Management Report – 1st Half of 2001                                                                            
ITAÚSA


To our Stockholders:

We hereby submit the Management Report and financial statements of Itaúsa - Investimentos Itaú S.A. and its subsidiaries for the first half of 2001. This report and financial statements have the favorable opinion of the Audit Committee and were prepared in accordance with the standards of the Brazilian Securities and Exchange Commission (CVM). The financial statements were prepared in conformity with accounting principles determined by Brazilian corporate legislation. 

INDUSTRIAL SCENARIO 

In the first two months of 2001 industrial production grew 6.6% as compared to the same period in 2000. As from March there was a slowdown, although a 6% growth level was maintained through May. The capital goods and durable consumer goods industries were chiefly responsible for maintaining this growth. However, in the coming months these industries may be affected by the increase in interest rates and the economic crisis in Argentina, which should result in a decrease in Brazilian exports to this market.

In addition, the decrease in the import duty levied on capital goods in Argentina to zero rate ends the tariff difference to countries outside the Mercosur, increasing competition faced by Brazilian products. Uncertainties as to the US economy prospects have also negatively affected the world economy and the industrial sector performance in Brazil.

The impact of the electric energy crisis on industrial activities was quite strong in June, decreasing production growth to 4.9% at the half-year closing as compared to the same period in 2000. The consequences of the electric energy rationing on industrial performance should be significant throughout the year, mainly affecting the Southeast region, which accounts for 58% of the Brazilian GDP.

In recent months, the basic interest rates have increased in order to contain pressures on inflation arising from the pressures from the exchange rate devaluation. The interest rate increase should restrain consumer credit and reduce the demand for industrial goods. The need for credit to expand installed capacity will also be restricted by the current scenario combining high real interest rates with lower foreign investments, a major source of long-term financing.

Civil construction has also slowed down in the year, posting a 3.5% growth in the first half. The industry’s decrease in growth should continue to reflect both the effects of interest rate increase and the electric energy crisis. 
In view of these facts, this year’s GDP growth forecasts dropped from a 4% to 4.5% increase to a 2.5% to 3% increase. Industrial production should increase approximately 2.8% and have a major role to determine the growth of other industries, especially civil construction, trade, transportation and other services provided to families and companies.
ITAÚSA RESULTS FOR THE SIX-MONTH PERIOD

Itaúsa reported a consolidated net income of R$852 million for the six-month period representing an annualized 37.9 % return on consolidated equity of R$ 4,892 million. Recurring net income of R$ 605 million represented a 53.2 % increase in relation to same period in 2000 (R$ 395 million). 

Consolidated net income per thousand shares of Itaúsa was R$ 277.51, while net equity reached R$ 1,593.17. 

At the end of June Itaúsa’s preferred stock was traded at R$ 2.06 per share, a 17.7% appreciation against a 13% depreciation of the Bovespa index.

Main indicators of the Holding and the Itaúsa Conglomerate

                                    R$ thousand  


1st Half
Parent company
Minorities
Conglomerate

Total net income
2001
852,111
802,648
1,654,759


2000
394,940
439,316
834,256

( Recurring net income 
2001
604,961
683,387
1,288,348


2000
394,940
439,316
834,256

( Extraordinary net income 
2001
247,150
119,261
366,411


2000
-
-
-

Stockholders’ equity
2001
4,891,834
4,520,890
9,412,724


2000
3,891,650
3,816,774
7,708,424

Annualized profitability  (NI/SE ) (%)   
2001
37,87
38,66
38,25


2000
21,33
24,35
22,82

Dividends/Interest on own capital
2001
226,856
210,928
437,784


2000
68,259
173,874
242,133

Main indicators of Itaúsa’s subsidiary companies

ITAÚSA JOINS THE SÃO PAULO STOCK EXCHANGE (BOVESPA) CORPORATE GOVERNANCE INDEX LEVEL I
Itaúsa was one of the first companies to voluntarily join the BOVESPA Differentiated Corporate Governance Index (IGC) Level I, created on June 26, 2001. This shall emphasize companies’ efforts to improve the relationship with investors and increases stock appreciation potential. 

