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ITAÚSA – INVESTIMENTOS ITAÚ S.A. 

MANAGEMENT REPORT – FIRST HALF OF 2003

To our Stockholders

We are pleased to present the Management Report and financial statements of Itaúsa - Investimentos Itaú S.A. and its subsidiaries for the first half of 2003, which have been prepared in accordance with the regulations of the Brazilian Central Bank (BACEN) and the Brazilian Securities Commission (CVM). They also have the favorable opinion of the Audit Committee.
THE ECONOMY

The Government has restated its commitments toward monetary and fiscal discipline, and has endeavored to go forward with institutional reforms, thus contributing to a gradual recovery of trust in the Brazilian economy, and resulting in a decrease in the sovereign risk and the appreciation of the Brazilian Real.

The average inflation rate recorded by the General Price Index (IGP), that sky rocketed 21.5% in second half of 2002, decreased to 4.5% in the first half of 2003, with two consecutive months of deflation (May and June). Consumer prices – measured by the Broad Consumer Price Index (IPCA) – dropped to 6.6% from 9.3% in the same period, with 0.2% deflation in June. The reduction in inflation allowed a 0.5% cut in Brazil’s base rate (SELIC) in June to 26.0% per annum, and an additional 1.5% cut in July, while new reductions are expected in the coming months.

Economic activity showed some signs of a downturn, where the only positive results were posted by the agribusiness and export industries, while employment and income remained at low levels. The fall in interest rates may promote an economic comeback in the coming months.

Industrial production grew 0.6% this first half, as compared to the same period in 2002. The industries focusing on the domestic market showed some decline due to a drop in income and employment. The production of durable consumer goods decreased 4.5% in the year (up to May). The production of electrical appliances and electronics dropped 5.0%, where sales of video and sound equipment posted a 13% drop in the period (estimate).

The production of civil construction inputs dropped 5.0% in the first six months, and it is expected to close the year at the same level as in 2002.

Credit granted by the private financial sector using unrestricted funds decreased to 13.7% of GDP in the first six months from 15.9% in the same period in 2002, partly due to the increase in the ratio of compulsory reserve deposits over cash deposits from 45% to 60%. 

The trade surplus reached US$ 10.4 billion this half, fourfold the US$ 2.6 billion posted in the same period of 2002. Even after the recent appreciation of the Real, no major difficulties are expected this year to strike a balance on the foreign trade accounts.

The fiscal surplus reached 5.4% of GDP, a 0.7% increase as compared to the first half of 2002, as a result of the decrease in government expenditure and local currency appreciation. The net public debt decreased to 55.4% of GDP in June 2003, from 56.5% in December 2002.

Main Indicators of Results of Itaúsa Consolidated
                           R$ Thousands  

	
	Parent company
	Minority stockholders
	Conglomerate

	
	06/30/2003
	06/30/2002
	06/30/2003
	06/30/2002
	06/30/2003
	06/30/2002

	Total net income
	696,151
	595,422
	790,746
	588,840
	1,486,897
	1,184,262

	Recurring net income
	917,461
	687,741
	1,080,741
	601,879
	1,998,202
	1,289,620

	Extraordinary net income
	(221,310)
	(92,319)
	(289,995)
	(13,039)
	(511,305)
	(105,358)

	Stockholders’ equity
	7,098,696
	5,631,987
	6,482,884
	4,961,449
	13,581,580
	10,593,436

	Annualized return
 (net income/stockholders’ equity) (%)
	20.58
	22.26
	25.88
	25.15
	23.09
	23.61

	Dividends/Interest on own capital
	223,223
	167,448
	282,007
	100,449
	505,230
	267,897


Main Financial Indicators

	
	06/30/2003
	06/30/2002
	Growth %

	Results per thousand shares - R$ 


	
	
	

	Net income 

	216.09
	189.09
	14.28

	Book value 


	2,203.47
	1,788.61
	23.29

	Price of common share ON (1)


	                   3,242.50 
	                   3,416.92 
	(5.10)

	Price of registered preferred share PN (1)


	                   2,384.50 
	                   1,917.00 
	24.39

	Market capitalization (2) - in thousands of R$


	                8,698,336 
	                7,770,285 
	11.94


(1) Based on the average quotation in the month of June of each year.

