MANAGEMENT REPORT - THIRD QUARTER OF 2001                      
ITAÚSA


To our Stockholders:

We are pleased to present the management report and the financial statements of Itaúsa - Investimentos Itaú S.A. and its subsidiaries for the nine-month period ended September 30, 2001, which 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. 

ITAÚSA RESULTS FOR THE PERIOD

Itaúsa reached in the third quarter a consolidated net income of R$ 421,6 million, representing an annualized return of 36.8% on consolidated stockholders' equity and an increase of 34.7% as compared to the same period in 2000. During the year, the net income accumulated R$ 1,273.7 million, representing a return on equity of 34.1% and an increase of 79.9% as compared to the same period in 2000.

The consolidated net income per thousand shares in the third quarter amounted to R$ 137.30, corresponding to a 30.4% increase as compared to the same period in 2000 and the stockholders’ equity reached an amount R$ 1,685.66. In the year to date, the net income amounted to R$ 414.81, an amount 74.2% superior to the same period in 2000. Consolidated stockholders’ equity in the amount of R$ 5,175.8 million increased 5.8% compared to June of 2001.

Main indicators of the Holding and the Itaúsa Conglomerate


R$ thousand

	
	Period ended 09.30
	Parent company
	Minorities
	Conglomerate

	Total net income
	2001
	1,273,685
	1,199,819
	2,473,504

	
	2000
	707,959
	695,641
	1,403,600

	( Recurring net income 
	2001
	994,161
	1,044,177
	2,038,338

	
	2000
	647,287
	705,676
	1,352,963

	( Extraordinary net income 
	2001
	279,524
	155,642
	435,166

	
	2000
	60,672
	(10,035)
	50,637

	Stockholders’ equity
	2001
	5,175,835
	4,758,707
	9,934,542

	
	2000
	4,142,564
	4,067,622
	8,210,186

	Annualized profitability  (NI/SE ) (%)   
	2001
	34,09
	34,96
	34,51

	
	2000
	23,41
	23,43
	23,42

	Dividends/Interest on own capital
	2001
	364,428
	342,762
	707,190

	
	2000
	130,364
	248,028
	378,392


Main indicators of Itaúsa’s subsidiary companies


R$ thousand
	
	Third Quarter
	FINANCIAL & INSURANCE AREA
	INDUSTRIAL AREA
	CONSOLIDATED/

CONGLOMERATE

(2)

	
	
	BANCO ITAÚ S.A. (consolidated)
	INSURANCE PRIVATE PENSION PLAN AND CAPITALIZATION

(1)
	DURATEX
	ITAUTEC PHILCO
	ELEKEIROZ
	

	Total Assets
	2001
	81,749,167
	5,766,822
	1,505,749
	856,847
	221,860
	84,812,767

	
	2000
	57,232,606
	5,555,848
	1,182,560
	670,986
	198,377
	59,460,488

	
	
	
	
	
	
	
	

	Operating Revenues (3)
	2001
	18,873,898
	2,533,234
	592,646
	842,507
	96,871
	20,892,674

	
	2000
	10,694,466   (5)
	2,230,000
	544,501
	832,404
	85,233
	12,205,028    (5)

	
	
	
	
	
	
	
	

	Net Income
	2001
	2,155,884
	384,524
	54,672
	(5,200)
	9,641
	2,473,504

	
	2000
	1,261,916
	268,897
	48,960
	46,367
	8,555
	1,403,600

	
	
	
	
	
	
	
	

	Stockholders’ Equity
	2001
	7,747,254
	2,320,009
	874,596
	263,863
	154,494
	9,934,542

	
	2000
	6,678,429
	2,710,690
	648,643
	272,899
	144,451
	8,210,186

	
	
	
	
	
	
	
	

	Annualized profitability (NI/SE ) %
	2001
	38.73%
	22.69%
	8.42%
	-2.62%
	8.41%
	34.51%

	
	2000
	25.96%
	13.44%
	10.19%
	23.27%
	7.97%
	23.42%

	
	
	
	
	
	
	
	

	Internal Cash Generation (4)
	2001
	3,854,240
	194,292
	85,573
	26,666
	15,846
	4,093,707

	
	2000
	2,049,728    (5)
	137,897
	110,714
	75,233
	13,685
	2,240,041    (5)


(1) The data relating to Banco Itaú’s insurance companies, private pension plan and capitalization companies is shown separately in order to distinguish each entity.

(2) 
The data for the consolidated /conglomerate figures shows values net of eliminations on consolidation and unrealized intercompany results.

(3)
According to world tendencies, Operating Revenues as per area of activity were obtained as follow:

•
Banco Itaú S.A.: the sum of Income from Financial Operations, Banking Services Fees, Premiums from Insurance, Capitalization and Private Pension Plans and other Operating Income.