With this decision Itaúsa assumes the following commitments: 
(
Maintain a minimum portion of shares representing 25% of capital stock outstanding; 

(
Not having founder's shares outstanding and expressly forbid their issue;

(
Establish a minimum 15-day prior notice to call the General Stockholders’ Meeting; 

(  Make public offerings to place shares through mechanisms which favor capital dispersion;
(
Adapt quarterly accounting information;

(
Comply with disclosure standards in negotiations involving company shares conducted by controlling stockholders or company management; 

(
Disclose executive stock option plans; 

(  Disclose the annual corporate event schedule.

FINANCIAL AND INSURANCE AREA

BANCO ITAÚ 

Banco Itaú's consolidated net income amounts to R$ 1,457 million for the six-month period, representing an annualized 43.8% return on consolidated equity. Recurring net income of R$ 1,232 million represented a 54% increase in relation to equal period in 2000 (R$ 395 million).

The Bank continues to be recognized for its differentiated performance. The trademark Itaú was classified as the most valuable in Brazil, with an estimated value of US$ 970 million, by the British consultancy Interbrand, world leader in brand evaluation, in its first Brazilian evaluation. Itaú was also considered the best emerging markets bank by the Global Finance Magazine, best Brazilian bank by the Euromoney Magazine, best publicly traded company by Brazilian Association of Capital Market Analysts (Abamec), and received the Higher Transparency Award from Atlantic Rating, amongst others.

During the first half of 2000, Banco Itaú took initiatives which reinforce its strategy to allocate its resources to typical banking activities, and which evidence its commitment to add stockholder value, in addition to constantly improve market and investor relationships:

(  The Board of Directors was reinforced with new members, renowned individuals without any prior link with the organization: Pérsio Arida, former governor of the Central Bank of Brazil, and Roberto Teixeira da Costa, first president of the Securities Exchange Commission (CVM). José Vilarasau Salat, president of Caja Ahorros y Pensiones de Barcelona (“la Caixa”), holder of a 3% stake in Itaú, is now also a member of the Board. 

( Itaú was one of the first companies to voluntarily join the BOVESPA Differentiated Corporate Governance Index (IGC) Level I, created on June 26, 2001. 
( Itaú implemented its ADR (American Depositary Receipt) level I program, and its shares started to be traded in the New York Stock Exchange, thus granting higher visibility to the Bank in international capital markets and facilitating the trading of its shares at the international level, which increases liquidity and raises the share appreciation potential.

( Banco Itaú and State Street Corporation, world leader in providing services to global institutional investors, formed a partnership to offer supplementary State Street investment services to institutional investors located in the United States and in Brazil, two of the most dynamic institution markets in the world. Accordingly, Itaú will increase the range of services offered to institutional investors and its customer base. 

( The partnership between Itaú and Telefónica Data Corp S.A., a wholly-owned subsidiary of Telefónica S.A., which comprises direct and indirect Telefónica investment in Itaú companies was formalized. The deal will result in a decrease in expenses of R$ 16 million per year. In the second quarter, these investments generated a R$ 220 million extraordinary net income in Itaú’s balance sheet, and will generate an additional net income of approximately R$ 229 million in the third quarter, thus reinforcing the Bank’s capital base. 

Insurance, Social Security and Capitalization

Itauseg and its subsidiary companies net income amounts to R$ 65 million for the six-month period, representing an annualized 18.6% return on equity. Premiums earned totaled R$ 797 million and technical provisions R$ 883 million. The claim ratio was 60.7% against 62.8% in the same period in 2000. Therefore, the combined ratio was 96.4%, i.e., 3.1 percent higher than in the first half of 2000.

At the end of the period Itaucap and Itauprev technical reserves totaled R$ 865 million and R$ 1,061 million, a 3.4% and 57.2% increase as compared to the same period in 2000, respectively.