(2) Calculated based on the average quotation for shares in the month of June of each year.

Main Indicators of the Companies Controlled by Itaúsa

                                                                                                                                                                                           R$ Thousands

	
	First half
	FINANCIAL AND INSURANCE AREA 
	INDUSTRIAL AREA
	CONSOLIDATED/ CONGLOMERATE (2)

	
	
	Banco Itaú Holding Consolidated
	Insurance, Pension Plan, Capitalization (1)
	Duratex
	Itautec Philco
	Elekeiroz
	

	
	
	
	
	
	
	
	

	Total assets
	
	
	
	
	
	
	

	
	2003
	106,799,152 
	8,111,048 
	1,573,955 
	932,336 
	445,182 
	110,184,088 

	
	2002
	86,247,188 
	5,539,704 
	1,479,634 
	831,836 
	397,870 
	89,498,503 

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Operating revenue (3)
	
	
	
	
	
	
	

	
	2003
	8,313,726 
	3,106,744 
	446,055 
	560,837 
	271,128 
	9,740,816 

	
	2002
	14,414,117 
	1,951,341 
	382,361 
	642,464 
	101,899 
	15,841,485 

	
	
	
	
	
	
	
	

	Net income
	
	
	
	
	
	
	

	
	2003
	1,490,461 
	294,293 
	28,152 
	1,576 
	19,944 
	1,486,897 

	
	2002
	1,047,831 
	142,362 
	27,065 
	16,485 
	4,032 
	1,184,262 

	
	
	
	
	
	
	
	

	Stockholders’ equity
	
	
	
	
	
	
	

	
	2003
	10,771,808 
	2,066,272 
	912,011 
	308,709 
	225,644 
	13,581,580 

	
	2002
	8,288,313 
	1,578,976 
	878,803 
	280,860 
	158,986 
	10,593,436 

	
	
	
	
	
	
	
	

	Annualized profitability  (Net income/ Stockholders’ equity) %
	
	
	
	
	
	
	

	
	2003
	29.59%
	30.51%
	6.27%
	1.02%
	18.46%
	23.09%

	
	2002
	26.88%
	18.85%
	6.25%
	12.08%
	5.14%
	23.61%

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Internal funds generated (4)
	
	
	
	
	
	
	

	
	2003
	3,928,678 
	950,724 
	67,617 
	35,724 
	35,040 
	4,078,116 

	
	2002
	2,491,070 
	221,011 
	88,990 
	45,020 
	9,489 
	2,577,485 

	
	
	
	
	
	
	
	


(1) Data related to insurance, pension plan and capitalization companies, consolidated in Banco Itaú Holding Financeira S/A, are also presented separately to evidence them.



















(2) Data related to consolidated/conglomerate present net amounts of eliminations of consolidation and unrealized income from intercompany transactions.



















(3) Following a worldwide trend, Operating income by area of operation was obtained as follows:












· Banco Itaú Holding Financeira S/A: totality of Income from financial intermediation, Income from services rendered, Income from insurance premiums, Capitalization and Pension plans and Other operating income.



· Insurance, pension plan and capitalization: taking into consideration Income from insurance premiums, Capitalization, Pension plan, Financial income and Capital gains.






· Duratex, Itautec Philco and Elekeiroz: taking into consideration Net income from sales of products and/or services.












(4) Covers resources arising from operations:














· plus expenses from allowance for possible loan losses;














· not taking into consideration changes in mathematical provisions for capitalization and pension plan and considering the changes in unsettled claims, credits and debts from operations with insurance and deferred trade expenses from insurance, pension plan and capitalization.