•
Insurance, Private Pension Plan and Capitalization: consider Income from Insurance Premiums, Capitalization, Private Pension Plans, Financial Income and Capital Gains.

•
Duratex, Itautec Philco and Elekeiroz: consider Net Revenues from Sales of Products and/or Services

(4)
Includes resources from the operations:

• plus expenses for provisions for non-performing credits;

• not considering variations in the mathematical provisions for capitalization and pension plans, but considering the variations in insurance claims to be settled, credits and debits of insurance operations and deferred expenses on the sale of insurance, pension and capitalization plans.

(5) 
Amounts reclassified for comparative purposes
FINANCIAL AREA

Banco Itaú 

Itaú acquired Lloyds TSB Asset Management (LAM) fund management and private banking operations. These operations specialized in offering tailor-made managed portfolios and a wide range of mutual investment funds of fixed income, derivatives and stocks.

As a result of this acquisition, the volume of funds managed by Itaú increased R$ 4.6 billion, reaching an amount of R$ 53.5 billion which reinforces the position of the Bank in the asset management market and strengthens its leadership among private managers of institutional investors, corporate and private banking clients.

Itaú continues to obtain recognition for its performance and has obtained several awards, and we highlight those obtained in the third quarter:

· Best Local Bank – Euromoney magazine

· Bank of the Year in Brazil –The Banker magazine

· Valor Social Award, in the Categories: Relationships with the Community and Grand Prix for the Itaú Social Program - Valor Econômico newspaper

· Best Stock Fund Manager, Best Fixed Income Fund Manager, and Best Brazilian Fund Manager - Exame magazine

· Highlight Company of the Pension Fund Sector due to the growth of Itauprev - ANSP (National Association of Pension Funds)

The consolidated net income of Banco Itaú for the nine-month period totaled R$ 2,156 million, with an annualized return on consolidated stockholders' equity of 38.7% which represents a 70.8% increase over the same period in 2000. Net income for the third quarter was R$ 699 million, a return on equity of 41,3%, a 51.4% increase compared to the same period in 2000.

Consolidated assets totaled R$ 81,749 million, a 9.3% increase as compared to June 2001 (17.5% over December 2000). The Bank’s loan and leasing portfolio totaled R$ 33,485 million, increasing 22.9% as compared to December 2000 (7.7% in the third quarter). Itaú has maintained the level of quality of the portfolio, 80.6% being classified at risk levels of "AA", "A" and "B". 

In August, Itaú successfully concluded a transaction coordinated by Merrill Lynch and raised US$ 343 million as subordinated debt, repayable in ten years. This debt issue was classified as Triple A by Moody’s and was placed in the US, European and Asian markets, with a tranche in US dollars and another in Japanese yens. The transaction is the first subordinated debt issue overseas made by a Brazilian bank and it is the bond of a private Brazilian company with the longest maturity. In view of its characteristics, the issued amount can be added to the Bank’s capital base for regulatory purposes, both for leverage and capitalization purposes, allowing the continuous growth of the Bank without using additional shareholders' funding.
INSURANCE, PRIVATE PENSION PLANS AND CAPITALIZATION
Itauseg and its subsidiaries posted a net income of R$ 104 million in the year to date (R$ 38 million in the third quarter), representing an annualized return on equity of 18.3% in the year to date (21.5% for the third quarter). Earnings from insurance premiums totaled R$ 1,202 million and technical reserves R$ 911 million. The claims ratio in the third quarter was 61.3%, against 61.5% in the same period in 2000. As a result, the combined ratio reached 98.0%, a 3.1 percentage points increase as compared to the third quarter in 2000. 

At the end of the period, Itaucap and Itauprev posted technical reserves of R$ 886 million and R$ 1,158 million, 2.8% and 49.4% higher than the same period of 2000, respectively.

Principal Financial Indicators– Banco Itaú Consolidated

        R$ million   

	
	9.30.2001
	9.30.2000            30/06/2000
	Progress (%)

	Balance Sheet
	
	
	

	Total assets
	81,749
	57,233
	42.8

	Loan and Lease operations, Advances and Guarantees

	33,485
	22,215
	50.7

	Own unrestricted, raised and managed funds
	117,891
	85,288
	38.2

	Stockholders’ equity
	7,747
	6,678
	16.0

	
	
	
	

	Statement of Income
	
	
	

	Recurring net income
	1,862
	1,298
	43.4

	Extraordinary net income 
	294
	(36)
	-

	Total net income 
	2,156
	1,262
	70.8

	
	
	
	

	Performance Indices (%)
	
	
	

	Net income/ Stockholders’ equity
	38,7
	26,0
	-

	Solvency ratio
	13,4
	18,3
	-

	
	
	
	

	Stock Results
	
	
	

	Net income per thousand shares (R$)
	19,12
	10,72
	78.4

	Equity per thousand shares (R$)
	68,70
	56,76
	21.0

	Interest on own capital/dividends
	628
	454
	38.6

	Market capitalization
	18,535
	18,006
	2.9


ITAÚSA PORTUGAL

Concentrating the conglomerate’s financial activities in the European Union, the holding Itaúsa Portugal, SGPS, S.A. presented, at the end of the quarter, consolidated assets of EUR 2.0 billion (US$ 1.8 billion), with a 22.9% increase as compared to the same period in 2000. Recurring net income reached EUR 24.3 million (US$ 22.2 million), representing an annualized return of 12.2% on consolidated stockholders’ equity of EUR 270.7 million (US$ 247.2 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.

