            144,006 

	2006
	246,030
	116,235
	362,265
	            152,788 

	2007
	221,488
	3,174
	224,662
	            166,442 

	2008 to 2012
	2,048
	-
	2,048
	            725,159 

	TOTAL
	2,998,489
	865,215
	3,863,704
	         1,385,766 

	Present value(*)
	2,664,155
	729,406
	3,393,561
	 1,048,614 


(*) The average funding rate was used for the adjustment at present value. 

The projections for future taxable income include estimates relating to macroeconomic variations, exchange rates, interest rates, volume of financial operations and sales of products and services, among others that may present variation in relation to the data and actual amounts. 

The book net income is not directly related to taxable income for income tax and social contribution due to the existing differences between the accounting criteria and the relating tax legislation, in addition to corporate aspects. Therefore, we recommend that the evolution of realization of tax credits arising from temporary additions, tax losses and negative basis are not considered as an indication of future taxable income. 

III) Unused tax credits amount to R$ 106,424 in ITAÚSA and R$ 439,427 in ITAÚSA CONSOLIDATED.

c) Tax and social security liabilities

I) The balance of tax and social security liabilities is as follows: 

	
	ITAÚSA
	ITAÚSA CONSOLIDATED

	
	12/31/2002
	12/31/2001
	12/31/2002
	12/31/2001

	Taxes and contributions on profits payable
	                     -   
	                           -   
	            285,843 
	         233,707 

	Taxes and contributions payable
	           10,274 
	                         550 
	  511,376 
	  502,879 

	Provision for deferred income tax and social contribution
	                     -   
	                           -   
	            398,297 
	         251,494 

	Provision for tax risks
	
	             4,697 
	                   53,208 
	        1,556,189 
	      1,997,346 

	Total
	
	
	            14,971 
	                  53,758 
	       2,751,705 
	    2,985,426 


II) Activity of Deferred Income Tax and Social Contribution.

	Deferred Income Tax and Social Contribution
	ITAÚSA CONSOLIDATED

	
	12/31/2001
	Net activity
	12/31/2002

	Excess depreciation – Leasing
	           185,107 
	                   49,864 
	            234,971 

	Taxation on overseas results – Capital gains
	             46,501 
	                   24,572 
	              71,073 

	Revaluation reserve   
	
	             19,594 
	                   (1,204)
	              18,390 

	Adjustment to market value of securities available for sale
	                     -   
	                   16,122 
	              16,122 

	Adjustment to market value of securities for negotiation and derivative financial instruments (assets and liabilities)
	                     -   
	                   57,358 
	              57,358 

	Other
	
	                  292 
	                          91 
	                   383 

	Total
	
	
	         251,494 
	               146,803 
	          398,297 


d) ITAÚSA CONSOLIDATED paid or provisioned taxes and contributions in the amount of R$ 2,994,759 (R$ 2,287,492 from 1/01 to 12/31/2001), incurred basically on profits, revenues and payroll. Additionally, the amount of R$ 4,438,589 (R$ 3,763,097 from 1/01 to 12/31/2001), which incurred directly on financial intermediation, was withheld from customers and paid. 

NOTE 12. Stockholders’ Equity 

a) Capital 

Capital of ITAÚSA comprises:

	
	31/12/2002
	31/12/2001

	Book nominative shares
	3,148,802,782
	3,070,505,414

	Common shares
	1,156,079,213
	1,127,332,427

	Preferred shares
	1,992,723,569
	1,943,172,987


At the Ordinary Stockholders’ Meeting (AGO) held on April 29, 2002, the capital increase of ITAÚSA from R$ 2,316,939 to R$ 2,851,235 was approved by issuing shares through capitalization of reserves recorded in balance sheet at December 31, 2001.

The same AGO approved the capital increase of ITAÚSA from R$ 2,851,235 to 
R$ 3,000,000, issuing 78,297,368 new shares, of which: 28,746,786 are common and 49,550,582 are preferred paid-up shares at the price of R$ 1.90 each, in cash or through offset of credits arising from interest on own capital, declared by ITAÚSA. The referred capital increase was approved by the Extraordinary Stockholders’ Meeting (AGE) held on 7.01.2002.

b)  Capital, Revaluation and Profits Reserves

	
	12/31/2002
	12/31/2001

	Capital reserves
	25,073
	25,391

	Special reserve CVM 189/92
	25,013
	25,013

	Goodwill on subscription of shares   
	60
	378

	
	
	

	Revaluation reserves   
	52,986
	54,495

	Own and subsidiaries’ assets
	52,986
	54,495

	
	
	

	Revenues reserves
	3,654,267
	3,099,669

	Legal
	293,777
	219,593

	Statutory 
	3,360,490
	2,880,076

	Dividends equalization (1)
	1,347,446
	1,193,074

	Working capital injection (2)
	883,019
	597,241

	Increase in capital of investees (3)
	1,130,025
	1,089,761

	
	
	


(1) Reserve for dividend equalization – to guarantee funds for the payment of dividends, including interest on own capital, or advances, to maintain the remuneration flow to stockholders.