Principal Financial Indicators– Banco Itaú Consolidated

               R$ million                      


6.30.2001
6.30.2000

            6.30.2000
Progress (%)

Balance Sheet




Total assets
          74,815 
          54,529 
             37.2 

Loan operations, Lease operations, Advances and Guarantees 
          31,099 
          21,572 
             44.2 

Own unrestricted, raised and managed funds
        106,871 
          80,084 
             33.4 

Stockholders’ equity
7,311
6,353
15.1






Statement of Income




Recurring net income
1,232
800
54.0

Extraordinary net income 
225
-
-

Total net income 
1,457
800
82.1






Performance Indices (%)




Net income/ Stockholders’ equity
43.8
26.8
-

Solvency ratio
             13.7 
             19.6 
-






Stock Results




Net income per thousand shares (R$)
12.90
6.80
89.7

Equity per thousand shares (R$)
64.76
53.99
19.9

Interest on own capital/dividends
387
326
18.7

Market capitalization
21.914
17.395
26.0

ITAÚSA PORTUGAL

At the end of the six-month period, the holding Itaúsa Portugal, SGPS, S.A., which concentrates the conglomerate activities in the European Union, has consolidated assets of € 2 billion (US$ 1.7 billion), a 31% increase as compared to the same period in 2000. Recurring net income totaled € 18 million (US$ 15.2 million), 6% higher than in the same period in 2000, representing an annualized 13.6% return on consolidated equity of € 271.2 million (US$ 230 million).  

Banco Itaú Europa, S.A. (BIE), specialized in business between Brazil and the European Union concentrates its activities on the growing trade relations and investments between European countries and Brazil, as well as on the structuring financing to support international activities of Brazilian companies.

BIE ratings issued by Moody’s, Fitch IBCA and Companhia Portuguesa de Rating were reviewed and confirmed and current European investment grade bank rating maintained.

BIE consolidated assets maintained a strong expansion pace totaling € 1,736 million (US$ 1,479 million) at the end of the six-month period, 32.7% higher than in June 2000. The € 10 million (US$ 9 million) net income increased 28.1%, representing an annualized 10.6% return on equity of € 202 million (US$ 172 million). The Bank maintained its high solvency ration closing the six-month period with a Basel ratio of 27%.
Banco Itaú Europa Luxembourg is exclusively engaged in private banking activities. The Bank’s net income was US$ 2 million representing an annualized 18.5% return on equity. Total resources managed by the Bank exceeded US$ 826 million. 

At the end of the six-month period, the associated company BPI, SGPS, S.A., holding of one of the most important Portuguese banking groups, in which the conglomerate Itaú holds a stake of 15%, totaled € 24 billion (US$ 20.4 billion) in assets and a net income of € 71.8 million (US$ 60.9 million), representing an annualized return 15.6% on equity. The conglomerate’s stake in BPI, SGPS is held by IPI - Itaúsa Portugal Investimentos Ltd., of which 51% of the capital is held by Itaúsa Portugal and the remaining 49% by Banco Itaú.

INDUSTRIAL AREA 

DURATEX

Duratex consolidated revenues for the six-month period amounted to R$ 484 million, 8.5% higher than in the same period in 2000. Exports totaled US$ 19 million, and were mainly directed to North America and Europe. 

Operating profit totaled R$ 66.1 million, representing a R$ 37.4 million net income and a 22.9% growth as compared to the same period in 2000.

In May Duratex adopted several measures to rationalize electric energy consumption to conform with the consumption goals set forth by the Government, and which allowed the company to maintain output levels previous to rationing in the Deca Division and show a slight decrease in the Wood Division.

As a continuity of its risk management policy, the company maintains financial resources invested in dollar-denominated securities and hedge mechanisms which fully protect it from exchange rate movements.

Duratex invested R$ 73.5 million to deploy its Resource Investment Plan – PAR, of which we highlight the start of the construction work and the acquisition of equipment for the HDF/MDF plant, the acquisition of 7,353 hectares of land and forests, the conclusion of the installation of the new furnace for the ceramic sanitary ware plant in Jundiaí, to start- up in August, and the construction work and installation of equipment relating to the second stage of the new particle board production line in Itapetininga.