FINANCIAL AREA

BANCO ITAÚ HOLDING FINANCEIRA

Net income of Banco Itaú Holding for the six-month period, R$ 1,490 million, was consistent with the bank’s performance in recent years. Its annualized profitability reached 29.6%. The efficiency ratio, which shows the relation between corporate expenses and revenue, reached 42.9%, a quite significant improvement as compared to the 55.2% in the first half of 2002. Note also that Itaú Holding has the highest market value at stock exchanges amongst Brazilian banks: R$ 22,605 million. 

The consolidated assets of Itaú Holding reached R$ 106,799 million, a 23.8% growth compared to the same period of 2002. The loan portfolio increased 28.0%, reaching R$ 44,586 million. 

Total consolidated funds of Itaú Holding reached R$ 155.905 million. Itaú Holding post total assets under management of R$ 67,142 million, ranking second among private banks in the Brazilian market. This position reflects its asset management quality.

The integration of the team, customers, managed portfolios and the BBA Investimentos mutual funds into Banco Itaú consolidated the leadership of Itaú as the largest private asset manager among Institutional investors, with a total portfolio of R$ 22,244 million. 

With a portfolio of 7,000 customers, Itaú has a solid position in Brazil and overseas, being the leader in the private bank segment with managed assets amounting to approximately R$ 15 billion. 

Itaú was appointed by Euromoney Magazine as the best Brazilian bank for the sixth year in a row. Latin Finance Magazine acknowledged Itaú as the Best Domestic Bank in Latin America in the last 15 years. Itaú has also won the 2003 Eco Award (Prêmio Eco), which is granted by the American Chamber of Commerce of São Paulo, for its social and cultural initiatives. This award acknowledged the following projects: "Escrevendo o Futuro" and "Rumos Itaú Cultural", in the education and culture categories, respectively.

For the second year in a row, Itaú was elected the most valuable brand of the country, according to a study of the British consulting company, Interbrand. This study evaluates the importance and influence of a brand in company results. Interbrand estimated that the current value of Itaú brand is US$ 1,093 million, a significant increase from US$ 970 million in 2001. 

The Public Offers for all the outstanding shares of Banco Beg S.A., Banco Bemge S.A. and Banco Banestado S.A. were approved by CVM. The settlement of the Public Offers will occur next August 25 at the São Paulo Stock Exchange (Bovespa) and will cancel the registration of these banks as publicly listed companies, due to the low number of outstanding shares held by minority shareholders. These Public Offers are also intended to ensure that only one financial institution of the Itaú Conglomerate has its shares traded in the stock market. Note that these three institutions will continue to provide services to their clients through their respective service networks. 

Insurance, Pension Plans, and Capitalization

In the first six months, Itaú Seguros (Itauseg) and its subsidiaries presented net income of R$ 294 million, representing an annualized return of 30.5% on stockholders’ equity of R$ 2,066 million. Consolidated premiums, excluding medical/health insurance, reached R$ 1,057 million and technical provisions totaled R$ 1,106 million. The claims ratio was 55.3% in the first six months compared to 52.8% in the same period of 2002. The combined ratio reached 98.6%, against 97.1% observed in 2002.

Itaú Previdência e Seguros (Itauprev), generated revenues of R$ 879 million with pension plan and VGBL premiums at the six-month period, 139.1% above the amount recorded in the same period of 2002, especially the VGBL plans, which raised R$ 567 million. The investment portfolio for pension plans, VGBL and life insurance grew 112.2% as compared to the same period of 2002, reaching R$ 3,605 million. 

Technical provisions for Itaú Capitalização and Capitaliza totaled R$ 912 million.

ITAÚSA PORTUGAL

Focusing the financial activities of the conglomerate in the European Union, the holding company Itaúsa Portugal registered, at the six-month end, total consolidated assets of € 2.2 billion, the same amount registered at December 2002. Consolidated net income reached € 19.2 million, with an annualized return of 13.0% on consolidated stockholders’ equity of € 295.1 million.

The loan portfolios of Banco Itaú Europa posted a positive performance. Noteworthy are the structured foreign trade transactions, which reached US$ 396 million, most of them for the financing of Brazilian exports to the main OECD countries. 