(2) Reserve for working capital injection – to guarantee financial means to operate the company. 

(3) Reserve for capital increase of investees – to guarantee preferential subscription rights for capital increases of investees. 

c) Dividends
Stockholders are entitled to a minimum mandatory dividend of 25% of net income, which is adjusted according to rules set forth in the Brazilian Corporate Law. Both types of shares participate equally, after common shares have received dividends equal to the minimum priority dividend on preferred shares.

From October 1, 2002, the quarterly advanced minimum mandatory dividend paid as interest on own capital was R$ 4.00 per thousand shares.

I. Calculation

	Net income for the period   
	1,483,693

	Adjustments
	

	(-)Legal reserve
	(74,184)

	Calculation basis of dividend
	1,409,509

	Minimum mandatory dividend  
	352,377


II . Payment/Provision of Interest on Own Capital  

	
	Gross
	Withholding Tax 
	Net

	Paid/Advanced
	
	
	

	Quarterly –  2 installments of R$ 4.00 per thousand shares, paid in July and October 2002
	25,190
	3,778
	21,412

	Complementary - 1 installment of R$ 19.03 per thousand shares, paid in September 2002
	59,922
	8,989
	50,933

	Credited
	
	
	

	Complementary – R$ 47.60 per thousand shares, to be paid up to April/2003.
	149,883
	22,482
	127,401

	Provisioned
	
	
	

	Quarterly – 1 installment of R$ 4.00 per thousand shares, to be paid in January/2003.
	12,595
	1,889
	10,706

	Quarterly – 1 installment of R$ 4.00 per thousand shares, to be paid in April/2003.
	12,595
	1,889
	10,706

	Complementary to be declared – R$ 49.03 per thousand shares.
	154,376
	23,157
	131,219

	 Total
	414,561
	62,184
	352,377

	
	
	
	


d) Reconciliation of Net Income and Stockholders’ Equity between  ITAÚSA and ITAÚSA CONSOLIDATED 

	
	Net income 
	Stockholders’ Equity 

	 
	1/01 to 12/31/2002
	1/01 to 12/31/2001
	12/31/2002
	12/31/2001

	ITAÚSA
	          1,483,693 
	        1,402,672 
	        6,789,318 
	        5,496,494 

	Goodwill amortization (1) 
	             (3,452)
	          (171,826)
	       (998,797)
	          (983,671)

	Tax credit 
	              57,023 
	            (48,149)
	           600,400 
	           543,377 

	Unrealized results 
	 -
	                 132 
	             (1,506) 
	             (1,506)

	ITAÚSA CONSOLIDATED
	          1,537,264 
	        1,182,829 
	        6,389,415 
	        5,054,694 


(1) Relating to the purchases of investments in Banks BBA, BEG, BANESTADO, BEMGE and Del Buen Ayre S.A. and in Lloyds TSB Asset Management S.A., na Ciquine and additional interest in IBT and BPI (Note 2).

 


NOTE 13. Related Parties

Transactions between 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 (PREBEG), closed private pension entities, which manage supplementary retirement plans sponsored by ITAÚSA and/or its subsidiaries, as described in Note 17a; 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$ 22,131.

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 of portfolio custody/management services.

· Property leases involving Fundação Itaubanco, FUNBEP and PREBEG.
In addition to these transactions, there are guarantees granted, as Note 18 b.
NOTE 14. Significant Investments

a) Main investments in subsidiaries
	Companies
	Capital
	Adjusted stockholders’ equity
	Book value of investment
	Number of shares/quotas held by Itaúsa
	Interest in voting capital %
	Interest in capital %
	Adjusted net income/ (loss) for the period
	Balance of transactions between Itaúsa and its subsidiaries/affiliates
	Evaluation adjustments

	
	
	
	
	Common
	Preferred
	Quotas
	
	
	