The consolidated assets of BIE maintained the strong rate of expansion, reaching EUR 1,759 million (US$ 1,604 million) at the end of the quarter, 23.0% higher than that of September 2000. Net income of EUR 15 million or US$ 14 million (EUR 6.4 million or US$ 5.9 million in the third quarter), increased 17.7% (59.4% in the third quarter) and represents an annualized return of 9.9% on stockholders' equity of EUR 201 million or US$ 184 million. The Bank continues showing high solvability, closing the period with a Basel Index of 28.5%.

Banco Itaú Europa Luxembourg, supervised by the Central Bank of Luxembourg and its consolidated base by the Central Bank of Portugal, is exclusively engaged in international private banking activities. In the year to date, the bank's net income was EUR 2.9 million or US$ 2.6 million (EUR 645 thousand or US$ 588 thousand in the third quarter) with an annualized return of 13.3% (9.2% in the third quarter) on stockholders' equity. Managed client’s assets exceeded US$ 1 billion

At the end of the 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 EUR 23.7 billion (US$ 21.6 billion) in assets and a net income of EUR 104.4 million (US$ 95.3 million), representing an annualized return of 15.4% 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  period amounted to R$ 752.1 million, 8.9% higher than in the same period in 2000. Exports totaled R$ 68.9 million, (US$ 29.7 million), corresponding to 9% of the total.

Operating profit totaled R$ 94.2 million, representing a R$ 54.7 million net income and a growth of 12% as compared to the same period in 2000. The operating cash generation reached R$ 172.9 million, 44.2% higher than the R$ 119.9 million obtained in 2000. Earnings before interest, taxes, depreciation and amortization (EBITDA) totaled R$ 137.2 million.

The company, during the quarter, invested R$ 98.9 million in the deployment of the Resource Investment Plan (PAR), of which we highlight the conclusion of the construction work of a new dryer in Itapetininga – SP, the continuity of the installation of a new HDF/MDF plant in Botucatu – SP, the installation of equipment for automation of the Hydra valve production unit and the Metal sales area, the expansion of the production capacity of the ceramic sanitary ware plant and the purchase of new equipment for forest mechanization.

The Wood division sales volume increased 2.5% in the panel segment and 20.4% in the laminated flooring segment as compared to the same period in 2000. During the third quarter, the Company released six new panel segment-related products, with special mention to the aluminum-based BP shield with an MDF-derived and Agglomerate substratum option, designed for kitchen and office furniture manufacturers.

The Deca Division sales increased 8.6% 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.

ITAUTEC PHILCO

Itautec Philco presented a consolidated net income of R$ 1 million in the third quarter of 2001 against a loss of R$ 12.6 million in the second quarter, despite the continuous unfavorable economic scenario for the electric and electronic sector. This reversal in the result was possible due to the operating model of the company, with the adoption of various measures, among them: reduction of 192 employees; inventory reductions, purchases reduction, sales expense reduction, and detailed focus on the analysis of the results by business segments, products and software, besides changes in the internal systems of Information Technology that will allow the rationalization and concentration of efforts in the segments of higher profitability.

Itautec Philco gross sales and service revenues totaled R$ 319.8 million in the third quarter, with accumulated revenues in the year to date of R$ 958.8 million. The cash gross generation accumulated in the year was R$ 82.7 million and the cash operating generation totaled R$ 35.6 million. The result before interest, taxes, depreciation and amortization (EBITDA) totaled R$ 55.7 million. 

The Resource Investment Plan (PAR) amounted to R$ 99.5 million up to September, R$ 31.2 million of which was invested in technology development and new products, R$ 36.6 million in industrial automation and plant modernization, R$ 16.8 million in equipment leased to customers, and R$ 14.9 million in promotion and advertising.

Itautec was elected as "The best Latin American company of Computer Hardware", by Global Finance magazine (EUA), in the September issue. In August, IDC-Brasil announced Itautec's leadership in the sales of microcomputer in the corporate segment in the first half of 2001.

Itautec.com Serviços gross revenue in the third quarter was the same, although  the volume of services has increased 50% in the year, reaching 70 thousand per month. The company has installed almost 75,000 quick access lines to the Internet (Speedy), of which 58,000 in the period.