Itaú Europa branch in London was officially inaugurated in June. The event was attended by a large number of representatives from several financial entities operating in London. This branch will focus on the international capital market, where it has been operating since early this year, carrying out transactions in both the primary and secondary markets, involving government and private securities, with emphasis on securities issued by Brazilian and Portuguese entities.

The operation of the London branch completes the capital market operation of Itaú Conglomerate, together with the São Paulo and New York trading desks (Broker Dealer - Itaú Securities). Itaú Europa also has had an outstanding role in Itaú Conglomerate’s own issues, which reached US$ 528 million in securities in the first six months.

The merger with Banco Itaú Europa Luxembourg has given Itaú Europa important synergies for capital market, treasury and derivatives activities. This bank also started to offer private banking products to its customers and increase the number revenue and fund raising sources. Deposits reached US$ 160 million. Managed assets totaled US$ 1.2 billion at the end of the period.

Associated company BPI, S.A., the holding company of one of the most important Portuguese banking groups, in which the Itaú Conglomerate has a 16.1% stake, recorded consolidated assets of € 26.7 billion and net income of € 80.5 million at the six-month period end.

DURATEX

Consolidated sales of Duratex reached R$ 567.0 million, a 16.9% increase as compared to the same period of 2002. Exports totaled US$ 19.7 million. Operating results totaled R$ 68.3 million, corresponding to an EBITDA of R$ 98.2 million, which amounts to 5.7% and 6.8% higher than in first half of 2002, respectively.

Net income was R$ 28.2 million, 4% higher than the results recorded in the same period last year. Operating cash generation totaled R$ 35.7 million.

The sales volume of the Wood Division (Divisão Madeira) was 5% lower than the prior year. Furniture retail sales remained sluggish, especially in the low-price furniture segment, which led to a steep drop in particleboard panel shipments. 

The Deca Division also suffered the impact of business downturn, and recorded a drop in the product shipments of the discount price lines. 

The Company’s Investment Plan totaled R$ 141.0 million in funding, where the main investments in fixed assets represent R$ 103.5 million, comprising the completion of the construction work and the start-up of the new HDF/MDF/SDF plant in Botucatu (SP), the continuity of the expansion Sanitaryware Plant II in Jundiaí (SP), the completion of the cut-to-size saw in the Board plant in Jundiaí (SP), and the acquisition of 5,900 ha of land and forests in the Botucatu and Itapetininga region, to meet the new demand of the respective plants. 
ITAUTEC PHILCO

Gross sales of products and services for the first six months reached R$ 637.9 million, 13% lower than in the same period of 2002, as a result of the economic downturn that deeply affected sales in the second quarter. There was also a drop in profitability due to the increase in cost of products sold because of the US dollar fluctuation, the increase in government-controlled prices, and the collective bargaining agreements, in addition to the idle capacity recorded mostly at the end of the six-month period. Net income for the period was R$ 1.6 million.

Operating cash generation totaled R$ 59.3 million and EBITDA for the six-month period was R$ 41.6 million.

Itautec inaugurated a Technology Center in Recife (PE) in which it invested R$ 2.5 million. Two laboratories were installed, one to measure servers’ performance, at Universidade Federal de Pernambuco (UFPE), and the other to develop software, at Universidade Católica de Pernambuco (Unicap). The Technology Center is developing high-performance server testing and approval procedures for critical mission environments based on the same certification standards used worldwide. This way Brazil has the capacity to carry out the certification work that so far could only be undertaken overseas.

In the ATM Business Unit note the shipment of the first ATM kiosks to the United States, South Africa, and Costa Rica. We highlight also the Infomusic that continues to increase its share in the Portuguese market.

Itautec obtained the FCC Part XV certification for our ATM product line, granted by the Federal Communications Commission, the US regulatory agency responsible for electromagnetic transmissions. These products can now be exported into the United States. The same product line obtained the first level certification to be connected to the largest ATM network in Argentina.

The supply to Petrobrás of the Servers network, each server possessing four processors for assembling a Linux environment cluster, marks the first sale of the new version of Itanium 2 processors (with 1.4 GHz capacity) in South America.