	Assets/
(liabilities)
	Income/
(expenses)
	12/31/2002
	 
	12/31/2001

	 Banco Itaú Holding Financeira S.A. 
	(1)/(2)
	        15,263 
	                14,530 
	                    14,530 
	    2,710,160,482 
	                                 - 
	                            - 
	                      99.99 
	                      99.99 
	                    797 
	-
	-
	                     797 
	
	-
	

	 Banco Itaú S.A. 
	(2)
	  4,260,500 
	          9,884,600 
	              4,692,825 
	  53,090,648,499 
	               2,803,020 
	                            - 
	                      85.68 
	                      47.73 
	        2,214,779 
	44,749  (6a)
	7,481(7a)
	         1,361,083 
	(8a)
	             804,700 
	(10a)

	 Duratex S.A. 
	(2)
	     256,314 
	             905,061 
	                  289,161 
	    2,798,043,336 
	          980,275,562 
	                            - 
	                      63.50 
	                      32.48 
	              71,658 
	-
	-
	               24,255 
	(8b)
	               17,833 
	(10b)

	 Elekeiroz S.A. 
	(2)
	     116,726 
	             181,700 
	                       3,719 
	          16,394,564 
	                                 - 
	                            - 
	                         3.84 
	                         3.84 
	              37,033 
	-
	-
	                  1,429 
	
	                     559 
	

	 Elekpart Participações e Administração S.A. 
	(2)
	        62,383 
	             113,432 
	                       41,763 
	          10,126,925 
	                                 - 
	                            - 
	                         1.97 
	                         1.97 
	              25,209 
	52,735 (6b)
	(519) (7b)
	                     496 
	
	                     113 
	

	 Guarará Administração e Participações S.A.  
	(2)
	          6,094 
	                        51 
	                    32,018
	             3,539,981 
	                                 - 
	                            - 
	                      99.99 
	                      99.99 
	              (6,414)
	100  (6c)
	-
	                (6,017)
	
	                  1,187 
	

	 Itaucorp S.A. 
	(2)
	     187,575 
	             343,522 
	                  328,090 
	          23,414,182 
	               7,737,938 
	                            - 
	                    100.00 
	                    100.00 
	              44,295 
	-
	-
	               44,525 
	
	             246,483 
	

	 Itaúsa Export S.A. 
	(2)
	     219,000 
	             840,747 
	                  658,327 
	  12,834,612,763 
	          129,487,732 
	                            - 
	                      80.00 
	                      77.77 
	           398,719 
	-
	-
	             310,099 
	
	               62,275 
	

	 Itaúsa Madeira – Investimentos, SGPS, LDA. 
	(2)
	     905,935 
	          1,025,421 
	                  124,459 
	          29,708,318 
	                                 - 
	                            - 
	                      12.14 
	                      12.14 
	              49,971 
	-
	-
	               55,500 
	
	                  1,280 
	

	
	(3)
	
	
	
	
	
	
	
	
	
	
	
	
	(9)
	
	

	 Itaúsa Portugal - Socied. Gestora de Part. Sociais, S. 
	(4)
	-
	-
	-
	-
	                                 - 
	                            - 
	                                - 
	                                - 
	                          - 
	-
	-
	-
	
	               11,362 
	(9)

	 Itautec Philco S.A. 
	(2)
	     222,360 
	             308,430 
	                  155,655
	        155,411,287 
	                                 - 
	                            - 
	                      89.17 
	                      89.17 
	              53,342 
	-
	-
	               28,533 
	
	                     307 
	(10c)

	 Ith Zux Cayman Company Ltd. 
	(2)
	     123,665 
	                69,535 
	                    69,535 
	          35,000,000 
	                                 - 
	                            - 
	                    100.00 
	                    100.00 
	                1,149 
	-
	-
	               24,625 
	
	             (16,742)
	

	
	(5)
	
	
	
	
	
	
	
	
	
	
	
	
	(9)
	
	(9)

	 Other subsidiaries 
	
	                    - 
	                            - 
	                    38,339
	                               - 
	                                 - 
	                            - 
	                                - 
	                                - 
	                          - 
	-
	                   (159) (7b)
	(370)
	
	                   1,983
	(10d,e)

	 Total 
	 
	 
	 
	      6,448,421
	 
	 
	 
	 
	 
	 
	
	
	  1,844,955 
	 
	  1,131,340 
	 

	
	
	
	
	
	
	
	
	
	
	
	