Philco’s highlight in the quarter was the shipment of products to the foreign market. This demanded improvements in the project in order to meet the requests of various certified agencies, such as Underwrite Labs (UL) and the Federal Communication Comission (FCC), besides required improvements from clients such as the fail test.

Philco’s gross revenues  was much lower as compared to prior quarters, reflecting the decline in the electric and electronic market, which was accentuated in this quarter, giving rise to adjustments in the industrial area. The structure was re-measured for a monthly production of 14% of the estimated market to meet the new demand. The highlights for the period are: the new line of 14" and 20" Platinum TVs and 20"/stereo with energy saver.

Itaucom’s gross revenues decreased 32.9% as compared to the second quarter of this year. In the semiconductor segment, the price of the memory modules in the international market continued falling during the quarter.  The reduction in the production of the electric and electronic markets, automobiles and telecommunications significantly reduced the production volume of the printed circuit board segment in the quarter.

ELEKEIROZ

Up to August, the chemical industry recorded a 3.51% decrease in sales volume in the local market. Utilization of installed capacity decreased to 79% as compared to 87% of the same period of 2000. As sales increased only 6.9%, it was difficult to adjust sales prices to reflect the effects of the devaluation of the real of 38.3% against the U.S. dollar in the period from January to September. 

Despite the unfavorable scenario, Elekeiroz obtained positive results: it shipped 258 thousand tons, a volume which is 3.2% higher than the same period of 2000, using 86% of its installed capacity; recovered its unit average prices in reais by 10.8% and maintained the unit margin of contribution equal to the same period of 2000, due to the continuous improvement of the mix. It also concluded the enlargement of 20% of the formaldehyde plant and the new plant of concentrated urea formaldehyde; finally, it obtained a profitability of 8.2% per annum on the final net equity.

REAL ESTATE AREA

Itaúsa Empreendimentos

Itaúsa Empreendimentos and its partner Hines do Brasil, are currently concluding a major development in the southern district of São Paulo, called Panamerica Park. This development was already delivered and only landscaping remains to be completed. Four of the nine buildings have already been leased.

The Raposo Shopping Mall is still implementing the store mix restructuring and facilities improvement program. As a result, this mall’s performance improved significantly. Sales accumulated to the end of September increased 33% as compared to the same period in 2000. 
HUMAN RESOURCES

Staff salary plus charges and benefits totaled R$ 2,533.9 million in the nine-month period. Social benefits provided to employees and dependents comprise, but are not limited to, 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, amongst others. These benefits total R$ 314,3 million, of which we highlight Supplementary Pension Plans which have already benefited 10,685 former employees, totaling R$ 129.8 million.  

During the nine-month period, group companies invested R$ 42.4 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$ 1,421.9 million in the period. In addition, R$ 2,707.9 million in taxes and contributions directly levied on financial intermediation or withheld from customers were paid.

Investments in environmental management and environmental control equipment totaled R$ 8.3 million. 

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 its
R$ 182 million of equity at the end of the nine-month period. In this period, R$ 11 million was invested in several projects. The highlight of the year to date was the launching of the fourth edition of the Itaú-Unicef - Educação & Participação (Education & Participation) Award – recognized as a benchmark in the area of Education – whose objective is to identify, enhance and publicize programs of organizations of the civil society in support of public education. The 30 finalist projects have already been announced, four of which will be awarded R$ 180 thousand in November. 

During its 14 years of work, Itaú Cultural has confirmed its capacity to sponsor, organize and publicize cultural activities which contribute to the disclosure, production and distribution of cultural work, specifically Brazilian art, always stressing the use of new technologies to increase the advertising and access to this work, thus collaborating to the social participation program.

Among the most important events in the last quarter we would like to highlight the following:

( Music: launching of the "Brazilian Musical Cartography", consisting of ten CDs and resulting from the musical mapping carried out in 2000 in the program Rumos Itaú Cultural Música (Music Directions), the purpose of which was to select works, whether contemporary or not, whose reference is Brazilian traditional music. Seventy-eight artists were selected from a total of 1,712 applicants. Seminars and musical shows were promoted in addition to the launching of the "Cartography". 

The virtual project "A Brazilian Discography" can be accessed in the website www.itaucultural.org.br, where over 3,000 albums, singles and CDs are catalogued, totaling 22,000 musical pieces, 975 artists, 5,000 composers, 1,359 arrangers and almost 60,000 musicians. This informational website is part of the same proposal aiming to endorse the diversity of Brazilian musical. 

( Literature: Project "Esquina da Palavra" (Word Corner) is a space dedicated to literature launchings and to promote gatherings among the public in general, writers and personalities from different areas. Writers such as Roberto Drummond, Carlos Heitor Cony and Ferreira Gullar have already participated in the first gatherings held in September.
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