Itautec Serviços operating results increased by 70%, a consequence of the operating productivity gains obtained. In the period, the deployment of the fieldwork control system was consolidated, which should ensure that the existing productivity gains will be maintained. It also created the conditions required to implementing new system modules aimed at controlling business and administrative activities.

Philco’s high-end products maintained their good performance, with a 46% increase in shipments as compared to the same period in 2002. DVD player sales increased another 100% as compared to the first half of 2002. As regards entry-level products, the new audio lines (PMS 1000 and PMS 1800) started to be offered in the marketplace.

Net revenues of Itaucom’s Semiconductors BU were 25% higher when compared to the first half of 2002. The 41% increase in volume shipped was partially offset by a drop in international market prices. The DDR module represented 60% of the shipped volume, also thanks to the introduction of the product SODIMM – DDR for notebooks. In the printed circuit boards BU, gross sales grew 14%, as a result of the price increases, due to exchange differences, which offset the decrease in the volume shipped. The share of sales in the foreign market reached 40% of total printed circuit boards BU sales.

ELEKEIROZ AND CIQUINE 

The chemical industry did not escape either from the general downturn of the Brazilian economy, and was adversely affected by lower demand and the steep drop in international prices of its products, impacting prices and local margins. 

At Ciquine, domestic sales decreased 5.5% in volume, to 48.6 thousand tonnes, while exports grew 40%, reaching 22.6 thousand tones, closing the first six-month period with a 5.3% growth in shipments as compared to the same period of 2002.

Thanks to the sales of inorganic products (carbon disulfide and sulfuric acid), partly sold to the agricultural industry – sole industry presenting positive results both in the domestic and foreign markets – Elekeiroz’s shipments were 9% higher, totaling 177.2 thousand tonnes in the first half of 2003. Inorganic product sales grew 14%, and accounted for 72% of total volume shipped, while the sales of organic products (phthalic anhydride, maleic anhydride, plasticizer, polyester resins, formaldehyde, and by-products), of 43.5 thousand tonnes, were 2% lower than in the first half of prior year.

The price recovery that had been going on for several months was reversed both in the domestic and foreign markets, a drop that was steeper for final products than raw materials. As a result, there was a dramatic narrowing of margins, which reflected in the results of these companies.

Net revenues of Ciquine reached R$ 172.3 million (R$ 110.5 million in the first half of 2002), while operating profit reached R$ 18.5 million (R$ 7.5 million loss in 2002) and closing net income was R$ 14.6 million (R$ 7.8 million loss in 2002, net of extraordinary results). EBITDA reached R$ 29.2 million in the period.

Net revenues of Elekeiroz, including its subsidiary Ciquine, reached R$ 271.1 million, pre-tax operating profit was R$ 28.7 million, and closing net income was R$ 19.9 million. Consolidated EBITDA reached R$ 49.0 million. 

Elekeiroz and Ciquine started in June studies with the purpose of rationalizing their activities through a corporate restructuring that can result, if approved by respective shareholders, in the unification of the different classes of existing Ciquine preferred shares in a sole class, the downstream merger of Elekeiroz into Ciquine, and the revision of the by-laws and the corporate name of the latter.

ITAÚSA EMPREENDIMENTOS  

Itaúsa Empreendimentos and its partner Construtora Líder announced in the market the start of the construction work of Ville Belle Époque. Sixty apartments from a total of 100 have already been sold since launching in October 2002.

The new residential development Jardins do Portal, with 76 apartments, will be launched in August in the Morumbi district, in association with Construtora Liderança.

In a large transaction, the company rented to the Santander Banespa Group more than 29.000 sq. m. of office space at the Panamérica Park. Currently, over 97% of this development is rented.

Sales in the Raposo Shopping mall grew 12.5% as compared to the same period in 2002,  while the retail industry indicators pointed to a drop in sales. 

HUMAN RESOURCES 

Personnel compensation, added by charges and benefits, totaled  R$ 1,349 million. The social benefits given to the employees and their dependents totaled R$ 238 million and encompass, but are not limited to, supplementary retirement, meals, health and dental care, social assistance services, scholarships, leisure, sports and cultural activities, loans at subsidized interest rates, insurance, transportation voucher, donations and special grants.