	(1) Investment acquired from Banco Itaú at October 31, 2002; (2) Data relating to December 31, 2002;  (3) Company acquired from third parties at December 28, 2001; (4) Investment granted to capital increase of Custode Consultores, Serviços Lda. at December 28, 2001, current Itaúsa Madeira - Investimentos, SGPS, Ltda; (5) Investment acquired at October 24, 2001; (6) a) Demand deposit, Loans with companies of the Conglomerate; b) Loans with companies of the Conglomerate, Securities, Credits and Amounts Receivable; c)Securities, Credits and Amounts Receivable;
	
	
	

	(7) a) Financial Income, Rental Income, Financial Expenses, Other Administrative Expenses; b) Financial Expenses; (8) Includes non-operating adjustments arising from interest variation: a) R$ 14,628 of expenses and b) R$ 1,474 of income; (9) Includes the total foreign exchange variation: R$ 72,911 of income in 2002 and R$ 8,728 of expenses in 2001; (10) Includes non-operating adjustments arising from interest variation: a) R$ 33,745 of expenses; b) R$ 1,722 of income; c) R$ 588 of expenses, d) R$ 138 of expenses; and R$ 2 of income.
	Operating income
Operating expenses
Non-operating income
Total


	1,865,326
(7,218)
(13,153)
1,844,955


	1,181,624
(17,537)
(32,747)
1,131,340
	
	
	





	
	
	
	


	

	


	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	

	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	

	
	
	
	
	
	

	
	

	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


	
	
	

	

	


	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	

	
	
	
	
	
	
	

	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	



b) Composition of investments – ITAÚSA CONSOLIDATED 









	
	12/31/2002
	12/31/2001

	Investments in affiliates - Brazil
	                    141,966
	140,206

	AGF Brasil Seguros S.A.
	                    108,522
	103,067

	Union Carbide do Brasil S.A
	                      30,784
	37,139

	Other
	                        2,660
	-

	Investments in affiliates - abroad
	                    649,728
	285,013

	BPI S.A. 
	                    644,769
	280,778

	Other
	                        4,959
	4,235

	Other investments
	                    256,855
	360,633

	Investments by tax incentives (*)
	                      66,808
	248,032

	Equity securities
	                      31,932
	20,062

	Shares and quotas
	                      27,863
	23,777

	Other
	                    130,252
	68,762

	Provision for losses
	                    (61,618)
	(6,012)

	TOTAL
	                   986,931
	779,840


(*) At December 31, 2002, R$ 182,359 was reclassified to Current assets and a provision of R$ 147,945 was formed. In this account remained R$ 65,743 for which a provision of R$ 48,616 has been recorded.
c) Equity in the results of associated and subsidiary companies - ITAÚSA CONSOLIDATED
	
	01/01 to 
12/31/2002
	01/01 to 12/31/2001

	Equity in the earnings in affiliates
	58,712
	16,579

	Investment foreign exchange variation
	222,808
	31,710

	Adjustment of Argentine provision
	189,239
	(38,094)

	Equity in the results of affiliates
	470,759
	10,195


NOTE 15
. Financial Instruments– Market Value
The financial statements are prepared in conformity with accounting principles which assume the normal continuity of the operations of ITAÚSA and its subsidiaries.

The recorded values of each financial instrument, whether included or not in the balance sheet, are approximately equal to the values that might be obtained in an active market, or in the absence of such markets, using the net present value of future cash flows adjusted based on the current market interest rate, or do not have a market value quotation available:
	
	Recorded value
	Market value
	Unrealized income (loss) (1) (2)

	
	
	
	
	
	In net income
	In stockholders’ equity

	
	12/31/2002
	12/31/2001
	12/31/2002
	12/31/2001
	12/31/2002
	12/31/2001
	12/31/2002
	12/31/2001

	
	
	
	
	
	
	
	
	

	Interbank investments
	16,971,539 
	10,070,016 
	16,974,042 
	10,095,103 
	2,503 
	25,087 
	2,503 
	25,087 

	Securities and derivatives 
	25,772,785 
	19,810,718 
	25,772,113 
	20,580,505 
	(672)
	219,787 
	(672)
	219,787 

	Additional provision (minimum excess required)
	
	
	
	
	760,000 
	550,000 
	760,000 
	550,000 

	Provision for securities available for sale
	
	
	
	
	(167,936)
	
	                - 
	

	Reclassification of additional provision
	
	
	
	
	                - 
	
	(255,000)
	

	Loan operations
	30,435,194 
	22,525,447 
	30,352,599 
	22,449,256 
	(82,595)
	(76,191)
	(82,595)
	(76,191)