The Wood division sales volume increased 3.2% in the panel segment and 23% in the laminated flooring segment as compared to the same period in 2000. The growth associated to the continuity of a high level of demand from the furniture industry as from the second half of 2000, resulted in a recovery of the business margins.

On the other hand, the Deca Division sales increased 9.9% as compared to the same period in 2000, but margins decreased as a result of a higher share of low unit value added products in the product mix.

To reduce losses on the Deca Piazza division, totaling R$ 8.3 million, a new operational model was adopted aligning the Company structure to the extremely unfavorable conditions of the Argentine economy.

ITAUTEC PHILCO

Gross sales and service revenues of Itautec Philco totaled R$ 639 million, 9.7% higher than revenues in the first half of 2000. However, this increase did not reflect in net income mainly due to the increase in products costs in view of the increase in US dollar exchange rate and flat sales resulting from a decrease in demand for electric and electronic products caused by the electric energy crisis. Accordingly, there was an increase in inventories and, consequently, in financial expenses. Loss for the first six-month period amounted to R$ 6.2 million against a net income of R$ 30.7 million in the same period in 2000. Results before interest, taxation, depreciation and amortization (EBITDA) totaled R$ 33,1 million. 

The National Bank for Economic and Social Development (BNDES) released R$ 60.5 million of the Resource Investment Plan – PAR financing to the company. Representing 58% of the loan approved in December 2000. This plan accumulated R$ 65.2 million in the six-month period, R$ 21 million of which was invested in technology development and new products, R$ 25.2 million in industrial automation and plant modernization fixed assets, R$ 8.9 million in equipment leased to customers, and R$ 10.1 million in promotion and advertising.

Itautec’s microcomputer and server segment sales volume was 11.1% higher than in the same period in 2000. Sales in the six-month period were 19.3% lower than sales in the second six-half of 2000 due to the economic slowdown in recent months.

This six-month period marks the start of the supply of the new WebWay terminal line to telecommunications companies and the Government. The WebWay terminal was highly publicized in the media and shown as a pay phone and Internet access terminal, combining the management software Automanager and Scope, which permit paying for calls using credit and debit cards, and centralized management of terminals. 

Itautec.com Serviços gross revenue in the six-month period grew 14.3% as compared to the same period in 2000, mainly due to the increase in demand in the specialized technical services market, which has been showing high service demand (Service Level Agreement – SLA), the increase in the range of equipment served, and highly competitive prices. It is worth noting that in May the company was chosen as the official certifying entity of the dotcom electronic check for the new Brazilian Payment System – SPB.

Philco’s gross revenues increased 23.9% as compared to the same period in 2000, but decreased 19.8% in relation to the second half of 2000, showing a steep drop in June. The main reduction was felt in the 14” and 20” TV sets, representing the highest share in sales. Large-screen TVs and the Platinum and DVD lines, represented by high-tech equipment which meet all consumer requirements, increased their share in the sales mix. Mini stereo systems also had a good market acceptance, mainly among young consumers. 

Itaucom’s gross revenues decreased 31.9% as compared to the same period in 2000. In the semiconductor segment the decrease was 40% mainly due to the drop of up to 56% in dollar prices in the international market. The strategy adopted to diversify printed-circuit board segment activities, with the expansion of the customer base, had important impacts in the period. We highlight the growth in the telecommunications industry. Even with the reduction at the end of the six-month period, the board segment grew 7% in volume and 14% in revenues, as compared to the first half of 2000. 

ELEKEIROZ

The chemical industry suffered the impact of the increase in the price of naphtha and recorded an overall 4% decrease in volume as compared to the same period in 2000, and the lack of capacity to adjust sales prices in line with the depreciation of the Real. (The accumulated general price index for the first half of 2001 increased 9% against an exchange devaluation of 18%.)

The volume shipped in the period, 159 thousand tons (a new record) grew 6% and 28% as compared to the first half of 2000 and 1999, respectively. Average unit price in Reais increased 8% but is still too low. The average unit margin contribution of the first half of 2000 was maintained by improving the mix of shipped products. 