People management is a continuous focus of attention of Group companies. In the first six months, we invested R$ 21 million in employee education, training, and development programs.

SOCIAL RESPONSIBILITY 

Group companies are committed to the development of society, both in the social and in the cultural areas. The Group’s industrial companies are aligned with environmental management best practices and have taken actions to build people’s awareness on the importance of preserving the environment. We present below some first half highlights. 

Social Activities

The results of Banco Itaú’s practice as a socially responsible company have been growing stronger. Itaú Social Foundation invested a significant amount in Itaú Social Program projects focused on education – elementary education and public health areas. Among the Itaú Social Foundation initiatives, it should be highlighted the fifth edition of the Itaú-Unicef Award – Education & Participation, with a record of 1,800 enrolled projects. The purpose of this award is to support the work of civil society organizations, aimed at improving the performance of low-income children and teenagers in public school. 

Training and team-building activities continued through the "Escrevendo o Futuro" (Writing the Future award) program and the Municipality Education Development Program. 

At Duratex, we highlight the campaign to gather donations, conducted by the company’s employees. The campaign benefited Casa Hope, to which over six thousand units of basic staples where donated.

Cultural Activities

Itaú Cultural Institute activities, which aim at promoting equal access to culture, have been well accepted by the public. In São Paulo, the institute promoted 21 music shows, ten movie and video sessions, 12 events with writers, journalists and movie, radio and TV professionals, as well as an exhibition gathering over 129,000 people. The Itaú Numismática - Herculano Pires Museum was visited by almost 7,000 people.

The Rumos Itaú Cultural (Itaú Cultural Directions) - a program for the support of Brazilian artists - opened applications for the new editions of Dance and Cinema and Video, and won the 2003 ECO Award. The success of this initiative encouraged Itaú to launch a new project, called Rumos Itaú Cultural Research.

Itautec Philco is supporting the project Digital Multimedia Library of Instituto Embratel, which intends to distribute the history collections of major Brazilian libraries to 200 public libraries in all Brazilian States. By using the Internet and videoconference, these libraries will have access to the material and will be able to offer their communities the digitalized collections, the content of Biblioteca Sem Fronteiras (Borderless Library) of the Fundação Biblioteca Nacional, which will also be available to the visually impaired.

Environmental Activities

At Duratex, it stands out the fact that Deca won the Planeta Casa 2003 Award, organized by Editora Abril, which recognizes the development of the Dual Flux flush valve – for toilet tanks – that controls the water outflow for three or six liters. Duratex also sponsored the traveling project “Planet Water, Atlantic Forest and Landscapes”, focused on building environmental awareness and the rational use of water. The project visited 11 cities and involved more than 7,300 children from private and public schools.

Itautec Philco together with the district administration of Móoca and Depave cooperated in the renewal of the Piqueri park in São Paulo. The work comprised the refurbishment of the sports pitches and head office facilities, building a weir in the lake, readapting the lightning protection system, recovering the bochy ball courts and the dressing rooms.

Elekeiroz, was the highlight of the Third Annual Conference of Best Practices and Rationalization of Water Use and Reuse in the Industry, where it presented the company’s initiatives to reuse water and steam as an energy source. 

INDEPENDENT AUDITORS – CVM INSTRUCTION 381

The policy of Itaúsa – Investimentos Itaú S.A., its subsidiary companies, parent company or companies belonging to the same group for the engagement of non-audit services from our current independent auditors is based on the principles internationally accepted to preserve the independence of the auditor. These principles consist of: (a) the auditor should not audit his own work, (b) the auditor should not perform managerial roles for his client, and (c) the auditor should not promote the interests of its client.

During this period, PricewaterhouseCoopers Auditores Independentes did not provide to Itaúsa – Investimentos Itaú S.A. or its subsidiary companies any services unrelated to the external audit which had fees that exceeded 5% of total external audit costs. 
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