	Investments in BPI 
	639,824 
	280,778 
	924,824 
	451,660 
	285,000 
	170,882 
	285,000 
	170,882 

	Other investments
	254,829 
	408,079 
	255,790 
	406,865 
	961 
	(1,214)
	961 
	(1,214)

	
	
	
	
	
	
	
	
	

	Funds from subsidiaries
	69,891,288 
	52,859,494 
	69,875,133 
	52,809,854 
	16,155 
	49,640 
	16,155 
	49,640 

	Other liabilities from trading and intermediation of amounts (3)
	1,701,885 
	885,749 
	1,532,017 
	885,749 
	    169,868 
	                - 
	    169,868 
	                - 

	
	
	
	
	
	
	
	
	

	Subordinated debt (3)
	5,706,924 
	1,432,831 
	5,025,242 
	1,438,654 
	681,682 
	      (5,823)
	681,682 
	      (5,823)

	
	
	
	
	
	
	
	
	

	Treasury stock
	269,239 
	265,690 
	384,763 
	440,675 
	
	
	115,524 
	174,985 

	
	
	
	
	
	
	
	
	

	Total unrealized
	
	
	
	
	1,664,966 
	932,168 
	1,693,426 
	1,107,153 


(1) Does not include the corresponding tax effects.

(2) Includes unrealized gains to minority interest amounting to R$ 822,248 (R$ 531,118 at December 31, 2001)

(3) Included in the Consolidated Balance Sheet in Provisions and Accounts Payable.
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	






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

· Interbank deposits, bank deposit certificates and mortgage notes, the last two included in Securities, were determined on the basis of their nominal values, monetarily restated to maturity dates and discounted to present value using futures market interest rates and swap market rates for fixed-rate securities and using rates published in the Gazeta Mercantil in January 2, 2003, for floating-rate securities.

· Government securities, in Securities, were determined based on their market value, approved by the comparison with information provided by the National Association of Open Market Institutions (ANDIMA). The financial institutions were determined based on their market value, according to the rules established by BACEN Letters 3068/01 and 3082/02.
· Variable Income Investment Funds quotas, included in Marketable Securities, by the quota value at the balance sheet date. For the financial institutions they are stated at market value, as determined by BACEN Circular Letter 3068/2001 and 3082/2002.

· Shares of listed companies, when included in Marketable Securities, by the average rate available in the last trading session of the month, or, if not, the most recent rate quotation in prior trading sessions, published in the Daily Report of each Stock Exchange.

· Loan operations with maturity over 90 days, when available, based on net present value of future cash flows discounted at the interest rate used by the market at the balance sheet date, also considering the effects of the hedge operations (swap contracts).

· Other investments and interest in overseas affiliates and subsidiaries, by the share value at the stock exchanges, by equity value of the 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 determined by means of future cash flows discounted using future market interest rates, swap market rates for fixed-rate securities, and market rates for floating-rate securities published in the Gazeta Mercantil on January 2, 2003. The effects of hedges (swap contracts) are also taken into account.

· Derivatives, related to swap operations contracted to hedge the remaining assets/liabilities, based on reference values of each of the contracts parameters (part and counterpart), restated up to the maturity dates and discounted at present value at the future market interest rates, in compliance with the characteristics of each contract.

· Treasury shares are valued according to the average quotation available on the last trading 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 
16. Reclassification for Comparison Purposes

In order to set a comparison standard for the December 31, 2002 financial statements, reclassifications in the balances of December 31, 2001 were carried out mainly relating to the best clarification of the operations of the financial area, the consolidation of the credit card administrators as financial institutions, the most adequate classification for insurance operations, and to the amount received in advance for the marketing and interactive services agreement, offsetting the cost of acquisition of shares in AOLA.

	
	Prior disclosure
	Reclassifications

12/31/2001
	Reclassified balances

	Assets
	
	
	

	Current assets
	
	
	

	Securities and derivatives
	             11,541,361 
	                 (311,315)
	            11,230,046 

	Loan operations and leasing operations
	             16,513,558
	              (89,595)
	     16,423,963 

	Allowance for loan losses
	-
	(1,465,710)
	(1,465,710)

	Sundry receivables (*)
	             12,958,510 
	1,186,000
	            14,144,510 

	Allowance for loan losses
	-
	(25,017)
	(25,017)

	Other assets
	                              -   
	                   314,974 
	                 314,974 

	Long-term receivables
	
	
	