R$ 10.7 million was invested in the period, 90% of which in six major industrial projects: (1) continuation of the works to double malic anhydride production; (2) installation of a new, more modern and bigger phtalic anhydride equipment; (3) adapt plasticizing products to the production of a new option for customers, Plastek 48 IS; (4) expand the formaldehyde production capacity by 20%; (5) start-up of the implementation of the unit that will produce formalin urea as from next September; (6) overall improvement of processes to reduce energy consumption and in basic engineering to expand phtalic anhydride production capacity. 

We highlight the success of the special energy optimization program adopted to face the electric energy crisis, which will allow Elekeiroz to maintain the internal generation of approximately 70% of its energy needs. In the first month of rationing the program resulted in the accumulation of a reasonable surplus which was traded to third parties. 

REAL ESTATE AREA

ITAÚSA EMPREENDIMENTOS

The office space market in the city of São Paulo underwent a clear change in this six-month period. Up to the end of 2000, demand was especially concentrated in new high-standard buildings. Now companies are looking for a lower occupancy cost but still requiring high technical specifications.

Itaúsa Empreendimentos, together with Hines do Brasil, is developing a project that meets this new market trend. Six buildings from a total of nine, were concluded in the Panamerica Park, four of which have already been delivered to their tenants. The 1,300 m2 floor buildings with overall useable area of 5,000 m2 each, were rented to data-center and web-hosting companies. The other buildings have similar technical characteristics and will be ready by the end of the year.

HUMAN RESOURCES 

Staff compensation plus charges and benefits totaled R$ 1,574 million. The variable portion (profit sharing, commissions, bonuses, etc.) totaled R$ 141 million in the period.

Social benefits provided by the company to its employees and dependents comprise supplementary pensions, meals, medical and dental assistance, social assistance services, scholarships, leisure activities, sports and culture, loans at subsidized rates, insurance, transportation vouchers, donations and special grants, among other. These benefits total R$ 214 million, of which we highlight Supplementary Pension Plans which have already benefited 10,500 former employees, totaling R$ 86 million.  

During the six-month period, group companies invested R$ 23 million in education, training and development programs. 

SOCIAL, CULTURAL AND ENVIRONMENTAL AFFAIRS

Group companies paid and provisioned tax and contributions levied on net income, revenues and payroll amounting to R$ 899 million. In addition, R$ 1,719 million in taxes and contributions directly levied on financial intermediation or holdback from customers were paid.

Since its creation in 1993, the Itaú Social Program has been focusing on the development and sponsoring of programs for the community in the education and health areas. The Itaú Social Foundation, created in 2000 will permit to permanently channel funds for the Itaú Social Program projects resulting from R$ 182 million equity at the end of the six-month period. In this period, we highlight the launching of the fourth edition of the Itaú-Unicef - Education & Participation Award – recognized as a reference in the Education area – the purpose of which is to identify, value and advertise progra​ms from civil organizations which promote public education.

The Itaú Cultural Institute, created 14 years ago, is increasingly consolidating as a reference institution for the production and advertising of cultural information. In 2001, Itaú Cultural is developing multidisciplinary activities within the main curatorial vector regarding the Course of Brazilian Art. The Rumos Program is mapping artistic production nationwide in different areas of ex​pression, and launched the Edital Rumos Itaú Cultural Artes Visuais 2001, which selected 15 projects of the Rumos Cinema e Video pro​gram and disclosed the results of the Rumos Dance 2000 mapping. During the first half of 2001 its different activities involved over 90,000 people. We also highlight the launching of the Itaú Cultural de Artes Visuais Encyclopedia, the most comprehensive database specialized in Brazilian visual arts, as virtual and interactive encyclopedia available on the website www.itaucultural.org.br. Its content corresponds to 15 volumes of one thousand pages each.

Investments destined to environmental management and the acquisition of environmental control equipment totaled R$ 4,9 million. 
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