	Securities and derivatives
	             8,806,575 
	               (10,905) 
	            8,795,670 

	Loan operations and leasing operations
	8,729,116
	1,032,712
	9,761,828

	Allowance for loan losses
	-
	(1,032,712)
	(1,032,712)

	Sundry receivables (*)
	3,905,836
	44,743
	3,950,579

	Allowance for loan losses
	-
	(44,743)
	(44,743)

	Other assets
	                     -   
	                   10,905 
	                 10,905 

	Total assets
	             84,862,823 
	                 (390,663)
	            84,472,160 

	Liabilities
	
	
	

	Current liabilities
	
	
	

	Funds raised by subsidiaries companies
	
	
	

	     Foreign currency
	               5,196,886
	                     (5,960)
	             5,190,926 

	     Domestic currency
	             30,686,692 
	(654,137)
	           30,032,555 

	Subordinated debts
	-
	49,552
	49,552

	Housing liabilities
	2,593
	(2,593)
	-

	Taxes and social security contributions
	               1,140,178 
	               1,371,956 
	              2,512,134 

	Provisions and accounts payables
	             12,229,587 
	              (1,020,306)
	            11,209,281 

	Long-term liabilities
	
	
	

	Subordinated debts
	-
	1,383,279
	1,383,279

	Taxes and social security contributions
	458,898
	14,394
	473,292

	Provisions and accounts payable
	2,213,572
	(1,397,673)
	815,899

	      Deferred income
	210,947
	(129,175)
	81,772

	Total liabilities
	             84,862,823 
	                 (390,663)
	            84,472,160 

	Statement of income
	
	
	

	Operating revenues
	             24,082,852 
	                 (668,991)
	            23,413,861 

	Operating expenses
	           (21,014,507)
	                   821,530 
	         (20,192,977)

	Operating income
	               3,068,345 
	                   152,539 
	              3,220,884 

	Non-operating income
	                     69,335 
	                 (152,539)
	               (83,204)

	Net income
	               2,483,857 
	                              -   
	              2,483,857 


(*) The previous classification corresponded to “Bills and accounts receivable“ in short term and “Accounts receivable” in long term.
NOTE 17. Benefits to Employees

Under the terms of CVM Deliberation 371, dated December 13, 2000, we present the policies used by ITAÚSA and its subsidiaries regarding the benefits to employees, as well as the accounting procedures adopted:
a) Supplementary retirement benefits
ITAÚSA and its subsidiaries are sponsors of the supplementary retirement plans managed by Fundação Itaubanco, Fundação Duratex, Fundação ITAÚSA Industrial, FUNBEP – Multi-Sponsored Pension Fund, Social Security Savings of BEG (PREBEG) and Previnor – Associação de Previdência Privada (closed and supplementary private pension funds), which are intended to grant benefits that, as a life annuity (in the case of FUNBEP, PREBEG and the plan of Fundação Bemge de Seguridade Social – FASBEMGE, also granted a death benefit), will supplement the retirement paid by the Social Security. During the period, contributions totaled R$ 46 (R$ 42 from January 1 to December 31, 2001) in ITAÚSA and R$ 31,589 (R$ 30,627 from January 1 to December 31, 2001) in ITAÚSA CONSOLIDATED. The contribution rate increases with the participant’s income.



b) Post-employment benefits
ITAÚSA and/or its subsidiaries do not sponsor other post-employment benefits, except in those cases arising from maintenance obligations according to the acquisition agreements signed by ITAÚ, under the terms and conditions established, in which health plans are totally or partially sponsored for retired workers and beneficiaries. During the period, the contributions made totaled R$ 7,209 (R$ 7,794 from January 1 to December 31, 2001). The contribution rate increases with the beneficiary’s age.


c) Net amount of assets and actuarial liabilities of the benefit plans
The assets and actuarial liabilities calculated in conformity with the concepts established by CVM Deliberation 371/2000 are summarized below.  

	
	12/31/2002
	12/31/2001

	Net assets of the plans
	        5,808,450 
	        5,079,857 

	Actuarial liabilities
	      (5,187,777)
	      (4,828,666)

	Surplus (*)
	           620,673 
	           251,191 


(*) According to paragraph 49 g of the attachment to the CVM Deliberation 371/2000, the net asset was not recognized.

In addition to the reserves kept by the plans, the sponsors have provisions in the amount of R$ 59,130 (R$ 60,070 in 2001) to cover insufficient actuarial reserves.

d) Growth of net asset, actuarial liability and surplus
	 
	Asset
	Liability
	
	Surplus

	Present value at the beginning of the year
	      5,079,857 
	      (4,828,666)
	
	            251,191 

	Adjustments for the period (1)
	             4,073 
	           (96,028)
	
	             (91,955)

	Current service cost + interest
	                     -   
	         (604,300)
	
	           (604,300)

	Benefits paid
	      (242,904)
	           242,904 
	
	                     -   

	Contributions - sponsors/participants
	           52,299 
	                     -   
	
	              52,299 

	Income/(loss) for the period
	         915,125 
	             98,313 
	(2)
	1,013,438

	Present value at the end of the year
	      5,808,450 
	      (5,187,777)
	
	            620,673 


(1) Adjustments arising from the review of the commitments assumed and their related effects in the actuarial calculation.

(2) Includes the effect of the review of assumptions, see Note 18 e.
e) Main assumptions used in the actuarial assessment: 
	Discount rate (1)
	10.24% p.a.
	10.24% p.a.

	Return rate expected for the assets
	12.32% p.a.
	12.32% p.a.

	Turnover (2)
	Exp.Itaú 99/01
	Exp.Itaú 96/98

	Future salary growth
	7.12 % p.a.
	8.16% p.a.

	Growth of the pension fund and social security benefits
	4.00% p.a.
	4.00% p.a.

	Inflation
	4.00% p.a.
	4.00% p.a.

	Actuarial method
	Projected Unit Credit (3)
	Projected Unit 
Credit (3)



	
	

	
	

	
	

	
	

	
	

	
	


	
	

	
	

	
	

	
	

	
	

	
	


(1) Considering the plans managed by FUNBEP and PREBEG, sponsored by BANESTADO and BEG, respectively, as from December 31, 2002, the discount rate of 11.80% p.a. was used, which considers the weighted average return rate expected for the assets of the mentioned plans, including fixed income securities with terms compatible with those of the actuarial obligations.
(2) The turnover assumption is based on the effective participants of the assets subject to Banco ITAÚ S.A., resulting in an average of 2.0 % p.a. in 1999/2001 and 3.7% p.a. in 1996/1998.

(3)  Using the Project Unit Credit method, the mathematical reserve is determined by the current projected benefit amount multiplied by the ratio between the time of service in the company at the assessment date and the time of service that will be reached at the date when the benefit is granted. The cost is determined taking into account the current projected benefit amount distributed along the years each participant is employed.


NOTE 18. Additional Information
a) Assured assets
Despite the low risk exposure due to non-physical concentration of its assets, ITAÚSA’s policy is to assure its values and assets at amounts considered sufficient to cover eventual claims (fire and robbery).
b) Guarantees provided by ITAÚSA
Represented by guarantees and other, as follows:

	
	12/31/2002
	12/31/2001

	Duratex
	                  312,692 
	230,030

	Elekeiroz
	                    16,042 
	33,379

	Itautec Philco
	                  101,860 
	96,563

	Ciquine
	                    27,004 
	 - 

	Total
	457,598
	359,972


c) Balances in foreign currency
The balances in Reais connected to foreign currency were:
	
	ITAÚSA
	ITAÚSA CONSOLIDATED

	
	12/31/2002
	12/31/2001
	12/31/2002
	12/31/2001

	Permanent foreign investment 
	208,525
	107,208
	7,886,076
	4,693,689

	Net amount of assets and liabilities indexed to foreign currency, including derivatives
	-
	-
	(5,055,144)

	(1,964,990)


	Net foreign exchange position 
	208,525
	107,208
	2,830,932
	2,728,699


 


NOTE 19. Statement of Cash Flow 
	
	ITAÚSA
	ITAÚSA CONSOLIDATED

	
	12.31.2002 
	 12.31.2001 
	 12.31.2002 
	12.31.2001 

	Operating activities
	
	
	
	

	Net income
	1,483,693
	1,402,672
	1,537,264
	1,182,829

	Provision for devaluation of securities
	-
	4,373
	817,534
	(17,754)

	Adjustment to market of derivative financial instruments recorded in liabilities
	-
	-
	(240,620)
	-

	Provision for loan losses
	-
	-
	2,570,285
	1,448,109

	Change in technical provision for insurance, pension plan and capitalization
	-
	-
	1,384,722
	865,044

	Assets deferred income tax
	-
	3,212
	(671,109)
	(66,391)

	Reversal for losses and others assets
	-
	-
	(11,183)
	(30,530)

	Amortization of goodwill
	4,756
	4,632
	1,398,026
	630,966

	Equity in the results of subsidiaries and associated companies
	(1,711,246)
	(716,482)
	(470,759)
	(10,195)

	Gain/loss on currency translation
	-
	-
	189,239
	(6,383)

	Extraordinary results in subsidiaries
	370,167
	(319,618)
	-
	-

	Provision for losses in other investments and tax incentives
	-
	-
	234,711
	208

	Depreciation and amortization
	694
	619
	650,994
	584,858

	Minority interest results
	-
	-
	1,362,973
	1,301,028

	Changes in assets and liabilities
	
	
	
	

	(Increase) decrease in interbank deposits
	-
	-
	(6,904,847)
	(1,346,265)

	(Increase) decrease in securities and derivatives
	69,183
	(258,095)
	(6,561,279)
	471,539

	(Increase) decrease in interbank accounts of subsidiary companies
	-
	-
	(4,876,249)
	(723,263)

	(Increase) decrease in loan and leasing operations
	-
	-
	(10,061,319)
	(6,805,558)

	(Increase) decrease in inventories
	-
	-
	(98,482)
	(34,184)

	(Increase) decrease in sundry receivables
	(11,825)
	(97,917)
	(3,370,689)
	(5,134,664)

	(Increase) decrease in prepaid expenses
	85
	228
	(292,551)
	(178,772)

	(Decrease) increase in technical provisions for insurance, pension plan and capitalization
	-
	-
	(205,542)
	(403,408)

	(Decrease) increase in provisions and accounts payable and other liabilities
	(46,708)
	68,044
	3,234,322
	5,719,365

	(Decrease) increase in deferred income
	-
	-
	30,773
	1,742

	Net cash provided by (invested) in operating activities
	158,799
	91,668
	(20,353,786)
	(2,551,679)

	Investment activities
	
	
	
	

	Interest on own capital/received dividends
	323,455
	288,975
	-
	-

	Adjustments of securities and derivatives – financial subsidiaries
	(74,867)
	-
	-
	-

	Disposal of investments
	7,021
	135,957
	56,469
	31,614

	Disposal of assets in use
	-
	-
	322,267
	189,691

	Decrease in deferred assets
	-
	-
	20,965
	6,448

	Purchase of investments
	(66,244)
	(128,119)
	(214,122)
	(63,347)

	Goodwill in investments
	-
	(8)
	(1,422,415)
	(621,695)

	Purchase of assets and forest reserves
	(3,059)
	(352)
	(997,266)
	(861,940)

	Investment in deferred charges
	-
	-
	(158,150)
	(157,208)

	Change in minority interest
	-
	-
	(84,071)
	(339,007)

	Net cash provided by (invested) in investment activities
	186,306
	296,453
	(2,476,323)
	(1,815,444)

	Financing activities
	
	
	
	

	Increase (reduction) in funds obtained in foreign currency
	-
	-
	6,289,866
	2,419,483

	Increase (reduction) in funds obtained in local currency
	-
	-
	11,390,107
	231,083

	Increase (reduction) in funds obtained in the open market
	-
	-
	(648,179)
	1,351,373

	Increase (reduction) in loans in foreign currency
	-
	(150,247)
	52,419
	(167,693)

	Increase (reduction) in loans in local currency
	(154,235)
	4,521
	(63,518)
	100,579

	Increase in derivative financial instruments 
	-
	-
	2,196,955
	-

	Increase in liabilities for subordinated debts
	-
	-
	4,274,093
	1,432,831

	Dividends paid for minority stockholders
	-
	-
	(446,457)
	(463,978)

	Capital increase
	148,765
	151,939
	148,765
	151,939

	Subscription of shares
	60
	378
	60
	378

	Adjustments of securities and derivatives – financial subsidiaries
	74,867
	-
	74,867
	-

	Interest on own capital paid and/or provisioned
	(414,561)
	(394,713)
	(414,561)
	(394,713)

	Net cash provided by (invested in) financing activities
	(345,104)
	(388,122)
	22,854,417
	4,661,282

	
	
	
	
	

	Increase (decrease) in available funds, net
	1
	(1)
	24,308
	294,159

	Available funds at the beginning of the period
	1
	2
	1,958,408
	1,664,249

	Available funds at the end of the period
	2
	1
	1,982,716
	1,958,408

	Increase (decrease) in available funds, net
	1
	(1)
	24,308
	294,159
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